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TO OUR STOCKHOLDERS

Park National Corporation Park or PRK 2010 net income was

$74.2 million the same amount we reported one year ago Net

income available to common shareholders after deduction of

preferred stock dividends and the related accretion was $68.4

million in both 2010 and 2009

We maintained dividends on Park common stock last year during

time when most large banking companies previously reduced

substantially in many cases dividends paid to their stockholders

Parks board of directors declared the first quarter dividend of

$0.94 per common share payable on March 10 2011 for

shareholders of record on February 25 2011 continuing

pattern we expect to follow in 2011

Diluted earnings per common share were $4.51 for 2010 and

$4.82 for 2009 decrease of 6.4% Common shares outstanding

were 15398934 at December 31 2010 compared to 14882780

at December 31 2009 an increase of 3.5%

We raised more capital last
year

after successfully doing the same

in 2009 In 2010 we added $33.5 million in Tier capital from the

sale of 509184 shares of common stock

The sales price of the shares sold in 2010 net of all expenses

was $65.79 per share or approximately
1.6 times the Park

common stock value of $41.71 at December 31 2009 It was

uncommon for banking companies to sell common stock at

price significantly above common book value during 2009 and

2010 so we are very pleased with the results

As stockholders our preference is to refrain from raising capital

by selling common stock Being masters of the obvious issuing

more common stock causes ownership dilution and typically

reduces earnings per share neither being attractive alternatives

But general economic conditions the state of the banking industry

and our desire to fortify our capital position caused us for the

second consecutive year to conclude we should raise additional

capital if it could be done at reasonable price And the net price

we received was very
reasonable compared to industry peers

The additional common equity approximately $87 million in

total for 2009 and 2010 provides Park with critically important

level of additional safety Below is brief summary of common

shareholders equity since December 31 2008 including the

additional capital

December 31

dollars in millions 2010 2009 2008

Park common shareholders

equity
$649 $621 $547

The additional capital discussed above increased our capital

ratios to be well beyond regulatory standards considered to be

well capitalized We continue to monitor banking conditions

carefullyaswe move into 2011

While we dont have current plans to raise additional capital

we think its important to be able to react in an efficient and timely

maimer should the occasion arise For that reason our board is

recommending that stockholders approve change to our bylaws

that eliminates preemptive rights You will find more detail of this

request in the
proxy

statement for this years annual meeting

We believe preemptive rights
made great sense for our

stockholders several years ago
when we were more closely

held and our stock traded infrequently Daily trading activity in

PRK has improved from years ago although our volume remains

modest compared to many publicly traded companies Yet it is very

clear that should your
board of directors approve new issue of

common stock and if we as stockholders wish to maintain our

relative ownership position we can simply
call broker and the

necessary additional PRK stock can be purchased leaving our

relative ownership in PRK intact Preemptive rights for our

stockholders in the current environment has ouffived its usefulness

Eliminating preemptive rights will provide your
board of directors

with greater flexibffity
to manage capital Importantly though

eliminating preemptive rights does not alter the approval process

that requires formal action by your
board of directors We

encourage your support of this recommendation and as always

are available to answer questions on this topic as well as other

matters of importance

An ongoing challenge for us since mid-2007 has been addressing

conditions within markets served by our Vision Bank subsidiary

operating in Baldwin County
Alabama and the panhandle of

Florida

The oil spifi
in the Gulf of Mexico in April 2010 significantly

delayed an economic recovery in these markets The oil
spill

exacerbated an already poor economy in the Gulf area The

Horizon deep water well was successfully capped late in the

summer last year but unfortunately not until after the most

significant part
of the tourism season concluded Tourism

expenditures
within the Gulf coast areas were greatly curtailed

last year

Businesses dependent upon tourism suffered considerably
While

many businesses were aided in part by BP relief funds the simple

fact is that markets served by Vision Bank remain significantly

challenged and recovery
is not expected to occur until 2011



TO OUR STOCKHOLDERS

2012 or even longer We continue to explore number of

alternatives to lower our exposure to inordinately high levels of

troubled assets the majority of which are held within the Vision

Bank portfolios

We continue to experience high levels of net charge-offs and

provisions for loan losses primarily related to the exposure at our

Vision Bank subsidiary where property values have experienced

significant devaluations as result of the recent recession and the

oil
spifi in the Gulf of Mexico That said provisions for loan losses

experienced moderate decline in 2010 trend that we expect

will continue in 2011 Here is useful historical comparison

dollars in millions 2010 2009 2008 2007 2006

Annual provision for

loan losses $64.9 $68.8 $70.5 $29.5 $3.9

Allowance for loan losses

as percentage

of loans 2.57% 2.52% 2.23% 2.06% 2.03%

We remain committed to doing all within our power to reduce

the level of troubled assets on our balance sheet Do we expect

return to 2006 when we had minimal losses No But we know

improvements in asset quality are possible necessary and

ultimately inevitable

We are extremely pleased with the efforts of our associates

coupled with the exceptional work being done by Southeast

Property Solutions LLC SPS firm we engaged to bolster our

collection efforts at Vision Bank Troubled assets increased for the

third consecutive year at Vision Bank but still we made progress

by getting many problems resolved in both Florida and Alabama

Unfortunately more problem assets came on the books than went

off last
year trend that will reverse itself in the future

The
operating results of our Ohio-based subsidiaries continue

to be superb

Our collective Ohio banking divisions of The Park National

Bank PNB generated over $100 million in net income last

yeal producing ratios that continue to compare very favorably

to our peers The Uniform Bank Performance Report produced

by the federal government compares key operating ratios of PNB

including all of our 11 community bank divisions in Ohio and

northern Kentucky against median performance results for all

other commercial banks in the country having assets greater than

$3 billion Below is key ratio from the report that demonstrates

superior performance over the past years

PNB finished in the 92nd 91st and 95th percentile ranking

compared to peers in the previous years respectively beginning

with 2010 Performing in the top 10% in the
country is very special

Our other Ohio-based subsidiary is Guardian Financial Services

Company headquartered in Hilliard Ohio Last year Guardians net

income exceeded $2 million for the first time Earl Osborne Matt

Marsh and all the associates at Guardian are clearly contributing to

Parks success

On larger scale an economic
recovery

while modest continues

at the national level But stubbornly high unemployment continues

In many markets served by our affiliates unemployment is at

double-digit levels with little promise of relief in the near tenn

The national economy is awash in liquidity but there is only

modest loan demand largely due to reduced levels of consumer

spending which in turn causes business and industry to maintain

conservative posture New commercial construction additions

to manufacturing facilities and improvements to existing facilities

including equipment replacement is occurring at very
slow

pace The single family housing inventory in each of the markets we

serve has significant excess supply causing new home construction

to remain at historically low levels

positive note is that long term interest rates remain
very

attractive for borrowers There were periods during 2010 where

we experienced interest rates for
single family home loans that

were the lowest in over 50 years Accordingly our single family

home loan refinance volume was the 3rd highest in the past

10 years

We are proud of our associates who were able to originate

process and service such high volume of loans for customers in

2010 nice story within this robust activity was that in of our

new mortgage loans paid off other lenders Thus we were pleased

to welcome many new customers to the Park affiliate family last

year Since our associates were able to maintain pace with the

exceptionally strong refinance demand our afiuliate banks typically

led
mortgage production levels in their headquarter counties

On another front we took advantage of three
very unusual

conditions that existed last year and already once in the first

quarter of 2011 resulting in the sale of securities at significant

gains The
pre-tax gains were approximately $11.9 million last

year

and $6.6 million in February of this
year

It is rare for us to take gains in the investment portfolio Gains are

typically little more than accelerating the
recognition of income and

corresponding income taxes But certain events such as Federal

Reserve actions regarding monetary policy implementation created

opportunities with certain securities Rather than risk the chance

December31 2010 2009 2008

dollars in millions PNB Peers PNB Peers PNB Peers

Return on average assets 1.66% .50% 1.65% .24% 1.60% .16%



TO OUR STOCKHOLDERS

that the gains would vanish we decided to take the gains and

reinvest the proceeds into other investments that fit within our

policies dealing with sound asset and liability management

In our view 2010 maybe remembered as the year of technology

for Park We prefer that label instead of the year of problem

assets

As result of revised technology strategic plan adopted in late

2008 we embarked on program to significantly improve our

core operating systems to dramatically improve our disaster

recovery capabffity and to change the way we process
and handle

paper items at the teller counter and with our commercial

customers in their place of business

The result was highly successful upgrade in our teller operations

while offering commercial customers ways
to gain credit for their

paper
check deposits without making trip to the bank Electronic

imaging is here to stay and we now offer commercial and

consumer electronic banking services that are competitive

within our markets

Further improvements in our technology related services will

occur this
year

Web sites at each of our banking divisions will

see makeovers the end result of which will be cleaner more

logical and user-friendly online experience We soon will have

new fully integrated disaster recovery site that is redundant to our

main frame and operating system We are far more comfortable

knowing that in the event of equipment failure natural disaster

or for some other reason we lose use of the main frame at our

operations center our customers will continue to be served in

near seamless fashion on new main frame equipment

All the technology in the world is poor substitute for high

quality service delivery that distinguishes Park from our

competition As we frequently remind our associates the color

of money is green
for

everyone
Its the way we handle the money

that allows customer or prospective customer to appreciate

and value our service

We think about service lot. how we deliver service how we can

improve and what lessons we can learn from our experiences
and

from others Last year we embarked on systematic analysis of

our service culture We enlisted the help of an expert
who has

world-class experience helping other companies standardize

and markedly improve their service quality

The result is what we call Service Excellence and it is our

attempt to elevate service to higher levels We will implement

standardized set of best practices throughout our organization

by mid-2011 Each thy you will find us reviewing our service

standards sharing stories of
great

and not-so-great service

We learn from each other and we begin each day with great

service in mind We hope you notice

We are fortunate to have dedicated board of directors providing

counsel and support during challenging economic times We were

pleased last
year

when Steve Kambeitz assumed leadership of the

Audit Committee and equally pleased in early 2011 when Sarah

Reese Wallace agreed to assume leadership of the Nominating

Committee Sarahs father of course is Gilbert Reese the son

of Everett Reese and Sarah provides family continuity and

judgment to Park dating back to 1921 when Everett first joined the

Park bank Since becoming an emeritus board member in 2009

Gib attends board meetings occasionally making sure we do not

stray too much

As we close this letter we want to recognize Bill McConnell

The Ohio Bankers League OBL recognized Bill as Pioneer

in Banking last October at their annual meeting in Columbus

In the OBLs decades-long history he is only the second banker

so honored Bill has brought recognition and honor once again

to Park Only Ev Reese and Bifi McConnell served from the same

bank in the state of Ohio as the chairman of the American Bankers

Association in the 20th Century Bills dedication to the profession

to the industry and to leadership within our bank and to our

communities is legendary We were so proud when Bill was

recognized by the OBL

As always we close with commitment to do all we can to improve

the performance of Park We cannot control outside events like the

economy the weather and political winds But we can control our

effort our dedication and our perseverance Our customers our

communities our colleagues and our stockholders deserve the

best efforts on all frontsand theyll get
them You can help by

sending folks our way We will provide
them with service that will

make
you

look good for the referral

Daniel DeLawder

Chairman

-A -f
David Tranlinan

President



FINANCIAL HIGHLIGHTS

Percent

In thousands except per share data 2010 2009 Change

Earnings

Total interest income 345517 367690 6.03%

Total interest expense 71473 94199 24.13%

Net interest income 274044 273491 0.20%

Net income available to common shareholders 68410 68430 0.03%

Per Share

Net income per common share basic 4.51 4.82 6.43%

Net income per common share diluted 4.51 4.82 6.43%

Cash dividends declared 3.76 3.76

Common book value end of period 42.12 41.71 0.98%

At Year-End

Total assets $7298377 $7040329 3.67%

Deposits 5095420 51 88052 1.79%

Loans 4732685 4640432 .99%

investment securities 2039791 1863560 9.46%

Total borrowings 1375652 1053850 30.54%

Total stockholders equity 745824 717264 3.98%

Ratios

Return on average common equity 10.53% 11.81%

Return on average assets 0.97% 0.97%

Texas ratio 48.76% 44.18%

Efficiency ratio 54.75% 54.01%

Reported measure uses net income available to common shareholders Net income available to common

shareholders is calculated as net income less preferred stock dividends and accretion associated with the

preferred stock issued to the U.S Treasury under the Capital Purchase Program

Reported measure is calculated as nonperforming assets divided by the sum of tangible common equity

plus the allowance for loan losses Tangible common equity equals stockholders equity less preferred

stock and goodwill and other intangibles in each case at the end of the period



STOCKHOLDERS INFORMATION

STOCK USTING

NYSE Amex Symbol PRK

CUSIP 700658 107

GENERAL STOCKHOLDER INQUIRIES

Park National Corporation

David Trautman Secretary

50 North Third Street

Post Office Box 3500

Newark Ohio 43058-3500

740/349-3927

DMDEND REINVESTMENT PLAN

The Corporation offers plan whereby participating stockholders can purchase additional

shares of Park National Corporation common stock through automatic reinvestment of their

regular quarterly cash dividends All commissions and fees connected with the purchase and

safekeeping of the shares are paid by the Corporation Details of the plan and an enrollment

card can be obtained by contacting the Corporations Stock Transfer Agent and Registrar as

indicated below

DIRECT DEPOSIT OF DMDENDS

The Corporations stockholders may have their dividend payments directly deposited into

their checking savings or money market account This direct deposit of dividends is free for

all stockholders If
you

have
any questions or need an enrollment form please contact the

Corporations Stock Transfer Agent and Registrar as indicated below

STOCK TRANSFER AGENT AND REGISTRAR

First-Knox National Bank Division of The Park National Bank

Post Office Box 1270

One South Main Street

Mount Vernon Ohio 43050-12 70

800/837-5266 Ext 5208

FORM 1O-K

Mi forms ified by the Corporation with the SEC including our Form 10-K for 2010 are

available on our website by clicking on the Documents/SEC Fifings section of the Investor

Relations page These forms may also be obtained without charge by contacting the

Secretary as indicated above

INTERNET ADDRESS

www.parknationalcorp.com

E-MAIL

David Trautman

dtrautman@parknationalbank.com
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Maureen Buchwatd

Owner Glen Hill

Orchards LLC

James Cutters

Sole Proprietor

Mediation and

Arbitration Services

Stephen Kambeitz

President and CFO
RC Olm stead

John Kozak

Chief Fina icial Officer

William McConnell

Chairman of the

Executive Committee

Timothy McLain

Vice President

McLam Hill Rugg

Associates Inc

John ONeill

Chairman

Southgate Corporation

William Phillips

Chairman

Century National Bank

Rick Taylor

PreE ident

Jay Industries Inc

David Trautman

President

Sarah Wallace

Chairman of the

Board First Federal

Savings and Loan

Association of Newark

Lee Zazworsky

President Mid State

Systems Inc

Daniel DeLawder Harry Egger

Chairman Vice Chairman

FW Englefield IV

President

Englefield Inc
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Maui Office Lanesvflie

14 South Fifth Street

Pot 010cc Box l51

Zan sville Ohio 43 02 1515

At hen

SOt 1as Statt SO cet

Athens Ohio 45701 2115

Newcomerstown

220 ist State Street

Neweomerstown Ohio 43832

lanesvdle Consumer Lenduig

and Collections Center

33 SouJi Fifth tiee

ZanesviUe Ohio 43/01

Zanesvihe South

212/ Maysvihe Avenue

Lanesvifle Ohio 43701 5748

Lanesville South Maysvihe

2810 Maysvitle Pike

7anevlEe Ohio 43/01

Coshocton

100 Downtowier Pla

Coshton Ohio43812 1921

Dresden

21 Wr st Dave longaberger Avenue

Dresden Ohio 43821 9726

Logan

61 North Mark Stiect

Logan Ohio 43138

lanesvfle East

1705 East Pike

Zanesvihe Ohio 43/01 6601

1anesvlLe Kroger

338/ Maple Avenue

Lanesvifle Ohio 43701

lanesville Lending Center

30 Market Stret

/anesville Ohio 43701

iteATMI ior

LanesviLLe Genesis HealthCare System

Bethe3da Campus

2951 Maple Avenue

Zanesville Genesis HealthCare System

Good Samaritan Campus

800 Forest Avenue

New Concord

West Main Street

NewConcord O10o43762 1218

Zanesville North

01 Biandywine Boulevard

Lanesville Ohio 43701 1086

NI

New Lexington Zanesville North Miutary lncludes Automated Telle Mach ne

20t North Main Street 990 Military Road lncludes Automated Teller Machin

New Lexington Ohio 43764 1263 ZanesviUe Ohio 43701 Drive up and Waikup



Main Office Lancaster

143 West Main Street

Post Office Box 607

Lancaster Ohio 431300607

Lancaster Meijer

2900 ColumbusLancaster Road

Post Office Box 60
Lancaster Oho 43130 0607

Reynoldsburg Slate Ridge
1988 Baltimore Reynoldsburg Road

Route 256

Reynoldsburg Ohio 43068

Main Office DriveThru

150 West Wheehng Street

Lancaster Ohio 43130 3707

Batti more

301 West Market Street

Bal6more Ohio 43105 1044

Canal Winchester Kroger

6095 Gender Road

Canal Winchester Ohio 43110

Lancaster East Main

1001 East Main Street

Lancaster Ohio 43130

Lancaster East Main Street Kroger
1141 East Main Street

Post Office Box 607

Lancaster Ohio 431 30060/

Lancaster Memorial Drive

1280 Noith Memorial Drive

Post Office Box 607

Lancaster Oho 43130 0607

Lancaster Memorial Drive Kroger
1735 North Memonal Drive

Lancaster Ohio 43130 0607

Lancaster West Fair

1001 West Fair Avenue

Lancaster Ohio 43130

Pickerington Central Kroger
1045 Hill Road North

Pickerington Oho 43147

Pickerington North Kroger
7833 Refugee Road NW
Pickerington Ohio 43147

Off Site Al VI Locations

Lancaster Fairfield Medical Center

401 North Ewing Street

Lancaster Ohio University Lancaster

1570 Granvihe Pike

Lancaster River View Surgery Center

2101 North Columbus Street

Includes Automated TeUet Machine

lncludes Automated Feller Machine

Driveup and Inside

BAN



Maui Office Loudonvflie

20 North Water Street

Po Office Box

Loudonvihe Ohm 44842 0179

As lland

Perrysv Re
12 North Bridge Street

Post Office Box 156

Perrysvdle Ohio 44864 0156

OffSti AIM oc on

LoudonvLLo Staks Short Stop

3052 State Route

lol East Mar Strt

AsI land Offlo 44805 2831
includes Automated Idler Machme

Farmars
rmer and Savings Bank



Main Office Mount Vernon

One South Main Street

Post Office Box 1270

Mount Vernon Ohio 4305012/0

BeRviRe

154 Main Street

BeUviue Ohio 4481 31 237

Centerburg

35 West Main Street Drawer

Centerburg Ohio 4301 10806

Danvifle

South Market Street

Post Office Box 29

Danville Ohio 43014 0029

Fredericktown

137 North Mam Street

Fredericktown Ohio 4301 91 109

MiUersburg

225 North Clay Street

Mihersburg Ohio 446541 302

Mount Gitead Edison

504 West High Street

Mount Gilead Ohio 43338 1004

Mount Vernon Blackjack Road
8641 Blackjack Road

Mount Vernon Ohio 430509051

Mount Vernon Coshocton Avenue
810 Coshocton Avenue

Mount Vernon Ohio 43050 1931

Mount Vernon Operations Center

105 West Vine Street

Post Office Box 1270

Mount Vernon Ohio 43050 1270

Off Site ATM Lu ations

Fredericktown Fast Freddies

89 South Main Street

Mount Gitead ATD Enterprises

Marathon

6154 State Route 95

Mount Gilead Morrow County Hospitat

651 West Marion Road

Mount Vernon Coniat City Lanes

110 Mount Vernon Avenue

Mount Vernon Knox Community HospitaL

1330 Coshocton Road

Mount Vernon Mount Vernon

Nazarene University

800 Martinburcr Road

Mount Vernon

11 West Vine Street

Miflersburg Watmart

1640 South Washington Street

Millersburg Ohio 44654 8901

Gambier Kenyon College Bookstore

106 Gaskin Avenue

Someone you can trust

Mount Gitead Howard Apple Valley

17 West High Street 219/3 Cost octon Road

Mount Gilead Ohio 43338 12

lictudes Autonated TeUe Mdhine



PA
Marn Office Ncwark

50 No th Third Strect

Pos Office Box 3500

Newaik Ohio 33058 300

Columbus

140 East Town Street Suitc 1400

Co umbus Ohio 43115

Gahanna Kroger

1305 Stoneridge Drive

Gakanna Ohio 43230

ranvi lLe

119 Last Broadway

Granville Ohio 43023

Heath Southgate

50/ Hebron Road

Hath Ohio 43050

Heath 30th Street

800 South 30th Strect

Heath Ohio 43056

Hebron

103 Fast Mam Street

Post Office Box 268

bton Ohio 43025 0268

Johnstown

60 West Coshoc ton Street

Poet Office Box446

Johnstown Ohio 43031 0446

Kirkersville

I/i East Main Street

Post Office Box 38

Kin crsville Ohio 43033 0038

Newark Deo Drive Kroger

245 Deo Drive Swte

Post Office Box 3500

Newark Ohio 43058 3500

Newark Dugway
1495 Grariville Road

Newark Ohio 305

Newark EastLand

1008 East Main Street

Newa Ohio 43055

Newark McMdlen

1633 West Main Street

Newark Ohio 4305

Newark 21st Street

990 North 21st Stieet

Newark Ohio 43055

Pataskala Kroger

350 East Broad Street

Pataskala Ohio 43062

Reynoldsburg Kroger

8460 Main Street

Reynoldsbwg Ohio 43068

Utica

33 South Main Street

Post Office Box 480

Utica Ohio 430800486

Worthington

7140 North High Street

Worthington Ohio 43085

Operations Centers

21 South first Street

and 22 South First Street

Post Office Box 3500

Newark Ohio 43058 3500

ft Si cAlM La atons

Granville Denison University

Slayter Halt

Granville Kendal at Granvilte

2158 Columbus Road

Hebron Kroger

600 East Main Street

Newark Licking Memorial Hosptal

1320 West Main Street

Newark OSU N/COTC

1179 University Drive

Reynoldsburg Kroger

6962 Fast Main Street

lncludes Automated ToIlet Machine

ic1ude Automated feller Machmc

Dove up nd Inside

nt

Ut

km



Main Office West Chester

8366 PrincetonGlendale Road

Post Office Box 1130

West Chester Ohio 45071 130

Amelia Main Street

West Main Street

Amelia Ohio 45102

Amelia Ohio Pike

1187 Ohio Pike

Amelia Ohio 45102

Anderson

1075 Nimitzvew Drive

Cincinnati Ohio 45230

Eastgate

4550 Eastgate Boulevard

Cincinnati Ohio 45245

Florence

600 Meijer Drive Suite 303

Florence Kentucky 41042

Milford

25 Main Street

Milford Ohio 45150

New Richmond

100 Western Avenue

New Richmond Ohio 45157

Owensville

5100 State Route 132

Owensville Ohio 45160

Springboro

720 Gardner Road

Sprir gbnro Ohio 45066

OftSite ATM Loation

New Richmond Berry Pharmacy

1041 Old US 52

lncludes Automated Teller Machme

NA BANK
So Norherr Ke or



Mam Office Mansfield

North Main Street

Pot Office Box 35

Mar sfield Ohio 44901 0355

Butler

85 \3am Stee

Butler Ohio 448229618

Lexington

2/f East Main 5tiet

1exngton Ohio 449031 300

Mansfield Ashland Road

79/ hland Road

Mansfield Ohio 44905 20/S

Mansfield Cook Road

460 West Cook Road

Mansfield Ohio 44907 2395

Mansfield Lexington Avenue Kroger

1500 Lexington Avenue

Mansfield Ohio 4490/

Mansfield Madison Kroger

1060 Ashland Road

Mansfield Ohio 449O587/

Mansfield Marion Avenue

50 Marion Avenue

Mansfield Ohio 44903 2302

Mansfield Springmill

889 North Tumble Road

Mansfield Ohio 449062009

Mansfield West Park

1255 ParkAvenue West

Mansfield Ohio 44906 2810

Ontario

325 North Lexington Spningmill Road

Ontario Ohio 4490612l8

Shelby Mansfield Avenue

155 Mansfield Avenue

shelby Oho 4485 1832

Off Site ATW Locations

Mansfield Kroger

1240 Park Avenue West

Mansfield McDonalds Restaurant

State Route 13 and 71

25 West Hanley Road

Mansfield StarTek nc
850 West Fourth Street

Aichand WTh1
iNi

Iiicludes Automated Teller Machi ir
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Main Office Greenville

499 South Broadway

Post Office Box 130

GreenvUe Ohio 4533101 30

Arcanum Downtown

West George Street

Arcanum Ohm 45304

Arcanum North

603 North Main Street

Arcanum Ohio 45304

Ft Recovery
117 North Wayne Street

Ft Recovery Ohio 45846

Greenville North

1302 Wagner Avenue

Greenville Ohio 45331

Greenville South

Located inside the Brethren

Retirement Community

750 Chestnut Street

Greenville Ohio 45331

Greenville Third and Walnut

75 East Third Street

Greenvdle Ohio 4533

Greenville Walmart

1501 Wagner Avenue

Greenville Ohio 45331

Versailles

101 West Main Street

Versailles Ohio 45380

Off Site AIM Loca ions

Greenville Whirlpool Corporaflon

1701 KitchonAid Way

lncludes Automated Teller Machine

16



Main Office SpnngfieLd

40 outh Irmestone Street

Sprrnghet Ohm

Beavercroek Lendmg Cnter

14 Research Part rw
Bc aver Ohir 45410

Enon
3681 non ivi

orOhio4 32

Jaff estown

West Washirton Street

Ja icstown Oho 33

Jet ersonvflle

outh Mwn Street

Jetlersonvilic Ohio 43128

Mhamcsburg
South Maui Street

Mcchamc burg Ohio 43044

MeJway
30 We Ma Stni

Medway 0hro4534

New Carhsle

201 North Mam Street

Carh hro 45344

New Carhsle Park Layrie

31 Soutl- ayt nL view Road

Carhsk Ohio 45344

Plain Oty
10We tMain Street

Plin City Ohio 43064

South Charleston

102 South Chrlheothe Strcet

Soutf Char eston Ohio 48368

Springfield Dci Road Kroger
2989 Derr oad

Sprmgtie Ohio 4503

Springheld East Mam
2/30 East Main Street

Sp ingficld Oho 45503

Spnngheld North Umetone
1186 North Limestone treet

Spi niefield Ohio 4553

Spnngfield Northndge

1600 Moorefield Road

Springfield Ohio 403

Springfield Westerrv

320 West Main Str et

Sprincfield Ohio 4504

Urbana

Monument Sqi are

Urbana Ohio 430/8

Urbana Sc oto Strcet

828 Scioto Stnet

Urbana Ohio 430/8

ft te ATM foe tion

Plain City Shell

440 Si uth Jefferson Street

Springfield

201 North Bcchtle Avenue

Spr ngfieLd Clark rate

Community ColLege

570 Fast Leffel Lane

SpringfieLd Wittenberg University

Student Center

/38 Woodlawn Avenue

Springfield Wfftenberg Universty

HPER Center

hO gill Edwards Drive

Urbana Champaign County

Community Center

12 outh US Highway 68

Yellow Springs Youngs Jersey Dairy

6880 Springfield Xenia Road

NA NK
11H \i Nii NA L3\

Xenia Plaza

82 North Allison Avenue

Xenia Ohio 4538

North Lewsburg Xenia Downtown

West Maple Street 161 rast Main Street

North Lewisbuig Ohio 43060 Xenia Ohio 4i385
lnlcludes Automated Teller MacI
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Man Office Bucyrus
401 South Sandusky Avenue

Post Office Box 568

Bucyrus Ohio 44820

Catedonia

140 East Marion Street

Caledonia Ohio 43314

Crestbne

245 North Seltzer Street

Post Office Box 186

Crestline Ohio 44827-0186

Marion Barks Road

129 Barks Road East

Marion Ohio 43302

Manon WaLmart Super Center

1546 Marion Mt Gilead Road

Marion Ohio 43302

Prospect

105 North Main Street

Prospect Ohio 43342

Off Site ATM tocatio

Bucyrus East Pohite Shopphig Center

211 Stetzer Road South

l3ank
1i

Gaflon

Public Square

Galion Ohio 44833

lncludes itornated Teller Marhine



Main Office Piqua

215 North Wayne Stieet

Piqu Ohm 4535

Troy WaLmart

1801 West Main Street

Iroy Ohio 453/3

Admkilstrative Office Pqua

212 North Main Street

Post Office BoxOIl

Piqua Ohio 4356

Pqua Sunset

1603 Covington Ave iu

iqu Oio53S6

Tpp Jty
11 /6 West Main Street

ipp City Ohio 453/1

Troy

l3l4WestMam Stieet

Iroy Ohio 453/3

Off Site AM Locatior

troy Upper Valley Medkal Center

3130 North Dixie Highway

lncEudos Automated leUer Machuie

1.

lOflcnk
Pqua Walmart

1300 East Ash Street

Piqua Ohio 45356
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Main Office Gulf Shores

2201 West First Street

Post Office Box 4649

Gulf Shores Alabama 36547

Daphne
28120 US Highway 98

Post Office Box 1144

Daphne Alabama 36526

Elberta

24989 State Street

Post Office Box 33/

Elberta Alabama 36530

Fa rhope
218 North Greeno Road

Post Office Box 186

Fairhope Alabama 36533

FoLey

501 South McKen7re Street

Foley Alabama 36535

Orange Beach

2505 Canal Road

Post Office Box 919

Orange Beach Alabamr 36561

Pohit Clear

17008 Scenrc Highway 98

Post Ofhce Box 1347

Pornt Clear Alabima 36564

Robertsdale

22245 3A Highway 59

Post Office Box 606

Robertsdale Alabama 36561

Off Srtc ATM Locations

Foley McDonalds

1010 South Mc Kenire Street

Orange Beach Sams

27123 Cana Road

Point Clear Grand Hotel

re Grand Boulevard

Saraland Microtel hins Suites

1124 Shelton Beach Road

cLudes itomated Teller Machine



Main Office Panama Cty
2200 Stanford Road

iarna ity Florida 3240

Panama Cfty Beach Edgewater

559 Richard Jackson Boulevard

an rna City Beach Florida 32407

Wewahftchka

125 North Highway 71

Wewahitchka Florida 32405

Dcst ii

21 Highway 98 Fast iitc

Dc tin Fiorida i4

Nava re

24 Navaire Pirkway

Navarre Florida 32L66

Port St Joe

52 Cccil Costin Sr Boulevard

Pwt St Joe Flwida 3245o

SL Joe Beach

5134 West Highway 98

Port St Joe Beach Florida 3246

Off St AIM LocaUon

Wewahtcika Rkhs RP
201 West River Road

Panama City Beach

191 Panama City Beich Parkway

Pa iama City Beach tlorida 32413

Santa Rosa Beach

l598 South County Highway 393 Suitc 106

Santa Rosa Beach Floiida 32459 lncludes Automated TelLer Machine
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FINANCIAL REVIEW

