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To be a leader we must first be willing to serve.
At Rurban Financial Corp. this philosophy has
continued to guide us in our growth. Serving
people, whether they be customers or our
communities, is something we take great pride
in. We're proud of the people we serve and
honored to play that role in their lives. We
believe our success as a company is directly
related to the level of our service. In this year's
annual report we honor some of the many
people we serve. We hold them up as a reminder
of who we are and why we do what we do.




FINANCIAL HIGHLIGHTS

Dollars in thousands except per share data

Year Ended December 31

2001 2000 1999 1998 1997
EARNINGS
Total interest income $ 36,519 $ 56,023 $ 44953 $ 39,293 $ 36,582
Total interest expense 30,778 29,635 21,744 18,743 16,689
Net interest income 25,741 26,388 23,209 20,550 19,893
Provision for loan losses 8,733 2,100 1,215 1,080 948
Total noninterest income 14,162 11,273 11,064 10,511 8,294
Total noninterest expense 28,018 26,754 25,466 23,630 19,253
[ncome tax expense 899 2,721 2,361 2,073 2,470
Net income 2,253 6,086 5,231 4,278 5,516
PER SHARE DATA (1)
Basic earnings $ .50 $1.35 §1.16 $.95 $1.12
Diluted earnings .50 1.35 (.16 94 1.12
Cash dividends declared 47 42 .37 36 .33

AVERAGE BALANCES
Average shareholders’ equity  $ 52,708 $ 46,627 $ 42,967 $ 40,431 $42,151

Average total assets 722,827 665,523 580,200 493,957 452,011
RATIOS
Return on average
shareholders' equity 4.27% 13.05% 12.17% 10.58% 13.09%
Return on average total assets 31 91 .90 .87 1.22

Cash dividend payout ratio
{cash dividends divided by

net income) 92.61 31.02 32.36 38.83 29.89
Average shareholders' equity
to average total assets 7.29 7.01 7.41 8.19 9.33

PERIOD END TOTALS

Total assets $ 746,209 $700,818 $627,784  $ 537,155 $471,371
Total loans and leases 600,627 576,988 501,678 394,311 359,736
Total deposits 610,860 566,321 519,296 450,813 415,181
Advances from FHLB 54,275 52,164 40,035 28,890 7,530
Junior subordinated

debentures 9,706 9,697 - - -
Shareholders' equity 50,829 50,140 43,900 41,903 39,094
Shareholders' equity

per share (1) 11.14 10.98 9.62 9.18 8.56

(1) Per share data restated for two-for-one stock split declared in 1998, 5% stock dividend declared in
2000 and 5% stock dividend declared in 2001.
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LETTER TO OUR SHAREHOLDERS

Steven D. VanDemark Thomas C. Williams

The events of this past year have provided all of us with a unique opportunity
to step back and to reassess our individual effectiveness in “Putting First
Things First.” We thought deeply about this principle and reached a very
simple, yet fundamental conclusion. Before all other things, we are - and we
will be - a servant first.

In so doing, your Rurban team has reaffirmed its commitment to leading through
service: Serving our customers, serving one another, serving our shareholders
and serving our communities.

In this commitment, we will be a leader, not 2 follower. We will lead not by being
loud or boastful. We will lead by serving.

“Leadership is action, not position.” — Donald H. McGannon

Webster’s Third New International Dictionary provides the following definiticns
for service:

To serve: to be worthy of reliance or trust, to be of use or to answer
the needs...to be of help in bringing about; contribute to; to provide
services that benefit or help; the most distinctive characteristic of a
profession — its obligation to a society (H.A.Wagner).




It is our intent to lead through our service each and every moment of each and
every day. At Rurban we define service with four simple standards: 1) do the
right thing 2) at the right time 3) in the right way 4) for the right customer.
These simple standards give us our direction. Qur intentions are clear: First we
serve, This culture is easy to understand, and we believe it stands the test of
time.

