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PART I

ITEM 1. BUSINESS
The Company

Lakeland Financial Corporation (“Lakeland Financial”), an Indiana corporation incorporated in 1983, is a bank holding
company headquartered in Warsaw, Indiana that provides, through its wholly-owned subsidiary Lake City Bank (the
“Bank” and together with Lakeland Financial, the “Company”), a broad array of products and services throughout its
northern and central Indiana markets. The Company offers commercial and consumer banking services, as well as

trust and wealth management, brokerage, and treasury management commercial services. The Company serves a wide
variety of industries including, among others, commercial real estate, manufacturing, agriculture, construction, retail,
wholesale, finance and insurance, accommodation and food services and health care. The Company’s customer base is
similarly diverse. The Company is not dependent upon any single industry or customer. At December 31, 2018,
Lakeland Financial had consolidated total assets of $4.9 billion and was the fourth largest independent bank holding
company headquartered in the State of Indiana.

Company’s Business. Lakeland Financial is a bank holding company as defined in the Bank Holding Company Act of
1956, as amended. Lakeland Financial owns all of the outstanding stock of the Bank, a full-service commercial bank
organized under Indiana law. Lakeland Financial conducts no business except that which is incident to its ownership

of the outstanding stock of the Bank and the operation of the Bank. Although Lakeland Financial is a corporate entity,
legally separate and distinct from its affiliates, bank holding companies such as Lakeland Financial are required to act

as a source of financial strength for their subsidiary banks. The principal source of Lakeland Financial’s income is
dividends from the Bank. There are certain regulatory restrictions on the extent to which subsidiary banks can pay
dividends or otherwise supply funds to their holding companies. See the section captioned “Supervision and Regulation”
below for further discussion of these matters. Lakeland Financial’s executive offices are located at 202 East Center
Street, Warsaw, Indiana 46581, and its telephone number is (574) 267-6144.

Bank’s Business. The Bank was originally organized in 1872 and has continuously operated under the laws of the State
of Indiana since its organization. As of December 31, 2018 the Bank had 49 offices in fifteen counties throughout
northern and central Indiana. In January 2019, the Bank opened its 50t office in downtown Indianapolis. The Bank’s
deposits are insured by the Federal Deposit Insurance Corporation (the “FDIC”). The Bank’s activities cover all phases
of commercial banking, including deposit products, commercial and consumer lending, retail and merchant credit card
services, corporate treasury management services, and wealth advisory, trust and brokerage services.

We operate branch offices in four geographical markets concentrated in northern Indiana and six full service offices in
central Indiana in the Indianapolis market. We have divided our northern Indiana markets into three distinct regions,
the North Region, the South Region and the East Region. Our most mature market, the South Region, includes
Kosciusko County and several contiguous counties. Warsaw is this region's primary city. The Bank entered the North
Region in 1990, which includes portions of Elkhart and St. Joseph counties. This region includes the cities of Elkhart,
Goshen and South Bend. The North Region represents relatively older markets for us with nearly 25 years of business
activity. We entered the East Region in 1999, which includes Allen and DeKalb counties. Fort Wayne represents the
primary city in this market. We have experienced rapid commercial loan growth in this market over the past 15 years.
We entered the Indianapolis market in 2006 with the opening of a loan production office in Hamilton County and
opened a full service retail and commercial branch in late 2011. The Bank currently operates six branches in the
Indianapolis footprint.

The Bank’s business strategy is focused on building long-term relationships with its customers based on top quality
service, high ethical standards and safe and sound lending. The Bank operates as a community-based financial
services organization augmented by experienced, centralized support in select critical areas. The Bank’s local market
orientation is reflected in its regional management, which divides the Bank’s market area into five distinct geographic
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regions each headed by a retail and commercial regional manager. This arrangement allows decision making to be as
close to the customer as possible and enhances responsiveness to local banking needs. Despite this local-market,
community-based focus, the Bank offers many of the products and services available at much larger regional and
national competitors. While our strategy encompasses all phases of traditional community banking, including
consumer lending and wealth advisory and trust services, we focus on building expansive commercial relationships
and developing retail and commercial deposit gathering strategies through relationship-based client services.
Substantially all of the Bank’s assets and income are located in and derived from the United States. At December 31,
2018, the Company had 553 full-time equivalent employees. The Company is not a party to any collective bargaining
agreements, and employee relations are considered good.

Operating Segment. While the Company has assigned certain management responsibilities by region and
business-line, the Company’s chief decision-makers monitor and evaluate financial performance on a Company-wide
basis. The majority of the Company’s revenue is from the business of banking and the Company’s assigned regions
have similar economic characteristics,
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products, services and customers. Accordingly, all of the Company’s operations are considered by management to be
aggregated in one reportable operating segment.

Expansion Strategy. Since 1990, the Company has expanded from 17 offices in four Indiana counties to 50 offices in
fifteen Indiana counties primarily through de novo branching. During this period, the Company has grown its assets
from $286 million to $4.9 billion, a compound annual growth rate of 4%. Mergers and acquisitions have not played a
role in this growth as the Company’s expansion strategy has been driven by organic growth. The Company has opened
six de novo branches in the past five years and plans to continue expansion in the Indianapolis market.

Over the past fifteen years, the Company has primarily targeted growth in the larger cities located in northern Indiana
and the Indianapolis market in central Indiana. The Company believes these areas offer above average growth
potential with attractive demographics and potential for commercial lending and deposit gathering opportunities. The
Company considers expanding into a market when the Company believes that market would be receptive to its
strategic plan to deliver broad-based financial services with a commitment to local communities. When entering new
markets, the Company believes it is critical to attract experienced local management and staff with a similar
philosophy in order to provide a basis for success.

Competition. The financial services industry is highly competitive. Competition is based on a number of factors
including, among others, customer service, quality and range of products and services offered, price, reputation,
interest rates on loans and deposits, lending limits and customer convenience. Our competitors include national and
regional banks, thrifts, credit unions, farm credit services, finance companies, personal loan companies, brokerage
firms, investment companies, insurance companies, mortgage banking companies, credit card issuers, mutual fund
companies and e-commerce and other internet-based companies offering financial services. Many of these competitors
enjoy fewer regulatory constraints and some may have lower cost structures.

Forward-looking Statements

This document (including information incorporated by reference) contains, and future oral and written statements of

the Company and its management may contain, forward-looking statements, within the meaning of such term in the

federal securities law. Forward-looking statements are not historical facts and are generally identifiable by the use of

words such as “believe,” “expect,” “anticipate,” “project,” “possible,” “continue,” “plan,” “intend,” “estimate,” “may,” “will,”
“should” or other similar expressions. Additionally, all statements in this document, including forward-looking

statements, speak only as of the date they are made, and the Company undertakes no obligation to update any

statement in light of new information or future events.

LR INT3 EEINT3 LN 29 ¢ 9

The Company’s ability to predict results or the actual effect of future plans or strategies is inherently uncertain and,
accordingly, the reader is cautioned not to place undue reliance on any forward-looking statement made by the
Company. Actual results could differ materially from those addressed in the forward-looking statements as a result of
numerous factors, including, without limitation:

-the effects of future economic, business and market conditions and changes, both domestic and foreign;

-governmental monetary and fiscal policies;

the timing and scope of any legislative and regulatory changes, including changes in banking, securities and tax laws
and regulations and their application by our regulators;

the risks of changes in interest rates on the levels, composition and costs of deposits, loan demand, and the
values and liquidity of loan collateral, securities and other interest sensitive assets and liabilities;

-changes in borrowers’ credit risks and payment behaviors;
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-changes in the availability and cost of credit and capital in the financial markets;
-the effects of disruption and volatility in capital markets on the value of our investment portfolio;

cyber-security risks and or cyber-security damage that could result from attacks on the Company’s or third-party
service providers networks or data of the Company;

-changes in the prices, values and sales volumes of residential and commercial real estate;

the effects of competition from a wide variety of local, regional, national and other providers of financial, investment
and insurance services;

-changes in technology or products that may be more difficult or costly, or less effective than anticipated;
the effects of war or other conflicts, acts of terrorism or other catastrophic events, including storms, droughts,

-tornados and flooding, that may affect general economic conditions, including agricultural production and demand
and prices for agricultural goods and land used for agricultural purposes, generally and in our markets;
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the failure of assumptions and estimates used in our reviews of our loan portfolio, underlying the establishment of
reserves for possible loan losses, our analysis of our capital position and other estimates;

changes in the scope and cost of FDIC insurance, the state of Indiana’s Public Deposit Insurance Fund and other
coverages;

_the effects of the Tax Cuts and Jobs Act, including any effects on the housing market, and on the demand for home
equity loans and other loan products that we offer;

-changes in accounting policies, rules and practices;

the risks of mergers, acquisitions and divestitures, including, without limitation, the related time and costs of
-implementing such transactions, integrating operations as part of these transactions and possible failures to achieve
expected gains, revenue growth and/or expense savings from such transactions; and

the risks noted in the Risk Factors discussed under Item 1A of Part 1 of this Annual Report on Form 10-K, as well as
-other risks and uncertainties set forth from time to time in the Company’s other filings with the Securities and
Exchange Commission (the “SEC”).

These risks and uncertainties should be considered in evaluating forward-looking statements and undue reliance
should not be placed on such statements.