This financial review presents managements discussion and
analysis

of the

financial condition and results of operations for Park National Corporation and

its subsidiaries Park or the Corporation This discussion should be read

in conjunction with the consolidated financial statements and related notes and

the five-year summary of selected financial data Managements discussion and

analysis contains forward-looking statements that are provided to assist iii the

understanding of anticipated future financial performance Forward-looking

statements provide current expectations or forecasts of future events and are

not guarantees of future performance The forward-looking statements are

based on managements expectations and are subject to number of risks

and uncertainties Although management believes that the expectations reflected

in such forward-looking statements are reasonable actual results may differ

materially from those expressed or implied in such statements Risks and

uncertainties that could cause actual results to differ materially include without

limitation Parks ability to execute its business plan successfully and within the

expected timeframe deterioration in the asset value of our loan portfolio may

be worse than expected due to number of factors such as adverse changes

in economic conditions that impair the ability of borrowers to repay their loans

the underlying collateral could prove less valuable than assumed and cash flows

may be worse than expected changes in general economic and financial

market conditions and weakening in the economy specifically the real estate

market and credit markets either nationally or in the states in which Park and

its subsidiaries do business may be worse than expected which could decrease

the demand for loan deposit and other financial services and increase loan

delinquencies and defaults the effects of the Gulf of Mexico oil spill changes

in interest rates and prices may adversely impact the value of securities loans

deposits and other financial instruments and the interest rate sensitivity of our

consolidated balance sheet changes in consumer spending borrowing and

saving habits our
liquidity requirements could be adversely affected by changes

in our assets and liabilities competitive factors among financial institutions may

increase significantly including product and pricing pressures and Parks abifity

to attract develop and retain
qualified

bank professionals the nature timing

and effect of changes in banking regulations or other regulatory or legislative

requirements affecting the respective businesses of Park and its subsidiaries

including changes in laws and regulations concerning taxes accounting

banking securities and other aspects of the financial services industry

specifically the Dodd-Frank Wall Street Reform and Consumer Protection

Act of 2010 the effect of fiscal and governmental policies
of the United States

federal government and other risk factors
relating

to our industry as detailed

from time to time in Parks reports filed with the Securities and Exchange

Commission SEC including those described in Item 1A Risk Factors

of Part of Parks Annual Report on Form 10-K for the fiscal year ended

December 31 2010 Undue reliance should not be placed on the forward-

looking statements which speak only as of the date of this Annual Report

Park does not undertake and
specifically disclaims any obligation to publicly

release the result of any revisions that may be made to update any forward-

looking statement to reflect the events or circumstances after the date on

which the forward-looking statement was made or reflect the occurrence

of unanticipated events except to the extent required by law

ACQUISITiON OF VISION BANCSHARES INC

AND GOODWILL IMPAIRMENT CHARGES
On March 2007 Park acquired all of the stock and outstanding stock options

of Vision Bancshares Inc Vision for $87.8 million in cash and 792937

shares of Park common stock valued at $83.3 million or $105.00 per share

The goodwill recognized was $109.0 million The fair value of the acquired

assets of Vision was $686.5 million and the fair value of the liabilities assumed

was $624.4 million as of March 2007

At the time of the acquisition Vision operated two bank subsidiaries both

named Vision Bank which became bank subsidiaries of Park on March

2007 On July 20 2007 the bank operations of the two Vision Banks were con

solidated under single charter through the merger of the Vision Bank

headquartered in Gulf Shores Alabama with and into the Vision Bank

headquartered in Panama City Florida Vision Bank operates under Florida

banking charter and has 18 branch locations in Baldwin County Alabama and

in the panhandle of Florida The acquisition of Vision had significant negative

impact on Parks net income in 2007 2008 2009 and 2010

Vision Bank began experiencing credit problems during the second half of

2007 as nonperformmg loans increased from $6.5 miffion at June 30 2007 to

$63.5 million or 9.9% of loan balances at December 31 2007 As result of

these credit problems at Vision Bank Parks management concluded that the

goodwifi of $109.0 million recorded at the time of acquisition was possibly

impaired goodwill impairment analysis was completed during the fourth

quarter of 2007 and the conclusion was reached that goodwill impairment

charge of $54.0 million be recorded at Vision Bank at year-end 2007 to reduce

the goodwill balance to $55.0 million

Credit problems continued to plague Vision Bank in 2008 Net loan charge-offs

for Vision Bank were $5.5 million during the first quarter or an annualized

3.37% of average loans and increased to $10.8 million during the second

quarter or an annualized 6.41% of average loans Based primarily on the

increased level of net loan charge-offs at Vision Bank during 2008 management

determined that it would be prudent to test for additional goodwill impairment

goodwifi impairment analysis was completed during the third quarter of

2008 and the conclusion was reached that goodwifi impairment charge of

$55.0 million be recorded at Vision Bank during the third quarter of 2008 to

eliminate the goodwill balance pertaining to Vision Bank Refer to Overview

section below for 2008 2009 and 2010 impact of Vision Bank results on Park

OVERViEW

Net income was $74.2 million for both 2010 and 2009 compared to net

income of $13.7 miffion in 2008 The primary reason for the
large change in

net income between 2009 and 2008 was the change in the net loss at Vision

Bank The net loss at Vision Bank was $29.3 million in 2010 $30.1 million

in 2009 and $81.2 million in 2008 As previously discussed Vision Bank

recognized goodwill impairment charge of $55.0 million in 2008 to

write-off the remaining goodwill asset

Diluted earnings per common share were $4.51 $4.82 and $0.97 for 2010

2009 and 2008 respectively Diluted earnings per common share decreased by

$0.31 or 6.4% in 2010 compared to 2009 and increased by $3.85 or 396.9%

in 2009 compared to 2008 While net income and net income available to

common shareholders was effectively unchanged in 2010 from 2009 the

issuance of common shares during 2010 resulted in decline in diluted

earnings per common share compared to last year

The following tables show the components of net income for 2010 2009 and

2008 This information is provided for Park Vision Bank and Park excluding

Vision Bank

Table Park Summary Income Statements

For the
years

ended December 31

In thousands 2010 2009 2008

Net interest income $274044 $273491 $255873

Provision for loan losses 64902 68821 70487

Other income 77496 81190 84834

Other expense 187107 188725 179515

Goodwill impairment charge 54986

Income before taxes 99531 97135 35719

Income taxes 25314 22943 22011

Net income 74217 74192 $13708
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Table Vision Bank Summary Income Statements

For the years ended December31

In thousands
2010 2009 2008

Net interest income 27867 25634 27065

Provision for loan losses 39229 44430 46963

Other income loss 3407 2047 3014

Other espense 31623 28091 27149

Goodwill impairment charge 54986

Loss before taxes 46392 48934 99019

Income tax benefit 17095 18824 17832

Net loss $29297 30110 $81 87

Vision Bank continued to have severe credit problems in 2010 Vision Banks

net loan charge-offs were $36.6 million in 2010 compared to $28.9 million

in 2009 and $38.5 million in 2008 As percentage of average loans net

loan charge-offs were 5.48% in 2010 4.18% in 2009 and 5.69% in 2008

As previously discussed Vision Bank recognized goodwill impairment

charge of $55.0 million in 2008

Table Park Excluding Vision Bank Summary Income Statements

For the years ended December 31

In thousands 2010 2009 2008

Net interest income $246177 $247857 $228808

Provision for loan losses 25673 24391 23524

Other income 80903 83237 81820

Other
espense 155484 160634 152366

Goodwill impairment charge

Incomebeforetaxes 145923 146069 134738

Income taxes 42409 41767 39843

Net income $103514 $104302 94895

Net income for Park excluding Vision Bank decreased by $788000 or .8% to

$103.5 million in 2010 compared to 2009 and increased by $9.4 million or

9.9% to $104.3 million in 2009 compared to 2008

SUMMARY DISCUSSION OF OPERATING RESULTS FOR PARK

year ago Parks management projected that net interest income would

be $265 million to $275 million in 2010 The actual results in 2010 were

$274.0 million which were very close to the top of the estimated range Parks

management projected that the average interest earning assets for 2010 would

be approximately $6550 miffion The actual average interest earning assets for

the year were $6482 miffion 1.0% lower than the projected balance However

Parks net interest margin for 2010 of 4.26% exceeded managements estimated

range of 4.15% to 4.20% This
positive

variance was largely due to an improve

ment in the net interest rate spread the difference between rates received for

interest earning assets and the rates paid for interest bearing liabilities The net

interest rate spread improved by basis points to 4.01% for 2010 from 3.94%

for 2009 Management had not projected an improvement in the net interest

rate spread for 2010

Parks management also projected year ago that the provision for loan losses

would be $45 million to $55 million in 2010 The actual provision for loan

losses in 2010 of $64.9 million exceeded the top of the estimated range by $9.9

million The primary reason that the actual provision for loan losses exceeded

managements estimated range in 2010 was due to the large number of new

nonaccrual loans during the year as well as continued devaluations of property

values primarily related to impaired loans at Vision Bank that are considered

to be collateral dependent New nonperforming loans were $175.2 miffion

in 2010 compared to $184.2 million in 2009 and $141.8 million in 2008

Parks management had projected significant decrease in the amount of

new nonperforming loans in 2010 and accordingly had forecast significant

decrease in the loan loss provision for 2010

Other income for 2010 was $77.5 million which includes gains from the sale

of investment securities of $11.9 million year ago Parks management

projected that total other income would be $75.3 million which included

estimated gains from the sale of investment securities of $7.3 million

Management sold more investment securities in 2010 than anticipated which

resulted in total other income being $2.2 million larger than projected

year ago Parks management projected that total other expense would be

approximately $191 million in 2010 Total other expense for 2010 was $187.1

miffion and was below managements estimate by $3.9 million or 2.0%

year ago Parks management projected that income before income taxes for

2010 would be approximately $104.3 million using the midpoint of ranges

where applicable based on the forecast for net interest income provision for

loan losses other income and other expense
The actual income before income

taxes for 2010 was $99.5 million $4.8 million or 4.6% below the estimate In

summary the actual results for net interest income other income and other

expense were little better than the forecast for 2010 but the provision for

loan losses was $9.9 million higher than the estimated range

ISSUANCE OF PREFERRED STOCK AND

EMERGENCY ECONOMIC STABILIZATION ACT

On October 2008 Congress passed the Emergency Economic Stabilization

Act of 2008 EESA which created the Troubled Asset Relief Program

TARP and provided the Secretary of the Treasury with broad authority

to implement certain actions to help restore stability and liquidity to U.S

markets The
Capital

Purchase Program the CPP was announced by the

U.S Department of the Treasury the U.S Treasury on October 14 2008

as part of TARP The CPP is voluntary and requires participating
institution to

comply with number of restrictions and provisions including standards for

executive compensation and corporate governance and limitations on share

repurchases and the declaration and payment of dividends on common shares

Park elected to apply for $100 million of funds through the CPP On December

23 2008 Park completed the sale to the U.S Treasury of $100 million of

newly-issued Park non-voting preferred shares as part of the CPP Park entered

into Securities Purchase Agreement and Letter Agreement with the U.S

Treasury on December 23 2008 Pursuant to these agreements Park issued

and sold to the U.S Treasury 100000 of Parks Fixed Rate Cumulative

Perpetual Preferred Shares Series each without par value and having

liquidation preference of $1000 per share the Series Preferred Shares

and ii warrant the Warrant to purchase 227376 Park common shares

at an exercise price of $65.97 per share for an aggregate purchase price of

$100 miffion The Warrant has ten-year term All of the proceeds from the

sale of the Series Preferred Shares and the Warrant by Park to the U.S

Treasury under the CPP
qualify as Tier capital for regulatory purposes

U.S Generally Accepted Accounting Principles GAAP require management

to allocate the proceeds from the issuance of the Series Preferred Shares

between the Series Preferred Shares and related Warrant The terms of the

Series Preferred Shares require Park to pay cumulative dividend at the rate

of percent per annum until February 14 2014 and percent thereafter

Management determined that the percent dividend rate is below market value

therefore the fair value of the Series Preferred Shares would be less than the

$100 million in proceeds Management determined that reasonable market

discount rate was 12 percent for the fair value of the Series Preferred Shares

and used the Black-Scholes model to calculate the fair value of the Warrant

and related common shares The allocation between the Series Preferred

Shares and the Warrant at December 23 2008 the date of issuance was $95.7

nilllion and $4.3 miffion respectively The discount on the Series Preferred

Shares of $4.3 miffion is being accreted through retained earnings using the

level
yield

method over 60-month period GAAP requires Park to measure

earnings per share with earnings available to common shareholders Therefore

the Consolidated Statements of Income reflect line item for Preferred stock

dividends and accretion and line item for Income available to common
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shareholders The dividends and accretion on the Series Preferred Shares

totaled $5807000 for 2010 $5762000 for 2009 and $142000 for 2008

The accretion of the discount was $807000 in 2010 $762000 in 2009 and

$18000 in 2008 Management expects the accretion of the discount in 2011

wifi be $856000

Income available to common shareholders is net income minus the preferred

stock dividends and accretion Income available to common shareholders was

$68.4 million for both 2010 and 2009 and $13.6 million for 2008

See Note and Note 25 of the Notes to Consolidated Financial Statements for

additional information on the issuance of the Series Preferred Shares

DIVIDENDS ON COMMON SHARES

Park declared quarterly cash dividends on common shares in 2010 that totaled

$3.76 per share The quarterly cash dividend on common shares was $0.94 per

share for each quarter of 2010

Under the terms of the Securities Purchase Agreement with the U.S Treasury

under the CPI Park is not permitted to increase the quarterly cash dividend on

its common shares above $0.94 per share without seeking prior approval from

the U.S Treasury

Cash dividends declared on common shares were $3.76 in both 2010 and

2009 and $3.77 in 2008 Parks management expects to pay quarterly cash

dividend on its common shares of $0.94 per share in 2011 This expectation

is based on managements current forecast that earnings wifi be sufficient to

maintain historic dividend levels

CRmcAl ACCOUNTING POUCIES

The
significant accounting policies

used in the development and presentation

of Parks consolidated financial statements are listed in Note of the Notes to

Consolidated Financial Statements The accounting and reporting policies
of

Park conform with U.S GAAP and general practices within the financial services

industry The preparation of financial statements in conformity with U.S GAAP

requires management to make estimates and assumptions that affect the

amounts reported in the financial statements and the accompanying notes

Actual results could differ from those estimates

Park believes the determination of the allowance for loan losses involves

higher degree of judgment and complexity than its other
significant accounting

policies The allowance for loan losses is calculated with the objective of

maintaining reserve level believed by management to be sufficient to

absorb probable incurred credit losses in the loan portfolio Managements

determination of the adequacy of the allowance for loan losses is based on

periodic evaluations of the loan portfolio and of current economic conditions

However this evaluation is inherently subjective as it requires material

estimates including expected default probabilities the loss given default

the amounts and timing of expected future cash flows on impaired loans and

estimated losses on consumer loans and residential mortgage loans based on

historical loss experience and current economic conditions All of these factors

may be susceptible to significant change To the extent that actual results differ

from management estimates additional loan loss provisions may be required

that would adversely impact earnings for future periods Refer to the Credit

Experience-Provision for Loan Losses section within this Financial Review for

additional discussion

Other real estate owied OREO property acquired through foreclosure

is recorded at estimated fair value less anticipated selling costs net realizable

value If the net realizable value is below the carrying value of the loan on

the date of transfer the difference is charged to the allowance for loan losses

Subsequent declines in value OREO devaluations are reported as adjustments

to the carrying amount of OREO and are expensed within other income Gains

or losses not previously recognized resulting
from the sale of OREO are

recognized in other income on the date of sale At December 31 2010 OREO

totaled $44.3 million representing 7.5% increase compared to $41.2 million

at December 31 2009

Effective January 2008 management implemented the fair value hierarchy

which has the objective of maximizing the use of observable market inputs

The related accounting guidance also requires enhanced disclosures regarding

the inputs used to calculate fair value These inputs are classified as Level

and Level inputs are those with
significant

unobservable inputs that reflect

companys own assumptions about the market for particular instrument

Some of the inputs could be based on internal models and cash flow analysis

At December 31 2010 financial assets valued using Level inputs for Park had

an aggregate fair value of approximately $158.9 million This was 10.8% of the

total amount of assets measured at fair value as of the end of the year The fair

value of impaired loans was approximately $111.3 million or 70.0% of the

total amount of Level inputs Additionally there were $96.2 miffion of loans

that were impaired and carried at cost as fair value exceeded book value for

each individual credit The large majority of Parks financial assets valued using

Level inputs consist of available-for-sale AFS securities The fair value of

these AFS securities is obtained
largely by the use of matrix pricing which is

mathematical technique widely used in the financial services industry to

value debt securities without
relying exclusively on quoted market prices for

the
specific

securities but rather by relying on the securities relationship to

other benchmark quoted securities

Management believes that the accounting for goodwill and other
intangible

assets also involves higher degree of judgment than most other
significant

accounting policies GAAP establishes standards for the amortization of

acquired intangible assets and the impairment assessment of goodwill

Goodwifi
arising

from business combinations represents the value attributable

to unidentifiable intangible assets in the business acquired Parks goodwill

relates to the value inherent in the banking industry and that value is dependent

upon the ability of Parks banking subsidiaries to provide quality cost-effective

banking services in competitive marketplace The goodwill value is supported

by revenue that is in part driven by the volume of business transacted

decrease in eamings resulting from decline in the customer base the
inability

to deliver cost-effective services over sustained periods or significant credit

problems can lead to impairment of goodwifi that could adversely impact

earnings in future periods GAAP requires an annual evaluation of goodwill for

impairment or more frequently if events or changes in circumstances indicate

that the asset might be impaired The fair value of the goodwifi which resides

on the books of Parks subsidiary banks is estimated by reviewing the past

and projected operating results for the Park subsidiary banks deposit and

loan totals for the Park subsidiary banks and banking industry comparable

information Park recognized goodwifi impairment charge of $55.0 million

in the third quarter of 2008 to eliminate the goodwill balance pertaining to

Vision Bank At December 31 2010 on consolidated basis Park had core

deposit intangibles of $6.0 million subject to amortization and $72.3 million

of goodwill which was not subject to periodic amortization The core deposit

intangibles recorded on the balance sheet of PNB totaled $1.4 million and

the core deposit intangibles at Vision Bank were $4.6 million The goodwill

asset of $72.3 million is carried on the balance sheet of PNB

ABOUT OUR BUSINESS

Through its Ohio-based banking divisions Park is engaged in the commercial

banking and trust business generally in small to medium population Ohio

communities Vision Bank is primarily engaged in the commercial banking

business throughout the panhandle of Florida and in Baldwin County Alabama

Management believes there are significant
number of consumers and busi

nesses which seek long-term relationships with community-based financial

institutions of quality and strength While not engaging in activities such as

foreign lending nationally syndicated loans or investment banking Park

attempts to meet the needs of its customers for commercial real estate and

consumer loans consumer and commercial leases and investment fiduciary

and deposit services
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Parks subsidiaries compete for deposits and loans with other banks

savings associations credit unions and other types of financial institutions

At December 31 2010 Park and its Ohio-based banking divisions operated

124 banking offices and network of 151 automatic teller machines in 28

Ohio counties and one county in northern Kentucky Vision Bank operated

17 banking offices and network of 20 automatic teller machines in Baldwin

County Alabama and in five counties in the panhandle of Florida

table of financial data for Parks banking subsidiaries and their divisions

for 2010 2009 and 2008 is shown in Table See Note 23 of the Notes to

Consolidated Financial Statements for additional financial information for the

Corporations subsidiaries Please note that the financial statements for various

divisions of PNB are not maintained on separate basis and therefore net

income is only an estimate by management

Table 4Park National Corporation Affiliate Financial Data

2010 2009 2008

Average Net Average Net Average Net

In thousands Assets Income Assets Income Assets Income

Park National Bank

Park National

Division $1973443 $25903 $1798814 $26991 $1839012 $25445

Security National

Division 770319 14603 825481 14316 820571 13001

Century National

Division 647798 9860 650488 11387 711162 12995

First-Knox National

Division 642343 14374 633260 12411 658151 12718

Richland Trust

Division 519102 9754 563776 9954 526989 8946

Fairfield National

Division 459050 9695 484849 9368 337355 7332

Park National SW

KY Division 405889 2590 416502 1841 416398 1506

Second National

Division 385534 7570 371079 6926 423062 5752

United Bank Division 243909 4344 242166 4300 214074 3467

Unity National

Division 185003 2918 182373 2251 190739 2061

Farmers Savings

Division 103121 1337 107437 1713 119014 2042

Vision Bank 859491 29297 904897 30110 904420 81187

Parent Company

including consolidating

entries 152252 566 145591 2844 452861 370

Consolidated

Totals $7042750 $74217 $7035531 $74192 $6708086 $13708

SOURCE OF FUNDS

Deposits Parks major source of funds is deposits from individuals

businesses and local government units These deposits consist of noninterest

bearing and interest bearing deposits

Total year-end deposits decreased by $92.6 million or 1.8% to $5095 million

at December 31 2010 Certificates of deposits excluding brokered deposits

declined by $358.7 million or 16% in 2010 Brokered time deposits were $110

million at December 31 2010 All other deposits increased by $156 million or

5% in 2010 The following table provides information on the change in deposits

in 2010

Table Year-End Deposits

December31

In thousands 2010 2009 Change

Noninterest bearing checking 937719 897243 40476

Interest bearing transaction

accounts 1283158 1193845 89313

Savings 899288 873137 26151

Brokered time deposits 110065 110065

All other time deposits 1863838 2222537 358699

Other 1352 1290 62

Total $5095420 $5188052 92632

In 2010 total year-end deposits at Vision Bank decreased by $55.5 million

or 8.0% and decreased by $37.1 million or 0.8% for Parks Ohio-based

operations

Total year-end deposits increased by $426 million or 9.0% in 2009 Excluding

$236 million decline in brokered deposits in 2009 deposits increased by

$662 million or 14.6% in 2009 In 2009 Vision Banks year-end total deposits

increased by $52 miffion or 8.2% and Parks Ohio-based operations increased

deposits by $374 million or 9.1%

Average total deposits were $5182 million in 2010 compared to $5051

million in 2009 and $4603 million in 2008 Average noninterest bearing

deposits were $908 million in 2010 compared to $818 million in 2009

and $740 million in 2008

Management expects that total deposits exclusive of brokered deposits will

modestly increase in 2011 by 1% Excluding brokered deposits total year-end

deposits decreased by 3.9% in 2010 which was in line with the guidance of

3% to 5% decline that was provided year ago by Parks management

The Federal Open Market Committee FOMC of the Federal Reserve Board

decreased the federal funds rate from 4.2 5% at December 31 2007 to range

of 0% to 0.2 5% at year-end 2008 The FOMC aggressively lowered the federal

funds rate during 2008 as the
severity

of the economic recession increased The

FOMC maintained the targeted federal funds rate in the 0% to 0.2 5% range for

all of 2009 and 2010 as the U.S economy gradually recovered from the severe

recession The average federal funds rate was 0.18% for 2010 compared to an

average rate of 0.16% for 2009 and 1.93% in 2008

The average interest rate paid on interest bearing deposits was 0.98% in 2010

compared to 1.53% in 2009 and 2.33% in 2008 The average cost of interest

bearing deposits for each quarter of 2010 was 0.82% for the fourth quarter

0.91% for the third quarter 1.04% for the second quarter and 1.15% for the

first quarter

Parks management expects that due to the uncertainty of future economic

growth following the economic recession the FOMC will maintain the federal

funds interest rate at approximately 0.2 5% for most of 2011 As result Parks

management expects slight decline in the average interest rate paid on interest

bearing deposits in 2011

Short-Term Borrowings Short-term borrowings consist of securities sold

under agreements to repurchase Federal Home Loan Bank advances federal

funds purchased and other borrowings These funds are used to manage the

Corporations liquidity
needs and interest rate sensitivity

risk The average rate

paid on short-term borrowings generally moves closely
with changes in market

interest rates for short-term investments The average rate paid on short-term

borrowings was 0.39% in 2010 compared to 0.76% in 2009 and 2.38% in

2008

The
average cost of short-term borrowings for each quarter of 2010 was

0.32% for the fourth quartei 0.37% for the third quarter 0.43% for the

second quarter and 0.46% for the first quarter Management expects the

average rate paid on short-term borrowings in 2011 will be down slightly

compared to 2010

Average short-term borrowings were $301 million in 2010 compared to $420

million in 2009 and $609 million in 2008 The decrease in average short-term

borrowings in 2010 compared to 2009 as well as 2009 compared to 2008

was primarily due to the increase in average deposit balances in both 2010

and 2009 While average short-term borrowings declined in 2010 compared

to 2009 the short-term borrowing balance at December 31 2010 was $663.7

million compared to $324.2 million at December 31 2009 as Park increased

its investment portfolio at year-end 2010 and temporarily funded the increase

in assets through short-term borrowings

Long-Term Debt Long-term debt primarily consists of borrowings from the

Federal Home Loan Bank and repurchase agreements with investment banking

firms The average balance of long-term debt and the average cost of long-term

debt includes the subordinated debentures discussed in the following section
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In 2010 average long-term debt was $725 million compared to $780 million in

2009 and $836 million in 2008 Average total debt long-term and short-term

was $1026 million in 2010 compared to $1200 million in 2009 and $1445

million in 2008 Average total debt decreased by $174 million or 14.5% in

2010 compared to 2009 and decreased by $245 million or 16.9% in 2009

compared to 2008 The decrease in average total debt in 2010 compared to

2009 as well as compared to 2008 was primarily due to the increase in

average deposits Average long-term debt was 71% of
average total debt in

2010 compared to 65% in 2009 and 58% in 2008

The average rate paid on long-term debt was 3.91% for 2010 compared to

3.38% for 2009 and 3.72% for 2008 In 2010 the average cost of long-term

debt for each quarter was 3.87% for the fourth quartei 3.91% for the third

quartei 3.92% for the second quarter and 3.92% for the first quarter

Management expects the average long-term debt balance will be approximately

$850 million in 2011 as management increased long-term borrowings in

January 2011 by $150 million and used the proceeds to repay short-term

borrowings Additionally management expects that the average rate paid

on long-term debt wifi be approximately 3.50% in 2011

Subordinated Debentures/Notes Park assumed with the Vision acquisition

$15 million of
floating rate junior subordinated notes The interest rate on these

subordinated notes adjusts every quarter at 148 basis points above the three-

month LABOR interest rate The maturity date for the junior subordinated notes

is December 30 2035 and the junior subordinated notes may be prepaid after

December 30 2010 These junior subordinated notes qualify as Tier
capital

under current Federal Reserve System guidelines

Parks Ohio-based banking subsidiary PNB issued $25 million subordinated

debenture on December 28 2007 The interest rate on this subordinated

debenture
adjusts every quarter at 200 basis points above the three-month

LIBOR interest rate The maturity date for the subordinated debenture is

December 29 2017 and the subordinated debenture may be prepaid after

December 28 2012 On January 2008 Park entered into pay fixed-receive

floating interest rate swap agreement for notional amount of $25 million with

maturity date of December 28 2012 This interest rate swap agreement was

designed to hedge the cash flows pertaining to the $25 million subordinated

debenture until December 28 2012 Management converted the cash flows to

fixed interest rate of 6.0 1% through the use of the interest rate swap This

subordinated debenture
qualifies as Tier capital under the applicable

regulations of the Office of the Comptroller of the Currency of the United

States of America the 0CC and the Federal Reserve System

On December 23 2009 Park issued $35.25 million of subordinated notes

to 38 purchasers These subordinated notes have fixed annual interest rate of

10% with quarterly interest payments The maturity date of these subordinated

notes is December 23 2019 These subordinated notes may be prepaid by Park

any time after December 23 2014 The subordinated notes qualify as Tier

capital under applicable rules of the Federal Reserve System Each subordinated

note was purchased at purchase price of 100% of the principal amount by an

accredited investor

See Note 11 of the Notes to Consolidated Financial Statements for additional

information on the subordinated debentures and subordinated notes

Sale of Common Stock Park sold an aggregate of 509184 common shares

out of treasury shares during 2010 Of the 509184 common shares sold in

2010 437200 common shares were issued upon the exercise of warrants

associated with the capital raise that closed on October 30 2009 As part of

the
capital raise that closed on December 10 2010 Park sold 71984 common

shares and issued warrants for the purchase of 71984 shares of common

stock The warrants issued as part of the December 10 2010 transaction have

an exercise price of $76.41 per share Warrants covering the purchase of an

aggregate of 35992 common shares expire on June 10 2011 and warrants

covering the purchase of the other 35992 common shares expire on December

102011

In total for 2010 Park sold 509184 common shares and warrants covering

1984 common shares at weighted average price per share of $67.99 for

gross proceeds of $34.6 million Net of
selling expenses and professional fees

Park raised $33.5 million of common equity from
capital raising

activities in

2010

During 2009 Park sold 904072 common shares and warrants covering

500000 common shares at weighted average price per share of $61.20 for

gross proceeds of $55.3 million Net of selling expenses and professional fees

Park raised $53.5 million of common equity from capital raising
activities in

2009

Stockholders Equity Tangible stockholders equity stockholders equity

less goodwifi and other intangible assets to tangible assets total assets less

goodwifi and other intangible assets was 9.24% at December 31 2010

compared to 9.13% at December 31 2009 and 7.98% at December 31 2008

The ratio of tangible stockholders equity to tangible assets for each of the past

three years includes the issuance of $100 million of Park Series Preferred

Shares to the U.S Treasury on December 23 2008 In 2009 Parks tangible

stockholders equity to tangible assets ratio increased largely as result of the

sale of common stock which increased equity by $53.5 million In 2010 Parks

tangible stockholders equity to tangible assets further increased largely as

result of the sale of common stock which increased equity by $33.5 million

Excluding the $100.0 million of Series Preferred Shares the ratio of tangible

stockholders equity to tangible assets was 7.86% at December 31 2010 7.69%

at December 31 2009 and 6.54% at December 31 2008

In accordance with GAA1 Park reflects
any unrealized holding gain or loss

on AFS securities net of income taxes as accumulated other comprehensive

income loss which is part of Parks stockholders equity The unrealized

holding gain on AFS securities net of income taxes was $15.1 million at
year-

end 2010 compared to $30.1 million at year-end 2009 and $31.6 million at

year-end 2008 Long-term and short-term interest rates decreased sharply

during the fourth quarter of 2008 which caused the market value of Parks

investment securities to increase and produced the large unrealized holding

gain on AFS securities net of income taxes at December 31 2009 and 2008

The net unrealized holding gains on AFS securities net of taxes decreased by

$18.4 million in the fourth quarter of 2010 as interest rates increased in

November and December

In accordance with GAA1 Park adjusts accumulated other comprehensive

income loss to recognize the net actuarial gain or loss reflected in the

accounting for Parks Pension Plan See Note 13 of the Notes to Consolidated

Financial Statements for information on the accounting for Parks Pension Plan

Pertaining to the Pension Plan Park recognized net comprehensive loss of

$2.4 million in 2010 net comprehensive gain of $6.3 million in 2009 and

net comprehensive loss of $16.2 million in 2008 The comprehensive loss in

2010 was primarily due to change in actuarial assumptions specifically the

discount rate This actuarial loss more than offset the
positive investment

returns and contributions to the Pension Plan in 2010 The comprehensive gain

in 2009 was due to positive investment returns and contributions to the Pension

Plan The large comprehensive loss in 2008 was primarily due to the negative

investment return on Pension Plan assets in 2008 as result of the poor

performance of stock investments in 2008 At year-end 2010 the balance in

accumulated other comprehensive income/loss pertaining to the Pension

Plan was $15.9 million compared to $13.5 million at December 31 2009

and $19.8 million at December 31 2008

Park also recognized net comprehensive income/loss of $0.1 million

$0.3 million and $1.3 million for the years ended December 31 2010 2009

and 2008 respectively due to the mark-to-market of the $25 million cash

flow hedge See Note 19 of the Notes to Consolidated Financial Statements

for information on the accounting for Parks derivative instruments
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INVESTMENT OF FUNDS

Loans Average loans were $4642 million in 2010 compared to $4594

nilllion in 2009 and $4355 million in 2008 The average yield on loans was

5.80% in 2010 compared to 6.03% in 2009 and 6.93% in 2008 The average

prime lending rate in 2010 and 2009 was 3.25% compared to 5.09% in 2008

Approximately 62% of Parks loan balances mature or reprice within one year

see Table 23 The
yield on average loan balances for each quarter of 2010

was 5.73% for the fourth quarter compared to 5.76% for the third quarter

5.84% for the second quarter and 5.87% for the first quarter Management

expects that the
yield on the loan portfolio wifi decrease modestly in 2011

compared to the average yield of 5.80% for 2010 Year-end loan balances

increased by $92 million or 2.0% in 2010 compared to 2009 Parks Ohio-

based subsidiaries increased loans by $129 million or 3.2% during 2010

Vision Bank had decline in loans of $37 miffion or 5.4% during 2010

In 2009 year-end loan balances increased by $149 miffion or 3.3% Parks

Ohio-based subsidiaries increased loans by $162 million or 4.3% during 2009

Vision Bank had small decline in loans of $13 miffion or 1.9% in 2009

In 2008 year-end loan balances increased by $267 million or 6.3% During the

fourth quarter of 2008 Parks Ohio-based banking divisions sold $31 million

of unsecured credit card balances Exclusive of the sale of the credit card

balances year-end loan balances grew by $298 million or 7.0% At Vision Bank

year-end loan balances increased by $51 miffion or 8.0% during 2008 to $690

million Parks Ohio-based subsidiaries increased loans by $216 miffion or

6.0% during 2008 Excluding the sale of the credit card balances Parks

Ohio-based subsidiaries increased loans by $247 miffion or 6.9% in 2008

year ago management projected that year-end loan balances would grow

approximately 1% to 3% in 2010 The actual loan growth of 2.0% was consis

tent with this guidance Management expects that loan growth for 2011 will

continue to be in the 1% to 3% range as the demand for loans continues to

be moderate as the economy recovers slowly from the recent recession

Year-end residential real estate loans were $1692 million $1555 million and

$1560 million in 2010 2009 and 2008 respectively Residential real estate

loans increased by $137 million or 8.8% in 2010 decreased by $5 miffion or

0.3% in 2009 and increased by $79 miffion or 5.3% during 2008 The increase

of $137 million in 2010 was primarily due to managements decision to retain

15-year fixed-rate residential mortgage loans that were previously sold in the

secondary market The balance of loans for this new product was $176 million

at December 31 2010 with weighted average interest rate of 3.82%

Management expects these loans will be held to maturity Management does not

expect any growth in residential real estate loans in 2011 as Parks customers

will continue to favor 30-year fixed-rate residential mortgage loans

The long-term fixed rate residential mortgage loans that Park originates are

sold in the secondary market and Park typically retains the servicing on these

loans As mentioned above during 2010 Park began to retain 15-year fixed-

rate mortgage loans The balance of sold fixed-rate residential mortgage loans

decreased by $47 million or 3.1% to $1471 miffion at year-end 2010 com

pared to $1518 million at year-end 2009 and $1369 million at year-end 2008

Due to low long-term interest rates in 2009 and 2010 the demand for fixed-

rate residential mortgage loans was extraordinary Park originated and sold

$358 million of fixed-rate residential mortgage loans in 2010 compared to

$615 million in 2009 and $161 miffion in 2008 Additionally as previously

discussed Park originated and retained $176 miffion of 15-year fixed-rate

residential mortgages in 2010 During 2009 Park originated and retained $8

million of fixed-rate residential mortgage loans Management expects that the

loan origination volume of fixed-rate mortgage loans could decrease by 50%

or more in 2011 The balance of sold fixed-rate residential mortgage loans

is expected to increase by 1% to 3% in 2011

Year-end consumer loans were $667 miffion $704 million and $643 miffion in

2010 2009 and 2008 respectively Consumer loans decreased by $37 million

or 5.3% in 2010 primarily due to decline in automobile loans originated in

Ohio as competition for automobile loans increased throughout the year

Consumer loans increased by $61 million or 9.5% in 2009 and increased by

$50 million or 8.4% in 2008 The increases in consumer loans for 2009 and

2008 were primarily due to an increase in automobile loans originated through

automobile dealers in Ohio Management expects that consumer loans will

decrease by 1% to 3% in 2011

On combined basis year-end commercial financial and
agricultural loans

real estate construction loans and commercial real estate loans totaled $2371

million $2377 million and $2284 miffion at year-end 2010 2009 and 2008

respectively These combined loan totals declined by $6 miffion or 0.3% in

2010 increased by $93 million or 4.1% in 2009 and increased by $141

million or 6.6% in 2008 Management expects that commercial financial

and agricultural loans real estate construction loans and commercial real

estate loans will grow by 1% to 3% in 2010

Year-end lease balances were $3 million in both 2010 and 2009 and $4

miffion in 2008 Management continues to de-emphasize leasing and expects

the balance to further decline in 2011

Table reports year-end loan balances by type of loan for the past five years

Table Loans by Type

December31

In thousands 2010 2009 2008 2007 2006

Commercial financial

and agricultural 737902 751277 714296 613282 548254

Real estate

construction 406480 495518 533788 536389 234988

Real estate

residential 1692209 1555390 1560198 1481174 1300294

Real estate

commercial 1226616 1130672 1035725 993101 854869

Consumer 666871 704430 643507 593388 532092

Leases 2607 3145 3823 6800 10205

Total Loans $4732685 $4640432 $4491337 $4224134 $3480702

Table Selected Loan Maturity Distribution

Over One Over

December 31 2010 One Year Through Five

In thousands or Less Five Years Years Total

Commercial financial and

agricultural 325895 $263847 148160 737902

Real estate construction 230426 96599 79455 406480

Real estate commercial 200549 235700 790367 1226616

Total 756870 $596148 $1017982 $2370998

Total of these selected loans due

after one year
with

Flood interest rate 553098

Floating interest rate $1061030

Nonaccrual loans of $192492 are included within the one year or less classification above

