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CAUTION REGARDING FORWARDLOOKING STATEMENTS AND ASSOCIATED RISKS

Information included in or incorporated by refererig this Quarterly Report on Form I@-our other filings with the Securities and Exode
Commission (the “SEC") and our press releases legrgbublic statements, contains or may containwéod-looking statementsiithin the
meaning of the Private Securities Litigation RefoAunt of 1995. Please refer to the discussions af fouwardlooking statements a
associated risks in our annual report on Form Iorkhe year ended December 31, 2013, in Item iisfiBess — Forwartleoking Statemen
and Associated Risks” and our discussion of rigitdies in Item 1A, “Risk Factors” of that annual ogppon Form 10K, as updated from tin
to time in our subsequent SEC filings, including lbym 2 of Part | of this Report (“ManagemenDiscussion and Analysis of Finan
Condition and Results of Operations”) at the cosion of that Item 2 under the heading “Forward-LiogkStatements and Associated Risks.”
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PART I. FINANCIAL INFORMATION
Iltem 1. Financial Statements

GERMAN AMERICAN BANCORP, INC.
CONSOLIDATED BALANCE SHEETS

(unaudited, dollars in thousands except share andgp share data)

ASSETS

Cash and Due from Banks

Federal Funds Sold and Other Short-term Investments
Cash and Cash Equivalents

Interest-bearing Time Deposits with Banks
Securities Available-for-Sale, at Fair Value

Securities Held-to-Maturity, at Cost (Fair value$dB6 and $271 on September 30, 2014 and

December 31, 2013, respectively)
Loans Held-for-Sale, at Fair Value

Loans

Less: Unearned Income
Allowance for Loan Losses

Loans, Net

Stock in FHLB of Indianapolis and Other Restric&tdck, at Cost
Premises, Furniture and Equipment, Net
Other Real Estate
Goodwill
Intangible Assets
Company Owned Life Insurance
Accrued Interest Receivable and Other Assets
TOTAL ASSETS

LIABILITIES
Non-interest-bearing Demand Deposits
Interest-bearing Demand, Savings, and Money Makkebunts
Time Deposits
Total Deposits

FHLB Advances and Other Borrowings
Accrued Interest Payable and Other Liabilities

TOTAL LIABILITIES

SHAREHOLDERS’ EQUITY

Preferred Stock, no par value; 500,000 shares emélth no shares issued
Common Stock, no par value, $1 stated value; 3000@0shares authorized

Additional Paid-in Capital
Retained Earnings
Accumulated Other Comprehensive Income (Loss)
TOTAL SHAREHOLDERS’ EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS'’ EQUITY

End of period shares issued and outstanding

September 30,

December 31,

2014 2013
$ 37,427 $ 37,37
49,74( 22,76
87,16 60,13:
10C 10C
575,74: 606,03
184 26€
7,59( 9,26¢
1,436,77. 1,385,21;
(4,025) (2,830)
(15,59 (14,589
1,417,15 1,367,79
9,00¢ 9,00¢
40,32: 40,43(
521 1,02¢
20,53 20,53¢
2,35: 3,32¢
31,80¢ 31,17¢
13,34¢ 14,72;
$ 220592 $  2,163,82
$ 410,32¢ $ 400,02
1,020,50. 1,063,09:
333,63t 349,03
1,764,47. 1,812,15
208,08 140,77(
13,09¢ 10,80«
1,985,65! 1,963,73
13,21( 13,17+
108,48: 108,02:
98,52 84,16
46 (5,269
220,26t 200,09
$ 220592 $  2,163,82
13,210,39 13,173,79




See accompanying notes to consolidated financgstents.
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GERMAN AMERICAN BANCORP, INC.
CONSOLIDATED STATEMENTS OF INCOME
(unaudited, dollars in thousands except per shareada)

Three Months Ended

September 30,
2014 2013
INTEREST INCOME
Interest and Fees on Loans $ 16,68( $ 15,30°
Interest on Federal Funds Sold and Other Short-bevestments 2 2
Interest and Dividends on Securities:
Taxable 2,531 2,76¢
Non-taxable 1,13t 73k

TOTAL INTEREST INCOME 20,34¢ 18,81:
INTEREST EXPENSE
Interest on Deposits 1,02t 1,14t
Interest on FHLB Advances and Other Borrowings 532 47t

TOTAL INTEREST EXPENSE 1,557 1,62(
NET INTEREST INCOME 18,79: 17,19:
Provision for Loan Losses — (400
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 18,79: 17,59:
NON-INTEREST INCOME
Trust and Investment Product Fees 901 80z
Service Charges on Deposit Accounts 1,30(C 1,02¢
Insurance Revenues 1,73¢ 1,49t
Company Owned Life Insurance 21C 233
Interchange Fee Income 50¢ 44¢
Other Operating Income 59¢ 39t
Net Gains on Sales of Loans 613 612
Net Gains on Securities 567 42¢

TOTAL NON-INTEREST INCOME 6,431 5,44¢
NON-INTEREST EXPENSE
Salaries and Employee Benefits 7,97¢ 7,51¢
Occupancy Expense 1,26% 1,15¢
Furniture and Equipment Expense 467 43¢
FDIC Premiums 271 261
Data Processing Fees 93¢ 717
Professional Fees 51€ 97C
Advertising and Promotion 613 447
Intangible Amortization 302 32¢
Other Operating Expenses 1,73¢ 1,752

TOTAL NON-INTEREST EXPENSE 14,08: 13,58¢
Income before Income Taxes 11,14¢ 9,452
Income Tax Expense 3,43¢ 2,96¢
NET INCOME $ 7,708 $ 6,48:
Basic Earnings Per Share $ 0.5¢ $ 0.51

Diluted Earnings Per Share $ 0.5¢ % 0.51



Dividends Per Share

See accompanying notes to consolidated financsgistents.
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GERMAN AMERICAN BANCORP, INC.
CONSOLIDATED STATEMENTS OF INCOME
(unaudited, dollars in thousands except per shareada)

Nine Months Ended

September 30,
2014 2013
INTEREST INCOME
Interest and Fees on Loans $ 48,76¢ $ 45,22
Interest on Federal Funds Sold and Other Short-bevestments 8 25
Interest and Dividends on Securities:
Taxable 7,944 8,38(
Non-taxable 3,13¢ 2,00¢

TOTAL INTEREST INCOME 59,85¢ 55,64(
INTEREST EXPENSE
Interest on Deposits 3,09¢ 3,53:
Interest on FHLB Advances and Other Borrowings 1,44¢ 1,97¢

TOTAL INTEREST EXPENSE 4,54¢ 5,511
NET INTEREST INCOME 55,30¢ 50,12¢
Provision for Loan Losses 55( (250)
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 54,75¢ 50,37¢
NON-INTEREST INCOME
Trust and Investment Product Fees 2,72¢ 2,43
Service Charges on Deposit Accounts 3,552 3,03¢
Insurance Revenues 5,77 4,65¢
Company Owned Life Insurance 60:3 71€
Interchange Fee Income 1,46 1,392
Other Operating Income 1,57¢ 1,547
Net Gains on Sales of Loans 1,47¢ 2,17¢
Net Gains on Securities 1,03¢ 1,50¢

TOTAL NON-INTEREST INCOME 18,22( 17,46¢
NON-INTEREST EXPENSE
Salaries and Employee Benefits 24,28t 22,92¢
Occupancy Expense 3,77¢ 3,35¢
Furniture and Equipment Expense 1,472 1,37¢
FDIC Premiums 82¢ 77¢€
Data Processing Fees 2,892 2,05¢
Professional Fees 1,761 2,15¢
Advertising and Promotion 1,63¢ 1,45:
Intangible Amortization 97t 1,04¢
Other Operating Expenses 5,68 5,16(

TOTAL NON-INTEREST EXPENSE 43,31: 40,30"
Income before Income Taxes 29,66° 27,53¢
Income Tax Expense 8,96 8,712
NET INCOME $ 20,70C $ 18,82
Basic Earnings Per Share $ 157 $ 1.4¢

Diluted Earnings Per Sha $ 157 $ 1.4¢



Dividends Per Share

See accompanying notes to consolidated financsgistents.
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GERMAN AMERICAN BANCORP, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(unaudited, dollars in thousands)

Three Months Ended

September 30,
2014 2013
NET INCOME $ 7,70¢ $ 6,48:
Other Comprehensive Income (Loss):
Unrealized Gains (Losses) on Securities

Unrealized Holding Gain (Loss) Arising During therfdd 871 (1,687)

Reclassification Adjustment for Losses (Gains)ueld in Net Income (567) (42¢)

Tax Effect (96) 247

Net of Tax 20¢ (1,379
Total Other Comprehensive Income (Loss) 20¢ (1,379
COMPREHENSIVE INCOME $ 791¢ $ 5,11(

GERMAN AMERICAN BANCORP, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(unaudited, dollars in thousands)

Nine Months Ended

September 30,
2014 2013
NET INCOME $ 20,70C $ 18,82
Other Comprehensive Income (Loss):
Unrealized Gains (Losses) on Securities

Unrealized Holding Gain (Loss) Arising During therfdd 9,251 (18,989

Reclassification Adjustment for Losses (Gains)uideld in Net Income (1,039 (1,50¢)

Tax Effect (2,907) 7,22¢

Net of Tax 5,30¢ (13,269)
Total Other Comprehensive Income (Loss) 5,30¢ (13,267
COMPREHENSIVE INCOME $ 26,00¢ $ 5,561




See accompanying notes to consolidated financgstents.
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GERMAN AMERICAN BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, dollars in thousands)

