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Dear Shareholders:

| am pleased to report that net income for 2013 increased 76% over 2012 and is &t its highest level since 2007. For 2013, Hawthorn reported
anet profit of $5.0 million compared to $2.8 million for 2012. Asaresult of higher earnings and repayment of the Company’ s U.S. Treasury
debt, income available to common shareholders increased for 2013 to $4.4 million, or $0.87 per diluted common share, compared to $1.0
million, or $0.21 per diluted common share for 2012.

Our improved earnings performance in 2013 was primarily the result of continued improvement in asset quality which allowed us to reduce
our loan loss provision. The provision for loan losses for 2013 was $2.0 million compared to $8.9 million for 2012. Non-performing loans
decreased $4.1 million to 4.21% of total loans at December 31, 2013, from 4.65% at December 31, 2012. During the year, net charge-offs
were $3.2 million compared to $7.9 million for 2012, when the alowance for loan | osses at December 31, 2013 was $13.7 million, or 1.63%
of outstanding loans, and 38.84% of non-performing loans compared to December 31, 2012, where the allowance for loan losses was $14.8
million, or 1.75% of outstanding loans, and 37.70% of non-performing loans. As we eval uate our |oan portfalio, we are seeing many positive
trends including stabilization in our problem assets. A significant portion of our reserves is specifically allocated to loans of customers who
are working through their financial problems.

Net interest income for 2013 was $39.3 million compared to $41.2 million for 2012. While the decrease continues to be the result of the
historically low rate environment and growing competition for quality loans, our net interest margin has remained healthy. On a tax
equivaent basis, Hawthorn’s net interest margin for 2013 was 3.72% compared to 3.84% for 2012. The lower net interest margin for 2013
was primarily the result of reduced average earning assets and continued net interest margin contraction.

Non-interest income for 2013 was $10.1 million compared to $9.7 million for 2012. The increase is primarily the result of a $1.3 million
positive variance in rea estate servicing income related to changes in the fair value of mortgage servicing rights and $0.8 million of gains
realized on the sale of investment securities. These positive changes were partialy offset by lower refinancing activity in our home mortgage
area which impacted both the volume of loans sold and the related gains recognized. Non-interest expense for 2013 was $40.8 million
compared to $38.7 million for 2012. The largest contributor to the increase resulted from higher expense valuation write-downs on
foreclosed assets.

On May 15, 2013, Hawthorn Bancshares' exited participation in the U.S. Treasury's Capital Purchase Program (commonly called TARP) by
repaying the outstanding $18.3 million debt. Repayment of the TARP funds reflected Hawthorn Bancshares financial strength as it was
made without borrowing funds or raising additional capital. Capital levels at December 31, 2013 continue to exceed regulatory well
capitalized thresholds at 8.80% leverage capita and 15.33% total risk-based capital.

While 2013 was certainly better than 2012, | am till not satisfied with our performance. We must continue to improve upon the 2013 0.43%
return on average assets and 5.95% return on average common equity. As an investor, director and executive officer, | am committed to
maintaining strong asset quality, improving earnings performance, sustaining sound and proper capita levels and paying regular dividends.

With the increase in regulatory requirements, consolidation in the financial services industry may present expansion opportunities.
Hawthorn Bancshares' future is bright and you should feel confident about your investment. Your bankers are highly professional and |
respect their talentsimmensely. On behalf of your Board and M anagement team, thank you for your continued trust and confidence.

Sincerely,

David T. Turner,
Chairman & Chief Executive Officer



A WORD CONCERNING FORWARD-LOOKING STATEMENTS

This report contains certain forward-looking statements with respect to the financial condition, results of operations, plans,
objectives, future performance and business of the Company, Hawthorn Bancshares, Inc., and its subsidiaries, including,
without limitation:

e statementsthat arenot historical in nature, and

o statements preceded by, followed by or that include the words believes, expects, may, will, should, could,
anticipates, estimates, intends or similar expressions.

Forward-looking statements are not guarantees of future performance or results. They involve risks, uncertainties and
assumptions. Actual results may differ materially from those contemplated by the forward-looking statements due to, among
others, the following factors:

e competitive pressures among financial services companies may increase significantly,

e changesin theinterest rate environment may reduce interest margins,

e general economic conditions, either nationally or in Missouri, may be less favorable than expected and may
adversely affect the quality of our loans and other assets,

e increases in non-performing assets in the Company’s loan portfolios and adverse economic conditions may
necessitate increases to our provisions for loan 10sses,

e costs or difficulties related to the integration of the business of the Company and its acquisition targets may be
greater than expected,

o legidative or regulatory changes may adversely affect the business in which the Company and its subsidiaries are
engaged, and

e changes may occur in the securities markets.

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, or the Dodd-Frank Act, was enacted on
July 21, 2010. Provisions of the Act address many issues including, but not limited to, capital, interchange fees, compliance
and risk management, debit card overdraft fees, the establishment of a new consumer regulator, healthcare, incentive
compensation, expanded disclosures and corporate governance. While many of the new regulations under the Act are
expected to primarily impact financia institutions with assets greater than $10 billion, the Company expects these new
regulations could reduce revenues and increase expenses in the future. Management is currently assessing the impact of the
Act and of the regulations anticipated to be promulgated under the Act.

We have described under the caption Risk Factors in the Company’'s Annual Report on Form 10-K for the year ended
December 31, 2013, and in other reports filed with the SEC from time to time, additional factors that could cause actual
results to be materially different from those described in the forward-looking statements. Other factors that have not been
identified in this report could also have this effect. You are cautioned not to put undue reliance on any forward-looking
statement, which speak only as of the date they were made.



HAWTHORN BANCSHARES, INC.
MANAGEMENT'S DISCUSSION AND ANALY SIS OF
CONSOLIDATED FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

Through the branch network of its subsidiary bank, the Company, with $1.1 billion in assets at December 31, 2013,
provides a broad range of commercial and personal banking services, including certificates of deposit, individua retirement
and other time deposit accounts, checking and other demand deposit accounts, interest checking accounts, savings accounts,
and money market accounts. The Company also provides a wide range of lending services, including real estate, commercial,
installment, and other consumer loans. Other financial services that the Company provides include automated teller
machines, trust services, credit-related insurance, and safe-deposit boxes. The geographic areas in which the Company
provides products and services include the communities in and surrounding Jefferson City, Clinton, Warsaw, Springfield,
Branson, and Lee's Summit, Missouri.

The Company's primary source of revenue is net interest income derived primarily from lending and deposit taking
activities. A secondary source of revenue is investment income. The Company also derives income from trust, brokerage,
credit card and mortgage banking activities and service charge income.

Much of the Company's business is commercial, commercial rea estate development, and mortgage lending. The
Company has experienced soft loan demand in the communities within which we operate during the current economic
dowdown. The Company's income from mortgage brokerage activities is directly dependent on mortgage rates and the level
of home purchases and refinancings.

The success of the Company's growth strategy depends primarily on the ability of its banking subsidiary to generate
an increasing level of loans and deposits at acceptable risk levels and on acceptable terms without significant increases in
non-interest expenses relative to revenues generated. The Company's financial performance also depends, in part, on its
ability to manage various portfolios and to successfully introduce additional financial products and services by expanding
new and existing customer relationships, utilizing improved technology, and enhancing customer satisfaction. Furthermore,
the success of the Company's growth strategy depends on its ability to maintain sufficient regulatory capital levels during
periods in which general economic conditions are unfavorable and despite economic conditions being beyond its control.

The Company’s subsidiary bank, Hawthorn Bank (Bank), is a full-service bank conducting a general banking
business, offering its customers checking and savings accounts, debit cards, certificates of deposit, safety deposit boxes and a
wide range of lending services, including commercial and industrial loans, residential rea estate loans, single payment
personal loans, installment loans and credit card accounts. In addition, the Bank provides trust services.

The deposit accounts of the Bank are insured by the Federal Deposit Insurance Corporation (FDIC) to the extent
provided by law. The operations of the Bank are supervised and regulated by the FDIC and the Missouri Division of Finance.
Periodic examinations of the Bank are conducted by representatives of the FDIC and the Missouri Division of Finance. Such
regulations, supervison and examinations are principally for the benefit of depositors, rather than for the benefit of
shareholders. The Company is subject to supervision and examination by the by the Board of Governors of the Federal
Reserve System.



