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                             GLACIER BANCORP, INC.
            CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

                                                                              MARCH 31,    December 31,    March 31,
            (Dollars in thousands, except per share data)                       2008           2007          2007
------------------------------------------------------------------------     -----------   ------------   -----------
                                                                             (UNAUDITED)    (audited)     (unaudited)

ASSETS:
  Cash on hand and in banks ............................................     $   113,016        145,697       123,697
  Federal funds sold ...................................................             135            135         2,752
  Interest bearing cash deposits .......................................          72,662         81,777        88,112
                                                                             -----------   ------------   -----------
     Cash and cash equivalents .........................................         185,813        227,609       214,561

  Investment securities ................................................         691,270        700,324       773,364
  Loans receivable, net ................................................       3,585,847      3,516,999     3,124,368
  Loans held for sale ..................................................          39,341         40,123        32,778
  Premises and equipment, net ..........................................         124,183        123,749       115,123
  Real estate and other assets owned, net ..............................           2,098          2,043         1,727
  Accrued interest receivable ..........................................          25,900         26,168        25,340
  Core deposit intangible, net .........................................          13,184         13,963        13,861
  Goodwill .............................................................         140,301        140,301       132,303
  Other assets .........................................................          26,935         26,051        25,588
                                                                             -----------   ------------   -----------
     Total assets ......................................................     $ 4,834,872      4,817,330     4,459,013
                                                                             ===========   ============   ===========

LIABILITIES AND STOCKHOLDERS' EQUITY:
  Non-interest bearing deposits ........................................     $   770,456        788,087       788,426
  Interest bearing deposits ............................................       2,388,483      2,396,391     2,410,668
  Advances from Federal Home Loan Bank of Seattle ......................         472,761        538,949       455,625
  Securities sold under agreements to repurchase .......................         191,369        178,041       162,491
  Other borrowed funds .................................................         300,820        223,580         5,930
  Accrued interest payable .............................................          11,116         13,281        12,980
  Deferred tax liability ...............................................             932            481            94
  Subordinated debentures ..............................................         118,559        118,559       118,559
  Other liabilities ....................................................          37,428         31,385        31,804
                                                                             -----------   ------------   -----------
     Total liabilities .................................................       4,291,924      4,288,754     3,986,577
                                                                             -----------   ------------   -----------

  Preferred shares, $.01 par value per share. 1,000,000 shares
   authorized ..........................................................
   None issued or outstanding ..........................................               -              -             -
  Common stock, $.01 par value per share. 117,187,500
   shares authorized ...................................................             539            536           527
  Paid-in capital ......................................................         378,547        374,728       350,065
  Retained earnings - substantially restricted .........................         159,579        150,195       118,054
  Accumulated other comprehensive income ...............................           4,283          3,117         3,790
                                                                             -----------   ------------   -----------
     Total stockholders' equity ........................................         542,948        528,576       472,436
                                                                             -----------   ------------   -----------
     Total liabilities and stockholders' equity ........................     $ 4,834,872      4,817,330     4,459,013
                                                                             ===========   ============   ===========
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  Number of shares outstanding .........................................      53,918,813     53,646,480    52,656,162
  Book value per share .................................................     $     10.07           9.85          8.97

See accompanying notes to condensed consolidated financial statements.
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                              GLACIER BANCORP, INC.
                CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

                                                           THREE MONTHS ENDED MARCH 31,
                                                          ----------------------------
(UNAUDITED - dollars in thousands, except per share data)       2008         2007
---------------------------------------------------------   -----------   ----------

INTEREST INCOME:
  Real estate loans .....................................   $    12,592       14,441
  Commercial loans ......................................        42,533       36,652
  Consumer and other loans ..............................        12,107       11,314
  Investment securities and other .......................         8,784        9,513
                                                            -----------   ----------
   Total interest income ................................        76,016       71,920
                                                            -----------   ----------

INTEREST EXPENSE:
  Deposits ..............................................        16,869       18,807
  Federal Home Loan Bank of Seattle advances ............         5,718        5,042
  Securities sold under agreements to repurchase ........         1,341        1,887
  Subordinated debentures ...............................         1,873        1,814
  Other borrowed funds ..................................         1,586        1,279
                                                            -----------   ----------
   Total interest expense ...............................        27,387       28,829
                                                            -----------   ----------

NET INTEREST INCOME .....................................        48,629       43,091
  Provision for loan losses .............................         2,500        1,195
                                                            -----------   ----------
   Net interest income after provision for loan
    losses ..............................................        46,129       41,896
                                                            -----------   ----------

NON-INTEREST INCOME:
  Service charges and other fees ........................         9,471        8,263
  Miscellaneous loan fees and charges ...................         1,490        1,822
  Gains on sale of loans ................................         3,880        3,042
  Gain (Loss) on sale of investments ....................           248           (8)
  Other income ..........................................         1,173        2,573
                                                            -----------   ----------
   Total non-interest income ............................        16,262       15,692
                                                            -----------   ----------
NON-INTEREST EXPENSE:
  Compensation, employee benefits and related expense....        21,097       19,506
  Occupancy and equipment expense .......................         5,133        4,458
  Advertising and promotions expense ....................         1,539        1,440
  Outsourced data processing expense ....................           667          812
  Core deposit intangibles amortization .................           779          780
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  Other expense .........................................         6,398        6,187
                                                            -----------   ----------
   Total non-interest expense ...........................        35,613       33,183
                                                            -----------   ----------
EARNINGS BEFORE INCOME TAXES ............................        26,778       24,405

  Federal and state income tax expense ..................         9,379        8,312
                                                            -----------   ----------
NET EARNINGS ............................................   $    17,399       16,093
                                                            ===========   ==========

Basic earnings per share ................................   $      0.32         0.31
Diluted earnings per share ..............................   $      0.32         0.30
Dividends declared per share ............................   $      0.13         0.12
Return on average assets (annualized) ...................          1.46%        1.48%
Return on average equity (annualized) ...................         12.98%       14.02%
Average outstanding shares - basic ......................    53,849,608   52,500,395
Average outstanding shares - diluted ....................    54,034,186   53,239,346

See accompanying notes to condensed consolidated financial statements.
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                              GLACIER BANCORP, INC.
           CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
                            AND COMPREHENSIVE INCOME
  YEAR ENDED DECEMBER 31, 2007 AND UNAUDITED THREE MONTHS ENDED MARCH 31, 2008

                                                                                               Retained     Accumulated    Total
                                                                Common Stock                   earnings       Other        stock-
                                                             -------------------   Paid-in  substantially  comprehensive  holders'
     (Dollars in thousands, except per share data)             Shares     Amount   capital    restricted      income       equity
----------------------------------------------------------   ----------   ------   -------  -------------  -------------  --------

Balance at December 31, 2006 .............................   52,302,820   $  523   344,265        108,286          3,069   456,143

Comprehensive income:
 Net earnings ............................................           --       --        --         68,603             --    68,603
 Unrealized gain on securities, net of reclassification
  adjustment and taxes ...................................           --       --        --             --             48        48
                                                                                                                          --------
Total comprehensive income ...............................                                                                  68,651
                                                                                                                          --------

Cash dividends declared ($.50 per share) .................           --       --        --        (26,694)            --   (26,694)
Stock options exercised ..................................      550,080        6     6,148             --             --     6,154
Stock issued in connection with acquisition ..............      793,580        7    18,993             --             --    19,000
Stock based compensation and tax benefit .................           --       --     5,322             --             --     5,322
                                                             ----------   ------   -------  -------------  -------------  --------
Balance at December 31, 2007 .............................   53,646,480   $  536   374,728        150,195          3,117   528,576

Comprehensive income:
 Net earnings ............................................           --       --        --         17,399             --    17,399
 Unrealized gain on securities, net of reclassification
  adjustment and taxes ...................................           --       --        --             --          1,166     1,166
                                                                                                                          --------
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Total comprehensive income ...............................                                                                  18,565
                                                                                                                          --------

Cash dividends declared ($.13 per share) .................           --       --        --         (7,018)            --    (7,018)
Stock options exercised ..................................      272,333        3     2,614             --             --     2,617
Cumulative effect of a change in accounting principle ....           --       --        --           (997)            --      (997)
Stock based compensation and tax benefit .................           --       --     1,205             --             --     1,205
                                                             ----------   ------   -------  -------------  -------------  --------
Balance at March 31, 2008 (unaudited) ....................   53,918,813   $  539   378,547        159,579          4,283   542,948
                                                             ==========   ======   =======  =============  =============  ========

See accompanying notes to condensed consolidated financial statements.
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                             GLACIER BANCORP, INC.
                 CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

                                                                 THREE MONTHS ENDED MARCH 31,
                                                                 ----------------------------
                 (UNAUDITED - dollars in thousands)                2008               2007
--------------------------------------------------------------   ---------         ----------

OPERATING ACTIVITIES:
     NET CASH PROVIDED BY OPERATING ACTIVITIES ...............   $  26,640             25,755
                                                                 ---------         ----------
INVESTING ACTIVITIES:
     Proceeds from sales, maturities and prepayments of
      investments available-for-sale .........................     171,558             61,768
     Purchases of investments available-for-sale .............    (160,771)            (7,481)
     Principal collected on installment and commercial
      loans ..................................................     240,504            262,076
     Installment and commercial loans originated or
      acquired ...............................................    (316,583)          (299,714)
     Principal collections on mortgage loans .................      83,509            123,188
     Mortgage loans originated or acquired ...................     (78,778)          (103,330)
     Net purchase of FHLB and FRB stock ......................         (31)            (1,693)
     Net cash paid for sale of Western's Lewistown branch.....           -             (6,846)
     Net addition of premises and equipment ..................      (2,685)            (5,295)
                                                                 ---------         ----------
      NET CASH (USED IN) PROVIDED BY INVESTING ACTIVITIES ....     (63,277)            22,673
                                                                 ---------         ----------

FINANCING ACTIVITIES:
     Net (decrease) increase in deposits .....................     (25,539)            16,970
     Net increase (decrease) in FHLB advances and other
      borrowed funds .........................................      11,052            (14,737)
     Net increase (decrease) in securities sold under
      repurchase agreements ..................................      13,328             (7,724)
     Cash dividends paid .....................................      (7,019)            (6,325)
     Excess tax benefits from stock options ..................         402              1,217
     Proceeds from exercise of stock options and other stock
      issued .................................................       2,617              3,715
                                                                 ---------         ----------
      NET CASH USED IN FINANCING ACTIVITIES ..................      (5,159)            (6,884)
                                                                 ---------         ----------

      NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS ...     (41,796)            41,544
     CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD ........     227,609            173,017
                                                                 ---------         ----------

Edgar Filing: GLACIER BANCORP INC - Form 10-Q

6



     CASH AND CASH EQUIVALENTS AT END OF PERIOD ..............   $ 185,813            214,561
                                                                 =========         ==========

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
     Cash paid during the period for:
     Interest ................................................   $  29,552             26,891
     Income taxes ............................................   $   1,295              2,400

See accompanying notes to condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1)    Basis of Presentation

      In the opinion of management, the accompanying unaudited condensed
      consolidated financial statements contain all adjustments (consisting of
      normal recurring adjustments) necessary for a fair presentation of Glacier
      Bancorp Inc.'s (the "Company") financial condition as of March 31, 2008
      and 2007, stockholders' equity for the three months ended March 31, 2008,
      the results of operations for the three months ended March 31, 2008 and
      2007, and cash flows for the three months ended March 31, 2008 and 2007.
      The condensed consolidated statement of financial condition and statement
      of stockholders' equity and comprehensive income of the Company as of
      December 31, 2007 have been derived from the audited consolidated
      statements of the Company as of that date.

      The accompanying condensed consolidated financial statements 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. These condensed consolidated financial statements
      should be read in conjunction with the consolidated financial statements
      and notes thereto contained in the Company's Annual Report on Form 10-K
      for the year ended December 31, 2007. Operating results for the three
      months ended March 31, 2008 are not necessarily indicative of the results
      anticipated for the year ending December 31, 2008. Certain
      reclassifications have been made to the 2007 financial statements to
      conform to the 2008 presentation.

2)    Organizational Structure

      The Company, headquartered in Kalispell, Montana, is a Montana corporation
      incorporated in 2004 as a successor corporation to the Delaware
      corporation incorporated in 1990. As of March 31, 2008, the Company is the
      parent holding company for eleven wholly-owned, independent community bank
      subsidiaries: Glacier Bank ("Glacier"), First Security Bank of Missoula
      ("First Security"), Western Security Bank ("Western"), Big Sky Western
      Bank ("Big Sky"), Valley Bank of Helena ("Valley"), Glacier Bank of
      Whitefish ("Whitefish"), First Bank of Montana ("First Bank-MT"), all
      located in Montana, Mountain West Bank ("Mountain West") which is located
      in Idaho, Utah, and Washington, Citizens Community Bank ("Citizens")
      located in Idaho, 1st Bank ("1st Bank") located in Wyoming, and First
      National Bank of Morgan ("Morgan") located in Utah.

      On April 30, 2008, Whitefish merged into Glacier with operations conducted
      under the Glacier charter. Prior period activity of Whitefish will be
      combined and included in Glacier's historical results. The merger was
      accounted for as a combination of two wholly-owned subsidiaries without
      purchase accounting.

Edgar Filing: GLACIER BANCORP INC - Form 10-Q

7



      In addition, the Company owns four trust subsidiaries, Glacier Capital
      Trust II ("Glacier Trust II"), Glacier Capital Trust III ("Glacier Trust
      III"), Glacier Capital Trust IV ("Glacier Trust IV"), and Citizens (ID)
      Statutory Trust I ("Citizens Trust I") for the purpose of issuing trust
      preferred securities and, in accordance with Financial Accounting
      Standards Board ("FASB") Interpretation 46(R), the subsidiaries are not
      consolidated into the Company's financial statements. The Company does not
      have any other off-balance sheet entities.

      See Note 12 - Segment Information for selected financial data including
      net earnings and total assets for the parent company and each of the
      community bank subsidiaries. Although the consolidated total assets of the
      Company was $4.8 billion at March 31, 2008, ten of the eleven community
      banks had total assets of less than $1 billion. Morgan, the smallest
      community bank subsidiary had $95.1 million in

                                       7

total assets, while Mountain West, the largest community bank subsidiary, had
$1.049 billion in total assets at March 31, 2008.

