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Corporate Profile

Farmers National Banc Corp. (the “Company”) is a
multi-bank holding company registered under the
Bank Holding Company Act of 1956, as amended.
The Company provides full banking services through
its nationally chartered subsidiary, The Farmers
National Bank of Canfield (“Farmers National Bank”.)
The Company provides trust services through its
subsidiary, Farmers Trust Company, retirement
planning and consultancy services through its
subsidiary, National Associates, Inc. and insurance
services through Farmers National Bank’s subsidiary,
Farmers National Insurance. Farmers Trust Company
has a state-chartered bank license to conduct trust
business from the Ohio Department of Commerce —
Division of Financial Institutions.

Farmers National Bank, chartered in 1887, is a
full-service financial services company engaged
in commercial and retail banking with a total of
thirty eight (38) banking locations and three (3)
trust offices located in the counties of Mahoning,
Trumbull, Columbiana, Stark, Summit, Wayne, Medina

and Cuyahoga in the State of Ohio and Beaver in
Pennsylvania. In addition, Farmers National Bank
provides 24-hour access to a network of Automated
Teller Machines and offers Internet and telephone
banking services. Farmers National Bank competes
with state and national banks, as well as with a large
number of other financial institutions, such as thrifts,
insurance companies, consumer finance companies,
credit unions and commercial finance leasing
companies for deposits, loans and other financial
service business. The principal methods by which
Farmers National Bank competes are loan interest
rates, the rates paid for funds, the fees charged for
services and the availability of services.

As a national banking association, Farmers National
Bank is a member of the Federal Reserve System, is
subject to the supervision and regulation of the Office
of the Comptroller of the Currency, and deposits are
insured by the Federal Deposit Insurance Corporation
to the extent provided by law.
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Financial Highlights

(Amounts in Thousands Except for Per Share Data)

For the Year

Net Income

Return on Average Assets
Return on Average Equity
Cash Dividends

Per Share

Net Income (Basic)
Net Income (Diluted)
Book Value at Year-end

Balances at Year-End

Total Assets

Earning Assets

Total Deposits

Net Loans

Total Stockholders’ Equity

Common Shares Outstanding

Annual Meeting Notice

2015

$8,055
0.54%
4.97%

2,683

$0.36
0.36
7.35

$1,869,902
1,735,843
1,400,047
1,287,887
198,047

26,944

2014

$8,965
0.79%
7.45%

2,236

$0.48
0.48
6.71

$1,136,967
1,074,434
915,703
656,220
123,560

18,409

2013

$7,780
0.68%
6.66%

2,248

$0.41
0.41
6.02

$1,137,326
1,076,073
915,216
623,116
113,007

18,776

The Annual Meeting of Shareholders will be held at the St. Michael Family Life Center at 300 North
Broad Street, Canfield, OH 44406 at 3:30pm EST, on Thursday, April 21, 2016.




Our company has changed dramatically since its founding, most significantly
in the past year, but, at its center, it remains a true community bank and

a vital participant in our regional economy.

Fellow Shareholders,

“Geography has
made us neighbors.
History has made us
friends. Economics
has made us partners,
and necessity has
made us allies.”

This quote was not
originally about
community banking, but it is completely
on-point as we look back at 2015 and
the relationships Farmers values with its
communities, customers and shareholders.
This historical quote is from President John
F. Kennedy’s 1961 speech before the
Canadian Parliament; twenty-one simple
yet powerful words describing the mutual
benefits of a long-time friendship.

Relationships matter to Farmers. In fact,
relationships of the type President Kennedy
described — interdependent, reliable and
a strong foundation from which all manner
of goals can be achieved — are the core
of Farmers’ identity as a community bank.
Our company has changed dramatically
since its founding, most significantly in the
past year, but, at its center, it remains a
true community bank and a vital participant
in our regional economy.

Geography has made us Neighbors
History has made us Friends

Backin 1887, when Farmers was formed, all
banks were community banks. Customers
were neighbors by virtue of the fact
that proximity mattered when traveling
on horseback. Customer service was a
truly personal experience because bank
employees knew the people at their tellers’
windows and in their offices.

Northeast Ohio has evolved and grown
since our founding. And Farmers has
been a rock-solid presence during every
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economic cycle; every boom and bust
phase, every growth and stagnant period
in our history. We served our customers
during the collapse of steel in the late 70’s
and early 80’s and were still doing our part
during the economic resurgence of the
last decade. Necessity truly did make us
allies with local businesses and families
through it all.

And now, as other financial institutions
abandon community banking in hopes
of catching the next fad-driven business
model, Farmers sees the value in
maintaining the relationships that define
community banking. We focus time and
attention on the needs of the local families
and businesses that are our neighbors.
We streamline approvals through local
decision-making so our customers don’t
have to defer dreams of homeownership
or entrepreneurship but, instead, can
seize them. We can look beyond the
numbers and consider attributes — such
as character — when considering a loan
because we can. We know our customers.

Outside the walls of the branch offices,
Farmers continues its commitment to
community. Our associates are committed
to community outreach and can be found
volunteering and serving deserving non-
profits throughout the region. In addition,
as a Company, Farmers continues to offer
philanthropic support to our communities
so that they can continue to develop
and prosper. It's what good friends and
neighbors do for one another.

Economics has made us Partners
Of all the time-proven reasons Farmers
devotes itself to community banking,
the single most important reason is this:
small businesses need Farmers and our
community needs small businesses.

It is not an exaggeration to say small
business is the very backbone of our
regional economy. These companies of
500 employees or fewer provide livelihoods
for 57% of our country’s private sector
workforce and pay 44% of America’s total
payroll. We know jobs drive the economy,
and 60% to 80% of all new jobs come from
small businesses.

Yet, for all their critical importance, small
businesses are not a priority to the big
banks. 46% of all small business lending
is done by community banks like Farmers
and we take seriously our role of partner
to small business. There is perhaps no
better way Farmers can contribute to the
improving welfare of our host communities
than to continue as a primary source of
funding for the small businesses that
sustain the economy.

Loan Growth

As the Farmers’ footprint grew, so did
our loan business. We are pleased with
our ability to maintain outstanding levels
of growth in our loan portfolio throughout
2015, while adhering to our diligent
credit principles. In 2015, we achieved
20% organic growth in loans over 2014.
Some categories that reported increases
included commercial and commercial real
estate, residential real estate, agricultural
and farmland and indirect automobile
lending. Another highlight has been the
emergence of a robust mortgage banking
program as a significant component of
noninterest income. The growth in the
overall portfolio reflects our commitment to
community banking values as we meet the
financing needs of our customers. As we
closed 2015 with a strong loan pipeline, we
are optimistic for continued growth in 2016.

Farmers further responded to the expanding
needs of its mortgage customers by



There is perhaps no better way Farmers can contribute to the improving
welfare of our host communities than to continue as a primary source of

funding for the small businesses that sustain the economy.

making significant investments in our
mortgage processing capabilities and
talent. Farmers also recruited several top
mortgage loan officers located throughout
the counties the bank serves. In preparation
for a busy 2016, Farmers invested capital
in a state-of-the-art tech infrastructure to
process loans more efficiently.

Fee Revenue — Noninterest Income
Our fee-based businesses continue to
thrive and provide valuable revenue to
the Company. A solid Trust Company,
flourishing retirement services business,
National Associates, Inc., and a robust
Investment group, Farmers National
Investments, contributed to a 20%
increase in noninterest income in 2015.
The percentage of overall fee income
generated has increased substantially
over the past six years contributing to
the Company’s overall growth. In 2009,
fee income represented 14.5% of total
gross income and in 2015 fee income
has increased to represent 25.2% of total
gross income.

The Digital Experience

The digital channels continue to dominate
the retail banking market space with banks
committing significant resources to the
technology platform. Farmers’ commitment
to mobile enhancement is competitive
with the big regional and national banks
and consistent with our “Bigger Small
Banking” philosophy. In 2014, Farmers
primary initiative was to introduce a new
best-in-class mobile banking platform
and adoption rates in 2015 were robust to
say the least. Online and mobile banking
continue to thrive, experiencing significant
growth in both users and utilization.
Year-over-year growth in mobile banking
users was 248% with another staggering
260% percent increase in transactions in
the same time period. We acknowledge

the importance of this banking channel
to our customers and will continue to
roll-out several additional enhancements
throughout 2016.

Strategic Growth through Merger

2015 was the most transformative year in
Farmers’ 129-year history. Our company
grew dramatically through two mergers:
both strategic opportunities for expanding
our unigue brand of community banking to
new markets.

In June, we finalized our merger with First
National Bank of Orrville. Our banking
office locations grew from 19 to 33,
we increased our presence in Stark
County while introducing ourselves to new
customers in Wayne and Medina Counties
and we gained both a robust agricultural
lending business while developing new
territory for our growing portfolio of wealth
management services.

In October, Farmers acquired 1st National
Community Bank of East Liverpool and
completed the conversion to Farmers
in the first quarter of 2016. With this
step, Farmers took on an additional five
banking locations, including our first
ever Pennsylvania office. In addition, we
strengthened our already strong presence
in Columbiana County where we are
second in market share.

The sum effect of these mergers is
Farmers’ growth to now become the third
largest community bank in Northeast Ohio.
Asset size and strength give us the ability
to do more for our valued customers in
terms of services and technology, and we
welcome those new abilities. However,
growth, no matter how robust, would be
counter-productive if it did not advance
Farmers’ established culture of customer
and shareholder service. Fortunately,

our process ensured a smooth transition
of core operating systems, policies
and procedures and culture. We took
everything that worked well at each
company and sacrificed nothing. Your
management team has high expectations
for our newly combined company in 2016.
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Kevin J. Helmick
President & Chief Executive Officer
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Board of Directors

Lance J. Ciroli #°®

Chairman of the Board

Co-founder of NBE Bank Consulting
Services. Retired Assistant Deputy
Compitroller in the Cleveland/Detroit
Field Office, Office of the Comptroller
of the Currency

James R. Smail #°

Vice Chairman of the Board

Chairman, Director and CEO

J.R. Smail, Inc., Chairman and Director,
Monitor Bancorp.

Gregory C. Bestic -2

CPA, CGMA, Certified Forensic Accountant,
DABFA, FACFE|

Principal with Schroedel, Scullin & Bestic,
LLC - Certified Public Accountants and
Strategic Advisors
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Attorney-at-Law
Self-employed/Sole Proprietor

Kevin J. Helmick?®
President and Chief Executive Officer
Farmers National Bank
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Certified Public Accountant (CPA) and
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Gregg Strollo +#
Partner, Architect and President,
Strollo Architects

Howard J. Wenger 23

President and CEO,

Wenger Excavating Inc., Northstar Asphalt,
Inc., Massillon Materials Inc., Stark Materials
Inc., Lake Region Oil Inc., The Pines Golf
Club, Perry Development, Inc.

Audit Committee

Compensation Committee

Corporate Governance and Nominating Committee
Board Enterprise Risk Management Committee
Executive Committee
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Farmers National Banc Corp. Officers

Kevin J. Helmick,
President and Chief Executive Officer

Carl D. Culp,
Executive Vice President, Secretary & Treasurer

Management Team and Board of Directors

Kevin J. Helmick, Mark Witmer, Carl D. Culp, Mark L. Graham, Joseph Gerzina,

President and Chief Senior Executive Vice Executive Vice President, Executive Vice President, Senior Vice President,

Executive Officer President and Chief Cashier and Chief Chief Credit Officer Chief Lending Officer,

Farmers National Bank Banking Officer Financial Officer Farmers National Bank Regional President
Farmers National Bank Farmers National Bank West Region

Farmers National Bank

Brian E. Jackson, Mark Nicastro, Timothy Shaffer, James VanSickle, Amber Wallace,
Senior Vice President, Senior Vice President, Senior Vice President, Senior Vice President, Senior Vice President,
Chief Information Officer Director of Human Regional President, Chief Risk Officer Chief Retail and
Farmers National Bank Resources East Region Farmers National Bank Marketing Officer
Farmers National Bank Farmers National Bank Farmers National Bank

Wealth Management Executive Officers

James H. Sisek, Esq., Joseph J. DePascale, William Hanshaw, Esq., Daniel A. Cvercko, Aubrey Christ,
Chairman and Chief CPA, CFP®, AIFA®, Executive V.P. & Secretary Vice President President
Legal Counsel CMFS, President Farmers Trust Company Farmers National Investments National Associates

Farmers Trust Company Farmers Trust Company Farmers National Insurance



Forward Looking Statements.

This report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995. These statements are not historical facts, but rather statements based on Farmer’s current expectations regarding
its business strategies and its intended results and future performance. Forward-looking statements are preceded by
terms such as “expects,” “believes,” “anticipates,” “intends” and similar expressions, as well as any statements related
to future expectations of performance or conditional verbs, such as “will,” “would,” “should,” “could” or “may.”

Forward-looking statements are not guarantees of future performance. Numerous risks and uncertainties could cause
or contribute to Farmers’ actual results, performance, and achievements to be materially different from those expressed
or implied by the forward-looking statements. Factors that may cause or contribute to these differences include, without
limitation, deviations from performance expectations related to National Bancshares and its subsidiary and Tri-State 1st
Banc, Inc. and its subsidiary; general economic conditions, including changes in market interest rates and changes in
monetary and fiscal policies of the federal government; legislative and regulatory changes; competitive conditions in the
banking markets served by Farmers’ subsidiaries; the adequacy of the allowance for losses on loans and the level of
future provisions for losses on loans; and other factors disclosed periodically in Farmers’ filings with the SEC.

Because of the risks and uncertainties inherent in forward-looking statements, readers are cautioned not to place undue
reliance on them, whether included in this report or made elsewhere from time to time by Farmers or on Farmers’ behalf.
Farmers assumes no obligation to update any forward-looking statements.
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PART I

Item 1. Business.
General

Farmers National Banc Corp.

Farmers National Banc Corp. (the “Company,” “Farmers,” “we,” “our” or “us”), is a one-bank holding company organized in
1983 under the laws of the State of Ohio and registered under the Bank Holding Company Act of 1956, as amended (the “BHCA”).
The Company operates principally through its wholly-owned subsidiaries, The Farmers National Bank of Canfield (the “Bank” or
“Farmers Bank”), Farmers Trust Company (“Trust” or “Farmers Trust”) and National Associates, Inc. (“NAI”). Farmers National
Insurance, LLC (“Insurance” or “Farmers Insurance”) and Farmers of Canfield Investment Co. (“Investments or “Farmers
Investments”) are wholly-owned subsidiaries of the Bank. The Company and its subsidiaries operate in the domestic banking, trust,
retirement consulting, insurance and financial management industries.

The Company’s principal business consists of owning and supervising its subsidiaries. Although Farmers’ directs the overall
policies of its subsidiaries, including lending practices and financial resources, most day-to-day affairs are managed by their respective
officers. Farmers and its subsidiaries had 432 full-time equivalent employees at December 31, 2015.

The Company’s principal executive offices are located at 20 South Broad Street, Canfield, Ohio 44406, and its telephone
number is (330) 533-3341. Farmers’ common shares, no par value, are listed on the NASDAQ Capital Market (the “NASDAQ”)
under the symbol “FMNB.” Farmers’ business activities are managed and financial performance is primarily aggregated and reported
in three lines of business, the Bank segment, the Trust segment and the Retirement planning/consulting segment. For a discussion of
Farmers’ financial performance for the fiscal year ended December 31, 2015, see the Consolidated Financial Statements and Notes to
the Consolidated Financial Statements found in Item 8 of this Annual Report on Form 10-K.

The Farmers National Bank of Canfield

During 2015 the Company acquired all outstanding stock of National Bancshares Corporation (“NBOH?”), the parent company
of First National Bank of Orrville (“First National Bank”) and Tri-State 1stBanc, Inc. (“Tri-State”), the parent company of 1% National
Community Bank (“FNCB”). Additional discussion about the acquisitions can be found in the Notes to Consolidated Financial
Statements in item 8 of this Annual Report on Form 10-K. The Bank is a full-service national banking association engaged in
commercial and retail banking mainly in Mahoning, Trumbull, Columbiana, Wayne, Medina and Stark Counties in Ohio and with the
acquisition of Tri-State, one location in Beaver County, Pennsylvania. The Bank’s commercial and retail banking services include
checking accounts, savings accounts, time deposit accounts, commercial, mortgage and installment loans, home equity loans, home
equity lines of credit, night depository, safe deposit boxes, money orders, bank checks, automated teller machines, internet banking,
travel cards, “E” Bond transactions, MasterCard and Visa credit cards, brokerage services and other miscellaneous services normally
offered by commercial banks.

A discussion of the general development of the Bank’s business and information regarding its financial performance throughout
2015, is discussed in Item 7, Management Discussion and Analysis of Financial Condition and Results of Operations of this Annual
Report on Form 10-K.

The Bank faces significant competition in offering financial services to customers. Ohio has a high density of financial service
providers, many of which are significantly larger institutions that have greater financial resources than the Bank, and all of which are
competitors to varying degrees. Competition for loans comes principally from savings banks, savings and loan associations,
commercial banks, mortgage banking companies, credit unions, insurance companies and other financial service companies. The most
direct competition for deposits has historically come from savings and loan associations, savings banks, commercial banks and credit
unions. Additional competition for deposits comes from non-depository competitors such as the mutual fund industry, securities and
brokerage firms and insurance companies.

Farmers Trust Company

Farmers Trust offers a full complement of personal and corporate trust services in the areas of estate settlement, trust
administration and employee benefit plans. Farmers Trust operates two offices located in Boardman and Howland, Ohio.



National Associates, Inc.

During 2013, the Company completed the acquisition of all outstanding stock of the retirement planning consultancy National
Associates, Inc. of Cleveland, Ohio. The transaction involved both cash and stock totaling $4.4 million, including up to $1.5 million
of future payments, contingent upon NAI meeting income performance targets. The acquisition is part of the Company’s plan to
increase the levels of noninterest income and to complement the existing retirement service currently being offered. NAI operates
from its office located in Rocky River, Ohio.

Farmers National Insurance, LLC

Farmers Insurance was formed during 2009 and offers a variety of insurance products through licensed representatives. Farmers
Insurance is a subsidiary of Farmers Bank and does not account for a material portion of the revenue and, therefore, will not be
discussed individually, but as part of the Bank.

Farmers of Canfield Investment Company

Farmers of Canfield Investment Company was formed during 2014 with the primary purpose of investing in municipal
securities. Farmers Investments is a subsidiary of Farmers Bank and does not account for a material portion of the revenue and,
therefore, will not be discussed individually, but as part of the Bank.

Investor Relations

The Company maintains an Internet site at http://www.farmersbankgroup.com, which contains an Investor Relations section that
provides access to the Company’s filings with the Securities and Exchange Commission (the “Commission”) Farmers makes available
free of charge on or through its website the Company’s annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports
on Form 8-K and amendments to such documents filed or furnished pursuant to the Securities Exchange Act of 1934, as amended (the
“Exchange Act”) as soon as reasonably practicable after the Company has filed these documents with the Commission. In addition,
the Company’s filings with the Commission may be read and copied at the Commission’s Public Reference Room at 100 F Street, NE,
Washington, DC 20549. Information on the operation of the Public Reference Room may be obtained by calling 1-800-SEC-0330.
These filings are also available on the Commission’s web-site at http://www.sec.gov free of charge as soon as reasonably practicable
after the Company has filed the above referenced reports.

Supervision and Regulation
Introduction

The Company and its subsidiaries are subject to extensive regulation by federal and state regulatory agencies. The regulation of
bank holding companies and their subsidiaries is intended primarily for the protection of consumers, depositors, borrowers, the
Deposit Insurance Fund and the banking system as a whole and not for the protection of shareholders. This intensive regulatory
environment, among other things, may restrict the Company’s ability to diversify into certain areas of financial services, acquire
depository institutions in certain markets or pay dividends on its common shares. It also may require the Company to provide financial
support to its banking and other subsidiaries, maintain capital balances in excess of those desired by management and pay higher
deposit insurance premiums as a result of the deterioration in the financial condition of depository institutions in general.

Significant aspects of the laws and regulations that have, or could have a material impact on Farmers and its subsidiaries are
described below. These descriptions are qualified in their entirety by reference to the full text of the applicable statutes, legislation,
regulations and policies, as they may be amended or revised by the U.S. Congress or state legislatures and federal or state regulatory
agencies, as the case may be. Changes in these statutes, legislation, regulations and policies may have a material adverse effect on the
Company and its business, financial condition or results of operations.


http://www.farmersbankgroup.com
http://www.sec.gov

Regulatory Agencies

Bank Holding Company. As a bank holding company, Farmers is subject to regulation under the BHCA and to inspection,
examination and supervision by the Board of Governors of the Federal Reserve System (the “Federal Reserve Board”). The Federal
Reserve Board has extensive enforcement authority over bank holding companies and may initiate enforcement actions for violations
of laws and regulations and unsafe or unsound practices. The Federal Reserve Board may assess civil money penalties, issue cease and
desist or removal orders and may require that a bank holding company divest subsidiaries, including subsidiary banks. Farmers is also
required to file reports and other information with the Federal Reserve Board regarding its business operations and those of its
subsidiaries.

Subsidiary Bank. The Bank is subject to regulation and examination primarily by the Office of the Comptroller of the Currency
(the “OCC”) and secondarily by the Federal Deposit Insurance Corporation (the “FDIC”). OCC regulations govern permissible
activities, capital requirements, dividend limitations, investments, loans and other matters. The OCC has extensive enforcement
authority over Farmers Bank and may impose sanctions on Farmers Bank and, under certain circumstances, may place Farmers Bank
into receivership.

Farmers Bank is also subject to certain restrictions imposed by the Federal Reserve Act and Federal Reserve Board regulations
regarding such matters as the maintenance of reserves against deposits, extensions of credit to Farmers or any of its subsidiaries,
investments in the stock or other securities of Farmers or its subsidiaries and the taking of such stock or securities as collateral for
loans to any borrower.

Non-Banking Subsidiaries. Farmers’ non-banking subsidiaries are also subject to regulation by the Federal Reserve Board and
other applicable federal and state agencies. In particular, Farmers National Insurance is subject to regulation by the Ohio Department
of Insurance, which requires, amongst other things, the education and licensing of agencies and individual agents and imposes
business conduct rules.

Securities and Exchange Commission and The NASDAQ Stock Market LLC. The Company is also under the regulation and
supervision of the Commission and certain state securities commissions for matters relating to the offering and sale of its securities.
The Company is subject to disclosure and regulatory requirements of the Securities Act of 1933, as amended (the “Securities Act”),
and the Exchange Act, and the regulations promulgated there under. Farmers common shares are listed on the NASDAQ under the
symbol “FMNB” and the Company is subject to the rules for NASDAQ listed companies.

Federal Home Loan Bank. Farmers Bank is a member of the Federal Home Loan Bank of Cincinnati (the “FHLB”), which
provides credit to its members in the form of advances. As a member of the FHLB, the Bank must maintain an investment in the
capital stock of the FHLB in a specified amount. Upon the origination or renewal of a loan or advance, the FHLB is required by law to
obtain and maintain a security interest in certain types of collateral. The FHLB is required to establish standards of community
investment or service that its members must maintain for continued access to long-term advances from the FHLB. The standards take
into account a member’s performance under the Community Reinvestment Act of 1977 (the “CRA”) and its record of lending to first-
time home buyers.

The Federal Deposit Insurance Corporation. The FDIC is an independent federal agency that insures the deposits, up to
prescribed statutory limits, of federally-insured banks and savings associations and safeguards the safety and soundness of the
financial institution industry. The Bank’s deposits are insured up to applicable limits by the Deposit Insurance Fund of the FDIC and
subject to deposit insurance assessments to maintain the Deposit Insurance Fund.

The FDIC may terminate insurance coverage upon a finding that an insured depository institution has engaged in unsafe or
unsound practices, is in an unsafe or unsound condition, or has violated any applicable law, regulation, rule, order or condition enacted
or imposed by the institution’s regulatory agency.

Dodd-Frank Act

In July 2013, the Federal banking regulators approved a final rule to implement the revised capital adequacy standards of the
Basel Committee on Banking Supervision, commonly called Basel I11, and to address relevant provisions of the Dodd-Frank Act. The
final rule strengthens the definition of regulatory capital, increases risk-based capital requirements, makes selected changes to the
calculation of risk-weighted assets, and adjusts the prompt corrective action thresholds. Community banking organizations, such as
the Company and the Bank, became subject to the new rule on January 1, 2015 and certain provisions of the new rule will be phased
in over the period of 2015 through 2019.



The final rule:

. Permits banking organizations that had less than $15 billion in total consolidated assets as of December 31, 2009 to
include in Tier 1 capital trust preferred securities and cumulative perpetual preferred stock that were issued and
included in Tier 1 capital prior to May 19, 2010, subject to a limit of 25% of Tier 1 capital elements, excluding any
non-qualifying capital instruments and after all regulatory capital deductions and adjustments have been applied to
Tier 1 capital.

. Establishes new qualifying criteria for regulatory capital, including new limitations on the inclusion of deferred tax
assets and mortgage servicing rights.

. Requires a minimum ratio of common equity Tier 1 capital to risk-weighted assets of 4.5%.

. Increases the minimum Tier 1 capital to risk-weighted assets ratio requirement from 4% to 6%.
. Retains the minimum total capital to risk-weighted assets ratio requirement of 8%.

. Establishes a minimum leverage ratio requirement of 4%.

. Retains the existing regulatory capital framework for 1-4 family residential mortgage exposures.

. Permits banking organizations that are not subject to the advanced approaches rule, such as the Company and the
Bank, to retain, through a one-time election, the existing treatment for most accumulated other comprehensive
income, such that unrealized gains and losses on securities available for sale will not affect regulatory capital
amounts and ratios.

. Implements a new capital conservation buffer requirement for a banking organization to maintain a common equity
capital ratio more than 2.5% above the minimum common equity Tier 1 capital, Tier 1 capital and total risk-based
capital ratios in order to avoid limitations on capital distributions, including dividend payments, and certain
discretionary bonus payments. The capital conservation buffer requirement will be phased in beginning on January
1, 2016 at 0.625% and will be fully phased in at 2.50% by January 1, 2019. A banking organization with a buffer of
less than the required amount would be subject to increasingly stringent limitations on such distributions and
payments as the buffer approaches zero. The new rule also generally prohibits a banking organization from making
such distributions or payments during any quarter if its eligible retained income is negative and its capital
conservation buffer ratio was 2.5% or less at the end of the previous quarter. The eligible retained income of a
banking organization is defined as its net income for the four calendar quarters preceding the current calendar
quarter, based on the organization’s quarterly regulatory reports, net of any distributions and associated tax effects
not already reflected in net income.

. Increases capital requirements for past-due loans, high volatility commercial real estate exposures, and certain short-
term commitments and securitization exposures.

. Expands the recognition of collateral and guarantors in determining risk-weighted assets.

. Removes references to credit ratings consistent with the Dodd Frank Act and establishes due diligence requirements
for securitization exposures.

The Company’s continues to evaluate the provisions of the final rule. Many aspects of the Dodd Frank Act continue to be
subject to rulemaking and will take effect over several additional years, making it difficult to anticipate the overall financial impact on
the Company.

Various legislation affecting financial institutions and the financial industry will likely continue to be introduced in Congress,
and such legislation may further change banking statutes and the operating environment of the Company in substantial and
unpredictable ways, and could increase or decrease the cost of doing business, limit or expand permissible activities or affect the
competitive balance depending upon whether any of this potential legislation will be enacted, and if enacted, the effect that it or any
implementing regulations, would have on the financial condition or results of operations of the Company or any of its subsidiaries.
With the enactment of the Dodd-Frank Act, the nature and extent of future legislative and regulatory changes affecting financial
institutions remains very unpredictable at this time.

Also, such statutes, regulations and policies are continually under review by Congress and state legislatures and federal and state
regulatory agencies and are subject to change at any time, particularly in the current economic and regulatory environment. Any such
change in statutes, regulations or regulatory policies applicable to the Company could have a material effect on the business of the
Company.



Bank Holding Company Regulation

As a bank holding company, Farmers’ activities are subject to extensive regulation by the Federal Reserve Board under the
BHCA. Generally, the BHCA limits the business of bank holding companies to banking, managing or controlling banks and other
activities that the Federal Reserve Board has determined to be closely related to banking as to be a proper incident thereto. Under
Federal Reserve Board policy, a bank holding company is expected to serve as a source of financial and managerial strength to each
subsidiary bank and to commit resources to support those subsidiary banks. Under this policy, the Federal Reserve Board may require
a bank holding company to contribute additional capital to an undercapitalized subsidiary bank and may disapprove of the payment of
dividends to the holding company’s shareholders if the Federal Reserve Board believes the payment of such dividends would be an
unsafe or unsound practice. The Dodd-Frank Act codified this policy as a statutory requirement.

The BHCA requires prior approval by the Federal Reserve Board for a bank holding company to directly or indirectly acquire
more than a 5.0% voting interest in any bank or its parent holding company. Factors taken into consideration in making such a
determination include the effect of the acquisition on competition, the public benefits expected to be received from the acquisition, the
projected capital ratios and levels on a post-acquisition basis, and the acquiring institution’s record of addressing the credit needs of
the communities it serves.

The BHCA also governs interstate banking and restricts Farmers’ nonbanking activities to those determined by the Federal
Reserve Board to be financial in nature, or incidental or complementary to such financial activity, without regard to territorial
restrictions. Transactions among the Bank and its affiliates are also subject to certain limitations and restrictions of the Federal
Reserve Board, as described more fully under the caption “Dividends and Transactions with Affiliates” in this Item 1.

The Gramm-Leach-Bliley Act of 1999 permits a qualifying bank holding company to elect to become a financial holding
company and thereby affiliate with securities firms and insurance companies and engage in other activities that are financial in nature
and not otherwise permissible for a bank holding company. Farmers has not elected to seek financial holding company status.

Regulation of Nationally-Chartered Banks

As a national banking association, Farmers Bank is subject to regulation under the National Banking Act and is periodically
examined by the OCC. OCC regulations govern permissible activities, capital requirements, dividend limitations, investments, loans
and other matters. Furthermore, Farmers Bank is subject, as a member bank, to certain rules and regulations of the Federal Reserve
Board, many of which restrict activities and prescribe documentation to protect consumers. Under the Bank Merger Act, the prior
approval of the OCC is required for a national bank to merge with, or purchase the assets or assume the deposits of, another bank. In
reviewing applications to approve merger and other acquisition transactions, the OCC and other bank regulatory authorities may
include among their considerations the competitive effect and public benefits of the transactions, the capital position of the combined
organization, the applicant’s performance under the CRA, and fair housing laws, and the effectiveness of the entities in restricting
money laundering activities. In addition, the establishment of branches by Farmers Bank is subject to the prior approval of the OCC.
The OCC has the authority to impose sanctions on the Bank and, under certain circumstances, may place Farmers Bank into
receivership.

The Bank is also an insured institution as a member of the Deposit Insurance Fund. As a result, it is subject to regulation and
deposit insurance assessments by the FDIC.

Dividends and Transactions with Affiliates

The Company is a legal entity separate and distinct from the Bank and its other subsidiaries. The Company’s principal source of
funds to pay dividends on its common shares and service its debt is dividends from Farmers Bank and its other subsidiaries. Various
federal and state statutory provisions and regulations limit the amount of dividends that Farmers Bank may pay to Farmers without
regulatory approval. Farmers Bank generally may not, without prior regulatory approval, pay a dividend in an amount greater than its
undivided profits after deducting statutory bad debt in excess of the bank’s allowance for loan losses. In addition, prior approval of the
OCC is required for the payment of a dividend if the total of all dividends declared in a calendar year would exceed the total of
Farmers Bank’s net income for the year combined with its retained net income for the two preceding years.



In addition, Farmers and Farmers Bank are subject to other regulatory policies and requirements relating to the payment of
dividends, including requirements to maintain adequate capital above regulatory minimums. The federal banking agencies are
authorized to determine under certain circumstances that the payment of dividends would be an unsafe or unsound practice and to
prohibit payment thereof. The federal banking agencies have stated that paying dividends that deplete a bank’s capital base to an
inadequate level would be an unsafe and unsound banking practice and that banking organizations should generally pay dividends
only out of current operating earnings. In addition, in the current financial and economic environment, the Federal Reserve Board has
indicated that bank holding companies should carefully review their dividend policy and has discouraged payment ratios that are at
maximum allowable levels, unless both asset quality and capital are very strong. Thus, the ability of Farmers to pay dividends in the
future is currently influenced, and could be further influenced, by bank regulatory policies and capital guidelines.

The Bank is subject to restrictions under federal law that limit the transfer of funds or other items of value to the Company and
its nonbanking subsidiaries and affiliates, whether in the form of loans and other extensions of credit, investments and asset purchases,
or other transactions involving the transfer of value from a subsidiary to an affiliate or for the benefit of an affiliate. These regulations
limit the types and amounts of transactions (including loans due and extensions of credit) that may take place and generally require
those transactions to be on an arm’s-length basis. In general, these regulations require that any “covered transaction” by Farmers Bank
with an affiliate must be secured by designated amounts of specified collateral and must be limited, as to any one of Farmers or its
non-bank subsidiaries, to 10% of Farmers Bank’s capital stock and surplus, and, as to Farmers and all such non-bank subsidiaries in
the aggregate, to 20% of Farmers Bank’s capital stock and surplus. The Dodd-Frank Act significantly expanded the coverage and
scope of the limitations on affiliate transactions within a banking organization including, for example, the requirement that the 10% of
capital limit on covered transactions apply to financial subsidiaries. “Covered transactions” are defined by statute to include a loan or
extension of credit, as well as a purchase of securities issued by an affiliate, a purchase of assets (unless otherwise exempted by the
Federal Reserve Board) from the affiliate, certain derivative transactions that create a credit exposure to an affiliate, the acceptance of
securities issued by the affiliate as collateral for a loan, and the issuance of a guarantee, acceptance or letter of credit on behalf of an
affiliate.

Capital loans from the Company to the Bank are subordinate in right of payment to deposits and certain other indebtedness of
the Bank. In the event of Farmers’ bankruptcy, any commitment by Farmers to a federal bank regulatory agency to maintain the
capital of Farmers Bank will be assumed by the bankruptcy trustee and entitled to a priority of payment.

The Federal Deposit Insurance Act of 1950, as amended, provides that, in the event of the “liquidation or other resolution” of an
insured depository institution such as the Bank, the insured and uninsured depositors, along with the FDIC, will have priority in
payment ahead of unsecured, nondeposit creditors, including the Company, with respect to any extensions of credit they have made to
such insured depository institution.

Capital Adequacy

Both Farmers and Farmers Bank are subject to risk-based capital requirements imposed by their respective primary federal
banking regulator. The Federal Reserve Bank monitors the capital adequacy of Farmers and the FDIC monitors the capital adequacy
of Farmers Bank. The revised risk-based capital requirements applicable to bank holding companies and insured depository
institutions, including the Company and the Bank, to make them consistent with agreements that were reached by the Basel
Committee on Banking Supervision (“Basel 111”") became effective for the Company and the Bank on January 1, 2015. The Basel 111
Rules require the maintenance of minimum amounts and ratios of common equity tier 1 capital, tier 1 capital and total capital to risk-
weighted assets, and of tier 1 capital to adjusted quarterly average assets.

Under the Basel I11 Rules, common equity tier 1 capital consists of common stock and paid-in capital (net of treasury stock) and
retained earnings. Common equity tier 1 capital is reduced by goodwill, certain intangible assets, net of associated deferred tax
liabilities, deferred tax assets that arise from tax credit and net operating loss carryforwards, net of any valuation allowance, and
certain other items as specified by the Basel 111 Rules.

Tier 1 capital includes common equity tier 1 capital and certain additional tier 1 items as provided under the Basel 111 Rules.

Basel I11 Rules allow for insured depository institutions to make a one-time election not to include most elements of
accumulated other comprehensive income in regulatory capital and instead effectively use the existing treatment under the general
risk-based capital rules. The Company and Bank made this opt-out election in the first quarter of 2015 to avoid significant variations
in the level of capital depending upon the impact of interest rate fluctuations on the fair value of our investment securities portfolio.



The Basel 111 Rules also changed the risk-weights of assets in an effort to better reflect credit risk and other risk exposures.
These include a 150% risk weight (up from 100%) for certain high volatility commercial real estate acquisition, development and
construction loans and the unsecured portion of non-residential mortgage loans that are 90 days past due or otherwise on nonaccrual
status; a 20% (up from 0%) credit conversion factor for the unused portion of a commitment with an original maturity of one year or
less that is not unconditionally cancellable; a 250% risk weight (up from 100%) for mortgage servicing rights and deferred tax assets
that are not deducted from capital; and increased risk weights (from 0% to up to 600%) for equity exposures.

The Basel 111 Rules limit capital distributions and certain discretionary bonus payments if the banking organization does not
hold a “capital conservation buffer” consisting of 2.5% of common equity tier 1 capital, tier 1 capital and total capital to risk-weighted
assets in addition to the amount necessary to meet minimum risk-based capital requirements. The capital conservation buffer will be
phased in beginning January 1, 2016, at 0.625% of risk-weighted assets, increasing each year by that amount until fully implemented
at 2.5% on January 1, 2019. When fully phased in on January 1, 2019, the Basel 111 Rules will require the Company and Bank to
maintain (i) a minimum ratio of common equity tier 1 capital to risk-weighted assets of at least 4.5%, plus a 2.5% capital conservation
buffer, which effectively results in a minimum ratio of 7.0% upon full implementation, (ii) a minimum ratio of tier 1 capital to risk-
weighted assets of at least 6.0%, plus a 2.5% capital conservation buffer, which effectively results in a minimum ratio of 8.50% upon
full implementation, (iii) a minimum ratio of total capital to risk-weighted assets of at least 8.0%, plus a 2.5% capital conservation
buffer, which effectively results in a minimum ratio of 10.5% upon full implementation and (iv) a minimum leverage ratio of 4.0%.

Prior to January 1, 2015, federal regulatory agencies required the Company and Bank to maintain minimum tier 1 and total
capital to risk-weighted assets of 4.0% and 8.0%, respectively, and tier 1 capital to average assets (tier 1 leverage ratio) of at least
4.0%. In order to be considered well capitalized under the rules in effect prior to January 1, 2015, the Company had to maintain tier 1
and total capital to risk-weighted assets of 6.0% and 10.0%, respectively, and a leverage ratio of 5.0%. Tier 1 capital consisted of
common equity, retained earnings, certain types of preferred stock, qualifying minority interest and trust preferred securities, subject
to limitations, and excluded goodwill and various intangible assets.

When fully phased in on January 1, 2019, Basel 111 will require banks to maintain: (i) as a newly adopted international standard,
a minimum ratio of Common Equity Tier 1 (“CET1”) to risk-weighted assets of 4.5%, plus a 2.5% “capital conservation buffer”
(which is added to the 4.5% CET1 ratio as that buffer is phased in, which will effectively result in a minimum ratio of CET1 to risk-
weighted assets of 7.0%); (ii) a minimum ratio of Tier 1 capital to risk-weighted assets of 6.0%, plus the capital conservation buffer
(which is added to the 6.0% Tier 1 capital ratio as that buffer is phased in, effectively resulting in a minimum Tier 1 capital ratio of
8.5% on full implementation); (iii) a minimum ratio of Total (Tier 1 plus Tier 2) capital to risk-weighted assets of at least 8.0%, plus
the capital conservation buffer (which is added to the 8.0% total capital ratio as that buffer is phased in, effectively resulting in a
minimum total capital ratio of 10.5% upon full implementation); and (iv) as a newly adopted international standard, a minimum
leverage ratio of 3.0%, calculated as the ratio of Tier 1 capital to balance sheet exposures plus certain off-balance sheet exposures
(computed as the average for each quarter of the month-end ratios for the quarter).

The Basel 111 final framework provides for a number of new deductions from and adjustments to CET1, including the deduction
of mortgage servicing rights, deferred tax assets dependent upon future taxable income and significant investments in non-
consolidated financial entities if any one such category exceeds 10.0% of CET1 or if all such categories in the aggregate exceed
15.0% of CETL.

The following is a summary of the other major changes from the current general risk-based capital rule:

. replacement of the external credit ratings approach to standards of creditworthiness with a simplified supervisory
formula approach;

. stricter limitations on the extent to which mortgage servicing assets, deferred tax assets and significant investments
in unconsolidated financial institutions may be included in common equity tier 1 capital and the risk weight to be
assigned to any amounts of such assets not deducted; and

. increased risk weights for past-due loans, certain commercial real estate loans and some equity exposures, and
selected other changes in risk weights and credit conversion factors.