Investment Securities Parks investment securities portfolio is structured

to minimize credit risk provide liquidity
and contribute to earnings Parks

investment strategy is dynamic As conditions change over time Parks overall

interest rate risk liquidity
needs and

potential return on the investment portfo

lio will change Management regularly evaluates the securities in the investment

portfolio as circumstances evolve Circumstances that could result in the sale of

security include to better manage interest rate risk to meet liquidity needs

or to improve the overall
yield

in the investment portfolio

Park classifies most of its securities as AFS see Note of the Notes to

Consolidated Financial Statements These securities are carried on the books

at their estimated fair value with the unrealized holding gain or loss net of

federal taxes accounted for as accumulated other comprehensive income

loss which is part of the Corporations equity The securities that are classified

as AFS are free to be sold in future periods in carrying out Parks investment

strategies

Generally Park classifies U.S Government Agency collateralized mortgage

obligations CMOs that it purchases as held-to-maturity classification of

held-to-maturity means that Park has the positive intent and the
abifity to hold

these securities until maturity Park classifies CMOs as held-to-maturity because

these securities are generally not as liquid as the U.S Government Agency
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mortgage-backed securities and U.S Government Agency notes that Park

classifies as AFS At year-end 2010 Parks held-to-maturity securities
portfolio

was $674 million compared to $507 million at year-end 2009 and $428

million at year-end 2008 Park purchased $314 million of CMOs in 2010

$119 million of CMOs in 2009 and $270 million of CMOs in 2008 All of the

mortgage-backed securities and CMOs in Parks investment
portfolio were

issued by U.S Government Agency

Average taxable investment securities were $1730 million in 2010 compared

to $1848 million in 2009 and $1756 million in 2008 The average yield on

taxable securities was 4.44% in 2010 compared to 4.90% in 2009 and 5.00%

in 2008 Average tax-exempt investment securities were $17 million in 2010

compared to $30 million in 2009 and $45 million in 2008 The average tax-

equivalent yield on tax-exempt investment securities was 7.24% in 2010

compared to 7.45% in 2009 and 6.90% in 2008

Year-end total investment securities at amortized cost were $2017 miffion

in 2010 $1817 million in 2009 and $2010 million in 2008 Management

purchased investment securities
totaling $3033 million in 2010 $469 miffion

in 2009 and $693 million in 2008 The significant increase in purchases

during 2010 was largely
due to the purchase of $1319 million of 28-day

U.S Government Agency discount notes and $823 million of U.S Government

Agency callable notes Proceeds from repayments and maturities of investment

securities were $2385 million in 2010 $467 million in 2009 and $310 million

in 2008 The increase in proceeds from repayments and maturities in 2010

was primarily due to the 28-day U.S Government Agency discount notes and

U.S Government Agency callable notes which had repayments or maturities of

$1319 million and $710 million respectively during the year Proceeds from

sales of AFS securities were $460 million in 2010 $204 million in 2009 and

$81 million in 2008 Park realized net security gains on pre-tax basis of

$11.9 million in 2010 $7.3 million in 2009 and $1.1 miffion in 2008

During 2010 Park sold investment securities during the first second and

fourth quarters In total these sales resulted in proceeds of $460.2 million

and pre-tax gain of $11.9 million

During the first quarter of 2010 Park sold $200.7 million of U.S Government

Agency mortgage-backed securities for pre-tax gain of $8.3 million These

mortgage-backed securities had weighted average remaining life of approxi

mately years weighted average book
yield

of 4.75% and were sold at an

average price of 103.7% of the principal balance with an estimated
yield to the

buyer of 2.99% Additionally Park sold $75 million of U.S Government Agency

callable notes for no gain or loss in the first quarter to reduce the extension

risk in the investment securities
portfolio

in the case of interest rate increases

in the future These securities had book
yield

of 4.2 5% and final maturity

in approximately years

During the second quarter of 2010 Park sold $57 miffion of U.S Government

Agency mortgage-backed securities for pre-tax gain of $3.5 miffion These

mortgage-backed securities had weighted average remaining life of approxi

mately years weighted average book
yield

of 4.64% and were sold at an

average price of 105.8% of the principal balance with an estimated
yield

to

the buyer of 2.08%

During the fourth quarter of 2010 Park sold $115.8 million of U.S Government

Agency callable notes for small gain of $45000 These securities had book

yield
of 3.37% and final maturity in approximately 10 years

During the second quarter of 2009 Park sold U.S Government Agency

mortgage-backed securities with book value of $197 million for proceeds

of $204.3 million and pre-tax gain of $7.3 miffion These securities had

book
yield

of 4.70% and weighted average remaining life of about years

These mortgage-backed securities were sold at price of approximately

103.2% of par with an estimated
yield to the buyer of 3.33%

During the first quarter of 2011 Park sold approximately $105 million of

U.S Government Agency mortgage-backed securities for pre-tax gain of $6.6

million These securities were sold at price of approximately 106.2% of par

with an estimated
yield

to the buyer of 2.10% The book yield on these mort

gage-backed securities is approximately 5.02% Management expects to reinvest

the proceeds from the sale of the mortgage-backed securities late in the first

quarter of 2011

At year-end 2010 and 2009 the average tax-equivalent yield on the total invest

ment portfolio was 4.0 1% and 4.87% respectively The weighted average

remaining maturity was 3.6 years at December 31 2010 and 3.5 years at

December 31 2009 U.S Government Agency asset-backed securities were

approximately 82% of the total investment
portfolio

at year-end 2010 and were

approximately 76% of the total investment portfolio at year-end 2009 This

segment of the investment portfolio consists of 15-year mortgage-backed

securities and CMOs

The average maturity of the investment portfolio would lengthen if long-term

interest rates would increase as the principal repayments from mortgage-

backed securities and CMOs would be reduced and callable U.S Government

Agency notes would extend to their maturity dates At year-end 2010 manage

ment estimated that the average maturity of the investment portfolio would

lengthen to 6.0 years with 100 basis point increase in long-term interest rates

and to 6.6 years with 200 basis point increase in long-term interest rates

Likewise the average maturity of the investment portfolio would shorten

if long-term interest rates would decrease as the principal repayments from

mortgage-backed securities and CMOs would increase as borrowers would

refinance their mortgage loans and the callable U.S Government Agency notes

would shorten to their call dates At year-end 2010 management estimated that

the average maturity of the investment portfolio would decrease to 2.2 years

with 100 basis point decrease in long-term interest rates and to 1.6
years

with 200 basis point decrease in long-term interest rates

Table sets forth the carrying value of investment securities as well as the

percentage held within each category at year-end 2010 2009 and 2008

Table Investment Securities

December 31

In thousands 2010 2009 2008

Obligations of U.S Treasury and other

U.S Government sponsored entities 273313 347595 28688

Obligations of states and political subdivisions 14211 20123 37188

U.S Government asset-backed securities 1681815 1425361 1822587

Federal Home Loan Bank stock 61823 62044 61928

Federal Reserve Bank stock 6876 6875 6876

Equities 1753 1562 1784

Total $2039791 $1863560 $2059051

Investments by category as percentage of

total investment securities

Obligations of U.S Treasury and other

U.S Government sponsored entities 13.4% 18.6% 6.2%

Obligations of states and political subdivisions 0.7% 1.1% 1.8%

U.S Government asset-backed securities 82.5% 76.5% 88.5%

Federal Home Loan Bank stock 3.0% 3.3% 3.0%

Federal Reserve Bank stock 0.3% 0.4% 0.4%

Equities 0.1% 0.1% 0.1%

Total 100.0% 100.0% 100.0%

ANALYSIS OF EARNINGS

Parks principal source of earnings is net interest income the difference

between total interest income and total interest expense Net interest income

results from average balances outstanding for interest earning assets and

interest bearing liabifities in conjunction with the
average rates earned and

paid on them See Table for three years of
history on the average balances

of the balance sheet categories and the average rates earned on interest earning

assets and the average rates paid on interest bearing liabilities
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Table DIstribution of Assets LiabilitIes and Stockholders EquIty

December 31 2010 2009 2008

In thousands Daily Average Daily Average Daily Average

Average Interest Rate Average Interest Rate Average Interest Rate

ASSETS

Interest earning assets

Loans $4642478 $269306 5.80% $4594436 $276893 6.03% $4354520 $301926 6.93%

Taxable investment securities 1729511 76838 4.44% 1847706 90558 4.90% 1755879 87711 5.00%

Tax-exempt investment securities 16845 1220 7.24% 29597 2205 7.45% 45420 3134 6.90%

Money market instruments 93009 200 0.22% 52658 116 0.22% 15502 295 1.90%

Total interest earning assets 6481843 347564 5.36% 6524397 369772 5.67% 6171321 393066 6.37%

Noninterest earning assets

Allowance for loan losses 119639 103683 186485

Cash and due from banks 116961 110227 143151

Premises and equipment net 69839 67944 69278

Other assets 493746 436646 410821

TOTAL $7042750 $7035531 $6708086

LIABILITIES AND STOCKHOLDERS EQUITY

Interest bearing liabilities

Transaction accounts $1354392 $4450 0.33% $1229553 7889 0.64% $1364635 19509 1.43%

Savings deposits 891021 1303 0.15% 805783 2926 0.36% 585505 3124 0.53%

Time deposits 2029088 36212 1.78% 2197055 53805 2.45% 1912640 67259 3.52%

Total interest bearing deposits 4274501 41965 0.98% 4232391 64620 1.53% 3862780 89892 2.33%

Short-term borrowings 300939 1181 0.39% 419733 3209 0.76% 609219 14469 2.38%

Long-term debt 725356 28327 3.91% 780435 26370 3.38% 835522 31105 3.72%

Total interest bearing liabilities 5300796 71473 1.35% 5432559 94199 1.73% 5307521 135466 2.55%

Noninterest bearing liabilities

Demand deposits 907514 818243 739993

Other 87885 109415 92607

Total noninterest bearing liabilities 995399 927658 832600

Stockholders equity 746555 675314 567965

TOTAL $7042750 $7035531 $6708086

Net interest earnings $276091 $275573 $257600

Net interest spread 4.01% 3.94% 3.82%

Net yield on interest earning assets 4.26% 4.22% 4.16%

Loan income includes loan related fee income of $9 in 2010 $1372 in 2009 and $4650 in 2008 Loan income also includes the effects of taxable equivalent adjustments using 35% tax rate in 2010

2009 and 2008 The taxable equivalent adjustment was $1614 in 2010 $1294 in 2009 and $763 in 2008

For the purpose of the computation nonaccrual loans are included in the daily average loans outstanding

Interest income on tax-exempt investment securities includes the effects of taxable equivalent adjustments using 35% tax rate in 20102009 and 2008 The taxable equivalent adlustments were $43410

2010 $788 in 2009 and $964 in 2008

Includes subordinated debenture and subordinated notes

Net interest income increased slightly by $553000 or 0.2% to $274.0 million

for 2010 compared to an increase of $17.6 million or 6.9% to $273.5 miffion

for 2009 The tax equivalent net yield on interest earning assets was 4.26% for

2010 compared to 4.22% for 2009 and 4.16% for 2008 The net interest rate

spread the difference between rates received for interest earning assets and

the rates paid for interest bearing liabilities was 4.01% for 2010 compared to

3.94% for 2009 and 3.82% for 2008 The small increase in net interest income

in 2010 was due to the increase in the net interest spread to 4.0 1% from

3.94% The average balance of interest earning assets decreased slightly by $42

million or 0.7% to $6482 million in 2010 In 2009 the increase in net interest

income was primarily due to the increase in average interest earning assets of

$353 million or 5.7% to $6524 million and to an increase in the net interest

spread to 3.94% from 3.82% in 2008

The average yield on interest earning assets was 5.36% in 2010 compared to

5.67% in 2009 and 6.37% in 2008 The average federal funds rate for 2010

was 0.18% compared to an average rate of 0.16% in 2009 and 1.93% in 2008

On quarterly basis for 2010 the average yield on interest earning assets was

5.23% for the fourth quarter 5.34% for the third quarter 5.44% for the second

quarter and 5.45% for the first quarter Management expects that the average

yield on interest earning assets wifi also slightly decrease in 2011 similar to

the decrease in 2010

The average rate paid on interest bearing liabilities was 1.35% in 2010

compared to 1.73% in 2009 and 2.55% in 2008 On quarterly basis for

2010 the average rate paid on interest bearing liabilities was 1.2 1% for the

fourth quarter 1.29% for the third quarter 1.40% for the second quarter

and 1.49% for the first quarter Management expects that the average rate

paid on interest bearing liabilities will modestly decrease in 2011 similar

to the decrease in 2010

FINANCIAL REVIEW
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The following table displays for each quarter of 2010 the average balance of

interest earning assets net interest income and the tax equivalent net interest

margin

Table 10 Quarterly Net Interest MargIn

Average Interest Net Interest Tax Equivalent

In thousands Earning Assets Income Net Interest Margin

First Quarter $6528149 67380 4.22%

Second Quarter 6468094 68721 429%

Third Quarter 6484941 69445 4.28%

Fourth Quarter 6447046 68498 4.25%

2010 $6481843 $274044 4.26%

Management expects that average interest earnings assets will be approximately

$6550 million for 2011 Management expects that net interest income will be

$268 to $278 million in 2011 and that the tax equivalent net interest margin

wifi be approximately 4.10% to 4.20% in 2011 Please see the Summary

Discussion of Operating Results for Park section of this Financial Review for

comparison of 2010 results to managements projections from year ago

The change in interest due to both volume and rate has been allocated to

volume and rate changes in proportion to the relationship of the absolute

dollar amounts of the change in each

Table 11 Volume/Rate Variance Analysis

Change from 2009 to 2010 Change from 2008 to 2009

In thousands Volume Rate Total Volume Rate Total

Increase decrease in

Interest income

Total loans 2915 S10502 $7587 $15891 $140924 $25033

Taxable investments 5560 8160 13720 4600 1753 2847

Tax-exempt investments 925 60 985 1163 234 929

Money market

instruments 84 84 250 429 179

Total interest

income 3486 18722 22208 19578 42872 23294

Interest expense

Transaction accounts 725 4164 $3439 1766 9854 $1 1620

Savingsaccounts 270 1893 1623 968 1166 198

Time deposits 3844 13749 17593 9026 22480 13454

Short-term borrowings 746 1282 2028 3536 7724 11260

Long-term debt 1960 3917 1957 1985 2750 4735

Total interest

expense 5555 17171 22726 2707 43974 41267

Netvariance $2069 1551 518 $16871 1102 17973

Other Income Total other income decreased by $3.7 million or 4.5% to

$77.5 million in 2010 compared to decrease of $3.6 million or 4.3% to

$81.2 million in 2009 Parks total other income in 2008 was positively

impacted by two one-time items totaling $14.9 million The one-time

positive items in 2008 were $3.1 miffion of revenue recognized as result

of the initial public offering of Visa Inc and an aggregate of $11.8 million of

revenue which resulted from the sale of the unsecured credit card balances

and the sale of the merchant processing business In 2009 Parks total other

income included one-time positive item of $3.0 million from the sale of all

the Class shares of stock that Park received from the initial public offering of

Visa Inc

The following table displays total other income for Park in 2010 2009

and 2008

Table 12 Other Income

Year Ended December 31

In thousands 2010 2009 2008

Income from fiduciary activities $13874 $1 2468 $1 3937

Service charges on deposits 19717 21985 24296

Net gains on sales of securities 11864 7340 1115

Other service income 13816 18767 8882

Checkcard fee income 11177 9339 8695

Bank owned life insurance income 4978 5050 5102

ATM fees 2951 3082 3063

OREO devaluations 10590 6818 2948

Other 9709 9977 22692

Total other income $77496 $81190 $84834

Income from fiduciary activities increased by $1.4 million or 11.3% to $13.9

million in 2010 and decreased by $1.5 miffion or 10.5% to $12.5 million in

2009 The increase in fiduciary fee income in 2010 was primarily due to the

improvement in the equity markets during the year compared to 2009 and also

due to an increase in the total accounts served by Parks Trust department Park

charges fiduciary fees based on the market value of the assets being managed

The DowJones Industrial Average stock index annual average was 11244 for

calendar 2008 8885 for calendar year 2009 and 10669 for calendar year

2010 The market value of the assets that Park manages was $3.3 billion

at December 31 2010 compared to $3.1 billion at December 31 2009

and $2.7 billion at December 31 2008 Management expects an increase

of approximately 5% in fee income from fiduciary activities in 2011

Service charges on deposit accounts decreased by $2.3 million or 10.3% to

$19.7 miffion in 2010 and decreased by $2.3 million or 9.5% to $22.0 million

in 2009 The decrease in service charge income in 2010 was primarily due to

decrease in fee income from overdraft charges and other non-sufficient funds

NSF charges Parks customers did not use our courtesy overdraft program as

frequently in 2010 and as result this fee income decreased by $2.0 million

or 11.6% in 2010 compared to 2009 Management expects that revenue from

service charges on deposits in 2011 wifi be within range of $18 million to

$20 miffion

Fee income earned from origination and sale into the secondary market of

long-term fixed-rate mortgage loans is included within other non-yield related

fees in the subcategory Other service income Other service income

decreased by $5.0 miffion or 26.4% to $13.8 miffion in 2010 This large

decrease was due to decline in the volume of fixed-rate residential mortgage

loans that Park originated and sold into the secondary market in 2010 com

pared to 2009 The amount of fixed-rate mortgage loans originated and sold in

2010 was $358 million compared to $615 million in 2009 and $161 million

in 2008 Additionally as previously discussed Park originated and retained

$176 million of 15-year fixed-rate residential mortgages in 2010 During 2009

Park originated and retained $8 miffion of fixed-rate residential mortgage

loans In 2009 other service income increased by $9.9 million or 111.3%

to $18.8 million which was related to the aforementioned increase in fixed-rate

mortgage loans originated and sold in 2009 Parks management expects that

the volume of fixed-rate residential mortgage loans will continue to decline

in 2011 and as result expects that other service income will decrease by

approximately $2 million or 14% in 2011

Checkcard fee income which is generated from debit card transactions

increased $1.8 million or 19.7% to $11.2 miffion in 2010 During 2009

checkcard fee income increased $644000 or 7.4% to $9.3 million The

increases in both 2010 and 2009 were attributable to continued increases in

the volume of debit card transactions Parks management expects checkcard

fee income will decline by approximately $2 million or 18% in 2011 as all

banks are likely to experience some impact related to the Durbin Amendment

that became part of the Dodd-Frank Wall Street Reform and Consumer

Protection Act
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OREO devaluations which result from declines in the fair value less

anticipated selling costs of property acquired through foreclosure increased

$3.8 million or 55.3% to $10.6 million in 2010 The increase in OREO

devaluations was primarily due to devaluations of other real estate owned at

Vision Bank These devaluations were $8.8 miffion in 2010 compared to $6.1

million in 2009 Parks management expects that OREO devaluations will be

less significant in 2011 as property values throughout Parks footprint are

expected to stabilize throughout the 2011 year

The subcategory of Other income includes fees earned from the sale of

official checks and printed checks rental fee income from safe deposit boxes

and other miscellaneous income Total other income decreased by $268000

or 2.7% to $9.7 million in 2010 and decreased by $12.7 million or 56.0% to

$10.0 million in 2009 The large decrease in 2009 was primarily due to the

two one-time revenue items in 2008 which totaled $14.9 million Park also

had $3.0 million positive one-time revenue item in 2009 Parks manage

ment expects 2011 revenue within the subcategory of other income will be

consistent with the results experienced in 2010

Park recognized net gains from the sale of investment securities of $11.9

million in 2010 $7.3 miffion in 2009 and $1.1 million in 2008 As previously

discussed Park expects to recognize gain of approximately $6.6 million from

the sale of securities in the first quarter of 2011

year ago Parks management forecast that total other income excluding gains

from the sale of securities would be approximately $68 miffion for 2010 The

actual performance was below our estimate by $2.4 miffion or 3.5% at $65.6

million For 2011 Parks management expects that total other income exclud

ing gains from the sale of securities will be approximately $63 million to $67

million

Other Expense Total other expense was $187.1 million in 2010 compared to

$188.7 million in 2009 and $234.5 million in 2008 Total other expense

included goodwill impairment charge of $55.0 million in 2008 Total other

expense decreased by $1.6 million or 0.9% to $187.1 million in 2010

Excluding the goodwill impairment charge in 2008 total other expense

increased by $9.2 million or 5.1% to $188.7 miffion in 2009

The following table displays total other expense for Park in 2010 2009 and

2008

Table 13 Other Expense

Year Ended December 31

In thousands 2010 2009 2008

Salaries and employee benefits $98315 $101225 99018

Goodwill impairment charge 54986

Data processing fees 5728 5674 7121

Fees and service charges 19972 15935 12801

Net occupancy expense of bank premises 11510 11552 11534

Amortization of intangibles 3422 3746 4025

Furniture and equipment expense 10435 9734 9756

Insurance 8983 12072 2322

Marketing 3656 3775 4525

Postage and telephone 6648 6903 7167

State taxes 3171 3206 2989

Other 15267 14903 18257

Total other expense $187107 $188725 $234501

Salaries and employee benefits expense decreased by $2.9 million or 2.9% to

$98.3 million in 2010 and increased by $2.2 million or 2.2% to $101.2 million

in 2009 The decrease in 2010 was primarily related to lower employee benefit

costs as pension plan expense decreased approximately $2.4 miffion Full-time

equivalent employees at year-end 2010 were 1969 compared to 2024 at

year-end 2009 and 2051 at year-end 2008 year ago
Parks management

projected that salaries and benefit expense would be $102 million for 2010

The actual performance for the year was $3.7 miffion or 3.6% lower than the

estimate For 2011 management is projecting salaries and employee benefits

expense to increase by $3.7 miffion or 3.7% to $102 million for the year

Vision Bank recorded goodwill impairment charges of $55.0 million in 2008

See Note of the Notes to Consolidated Financial Statements for discussion

of the goodwifi impairment charges Vision Bank did not have any remaining

goodwill at year-end 2008

Fees and service charges increased by $4.0 miffion or 25.3% to $20.0 million

in 2010 and increased by $3.1 million or 24.5% to $15.9 million in 2009 This

subcategory of total other expense includes legal fees management consulting

fees director fees audit fees regulatory examination fees and memberships in

industry associations The large increase in fees and service charges expense in

both 2009 and 2010 was primarily due to an increase in
legal

fees and consult

ing fees This additional expense was primarily related to an increase in costs

associated with the workout of problem loans at Parks Vision Bank subsidiary

Parks management expects that fees and service charges wifi be approximately

$17 million to $19 million in 2011

Insurance expense decreased by $3.1 million or 25.6% to $9.0 million in

2010 and increased by $9.8 million or 419% to $12.1 miffion in 2009 The

decrease in 2010 and the increase in insurance expense in 2009 were primarily

due to changes in FDIC insurance expense In 2010 FDIC insurance expense

decreased by $3.0 million to $8.0 million and in 2009 FDIC insurance expense

increased by $9.5 million to $11.0 million Parks management expects that

insurance expense will be between $6 million to $8 million in 2011

The subcategory other expense includes expenses for supplies travel

charitable contributions amortization of low income housing tax investments

expenses pertaiiiing
to other real estate owned and other miscellaneous

expenses The subcategory other expense increased by $364000 or 2.4% to

$15.3 million in 2010 and decreased by $3.4 million or 18.4% to $14.9 million

in 2009 The decrease in the subcategory other expense in 2009 was primarily

due to $1.9 million decrease to $2.2 miffion in other real estate owned

expense

year ago Parks management projected that total other expense would be

approximately $191 million in 2010 The actual expense for the year of $187.1

million was $3.9 million or 2.0% lower than the estimate This variance was

primarily due to lower than anticipated employee benefit costs Management

expects that total other expense for 2011 will be approximately $183 million

to $187 million

Income Taxes Federal income tax expense was $26.5 million in 2010

compared to $25.4 million in 2009 and $24.3 million in 2008 State income

tax expense was credit for each of the past three years of 1.2 miffion in

2010 $2.5 million in 2009 and $2.3 million in 2008 State income tax

expense was credit in 2010 2009 and 2008 because Vision Bank had

losses in all three years Park performs an analysis
to determine if valuation

allowance against deferred tax assets is required in accordance with GAAP

Vision Bank is subject to state income tax in Alabama and Florida In 2010

state tax benefit of $1.16 million was recorded by Vision Bank consisting

of gross benefit of $2.26 million and valuation allowance of $1.10 million

$712000 net of the federal income tax benefit Management has determined

that the likelihood of
realizing

the full deferred tax asset on state net operating

loss carryforwards fails to meet the more likely than not level The net

operating loss carryforward period for the states of Alabama and Florida are

years and 20 years respectively merger of Vision Bank into Park National

Bank would ensure the future utilization of the state net operating loss carry

forward at Vision Bank Howevex management is not certain when merger

of Vision Bank into Park National Bank can take place and as result has

decided not to record the additional state tax benefit of losses at Vision Bank

until management has better understanding of the timing and likelihood of

merger of Vision Bank into Park National Bank Park and its Ohio-based
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subsidiaries do not pay state income tax to the state of Ohio but pay franchise

tax based on year-end equity The franchise tax expense is included instate

taxes as part of total other expense on Parks Consolidated Statements of

Income

Federal income tax expense as percentage of income before taxes was

26.6% in 2010 compared to 26.2% in 2009 and 68.1% in 2008 The goodwifi

impairment charge of $55.0 million in 2008 reduced income tax expense by

approximately $1 million For 2008 the percentage of federal income tax

expense to income before taxes adjusted for the goodwifi impairment charges

was 26.8%

lower federal effective tax rate than the statutory rate of 35% is primarily due

to tax-exempt interest income from state and municipal investments and loans

low income housing tax credits and income from bank owned life insurance

Parks management expects that the federal effective income tax rate for 2011

will be approximately 26% to 28%

CREDIT EXPERIENCE

Provision for Loan Losses The provision for loan losses is the amount

added to the allowance for loan losses to absorb future loan charge-offs The

amount of the loan loss provision is determined by management after reviewing

the risk characteristics of the loan portfolio historic and current loan loss

experience and current economic conditions

The provision for loan losses was $64.9 million in 2010 $68.8 million in 2009

and $70.5 million in 2008 Net loan charge-offs were $60.2 million in 2010

$52.2 million in 2009 and $57.5 million in 2008 The ratio of net loan charge

offs to average loans was 1.30% in 2010 1.14% in 2009 and 1.32% in 2008

The loan loss provision for Vision Bank was $39.2 million in 2010 $44.4

million in 2009 and $47.0 million in 2008 Net loan charge-offs for Vision Bank

were $36.6 million in 2010 $28.9 million in 2009 and $38.5 million in 2008

Vision Banks ratio of net loan charge-offs to average loans was 5.48% in 2010

4.18% in 2009 and 5.69% in 2008

Parks Ohio-based subsidiaries had combined loan loss provision of $25.7

miffion in 2010 $24.4 million in 2009 and $23.5 million in 2008 Net loan

charge-offs for Parks Ohio-based subsidiaries were $23.6 million in 2010

$23.3 million in 2009 and $19.0 million in 2008 The net loan charge-off ratio

for Parks Ohio-based subsidiaries was 0.60% for both 2010 and 2009 and

0.52% for 2008

At year-end 2010 the allowance for loan losses was $121.4 miffion or 2.57%

of total loans outstanding compared to $116.7 million or 2.52% of total loans

outstanding at year-end 2009 and $100.1 million or 2.23% of total loans out

standing at year-end 2008 The increase in the allowance for loan losses as

percentage of total loans outstanding over the past three years is primarily due

to an increase in
specific reserves established for impaired commercial loans

As these impaired loans are resolved management expects the allowance for

loan losses as percentage of total loans will return to historic levels The table

below provides additional information related to specific reserves on impaired

commercial loans and general reserves for all other loans in Parks portfolio

at December 31 2010 2009 and 2008

Table 14 General Reserve liends

Year Ended December 31
In thousands 2010 2009 2008

Allowance for loan losses end of period 121397 116717 100088

Specific reserves 43459 36721 8875

General reserves $77938 $79996 $91.21

Total loans $4732685 $4640432 $4491337

Impaired commercial loans 250933 201143 141343

Non-impaired loans $4481752 $4439289 $4349994

Allowance for loan losses as percentage

of period end loans 2.57% 2.52% 2.23%

General reserves as percentage

of non-impaired loans 1.74% 1.80% 2.10%

Management believes that the allowance for loan losses at year-end 2010 is

adequate to absorb probable incurred credit losses in the loan portfolio See

Note of the Notes to Consolidated Financial Statements and the discussion

under the heading Critical Accounting Policies earlier in this Financial Review

for additional information on managements evaluation of the adequacy of the

allowance for loan losses

Management expects the loan loss provision for 2011 will be approximately

$47 million to $57 million This estimate reflects managements expectation

that future declines in collateral values will be moderate as the economy

continues to improve and pricing stabifizes throughout 2011 and new

nonperforming loans specifically new nonperforming commercial land and

development CLD loans at Vision Bank will continue to decline in 2011

As discussed within the remainder of the credit experience section Vision

Banks performing CLD loan
portfolio

has declined
significantly

over the past

three years This estimated range could change significantly as circumstances

for individual loans and economic conditions change

year ago management projected the provision for loan losses would be $45

million to $55 million in 2010 As discussed throughout the remainder of this

Credit Experience section the primary reasons that the provision for loan

losses was greater than managements projection were declines in collateral

values for those loans that are collateral dependent and higher than anticipated

new nonperforming loans The table below provides summary of the loan loss

experience over the past five years

Table 15 Summary of Loan Loss Experience

In thousands 2010 2009 2008 2007 2006

Average loans

net of unearned

interest $4642478 $4594436 $4354520 $4011307 $3357278

Allowance for

loan losses

Beginning balance 116717 100088 87102 70500 69694

Charge-offs

Commercial financial

and agricultural 8484 10047 2953 4170 853

Real estate

construction 23308 21956 34052 7899 718

Real estate

residential 18401 11765 12600 5785 1915

Real estate

commercial 7748 5662 4126 1899 556

Consumer 8373 9583 9181 8020 6673

Leases 57

Total charge-offs 66314 59022 62916 27776 10772

Recoveries

Commercial financial

andagricultural 1237 1010 861 1011 842

Real estate

construction 813 1322 137 180

Real estate

residential 1429 1723 1128 718 1017

Real estate

commercial 850 771 451 560 1646

Consumer 1763 2001 2807 3035 3198

Leases 31 64 150

Total recoveries 6092 6830 5415 5568 6853

Netcharge-offs 60222 52192 57501 22208 3919

Provision charged

to earnings 64902 68821 70487 29476 3927

Allowance for loan

losses of acquired bank 9334 798

Ending balance 121397 116717 100088 87102 70500

Ratio of net charge-offs

to average loans 1.30% 1.14% 1.32% 0.55% 0.12%

Ratio of allowance for

loan losses to end of

year loans net of

unearned interest 2.57% 2.52% 2.23% 2.06% 2.03%
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The following table summarizes the allocation of the allowance for loan losses

for the past five years

Table 16 AllocatIon of Allowance for Loan Losses

December31 2010 2009 2008 2007 2006

Percent 01 Perceet 01 Percent of Percent of Percent Of

Loans Per Loans Per Leans Per Loans Per Loans Per

In lheasasds Allowance Category Allowance Category Allowance Category Allowance Catagoey Allowance Category

