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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549
FORM 10-Q
(Mark One)
b Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the Quarterly Period Ended September 30, 2008
or
0 Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the Transition period from to
Commission File Number: 000-51904
HOME BANCSHARES, INC.
(Exact Name of Registrant as Specified in Its Charter)
Arkansas 71-0682831
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
719 Harkrider, Suite 100, Conway, Arkansas 72032
(Address of principal executive offices) (Zip Code)

(501) 328-4770

(Registrant s telephone number, including area code)
Not Applicable

Former name, former address and former fiscal year, if changed since last report
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes b No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated filer Non-accelerated filer o Smaller reporting company o
accelerated filer b
0

(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
oNop
Indicate the number of shares outstanding of each of the registrant s classes of common stock, as of the latest practical
date.
Common Stock Issued and Outstanding: 19,836,615 shares as of October 29, 2008.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Some of our statements contained in this document, including matters discussed under the caption Management s
Discussion and Analysis of Financial Condition and Results of Operation are forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended. Forward-looking statements relate to future events or our future financial performance and include
statements about the competitiveness of the banking industry, potential regulatory obligations, our entrance and
expansion into other markets, our other business strategies and other statements that are not historical facts.
Forward-looking statements are not guarantees of performance or results. When we use words like may, plan,

contemplate, anticipate, believe, intend, continue, expect, project, predict, estimate, could, shou
expressions, you should consider them as identifying forward-looking statements, although we may use other
phrasing. These forward-looking statements involve risks and uncertainties and are based on our beliefs and
assumptions, and on the information available to us at the time that these disclosures were prepared. These
forward-looking statements involve risks and uncertainties and may not be realized due to a variety of factors,
including, but not limited to, the following:
the effects of future economic conditions, including inflation or a decrease in residential housing values;

governmental monetary and fiscal policies, as well as legislative and regulatory changes;

the risks of changes in interest rates or the level and composition of deposits, loan demand and the values of
loan collateral, securities and interest sensitive assets and liabilities;

the effects of terrorism and efforts to combat it;
credit risks;

the effects of competition from other commercial banks, thrifts, mortgage banking firms, consumer finance
companies, credit unions, securities brokerage firms, insurance companies, money market and other mutual
funds and other financial institutions operating in our market area and elsewhere, including institutions
operating regionally, nationally and internationally, together with competitors offering banking products and
services by mail, telephone and the Internet;

the effect of any mergers, acquisitions or other transactions to which we or our subsidiaries may from time to
time be a party, including our ability to successfully integrate any businesses that we acquire; and

the failure of assumptions underlying the establishment of our allowance for loan losses.

All written or oral forward-looking statements attributable to us are expressly qualified in their entirety by this
Cautionary Note. Our actual results may differ significantly from those we discuss in these forward-looking
statements. For other factors, risks and uncertainties that could cause our actual results to differ materially from
estimates and projections contained in these forward-looking statements, see the Risk Factors section of our Form
10-K filed with the Securities and Exchange Commission on March 5, 2008.
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PART I: FINANCIAL INFORMATION
Item 1: Financial Statements
Home BancShares, Inc.
Consolidated Balance Sheets

September December
30, 31,
(In thousands, except share data) 2008 2007
(Unaudited)
Assets
Cash and due from banks $ 50,445 $ 51,468
Interest-bearing deposits with other banks 10,290 3,553
Cash and cash equivalents 60,735 55,021
Federal funds sold 28,347 76
Investment securities available for sale 381,564 430,399
Loans receivable 1,967,923 1,606,994
Allowance for loan losses (36,372) (29,406)
Loans receivable, net 1,931,551 1,577,588
Bank premises and equipment, net 70,500 67,702
Foreclosed assets held for sale 9,392 5,083
Cash value of life insurance 49,731 48,093
Investments in unconsolidated affiliates 1,424 15,084
Accrued interest receivable 13,804 14,321
Deferred tax asset, net 14,530 9,163
Goodwill 50,038 37,527
Core deposit and other intangibles 7,009 7,702
Mortgage servicing rights 2,039
Other assets 29,926 23,871
Total assets $ 2,650,590 $ 2,291,630
Liabilities and Stockholders Equity
Deposits:
Demand and non-interest-bearing $ 263,410 $ 211,993
Savings and interest-bearing transaction accounts 680,217 582,477
Time deposits 969,444 797,736
Total deposits 1,913,071 1,592,206
Federal funds purchased 16,407
Securities sold under agreements to repurchase 108,350 120,572
FHLB borrowed funds 278,182 251,750
Accrued interest payable and other liabilities 12,350 13,067
Subordinated debentures 47,598 44,572
Total liabilities 2,359,551 2,038,574
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Stockholders equity:
Common stock, par value $0.01 in 2008 and 2007; shares authorized
50,000,000 in 2008 and 2007; shares issued and outstanding 19,823,360 in

2008 and 18,630,038 (stock dividend adjusted) in 2007 198 173
Capital surplus 252,836 195,649
Retained earnings 43,310 59,489
Accumulated other comprehensive loss (5,305) (2,255)
Total stockholders equity 291,039 253,056
Total liabilities and stockholders equity $ 2,650,590 $ 2,291,630

See Condensed Notes to Consolidated Financial Statements.
4
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Home BancShares, Inc.
Consolidated Statements of Income

(In thousands, except per share data(1))

Interest income:
Loans

Investment securities
Taxable

Tax-exempt

Deposits  other banks
Federal funds sold

Total interest income

Interest expense:

Interest on deposits

Federal funds purchased

FHLB borrowed funds

Securities sold under agreements to repurchase
Subordinated debentures

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Non-interest income:

Service charges on deposit accounts

Other service charges and fees

Data processing fees

Mortgage lending income

Mortgage servicing income

Insurance commissions

Income from title services

Increase in cash value of life insurance

Dividends from FHLB, FRB & bankers bank
Equity in earnings (loss) of unconsolidated affiliates
Gain on sale of equity investment

Gain on sale of SBA loans

Gain (loss) on sale of premises and equipment, net
Gain (loss) on OREOQO, net

Gain (loss) on securities, net

Other income

Table of Contents

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(Unaudited)
$31,831 $31,116 $ 97,285 $ 89,180
2,982 4,133 9,740 12,992
1,216 1,043 3,583 3,094
35 53 127 132
24 36 289 311
36,088 36,381 111,024 105,709
10,752 14,416 35,893 42,640
79 194 168 646
2,239 2,426 6,873 6,270
394 1,267 1,349 3,772
769 758 2,314 2,254
14,233 19,061 46,597 55,582
21,855 17,320 64,427 50,127
1,439 547 6,952 2,047
20,416 16,773 57,475 48,080
3,557 2,816 10,006 8,073
1,698 1,342 5,051 4,176
239 192 674 619
695 451 2,142 1,277
206 654
164 153 620 613
141 181 498 575
544 607 1,642 1,822
194 218 702 652
47 102 (123)
6,102
26 127 170
(31 2) 150
(28) 87 (458) 197
(2,067)
348 249 1,192 899
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Total non-interest income 7,784 6,312 26,985 19,100
Non-interest expense:
Salaries and employee benefits 8,739 7,739 26,948 22,936
Occupancy and equipment 2,825 2,446 8,253 6,998
Data processing expense 815 644 2,434 1,958
Other operating expenses 6,099 4,770 18,023 13,965
Total non-interest expense 18,478 15,599 55,658 45,857
Income before income taxes 9,722 7,486 28,802 21,323
Income tax expense 3,158 2,258 9,306 6,273
Net income $ 6,564 $ 5,228 $ 19,496 $ 15,050
Basic earnings per share $ 032 $ 028 $ 098 $ 081
Diluted earnings per share $ 032 $ 028 $ 096 $ 0.80
(1) All per share

amounts have

been restated to

reflect the effect

of the 8% stock

dividend.
See Condensed Notes to Consolidated Financial Statements.

5
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Home BancShares, Inc.
Consolidated Statements of Stockholders Equity
Nine Months Ended September 30, 2008 and 2007

Accumulated
Other
Common Capital Retained Comprehensive

Income
(In thousands, except share data (1)) Stock Surplus Earnings (Loss) Total
Balance at January 1, 2007 $ 172 $ 194,595 $ 41,544 $ (4,892) $231,419
Comprehensive income (loss):
Net income 15,050 15,050

Other comprehensive income (loss):

Unrealized loss on investment securities

available for sale, net of tax effect of $623 966 966
Unconsolidated affiliates unrecognized loss

on investment securities available for sale,

net of taxes recorded by the unconsolidated

affiliate 31 31
Comprehensive income 16,047
Net issuance of 40,378 shares of common

stock from exercise of stock options 276 276
Tax benefit from stock options exercised 218 218
Share-based compensation 340 340
Cash dividends Common Stock, $0.093 per

share (1,723) (1,723)
Balances at September 30, 2007

(unaudited) 172 195,429 54,871 (3,895) 246,577
Comprehensive income (loss):

Net income 5,395 5,395

Other comprehensive income (loss):

Unrealized gain on investment securities

available for sale, net of tax effect of $1,016 1,575 1,575
Unconsolidated affiliates unrecognized gain

on investment securities available for sale,

net of taxes recorded by the unconsolidated

affiliate 65 65
Comprehensive income 7,035
Net issuance of 7,559 shares of common

stock from exercise of stock options 1 78 79
Tax benefit from stock options exercised 26 26
Share-based compensation 116 116
Cash dividends Common Stock, $0.042 per

share (777) (777)
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Balances at December 31, 2007 173 195,649 59,489 (2,255) 253,056
See Condensed Notes to Consolidated Financial Statements.
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Home BancShares, Inc.