Nine Months Ended

September 30,
2014 2013
CASH FLOWS FROM OPERATING ACTIVITIES
Net Income $ 20,70 $ 18,82¢
Adjustments to Reconcile Net Income to Net Cashffaperating Activities:
Net Amortization on Securities 1,51(C 2,33¢
Depreciation and Amortization 3,611 3,30¢
Loans Originated for Sale (70,607) (132,47)
Proceeds from Sales of Loans Held-for-Sale 73,69¢ 142,43:
Provision for Loan Losses 55( (250
Gain on Sale of Loans, net (1,47 (2,17¢)
Gain on Securities, net (1,039 (1,509
Loss (Gain) on Sales of Other Real Estate and Regesd Assets (46) 25¢
Loss (Gain) on Disposition and Impairment of Prexsiand Equipment 28 (70)
Increase in Cash Surrender Value of Company Owifedhsurance (631) (709
Equity Based Compensation 482 247
Change in Assets and Liabilities:
Interest Receivable and Other Assets (4,709 2,79¢
Interest Payable and Other Liabilities 2,21¢ 27¢
Net Cash from Operating Activities 24,28¢ 33,30:
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from Maturity of Other Short-term Invesiise — 2,69(
Proceeds from Maturities, Calls, Redemptions ouges Available-for-Sale 62,89: 114,56:
Proceeds from Sales of Securities Available-foeSal 52,71: 119,95:.
Purchase of Securities Available-for-Sale (74,24°) (231,089
Proceeds from Maturities of Securities Held-to-Miyu 84 78
Purchase of Federal Home Loan Bank Stock (92 —
Purchase of Loans (1,750 (7449)
Proceeds from Sales of Loans — 3,25(
Loans Made to Customers, net of Payments Received (49,43¢) (80,569
Proceeds from Sales of Other Real Estate 1,831 1,47¢
Property and Equipment Expenditures (2,4972) (2,29¢)
Proceeds from Sales of Property and Equipment 23 88
Net Cash from Investing Activities (10,476 (72,589
CASH FLOWS FROM FINANCING ACTIVITIES
Change in Deposits (47,659 30,12(
Change in Short-term Borrowings 66,97" 31,25¢
Advances in Long-term Debt 20,32: 50,00(
Repayments of Long-term Debt (20,09 (50,81%)
Issuance of Common Stock 50 13
Employee Stock Purchase Plan (37) 9
Dividends Paid (6,33¢) (5,695
Net Cash from Financing Activities 13,22: 54,87:
Net Change in Cash and Cash Equivalents 27,03t 15,58¢

Cash and Cash Equivalents at Beginning of Year 60,13: 49,08:




Cash and Cash Equivalents at End of Year $

Cash Paid During the Year for
Interest $
Income Taxes

Supplemental Non Cash Disclosures
Loans Transferred to Other Real Estate $
Accounts Receivable Transferred to Securities

See accompanying notes to consolidated finan@&stents.
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GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 1 — Basis of Presentation

German American Bancorp, Inc. operates primarilyha banking industry. The accounting and reporgodjcies of German Americi
Bancorp, Inc. and its subsidiaries conform to W&nerally accepted accounting principles. Certaforimation and footnote disclosu
normally included in financial statements preparedccordance with U.S. generally accepted accogrgrinciples have been condense
omitted. All adjustments which are, in the opinimirmanagement, necessary for a fair presentatidheofesults for the periods reported t
been included in the accompanying unaudited cottestgld financial statements, and all such adjustsnenat of a normal recurring nature.
suggested that these consolidated financial statisnzad notes be read in conjunction with the fifrstatements and notes thereto ir
German American Bancorp, Inc. December 31, 2013uAhiReport on Form 18- Certain items included in the prior period firc#l
statements were reclassified to conform to theetupresentation. There was no effect on net inomnetal shareholder’s equity.

NOTE 2 — Per Share Data

The computations of Basic Earnings per Share ahddoi Earnings per Share are as follows:

Three Months Ended

September 30,
2014 2013

Basic Earnings per Share:
Net Income $ 7,706 $ 6,48:
Weighted Average Shares Outstanding 13,210,39 12,666,78

Basic Earnings per Share $ 0.5¢ $ 0.51
Diluted Earnings per Share:
Net Income $ 7,708 $ 6,48:
Weighted Average Shares Outstanding 13,210,39 12,666,78
Potentially Dilutive Shares, Net 20,28( 24,38«
Diluted Weighted Average Shares Outstanding 13,230,67 12,691,16.

Diluted Earnings per Share $ 05t § 0.51

For the three months ended September 30, 2014G8] there were no anti-dilutive shares.

The computations of Basic Earnings per Share ahddoi Earnings per Share are as follows:

Nine Months Ended

September 30,
2014 2013

Basic Earnings per Share:
Net Income $ 20,70 $ 18,82¢
Weighted Average Shares Outstanding 13,200,02 12,658,40

Basic Earnings per Share $ 157 $ 1.4¢
Diluted Earnings per Share:
Net Income $ 20,70 $ 18,82«
Weighted Average Shares Outstanding 13,200,02 12,658,40
Potentially Dilutive Shares, Net 20,97t 19,95(
Diluted Weighted Average Shares Outstanding 13,221,00 12,678,35

Diluted Earnings per Share $ 157 $ 1.4¢




For the nine months ended September 30, 2014 al®}| f#tere were no anti-dilutive shares.




GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 3 — Securities

The amortized cost, unrealized gross gains andegosscognized in accumulated other comprehensiwenia (loss), and fair value
Securities Available-for-Sale at September 30, 28id December 31, 2013, were as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
Securities Available-for-Sale: Cost Gains Losses Value
September 30, 2014
U.S. Treasury and Agency Securities $ 20,000 $ — 3 (637 $ 19,36
Obligations of State and Political Subdivisions 134,76: 5,85¢ (92 140,52¢
Mortgage-backed Securities - Residential 420,46t 2,75¢ (7,72¢) 415,49¢
Equity Securities 358 — — 352
Total $ 575,58. $ 8,61¢ $ (8,457 $ 575,74:
December 31, 2013
U.S. Treasury and Agency Securities $ 20,000 $ — 3 (1,04¢) $ 18,95:
Obligations of State and Political Subdivisions 112,00t 2,38¢ (899) 113,49
Mortgage-backed Securities - Residential 481,72: 3,49 (11,99) 473,23l
Equity Securities 358 — — 352
Total $ 614,08! $ 588t % (13,939 $ 606,03:

Equity securities that do not have readily deteahla fair values are included in the above totats, carried at historical cost and
evaluated for impairment on a periodic basis. Afirtgage-backed securities in the above table aidartial mortgagé&acked securities a
guaranteed by government sponsored entities.

The carrying amount, unrecognized gains and loaedsfair value of Securities Held-Maturity at September 30, 2014 and Decembe
2013, were as follows:

Gross Gross
Carrying Unrecognized Unrecognized Fair
Securities Held-to-Maturity: Amount Gains Losses Value
September 30, 2014
Obligations of State and Political Subdivisions $ 184 $ 2 3 — 3 18€

December 31, 2013
Obligations of State and Political Subdivisions $ 26 % 3 ¢ — 3 271
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GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 3 - Securities (continued)
The amortized cost and fair value of SecuritieSegitember 30, 2014 by contractual maturity are shoelow. Expected maturities may dit

from contractual maturities because some issueve kize right to call or prepay certain obligationgh or without call or prepayme
penalties. Mortgage-backed and Equity Securitiesat due at a single maturity date and are sheyparately.

Amortized Fair
Securities Available-for-Sale: Cost Value
Due in one year or less $ 3,71¢  $ 3,731
Due after one year through five years 20,27+ 20,17
Due after five years through ten years 65,61" 67,86:
Due after ten years 65,15¢ 68,11¢
Mortgage-backed Securities - Residential 420,46t 415,49¢
Equity Securities 35¢ 358
Total $ 575,58: $ 575,74:
Carrying Fair
Securities Held-to-Maturity: Amount Value
Due in one year or less $ — $ —
Due after one year through five years 184 18¢€
Due after five years through ten years — —
Due after ten years — —
Total $ 184 $ 18¢€
Proceeds from the Sales of Securities are sumnaigew:
Three Months Three Months
Ended Ended

September 30, 2014 September 30, 2013

Proceeds from Sales $ 4547: $ 19,23:
Gross Gains on Sales 567 42¢
Income Taxes on Gross Gains 19¢ 15C
Nine Months Nine Months
Ended Ended

September 30, 2014 September 30, 2013

Proceeds from Sales $ 52,71: % 119,95:
Gross Gains on Sales 1,03¢ 1,50¢
Income Taxes on Gross Gains 364 52¢
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NOTE 3 - Securities (continued)

GERMAN AMERICAN BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014

(unaudited, dollars in thousands except share andgp share data)

Below is a summary of securities with unrealizeslsks as of September 30, 2014 and December 31, @@&k&nted by length of time
securities have been in a continuous unrealizesigosition:

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
September 30, 2014 Value Loss Value Loss Value Loss
U.S. Treasury and Agency Securities $ — 3 — ¢ 19,36: $ (637 $ 19,36: $ (637)
Obligations of State and Political Subdivisions 4,84¢ (35 4,03¢ (57) 8,881 (92
Mortgage-backed Securities - Residential 67,03¢ (543 239,48t (7,185 306,52t (7,728
Equity Securities — — — — — —
Total $ 7188 $ (57¢) $ 262,88¢ $ (7,879 % 334,77¢ % (8,457
Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
December 31, 2013 Value Loss Value Loss Value Loss
U.S. Treasury and Agency Securities $ 18,95 $ (1,049 $ — 3 — 18,95: $ (1,04¢
Obligations of State and Political Subdivisions 38,87¢ (899 — — 38,87¢ (899
Mortgage-backed Securities - Residential 346,02¢ (11,909 1,73t (88) 347,76 (12,99)
Equity Securities — — — — — —
Total $ 403,85¢ $ (13,85() $ 1,738 $ (88) $ 40559 % (13,939

Securities are written down to fair value when alide in fair value is not considered temporaryebtimating other-thatemporary losse
management considers many factors, including: H&)léngth of time and the extent to which the failue has been less than cost, (2
financial condition and nedaerm prospects of the issuer, (3) whether the matkeline was affected by macroeconomic conditiams| (4
whether the Company has the intent to sell the debtirity or more likely than not will be requiréd sell the debt security before
anticipated recovery. The Company dogéantend to sell or expect to be required to dadlse securities, and the decline in fair valuargdly
due to changes in market interest rates, theretbeeCompany does not consider these securitibg tather-thariemporarily impaired. A
mortgage-backed securities in the Compangortfolio are guaranteed by government sponserdiies, are investment grade, and
performing as expected.

