JURENRIRT

11006084




Employees’ Acts of Kindness
Earn Admiration from Peers

it was pouring down rain outside on a Saturday
morning. After processing a customer’s transaction,
Eric noticed the customer walked to his car, threw his
hands up and shook his head. It turned out that the
customer accidentally left his keys in the ignition. When
he approached his car to leave, his dog jumped up in
excitement to greet him, landed on the door lock and
locked him out of his car. As kind as he is, Eric prompily
gave the customer a ride home and then came back
to work.

] | B
Betty Williams
A customer called the Lebanon Branch one evening
right before closing time and requested a copy of the
recent activity on his checking account. While getting
the copy for him, Betty noticed that he was spending
about $10 to $20 a month on ATM fees. Betty wenton
our wehsite, printed a map of all the surcharge-free ATMs
that he could use and gave it fo the customer. Beify was
able to save the customer $10 to $20 a month that he
didn’t need to spend. The customer thanked her for
telling him about that service.

Wilmington Plaza Branch
Our Senior Accountant spent the day at the Wilmington : our customers are ongomg, 50 a he needs
Plaza Branch expecting fo see the fransactions for change we are here to hetp

accounting; however, she also witnessed the excellent . ,
customer service they provide to all of their customers. o
At the end of the day, she was truly impressed that they .

knew everyvbody by name, had smiles on their faces all COMMUN ETY

day long and even sang “Happy Birthday” to a customer.

. We are a true commumty bank and fi Frmly
_believe in being actlve partxcrpants inour
- communities. We are comm:tted to making

Liz Leyes ~our communities a better place towork
On a hot summer day, a gentleman came in to complete and live through our contr!butlons and
old- fashioned hard work. Last year,

a banking transaction. After completing his transaction,
he got a glass of cold water and sat down to rest before
leaving. Liz noticed that he didn’t look like he was feeling
well. He told Liz that he hadn’t eaten, so Liz graciously
gave him the turkey sandwich she packed for her lunch
that day.

employees throug out all of our branches
gen’e’rously donate more than 5,600 hours




Rose Davis
On a cold day in March, Rose was waiting on a customer
who seemed upset. The customer mentioned she had
an appointment to get her car worked on; however, the
garage didn’t have her on the list and couldn’t get to

her car that day. On her own initiative, Rose called a
business customer who owned a garage, made an
appointment for the lady, followed her to the garage

and drove her back home.

Susan Boldman

In a conversation with a customer, Susan discovered that
he had recently opened a new lunch trailer across town
and was having trouble coming up with a menu. On her
own time, Susan designed and printed a menu for him.
The customer offered to pay Susan for her time, but she
politely refused, as she did it out of the goodness of

her heart.




DEAR FELLOW SHAREHOLDERS
For this years letter T want to focus on four Ps: -
Proﬁts Parma, Plckles and Politics.:

e Those proﬁts allowed Uis to pay almost $4 mﬂhon in
dividends to our shareholders also the h1ghest amount in our
hlstory'

. These accornphshments while 1mpresswe are hlstory Itis
 highly unlikely that we will attain these profit levels in 2011.
We had three events occut, all of our own making, that are
non-recurring and which are responsible for much of 20105
~ results. Additionally, legislation passed in 2010 (the Politics
“P?), if left unchanged, will significantly weaken future bank
: profltablhty for all banks v :

The three non- recurrmg events that had such an 1mpact are the
-acquisition of Community National Bank (CNB), the sale of
our insurance agency subsidiary, and the acquisition of the
“business of the faﬂed Amefican Natibhal Bank (ANB) in Parma;

- First, we closed the CNB acqu151t1on on December 31, 2009.
,The earnmgs stream on that acqu151t10n conmbuted to our net

income increase in 2010. While that earnings stream will continue,
the impact in 2010 was significant.

Second, our January 2010 insurance agency sale to Mike and Chip
Phillips, sons of the owner of the first agency acquired by NB&T,
resulted in a pre-tax gain of approximately $1.4 million. This will
not happen again in 2011.

Third, the acquisition of ANB, based in Parma, Ohio, resulted in a
bargain purchase pre-tax gain of $7.6 million. While the traditional
loan and deposit net interest earnings stream continues, such a
ore-time gain is not likely to be repeated in 2011. I will comment
more on the ANB acquisition in the Parma “P” section.

Our core earnings remained strong, with our net interest margin
increasing 3.5% to close at 3.83%. This in spite of all time lows in
Federal Reserve and Treasury interest rates. We increased our
funding of our allowance for loan and lease losses for probable
losses within the loan portfolio due to the ongoing economic
downturn. In December 2010, we prepaid Federal Home Loan
Bank borrowings as the prepayment penalty will be offset by
earnings from an increased interest margin in 2011.

We remain focused on problem loans which increased 59% to end
the year at almost $11 million. Some of these loans are covered
under the Federal Deposit Insurance Corporation (FDIC) loss share
agreement that was a key part of the ANB acquisition. Others are
part of the CNB acquisition, and some are of our own making. We
believe we have recognized and accounted for probable losses in
our loan portfolio.

To summarize, we are proud of our accomplishments in 2010.
Simultaneously, we are not boastful as these results will not be
repeated in the near future. Nevertheless, we are happy to be
able to provide our shareholders a satisfactory return on their
investment while providing our clients with great service and
our communities with philanthropic support!

 There were 157 bank failures in 2010.
_ OnMarch 19, 2010, the Office of the
. Comptml er of the Currency closed ANB,

a one-branch bank located in Parma, Ohio,

. and appointed the FDIC as receiver Weeks
 earlier we had begun a review and bid
 process that ultimately v resulted in our

: acqumng nwst of th busmess‘of ANB




o o o The immediate impact of this acquisition was a one-time gain,
paid to us by the FDIC, of $7.6 million. In addition, we have a loss
sharing agreement (think of it as FDIC insurance but for loans rather
than deposits) that covers 80% of the first $8 million of loan losses
and 95% of any loan losses in excess of $8 million. To date, the loan
portfolios are performing almost exactly as we expected, and we
have seen a minimal reduction in deposit balances from that branch.

This was the first time we participated in an FDIC-assisted
transaction. We believe that the loss share composition of this
transaction was one of the last of its kind. FDIC-assisted transactions
since ours have not contained the same levels of loss protection.

We cannot rule out another acquisition but any interest in an
acquisition is tempered by consideration of its impact on our
ongoing operations and will not be done with the short-term gain
being the driving force.

PICKLES

Our company is blessed with a multitude of

incredibly talented and dedicated associates.

<  We observe their performance and the
_attention they provide to the smallest of
transactions or the most complex activity that

comes their way. I really believe this behavior

is what separates a community bank from the

| megabanks. .+ o o |

s o » ‘So what does that have to do with pickles? Keith Argabright,
our Senior Vice President, Retail Bank Operations, heard of a
restaurateur who had watched a customer leave his restaurant in
disgust. The long time customer loved coming to the restaurant for a
hamburger. And he liked pickles, lots of pickles, on his burger. Well,
the server told the customer that day that if he wanted extra pickles,
it would cost him another 75 cents: (Remind you of the increasing
baggage charges from your airline?) The customer did not want to
pay extra for somethirig he always enjoyed without the extra cost.
When the restaurateur learnied what had happened he too was upset
that he had a loyal customer who was disgruntled over a pickle.

The owner promptly gathered his staff and simply told them, “give
‘em the pickles”! This phrase went well beyond actual pickles

to extraordinary service to keep the customer satisfied and

coming back.

This is what our associates do every day. They hand out pickles.

« It is our receptionist giving her lunch to a hungry and
despondent customer.

o Its our teller taking the time to tell a customer where our
surcharge-free ATMs are located, when the customer had
merely asked for a printout of his recent account activity and
the teller noticed a large number of ATM charges for using
foreign ATMs.

o It’s the time we waited for a customer who called and said he
could not make it to our offices until 5 minutes after we closed
and was told not to hurry, we would wait on him.

» It’s the ride home ‘our teller gave a customer after the customer’s
dog locked all his truck doors while the customer was in the
branch. It was raining and the teller rushed to offer a ride to the
customer as he walked away from his locked vehicle!

* And it’s the extraordinary éfforts made by several associates after
hours on a Friday night, when a customer called saying she was
out of town, her debit card was not working and she needed gas
to get home. Although all of the members of our electronic
banking department had left for the day, our branch personnel
called the manager of that department on his cell phone.

The manager called another associate who was closer to our
operations center. She went into work and fixed the problem,
and the customer soon had her tank full and was back

on the road!

Those are some great Pickles! I'll stack all our associates up against
any big bank any day - or night - of the week. Remember, when
you call us you are not getting an overseas call center or a polite
but firm, “Sorry our normal hours are 8:00 AM to 5:00 PM”!

- POLITICS
In 2010 Congress passed the Dodd-Frank
Wall Street Reform and Consumer Protection
Act. It is very broad and complex legislation
 that puts in place a sweeping new Consumer
_ Financial Protection Bureau that will have
significant regulatory and legal consequences
~ for banks now and for years to come.
~ The full consequences of this Act
 areunkmown. . o .

1 look forward to seeing you at our annual meeting.

Smcerelyg a M

John J. Limbert
President and Chief Executive Officer




ACCESS AND
CONVENIENCE

We are committed to providing our
customers with products and services
that will integrate into their busy
lifestyles. In 2010 we introduced
many new access tools-

o We launched our new and
improved NB&T website in April.

o In June, we added the Online
Mortgage Center to our website
so customers can complete loan
applications when it is convenient

Our Continued Commitment for them.