SELECTED CONSOLIDATED FINANCIAL DATA

The following table presents selected consolidated financial information for the Company as of and for each of the
yearsin the five-years ended December 31, 2013. The selected consolidated financial data should be read in conjunction with
the Consolidated Financial Statements of the Company, including the related notes, presented el sawhere herein.

| ncome Statement Data

(In thousands, except per share data) 2013 2012 2011 2010 2009
Interest income $ 45665 $ 49114 $ 53469 $ 58,739 $ 63,562
Interest expense 6,342 7,905 10,853 15,753 22,974
Net interest income 39,323 41,209 42,616 42,986 40,588
Provision for loan |osses 2,030 8,900 11,523 15,255 8,354
Net interest income after

provision for loan |0sses 37,293 32,309 31,093 27,731 32,234
Non-interest income 10,088 9,700 9,200 10,481 10,702
Gain on sale of investment securities 778 26 0 0 606
Tota non-interest income 10,866 9,726 9,200 10,481 11,308
Non-interest expense 40,763 38,667 36,845 44,851 36,730
Income (loss) before income taxes 7,396 3,368 3,448 (6,639) 6,812
Income tax expense (benefit) 2422 546 591 (3,087) 1,856
Net income (10ss) 4974 2,822 2,857 (3,552) 4,956
Preferred stock dividends 337 1,125 1,513 1,513 1517
Accretion of discount on preferred stock 278 659 476 476 477
Net income (loss) available to

common shareholders $ 4359 $ 1038 $ 868 $ (5541) $ 2962
Dividends on Common Stock
Declared $ 988 $ 949 $ 913 $ 1136 $ 2,270
Paid 978 940 904 1,385 2,666
Per Share Data
Basic earnings (10ss) per common share $ 087 $ 021 $ 017 $ (L10) $ 0.59
Diluted earnings (loss) per common share 0.87 0.21 0.17 (1.10) 0.59
Basic weighted average shares of

common stock outstanding 5,032,679 5,032,679 5,032,679 5,032,679 5,032,679
Diluted weighted average shares of

common stock outstanding 5,032,679 5,032,679 5,032,679 5,032,679 5,032,679




(In thousands) 2013 2012 2011 2010 2009

Balance Sheet Data (at year end)

Total assets $ 1,140,122 $ 1,181,606 $ 1171161 $ 1,200,172 $ 1236471
Loans 839,547 846,984 842,930 898,472 991,614
Investment securities 205,985 200,246 213,806 178,978 152,927
Total deposits 956,471 991,275 958,224 946,663 956,323
Subordinated notes 49,486 49,486 49,486 49,486 49,486
Federal Home Loan Bank advances 24,000 20,126 28,410 66,986 79,317
Common stockhol ders' equity 74,380 74,243 73,258 72,647 79,406
Total stockholders equity 74,380 92,220 102,576 101,488 107,771
Balance Sheet Data (aver age balances)
Total assets $ 1,159,127 $ 1,176,384 $ 1,187,410 $ 1,236,841 $ 1,258,381
Loans 833,522 843,022 865,214 949,457 1,002,830
Investment securities 220,524 220,832 209,077 165,213 151,907
Total deposits 978,063 971,767 957,965 967,970 977,826
Subordinated notes 49,486 49,486 49,486 49,486 49,486
Federal Home Loan Bank advances 23,256 27,961 42,230 70,456 78,626
Common stockholders' equity 73,259 74,245 75,390 80,735 79,828
Total stockholders equity 79,875 96,176 104,455 109,323 107,938
Key Ratios
Earnings Ratios
Return (loss) on average total assets 043 % 024 % 024 % (0.29) % 0.39 %
Return (loss) on average

common stockholders' equity 5.95 1.40 115 (6.86) 371
Efficiency ratio (3) 81.22 75.91 7111 83.89 70.78
Asset Quality Ratios
Allowance for loan losses to loans 163 % 175 % 164 % 1.62 % 149 %
Nonperforming loans to loans (1) 421 4.65 6.37 6.27 4.27
Allowance for loan losses to

nonperforming loans (1) 38.84 37.70 25.73 25.87 34.94
Nonperforming assets to loans

and foreclosed assets (2) 5.87 7.23 811 7.71 5.08
Net |oan charge-offs to average loans 0.38 093 1.42 163 0.62
Capital Ratios
Average stockholders' equity to

averagetotal assets 6.89 % 8.18 % 8.80 % 884 % 858 %
Period-end common stockholders equity to

period-end assets 6.52 6.28 6.26 6.05 6.42
Period-end stockholders' equity to

period-end assets 6.52 7.80 8.76 8.46 8.72
Total risk-based capital ratio 15.33 16.83 18.03 17.05 16.49
Tier 1 risk-based capital ratio 11.40 13.58 15.16 14.25 14.01
Leverageratio 8.80 10.37 11.52 11.00 11.35

(1) Nonperforming loans consist of nonaccrual loans, troubled debt restructurings, and |oans contractually past due 90 days or more and
still accruing interest.

(2) Nonperforming assets consist of nonperforming loans and forecl osed assets.

(3) Efficiency ratio is calculated as non-interest expense as a percentage of revenue. Tota revenue includes net interest income and non-
interest income.



CRITICAL ACCOUNTING POLICIES

The following accounting policies are considered most critical to the understanding of the Company’s financial
condition and results of operations. These critical accounting policies require management’s mast difficult, subjective and
complex judgments about matters that are inherently uncertain. Because these estimates and judgments are based on current
circumstances, they may change over time or prove to be inaccurate based on actual experiences. In the event that different
assumptions or conditions were to prevail, and depending upon the severity of such changes, the possibility of a materially
different financia condition and/or results of operations could reasonably be expected. The impact and any associated risks
related to the Company’s critical accounting policies on its business operations are discussed throughout Management’s
Discussion and Analysis of Financial Condition and Results of Operations, where such policies affect the reported and
expected financial results.

Allowance for Loan Losses

Management has identified the accounting policy related to the allowance for loan losses as critica to the
understanding of the Company's results of operations, since the application of this policy requires significant management
assumptions and estimates that could result in materially different amounts to be reported if conditions or underlying
circumstances were to change. Further discussion of the methodology used in establishing the allowance and the impact of
any associated risks related to these policies on the Company’ s business operations is provided in Note 1 to the Company's
consolidated financial statements and is also discussed in the Lending and Credit Management section below. Many of the
loans are deemed collateral dependent for purposes of the measurement of the impairment loss, thus the fair value of the
underlying collateral and senstivity of such fair values due to changing market conditions, supply and demand, condition of
the collateral and other factors can be volatile over periods of time. Such volatility can have an impact on the financial
performance of the Company.

Income Taxes

Income taxes are accounted for under the asset / liability method by recognizing the amount of taxes payable or
refundable for the current period and deferred tax assets and liabilities for future tax consequences of events that have been
recognized in the Company’s financial statements or tax returns. Judgment is required in addressing the Company’s future
tax consequences of events that have been recognized in the consolidated financial statements or tax returns such as
realization of the effects of temporary differences, net operating loss carry forwards and changes in tax laws or interpretations
thereof. A valuation alowance is established when in the judgment of management, it is more likely than not that such
deferred tax assets will not become realizable. In this case, the Company would adjust the recorded value of the deferred tax
asset, which would result in a direct charge to income tax expense and earnings in the period that the determination was
made. Likewise, the Company would reverse the valuation allowance when it is expected to realize the deferred tax asset.
Critical to the assessment is the Company’s estimates and judgments related to future taxable income which is based on
historical financia performance and assumptions related to the forecasts of future performance. In addition, the Company is
subject to the continuous examination of its tax returns by the Internal Revenue Service and other taxing authorities. The
Company accrues for penalties and interest related to income taxes in income tax expense. As of December 31, 2013, the
Company has not recognized any tax liabilities or any interest or penalties in income tax expense related to uncertain tax
positions.

Other Real Estate Owned and Repossessed Assets

Other redl estate owned and repossessed assets consist of loan collateral that has been repossessed through
foreclosure. This collateral is comprised of commercia and residential real estate and other non-real estate property,
including autos, manufactured homes, and construction equipment. Other real estate owned assets are initially recorded as
held for sale at the fair value of the collateral less estimated selling costs. Any adjustment is recorded as a charge-off against
the allowance for loan losses. The Company relies on external appraisals and assessment of property values by internal staff.
In the case of non-real estate collateral, reliance is placed on a variety of sources, including external estimates of value and
judgment based on experience and expertise of internal specialists. Subsequent to foreclosure, valuations are updated
periodically, and the assets may be written down to reflect a new cost basis. The write-downs are recorded as other real estate
expense, net. The Company establishes a valuation allowance related to other real estate owned on an asset-by-asset basis.
The valuation allowance is created during the holding period when the fair value less cost to sdll islower than the cost of the

property.



RESULTS OF OPERATIONSANALYSS

The Company has prepared all of the consolidated financial information in thisreport in accordance with accounting
principles generally accepted in the United States of America (U.S. GAAP). In preparing the consolidated financial
statementsin accordance with U.S. GAAP, the Company makes estimates and assumptions that affect the reported amount of
assets and liabilities, disclosure of contingent assets and liabilities a the date of the financial statements, and the reported
amounts of revenue and expenses during the reporting period. There can be no assurances that actual results will not differ
from those estimates.