Our critics are our customers, our shareholders, our communities and
each other. We are devoted to our service and to constantly improving our
customer’s experience. We are defining a new benchmark for what caring,
committed people can be within a company. We are passionate about the
continuous improvement of all the components of our service, and as
Teddy Roosevelt said, “It's not the critic who counts, not the man who
points out how the strong man stumbled... The credit belongs to the man
who is actually in the arena... who at best knows the triumph of high
achievement and who at worst, if he fails, at least fails while daring greatly.”
Your team dares to serve greatly. It is not our goal — it is our responsibility.

teading through service is not new to Rurban. We enjoy a rich history of
serving our customers, our communities, our shareholders and one another.
We choose this path because we have the opportunity to make a real and
meaningful difference in the lives of those who permit us to serve. It is our
mission. It is our way of life.




Bill Broucek







Bill Broucek never met a customer, or a community, he didn’t like.

Since opening its doors in 1996, the Bank of Ann Arbor has
gone out of its way to be a good friend and neighbor. Not just a
good bank. That means giving back to the community on which
it depends. Through community and customer service. Through
convenient services like online and telephone banking. And
through personal accountability. Every week for five years, the
Bahk of Ann Arbor has run an ad featuring a customer endorse-
ment. For Bill Broucek, this is the only endorsement that mat-
ters. At RDSI Data Services, we share his commitment to cus-
tomer service and community involvement. We're serving Bill.
So that he can continue to serve the community of Ann Arbor.
Not only as bank President and CEQ. But as a good friend and
a good neighbor.




WHEN WE SERVE OUR CUSTOMERS, WE SERVE OUR SHAREHOLDERS

“The flock is not there for the sake of the shepherd. The shepherd
is there for the sake of the flock.” — author unknown

We serve over 32,000 customers, working with each individually to meet their
financial needs and doing our part to assure that they realize their dreams.
We work with 53 financial institutions to assure that they have the most
up-to-date technology to better serve their many thousands of customers.

We continue to implement innovative and exciting strategies focused on
Customer Relationship Management and New Customer Acquisition. We place
a high degree of emphasis on retaining and expanding our present customer
relationships, as well as efficiently and effectively attracting new customers in
each of our business lines. These efforts will assure a future of competitive,
efficient and profitable growth for your company. Our passion for service is the
key strategic advantage that will lead to increased shareholder value.

Our efforts in Customer Relationship Management have increased our
understanding of the expectations, goals and needs of our customers.
Your team can now serve our customers more effectively by proactively
developing the right solutions to meet their individual needs. But the best
is yet to come regarding the positive impact this program will have on our
earnings growth.




Robert H. Serrick







Robert H. Serrick is still a college boy at heart — even though
he’s 86 years old.

In 1931, Bob’'s father began a company named L.F. Serrick
Inc. When Bob filled his father’s shoes eight years later, he
proved to have quite a head for business. And he would use it
successfully over the next five decades in managing what
became The Defiance Stamping Company. At Rurban, we
applaud Bob's success in business. But, more importantly, we
applaud his desire to share that success with others. We're
serving Bob. So that he can contribute to the success of
another institution that has meant something to his family for
generations — The Defiance College. With endowments for the
Serrick Campus Center and the Robert and June Serrick
Scholarship Fund. For Bob, who's based his life on giving
back to the community in which he grew up, these are some of
the best investments he's made to date.




Additionally, your team members are consistently working to increase their
professional skills to better serve our customers. A number of our bankers
have successfully completed the Certified Financial Planner course offered by
The College of Financial Planning; a number have successfully completed the
Certified Professional Secretary course work; and over 100 have completed
undergraduate or graduate degrees, course work for other professional
certification or other forms of continuing education. This passion of your team for
individual professional growth is driven by a devotian to serve.