The following abbreviated organizational chart illustrates the various
relationships as of March 31, 2008:

                                          ----------------------------
                                         |    Glacier Bancorp, Inc.   |
                                         |  (Parent Holding Company)  |
                                          ----------------------------
                                                          |
 ----------------------------- ---------------------------|---------------------------------------------------------
|    Mountain West Bank   |   |      Glacier Bank     |   |   |  First Security Bank |   |   Western Security Bank  |
|   (ID Community  Bank)  |   |  (MT Community Bank)  |   |   |     of Missoula      |   |    (MT Community Bank)   |
|                         |   |                       |   |   | (MT Community Bank)  |   |                          |
 -------------------------     -----------------------    |    ----------------------    ---------------------------
                                                          |
 ----------------------------- ---------------------------|---------------------------------------------------------
|         1st Bank        |   |        Big Sky        |   |   |      Valley Bank     |   |       Glacier Bank       |
|   (WY Community Bank)   |   |      Western Bank     |   |   |       of Helena      |   |       of Whitefish       |
|                         |   |  (MT Community Bank)  |   |   | (MT Community Bank)  |   |   (MT Community Bank)    |
 -------------------------     -----------------------         ----------------------    ---------------------------
                                                          |
 ----------------------------- ---------------------------|---------------------------------------------------------
| Citizens Community Bank |   | First Bank of Montana |   |   |  First National Bank |   |                          |
|   (ID Community Bank)   |   |  (MT Community Bank)  |   |   |       of Morgan      |   | Glacier Capital Trust II |
|                         |   |                       |   |   |  (UT Community Bank) |   |                          |
 -------------------------     -----------------------    |    ----------------------    ---------------------------
                                                          |
         ----------------------------------------------------------------------------------------------------
        |                               |   |                              |   |                             |
        |   Glacier Capital Trust III   |   |   Glacier Capital Trust IV   |   |   Citizens (ID) Statutory   |
        |                               |   |                              |   |          Trust I            |
         -------------------------------     ------------------------------     -----------------------------

                                       8
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3)    Investments

      A comparison of the amortized cost and estimated fair value of the
      Company's investment securities, available-for-sale and other investments
      is as follows:

                        INVESTMENTS AS OF MARCH 31, 2008

                                                                                                                 Estimated
                                                                     Weighted   Amortized    Gross Unrealized      Fair
                      (Dollars in thousands)                           Yield       Cost      Gains     Losses      Value
------------------------------------------------------------------  ----------  ---------   --------  --------   ---------

            AVAILABLE-FOR-SALE:
U.S. GOVERNMENT AND FEDERAL AGENCIES:
 maturing within one year ........................................        2.21% $     269          1         -         270

GOVERNMENT-SPONSORED ENTERPRISES:
 maturing within one year ........................................        3.41%       698          2         -         700
 maturing one year through five years ............................        0.00%         -          -         -           -
 maturing five years through ten years ...........................        6.21%       274          -        (1)        273
 maturing after ten years ........................................        5.98%        82          1         -          83
                                                                                ---------   --------  --------   ---------
                                                                          4.33%     1,054          3        (1)      1,056
                                                                                ---------   --------  --------   ---------
STATE AND LOCAL GOVERNMENTS AND OTHER ISSUES:
 maturing within one year ........................................        4.08%     1,484          8         -       1,492
 maturing one year through five years ............................        4.49%     4,289        103         -       4,392
 maturing five years through ten years ...........................        5.08%    15,600      1,031         -      16,631
 maturing after ten years ........................................        5.16%   252,245      8,433      (415)    260,263
                                                                                ---------   --------  --------   ---------
                                                                          5.14%   273,618      9,575      (415)    282,778
                                                                                ---------   --------  --------   ---------

MORTGAGE-BACKED SECURITIES .......................................        4.54%   341,309      2,956    (3,546)    340,719

FHLMC AND FNMA STOCK .............................................        5.74%     7,593          -    (1,504)      6,089
                                                                                ---------   --------  --------   ---------
    TOTAL MARKETABLE SECURITIES ..................................        4.82%   623,843     12,535    (5,466)    630,912
                                                                                ---------   --------  --------   ---------

                  OTHER INVESTMENTS:
Certificates of Deposits with over 90 day maturity, at cost ......        5.25%        99          -         -          99
FHLB and FRB stock, at cost ......................................        1.73%    59,846          -         -      59,846
Other stock, at cost .............................................        3.09%       413          -         -         413

                                                                                ---------   --------  --------   ---------
    TOTAL INVESTMENTS ............................................        4.54% $ 684,201     12,535    (5,466)    691,270
                                                                                =========   ========  ========   =========
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                       INVESTMENTS AS OF DECEMBER 31, 2007

                                                                                                                 Estimated
                                                                     Weighted   Amortized    Gross Unrealized      Fair
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                  (Dollars in thousands)                               Yield      Cost      Gains       Losses    Value
-----------------------------------------------------------------    --------   ---------   --------  --------   ---------

                 AVAILABLE-FOR-SALE:
U.S. GOVERNMENT AND FEDERAL AGENCIES:
 maturing within one year .......................................        3.66%  $   2,550          3         -       2,553

GOVERNMENT-SPONSORED ENTERPRISES:
 maturing within one year .......................................        4.86%        947          -        (1)        946
 maturing one year through five years ...........................        0.00%          -          -         -           -
 maturing five years through ten years ..........................        7.06%        280          -        (1)        279
 maturing after ten years .......................................        6.47%         87          1         -          88
                                                                                ---------   --------  --------   ---------
                                                                         5.43%      1,314          1        (2)      1,313
                                                                                ---------   --------  --------   ---------

STATE AND LOCAL GOVERNMENTS AND OTHER ISSUES:
 maturing within one year .......................................        4.03%      1,328          5        (1)      1,332
 maturing one year through five years ...........................        4.30%      3,928         45        (2)      3,971
 maturing five years through ten years ..........................        4.96%     16,847        932        (2)     17,777
 maturing after ten years .......................................        5.09%    255,109      8,999      (319)    263,789
                                                                                ---------   --------  --------   ---------
                                                                         5.06%    277,212      9,981      (324)    286,869
                                                                                ---------   --------  --------   ---------

MORTGAGE-BACKED SECURITIES ......................................        4.55%    346,085        693    (3,405)    343,373

FHLMC AND FNMA STOCK ............................................        5.74%      7,593          -    (1,804)      5,789
                                                                                ---------   --------  --------   ---------
    TOTAL MARKETABLE SECURITIES .................................        4.79%    634,754     10,678    (5,535)    639,897
                                                                                ---------   --------  --------   ---------

                 OTHER INVESTMENTS:
Certificates of Deposits with over 90 day maturity, at cost .....        5.06%        199          -         -         199
FHLB and FRB stock, at cost .....................................        1.72%     59,815          -         -      59,815
Other stock, at cost ............................................        3.09%        413          -         -         413

                                                                                ---------   --------  --------   ---------
    TOTAL INVESTMENTS ...........................................        4.52%  $ 695,181     10,678    (5,535)    700,324
                                                                                =========   ========  ========   =========

      Interest income includes tax-exempt interest for the three months ended
      March 31, 2008 and 2007 of $3,174,000 and $3,452,000, respectively.

      Gross proceeds from sale of marketable securities for the three months
      ended March 31, 2008 and 2007 were $97,002,000 and $1,355,000,
      respectively, resulting in gross gains of $0 and $0, respectively, and
      gross losses of $0 and $8,000, respectively. The gross proceeds and gross
      gains for the sale of other stock was $248,000 and $0 for the three months
      ended March 31, 2008 and 2007, respectively. The Company realized a gain
      of $130,000 from the extinguishment of the Company's share ownership in
      Principal Financial Group and a gain of $118,000 from the mandatory
      redemption of a portion of Visa, Inc. shares from its recent initial
      public offering. The remaining unredeemed shares of Visa, Inc. are
      restricted and have an estimated value of $140,000 as March 31, 2008. The
      cost of any investment sold is determined by specific identification.

      The investments in the Federal Home Loan Bank ("FHLB") of Seattle stock
      are required investments related to the Company's borrowings from FHLB of
      Seattle. FHLB of Seattle obtains their funding primarily through issuance
      of consolidated obligations of the FHLB system. The U.S. Government does
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      not guarantee these obligations, and each of the 12 FHLBs are jointly and
      severally liable for repayment of each other's debt.

                                       10

      4)    Loans and Leases

      The following table summarizes the Company's loan and lease portfolio,

      TYPE OF LOAN                      At                       At                        At
 (Dollars in thousands)              3/31/08                 12/31/2007                  3/31/07
                            -----------------------   -----------------------   ------------------------
                               Amount       Percent     Amount        Percent      Amount        Percent
                            ------------   --------   -------------   -------   ------------    --------

Real Estate Loans:
 Residential real estate    $    684,007       18.9%  $     689,238      19.4%  $    737,561        23.4%
 Loans held for sale              39,341        1.1%         40,123       1.1%        32,778         1.0%
                            ------------   --------   -------------   -------   ------------    --------
   Total                         723,348       20.0%        729,361      20.5%       770,339        24.4%

Commercial Loans:
 Real estate                   1,669,876       46.1%      1,617,076      45.4%     1,195,355        37.8%
 Other commercial                648,202       17.9%        636,351      17.9%       662,069        21.0%
                            ------------   --------   -------------   -------   ------------    --------
   Total                       2,318,078       64.0%      2,253,427      63.3%     1,857,424        58.8%

Consumer and other Loans:
 Consumer                        213,346        5.9%        206,724       5.8%       214,798         6.8%
 Home equity                     436,505       12.0%        432,217      12.2%       375,911        11.9%
                            ------------   --------   -------------   -------   ------------    --------
   Total                         649,851       17.9%        638,941      18.0%       590,709        18.7%

 Net deferred loan fees,
  premiums and discounts          (9,409)      -0.3%        (10,194)     -0.3%       (10,786)       -0.3%
 Allowance for loan and
  lease losses                   (56,680)      -1.6%        (54,413)     -1.5%       (50,540)       -1.6%
                            ------------   --------   -------------   -------   ------------    --------
Loan receivable, net        $  3,625,188      100.0%  $   3,557,122     100.0%  $  3,157,146       100.0%
                            ============   ========   =============   =======   ============    ========

      The following table sets forth information regarding the Company's
      non-performing assets at the dates indicated:

                                                             March 31,   December 31,  March 31,
       (Dollars in thousands)                                  2008         2007         2007
                                                             ---------   ------------  ---------

Real estate and other assets owned                           $   2,098          2,043      1,727
Accruing Loans 90 days or more overdue                           4,717          2,685      3,982
Non-accrual loans                                               21,747          8,560      5,597
                                                             ---------   ------------  ---------
    Total non-performing assets                              $  28,562         13,288     11,306
                                                             =========   ============  =========

Non-performing assets as a percentage of total bank assets        0.57%          0.27%      0.25%
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      Impaired loans were $22,565,000, $12,152,000 and $5,597,000 as of March
      31, 2008, December 31, 2007 and March 31, 2007, respectively. The
      valuation allowance on impaired loans was $2,128,000, $2,827,000 and $0 as
      of March 31, 2008, December 31, 2007, and March 31, 2007, respectively.
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      The following table illustrates the loan and lease loss experience:

                                                        March 31,   December 31,    March 31,
       (Dollars in thousands)                              2008         2007          2007
                                                        ---------   ------------   ----------

Balance at the beginning of the period                  $  54,413         49,259       49,259
  Charge offs                                                (408)        (3,387)        (350)
  Recoveries                                                  175          1,222          436
                                                        ---------   ------------   ----------
  Net (charge-offs) recoveries                          $    (233)        (2,165)          86
  Acquisition (1)                                               -            639            -
  Provision                                                 2,500          6,680        1,195
                                                        ---------   ------------   ----------
Balance at the end of the period                        $  56,680         54,413       50,540
                                                        =========   ============   ==========

Net (charge-offs) recoveries as a percentage of loans      (0.006%)       (0.060%)      0.003%

(1)   Increase attributable to the April 30, 2007 acquisition of North Side
      State Bank ("North Side") of Rock Springs, Wyoming, which was merged into
      1st Bank, the Company's subsidiary bank in Evanston, Wyoming.

5)    Intangible Assets

      The following table sets forth information regarding the Company's core
      deposit intangible and mortgage servicing rights as of March 31, 2008:

                                             Core Deposit      Mortgage
             (Dollars in thousands)           Intangible   Servicing Rights (1)   Total
-------------------------------------------  ------------  --------------------  -------

  Gross carrying value                       $     25,706
  Accumulated Amortization                        (12,522)
                                             ------------
  Net carrying value                         $     13,184         1,287           14,471
                                             ============

WEIGHTED-AVERAGE AMORTIZATION PERIOD
  (Period in years)                                  10.0           9.8             10.0

AGGREGATE AMORTIZATION EXPENSE
  For the three months ended March 31, 2008  $        779            39              818

ESTIMATED AMORTIZATION EXPENSE
  For the year ended December 31, 2008       $      3,032           104            3,136
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  For the year ended December 31, 2009              2,738            86            2,824
  For the year ended December 31, 2010              2,369            83            2,452
  For the year ended December 31, 2011              1,662            81            1,743
  For the year ended December 31, 2012              1,300            78            1,378

(1)  The mortgage servicing rights are included in other assets and the gross
     carrying value and accumulated amortization are not readily available.

      Acquisitions are accounted for using the purchase accounting method as
      prescribed by Statement of Financial Accounting Standard Number 141,
      Business Combinations. Purchase accounting requires the total purchase
      price to be allocated to the estimated fair values of assets acquired and
      liabilities assumed,

                                       12

      including certain intangible assets. Goodwill is recorded for the residual
      amount in excess of the net fair value.

      Adjustment of the allocated purchase price may be related to fair value
      estimates for which all information has not been obtained or required for
      pre-acquisition contingencies of the acquired entity known or discovered
      during the allocation period, the period of time required to identify and
      measure the fair values of the assets and liabilities acquired in the
      business combination. The allocation period is generally limited to one
      year following consummation of a business combination.

6)    Deposits

      The following table illustrates the amounts outstanding for deposits
      $100,000 and greater at March 31, 2008 according to the time remaining to
      maturity. Included in the certificates of deposit ("CD") maturities are
      brokered CDs in the amount of $1,015,000.