$ Change % Change

(In thousands) 2013 2012 2011 '13-'12 '12-'11 '13-'12 '12-'11
Net interest income $ 39,323 $ 41,209 $ 42616 $  (1,886) $ (1,407) (4.6) % (33) %
Provision for loan losses 2,030 8,900 11,523 (6,870) (2,623) (7172 (22.8)
Noninterest income 10,088 9,700 9,200 388 500 4.0 5.4
Investment securities

gains, net 778 26 - 752 26 NM NM
Total noninterest income 10,866 9,726 9,200 1,140 526 117 5.7
Noninterest expense 40,763 38,667 36,845 2,096 1,822 5.4 49
Income (loss) before

income taxes 7,396 3,368 3,448 4,028 (80) (119.6) (2.3)
Incometax expense 2,422 546 591 1,876 (45) (343.6) (7.6)
Net income $ 4074 § 282 § 2857 § 2152 § (%) 763 % (12 %
Preferred stock dividends 337 1,125 1,513 (788) (388) (70.0) (25.6)
Accretion of discount on

preferred stock 278 659 476 (381) 183 (57.8) 384
Net income available

to common shar eholder s $ 4359 ¢ 1038 $ 868 ¢ 3321 $ 170 3199 % (19.6) %

Business Events On December 19, 2008, the Company announced its participation in the U.S. Treasury
Department’s Capita Purchase Program (CPP), a voluntary program that provides capital to financially healthy banks.
Participation in this program included the Company’ s issuance of 30,255 shares of senior preferred stock (with a par value of
$1,000 per share) and a ten year warrant to purchase approximately 287,133 shares of common stock. On May 9, 2012, the
Company redeemed 12,000 of the 30,255 shares of preferred stock issued under the U.S. Treasury’'s CPP program, and on
May 15, 2013, the remaining 18,255 shares were redeemed.

On June 11, 2013 the common stock warrant issued under the U.S Treasury Department’s CPP program was
repurchased by the Company pursuant to a letter agreement between the Treasury and the Company for a total repurchase
price of $540,000, or $1.88 per warrant share. The repurchase price was based on the fair market value of the warrant as
agreed upon by the Company and the Treasury. The repurchase of the warrant ends the Company’s participation in the U.S
Treasury Department’s CPP.

For the fifth consecutive year, on July 1, 2013, the Company distributed a four percent stock dividend to common
shareholders of record at the close of business on June 15, 2013. For all periods presented, share information, including basic
and diluted earnings per share, has been adjusted retroactively to reflect the stock dividend.

Consolidated net income of $5.0 million for the year ended December 31, 2013 increased $2.2 million compared to
a consolidated net income of $2.8 million for the year ended December 31, 2012. Net income available to common
shareholders for the year ended December 31, 2013 was $4.4 million, or $0.87 per diluted common share, compared to net
income available to common shareholders of $1.0 million, or $0.21 per diluted common share for the year ended December
31, 2012. For the year ended December 31, 2013, the return on average assets was 0.43%, the return on average common
stockholders equity was 5.95%, and the efficiency ratio was 81.22%. The lower level of dividends and accretion on
preferred stock for the year ended December 31, 2013 resulted from the Company' s redemption of the remaining 18,255
shares of preferred stock issued under the U.S. Treasury’s CPP program on May 15, 2013.

For the year ended December 31, 2012, consolidated net income was $2.8 million compared to $2.9 million for the
year ended December 31, 2011. For the year ended December 31, 2012, net income available to common shareholders was
$1.0 million, or $0.21 per diluted common share, compared to net income available to common shareholders of $868,000 or
$0.17 per diluted common share, for the year ended December 31, 2011. On May 9, 2012, the Company redeemed 12,000 of
the 30,255 shares of preferred stock issued und the U.S. Treasury’s CPP program. Related to these shares was an additional
$300,000 of accretion that was recognized at the time of the redemption. For the year ended December 31, 2012, the return
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on average assets was 0.24%, the return on average common stockholders equity was 1.40%, and the efficiency ratio was
75.91%.

Net interest income decreased 4.6% to $39.3 million for the year ended December 31, 2013 compared to $41.2
million for the year ended December 31, 2012. For the year ended December 31, 2012, net interest income decreased 3.3% to
$41.2 million compared to $42.6 million for the year ended December 31, 2011. These decreases were primarily due to lower
average earning asset levels and continued contraction of the net interest margin resulting from the prolonged low interest
rate environment. The net interest margin decreased to 3.72% for the year ended December 31, 2013, compared to 3.84% and
3.92% for the years ended December 31, 2012 and 2011, respectively.

The lower provision for loan losses for the year ended December 31, 2013 compared to the years ended December
31, 2012 and 2011, respectively, was primarily a result of the improving credit qudity in the Company’s historical loss
analysis and reduced levels of nonperforming loans. Net charge-offs for the year ended December 31, 2013, were $3.2
million, or 0.38% of average loans compared to $7.9 million, or 0.93% of average loans for the year ended December 31,
2012, and $12.3 million, or 1.42% of average loans for the year ended December 31, 2011. Non-performing assets were
4.40% of total assets at December 31, 2013 compared to 5.33% at December 31, 2012, and 5.95% at December 31, 2011.

Non-interest income increased $1.1 million, or 11.7%, for the year ended December 31, 2013 compared to the year
ended December 31, 2012, and increased $526,000, or 5.7%, for the year ended December 31, 2012, compared to the year
ended December 31, 2011. These changes are discussed in greater detail below under Non-interest Income.

Non-interest expense increased $2.1 million, or 5.4%, for the year ended December 31, 2013 compared to the year
ended December 31, 2012, and increased $1.8 million, or 4.9%, for the year ended December 31, 2012, compared to the year
ended December 31, 2011. These increases are discussed in greater detail below under Non-interest Expense.

Average Balance Sheets

Net interest income is the largest source of revenue resulting from the Company' s lending, investing, borrowing,
and deposit gathering activities. It is affected by both changes in the level of interest rates and changes in the amounts and
mix of interest earning assets and interest bearing liabilities. The following table presents average balance sheets, net interest
income, average yields of earning assets, average costs of interest bearing liabilities, net interest spread and net interest
margin on afully taxable equivalent basis for each of the yearsin the three year periods ended December 31, 2013, 2012, and
2011, respectively.



(Inthousands) 2013 2012 2011
Interest Rate Interest Rate Interest Rate
Average I'ncome/ Earned/ Average Income/ Earned/ Average Income/ Earned/
Balance Expense(1) Paid(1) Balance Expense(1) Paid(1) Balance Expense(1) Paid(1)

ASSETS
Loans: (2) (4)
Commercial $ 131,738 $ 6,475 492 o $ 127,035 $ 6,621 521 o $ 127572 $ 6,952 545 o,
Redl estate construction - residential 23856 1,062 445 21471 1,19 557 30,171 1,704 5.65
Redl estate construction - commercial 47490 2217 467 43224 1872 433 50,374 2255 448
Red estate mortgage - residential 219,317 11,036 503 219,045 11,719 535 203,587 11,619 571
Red estate mortgage - commerdial 388,134 18,970 489 404,462 20,856 5.16 423682 22,884 5.40
Consumer 22,987 1,447 6.29 27,785 1,798 6.47 29,828 2,057 6.90
Total loans $ 833522 $ 41,207 494 o $ 843022 $ 44,062 523 % $ 865214 $ 47471 549 o,
I nvestment securities: (3)
U.S. treasury $ 1378 $ 20 145 % $ 2048 $ 3 161 % $ 1754 $ 29 165 %
Government sponsored enterprises 66,771 814 122 70,787 998 141 63,089 1,240 197
Asset backed securities 117,496 2,714 231 113,749 3025 2.66 111,859 3551 317
State and municipal 34879 1,303 374 34,248 1,398 408 32,375 1573 486
Total investment securities $ 220524 $ 4,851 220 4 $ 220832 $ 5454 247 o $ 209,077 $ 6,393 306 o
Restricted investments 4,027 82 2,04 4,287 102 2.38 5,091 156 3.06
Federal funds sold and interest bearing

denositsin other financial ingtitutions 13,975 37 0.26 18,255 46 0.25 22,362 58 0.26
Total interest earning assets $ 1072048 $ 46,177 431 o $ 1,0863%6 $ 49,664 457 o $ 1101744 $ 54,078 491 o,
All other assets 102,076 105,129 99,216
Allowance for |oan losses (14,997 (15,141) (13,550
Total assets $ 1159127 $ 1176384 $ 1187410
LIABILITIESAND
STOCKHOLDERS EQUITY
NOW accounts $ 189,610 $ 504 027 % $ 181422 $ 636 035 % $ 175347 $ 911 052 %
Savings 75,374 80 011 66,569 74 011 60,582 125 0.21
Money market 159,834 390 0.24 153,388 436 0.28 153,672 608 0.40
Time deposits of $100,000 and over 116,879 906 0.78 129,165 111 0.86 131,175 1,663 127
Other time deposits 256,453 2,134 1.07 271,337 3,715 1.34 291,842 5,124 176
Total time deposits $ 798,150 $ 4,614 058 % $ 807,881 $ 5972 0.74 % $ 812,618 $ 8431 104 %
Federal funds purchased and securities

sold under agreementsto repurchase 20,548 24 0.12 23280 21 0.09 27,636 47 017
Subordinated notes 49,486 1,284 259 49,486 1381 278 49,486 1,301 2.63
Federal Home Loan Bank Advances 23,256 420 181 27,961 531 1.89 42,230 1,074 2.54
Total borrowings 93290 $ 1728 185 o, $ 100,727 $ 1,933 191 ¢, $ 119352 $ 2422 2.03 o,
Total interest bearing liahilities $ 891,440 $ 6,342 071 % $ 908,608 $ 7,905 087 % $ 931,970 $ 10,853 116 %
Demand deposits 179,913 163,886 145,347
Other ligbilities 7,899 7,714 5,638
Total liabilities 1,079,252 1,080,208 1,082,955
Stockholders eguity 79,875 9,176 104,455
Total liabilitiesand

stockholders equity $ 1159127 $ 1176384 $ 1187410
Net interest income (FTE) 39,835 41,759 43225
Net interest spread 360 % 370 % 375 %
Net interest margin 372 % 384 % 392 %

(1) Interest income and yields are presented on a fully taxable equivalent basis using the Federal statutory income tax rate of 34%, net of nondeductible

interest expense. Such adjustments totaled $512,000, $550,000 and $610,000 for the years ended December 31, 2013, 2012 and 2011, respectively.
(2) Non-accruing loansare included in the average amounts outstanding.
(3) Average balances based on amortized cost.
(4) Feesand costson loansareincluded in interest income.