NOTE 4 — Derivatives

The Company executes interest rate swaps with cooimhdanking customers to facilitate their respectisk management strategies.
notional amounts of these interest rate swaps lmaffsetting counterparty derivative instrumentsev$23.2 milliorat September 30, 20
and $17.9 millionat December 31, 2013. These interest rate swapsiwdtaneously hedged by offsetting interest mut@ps that tt
Company executes with a third party, such thatGbhepany minimizes its net risk exposure resultirogn such transactions with appro
reputable, independent counterparties with subathniatching terms. The agreements are considet@t alone derivatives and change
the fair value of derivatives are reported in eagrias non-interest income.

Credit risk arises from the possible inability afunterparties to meet the terms of their contradis. Companys exposure is limited to t
replacement value of the contracts rather thanntit®nal, principal or contract amounts. There @r@visions in the agreements with
counterparties that allow for certain unsecuredlitrexposure up to an agreed threshold. Exposurexg¢ess of the agreed thresholds
collateralized. In addition, the Company minimizesdit risk through credit approvals, limits, andnitoring procedures.
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GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 4 - Derivatives (continued)

The following table reflects the fair value hedgeduded in the Consolidated Balance Sheets as of:

September 30, 2014 December 31, 2013
Notional Notional
Amount Fair Value Amount Fair Value
Included in Other Assets:
Interest Rate Swaps $ 23,23: $ 47C  $ 17,85: $ 86€
Included in Other Liabilities:
Interest Rate Swaps $ 23,23: % 41z $ 17,85: $ 737

The following tables present the effect of derivatinstruments on the Consolidated Statementsoointie for the periods presented:

Three Months Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013
Interest Rate Swaps:
Included in Interest Income / (Expense) $ — ¢ — 3 — $ —
Included in Other Income / (Expense) (4) (34) 74 517

NOTE 5 — Loans

Loans were comprised of the following classificatiat September 30, 2014 and December 31, 2013:

September 30, December 31,

2014 2013

Commercial:
Commercial and Industrial Loans and Leases $ 377,84" $ 350,95!
Commercial Real Estate Loans 586,01. 582,06¢
Agricultural Loans 201,86 192,88

Retail:

Home Equity Loans 85,16( 81,50¢
Consumer Loans 48,60 49,12«
Residential Mortgage Loans 137,28t 128,68:
Subtotal 1,436,77. 1,385,21;
Less: Unearned Income (4,025 (2,830
Allowance for Loan Losses (15,59)) (14,58
Loans, Net $ 1,417,115 $ 1,367,79
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GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 5 - Loans (continued)

The following tables present the activity in thevalance for loan losses by portfolio class for theee months ending September 30, 201«

2013:
Commercial
and Industrial Commercial Home Residential
Loans and Real Estate Agricultural Equity Consumer Mortgage
September 30, 2014 Leases Loans Loans Loans Loans Loans Unallocated Total
Beginning Balance $ 5661 $ 7,19¢ % 1,01¢ $ 41€ 3 326 $ 43t $ 49t % 15,55(
Provision for Loan Losses (569) 20¢€ 15€ (39) 77 (39) 19C —
Recoveries 19 55 — — 41 6 — 121
Loans Charged-off — (6) — (7) (65) (1) — (79
Ending Balance $ 5117 $ 745  $ 1,172 $ 37¢ % 37¢ % 407 $ 68 $ 15,59:
Commercial
and Industrial Commercial Home Residential
Loans and Real Estate Agricultural Equity Consumer Mortgage
September 30, 2013 Leases Loans Loans Loans Loans Loans Unallocated Total
Beginning Balance $ 4,25¢ $ 8,63¢ $ 817 $ 318 $ 19¢  $ 28C % 76C $ 15,26
Provision for Loan Losses (36]) (219 53 89 64 36 (67) (400
Recoveries 10€ 7 — — 33 2 — 15C
Loans Charged-off (34) (212 — (293 (93 @av — (549)
Ending Balance $ 3971 $ 8217 $ 87C $ 20 % 20 % 301 $ 69 $ 14,46

The following tables present the activity in thevalance for loan losses by portfolio class for tiiree months ending September 30, 2014

2013:
Commercial
and Industrial Commercial Home Residential
Loans and Real Estate Agricultural Equity Consumer Mortgage
September 30, 2014 Leases Loans Loans Loans Loans Loans Unallocated Total
Beginning Balance $ 398: $ 833 $ 94€ $ 23¢ % 18¢ % 281 % 61z $ 14,58
Provision for Loan Losses 1,12¢ (1,54¢) 22¢ 14¢ 29¢ 22¢ 73 55C
Recoveries 97 78t — 42 127 14 — 1,06t
Loans Charged-off (87 (220 — (53) (232 (117 — (607)
Ending Balance $ 5117 $ 745  $ 1,172 $ 37t $ 37¢ % 407 $ 68 $ 15,59:
Commercial
and Industrial Commercial Home Residential
Loans and Real Estate Agricultural Equity Consumer Mortgage
September 30, 2013 Leases Loans Loans Loans Loans Loans Unallocated Total
Beginning Balance $ 455t $ 8931 $ 98¢ $ 141 % 214 % 18¢ $ 504 $ 15,52(
Provision for Loan Losses (61¢) (26]) (119 32¢ 10C 13¢ 18¢ (250)
Recoveries 121 85 — — 104 5 — 31t
Loans Charged-off (87 (53¢ — (25¢) (215 (23 — (1,129
Ending Balance $ 3971 $ 8217 $ 87C $ 20 % 202 % 301 $ 69 $ 14,46«

In determining the adequacy of the allowance fa@nldoss, general allocations are made for othetspobloans, including noulassifiec
loans, homogeneous portfolios of consumer and eatisl real estate loans, and loans within certagdustry categories believed to pre:
unique risk of loss. General allocations of thewlnce are primarily made based on a tlyesr- historical average for loan losses for t
portfolios, judgmentally adjusted for current ecomofactors and portfolio trends.
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GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 5 - Loans (continued)

During the third quarter of 2014, a modificationsuamade to the Comparsy’standard methodology for calculating the alloveafar loar
losses. This modification centered on commercial agricultural loans that are graded as substanglaldwas undertaken as a part of
Companys annual update of its migration analysis utilizedhe allowance for loan losses calculations. Piacthe third quarter of 2014, 1
allocation for substandard, nampaired commercial and agricultural loans was Base evaluating the amount of loss of each indial
credit relationship internally graded substand&@eginning in the third quarter of 2014, the Compaudjusted its methodology to ass
allocations for substandard commercial and aguicaltcredits based on migration analysis techniqu#izing three year migration peric
for these types of credits. The modification to thethodology during the third quarter of 2014 reelilin a decrease of $@8 the overa
required loan loss allowance.

Loan impairment is reported when full repaymentermitie terms of the loan is not expected. This odtogy is used for all loans, includ
loans acquired with deteriorated credit qualityr porchased loans, the assessment is made aimb@etiacquisition as well as over the life
loan. If a loan is impaired, a portion of the allwee is allocated so that the loan is reportedateéhe present value of estimated future
flows using the loars existing rate, or at the fair value of collateifatepayment is expected solely from the colldte@ommercial an
industrial loans, commercial real estate loans, agritultural loans are evaluated individually fimpairment. Smaller balance homogene
loans are evaluated for impairment in total. Sughnk include real estate loans secured by ofedtofamily residences and loans
individuals for household, family and other perdoagpenditures. Individually evaluated loans on 4aoorual are generally conside
impaired. Impaired loans, or portions thereof,@rarged off when deemed uncollectible.

The following tables present the balance in thevedince for loan losses and the recorded investmdoans by portfolio class and basec
impairment method as of September 30, 2014 andrbleee31, 2013:

Commercial
and Industrial Commercial Home Residential
Loans and Real Estate Agricultural Equity Consumer Mortgage
September 30, 2014 Total Leases Loans Loans Loans Loans Loans Unallocated
Allowance for Loan Losses:
Ending Allowance Balance
Attributable to Loans:
Individually Evaluated for
Impairment $ 157¢ $ 205 $ 137 $ — % — % — % —  $ =
Collectively Evaluated for
Impairment 13,98: 4,912 6,07t 1,17: 37¢ 37¢ 38C 68t
Acquired with Deteriorated
Credit Quality 32 — 5 — — — 27 —
Total Ending Allowance
Balance $ 1559: $ 5117 $ 745¢ % 1,172 $ 37t $ 37¢ % 407 $ 68t
Loans:
Loans Individually
Evaluated for Impairment  $ 5951 $ 2,157 $ 3,79 % — 3 — 3 — 3 —  $ =
Loans Collectively
Evaluated for Impairment 1,428,06! 376,17t 576,84t 204,79. 85,47+ 48,61t 136,16: —
Loans Acquired with
Deteriorated Credit Qualit 8,731 387 6,72¢ — — 122 1,49¢ —
Total Ending Loans )
Balance® $ 144274 % 378,72 $ 587,36t $ 204,79. $ 8547 $ 48,737 $ 137,65 $ —

M Total recorded investment in loans includes $5j@7kcrued interest.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 5 - Loans (continued)

Commercial
and Industrial Commercial Home Residential
Loans and Real Estate Agricultural Equity Consumer Mortgage
December 31, 2013 Total Leases Loans Loans Loans Loans Loans Unallocated
Allowance for Loan Losses:
Ending Allowance Balance
Attributable to Loans:
Individually Evaluated for
Impairment $ 3,098 $ 45 $ 3,06 $ — % — % — 3 — 3 —
Collectively Evaluated for
Impairment 11,48: 3,93¢ 5,271 94€ 23¢ 18¢ 281 61z
Acquired with Deteriorated
Credit Quality 8 — 8 — — — — —
Total Ending Allowance
Balance $ 1458 % 3,98: % 8,33t % 94¢€ % 23¢ 3% 18¢ % 281 % 612
Loans:
Loans Individually
Evaluated for Impairment  $ 8,45¢ $ 2,112  $ 6,34« $ — 3 — 3 — 3 —  $ =
Loans Collectively
Evaluated for Impairment 1,367,59 347,80¢ 566,38¢ 195,17: 81,81: 49,13: 127,28( —
Loans Acquired with
Deteriorated Credit Qualit 14,75 1,981 10,87: — — 134 1,767 —
Total Ending Loans i
Balance® $ 1,390,80. $ 351,900 $ 583,60: $ 195,17: $ 81,81: $ 49,26¢ $ 129,04 $ —

M Total recorded investment in loans includes $5j&%ccrued interest.