Commercial

financial

and

agricultural
13584 15.59% 14725 1619% 14286 15.90% $14557 14.52% $16985 15.75%

Real eatate

cona0uc8on 46194 8.59% 47521 10.68% 24794 11.88% 20007 12.70% 4425 6.75%

Real estate

resid600al 25845 35.75% 19753 33.51% 22077 34.74% 15997 35.06% 10402 37.36%

Real estate

commercial 28515 25.92% 23970 2437% 15498 2306% 15.989 23.51% 17097 24.56%

Consumer 7228 14.09% 10713 15.18% 23391 14.33% 20477 14.05% 21285 15.29%

Leaaea 31 0.06% 35 0.07% 42 0.09% 75 0.16% 306 0.29%

Tetal $121397 159.06% $116717 100.00% $100088 100.00% $87102 100.00% $70500 100.00%

As of December 31 2010 Park had no significant
concentrations of loans to

borrowers engaged in the same or similar industries nor did Park have any

loans to foreign governments

Nonperforming Assets Nonperforming loans include loans whose

interest is accounted for on nonaccrual basis renegotiated loans not

currently on nonaccrual and loans which are contractually past due 90

days or more as to principal or interest payments but whose interest continues

to accrue Managements policy is to place all renegotiated loans troubled

debt restructurings on nonaccrual status At December 31 2010 there were

$80.7 million of troubled debt restructurings included in nonaccrual loan

totals Many of these troubled debt restructurings are performing under the

renegotiated terms Management will continue to review the renegotiated

loans and may determine it appropriate to move certain of these loans back

to accrual status in the second half of 2011 if the loans perform in accordance

with their restructured terms Other real estate owned results from taking

possession of property used as collateral for defaulted loan

The following is summary
of Park National Corporations nonaccrual loans

renegotiated loans not currently on nonaccrual loans past due 90 days or more

and still accruing and other real estate owned for the last five years

Table 17 Nonperfomling Assets

December31 2010 2009 2008 2007 2006

In thousands

Nonaccrual loans $289268 $233544 $159512 $101128 $16004

Renegotiated loans 142 2845 2804 9113

Loans past
due 90 days

or more 3590 14773 5421 4545 7832

Total nonperforming

loans 292858 248459 167778 108477 32949

Other real estate owned 4.4325 41240 25848 13443 3351

Total nonperforming

assets $337183 $289699 $193626 $121920 $36300

Percentage of

nonperforming loans

to loans 6.19% 5.35% 3.74% 2.57% 0.95%

Percentage of

nonperforming assets

to loans 7.12% 6.24% 4.31% 2.89% 1.04%

Percentage of

nonperforming assets

tototal assets 4.62% 4.11% 2.74% 1.88% 0.66%

Tax equivalent interest income from loans for 2010 was $269.3 miffion

Park has forgone interest income of approximately $19.5 million from non-

accrual loans as of December 31 2010 that would have been earned during

the year if all loans had performed in accordance with their original terms

Vision Bank nonperforming assets for the last four years were as follows

Table 18 VIsion Bank Nonperformlng Assets

December 31 2010 2009 2008 2007

In thousands

Nonaccrual loans $171453 $148347 $91206 $63.01

Renegotiated loans 2845

Loans past due 90 days or more 364 11277 644 457

Total nonperfomiing loans 171817 159624 94695 63472

Other real estate owned 35940 35203 19699 7074

Total nonperforming assets $207757 $194827 $114394 $70546

Percentage of nonperforming loans

to loans 26.82% 23.58% 13.71/a 9.93%

Percentage of nonperforming assets

toloans 32.43% 28.78% 16.57% 11.04%

Percentage of nonperforming assets

tototal assets 25.71% 21.70% 12.47% 8.24%

Nonperforming assets for Park excluding Vision Bank for the last five years

were as follows

Table 19 Park Excluding VIsIon Bank Nonperfomilng Assets

December 31 2010 2009 2008 2007 2006

In thousands

Nonaccrual loans $117815 $85197 $68306 $38113 $16004

Renegotiated loans 142 2804 9113

Loans past due 90 days

or more 3226 3496 4777 4088 7832

Total nonperforming

loans 121041 88835 73083 45005 32949

Other real estate owned 8385 6037 6149 6369 3351

Total nonperforming

assets $129426 $94872 $79232 $51374 $36300

Percentage of

nonperforming loans

to loans 2.96% 2.24% 1.92% .26/a 0.95%

Percentage of

nonpertorming assets

to loans 3.16% 2.39% 2.08% 1.43% 1.04%

Percentage of

nonperforming assets

tototalassets 1.99% 1.54% 1.29% 0.91% 0.66%

Economic conditions began deteriorating during the second half of 2007

and continued throughout 2008 and 2009 While conditions across the U.S

improved slightly in 2010 the economic recovery continues to be slow

process Park and many
other financial institutions throughout the country

experienced sharp increase in net loan charge-offs and nonperforming

loans over the past three years
Financial institutions operating in Florida and

Alabama including Vision Bank have been
particularly

hard hit by the severe

recession as the demand for real estate and the price of real estate have sharply

decreased

Park had $238.7 million of commercial loans included on the watch list of

potential problem commercial loans at December 31 2010 compared to

$277.7 million at year-end 2009 and $243.2 million at year-end 2008

Commercial loans include commercial financial and
agricultural loans

commercial real estate loans certain real estate construction loans

and certain residential real estate loans Parks watch list includes all

criticized and classified commercial loans defined by Park as loans rated

special mention or worse less those commercial loans currently considered

to be impaired As percentage of year-end total loans Parks watch list of

potential problem loans was 5.0% in 2010 6.0% in 2009 and 5.4% in 2008

The
existing

conditions of these loans do not warrant classification as non-

accrual However these loans have shown some weakness and management

performs additional analyses regarding borrowers ability to comply with

payment terms for watch list loans
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Parks allowance for loan losses includes an allocation for loans
specifically

identified as impaired under GAAP At December 31 2010 loans considered to

be impaired consisted
substantially

of commercial loans graded as doubtful

and placed on non-accrual status During 2009 management made change

in accounting estimate as defined under GAAP for the estimation of allowance

for loan losses Based on escalating losses within the Vision Bank CLD loan

portfolio management determined that it was necessary to segregate this

portion of the portfolio for both impaired CLD credits as well as performing

CLD loans Management continued to utilize this methodology throughout

2010 From the date Park acquired Vision March 2007 through December

31 2010 Vision had cumulative charge-offs within the CLD loan portfolio of

$71.0 million Additionally at December 31 2010 management had estab

lished specific reserve of $23.6 million related to those CLD loans at Vision

Bank that are deemed to be impaired The aggregate of charge-offs in the CLD
loan portfolio since acquisition along with the specific reserves on impaired

CLD loans at December 31 2010 totaled $94.6 million compared to $73.0

million at December 31 2009 Total provision expense for Vision Bank since

the date of acquisition through December 31 2010 has been $150.0 million

compared to $110.8 million through December 31 2009 The magnitude of the

losses coming from the CL1 loan portfolio at Vision along with the continued

run-off of performing CLD loans led to the change in accounting estimate

made by management during 2009 The following table summarizes the CLD

loan portfolio at Vision Bank

Table 20 VIsion Bank CLD Loan Portfolio

Year Ended December 31

In thousands

CLD loans period end

Performing CLD loans period end

Impaired CLD loans

Specific reserve on impaired CLD loans

Cumulative charge-offs on impaired CLD loans

Specific reserve plus cumulative charge-offs

Specific reserves plus net charge-offs as

percentage of impaired CLD loans plus

cumulative charge-offs

2010 2009 2008

$170989 $218263 $251443

84498 132380 191712

86491 85883 59731

23585 21802 3134

28652 24931 18839

52237 46733 21973

45.4% 42.2% 28.0%

At December 31 2010 loans considered to be impaired under GAAP totaled

$250.9 million after charge-offs of $53.6 million At December 31 2009

impaired loans totaled $201.1 million after charge-offs of $43.9 million

The
specific

allowance for loan losses related to these impaired loans was

$43.5 million at December 31 2010 and $36.7 million at December 31 2009

At December 31 2010 the impaired loans and related
specific reserves are

summarized as follows

Table 21 Summary of impaired Commercial Loans and Specific Reserves

December 31 2010

In thousands Principal Balance Specific Reserve

Impaired loan type

Vision Bank impaired CLD loans 86491 $23585

Other impaired commercial loans 159599 19050

Vision other impaired commercial

less than $250000 4843 824

Total $250933 $43459

The specific reserves discussed above are typically
based on managements

best estimate of the fair value of collateral securing these loans or based on

projected future cash flows from the sale of the underlying collateral and

payments from borrowers and guarantors The amount ultimately charged-

off for these loans may be different from the
specific reserve as the ultimate

liquidation of the collateral and/or projected cash flows may be for amounts

different from managements estimates

We have listed in the table below the year-end 2009 and the quarterly and

year-end 2010 information pertaining to the provision for loan losses net

loan charge-offs nonperforming loans and the allowance for loan losses

Table 22 Addftionai Aliowance for Loan Losses Data

Provision Allowance

for Loan Net Loan Nonperfonning for Loan

In thousands Losses Charge-Offs Loans Losses

Year-end 2009 $68821 $52192 $248459 $116717

March 2010 $16550 $13593 $242411 $119674

June 2010 13250 12248 255137 120676

September 2010 14654 17925 247894 117405

December 2010 20448 16456 292858 121397

Year-end 2010 $64902 $60222 $292858 $121397

When determining the quarterly loan loss provision Park reviews the grades of

commercial loans These loans are graded from to grade of indicates

little or no credit risk and grade of is considered loss Commercial loans

with grades of to pass-rated are considered to be of acceptable credit

risk Commercial loans graded special mention are considered to be

watch list credits and higher loan loss reserve percentage is allocated to these

loans Commercial loans graded substandard also considered watch list

credits are considered to represent higher credit risk and as result higher

loan loss reserve percentage is allocated to these loans Generally commercial

loans that are graded are considered for
partial charge-off Commercial

loans that are graded doubtful are shown as nonperforming and Park

generally charges these loans down to their fair value by taking partial

charge-off or recording specific reserve Any commercial loan graded

an loss is completely charged-off

As of December 31 2010 management had taken
partial charge-offs of

approximately $53.6 million $37.3 million for Vision Bank related to the

$250.9 million of commercial loans considered to be impaired compared

to charge-offs of approximately $43.9 million $30.2 million for Vision Bank

related to the $201.1 million of impaired commercial loans at December 31

2009 Historically Parks management has been quick to recognize charge-offs

on problem loans However there is higher level of uncertainty when valuing

collateral or projecting cash flows in Vision Banks Florida and Alabama

markets due to the illiquid nature of the collateral In April 2009 Park

engaged third-party specialist to assist in the resolution of impaired loans at

Vision Bank Management is pleased with the success this third-party specialist

experienced in the second half of 2009 and throughout 2010 as they have

helped maximize the value of the impaired loans at Vision Bank We expect to

continue utilizing this third-party specialist through 2011 and thereafter until

such point in time that Vision Banks impaired loan portfolio shows sustained

improvement

significant portion of Parks allowance for loan losses is allocated to

commercial loans classified as special mention or substandard Special

mention loans are loans that have
potential weaknesses that may result in loss

exposure to Park Substandard loans are those that exhibit well defined

weakness jeopardizing repayment of the loan resulting in higher probability

that Park will suffer loss on the loan unless the weakness is corrected As

previously discussed during 2009 management segregated the Vision Bank

CLD loans from other commercial loans that are still accruing The Vision

CLD loans that are still accruing at December 31 2010 totaled $84.5 million

compared to $132.4 million at December 31 2009 Parks loss experience

defined as charge-offs plus changes in specific reserves on CLD loans for

the last 36 months was an annual rate of 12.16% Management has allocated an

allowance for loan losses to the $84.5 million of accruing CLD loans based on

this historical loss experience judgmentally increased to cover approximately

1.25 years of probable incurred losses for total reserve of $12.6 miilion or
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14.92% Further we have allocated 14.92% to the $84.5 million of CLD loans

regardless of the current loan grade as this portion of the loan
portfolio

has

experienced significant
declines in collateral values and thus if management

determines that borrowers are unable to pay in accordance with the contractual

terms of the loan agreement significant specific reserves have typically been

necessary Parks 36-month loss experience defined as charge-offs plus

changes in specific reserves within the remaining commercial loan portfolio

excluding Vision Banks CLD loans has been 1.13% of the principal balance

of these loans Parks management believes it is appropriate to cover approxi

mately 1.5 years worth of probable incurred losses within the other commercial

loan portfolio thus the total reserve for loan losses is $43.6 miffion or 1.77%

of the outstanding principal balance of other accruing commercial loans at

December 31 2010 The overall reserve of 1.77% for other accruing commer

cial loans breaks down as follows pass-rated commercial loans are reserved

at 1.18% special mention commercial loans are reserved at 4.16% and sub

standard commercial loans are reserved at 12.48%

Generally consumer loans are not individually graded Consumer loans include

mortgage and installment loans included in the construction real estate

segment of the loan portfolio mortgage home equity lines of credit

HELOC and installment loans included in the residential real estate segment

of the loan portfolio and all loans included in the consumer segment of the

loan portfolio The amount of loan loss reserve assigned to these loans is based

on historical loss experience over the past 36 months judgmentally increased

to cover approximately 1.5 years of probable incurred losses

The judgmental increases discussed above incorporates managements

evaluation of the impact of environmental qualitative
factors which pose

additional risks and assigns component of the allowance for loan losses

in consideration of these factors Such environmental factors include national

and local economic trends and conditions experience abffity
and depth of

lending management and staff effects of any changes in lending policies and

procedures levels of and trends in consumer bankruptcies delinquencies

impaired loans and charge-offs and recoveries The determination of this

component of the allowance for loan losses requires considerable management

judgment As always management is working to address weaknesses in those

loans that may result in future loss Actual loss experience may be more or less

than the amount allocated

CAPITAL RESOURCES

Liquidity and Interest Rate Sensitivity Management Parks objective in

managing its liquidity is to maintain the ability to continuously meet the cash

flow needs of customers such as borrowings or deposit withdrawals while at

the same time seeking higher yields
from longer-term lending and investing

activities

Cash and cash equivalents decreased by $25.3 million during 2010 to $133.8

million at year-end Cash provided by operating activities was $126.1 million in

2010 $72.3 miffion in 2009 and $91.1 million in 2008 Net income adjusted

for the goodwifi impairment charge in 2008 was the primary source of cash

for operating activities during each year The goodwifi impairment charge

of $55 million in 2008 did not impact cash or cash provided by operating

activities

Cash used in
investing

activities was $352.1 million in 2010 $5.3 million in

2009 and $635.0 million in 2008 Investment security transactions are the

major use or source of cash in investing activities Proceeds from the sale

repayment or maturity of securities provide cash and purchases of securities

use cash Net security
transactions used cash of $187.7 million in 2010 pro

vided cash of $202.6 million in 2009 and used cash of $304.8 million in 2008

Another major use or source of cash in investing activities is the net increase

or decrease in the loan portfolio Cash used by the net increase in the loan

portfolio including proceeds from the sale of loans was $152.5 miffion in

2010 $199.9 miffion in 2009 and $351.3 million in 2008

Cash provided by financing activities was $200.6 million in 2010 and $521.8

million in 2008 For 2009 financing activities used cash of $79.2 million

major source of cash for financing activities is the net change in deposits

In 2010 deposits decreased and used $92.6 million of cash In 2009 and 2008

deposits increased and provided cash of $426.3 million and $322.5 million

respectively Another major source of cash for financing activities is short-term

borrowings and long-term debt In 2010 net short-term borrowings provided

$339.5 miffion in cash and net long-term borrowings used $17.6 million in

cash In 2009 net short-term borrowings used $335.0 million in cash and net

long-term borrowings used $201.2 million in cash In 2008 net short-term

borrowings used $100.1 million in cash and net long-term borrowings pro

vided $265.1 miffion in cash Parks management generated cash in both 2010

and 2009 from the sale of common stock previously held as treasury shares

The sale of common stock in 2010 provided cash of $33.5 million in 2010 and

$53.5 million in 2009 Additionally $35.3 million of cash was provided in 2009

from the issuance of subordinated notes and in 2008 cash of $100 million was

provided from the issuance of Series Preferred Shares

Funds are available from number of sources including the securities

portfolio the core deposit base Federal Home Loan Bank borrowings and the

capability to securitize or package loans for sale The present funding sources

provide more than adequate liquidity
for Park to meet its cash flow needs

The following table shows interest rate sensitivity
data for five different time

intervals as of December 31 2010

Table 23 Interest Rate SensItivity

0-3 3-12 1-3 3-5 Over

In thousands Months Months Years Years Years Total

Interest earning

assets

Investment

securities 208588 476738 510001 259940 584524 $2039791

Money market

instruments 24722 24722

Loans 1387774 1550775 1420010 235936 138190 4732685

Total interest

earning

assets 1621084 2027513 1930011 495876 722714 6797198

Interest bearing

liabilities

Interest bearing

transaction

accounts2 665726 617432 1283158

Savings

accounts 214298 684990 899288

Time deposits 566761 857573 404053 143147 2370 1973904

Other 1351 1351

Total deposits 1448136 857573 1706475 143147 2370 4157701

Short-term

borrowings 663669 663669

Long-term debt 16460 16000 500 603773 636733

Subordinated

debentures

notes 15000 25000 35250 75250

Total interest

bearing

liabilities 2126805 874033 1747475 178897 606143 5533353

Interest rats

sensitivitygap 505721 1153480 182536 316979 116571 1263845

Cumulative rate

sensitivity gap 505721 647759 830295 1147274 1263845

Cumulative gap as

percentage
of

total interest

earning assets 7.44% 9.53% 12.22% 16.88% 18.59%

Investment securities and loans that are subject to prepayment are shown in the table by the

earlier of their repricing date or their espected repayment dates and not by their contractual

maturity Nonaccrual loans of $289.3 million are included within the three to twelve month

maturity

Management considers interest bearing transaction accounts and savings accounts to be core

deposits and therefore not as rate sensitive as other deposit accounts and borrowed money

Accordingly only 52% of interest bearing transaction accounts and 24% of savings accounts

are considered to reprice within one year If all of the interest bearing checking accounts and

savings accounts were considered to reprice within one year
the one year cumulative gap

would change from positive 9.53% to negative 9.63%
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The interest rate sensitivity gap analysis provides good overall picture of

Parks static interest rate risk position Parks policy is that the twelve month

cumulative gap position should not exceed fifteen percent of interest earning

assets for three consecutive quarters At December 31 2010 the cumulative

interest earning assets maturing or repricing within twelve months were

$3649 million compared to the cumulative interest bearing liabilities maturing

or repricing within twelve months of $3001 million For the twelve-month

cumulative gap position rate sensitive assets exceed rate sensitive liabilities

by $648 million or 9.5% of interest earning assets

positive
twelve month cumulative rate sensitivity gap assets exceed liabilities

would suggest that Parks net interest margin would increase if interest rates

were to increase Conversely negative twelve month cumulative rate sensitivity

gap would suggest that Parks net interest margin would decrease if interest

rates were to decrease However the usefulness of the interest
sensitivity gap

analysis as forecasting tool in projecting net interest income is limited The

gap analysis does not consider the magnitude timing or frequency by which

assets or liabilities will reprice during period and also contains assumptions

as to the repricing of transaction and savings accounts that may not prove to

be correct

year ago the cumulative twelve month interest rate sensitivity gap position at

year-end 2009 was positive $525 million or 8.0% of interest earning assets

The percentage of interest earning assets maturing or repricing within one

year was 53.7% at year-end 2010 compared to 1.7% at year-end 2009 The

percentage of interest bearing liabilities maturing or repricing within one year

was 54.2% at year-end 2010 compared to 53.4% at year-end 2009

Management supplements the interest rate sensitivity gap analysis with periodic

simulations of balance sheet sensitivity under various interest rate and what-if

scenarios to better forecast and manage the net interest margin Parks

management uses an earnings simulation model to analyze net interest income

sensitivity to movements in interest rates This model is based on actual cash

flows and repricing characteristics for balance sheet instruments and incorpo

rates market-based assumptions regarding the impact of changing interest rates

on the prepayment rate of certain assets and liabilities This model also includes

managements projections for
activity

levels of various balance sheet instru

ments and noninterest fee income and operating expense Assumptions based

on the historical behavior of deposit rates and balances in relation to changes

in interest rates are also incorporated into this earnings simulation model

These assumptions are inherently uncertain and as result the model cannot

precisely measure net interest income and net income Actual results will differ

from simulated results due to timing magnitude and frequency of interest rate

changes as well as changes in market conditions and management strategies

Management uses 50 basis point change in market interest rates per quarter

for total of 200 basis points per year in evaluating the impact of changing

interest rates on net interest income and net income over twelve month

horizon At December 31 2010 the earnings simulation model projected that

net income would increase by 2.4% using rising
interest rate scenario and

decrease by 1.4% using declining interest rate scenario over the next year

At December 31 2009 the earnings simulation model projected that net

income would increase by 2.2% using rising
interest rate scenario and

decrease by 0.1% using declining interest rate scenario over the next year

and at December 31 2008 the earnings simulation model projected that net

income would increase by 0.6% using rising
interest rate scenario and

decrease by 3.3% using declining interest rate scenario over the next year

Consistently over the past several years Parks earnings simulation model has

projected that changes in interest rates would have only small impact on net

income and the net interest margin Parks net interest margin has been rela

tively stable over the past three years at 4.26% in 2010 4.22% in 2009 and

4.16% in 2008 major goal of Parks
asset/liability

committee is to maintain

relatively stable net interest margin regardless of the level of interest rates

Management expects that the net interest margin will be approximately 4.10%

to 4.20% in 2011

CONTRACTUAL OBUGATIONS

In the ordinary course of operations Park enters into certain contractual

obligations Such obligations include the funding of operations through debt

issuances as well as leases for premises The following table summarizes Parks

significant and determinable obligations by payment date at December 31

2010

Further discussion of the nature of each specified obligation is included in the

referenced Note to the Consolidated Financial Statements

Table 24 Contractual Obligations

December 31 2010 Payments Due In

01 13 35 Over

In thousands Note Years Years Years Years Total

Deposits without

stated maturity $3121517 $3121517

Certificatesof deposit 1421463 406924 143147 2369 1973903

Short-term
borrowings 663669 663669

Long-term debt 10 16523 16143 668 603399 636733

Subordinated debentures/

notes 11 75250 75250

Operating leases 1987 3415 2577 4103 12082

Purchase obligations 2310 2310

Total contractual

obligations $5227469 $426482 $146392 $685121 $6485464

The Corporations operating lease obligations represent short-term and

long-term lease and rental payments for facilities and equipment Purchase

obligations represent obligations under agreements to purchase goods or

services that are enforceable and
legally binding on the Corporation

Commitments Contingent Liabilities and Off-Balance Sheet

Arrangements In order to meet the financing needs of its customers

the Corporation issues loan commitments and standby letters of credit

At December 31 2010 the Corporation had $716.6 million of loan commit

ments for commercial commercial real estate and residential real estate loans

and had $24.5 million of standby letters of credit At December 31 2009 the

Corporation had $955.3 million of loan commitments for commercial com
mercial real estate and residential real estate loans and had $36.3 miffion of

standby letters of credit

Commitments to extend credit under loan commitments and standby letters

of credit do not necessarily represent future cash requirements These

commitments often expire without being drawn upon However all of the

loan commitments and standby letters of credit are permitted to be drawn

upon in 2011 See Note 18 of the Notes to Consolidated Financial Statements

for additional information on loan commitments and standby letters of credit

The Corporation did not have any unrecorded
significant contingent liabilities

at December 31 2010

Capital Parks primary means of maintaining capital adequacy is through

net retained earnings At December 31 2010 the Corporations stockholders

equity was $745.8 million compared to $717.3 million at December 31 2009

Stockholders equity at December 31 2010 was 10.22% of total assets com

pared to 10.19% of total assets at December 31 2009 During 2010 Park

issued an aggregate of 509184 common shares previously held as treasury

shares at weighted average purchase price per share of $67.99 for net

proceeds of $33.5 million

Tangible stockholders equity stockholders equity less goodwill and other

intangible assets was $667.4 million at December 31 2010 and was $635.5

million at December 31 2009 At December 31 2010 tangible stockholders

equity was 9.24% of total tangible assets total assets less goodwill and other

intangible assets compared to 9.13% at December 31 2009
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Tangible common equity tangible stockholders equity less $100 million

related to the Series Preferred Shares and warrant issued to the U.S Treasury

was $567.4 million at December 31 2010 compared to $535.5 million at

December 31 2009 At December 31 2010 tangible common equity was

7.86% of tangible assets compared to 7.69% at December 31 2009

Net income for 2010 and 2009 was $74.2 million and was $13.7 million in

2008 The net income for 2008 includes goodwill impairment charge at

Vision Bank of $55.0 million Excluding the goodwill impairment charge at

Vision Bank net income for 2008 would have been $68.7 million

Preferred stock dividends paid as result of Parks participation in the CPP

were $5.0 miffion in both 2010 and 2009 and $124000 in 2008 Accretion of

the discount on the Series Preferred Shares was $807000 in 2010 $762000

in 2009 and $18000 in 2008 Income available to common shareholders is net

income less the preferred stock dividends and accretion Income available to

common shareholders was $68.4 million for both 2010 and 2009 and $13.6

million in 2008 $68.6 million excluding the goodwill impairment charge

Cash dividends declared for common shares were $57.1 miffion in 2010

$53.6 million in 2009 and $52.6 miffion in 2008 On per share basis the

cash dividends declared were $3.76 per share in both 2010 and 2009 and

$3.77 per share in 2008

Park did not purchase any treasury stock during 2010 2009 or 2008 Treasury

stock had balance in stockholders equity of $77.7 nilllion at December 31

2010 $125.3 miffion at December 31 2009 and $207.7 million at December

31 2008 During 2010 Park issued 437200 shares of common stock as

result of the exercise of warrants that were originally
issued in 2009 Also

during 2010 Park issued 71984 shares of common stock
resulting

in total

of 509184 shares of common stock issued in 2010 which reduced the amount

of treasury stock available The issuance of these shares out of treasury stock

reduced the value of treasury stock by the weighted average cost of $47.0

million Additionally the value of treasury stock was reduced by $634000

as result of the issuance of an aggregate of 7020 common shares to the

Board of Directors of Park and Parks bank subsidiaries and their divisions

During 2009 Park issued 904072 shares of common stock out of treasury

stock The issuance of these shares out of treasury stock during 2009 resulted

in reduction in treasury stock by the weighted average cost of $81.7 million

Additionally the value of treasury stock was reduced by $634000 as result of

the issuance of an aggregate of 7020 common shares to directors of the Board

of Directors of Park and Parks bank subsidiaries and their divisions

Park did not issue any new common shares that were not already held in

treasury stock as discussed above in either 2010 or 2009 However in 2010

Park recorded $0.2 million for the warrants that were issued as part of the

issuance of the 71984 common shares discussed above and also recorded

reduction of $1.1 million as warrants were either exercised or cancelled during

2010 In 2009 Park recorded $1.1 million for the common stock warrants that

were issued as part of the issuance of the 904072 shares discussed above In

2008 Park recorded $4.3 million for the common stock warrant as part of

the issuance of $100 million of Series Preferred Shares see Note and Note

25 of the Notes to Consolidated Financial Statements Common stock had

balance in stockholders equity of $301.2 million at each of the years ended

December 31 2010 2009 and 2008

Accumulated other comprehensive income loss was $1.9 million at

December 31 2010 compared to $15.7 million at December 31 2009 and

$10.6 miffion at December 31 2008 Long-term interest rates declined signifi

cantly in the fourth quarter of 2007 continued declining in 2008 and remained

low throughout 2009 In 2010 long-term interest rates remained low through

the first three quarters but then increased fairly significantly during the fourth

quarter The net unrealized gain from investment securities was $31.6 million at

December 31 2008 During the 2009 year the change in net unrealized gains

net of tax was an increase of $3.3 million and Park realized after-tax gains of

$4.8 million resulting
in an unrealized gain of $30.1 million at December 31

2009 During the 2010 year the change in net unrealized gains net of tax was

loss of $7.3 million and Park realized after-tax gains of $7.7 million resulting

in an unrealized gain of $15.1 million at December 31 2010 In addition Park

recognized other comprehensive loss of $2.4 million related to the change in

Pension Plan assets and benefit obligations in 2010 compared to income of

$6.3 miffion in 2009 and loss of $16.2 miffion in 2008
Finally

Park has

recognized other comprehensive loss of $0.1 million in 2010 due to the mark-

to-market of cash flow hedge at December 31 2010 compared to $0.3

million increase in comprehensive income for the year ended December 31

2009 and $1.3 miffion comprehensive loss for 2008

Financial institution regulators have established guidelines for minimum capital

ratios for banks thrifts and bank holding companies Parks accumulated other

comprehensive income loss is not included in computing regulatory capital

The minimum leverage capital ratio defined as stockholders equity less

intangible assets divided by tangible assets is 4% and the well capitalized ratio

is greater than or equal to 5% Parks leverage ratio was 9.77% at December

31 2010 and exceeded the minimum capital required by $401 miffion The

minimum Tier risk-based capital ratio defined as leverage capital
divided

by risk-adjusted assets is 4% and the well capitalized ratio is greater than or

equal to 6% Parks Tier risk-based
capital

ratio was 13.52% at December

31 2010 and exceeded the minimum
capital required by $478 million The

minimum total risk-based
capital

ratio defined as leverage capital plus supple

mental
capital

divided by risk-adjusted assets is 8% and the well capitalized

ratio is greater than or equal to 10% Parks total risk-based capital ratio was

15.98% at December 31 2010 and exceeded the minimum capital required

by $401 miffion

At December 31 2010 Park exceeded the well capitalized regulatory guidelines

for bank holding companies Park exceeded the well capitalized leverage capital

ratio of 5% by $331 million exceeded the well capitalized Tier risk-based

capital ratio of 6% by $377 million and exceeded the well
capitalized

total

risk-based capital ratio of 10% by $300 million

The two financial institution subsidiaries of Park each met the well

capitalized ratio guidelines at December 31 2010 See Note 22 of the Notes

to Consolidated Financial Statements for the
capital

ratios for Park and its

two financial institution subsidiaries

Effects of Inflation Balance sheets of financial institutions typically contain

assets and liabilities that are monetary in nature and therefore differ greatly

from most commercial and industrial companies which have significant

investments in premises equipment and inventory During periods of inflation

financial institutions that are in net positive monetary position will experience

decline in purchasing power which does have an impact on growth Another

significant effect on internal equity growth is other expenses which tend to rise

during periods of inflation

Management believes the most significant impact on financial results is the

Corporations ability to align
its

asset/liability management program to react

to changes in interest rates
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0.97% 0.97% 0.20% 0.37% 1.75%