Rate and volume analysis

The following table summarizes the changes in net interest income on a fully taxable equivalent basis, by major
category of interest earning assets and interest bearing liabilities, indentifying changes related to volumes and rates for the
years ended December 31, 2013, compared to December 31, 2012, and for the years ended December 31, 2012 compared to
December 31, 2011. The changein interest due to the combined rate/volume variance has been allocated to rate and volume
changes in proportion to the absolute dollar amounts of change in each.

2013 2012
Change due to Change due to
Total Average Average Total Average Average

(In thousands) Change Volume Rate Change Volume Rate
Interest income on a fully

taxable equivalent basis: (1)
Loans: (2) (4)
Commercial $ (146) $ 239 $ (385) $ (331) $ (29) $ (302)
Real estate construction - residential (134) 123 (257) (508) (483) (25)
Real estate construction - commercial 345 193 152 (383) (311) (72
Real estate mortgage - residential (683) 15 (698) 100 850 (750)
Real estate mortgage - commercial (1,886) (822 (1,064) (2,028) (1,013) (1,015)
Consumer (351) (302) (49) (259) (136) (123)
Investment securities: (3)
U.S. treasury (13) (10) €) 4 5 D
Government sponsored entities (184) (55) (129) (242) 138 (380)
Asset backed securities (312) 97 (408) (526) 59 (585)
State and municipal (95) 26 (121) (175) 87 (262)
Restricted investments (20) (6) (14) (54) (23) (31)
Federal funds sold and interest bearing

depositsin other financial institutions 9) (11) 2 (12) (11) (1)
Total interest income (3,487) (513) (2,974) (4,414) (867) (3,547)
Interest expense:
NOW accounts (132) 28 (160) (276) 31 (307)
Savings 6 10 ) (51) 1 (62)
Money market (46) 17 (63) (172) ) (171)
Time deposits of $100,000 and over (205) (102) (104) (552) (25) (527)
Other time deposits (981) (264) (717) (1,408) (244) (1,164)
Federal funds purchased and securities

sold under agreementsto repurchase 3 ) 5 (26) (6) (20)
Subordinated notes (97) - (97) 80 - 80
Federal Home Loan Bank advances (111) (85) (26) (543) (310) (233)
Total interest expense (1,563) (397) (1,166) (2,948) (544) (2,404)
Net interest income on a fully

taxable equivalent basis $ (1929 3% (116) $ (1,808) $  (1466) $ (323) $ (1,143)

(5) Interest income and yields are presented on a fully taxable equivalent basis using the Federal statutory income tax rate of 34%, net of nondeductible
interest expense. Such adjustments totaled $512,000, $550,000 and $610,000 for the years ended December 31, 2013, 2012 and 2011, respectively.

(6) Non-accruing loansare included in the average amounts outstanding.

(7) Average balances based on amortized cost.

(8) Feesand costson loansareincluded in interest income.

Financial results for the year ended December 31, 2013 compared to the year ended December 31, 2012, and
December 31, 2012 compared to the year ended December 31, 2011 reflected a decrease in net interest income, on a tax
equivalent basis, of $1.9 million, or 4.6%, and $1.5 million, or 3.4%, respectively. The decreases in net interest income are
primarily due to lower average earning asset levels and continued contraction of the net interest margin resulting from the
prolonged low interest rate environment. Measured as a percentage of average earning assets, the net interest margin
(expressed on a fully taxable equivalent basis) decreased to 3.72% for the year ended December 31, 2013, compared to
3.84% and 3.92% for the years ended December 31, 2012 and 2011, respectively.
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Average interest-earning assets decreased $14.3 million, or 1.3%, to $1.1 hillion for the year ended December 31,
2013 compared to the year ended December 31, 2012, and average interest bearing liabilities decreased $17.2 million, or
1.9%, to $891.4 million for the year ended December 31, 2013 compared to $908.6 million for the year ended December 31,
2012.

Average interest-earning assets decreased $15.3 million, or 1.4%, to $1.1 hillion for the year ended December 31,
2012 compared to the year ended December 31, 2011 and average interest bearing liabilities decreased $23.4 million, or
2.5%, to $908.6 million for the year ended December 31, 2012 compared to $932.0 million for the year ended December 31,
2011.

Total interest income (expressed on a fully taxable equivalent basis) decreased to $46.2 million for the year ended
December 31, 2013 compared to $49.7 million and $54.1 million for the years ended December 31, 2012 and 2011,
respectively. The Company's rates earned on interest earning assets were 4.31% the year ended December 31, 2013
compared to 4.57% and 4.91% for the years ended December 31, 2012 and 2011, respectively.

Interest income on loans decreased to $41.2 million for the year ended December 31, 2013 compared to $44.1
million and $47.5 million for the years ended December 31, 2012 and 2011, respectively.

Average | oans outstanding decreased $9.5 million, or 1.1%, to $833.5 million for the year ended December 31, 2013
compared to $843.0 million for the year ended December 31, 2012. The average yield on loans receivabl e decreased to 4.94%
during the year ended December 31, 2013 compared to 5.23% for the year ended December 31, 2012 primarily as aresult of
decreasing market interest rates.

Average loans outstanding decreased $22.2 million, or 2.6%, to $843.0 million for the year ended December 31,
2012 compared to $865.2 million for the year December 31, 2011. The average yield on loans decreased to 5.23% for the
year ended December 31, 2012 compared to 5.49% for the year ended December 31, 2011. See the Lending and Credit
Management section for further discussion of changesin the composition of the lending portfolio.

Total interest expense decreased to $6.3 million for the year ended December 31, 2013, respectively, compared to
$7.9 million and $10.9 million for the years ended December 31, 2012 and 2011, respectively. The Company’s rates paid on
interest bearing liabilities was 0.71% for the year ended December 31, 2013 compared to 0.87% and 1.16% for the years
ended December 31, 2012 and 2011, respectively. On January 1, 2012, the Company recorded a $368,000 credit to interest
expense on time deposits for imputed capitalized interest not accounted for during the time period of 2004 through 2011 on
the construction of the Company’s new bank buildings. This is considered a correction of an immaterial prior period error.
Without this credit to interest expense, rates paid on interest bearing liabilities would have been approximately 0.92% for the
year ended December 31, 2012. Seethe Liquidity Management section for further discussion.

Interest expense on deposits decreased to $4.6 million for the year ended December 31, 2013 compared to $6.0
million and $8.4 million for the years ended December 31, 2012 and 2011, respectively.

Average time deposits decreased $9.7 million, or 1.2%, to $798.2 million for the year ended December 31, 2013
compared to $807.9 million for the year ended December 31, 2012. The average cost of deposits decreased to 0.58% during
the year ended December 31, 2013 compared to 0.74% for the year ended December 31, 2012 primarily as a result of lower
market interest rates, and approximately $23.0 million from a 58 month 6.05% certificate of deposit special that matured
during the third quarter of 2013.

Average time deposits decreased $4.7 million, or 0.6%, to $807.9 million for the year ended December 31, 2012
compared to $812.6 million for the year ended December 31, 2011. The cost of deposits decreased to 0.74% for the year
ended December 31, 2012 compared to 1.04% for the year ended December 31, 2011.