Internet Website

The Company maintains an internet site at www.lakecitybank.com. The Company makes available free of charge in
the Investor Relations section on this site its annual report on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K and other statements and reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), as soon as reasonably practicable after it
electronically files such material with, or furnishes it to, the SEC. All such documents filed with the SEC are also
available for free on the SEC’s website (www.sec.gov). The Company’s Articles of Incorporation, Bylaws, Code of
Conduct and the charters of its various committees of the Company’s board of directors are also available on the
website.

SUPERVISION AND REGULATION

General

FDIC-insured institutions, like the Bank, their holding companies and their affiliates are extensively regulated under
federal and state law. As a result, our growth and earnings performance may be affected not only by management
decisions and general economic conditions, but also by the requirements of federal and state statutes and by the
regulations and policies of various bank regulatory agencies, including the Indiana Department of Financial

Institutions (the “DFI”), the Board of Governors of the Federal Reserve System (the “Federal Reserve”), the FDIC and the
Consumer Financial Protection Bureau (the “CFPB”). Furthermore, taxation laws administered by the Internal Revenue
Service and state taxing authorities, accounting rules developed by the Financial Accounting Standards Board,
securities laws administered by the Securities and Exchange Commission (“SEC”) and state securities authorities, and
anti-money laundering laws enforced by the U.S. Department of the Treasury (“Treasury”) have an impact on our
business. The effect of these statutes, regulations, regulatory policies and accounting rules are significant to our
operations and results.

Federal and state banking laws impose a comprehensive system of supervision, regulation and enforcement on the
operations of FDIC-insured institutions, their holding companies and affiliates that is intended primarily for the
protection of the FDIC-insured deposits and depositors of banks, rather than shareholders. These laws, and the
regulations of the bank regulatory agencies issued under them, affect, among other things, the scope of the Company’s
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business, the kinds and amounts of investments we may make, reserve requirements, required capital levels relative to
the Company’s assets, the nature and amount of collateral for loans, the establishment of branches, the Company’s
ability to merge, consolidate and acquire, dealings with the Company’s insiders and affiliates and the Company’s
payment of dividends. In reaction to the global financial crisis and particularly following passage of the Dodd-Frank
Wall Street Reform and Consumer Protection Act of 2010 (the “Dodd-Frank Act”), we experienced heightened
regulatory requirements and scrutiny. Although the reforms primarily targeted systemically important financial service
providers, their influence filtered down in varying degrees to community banks over time and caused the Company’s
compliance and risk management processes, and the costs thereof, to increase. After the 2016 federal elections,
momentum to decrease the regulatory burden on community banks gathered strength. In May 2018, the Economic
Growth, Regulatory Relief and Consumer Protection Act (the “Regulatory Relief Act”) was enacted to modify or
remove certain financial reform rules and regulations. While the Regulatory Relief Act maintains most of the
regulatory structure established by the Dodd-Frank Act, it amends certain aspects of the regulatory framework for
small depository institutions with assets of less than $10 billion, like us, and for large banks with assets of more than
$50 billion. Many of these changes are intended to result in meaningful regulatory relief for community banks and
their holding companies, including new rules that may make our capital requirements less complex. For a discussion
of capital requirements, see
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“—The Role of Capital.” It also eliminated questions about the applicability of certain Dodd-Frank Act reforms to
community bank systems, including relieving us of any requirement to engage in mandatory stress tests, maintain a
risk committee or comply with the Volcker Rule’s complicated prohibitions on proprietary trading and ownership of
private funds. We believe these reforms are favorable to our operations, but the true impact remains difficult to predict
until rulemaking is complete and the reforms are fully implemented.

The supervisory framework for U.S. banking organizations subjects banks and bank holding companies to regular
examination by their respective regulatory agencies, which results in examination reports and ratings that are not
publicly available and that can impact the conduct and growth of their business. These examinations consider not only
compliance with applicable laws and regulations, but also capital levels, asset quality and risk, management ability
and performance, earnings, liquidity, and various other factors. The regulatory agencies generally have broad
discretion to impose restrictions and limitations on the operations of a regulated entity where the agencies determine,
among other things, that such operations are unsafe or unsound, fail to comply with applicable law or are otherwise
inconsistent with laws and regulations or with the supervisory policies of these agencies.

The following is a summary of the material elements of the supervisory and regulatory framework applicable to the
Company and the Bank, beginning with a discussion of the continuing regulatory emphasis on the Company’s capital
levels. It does not describe all of the statutes, regulations and regulatory policies that apply, nor does it restate all of
the requirements of those that are described. The descriptions are qualified in their entirety by reference to the
particular statutory and regulatory provision.

The Role of Capital

Regulatory capital represents the net assets of a banking organization available to absorb losses. Because of the risks
attendant to their business, FDIC-insured institutions are generally required to hold more capital than other businesses,
which directly affects the Company’s earnings capabilities. While capital has historically been one of the key measures
of the financial health of both bank holding companies and banks, its role became fundamentally more important in
the wake of the global financial crisis, as the banking regulators recognized that the amount and quality of capital held
by banks prior to the crisis was insufficient to absorb losses during periods of severe stress. Certain provisions of the
Dodd-Frank Act and Basel 111, discussed below, establish strengthened capital standards for banks and bank holding
companies that are meaningfully more stringent than those in place previously.

Minimum Required Capital Levels. Banks have been required to hold minimum levels of capital based on guidelines
established by the bank regulatory agencies since 1983. The minimums have been expressed in terms of ratios of
capital divided by total assets. As discussed below, bank capital measures have become more sophisticated over the
years and have focused more on the quality of capital and the risk of assets. Bank holding companies have historically
had to comply with less stringent capital standards than their bank subsidiaries and have been able to raise capital with
hybrid instruments such as trust preferred securities. The Dodd-Frank Act mandated the Federal Reserve to establish
minimum capital levels for holding companies on a consolidated basis as stringent as those required for FDIC-insured
institutions. A result of this change is that the proceeds of hybrid instruments, such as trust preferred securities, were
excluded from capital over a phase-out period. However, if such securities were issued prior to May 19, 2010 by bank
holding companies with less than $15 billion of assets, they may be retained, subject to certain restrictions. Because
the Company has assets of less than $15 billion, the Company is able to maintain the Company’s trust preferred
proceeds as capital but will not be able to raise capital in the future through the issuance of trust preferred securities.
The Basel International Capital Accords. The risk-based capital guidelines for U.S. banks since 1989 were based upon
the 1988 capital accord known as “Basel I’ adopted by the international Basel Committee on Banking Supervision, a
committee of central banks and bank supervisors that acts as the primary global standard-setter for prudential
regulation, as implemented by the U.S. bank regulatory agencies on an interagency basis. The accord recognized that
bank assets for the purpose of the capital ratio calculations needed to be assigned risk weights (the theory being that
riskier assets should require more capital) and that off-balance sheet exposures needed to be factored in the
calculations. Basel I had a very simple formula for assigning risk weights to bank assets from 0% to 100% based on
four categories. In 2008, the banking agencies collaboratively began to phase-in capital standards based on a second
capital accord, referred to as “Basel II,” for large or “core” international banks (generally defined for U.S. purposes as
having total assets of $250 billion or more, or consolidated foreign exposures of $10 billion or more) known as
“advanced approaches” banks. The primary focus of Basel II was on the calculation of risk weights based on complex
models developed by each advanced approaches bank. Because most banks were not subject to Basel II, the U.S. bank
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regulators worked to improve the risk sensitivity of Basel I standards without imposing the complexities of Basel II.
This “standardized approach” increased the number of risk weight categories and recognized risks well above the
original 100% risk weight. It is institutionalized by the Dodd-Frank Act for all banking organizations, even for the
advanced approaches banks, as a floor.

On September 12, 2010, the Group of Governors and Heads of Supervision, the oversight body of the Basel
Committee on Banking Supervision, announced agreement on a strengthened set of capital requirements for banking
organizations around the world, known as Basel III, to address deficiencies recognized in connection with the global
financial crisis.

