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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
subsidiaries, Farmers National Insurance, LLC, and Bowers Insurance Agency, LLC. 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 two (2) 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.

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 Farmers’ 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, 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 provision 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.



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

2016

$20,557
1.07%
9.72%
4,324

$0.76
0.76
7.88

$1,966,113
1,819,455
1,524,756
1,416,783
213,216

27,048

Annual Meeting Notice

2015

$8,055
0.54%
4.97%

2,683

$0.36
0.36
7.35

$1,869,902
1,735,843
1,409,047
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

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 20, 2017.
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Earned Wisdom: Take the Stairs, Not the Elevator

President’s Letter to Shareholders

Fellow Shareholders,
As | consider the
record-breaking
and productive year
Farmers National Bank
experienced in 2016,
| recall the saying,
“There’s no elevator to
success. You have to
take the stairs.”

Certainly, in 2016 your company realized
considerable and unprecedented success.
We had a record year for net income,
ascended to number 32 out of 348 institutions
in the NASDAQ Bank Index, and were
welcomed into the esteemed Russell 2000
Index for small-cap companies.

Still, this is not a reflection of one year's effort,
but of long-term strategy and the sustained
year-over-year excellence of our valued
employees. Indeed, our current and future
success rests on our continuing ability to pair
and balance emerging growth opportunities
with our time-proven principles of sound
execution and fiscal conservatism.

Let's look together now at how a balanced
combination of these ingredients led to a
highly successful 2016 and a strong outlook
moving forward.

Proven Acquirer

Acquisitions have been an important
component of Farmers’ recent growth
strategy. Farmers has built a strong team of
executives with the experience and know-how
to successfully identify, close, and integrate
acquisitions. Over the past 24 months, we
have acquired two community banks, National
Bancshares and Tri-State 1st Banc, and an
insurance agency, The Bowers Group. | am
pleased to report the financial and operating
benefits of these acquisitions exceeded our
initial expectations.

Over the past two years, we have focused
on successfully integrating these operations
into our business and digesting the rapid
expansion these acquisitions created. We
continue to look for attractive opportunities in
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our markets, but remain focused and patient
in our approach.

Creating Shareholder Value by Executing
our Growth-Oriented Business Plan

| am extremely proud to share that for 2016
our stock price was up 65%, which is our best
annual performance over the past 10 years.
The 65% increase in our stock price during
2016 translated into a 66% increase in our
market capitalization, which helped qualify
Farmers to enter the Russell 2000® Index
on June 27, 2016. Inclusion in the Russell
2000® further increases our exposure to
investors and the financial community and
represents another important milestone. As
a result, Farmers, is now a member of 55
indices according to Bloomberg Financial,
which helps improve our liquidity and access
to passive investment funds like ETFs.

Record Earnings

We are happy to report a record year in net
income, which has been achieved through our
successful integration of recent mergers, 10%
organic loan growth in 2016, and continued
focus on increasing noninterest income and
careful management of noninterest expenses.
Net income for 2016 was $20.557 million or
$0.76 per diluted share, which is 155% higher
than 2015 net income of $8.1 million or $0.36
per diluted share. In February 2017, the
Board of Directors approved a 25% increase
to the company’s quarterly dividend. This is
the second increase to Farmers’ dividend in
two years, reflecting the company’s strong
financial results. We are pleased with these
record financial results and look forward to
the opportunity for continued growth.

Loan Growth

We are pleased with our ability to maintain
robust levels of growth in our loan portfolio
throughout 2016, while continuing to adhere
to our conservative credit principles.

In 2016, Farmers grew all loans by over 10%
while at the same time benefitting from a
decrease in past due loans as a percentage
of total loans and a decline in non-performing
loans as a percentage of past due loans.

Over the past two years, we have achieved
significant organic growth in a variety of loan
types, including commercial and commercial
real estate, residential real estate, agricultural
and farmland and indirect, as well as our Small
Business Express program which allows
commercial borrowers to receive a decision
and closing the same day as application.

Mortgage banking activities continued to
expand in 2016 and remains a significant
component of noninterest income. Farmers
opened a loan production office led by a
long time mortgage industry leader in Beaver
County PA with plans to add a commercial
lendertherein 2017. The mortgage department
added experienced lenders in Stark County
as well as Jefferson County while rolling out
anew mobile app which allows home buyers
to submit their information.

Farmers has been able to maintain the
momentum we have built over the past few
years. The growth in the portfolio reflects our
commitment to community banking values as
we meet the financing needs of our customers
throughout our market area. We are optimistic
for loan demand in 2017 as our loan pipeline
remained elevated at the end of the year.

The famed inventor Alexander Graham
Bell once remarked, “Before anything else,
preparation is the key to success.”

Accordingly, your company is in a continual
state of preparation: for the next significant
or subtle shift in the marketplace, the next
challenge, and the next properly vetted
opportunity to increase the value of your
company.

In sum, Farmers National Banc Corp is
prepared to advance our case as a best
example of the irreplaceable value of
community based, small business driven
banking for the 21st Century.

K 3 /LA

Kevin J. Helmick
President & Chief Executive Officer
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Top Row from Left to Right: Ralph D. Macali, Gregory C. Bestic, Terry A. Moore, Earl R. Scott, Bavid Z: Paull, Gregg Strollo and
Anne Frederick Crawford Bottom Row from Left to Right: James R. Smail, Lance J. Ciroli, Kevin' J! Helmick and Howard J. Wenger

Board of Directors

Lance J. Ciroli *5

Chairman of the Board

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

James R. Smail 4°

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, FACFEI

Principal with Schroedel, Scullin & Bestic,
LLC - Certified Public Accountants and
Strategic Advisors

Anne Frederick Crawford 23
Attorney-at-Law
Self-employed/Sole Proprietor

Kevin J. Helmick®
President and Chief Executive Officer
Farmers National Bank

Ralph D. Macali '3
Vice President of Palmer J. Macali, Inc.
Partner in P.M.R.P. Partnership

Terry A. Moore 235
Managing Director of Krugliak, Wilkins,
Griffiths and Dougherty

David Z. Paull 2*

Retired Vice President, Human Resources
Operations and Labor Relations, RTI
International Metals, Inc.

Earl R. Scott '*
Certified Public Accountant (CPA) and
Principal, Packer Thomas

Gregg Strollo *-*
Partner, Architect and President,
Strollo Architects

Howard J. Wenger 22

President and CEO,

Wenger Excavating Inc., Northstar Asphatlt,
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,

Senior Executive Vice President, Secretary & Treasurer

Management Team and Board of Directors

Kevin J. Helmick, Mark Witmer,
President and Chief Senior Executive
Executive Officer Vice President and

Farmers National Bank Chief Banking Officer
Farmers National Bank

Carl D. Culp,

Senior Executive

Vice President,
Cashier and Chief
Financial Officer
Farmers National Bank

Mark L. Graham, Amber Wallace, Joseph Gerzina,
Executive Vice Executive Vice President, Senior Vice President,
President, Chief Chief Retail and Chief Lending Officer,
Credit Officer Marketing Officer Regional President

Farmers National Bank Farmers National Bank West Region

Farmers National Bank

Brian E. Jackson,
Senior Vice President,
Chief Information Officer
Farmers National Bank

Mark Nicastro,

Senior Vice President,
Director of Human
Resources

Farmers National Bank

Timothy Shaffer,
Senior Vice President,
Regional President,
East Region

Farmers National Bank

Wealth Management Executive Officers

Joseph J. DePascale,
CPA, CFP®, AIFA®,
CMFS, President
Farmers Trust Company

William Hanshaw, Esq.,
Executive V.P. & Secretary
Farmers Trust Company

Daniel A. Cvercko,

Senior Vice President
Farmers National Investments
Farmers National Insurance

James VanSickle,
Senior Vice President,
Chief Risk Officer
Farmers National Bank

Aubrey Christ,
President
National Associates
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PART1

Item 1. Business.
General

Farmers National Banc Corp.

99 < 9 <

Farmers National Banc Corp. (the “Company,” “Farmers,” “we,” “our” or “us”), is a financial holding
company and was organized as a one-bank holding company in 1983 under the laws of the State of Ohio and
registered under the Bank Holding Company Act of 1956, as amended (the “BHCA”). Amendments to the BHCA
in 1999, allowed for a bank holding company to declare itself a financial holding company and thereby engage in
financial activities, including securities underwriting and dealing, insurance agency and underwriting activities, and
merchant banking activities. The Company made the declaration to become a financial holding company in 2016.
For a bank holding company to be eligible to declare itself a financial holding company, all of the depository
institution subsidiaries must be well-capitalized and well-managed and have satisfactory or better ratings under the
Community Reinvestment Act. 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”), National Associates, Inc. (“NAI”) and Farmers National Captive, Inc. (“Captive”). 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 441 full-time equivalent
employees at December 31, 2016.

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, 2016, 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 two locations 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 2016, 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

During 2009, the Company acquired the Farmers Trust Company which 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 three offices located in Boardman, Canton and Howland, Ohio.

National Associates, Inc.

National Associates, Inc. of Cleveland, Ohio has been a part of the Company since the 2013 acquisition. The
acquisition was part of the Company’s plan to increase the levels of noninterest income and to complement the
existing retirement services that were already being offered through the Trust company. NAI operates from its
office located in Rocky River, Ohio.

Farmers National Captive, Inc.

Farmers National Captive, Inc. was formed during 2016 and is a wholly-owned insurance subsidiary of the
Company that provides property and casualty insurance coverage to the Company and its subsidiaries. The Captive
pools resources with thirteen other similar insurance company subsidiaries of financial institutions to spread a
limited amount of risk among themselves and to provide insurance where not currently available or economically
feasible in today’s insurance market place. The Captive does not account for a material portion of the revenue and,
therefore, will not be discussed individually, but as part of the Company.

Farmers National Insurance, LLC

Farmers Insurance was formed during 2009 and offers a variety of insurance products through licensed
representatives. During 2016 the Bank completed the acquisition of the Bowers Insurance Agency, Inc. (“Bowers”).
The transaction involved both cash and stock. All activity has been merged into Insurance. 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 financial 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.

Regulatory Agencies

Financial Holding Company. Farmers elected to be a financial holding company. A bank holding company
may elect to become a financial holding company if each of its subsidiary banks is well capitalized under the prompt
corrective action regulations of the FDIC, is well managed, and has at least a satisfactory rating under the
Community Reinvestment Act of 1977 (the "CRA"). Financial holding companies may engage in activities that are
financial in nature, including affiliating with securities firms and insurance companies, which are not otherwise
permissible for a bank holding company.

As a financial 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 financial and 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
thereunder. 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 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 - Basel 111

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 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 final rule:

o 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.

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

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

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

o Establishes a minimum leverage ratio requirement of 4%.

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

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

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

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

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.

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.

Financial Holding Company Regulation

As a financial holding company, Farmers’ activities are subject to extensive regulation by the Federal Reserve
Board under the BHCA. Generally, in addition to the BHCA limits of banking, managing or controlling banks and
other activities that the Federal Reserve Board has determined to be closely related to banking, financial holding
company activities may include securities underwriting and dealing, insurance agency and underwriting activities
and merchant banking activities. Under Federal Reserve Board policy, a financial holding company is expected to
serve as a source of financial and managerial strength to each subsidiary and to commit resources to support those
subsidiaries. Under this policy, the Federal Reserve Board may require the company to contribute additional capital
to an undercapitalized subsidiary 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 elected to
become a financial holding company during 2016.

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 financial 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% 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 I1I”’) became
effective for the Company and the Bank on January 1, 2015. The Basel III 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 III 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 I1I Rules.

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

Basel III 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 I1I 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 III 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 began being phased in on 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 III 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 III 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 (the “CCB”) (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 CCB (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 CCB (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 III 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 CET1.

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

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

o 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

o 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 III framework as a final framework, the Basel Commiittee is considering
further amendments to Basel 111, including imposition of additional capital surcharges on globally systemically important
financial institutions. In addition to Basel III, 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 III 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 exempts 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.
The general insurance limit is $250,000 per separately insured depositor. This insurance is backed by the full faith
and credit of the United States Government. 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.

The FDIC assesses a quarterly deposit insurance premiums on each insured institution based on risk
characteristics of the institution and may also impose special assessments in emergency situations. The premiums
fund the Deposit Insurance Fund ("DIF"). Pursuant to the Dodd-Frank Act, the FDIC has established 2.0% as the
designated reserve ratio ("DRR"), which is the amount in the DIF as a percentage of all DIF insured deposits. In



March 2016, the FDIC adopted final rules designed to meet the statutory minimum DRR of 1.35% by September 30,
2010, the deadline imposed by the Dodd-Frank Act. The Dodd-Frank Act requires the FDIC to offset the effect on
institutions with assets of less than $10 billion of the increase in the statutory minimum DRR to 1.35% from the
former statutory minimum of 1.15%. Although the FDIC's new rules reduced assessment rates on all banks, they
imposed a surcharge on banks with assets of $10 billion or more to be paid until the DRR reaches 1.35%. The rules
also provide assessment credits to banks with assets of less than $1 billion for the portion of their assessments that
contribute to the increase of the DRR to 1.35%. The rules further changed the method of determining risk-based
assessment rates for established banks with less than $10 billion in assets to better ensure that banks taking on
greater risks pay more for deposit insurance than banks that take on less risk.

In addition, all FDIC-insured institutions are required to pay assessments to fund interest payments on bonds
issued by the Financing Corporation, which was established by the government to recapitalize a predecessor to the
DIF. These assessments will continue until the Financing Corporation bonds mature in 2019.

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.
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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
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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 initially issued jointly proposed rules on incentive-based
compensation arrangements under applicable provisions of the Dodd-Frank Act (the “First Proposed Rules”). The
First 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.

In May 2016, the federal bank regulatory agencies issued a second joint notice of proposed rules (the “Second
Proposed Joint Rules”) likewise designed to prohibit incentive-based compensation arrangements that encourage
inappropriate risks at financial institutions. The Second Proposed Joint Rules would also apply to covered financial
institutions with total assets of $1 billion or more, but the rules would differ for each of three categories of financial
Institutions:

° Level 1 — institutions with assets of $250 billion or more;
° Level 2 — institutions with assets of at least $50 billion and less than $250 billion; and
. Level 3 — institutions with assets of at least $1 billion and less than $50 billion.

Farmers would be a Level 3 institution. Some of the requirements would apply only to Level 1 and Level 2
institutions. For all covered institutions, including Level 3 institutions, the proposed rules would:

o prohibit incentive-based compensation arrangements that are “excessive” or “could lead to
material financial loss;”

. require incentive based compensation that is consistent with a balance of risk and reward,
effective management and control of risk, and effective governance; and

o require board oversight, recordkeeping and disclosure to the appropriate regulatory agency.

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.

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.
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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. 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. The recent election of a new U.S. President may result
in substantial, unpredictable changes, positive or negative, in economic and political conditions in the U.S. and
globally. 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.

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
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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.

We have significant exposure to risks associated with commercial real estate and residential real estate.

As of December 31, 2016, approximately 55.1% 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.
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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. Delinquencies, charge-offs and repossessions of vehicles in this
portfolio are always concerns. If the economy turns for the worse, we may 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, 2016, approximately 14.5% 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.

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 97.0% of total deposits at December 31, 2016.
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 $128 million at December 31, 2016. An
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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 and Bowers in 2016. 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.
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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.

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
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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.

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 financial 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.
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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. This could be realized during the current presidential administration if a
change is made to reduce the corporate tax rate. If the rate is lowered during the current year and not made retroactive
the deferred asset now recorded would need to be adjusted through the income statement during the current period.

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.
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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.

Even a reduction in regulatory restrictions could adversely affect our operations and our shareholders if less
restrictive regulation increases competition within the industry generally or within our markets.

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 as mentioned in the above risk discussion concerning deferred tax assets. The federal corporate
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tax rate could be reduced which in turn could harm the current periods earnings. 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.

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 Amended 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 ......c.cccceeueeee 40 & 46 S. Broad St., Canfield, Ohio
Austintown Office.................. 22 N. Niles-Canfield Rd., Youngstown, Ohio
Lake Milton Office ................ 17817 Mahoning Avenue, Lake Milton, Ohio
Cornersburg Office ................ 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 ......cccoeevvvennnnenn. 2424 East State Street, Salem, Ohio
Columbiana Office................. 340 State Rt. 14, Columbiana, Ohio
Damascus Office.................... 29053 State Rt. 62 Damascus, Ohio
Poland Office .......cccceeeuveennenne 106 McKinley Way West, Poland, Ohio
Niles Office....uuvrivivvvinrennnnnn. 1 South Main Street, Niles, Ohio
Niles Drive Up....ccccvveeveeneen. 170 East State Street, Niles, Ohio
Girard Office.....ccoovvvveeiieennns 121 North State Street, Girard, Ohio
Eastwood Office..................... 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.....cccccvvvviieennnnns 4518 Fulton Dr., Canton, Ohio
McClurg Road Office............. 42 McClurg Rd., Boardman, Ohio
Howland Office...................... 1625 Niles-Cortland Rd., Warren, Ohio
Fairlawn Office.......cccuueeeee... 2820 W. Market St., Suite 120, Akron, Ohio
Wealth Management

Building.........cccovevvveirennnne 2 S. Broad Street, Canfield, Ohio
Alliance Office...........ccuuee... 310 West State St., Alliance, Ohio
Midway Office.........cccvevennene 7227 East Lincoln Way, Apple Creek, Ohio
Dalton Office .......ccocevveeuneennn. 12 West Main St., Dalton, Ohio
Calcutta Office........ccvvenennee. 15703 State Rt. 170, Calcutta, Ohio
East Liverpool Office............. 617 Bradshaw Ave., East Liverpool, Ohio
Kidron Office.......cccceeenneeenn. 4950 Kidron Rd., Kidron, Ohio
Lisbon Office .......ccovvveeuneennns 131 East Lincoln Way, Lisbon, Ohio
Lodi Office......ccoeeeveiiriienens 106 Ainsworth, Lodi, Ohio
Massillon Office..................... 211 Lincoln Way East, Massillon, Ohio
Mayflower Office................... 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 ......cccevveuvennnen. 4885 Atlantic Dr., Seville, Ohio
Smithville Office.................... 153 East Main St., Smithville, Ohio
Burbank Road Office ............. 4192 Burbank Rd., Wooster, Ohio
Downtown Wooster Office .... 305 West Liberty Street, Wooster, Ohio
Midland Office...........ccu....... 629 Midland Ave., Midland, Pennsylvania
Beaver Lending Office........... 501 3" Street, Beaver, Pennsylvania
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The Bank owns all locations except the Colonial Plaza, Canton, Alliance, East Liverpool, Fairlawn, Downtown
Wooster and the Beaver Lending office, which are leased.

Farmers Trust Company Property

Farmers Trust Company operates from four locations owned and leased by the Bank:

Boardman Office.................. 42 McClurg Rd., Boardman, Ohio
Howland Office.................... 1625 Niles-Cortland Rd., Warren, Ohio
Canton Office.......ccccovvnnnnen 4518 Fulton Dr. NW, Canton, Ohio

Downtown Wooster Office .. 305 West Liberty St., Wooster, Ohio

The bank owns the Boardman and Howland offices and leases space to the Trust Company. The Canton and
Wooster locations are leased from third parties.

Farmers National Insurance, LLC Property

Farmers National Insurance operates from two locations which are owned by the Bank:

Wealth Management
Building........ccceeveruvennene 2 S. Broad Street, Canfield, Ohio
Bowers Group Building......... 339 North High Street, Cortland, Ohio

National Associates, Inc. Property

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

Rocky River Office ............. 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 27,047,664 common shares outstanding and approximately 3,546 holders of record of common shares at March
1,2017. 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 II,
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 2016 2016 2016 2016
High oo $ 9.03 § 9.68 § 11.82 § 15.50
LOW ottt $ 8.00 § 854 $ 8.66 § 9.98
Cash dividends paid per share .............cccoeveurnenee. $ 004 $ 004 $ 004 $ 0.04

March 31, June 30, September 30, December 31,
Quarter Ended 2015 2015 2015 2015
High oo $ 845 $ 844 $ 875 $ 8.70
LOW ettt $ 7.09 $ 795 $ 7.86 $ 7.60
Cash dividends paid per share ............c.ccoceveevennenne. $ 0.03 § 0.03 § 0.03 § 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 2016, 2015 and 2014
the Company repurchased 19,900 shares, 26,800 shares and 372,368 shares of its common stock, respectively.

The following table summarizes the treasury stock activity under the program during the year ended

December 31, 2016.

Total
Number Maximum
of Shares Number of
Purchased as Shares that
Total Average Part of May Yet be
Number Price Publicly Purchased
of Shares Paid per Announced Under the
2016 Purchased Share Program Program
Beginning balance .............ccoecvevieviieniieciieiieieeenns 654,234 265,766
January 1-31 oo 4,700 $ 8.00 4,700 261,066
February 1-29 ...cocooviiiiniiniiiinceiecccneeee 4,100 8.25 4,100 256,966
March 1-31 .o 11,100 8.62 11,100 245,866
Ending balance...........ccoceeeieiiiiiiiieieeeee, 19900 $ 8.40 674,134 245,866

24



Item 6. Selected Financial Data.