                                  Certificates  Non-Maturity
    (Dollars in thousands)         of Deposit     Deposits     Totals
-------------------------------   ------------  ------------  ---------

Within three months............   $    107,075     1,236,008  1,343,083
Three to six months............         95,401             -     95,401
Seven to twelve months.........        101,014             -    101,014
Over twelve months.............         54,794             -     54,794
                                  ------------  ------------  ---------
   Totals                         $    358,284     1,236,008  1,594,292
                                  ============  ============  =========

7)    Advances and Other Borrowings

      The following chart illustrates the average balances and the maximum
      outstanding month-end balances for Federal Home Loan Bank of Seattle
      (FHLB) advances, repurchase agreements and treasury, tax and loan
      borrowings:

                                                       As of and         As of and        As of and
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                                                    for the three         for the        for the three
                                                     months ended       year ended       months ended
                (Dollars in thousands)              March 31, 2008   December 31, 2007  March 31, 2007
                                                    --------------   -----------------  --------------

FHLB advances:
  Amount outstanding at end of period............   $      472,761             538,949         455,625
  Average balance ................................  $      595,268             382,243         419,216
  Maximum outstanding at any month-end ...........  $      815,860             538,949         509,519
  Weighted average interest rate .................            3.85%               4.94%           4.88%

Repurchase agreements:
  Amount outstanding at end of period ............  $      191,369             178,041         162,491
  Average balance ................................  $      190,064             171,290         166,733
  Maximum outstanding at any month-end ...........  $      191,369             193,421         168,395
  Weighted average interest rate... ..............            2.83%               4.35%           5.17%

Treasury, tax and loan:
  Amount outstanding at end of period ............  $      241,665             221,409           3,717
  Average balance ................................  $      172,706             120,188         105,465
  Maximum outstanding at any month-end ...........  $      241,665             244,012         171,161
  Weighted average interest rate .................            3.21%               5.03%           5.27%
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8)    Stockholders' Equity

      The Federal Reserve Board has adopted capital adequacy guidelines that are
      used to assess the adequacy of capital in supervising a bank holding
      company. The following table illustrates the Federal Reserve Board's
      capital adequacy guidelines and the Company's compliance with those
      guidelines as of March 31, 2008.

                 CONSOLIDATED
---------------------------------------------   Tier 1 (Core)   Tier 2 (Total)    Leverage
            (Dollars in thousands)                 Capital         Capital         Capital
---------------------------------------------   -------------   -------------    -----------

Total stockholder's equity ..................   $     542,948         542,948        542,948
Less: Goodwill and intangibles ..............        (153,485)       (153,485)      (153,485)
    Other adjustments .......................          (1,503)         (1,503)        (1,503)
Plus: Allowance for loan losses .............               -          50,293              -
    Accumulated other comprehensive
        Unrealized gain on AFS securities               4,283           4,283          4,283
    Subordinated debentures .................         115,000         115,000        115,000
                                                -------------   -------------    -----------
Regulatory capital computed .................   $     507,243         557,536        507,243
                                                =============   =============    ===========

Risk weighted assets ........................   $   4,017,000       4,017,000
                                                =============   =============

Total average assets ........................                                    $ 4,655,970
                                                                                 ===========

Capital as % of risk weighted assets ........           12.63%          13.88%         10.89%
Regulatory "well capitalized" requirement ...            6.00%          10.00%          5.00%
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                                                -------------   -------------    -----------
Excess over "well capitalized" requirement...            6.63%           3.88%          5.89%
                                                =============   =============    ===========

9)    Computation of Earnings Per Share

      Basic earnings per common share is computed by dividing net earnings by
      the weighted average number of shares of common stock outstanding during
      the period presented. Diluted earnings per share is computed by including
      the net increase in shares as if dilutive outstanding stock options were
      exercised, using the treasury stock method.

      The following schedule contains the data used in the calculation of basic
      and diluted earnings per share:

                                                       Three            Three
                                                    months ended    months ended
                                                   March 31, 2008  March 31, 2007
                                                   --------------  --------------

Net earnings available to common stockholders...   $   17,399,000      16,093,000

Average outstanding shares - basic .............       53,849,608      52,500,395
Add: Dilutive stock options ....................          184,578         738,951
                                                   --------------  --------------
Average outstanding shares - diluted ...........       54,034,186      53,239,346
                                                   ==============  ==============

Basic earnings per share .......................   $         0.32            0.31
                                                   ==============  ==============

Diluted earnings per share .....................   $         0.32            0.30
                                                   ==============  ==============
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      There were approximately 2,021,921 and 12,750 average shares excluded from
      the diluted average outstanding share calculation for the three months
      ended March 31, 2008 and 2007, respectively, due to the option exercise
      price exceeding the market price.

10)   Comprehensive Income

      The Company's only component of comprehensive income other than net
      earnings is the unrealized gains and losses on available-for-sale
      securities.

                                                            For the three months
                                                              ended March 31,
             Dollars in thousands                             2008        2007
---------------------------------------------------------   ---------   --------

Net earnings ............................................   $  17,399     16,093
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Unrealized holding gain arising during the period .......       2,172      1,181
Tax benefit..............................................        (855)      (465)
                                                            ---------   --------
  Net after tax .........................................       1,317        716
Reclassification adjustment for (gain) losses
 included in net earnings ...............................        (248)         8
Tax expense (benefit) ...................................          97         (3)
                                                            ---------   --------
  Net after tax .........................................        (151)         5

  Net unrealized gain on securities .....................       1,166        721
                                                            ---------   --------

   Total comprehensive income ...........................   $  18,565     16,814
                                                            =========   ========

11)   Federal and State Income Taxes

      The Company and its financial institution subsidiaries join together in
      the filing of consolidated income tax returns in the following
      jurisdictions: federal, Montana, Idaho and Utah. Although 1st Bank has
      operations in Wyoming and Mountain West has operations in Washington,
      neither Wyoming nor Washington imposes a corporate level income tax. All
      required income tax returns have been timely filed. Income tax returns for
      the years ended December 31, 2005, 2006 and 2007 remain subject to
      examination by federal, Montana, Idaho and Utah tax authorities and income
      tax returns for the years ended December 31, 2003 and 2004 remain subject
      to examination by the state of Montana and Idaho.

      On January 1, 2007, the Company adopted FASB Interpretation No. 48 ("FIN
      48"), Accounting for Uncertainty in Income Taxes. There was no cumulative
      effect recognized in retained earnings as a result of adopting FIN 48. The
      Company determined its unrecognized tax benefit to be $152,000 as of March
      31, 2008.

      If the unrecognized tax benefit amount was recognized, it would decrease
      the Company's effective tax rate from 35.0 percent to 34.5 percent.
      Management believes that it is unlikely that the balance of its
      unrecognized tax benefits will significantly increase or decrease over the
      next twelve months.

      The Company recognizes interest related to unrecognized income tax
      benefits in interest expense and penalties are recognized in other
      expense. During the three months ended March 31, 2008 and 2007, the
      Company recognized $0 interest expense and recognized $0 penalty with
      respect to income tax liabilities. The Company had approximately $37,000
      and $50,000 accrued for the payment of interest at March 31, 2008 and
      2007, respectively. The Company had accrued liabilities of $0 for the
      payment of penalties at March 31, 2008 and 2007.

                                       15

12)   Segment Information

      The Company defines operating segments and evaluates segment performance
      internally based on individual bank charters. The following schedule
      provides selected financial data for the Company's operating segments.
      Centrally provided services to the banks are allocated based on estimated
      usage of those services. The operating segment identified as "Other"
      includes limited partnership interests that operate residential rental
      real estate properties which have been allocated low income housing tax
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      credits. Intersegment revenues primarily represents interest income on
      intercompany borrowings, management fees, and data processing fees
      received by individual banks or the parent company. Intersegment revenues,
      expenses and assets are eliminated in order to report results in
      accordance with accounting principles generally accepted in the United
      States of America.

                                                Three months ended and as of March 31, 2008
                                  -------------------------------------------------------------------
                                   Mountain               First
      (Dollars in thousands)         West     Glacier   Security  Western  1st Bank  Big Sky   Valley
--------------------------------  ----------  --------  --------  -------  --------  -------  -------

Revenues from external customers  $   21,704    17,508    14,228    9,229     7,046    6,276    5,354
Intersegment revenues                      -        41       466      385       410        -       89
Expenses                             (18,838)  (13,148)  (11,193)  (7,656)   (6,054)  (4,778)  (4,193)
                                  ----------  --------  --------  -------  --------  -------  -------
  Net Earnings                    $    2,866     4,401     3,501    1,958     1,402    1,498    1,250
                                  ----------  --------  --------  -------  --------  -------  -------
  Total Assets                    $1,049,079   912,948   805,825  540,927   451,624  311,751  285,063
                                  ----------  --------  --------  -------  --------  -------  -------

                                                        First Bank                                              Total
                                   Whitefish  Citizens    of MT      Morgan    Parent   Other  Eliminations  Consolidated
                                   ---------  --------  ---------  ----------  -------  -----  ------------  ------------

Revenues from external customers   $   3,730     3,427     2,214        1,375      138     49             -        92,278
Intersegment revenues                      -       132       101          151   21,888     10       (23,673)            -
Expenses                              (3,065)   (3,142)   (1,751)      (1,389)  (4,627)   (64)        5,019       (74,879)
                                   ---------  --------   -------   ----------  -------  -----  ------------  ------------
  Net Earnings                     $     665       417       564          137   17,399     (5)      (18,654)       17,399
                                   ---------  --------   -------   ----------  -------  -----  ------------  ------------
  Total Assets                     $ 203,694   188,249   147,634       95,057  673,388  3,374      (833,741)    4,834,872
                                   =========  ========   =======   ==========  =======  =====  ============  ============

                                                Three months ended and as of March 31, 2007
                                  -------------------------------------------------------------------
                                   Mountain               First
      (Dollars in thousands)         West     Glacier   Security  Western  1st Bank  Big Sky   Valley
--------------------------------  ----------  --------  --------  -------  --------  -------  -------

Revenues from external customers  $   20,306    15,420    14,423   11,048     5,068    5,545    5,124
Intersegment revenues                     11        39       277      164       250        1       37
Expenses from external sources    $  (17,122)  (12,139)  (11,431)  (8,542)   (4,366)  (4,411)  (4,121)
                                  ----------  --------  --------  -------  --------  -------  -------
  Net Earnings                    $    3,195     3,320     3,269    2,670       952    1,135    1,040
                                  ----------  --------  --------  -------  --------  -------  -------
  Total Assets                    $  933,133   801,815   792,768  505,130   313,410  282,326  274,941
                                  ----------  --------  --------  -------  --------  -------  -------

                                                       First Bank                                              Total
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                                   Whitefish  Citizens   of MT      Morgan    Parent   Other  Eliminations  Consolidated
                                  ----------  --------  --------  ----------  -------  -----  ------------  ------------

Revenues from external customers  $    3,418     3,729     2,225       1,206       54     46             -        87,612
Intersegment revenues                      -         -       215         305   20,231     10       (21,540)            -
Expenses from external sources    $   (2,764)   (3,202)   (1,984)     (1,263)  (4,192)   (68)        4,086       (71,519)
                                  ----------  --------  --------  ----------  -------  -----  ------------  ------------
  Net Earnings                    $      654       527       456         248   16,093    (12)      (17,454)       16,093
                                  ----------  --------  --------  ----------  -------  -----  ------------  ------------
  Total Assets                    $  186,330   170,213   140,704      94,081  601,708  3,441      (640,987)    4,459,013
                                  ==========  ========  ========  ==========  =======  =====  ============  ============
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13)   Fair Value Measurement

      On January 1, 2008, the Company adopted Financial Accounting Standards
      Board ("FASB") issued Statement of Financial Accounting Standard ("SFAS")
      No. 157, Fair Value Measurements, which is effective for fiscal years
      beginning after November 15, 2007, and interim periods within those fiscal
      years. FASB issued Staff Position ("FSP") FAS 157-2, Effective Date of
      SFAS No. 157, which delays the effective date of SFAS 157 for nonfinancial
      assets and nonfinancial liabilities, except for items that are recognized
      or disclosed at fair value in the financial statements on a recurring
      basis (at least annually). FAS 157 has been applied prospectively as of
      January 1, 2008.

      SFAS 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
                 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

      The following are the assets measured at fair value on a recurring basis
      at and for the period ended March 31, 2008.

                                        Quoted prices    Significant
                                      in active markets     other      Significant
                                        for identical    observable   Unobservable
                                           assets          inputs        Inputs         Total
      (Dollars in thousands)              (Level 1)       (Level 2)    (Level 3)    March 31, 2008
-----------------------------------   -----------------  -----------  ------------  --------------
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Available-for-sale securities .....   $               -      614,921        15,991         630,912
                                      -----------------  -----------  ------------  --------------
  Total assets at fair value ......   $               -      614,921        15,991         630,912
                                      =================  ===========  ============  ==============

      The valuation techniques for available-for-sale securities include
      obtaining quoted market prices for identical assets, where available. If
      such prices are not available, fair value is based on independent asset
      pricing services and models, the inputs of which are market-based or
      independently sourced market parameters, including, but not limited to,
      yield curves, interest rates, volatilities, and prepayments. There have
      been no significant changes in the valuation techniques during the period.

      The following is a reconciliation of the beginning and ending balances for
      assets measured at fair value on a recurring basis using significant
      unobservable inputs (Level 3) during the period ended March 30, 2008.
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                                                                       Significant
                                                                       Unobservable
                                                                          Inputs
            (Dollars in thousands)                                      (Level 3)
-------------------------------------------------------------------    ------------

Balance as of January 1, 2008 .....................................    $     17,041
Total unrealized losses included in other comprehensive income ....          (1,045)
Amoritization, accretion, or principal payments ...................              (5)
                                                                       ------------
Balance as of March 31, 2008 ......................................    $     15,991
                                                                       ============

      The change in unrealized losses related to available-for-sale securities
      are reported in the accumulated other comprehensive income (loss).

14)   Rate/Volume Analysis

      Net interest income can be evaluated from the perspective of relative
      dollars of change in each period. Interest income and interest expense,
      which are the components of net interest income, are shown in the
      following table on the basis of the amount of any increases (or decreases)
      attributable to changes in the dollar levels of the Company's
      interest-earning assets and interest-bearing liabilities ("Volume") and
      the yields earned and rates paid on such assets and liabilities ("Rate").
      The change in interest income and interest expense attributable to changes
      in both volume and rates has been allocated proportionately to the change
      due to volume and the change due to rate.