As'we move into 2011 we will e As an enhancement to Mobile

continue to provide exceptional Banking (launched in 2009), we
customer service. Instead of treating implemented Mobile Bill Pay in

our customers as numbers, we will September giving customers the
welcome them as if each were our ability to pay their bills through
only customer. Getting to know our their Internet-capable cell phones.
customers is our number one priority.

Taking the time to understand our o In November, we initiated our
customers’ financial situations allows real-time processing so customers
us to make recommendations that could have better access to their
work with their lifestyles and helps dccount activity.

them reach their goals.
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PART1

Item 1. Description of Business
GENERAL

NB&T Financial Group, Inc. (“NB&T Financial” or the “Company”), an Ohio corporation, is a financial
holding company which owns all of the issued and outstanding common shares of The National Bank and Trust
Company, chartered under the laws of the United States (the “Bank™). The Bank is engaged in the commercial
banking business primarily in southwestern Ohio, providing a variety of consumer and commercial financial
services. The primary business of the Bank consists of accepting deposits, through various consumer and
commercial deposit products, and using such deposits to fund loans secured by residential and non-residential
real estate, commercial and agricultural loans and consumer loans, including automobile loans. All of the
foregoing deposit and lending services are available at each of the Bank’s full-service offices. The Bank also has
a trust department with assets under management of approximately $172.2 million. As of December 31, 2010, the
Bank had 217 employees.

On March 19, 2010, the Bank assumed all the deposits and acquired certain assets and other liabilities of
American National Bank in Parma, Ohio, from the Federal Deposit Insurance Corporation, pursuant to the terms
of a purchase and assumption agreement. As part of the acquisition, the Bank and the FDIC entered into loss-
sharing agreements that collectively cover approximately $48.2 million of assets, consisting almost entirely of
commercial real estate and commercial and industrial loans.

On January 8, 2010, the Bank sold its wholly-owned subsidiary, NB&T Insurance Agency, Inc. (“NB&T
Insurance”), which had three locations, with its principal office in Wilmington, Ohio. NB&T Insurance sells a
full line of insurance products, including property and casualty, life, health, and annuities. NB&T Insurance
Group, Inc., another wholly-owned subsidiary of the Bank, then obtained a license to sell insurance. NB&T
Insurance Group, Inc. offers annuities and, through a third-party, brokerage services to the Bank’s customers.

On December 31, 2009, Community National Corporation (“CNC”) merged into NB&T Financial and
CNC’s subsidiary, Community National Bank (“CNB”), located in Franklin, Ohio, merged into the Bank.
The merger added approximately $86 million to the Company’s assets and $76 million in deposits. CNB had
five branches located in Warren, Montgomery and Butler counties in Ohio. NB&T Financial paid $3.6 million
in cash and issued 237,582 shares of NB&T Financial in exchange for all of the outstanding common shares
of CNC.

As a registered bank holding company and financial holding company under the Bank Holding Company
Act, NB&T Financial is subject to regulation, examination and oversight by the Board of Governors of the
Federal Reserve System (the “FRB”). The Bank, as a national bank, is subject to regulation, examination and
oversight by the Office of the Comptroller of the Currency (the “OCC”) and special examination by the FRB.
The Bank is a member of the Federal Reserve Bank of Cleveland. In addition, since its deposits are insured by
the Federal Deposit Insurance Corporation (the “FDIC”), the Bank is also subject to some regulation, oversight
and special examination by the FDIC. The Bank must file periodic financial reports with the FDIC, the OCC and
the Federal Reserve Bank of Cleveland. Examinations are conducted periodically by these federal regulators to
determine whether the Bank and NB&T Financial are in compliance with various regulatory requirements and
are operating in a safe and sound manner.

Since its incorporation in 1980, NB&T Financial’s activities have been limited primarily to holding
the common shares of the Bank. Consequently, the following discussion focuses primarily on the business of
the Bank.



Lending Activities

General. The Bank’s income consists primarily of interest income generated by lending activities, including
the origination of loans secured by residential and nonresidential real estate, commercial and agricultural loans,
and consumer loans. Please refer to Table 7 on page 24, which summarizes the loan portfolio mix.

Commercial and Industrial Lending. The Bank originates loans to businesses in its market area, including
“floor plan” loans to automobile dealers and loans guaranteed by the Small Business Administration. The typical
commercial borrower is a small to mid-sized company with annual sales under $5,000,000. The majority of
commercial loans are made at adjustable rates of interest tied to the prime rate. Commercial loans typically have
terms of up to five years. Commercial and industrial lending entails significant risks. Such loans are subject to
greater risk of default during periods of adverse economic conditions. Because such loans are secured by
equipment, inventory, accounts receivable and other non-real estate assets, the collateral may not be sufficient to
ensure full payment of the loan in the event of a default.

Commercial Real Estate. The Bank makes loans secured by commercial real estate located in its market
area. Such loans generally are adjustable-rate loans for terms of up to 20 years. The types of properties securing
loans in the Bank’s portfolio include warehouses, retail outlets and general industrial use properties. Commercial
real estate lending generally entails greater risks than residential real estate lending. Such loans typically involve
larger balances and depend on the income of the property to service the debt. Consequently, the risk of default on
such loans may be more sensitive to adverse economic conditions. The Bank attempts to minimize such risks
through prudent underwriting practices.

Real Estate Construction. The Bank originates loans for the purpose of constructing both commercial and
residential buildings. The Company offers both construction-phase-only and permanent financing.

Agricultural Loans. The Bank makes agricultural loans, which include loans to finance farm operations,
equipment purchases, and land acquisition. The repayment of such loans is significantly dependent upon income
from farm operations, which can be adversely affected by weather and other physical conditions, government
policies and general economic conditions.

Residential Real Estate. The Bank makes loans secured by one- to four-family residential real estate and
multi-family (over four units) real estate located in its market area. The Bank originates both fixed-rate mortgage
loans and adjustable-rate mortgage loans (“ARMSs”) to meet the needs of its customers. The Bank will sell loans
in the secondary market it does not intend to hold for the foreseeable future.

Installment Loans. The Bank makes a variety of consumer installment loans, including home equity loans,
automobile loans, recreational vehicle loans, and overdraft protection. Beginning in the third quarter of 2006, the
Company significantly reduced its indirect lending activities through automobile dealers. Consumer loans
involve a higher risk of default than loans secured by one- to four-family residential real estate, particularly in the
case of consumer loans which are unsecured or secured by rapidly depreciating assets, such as automobiles.
Various federal and state laws, including federal and state bankruptcy and insolvency laws, may also limit the
amount that can be recovered on such loans.

Credit Card Service. The Bank offers credit card services through a correspondent bank.

Loan Processing. Loan officers are authorized by the Board of Directors to approve loans up to specified
limits. Loans exceeding the loan officers’ approval authority are referred to the Bank’s Senior Loan Committee.
Any loans made by the Bank in excess of the limits established for the Senior Loan Committee must be approved
by the Chairman of the Board and the President of the Bank as representatives of the Board of Directors. All
loans in excess of $50,000 are reported to the Board on a monthly basis.
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Loan Originations, Purchases and Sales. Although the Bank generally does not purchase loans, purchases
could occur in the future. Residential real estate loans are originated for sale in the secondary market. From time
to time, the Bank sells participation interests in loans it originates.

Allowance for Loan Losses. Federal regulations require that the Bank establish prudent general allowances
for loan losses. Senior management, with oversight responsibility provided by the Board of Directors, reviews on
a monthly basis the allowance for loan losses as it relates to a number of relevant factors, including but not
limited to, historical trends in the level of non-performing assets and classified loans, current charge-offs and the
amount of the allowance as a percent of the total loan portfolio. While management believes that it uses the best
information available to determine the allowance for loan losses, unforeseen market conditions could result in
adjustments, and net earnings could be significantly affected if circumstances differ substantially from the
assumptions used in making the final determination.

Investment Activities

Funds not used in the Bank’s lending or banking function are dedicated to the investment portfolio. Those
funds will be placed in investment programs approved by the Asset/Liability Management Committee (ALCO).
The deployment of these funds will be consistent with the overall strategy and risk profile of the Bank. The Bank
primarily invests in high-quality securities to provide sufficient liquidity, secure pledged deposits, minimize
current tax liability, and increase earnings.

Trust Services

The Bank received trust powers in 1922 and had approximately $172.2 million in assets under management
at December 31, 2010 in the Trust Department. These assets are not included in the Bank’s balance sheet
because, under federal law, neither the Bank nor its creditors can assert any claim against funds held by the Bank
in its fiduciary capacity. In addition to administering trusts, the services offered by the Trust Department include
investment purchase and management, estate planning and administration, tax and financial planning and
employee benefit plan administration.

Deposits and Borrowings

General Deposits have traditionally been the primary source of the Bank’s funds for use in lending and
other investment activities. In addition to deposits, the Bank derives funds from interest payments and principal
repayments on loans and income on earning assets. Loan payments are a relatively stable source of funds, while
deposit inflows and outflows fluctuate more in response to general interest rates and money market conditions.

Deposits Deposits are attracted principally from within the Bank’s market area through the offering of
numerous deposit instruments, including checking accounts, savings accounts, money market deposit accounts,
and term certificate accounts. Interest rates paid, maturity terms, service fees and withdrawal penalties for the
various types of accounts are established periodically by the Bank’s Asset/Liability Committee and the Executive
Committee based on the Bank’s liquidity requirements, growth goals and market trends. The Company has also
used brokers, on a limited basis, to obtain deposits. Currently the amount of deposits from outside the Bank’s
market area is not significant.

