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NB&T Financial Group, Inc. is a bank holding
company whose wholly-owned subsidiary is The
National Bank and Trust Company. The Company
operates as an independent locally-owned company with

a management philosophy that is community oviented.

Founded in 1859 as a private banking company and

chartered as a national bank in 1872, National Bank

and Trust offers a range of financial products and

sevvices 1o snall businesses, agriculture, trust custormers,

and individual consumers. At year end 2002, the

Company operated 21 full-service branch offices and

an insuvance agency in Adams, Auglaize, Brown,

Clermont, Clinton, Fayette, Hardin, Highland
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and Warren Counties.

Consolidated Financial Highlights
President’s Letter

The Next Level of Excellence
National Champion

Board of Directors

Management’s Discussion and Analysis

Consolidated Financial Statements
Notes To Consolidated Financial Statements .. ..

Independent Auditors’ Report




NB&T Financial Group, [nc. and Subsidiaries

Consolidated Financial Highlights

EARNINGS (in thousands)
Net interest income
Net income

PER SHARE

Net income
Dividends declared
Book value

AS OF DECEMBER 31 {in thousands)
Assets

Loans

Securities

Deposits

Shareholders’ equity

RATIOS AND STATISTICS
Return on average assets
Return on average equity
Equity to assets

Total risk-based capital ratio
Shareholders of record
Full-time equivalent employees

- ‘?ﬁi :‘?
" RETURN | RETURN

oN EQUITY [N ON ASSETS
'Y KK

§664,303
384671
213,090
468,089

57,30

96%
12.08
8.62
14.66
#l
274

EARNINGS
PER SHARE

Percent
2001 Change
$ 19,144 2L1%
6,017 83
§ 19 10.5
84 95
15.89 119
$671,171 09)
382,714 03
216001 (10)
479,240 23)
50976 124
9%
1187
7.60
11.50
478
261
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Our mission is to provide our

cormmunity with outstanding products

&7 sevvice while earning a competitive

return on the investiment of our

sharebolders.

De eﬂcw Shareholder, |

NB&T Financial Group, Inc., and The National
Bank and Trust Company achieved another solid
performance during 2002, despite volatile and
declining stock market averages and continuing
soft economic conditions.

Net income was $6.5 million, an increase of 8.5%
from 2001. Net income per share was $2.11,
up 10.5% from the year before. Total assets
amounted to $665 million, down less than 1%
from the previous year. Total deposits decreased
to $468 million, an $11 million decrease from
last year.

A leading factor that contributed to our financial
results this year was net interest income, which
was helped by a continuing uncertain economic
climate. With a dozen prime rate decreases by the
Federal Reserve over the past two years, interest

rates remained at or near historic lows. This pro-
vided us with a reduction in our interest expense
for deposits and a net interest margin of 3.86%.
At the same time, the declining values of stocks
and large market fluctuations brought us addition-
al sources of deposits as people looked for safe
investiment alternatives.

Non-interest income for 2002 was $8.6 million,
excluding securities gains — an increase of 11%
over last year. The improvement was due prima-
rily to increased income from service charges on
deposits, and insurance agency and investment
center revenue. Service charge income was up
26% from the year before and revenue from insur-
ance and investment center activities rose 39%.

For the entire banking industry, the challenge
of credit quality continued during 2002. As stock




values declined, many businesses saw their
incomes and cash flows shrink. As a consequence,
their ability to access new capital funds or to
repay existing obligations came under pres-
sure. At the same time, recessionary conditions
including slowing revenue growth were forcing
businesses to focus on expense control to improve
profits. Businesses that had been reliable loan
customers for years were facing potential repay-
ment problems. We have been working diligently
with affected business customers to improve the
quality of our loan portfolio by closely monitoring
their financial performance.

We have also taken measures to maintain the
quality of the Bank's own investment portfolio.
At a time of economic uncertainty, more atten-
tion to loan quality, and changes in deposit levels,
we have been able to manage our liquidity needs,
position ourselves against market swings, and
contribute to our earnings growth. The situation
puts a premium on the ability of Bank manage-
ment and employees to find ways to increase
revenues and reduce expenses at the same time as
we strive to improve our Service to Custormers.

The Bank also is working to adapt to two major
legislative developments — the Sarbanes-Oxley

Act and the US.A. Patriot Act. The Sarbanes-
Oxley Act and many new regulations to implement
itare already effective, as are some provisions of the
Patriot Act, with the remainder scheduled to
become effective in the months and years ahead.

The Sarbanes-Oxley Act, prompted by recent
corporate accounting scandals and management
malfeasance, regulates accounting practices,
corporate governance and corporate disclosures
of public companies. Its provisions require,
among other things, the establishment of quality
control, independence and ethical standards rela-
tive to preparaton of audit reports. It prohibits
auditing firms from providing certain services to
their audit clients, such as management or
human resources functions, bookkeeping, invest-

ment advising or legal services. It also makes cor-
porate officers who certify financial reports
responsible for their truthfulness and accuracy.

The Patriot Act is aimed at combating interna-
tional terrorism by deterring money laundering.
In general it mandates that banks ascertain
and verify the identities of persons and
organizations with whom they do business and
report suspicious transactions and activities.
Policies and procedures of NB&T Financial
Group, Inc., and The Nadonal Bank and Trust
Company conform and will continue to conform
with the letter and spirit of both these acts.

On a personal note, I would especially like to
recognize James W. Foland for his years of
service to Natonal Bank and Trust and the Board
of Directors. Jim has been an invaluable member
of the Board since 1983 after having served
the Bank as an employee since 1956. His
colleagues and friends join me in thanking him
for his many important contributions and
extending him best wishes in his retirement.

As we grow in technology and continue to diver-
sify our services, it remains perhaps more true
than ever before that our business is one of
serving people. It requires our commitment and
dedication to meeting the needs of our customers
and the community. Our employees, most of
whom are fellow shareholders, have always been
and remain the basis of our success, through
challenging as well as good times. We thank
them for their hard work and you, our share-
holders, for your continued support.

dhém@&%

Timothy L. Smith
Chairman, President and CEO




% ur investment in new technology

® and in creating a broad and
i  J diversified range of traditional
. and non-traditional banking serv-
ices in recent years, has allowed us to
remain competitive in an increasingly
competitive financial services marketplace.
Now, to distinguish National Bank and
Trust as a reliable advisor and financial
resource, we are moving to a new level
of excellence in the way we serve our
customers.

We continue to see more usage by
customers of our electronic and conven-
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The Next Level of Excellence

ices provided through our subsidiary,
NB&T Insurance Agency, have tripled in
premiums since 1998. Wilrth approximately
150-200 new contracts written per month,
property and casualty insurance, life insur-
ance, annuities and brokerage services have
encouraged us to strengthen our commit-
ment to these growing opportunities.
National Bank and Trust is now able to
offer its customers access to licensed
or registered representatives at every
one of its branch offices and financial
centers. This increased access has been
in direct response to our customers’ recog-
nition that National Bank and

ience products, such as internet ;
banking, on-line bill payment, | THE Trust can do more than just
telephone banking anc{mc-llebit meet their traditional banking
cards. These services have |AINVESTMENT | needs.

roven that National Bank and | CENTER Financial planning is another
rust can retain its customers by area in which our customers

adding value to the ways customers choose
to do their banking. Results indicate that
customers will do r_gheir banking at all hours
of the day and from places all over the
world. To achieve excellence in this area
and provide the level of service customers
expect, requires us to constantly assess the
preferences that are important to our cus-
tomers. To meet this expectation, we have
made the commitment to invest in tech-
nology as a means of delivering
high-powered value through superior cus-
tomer service.

We have also seen stronger acceptance
by customers of the expanded non-tradi-
tional financial services National Bank
and Trust is able to offer. Insurance serv-

are showing more interest and demand.
The uncertainty of the stock market over
the past several years has affected many
retirement and investment plans of our cus-
tomers, and as a result, they want more
assistance  in  their  financial
planning options. To provide this, we are
improving our ability of being a trusted
financial advisor to our customers by
getting more of our investment and insur-
ance specialists certified as financial
planners. Our dedication to this effort is
based on our belief that helping customers
build their wealth, preserve and protect it,
and eventually, transfer it to their loved
ones, is a noble way to help people achieve
their financial dreams.
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ur vision of the next level of
excellence is that every customer
will enjoy a pleasant experience
at National Bank and Trust because
they will receive professional and
courteous service. 'To achieve this, we
must continue to integrate the banking,
investment and insurance services we

JAMES W. FOLAND,

A member of the

A Vision o

offer with the way we deliver sales,
service and marketing to our customers.
More importantly, it is the quality of
the people who work at National Bank
and Trust and provide service in all
the things we do for customers that
allow us to continue a legacy that began

in 1872.

iExcellenée

It’s our pleasure to recognize some of
the people who have contributed to the
progress that National Bank and Trust
has achieved over the past year and
years. Without their effort, and others
like them, we would not be able to sus-
tain our history of building a stronger
and more competitive Company.

CHARLES L. DEHNER,

Executive Vice President &

Board of Directors

o key personnel who have

served our Company for

many years announced
retirements.  James W. Foland,
secretary and member of the Board
of Directors of NB&T Financial
Group, Inc., will be retiring when
his term expires in April, 2003.
Charles L. Debner, Executive Vice
President and Chief Financial
Officer of The National Bank and
Tirust Company, retived from the
Bank on January 31, 2003.

i
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Mr. Foland was appointed to the Board in
1983, having previously served the Bank as
a senior vice president until his retirement in
1980. A native of Wilmington, he joined the
then Clinton County National Bank in 1956
as a teller. During his career Mr. Foland
held various positions with the Bank as a loan
officer, assistant vice president and vice
president. He attended Wilmington College
and The Ohio State University and is a
graduate of the Ohio School of Banking. A
World War I army veteran, he served in
North Africa and Italy.

|

'Our Thanks to Jim and Charlie

Chief Financial Officer

Mr. Dehner joined the Bank in 1984
as a vice president and Chief Financial
Officer. He was named Executive Vice
President in 1991 and also appointed to
the Board of Directors. Mr. Dehner, a
certified public accountant, will remain on
the Boards of NB&T Financial Group, Inc.
and The National Bank and Trust Company.

We appreciate the important roles both of these
imdividuals played in our success and growth as a
financial services company and we wish them all
the best in their retirements.
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Every year since 1990, The National
Bank and Trust Company has estab-
lished an Excellence Team that meets
monthly to review service quality and
formulate plans for improvement.
Made up of members of departments
throughout the Bank, the team’s goals
are the promotion of more effective
teamwork, better communications,
increased efficiency and superior

performance.

Each quarter, the Excellence Team
recognizes an outstanding employee
as National Champion, based on
nominations from fellow employees
and customers. Each year, one
National Champion is selected from
the quarterly winners as National
Champion of the Year.

B Kathy made the extra effort to help the staff
§ ot the Sabina Office when they were suddenly
| short-handed due to some emergencies. She
§ willingly gave of her time even though she was
| not scheduled to work at that office. She
E assisted  customers with new  accounts,

B answered telephone inquiries and, in general,

® helped maintain the level of service that cus-

B tomers expect.

s
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Kelli was instrumental in the apprehension of a person who was conducting suspicious
banking activity. Her alertness to the suspicious activity was credited by the FBI as
having assisted with the indictment and arrest of the person on felony charges. Kelli’s
attention to this matter helped protect customers of National Bank and Trust as well

as other employees.

CUSTIS
The
Investment
Center'

Nikki works in the insurance area of the
Company. She made the extra effort to assist
the Blanchester Office when the office had
trouble with last minute staffing issues. She
helped with customer telephone calls and
offered to stay and help throughout the day
even though she had completed her appoint-
ments at the office.

Natlonal Cham ion |
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| KELLI
CRUTCHER

Blanchester Office

Also... |
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Nati 'r;iél Champion

SHARON
LESLIE
New

tional Champion

Sharon made a strong impression on a §
customer whose spouse was recently deceased. §
The customer didnt know anything about §
banking and needed someone to help her. §
Sharon stepped in and helped the customer §
take care of her banking and related financial §
matters. On a regular basis, Sharon assisted §
the customer and provided the encourage- §
ment that helped her through a difficult time. §




® Directors £

(FIRST ROW)) (ZND ROW)) JAMES W, FOLAND
JANET M. WILLIAMS S. CRAIG BEAM Secretary, NB&T Financial
Agricultural Business Operations President, Six-B, Inc. Group, Inc., Retired Banker

GEORGIA H. MILLER CHARLES L. DEHNER ROBERT A. RAIZK

Retired, Hospital Volunteer Services

DARLEEN M. MYERS
Clinton County Commissioner

DANIEL A. DIBIASIO
President, Wilmington College

Retired Executive Vice President
and Chief Financial Officer
NB&T Financial Group, Inc. and

President, Wilmington
Tron & Metal, Inc.