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

For the Years Ending December 31, 2016 2015 2014 2013 2012
Summary of Earnings
Total Interest and Dividend Income

(including fees on loans) ...........ccceeneee..e. $ 72,498 $ 53,827 $ 40915 $ 40959 § 43,110
Total Interest EXpense..........ccoecvevvenevennnnne 4,378 4,090 4,579 5,063 6,212
Net Interest Income .........c.cccvevvvecieeienenennen. 68,120 49,737 36,336 35,896 36,898
Provision for Loan Losses.........c....ccoun...... 3,870 3,510 1,880 1,290 725
Noninterest Income (1).......cccveeveeverenenen. 23,244 18,306 15,303 13,914 12,578
Noninterest EXpense.........cccceevevveecvernennen. 59,452 53,979 38,162 39,057 35,764
Income Before Income Taxes.................... 28,042 10,554 11,597 9,463 12,987
Income Taxes .....oooouvveveieeiiiiiieeeeeeeeeeeines 7,485 2,499 2,632 1,683 3,055
NET INCOME .....cooooiiiiiieeeceeee $§ 20,557 § 8,055 $ 8,965 $ 7,780 $ 9,932

Per Share Data
Basic earnings per share............c...ccon...... $ 076 $ 036 $ 048 $ 041 $ 0.53
Diluted earnings per share.........c..ccccceee.e 0.76 0.36 0.48 0.41 0.53
Cash Dividends Paid .........cccceoeirnrnennene 0.16 0.12 0.12 0.12 0.18
Book Value at Year-End ...........ccccovvnnee. 7.88 7.35 6.71 6.02 6.43
Tangible Book Value (2).......cccccevveinene 6.21 5.76 6.23 5.47 6.11
Balances at Year-End
Total ASSELS....c.eeeeuieeeienienenencseneeeeene $1,966,113 §$1,869,902 $1,136,967 $1,137,326 $1,139,695
Earning ASSetS.......cccccvvevereervenienieeieenenne 1,819,455 1,735,843 1,074,434 1,076,073 1,082,078
Total DEPOSILS ...eeeveereererieriierieerie e 1,524,756 1,409,047 915,703 915,216 919,009
Short-Term Borrowings ...........cccceeevereenee. 198,460 225,832 59,136 81,617 79,886
Long-Term Borrowings...........ccceveueennenne 15,036 22,153 28,381 19,822 10,423
Loans Held for Sale..........ccooovuvvviiiiiiinnnnns 355 1,769 511 158 3,624
Net Loans ....eoeeeeeeeieieieeeeeeeeeeeene 1,416,783 1,287,887 656,220 623,116 578,963
Total Stockholders' Equity ........cccccceeueeniee 213,216 198,047 123,560 113,007 120,792
Average Balances
Total ASSELS....c.ceeeuiereeierienenenesieneeieeaene $1,924914 $1,482,527 $1,141,047 $1,141,770 $1,118,322
Total Stockholders' Equity ...........ccccuveneenne 211,408 162,086 120,352 116,735 118,011
Significant Ratios
Return on Average Assets (ROA)............. 1.07% 0.54% 0.79% 0.68% 0.89%
Return on Average Equity (ROE) ............. 9.72 4.97 7.45 6.66 8.42
Average Earning Assets/Average Assets .. 91.49 91.91 93.02 92.90 92.13
Average Equity/Average Assets................ 10.98 10.93 10.55 10.22 10.55
Loans/DepositS.....c.cccueeeereeecreeerieesiieeaieenens 93.63 92.04 72.50 68.91 63.83
Allowance for Loan Losses/Total Loans... 0.76 0.69 1.15 1.20 1.30
Allowance for Loan Losses/Non-Acquired

Loans .......ceeveevieeiiiiiecee e 1.03 1.08 1.15 1.20 1.30
Allowance for Loan

Losses/Nonperforming Loans ................ 132.83 85.96 89.99 83.25 93.01
Efficiency Ratio (On tax equivalent

DASIS) weveeneenieieie et 61.59 75.26 70.24 74.82 69.94
Net Interest Margin .........cecceeeveeeeneeneennen. 4.01 3.81 3.59 3.58 3.76
Dividend Payout Rate.........c.ccoceecereenenes 21.03 33.32 24.95 28.89 34.05
Tangible Common Equity Ratio (3).......... 8.75 8.50 10.17 9.11 10.12

(1) Noninterest income includes a securities impairment charge of $3 thousand for the year ended December 31,
2013
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(2) Tangible book value per share is Total Stockholders’ Equity minus goodwill and other intangible assets
divided by the number of shares outstanding.

(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, 2016, 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, 2016 2015 2014 2013 2012
Stockholders' EQUIty ......cccocvevievieieieieienieeeeeeieeeen $ 213,216 $ 198,047 $ 123,560 $ 113,007 $ 120,792
Less Goodwill and other intangibles........................ 45,154 42911 8,813 10,343 6,032
Tangible Common EqQuity..........cccoeveveievieniennenenn, $ 168,062 $ 155,136 $ 114,747 $ 102,664 $ 114,760

Reconciliation of Total Assets to Tangible Assets

December 31, 2016 2015 2014 2013 2012
TOtal ASSELS .vveeeveeeeeeeiee et $1,966,113 $1,869,902 $1,136,967 $1,137,326 $1,139,695
Less Goodwill and other intangibles........................ 45,154 42911 8,813 10,343 6,032
Tangible ASSELS......ccceeeieieieieriece st $1,920,959 $1,826,991 $1,128,154 $1,126,983 $1,133,663

Acquisitions have occurred during the five year periods represented above that makes comparability difficult. See
Note 2 — Business Combinations for additional details.

Reconciliation of Net Income, Excluding Merger Related Expenses

December 31, 2016 2015 2014 2013 2012
Income before income taxes - reported.................... $ 28,042 $ 10,554 $ 11,597 $ 9,463 $ 12,987
Merger related eXpenses .......cceeeeveereveeecveenveesiveennnenn 563 6,392 0 308 0
Income before income taxes - adjusted.................... 28,605 16,946 11,597 9,771 12,987
Income tax exXpense (4)....ccceecveerceeerveeniveenveenveennneas 7,636 4,060 2,632 1,737 3,055
Net income - adjusted ........ccceeereeirieiieneeeene 20,969 12,886 8,965 8,034 9,932
Average shares outstanding ............cccceeceeveenennenen. 27,000 22,678 18,675 18,773 18,792
EPS excluding merger related expenses .................. $ 0.78 $ 057 $ 048 $ 043 § 0.53

(4) The income tax expense change from actual income tax expense relates to the deductibility of certain merger
related expenses.

Reconciliation of Return on Average Assets and Average Equity, Excluding Merger Related Expenses

December 31, 2016 2015 2014 2013 2012
ROA excluding merger related expenses (5)............ 1.09% 0.87% 0.79% 0.70% 0.89%
ROE excluding merger related expenses (6)............ 9.92% 7.95% 7.45% 6.88% 8.42%

(5) Net income - adjusted divided by average assets

(6) Net income - adjusted divided by average equity

26



'S19SSE JOUI0 Ul PoapN[oul a1 s)1sodop YeIpIoao pue sueo[ [eniode-uoN (1)

%10'%

%6S°€ %18'¢
%8Y'¢ AR %TL'E 188°1S  § %b6'€ 669°0L $
€6L°6 TLETT 811
H9°€91 879°05T €00°8t¢
¥$°0 6LSYy 85T L8 6€°0 060t T4F'LSO°T €0 8LEY TTETSET
LY'T [543 0T 1e w7l vy 66L V¢ seT 891 988°61
90°0 9 0L8°TL 91°0 LLT 058°L0T €€0 689 SILTIT
€00 9¢ 990°LT1 91°0 Ste LST61T 170 10L TILEEE
110 99¢ 966801 110 1439 €TI°891 €10 $89 979°0%S
%191 90S'c  $  9TILIT $ %ST'T 019°T  $  TIFLIT $ %SLO SE8T  $§ v8EShT $
LYO'THTT § LTST8Y'T $ YI6'vT6'T $
SITIS 092°08 691°CTI1
(£000) 88L‘T 9LS Y
(8¢€°L) (9L6°L) (82L°6)
TOE'LT LOOTT LT6°€T
Y114 798°4C €€8°TE
0¥ 0CLTY 9Z¥ 190°T Ty 1L6°SS 985°79¢°T 9TY LLOSL LETTILT
S1°0 61 1€€TI LTO 6C $68°91 8%°0 991] 6LS €
vy 061 W8Ty LEY L8T 1959 9¢'g SIS €19°
ILY 6€8°¢ 6TS°18 4% 0ISy LY6°€01 1Ty 185°S 0SSTel
61'C W8TL €LTTES 11e €06°S 808°6LT 11e 850°S L800¥T
%L6Y 06€°TE  $  T10°T€9 $ %bLY WSy $ SIYSS6 $ %bLb LSL'S9 $  80EYPPET S
4LV ISTYAINI  9ONVIVE 4LV ISTIAINI  gONVIVE 4LV LSTIAINI  gONVIVE
AOVIHAV OVIIAV OVIIAV
vI0T S10T 9107

(e1B( 2IRyS 194 1doox0o spuesnoy] ul sjunowry Je[jod d[qeL)
S3)eY] pue SPIAIA PIIB[INY PUE SIS due[eg IZLIIAY

................................................................... ﬁmw.ﬁma 1S919UT 19N

............................................................................... Uﬁvhmm OH.&H
1SQISJUT PUE SWIOJUT JSAIANUT JON

................................................................ %Hqgﬁvm _w.HOM:Oﬁ—VﬂOOHm
.................................................................. pUE SOTIIqer [B10L
: - Kymba s10pj0oY001g
........................................................................ SonIIqerT YO
...................................................................... mwﬁmogvﬂu ﬂugﬁaug

ALINOA SYAATOHADOLS
ANV SHILI'TIIVIT
DONIAVHI-LSHTIILNINON

.............................................. sonI[Iqer SuLeag-1se1olu] [ejo],
.......................................................... mmEM\SObﬁuﬁ EHDH wao\lh
.............................................................. wwﬂﬁﬁgobon— E@“ tOQm
...................................................................... mwﬁmogow wENEQQ
- sysodap s3uiaeg
........................................................................... WH~WOQ®U UEMH

SHLLITIGVIT ONIEVHd-LSTIHLNI

.............................................................................. SJOSSY [BI0L,
................................................................... Aﬁv sjasse 1Y)
.................................................. muﬁﬁﬁouw uo mﬁimw UuN:ﬁvhﬁD
* S3SSO7 UBOT JI0J Q0UBMO[|Y
........................................................... juswdinba pue sastwa1g
.......................................................... SyUBQ WOy ANp pUB Yse)

SLASSV DNINIVINON

$)asse Jurures [ejo ],
.......................................... (B0 JOI0 PUE P[OS SPUNJ [BIOPO]
............................................................ Amv qu muﬁtﬁovm \mﬁ—a@m
.................................................... Amv ANV m@ﬁiSOOm uﬁaoxouxw,ﬁ
............................................................... ANV SONLINDJS J[qeXB],
“(§) (€) (1) sueoT
SLASSV ONINYVH

1€ I0qUIRDS(J PIPUL STBD X

27



"SO0UBMO[[BSIP SSI[ ‘04,6 ¢ JO 9Bl XB) SWIOOUI [BIOPa) [eUISIeW

© UO Paseq oJ1e sjuawisnipe 9say ] 'sonmnoas jdwoxas xe) pue sueo] 1duioxad Xe) Uo owooul 9jenbs xe) 0 opew o1om UOI[[IW ¢ [§ PUL puBsnoy} 684

Jo syuounsnipe ‘410z 10 'sonLIN0as jdwoxs xe) pue sueo[ 1dwoxd Xe) Uo owooul 9jenbs xe) 0 opew o1oMm UOI[[IWU 9'[§ PUe puesnoy) ¢85$ Jo syuswsnlpe
‘S107 104 "senumnoos 3dwoxo xe) pue sueo] 3dwoxo Xe} U0 dwooul djenbs xe) 0 opew o1oM UOI[[IW ¢'[§ PUL puesnoy} 8494 Jo syuawisnlpe ‘910z 10

"S100US 90UB[Eq POIEPI[OSUOD O} UO S}SSE JOYI0 UI PIPI[OUL ST YOIYM “Y00)S PIIOLIISAT 9pNoul SanLndes Ambyg

"A[2A1193dSAT K 10T PUB STOT “910T 10J UOI[[IU ['Z$ PUB UOI[[IU €'Z§ ‘UOI[IW G'T§ JO
uonezniowe Aq paonpai si pue ‘A[oAnoddsar ‘1oz pue 107 ‘910g 10J UOI[IW G 7§ Pue UOI[[IW ()'€$ ‘UOI[[IW 6 €$ JO SWOOUT 99] SOPN]OUI SUBO] UO }SAIIU]

*JSO0 pazZnIoWe [eo110)S1Y dFeIoAe oy} Suisn payndwios are p[oIk pue doue[eq a8eIdAY “swniuald pue sjUNOISIp pIzroweun sopnjou]

(©)
(¥)

(¢)
(@

28



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:

2016 change from 2015 2015 change from 2014
Change Change Change Change
Net Due Due Net Due Due

Change To Volume ToRate Change To Volume To Rate

Tax Equivalent Interest Income

LOANS ...t $ 18,515 § 18,415 § 100 $ 13,852 § 16,138 $ (2,286)
Taxable SeCUrities.........ccevveeereerieniesienennn. (845) (838) (7) (1,379) (1,150) (229)
Tax-exempt SECUrities......ceevvveerreerveennreenne. 1,071 1,241 (170) 671 1,056 (385)
Equity securities .........ceceeveneeneenienieneenne. 228 134 94 97 101 4)
Funds sold and other cash .............cccceueenne 137 30 107 10 7 3
Total interest iINCOME .......ccvveveeeeeeeeeeeeeeeeennnn. $19,106 § 18982 § 124 $ 13,251 § 16,152 § (2,901)
Interest Expense
Time deposits ......ccceevverenerenereeieienienenn $§ (776) % 206 $ (982)$ (896) $ 166 $ (1,062)
Savings deposits .......cccveveeeeverienieriieieennns 151 83 68 68 67 1
Demand deposits ........ccceeeveeeeervenienieeieene 356 180 176 309 26 283
Short term borrowings...........ccceeevveveeenennen. 512 170 342 131 22 109
Long term borrowings..........ccoeceevvereeennene. 44 (182) 226 (101) 335 (436)
Total interest EXPense ..........ecvvevereerveesvervennens $§ 287 % 457 $  (170)$  (489) $ 616 § (1,105)

Increase (decrease) in tax equivalent
net interest iNCOME .........euevrverecrrereerirreeennnes $ 18,819 § 18,525 § 294 $13,740 § 15,536 $ (1,796)

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 2016, 2015 and 2014. 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.
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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;

. business conditions in the banking industry;

. the regulatory environment;

. fluctuations in interest rates;

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

o rapidly changing technology and evolving banking industry standards;

o competitive factors, including increased competition with regional and national financial
institutions;

. new service and product offerings by competitors and price pressures; and

o 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, 2016 and 2015.

The Company’s net income totaled $20.6 million during 2016, compared to $8.1 million for 2015. On a per
share basis, diluted earnings per share were $0.76 as compared to $0.36 diluted earnings per share for 2015.
Excluding expenses related to acquisition activities, net income for 2016 would have been $21.0 million, or $0.78
per share, compared to $12.9 million or $0.57 per share in 2015. Common comparative ratios for results of
operations include the return on average assets and return on average stockholders’ equity. For 2016, the return on
average equity was 9.72%, compared to 4.97% for 2015. The return on average assets was 1.07 % for 2016 and
0.54% for 2015. The annualized return on average assets and return on average equity excluding merger related
expenses were 1.09% and 9.92% in 2016, compared to 0.87% and 7.95% in 2015, respectively.

The results for 2016 included $73 thousand in gains on sales of securities, compared to $94 thousand in 2015.
In addition, 2016 results include $238 thousand in gains from the sale of land and buildings.

On June 1, 2016, the Bank completed the acquisition of Bowers, and merged Bowers with Insurance, the
Bank’s wholly-owned insurance agency subsidiary. Bowers will continue to operate out of its Cortland, Ohio
location and will enhance the Company’s current product lineup, and offer broader options of commercial, farm,
home, and auto property/casualty insurance carriers to meet all the needs of all the Company’s customers. The
transaction involved both cash and 123,280 shares of stock totaling $3.2 million, including up to $1.2 million of
future payments, contingent upon Bowers meeting performance targets. Goodwill of $1.8 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 was determined not to be deductible for income tax purposes. The
fair value of other intangible assets of $1.6 million is related to client relationships, company name and
noncompetition agreements.
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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 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.

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 shares of Farmers’ common stock, 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.

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 2016, taxable
equivalent net interest income increased $18.8 million, or 36.3%, from 2015. Interest-earning assets averaged
$1.761 billion during 2016, increasing $398.6 million compared to 2015. The Company’s interest-bearing liabilities
increased 27.8% from $1.057 billion in 2015 to $1.351 billion in 2016. 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 2016 was 3.94%, increasing from 3.72% in 2015. 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 2016, the net interest margin, measured on a fully taxable equivalent basis, increased to
4.01%, compared to 3.81% in 2015. The net interest margin, excluding the impact of amortization and accretion
from the current year acquisitions, improved 19 basis points to 3.95% for the year ended December 31, 2016. The
accretion added $98 thousand per month during 2016 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 $75.1 million for 2016, which is $19.1 million more than the $56.0 million
reported in 2015. In comparing the years ending December 31, 2016 and 2015, yields on earning assets increased
15 basis points while the cost of interest bearing liabilities decreased 7 basis points. Average loans increased $388.9
million, or 40.7%, in 2016, and the loan yield remained unchanged at 4.74%. Tax equated income from securities,
federal funds and other increased $591 thousand, or 5.5%, in 2016. Farmers saw its yields on these assets increase
slightly from 2.64% in 2015 to 2.72% in 2016 and the average balance of investment securities and federal funds
sold also increased from $407.2 million in 2015 to $416.8 million in 2016.

Total interest expense amounted to $4.4 million for 2016, a 7.0% increase from $4.1 million reported in 2015.

The increase in 2016 is the result of a $204.9 million increase in interest-bearing deposits and an $89.0 million increase
in other borrowings. The cost of interest-bearing liabilities decreased from 0.39% in 2015 to 0.32% in 2016.
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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 $4.9 million in 2016. The increase in noninterest income is due to
several factors. Gains on the sale of mortgage loans increased from $1.1 million to $2.8 million, representing an
increase of $1.7 million. Insurance agency commissions also increased to $1.6 million compared to $569 thousand
in 2015 and service charges on deposit accounts increased from $3.3 million in 2015 to $4.0 million in 2016,
reflecting the size of the company of after the two bank acquisitions. Debit card interchange fees also increased
$780 thousand or 41.5%. Other operating income also increased $599 thousand, primarily as a result of the positive
impact from account level transaction volumes from the merger related growth. The Bank and Company expect
these amounts to increase during 2017 as management continues to focus on growing the various sources of
noninterest income.

Noninterest Expenses

Noninterest expense for 2016 was $59.5 million, compared to $54.0 million in 2015, representing an increase
of $5.5 million, or 10.1%. Most of the increase was from salaries and employee benefits, which increased $5.3
million or 19.8%, mainly due to an increase in the number of employees resulting from the mergers. The
Company’s full time equivalent employees (“FTE”) increased by 8.5% from December 31, 2015 to December 31,
2016. Occupancy and equipment costs also increased $1.2 million due to the additional banking locations resulting
from the mergers. Excluding expenses related to acquisition activities, noninterest expenses measured as a
percentage of average assets decreased from 3.21% in 2015 to 3.06% in 2016.

The Company’s tax equivalent efficiency ratio for the twelve month period ended December 31, 2016 was
61.59%, compared to 75.26% for the same period in 2015. Excluding expenses related to acquisition activities, the
efficiency ratio for the year ended December 31, 2016 improved to 60.99% compared to 66.2% in 2015. 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 $7.5 million for 2016 and $2.5 million in 2015. Income taxes are computed using
the appropriate effective tax rates for each period. The increase in the current year tax expense is a result of a 165%
increase in income before income taxes, from $10.55 million in 2015 to $28 million in 2016. 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 26.7% for 2016 and 23.7% for 2015. 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, 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.
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The results for 2015 included $94 thousand in gains on sales of securities, compared to $457 thousand in
2014.

Net Interest Income

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 NBOH and
Tri-State acquisitions increased interest-earning assets by $647.5 million and interest-bearing liabilities by $605.5
million at their respective completion dates.

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.

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 2014 and 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.

Noninterest Expenses

Noninterest expense for 2015 was $54.0 million, compared to $38.2 million in 2014, representing an 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
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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. 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.

Liquidity
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.

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, 2016, 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, 2016, the Bank is eligible to
borrow an additional $144 million from the FHLB under various fixed rate and variable rate credit facilities.
Advances outstanding from the FHLB at December 31, 2016 amounted to $132.9 million.

Farmers’ primary investing activities are originating loans and purchasing securities. During 2016, net cash
used by investing activities amounted to $115.2 million, compared to $23.1 million used in 2015. Net increases in
loans were $133.2 million in 2016, compared to $139.7 million in 2015. The cash used by lending activities during
2016 can be attributed to the activity in the commercial real estate, residential real estate, agricultural and consumer
loan portfolios. Purchases of securities available for sale were $52.6 million in 2016, compared to $72.7 million in
2015, and proceeds from maturities and sales of securities available for sale were $71.4 million in 2016, compared
to $165.6 million in 2015. Net cash of $29.7 million was received as a result of the acquisitions of NBOH and Tri-
State in 2015.

Farmers’ primary financing activities are obtaining deposits, repurchase agreements and other borrowings.
Net cash provided by financing activities amounted to $76.7 million for 2016, compared to $45.4 million in 2015.
The majority of this increase can be attributed to the net change in deposits. Deposits increased $115.7 million in
2016, compared to a $44.7 million decrease in 2015. Short-term borrowings decreased $27.4 million during 2016,
compared to a $91.2 million increase during 2015.
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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, 2016 2015 2014 2013 2012
Commercial Real

Estate ................... $ 445,966 31.2%$ 408,534 31.5%$222,573 33.5%%$217,362 34.4%$200,651 34.2%
Commercial ......... 204,359 14.3 199,457 154 120,139 18.1 105,011 16.7 97,098 16.6
Residential Real

Estate .........c....... 430,195 30.1 394,582 30.4 183,853 27.7 170,151 27.0 156,182 26.6
Consumer............. 218,100 15.3 185,077 14.3 137,276 20.7 138,148 21.9 132,647 22.6
Agricultural.......... 129,015 9.1 109,215 8.4 11 0.0 12 0.0 14 0.0
Total Loans.......... $1,427,635 100.0% $1,296,865 100.0% $663,852 100.0% $630,684 100.0% $586,592 100.0%

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, 2016:

Types of Loans 1 Year or less 1to S Years Over 5 Years
CommMETCIal ......ooiiiiiiie e $ 13,454  § 107,448  $ 83,457
Commercial Real EState ...........ccooovvvieviiciiiiieiecieenenns $ 15,051  $ 82,470 $ 348,445
AGricultural .....cooooiiiieiii e $ 3223 $ 19,320 § 106,472

The amounts of commercial and commercial real estate loans as of December 31, 2016, 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....................... $ 17,892  § 524,710  $ 542,602
Fixed Rates of Interest.......cccvvvveveeiieveeeeiiiiiieiiieeeeen, 13,836 222,902 236,738
TOtal LOANS. ....viiuviieieieieceeecee ettt $ 31,728 % 747,612  $ 779,340

Total loans were $1.4 billion at year-end 2016, compared to $1.3 billion at year-end 2015. Loans grew 10%
organically during the past twelve months. 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, agricultural, residential real estate and consumer loan
portfolios. Loans comprised 76.3% of the Bank’s average earning assets in 2016, compared to 70.1% in 2015. The
product mix in the loan portfolio includes commercial loans comprising 14.3%, residential real estate loans 30.1%,
commercial real estate loans 31.2%, consumer loans 15.3% and agricultural loans 9.1% at December 31, 2016,
compared with 15.4%, 30.4%, 31.5%, 14.3% and 9.1%, respectively, at December 31, 2015.