Borrowings The Federal Reserve System functions as a central reserve bank providing credit for its
member banks and certain other financial institutions. As a member in good standing of the Federal Reserve
Bank of Cleveland, the Bank is authorized to apply for advances, provided certain standards of credit-worthiness
have been met. The Bank is also a member of the Federal Home Loan Bank system. Short-term borrowings
include federal funds purchased and U.S Treasury demand notes.
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Competition

The Bank competes for deposits with other commercial banks, savings associations and credit unions and
with the issuers of commercial paper and other securities, such as shares in money market mutual funds. The
primary factors in competing for deposits are interest rates and convenience of office location. In making loans,
the Bank competes with other commercial banks, savings associations, mortgage bankers, consumer finance
companies, credit unions, leasing companies, insurance companies and other lenders. The Bank competes for
loan originations primarily through the interest rates and loan fees it charges and through the efficiency and
quality of services it provides to borrowers. Competition is affected by, among other things, the general
availability of lendable funds, general and local economic conditions, current interest rate levels and other factors
which are not readily predictable. For years the Bank has competed within its market area with several regional
bank holding companies, each with assets far exceeding those of the Bank.

REGULATION

General

Because of its ownership of all the outstanding stock of the Bank, NB&T Financial is subject to
regulation, examination and oversight by the FRB as a bank holding company and financial holding company
under the Bank Holding Company Act. The FRB has extensive enforcement authority over financial holding
companies. The FRB may assess civil money penalties, issue cease and desist or removal orders and require
that a financial holding company divest subsidiaries. The Bank, as a national bank, is subject to regulation,
examination and oversight by the OCC and special examination by the FRB. The Bank is a member of the
Federal Reserve Bank of Cleveland and a member of the Federal Home Loan Bank of Cincinnati. In addition,
since its deposits are insured by the FDIC, the Bank is also subject to some regulation, oversight and special
examination by the FDIC. The Bank must file periodic financial reports with the FDIC, the OCC and the
Federal Reserve Bank of Cleveland. Examinations are conducted periodically by these federal regulators to
determine whether the Bank and NB&T Financial are in compliance with various regulatory requirements and
are operating in a safe and sound manner. In general, the FRB may initiate enforcement actions for violations
of law and regulations.

Bank Holding Company Regulation

The FRB has adopted capital adequacy guidelines for bank holding companies, pursuant to which, on a
consolidated basis, NB&T Financial must maintain total capital of at least 8% of risk-weighted assets. Risk-
weighted assets consist of all assets, plus credit equivalent amounts of certain off- balance sheet items, which are
weighted at percentage levels ranging from 0% to 100%, based on the relative credit risk of the asset. At least
half of the total capital to meet this risk-based requirement must consist of core or “Tier 1” capital, which
includes common stockholders’ equity, qualifying perpetual preferred stock (up to 25% of Tier 1 capital) and
minority interests in the equity accounts of consolidated subsidiaries, less goodwill, certain other intangibles, and
portions of certain non-financial equity investments. The remainder of total capital may consist of supplementary
or “Tier 2 capital.” In addition to this risk-based capital requirement, the FRB requires bank holding companies
to meet a leverage ratio of a minimum level of Tier 1 capital to average total consolidated assets of 3%, if they
have the highest regulatory examination rating, well-diversified risk and minimal anticipated growth or
expansion. All other bank holding companies are expected to maintain a leverage ratio of at least 4% of average
total consolidated assets. NB&T Financial was in compliance with these capital requirements at December 31,
2010. For NB&T Financial’s capital ratios, see Note 17 to the Consolidated Financial Statements in Item 8. The
current capital requirements are based on the 1998 capital accord of the Basel Committee on Banking supervision
(the “Basel Committee”). In December 2010, the Basel Committee released a new framework, referred to as
“Basel II1.” The banking regulators are considering the extent to which they will apply the Basel III principles to
smaller financial institutions, such as NB&T Financial and the Bank.
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A bank holding company is required by law to guarantee the compliance of any insured depository
institution subsidiary that may become “undercapitalized” (defined in the regulations as not meeting minimum
capital requirements) with the terms of the capital restoration plan filed by such subsidiary with its appropriate
federal banking agency.

The Bank Holding Company Act restricts NB&T Financial’s ownership or control of the outstanding shares
of any class of voting stock of any company engaged in a nonbanking business, other than companies engaged in
certain activities determined by the FRB to be closely related to banking. In addition, the FRB has the authority
to require a bank holding company to terminate any activity or relinquish control of any nonbank subsidiary
(other than a nonbank subsidiary of a bank) upon the determination by the FRB that such activity or control
constitutes a serious risk to the financial soundness and stability of any bank subsidiary of the bank holding
company. NB&T Financial currently has no nonbank subsidiaries, except subsidiaries of the Bank. The
ownership of subsidiaries of the Bank is regulated by the OCC, rather than the FRB.

The Financial Services Modernization Act of 1999 permits bank holding companies to become financial
holding companies and thereby affiliate with securities firms and insurance companies and engage in other
activities that are financial in nature. A bank holding company may become a financial holding company if each
of its subsidiary banks is well capitalized under the Federal Deposit Insurance Corporation Act of 1991 prompt
corrective action provisions, is well managed, and has at least a satisfactory rating under the Community
Reinvestment Act, by filing a declaration that the bank holding company wishes to become a financial holding
company. In October 2006, NB&T Financial Group, Inc. became a financial holding company. No regulatory
approval is required for a financial holding company to acquire a company, other than a bank or savings
association, engaged in activities that are financial in nature or incidental to activities that are financial in nature,
as determined by the Federal Reserve Board.

The Financial Services Modernization Act defines “financial in nature” to include:
« securities underwriting, dealing and market making;
» sponsoring mutual funds and investment companies;
» insurance underwriting and agency;
« merchant banking; and

 activities that the Federal Reserve Board has determined to be closely related to banking.

A national bank also may engage, subject to limitations on investment, in activities that are financial in
nature, other than insurance underwriting, insurance company portfolio investment, real estate development and
real estate investment, through a financial subsidiary of the bank, if the bank is well capitalized, well managed
and has at least a satisfactory Community Reinvestment Act rating. Subsidiary banks of a financial holding
company or national banks with financial subsidiaries must continue to be well capitalized and well managed in
order to continue to engage in activities that are financial in nature without regulatory actions or restrictions,
which could include divestiture of the financial in nature subsidiary or subsidiaries. In addition, a financial
holding company or a bank may not acquire a company that is engaged in activities that are financial in nature
unless each of the subsidiary banks of the financial holding company or the bank has a Community Reinvestment
Act rating of satisfactory or better. NB&T Insurance Group, Inc. is a financial subsidiary.

Transactions between NB&T Financial and the Bank are subject to statutory limits in Sections 23A and 23B
of the Federal Reserve Act, which limit the amounts of such transactions and require that the terms of the
transactions be at least as favorable to the Bank as the terms would be of a similar transaction between the Bank
and an unrelated party. NB&T Financial and the Bank were in compliance with these requirements and
restrictions at December 31, 2010.



The FRB must approve the application of a bank holding company to acquire any bank or savings
association. The Company’s ability to pay dividends to its shareholders may be restricted. Current FRB policy
requires bank holding companies to act as a source of financial strength to its banking subsidiaries. Under this
policy, the FRB may require the Company to commit resources or contribute additional capital to the Bank,
which could restrict the amount of cash available for dividends to the Company’s shareholders. The FRB has
issued guidance on the payment of dividends by bank holding companies, which includes conditions under which
bank holding companies must provide advance notification of their intentions to declare and pay dividends.

National Bank Regulation

Office of the Comptroller of the Currency. The OCC is an office in the Department of the Treasury and is
subject to the general oversight of the Secretary of the Treasury. The OCC is responsible for the regulation and
supervision of all national banks, including the Bank. The OCC issues regulations governing the operation of
national banks and, in accordance with federal law, prescribes the permissible investments and activities of
national banks. The Bank is authorized to exercise trust powers in accordance with OCC guidelines. National
banks are subject to regulatory oversight under various consumer protection and fair lending laws. These laws
govern, among other things, truth-in-lending disclosure, equal credit opportunity, fair credit reporting and
community reinvestment. The OCC has the authority to impose sanctions on the Bank and, under certain
circumstances, may appoint a receiver for the Bank.

The Bank is required to meet certain minimum capital requirements set by the OCC. These requirements
consist of risk-based capital guidelines and a leverage ratio, which are substantially the same as the capital
requirements imposed on NB&T Financial. The Bank was in compliance with those capital requirements at
December 31, 2010. For the Bank capital ratios, see Note 17 to the Consolidated Financial Statements in Item 8.
The OCC may adjust the risk-based capital requirement of a national bank on an individualized basis to take into
account risks due to concentrations of credit or nontraditional activities.

The OCC has adopted regulations governing prompt corrective action to resolve the problems of capital
deficient and otherwise troubled national banks. At each successively lower defined capital category, a national
bank is subject to more restrictive and numerous mandatory or discretionary regulatory actions or limits, and the
OCC has less flexibility in determining how to resolve the problems of the institution. In addition, the OCC
generally can downgrade a national bank’s capital category, notwithstanding its capital level, if, after notice and
opportunity for hearing, the national bank is deemed to be engaging in an unsafe or unsound practice, because it
has not corrected deficiencies that resulted in it receiving a less than satisfactory examination rating on matters
other than capital or it is deemed to be in an unsafe or unsound condition. The Bank’s capital at December 31,
2010, met the standards for the highest capital category, a well-capitalized bank.

A natjonal bank is subject to restrictions on the payment of dividends, including dividends to a holding
company. The Bank may not pay a dividend if it would cause the Bank not to meet its capital requirements. In
addition, the dividends that a Bank subsidiary can pay to its holding company without prior approval of
regulatory agencies is limited to net income plus its retained net income for the preceding two years. Based on
the current financial condition of the Bank, the Bank does not expect these provisions to affect the current ability
of the Bank to pay dividends to NB&T Financial in an amount customary for the Bank.