DR. G. DAVID HAWLEY

The Natonal Bank and Trust Company

TIMOTHY L. SMITH
Chairman, President and CEO
NB&T Financial Group, Inc.

"The National Bank and Trust Company

Minister, Presbyterian
Church of Wilmington

ngratulations and thanks to all of our
" mplon‘s and our Excellence Team
* members for their commitment

to customer service excellence.
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Our 2002 Excellenécé Team included:

g
|
|
N TR RNV | |

ROW 1: (Seated I 1o R) Sandy Waits, Leslie Bennington,
Sherry Satterfield, Stacy Kudika

ROW 2: (L % R) Lori Mount, Nancy Schweickart,
Debra Linkhart, Diane Edwards, Rhonda Howell

ROW 3: (1. 7% R) Andy McCreanor, Todd Lane,
Lisa Shaw, Ken Blendea

Not Pictured: Carol Francis, Shirley Haines, Krissy Harmon



NB&T FINANCIAL GROUP, INC, AND SUBSIDIARIES

Maragement’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis comparing 2002 to prior years should be read in conjunction with the audited consolidated financtal statements at December 31, 2002
and 2001 and for the three vears ended December 31, 2002.

FORWARD-LOOKING STATEMENTS Statements preceded by, followed by or that otherwise include the words “believes,” “expects,” “anticipates,” “Intends,”
“estimates,” “plans,” “may increase,” “may fluctuate,” “will ikely result,” and similar expressions or future or conditional verbs such as “will,” “should,” “would,”
and “could” are generally forward-looking in nature and not historical facts. Results could differ materdally from those expressed in such forward-looking statements
due to a number of factors, including (1) the effect of economic conditions and interest rates on a national, reglonal or international basis; (2) compettive pressures in
the retal banking, financial services, insurance and other industries; (3) the financial resources of, and products available to, competitors; (4) changes in laws and
regulations, including changes in accounting standards; (5) changes in policy by regulatory agencies; and (6) changes in the securities markets. Any forward-looking
statements are not guarantees of future performance. They involve risks, uncertainties and assumptions, and actual results could differ materially from those
contemplated by those forward-looking statements. Many of the factors that will determine these results are beyond the Company’s ability to control or predict.
The Company disclaims any duty to update any forward-looking statements, all of which are qualified by the statements in this section.

RESULTS OF OPERATIONS

OVERVIEW Net income for 2002 was $6.5 million, or $2.11 per share, compared to $6.0 million, or 8191 per share, for the year of 2001 Net interest income was
$23.2 miltion for 2002, 21.1% above 2001. Non-interest income, excluding securities gains and losses, was 8.6 million for 2002, 11.0% above 2001 Non-interest
expense was $22.2 million for 2002, 22.2% above 2001. Performance ratios for 2002 included a return on assets of 96% and a return on equity of 12.08%.

Netincome for 2001 was $6.0 million, or $1.91 per share, compared to $4.0 million, or $1.27 per share, for the year of 2000. Net interest income was §19.1 million
for 2001, 4:4% above 2000. Non-interest income, excluding securities gains and losses, was $7.7 miltion for 2001, 26.2% above 2000. Non-interest expense was
$18.1 mltion for 2001, 18.0% above 2000. Performance ratios for 2001 included a return on assets of 99% and a return on equity of 11.87%.

TABLE 1 - SELECTED FINANCIAL HIGHLIGHTS

(in thousands, excapt per share data) 2002 M 2000 1999 1998

Net interest income $ 23,180 $ 19,144 § 18338 $ 18,389 $ 16,733
Netincome 6,531 6,017 4,046 5,708 5374
Earnings per share 2.1 . 127 181 1.70
Dividends per share 0.92 } 0.76 051
AYERAGE BALANCES
Assets $676,960 $610,790 $551,566 $526,455 $478.900
Loans 385,324 366,190 367419 330,734 287674
Securities 227,560 181,819 148,827 162,744 155,159
Depasits 475,903 429514 390,231 376,843 347,087
Long-term debt 117,840 93,572 79,406 75,539 53,753
Shareholders’ equity 54,053 45722 42,805
RATIOS AND STATISTICS
Net interast margin (tax equivalent) i 3.86% . 372%; . . 3.82%
Return on average assets 0.96 ) 0.73 . 112
Return on average equity 12.08 k 8.85 . 12.56
Loans 10 assefs 56.92 . 64.59 . 58.61
Equity to assets 8.62 / 8.54 ) 859
Total risk-based capital ratio 14,56 . 14.04 . 1418
Efficiency ratio 67.75 ) 6047 . 62.20
Full service offices 2 17 16

NET INTEREST INCOME Net interest income increased 21.1% in 2002 to §23.2 million from $19.1 million in 2001. Average interest-carning assets for 2002
increased §56.5 million, or 10.0%, from 2001 while the tax equivalent yield decreased to 6.64% in 2002 from 7.56% in 2001. Interest and fees on loans decreased
$1.4 million, or 4.7%, from Last year as the average loan balance increase of $19.1 million, or 5.2%, was offset by a decrease in the average yield from 8.33% in 2001
to 7.55% in 2002. Interest on securities increased 4.3%, or $336,000 i 2002 from 2001. The average balance of the securities portfolio increased $45.7 million,
or 25.2%, from 2001, while the tax equivalent yield decreased 109 basis points from 6.43% to 5.34%.

Interest expense decreased 24.3% in 2002 compared to 2001. Average interest- bearing Habilities increased $52.7 million, or 10.2%, during 2002, while the cost
decreased from 4.42% in 2001 to 3.04% in 2002. The volume growth in average interest-bearing liabilities was due to a $37.4 million, or 27.3%, increase in NOW




and money market accounts, a $9.3 million, or 30.1%, increase in savings deposits, and a $20.1 million, or 21.6% increase in additional borrowing from the Federal
Home Loan Bank (FHLB). These increases were offset by a decrease in average certificates of deposits of $9.6 million. All categories of interest-bearing liabilities
showed a decrease in cost in 2002 compared to 2001. As a result, average tax equivalent net interest margin increased from 3.54% 1n 2001 to 3.86% in 2002.

Net interest income increased to $19.1 million in 2001 from $18.3 million in 2000, an increase of 4.4%. Average interest-earning assets for 2001 increased $49.0
million, or 9.4%, from 2000 while the tax equivalent vield decreased w0 7.56% in 2001 from 8.09% in 2000. Interest and fees on loans decreased 3.3% from 2000 as
the average loan balance declined $1.2 million, or 0.3%, and the average vield decreased from 8.39% in 2000 to 8.33% in 2001. Interest on securities increased
15.7% 1 2001 from 2000, The average balance of the securities portfolio increased $33.0 million, or 22.2%, from 2000, while the tax equivalent vield decreased from
6.91% 106.43%.

Interest expense increased 0.6% in 2001 compared to 2000. Average interest- bearing liabilities increased $53.2 million, or 11.5%, during 2001, while the cost
decreased from 4.90% in 2000 to 4.42% 1n 2001. The volume growth in average interest-hearing liabilities was due to a 23.7% increase in NOW and money market
accounts, a 21.6% increase in large certificates of deposit, and an 18.1% increase in additional long-term borrowing fromm the FHLB. All categories showed a
decrease in cost in 2001 compared to 2000. Average tax equivalent net interest margin decreased from 3.72% in 2000 to 3.54% in 2001.

PROVISION FOR LOAN LOSSES The provision for loan losses was $2.1 million in 2002, an increase of $600,000 from the provision recorded in 2001, which was 2

decrease of $700,000 from the provision recorded in 2000, Net charge-offs in 2002 were $1.9 million, compared to 82.1 million in 2001 and $1.6 million in 2000.
The increased provision in 2002 was based on management’s evaluation of the loan portfolio and potential weaknesses of specific loans. The 2001 provision was
lower than 2000 as the 2000 provision was increased in contemplation of certain potential losses associated with $6.0 million in loans to a longstanding Bank
customer. The rado of the allowance for loan losses as a percent of total loans at December 31 was 1.04% in 2002, 1.00% in 2001, and 1.02% in 2000.

NON-INTEREST INCOME 'Table 2 details the components of non-interest income, excluding securities gains and losses, and how they relate each year as a percent

of average assets. Total non-interest income was $8.6 million in 2002, §7.7 million in 2001, and $6.1 million in 2000. Non-interest income represents a ratio of 1.27%
of average assets in 2002, 1.26% in 2001, and 1.11% in 2000. Trust income decreased 20.7% in 2002 and 8.5% in 2001, which was a function of the decline in
market value of fands under management. At December 31 the market value of total assets in the Trust Department was approximately $192 million in 2002,
compared to $218 million in 2001 and $234 million in 2000, Service charges and fees have increased over the last three years due to increased charges and
growth in the number of accounts. In 2002, the Company also introduced the Overdraft Honor program that aids customers by paying more and returning

fewer overdraft checks. Standard fees still apply. As a result, their percentage of average assets has increased t0..38 % in 2002 compared to.32% in 2001 and
31% in 2000. ATM network fees generated were $578,000 in 2002, $804,000 in 2001, and $725,000 in 2000. The decrease is 2 result of increased competition

in the ATM network business and the Company having fewer machines installed. At the end of 2002, there were sixty-five machines installed in three states
compared to eighty-two machines installed at the end of 2001. Insurance agency commission income has increased from $1,140,000 n 2000, to $1,689,000

in 2001, and $2,355,000 in 2002. In the second quarter of 2001, the Company acquired two insurance agencies, and their commission income is included in the
2001 results of operations since that time. The Company acquired another agency in March 2002, and its commission income is included in the 2002 results of
operations since that time. Bank owned life insurance (‘BOLI”) income increased to $787,000 in 2002 compared to $632,000 in 2001 due to a death benefit claim.
During 2002, other income decreased to $1,081,000 from 1,164,000 in 2001 primarily due to 2 $148,000 gain recognized on the sale of servicing on 528 million
of real estate loans during 2001.

Gain on sales of securities totaled $420,000 in 2002, compared to $260,000 in 2001, Proceeds from the sale of securities totaled $27.5 million in 2002, compared
to $12.5 million in 2001, In 2000, securides totaling $41.0 million were sold for a net loss of $2.1 million as the Company restructured a portion of the investment
portfolio.

TABLE 2 - NON-INTEREST INCOME
(in thousands) 2002 2001 2000

Percent Percent { Percent
of average of average of average
Amount assets assets

Trust $ 926 0.14% 0.19%

Service charges on deposits 2589 038 03
Qther service charges 265 0.04 0.05
AT network fees 578 0.09 013

Insurance agency commissions 2,355 035 0.28
Income from BOL! 787 012 0.10
Otter , 015 0.19

Total , 1.26%




2002 2001 2000

Percent Percent Percent | )
| ofaverage | of average of average ‘ ‘
i Amount assets Amount assets Amount assets
| Salaries $ 9627 142% $ 7766 1.27% $ 8415 1.16% E
il Benefits 1.885 0.28 1,240 0.20 1,167 0.21 “
|| Occupancy 1171 017 1045 017 866 0.16 {
Il Equipment 2,748 0.41 259 042 2233 040 ;
Data processing 146 002 170 003 152 003 ] |
| Professional fees 1420 0.21 1,342 022 1,187 022 (
I Marketing | 012 532 009 9 | 009 1‘
H Printing and office supplies 547 0.08 495 0.08 368 007 [
|| State franchise tax 952 008 568 0:09 477 0.08
fAmortizatron of intangibles 618 0.09 0 0.00 ‘ 0 0.00 ol
1/ Other 2662 039 _2%81 039 1991 036
( To = | @ | Ew | s Bl | am (

NON-INTEREST EXPENSE Table 3 details the components of non-interest expense and how they relate each vear as a percent of average assets. Total non-interest
expense has increased from $15.4 million in 2000, to $18.1 million in 2001, and $22.2 million in 2002. These figures represent a percent of average assets of 3.27%
in 2002, 2.96% in 2001, and 2.79% in 2000.

Salaries and benefits expense, which is the largest component of non-interest expense, increased to $11.5 million in 2002 from $9.0 million in 2001. This is primarily
due to the three new branches opened during 2001 being open the entire year in 2002, the acquisition of the Sabina Bank in December 2001, and the three insurance
agencies acquired since the second quarter of 2001. In addition to the salaries, officer bonus expense increased due to exceeding performance related goals, health care
costs increased with the increase in personnel, and a supplemental executive retirement plan was started in 2002, Salaries and benefits s a percent of average assets
was 1.70% in 2002, 1.47% in 2001, and 1.37% in 2000. The average number of full-time equivalent employees was 269 in 2002, 236 in 2001, and 220 in 2000.