Consolidated Statements of Stockholders Equity Continued
Nine Months Ended September 30, 2008 and 2007

Accumulated
Other
Common Capital Retained Comprehensive
Income
(In thousands, except share data (1)) Stock Surplus Earnings (Loss) Total
Cumulative effect of adoption of EITF
06-4 (276) (276)
Comprehensive income (loss):
Net income 19,496 19,496

Other comprehensive income (loss):

Unrealized loss on investment securities

available for sale, net of tax effect of

($1,907) (3,142) (3,142)
Unconsolidated affiliates unrecognized

gain on investment securities available for

sale, net of taxes recorded by the

unconsolidated affiliate 92 92

Comprehensive income 16,446
Issuance of 1,170,506 common shares
pursuant to acquisition of Centennial

Bancshares, Inc. 10 24,245 24,255
Net issuance of 23,381 shares of common

stock from exercise of stock options 196 196
Tax benefit from stock options exercised 134 134
Share-based compensation 354 354
Cash dividends Common Stock, $0.157

per share (3,113) (3,113)
8% Stock dividend Common Stock 15 32,258 (32,286) (13)

Balances at September 30, 2008
(unaudited) $198 $252,836 $ 43,310 $ (5,305) $291,039

(1) All share and
per share
amounts have
been restated to
reflect the effect
of the 8% stock
dividend.
See Condensed Notes to Consolidated Financial Statements.
7
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Home BancShares, Inc.
Consolidated Statements of Cash Flows

Period Ended September
30,
(In thousands) 2008 2007
(Unaudited)
Operating Activities
Net income $ 19,496 $ 15,050
Adjustments to reconcile net income to net cash provided by (used in) operating
activities:
Depreciation 4,093 3,342
Amortization/Accretion 1,873 1,378
Share-based compensation 354 340
Tax benefits from stock options exercised (134) (218)
Loss (gain) on assets 2,400 (232)
Gain on sale of equity investment (6,102)
Provision for loan loss 6,952 2,047
Deferred income tax benefit (1,816) (1,788)
Equity in (income) loss of unconsolidated affiliates (102) 123
Increase in cash value of life insurance (1,642) (1,822)
Originations of mortgage loans held for sale (106,723) (74,654)
Proceeds from sales of mortgage loans held for sale 105,351 72,516
Changes in assets and liabilities:
Accrued interest receivable 1,682 (1,450)
Other assets 4,107) (5,015)
Accrued interest payable and other liabilities (1,996) 918
Net cash provided by operating activities 19,579 10,535
Investing Activities
Net (increase) decrease in federal funds sold (25,481) (2,142)
Net (increase) decrease in loans (178,195) (149,066)
Purchases of investment securities available for sale (156,508) (133,446)
Proceeds from maturities of investment securities available for sale 223,506 218,993
Proceeds from sale of loans 2,751 2,957
Proceeds from foreclosed assets held for sale 826 548
Purchases of premises and equipment, net (3,479) (12,923)
Purchase of bank owned life insurance (3,497)
Investments in unconsolidated affiliates (2,625)
Acquisition of Centennial Bancshares, Inc., net funds received 1,663
Proceeds from sale of investment in unconsolidated affiliate 19,862
Net cash used in investing activities (115,055) (81,201)
Financing Activities
Net increase (decrease) in deposits 141,728 (8,623)
Net increase (decrease) in securities sold under agreements to repurchase (12,222) 12,182
Net increase (decrease) in federal funds purchased (16,407) (16,580)

Table of Contents 14
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Net increase (decrease) in FHLB and other borrowed funds (9,113) 74,260
Proceeds from exercise of stock options 196 276
Tax benefits from stock options exercised 134 218
Dividends paid (3,126) (1,723)
Net cash provided by financing activities 101,190 60,010
Net change in cash and cash equivalents 5,714 (10,656)
Cash and cash equivalents beginning of year 55,021 59,700
Cash and cash equivalents end of period $ 60,735 $ 49,044
See Condensed Notes to Consolidated Financial Statements.
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Home BancShares, Inc.
Condensed Notes to Consolidated Financial Statements
(Unaudited)

1. Nature of Operations and Summary of Significant Accounting Policies
Nature of Operations

Home BancShares, Inc. (the Company or HBI) is a bank holding company headquartered in Conway, Arkansas.
The Company is primarily engaged in providing a full range of banking services to individual and corporate customers
through its six wholly owned community bank subsidiaries. Three of our bank subsidiaries are located in the central
Arkansas market area, a fourth serves central and southern Arkansas, a fifth serves Stone County in north central
Arkansas, and a sixth serves the Florida Keys and southwestern Florida. The Company is subject to competition from
other financial institutions. The Company also is subject to the regulation of certain federal and state agencies and
undergoes periodic examinations by those regulatory authorities.

A summary of the significant accounting policies of the Company follows:
Operating Segments

The Company is organized on a subsidiary bank-by-bank basis upon which management makes decisions
regarding how to allocate resources and assess performance. Each of the subsidiary banks provides a group of similar
community banking services, including such products and services as loans, time deposits, checking and savings
accounts. The individual bank segments have similar operating and economic characteristics and have been reported
as one aggregated operating segment.
Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Material estimates that are particularly susceptible to significant change relate to the determination of the
allowance for loan losses and the valuation of foreclosed assets. In connection with the determination of the allowance
for loan losses and the valuation of foreclosed assets, management obtains independent appraisals for significant
properties.
Principles of Consolidation

The consolidated financial statements include the accounts of HBI and its subsidiaries. Significant intercompany
accounts and transactions have been eliminated in consolidation.

9
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Investments in Unconsolidated Affiliates

The Company had a 20.4% investment in White River Bancshares, Inc. (WRBI) at December 31, 2007. The
Company s investment in WRBI at December 31, 2007 totaled $13.8 million. On March 3, 2008, WRBI repurchased
the Company s interest in WRBI which resulted in a one-time gain of $6.1 million. Prior to this date, the investment in
WRBI was accounted for on the equity method. The Company s share of WRBI operating income included in
non-interest income during 2008 totaled $102,000. See the Acquisitions footnote related to the Company s acquisition
and disposal of WRBIL.

The Company has invested funds representing 100% ownership in five statutory trusts which issue trust preferred
securities. The Company s investment in these trusts was $1.4 million and $1.3 million at September 30, 2008 and
December 31, 2007, respectively. Under accounting principles generally accepted in the United States of America,
these trusts are not consolidated.

The summarized financial information below represents an aggregation of the Company s unconsolidated affiliates
as of September 30, 2008 and 2007, and for the three-month and nine-month periods then ended:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(In thousands)

Assets $47.,424 $552,126 $47,424 $552,126
Liabilities 46,000 485,220 46,000 485,220
Equity 1,424 66,906 1,424 66,906
Net income (loss) 233 163 (462)

Interim financial information

The accompanying unaudited consolidated financial statements as of September 30, 2008 and 2007 have been
prepared in condensed format, and therefore do not include all of the information and footnotes required by
accounting principles generally accepted in the United States of America for complete financial statements.

The information furnished in these interim statements reflects all adjustments, which are, in the opinion of
management, necessary for a fair statement of the results for each respective period presented. Such adjustments are of
a normal recurring nature. The results of operations in the interim statements are not necessarily indicative of the
results that may be expected for any other quarter or for the full year. The interim financial information should be read
in conjunction with the consolidated financial statements and notes thereto included in the Company s 2007 Form
10-K, filed with the Securities and Exchange Commission.