OCC regulations generally limit the aggregate amount that a national bank can lend to one borrower or
aggregated groups of related borrowers to an amount equal to 15% of the bank’s unimpaired capital and surplus.
A national bank may loan to one borrower an additional amount not to exceed 10% of the association’s
unimpaired capital and surplus, if the additional amount is fully secured by certain forms of “readily marketable
collateral”. Loans to executive officers, directors and principal shareholders and their related interests must
conform to the OCC lending limits. All transactions between national banks and their affiliates, including NB&T
Financial, must comply with Sections 23A and 23B of the Federal Reserve Act.
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Federal Deposit Insurance Corporation. The FDIC is an independent federal agency that insures the
deposits, up to prescribed statutory limits, of federally insured banks and thrifts and safeguards the safety and
soundness of the banking and thrift industries. The FDIC is authorized to establish annual assessment rates for
deposit insurance. The FDIC has established a risk-based assessment system for members. Under this system,
assessments vary based on the risk the institution poses to its deposit insurance fund. The risk level is determined
based on the institution’s capital level and the FDIC’s level of supervisory concern about the institution.
Insurance of deposits may be terminated by the FDIC if it finds that the institution has engaged in unsafe or
unsound practices, is in an unsafe or unsound condition to continue operations, or has violated any applicable
law, regulation, rule, order or condition enacted or imposed by the institution’s regulatory agency. On
February 7, 2011, the FDIC issued final regulations, effective April 1, 2011, as required by the Dodd-Frank Wall
Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) to change the deposit insurance assessment
base from total domestic deposits to average total assets minus average tangible equity, as well as changing the
assessment for larger institutions and the assessment rate schedules. The effect of such changes on NBTF has not
yet been determined.

Federal Reserve Board. The Federal Reserve Act requires national banks to maintain reserves against their
net transaction accounts (primarily checking and NOW accounts). The amounts are subject to adjustment by the
FRB. At December 31, 2010, the Bank was in compliance with its reserve requirements.

Federal Home Loan Banks. The Federal Home Loan Banks (the FHLBs) provide credit to their members
in the form of advances. As a member, the Bank must maintain an investment in the capital stock of the FHLB of
Cincinnati in an amount equal to the greater of 1% of the aggregate outstanding principal amount of the Bank’s
residential real estate loans, home purchase contracts and similar obligations at the beginning of each year, or 5%
of its advances from the FHLB. The Bank is in compliance with this requirement with an investment in FHLB of
Cincinnati stock having a book value of $9.1 million at December 31, 2010. The FHLB advances are secured by
collateral in one or more specified categories. The amount a member may borrow from the FHLB is limited
based upon the amounts of various assets held by the member.

Insurance Agency Regulation

The Bank’s insurance agency subsidiary is subject to insurance laws and regulations of the State of Ohio
and the Ohio Department of Insurance. The insurance laws and regulations require education and licensing of
agencies and individual agents, require reports and impose business conduct rules.

Item 1A. Risk Factors

Like all financial companies, NB&T Financial’s business and results of operations are subject to a number of
risks, many of which are outside of our control. In addition to the other information in this report, readers should
carefully consider that the following important factors could materially impact our business and future results of
operations.

Our business may be adversely affected by current conditions in the financial markets, the real estate market
and economic conditions generally.

Beginning in the latter half of 2007 and continuing into 2010, negative developments in the capital markets
resulted in uncertainty in the financial markets and an economic downturn. The housing market declined,
resulting in decreasing home prices and increasing delinquencies and foreclosures. The credit performance of
mortgage and construction loans resulted in significant write-downs of asset values by financial institutions,
including government-sponsored entities and major commercial and investment banks. The declines in the
performance and value of mortgage assets encompassed all mortgage and real estate asset types, leveraged bank
loans and nearly all other asset classes, including equity securities. These write-downs have caused many
financial institutions to seck additional capital or to merge with larger and stronger institutions. Some financial
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institutions have failed. Although some improvements have occurred, housing prices are still depressed and
continue to decline in some markets and unemployment remains high compared to levels prior to the recession.

Concerns over the stability of the financial markets and the economy have resulted in decreased lending by
some financial institutions to their customers and to each other. This tightening of credit has led to increased loan
delinquencies, lack of customer confidence, increased market volatility and a widespread reduction in general
business activity. Competition among depository institutions for deposits has increased significantly, and access
to deposits or borrowed funds has decreased for many institutions. It has also become more difficult to assess the
creditworthiness of customers and to estimate the losses inherent in our loan portfolio.

Business activity across a wide range of industries and regions is greatly reduced, and local governments
and many companies are in serious difficulty due to the lack of consumer spending and the lack of liquidity in the
credit markets. A worsening of current conditions would likely adversely affect our business and results of
operations, as well as those of our customers. As a result, we may experience increased foreclosures,
delinquencies and customer bankruptcies, as well as more restricted access to funds.

The enactment of new legislation and increased regulatory oversight may significantly affect our financial
condition and results of operations.

The Federal Reserve Board, Congress, the Treasury, the FDIC and others have taken numerous actions to
address the current liquidity and credit situation in the financial markets. These measures include actions to
encourage loan restructuring and modification for homeowners; the establishment of significant liquidity and
credit facilities for financial institutions and investment banks; the lowering of the federal funds rate; and
coordinated efforts to address liquidity and other weaknesses in the banking sector. The long-term effect of
actions already taken as well as new legislation is unknown. Continued or renewed instability in the financial
markets could weaken public confidence in financial institutions and adversely affect our ability to attract and
retain new customers.

Further, legislation has been proposed that would reduce the amount that our customers are required to pay
under existing loan contracts or limit our ability to foreclose on collateral. There can be no assurance that future
legislation will not significantly impact our ability to collect on our current loans or foreclose on collateral.

On July 21, 2010, President Obama signed into law the Dodd-Frank Act. This new law will significantly
change the regulation of financial institutions and the financial services industry. Because the Dodd-Frank Act
requires various federal agencies to adopt a broad range of regulations with significant discretion, many of the
details of the new law and the effects they will have on our company will not be known for months and even
years.

Many of the provisions of the Dodd-Frank Act apply directly only to institutions much larger than ours, and
some will affect only institutions with different charters than ours or institutions that engage in activities in which
we do not engage. Among the changes to occur pursuant to the Dodd-Frank Act that can be expected to have an
effect on our business are the following:

» the Dodd-Frank Act creates a Consumer Financial Protection Bureau with broad powers to adopt and
enforce consumer protection regulations;

* new capital regulations for bank holding companies will be adopted, which may impose stricter
requirements, and any new trust preferred securities will no longer count toward Tier I capital,

* the federal law prohibition on the payment of interest on commercial demand deposit accounts will be
eliminated effective in July 2011;

» the standard maximum amount of deposit insurance per customer is permanently increased to
$250,000, and non-interest bearing transaction accounts will have unlimited insurance through
December 31, 2012;
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+ the assessment base for determining deposit insurance premiums will be expanded to include liabilities
other than just deposits;

e new corporate governance requirements applicable generally to all public companies in all industries
will require new compensation practices, including requiring companies to “claw back” incentive
compensation under certain circumstances, to provide shareholders the opportunity to cast a
non-binding vote on executive compensation, and to consider the independence of compensation
advisers, and new executive compensation disclosure requirements.

In addition, revenue on interchange fees may decrease as a result of the level of fees the Federal Reserve
deems “reasonable and proportional” when it establishes regulations on the amount of interchange fees that can
be charged to merchants for electronic debit card transactions. The Federal Reserve has proposed two alternative
fee standards and rules prohibiting network exclusivity arrangements and routing restrictions. Although the fee
standards would not apply to any company that, together with its affiliates, has assets of less than $10.0 billion,
such as the Company, competition and other market forces may result in a loss of revenue to the Company from
these fees.

In addition, the FDIC has recently issued guidance prescribing the order in which Banks may process
customer debit items and imposing limits on the overdraft fees Banks may charge. Currently, these limits only
apply to banks governed by the FDIC but may eventually impact all banks. These limitations could negatively
impact the Company’s earnings.

Although it is impossible for us to predict at this time all the effects the Dodd-Frank Act will have on us and
the rest of our industry, it is possible that our non-interest income could decrease, both our interest expense and
our non-interest expense could increase, deposit insurance premiums could change, and steps may need to be
taken to increase qualifying capital. We expect that our operating and compliance costs will increase and could
adversely affect our financial condition and results of operations.

Adverse changes in the financial markets may adversely impact our results of operations.

The global financial markets have experienced increased volatility and an overall loss of investor confidence
in recent years. While we generally invest in securities with limited credit risk, certain investment securities we
hold possess higher credit risk since they represent beneficial interests in structured investments collateralized by
residential mortgages, debt obligations and other similar asset-backed assets. Regardless of the level of credit
risk, all investment securities are subject to changes in market value due to changing interest rates and implied
credit spreads.

Over the last few years, structured investments, like our collateralized debt obligations, have been subject to
significant market volatility due to the uncertainty of the credit ratings, deterioration in credit losses occurring
within certain types of residential mortgages, changes in prepayments of the underlying collateral and the lack of
transparency related to the investment structures and the collateral underlying the structured investment vehicles.
These conditions have resulted in our recognizing impairment charges on certain investment securities during
2010 and 2009. Given recent market conditions and changing economic factors, we may be required to recognize
additional impairment changes on securities held in our investment portfolio in the future.

We may not be able to access capital when needed.