The three new branches opened during 2001 and the Sabina Bank acquisition also contributed to equipment expense increasing 6.0% and occupancy expense
increasing 12.1% from last vear. Amortization of intangibles is the amortization of the core deposit intangible associated with the Sabina Bank acquisition. Other
expenses remained at similar levels as a percent of average assets in 2002, as compared to 2001.

INCOME TAXES The effective tax rates were 17.6% for 2002, 19.7% for 2001, and 16.0% for 2000. The eftective ta rate being lower than the statutory rate was
primarily due to tax-exempt municipal bond interest income and BOLI income.

FINANCIAL CONDITION

ASSETS Average total assets increased 10.8% during 2002 to §677.0 million. Average interest-earning assets increased 10.0%, and were 92% of total average assets,
slightly less than the %3% for 2001 and 94% for 2000.

SECURITIES The majority of the increases in the securities portfolio from 2000 and 2001 to 2002 were the result of purchases of U.S. agency callable bonds and U S.
agency mortgage-backed securities with projected average lives of three to seven vears.

Average securities as 2 percent of assets was 33.6% in 2002, 29.8% in 2001 and 27.0% tn 2000, The securities portfolio at December 31, 2002 consisted of $168.6
million of securities available for sale and $44.5 million of securities that management intends to hold to maturity: The available-for-sale portion of the portfolio
consisted primarily of fixed-rate securities with a projected average life of 4.1 vears, an average repricing term of 2.1 years, and an average tax-equivalent vield of
4.73%. Of the total available-for-sale portion, 27% consisted of callable U.S. agency bonds, 62% consisted of fixed-raté mortgage-backed securities, 1% consisted
of adjustable-rate mortgage-backed securities, and 5% consisted of long-term fixed-rate tax-exempt municipal securities, and 5% consisted of other securities. The
held-to-maturity porton of the portfolio consisted entirely of long-term fixed-rate tax-exempt municipal securities with both an average life and a repricing term
of 4.3 vears. At December 31, 2002 the total security portfolio had approximately $4.3 million market value appreciadon.

LOANS Average total loans as a percent of average assets was 56.9% in 2002, 60.0% in 2001, and 66.6% in 2000. Table 4 shows loans outstanding a period end by type
of loan. The portfolio composition remained relatively consistent during the last three years. Commercial and industrial loans grew from $92.3 million in 2000 to
$107.0 multion in 2001, and to $108.5 million in 2002 primerily as a result of increased origination of working capital and equipment loans. Commercial and
industrial loans as a percent of the total loan portfolio ranged from 25-28% during the five-year period ending 2002. Residential real estate loans decreased $4.3
million in 2002 to $141.4 million. During 2002, loans sales, prepayments and amortizations exceeded new residential real estate loan originations. During 2002, the
Company sold $4.8 miltion in residential real estate loans, compared to 9.1 million in 2001. For interest rate risk management purposes the Company currently sells,




TABLE 4 - LOAN PORTFOLIO

(in thousands) 2002 2001 2000 1999 1998
Percent Percent Percent Percent Percent
| Amount  oftotal | Amount  offotal | Amount  oftolal | Amount oftofal | Amount  offotal
i Commercial & industrial | §108.573 2% | $106976 | 28% | § 92328 25% | § 86521 X% 578801 | 2%
Commercial real estate 35,461 9 A1 10 42,694 11 37,833 1 299% | 10
Agricuttural 0857 B 19,078 5 18,256 5 18,343 5 17,925 6
Residential real estate wary ¥ 45755 | 38 145,582 3 117,392 33 92068 | 30
I Instalment 74533 19 034 | 18 414 1 §79% | 2 @y U
1 Other 4,247 1 3,883 1 3208 1 2,069 1 2402 1
Deferred net
origination costs (357) 0 268 0 618 0 801 0 806 0
Tota! SIBA6T1 | 100% | %362714 | 100% B 100% | $350955 | 100% | 83012 | 100%

or holds for sale, the majority of fixed-rate residential real estate loans originated, while holding the adjustable-rate loans in the portfolio. The Company has
experienced an Increase in residential real estate lending and commercial lending, both real estate and industrial, because of the movement of the Company into new
markets, such as Clermont, Highland and Warren Countes. The Company continues to focus its commercial lending on small- to medium-sized companies with
established track records in its matket area.

Installment loans outstanding increased $4.2 million to $74.5 million in 2002 from §70.3 million at December 31, 2001. This increase occurred primarily in indirect
auto loans due to renewed sales efforts in thet market. Installment loans increased to 19% of the portfolio at December 31, 2002 from 18% at December 31, 2001.
The Company has avoided concentration of lending in any one industry. As of December 31, 2002, the ratio of fixed-rate loans to total loans was 41.7%, of which
66% matures within five years.

ALLOWANCE FOR LOAN LOSSES Table 5 shows selected information relating to the Company's loan quality and allowance for loan losses. The allowance is
maintained to absorb potential losses in the portfolio. Management's determination of the adequacy of the reserve is based on reviews of specific loans, loan loss
experience, general economic conditions and other pertinent factors. If, as a result of charge-offs or increases in risk characteristics of the loan portfolio, the reserve
is below the level considered by management to be adequate to absorb possible future Joan losses, the provision for loan losses is increased. Loans deemed not
collectible are charged off and deducted from the reserve. Recoveries on loans previously charged off are added to the reserve.

The allowance for loan losses was 1.04% of total loans as of December 31, 2002, compared to 1.00% at the end of 2001, and has ranged from 87% to 1.02% for the
vears 1998 through 2000. Net charge-offs as a percentage of average loans decreased to 49% for the year 2002, compared to .38% for the vear 2001. Net charge-offs
decreased approximately $200,000 during 2002, with the decrease occurring primarily in commercial and industrial loans. The Company allocates the allowance for
loan losses to specifically classified loans and generally based on three-year net charge-off history. In assessing the adequacy of the allowance for loan losses, the
Company considers three principal factors: (1) the three-year rolling average charge-off percentage applied to the current outstanding balance by portfolio type;

2002 2001 2000

Alowance for loan losses $4.010 $3.810 $3.802
! Provision for loan losses 2100 1,500 2199
Il Net charge-offs 1900 2114 1619

it Non-accrual loans $4,734 $4.859 $4.098
? Loans 90 days or more past due 1,391 858 113
Renegotiated loans g 0
| Other real estats owned 28 67
Total non-performing assets $6,351 , $4,278

Allowance to total loans 1.04% , 1.02%

i Net charge-offs to average loans 049
Non-performing asses to total loans
and other real estate owned 163

L




(2) specific percentage applied to individual loans estimated by management to have a potential loss; and (3) estimated losses attributable to economic conditions.
Economic conditions considered include unemployrment levels, the condition of the agricultural business, and other local economic factors.

Non-accrual loans for the last five years are listed in Table 3. The amount of non-accrual loans was $4.7 million at year-end 2002, compared to $4.9 million
atyear-end 2001.

As of December 31, 2002 there were $3.0 million in twenty non-accrual small business relagonships. The majority of this amount consisted of two relationships,
one of which is §1.4 million in a nursing home business, which has been making monthly pavments since January 2002 following the signing of a forbearance
agreement. The second relationship amounts to $603,000 and is in the construction business. The customer has signed a forbearance agreement and is proceeding
with an orderly liquidation of collateral, which should be adequate to satisfy the balance owed to the Company.

Non-accrual residential real estate loans consisted of seventeen loans that total $1,345,000 with the largest balance being §314,000. Non-accrual personal loans
consisted of ten Joans that total $214,000, and home equity credit lines consisted of 5 Joans totaling $142,000.

All Toans are expected to be resolved through term payments or through liquidation of collateral in the normal course of business. In addition, management
idendified three relationships totaling $1.2 million as impaired loans that were less than 90 days past due and still accruing as of December 31, 2002. Management,
through normal credit review procedures, became aware of possible difficulties these borrowers could have complying with current loan repayment terms. The
anticipated loss in the year 2003 from all relationships is not expected to be material. Anticipated losses are based on currently available information and actual
losses may differ significantly should the borrowers financial condition or collateral values significandy deteriorate.

OTHERASSETS In September 2000, $10 million was used to purchase Bank Owned Life Insurance with a cash surrender value that increases tax-free during future vears
at an adjustable rate: At December 31, 2002, the cash surrender value was $11.1 million. The Company also operates a network of cash dispenser machines located in
convenience stores and supermarkets. There were 65 machines located in Ohio, Kentucky and Indiana at the end of 2002. The Company’s investment
in this segment of business includes §1.4 million in equipment cost and an average of $3.3 million in cash to supply the machines. Due to changes in the market,

the Company anticipates a reduced commitment to this business in the future. The Company charges a fee for withdrawals from anyone who does not have a
transaction account with the Company, The Company recorded a net book income before taves on this actvity of $84,000 in 2002, compared to $92,000 in 2001,
and $82,000 for 2000,

In December 2001, the Company acquired the majority of the assets and assumed the deposit liabilities of Sabina Bank (a subsidiary of Premier Financial Bancorp,
Inc.) located in Sabina, Ohio, for an aggregate cash purchase price of approximately §12.9 million. This business combination is being accounted for as a purchase
transaction in accordance with SFAS No. 141, “Business Combinations”. In connection with the transaction, the Company acquired approximately $48 million
in assets, consisting primarily of loans and investments, and assumed deposit liabilities approximating $42 million, and recorded incangible assets of $6.7 million.
The intangible assets consisted of core deposit intangibles of $3.1 million, which is amortized over the expected life of the related core deposits, and goodwill

of $3.6 million, which is not amortized in accordance with SFAS No. 141, but is tested annually for impairment. In 2002, no goodwill was expensed due to
impairment of value.

DEPOSITS Table 6 presents a summary of period end deposit balances. Deposit categories have remained fairly constant as a percent of total deposits throughout the five-
vear period, Interest-bearing NOW accounts have increased to 24% of deposits due to the introduction of a high yielding, high balance checking account early in
2000. Savings accounss continued to be 8-9% of deposits for the last three years. Money market accounts decreased to 12%. Certificates of deposit decreased to
35% of deposits by the end of 2002, as consumers are less willing to extend maturities in the current low interest rate environment. Certificates of $100,000 and over
are primarily short-term public funds. Balances of such large ceraficates fluctuate depending on the Company's pricing strategy and funding needs at any particular
time and were about the same percent of total deposits in 2002 as in 2001. Deposits are attracted principally from within the Company's market area through the
offering of numerous deposit instruments. Interest rates, maturity terms, service fees, and withdrawal penaldes for the various types of accounts are established
periodically by management based on the Company’s liquidity requirements, growth goals and market trends. The Company has not used brokers in the past
to attract deposits, although competition from banks and other financial institutions has caused the Company to consider broker deposits as & viable alternative to
funding needs. The amount of deposits currently from outside the Company's market area is not significant.

TABLE 6 - DEPOSITS |

e 2002 2001 2000 1999 1998

Percent Percent ‘ Percent Percent Percent
Amount  offotal | Amount  oftotal | Amount  offotal | Amount  oftotal | Amount  oftolal

| Demand $52213 ¢ 1% | $52734 | 11% |$4295| 1% |§43715 | 12% | §417481 1%

32628 8% 35,903 9% 362131 10%
33,533 8% 42780 1 1% 399351 11%

| Savings 418531 9% 0854 9%
Money market 54688 | 12% 50990 | 13%
CD'sless than $100000 | 164962 | 35% | 174599 |  36% 3% | 150281 | 40% | 147003 39%

| CDsS100000andover | 426331 9% 5158 9% 10% | 4026 | 0% | 477050 13%

$468,089 | 100% | $479240 | 100% 683 100% | $379932 | 100% | $374.220| 100%

NOW 111,680 | 24% 103906 | 2% ] 81540 | 20% 67027 | 18% 616161 16%
i




OTHER BORROWINGS Periodically during the past five vears the Company has purchased investment securities with funds borrowed from the FHLB. The effect
of these transactions has been an enhancement to earnings and an effective use of capital. At December 31, 2002, the Bank had outstanding $108.4 million of total
borrowings from the FHLB, $98.5 million of which consisted of seven fixed-rate notes with a weighted average rate of 5.20% and with maturites in 2008, 2010
and 2011, At the opton of the FHLB, these notes can be converted at certain dates to instruments that adjust quarterly at the three-month LIBOR rate. The note
amount and nearest optional conversion dates at December 31, 2002, are: $74.5 million in 2003; $12 milltion in 2004; and $12 million in 2006, The remaining $9.9
million consists of a 4.67% fixed-rate monthly amortizing note with  final maturity in 2006.

During the second quarter of 2002, the Company participated in a securities sale commonly referred to as a “pooled trust preferred securities offering.” In that
offering, the Company issued to a trust controlled by the Company $8.2 million in thirty-vear debt securities ar a rate of interest adjustable quarterly equal to the
three-month LIBOR rate phus 3.45% (currently 5.24%), and the trust issued capital securities of $8.0 million to an unrelated party. The securites issued by the
Company are classified as Tier 1 capital for regulatory purposes, and the interest is deductble for federal income tax purposes. The Company made a capital
contibution of 8 million of these funds to the Bank to improve is regulaory capital ratios.