Notwithstanding its release of the Basel I11 framework as a final framework, the Basel Committee is considering further
amendments to Basel 111, including imposition of additional capital surcharges on globally systemically important financial
institutions. In addition to Basel 11, the Dodd-Frank Act requires or permits federal banking agencies to adopt regulations affecting
capital requirements in a number of respects, including potentially more stringent capital requirements for systemically important
financial institutions. Accordingly, the regulations ultimately applicable to the Company may differ substantially from the currently
published final Basel 111 framework. Requirements of higher capital levels or higher levels of liquid assets could adversely impact the
Company’s net income and return on equity.



Volcker Rule

In December 2013, five federal agencies adopted a final regulation implementing the Volcker Rule provision of the Dodd-Frank
Act (the "Volcker Rule™). The Volcker Rule places limits on the trading activity of insured depository institutions and entities
affiliated with a depository institution, subject to certain exceptions. The trading activity includes a purchase or sale as principal of a
security, derivative, commodity future or option on any such instrument in order to benefit from short-term price movements or to
realize short-term profits. The Volcker Rule exempts specified U.S. Government, agency and/or municipal obligations, and it excepts
trading conducted in certain capacities, including as a broker or other agent, through a deferred compensation or pension plan, as a
fiduciary on behalf of customers, to satisfy a debt previously contracted, repurchase and securities lending agreements and risk-
mitigating hedging activities.

The Volcker Rule also prohibits a banking entity from having an ownership interest in, or certain relationships with, a hedge
fund or private equity fund, with a number of exceptions.

The Bank does not engage in any of the trading activities or own any of the types of funds prohibited by the Volcker Rule.

Prompt Corrective Action

The federal banking agencies have established a system of prompt corrective action to resolve certain of the problems of
undercapitalized institutions. This system is based on five capital level categories for insured depository institutions: “well
capitalized,” “adequately capitalized,” “undercapitalized,” “significantly undercapitalized,” and “critically undercapitalized.”

The federal banking agencies may (or in some cases must) take certain supervisory actions depending upon a bank’s capital
level. For example, the banking agencies must appoint a receiver or conservator for a bank within 90 days after it becomes “critically
undercapitalized” unless the bank’s primary regulator determines, with the concurrence of the FDIC, that other action would better
achieve regulatory purposes. Banking operations otherwise may be significantly affected depending on a bank’s capital category. For
example, a bank that is not “well capitalized” generally is prohibited from accepting brokered deposits and offering interest rates on
deposits higher than the prevailing rate in its market, and the holding company of any undercapitalized depository institution must
guarantee, in part, specific aspects of the bank’s capital plan for the plan to be acceptable.

Federal law permits the OCC to order the pro rata assessment of shareholders of a national bank whose capital stock has become
impaired, by losses or otherwise, to relieve a deficiency in such national bank’s capital stock. This statute also provides for the
enforcement of any such pro rata assessment of shareholders of such national bank to cover such impairment of capital stock by sale,
to the extent necessary, of the capital stock owned by any assessed shareholder failing to pay the assessment. As the sole shareholder
of Farmers Bank, the Company is subject to such provisions.

Deposit Insurance

Substantially all of the deposits of the Bank are insured up to applicable limits by the Deposit Insurance Fund of the FDIC, and
Farmers Bank is assessed deposit insurance premiums to maintain the Deposit Insurance Fund. Insurance premiums for each insured
institution are determined based upon the institution’s capital level and supervisory rating provided to the FDIC by the institution’s
primary federal regulator and other information deemed by the FDIC to be relevant to the risk posed to the Deposit Insurance Fund by
the institution. The assessment rate is then applied to the amount of the institution’s deposits to determine the institution’s insurance
premium.

On February 7, 2011, the FDIC approved a final rule that changed the deposit insurance assessment base, as required by the
Dodd-Frank Act. As adopted, the final rule changed the deposit insurance assessment base from domestic deposits to average assets
minus average tangible equity. In addition, the final rule also adopted a new large-bank pricing assessment scheme and established a
target size for the Deposit Insurance Fund. Specifically, the final rule set a target size for the Deposit Insurance Fund at 2 percent of
insured deposits and implements a lower assessment rate schedule when the fund reaches 1.15 percent and, in lieu of dividends,
provides for a lower rate schedule when the reserve ratio reaches 2 percent and 2.5 percent. The final rule also created a scorecard-
based assessment system for banks with more than $10 billion in assets. The final rule went into effect beginning with the second
quarter of 2011.



As insurer, the FDIC is authorized to conduct examinations of and to require reporting by federally-insured institutions. It also
may prohibit any federally-insured institution from engaging in any activity the FDIC determines by regulation or order to pose a
serious threat to the Deposit Insurance Fund. The FDIC also has the authority to take enforcement actions against insured institutions.
Insurance of deposits may be terminated by the FDIC upon a finding that the institution has engaged or is engaging in unsafe and
unsound practices, is in an unsafe or unsound condition to continue operations or has violated any applicable law, regulation, rule,
order or condition imposed by the FDIC or written agreement entered into with the FDIC. The management of the Bank does not
know of any practice, condition or violation that might lead to termination of deposit insurance.

Fiscal and Monetary Policies

The Company’s business and earnings are affected significantly by the fiscal and monetary policies of the federal government
and its agencies. The Company is particularly affected by the policies of the Federal Reserve Board, which regulates the supply of
money and credit in the United States in order to influence general economic conditions, primarily through open market operations in
U.S. government securities, changes in the discount rate on bank borrowings and changes in the reserve requirements against
depository institutions’ deposits. These policies and regulations significantly affect the overall growth and distribution of loans,
investments and deposits, as well as interest rates charged on loans and paid on deposits.

The monetary policies of the Federal Reserve board have had a significant effect on operations and results of financial
institutions in the past and are expected to have significant effects in the future. In view of the changing conditions in the economy,
the money markets and activities of monetary and fiscal authorities, Farmers can make no predictions as to future changes in interest
rates, credit availability or deposit levels.

Community Reinvestment Act

The CRA requires depository institutions to assist in meeting the credit needs of their market areas consistent with safe and
sound banking practice. Under the CRA, each depository institution is required to help meet the credit needs of its market areas by,
among other things, providing credit to low- and moderate-income individuals and communities. Depository institutions are
periodically examined for compliance with the CRA and are assigned ratings. In order for a bank holding company to commence any
new activity permitted by the BHCA, or to acquire any company engaged in any new activity permitted by the BHCA, each insured
depository institution subsidiary of the bank holding company must have received a rating of at least “satisfactory” in its most recent
examination under the CRA. Furthermore, banking regulators take into account CRA ratings when considering approval of a proposed
transaction. Farmers received a rating of “satisfactory” in its most recent CRA examination.

Customer Privacy

Farmers Bank is subject to regulations limiting the ability of financial institutions to disclose non-public information about
consumers to nonaffiliated third parties. These limitations require disclosure of privacy policies to consumers and, in some
circumstances, allow customers to prevent disclosure of certain personal information to a nonaffiliated third party. These regulations
affect how consumer information is transmitted and conveyed to outside vendors.

Anti-Money Laundering and the USA Patriot Act

The Uniting and Strengthening of America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act of
2001 (the “USA Patriot Act”) and its related regulations require insured depository institutions, broker-dealers and certain other
financial institutions to have policies, procedures, and controls to detect, prevent, and report money laundering and terrorist financing.
The USA Patriot Act and its regulations also provide for information sharing, subject to conditions, between federal law enforcement
agencies and financial institutions, as well as among financial institutions, for counter-terrorism purposes. Failure of a financial
institution to maintain and implement adequate programs to combat money laundering and terrorist financing, or to comply with all of
the relevant laws or regulations, could have serious legal and reputational consequences for the institution. In addition, federal banking
agencies are required, when reviewing bank holding company acquisition and bank merger applications, to take into account the
effectiveness of the anti-money laundering policies, procedures and controls of the applicants.



Corporate Governance

The Sarbanes-Oxley Act of 2002 effected broad reforms to areas of corporate governance and financial reporting for public
companies under the jurisdiction of the Commission. The Company’s corporate governance policies include an Audit Committee
Charter, a Compensation Committee Charter, Corporate Governance and Nominating Committee Charter, and Code of Business
Conduct and Ethics. The Board of Directors reviews the Company’s corporate governance practices on a continuing basis. These and
other corporate governance policies have been provided previously to shareholders and are available, along with other information on
Farmers’ corporate governance practices, on the Company’s website at www.farmersbankgroup.com.

As directed by Section 302(a) of the Sarbanes-Oxley Act, the Company’s chief executive officer and chief financial officer are
each required to certify that the Company’s Quarterly and Annual Reports do not contain any untrue statement of a material fact. The
rules have several requirements, including having these officers certify that: they are responsible for establishing, maintaining, and
regularly evaluating the effectiveness of the Company’s internal controls, they have made certain disclosures about the Company’s
internal controls to its auditors and the audit committee of the Board of Directors, and they have included information in the
Company’s Quarterly and Annual Reports about their evaluation and whether there have been significant changes in internal controls
or in other factors that could significantly affect internal controls subsequent to the evaluation.

Executive and Incentive Compensation

In June 2010, the Federal Reserve Board, OCC and FDIC issued joint interagency guidance on incentive compensation policies
(the “Joint Guidance”) intended to ensure that the incentive compensation policies of banking organizations do not undermine the
safety and soundness of such organizations by encouraging excessive risk-taking. This principles-based guidance, which covers all
employees that have the ability to materially affect the risk profile of an organization, either individually or as part of a group, is based
upon the key principles that a banking organization’s incentive compensation arrangements should: (i) provide incentives that do not
encourage risk-taking beyond the organization’s ability to effectively identify and manage risks; (ii) be compatible with effective
internal controls and risk management; and (iii) be supported by strong corporate governance, including active and effective oversight
by the organization’s board of directors.

Pursuant to the Joint Guidance, the Federal Reserve Board will review as part of a regular, risk-focused examination process, the
incentive compensation arrangements of financial institutions such as Farmers. Such reviews will be tailored to each organization
based on the scope and complexity of the organization’s activities and the prevalence of incentive compensation arrangements. The
findings of the supervisory initiatives will be included in reports of examination and deficiencies will be incorporated into the
institution’s supervisory ratings, which can affect the institution’s ability to make acquisitions and take other actions. Enforcement
actions may be taken against an institution if its incentive compensation arrangements, or related risk-management control or
governance processes, pose a risk to the organization’s safety and soundness and prompt and effective measures are not being taken to
correct the deficiencies.

On February 7, 2011, the federal banking agencies jointly issued proposed rules on incentive-based compensation arrangements
under applicable provisions of the Dodd-Frank Act (the “Proposed Rules”). The Proposed Rules generally apply to financial
institutions with $1.0 billion or more in assets that maintain incentive-based compensation arrangements for certain covered
employees. The Proposed Rules: (i) prohibit covered financial institutions from maintaining incentive-based compensation
arrangements that encourage covered persons to expose the institution to inappropriate risk by providing the covered person with
“excessive” compensation; (ii) prohibit covered financial institutions from establishing or maintaining incentive-based compensation
arrangements for covered persons that encourage inappropriate risks that could lead to a material financial loss; (iii) require covered
financial institutions to maintain policies and procedures appropriate to their size, complexity and use of incentive-based
compensation to help ensure compliance with the Proposed Rules; and (iv) require covered financial institutions to provide enhanced
disclosure to regulators regarding their incentive-based compensation arrangements for covered persons within 90 days following the
end of the fiscal year.

Public companies will also be required, once stock exchanges impose additional listing requirements under the Dodd-Frank Act,
to implement “clawback” procedures for incentive compensation payments and to disclose the details of the procedures which allow
recovery of incentive compensation that was paid on the basis of erroneous financial information necessitating a restatement due to
material noncompliance with financial reporting requirements. This clawback policy is intended to apply to compensation paid within
a three year look-back window of the restatement and would cover all executives who received incentive awards.

The Dodd-Frank Act also provides shareholders the opportunity to cast a non-binding vote on executive compensation practices,

imposes new executive compensation disclosure requirements, and contains additional considerations of the independence of
compensation advisors.
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Future Legislation

Various and significant legislation affecting financial institutions and the financial industry is from time to time introduced in
the U.S. Congress and state legislatures, as well as by regulatory agencies. Such initiatives may include proposals to expand or
contract the powers of bank holding companies and depository institutions or proposals to substantially change the financial institution
regulatory system. Such legislation could change the operating environment for Farmers and its subsidiaries in substantial and
unpredictable ways and could significantly increase or decrease the costs of doing business, limit or expand permissible activities or
affect the competitive balance among financial institutions. With the enactment of the Dodd-Frank Act and the continuing
implementation of final rules and regulations thereunder, the nature and extent of future legislative and regulatory changes affecting
financial institutions remains very unpredictable. Farmers cannot predict the scope and timing of any such future legislation and, if
enacted, the effect that it could have on its business, financial condition or results of operations.

Summary

To the extent that the foregoing information describes statutory and regulatory provisions applicable to the Company or its
subsidiaries, it is qualified in its entirety by reference to the full text of those provisions or agreements. Also, such statutes, regulations
and policies are continually under review by the U.S. Congress and state legislatures as well as federal and state regulatory agencies
and are subject to change at any time, particularly in the current economic and regulatory environment. Any such change in applicable
statutes, regulations or regulatory policies could have a material effect on Farmers and its business, financial condition or results of
operations.

Item 1A. Risk Factors.

The following are certain risk factors that could materially and negatively affect our business, results of operations, cash flows
or financial condition. These risk factors should be considered in connection with evaluating the forward-looking statements contained
in this Annual Report on Form 10-K because these factors could cause our actual results or financial condition to differ materially
from those projected in forward-looking statements. The risks that are discussed below are not the only ones we face. If any of the
following risks occur, our business, financial condition or results of operations could be negatively affected. Additional risks that are
not presently known or that we presently deem to be immaterial could also have a material, adverse impact on our business, financial
condition or results of operations.

Risks Relating to Economic and Market Conditions
Difficult market conditions and economic trends have adversely affected our industry and our business.

Beginning in the latter half of 2007 through 2009, the U.S. economy was in recession and business activity across a wide range
of industries and regions in the U. S. was greatly reduced. Although economic conditions have improved, certain sectors, such as real
estate and manufacturing, remain weak and unemployment remains high. It is also possible that recent improvements may be reversed
if current economic turmoil in Europe becomes global or the United States Congress fails to resolve certain critical fiscal policies it is
now facing, including the automatic budget cuts contemplated in the sequester arrangement and raising the federal government’s debt
ceiling in time to avoid a default. In addition, many local governments and many businesses are still in serious difficulty due to
depressed consumer spending and continued decreased liquidity in the credit markets.

Market conditions have also led to poor financial performance resulting in the failure and merger of a number of financial

institutions. These failures, as well as possible future failures, have had a significant negative impact on the capitalization levels and of
the Deposit Insurance Fund, which has led to a significant increase in deposit insurance premiums paid by financial institutions.
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Our success depends, to a certain extent, upon economic and political conditions, local and national, as well as governmental
monetary policies. Conditions such as inflation, recession, unemployment, changes in interest rates, money supply, governmental
fiscal policies, and other factors beyond our control may adversely affect our asset quality, deposit levels and loan demand and,
therefore, our earnings. Because we have a significant amount of real estate loans, additional decreases in real estate values could
adversely affect the value of property used as collateral and our ability to sell the collateral upon foreclosure. Adverse changes in the
economy may also have a negative effect on the ability of our borrowers to make timely repayments of their loans, which would have
an adverse impact on our earnings. If during a period of reduced real estate values we are required to liquidate the collateral securing
loans to satisfy the debt or to increase our allowance for loan losses, it could materially reduce our profitability and adversely affect
our financial condition. Moreover, the Financial Accounting Standards Board may change its requirements for establishing the loan
loss allowance. The majority of our loans are to individuals and businesses in Northeast Ohio. Consequently, further significant
declines in the economy in the area could have a material adverse effect on our business, financial condition or results of operations. It
is uncertain when the negative credit trends in our market will reverse, and, therefore, future earnings are susceptible to further
declining credit conditions in the market in which we operate.

Changes in interest rates could adversely affect income and financial condition.

Our earnings and cash flow are dependent upon our net interest income. Net interest income is the difference between the
interest income generated by our interest-earning assets (consisting primarily of loans and, to a lesser extent, securities) and the
interest expense generated by our interest-bearing liabilities (consisting primarily of deposits and wholesale borrowings). Our level of
net interest income is primarily a function of the average balance of our interest-earning assets, the average balance of our interest-
bearing liabilities and the spread between the yield on such assets and the cost of such liabilities. These factors are influenced by both
the pricing and mix of our interest-earning assets and our interest-bearing liabilities which, in turn, are impacted by external factors,
such as the local economy, competition for loans and deposits, the monetary policy of the Federal Reserve Board and market interest
rates.

Interest rates are beyond our control, and they fluctuate in response to general economic conditions and the policies of various
governmental and regulatory agencies, in particular, the Federal Reserve Board. Changes in monetary policy, including changes in
interest rates, will influence the origination of loans, the purchase of investments, the generation of deposits and the rates received on
loans and investment securities and paid on deposits. While we have taken measures intended to manage the risks of operating in a
changing interest rate environment, there can be no assurance that such measures will be effective in avoiding undue interest rate risk.
See additional interest rate risk discussion under the Market Risk section found in Item 7A of this Annual Report on Form 10-K.

Defaults by another larger financial institution could adversely affect financial markets generally.

The commercial soundness of many financial institutions may be closely interrelated as a result of credit, trading, clearing or
other relationships between institutions. As a result, concerns about, or a default or threatened default by, one institution could lead to
significant market-wide liquidity and credit problems, losses or defaults by other institutions. This is sometimes referred to as
“systemic risk” and may adversely affect financial intermediaries, such as clearing agencies, clearing houses, banks, securities firms
and exchanges, with which we and our subsidiaries interact on a daily basis, and therefore could adversely affect our business,
financial condition or results of operations.

Risks Related to Our Business

We extend credit to a variety of customers based on internally set standards and judgment. We manage credit risk through a
program of underwriting standards, the review of certain credit decisions and an on-going process of assessment of the quality of
credit already extended. Our credit standards and on-going process of credit assessment might not protect us from significant
credit losses.

We take credit risk by virtue of making loans, extending loan commitments and letters of credit and, to a lesser degree,
purchasing non-governmental securities. Our exposure to credit risk is managed through the use of consistent underwriting standards
that emphasize “in-market” lending, while avoiding highly leveraged transactions as well as excessive industry and other
concentrations. Our credit administration function employs risk management techniques to ensure that loans adhere to corporate
policy and problem loans are promptly identified. While these procedures are designed to provide us with the information needed to
implement policy adjustments where necessary, and to take proactive corrective actions, there can be no assurance that such measures
will be effective in avoiding undue credit risk.
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We have significant exposure to risks associated with commercial real estate and residential real estate.

As of December 31, 2015, approximately 68.2% of our loan portfolio consisted of commercial real estate and residential real
estate loans, including real estate development, construction and residential and commercial mortgage loans. Consequently, real
estate-related credit risks are a significant concern for us. The adverse consequences from real estate-related credit risks tend to be
cyclical and are often driven by national economic developments that are not controllable or entirely foreseeable by us or our
borrowers. General difficulties in our real estate markets have recently contributed to increases in our non-performing loans, charge-
offs, and decreases in our income.

Our business depends significantly on general economic conditions in Ohio. Accordingly, the ability of our borrowers to repay
their loans, and the value of the collateral securing such loans, may be significantly affected by economic conditions in the regions we
serve or by changes in the local real estate markets. A significant decline in general economic conditions caused by inflation,
recession, unemployment, acts of terrorism, or other factors beyond our control could therefore have an adverse effect on our business,
financial condition or results of operations.

Our indirect lending exposes us to increased credit risks.

A portion of our current lending involves the purchase of consumer automobile installment sales contracts from automobile
dealers located in Northeastern Ohio. These loans are for the purchase of new or late model used cars. We serve customers over a
broad range of creditworthiness, and the required terms and rates are reflective of those risk profiles. While these loans have higher
yields than many of our other loans, such loans involve significant risks in addition to normal credit risk. Potential risk elements
associated with indirect lending include the limited personal contact with the borrower as a result of indirect lending through dealers,
the absence of assured continued employment of the borrower, the varying general creditworthiness of the borrower, changes in the
local economy, and difficulty in monitoring collateral. While indirect automobile loans are secured, such loans are secured by
depreciating assets and characterized by loan to value ratios that could result in us not recovering the full value of an outstanding loan
upon default by the borrower. Due to the economic slowdown in our primary market area, we currently are experiencing higher
delinquencies, charge-offs and repossessions of vehicles in this portfolio. If the economy continues to contract, we may continue to
experience higher levels of delinquencies, repossessions and charge-offs.

Commercial and industrial loans may expose us to greater financial and credit risk than other loans.

As of December 31, 2015, approximately 17.6% of our loan portfolio consisted of commercial and industrial loans. Commercial
and industrial loans generally carry larger loan balances and can involve a greater degree of financial and credit risk than other loans.
Any significant failure to pay on time by our customers would hurt our earnings and cause a significant increase in non-performing
loans. The increased financial and credit risk associated with these types of loans are a result of several factors, including the
concentration of principal in a limited number of loans and borrowers, the size of loan balances, the effects of general economic
conditions on income-producing properties and the increased difficulty of evaluating and monitoring these types of loans. In addition,
when underwriting a commercial or industrial loan, we may take a security interest in commercial real estate, and, in some instances
upon a default by the borrower, we may foreclose on and take title to the property, which may lead to potential financial risks. An
increase in non-performing loans could result in a net loss of earnings from these loans, an increase in the provision for loan losses and
an increase in loan charge-offs, all of which could have a material adverse effect on our business, financial condition or results of
operations.

Our allowance for loan loss may not be adequate to cover actual future losses.

We maintain an allowance for loan losses to cover current, probable incurred loan losses. Every loan we make carries a certain
risk of non-repayment, and we make various assumptions and judgments about the collectability of our loan portfolio, including the
creditworthiness of our borrowers and the value of the real estate and other assets serving as collateral for the repayment of loans.
Through a periodic review and consideration of the loan portfolio, management determines the amount of the allowance for loan
losses by considering general market conditions, credit quality of the loan portfolio, the collateral supporting the loans and
performance of customers relative to their financial obligations with us. The amount of future losses is susceptible to changes in
economic, operating and other conditions, including changes in interest rates, which may be beyond our control, and these losses may
exceed current estimates. We cannot fully predict the amount or timing of losses or whether the loss allowance will be adequate in the
future. If our assumptions prove to be incorrect, our allowance for loan losses may not be sufficient to cover losses inherent in our
loan portfolio, which will require additions to the allowance. Excessive loan losses and significant additions to our allowance for loan
losses could have a material adverse impact on our business, financial condition or results of operations.
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We are subject to certain risks with respect to liquidity.

“Liquidity” refers to our ability to generate sufficient cash flows to support our operations and to fulfill our obligations,
including commitments to originate loans, to repay our wholesale borrowings and other liabilities and to satisfy the withdrawal of
deposits by our customers. Our primary source of liquidity is our core deposit base, which is raised through our retail branch system.
Core deposits — savings and money market accounts, time deposits less than $250 thousand and demand deposits—comprised
approximately 96.8% of total deposits at December 31, 2015. Additional available unused wholesale sources of liquidity include
advances from the FHLB, issuances through dealers in the capital markets and access to certificates of deposit issued through brokers.
Liquidity is further provided by unencumbered, or unpledged, investment securities that totaled $176 million at December 31, 2015.
An inability to raise funds through deposits, borrowings, the sale or pledging as collateral of loans and other assets could have a
substantial negative effect on our liquidity. Our access to funding sources in amounts adequate to finance our activities could be
impaired by factors that affect us specifically or the financial services industry in general. Factors that could negatively affect our
access to liquidity sources include a decrease in the level of our business activity due to a market downturn or negative regulatory
action against us. Our ability to borrow could also be impaired by factors that are not specific to us, such as severe disruption of the
financial markets or negative news and expectations about the prospects for the financial services industry as a whole, as evidenced by
recent turmoil in the domestic and worldwide credit markets.

Our business strategy includes continuing our growth plans. Our business, financial condition or results of operations could
be negatively affected if we fail to grow or fail to manage our growth effectively.

We intend to continue pursuing a profitable growth strategy both within our existing markets and in new markets. Our prospects
must be considered in light of the risks, expenses and difficulties frequently encountered by companies in significant growth stages of
development. We cannot assure that we will be able to expand our market presence in our existing markets or successfully enter new
markets or that any such expansion will not adversely affect our results of operations. Failure to manage our growth effectively could
have a material adverse effect on our business, future prospects, financial condition or results of operations and could adversely affect
our ability to successfully implement our business strategy. Also, if we grow more slowly than anticipated, our operating results could
be materially adversely affected.

We may experience difficulties in integrating acquired businesses, or acquisitions may not perform as expected.

In 2015, we completed the acquisitions of NBOH and Tri-State. The successful integration of these acquisitions depends on our
ability to manage the operations and personnel of the acquired businesses. Integrating operations is complex and requires significant
efforts and expenses. Potential difficulties we may encounter as part of the integration process include the following:

. employees may voluntarily or involuntarily exit the Company because of the acquisitions;
. our management team may have its attention diverted while trying to integrate the acquired companies;
. we may encounter obstacles when incorporating the acquired operations into our operations;
. differences in business backgrounds, corporate cultures and management philosophies;
. potential unknown liabilities and unforeseen increased expenses;
. previously undetected operational or other issues; and
. the acquired operations may not otherwise perform as expected or provide expected results
Any of these factors could adversely affect each company’s ability to maintain relationships with customers, suppliers,

employees and other constituencies or our ability to achieve the anticipated benefits of the acquisition or could reduce each company’s
earnings or otherwise adversely affect our business and financial results after the acquisition.

We may fail to realize all of the anticipated benefits of acquisitions, which could reduce our anticipated profitability.

We expect that our acquisitions will result in certain synergies, business opportunities and growth prospects, although we may
not fully realize these expectations. Our assumptions underlying estimates of expected cost savings may be inaccurate or general
industry and business conditions may deteriorate. In addition, our growth and operating strategies for acquired businesses may be
different from the strategies that the acquired companies pursued. If these factors limit our ability to integrate or operate the acquired
companies successfully or on a timely basis, our expectations of future results of operations, including certain cost savings and
synergies expected to result from acquisitions, may not be met.

14



We may not be able to attract and retain skilled people.

Our success depends, in large part, on our ability to attract and retain key people. Competition for the best people in most
activities in which we engage can be intense, and we may not be able to retain or hire the people we want or need. In order to attract
and retain qualified employees, we must compensate them at market levels. If we are unable to continue to attract and retain qualified
employees, or do so at rates necessary to maintain our competitive position, our performance, including our competitive position,
could suffer, and, in turn, adversely affect our business, financial condition or results of operations.

Strong competition within the markets in which we operate could reduce our ability to attract and retain business.

In our markets, we encounter significant competition from banks, savings and loan associations, credit unions, mortgage banks
and other financial service companies. As a result of their size and ability to achieve economies of scale, some of our competitors offer
a broader range of products and services than we can offer. In particular, the competition includes major financial companies whose
greater resources may afford them a marketplace advantage by enabling them to maintain numerous banking locations and mount
extensive promotional and advertising campaigns. Our ability to maintain our history of strong financial performance and return on
investment to shareholders will depend in part on our continued ability to compete successfully in our market. Financial performance
and return on investment to shareholders will also depend on our ability to expand our scope of available financial services to our
customers. In addition to other banks, competitors include securities dealers, brokers, investment advisors, and finance and insurance
companies. The increasingly competitive environment is, in part, a result of changes in regulation, changes in technology and product
delivery systems, and the accelerating pace of consolidation among financial service providers.

Consumers may decide not to use banks to complete their financial transactions.

Technology and other changes are allowing parties to utilize alternative methods to complete financial transactions that
historically have involved banks. For example, consumers can now maintain funds in brokerage accounts or mutual funds that would
have historically been held as bank deposits. Consumers can also complete transactions such as paying bills and/or transferring funds
directly without the assistance of banks. The process of eliminating banks as intermediaries could result in the loss of fee income, as
well as the loss of customer deposits and the related income generated from those deposits. The loss of these revenue streams and the
lower cost deposits as a source of funds could have a material adverse effect on our business, financial condition or results of
operations.

We are exposed to operational risk.

Similar to any large organization, we are exposed to many types of operational risk, including reputational risk, legal and
compliance risk, the risk of fraud or theft by employees or outsiders, unauthorized transactions by employees or operational errors,
including clerical or record-keeping errors or those resulting from faulty or disabled computer or telecommunications systems.

Negative public opinion can result from our actual or alleged conduct in any number of activities, including lending practices,
corporate governance and acquisitions and from actions taken by government regulators and community organizations in response to
those activities. Negative public opinion can adversely affect our ability to attract and keep customers and can expose us to litigation
and regulatory action.

Given the volume of transactions we process, certain errors may be repeated or compounded before they are discovered and
successfully rectified. Our necessary dependence upon automated systems to record and process our transaction volume may further
increase the risk that technical system flaws or employee tampering or manipulation of those systems will result in losses that are
difficult to detect. We may also be subject to disruptions of our operating systems arising from events that are wholly or partially
beyond our control (for example, computer viruses or electrical or telecommunications outages), which may give rise to disruption of
service to customers and to financial loss of liability. We are further exposed to the risk that our external vendors may be unable to
fulfill their contractual obligations (or will be subject to the same risk of fraud or operational errors by their respective employees as
we are) and to the risk that our (or our vendors’) business continuity and data security systems prove to be inadequate.
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Unauthorized disclosure of sensitive or confidential client or customer information, whether through a breach of our
computer systems or otherwise, could severely harm our business.

As part of our financial institution business, we collect, process and retain sensitive and confidential client and customer
information on behalf of our subsidiaries and other third parties. Despite the security measures we have in place, our facilities and
systems, and those of our third-party service providers, may be vulnerable to security breaches, acts of vandalism, computer viruses,
misplaced or lost data, programming and/or human errors or other similar events. If information security is breached, information
could be lost or misappropriated, resulting in financial loss or costs to us or damages to others. Any security breach involving the
misappropriation, loss or other unauthorized disclosure of confidential customer information, whether by us or by our vendors, could
severely damage our reputation, expose us to the risks of litigation and liability or disrupt our operations and have a material adverse
effect on our business, financial condition or results of operations.

We depend on our subsidiaries for dividends, distributions and other payments.

As a bank holding company, we are a legal entity separate and distinct from our subsidiaries. Our principal source of funds to
pay dividends on our common shares is dividends from these subsidiaries. Federal and state statutory provisions and regulations limit
the amount of dividends that our banking and other subsidiaries may pay to us without regulatory approval. In the event our
subsidiaries become unable to pay dividends to us, we may not be able to pay dividends on our outstanding common shares.
Accordingly, our inability to receive dividends from our subsidiaries could also have a material adverse effect on our business,
financial condition and results of operations. Further discussion of our ability to pay dividends can be found under the caption
“Dividends and Transactions with Affiliates” in Item 1 of this Annual Report on Form 10-K.

We may elect or be compelled to seek additional capital in the future, but that capital may not be available when it is needed.

We are required by federal and state regulatory authorities to maintain adequate levels of capital to support our operations.
Federal banking agencies have proposed extensive changes to their capital requirements, including raising required amounts and
eliminating the inclusion of certain instruments from the calculation of capital. The final form of such regulations and their impact on
the Company is unknown at this time but may require us to raise additional capital. In addition, we may elect to raise capital to support
our business or to finance acquisitions, if any, or for other anticipated reasons. Our ability to raise additional capital, if needed, will
depend on financial performance, conditions in the capital markets, economic conditions and a number of other factors, including the
satisfaction or release of preemptive rights in the event of a common share offering, many of which are outside our control. Therefore,
there can be no assurance additional capital can be raised when needed or that capital can be raised on acceptable terms. The inability
to raise capital may have a material adverse effect on our business, financial condition or results of operations.

Impairment of investment securities, goodwill, other intangible assets, or deferred tax assets could require charges to
earnings, which could result in a negative impact on our results of operations.

In assessing the impairment of investment securities, we consider the length of time and extent to which the fair value has been
less than cost, the financial condition and near-term prospects of the issuers, whether the market decline was affected by
macroeconomic conditions and whether we have the intent to sell the debt security or will be required to sell the debt security before
its anticipated recovery. Under current accounting standards, goodwill and certain other intangible assets with indeterminate lives are
no longer amortized but, instead, are assessed for impairment periodically or when impairment indicators are present. Assessment of
goodwill and such other intangible assets could result in circumstances where the applicable intangible asset is deemed to be impaired
for accounting purposes. Under such circumstances, the intangible asset’s impairment would be reflected as a charge to earnings in the
period. Deferred tax assets are only recognized to the extent it is more likely than not they will be realized. Should management
determine it is not more likely than not that the deferred tax assets will be realized, a valuation allowance with a change to earnings
would be reflected in the period.
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Risks Related to the Legal and Regulatory Environment
Increases in FDIC insurance premiums may have a material adverse effect on our earnings.

The FDIC maintains the Deposit Insurance Fund to resolve the cost of bank failures. Since 2007, the number of bank failures
has increased significantly, which dramatically increased resolution costs of the FDIC and depleted the Deposit Insurance Fund. Also
during this period, the FDIC and the U.S. Congress have instituted a program to further insure customer deposits at FDIC-member
banks: (i) deposit accounts are now insured up to $250,000 per customer.

Since late 2008, the FDIC has taken various actions intended to maintain a strong funding position and restore reserve ratios of
the Deposit Insurance Fund. These actions have included increasing assessment rates for all insured institutions, requiring riskier
institutions to pay a larger share of premiums by factoring in rate adjustments based on secured liabilities and unsecured debt levels,
imposing special assessments and requiring insured depository institutions to prepay their quarterly risk-based assessments for the
fourth quarter of 2009 and full years 2010 through 2012. In addition, on February 7, 2011, the FDIC approved a final rule that
changed the deposit insurance assessment base and assessment rate schedule, adopted a new large-bank pricing assessment scheme,
and set a target size for the Deposit Insurance Fund. The rule, as mandated by the Dodd-Frank Act, finalized a target size for the
Deposit Insurance Fund at 2 percent of insured deposits. The final rule went into effect beginning with the second quarter of 2011.

We have a limited ability to control the amount of premiums we are required to pay for FDIC insurance. If there are additional
financial institution failures or other significant legislative or regulatory changes, the FDIC may be required to increase assessment
rates or take actions similar to those taken during 2009. Increases in FDIC insurance assessment rates may materially adversely affect
our results of operations and our ability to continue to pay dividends on our common shares at the current rate or at all.

Legislative or regulatory changes or actions, or significant litigation, could adversely impact us or the businesses in which
we are engaged.

The financial services industry is extensively regulated. We are subject to extensive state and federal regulation, supervision and
legislation that govern almost all aspects of our operations. Laws and regulations may change from time to time and are primarily
intended for the protection of consumers, depositors and the Deposit Insurance Fund, and not to benefit our shareholders. The impact
of any changes to laws and regulations or other actions by regulatory agencies may negatively impact us or our ability to increase the
value of our business. Regulatory authorities have extensive discretion in connection with their supervisory and enforcement activities,
including the imposition of restrictions on the operation of an institution, the classification of assets by an institution and the adequacy
of an institution’s allowance for loan losses. Additionally, actions by regulatory agencies or significant litigation against us could
cause us to devote significant time and resources to defending our business and may lead to penalties that materially affect us and our
shareholders.

In addition to laws, regulations and actions directed at the operations of banks, proposals to reform the housing finance market
consider winding down Fannie Mae and Freddie Mac, which could negatively affect our sales of loans.

Continued regulatory changes implemented under the Dodd-Frank Act may adversely impact our business, financial
condition or results of operations.

On July 21, 2010, the Dodd-Frank Act was signed into law as an intended comprehensive overhaul of the financial services
industry within the U.S. There are a number of reform provisions that are likely to significantly impact the ways in which banks and
bank holding companies do business. A detailed discussion regarding the Dodd-Frank Act can be found under the caption “Dodd-
Frank Act” in Item 1 of this Annual Report on Form 10-K.

While the ultimate effect of the changes effected and to be implemented under the Dodd-Frank Act cannot currently be
determined, the law and its implementing rules and regulations are expected to result in increased compliance costs and fees paid to
regulators, along with possible restrictions on our banking operations, all of which may have a material adverse effect on our business,
financial condition or results of operations.

17



Our results of operations, financial condition or liquidity may be adversely impacted by issues arising in foreclosure
practices, including delays in the foreclosure process, related to certain industry deficiencies, as well as potential losses in
connection with actual or projected repurchases and indemnification payments related to mortgages sold into the secondary
market.

Recent announcements of deficiencies in foreclosure documentation by several large seller/servicer financial institutions have
raised various concerns relating to mortgage foreclosure practices. The integrity of the foreclosure process is important to our
business, as an originator and servicer of residential mortgages. As a result of our continued focus of concentrating our lending efforts
in our primary markets in Ohio, as well as servicing loans for the Federal National Mortgage Association (Fannie Mae) and the
Federal Home Loan Mortgage Corporation (Freddie Mac), we do not anticipate suspending any of our foreclosure activities. During
2010, we reviewed our foreclosure procedures and concluded they are generally conservative in nature and do not present the
significant documentation deficiencies underlying other industry foreclosure problems. Nevertheless, we could face delays and
challenges in the foreclosure process arising from claims relating to industry practices generally, which could adversely affect
recoveries and our financial results, whether through increased expenses of litigation and property maintenance, deteriorating values
of underlying mortgaged properties or unsuccessful litigation results generally.

In addition, in connection with the origination and sale of residential mortgages into the secondary market, we make certain
representations and warranties, which, if breached, may require us to repurchase such loans, substitute other loans or indemnify the
purchasers of such loans for actual losses incurred in respect of such loans. Although we believe that our mortgage documentation and
procedures have been appropriate and are generally conservative in nature, it is possible that we will receive repurchase requests in the
future and we may not be able to reach favorable settlements with respect to such requests. It is therefore possible that we may
increase our reserves or may sustain losses associated with such loan repurchases and indemnification payments.

Environmental liability associated with commercial lending could have a material adverse effect on our business, financial
condition or results of operations.

A significant portion of our loan portfolio is secured by real property. During the ordinary course of business, we may foreclose
on and take title to properties securing certain loans. In doing so, there is a risk that hazardous or toxic substances could be found on
these properties. If hazardous or toxic substances are found, we may be liable for remediation costs, as well as for personal injury and
property damage. In addition, we own and operate certain properties that may be subject to similar environmental liability risks.

Environmental laws may require us to incur substantial expenses and may materially reduce the affected property’s value or
limit our ability to use or sell the affected property. In addition, future laws or more stringent interpretations or enforcement policies
with respect to existing laws may increase our exposure to environmental liability. Although we have policies and procedures
requiring the performance of an environmental site assessment before initiating any foreclosure action on real property, these
assessments may not be sufficient to detect all potential environmental hazards. The remediation costs and any other financial
liabilities associated with an environmental hazard could have a material adverse effect on our business, financial condition or results
of operations.

Changes in tax laws could adversely affect our performance.

We are subject to extensive federal, state and local taxes, including income, excise, sales/use, payroll, franchise, withholding
and ad valorem taxes. Changes to our taxes could have a material adverse effect on our results of operations. On January 1, 2014 the
State of Ohio replaced the current franchise tax for financial institutions with the new Ohio Financial Institutions Tax. The Company
has determined that this new tax will have a non-material positive effect on the Company. In addition, our customers are subject to a
wide variety of federal, state and local taxes. Changes in taxes paid by our customers may adversely affect their ability to purchase
homes or consumer products, which could adversely affect their demand for our loans and deposit products. In addition, such negative
effects on our customers could result in defaults on the loans we have made and decrease the value of mortgage-backed securities in
which we have invested.

Changes to the healthcare laws in the United States may increase the number of employees who choose to participate in our
healthcare plans, which may significantly increase our healthcare costs and negatively impact our financial results.

We offer healthcare coverage to our eligible employees with part of the cost subsidized by the Company. With recent changes to
the healthcare laws in the United States becoming effective in 2014, more of our employees may choose to participate in our health
insurance plans, which could increase our costs for such coverage and material adversely impact our costs of operations.
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Anti-takeover provisions could delay or prevent an acquisition or change in control by a third party.

Provisions of the Ohio General Corporation Law, our Articles of Incorporation, and our Amended Code of Regulations,
including a staggered board and supermajority voting requirements, could make it more difficult for a third party to acquire control of
us or could have the effect of discouraging a third party from attempting to acquire control of us.