The Basel III Rule. In July 2013, the U.S. federal banking agencies approved the implementation of the Basel III
regulatory capital reforms in pertinent part, and, at the same time, promulgated rules effecting certain changes
required by the Dodd-Frank Act (the “Basel III Rule™). In contrast to capital requirements historically, which were in the
form of guidelines, Basel III was released in the form of enforceable regulations by each of the regulatory agencies.
The Basel III Rule is applicable to all banking organizations that are subject to minimum capital requirements,
including federal and state banks and savings and loan associations, as well as to

6
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bank and savings and loan holding companies, other than “small bank holding companies” (generally holding companies
with consolidated assets of less than $3 billion). Banking organizations (except for large, internationally active
banking organizations) became subject to the rule on January 1, 2015 and all parts of it were fully phased-in as of
January 1, 2019.
The Basel III Rule increased the required quantity and quality of capital, and for nearly every class of assets, it
requires a more complex, detailed and calibrated assessment of credit risk and calculation of risk weight amounts.
Not only did the Basel III Rule increase most of the required minimum capital ratios in effect prior to January 1, 2015,
but it introduced the concept of Common Equity Tier 1 Capital, which consists primarily of common stock, related
surplus (net of Treasury stock), retained earnings, and Common Equity Tier 1 minority interests subject to certain
regulatory adjustments. The Basel III Rule also changed the definition of capital by establishing more stringent criteria
that instruments must meet to be considered Additional Tier 1 Capital (primarily non-cumulative perpetual preferred
stock that meets certain requirements) and Tier 2 Capital (primarily other types of preferred stock and subordinated
debt, subject to limitations). A number of instruments that qualified as Tier 1 Capital under Basel I do not qualify, or
their qualifications changed. For example, noncumulative perpetual preferred stock, which qualified as simple Tier 1
Capital under Basel I, does not qualify as Common Equity Tier 1 Capital, but qualifies as Additional Tier 1 Capital.
The Basel III Rule also constrained the inclusion of minority interests, mortgage-servicing assets, and deferred tax
assets in capital and requires deductions from Common Equity Tier 1 Capital in the event that such assets exceed a
certain percentage of a banking institution’s Common Equity Tier 1 Capital.
The Basel III Rule required minimum capital ratios as of January 1, 2015, as follows:
- A ratio of minimum Common Equity Tier 1 Capital equal to 4.5% of risk-weighted assets;
-An increase in the minimum required amount of Tier 1 Capital from 4% to 6% of risk-weighted assets;
_A continuation of the minimum required amount of Total Capital (Tier 1 plus Tier 2) at 8% of risk-weighted assets;
and

-A minimum leverage ratio of Tier 1 Capital to total quarterly average assets equal to 4% in all circumstances.
In addition, institutions that seek the freedom to make capital distributions (including for dividends and repurchases of
stock) and pay discretionary bonuses to executive officers without restriction must also maintain 2.5% in Common
Equity Tier 1 Capital attributable to a capital conservation buffer (fully phased-in as of January 1, 2019). The purpose
of the conservation buffer is to ensure that banking institutions maintain a buffer of capital that can be used to absorb
losses during periods of financial and economic stress. Factoring in the fully phased-in conservation buffer increases
the minimum ratios depicted above to 7% for Common Equity Tier 1 Capital; 8.5% for Tier 1 Capital; and 10.5% for
Total Capital.
Well-Capitalized Requirements. The ratios described above are minimum standards in order for banking organizations
to be considered “adequately capitalized.” Bank regulatory agencies uniformly encourage banks to hold more capital and
be “well-capitalized” and, to that end, federal law and regulations provide various incentives for banking organizations
to maintain regulatory capital at levels in excess of minimum regulatory requirements. For example, a banking
organization that is well-capitalized may: (i) qualify for exemptions from prior notice or application requirements
otherwise applicable to certain types of activities; (ii) qualify for expedited processing of other required notices or
applications; and (iii) accept, roll-over or renew brokered deposits. Higher capital levels could also be required if
warranted by the particular circumstances or risk profiles of individual banking organizations. For example, the
Federal Reserve’s capital guidelines contemplate that additional capital may be required to take adequate account of,
among other things, interest rate risk, or the risks posed by concentrations of credit, nontraditional activities or
securities trading activities. Further, any banking organization experiencing or anticipating significant growth would
be expected to maintain capital ratios, including tangible capital positions (i.e., Tier 1 Capital less all intangible
assets), well above the minimum levels.
Under the capital regulations of the Federal Reserve, in order to be well capitalized, a banking organization must
maintain:
-A Common Equity Tier 1 Capital ratio to risk-weighted assets of 6.5% or more;

A ratio of Tier 1 Capital to total risk-weighted assets of 8% or more (6% under

Basel I);
- A ratio of Total Capital to total risk-weighted assets of 10% or more (the same as Basel I); and
- A leverage ratio of Tier 1 Capital to total adjusted average quarterly assets of 5% or greater.

12
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It is possible under the Basel III Rule to be well-capitalized while remaining out of compliance with the capital
conservation buffer discussed above.

As of December 31, 2018: (i) the Bank was not subject to a directive from the FDIC to increase its capital and (ii) the
Bank was well-capitalized, as defined by Federal Reserve regulations. As of December 31, 2018, the Company had
regulatory capital in excess of the Federal Reserve’s requirements and met the Basel III Rule requirements to be
well-capitalized.

Prompt Corrective Action. The concept of an institution being “well-capitalized” is part of a regulatory enforcement
regime that provides the federal banking regulators with broad power to take “prompt corrective action” to resolve the
problems of institutions based on the capital level of each particular institution. The extent of the regulators’ powers
depends on whether the institution in question is “adequately capitalized,” “undercapitalized,” “significantly
undercapitalized” or “critically undercapitalized,”

7
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in each case as defined by regulation. Depending upon the capital category to which an institution is assigned, the
regulators’ corrective powers include: (i) requiring the institution to submit a capital restoration plan; (ii) limiting the
institution’s asset growth and restricting its activities; (iii) requiring the institution to issue additional capital stock
(including additional voting stock) or to sell itself; (iv) restricting transactions between the institution and its affiliates;
(v) restricting the interest rate that the institution may pay on deposits; (vi) ordering a new election of directors of the
institution; (vii) requiring that senior executive officers or directors be dismissed; (viii) prohibiting the institution from
accepting deposits from correspondent banks; (ix) requiring the institution to divest certain subsidiaries; (x)
prohibiting the payment of principal or interest on subordinated debt; and (xi) ultimately, appointing a receiver for the
institution.

The Potential for Community Bank Capital Simplification. Community banks have long raised concerns with bank
regulators about the regulatory burden, complexity, and costs associated with certain provisions of the Basel III Rule.
In response, Congress provided a potential Basel III “off-ramp” for institutions, like us, with total consolidated assets of
less than $10 billion. Section 201 of the Regulatory Relief Act instructed the federal banking regulators to establish a
single "Community Bank Leverage Ratio" (“CBLR”) of between 8 and 10%. On November 21, 2018, the agencies
proposed setting the CBLR at 9% of tangible equity to total assets for a qualifying bank to be well-capitalized. Under
the proposal, a community banking organization would be eligible to elect the new framework if it has less than $10
billion in total consolidated assets, limited amounts of certain assets and off-balance sheet exposures, and a CBLR
greater than 9%. The electing institution would not be required to calculate the existing risk-based and leverage capital
requirements of the Basel III Rule and would not need to risk-weight its assets for purposes of capital calculations.
We are in the process of considering the Federal Reserve’s CBLR proposal and will await the final regulation to
determine whether we will elect the framework.

Regulation and Supervision of the Company

General. The Company, as the sole shareholder of the Bank, is a bank holding company. As a bank holding company,
we are registered with, and subject to regulation by, the Federal Reserve under the Bank Holding Company Act of
1956, as amended (“BHCA”). We are legally obligated to act as a source of financial and managerial strength to the
Bank and to commit resources to support the Bank in circumstances where we might not otherwise do so. Under the
BHCA, we are subject to periodic examination by the Federal Reserve and are required to file with the Federal
Reserve periodic reports of the Company’s operations and such additional information regarding us and the Bank as
the Federal Reserve may require.

Acquisitions and Activities. The primary purpose of a bank holding company is to control and manage banks. The
BHCA generally requires the prior approval of the Federal Reserve for any merger involving a bank holding company
or any acquisition by a bank holding company of another bank or bank holding company. Subject to certain conditions
(including deposit concentration limits established by the BHCA), the Federal Reserve may allow a bank holding
company to acquire banks located in any state of the United States. In approving interstate acquisitions, the Federal
Reserve is required to give effect to applicable state law limitations on the aggregate amount of deposits that may be
held by the acquiring bank holding company and its FDIC-insured institution affiliates in the state in which the target
bank is located (provided that those limits do not discriminate against out-of-state institutions or their holding
companies) and state laws that require that the target bank have been in existence for a minimum period of time (not
to exceed five years) before being acquired by an out-of-state bank holding company. Furthermore, in accordance with
the Dodd-Frank Act, bank holding companies must be well-capitalized and well-managed in order to effect interstate
mergers or acquisitions. For a discussion of the capital requirements, see “—The Role of Capital” above.

The BHCA generally prohibits the Company from acquiring direct or indirect ownership or control of more than 5%
of the voting shares of any company that is not a bank and from engaging in any business other than that of banking,
managing and controlling banks or furnishing services to banks and their subsidiaries. This general prohibition is
subject to a number of exceptions. The principal exception allows bank holding companies to engage in, and to own
shares of companies engaged in, certain businesses found by the Federal Reserve prior to November 11, 1999 to be “so
closely related to banking ... as to be a proper incident thereto.” This authority permits us to engage in a variety of
banking-related businesses, including the ownership and operation of a savings association, or any entity engaged in
consumer finance, equipment leasing, the operation of a computer service bureau (including software development)
and mortgage banking and brokerage services. The BHCA does not place territorial restrictions on the domestic
activities of nonbank subsidiaries of bank holding companies.
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Additionally, bank holding companies that meet certain eligibility requirements prescribed by the BHCA and elect to
operate as financial holding companies may engage in, or own shares in companies engaged in, a wider range of
nonbanking activities, including securities and insurance underwriting and sales, merchant banking and any other
activity that the Federal Reserve, in consultation with the Secretary of the Treasury, determines by regulation or order
is financial in nature or incidental to any such financial activity or that the Federal Reserve determines by order to be
complementary to any such financial activity and does not pose a substantial risk to the safety or soundness of
FDIC-insured institutions or the financial system generally. The Company elected to, and continues to operate as, a
financial holding company. In order to maintain status as a financial holding company, both the bank holding
company and its subsidiary bank must be well-capitalized, well-managed, and have at least a satisfactory Community
Reinvestment Act (“CRA”) rating. If the Federal Reserve determines that we are not well-capitalized or well-managed,
we will have a period of time in which to achieve compliance, but during the period of noncompliance, the Federal
Reserve may place any limitations on us it believes to be appropriate. Furthermore, if the Federal Reserve determines
that the Bank has not received a satisfactory CRA

8
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rating, we will not be able to commence any new financial activities or acquire a company that engages in such
activities.