CAPITAL The Federal Reserve Board has adopted risk-based capital guidelines that assign risk weightings to assets and off-balance sheet items and also define and set

minimum capital requirements (risk-based capital ratios). Bank holding companies must maintain total risk-based, Tier | risk-based and Tier 1 leverage ratios of
8%, 4% and 3%, respectively. At December 31, 2002, NB&T Financial Group, Inc. had a total risk-based capital ratio of 14.66%, a Tier ] risk-based capital
ratio of 13.68%, and a Tier 1 leverage ratio of 8.48%.

LIQUIDITY Effective liquidity management ensures that the cash flow requirements of depositors and borrowers, as well as Company cash needs, are met. The Company

manages liquidity on both the asset and liablity sides of the balance shéet. The loan to deposit ratio at December 31, 2002, was 82.2%, compared to

79.9% at the same date in 2001. Loans to total assets were 56.9% at the end of 2002, compared to 37.0% at the same time last year. Management strives to keep
this ratio below 70%. The securities portfolio is 79% available-for-sale securities that are readily marketable. Approximately 3% of the available-for-sale portfolio
is pledged to secure public deposits, short-term and long-term borrowings and for other purposes as required by law. The balance of the available-for-sale securities
could be sold if necessary for liquidity purposes. Also, a stable deposit base, consisting of over 90% core deposits, makes the Company less susceptible to large
fluctuations in funding needs. The Company has short- term borrowing lines of credit with several correspondent banks. The Company also has both short- and
long-term borrowing available through the FHLB. The Company has the ability to obtain deposits in the brokered certificate of deposit market to help provide
liquidity to fund loan growth.

MARKET RISK MANAGEMENT Market risk is the risk of loss arising from adverse changes in the fair value of financial instruments due to interest rate risk, exchange

rate 1isk, equity price risk and commodity price risk. The Company does not maintain a rading account for any class of financial inswrument, and is not currently
subject to foreign currency exchange rate risk, equity price risk or commodity price risk. The Company's market risk is composed primarily of interest rate risk.

The Company's Asset/Uiability Committee (ALCO) is responsible for reviewing the interest rate sensitivity position of the Company and establishing policies to
monitor and limit exposure to interest rate tisk. The Company’s Board of Directors approves the guidelines established by ALCO. The primary goal of the
asset/liability management function is to maximize net interest income within the interest rate risk limits set by ALCO. Interest rate risk is monitored on a quarterly
basis through ALCO meetings. Techniques used include both interest rate gap management and simulation modeling that measures the effect of rate changes on net
interest income and market value of equity under different rate scenarios. The Interest rate gap analysis schedule (Table 7) quantifies the asset/liability static sensitivity
as of December 31, 2002 for the Bank only. As shown, the Bank was asset sensitve for periods zero through one vear, and one- to five-year period and liability
sensitive within the over-five-vear period. The cumulative gap as a percent of total assets through one year at the end of 2002 was a positive 15.3% compared to a
negative 7.2% at the end of 2001. The balances of transaction type NOW and MMDA accounts are scheduled to run off over their expected lives. Although the
entire balance of these deposits is subject to repricing or withdrawal in a relatively short period of time, they have been a stable base of retail core deposits for the

TABLE 7 - INTEREST RATE GAP ANALYSIS

(in thousands) Total 03 3-8 b-12 1-5 ‘ 5
At December 31, 2002 Months Months Months Years Years

Loans $384,671 $99,512 $40,874 $66,418 $171,902 $5954
Securities 220,688 25,669 8,383 42144 90,228 53,759
Short term funds & BOLI 18098 6,990 3 11,105 - -

Total earning assets 623457 132171 49,765 119,668 262,130 50,723

Il Savings, NOW & MMDA 208,221 6,752 6,752 13,504 94,373 86,340
{ther time deposits 207 5%5 43,157 45243 52,827 65,060 1,308
Short term borrowings 19,240 19,240 - - - -
Long term debt 108,338 615 610 1,242 7371 98,500

Total interest bearing funds 543,394 69,764 52 605 67573 166,804 186,648
Period gap 80,063 62,407 (2,840} 52,095 85,326 (126,925)
Cumulative gap 62,407 £9,567 111662 | 206,988 80,063

Gap as a percent of assets 12.04% 9.39% 8.96%. 16.80% 31.13% 12.04%
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Bank. Also, historically their sensitivity to changes in interest rates has been significantly less than some other deposits, such as certificates of deposit. However,
considering today’s low interest rate environment, the future rate sensitvity of these deposits could be significandy different.

In the Company's simulation models, each asset and liability belance is projected over a one-vear horizon. Net interest income is then projected based on expected
cash flows and projected interest rates under a stable rate scenario and analyzed on a quarterly basis. The results of this analysis are used in decisions made concerning
pricing strategies for loans and deposits, balance sheet mix, securities portfolio strategies, liquidity and capital adequacy. The Company's current one-year simulation
models under stable rates indicate a decreasing yield on both interest-earning assets and in the cost of interest-bearing liabilities. This position could have a slightly
negative effect on projected net interest margin over the next twelve months.

Simulation models are also under an instantaneous paralle] 300 basis point increase or decrease in interest rates. The model includes assumptions &s to repricing and
expected prepayments, anticipated calls, and expected decay rates of transaction accounts under the different rate scenarios. The results of these simulations include
changes in both net interest income and market value of equity. ALCO guidelines that measure interest rate risk by the percent of change from stable rates, and
capital adequacy, have been established, and as of December 31, 2002, the results of 300 basis points increase simulations are within those guidelines; however, the
results of the 300 basis points decrease simulations exceeded those guidelines. Interest rates have declined to historically low levels. As a result, many of the Bank’s
deposits are within 300 basis points of a zero interest rate floor, and the Bank’s inability to reduce rates below the zero floor could negatively impact the Bank’s future
earnings and market value of equity.

As with any method of measuring interest rate risk, certain shortcomings are inherent in the simulation modeling. For example, although certain assets and liabilities
may have similar maturites or periods of repricing, they may react in different degrees to changes in market rates. In addition, the interest rates on certain types of
assets and liabilides may fluctuate in advance of changes in market rates, while interest rates on other types may lag behind changes in market rates. Further, in the
event of a change in interest rates, expected rates of prepayment on loans and mortgage-backed securities and early withdrawals from certificates of deposit may
deviate significantly from those assumed in making the risk calculations. The Company's rate shock simulation models provide results in extreme interest rate
environments and results are used accordingly. Reacting to changes in economic conditions, interest rates and market forces, the Company has been able to alter the
mix of short- and long-term loans and investments, and increase or decrease the emphasis on fixed- and variable-rate products in response to changing market
conditions. By managing the interest rate sensitivity of its asset composition in this manner, the Company has been able to maintain a fairly stable flow of net interest
income. Table 8 provides information about the Company's market sensitive financtal instruments other than cash and cash equivalents, FHLB and Federal Reserve
Bank stock, and demand deposit accounts as of Decernber 31, 2002, The information presented is based on repricing opportunities and projected cash flows that
include expected prepayment speeds and likely call dates.

TABLE 8 - FINANCIAL INSTRUMENTS MARKET RISK

(i thousands) Over 5
At December 31, 2002 2003 2004 2005 2006 2007 Years Total Value |
, | |
Fixed-rate loans " $76273 $42,931 $21137 E $10154 $5198 | §5866 |$161559 | $164995
Average interest rate L 7T76% 8.13% 8.12%J 805%  B08% | 871% ]

130,532 50,559 ! 24550 ¢ 784 9532 | 98 223112 225,701
6.43 690 | 668 | 6.70 6.23 6.01
76,701 34737 23972 ‘ 16,206 15,313 53,759 220688 | 214230
474 47?2 462 5.08 516 433

Adjustable-rate loans
Average interest rate
Securities
Average interest rate

208,221 - - - - - 00822t | 208221
094 |

Savings, NOW & MMDA
Average inferest rate

Average interest rate

282 390 394 448
Short term borrcwings - - -

19,240 19240 19.240

!
Time deposits J 141227 | 46418 15,014 1,587 2,041 | 1,308 2075% |+ 210612

Average interest rate 08 - - - |
Long term debt L2467 1 2572 2694 2,105 108,338

E
Average interest rate 467 | 467 467 f 467 i
L__J L

124,288

IMPACT OF INFLATION AND CHANGING PRICES The majority of a financial institution’s assets and liabilities are monetary in nature. Changes in interest rates

affect the financial condition of a financial institution to a greater degree than inflation. Although interest rates are determined in large measure by changes in the
general level of inflation, they do not change at the same rate or in the same magnitude, but rather react in correlation to changes in expected rate of inflation and to
changes in monetary and fiscal policy. The Company's ability to react to changes in interest rates has a significant impact on financial results. As discussed previously,
management attempts to control interest rate sensitivity in order to protect against wide interest rate fluctuations.




CRITICAL ACCOUNTING POLICIES The accounting and reporting policies of the Company are in accordance with accounting principles generally accepted in the
United States and conform to general practices within the banking industry. The Company’s significant accounting policies are described in detail in the notes to the
Company’s consolidated financial statements for the year ended December 31, 2002. The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions. The financial position and results of operations can be affected by these estimates and
assumptions and are integral to the understanding of reported results. Critical accounting policies are those policies that management believes are the most important
to the portrayal of the Company’s financial condition and results, and they require management to make estimates that are difficult, subjective, or complex.

Allowance for Loan Losses- The allowance for loan losses provides coverage for probable losses inherent in the Company’s loan portfolio. Management evaluates the
adequacy of the allowance for loan losses each quarter based on changes, if any, in underwriting activities, the loan portfolio composition (inchuding product mix and
geographic, industry or customer-specific concentrations), trends in loan performance, regulatory guidance and economic factors. This evaluation is inherendy
subjective, as it requires the use of significant management estimates. Many factors can affect management’s estimates of specific and expected losses, including
volality of default probabilities, collateral values, rating migrations, loss severity and economic and political condidons. The allowance is increased through
provisions charged to operating earings and reduced by net charge-offs.

The Company determines the amount of the allowance based on relative risk characteristics of the loan portfolio. The allowance recorded for commercial loans is
based on reviews of individual credit relationships and historical loss experience. The allowance recorded for homogeneous consumer loans is based on an analysis
of loan mix, risk characteristics of the portfolio, and historical losses, adjusted for current trends, for each homogeneous category or group of loans. The allowance
for loan losses reladng to impaired loans is based on the loan’s observable market price, the collateral for certain collateral-dependent loans, or the discounted cash
flows using the loan’s effective interest rate.

Regardless of the extent of the Company’s analysis of customer performance, portfolio trends or risk management processes, certain inherent but undetected losses
are probable within the loan portfolio. This is due to several factors, including inherent delays in obtaining information regarding a customer’s financial condition

or changes in their unique business conditions, the judgmental nature of individual loan evaluations, collateral assessments and the interpretation of economic tends.
Volality of economic or customer-specific conditions affecting the identificaton and estimation of losses for larger non-homogeneous credits and the sensitivity

of assumptions utilized to establish allowances for homogenous groups of loans are among other factors. The Company estimates a range of inherent losses related
to the existence of these exposures. The estimates are based upon the Company’ evaluation of risk associated with the commercial and consumer allowance levels
and the estimated impact of the current economic environment.

Goodwill and Other Intangibles- The Company records all assets and liabilities acquired in purchase acquisitions, including goodwill and other intangibles, at fair
value as required by SFAS 141. Goodwill is subject, at 2 minimum, to annual tests for impairment. Other intangible assets are amortized over their estimated useful
lives using straight-line and accelerated methods, and are subject to impairment if events or circumstances indicate a possible inability to realize the carrying amount.
The initial goodwill and other intangibles recorded and subsequent impairment analysis requires management to make subjective judgments concerning estimates
of how the acquired asset will perform in the future. Events and factors that may significantly affect the estimates include, among others, customer atrition, changes
in revenue growth trends, specific industry conditions and changes in competition.

EFFECT OF RECENT ACCOUNTING STANDARDS SFAS No. 143, “Accounting for Asset Retirement Obligations”, was issued by the FASB in August 2001. The
FASB focuses on accounting for closure costs for certain assets that cannot be simply abandoned or disposed of at the end of their useful lives. The Company believes
this statement will have no impact on the financial statements when it becomes effective in 2003.

MARKET PRICE OF THE COMPANY'S COMMON SHARES AND RELATED SECURITY HOLDER MATTERS

There were 3,222,532 common shares of the Company outstanding on December 31, 2002 held of record by approximately 470 shareholders. There is presently no
active trading market for the Company's shares, nor are the prices at which common shares have been traded published by any national securites association or
automated quotation service. Information about the Company's shares is posted on the OTC Bulletin Board under the symbol NBTE Dividends per share declared
were $.23 in each quarter in 2002 and were §.21 per share in each quarter in 2001.