We are required by regulatory authorities to maintain specified levels of capital. Should we experience
significant loan losses, we may need additional capital. In addition, we may elect to raise additional capital to
support our business, to finance acquisitions, if any, or for other purposes. Our ability to raise additional capital,
if needed, will depend on our financial performance, conditions in the capital markets, economic conditions and a
number of other factors, many of which are outside of our control. There can be no assurance, therefore, that we
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can raise additional capital at all or on terms acceptable to us. If we cannot raise additional capital when needed
or desired, it may have a material adverse effect on our financial condition, results of operations and prospects.

A default by another larger financial institution could adversely affect financial markets generally.

The commercial soundness of many financial institutions may be closely interrelated as a result of
relationships between the institutions. As a result, concerns about, or a default or threatened default by, one
institution could lead to significant market-wide liquidity and credit problems, losses or defaults by other
institutions. This “systemic risk” may adversely affect our business.

Changes in national and local economic and political conditions could adversely affect our earnings, as our
borrowers’ ability to repay loans and the value of the collateral securing our loans decline and as loans and
deposits decline.

There are inherent risks associated with our lending activities, including credit risk, which is the risk that
borrowers may not repay outstanding loans or the value of the collateral securing loans will decrease. Conditions
such as inflation, recession, unemployment, changes in interest rates and money supply and other factors beyond
our control may adversely affect the ability of our borrowers to repay their loans and the value of collateral
securing the loans, which could adversely affect our earnings. Because we have a significant amount of real
estate loans, a decline in the value of real estate could have a material adverse affect on us. As of December 31,
2010, 70% of our loan portfolio consisted of commercial and industrial, commercial real estate, real estate
construction, installment and agricultural loans, all of which are generally viewed as having more risk of default
than residential real estate loans and all of which, with the exception of installment loans, are typically larger
than residential real estate loans. Residential real estate loans held in the portfolio are typically originated using
conservative underwriting standards that does not include sub-prime lending. We attempt to manage credit risk
through a program of underwriting standards, the review of certain credit decisions and an on-going process of
assessment of the quality of the credit already extended. Economic and political changes could also adversely
affect our deposits and loan demand, which could adversely affect our earnings and financial condition. Since
substantially all of our loans are to individuals and businesses in Ohio, any decline in the economy of this market
area could have a materially adverse effect on our credit risk and on our deposit and loan levels.

Changes in our local economy resulting from the departure of a large employer may adversely affect our
financial condition and results of operations.

DHL Express (USA), Inc. and DHL Network Operations (USA), Inc. (collectively, “DHL”) and ABX Auir,
Inc. (“ABX Air”), employed more people in Clinton County than any other employer. DHL decided to outsource
its United States transportation and sorting services to another company. This loss of jobs has had a significant
short-term, negative impact on the local economy. The long-term impact is still unknown as severance and
unemployment benefits expire. Opportunities to lend and raise deposits could be reduced. In addition,
delinquencies, defaults and losses on existing loans could increase and deposits decrease as customers use
savings to pay bills or move to find different jobs. The Trust Department could also lose accounts as residents
leave the area, reducing the Bank’s income from the Trust Department.

Changes in interest rates could adversely affect our financial condition and results of operations.

Our results of operations depend substantially on our net interest income, which is the difference between
(i) the interest earned on loans, securities and other interest-earning assets and (ii) the interest paid on deposits
and borrowings. These rates are highly sensitive to many factors beyond our control, including general economic
conditions, inflation, recession, unemployment, money supply and the policies of various governmental and
regulatory authorities. If the interest we pay on deposits and other borrowings increases at a faster rate than the
interest we receive on loans and other investments, our net interest income and therefore earnings, could be
adversely affected. Earnings could also be adversely affected if the interest we receive on loans and other
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investments falls more quickly than the interest we pay on deposits and borrowings. While we have taken
measures intended to manage the risks of operating in a changing interest rate environment, there can be no
assurance that these measures will be effective in avoiding undue interest rate risk.

Increases in interest rates also can affect the value of loans and other assets, including our ability to realize
gains on the sale of assets. We originate loans for sale and for our portfolio. Increasing interest rates may reduce
the origination of loans for sale and consequently the fee income we earn on such sales. Further, increasing
interest rates may adversely affect the ability of borrowers to pay the principal or interest on loans and leases,
resulting in an increase in non-performing assets and a reduction of income recognized.

Increases in FDIC insurance premiums may have a material adverse effect on our earnings.

During the last three years, there have been higher levels of bank failures, which dramatically increased
resolution costs of the FDIC and depleted the deposit insurance fund. In order to maintain a strong funding
position and restore reserve ratios of the deposit insurance fund, the FDIC voted on December 16, 2008 to
increase assessment rates of insured institutions uniformly by 7 basis points (7 cents for every $100 of deposits),
beginning with the first quarter of 2009. Additional changes, beginning April 1, 2009, were to require riskier
institutions to pay a larger share of premiums by factoring in rate adjustments based on secured liabilities and
unsecured debt levels.

The Emergency Economic Stabilization Act of 2008 (the “EESA”) instituted two temporary programs to
further insure customer deposits at FDIC-member banks: deposit accounts became insured up to $250,000 per
customer (up from $100,000) and noninterest bearing transactional accounts became fully insured (unlimited
coverage). Since then, the Dodd-Frank Act made the increase in the standard maximum insurance amount
permanent, and the unlimited coverage of non-interest bearing transactions accounts has been extended until
December 31, 2012.

On May 22, 2009, the FDIC adopted a rule that imposed a special assessment for the second quarter of 2009
of 5 basis points on each insured depository institution’s assets minus its Tier 1 capital as of June 30, 2009,
which was collected on September 30, 2009. We paid $241,000.

On November 12, 2009, the FDIC adopted a rule requiring insured institutions to prepay their estimated
quarterly risk-based assessments for the fourth quarter of 2009 and for all of 2010, 2011 and 2012. The prepaid
assessments for these periods were collected on December 30, 2009, along with the regular quarterly risk-based
deposit insurance assessment for the third quarter of 2009. For the fourth quarter of 2009 and for all of 2010, the
prepaid assessment rate was based on each institution’s total base assessment rate in effect on September 30,
2009, modified to assume that the assessment rate in effect for the institution on September 30, 2009, was in
effect for the entire third quarter of 2009. On September 29, 2009, the FDIC increased annual assessment rates
uniformly by 3 basis points beginning in 2011. As a result, an institution’s total base assessment rate for purposes
estimating an institution’s assessment for 2011 and 2012 was increased by 3 basis points. Each institution’s
prepaid assessment base was calculated using its third quarter 2009 assessment base, adjusted quarterly for an
estimated five percent annual growth rate in the assessment base through the end of 2012. The three-year
prepayment was $3.1 million for us, which will be expensed over three years.

In January 2010, the FDIC issued an advance notice of proposed rule-making asking for comments on how
the FDIC’s risk-based deposit insurance assessment system could be changed to include the risks of certain
employee compensation as criteria in the assessment system.

On February 7, 2011, the FDIC issued final regulations, effective April 1, 2011, as required by the Dodd-
Frank Act to change the deposit insurance assessment base from total domestic deposits to average total assets
minus average tangible equity, as well as changing the assessment for larger institutions and the assessment rate
schedules. The effect of such changes on our future assessments has not yet been determined.
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We are generally unable to control the amount of premiums that we are required to pay for FDIC insurance.
If there are additional financial institution failures, we may be required to pay even higher FDIC premiums than
the recently increased levels. Increases in FDIC insurance premiums may materially adversely affect our results
of operations and our ability to continue to pay dividends on our common shares at the current rate or at all.

Our allowance for loan losses may be insufficient.

We maintain an allowance for loan losses to provide for probable loan losses based on management’s
quarterly analysis of the loan portfolio. The preparation of consolidated financial statements in conformity with
accounting principles generally accepted in the United States (“GAAP”) requires management to make
significant estimates that affect the financial statements. One of our most critical estimates is the level of the
allowance for loan losses. Due to the inherent nature of these estimates, we cannot provide absolute assurance
that we will not be required to charge earnings for significant unexpected loan losses. For more information on
the sensitivity of these estimates, refer to the discussion of our “Critical Accounting Policies” included in the
section of our 2010 Annual Report captioned “Critical Accounting Policies” on pages 30 and 31.

We maintain an allowance for loan losses that we believe is a reasonable estimate of known and inherent
losses within the loan portfolio. We make various assumptions and judgments about the collectability of our loan
portfolio, including the creditworthiness of our borrowers and the value of the real estate and other assets serving
as collateral for the repayment of loans. In deciding whether to extend credit or enter into other transactions with
customers and counterparties, we may rely on information provided to us by customers and counterparties,
including financial statements and other financial information. We may also rely on representations of customers
and counterparties as to the accuracy and completeness of that information and, with respect to financial
statements, on reports of independent auditors. For example, in deciding whether to extend credit to a business,
we may assume that the customer’s audited financial statements conform with GAAP and present fairly, in all
material respects, the financial condition, results of operations and cash flows of the customer. We may also rely
on the audit report covering those financial statements. Our financial condition, results of operations and cash
flows could be negatively impacted to the extent that we rely on financial statements that do not comply with
GAAP or on financial statements and other financial information that are materially misleading.

Through a periodic review and consideration of the loan portfolio, management determines the amount of
the allowance for loan losses by considering general market conditions, credit quality of the loan portfolio, the
collateral supporting the loans and performance of customers relative to their financial obligations with us. The
amount of future losses is susceptible to changes in economic, operating and other conditions, including changes
in interest rates, which may be beyond our control, and these losses may exceed current estimates. We cannot
fully predict the amount or timing of losses or whether the loss allowance will be adequate in the future. If our
assumptions prove to be incorrect, our allowance for loan losses may not be sufficient to cover losses inherent in
our loan portfolio, resulting in additions could have a material adverse impact on our financial condition and
results of operations. In addition, federal and state regulators periodically review our allowance for loan losses as
part of their examination process and may require management to increase the allowance or recognize further
loan charge-offs based on judgments different than those of management. Any increase in the provision for loan
losses would decrease our pretax and net income.