Interest expense on borrowings decreased to $1.7 million for year ended December 31, 2013 compared to $1.9
million and $2.4 million for the years ended December 31, 2012 and 2011, respectively. Average borrowings decreased $7.4
million to $93.3 million for the year ended December 31, 2013 compared to $100.7 million and $119.4 million for the years
ended December 31, 2012 and 2011, respectively. See the Liquidity Management section for further discussion.
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Non-interest Income and Expense

Non-interest income for the years ended December 31, 2013, 2012 and 2011 was as follows:

$ Change % Change

(In thousands) 2013 2012 2011 '13-'12 '12-'11  '13-'12 '12-'11
Non-interest Income

Service charges on deposit accounts $ 5556 $ 5439 $ 5566 $ 117 $  (127) 22 % (2.3) %
Trust department income 796 893 898 (97) (5) (10.9) (0.6)
Real estate servicing fees, net 876 (453) 55 1,329 (508)  (293.4) (923.6)
Gain on sales of mortgage loans, net 1,665 2,669 1,649 (1,004) 1,020 (37.6) 61.9
Gain on sale of investment securities 778 26 0 752 26 NM NM
Other 1,195 1,152 1,032 43 120 3.7 11.6
Total non-interest income $ 10,866 $ 9,726 $ 9,200 $ 1,140 $ 526 11.7 % 5.7 %

Non-interest income asa

% of total revenue * 21.7% 191 % 178 %
Total revenue per full time
equivalent employee $ 1451 $ 1476 $ 153.8

* Total revenueiscalculated asnet interest income plus non-interest income.
NM - not meaningful

Total non-interest income increased $1.1 million, or 11.7%, to $10.9 million for the year ended December 31,
2013 compared to $9.7 million for the year ended December 31, 2012, and increased $526,000, or 5.7%, to $9.7 million for
the year ended December 31, 2012 compared to $9.2 million for the year ended December 31, 2011. On January 1, 2012, the
Company opted to measure mortgage servicing rights (MSRs) at fair value as permitted by Accounting Standards
Codification (ASC) Topic 860-50 Accounting for Servicing Financial Assets. The election of this option resulted in the
recognition of a cumulative effect of change in accounting principle of $459,890, which was recorded as an increase to
beginning retained earnings, as further described in Note 6 to the consolidated financid statements. As such, effective
January 1, 2012, the change in the fair value of mortgage servicing rights is recognized in net real estate servicing feesin
non-interest income for the period in which the change occurs.

Real estate servicing fees, net increased $1.3 million to $876,000 for the year ended December 31, 2013 compared
to the year ended December 31, 2012, and decreased $508,000 to $(453,000) for the year ended December 31, 2012
compared to the year ended December 31, 2011. Net real estate servicing fees include mortgage loan servicing fees and the
gains or losses due to the change in fair value of MSRs arising from inputs and assumptions. Mortgage |oan servicing fees
earned on |oans sold were $901,000 for the year ended December 31, 2013 compared to $878,000 and $863,000 for the years
ended 2012 and 2011, respectively. Total net losses recognized related to M SRs due to the change in fair value were $25,000
for the year ended December 31, 2013 compared to total net losses of $1.3 million for the year ended 2012. The net |osses
recognized related to MSRs in 2012 included a one time adjustment of $538,000 correction of an immaterial prior period
error due to changing from the straight-line amortization method to an accelerated amortization method of accounting for
amortizing MSRs in prior years. During the year ended December 31, 2011, $808,000 of amortization was included in net
real estate servicing fees. The Company was servicing $322.5 million of mortgage loans at December 31, 2013 compared to
$310.6 million and $307.0 million at December 31, 2012 and 2011, respectively.

Gain on sales of mortgage loans decreased $1.0 million to $1.7 million for the year ended December 31, 2013
compared to the year ended December 31, 2012, and increased $1.0 million to $2.7 million for the year ended December 31,
2012 compared to the year ended December 31, 2011. The Company sold loans of $76.0 million for the year ended
December 31, 2013 compared to $97.1 million and $75.0 million for the years ended 2012 and 2011, respectively.
Refinancing activity impacting both the volume of loans sold and gains recognized began to slow down during 2013 due to
rising interest rates. During 2013, the Company increased its repurchase reserve liahility by $160,000 for estimated losses
incurred on sold loansthat isincluded in total gain on sales of mortgage loans.

Gain on sale of investment securities During the year ended December 31, 2013, the Company received $32.6
million from proceeds on sales of available-for-sale debt securities and recognized gains of $778,000. These transactions
were the result of bond sales and purchases to replace several smaller holdings with fewer, larger investments without
materially changing the duration or yield of the investment portfolio.
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Non-inter est expense for the year s ended December 31, 2013, 2012, and 2011 was as follows:

$ Change % Change

(In thousands) 2013 2012 2011 '13-'12 '12-'11 '13-'12 '12-'11
Non-interest Expense
Slaries $ 14,702 $ 14369 $ 13,760 $ 333 % 609 23 % 4.4 %
Employee benefits 4,840 4,796 4,222 44 574 0.9 13.6
Occupancy expense, net 2,630 2,598 2,701 32 (103) 1.2 (3.8)
Furniture and equipment

expense 2,007 1,840 2,019 167 (179) 9.1 (8.9)
FDIC insurance assessment 992 993 1,107 (1) (114) (0.2) (10.3)
Legal, examination, and

professional fees 982 1,189 1,332 (207) (143) (17.4) (10.7)
Advertising and promotion 1,301 1,083 1,103 218 (20) 20.1 (1.8)
Postage, printing, and supplies 1,210 1,144 1,158 66 (14) 5.8 (1.2)
Processing expense 3,543 3,593 3,193 (50) 400 (1.4) 12.5
Other real estate expense 4,924 2,659 2,559 2,265 100 85.2 3.9
Other 3,632 4,403 3,691 (771) 712 (17.5) 19.3
Total non-interest expense $ 40,763 $ 38,667 $ 36845 $ 2,096 $ 1,822 54 % 4.9 o
Efficiency ratio 812 % 759 % 711 %
Salaries and benefits asa %

of total non-interest expense 479 % 496 % 48.8 %
Number of full-time

equivalent employees 346 345 337

Total non-interest expense increased $2.1 million, or 5.4%, to $40.8 million for the year ended December 31, 2013
compared to the year ended December 31, 2012 and increased $1.8 million, or 4.9%, to $38.7 million for the year ended
December 31, 2012 compared to the year ended December 31, 2011.

Employee benefits increased $44,000, or 0.9%, for the year ended December 31, 2013 compared to the year ended
December 31, 2012, and increased $574,000, or 13.6%, for the year ended December 31, 2012 compared to the year ended
December 31, 2011. The increase in 2013 over 2012 primarily resulted from a $143,000 increase in medica insurance
premiums, partially offset by a $98,000 decrease in other employee benefits. The increase in 2012 over 2011 primarily
resulted from a $382,000 increase in estimated profit sharing and pension expense accruas, a $68,000 increase in other
employee benefits due to expenses incurred hiring new executive management, and a $95,000 increase in medical insurance
premiums.

Federal Deposit Insurance Corporation (FDIC) insurance assessment decreased $1,000, or 0.1%, for the year
ended December 31, 2013 compared to the year ended December 31, 2012, and decreased $114,000, or 10.3%, for the year
ended December 31, 2012 compared to the year ended December 31, 2011. The decrease in 2012 over 2011 was due to
amendments made by the FDIC effective for the third quarter of 2011 to implement revisions to the Federal Deposit
Insurance Act made by the Dodd-Frank Wall Street Reform and Consumer Protection Act. The years ending after September
30, 2011 reflect a new assessment base using assets and tier one capital in the assessment ca cul ation.

Legal, examination, and professional fees decreased $207,000, or 17.4%, for the year ended December 31, 2013
compared to the year ended December 31, 2012, and decreased $143,000, or 10.7%, for the year ended December 31, 2012
compared to the year ended December 31, 2011. The decrease in 2013 over 2012 primarily consisted of a $121,000 decrease
in legal fees, a $37,000 decrease in consulting fees, and a $48,000 decrease in audit fees. The decrease in 2012 over 2011
primarily consisted of a $140,000 decrease in consulting fees for a human resource best practices and profitability-consulting
project completed during 2011. The decrease in legal feesin 2013 over the comparable periods 2012 and 2011, was primarily
aresult of adecreasein litigation fees related to two legal suitsincurred during 2012. The decrease in 2013 auditing fees was
primarily due to nonrecurring fees incurred in 2012 for tax and fair value analysis.

Advertising and promotion increased $218,000, or 20.1%, for the year ended December 31, 2013 compared to the
year ended December 31, 2012, and decreased $20,000, or 1.8%, for the year ended December 31, 2012 compared to the year
ended December 31, 2011. The increase in 2013 over the years ended December 31, 2012 and 2011 was primarily due to
additional advertising projects and payment for several sponsorships and promotiona items that were not incurred during
2012 and 2011.
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Processing expense decreased $50,000, or 1.4%, for the year ended December 31, 2013 compared to the year ended
December 31, 2012, and increased $400,000, or 12.5% for the year ended December 31, 2012 compared to the year ended
December 31, 2011. The decrease in 2013 over 2012 was primarily due to contract savings resulting in lower core processing
expenses. In 2013 a one time consulting fee was incurred to negotiate reduced future core processing expenses. A portion of
this fee is being amortized over the new contract period with the Company’s core processing vendor. The increase in 2012
over 2011 primarily resulted from a onetimereclassification of ATM and debit card income that was previously offset by the
related expenses.

Other real estate (ORE) expense increased $2.3 million, or 85.2%, to $4.9 million for the year ended December
31, 2013 compared to the year ended December 31, 2012, and increased $100,000, or 3.9%, to $2.7 million for the year
ended December 31, 2012 compared to the year ended December 31, 2011. The expense provision for valuation write-downs
taken on ORE was $3.4 million for the year ended December 31, 2013 compared to $713,000 and $1.3 million for the years
ended December 31, 2012 and 2011, respectively. The significant increase in the expense provision during 2013 primarily
related to two hotels located in the Branson area that were sold at auction during the second quarter of 2013. Expenses
incurred to maintain foreclosed properties were $1.5 million for the year ended December 31, 2013 compared to $2.3 million
and $1.3 million for the years ended 2012 and 2011, respectively. The Company began to see a decrease in overall operating
costs during the third quarter of 2013 due to the sale of the hotels.