WHEN WE SERVE ONE ANOTHER, WE SERVE OUR COMMUNITIES

“Caring for persons, the more able and the less able caring for each
other, is the rock upon which a good society is built.”
— Robert Greenleaf

During 2001 your team continued to actively serve our communities with our
hands, our hearts and our monetary contributions. We provided a number of
nonprofit organizations over 10,000 volunteer hours, adding critical resources
in service to one another. Based on the value of one volunteer hour according
to the Points of Light Foundation, your team added many tens of thousands of
dollars of economic value to our communities. Your company and your team
also actively support community organizations financially. Our charitable
dollars are also leveraged to add significant value in our communities. Qur
financial contributions to United Way and to organizations such as Serenity
Haven Child Development are also leveraged into greater community value,
for example: approximately $46,000 in savings for every drug-free baby
born, to a multiple of seven times in savings on future Cbsts associated with
crime and welfare. '

September 11 touched all of us in an unforgettable way. Your team members
once again rose to the occasion, leading the way in serving those in need
locally and in our nation. Whether it was in the form of blood donations, food
drives or monetary contributions, we responded to the call.

12




Al and Dorothy Howard







To Al and Dorothy Howard, business will always be a family affair.

Al Howard once had a goal to reach $100,000 in annual sales.
Today, the business he, his father and brother started 41 years
ago in Defiance, Ohio is a third generation company and has
achieved nearly $5 million in sales. Al retired in 2001, turning
the company’s leadership over to his son, Joe. Their family business
wasn't so little anymore. And, as it turned out, neither was their
family. Since 1987, Reliance Financial Services has been a part
of the Howard Painting, Inc. family. And a part of their commitment
to quality service and customer satisfaction. We're serving the
Howard family. With financial and retirement planning. And
unparalleled customer service. So that the employees who are
still like family can continue to set and exceed not only their
goals but also their dreams.




2001 IN REVIEW
“You must do things you think you cannot do.” — Eleanor Roosevelt

2001 was a year of contrast for your company. The economy and the actions
by the Federal Reserve Board provided many challenges, yet your team
created many opportunities. The economic downturn contributed to higher
than normal losses in our consumer, commercial and agricultural loan port-
folio, and the rapidly declining rate environment placed continued pressure
on our interest margin. We also faced a year of record bankruptcies and ris-
ing unemployment. As a result of the slow economy, asset quality in our
industry was challenged more than at any time in the past decade.

In response to the softening economic situation, the Federal Reserve Bank
dropped interest rates 11 times, resuiting in a 50% reduction in the prime
rate. Dollars left the stock market in a flight to quality. Thus the rate reduc-
tion strategy was, in part, the Federal Reserve Bank's attempt to encourage
increased spending and reinvestment in those equity markets. This seesaw
effect placed significant pressure on interest margins throughout the industry,
and your company experienced the most significant interest compression in
one year since 1990.




Doug Shindler







Doug Shindler comes from & long line of canscientious businessmen.

For three generations, the Shindler family has run a prosperous
and charitable business. In 1821, Doug's grandfather, Douglas
Charles Shindler, worked for a construction company named
Baker Brothers. Today, Baker Brothers is Baker Shindler, Inc., a
household name in the construction and ready-mix business. As
its head, Doug is following in the footsteps of his late father,
Walter (Doug) Shindler. And, as the company grows, so too does
his commitment and contribution to the community. And his
belief in the virtues of a simple family motto: be fair, be honest.
He's come to expect the same from his relationship with The
State Bank and Trust Company. A relationship three generaticons
strong. We're serving Doug. So that tomorrow, Doug’s children
can carry on the tradition of conscientious business leaders.




We produced over $350 million in new loans in 2001. We also increased
our commercial loan outstandings 7%, by expanding present relationships
as well as by attracting new customers. The economic synergy created with
each new loan dollar resulted in an additional $2 to $3 of favorable eco-
nomic impact, which means your team added value in excess of $700
million to our communities in 2001. We continue to allocate increased
resources to work with our loan customers to assure asset quality.

Your team also continued a disciplined approach to managing our balance sheet,
focusing an minimizing interest rate risk. Qur bankers added additional pricing
strategies to balance our response to the increasing interest pressures. We
actively participated in the booming residential refinancing business. We gener-
ated nearly $20 million in loans that we sold to the secondary market and over
$40 million in loans that were sold through residential mortgage bankers. We
served our customers and our shareholders by proactively meeting our cus-
tomers' needs and by transferring the interest rate risk of long-term fixed-rate
toans to other investors.