We operate in an extremely competitive market, and our business will suffer if we are unable to compete
effectively.

In our market area, we encounter significant competition from other banks, savings and loan associations,
credit unions, mortgage banking firrs, securities brokerage firms, asset management firms and insurance
companies. The increasingly competitive environment is a result primarily of changes in regulation and the
accelerating pace of consolidation among financial service providers. NB&T Financial is smaller than many of
our competitors. Many of our competitors have substantially greater resources and lending limits than we do and
may offer services that we do not or cannot provide.
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Our ability to pay cash dividends is limited.

We are dependent primarily upon the earnings of our operating subsidiaries for funds to pay dividends on
our common shares. The payment of dividends by us and our subsidiaries is subject to certain regulatory
restrictions. As a result, any payment of dividends in the future will be dependent, in large part, on our ability to
satisfy these regulatory restrictions and our subsidiaries’ earnings, capital requirements, financial condition and
other factors. Although our financial earnings and financial condition have allowed us to declare and pay periodic
cash dividends to our shareholders, there can be no assurance that our dividend policy or size of dividend
distribution will continue in the future.

The preparation of financial statements requires management to make estimates about matters that are
inherently uncertain.

Management’s accounting policies and methods are fundamental to how we record and report our financial
condition and results of operations. Our management must exercise judgment in selecting and applying many of
these accounting policies and methods in order to ensure that they comply with generally accepted accounting
principles and reflect management’s judgment as to the most appropriate manner in which to record and report
our financial condition and results of operations. One of the most critical estimates is the level of the allowance
of loan losses. Due to the inherent nature of these estimates, we cannot provide absolute assurance that we will
not significantly increase the allowance for loan losses or sustain loan losses that are significantly higher than the
provided allowance.

Material breaches in security of our systems may have a significant effect on our business.

We collect, process and store sensitive consumer data by utilizing computer systems and
telecommunications networks operated by both us and third party service providers. We have security and
backup and recovery systems in place, as well as a business continuity plan, to ensure the computer systems will
not be inoperable, to the extent possible. We also have implemented security controls to prevent unauthorized
access to the computer systems and requires its third party service providers to maintain similar controls.
However, management cannot be certain that these measures will be successful. A security breach of the
computer systems and loss of confidential information, such as customer account numbers and related
information, could result in a loss of customers’ confidence and, thus, loss of business.

Trading in our common shares is very limited, which may adversely affect the time and the price at which you
can sell your NB&T Financial common shares.

Although the common shares of NB&T Financial are quoted on The NASDAQ Capital Market, trading in
NB&T Financial’s common shares is not active, and the spread between the bid and the asked price is often wide.
As a result, you may not be able to sell your shares on short notice, and the sale of a large number of shares at
one time could temporarily depress the market price. The price at which you may be able to sell your common
shares may be significantly lower than the price at which you could buy NB&T Financial common shares at that
time.

Our organizational documents and the large percentage of shares controlled by management and family
members of management may have the effect of discouraging a third party from acquiring us.

Our articles of incorporation and code of regulations contain provisions, including a staggered board of
directors and a supermajority vote requirement, that make it more difficult for a third party to gain control or
acquire us without the consent of the board of directors. These provisions could also discourage proxy contests
and may make it more difficult for dissident shareholders to elect representatives as directors and take other
corporate actions. Moreover, as of March 2, 2011, directors and executive officers controlled the vote of 20.2%
of the outstanding common shares of NB&T Financial in addition to the 3.7% of the outstanding shares with

15



respect to which the Bank controls the vote as trustee and an additional 27.7% owned by relatives of a director.
The provisions in our articles and code of regulations and the percentage of voting control by NB&T Financial

affiliates and relatives could have the effect of delaying or preventing a transaction or a change in control that a
shareholder might deem to be in the best interests of that shareholder.

Future expansion may adversely affect our financial condition and results of operations.

We may acquire other financial institutions or parts of institutions in the future and may open new branches.
We also may consider and enter into new lines of business or offer new products or services. Expansions of our
business involve a number of expenses and risks, including:

» the time and costs associated with identifying and evaluating potential acquisitions;

» the potential inaccuracy of estimates and judgments used to evaluate credit, operations, management
and market risk with respect to the target institutions;

» the time and costs of evaluating new markets, hiring local management and opening new offices, and
the delay between commencing these activities and the generation of profits from the expansion;

* our ability to finance an acquisition or other expansion and the possible dilution to our existing
shareholders;

¢ the diversion of management’s attention to the negotiation of a transaction and the integration of the
operations and personnel of the combining businesses;

e entry into unfamiliar markets;
+ the introduction of new products and services into our existing business;

¢ the incurrence and possible impairment of goodwill associated with an acquisition and possible adverse
short-term effects on our results of operations; and

» the risk of loss of key employees and customers.

We may incur substantial costs to expand, and we can give no assurance that such expansion will result in
the levels of profits we expect. Neither can we assure that integration efforts for any future acquisitions will be
successful. We may issue equity securities in connection with acquisitions, which could dilute the economic and
voting interests of our existing shareholders.

The Company undertakes no obligation and disclaims any intention to publish revised information or updates
to forward-looking statements contained in the above risk factors or in any other statement made at any time
by any director, officer, employee or other representative of the Company unless and until any such revisions
or updates are required to be disclosed by applicable securities laws or regulations.

Item 1B. Unresolved Staff Comments

Not applicable

Item 2. Properties

NB&T Financial and the Bank own and occupy their main offices located at 48 North South Street,
Wilmington, Ohio. The Bank also owns or leases 23 full-service branch offices and one remote drive-through
ATM facility, all of which are located in Brown, Clermont, Clinton, Highland, Montgomery, Warren and
Cuyahoga counties in Ohio. The Bank owns a building at 1600 West Main Street, Wilmington, Ohio, which
serves as an operation center for the Bank and is leased in part to the insurance agency sold by the Bank in early
2010.
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Item 3. Legal Proceedings

Neither NB&T Financial nor the Bank is presently involved in any legal proceedings of a material nature.
From time to time, the Bank is a party to legal proceedings incidental to its business to enforce its security
interest in collateral pledged to secure loans made by the Bank.

Item 4. Reserved
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

There were 3,424,162 common shares of the Company outstanding on December 31, 2010 held by
approximately 407 registered shareholders of record, and approximately an additional 463 beneficial owners
holding their shares in the names of brokers, banks and depositories. Dividends per share declared were $.30 per
share for the fourth quarter of 2010, $0.29 per share in the first three quarters of 2010, and $0.29 per share in
each quarter in 2009 and 2008.

The Company’s shares trade on the NASDAQ Capital Market under the symbol NBTF. The following table
summarizes the quarterly common stock prices and dividends declared for the last two years.

2010 2009
High Low Dividend High Low Dividend
Fourth Quarter .................. $27.06 $18.72 $0.30 $17.25  $15.01 $0.29
Third Quarter ............. e 20.25 16.50 0.29 20.25 16.50 0.29
Second Quarter .................. 18.50 17.00 0.29 18.50 17.00 0.29
First Quarter .................... 18.00 15.00 0.29 18.00 15.00 0.29

As a national bank, the Bank is subject to restrictions on the payment of dividends to the Company, which
could restrict the ability of the Company to pay dividends. The Bank may not pay a dividend if it would cause the
Bank not to meet its capital requirements. In addition, without regulatory approval, the Bank is limited to paying
dividends equal to net income to date in the fiscal year plus its retained net income for the preceding two years.
The Company’s ability to pay dividends to its sharcholders may be restricted. Current FRB policy requires bank
holding companies to act as a source of financial strength to its banking subsidiaries. Under this policy, the FRB
may require the Company to commit resources or contribute additional capital to the Bank, which could restrict
the amount of cash available for dividends to the Company’s shareholders. The FRB has issued guidance on the
payment of dividends by bank holding companies, which includes conditions under which bank holding
companies must provide advance notification of their intentions to declare and pay dividends.
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The Company has an equity plan under which the Company may grant options, restricted stock and stock
appreciation rights to selected directors and employees for up to 270,000 common shares of the Company. The
Company also has a stock option plan that has been terminated but under which options to purchase shares
remain exercisable. Finally, an option to purchase 30,000 shares was awarded to Mr. Limbert upon his
employment. These options may be exercised at $20.88, vest over five years and expire in 2016. The following
table summarizes the securities authorized for issuance at December 31, 2010 under all equity compensation
plans in existence at that date:

Number of securities
remaining available
Weighted-average  for future issuance

Number of securities to be  exercise price of under equity
issued upon exercise of outstanding compensation plans
outstanding options, options, warrants  (excluding securities
warrants and rights and rights reflected in column
Plan Category (a) (b) (a)) ()
Equity compensation plans approved by
security holders:
2006 Equity Plan ................... ... 151,002 $18.51 118,998
1992 Nonqualified Stock Option Plan
(Terminated 2006) ................... 67,500 24.79 0
Equity compensation plans not approved by
security holders . . .. ..................... 30,000 20.88 0
Total ... e 248,502 $20.50 118,998

Unregistered Sales of Equity Securities and Use of Proceeds

The Company sold 5,871 shares of treasury stock to the NB&T Financial Group, Inc. Employee Stock
Ownership Plan (the “ESOP”) on December 31, 2008 for $66,871. The shares were needed to meet dividend
reinvestment requirements of the plan. The sale was exempt from registration pursuant to Section 4(2) of the
Securities Act of 1933 as they were sold to the ESOP Trust, of which the Bank is the Trustee. The proceeds of
the sale have been used for general corporate purposes.