Loans contributed 84.9% of total taxable equivalent interest income in 2016 and 80.8% in 2015. Loan yields
were 4.74% in 2015, 48 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, 2016 increased 2.5% from year-
end 2015 with outstanding balances of $204.4 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
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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 $430.2 million at December 31, 2016, compared to $395.1
million in 2015. Farmers originated both fixed rate and adjustable rate mortgages during 2016. 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 $408.5 million at December 31, 2015 to $446.0 million at
December 31, 2016, an increase of $37.4 million or 9.2%. 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.

Agricultural loans increased from $109.2 million in 2015 to $129.0 million in 2016, an increase of $19.8
million or 18.1%. The Company’s agricultural loan portfolio contains a diverse mix of dairy, crops, land, poultry
and cattle loans. The agricultural loan portfolio increased from $11 thousand in 2014 to $109.2 million in 2015 as a
result of the NBOH merger.

Summary of Loan Loss Experience

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

Years Ended December 31, 2016 2015 2014 2013 2012
Balance at Beginning of Year.........c..cccocuene.n. $ 8978 §$§ 7,632 $ 7,568 $ 7,629 $ 9,820
Charge-Offs:
Commercial Real Estate ...........cccccoecvveneennen. (349) (536) (151) (505) (1,225)
Commercial .........ccoeeveeviieeiieciieie e (245) (290) (185) (99) (918)
Residential Real Estate.........c.cccooveveeennnen. (188) (320) (585) (326) (806)
CONSUMET ....eeuvvieiieeeieeeireeeireecreeeereeeereeeaneas (2,019) (2,058) (2,213) (1,723) (1,002)
Total Charge-Offs .......ccccoeeveieiiiiicees (2,801) (3,204) (3,134) (2,653) (3,951)
Recoveries on Previous Charge-Offs:
Commercial Real Estate ...................ccoo...... 15 130 125 171 253
Commercial .........ccccoeeeviiiieiiiiiceiiieeecieeee, 45 9 29 262 50
Residential Real Estate.............ccccoceevneean. 112 122 77 47 104
CONSUIMET ..ooeeeieiiiiiiieieee e 633 779 1,087 822 628
Total RECOVETIES....uuvvveeieiiiciieieiieeeiiiiieene. 805 1,040 1,318 1,302 1,035
Net Charge-Offs......ccooverieieieiercecceee, (1,996) (2,164) (1,816) (1,351) (2,916)
Provision For Loan LoSS€S .......cccooevvvvvunnnnnn... 3,870 3,510 1,880 1,290 725
Balance at End of Year.........ccccooovveeviiiinecinns $§ 10852 $ 8978 $§ 7632 $ 7568 $ 7,629
Ratio of Net Charge-offs to Average Loans
OutStanding........oceeeeeeeerieieriesese e 0.15% 0.22% 0.28% 0.23% 0.52%
Allowance for Loan Losses/Total Loans .......... 0.76 0.69 1.15 1.20 1.30

Provisions charged to operations amounted to $3.9 million in 2016, compared to $3.5 million in 2015, an
increase of $360 thousand. This increase is primarily due to the level of net charge-offs and the overall 10.1%
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, 2016 were $2.0
million, $168 thousand less than net charge-offs for the year ended December 31, 2015. The allowance for loan
losses to total loans increased from 0.69% at December 31, 2015 to 0.76% at December 31, 2016. When the
acquired loans from the NBOH and Tri-State mergers are excluded the ratio is 1.03% at December 31, 2016 and
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1.08% at December 31, 2015, and compares similarly with the periods prior to 2015 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 1.01% for the year ended
December 31, 2016, compared to 1.03% for the year ended December 31, 2015. Nonperforming loans to total loans
decreased from 0.81% at December 31, 2015 to 0.57% at December 31, 2016. 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 $1.9 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 loan portfolio. At December 31, 2016,
commercial loans collectively evaluated for impairment totaled $195.1 million with an allowance allocation of $1.8
million compared to commercial loans collectively evaluated for impairment of $156.4 million with an allowance
for loan losses of $1.3 million at December 31, 2015. The commercial loan portfolio experienced a provision of
$701 thousand, compared to a $234 thousand provision in 2015. 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.
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The ratio of the allowance for loan losses to non-performing loans at December 31, 2016 improved to
132.83%, compared to 85.96% at December 31, 2015. Nonaccrual agricultural loans were the only category that
increased during the year, from $73 thousand at December 31, 2015 to $686 thousand, or 0.53% of total agricultural
loans at December 31, 2016. The balance in the allowance for loan losses increased in 2016, with the increased loan
portfolio size, to $10.9 million compared to $9.0 million in 2015.

Nonperforming Assets

December 31, 2016 2015 2014 2013 2012
Nonaccrual loans:

Commercial Real Estate ..........cccovveveevveeeeeeeenennne. $ 1,410 $ 3,803 $3,273 $3,117 $3,915

Commercial .........cooeeeeviieiieiieeece e 1,361 1,609 1,645 1,993 1,081

Residential Real Estate..........cccccoovvvvvvviiiiiiinnnnnen. 2,636 3,116 2,881 2,864 2,636

CONSUMET ...t 396 457 126 363 0

Agricultural ........coooieiiiiiii e 686 73 83 94 0

Total Nonaccrual Loans ..........cccccoveveeeeeeceeieeeenn.. $ 6,489 $ 9,058 $ 8,008 $ 8,431 $ 7,632
Loans Past Due 90 Days or More ..........cccceerveeeneennee. 1,681 1,387 473 646 596
Total Nonperforming Loans ...........ccccccoeeveeeveeveneenennne. $ 8,170 $ 10,445 $ 8,481 $9,077 $ 8,228
Other Real Estate Owned...........cccoeevievveeeieeciieenenee, 482 942 148 171 334
Total Nonperforming ASSetS.........ecveirveeereereeeeerenen. $ 8,652 $ 11,387 $ 8,629 $9,248 $ 8,562
Loans modified in troubled debt restructuring............. $ 7,007 $ 9,325 $8,110 $ 8,280 $ 7,642
TDRs included in Nonaccrual Loans..........cccceeuenee.... $ 3,113 $ 4,733 $ 1,436 $ 1,957 $ 818
Percentage of Nonperforming Loans to Loans ............ 0.57% 0.81% 1.28% 1.44% 1.40%
Percentage of Nonperforming Assets to Total Assets.. 0.44% 0.61% 0.76% 0.81% 0.75%
Loans Delinquent 30-89 days .........cccceeveeneinienieneene. 12,746 9,129 5,426 3,658 3,702
Percentage of Loans Delinquent 30-89 days to

Total LOANS .....coveieeeeeeee e 0.89% 0.70% 0.82% 0.58% 0.63%

The Company has forgone interest income of approximately $553 thousand from nonaccrual loans as of
December 31, 2016 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 0.23% for 2015 to 0.15% for
2016 as a result of the larger loan portfolio and improved loan quality. Net charge-offs decreased from $2.2 million
in 2015 to $2.0 million in 2016. Each of the loan types experienced a decrease in gross charge-offs in comparing the
two periods.

The following table summarizes the Company’s allocation of the allowance for loan losses for the past five
years:

December 31, 2016 2015 2014 2013 2012
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. $ 3,577 374%8$ 3,127 37.5%$ 2,676 33.5%$ 2,752 34.4%$ 3,392 34.2%
Commercial.................... 1,874 17.2 1,373 17.8 1,420 18.1 1,219 16.7 1,453 16.6
Residential Real Estate... 2,205 30.1 1,845 30.4 1,689 27.7 1,964 27.0 1,569 26.6
Consumer ............ocuveeeeen. 2,766 15.3 2,160 14.3 1,663 20.7 1,419 21.9 951 22.6
Unallocated .................... 430 0 473 0 184 0 214 0 264 0

$10,852 100.0% $ 8,978 100.0% $ 7,632 100.0% $ 7,568 100.0% $ 7,629 100.0%

The allowance allocated to each of the four loan categories should not be interpreted as an indication that
charge-offs in 2017 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
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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 15.3% of total loans and in 2016, the net loan losses
accounted for 69.4% of the losses of the entire loan portfolio. For the commercial loan category, which represents
17.2% 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 37.4% of the total portfolio, was $334 thousand for 2016.

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, but an annual fee of two percent is charged for the
issuance of a letter of credit.

As of December 31, 2016, there were no concentrations of loans exceeding 10% of total loans that are not

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

Investment Securities

The investment securities portfolio decreased $24.3 million in 2016. This decrease resulted from some
maturing securities not being reinvested and used instead to fund loan portfolio growth. 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
$11.5 million in securities in 2016, resulting in net security gains of $73 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, 2016, the Investments entity had a balance of $76.9 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 Volcker Rule.
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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.

The following table shows the carrying value of investment securities by type of obligation at the dates
indicated:

Type
December 31, 2016 2015 2014
U.S. Treasury SECUIILIES .....c.evueveereieiericee ettt $ 1,211 $ 1,192 § 844
U.S. government sponsored enterprise debt securities........c..ccecuevuennen. 4,710 9914 23,977
Mortgage-backed securities - residential and collateralized mortgage

ODIIZALIONS ...ttt st 190,375 223,752 249,537
Small Business AdminiStration.........ccccuveeeeeeiiiieiieeeeeeeeieiieeeeeeeeeeennees 16,706 19,299 22,419
Obligations of states and political SubdiviSions.........ccccceceereereeneenens 155,303 138,723 91,881
EQUILY SECUITHIES. .eeteeutiiiiieiiieiieieeie ettt 351 298 240
COrporate DONAS......ccecuiieireeiieeiieeie et e e e et e eeeeaee e eaeeneeas 1,339 1,134 931

$ 369,995 § 394,312 $ 389,829
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A summary of debt securities held at December 31, 2016 classified according to maturity and including

weighted average yield for each range of maturities is set forth below:

Type and Maturity Grouping

U.S. Treasury securities

Maturing after one year but within five years.........ccceevvevveenceeiceeniiecieeee,
Maturing after five years but within ten years ...............cocceeeeeieiieciiec e,
Total U.S. Treasury SECUIILIES . ...uevvieerieeriieeiieeeiieeieeeieesieeeaeesveessneesseensneens

U.S. government sponsored enterprise debt securities

Maturing Within ONE YEAT.......c..cecveeeeiieeiieeiiieeieeeieeeieeereesreesreesseesseessseensaeenes
Maturing after one year but within five years.........cccceevveveeecieiceenieeceeeee,
Maturing after five years but within ten years ...........cccccecevienieneencencneene.
Maturing after teN YEATS ......cevieruieriieiietieiieeteest ettt

Total U.S. government sponsored enterprise debt securities...........c.cceevennenne.

Mortgage-backed securities - residential and collateralized mortgage
obligations (2)

Maturing Within ONE YEAT......cc.ceeeuiriiniiienientenierieeitee ettt
Maturing after one year but within five years .........ccccoceeevenenencnicncniennenee
Maturing after five years but within ten years .........c.cccccvveverenencncnieneennenn
Maturing after teN YEATS .....c..covevieririririeeieienieniertesie ettt

Total mortgage-backed SECUITLICS.......ccueviuerierieiieii e

Small Business Administration

Maturing Within ONE YEAT.......c..eeceererieeriieeiiieeiteeeieesteeeteesreesreesseesneessseessseenes
Maturing after one year but within five years........cccccoevveeeieiveecceeicieeecieens
Maturing after five years but within ten years ...........coccevoeereenerncioiencenene

Total small business admMiNIStration ..........c.cceveereeriieiienienieeeeee e

Obligations of states and political subdivisions

Maturing Within ONE YEAT......cc.eeeeuiiiiniiienientenierieeit ettt sttt neens
Maturing after one year but within five years .........ccccocevevererieneeniencnennenn
Maturing after five years but within ten years .........c.ccocvcerereereerienenencnnens
Maturing after teN YEATS .....c..coveriereriririeieientente sttt

Total obligations of states and political subdiviSions.........cc.cceevevvererenenene.

Corporate bonds

Maturing Within ONE YEaT.........eecuieieiieiieiieie ettt
Maturing after one year but within five years........cccccoccevvenieninniiiinenene
Maturing after five years but within ten years ..........ccceeceeevveereeeiiesreeeseens

Total Other SECUITLIES ...c..eeiieiiiriiiiiieiiee e

December 31, 2016

Weighted

Average

Fair Value Yield (1)
601 1.69%
610 1.97%
1,211 1.83%
502 0.73%
3,451 1.61%
665 2.39%
92 2.25%
4,710 1.65%
30,526 2.07%
78,806 2.10%
47,821 2.16%
33,222 2.36%
190,375 2.15%
15 2.83%
31 2.79%
16,660 2.04%
16,706 2.04%
7,058 3.68%
56,015 3.62%
85,941 4.78%
6,289 4.90%
155,303 4.32%
300 1.10%
837 1.81%
202 2.72%
1,339 1.79%

(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 $90 thousand, $683 thousand, $1.4 million and $112 thousand for the four

ranges of maturities.

(2) Payments based on contractual maturity.
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Premises and Equipment

Premises and equipment had a net decrease of $965 thousand in 2016 as a result of the sale of land and bank
premises amounting to $1.2 million and depreciation of $1.7 million. This was offset by new additions of premises
and equipment amounting to $923 thousand.

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 $1.165 billion in 2015 to $1.368 billion in 2016, representing an increase of 17.4%. Average interest
bearing demand deposits increased $114.5 million and savings deposits increased $72.5 million since December 31,
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 $18.0 million in 2016. 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, 2016, core deposits — savings and money market accounts, time deposits less than
$250 thousand, demand deposits and interest bearing demand deposits represented approximately 97.0% 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 $30.0 million at December 31, 2016, compared to $29.2 million at December 31, 2015.

Borrowings

Short-term borrowings decreased $27.4 million or 12.1% since December 31, 2015 as a result of the deposit
growth that occurred in 2016. Most of the decrease was in short-term Federal Home Loan Advances (the “FHLB”).
Long-term borrowings decreased $7.1 million or 32.1%, as maturing FHLB 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, 2016, 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
12/31/2016
Note
Ref. 2017 2018 2019 2020 2021 Thereafter
Deposits without maturity......................... $1,289,037
Certificates of deposit........cceccveevvecveeenennen. 9 74,624 28,725 27,315 37,231 56,693 11,132
Repurchase agreements.............ccoccveeveennen. 10 78,110
Short-term borrowed funds....................... 10 350
Short-term FHLB advances....................... 10 120,000
Long-term borrowings .........ccccecveevereennen. 11 8,158 1,008 931 860 792 3,287
Operating [€ases........ccceeveeveeneerienieneennen. 7 361 339 336 299 283 1,121
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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, 2016, 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.

Capital Resources

Total Stockholders’ Equity increased 7.7% from $198.0 million at December 31, 2015 to $213.2 million in
2016. The increase is due to the net income addition to retained earnings less the amount of dividends paid. Also
contributing to the overall equity increase was the $1.2 million of stock issued as part of the purchase price of
Bowers. During the year, shareholders received a total of $0.16 per share cash dividends paid in the past four
quarters, a 33% increase compared to the $0.12 cash dividend per share paid in 2015. Book value increased 7.2%
from $7.35 per share at December 31, 2015 to $7.88 per share at December 31, 2016. The Company’s tangible book
value also increased from $5.76 per share at December 31, 2015 to $6.21 per share at December 31, 2016, an
increase of 7.8%. Additionally, the Company repurchased $168 thousand in treasury shares in 2016.

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, 2016, under the new
minimum capital requirements associated with the Basel Committee on capital and liquidity regulation (Basel I1I),
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, 2016 and 2015. At year-end 2016 and 2015, 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 III, 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
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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.

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 and 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. U.S. 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 subsidiaries to provide quality, cost-effective 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. U.S.
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 the goodwill is estimated by reviewing the
past and projected operating results for the subsidiaries and comparable industry information. At December 31,
2016, on a consolidated basis, Farmers had intangibles of $8.0 million subject to amortization and $37.2 million of
goodwill, which was not subject to periodic amortization.

Recent Accounting Pronouncements and Developments

Note 1 to the consolidated financial statements discusses new accounting policies adopted by Farmers during
2016 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.
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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.

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. The
assumptions and predictions include inputs to compute baseline net interest income, growth rates, expected changes
in rates on interest bearing deposit accounts and loans, competition and various other factors that are difficult to
accurately predict.

2016 2015 ALCO
Changes In Interest Rate (basis points) Result Result Guidelines
Net Interest Income Change

F300 e -0.1% -1.3% 15%
0.2% -0.6% 10%
0.3% -0.2% 5%
-3.4% -2.8% 5%
F300 et -1.3% -8.4% 20%
0.6% -4.5% 15%
1.4% -1.3% 10%
-4.0% -3.5% 10%

All interest rate change results fall within policy limits for the year ended December 31, 2016 and 2015. 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 or 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, 2016. 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, 2016, our internal control over financial reporting is effective based
on those criteria.

Crowe Horwath LLP has audited the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2016, as stated in their report dated March 7, 2017.

RRIEN (0D (e

Kevin J. Helmick Carl D. Culp
President and Chief Executive Officer Senior Executive Vice President and Treasurer
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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, 2016 and 2015, and the related consolidated statements of income, comprehensive income,
stockholders’ equity and cash flows for each of the years in the three-year period ended December 31, 2016. We
also have audited the Company’s internal control over financial reporting as of December 31, 2016, 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.

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, 2016 and 2015, and the results of its operations and its cash
flows for each of the years in the three-year period ended December 31, 2016, are 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, 2016, based on criteria
established in the 2013 Internal Control — Integrated Framework issued by COSO.

(ot Howrth | L P

Cleveland, Ohio Crowe Horwath LLP

March 7, 2017
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CONSOLIDATED BALANCE SHEETS
(Table Dollar Amounts in Thousands except Per Share Data)

December 31, 2016 2015
ASSETS
Cash and due from DanKS ..........c.coeevieriieeieieeeeeeeeeeeeee et $ 19,678 $ 22,500
Federal funds sold and other...........c.coovieciiiiiiiiiiii e 22,100 33,514
TOTAL CASH AND CASH EQUIVALENTS........ccceiieieieeieiees 41,778 56,014
Securities available for Sale ..........ccoeciierieeiiieiece e 369,995 394,312
Loans held for Sale............oooiuiiiiiiii e 355 1,769
LLOAIS et e et e e et e st e e nbeeeeeanee 1,427,635 1,296,865
Less allowance for 10an 10SSeS........coouiiierierieniiieniereeeeeee e 10,852 8,978
NET LOANS ..ottt ettt ettt b e e eabeeane s aaesaeas 1,416,783 1,287,887
Premises and equipment, Nt .........ceeeerierieniriieniencesie ettt 23,225 24,190
GOOAWILL ..ttt ettt e ae e teesbeenne e 37,164 35,090
Other INtANEIDIES........ccvieiieeieeiieieeeee et 7,990 7,821
Bank owned life iNSUTaNCe............cccveeieiieeiiiiiieciicceecee et 30,048 29,234
OtNET ASSEES...viiiuiiiiiieetieeiee ettt e et e et e et eeteeere e e veeeareeebeesaseesabeesaseesareennseeas 38,775 33,585
TOTAL ASSETS ..ottt sttt neens $ 1,966,113 $ 1,869,902

LIABILITIES AND STOCKHOLDERS' EQUITY

Deposits:
NONINEETESt-DEATING ....eveveeviveeierieieeieie ettt ettt st ss e ese s ens $ 366,870 $ 314,650
INtEreSt-DEATING. ...cuveeneiiiiiie ittt 1,157,886 1,094,397
TOTAL DEPOSITS ...ttt 1,524,756 1,409,047
Short-term DOTTOWINGS ...c.veeviiiieiiieiieetietiet et 198,460 225,832
Long-term DOITOWINGES ......ccueeueeieiiniiniiniieiietetete sttt e 15,036 22,153
Other HaDIIIHIES .....ooveieieeieiieeieeee et et 14,645 14,823
TOTAL LIABILITIES. ..ottt 1,752,897 1,671,855

Commitments and contingent liabilities (Note 12)

Stockholders' equity
Common Stock - Authorized 35,000,000 shares; issued 27,713,811 in

2016 and 27,590,531 i 2015 .c.eeoiiiiiiiiiinieeeeeeeeesee e 178,317 176,287
Retained Carnings .........ccvecveeverierieniieiieieeeeeteste e sae e eae e saee e enseenseens 42,547 26,316
Accumulated other comprehensive income (10SS)........ccevvevveecveeieneenieennen. (2,791) 133
Treasury stock, at cost; 666,147 shares in 2016 and 646,247 shares

T 2015 et (4,857) (4,689)

TOTAL STOCKHOLDERS' EQUITY ....ooovivieiieiieiieiieieieieeeeeve v 213,216 198,047
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ................ $ 1,966,113 $ 1,869,902