10
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Earnings per Share

Basic earnings per share are computed based on the weighted average number of shares outstanding during each
year. Diluted earnings per share are computed using the weighted average common shares and all potential dilutive
common shares outstanding during the period. Prior year and end of period per share amounts have been adjusted for
the stock dividend which occurred in August of 2008. The following table sets forth the computation of basic and
diluted earnings per share (EPS) for the three-month and nine-month periods ended September 30:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(In thousands)
Net income $ 6,564 $ 5228 $ 19,496 $15,050
Average shares outstanding 19,814 18,618 19,808 18,609
Effect of potential share issuance for acquisition earn out 195 195
Effect of common stock options 314 322 306 314
Diluted shares outstanding 20,323 18,940 20,309 18,923
Basic earnings per share $ 032 $ 0.28 $ 098 $ 081
Diluted earnings per share $ 032 $ 0.28 $ 0.96 $ 0.80

2. Acquisitions

On January 1, 2008, HBI acquired Centennial Bancshares, Inc., an Arkansas bank holding company. Centennial
Bancshares, Inc. owned Centennial Bank, located in Little Rock, Arkansas which had total assets of $234.1 million,
loans of $192.8 million and total deposits of $178.8 million on the date of acquisition. The consideration for the
merger was $25.4 million, which was paid approximately 4.6%, or $1.2 million in cash and 95.4%, or $24.2 million,
in shares of the Company s common stock. In connection with the acquisition, $3.0 million of the purchase price,
consisting of $139,000 in cash and 140,456 shares (stock dividend adjusted) of the Company s common stock, was
placed in escrow related to possible losses from identified loans and an IRS examination. In the first quarter of 2008,
the IRS examination was completed which resulted in $1.0 million of the escrow proceeds being released. The merger
further provides for an earn out based upon 2008 earnings of up to a maximum of $4,000,000 which can be paid in
cash or the Company s stock at the election of the accredited shareholders. As a result of this transaction, the Company
recorded goodwill of $12.3 million and a core deposit intangible of $694,000.

In January 2005, HBI purchased 20% of the common stock during the formation of White River Bancshares, Inc.
of Fayetteville, Arkansas for $9.1 million. White River Bancshares owns all of the stock of Signature Bank of
Arkansas, with branch locations in the northwest Arkansas area. In January 2006, White River Bancshares issued an
additional $15.0 million of their common stock. To maintain a 20% ownership, the Company made an additional
investment in White River Bancshares of $3.0 million in January 2006. During April 2007, White River Bancshares
acquired 100% of the stock of Brinkley Bancshares, Inc. in Brinkley, Arkansas. As a result, HBI made a $2.6 million
additional investment in White River Bancshares on June 29, 2007 to maintain its 20% ownership. On March 3, 2008,
White River BancShares repurchased HBI s 20% investment in White River Bancshares resulting in a one-time gain
for HBI of $6.1 million.

11
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3. Investment Securities
The amortized cost and estimated market value of investment securities were as follows:

September 30, 2008

Available for Sale

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains (Losses) Fair Value

(In thousands)
U.S. government-sponsored enterprises $ 76,588 $ 277 $ (526) $ 76,339
Mortgage-backed securities 185,325 971 (4,381) 181,915
State and political subdivisions 118,288 729 (4,939) 114,078
Other securities 10,089 (857) 9,232
Total $390,290 $1,977 $ (10,703) $ 381,564
December 31, 2007

Available for Sale

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains (Losses) Fair Value

(In thousands)

U.S. government-sponsored enterprises $126,898 $ 268 $ (872) $ 126,294
Mortgage-backed securities 184,949 179 (3,554) 181,574
State and political subdivisions 111,014 1,105 (812) 111,307
Other securities 11,411 (187) 11,224
Total $434,272 $1,552 $  (5,425) $ 430,399

Assets, principally investment securities, having a carrying value of approximately $189.0 million and
$210.6 million at September 30, 2008 and December 31, 2007, respectively, were pledged to secure public deposits
and for other purposes required or permitted by law. Also, investment securities pledged as collateral for repurchase
agreements totaled approximately $108.4 million and $120.6 million at September 30, 2008 and December 31, 2007,
respectively.

During the three-month and nine-month periods ended September 30, 2008 and 2007, no available for sale
securities were sold.

The Company evaluates all securities quarterly to determine if any unrealized losses are deemed to be other than
temporary. In completing these evaluations the Company follows the requirements of paragraph 16 of SFAS No. 115,
Staff Accounting Bulletin 59 and FASB Staff Position No. 115-1. Certain investment securities are valued less than
their historical cost. These declines are primarily the result of the rate for these investments yielding less than current
market rates. Based on evaluation of available evidence, management believes the declines in fair value for these
securities are temporary. It is management s intent to hold these securities to maturity. Should the impairment of any of
these securities become other than temporary, the cost basis of the investment will be reduced and the resulting loss
recognized in net income in the period the other-than-temporary, impairment is identified.

12
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During the second quarter of 2008, the Company became aware that one of its investment securities in the other
securities category had become other than temporarily impaired. As a result of this impairment the security was
written-down by $2.1 million or $0.06 diluted earnings per share (stock dividend adjusted) for the second quarter of

2008. This investment security is a pool of 60 other financial holding companies

subordinated debentures throughout

the country. The Company has only two securities of this nature with a remaining balance of $3.9 million which was
put on non-accrual at June 30, 2008. The Company will continue to monitor its investments in these subordinated
debentures and make additional write-downs if appropriate.

4: Loans Receivable and Allowance for Loan Losses
The various categories of loans are summarized as follows:

Real estate:
Commercial real estate loans

September
30,
2008

December
31,
2007

(In thousands)

Non-farm/non-residential $ 798,447 $ 607,638
Construction/land development 339,691 367,422
Agricultural 25,097 22,605
Residential real estate loans

Residential 1-4 family 376,722 259,975
Multifamily residential 61,341 45,428
Total real estate 1,601,298 1,303,068
Consumer 49,600 46,275
Commercial and industrial 255,933 219,062
Agricultural 38,431 20,429
Other 22,661 18,160
Total loans receivable before allowance for loan losses 1,967,923 1,606,994
Allowance for loan losses 36,372 29,406
Total loans receivable, net $1,931,551 $ 1,577,588

13
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The following is a summary of activity within the allowance for loan losses:

2008 2007
(In thousands)

Balance, beginning of year $29,406 $26,111
Additions
Provision charged to expense 6,952 2,047
Allowance for loan loss of Centennial Bancshares, Inc. 3,382
Net (recoveries) loans charged off
Losses charged to allowance, net of recoveries of $1,411 and $818 for the first nine
months of 2008 and 2007, respectively 3,368 478)
Balance, September 30 $36,372 28,636
Additions
Provision charged to expense 1,195
Net (recoveries) loans charged off
Losses charged to allowance, net of recoveries of $61 for the last three months of 2007 425
Balance, end of year $29.406

At September 30, 2008 and December 31, 2007, accruing loans delinquent 90 days or more totaled $490,000 and
$301,000, respectively. Non-accruing loans at September 30, 2008 and December 31, 2007 were $15.6 million and
$3.0 million, respectively.

During the three-month period ended September 30, 2008, the Company sold $821,000 of the guaranteed portion
of certain SBA loans, which resulted in a gain of $26,000. During the three-month period ended September 30, 2007,
the Company did not sell any of the guaranteed portions of SBA loans. During the nine month period ended
September 30, 2008 and 2007, the Company sold $2.6 million and $2.8 million of the guaranteed portion of certain
SBA loans, which resulted in a gain of $127,000 and $170,000, respectively.

Mortgage loans held for sale of approximately $6.2 million and $4.8 million at September 30, 2008 and
December 31, 2007, respectively, are included in residential 1-4 family loans. Mortgage loans held for sale are carried
at the lower of cost or fair value, determined using an aggregate basis.

At September 30, 2008 and December 31, 2007, impaired loans totaled $42.0 million and $11.9 million,
respectively. As of September 30, 2008 and 2007, average impaired loans were $28.8 million and $11.8 million,
respectively. All impaired loans had designated reserves for possible loan losses. Reserves relative to impaired loans
were $6.4 million and $2.6 million at September 30, 2008 and December 31, 2007, respectively. Interest recognized
on impaired loans during 2008 and 2007 was $1.0 million and $509,000, respectively.

14
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5: Goodwill and Core Deposits and Other Intangibles

Changes in the carrying amount of the Company s goodwill and core deposits and other intangibles for the
nine-month period ended September 30, 2008 and for the year ended December 31, 2007, were as follows:

September December
30, 31,
2008 2007
(In thousands)
Goodwill
Balance, beginning of period $37,527 $ 37,527
Acquisition of Centennial Bancshares, Inc. 12,322
Prior Acquisition (deferred taxes) 189
Balance, end of period $50,038 $ 37,527
2008 2007
(In thousands)
Core Deposit and Other Intangibles
Balance, beginning of period $ 7,702 $ 9,458
Acquisition of Centennial Bancshares, Inc. 694
Amortization expense (1,387) (1,317)
Balance, September 30 $ 7,009 8,141
Amortization expense (439)
Balance, end of year $ 7,702

The carrying basis and accumulated amortization of core deposits and other intangibles at September 30, 2008 and
December 31, 2007 were:

September December
30, 31,
2008 2007
(In thousands)
Gross carrying amount $14,151 $ 13,457
Accumulated amortization 7,142 5,755
Net carrying amount $ 7,009 $ 7,702

Core deposit and other intangible amortization for the three months ended September 30, 2008 and 2007 was
approximately $462,000 and $439,000, respectively. Core deposit and other intangible amortization for the nine
months ended September 30, 2008 and 2007 was approximately $1.4 million and $1.3 million, respectively. Including
all of the mergers completed, HBI s estimated amortization expense of core deposits and other intangibles for each of
the years 2008 through 2012 is: 2008  $1.8 million; 2009  $1.8 million; 2010  $1.8 million; 2011  $1.1 million; and
2012 $619,000.