The National Bank and Trust Company serves as transfer agent and dividend disbursing agent for the Company's shates. Communication regarding change of
address, transfer of shares, lost certificates and dividends should be sent to:

Steven M. Martin, Senior Vice President
The National Bank and Trust Company
48 North South Street, PO Box 711
Wilmington, Ohio 45177

(937) 283-3077.

A copy of the Company's Annual Report on Form 10-K; as filed with the Securities and Exchange Commission, will be available at no charge to
shareholders upon request to:

Craig F Fortn, Senior Vice President
NB&T Financial Group, Inc.

48 North South Street, PO Box 711
Wilmington, Ohio 45177
(937)283-3002.

The annual meeting of the shareholders of NB&T Financial Group, Inc. will be held on April 22, 2003, at 48 North South Street, Wilmington, Ohio, at 9:00 am.



NB&T FINancIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

DEcemBER 31, 2002 anp 2001

Dollars in Thousands)

ASSETS
Cash and due from banks
Interest-bearing demand deposits
Federal funds sold
Cash and cash equivalents

Available-for-sale szcurities

Held-to-maturity securities

Loans held for sale

Loans, net of allowance for loan losses of $4,010
and $3,810 at December 31, 2002 and 2001

Premises and equipment

Federal Reserve and Federal Home Loan Bank stock

Interest receivable

Goodwill

Core deposits and other intangibles

Other

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
Deposits
Demand -
Savings, NOW and money market
Time
Total deposits
Short-term borrowings
Long-term debt
Interest payable and other liabilities
Total liabilites
COMMITMENTS AND CONTINGENCIES
EQUITY FROM ESOP SHARES

STOCKHOLDERS' EQUITY

Preferred stock, no par value, authorized 100,000 shares; none issued
Common stock, no par value; authorized 6,000,000 shares; issued - 3,818,950 shares

Additional paid-in capital
Retained earnings

Unearned employee stock ownership plan (ESOP) shares

Accumulated other comprehensive income (loss)
Treasury stock, at cost

Common; 2002 - 596,418 shares, 2001 - 611,146 shares

Total stockholders’ equity
Total liabilities and stockholders’ equity

16 See Notes to Consolidated Financial Statements

2002 2001
$ 18812 $ 27,882
10 87
6,988 468
25,810 28437
168,600 171,571
44490 44,430
— 1,848
380,661 378,904
14,832 14,205
7,598 6,914
4113 4,974
3,625 3,625
3,959 4,261
11,115 12,002
$664,303 $671,171
$ 52273 $ 52,734
208,221 206,749
207,595 219,757
468,089 479,240
19,40 22,055
116,446 114,844
3,724 4,056
607,499 620,195
12,511 12,683
1,000 1,000
9,270 9,129
39,281 35,426
(1,703) (1,871)
2,064 (145)
(5,119) (5,246)
44,793 38,203
$664,803 $671,171




NB&T FINANCIAL GROUP INc AND SUBSID[ARIES

CONSOLIDTATED STA

YEARS ENDED D CEMBER 31 2002 2001 AIND 2000

(Da//ﬂ/ vin’l

I

INTEREST AND DIVIDEND INCOME

Loans
Securites

Taxable

Tax-exempt
Federal funds sold
Dividends on Federal Home Loan and Federal Reserve Bank stock
Deposits with financial institutions

Total interest and dividend income

INTEREST EXPENSE
Deposits
Short-term borrowings
Long-term debt
Total interest expense

NET INTEREST INCOME
PROVISION FOR LOAN LOSSES

NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES

NONINTEREST INCOME
Trust income
Service charges on deposits
Other service charges and fees
ATM network fees
Insurance agency comumissions
Net realized gains (losses) on sales of available-for-sale securitdes
Income from bank owned life insurance
Other

Total noninterest income

NONINTEREST EXPENSE
Salaries and employee benefits
Net occupancy expense
Equipment expense
Data processing fees
Professional fees
Marketing expense
Printing and office supplies
State franchise tax
Amortization of intangibles
Other

“Total noninterest expense

INCOME BEFORE INCOME TAX
PROVISION FOR INCOME TAXES
NET INCOME

BASIC EARNINGS PER SHARE

DILUTED EARNINGS PER SHARE

2002 2001 2000
$29,085 $30,508 $31,549
8178 7,627 6,05
2,713 2,708 2,724
157 706 126
336 433 435
14 11 10
40,483 41993 41,049
11,028 16,651 16,075
338 1,287 2,024
5,937 4911 4612
17,303 22,849 22,711
23,180 19,144 18,338
2,100 1,500 2,199
21,080 17 644 16,139
926 1,167 1,276
2,589 1,961 1,731
265 310 306
578 804 725
2,355 1,689 1,140
420 260 (2,070)
787 632 161
1,081 1,164 782
9,001 7,087 4051
$11,512 $ 9,006 $ 7,582
1,171 1,045 866
2,748 2,592 2,233
146 170 152
1,420 1,342 1,187
785 532 496
547 495 388
552 569 477
616 — —
2,662 2,387 1,991
22,159 18,138 15,372
7,922 7,493 4818
1,391 1,476 72
$ 6,531 $ 6,017 $ 4,046
§ 211 $ 101 § 127
$ 210 $ 190 $ 126

See Notes to Consolidated Financial Statements

17



NB&T FiNANCIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

YeArs ENDED DECEMBER 31, 2002, 2001, AND 2000

(Dollars i Thousands)

BALANCE, JANUARY 1, 2000
Comprehensive income
Net income
Change in unrealized gain
on securities available for sale, net
of reclassification adjustment and tax effect

Total comprehensive income

Dividends on common stock, $.76 per share
Purchase of stock (9,900 shares)
Stock options exercised
ESOP shares earned
Net change in equity from ESOP shares
BALANCE, DECEMBER 31, 2000
Comprehensive income
Net income
Change in unrealized (loss) on
securities available for sale, net of
reclassification adjustment and tax effect
Total comprehensive income

Dividends on common stock, $.84 per share
Purchase of stock (83,632 shares)

Stock options exercised

Shares sold to ESOP

ESOP shares earned

Net change in equity from ESOP shares

BALANCE, DECEMBER 31, 2001
Comprehensive income

Net income

Change in unrealized gain on

securities available for sale, net of
reclassification adjustment and tax effect

Total comprehensive income

Dividends on common stock, $.92 per share
Sale of stock to ESOP (5,728 shares)

Stock options exercised

ESOP shares earned

Net change in equity from ESOP shares

BALANCE, DECEMBER 31, 2002

See Notes to Consolidated Financial Statements

Accumulated
Common  Additional Unearned Other
Stock Paid-in Retained ESOP  Comprehensive Treasury

Amount Capital Earnings Shares  Income (Loss)  Stock Total
$1,000 §7,921 $28,482 $ (405) $3,331) §(4,091) $29,576
4,046 4,046

3,554 3,554

7,600
(2423) 2423)
(221) 221)

151 182 333

56 106 162

2,204 2,204

1,000 8,128 32491 (299) 223 (4312 37,31
6,017 6,017
(369) (369)

5,649
(2,650) (2,630)
(739) 934) (1,673)

9 21 30

953 718 (1,673)

37 101 138
#32) C3h)

1,000 9,129 35,426 (1,871 (145) (5,246) 38,293
6,531 6,531

2,209 2,209

8,740
(2,348) (2,849)

83 49 132

30 78 108

28 168 196

172 172

$1,000 $9,270 $39,281 $(1,703) $2,064 (5,119 $44.793




NB&T FinanciaL GROUP INC. AND SUBSIDIARIES
(

CONSOLIDATED STATEMENTS OF CASH FLows

YEARS ENDED ‘DECEMBER 31 2002, 2001,1AND 2000

i (Dollars in Thovsands) 1
| |

OPERATING ACTIVITIES 2002 2001 2000
Net income $ 6531 § 6,017 $4,046
Items not requiring (providing) cash

Depreciation and amortization 1,355 1,702 1,496
Provision for loan losses 2,100 1,500 2,199
Amortization of premiums and discounts on securities 946 449 218
ESOP shares earned 196 138 162
Deferred income taxes (440 371 (78)
Proceeds from sale of loans held for sale 4,791 9,110 1,241
Originations of loans held for sale (3,856) (9,611) (1,241)
Gain from sale of loans (143) (166) —
Net realized (gains) losses on available-for-sale securides 420 260 2,070
FHLB stock dividends (309 Qv 436)
Changesin
Interest receivable 861 254 (653)
Other assets 1,189 (1,075) (402)
Interest payable and other liabilities (1,029) 960 33
Net cash provided by operating activities 12,272 8,977 8,655

INVESTING ACTIVITIES
Purchases of available-for-sale securities (159,328)  (170,525) (52,525)
Proceeds from maturities of available-for-sale securities 137,539 99,913 10,212
Proceeds from the sales of available-for-sale securities 27,520 12,452 40,998
Purchases of Federal Reserve Bank stock (379 — —
Proceeds from loan sales — 8,950 —
Nert change in loans (2,801) 11,349 (25,015)
Purchase of premises and equipment (2,482) 2,739 (1,283)
Purchase of bank owned life insurance policies — — {10,000
Acquisitions of bank and insurance agencies - (2,300) —

Net cash provided (used) in investing activites 73 {42,900) (37,613)

FINANCING ACTIVITIES
Net increase in demand deposits, money market, NOW and savings accounts $ 1,011 $43,575 $ 1,255
Net increase (decrease) in certificates of deposit (12,162) (12,797 25,501
Net decrease in short-term borrowings (2,815) (18,093) (210)
Proceeds from long-term debt 8,000 34,522 5,000
Repayment of long-term debt (6,398) — (108)
Proceeds from stock options exercised 108 24 154
Sale {purchase) of treasury stock 132 (1,673) (221)
Dividends paid {2,848) (2,593) (2,356)

Net cash provided by (used in) financing activities (14,972) 42,965 29,015

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 2,627 9,042 57

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 28,437 19,395 19,338

CASH AND CASH EQUIVALENTS, END OF YEAR $25,810 $28,437 $19,395

SUPPLEMENTAL CASH FLOWS INFORMATION

Interest paid $17,705  $23,037 $22,470
Income taxes paid {net of refunds) 1,977 1,060 596
See Notes to Consolidated Financial Statements 19




Notes To Consolidated Financial Statements

YEARS ENDED QECEMBER 31, 2002, 2001, AND 2000

NOTE 1: NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF OPERATIONS NB&T Financial Group, Inc. (‘Company”) is 2 bank holding company whose principal activity is the ownership and management
of its wholly-owned subsidiaries, The National Bank and Trust Company (the “Bank”) and NB&T Statutory Trust I (“Trust I”). The Bank is primarily engaged in
providing a full range of banking and financial services to individual and corporate customers in Adams, Auglaize, Brown, Clermont, Clinton, Fayette, Hardin,
Highland, and Warren counies in Ohio. The Bank offers insurance products including property, casualty and life through its wholly-owned subsidiary, NB&T
Insurance Agency, Inc. (‘Agency”). The Bank is subject to competition from other financial institutions. The Bank is subject to the regulation of certain federal and
state agencies and undergoes periodic examinations by those regulatory authorities.

PRINCIPLES OF CONSOLIDATION The consolidated financial statements include the accounts of the Company, Trust I, Bank and the Agency. All

significant intercompany accounts and transactions have been eliminated in consolidation.

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

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

CASH EQUIVALENTS The Company considers all liquid investments with original maturites of three months or less to be cash equivalens.

SECURITIES Available-for-sale securities, which include any security for which the Company has no immediate plan to sell but which may be sold in the future,
are carried at fair value. Unrealized gains and losses are recorded, net of related income tax effects, in other comprehensive income.

Held-to-maturity securities, which include any security for which the Company has the positive intent and ability to hold untl maturity, are carried at historical cost
adjusted for amortization of premiums and accretion of discounts.

Amortization of premiums and accretion of discounts are recorded as Interest income from securities. Realized gains and losses are recorded as net security gains
(losses). Gains and losses on sales of securities are determined on the specific-identification method.

LOANS HELD FOR SALE Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost or fair value in the
aggregate. Net unrealized losses, if any, are recognized through a valuation allowance by charges to income.

LOANS Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoffs are reported at cheir outstanding principal
balances adjusted for any charge-offs, the allowance for loan losses, any deferred fees or costs on originated loans and unamortized premiums or discounts on
purchased loans. Interest income is reported on the interest method and includes amortization of net deferred loan fees and costs over the loan term. Generally,
loans are placed on non-accrual status at ninety days past due and interest is considered a loss, unless the loan is well-secured and in the process of collection.