Other non-interest expense decreased $771,000, or 17.5%, for the year ended December 31, 2013 compared to the
year ended December 31, 2012, and increased $712,000, or 19.3%, for the year ended December 31, 2012 compared to the
year ended December 31, 2011. The decrease for the year ended December 31, 2013 was primarily due to a $273,000
decrease in CDI amortization, a $235,000 decrease in repossessed asset and loan expense, and a $326,000 decrease in
donations due to property that was donated during 2012. Impairment write-downs taken on mining equipment and classic
cars, included in repossessed asset and loan expenses, were $189,000 in 2013 compared to $330,000 in 2012. The increase
for the year ended December 31, 2012 over 2011 was primarily due to two property donations totaling $309,000 to charitable
organizations during 2012 that were both in other red estate owned, and $330,000 impairment write-downs on repossessed
assets taken in of 2012.

Comparing fourth quarter 2013 to third quarter 2013

Consolidated net income available to common shareholders' increased to $1.7 million for the fourth quarter 2013
compared to $1.6 million for the third quarter 2013. Net interest income, on a tax equivalent basis, remained consistent at
$10.0 million for both the fourth and third quarters of 2013 with $1.0 billion in average interest earning assets.

The lower provision for loan losses for both the fourth and third quarter of 2013 was primarily a result of the
improving credit quality in the Company’s historica 1oss analysis and reduced level of nonperforming loans. Net charge-offs
for the fourth quarter 2013 were $564,000, or 0.07% of average loans, compared to $1.1 million, or 0.17% of average loans
for the third quarter 2013.

Non-inter est income decreased to $2.3 million for the fourth quarter 2013 compared to $2.5 million for the third
quarter of 2013. This decrease included a $120,000 decrease in service charge income, a $222,000 decrease in net real estate
servicing income, partially offset by $224,000 increase in gains on sale of investment securities. Mortgage loan servicing fees
earned on loans sold were $227,000 for the fourth quarter 2013 compared to $215,000 for the third quarter 2013. Tota gains
or losses recognized due to the change in fair value of MSRs arising from inputs and assumptions were ($111,000) for the
fourth quarter 2013 compared to $123,000 for the third quarter 2013.

Non-interest expense decreased to $9.6 million for fourth quarter 2013 compared to $10.0 million for the third
quarter 2013. This decrease primarily resulted from a $778,000 decrease in other real estate expenses from $1.3 million for
the third quarter 2013 compared to $487,000 for the fourth quarter 2013. The provision for the valuation allowance for other
real estate owned was $847,000 for the third quarter 2013 compared to $336,000 for the fourth quarter 2013.

Comparing fourth quarter 2013 to fourth quarter 2012

Consolidated net income available to common shareholders decreased to $1.7 million for the fourth quarter 2013
compared to $1.9 million for the fourth 2012. Net interest income, on atax equivalent basis, decreased to $10.0 million from
$10.2 million over the same period. This decrease was primarily the result of a decrease in average interest earning assets
from $1.1 hillion for the fourth quarter ended 2012 to $1.0 hillion for the fourth quarter ended 2013.

The provision for loan losses was $30,000 for fourth quarter 2013 compared to $1.0 million for the fourth quarter
2012, and was primarily a result of the improving credit quality in the Company’s historical loss analysis and reduced level
of nonperforming loans. Net charge-offs for the fourth quarter 2013 were $564,000, or 0.07% of average loans, compared to
$3.1 million, or 0.36% of average loans for the fourth quarter 2012.
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Non-interest income decreased to $2.3 million for fourth quarter 2013 compared to $2.6 million for fourth quarter
of 2012. This decrease included a $746,000 decrease in the net gain on sales of mortgage loans, partially offset by a $220,000
increase in net real estate servicing income, and $224,000 increase in gains on sale of investment securities. The Company’'s
loans sold were $11.0 million for the fourth quarter 2013 compared to $30.1 million fourth quarter 2012. Mortgage loan
servicing fees earned on loans sold were $227,000 for the fourth quarter 2013 compared to $241,000 for the fourth quarter
2012. Total net losses recognized due to the change in fair value of MSRs arising from inputs and assumptions were
$111,000 for the fourth quarter 2013 compared to $345,000 for the fourth quarter 2012.

Non-inter est expense increased to $9.6 million for fourth quarter 2013 compared to $8.7 million for fourth quarter
2012. Thisincrease primarily resulted from a$1.0 million increase in other real estate expenses partially offset by a $422,000
decrease in other non-interest expenses. The provision for the valuation alowance for other real estate owned was $336,000
for the fourth quarter 2013, and in the fourth quarter 2012, a net $1.1 million of the valuation allowance was released. A
current appraisal supported a partia recovery of $3.9 million of a $5.7 million provision on a commercid red estate
congtruction property taken in 2010. The decrease in other non-interest expense resulted from impairment write-downs taken
on mining equipment and classic cars of $330,000 in the fourth quarter 2012 compared to a recovery of $50,000 received in
the fourth quarter 2013.

I ncome taxes

Income taxes as a percentage of earnings before income taxes as reported in the consolidated financial statements were
32.8% for the year ended December 31, 2013 compared to 16.2% and 17.2% for the years ended December 31, 2012 and
2011, respectively. Excluding an immaterial correction of a prior period error of $371,000, income taxes as a percentage of
earnings before income taxes would have been 26.3% for the year ended December 31, 2012. At December 31, 2011, the
Company released $28,000 of interest accrued related to the release of $221,000 of provisions for uncertain tax positions.
The Company had not recognized any tax liahilities or any interest or penalties in income tax expense related to uncertain tax
positions as of December 31, 2013 and 2012.

Lending and Credit Management

Interest earned on the loan portfolio is a primary source of interest income for the Company. Net loans represented 72.4% of
total assets as of December 31, 2013 compared to 70.4% as of December 31, 2012.

Lending activities are conducted pursuant to an established loan policy approved by the Bank’s Board of Directors.
The Bank’s credit review process is overseen by regiona |oan committees with established loan approval limits. In addition,
a senior loan committee reviews all credit relationships in aggregate over an established dollar amount. The senior loan
committee meets weekly and are comprised of senior managers of the Bank.

A summary of loans, by major class within the Company’ s loan portfolio as of the dates indicated is as follows:

(In thousands) 2013 2012 2011 2010 2009
Commercid, financid, and agricultural ~ $ 133,717 $ 130,040 $ 128,555 $ 131,382 $ 151,399
Real estate construction - residential 21,008 22,177 30,201 31,834 38,841
Real estate construction - commercial 55,076 43,486 47,697 56,053 77,937
Real estate mortgage - residential 225,541 221,223 203,454 207,835 232,332
Real estate mortgage - commercial 382,550 405,092 402,960 439,069 453,975
Installment loans to individuals 21,655 24,966 30,063 32,299 37,130
Total loans $ 839,547 % 846,984 $ 842930 $ 898472 $ 991,614
Per cent of categoriestototal loans:
Commercial, financial, and agricultural 159 % 15.4 % 15.3 % 14.6 % 153 %
Real estate construction - residential 25 2.6 3.6 35 3.9
Real estate construction - commerdial 6.6 5.1 5.7 6.2 7.9
Real estate mortgage - residentia 26.9 26.1 24.1 232 234
Real estate mortgage - commercial 45.6 47.8 47.8 489 45.8
Installment loans to individuals 25 3.0 3.5 3.6 3.7
Total 100.0 % 100.0 % 100.0 % 100.0 % 100.0 %
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The Company extends credit to its local community market through traditional real estate mortgage products. The
Company does not participate in extending credit to sub-prime residentia real estate markets. The Company does not lend
funds for the type of transactions defined as “highly leveraged” by bank regulatory authorities or for foreign loans.
Additionaly, the Company does not have any concentrations of loans exceeding 10% of total loans that are not otherwise
disclosed in the loan portfolio composition table. The Company does not have any interest-earning assets that would have
been included in nonaccrual, past due, or restructured loans if such assets were loans.

The contractua maturities of loan categories at December 31, 2013, and the composition of those |oans between
fixed rate and floating rate |oans are as follows:

Principal Payments Due

Over One Over
One Year Year Through Five
(In thousands) Or Less Five Years Years Total
Commercial, financial, and agricultural $ 78425 $ 50,605 $ 4,687 $ 133,717
Real estate construction - residential 20,447 561 - 21,008
Real estate construction - commercial 36,886 16,487 1,703 55,076
Real estate mortgage - residential 45,162 86,822 93,557 225,541
Real estate mortgage - commercial 112,549 252,782 17,219 382,550
Installment loans to individuals 9,951 10,981 723 21,655
Total loans net of unear ned income $ 303420 % 418238 $ 117889 $ 839,547
Loans with fixed rates 247,483 372,713 29,383 649,579
Loans with floating rates 55,937 45,525 88,506 189,968
Total loans net of unear ned income $ 303420 % 418238 $ 117889 $ 839,547

The Company generally does not retain long-term fixed rate residential mortgage loans in its portfolio. Fixed rate
loans conforming to standards required by the secondary market are offered to qualified borrowers, but are not funded until the
Company has a non-recourse purchase commitment from the secondary market at a predetermined price. For the year ended
December 31, 2013, the Company sold approximately $76.0 million of loans to investors compared to $99.8 million for the
year December 31, 2012. At December 31, 2013, the Company was servicing approximately $322.5 million of loans sold to
the secondary market compared to $310.6 million at December 31, 2012, and $307.0 million at December 31, 2011.