Goodwill is tested annually for impairment. If the implied fair value of goodwill is lower than its carrying amount,
goodwill impairment is indicated and goodwill is written down to its implied fair value. Subsequent increases in
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6: Deposits

The aggregate amount of time deposits with a minimum denomination of $100,000 was $535.6 million and
$435.5 million at September 30, 2008 and December 31, 2007, respectively. Interest expense applicable to certificates
in excess of $100,000 totaled $4.4 million and $5.9 million for the three months ended September 30, 2008 and 2007,
respectively. Interest expense applicable to certificates in excess of $100,000 totaled $15.1 million and $17.2 million
for the nine months ended September 30, 2008 and 2007, respectively.

Deposits totaling approximately $276.5 million and $185.6 million at September 30, 2008 and December 31, 2007,
respectively, were public funds obtained primarily from state and political subdivisions in the United States.
7: FHLB Borrowed Funds

The Company s FHLB borrowed funds were $278.2 million and $251.8 million at September 30, 2008 and
December 31, 2007, respectively. The outstanding balance for September 30, 2008 includes $25.0 million of
short-term advances and $253.2 million of long-term advances. The outstanding balance for December 31, 2007
includes $116.0 million of short-term advances and $135.8 million of long-term advances. The long-term FHLB
advances mature from the current year to 2025 with interest rates ranging from 2.495% to 5.416% and are secured by
loans and investments securities. Expected maturities will differ from contractual maturities, because FHLB may have
the right to call or prepay certain obligations.
8: Subordinated Debentures

Subordinated Debentures at September 30, 2008 and December 31, 2007 consisted of guaranteed payments on trust
preferred securities with the following components:

September December
30, 31,
2008 2007

(In thousands)

Subordinated debentures, issued in 2003, due 2033, fixed at 6.40%, during the

first five years and at a floating rate of 3.15% above the three-month LIBOR rate,

reset quarterly, thereafter, currently callable without penalty $20,619 $ 20,619
Subordinated debentures, issued in 2000, due 2030, fixed at 10.60%, callable in

2010 with a penalty ranging from 5.30% to 0.53% depending on the year of

prepayment, callable in 2020 without penalty 3,266 3,333
Subordinated debentures, issued in 2003, due 2033, floating rate of 3.15% above
the three-month LIBOR rate, reset quarterly, currently callable without penalty 5,155 5,155

Subordinated debentures, issued in 2005, due 2035, fixed rate of 6.81% during the

first ten years and at a floating rate of 1.38% above the three-month LIBOR rate,

reset quarterly, thereafter, callable in 2010 without penalty 15,465 15,465
Subordinated debentures, issued in 2006, due 2036, fixed rate of 6.75% during the

first five years and at a floating rate of 1.85% above the three-month LIBOR rate,

reset quarterly, thereafter, callable in 2011 without penalty 3,093

Total subordinated debt $47,598 $ 44,572
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The trust preferred securities are tax-advantaged issues that qualify for Tier 1 capital treatment subject to certain
limitations. Distributions on these securities are included in interest expense. Each of the trusts is a statutory business
trust organized for the sole purpose of issuing trust securities and investing the proceeds thereof in junior subordinated
debentures of the Company, the sole asset of each trust. The preferred trust securities of each trust represent preferred
beneficial interests in the assets of the respective trusts and are subject to mandatory redemption upon payment of the
junior subordinated debentures held by the trust. The Company wholly owns the common securities of each trust.
Each trust s ability to pay amounts due on the trust preferred securities is solely dependent upon the Company making
payment on the related junior subordinated debentures. The Company s obligations under the junior subordinated
securities and other relevant trust agreements, in aggregate, constitute a full and unconditional guarantee by the
Company of each respective trust s obligations under the trust securities issued by each respective trust.

9: Income Taxes

The following is a summary of the components of the provision for income taxes for the three-month and

nine-month periods ended September 30:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(In thousands)

Current:
Federal $ 3,116 $ 2,568 $ 9,290 $ 7,086
State 552 363 1,643 970
Total current 3,668 2,931 10,933 8,056
Deferred:
Federal (407) (567) (1,337) (1,499)
State (103) (106) (290) (284)
Total deferred (510) (673) (1,627) (1,783)
Provision for income taxes $ 3,158 $ 2,258 $ 9,306 $ 6,273

The reconciliation between the statutory federal income tax rate and effective income tax rate is as follows for the
three-month and nine-month periods ended September 30:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
Statutory federal income tax rate 35.00% 35.00% 35.00% 35.00%
Effect of nontaxable interest income (5.26) (4.60) (4.54) 4.75)
Cash value of life insurance (1.95) (2.83) (2.00) (2.99)
State income taxes, net of federal benefit 3.00 2.23 3.06 2.09
Other 1.69 0.36 0.79 0.07
Effective income tax rate 32.48% 30.16% 32.31% 29.42%
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The types of temporary differences between the tax basis of assets and liabilities and their financial reporting
amounts that give rise to deferred income tax assets and liabilities, and their approximate tax effects, are as follows:

September December
30, 31,
2008 2007
(In thousands)
Deferred tax assets:
Allowance for loan losses $14,155 $ 11,512
Deferred compensation 564 397
Stock options 512 328
Non-accrual interest income 309 562
Investment in unconsolidated subsidiary 104 519
Unrealized loss on securities 3,422 1,519
Net operating loss carryforward 119
Other 1,322 148
Gross deferred tax assets 20,507 14,985
Deferred tax liabilities:
Accelerated depreciation on premises and equipment 2,270 1,997
Core deposit intangibles 2,651 2,897
Market value of cash flow hedge 4
FHLB dividends 822 681
Other 234 243
Gross deferred tax liabilities 5,977 5,822
Net deferred tax assets $ 14,530 $ 9,163

10: Common Stock and Stock Compensation Plans

On July 16, 2008, our Board of Directors declared an 8% stock dividend which was paid August 27, 2008 to
shareholders of record as of August 13, 2008. Except for fractional shares, the holders of our common stock received
8% additional common stock on August 27, 2008. The common shareholders did not receive fractional shares; instead
they received cash at a rate equal to the closing price of a share on August 28, 2008 times the fraction of a share they
otherwise would have been entitled to.

All share and per share amounts have been restated to reflect the retroactive effect of the stock dividend. After
issuance, this stock dividend lowered our total capital position by approximately $13,000 as a result of the cash paid in
lieu of fractional shares. Our financial statements reflect an increase in the number of outstanding shares of common
stock, an increase in surplus and reduction of retained earnings.

The Company has a stock option and performance incentive plan. The purpose of the plan is to attract and retain
highly qualified officers, directors, key employees, and other persons, and to motivate those persons to improve our
business results. This plan provides for the granting of incentive nonqualified options to purchase up to 1,620,000
(stock dividend adjusted) of common stock in the Company.

Total unrecognized compensation cost, net of income tax benefit, related to non-vested awards, which are expected
to be recognized over the vesting periods, is approximately $431,000 as of September 30, 2008. The intrinsic value of
the stock options outstanding and stock options vested at September 30, 2008 was $15.9 million and $10.1 million,
respectively. The intrinsic value of the stock options exercised during the three-month and nine-month periods ended
September 30, 2008 was $212,000 and $342,000, respectively.
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The table below summarized the transactions under the Company s stock option plans at September 30, 2008 and

December 31, 2007 and changes during the nine-month period and year then ended, respectively (stock dividend
adjusted):

For the Nine Months
Ended For the Year Ended
September 30, 2008 December 31, 2007
Weighted Weighted
Average Average
Exercisable Exercisable
Shares Shares
(000) Price (000) Price
Outstanding, beginning of year 1,096 $11.12 1,115 $10.55
Granted 46 18.86 44 21.31
Forfeited (16) 11.57 (15) 11.36
Exercised (23) 8.40 (48) 7.40
Outstanding, end of period 1,103 11.49 1,096 11.12
Exercisable, end of period 625 $ 9.68 603 $ 9.07

For stock option awards, the fair value is estimated at the date of grant using the Black-Scholes option-pricing
model. This model requires the input of highly subjective assumptions, changes to which can materially affect the fair
value estimate. Additionally, there may be other factors that would otherwise have a significant effect on the value of
employee stock options granted but are not considered by the model. Accordingly, while management believes that
the Black-Scholes option-pricing model provides a reasonable estimate of fair value, the model does not necessarily
provide the best single measure of fair value for the Company s employee stock options. The weighted-average fair
value of options granted during the nine-months ended September 30, 2008 and year-ended December 31, 2007, was
$2.49 and $4.94 (stock dividend adjusted), respectively. The fair value of each option granted is estimated on the date
of grant using the Black-Scholes option-pricing model with the following weighted-average assumptions:

For the Nine Months For the Year
Ended Ended
December 31,
September 30, 2008 2007
Expected dividend yield 0.98% 0.46%
Expected stock price volatility 2.70% 9.44%
Risk-free interest rate 3.36% 4.65%
Expected life of options 6.4 years 6.1 years
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The following is a summary of currently outstanding and exercisable options (stock dividend adjusted) at

September 30, 2008:

Options Outstanding
Weighted-
Average
Remaining Weighted-
Options  Contractual Average

Outstanding  Life (in Exercise
Shares
Exercise Prices (000) years) Price
$ 5.69t0 $6.19 48 3.8 $ 593
$ 679t0 $8.02 212 3.6 6.87
$ 8.64to $9.55 101 4.8 9.42
$ 10.50 to $10.81 59 6.7 10.58
$11.73 t0 $11.73 199 8.2 11.73
$ 12.20 to $12.20 338 7.5 12.20
$ 18.32 to $19.60 102 8.5 19.26
$20.27 to $20.48 22 8.6 20.42
$21.55 to $22.36 22 8.3 22.36
1,103

11. Non-Interest Expense

Options Exercisable

Options
Exercisable

Shares
(000)

48
212
101
56
167
3

23

4

11

625

Weighted-
Average
Exercise

Price
$ 593
6.87
9.42
10.56
11.73
12.20
19.59
20.41
22.36

The table below shows the components of non-interest expense for three and nine months ended September 30,

2008 and 2007:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(In thousands)
Salaries and employee benefits $ 8,739 $ 7,739 $26,948 $22.936
Occupancy and equipment 2,825 2,446 8,253 6,998
Data processing expense 815 644 2,434 1,958
Other operating expenses:
Advertising 670 646 1,975 1,855
Amortization of intangibles 462 439 1,387 1,317
Amortization of mortgage servicing rights 148 442
Electronic banking expense 740 618 2,315 1,803
Directors fees 254 225 716 617
Due from bank service charges 73 55 217 162
FDIC and state assessment 524 341 1,325 926
Insurance 244 211 707 683
Legal and accounting 382 308 978 930
Mortgage servicing expense 59 220
Other professional fees 184 201 1,461 585
Operating supplies 234 241 723 694
Postage 189 163 557 498
Telephone 238 227 702 688
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Other expense 1,698 1,095 4,298 3,207

Total other operating expenses 6,099 4,770 18,023 13,965

Total non-interest expense $18,478 $ 15,599 $55,658 $45,857
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At its April 20, 2007 meeting, our Board of Directors approved a Chairman s Retirement Plan for John Allison our
Chairman and CEO. Beginning on Mr. Allison s 65th birthday, he will receive a $250,000 annual benefit to be paid for
10 consecutive years or until his death, whichever shall occur later. This will result in an annual expense of
approximately $535,000 and $388,000 for 2008 and 2007, respectively. An expense of $138,000 and $397,000 was
accrued for the three and nine months ended September 30, 2008, respectively. An expense of $130,000 and $258,000
was accrued for the three and nine months ended September 30, 2007. This expense was accrued using an 8 percent
discount factor.

12: Concentration of Credit Risks

The Company s primary market area is in central Arkansas, north central Arkansas, northwest Arkansas, southern
Arkansas, southwest Florida and the Florida Keys (Monroe County). The Company primarily grants loans to
customers located within these geographical areas unless the borrower has an established relationship with the
Company.

The diversity of the Company s economic base tends to provide a stable lending environment. Although the
Company has a loan portfolio that is diversified in both industry and geographic area, a substantial portion of its
debtors ability to honor their contracts is dependent upon real estate values, tourism demand and the economic
conditions prevailing in its market areas.

13: Significant Estimates and Concentrations

Accounting principles generally accepted in the United Sates of America require disclosure of certain significant
estimates and current vulnerabilities due to certain concentrations. Estimates related to the allowance for loan losses
and certain concentrations of credit risk are reflected in Note 4, while deposit concentrations are reflected in Note 6.
14: Commitments and Contingencies

In the ordinary course of business, the Company makes various commitments and incurs certain contingent
liabilities to fulfill the financing needs of their customers. These commitments and contingent liabilities include lines
of credit and commitments to extend credit and issue standby letters of credit. The Company applies the same credit
policies and standards as they do in the lending process when making these commitments. The collateral obtained is
based on the assessed creditworthiness of the borrower.

At September 30, 2008 and December 31, 2007, commitments to extend credit of $385.5 million and
$315.4 million, respectively, were outstanding. A percentage of these balances are participated out to other banks;
therefore, the Company can call on the participating banks to fund future draws. Since some of these commitments are
expected to expire without being drawn upon, the total commitment amount does not necessarily represent future cash
requirements.

Outstanding standby letters of credit are contingent commitments issued by the Company, generally to guarantee
the performance of a customer in third-party borrowing arrangements. The term of the guarantee is dependent upon
the credit worthiness of the borrower some of which are long-term. The maximum amount of future payments the
Company could be required to make under these guarantees at September 30, 2008 and December 31, 2007, is
$15.2 million and $15.8 million, respectively.

The Company and/or its subsidiary banks have various unrelated legal proceedings, most of which involve loan
foreclosure activity pending, which, in the aggregate, are not expected to have a material adverse effect on the
financial position of the Company and its subsidiaries.
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15: Regulatory Matters

The Company s subsidiaries are subject to a legal limitation on dividends that can be paid to the parent company
without prior approval of the applicable regulatory agencies. Arkansas bank regulators have specified that the
maximum dividend limit state banks may pay to the parent company without prior approval is 75% of the current year
earnings plus 75% of the retained net earnings of the preceding year. Since, the Company s Arkansas bank subsidiaries
are also under supervision of the Federal Reserve, they are further limited if the total of all dividends declared in any
calendar year by the Bank exceeds the Bank s net profits to date for that year combined with its retained net profits for
the preceding two years. Under Florida state banking law, regulatory approval will be required if the total of all
dividends declared in any calendar year by the Bank exceeds the Bank s net profits to date for that year combined with
its retained net profits for the preceding two years. As the result of leveraged capital positions, the Company s
subsidiary banks do not have a significant amount of undivided profits available for payment of dividends to the
Company as of September 30, 2008.

The Federal Reserve Board s risk-based capital guidelines include the definitions for (1) a well-capitalized
institution, (2) an adequately-capitalized institution, and (3) and undercapitalized institution. The criteria for a
well-capitalized institution are: a 5% Tier 1 leverage capital ratio, a 6% Tier 1 risk-based capital ratio, and a 10% total
risk-based capital ratio. As of September 30, 2008, each of the six subsidiary banks met the capital standards for a
well-capitalized institution. The Company s Tier 1 leverage capital ratio, Tier 1 risk-based capital ratio, and total
risk-based capital ratio was 11.29%, 13.02%, and 14.27%, respectively, as of September 30, 2008.

16: Additional Cash Flow Information

In connection with the Centennial Bancshares, Inc. acquisition accounting for using the purchase method, the
Company acquired approximately $241.5 million in assets, assumed $218.9 million in liabilities, issued $24.3 million
of equity and received net funds of $1.7 million during 2008.

The Company paid interest and taxes during the three and nine months ended as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2008 2007 2008 2007
(In thousands)
Interest paid $14,977 $18,587 $48,351 $55,531
Income taxes paid 2,127 1,620 12,877 7,320
22
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17: Adoption of Recent Accounting Pronouncements
FAS 157

Effective January 1, 2008, the Company adopted Statement of Financial Accounting Standards No. 157, Fair
Value Measurements (FAS 157). FAS 157 defines fair value, establishes a framework for measuring fair value and
expands disclosures about fair value measurements. FAS 157 has been applied prospectively as of the beginning of
the period.

FAS 157 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. FAS 157 also establishes a fair value
hierarchy which requires an entity to maximize the use of observable inputs and minimize the use of unobservable
inputs when measuring fair value. The standard describes three levels of inputs that may be used to measure fair
value:

Level 1 Quoted prices in active markets for identical assets or liabilities

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted
prices in active markets that are not active; or other inputs that are observable or can be corroborated by
observable market data for substantially the full term of the assets or liabilities

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities

Available-for-sale securities are the only material instruments valued on a recurring basis which are held by the
Company at fair value. The Company does not have any Level 1 securities. Primarily all of the Company s securities
are considered to be Level 2 securities. These Level 2 securities consist of U.S. government-sponsored enterprises,
mortgage-backed securities plus state and political subdivisions. Level 3 securities were immaterial.