Table 26 Quarterly FInancial Data

Reported measure uses net income available to common shareholders

The following table is summary of selected quarterly results of operations for

the years ended December 31 2010 and 2009 Certain quarterly amounts have

been reclassffied to conform to the year-end financial statement presentation

SELECTED FINANCIAL DATA

The following table summarizes five-year financial information

Table 25 Consolidated FIve-Year Selected FInancial Data

December 31

Dollars in thousands 2010 2009 2008 2007 2006

except per share data

Results of Operations

Interest income 345517 367690 391339 401824 334559

Interestespense 71473 94199 135466 167147 121315

Net interest income 274044 273491 255873 234677 213244

Provision for loan

losses 64902 68821 70487 29476 3927

Net interest income

after provision for

loan losses 209142 204670 185386 205201 209317

Net gains on sale

of securities 11864 7340 1115 97

Noninterest income 65632 73850 83719 71640 64665

Noninterestexpense 187107 188725 234501 224164 141002

Net income 74217 74192 13708 22707 94091

Net income available

to common

shareholders 68410 68430 13566 22707 94091

Per common share

Net income per common

share basic 4.51 4.82 0.97 1.60 6.75

Net income per common

share diluted 4.51 4.82 0.97 1.60 6.74

Cash dividends declared 3.76 3.76 3.77 3.73 3.69

Average Balances

Loans 4642478 4594436 4354520 4011307 3357278

Investment securities 1746356 1877303 1801299 1596205 1610639

Money market

instruments and other 93009 52658 15502 17838 8723

Total earning assets 6481843 6524397 6171321 5625350 4976640

Noninterest bearing

deposits 907514 818243 739993 697247 662077

Dollars in thousands Three Months Ended

except per share data March 31 June 30 Sept 30 Dec 31

2010

Interest income $87202 $87242 $86682 $84391

Interest expense 19822 18521 17237 15893

Net interest income 67380 68721 69445 68498

Provision for loan losses 16550 13250 14654 20448

Gain on sale of securities 8304 3515 45

Income before

income taxes 27954 28632 26625 16320

Net income 20779 21166 19577 12695

Net income available

to common shareholders 19327 19715 18125 11243

Per common share data

Net income per common

share basic 1.30 1.30 1.19 0.73

Net income per common

share diluted 1.30 1.30 1.19 0.73

Weighted-average common

stock outstanding basic 14882774 15114846 15272720 15340427

Weighted-average common

stock equivalent diluted 14882774 15114846 15272720 15352600

2009

Interest income $93365 $92092 $91 868 $90365

Interestexpense 25132 24098 23406 21563

Net interest income 68233 67994 68462 68802

Provision for loan losses 12287 15856 14958 25720

Gain on sale of securities 7340

Income before

income taxes 29294 29084 25617 13140

Netincome 21390 21307 19199 12296

Net income available

to common shareholders 19950 19866 7759 10855

Per common share data

Net income per common

share basic 1.43 1.42 1.25 0.74

Net income per common

share diluted 1.43 1.42 1.25 0.74

Weighted-average common

stock outstanding basic 13971720 14001608 14193411 14658601

Weighted-average common

stock equivalent diluted 13971720 14001608 14193411 14658601

Interest bearing

deposits 4274501 4232391 3862780 3706231 3162867

Total deposits 5182015 5050634 4602773 4403478 3824944

Short-term borrowings 300939 419733 609219 494160 375332

Long-term debt 725356 780435 835522 568575 553307

Stockholders equity 746555 675314 567965 618758 545074

Common stockholders

equity 649682 579224 565612 618758 545074

Total assets 7042750 7035531 6708086 6169156 5380623

Ratios

Return on average

assets

Return on average

common equity 10.53% 11.81% 2.40% 3.67% 17.26%

Net interest margin 4.26% 4.22% 4.16% 4.20% 4.33%

Dividend payout ratio 83.43% 78.27% 387.79% 232.35% 54.65%

Average stockholders

equity to average

total assets 10.60% 9.60% 8.47% 10.03% 10.13%

Leverage capital 9.77% 9.04% 8.36% 7.10% 9.96%

Tier capital 13.50% 12.45% 11.69% 10.16% 14.72%

Risk-based capital 15.96% 14.89% 13.47% 11.97% 15.98%

Computed on fully taxable equivalent basis

Reported measure uses net income available to common stockholders

Non-GAAP Financial Measures Parks management uses certain non-GAAP

generally accepted accounting principles financial measures to evaluate

Parks performance Specifically management reviews net income available

to common shareholders before impairment charge ii net income available

to common shareholders before impairment charge per common share-

diluted iii return on average assets before impairment charge iv return

on average common equity before impairment charge and the ratio of

noninterest expense excluding impairment charge to net revenue collectively

the adjusted performance metrics and has included in this annual report

information relating to the adjusted performance metrics for the twelve-month

period ended December 31 2008 and 2007 Management believes the adjusted

performance metrics present more reasonable view of Parks operating

performance and ensures comparability of operating performance from

period to period while eliminating the one-time non-recurring impairment

charges Park has provided reconciliations of the GAAP measures to the

adjusted performance metrics solely for the purpose of complying with SEC

Regulation and not as an indication that the adjusted performance metrics

are substitute for other measures determined by GAAP
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The following table displays net income available to common shareholders

and related performance metrics after excluding the 2007 and 2008 goodwill

impairment charges related to the Vision Bank acquisition

Table 27

December 31 2010 2009 2008 2007 2006

Dollars in thousands

except per share data

Results of Operations

Net income available

to common

shareholders

excluding

impairment

charge $68410 $68430 $68552 $76742 $94091

Per common share

Net income
per

common share

excluding

impairment

charge

diluted 4.51 4.82 4.91 5.40 6.74

Ratios

Return on average

assets excluding

impairment

charge ab 0.97% 0.97% 1.02% 1.24% 1.75%

Return on average

common equity

excluding

impairment

charge ax 10.53% 11.81% 1212% 12.40% 17.26%

Noninterest expense

excluding

impairment

charge to

netrevenue1 54.75% 54.01% 52.59% 55.21% 50.35%

Computed on fully taxable equivalent basis

Reported measure uses net income available to common stockholders

Net income for the year has been adjusted for the impairment charge to goodwill Net income

before impairment charge equals net income for the year plus the impairment charge to

goodwill of $54986 and $54035 for 2008 and 2007 respectively

Net income for the year available to common shareholders

The Corporations common stock symbol PRK is traded on the NYSE Amex

At December 31 2010 the Corporation had 4457 stockholders of record The

following table sets forth the high low and closing sale prices of and dividends

declared on the common stock for each quarterly period for the years ended

December 31 2010 and 2009 as reported by NYSE Amex

Table 28 Market and Dividend Infonnatlon

Cash

Dividend

Last Declared

High Low Price Per Share

2010

First Quarter 64.70 52.58 62.31 $0.94

Second Quarter 70.25 61.50 65.04 0.94

Third Quarter 67.54 59.35 64.04 0.94

Fourth Quarter 74.39 62.66 72.67 0.94

2009

First Quarter 70.10 39.90 55.75 $0.94

Second Quarter 70.00 53.88 56.48 0.94

Third Quarter 66.59 54.01 58.34 0.94

Fourth Quarter 62.55 56.35 58.88 0.94

Table 29 Total Return Pert orniance

PERIOD ENDING

Index 12/31/05 12/31/09 12/31/07 12/31/08 12/31/09 12/31/10

Pork National Cxrpxrxtixn xx.ox 00.03 68.13 ex.2x 70.09 91.85

NYSEAmeo Cxmposite 100.00 119.94 145.36 86.56 117.36 147.40

NASDAO BankStockx 100.00 113.82 91.16 71.52 50.87 68.34

SNL Sank and Thrift Index 100.00 116.85 89.10 51.24 50.55 56.44

PERFORMANCE GRAPH

Table 29 compares the total return performance for Park common

shares with the NYSE Amex Composite Index the NASDAQ Bank Stocks

Index and the SNL Financial Bank and Thrift Index for the
five-year period

from December 31 2005 to December 31 2010 The NYSE Amex Composite

Index is market capitalization-weighted index of the stocks listed on NYSE

Amex The NASDAQ Bank Stocks Index is comprised of all depository institu

tions holding companies and other investment companies that are traded on

The NASDAQ Global Select and Global Markets Park considers number of

bank holding companies traded on The NASDAQ Global Select to be within

its peer group The SNL Financial Bank and Thrift Index is comprised of all

publicly traded bank and thrift stocks researched by SNL Financial

The NYSE Amex Financial Stocks Index includes the stocks of banks

thrifts finance companies and securities broker-dealers Park believes that

the NASDAQ Bank Stocks Index and the SNL Financial Bank and Thrift Index

are more appropriate industry indices for Park to use for the five-year total

return performance comparison

The total return for Parks common shares has underperformed the total return

of the NYSE Amex Composite Index in the
five-year comparison as indicated in

Table 29 but outperformed both the NASDAQ Bank Stocks Index and the SNL

Bank and Thrift Index for the same five-year period The annual compound

total return on Parks common shares for the past five years was negative

1.7% By comparison the annual compound total returns for the past five years

on the NYSE Amex Composite Index the NASDAQ Bank Stocks Index and the

SNL Bank and Thrift Index were positive 8.1% negative 7.3% and negative

10.8% respectively

200

20f

12/31/05 12/31/06 12/31/07 12/31/00 12/31/09 12131/10
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MANAGEMENTS REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

To the Board of Directors and Stockholders

Park National Corporation

The management of Park National Corporation the Corporation is responsible for establishing and maintaining

adequate internal control over financial reporting as defined in Rules 13a 15f and 15d 15f under the Securities

Exchange Act of 1934 The Corporations internal control over financial reporting is designed to provide reasonable

assurance regarding the
reliability

of financial reporting and the preparation of financial statements for external purposes

in accordance with U.S generally accepted accounting principles The Corporations internal control over financial

reporting includes those
policies

and procedures that

pertain to the maintenance of records that in reasonable detail accurately and
fairly

reflect the transactions and

dispositions of the assets of the Corporation and its consolidated subsidiaries

provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial

statements in accordance with U.S generally accepted accounting principles and that receipts and expenditures

of the Corporation and its consolidated subsidiaries are being made only in accordance with authorizations of

management and directors of the Corporation and

provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or

disposition of the assets of the Corporation and its consolidated subsidiaries that could have material effect

on the financial statements

The Corporations internal control over financial reporting as it relates to the financial statements is evaluated for

effectiveness by management and tested for reliabifity through program of internal audits Actions are taken to

correct potential
deficiencies as they are identified

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements

Also projections of any evaluations of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions or that the degree of compliance with the policies or procedures may

deteriorate Accordingly even an effective system of internal control over financial reporting will provide only reasonable

assurance with respect to financial statement preparation

With the participation of our Chairman of the Board and Chief Executive Officet our President and our Chief Financial

Officei management evaluated the effectiveness of the Corporations internal control over financial reporting as of

December 31 2010 the end of the Corporations fiscal year In making this assessment management used the criteria set

forth for effective internal control over financial reporting by the Committee of Sponsoring Organizations of the Treadway

Commission COSO in Internal Control-Integrated Framework

Based on our assessment under the criteria described in the preceding paragraph management concluded that the

Corporation maintained effective internal control over financial reporting as of December 31 2010

The Corporations independent registered public accounting firm Crowe Horwath LLl has audited the Corporations

2010 and 2009 consolidated financial statements included in this Annual Report and the Corporations internal control

over financial reporting as of December 31 2010 and has issued their Report of Independent Registered Public

Accounting Firm which appears in this Annual Report

Iv

Daniel DeLawder David Trautman John Kozak

Chairman and Chief Executive Officer President Chief Financial Officer

February 28 2011
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REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders

Park National Corporation

Newark Ohio

We have audited the accompanying consolidated balance sheets of Park National Corporation as of December 31 2010 and 2009

and the related consolidated statements of income changes in stockholders equity and cash flows for each of the three years in

the period ended December 31 2010 We also have audited Park National Corporations internal control over financial reporting

as of December 31 2010 based on criteria established in Internal Control Integrated Framework issued by the Committee

of Sponsoring Organizations of the Treadway Commission COSO Park National Corporations management is responsible

for these financial statements for maintaining effective internal control over financial reporting and for its assessment of the

effectiveness of internal control over financial reporting included in the accompanying Managements Report on Internal

Control over Financial Reporting Our
responsibility

is to express an opinion on these financial statements and an opinion

on the companys internal control over financial reporting based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audits to obtain reasonable assurance about

whether the financial statements are free of material misstatement and whether effective internal control over financial

reporting was maintained in all material respects Our audits of the financial statements included examining on test basis

e\4dence supporting the amounts and disclosures in the financial statements assessing the accounting principles used and

significant estimates made by management and evaluating the overall financial statement presentation Our audit of internal

control over financial reporting included obtaining an understanding of internal control over financial reporting assessing the

risk that material weakness exists and
testing

and evaluating the design and operating effectiveness of internal control based on

the assessed risk Our audits also included performing such other procedures as we considered necessary in the circumstances

We believe that our audits provide reasonable basis for our opinions

companys internal control over financial reporting is process designed to provide reasonable assurance regarding the

reliability
of financial reporting and the preparation of financial statements for external purposes

in accordance with generally

accepted accounting principles companys internal control over financial reporting includes those policies and procedures that

pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions

of the assets of the company provide reasonable assurance that transactions are recorded as necessary to permit preparation

of financial statements in accordance with generally accepted accounting principles and that receipts and expenditures of the

company are being made only in accordance with authorizations of management and directors of the company and provide

reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or disposition of the companys

assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also

projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate

because of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate

In our opinion the consolidated financial statements referred to above present fairly
in all material respects the financial

position of Park National Corporation as of December 31 2010 and 2009 and the results of its operations and its cash flows

for each of the three years in the period ended December 31 2010 in conformity with accounting principles generally accepted

in the United States of America Also in our opinion Park National Corporation maintained in all material respects effective

internal control over financial reporting as of December 31 2010 based on criteria established in Internal Control

Integrated Framework issued by the COSO

/L LLP

Columbus Ohio

February 28 2011
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CONSOLIDATED BALANCE SHEETS

PARK NATIONAL CORPORATION AND SUBSIDIARIES

at December 31 2010 and 2009 In thousands except share and per share data

ASSETS

2010 2009

Cash and due from banks 109058 116802

Money market instruments 24722 42289

Cash and cash equivalents 133780 159091

Investment securities

Securities available-for-sale at fair value amortized cost of $1274258 and

$1241 381 at December 31 2010 and 2009 respectively 1297522 287727

Securities held-to-maturity at amortized cost fair value of $686114 and

$523450 at December 31 2010 and 2009 respectively 673570 506914

Other investment securities 68699 68919

Total investment securities 2039791 863560

Total loans 4732685 4640432

Allowance for loan losses 121397 116717

Net loans 4611288 4523715

Other assets

Bank owned life insurance 148450 137133

Goodwill 72334 72334

Other intangibles 6043 9465

Premises and equipment net 69567 69091

Accrued interest receivable 24137 24354

Other real estate owned 44325 41240

Mortgage loan servicing rights 10488 10780

Other 140174 129566

Total other assets 513518 493963

Total assets $7298377 $7040329

The accompanying notes are an integral part of the consolidated financial statements



CONSOLIDATED BALANCE SHEETS CONTINUED

PARK NATIONAL CORPORATION AND SUBSIDIARIES

at December 31 2010 and 2009 In thousands except share and per share data

LIABILITIES AND STOCKHOLDERS EQUITY

2010 2009

Deposits

Noninterest bearing 937719 897243

Interest bearing 4157701 4290809

Total deposits 5095420 5188052

Short-term borrowings 663669 324219

Long-term debt 636733 654381

Subordinated debentures 75250 75250

Total borrowings 1375652 1053850

Other liabilities

Accrued interest payable 6123 9330

Other 75358 71833

Total other liabilities 81481 81163

Total liabilities 6552553 6323065

COMMITMENTS AND CONTINGENCIES

Stockholders equity

Preferred stock 200000 shares authorized

100000 shares issued with $1 000 per share

liquidation preference 97290 96483

Common stock no par value 20000000 shares authorized

16151062 shares issued at December 31 2010 and

16151112 issued at December 31 2009 301204 301208

Common stock warrants 4473 5361

Accumulated other comprehensive income loss net 1868 15661

Retained earnings 422458 423872

Less Treasury stock 752128 shares at December 31 2010 and

1268332 shares at December 31 2009 77733 125321

Total stockholders equity 745824 717264

Total liabilities and stockholders equity $7298377 $7040329

The accompanying notes are an integral part of the consolidated financial statements
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CONSOLIDATED STATEMENTS OF INCOME

PARK NATIONAL CORPORATION AND SUBSIDIARIES

for the years ended December31 2010 2009 and 2008 In thousands except per share data

2010 2009 2008

Interest and dividend income

Interest and fees on loans $267692 $275599 $301163

Interest and dividends on

Obligations of U.S Government its agencies

and other securities 76839 90558 87711

Obligations of states and political
subdivisions 786 417 2171

Other interest income 200 116 294

Total interest and dividend income 345517 367690 391339

Interest expense

Interest on deposits

Demand and savings deposits 5753 10815 22633

Time deposits 36212 53805 67259

Interest on short-term borrowings 1181 3209 14469

Interest on long-term debt 28327 26370 31105

Total interest expense 71473 94199 135466

Net interest income 274044 273491 255873

Provision for loan losses 64902 68821 70487

Net interest income after provision for loan losses 209142 204670 185386

Other income

Income from fiduciary activities 13874 12468 13937

Service charges on deposit accounts 19717 21985 24296

Net gains on sales of securities 11864 7340 1115

Other service income 13816 18767 8882

Checkcard fee income 11177 9339 8695

Bank owned life insurance income 4978 5050 5102

ATM fees 2951 3082 3063

OREO devaluations 10590 6818 2948

Net gain on sale of credit card portfolio
7618

Income from sale of merchant processing 4200

Other 9709 9977 10874

Total other income 77496 81190 84834

The accompanying notes are an integral part of the consolidated financial statements
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CONSOLIDATED STATEMENTS OF INCOME CONTINUED

PARK NATIONAL CORPORATION AND SUBSIDIARIES

for the years ended December 31 2010 2009 and 2008 In thousands except per share data

2010 2009 2008

Other expense

Salaries and employee benefits 98315 $101225 99018

Goodwill impairment charge 54986

Data processing fees 5728 5674 7121

Professional fees and services 19972 15935 12801

Net occupancy expense of bank premises 11510 11552 11534

Amortization of intangibles 3422 3746 4025

Furniture and equipment expense 10435 9734 9756

Insurance 8983 12072 2322

Marketing 3656 3775 4525

Postage and telephone 6648 6903 7167

State taxes 3171 3206 2989

Other 15267 14903 18257

Total other expense 187107 188725 234501

Income before income taxes 99531 97135 35719

Income taxes 25314 22943 22011

Net income 74217 74192 13708

Preferred stock dividends and accretion 5807 5762 142

Income available to common shareholders 68410 68430 13566

Earnings per common share

Basic $4.51 $4.82 $0.97

Diluted $4.51 $4.82 $0.97

The accompanying notes are an integral part of the consolidated financial statements
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CONSOLIDATED STATEMENTS OF

CHANGES IN STOCKHOLDERS EQUITY

PARK NATIONAL CORPORATION AND SUBSIDIARIES

for the years ended December 31 2010 2009 and 2008 In thousands except share and per share data

7020

97290 15398934 $305677

54 The accompanying notes are an integral part of the consolidated financial statements

Preferred Stock Common Stock
Accumulated

Other

Shares Shares Retained Treasury Comprehensive Comprehensive

Outstanding Amount Outstanding Amount Earnings Stock Income Loss Total Income

BalanceJanuaryl2008 13964576 $301213 $489511 $208104 2608 $580012

Net income
13708 3708 3708

Other comprehensive income loss net of tax

Change in funded status of pension plan net of

income taxes of $8735 6223 6223 16223

Unrealized net holding loss on

cash flow hedge net of

income tases of $678 1259 1259 11259

Unrealized net holding gain on

securities available-for-sale

net of income taxes of $16522 30686 30686 30686

Total comprehensive income
26912

Cash dividends $3.77 per share 52608 52608

Cash payment for fractional shares

in dividend reinvestment plan 49 13

Cumulative effect of new accounting

pronouncement pertaining to

endorsement split-dollar life insurance 11634 11634

SFAS No 158 measurement date

adjustment net of taxes of $178 331 331

Preferred stock issued 100000 100000 100000

Discount on preferred stock issued 4297 4297

Accretion of discount on preferred stock 18 18

Common stock warrant issued 4297 4297

Preferred stock dividends 124 24

Treasury stock reissued for

director grants
7200 439 439

Balance December 31 2008 100000 95721 13971727 $305507 $438504 $207665 0596 $642663

Net income 74192 74192 74192

Other comprehensive income loss net of tax

Change in funded status of pension plan net of

income taxes of $3383 6283 6283 6283

Unrealized net holding gain on

cash flow hedge net of

income taxes of $159 295 295 295

Unrealized net holding loss on

securities available-for-sale

net of income taxes of $81 11513 1513 11513

Total comprehensive income
79257

Cash dividends $3.76 per share 153563 53563

Cash payment
for fractional shares

in dividend reinvestment plan 39

Reissuance of common stock

from treasury shares held 904072 29299 81710 52411

Accretion of discount on preferred stock 762 762

Common stock warrants issued 1064 1064

Preferred stock dividends 15000 15000

Treasury stock reissued for

director grants 7020 200 634 434

Balance December31 2009 100000 96483 14882780 $306569 $423872 $125321 15661 $717264

Netincome 74217 74217 $74217

Other comprehensive income loss net of tax

Change in funded status of pension plan net of

income taxes of $1 307 2427 2427 2427

Unrealized net holding loss on

cash flow hedge net of

income taxes of $53 98 98 98

Unrealized net holding loss on

securities available-for-sale

net of income taxes of $8078 15004 15004 15004

Total comprehensive income 56688

Cash dividends $3.76 per share 57076 57076

Cash payment for fractional shares

in dividend reinvestment plan 50

Reissuance of common stock

from treasury shares held 509184 898 12729 48954 33327

Accretion of discount on preferred stock 807 807

Common stock warrants issued 176 176

Common stock warrants cancelled 166 166

Preferred stock dividends 5000 5000

Treasury stock reissued for

director grants
185 634 449

Balance December 31 2010 100000 $422458 77733 1868 $745824



CONSOLIDATED STATEMENTS OF CASH FLOWS

PARK NATIONAL CORPORATION AND SUBSIDIARIES

for the years ended December31 2010 2009 and 2008 In thousands

2010 2009 2008

Operating activities

Net income 74217 74192 13708

Adjustments to reconcile net income to net cash

provided by operating activities

Provision for loan losses 64902 68821 70487

Amortization of loan fees and costs net 1378 4650
Provision for depreciation 7126 7473 7517

Other than temporary impairment on investment securities 23 613 980

Goodwill impairment charge 54986

Amortization of intangible assets 3422 3746 4025

Accretion of investment securities 2413 2682 1592

Gain on sale of credit card portfolio 7618

Deferred income tax benefit 925 8932 590

Realized net investment security gains 11864 7340 1115
Stock dividends on Federal Home Loan Bank stock 2269

Compensation expense for issuance of treasury stock to directors 449 434 439

Changes in assets and liabilities

Increase in other assets 8974 31987 42409
Increase decrease in other liabilities 180 30622 239

Net cash provided by operating activities 126134 72338 91138

Investing activities

Proceeds from sales of available-for-sale securities 460192 204304 80894

Proceeds from maturities of securities

Held-to-maturity 146986 40105 7116

Available-for-sale 2238059 426841 303160

Purchase of securities

Held-to-maturity 313642 118667 270045
Available-for-sale 2719265 349895 422512

Proceeds from sale of credit card portfolio 38841

Net decrease increase in other investments 220 114 3371
Net loan originations excluding loan sales 510495 814981 512752
Proceeds from sale of loans 358029 615072 161475

Purchases of bank owned life insurance net 4562 8401

Purchases of premises and equipment net 7602 8011 9436

Net cash used in investing activities 352080 5346 635031

Financing activities

Net decrease increase in deposits 92632 426302 322511

Net increase decrease in short-term borrowings 339450 334977 100122

Issuance of preferred stock 100000

Issuance of treasury stock net 33541 53475

Proceeds from issuance of subordinated notes 35250

Proceeds from long-term debt 60100 690100

Repayment of long-term debt 17648 261278 424951

Cash dividends paid 62076 58035 65781

Net cash provided by used in financing activities 200635 79163 521 757

Decrease in cash and cash equivalents 25311 12171 22136

Cash and cash equivalents at beginning of year 159091 171262 193398

Cash and cash equivalents at end of year 133780 159091 171 262

The accompanying notes are an integral part of the consolidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POUCIES

The following is summary of significant accounting policies
followed in the

preparation of the consolidated financial statements

Principles ot Consolidation

The consolidated financial statements include the accounts of Park

National Corporation and its subsidiaries Park the Company or the

Corporation Material intercompany accounts and transactions have

been eliminated

Use of Estimates

The preparation of financial statements in conformity with U.S generally

accepted accounting principles requires management to make estimates and

assumptions that affect the amounts reported in the consolidated financial

statements and accompanying notes Actual results could differ from those

estimates Management has identified the allowance for loan losses accounting

for Other Real Estate Owned OREO and accounting for goodwill as signifi

cant estimates

Reclasslflcatlons

Certain prior year amounts have been reclassified to conform with the current

year presentation

Subsequent Events

Management has evaluated events occurring subsequent to the balance sheet

date determining no events require additional disclosure in these consolidated

financial statements

Investment Securities

Investment securities are classffied upon acquisition into one of three cate

gories held-to-mamrit available-for-sale or trading see Note of these

Notes to Consolidated Financial Statements

Held-to-maturity securities are those securities that the Corporation has the

positive intent and ability to hold to maturity and are recorded at amortized

cost Available-for-sale securities are those securities that would be available

to be sold in the future in response to the Corporations liquidity needs changes

in market interest rates and asset-liability management strategies among other

reasons Available-for-sale securities are reported at fair value with unrealized

holding gains and losses excluded from earnings but included in other com

prehensive income net of applicable taxes The Corporation did not hold any

trading securities during any period presented

Available-for-sale and held-to-maturity securities are evaluated quarterly for

potential other-than-temporary impairment Management considers the facts

related to each security including the nature of the security the amount and

duration of the loss the credit
quality

of the issuer the expectations for that

securitys performance and Parks intent and
ability

to hold the security
until

recovery Declines in equity securities that are considered to be other-than-

temporary are recorded as charge to earnings in the Consolidated Statements

of Income Declines in debt securities that are considered to be other-than-

temporary are separated into the amount of the total impairment related

to credit loss and the amount of the total impairment related to all other

factors The amount of the total other-than-temporary impairment related to

the credit loss is recognized in earnings The amount of the total impairment

related to all other factors is recognized in other comprehensive income

Interest income includes amortization of purchase premium or discount

Premiums and discounts on securities are amortized on the level-yield
method

without anticipating prepayments except for mortgage-backed securities where

prepayments are anticipated

Gains and losses realized on the sale of investment securities are recorded on

the trade date and determined using the specific identification basis

Federal Home Loan Bank FHLB and Federal Reserve Bank FRB Stock

Parks two separately chartered banks are members of the FHLB and FRB

Members are required to own certain amount of stock based on their level

of borrowings and other factors and may invest in additional amounts FHLB

and FRB stock are carried at cost classified as restricted securities and are

carried at their redemption value Both cash and stock dividends are reported

as income

Bank Owned Life Insurance

Park has purchased life insurance
policies

on directors and certain key officers

Bank owned life insurance is recorded at its cash surrender value or the

amount that can be realized

Mortgage Loans Held for Sale

Mortgage loans held for sale are carried at their fair value Mortgage loans held

for sale were $8.3 million and $9.6 miffion at December 31 2010 and 2009

respectively These amounts are included in loans on the Consolidated Balance

Sheets

Mortgage Banking Derivatives

Commitments to fund mortgage loans interest rate locks to be sold into the

secondary market and forward commitments for the future
delivery

of these

mortgage loans are accounted for as free standing derivatives Fair values of

these mortgage derivatives are estimated based on changes in mortgage interest

rates from the date the interest on the loan is locked The Company enters into

forward commitments for the future delivery
of mortgage loans when interest

rate locks are entered into in order to hedge the change in interest rates result

ing from its commitments to fund the loans Changes in the fair values of these

derivatives are included in net gains on sales of loans

Loans

Loans that management has the intent and
abffity

to hold for the foreseeable

future or until maturity or payoff are reported at their outstanding principal

balances adjusted for any charge-offs any
deferred fees or costs on originated

loans and any unamortized premiums or discounts on purchased loans

Interest income is reported on the interest method and includes amortization

of net deferred loan origination fees and costs over the loan term Commercial

loans include commercial financial and
agricultural loans commer

cial real estate loans those commercial loans in the real estate construction

loan segment and those commercial loans in the residential real estate

loan segment Consumer loans include mortgage and installment loans

included in the real estate construction segment mortgage home equity

lines of credit HELOC and installment loans included in the residential real

estate segment and all loans included in the consumer segment Generally

commercial loans are placed on nonaccrual status at 90 days past due and

consumer and residential mortgage loans are placed on nonaccrual status at

120 days past due Interest on these loans is considered loss unless the loan

is well-secured and in the process of collection Commercial loans placed

on nonaccrual status are considered impaired See Note of these Notes to

Consolidated Financial Statements For loans which are on nonaccrual status

it is Parks policy to reverse interest previously accrued on the loans against

interest income Interest on such loans is thereafter recorded on cash basis

and is included in earnings only when actually received in cash Parks charge-

off policy for commercial loans requires management to establish specific

reserve or record charge-off as soon as it is apparent that the borrower is

troubled and there is or likely
will be collateral shortfall related to the

estimated value of the collateral securing the loan The Companys charge-off

policy for consumer loans is dependent on the class of the loan Mortgage

loans and HELOC are typically charged down to the value of the collateral

less estimated seffing costs at 180 days past due The charge-off policy for

other consumer loans primarily installment loans requires monthly review

of delinquent loans and complete charge-off for any account that reaches

120 days past due
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The delinquency status of loan is based on contractual terms and not on how

recently payments have been received Loans are removed from nonaccrual

status when loan payments have been received to cure the delinquency status

and the loan is deemed to be well-secured by management

description of each segment of the loan portfolio along with the risk charac

teristics of each segment is included below

Conunercial financial and agricultural Commercial financial and

agricultural loans are made for wide
variety

of general corporate purposes

including financing for industrial and commercial properties financing for

equipment inventories and accounts receivable acquisition financing and

commercial leasing The term of each commercial loan varies by its purpose

Repayment terms are structured such that commercial loans will be repaid

within the economic useful life of the underlying asset The commercial loan

portfolio includes loans to wide
variety

of corporations and businesses across

many industrial classifications in the 28 Ohio counties and one Kentucky

county where Park National Bank operates and ii the five Florida counties

and one Alabama county where Vision Bank operates The primary industries

represented by these customers include commercial real estate leasing

manufacturing retail trade health care and other services

Conunercial real estate Commercial real estate loans CRE loans

include mortgage loans to developers and owners of commercial real estate

The lending policy for CRE loans is designed to address the unique risk

attributes of CRE lending The collateral for these CRE loans is the underlying

conunercial real estate Each subsidiary bank generally requires that the CRE

loan amount be no more than 85% of the purchase price or the appraised

value of the commercial real estate securing the CRE loan whichever is less

CRE loans made for each subsidiary banks portfolio generally have variable

interest rate CRE loan may be made with fixed interest rate for term

generally not exceeding five years

Construction real estate The Company defines construction loans as both

commercial construction loans and residential construction loans where the

loan proceeds are used exclusively for the improvement of real estate as to

which the Company holds mortgage Construction loans may be in the form

of permanent loan or short-term construction loan depending on the needs

of the individual borrower Generally the permanent construction loans have

variable interest rate although permanent construction loan may be made with

fixed interest rate for term generally not exceeding five years Short-term

construction loans are made with variable interest rates Construction financing

is generally considered to involve higher degree of risk of loss than long-term

financing on improved occupied real estate Risk of loss on construction loan

depends largely upon the accuracy of the initial estimate of the propertys value

at completion of construction and the estimated cost including interest of

construction If the estimate of construction cost proves to be inaccurate the

subsidiary bank making the loan may be required to advance funds beyond

the amount originally
committed to permit completion of the project If the

estimate of value proves inaccurate the subsidiary bank may be confronted

at or prior to the maturity of the loan with project having value insufficient

to assure full repayment should the borrower default In the event default on

construction loan occurs and foreclosure follows the subsidiary bank must

take control of the project and attempt either to arrange for completion of

construction or to dispose of the unfinished project Additional risk exists with

respect to loans made to developers who do not have buyer for the property

as the developer may lack funds to pay the loan if the property is not sold upon

completion Parks subsidiary banks attempt to reduce such risks on loans to

developers by requiring personal guarantees and reviewing current personal

financial statements and tax returns as well as other projects undertaken by

the developer

Residential real estate The Company defines residential real estate loans

as first mortgages on individuals primary residence or second mortgages of

individuals primary residence in the form of home equity lines of credit or

installment loans Credit approval for residential real estate loans requires

demonstration of sufficient income to repay the principal and interest and the

real estate taxes and insurance stability
of employment an established credit

record and an appropriately appraised value of the real estate securing the

loan Each subsidiary bank generally requires that the residential real estate

loan amount be no more than 80% of the purchase price or the appraised value

of the real estate securing the loan whichever is less unless
private mortgage

insurance is obtained by the borrower Loans made for each subsidiary banks

portfolio
in this lending category are generally adjustable rate fully amortized

mortgages The rates used are generally fully-indexed rates Park generally does

not price residential loans using low introductory teaser rates Home equity

lines of credit are generally made as second mortgages by Parks subsidiary

banks The maximum amount of home equity line of credit is generally

limited to 85% of the appraised value of the property less the balance of the

first mortgage

Consumer The Company originates direct and indirect consumer loans

primarily automobile loans and home equity based credit cards to customers

and prospective customers in its primary market areas Credit approval for

consumer loans requires income sufficient to repay principal and interest due

stability
of employment an established credit record and sufficient collateral for

secured loans Consumer loans typically
have shorter terms and lower balances

with higher yields as compared to real estate mortgage loans but generally

carry higher risks of default Consumer loan collections are dependent on the

borrowers continuing financial stability and thus are more likely to be affected

by adverse personal circumstances

Allowance for Loan Losses

The allowance for loan losses is that amount believed adequate to absorb

probable incurred credit losses in the loan
portfolio

based on managements

evaluation of various factors The determination of the allowance requires sig

nfficant estimates including the timing and amounts of expected cash flows on

impaired loans consideration of current economic conditions and historical

loss experience pertaining to poois of homogeneous loans all of which may be

susceptible to change The allowance is increased through provision for loan

losses that is charged to earnings based on managements quarterly evaluation

of the factors previously mentioned and is reduced by charge-offs net of

recoveries

The allowance for loan losses includes both an estimate of loss based

on historical loss experience within both commercial and consumer loan

categories with similar characteristics statistical allocation and an

estimate of loss based on an impairment analysis of each commercial loan

that is considered to be impaired specific allocation

In calculating the allowance for loan losses management believes it is

appropriate to utilize historical loss rates that are comparable to the current

period being analyzed For the historical loss factor at December 31 2010 the

Company utilized an annual loss rate historical loss experience calculated

based on an average of the net charge-offs and the annual change in specific

reserves for impaired commercial loans experienced during 2008 2009

and 2010 within the commercial and consumer loan categories Management

believes the 36-month historical loss experience methodology is appropriate

in the current economic environment as it captures loss rates that are

comparable to the current period being analyzed The loss factor applied

to Parks consumer portfolio is based on the historical loss experience over

the past 36 months plus an additional judgmental reserve increasing the total

allowance for loan loss coverage in the consumer portfolio
to approximately

1.5 years of historical loss The loss factor applied to Parks commercial port

folio is based on the historical loss experience over the past 36 months plus

an additional judgmental reserve increasing the total allowance for loan loss

coverage in the commercial portfolio to approximately 1.5 years of historical

loss Parks commercial loans are individually
risk graded If loan downgrades

occur the probability of default increases and accordingly management

allocates higher percentage reserve to those accruing commercial loans

graded special mention and substandard
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The judgmental increases discussed above incorporates managements