                                                Three Months Ended March 31,
                                                         2008 vs. 2007
                                                 Increase (Decrease) due to:
                                               -------------------------------
(Dollars in thousands)                          Volume       Rate        Net
                                               --------     ------     -------
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INTEREST INCOME
Residential real estate loans                  $   (935)      (914)     (1,849)
Commercial loans                                  8,356     (2,475)      5,881
Consumer and other loans                          1,193       (400)        793
Investment securities and other                    (700)       (29)       (729)
                                               --------     ------     -------
      Total Interest Income                       7,914     (3,818)      4,096

INTEREST EXPENSE
NOW accounts                                         77       (256)       (179)
Savings accounts                                      2       (113)       (111)
Money market accounts                               832     (1,296)       (464)
Certificates of deposit                            (950)      (234)     (1,184)
FHLB advances                                     2,118     (1,442)        676
Other borrowings and repurchase agreements        1,443     (1,623)       (180)
                                               --------     ------     -------
      Total Interest Expense                      3,522     (4,964)     (1,442)
                                               --------     ------     -------

NET INTEREST INCOME                            $  4,392      1,146       5,538
                                               ========     ======     =======
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15)   Average Balance Sheet

      The following schedule provides (i) the total dollar amount of interest
      and dividend income of the Company for earning assets and the resultant
      average yield; (ii) the total dollar amount of interest expense on
      interest-bearing liabilities and the resultant average rate; (iii) net
      interest and dividend income; (iv) interest rate spread; and (v) net
      interest margin. Non-accrual loans are included in the average balance of
      the loans.

AVERAGE BALANCE SHEET

                                             For the Three months ended 3-31-08    For the Three months ended 3-31-07
                                             ----------------------------------   -------------------------------------
                                                           Interest    Average                    Interest     Average
                                              Average        and       Yield/       Average         and        Yield/
(Dollars in thousands)                        Balance     Dividends     Rate        Balance      Dividends      Rate
                                             ----------------------------------   -------------------------------------

ASSETS
  Residential real estate loans              $  719,371      12,592        7.00%  $   769,196        14,441        7.51%
  Commercial loans                            2,275,044      42,533        7.50%    1,852,657        36,652        8.02%
  Consumer and other loans                      639,091      12,107        7.60%      578,166        11,314        7.94%
                                             ----------   ---------               -----------   -----------
     Total Loans                              3,633,506      67,232        7.42%    3,200,019        62,407        7.91%
  Tax - exempt investment securities (1)        259,894       3,174        4.89%      280,205         3,452        4.90%
  Other investment securities                   522,511       5,610        4.29%      564,311         6,061        4.31%
                                             ----------   ---------               -----------   -----------
     Total Earning Assets                     4,415,911      76,016        6.89%    4,044,535        71,920        7.11%
                                                          ---------                             -----------
  Goodwill and core deposit intangible          154,018                               143,827
  Other non-earning assets                      239,529                               232,081
                                             ----------                           -----------
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     TOTAL ASSETS                            $4,809,458                           $ 4,420,443
                                             ----------                           -----------

LIABILITIES
AND STOCKHOLDERS' EQUITY
  NOW accounts                               $  463,716         912        0.79%  $   433,209         1,091        1.02%
  Savings accounts                              267,285         547        0.82%      266,579           658        1.00%
  Money market accounts                         799,407       5,950        2.99%      707,579         6,414        3.68%
  Certificates of deposit                       860,552       9,460        4.41%      944,895        10,644        4.57%
  FHLB advances                                 595,268       5,718        3.85%      419,216         5,042        4.88%
  Repurchase agreements
     and other borrowed funds                   504,296       4,800        3.82%      391,044         4,980        5.17%
                                             ----------   ---------               -----------   -----------
     Total Interest Bearing Liabilities       3,490,524      27,387        3.15%    3,162,522        28,829        3.70%
                                                          ---------                             -----------
  Non-interest bearing deposits                 735,205                               747,585
  Other liabilities                              44,586                                44,651
                                             ----------                           -----------
     Total Liabilities                        4,270,315                             3,954,758

  Common stock                                      538                                   525
  Paid-in capital                               376,451                               345,966
  Retained earnings                             156,779                               116,514
  Accumulated other
     Comprehensive income                         5,375                                 2,680
                                             ----------                           -----------
     Total Stockholders' Equity                 539,143                               465,685
                                             ----------                           -----------
     TOTAL LIABILITIES AND
     STOCKHOLDERS' EQUITY                    $4,809,458                           $ 4,420,443
                                             ----------                           -----------

  Net interest income                                     $  48,629                             $    43,091
                                                          =========                             ===========
  Net interest spread                                                      3.74%                                   3.41%
  Net Interest Margin                                                      4.42%                                   4.32%
  Net Interest Margin (Tax Equivalent)                                     4.54%                                   4.47%
  Return on average assets (annualized)                                    1.46%                                   1.48%
  Return on average equity (annualized)                                   12.98%                                  14.02%

(1)   Excludes tax effect on non-taxable investment security income
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16)   Change in Accounting Principle

      In September 2006, FASB ratified the consensus reached by the Emerging
      Issues Task Force ("EITF") for Issue 06-4, Accounting for Deferred
      Compensation and Postretirement Benefit Aspects of Endorsement
      Split-Dollar Life Insurance Arrangement. Effective for fiscal years
      beginning after December 15, 2007, the EITF requires policy holders of
      split dollar life insurance arrangements to recognize a liability for
      future benefits to the employee with the option to recognize the change in
      accounting principle through either a cumulative-effective adjustment to
      beginning retained earnings or through retrospective application to all
      periods.

      The Company has split-dollar life insurance policies that required
      recording a liability for future benefits. The Company opted to recognize
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      a cumulative-effect adjustment of $997,000 to retained earnings as of
      January 1, 2008 due to the impracticality of obtaining prior years
      information.

      In February 2007, FASB issued SFAS No. 159, The Fair Value Option for
      Financial Assets and Financial Liabilities, including an amendment of SFAS
      No. 115. SFAS 159 allows companies to report selected financial assets and
      liabilities at fair value. The changes in fair value are recognized in
      earnings and the assets and liabilities measured under this methodology
      are required to be displayed separately in the balance sheet. While FAS
      159 is effective beginning January 1, 2008, the Company has not elected
      the fair value option that is offered by this statement.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

                              RESULTS OF OPERATIONS

Performance Summary

The Company reported net earnings of $17.399 million for the first quarter, an
increase of $1.306 million, or 8 percent, over the $16.093 million for the first
quarter of 2007. Diluted earnings per share of $.32 for the quarter is an
increase of 7 percent over the diluted earnings per share of $.30 for the same
quarter of 2007. Included in first quarter 2007 earnings is a nonrecurring $1.0
million gain ($1.6 million pre-tax) from the sale of Western Security Bank's
Lewistown, Montana branch and approximately $500 thousand of nonrecurring
expenses from the merger of three of the acquired Citizens Development Company's
(CDC) five subsidiaries into Glacier Bancorp, Inc subsidiaries. Excluding such
nonrecurring items from the same quarter 2007 results, net earnings for the
first quarter increased $1.962 million, or 13 percent, and diluted earnings per
share for the first quarter increased 10 percent over the $.29 of diluted
earnings per share on an operating basis. Annualized return on average assets
and return on average equity for the first quarter were 1.46 percent and 12.98
percent, respectively, which compares with prior year returns for the first
quarter of 1.48 percent and 14.02 percent, respectively.
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REVENUE SUMMARY
(UNAUDITED - $ IN THOUSANDS)

                                                               Three months ended
                                                  -------------------------------------------
                                                   March 31,      December 31,     March 31,
                                                     2008            2007            2007
                                                  (unaudited)     (unaudited)     (unaudited)
                                                  -----------     ------------    -----------

Net interest income
   Interest income                                $    76,016     $     79,117    $    71,920
   Interest expense                                    27,387           30,918         28,829
                                                  -----------     ------------    -----------
       Net interest income                             48,629           48,199         43,091

Non-interest income
   Service charges, loan fees, and other fees          10,961           11,790         10,085
   Gain on sale of loans                                3,880            3,330          3,042
   Gain (Loss) on sale of investments                     248                -             (8)
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   Other income                                         1,173            1,117          2,573
                                                  -----------     ------------    -----------
      Total non-interest income                        16,262           16,237         15,692
                                                  -----------     ------------    -----------
                                                  $    64,891     $     64,436    $    58,783
                                                  ===========     ============    ===========
Tax equivalent net interest margin                       4.54%            4.52%          4.47%
                                                  ===========     ============    ===========

                                                $ change from    $ change from    % change from    % change from
                                                 December 31,      March 31,       December 31,       March 31,
                                                    2007             2007             2007              2007
                                                -------------    -------------    -------------    -------------

Net interest income
   Interest income                              $      (3,101)   $       4,096               -4%               6%
   Interest expense                             $      (3,531)   $      (1,442)             -11%              -5%
                                                -------------    -------------    -------------    -------------
       Net interest income                                430            5,538                1%              13%

Non-interest income
   Service charges, loan fees, and other fees            (829)             876               -7%               9%
   Gain on sale of loans                                  550              838               17%              28%
   Gain (Loss) on sale of investments                     248              256              n/m            -3200%
   Other income                                            56           (1,400)               5%             -54%
                                                -------------    -------------    -------------    -------------
      Total non-interest income                            25              570                0%               4%
                                                -------------    -------------    -------------    -------------
                                                $         455    $       6,108                1%              10%
                                                =============    =============    =============    =============

n/m - not measurable

Net Interest Income

Net interest income for the quarter increased $5.5 million, or 13 percent, over
the same period in 2007. Total interest income increased $4.1 million, or 6
percent, from the prior year's quarter due largely to the increase in commercial
loan volume. Total interest expense has decreased by $1.4 million, or 5 percent,
from the same period last year primarily attributable to rate decreases in
interest bearing deposits. The net interest margin as a percentage of earning
assets, on a tax equivalent basis, was 4.54 percent which is 2 basis points
higher than the 4.52 percent achieved for the prior quarter and 7 basis points
higher than the 4.47 percent result for the first quarter of 2007. Loan
origination fees, net of certain direct origination costs, are deferred and
recognized as an adjustment of the related loan yield using the interest method.

Provision for Credit Losses

The Company recorded a provision for credit losses of $2.5 million, an increase
of $1.3 million from the same quarter in 2007. Such increase is primarily
attributable to growth in the commercial real estate loan portfolio,
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higher reserves for certain commercial real estate loans in the high growth
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areas of Western Montana and Idaho, most notably in the Coeur d'Alene, Sandpoint
and Boise markets, and the increase in non-performing assets at March 31, 2008
compared to March 31, 2007. Net loans and lease charge-offs were $233 thousand,
or .006 percent of average loans and leases in the first quarter of 2008,
compared to net recoveries of $86 thousand, or .003 percent of average loans and
leases in the first quarter of 2007.

The determination of the ALLL and the related provision for credit losses is a
critical accounting estimate that involves management's judgments about current
environmental factors which affect credit losses, such factors including
economic conditions, changes in collateral values, net charge-offs, and other
factors discussed in "Financial Condition Analysis" - Allowance for Loan and
Lease Losses.

Non-interest Income

Fee income increased $876 thousand, or 9 percent, over the same period last
year, driven primarily by an increase in the number of checking accounts. Gain
on sale of loans increased $838 thousand, or 28 percent, from the first quarter
of last year, a combination of a greater volume of real estate loans and SBA
loans sold. Gain from the sale of investments during the first quarter included
a mandatory redemption of a portion of Visa, Inc. shares from its recent initial
public offering, and the sale of shares in Principal Financial Group (PFG). The
remaining unredeemed shares of Visa, Inc. are restricted and have an estimated
value of $140 thousand as of quarter end. Other income decreased by $1.4
million, or 54 percent, over the same period last year primarily due to the
nonrecurring $1.6 million gain from the sale of Western Security Bank's
Lewistown, Montana branch.

NON-INTEREST EXPENSE SUMMARY
(UNAUDITED - $ IN THOUSANDS)

                                                   Three months ended
                                       -----------------------------------------
                                         March 31,    December 31,    March 31,
                                           2008          2007           2007
                                       (unaudited)    (unaudited)    (unaudited)
                                       -----------    ------------   -----------

Compensation and employee benefits     $    21,097    $     18,684   $    19,506
Occupancy and equipment expense              5,133           5,042         4,458
Advertising and promotion expense            1,539           1,609         1,440
Outsourced data processing                     667             710           812
Core deposit intangibles amortization          779             786           780
Other expenses                               6,398           7,633         6,187
                                       -----------    ------------   -----------
      Total non-interest expense        $   35,613    $     34,464   $    33,183
                                       ===========    ============   ===========

                                       $ change from   $ change from    % change from    % change from
                                        December 31,      March 31,      December 31,       March 31,
                                           2007            2007             2007              2007
                                       -------------   -------------    -------------    -------------

Compensation and employee benefits     $       2,413   $       1,591               13%               8%
Occupancy and equipment expense                   91             675                2%              15%
Advertising and promotion expense                (70)             99               -4%               7%

Edgar Filing: GLACIER BANCORP INC - Form 10-Q

24



Outsourced data processing                       (43)           (145)              -6%             -18%
Core deposit intangibles amortization             (7)             (1)              -1%               0%
Other expenses                                (1,235)            211              -16%               3%
                                       -------------   -------------    -------------    -------------
      Total non-interest expense       $       1,149      $    2,430                3%               7%
                                       =============   =============    =============    =============
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Non-interest Expense

Non-interest expense increased by $1.1 million, or 3 percent, from the prior
quarter and increased by $2.4 million, or 7 percent, from the same quarter of
2007. Included in the first quarter of 2007 is approximately $500 thousand of
nonrecurring expenses from the merger of three of the acquired CDC's five
subsidiaries into Glacier Bancorp, Inc. subsidiaries. Compensation and benefit
expense increased $2.4 million, or 13 percent, over the prior quarter and
increased $1.6 million, or 8 percent, over the same quarter of 2007, such
increases primarily attributable to increased staffing levels, including new
branches, as well as increased compensation, including commissions tied to
increased production, and benefits, including health insurance. The number of
full-time-equivalent employees has increased from 1,395 to 1,510, an 8 percent
increase since March 31, 2007. Occupancy and equipment expense increased $675
thousand, or 15 percent, reflecting the cost of additional branch locations and
facility upgrades.