Impaired loans are the only material instruments valued on a non-recurring basis which are held by the Company at
fair value. Loan impairment is reported when full payment under the loan terms is not expected. Impaired loans are
carried at the present value of estimated future cash flows using the loan s existing rate, or the fair value of collateral if
the loan is collateral dependent. A portion of the allowance for loan losses is allocated to impaired loans if the value of
such loans is deemed to be less than the unpaid balance. If these allocations cause the allowance for loan losses to
require increase, such increase is reported as a component of the provision for loan losses. Loan losses are charged
against the allowance when Management believes the uncollectability of a loan is confirmed. Impaired loans, net of
specific allowance, were $35.6 million as of September 30, 2008. This valuation would be considered Level 3,
consisting of appraisals of underlying collateral and discounted cash flow analysis.

Compared to prior years, the adoption of SFAS 157 did not have a material impact on our 2008 consolidated
financial statements.

FAS 159

Statement of Financial Accounting Standards No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities (FAS 159) became effective for the Company on January 1, 2008. FAS 159 allows companies an option to
report selected financial assets and liabilities at fair value. Because we did not elect the fair value measurement
provision for any of our financial assets or liabilities, the adoption of SFAS 159 did not have any impact on our 2008
consolidated financial statements. Presently, we have not determined whether we will elect the fair value measurement
provisions for future transactions.
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EITF 06-4 and 06-10

Effective January 1, 2008, the Company adopted EITF 06-4, Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements and EITF 06-10,
Accounting for Deferred Compensation and Postretirement Benefit Aspects of Collateral Assignment Split-Dollar
Life Insurance Arrangements. As a result of the adoption of EITF 06-4, the Company recognized the effect of
applying the EITF with a change in accounting principle through a cumulative-effect adjustment to retained earnings
for $276,000. Additionally, this change will result in an increase of approximately $100,000 in annual non-interest
expense as a result of the mortality cost for 2008 and beyond. The adoption of EITF 06-10 did not have any impact on
our 2008 consolidated financial statements.
18: Recent Accounting Pronouncements

In December 2007, the Financial Accounting Standards Board (the FASB ) issued Statement of Financial
Accounting Standards ( SFAS ) No. 141(revised 2007), Business Combinations, ( SFAS 141(R) ). SFAS 141(R), which
replaces SFAS 141, Business Combinations, establishes accounting standards for all transactions or other events in
which an entity (the acquirer) obtains control of one or more businesses (the acquiree) including mergers and
combinations achieved without the transfer of consideration. SFAS 141(R) requires an acquirer to recognize the assets
acquired, the liabilities assumed, and any noncontrolling interest in the acquiree at the acquisition date, measured at
their fair values as of that date. Goodwill is measured as the excess of consideration transferred plus the fair value of
any noncontrolling interest in the acquiree over the fair value of the identifiable net assets acquired. In the event that
the fair value of the identifiable net assets acquired exceeds the fair value of the consideration transferred plus any
non-controlling interest (referred to as a bargain purchase ), SFAS 141(R) requires the acquirer to recognize that
excess in earnings as a gain attributable to the acquirer. In addition, SFAS 141(R) requires costs incurred to effect an
acquisition to be recognized separately from the acquisition and requires the recognition of assets or liabilities arising
from noncontractual contingencies as of the acquisition date only if it is more likely than not that they meet the
definition of an asset or liability in FASB Concepts Statement No. 6, Elements of Financial Statements. SFAS 141(R)
applies prospectively to business combinations for which the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after December 15, 2008, which for us is the fiscal year beginning January 1,
2009. The Company is currently evaluating the impact of the adoption of this standard, but does not expect it to have a
material effect on the Company s financial position or results of operation.
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Report of Independent Registered Public Accounting Firm
Audit Committee, Board of Directors and Stockholders
Home BancShares, Inc.
Conway, Arkansas
We have reviewed the accompanying condensed consolidated balance sheet of Home BancShares, Inc. as of
September 30, 2008 and the related condensed consolidated statements of income for the three-month and nine-month
periods ended September 30, 2008 and 2007 and statements of stockholders equity and cash flows for the nine-month
periods September 30, 2008 and 2007. These interim financial statements are the responsibility of the Company s
management.
We conducted our reviews in accordance with the standards of the Public Company Accounting Oversight Board
(United States). A review of interim financial information consists principally of applying analytical procedures to
financial data and making inquiries of persons responsible for financial and accounting matters. It is substantially less
in scope than an audit conducted in accordance with the standards of the Public Company Accounting Oversight
Board, the objective of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.
Based on our reviews, we are not aware of any material modifications that should be made to the condensed
consolidated financial statements referred to above for them to be in conformity with accounting principles generally
accepted in the United States of America.
We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheet as of December 31, 2007 and the related consolidated statements of
income, stockholders equity and cash flows for the year then ended (not presented herein); and in our report dated
March 4, 2008, we expressed an unqualified opinion on those consolidated financial statements. In our opinion, the
information set forth in the accompanying condensed consolidated balance sheet as of December 31, 2007 is fairly
stated, in all material respects, in relation to the consolidated balance sheet from which it has been derived.
/s/ BKD, LLP
Little Rock, Arkansas
November 3, 2008

25

Table of Contents 35



Edgar Filing: HOME BANCSHARES INC - Form 10-Q

Table of Contents

Item 2: MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion should be read in conjunction with our Form 10-K, filed with the Securities and
Exchange Commission on March 5, 2008, which includes the audited financial statements for the year ended
December 31, 2007. Unless the context requires otherwise, the terms Company , us , we ,and our refer to
Home BancShares, Inc. on a consolidated basis.

General

We are a bank holding company headquartered in Conway, Arkansas, offering a broad array of financial services
through our six wholly owned bank subsidiaries. As of September 30, 2008, we had, on a consolidated basis, total
assets of $2.65 billion, loans receivable of $1.97 billion, total deposits of $1.91 billion, and shareholders equity of
$291.0 million.

We generate most of our revenue from interest on loans and investments, service charges, and mortgage banking
income. Deposits are our primary source of funding. Our largest expenses are interest on these deposits and salaries
and related employee benefits. We measure our performance by calculating our return on average equity, return on
average assets, and net interest margin. We also measure our performance by our efficiency ratio, which is calculated
by dividing non-interest expense less amortization of core deposit intangibles by the sum of net interest income on a
tax equivalent basis and non-interest income. Per share amounts have been adjusted for the 8% stock dividend which
occurred in August of 2008.

Key Financial Measures

As of or for the Three Months As of or for the Nine Months
Ended September 30, Ended September 30,
2008 2007 2008 2007

(Dollars in thousands, except per
share data)

Total assets $2,650,590 $ 2,267,672 $ 2,650,590 $2,267,672
Loans receivable 1,967,923 1,560,374 1,967,923 1,560,374
Total deposits 1,913,071 1,598,571 1,913,071 1,598,571
Net income 6,564 5,228 19,496 15,050
Basic earnings per share 0.32 0.28 0.98 0.81
Diluted earnings per share 0.32 0.28 0.96 0.80
Diluted cash earnings per share (1) 0.34 0.29 1.00 0.84
Annualized net interest margin FTE 3.82% 3.55% 3.83% 3.49%
Efficiency ratio 59.25 62.47 57.95 62.65
Annualized return on average assets 1.00 0.92 1.01 0.91
Annualized return on average equity 9.02 8.60 9.09 8.48
(1) See Table 16
Diluted Cash

Earnings Per

Share fora

reconciliation to

GAAP for

diluted cash

earnings per

share.
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Overview

Our net income increased 25.6% to $6.6 million for the three-month period ended September 30, 2008, from
$5.2 million for the same period in 2007. Our net income increased 29.5% to $19.5 million for the nine-month period
ended September 30, 2008, from $15.1 million for the same period in 2007. On a diluted earnings per share basis, our
net earnings increased 14.3% to $0.32 for the three-month period ended September 30, 2008, as compared to $0.28
(stock dividend adjusted) for the same period in 2007. On a diluted earnings per share basis, our net earnings
increased 20.0% to $0.96 for the nine-month period ended September 30, 2008, as compared to $0.80 (stock dividend
adjusted) for the same period in 2007. The third quarter increase in earnings is associated with our acquisition of
Centennial Bancshares, Inc., and organic growth of our bank subsidiaries. The year to date increase in earnings is
associated with our acquisition of Centennial Bancshares, Inc., a $6.1 million gain on the sale of our investment in
White River Bancshares, Inc. and organic growth of our bank subsidiaries offset by the additional provision for loan
loss associated with the unfavorable economic conditions, particularly in the Florida market and $458,000 of losses on
a foreclosed property of which $380,000 was a owner occupied strip center in Florida, a $2.1 million impairment write
down of an investment security and $860,000 of costs associated with an efficiency study.

Our annualized return on average assets was 1.00% and 1.01% for the three and nine months ended September 30,
2008, compared to 0.92% and 0.91% for the same periods in 2007, respectively. Our annualized return on average
equity was 9.02% and 9.09% for the three and nine months ended September 30, 2008, compared to 8.60% and 8.48%
for the same periods in 2007, respectively. The changes were primarily due to the previously discussed changes in net
income for the three and nine months ended September 30, 2008, compared to the same periods in 2007.