We may be a defendant from time to time in the future in a variety of litigation and other actions, which could have a
material adverse effect on our business, financial condition or results of operations.

We and our subsidiaries may be involved from time to time in the future in a variety of litigation arising out of our business. Our
insurance may not cover all claims that may be asserted against us, and any claims asserted against us, regardless of merit or eventual
outcome, may harm our reputation. Should the ultimate judgments or settlements in any litigation exceed our insurance coverage, they
could have a material adverse effect on our business, financial condition or results of operations. In addition, we may not be able to
obtain appropriate types or levels of insurance in the future, nor may we be able to obtain adequate replacement policies with
acceptable terms, if at all.

Item 1B. Unresolved Staff Comments.

There are no matters of unresolved staff comments from the Commission staff.

Item 2. Properties.

Farmers National Banc Corp.’s Properties

The Company does not own any property. The Company’s operations are conducted at Farmers Bank’s main office, which is located
at 20 and 30 South Broad Street, Canfield, Ohio.
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Farmers National Bank Property

The Bank’s main office is located at 20 and 30 S. Broad Street, Canfield, Ohio. The other locations of Farmers Bank are:

Office Building .........cccccevvrurnene 40 & 46 S. Broad St., Canfield, Ohio
Austintown Office .........ccccee.... 22 N. Niles-Canfield Rd., Youngstown, Ohio
Lake Milton Office .................... 17817 Mahoning Avenue, Lake Milton, Ohio
Cornersburg Office ........cccevenee 3619 S. Meridian Rd., Youngstown, Ohio
Colonial Plaza Office................. 401 E. Main St. Canfield, Ohio

Western Reserve Office............. 102 W. Western Reserve Rd., Youngstown, Ohio
Salem Office.....ccovvvevivcicrenn, 100 Continental Dr., Salem, Ohio
Columbiana Office..........ccceeeee 340 State Rt. 14, Columbiana, Ohio
Damascus Office......c.cccevuennenn. 29053 State Rt. 62 Damascus, Ohio

Poland Office.......c..cccviviiinenns 106 McKinley Way West, Poland, Ohio
Niles Office.....ccccevvveiiiiirren, 1 South Main Street, Niles, Ohio

Niles Drive Up......cccocevveveviennne, 170 East State Street, Niles, Ohio

Girard Office......ccoeveieicieinns 121 North State Street, Girard, Ohio
Eastwood Office ........ccccvevvenen. 5845 Youngstown-Warren Rd, Niles, Ohio
Mineral Ridge Office................. 3826 South Main Street, Mineral Ridge, Ohio
Niles Operation Center .............. 51 South Main Street, Niles, Ohio

Canton Office......cccccevveieiiieinns 4518 Fulton Dr., Canton, Ohio

McClurg Road Office ................ 42 McClurg Rd., Boardman, Ohio

Howland Office .......c.ccccevvvuenee. 1625 Niles-Cortland Rd., Warren, Ohio
Fairlawn Office......c..cccovvvninnnns 2820 W. Market St., Suite 120, Akron, Ohio
Wealth Management Building... 2 S. Broad Street, Canfield, Ohio

Alliance Office......cc.ccovvevvrnnnne 310 West State St., Alliance, Ohio

Midway Office......cccccevvevirinnnnn. 7227 East Lincoln Way, Apple Creek, Ohio
Dalton Office .....c..ccooereverrnnne 12 West Main St., Dalton, Ohio

Calcutta Office.......cccceveiinrnnnne 15703 State Rt., 170, East Liverpool, Ohio
East Liverpool Office ................ 619 Bradshaw Ave., East Liverpool, Ohio
Kidron Office.....c..cccoevvvvernnnne 4950 Kidron Rd., Kidron, Ohio

Lisbon Office........cccevevviviiennnn, 131 East Lincoln Way, Lisbon, Ohio

Lodi Office .....ccovvvvvveieir 106 Ainsworth, Lodi, Ohio

Massillon Office .........cccocevurnee. 211 Lincoln Way East, Massillon, Ohio
Mayflower Office .......cccccovuenee. 2312 Lincoln Way NW, Massillon, Ohio
Mount Eaton Office.................... 15974 East Main St., Mount Eaton, Ohio
Orrville Main Office.................. 112 W. Market St., Orrville, Ohio

West High Street Office............. 1320 W. High St., Orrville, Ohio

Seville Office....cccovvevviiircinnn, 4885 Atlantic Dr., Seville, Ohio

Smithville Office .......cccccceenenee. 153 East Main St., Smithville, Ohio

Burbank Road Office................. 4192 Burbank Rd., Wooster, Ohio

Cleveland Road Office............... 1725 Cleveland Rd., Wooster, Ohio

Midland Office.........ccccceeerrnene 629 Midland Ave., Midland, Pennsylvania

The Bank owns all locations except the Colonial Plaza, Canton, Alliance, East Liverpool and Fairlawn offices, which are leased.
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Farmers Trust Company Property

Farmers Trust Company operates from two locations owned by the Bank:

Boardman Office .........ccccvvvennen. 42 McClurg Rd., Boardman, Ohio
Howland Office .........cccoevvvennen. 1625 Niles-Cortland Rd., Warren, Ohio

Farmers National Insurance, LLC Property

Farmers National Insurance operates from one location which is owned by the Bank:

Wealth Management Building ..... 2 S. Broad Street, Canfield, Ohio

National Associates, Inc. Property

National Associates, Inc. operates from one location which is leased:

Rocky River Office.......ccccvenee. 20325 Center Ridge Rd., Cleveland, Ohio

Item 3. Legal Proceedings.

In the normal course of business, the Company and its subsidiaries are at all times subject to pending and threatened legal
actions, some for which the relief or damages sought are substantial. Although Farmers is not able to predict the outcome of such
actions, after reviewing pending and threatened actions with counsel, management believes that based on the information currently
available the outcome of such actions, individually or in the aggregate, will not have a material adverse effect on the results of
operations or stockholders’ equity of the Company. However, it is possible that the ultimate resolution of these matters, if unfavorable,
may be material to the results of operations in a particular future period as the time and amount of any resolution of such actions and
its relationship to the future results of operations are not known.

Item 4. Mine Safety Disclosures

Not applicable.
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Part 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuers Purchases of Equity Securities
Market Information regarding the Company’s Common Shares.

Farmers’ common shares currently trade under the symbol “FMNB” on the Nasdaq Capital Market. Farmers had 26,935,484
common shares outstanding and approximately 3,629 holders of record of common shares at March 7, 2016. The following table sets
forth price ranges and dividend information for Farmers’ common shares for the calendar quarters indicated. Quotations reflect inter-
dealer prices without retail mark-up, mark-down or commission, and may not represent actual transactions. Certain limitations and
restrictions on the ability of Farmers to continue to pay quarterly dividends are described under the caption “Capital Resources” in
Item 7 of this Part I, and under the caption “Dividends and Transactions with Affiliates” in Item 1 of Part I.

March 31, June 30, September 30, December 31,
Quarter Ended 2015 2015 2015 2015
HIGh s $ 845 $ 844 $ 875 $ 8.70
LOW 1ttt ettt $ 709 $ 795 % 78 $ 7.60
Cash dividends paid per share...........ccccoevveevenrieieeceiesnne, 3$ 003 $ 003 $ 003 $ 0.03

March 31, June 30, September 30, December 31,
Quarter Ended 2014 2014 2014 2014
HIGN oo e $ 775 % 789 % 871 $ 8.68
LOW 1ttt ettt et $ 653 §$ 735 §$ 710 $ 7.40
Cash dividends paid per share............ccceoeveveveviccieerceeenne, $ 003 $ 003 $ 003 $ 0.03

Purchases of Common Shares by Farmers.

In September 2012, the Company announced that its Board of Directors approved a share repurchase program under which the
Company was authorized to repurchase up to 920,000 shares of its common stock in the open market or in privately negotiated
transactions, subject to market and other conditions (the “Program™). The Program may be modified, suspended or terminated by the
Company at any time. During the course of 2015, 2014 and 2013 the Company repurchased 26,800 shares, 372,368 shares and
247,845 shares of its common stock.

The following table summarizes the treasury stock activity under the program during the year ended December 31, 2015.

Maximum
Total Number Number of
of Shares Shares that
Purchased as May Yet be
Total Number Part of Publicly Purchased
of Shares Average Price Announced Under the
2015 Purchased Paid per Share Program Program
Beginning balance..........c.cocovviiinnein e 627,434 292,566
December 1-31 ..o 26,800 $ 7.92 26,800 265,766
Ending balanCe .........ccooeieiiiiinciee e 26,800 $ 7.92 654,234 265,766
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Item 6. Selected Financial Data.

SELECTED FINANCIAL DATA
(Table Dollar Amounts in Thousands except Per Share Data)

For the Years Ending December 31, 2015 2014 2013 2012 2011
Summary of Earnings
Total Interest and Dividend Income

(including fees on 10ans)............coceveveeievceieceeeeeeie, $ 53827 $ 40915 $ 40959 $ 43,110 $ 44,434
Total INterest EXPENSE ...cvvcvveveieieriesiesesieeveeee e sie e 4,090 4,579 5,063 6,212 7,837
Net IntereSt INCOME ........oociviiiiiie e 49,737 36,336 35,896 36,898 36,597
Provision for Loan LOSSES .......cccccveiervereeeneinenie e 3,510 1,880 1,290 725 3,650
Noninterest INCOME (1) ...ccevvvvvvieiieieiece e 18,306 15,303 13,914 12,578 12,539
NONINEErESt EXPENSE ....cvviviviireereeieieere st 53,979 38,162 39,057 35,764 33,728
Income Before INCOME TaXES.....covverueerereenenienieieenieens 10,554 11,597 9,463 12,987 11,758
INCOME TaXES....cveieieieeeeiesre st 2,499 2,632 1,683 3,055 2,540
NET INCOME.......ccoiiiiitiiitiiei e $ 8,065 3 8,965 3 7,780 3 9,932 3 9,218

Per Share Data
Basic earnings per Share ..........ccccocceeeveveeivereeseeeesevenans $ 036 3 048 3 041 3 053 3 0.50
Diluted earnings per share .........cccoceeevveeeveevienesesesienns 0.36 0.48 0.41 0.53 0.50
Cash Dividends Paid.........cccccoererieninniiieeene e 0.12 0.12 0.12 0.18 0.12
Book Value at Year-End............cccceoveriienennicienecnens 7.35 6.71 6.02 6.43 6.10
Tangible Book Value (2) .....cccccoveveviiveieiiceceeeeieins 5.76 6.23 5.47 6.11 5.76
Balances at Year-End
TOtAl ASSELS ...ttt $1,869,902 $1,136,967 $1,137,326 $1,139,695 $1,067,871
Earning ASSELS .....cviuereeiiieieiee e 1,735,843 1,074,434 1,076,073 1,082,078 1,014,997
TOtal DEPOSITS....ecveveeeieieeeieiieiese e 1,409,047 915,703 915,216 919,009 840,125
Short-Term BOrroWINgS......c.cvoveveiereneneseseeienee e 225,832 59,136 81,617 79,886 98,088
LoNng-Term BOITOWINGS .....cc.covvvirrerieieriesnseneeeneeseesennnas 22,153 28,381 19,822 10,423 11,263
Loans Held for Sale ... 1,769 511 158 3,624 677
NEE LOBNS.....c.eeviieiieiirie st 1,287,887 656,220 623,116 578,963 561,986
Total Stockholders' EQUItY........cccccevvvieiinniveieieiecesenins 198,047 123,560 113,007 120,792 114,445
Average Balances
TOtAl ASSELS ...t $1,482,527 $1,141,047 $1,141,770 $1,118,322 $1,035,392
Total Stockholders' EQUItY........cccccevevieiiinieeciecececeins 162,086 120,352 116,735 118,011 105,276
Significant Ratios
Return on Average Assets (ROA) .......ccccvvveivevevieniennenn, 0.54% 0.79% 0.68% 0.89% 0.89%
Return on Average Equity (ROE)........cccccveiiniincincnnenn, 4.97 7.45 6.66 8.42 8.76
Average Earning Assets/Average ASSetS........ccoveverrenins 91.91 93.02 92.90 92.13 92.64
Average Equity/Average ASSEtS ........cccuvririiieniiainenns 10.93 10.55 10.22 10.55 10.17
L0ANS/DEPOSIES ...ttt 92.04 72.50 68.91 63.83 68.06
Allowance for Loan Losses/Total Loans............ccccceveene 0.69 1.15 1.20 1.30 1.72
Allowance for Loan Losses/Non-Acquired Loans .......... 1.08 1.15 1.20 1.30 1.72
Allowance for Loan Losses/Nonperforming Loans......... 85.96 89.99 83.25 93.01 89.19
Efficiency Ratio (On tax equivalent basis) .........c.c.cc...... 75.26 70.24 74.82 69.94 67.14
Net IntereSt Margin..........cocoveeieneineneiese e 3.81 3.59 3.58 3.76 4.01
Dividend Payout Rate...........ccovevrieivriereieseniereseesiereneens 33.32 24.95 28.89 34.05 24.31
Tangible Common Equity Ratio (3) ......cccceevevverervinnnnns 8.50 10.17 9.11 10.12 10.18

(1) Noninterest income includes a securities impairment charge of $3 thousand and $11 thousand for the years ended December 31,
2013 and 2011

(2) Tangible book value per share is Total Stockholders’ Equity minus goodwill and other intangible assets divided by the number
of shares outstanding.
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(3) The tangible common equity ratio is calculated by dividing total common stockholders’ equity by total assets, after reducing
both amounts by intangible assets. The tangible common equity ratio is not required by U.S.GAAP or by applicable bank
regulatory requirements, but is a metric used by management to evaluate the adequacy of our capital levels. Since there is no
authoritative requirement to calculate the tangible common equity ratio, our tangible common equity ratio is not necessarily
comparable to similar capital measures disclosed or used by other companies in the financial services industry. Tangible
common equity and tangible assets are non U.S.GAAP financial measures and should be considered in addition to, not as a
substitute for or superior to, financial measures determined in accordance with U.S.GAAP. With respect to the calculation of the
actual unaudited tangible common equity ratio as of December 31, 2015, reconciliations of tangible common equity to
U.S.GAAP total common stockholders’ equity and tangible assets to U.S.GAAP total assets are set forth below:

Reconciliation of Common Stockholders’ Equity to Tangible Common Equity

December 31, 2015 2014 2013 2012 2011
Stockholders' EQUILY .......cccovcveviiiceeiicceccee e, $ 198,047 $ 123560 $ 113,007 $ 120,792 $ 114,445
Less Goodwill and other intangibles...........cccccoevviiininnns 42,911 8,813 10,343 6,032 6,441
Tangible Common EQUItY .......cccoevveeiivicieccceccee e $ 155,136 $ 114,747 $ 102,664 $ 114,760 $ 108,004

Reconciliation of Total Assets to Tangible Assets

December 31, 2015 2014 2013 2012 2011
L0 L AN T=] £ $1,869,902 $1,136,967 $1,137,326 $1,139,695 $ 1,067,871
Less Goodwill and other intangibles...........ccccevevviivivinnns 42,911 8,813 10,343 6,032 6,441
Tangible ASSELS .....oouiiieieeee e $1,826,991 $1,128,154 $1,126,983 $1,133,663 $ 1,061,430
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RATE AND VOLUME ANALYSIS
(Table Dollar Amounts in Thousands except Per Share Data)

The following table analyzes by rate and volume the dollar amount of changes in the components of the interest differential:

2015 change from 2014 2014 change from 2013
Net Change Due Change Due Net Change Due Change Due
Change To Volume To Rate Change  To Volume To Rate
Tax Equivalent Interest Income
LOANS .ttt $ 13852 $ 16,138 $ (2,286) $ 179 $ 1,858 $ (1,679)
Taxable SECUNLIES ......cccvevevieieiiie e (1,379) (1,150) (229) 220 (394) 614
Tax-eXempt SECUNILIES........ccceveriieeeeieece e 671 1,056 (385) (648) (282) (366)
EQUItY SECUNILIES .ovvevreeeiecce e 97 101 4) (6) (2) 4)
Funds sold and other cash..............cccccoveveririnnnenn, 10 7 3 (16) (15) 1)
Total interest INCOME.........ccvverveereree e $ 13251 $ 16,152 $ (2901)$ (271 $ 1,165 $ (1,436)
Interest Expense
TIME AEPOSIES. ..vveveeeeeiesieieierie e $ (896) % 166 $ (1,062) $ (352) $ (220) $ (132)
SaVINGS dePOSILS .....ccvevvirieecieeece e 68 67 1 (198) (10) (188)
Demand deposits........ccoevveerereieiiiniicesreeceas 309 26 283 (2) 1 (3)
Short term borrowings..........ccccoeevveneenncrncnnenn, 131 22 109 (5) (10) 5
Long term borrowings ........c.ccoveceveneiienenccnenns (101) 335 (436) 73 126 (53)
Total iNterest EXPENSE. .....cvvirirerererirererieeeieeeere e $ (489) % 616 $ (1,105 % (484H)$ (113) $ (371)
Increase (decrease) in tax equivalent
Nnet iNterest INCOME ......covvveveiiieecee e $ 13,740 $ 15536 $ (1,796) $ 213 $ 1,278 $ (1,065)

The amount of change not solely due to rate or volume changes was allocated between the change due to rate and the change due to
volume based on the relative size of the rate and volume changes.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following presents a discussion and analysis of Farmers’ financial condition and results of operations by its management.
The review highlights the principal factors affecting earnings and the significant changes in balance sheet items for the years 2015,
2014 and 2013. Financial information for prior years is presented when appropriate. The objective of this financial review is to
enhance the reader’s understanding of the accompanying tables and charts, the consolidated financial statements, notes to financial
statements, and financial statistics appearing elsewhere in this Annual Report on Form 10-K. Where applicable, this discussion also
reflects management’s insights of known events and trends that have or may reasonably be expected to have a material effect on
Farmers’ business, financial condition or results of operations.

Cautionary Note Regarding Forward Looking Statements

Discussions in this Annual Report on Form 10-K that are not statements of historical fact (including statements that include
terms such as “will,” “may,” “should,” “believe,” “expect,” “anticipate,” “estimate,” “project,” intend,” and “plan”) are forward-
looking statements that involve risks and uncertainties. Any forward-looking statement is not a guarantee of future performance, and
actual future results could differ materially from those contained in forward-looking information. Factors that could cause or
contribute to such differences include, without limitation, risks and uncertainties detailed from time to time in Farmers’ filings with
the Securities and Exchange Commission, including without limitation the risk factors disclosed in Item 1A, “Risk Factors” of this
Annual Report on Form 10-K.

LIS ” &

Many of these factors are beyond the Company’s ability to control or predict, and readers are cautioned not to put undue
reliance on those forward-looking statements. The following list, which is not intended to be an all-encompassing list of risks and
uncertainties affecting the Company, summarizes several factors that could cause the Company’s actual results to differ materially
from those anticipated or expected in these forward-looking statements:

. general economic conditions in market areas where Farmers conducts business, which could materially impact
credit quality trends;
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. business conditions in the banking industry;

. the regulatory environment;

. fluctuations in interest rates;

. demand for loans in the market areas where Farmers conducts business;

. rapidly changing technology and evolving banking industry standards;

. competitive factors, including increased competition with regional and national financial institutions;
. new service and product offerings by competitors and price pressures; and

. other similar items.

Other factors not currently anticipated may also materially and adversely affect Farmers’ business, financial condition, results of
operations or cash flows. There can be no assurance that future results will meet expectations. While the Company believes that the
forward-looking statements in this Annual Report on Form 10-K are reasonable, the reader should not place undue reliance on any
forward-looking statement. In addition, these statements speak only as of the date made. Farmers does not undertake, and expressly
disclaims, any obligation to update or alter any statements whether as a result of new information, future events or otherwise, except
as may be required by applicable law.

Results of Operations

Comparison of Operating Results for the Years Ended December 31, 2015 and 2014.

The Company’s net income totaled $8.1 million during 2015, compared to $9.0 million for 2014. On a per share basis, diluted
earnings per share were $0.36 as compared to $0.48 diluted earnings per share for 2014. Excluding expenses related to acquisition
activities, net income for 2015 would have been $12.9 million, or $0.57 per share. Common comparative ratios for results of
operations include the return on average assets and return on average stockholders’ equity. For 2015, the return on average equity was
4.97%, compared to 7.45% for 2014. The return on average assets was 0.54% for 2015 and 0.79% for 2014. Excluding expenses
related to acquisition activities, the return on average assets and return on average stockholders’ equity were 0.87% and 7.95%,
respectively.

The results for 2015 included $94 thousand in gains on sales of securities, compared to $457 thousand in 2015.

On June 19, 2015, the Company completed the acquisition of all outstanding stock of National Bancshares Corporation
(“NBOH™), the parent company of First National Bank of Orrville (“First National Bank™). The transaction involved both cash and
7,262,955 shares of stock totaling $74.8 million. First National Bank of Orrville branches became branches of Farmers National Bank
of Canfield. Pursuant to the Agreement, each shareholder of NBOH received either $32.15 per share in cash or 4.034 shares of
Farmers’ common stock, subject to an overall limitation of 80% of the shares of NBOH being exchanged for stock and 20% for cash.

On October 1, 2015, the Company completed the acquisition of Tri-State 1st Banc, Inc. (“Tri-State™), the parent company of 1%
National Community Bank (“FNCB”). Pursuant to the terms of the Merger Agreement, common shareholders of Tri-State were
entitled to receive 1.747 common shares, without par value, of the Company (the “Company Common Shares”), or $14.20 in cash, for
each common share, without par value, of Tri-State (the “Tri-State Common Shares™), subject to proration provisions specified in the
Merger Agreement that provide for a targeted aggregate split of total consideration consisting of 75% Company Common Shares and
25% cash. Preferred shareholders of Tri-State received $13.60 in cash for each share of Series A Preferred Stock, without par value, of
Tri-State. Total consideration actually paid was in the form of $3.6 million in cash and $10.7 million worth of the Company’s stock on
October 1, 2015.
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Net Interest Income

Net interest income, the principal source of the Company’s earnings, represents the difference between interest income on
interest-earning assets and interest expense on interest-bearing liabilities. For 2015, taxable equivalent net interest income increased
$13.7 million, or 36.0%, from 2014. Interest-earning assets averaged $1.363 billion during 2015, increasing $301.2 million compared
to 2014. The Company’s interest-bearing liabilities increased 24.8% from $847.3 million in 2014 to $1.057 billion in 2015. The two
previously mentioned acquisitions increased interest-earning assets by $647.5 million and interest-bearing liabilities by $605.5 million
at their respective completion dates.

The Company finances its earning assets with a combination of interest-bearing and interest-free funds. The interest-bearing
funds are composed of deposits, short-term borrowings and long-term debt. Interest paid for the use of these funds is the second factor
in the net interest income equation. Interest-free funds, such as demand deposits and stockholders’ equity, require no interest expense
and, therefore, contribute significantly to net interest income.

The profit margin, or spread, on invested funds is a key performance measure. The Company monitors two key performance
indicators - net interest spread and net interest margin. The net interest spread represents the difference between the average rate
earned on interest-earning assets and the average rate paid on interest-bearing liabilities. The net interest spread in 2015 was 3.72%,
increasing from 3.48% in 2014. The net interest margin represents the overall profit margin — net interest income as a percentage of
total interest-earning assets. This performance indicator gives effect to interest earned for all investable funds including the substantial
volume of interest-free funds. For 2015, the net interest margin, measured on a fully taxable equivalent basis, increased to 3.81%,
compared to 3.59% in 2014. The net interest margin, excluding the impact of amortization and accretion from the current year
acquisitions, improved 17 basis points to 3.76% for the year ended December 31, 2015. The accretion added $64 thousand per month
during the final months of 2015 and will continue over the next several years.

The increase in net interest margin is largely a result of interest bearing liabilities repricing at lower rates and the shifting of
assets from investment securities to higher interest income rates of loans. As long term time deposits mature they are being renewed at
lesser rates or moving to more liquid accounts at lower interest rates. Total taxable equivalent interest income was $51.9 million for
2015, which is $13.7 million more than the $38.1 million reported in 2014. In comparing the years ending December 31, 2015 and
2014, yields on earning assets increased 6 basis points while the cost of interest bearing liabilities decreased similarly at 19 basis
points. Average loans increased $324.4 million, or 51.41%, in 2015, however the yields decreased from 4.97% in 2014 to 4.74% in
2015. Tax equated income from securities, federal funds and other decreased $601 thousand, or 5.30%, in 2015. Even though tax
equated income decreased, Farmers saw its yields on these assets increase slightly from 2.63% in 2014 to 2.64% in 2015. The average
balance of investment securities and federal funds sold decreased from $430.4 million in 2014 to $407.2 million in 2015.

Total interest expense amounted to $4.1 million for 2015, a 10.7% decrease from $4.6 million reported in 2014. The decrease in
2015 is the result of lower rates of interest paid on interest-bearing deposits and repurchase agreements. The cost of interest-bearing
liabilities decreased from 0.54% in 2014 to 0.39% in 2015.

Management will continue to evaluate future changes in interest rates and the shape of the treasury yield curve so that assets and
liabilities may be priced accordingly to minimize the impact on the net interest margin.

Noninterest Income

Total noninterest income increased by $3 million in 2015. The increase in noninterest income is due to several factors. Gains on
the sale of mortgage loans increased from $358 thousand to $1.1 million, representing an increase of $743 thousand. Retirement plan
consulting fees also increased to $2.1 million compared to $1.8 million in 2014and service charges on deposit accounts increased from
$2.6 million in 2014 to $3.3 million in 2015, reflecting the size of the company of after the two acquisitions. Investment commissions
increased $146 thousand or 14%, as management continues to focus on diversifying revenue sources to decrease the reliance on net
interest income as the main driver of revenue. Other operating income also increased $1 million, primarily as a result of the positive
impact from account level transaction volumes from the merger related growth. Included in the increase in other operating income
was debit card interchange income, which increased $618 thousand, and ATM fee income, which increased $74 thousand. The Bank
and Company expect these amounts to increase during 2016 as the level of activity will be for a full twelve months.
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Noninterest Expenses

Noninterest expense for 2015 was $54.0 million, compared to $38.2 million in 2014, representing a increase of $15.8 million, or
41.5%. Most of the increase was from merger related costs, which were $6.4 million in 2015, compared to none in 2014. Salaries and
employee benefits also increased $5.8 million, mainly due to an increase in the number of employees resulting from the mergers. The
Company’s full time equivalent employees (“FTE”) increased by 105 from December 31, 2014 to December 31, 2015. Occupancy
and equipment costs also increased $947 thousand due to the additional eighteen banking locations resulting from the mergers.
Excluding expenses related to acquisition activities, noninterest expenses measured as a percentage of average assets decreased from
3.34% in 2014 to 3.21% in 2015.

The Company’s tax equivalent efficiency ratio for the twelve month period ended December 31, 2015 was 75.26%, compared to
70.24% for the same period in 2014. Excluding expenses related to acquisition activities, the efficiency ratio for the year ended
December 31, 2015 improved to 66.2%. The main factors leading to the improvement in the efficiency ratio was the increase in net
interest income and noninterest income, along with the stabilized level of noninterest expenses relative to average assets as explained
in the preceding paragraph. The efficiency ratio is calculated as follows: non-interest expense divided by the sum of tax equivalent net
interest income plus non-interest income, excluding security gains and losses and intangible amortization. This ratio is a measure of
the expense incurred to generate a dollar of revenue. Management will continue to closely monitor and keep the increases in other
expenses to a minimum.

Income Taxes

Income tax expense totaled $2.5 million for 2015 and $2.6 million in 2014. Income taxes are computed using the appropriate
effective tax rates for each period. The small decrease in the current year tax expense can be mainly attributed to the $1.0 million
decrease in income before taxes. The effective tax rates are less than the statutory tax rate primarily due to nontaxable interest and
dividend income. The effective income tax rate was 23.7% for 2015 and 22.7% for 2014. Refer to Note 16 to the consolidated
financial statements for additional information regarding the effective tax rate.

Comparison of Operating Results for the Years Ended December 31, 2014 and 2013.

The Company’s net income totaled $9.0 million during 2014, compared to $7.8 million for 2013. On a per share basis, diluted
earnings per share were $0.48 as compared to $0.41 diluted earnings per share for 2013. For 2014, the return on average equity was
7.45%, compared to 6.66% for 2013. The return on average assets was 0.79% for 2014 and 0.68% for 2013.

The results for 2014 included $457 thousand in gains on sales of securities, compared to $863 thousand in 2013.

During 2013, the Company completed the acquisition of all outstanding stock of the retirement planning consultancy National
Associates, Inc. of Cleveland, Ohio. The company is a leading independent consultant to retirement plans and offers actuarial, plan
design, compliance and administrative services. As a third party administrator, NAI provides services to 401(k), defined benefit, profit
sharing, flexible spending, 403(b), ESOP and other plans. In acquiring NAI, the Company assumes a professional staff that is highly
qualified and credentialed. Synergies and the cost savings resulting from the combining of the operations of the companies will help
drive an increase of non-interest income.

NAI contributed $1.8 million of gross revenues to the Company resulting in a net loss of $671 thousand for the year ended
December 31, 2014. The net loss was mainly due to the $764 thousand goodwill impairment charge. The goodwill was partially
impaired as described in Note 6, by an amount equal to the reduction in the contingent consideration payable. The two adjustments
offset resulting in a zero impact to the Company’s consolidated statements of income for year ended December 31, 2014.

Net Interest Income

For 2014, taxable equivalent net interest income increased $213 thousand, or 0.56%, from 2013. Interest-earning assets
averaged $1.061 billion during 2014, increasing $680 thousand, compared to 2013. The Company’s interest-bearing liabilities
decreased 3.57% from $878.7 million in 2013 to $847.3 million in 2014.

Total taxable equivalent interest income was $42.7 million for 2014, which is $271 thousand less than the $43.0 million reported
in 2013. In comparing the years ending December 31, 2014 and 2013, yields on earning assets decreased 3 basis points while the cost
of interest bearing liabilities decreased 4 basis points. Average loans increased $35.5 million, or 5.95%, in 2014, however the yields
decreased from 5.24% in 2013 to 4.97% in 2014. Tax equated income from securities, federal funds and other decreased $450
thousand, or 3.82%, in 2014. Farmers saw its yields on these assets increased from 2.53% in 2013 to 2.63% in 2014. The average
balance of investment securities and federal funds sold decreased from $465.2 million in 2013 to $430.4 million in 2014.
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Total interest expense amounted to $4.6 million for 2014, a 9.6% decrease from $5.1 million reported in 2013. The decrease in
2014 is the result of lower rates of interest paid on interest-bearing deposits and repurchase agreements. The cost of interest-bearing
liabilities decreased from 0.58% in 2013 to 0.54% in 2014.

Noninterest Income

Total noninterest income increased by $1.4 million in 2014. The increase in noninterest income is due to several factors.
Retirement plan consulting fees increased to $1.8 million compared to $628 thousand in 2013 reflecting a full twelve months this year
compared to six months of income earned from the newly acquired entity, NAI in 2013. Service charges on deposit accounts increased
from $2.4 million in 2013 to $2.6 million in 2014 as the Company made adjustments to the service charge structure of its deposit
accounts. Bank owned life insurance income decreased $237 thousand as the Trust fees increased $509 thousand, insurance agency
commissions increased $111 thousand and investment commissions increased $37 thousand, as management continues to focus on
diversifying revenue sources to decrease the reliance on net interest income as the main driver of revenue.

Noninterest Expenses

Noninterest expense for 2014 was $38.2 million, compared to $39.1 million in 2013, representing a decrease of $895 thousand,
or 2.3%. Most of the decrease was a result of a 5.3% decrease in salary and employee benefits, mainly due to severance costs recorded
in 2013 and not in 2014. State and local taxes decreased $435 thousand to $878 thousand in 2014 compared to $1.3 million in 2013.
The decrease is the result of the new and reduced financial institution’s tax rate by the state of Ohio in 2014. Merger related costs also
decreased $330 thousand in 2014.

Professional fees increased 10.8% as a result of corporate legal and consulting fees related to compensation practices and other
business advisory fees. Intangible amortization increased $143 thousand as a result of a full twelve months of amortization of
intangible assets related to the acquisition of NAI. Advertising increased $201 thousand.

The Company’s tax equivalent efficiency ratio for the twelve month period ended December 31, 2014 was 70.24%, compared to
74.82% for the same period in 2013. The main factor leading to the improvement in the efficiency ratio was the decrease in
noninterest expenses and increase in noninterest income as explained earlier in this section. The efficiency ratio is calculated as
follows: non-interest expense divided by the sum of tax equivalent net interest income plus non-interest income, excluding security
gains and losses and intangible amortization. This ratio is a measure of the expense incurred to generate a dollar of revenue.
Management will continue to closely monitor and keep the increases in other expenses to a minimum.

Income Taxes

Income tax expense totaled $2.6 million for 2014 and $1.7 million in 2013. The effective income tax rate was 22.7% for 2014
and 17.8% for 2013.

Liguidity

Farmers maintains, in the opinion of management, liquidity sufficient to satisfy depositors’ requirements and meet the credit
needs of customers. The Company depends on its ability to maintain its market share of deposits as well as acquiring new funds. The
Company’s ability to attract deposits and borrow funds depends in large measure on its profitability, capitalization and overall
financial condition.

Principal sources of liquidity include assets considered relatively liquid, such as short-term investment securities, federal funds
sold and cash and due from banks.
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Along with its liquid assets, Farmers has additional sources of liquidity available which help to insure that adequate funds are
available as needed. These other sources include, but are not limited to, loan repayments, the ability to obtain deposits through the
adjustment of interest rates and the purchasing of federal funds and borrowings on approved lines of credit at two major domestic
banks. At December 31, 2015, Farmers had not borrowed against these lines of credit. Management feels that its liquidity position is
more than adequate and will continue to monitor the position on a monthly basis. The Company also has additional borrowing
capacity with the FHLB, as well as access to the Federal Reserve Discount Window, which provides an additional source of funds.
The Company views its membership in the FHLB as a solid source of liquidity. As of December 31, 2015, the Bank is eligible to
borrow an additional $63.4 million from the FHLB under various fixed rate and variable rate credit facilities. Advances outstanding
from the FHLB at December 31, 2015 amounted to $170.1 million.

Farmers’ primary investing activities are originating loans and purchasing securities. During 2015, net cash used by investing
activities amounted to $22.5 million, compared to $6.2 million provided in 2014. Net increases in loans were $140 million in 2015,
compared to $35.4 million in 2014. The cash used by lending activities during 2015 can be attributed to the activity in the commercial
real estate, residential real estate and commercial loan portfolios. Purchases of securities available for sale were $72.7 million in 2015,
compared to $64.4 million in 2014 and proceeds from maturities and sales of securities available for sale were $165.6 million in 2015,
compared to $106.6 million in 2014. Net cash of $30.7 million was received as a result of the acquisitions of NBOH and Tri-State.

Farmers’ primary financing activities are obtaining deposits, repurchase agreements and other borrowings. Net cash provided by
financing activities amounted to $50.7 million for 2015, compared to $18.5 million used in 2014. The majority of this change can be
attributed to the change in short-term borrowings. Short-term borrowings increased $101.2 million in 2015 compared to a $22.5
million decrease in 2014. Deposits decreased $39.3 million during 2015 compared to a $487 thousand increase during 2014.

Loan Portfolio
Maturities and Sensitivities of Loans to Interest Rates

The following schedule shows the composition of loans and the percentage of loans in each category at the dates indicated. Balances
include unamortized loan origination fees and costs.

Years Ended December 31, 2015 2014 2013 2012 2011
Commercial Real Estate.................... $ 485,973 37.5%%$222,573 33.5%$217,362 34.4% $200,651 34.2% $198,041 34.6%
Commercial.......cooeeveeviceiveiie e, 230,748 17.8 120,150 18.1 105,023 16.7 97,112 16.6 74875 13.1
Residential Real Estate...................... 395,067 304 183,853 27.7 170,151 27.0 156,182 26.6 167,031 29.2
CONSUMET ....coveveireitieiecre e 185,077 14.3 137,276 20.7 138,148 21.9 132,647 22.6 131,859 23.1
Total LOANS .....coevveiveireieiieieiecie s $1,296,865 100.0% $663,852 100.0% $630,684 100.0% $586,592 100.0% $571,806 100.0%

The following schedule sets forth maturities based on remaining scheduled repayments of principal for commercial and commercial
real estate loans listed above as of December 31, 2015:

Types of Loans 1 Year or less 1to5 Years Over 5 Years
COMMEICIAL ...t $ 16,934 $ 112,447  $ 101,367
Commercial Real ESTALE ........ccoveveiriciiiiccisistee e $ 14973  $ 81,744 $ 389,256

The amounts of commercial and commercial real estate loans as of December 31, 2015, based on remaining scheduled repayments of
principal, are shown in the following table:

Loan Sensitivities 1 Year or less Over 1 Year Total
Floating or Adjustable Rates of INtErest ..........cccccoevveeeveeeveieccececee e, $ 17,627  $ 488,985 $ 506,612
Fixed Rates Of INTEIEST.......cciieireiieicie ettt 14,281 195,828 210,109
TOLAl LOBNS .....veveeiiei ittt sttt sttt sttt st easabestesea 3 31,908 $ 684,813 $ 716,721
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Total loans were $1.3 billion at year-end 2015, compared to $663.9 million at year-end 2014. Loans grew 20% organically
during the past twelve months, which is in addition to the $432 million and $66 million increase in loans resulting from the NBOH
and Tri-State acquisitions, respectively. The organic increase in loans is a direct result of Farmers’ focus on loan growth utilizing a
talented lending and credit team, while adhering to a sound underwriting discipline. Most of the increase in loans has occurred in the
commercial real estate, commercial and industrial and residential real estate loan portfolios Loans comprised 70.1% of the Bank’s
average earning assets in 2015, compared to 59.5% in 2014. The product mix in the loan portfolio includes commercial loans
comprising 17.8%, residential real estate loans 30.4%, commercial real estate loans 37.5% and consumer loans 14.3% at
December 31, 2015 compared with 18.1%, 27.7%, 33.5% and 20.7%, respectively, at December 31, 2014.

Loans contributed 80.8% of total taxable equivalent interest income in 2015 and 73.5% in 2014. Loan yields were 4.74% in
2015, 63 basis points greater than the average rate for total earning assets. Management recognizes that while the loan portfolio holds
some of the Bank’s’ highest yielding assets, it is inherently the most risky portfolio. Accordingly, management attempts to balance
credit risk versus return with conservative credit standards. Management has developed and maintains comprehensive underwriting
guidelines and a loan review function that monitors credits during and after the approval process. To minimize risks associated with
changes in the borrower’s future repayment capacity, the Bank generally requires scheduled periodic principal and interest payments
on all types of loans and normally requires collateral. Commercial loans at December 31, 2015 increased 92% from year-end 2014
with outstanding balances of $230.7 million. The Bank’s commercial loans are granted to customers within the immediate trade area
of the Bank. The mix is diverse, covering a wide range of borrowers, business types and local municipalities. The Bank monitors and
controls concentrations within a particular industry or segment of the economy. These loans are made for purposes such as equipment
purchases, capital and leasehold improvements, the purchase of inventory, general working capital and small business lines of credit.

Residential real estate mortgage loans increased to $395.1 million at December 31, 2015, compared to $183.9 million in 2014.
Farmers originated both fixed rate and adjustable rate mortgages during 2014. Fixed rate terms are generally limited to fifteen year
terms while adjustable rate products are offered with maturities up to thirty years.

Commercial real estate loans increased from $222.6 million at December 31, 2014 to $485.97 million at December 31, 2015, an
increase of $263.4 million. The Company’s commercial real estate loan portfolio includes loans for owner occupied and non-owner
occupied real estate. These loans are made to finance properties such as office and industrial buildings, hotels and retail shopping
centers.

The growth in the commercial and commercial real estate loan portfolios was consistent with the improvements in the local
economy. Several new projects announced in the Mahoning Valley and Stark County, along with decreased levels of unemployment
have led small business owners to expand or make additional investments in their operations.