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

Years ended December 31, 2016 2015 2014
INTEREST AND DIVIDEND INCOME
Loans, including fees ..........ooveiiiiiriieee e $ 63,109 $ 44,657 30,901
TaXADIE SECUTITLIES ....vveevvieereiereeceie et ettt eteeeereeeaaeeereeeaneas 5,058 5,903 7,282
TaxX EXCMPL SCCUTTLICS ..euveuvierreiereietieierteeeteteeeetesteetesteensesseeneesseensesseeneas 3,650 2,951 2,523
DiIVIAENAS....oueiiieiieiieie ettt 515 287 190
Federal funds sold and other interest inCOmMe...........cceeveeeerieevenreeeerieennenne. 166 29 19
TOTAL INTEREST AND DIVIDEND INCOME .........ccccceevivveannnnn. 72,498 53,827 40,915
INTEREST EXPENSE
DIEPOSIES ...ttt ettt ettt ettt 3,221 3,489 4,008
ShOTt-LETM DOTTOWINZS ....vveveeuiiiieiieieeienie ettt eteieseesteeaee e seeeaesaeesesaeens 689 177 46
LoNg-term DOITOWINGS ....ccveeuieieriieiieiieieeienie ettt ettt 468 424 525
TOTAL INTEREST EXPENSE ......oooiiiiiieeeeee e 4,378 4,090 4,579
NET INTEREST INCOME ........oooiiiiiiiiieeee e 68,120 49,737 36,336
Provision for 10an LI0SSES ..........cccuieiueieiieiiiiiieeeie et 3,870 3,510 1,880
NET INTEREST INCOME AFTER PROVISION
FOR LOAN LOSSES ...ttt n v sveens 64,250 46,227 34,456
NONINTEREST INCOME
Service charges on deposit ACCOUNLES ........cververierueeierierieieeeeerieseeeieseeeneens 4,010 3,253 2,627
Bank owned life insurance income, including death benefits ..................... 814 702 459
TIUSE TEES vttt et e et e et e eteeenaeereeennen 6,235 6,156 6,092
Insurance agency COMMUISSIONS ......ccveeueerrerrieriieeerierienteeieteeseenaeeeeseeeneennes 1,560 569 354
SECUTILY ZAINS....euviieieiieiieieeeiete et eieeeeete et etestee e steetesteenbesseentesseensesseeneens 73 94 457
Retirement plan consulting fees ...........cooeveiriiiinienineieeeeeeee 1,990 2,130 1,809
Investment COMMUSSIONS ..........coviiiuieereeetie et eeeeeeere e et e e eee e e e ereeereeeneen 1,210 1,172 1,026
Net gains on sale 0f [0anS .......ccccvuevieiiiiiiiiniiieeee e 2,843 1,101 358
Other Operating INCOME. .......c.eecuerierierieieretereeeeeteseeteeteetesreeaesseeaeseeennes 4,509 3,129 2,121
TOTAL NONINTEREST INCOME ........ccoooviiiiiieeieceee e 23,244 18,306 15,303
NONINTEREST EXPENSE
Salaries and employee Denefits ..........cceveeeerierieniinierieiieeeeeeee e 31,908 26,638 20,878
Occupancy and eqUIPMENL........ccceervrueerieirieririerenrereeereenreneseeressereeenenennes 6,615 5,452 4,505
State and 10CAl LAXES.......covveieieereeeee ettt 1,544 1,171 878
Professional fEeS .........ccviiuiiiiiiiiiicieee et 2,757 3,180 2,451
METEET TEIAtEA COSES ..uvrnianrierieieieieieetieteeteete st ettt e ste et st eneesbeeaaeneeeaeas 563 6,392 0
AQVETLISINE ..ttt ettt et sttt e e ene b 1,332 1,325 1,112
FDIC INSULANCE ... .cvetieenieiieiieieete sttt ettt escene et sbesbe s e eeneeneeneanens 1,055 937 733
Intangible amMOTtiIZAtION ........c.ceceviririiieiiieeeeree et 1,461 983 767
COTe ProCeSSING CHATZES. ..c.vievieieieieietietesieeie ittt ettt et nbeeeeenaeeaeas 2,699 2,176 1,571
Other Operating EXPeNSES ..........ocuerueueieieieiiee e 9,518 5,725 5,267
TOTAL NONINTEREST EXPENSE........coooiiiiiieeeeeeeeeee e 59,452 53,979 38,162
INCOME BEFORE INCOME TAXES ......ccoiiiiiiieiiieeieeeeeeeene 28,042 10,554 11,597
INCOME TAXES ...ttt ettt ettt aeste e e sbe b e saeesaessesssanns 7,485 2,499 2,632
NET INCOME.......ooiiiiiie et $ 20,557 $ 8,055 8,965
EARNINGS PER SHARE:
Basic and DIIUted.........c.ccveveieeieiiiieeteeieceeeeeee et $ 0.76 $ 0.36 0.48

See accompanying notes.

49



CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Table Dollar Amounts in Thousands except Per Share Data)

Years ended December 31, 2016 2015 2014
NET INCOME ..ottt ettt $ 20,557 $ 8,055 $ 8,965

Other comprehensive income (loss):
Net unrealized holding gains (losses) on available for sale

SECULTEICS +..veutieetetietieteete ettt sttt ettt et e b e et eneeseeens 4,270) (1,403) 10,486
Reclassification adjustment for gains realized in income..... (73) %4) (457)
Net unrealized holding gains (10SS€S)........cccceevveererienieneenenne. (4,343) (1,497) 10,029
Income tax effect ......cooeevirriiiiieee, 1,520 524 (3,510)
Unrealized holding gains (losses), net of reclassification and
12 OSSR (2,823) 973) 6,519
Change in funded status of post-retirement health plan ............. (156) 20 60
Income tax effect .....c.oovviiiiiiiiiicieee e 55 (7 (21)
Change in funded status of post-retirement health plan, net of
L. GO PRSP UUPTOPRRRTRN (101) 13 39
Other comprehensive income (loss), net of tax .........cccceeeeeenee. (2,924) (960) 6,558
TOTAL COMPREHENSIVE INCOME..........cccccoeuenee. $ 17,633 § 7,095 8§ 15,523

See accompanying notes.

50



CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(Table Dollar Amounts in Thousands except Per Share Data)

Years ended December 31,
COMMON STOCK

Balance at beginning of year .........ccccceeeevieiienienienieneeeeeee,
Issued 123,280 shares in 2016 and 8,559,472 in 2015 as part of

business COmMbINAtIONS ........cocueeeirierienieieee e
Stock compensation expense for unvested shares ......................
Balance at end of year ........ccccoociviinieiienieeeeeeeee,

RETAINED EARNINGS

Balance at beginning of year .........cccceeeeveeienienienienceeeeee,
NEEINCOME ...ttt
Dividends declared:
$.16 cash dividends per share in 2016 and $.12 per share
in 2015 and 2014.......ccooiiiiniiicinncceccccee e
Balance at end of Year ..........cceeveiieeiircienierieeee e

ACCUMULATED OTHER COMPREHENSIVE INCOME

(LOSS)
Balance at beginning of year.........ccccecvevvieciiecieniieniesieneeeeie.
Other comprehensive income (10SS) ......eecvveverierienienieeieeieeee.
Balance at end of Year .........cceevevvieiieecieriecieeeee e

TREASURY STOCK, AT COST
Balance at beginning of year..........cccecveveieciieienienieeeseeeeeen
Reissued 5,000 treasury shares to satisfy exercised stock

0] 018 0] 1TSS
Reissued 3,000 treasury shares under the Equity Incentive

Purchased 19,900 shares in 2016, 26,800 shares in 2015 and
372,368 shares in 2014 ........oooveeeeieeeeeeeeeeeeeeeee e
Balance at end 0f Year .........cceevevievieecieeie e
TOTAL STOCKHOLDERS' EQUITY AT END
OF YEAR ..ottt

See accompanying notes.
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2016 2015 2014
176,287 $ 106,021 $ 105,905
1,138 69,780 0
892 486 116
178,317 176,287 106,021
26,316 20,944 14,215
20,557 8,055 8,965

(4,326) (2,683) (2,236)
42,547 26,316 20,944

133 1,093 (5,465)
(2,924) (960) 6,558
(2,791) 133 1,093

(4,689) (4,498) (1,648)
0 0 32
0 22 0

(168) (213) (2,882)

(4,857) (4,689) (4,498)
213216 $ 198,047 $ 123,560




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

Years ended December 31, 2016 2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES
NEL INCOME .....vivieieiietieteieit ettt ettt ettt eaeese st ere s essesseseesesseseesenens $ 20,557 $ 8,055 § 8,965
Adjustments to reconcile net income to net cash from operating
activities:
Provision for 10an 10SSES.........cveriiriieiiieiieeieeeee ettt 3,870 3,510 1,880
Depreciation and amortization... 3,667 2,751 1,981
Net amortization of securities..... 2,216 2,275 1,472
SECUIILY AINS ..vveveeiieiieiieieeie ettt (73) 94) (457)
Gain on land and building sales, Net...........ccoceveviririneininiereee (238) 0 0
Stock cOMPENSAtiIoN EXPENSE .....cverueereeriiriieiiriieieniesieeee et 892 486 116
Loss on sale of other real estate owned...........ccccceevevevieencncnieenincnne 277 286 53
Earnings on bank owned life inSurance ...........ccoceeevervenenenieneneenne. (814) (702) (459)
Origination of loans held for sale............ccocoviriiinineninrceee (64,599) (46,201) (15,911)
Proceeds from loans held for sale..........ccccooovviiiiiiiiiiieiiiiiecceeeeeeee 68,856 46,455 15,916
Net gains on sale 0of 10anS ........cceovvirireiiinincreee e (2,843) (1,101) (358)
Net change in other assets and liabilities ...........cccceveriiienenieicnenenne. (7,473) (9,397) (946)
NET CASH FROM OPERATING ACTIVITIES .......c.ccocovvveveneen 24,295 6,323 12,252
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from maturities and repayments of securities available for
ALttt ettt s ettt nene 59,904 63,243 49,401
Proceeds from sales of securities available for sale .............ccccueeviennnnn 11,493 102,257 57,170
Purchases of securities available for sale.........c.coccoevecerininccincnene, (52,628) (72,683) (64,400)
Loan originations and payments, Net ...........cccceereeriererierienieeiesienieenean, (133,248) (139,656) (35,352)
Proceeds from sale of other real estate owned .........c.ccccecevveveerincnennn 665 553 337
Purchase of bank owned life insurance..............ccceeveveeierienieienieeneennen, 0 (6,000) 0
Proceeds from land and building sales...........c.ccoeuevirieiiineinincicnenne, 479 723 0
Additions to premises and eqUIPMENt ...........ccceveerrerieirererieeeeseeeeeens (788) (1,299) (972)
Net cash (paid) received in business combinations..........c..cceceeereneneen (1,073) 29,749 0
NET CASH FROM INVESTING ACTIVITIES .....ccccccoermriennnene. (115,196) (23,113) 6,184
CASH FLOWS FROM FINANCING ACTIVITIES
Net change in dePOSItS........c.euevirueueririeiiiirieeireere e 115,709 (44,659) 487
Net change in short-term borrowings. ..........oeeeveerereieerereneeerereeens (27,372) 91,159 (22,481)
Repayments of long-term bOrrowings............oceeeeevveriecreneneecneneneenenn: (7,178) (3,228) (1,441)
New advances for long term borrowing...........cocceeveveeveereneeecncnnenenn, 0 5,000 10,000
Cash dividends paid..........ccceoveerinieininieireeec e (4,326) (2,683) (2,236)
Proceeds from reissuance of treasury Shares............ccccceecevveveercnennennnn, 0 0 32
Repurchase of common Shares.............cooeveeieiirienenieeeeeee, (168) (213) (2,882)
NET CASH FROM FINANCING ACTIVITIES.........ccccoveirerenne 76,665 45,376 (18,521)
NET CHANGE IN CASH AND CASH EQUIVALENTS .............. (14,236) 28,586 (85)
Beginning cash and cash equivalents.............ccccovveeveniniinncninieecee, 56,014 27,428 27,513
Ending cash and cash equivalents............ccoeerriereiniereiriereiieieeeeeenns $ 41,778 $ 56,014 $ 27,428
Supplemental cash flow information:
INLErESt PAIA ...evvivieeieeiieieceeeeecee e $ 4316 $ 4,047 $ 4,623
INCOME tAXES PAIA ..e.vevievieiiieieiieiieieeeeeee e $ 9,410 $ 2,620 $ 1,925
Supplemental noncash disclosures:
Transfer of loans and property to other real estate owned ...................... $ 482 3 888 §$ 368
Issuance of stock for business combinations.............cceceeereeeerereennenn, $ 1,138  $ 69,780 $ 0
Contingent consideration for Bowers acquiSition ..............ccecceveerieeeennen. $ 880 §$ 0 $ 0
Security purchases not SEttled. .........cevriereiriereirieriirieeieeeeee e $ 9227 §$ 1,338 $ 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 of Canfield (“Bank”), Farmers Trust Company
(“Trust”), National Associates, Inc. (“NAI”) and Farmers National Captive, Inc. (“Captive”). Captive was formed
during 2016 and is a wholly-owned insurance subsidiary of the Company. 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”). The Bank acquired Bowers Insurance
Agency, Inc. (“Bowers”) and consolidated the activity of Bowers with Farmers National Insurance (“Insurance”)
during 2016. 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. Together all 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 is to invest in municipal securities. Captive provides
property and casualty insurance coverage to the Company and its subsidiaries. Captive pools resources with thirteen
other similar insurance subsidiaries of financial institutions to spread a limited amount of risk among the pool
members and to provide insurance where not currently available or economically feasible in today’s insurance
market place. Trust 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
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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.

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.
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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 56% 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.

In determining the day one 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.
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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; 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.

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,
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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 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, 2016.

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 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, Bowers, 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 a range of 13 to 15 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 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: Comprehensive income 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 any matters currently 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 $16.4 million at
December 31, 2016 and $29.4 million at December 31, 2015.

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.
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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: 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. Reclassification of the loan portfolios occurred with the breakout of the agricultural loans as a separate
line item and prior year reclassification also took place in the deferred tax asset detail, in footnote 16, to align with
current period detail. The reclassifications had no effect on prior year net income or stockholders’ equity.

Adoption of New Accounting Standards and Newly Issued, Not Yet Effective Accounting Standards: In June
2016, the Financial Accounting Standards Board (“FASB”) issued ASU 2016-13: Financial Instruments-Credit
Losses (Topic 326): Measurement of Credit Losses on Financial Instruments. The ASU requires an organization to
measure all expected credit losses for financial assets held at the reporting date based on historical experience,
current conditions and reasonable and supportable forecasts. Financial institutions and other organizations will now
use forward-looking information to better inform their credit loss estimates. Many of the loss estimation techniques
applied today will still be permitted, although the inputs to those techniques will change to reflect the full amount of
expected credit losses. Organizations will continue to use judgment to determine which loss estimation method is
appropriate for their circumstances. Additionally, the ASU amends the accounting for credit losses on available-for-
sale debt securities and purchased financial assets with credit deterioration. ASU 2016-13 is effective for public
companies for annual periods beginning after December 15, 2019, including interim periods within those fiscal
years. Entities will apply the standard's provisions as a cumulative-effect adjustment to retained earnings as of the
beginning of the first reporting period in which the guidance is adopted. The Company has begun to accumulate
historical credit information in preparation for the adoption of ASU 2016-13, but management has not determined
the full impact the new standard will have on the Consolidated Financial Statements.

In March 2016, the FASB issued Accounting Standards Update (“ASU”) 2016-09: Compensation — Stock
Compensation (Topic 718): Improvements to Employee Share-Based Payment Accounting. The amendments in
ASU 2016-09 simplify several aspects of the accounting for employee share-based payment transactions, including
the accounting for income taxes, forfeitures and statutory tax withholding requirements, as well as classification in
the statement of cash flows. ASU 2016-09 is effective for public companies for interim and annual reporting
periods beginning after December 15, 2016, with early adoption permitted. The Company expects the adoption of
ASU 2016-09 to have no material impact on its Consolidated Financial Statements and disclosures.

In February 2016, FASB issued ASU 2016-02 (Topic 842): Leases. The main objective of ASU 2016-02 is to
provide users with useful, transparent and complete information about leasing transactions. ASU 2016-02 requires
the rights and obligations associated with leasing arrangements be reflected on the balance sheet to increase
transparency and comparability among organizations. Under the updated guidance, lessees will be required to
recognize a right-to-use asset and a liability to make a lease payment and disclose key information about leasing
arrangements. ASU 2016-02 is effective for public companies for interim and annual reporting periods beginning
after December 15, 2018, with early adoption permitted. As disclosed in footnote 7 certain leases that the Company
has in place could require the capitalization of $2.7 million on the balance sheet as an asset and a related liability in
the same amount with no income statement affect. Therefore the Company does not expect the adoption of this
ASU to have a material impact to its Consolidated Financial Statements.

In January 2016, FASB issued ASU 2016-01: Financial Instruments — Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities. The main objective of ASU 2016-01 is to enhance the
reporting model for financial instruments to provide users of financial statements with more decision-useful
information. ASU 2016-01 addresses certain aspects of recognition, measurement, presentation, and disclosure of
financial instruments. Some of the amendments in ASU 2016-01 include the following: 1) require equity
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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; 2) simplify the
impairment assessment of equity investments without readily determinable fair values by requiring a qualitative
assessment to identify impairment; 3) require public business entities to use the exit price notion when measuring
the fair value of financial instruments for disclosure purposes; and 4) require an entity to present separately in other
comprehensive income the portion of the total change in the fair value of a liability resulting from a change in the
instrument-specific credit risk when the entity has elected to measure the liability at fair value; among others. The
amendments of ASU 2016-01 are effective for fiscal years beginning after December 15, 2017, including interim
periods within those fiscal years. The Company is currently evaluating the effects of ASU 2016-01 on its
Consolidated Financial Statements.

In May 2014, FASB issued ASU 2014-09: Revenue from Contracts with Customers (Topic 606). The ASU creates a
new topic, Topic 606, to provide guidance on revenue recognition for entities that enter into contracts with
customers to transfer goods or services or enter into contracts for the transfer of nonfinancial assets. The core
principle of the guidance is that an entity should recognize revenue to depict the transfer of promised goods or
services to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. Additional disclosures are required to provide quantitative and qualitative
information regarding the nature, amount, timing and uncertainty of revenue and cash flows arising from contracts
with customers. The new guidance is effective for annual reporting periods, and interim reporting periods within
those annual periods, beginning after December 15, 2017. Early adoption is permitted only as of annual reporting
periods beginning after December 15, 2016. Management anticipates the impact of the adoption of this guidance on
the Company’s consolidated financial statements to be limited. We do not expect this ASU to have an impact to
core revenue which is mainly interest income less interest expense. Management is still assessing the impact from
other non-interest income related to subsidiary entities Trust, NAI and Insurance as well as the Bank’s service
charges on deposit accounts.

NOTE 2 - BUSINESS COMBINATIONS

On June 1, 2016, the Bank completed the acquisition of the Bowers, and merged all activity of Bowers with
Insurance, the Bank’s wholly-owned insurance agency subsidiary. The Bowers group is engaged in selling
insurance, including commercial, farm, home, and auto property/casualty insurance and will help to meet the needs
of all the Company’s customers. The transaction involved both cash and 123,280 shares of stock totaling $3.2
million, including up to $1.2 million of future payments, contingent upon Bowers meeting performance targets, with
an estimated fair value at the acquisition date of $880 thousand. The acquisition is part of the Company’s plan to
increase the levels of noninterest income and to complement the existing insurance services currently being offered.
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Goodwill of $1.8 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 was determined not to
be deductible for income tax purposes. The fair value of other intangible assets of $1.6 million is related to client
relationships, company name and noncompetition agreements.

Consideration
(@01 (TR RTRRRR $ 1,137
SEOCK ettt et e e e et e e e e e e ea i ———eaeeesean——aateeeeennaares 1,138
Contingent CONSIABTALION. ......eeruiiiieiieieiie ettt ettt e st esbe ettt esaeeseeesbeeteens 880
Fair value of total consideration transferred .............eevviiiiiiiiiiiiiiieiceee e $ 3,155
Fair value of assets acquired
CASN..ctieete ettt ettt s bbb e beehe et e est et b esb e b ebeeheeteeneessensensenne $ 64
Premises and EQUIPIMENL .........ccvieciieieriesiesieeieetestestte st eteeseeeseesseesseeseensessaesssesseenseensennsenns 290
OHET ASSELS ..vvevieiieiieteeieeteet et ete et e st e steeseensesseesatesseesseenseessessaaseenseensesssesssesseenseenseansenns 34
Total ASSELS ACQUITEA. ... .ccuveeeieeietieiieieete ettt et et et e s te st esteeste e e e esaessaesseenseensesnsesnnesseenes 388
Fair value of 1iabilities aSSUME .........cccveiieriiiriiiie ettt ens 124
NEt @SSELS ACQUITEA ....vvevverieeieiiiieie ettt etet ettt ete et et esb e besbesseeseessessessessessesseeseassessessessens $ 264

Assets and liabilities arising from acquisition

Identified INtANZIDIE ASSELS .....ecuviriieriiiiiiie ittt st 1,630

Deferred tax Hability ......cccveicvieeiiieeiiecieeeeeeteeee ettt e e sabe e beesnaeessbaessaeenes (588)

GOOAWIIL CIEALEM ...t e et e e e e et e e e e e e eearaneeeeeas 1,849
Total net aSSEtS ACQUITEA ... .eeeevieeireeriieeeiieeiteeieeeteeeteeeteeeteeeteeenteeeteessseessseesseesnseessseenns $ 3,155

Valuation of some assets acquired or created including intangible assets and goodwill are preliminary and could be
subject to change.

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 $3.0 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. During 2016 an adjustment of an
additional $225 thousand was made to goodwill due to the refinement of the deferred tax asset item. The goodwill
was determined not to be deductible for income tax purposes. The fair value of other intangible assets of $1.2
million is related to core deposits.

On June 19, 2015, the Company completed the acquisition of all outstanding stock of NBOH, the parent company of
First National Bank of Orrville. 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 Bank. Pursuant to the terms of the
merger 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 was determined not to
be deductible for income tax purposes. The fair value of other intangible assets of $4.4 million is related to core
deposits.
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The acquisitions provide an attractive mix of additional loans and deposits and helps the Company achieve
additional operating scale that will drive per share earnings growth. In addition to the financial benefits, the merger
is a significant step in the Company’s strategy to expand its footprint.

The following table summarizes the consideration paid for Tri-State and NBOH and the amounts of the assets
acquired and liabilities assumed on the closing date of each acquisition.