Our annualized net interest margin, on a fully taxable equivalent basis, was 3.82% and 3.83% for the three and nine
months ended September 30, 2008, compared to 3.55% and 3.49% for the same periods in 2007, respectively. Our
strong loan growth which was funded by run off in the investment portfolio and deposit growth combined with our
acquisition of Centennial Bancshares, Inc. and improved pricing on our deposits allowed the Company to improve net
interest margin.

Our efficiency ratio (calculated by dividing non-interest expense less amortization of core deposit intangibles by
the sum of net interest income on a tax equivalent basis and non-interest income) was 59.25% and 57.95% for three
and nine months ended September 30, 2008, compared to 62.47% and 62.65% for the same periods in 2007,
respectively. These improvements in our efficiency ratio are primarily due to continued improvement of our
operations combined with previously discussed changes in net income for the three and nine months ended
September 30, 2008, compared to the same periods in 2007.

Our total assets increased $359.0 million, a growth of 15.7%, to $2.65 billion as of September 30, 2008, from
$2.29 billion as of December 31, 2007. Our loan portfolio increased $360.9 million, a growth of 22.5%, to
$1.97 billion as of September 30, 2008, from $1.61 billion as of December 31, 2007. Shareholders equity increased
$38.0 million, a growth of 15.0%, to $291.0 million as of September 30, 2008, compared to $253.1 million as of
December 31, 2007. Asset and loan increases are primarily associated with our acquisition of Centennial Bancshares
and organic growth of our bank subsidiaries. During the nine months of 2008 we experienced $214.7 million of
organic loan growth. The increase in stockholders equity was primarily the result of the $24.3 million in additional
capital that was issued upon our acquisition of Centennial Bancshares combined with the retained earnings for the
nine months.
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As of September 30, 2008, our non-performing loans increased to $16.1 million, or 0.82%, of total loans from
$3.3 million, or 0.20%, of total loans as of December 31, 2007. The allowance for loan losses as a percent of
non-performing loans decreased to 226% as of September 30, 2008, compared to 904% from December 31, 2007.
Unfavorable economic conditions in the Florida market increased our non-performing loans by $9.2 million. The
remaining increase in non-performing loans is associated with our Arkansas market which includes an increase of
$620,000 from our acquisition of Centennial Bancshares, Inc.

As of September 30, 2008, our non-performing assets increased to $29.3 million, or 1.11%, of total assets from
$8.4 million, or 0.36%, of total assets as of December 31, 2007. The increase in non-performing assets is primarily the
result of the $12.8 million increase in non-performing loans combined with two investment securities with a
remaining balance of $3.9 million which were put on non-accrual in the second quarter of 2008 and a $4.3 million
increase in foreclosed assets held for sale.

Critical Accounting Policies

Overview. We prepare our consolidated financial statements based on the selection of certain accounting policies,
generally accepted accounting principles and customary practices in the banking industry. These policies, in certain
areas, require us to make significant estimates and assumptions. Our accounting policies are described in detail in the
notes to our consolidated financial statements in Note 1 of the audited consolidated financial statements included in
our Form 10-K, filed with the Securities and Exchange Commission.

We consider a policy critical if (i) the accounting estimate requires assumptions about matters that are highly
uncertain at the time of the accounting estimate; and (ii) different estimates that could reasonably have been used in
the current period, or changes in the accounting estimate that are reasonably likely to occur from period to period,
would have a material impact on our financial statements. Using these criteria, we believe that the accounting policies
most critical to us are those associated with our lending practices, including the accounting for the allowance for loan
losses, investments, intangible assets, income taxes and stock options.

Investments. Securities available for sale are reported at fair value with unrealized holding gains and losses
reported as a separate component of shareholders equity and other comprehensive income (loss). Securities that are
held as available for sale are used as a part of our asset/liability management strategy. Securities that may be sold in
response to interest rate changes, changes in prepayment risk, the need to increase regulatory capital, and other similar
factors are classified as available for sale.

Loans Receivable and Allowance for Loan Losses. Substantially all of our loans receivable are reported at their
outstanding principal balance adjusted for any charge-offs, as it is management s intent to hold them for the
foreseeable future or until maturity or payoff, except for mortgage loans held for sale. Interest income on loans is
accrued over the term of the loans based on the principal balance outstanding.

The allowance for loan losses is established through a provision for loan losses charged against income. The
allowance represents an amount that, in management s judgment, will be adequate to absorb probable credit losses on
identifiable loans that may become uncollectible and probable credit losses inherent in the remainder of the loan
portfolio. The amounts of provisions for loan losses are based on management s analysis and evaluation of the loan
portfolio for identification of problem credits, internal and external factors that may affect collectability, relevant
credit exposure, particular risks inherent in different kinds of lending, current collateral values and other relevant

factors.
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We consider a loan to be impaired when, based on current information and events, it is probable that we will be
unable to collect all amounts due according to the contractual terms thereof. We apply this policy even if delays or
shortfalls in payments are expected to be insignificant. All non-accrual loans and all loans that have been restructured
from their original contractual terms are considered impaired loans. The aggregate amount of impaired loans is used in
evaluating the adequacy of the allowance for loan losses and amount of provisions thereto. Losses on impaired loans
are charged against the allowance for loan losses when in the process of collection it appears likely that losses will be
realized. The accrual of interest on impaired loans is discontinued when, in management s opinion, the borrower may
be unable to meet payments as they become due. When accrual of interest is discontinued, all unpaid accrued interest
is reversed.

Loans are placed on non-accrual status when management believes that the borrower s financial condition, after
giving consideration to economic and business conditions and collection efforts, is such that collection of interest is
doubtful, or generally when loans are 90 days or more past due. Loans are charged against the allowance for loan
losses when management believes that the collectability of the principal is unlikely. Accrued interest related to
non-accrual loans is generally charged against the allowance for loan losses when accrued in prior years and reversed
from interest income if accrued in the current year. Interest income on non-accrual loans may be recognized to the
extent cash payments are received, although the majority of payments received are usually applied to principal.
Non-accrual loans are generally returned to accrual status when principal and interest payments are less than 90 days
past due, the customer has made required payments for at least six months, and we reasonably expect to collect all
principal and interest.

Intangible Assets. Intangible assets consist of goodwill and core deposit intangibles. Goodwill represents the excess
purchase price over the fair value of net assets acquired in business acquisitions. The core deposit intangible
represents the excess intangible value of acquired deposit customer relationships as determined by valuation
specialists. The core deposit intangibles are being amortized over 84 to 114 months on a straight-line basis. Goodwill
is not amortized but rather is evaluated for impairment on at least an annual basis. We perform an annual impairment
test of goodwill and core deposit intangibles as required by SFAS No. 142, Goodwill and Other Intangible Assets, in
the fourth quarter.

Income Taxes. We use the liability method in accounting for income taxes. Under this method, deferred tax assets
and liabilities are determined based upon the difference between the values of the assets and liabilities as reflected in
the financial statements and their related tax basis using enacted tax rates in effect for the year in which the differences
are expected to be recovered or settled. As changes in tax laws or rates are enacted, deferred tax assets and liabilities
are adjusted through the provision for income taxes. Any estimated tax exposure items identified would be considered
in a tax contingency reserve. Changes in any tax contingency reserve would be based on specific development, events,
or transactions.

We and our subsidiaries file consolidated tax returns. Our subsidiaries provide for income taxes on a separate
return basis, and remit to us amounts determined to be currently payable.

Stock Options. Prior to 2006, we elected to follow Accounting Principles Board Opinion No. 25, Accounting for
Stock Issued to Employees (APB 25), and related interpretations in accounting for employee stock options using the
fair value method. Under APB 25, because the exercise price of the options equals the estimated market price of the
stock on the issuance date, no compensation expense is recorded. On January 1, 2006, we adopted SFAS No. 123,
Share-Based Payment (Revised 2004) which establishes standards for the accounting for transactions in which an
entity (i) exchanges its equity instruments for goods and services, or (ii) incurs liabilities in exchange for goods and
services that are based on the fair value of the entity s equity instruments or that may be settled by the issuance of the
equity instruments. SFAS 123R eliminates the ability to account for stock-based compensation using APB 25 and
requires that such transactions be recognized as compensation cost in the income statement based on their fair values
on the measurement date, which is generally the date of the grant.
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Acquisitions and Equity Investments

On January 1, 2008, we acquired Centennial Bancshares, Inc., an Arkansas bank holding company. Centennial
Bancshares, Inc. owned Centennial Bank, located in Little Rock, Arkansas which had total assets of $234.1 million,
loans of $192.8 million and total deposits of $178.8 million on the date of acquisition. The consideration for the
merger was $25.4 million, which was paid approximately 4.6%, or $1.2 million in cash and 95.4%, or $24.3 million,
in shares of our common stock. In connection with the acquisition, $3.0 million of the purchase price, consisting of
$139,000 in cash and 140,456 shares (stock dividend adjusted) of our common stock, was placed in escrow related to
possible losses from identified loans and an IRS examination. In the first quarter of 2008, the IRS examination was
completed which resulted in $1.0 million of the escrow proceeds being released. The merger further provides for an
earn out based upon 2008 earnings of up to a maximum of $4,000,000 which can be paid in cash or our stock at the
election of the accredited shareholders. As a result of this transaction, we recorded goodwill of $12.3 million and a
core deposit intangible of $694,000.