Summary of Loan Loss Experience

The following is an analysis of the allowance for loan losses for the periods indicated:

Years Ended December 31, 2015 2014 2013 2012 2011
Balance at Beginning of Year ............ccccceveevveeeeeerevereevene, $ 7632 $ 7568 $ 7629 $ 9820 $ 9,307
Charge-Offs:
Commercial Real EState .........ccccovvvvivvvevciecesese e (536) (151) (505) (1,225) (1,246)
CoMMErCIAl .....ocveeeece e (290) (185) (99) (918) (414)
Residential Real EState .........c..ccooevvveviviveieiieiecsee (320) (585) (326) (806) (1,736)
CONSUMET ...ttt ettt (2,058) (2,213) (1,723) (1,002) (1,125)
Total Charge-Offs.......cccovvvieiiieeiirceecee e (3,204) (3,134) (2,653) (3,951) (4,521)
Recoveries on Previous Charge-Offs:
Commercial Real EState .........ccccceveievieiecicecece e 130 125 171 253 44
ComMMENCIAl .....ocviiiiieccce e 9 29 262 50 39
Residential Real EState ............cccoeveveviinciceeieccsei 122 77 47 104 452
CONSUMET ...ttt ettt 779 1,087 822 628 849
Total RECOVEIIES....c..ocviiiiiiicirceeieee e 1,040 1,318 1,302 1,035 1,384
Net Charge-Offs.......ccivriie e (2,164) (1,816) (1,351) (2,916) (3,137)
Provision FOr Loan LOSSES..........ccevveriereieinsireeeieeiiesiesennens 3,510 1,880 1,290 725 3,650
Balance at End of Year ........cccoceevviiiviiccceeecce e $ 8978 $ 7632 $ 7568 $ 7629 $ 9,820
Ratio of Net Charge-offs to Average Loans Outstanding ..... 0.22% 0.28% 0.23% 0.52% 0.56%
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Provisions charged to operations amounted to $3.5 million in 2015, compared to $1.9 million in 2014, an increase of $1.6
million. This increase is primarily due to an increase in the level of net charge-offs and the overall 20% organic increase in total loans,
which are factors considered in management’s estimate of loan loss provisions and the adequacy of the allowance for loan losses. Net
charge-offs for the year ended December 31, 2014 were $2.2 million, $337 thousand higher than net charge-offs for the year ended
December 31, 2014. The allowance for loan losses to total loans decreased from 1.15% at December 31, 2014 to 0.69% at December
31, 2015. The decrease is the result of the additional loan portfolio acquired at fair market value without an allowance for loan losses
as displayed in the allowance for loan losses as a percentage of non-acquired loans. When the acquired loans are excluded the ratio is
1.08% and compares similarly with the periods presented in the above table. Additionally, when loans collectively evaluated for
impairment, which excludes acquired loans, are compared to the allowance for loan losses for loans collectively evaluated for
impairment the ratio is 1.03% for the year ended December 31, 2015 compared to 1.04% for the year ended December 31, 2014.
Nonperforming loans to total loans decreased from 1.28% at December 31, 2014 to 0.81% at December 31, 2015. Although non-
performing loans increased $2 million in comparing 2015 to 2014, the size of the total loan portfolio almost doubled in the past twelve
months. In determining the estimate of the allowance for loan losses, management computes the historical loss percentage based upon
the loss history of the past 12 quarters. The Company believes that using a loss history of the previous 12 quarters helps mitigate
volatility in the timing of charge-offs and better reflects probable incurred losses.

The provision for loan losses charged to operating expense is based on management’s judgment after taking into consideration
all factors connected with the collectability of the existing loan portfolio. Management evaluates the loan portfolio in light of
economic conditions, changes in the nature and volume of the loan portfolio, industry standards and other relevant factors. Specific
factors considered by management in determining the amounts charged to operating expenses include previous charge-off experience,
the status of past due interest and principal payments, the quality of financial information supplied by loan customers and the general
condition of the industries in the community to which loans have been made.

The allowance for loan losses increased $1.3 million during the year. Aside from the various credit quality metrics discussed
above, another reason for the increase in the current year allowance for loan losses was an increase in probable incurred losses
associated with the commercial real estate loan portfolio. At December 31, 2015, loans collectively evaluated for impairment totaled
$296.9 million with an allowance allocation of $2.7 million compared to commercial real estate loans individually evaluated for
impairment of $215.4 million with an allowance for loan losses of $2.1 million at December 31, 2014. The commercial real estate loan
portfolio experienced a provision of $857 thousand, compared to a negative $50 thousand provision in 2014. Impaired loans are
carried at the fair value of the underlying collateral, less estimated disposition costs, if repayment of the loan is expected to be solely
dependent on the sale of the collateral. Otherwise, impaired loans are carried at the present value of expected cash flows.

Typically, commercial and commercial real estate loans are identified as impaired when they become ninety days past due, or
earlier if management believes it is probable that the Company will not collect all amounts due under the terms of the loan agreement.
When Farmers identifies a loan as impaired and also concludes that the loan is collateral dependent, Farmers performs an internal
collateral valuation as an interim measure. Farmers typically obtains an external appraisal to validate its internal collateral valuation as
soon as is practical and adjusts the associated specific loss reserve, if necessary.

The ratio of the allowance for loan losses to non-performing loans at December 31, 2015 was 85.96%, compared to 89.99% at
December 31, 2014. Non-performing loan totals actually increased over prior year, but with the additional loan balances acquired with
the two mergers this year the ratio of allowance for loan losses to non-performing loans improved. Non-performing commercial loans
were the only category that decreased during 2015. The balance in the allowance for loan losses increased in 2015, with the increased
loan portfolio size, to $9.0 million compared to $7.6 million in 2014.
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Nonperforming Assets

December 31, 2015 2014 2013 2012 2011
Nonaccrual loans:

Commercial Real EState ........cccoovvevneiininneiese e $ 3876 $ 3,356 % 3211 3 3915 % 6,025

COMMENCIAl .....ooeivieiiiece e 1,609 1,645 1,993 1,081 527

Residential Real EState ............cccoeviveiiiiiiieeece 3,116 2,881 2,864 2,636 4,196

CONSUMET ...ttt 457 126 363 — 12

Total Nonaccrual Loans..........ccoervevreieneneenesnneneennenens $ 9058 $ 8,008 $ 8,431 $ 7,632 $ 10,760
Loans Past Due 90 Days or MOI€ ...........cccccceiiiieneciciinnns 1,387 473 646 596 250
Total Nonperforming LOans...........ccceeeereneninininneeisicicieeenas $ 10445 $ 8481 $ 9077 $ 8228 $ 11,010
Other Real Estate OWNed...........cccceveieninieie e 942 148 171 334 585
Total Nonperforming ASSEtS.........ccccevevererireririsierereveveveverenns $ 11387 $ 8629 $ 9248 $ 8562 $ 11595
Loans modified in troubled debt restructuring ...................... $ 9325 $ 8110 $ 8280 $ 7642 $ 4,277
TDRs included in Nonaccrual Loans ...........cccoevvvevvevveveeinenn. $ 4,733 % 1436 $ 1957 $ 818 $ 471
Percentage of Nonperforming Loans to Loans...................... 0.81% 1.28% 1.44% 1.40% 1.93%
Percentage of Nonperforming Assets to Total Assets........... 0.61% 0.76% 0.81% 0.75% 1.09%
Loans Delinquent 30-89 days.........cccoveveveiesesreieeiiesesieaneas 9,129 5,426 3,658 3,702 3,471
Percentage of Loans Delinquent 30-89 days to

TOtAl LOBNS ...t s 0.70% 0.82% 0.58% 0.63% 0.61%

The Company has forgone interest income of approximately $439 thousand from nonaccrual loans as of December 31, 2015 that
would have been earned, over the life of the loans, if all loans had performed in accordance with their original terms.

Net charge-offs as a percentage of average loans outstanding decreased from 0.28% for 2014 to 0.22% for 2015 as a result of the
larger loan portfolio and improved loan quality. Net charge-offs did increase from $1.8 million in 2014 to $2.2 million in 2015. The
primary reason for the increase was gross charge-offs in the commercial real estate portfolio which increased by $385 thousand or
255.0% from 2014 to 2015. The majority of the charge-offs in the commercial loan portfolio were related to a small number of loans.

A significant allocation in the allowance for loan losses is for performing commercial and commercial real estate loans
classified by the internal loan review as substandard. The loss experience on the average balance of this category of loans for the past
three years has been approximately 1.93% of the principal balance of these loans, which is management’s allocation for these loans.
This equates to an allocation of approximately $109 thousand at the end of 2015 compared to an allocation of $250 thousand at the
end of 2014. The allocation decreased due to a decrease in the historical loss experience for the substandard loans. The actual loss
experience may be more or less than the amount allocated. At December 31, 2015, the amount of substandard loans that continue to
accrue interest is $5.7 million. As always, management is working to address weaknesses in each of these specific loans that may
result in loss.

December 31, 2015 2014 2013 2012 2011
Loans to Loans to Loans to Loans to Loans to

Amount Total Loans Amount Total Loans Amount Total Loans  Amount Total Loans  Amount Total Loans
Commercial Real EState............cccccevvevveeieriennan $ 3,127 375% $ 2,676 335% $ 2,752 34.4% $ 3,392 34.2% $ 4,880 34.6%
Commercial........ccccceveennns . 1,373 17.8 1,420 18.1 1,219 16.7 1,453 16.6 1,529 13.1
Residential Real Estate . 1,845 30.4 1,689 27.7 1,964 27.0 1,569 26.6 1,802 29.2
CONSUMET ... . 2,160 14.3 1,663 20.7 1,419 21.9 951 22.6 972 23.1
Unallocated .........ccoveveerieiicieiceseee e 473 0 184 0 214 0 264 0 637 0

$ 8,978 100.0% $ 7,632 100.0% $ 7,568 100.0% $ 7,629 100.0% $ 9,820 100.0%
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The allowance allocated to each of the four loan categories should not be interpreted as an indication that charge-offs in 2016
will occur in the same proportions or that the allocation indicates future charge-off trends. The allowance allocated to the one-to-four
family real estate loan category and the consumer loan category is based upon the Company’s allowance methodology for
homogeneous loans, and increases and decreases in the balances of those portfolios. In previous years, the indirect installment loan
category has represented the largest percentage of loan losses. The consumer loan category represents approximately 14.3% of total
loans and in 2015, the net loan losses accounted for 59.1% of the losses of the entire loan portfolio. For the commercial loan category,
which represents 17.8% of the total loan portfolio, management relies on the Bank’s internal loan review procedures and allocates
accordingly based on loan classifications. The net charge-offs in the commercial real estate portfolio which represents 37.5% of the
total portfolio, was $406 thousand for 2015.

There were no loans other than those identified above, that management has known information about possible credit problems
of borrowers and their ability to comply with the loan repayment terms. Management is actively monitoring certain borrowers’
financial condition and loans which management wants to more closely monitor due to special circumstances. These loans and their
potential loss exposure have been considered in management’s analysis of the adequacy of the allowance for loan losses.

Loan Commitments and Lines of Credit

In the normal course of business, the Bank has extended various commitments for credit. Commitments for mortgages,
revolving lines of credit and letters of credit generally are extended for a period of one month up to one year. Normally no fees are
charged on any unused portion. Normally, an annual fee of two percent is charged for the issuance of a letter of credit.

As of December 31, 2015, there were no concentrations of loans exceeding 10% of total loans that are not disclosed as a

category of loans. As of that date also, there were no other interest-earning assets that are either nonaccrual, past due, restructured or
non-performing.

Investment Securities

The investment securities portfolio increased $4.5 million in 2015. Maturing security funds were not reinvested and were used
to fund loan portfolio growth and deposit runoff. The Company’s investment strategy is to maintain a diverse investment security
portfolio with a higher concentration in mortgage-backed securities that are issued by U.S. Government sponsored enterprises and tax-
free municipal securities. Farmers sold $107.5 million in securities in 2015, resulting in net security gains of $94 thousand. Farmers
recognized market appreciation on faster paying mortgage-backed securities and lower rated municipal securities, and reinvested in
new mortgage-backed securities and higher rated municipal securities to further diversify the securities portfolio. During 2014 the
Company created the Investments subsidiary to hold municipal securities and take advantage of more favorable tax treatment. At
December 31, 2015, the Investments entity had a balance of $50.8 million in municipal securities.

Farmers’ objective in managing the investment portfolio is to preserve and enhance corporate liquidity through investment in
primarily short and intermediate term securities which are readily marketable and of the highest credit quality. In general, investment
in securities is limited to those funds the Bank feels it has in excess of funds used to satisfy loan demand and operating considerations.

The Volcker Rule places limits on the trading activity of insured depository institutions and entities affiliated with a depository
institution, subject to certain exceptions. The Bank does not engage in any of the trading activities or own any of the types of funds
regulated by the VVolcker Rule.

Mortgage-backed securities are created by the pooling of mortgages and issuance of a security. Mortgage-backed securities
typically represent a participation interest in a pool of single-family or multi-family mortgages. Prepayment estimates for mortgage-
backed securities are performed at purchase to ensure that prepayment assumptions are reasonable considering the underlying
collateral for the mortgage-backed securities at issue and current mortgage interest rates and to determine the yield and estimated
maturity of the mortgage-backed security portfolio. Prepayments that are faster than anticipated may shorten the life of the security
and may result in faster amortization of any premiums paid and thereby reduce the net yield on such securities. During periods of
declining mortgage interest rates, refinancing generally increases and accelerates the prepayment of the underlying mortgages and the
related security. All holdings of mortgage-backed securities were issued by U.S. Government sponsored enterprises.
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The following table shows the carrying value of investment securities by type of obligation at the dates indicated:

Type

December 31,

U.S. Treasury SECUIMLIES .......eveirieiiiirieietiet et
U.S. government sponsored enterprise debt SeCUrities.........ccoceovvvvererrrnrennnn.
Mortgage-backed securities - residential and collateralized mortgage

obligations....

Small Busingss AAMINIStration ...........ccocveeerereresiesieeienese e
Obligations of states and political SUDIVISIONS ..........c.cccviriiiiiiciiiciiee

Equity securities
Corporate bonds
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2015 2014 2013
$ 1,192 844 100
9,914 23,977 51,210
223,752 249,537 251,656
19,299 22,419 23,573
138,723 91,881 94,734
298 240 187
1,134 931 1,525
$ 394,312 389,829 422,985




A summary of debt securities held at December 31, 2015 classified according to maturity and including weighted average yield for

each range of maturities is set forth below:

Type and Maturity Grouping December 31, 2015
Weighted Average
Fair Value Yield (1)
U.S. Treasury securities
Maturing Within 0N YEAI ......ccciiiiieicieie et sre $ 100 0.44%
Maturing after one year but within five Years ...........cccccoviiviiiicc e 449 1.63%
Maturing after five years but Within ten YEars..........ccccocevveiiieiicviie e 643 2.05%
Total U.S. Treasury SECUNLIES .......ccviviieiiieieeieieste et ere ettt $ 1,192 1.76%
U.S. government sponsored enterprise debt securities
Maturing WIthin ONE YEAI .......c.ciiuiiriiieirieeiret e $ 4,563 2.54%
Maturing after one year but within five Years ... 3,512 1.26%
Maturing after five years but within ten Years.........ccccocvvvvevire i 1,839 2.07%
Total U.S. government sponsored enterprise debt SECUFtieS .........ccvevvvriverirriernenn 3$ 9,914 2.00%
Mortgage-backed securities - residential and collateralized mortgage obligations (2)
Maturing Within ONE VAN ........ccvcviieiieiece et $ 29,925 2.12%
Maturing after one year but within five Years ...........cccocvovviiiiciiie i 85,189 2.17%
Maturing after five years but within ten years..........cccccvvvevevive v 60,804 2.23%
Maturing after tBN YEAI'S ........vcvieeieiee et sre 47,834 2.37%
Total mortgage-backed SECUMTIES .......cveiveiieieieeieicre e 3 223,752 2.22%
Small Business Administration
Maturing Within ONE VAN ........ccvcviiieiieieie ettt $ 15 2.60%
Maturing after one year but within five Years ..o 47 2.57%
Maturing after five years but within ten years..........cccccvvvevcviie i 19,237 1.99%
Total small business admMiNIStratioN...........cooviieiiiiereiieree e $ 19,299 1.99%
Obligations of states and political subdivisions
Maturing Within ONE VB .......cvvveiiiieeeirieee ettt ettt et enas $ 12,034 4.25%
Maturing after one year but within five Years ... 64,123 2.98%
Maturing after five years but within ten years...........ccoccovev i 50,092 4.26%
Maturing after tBN YEAI'S .......vcvieeieiere et nee e 12,474 4.43%
Total obligations of states and political SubdiViSIONS ............ccccevivvivicviiveiiericie 3$ 138,723 3.69%
Corporate bonds
Maturing after one year but within five Years ..........cccccoovviviieien e $ 933 1.57%
Maturing after five years but Within ten YEars..........cccecvvivviieieiese e 201 2.64%
Total Other SECUFITIES ..vvvvvviveieieeeeeee e $ 1,134 1.76%

(1) The weighted average yield has been computed by dividing the total contractual interest income adjusted for amortization of

premium or accretion of discount over the life of the security by the par value of the securities outstanding. The weighted

average yield of tax-exempt obligations of states and political subdivisions has been calculated on a fully taxable equivalent
basis. The amounts of adjustments to interest which are based on the statutory tax rate of 35% were $131 thousand, $432

thousand, $507 thousand and $142 thousand for the four ranges of maturities.
(2) Payments based on contractual maturity.

Premises and Equipment

Premises and equipment had a net increase of $7.1 million in 2015 as a result of the $8.0 million acquired in the mergers. The
increase was the result of eighteen additional branch locations as well as furniture and fixtures in those new locations.
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Deposits

Deposits represent the Company’s principal source of funds. The deposit base consists of demand deposits, savings and money
market accounts and other time deposits. During the year, the Company’s average total deposits increased from $916.8 million in 2014
to $1.165 billion in 2015. Average interest bearing demand deposits increased $92.2 million and savings deposits increased $59.2
million since December 31, 2014. Additionally, noninterest bearing demand deposits increased $87.0 million during 2015. With
interest rates continuing to be low, customers have little incentive to commit funds to term deposit accounts. Time deposits had a
modest increase of $10.3 million considering the additional time deposits acquired during the mergers. The Company’s focus is on
core deposit growth and Farmers will continue to price deposit rates to remain competitive within the market and to retain customers.
At December 31, 2015, core deposits — savings and money market accounts, time deposits less than $250 thousand, demand deposits
and interest bearing demand deposits represented approximately 96.8% of total deposits.

Bank Owned Life Insurance

Farmers’ owns bank owned life insurance policies on the lives of certain members of management. The purpose of this
transaction is to help fund the costs of employee benefit plans. The cash surrender value of these policies was $29.2 million at
December 31, 2015 compared to $16.4 million at December 31, 2014.

Borrowings

Short-term borrowings increased $166.7 million or 281.9% since December 31, 2014 as a result of the acquisitions and the
continued strong loan growth. Most of the increase is for short-term Federal Home Loan Advances. Long-term borrowings decreased
$6.2 million or 21.9%, as maturing Federal Home Loan Bank advances were refinanced with short-term advances to capitalize on the
favorable interest rates. See Note 10 and 11 within Item 8 of this Annual report on Form 10-K for additional detail.

Contractual Obligations, Commitments, Contingent Liabilities and Off-Balance Sheet Arrangements

The following table presents, as of December 31, 2015, the Company’s significant fixed and determinable contractual
obligations by payment date. The payment amounts represent those amounts contractually due to the recipient and do not include any
unamortized premiums or discounts or other similar carrying value adjustments. Further discussion of the nature of each obligation is
included in the referenced note to the consolidated financial statements.

Commitments

12/31/2015
Note
Ref. 2016 2017 2018 2019 2020 Thereafter
Deposits without Maturity ........c.oocvvvrrreerennns $1,169,965
Certificates of deposit .......c..cocervrivrererieiriesenens 9 108,493 39,007 18,528 27,827 37,494 7,733
Repurchase agreements........ccccveeeveveeeerveseesienns 10 75,482
Short-term borrowed funds............cccoooeiieniennn 10 350
Short-term FHLB advances..........cccccccveeiienenne 10 150,000
Long-term FHLB advances............cccccevvevveriennnn 11 7,247 8,089 1,008 931 860 1,919
Operating 18aSeS.......cccevvevierererieeieeee e 7 307 319 306 303 267 1,380

Note 12 to the consolidated financial statements discusses in greater detail other commitments and contingencies and the various
obligations that exists under those agreements. Examples of these commitments and contingencies include commitments to extend
credit and standby letters of credit.

At December 31, 2015, the Company had no unconsolidated, related special purpose entities, nor did the Company engage in
derivatives and hedging contracts that may expose the Company to liabilities greater than the amounts recorded on the consolidated
balance sheet. Management’s policy is to not engage in derivatives contracts for speculative trading purposes. The Company does
utilize interest-rate swaps as a way of helping manage interest rate risk and not as derivatives for trading purposes. See Note 20 within
Item 8 of this Annual report on Form 10-K for additional detail.
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Capital Resources

Total Stockholders’ Equity increased 60.3% from $123.6 million at December 31, 2014 to $198.0 million in 2015. The increase
in equity was mainly the result of a $70.3 million increase in common stock that was issued during the acquisitions in 2015. Net
income during the past twelve months was partially offset by dividends paid. During the year, shareholders received a total of $0.12
per share cash dividends paid in the past four quarters. Book value increased 9.5% from $6.71 per share at December 31, 2014 to
$7.35 per share at December 31, 2015. The Company’s tangible book value decreased from $6.23 per share at December 31, 2014 to
$5.77 per share at December 31, 2015. Additionally, the Company repurchased $213 thousand in treasury shares in 2015.

The Bank, as a national chartered bank, is subject to the dividend restrictions set forth by the OCC. The OCC must approve
declaration of any dividends in excess of the sum of profits for the current year and retained net profits for the preceding two years (as
defined). Farmers and Farmers Bank are required to maintain minimum amounts of capital to total “risk weighted” assets, as defined
by the banking regulators. At December 31, 2015, under the new minimum capital requirements associated with the Basel Committee
on capital and liquidity regulation (Basel I11), Farmers Bank and Farmers are required to have minimum capital ratios. Actual and
minimum ratios are detailed in Note 14 of the Consolidated Financial Statements. Farmers Bank and Farmers had capital ratios above
the minimum levels at December 31, 2015 and 2014. At year-end 2015 and 2014, the most recent regulatory notifications categorized
Farmers Bank as well capitalized under the regulatory framework for prompt corrective action.

During 2013, the Federal banking regulators approved a final rule to implement revised capital adequacy standards of the Basel
Committee on Banking Supervision, commonly called Basel 111, and to address relevant provisions of the Dodd-Frank Act. The final
rule strengthens the definition of regulatory capital, increases risk-based capital requirements, makes selected changes to the
calculation of risk-weighted assets, and adjusts the prompt corrective action thresholds. Community banking organizations, such as
the Company and the Bank, became subject to the new rule on January 1, 2015 and certain provisions of the new rule will be phased
in over the period of 2015 through 2019. The Bank has retained, through a one-time election, the prior treatment for most
accumulated other comprehensive income, such that unrealized gains and losses on securities available for sale that did not affect
regulatory capital amounts and ratios. As mentioned in the prior paragraph, the Bank falls within the new regulatory capital ratio
guidelines.

Critical Accounting Policies

The Company follows financial accounting and reporting policies that are in accordance with generally accepted accounting
principles in the United States of America and conform to general practices within the banking industry. Some of these accounting
policies are considered to be critical accounting policies. Critical accounting policies are those policies that require management’s
most difficult, subjective or complex judgments, often as a result of the need to make estimates about the effect of matters that are
inherently uncertain. The Company has identified three accounting policies that are critical accounting policies and an understanding
of these policies is necessary to understand the financial statements. These policies relate to determining the adequacy of the
allowance for loan losses, if there is any impairment of goodwill and other intangibles, and estimating the fair value of assets acquired
and liabilities assumed in connection with any merger activity. Additional information regarding these policies is included in the notes
to the consolidated financial statements, including Note 1 (Summary of Significant Accounting Policies), Note 4 (Loans) and Note 2
(Business Combinations), and the section above captioned “Loan Portfolio.” Management believes that the judgments, estimates and
assumptions used in the preparation of the consolidated financial statements are appropriate given the factual circumstances at the
time.

Farmers maintains an allowance for loan losses. The allowance for loan losses is presented as a reserve against loans on the
balance sheets. Loan losses are charged off against the allowance for loan losses, while recoveries of amounts previously charged off
are credited to the allowance for loan losses. A provision for loan losses is charged to operations based on management’s periodic
evaluation of adequacy of the allowance. The provision for credit losses provides for probable losses on loans.

Estimating the amount of the allowance for loan losses requires significant judgment and the use of estimates related to the
amount and timing of expected future cash flows on impaired loans, estimated losses on pools of homogeneous loans based on
historical loss experience, and consideration of current economic trends and conditions, all of which may be susceptible to significant
change. The loan portfolio represents the largest asset category on the consolidated balance sheets. Management’s assessment of the
adequacy of the allowance for loan losses considers individually impaired loans, pools of homogeneous loans with similar risk
characteristics and other environmental risk factors.

Pools of homogeneous loans with similar risk characteristics are assessed for probable losses. Probable losses are estimated
through application of historical loss experience. Historical loss experience data used to establish loss estimates may not precisely
correspond to the current portfolio. As a result, the historical loss experience used in the allowance analysis may not be representative
of actual unrealized losses inherent in the portfolio.
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Management also evaluates the impact of environmental factors which pose additional risks that may not adequately be
addressed in the analyses described above. Such environmental factors could include: levels of, and trends in, delinquencies and
impaired loans, charge-offs and recoveries; trends in volume and terms of loans; effects of any changes in lending policies and
procedures including those for underwriting, collection, charge-off, and recovery; experience, ability, and depth of lending
management and staff; national and local economic trends and conditions; industry and geographic conditions; concentrations of credit
such as, but not limited to, local industries, their employees, suppliers; or any other common risk factor that might affect loss
experience across one or more components of the portfolio. The determination of this component of the allowances requires
considerable management judgment. To the extent actual outcomes differ from management estimates, additional provision for credit
losses could be required that could adversely affect earnings or financial position in future periods. The “Loan Portfolio” section of
this financial review includes a discussion of the factors driving changes in the allowance for loan losses during the current period.

Management believes that the accounting for goodwill and other intangible assets also involves a higher degree of judgment
than most other significant accounting policies. GAAP establishes standards for the amortization of acquired intangible assets and the
impairment assessment of goodwill. Goodwill arising from business combinations represents the value attributable to unidentifiable
intangible assets in the business acquired. The Company’s goodwill relates to the value inherent in the banking industry and that value
is dependent upon the ability of the Company’s Trust to provide quality, cost-effective trust services in a competitive marketplace.
The goodwill value is supported by revenue that is in part driven by the volume of business transacted. A decrease in earnings
resulting from a decline in the customer base or the inability to deliver cost-effective services over sustained periods can lead to
impairment of goodwill that could adversely impact earnings in future periods. GAAP requires an annual evaluation of goodwill for
impairment, or more frequently if events or changes in circumstances indicate that the asset might be impaired. The fair value of
goodwill, which resides on the books of Farmers Trust and NAI, is estimated by reviewing the past and projected operating results for
the subsidiaries and industry comparable information. At December 31, 2015, on a consolidated basis, Farmers had intangibles of
$7.8 million subject to amortization and $35.1 million of goodwill, which was not subject to periodic amortization.

Estimating the fair value of assets acquired and liabilities assumed, in connection with the NBOH and Tri-State acquisitions in
2015, requires significant judgment. In addition to the associated goodwill that was mentioned in the prior paragraph, estimates about
the fair values of loans, core deposit intangible assets, premises and equipment, and time deposits were susceptible to estimation.
Management’s judgment about real estate and equipment values, as well as the amount and timing of future cash flows associated with
loans and deposits are a few of the factors considered.

Recent Accounting Pronouncements and Developments

Note 1 to the consolidated financial statements discusses new accounting policies adopted by Farmers during 2015 and the
expected impact of accounting policies recently issued or proposed but not yet required to be adopted. To the extent the adoption of
new accounting standards materially affects financial condition, results of operations, or liquidity, the impacts are discussed in the
applicable sections of this financial review and notes to the consolidated financial statements.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk.

Important considerations in asset/liability management are liquidity, the balance between interest rate sensitive assets and
liabilities and the adequacy of capital. Interest rate sensitive assets and liabilities are those which have yields on rates subject to
change within a future time period due to maturity of the instrument or changes in market rates. While liquidity management involves
meeting the funds flow requirements of the Company, the management of interest rate sensitivity focuses on the structure of these
assets and liabilities with respect to maturity and repricing characteristics. Balancing interest rate sensitive assets and liabilities
provides a means of tempering fluctuating interest rates and maintaining net interest margins through periods of changing interest
rates. The Company monitors interest rate sensitive assets and liabilities to determine the overall interest rate position over various
time frames.
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The Company considers the primary market exposure to be interest rate risk. Simulation analysis is used to monitor the
Company’s exposure to changes in interest rates, and the effect of the change to net interest income. The following table shows the
effect on net interest income and the net present value of equity in the event of a sudden and sustained 300 basis point increase and
100 basis point decrease in market interest rates:

2015 2014 ALCO
Changes In Interest Rate (basis points) Result Result Guidelines
Net Interest Income Change
F 300ttt bbbt bbb et e et b e nran -1.3% 2.2% 15%
F200 ettt bt bbbt e et b e nes -0.6% 1.9% 10%
FL00 ettt b bbb et e et b e n e -0.2% 1.2% 5%
2000 bbb e bbbt bbbt nae s -2.8% -4.0% 5%
Net Present Value Of Equity Change
FB00 ettt bbbttt b e nean -8.4% -4.6% 20%
F200 ettt bbbt et b et nen -4.5% -1.9% 15%
FL00 ettt bbbttt b et nes -1.3% 0.8% 10%
2000 bbb et b et eae s -3.5% -6.7% 10%

All interest rate change results fall within policy limits for the year ended December 31, 2015 and 2014. A report on interest rate
risk is presented to the Board of Directors and the Asset/Liability Committee on a quarterly basis. The Company has no market risk
sensitive instruments held for trading purposes.

With the largest amount of interest sensitive assets and liabilities maturing within twelve months, the Company monitors this
area most closely. Early withdrawal of deposits, prepayments of loans and loan delinquencies are some of the factors that can impact
actual results in comparison to our simulation analysis. In addition, changes in rates on interest sensitive assets and liabilities may not
be equal, which could result in a change in net interest margin.

Interest rate sensitivity management provides some degree of protection against net interest income volatility. It is not possible
nor necessarily desirable to attempt to eliminate this risk completely by matching interest sensitive assets and liabilities. Other factors,
such as market demand, interest rate outlook, regulatory restraint and strategic planning also have an effect on the desired balance
sheet structure.
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Item 8. Financial Statements and Supplementary Financial Data.
MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Farmers National Banc Corp. (the “Company”) is responsible for establishing and maintaining adequate internal
control over financial reporting. Internal control over financial reporting is defined in Rule 13a-15(1) promulgated under the Securities
Exchange Act of 1934 as a process designed by, or under the supervision of; our principal executive and principal financial officers
and effected by the board of directors, management and other personnel, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with U.S. generally accepted
accounting principles and includes those policies and procedures that:

Pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of
our assets;

Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with U.S. generally accepted accounting principles, and that our receipts and expenditures are being made only in
accordance with authorizations of our management and directors; and

Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of our
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of our internal control over financial reporting as of December 31, 2015. In making this
assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission
(“COSO”) in the 2013 Internal Control-Integrated Framework. Based on that assessment, we believe that, as of December 31, 2015,
our internal control over financial reporting is effective based on those criteria.

Management’s assessment of the effectiveness of the Company’s internal control over financial reporting excluded NBOH and Tri-
State, of which the Company acquired all outstanding shares during year-end 2015. These acquired entities represented, in the
aggregate, 36% and 23% of consolidated total assets and consolidated net interest income, respectively, of the Company as of and for
the year ended December 31, 2015 and are more fully discussed in Note 2 to our consolidated financial statements. Under guidelines
established by the SEC, companies are allowed to exclude acquisitions from their first assessment of internal control over financial
reporting following the date of the acquisition.

Crowe Horwath LLP has audited the effectiveness of the Company’s internal control over financial reporting as of December 31,
2015, as stated in their report dated March 10, 2016.

K3l 0B e

Kevin J. Helmick Carl D. Culp
President and Chief Executive Officer Executive Vice President and Treasurer

43



Crowe Horwath.

Crowe Horwath LLP
Independent Member Crowe Horwath International

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
Farmers National Banc Corp.
Canfield, Ohio

We have audited the accompanying consolidated balance sheets of Farmers National Banc Corp. (the “Company”) as of December 31,
2015 and 2014, and the related consolidated statements of income, comprehensive income (loss), stockholders’ equity, and cash flows
for each of the years in the three-year period ended December 31, 2015. We also have audited the Company’s internal control over
financial reporting as of December 31, 2015, based on criteria established in the 2013 Internal Control — Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is responsible
for these financial statements, for maintaining effective internal control over financial reporting, and for its assessment of the
effectiveness of internal control over financial reporting, included in the accompanying Management’s Report on Internal Control
Over Financial Reporting. Our responsibility is to express an opinion on these financial statements and an opinion on the Company’s
internal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of
material misstatement and whether effective internal control over financial reporting was maintained in all material respects. Our
audits of the financial statements included examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal
control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

As permitted, the Corporation excluded the operations of financial institutions acquired during 2015, which is described in Note 2 of
the consolidated financial statements, from the scope of management’s report on internal control over financial reporting. As such, it
has also been excluded from the scope of our audit of internal control over financial reporting.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Farmers
National Banc Corp. as of December 31, 2015 and 2014, and the results of its operations and its cash flows for each of the years in the
three-year period ended December 31, 2015 in conformity with accounting principles generally accepted in the United States of
America. Also in our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as
of December 31, 2015, based on criteria established in the 2013 Internal Control — Integrated Framework issued by COSO.

Orout Howrth || P

Cleveland, Ohio Crowe Horwath LLP
March 10, 2016
44



CONSOLIDATED BALANCE SHEETS
(Table Dollar Amounts in Thousands except Per Share Data)

December 31, 2015 2014
ASSETS
Cash and due FrOmM DANKS ..........cooiiieiecii ettt $ 22500 $ 11,410
Federal funds SOId and OtNET ...........oooviiie et 33,514 16,018
TOTAL CASH AND CASH EQUIVALENTS 56,014 27,428
Securities available fOr SAlE...........cvivvi i s 394,312 389,829
L0ANS NEIA FOF SAIE .....cvieiecie et sbe e sbe e re e rbeeneas 1,769 511
[0 L PSPPI 1,296,865 663,852
Less allowance fOr 10aN TOSSES .......ccecviiiiiieiie sttt e 8,978 7,632
NET LOANS 1,287,887 656,220
Premises and qUIPMENT, NEL.........coi it aeneenneas 24,190 17,049
(00T 1T/ 1 | 35,090 5,591
Other INTANGIDIES ......oveiie ettt e et aeanas 7,821 3,222
Bank OWNEd 1ife INSUMANCE ........ciieiieiiec ettt et sbe e sbe e ebe e beere e eneesreas 29,234 16,367
OTNEE BSSBES ....vveitieiteeite ettt ettt e et ettt e et e et esbe e ebeeebeebeebessbesaeeebeesbeesbeeabeenbeenreesns 33,585 20,750
TOTAL ASSETS $ 1,869,902 $ 1,136,967

LIABILITIES AND STOCKHOLDERS' EQUITY

Deposits:
NONINEEIESE-DEAIING ...ttt et b et b et $ 314650 $ 184,697
INEEIESt-DBANING ....e it re e re it 1,094,397 731,006
TOTAL DEPOSITS 1,409,047 915,703
ShOrt-tErM DOITOWINGS ...t et reenas 225,832 69,136
LONG-LEIM DOITOWINGS .....veveteeeieeieste ettt ettt bbb e b 22,153 18,381
OhEr THADIITIES. ....cviiiicie ettt be et e s ebe e st e e sbeeebeeebeesbe e 14,823 10,187
TOTAL LIABILITIES 1,671,855 1,013,407
Commitments and contingent liabilities (Note 12)
Stockholders' equity
Common Stock - Authorized 35,000,000 shares; issued 27,590,531 in 2015 and
19,031,059 IN 2014 ..ottt ettt r et e ene e 176,287 106,021
REAINET BAININGS ..o iveieeiiee ettt sttt sa e st teereeneeeesaenaeenas 26,316 20,944
Accumulated other cOmprenensive INCOME ........c..ccvviiiiiireiiee e 133 1,093
Treasury stock, at cost; 646,247 shares in 2015 and 622,447 shares in 2014................... (4,689) (4,498)
TOTAL STOCKHOLDERS' EQUITY 198,047 123,560
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 1,869,902 $ 1,136,967

See accompanying notes.
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CONSOLIDATED STATEMENTS OF INCOME
(Table Dollar Amounts in Thousands except Per Share Data)

Years ended December 31, 2015 2014 2013
INTEREST AND DIVIDEND INCOME
Loans, iINCIUAING FEES .....oviireiieiceie e $ 44657 $ 30,901 $ 30,717
TaxXabhle SECUIITIES .....cccvviiceee ettt 5,903 7,282 7,062
TaX EXEMPL SECUFTLIES ....eevveeirieieeieeeeee e 2,951 2,523 2,949
D3 To =T g o LRSS 287 190 196
Federal funds sold and other interest iNnCOME ...........cccocevivvieiiiieienenenens 29 19 35
TOTAL INTEREST AND DIVIDEND INCOME 53,827 40,915 40,959
INTEREST EXPENSE
DT o To LY | £ 3,489 4,008 4,560
ShOrt-term DOITOWINGS. ...c..cviiiiieiicesteee e 177 46 51
LONG-termM DOrTOWINGS .....eveiiteitieiirte et 424 525 452
TOTAL INTEREST EXPENSE 4,090 4,579 5,063
NET INTEREST INCOME 49,737 36,336 35,896
Provision fOr 10an [0SSES.........cceccuiiiiiieiie ettt 3,510 1,880 1,290
NET INTEREST INCOME AFTER PROVISION
FOR LOAN LOSSES 46,227 34,456 34,606
NONINTEREST INCOME
Service charges on deposit ACCOUNTS..........ccovvviririeinriieinee e 3,253 2,627 2,370
Bank owned life insurance income, including death benefits..................... 702 459 696
THUSE FEES ettt ettt et 6,156 6,092 5,583
INSUrance agency COMMISSIONS. .......cveviueruereeierieieiesieseeiesee e ereseeeeneseeneas 569 354 243
SECUILY AINS ...ttt ettt ae e 94 457 863
Impairment of equity SECUILIES .......coveviiiiieiree e 0 0 3)
Retirement plan consulting fees..........ccovviiieiiiieii e 2,130 1,809 628
INVESTMENT COMMISSIONS.....cviiiceiee ettt ete et e e nes 1,172 1,026 989
Net gains 0N sale 0f 10ANS ..o 1,101 358 505
Other operating INCOIME ..........coviviieieee e 3,129 2,121 2,040
TOTAL NONINTEREST INCOME 18,306 15,303 13,914
NONINTEREST EXPENSE
Salaries and employee benefits.........ccooooiiriiiiiiiiiiic e 26,638 20,878 22,054
Occupancy and EQUIPIMENT.........ooiiriieirerieere et 5,452 4,505 4,189
State and 10Cal tAXES ........ccvvivuieiiiie et 1,171 878 1,313
Professional TEES ........coviiii i 3,180 2,451 2,212
Merger related COSES.....cviviiiiiiiiiiiieiesie s 6,392 0 330
Y0 AV =T o (TS T o ST 1,325 1,112 911
FDIC INSUFANCE ...ttt ettt ettt 937 733 719
Intangible amOrtization...........ccoe e 983 767 624
COore Processing CRAIGES ......c.vvveveirieieirieiees et e 2,176 1,571 1,354
Other Operating EXPENSES. .......ccerveiririeirterieeeie sttt ebe e 5,725 5,267 5,351
TOTAL NONINTEREST EXPENSE 53,979 38,162 39,057
INCOME BEFORE INCOME TAXES 10,554 11,597 9,463
INCOME TAXES ..ottt e ne e 2,499 2,632 1,683
NET INCOME $ 8,055 $ 8,965 $ 7,780
EARNINGS PER SHARE:
Basic and DIlULE...........cccovvviveiiiceeecee et $ 036 $ 048 $ 0.41

See accompanying notes.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(Table Dollar Amounts in Thousands except Per Share Data)