Other expenses increased $211 thousand, or 3 percent, over the same period last
year, primarily from costs associated with new branch offices, and other general
and administrative costs. Other expenses decreased by $1.2 million from the
prior quarter, such decreases attributable to an enhanced focus on reducing
operating expenses.

                          FINANCIAL CONDITION ANALYSIS

As reflected on the following table, total assets at March 31, 2008 were $4.835
billion, which is $18 million greater than the total assets of $4.817 billion at
December 31, 2007, and $376 million, or 8 percent, greater than the March 31,
2007 assets of $4.459 billion.

                                                              March 31,    December 31,   March 31    $ change from   $ change from
                                                                2008          2007           2007      December 31,      March 31,
ASSETS ($ IN THOUSANDS)                                      (unaudited)    (audited)    (unaudited)      2007             2007
                                                             -----------   ------------  ----------   -------------   -------------

Cash on hand and in banks                                    $   113,016        145,697     123,697         (32,681)        (10,681)
Investment securities, interest bearing deposits,
   FHLB stock, FRB stock, and fed funds                          764,067        782,236     864,228         (18,169)       (100,161)
Loans:
   Real estate                                                   720,108        725,854     766,421          (5,746)        (46,313)
   Commercial                                                  2,312,359      2,247,303   1,851,139          65,056         461,220
   Consumer and other                                            649,401        638,378     590,126          11,023          59,275
                                                             -----------   ------------  ----------   -------------   -------------
    Total loans                                                3,681,868      3,611,535   3,207,686          70,333         474,182
   Allowance for loan and lease losses                           (56,680)       (54,413)    (50,540)         (2,267)         (6,140)
                                                             -----------   ------------  ----------   -------------   -------------
    Total loans net of allowance for loan and lease losses     3,625,188      3,557,122   3,157,146          68,066         468,042
                                                             -----------   ------------  ----------   -------------   -------------
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Other assets                                                     332,601        332,275     313,942             326          18,659
                                                             -----------   ------------  ----------   -------------   -------------
   Total Assets                                              $ 4,834,872      4,817,330   4,459,013          17,542         375,859
                                                             ===========   ============  ==========   =============   =============

Investment securities, including interest bearing deposits in other financial
institutions and federal funds sold, have decreased $100 million, or 12 percent,
from March 31, 2007, and have declined $18 million, or 2 percent, from December
31, 2007. Investment securities at March 31, 2008 represented 16 percent of
total assets versus 19 percent at March 31, 2007.

At March 31, 2008, total loans were $3.682 billion, an increase of $70 million,
or 2 percent (8 percent annualized) over total loans of $3.612 billion at
December 31, 2007. Commercial loans grew the most with an increase of $65
million, or 3 percent, followed by consumer loans, which are primarily comprised
of home equity loans, increasing by $11 million, or 2 percent. Real estate loans
decreased $6 million, or 79 basis points from the fourth quarter of 2007. Total
loans increased $474 million, or 15 percent from March 31, 2007. During the
year, commercial loans have increased $461 million, or 25 percent, consumer
loans grew by $59 million, or 10 percent, while real estate loans decreased $46
million, or 6 percent.
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The Company typically sells a majority of long-term mortgage loans originated,
retaining servicing only on loans sold to certain lenders. The sale of loans in
the secondary mortgage market reduces the Company's risk of holding long-term
fixed rate loans in the loan portfolio. Mortgage loans sold with servicing
released for the three months ended March 31, 2008 and 2007 were $176 million
and $142 million, respectively. The Company has also been active in originating
commercial SBA loans, some of which are sold to investors. The amount of loans
sold and serviced for others at March 31, 2008 was approximately $175 million.

Allowance for Loan and Lease Losses

The Company is committed to a conservative management of the credit risk within
the loan and lease portfolios, including the early recognition of problem loans.
The Company's credit risk management includes stringent credit policies,
individual loan approval limits, limits on concentrations of credit, and
committee approval of larger loan requests. Management practices also include
regular internal and external credit examinations, identification and review of
individual loans and leases experiencing deterioration of credit quality,
procedures for the collection of non-performing assets, quarterly monitoring of
the loan and lease portfolios, semi-annual review of loans by industry, and
periodic interest rate shock testing.

Determining the adequacy of the ALLL involves a high degree of judgment and is
inevitably imprecise as the risk of loss is difficult to quantify. The ALLL
methodology is designed to reasonably estimate the probable loan and lease
losses within each subsidiary bank's loan and lease portfolios. Accordingly, the
ALLL is maintained within a range of estimated losses. The determination of the
ALLL and the related provision for credit losses is a critical accounting
estimate that involves management's judgments about all known relevant internal
and external environmental factors that affect loan losses, including the credit
risk inherent in the loan and lease portfolios, economic conditions nationally
and in the local markets in which the banks operate, changes in collateral
values, delinquencies, non-performing assets and net charge-offs. Relative to
national economic developments, the local market areas in which the banks
operate largely continue to have economies that foster the above-average job and
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population growth achieved over the course of 2007. Although the Company and the
banks continue to actively monitor national and local economic trends, a
softening of economic conditions combined with declines in the values of real
estate that collateralize most of the Company's loan and lease portfolios may
adversely affect the credit risk and potential for loss to the Company.

The Company considers the ALLL balance of $56.680 million adequate to cover
inherent losses in the loan and lease portfolios as of March 31, 2008. However,
no assurance can be given that the Company will not, in any particular period,
sustain losses that are significant relative to the amount reserved, or that
subsequent evaluations of the loan and lease portfolios applying management's
judgment about then current factors, including regulatory developments, will not
require significant changes in the ALLL. Under such circumstances, this could
result in enhanced provisions for credit losses. See additional risk factors in
Part II - Other information, Item 1A - Risk Factors.

The Company's model of eleven wholly-owned, independent community banks, each
with it own loan committee, chief credit officer and Board of Directors,
provides substantial local oversight to the lending and credit management
function. Loan relationships exceeding a bank's loan approval limit up to $10
million are subject to approval by the Executive Loan Committee consisting of
the eleven banks' chief credit officers and the Company's Credit Administrator.
Loans exceeding $10 million are subject to approval by the Company's Board of
Directors. Unlike a traditional, single-bank holding company, the Company's
decentralized business model affords multiple reviews of larger loans before
credit is extended, a significant benefit in mitigating and managing the
Company's credit risk. The geographic dispersion of the market areas in which
the Company and the community bank subsidiaries operate further mitigates the
risk of credit loss.

At the end of each quarter, each of the subsidiary community banks analyze its
loan and lease portfolio and maintain an ALLL at a level that is appropriate and
determined in accordance with accounting principals generally accepted in the
United States of America. The ALLL balance covers estimated credit losses on
individually
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evaluated loans, including those which are determined to be impaired, as well as
estimated credit losses inherent in the remainder of the loan and lease
portfolios.

The ALLL evaluation is well documented and approved by each subsidiary bank's
Board of Directors and reviewed by the Company's Board of Directors. In
addition, the policy and procedures for determining the balance of the ALLL are
reviewed annually by each subsidiary bank's Board of Directors and the Company's
Board of Directors.

The primary responsibility for credit risk assessment and identification of
problem loans rests with the loan officer of the account. This continuous
process, utilizing each of the bank's internal credit risk rating process, is
necessary to support management's evaluation of ALLL adequacy. An independent
loan review function verifying credit risk ratings evaluates the loan officer
and management's evaluation of the loan portfolio credit quality. The loan
review function also assesses the evaluation process and provides an independent
analysis of the adequacy of the ALLL.

The following table summarizes the allocation of the ALLL:
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                                        March 31, 2008               December 31, 2007              March 31, 2007
                                 ---------------------------    --------------------------    --------------------------
                                   Allowance       Percent        Allowance      Percent        Allowance       Percent
                                 for loan and    of loans in    for loan and   of loans in    for loan and    of loans in
   (Dollars in thousands)        lease Losses     category      lease Losses     category     lease Losses     category
-----------------------------    ------------    -----------    ------------   -----------    ------------    -----------

Real estate loans                $      4,913           19.6%          4,755          20.2%          5,303          23.9%
Commercial real estate loans           24,298           45.2%         23,010          44.6%         17,315          30.0%
Other commercial loans                 17,965           17.6%         17,453          17.6%         18,889          27.8%
Consumer and other loans                9,504           17.6%          9,195          17.6%          9,033          18.3%
                                 ------------    -----------    ------------   -----------    ------------    ----------
   Totals                        $     56,680          100.0%         54,413         100.0%         50,540         100.0%
                                 ============    ===========    ============   ===========    ============    ==========

Each bank's ALLL is generally available to absorb losses from any segment of its
loan and lease portfolio.

The increase in the ALLL for commercial real estate loans was primarily due to
increases in reserves for certain commercial real estate loans in the high
growth areas of Western Montana and Idaho, most notably in the Coeur d'Alene,
Sandpoint and Boise markets, and the increase in non-performing assets since
March 31, 2007.
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                                                     Three months ended      Year ended     Three months ended
                                                          March 31          December 31,         March 31
             (Dollars in thousands)                        2008                 2007               2007
                                                     ------------------     ------------    ------------------

Balance at beginning of period                       $           54,413           49,259                49,259
  Charge offs:
    Real estate loans                                               (50)            (306)                  (42)
    Commercial loans                                               (202)          (2,367)                 (212)
    Consumer and other loans                                       (156)            (714)                  (96)
                                                     ------------------     ------------    ------------------
      Total charge-offs                              $             (408)          (3,387)                 (350)
                                                     ------------------     ------------    ------------------
  Recoveries:
    Real estate loans                                                40              208                    89
    Commercial loans                                                 82              656                   245
    Consumer and other loans                                         53              358                   102
                                                     ------------------     ------------    ------------------
      Total recoveries                               $              175            1,222                   436
                                                     ------------------     ------------    ------------------
  Net (charge-offs) recoveries                                     (233)          (2,165)                   86
  Acquisition (1)                                                     -              639                     -
  Provision                                                       2,500            6,680                 1,195
                                                     ------------------     ------------    ------------------
Balance at end of period                             $           56,680           54,413                50,540
                                                     ==================     ============    ==================
Ratio of net (charge-offs) recoveries to
  average loans outstanding during the period                    (0.006%)         (0.060%)               0.003%

Allowance for loan and lease lossess as a
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  percentage of total loan and leases                              1.54%            1.51%                 1.58%

(1)  Increase attributable to the April 30, 2007 acquisition of North Side State
     Bank ("North Side") of Rock Springs, Wyoming, which was merged into 1st
     Bank, the Company's subsidiary bank in Evanston, Wyoming.

The ALLL has increased $6.1 million, or 12 percent, from a year ago. The ALLL of
$56.680 million is 1.54 percent of March 31, 2008 total loans outstanding, up
from 1.51 percent at prior year end, and down from 1.58 percent in the first
quarter last year. The first quarter provision for loan and lease loss expense
was $2.5 million, an increase of $1.3 million from the same quarter in 2007. Net
loans and lease charge-offs were $233 thousand, or .006 percent of average loans
and leases in the first quarter of 2008, compared to net recoveries of $86
thousand, or .003 percent of average loans and leases in the first quarter of
2007.

The banks' charge-off policy is consistent with bank regulatory standards.
Consumer loans generally are charged off when the loan becomes over 120 days
delinquent. Real estate acquired as a result of foreclosure or by deed-in-lieu
of foreclosure is classified as real estate owned until such time as it is sold.
When such property is acquired, it is recorded at the lower of the unpaid
principal balance or estimated fair value, not to exceed estimated net
realizable value. Any write-down at the time of recording real estate owned is
charged to the ALLL. Any subsequent write-downs are charged to current expense.
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Non-performing Assets                           At           At          At
(Dollars in thousands)                       3/31/2008   12/31/2007   3/31/2007
                                             ---------   ----------   ----------

Non-accrual loans:
    Real estate loans                        $   3,356          934        1,134
    Commercial loans                            17,368        7,192        3,849
    Consumer and other loans                     1,023          434          614
                                             ---------   ----------   ----------
      Total                                  $  21,747        8,560        5,597
Accruing Loans 90 days or more overdue:
    Real estate loans                              341          840          697
    Commercial loans                             4,129        1,216        2,778
    Consumer and other loans                       247          629          507
                                             ---------      -------   ----------
      Total                                  $   4,717        2,685        3,982

Real estate and other assets owned, net          2,098        2,043        1,727
                                             ---------   ----------   ----------
Total non-performing loans and real estate
     and other assets owned, net             $  28,562       13,288       11,306
                                             =========   ==========   ==========

  As a percentage of total bank assets            0.57%        0.27%        0.25%

Interest Income (1)                          $     402          683          109

Allowance for loan and lease losses as a
  percentage of non-performing assets              198%         409%         447%
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(1)  Amounts represent  interest income that would have been recognized on loans
     accounted for on a  non-accrual  basis for the three months ended March 31,
     2008,  year ended  December  31, 2007 and three months ended March 31, 2007
     had such loans performed pursuant to contractual terms.

Non-performing assets as a percentage of total bank assets at March 31, 2008
were at .57 percent, up from .27 percent as of December 31, 2007, and up from
..25 percent at March 31, 2007. While these ratios have increased, they compare
favorably to the Federal Reserve Bank Peer Group average of .80 percent at
December 31, 2007, the most recent information available. The ALLL was 198
percent of non-performing assets at March 31, 2008, down from 409 percent for
the prior quarter end and down from 447 percent a year ago. Each of the
subsidiary banks evaluates the level of its non-performing assets, the values of
the underlying real estate and other collateral, and related trends in net
charge-offs. Through pro-active credit administration, the banks work closely
with borrowers to seek favorable resolution to the extent possible, thereby
attempting to minimize net charge-offs or losses to the Company.

Most of the Company's non-performing assets are secured by real estate. Based on
the most current information available to management, including updated
appraisals where appropriate, the Company believes in most instances the value
of the underlying real estate collateral is adequate to minimize any significant
charge-offs or loss to the Company.