Discounts and premiums on purchased residential real estate loans are amortized to income using the interest method over the remaining period to contractual
maturity, adjusted for anticipated prepayments. Discounts and premiums on purchased consumer loans are recognized over the expected lives of the loans using
methods that approximate the interest method.

ALLOWANCE FOR LOAN LOSSES The allowance for loan losses is established s losses are estimated to have occurred through a provision for loan losses
charged to income. Loan losses are charged against the allowance when management believes the uncollectibility of a loan balance is confirmed. Subsequent
recovertes, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’ periodic review of the collectbility of the loans in
light of historical experience, the nature and volume of the loan portfolio, adverse situations that may aftect the borrower’s ability to repay, estimated value of any
underlying collateral and prevailing economic conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to significant revision
as more information becomes available.

Aloan is considered impaired when, based on current information and events, it is probable that the Bank will be unable to collect the scheduled payments of
principal or interest when due according to the contractual terms of the loan agreement. 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 basts, taking into consideration all of the circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for the delay,
the borrower’s prior payment record and the amount of the shortfall in relation to the principal and interest owed. Impairment is measured on a loan-by-loan basis
for commercial and construction loans 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.




NOTE 1: NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(CoNTINUED)

Large groups of smaller balance homogenous loans are collectively evaluated for impairment. Accordingly, the Bank does not separately identify individual
consumer and residential loans for impairment measurements.

PREMISES AND EQUIPMENT Depreciable assets are stated at cost less accumulated depreciation. Depreciation is charged to expense using the straight-line
method over the estimated useful lives of the assets.

FEDERAL RESERVE AND FEDERAL HOME LOAN BANK STOCK Federal Reserve and Federal Home Loan Bank stock are required investments for

Institutions that are members of the Federal Reserve and Federal Home Loan Bank systems. The required investment in the common stock is based on a
predetermined formula,

FORECLOSED ASSETS HELD FOR SALE Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at fair value at
the date of foreclosure, establishing a new cost basis. Subsequent to foreclosure, valuations are periodically performed by management and the assets are carried at
the lower of carrying amount or fair value less cost to sell. Revenue and expenses from operations and changes in the valuation allowance are included in net income
or expense from foreclosed assets.

GOODWILL Goodwill is annually tested for impairment. If the implied fair value of goodwill is lower than its carrying amount, a goodwill impairment is
indicated and goodwill is written down to its implied fair value. Subsequent increases in goodwill value are not recognized in the financial statements.

INTANGIBLE ASSETS Intangible assets are being amortized on an accelerated basis over periods ranging from seven to eleven years. Such assets are
periodically evaluated as to the recoverability of their carrying value.

TREASURY STOCK Treasury stock is stated at cost. Cost is determined based on the average cost of all shares.

STOCK OPTIONS At December 31, 2002, the Company has a stock-based employee compensation plan, which is described more fully in Note 16. The Company
accounts for this plan under the recognition and measurement principles of APB Opinion No. 25, Accounting for Stock Issued 1o Employees, and related Interpretations.
No stock-based employee compensation cost is reflected in net income, as all options granted under those plans had an exercise price equal to the market value of the
underlying common stock on the grant date. The following table illustrates the effect on net income and earnings per share if the company had applied the fair value
provisions of FASB Statement No. 123, Accounting for Stock-Based Compensation, to stock-based employee compensation. (thousands, except per share amounts):

Year Ended December 31: 2002 2001 2000
Net income, as reported $6,531  $6,017  §4,046
Less: Total stock-based employee

compensation cost determined

under the fair value based method,

net of income taxes (107) 82 (58)
Pro forma net income $6,424  $5935  §3,988
Earnings per share:

Basic - as reported 211 5191 §1Y7

Basic - pro forma $208 §$188 §125

Diluted - as reported $210 $190 §126

Diluted - pro forma $206 §$188 $124

INCOME TAXES Deferred tax assets and liabilities are recognized for the tax effects of differences between the financial statement and tax bases of assets and
liabilities. A valuation allowance is established to reduce deferred wx assets if it is more likely than not that a deferred tax asset will not be realized. The Company files
consolidated income tax returns with its subsidiary.

EARNINGS PER SHARE Earnings per share have been computed based upon the weighted-average common shares outstanding during each year. Unearned ESOP
shares which have not vested have been excluded from the computation of average shares outstanding.

RECLASSIFICATIONS Certain reclassifications have been made to the 2001 financial statements to conform to the 2002 financial statement presentadon. These
reclassifications had no effect on net income.
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NoTes To CONSOLIDATED FINANCIAL STATEMENTS  (Conmivuep)

NoTE 2: RestricTion oN CASH AND DUE FROM BANKS

The Bank is required to maintain reserve funds in cash and/or on deposit with the Federal Reserve Bank. The reserve required at December 31, 2002 was $6,293,000.

NOTE 3: SECURITIES
The amortized cost and approximate fair values of securities are as follows (thousands):
Available-for-Sale Securities: Gross  Gross  Approximate
Amortized Unrealized Unrealized — Fair
December 31, 2002: Cost Gans  Losses  Value
U.S. government agencies $ M35 S 339§ — § 44654
Mortgage-backed securities 104,572 2,531 3 107,100
State and political subdivision 8,576 265 — 8,841
Other securities 8,010 8 13 8,005

$165473  $3143 § 16 $168,600

December 31, 2001:

U.S. government agencies § 54117 $ 399 § 378 § 54138
Mortgage-backed securities 101,092 762 930 100,924
State and political subdivisions 8372 9 82 8,499
Other securities 8,010 — — 8,010
S171,791  SLI170  S1390 §171,571
Held to Maturity Securities:

December 31, 2002:
State and political subdivisions S 440 S$1216 § 76 § 45630

December 31, 2001:
State and political subdivisions S4430 § 373§ 577 § 4426

The amortized cost and fair value of securities available for sale and held to maturity at December 31, 2002, by contractual maturity, are shown below. Expected maturities
will differ from contractual maturities because issuers may have the right to call or prepay obligations with or without call or prepayment penalties. (thousands):

Available for Sale  Held to Maturity
Amortized Far  Amortized  Fair
Cost ~ Vale  Cost  Vahe

Within one year s — 8 — 5 9% § 98
One 1o five years 28075 28250 — —
Five to ten vears 16,240 16,404 100 109
After ten vears 8,586 8351 43401 #4523
52,901 33505 44490 45,630

Mortgage-backed securities 104,572 107,100 — —
Other asset-backed securites 8,000 7,995 — —
Totals $165473 $168,600 $44,490  $45,630

The carrving value of securities pledged as collateral, to secure public deposits and for other purposes, was $132,495,000 at December 31, 2002, and $141,512,000
at December 31, 2001,

The book value of securities sold under agreements to repurchase amounted to $19,360,000 and $26,340,000 at December 31, 2002 and 2001, respectively.

Gross gains of $420,000, $260,000 and $0 and gross losses of $0, $0 and $2,070,000 resulting from sales of available-for-sale securities were realized for 2002,
2001 and 2000, respectively.




NOTE 4: LoANS AND ALLOWANCE FOR LOAN LOSSES

Categories of loans at December 31, include (thonsands):

2002 2001
Commercial and industrial $108,513 $106,976
Agricultural 20857 19,076
Real estate construction 7,282 5,389
Commercial real estate 28,179 31,022
Residential real estate 141417 145,755
Consumer 74533 70,345
Other 4,247 3,383
Total loans 385,028 382,446
Less
Net deferred loan fees, premiums and discounts (357) 268
Allowance for loan losses 4000y (3,810)
Net loans $380,661 $378,904

Activity in the allowance for loan losses was s follows (thousands):
2002 2001 2000

Balance, beginning of year $3810 83802  §3.222
Provision charged to expense 2,100 1,500 2,199
Amounts assumed in acquisition — 622 —
Losses charged off, net of recoveries of $285,000 in 2002,

$232,000 in 2001 and $252,000 in 2000 1900 QUd  (1619)
Balance, end of year $4010 83,810 §$3,802

Impaired loans totaled $4,214,000 and $4,859,000 at December 31, 2002 and 2001, respectively. An allowance for loan losses of $1,542,000 and §1,327,000 relates to
impaired Joans of $4,196,000 and $3,937,000, at December 31, 2002 and 2001, respectively. At December 31,2002 and 2001, impaired loans of $18,000 and $922,000
had no related allowance for loan losses.

Interest of $104,000 and $166,000 was recognized on average impaired loans of $4,406,000 and $4,800,000 for 2002 and 2001. Interest of $133,000 and $166,000 was
recognized on impaired loans on a cash basis during 2002 and 2001.

At December 31, 2002 and 2001, accruing loans delinquent 90 days or more totaled $1,391,000 and $858,000, respectively. Non-accruing loans at December 31, 2002
and 2001 were §4,734,000 and §4,859,000, respectively.

NOTE 3: PREMISES AND EQUIPMENT
Major classifications of premises and equipment, stated at cost, are as follows (thousands):
2002 2001

Land §$ 1,880 §1,89
Buildings and improvements 11,571 11,640
Leasehold improvements 482 480
Construction in progress 1,303 -
Equipment 9,236 9,114

4477 B16
Less accumulated depreciaton 9640) (8921
Net premises and equipment 14832 $14,205

Construction in progress consists of a building purchased for $1,004,000 and remodeling in the amount of $299,000 to date. Additional commitment to complete the
remodeling is approximately $200,000.
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NoTes To CONSOLIDATED FINANCIAL STATEMENTS  (Conmwuen)

NOTE 6; GOODWILL

During 2002, the Company changed its method of accounting and financial reporting for goodwill and other intangible assets by adopting the provisions of Statement
of Financial Accounung Standards No. 142. There was no material impact of the adoption on the financial statements.

All goodwill is allocated to the banking segment of the business and totaled 83,625,000 at December 31, 2002 and 2001.

NOTE 7: OTHER INTANGBLE ASSETS

The carrying basis and accumulated amortization of recognized intangible assets at December 31, 2002 and 2001, were (thousands):

2002 2001
Gross Gross

Carrying Accumulated Canrying Accumulated
Amount Amortization Amount Amortization

Core deposits $3,051  $(514) 83,051 $-
Other 1524 (102 1210
§4575 616 $4261

IZ1
(=i Y

Amortization expense for the years ended December 31, 2002 and 2001, was $616,000 and 50, respectively. Estimated amortizadon expense for each of the following
five vears is (thousands):

2003 $696
2004 615
2005 538
2006 437
2007 374

NOTE 8: INTEREST-BEARING DEPOSITS

Interest-bearing deposits in denominations of $100,000 or more were $§42,633,000 on December 31, 2002, and $43,158,000 on December 31, 2001.
Ar December 31, 2002, the scheduled maturities of ime deposits are as follows (thousands):

2003 $139,692
2004 47953
2005 15,014
2006 1587
2007 2,041
Thereafter 1,308

§207,595

NOTE 9: SEORT-TERM BORROWINGS

Short-term borrowings included the following (thousands):

2002 2001
Securities sold under repurchase agreements $17,188  $21,759
U. §. Treasury demand notes 2,052 296
Total short-term borrowings $19.240  $22,055

Securities sold under agreements to repurchase consist of obligations of the Company to other parties. The obligations are secured by U.S. agency notes
and such collateral is held by the Federal Reserve Bank. The maximum amount of outstanding agreements at any month end during 2002 and 2001
totaled $30,145,000 and $44,158,000 and the daily average of such agreements totaled 823, 445,000 and $34,250,000. The agreements at December 31,
2002, marure daﬂy

The Bank has an unused letter of credit with the Federal Home Loan Bank in the amount of $15,000,000 expiring March 31, 2003.



NOTE 10: LonG-TERY DEST

Long-term debt consisted of the following components (thousands):

e
Federal Home Loan Bank Advances $108,338 S114,628
Junior subordinated debentures 8,000 -
ESOP Trust debt guarantee 108 216
Total $116,446 $1148#4

|

The Federal Home Loan Bank advances are secured by mortgage loans and investment securities totaling $162,555,000 at December 31, 2002. Advances, at interest
rates from 4.67 to 6.26 percent are subject to restrictions or penalties in the event of prepayment.

On June 26, 2002, NB& T Statutory Trust I (“TrustI"), a wholly owned subsidiary of the Corporaton, closed a pooled private offering of 8,000 Capital Securities with
a hqmdauon amont of $1,000 per security. The proceeds of the offering were loaned to the Corporation in exchange for junior subordinated debentures with terms
simular to the Capital Securites. The sole asets of Trust L are the junior subordinated debentures of the Corporanon and pavments thereunder. The junior
subordinated debentures and the back-up obligations, in the aggregate, constitute a full and unconditional guarantee by the Corporation of the obligations of Trust I
under the Capital Securities. Distributions on the Capital Securities are payable quarterly at the annual rate of 3.43% over the 3 month LIBOR and are included in
interest expense in the consolidated financial statements. These securities are con51dered Tier [ capital (with certain limitations applicable) under current regulatory
guidelines.