Change in Control. Federal law prohibits any person or company from acquiring “control” of an FDIC-insured
depository institution or its holding company without prior notice to the appropriate federal bank regulator. “Control” is
conclusively presumed to exist upon the acquisition of 25% or more of the outstanding voting securities of a bank or
bank holding company, but may arise under certain circumstances between 10% and 24.99% ownership.

Capital Requirements. As a bank holding company, we are required to maintain capital in accordance with Federal
Reserve capital adequacy requirements. For a discussion of capital requirements, see “—The Role of Capital” above.
Dividend Payments. The Company's ability to pay dividends to its shareholders may be affected by both general
corporate law considerations and policies of the Federal Reserve applicable to bank holding companies. As an Indiana
corporation, the Company is subject to the limitations of Indiana General Business Corporations Law, which prohibit
the Company from paying dividends if the Company is, or by payment of the dividend would become, insolvent, or if
the payment of dividends would render the Company unable to pay its debts as they become due in the usual course of
business. In addition, under the Basel III Rule, institutions that seek the freedom to pay dividends will have to
maintain 2.5% in Common Equity Tier 1 Capital attributable to the capital conservation buffer.

As a general matter, the Federal Reserve has indicated that the board of directors of a bank holding company should
eliminate, defer or significantly reduce dividends to shareholders if: (i) the company’s net income available to
shareholders for the past four quarters, net of dividends previously paid during that period, is not sufficient to fully
fund the dividends; (ii) the prospective rate of earnings retention is inconsistent with the company’s capital needs and
overall current and prospective financial condition; or (iii) the company will not meet, or is in danger of not meeting,
its minimum regulatory capital adequacy ratios. The Federal Reserve also possesses enforcement powers over bank
holding companies and their nonbank subsidiaries to prevent or remedy actions that represent unsafe or unsound
practices or violations of applicable statutes and regulations. Among these powers is the ability to proscribe the
payment of dividends by banks and bank holding companies.

Monetary Policy. The monetary policy of the Federal Reserve has a significant effect on the operating results of
financial or bank holding companies and their subsidiaries. Among the tools available to the Federal Reserve to affect
the money supply are open market transactions in U.S. government securities, changes in the discount rate on bank
borrowings and changes in reserve requirements against bank deposits. These means are used in varying combinations
to influence overall growth and distribution of bank loans, investments and deposits, and their use may affect interest
rates charged on loans or paid on deposits.

Federal Securities Regulation. The Company’s common stock is registered with the SEC under the Securities Act of
1933, as amended, and the Exchange Act. Consequently, we are subject to the information, proxy solicitation, insider
trading and other restrictions and requirements of the SEC under the Exchange Act.

Corporate Governance. The Dodd-Frank Act addressed many investor protection, corporate governance and executive
compensation matters that will affect most U.S. publicly traded companies. The Dodd-Frank Act increased
shareholder influence over boards of directors by requiring companies to give stockholders a nonbinding vote on
executive compensation and so-called “golden parachute” payments, and authorizing the SEC to promulgate rules that
would allow shareholders to nominate and solicit voters for their own candidates using a company’s proxy materials.
The legislation also directed the Federal Reserve to promulgate rules prohibiting excessive compensation paid to
executives of bank holding companies, regardless of whether such companies are publicly traded.

Regulation and Supervision of the Bank

General. The Bank is an Indiana-chartered bank. The deposit accounts of the Bank are insured by the FDIC's Deposit
Insurance Fund to the maximum extent provided under federal law and FDIC regulations, currently $250,000 per
insured depositor category. The Bank is also a member of the Federal Reserve System (a “member bank™). As an
Indiana-chartered FDIC-insured member bank, the Bank is subject to the examination, supervision, reporting and
enforcement requirements of the DFI, the chartering authority for Indiana banks, the Federal Reserve, as the primary
federal regulator of member banks, and the FDIC, as administrator of the Deposit Insurance Fund.

Deposit Insurance. As an FDIC-insured institution, the Bank is required to pay deposit insurance premium
assessments to the FDIC. The FDIC has adopted a risk-based assessment system whereby FDIC-insured institutions
pay insurance premiums at rates based on their risk classification. For institutions like the Bank that are not considered
large and highly complex banking organizations, assessments are now based on examination ratings and financial
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ratios. The total base assessment rates currently range from 1.5 basis points to 30 basis points. At least semi-annually,
the FDIC updates its loss and income projections for the DIF and, if needed, increases or decreases the assessment
rates, following notice and comment on proposed rulemaking. The assessment base against which an FDIC-insured
institution’s deposit insurance premiums paid to the DIF have been calculated since effectiveness of the Dodd-Frank
Act based on its average consolidated total assets less its average tangible equity. This method shifted the burden of
deposit insurance premiums toward those large depository institutions that rely on funding the resources other than
U.S. deposits.

The reserve ratio is the FDIC insurance fund balance divided by estimated insured deposits. The Dodd-Frank Act
altered the minimum reserve ratio of the DIF, increasing the minimum from 1.15% to 1.35% of the estimated amount
of total insured deposits,

9
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and eliminating the requirement that the FDIC pay dividends to FDIC-insured institutions when the reserve ratio
exceeds certain thresholds. The reserve ratio reached 1.36% as of September 30, 2018 (most recent available),
exceeding the statutory required minimum reserve ratio of 1.35%. The FDIC will provide assessment credits to
insured depository institutions, like the Bank, with total consolidated assets of less than $10 billion for the portion of
their regular assessments that contribute to growth in the reserve ratio between 1.15% and 1.35%. The FDIC will
apply the credits each quarter that the reserve ratio is at least 1.38% to offset the regular deposit insurance assessments
of institutions with credits.

FICO Assessments. In addition to paying basic deposit insurance assessments, FDIC-insured institutions must pay
Financing Corporation (FICO) assessments. FICO is a mixed-ownership governmental corporation chartered by the
former Federal Home Loan Bank Board pursuant to the Competitive Equality Banking Act of 1987 to function as a
financing vehicle for the recapitalization of the former Federal Savings and Loan Insurance Corporation. FICO issued
30-year noncallable bonds of approximately $8.1 billion that mature through 2019. FICO’s authority to issue bonds
ended on December 12, 1991. Since 1996, federal legislation has required that all FDIC-insured institutions pay
assessments to cover interest payments on FICO’s outstanding obligations. The FICO assessment rate is adjusted
quarterly and for the fourth quarter of 2018 was 0.320 basis points (32 cents per $100 dollars of assessable deposits).
Supervisory Assessments. All Indiana banks are required to pay supervisory assessments to the DFI to fund the
operations of that agency. The amount of the assessment is calculated on the basis of the Bank’s total assets. During
the year ended December 31, 2018, the Bank paid supervisory assessments to the DFI totaling approximately
$265,000.

Capital Requirements. Banks are generally required to maintain capital levels in excess of other businesses. For a
discussion of capital requirements, see “—The Role of Capital” above.

Liquidity Requirements. Liquidity is a measure of the ability and ease with which bank assets may be converted to
cash. Liquid assets are those that can be converted to cash quickly if needed to meet financial obligations. To remain
viable, FDIC-insured institutions must have enough liquid assets to meet their near-term obligations, such as
withdrawals by depositors. Because the global financial crisis was in part a liquidity crisis, Basel III also includes a
liquidity framework that requires FDIC-insured institutions to measure their liquidity against specific liquidity

tests. One test, referred to as the Liquidity Coverage Ratio, is designed to ensure that the banking entity has an
adequate stock of unencumbered high-quality liquid assets that can be converted easily and immediately in private
markets into cash to meet liquidity needs for a 30-calendar day liquidity stress scenario. The other test, known as the
Net Stable Funding Ratio, is designed to promote more medium- and long-term funding of the assets and activities of
FDIC-insured institutions over a one-year horizon. These tests provide an incentive for banks and holding companies
to increase their holdings in Treasury securities and other sovereign debt as a component of assets, increase the use of
long-term debt as a funding source and rely on stable funding like core deposits (in lieu of brokered deposits). While
these rules do not, and will not, apply to the Bank, we continue to review our liquidity risk management policies in
light of developments.