Years ended December 31, 2015 2014 2013
NET INCOME ..ottt ettt $ 8,055 $ 8,965 $ 7,780
Other comprehensive income (loss):
Net unrealized holding gains (losses) on available for sale securities... (1,403) 10,486 (19,310)
Reclassification adjustment for gains realized in income ..........c.c..c.... (94) (457) (860)
Net unrealized holding gains (I0SSES) .......ccvierieirireine e (1,497) 10,029 (20,170)
INCOME taX EFFECE......oiiiii i 524 (3,510) 7,060
Unrealized holding gains (losses), net of reclassification and tax .............. (973) 6,519 (13,110)
Change in funded status of post-retirement health plan............c.ccccooienn 20 60 3)
INCOME taX EFFECE........cociici e (7) (21) 1
Change in funded status of post-retirement health plan, net of tax............. 13 39 2)
Other comprehensive income (10ss), Net Of taX .......cccoevveivrerciiienciie (960) 6,558 (13,112)
TOTAL COMPREHENSIVE INCOME (LOSS) $ 7,005 $ 15523 § (5,332)

See accompanying notes.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(Table Dollar Amounts in Thousands except Per Share Data)

Years ended December 31, 2015 2014 2013
COMMON STOCK
Balance at beginning of YEar ..o $ 106,021 $ 105,905 $ 104,504
Issued 8,559,472 shares in 2015 and 228,777 in 2013 as part of
business COMDINALIONS ...........coeiiiiiiii et 69,780 0 1,400
Stock compensation expense for 320,980 unvested shares in 2015
aNd 46,957 1N 2014 ..ot e 486 116 1
Balance at end Of YEar .......ccccciiiiiieecee e 176,287 106,021 105,905
RETAINED EARNINGS
Balance at beginning of Year ... 20,944 14,215 8,683
NEE INCOMIE. ..ttt ettt et b ettt e b sbe e sbe e ebeebeeneeeaseees 8,055 8,965 7,780
Dividends declared:
$.12 cash dividends per share in 2015, 2014 and 2013 ...........ccccecvrunee (2,683) (2,236) (2,248)
Balance at end Of YEar ........ccooiiiiiiee e 26,316 20,944 14,215
ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
Balance at beginning of YEar .........cccoccveriiiiiiis 1,093 (5,465) 7,647
Other comprehensive iNCOME (10SS) .....cvvvreriiiriieeiiricreee e (960) 6,558 (13,112)
Balance at end Of YA ........ccoviiiieiiii e 133 1,093 (5,465)
TREASURY STOCK, AT COST
Balance at beginning of YEar ... (4,498) (1,648) (42)
Reissued 5,000 treasury shares to satisfy exercised stock options.............. 0 32 0
Reissued 3,000 treasury shares under the Equity Incentive Plan................ 22 0 0
Purchased 26,800 shares in 2015, 372,368 shares in 2014 and
247,845 5hares iN 2013 ......coiieiiiiiieierceee e e (213) (2,882) (1,606)
Balance at end Of YA ........cceieiiiieiie e (4,689) (4,498) (1,648)
TOTAL STOCKHOLDERS' EQUITY AT END OF YEAR $ 198,047 $ 123,560 $ 113,007

See accompanying notes.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(Table Dollar Amounts in Thousands except Per Share Data)

Years ended December 31, 2015 2014 2013
CASH FLOWS FROM OPERATING ACTIVITIES
INEE TNCOMIEB. ...ttt ettt ettt et et et et et et et et areereare e e ere e e eeeeneenenan $ 8,055 $ 8,965 $ 7,780
Adjustments to reconcile net income to net cash from operating activities:
Provision fOr 10an [0SSES .........ccueiiiiiiieicie ettt 3,510 1,880 1,290
Depreciation and amortization 2,751 1,981 1,945
Net amortization of securities 2,275 1,472 2,646
SECUIMEY JAINS ...ttt (94) (457) (863)
Stock COMPENSALION EXPENSE .....c.veuieeiiireririeie ettt 486 116 0
Impairment of equity securities 0 0 3
Loss on sale of other real estate OWNEd............ccvviriiiiinieninese e 286 53 75
Earnings on bank owned life iNSUraNCe ...........cccovivnieiiinnceeseeecceas (702) (459) (478)
Income recognized from death benefit on bank owned life insurance..... 0 0 (218)
Origination of loans held for sale............cccoeoiiiiiiiine (46,201) (15,911) (25,085)
Proceeds from loans held for sale.............cccoevevieiiiiccecie e 46,455 15,916 29,056
Net gains on sale of 10aNS ... (1,101) (358) (505)
Net change in other assets and Habilities ... (9,397) (946) (1,394)
NET CASH FROM OPERATING ACTIVITIES 6,323 12,252 14,252
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from maturities and repayments of securities available for sale.......... 63,243 49,401 75,015
Proceeds from sales of securities available for sale 102,257 57,170 94,016
Purchases of securities available for sale................... (72,683) (64,400) (149,886)
Loan originations and payments, NEt ...........ccoceorrereineineieneese e (139,656) (35,352) (45,529)
Proceeds from sale of other real estate OWned ............cccoceoereeiiciencincenee e 553 337 282
Purchase of bank owned life insurance (6,000) 0 0
Proceeds from BOLI death benefit ... 0 0 329
Proceeds from sale of land and building............cocoveeeininnicinccene 723 0 118
Additions to premises and equipment........................ (1,299) (972) (215)
Net cash received (paid) in business combinations.... 29,749 0 (2,111)
NET CASH FROM INVESTING ACTIVITIE (23,113) 6,184 (27,981)
CASH FLOWS FROM FINANCING ACTIVITIES
Net Change iN AEPOSIES ........vivvvieeiirireeee e (44,659) 487 (3,793)
Net change in Short-term borroWiNgs..........coevevreriniereieirseee e 91,159 (22,481) 1,731
Repayments of 1ong-term DOrroWINGS..........ccooveriieinenieeee e (3,228) (1,441) (601)
New advances for long term borrowing.... 5,000 10,000 10,000
Cash dividends paid..........cccceevrrivrrenrnnne. (2,683) (2,236) (2,248)
Proceeds from reissuance of treasury shares.... 0 32 0
Repurchase of cCOMmON ShArES...........coceiiriiieie e (213) (2,882) (1,606)
NET CASH FROM FINANCING ACTIVITIES 45,376 (18,521) 3,483
NET CHANGE IN CASH AND CASH EQUIVALENTS 28,586 (85) (10,246)
Beginning cash and cash equivalents.............cccovvveiniiinnne e 27,428 27,513 37,759
Ending cash and cash equIValeNtS............ccc.ceiveeiieeiieeseeeee e $ 56,014 $ 27428 % 27,513
Supplemental cash flow information:
INTEIESE PAIH ...ttt $ 4,047 3 4623 % 5,095
INCOME tAXES PAIM ...vvvvveiieieieiiiieis ettt $ 2,620 $ 1925 $ 1,130
Supplemental noncash disclosures:
Transfer of loans and property to other real estate Owned ............c.cccoeruevririnene. $ 888 $ 368 $ 193
Issuance of stock for business combiNAtioNS..........ccccvvvveiiieiiiice e $ 69,780 $ 0 3 1,400
Contingent consideration for NAI acqUiSItion ...........cccceeviviiieieviice e $ 0 3 0 3 920
Security purchases NOt SEtIEd..........ccvvvvreeiirrree e $ 1,338 §$ 0 3 0

See accompanying notes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Table Dollar Amounts In Thousands except Per Share Data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The consolidated financial statements include the accounts of Farmers National Banc Corp. and its
wholly-owned subsidiaries, The Farmers National Bank (“Bank’) of Canfield, Farmers Trust Company (“Trust”) and National
Associates, Inc. (“NAI”). The Company acquired First National Bank of Orrville (“First National Bank™) a subsidiary of National
Bancshares Corporation (“NBOH”) and 1* National Community Bank (“FNCB”) a subsidiary of Tri-State 1% Banc, Inc. (“Tri-State”)
during 2015 and consolidated all activity of both acquisitions within the Bank, see Note 2. The consolidated financial statements also
include the accounts of the Farmers National Bank of Canfield’s subsidiaries; Farmers National Insurance (“Insurance”) and Farmers
of Canfield Investment Co. (“Investments”). Together the entities are referred to as “the Company.” All significant intercompany
balances and transactions have been eliminated in consolidation.

Nature of Operations: The Company provides full banking services, including wealth management services and mortgage banking
activity, through the Bank. As a national bank, the Bank is subject to regulation of the Office of the Comptroller of the Currency and
the Federal Deposit Insurance Corporation. The primary area served by the Bank is the northeastern region of Ohio through thirty
eight (38) locations. With the acquisition of FNCB the Bank has added one branch location in southwestern Pennsylvania. The
Company provides trust services through its Trust subsidiary, retirement consulting services through its NAI subsidiary and insurance
services through the Bank’s Insurance subsidiary. The primary purpose of Investments, the new subsidiary of the Bank in 2014, is to
invest in municipal securities. Farmers Trust Company has a state-chartered bank license to conduct trust business from the Ohio
Department of Commerce — Division of Financial Institutions.

Estimates: The preparation of financial statements in conformity with U.S. 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 from those estimates.

Cash Flows: Cash and cash equivalents include cash on hand, deposits with other financial institutions and federal funds sold.
Generally, federal funds are purchased and sold for one-day periods. Net cash flows are reported for loan and deposit transactions,
short term borrowings, and other assets and liabilities.

Securities Available for Sale: Debt securities are classified as available for sale when they might be sold before maturity. Equity
securities with readily determinable fair values are classified as available for sale. Securities available for sale are carried at fair value,
with unrealized holding gains and losses reported in other comprehensive income, net of tax.

Interest income includes amortization of purchase premium or discount. Premiums and discounts on securities are amortized on the
level-yield method without anticipating prepayments, except for mortgage backed securities where prepayments are anticipated. Gains
and losses on sales are recorded on the trade date and determined using the specific identification method. Purchases are recorded on
the trade date.

Management evaluates securities for other-than-temporary impairment (OTTI) on at least a quarterly basis, and more frequently when
economic or market conditions warrant. For securities in an unrealized loss position, management considers the extent and duration of
the unrealized loss, and the financial condition and near-term prospects of the issuer. Management also assesses whether it intends to
sell, or it is more likely than not that it will be required to sell, a security in an unrealized loss position before recovery of its amortized
cost basis. If either of the criteria regarding intent or requirement to sell is met, the entire difference between amortized cost and fair
value is recognized as impairment through earnings. For debt securities that do not meet the aforementioned criteria, the amount of
impairment is split into two components as follows: 1) OTTI related to credit loss, which must be recognized in the income statement
and 2) other-than-temporary impairment (OTTI) related to other factors, which is recognized in other comprehensive income. The
credit loss is defined as the difference between the present value of the cash flows expected to be collected and the amortized cost
basis. For equity securities, the entire amount of impairment is recognized through earnings.

Loans Held for Sale: Mortgage loans originated and intended for sale in the secondary market are carried at the lower of aggregate
cost or fair value, as determined by outstanding commitments from investors. Net unrealized losses, if any, are charged to earnings.

Mortgage loans held for sale are sold with or without servicing rights released. Gains and losses on sales of mortgage loans are based
on the difference between the selling price and the carrying value of the related loan sold.
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Loans: Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoff are reported at
the principal balance outstanding, net of deferred loan fees and costs, and an allowance for loan losses. Substantially all loans are
secured by specific items of collateral including business assets, consumer assets, and commercial and residential real estate.

Interest income is accrued on the unpaid principal balance. Loan origination fees, net of certain direct origination costs, are deferred
and recognized in interest income using the level yield method without anticipating prepayments. Interest income on mortgage and
commercial loans is discontinued at the time the loan is 90 days delinquent unless the loan is well-secured and in process of collection.
Consumer loans are typically charged off no later than 120 days past due. Past due status is based on the contractual terms of the loan.
In all cases, loans are placed on nonaccrual or charged-off at an earlier date if collection of principal or interest is considered doubtful.
Nonaccrual loans and loans past due 90 days still on accrual include both smaller balance homogeneous loans that are collectively
evaluated for impairment and individually classified impaired loans.

For all classes of loans, when interest accruals are discontinued, interest accrued but not received for loans placed on non-accrual is
reversed against interest income. Interest on such loans is thereafter recorded on a cash-basis or cost-recovery method, until qualifying
for return to accrual. Loans are returned to accrual status when all the principal and interest amounts contractually due are brought
current and future payments are reasonably assured.

Purchased Credit Impaired Loans: The Company purchased loans that have shown evidence of credit deterioration since origination
through the acquisition of First National Bank. These loans are recorded at the amount paid, such that there is no carryover of the
seller’s allowance for loan losses. The Company estimates the amount and timing of expected cash flows for each loan, and the
expected cash flows in excess of amount paid is recorded as interest income over the remaining life of the loan. The excess of the
loan’s contractual principal and interest over expected cash flows is not recorded.

Over the life of the loan, expected cash flows continue to be estimated. If the present value of expected cash flows is less than the
carrying amount, a loss is recorded as a provision for loan losses. If the present value of expected cash flows is greater than the
carrying amount, it is recognized as part of future interest income.

Derivatives: Derivative financial instruments are recognized as assets or liabilities at fair value. The Company’s derivatives are
interest-rate swap agreements, which are used as part of its asset and liability management strategy to help manage its interest rate risk
position. The Company does not use derivatives for trading or balance sheet hedging purposes. The derivative transactions are
considered instruments with no hedging designation, otherwise known as stand-alone derivatives. Changes in the fair value of the
derivatives are reported currently in earnings, as other noninterest income.

Concentration of Credit Risk: There are no significant concentrations of loans to any one industry or customer. However, most of the
Company’s business activity is with customers located within Northeastern Ohio. Therefore, the Company’s exposure to credit risk is
significantly affected by changes in the economy of a 9 county area. Loans secured by real estate represent 68% of the total portfolio
and changes related to the real estate markets are monitor by management.

Allowance for Loan Losses: The allowance for loan losses is a valuation allowance for probable incurred loan losses, increased by the
provision for loan losses and decreased by charge-offs less recoveries. The allowance is based on management’s judgment taking into
consideration past loss experience, reviews of individual loans, current economic conditions and other factors considered relevant by
management at the financial statement date. While management uses the best information available to establish the allowance, future
adjustments to the allowance may be necessary, which may be material, if economic conditions differ substantially from the
assumptions used in estimating the allowance. If additions to the original estimate of the allowance for loan losses are deemed
necessary, they will be reported in earnings in the period in which they become reasonably estimable and probable. Allocations of the
allowance may be made for specific loans, but the entire allowance is available for any loan that, in management’s judgment, should
be charged-off.

Acquired loans are individually evaluated and for those purchased loans without evidence of credit deterioration, management
evaluates each reviewed loan using an internal grading system with a grade assigned to each loan at the date of acquisition. To the
extent that any purchased loan is not specifically reviewed, such loan is assumed to have characteristics similar to the characteristics
of the acquired portfolio of purchased loans. The grade for each purchased loan without evidence of credit deterioration is reviewed
subsequent to the date of acquisition any time a loan is renewed or extended or at any time information becomes available to the
Company that provides material insight regarding the loan’s performance, the status of the borrower or the quality or value of the
underlying collateral. To the extent that current information indicates it is probable that the Company will collect all amounts
according to the contractual terms thereof, such loan is not considered impaired and is not individually considered in the determination
of the required allowance for loan losses. To the extent that current information indicates it is probable that the Company will not be
able to collect all amounts according to the contractual terms thereof, such loan is considered impaired and is considered in the
determination of the required level of allowance.

51



In determining the day 1 fair values of purchased loans without evidence of credit deterioration at the date of acquisition, management
includes (i) no carry over of any previously recorded allowance for loan losses and (ii) an adjustment of the unpaid principal balance
to reflect an appropriate market rate of interest, given the risk profile and grade assigned to each loan. This adjustment is accreted into
earnings as a yield adjustment, using the effective yield method, over the remaining life of each loan.

The allowance consists of specific and general components. The specific component relates to loans that are individually classified as
impaired. A loan is considered impaired when, based on the 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.
Loans, for which the terms have been modified, and for which the borrower is experiencing financial difficulties, are considered
troubled debt restructurings and classified as impaired.

Factors considered by management in determining impairment include payment status, collateral value, and the probability of
collecting scheduled principal and interest payments when due. Loans that experience insignificant payment delays and payment
shortfalls generally are not classified as impaired. Management determines the significance of payment delays and payment shortfalls
on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan and the borrower, including the length
of the delay, the reasons for the delay, the borrower’s prior payment record, and the amount of the shortfall in relation to the principal
and interest owed.

Impairment is measured on a loan by loan basis for commercial and commercial real estate loans over $750 thousand, individually or
in the aggregate, by either the present value of expected future cash flows discounted at the loan’s effective interest rate, the loan’s
obtainable market price, or the fair value of the collateral if the loan is collateral dependent. Large groups of smaller balance
homogeneous loans, such as consumer and residential real estate loans are collectively evaluated for impairment and accordingly, they
are not separately identified for impairment disclosures. Non-real estate secured consumer loans in bankruptcy where debt has not
been reaffirmed are considered troubled debt restructurings and are evaluated individually to ensure that accurate accounting treatment
is in place.

The Company considers the guidance on troubled debt restructuring for individual consumer and residential loans when evaluating for
impairment disclosure. Troubled debt restructurings are measured at the present value of estimated future cash flow using the loan’s
effective rate at inception. If a troubled debt restructuring is considered to be a collateral dependent loan, the loan is reported, net, at
the fair value of the collateral. For troubled debt restructurings that subsequently default, the Company determines the amount of
reserve in accordance with the accounting policy for the allowance for loan losses.

The general component covers non-impaired loans and is based on historical loss experience adjusted for current factors. The
historical loss experience is determined by portfolio segment and is based on the actual loss history experienced for the most recent
twelve quarters. The formula for calculating the allowance for loan losses requires that the historical loss percentage be applied to
homogeneous and all risk rated loans. This actual loss experience is supplemented with other economic factors based on the risks
present for each portfolio segment. These economic factors include consideration of the following: levels of and trends in
delinquencies and impaired loans; levels of and trends in charge-offs and recoveries; trends in volume and terms of loans; effects of
any changes in risk selection and underwriting standards; other changes in lending policies, procedures, and practices; experience,
ability, and depth of lending management and other relevant staff; national and local economic trends and conditions; industry
conditions; and effects of changes in credit concentrations. The following portfolio segments have been identified:

Commercial Loans. Commercial credit is extended to commercial customers for use in normal business operations to finance working
capital needs, equipment purchases, or other projects. The majority of these borrowers are customers doing business within our
geographic regions. These loans are generally underwritten individually and secured with the assets of the company and the personal
guarantee of the business owners. Commercial loans are made based primarily on the historical and projected cash flow of the
borrower and the underlying collateral provided by the borrower.

Commercial Real Estate Loans. Commercial real estate loans are subject to underwriting standards and processes similar to
commercial loans. These loans are viewed primarily as cash flow loans and the repayment of these loans is largely dependent on the
successful operation of the property. Loan performance may be adversely affected by factors impacting the general economy or
conditions specific to the real estate market such as geographic location and property type.

Consumer Loans. Consumer loans are primarily comprised of loans made directly to consumers and indirectly through automobile
dealerships. These loans have a specific matrix which consists of several factors including debt to income, type of collateral and loan
to collateral value, credit history and relationship with the borrower. Consumer lending uses risk-based pricing in the underwriting
process.
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Residential Real Estate Loans. Residential mortgage loans represent loans to consumers for the purchase or refinance of a residence.
These loans are generally financed up to 15 years, and in most cases, are extended to borrowers to finance their primary residence.
Real estate market values at the time of origination directly affect the amount of credit extended and, in the event of default,
subsequent changes in these values may impact the severity of losses.

Servicing Rights: When mortgage loans are sold and servicing rights are retained the servicing rights are initially recorded at fair
value with the income statement effect recorded in gains on sales of loans. Fair value is based on market prices for comparable
mortgage servicing contracts, when available, or alternatively, is based on a valuation model that calculates the present value of
estimated future net servicing income. The valuation model incorporates assumptions that market participants would use in estimating
future net servicing income, such as the cost to service, the discount rate, the custodial earnings rate, an inflation rate, ancillary income,
prepayment speeds and default rates and losses. The Company compares the valuation model inputs and results to published industry
data in order to validate the model results and assumptions. All classes of servicing assets are subsequently measured using the
amortization method which requires servicing rights to be amortized into non-interest income in proportion to, and over the period of,
the estimated future net servicing income of the underlying loans.

All classes of servicing assets are subsequently measured using the amortization method which requires servicing rights to be
amortized into non-interest income in proportion to, and over the period of, the estimated future net servicing income of the
underlying loans. Servicing assets are evaluated for impairment based upon the fair value of the assets compared to carrying amount.
Any impairment is reported as a valuation allowance, to the extent that fair value is less than the capitalized amount for a grouping.
There was no valuation allowance impairment against servicing assets as of December 31, 2015.

Servicing fee income is recorded when earned for servicing loans based on a contractual percentage of the outstanding principal or a
fixed amount per loan. The amortization of mortgage servicing rights is netted against loan servicing fee income. Servicing fees, late
fees and ancillary fees related to loan servicing are not considered significant for financial reporting.

Foreclosed Assets: Assets acquired through or instead of loan foreclosure are initially recorded at fair value less costs to sell when
acquired, establishing a new cost basis. These assets are subsequently accounted for at lower of cost or fair value less estimated costs
to sell. If fair value declines subsequent to foreclosure, a valuation allowance is recorded through expense. Operating costs after
acquisition are expensed.

Premises and Equipment: Land is carried at cost. Premises and equipment are stated at cost, less accumulated depreciation. Buildings
and related components are depreciated using the straight-line method with useful lives ranging from 5 to 40 years. Furniture, fixtures
and equipment are depreciated using the straight-line method with useful lives ranging from 3 to 10 years.

Restricted Stock: The Bank is a member of the Federal Home Loan Bank (FHLB) system. Members are required to own a certain
amount of stock based on the level of borrowings and other factors, and may invest in additional amounts. The Bank is also a member
of and owns stock in the Federal Reserve Bank. These stocks are carried at cost, classified as restricted securities included in other
assets, and periodically evaluated for impairment based on ultimate recovery of par value. Both cash and stock dividends are reported
as income.

Bank Owned Life Insurance: The Company has purchased life insurance policies on certain key officers. Bank owned life insurance
is recorded at the amount that can be realized under the insurance contract at the balance sheet date, which is the cash surrender value
adjusted for other charges or other amounts due that are probable at settlement.

Long-term Assets: Premises and equipment and other long-term assets are reviewed for impairment when events indicate their
carrying amount may not be recoverable from future undiscounted cash flows. If impaired, the assets are recorded at fair value.

Goodwill and Other Intangible Assets: Goodwill resulting from a business combination is generally determined as the excess of the
fair value of the consideration transferred over the fair value of the net assets acquired as of the acquisition date. Goodwill acquired in
a purchase business combination and determined to have an indefinite useful life is not amortized, but tested for impairment at least
annually. The Company has selected September 30 as the date to perform the annual goodwill impairment tests associated with the
acquisition of the Trust, NAI, First National Bank and FNCB. Intangible assets with definite useful lives are amortized over their
estimated useful lives. Goodwill is the only intangible asset with an indefinite life on the balance sheet. Core deposit intangible assets
arising from bank acquisitions are amortized over their estimated useful lives of 7 to 8 years. Non-compete contracts are amortized on
a straight line basis, over the term of the agreements. Customer relationship and trade name intangibles are amortized over an average
of 13 years on an accelerated method.
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Loan Commitments and Related Financial Instruments: Financial instruments include off-balance sheet credit instruments, such as
commitments to make loans and commercial letters of credit, issued to meet customer financing needs. The face amount for these
items represents the exposure to loss, before considering customer collateral or ability to repay. Such financial instruments are
recorded when they are funded.

Stock-Based Compensation: Compensation cost is recognized for stock options and restricted stock awards issued to employees,
based on the fair value of these awards at the date of grant. The market price of the Company’s common stock at the grant date is used
for restricted stock awards. Compensation cost is recognized over the required service period, generally defined as the vesting period.
For awards with graded vesting, compensation cost is recognized on a straight-line basis over the requisite service period for the entire
award.

Income Taxes: Income tax expense is the total of the current year income tax due or refundable and the change in deferred tax assets
and liabilities. Deferred tax assets and liabilities are the expected future tax amounts for the temporary differences between carrying
amounts and tax bases of assets and liabilities, computed using enacted tax rates. A valuation allowance, if needed, reduces deferred
tax assets to the amount expected to be realized.

A tax position is recognized as a benefit only if it is “more likely than not” that the tax position would be sustained in a tax
examination, with a tax examination being presumed to occur. The amount recognized is the largest amount of tax benefit that is
greater than 50% likely of being realized on examination. For tax positions not meeting the “more likely than not” test, no tax benefit
is recorded.

The Company recognizes interest and/or penalties related to income tax matters in income tax expense.

Retirement Plans: Employee 401(k) and profit sharing plan expense is the amount of matching and discretionary contributions.
Deferred compensation and supplemental retirement plan expense allocates the benefits over years of service.

Earnings per Common Share: Basic earnings per common share is net income divided by the weighted average number of common
shares outstanding during the period. Diluted earnings per common share include the dilutive effect of additional potential common
shares issuable under stock equity awards. Earnings and dividends per share are restated for all stock splits and stock dividends
through the date of issuance of the financial statements.

Comprehensive Income (Loss): Comprehensive income (loss) consists of net income and other comprehensive income (loss). Other
comprehensive income (loss) consists of unrealized gains and losses on securities available for sale and changes in the funded status of
the post-retirement health plan, which are recognized as separate components of equity, net of tax effects.

Loss Contingencies: Loss contingencies, including claims and legal actions arising in the ordinary course of business, are recorded as
liabilities when the likelihood of loss is probable and an amount or range of loss can be reasonably estimated. Management does not
believe there are such matters that will have a material effect on the financial statements.

Restrictions on Cash: Cash on hand or on deposit with the Federal Reserve Bank (“FRB”) was required to meet regulatory reserve
and clearing requirements. The Company had deposits with the FRB of $29.4 million at December 31, 2015 and $14.0 million at
December 31, 2014.

Equity: Treasury stock is carried at cost.

Dividend Restriction: Banking regulations require maintaining certain capital levels and may limit the dividends paid by the Bank and
Trust to the holding company or by the holding company to shareholders.

Fair Value of Financial Instruments: Fair values of financial instruments are estimated using relevant market information and other
assumptions as more fully disclosed in Note 6. Fair value estimates involve uncertainties and matters of significant judgment
regarding interest rates, credit risk, prepayments and other factors, especially in the absence of broad markets for particular items.
Changes in assumptions or in market conditions could significantly affect these estimates.

Operating Segments: While the chief decision-makers monitor the revenue streams of the various products and services, operations
are managed and financial performance is primarily aggregated and reported in three lines of business, the Bank, Trust and Retirement
Consulting segments. The Company discloses segment information in Note 21.

Reclassification: Some items in the prior year financial statements were reclassified to conform to the current presentation.
Reclassifications had no effect on prior year net income or stockholders’ equity.
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Adoption of New Accounting Standards: In September 2015, the FASB amended existing guidance under Accounting Standards
Update (ASU) 2015-16, Business Combinations (Topic 805): Simplifying the Accounting for Measurement-Period Adjustments. The
amendments require that an acquirer recognize adjustments to estimated amounts that are identified during the measurement period in
the reporting period in which the adjustment amounts are determined. The amendments require that the acquirer record, in the same
period’s financial statements, the effect on earnings of changes in depreciation, amortization, or other income effects, if any, as a
result of the change to the estimated amounts, calculated as if the accounting had been completed at the acquisition date. These
amendments are effective for annual reporting periods, and interim reporting periods within those annual periods, beginning after
December 15, 2015. The amendments should be applied prospectively to adjustments to provisional amounts that occur after the
effective date with earlier application permitted for financial statements that have not been issued. The adoption of this standard did
not have a material effect on the Company’s consolidated financial statements.

In June 2014, the FASB issued ASU No. 2014-11, "Repurchase-to-Maturity Transactions, Repurchase Financings, and

Disclosures.” The new guidance aligns the accounting for repurchase-to-maturity transactions and repurchase agreements executed as
repurchase financings with the accounting for other typical repurchase agreements. Going forward, these transactions would all be
accounted for as secured borrowings. The guidance eliminates sale accounting for repurchase-to-maturity transactions and supersedes
the guidance under which a transfer of a financial asset and a contemporaneous repurchase financing could be accounted for on a
combined basis as a forward agreement, which has resulted in outcomes referred to as off-balance-sheet accounting. The amendments
in the ASU require a new disclosure for transactions economically similar to repurchase agreements in which the transferor retains
substantially all of the exposure to the economic return on the transferred financial assets throughout the term of the transaction. The
amendments in the ASU also require expanded disclosures about the nature of collateral pledged in repurchase agreements and similar
transactions accounted for as secured borrowings. The Company adopted the amendments in this ASU effective January 1, 2015. In
addition, the expanded disclosures about the nature of collateral pledged in repurchase agreements and similar transactions accounted
for as secured borrowings were effective for the Company’s reporting period ending June 30, 2015. All of the Company's repurchase
agreements are typical in nature (i.e., not repurchase-to-maturity transactions or repurchase agreements executed as a repurchase
financing) and are accounted for as secured borrowings. As such, the adoption of ASU No. 2014-11 did not have a material impact on
the Company's consolidated financial statements.

Newly Issued, Not Yet Effective Accounting Standards: In January, 2016, the FASB issued ASU 2016-01, Financial Instruments—
Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial Liabilities, affecting public and private
companies, not-for-profit organizations, and employee benefit plans that hold financial assets or owe financial liabilities. Requiring
most equity investments (except those accounted for under the equity method of accounting, or those that result in consolidation of the
investee) to be measured at fair value with changes in fair value recognized in net income. The ASU will take effect for fiscal years
beginning after December 15, 2017. The adoption of this standard is not expected to have a material effect on the Company’s
consolidated financial statements.

NOTE 2 - BUSINESS COMBINATIONS

On October 1, 2015, the Company completed the acquisition of Tri-State, the parent company of FNCB. The transaction involved
both cash and 1,296,517 shares of stock totaling $14.3 million. Pursuant to the terms of the merger agreement, common shareholders
of Tri-State received 1.747 common shares, without par value, of the Company or $14.20 in cash, for each common share of Tri-State,
subject to proration provisions specified in the merger agreement that provide for a targeted aggregate split of total consideration
consisting of 75% shares of Farmers’ common stock and 25% cash. Preferred shareholders of Tri-State received $13.60 in cash for
each share of Series A Preferred Stock, without par value, of Tri-State.

Goodwill of $2.8 million, which is recorded on the balance sheet, arising from the acquisition consisted largely of synergies and the
cost savings resulting from the combining of the companies. The goodwill is not expected to be deductible for income tax purposes.
The fair value of other intangible assets of $1.2 million is related to core deposits. The following table summarizes the consideration
paid for Tri-State and the amounts of the assets acquired and liabilities assumed on the closing date of the acquisition.
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Consideration

0% 1] 2 RO $ 3,607
SHOCK 1utiite ittt ettt ettt heeehe e ebe e be e ebe e beebeehbe R beahaeaheeabeeabeeebeebeebeaabeeabeeaeeeaeeareers 10,733
Fair value of total consSideration tranSTEITEM...........c.ooocuiiie et e s aees $ 14,340

Assets acquired and liabilities assumed
Cash and due from financial INStIEULIONS .........ccuiiiiiiiiece ettt e $ 13,553
Securities available fOr SAIE...........cov i e 48,300
0= T 1T 11 SRS 66,374
Premises and EQUIPIMENT . ......ocveieieie ettt e et ste e e et e stesteesaenseaestesaeeneaneeeessenrenneas 1,935
Bank OWNEd 1IE INSUIANCE ......ccveiiiiieiie ettt ettt e s be e st e e sbe e sbeesteebeenbeenbeaneas 3,274
Core depoSit INTANGIDIE .......ci ettt e st st stenreeneeneenaenreens 1,173
(@19 T=] =TI £ TP 1,329
QL IN0) = L= TSET =) 135,938

Fair value of liabilities assumed

3T 0oL £ 114,342
Long-term borrowings 2,002
Accrued interest payable and other Habilities ..........ccocoeiiiiiiii s 8,072
TOtAl HADIITIES .....veiie et be et e et e e beetbe s beeneesaneereeateens 124,416
NEL ASSEES ACHUITEM ....vrviivetieteiteeete sttt et sttt et et e et e st e se e e ebe st eseebe st esbetesbe e eresrenes $ 11,522
GOOAWITT CTEALEM ... .iviecieecie ettt ettt s b e e s be e be e sbe e rbeeabesaeesbeesbeesbaesbeesbeesbeesns 2,818
Total Nt ASSELS ACGUITEA ....e.veiieerceeieiete sttt st sa e te st b ae e e e e b e stestesreen s eeeseenre e $ 14,340

Valuation of some assets acquired or created including but not limited to net loans and goodwill are preliminary and could be subject
to change.

On June 19, 2015, the Company completed the acquisition of all outstanding stock of NBOH, the parent company of First National
Bank. The transaction involved both cash and 7,262,955 shares of stock totaling $74.8 million. First National Bank branches became
branches of Farmers Bank. Pursuant to the Agreement, each shareholder of NBOH received either $32.15 per share in cash or 4.034
shares of Farmers’ common stock, subject to an overall limitation of 80% of the shares of NBOH being exchanged for stock and 20%
for cash.

Goodwill of $26.7 million, which is recorded on the balance sheet, arising from the acquisition consisted largely of synergies and the
cost savings resulting from the combining of the companies. The goodwill is not expected to be deductible for income tax purposes.
The fair value of other intangible assets of $4.4 million is related to core deposits. The following table summarizes the consideration
paid for NBOH and the amounts of the assets acquired and liabilities assumed on the closing date of the acquisition.

The acquisition provides an attractive mix of additional loans and deposits and helps the Company achieve additional operating scale
and drives earnings per share growth. In addition to the financial benefits, the merger is a significant step in Company’s strategy to
expand its footprint. The combined company creates a top-performing midwest community bank that has the scale, product depth and
efficiency to compete effectively.
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Consideration

0% 1] 2 RO $ 15,732
SHOCK 1utiite ittt ettt ettt heeehe e ebe e be e ebe e beebeehbe R beahaeaheeabeeabeeebeebeebeaabeeabeeaeeeaeeareers 59,048
Fair value of total consSideration tranSTEITEM...........c.ooocuiiie et e s aees $ 74,780

Assets acquired and liabilities assumed
Cash and due from financial INStIEULIONS .........ccuiiiiiiiiece ettt e $ 37,035
Securities available fOr SAIE...........cov i e 51,340
0= T 1T 11 SRS 430,035
Premises and EQUIPIMENT . ......ocveieieie ettt e et ste e e et e stesteesaenseaestesaeeneaneeeessenrenneas 6,105
Bank OWNEd 1IE INSUIANCE ......ccveiiiiieiie ettt ettt e s be e st e e sbe e sbeesteebeenbeenbeaneas 2,891
Core depoSit INTANGIDIE .......ci ettt e st st stenreeneeneenaenreens 4,409
(@19 T=] =TI £ TP 7,996
QL IN0) = L= TSET =) 539,811

Fair value of liabilities assumed

3T 0oL £ 423,661
Short-term borrowings 65,537
Accrued interest payable and other Habilities ..........ccocoeiiiiiiii s 2,514
TOtAl HADIITIES .....veiie et be et e et e e beetbe s beeneesaneereeateens 491,712
NEL ASSEES ACHUITEM ....vrviivetieteiteeete sttt et sttt et et e et e st e se e e ebe st eseebe st esbetesbe e eresrenes $ 48,099
GOOAWITT CTEALEM ... .iviecieecie ettt ettt s b e e s be e be e sbe e rbeeabesaeesbeesbeesbaesbeesbeesbeesns 26,681
Total Nt ASSELS ACGUITEA ....e.veiieerceeieiete sttt st sa e te st b ae e e e e b e stestesreen s eeeseenre e $ 74,780

The fair value of net assets acquired includes fair value adjustments to certain receivables that were not considered impaired as of the
acquisition date. The fair value adjustments were determined using discounted contractual cash flows. However, the Company
believes that all contractual cash flows related to these financial instruments will be collected. As such, these receivables were not
considered impaired at the acquisition date and were not subject to the guidance relating to purchased credit impaired loans, which
have shown evidence of credit deterioration since origination. Receivables acquired that were not subject to these requirements
include non-impaired loans and customer receivables with a fair value and gross contractual amounts receivable of $429.7 million on
the date of acquisition.

The following table presents pro forma information as if both acquisitions that occurred in 2015 actually took place at the beginning of
2014. The pro forma information includes adjustments for merger related costs, amortization of intangibles arising from the
transaction and the related income tax effects. The pro forma financial information is not necessarily indicative of the results of
operations that would have occurred had the transactions been effective on the assumed dates.

2015 2014
[N LT TR L= (TS A [ ot [ TR $ 62,524 $ 58,098
INEE INCOME. ... ettt ettt ettt e et e et e et e et e e e e saeesaeesat e st e e st e e sbeesbeestesbeeaeesasssneesaeas $ 12,750 $ 15,316
Basic and diluted earnings Per SNAIe...........cocoveiirieineese s $ 047 $ 0.57

On July 1, 2013, the Company completed the acquisition of all outstanding stock of the retirement planning consultancy NAI of
Rocky River, Ohio. The transaction involved both cash and stock totaling $4.4 million, including up to $1.5 million of future cash
payments contingent upon NAI meeting income performance targets based on growth in EBITDA with an initial fair value of $920
thousand. The measurement period is defined, in essence, as “the twelve month period ending on the second anniversary of the closing
date.” Based on actual EBITDA growth the Company recognized $1.3 million of expense during the year ended December 31, 2015
after writing the fair value of the contingent consideration down to $156 thousand in 2014. The final payment of $1.5 million was
made to satisfy the contingent consideration clause of the agreement during September 2015.
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Goodwill of $2.6 million, which is recorded on the balance sheet, arising from the acquisition consisted largely of synergies and the
cost savings resulting from the combining of the operations of the companies. The goodwill is not expected to be deductible for
income tax purposes. The goodwill was partially impaired as described in Note 8, by an amount equal to the reduction in the
contingent consideration payable. The two adjustments offset resulting in a zero impact to the Company’s consolidated statements of
income for year ended December 31, 2014. After the impairment in 2014 the NAI goodwill was $1.9 million at year ended 2015 and
2014. The fair value of other intangible assets of $2.3 million is related to client relationships, company name and noncompetition
agreements. The intangible assets had a carrying value of $1.3 million at December 31, 2015.

NOTE 3 - SECURITIES AVAILABLE FOR SALE

The following table summarizes the amortized cost and fair value of the available-for-sale securities portfolio at December 31, 2015
and 2014 and the corresponding amounts of gross unrealized gains and losses recognized in accumulated other comprehensive income
(loss) were as follows:

Gross Gross
Amortized Unrealized Unrealized
2015 Cost Gains Losses Fair Value
U.S. Treasury and U.S. government sponsored entities............. $ 11,120 $ 38 3 (52) $ 11,106
State and political SUDIVISIONS ............cccovereiniiniiiiics 136,781 2,354 (412) 138,723
COrporate DONAS.........ccvvvrreiiiiiect e 1,134 5 (5) 1,134
Mortgage-backed securities - residential ...........cc.ccoeenerninnenn, 197,289 1,433 (2,135) 196,587
Collateralized mortgage obligations.............ccoceevvereiiincinenas 28,035 0 (870) 27,165
Small Business Administration............cccccceveereneiieniiniieneneneen 19,755 1 (457) 19,299
EQUILY SBCUFILIES ....eouiviiciiiie et e 203 127 (32) 298

Totals $ 394,317 $ 3958 $ (3,963) $ 394,312

Gross Gross
Amortized Unrealized Unrealized
2014 Cost Gains Losses Fair Value
U.S. Treasury and U.S. government sponsored entities............. $ 24515 $ 418 % (112) $ 24,821
State and political subdivisions ............ccccceveveii i 90,369 2,183 (671) 91,881
Corporate DONS.........ccceieiieieiece e 936 3 (8) 931
Mortgage-backed securities - residential ............c.ccccecnerninnene, 223,216 2,395 (1,249) 224,362
Collateralized mortgage obligations.............ccoceevvvneiiincinennns 25,988 98 (911) 25,175
Small Business Administration...........ccccceeveeveeeeiiccee e 23,193 1 (775) 22,419
EQUILY SECUNITIES ... 120 121 (1) 240
Totals $ 388337 $ 5219 $ (3,727) $ 389,829

The proceeds from sales of available-for-sale securities and the associated gains and losses were as follows:

2015 2014 2013
PrOCEEAS. ...cviviiieiiiisisie ettt $ 102,257 $ 57,170 $ 94,016
(€ oIS o - U PSSR 908 758 1,924
GrOSS JOSSES ...vviveeiieiisie ettt ens (814) (301) (1,061)

The tax provision related to these net realized gains was $33 thousand, $160 thousand and $301 thousand respectively.
The amortized cost and fair value of the debt securities portfolio are shown by expected maturity. Expected maturities may differ from

contractual maturities if issuers have the right to call or prepay obligations with or without call or prepayment penalties. Securities not
due at a single maturity date are shown separately.
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Available for sale December 31, 2015

Amortized
Maturity Cost Fair Value

Within ONE YEAN .....c.ocviviiiiiicce e $ 16,564 $ 16,697
ONE L0 FIVE YEAIS ...t 68,354 69,023
FIVE t0 18N YEAIS....ui it 51,655 52,775
Beyond tBN YEAIS ......cveviiiiiiicie ettt 12,462 12,468
Mortgage-backed securities, collateralized mortgage obligations and Small Business

AGMINISITALION ... e st e e e te st e ebeebe e e et et e sbesteeteeneeseeseesbesreareas 245,079 243,051

Totals $ 394,114 $ 394,014

Securities with a carrying amount of $219 million at December 31, 2015, $149 million at December 31, 2014 and $164 million at
December 31, 2013 were pledged to secure public deposits and repurchase agreements. The Trust company had securities, with a
carrying amount of $100 thousand, at year-end 2015, 2014 and 2013, pledged to qualify as a fiduciary in the State of Ohio.