The following tables present loans individually kexded for impairment by class of loans as of Saeper 30, 2014 and December 31, 2013:

Allowance for

Unpaid Principal Recorded Loan Losses
September 30, 2014 Balance® Investment Allocated
With No Related Allowance Recorded:
Commercial and Industrial Loans and Leases $ 1,967 $ 1,95¢ % —
Commercial Real Estate Loans 2,66( 1,537 —
Agricultural Loans — — —
Subtotal 4,627 3,491 —
With An Allowance Recorded:
Commercial and Industrial Loans and Leases 207 207 20t
Commercial Real Estate Loans 2,77 2,61¢ 1,37¢
Agricultural Loans — — —
Subtotal 2,97¢ 2,82¢ 1,58¢
Total $ 7,60¢ $ 6,31¢ $ 1,58¢
Loans Acquired With Deteriorated Credit Quality Wiilo Related Allowance Recorde
(Included in the Total Above) $ 1,10¢ $ 35¢ $ =
Loans Acquired With Deteriorated Credit Quality WAn Additional Allowance
Recorded (Included in the Total Above) $ 3 $ 5 % 5

WUnpaid Principal Balance is the remaining contrakchayments without reduction of partial chargesoff
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September 30, 2014
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NOTE 5 - Loans (continued)

Allowance for

Unpaid Principal Recorded Loan Losses
December 31, 2013 Balance® Investment Allocated
With No Related Allowance Recorded:
Commercial and Industrial Loans and Leases $ 2,16: $ 2072 % —
Commercial Real Estate Loans 4,71( 2,38: —
Agricultural Loans — — —
Subtotal 6,87¢ 4,45¢ —
With An Allowance Recorded:
Commercial and Industrial Loans and Leases 45 45 45
Commercial Real Estate Loans 4,42¢ 4,415 3,05¢
Agricultural Loans — — —
Subtotal 4,47: 4,46z 3,10:
Total $ 11,34¢  $ 8917 $ 3,10¢
Loans Acquired With Deteriorated Credit Quality Witlo Related Allowance Recorde
(Included in the Total Above) $ 987 $ 451 $ =
Loans Acquired With Deteriorated Credit Quality WAn Additional Allowance
Recorded (Included in the Total Above) $ 33 % 8 ¢ 8

@ Unpaid Principal Balance is the remaining contralchayments without reduction of partial chargesoff

The following tables present loans individually kexded for impairment by class of loans for theethmonth period ended Septembel
2014 and 2013:

Average Recordec Interest Income Cash Basis
September 30, 2014 Investment Recognized Recognized
With No Related Allowance Recorded:
Commercial and Industrial Loans and Leases $ 2,00t % 29 % 3C
Commercial Real Estate Loans 2,38¢ 18 21
Agricultural Loans — — —
Subtotal 4,38¢ 47 51
With An Allowance Recorded:
Commercial and Industrial Loans and Leases 211 1 1
Commercial Real Estate Loans 2,64:
Agricultural Loans — — —
Subtotal 2,854 5
Total $ 7,247 $ 52 % 55
Loans Acquired With Deteriorated Credit Quality Wiilo Related Allowance Recorde
(Included in the Total Above) $ 772 $ — 3 =
Loans Acquired With Deteriorated Credit Quality WAn Additional Allowance
Recorded (Included in the Total Above) $ 31 % 1 % 1
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
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NOTE 5 - Loans (continued)

Average Recordec Interest Income Cash Basis
September 30, 2013 Investment Recognized Recognized
With No Related Allowance Recorded:
Commercial and Industrial Loans and Leases $ 2,22:  $ 33 % 32
Commercial Real Estate Loans 1,95¢ 1 2
Agricultural Loans 751 21 1€
Subtotal 4,93( 55 5C
With An Allowance Recorded:
Commercial and Industrial Loans and Leases 464 1 1
Commercial Real Estate Loans 5,41F
Agricultural Loans = = =
Subtotal 5,87¢ 6
Total $ 10,80¢ $ 61 $ 55
Loans Acquired With Deteriorated Credit Quality Wilo Related Allowance Recorde
(Included in the Total Above) $ 11¢  $ — 3 —
Loans Acquired With Deteriorated Credit Quality Wan Additional Allowance
Recorded (Included in the Total Above) $ 214 $ 1 3 1

The following tables present loans individually kexsed for impairment by class of loans for theenimonth period ended September 30, .
and 2013:

Average Recordec Interest Income Cash Basis
September 30, 2014 Investment Recognized Recognized
With No Related Allowance Recorded:
Commercial and Industrial Loans and Leases $ 2,10¢ % 108 % 107
Commercial Real Estate Loans 2,71¢ 73 7C
Agricultural Loans — — —
Subtotal 4,82( 17¢ 177
With An Allowance Recorded:
Commercial and Industrial Loans and Leases 1,60( 1
Commercial Real Estate Loans 3,15¢ 16 13
Agricultural Loans — — —
Subtotal 4,75¢ 17 14
Total $ 957¢ $ 198§ 191
Loans Acquired With Deteriorated Credit Quality Witlo Related Allowance Recorde
(Included in the Total Above) $ 87 % 3 3
Loans Acquired With Deteriorated Credit Quality WAn Additional Allowance
Recorded (Included in the Total Above) $ 32 % 1 % 1
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NOTE 5 - Loans (continued)

Average Recordec Interest Income Cash Basis
September 30, 2013 Investment Recognized Recognized
With No Related Allowance Recorded:
Commercial and Industrial Loans and Leases $ 81 $ 33 % 33
Commercial Real Estate Loans 2,19¢ 1 2
Agricultural Loans 1,73¢ 19¢ 20C
Subtotal 4,75: 23C 23t
With An Allowance Recorded:
Commercial and Industrial Loans and Leases 1,797 3
Commercial Real Estate Loans 5,74 17 13
Agricultural Loans = = =
Subtotal 7,54z 20 1€
Total $ 12,29:  $ 25C % 251
Loans Acquired With Deteriorated Credit Quality Wilo Related Allowance Recorde
(Included in the Total Above) $ 39 % — —
Loans Acquired With Deteriorated Credit Quality Wan Additional Allowance
Recorded (Included in the Total Above) $ 18z  $ 2 % 2

All classes of loans, including loans acquired wditeriorated credit quality, are generally placednonaccrual status when schedt
principal or interest payments are past due fod&@ or more or when the borrowsesbility to repay becomes doubtful. For purchdeads
the determination is made at the time of acquisiie well as over the life of the loan. Uncollecaedrued interest for each class of loal
reversed against income at the time a loan is glacenon-accrual. Interest received on such losieetounted for on the cash-basis or cost
recovery method, until qualifying for return to agal. All classes of loans are returned to accstigius when all the principal and inte
amounts contractually due are brought current agré payments are reasonably assured. Loans @icalty chargedff at 180 days pa
due, or earlier if deemed uncollectible. Exceptitmthe non-accrual and charg-policies are made when the loan is well secuned in th:
process of collection.

The following table presents the recorded investirenonaccrual loans and loans past due 90 days or miirersaccrual by class of loa
as of September 30, 2014 and December 31, 2013:

Loans Past Due 90 Days

Non-Accrual or More & Still Accruing

2014 2013 2014 2013
Commercial and Industrial Loans and Leases $ 27¢ % 31 % 83 ¢ =
Commercial Real Estate Loans 3,30¢ 6,65¢ — 8
Agricultural Loans — — 13 —
Home Equity Loans 30¢ 114 — —
Consumer Loans 19C 23€ — —
Residential Mortgage Loans 1,582 1,33¢ — —
Total $ 56671 $ 837t $ 9% $ 8

Loans Acquired With Deteriorated Credit Qualitydided in the Total

Above) $ 1,16¢ $ 1,708  $ —  $ —
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NOTE 5 - Loans (continued)

The following table presents the aging of the rdedrinvestment in past due loans by class of laansf September 30, 2014 and Decel
31, 2013:

90 Days or
30-59 Days 60-89 Days More Total Past Loans Not
September 30, 2014 Total Past Due Past Due Past Due Due Past Due
Commercial and Industrial Loans and Leases $ 378,72( $ 265 $ 40 $ 307 $ 61z $ 378,10t
Commercial Real Estate Loans 587,36t 411 — 88¢ 1,30( 586,06t
Agricultural Loans 204,79: 10E 74 13 192 204,60(
Home Equity Loans 85,47 33C — 30¢€ 63¢€ 84,83¢
Consumer Loans 48,73 17t 63 66 304 48,43:
Residential Mortgage Loans 137,65¢ 1,63% 811 1,411 3,85¢ 133,80(
Total @ $ 1,442,740 $ 292 $ 98¢ % 2,99 $ 6,90t $ 1,435,84
Loans Acquired With Deteriorated Credit Quality
(Included in the Total Above) $ 8731 $ — 3 — 3 64t $ 64t $ 8,08¢
M Total recorded investment in loans includes $5j@7%kcrued interest.
90 Days or
30-59 Days 60-89 Days More Total Loans Not
December 31, 2013 Total Past Due Past Due Past Due Past Due Past Due
Commercial and Industrial Loans and Leases $ 351,90: $ 25¢ $ 78 % — 3 334 % 351,56¢
Commercial Real Estate Loans 583,60 61< 62 2,23¢ 2,90¢ 580,69!
Agricultural Loans 195,17: 62 — — 62 195,10¢
Home Equity Loans 81,81: 30z 33 114 45(C 81,36:
Consumer Loans 49,26¢ 14¢ 66 10z 317 48,94¢
Residential Mortgage Loans 129,04 2,20¢ 192 1,11¢ 3,51 125,53:
Total ™ $ 1,390,80: $ 3,58¢ §$ 431 % 3,56 $ 7,58t § 1,383,221
Loans Acquired With Deteriorated Credit Quality
(Included in the Total Above) $ 14,75:  $ 148 ¢ — % 1,10 § 1,251 ¢ 13,50:

M Total recorded investment in loans includes $5j6%ccrued interest.
Troubled Debt Restructurings:

In certain instances, the Company may choose tougtgre the contractual terms of loans. A trouldletit restructuring occurs when the B
grants a concession to the borrower that it wowoldotherwise consider due to a borrowdihancial difficulty. In order to determine wthel
a borrower is experiencing financial difficulty, @awaluation is performed of the probability tha¢ thorrower will be in payment default
any of its debt in the foreseeable future withowdification. This evaluation is performed under tBempanys internal underwritin
policy. The Company uses the same methodologyoimmd acquired with deteriorated credit quality @sall other loans when determin
whether the loan is a troubled debt restructuring.