Mark and Debra Manley







Mark and Debra Manley know a thing or two about teamwork.

In addition to being married to their jobs as health care
providers at Debmar Incorporated, Mark and Debra are also
married to each other. The way they see it, this gives them a
distinct advantage. Because they know that being part of a team
means twice the work in half the time. And twice the joy—all
the time. That's why in business, and in life, they stress the
importance of partnership. Working together to put quality
and service firsi. People above profit every step of the way.
To improve the lives of their clients. To improve the working
environment of their employees. To improve their community.
We at The Peaples Banking Company, The Citizens Savings Bank
and The First Bank of Ottawa are a proud part of their team.
We're serving Mark and Debra. So that they can continue to be
team players—for their clients, their employees, their community.




Community banks remain the mainstay source of capital for small business-
es. We partner with our customers to assist them in building new business
lines, expanding their products, reaching their growth goals, and increasing
the return on their investments. This is true synergy - resulting in increased
jobs, better wages and benefits and reinvestment in our communities.

We are pleased to report another record year for noninterest income. RDSI
led the way with an increase of 20%, while new products and new pricing
strategies introduced by our banks contributed over $800,000 in
additional fee income. RDSI is an industry leader in serving customers, and
it is the leader in providing complete technology solutions for community
banks in Ohio and Michigan. Quite simply, RDS! adds significant franchise
value to your company.

Our recent acquisition of the customers of the Oakwood Deposit Bank is a
prime example of the growth opportunities for your company. We continue o
look for strategic opportunities for growth in each of our business lines, as
well as continue to focus on growth within our present markets and our cur-
rent customer base.




Rurban ‘listed on the National Market Exchange (NASDAQ) in 2001 to
provide shareholders with increased visibility, liquidity and market support.
Being listed on the NASDAQ is an important part of our long-term growth
strategy, providing new and more efficient access to institutional investors and

investment capital.

By any measure these have been challenging times for American business.
We will continue to manage your company in a way that balances the need
for near-term cost efficiencies with the need to invest for future growth. This
simply means...doing the right thing, at the right time, in the right way for
the right customer.

Steven D. VanDemark Thomas C. Williams
Chairman of the Board President and CEO
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Assistant Vice President
Community Office Manager
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Mortgage Banker
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Corporate Secretary
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Corporate Secretary
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Secretary




REPORT OF INDEPENDENT AUDITORS

Board of Directors and Shareholders
Rurban Financial Corp.
Defiance, Chio

We have audited the accompanying consolidated balance sheets of Rurban Financial Corp.
and Subsidiaries as of December 31, 2001 and 2000 and the related consolidated state-
ments of income, changes in shareholders’ equity and cash flows for the years ended
December 31, 2001, 2000 and 1999. These consolidated financial statements are the
responsibility of the Corporation’s management. Our responsibility is to express an opin-

ion on these financial statements based on our audits.

We conducted our audits 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 eval-
uating the overall financial statement presentation. We believe that our audits provide a

reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the financial position of Rurban Financial Corp. and Subsidiaries as
of December 31, 2001 and 2000, and the results of its operations and its cash flows for
the years ended December 31, 2001, 2000 and 1999 in conformity with accounting prin-

ciples generally accepted in the United States of America.