In each year, there were no holdings of any other issuer that exceeded 10% of stockholders’ equity, other than the U.S. Government,
its agencies and its sponsored entities.

The following table summarizes the investment securities with unrealized losses at December 31, 2015 and 2014 aggregated by major
security type and length of time in a continuous unrealized loss position.

2015
Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Description of Securities Value Loss Value Loss Value Loss
U.S. Treasury and U.S. government
SPONSOred entities ........c.cccevvvveeerieesee e $ 6,044 $ (51) $ 199 $ 1) $ 6,243 $ (52)
State and political subdivisions ............cccccceevrernns 22,016 (167) 12,635 (245) 34,651 (412)
Corporate BONdS.........cccvvveveierrin e 102 1) 478 4) 580 (5)
Mortgage-backed securities - residential ............... 79,301 (1,044) 40,794 (1,091) 120,095 (2,135)
Collateralized mortgage obligations...................... 14,342 (169) 12,695 (701) 27,037 (870)
Small Business Administration.............c.ccccoeveveenas 0 0 19,237 (457) 19,237 (457)
EQUILY SECUNILIES .ovvevveieiecce e 88 (32) 0 0 88 (32)
Total temporarily impaired $ 121,893 $ (1,464) $ 86,038 $ (2,499) $ 207,931 $ (3,963)
2014
Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Description of Securities Value Loss Value Loss Value Loss
U.S. Treasury and U.S. government
SPONSOred ENEILIES ...veveverereeeriririeie e $ 498 $ (2) $ 10,159 $ (110) $ 10,657 $ (112)
State and political subdivisions .............cc.cccvennene. 987 (11) 24,063 (660) 25,050 (671)
Corporate DONAS.........ccoerveeriniiiineeee e 0 0 476 (8) 476 (8)
Mortgage-backed securities - residential ............... 25,770 (202) 55,576 (1,047) 81,346 (1,249)
Collateralized mortgage obligations....................... 0 0 19,541 (911) 19,541 (911)
Small Business Administration.............cccoccoevevenns 0 0 22,319 (775) 22,319 (775)
EQUItY SECUFILIES ... 26 1) 0 0 26 (1)

Total temporarily impaired $ 27,281 $ (216) $ 132,134 $ (3,511) $ 159,415 $ (3,727)
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The Company’s equity securities include local and regional bank holdings. During the year ended December 31, 2013 a $3 thousand
pre-tax charge was recognized for the other-than-temporary decline in fair value on these equity holdings. No other-than-temporary
impairments were recognized during 2015 or 2014. If an other-than-temporary impairment were to occur, the amount of the
impairment recognized in earnings depends on whether an entity intends to sell the security or it is more likely than not it would be
required to sell the security before recovery of its amortized cost basis. The previous amortized cost basis less the impairment
recognized in earnings becomes the new amortized cost basis of the investment.

As of December 31, 2015, the Company’s security portfolio consisted of 486 securities, 178 of which were in an unrealized loss
position. The majority of unrealized losses are related to the Company’s holdings in securities issued by state and political
subdivisions, mortgage-backed securities - residential, collateralized mortgage obligations and Small Business Administration, as
discussed below:

Securities issued by State and Political subdivisions

Unrealized losses on debt securities issued by state and political subdivisions have not been recognized into income. Generally these
securities have maintained their investment grade ratings and management does not have the intent and does not expect to be required
to sell these securities before their anticipated recovery. The fair value is expected to recover as the securities approach their maturity
date.

Mortgage-backed securities - residential

All of the Company’s holdings of mortgage-backed securities—residential at year end 2015 and 2014 were issued by U.S.
Government sponsored enterprises. Unrealized losses on mortgage-backed securities—residential have not been recognized into
income. Because the decline in fair value is attributable to changes in interest rates and illiquidity, and not credit quality, and because
the Company does not have the intent to sell these mortgage-backed securities—residential and it is likely that it will not be required
to sell the securities before their anticipated recovery, the Company does not consider these securities to be other-than-temporarily
impaired at December 31, 2015 and 2014.

Collateralized mortgage obligations

The Company’s portfolio includes collateralized mortgage obligations issued by U.S. Government sponsored enterprises. The decline
in fair value is attributable to changes in interest rates and illiquidity, and not credit quality. The Company does not have the intent to
sell these collateralized mortgage obligations and it is likely that it will not be required to sell the securities before their anticipated
recovery. The Company monitors all securities to ensure adequate credit support and as of December 31, 2015 and 2014, the
Company believes there is no other-than-temporary impairment.

Small Business Administration

The Company’s holdings of Small Business Administration securities are issued and backed by the full faith and credit of the U.S.
Government. Unrealized losses on these Small Business Administration securities have not been recognized into income. Because the
decline in fair value is attributable to changes in interest rates and illiquidity, and not credit quality, and because the Company does
not have the intent to sell these securities and it is likely that it will not be required to sell the securities before their anticipated
recovery, the Company does not consider these securities to be other-than-temporarily impaired at December 31, 2015 and 2014.
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NOTE 4 -

Loans at year end were as follows:

Originated loans:
Commercial real estate

Residential real estate

1-4 family residential ...........ccooco i
Home equity lines of credit........c.ccovvvice i,

Consumer

SUDTOLAL ....veiirce e

Net deferred 10an COSES........c.oovviiieiieiicie e
Allowance for [0an [0SSES .........cocviieiiiieecec e
Total originated [0aNS ..........cccoevveviviieiiee e

Acquired loans:
Commercial real estate

Residential real estate

1-4 family residential ..........cccooco i
Home equity lines of credit........c.cccoovveviviiicicccc e,

Consumer

[ [ £=Tox (R

Total acquired 10aNS..........ccooererieiene e
NEL OANS. ....ecvieiceicic e

Purchased credit impaired loans

LOANS

2015 2014
........................................ $ 113160 $ 74,829
........................................ 139,502 122,228
........................................ 50,855 26,137
........................................ 157,447 120,493
........................................ 179,657 153,055
........................................ 41,171 31,255
........................................ 127,335 120,931
........................................ 17,325 9,071
........................................ 4,508 3,626
........................................ 830,960 661,625
........................................ 2,731 2,227
........................................ (8,978) (7,632)
........................................ 824,713 656,220
........................................ 131,673 0
........................................ 28,045 0
........................................ 23,536 0
........................................ 73,621 0
........................................ 133,701 0
........................................ 40,929 0
........................................ 31,465 0
........................................ 204 0
........................................ 463,174 0
........................................ $ 1287887 $ 656,220

As part of the NBOH acquisition during 2015 the Company acquired various loans that displayed evidence of deterioration of credit
quality since origination and which was probable that all contractually required payments would not be collected. The carrying
amounts and contractually required payments of these loans which are included in the loan balances above are summarized in the

following tables:

Commercial real estate

OWNEI OCCUPIEA.......eviiiiiiiieieiinie ettt
NON-OWNEI OCCUPIEA. .....cevivirieiiiiinreicerinreee et
COMMETCIAL......ciiiiieiii s
Total outstanding balance ............cccooveiiiiciciniccc

Carrying amount, net of allowance of $31...................

61

2015
.......................................................... $ 986
.......................................................... 501
.......................................................... 1,576
.......................................................... $ 3,063
.......................................................... $ 2,215




Accretable yield, or income expected to be collected, is shown in the table below:

2015
BegINNING DAIANCE ... ..ecviiiiiciiic et ettt s st et e e te s e e seebe st ene et e te e ne et e eneareeeneas $ 0
NEW 08NS PUICNASEA ......cvveieiesiecieetieiese ettt s e esae e teeseeseeseesaesbesseeraentenseneessesrenseeneeseens 361
ACCIELION OF INCOIMIE ...ttt bbbttt bbb bbb et (38)
ENAING DAIANCE ...ttt b e bbbt b et sttt sttt ne b e e $ 323
Contractually required payments receivable on loans purchased credit impaired acquired during the year:
2015
Commercial real estate
OWNET OCCUPIEA ...tttk bbb bbbk bbbt b et bbb $ 1,063
NON=0WNEE OCCUPIEA. ...ttt sttt sttt ettt ee bbbt et e b e bt s bt teea e eneeseesbeebeeme e e e besbesbesbenbeeneanneneens 586
(00010100 [-T (ol - 1 OSSOSO SRS 1,476
LIStV $ 3,125
Cash flows expected to be collected at aCQUISTTION ..........ccveiviriireinireis e $ 2,764
Fair value of acquired 10ans at aCUISITION..........cooviveiiiiiiis s $ 2,538

The key assumptions considered in evaluating expected cash flows include probability of default and the amount of actual
prepayments after the acquisition date. Prepayments affect the estimated life of the loans and could change the amount of interest
income and principal expected to be collected. In reforecasting future estimated cash flows, credit loss expectations are adjusted as
necessary. There were no adjustments to forecasted cash flows that impacted the allowance for loan losses for the year ended
December 31, 2015.

The following tables present the activity in the allowance for loan losses by portfolio segment for years ended December 31, 2015,
2014 and 2013:

Commercial Residential
December 31, 2015 Real Estate  Commercial Real Estate Consumer  Unallocated Total
Allowance for loan losses
Beginning balance ............cccooveecniiiinnenne, $ 2,676 3 1420 $ 1689 $ 1663 $ 184 $ 7,632
Provision for loan 10SSes.........ccccccvveeevieeenneenee. 857 234 354 1,776 289 3,510
Loans charged off ..o, (536) (290) (320) (2,058) 0 (3,204)
RECOVENBS ..o 130 9 122 779 0 1,040
Total ending allowance balance.............c.ccccceevee. $ 3,127 % 1373 $ 1845 $ 2160 $ 473 $ 8,978
Commercial Residential
December 31, 2014 Real Estate  Commercial Real Estate Consumer Unallocated Total
Allowance for loan losses
Beginning balance ..............cccceveveeeccenenaan, $ 2,752 3 1,219 $ 194 $ 1419 $ 214 $ 7,568
Provision for loan 10SSes........c.ccceveveveiiiiennns (50) 357 233 1,370 (30) 1,880
Loans charged off ..o, (151) (185) (585) (2,213) 0 (3,134)
RECOVENIES ..ottt 125 29 77 1,087 0 1,318
Total ending allowance balance.............c.ccccoeevee. $ 2,676 $ 1420 $ 1689 $ 1663 $ 184 $ 7,632
December 31, 2013 Commercial Residential

Real Estate  Commercial Real Estate Consumer Unallocated Total

Allowance for loan losses

Beginning balance ............cccooveeiiicicnnnnne, $ 3392 % 1453 $ 1569 $ 951 $ 264 $ 7,629
Provision for 10an 10SSes..........ccccovvrivinenee. (306) (397) 674 1,369 (50) 1,290
Loans charged off ..o, (505) (99) (326) (1,723) 0 (2,653)
RECOVEIIES ... 171 262 47 822 0 1,302
Total ending allowance balance............cccucue.... $ 2,752 % 1219 $ 1964 $ 1419 $ 214 $ 7,568
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The following tables present the balance in the allowance for loan losses and the recorded investment in loans by portfolio segment
and based on impairment method as of December 31, 2015 and 2014. The recorded investment in loans includes the unpaid principal
balance and unamortized loan origination fees and costs, but excludes accrued interest receivable which is not considered to be
material.

Commercial Residential
December 31, 2015 Real Estate  Commercial Real Estate Consumer Unallocated Total
Allowance for loan losses:
Ending allowance balance attributable to loans:
Individually evaluated for impairment ........... $ 429 % 5 % 63 $ 0 $ 0 $ 497
Collectively evaluated for impairment ........... 2,698 1,337 1,782 2,160 473 8,450
Acquired 10ans.........cccooeveve i 0 0 0 0 0 0
Acquired with deteriorated credit quality ....... 0 31 0 0 0 31
Total ending allowance balance............c.ccuu..... $ 3,127 % 1373 $ 1845 $ 2,160 $ 473 $ 8,978
Loans:
Loans individually evaluated for
IMPAITMENL......cvivevirceieee e $ 5,853 $ 712 $ 3414 103 $ 0 $ 10,082
Loans collectively evaluated for
IMPAITMENT......ooiiiiiiiiie e 296,866 156,415 217,023 153,305 0 823,609
Acquired 10anS........ccoceviereiiine e 181,987 72,673 174,630 31,669 0 460,959
Acquired with deteriorated credit quality ....... 1,267 948 0 0 0 2,215
Total ending loans balance............ccccoocevevrvenenen. $ 485973 $ 230,748 $ 395,067 $ 185077 $ 0 $1,296,865
Commercial Residential
December 31, 2014 Real Estate  Commercial Real Estate Consumer  Unallocated Total
Allowance for loan losses:
Ending allowance balance attributable to loans:
Individually evaluated for impairment ........... $ 514 $ 272 3 88 $ 0 $ 0 $ 874
Collectively evaluated for impairment ........... 2,162 1,148 1,601 1,663 184 6,758
Total ending allowance balance.......................... $ 2,676 $ 1420 $ 1689 $ 1663 $ 184 $ 7,632
Loans:
Loans individually evaluated for
IMPAITMEN ..o $ 7139 $ 1940 $ 3425 $ 93 $ 0 $ 12597
Loans collectively evaluated for
IMPAITMENt......cooiiiiiee e 215,434 118,210 180,428 137,183 0 651,255
Total ending loans balance............cccoeeevvivenenene. $ 222573 $ 120,150 $ 183,853 $ 137,276 $ 0 $ 663,852
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The following tables present information related to impaired loans by class of loans as of and for year ended December 31, 2015, 2014
and 2013. The recorded investment in loans excludes accrued interest receivable due to immateriality.

Allowance for
Unpaid Principal Recorded Loan Losses Average Recorded Interest Income
December 31, 2015 Balance Investment  Allocated Investment Recognized
With no related allowance recorded:
Commercial real estate

OWNEr OCCUPIED ...cvevvvevieevcteee e $ 2956% 24369% 0% 2,080 $ 106

NON-0WNEr OCCUPIEd .....ccvevveevreieieirecie e 343 342 0 372 30
Commercial .......coccoviiieiiie e 834 631 0 433 23
Residential real estate

1-4 family residential ..........c..ccccooviiiiiviiiiens 2,575 2,310 0 2,174 147

Home equity lines of credit............ccccceveiennnne. 283 268 0 260 15
CONSUMET ...ttt 214 103 0 81 14
SUBLOTAL. ... 7,205 6,090 0 5,400 335

With an allowance recorded:
Commercial real estate

OWNEr OCCUPIEA ... 1,597 1,595 379 2,008 70
NON-OWNEr OCCUPIEA ......vevevirieecirrieeecsrereieees 1,480 1,480 50 1,511 79
ComMMErCial .......oceiiiieiiie e 81 81 5 540 4
Residential real estate
1-4 family residential ...........cccooeeniiiiiiininn 769 749 61 919 39
Home equity lines of credit...........cccccovneinnnne, 87 87 2 96 4
CONSUMET ... 0 0 0 0 0
SUBLOLAL......cvec 4,014 3,992 497 5,074 196
TOAl .o $ 11,219$ 10,082 % 497 $ 10,474 $ 531
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December 31, 2014

With no related allowance recorded:

Commercial real estate

OWNEr OCCUPIEA ...vvcvveeeieciecee e
Non-owner occupied..........ccccevveevenenn,
Commercial .......ccooeieiniiiiieceen

Residential real estate

1-4 family residential .............cccocee.
Home equity lines of credit..................
CONSUMET ...t
Subtotal.......ccoeoviie i

With an allowance recorded:
Commercial real estate

Owner occupied .......c.cccvevvreriiniienens
Non-owner 0CCUPIed .........ccvverveeernnnn.
Commercial ..o,

Residential real estate

1-4 family residential .............cccceeenee.
Home equity lines of credit..................
CONSUMET ...

December 31, 2013

With no related allowance recorded:

Commercial real estate

OWNEr OCCUPIEA ...
Non-owner occupied ..........ccceeeruennene.
Commercial .......cccoovevinieince

Residential real estate

1-4 family residential .............ccovenne.
Home equity lines of credit..................
CONSUMET ...t
Subtotal......cooiiii

With an allowance recorded:
Commercial real estate

Owner occupied .......c.ccoeevrerivninenens
Non-owner 0CCUPIed .........ccvrverveeernnnn.
Commercial .......ccooovvevieiieeeseen,

Residential real estate

1-4 family residential .............cccceeveene
Home equity lines of credit..................
CONSUMET ...t

Allowance for
Unpaid Principal Recorded Loan Losses Average Recorded Interest Income

Balance Investment  Allocated Investment Recognized
$ 24488 2318% 0% 1,860 $ 46
391 391 0 653 20
531 511 0 1,273 22

2,421 2,156 0 1,804 79
476 251 0 263 13
185 93 0 166 4

6,452 5,720 0 6,019 184

2,882 2,882 446 2,104 94

1,548 1,548 68 1,570 81

1,444 1,429 272 818 2
944 928 85 1,207 41

90 90 3 113 5

0 0 0 2 0

6,908 6,877 874 5,814 223

$ 13,360 $ 12,597 $ 874 $ 11,833 $ 407

Allowance for
Unpaid Principal Recorded Loan Losses Average Recorded Interest Income

Balance Investment  Allocated Investment Recognized

$ 4302% 3,762 % 0% 2,643 $ 137
491 389 0 438 0

1,007 971 0 1,363 25

1,026 961 0 1,462 51

107 99 0 194 0

111 112 0 9 0

7,044 6,294 0 6,109 213

886 884 91 2,536 39

1,593 1,588 75 1,975 87

1,462 1,459 110 594 5

1,458 1,347 190 112 48

148 147 12 12 0

247 251 82 21 0

5,794 5,676 560 5,250 179

$ 12,838% 11970% 560 $ 11,359 $ 392

Cash basis interest income recognized and interest income recognized was materially equal for 2015, 2014 and 2013.
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Nonaccrual loans and loans past due 90 days still on accrual include both smaller balance homogeneous loans that are collectively
evaluated for impairment and individually classified impaired loans. The following table presents the recorded investment in
nonaccrual and loans past due over 90 days still on accrual by class of loans as of December 31, 2015 and 2014:

December 31, 2015 December 31, 2014
Loans Past Due Loans Past Due
90 Days or More 90 Days or More

Nonaccrual Still Accruing Nonaccrual Still Accruing

Originated loans:
Commercial real estate

OWNET OCCUPIEA ....vvvevieicieeectcee ettt $ 3313 % 0 $ 3315 $ 44
NON-0WNEr OCCUPIEA......ccieviiriiieerietieiesre e ste et ere e 345 0 41 0
COMMETCIAL......cuiiiiiiirie s 541 73 1,645 0
Residential real estate
1-4 family residential ...........cccocooviiiiiiicie e, 2,406 336 2,742 195
Home equity lines of credit..........cccooeveviiieiiciccc e 127 112 139 40
Consumer
INAIFECE ... e 266 297 90 193
DIFECE .ttt 30 3 36 0
L@ ] 11 SRS 0 24 0 1
Total originated 10ans..........ccccoeevrerirrrinrseeeeeee e, $ 7,028 $ 845 $ 8,008 $ 473

Acquired loans:
Commercial real estate

OWNEF OCCUPIE .....vveieriiiiirieirieisieieee et $ 126 $ 18 $ 0 $ 0
(©]1 1] SRS RRRSRPP 92 0 0 0
COMMENCIAL......c.oeiiiiiiie e 1,068 0 0 0
Residential real estate
1-4 family residential ..........cccocoviiiiiiiiie e, 458 467 0 0
Home equity lines of credit..........cccooeveieiiiicicccccccce 125 7 0 0
Consumer
DIFBCE ...ttt et 161 50 0 0
Total acquired 10aNS ..........ccceevvveiriiciee e $ 2,030 $ 542 $ 0% 0
Total 08NS ..o $ 9,058 $ 1,387 $ 8,008 $ 473
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The following tables present the aging of the recorded investment in past due loans as of December 31, 2015 and 2014 by class of

loans:
30-59 60-89 90 Days or More
Days Past  Days Past Past Due Total Past Loans Not
December 31, 2015 Due Due and Nonaccrual Due Past Due Total
Originated loans:
Commercial real estate
OWNET OCCUPIEA......evverieirrieieierieiee e $ 34 $ 0% 3313 $ 3,347 $ 109,532 $ 112,879
NON-OWNEr OCCUPIED......ccvrverivirriieiirieeieenes 0 0 345 345 138,824 139,169
(@] 1 1] SRR 112 0 0 112 50,559 50,671
CommMErCial.......ccoovreiieriicescees e 0 0 614 614 156,513 157,127
Residential real estate
1-4 family residential..........ccccovevriiinriennne 1,694 402 2,742 4,838 174,376 179,214
Home equity lines of credit.............ccoccovvvnene. 62 5 239 306 40,917 41,223
Consumer
INAIFECE ... 2,059 525 563 3,147 128,280 131,427
DITECT ...t 311 5 33 349 17,124 17,473
OLNEr ... 13 10 24 47 4,461 4,508
Total originated 10ans:.........ccccoceevvrvevenenn. $ 4285 $ 947 $ 7873 $ 13,105 $ 820,586 $ 833,691
Acquired loans:
Commercial real estate
OWNEr OCCUPIET ....cvvveviieveiiieveereee e $ 669 $ 0% 144 $ 813 $ 130,860 $ 131,673
NON-OWNEr OCCUPIED......c.erveeiverreieiirieieienenes 0 0 0 0 28,045 28,045
(@] 1 1] SRS RSTR 0 0 92 92 23,444 23,536
ComMMErCIal......covvvieiiereecerc s 276 2 1,068 1,346 72,275 73,621
Residential real estate
1-4 family residential...........c.cccoeviiiiiiiiennn, 1,994 244 925 3,163 130,538 133,701
Home equity lines of credit...........cccceeveenenene, 78 11 132 221 40,708 40,929
Consumer
DITECT .. 567 56 211 834 30,631 31,465
OLNEr ... 0 0 0 0 204 204
Total acquired l0ans...........ccceeveveervevennnnn. $ 3584 $ 313 $ 2572 $ 6,469 $ 456,705 $ 463,174
Total 10anS .....cceviiriicee e $ 7869 $ 1260 $ 10,445 $ 19,574 $1,277,291 $1,296,865
30-59 60-89 90 Days or More
Days Past  Days Past Past Due Total Past Loans Not
December 31, 2014 Due Due and Nonaccrual Due Past Due Total
Originated loans:
Commercial real estate
OWNEr OCCUPIET ...vovvveviecreieicreesee e $ 03 0% 339 $ 3359 $ 71272 $ 74,631
NON-0WNer OCCUPIEd.........evuererrerierieiereerene 0 0 41 41 121,872 121,913
(@] 1 1] SRR 0 0 0 0 26,029 26,029
Commercial..........ccoveveeeiiieeeieece e 0 0 1,645 1,645 118,505 120,150
Residential real estate
1-4 family residential..........cccccovevreriicrieniennns 1,892 546 2,937 5,375 147,223 152,598
Home equity lines of credit.............ccoccovvennene. 205 92 179 476 30,779 31,255
Consumer
INAIFECE ...t 2,136 406 283 2,825 121,754 124,579
DITECT ... 108 18 36 162 8,909 9,071
OLher ... 17 6 1 24 3,602 3,626
Total 10anS .....oceiiicicee e $ 4358 $ 1,068 $ 8481 $ 13,907 $ 649,945 $ 663,852
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Troubled Debt Restructurings:

Total troubled debt restructurings were $9.3 million and $8.1 million at December 31, 2015 and 2014 respectively. The Company has
allocated $528 thousand and $242 thousand of specific reserves to customers whose loan terms have been modified in troubled debt
restructurings as of December 31, 2015 and 2014. There were no commitments to lend additional amounts to borrowers with loans
that were classified as troubled debt restructurings at December 31, 2015 and $25 thousand in commitments at December 31, 2014.

During the years ending December 31, 2015, 2014 and 2013, the terms of certain loans were modified as troubled debt restructurings.
The modification of the terms of such loans included one or a combination of the following: a reduction of the stated interest rate of
the loan; an extension of the maturity date at a stated rate of interest lower than the current market rate for new debt with similar risk;
a permanent reduction of the recorded investment in the loan; a permanent increase of the recorded investment in the loan due to a
protective advance to pay delinquent real estate taxes or advance new monies; a deferral of principal payments; or a legal concession.

Troubled debt restructuring modifications involved a reduction of the notes stated interest rate in the range of 0.38% to 11.51%. There
were also extensions of the maturity dates on these and other troubled debt restructurings in the range of fifteen months to 126 months.

The following tables present loans by class modified as troubled debt restructurings that occurred during the years ending
December 31, 2015, 2014 and 2013:

Pre- Post-
December 31, 2015 Modification Modification
Outstanding Outstanding
Number of Recorded Recorded
Troubled Debt Restructurings: Loans Investment Investment
Originated loans:
Commercial real estate
OWNET OCCUPIEA ..vviieve ettt ettt ettt e 2 $ 801 $ 801
COMIMEICIAL ...t ebe e be e sbe b 1 8 8
Residential real estate
1-4 family residential ..........ccccooveiiiiiiii 13 760 760
Home equity lines of credit.........ccocoevveiieiiccecc e 2 60 60
010 T =To! SO O PO PRRORRRPRRPROT 12 104 104
CONSUMET ...ttt ettt et e et e e st e e st e e s abe e enbeeebeeeataeesaneesnreas 1 8 8
Total originated [0ANS .........c.ceiirieeiricee e 31 $ 1,741 $ 1,741
Acquired loans:
(00010111 [T (o1 T- 1 R 2 $ 957 $ 957
LI L [0 = T 33 $ 2,698 $ 2,698

The troubled debt restructurings described above increased the allowance for loan losses by $101 thousand and resulted in charge offs
of $129 thousand during the year ended December 31, 2015.

Pre- Post-
December 31, 2014 Modification Modification
Outstanding Outstanding
Number of Recorded Recorded
Troubled Debt Restructurings: Loans Investment Investment
Commercial real estate
OWNET OCCUPIEA .ottt 1 $ 303 % 316
NON-0WNEI OCCUPIEA ...ttt sttt ve e 2 408 408
Residential real estate
1-4 family residential ..........ccccovveiiiiiiiire 21 1,042 1,059
Home equity lines of credit.........cccoecvveieiicceec e 5 128 128
LT Lo SR RSSR 2 37 37
(0] 411040 =] PRSP R VRPN 1 11 11
TOtAl 0ANS ....cviivcviicicteecetcee et 32 3 1,929 $ 1,959
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The troubled debt restructurings described above increased the allowance for loan losses by $11 thousand and resulted in charge offs
of $42 thousand during the year ended December 31, 2014.

Pre- Post-
December 31, 2013 Modification Modification
Outstanding Outstanding
Number of Recorded Recorded
Troubled Debt Restructurings: Loans Investment Investment
Commercial real estate
OWNET OCCUPIEA .o.vieievi ettt ettt ettt ettt et nes 2 $ 226 $ 239
(070110114 1= (oI -1 ARSI 5 649 682
Residential real estate
1-4 family residential ..........ccccoiveiiiiiii 4 131 98
Home equity lines of credit.........c.ocoveviieieccccc e 5 214 214
g To T =To! SO O PR U RRORRRPRRPRO 24 188 188
CONSUMET ... ettt et ettt e st e et e e s b e e st e e e abe e ebe e e beeentaeesaaeesreeas 1 1 1
B L [0 T 41 $ 1,409 $ 1,422

The troubled debt restructurings described above increased the allowance for loan losses by $66 thousand and resulted in charge offs
of $50 thousand during the year ended December 31, 2013.

There was one commercial real estate loan for $40 thousand, one residential real estate loan for $1 thousand and one home equity line
of credit for $11 thousand modified as troubled debt restructurings for which there were payment defaults within twelve months
following the modification during the year December 31, 2015. All three loans were past due at December 31, 2015. There was no
effect on the provision for loan losses as a result of this default during 2015.

There were four residential real estate loans for which there were payment defaults within twelve months following the modification
of the troubled debt restructuring during the year ending December 31, 2014. Only one of the four loans was past due at December
31, 2014. There was no effect on the provision for loan losses as a result of this default during 2014.

There were two commercial loans for $204 thousand, one commercial real estate loan for $205 thousand and one residential real estate
loan for $35 thousand modified as troubled debt restructuring for which there were payment defaults within twelve months following
the modification during the year ending December 31, 2013. All four loans were past due at December 31, 2013. There was one
indirect loan modified as troubled debt restructuring for which there were payment defaults within twelve months following the
modification during the year ending December 31, 2013. The loan was not past due at December 31, 2013. There was no additional
provision or any impact to the allowance for losses associated with these loans.

Credit Quality Indicators:

The Company categorizes loans into risk categories based on relevant information about the ability of borrowers to service their debt
such as: current financial information, historical payment experience, credit documentation, public information, and current economic
trends, among other factors. The Company establishes a risk rating at origination for all commercial loan and commercial real estate
relationships. For relationships over $750 thousand management monitors the loans on an ongoing basis for any changes in the
borrower’s ability to service their debt. Management also affirms the risk ratings for the loans and leases in their respective portfolios
on an annual basis. The Company uses the following definitions for risk ratings:

Special Mention. Loans classified as special mention have a potential weakness that deserves management’s close attention. If
left uncorrected, these potential weaknesses may result in deterioration of the repayment prospects for the loan or of the
institution’s credit position at some future date. Special mention assets are not adversely classified and do not expose an
institution to sufficient risk to warrant adverse classification.

Substandard. Loans classified as substandard are inadequately protected by the current net worth and paying capacity of the
obligor or of the collateral pledged, if any. Loans so classified have a well-defined weakness or weaknesses that jeopardize the
liquidation of the debt. They are characterized by the distinct possibility that the institution will sustain some loss if the
deficiencies are not corrected.

Doubtful. Loans classified as doubtful have all the weaknesses inherent in those classified as substandard, with the added
characteristic that the weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions, and
values, highly questionable and improbable.
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Loans not meeting the criteria above that are analyzed individually as part of the above described process are considered to be pass
rated loans.

Based on the most recent analysis performed, the risk category of loans by class of loans is as follows:

Special Sub
December 31, 2015 Pass Mention standard Doubtful Not Rated Total
Originated loans:
Commercial real estate
OWNEr OCCUPIEd ......ecvevireierieeceeeee e $ 107,222 $ 1,069 $ 4588 $ 0 % 0 $ 112,879
NON-0WNer OCCUPIEd........cccvveverirreiiesieereeeenn, 135,847 461 2,861 0 0 139,169
(0] 1211 GO OSSR 50,376 0 295 0 0 50,671
COMMEICIAl......ccvveerieiieiiiiiceccecc e 154,215 939 1,973 0 0 157,127
Total originated 10ans...........cccecceveverneen, $ 447660 $ 2469 $ 9,717 $ 0 % 0 $ 459,846
Acquired loans:
Commercial real estate
OWNEF OCCUPIEM......vevveireeieieeieieeee e $ 130,028 $ 0 $ 1645 $ 0 $ 0 $ 131,673
NON-OWNEer OCCUPIEd......covvrvereieirrirccsrereieees 26,141 1,340 564 0 0 28,045
OFher e 22,843 476 217 0 0 23,536
Commercial..........coouveveeeiiieeicecee e 69,674 635 3,312 0 0 73,621
Total acquired 10anS .........cccccovvvrcirriennn $ 248686 $ 2451 $ 5738 $ 0 $ 0 $ 256,875
Total 10anS ......ccovcvieeiececcc e, $ 696,346 $ 4,920 $ 15455 $ 0 $ 0 $ 716,721
Special Sub
December 31, 2014 Pass Mention standard Doubtful Not Rated Total
Commercial real estate
OWNEr OCCUPIEd ...vovveviicieieceeee e $ 66036 $ 2534 $ 6,061 $ 0 $ 0 $ 74631
NON-0WNEr OCCUPIEd........cccvveiererierierieerieeenes 115,159 3,760 2,994 0 0 121,913
Other .o 25,710 0 319 0 0 26,029
CoOMMErCial.......cooeveeiiiiiiieccecece e 114,409 1,566 4,175 0 0 120,150
Total [0aNS ......cooeveeeeeieicecee e $ 321314 $ 7,860 $ 13549 $ 0 $ 0 $ 342,723

The Company considers the performance of the loan portfolio and its impact on the allowance for loan losses. For residential,
consumer and indirect loan classes, the Company also evaluates credit quality based on the aging status of the loan, which was
previously presented, and by payment activity.

The following table presents the recorded investment in residential, consumer and indirect auto loans based on payment activity.
Nonperforming loans are loans past due 90 days and still accruing interest and nonaccrual loans.

Residential Real Estate Consumer
1-4 Family Home Equity Lines
December 31, 2015 Residential of Credit Indirect Direct Other

Originated loans:

Performing.......ccovevvervseneien e $ 176472 $ 40,984 $ 130,864 $ 17,440 $ 4,484

NONPErfOrMING ...ocvevvivirieieire s 2,742 239 563 33 24

Total originated 10aNS...........cccceeeereeveereieenne, $ 179,214 $ 41,223 $ 131,427 $ 17473 $ 4,508
Acquired loans:

Performing.....c.cccecveveieieii e 132,776 40,797 0 31,254 204

NONPErfOrmMing ......ccccveveiiiiceceee e 925 132 0 211 0

Total acquired 10aNS ..........cccovevevevveieeiceeene, $ 133,701 $ 40,929 $ 0 $ 31465 $ 204

Total 10aNnS ....cvevviiiiecc e $ 312915 $ 82,152 $ 131,427 $ 48,938 $ 4,712
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Residential Real Estate Consumer

Home Equit
1-4 Family y Lines of
December 31, 2014 Residential Credit Indirect Direct Other
Performing......ccccovceeivicie e $ 149661 $ 31,076 $ 124296 $ 9,035 $ 3,625
NONPErfOrMING .....coveveeieicee e 2,937 179 283 36 1
TOAl v $ 152,598 $ 31,255 $ 124579 $ 9,071 $ 3,626

NOTE 5 - LOAN SERVICING

The Company began servicing loans upon the acquisition of First National Bank’s servicing portfolio in June 2015. Mortgage loans
serviced for others are not reported as assets. The principal balances of these loans at year-end are as follows:

2015
Mortgage loan portfolio serviced for:
FHLIMC ..ttt ettt ettt e h e s e et e st et e et e e b seeseeeene e st et et eneneeneeseaeeneeneanennns $ 68,605
Custodial escrow balances maintained in connection with serviced loans were $584 thousand at December 31, 2015.
Activity for mortgage servicing rights since the acquisition date of June 18, 2015 is as follows:
2015
Servicing rights:
BegINNING DAIANCE ....vevvciiiieiece et ettt ettt st et s e e et ene et et e et e e re e e $ 347
2 [0 110 43 OSSR 166
AMOItIZALION 10 BXPEINSE 1..vvveveeeeteste st eettestestestestesteeseeseessesseseestesteeseeseeseessesseaseaseessensessessesteaseenenseensensessens (60)
ENAING DAIANCE ....oviviiectieee ettt ettt sttt ettt e sttt e b bt ettt e sr et enrers $ 453

There was no valuation allowance required for mortgage servicing rights at December 31, 2015.

NOTE 6 - FAIR VALUE

Fair value is the exchange price that would be received for an asset or paid to transfer a liability (exit price) in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. There
are three levels of inputs that may be used to measure fair values:

Level 1 — Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has the ability to access as
of the measurement date.

Level 2 — Significant other 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.

Level 3 — Significant unobservable inputs that reflect a reporting entity’s own assumptions about the assumptions that market
participants would use in pricing an asset or liability.
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The Company used the following methods and significant assumptions to estimate the fair value of each type of financial instrument:

Investment Securities

The Company used a third party service to estimate fair value on available for sale securities on a monthly basis. This service provider
is considered a leading evaluation pricing service for U.S. domestic fixed income securities. They subscribe to multiple third-party
pricing vendors, and supplement that information with matrix pricing methods. The fair values for investment securities are
determined by quoted market prices in active markets, if available (Level 1). For securities where quoted prices are not available, fair
values are calculated based on quoted prices for similar assets in active markets, quoted prices for similar assets in markets that are not
active or inputs other than quoted prices, which provide a reasonable basis for fair value determination. Such inputs may include
interest rates and yield curves, volatilities, prepayment speeds, credit risks and default rates. Inputs used are derived principally from
observable market data (Level 2). For securities where quoted prices or market prices of similar securities are not available, fair values
are calculated using discounted cash flows or other market indicators (Level 3). The fair values of Level 3 investment securities are
determined by using unobservable inputs to measure fair value of assets for which there is little, if any market activity at the
measurement date, using reasonable inputs and assumptions based on the best information at the time, to the extent that inputs are
available without undue cost and effort. For the years ended December 31, 2015 and 2014 the fair value of Level 3 investment
securities was immaterial.

Derivative Instruments

The fair values of derivative instruments are based on valuation models using observable market data as of the measurement date
(Level 2).

Impaired Loans

At the time loans are considered impaired, collateral dependent impaired loans are valued at the lower of cost or fair value and non-
collateral dependent loans are valued based on discounted cash flows. Impaired loans carried at fair value generally receive specific
allocations of the allowance for loan losses. For collateral dependent loans fair value is commonly based on recent real estate
appraisals. These appraisals may utilize a single valuation approach or a combination of approaches including comparable sales and
the income approach. Adjustments are routinely made in the appraisal process by the appraisers to adjust for differences between the
comparable sales and income data available. Such adjustments are usually significant and typically result in a Level 3 classification of
the inputs for determining fair value. Non-real estate collateral may be valued using an appraisal, net book value per the borrower’s
financial statements, or aging reports, adjusted or discounted based on management’s historical knowledge, changes in market
conditions from the time of the valuation, and management’s expertise and knowledge of the client and client’s business, resulting in a
Level 3 fair value classification. Impaired loans are evaluated on a quarterly basis for additional impairment and adjusted accordingly.

Other Real Estate Owned

Assets acquired through or instead of loan foreclosure are initially recorded at fair value less costs to sell when acquired, establishing a
new cost basis. These assets are subsequently accounted for at lower of cost or fair value less estimated costs to sell. Fair values are
commonly based on recent real estate appraisals. These appraisals may use a single valuation approach or a combination of
approaches including comparable sales and the income approach. Adjustments are routinely made in the appraisal process by the
independent appraisers to adjust for differences between the comparable sales and income data available. Such adjustments are usually
significant and typically result in a Level 3 classification of the inputs for determining fair value.