Tri- State NBOH
Consideration
CASN .. $ 3,607 $ 15,732
STOCK ..ttt aa e s 10,733 59,048
Fair value of total consideration transferred .............cccccovvvvvveiiiiiiiiiiieeeeeeeeenns $ 14,340 $ 74,780
Fair value of assets acquired
Cash and due from financial InStitUtioNS ..........cc.ceoevveeeeeiieeeeieeeeeeeeee e $ 13,553 % 37,035
Securities available for Sale...........ccooiviiviiiiiiiieieieeeeee e 48,300 51,340
L0ANS, ML ..eiiiiiiiiiieieee e e et e e e 66,374 430,035
Premises and eqUIPMENL.........ccveruieriieieeieeienieieeieete e seeesseesseeseenee e 1,935 6,105
Bank owned life INSUTANCE .............ooovvvieiiiiieeeeeec e 3,274 2,891
Core deposit iNtan@ible.........c.cecverierieriieiieie et 1,173 4,409
(01413 g 11 TR 1,104 7,996
TOtAL ASSELS ..ttt e ettt eaneas 135,713 539,811
Fair value of liabilities assumed
DIEPOSIES .eeveiieiieteeie ettt tte et et et estae st e s e ete et e et e set et e enteenbeenaennaenneenns 114,342 423,661
ShOTt-term DOTTOWINGS .....eevtieiieiieiieiie ettt 0 65,537
Long-term DOITOWINGES. ...c..eeviiiieiieriietieieeie ettt 2,002 0
Accrued interest payable and other liabilities..........ccccccvercieeniienieinieeeeas 8,072 2,514
Total HHADIIITIES .....veeeveeeiee ettt ettt e eee e e eae e 124,416 491,712
Net aSSEtS ACQUITEd........voviiviieeieteiete et etee ettt eve e $ 11,297  $ 48,099
GOOAWIIL CIEALEM ... 3,043 26,681
Total net assets ACQUITE.......cecvieiveeeiiieriieeiee et e sreeereesreeeaeesereeseneees $ 14,340 $ 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
acquired from Tri-State 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. Purchase credit impaired
loans would have shown evidence of credit deterioration since origination.

The following table presents pro forma information as if the above three acquisitions that occurred in 2015 and 2016
actually took place at the beginning of 2015. 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.

2016 2015
Net INEEIEST INCOME .....viiviieieiie ittt ettt sae e s $ 68,120 $ 62,524
NEE TTICOMIE <.ttt et et e ee e et eeeaeeeae s e st esaeeeaeeaee $ 20,557 $ 12,750
Basic and diluted earnings per share ...........cceceevevienienieieece e $ 076 $ 0.47
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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, 2016 and 2015 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
2016 Cost Gains Losses Fair Value
U.S. Treasury and U.S. government sponsored
ENEILIES ..ovvivivieee ettt ettt $ 5,970 $ 58 54) § 5,921
State and political subdiviSions...........ccceeevveerieeenneenns 157,014 1,049 (2,760) 155,303
Corporate bonds ..........ceceeeeiveerieeiiieeie e 1,343 4 (8) 1,339
Mortgage-backed securities - residential..................... 171,215 1,019 (2,552) 169,682
Collateralized mortgage obligations..........cccccecueveennen. 21,397 1 (705) 20,693
Small Business Administration ...........ccccceeeeveereveennnnne 17,236 0 (530) 16,706
EqQUIty SECUTTLIES .ovvveievieeieeiieeeiieeiee e eiee e 168 185 2) 351
TOtALS ..t § 374343 § 2263 $ (6,611) $§ 369,995
Gross Gross
Amortized  Unrealized  Unrealized
2015 Cost Gains Losses Fair Value
U.S. Treasury and U.S. government sponsored
ENLILIES ..euveneiiiriereeetieieeit ettt $ 11,120 $ 38 % (52) $ 11,106
State and political subdivisions .............cceeveveerverennnne. 136,781 2,354 (412) 138,723
Corporate bonds ..........ccceveverierienieieie e 1,134 5 5) 1,134
Mortgage-backed securities - residential..................... 197,289 1,433 (2,135) 196,587
Collateralized mortgage obligations............ccoccvevueenne. 28,035 0 (870) 27,165
Small Business Administration .............c.cceeeeervererennens 19,755 1 (457) 19,299
EqUity SECUIIHIES ..ovveeievieieeie e 203 127 (32) 298
TOtALS ..ttt $ 394317 § 3958 $  (3,963) $ 394,312

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

PrOCEEAS ..t
GIOSS ZAIMNS ..ttt ettt ettt et st st esbeebe e e

GTOSS L10SSES ..t e e e earee s

2016 2015 2014

$ 11,493 $ 102,257 $ 57,170
389 908 758
(316) (814) (301)

The tax provision related to these net realized gains was $26 thousand, $33 thousand and $160 thousand

respectively.
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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.

Available for sale December 31, 2016
Amortized

Maturity Cost Fair Value

WILhIN ONE YEAT ...eeviiieietiiieieticteteteet ettt ettt bbbt b et sbe s $ 7,848 $ 7,864

ONE 10 FIVE YEAIS .uvveeiviiiiieeiieeieeeteeeieeetteeteeeteesbeeenseesbeeenseesnbeeenseessseesnseessseesseennns 61,419 61,593

FIVE t0 T0N YEATS ..e.eveiieniieiiieiie ettt sttt ettt et et e e eeaesnaesse e seenseenneens 89,124 87,418

BEYONA tEN JEATS ....eeueiiiiiiiiieiieieet e e e 5,936 5,688
Mortgage-backed securities, collateralized mortgage obligations and

Small Business AdminiStration ............ooovvuveriieeiiiiiiieeeeeeeeeiinreeeeeeeeesiareeeeeseeennaneeeas 209,848 207,081

TOLALS ettt ettt ettt ettt ettt et e et e et et e et e eabeenaesnaeenee st enneenneennens § 374,175 $§ 369,644

Securities with a carrying amount of $242 million at December 31, 2016, $219 million at December 31, 2015 and
$149 million at December 31, 2014 were pledged to secure public deposits and repurchase agreements. Trust had
securities, with a carrying amount of $100 thousand, at year-end 2016, 2015 and 2014, 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, 2016 and 2015
aggregated by major security type and length of time in a continuous unrealized loss position.

2016
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 ........coeveverereeririeereirenias $ 4,015 $ 54)$ 502 8% 0% 4517 $ (54)
State and political subdivisions ................. 92,560 (2,745) 286 (15) 92,846 (2,760)
Corporate bonds ..........cccevevervenienienirenens 786 8) 0 0 786 ®)
Mortgage-backed securities - residential... 98,348 (1,823) 29,743 (729) 128,091 (2,552)
Collateralized mortgage obligations.......... 7,956 (108) 10,972 (597) 18,928 (705)
Small Business Administration ................. 8,770 (205) 7,890 (325) 16,660 (530)
Equity SeCUrities ........cceeeveerveeneeerreeneennns 44 2) 0 0 44 (2)
Total temporarily impaired .................. $212,479 § (4,945)$49,393 § (1,666) $261,872 § (6,611)
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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 ...........coevevvevveereereenennnnn. $§ 6,044 § G1H$ 199 3 (1)$ 6,243 % (52)
State and political subdivisions.................. 22,016 (167) 12,635 (245) 34,651 (412)
Corporate bonds ..........ceecveeevreneeecieenieennns 102 (1) 478 “4) 580 )
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 ................. 0 0 19,237 (457) 19,237 (457)
Equity SECUrities ......c.ceevuerveereenienieeieeeene 88 (32) 0 0 88 (32)

Total temporarily impaired................... $121,893 § (1,464) $ 86,038 § (2,499) $207,931 § (3,963)

The Company’s equity securities include local and regional bank holdings. No other-than-temporary impairments
were recognized during 2016, 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, 2016, the Company’s security portfolio consisted of 518 securities, 226 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.
At December 31, 2016 all securities issued by state and political subdivisions have 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 2016 and 2015 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,
2016 and 2015.

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, 2016 and 2015, the Company believes there is no other-than-
temporary impairment.
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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. The Company does not consider these securities to be other-than-temporarily impaired at
December 31, 2016 and 2015 because the decline in fair value is attributable to changes in interest rates and
illiquidity, and not credit quality, and 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.

NOTE 4 - LOANS
Loans at year end were as follows:
2016 2015
Originated loans:
Commercial real estate
OWNET OCCUPIEA. .. e.vivievirieietictiieetetit ettt ettt sttt ss et b sseresbe s seebe s ene e $ 109,750 $ 97,644
NON-OWNET OCCUPICA ...envvenvieniieiiieiie e eiestte sttt et e et e ette st e seeseeaesnaesnaesseesseenseans 165,861 139,502
FarmIand ...........oooouviiioieeeceeeeeeeee e 34,155 15,737
ONCT ettt e e s e e b e e ab e e e b e e ab e e s abeenabeesareenares 70,823 50,855
Commercial
Commercial and INAUSLIIAL ............oooiviiiiiiiii e 171,145 148,732
AGEICUITUTAL ..ottt ettt s sneenne e 24,598 8,715
Residential real estate
1-4 family residential...........cccocuerierienieiiieie e e 224,222 179,436
Home equity lines of Credit ........ocverieriecieiieiiese et e 59,642 41,171
Consumer
T Uo7 RS 156,633 127,335
DATECT ...ttt et et et e e et e e et e e e et e ere e et e e eareeeaee s 26,663 17,325
ONET ...ttt e et e et e et e e ete e ete e et e eaee s 7,611 4,508
Total originated 10anS..........cooiiiiiiiiiiee e $ 1,051,103 §$ 830,960
Acquired loans:
Commercial real estate
OWNET OCCUPIEA.......vieveeieieeeeetieeeee ettt ettt e et ae et e e te e eae e $ 60,928 §$ 69,858
NON-OWNET OCCUPIEA ...veeiiieeiieeiieeieeeiieeteeteeesiee et e esteestaeeaeeebbeenseeesaeensneenns 24,949 28,045
FarmIand .........ooooouiiiiiiiiiieee e 54,204 62,193
(01117 USRS 14,665 23,423
Commercial
Commercial and INAUSTIIAL ...........oooiviiiiiiiiiiiiee e 33,626 51,110
AGEICUITUTAL ...ttt 16,024 22,510
Residential real estate
1-4 family residential...........cccocvirieriesieiiieie e s 112,015 133,570
Home equity lines of credit ........ocverieriecieiieiieieec e 34,795 40,796
Consumer
DATECT ...ttt ettt ettt et et e e e s b e e e b e e s be e ab e e sab e e areesabeeaee s 21,681 31,465
ONET ..t ettt ettt e et e et e ebe e e etaeebe e e beeeareeebaeearee s 247 204
Total acqUITed LOANS..........eeeieiieiieieeieeieeee ettt e e eeens 373,134 463,174
Net deferred 10N COSES .......iiiirrieiitieeeeee e eee e eereee e 3,398 2,731
AlloWance fOr 10AN LOSSES .........eeciieiuiieeiieiieeeiee et eette e ettt eeteeeeteeeeaeeesaeeeaeeenns (10,852) (8,978)
NETLOANS ...ttt ettt e et ebeeeereesabeeeabeesaveeeaneeas $ 1,416,783 $ 1,287,887
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Purchased credit impaired loans

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:

2016 2015
Commercial real estate
OWNET OCCUPIEA. . .e.viuriviriietietiteetetit ettt ettt ettt ssere b ssere b s seebe s s s $ 689 § 986
NON-OWNET OCCUPIEA ...envvenvieniieiieie ettt ettt et esseeseeaeenaessaesseenseenseans 436 501
Commercial
Commercial and INAUSLIIAL .............oooiviiiiiiiiceeeeeeeeee e 1,213 1,576
Total outstanding balance ...........c.cecveeiveieiiiiieiieieeeeeeeeee e $ 2,338 § 3,063
Carrying amount, net of allowance of $0 in 2016 and $31 in 2015.......... $ 2,181 $ 2,184
Accretable yield, or income expected to be collected, is shown in the table below:
2016 2015
Beginning Balance .............ccooveieoiieiieieiieieceeeeeeeee et $ 323§ 0
New 10ans purchased..........cocvveevieiiieniierieeeie ettt eeeeee e eaes 0 361
ACCIEtION OF INCOME ....eieiiiieiiie ettt s sae e beeseae e sebeensaeenees (76) (38)
ENding DAlanCe. .........cuoovieeieiiiieeeeeeeeeeeeeeeee ettt $ 247 $ 323

The key assumptions considered 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 years ended December 31, 2016 and 2015.

The following tables present the activity in the allowance for loan losses by portfolio segment for years ended
December 31, 2016, 2015 and 2014

Commercial Residential
December 31, 2016 Real Estate  Commercial Real Estate Consumer Unallocated Total
Allowance for loan losses
Beginning balance.............cccovnnene. $ 3,127 $ 1,373 $ 1,845 $ 2,160 $ 473 § 8,978
Provision for loan losses.................... 784 701 436 1,992 43) 3,870
Loans charged off...........cccoeeeenee. (349) (245) (188) (2,019) 0 (2,801)
Recoveries .......ooovveeeecieececieecee, 15 45 112 633 0 805
Total ending allowance balance.............. $ 3,577 $ 1,874 $ 2,205 $ 2,766 $ 430 $10,852
Commercial Residential
December 31, 2015 Real Estate  Commercial Real Estate Consumer Unallocated Total
Allowance for loan losses
Beginning balance..........ccccccoeeveuennenee. $ 2,676 $ 1,420 $ 1,689 § 1,663 § 184 $ 7,632
Provision for loan losses.........cc.......... 857 234 354 1,776 289 3,510
Loans charged off..........cccooeivininieinn. (536) (290) (320) (2,058) 0 (3,204)
ReECOVETIES ..vvviiiiiciieeeiieeeeeieeeeeee 130 9 122 779 0 1,040
Total ending allowance balance................ $ 3,127 § 1,373 § 1,845 § 2,160 $ 473 $ 8,978
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Commercial Residential

December 31, 2014 Real Estate Commercial Real Estate Consumer Unallocated Total
Allowance for loan losses
Beginning balance..........c.ccoevevveenennen. $ 2,752 $ 1,219 § 1,964 § 1,419 § 214 § 7,568
Provision for loan losses..................... (50) 357 233 1,370 (30) 1,880
Loans charged off.........c.cccoevvvreinnnns (151) (185) (585) (2,213) 0 (3,134)
ReECOVETIES ..vvvviiiieeiiieieee e 125 29 77 1,087 0 1,318
Total ending allowance balance............... $ 2,676 $ 1,420 $ 1,689 § 1,663 $ 184 $ 7,632

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, 2016 and 2015. 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.

Residential
Commercial Real
December 31, 2016 Real Estate Commercial Estate  Consumer Unallocated  Total
Allowance for loan losses:
Ending allowance balance attributable to
loans:
Individually evaluated for
IMpairment ..........ococoeeveveeeeeeienne $ 44 § 4% 48 $ 0% 0% 96
Collectively evaluated for
IMPAIrMent .......coceevveeneenienienieneenne. 3,491 1,763 2,153 2,766 430 10,603
Acquired 10ans ...........ccoeveveiiieienennnnns 42 107 4 0 0% 153
Acquired with deteriorated credit
QUALTIEY . 0 0 0 0 0 0
Total ending allowance balance................ $ 3,577 $ 1,874$ 2205% 2,766 $ 430 % 10,852
Loans:
Loans individually evaluated for $
IMPAITMENt ..o 3,457 § 4778 3,308 § 96 $ 08 7,338
Loans collectively evaluated for
IMPATMENE .o 376,632 195,146 280,215 196,081 0 1,048,074
Acquired 10ans .......c.cccceveneninenennne. 153,228 48,536 146,672 21,923 0 370,359
Acquired with deteriorated credit
QUALIEY .ot 968 896 0 0 0 1,864
Total ending loans balance ....................... $ 534,2858% 245,055% 430,195 $ 218,100 $ 0 $1,427,635
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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 ..........ccoeeveeereeeiereeenan. $ 429 § 5% 63 $ 083 0% 497
Collectively evaluated for
IMPAITMENt ..o 2,698 1,337 1,782 2,160 473 8,450
Acquired loans...........ccoeverieeieeiennnnne. 0 0 0 0 0 0
Acquired with deteriorated credit
QUALTEY ..o 0 31 0 0 0 31
Total ending allowance balance................ $ 3,127 $ 1,373 $ 1,845% 2,160 $ 473 § 8,978
Loans:
Loans individually evaluated for
IMpPairment ...........cccceeveeeeeerrennenee. $ 5,853 $ 712 % 3414 % 103 $ 0% 10,082
Loans collectively evaluated for
IMPAITMENt ..o 297,087 156,415 216,802 153,305 0 823,609
Acquired 1oans..........ccooceviienenieenns 182,251 72,673 174,366 31,669 0 460,959
Acquired with deteriorated credit
QUALIEY e 1,267 948 0 0 0 2,215
Total ending loans balance ....................... $ 486,458 $ 230,748 $ 394,582 $ 185,077 $ 0 $1,296,865
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The following tables present information related to impaired loans by class of loans as of and for years ended
December 31, 2016, 2015 and 2014. 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, 2016 Balance Investment  Allocated Investment Recognized
With no related allowance recorded:
Commercial real estate

Owner occupied.................... $ 1,974 $ 1,456 $ 0% 1,601 $ 70
Non-owner occupied............. 332 331 0 334 5
Commercial
Commercial and industrial....... 205 184 0 641 15
Residential real estate
1-4 family residential ............ 2,650 2,403 0 2,302 145
Home equity lines of credit... 195 179 0 221 10
CONSUMET ......ooeeeeiiieeeiiieeeeeeeen. 205 96 0 97 13
Subtotal .........cooeeevieeiieeieeeee. 5,561 4,649 0 5,196 258

With an allowance recorded:
Commercial real estate

Owner occupied.......ccocvenene 173 173 14 874 29
Non-owner occupied............. 1,118 1,118 30 1,283 67
Farmland........c..cccoeevvvennenne. 380 379 42 127 0
Commercial
Commercial and industrial..... 75 75 4 103 4
Agricultural..........ccoccveiennne 219 218 107 73 0
Residential real estate
1-4 family residential ............ 661 642 51 828 36
Home equity lines of credit... 84 84 1 85 4
CONSUMET .....ovvveeeeriieeeiiieeeireenns 0 0 0 1 0
Subtotal ........ccoeeeevieeiieeieeeieee. 2,710 2,689 249 3,374 140
Total...c.oooveeeieeeeeeeeeeeee e $ 8,271 $ 7,338 $ 249 $ 8,570 $ 398
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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.................... $ 2,956 $ 2,436 $ 0% 2,080 $ 106

Non-owner occupied............. 343 342 0 372 30
Commercial

Commercial and industrial..... 834 631 0 433 23
Residential real estate

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

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

With an allowance recorded:
Commercial real estate

Owner occupied.......ccocveneee 1,597 1,595 379 2,008 70
Non-owner occupied............. 1,480 1,480 50 1,511 79
Commercial
Commercial and industrial..... 81 81 5 540 4
Residential real estate
1-4 family residential ............ 769 749 61 919 39
Home equity lines of credit... 87 87 2 96 4
Subtotal ........cccoeeeviieiiieiieee. 4,014 3,992 497 5,074 196
Total...c.oooveeeieeeeeeeeeeee e $ 11,2198 10,082 $ 497 $ 10,474 $ 531
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Allowance for
Unpaid Principal Recorded Loan Losses Average Recorded Interest Income
December 31, 2014 Balance Investment  Allocated Investment Recognized
With no related allowance recorded:
Commercial real estate

Owner occupied.................... $ 2,448 $ 2,318 % 0% 1,860 $ 46

Non-owner occupied............. 391 391 0 653 20
Commercial

Commercial and industrial..... 531 511 0 1,273 22
Residential real estate

1-4 family residential ............ 2,421 2,156 0 1,804 79

Home equity lines of credit... 476 251 0 263 13
CONSUMET ......ooeeeeiieeeeiiieeeeneeen. 185 93 0 166 4
Subtotal .........cooeeevieeiieeieeeee. 6,452 5,720 0 6,019 184

With an allowance recorded:
Commercial real estate

Owner occupied..................... 2,882 2,882 446 2,104 94
Non-owner occupied............. 1,548 1,548 68 1,570 81
Commercial
Commercial and industrial.... 1,444 1,429 272 818 2
Residential real estate
1-4 family residential ............ 944 928 85 1,207 41
Home equity lines of credit... 90 90 3 113 5
CONSUMET .....ovvveeeiiieeeiiieeeereennnn 0 0 0 2 0
Subtotal ........ccoeevevieeiiieerieeieen. 6,908 6,877 874 5,814 223
Total...c.oooveeeiieeieeeeeee e $ 13,360 % 12,597 $ 874 $ 11,833 § 407

Cash basis interest income recognized and interest income recognized was materially equal for 2016, 2015 and 2014.
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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, 2016 and 2015:

2016 2015
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

Owner 0CCuPied.......ccooveeveeeuieeeeeeeeeeeeeeee e $ 958 $ 03 3,240 $ 0
Non-owner occupied .........cceeveveercieercieeniieerreennenns 343 0 345 0
Farmland ...........ccoooiiiiiiii e 58 0 73 0
Commercial
Commercial and industrial ...............ccccooeeeierennn.. 400 0 541 73
Agricultural ..o 12 0 0 0
Residential real estate
1-4 family residential.............ccoceieiininininienne, 1,929 295 2,406 336
Home equity lines of credit........c.ccoceviencencennee 202 118 127 112
Consumer
INAITECT . 298 438 266 297
DIIECE .o 9 65 30 3
OtheT ..o 0 16 0 24
Total originated 10ans .............cccoveeveirveeerennene. $ 4,209 $ 932 $ 7,028 $ 845
Acquired loans:
Commercial real estate
OWner 0CCUPIEd.......cvevirveieeiireieieeieieeeree e $ 85'$ 03 126 § 18
OthET .o 24 0 92 0
Farmland .........c.ccooooeeiiiiiiieieeeeee e, 380 0 0 0
Commercial
Commercial and industrial ...........cooeeevveveeviiiinnns 961 0 1,068 0
Agricultural ........cocoeeiiiiinieiee e 236 0 0 0
Residential real estate
1-4 family residential...........c.cccovvevrienienieirne, 386 545 458 467
Home equity lines of credit........c.ccoceveiniencenne 119 109 125 7
Consumer
DIIECT i 89 95 161 50
Total acquired loans.............ccoceevveiiiereeneenene. $ 2,280 $ 749 $ 2,030 $ 542
Total 10anS .......cooeeieiieeeeeeee e $ 6,489 $ 1,681 $ 9,058 § 1,387
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The following tables present the aging of the recorded investment in past due loans as of December 31, 2016 and