evaluation of the impact of environmental qualitative factors which pose

additional risks and assigns component of the allowance for loan losses

in consideration of these factors Such environmental factors include national

and local economic trends and conditions experience ability
and depth of

lending management and staff effects of any changes in lending policies
and

procedures levels of and trends in consumer bankruptcies delinquencies

impaired loans and charge-offs and recoveries

U.S generally accepted accounting principles GAAP require specific

allocation to be established as component of the allowance for loan losses

for certain loans when it is probable that all amounts due pursuant to the

contractual terms of the loans will not be collected and the recorded invest

ment in the loans exceeds fair value Fair value is measured using either the

present value of expected future cash flows based upon the initial effective

interest rate on the loan the observable market price of the loan or the fair

value of the collateral if the loan is collateral dependent

Income Recognition

Income earned by the Corporation and its subsidiaries is recognized on

the accrual basis of accounting except for nonaccrual loans as previously

discussed and late charges on loans which are recognized as income when

they are collected

Premises and Equipment

Premises and equipment are stated at cost less accumulated depreciation and

amortization Depreciation is generally provided on the straight-line method

over the estimated useful lives of the related assets Leasehold improvements

are amortized over the shorter of the remaining lease period or the estimated

useful lives of the improvements Upon the sale or other disposal of an asset

the cost and related accumulated depreciation are removed from the accounts

and the
resulting gain or loss is recognized Maintenance and repairs are

charged to expense as incurred while renewals and improvements that extend

the useful life of an asset are capitalized Premises and equipment is evaluated

for impairment whenever events or changes in circumstances indicate that the

carrying amount of the asset may not be recoverable

The range of depreciable lives over which premises and equipment are being

depreciated are

Buildings to 50 Years

Equipment furniture and fixtures to 20 Years

Leasehold improvements to 10 Years

Buildings that are currently placed in service are depreciated over 30 years

Equipment furniture and fixtures that are currently placed in service are

depreciated over to 12 years Leasehold improvements are depreciated

over the lives of the related leases which range from to 10 years

Other Real Estate Owned OREO
ORFO is recorded at fair value less anticipated seffing costs net realizable value

and consists of property acquired through foreclosure and real estate held for

sale If the net realizable value is below the carrying value of the loan at the date

of transfer the difference is charged to the allowance for loan losses

Subsequent declines in value OREO devaluations are typically reported as

adjustments to the carrying amount of OREO and are expensed within other

income In certain circumstances where management believes the devaluation

may not be permanent in nature Park utilizes valuation allowance to record

OREO devaluations which is also expensed through other income Costs

relating to development and improvement of such properties are capitalized

not in excess of fair value less estimated costs to sell and costs relating to

holding the properties are charged to expense

Mortgage Loan Servicing Rights

When Park sells mortgage loans with servicing rights retained servicing rights

are recorded at the lower of their amortized cost or fair value with the income

statement effect recorded in gains on sale of loans Capitalized servicing rights

are amortized in proportion to and over the period of estimated future servicing

income of the underlying loan Capitalized mortgage servicing rights totaled

$10.5 million at December 31 2010 and $10.8 million at December 31 2009

The fair value of mortgage servicing rights
is determined by discounting esti

mated future cash flows from the servicing assets using market discount rates

and expected future prepayment rates In order to calculate fair value the sold

loan portfolio is stratified into homogenous pools of like categories See Note

20 of these Notes to Consolidated Financial Statements

Mortgage servicing rights are assessed for impairment periodically based

on fair value with any impairment recognized through valuation allowance

Fees received for servicing mortgage loans owned by investors are based on

percentage of the outstanding monthly principal balance of such loans and are

included in income as loan payments are received The cost of servicing loans

is charged to expense as incurred

Goodwill and Other Intangible Assets

Goodwifi represents the excess of the purchase price over net identifiable

tangible and intangible assets acquired in purchase business combination

Other intangible assets represent purchased assets that have no physical prop

erty but represent some future economic benefit to their owner and are capable

of being sold or exchanged on their own or in combination with related asset

or liabffity

Goodwifi and indefinite-lived intangible assets are not amortized to expense but

are subject to annual impairment tests or more frequently if events or changes

in circumstances indicate that the asset might be impaired Intangible assets

with definitive useful lives such as core deposit intangibles are amortized to

expense over their estimated useful lives

Management considers several factors when performing the annual impairment

tests on goodwill The factors considered include the operating results for the

particular Park segment for the past year and the operating results budgeted for

the current year including multi-year projections the purchase prices being

paid for financial institutions in the markets served by the Park segment the

deposit and loan totals of the Park segment and the economic conditions in

the markets served by the Park segment

The following table reflects the activity in goodwifi and other intangible assets

for the years 2010 2009 and 2008 See Note of these Notes to Consolidated

Financial Statements for details on the acquisition of Vision Bancshares Inc

Vision and the recognition of impairment charges in 2008 to Vision

Banks goodwill

Core Deposit

In thousands Goodwill Intangibles Total

December31 2007 $127320 $17236 $144556

Amortization 4025 4025

Impairment of Vision Goodwill 54986 54986

December 31 2008 72334 $13211 85545

Amortization 3746 3746

December 31 2009 72334 9465 81799

Amortization 3422 3422
December 312010 72334 6043 78377

GAAP requires company to perform an impairment test on goodwill annually

or more frequently if events or changes in circumstances indicate that the asset

might be impaired by comparing the fair value of such goodwifi to its recorded

or carrying amount If the carrying amount of the goodwill exceeds the fair

value an impairment charge must be recorded in an amount equal to the

excess
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Park typically evaluates goodwifi for impairment on April of each year with

financial data as of March 31 Based on the analysis performed as of April

2010 the Company determined that goodwill for Parks Ohio-based bank

The Park National Bank was not impaired

The balance of goodwill was $127.3 million at December 31 2007 and was

located at four subsidiary banks of Park The subsidiary banks were Vision

Bank $55.0 million The Park National Bank $39.0 million Century

National Bank $25.8 million and The Security National Bank and Trust

Co $7.5 million During 2008 Park completed the consolidation of the

eight banking charters of Parks Ohio-based subsidiary banks into one national

bank charter With this consolidation the goodwill at The Park National Bank

was $72.3 million

Based primarily on the increased level of net loan charge-offs at Vision

Bank management determined that it was appropriate to test for goodwill

impairment during the third quarter of 2008 Park continued to experience

credit deterioration in Vision Banks market place during the third quarter

of 2008 The fair value of Vision was estimated by using the average of three

measurement methods These included application of various metrics

from bank sale transactions for institutions comparable to Vision Bank

application of market-derived multiple of tangible book value and

estimations of the present value of future cash flows Parks management

reviewed the valuation of Vision Bank with Parks Board of Directors and

concluded that Vision Bank should recognize an impairment charge and

write down the remaining goodwill $55.0 million resulting
in goodwill

balance of zero with respect to the Vision Bank reporting unit

Goodwill and other intangible assets as shown on the Consolidated Balance

Sheets totaled $78.4 million at December 31 2010 $81.8 million at

December 31 2009 and $85.5 million at December 31 2008

The core deposit intangibles are being amortized to expense principally

on the straight-line method over periods ranging from six to ten years The

amortization period for the core deposit intangibles related to the Vision

acquisition is six years Core deposit intangible amortization expense was

$3.4 million in 2010 $3.7 million in 2009 and $4.0 million in 2008

The accumulated amortization of core deposit intangibles was $16.1 million as

of December 31 2010 and $12.7 million at December 31 2009 The expected

core deposit intangible amortization expense for each of the next five years is

as follows

In thousands

$26772011

26772012

6892013

2014

2015

$6043Total

Consolidated Statement of Cash Flows

Cash and cash equivalents include cash and cash items amounts due from

banks and money market instruments Generally money market instruments

are purchased and sold for one-day periods

Net cash provided by operating activities reflects cash payments as follows

December31 2010 2009 2008

In thousands

Interest paid on deposits and other borrowings $74680 $96204 $139256

Income taxes paid $24600 $30660 28365

Transfers to OREO $35507 $35902 37823

Loss Contingencies and Guarantees

Loss contingencies including claims and
legal

actions arising in the ordinary

course of business are recorded as liabilities when the likelihood of loss is

probable and an amount or range of loss can be reasonably estimated

Income Taxes

The Corporation accounts for income taxes using the asset and liability

approach Under this method deferred tax assets and liabilities are determined

based on differences between financial reporting and tax bases of assets and

liabilities and are measured using the enacted tax rates and laws that will be in

effect when the differences are expected to reverse To the extent that Park does

not consider it more likely than not that deferred tax asset will be recovered

valuation allowance is recorded All positive
and negative evidence is reviewed

when determining how much of valuation allowance is recognized on

quarterly basis valuation allowance if needed reduces deferred tax assets

to the amount expected to be realized

An uncertain tax position is recognized as benefit only if it is more-likely-

than-not that the tax position would be sustained in tax examination being

presumed to occur The benefit recognized for tax position that meets the

more-likely-than-not criteria is measured based on the largest
benefit that

is more than 50 percent likely to be realized taking into consideration the

amounts and probabffities
of the outcome upon settlement For tax positions

not meeting the more-likely-than-not test no tax benefit is recorded Park

recognizes any interest and penalties related to income tax matters in income

tax expense

Pretened Stock

On December 23 2008 Park issued $100 million of Senior Preferred Shares

to the U.S Department of Treasury the Treasury under the Capital Purchase

Program CPP consisting of 100000 shares each with liquidation prefer

ence of $1000 per share In addition on December 23 2008 Park issued

warrant to the Treasury to purchase 227376 common shares These preferred

shares and related warrant are considered permanent equity for accounting

purposes GAAP requires management to allocate the proceeds from the

issuance of the preferred stock between the preferred stock and related

warrant The terms of the preferred shares require management to pay

cumulative dividend at the rate of percent per annum until February 14

2014 and percent thereafter Management determined that the percent

dividend rate is below market value therefore the fair value of the preferred

shares would be less than the $100 million in proceeds Management

determined that reasonable market discount rate is 12 percent for the fair

value of preferred shares Management used the Black-Scholes model for

calculating the fair value of the warrant and related common shares The

allocation between the preferred shares and warrant at December 23 2008

the date of issuance was $95.7 million and $4.3 miffion respectively The

discount on the preferred shares of $4.3 million is being accreted through

retained earnings over 60 month period

1easury Stock

The purchase of Parks common stock is recorded at cost At the date of

retirement or subsequent reissuance the treasury stock account is reduced

by the weighted average cost of the common shares retired or reissued

Comprehensive Income

Comprehensive income consists of net income and other comprehensive

income loss Other comprehensive income loss includes unrealized gains

and losses on securities available for sale changes in the funded status of the

Companys Defined Benefit Pension Plan and the unrealized net holding gains

and losses on the cash flow hedge which are also recognized as separate

components
of equity

Stock Based Compensation

Compensation cost is recognized for stock options and stock awards issued to

employees and directors based on the fair value of these awards at the date

of grant Black-Scholes model is utilized to estimate the fair value of stock

options while the market price of Parks common stock at the date of grant

is used for stock awards Compensation cost is recognized over the required

service period generally defined as the vesting period Park did not grant any
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stock options during 2010 2009 or 2008 No stock options vested in 2010

2009 or 2008 Park granted 7020 7020 and 7200 shares of common stock

to its directors in 2010 2009 and 2008 respectively

Deilvatlve instniments

At the inception of derivative contract the Company designates the derivative

as one of three types based on the Companys intentions and belief as to likely

effectiveness as hedge These three types are hedge of the fair value of

recognized asset or liability or of an unrecognized firm commitment fair

value hedge hedge of forecasted transaction or the
variability

of cash

flows to be received or paid related to recognized asset or liabifity cash

flow hedge or an instrument with no hedging designation stand-alone

derivative For fair value hedge the gain or loss on the derivative as well

as the offsetting loss or gain on the hedged item are recognized in current

earnings as fair values change For cash flow hedge the gain or loss on the

derivative is reported in other comprehensive income and is reclassified into

earnings in the same periods during which the hedged transaction affects

earnings For both types of hedges changes in the fair value of derivatives that

are not highly effective in hedging the changes in fair value or expected cash

flows of the hedged item are recognized immediately in current earnings

Changes in the fair value of derivatives that do not qualify for hedge accounting

are reported currently in earnings as noninterest income

The Company formally documents the relationship between derivatives and

hedged items as well as the risk-management objective and the
strategy

for

undertaking hedge transactions at the inception of the hedging relationship

This documentation includes linking fair value or cash flow hedges to specific

assets and liabilities on the Consolidated Balance Sheet or to specific firm

commitments or forecasted transactions The Company also formally assesses

both at the hedges inception and on an ongoing basis whether the derivative

instruments that are used are highly effective in
offsetting changes in fair values

or cash flows of the hedged items The Company discontinues hedge accounting

when it determines that the derivative is no longer effective in
offsetting changes

in the fair value or cash flows of the hedged item the derivative is settled or

tenninates hedged forecasted transaction is no longer probable hedged

firm commitment is no longer firm or treatment of the derivative as hedge

is no longer appropriate or intended

When hedge accounting is discontinued subsequent changes in fair value of

the derivative are recorded as noninterest income When fair value hedge is

discontinued the hedged asset or liability is no longer adjusted for changes in

fair value and the
existing

basis adjustment is amortized or accreted over the

remaining life of the asset or liability When cash flow hedge is discontinued

but the hedged cash flows or forecasted transactions are still expected to occur

gains or losses that were accumulated in other comprehensive income are

amortized into earnings over the same periods which the hedged transactions

will affect earnings

Fair Value Measurement

Fair values of financial instruments are estimated using relevant market infor

mation and other assumptions as more fully
disclosed in Note 21 of these

Notes to Consolidated Financial Statements Fair value estimates involve

uncertainties and matters of
significant judgment regarding interest rates

credit risk prepayments and other factors especially in the absence of broad

markets for particular items Changes in assumptions or in market conditions

could
significantly affect the estimates

1anstero of Financial Assets

Transfers of financial assets are accounted for as sales when control over

the assets has been relinquished Control over transferred assets is deemed

to be surrendered when the assets have been isolated from the Company the

transferee obtains the right free of conditions that constrain it from taking

advantage of that right to pledge or exchange the transferred assets and the

Company does not maintain effective control over the transferred assets through

an agreement to repurchase them before their maturity

Retirement Plans

Pension expense is the net of service and interest cost return on plan assets

and amortization of gains and losses not immediately recognized Employee

401k plan expense is the amount of matching contributions Deferred

compensation and supplemental retirement plan expense allocates the

benefits over years of service

Earnings Per Common Share

Basic earnings per common share is net income available to common stock

holders divided by the weighted average number of common shares outstanding

during the period Diluted earnings per common share includes the dilutive

effect of additional
potential common shares issuable under stock options

warrants and convertible securities Earnings and dividends per common

share are restated for any stock
splits

and stock dividends through the date

of issuance of the consolidated financial statements

Adoption of New Accounting Pronouncements

Accounting for Transfers of Financial Assets In June 2009 FASB issued

SFAS No 166 Accountingfor Transfers of FinancialAssetsan amend

ment of FASB Statement No 140 This removes the concept of qualifying

special-purpose entity
from

existing
GAAP and removes the exception from

applying FASB ASC 810-10 Consolidation FASB Interpretation No 46 revised

December 2003 Consolidation of Variable Interest Entities to qualifying

special purpose entities The objective of this new guidance is to improve the

relevance representational faithfulness and comparability of the information

that reporting entity provides in its financial statements about transfer of

financial assets which includes loan participations the effects of transfer on

its financial position financial performance and cash flows and transferors

continuing involvement in transferred financial assets The Companys adoption

of this new guidance on January 2010 did not have material impact on

Parks consolidated financial statements

Amendments to FASB Interpretation No 46R In June 2009 FASB

issued SFAS No 167 Amendments to FASB Interpretation No 46R ASC

810 The objective of this new guidance is to amend certain requirements of

FASB Interpretation No 46 revised December 2003 Consolidation of

Variable Interest Entities to improve financial reporting by enterprises

involved with variable interest entities and to provide more relevant and

reliable information to users of financial statements The Companys adoption

of this new guidance on January 2010 had no impact on Parks consolidated

financial statements

Improving Disclosures About Fair Value Measurements In January

2010 the FASB issued an amendment to Fair Value Measurements and

Disclosures Topic 820 Improving DisciosuresAbout Fair Value

Measurements This amendment requires new disclosures regarding

significant transfers in and out of Level and fair value measurements

and the reasons for the transfers This amendment also requires that

reporting entity present separately information about purchases sales

issuances and settlements on gross basis rather than net basis for
activity

in Level fair value measurements using significant unobservable inputs This

amendment also clarifies
existing disclosures on the level of disaggregation in

that the reporting entity needs to use judgment in determining the appropriate

classes of assets and liabilities and that reporting entity should provide dis

closures about the valuation techniques and inputs used to measure fair value

for both recurring and nonrecurring fair value measurements for Level and

The new disclosures and clarifications of
existing disclosures for ASC 820 are

effective for interim and annual reporting periods beginning after December 15

2009 except for the disclosures about purchases sales issuances and settle

ments in the roll forward of
activity in Level fair value measurements Those

disclosures are effective for fiscal years beginning after December 15 2010

and for interim periods within those fiscal
years The adoption of ASC 820 did

not have material effect on the Companys consolidated financial statements
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Disclosures about the Credit Quality of Financing Receivables and

the Allowance for Credit Losses In July 2010 FASB issued Accounting

Standards Update 2010-20 Disclosures about the Credit Quality ofFinancing

Receivables and theAllowance for Credit Losses ASU 2010-20 to address

concerns about the sufficiency transparency and robustness of credit risk

disclosures for finance receivables and the related allowance for credit losses

This ASU requires new and enhanced disclosures at disaggregated levels specif

ically
defined as portfolio segments and classes Among other things the

expanded disclosures include roll-forward schedules of the allowance for credit

losses and information regarding the credit quality of receivables as of the end

of reporting period New and enhanced disclosures are required for interim

and annual periods ending after December 15 2010 although the disclosures

of reporting period activity are required for interim and annual periods begin

ning after December 15 2010 The adoption of the new guidance impacts

annual disclosures within the Annual Report for the period ended December

31 2010 and wifi impact disclosures within interim financial statements in

future periods but wifi not have an impact on the Companys consolidated

financial statements

No 2011-01 Receivables Topic 310 Deferral of the Effective Date

of Disclosures about Troubled Debt Restructurings in Update No

2010-20 In January 2011 FASB issued Accounting Standards Update

2011-01 Deferral of the Effective Date of Disclosures about Troubled Debt

Rest ructurings in Update No 2010-20 ASU 2011-01 ASU 2011-01 was

issued as result of concerns raised from stakeholders that the introduction of

new disclosure requirements paragraphs 310-10-50-31 through 50-34 of the

FASB Accounting Standards Codification about troubled debt restructurings in

one reporting period followed by change in what constitutes troubled debt

restructuring shortly
thereafter would be burdensome for preparers and may

not provide financial statement users with useful information

ORGANIZATION AND ACQUISITIONS

Park National Corporation is multi-bank holding company headquartered in

Newark Ohio Through its banking subsidiaries The Park National Bank PNB
and Vision Bank YB Park is engaged in general commercial banking and

trust business primarily in Ohio Baldwin County Alabama and the panhandle

of Florida wholly-owned subsidiary of Park Guardian Financial Services

Company GFSC began operating in May 1999 GFSC is consumer finance

company located in Central Ohio PNB operates through eleven banking

divisions with the Park National Division headquartered in Newark Ohio

the Fairfield National Division headquartered in Lancaster Ohio The Park

National Bank of Southwest Ohio Northern Kentucky Division headquartered

in Milford Ohio the First-Knox National Division headquartered in Mount

Vernon Ohio the Farmers and Savings Division headquartered in Loudonville

Ohio the Security National Division headquartered in Springfield Ohio the

Unity National Division headquartered in Piqua Ohio the Richland Bank

Division headquartered in Mansfield Ohio the Century National Division

headquartered in Zanesville Ohio the United Bank Division headquartered in

Bucyrus Ohio and the Second National Division headquartered in Greenville

Ohio YB operates through two banking divisions with the Vision Bank Florida

Division headquartered in Panama City Florida and the Vision Bank Alabama

Division headquartered in Gulf Shores Alabama All of the Ohio-based banking

divisions provide the following principal services the acceptance of deposits

for demand savings and time accounts commercial industrial consumer and

real estate lending including installment loans credit cards home equity lines

of credit commercial leasing trust services cash management safe deposit

operations electronic funds transfers and variety of additional banking-

related services YB with its two banking divisions provides the services

mentioned above with the exception of commercial leasing See Note 23

of these Notes to Consolidated Financial Statements for financial information

on the Corporations operating segments

On March 2007 Park acquired all of the stock and outstanding stock

options of Vision Bancshares Inc for $87.8 million in cash and 792937

shares of Park common stock valued at $83.3 miffion or $105.00 per share

The goodwill recognized as result of this acquisition was $109.0 million

The fair value of the acquired assets of Vision was $686.5 million and the fair

value of the liabilities assumed was $624.4 million at March 2007 Iuring

the fourth quarter of 2007 Park recognized $54.0 miffion impairment charge

to the Vision goodwill In addition Park recognized an additional impairment

charge to the remaining Vision goodwill of $55.0 miffion during the third

quarter of 2008 The goodwill impairment charge of $55.0 million in 2008

reduced income tax expense by approximately $1 million The goodwill impair

ment charge of $54.0 miffion in 2007 had no impact on income tax expense

At the time of the acquisition Vision operated two bank subsidiaries both

named Vision Bank which became bank subsidiaries of Park on March

2007 On July 20 2007 the bank operations of the two Vision Banks were

consolidated under
single

charter through the merger of the Vision Bank

headquartered in Gulf Shores Alabama with and into the Vision Bank head

quartered in Panama City Florida Vision Bank operates under Florida

banking charter and has 17 branch locations in Baldwin County Alabama

and in the Florida panhandle

RESTRICTIONS ON CASH AND DUE FROM BANKS

The Corporations two bank subsidiaries are required to maintain average

reserve balances with the Federal Reserve Bank The average required reserve

balance was approximately $37.8 nilhion at December 31 2010 and $31.9

miffion at December 31 2009 No other compensating balance arrangements

were in existence at December 31 2010

INVESTMENT SECURITIES

The amortized cost and fair value of investment securities are shown in the

following table Management performs quarterly evaluation of investment

securities for any other-than-temporary impairment

During 2010 Park recognized an other-than-temporary impairment charge

of $23000 related to an equity investment in financial institution which is

recorded in other expenses within the Consolidated Statements of Income

During 2009 Park recognized impairment losses of $0.6 miffion related to

equity investments in several financial institutions Since these are equity

securities no amounts were recognized in other comprehensive inconie

at the time of the impairment recognition

Investment securities at December 31 2010 were as follows

Gross Gross

Unrealized Unrealized

Amortized Holding Holding Estimated

In thousands Cost Gains Losses Fair Value

2010

Securities Available-for-Sale

Obligations of U.S Treasury and

other U.S Government

sponsored entities 272301 2968 1956 273313

Obligations of states and

political subdivisions 10815 281 52 11044

U.S Government sponsored

entities asset-backed securities 990204 30633 9425 1011412

Otherequitysecurities 938 858 43 1753

Total $1274258 $34740 $11476 $1297522

2010

Securities Held-to-Maturity

Obligations of states and

political subdivisions 3167 3174

U.S Government sponsored

entities asset-backed securities 670403 17157 4620 682940

Total 673570 $17164 4620 686114

Parks U.S Government sponsored entity asset-backed securities consisted of

15-year residential mortgage-backed securities and collateralized mortgage

obligationsCMOs At December 31 2010 the amortized cost of Parks AFS

and held-to-maturity mortgagebacked securities was $988.5 million and

$0.1 millionrespectively At December 31 2010 the amortized cost of

Parks AFS and held-to-maturity CMOs was $1.7 million and $670.3

miiilon respectively
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Other investment securities as shown on the Consolidated Balance Sheets

consist of stock investments in the Federal Home Loan Bank and the Federal

Reserve Bank Park owned $61.8 million of Federal Home Loan Bank stock

and $6.9 million of Federal Reserve stock at December 31 2010 Park owned

$62.0 million of Federal Home Loan Bank stock and $6.9 million of Federal

Reserve Bank stock at December 31 2009

Management does not believe any individual unrealized loss as of December 31

2010 or December 31 2009 represents an other-than-temporary impairment

The unrealized losses on debt securities are primarily the result of interest rate

changes These conditions will not prohibit Park from receiving its contractual

principal and interest payments on these debt securities The fair value of these

debt securities is expected to recover as payments are received on these securi

ties and they approach maturity

Should the impairment of any of these securities become other-than-temporar

the cost basis of the investment will be reduced and the
resulting

loss recog

nized in net income in the period the other-than-temporary impairment is

identified

The following table provides detail on investment securities with unrealized

losses aggregated by investment category and length of time the individual

securities had been in continuous loss position at December 31 2010

Less than 12 Months 12 Months or Longer Total

Fair Unrealized Fair Unrealized Fair Unrealized

In thousands Value Losses Value Losses Value Losses

2010

Securities

Available-for-Sale

Obligations of U.S

Treasury and other

U.S Government

sponsored entities 74379 1956 74379 1956

Obligations of

states and

political

subdivisions 1459 52 1459 52

U.S Government

sponsored entities

asset-backed

securities 418156 9425 418156 9425

Other equity securities 74 29 221 14 295 43

Total $494068 $11462 $221 $14 $494289 $11476

2010

Securities

Held-to-Maturity

U.S Government

sponsored entities

asset-backed

securities $297584 4620 $297584 4620

Investment securities at December 31 2009 were as follows

Gross Gross

Unrealized Unrealized

Amortized Holding Holding Estimated

In thousands Cost Gains Losses Fair Value

2009

Securities Available-for-Sale

Obligations of U.S Treasury

and other U.S Government

sponsored entities 349899 389 $2693 347595

Obligations of states and

political subdivisions 15189 493 15 15667

U.S Government sponsored

entities asset-backed securities 875331 47572 922903

Other equity securities 962 656 56 1562

Total $1241381 $49110 $2764 $1287727

2009

Securities Held-to-Maturity

Obligations of states and

political subdivisions 4456 25 4481

U.S Government sponsored

entities asset-backed securities 502458 16512 518969

Total 506914 $16537 523450

The following table provides detail on investment securities with unrealized

losses aggregated by investment category and length of time the individual

securities had been in continuous loss position at December 31 2009

Less than 12 Months 12 Months or Longer Total

Fair Unrealized Fair Unrealized Fair Unrealized

In thousands Value Losses Value Losses Value Losses

2009

Securities

Available-for-Sale

Obligations of

states and

political

subdivisions $257206 $2693 $257206 $2693

U.S Government

sponsored entities

asset-backed

securities 295 15 295 15

Other equity securities 202 56 202 56

Total $257501 $2708 $202 $56 $257703 $2764

2009

Securities

Held-to-Maturity

U.S Government

sponsored entities

asset-backed

securities 50 50

The amortized cost and estimated fair value of investments in debt securities at

December 31 2010 are shown in the following table by contractual maturity or

the expected call date except for asset-backed securities which are shown as

single total due to the unpredictabffity of the timing in principal repayments

Amortized Estimated

In thousands Cost Fair Value

Securities Available-for-Sale

U.S Treasury and sponsored entities notes

Due within one year $149986 152913

Due one through five
years 54335 52627

Due five through ten years 67980 67773

Total $272301 273313

Obligations of states and

political subdivisions

Due within one year 7999 8195

Due one through five years 1805 1879

Due over ten years 1011 970

Total 10815 11044

U.S Government sponsored entities

asset-backed securities

Total $990204 $1011412

Securities Held-to-Maturity

Obligations of states and

political subdivisions

Due within one year 2382 2389

Due one through five years 785 785

Total 3167 3174

U.S Government sponsored entities

asset-backed securities

Total $970463 682940

All of Parks securities shown in the above table as U.S Treasury and

sponsored entities notes are callable notes These callable securities

have final maturity in to 12 years but are shown in the table at their

expected call date

Investment securities having book value of $1481 million and $1720 miffion

at December 31 2010 and 2009 respectively were pledged to collateralize

government and trust department deposits in accordance with federal and state

requirements and to secure repurchase agreements sold and as collateral for

Federal Home Loan Bank FHLB advance borrowings

At December 31 2010 $736 million was pledged for government and trust

department deposits $668 million was pledged to secure repurchase agree

ments and $77 miffion was pledged as collateral for FHLB advance borrowings
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At December 31 2009 $952 million was pledged for government and trust

department deposits $658 million was pledged to secure repurchase agree

ments and $110 miffion was pledged as collateral for FHLB advance

borrowings

At December 31 2010 there were no holdings of securities of any one issuer

other than the U.S Government and its sponsored entities in an amount

greater than 10% of shareholders equity

During 2010 Parks management sold investment securities during the

first second and fourth quarters In total these sales resulted in proceeds

of $460.2 million and pre-tax gain of $11.9 million

During the first quarter of 2010 Park sold $200.7 million of U.S Government

sponsored entity mortgage-backed securities for
pre-ta.x gain of $8.3 million

During the second quarter of 2010 Park sold $57 million of U.S Government

sponsored entity mortgage-backed securities for pre-tax gain of $3.5 million

During the fourth quarter of 2010 Park sold $115.8 million of U.S Government

sponsored entity
callable notes for small gain of $45000

During 2009 Park sold $204.3 million of U.S Government sponsored entity

mortgage-backed securities realizing pre-tax gain of $7.3 million No

gross losses were realized in 2010 or 2009

LOANS

The composition of the loan portfolio is as follows

December31 In thousands 2010 2009

Commercial financial and agricultural 737902 751277

Real estate

Commercial 1226616 1130672

Construction 406480 495518

Residential 1692209 1555390

Consumer 666871 704430

Leases 2607 3145

Total loans $4732685 $4640432

Accrued

Loan interest Recorded

tin thousands Balance Receivable Investment

Commercial financial and agricultural 737902 2886 740788

Commercial real estate 1226616 4804 1231420

Construction real estate

Vision commercial land

and development 171334 282 171616

Remaining commercial 195693 622 196315

Mortgage 26326 95 26421

Installment 13127 54 13181

Residential real estate

Commercial 464903 1403 466306

Mortgage 906648 2789 909437

HELOC 260463 1014 261477

Installment 60195 255 60450

Consumer 666871 3245 670116

Leases 2607 56 2663

Total loans $4732685 $17505 $4750190

lncluded within commercial financial and agricultural loans and commercial real estate

loans are an immaterial amount of consumer loans that are not broken out by class

Loans are shown net of deferred origination fees costs and unearned income

of $6.7 million at December 31 2010 and $6.3 million at December 31 2009

Overdrawn deposit accounts of $2.6 million and $3.3 million have been

reclassffied to loans at December 31 2010 and 2009 respectively

December31 In thousands 2009

Impaired loans

Nonaccrual $201001

Restructured accruingl 142

Total impaired loans 201143

Other nonaccrual loans 32543

Total nonaccrual and restructured loans $233686

Loans past due 90 days or more and accruing 14773

Total nonperforming loans $248459

The following table presents the recorded investment in nonaccrual restruc

tured and loans past due 90 days or more and still accruing by class of loans

as of December 31 2010

Loans Past Due

Accruing 90 Days Total

Nonaccrual Restructured or More Nonperforming

in thousands Loans Loans and Accruing Loans

Commercial financial

and agricultural 19276 19276

Commercial real estate 57941 20 57961

Construction real estate

Vision commercial land

and development 87424 87424

Remaining commercial 27080 27080

Mortgage 354 354

Installment 417 13 430

Residential real estate

Commercial 60227 60227

Mortgage 32479 2175 34654

HELOC 964 149 1113

Installment 1195 277 1472

Consumer 1911 1059 2970

Leases

Total loans $289268 $3693 $292961

The following table provides additional information regarding those nonaccrual

loans that are individually evaluated for impairment and those collectively evalu

ated for impairment at December 31 2010

In thousands Nonaccrual

Commercial financial and agricultural 19276

Commercial real estate 57941

Construction real estate

Vision commercial land

and development 87424 86491 933

Remaining commercial 27080 27080

Mortgage 354 354

Installment 417 417

Residential real estate

Commercial 60227 60227

Mortgage 32479 32479

HELOC 964 964

Installment 1195 1195

Consumer 1911 1911

Leases

Total loans $289268 $250933 $38335

Nonperforming loans are summarized as follows at December 31 2009

The composition of the loan portfolio by class of loan as of December 31

2010 is as follows

Loans

Individually

Evaluated for

Impairment

19205

57930

Loans

Collectively

Evaluated for

Impairment

71

11

The majority of the loans
individually

evaluated for impairment were evaluated

using the fair value of the collateral or present value of expected future cash

flows as the measurement method

63



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Impaired loans were as follows at December 31 2009