Appraisals for both collateral-dependent impaired loans and other real estate owned are performed by certified general appraisers (for
commercial and commercial real estate properties) or certified residential appraisers (for residential properties) whose qualifications
and licenses have been reviewed and verified by the Company. Once received, a member of the Appraisal Department reviews the
assumptions and approaches utilized in the appraisal as well as the overall resulting fair value in comparison with via independent data
sources such as recent market data or industry-wide statistics. On an annual basis, the Company compares the actual selling price of
collateral that has been sold to the most recent appraised value to determine what adjustments should be made to appraisals to arrive at
fair value.
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Assets measured at fair value on a recurring basis are summarized below:

Fair Value Measurements at December 31, 2015 Using:

Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable  Unobservable
Carrying Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Financial Assets
Investment securities available-for sale
U.S Treasury and U.S. government sponsored entities.......... $ 11,106 $ 0 $ 11,106 $ 0
State and political subdivisions...........ccccccooiiiiiiiiiiiis 138,723 0 138,723 0
Corporate BONAS ..........coeirerieere e 1,134 0 1,134 0
Mortgage-backed securities-residential..............c.ccooevrenenns 196,587 0 196,572 15
Collateralized mortgage obligations............cccccceevvveveviiiiennnn, 27,165 0 27,165 0
Small Business Administration .............ccoceoveieienennicnenencns 19,299 0 19,299 0
EQUILY SECUNILIES ...veviiieiicee et 298 298 0 0
Total investment SECUILIES ......oovvevvvevvicreciercceeree s $ 394312 $ 298 $ 393999 $ 15
Loan yield maintenance ProvisSions .............ccccceeeeeerenerencrenenen. $ 789 $ 0 ¢ 789 $ 0
Financial Liabilities
INLETESt FAtE SWAPS ..vvvveveveierereiietee s etee et e e e e b $ 789 $ 0 $ 789 $ 0
Fair Value Measurements at December 31, 2014 Using:
Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable  Unobservable
Carrying Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Financial Assets
Investment securities available-for sale
U.S Treasury and U.S. government sponsored entities........... $ 24821 % 0 3 24821 % 0
State and political subdivisions............ccccevveveieieie i 91,881 0 91,881 0
Corporate DONAS ........ccveveiiiieceeieee e 931 0 931 0
Mortgage-backed securities-residential...........c..ccccovererernnns 224,362 0 224,352 10
Collateralized mortgage obligations............ccccveevvivnvevcrnennenn, 25,175 0 25,175 0
Small Business Administration ...........c.ccoceoveivieneneicnenencns 22,419 0 22,419 0
EQUILY SECUNILIES ...viviieirer e 240 240 0 0
Total investment SECUKLIES ..........ccvvvevevevevcrerirciieeas $ 389,829 $ 240 $ 389579 $ 10
Loan yield maintenance provisions..............cceceeveeevveveeieenne, $ 638 $ 0 $ 638 $ 0
Financial Liabilities
INEEFESE FALE SWAPS .....vvveeerereeererirestsisie et $ 638 $ 0 § 638 $ 0

There were no significant transfers between Level 1 and Level 2 during 2015 or 2014.
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The table below presents a reconciliation of all assets measured at fair value on a recurring basis using significant unobservable inputs

(Level 3) for the year ended December 31:

Beginning BalanCe ..o

Total unrealized gains or losses:
Included in other comprehensive income

REPAYMENTS ...
Acquired and/or purchased..........c.ccovevvrviiveieerienienne.
ENding BalancCe ...........cccoviveieiiie e

Investment Securities Available-for-sale (Level 3)

There is no impact to earnings as a result of fair value measurements on items valued on a recurring basis, using level 3 inputs.

Assets Measured on a Non-Recurring Basis

Assets measured at fair value on a non-recurring basis are summarized below:

Financial Assets
Impaired loans
Commercial real estate

OWNEr OCCUPIEA ....c.vevivieirceeieie et
Commercial........ccoooviveieeieiesc e
1-4 family residential............ccccoeveieieciciieieee,
CONSUMET 1.ttt

Financial Assets
Impaired loans

COomMMENCIAl....coceiiiiciiee e
1-4 family residential...........ccccovvniinincnieiee

Other real estate owned

Commercial real estate.......cccveevvvveeivieiie e,
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2015 2014 2013
................................ $ 10 $ 10 11
0 0 0
1) 0 1)
6 0 0
................................ 3$ 15 $ 10 10
Fair Value Measurements
at December 31, 2015 Using:
Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable  Unobservable
Carrying Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
................ $ 1,448 $ 0 3 0 3 1,448
................ 1,514 0 0 1,514
................ 42 0 0 42
................ 13 0 0 13
Fair Value Measurements
at December 31, 2014 Using:
Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable  Unobservable
Carrying Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
................ $ 807 $ 0 3 0 3 807
................ 63 0 0 63
................ 45 0 0 45



Impaired loans carried at fair value that are measured for impairment using the fair value of the collateral had a carrying amount of
$3.4 million, with a valuation allowance of $383 thousand at December 31, 2015, resulting in an additional provision for loan losses
of $270 thousand for the year ending December 31, 2015. At December 31, 2014, impaired loans had a carrying amount of $988
thousand, with a valuation allowance of $117 thousand. Loans measured at fair value throughout the year resulted in an additional
provision for loan losses of $992 thousand for the year ending December 31, 2014. Excluded from the fair value of impaired loans, at
December 31, 2015 and 2014, discussed above are $2.9 million and $4.2 million of loans with specific allowance amounts allocated
and classified as troubled debt restructurings and measured using the present value of discounted cash flows, which are not carried at

fair value.

Impaired commercial real estate loans, both owner occupied and non-owner occupied are valued by independent external appraisals.
These external appraisals are prepared using the sales comparison approach and income approach valuation techniques. Management
makes subsequent unobservable adjustments to the impaired loan appraisals. Impaired loans other than commercial real estate and

other real estate owned are not considered material.

The Company had no related write downs during the year ended December 31, 2015. At December 31, 2014, other real estate owned
measured at fair value less costs to sell, had a net carrying amount of $45 thousand. During the year ended December 31, 2014 the
Company charged down one property reflecting an updated appraisal which resulted in a write-down of $5 thousand.

The following table presents quantitative information about level 3 fair value measurements for financial instruments measured at fair

value on a non-recurring basis at year ended 2014 and 2013:

Fair Valuation Unobservable Range
December 31, 2015 value Technique(s) Input(s) Weighted Average
Impaired loans
Adjustment for
differences between (49.42%) - 40.89%
Commercial real estate..........ccocvveeereenne. $ 701 Incomeapproach earning multiplier 35.33%
Quoted price for 1.01%
747  loan relationship Offer price 1.01%
Quoted price for (3.01%)
Commercial .......o.ccevereenineneeeres 252  loan relationship Offer price (3.01%)
Adjustment for
differences between (29.77%)
1,262  Income approach earning multiplier (29.77%)
Adjustment for
Sdles differences between (18.32%) - 24.16%
Residential........ccccoeeeeeeveeienese e, 42  comparison comparable sales (14.02%)
Adjustment for
Sales differences between (12.86%) - 11.97%
CONSUMES ....veeecieciesiesie et 13 comparison comparable sales (5.79%)
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Valuation Unobservable Range
December 31, 2014 Fair value Technique(s) Input(s) Weighted Average
Impaired loans
Adjustment for
differences
Sales between -41.59% - 77.25%
Commercial real estate ...........cocecvvvvierneiinieenas $ 1,237 comparison comparable sales (-7.82%)
Adjustment for
Income differences innet  -13.64% - 12.93%
116 approach operating income (-5.96%)
Adjustment for
differences
Sales between (27.43%) - 32.86%
ComMErCIal .....cooieiiiiiiieee e 807 comparison comparable sales 9.96%
Adjustment for
differences
Sales between (18.32%) - 24.16%
Residential .........ccoerviiiiiii 63 comparison comparable sales (14.02%)
Adjustment for
differences
Sales between (12.86%) - 11.97%
Other real estate OWNed ..........cceevvvvvevereencre e 45 comparison comparable sales (5.79%)

Fair Value of Financial Instruments

The carrying amounts and estimated fair values of financial instruments measured on a recurring basis and not previously presented, at

December 31, 2015 and December 31, 2014 are as follows:

Fair Value Measurements at December 31, 2015 Using:

Carrying
Amount Level 1 Level 2 Level 3 Total
Financial assets
Cash and cash equivalents ............cccoeeveererrceiesrceresee e, $ 56,014 $ 22500 $ 33514 % 0 $ 56,014
RESLHCIE STOCK ...vvicvviivieiieccie ettt 9,384 n/a n/a n/a n/a
Loans held for sale.........cccocviiiiiiieciiiiccc e, 1,769 0 1,813 0 1,813
LOANS, NEL ... 1,287,887 0 0 1,296,075 1,296,075
Mortgage Servicing rghts..........ccooevveviveiinsie e, 453 0 453 0 453
Accrued interest receivable...........ocoveiiiiiicicceccee 5,158 0 2,011 3,147 5,158
Financial liabilities
DBPOSIES ...vevreveieticie sttt ettt 1,409,047 1,164,506 241,909 0 1,406,415
Short-term borrowings........cccceeeveiiesieeiec e 225,832 0 225,832 0 225,832
Long-term bOrrowWings........ccvevveveeveveie e 22,153 0 22,306 0 22,306
Accrued interest payable............ccoovvveiiiencnc s, 445 26 419 0 445
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Fair Value Measurements at December 31, 2014 Using:

Carrying
Amount Level 1 Level 2 Level 3 Total
Financial assets
Cash and cash equivalents ...........c.ccoeovrernirvrniscnseenns $ 27428 $ 11410 $ 16,018 $ 0 $ 27428
RESLHCIEd STOCK ...vviivvivieiiiicie st 4,224 n/a n/a n/a n/a
Loans held for sale........cccccveiiiviiccecccc e 511 0 523 0 523
LOANS, NBL ...veeveciecce et 656,220 0 0 658,993 658,993
Accrued interest receivable...........ccooceiieeiiii i, 3,237 0 1,645 1,592 3,237
Financial liabilities
[T o Yo LY | SR 915,703 708,752 206,708 0 915,460
Short-term borrowings. ......ccoeeveevrerieniese e 69,136 0 69,136 0 69,136
Long-term DOrTOWINGS .......cveveieiieieiese e 18,381 0 18,837 0 18,837
Accrued interest payable..........c.ccoooniiiiiiniis 402 2 400 0 402

The methods and assumptions used to estimate fair value, not previously described, are described as follows:

Cash and Cash Equivalents: The carrying amounts of cash and short-term instruments approximate fair values and are classified as
either Level 1 or Level 2. The Company has determined that cash on hand and non-interest bearing due from bank accounts are Level
1 whereas interest bearing federal funds sold and other are Level 2.

Restricted Stock: It is not practical to determine the fair value of restricted stock due to restrictions placed on its transferability.

Loans: Fair values of loans, excluding loans held for sale, are estimated as follows: For variable rate loans that reprice frequently and
with no significant change in credit risk, fair values are based on carrying values resulting in a Level 3 classification. Fair values for
other loans are estimated using discounted cash flow analyses, using interest rates currently being offered for loans with similar terms
to borrowers of similar credit quality resulting in a Level 3 classification. Impaired loans are valued at the lower of cost or fair value
as described previously. The methods utilized to estimate the fair value of loans do not necessarily represent an exit price.

Loans held for sale: The fair value of loans held for sale is estimated based upon the average of binding contracts and quotes from
third party investors resulting in a Level 2 classification.

Loan servicing rights: Fair value is based on a valuation model that calculates the present value of estimated future net servicing
income. The valuation model utilizes interest rate, prepayment speed and default rate assumptions that market participants would use
in estimating future net servicing income (Level 2).

Accrued Interest Receivable/Payable: The carrying amounts of accrued interest receivable and payable approximate fair value
resulting in a Level I, Level 2, or Level 3 classification. The classification is the result of the association with securities, loans and
deposits.

Deposits: The fair values disclosed for demand deposits — interest and non-interest checking, passbook savings, and money market
accounts—are, by definition, equal to the amount payable on demand at the reporting date resulting in a Level 1 classification. The
carrying amounts of variable rate certificates of deposit approximate their fair values at the reporting date resulting Level 2
classification. Fair value for fixed rate certificates of deposit are estimated using a discounted cash flows calculation that applies
interest rates currently being offered on certificates to a schedule of aggregated expected monthly maturities on time deposits resulting
in a Level 2 classification.

Short-term Borrowings: The carrying amounts of federal funds purchased, borrowings under repurchase agreements, and other short-
term borrowings, generally maturing within ninety days, approximate their fair values resulting in a Level 2 classification.

Long-term Borrowings: The fair values of the Company’s long-term borrowings are estimated using discounted cash flow analyses
based on the current borrowing rates for similar types of borrowing arrangements resulting in a Level 2 classification.

Off-balance Sheet Instruments: The fair value of commitments is not considered material.
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NOTE 7—PREMISES AND EQUIPMENT

Year-end premises and equipment were as follows:

2015 2014
53 To TSRS $ 5833 $ 3,143
2T o [T To PSSR 24,724 20,842
Furniture, fixtures and QUIPMENT ..........cviiiii i 13,485 11,651
Leasenold IMPIrOVEMENLS .....ccieiiie ettt sttt besbesbe e s e e b et e sresre e 450 247
44,492 35,883
Less accumulated depreCiation .........cccucieieieiieiecce e (20,302) (18,834)
NET BOOK VALUE $ 24,190 3 17,049

Depreciation expense was $1.5 million for year ended December 31, 2015, $1.1 million for year ended December 31, 2014 and $1.2
million for year ended December 31, 2013.

During June 2015 the Company added 14 branches, mostly in Wayne and Medina Counties, as part of the NBOH acquisition and in
September 2015, 4 branches, mostly in Columbiana County, as part of the Tri-State acquisition. All fixed assets were recorded at their
fair market value.

During 2014, the Company purchased property located adjacent to its Canfield branch on South Broad Street in Canfield, for $395
thousand to house some investment, insurance and mortgage lending activities. The building was put into service in June 2014.

The Company leases certain branch properties under operating leases. Rent expense was $332, $323, and $302 thousand for 2015,
2014 and 2013. In addition to rent expense, under the leases, common area maintenance and property taxes are paid and the amount
can fluctuate according to the costs incurred. Rent commitments, before considering renewal options that generally are present, were
as follows:

2006 oottt ettt eh e bt et —e b e b e ehe Rt e tb e b e beehe b e Rt eRt et beeheebeeReerb et et e ebeebeereentetenrenreers $ 307
2007 ettt a et et te b e b e ehe et e b e ebeebe et e Rt et e teebeebeebeeRe et et e abeebeeteereentetenrenreeras 319
2008 ittt a e bt et te Y e b e ehe Rttt e b e beebe et e Rt et e beebeabeeheeRe et et et e ebeeteetsenterenreereers 306
200 ittt e bttt b e b e ebe ettt e b e b ehe et e eR e e At et b e ebeebeeReerb et et e ebeebeersenterenrenreers 303
2020 .ottt ettt abeehe bt ettt b e b e eheeRe et b e b e beebe R e eR s eR b et e ebeeheeheeRe e At et e beebeateeteentetenrenreeras 267
B 1= (=] USRS UUPRRRRTRSTTPT 1,380

TOTAL $ 2,882
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NOTE 8—GOODWILL AND INTANGIBLE ASSETS

Goodwill associated with the Company’s purchase of NBOH in June 2015, Tri-State in October 2015, NAI in July of 2013 and Trust
in 2009 totaled $35.1 million at December 31, 2015 and $5.6 million at December 31, 2014. The NBOH, Tri-State and NAI
acquisitions are more fully described in Note 2. Impairment exists when a reporting unit’s carrying value of goodwill exceeds its fair
value, which is determined through a two-step impairment test. Step 1 includes the determination of the carrying value of the reporting
units, including the existing goodwill and intangible assets, and estimating the fair value of the reporting units. After our annual
impairment analysis as of September 30, 2015, the Company determined the fair value of all goodwill exceeded its carrying amount.
After the annual impairment testing as of September 30, 2014 the fair value of NAI was less than its carrying value. When the
carrying amount of a reporting unit exceeds its fair value, a second step to the impairment test is required. The analysis indicated that
the Step 2 analysis was necessary for the NAI reporting unit. Step 2 of the goodwill impairment test is performed to measure the
impairment loss. Step 2 requires that the implied fair value of the reporting unit’s goodwill be compared to the carrying amount of
that goodwill. If the carrying amount of the reporting unit’s goodwill exceeds the implied fair value of that goodwill, an impairment
loss shall be recognized in an amount equal to that excess. After performing Step 2 it was determined that the implied value of
goodwill was less than the carrying costs, resulting in an impairment charge of $763 thousand for the year ended December 31, 2014.
During the initial valuation of NAI the future income projections were not fully attained. The fair value of the reporting unit was
determined based on a discounted cash flow model. Additionally, the $763 thousand impairment was offset with an equal reduction of
the future payment liability associated with the purchase. The two adjustments offset resulting in a zero impact to the Company’s
consolidated statements of income for year ended December 31, 2014.

Other Intangibles
Core deposit intangible assets associated with the Company’s purchases of NBOH and Tri-State totaled $5.6 million.

Other intangible assets were as follows at year end:

2015 2014
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Other intangible:
Customer relationship intangibles ..........c.cocoevevieieiininnee $ 5970 $ (3,585) $ 5970 $ (2,972)
NON-COMPELE CONEIACES ......ovevicieceeeee e 370 (325) 370 (295)
Trade NAME .....oviiiiiecee e e 190 (65) 190 (41)
Core deposit intangible ..o 5,582 (316) 0 0
TOAL . $ 12,112 $ (4,291) $ 6,530 $ (3,308)

Aggregate amortization expense was $983 thousand, $767 thousand, and $624 thousand for 2015, 2014, and 2013.

Estimated amortization expense for each of the next five years:

20 $ 1,293
2007 et e bt et e Y e b e eheehe b e b e abeebe b e Rt et e b beebeebeeRe et et e b e ebeebeareeat et e nresreers 1,207
2008 it e bttt e b e b e eheeRe b e b e beehe b e Rt et et beebeebeeRe et e b e b e ebeebeerseatetenrenreers 1,123
200 it eh et e b e b e ehe et e b e ebeebeehe Rt et et ebeebeebeeRe et et et e ebeeteetsentetenrenreers 1,048
2020 .ottt et ehe bt et —e b e b e ehe Rt et b e b e beehe b e Rt et et ebeebeebeeReerbe b e beebeeteereentetenrenreers 973
TEIBATTET .. vttt et e e b et e s be e e be e beebe e be et e erbeeaeeeheeehe e ebe e be e beenbeesbeebeeareeareatreareea 2,177

TOT AL ittt ettt ettt ettt et a e b e e b e s b e e be et b e st et e e b e e b e ebeeRb et et e b e e beebeeRteRteebeebeebeebeeneetenbesbeareas 3 7,821

NOTE 9 - INTEREST BEARING DEPOSITS
Time deposits of $250 thousand or more were $39.6 million and $26.3 million at year-end 2015 and 2014.
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Following is a summary of scheduled maturities of certificates of deposit during the years following December 31, 2015:

TSRS $ 108,493
USSR 39,007
O USSR 18,528
0 SRS 27,827
2020 .o e b e ettt e abeeRe e et et e te e tenteere e e e nrenre e 37,494
TEIEATIE ... e e 7,733

TOTAL $ 239,082

Following is a summary of year-end interest bearing deposits:

2015 2014

DT 0 LT TSRS $ 327,434 % 126,456
MONBY MAKETL........oiiiiiiiiec e 293,209 266,040
ST Y7100 PSSR 234,672 131,559
CertificateS 0f DEPOSIT ...c.vviveieeieiere ettt 239,082 206,951
TOTAL $ 1,094,397 $ 731,006

NOTE 10 - SHORT-TERM BORROWINGS

The Bank has short-term advances from the Federal Home Loan Bank that had maturity dates of less than one year at the time of the
advance. All balances are due within one year and can be renewed at the time of maturity. Federal Home Loan Bank advances are
secured by pledgings described in the following Long-Term Borrowings footnote. Balances at year end were as follows:

2015 2014
Weighted Weighted
Average Average
Amount Rate Amount Rate
Repurchase advance with a rate of .39% at December 31, 2015....... $ 100,000 0.39%
Cash management advance with rates from .26% to .45% at
December 31, 2015 and 2014........coccoveveeiieieinse e 50,000 0.39% $ 10,000 0.26%

TOtAl AAVANCES ..o $ 150,000 0.39% $ 10,000 0.26%

Securities sold under repurchase agreements are secured by the Bank’s holdings of debt securities issued by U.S. government
sponsored entities and agencies with a carrying amount of $79.3 million and $61.7 million at year ended 2015 and 2014.

Repurchase agreements are financing arrangements that mature within 89 days and usually overnight. Under the agreements,
customers agree to maintain funds on deposit with the Bank and in return acquire an interest in a pool of securities pledged as
collateral against the funds. The securities are held in segregated safekeeping accounts at the Federal Reserve Bank and Farmers Trust
Company. Information concerning securities sold under agreements to repurchase is summarized as follows:

2015 2014 2013
Average balance during the YEar.........cccoeurrrrrrrceeeeee e $ 71,779 % 71573  $ 90,951
Average interest rate during the YEar ...........cccovieiiiieiieiencse e 0.07% 0.04% 0.04%
Maximum month-end balance during the Year...........c..ccceeeeevevieerescceie s, $ 89,574 % 78972 $ 100,462
Weighted average year-end interest rate .........ocooevvveeveveerienenescnseeeeree e 0.06% 0.06% 0.06%
Balance at YEar-8N..........c..ceirieveiiiicicie st $ 75,482 % 58,786 $ 75,267
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The following table provides a disaggregation of the obligation by class of collateral pledged for short-term financing obtained
through the sales of repurchase agreements:

2015

Overnight and continuous repurchase agreements
U.S. Treasury and U.S. government SPONSOred ENtities..........ccviiviveriereieiese s $ 5,276
State and POlitical SUDIVISIONS .......cc.viiiiiieicece et e et nre e 2,640
Mortgage-backed SECUNtIES - FESIABNTIAL ........c..coiiiiiiieieie e enas 60,391
Collateralized mortgage ODIIQAtIONS .......ccvcviieieiee et e et nre e 7,175
QLI IN0 1o 01T TSRS $ 75,482

Management believes the risks associated with the agreements are minimal and in the case of collateral decline the company has
additional investment securities available to adequately pledge as guarantees for the repurchase agreements.

The Bank has access to lines of credit amounting to $25 million at two major domestic banks that are below prime rate. The lines and
terms are periodically reviewed by the banks and are generally subject to withdrawal at their discretion. There were no borrowings
under these lines at December 31, 2015 and 2014.

Farmers National Banc Corp has two unsecured revolving lines of credit for $6.5 million. The lines can be renewed annually. The

lines have interest rates of prime with floors of 3.5% and 4.5%. The outstanding balance on the two lines was $350 thousand at
December 31, 2015 and 2014. The interest rate on the outstanding balance at December 31, 2015 and 2014 was 4.5%.

NOTE 11 - LONG-TERM BORROWINGS

At year end, long-term advances from the Federal Home Loan Bank were as follows:

2015 2014
Weighted Weighted
Average Average
Amount Rate Amount Rate
Fixed-rate constant payment advances, at rates from .61%
t0 4.88% at December 31, 2015 and 2014 ..........coovveeveeicieeeneeee $ 15,054 1.24% $ 8,381 1.72%
Convertible and putable fixed-rate advances, at rates from 2.82%
t0 4.45% at December 31, 2015 and 2014 ..........cooovveeeeecieeeeee 5,000 4.45% 10,000 3.64%
TOtAl AUVANCES .....ovevevieeeeieeceee ettt 3$ 20,054 2.04% $ 18,381 2.76%

The Bank added $8 million in long-term advances as part of the two acquisitions during the year ended December 31, 2015. The Bank
also has a total of $5 million in putable FHLB fixed-rate advances. Should the FHLB elect the put, the Bank is required to repay the
advance on that date without penalty.

Short-term and long-term Federal Home Loan Bank advances are secured by a blanket pledge of residential mortgage loans totaling
$237.8 million and $110.3 million at year end 2015 and 2014. Based on this collateral the Bank is eligible to borrow an additional
$63.4 million at year end 2015. Each advance is subject to a prepayment penalty if paid prior to its maturity date.

Scheduled payments of long-term FHLB advances are as follows:

Maturing in:

2006 .ottt et b e bttt e b e b e ehe Rt et b e b e beehe b e eRteRt et ebeeheebeeRe e st e b et e ebeebeersentetenrenreers 3 7,247
2007 et eh e bttt e b e b e ebe et b e b e b e ebe b et e e Rt et ebeabeebeeReerb et e abeebeeteereentetenrenreers 8,089
2008 ittt eh e h et et b e b e ehe Rt et e b e beehe b e Rt eR b et beebeebeeReetb et et e ebeabeereentetenrenrearas 1,008
200 Lottt e bttt b e b e ehe et e b e abeebe et e Rt et e teebeebeeheeReetb et et e ebeeteertentetenreereers 931
2020 ..ttt ettt abeeh e bt et te b e b e eheeReerb e b e ebeebeeheeR s Rt e beebeebeeheeRe e At et e beebeebeeteenterenrenreers 860
B I 1= USRS OUPRRRTROTTPPN 1,919

TOTAL $ 20,054
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The Company added a special purpose entity to hold $2.1 million in Trust Preferred Debenture as part of the Tri-State acquisition. The
debt has a floating rate that is determined quarterly based on the three-month LIBOR. At December 31, 2015 the interest rate was
2.2%. These securities can be redeemed at any quarter-end. Final maturity of the Trust Preferred Debenture is December 15, 2036.
The Company has the $2.1 million note payable recorded in the long-term borrowings section of the Consolidated Balance Sheets.

NOTE 12 - COMMITMENTS AND CONTINGENT LIABILITIES

Some financial instruments, such as loan commitments, credit lines, letters of credit and overdraft protection, are issued to meet
customer financing needs. These are agreements to provide credit or to support the credit of others, as long as conditions established in
the contract are met, and usually have expiration dates. Commitments may expire without being used. Off-balance-sheet risk to credit
loss exists up to the face amount of these instruments, although material losses are not anticipated. The same credit policies are used to
make such commitments as are used for loans, including obtaining collateral at exercise of the commitment.

The contractual amounts of financial instruments with off-balance-sheet risk at year end were as follows:

2015 2014
Fixed Rate Variable Rate Fixed Rate Variable Rate
Commitments to make 10ans ..........ccoceveevvveerieenenns, $ 100 $ 4836 $ 471 $ 1,881
Unused lines of credit.........cocoeevviviiiiiecieiccnie $ 64,338 $ 204,889 $ 108,382 $ 39,205

Commitments to make loans are generally made for periods of 30 days or less. There is one fixed rate loan commitment for 2015 that
has an interest rate of 3.89% and matures within fifteen years. Variable rate loan commitments have interest rates that at December 31,
2015 ranged from 4.25% to 5.00%. The fixed rate loan commitments for 2014 have interest rates that range from 4.00% to 4.63% and
mature within thirty years. Fixed rate unused lines of credit have interest rates ranging from 0.20% to 21.90% at December 31, 2015
and 2.11% to 13.50% at December 31, 2014.

Standby letters of credit are considered financial guarantees. The standby letters of credit have a contractual value of $5.6 million at
December 31, 2015 and $5.2 million at December 31, 2014. The carrying amount of these items on the balance sheet is not material.

NOTE 13 - STOCK BASED COMPENSATION

During 2012, the Company, with the approval of shareholders, created the 2012 Equity Incentive Plan (the “Plan”). The Plan permits
the award of up to 500 thousand shares to the Company’s directors and employees to promote the Company’s long-term financial
success by motivating performance through long-term incentive compensation and to better align the interests of its employees with
those of its shareholders. There were restricted stock awards, under the Plan, totaling 279,023 shares during 2015 and 46,957 shares
during 2014. The restricted stock awards were granted with a fair value price equal to the market price of the Company’s common
stock at the date of grant. Expense recognized for the Plan was $486 thousand for the year ended 2015 and $116 thousand for 2014.
As of December 31, 2015, there was $1.9 million of total unrecognized compensation expense related to the nonvested shares granted
under the Plan. The remaining cost is expected to be recognized over the next 2.7 years. There were no shares awarded or expense
recognized during the year ended December 31, 2013 under the Plan.

The following is the activity under the Plan during the years ended December 31, 2015 and 2014:

2015 2014
Weighted Weighted
Average Average

Grant Date Grant Date

Units Fair Value Units Fair Value
Beginning DalancCe...........ccoveveiiiieeieiee e 46,957 $ 7.39 0 $ 0
GRANTE......eieiciete e e 279,023 7.98 46,957 7.39
R 1) (o OSSPSR 0 0 0 0
FOITRITEd ..o s (5,000) 7.88 0 0.00
ENdiNg DalanCe...........c.cvovevevieiieeecieeee e 320,980 $ 7.90 46,957 $ 7.39
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The Company’s Stock Option Plan, which was shareholder-approved and has since expired, permitted the grant of share options to its
directors, officers and employees for up to 375 thousand shares of common stock. Option awards were granted with an exercise price
equal to the market price of the Company’s common stock at the date of grant; those option awards have vesting periods of 5 years
and have 10-year contractual terms. During the first quarter of 2014 the last remaining 5,000 outstanding options were exercised and
the Company satisfied these options with the reissuance of treasury shares.

There were no options granted under the Stock Option Plan during 2015, 2014 or 2013.

NOTE 14 - REGULATORY MATTERS

Banks and bank holding companies are subject to various regulatory capital requirements administered by the federal banking
agencies. Capital adequacy guidelines and, additionally for banks, prompt corrective action regulations, involve quantitative measures
of assets, liabilities, and certain off-balance sheet items calculated under regulatory accounting practices. The new minimum capital
requirements associated with the Basel Committee on capital and liquidity regulation (Basel I11) are being phased in and began on
January 1, 2015 and will continue through January 1, 2019. Capital amounts and classifications are also subject to qualitative
judgments by regulators. Failure to meet capital requirements can initiate regulatory action by regulators that, if undertaken, could
have a direct material effect on the financial statements. Management believes as of December 31, 2015, the Company and Bank meet
all capital adequacy requirements to which they are subject.

The FDIC and other federal banking regulators revised the risk-based capital requirements applicable to bank holding companies and
insured depository institutions, including the Company and the Bank, to make them consistent with agreements that were reached by
the Basel Committee on Banking Supervision (“Basel 1117).

The common equity tier 1 capital, tier 1 capital and total capital ratios are calculated by dividing the respective capital amounts by
risk-weighted assets. The leverage ratio is calculated by dividing tier 1 capital by adjusted average total assets.

Basel 111 limits capital distributions and certain discretionary bonus payments if the banking organization does not hold a “capital
conservation buffer” consisting of 2.5% of common equity tier 1 capital, tier 1 capital and total capital to risk-weighted assets in
addition to the amount necessary to meet minimum risk-based capital requirements. The capital conservation buffer will be phased in
beginning January 1, 2016 and increasing each year until fully implemented at 2.5% on January 1, 2019. Currently Basel II requires
the Company and Bank to maintain (i) a minimum ratio of common equity tier 1 capital to risk-weighted assets of at least 4.5%, (ii) a
minimum ratio of tier 1 capital to risk-weighted assets of at least 6.0%, (iii) a minimum ratio of total capital to risk-weighted assets of
at least 8.0% and (iv) a minimum leverage ratio of at least 4.0%.

Prior to January 1, 2015, federal and state regulatory agencies required the Company and the Bank to maintain minimum Tier 1 and
total capital to risk-weighted assets of 4.0% and 8.0%, respectively, and Tier 1 leverage ratio of at least 4.0%.

Prompt corrective action regulations provide five classifications: well capitalized, adequately capitalized, undercapitalized,
significantly undercapitalized, and critically undercapitalized, although these terms are not used to represent overall financial
condition. If only adequately capitalized, regulatory approval is required to accept brokered deposits. If undercapitalized, capital
distributions are limited, as is asset growth and expansion, and capital restoration plans are required. At year-end 2015 and 2014, the
most recent regulatory notifications categorized the Bank as well capitalized under the regulatory framework for prompt corrective
action. There are no conditions or events since that notification that management believes have changed the institution’s category.

Dividend Restrictions: The Company’s principal source of funds for dividend payments is dividends received from the Bank, Trust
and NAI. The Bank and Trust are subject to the dividend restrictions set forth by the Comptroller of the Currency and Ohio
Department of Commerce — Division of Financial Institutions, respectively. The respective regulatory agency must approve
declaration of any dividends in excess of the sum of profits for the current year and retained net profits for the preceding two years.
During 2016, the Bank could declare dividends on any 2016 net profits retained above $3.9 million at the date of the dividend
declaration. In order to practice trust powers, Trust must maintain a minimum capital of $3 million. The Trust would also be able to,
without prior approval, declare dividends on any 2016 net profits retained to the date of the dividend declaration.
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Actual and required capital amounts and ratios are presented below at year-end:

Requirement For Capital

To be Well Capitalized

Under Prompt Corrective

Actual Adequacy Purposes: Action Provisions:
Amount Ratio Amount Ratio Amount Ratio
2015
Common equity tier 1 capital ratio
Consolidated .........ccoevereniiiicc e $ 165,451 11.59% $ 64,245 45%  N/A N/A
BanK....c.oeiieieiecec 157,396 11.08% 63,938 45% $ 92,354 6.5%
Total risk based capital ratio
Consolidated .........coooeiririirieee e 176,571 12.37% 114,214 8.0% N/A N/A
BaNK.. .o veieeieeeceseee e 166,374 11.71% 113,667 8.0% 142,084 10.0%
Tier | risk based capital ratio
Consolidated .........ccoereriiiiiie e 167,550 11.74% 85,660 6.0% N/A N/A
BanK....c.ociieiiie 157,396 11.08% 85,250 6.0% 113,667 8.0%
Tier | leverage ratio
Consolidated .........covvereerrreeeee e 167,550 9.21% 72,803 40% N/A N/A
BanK....c.ooiieieic 157,396 8.65% 72,770 4.0% 90,963 5.0%
2014
Total risk based capital ratio
Consolidated .........cooveieerinreeeeee e $ 121,340 16.48% 58,523 8.0% N/A N/A
BaNK.. .o veiieiieice st 114,321 15.56% 58,773 8.0% $ 73,466 10.0%
Tier | risk based capital ratio
Consolidated .........ccoeiririniiiiee 113,654 15.43% 29,262 40% N/A N/A
BanK. ..o oo 106,689 14.52% 29,386 4.0% 44,079 6.0%
Tier | leverage ratio
Consolidated .........cooeiierinicieee e 113,654 10.03% 45,313 4.0% N/A N/A
BaNK... oot 106,689 9.37% 45,565 4.0% 56,956 5.0%

NOTE 15 - EMPLOYEE BENEFIT PLANS

The Company has a qualified 401(k) deferred compensation Retirement Savings Plan. All employees of the Company who have
completed at least 90 days of service and meet certain other eligibility requirements are eligible to participate in the Plan. Under the
terms of the Plan, employees may voluntarily defer a portion of their annual compensation pursuant to section 401(k) of the Internal
Revenue Code. The Company matches a percentage of the participants” voluntary contributions up to 6% of gross wages. In addition,
at the discretion of the Board of Directors, the Company may make an additional profit sharing contribution to the Plan. Total expense

was $431 thousand, $336 thousand and $336 thousand for the years ended December 31, 2015, 2014 and 2013, respectively.

During 2014 the Company adopted a profit sharing plan to provide associates not participating in a current incentive plan a vehicle for
sharing in the success of the Company outside of existing wages and non-monetary benefits. The board of directors approved a profit
sharing amount equal to 1% of annual compensation for associates in 2015 and 2014. The expense was $82 thousand and $73

thousand for the years ended December 31, 2015 and 2014.

The Company maintains a deferred compensation plan for certain retirees. Expense under the Plan was $10 thousand for each of the
three years ended December 31, 2015, 2014 and 2013. The liability under the Plan at December 31, 2015 was $149 thousand and

$156 thousand at December 31, 2014.
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During 2015, the Company established a nonqualified deferred compensation plan for a select group of management or highly
compensated eligible individuals. Under the terms of the plan, eligible individuals may elect to defer receipt of their compensation to a
later taxable year. The Company has recorded both an asset and liability of equal amount that represents the amount of contributions
and the payable due to the participants in the plan. The recorded asset and liability was $67 thousand At December 31, 2015

As part of the NBOH acquisition the Company has a director retirement and death benefit Plan for the benefit of prior members of the
Board of Directors of NBOH. The plan is designed to provide an annual retirement benefit to be paid to each director upon retirement
from the Board or attaining age 70. There are no additional benefits or participants being added to the Plan and the liability recorded
at December 31, 2015 was $929 thousand. The benefit payment upon satisfying the Plan’s requirements is a benefit to the qualifying
director until death or a maximum of 15 years. No expense was recognized under this Plan in 2015.

The Company assumed as ESOP as part of the Tri-State acquisition that covered substantially all of their employees and officers. The
trustee had discretionary authority to purchase shares of common stock of Tri-State on the open market. There were no contributions
to the plan in 2015. During acquisition the Tri-State shares were converted to the Company’s shares and the trustee held 39,690
shares at December 31, 2015. The process to terminate this ESOP had begun at December 31, 2015.

The Company also has a postretirement health care benefit Plan covering individuals retired from the Company that have met certain
service and age requirements and certain other active employees that have met similar service requirements. The postretirement health
care Plan includes a limit on the Company’s share of costs for recent and future retirees. A benefit was recognized under this Plan for
2015 of $12 thousand and expense of $4 thousand in 2014 and $13 thousand in 2013. The accrued postretirement benefit liability
under this Plan was $280 thousand and $314 thousand at December 31, 2014 and 2013. Due to the immateriality of the Plan, the
disclosures required under U.S. generally accepted accounting principles have been omitted.

NOTE 16 - INCOME TAXES

The provision for income taxes (credit) consists of the following:

2015 2014 2013

CUITENT BXPENSE ..oeveeeieeeeeeeeeeeesenereereseseeteeeeesesese e e e st eeeaeseaesesesessessssesssnsesesenns $ 3,046 3 2,369 $ 874
Deferred expense (DeNefit) ... (547) 263 809
TOTALS $ 2499 $ 2632 $ 1,683

Effective tax rates differ from federal statutory rate of 35% applied to income before income taxes due to the following:

2015 2014 2013

STALULOTY T8X 11ttt ettt ettt $ 3694 3 4059 $ 3,312
Effect of nontaxable iNterest...........ccovveiineiiiic (1,403) (1,179) (1,325)
Bank owned life iNSUrance, Net..........ccoceovviiiiiiininneeeese e (242) (159) (123)
Effect of nontaxable life insurance death proceeds ..........ccccoovivnieicnenncns 0 0 (115)

Nondeductible aCqUISItION COSTS ........coeiiiiiiiieieee e 401 0 0
OBNBE . 49 (89) (66)

ACTUAL TAX $ 2499 $ 2632 $ 1,683
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Deferred tax assets (liabilities) are comprised of the following:

2015 2014
Deferred tax assets:

AlloWanCe fOr Credit I0SSES.......c.iiviiiiicticiiiee et saeaea $ 2,968 % 2,671

Net unrealized loss on securities available for sale.............cccoeieieiiiiiii e 326 0

Deferred and accrued COMPENSALION........cciiiiiiirreieie et eae s 1,562 848

Deferred 10an fEES @Nd COSES .......eiiiieieiere et seeeneas 605 515

POSt-retiremMent DENEFILS .........ooi i 172 110

Nonaccrual 10an iNtEreSt INCOME .........oiiiiiiiieiee et 324 56

Other-than-temporary IMpPaIrMENT..........ccooviirireine e 196 41

L ] 1 T SRR 93 117

GrosS Aeferred taX ASSES .....viviriirieriisieriistee ettt ssere e $ 6,246 3 4,358

Deferred tax liabilities:

Depreciation and amOrtiZatiON............cccoieeriieeniniee e $ (649) $ (1,081)
Net unrealized gain on securities available for sale..........c.ccoorviiiniiinciic, 0 (523)
Federal Home Loan Bank dividends ..o (1,093) (482)
Purchase accounting adjUSEMENTS .........ccveriireiiereee e enas (984) (550)

Mortgage SErVICING FGNTS ........viiiieieeiere et nre e (158) 0
L 1 S (11) (38)
Gross deferred tax [1abilities ......c.oveveeiieiecr e (2,895) (2,674)

NET DEFERRED TAX ASSET $ 3,351 $ 1,684

No valuation allowance for deferred tax assets was recorded at December 31, 2015 and 2014.

At December 31, 2015 and December 31, 2014, the Company had no unrecognized tax benefits recorded. The Company does not
expect the amount of unrecognized tax benefits to significantly change within the next twelve months.

The Company paid no penalties for the year ended December 31, 2015 or 2014. There were no amounts accrued for penalties or
interest as of December 31, 2015 or 2014.