2015 by class of loans:

30-59 60-89
Days Days 90 Days or More Total
Past Past Past Due Past Loans Not
December 31, 2016 Due Due and Nonaccrual Due Past Due Total
Originated loans:
Commercial real estate
Owner occupied......coceveeereveeerinennnn. $ 083 0% 958 $ 958 $ 108,475 $ 109,433
Non-owner occupied ........cceevveeeerenenne. 0 0 343 343 165,105 165,448
Farmland .........cccooovveeiiiiiiieiiicieee 0 0 58 58 34,057 34,115
Other....oooviieieeeeceee e 0 0 0 0 70,542 70,542
Commercial
Commercial and industrial .................. 90 0 400 490 170,242 170,732
Agricultural .........ocooeviiiiiiiiee 0 29 12 41 24,632 24,673
Residential real estate
1-4 family residential.............c..cocven... 3,368 356 2,224 5,948 217,752 223,700
Home equity lines of credit ................. 77 37 320 434 59,248 59,682
Consumer
INdirect ....oooevveeeveeeeeeeeee e 2,844 696 736 4,276 157,437 161,713
DIrEC...eiviieeteeeeeee e 744 213 74 1,031 25,815 26,846
(01111 USRI 92 28 16 136 7,476 7,612
Total originated loans: ................... $§ 72158 1,359 % 5,141 $ 13,715 $1,040,781 $1,054,496
Acquired loans:
Commercial real estate
Owner occupied........ccoeveveeeveeerennn. $ 8% 2059 85 % 298 % 60,630 % 60,928
Non-owner occupied ........ccceeveerevennnen. 134 0 0 134 24 815 24,949
Farmland .........c..cooooeeeiiiiiieecceee 83 0 380 463 53,741 54,204
Other...coooviieiieeiee e 0 0 24 24 14,642 14,666
Commercial
Commercial and industrial .................. 278 0 961 1,239 32,387 33,626
Agricultural .........ocooeiiiiiiiieiee 21 0 236 257 15,767 16,024
Residential real estate
1-4 family residential.............c..cocunn.. 1,556 504 931 2,991 109,027 112,018
Home equity lines of credit ................. 152 9 228 389 34,406 34,795
Consumer
DIreCt..ccoovvieeiieeiie e 938 184 184 1,306 20,376 21,682
Other ..o 100 0 0 100 147 247
Total acquired loans....................... $ 3270 % 902 $ 3,029 § 7,201 $§ 365,938 $ 373,139
Total 1oans.........cccecevvveeveeeneen. $ 10,485 § 2261 $ 8,170 $ 20,916 $1,406,719 $1,427,635
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30-59 60-89
Days Days 90 Days or More Total
Past Past Past Due Past Loans Not
December 31, 2015 Due Due and Nonaccrual Due Past Due Total
Originated loans:
Commercial real estate
Owner occupied......coceveeereveeerinennnn. $ 34 $ 0% 3240 $ 3,274 $ 94,095 % 97,369
Non-owner occupied ........cceevvveeerenenee. 0 0 345 345 138,824 139,169
Farmland .........cccooovveeiiiiiiieieiciee, 0 0 73 73 15,658 15,731
Other ..o 112 0 0 112 50,559 50,671
Commercial
Commercial and industrial .................. 0 0 614 614 147,732 148,346
Agricultural .........ocooeviviiiiiie 0 0 0 0 8,781 8,781
Residential real estate
1-4 family residential...............c.......... 1,694 402 2,742 4,838 174,155 178,993
Home equity lines of credit ................. 62 5 239 306 40,917 41,223
Consumer
INdirect ....ooovveeeeeeeeeeeee e 2,059 525 563 3,147 128,280 131,427
DIrECt...civeieeeeeeetee e 311 5 33 349 17,124 17,473
(01111 TR 13 10 24 47 4,461 4,508
Total originated loans: ................... $ 4,285 947 § 7,873 $§ 13,105 $ 820,586 $ 833,691
Acquired loans:
Commercial real estate
Owner occupied.......cocoeveeiereeeeeenennnn, $ 669 0% 144 $ 813 § 69,0458 69,858
Non-owner occupied ........cceevveeverenenee. 0 0 0 0 28,045 28,045
Farmland .........cccooovveeiiiiiiieiiiciee, 0 0 0 62,193 62,193
Other ..o 0 0 92 92 23,330 23,422
Commercial
Commercial and industrial .................. 211 2 1,068 1,281 49,830 51,111
Agricultural .........ocooeeiviiiieiee 65 0 0 65 22,445 22,510
Residential real estate
1-4 family residential.............c..ccovenn.. 1,994 244 925 3,163 130,407 133,570
Home equity lines of credit ................. 78 11 132 221 40,575 40,796
Consumer
DIreCt...cocvvieciieeiie e 567 56 211 834 30,631 31,465
Other ..o 0 0 0 0 204 204
Total acquired loans....................... $ 3584 8% 313 % 2,572 % 6,469 $ 456,705 $ 463,174
Total 1oans.........cccecevvveeveeeneen. $ 7,869 % 1,260 $ 10,445 $ 19,574 $1,277,291 $1,296,865

Troubled Debt Restructurings:

Total troubled debt restructurings were $7.0 million and $9.3 million at December 31, 2016 and 2015 respectively.
The Company has allocated $101 thousand and $528 thousand of specific reserves to customers whose loan terms
have been modified in troubled debt restructurings as of December 31, 2016 and 2015, respectively. There were no
commitments to lend additional amounts to borrowers with loans that were classified as troubled debt restructurings

at December 31, 2016 and 2015.

During the years ending December 31, 2016, 2015 and 2014, 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 deferral of principal payments; or a legal concession.
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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 nine months to 122 months.

The following tables present loans by class modified as troubled debt restructurings that occurred during the years
ending December 31, 2016, 2015 and 2014:

Pre- Post-
Modification = Modification

December 31, 2016 Number of Outstanding ~ Outstanding
Recorded Recorded
Troubled Debt Restructurings: Loans Investment Investment
Originated loans:
Residential real estate
1-4 family residential ............ccccooivvieveiiieeieeeeeeeeeeee 15 $ 436 $ 437
Home equity lines of credit.........ccoevevieriieciieieeieeieeeeeene 1 40 40
INAITECE ..t 26 182 182
CONSUIMET ...ttt sttt ettt ettt e e s saeenaeene 2 12 12
Total originated 10anS............ccccceeveieiereieeereeeeseeeeee, 44 $ 670 § 671
Acquired loans:
Residential real estate
1-4 family residential ...........coccoveiiriiinienieieeeeee e, 4 153 153
Home equity lines of credit.........ccoovevierieiiiecieeieeieieeeeeene 1 18 18
CONSUIMET ...ttt ettt ettt e st esaeeaeeane e ne 2 40 40
Total acquired 10aNS .........cccccevveeeririeeieriieiereeee e, 7 $ 211§ 211
Total 10ANS......c.cviverieiieiieeieteeeeeeteeee et 51 $ 881 $ 882

The troubled debt restructurings described above increased the allowance for loan losses by $43 thousand and
resulted in charge offs of $344 thousand during the year ended December 31, 2016.

Pre- Post-
Modification = Modification

December 31, 2015 Number of Outstanding ~ Outstanding
Recorded Recorded
Troubled Debt Restructurings: Loans Investment Investment
Originated loans:
Commercial real estate
OWNET OCCUPIEd ....evviiiieeicieeeeeeee e 2 $ 801 § 801
Commercial
Commercial and industrial..............ccccoeoiiiiieiiiiiccee e, 1 8 8
Residential real estate
1-4 family residential ...........ccoocoiiiniiniiniiiieeeee 13 760 760
Home equity lines of credit........o.coevveiiniinienieiieceieeeee, 2 60 60
INAITECE . 12 104 104
CONSUIMIET ...ttt e e e e e e e e et e e eeaaeeeeaaeaean 1 8 8
Total originated 10ans............ccccovevreiereieeieiieieieeieenes 31 $ 1,741  $ 1,741
Acquired loans:
Commercial
Commercial and industrial...........c.cooceevviieiiiieniieiie e 2 957 957
TOtal LOANS. ...c.veivieeeieeeeceeeeeeeeee et 33 $ 2,608 % 2,698
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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-
Modification = Modification

December 31, 2014 Number of Outstanding Outstanding
Recorded Recorded
Troubled Debt Restructurings: Loans Investment Investment
Commercial real estate
OWNET OCCUPIEd ... 1 $ 303 $ 316
NON-OWNET OCCUPICA.....ccuvieriiieeiieriieeieeeieeeieeeieeereesveeeeaens 2 408 408
Residential real estate
1-4 family residential ..........ccoocoioiiiininieee, 21 1,042 1,059
Home equity lines of credit..........cooeeveeniiniiiinineiecee 5 128 128
INAITECT .. e 2 37 37
CONSUIMET ...ttt sttt ettt ee st e et estesbeesbeenbeeaeeneesaee e 1 11 11
TOtAl LOANS ...ttt 32 $ 1,929 $ 1,959

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.

There were two commercial real estate loans for $1.2 million, one residential real estate loan for $1 thousand and
one home equity line of credit for $10 thousand modified as troubled debt restructurings for which there were
payment defaults within twelve months following the modification during the year December 31, 2016. None of the
loans were past due at December 31, 2016. There was no effect on the provision for loan losses as a result of this
default during 2016.

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.

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
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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.

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, 2016 Pass Mention standard Total
Originated loans:
Commercial real estate
OWNET OCCUPIEd....cvveererierieiieiieiieieieie et eenns $ 106,448 $ 490 $ 2,495 109,433
Non-owner 0CCupied ........cceevveerieerieriereerrereeeenns 162,465 522 2,461 165,448
Farmland .........c.cocooeeviiiiiiiiciecec e 34,057 0 58 34,115
OtheT ..o 69,947 325 270 70,542
Commercial
Commercial and industrial .............cccoeeevineeeiennne... 167,062 2,720 950 170,732
Agricultural .........ccooeeiiiiiiiee 24,395 253 25 24,673
Total originated 10ans .............cccocveveveriirrerennnnns $ 564374 §$ 4310 § 6,259 574,943
Acquired loans:
Commercial real estate
OWNeEr 0CCUPIEd......c.ooveueerieireeieieeeeeeee e $ 58,655 $ 707 $ 1,566 60,928
Non-owner occupied .........cceeveveerviiercieeniieeiireenieens 23,577 1,195 177 24,949
Farmland .........c..ooooveeiiiiiiicecceeee e 53,039 0 1,165 54,204
(01111 USSR 14,060 464 142 14,666
Commercial
Commercial and industrial ...........cccocevvviiiiiiiinnnnnn. 30,543 311 2,772 33,626
Agricultural .......ccoooieieiiiii e 14,856 685 483 16,024
Total acquired loans..........cccceeeververveneenieeneenne $ 194730 § 3,362 $ 6,305 204,397
Total 10anS........covveecriieciieeiieceeeiee e, $ 759,104 $ 7,672 $ 12,564 779,340
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Special Sub
December 31, 2015 Pass Mention standard Total
Originated loans:
Commercial real estate
OWNEr 0CCUPIEd. ....cviveeierireieeiereieeeieieee e $ 91,785 1,069 $ 4,515 % 97,369
Non-owner 0CCupied ........cceevveeriierieriereereereeeeenns 135,847 461 2,861 139,169
Farmland .........coooovvviiiiiiiiiieeee e 15,658 0 73 15,731
(01111 USROS 50,376 0 295 50,671
Commercial
Commercial and industrial ...........cccooevviiiiiiiinnnnn.. 145,513 860 1,973 148,346
Agricultural .........ooieiiiiini 8,702 79 8,781
Total originated 10ans ............ccccecveveveriirrereennnns $ 447,881 2,469 $ 9,717 § 460,067
Acquired loans:
Commercial real estate
OWNEr OCCUPIEd......eevieverieiieiieeeeeeeeeeete et $ 68,213 0 $ 1,645 $ 69,858
Non-owner occupied .........cceeveveerviierciieniieeiieeeieens 26,141 1,340 564 28,045
Farmland .........c.ooooeieiiiiiiiceeceececeeeee e 62,193 0 0 62,193
OtheT .o 22,729 476 217 23,422
Commercial
Commercial and industrial ............c.ccoceeevienreene.. 47,381 635 3,095 51,111
Agricultural .........occoeeiieiiiiii 22,292 0 218 22,510
Total acquired 1oans...........ccceeeverevereeneeneeennenne, $ 248,949 2,451 $ 5,739 $ 257,139
Total 10anS.......ccoveeeviiecieeiieceeeiee e, $ 696,830 4,920 $ 15,456 $§ 717,206

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, 2016 Residential of Credit Indirect Direct Other
Originated loans:
Performing..........cccceeeveveienienieiieeeieeeenn $ 221,476 $ 59,362 § 160,977 $ 26,772 § 7,596
Nonperforming..........cceeeveeeereereeneeceeseennes 2,224 320 736 74 16
Total originated loans .............cccecveneee. $ 223,700 $ 59,682 § 161,713 § 26,846 § 7,612
Acquired loans:
Performing.........ccocceveevienieniinicicceneee, 111,087 34,567 0 21,498 247
Nonperforming........cceceeeeereereeneenceneeeene 931 228 0 184 0
Total acquired loans.............cccvevvenvnnenn. $ 112,018 $ 34,795 $ 0% 21,682 % 247
Total 10ans ........ccoccevevereeenieienee. $ 335,718 § 94,477 § 161,713 § 48,528 § 7,859
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Residential Real Estate Consumer
1-4 Family Home Equity Lines

December 31, 2015 Residential of Credit Indirect Direct Other
Originated loans:
Performing..........cccceeeveveienienieiieeeieeeeen $ 176,251 § 40,984 $ 130,864 § 17,440 $ 4,484
Nonperforming........cceceeeveveeereeneenceneeeene 2,742 239 563 33 24
Total originated loans ...............c.cun..... $ 178,993 $ 41,223 § 131,427 § 17473 § 4,508
Acquired loans:
Performing.........cooceeeeeiieneniieieeeeeeee, 132,645 40,664 0 31,254 204
Nonperforming........cceceeeeereeereeneeneeneeeens 925 132 0 211 0
Total acquired loans.............c.ccvevvenvnnene. $ 133,570 $ 40,796 $ 0% 31465 % 204
Total 1oans........cccveeevevveveerieereeenenne. $ 312,563 $ 82,019 § 131,427 § 48,938 § 4,712

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:

2016 2015

Mortgage loan portfolio serviced for:
FHLMUC ...ttt ettt $ 121,274 $ 68,605

Custodial escrow balances maintained in connection with serviced loans were $961 thousand at December 31, 2016
and $584 thousand at December 31, 2015.

Activity for mortgage servicing rights for years ended December 31, 2016 and 2015 are as follows:

2016 2015
Servicing rights:
Beginning balance ...........ocucviviveviiiiieeiiiiicesteeeee et $ 453 $ 347
AAITIONS ..ttt ettt 611 166
AMOTtiZAtion t0 EXPEISEC...cuveruverurerererreerreereeresseenseesteesesssesseesseessesssessesses (210) (60)
ENding Dalance ........cc.cveuivievieiiiieieiiieecetet ettt $ 854 $ 453

There was no valuation allowance required for mortgage servicing rights at December 31, 2016 and 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, 2016 and 2015 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
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well as the overall resulting fair value in comparison with 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.

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

Fair Value Measurements at December 31, 2016

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

EIEIEIES 1.ttt ee e $ 5,921 $ 09 5921 $ 0
State and political subdivisions............c.cceevervrennen. 155,303 0 155,303 0
Corporate bonds.........ccceeveeviereieiiienierieneee s 1,339 0 1,339 0
Mortgage-backed securities-residential ................... 169,682 0 169,670 12
Collateralized mortgage obligations ........................ 20,693 0 20,693 0
Small Business Administration.................ccc.eeeeunee... 16,706 0 16,706 0
EqUity SECUIILIES....veevervieiieiieieeie e 351 351 0 0

Total investment SECUTIti€S ........c.ccvevvevveereereenenn.. $ 369,995 $ 351 $§ 369,632 12

Loan yield maintenance provisions.............c.ccccveveune.. $ 685 § 0 3 685 $ 0
Financial Liabilities

INtErest Tate SWAPS ...ovveveveeieeiereeietiereeete et $ 685 $ 0 8 685 § 0
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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

EIEIEIES 1.t ee e $ 11,106 $ 0 $ 11,106 $ 0

State and political subdiviSions...........ccceeevverveennnenn. 138,723 0 138,723 0

Corporate bonds..........cccveeeveeiiieeerieeeieeeiee e eiee s 1,134 0 1,134 0

Mortgage-backed securities-residential ................... 196,587 0 196,572 15

Collateralized mortgage obligations ........................ 27,165 0 27,165 0

Small Business Administration.................cccueeeennee... 19,299 0 19,299 0

EqUity SECUIILIES....vevveeiieiieieeieeie e 298 298 0 0

Total investment SECUTIties ..........coovvvvrevrreeennne. $ 394312 $ 298 $ 393,999 § 15

Loan yield maintenance provisions............c..c.......... $ 789 § 0 3 789 $ 0

Financial Liabilities

INtErest Tate SWAPS ...ovveveveeeeeiereeietiereeete et $ 789 $ 0 8 789 § 0
There were no significant transfers between Level 1 and Level 2 during 2016 or 2015.
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:

Investment Securities Available-for-sale
(Level 3)
2016 2015 2014

Beginning Balance............cccooveieieveiiireeiieieiieieieevessseveesse e $ 15 8 10 § 10

Total unrealized gains or losses:

Included in other comprehensive income ............cccceeveeennennn. 0 0 0
REPAYMENES ..ccuevieiiieiiiecieeeieece et 3) (1) 0
Acquired and/or purchased...........ccoeeeeeierienienieiee e 0 6 0

Ending Balance............cccveuiviieieriiiiieiiiieieeeeteeee et $ 12 3 15 3§ 10

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

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

Fair Value Measurements
at December 31, 2016 Using:

Quoted
Prices in
Active Significant  Significant
Markets for Other Unobserva
Identical Observable ble
Carrying Assets Inputs Inputs
Value (Level 1) (Level 2) (Level 3)
Financial Assets
Impaired loans
Commercial real estate
Owner 0CCUPIEd......c.ovvevveririeeieriieierieieeereereeenes $ 23§ 0 $ 0 S 23
Farmland...........ccccooooiiiiiicee e 339 0 0 339
Commercial
Agricultural ........ccoooeiiiiiiii e 113 0 0 113
1-4 family residential ...........ccoocinieniininiiice 77 0 0 77
CONSUMET ...ttt et e eeeaae e 2 0 0 2
Other real estate owned
1-4 family residential ..........cccooceviiniiniiiiice 16 0 0 16

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
Impaired loans
Commercial real estate

OWner 0CCUPIEd.......cuovveererirreeieriieieeeeieeeieereeene $ 1,448 $ 03 0 s 1,448
Commercial........c..oooevviiieeiieiiiieeeeeee e 1,514 0 0 1,514
1-4 family residential ............ccooceevivenienieiee e, 42 0 0 42
CONSUIMET ....vviieiiiieeeiieeeeieeeesireeeeereeeeseraeeeseaeeeenens 13 0 0 13

Impaired loans that are measured for impairment using the fair value of the collateral for collateral dependent loans,
had a principal balance of $727 thousand, with a valuation allowance of $173 thousand at December 31, 2016,
resulting in an additional provision for loan losses of $139 thousand for the year ending December 31, 2016. At
December 31, 2015, impaired loans had a principal balance of $3.4 million, with a valuation allowance of $383
thousand. Loans measured at fair value throughout the year resulted in an additional provision for loan losses of
$270 thousand for the year ending December 31, 2015. Excluded from the fair value of impaired loans, at
December 31, 2016 and 2015, discussed above are $2.0 million and $2.9 million of loans classified as troubled debt
restructurings and measured using the present value of cash flows, which is not considered an exit price.

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
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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.

At December 31, 2016, other real estate owned measured at fair value less costs to sell, had a net carrying amount of
$16 thousand. During the year ended December 31, 2016 the Company charged down three properties reflecting an
updated appraisal which resulted in a write-down of $36 thousand. The Company had no related write downs during
the year ended December 31, 2015.