Loans are reviewed on a regular basis and are placed on a non-accrual status
when the collection of the contractual principal or interest is unlikely. The
Company typically places loans on non-accrual when principal or interest is due
and has remained unpaid for 90 days or more unless the loan is well-secured by
collateral the fair value of which is sufficient to discharge the debt in full.
When a loan is placed on non-accrual status, interest previously accrued but not
collected is generally reversed against current period interest income.
Subsequent payments are either applied to the outstanding principal balance or
recorded as interest income, depending on the assessment of the ultimate
repayment of the loan. Interest accruals are resumed on such loans only when
they are brought fully current with respect to interest and principal and when,
in the judgment of management, the loans are estimated to be fully collectible
as to both principal and interest.
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A loan is considered impaired when, based upon current information and events,
it is probable that the Company will be unable to collect the scheduled payments
of principal or interest when due according to the contractual terms of the loan
agreement. The amount of the impairment is measured using cash flows discounted
at the loan's effective interest rate, except when it is determined that
repayment of the loan is expected to be provided solely by the underlying
collateral. For collateral dependent loans, impairment is measured by the fair
value of the collateral. When the ultimate collectibility of the total principal
of an impaired loan is in doubt, all payments are applied to principal under the
cost recovery method. When the ultimate collectibility of the total principal on
an impaired loan is not in doubt, contractual interest is generally credited to
interest income when received under the cash basis method. Total interest income
recognized for impaired loans under the cash basis for the three-months ended
March 31, 2008 and 2007 was not significant. Impaired loans were $22.565 million
and $5.597 million as of March 31, 2008 and 2007, respectively. The valuation
allowance on impaired loans was $2.128 million and $0 as of March 31, 2008 and
2007, respectively.
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                                          March 31,   December 31,    March 31   $ change from  $ change from
                                             2008         2007          2007      December 31,    March 31,
LIABILITIES  ($ IN THOUSANDS)            (unaudited)    (audited)   (unaudited)       2007           2007
                                        ------------  ------------  -----------  -------------  -------------

Non-interest bearing deposits           $    770,456       788,087      788,426        (17,631)       (17,970)
Interest bearing deposits                  2,388,483     2,396,391    2,410,668         (7,908)       (22,185)
Advances from Federal Home Loan Bank         472,761       538,949      455,625        (66,188)        17,136
Securities sold under agreements to
   repurchase and other borrowed funds       492,189       401,621      168,421         90,568        323,768
Other liabilities                             49,476        45,147       44,878          4,329          4,598
Subordinated debentures                      118,559       118,559      118,559              -              -
                                        ------------  ------------  -----------  -------------  -------------
     Total liabilities                  $  4,291,924     4,288,754    3,986,577          3,170        305,347
                                        ============  ============  ===========  =============  =============

Non-interest bearing deposits decreased $18 million, or 2 percent, since March
31, 2007 and decreased by $18 million, or 2 percent since December 31, 2007.
Interest bearing deposits decreased $8 million from December 31, 2007. The March
31, 2008 balance of interest bearing deposits includes $1 million in broker
originated CD's. Since March 31, 2007, interest bearing deposits, excluding a
decrease of $204 million in CD's from broker sources, increased $182 million, or
8 percent. Federal Home Loan Bank ("FHLB") advances increased $17 million from
March 31, 2007 and decreased $66 million from December 31, 2007. The increase in
advances is primarily the result of the decrease in CD's from broker sources to
more favorable rates at the FHLB. Repurchase agreements and other borrowed funds
were $492 million at March 31, 2008, an increase of $324 million from March 31,
2007, and an increase of $91 million from December 31, 2007. Included in this
latter category are U.S. Treasury Tax and Loan funds of $242 million at March
31, 2008, an increase of $20 million from December 31, 2007, and an increase of
$238 million from March 31, 2007.

                                           March 31,   December 31,    March 31   $ change from  $ change from
STOCKHOLDERS' EQUITY                         2008          2007          2007      December 31,    March 31,
($ IN THOUSANDS EXCEPT PER SHARE DATA)    (unaudited)   (audited)    (unaudited)       2007           2007
                                          -----------  ------------  -----------  -------------  -------------

Common equity                             $   538,665       525,459      468,646         13,206         70,019
Accumulated other comprehensive income          4,283         3,117        3,790          1,166            493
                                          -----------  ------------  -----------  -------------  -------------
   Total stockholders' equity                 542,948       528,576      472,436         14,372         70,512
Core deposit intangible, net, and
   goodwill                                  (153,485)     (154,264)    (146,164)           779         (7,321)
                                          -----------  ------------  -----------  -------------  -------------
                                          $   389,463       374,312      326,272         15,151         63,191
                                          ===========  ============  ===========  =============  =============

Stockholders' equity to total assets            11.23%        10.97%       10.60%
Tangible stockholders' equity to total
 tangible assets                                 8.32%         8.03%        7.57%
Book value per common share               $     10.07          9.85         8.97           0.22           1.10
Market price per share at end of quarter  $     19.17         18.74        24.04           0.43          (4.87)

                                       28

Total equity and book value per share amounts have increased $71 million and
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$1.10 per share, respectively, from March 31, 2007, the result of earnings
retention, issuance of common stock in connection with the acquisition of North
Side State Bank in Rock Springs, Wyoming, and exercised stock options.
Accumulated other comprehensive income, representing net unrealized gains or
losses on investment securities designated as available for sale, increased $493
thousand from March 31, 2007.

Cash dividend

On March 26, 2008, the board of directors declared a cash dividend of $.13
payable April 17, 2008 to shareholders of record on April 7, 2008, which is an
increase of 8 percent over the $.12 dividend declared in the first quarter of
last year.

Liquidity and Capital Resources

The objective of liquidity management is to maintain cash flows adequate to meet
current and future needs for credit demand, deposit withdrawals, maturing
liabilities and corporate operating expenses. The principal source of the
Company's cash revenues are dividends received from the Company's banking
subsidiaries. The payment of dividends is subject to government regulation, in
that regulatory authorities may prohibit banks and bank holding companies from
paying dividends which would constitute an unsafe or unsound banking practice.
The subsidiaries' source of funds is generated by deposits, principal and
interest payments on loans, sale of loans and securities, short and long-term
borrowings, and net earnings. In addition, all of the banking subsidiaries are
members of the FHLB. As of March 31, 2008, the Company had $948 million of
available FHLB credit of which $473 million was utilized. Accordingly,
management of the Company has a wide range of versatility in managing the
liquidity and asset/liability mix for each individual institution as well as the
Company as a whole.

Lending Commitments

In the normal course of business, there are various outstanding commitments to
extend credit, such as letters of credit and un-advanced loan commitments, which
are not reflected in the accompanying condensed consolidated financial
statements. Management does not anticipate any material losses as a result of
these transactions.

Impact of Recently Issued Accounting Standards

In December 2007, FASB issued SFAS No. 141(R), Business Combinations. The
objective of this Statement is to improve the relevance, representational
faithfulness, and comparability of the information that a reporting entity
provides in its financial reports about a business combination and its effects.
The Statement establishes principles and requirements for how the acquirer: a)
recognizes and measures in its financial statements the identifiable assets
acquired, the liabilities assumed, and any noncontrolling interest in the
acquiree, b) recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain purchase, and c) determines what
information to disclose to enable users of the financial statements to evaluate
the nature and financial effects of the business combination. This Statement
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. An entity may not apply it before that date. 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 operations with any future business combinations.

Merger of Bank Subsidiaries
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Effective April 30, 2008, Whitefish merged into Glacier with the combined
operations conducted under the Glacier charter. In connection with the merger,
Russ Porter, President of Whitefish, has joined Mountain West as President and
Chief Operating Officer.

                                       29

Effect of inflation and changing prices

Generally accepted accounting principles often require the measurement of
financial position and operating results in terms of historical dollars, without
consideration for change in relative purchasing power over time due to
inflation. Virtually all assets of the Company and each subsidiary bank are
monetary in nature; therefore, interest rates generally have a more significant
impact on a company's performance than does the effect of inflation.

Forward Looking Statements

This Form 10-Q includes forward looking statements, which describe management's
expectations regarding future events and developments such as future operating
results, growth in loans and deposits, continued success of the Company's style
of banking and the strength of the local economies in which it operates. Future
events are difficult to predict, and the expectations described above are
necessarily subject to risk and uncertainty that may cause actual results to
differ materially and adversely. In addition to discussions about risks and
uncertainties set forth from time to time in the Company's public filings,
factors that may cause actual results to differ materially from those
contemplated by such forward looking statements include, among others, the
following possibilities: (1) local, national and international economic
conditions are less favorable than expected or have a more direct and pronounced
effect on the Company than expected and adversely affect the company's ability
to continue its internal growth at historical rates and maintain the quality of
its earning assets; (2) changes in interest rates reduce interest margins more
than expected and negatively affect funding sources; (3) projected "margin:0in 0in .0001pt;text-align:left;">

Royalty expense to shareholders

624,967

660,076
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1,468,292

1,501,742

Total cost of sales

5,853,516

4,649,625

13,499,842

12,973,617
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Gross profit

2,186,611

1,333,348

5,589,090

5,968,692
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Operating expenses:
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Sales and marketing

1,334,680

1,379,260

4,025,682

3,957,205

Research and development

375,264
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249,204

796,979

745,607

General and administrative

2,906,156

1,843,059

7,894,510
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5,409,883

Total operating expenses

4,616,100

3,471,523

12,717,171

10,112,695
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Loss from operations

(2,429,489

)

(2,138,175

)
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(7,128,081

)

(4,144,003

)
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Interest and other income

521,226

512,828

1,511,121

1,463,904

Interest expense, net

(86,235

)

(127,950
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)

(257,427

)

(366,642

)

Net loss before income taxes

(1,994,498

)

(1,753,297

)

(5,874,387

)

(3,046,741

)
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Benefit for income taxes

(1,406,360

)

(530,587

)

(1,406,360

)

(1,020,786

)

Net loss

(588,138

)
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(1,222,710

)

(4,468,027

)

(2,025,955

)

Preferred stock dividend requirements

(348,147

)

(361,381

)

(1,052,398

)

(1,092,563
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)

Loss applicable to common shareholders

$(936,285

)

$(1,584,091

)

$(5,520,425

)

$(3,118,518

)
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Loss per share � basic and diluted

$(0.04

)

$(0.07

)

$(0.23
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)

$(0.13

)

Weighted average common shares outstanding
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23,745,206

23,618,164

23,717,845

23,577,944

See accompanying notes to condensed financial statements
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RETRACTABLE TECHNOLOGIES, INC.

CONDENSED STATEMENTS OF CASH FLOWS

(unaudited)

Nine Months
Ended

September 30, 2007

Nine Months
Ended

September 30, 2006
Cash flows from operating activities
Net loss $(4,468,027) $(2,025,955)
Adjustments to reconcile net loss to net cash provided by (used by)
operating activities:
Depreciation and amortization 1,077,370 1,089,654
Capitalized interest (132,930) (40,382)
Stock option compensation 6,478 349,103
Provision for doubtful accounts 2,242 54,969
Accreted interest 92,103 105,214
Deferred income taxes � (221,525)
(Increase) decrease in assets:
Inventories (784,702) (1,699,952)
Accounts receivable (1,284,247) 1,772,357
Income taxes receivable (1,494,412) (834,377)
Other current assets (494,227) (91,923)
Increase in liabilities:
Accounts payable 274,521 1,073,422
Other accrued liabilities 769,501 276,845

Net cash used by operating activities (6,436,330) (192,550)

Cash flows from investing activities
Purchase of property, plant, and equipment (321,961) (1,329,179)
Acquisitions of patents, trademarks, licenses, and intangibles (131,400) (4,576)

Net cash used by investing activities (453,361) (1,333,755)

Cash flows from financing activities
Repayments of long-term debt and notes payable (278,694) (302,624)
Proceeds from the exercise of stock options � 74,780
Payment of dividends on Series I and II Class B Convertible Preferred
Stock (1,053,544) �

Net cash used by financing activities (1,332,238) (227,844)

Net decrease in cash (8,221,929) (1,754,149)

Cash and cash equivalents at:
Beginning of period 46,814,689 52,513,935

End of period $38,592,760 $50,759,786

Supplemental disclosures of cash flow information:
Interest paid $298,250 $318,381

Income taxes paid $- $83,194

Edgar Filing: GLACIER BANCORP INC - Form 10-Q

50



See accompanying notes to condensed financial statements
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RETRACTABLE TECHNOLOGIES, INC.

NOTES TO CONDENSED FINANCIAL STATEMENTS

(unaudited)

1. BUSINESS OF THE COMPANY AND BASIS OF PRESENTATION

Business of the Company

Retractable Technologies, Inc. (the �Company�) was incorporated in Texas on May 9, 1994, to design, develop, manufacture and market safety
syringes and other safety medical products for the healthcare profession. The Company began to develop its manufacturing operations in 1995.
The Company�s manufacturing and administrative facilities are located in Little Elm, Texas. The Company�s primary products are the
VanishPoint® syringe in the 1cc, 3cc, 5cc and 10cc sizes, blood collection tube holders, allergy trays, and IV catheters. 
The Company has conducted preliminary clinical evaluations and worked with national distributors to encourage
healthcare facilities to transition from the use of standard syringes to the VanishPoint® syringe.

Basis of presentation

The accompanying condensed financial statements are unaudited and, in the opinion of management, reflect all adjustments that are necessary
for a fair presentation of the financial position and results of operations for the periods presented. All such adjustments are of a normal and
recurring nature. The results of operations for the periods presented are not necessarily indicative of the results to be expected for the entire year.
The condensed financial statements should be read in conjunction with the financial statement disclosures contained in the Company�s audited
financial statements filed in its Form 10-K on April 2, 2007, for the year ended December 31, 2006.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Accounting estimates

The preparation of financial statements in conformity with United States generally accepted accounting principles 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
significantly from those estimates.

Cash and cash equivalents

Edgar Filing: GLACIER BANCORP INC - Form 10-Q

52



For purposes of reporting cash flows, cash and cash equivalents include unrestricted cash and investments with original maturities of three
months or less.

Accounts receivable

The Company records trade receivables when revenue is recognized. No product has been consigned to customers. The Company�s allowance for
doubtful accounts is primarily determined by review of specific trade receivables. Those accounts that are doubtful of collection are included in
the allowance. An additional allowance has been established based on a percentage of receivables outstanding. These provisions are reviewed to
determine the adequacy of the allowance for doubtful accounts. Trade receivables are charged off when there is certainty as to their being
uncollectible. Trade receivables are considered delinquent when payment has not been made within contract terms.