Dividend Payments. The primary source of funds for the Company is dividends from the Bank. Indiana law prohibits
the Bank from paying dividends in an amount greater than its undivided profits. The Bank is required to obtain the
approval of the DFI for the payment of any dividend if the total of all dividends declared by the Bank during the
calendar year, including the proposed dividend, would exceed the sum of the Bank's net income for the year-to-date
combined with its retained net income for the previous two years. Indiana law defines "retained net income" to mean
the net income of a specified period, calculated under the consolidated report of income instructions, less the total
amount of all dividends declared for the specified period. The Federal Reserve Act also imposes limitations on the
amount of dividends that may be paid by state member banks, such as the Bank. Without Federal Reserve approval, a
state member bank may not pay dividends in any calendar year that, in the aggregate, exceed that bank's calendar
year-to-date net income plus the bank's retained net income for the two preceding calendar years. Moreover, the
payment of dividends by any FDIC-insured institution is affected by the requirement to maintain adequate capital
pursuant to applicable capital adequacy guidelines and regulations, and an FDIC-insured institution generally is
prohibited from paying any dividends if, following payment thereof, the institution would be undercapitalized. As
described above, the Bank exceeded its capital requirements under applicable guidelines as of December 31, 2018.
Notwithstanding the availability of funds for dividends, however, the Federal Reserve and the DFI may prohibit the
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payment of dividends by the Bank if either or both determine such payment would constitute an unsafe or unsound
practice. In addition, under the Basel III Rule, institutions that seek the freedom to pay dividends will have to maintain
2.5% in Common Equity Tier 1 Capital attributable to the capital conservation buffer. See “-The Role of Capital” above.
State Bank Investments and Activities. The Bank is permitted to make investments and engage in activities directly or
through subsidiaries as authorized by Indiana law. However, under federal law, FDIC-insured institutions are
prohibited, subject to certain exceptions, from making or retaining equity investments of a type, or in an amount that
are not permissible for a national bank. Federal law also prohibits FDIC-insured state banks and their subsidiaries,
subject to certain exceptions, from engaging as principal in any activity that is not permitted for a national bank unless
the bank meets, and continues to meet, its minimum regulatory capital requirements and the FDIC determines that the
activity would not pose a significant risk to the DIF. These restrictions have not had, and are not currently expected to
have, a material impact on the operations of the Bank.

Insider Transactions. The Bank is subject to certain restrictions imposed by federal law on “covered transactions”
between the Bank and its “affiliates.” The Company is an affiliate of the Bank for purposes of these restrictions, and
covered transactions subject to the restrictions include extensions of credit to the Company, investments in the stock
or other securities of the Company and
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the acceptance of the stock or other securities of the Company as collateral for loans made by the Bank. The
Dodd-Frank Act enhanced the requirements for certain transactions with affiliates, including an expansion of the
definition of “covered transactions” and an increase in the amount of time for which collateral requirements regarding
covered transactions must be maintained.

Certain limitations and reporting requirements are also placed on extensions of credit by the Bank to its directors and
officers, to directors and officers of the Company and its subsidiaries, to principal shareholders of the Company and to
“related interests” of such directors, officers and principal shareholders. In addition, federal law and regulations may
affect the terms upon which any person who is a director or officer of the Company or the Bank, or a principal
shareholder of the Company, may obtain credit from banks with which the Bank maintains a correspondent
relationship.

Safety and Soundness Standards/Risk Management. The federal banking agencies have adopted operational and
managerial standards to promote the safety and soundness of FDIC-insured institutions. The standards apply to
internal controls, information systems, internal audit systems, loan documentation, credit underwriting, interest rate
exposure, asset growth, compensation, fees and benefits, asset quality and earnings.

In general, the safety and soundness standards prescribe the goals to be achieved in each area, and each institution is
responsible for establishing its own procedures to achieve those goals. While regulatory standards do not have the
force of law, if an institution operates in an unsafe and unsound manner, the FDIC-insured institution’s primary federal
regulator may require the institution to submit a plan for achieving and maintaining compliance. If an FDIC-insured
institution fails to submit an acceptable compliance plan, or fails in any material respect to implement a compliance
plan that has been accepted by its primary federal regulator, the regulator is required to issue an order directing the
institution to cure the deficiency. Until the deficiency cited in the regulator’s order is cured, the regulator may restrict
the FDIC-insured institution’s rate of growth, require the FDIC-insured institution to increase its capital, restrict the
rates the institution pays on deposits or require the institution to take any action the regulator deems appropriate under
the circumstances. Noncompliance with safety and soundness may also constitute grounds for other enforcement
action by the federal bank regulatory agencies, including cease and desist orders and civil money penalty assessments.
During the past decade, the bank regulatory agencies have increasingly emphasized the importance of sound risk
management processes and strong internal controls when evaluating the activities of the FDIC-insured institutions
they supervise. Properly managing risks has been identified as critical to the conduct of safe and sound banking
activities and has become even more important as new technologies, product innovation, and the size and speed of
financial transactions have changed the nature of banking markets. The agencies have identified a spectrum of risks
facing a banking institution including, but not limited to, credit, market, liquidity, operational, legal, and reputational
risk. In particular, recent regulatory pronouncements have focused on operational risk, which arises from the potential
that inadequate information systems, operational problems, breaches in internal controls, fraud, or unforeseen
catastrophes will result in unexpected losses. New products and services, incentive compensation, third-party risk and
cybersecurity are critical sources of risk that FDIC-insured institutions must address in the current environment. The
Bank is expected to have active board and senior management oversight; adequate policies, procedures, and limits;
adequate risk measurement, monitoring, and management information systems; and comprehensive internal controls.
Branching Authority. Indiana banks, such as the Bank, have the authority under Indiana law to establish branches
anywhere in the State of Indiana, subject to receipt of all required regulatory approvals. Federal law permits state and
national banks to merge with banks in other states subject to: (i) regulatory approval; (ii) federal and state deposit
concentration limits; and (iii) state law limitations requiring the merging bank to have been in existence for a
minimum period of time (not to exceed five years) prior to the merger. The establishment of new interstate branches
has historically been permitted only in those states the laws of which expressly authorize such expansion. The
Dodd-Frank Act permits well-capitalized and well-managed banks to establish new interstate branches or the
acquisition of individual branches of a bank in another state (rather than the acquisition of an out-of-state bank in its
entirety) without impediments.

Transaction Account Reserves. Federal Reserve regulations require FDIC-insured institutions to maintain reserves
against their transaction accounts (primarily NOW and regular checking accounts). For 2019, the first $16.3 million of
otherwise reservable balances are exempt from reserves and have a zero percent reserve requirement; for transaction
accounts aggregating between $16.3 million to $124.2 million, the reserve requirement is 3% of those transaction
account balances; and for net transaction accounts in excess of $124.2 million, the reserve requirement is 10% of the
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aggregate amount of total transaction account balances in excess of $124.2 million. These reserve requirements are
subject to annual adjustment by the Federal Reserve.

Community Reinvestment Act Requirements. CRA requires the Bank to have a continuing and affirmative obligation
in a safe and sound manner to help meet the credit needs of its entire community, including low- and
moderate-income neighborhoods. Federal regulators regularly assess the Bank’s record of meeting the credit needs of
its communities. Applications for additional acquisitions would be affected by the evaluation of the Bank’s
effectiveness in meeting its CRA requirements.

Anti-Money Laundering. The Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrorism Act of 2001 (“USA PATRIOT Act”) is designed to deny terrorists and criminals the
ability to obtain access to the U.S. financial system and has significant implications for FDIC-insured institutions,
brokers, dealers and other businesses involved in the transfer of money. The USA PATRIOT Act mandates financial
services companies to have policies and procedures with respect to measures designed to address any or all of the
following matters: (i) customer identification programs; (ii) money laundering; (iii) terrorist financing; (iv) identifying
and reporting suspicious activities and currency transactions; (v) currency crimes; and
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(vi) cooperation between FDIC-insured institutions and law enforcement authorities.

Concentrations in Commercial Real Estate. Concentration risk exists when FDIC-insured institutions deploy too
many assets to any one industry or segment. A concentration in commercial real estate is one example of regulatory
concern. The interagency Concentrations in Commercial Real Estate Lending, Sound Risk Management Practices
guidance (“CRE Guidance”) provides supervisory criteria, including the following numerical indicators, to assist bank
examiners in identifying banks with potentially significant commercial real estate loan concentrations that may
warrant greater supervisory scrutiny: (i) commercial real estate loans exceeding 300% of capital and increasing 50%
or more in the preceding three years; or (ii) construction and land development loans exceeding 100% of capital.

The CRE Guidance does not limit banks’ levels of commercial real estate lending activities, but rather guides
institutions in developing risk management practices and levels of capital that are commensurate with the level and
nature of their commercial real estate concentrations. On December 18, 2015, the federal banking agencies issued a
statement to reinforce prudent risk-management practices related to CRE lending, having observed substantial growth
in many CRE asset and lending markets, increased competitive pressures, rising CRE concentrations in banks, and an
easing of CRE underwriting standards. The federal bank agencies reminded FDIC-insured institutions to maintain
underwriting discipline and exercise prudent risk-management practices to identify, measure, monitor, and manage the
risks arising from CRE lending. In addition, FDIC-insured institutions must maintain capital commensurate with the
level and nature of their CRE concentration risk.

Based on the Bank’s loan portfolio as of December 31, 2018, it did not exceed the 300% guidance for commercial real
estate loans or the 100% guideline for construction and land development loans.

Consumer Financial Services. The historical structure of federal consumer protection regulation applicable to all
providers of consumer financial products and services changed significantly on July 21, 2011, when the CFPB
commenced operations to supervise and enforce consumer protection laws. The CFPB has broad rulemaking authority
for a wide range of consumer protection laws that apply to all providers of consumer products and services, including
the Bank, as well as the authority to prohibit “unfair, deceptive or abusive” acts and practices. The CFPB has
examination and enforcement authority over providers with more than $10 billion in assets. FDIC-insured institutions
with $10 billion or less in assets, like the Bank, continue to be examined by their applicable bank regulators.