December31 In thousands 2009

Year-end loans with no allocated allowance

for loan losses 77487

Year-end loans with allocated allowance

for loan losses 123656

Total $201143

Amount of the allowance for loan losses allocated 36721

The following table presents loans individually evaluated for impairment by

class of loans as of December 31 2010

Unpaid Allowance for

Principal Recorded Loan Losses

In thousands Balance Investment Allocated

With no related allowance recorded

Commercial financial

and agricultural 9347 8891

Commercial real estate 24052 19697

Construction real estate

Vision commercial land

and development 23021 20162

Remaining commercial 15192 14630

Residential real estate

Commercial 51261 47009

With an allowance recorded

Commercial financial

and agricultural 11801 10314 3028

Commercial real estate 42263 38233 10001

Construction real estate

Vision commercial land

and development 92122 66329 23585

Remaining commercial 20676 12450 2802

Residential real estate

Commercial 14799 13218 4043

Total $304534 $250933 $43459

Managements general practice is to proactively charge down loans individually

evaluated for impairment to the fair value of the underlying collateral At

December 31 2010 there were $12.5 million in partial charge-offs on loans

individually
evaluated for impairment with no related allowance recorded and

an additional $41.1 million of
partial charge-offs on loans individually evaluated

for impairment that also had specific reserve allocated

The allowance for loan losses included specific reserves related to loans

individually
evaluated for impairment at December 31 2010 and 2009 of

$43.5 miffion and $36.7 miffion respectively related to loans with recorded

investment of $140.5 million and $123.7 million

The average balance of loans individually evaluated for impairment was

$210.4 million $184.7 million and $130.6 million for 2010 2009 and 2008

respectively

Interest income on loans individually evaluated for impairment is recognized

on cash basis after all past due and current principal payments have been

made For the year ended December 31 2010 the Corporation recognized

net reversal to interest income of $1.3 million consisting of $948000 in

interest recognized at PNB and $2.2 million in interest reversed at Vision

on loans that were individually evaluated for impairment as of the end of the

year For the year ended December 31 2009 the Corporation recognized net

reversal to interest income of $1.3 million consisting of $1.8 miffion in interest

recognized at PNB and $3.1 miffion in interest reversed at Vision on loans that

were individually evaluated for impairment as of the end of the year For the

year ended December 31 2008 the Corporation recognized $0.9 miffion in

interest income consisting of $2.8 million in interest recognized at PNB

and $1.9 million in interest reversed at Vision

The following table presents the aging of the recorded investment in past due

loans as of December 31 2010 by class of loans

Past Due

Nonaccrual

Accruing Loans and Loans

Loans Past Due 90 Total

Past Due Days or More Total Total Recorded

In thousands 3089 Days and Accruing Past Due Current Investment

Commercial financial

and agricultural 2247 15622 17869 722919 740788

Commercial real estate 9521 53269 62790 1168630 1231420

Construction real estate

Vision commercial land

and development 2406 65130 67536 104080 171616

Remaining commercial 141 19687 19828 176487 196315

Mortgage 479 148 627 25794 26421

Installment 235 399 634 12547 13181

Residential real estate

Commercial 3281 26845 30126 436180 466306

Mortgage 17460 24422 41882 867555 909437

HELOC 1396 667 2063 259414 261477

Installment 1018 892 1910 58540 60450

Consumer 11204 2465 13669 656447 670116

Leases 2658 2663

Total loans $49393 $209546 $258939 $4491251 $4750190

Managements policy is to
initially place all renegotiated loans troubled

debt restructurings on nonaccrual status At December 31 2010 there were

$80.7 million of troubled debt restructurings included in nonaccrual loan

totals Many of these troubled debt restructurings are performing under the

renegotiated terms At December 31 2010 of the $80.7 miffion in troubled

debt restructurings $50.3 million were included within current loans presented

above Management will continue to review the renegotiated loans and may

determine it appropriate to move certain of these loans back to accrual status

in the future At December 31 2010 Park had commitments to lend $434000

of additional funds to borrowers whose terms had been modified in troubled

debt restructuring

Management utilizes past due information as credit quality
indicator

across the loan portfolio The past due information is the primary credit

quality
indicator within the following classes of loans mortgage loans

and installment loans in the construction real estate segment mortgage

loans HELOC and installment loans in the residential real estate segment

and consumer loans The primary credit indicator for commercial loans

is based on an internal grading system that grades all commercial loans from

to Credit grades are continuously monitored by the respective loan officer

and adjustments are made when appropriate grade of indicates little or

no credit risk and grade of is considered loss Commercial loans with

grades of to pass-rated are considered to be of acceptable credit risk

Commercial loans graded special mention are considered to be watch

list credits and higher loan loss reserve percentage is allocated to these loans

Loans classified as special mention have potential
weaknesses that deserve

managements close attention If left uncorrected these
potential

weaknesses

may result in deterioration of the repayment prospects for the loan or of the

institutions credit position at some future date Commercial loans graded

substandard also considered watch list credits are considered to represent

higher credit risk and as result higher loan loss reserve percentage is

allocated to these loans Loans classified as substandard loans are inadequately

protected by the current sound worth and paying capacity of the obligor or of

the collateral pledged if any Loans so classified have well defined weakness

or weaknesses that jeopardize the liquidation of the debt They are character

ized by the distinct possibility that the institution wifi sustain some loss if the

deficiencies are not corrected Commercial loans that are graded doubtful

are shown as nonperforming and Park generally charges these loans down to

their fair value by taking partial charge-off or recording specific reserve
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Loans classified as doubtful have all the weaknesses inherent in those classified

as substandard with the added characteristic that the weaknesses make collec

tion or liquidation in full on the basis of currently existing facts conditions

and values highly questionable and improbable Any commercial loan graded

an loss is completely charged-off The table below presents the recorded

investment by loan grade at December 31 2010 for all commercial loans

Pass Recorded

In thousands Rated Rated Nonaccrual Rated Investment

Commercial financial

and agricultural 26322 11447 19276 683743 740788

Commercial real estate 57394 26992 57941 1089093 1231420

Construction real estate

Vision commercial land

and development 10220 7941 87424 66031 171616

Remaining commercial 14021 39062 27080 116152 196315

Residential real estate

Commercial 29206 18117 60227 358756 466306

Leases 2663 2663

Total commercial

loans $137163 $103559 $251948 $2316438 $2809108

Management transfers loan to other real estate owned at the time that Park

takes possession of the asset At December 31 2010 and 2009 Park had $44.3

million and $41.2 million respectively of other real estate owned Other real

estate owned at Vision Bank has increased from $35.2 miffion at December 31

2009 to $35.9 million at December 31 2010

Certain of the Corporations executive officers and directors are loan customers

of the Corporations two banking subsidiaries As of December 31 2010 and

2009 loans and lines of credit aggregating approximately $53.6 million and

$56.8 million respectively were outstanding to such parties During 2010

$2.1 million of new loans were made to these executive officers and directors

and repayments totaled $5.3 miffion New loans and repayments for 2009 were

$27.9 million and $9.5 million respectively Additionally during 2009 $20.8

million in loans were removed from the aggregate amount reported

due to the resignation of certain directors

In thousands 2010

Average loans $4642478

Allowance for loan losses

Beginning balance 116717 100088 87102

Charge-offs

Commercial financial and agricultural 8484 10047 2953

Commercial real estate 7748 5662 4126

Construction real estate 23308 21956 34052

Residential real estate 18401 11765 12600

Consumer 8373 9583 9181

Lease financing

Total charge-offs 66314 59022 62916

Recoveries

Commercial financial and agricultural 1237 1010 861

Commercial real estate 850 771 451

Construction real estate 813 1322 137

Residential real estate 1429 1723 1128

Consumer 1763 2001 2807

Lease financing 31

Total recoveries 6092 6830 5415

Net charge-offs 60222 52192 57501

Provision for loan losses 64902 68821 70487

Ending balance 121397 116717 100088

Ratio of net charge-offs to average loans 1.30% 1.14% 1.32%

Ratio of allowance for loan losses to

end of period loans 2.57% 2.52% 2.23%

2008

$4354520

The composition of the allowance for loan losses at December 31 2010 was as follows

Commercial

Financial and Commercial Construction Residential

In thousands Agricultural Real Estate Real Estate Real Estate Consumer Leases Total

Allowance for loan losses

Ending allowance balance attributed to loans

Individually evaluated for impairment 3028 10001 26387 4043 43459

Collectively evaluated for impairment 10556 18514 19807 21802 7228 31 77938

Total ending allowance balance 13584 28515 46194 25845 7228 31 121397

Loan balance

Loans individually evaluated for impairment 19205 57930 $113571 60227 250933

Loans collectively evaluated for impairment 718697 1168686 292909 1631982 666871 2607 4461752

Total ending loan balance $737902 $1226.61 $406480 $1692209 $666871 $2607 $4732685

Allowance for loan losses as percentage of

loan balance

Loans individually evaluated for impairment 15.77% 17.26% 23.23% 6.71% 17.32%

Loans collectively evaluated for impairment 1.47% 1.58% 6.76% 1.34% 1.08% 1.19% 1.74%

Total ending loan balance 1.84% 2.32% 11.36% 1.53% 1.08% 1.19% 2.57%

Recorded investment

Loans individually evaluated for impairment 19205 57930 $113571 60227 250933

Loans collectively evaluated for impairment 721583 1173490 293962 1637443 670116 2663 4499257

Total ending loan balance $740788 $1231420 $407533 $1697670 $670.11 $2663 $4750190

ALLOWANCE FOR LOAN LOSSES

Activity in the allowance for loan losses is summarized as follows

2009

$4594436
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The composition of the allowance for loan losses at December 31 2009 was

as follows

Outstanding Allowance ALL as of

Loan Balance for Loan Losses Loan BalanceIn thousands

Loans collectively evaluated

for impairment $4439289 79996 1.80%

Loans indivdually evaluated

for impairment 201143 36721 18.26%

Total loans and allowance

for loan losses $4640432 $116717 2.52%

Loans
collectively

evaluated for impairment above include all performing loans

at December 31 2010 and 2009 as well as nonperforming loans internally

classified as consumer loans Nonperforming consumer loans are not typically

evaluated for impairment but receive portion of the statistical allocation of

the allowance for loan losses Loans individually
evaluated for impairment

above include all impaired loans internally
classified as commercial loans

at December 31 2010 and 2009 which are evaluated for impairment in

accordance with GAAP see Note of these Notes to Consolidated Financial

Statements

PREMISES AND EQUIPMENT

The major categories of premises and equipment and accumulated

depreciation are summarized as follows

December31 In thousands 2010 2009

Land 23827 23257

Buildings 78185 75583

Equipment furniture and fixtures 61086 56822

Leasehold improvements 6031 6080

Total $169129 $161742

Less accumulated depreciation and amortization 99562 92651

Premises and equipment net 69567 69091

Depreciation and amortization expense
amounted to $7.1 million $7.5 miffion

and $7.5 million for the years ended December 31 2010 2009 and 2008

respectively

The Corporation leases certain premises and equipment accounted for as

operating leases The following is schedule of the future minimum rental

payments required for the next five years under such leases with initial terms

in excess of one year

In thousands

2011 1987

2012 1786

2013 1629

2014 1416

2015 1161

Thereafter 4103

Total $12082

Rent expense was $2.6 million $2.8 million and $2.8 million for the years

ended December 31 2010 2009 and 2008 respectively

DEPOSITS

At December 31 2010 and 2009 noninterest bearing and interest bearing

deposits were as follows

December31 In thousands 2010 2009

Noninterest bearing 937719 897243

Interest bearing 4157701 4290809

Total $5095420 $5188052

At December 31 2010 the maturities of time deposits were as follows

In thousands

$14214092011

3234212012

835572013

695352014

736122015

2369After years

$1973903Total

At December 31 2010 Park had approximately $17.2 million of deposits

received from executive officers directors and their related interests

Maturities of time deposits of over $100000 as of December 31 2010

were

December31 In thousands

months or less 344820

Over months through months 162069

Over months through 12 months 212494

Over 12 months 180454

Total 899837

Note The table above includes brokered deposits of $104.1 million that are included

within the months or less maturity category

SHORT-TERM BORROWINGS

Short-term borrowings were as follows

December31 In thousands 2010 2009

Securities sold under agreements to repurchase

and federal funds purchased $279669 $294219

Federal Home Loan Bank advances 384000 30000

Total short-term borrowings $663669 $324.21

The outstanding balances for all short-term borrowings as of December 31

2010 and 2009 and the weighted-average interest rates as of and paid during

each of the years then ended were as follows

Repurchase Demand

Agreements Federal Notes

and Federal Home Loan Due U.S

Funds Bank Treasury

In thousands Purchased Advances and Other

2010

Ending balance $279669 $384000

Highest
month-end balance 295467 384000

Average daily balance 269260 31679

Weighted-average interest rate

Asof year-end
0.32% 0.19%

Paid during the
year

0.39% 0.39%

2009

Ending balance $294219 30000

Highest month-end balance 303972 442000

Average daily balance 281941 137792

Weighted-average interest rate

As of year-end 0.49% 0.49%

Paid during the year
0.82% 0.66%

At December 31 2010 2009 and 2008 Federal Home Loan Bank

FHLB advances were collateralized by investment securities owned by

the Corporations subsidiary banks and by various loans pledged under

blanket agreement by the Corporations subsidiary banks

See Note of these Notes to Consolidated Financial Statements for the

amount of investment securities that are pledged At December 31 2010

$2071 miffion of commercial real estate and residential mortgage loans were

pledged under blanket agreement to the Filth by Parks subsidiary banks At

December 31 2009 $1959 million of commercial real estate and residential

mortgage loans were pledged under blanket agreement to the Filth by Parks

subsidiary banks
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Note states that $668 million and $658 million of securities were pledged

to secure repurchase agreements as of December 31 2010 and 2009 respec

tively Parks repurchase agreements in short-term borrowings consist of

customer accounts and securities which are pledged on an individual security

basis Parks repurchase agreements with third-party financial institution are

classified in long-term debt See Note 10 of these Notes to Consolidated

Financial Statements

10 LONG-TERM DEBT

Long-term debt is listed below

December 31 2010 2009

Outstanding Average Outstanding Average

In thousands Balance Rate Balance Rate

Total Federal Home Loan Bank advances

by year
of maturity

2010 17560 5.68%

2011 16480 1.99% 16460 1.99%

2012 15500 2.09% 15500 2.09%

2013 500 4.03% 500 4.03%

2014 500 4.23% 500 4.23%

2015 0.00%

Thereafter 302342 3.02% 302371 3.02%

Total $335302 2.93% $352891 3.05%

Total broker repurchase agreements

by year
of maturity

After 2015 $300000 4.04% $300000 4.04%

Total $300000 4.04% $300000 4.04%

Other borrowings by year of maturity

2010 $59 7.97%

2011 63 7.97% 63 7.97%

2012 69 7.97% 69 7.97%

2013 74 7.97% 74 7.97%

2014 81 7.97% 81 7.97%

2015 87 7.97% 87 7.97%

Thereafter 1057 7.97% 1057 7.97%

Total 1431 7.97% 1490 7.97%

Total combined long-term debt

by year
of maturity

2010 17619 5.69%

2011 16523 2.01% 16523 2.01%

2012 15569 2.12% 15569 2.12%

2013 574 4.54% 574 4.54%

2014 581 4.75% 581 4.75%

2015 87 7.97% 87 7.97%

Thereafter 603399 3.54% 603428 3.54%

Total $636733 3.46% $654381 3.52%

Other borrowings consist of capital lease obligation of $1.4 million

pertaining to an arrangement that was part of the acquisition of Vision

on March 2007 and its associated minimum lease payments

Park had approximately $603.4 miffion of long-term debt at December 31

2010 with contractual maturity longer than five years However approximately

$600 million of this debt is callable by the issuer in 2011

At December 31 2010 and 2009 Federal Home Loan Bank FHLB advances

were collateralized by investment securities owned by the Corporations sub

sidiary
banks and by various loans pledged under blanket agreement by the

Corporations subsidiary banks

See Note of these Notes to Consolidated Financial Statements for the

amount of investment securities that are pledged See Note of these Notes

to Consolidated Financial Statements for the amount of commercial real

estate and residential mortgage loans that are pledged to the FHLB

11 SUBORDINATED DEBENTURES/NOTES

As part of the acquisition of Vision on March 2007 Park became the

successor to Vision under the Amended and Restated Trust Agreement

of Vision Bancshares Trust the Trust dated as of December 2005

ii the Junior Subordinated Indenture dated as of December 2005 and

iii the Guarantee Agreement also dated as of December 2005

On December 2005 Vision formed wholly-owned Delaware statutory

business trust Vision Bancshares Trust Trust which issued $15.0

miilion of the Trusts floating
rate preferred securities the Trust Preferred

Securities to institutional investors These Trust Preferred Securities qualify

as Tier capital under Federal Reserve Board guidelines All of the common

securities of Trust are owned by Park The proceeds from the issuance of the

common securities and the Trust Preferred Securities were used by Trust Ito

purchase $15.5 million of junior subordinated notes which carry floating rate

based on three-month LIBOR plus 148 basis points The debentures represent

the sole asset of Trust The Trust Preferred Securities accrue and pay distribu

tions at floating
rate of three-month LIBOR plus 148 basis points per annum

The Trust Preferred Securities are mandatorily redeemable upon maturity of the

notes in December 2035 or upon earlier redemption as provided in the notes

Park has the
right

to redeem the notes purchased by Trust in whole or in part

on or after December 30 2010 As specified in the indenture if the notes are

redeemed prior to maturity the redemption price will be the principal amount

plus any unpaid accrued interest

In accordance with GAAl Trust is not consolidated with Parks financial

statements but rather the subordinated notes are reflected as liability

On December 28 2007 one of Parks wholly-owned subsidiary banks

The Park National Bank PNB entered into Subordinated Debenture

Purchase Agreement with USB Capital Funding Corp Under the terms of the

Purchase Agreement USB Capital Funding Corp purchased from PNB

Subordinated Debenture dated December 28 2007 in the principal amount

of $25 million which matures on December 29 2017 The Subordinated

Debenture is intended to qualify as Tier capital under the applicable regula

tions of the Office of the Comptroller of the Currency of the United States of

America the 0CC The Subordinated Debenture accrues and pays interest

at floating rate of three-month LIBOR plus 200 basis points The Subordinated

Debenture may not be prepaid in any amount prior to December 28 2012

howevet subsequent to that date PNB may prepay without penalty all or

portion of the principal amount outstanding in minimum amount of $5

million or any larger multiple of $5 million The three-month LIBOR rate

was 0.30% at December 31 2010 OnJanuary 2008 Park entered into

an interest rate swap transaction which was designated as cash flow hedge

against the variability
of cash flows related to the Subordinated Debenture of

$25 million see Note 19 of these Notes to Consolidated Financial Statements

On December 23 2009 Park entered into Note Purchase Agreement

dated December 23 2009 with 38 purchasers the Purchasers Under the

terms of the Note Purchase Agreement the Purchasers purchased from Park an

aggregate principal amount of $35.25 million of 10% Subordinated Notes due

December 23 2019 the Notes The Notes are intended to qualify as Tier

Capital under applicable rules and regulations of the Board of Governors of the

Federal Reserve System the Federal Reserve Board The Notes may not be

prepaid in any amount prior to December 23 2014 however subsequent to

that date Park may prepay without penalty all or portion of the principal

amount outstanding Of the $35.25 million in Notes $14.05 million were

purchased by related parties
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12 STOCK OPTiON PLAN

The Park National Corporation 2005 Incentive Stock Option Plan the 2005

Plan was adopted by the Board of Directors of Park on January 18 2005

and was approved by the shareholders at the Annual Meeting of Shareholders

on April 18 2005 Under the 2005 Plan 1500000 common shares are

authorized for
delivery upon the exercise of incentive stock options All of

the common shares delivered upon the exercise of incentive stock options

granted under the 2005 Plan are to be treasury shares At December 31 2010

1421925 common shares were available for future grants under the 2005

Plan Under the terms of the 2005 Plan incentive stock options maybe granted

at price not less than the fair market value at the date of the grant and for an

option term of up to five years No additional incentive stock options may be

granted under the 2005 Plan afterJanuary 17 2015

The fair value of each incentive stock option granted is estimated on the date

of grant using closed form option valuation Black-Scholes model Expected

volatilities are based on historical volatilities of Parks common stock The

Corporation uses historical data to estimate option exercise behavior The

expected term of incentive stock options granted is based on historical data

and represents the period of time that options granted are expected to be

outstanding which takes into account that the options are not transferable

The risk-free interest rate for the expected term of the incentive stock options

is based on the U.S Treasury yield curve in effect at the time of the grant

The activity in the 2005 Plan is listed in the following table for 2010

Weighted Average

Number Exercise Price per Share

January 2010 254892 97.78

Granted

Exercised

Forfeited/Expired 176817 107.85

December 31 2010 78075 74.96

Exercisable at year end 78075

Weighted-average remaining contractual life 1.94 years

Aggregate intrinsic value $0

There were no options granted or exercised in 2010 2009 or 2008

Additionally no expense was recognized for 2010 2009 or 2008

13 BENEFIT PLANS

The Corporation has noncontributory Defined Benefit Pension Plan the

Pension Plan covering substantially
all of the employees of the Corporation

and its subsidiaries The Pension Plan provides benefits based on an employees

years of service and compensation

The Corporations funding policy is to contribute annually an amount that can

be deducted for federal income tax purposes using different actuarial cost

method and different assumptions from those used for financial reporting

purposes Management made $20 million contribution in January 2009

which was deductible on the 2008 tax return and as such was reflected as part

of the deferred tax liabilities at December 31 2008 In addition management

made $10 million contribution in November 2009 which was deductible on

the 2009 tax return and as such is reflected as part of deferred tax liabilities at

December 31 2009 Management contributed $2 million in September 2010

which will be deductible on the 2010 tax return and is reflected in deferred tax

liabilities at December 31 2010 In January 2011 management contributed

$14 miffion of which $12.4 million wifi be deductible on the 2010 tax return

and $1.6 miffion on the 2011 tax return The entire $12.4 million deductible

on the 2010 tax return is reflected as part of the deferred tax liabilities at

December 31 2010 See Note 14 of these Notes to Consolidated Financial

Statements Park does not expect to make any additional contributions to the

Pension Plan in 2011

Using an accrual measurement date of December 31 2010 and 2009 plan

assets and benefit obligation activity
for the Pension Plan are listed below

In thousands 2010 2009

Change in fair value of plan assets

Fair value at beginning of measurement period $75815 $38506

Actual return on plan assets 11296 11689

Company contributions 2000 30000

Benefits paid 3647 4380

Fair value at end of measurement period $85464 $75815

Change in benefit obligation

Projected benefit obligation at beginning of

measurement period $60342 $57804

Service cost 3671 3813

Interest cost 3583 3432

Actuarial loss or gain 10215 327

Benefits paid 3647 4380

Projected benefit obligation at the

end of measurement period $74164 $60342

Funded status at end of year

assets less benefit obligation $11300 $15473

The asset allocation for the Pension Plan as of the measurement date by asset

category was as follows

Percentage of Plan Assets

Asset Category Target Allocation 2010 2009

Equity securities 50% 100% 86% 83%

Fixed income and cash equivalents remaining balance 14% 17%

Total 100% 100%

The investment policy as established by the Retirement Plan Committee is

to invest assets according to the target allocation stated above Assets will be

reallocated periodically based on the investment
strategy

of the Retirement

Plan Committee The investment policy is reviewed periodically

The expected long-term rate of return on plan assets was 7.75% in 2010

and 2009 This return was based on the expected return of each of the asset

categories weighted based on the median of the
target

allocation for each class

The accumulated benefit obligation for the Pension Plan was $63.5 million

and $52.6 million at December 31 2010 and 2009 respectively

On November 17 2009 the Park Pension Plan completed the purchase of

115800 common shares of Park for $7.0 million or $60.45 per share At

December 31 2010 and 2009 the fair value of the 115800 common shares

held by the Pension Plan was $8.4 million or $72.67 per share and $6.8

million or $58.88 per share respectively

The weighted average assumptions used to determine benefit obligations at

December 31 2010 and December 31 2009 were as follows

2010 2009

Discount rate 5.50% 6.00%

Rate of compensation increase 3.00% 3.00%

The estimated future pension benefit payments reflecting expected future

service for the next ten years are shown below in thousands

2011 4114

2012 4372

2013 5432

2014 5957

2015 6146

20162020 35867

Total $61888
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The following table shows ending balances of accumulated other

comprehensive income loss at December 31 2010 and 2009

In thousands 2010 2009

Prior service cost 93 115

Net actuarial loss 24410 20654

Total 24503 20769

Deferred taxes 8576 7269

Accumulated other comprehensive loss $15927 $13500

Using an actuarial measurement date of December 31 for 2010 2009 and

2008 components of net periodic benefit cost and other amounts recognized in

other comprehensive income loss were as follows

In thousands 2010 2009 2008

Components of net periodic benefit cost and

other amounts recognized in Other

Comprehensive Income Loss

Service cost $3671 3813 3451

Interest cost 3583 3432 3157

Expected return on plan assets 5867 4487 4608

Amortization of prior service cost 22 34 34

Recognized net actuarial loss 1079 2041

Net periodic benefit cost $2488 4833 2034

Change to net actuarial loss/gain

for the period $4835 7591 $25000

Amortization of prior service cost 22 34 42

Amortization of net loss 1079 2041

Total recognized in other

comprehensive 1055/income 3734 9666 24958

Total
recognized in net benefit cost

and other comprehensive Ioss/income $6222 4833 $26992

The estimated prior service costs for the Pension Plan that will be amortized

from accumulated other comprehensive income into net periodic benefit cost

over the next fiscal year is $20 thousand The estimated net actuarial loss

expected to be recognized in the next fiscal year is $1.4 million

The weighted average assumptions used to determine net periodic benefit cost

for the years ended December 31 2010 and 2009 are listed below

2010 2009

Discount rate 6.00% 6.00%

Rate of compensation increase 3.00% 3.00%

Expected long-term return on plan assets 7.75% 7.75%

Management believes the 7.7 5% expected long-term rate of return is an

appropriate assumption given historical performance of the SP 500 Index

which management believes is good indicator of future performance of

Pension Plan assets

The Pension Plan maintains cash in Park National Bank savings account

with balance of $0.7 million at December 31 2010

GAAP defines fair value as the price that would be received by Park for an asset

or paid by Park to transfer liabifity an exit price in an orderly transaction

between market participants on the measurement date using the most advan

tageous market for the asset or liability The fair values of equity securities

consisting of mutual fund investments and common stock held by the Pension

Plan and the fixed income and cash equivalents are determined by obtaining

quoted prices on nationally recognized securities exchanges Level inputs

The market value of Pension Plan assets at December 31 2010 was $85.5

million At December 31 2010 $73.5 million of equity investments in the

Pension Plan were categorized as Level inputs $12.0 million of plan invest

ments in corporate and U.S government agency bonds are categorized as Level

inputs as fair value is based on quoted market prices of comparable instru

ments and no investments are categorized as Level inputs The market value

of Pension Plan assets was $75.8 million at December 31 2009 At December

31 2009 $63.0 million of investments in the Pension Plan were categorized as

Level inputs $12.8 million were categorized as Level and no investments

were categorized as Level

The Corporation has voluntary salary deferral plan covering substantially all

of the employees of the Corporation and its subsidiaries Eligible employees

may contribute portion of their compensation subject to maximum
statutory

limitation The Corporation provides matching contribution established

annually by the Corporation Contribution expense for the Corporation was $1.0

million $1.5 miffion and $2.0 million for 2010 2009 and 2008 respectively

The Corporation has Supplemental Executive Retirement Plan SERP cover

ing certain key officers of the Corporation and its subsidiaries with defined

pension benefits in excess of limits imposed by federal tax law At December 31

2010 and 2009 the accrued benefit cost for the SERP totaled $7.2 miffion and

$7.4 million respectively The expense for the Corporation was $0.5 million for

both 2010 and 2009 and $0.6 million for 2008

14 INCOME TAXES

Deferred income taxes reflect the net tax effects of temporary differences

between the carrying amounts of assets and liabilities for financial reporting

purposes and the amounts used for income tax purposes Significant compo

nents of the Corporations deferred tax assets and liabilities are as follows

December31 in thousands 2010 2009

Deferred tax assets

Allowance for loan losses $43958 $42236

Accumulated other comprehensive loss

interest rate swap 572 519

Accumulated other comprehensive loss

pension plan 8576 7269

Intangible assets 2156 2756

Deferred compensation 4123 4348

OREO devaluations 6174 2380

State net operating loss carryforwards 2812 1725

Other 4988 5273

Valuation allowance 712

Total deferred tax assets $72647 $66506

Deferred tax liabilities

Accumulated other comprehensive

income unrealized gains on securities 8142 $16221

Deferred investment income 10199 10201

Pension plan 16835 12664

Mortgage servicing rights 3671 3773

Purchase accounting adjustments 2150 3228

Other 2176 1285

Total deferred tax liabilities $43173 $47372

Net deferred tax assets $29474 $19134

Park performs an analysis to determine if valuation allowance againstdeferred

tax assets is required in accordance with GAAP Vision Bank is subjectto state

income tax in Alabama and Florida state tax benefit of $1.16 millionwas

recorded by Vision Bank consisting of gross benefit of $2.26 million and

valuation allowance of $1.10 million In the schedule of deferred taxesthe

valuation allowance is shown net of the federal tax benefit of $384000

Management has determined that the likelihood of
realizing

the full deferred tax

asset on state net operating loss carryforwards fails to meet the more likely than

not level The net operating loss carryforward period for the state of Alabama

and Florida are years and 20 years respectively merger of Vision Bank into

Park National Bank would ensure the future utffization of the state net operating

loss cairyforward at Vision Bank Howevee management is not certain when

merger of Vision Bank into Park National Bank can take place and as result

has decided to record valuation allowance against new state tax benefit of

losses at Vision Bank until management has better understanding of the timing

and likelihood of merger of Vision Bank into Park National Bank

Management has determined that it is not required to establish valuation

allowance against remaining deferred tax assets in accordance with GAAP

since it is more likely than not that the deferred tax assets will be
fully

utilized

in future periods
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The components of the provision for federal and state income taxes are shown

below

December31 in thousands 2010 2009 2008

Currently payable

Federal $26130 $32148 $23645

State 109 273 44

Deferred

Federal 345 6745 697

State 2366 2187 2287

Valuation allowance

Federal

State 1096

Total $25314 $22943 $22011

The following is reconciliation of federal income tax expense to the amount

computed at the
statutory

rate of 35% for the years
ended December 31 2010

2009 and 2008

December31 2010 2009 2008

Statutory federal corporate tax rate 35.0% 35.0% 35.0%

Changes in rates resulting from

Tax-exempt interest income net of

disallowed interest 1.2% .3% 3.5%

Bank owned life insurance .8% .8% 5.0%

Tax credits low income housing 5.0% 4.8% 11 .7%

Goodwill impairment
50.7%

State income tax espense net of

federal benefit 1.5% .6% 4.2%

Valuation allowance net of

federal benefit 0.7%

Other 0.8% 1.9% 0.3%

Effective tax rate 25.4% 23.6% 61.6%

Park and its Ohio-based subsidiaries do not pay state income tax to the state

of Ohio but pay franchise tax based on their year-end equity The franchise

tax expense is included in the state tax expense and is shown in state taxes

on Parks Consolidated Statements of Income Vision Bank is subject to state

income tax in the states of Alabama and Florida State income tax benefit for

Vision Bank is included in income taxes on Parks Consolidated Statements

of Income Vision Banks 2010 state income tax benefit was $1.16 million net

of the recorded valuation allowance

Unrecognized Tax Benefits

The following is reconciliation of the beginning and ending amount of

unrecognized tax benefits

In thousands

January Balance

Additions based on tax

positions related to the

current year

Additions for tax positions

of prior years

Reductions for tax positions

of prior years

Reductions due to

statute of limitations

December31 Balance

2010 2009 2008

$595 $783 $828

69 64 102

18

131 189 15

63 63 150

$477 $595 $783

The amount of unrecogilized tax benefits that if recognized would favorably

affect the effective income tax rate in the future periods at December 31 2010

2009 and 2008 was $370000 $504000 and $704000 respectively Park does

not expect the total amount of unrecognized tax benefits to significantly increase

or decrease during the next year

The income/expense related to interest and penalties recorded in the

Consolidated Statements of Income for the years ended December 31 2010

2009 and 2008 was $lO500 $18000 and $16000 respectively The

amount accrued for interest and penalties at December 31 2010 2009 and

2008 was $60500 $71000 and $89000 respectively

Park and its subsidiaries are subject to U.S federal income tax Some of Parks

subsidiaries are subject to state income tax in the following states Alabama

Florida California and Kentucky Park is no longer subject to examination by

federal or state taxing authorities for the tax year 2006 and the years prior

The 2007 and 2008 federal income tax returns of Park National Corporation

are currently under examination by the Internal Revenue Service Additionally

the 2009 State of Ohio franchise tax return is currently under examination

Park does not expect material adjustments from the examinations

15 OThER COMPREHENSIVE INCOME LOSS
Other comprehensive income loss components and related taxes are shown

in the following table for the years ended December 31 2010 2009 and 2008

Year ended December 31 Before-Tax Tax Net-of-Tax

In thousands Amount Effect Amount

2010

Unrealized losses on available-for-sale

securities $11218 $3926 7292

Reclassification adjustment for gains

realized in net income 11864 4152 7712

Unrealized net holding loss on

cash flow hedge 151 53 98

Changes in pension plan assets and

benefit obligations recognized in

Other Comprehensive Income 3734 1307 2427

Other comprehensive loss $26967 $9438 $17529

2009

Unrealized gains on available-for-sale

securities 5012 1754 3258

Reclassification adjustment for gains

realized in net income 7340 2569 4771

Unrealized net holding gain on

cash flow hedge 454 159 295

Changes in pension plan assets and

benefit obligations recognized in

Other Comprehensive Income 9666 3383 6283

Other comprehensive income 7792 2727 5065

2008

Unrealized gains on available-for-sale

securities 48324 $16913 31411

Reclassification adjustment for gains

realized in net income 1115 390 725

Unrealized net holding loss on

cash flow hedge 1937 678 1259

Changes in pension plan assets and

benefit obligations recognized in

Other Comprehensive Income 24958 8735 16223

Other comprehensive income 20314 7110 13204

The ending balance of each component of accumulated other comprehensive

income loss was as follows as of December 31

In thousands 2010 2009

Pension benefit adjustments $t15927 $13500

Unrealized net holding loss on cash flow hedge 1062 964

Unrealized net holding gains on AFS Securities 15121 30125

Total accumulated other

comprehensive income loss 1868 15661
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16 EARNINGS PER COMMON SHARE