6
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Inventories

Inventories are valued at the lower of cost or market, with cost being determined using a standard cost method, which approximates average
cost. A reserve is established for any excess or obsolete inventories.

Property, plant and equipment

Property, plant and equipment are stated at cost. Expenditures for maintenance and repairs are charged to operations as incurred. Cost includes
major expenditures for improvements and replacements which extend useful lives or increase capacity and interest cost associated with
significant capital additions.  Gains or losses from property disposals are included in income.

Depreciation and amortization are calculated using the straight-line method over the following useful lives: 

Production equipment 3 to 13 years
Office furniture and equipment 3 to 10 years
Buildings 39 years
Building improvements 15 years
Automobiles 7 years

Long-lived assets

The Company assesses the recoverability of long-lived assets using an assessment of the estimated undiscounted future cash flows related to
such assets. In the event that assets are found to be carried at amounts which are in excess of estimated gross future cash flows, the assets will be
adjusted for impairment to a level commensurate with a discounted cash flow analysis of the underlying assets.

Intangible assets

Intangible assets are stated at cost and consist primarily of patents, a license agreement granting exclusive rights to use patented technology, and
trademarks which are amortized using the straight-line method over 17 years.

Financial instruments
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The fair value of financial instruments is determined by reference to various market data and other valuation techniques as appropriate. The
Company believes that the fair value of financial instruments approximates their recorded values.

Concentration risks

The Company�s financial instruments exposed to concentrations of credit risk consist primarily of cash, cash equivalents and accounts receivable.
Cash balances, some of which exceed federally insured limits, are maintained in financial institutions; however, management believes the
institutions are of high credit quality. The majority of accounts receivable are due from companies which are well-established entities. As a
consequence, management considers any exposure from concentrations of credit risks to be limited.

The Company manufactures syringes in Little Elm, Texas as well as utilizing a manufacturer in China.  During the first nine months of 2007,
approximately 73.8% of the total syringes produced by or for the Company were produced in China.

7
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Revenue recognition

Revenue is recognized for sales to distributors when title and risk of ownership passes to the distributor, generally upon shipment. Revenue is
recorded on the basis of sales price to distributors, less contractual pricing allowances. Contractual pricing allowances consist of (i) rebates
granted to distributors who provide tracking reports which show, among other things, the facility that purchased the products, and (ii) a provision
for estimated contractual pricing allowances for products that the Company has not received tracking reports. Rebates are recorded when issued
and are applied against the customer�s receivable balance. The provision for contractual pricing allowances is reviewed at the end of each quarter
and adjusted for changes in levels of products for which there is no tracking report. Additionally, if it becomes clear that tracking reports will not
be provided by individual distributors, the provision is further adjusted. The estimated contractual allowance is netted against individual
distributors� accounts receivable balances for financial reporting purposes. The resulting net balance is reflected in accounts receivable or
accounts payable, as appropriate. The terms and conditions of contractual pricing allowances are governed by contracts between the Company
and its distributors. Revenue for shipments directly to end-users is recognized when title and risk of ownership passes from the Company. Any
product shipped or distributed for evaluation purposes is expensed.

Marketing fees

The Company paid Abbott Laboratories, Inc.  (�Abbott�) marketing fees for services they provided. The contracted services were to include
participation in promotional activities, development of educational and promotional materials, representation at trade shows, clinical
demonstrations, inservicing and training, and tracking reports detailing the placement of the Company�s products to end-users. Marketing fees
were accrued at the time of the sale of product to Abbott. These fees were paid after Abbott provided the Company a tracking report of product
sales to end-users. These costs were included in Sales and marketing expense in the Condensed Statements of Operations. No marketing fees
have been accrued since October 15, 2003, the date the National Marketing and Distribution Agreement with Abbott was terminated.  The
amount of the marketing fees owed will be determined by the final results of our litigation. 

Reimbursed discounts

The Company received reimbursed discounts from one of the settlement agreements reached in its federal antitrust lawsuit, Retractable
Technologies, Inc. v. Becton Dickinson & Co. (�BD�) et al.  Payments under the discount reimbursement program were recognized upon invoicing
of amounts due under the agreement provided collection was reasonably assured.  Such amounts are presented in the Condensed Statements of
Operations as a separate component of revenues.  All funds available under the discount reimbursement program were recognized by the third
quarter of 2006.

Income taxes

The Company provides for deferred income taxes in accordance with Statement of Financial Accounting Standard No. 109, Accounting for
Income Taxes (�SFAS 109�). SFAS 109 requires an asset and liability approach for financial accounting and reporting for income taxes based on
the tax effects of differences between the financial statement and tax bases of assets and liabilities, based on enacted rates expected to be in
effect when such basis differences reverse in future periods. Deferred tax assets are periodically reviewed for realizability. The Company has
established a valuation allowance for its net deferred tax assets as future taxable income cannot be reasonably assured.
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Earnings per share

The Company has adopted Statement of Financial Accounting Standards No. 128, Earnings Per Share, which establishes standards for
computing and presenting earnings per share.  Basic earnings per share is computed by dividing net earnings for the period (adjusted for any
cumulative dividends for the period) by the weighted average number of common shares outstanding during the period.  The Company�s
potentially dilutive Common Stock equivalents consist of options, convertible debt and convertible Preferred Stock and are all antidilutive for
the three and nine months ended September 30, 2007 and 2006.  Accordingly, basic loss per share is equal to diluted loss per share.
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Research and development costs

Research and development costs are expensed as incurred.

Share-based compensation

The Company has issued options under three stock-based director, officer and employee compensation plans as well as several individual option
agreements.  The two 1996 plans have terminated; however, the options continue until their expected maturity dates.  The Company adopted the
fair value recognition provisions of Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation, to all
awards granted, modified, or settled after December 31, 2001.  Awards generally vest over periods up to three years.

The Company adopted the provisions of Statement of Financial Accounting Standards No. 123 (Revised 2004) (�SFAS No. 123 R�), Share-Based
Payment, effective January 1, 2006.  It did not have a material impact on the financial statements of the Company.  In accordance with the
disclosure requirements of SFAS No. 123 R, the Company incurred the following share-based compensation costs:

Three Months
Ended

September 30, 2007

Three Months
Ended

September 30, 2006

Nine Months
Ended

September 30, 2007

Nine Months
Ended

September 30, 2006

Cost of sales $  � $894 $6,648 $55,510

Sales and marketing � 4,486 3,086 97,122

Research and development � 1,584 (7,863) 10,834

General and administrative � 5,073 4,607 185,637
$  � $12,037 $6,478 $349,103

3. INVENTORIES

Inventories consist of the following:

September 30,
2007

December 31,
2006

Raw materials $1,442,457 $1,546,288

Finished goods 5,778,025 4,889,492
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7,220,482 6,435,780
Inventory reserve (50,000) (50,000)

$7,170,482 $6,385,780
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4. INCOME TAXES

The Company�s effective tax rates (a benefit) for the three and nine months ended September 30, 2007 were 70.5% and 23.9%, respectively.  The
Company�s effective tax rates for the comparable periods last year were 30.3% and 33.5%.  The tax benefit for 2007 is the net effect of a state tax
refund for prior years that had not been previously recognized.  The effective rates in 2006 differed from the expected rates due to a reduction in
the 2006 valuation allowance for a deferred tax liability attributable to stock options and accreted interest. All other tax benefits for 2007 are
fully reserved.

In June 2006, the Financial Accounting Standards Board (�FASB�) issued Financial Interpretation No. 48, Accounting for Income Tax
Uncertainties (�FIN 48�).  FIN 48 is effective for years beginning after December 15, 2006.  FIN 48 prescribes a recognition threshold and
measurement attribute for financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return.  FIN
48 requires that a company evaluate whether it is �more-likely-than-not� that a tax position will be sustained based upon the technical merits of the
position.  Measurement of the tax position is based upon the largest amount of benefit that is greater than 50% likely of being realized upon
ultimate settlement.  The Company adopted FIN 48 on January 1, 2007.  FIN 48 had no material effect on the financial statements upon
adoption.

5. COMMITMENTS AND CONTINGENCIES

BD and MDC Investment Holdings, Inc. filed a complaint against the Company on September 6, 2007, in the United States District Court for the
Eastern District of Texas, Texarkana Division.  Plaintiffs allege that the Company�s VanishPoint® product line infringes U.S. patent nos.
6,179,812 and 7,090,656.  Plaintiffs seek a declaration of infringement, an injunction against further infringement, compensatory damages (with
interest), the costs of the litigation, and such other relief as the Court deems just and proper.  The Company believes that it has meritorious
defenses to such allegations and intends to defend this lawsuit vigorously.

6. SUBSEQUENT EVENT

The Board of Directors has approved a $4.5 million capital project to expand the warehouse and build a Clean Room. The Board also approved
the Company�s obtaining a loan for the project. The Company is in the process of finalizing the financing.

Item 2.    Management�s Discussion and Analysis of Financial Condition and Results of Operations.

FORWARD-LOOKING STATEMENT WARNING

Certain statements included by reference in this filing containing the words �could,� �may,� �believes,� �anticipates,� �intends,� �expects,� and similar such
words constitute forward-looking statements within the meaning of the Private Securities Litigation Reform Act. Any forward-looking
statements involve known and unknown risks, uncertainties, and other factors that may cause our actual results, performance, or achievements to
be materially different from any future results, performance, or achievements expressed or implied by such forward-looking statements. Such
factors include, among others, our ability to maintain liquidity, our maintenance of patent protection, the impact of current litigation, the impact
of dramatic increases in demand, our ability to quickly increase capacity in the event of a dramatic increase in demand, our ability to access the
market, our ability to maintain or lower production costs, our ability to continue to finance research and development as well as operations and

Edgar Filing: GLACIER BANCORP INC - Form 10-Q

60



expansion of production, the increased interest of larger market players, specifically Becton Dickinson & Co. (�BD�), in providing safety needle
devices, and other factors listed in Item 1A Risk Factors. Given these uncertainties, undue reliance should not be placed on forward-looking
statements.

The following discussion contains trend information and other forward-looking statements that involve a number of risks and uncertainties. Our
actual future results could differ materially from our historical results of operations and those discussed in the forward-looking statements.
Variances have been rounded for ease of reading. All period references are to the periods ended September 30, 2007 or 2006.
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OVERVIEW

We have been manufacturing and marketing our products since 1997. Our products have been and continue to be distributed nationally through
numerous distributors. However, we have been blocked from access to the market by exclusive marketing practices engaged in by BD, who
dominates the market. We believe that its monopolistic business practices continue despite its paying $100 million to settle a prior lawsuit with
us for anticompetitive practices, business disparagement, and tortious interference. Although we have made limited progress in some areas, such
as the alternate care and international markets, our volumes are not as high as they should be given the nature and quality of our product, the
federal and state legislation requiring use of safe needle devices, and various Senate Subcommittee hearings on Group Purchasing Organizations
(�GPOs�). We continue to pursue various strategies to have better access to the hospital market, as well as other markets, including attempting to
gain access to the market through our sales efforts and innovative technology. In the event we continue to have only limited market access and
the cash provided by the litigation settlements and generated from operations becomes insufficient, we would take cost cutting measures to
reduce cash requirements including, but not limited to, a reduction of units being produced, reduction of workforce, reduction of salaries of
officers and other nonhourly employees, and deferral of royalty payments.

We have several products under development.  We anticipate that such development may be completed by year end.

We are marketing more product internationally. In 2004, 2005 and 2006, we were awarded a federal contract to supply syringes to various
African countries. The first award from PATH was for 1,530,000 units. The second award was for 11,700,000 units. For the third year, we were
awarded a contract for 16,400,000 units.  Shipments of the products are generally filled over multiple quarters due principally to logistical
requirements for the orders. We are hopeful that these awards will continue to increase under this program.

Product purchases from Double Dove, a Chinese manufacturer, have enabled us to increase manufacturing capacity with little capital outlay and
provided a competitive manufactured cost. Double Dove manufactured, in the first nine months of 2007, approximately 73.8% of the total
syringes produced by or for us.  The cost of production per unit has generally declined as volumes increased.

We also have a license agreement with BTMD, a Chinese company. The factory, assembly equipment, and the related infrastructure are
substantially complete for some products.  However, there are still manufacturing processes being addressed, and, therefore, we do not believe
the required government approvals will be obtained before the end of the year.  Accordingly, we now do not expect the payment of royalties to
begin any earlier than 2008.

Historically, unit sales have increased in the latter part of the year due, in part, to the demand for syringes during the flu season.

RESULTS OF OPERATIONS

Comparison of Three Months Ended

September 30, 2007, and September 30, 2006
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Domestic sales accounted for 89.7% and 87.8% of the revenues for the three months ended September 30, 2007 and 2006, respectively.
International sales accounted for the remaining revenues. Domestic revenues increased 37.3%, principally due to higher average selling prices,
mitigated slightly by lower volumes.  The average selling price in the third quarter of 2006 was lower due to the discount program in effect at
the time.  International revenues increased 13.4% due primarily to higher volumes.  The average selling price of international products decreased
17.2%.  Overall, unit sales decreased 3.5% due to the timing of PATH orders. Domestic unit sales decreased 9.4% and international unit sales
increased 37.0% primarily due to the timing of the PATH shipments, which fluctuates from period to period. Domestic unit sales were 81.8% of
total unit sales for the three months ended September 30, 2007.
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Gross profit increased 64.0% primarily due to higher average selling prices in domestic markets.  The average cost of manufactured product sold
per unit increased by 39.0% due principally to lower production in the third quarter of 2007.  Profit margins can fluctuate depending upon,
among other things, the cost of product manufactured and the capitalized cost of product recorded in inventory, as well as product sales mix. 
The unit cost in ending inventory at September 30, 2007, should have a continuing positive effect on profit margins for the fourth quarter. 
Royalty expense decreased due to lower gross sales.

We had offered certain discounts to participating facilities through December 31, 2006.  We were reimbursed up to a cumulative amount of $8.0
million under a litigation settlement agreement. Cumulative reimbursements of $8.0 million were recorded through September 30, 2006. We
continued offering such discounts to participating facilities through the end of the year.  The discount program ended December 31, 2006. 
Accordingly, no reimbursements of discounts were received for the three months ended September 30, 2007.