Because abuses in connection with residential mortgages were a significant factor contributing to the financial crisis,
many new rules issued by the CFPB and required by the Dodd-Frank Act addressed mortgage and mortgage-related
products, their underwriting, origination, servicing and sales. The Dodd-Frank Act significantly expanded
underwriting requirements applicable to loans secured by 1-4 family residential real property and augmented federal
law combating predatory lending practices. In addition to numerous disclosure requirements, the Dodd Frank Act
imposed new standards for mortgage loan originations on all lenders, including banks and savings associations, in an
effort to strongly encourage lenders to verify a borrower’s ability to repay, while also establishing a presumption of
compliance for certain “qualified mortgages.” The Regulatory Relief Act provided relief in connection with mortgages
for banks with assets of less than $10 billion, and, as a result, mortgages the Bank makes are now considered to be
qualified mortgages if they are held in portfolio for the life of the loan.

We do not currently expect the CFPB’s rules to have a significant impact on the Company’s operations, except for
higher compliance costs.
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ITEM 1A. RISK FACTORS

In addition to the other information in this Annual Report on Form 10-K, stockholders or prospective investors should
carefully consider the following risk factors:

A downturn in the general economic or business conditions, nationally or in markets where our business is
concentrated, could have an adverse effect on our business, results of operations and financial condition.

Our success depends upon the business activity, population, employment rates, income levels, deposits and real estate
activity in our markets in northern and central Indiana. Although our customers’ business and financial interests may
extend well beyond these market areas, adverse economic conditions that affect these market areas could reduce our
growth rate, diminish the ability of our customers to repay their loans to us, decrease the value of any collateral
securing our loans and generally adversely affect our financial condition and results of operations. While economic
conditions in our markets have generally improved since the nationwide recession in 2008 and 2009, there can be no
guarantee that they will continue to do so, or that they will be as strong as national economic conditions. Moreover,
because of our geographic concentration, we are less able than other regional or national financial institutions to
diversify our credit risks across multiple markets.

If we do not effectively manage our credit risk, we may experience increased levels of nonperforming loans, charge -
offs and delinquencies, which could require further increases in our provision for loan losses.

There are risks inherent in making any loan, including risks inherent in dealing with individual borrowers, risks of
nonpayment, risks resulting from uncertainties as to the future value of collateral and risks resulting from changes in
economic and industry conditions. We attempt to minimize our credit risk through prudent loan application approval
procedures, careful monitoring of the concentration of our loans within specific industries, a centralized credit
administration department and periodic independent reviews of outstanding loans by our loan review department.
However, we cannot make assurances that such approval and monitoring procedures will reduce these credit risks. If
the overall economic climate in the United States, generally, and our market areas, specifically, does not continue to
improve, or even if it does, our borrowers may experience difficulties in repaying their loans, and the level of
nonperforming loans, charge-offs and delinquencies could rise and require increases in the provision for loan losses,
which would cause our net income and return on equity to decrease.

If our allowance for loan losses is not sufficient to absorb losses that may occur in our loan portfolio, our financial
condition and liquidity could suffer.

We establish our allowance for loan losses and maintain it at a level considered adequate by management to absorb
probable incurred loan losses that are inherent in the portfolio. The allowance contains provisions for probable
incurred losses that have been identified relating to specific borrowing relationships, as well as probable losses
inherent in the loan portfolio and credit undertakings that are not specifically identified. Additions to the allowance for
loan losses, which are charged to earnings through the provision for loan losses, are determined based on a variety of
factors, including an analysis of the loan portfolio, historical loss experience and an evaluation of current economic
conditions in our market areas. The actual amount of loan losses is affected by changes in economic, operating and
other conditions within our markets, which may be beyond our control, and such losses may exceed current estimates.

At December 31, 2018, our allowance for loan losses as a percentage of total loans was 1.24% and as a percentage of
total nonperforming loans was 667%. Because of the nature of our loan portfolio and our concentration in commercial
and industrial loans, which tend to be larger loans, the movement of a small number of loans to nonperforming status
can have a significant impact on these ratios. Although management believes that the allowance for loan losses is
adequate to absorb probable losses on any existing loans, we cannot predict loan losses with certainty and we cannot
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assure you that our allowance for loan losses will prove sufficient to cover actual loan losses in the future. Loan losses
in excess of our reserves may adversely affect our business, results of operations and financial condition.
13
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Commercial and industrial loans make up a significant portion of our loan portfolio.

Commercial and industrial loans were $1.405 billion, or approximately 35.9% of our total loan portfolio, as of
December 31, 2018. Commercial and industrial loans are often larger and involve greater risks than other types of
lending. Because payments on such loans are often dependent on the successful operation of the borrower involved,
repayment of such loans is often more sensitive than other types of loans to adverse conditions in the general
economy. For example, increased input costs as a result of escalating tariffs could adversely affect commercial and
industrial loans. Our commercial and industrial loans are primarily made based on the identified cash flow of the
borrower and secondarily on the underlying collateral provided by the borrower. Most often, this collateral is accounts
receivable, inventory, machinery or real estate. Whenever practical, we require a personal guarantee on commercial
and industrial loans. Credit support provided by the borrower for most of these loans and the probability of repayment
is based on the liquidation of the pledged collateral and enforcement of a personal guarantee, if any exists. As a result,
in the case of loans secured by accounts receivable, the availability of funds for the repayment of these loans may be
substantially dependent on the ability of the borrower to collect amounts due from its customers. The collateral
securing other loans may depreciate over time, may be difficult to appraise and may fluctuate in value based on the
success of the business. Due to the larger average size of each commercial loan as compared with other loans such as
residential loans, as well as collateral that is generally less readily-marketable, losses incurred on a small number of
commercial loans could adversely affect our business, results of operations and growth prospects.

Our loan portfolio includes commercial real estate loans, which involve risks specific to real estate value.

Commercial real estate loans were $1.570 billion, or approximately 40.1% of our total loan portfolio as of December
31, 2018. The market value of real estate can fluctuate significantly in a short period of time as a result of market
conditions in the geographic area in which the real estate is located. Although a significant portion of such loans are
secured by real estate as a secondary form of collateral, adverse developments affecting real estate values in one or
more of our markets could increase the credit risk associated with our loan portfolio. Additionally, real estate lending
typically involves higher loan principal amounts and the repayment of the loans generally is dependent, in large part,
on sufficient income from the properties securing the loans to cover operating expenses and debt service. Economic
events or governmental regulations outside of the control of the borrower or lender could negatively impact the future
cash flow and market values of the affected properties.

If the loans that are collateralized by real estate become troubled and the value of the real estate has been significantly
impaired, then we may not be able to recover the full contractual amount of principal and interest that we anticipated
at the time of originating the loan, which could cause us to increase our provision for loan losses and adversely affect
our operating results and financial condition.

Our loan portfolio has a notable concentration in agri-business, which has a higher level of uncontrolled risk.

Our agri-business loans, which totaled $370.5 million, or approximately 9.5% of our total loan portfolio as of
December 31, 2018, are subject to risks outside of our or the borrower’s control. These risk, specific to the agricultural
industry, include decreases in livestock and crop prices, increases in labor and seed prices, increase in stockpiles of
agricultural commodities, the strength of the U.S. dollar, the potential impact of tariffs on commodities and the nature
of weather conditions. To the extent these or other factors affect the performance or financial condition of our
agri-business borrowers, our results of operations and financial performance could suffer.

Our consumer loans generally have a higher degree of risk of default than our other loans.
At December 31, 2018, consumer loans totaled $86.1 million, or 2.2% of our total loan portfolio. Consumer loans
typically have shorter terms and lower balances with higher yields as compared to commercial loans, but generally

carry higher risks of default. Consumer loan collections are dependent on the borrower’s continuing financial stability,
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and thus are more likely to be affected by adverse personal circumstances. Furthermore, the application of various
federal and state laws, including bankruptcy and insolvency laws, may limit the amount which can be recovered on
these loans.

We may need to raise additional capital in the future to achieve our growth plans, but that capital may not be available
when it is needed.

We are required by federal and state regulatory authorities to maintain adequate levels of capital to support our
operations. Accordingly, we may need to raise additional capital to support our future growth plans. Our ability to
raise additional capital depends on conditions in the capital markets, economic conditions and a number of other
factors, including investor perceptions regarding the banking industry, market conditions and governmental activities,
and on our financial condition and performance. Accordingly, we cannot make assurances of our ability to raise
additional capital, if needed, on terms acceptable to us. If we cannot raise additional capital when needed, our
financial condition and our ability to further expand our operations through internal growth or acquisitions could be
materially impaired.
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Interest rate shifts may reduce net interest income and otherwise negatively impact our financial condition and results
of operations.

Shifts in short-term interest rates may reduce net interest income, which is the principal component of our earnings.
Net interest income is the difference between the amounts received by us on our interest-earning assets and the interest
paid by us on our interest-bearing liabilities. When interest rates rise, the rate of interest we pay on our liabilities may
rise more quickly than the rate of interest that we receive on our interest-bearing assets, which may cause our profits

to decrease. The impact on earnings is more adverse when the slope of the yield curve flattens, i.e. when short-term
interest rates increase more than corresponding changes in long-term interest rates or when long-term interest rates
decrease more than corresponding changes in short-term interest rates.