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 2016 and 2015:

Valuation Unobservable Range
December 31, 2016 Fair value Technique(s) Input(s) Weighted Average
Impaired loans
Adjustment for
differences o
between (24.02%)
Commercial real estate............ 23 Sales comparison comparable sales
Quoted price for o
339  loan relationship Offer price 33.77%
Quoted price for o
Commercial ........cccceevereenereene 113 loan relationship Offer price 34.98%
Adjustment for
differences (12.97%) - 14.22%
between (3.38%)
Residential..........cccceeoeireenene 77  Sales comparison comparable sales
Adjustment for
differences (20.00%) - 20.00%
between (0.00%)
COonSUMET ......ccovveveeererereeenne 2 Sales comparison comparable sales
Adjustment for
differences (10.36%) - 17.10%
Other real estate owned - between (1.90%)
residential ...........ccoeveeiieirnnnnns 16  Sales comparison comparable sales

85



Valuation Unobservable Range
December 31, 2015 Fair value Technique(s) Input(s) Weighted Average
Impaired loans
Adjustment for
differences (49.42%) - 40.89%
between earning 35.33%
Commercial real estate............ 701  Income approach multiplier
Quoted price for 1.01%
747  loan relationship Offer price ’
Quoted price for 0
Commercial ..........ccoocvvrrennenne. 252 loan relationship Offer price (3.01%)
Adjustment for
differences. (29.77%)
between earning
1,262  Income approach multiplier
Adjustment for
differences (18.32%) - 24.16%
between (14.02%)
Residential..........ccceeoerrienne. 42  Sales comparison comparable sales
Adjustment for
differences (12.86%) - 11.97%
between (5.79%)
CONSUMET ......oevreerreereeereeeenne 13 Sales comparison comparable sales

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, 2016 and December 31, 2015 are as follows:

Fair Value Measurements at December 31,

2016 Using:
Carrying
Amount Level 1 Level 2 Level 3 Total
Financial assets
Cash and cash equivalents...........cccccevverrernenen. $ 41,778 $ 19,678 $§ 22,100 $ 0 $ 41,778
Restricted StOCK ......vvvviiiiiiiiiiieiiieeeieeieeeeeeeeene 9,583 n/a n/a n/a n/a
Loans held forsale ...........cccooeeeeiiiiiiiiiici, 355 0 365 0 365
L0anS, NEL....ooocuiieeeeeeeieeeeee e 1,416,783 0 0 1,406,951 1,406,951
Mortgage servicing rights..........cccceeveveenennennne. 854 0 854 0 854
Accrued interest receivable ..........cooevvveeiiiiinnnn. 5,504 0 1,924 3,580 5,504
Financial liabilities
DEPOSIES...ovviiierierieeie ettt 1,524,756 1,289,037 232,410 0 1,521,447
Short-term borrowings ........ccocceveeveeeveerieneenenns 198,460 0 198,460 0 198,460
Long-term borrowings..........cceceevveeveeneeneeneene. 15,036 0 15,009 0 15,009
Accrued interest payable ..........cceveveeriienieeninenns 507 35 472 0 507
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Fair Value Measurements at December 31,

2015 Using:
Carrying
Amount Level 1 Level 2 Level 3 Total
Financial assets
Cash and cash equivalents...............ccocoeevernnnenn. $ 56,014 $ 22500 $ 33,514 $ 0% 56,014
Restricted StOCK .......ooovvvieiiiiieeeeeeeeeeeeeeeee 9,384 n/a n/a n/a n/a
Loans held forsale ............oooveveeeviiiccieeeeeeene 1,769 0 1,813 0 1,813
L0ans, Net......cccveeevreiiieieeeeeeee e 1,287,887 0 0 1,296,075 1,296,075
Mortgage servicing rights............ccoeevvveneennennen. 453 0 453 0 453
Accrued interest receivable ..........cccooeevieeennn... 5,158 0 2,011 3,147 5,158
Financial liabilities
DEPOSILS...ovviiierieieeee ettt 1,409,047 1,164,506 241,909 0 1,406,415
Short-term borrowings ........ccocceveeveeeveenieneeneens 225,832 0 225,832 0 225,832
Long-term borrowings..........cceceecveeeeneeneeneenne. 22,153 0 22,306 0 22,306
Accrued interest payable ..........cceeeveeriiiiieeninnnns 445 26 419 0 445

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: 1t 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 1, 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.
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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.

NOTE 7—PREMISES AND EQUIPMENT

Year-end premises and equipment were as follows:

2016 2015
LaNA ettt et n ettt eaeenas $ 4972 § 5,833
BUIIAINGS .ottt 25,064 24,724
Furniture, fixtures and eqUIPmMENt...........cccveeeevieeiiieiiieeniiesieeeieesieeereesreeeneees 14,169 13,485
Leasehold IMProvVemeENts.........ccveeeiieiieeeieeiieeeieesieeereesreeereesveesseesseeenneeans 466 450
44,671 44,492

Less accumulated depreciation ............ccueeevierieeniiieniienieesieeeieesveeeveesveeeae s (21,446) (20,302)
NET BOOK VALUE ..ottt $ 23225 § 24,190

Depreciation expense was $1.7 million for year ended December 31, 2016, $1.5 million for year ended
December 31, 2015 and $1.1 million for year ended December 31, 2014.

During June 2016 the Company added 1 location with the addition of Bowers in Trumbull County. All fixed assets
were recorded at their fair market value.

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.

The Company leases certain branch properties under operating leases. Rent expense was $362, $332, and $323
thousand for 2016, 2015 and 2014, respectively. 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:

207 e et et e b ettt e tt e e tb e ataeeatbeeatbeeatbeeaabeeatbeeaabeeatbeeataeentbeenaneenns $ 361
20 L8 ettt ettt tb e e tb e e tteeetbe e etbeeatbeeabeeatbeeatbeeatbeeaabeeatbeenareentbeearneanns 339
2010 et ettt e e ta e et e e tbe e atbeeatbeeeabeeatbeeaabeeatbeeeabeeatbeeeaseentbeeaaneanns 336
2020 ettt e e et —e e ettt e e e e—e e —eeeteeeteeateeeteeereeeeeeetreeeneen 299
202 ettt e e et e e e—e e et —e e —aeeteeereeateeereeereeeeeeereeeneens 283
TETEATIET ...ttt e e et e e e e e e e e e e e e e ettt e e e e e e enraareeeeeeans 1,121

TOT AL ...ttt ettt e et e et e e eteeeeteeeeteeeeaeeeeteeeeaeseeteeeeseeeeseeeeaeeanns $ 2,739

NOTE 8—GOODWILL AND INTANGIBLE ASSETS

Goodwill associated with the Company’s purchase of Bowers in June 2016, NBOH in June 2015, Tri-State in
October 2015, NAI in July of 2013 and Trust in 2009 totaled $37.2 million at December 31, 2016 and $35.1 million
at December 31, 2015. The Bowers, 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, 2016, 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
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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:

2016 2015
Gross Gross
Carrying  Accumulated Carrying Accumulated
Amount  Amortization Amount  Amortization

Other intangible:
Customer relationship intangibles............ccccceveieernenen. $ 7210 $ (4,253) $ 5970 § (3,585)
NON-COMPELE CONLIACES..cvvrrrrreerierireeieesieeeieesveeenrens 430 (357) 370 (325)
Trade NamME .......coevvieiiieeiieiiiecie e esee e 520 (113) 190 (65)
Core deposit intangible...........ccceeveererienieniineeenee 5,582 (1,029) 5,582 (316)
TOtAL e § 13,742 § (5,752) § 12,112 ' § (4,291)

Aggregate amortization expense was $1.5 million, $983 thousand, and $767 thousand for 2016, 2015, and 2014,
respectively.

Estimated amortization expense for each of the next five years:

2007 ettt et ettt e ett ettt e ettt e eta e et e ettentteteete et e et eereereans $ 1,459
() RPN 1,334
2009 ettt ettt ettt ettt e ea e et e ateeattentteteate et e et enreereens 1,222
2020 1ttt ettt et e ettt e eateett et e et e et e eteeateeatteeaeeteeeeente et enreereen 1,119
2021 ettt et et e et ettt ettt et e et e ateeetteeteeteeteeneeereeereereans 1,058
B 1153 (TN i ) TR 1,798

TIOT ALttt ettt ettt et ettt ete e te e et e eteeeteeeteeseenseeateereeereereens $ 7,990

NOTE 9 - INTEREST BEARING DEPOSITS

Time deposits of $250 thousand or more were $43.3 million and $39.6 million at year-end 2016 and 2015.
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Following is a summary of scheduled maturities of certificates of deposit during the years following December 31,

2016:

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

Demand........cooioiiiii e e
MONEY MATKEL ....oocuvieeiiieiiieciie ettt ettt et eae e s beeeveesbaeeaneeans
SAVIIEZS ..ottt ettt et sttt et aean
Certificates 0f DEPOSIL ...cccvieriieriieeiiecieert ettt sre e sveesane e

................................ $ 74,624
................................ 28,725
................................ 27,315
................................ 37,231
................................ 56,693
................................ 11,132
................................ $ 235,720
2016 2015
$ 378,317  § 327,434
317,079 293,209
226,770 234,672
235,720 239,082
$ 1,157,886 $ 1,094,397

NOTE 10 - SHORT-TERM BORROWINGS

The Bank has short-term advances from the FHLB 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. FHLB advances are
secured by pledgings described in the following Long-Term Borrowings footnote. Balances at year end were as

follows:
2016 2015
Weighted Weighted
Average Average
Amount Rate Amount Rate
Repurchase advance with a rate of .39% to .70% at
December 31, 2016 and 2015 ........ccecvvieveinincnnicee, $ 100,000 0.63% $ 100,000 0.39%
Cash management advance with rates from .39% to .59%
at December 31, 2016 and 2015 .......ccccoevineniricniinennens 20,000 0.59% $§ 50,000 0.39%
TOtal AAVAINICES eeeeieeeeeee et eeeeeeeeeeeea $ 120,000 0.63% $ 150,000 0.39%

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 $82.0 million and $79.3 million at year ended

2016 and 2015.
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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 Trust. Information concerning securities sold under agreements to repurchase is
summarized as follows:

2016 2015 2014
Average balance during the year...........ccccoeeveirieieinieeeieeeeenne $ 84,368 $ 71,779 $ 71,573
Average interest rate during the year.........c.ccooceeoiiiininiiicniennn, 0.07% 0.07% 0.04%
Maximum month-end balance during the year ..........c.cccecevveneennen. $ 98,687 $ 89,574 $ 78,972
Weighted average year-end interest rate.........ccccoeeveveeneenceriennennee. 0.08% 0.06% 0.06%
Balance at year-end.............c.ocoeeirveviieieriieieeeeeeee s $ 78,110  $ 75,482 % 58,786

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:

2016 2015

Overnight and continuous repurchase agreements
U.S. Treasury and U.S. government sponsored entities ...........cceeeveereveennnenne $ 6,555 $ 5,276
State and political SUDAIVISIONS .......cceeeviierieiiiieie e 12,304 2,640
Mortgage-backed securities - residential...........cccceeeevieniiniininiinence 52,628 60,391
Collateralized mortgage obligations...........ccceeveererierienieneieee e 6,623 7,175
TOtal BOTTOWINES ......vvvieieveeiieteeiieteee ettt b st bes et sese s s se s nns $ 78,110 $ 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, 2016 and 2015.

Farmers 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, 2016 and 2015. The interest rate on the outstanding balance at December 31, 2016 and
2015 was 4.5%.

NOTE 11 - LONG-TERM BORROWINGS

At year end, long-term advances from the FHLB were as follows:

2016 2015
Weighted Weighted
Average Average
Amount Rate Amount Rate
Fixed-rate constant payment advances, at rates from .61%
to 1.70% at December 31, 2016 and 2015........................ $ 7,876 1.57% $ 15,054 1.24%
Convertible and putable fixed-rate advance with a rate of
4.45% at December 31, 2016 and 2015 .......ccccocvereeneenee. 5,000 4.45% 5,000 4.45%
Total adVanCes .........ccceevveriirerinenenecieeeeeee e § 12,876 2.69% § 20,054 2.04%
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The Bank 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. The Bank added $8 million in long-term advances as
part of the two acquisitions during the year ended December 31, 2015.

Short-term and long-term FHLB advances are secured by a blanket pledge of residential mortgage loans totaling
$276.9 million and $237.8 million at year end 2016 and 2015. Based on this collateral, the Bank is eligible to
borrow an additional $144.0 million at year end 2016. 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:
2007 ettt ettt b e b et e rae e e eteeahe e be b e eabeetbeetbeata e beebeenbeeatesaeeareereenreans 8,158
20T ettt ettt ettt ettt ettt e e be et e e b e et e etteete e be et e etbeetbeetbeata e beebeenbeereeeaeeareereenreens 1,008
2009 ettt b e b e ae e e ete e ehe e be b e eabeetbeetbeate e beebeenbeereeeaeeareereenreens 931
2020 1ttt ettt et e et e e beebeeraeerae et e ate e be e beetbeetbeetbeate e teebeenteeateereeareereenreens 860
2021 1ttt et ettt e e be et e eraeetteett e bt e beeabeeabeetbeetbeate e teebeenbeerbeereeateereenreens 792
N 4TS (=21 0 SRR 1,127
TIOT ALttt ettt ettt ettt et e et e e tb e s et e steebeesbeesseessesssebeesseesseessesseesreeseenseans $ 12,876

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, 2016, the interest rate was 2.7%. These securities can be redeemed at any quarter-end. Final maturity
of the Trust Preferred Debenture is December 15, 2036. The Company has the $2.2 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:

2016 2015
Fixed Rate Variable Rate Fixed Rate Variable Rate
Commitments to make loans...................... $ 2,684 $ 1,250 $ 100 $ 4,836
Unused lines of credit........oooveeeeeeeeveeeene.. $ 72,114 $ 245,830 $ 64,338 $ 204,889

Commitments to make loans are generally made for periods of 30 days or less. There are six fixed rate loan
commitments for 2016 that has an interest rate of 4.25% to 5.25% and matures within fifteen years. Variable rate
loan commitments have interest rates that at December 31, 2016 ranged from 4.69% to 5.75%. The fixed rate loan
commitments for 2015 have interest rates of 3.89% and mature within fifteen years. Fixed rate unused lines of
credit have interest rates ranging from 0.10% to 18.00% at December 31, 2016 and 0.20% to 21.90% at

December 31, 2015.

Standby letters of credit are considered financial guarantees. The standby letters of credit have a contractual value
of $4.3 million at December 31, 2016 and $5.6 million at December 31, 2015. The carrying amount of these items
on the balance sheet is not material.
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Additionally, the Company has committed up to a $5 million subscription in SBIC investment funds. At December
31, 2016 the Company had invested $3.4 million in these funds.

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 service time based restricted
stock awards granted, under the Plan, totaling 20,747 shares during 2016 and 244,105 shares during 2015. There
were also 82,990 performance based restricted stock awards granted in 2016 and 132,620 performance based
restricted stock awards granted in 2015. The actual number of performance based stock awards issued will depend
on certain performance conditions which are mainly average return on equity compared to a group of peer
companies over a three year vesting period.

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 $892 thousand for the year ended 2016, $486
thousand for 2015 and $116 thousand for 2014. As of December 31, 2016, there was $2.6 million of total
unrecognized compensation expense related to the non-vested shares granted under the Plan. The remaining cost is
expected to be recognized over the next 2 years.

The following is the activity under the Plan during the years ended December 31, 2016:

2016
Weighted
Average

Maximum Grant Date

Awarded Units Fair Value
Beginning Balance ...........c.ccevieriiriiiieieieieienteeie ettt 493,279 $ 7.90
GIANTEA ...t e e e e et e e et e e e eaaeeeenaneeeeennes 103,737 8.98
S T USSR 0 0
FOTTRITEA. .. oottt sete e ae e sebeennae s (97,626) 7.00
Ending balance...........ccooeirioiieiiiieieeee e 499,390 $ 8.30

NOTE 14 - REGULATORY MATTERS

Banks and financial 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 III) 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, 2016, the Company and
the 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 financial
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 I117).

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.
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Basel III 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 phase in began January 1, 2016 and will increase each year until fully
implemented at 2.5% on January 1, 2019. The capital conservation buffer for 2016 is 0.625%. Currently Basel III,
with the additional capital conservation buffer, requires the Company and the Bank to maintain (i) a minimum ratio
of common equity tier 1 capital to risk-weighted assets of at least 5.125%, (ii) a minimum ratio of tier 1 capital to
risk-weighted assets of at least 6.625%, (iii) a minimum ratio of total capital to risk-weighted assets of at least
8.625% and (iv) a minimum 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 2016 and 2015, 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 2017, the Bank could, without prior approval, declare
dividends of approximately $1.9 million plus any 2017 net profits retained to 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 of $102 thousand plus any 2017 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:

To be Well
Requirement For Capitalized
Capital Under Prompt
Adequacy Corrective
Actual Purposes: Action Provisions:
Amount  Ratio Amount _ Ratio Amount _ Ratio
2016
Common equity tier 1 capital ratio
Consolidated.........cccovererinieieeece $180,475 11.69% $ 69,474 45% N/A N/A
Bank .....oooiiiiiieee e 171,064 11.12% 69,244 4.5% $100,020 6.5%
Total risk based capital ratio
Consolidated.........cceoeveneiininiieeiece 193,487 12.53% 123,509 8.0% N/A N/A
Bank .....ccooiviiinin 181,916 11.82% 123,101 8.0% 153,877 10.0%
Tier I risk based capital ratio
Consolidated.........cceeveieneiiniiiieciecee 182,635 11.83% 92,632 6.0% N/A N/A
Bank .....ccooivininin 171,064 11.12% 92,326 6.0% 123,101 8.0%
Tier I leverage ratio
Consolidated.........cceoeveneieniieieeiecee 182,635 9.41% 77,596 4.0% N/A N/A
Bank .....ccooiiininin 171,064 891% 76,792 4.0% 95,990 5.0%
2015
Common equity tier 1 capital ratio
Consolidated..........ceoevereiiniiiieeiecee $165,451 11.59% $ 64,245 45% N/A N/A
Bank .....ccooiiininin $157,396 11.08% $ 63,938 45% $ 92,354 6.5%
Total risk based capital ratio
Consolidated.........ccooeeieneieniniieeieeee $176,571 12.37% $114,214 8.0% N/A N/A
Bank .....ccooinininin 166,374 11.71% 113,667 8.0% $142,084 10.0%
Tier I risk based capital ratio
Consolidated.........ccceceevveneneninencnenenene 167,550 11.74% 85,660 6.0% N/A N/A
Bank .....ccooiniiini 157,396 11.08% 85,250 6.0% 113,667 8.0%
Tier I leverage ratio
Consolidated........cccceceeveevinininenenenencnn 167,550 921% 72,803 4.0% N/A N/A
Bank .....oooiiiiiieee e 157,396 8.65% 72,770 4.0% 90,963 5.0%

NOTE 15 - EMPLOYEE BENEFIT PLANS

The Company has a qualified 401(k) deferred compensation Retirement Savings Plan (the “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 Savings Plan. Under the terms of the Savings 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 Savings Plan. Total expense was $506 thousand, $431 thousand and $336 thousand for the years

ended December 31, 2016, 2015 and 2014, respectively.
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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 2016,
2015 and 2014. The expense was $103 thousand, $82 thousand and $73 thousand for the years ended December 31,
2016, 2015 and 2014, respectively.

The Company maintains a deferred compensation plan for certain retirees. Expense under this plan was $9 thousand
for the year ended December 31, 2016 and $10 thousand for the years ended December 31, 2015 and 2014. The
liability under the deferred compensation plan at December 31, 2016 was $141 thousand and $149 thousand at
December 31, 2015.

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 $345 thousand at December 31, 2016 and $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, 2016 and 2015 was $1 million and
$929 thousand, respectively. The benefit payment upon satisfying the plan’s requirements is a benefit to the
qualifying director until death or a maximum of 15 years. The expense under this plan was $130 thousand in 2016
and none in 2015.

The Company assumed an employee stock ownership plan (“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 2016 or 2015. During
acquisition the Tri-State shares were converted to the Company’s shares and the trustee held 39,690 shares at
December 31, 2016 and 2015. The termination of this ESOP is still in process as of December 31, 2016.

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 Company is in the process of terminating the plan, which is expected to be completed within the
next year or two. A benefit was recognized under this plan for 2016 and 2015 of $184 thousand and $12 thousand,
respectively, and an expense of $4 thousand in 2014. The accrued postretirement benefit liability under this Plan
was $70 thousand and $280 thousand at December 31, 2016 and 2015. 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:

2016 2015 2014

CUITENE EXPEIISE ...eveveveeeeeeeteeeeeeteeteaeeteeteaeeteeteeeseeseaseseesesesseseseasann $ 8,642 $ 3,046 $ 2,369
Deferred expense (Denefit)........cccveevuieiiiieeiieiiiieeie e (1,157) (547) 263
TOTALS et $ 7,485 § 2,499 $ 2,632
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Effective tax rates differ from federal statutory rate of 35% applied to income before income taxes due to the

following:
2016 2015 2014
SEALULOTY TAX . ..vevivvevieviereeietieeeeetes sttt se et st s e e esese e eaesseseesesns $ 9,815 § 3,694 $ 4,059
Effect of nontaxable interest...........ocveeververeeneenieeiesieseeieens (1,684) (1,403) (1,179)
Bank owned life insurance, net ...........ccecveceeeienieneeneeeeeeeee. (283) (242) (159)
TAX CTEAILS ..vevveeeieeiieeiiee ettt (367) (236) (149)
Effect of nontaxable insurance premiums ..............cceevereveveennens (143) 0 0
Nondeductible acquisition COStS...........cerververieecierierierieeeenene. 40 401 0
(07311 PRSI 107 285 60
ACTUAL TAX oottt $ 7,485 § 2,499 $ 2,632
Deferred tax assets (liabilities) are comprised of the following:
2016 2015
Deferred tax assets:
Allowance for Credit 10SSES .......eevvvriieeeeee e $ 3,621  $ 2,968
Net unrealized loss on securities available for sale ............cccoeevvvvviieiiiinnnn. 1,522 326
Deferred and accrued COMPENSAtioN .........ccecveeeeveeerieeeiireerieeeiiieerieesireeseeeenns 1,922 1,562
Deferred loan fees and COSES.......uiviiiriiiriiieriieriiecie et 729 605
Post-retirement benefits..........cccvieriieriiieiiieeie e 25 172
Nonaccrual 10an interest iNCOME ........eevvierieeriierieeiie e eie e eieeeieeereeas 306 324
Other-than-temporary impairment............oeceereerieerieeienieneeneeieee e e 196 196
RESIICIEd STOCK ..vvvieiiieiieeiie ettt saee e 509 0
AMT credit carryforward ...........coooiierieniiii e 205 0
ONET .ottt ettt et e e tb et e te e beenre et e eaneees 106 142
Gross deferred taX @SSELS.......oouuiiiueieiee ettt $ 9,141 $ 6,295
Deferred tax liabilities:
Depreciation and amortiZation ...............c.eeeeeeereieeiieieesieeeeeeeeeereseeeereaees $ (740) $ (649)
Federal Home Loan Bank dividends ............ccccooveeiviiiiiiieiieeciieeiieciee e (1,093) (1,093)
Purchase accounting adjustments ............cceecueeverienienienieeie e (1,559) (984)
Mortgage Servicing rightS........cceeeverierieriieriieie e seeseeie e (299) (158)
Prepaid EXPENSES ....vevieiieieeieeieeiieeiteie ettt enes (271) (49)
L@ 11 T<) USRI (15) (11)
Gross deferred tax lHabilities .......c..cocveievueieiiieiieeie e (3,977) (2,944)
NET DEFERRED TAX ASSET ..ooiiiiieieeeeee e $ 5,164 $ 3,351

No valuation allowance for deferred tax assets was recorded at December 31, 2016 and 2015.

At December 31, 2016 and December 31, 2015, 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 has approximately $205 thousand of alternative minimum tax credits that may be carried forward

indefinitely.

The Company paid no penalties for the year ended December 31, 2016 or 2015. There were no amounts accrued for

penalties or interest as of December 31, 2016 or 2015.
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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 2013. The tax years 2013—2015 remain open to examination by the U.S. taxing
authority.

NOTE 17 - OTHER COMPREHENSIVE INCOME (LOSS)

The following table represents the detail of other comprehensive income (loss) for the years ended December 31,
2016, 2015 and 2014.