The Company is subject to U.S. federal income tax. The Company is no longer subject to examination by the federal taxing authority
for years prior to 2012. The tax years 2012—2014 remain open to examination by the U.S. taxing authority.
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NOTE 17 - OTHER COMPREHENSIVE INCOME (LOSS)

The following table represents the detail of other comprehensive income (loss) for the years ended December 31, 2015, 2014 and

2013.
2015
Pre-tax Tax After-Tax
Unrealized holding losses on available-for-sale securities during the year....... $ (1,403) $ 491 % (912)
Reclassification adjustment for (gains) losses included in net income (1)........ (94) 33 (61)
Net unrealized losses on available-for-sale SECUNtIES..........ccoevvevieviiieiiieenens (1,497) 524 (973)
Change in funded status of post-retirement health plan............ccccoceoviieinne 20 (7) 13
Net other comprehensive inCOME (10SS) .........ccvrvreirinririneereese s $ (1,477) $ 517 $ (960)
2014
Pre-tax Tax After-Tax
Unrealized holding gains on available-for-sale securities during the year........ 3$ 10,486 $ (3,670) $ 6,816
Reclassification adjustment for (gains) losses included in net income (1)........ (457) 160 (297)
Net unrealized gains on available-for-sale SECUFtIeS ...........coovrvieviervicniinnnanens 10,029 (3,510) 6,519
Change in funded status of post-retirement health plan............cc.ccoceoveieinnne. 60 (21) 39
Net other comprehensive iNCOME (10SS) ........cvrrrrririririreririsreeseererenee e $ 10,089 $ (3,531) $ 6,558
2013
Pre-tax Tax After-Tax
Unrealized holding losses on available-for-sale securities during the year....... 3 (19,310) $ 6,759 $ (12,551)
Reclassification adjustment for (gains) losses included in net income (1)........ (860) 301 (559)
Net unrealized losses on available-for-sale SECUNtIES..........ccoevvevveciiiciiieeneas (20,170) 7,060 (13,110)
Change in funded status of post-retirement health plan............ccccocoeieneenn, 3) 1 (2)
Net other comprehensive income (10SS) ........c.cvoveeeeeeieeeiceeee e $ (20,173) $ 7,061 $ (13,112)

(1) Pre-tax reclassification adjustments relating to available-for-sale securities are reported in security gains and the tax impact is

included in income tax expense on the consolidated statements of income.

NOTE 18 - RELATED PARTY TRANSACTIONS

Loans to principal officers, directors, and their affiliates during 2015 were as follows:

BeGINNING DAIANCE ..ottt ettt bbb bbbt bbbttt b et $ 760
INEBW JOANS......ee e et b et h e R bt E etk et e b e h ekt R et n e bt r bt 4
Effect of changes in composition Of related Parties ... 0
REPAYIMENTS ...t b e e (335)
ENAING DAIANCE ......uiieiie et ettt st e e e be s e e st et et e st et e s be st re et st eneare b ereareeas $ 429

Deposits from principal officers, directors, and their affiliates at year-end 2015 and 2014 were $7.9 million and $1.7 million.
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NOTE 19 - EARNINGS PER SHARE

The factors used in the earnings per share computation follow:

2015 2014 2013
Basic EPS
NEEINCOME....oiitiiiiciee ettt $ 8,055 $ 8,965 $ 7,780
Weighted average shares outsStanding............cccooeeevninernienenccsnenens 22,678,338 18,674,526 18,773,491
Basic earnings per Share............cccoceeninnnnsssseeee s $ 036 $ 048 § 0.41
Diluted EPS
NEL INCOME......vcviiiicteet et 3 8,055 § 8,965 $ 7,780
Weighted average shares out-standing for basic earnings per share.... 22,678,338 18,674,526 18,773,491
Restricted StOCK AWAIdS ..........ccoieiiiirienieieierese e 5,232 890 0
Weighted average shares for diluted earnings per share...................... 22,683,570 18,675,416 18,773,491
Diluted earnings Per Share ..........cccoveierneienineiensee e $ 036 3 048 $ 0.41

193,105 award shares of common stock, issued during 2015, were not considered in computing diluted earnings per share because
they were anti-dilutive. Stock options for 5,000 shares of common stock for 2013 were not considered in computing diluted earnings
per share because they were antidilutive.

NOTE 20 - INTEREST RATE SWAPS

The Company uses a program that utilizes interest-rate swaps as part of its asset/liability management strategy. The interest-rate swaps
are used to help manage the Company’s interest rate risk position and not as derivatives for trading purposes. The notional amount of
the interest-rate swaps does not represent amounts exchanged by the parties. The amount exchanged is determined by reference to the
notional amount and the other terms of the individual interest-rate swap agreements.

The objective of the interest-rate swaps is to protect the related fixed rate commercial real estate loans from changes in fair value due
to changes in interest rates. The Company has a program whereby it lends to its borrowers at a fixed rate with the loan agreement
containing a two-way yield maintenance provision, which will be invoked in the event of prepayment of the loan, and is expected to
exactly offset the fair value of unwinding the swap. The yield maintenance provision represents an embedded derivative which is
bifurcated from the host loan contract and, as such, the swaps and embedded derivatives are not designated as hedges. Accordingly,
both instruments are carried at fair value and changes in fair value are reported in current period earnings.

Summary information about these interest-rate swaps as of year ended December 31, 2015, 2014 and 2013 is as follows:

2015 2014 2013
NOTIONAL AMOUNES. .....ceeiiiiieiieteieiee et $ 30,763  $ 31,459 % 25,195
Weighted average pay rate on interest-rate SWaps...........cccveevevennee. 4.25% 4.26% 4.28%
Weighted average receive rate on interest-rate SWaps .............coce.... 2.70% 2.67% 2.82%
Weighted average matuirity (YEars)........ccoovevvrereiinierninneneceneeeee 4.1 5.9 6.3
Fair value of combined interest-rate SWaps ............ccceeveeerererirennnn, $ 789 % 638 $ 275

The fair value of the yield maintenance provisions and interest-rate swaps is recorded in other assets and other liabilities, respectively,
in the consolidated balance sheet. Changes in the fair value of the yield maintenance provisions and interest-rate swaps are reported in
earnings, as other noninterest income in the consolidated income statements. There were no net gains or losses recognized in earnings
related to yield maintenance provisions for years ended December 31, 2015, 2014 and 2013.

NOTE 21 - SEGMENT INFORMATION

The reportable segments are determined by the products and services offered, primarily distinguished between banking, trust and
retirement consulting operations. They are also distinguished by the level of information provided to the chief operating decision
makers in the Company, who use such information to review performance of various components of the business, which are then
aggregated. Loans, investments, and deposits provide the revenues in the banking operation, trust service fees provide the revenue in
trust operations and consulting fees provide the revenues in the retirement consulting operations. All operations are domestic.
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Accounting policies for segments are the same as those described in Note 1. Segment performance is evaluated using operating
income. Income taxes are calculated on operating income. Transactions among segments are made at fair value.

Significant segment totals are reconciled to the financial statements as follows:

Retirement Eliminations
Trust Bank Consulting and Consolidated
December 31, 2015 Segment Segment Segment Others Totals
Goodwill and other intangibles......................... 3 4967 $ 35412 $ 3,178 % (646) $ 42,911
TOtal BSSELS..eveeiereiieeeeieeee e $ 11,078 $ 1,854,306 $ 4127 % 391 $ 1,869,902
Retirement Eliminations
Trust Bank Consulting and Consolidated
December 31, 2014 Segment Segment Segment Others Totals
Goodwill and other intangibles......................... $ 5285 $ 0 $ 3528 $ 0 $ 8,813
TOtal ASSELS.....vcvveviveriiiie e $ 10,643 $ 1,121,505 $ 4,356 $ 463 $ 1,136,967
Retirement Eliminations
Trust Bank Consulting and Consolidated
For year ended 2015 Segment Segment Segment Others Totals
Net interest iNCOME ........cvvvvvreeeeriininiieieieinnes $ 65 $ 49,705 $ 0 $ (33) $ 49,737
Provision for [oan 10SSes .........cccoveenencinnnne. 0 3,510 0 0 3 3,510
Service fees, security gains and other
NONINtErest iINCOME .......covvvveeieeeere e 6,239 10,192 2,130 (255) $ 18,306
NONINtErest EXPENSE .....ccveveeeeeierieresieereeeeees 4,719 40,753 1,487 4562 $ 51,521
Amortization and depreciation expense ............ 339 1,759 360 0 3 2,458
Income before taxes.........ccooeveveneieinennn 1,246 13,875 283 (4,850) 10,554
INCOME tAX...cvviveieircieciccce e 425 2,968 97 (991) $ 2,499
NEt INCOME ... $ 821 $ 10,907 $ 186 $ (3,859) $ 8,055
Retirement Eliminations
Trust Bank Consulting and Consolidated
For year ended 2014 Segment Segment Segment Others Totals
Net interest iNCOME .......ccceeveveevriveeeeceee e, $ 53 % 36,297 $ 0 $ (14) $ 36,336
Provision for 10an 10SSes .........ccccceveeieneinennns 0 1,880 0 0 $ 1,880
Service fees, security gains and other
NONINtErest iNCOME .........cccevveeieieececeeerne 6,170 7,577 1,810 (254) $ 15,303
NONINtErest EXPENSE ......cvvcvveeeieverresiesieeeerennes 4,528 29,268 2,010 474  $ 36,280
Amortization and depreciation expense............. 378 1,081 423 0 $ 1,882
Income before taxes.........ccoeeveveneieinnnnnn 1,317 11,645 (623) (742) $ 11,597
INCOME TAX...veiveereeie ettt 451 2,645 48 (512) $ 2,632
Net INCOME (LOSS) ..vvevveeeererirrereeeeseeneeeeeens $ 866 $ 9,000 $ (671) $ (230) $ 8,965
Retirement Eliminations
Trust Bank Consulting and Consolidated
For year ended 2013 Segment Segment Segment Others Totals
Net interest iNCOME .......ccoevveveeriieericeee e, 3 45 % 35,865 $ 0 $ (14) $ 35,896
Provision for [oan 10SSeS .......c.cccovevevenrinninne. 0 1,290 0 0 1,290
Service fees, security gains and other
NONINterest iNCOME .........ovvvvverrreereens 5,667 7,838 627 (218) 13,914
NONINtErest EXPENSE .....ccvvevveeerieierirseerieeeeeeeees 4,483 30,682 627 1,420 37,212
Amortization and depreciation expense ............ 416 1,193 236 0 1,845
Income before taxes.........ccceeveveveieieennnn, 813 10,538 (236) (1,652) 9,463
INCOME tAX....cuviiieiicie e 282 2,043 (80) (562) 1,683
Net INCOME (LOSS) ...vovvvereeerereieciereeerevenen, $ 531 $ 8,495 $ (156) $ (1,090) $ 7,780
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Bank segment includes Farmers National Insurance and Farmers of Canfield Investment Co.

NOTE 22 - QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarter Ended 2015 March 31 June 30 September 30  December 31
Total INtEreSt INCOME......cviviieeieeiiee ettt $ 9999 $ 10,753 $ 15594 $ 17,481
Total INTEreSt EXPENSE....uvevieiieie ittt sre e re ettt re e e 1,007 1,004 1,056 1,023
NEt INTErESt INCOME ...oevveieeiie ittt 8,992 9,749 14,538 16,458
Provision for 10an [0SSES ..........ceeceeceiiiiiie ettt 450 850 1,220 990
NONINEEIESt INCOME ..ottt 4,037 4,409 4,685 5,175
Merger related COSES ......cviviiiiiiiiie e 245 1,912 2,499 1,736
NONINEEIESt BXPENSE ....vivrevieieresteseeeetesre st ste e e sre et re e seesreanas 9,506 10,175 13,022 14,884
Income before iNCOME taXES.......cecvveieeiieiriecreecre e 2,828 1,221 2,482 4,023
INCOME TAXES ..ttt ettt eaee e st e e 617 409 625 848
NN =1 T (o701 1T $ 2211 $ 812 $ 1,857 $ 3,175
Earnings per share - basic and diluted..............ccocoeverivieiiiirienn, $ 012 $ 004 $ 007 $ 0.12
Quarter Ended 2014 March 31 June 30 September 30  December 31
Total INtEreSt INCOME......viieiici et $ 10,063 $ 10,118 $ 10,413  $ 10,321
Total INtErest EXPENSE.....c.ciirreririre ettt 1,207 1,166 1,128 1,078
Net INtEreSt INCOME .....cocuiiiiiiecee et 8,856 8,952 9,285 9,243
Provision for 10an 10SSES .........cocveiiie e 330 300 425 825
NONINEEIESt INCOME ..ttt et 3,433 3,797 3,880 4,193
NONINEEIESt EXPENSE ...ttt ettt 9,141 9,378 9,776 9,867
Income before iNCOME taXES.......ccvcvvereeieiiiicceese e 2,818 3,071 2,964 2,744
INCOME TAXES ...ovvveeeiireee ettt ettt ebr e et e e et e e e sb e e e e eabae e e s nes 627 720 688 597
NEE INCOME ..ottt st be e $ 2,191 $ 2351 % 2276 $ 2,147
Earnings per share - basic and diluted.............cccceveveveverevererireieene. $ 012 $ 013 $ 012 $ 0.12

The Company sold certain investment securities and recognized security gains of $372 thousand during the fourth quarter of 2014.
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NOTE 23—PARENT COMPANY ONLY CONDENSED FINANCIAL INFORMATION

Below is condensed financial information of Farmers National Banc Corp. (parent company only). This information should be read in

conjunction with the consolidated financial statements and related notes.

December 31, 2015 2014
BALANCE SHEETS
Assets:
L T $ 1,357  $ 1,564
Investment in subsidiaries
27 RSN 184,253 107,704
TTUSE ettt ettt ettt et e b e st et Rt et et e R e et et ne et e neeeensenenaeneas 10,188 10,115
N SO SPTEPSRSR 3,391 3,604
Securities available fOr SAlE .........ccveeiii e 231 172
L 1 - SR 1,319 916
TOTAL ASSETS $ 200,739 $ 124,075
Liabilities:
Other THABIItIES .....c.evevieiceciccee e 3 241 $ 163
NOLE PAYADIE ... e e 350 350
SUBOIINGLE AEDL.......eceicieiccce e 2,099 0
Other accounts PAYADIE .........ccv i e 2 2
TOTAL LIABILITIES 2,692 515
TOTAL STOCKHOLDERS' EQUITY 198,047 123,560
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 200,739 $ 124,075
STATEMENTS OF INCOME
Years ended December 31, 2015 2014 2013
Income:
Dividends from subsidiaries
BANK ... $ 23,744  $ 4013 $ 4,333
THUSE e et eb et 750 2,000 980
NAL bbbt 400 0 0
Interest and dividends 0N SECUNILIES. .........vcvieviveiieriere e 2 1 2
SECUNity QaINS/(I0SSES).....eveverrrireerierieiesie e siesreeae e sie e sre st see s 0 0 21
Other INCOME ......iiiiciiccc et st 0 764 0
TOTAL INCOME 24,896 6,778 5,336
INtErest ON DOFTOWINGS. .......ciieiieiiiieie ettt ee (35) (15) (16)
OLher BXPENSES .....vivieveeee ettt ste ettt st re et e st sre s resraens e e re e (4,817) (1,492) (1,659)
Income before income tax benefit and undistributed subsidiary income..... 20,044 5,271 3,661
INCOMe taX BENETIt.......ociieie e 991 512 562
Equity in undistributed net income of subsidiaries (dividends in excess
of net income)
BaNK ..t (12,837) 4,987 4,162
TTUSE ettt bttt bbbttt b et be e 71 (1,134) (449)
AL bbbt bbbt e (214) (671) (156)
NET INCOME $ 8,055 $ 8,965 $ 7,780
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STATEMENTS OF CASH FLOWS

Years ended December 31, 2015 2014 2013
Cash flows from operating activities:
(AN T=1 0T 0010 14T $ 8,055 $ 8,965 $ 7,780

Adjustments to reconcile net income to net cash
from operating activities:

SECUILY (QAINS)/TOSSES ....cvveveiiieecie sttt 0 0 (24)
IMPAIrMeNt Of SECUNTIES .......voviviciieer e 0 0 3
Dividends in excess of net income (Equity in undistributed net
INCOME OF SUDSTAIAIY) ....oveviiviiciecc e 12,980 (3,182) (3,557)
OENBE .ttt (269) (982) (270)
NET CASH FROM OPERATING ACTIVITIES 20,766 4,801 3,932

Cash flows from investing activities:

Proceeds from maturities of available for sale securities.............c.ccccoee.. 0 0 56
Purchase of National ASSOCIAtES, INC..........ccevirerniineinneece e 0 0 (2,111)
Net cash paid in business cOmbINAtIoNS ...........ccceevererene i (18,077) 0 0
NET CASH FROM INVESTING ACTIVITIES (18,077) 0 (2,055)
Cash flows from financing activities:
Proceeds from reissuance of treasury Shares ...........ccoceovvereieneneciienenns 0 32 0
Purchase Of treasury SNAresS...........ccoeoeirenciienese e (213) (2,882) (1,606)
Cash dividends PAId..........ccoivriiiriiireee e (2,683) (2,236) (2,248)
NET CASH FROM FINANCING ACTIVITIES (2,896) (5,086) (3,854)
NET CHANGE IN CASH AND CASH EQUIVALENTS (207) (285) (1,977)
Beginning cash and cash equivalents ... 1,564 1,849 3,826
Ending cash and cash eqUIVaIENTS ..........cccccceiiiiieiie i $ 1357 $ 1564 $ 1,849

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

As of the end of the period covered by this Annual Report on Form 10-K, the Company carried out an evaluation, under the
supervision and with the participation of the Company’s management, including the Company’s Chief Executive Officer and Chief
Financial Officer, of the effectiveness of the design and operation of the Company’s disclosure controls and procedures. Based on that
evaluation, the Company’s Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and
procedures were effective to ensure that the financial and nonfinancial information required to be disclosed by the Company in the
reports that it files or submits under the Securities Exchange Act of 1934, as amended, including this Annual Report on Form 10-K for
the period ended December 31, 2015, is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission’s rules and forms.

Management’s responsibilities related to establishing and maintaining effective disclosure controls and procedures include
maintaining effective internal controls over financial reporting that are designed to produce reliable financial statements in accordance
with GAAP. As disclosed in the Report on Management’s Assessment of Internal Control Over Financial Reporting in the Company’s
2015 Annual Report to Shareholders, management assessed the Company’s system of internal control over financial reporting as of
December 31, 2015, in relation to criteria for effective internal control over financial reporting as described in the 2013 “Internal
Control - Integrated Framework,” issued by the Committee of Sponsoring Organizations of the Treadway Commission and found it to
be effective.

Crowe Horwath LLP, the Company’s registered public accounting firm, has audited the Company’s internal control over financial
reporting as of December 31, 2015. The audit report by Crowe Horwath is located in Item 8 of this report.
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There were no changes in the Company’s internal controls over financial reporting (as defined in Rule 13a - 15(f) under the Exchange
Act) that occurred during the year ended December 31, 2015, that have materially affected, or are reasonably likely to materially
affect, the Company’s internal control over financial reporting. There have been no significant changes in the Company’s internal
controls or in other factors that could significantly affect internal controls subsequent to the date of their evaluation or material
weaknesses in such internal controls requiring corrective actions.

Item 9B. Other Information.
None.
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PART 111

Item 10. Directors, Executive Officers and Corporate Governance.

The information required by Item 401 of Regulation S-K concerning the directors of the Company and the nominees for election as
directors of the Company at the Annual Meeting of Shareholders to be held on April 20, 2016 (the “2016 Annual Meeting”) is
incorporated herein by reference from the information to be included under the caption “Proposal 1 — Election of Directors” in
Farmers’ definitive proxy statement relating to the 2016 Annual Meeting to be filed with the Commission (“2016 Proxy Statement”).

Executive Officers of the Registrant

The names, ages and positions of Farmers’ executive officers as of March 10, 2016:

Name Age Title

Carl D.Culp...ccooovivireveen, 52 Executive Vice President, Secretary and Treasurer of Farmers and Executive Vice-
President and Chief Financial Officer of Farmers Bank.

Joseph Gerzina.........cccoveveuennen. 60 Senior Vice President, Chief Lending Officer and Regional President of Farmers
Bank

Mark L. Graham.............cccc...... 61 Executive Vice President and Chief Credit Officer of Farmers Bank

Kevin J. Helmick ...................... 44 President and Chief Executive Officer of Farmers and Farmers Bank

Brian E. Jackson.............c.cuc..... 46 Senior Vice President and Chief Information Officer of Farmers Bank

Mark A. Nicastro ...........c.co...... 45 Senior Vice President and Director of Human Resources of Farmers Bank

Joseph W. Sabat.........c.ccevnnene. 55 Vice President and Controller of Farmers Bank

Timothy Shaffer..........c.ccce.... 54 Senior Vice President and Regional President of Farmers Bank

Amber Wallace Soukenik ......... 50 Senior Vice President and Chief Retail/Marketing Officer of Farmers Bank

James VanSickle ...........c..c........ 45 Senior Vice President and Chief Risk Officer of Farmers Bank

Mark R. Witmer..........cc.ccce.en. 51 Senior Executive Vice President, Chief Banking Officer of Farmers Bank

Officers are generally elected annually by the Board of Directors. The term of office for all the above executive officers is for the
period ending with the next annual meeting.

Principal Occupation and Business Experience of Executive Officers

Mr. Culp has served as Executive Vice President and Treasurer of Farmers and Executive Vice President and Chief Financial Officer
of Farmers Bank since March 1996. Prior to that time, Mr. Culp was Controller of Farmers and Farmers Bank from November 1995.
Mr. Culp has 30 years of experience in finance and accounting in the banking industry, and is a certified public accountant.

Mr. Gerzina currently serves as Regional President and Chief Lending Officer, and brings 33 years of experience in commercial and
private banking. Prior to joining Farmers Bank, Mr. Gerzina was a Managing Partner at Weather VVane Capital, and previously held
the role of Senior Vice President and Regional Commercial Manager (2002-2009) with Huntington Bank. He was appointed as an
executive officer of Farmers in 2012.

Mr. Graham has over 38 years of experience with Farmers Bank. During his tenure, Mr. Graham has held a variety of positions in
Farmers Bank’s commercial loan department. Mr. Graham has served as Executive Vice President and Chief Credit Officer of
Farmers Bank since January 2012; for the four years prior to that appointment, Mr. Graham served as Senior Vice President and
Senior Lending Officer of Farmers Bank.

Mr. Helmick is the President and Chief Executive Officer of Farmers and Farmers Bank, a position he has held since November 2013.
Prior to becoming President Mr. Helmick was Secretary of Farmers and Executive Vice President — Wealth Management and Retail
Services of Farmers Bank since January 2012. Mr. Helmick has been with the Company for 21 years and has a retail and investment
background, including an MBA and CFP designation. From 1997 through 2008, Mr. Helmick served as the Vice President and
Program Manager for Farmers National Investments. In 2008 Mr. Helmick was promoted to Senior Vice President of Wealth
Management and Retail Services where he was responsible for the management and oversight of Farmers National Investments, the
retail investment area of Farmers Bank, Farmers Insurance, and all branch sales and operational functions.

Mr. Jackson is the Senior Vice President and Chief Information Officer of Farmers Bank, a position he has held since May 2009. Prior

to coming to the Company, Mr. Jackson was Assistant Vice President and Information Technology Manager with Home Savings Bank
since 1993. He has over 23 years of experience in the IT field. Mr. Jackson was appointed as an executive officer in 2012.
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Mr. Nicastro is the Senior Vice President and Director of Human Resources of Farmers Bank, a position he has held since joining
Farmers in July 2009. Prior to that appointment, Mr. Nicastro served as Staffing and Compliance Manager for Huntington National
Bank (2007-2008) and Regional Human Resources Manager for Sky Bank from 2004 until 2007. Mr. Nicastro has an MBA, and has
more than 18 years of experience in Human Resource Management from both large multi-national banks and regional community
banks. He was appointed as an executive officer in 2012.

Mr. Sabat has served as Vice President and Controller of Farmers Bank since April 2006. Prior to coming to the Company, Mr. Sabat
was with a regional public accounting firm. Mr. Sabat has 20 years of experience in the accounting, finance and auditing fields. He is
a certified public accountant and was appointed as an executive officer in 2012.

Mr. Shaffer serves as Regional President and has held that title since July of 2015. Previously, Mr. Shaffer served as the Director of
Commercial Banking & Private Client Services. In October of 2011 Mr. Shaffer joined Farmers Bank as the Commercial Lending
Manager, overseeing commercial lending, small business lending and treasury management. Mr. Shaffer has over 26 years of Banking
and Lending experience in the Mahoning Valley market. Mr. Shaffer was appointed as an executive officer in 2014.

Ms. Wallace Soukenik has served as Senior Vice President and Chief Retail/Marketing Officer for Farmers Bank since November
2013. In August 2008 Ms. Wallace Soukenik joined Farmers Bank as Senior Vice President and Director of Marketing. She has 26
years of experience in the Marketing field. Prior to joining the Company, Ms. Wallace Soukenik served as the Assistant Vice
President of Marketing and Physician Relations at Trumbull Memorial Hospital, where she managed a $14 million endowment, a $1.5
million marketing budget and all physician contracts. She was appointed as an executive officer in 2012.

Mr. VanSickle is a Senior Vice President and Chief Risk Officer of Farmers National Bank. Mr. VanSickle joined Farmers National
Bank as part of the merger with First National Bank of Orrville in June of 2015. Prior to the merger Mr. VanSickle served as the
Chief Financial Officer of First National Bank of Orrville and brings more than 20 years of experience as a financial executive.

Mr. Witmer is the Senior Executive Vice President and Chief Banking Officer of Farmers National Bank. Mr. Witmer joined Farmers
National Bank as part of the merger with First National Bank of Orrville in June of 2015. Prior to the merger Mr. Witmer served as
the Chief Executive Officer of First National Bank of Orrville. Mr. Witmer has more than 25 years of leadership, community banking
and lending experience.

Compliance with Section 16(a) of the Securities Exchange Act of 1934, as amended.

The information required by Item 405 of Regulation S-K is incorporated herein by reference from the disclosure to be included under
the caption “Section 16(a) Beneficial Ownership Reporting Compliance” in the 2016 Proxy Statement.

Code of Business Conduct and Ethics.

The Company has adopted a Code of Business Conduct and Ethics (the “Code of Ethics”) that covers all employees, including its
principal executive, financial and accounting officers, and is posted on the Company’s website www.farmersbhankgroup.com. In the
event of any amendment to, or waiver from, a provision of the Code of Ethics that applies to its principal executive, financial or
accounting officers, the Company intends to disclose such amendment or waiver on its website.

Procedures for Recommending Directors Nominees.

Information concerning the procedures by which shareholders may recommend nominees to Farmers’ Board of Directors is
incorporated herein by reference from the information to be included under the caption “Director Nominations” in 2016 Proxy
Statement. These procedures have not materially changed from those described in Farmers’ definitive proxy materials for the 2015
Annual Meeting of Shareholders.

Audit Committee.

The information required by Items 407(d)(4) and (d)(5) of Regulation S-K is incorporated herein by reference from the disclosure to
be included under the caption “Committees of the Board of Directors — Audit Committee” in the 2016 Proxy Statement.
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Item 11. Executive Compensation.

The information required by Item 402 of Regulation S-K is incorporated herein by reference from the disclosure to be included under
the captions “Compensation Discussion and Analysis” and “Executive Compensation and Other Information” in the 2016 Proxy
Statement.

The information required by Item 407(e)(4) of Regulation S-K is incorporated herein by reference from the disclosure to be included
under the caption “Compensation Committee Interlocks and Insider Participation” in the 2016 Proxy Statement.

The information required by Item 407(e)(5) of Regulation S-K is incorporated herein by reference from the disclosure to be included
under the caption “The Compensation Committee Report” in the 2016 Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.
The information required by Item 201(d) of Regulation S-K is incorporated herein by reference from the disclosure included under the
caption “Equity Compensation Plan Information” in the 2016 Proxy Statement of the Company.

The information required by Item 403 of Regulation S-K is incorporated herein by reference from the disclosure included under the
caption “Beneficial Ownership of Management and Certain Beneficial Owners” in the 2016 Proxy Statement of the Company.

Item 13. Certain Relationships and Related Transactions and Director Independence.
The information required by Item 404 of Regulation S-K is incorporated herein by reference from the disclosure to be included under
the caption “Certain Relationships and Related Transactions” in the 2016 Proxy Statement.

The information required by Item 407(a) of Regulation S-K is incorporated herein by reference from the disclosure to be included
under the caption “The Board of Directors — Independence” in the 2016 Proxy Statement.

Item 14. Principal Accountant Fees and Services.

The information required by this Item 14 is incorporated herein by reference from the disclosure to be included under the captions
“Independent Registered Public Accounting Firm Fees” and “Pre-Approval of Fees” in the 2016 Proxy Statement.

PART IV

Item 15. Exhibits, Financial Statement Schedules.

(a) (1) Financial Statements

Item 8 Reference is made to the Consolidated Financial Statements included in Item 8 of Part 11 herein.

(2) Financial Statement Schedules
No financial statement schedules are presented because they are not applicable.
(3) Exhibits

The exhibits filed or incorporated by reference as a part of this Annual Report on Form 10-K are listed in the
Exhibit Index, which follows the signature page and is incorporated herein by reference.

(b) Exhibits
The exhibits filed or incorporated by reference as a part of this Annual Report on Form 10-K are listed in the
Exhibit Index, which follows the signature page and is incorporated herein by reference.

(c) Financial Statement Schedules

See subparagraph (a)(2) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934, the Company has duly caused this
report to be signed on its behalf by the under signed, thereunto duly authorized.

FARMERS NATIONAL BANC CORP.

By /s/ Kevin J. Helmick

Kevin J. Helmick, President and Chief Executive
Officer

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/ Kevin J. Helmick President, Chief Executive Officer and Director March 10, 2016
Kevin J. Helmick (Principal Executive Officer)

/sl Carl D. Culp Executive Vice President, Secretary and Treasurer March 10, 2016
Carl D. Culp (Principal Financial Officer)

/s/ Joseph W. Sabat Controller March 10, 2016
Joseph W. Sabat (Principal Accounting Officer)

/s/ Gregory C. Bestic* Director March 10, 2016
Gregory C. Bestic

/s/ Anne Frederick Crawford* Director March 10, 2016
Anne Frederick Crawford

/s/ Lance J. Ciroli* Chairman of the Board March 10, 2016
Lance J. Ciroli

/s/ Ralph D. Macali* Director March 10, 2016
Ralph D. Macali

/s/ Terry A. Moore* Director March 10, 2016
Terry A. Moore

/s/ David Z. Paull* Director March 10, 2016
David Z. Paull

/sl Earl R. Scott* Director March 10, 2016
Earl R. Scott

/s/ James R. Smail* Director March 10, 2016
James R. Smail

/sl Gregg Strollo* Director March 10, 2016
Gregg Strollo

/s/ Howard J. Wenger* Director March 10, 2016

Howard J. Wenger
* The above-named directors and officers of the Registrant sign this Annual Report on Form 10-K by Kevin J. Helmick and Carl D.

Culp, their attorney-in-fact, pursuant to Powers of Attorney signed by the above-named directors and officers, which Powers of
Attorney are filed with this Annual Report on Form 10-K as exhibits, in the capacities indicated.
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By

/s/ Kevin J. Helmick

Kevin J. Helmick
President, Chief Executive Officer and Director
(Principal Executive Officer)

/sl Carl D. Culp

Carl D. Culp
Executive Vice President, Secretary and Treasurer
(Principal Financial Officer)
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INDEX TO EXHIBITS

The following exhibits are filed or incorporated by reference as part of this Annual Report on Form 10-K:

Exhibit
Number Description
31 Articles of Incorporation of Farmers National Banc Corp., as amended (incorporated by reference from Exhibit 4.1 to
Farmers’ Registration Statement on Form S-3 filed with the Commission on October 3, 2001 (File No. 333-70806), and
by reference from Exhibit 3.1 to Farmers’ Current Report on Form 8-K filed with the commission on May 1, 2013).
3.2 Amended Code of Regulations of Farmers National Banc Corp. (incorporated by reference from Exhibit 3.2 to Farmers’
Quarterly Report on Form 10-Q for the fiscal quarter ended June 30, 2011 filed with the Commission on August 9,
2011).
10.1 Agreement and Plan of Merger by and between National Bancshares Corporation and Farmers National Banc Corp.,
dated as of January 27, 2015 (incorporated by reference from Exhibit 2.1 to Farmers’ Current Report on Form 8-K filed
with the Commission on January 27, 2015).
10.2 Agreement and Plan of Merger by and among Tri-State 1+ Banc, Inc., Farmers National Banc Corp. and FMNB Merger
Subsidiary, LLC, dated as of June 23, 2015 (incorporated by reference from Exhibit 2.1 to the Company’s Current
Report on Form 8-K filed with the Commission on June 29, 2015).

10.3* Farmers National Banc Corp. 2012 Equity Incentive Plan (incorporated by reference from Exhibit 10.1 to Farmers’
Quarterly Report on Form 10-Q for the quarter ended June 30, 2012 filed with the Commission on August 8, 2012).

10.4* Farmers National Banc Corp. Cash Incentive Plan (incorporated by reference from Exhibit 10.1 to Farmers” Current
Report on Form 8-K filed with the Commission on June 24, 2011).

10.5* Farmers National Banc Corp. Long-Term Incentive Plan (incorporated by reference from Exhibit 10.1 to Farmers’
Current Report on Form 8-K filed with the Commission on June 29, 2011).

10.6* Farmers National Banc Corp. Nonqualified Deferred Compensation Plan (incorporated by reference from Exhibit 10.1 to
Farmers’ Current Report on Form 8-K filed with the Commission on February 3, 2015).

10.7* Farmers National Banc Corp. Form of 2012 Award Agreement under Long-Term Incentive Plan (incorporated by
reference from Exhibit 10.6 to Farmers’ Annual Report on Form 10-K for the year ended December 31, 2012 filed with
the Commission on March 13, 2013).

10.8* Farmers National Banc Corp. Form of 2013 Award Agreement under Long-Term Incentive Plan (incorporated by
reference from Exhibit 10.5 to Farmers” Annual Report on Form 10-K for the year ended December 31, 2013 filed with
the Commission on March 13, 2014).

10.9* Farmers National Banc Corp. Form of Cash Long-Term Incentive Award Agreement under Long-Term Incentive Plan
(filed herewith).

10.10* Farmers National Banc Corp. Form of Equity Long-Term Incentive Award Agreement under 2012 Equity Incentive Plan
(filed herewith).

10.11* Farmers National Banc Corp. Form of Notice of Grant and Restricted Stock Award Agreement under 2012 Equity
Incentive Plan (incorporated by reference from Exhibit 10.1 to Farmers’ Quarterly Report on Form 10-Q filed with the
Commission on November 9, 2015).

10.12* Nonemployee Director Compensation (filed herewith).

10.13* Farmers National Banc Corp. Form of Indemnification Agreement (incorporated by reference from Exhibit 10.1 to
Farmers’ Current Report on Form 8-K filed with the Commission on April 29, 2011).

10.14* Farmers National Banc Corp. Executive Separation Policy (incorporated by reference from Exhibit 10.2 to Farmers’
Quarterly Report on Form 10-Q filed with the Commission on November 9, 2015).

10.15* Change in Control Agreement with Kevin J. Helmick (incorporated by reference from Exhibit 10.2 to Farmers’ Current
Report on Form 8-K filed with the Commission on November 14, 2013).

10.16* Form of Change in Control Agreements for Executive Officers (incorporated by reference from Exhibit 10.3 to Farmers’

Current Report on Form 8-K filed with the Commission on November 14, 2013).
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Exhibit

Number Description
21 Subsidiaries of Farmers (filed herewith).
23 Consent of Independent Registered Public Accounting Firm (filed herewith).
24 Powers of Attorney of Directors and Executive Officers (filed herewith).
31.1 Rule 13a-14(a)/15d-14(a) Certification of Kevin J. Helmick, President and Chief Executive Officer of Farmers (principal
executive officer)(filed herewith).
31.2 Rule 13a-14(a)/15d-14(a) Certification of Carl D. Culp, Executive Vice President and Treasurer of Farmers (principal
financial officer) (filed herewith).
32.1 Certification pursuant to 18 U.S.C. Section 1350 of Kevin J. Helmick, President and Chief Executive Officer of Farmers
(principal executive officer) (filed herewith).
32.2 Certification pursuant to 18 U.S.C. Section 1350 of Carl D. Culp, Executive Vice President and Treasurer of Farmers
(principal financial officer) (filed herewith).
101.INS  XBRL Instance Document (filed herewith).
101.SCH  XBRL Taxonomy Extension Schema Document (filed herewith).
101.CAL  XBRL Taxonomy Extension Calculation Linkbase Document (filed herewith).
101.LAB  XBRL Taxonomy Extension Label Linkbase Document (filed herewith).
101.PRE  XBRL Taxonomy Extension Presentation Linkbase Document (filed herewith).
101.DEF  XBRL Taxonomy Extension Definition Linkbase Document (filed herewith).

* Constitutes a management contract or compensatory plan or arrangement.

Copies of any exhibits will be furnished to shareholders upon written request. Request should be directed to Carl D. Culp, Executive
Vice President and Treasurer, Farmers National Banc Corp., 20 S. Broad Street, Canfield, Ohio 44406.
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Investor Information

Corporate Headquarters:

Farmers National Banc Corp.

20 South Broad Street, P.O. Box 555
Canfield, OH 44406.

Phone 330-533-3341

Toll Free 1-888-988-3276

Website: www.farmersbankgroup.com

Dividend Payments: Subject to the approval of the
Board of Directors, quarterly cash dividends are
customarily payable on or about the 30th day of
March, June, September and December.

Transfer Agent: Computershare Investor Services
P.0. Box 30170 College Station, TX 77842

Dividend Reinvestment Plan (DRIP): Registered
shareholders can purchase additional common
shares through Farmers’ Dividend Reinvestment Plan.
Participation is voluntary and allows for automatic
reinvestment of cash dividends and the safekeeping
of share certificates. To obtain a prospectus, contact
the Computershare Investor Services at 877-581-5548

Direct Deposit of Cash Dividends: The direct
deposit program, which is offered at no charge,
provides for automatic deposit of quarterly dividends
directly to a checking or savings account. For
information regarding this program, please contact
the Computershare Investor Services at 877-581-5548

Annual Report on Form 10-K: A copy of the Annual
Report on Form 10-K filed with the Securities and
Exchange Commission will be provided to any
shareholder on request to the attention: Mr. Carl D.
Culp, Farmers National Banc Corp., 20 South Broad
Street, P.O. Box 555 Canfield, OH 44406

Common Stock Listing and Information as to
Stock Prices and Dividends:

The Company’s common shares trade on the
NASDAQ Capital Market under the symbol FMNB.
Set forth in the accompanying table are per share
prices at which common shares have actually been
purchased and sold in transactions during the
periods indicated, to the knowledge of the Company.
Also included in the table are dividends per share
paid on the outstanding Company’s common shares
and any shares dividends paid. As of December 31,
2015, there were 26,944,285 shares outstanding and
3,632 shareholders of record of common shares.

MARKET AND DIVIDEND SUMMARY

Quarter Ending High Low Dividend
March 2015 $8.45 $7.09 $0.03
June 2015 $8.44 $7.95 $0.03
September 2015 $8.75 $7.86 $0.03
December 2015 $8.70 $7.60 $0.03
March 2014 $7.75 $6.53 $0.03
June 2014 $7.89 $7.35 $0.03
September 2014 $8.71 $7.10 $0.03
December 2014 $8.68 $7.40 $0.03

The following graph compares the cumulative five year total return
to shareholders on Farmers National Banc Corp.’s common shares
relative to the cumulative total returns of the NASDAQ Composite
index, the NASDAQ Bank index and the SNL Micro Cap Bank
index. The graph assumes that the value of the investment in the
Company’ common shares and in each of the indexes (including
reinvestment of dividends) was $100 on 12/31/2010 and tracks
it through 12/31/2015.

Total Return Performance

—+—Farmers National Banc Corp. /

250 —8—NASDAQ Composite

280

—#— NASDAQ Bank

220 1 —e— SN Microcap Bank Index //
190 4
160 1 /%

100

Index Value

70
12/31/10 12/31/11 12/31/12 12/31/13 12/31/14 12/31/15

Period Ending

Index 12/31/10 |12/31/11 | 12/31/12 |12/31/13 |12/31/14 |12/31/15
Farmers National Banc Corp. ~ 100.00 140.36 181.05  194.96 252.41  263.81
NASDAQ Composite 100.00 99.21 116.82  163.75 188.03  201.40
NASDAQ Bank 100.00 89.50 106.23  150.55 157.95 171.92
SNL Microcap Bank Index 100.00 95.11 120.19  155.07 17586  195.56

The stock price performance included in this graph is not necessarily indicative
of future stock price performance.
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Farmers National Banc Corp.
20 South Broad Street

P.O. Box 555

Canfield, Ohio 44406
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