Risk Elements of the Loan Portfolio

Management, the senior loan committee, and internal loan review, formally review all loans in excess of certain
dollar amounts (periodically established) at least annually. Currently, loans in excess of $2.0 million in aggregate and all
adversely classified credits identified by management are reviewed. In addition, all other loans are reviewed on a sample
basis. The senior loan committee reviews and reports to the board of directors, on a monthly basis, past due, classified, and
watch list loans in order to classify or reclassify loans as loans requiring attention, substandard, doubtful, or loss. During this
review, management also determines which loans should be considered impaired. Management follows the guidance
provided in the FASB's ASC Topic 310, Accounting by Creditors for Impairment of a Loan, in identifying and measuring
loan impairment. If management determines that it is probable that all amounts due on aloan will not be collected under the
original terms of the loan agreement, the loan is considered to be impaired. These loans are evaluated individually for
impairment, and in conjunction with current economic conditions and loss experience, specific reserves are estimated as
further discussed below. Loans not individually evaluated are aggregated and reserves are recorded using a consigent
methodology that considers higtorical loan loss experience by loan type, delinquencies, current economic conditions, loan
risk ratings and industry concentration. Management believes, but there can be no assurance, that these procedures keep
management informed of potential problem loans. Based upon these procedures, both the allowance and provision for loan
losses are adjusted to maintain the allowance at a level considered necessary by management to provide for probable losses
inherent in the loan portfalio.
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Nonperforming Assets

The following table summarizes nonperforming assets at the dates indicated:

(In thousands) 2013 2012 2011 2010 2009

Nonaccr ual loans:
Commercial, financial, and agricultural $ 1,684 $ 1,335 $ 268 $ 3,532 $ 2,067
Real estate construction - residential 2,204 2,497 1,147 3,586 2,678
Real estate construction - commercial 6,251 7,762 7,867 10,067 9,277
Real estate mortgage - residential 4,165 5,330 4,153 5,672 6,692
Real estate mortgage - commercial 9,074 13,938 31,000 27,604 13,161
I nstallment | oans to individual s 302 219 168 126 279

Total $ 23,680 $ 31,081 $ 44,603 $ 50,587 $ 34,154

L oans contractually past - due 90 days
or more and still accruing:

Commercial, financial, and agricultural $ 0 $ 0 $ 0 $ 0 $ 2

Real estate construction - residential 0 0 0 0 0

Real estate construction - commercial 0 0 8 0 0

Real estate mortgage - residential 129 0 9 0 0

Real estate mortgage - commercial 100 0 36 0 0

Installment | oans to individual s 14 6 1 33 6
Total $ 243 $ 6 $ 54 $ 33 $ 8
Troubled debt restructurings - accruing 11,395 8,282 7,217 5,683 8,191
Total nonperforming loans 35,318 39,369 53,674 56,303 42,347
Other real estate owned 14,826 23,124 15,741 13,393 8,452
Foreclosed assets 41 468 279 616 39
Total nonperforming assets $ 50,185 $ 62,961 $ 69,694 $ 70,312 $ 50,838
Loans $ 839,547 $ 846,984 $ 842,930 $ 898,472 $ 991,614
Allowance for loan losses to loans 1.63 % 175 % 164 % 1.62 % 149 %
Nonperforming loans to loans 421 % 4.65 % 6.37 % 6.27 % 4.27 %
Allowance for |oan losses to

nonperforming loans 38.84 % 37.70 % 25.73 % 25.87 % 34.94 %
Nonperforming assetsto loans,

other real estate owned and foreclosed 5.87 % 7.23 % 8.11 % 7.71 % 5.08 %

Total nonperforming assets decreased $12.8 million, or 20.2%, from December 30, 2012 to December 31, 2013. As
detailed below, this decrease includes a decrease of $8.7 million, or 37.0%, due to sales and impairment write-downs of other
real estate owned and repossessed assets and a$7.4 million, or 23.8%, decrease in nonaccrual |oans, partially offset by a $3.0
million increase, or 37.6%, in accruing troubled debt restructurings (TDRS).

Nonperforming loans, defined as loans on nonaccrual status, loans 90 days or more past due and still accruing, and
TDRs totaled $35.3 million, or 4.21%, of total loans at December 31, 2013 compared to $39.4 million, or 4.65%, of total
loans at December 31, 2012.

It is the Company's poalicy to discontinue the accrual of interest income on |oans when management believes that the
borrower’ s financial condition, after consideration of business conditions and collection efforts, is such that the collection of
interest is doubtful, or upon which principal or interest due has been in default for a period of 90 days or more and the asset is
not both well secured and in the process of collection. Subsegquent interest payments received on such loans are applied to
principal if any doubt exists asto the collectability of such principal; otherwise, such receipts are recorded as interest income
on a cash basis. Interest on nonaccrual loans, which would have been recorded under the original terms of the loans, was
approximately $1.2 million for the years ended December 31, 2013 and 2012, and $1.9 million for the year ended December
31, 2011

As of December 31, 2013 and December 31, 2012, approximately $21.0 million and $17.6 million, respectively, of
loans classified as substandard, not included in the nonperforming asset table, were identified as potential problem loans
having more than normal risk which raised doubts as to the ability of the borrower to comply with present loan repayment
terms. Even though borrowers are experiencing moderate cash flow problems as well as some deterioration in collateral
value, management believes the genera alowance was sufficient to cover the risks and probable | osses related to such loans
at December 31, 2013 and December 31, 2012, respectively.

Total non-accrual loans at December 31, 2013 decreased $7.4 million to $23.7 million from December 31, 2012.
This decrease primarily consisted of a $6.0 million decrease in real estate mortgage non-accrual loans and a $1.8 million
decrease in real estate construction loans. This decrease was partially offset by a $349,000 increase in commercial, financial,
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and agricultural loans. At December 31, 2013 and December 31, 2012, real estate mortgage — commercial non-accrual loans
made up 38% of total non-accrual loans.

Loans past due 90 days and dtill accruing interest at December 31, 2013 increased $237,000 to $243,000 from
December 31, 2012. Other real estate owned and repossessed assets at December 31, 2013 decreased $8.7 million to $14.9
million from December 31, 2012 primarily due to the sale of two hotels located in the Branson area and land held in
foreclosed property in the Company’s real-estate subsidiary. During the year ended December 31, 2013, $4.6 million of
nonaccrual loans, net of charge-offs taken, moved to other real estate owned and repossessed assets, and a net $3.4 million
additional provision to the valuation allowance was recorded to reflect current fair values compared to a net $713,000
provision during the year ended December 31, 2012.

The following table summarizes the Company’' s TDRs at the dates indicated:

December 31, 2013 December 31, 2012

Number of Recor ded Specific Number of Recor ded Specific
(In thousands) contracts I nvesment Reser ves contracts I nvestment Reserves
TDRs- Accrual
Commercial, financial and agricultural 9% 2331 $ 101 12 $ 2820 $ 104
Real esate construction - commercial 1 364 0 0 0 0
Real egate mortgage - residential 6 2,352 529 3 440 94
Real egate mortgage - commercial 6 6,348 885 6 5,022 111
Total TDRs- Accrual 22 $ 11,395 $ 1,515 21 $ 8282 $ 309
TDRs- Non-accr ual
Commercial, financial and agricultural 2% 88 $ 8 2% 201 $ 14
Red estate construction - commercial 1 3,742 0 5 5,693 468
Real egate mortgage - residential 5 639 229 9 1,177 142
Real egate mortgage - commercial 7 5,572 424 12 6,966 611
Consumer 2 43 15 2 44 0
Total TDRs- Non-accr ual 17 $ 10,084 $ 676 30 $ 14,081 $ 1,235
Total TDRs 39 % 21479 $ 2,191 51 $ 22,363 $ 1,544

At December 31, 2013, loans classified as TDRs totaled $21.5 million, of which $10.1 million were on non-accrual
status and $11.4 million were on accrua status. At December 31, 2012, loans classified as TDRs totaled $22.4 million, of
which $14.1 million were on non-accrual status and $8.3 million were on accrual status. The net decrease in total TDRs from
December 31, 2012 was primarily due to $1.0 million charged off, and approximately $2.9 million of payments received,
partially offset by $3.6 million additions to TDRs during 2013. The increase in TDRs classified as real estate mortgage
accruing loans primarily relates to two new |oan relationships modified to interest only payments. The decreasein real estate
congtruction and real estate mortgage non-accrual TDRs is primarily related to property sales and one loan relationship that
went to accruing TDR status.