2016
Pre-tax Tax After-Tax
Unrealized holding losses on available-for-sale securities during
THE VAL ..t $ (4,270) $ 1,494 § (2,776)
Reclassification adjustment for (gains) losses included in net
INCOME (1) 1eiiieeiiieiiieeiiectee ettt et et e et e steeebeesbeeeabeesnbeeensee e (73) 26 (47)
Net unrealized losses on available-for-sale securities...................... (4,343) 1,520 (2,823)
Change in funded status of post-retirement health plan................... (156) 55 (101)
Net other comprehensive income (10SS).......ccvevveeveeieieenienieenienen. $ (4,499) $ 1,575 § (2,924)
2015
Pre-tax Tax After-Tax
Unrealized holding losses on available-for-sale securities during
THE JEAT .vvivieviiieietiet ettt ettt et b s $ (1,403) $ 491 $ (912)
Reclassification adjustment for (gains) losses included in net
INCOME (1) 1eiiiieiieiieieete ettt (94) 33 (61)
Net unrealized gains on available-for-sale securities....................... (1,497) 524 973)
Change in funded status of post-retirement health plan................... 20 (7) 13
Net other comprehensive income (1088)........cvevrveverirreeeisreeerinene $ (1,477) $ 517  § (960)
2014
Pre-tax Tax After-Tax
Unrealized holding gains on available-for-sale securities during
THE YEAT ..t $ 10,486 $ (3,670) $ 6,816
Reclassification adjustment for (gains) losses included in net
INCOME (1) 1eiiiieeiieiiieeiie ettt ettt et este e et esbeeeabeesebaeensee e (457) 160 (297)
Net unrealized losses on available-for-sale securities...................... 10,029 (3,510) 6,519
Change in funded status of post-retirement health plan................... 60 (21) 39
Net other comprehensive iNCOME.............ccovveverirriieriireieiereiereennes $ 10,089 § (3,531) $ 6,558

(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 2016 were as follows:

Be@Iinning DALANCE .......c.eovieieiieieieiiieie ettt ettt ettt et e sbeetesaeesbessessesbesseeseeseessensensas $ 429
INEW LOAIS ..ttt ettt st et b ettt sb bbbt et et e st b sbe bt et enne e 688
Effect of changes in composition of related parties ..........coovereererieiienienieneee e 0
REPAYIMENLS ...eoviiiiiiieiiiecie ettt ettt ettt et e et e e staeetbeessseebbeessaeensseeseesnseeeseeensseensnennes (21)
ENAING DAIANCE. ......cviiviieiieiiiciieie ettt ettt ettt ettt et et se bt seesenenea $ 1,096
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Deposits from principal officers, directors, and their affiliates at year-end 2016 and 2015 were $12.0 million and
$7.9 million.

NOTE 19 —- EARNINGS PER SHARE

The factors used in the earnings per share computation follow:

2016 2015 2014
Basic EPS
NEt INCOME ...veeeeeveeeeeeeeeeee ettt eae s $ 20,557 $ 8,055 $ 8,965
Weighted average shares outstanding ..........ccccceceveercenncene. 27,180,230 22,678,338 18,674,526
Basic earnings per share.............ccoceovviniinincnnene. $ 076 $ 036 § 0.48
Diluted EPS
NELINCOME ..ottt e e eaeans $ 20,557 $ 8,055 $ 8,965
Weighted average shares out-standing for basic earnings
PO SNATE ..ottt 27,180,230 22,678,338 18,674,526
Restricted stock awards............ccccoeeeeiiiieiiiiiiciee e 29,108 5,232 890
Weighted average shares for diluted earnings per share....... 27,209,338 22,683,570 18,675,416
Diluted earnings per share .............c..cccocoevnininnnnnn. $ 076 $ 036 § 0.48

There were no restricted stock awards that were considered anti-dilutive at year end 2016 and 2014. There were
193,105 award shares of common stock that were not considered in computing diluted earnings per share because
they were anti-dilutive at year end 2015.

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, 2016, 2015 and 2014 is as
follows:

2016 2015 2014
NOtioNal AMOUNES ..o $ 34360 $ 30,763  $ 31,459
Weighted average pay rate on interest-rate swaps............. 4.34% 4.25% 4.26%
Weighted average receive rate on interest-rate swaps....... 3.04% 2.70% 2.67%
Weighted average maturity (Years) .......cccceevevveecuerverenenne. 4.8 4.1 5.9
Fair value of combined interest-rate SWaps ...................... $ 685 § 789 § 638
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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, 2016, 2015 and 2014.

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.

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, 2016 Segment Segment Segment Others Totals
Goodwill and other intangibles............... $ 4,681 $ 38235 § 2,884 $ (646) $ 45,154
Total aSSELS ...ocvvevveervieieeiieeieereere e $ 10,980 $ 1,948,800 $ 3,528 % 2,805 $ 1,966,113

Retirement  Eliminations

Trust Bank Consulting and Consolidated
December 31, 2015 Segment Segment Segment Others Totals
Goodwill and other intangibles............... $ 4967 $ 35412 § 3,178  $ (646) $ 42911
Total aSSets .....coevereererenenenerieceiene $ 11,078 § 1,854,306 $ 4,127 § 391 § 1,869,902

Retirement  Eliminations

Trust Bank Consulting and Consolidated

For year ended 2016 Segment Segment Segment Others Totals
Net interest iNCOMe ........cccveevveevevveennenen. $ 95 § 68,113 $ 0 S (88) $ 68,120
Provision for 1oan 10SS€S...........ccccuveuenn. 0 3,870 0 0 $ 3,870

Service fees, security gains and other

noninterest iNCOME.......c..coevererrereenen. 6,341 15,191 1,990 (278) $ 23,244
Noninterest EXpense........c.veeveeeververevennen 4,818 48,804 1,380 1,319 $ 56,321
Amortization and depreciation expense.. 305 2,519 307 0§ 3,131
Income before taxes .......cccoouvvvveeeennnen 1,313 28,111 303 (1,685) 28,042
INCOME taX ..ovveveeieiieiecieeeeeeeeeeeeee, 462 7,586 107 (670) $ 7,485
Net INCOME ... $ 851 $ 20,525 $ 196 $ (1,015) $ 20,557
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Retirement  Eliminations
Trust Bank Consulting and Consolidated
For year ended 2015 Segment Segment Segment Others Totals
Net interest iNCOME ........ccveevvvevevveennennen. 65 $ 49,705 $ 0 S (33) $ 49,737
Provision for loan losses........ccocvvveeeennnne. 0 3,510 0 09 3,510
Service fees, security gains and other
noninterest iNCOME..........cceeeevuvereennne... 6,239 10,192 2,130 (255) $ 18,306
Noninterest EXpense........c.eeeveeververevennen 4,719 40,753 1,487 4,562 §$ 51,521
Amortization and depreciation expense.. 339 1,759 360 0 S 2,458
Income before taxes ........ccceveeeunene.. 1,246 13,875 283 (4,850) $ 10,554
InCome tax .....cccveveeiiiieeiiie e 425 2,968 97 (991) $ 2,499
Net Income .......ccooeevieeieeciieiieeens 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 ........ocveevveeveveeeneenen. 53§ 36,297 $ 0 S (14) $ 36,336
Provision for loan losses............ccccoeeee... 0 1,880 0 0 1,880
Service fees, security gains and other
noninterest iNCOME..........cceeeevuvereennne... 6,170 7,577 1,810 (254) 15,303
Noninterest EXpense........cveeeveeververevenens 4,528 29,268 2,010 474 36,280
Amortization and depreciation expense.. 378 1,081 423 0 1,882
Income before taxes ........ccceveeennene.. 1,317 11,645 (623) (742) 11,597
InCOme tax .....ccveveeiiieeeiiee e 451 2,645 48 (512) 2,632
Net Income......ccooveeveeieeicieieierene 866 $ 9,000 $ (671) $ (230) $ 8,965
Bank segment includes Insurance and Investment.
NOTE 22 - QUARTERLY FINANCIAL DATA (UNAUDITED)
Quarter Ended 2016 March 31 June 30  September 30 December 31
Total interest iNCOME .......c.occeveevreeeiieeieeeiiecie e $ 17,747 § 17,950 $ 18,332 $ 18,469
Total INtErest EXPENSE ...c.veevverreerrierrrrerieereenreeeeseeeseeeneeenns 1,000 1,061 1,139 1,178
Net INEETESt INCOMIE ....cevvviriieeeeieieeeeee e eeeaeeeees 16,747 16,889 17,193 17,291
Provision for 10an [0SSES .......cocvvvviieiiiiiiieeeeee e 780 990 1,110 990
NONINLEreSt INCOME ......evvvvvviieeeeeiiiereeeeeeeeeeeeeee e ee e 4,946 5,737 6,485 6,076
Merger related COSES.......uiriimiiniiiiiiieiieriereee e 289 224 31 19
NONINEETESt EXPENSE ..veeuvrierreererrerieerreenveerreeesseesreeesseeanns 14,155 14,559 15,194 14,981
Income before INCOME taXES ....uvvvvveeiiviiciiiiieeeeeieiiieeeeeeae 6,469 6,853 7,343 7,377
TNCOME tAXES .uvvviiiiiiiiiieeeeee e 1,671 1,833 1,967 2,014
NEEINCOME ...t $ 4,798 $ 5,020 $ 5,376 $ 5,363
Earnings per share - basic and diluted ............cccoovevvenennnne. $ 0.18 $ 0.19 $ 020 $ 0.20
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Quarter Ended 2015 March 31 June 30  September 30 December 31

Total INtErest INCOME ......veveeeeeeeeeeeeeeeeeeeee e $ 9,999 $ 10,753 $ 15,594 $ 17,481
Total interest EXPENnSe .....cccveeruveereeerireerieeecieeeieesveesveenenens 1,007 1,004 1,056 1,023
Net INEETESt INCOMIE ....convvieeiiieeeieieieeee e eeeeeeee e eeeaeeeees 8,992 9,749 14,538 16,458
Provision for 10an [0SSES .......cccvvvviieiiiiiiiieeeee e 450 850 1,220 990
NONINLEreSt INCOME ......vvvvvvviiieeeeieiiereeeeee e eeeraaeeees 4,037 4,409 4,685 5,175
Merger related COSES.......uiriimimniiiiiiienieseereeee e 245 1,912 2,499 1,736
NONINEETESt EXPENSE ..eeeuvrieereeririeereerirenveesreeesseesreeasseennns 9,506 10,175 13,022 14,884
Income before INCOME taXES ....uvvvveeeviviiciiiiieeeeiieiiieeeeeea, 2,828 1,221 2,482 4,023
INCOME tAXES ...vvviiieeiiiecee e 617 409 625 848
NEE TICOMIE ...ttt eeee e ee e $ 2211 $ 812 $ 1,857 $ 3,175
Earnings per share - basic and diluted ............cccoovevvenennene. $ 012 $ 004 $ 0.07 $ 0.12

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, 2016 2015
BALANCE SHEETS
Assets:
CaSN ..ttt et e eaee e $ 2,620 $ 1,357
Investment in subsidiaries
BaNK .....oiiiiiieiiiece e et era e e 198,030 184,253
TIUST ettt et e e e e et e e s b e e b e e eabeeeabeeeebeeeareenareas 10,184 10,188
N AL ettt et e b ettt e e s b e e sab e e abe e e ereeennas 2,787 3,391
L7 1 USSR 646 0
Securities available fOr Sale..........c.coovieeiiiiiieiii e 234 231
OtNCT e ettt ettt et et et b e e e be e e abe e ebeeaareas 1,284 1,319
TOTAL ASSETS ...ttt $ 215,785  $ 200,739
Liabilities:
Other HADIIILIES ....vveviiviirieie ettt $ 57 $ 241
NOLE PAYADIE ...eeeeeiieeiiieeiie et et re et e e 350 350
SUbOrdinate deDt ........evviiiiiiiiiiiiiie s 2,160 2,099
Other accounts Payable .........cccvveiiieriieiiiecie e 2 2
TOTAL LIABILITIES ..ottt 2,569 2,692
TOTAL STOCKHOLDERS' EQUITY ..cocoviiiiieeiieeieeceeeee e 213,216 198,047
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ............ $ 215,785  § 200,739
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STATEMENTS OF INCOME

Years ended December 31, 2016 2015 2014
Income:
Dividends from subsidiaries
BanK ......ooooviiiiieeeee e e $ 5,836 $ 23,744 $ 4,013
TIUST 1ttt e et veeear e e veeeane e 820 750 2,000
NATL e e 800 400 0
Interest and dividends on SECUTIHIES ..........cceveerveeeiienireenneenns 5 2 1
Security gains/(10SSES) ....vecvieeerierieriieieeie et (19) 0 0
Other INCOME........eiiiiiiieieeiie e et 28 0 764
TOTAL INCOME ......coooioieiiieeee e 7,470 24,896 6,778
Interest 0N BOITOWINGS ......ovvvereieriiniiiniienieeieeieee e (96) (35) (15)
Other EXPENSES ..cuvieierieeiieiiieeiieeieeeieesreesreesbeesreeseseensneees (1,997) (4,817) (1,492)
Income before income tax benefit and undistributed
SUDSIAIArY INCOME .....eenvieniiiniiiie et 5,377 20,044 5,271
Income tax benefit .........oocviiieiiiiiii e 670 991 512

Equity in undistributed net income of subsidiaries
(dividends in excess of net income)

BanK ..o 14,688 (12,837) 4,987
TTUSE ettt ettt sttt 31 71 (1,134)
NAT ettt ettt e (604) (214) (671)
CAPLIVE .eeeiiieeiie ettt cteeete et e et e st esteeebeesrteeebeesnseesnsae e 395 0 0
NET INCOME ......ooiiiiiieieeeeeeeee e $ 20,557 $ 8,055 $ 8,965

STATEMENTS OF CASH FLOWS

Years ended December 31, 2016 2015 2014
Cash flows from operating activities:
NEEINCOME ...ttt $ 20,557 $ 8,055 $ 8,965

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

Security (Zains)/I0SSES .....ccvveverreriieriieieeiesierreenre e seeneeens 19 0 0
Dividends in excess of net income (Equity in
undistributed net income of subsidiary)........c.cccccceveeuennee. (14,510) 12,980 (3,182)
OhET . e (368) (269) (982)
NET CASH FROM OPERATING ACTIVITIES............ 5,698 20,766 4,801

Cash flows from investing activities:

Proceeds from maturities of available for sale securities....... 59 0 0
Net cash paid in business combinations.............cccecveevereeennen. 0 (18,077) 0
NET CASH FROM INVESTING ACTIVITIES ............. 59 (18,077) 0

Cash flows from financing activities:

Proceeds from reissuance of treasury shares.............ccevuenne. 0 0 32
Repurchase of common shares..........cccoccveeeveerieencieenieenneens (168) (213) (2,882)
Cash dividends paid .........cccooererenineeieeee e (4,326) (2,683) (2,236)
NET CASH FROM FINANCING ACTIVITIES............. (4,494) (2,896) (5,086)
NET CHANGE IN CASH AND CASH
EQUIVALENTS ...ttt 1,263 (207) (285)
Beginning cash and cash equivalents..........c..ccoccevviiniiiiiiiniinnnen. 1,357 1,564 1,849
Ending cash and cash equivalents............c.coceververieenenieeneieeenen $ 2,620 $ 1,357  $ 1,564

103



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, 2016, 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 2016 Annual Report to Shareholders, management assessed the
Company’s system of internal control over financial reporting as of December 31, 2016, 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, 2016. The audit report by Crowe Horwath is located in Item 8 of this
report.

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, 2016, 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 III

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, 2017 (the
“2017 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 2017 Annual Meeting to
be filed with the Commission (“2017 Proxy Statement”).

Executive Officers of the Registrant

The names, ages and positions of Farmers’ executive officers as of March 6, 2017:

Name Age Title

Carl D. Culp....ccccoevenuennene 53 Senior Executive Vice President, Secretary and Treasurer of Farmers and
Senior Executive Vice-President and Chief Financial Officer of Farmers
Bank

Joseph Gerzina................... 61 Senior Vice President, Chief Lending Officer and Regional President of
Farmers Bank

Mark L. Graham ................ 62 Executive Vice President and Chief Credit Officer of Farmers Bank

Kevin J. Helmick ............... 45 President and Chief Executive Officer of Farmers and Farmers Bank

Brian E. Jackson ................ 47 Senior Vice President and Chief Information Officer of Farmers Bank

Mark A. Nicastro ............... 46 Senior Vice President and Director of Human Resources of Farmers Bank

Joseph W. Sabat................. 56 Vice President and Controller of Farmers Bank

Timothy Shaffer................. 55 Senior Vice President and Regional President of Farmers Bank

Amber Wallace Soukenik .. 51 Executive Vice President and Chief Retail/Marketing Officer of Farmers
Bank

James VanSickle................ 46 Senior Vice President and Chief Risk Officer of Farmers Bank

Mark R. Witmer................. 52 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 Senior Executive Vice President and Treasurer of Farmers and Senior 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 31 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 34 years of experience in
commercial and private banking. Prior to joining Farmers Bank, Mr. Gerzina was a Managing Partner at Weather
Vane Capital, and previously held the role of Senior Vice President and Regional Commercial Manager (2002-2009)
with Huntington National Bank. He was appointed as an executive officer of Farmers in 2012.

Mr. Graham has over 39 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 22 years and has a retail and investment background, including an MBA and CFP designation. From
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1997 through 2008, Mr. Helmick served as the Vice President and Program Manager for 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 Investments, the retail investment area of Farmers Bank,
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 24 years of experience in the IT field.
Mr. Jackson was appointed as an executive officer in 2012.

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 19 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 21 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 27 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 Executive 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 27 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
21 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 2017 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
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www.farmersbankgroup.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 2017 Proxy Statement. These procedures have not materially changed from those described in
Farmers’ definitive proxy materials for the 2016 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
2017 Proxy Statement.

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 2017 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
2017 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 2017 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 2017 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 2017
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 2017 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 2017 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 2017
Proxy Statement.
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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 7, 2017
Kevin J. Helmick (Principal Executive Officer)

Senior Executive Vice President, Secretary and
/s/ Carl D. Culp Treasurer March 7, 2017
Carl D. Culp (Principal Financial Officer)
/s/ Joseph W. Sabat* Controller March 7, 2017
Joseph W. Sabat (Principal Accounting Officer)
/s/ Gregory C. Bestic* Director March 7, 2017
Gregory C. Bestic
/s/ Anne Frederick Crawford* Director March 7, 2017
Anne Frederick Crawford
/s/ Lance J. Ciroli* Chairman of the Board March 7, 2017
Lance J. Ciroli
/s/ Ralph D. Macali* Director March 7, 2017
Ralph D. Macali
/s/ Terry A. Moore* Director March 7, 2017
Terry A. Moore
/s/ David Z. Paull* Director March 7, 2017
David Z. Paull
/s/ Earl R. Scott* Director March 7, 2017
Earl R. Scott
/s/ James R. Smail* Director March 7, 2017
James R. Smail
/s/ Gregg Strollo* Director March 7, 2017
Gregg Strollo
/s/ Howard J. Wenger* Director March 7, 2017

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)

/s/ Carl D. Culp

Carl D. Culp

Senior 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

3.1 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).

32 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%* 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).

10.2*¥  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).

10.3*  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).

10.4*  Farmers National Banc Corp. Nonqualified Deferred Compensation Plan (as amended and restated
effective January 1, 2016) (filed herewith)

10.5% Farmers National Banc Corp. Form of Cash Long-Term Incentive Award Agreement under Long-Term
Incentive Plan (incorporated by reference from Exhibit 10.9 to Farmers’ Annual Report on Form 10-K
for the year ended December 31, 2015 filed with the Commission on March 10, 2016).

10.6¥  Farmers National Banc Corp. Form of Equity Long-Term Incentive Award Agreement under 2012
Equity Incentive Plan (incorporated by reference from Exhibit 10.10 to Farmers’ Annual Report on
Form 10-K for the year ended December 31, 2015 filed with the Commission on March 10, 2016).

10.7¥  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).

10.8¥  Farmers National Banc Corp. 2016 Form of Notice of Grant and Restricted Stock Award Agreement
under 2012 Equity Incentive Plan (filed herewith).

10.9* Farmers National Banc Corp. 2016 Form of Cash Long-Term Incentive Award Agreement under Long-
Term Incentive Plan (filed herewith).

10.10*  Farmers National Banc Corp. 2016 Form of Service-Based Long-Term Equity Incentive Award
Agreement under 2012 Equity Incentive Plan (filed herewith).

10.11*  Farmers National Banc Corp. 2016 Form of Performance-Based Long-Term Equity Incentive Award
Agreement under 2012 Equity Incentive Plan (filed herewith).

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).
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Exhibit

Number Description
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).
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, Senior Executive Vice President and Treasurer, Farmers National Banc Corp., 20 S. Broad Street, Canfield,
Ohio 44406.
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M ANNUAL REPORT 2016

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.0O. 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,
2016, there were 27,047,664 shares outstanding and
3,561 shareholders of record of common shares.

MARKET AND DIVIDEND SUMMARY
Quarter Ending High Low Dividend
March 2016 $8.99 $8.02 $0.04
June 2016 $9.48 $8.69 $0.04
September 2016 $10.90 $8.76 $0.04
December 2016 $15.05 $10.05 $0.04
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

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 12/31/2011 and tracks
it through 12/31/2016.

Total Return Performance
350
—&—Farmers National Banc Corp.
—=—NASDAQ Composite >
300 - —4—NASDAQ Bank
—e—SNL Microcap Bank Index
—*—SNL U.S. Bank NASDAQ &
250 P
E]
s
3
g =
- /
100
12/3111 12/31112 12/31113 12/31114 12/31115 12/31/16
Period Ending
Index 12/31/11 12/31/12 12/31/13 12/31/14 12/31/15 12/31/16
Farmers National Banc Corp.  100.00 128.99 138.90 179.83 187.95 315.14
NASDAQ Composite 100.00 117.45 164.57 188.84 201.98 219.89
NASDAQ Bank 100.00 118.69 168.21 176.48 192.08 265.02
SNL Microcap Bank Index 100.00 126.37 163.04 184.90 205.62 252.77
SNL U.S. Bank NASDAQ 100.00 119.19 171.31 177.42 191.53 265.56
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