CVO\.J(,‘ C{/,] 22U Bndk C‘MF,.,..? P

Crowe, Chizek and Company LLP

South Bend, Indiana
April 8, 2002 F1




CONSOLIDATED BALANCE SHEETS

Years ended
December 31

ASSETS 2001 2000
Cash and due from banks $ 25,342,043 $ 18,431,717
Interest-earning deposits in other financial institutions 260,000 110,000
Securities available for sale 104,375,551 88,904,958
Loans held for sale, net of valuation allowance ($0) 439,991 1,166,716
Loans
Commercial and agricultural 388,673,339 362,927,760
Residential first mortgage 106,689,148 107,717,699
Consumer 105,264,384 106,342,607
Total loans 600,626,871 576,988,066
Deferred loan fees, net (335,941) (351,841)
Allowance for loan losses (9,238,936) (7,214,970)
Net loans 591,051,994 569,421,255
Accrued interest receivable 4,939,741 5,716,048
Premises and equipment, net 11,816,557 10,902,749
Other assets 7,983,216 6,164,259
Total assets $746,209,093 $ 700,817,702
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities
Deposits
Noninterest-bearing $ 52,830,193 $ 47,989,547
Interest-bearing 558,029,616 518,331,214
Total deposits 610,859,809 566,320,761
Federal funds purchased 14,850,000 13,200,000
Advances from Federal Home Loan Bank (“FHLB”) 54,275,069 52,163,914
Junior subordinated debentures 9,706,405 9,697,385
Accrued interest payable 3,630,623 4,613,173
Other liabilities 2,057,855 4,682,283
Total liabilities 695,379,761 650,677,516
Shareholders’ Equity
Common stock: stated value $2.50 per share;
shares authorized: 10,000,000;
shares issued: 4,573,702;
shares outstanding:

2001 — 4,564,513; 2000 — 4,347,238 11,439,253 11,439,255
Additional paid-in capital 11,013,284 11,113,340
Retained earnings 28,499,026 31,450,244
Accumulated other comprehensive income (loss),

net of tax of $371,863 in 2001 and $169,222 in 2000 721,851 328,490
Unearned ESOP shares: unearned shares:

2001 - 26,514; 2000 — 50,115 (512,146) (721,442)
Treasury stock: shares at cost:

2001 ~ 11,189; 2000 — 228,464 (331,938) (3,469,701)

Total shareholders’ equity 50,829,332 50,140,186
Total liabilities and shareholders’ equity $746,209,093 $ 700,817,702
F2
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CONSOLIDATED STATEMENTS OF INCOME

Years ended December 31

2001 2000 1999
Interest income
Loans, including fees $ 50,482,611 $ 50,404,396 $ 39,824,608
Taxable securities 5,462,886 4,978,266 4,553,538
Non-taxable securities 406,199 592,240 498,257
Other interest income 167,133 48,035 76,408
Total interest income 56,518,829 56,022,937 44,952,811
Interest expense
Deposits 26,414,346 24,892,370 19,026,452
Short-term borrowings 301,726 1,358,778 617,027
Advances from FHLB 2,986,829 2,707,345 1,765,513
Junior subordinated debentures 1,048,109 335,667 -
Other borrowed funds 26,614 340,909 334,921
Total interest expense 30,777,624 29,635,069 21,743913
Net interest income 25,741,205 26,387,868 23,208,898
Provision for loan losses 8,733,000 2,100,000 1,215,000
Net interest income after provision
for loan losses 17,008,205 24,287,868 21,993,898
Noninterest income
Service charges on deposit accounts 2,592,704 1,744,446 1,462,925
Loan servicing fees 559,648 662,665 581,581
Trust fees 2,744,743 2,635,047 2,597,465
Data service fees 6,125,970 5,123,805 4,381,746
Net gain (loss) on securities 489,641 (80,540) (5,827)
Net gain on sales of loans 889,462 387,493 1,147,339
Other income 759,443 799,945 898,767
Total noninterest income 14,161,613 11,272,861 11,063,996
Noninterest expense
Salaries and employee benefits 15,448,319 15,094,596 14,389,186
Net occupancy expense of premises 1,210,913 1,137,377 1,183,120
Equipment rentals, depreciation and
maintenance 3,488,586 3,347,608 2,952,061
Other expenses 7,870,474 7,174,436 6,941,688
Total noninterest expense 28,018,294 26,754,017 25,466,055
Income before income tax expense 3,151,524 8,806,712 7,591,839
[ncome tax expense 898,566 2,720,534 2,360,937
Net income $ 2,252,958 $ 6,086,178 $ 5,230,902
Earnings per common share:
Basic S .50 $ 1.35 S 1.16
Diluted $ .50 $ 1.35 $ 1.16
F3