In January 2005, we purchased 20% of the common stock during the formation of White River Bancshares, Inc. of
Fayetteville, Arkansas for $9.1 million. White River Bancshares owns all of the stock of Signature Bank of Arkansas,
with branch locations in northwest Arkansas. In January 2006, White River Bancshares issued an additional
$15.0 million of common stock. To maintain our 20% ownership, we made an additional investment of $3.0 million in
January 2006. During April 2007, White River Bancshares acquired 100% of the stock of Brinkley Bancshares, Inc. in
Brinkley, Arkansas. As a result, we made a $2.6 million additional investment in White River Bancshares on June 29,
2007 to maintain our 20% ownership. On March 3, 2008, White River Bancshares repurchased our 20% investment in
their company which resulted in a one-time gain of $6.1 million.

In our continuing evaluation of our growth plans for the Company, we believe properly priced bank acquisitions
can complement our organic growth and de novo branching growth strategies. The Company s acquisition focus will
be to expand in its primary market areas of Arkansas and Florida. We are continually evaluating potential bank
acquisitions to determine what is in the best interest of our Company. Our goal in making these decisions is to
maximize the return to our investors.

De Novo Branching

We intend to continue to open new (commonly referred to de novo) branches in our current markets and in other
attractive market areas if opportunities arise. During 2008, we opened branch locations in the Arkansas communities
of Morrilton and Cabot. Presently, we are evaluating additional opportunities but have no firm commitments for any
additional de novo branch locations.

Charter Consolidation

In July 2008, management of Home BancShares, Inc. approved the combining of all six of the Company s
individually charted banks into one charter. The six banks will adopt Centennial Bank as their common name.

Assuming regulatory approvals are received; we are projecting name changes to Centennial Bank and charter
consolidations will be phased in beginning in late 2008 when First State Bank and Marine Bank will be the first to
consolidate and adopt the new name. Community Bank and Bank of Mountain View will follow suit in the first
quarter of 2009, and Twin City Bank and the current Centennial Bank will complete the process in the summer of
2009. All of the banks will, at that time, have the same name, logo and charter allowing for a more customer-friendly
banking experience and seamless transactions across all of our banks.
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This decision is based in part on our continuing efforts to improve efficiency and the results of a study conducted
for us by a third party. This structure will improve product and service offerings by the combined banks, plus provide
a greater value to customers in pricing and delivery systems across the company. We remain committed to our
community banking philosophy and will continue to rely on local management and boards of directors.

Holding Company Status

During the second quarter of 2008, we changed from a financial holding company to a bank holding company.
Since, we were not utilizing any of the additional permitted activities allowed to our financial holding company status;
this will not change any of our current business practices.

Results of Operations

Our net income increased 25.6% to $6.6 million for the three-month period ended September 30, 2008, from
$5.2 million for the same period in 2007. Our net income increased 29.5% to $19.5 million for the nine-month period
ended September 30, 2008, from $15.1 million for the same period in 2007. On a diluted earnings per share basis, our
net earnings increased 14.3% to $0.32 for the three-month period ended September 30, 2008, as compared to $0.28
(stock dividend adjusted) for the same period in 2007. On a diluted earnings per share basis, our net earnings
increased 20.0% to $0.96 for the nine-month period ended September 30, 2008, as compared to $0.80 (stock dividend
adjusted) for the same period in 2007. The third quarter increase in earnings is associated with our acquisition of
Centennial Bancshares, Inc., and organic growth of our bank subsidiaries. The year to date increase in earnings is
associated with our acquisition of Centennial Bancshares, Inc., a $6.1 million gain on the sale of our investment in
White River Bancshares, Inc. and organic growth of our bank subsidiaries offset by the additional provision for loan
loss associated with the unfavorable economic conditions, particularly in the Florida market and $458,000 of losses on
a foreclosed property of which $380,000 was a owner occupied strip center in Florida, a $2.1 million impairment write
down of an investment security and $860,000 of costs associated with an efficiency study.

Net Interest Income

Net interest income, our principal source of earnings, is the difference between the interest income generated by
earning assets and the total interest cost of the deposits and borrowings obtained to fund those assets. Factors affecting
the level of net interest income include the volume of earning assets and interest-bearing liabilities, yields earned on
loans and investments and rates paid on deposits and other borrowings, the level of non-performing loans and the
amount of non-interest-bearing liabilities supporting earning assets. Net interest income is analyzed in the discussion
and tables below on a fully taxable equivalent basis. The adjustment to convert certain income to a fully taxable
equivalent basis consists of dividing tax-exempt income by one minus the combined federal and state income tax rate.

The Federal Reserve Board sets various benchmark rates, including the Federal Funds rate, and thereby influences
the general market rates of interest, including the deposit and loan rates offered by financial institutions. During 2007,
the federal funds rate remained constant 5.25% until September 18, 2007, when the Federal Funds rate was lowered
by 50 basis points to 4.75%. The Federal Funds rate decreased another 25 basis points on October 31, 2007 and
December 11, 2007. Due to these reductions occurring late in 2007, the impact for the year was minimal. Average
interest rates for 2007 reflect the higher interest rate environment that existed until September 18, 2007 when the
Federal Funds rate was lowered. Going forward, we will begin to see more of an impact of the decrease in the Federal
Funds rate as our earning assets and interest-bearing liabilities begin to reprice. During 2008, the rate decreased by 75
basis points on January 22, 2008, 50 basis points on January 30, 2008, 75 basis points on March 18, 2008, 25 basis
points on April 30, 2008 and 50 basis points to a rate of 1.50% as of October 8, 2008.
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Net interest income on a fully taxable equivalent basis increased $4.7 million, or 26.0%, to $22.6 million for the
three-month period ended September 30, 2008, from $18.0 million for the same period in 2007. This increase in net
interest income was the result of a $159,000 decrease in interest income combined with a $4.8 million decrease in
interest expense. The $159,000 decrease in interest income was primarily the result of our acquisition of Centennial
Bancshares, Inc. and organic growth of our bank subsidiaries offset by the repricing of our earning assets in the
declining interest rate environment. The higher level of earning assets resulted in an improvement in interest income
of $6.8 million, and our earning assets repricing in the declining interest rate environment resulted in a $7.0 million
decrease in interest income for the three-month period ended September 30, 2008. The $4.8 million decrease in
interest expense for the three-month period ended September 30, 2008, is primarily the result of our acquisition of
Centennial Bancshares, Inc. and organic growth of our bank subsidiaries offset by our interest bearing liabilities
repricing in the declining interest rate environment. The higher level of interest-bearing liabilities resulted in
additional interest expense of $2.7 million. The repricing of our interest bearing liabilities in the declining interest rate
environment resulted in a $7.5 million decrease in interest expense for the three-month period ended September 30,
2008.

Net interest income on a fully taxable equivalent basis increased $14.7 million, or 28.2%, to $66.7 million for the
nine-month period ended September 30, 2008, from $52.0 million for the same period in 2007. This increase in net
interest income was the result of a $5.7 million increase in interest income combined with a $9.0 million decrease in
interest expense. The $5.7 million increase in interest income was primarily the result of our acquisition of Centennial
Bancshares, Inc. and organic growth of our bank subsidiaries offset by the repricing of our earning assets in the
declining interest rate environment. The higher level of earning assets resulted in an improvement in interest income
of $19.7 million, and our earning assets repricing in the declining interest rate environment resulted in a $14.0 million
decrease in interest income for the nine-month period ended September 30, 2008. The $9.0 million decrease in interest
expense for the nine-month period ended September 30, 2008, is primarily the result of our acquisition of Centennial
Bancshares, Inc. and organic growth of our bank subsidiaries offset by our interest bearing liabilities repricing in the
declining interest rate environment. The higher level of interest-bearing liabilities resulted in additional interest
expense of $8.1 million. The repricing of our interest bearing liabilities in the declining interest rate environment
resulted in a $17.1 million decrease in interest expense for the nine-month period ended September 30, 2008.

Net interest margin, on a fully taxable equivalent basis, was 3.82% and 3.83% for the three and nine months ended
September 30, 2008 compared to 3.55% and 3.49% for the same periods in 2007, respectively. Our strong loan growth
which was funded by run off in the investment portfolio and deposit growth combined with improved pricing on
deposits allowed the Company to improve net interest margin.
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Tables 1 and 2 reflect an analysis of net interest income on a fully 