Issuer Purchases of Equity Securities

The Company repurchased no common shares during the fourth quarter of 2010.
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Performance Graph

The following line graph compares the yearly percentage change in NB&T Financial’s cumulative total
shareholder return against the cumulative return of The NASDAQ Composite Index, which includes all Nasdaq
domestic and international based common type stocks listed on The NASDAQ Stock Market, and an index of
banks with total assets of $500 million to $1 billion. The graph assumes the investment of $100 on December 31,
2005. Cumulative total shareholder return is measured by dividing (i) the sum of (A) the cumulative amount of
dividends for the measurement period, assuming dividend reinvestment, and (B) the difference between the price
of NB&T Financial’s common shares at the end and at the beginning of the measurement period; by (ii) the price
of NB&T Financial’s common shares at the beginning of the measurement period.

NB&T FINANCIAL GROUP, INC.

Total Return Performance

200
175 //‘
150
] /
= 125
(]
>
3 ./< <\ /
T 100 ¢ —
) \‘\v
—&— NB&T Financial Group, Inc. \‘_
501 | —— NASDAQ Composite —k—"—'_—__‘
—&— SNL Bank $500M-$1B
25 t } t }
12/31/05 12/31/06 12/31/07 12/31/08 12/31/09 12/31/10
Period Ending
Inde_x 12/31/05  12/31/06  12/31/07 12/31/08 12/31/09 12/31/10
NB&T Financial Group, Inc. ..................... 100.00 102.28 104.89 8290 100.89 177.85
NASDAQ Composite . ........oovviuinnenenan.. 100.00 110.39 122.15 7332 106.57 125091
SNL Bank $500M-$1B .............. ... ... 100.00 11373 91.14 5840 55.62  60.71
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Item 6. Selected Financial Data
(Dollars and shares in thousands, except per share data)

2010 2009 2008 2007 2006

Consolidated Statements of Income
Interestincome . ...........ccoouiiiiiniiiian., $ 31,613 $ 25916 $ 28,828 § 32,947 §$ 34,096
Interest eXpense . ...........ooeiiiiiiiiiiiia.. 7,333 7,475 10,353 14,276 15,795
Net interest inCOME . . . . o\ v v et 24,280 18,441 18,475 18,671 18,301
Provision for loanlosses ................ .. ..... 1,610 1,550 400 135 1,330
NoOn-interest iNCOME . . . v v vt e e e e e e i iiiiiiieeann 16,397 9,924 8,236 8,240 7,852
Non-interest eXpense . ........c.couvuvueanenen.. 26,458 22,481 21,679 21,316 23,312
Income before incometaxes . ..............ccvuun. 12,609 4,334 4,632 5,460 1,511
INCOME tAXES + o v v oottt e et et 3,800 297 801 1,028 (345)
NEtINCOME . . o v oo e ettt et et et et ie s $ 8809 $ 4,037 $ 3,831 $ 4432 $ 1,856
Per Share Data
Basic earningspershare ........................ $ 258 $ 128 $ 122 $ 139 $§ 058
Diluted earnings per share ...................... 2.58 1.28 1.22 1.39 0.58
Dividendspershare ................. ... ... ... 1.17 1.16 1.16 1.12 1.08
Bookvalueatyearend ................. ... ..... 20.74 18.91 18.52 18.52 18.01
Weighted average shares outstanding—basic ....... 3,411 3,154 3,143 3,188 3,175
Weighted average shares outstanding—diluted . .. ... 3,414 3,154 3,143 3,190 3,176
Consolidated Balance Sheets (Year End)
Total @SSELS . .\ v v ve et $690,618 $649,340 $524,841 $518,922 $555,182
SECUrities ... ..vvint i 133,855 142,424 87,908 89,285 82,896
Loans, including loans held forsale . . ............. 414,978 395,548 336,184 357,763 410,221
Allowance forloanlosses ...................... 3,714 3,776 3,411 3,594 4,762
DePOSItS + v vt 584,373 541,422 420,728 420,254 453,268
Long-termdebt . ......... ... ... ... i, 15,310 39,810 39,810 34,810 36,748
Total shareholders’ equity ...................... 71,019 64,485 58,791 58,883 58,223
Selected Financial Ratios
Return on average assets . ...................... 1.27% 0.74% 0.73% 0.82% 0.30%
Return on average equity ....................... 12.65 6.76 6.49 7.53 321
Dividend payoutratio . ........... ... ... ..., .. 45.35 90.63 95.08 80.58 186.21
Netinterest margin . ............ooniuninnnn .. 3.83 3.70 3.84 3.78 3.26
Non-interest expense to total revenue ............. 65.04 79.26 81.16 79.21 89.14
Average loans to average total assets . ............. 60.53 60.83 65.19 71.62 69.34
Average equity to average total assets ............. 10.04 10.93 11.21 10.94 9.48
Total risk-based capital ratio (at yearend) . ......... 18.36 16.87 18.80 17.69 15.69
Ratio of non-performing loans to total loans ........ 2.65 1.74 0.95 0.55 2.04
Ratio of loan loss allowance to total loans .......... 0.89 0.95 1.01 1.00 1.16
Ratio of loan loss allowance to non-performing

foans ...... .. 34 55 107 181 57
Net charge-offs to average loans ................. 0.40 0.36 0.17 0.34 0.15
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis comparing 2010 to prior years should be read in conjunction with the
audited consolidated financial statements at December 31, 2010 and 2009 and for the three years ended
December 31, 2010.

FORWARD-LOOKING STATEMENTS

LET3

Statements preceded by, followed by or that otherwise include the words “believes,” “expects,”
“anticipates,” “intends,” “estimates,” “plans,” “may increase,” “may fluctuate,” “will likely result,” and similar
expressions or future or conditional verbs such as “will,” “should,” “would,” and “could” are generally forward-
looking in nature and not historical facts. Results could differ materially from those expressed in such forward-
looking statements due to a number of factors, including (1) changes in interest rates; (2) changes in national and
local economic and political conditions; (3) competitive pressures in the retail banking, financial services,
insurance and other industries; (4) changes in laws and regulations, including changes in accounting standards;
(5) changes in policy by regulatory agencies; and (6) changes in the securities markets. Any forward-looking
statements are not guarantees of future performance. They involve risks, uncertainties and assumptions, and
actual results could differ materially from those contemplated by those forward-looking statements. Many of the
factors that will determine these results are beyond the Company’s ability to control or predict. The Company
disclaims any duty to update any forward-looking statements, all of which are qualified by the statements in this
section. See Item 1.A. “Risk Factors” in this annual report for further discussion of the risks affecting the
business of the Company and the value of an investment in its shares.
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RESULTS OF OPERATIONS
PURCHASE AND ASSUMPTION OF AMERICAN NATIONAL BANK

On March 19, 2010, the Company acquired through the Bank, the banking operations of ANB, based in
Parma, Ohio, under a Purchase and Assumption agreement with the FDIC. The Office of the Comptroller of the
Currency declared ANB closed and appointed the FDIC as receiver. The Bank did not pay the FDIC a premium
for the deposits of ANB. In addition to assuming all of the deposits of the failed bank, the Bank agreed to
purchase essentially all of the assets. The book value of the net assets of ANB were acquired from the FDIC at a
$10.0 million discount. The acquisition did not include the mortgage servicing business conducted by ANB by its
division Leader Financial Services. The FDIC and the Bank entered into a loss-share transaction on $48.2 million
of ANB assets. The Bank will share in the losses on the asset pools covered under the loss-share agreement.
Under the loss-share agreement, the Bank shares in 20% of losses for the first $8.0 million in losses and 5% for
any losses in excess of $8.0 million.

The transaction resulted in a gain on bargain purchase of $7.6 million for the year ended December 31,
2010, which may change as acquisition date fair values are refined over a period of up to one year following the
purchase. The more significant fair value adjustments in our purchase accounting for the purchase and
assumption of ANB’s business were to loans and the FDIC loss share receivable. Certain of the loans acquired
from ANB have evidence of deterioration since origination, and it is probable that we will not collect all
contractually required principal and interest payments. Such credit-impaired loans are recorded at fair value, and
the related allowance for loan losses is not carried forward. Of the $42.2 million in loans purchased, $4.2 million
were determined to be credit-impaired. The estimation of fair value of credit-impaired loans involves estimating
the principal and interest cash flows expected to be collected on the loans and discounting those cash flows at
market rates of interest. The difference between contractually required payments at acquisition and the cash
flows expected to be collected at acquisition is referred to as the nonaccretable difference. Subsequent decreases
to the expected cash flows will generally result in a charge to the provision for loan losses resulting in an increase
to the allowance for loan losses. Subsequent increases in cash flows result in reversal of any nonaccretable
difference (or allowance for loan losses to the extent any has been recorded) with a positive impact on interest
income. Disposals of loans, which may include sales of loans, receipt of payments in full by the borrower,
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foreclosure or troubled debt restructurings, result in removal of the loan from the acquired credit-impaired
portfolio at its carrying amount. Because acquired credit-impaired loans are written down to an amount estimated
to be collectible, such loans are no longer classified as nonaccrual even though they may be contractually past .
due. We expect to fully collect the new carrying values of such loans (that is the new cost basis arising out of our
acquisition accounting). Acquired credit-impaired loans are also excluded from the disclosure of loans 90 days or
more past due and still accruing interest even though substantially all of them are 90 days or more contractually
past due. Under accounting standards, such loans are considered to be accruing because the interest income on
these loans relates to the establishment of an accretable yield. Loans acquired from ANB but not considered
credit impaired are recorded net of an adjustment to reflect market rates and an estimate of potential credit losses
for the pool of loans. The allowance for loan losses was not carried forward. The FDIC loss share receivable was
estimated based on a review of the credit quality of the loan portfolio and expected losses.