During the three months ended September 30, 2042613, there were no additional loans modifiedrasbled debt restructurings. Th
were no troubled debt restructurings for the thmemths ended September 30, 2014 and the year ®&wismmber 31, 2013 for loans acqu
with deteriorated credit quality at the time of aisifion.

During the nine months ended September 30, 20&4e thvas one loan modified as troubled debt restringts. The modification of the ter
of this loan included a permanent reduction of ideorded investment in the loan. During the ninenth® ended September 30 2013, t
was one loan modified as a troubled debt restrimguiThere were no troubled debt restructuringsttier nine months ended Septembe
2014 and the year ended December 31, 2013 for lmeqmsared with deteriorated credit quality at timeet of acquisition.
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NOTE 5 - Loans (continued)

The following tables present the recorded investroétroubled debt restructurings by class of loaa®f September 30, 2014 and Decel
31, 2013:

September 30, 2014 Total Performing Non-Accrual @
Commercial and Industrial Loans and Leases $ 1,88¢ $ 1,88. $ 7
Commercial Real Estate Loans 2,83¢ 84z 1,99¢

Total $ 4727 $ 2,72¢ % 2,00:

December 31, 2013 Total Performing Non-Accrual @
Commercial and Industrial Loans and Leases $ 2,09 $ 2,08t $ 6
Commercial Real Estate Loans 4,32t 364 3,961

Total $ 6,417 $ 2,45 $ 3,967

®The non-accrual troubled debt restructurings artigred in the Non-Accrual Loan table presented revipus page.

The Company had not committed to lending any aaltkii amounts as of September 30, 2014 to custowithhsoutstanding loans that «
classified as troubled debt restructurings. The gamy had committed to lending an additional ammfr$40 as of December 31, 2013
customers with outstanding loans that are class#®troubled debt restructurings.

The following tables present loans by class modifis troubled debt restructurings that occurreihduihe three months ending Septen
30, 2014 and 2013:

Pre-Modification Post-Modification
Outstanding Recorded  Outstanding Recorded
September 30, 2014 Number of Loans Investment Investment
Commercial and Industrial Loans and Leases — 3 — 3 =
Commercial Real Estate Loans — — —
Total — 3 — 3 —

The troubled debt restructurings described aboweased the allowance for loan losses by $0 andtedsn charge-offs of $0 during the
three months ending September 30, 2014.

Pre-Modification Post-Modification
Outstanding Recorded  Outstanding Recorded
September 30, 2013 Number of Loans Investment Investment
Commercial and Industrial Loans and Leases 1 $ 224 3 23C
Commercial Real Estate Loans — — —
Total 1 $ 224 % 23C

The troubled debt restructurings described aboweased the allowance for loan losses by $0 andtedsn charge-offs of $0 during the
three months ending September 30, 2013.

21




GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 5 - Loans (continued)

The following tables present loans by class modiéis troubled debt restructurings that occurreéhduhe nine months ending Septembe
2014 and 2013:

Pre-Modification Post-Modification
Outstanding Recorded  Outstanding Recorded
September 30, 2014 Number of Loans Investment Investment
Commercial and Industrial Loans and Leases —  $ — 3 =
Commercial Real Estate Loans 1 201 197
Total 1 $ 201 % 197

The troubled debt restructurings described aboseased the allowance for loan losses by $0 andteesin charge-offs of $6uring the nin
months ending September 30, 2014.

Pre-Modification Post-Modification
Outstanding Recorded  Outstanding Recorded
September 30, 2013 Number of Loans Investment Investment
Commercial and Industrial Loans and Leases 1 3 224 $ 23C
Commercial Real Estate Loans 1 81 11¢€
Total 2 $ 30 % 34¢

The troubled debt restructurings described aboeeedsed the allowance for loan losses by $210 esulted in charge-offs of &furing the
nine months ending September 30, 2013.

The following tables present loans by class modis troubled debt restructurings for which thessa payment default within twe
months following the modification during the thnr@®nths ending September 30, 2014 and 2013:

Troubled Debt Restructurings That Subsequently Defalted: Number of Loans Recorded Investment
September 30, 2014
Commercial and Industrial Loans and Leases — 3 —
Commercial Real Estate Loans 1 18¢
Total 19 18¢€

The troubled debt restructurings that subsequeatdfaulted described above resulted in no changbeallowance for loan losses and
charge-offs during the three months ending Septe3he2014.

Troubled Debt Restructurings That Subsequently Defalted: Number of Loans Recorded Investment
September 30, 2013
Commercial and Industrial Loans and Leases — 3 —
Commercial Real Estate Loans — —
Total — 3 —

The troubled debt restructurings that subsequetefaulted described above resulted in no changkeaallowance for loan losses and
charge-offs during the three months ending Septe3le2013.
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NOTE 5 - Loans (continued)

The following tables present loans by class modif#s troubled debt restructurings for which theeswa payment default within twe
months following the modification during the nin@nths ending September 30, 2014 and 2013:

Troubled Debt Restructurings That Subsequently Defalted: Number of Loans Recorded Investment
September 30, 2014
Commercial and Industrial Loans and Leases — % —
Commercial Real Estate Loans 1 18¢€
Total 1 % 18¢€

The troubled debt restructurings that subsequeatdfaulted described above resulted in no changbe@llowance for loan losses and
charge-offs during the nine months ending Septerdbe2014.

Troubled Debt Restructurings That Subsequently Defalted: Number of Loans Recorded Investment
September 30, 2013
Commercial and Industrial Loans and Leases — % —
Commercial Real Estate Loans — —
Total — 3 —

The troubled debt restructurings that subsequeatdfaulted described above resulted in no changbeallowance for loan losses and
charge-offs during the nine months ending Septerdbe2013.

A loan is considered to be in payment default dhie30 days contractually past due under the fremtiterms.
Credit Quality Indicators:

The Company categorizes loans into risk categdrdssd on relevant information about the abilitpofrowers to service their debt such
current financial information, historical paymengperience, credit documentation, public informatiand current economic trends, am
other factors. The Company classifies loans aseditcrisk by individually analyzing loans. Thisaysis includes commercial and indus!
loans, commercial real estate loans, and agri@lltaans with an outstanding balance greater tH&¥9 $This analysis is typically perforrr
on at least an annual basis. The Company usesltbeihg definitions for risk ratings:

Special Mention. Loans classified as special meritiave a potential weakness that deserves manatesrlse attention. If left uncorrect
these potential weaknesses may result in detdnaraf the repayment prospects for the loan orhef institutions credit position at sor
future date.

Substandard. Loans classified as substandard adequoately protected by the current net worth aaydng capacity of the obligor or of 1
collateral pledged, if any. Loans so classifiedéhawvelldefined weakness or weaknesses that jeopardidejthéation of the debt. They ¢
characterized by the distinct possibility that ih&titution will sustain some loss if the deficiées are not corrected.

Doubtful. Loans classified as doubtful have all teaknesses inherent in those classified as sulzstnwith the added characteristic tha
weaknesses make collection or liquidation in folh, the basis of currently existing facts, condiioand values, highly questionable
improbable.

Loans not meeting the criteria above that are aealyndividually as part of the above describedtess are considered to be pass rated |

Based on the most recent analysis performed, skecategory of loans by class of loans is as fadtow
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NOTE 5 - Loans (continued)

Special
September 30, 2014 Pass Mention Substandard Doubtful Total
Commercial and Industrial Loans and Leases $ 347,90. $ 18,46 $ 12,35 % — % 378,72(
Commercial Real Estate Loans 548,04 22,95¢ 16,36+ — 587,36t
Agricultural Loans 199,28: 5,04¢ 468 — 204,79.
Total $ 1,09522 $ 46,47 $ 29,18. $ — $ 1,170,87:
Loans Acquired With Deteriorated Credit Quality )
(Included in the Total Above) $ 641 % 1,748 $ 472; $ — 8 7,11]
Special
December 31, 2013 Pass Mention Substandard Doubtful Total
Commercial and Industrial Loans and Leases $ 324,68 $ 15,48 $ 11,73¢. % — % 351,90:¢
Commercial Real Estate Loans 539,53 20,16¢ 23,90:¢ — 583,60«
Agricultural Loans 192,60¢ 2,351 20t — 195,17:
Total $ 1,056,82 $ 38,01 $ 3584. $ — $ 1,130,67
Loans Acquired With Deteriorated Credit Quality )
(Included in the Total Above) $ 3121 § 661 $ 9,07C  § — § 12,85:

The Company considers the performance of the loatigtio and its impact on the allowance for loasdes. For home equity, consumer
residential mortgage loan classes, the Company ealatuates credit quality based on the aging stafutie loan, which was previou:
presented, and by payment activity. The followfalgle presents the recorded investment in homeyaqunsumer and residential mortg
loans based on payment activity as of Septembe2@B} and December 31, 2013:

Home Equity Residential
September 30, 2014 Loans Consumer Loans Mortgage Loans
Performing $ 85,16¢ $ 48,547 $ 136,07
Nonperforming 30¢ 19C 1,58:
Total $ 85,47: $ 48,737 $ 137,65¢
Loans Acquired With Deteriorated Credit Quality B
(Included in the Total Above) $ — 3 12z $ 1,49¢
Home Equity Residential
December 31, 2013 Loans Consumer Loans  Mortgage Loans
Performing $ 81,69¢ $ 49,02¢ $ 127,70¢
Nonperforming 114 23¢ 1,33¢
Total $ 81,81: $ 49,26¢ $ 129,04
Loans Acquired With Deteriorated Credit Quality )
(Included in the Total Above) $ — 3 134 $ 1,761
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NOTE 5 - Loans (continued)

The Company has purchased loans, for which these ataacquisition, evidence of deterioration ofddrguality since origination and it w
probable, at acquisition, that all contractuallguieed payments would not be collected. The reabieestment of those loans is as follows:

September 30, 2014

Commercial and Industrial Loans $ 387
Commercial Real Estate Loans 6,72¢
Home Equity Loans —
Consumer Loans 122
Residential Mortgage Loans 1,49¢

Total $ 8,731
Carrying Amount, Net of Allowance $ 8,69¢

December 31, 2013

Commercial and Industrial Loans $ 1,981
Commercial Real Estate Loans 10,87:
Home Equity Loans —
Consumer Loans 134
Residential Mortgage Loans 1,767

Total $ 14,75:
Carrying Amount, Net of Allowance $ 14,74

Accretable yield, or income expected to be collgcie as follows:

2014 2013
Balance at July 1 $ 2637 $ 182
New Loans Purchased — —
Accretion of Income (89 (4439
Reclassifications from Non-accretable Difference — 444
Charge-off of Accretable Yield (113) —
Balance at September 30 $ 243t § 18¢
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NOTE 5 - Loans (continued)

Accretable yield, or income expected to be collgcig as follows:

2014 2013
Balance at January 1 $ 2,79C % 17¢
New Loans Purchased — —
Accretion of Income (242) (889)
Reclassifications from Non-accretable Difference — 90z
Charge-off of Accretable Yield (113) —
Balance at September 30 $ 2,43t § 18¢

For those purchased loans disclosed above, the &ogmpcreased the allowance for loan losses by di#ihg the three and nine mon
ended September 30, 2014. For those purchaseddasnigsed above, the Company decreased the alt@xfan loan losses by $141 ahéC
during the three and nine months ended Septemh&033. No allowances for loan losses were revellsgtg the reported periods.

NOTE 6 — Segment Information

The Company’s operations include thr@eimary segments: core banking, trust and investmemivisory services, and insura
operations. The core banking segment involves ctitiga deposits from the general public and usinghsfunds to originate consum
commercial and agricultural, commercial and agtioal real estate, and residential mortgage loanisparily in the Companyg loca
markets. The core banking segment also involvess#ite of residential mortgage loans in the secgndaarket. The trust and investm
advisory services segment involves providing trumtestment advisory, and brokerage services ttoousrs. The insurance segment offe
full range of personal and corporate property aslalty insurance products, primarily in the Conymbanking subsidiary’s local markets.

The core banking segment is comprised by the Coyipéanking subsidiary, German American Bancorpictvloperated through 3¥anking
offices at September 30, 2014. Net interest incénora loans and investments funded by deposits amoblings is the primary revenue
the core-banking segment. The trust and investraduisory services segmesittevenues are comprised primarily of fees gengray
German American Financial Advisors & Trust CompaHlyese fees are derived by providing trust, investiradvisory, and brokere
services to its customers. The insurance segmanaply consists of German American Insurance,,lntich provides a full line of persol
and corporate insurance products. Commissionselbfrom the sale of insurance products are thegsiraource of revenue for the insure
segment.
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NOTE 6 - Segment Information (continued)

The following segment financial information has belerived from the internal financial statement&efman American Bancorp, Inc., wh
are used by management to monitor and managenéecial performance of the Company. The accoungoigies of the three segments
the same as those of the Company. The evaluatioteps for segments does not include holding compatgme and expense. Hold
company amounts are the primary differences betveegment amounts and consolidated totals, andeflected in the column label
“Other” below, along with amounts to eliminate tsaotions between segments.

Trust and
Investment
Core Advisory Consolidated
Banking Services Insurance Other Totals
Three Months Ended
September 30, 2014
Net Interest Income $ 18,90¢ $ 4 1 (122) $ 18,79:
Net Gains on Sales of Loans 61z — — — 61z
Net Gains on Securities 567 — — — 567
Trust and Investment Product Fees 2 89¢ — — 901
Insurance Revenues 15 22 1,70z — 1,73¢
Noncash Items:
Provision for Loan Losses — — — — —
Depreciation and Amortization 1,12( 5 26 38 1,18¢
Income Tax Expense (Benefit) 3,49¢ (15) 147 (290 3,43¢
Segment Profit (Loss) 7,54( (30 21¢ (18 7,70¢
Segment Assets at September 30, 2014 2,213,84i 11,45: 6,442 (25,82)) 2,205,92.
Trust and
Investment
Core Advisory Consolidated
Banking Services Insurance Other Totals
Three Months Ended
September 30, 2013
Net Interest Income $ 17,33 $ 5 4 (151)) $ 17,19:
Net Gains on Sales of Loans 613 — — — 613
Net Gains on Securities 41F — — 13 42¢
Trust and Investment Product Fees 1 802 — Q) 80z
Insurance Revenues 10 7 1,47¢ — 1,49t
Noncash Items:
Provision for Loan Losses (400 — — — (400
Depreciation and Amortization 941 6 9¢ 38 1,08¢
Income Tax Expense (Benefit) 3,21¢ (24) 67 (292) 2,96¢
Segment Profit (Loss) 6,581 (47) 9€ (159 6,48:
Segment Assets at December 31, 2013 2,171,83 11,66: 5,63¢ (25,309 2,163,82
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NOTE 6 - Segment Information (continued)

Nine Months Ended
September 30, 2014
Net Interest Income
Net Gains on Sales of Loans
Net Gains on Securities
Trust and Investment Product Fees
Insurance Revenues
Noncash Items:
Provision for Loan Losses
Depreciation and Amortization
Income Tax Expense (Benefit)
Segment Profit (Loss)
Segment Assets at September 30, 2014

Nine Months Ended
September 30, 2013
Net Interest Income
Net Gains on Sales of Loans
Net Gains on Securities
Trust and Investment Product Fees
Insurance Revenues
Noncash Items:
Provision for Loan Losses
Depreciation and Amortization
Income Tax Expense (Benefit)
Segment Profit (Loss)
Segment Assets at December 31, 2013

NOTE 7 — Stock Repurchase Plan

GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2014

Trust and
Investment
Core Advisory Consolidated
Banking Services Insurance Other Totals
$ 55,65¢ $ 12 % 3 (362) $ 55,30¢
1,47¢ — — — 1,47¢
1,03¢ — — — 1,03¢
4 2,72¢ — — 2,72¢
20 33 5,72¢ — 577
55( — — — 55(
3,39t 18 8t 11z 3,611
8,94( (122) 747 (59¢) 8,967
19,90¢ (202) 1,07¢ (84) 20,70(
2,213,84 11,45: 6,44 (25,82)) 2,205,92.
Trust and
Investment
Core Advisory Consolidated
Banking Services Insurance Other Totals
$ 51,10 $ 16 $ 16 (1,005 $ 50,12¢
2,17¢ — — — 2,17¢
1,49t — — 13 1,50¢
5 2,43( — (2 2,43
25 26 4,607 — 4,65¢
(250 — — — (250
2,86¢ 21 31C 11z 3,30¢
9,58¢ (50) 254 (1,080 8,71
19,26: (90) 334 (682) 18,82«
2,171,83 11,66 5,63¢€ (25,309 2,163,82

On April 26, 2001 the Company announced that itarBoof Directors approved a stock repurchase pmdia up to 607,75%4€f the
outstanding Common Shares of the Company. Shargsbmaurchased from time to time in the open masket in large block private
negotiated transactions. The Company is not oldiyéd purchase any shares under the program, erurdélgram may be discontinued at
time before the maximum number of shares spechiethe program are purchased. The Board of Direatetablished no expiration date
this program. As of September 30, 2014, the Compaaypurchased 334,965 shares under the progranshddes were purchased undei
program during the three and nine months ended:8uy@r 30, 2014 and 2013.
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NOTE 8 — Equity Plans and Equity Based Compensation

The Company maintains threguity incentive plans under which stock optiorestricted stock, and other equity incentive awarals b
granted. At September 30, 2014, the Company hasvex$ 438,813hares of Common Stock (as adjusted for subsegtmek dividends ar
subject to further customary amfilution adjustments) for the purpose of issuanoesgant to outstanding and future grants of opt
restricted stock, and other equity awards to officdirectors and other employees of the Company.

For the three and nine months ended September(3@, and 2013, the Company granted no options, andr@dingly, recorded netock
option expense related to option grants duringtihee and nine months ended September 30, 20120481 The Company recorded oihe!
stock compensation expense applicable to optionsglithe three and nine months ended SeptembeR@D4 and 2013 because
outstanding options were fully vested prior to 20@7addition, there was nanrecognized option expense as all outstandingptivere full
vested prior to September 30, 2014 and 2013.