Provision and Allowance for Loan L osses

As mentioned above, the Company is continuing to recover from the deterioration of collateral values during the
prior and current economic conditions. Current appraisals are being obtained and management has adjusted the provision to
reflect the amounts determined necessary to maintain the alowance for loan losses at a level necessary to cover probable
losses in the loan portfolio. The allowance for loan losses was $13.7 million, or 1.63%, of loans outstanding at December 31,
2013 compared to $14.8 million, or 1.75%, of loans outstanding at December 31, 2012, and $13.8 million, or 1.64%, of loans
outstanding at December 31, 2011.
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The following table summarizes |oan loss experience for the years ended asindicated:

(In thousands) 2013 2012 2011 2010 2009
Analysis of allowance for loan losses:
Balance beginning of year $ 14,842 $ 13,809 $ 14,565 $ 14,797 $ 12,667
Net char ge-offs (recoveries):
Commercid, financial, and agricultural 555 1,599 1,964 1,750 1,191
Real estate construction - residential 119 (67) 1,793 903 1,007
Real estate construction - commercial 628 (23) 262 4,534 450
Real estate mortgage - residential 701 819 1,775 4,306 2,612
Real estate mortgage - commercial 933 5,218 6,317 3,812 724
Installment loans to individuals 217 321 168 182 240
Net char ge-offs 3,153 7,867 12,279 15,487 6,224
Provision for loan losses 2,030 8,900 11,523 15,255 8,354
Balance end of year $ 13719 $ 14842 $ 13,809 $ 14565 $ 14,797

Net Loan Charge-offs

The Company’ s net loan charge-offs were $3.2 million, or 0.38% of average loans, for the year ended December 31,
2013 compared to net loan charge-offs of $7.9 million, or 0.93% of average loans, for the year ended December 31, 2012,
and $12.3 million, or 1.42% of average loansfor the year ended December 31, 2011.

Commercial, financial, and agricultural net charge-offs represented 18% of total net charge-offs during the year
ended December 31, 2013 compared to 20% and 16% of net charge-offs during the years ended December 31, 2012 and
2011, respectively. Real estate mortgage — residential net charge-offs represented 22% of total net charge-offs during the year
ended December 31, 2013 compared to 10% and 14% of total net charge-offs during the years ended December 31, 2012, and
2011, respectively. Real estate mortgage - commercial net charge-offs represented to 30% of total net charge-offs during the
year ended December 31, 2013 compared to 66% and 51% of total net charge-offs during the years ended December 31, 2012
and 2011, respectively.

Provision

The provision for loan losses decreased to $2.0 million for the year ended December 31, 2013, compared to $8.9
million and $11.5 million for the years ended December 31, 2012 and 2011, respectively. Due to decreases in historical loss
rates based on the Company’s last thirty-six months of charge-off experience, decreases in average loans and reduced levels
of nonperforming loans, the Company’s required provision during the year decreased.

Allowance for loan |osses
The following table isa summary of the allocation of the allowance for 1oan losses:

(In thousands) 2013 2012 2011 2010 2009
Allocation of allowance for
loan losses at end of year:

Commercial, financial, and agricultural $ 2374 $ 1937 $ 1,804 $ 2931 $ 2,773
Red estate construction - residential 931 732 1,188 2,067 348
Red estate construction - commercial 631 1,711 1,562 1,339 1,740
Redl estate mortgage - residential 2,959 3,387 3,251 3,922 3,488
Redl estate mortgage - commercial 6,523 6,834 5,734 3,458 4,693
Installment loansto individuals 294 239 267 231 380
Unallocated 7 2 3 617 1,375
Total $ 13,719 $ 14,842 $ 13,809 $ 14,565 $ 14,797

The Company's allowance for loan losses decreased to $13.7 million at December 31, 2013 compared to $14.8
million at December 31, 2012. The decrease from December 31, 2012 primarily consisted of a $1.0 million decrease in the
allocation for rea estate construction —commercia loans, $428,000 decrease in real estate mortgage - residential loans, and a
$311,000 decrease in real estate mortgage — commercia loans, partidly offset by a $437,000 increase in commercial,
financial, and agricultura loans, and a $199,000 increase in real estate construction — residentid loans. The ratio of the
allowance for loan losses to nonperforming loans was 38.8% at December 31, 2013, compared to 37.7% at December 31,
2012.
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The following table isa summary of the general and specific allocations of the allowance for loan losses:

(In thousands) 2013 2012 2011 2010 2009
Allocation of allowance for loan |osses:
Individually eval uated for impairment - specific reserves $ 4,79 $ 4,020 $ 3,748 $ 6,376 $ 6,415
Collectively evaluated for impairment - general reserves 8,923 10,822 10,061 8,189 8,382
Total $ 13719 % 14842 $ 13809 $ 14565 $ 14797

The specific reserve component applies to loans evaluated individually for impairment. The net carrying value of
impaired loans is generally based on the fair values of collateral obtained through independent appraisals and/or internal
evaluations, or by discounting the total expected future cash flows. Once the impairment amount is calculated, a specific
reserve allocation isrecorded. At December 31, 2013, $4.8 million of the Company’s allowance for loan losses was all ocated
to impaired loans totaling approximately $35.1 million compared to $4.0 million of the Company's allowance for loan losses
allocated to impaired loans totaling approximately $39.4 million at December 31, 2012. Management determined that $18.8
million, or 54%, of total impaired loans required no reserve allocation at December 31, 2013 compared to $14.7 million, or
37%, at December 31, 2012 primarily due to adequate collateral values, acceptable payment history and adequate cash flow
ahility.

Theincurred loss component of the general reserve, or loans collectively evaluated for impairment, is determined by
applying percentages to pools of loans by asset type. Loans not individually evaluated are aggregated based on similar risk
characteristics. Historical loss rates for each risk group, which is updated quarterly, are quantified using al recorded loan
charge-offs. Management determined that the previous twelve quarters were reflective of the loss characteristics of the
Company’ s loan portfolio during the recent economic environment. These historical loss rates for each risk group are used as
the starting point to determine allowance provisions. The Company’' s methodol ogy includes factors that allow management to
adjust its estimates of losses based on the most recent information available. The rates are then adjusted to reflect actual
changes and anticipated changes such as changes in specific allowances on loans and real estate acquired through foreclosure,
any gains and losses on fina disposition of real estate acquired through forecl osure, changes in national and local economic
conditions and developments, including general economic and business conditions affecting the Company’s key lending
areas, credit quality trends, specific industry conditions within portfolio segments, bank regulatory examination results, and
findings of the interna loan review department. These risk factors are generally reviewed and updated quarterly, as

appropriate.

The specific and general reserve allocations represent management’s best estimate of probable |osses contained in
the loan portfolio at the evaluation date. Although the allowance for 1oan losses comprises of specific and general allocations,
the entire allowance is available to absorb any credit osses.

Investment Portfolio
The Company classifies its debt and equity securities into one of the following two categories:

Held-to-Maturity - includes investments in debt securities that the Company has the positive intent and ability to
hold until maturity. Available-for-Sale - includes investments in debt and equity securities not classified as held to maturity
or trading (i.e., investments that the Company has no present plansto sell in the near-term but may be sold in the future under
different circumstances). The Company’s investment portfolio consists of available-for-sale securities.

Debt securities classified as held-to-maturity are carried at amortized cost, while debt and equity securities classified
as available-for-sale are carried at estimated market value. Unrealized holding gains and losses from available-for-sale
securities are excluded from earnings and reported, net of applicable taxes, as a separate component of stockholders' equity
until realized.

The Company does not engage in trading activities and accordingly does not have any debt or equity securities
classified as trading securities. Historically the Company's practice had been to purchase and hold debt instruments until
maturity unless special circumstances exist. However, since the investment portfolio's major function is to provide liquidity
and to balance the Company's interest rate sensitivity position, all debt securities are classified as available-for-sale.

At December 31, 2013, the investment portfolio classified as available-for-sale represented 18.3% of total
consolidated assets. Future levels of held-to-maturity and available-for-sale investment securities can be expected to vary
depending upon liquidity and interest sensitivity needs as well as other factors.
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The following table presents the composition of the investment portfolio by major category:

(In thousands) 2013 2012

U.S. Treasury $ 1,003 $ 2,030
Government sponsored enterprises 60,616 55,180
Asset-backed securities 110,373 107,872
Obligations of states and political subdivisions 33,993 35,164
Total available for sale debt securities $ 205985 $ 200,246

As of December 31, 2013, the maturity of debt securitiesin theinvestment portfolio was as follows:

Over One Over Five Weighted
One Year Through Through Over Average
(In thousands) Or Less Five Years Ten Years Ten Years Total Yield (1)
U.S. Treasury $ 1,003 $ - 3 - $ - % 1,003 126 %
Government sponsored enterprises 2,540 42,140 15,936 - 60,616 2.18
Asset-backed securities (2) 604 54,458 53,112 2,199 110,373 1.28
States and political subdivisions (3) 3,396 14,211 15,308 1,078 33,993 3.67
Total available-for-sale debt $ 7543 $ 110,809 $ 8435 $ 3277 % 205,985 215 %
Weighted averageyidd (1) 3.46 % 2.08 % 2.14 % 2.05 % 2.15 %

1) Weighted average yield is based on amortized cost.
2) Asset-backed securities have been included using historic repayment speeds. Repayment speeds were determined from actua portfolio
experience during the twelve months ended December 31, 2013 calculated separately for each mortgage-