Interest rate increases often result in larger payment requirements for our borrowers, which increases the potential for
default. At the same time, the marketability of the underlying property may be adversely affected by any reduced
demand resulting from higher interest rates. In a declining interest rate environment, there may be an increase in
prepayments on the loans as borrowers refinance their mortgages at lower rates.

Changes in interest rates also can affect the value of loans, securities and other assets. An increase in interest rates that
adversely affects the ability of borrowers to pay the principal or interest on loans may lead to an increase in
nonperforming assets and a reduction of income recognized, which could have a material adverse effect on our results
of operations and cash flows. Thus, an increase in the amount of nonperforming assets would have an adverse impact
on net interest income.

Although the Federal Reserve Bank has raised the target fed funds rate range to 2.25%-2.50%, short-term interest rates
have remained at their historically low levels for a prolonged period. If long-term interest rates do not rise as quickly
as short-term rates, we could experience net interest margin compression. This would have a material adverse effect
on our net interest income and our results of operations.

Nonperforming assets take significant time to resolve and adversely affect our results of operations and financial
condition and could result in further losses in the future.

Our nonperforming assets adversely affect our net income in various ways. We do not record interest income on
nonaccrual loans or other real estate owned, which adversely affects our net income and returns on assets and equity,
increases our loan administration costs and adversely affects our efficiency ratio. When we take collateral in
foreclosure and similar proceedings, we are required to mark the collateral to its current fair market value at the time
of transfer, which may result in a loss. These nonperforming loans and other real estate owned also increase our risk
profile and our regulatory capital requirements may increase in light of such risks. The resolution of nonperforming
assets requires significant time commitments from management and can be detrimental to the performance of their
other responsibilities. If we experience increases in nonperforming loans and nonperforming assets, our net interest
income and provision expense may be negatively impacted and our loan administration costs could increase, each of
which could have an adverse effect on our net income and related ratios, such as return on assets and equity.

Liquidity risks could affect operations and jeopardize our business, results of operations and financial condition.

Liquidity is essential to our business. An inability to raise funds through deposits, borrowings, the sale of loans and
other sources could have a substantial, negative effect on our liquidity. Our primary sources of funds consist of
deposits, cash from operations and investment maturities and sales. Additional liquidity is provided by brokered
deposits, Certificate of Deposit Account Registry Service (“CDARS”) deposits, repurchase agreements as well as our
ability to borrow from the Federal Reserve and the Federal Home Loan Bank (the “FHLB”). Our access to funding
sources in amounts adequate to finance or capitalize our activities or on terms that are acceptable to us could be
impaired by factors that affect us directly or the financial services industry or economy in general, such as disruptions
in the financial markets or negative views and expectations about the prospects for the financial services industry. In
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addition, increased competition with the largest banks for retail deposits due to the higher liquidity requirements these
banks are now subject to may impact our ability to raise funds through deposits and could have a negative effect on
our liquidity.

During the recent recession, the financial services industry and the credit markets generally were materially and
adversely affected by significant declines in asset values and historically depressed levels of liquidity. The liquidity
issues were also particularly acute for regional and community banks, as many of the larger financial institutions
curtailed their lending to regional and community banks to reduce their exposure to the risks of other banks. In
addition, many of the larger correspondent lenders reduced or even eliminated federal funds lines for their
correspondent customers. Furthermore, regional and community banks generally have less access to the capital
markets than national and super-regional banks because of their smaller size and limited analyst coverage. Any
decline in available funding could adversely impact our ability to originate loans, invest in securities, meet our
expenses, pay dividends to our stockholders, or fulfill obligations such as repaying our borrowings or meeting deposit
withdrawal demands, any of which could have a material adverse impact on our liquidity, business, results of
operations and financial condition.
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Any action or steps to change coverages or eliminate Indiana’s Public Deposit Insurance Fund could require us to find
alternative, higher-cost funding sources to replace public fund deposits or to provide for collateralization of these
deposits.

Approximately 30% of our deposits are concentrated in public funds from a small number of municipalities and
government agencies. A shift in funding away from public fund deposits would likely increase our cost of funds, as
the alternate funding sources, such as brokered certificates of deposit, are higher-cost, less favorable deposits. The
inability to maintain these public funds on deposit could result in a material adverse effect on the Bank’s liquidity and
could materially impact our ability to grow and remain profitable.

Declines in asset values may result in impairment charges and adversely affect the value of our investments, financial
performance and capital.

We maintain an investment portfolio that includes, but is not limited to, mortgage-backed securities and municipal
securities. The market value of investments may be affected by factors other than the underlying performance of the
servicer of the securities or the mortgages underlying the securities, such as ratings downgrades, adverse changes in
the business climate and a lack of liquidity in the secondary market for certain investment securities. On a quarterly
basis, we evaluate investments and other assets for impairment indicators. We may be required to record additional
impairment charges if our investments suffer a decline in value that is considered other-than-temporary. If we
determine that a significant impairment has occurred, we would be required to charge against earnings the
credit-related portion of the other-than-temporary impairment, which could have a material adverse effect on our
results of operations in the periods in which the write-offs occur.

We may experience difficulties in managing our growth, and our growth strategy involves risks that may negatively
impact our net income.

In addition to our continuing expansion in Indianapolis and larger cities in Northern Indiana, we may expand into
additional communities or attempt to strengthen our position in our current markets through opportunistic acquisitions
of all or part of other financial institutions, or by opening new branches in or contiguous to our geographic footprint.
To the extent that we undertake acquisitions or new branch openings, we are likely to experience the effects of higher
operating expenses relative to operating income from the new operations, which may have an adverse effect on our
levels of reported net income, return on average equity and return on average assets. Other effects of engaging in such
growth strategies may include potential diversion of our management’s time and attention and general disruption to our
business.

To the extent that we grow through acquisitions and branch openings, we cannot assure you that we will be able to
adequately and profitably manage this growth. Acquiring other banks and businesses will involve similar risks to
those commonly associated with branching but may also involve additional risks, including:

potential exposure to unknown or contingent liabilities of banks and businesses we
acquire;
-exposure to potential asset quality issues of the acquired bank or related business;
-difficulty and expense of integrating the operations and personnel of banks and businesses we acquire; and
-the possible loss of key employees and customers of the banks and businesses we acquire.
We face intense competition in all phases of our business from other banks and financial institutions.

The banking and financial services business in our market is highly competitive. Our competitors include large
national and regional banks, local community banks, savings and loan associations, securities and brokerage
companies, mortgage companies, insurance companies, finance companies, money market mutual funds, credit
unions, farm credit services and other nonbank financial service providers. Many of these competitors are not subject
to the same regulatory restrictions as we are and are able to provide customers with a feasible alternative to traditional
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banking services.

Increased competition in our market may also result in a decrease in the amounts of our loans and deposits, reduced
spreads between loan rates and deposit rates or loan terms that are more favorable to the borrower. Any of these
results could have a material adverse effect on our ability to grow and remain profitable. If increased competition
causes us to significantly discount the interest rates we offer on loans or increase the amount we pay on deposits, our
net interest income could be adversely impacted. If increased competition causes us to relax our underwriting
standards, we could be exposed to higher losses from lending activities. Moreover, we rely on deposits to be a low
cost source of funding, and a loss in our deposit base could cause us to incur higher funding costs. Additionally, many
of our competitors are much larger in total assets and capitalization, have greater access to capital markets, possess
larger lending limits and offer a broader range of financial services than we can offer.
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Attractive acquisition opportunities may not be available to us in the future.

We expect that other banking and financial service companies, many of which have significantly greater resources
than us, will compete with us in acquiring other financial institutions if we pursue such acquisitions. This competition
could increase prices for potential acquisitions that we believe are attractive. Also, acquisitions are subject to various
regulatory approvals. If we fail to receive the appropriate regulatory approvals, we will not be able to consummate an
acquisition that we believe is in our best interests. Among other things, our regulators consider our capital, liquidity,
profitability, regulatory compliance and levels of goodwill and intangibles when considering acquisition and
expansion proposals. Any acquisition could be dilutive to our earnings and stockholders’ equity per share of our
common stock.

Our accounting policies and methods are the basis for how we prepare our consolidated financial statements and how
we report our financial condition and results of operations, and they require management to make estimates about
matters that are inherently uncertain.

Our 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 they comply with GAAP and reflect management’s judgment as to the most appropriate
manner in which to record and report our financial condition and results of operations. In some cases, management
must select the accounting policy or method to apply from two or more alternatives, any of which might be reasonable
under the circumstances. The application of that chosen accounting policy or method might result in the Company
reporting different amounts than would have been reported under a different alternative. If management’s estimates or
assumptions are incorrect, the Company may experience material losses.

Management has identified two accounting policies as being “critical” to the presentation of the Company’s financial
condition and results of operations because they require management to make particularly subjective and complex
judgments about matters that are inherently uncertain and because of the likelihood that materially different amounts
would be reported under different conditions or using different assumptions. These critical accounting policies relate
to: (1) the allowance for loan losses and (2) determining the fair value and possible other than temporary impairment
of investment securities available for sale. Because of the inherent uncertainty of these estimates, no assurance can be
given that the application of alternative policies or methods might not result in the reporting of different amounts of
the fair value of securities available for sale, or the allowance for loan losses and, accordingly, net income.