During the periods presented, awards of ltemga incentives were granted in the form of restdcstock. Awards that were grantec
management under a management incentive plan wangeg in tandem with cash credit entitlementstlfim form of 60%restricted stoc
grants and 40% cash credit entitlements for 201dl 506 restricted stock grants and 5@#sh credit entitlements prior to 2014).
management restricted stock grants and tandemccagh entitlements awarded in 2013 will vest irethequal installments of 33.3#th the
first annual vesting on December 5th of the yeahefgrant and on December 5th of the nextsweceeding years. Awards that were gre
to directors as additional retainer for their seegi do not include any cash credit entitlementsé&tdirector restricted stock grants are su
to forfeiture in the event that the recipient of fjrant does not continue in service as a diradttite Company through December 5th of
year after grant or do not satisfy certain meetatigndance requirements, at which time they gelgevabkt 100 percent For measurin
compensation costs, restricted stock awards aredabased upon the market value of the common slweréhe date of grant. During
three months ended September 30, 2014 and 2013Cdahgany granted nshares of restricted stock. During the nine morghdet
September 30, 2014 and 2013, the Company grantadiawf 31,080 and 29,170 shares of restrictedk stespectively.

The following tables present expense recorded dstricted stock and cash entitlements as well asrétated tax effect for the peric
presented:

Three Months Ended

September 30,
2014 2013
Restricted Stock Expense $ 161 $ 77
Cash Entitlement Expense 101 54
Tax Effect (10€) (53
Net of Tax $ 15¢ $ 78

Nine Months Ended

September 30,
2014 2013
Restricted Stock Expense $ 48z $ 247
Cash Entitlement Expense 30C 162
Tax Effect (317) (16€)
Net of Tax $ 465§ 24

Unrecognized expense associated with the restrattedk grants and cash entitlements totaled $1a68685971 as of September 30, 2014 and

2013, respectively.

The Company maintains an Employee Stock Purchase wthereby eligible employees have the option tehmse the Comparg/commol
stock at a discount. The purchase price of theeshander this Plan has been set at 95% of thenfaiket value of the Comparsytommol
stock as of the last day of the plan year. The plarided for the purchase of up to 500,@d@res of common stock, which the Company
obtain by purchases on the open market or fromafgisources, or by issuing authorized but unisswedmon shares. Funding for



purchase of common stock is from employee and Cosnpantributions.
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NOTE 8 - Equity Plans and Equity Based Compensatiofcontinued)

The Employee Stock Purchase Plan is not considssetbensatory. There was eapense recorded for the employee stock purchas
during the three and nine months ended Septemb&03@ and 2013, nor was there any unrecognizegensation expense as of Septer
30, 2014 and 2013 for the Employee Stock Purchkse P

NOTE 9 — Fair Value

Fair value is the exchange price that would beivedefor an asset or paid to transfer a liabiligxif price) in the principal or mc
advantageous market for the asset or liabilityriroederly transaction between market participantéhe measurement date. There are
levels of inputs that may be used to measure tures:

Level 1: Quoted prices (unadjusted) for identicaseds or liabilities in active markets that theitgnihas the ability to access as of
measurement date.

Level 2: Significant other observable inputs ottirean Level 1 prices such as quoted prices for aimabsets or liabilities; quoted price:
markets that are not active; or other inputs thaidservable or can be corroborated by observahiket data.

Level 3: Significant unobservable inputs that reffie reporting entitys own assumptions about the assumptions that mpakétipants woul
use in pricing an asset or liability.

The Company used the following methods and sigaifi@ssumptions to estimate the fair value of &god of financial instrument:

Investment SecuritiesThe fair values for investment securities are meiteed by quoted market prices, if available (LeVelFor securitie
where quoted prices are not available, fair valrescalculated based on market prices of similauritées (Level 2). For securities wh
guoted prices or market prices of similar secigitiee not available, fair values are calculatedgisiiscounted cash flows or other ma
indicators (Level 3). Level 3 pricing is obtainedrh a thirdparty based upon similar trades that are not trédegiently without adjustme
by the Company. At September 30, 2014, the Compefy $10.5 million in Level 3 securities which cmtf $10.1 million of nomratec
Obligations of State and Political Subdivisions &853 thousandf equity securities that are not actively trad&dsent the credit ratin
significant assumptions must be made such thatrdit risk input becomes an unobservable inputthnd these securities are reporte
the Company in a Level 3 classification.

Derivatives: The fair values of derivatives are based on vananodels using observable market data as of gesarement date (Level 2).

Impaired LoansfFair values for impaired collateral dependent loars generally based on appraisals obtained froemsied real est:
appraisers and in certain circumstances considerafi offers obtained to purchase properties pgodioreclosure. Appraisals for commer
real estate generally use three methods to degilgevcost, sales or market comparison and incgpeoach. The cost method bases val
the cost to replace the current property. Valumafket comparison approach evaluates the sales girigimilar properties in the same ma
area. The income approach considers net operaticgrie generated by the property and an investapsiresl return. Adjustments ¢
routinely made in the appraisal process by thedgaddent appraisers to adjust for differences betwiee comparable sales and income
available. Comparable sales adjustments are baskdown sales prices of similar type and similax psoperties and duration of time that
property has been on the market to sell. Such ad@rgs made in the appraisal process are typicadjgificant and result in a Level
classification of the inputs for determining faalue.

Appraisals for both collateralependent impaired loans and other real estate dwane performed by certified general appraisers
commercial properties) or certified residential igdgers (for residential properties) whose qualifiins and licenses have been reviewec
verified by the Company. Once received, a membéne@fCompanys Risk Management Area reviews the assumptionsipprbaches utilize
in the appraisal. In determining the value of im@dicollateral dependent loans and other realeestahed, significant unobservable ing
may be used which include: physical condition ofnparable properties sold, net operating income rg¢ee by the property and inves
rates of return.
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NOTE 9 - Fair Value (continued)

Other Real EstateNonrecurring adjustments to certain commercial Bsidential real estate properties classifiedthsraeal estate (OR
are measured at the lower of carrying amount arviaiue, less costs to sell. Fair values are gélgdrased on third party appraisals of
property utilizing similar techniques as discusaédve for Impaired Loans, resulting in a Level &ssification. In cases where the carr
amount exceeds the fair value, less costs toisglhirment loss is recognized.

Loans Heldfor-Sale: The fair values of loans held for sale are deteethiby using quoted prices for similar assets, sdeflifor specifi
attributes of that loan resulting in a Level 2 siéisation.

Assets and Liabilities Measured on a Recurring 8asi

Assets and liabilities measured at fair value aBaurring basis, including financial assets anHiliiges for which the Company has elec
the fair value option, are summarized below:

Fair Value Measurements at September 30, 2014 Using

Quoted Prices in Active Significant Other Significant
Markets for Observable Inputs Unobservable Inputs
Identical Assets (Level 1) (Level 2) (Level 3) Total
Assets:
U.S. Treasury and Agency Securities $ —  $ 19,36: $ — 19,36:
Corporate Securities — — — —
Obligations of State and Political
Subdivisions — 130,40¢ 10,12( 140,52¢
Mortgage-backed Securities-Residential — 415,49¢ — 415,49¢
Equity Securities — — 358 358
Total Securities $ — 3 565,26( $ 10,47. % 575,74:
Loans Held-for-Sale $ — % 7,59C $ —  $ 7,59(
Derivative Assets $ — 3 47C % — 3 47C
Derivative Liabilities $ — 3 41z — 3 41z
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NOTE 9 - Fair Value (continued)

Fair Value Measurements at December 31, 2013 Using

Quoted Prices in Active Significant Other
Markets for Observable Inputs Significant Unobservable
Identical Assets (Level 1) (Level 2) Inputs (Level 3) Total
Assets:
U.S. Treasury and Agency Securities $ — 3 18,95 $ — 18,95:
Corporate Securities — — — —
Obligations of State and Political
Subdivisions — 102,66! 10,83: 113,49°
Mortgage-backed Securities-Residential — 473,23( — 473,23(
Equity Securities — — 358 358
Total Securities $ — % 594,84 $ 11,188 $ 606,03:
Loans Held-for-Sale $ — 9,268 $ —  $ 9,26t
Derivative Assets $ — % 866 $ — 86€
Derivative Liabilities $ — 8 731 % — 3 731

There were no transfers between Level 1 and Letat the periods ended September 30, 2014 and Desedi, 2013.

At September 30, 2014, the aggregate fair valud@fLoans Held-for-Sale was $7,590 , aggregateractuial principal balance w&¥,43:
with a difference of $157 . At December 31, 201® aggregate fair value of the Loans Held-for-Sedes $9,265 aggregate contracti
principle balance was $9,129 with a difference 136.

The tables below present a reconciliation of adleés measured at fair value on a recurring basig wégnificant unobservable inputs (Le
3) for the three and nine months ended Septemhe&(3@ and 2013:

Obligations of State and

Political Subdivisions Equity Securities Corporate Securities
2014 2013 2014 2013 2014 2013

Balance of Recurring Level 3 Assets at July 1 $ 1056: $ 1143¢ $ 355 $ 353 % — 3 —
Total Gains or Losses (realized/unrealized) Inatlid:

in Earnings (12 (12 — — — —

Maturities / Calls (430 (42%) — — — —

Purchases = = = = = =

Balance of Recurring Level 3 Assets at September 30 $ 10,12 § 11,00 $ 35 § 352 § — —
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NOTE 9 - Fair Value (continued)

Obligations of State and

Political Subdivisions Equity Securities Corporate Securities
2014 2013 2014 2013 2014 2013

Balance of Recurring Level 3 Assets at January 1 $ 10,83 $ 12,16¢ $ 3B $ 353 % — 3 —
Total Gains or Losses (realized/unrealized) Inatlid:

in Earnings 142 (162) — — — —

Maturities / Calls (85%) (1,00%) — — — —

Purchases = = = = = =

Balance of Recurring Level 3 Assets at September 30 $ 10,12 § 11,00 § 35 § 352 § — § —

Of the total gain/loss included in earnings for theee and nine months ended September 30, 2012) &(d $143vas attributable to oth
changes in fair value. The three and nine montde@september 30, 2014 included no gain/loss ataiibe to interest income on securi
Of the total gain/loss included in earnings for theee and nine months ended September 30, 2013) &(d $(162)vas attributable to oth
changes in fair value, respectively. The three gind months ended September 30, 2013 included imndass attributable to interest inco
on securities.