Operating expenses increased 33.0% principally due to increased legal costs.  There were other increases in General and administrative costs due
to increases in compensation costs and travel and entertainment expenses, but these were offset by lower franchise taxes and a decrease in
products sent for humanitarian purposes.  Sales and marketing expense was slightly lower due to a reduction in trade show and marketing
expense.  The increases in Research and development costs were attributable to costs associated with new product development.

Loss from operations increased due principally to higher operating expenses mitigated by higher gross profits.

Our effective tax rates (a benefit for the three months ended September 30, 2007 and 2006) on the net loss before income taxes were 70.5% and
30.3% for the three months ended September 30, 2007 and 2006, respectively.  The effective tax rate for the three months ended September 30,
2007, was 70.5% due to the settlement in our favor of a state tax audit.  Loss per share declined principally due to the larger benefit for income
taxes in 2007 as compared to 2006.

Comparison of Nine Months Ended

September 30, 2007, and September 30, 2006

Domestic sales accounted for 83.6% and 86.9% of the revenues for the nine months ended September 30, 2007 and 2006, respectively. 
International sales accounted for the remaining revenues.  Domestic revenues decreased 3.1%, principally due to lower volumes, and
international revenues increased 26.7%, due to increased volumes and due to the timing of prior PATH shipments, which fluctuates from period
to period. Overall, unit sales increased 3.9%.  Domestic unit sales decreased 4.8% and international unit sales increased 34.1%.  Domestic unit
sales were 71.3% of total unit sales for the nine months ended September 30, 2007.

Gross profit decreased 6.4% primarily due to higher cost of goods sold mitigated by slightly higher revenues.  The average cost of manufactured
product sold per unit increased slightly due principally to fixed costs being spread over fewer units produced.  Profit margins can fluctuate
depending upon, among other things, the cost of product manufactured and the capitalized cost of product recorded in inventory, as well as
product sales mix.  The lower unit cost in ending inventory at September 30, 2007, should have a continuing positive effect on profit margins for
the fourth quarter.  Royalty expense decreased due to lower gross sales.
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We had offered certain discounts to participating facilities through December 31, 2006.  We were reimbursed up to a cumulative amount of $8.0
million under a litigation settlement agreement.  Cumulative reimbursements of $8.0 million were recorded through September 30, 2006. We
continued offering such discounts to participating facilities through the end of the year.  The discount program ended December 31, 2006 and no
reimbursements of discounts were received for the nine months ended September 30, 2007.

Operating expenses increased 25.8% principally due to increased legal costs.  Increased compensation and benefit costs in General and
administrative expense were negated by reductions in stock option expense, reduced
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franchise tax expense, and a decrease in products sent for humanitarian purposes.  Sales and marketing expense was slightly higher due to
increased compensation and benefits and consulting costs which were reduced by stock option expense and lower trade show and marketing
expense.  The increase in Research and development costs was principally attributable to higher compensation costs.

Loss from operations increased principally due to higher operating expenses and lower gross profit.

Our effective tax rates (a benefit for the nine months ended September 30, 2007 and 2006) on the net loss before income taxes were 23.9% and
33.5% for the nine months ended September 30, 2007 and 2006, respectively. The effective tax rate for the nine months ended September 30,
2007, was attributable to the net effect of a state tax refund for prior years that had not been previously recognized.

Our balance sheet remains strong with cash making up 58.4% of total assets.  Working capital was $45.6 million at September 30, 2007, a
decrease of $5.3 million from December 31, 2006.  The current ratio was 8.4 at December 31, 2006, and 6.7 at September 30, 2007.  The quick
ratio decreased from 7.5 at December 31, 2006, to 5.8 at September 30, 2007.  These indicators continue to demonstrate a strong financial
position.  The liability for Accrued royalties paid to a shareholder was lower at the end of the year due to the payment of the fourth quarter
royalties before the end of the year. This allowed us to include that payment as a loss carryback in 2006.

Approximately $6.4 million in cash flow was used by operating activities.  $2.8 million of that amount was due to increases in accounts
receivable and income taxes receivable.  The remaining uses of cash were for payment of dividends and capital costs incurred for the acquisition
of plant, property and equipment and intangible assets, and the repayment of long-term debt.

LIQUIDITY AND FUTURE CAPITAL REQUIREMENTS

Historical Sources of Liquidity

We have historically funded operations primarily from proceeds from private placements, loans, and litigation efforts. We were capitalized with
approximately $52.6 million raised from six separate private placement offerings. We also funded operations through loans aggregating over
$15.0 million. We received cash payments of $88.5 million and discount reimbursements of $8.0 million from litigation settlements.

Internal Sources of Liquidity

Margins and Market Access

In early 2004 we began to receive shipment of product from Double Dove. We believe as we receive and produce greater quantities our unit cost
of goods sold could decrease.  We believe, if we have market access, our profit margins, for the long-term, could increase as margins tend to
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improve with additional sales and higher production levels. To be profitable from operations we would need minimal access to hospital markets
which has been difficult to obtain due to the monopolistic marketplace which was the subject of our prior lawsuit against BD. We will continue
to attempt to gain access to the market through our sales efforts and innovative technology.

The mix of domestic and international sales affects the average sales price of our products. Generally, the higher the ratio of domestic sales to
international sales, the higher the average sales price will be. Typically international sales are shipped directly from China. Purchases of product
manufactured in China, if available, usually decrease the average cost of manufacture for all units as domestic costs, such as indirect labor and
overhead, remain relatively constant. The number of units produced by us and manufactured in China can have a significant effect on the
carrying costs of inventory as well as cost of sales. We will continue to evaluate the appropriate mix of products manufactured domestically and
those manufactured in China to achieve economic benefits as well as to maintain our domestic manufacturing capability. Currently,
approximately 26.2% of our syringes are produced domestically.
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Seasonality

Historically, unit sales have increased in the latter part of the year due, in part, to the demand for syringes during the flu season.

Licensing Agreement

We entered into a License Agreement with BTMD as of May 13, 2005, which was approved by the People�s Republic of China (the �PRC�) on
August 1, 2005. We have granted to BTMD a limited exclusive license to manufacture and a limited exclusive right to sell syringes in the PRC
having retractable needles that incorporate our technology for a term of three years. This License Agreement is subject to the Technology
License Agreement dated June 23, 1995, between Mr. Thomas J. Shaw, our founder and CEO, as licensor and us, as licensee. Accordingly, 5%
of the licensing proceeds we receive from BTMD will be paid under the Technology License Agreement. BTMD has agreed to manufacture and
sell these products in the PRC and to pay us a quarterly royalty of two and one-half cents per unit on 1/2 cc, 3 cc, and 5 cc syringes and a royalty
of three and one-half cents per unit on 1 cc and 10 cc syringes.  The factory, assembly equipment, and the related infrastructure are substantially
complete for some products.  However, there are still manufacturing processes being addressed. The facility should be operational by the end of
the year.  However, we do not expect the required governmental approvals to be obtained this year.  Accordingly, we now do not expect the
payment of royalties to begin any earlier than 2008.

The obligation to pay the royalties continues even if any and all of our patent rights in the PRC are found to be invalid or unenforceable for any
reason. We have the right, but not the obligation, to terminate the agreement if we have not received certain royalty payments.  We had the right
to terminate the agreement in 2006 because we did not receive royalty payments for at least 25,000,000 units.  We have the right to terminate the
agreement if we do not receive royalty payments for at least 50,000,000 units in 2007 or 100,000,000 units per year for each year thereafter.  We
have not received royalties under this agreement; however, we do not plan to terminate the agreement at this time and will continue to work with
BTMD to facilitate production.

Cash Requirements

Due to prior litigation settlements, we have sufficient cash reserves and intend to rely on operations, cash reserves, and debt financing as the
primary ongoing sources of cash. In the event we continue to have only limited market access and cash generated from operations becomes
insufficient to support operations, we would take cost cutting measures to reduce cash requirements. Such measures could result in reduction of
units being produced, reduction of workforce, reduction of salaries of officers and other nonhourly employees, and deferral of royalty payments.

External Sources of Liquidity

We have obtained several loans from the inception of the Company, which have, together with the proceeds from sales of equities and litigation
efforts, enabled us to pursue development and production of our products. Currently we believe we could obtain additional funds through loans
if needed. Furthermore, the shareholders previously authorized an additional 5,000,000 shares of a Class C Preferred Stock that could, if
necessary, be designated and used to raise funds through the sale of equity.

Edgar Filing: GLACIER BANCORP INC - Form 10-Q

68



CAPITAL RESOURCES

The Board of Directors has approved a $4.5 million capital project to expand the warehouse and build a Clean Room. The Board also approved
our obtaining financing for the project. We are in the process of finalizing the financing.
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Item 3.        Quantitative and Qualitative Disclosures about Market Risk.

None.

Item 4.        Controls and Procedures.

Pursuant to paragraph (b) of Rule 13a-15 or Rule 15d-15 of the Securities Exchange Act of 1934 (the �Exchange Act�) and on November 12,
2007, our President, Chairman, and Chief Executive Officer, Thomas J. Shaw (the �CEO�), and our Vice President and Chief Financial Officer,
Douglas W. Cowan (the �CFO�), acting in their capacities as our principal executive and financial officers, evaluated the effectiveness of our
disclosure controls and procedures, as defined in Rule 13a-15(e) or Rule 15d-15(e) under the Exchange Act, and concluded that, as of September
30, 2007, and based on the evaluation of these controls and procedures as required by paragraph (b) of Rule 13a-15 or Rule 15d-15 under the
Exchange Act, there were no significant deficiencies in these procedures. The CEO and CFO concluded that our disclosure controls and
procedures are effective.

There have been no changes in our internal controls over financial reporting identified in connection with the evaluation required by paragraph
(d) of Rule 13a-15 or Rule 15d-15 under the Exchange Act that occurred during the third fiscal quarter that has materially affected, or is
reasonably likely to materially affect, our internal controls over financial reporting.

PART II-OTHER INFORMATION

Item 1.    Legal Proceedings.

We filed a lawsuit against BD on June 15, 2007.  Please see Exhibit No. 99 to our Form 8-K filed on June 19, 2007.

BD and MDC Investment Holdings, Inc. filed a complaint against us on September 6, 2007, in the United States District Court for the Eastern
District of Texas, Texarkana Division.  Plaintiffs allege that our VanishPoint® product line infringes U.S. patent nos. 6,179,812 and 7,090,656. 
Plaintiffs seek a declaration of infringement, an injunction against further infringement, compensatory damages (with interest), the costs of the
litigation, and such other relief as the Court deems just and proper.  We believe that we have meritorious defenses to such allegations and we
intend to defend this lawsuit vigorously.

Item 1A.     Risk Factors.

There were no material changes in risk factors applicable to the Company as set forth in our Form 10-K annual report for 2006 which was filed
on April 2, 2007, and which is available on EDGAR, other than the following:
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Most international sales are filled by production from Double Dove.  In the event that we were unable to purchase such product from Double
Dove, we would need to find an alternative supplier to avoid a disruption in supply.    For the first nine months of 2007, approximately 73.8% of
our total syringe production was provided by Double Dove.

Item 2.        Unregistered Sales of Equity Securities and Use of Proceeds.

Unregistered Sales of Equity Securities and Use of Proceeds

One non-accredited investor converted 6,250 shares of Series V Class B Convertible Preferred Stock on a one for one basis for no additional
consideration.
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Working Capital Restrictions and Limitations on the Payment of Dividends

The certificates of designation for each of the outstanding series of Class B Convertible Preferred Stock each provide that, if a dividend upon
any shares of Preferred Stock is in arrears, no dividends may be paid or declared or any other distribution made upon any stock ranking junior to
such stock, and generally no such junior stock may be redeemed.  Currently, the dividends on all outstanding Preferred Stock are in arrears.

We maintain cash for use as collateral for letters of credit we provide from time to time to enable, among other things, the purchase of product
from China. As of September 30, 2007, we had no funds held as restricted cash for such purposes.  The Board of Directors has authorized
management to borrow and incur indebtedness in the form of letters of credit in an aggregate amount, at any one time, of $5,000,000.

Item 3.        Defaults Upon Senior Securities.

Series I Class B Convertible Preferred Stock

As of the nine months ended September 30, 2007, the amount of dividends in arrears was $55,000 and the total arrearage was $281,000.

Series II Class B Convertible Preferred Stock

As of the nine months ended September 30, 2007, the amount of dividends in arrears was $169,000 and the total arrearage was $847,000.

Series III Class B Convertible Preferred Stock

As of the nine months ended September 30, 2007, the amount of dividends in arrears was $100,000 and the total arrearage was $2,953,000.

Series IV Class B Convertible Preferred Stock

As of the nine months ended September 30, 2007, the amount of dividends in arrears was $415,000 and the total arrearage was $6,339,000.

Series V Class B Convertible Preferred Stock
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As of the nine months ended September 30, 2007, the amount of dividends in arrears was $314,000 and the total arrearage was $2,796,000.

Item 4.       Submission of Matters to a Vote of Security Holders.

The 2007 Annual Meeting of Stockholders (the �Annual Meeting�) was held on September 28, 2007, at 10:00 a.m., CST.  The purpose of the
meeting was to elect two Class 1 Directors.

Of the 23,744,164 shares of Common Stock entitled to vote, 21,667,272 shares were represented in person or by proxy at the Annual Meeting,
which is more than the 11,872,082 required to constitute a quorum.  Accordingly, the election of two Class 1 Directors was put to a vote and the
results were as follows:

Nominees For Withheld

Marco Laterza 20,726,511 940,761
Jimmie Shiu 20,696,783 970,489
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Accordingly, Mr. Laterza and Dr. Shiu were elected as Class 1 Directors to serve until our 2009 Annual Meeting.  As of the adjournment of the
Annual Meeting, the Board of Directors consisted of the following members:

Marco Laterza Class 1 Director
Jimmie Shiu Class 1 Director
Thomas J. Shaw Class 2 Director
Steven R. Wisner Class 2 Director
Douglas W. Cowan Class 2 Director
Clarence Zierhut Class 2 Director
Marwan Saker Class 2 Director

Item 6.        Exhibits.

Exhibit No. Description of Document

31.1 Certification of Principal Executive Officer

31.2 Certification of Principal Financial Officer

32 Certification Pursuant to 18 U.S.C. Section 1350

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

DATE:  November 14, 2007 RETRACTABLE TECHNOLOGIES, INC.
      (Registrant)

BY:   s/ Douglas W. Cowan
DOUGLAS W. COWAN
VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER
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