From time to time, the Financial Accounting Standards Board (FASB) and the SEC change the financial accounting
and reporting standards or the interpretation of those standards that govern the preparation of our external financial
statements. These changes are beyond our control, can be difficult to predict and could materially impact how we
report our financial condition and results of operations. Changes in these standards are continuously occurring, and
given the current economic environment, more drastic changes may occur. The implementation of such changes could
have a material adverse effect on our financial condition and results of operations.

Monetary policies and regulations of the Federal Reserve could adversely affect our business, financial condition and
results of operations.

In addition to being affected by general economic conditions, our earnings and growth are affected by the policies of
the Federal Reserve. An important function of the Federal Reserve is to regulate the money supply and credit
conditions. Among the instruments used by the Federal Reserve to implement these objectives are open market
operations in U.S. government securities, adjustments of the discount rate and changes in reserve requirements against
bank deposits. These instruments are used in varying combinations to influence overall economic growth and the
distribution of credit, bank loans, investments and deposits. Their use also affects interest rates charged on loans or
paid on deposits.
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The monetary policies and regulations of the Federal Reserve have had a significant effect on the operating results of
commercial banks in the past and are expected to continue to do so in the future. The effects of such policies upon our
business, financial condition and results of operations cannot be predicted.
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We are required to maintain capital to meet regulatory requirements, and, if we fail to maintain sufficient capital,
whether due to losses, an inability to raise additional capital or otherwise, our financial condition, liquidity and results
of operations, as well as our ability to maintain regulatory compliance, would be adversely affected.

The Company, on a consolidated basis, and the Bank, on a stand-alone basis, must meet certain regulatory capital
requirements and maintain sufficient liquidity. We face significant capital and other regulatory requirements as a
financial institution, which were heightened with the implementation of the Basel III rule on January 1, 2015 and the
phase-in of capital conservation buffer requirement through January 1, 2019. Our ability to raise additional capital
depends on conditions in the capital markets, economic conditions and a number of other factors, including investor
perceptions regarding the banking industry, market conditions and governmental activities and on our financial
condition and performance. Accordingly, we cannot assure you that we will be able to raise additional capital if
needed or on terms acceptable to us. If we fail to maintain capital to meet regulatory requirements, our financial
condition, liquidity and results of operations would be materially and adversely affected.

We may be materially and adversely affected by the highly regulated environment in which we operate.

We are subject to extensive federal and state regulation, supervision and examination. A more detailed description of
the primary federal and state banking laws and regulations that affect us is contained in the section of this Form 10-K
captioned “Supervision and Regulation.” Banking regulations are primarily intended to protect depositors’ funds, FDIC
funds, customers and the banking system as a whole, rather than our shareholders. These regulations affect our

lending practices, capital structure, investment practices, dividend policy and growth, among other things.

As a bank holding company, we are subject to extensive regulation and supervision and undergo periodic
examinations by our regulators, who have extensive discretion and authority to prevent or remedy unsafe or unsound
practices or violations of law by banks and bank holding companies. Failure to comply with applicable laws,
regulations or policies could result in sanctions by regulatory agencies, civil monetary penalties and/or damage to our
reputation, which could have a material adverse effect on us. Although we have policies and procedures designed to
mitigate the risk of any such violations, there can be no assurance that such violations will not occur.

The laws, regulations, rules, standards, policies and interpretations governing us are constantly evolving and may
change significantly over time. For example, on July 21, 2010, the Dodd-Frank Act was signed into law, which
significantly changed the regulation of financial institutions and the financial services industry. The Dodd-Frank Act,
together with the regulations to be developed thereunder, includes provisions affecting large and small financial
institutions alike, including several provisions that affect how community banks, thrifts and small bank and thrift
holding companies will be regulated. In addition, the Federal Reserve, in recent years, has adopted numerous new
regulations addressing banks’ overdraft and mortgage lending practices. Further, the CFPB was recently established,
with broad powers to supervise and enforce consumer protection laws, and additional consumer protection legislation
and regulatory activity is anticipated in the near future.

In addition, in July 2013, the U.S. federal banking authorities approved the implementation of the Basel III Rules. The
Basel III Rules are applicable to all U.S. banks that are subject to minimum capital requirements as well as to bank

and saving and loan holding companies, other than “small bank holding companies” (generally bank holding companies
with consolidated assets of less than $1 billion).

The Basel III Rules became effective on January 1, 2015, with a phase in period through 2019 for many of the
changes. The Basel III Rules not only increase most of the required minimum regulatory capital ratios, they introduce
a new Common Equity Tier 1 Capital ratio and the concept of a capital conservation buffer. The Basel III Rules also
expand the current definition of capital by establishing additional criteria that capital instruments must meet to be
considered Additional Tier 1 Capital (i.e., Tier 1 Capital in addition to Common Equity) and Tier 2 Capital. A number
of instruments that formerly qualified as Tier 1 Capital will not qualify or their qualifications will change when the
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Basel III Rules are fully implemented. However, the Basel III Rules permit banking organizations with less than $15
billion in assets to retain, through a one-time election, the existing treatment for accumulated other comprehensive
income, which currently does not affect regulatory capital. The Basel III Rules have maintained the general structure
of the current prompt corrective action thresholds while incorporating the increased requirements, including the
Common Equity Tier 1 Capital ratio. In order to be a “well-capitalized” depository institution under the new regime, an
institution must maintain a Common Equity Tier 1 Capital ratio of 6.5% or more; a Tier 1 Capital ratio of 8% or more;
a Total Capital ratio of 10% or more; and a leverage ratio of 5% or more. Institutions must also maintain a capital
conservation buffer consisting of Common Equity Tier 1 Capital.
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These provisions, as well as any other aspects of current or proposed regulatory or legislative changes to laws
applicable to the financial industry, may impact the profitability of our business activities and may change certain of
our business practices, including our ability to offer new products, obtain financing, attract deposits, make loans and
achieve satisfactory interest spreads and could expose us to additional costs, including increased compliance costs.
Although we are currently compliant with the Basel III Rules, these changes also may require us to invest significant
management attention and resources to make any necessary changes to operations in order to comply and could
therefore also materially and adversely affect our business, financial condition and results of operations.

Our ability to attract and retain management and key personnel and any damage to our reputation may affect future
growth and earnings.

Much of our success and growth has been influenced strongly by our ability to attract and retain management
experienced in banking and financial services and familiar with the communities in our market areas. Our ability to
retain the executive officers, management teams, branch managers and loan officers at the Bank will continue to be
important to the successful implementation of our strategy. It is also critical, as we grow, to be able to attract and
retain qualified additional management and loan officers with the appropriate level of experience and knowledge
about our market areas to implement our community based operating strategy. The unexpected loss of services of any
key management personnel, or the inability to recruit and retain qualified personnel in the future, could have an
adverse effect on our business, results of operations and financial condition.

In addition, our business depends on earning and maintaining the trust of our customers and communities. Harm to
our reputation could arise from numerous sources, including employee misconduct, compliance failures, litigation or
our failure to deliver appropriate levels of service. If any events or circumstances occur which could undermine our
reputation, there can be no assurance that the additional costs and expenses we may incur as a result would not have
an adverse impact on our business.

We have a continuing need to adapt to technological change and we may not have the resources to effectively
implement new technology.

The financial services industry is constantly undergoing rapid technological changes with frequent introductions of
new technology driven products and services. In addition to better serving customers, the effective use of technology
increases efficiency and enables financial institutions to reduce costs. Our future success will depend in part upon our
ability to address the needs of our customers by using technology to provide products and services that will satisfy
customer demands for convenience as well as to create additional efficiencies in our operations as we continue to
grow and expand our market areas. Many of our larger competitors have substantially greater resources to invest in
technological improvements. As a result, they may be able to offer additional or superior products to those that we
will be able to offer, which would put us at a competitive disadvantage. Accordingly, we cannot provide assurances
that we will be able to effectively implement new technology driven products and services or be successful in
marketing such products and services to our customers.

The Company’s information systems may experience an interruption or breach in security and cyber-attacks, all of
which could have a material adverse effect on the Company’s business.

The Company relies heavily on internal and outsourced technologies, communications, and information systems to
conduct its business. Additionally, in the normal course of business, the Company collects, processes and retains
sensitive and confidential information regarding our customers. As the Company’s reliance on technology has
increased, so have the potential risks of a technology-related operation interruption (such as disruptions in the
Company’s customer relationship management, general ledger, deposit, loan, or other systems) or the occurrence of a
cyber-attacks (such as unauthorized access to the Company’s systems). These risks have increased for all financial
institutions as new technologies, the use of the Internet and telecommunications technologies (including mobile
devices) to conduct financial and other business transactions and the increased sophistication and activities of
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organized crime, perpetrators of fraud, hackers, terrorists and others have increased. In addition to cyber-attacks or
other security breaches involving the theft of sensitive and confidential information, hackers recently have engaged in
attacks against large financial institutions, particularly denial of service attacks, which are designed to disrupt key
business services, such as customer-facing web sites. The Company is not able to anticipate or implement effective
preventive measures against all security breaches of these types, especially because the techniques used change
frequently and because attacks can originate from a wide variety of sources. In addition, it is possible that we may not
be able to detect security breaches on a timely basis, or at all, which could increase the costs and risks associated 