As a result of the application of the new accounting standards related to the purchase of loans from ANB,
certain ratios of the combined company cannot be used to compare a portfolio that includes acquired loans
against one that does not, (for example, in comparing peer companies), and cannot be used to compare ratios
across years, such as comparing 2010 ratios, which include the ANB purchase, against prior periods, which do
not. The ratios particularly affected include the allowance for loan losses as a percentage of loans and
nonperforming assets, and nonaccrual loans and nonperforming assets as a percentage of loans.

ACQUISITION OF COMMUNITY NATIONAL CORPORATION

On December 31, 2009, the Company acquired Community National Corporation (“CNC”), and its wholly-
owned subsidiary, Community National Bank (“CNB”), located in Franklin, Ohio. CNB had five branches
located in Warren, Montgomery and Butler counties in Ohio. The Company paid $3.6 million cash and issued
237,582 shares of common stock, which had a market price of $16.30 per share on the acquisition date, totaling
$3.9 million.

CNC’s assets and liabilities are included in the consolidated balance sheet at their respective acquisition
date fair values. CNC’s year-end assets at fair value totaled $85.9 million. Because the acquisition was
completed at the end of 2009, CNC’s results of operations are not included in our 2009 income statement.

Based on the purchase price of $7.4 million: and the fair value of net assets acquired of $9.2 million, the
transaction resulted in a gain on bargain purchase of $1.8 million for the year ended December 31, 2009. The
accounting with respect to the loans acquired from CNC is the same as described with respect to the loans
acquired from ANB, although there is no FDIC loss share agreement.

Of the $59.2 million in loans acquired, $3.6 million were determined to be credit-impaired. Generally, loans
on nonaccrual status were considered to be credit-impaired. Of CNC’s pre-acquisition non-accrual loans, $2.9
million of such loans were not considered to be nonaccrual at the acquisition date as required under accounting
standards.

EXECUTIVE SUMMARY

Net income for 2010 increased to $8.8 million, or $2.58 per share, from net income of $4.0 million, or $1.28
per share, for 2009. This increase is primarily attributable to the increased earning assets and net interest income
resulting from the acquisitions of CNC in December 2009 and ANB in March 2010, partially offset by the
increased operating expenses related to these acquired branches, and the bargain purchase pre-tax gain of
approximately $7.6 million in the FDIC-assisted acquisition of certain of the assets and liabilities of ANB. In
addition, the Company realized a pre-tax gain of $1.4 million on the sale of its insurance agency subsidiary in
January 2010.
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Net income for 2009 increased to $4.0 million, or $1.28 per share, from net income of $3.8 million, or $1.22
per share, for the year 2008. Net income for the year was up primarily due to recognizing a gain of approximately
$1.8 million from the acquisition of CNC on December 31, 2009. This additional income was offset during the
year by an increase in the loan loss provision, increased FDIC insurance expense, and CNC acquisition costs.

NET INTEREST INCOME

Net interest income, the difference between interest income earned on interest-earning assets and interest

expense incurred on interest-bearing liabilities, is the most significant component of the Company’s earnings.
Net interest income is affected by changes in the volumes, rates and composition of interest-earning assets and
interest-bearing liabilities. Table 1 reflects the components of the Company’s net interest income for each of the
three years ended December 31, 2010, setting forth: (i) average assets, liabilities and shareholders’ equity,
(i) interest income earned on interest-earning assets and interest expense incurred on interest-bearing liabilities,
(iii) average yields earned on interest-earning assets and interest expense incurred on interest-bearing liabilities,
and (iv) the net interest margin (i.e., net interest income divided by average interest-earning assets). Non-accrual
loans have been included in the average loan balances.
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TABLE 1—NET INTEREST INCOME AND NET INTEREST MARGIN

Assets

Loans (1)
Taxable securities
Tax-exempt securities (2)
Deposits in banks
Federal funds sold

Total interest-earning assets
Non-earning assets

Total assets . .. oo vv e iieen e

Liabilities and Stockholder’s
Equity

Non-interest-bearing demand
deposits

Interest-bearing demand deposits . .
Savings deposits . ..............

Time deposits
Short-term borrowings

Junior subordinated debentures . . ..

FHLB advances

Total interest-bearing liabilities . . ..
Non-interest bearing liabilities .. ..

Equity
Total liabilities and equity
Net interest income

Net interest margin

(Dollars in thousands)

2010 2009 2008

Average Interest  Average Interest  Average Interest
Outstanding Yield/  Earned/ Outstanding Yield/ Earned/ Outstanding Yield/  Earned/
Balance Rate Paid Balance Rate Paid Balance Rate Paid
$419,701 6.25% $26,228 $332,281 6.03% $20,025 $343,453 6.67% $22,894
145,609 3.20 4,662 105,044 4.56 4,787 70,010 5.09 3,577
12,130 4.84 587 21,365 4.44 948 29,578 4.80 1,425
55,795 .24 135 40,337 .39 156 26,808 2.60 700
__i4_6_ 13 1 357 .10 — 11,672 1.99 232
633,681 499 31,613 499,384 5.19 25916 481,521 599 28,828

_ 59,644 __ 46,869 45,340

$693,325 $546,253 $526,@
$ 93,405 — — $ 67,103 — — $ 60,238 — —
110,109 .14 151 91,740 .15 141 79,237 .46 362
178,167 .44 784 124,554 .58 728 112,195 1.43 1,601
195,668 2.22 4342 159,892 2.84 4,536 172,696 3.66 6,316
12,164 4.83 588 503 — — 726 1.31 10
10,310 7.08 730 10,310 7.08 729 10,310 7.07 729
17,563 4.20 738 29,500 4.55 1,341 29,322 4.56 1,335
523,981 1.40 7,333 416,499 1.79 7,475 404,486 2.56 10,353

99,701 70,033 63,327

69,643 59,721 59,048

$693,325 $546,253 $526,§ﬂ
$24,280 $18,441 $18,475

3.83% 3.70% 3.84%

(1) Includes nonaccrual loans and loan fees.
(2) Yields are not on a tax equivalent basis.

Net interest income was $24.3 million for 2010, compared to $18.4 million for 2009. Net interest margin
increased to 3.83% for 2010, compared to 3.70% for last year. The net interest margin increased primarily due to two
factors. First, average loans outstanding for 2010, which had an average rate of 6.25%, increased $87.4 million, largely
a result of the CNB and ANB acquisitions. Second, the average cost of interest-bearing liabilities declined from 1.79%
in 2009 to 1.40% in 2010 on increased average deposits of $134.1 million. Due to increased liquidity, NB&T was able
to lower rates on non-transaction accounts over the last year.
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Net interest income was $18.4 million for 2009, compared to $18.5 million for 2008. Net interest margin
decreased to 3.70% for 2009, compared to 3.84% for 2008. The net interest margin decreased primarily due to
two factors. First, average loans outstanding for 2009 with an average rate of 6.03% decreased $11.2 million due
to lower loan demand, and funds were reinvested in investments with an average rate in 2009 of 4.54%. Second,
average deposits increased $20.2 million in 2009 and also were invested in the lower yielding investments. As a
result, despite average earning assets increasing $21.1 million in 2009, net interest income remained substantially
the same in 2009 as 2008, with the net interest margin decreasing.

Net interest income may also be analyzed by segregating the volume and rate components of interest income
and interest expense. Table 2 presents an analysis of increases and decreases in interest income and expense in
terms of changes in volume and interest rates during the three years ended December 31, 2010. Changes
attributable to rate and volume are allocated to both rate and volume on an equal basis.

TABLE 2—NET INTEREST INCOME—RATE/VOLUME ANALYSIS
(Dollars in thousands)

Years ended Years ended
December 31, December 31,
2010 vs. 2009 2009 vs. 2008
Increase (decrease) Increase (decrease)
due to due to
Volume Rate Total Volume Rate Total
Interest income attributable to:
Loans ...... .. . $5329 $ 874 $6,203 $ (877) $(1,992) $(2,869)
Securities . ... ... 1,232 (1,718) (486) 1,273 (540) 733
Depositsinbanks ......................... 49 (70) 21) 201 (745) (544)
Federal fundssold ......................... — 1 1 (118) (114) (232)
Total interest-earning assets ............. 6,610 (913) 5,697 479  (3,391) (2,912
Interest expense attributable to:
Interest-bearing deposits .................... 1,361  (1,489) (128) 212 (3,086) (2,874)
Short-term borrowings ..................... 282 306 588 2) ®) (10)
Junior subordinated debentures .. ............. — — — — 1 1
FHLBadvances ........................... (521) 81) (602) 8 3) 5
Total interest-bearing liabilities .......... 1,122 (1,264) (142) 218 (3,096) (2,878)
Net interestincome . ................... $5488 $ 351 $5.839 $ 261 $ (295 $ (34)

NON-INTEREST INCOME

Table 3 details the components of non-interest income, excluding securities gains and losses, and the
percentage change from the two previous years. Total non-interest income was $16.4 million in 2010, $9.9
- million in 2009 and $8.2 million in 2008. The increase in non-interest income for 2010 is largely due to the
bargain purchase gains of $7.6 million from the ANB acquisition and the $1.4 million pre-tax gain on the sale of
NB&T’s insurance agency subsidiary. Service charges on deposits increased 18.6% in 2010 due to a larger
number of deposit accounts acquired from CNB and ANB and increased daily overdraft fees. Other service
charges and fees increased 24.7% in 2010 due to additional fee income on debit card transactions. Due to the sale
of the 