The accompanying notes are an integral part of these consolidated financial statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31

2001 2000 1999
Cash flows from operating activities
Cash received from customers - fees
and commissions $12,782510 $10,965,908 $ 9,922 484
Cash paid to suppliers and employees (26,240,167) (23,681,258) (23,415,280}
Loans originated for sale (29,851,752) (13,076,583) (97,308,756)
Proceeds from sales of loans held for sale 31,467,939 14,102,762 104,697,491
Interest received 57,295,136 54,459,803 44,007,116
Interest paid (31,760,174) (27,535,694) (20,915,552)
Income taxes paid (5,250,000) (1,961,537) (2,400,000)
Net cash from operating activities 8,443,492 13,273,401 14,387,503

Cash flows from investing activities
Net change in interest-earning deposits
in other financial institutions (150,000) - 70,000
Proceeds from principal repayments,
maturities and calls of securities

available for sale 38,131,013 8,845,593 24,243,471
Proceeds from sales of securities
available for sale 19,060,258 9,063,566 17,657,888
Purchase of securities available for sale (71,576,221 (20,954,482) (45,514,178)
Net change in loans (30,811,762) (71,535,751) (103,341,052)
Recoveries on loan charge-offs 463,923 490,752 662,299
Net purchases of premises and equipment (2,836,133) (1,655,551) (1,666,906)
Net cash from investing activities (47,738,922) (75,745,873) (107,888,478}
Cash flows from financing activities
Net change in deposits 44,539,048 47,024,677 68,482,861
Net change in federal funds purchased 1,650,000 2,300,000 1,400,000
Proceeds from advances from FHLB 16,500,000 20,000,000 15,000,000
Repayments of advances from FHLB (14,388,845) (7,871,389) (3,854,987)
Net proceeds from issuance of junior
subardinated debentures - 9,697,385 -
Net proceeds from (repayment of) advances
on line of credit - (7,000,000) 7,000,000
Cash dividends paid (2,086,370) (1,822,218) (1,656,179)
Proceeds from exercise of stock options 45,982 - 2,838
Cash paid for purchase of treasury shares (45,400) - -
Cash paid in lieu of fractional shares for
5% stock dividend (8,659) (6,968) -
Net cash from financing activities 46,205,756 62,321,487 86,374,533
Net increase (decrease) in cash and
cash equivalents 6,910,326 (150,985) (6,926,442}
Cash and cash equivalents at beginning of year 18,431,717 18,582,702 25,509,144
Cash and cash equivalents at end of year $25,342,043 $18,431,717 $ 18,582,702
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CONSOLIDATED STATEMENTS OF CASH FLOWS -continued

Years ended December 31
2001 2000 1999

Reconciliation of net income to
net cash from operating activities
Net income $ 2,252,958 $ 6,086,178 $ 5,230,902
Adjustments to reconcile net income
to net cash from operating activities

Depreciation 1,942,323 1,893,129 1,926,624
Amortization of intangible assets 120,661 210,000 210,000
Amortization of deferred debt
issuance costs 9,020 - -
Provision for loan losses 8,733,000 2,100,000 1,215,000
Net (gain) loss on securities (489,641) 80,540 5,827
Loans originated for sale (29,851,752) (13,076,583) (97,308,756)
Proceeds from sales of loans
held for sale 31,467,939 14,102,762 104,697,491
Net gain on sales of loans (889,462) (387,493) (1,147,339)
Pay down of ESOP loan 209,296 186,572 192,891
Change in assets and liabilities
Deferred loan fees, net (15,900) 5,593 5,080
Accrued interest receivable 776,307 (1,568,727) (950,775)
Other assets (2,142,259) 1,063,526 (56,330)
Accrued interest payable (982,550) 2,099,375 828,361
Other liabilities (2,696,450) 478,529 (261,473)
Net cash from operating
activities $ 8,443,492 S 13,273,401 $ 14,587,503

Supplemental disclosure of noncash transactions:
Transfer from