The junior subordinated debentures are subject to mandatory redemption, in whole or in part, upon repayment of the Capital Securities at maturity or their earlier
redempion at the liquidation amount. Subject to the Corpomuon having received prior approval of the Federal Reserve, if then required, the Capital Securities are
redeemable prior to the maturity dace of]une 26,2032, at the option of the Corporation; on or after June 26, 2007 at par. Upon occurrence of specific events defined
within the trust indenture, the Capltal Securities may also be redeemed prior to June 26, 2007 at a premium. The Corporation has the option to defer distributions on
the Capital Securities from time to time for a period not to exceed 20 consecutive semi-annual periods.

The ESOP Trust loan agreement contains various covenants for the Company which include a minimum net worth and restrictions on additional indebtedness. The
note may be prepaid without penalty with prepayments applying in the inverse order of the maturities of the scheduled payments. Interest is due quarterly at the prime
rate, 4.23% at December 31, 2002. Final scheduled payment of $106,000 is due December 31, 2003.

Aggregate annual marurities of Federal Home Loan Bank Advances and ESOP Trust Debt Guarantee at December 31, 2002, are (thousands):

Debe

2003 $2,508
2004 2,514
2005 2,634
2006 2,290
2007 —
Thereafter 98,500

$108,446
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NoTeS To CONSOLIDATED FINANCIAL STATEMENTS  (Continven)

Note 11: INcoME TAXES

The provision for income taxes includes these components (thonsands):

2002 2001 2000

Taxes currently payable $1.831  SL,105 854

Deferred income taxes _ (%0 3 (82)
Income tax expense 51391 81476 §772

A reconciliation of income tax expense at the statutory rate to the Company’s actual

income tax expense is shown below (thousands):

2002 2001 2000

Computed at the statatory rate (34%) $2,693  $§2547  §1641

Increase (decrease) resultirg from:

Tax exempt interest (847) {809) (816)
ESOP dividend (142) — —
Bank owned life insurance (267) 217) (53)
Other (46) #) —
Actual tax expense $1,391  $1476 $772

The tax effects of temporary differences related to deferred taxes shown on the balance sheets were (thousands):

Deferred tax assets 2002 2001
Allowance for loan losses SL171 §753
Accruals not currently deductible 64 8
Unrealized losses on securities available for sale - _ N

R R

Deferred tax liabilities
Depreciation (192) (245)
FHLB stock dividends 824 (719
Intangible asset amortization 9 @7
Unrealized gains on available-for-sale securities (,063)  —

DG
Net deferred tax asset (liability) § (853)  §(136)
NotE 12: OtHer COMPREHENSIVE INCOME (Loss)

Other comprehensive incorne (loss) components and related taxes were as follows (thousands):

2002 2001 2000

Unrealized gains (losses) on securites available for sale $3,767  $(298)  $3,315

Reclassification for realized amount included in income 4200 260 (2,070)
Other comprehensive income (loss), before tax effect 3347 (558) 5385

Thx expense {benefit) L138 (190 181
Other comprehensive income (loss) @ S(368) 83,554




NoTE 13: REGULATORY MAH‘ER;-

The Company and the subsidiary bank are subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet minimum
capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that, if undertaken, could have a direct material effect on
the Company’s financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the Company and the subsidiary
bank must meet specific capital guidelines that involve quantitative measures of assets, liabilides and certain off-balance-sheet items as calculated under regulatory
accounting practices. The capital amounts and classification are also subject to qualitative judgments by the regulators about components, risk weightings and other
factors.

Quantitatve measures established by reguladon to ensure capital adequacy require the Company and the subsidiary bank to maintain minimum amounts and ratios (set
forth in the table below) of total and Tier I capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier I capltal (as defined) to average assets (as
defined). Management believes, as of December 31, 2002, that the Company and the subsidiary banks meet all capital adequacy requirements to which they are subject.

As of December 31, 2002, the most recent notification from the regulators categorized the Company as well capitalized under the regulatory framework for prompe
corrective action. 1o be categorized, the Company must maintain capital ratios as set forth in the table. There are no conditions or events since that notification that
management believes have changed the Company’s category.

The Company and subsidiary bank’s actual capital amounts and ratios are also presented in the following table (thousands):

To Be Well
For Capital Capitalized Under
Adequacy Prompt Corrective
Actual: Purposes: Action Provisions:

Amount Raio Amount Ratio  Amount  Ratio

As of December 31, 2002

Total Risk-Based Capital (to Risk-Weighted Assets)

Consolidated §59915  14.66% $32,700  80% § — NA
Bank 52,617 12.87 32,700 8.0 40,875 10.0
Tier [ Capital (to Risk-Weighted Assets)
Consolidated 55905 13.68 16,350 40 — NA
Bank 8607 1189 16350 49 14505 60
Tier I Capital (to Average Assets)
Consolidated 55,905 8.43 26,373 40 — NA
Bank 48,607 7.37 26,373 4.0 32,967 5.0
As of December 31, 2001
Total Risk-Based Capital (to Risk-Weighted Assets)
Consolidated $46,684  11.50% 832476 80% $§ — N/A
Bank 40499 10,05 32,49 8.0 40311 100
Tier I Capital (o Risk-Weighted Assets)
Consolidated 2874 10.60 16,179 4.0 — NA
Bank 36,689 9.10 16,124 40 24,187 6.0
Tier I Capital (to Average Assets)
Consolidated 42874 6.83 25,109 40% — NA
Bank 36,689 5.85 25,090 40 31,362 5.0

The Bank is subject to certain restrictions on the amount of dividends that it may declare without prior regulatory approval. At December 31, 2002, approximately
$7,030,000 of retained earnings were available for dividend declaration without prior regulatory approval,
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NOTES To CONSOLIDATED FINANCIAL STATEMENTS  (Conrivuep)

NOTE 14: ReLATED PARTY TRANSACTIONS

The Bank had loans outstanding to executive officers, directors, significant shareholders and their affiliates (related perties). A summary of the related party loan activity
follows (thousands):

2002 2001
Balance, January 1 $2988  $3,004
New loans 2,391 1,981
Payments (708)  (1,997)
Other changes G =
Balance, December 31 4093 §2,988

|

In management$ opinion, such loans and other extensions of credit and deposits were made in the ordinary course of business and were made on substantially the same
terms (including interest rates and collateral) as those prevailing at the tme for comparable wansactions with other persons. Further, in management’s opinion, these
loans did not involve more than normal risk of collectibility or present other unfavorable features.

Deposits from related parties held by the Bank at December 31, 2002 and 2001 totaled $899,000 and $601,000, respectively.

NOTE 15: EMPLOYEE BENEFITS

The Company has 1 retirement savings 401(k) plan covering substangally all employees. Employees may contribute up to 50% of their compensation with the Bank
matching 3% of the employee’s contribution on the first 8% of the employee’s compensation. Employer contributions charged to expense for 2002, 2001and 2000
were $148,000, $108,000 and $106,000, respecavely.

Also, the Bank has a deferred compensation agreement with certain active and retired officers. The agreement provides level monthly or annual payments ranging from
four to twenty years after retirement. The charge to expense for the agreement was §167,000 for 2002 and 30 for 2001. Such charges reflect the straight-line accrual
over the period untl full eligibility of the present value of benefits due each participant on the full eligibility date, using a 6.1% discount factor.

The Company sponsors a leveraged employee stock ownership plan (ESOP) that covers substanially all employees who meet minimum age and length of service
requirements. Shares of the Company’s common stock held by the ESOP were purchased with the proceeds of external borrowings and borrowings from the Company.
The Company makes annua! contributions to the ESOP equal to the ESOP debt service less dividends on unallocated shares received by the ESOP. All dividends on
unallocated shares received by the ESOP are used to pay debt service. The ESOP shares initially were pledged as collateral for its debt. As the debt is repaid, shares are
released from collateral and allocated to plan participants, based on the proportion of debt service paid in the year to total expected debt service. The Bank accounts for
its ESOP in accordance with Statement of Position 93-6, with the exception of shares acquired in 1986. Accordingly, the external debt of the ESOP is recorded as debt
of the Company and the shares pledged as collateral are reported as unearned ESOP shares in the balance sheet. As shares are released from collateral, the Company
reports compensation expense equal to the current fair value of the shares. Dividends on allocated ESOP shares are recorded as a reduction of retained earnings;
dividends on unallocated ESOP shares are recorded as a reduction of debt and accrued imterest.

Compensation expense for ESOP shares acquired in 1986 is equal to the principal repaid on the related borrowing plus any additional cash contributions.
ESOP compensation expenss was $201,000, $129,000 and $154,000 for years 2002, 2001 and 2000, respectively. The ESOP shares as of December 31 were as follows:

2002 2001

SOP93-6 198 SOP93-6 1986
Shares  Shares  Shares  Shares

Allocated shares 2,717 510,542 26,449 509,283
Shares released for allocation 6,657 16448 3,578 18,165
Unearned shares 83,302 15,668 89959 32,1135
Total ESOP shares 112,676 542,658 119,986 559,563
Fair value of unearned shars at December 31 $1,895,000 $1,989,000

The Company is obligated 2 the option of each beneficiary to repurchase shares of the ESOP upon the beneficiary’s termination or after retirement. At December 31,
2002, the fair value, as estimated by The Phoenix Group, Inc, of the 22,717 allocated shares held by the ESOP is $22.75 per share. In additon, there are 9.69 outstanding
shares held by former employees that are subject to an ESOP-related repurchase option. The fair value of all shares subject to the repurchase obligation is $220.




Note 16: Stock OpTion PLan

"The Company has a fived option plan under which the Company may grant options that vest over five vears to selected emplovees for up to 267,326 shares of common
stock. The exercise price of each aption is intended to equal the fair value of the Company’s stock on the date of grant. An option's maximum term is ten years.

A summary of the status of the plan at December 31, 2002, 2001 and 2000, and changes during the years then ended is presented below:

2002 2001 2000
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares Price Shares  Price  Shares  Price
Outstanding, beginning of vear 141476 $18.06 115766  S1820 112436  S$13.77
Granted 36,500 2071 30,000 1725 30200 2357
Exercised 9,000)  12.00 (2,5200 969  (26870) 571
Expired : — (1,770 2381 —
Outstanding, end of year 168976 1895 141476 1806 115766 1820
Options exercisable, end of vear 82,956 1696 70126 1537 36846 1361

The fair value of options granted is estimated on the date of the grant using an option-pricing model with the following weighted-average assumptons:

2002 2001 2000

Dividend vields 44%  3.0% 3.0%
Voladlity factors of expected market price of commeon stock 170%  190%  190%
Risk-free interest rates 20%  65% 6.5%
Expected life of options Oyears  9years 9 years
Weighted-average fair value of options granted during the vear §162  $445  §642

The following table summarizes information about stock options under the plan outstanding at December 31, 2002:

Options Qutstanding Options Exercisable
Weighted-
Range of Average Weighted- Weighted-
Exercise Number Remainin Average Number Average
Prices Outstanding  Contractual Life  Exercise Price  Exercisable Exercise Price
§96310813.63 49,276 3.23 years $12.30 49,276 $12.50
§17.25 10 $21.50 75,500 8.61 years 51941 9,600 $18.80
$23.23 1082800 44200 6.49 vears $25.35 24,080 $§2533
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NOTE 17: EARNINGS PrR SHARE

Earnings per share (EPS) were computed as follows (thousands, except per share amaumts):

Year Ended December 31, 2002

Weighted-
Average  Per Share
Income  Shares  Amount

Net income ‘ $6,531
Basic earnings per share
Income available to common stockholders 6,531 3,088,976

Effect of dilutive securities
Stock optons 2792

o
~3

I

—
—

o

Diluted earnings per share
Income available to common stockholders and assumed conversions $6,531  $3,116,902

=
[
—
[Sn=)

Options to purchase 51,700 shares of common stock at $21.375 to $28.00 per share were outstanding at December 31, 2002, but were not included in the computation
of diluted EPS because ths options” exercise price was greater than the average market price of the common shares.

Year Ended December 31, 2001
Weighted-
Average  Per Share
Income  Shares  Amount

Net income $6,017
Basic earnings per share
Income available to common stockholders 6,017 3,149,587  §1.91

Effect of dilutive securities
Stock options 15,280
Diluted earnings per sharz
Income available to common stockholders and assumed conversions ‘ $6,017 83,164,867 $1.90

Options to purchase 54,700 shares of common stock at $24.77 per share were outstanding at December 31, 2001, but were not included in the computation of diluted
EPS because the options’ exercise price was greater than the average market price of the common shares.