GAAP requires the reporting of basic and diluted earnings per common share

Basic earnings per common share excludes any dilutive effects of options

warrants and convertible securities

2010 2009 2008

$68410 $68430 $13566

15152692 14206335 13965219

3043 114

15155735 14206335 13965333

$451 $4.82 $0.97

$4.51 $4.82 $0.97

As of December 31 2010 and 2009 options to purchase 78075 and

254892 common shares respectively were outstanding under Parks 2005

Plan warrant to purchase 227376 common shares was outstanding at both

December 31 2010 and 2009 as result of Parks participation in the CPP

Warrants to purchase an aggregate of 71984 common shares were outstanding

at December 31 2010 as result of the issuance of common stock and

warrants which closed on December 10 2010 In addition warrants to

purchase an aggregate of 500000 common shares were outstanding at

December 31 2009 as result of the issuance of common stock and

warrants which closed on October 30 2009 All warrants issued on

October 30 2009 had been exercised or expired as of December 31 2010

The common shares represented by the options and the warrants at December

31 2010 and 2009 totaling weighted average of 382445 and 642405

respectively were not included in the computation of diluted earnings per

common share because the respective exercise prices exceeded the market

value of the underlying common shares such that their inclusion would have

had an anti-dilutive effect The warrant to purchase 227376 common shares is

not included in the 382445 at December 31 2010 as the dilutive effect of this

warrant pertaining to the CPP was 3043 shares of common stock at December

31 2010 The exercise price of this warrant is $65.97

17 DIVIDEND RESTRICTIONS

Bank regulators limit the amount of dividends subsidiary bank can declare

in any calendar year
without obtaining prior approval At December 31 2010

approximately $52.8 million of the total stockholders equity of PNB was avail

able for the payment of dividends to the Corporation without approval by the

applicable regulatory authorities Vision Bank is currently not permitted to pay

dividends to the Corporation

18 FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

AND FINANCIAL INSTRUMENTS WITH CONCENTRATIONS OF

CREDIT RISK

The Corporation is party to financial instruments with off-balance sheet risk

in the normal course of business to meet the financing needs of its customers

These financial instruments include loan commitments and standby letters of

credit The instruments involve to varying degrees elements of credit and inter

est rate risk in excess of the amount recognized in the consolidated financial

statements

The Corporations exposure to credit loss in the event of nonperformance by

the other party to the financial instrument for loan commitments and standby

letters of credit is represented by the contractual amount of those instruments

The Corporation uses the same credit
policies

in making commitments and

conditional obligations as it does for on-balance sheet instruments Since

many of the loan commitments may expire without being drawn upon the total

commitment amount does not necessarily represent future cash requirements

The credit risk involved in issuing letters of credit is essentially the same as

that involved in extending loan commitments to customers

The total amounts of off-balance sheet financial instruments with credit risk

were as follows

December31 in thousands 2010 2009

Loan commitments $716598 $955257

Standby letters of credit 24462 36340

The loan commitments are generally for variable rates of interest

The Corporation grants retail commercial and commercial real estate loans

to customers primarily located in Ohio Baldwin County Alabama and the pan

handle of Florida The Corporation evaluates each customers creditworthiness

on case-by-case basis The amount of collateral obtained if deemed necessary

by the Corporation upon extension of credit is based on managements credit

evaluation of the customer Collateral held varies but may include accounts

receivable inventory propert plant and equipment and income-producing

commercial properties

Although the Corporation has diversified loan portfolio substantial

portion of the borrowers ability to honor their contracts is dependent upon

the economic conditions in each borrowers geographic location and industry

19 DERIVATIVE INSTRUMENTS

FASB ASC 815 Derivatives and Hedging establishes accounting and reporting

standards for derivative instruments including certain derivative instruments

embedded in other contracts and for hedging activities As required by GAAI

the Company records all derivatives on the Consolidated Balance Sheets at fair

value The accounting for changes in the fair value of derivatives depends on

the intended use of the derivatives and the resulting designation Derivatives

used to hedge the exposure to changes in the fair value of an asset liability

or firm commitment attributable to particular risk such as interest rate risk

are considered fair value hedges Derivatives used to hedge the exposure to

variability in expected future cash flows or other types of forecasted trans

actions are considered cash flow hedges

For derivatives designated as cash flow hedges the effective portion of changes

in the fair value of the derivatives is initially reported in other comprehensive

income outside of earnings and subsequently reclassified into earnings when

the hedged transaction affects earnings with any ineffective portion of changes

in the fair value of the derivative recognized directly
in earnings The Company

assesses the effectiveness of each hedging relationship by comparing the

changes in cash flows of the derivative hedging instrument with the changes

in cash flows of the designated hedged item or transaction

During the first quarter of 2008 the Company executed an interest rate swap to

hedge $25 million floating-rate
subordinated note that was entered into by

PNB during the fourth quarter of 2007 The Companys objective in using this

derivative is to add stabifity to interest expense and to manage its exposure to

interest rate risk Our interest rate swap involves the receipt of variable-rate

amounts in exchange for fixed-rate payments over the life of the agreement

without exchange of the underlying principal amount and has been designated

as cash flow hedge

At December 31 2010 and 2009 the interest rate swaps fair value of $1.6

million and $1.5 million respectively was included in other liabilities No

hedge ineffectiveness on the cash flow hedge was recognized during the twelve

months ended December 31 2010 or 2009 At December 31 2010 the vari

able rate on the $25 million subordinated note was 2.30% 3-month IIBOR

plus 200 basis points and Park was paying 6.0 1% 4.0 1% fixed rate on the

interest rate swap plus 200 basis points

For the twelve months ended December 31 2010 and 2009 the change in the

fair value of the interest rate swap reported in other comprehensive income

was loss of $98000 net of taxes of $53000 and income of $295000 net

The following table sets forth the computation of basic and diluted earnings

per common share

Year ended December31

in thousands except per share data

Numerator

Net income available to

common shareholders

Denominator

Basic earnings per common share

Weighted-average shares

Effect of dilutive securities stock options

and warrants

Diluted earnings per common share

Adjusted weighted-average shares

and assumed conversions

Earnings per common share

Basic earnings per common share

Diluted earnings per common share
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of taxes of $159000 respectively Amounts reported in accumulated other

comprehensive income related to the interest rate swap will be reclassified

to interest expense as interest payments are made on the Companys variable-

rate debt

As of December 31 2010 and 2009 no derivatives were designated as fair value

hedges or hedges of net investments in foreign operations Additionally the

Company does not use derivatives for trading or speculative purposes

As of December 31 2010 and December 31 2009 Park had mortgage loan

interest rate lock commitments outstanding of approximately $14.5 million and

$17.5 million respectively Park has specific forward contracts to sell each of

these loans to third party investor These loan commitments represent deriva

tive instruments which are required to be carried at fair value The derivative

instruments used are not designed as hedges under GAAP The fair value of the

derivative instruments was approximately $166000 at December 31 2010 and

$214000 at December 31 2009 The fair value of the derivative instruments is

included within loans held for sale and the corresponding income is included

within non-yield loan fee income Gains and losses resulting from expected

sales of mortgage loans are recognized when the respective loan contract is

entered into between the borrower Park and the third party investor The fair

value of Parks mortgage interest rate lock commitments IRLCs is based on

current secondary market pricing

In connection with the sale of Parks Class Visa shares during the 2009 year

Park entered into swap agreement with the purchaser of the shares The swap

agreement adjusts for dilution in the conversion ratio of Class Visa shares

resulting
from certain Visa litigation At December 31 2010 and December 31

2009 the fair value of the swap liability of $60000 and $500000 respectively

is an estimate of the exposure based upon probability-weighted potential Visa

litigation
losses

20 LOAN SERVICING

Park serviced sold mortgage loans of $1471 million at December 31 2010

compared to $1518 million at December 31 2009 and $1369 million at

December 31 2008 At December 31 2010 $36.0 million of the sold mortgage

loans were sold with recourse compared to $53 million at December 31 2009

Management closely
monitors the delinquency rates on the mortgage loans sold

with recourse At December 31 2010 management determined that no liability

was deemed necessary for these loans

Park capitalized $3.1 million in mortgage servicing rights
in 2010 $5.5 million

in 2009 and $1.5 million in 2008 Parks amortization of mortgage servicing

rights was $3.2 million in 2010 $4.0 million in 2009 and $1.7 miffion in 2008

The amortization of mortgage loan servicing rights
is included wiOther

service income Generally mortgage servicing rights are capitalized and

amortized on an individual sold loan basis When sold mortgage loan is

paid off the related mortgage servicing rights are fully
amortized

Activity for mortgage servicing rights and the related valuation allowance

follows

December31 In thousands 2010 2009

Mortgage servicing rights

Carrying amount net beginning of year $10780 8306

Additions 3062 5480

Amortization 3180 4077

Change in valuation allowance 174 1071

Carrying amount net end of year $10488 $10780

Valuation allowance

Beginning of year 574 1645

Additions/reductions expensed 174 1071

Endofyear 748 574

21 FAIR VALUES

The fair value hierarchy requires an entity to maximize the use of observable

inputs and minimize the use of unobservable inputs when measuring fair value

The three levels of inputs that Park uses to measure fair value are as follows

Level Quoted prices unadjusted for identical assets or liabilities in

active markets that Park has the ability to access as of the measurement

date

Level Level inputs for assets or liabilities that are not actively traded

Also consists of an observable market price for similar asset or liability

This includes the use of matrix pricing used to value debt securities

absent the exclusive use of quoted prices

Level Consists of unobservable inputs that are used to measure fair

value when observable market inputs are not available This could include

the use of internally developed models financial forecasting and similar

inputs

Fair value is defined as the price that would be received to sell an asset or paid

to transfer
liability

between market participants at the balance sheet date

When possible the Company looks to active and observable markets to price

identical assets or liabilities When identical assets and liabilities are not traded

in active markets the Company looks to observable market data for similar

assets and liabilities However certain assets and liabilities are not traded in

observable markets and Park must use other valuation methods to develop

fair value The fair value of impaired loans is based on the fair value of the

underlying collateral which is estimated through third party appraisals or

internal estimates of collateral values

Assets and Uabiiities Measured on Recuning Basis

The following table presents financial assets and liabilities measured on

recurring basis

Fair Value Measurements at December31 2010 Using

Balance at

In thousands Level Level Level 12/31/10

ASSETS

Investment Securities

Obligations of U.S

Treasury and

OtherU.S

Government

sponsored

entities 273313 273313

Obligations of states

and political

subdivisions 8446 2598 11044

U.S Government

sponsored entities

asset-backed

securities 1011412 1011412

Equity securities $1008 745 1753

Mortgage loans

held for sale 8340 8340

Mortgage IRLCs 166 166

LIABILITIES

Interest rate swap 1634 1634

Fair value swap 60 60
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Fair Value Measurements at December31 2009 Using
Balance at

In thousands Level Level Level 12/31/09

ASSETS

Investment Securities

Obligations of U.S

Treasury and

Other U.S

Government

sponsored

entities 347595 347595

Obligations of states

and political

subdivisions 12916 2751 15667

U.S Government

sponsored entities

asset-backed

securities 922903 922903

Equity securities 1562 1562

Mortgage loans

held for sale 9551 9551

Mortgage IRLC5 214 214

LIABILITIES

Interest rate swap 1483 1483

Fair value swap 500 500

The following methods and assumptions were used by the Corporation in

determining fair value of the financial assets and liabilities discussed above

Investment Securities Fair values for investment securities are based on

quoted market prices where available If quoted market prices are not avail

able fair values are based on quoted market prices of comparable instruments

The Fair Value Measurements tables exclude Parks Federal Home Loan Bank

stock and Federal Reserve Bank stock These assets are carried at their respec

tive redemption values as it is not practicable to calculate their fair values For

securities where quoted prices or market prices of similar securities are not

available which include municipal securities fair values are calculated using

discounted cash flows

Interest Rate Swap The fair value of the interest rate swap represents the

estimated amount Park would pay or receive to terminate the agreement

considering current interest rates and the current creditworthiness of the

counterparty

Fair Value Swap The fair value of the swap agreement entered into with the

purchaser of the Visa Class shares represents an internally developed estimate

of the exposure based upon probability-weighted potential
Visa

litigation
losses

Interest Rate Lock Commitments IRLCs IRLCs are based on current sec

ondary market pricing and are classified as Level

Mortgage Loans Held for Sale Mortgage loans held for sale are carried at

their fair value Mortgage loans held for sale are estimated using security prices

for similar product types and therefore are classified in Level

The table below is reconciliation of the beginning and ending balances of the

Level inputs for the years ended December 31 2010 and 2009 for financial

instruments measured on recurring basis and classified as Level

Level Fair Value Measurements

Obligations

of States and

Political Equity Fair Value

in thousands Subdivisions Securities Swap

Balance at December 31 2009 $2751 $500

Total gains/losses

Included in earnings realized

Included in earnings unrealized

Included in Other Comprehensive Income 43

Purchases sales issuances and settlements

other net 110

Other 440

Transfers in and/or out of Level 745

Balance at December 31 2010 $2598 $745 60

Balance at December 312008 $2705

Total gains/Iosses

Included in earnings

Included in Other Comprehensive Income 46

Fair value swap 500

Balance at December 31 2009 $2751 $500

The fair value for several equity securities with fair value of $745000 as of

December 31 2010 was transferred out of Level and into Level because of

lack of observable market data for these investments The Companys policy is

to recognize transfers as of the end of the reporting period As result the fair

value for these equity securities was transferred on December 31 2010

Assets and Liabilities Measured on Nonrecuffing Basis

The following table presents financial assets and liabilities measured at fair

value on nonrecurring basis

Fair Value Measurements at December 312010 Using
Balance at

In thousands Level Level Level 12/31/10

Impaired loans

Commercial financial

and agricultural 8276 8276

Commercial real estate 32354 32354

Construction real estate

Vision commercial land

and development 45121 45121

Remaining commercial 10202 10202

Residential real estate 15304 15304

Total impaired loans $111257 $111257

Mortgage servicing

rights 3813 3813

Other real estate owned 44325 44325

Fair Value Measurements at December 31 2009 Using
Balance at

In thousands Level Level Level 12/31/09

Impaired loans $109818 $109818

Mortgage servicing

rights 10780 10780

Other real estate owned 41240 41240

Impaired loans which are usually measured for impairment using the fair value

of collateral or present value of expected future cash flows had book value of

$250.9 million at December 31 2010 after partial charge-offs of $53.6 million

In addition these loans had specific
valuation allowance of $43.5 million

Of the $250.9 million impaired loan portfolio loans with book value of

$154.7 million were carried at their fair value of $111.3 million as result of

the aforementioned charge-offs and specific
valuation allowance The remaining

$96.2 million of impaired loans were carried at cost as the fair value of the

underlying collateral or present value of expected future cash flows on these

loans exceeded the book value for each individual credit At December 31

2009 impaired loans had book value of $201.1 miffion Of these $109.8

million were carried at fair value as result of
partial charge-offs of $43.4
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million and specific valuation allowance of $36.7 miffion The remaining

$91.3 million of impaired loans at December 31 2009 were carried at cost

Mortgage servicing rights MSRs which are carried at the lower of cost

or fair value were recorded at $10.5 million at December 31 2010 Of the

$10.5 million MSR carrying balance at December 31 2010 $3.8 million was

recorded at fair value and included valuation allowance of $748000 The

remaining $6.7 million was recorded at cost as the fair value exceeded the

cost at December 31 2010 MSRs do not trade in active open markets with

readily observable prices For example sales of MSRs do occur but precise

terms and conditions typically are not readily available As such management

with the assistance of third party specialist determined fair value based on the

discounted value of the future cash flows estimated to be received Significant

inputs include the discount rate and assumed prepayment speeds utilized

The calculated fair value was then compared to market vales where possible

to ascertain the reasonableness of the valuation in relation to current market

expectations for similarproducts Accordingly MSRs are classified in Level

At December 31 2009 MSRs were recorded at fair value of $10.8 million

including valuation allowance of $574000

Other real estate owned OREO is recorded at fair value based on property

appraisals less estimated
seffing costs at the date of transfer The carrying

value of OREO is not re-measured to fair value on recurring basis but is

subject to fair value adjustments when the carrying value exceeds the fair value

less estimated
selling costs At December 31 2010 and 2009 the estimated

fair value of OREO less estimated
selling

costs amounted to $44.3 million and

$41.2 miffion respectively The financial impact of OREO valuation adjustments

for the year ended December 31 2010 was $10.6 million

The following methods and assumptions were used by the Corporation in

estimating its fair value disclosures for assets and liabifities not discussed above

Cash and cash equivalents The carrying amounts reported in the

Consolidated Balance Sheets for cash and short-term instruments approximate

those assets fair values

Interest bearing deposits with other banks The carrying amounts

reported in the Consolidated Balance Sheets for interest bearing deposits with

other banks approximate those assets fair values

Loans receivable For variable-rate loans that reprice frequently and with

no significant change in credit risk fair values are based on carrying values

The fair values for certain mortgage loans e.g one-to-four family residential

are based on quoted market prices of similar loans sold in conjunction with

securitization transactions adjusted for differences in loan characteristics

The fair values for other loans are estimated using discounted cash flow

analyses using interest rates currently being offered for loans with similar

terms to borrowers of similar credit
quality

Off-balance sheet instruments Fair values for the Corporations loan

commitments and standby letters of credit are based on the fees currently

charged to enter into similar agreements taking into account the remaining

terms of the agreements and the counterparties credit standing The carrying

amount and fair value were not material

Deposit liabilities The fair values disclosed for demand deposits e.g

interest and non-interest checking savings and money market accounts

are by definition equal to the amount payable on demand at the reporting

date i.e their carrying amounts The carrying amounts for variable-rate

fixed-term certificates of deposit approximate their fair values at the reporting

date Fair values for fixed rate certificates of deposit are estimated using

discounted cash flow calculation that applies interest rates currently being

offered on certificates to schedule of aggregated expected monthly maturities

of time deposits

Short-term borrowings The carrying amounts of federal funds purchased

borrowings under repurchase agreements and other short-term borrowings

approximate their fair values

Long-term debt Fair values for long-term debt are estimated using

discounted cash flow calculation that applies interest rates currently being

offered on long-term debt to schedule of monthly maturities

Subordinated debentures/notes Fair values for subordinated debentures

and notes are estimated using discounted cash flow calculation that applies

interest rate spreads currently being offered on similar debt structures to

schedule of monthly maturities

The fair value of financial instruments at December 31 2010 and December 31

2009 was as follows

2010 2009

December31 Carrying Fair Carrying Fair

In thousands Value Value Value Value

Financial assets

Cash and money market

instruments 133780 133780 159091 159091

Investment securities 1971092 1983636 1794641 1811177

Accrued interest

receivable 24137 24137 24354 24354

Mortgage loans

held for sale 8340 8340 9551 9551

Impaired loans carried

atfairvalue 111257 111257 109818 109818

Other loans 4491691 4511419 4404346 4411526

Loans

receivable net $4611288 $4631016 $4523715 $4530895

Financial liabilities

Noninterest bearing

checking 937719 937719 897243 897243

Interest bearing

transaction accounts 1283159 1283159 1193845 1193845

Savings 899288 899288 873137 873137

Time deposits 1973903 1990163 2222537 2234599

Other 1351 1351 1290 1290

Total deposits $5095420 $5111680 $5188052 $5200114

Short-term borrowings 663669 663669 324219 324219

Long-term debt 636733 699080 654381 703699

Subordinated debentures/

notes 75250 63099 75250 64262

Accrued interest payable 6123 6123 9330 9330

Derivative financial

instruments

Interestrateswap 1634 1634 1483 1483

Fair value swap 60 60 500 500

22 CAPITAL RATIOS

At December 31 2010 and 2009 the Corporation and each of its two separately

chartered banks had Tier total risk-based
capital and leverage ratios which

were well above both the required minimum levels of 4.00% 8.00% and

4.00% respectively and the
well-capitalized levels of 6.00% 10.00% and

5.00% respectively

The following table indicates the
capital

ratios for Park and each subsidiary at

December 31 2010 and December 31 2009

2010 2009

Tier Total Tier Total

Risk- Risk- Risk- Risk-

Based Based Leverage Based Based Leverage

Park National Bank 9.43% 11.38% 6.68% 8.81% 10.89% 6.27%

Vision Bank 18.22% 19.55% 14.05% 13.15% 14.46% 10.77%

Park 13.52% 15.98% 9.77% 12.45% 14.89% 9.04%

Failure to meet the minimum requirements above could cause the Federal

Reserve Board to take action Parks bank subsidiaries are also subject to these

capital requirements by their primary regulators As of December 31 2010

and 2009 Park and its banking subsidiaries were well-capitalized and met all

capital requirements to which each was subject There are no conditions or

events since the most recent regulatory report filings by PNB or Vision Bank

yB that management believes have changed the risk categories for either

of the two banks

74



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following table reflects various measures of
capital

for Park and each of PNB and YB

To Be Adequately Capitalized To Be Well Capitalized

In thousands Actual Amount Ratio Amount Ratio Amount Ratio

At December 312010

Total risk-based capital

to risk-weighted assets

PNB $495668 1138% $348452 8.00% $435565 10.00%

VB 122803 19.55% 50249 8.00% 62812 10.00%

Park 802324 15.98% 401590 8.00% 501988 10.00%

her risk-based capital

to risk-weighted assets

PNB $410879 9.43% $174226 4.00% $261339 6.00%

VB 114471 18.22% 25125 4.00% 37687 6.00%

Park 678506 13.52% 200795 4.00% 301193 6.00%

Leverage ratio

to average total assets

PNB $410879 6.68% $246084 4.00% $307605 5.00%

VB 114471 14.05% 32585 4.00% 40732 5.00%

Park 678506 9.77% 277824 4.00% 347280 5.00%

At December31 2009

Total risk-based capital

to risk-weighted assets

PNB $473694 10.89% $348013 8.00% $435016 10.00%

VB 103819 14.46% 57454 8.00% 71817 10.00%

Park 758291 14.89% 407366 8.00% 509207 10.00%

Tier risk-based capital

to risk-weighted assets

PNB $383296 8.81% $174006 4.00% $261010 6.00%

VB 94408 13.15% 28727 4.00% 43090 6.00%

Park 633726 12.45% 203683 4.00% 305524 6.00%

Leverage ratio

to average total assets

PNB $383296 6.27% $244368 4.00% $305460 5.00%

VB 94408 10.77% 35054 4.00% 43818 5.00%

Park 633726 9.04% 280286 4.00% 350357 5.00%

Park management has agreed to maintain Vision Banks total risk-based capital at 16.00% and the leverage ratio at 12.00%

23 SEGMENT INFORMATION

The Corporation is multi-bank holding company headquartered in Newark

Ohio The operating segments for the Corporation are its two chartered bank

subsidiaries The Park National Bank headquartered in Newark Ohio

PNB and Vision Bank headquartered in Panama
City Florida YB

Guardian Financial Services Company GFSC is consumer finance company

and is excluded from PNB for segment reporting purposes GFSC is included

within the presentation of All Other in the segment reporting tables that

follow During the third quarter of 2008 Park combined the
eight separately

chartered Ohio-based bank subsidiaries into one national bank charter that of

The Park National Bank Prior to the charter mergers that were consummated

in the third quarter of 2008 Park considered each of its nine chartered bank

subsidiaries as separate segment for financial reporting purposes GAAP

requires management to disclose information about the different types of

business activities in which company engages and also information on the

different economic environments in which company operates so that the

users of the financial statements can better understand companys perform

ance better understand the potential for future cash flows and make more

informed judgments about the company as whole The change to two operat

ing segments is in line with GAAP as there are two separate and distinct

geographic markets in which Park operates ii discrete financial information

is available for each operating segment and iii the segments are aligned with

internal reporting to Parks Chief Executive Officer who is the chief operating

decision maker

Operating Results for the year ended December 312010 In thousands

PNB VB All Other Total

Net interest income 237281 27867 8896 274044

Provision for loan losses 23474 39229 2199 64902

Other income loss 80512 3407 391 77496

Other expense 144051 31623 11433 187107

Income loss before taxes 150268 46392 4345 99531

Income taxes benefit 47320 17095 4911 25314

Net income loss 102948 29297 566 $74217

Balances at December31 2010

Assets $6495558 $808061 5242 $7298377

Loans 4074775 640580 17330 4732685

Deposits 4622693 633432 160705 5095420

Operating Results for the year
ended December 31 2009 In thousands

PNB VB All Other Total

Netinterestincome 236107 25634 11750 273491

Provision for loan losses 22339 44430 2052 68821

Other income loss 82770 2047 467 81190

Other espense 148048 28091 12586 188725

Income loss before taxes 148490 48934 2421 97135

Income taxes benefit 47032 18824 5265 22943

Net income loss 101458 30110 2844 74192

Balances at December 31 2009

Assets $6182257 $897981 39909 $7040329

Loans 3950599 677018 12815 4640432

Deposits 4670113 688900 $170961 5188052
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Operating Results for the year
ended December 31 2008 In thousands

PNB YB All Other Total

Net interest income 219843 27065 8965 255873

Provision for loan losses 21512 46963 2012 70487

Otherincome 81310 3014 510 84834

Goodwill impairment charge 54986 54986

Otherexpense 137295 27149 15071 179515

Income loss before taxes 142346 99019 7608 35719

Income taxes benefit 47081 17832 7238 22011

Net income loss 95265 81187 370 13708

Balances at December31 2008

Assets $6243365 $917041 89686 $7070720

Loans 3790867 690472 9998 4491337

Deposits 4210439 636635 85324 4761750

Reconciliation of financial information for the reportable segments to the

Corporations consolidated totals

Net Interest Deprectstion Other Income

In thousands Income Expense Expense Taxes Assets Deposits

2010

Totals for reportable

segments $265148 $7109 $168565 $30225 $7303619 $5256125

Elimination of

intersegment items 77816 160705

Parent Co and GFC totals

noteliminated 8896 17 11416 4911 72634

Totals $274044 $7126 $179981 $25314 $7298377 $5095420

2009

Totals for reportable

segments $261741 $7451 $168688 $28208 $7080238 $5359013

Elimination of

intersegment items 114214 170961

Parent Co and GFC totals

noteliminated 11750 22 12564 5265 74305

Totals $273491 $7473 $181252 $22943 $7040329 $5188052

2008

Totals for reportable

segments $246908 $7488 $211942 $29249 $7160406 $4847074

Elimination of

intersegment items 186809 85324

Parent Co and GFC totals

not eliminated 8965 29 15042 7238 97123

Totals $255873 $7517 $226984 $22011 $7070720 $4761750

24 PARENT COMPANY STATEMENTS

The Parent Company statements should be read in conjunction with the

consolidated financial statements and the information set forth below

investments in subsidiaries are accounted for using the equity method of

accounting

The effective tax rate for the Parent Company is substantially less than the

statutory rate due principally to tax-exempt dividends from subsidiaries

Cash represents noninterest bearing deposits with bank subsidiaiy

Net cash provided by operating activities reflects cash payments received

from subsidiaries for income taxes of $5.97 miffion $5.22 million and

$8.23 million in 2010 2009 and 2008 respectively

At December 31 2010 and 2009 stockholders equity reflected in the Parent

Company balance sheet includes $143 million and $125 million respectively

of undistributed earnings of the Corporations subsidiaries which are restricted

from transfer as dividends to the Corporation

Balance Sheets

December31 2010 and 2009

In thousands 2010 2009

Assets

Cash $160011 $155908

Investment in subsidiaries 617317 587309

Debentures receivable from subsidiary banks 5000 7500

Other investments 1451 1288

Other assets 69845 76821

Total assets $853624 $828826

Liabilities

Dividends payable 651

Subordinated notes 50250 50250

Other liabilities 57550 60661

Total liabilities 107800 111562

Total stockholders equity 745824 717264

Total liabilities and stockholders equity $853624 $828826

Statements of Income

fbr the years ended December 31 2010 2009 and 2008

In thousands 2010 2009 2008

Income

Dividends from subsidiaries $80000 $75000 93850

Interest and dividends 4789 4715 3639

Other 411 489 575

Total income 85200 80204 98064

Expense

Other net 12632 10322 14158

Total expense 12632 10322 14158

Income before federal taxes and equity

in undistributed losses

of subsidiaries 72568 69882 83906

Federal income tax benefit 5993 6210 8057

Income before equity in

undistributed losses

of subsidiaries 78561 76092 91963

Equity in undistributed losses

of subsidiaries 4344 1900 78255

Net income $74217 $74192 13708
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Statements of Cash Flows

for the years ended December 31 2010 2009 and 2008

In thousands 2010 2009 2008

Operating activities

Net income 74217 74192 13708

Adjustments to reconcile net income to

net cash provided by operating activities

Undistributed losses of subsidiaries 4344 1900 78255

Other than temporary impairment charge

investments 23 140 774

Decrease increase in other assets 7321 18420 9244

Decrease increase in other liabilities 3763 24178 2042

Net cash provided by

operating activities 82142 81990 104023

Investing activities

Purchase of investment securities 113 158

Capital contribution to subsidiary 52000 37000 76000

Repayment of debentures receivable

from subsidiaries 2500

Net cash used in

investing activities 49500 37113 76158

Financing activities

Cash dividends paid 62076 58035 $65781

Proceeds from issuance of

common stock and warrants 33541 53475

Proceeds from issuance of

subordinated notes 35250

Cash payment for fractional shares

Proceeds from issuance of

preferred stock 95721

Net cash used in provided by

financing activities 28539 30688 29937

Increase in cash 4103 75565 57802

Cash at beginning of year 155908 80343 22541

Cash at end of year $160011 $155908 80343

25 PARTICIPATION IN THE U.S TREASURY

CAPITAL PURCHASE PROGRAM

On December 23 2008 Park issued $100 million of cumulative perpetual

preferred shares with liquidation preference of $1000 per share the

Senior Preferred Shares The Senior Preferred Shares constitute Tier

capital
and rank senior to Parks common shares The Senior Preferred Shares

pay cumulative dividends at rate of 5% per annum through February 14

2014 and will reset to rate of 9% per annum thereafter For the year
ended

December 31 2010 Park recognized charge to retained earnings of $5.8

million representing the preferred stock dividend and accretion of the

discount on the preferred stock associated with its participation in the CPP

As part of its participation in the CPP Park also issued warrant to the U.S

Treasury to purchase 227376 common shares which is equal to 15% of

the aggregate amount of the Senior Preferred Shares purchased by the U.S

Treasury having an exercise price of $65.97 The initial exercise price for the

warrant and the market price for determining the number of common shares

subject to the warrant were determined by reference to the market price of the

common shares on the date the Companys application for participation in the

CPP was approved by the United States Department of the Treasury calculated

on 20-day trailing average The warrant has term of 10 years

company that
participates

in the CPP must adopt certain standards for

compensation and corporate governance
established under the American

Recovery and Reinvestment Act of 2009 the ARRA which amended and

replaced the executive compensation provisions of the Emergency Economic

Stabilization Act of 2008 EESA in their entirety and the Interim Final Rule

promulgated by the Secretary of the U.S Treasury under 31 C.ER Part 30

collectively the Troubled Asset Relief Program TARP Compensation

Standards In addition Parks
abifity

to declare or pay dividends on

or repurchase its common shares is partially restricted as result of its

participation in the CPP

26 SALE OF COMMON SHARES AND ISSUANCE

OF COMMON STOCK WARRANTS

During 2009 Park sold total of 904072 common shares out of treasury

shares and issued in conjunction with the October 30 2009 registered public

offering 500000 Series A/Series Common Share Warrants The common

shares were issued at weighted average sales price of $61.20 with net pro

ceeds of $53.6 miilion Through December 31 2009 there were no exercises

of the Series A/Series Common Share Warrants

During the year ended December 31 2010 437200 common shares were

issued upon the exercise of the Series and Series Common Share Warrants

at price of $67.75 per common share Park raised $28.7 million net of all

seffing costs from the sale of the 437200 common shares The remaining

portion of the Series Common Share Warrants Park issued in October 2009

covering 62800 common shares expired on October 30 2010

In addition on December 10 2010 Park sold in registered direct public

offering 71984 common shares out of treasury shares for gross proceeds

of $5.0 million In addition to the common shares Park also issued

Series Common Share Warrants which are exercisable within six

months of the closing date to purchase up to an aggregate of 35992

common shares at an exercise price of $76.41

Series Common Share Warrants which are exercisable within twelve

months of the closing date to purchase up to an aggregate of 35922

common shares at an exercise price of $76.41

Net proceeds net of all seffing
and

legal expenses from the December 10

2010 sale of 71984 Common Shares and Series A/Series Common Share

Warrants was $4.8 miffion Through December 31 2010 there were no

exercises of the Series A/Series Common Share Warrants issued in this

registered direct public offering
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