Year Ended December 31, 2000
Weighted-
Average  Per Share
Income  Shares  Amount
Net income §4,046
Basic earnings per share
Income available to common stockholders 4046 3,185,157 8127

Effect of dilutive securities
Stock options 21350
Diluted earnings per share
Income available to common stockholders and assumed conversions $4,046  $3,206,507  $1.26

Options to purchase 54,700 shares of common stock at $24.77 per share were outstanding at December 31, 2000, but were not included in the computation of diluted
EPS because the options’ exercise price was greater than the average market price of the common shares.




NOTE 18;§USINIESS ACQUISITIONS

On December 10, 2001, the Company acquired substantially all of the assets and all of the deposits of Sabina Bank. The results of Sabina Bank’s operations have been
included in the consolidated financial statements since that date. Sabina Bank, located in Sabina, Ohio, was a subsidiary of Premier Financial Bancorp, Inc. Asa result
of the acquisition, the Company will have an opportunity to increase its deposit base and reduce transaction costs. The Company also expects to reduce costs through

economies of scale.
The aggregate cash purchase price was $12.9 million.
The following table summarizes the estimated fair values of the assets acquired and labilities assumed at the date of acquisition  (thousands):

Cash and cash equivalents
Loans
Premises and equipment
Core deposits
Goodwill
Other assets

Toral assets acquired
Deposits
Long-term debt
Other liabilities

Total liabilities acquired

Net assets acquired

"The only significant intangible asset acquired, other than goodwill, was the core deposit base, which has a useful life of approximately eight years and will be amortized
using an accelerated method. The $3,625,000 of goodwill was assigned entirely to the banking segment of the business. Of that total amount, $3,625,000 is expected to

be deductble for tax purposes.

The following pro forma disclosures, including the effect of the purchase accounting adjustments, depict the results of operations as though the merger had taken place

at the beginning of each period.

Net interest income
Net income
Per share - combined:
Basic net income
Diluted net income

T T t——

Year Ended
December 31
2001 2000
§21,191  $20,640

6,105 4,256
$ 194 § L4
1.93 1.33

NoTE 19: DiscLoSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table presents estimated fair values of the Company’s financial instruments. The fair values of certain of these instruments were calculated by discounting
expected cash flows, which involves significant judgments by management and uncertainties. Fair value is the esimated amount at which financial assets or liablities could
be exchanged in 2 current transaction between willing pardes, other than in a forced or liquidation sale. Because no market exists for cerwain of these financial instruments
and because management does not intend to sell these financial instruments, the Company does not know whether the fair values shown below represent values at which the

respective financial instruments could be sold individually or in the aggregate. (thonsands):

December 31,2002 December 31, 2001
Carrying  Fair  Carrying  Fair
Amount  Value  Amount  Value
Financial assets
Cash and cash equivalents §25810 §25810 §28437 § 28437
Available-for-sale securities . 168,600 168,600 171,570 171,571
Held-wo-maturity securides 44490 43,630 #4430 44,226
Loans including loans held for sale, net 380,661 386,686 380,752 388477
Stock in FRB and FHLB 7,598 7,598 6,914 6914
Cash surrender value of life insurance 11,100 11,100 10,793 10,793
Interest receivable 4,113 4113 4974 4,974
Financial liabilides
Deposits 463080 471,106 479240 482,042
Short-term borrowings 19,240 19,240 22055 22,053
Long-term debt 16446 124288  1148% 120,026
Interest payable 912 912 1,177 1,177
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NoTE 19: DiscLoSURES ABOUT FAR VALUE OF FINANCIAL I{NSTRUMENTS PR—

For purposes of the above disclosures of estimated fair value, the following assumptions were used as of December 31, 2002 and 2001. The estimated fair value for
cash and cash equivalents, interest-bearing deposits, FRB and FHLB stock, cash surrender value of life insurance, accrued interest receivable, demand deposits, savings
accounts, NOW accounts, certain money market deposits, short-term borrowings, and interest payable is considered to approximate cost. The estimated fair value for
securities is based on quoted market values for the individual securities or for equivalent securities. The estimated fair value for loans receivable, including loans held
for sale, net, is based on estimates of the rate the Bank would charge for similar loans ac December 31, 2002 and 2001 applied for the time period und! the loans are
assumed to reprice or be peid. The estimated fair value for fixed-maturity ime deposits as well as borrowings is based on estimates of the rate the Bank would pay on
such liabilites ar December 31, 2002 and 2001, applied for the time period untl maturity. The fair value of commitments is estimated using the fees currently
charged to enter into similar agreements, taking into account the remaining terms of the agreements and the present creditworthiness of the counterparties. For
fixed-rate loan commitments, fair value also considers the difference between current levels of interest rates and the committed rates, The fair value of letters of credit
and lines of credit is based on fees currently charged for similar agreements or on the estimated cost to terminate or otherwise setde the obligations with the
counterparties at the reporang date.

Note 20: ComnrtveNnTs AND CREDIT Risk

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the contract. Commitments
generally have fixed expirarion dates or other termination clauses and may require payment of a fee. Since a portion of the commitments may expire without being
drawn wpon, the total commitment amounts do not necessarily represent future cash requirements. Fach customer’s creditworthiness is evaluated on a case-by-case
basis. The amount of collateral obtained, if deemed necessary, is based on management’s credit evaluation of the counterparty. Collateral held varies, but may include
accounts receivable, inventory, propert, plant and equipment, commercial real estate and residential real estate.

At December 31, 2002 and 2001, the Bank had outstanding commitments to originate loans aggregating approsimately 2,170,000 end 86,395,000, respectively. The
commitments extended over varying periods of time with the majority being disbursed within a one-vear period. Loan commitments at fixed rates ofnterest
amounted to §164,000 and §1,395,000 at December 31, 2002 and 2001 respectively, with the remainder at floating market rates.

Letters of credit are conditional commitments issued by the Bank to guarantee the performance of a customer to a third party. Those guarantees are primarily
issued to support public and private borrowing arrangements, including commercial paper, bond financing and similar transactions. The credit risk involved in
issuing letters of credit is essentially the same as that involved in extending loans to customers.

The Bank had total ontstanding letters of credit amounting to 81,347,000 and $1,831,000, at December 31, 2002 and 2001, respectively, with terms ranging from
30 days to 4 vears.

Mortgage loans in the process of origination represent amounts that the Bank plans to fund within a normal period of 60 to 90 days, some of which are intended for
sale to investors in the secondary market. Forward commitments to sell mortgage loans are obligations to deliver loans ata specified price on or before a specified
future date. The Bank acquires such commitments to reduce market risk on mortgage loans in the process of origination and mortgage loans held for sale.

Toral mortgage loans in the process of origination amounted to $398,000 and $2,039,000 and mortgage loans held for sale amounted o 80 and 31,848,000, at
December 31,2002 and 2001, respectively. Included in mortgage loans in the process of origination were commitments to originate loans at fixed rates of interest
of $0 and $2,039 000 az December 31,2002 and 2001, respectively.

Lines of credit are agreements to lend to a customer as [ong as there is no violation of any condition established in the contract. Lines of credit generally have fixed
expiration dates. Since a portion of the line may expire without being drawn upon, the total unused lines do not necessarily represent future cash requirements. Each
custormer’s creditworthiness is evaluated on a case-by-case basis. The amount of collateral obtained, if deemed necessary, is based on management’s credit evaluation
of the counterparty. Collateral held varies but may include accounts receivable, inventory, property, plant and equipment, commercial real estate and residential real
estate. Management uses the same credit policies in granting lines of credit as it does for on-balance-sheet instruments.

At December 31, 2002, the Bank had granted unused lines of credit to borrowers aggregating approximately 520,258,000 and $17,969,000 for commercial lines and
open-end consumer lines, respectively. At December 31, 2001, unused lines of credit to borrowers aggregated approximately $23,086,000 for commercial lines and
$16,603,000 for open-end consumer lines.

At December 31, 2002, the Bank had approximately $7,018,000 on deposit with the US Bank.




NoT 21: ConpENSED FnanCIAL INFORMATION (PARENT Conpany ONLY)

Presented below is condensed financial information s to financial position, results of operations and cash flows of the Company (thousands):

Condensed Balance Sheets
Assets
Cash and due from banks
Securities available for sale
Investment in common stock of banking subsidiary
Investment in nonbanking subsidiary
Other assets
Total assets
Liabilities
Long-term debt
Other liabiliges
Total liabilities
Equity From ESOP Shares
Stockholders' Equity
Total liabilites and stockholders' equity

Condensed Statements of Income
Income
Dividends from banking subsidiary
Other income
Total income

Expenses
Interest expense

Amortization of core deposit intangibles and fair value adjustments
Other expenses

Total expenses

Income Before Income Tax and Equity in
Undistributed Income of Banking Subsidiary

Income Tax Expense (Benefit)

Income Before Equity in Undistributed
Income of Banking Subsidiary

Equity in Undistributed Income
of Banking Subsidiary
Net Income

Condensed Statements of Cash Flows
Operating Activities
Net income
Items not requiring (providing) cash
Net cash provided by (used in) by operating activities
Investing Activities
Investment in banking subsidiary
Investment in nonbanking subsidiary
Purchases of securities available for sale
Proceeds from sale of securites available for sale
Net cash provided by (used in) investing activities
Financing Activities
Cash dividends paid
Proceeds from the issuance of subordinated debt
Repayment of long-term debt
Proceeds from stock options exercised
Sale/(Purchase) of treasury stock
Net cash provided by (used in) financing activities
Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

000 2001
753§ 1,056

5,992

57995 #4791

248 _

370 2

66126 S8
$8356 S 216

466 649

830 %63

12511 12,68

#4795 38293

566,126 $51841

2000 2000 2000
$8000  $4000  $4,000
8 30 1l
SO08 4030 4011
215 3 40
4 _ _

4 39 64
3 6 104
7785 3968 3907
oy W) !
8036 3983 3906
(1,505 2,034 140
6531 S6007  $4046
202 2000 2000
§ 6531 $6017 $4046
LSO (1985)  (16)
7680 4031 4030
125000  — —
M8 — —
— (599 (6,169
599 6160 4936
656 11 113
Q849 (39 (2356)
8,248 — —
s  — —
108 % 154
32161 ()
5530 @8 04D
6457 (349 4
1056 109 716
§ 753 §1056 §109%
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NOTE 22: SELECTED QUARTERLY Daa (UNAWDITED)

The following tables summarize selected quarterly results of operations for 2002 and 2001 (thousands, except per shave amounts):

December 31, 2002 March Jume  September December
Interest and dividend income §10446 10383  $10242  $9412
Interest expense 4,785 4343 4267 3908
Net interest income 5,661 6,040 5,975 5,504
Provision for foan losses 375 475 550 700
Net interest income after provision for foan losses 5286 5,565 5425 4,804
Noninterest income 1,959 2,306 2156 2,580
Noninterest expense 5,288 5,533 5370 5,968
Income before income tax 1957 2338 2211 1416
Income tax expense 418 439 434 50
Net income $1539 $189 $1,727 §1366
Earnings per share

Basic $0.50  $0.62 $0.56 S04
Diluted 049 0.61 055 044
Dividends per share 0.23 0.23 0.23 0.23
December 31, 2001 March  June  September December
Interest and dividend income $10,714  §10,398  $10,448 $10,433
Interest expense 6,108 5,918 3,633 5,170
Net interest income 4606 4480 4795 5263
Provision for loan losses 373 375 373 375
Net interest income after provision for loan losses 4231 4,103 4420 4,388
Noninterest income 1,704 2,172 1,999 2,112
Noninterest expense 4,175 4,404 4689 4870
Income before income tax 1,760 1,373 1,730 2,130
Income tax expense 315 337 342 82
Net income $1445 §1336 §1388 § 1,648
Earnings per share

Basic $ 046 § 049 S 046 § 054
Dihuted 045 0.48 045 0.53
Dividends per share 0.21 0.21 0.21 0.21
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independent Accountants’ Repart

Board of Directors
NB&T Financial Group, Inc.
Wilmington, Ohio

We have audited the accompanying consolidated balance sheet of NB&T Financial Group, Inc. as of
December 31, 2002, and the related consolidated statements of income, stockholders’ equity, and cash flows
for the year ended December 31, 2002. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial state-
ments based on our audit. The consolidated financial statements of NB&T Financial Group, Inc. for the year
ended December 31, 2001 and for each of the two-year periods then ended, were audited by other auditors
whose opinion dated February 3, 2002 was unqualified.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable

basis for our opinion.

In our opinion, the consolidated financial statements described above present fairly, in all material respects,
the consolidated financial position of NB&T Financial Group, Inc. as of December 31, 2002, and the results
of its operations and its cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

B /<D' L,

BKD, LLP
Cincinnati, Ohio
February 5, 2003
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Eric L. Noble, AVP, Business Loans
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George R. Phillips, President
Michael D. Phillips, Vice President
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