Assets and Liabilities Measured on a NRacurring Basis

Assets and liabilities measured at fair value oo recurring basis are summarized below:

Fair Value Measurements at September 30, 2014 Using
Quoted Prices in Active

Markets for Significant Other Significant
Identical Assets Observable Inputs Unobservable
(Level 1) (Level 2) Inputs (Level 3) Total
Assets:

Impaired Loans with Specific Allocations

Commercial and Industrial Loans $ — % — % 2 % 2

Commercial Real Estate Loans — — 1,22¢ 1,22¢

Agricultural Loans — — — —
Other Real Estate

Commercial Real Estate — — 83 83

Fair Value Measurements at December 31, 2013 Using
Quoted Prices in Active

Markets for Significant Other Significant
Identical Assets Observable Inputs Unobservable
(Level 1) (Level 2) Inputs (Level 3) Total
Assets:

Impaired Loans with Specific Allocations

Commercial and Industrial Loans $ — % —  $ — 3 —

Commercial Real Estate Loans — — 1,34¢ 1,34¢

Agricultural Loans — — — —
Other Real Estate

Commercial Real Estate — — 20 2C

Impaired loans, which are measured for impairmeaimigithe fair value of the collateral for collaedapendent loans, had a carrying am



of $2,809 with a valuation allowance of $1,584suléng in an additional provision for loan loss#s$30 and
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NOTE 9 - Fair Value (continued)

$187 for the three and nine months ended September BB}, Zespectively. For the three and nine montlde@rSeptember 30, 20
impaired loans resulted in an additional provisionloan losses of $229 and $608espectively. Impaired loans, which are meastioe
impairment using the fair value of the collateral €ollateral dependent loans, had a carrying amot$i4,449with a valuation allowance
$3,103, resulting in an additional provision foah losses of $1,024 for the year ended Decemh&(3B.

Other Real Estate is measured at the lower of icayryr fair value less costs to sell had a carryiafe of $83at September 30, 2014,
charge to earnings through Other Operating Incofr&88 was included in the three and nine monthsérSeptember 2014. Naharge t
earnings was included in the three months endeteBéer 30, 2013. A charge to earnings through OBmerating Income of $30Was
included in the nine months ended September 3(.20ther Real Estate which is measured at the l@fvearrying or fair value less costs
sell had a carrying value of $20 at December 31320

The following tables present quantitative informatabout Level 3 fair value measurements for firgrostruments measured at fair value
a non-recurring basis at September 30, 2014 andrbeer 31, 2013:

Range
Valuation Technique (Weighted
September 30, 2014 Fair Value (s) Unobservable Input(s) Average)
Impaired Loans - Commercial and Industric  $ 2 Sales comparison Adjustment for differences 52%-90%
Loans approach between comparable sales (71%)
Impaired Loans - Commercial Real Estate  $ 1,227 Sales comparison Adjustment for physical condition 12%-80%
Loans approach of comparable properties sold (63%)
Income approach Adjustment for net operating
income generated by the
property
Cost approach Adjustment for investor rates of
return
Other Real Estate - Commercial Real Esta  $ 83 Sales comparison Adjustment for physical conditior  55% (55%)
Loans approach of comparable properties solc
Income approach Adjustment for net operating
income generated by the
property
Cost approach Adjustment for investor rates of
return
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NOTE 9 - Fair Value (continued)

Range
Valuation Technique (Weighted
December 31, 2013 Fair Value (s) Unobservable Input(s) Average)
Impaired Loans - Commercial Real Estate  $ 1,34¢ Sales comparison Adjustment for physical conditior  12%-80%
Loans approach of comparable properties solc (53%)
Income approach Adjustment for net operating
income generated by the
property
Cost approach Adjustment for investor rates of
return
Other Real Estate - Commercial Real Estate $ 2C Sales comparison Adjustment for physical condition 50% (50%)
Loans approach of comparable properties sold
Income approach Adjustment for net operating
income generated by the
property
Cost approach Adjustment for investor rates of
return

The carrying amounts and estimated fair valueshef@ompanys financial instruments not previously presentesl @ovided in the tabl
below for the periods ending September 30, 2014 Badember 31, 2013. Not all of the Compangssets and liabilities are considt
financial instruments, and therefore are not inetlich the table. Because no active market exista feignificant portion of the Compay’
financial instruments, fair value estimates wergdolon subjective judgments, and therefore carsmdebermined with precision.

Fair Value Measurements at
September 30, 2014 Using

Carrying Value Level 1 Level 2 Level 3 Total
Financial Assets:
Cash and Short-term Investments $ 87,260 $ 37,427 $ 49,84( % — % 87,267
Securities Held-to-Maturity 184 — 18¢ — 18¢
FHLB Stock and Other Restricted Stock 9,09¢ N/A N/A N/A N/A
Loans, Net 1,415,93 — — 1,414,23 1,414,23
Accrued Interest Receivable 8,29¢ — 2,23: 6,06: 8,29¢
Financial Liabilities:
Demand, Savings, and Money Market Deposits (1,430,83) (1,430,83) — — (1,430,83)
Time Deposits (333,639 — (329,839 — (329,839
Short-term Borrowings (120,510) — (120,519) — (120,510
Long-term Debt (87,57¢) — (83,33) (5,387) (88,719
Accrued Interest Payable (673) — (625) (49 (673)

Unrecognized Financial Instruments:
Commitments to Extend Credit — — — — —
Standby Letters of Credit — — — — _
Commitments to Sell Loans — — — — —
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NOTE 9 - Fair Value (continued)

Fair Value Measurements at
December 31, 2013 Using

Carrying Value Level 1 Level 2 Level 3 Total
Financial Assets:
Cash and Short-term Investments $ 60,23: $ 37,370 $ 22,86: $ — % 60,23:
Securities Held-to-Maturity 26¢ — 271 — 271
FHLB Stock and Other Restricted Stock 9,00¢ N/A N/A N/A N/A
Loans, Net 1,366,45: — — 1,370,33! 1,370,33
Accrued Interest Receivable 7,47( — 1,91¢ 5,552 7,47(
Financial Liabilities:
Demand, Savings, and Money Market Deposits (1,463,12) (1,463,12) — — (1,463,12)
Time Deposits (349,03 — (351,70) — (351,70)
Short-term Borrowings (53,53)) — (53,539 — (53,539
Long-term Debt (87,23) — (83,329 (5,31)) (88,64()
Accrued Interest Payable (777) — (732 (45) (777)

Unrecognized Financial Instruments:
Commitments to Extend Credit — — — — —
Standby Letters of Credit — — — — _
Commitments to Sell Loans — — — — —

Cash and Shotterm Investments:
The carrying amount of cash and short-term investmapproximate fair values and are classifiedeaseL1 or Level 2.

Securities Helgo-Maturity:
The fair values for investment securities are deiteed by quoted market prices, if available (LelelFor securities where quoted prices
not available, fair values are calculated basenharket prices of similar securities (Level 2).

FHLB Stock and Other Restricted Stock:
It is not practical to determine the fair valued=6fLB stock and other restricted stock due to iestns placed on their transferability.

Loans:

Fair values of loans, excluding loans held for said collateral dependent impaired loans havingegific allowance allocation, are estime
as follows: For variable rate loans that reprieagfrently and with no significant change in creudik rfair values are based on carrying va
resulting in a Level 3 classification. Fair valdes other loans are estimated using discounted ftaghanalyses, using interest rates curre
being offered for loans with similar terms to baveys of similar credit quality resulting in a Lev&klassification. Impaired loans are val
as described previously. The methods utilized tonade fair value of loans do not necessarily reent an exit price.

Accrued Interest Receivable:
The carrying amount of accrued interest approximéae value resulting in a Level 2 or Level 3 difisation consistent with the asset t
are associated with.

Deposits:
The fair values disclosed for demand deposits,(@terest and nomterest checking, savings and certain types ofeyanarket account

are, by definition, equal to the amount payable d@mand at the reporting date (i.e., their carryamgount) resulting in a Level
classification. Fair values for fixed rate time dsjis are estimated using a discounted cash flaisulation that applies interest re
currently being offered on certificates to a schedof aggregated expected monthly maturities ore tileposits resulting in a Leve
classification.
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NOTE 9 - Fair Value (continued)
Shortterm Borrowings:

The carrying amounts of federal funds purchasedrobdngs under repurchase agreements, and othet-tglnm borrowings, genera
maturing within ninety days, approximate their featues resulting in a Level 2 classification.

Longterm Debt:
The fair values of the Company’s lotgrm borrowings are estimated using discounted taghanalyses based on the current borrowing

for similar types of borrowing arrangements reggltin a Level 2 classification.

The fair values of the Comparsysubordinated debentures are estimated usingutiitemb cash flow analyses based on the current Wiy
rates for similar types of borrowing arrangemeptaulting in a Level 3 classification.

Accrued Interest Payable:
The carrying amount of accrued interest approxigda value resulting in a Level 2 or Level 3 dlifisation consistent with the liability th
are associated with.

Off-balance Sheet Instruments:

Fair values for off-balance sheet, credilated financial instruments are based on feesently charged to enter into similar agreeme
taking into account the remaining terms of the agrents and the counterpartiesedit standing. The fair value of commitments @&
material.
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NOTE 10 — Other Comprehensive Income (L0ss)

September 30, 2014
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The tables below summarize the changes in accuedltdher comprehensive income (loss) by compormerhé three and nine months en

September 30, 2014, net of tax:

Beginning Balance at July 1, 2014

Other Comprehensive Income (Loss) Before
Reclassification

Amounts Reclassified from Accumulated Other
Comprehensive Income (Loss)

Net Current Period Other Comprehensive
Income (Loss)

Ending Balance at September 30, 2014

Beginning Balance at January 1, 2014

Other Comprehensive Income (Loss) Before
Reclassification

Amounts Reclassified from Accumulated Other
Comprehensive Income (Loss)

Net Current Period Other Comprehensive
Income (Loss)

Ending Balance at September 30, 2014

Unrealized Gains
and Losses on
Available-for-

Defined Benefit

Postretirement

Sale Securities Pension ltems Benefit Items Total
$ (230 $ — 32 $ (162)
577 — — 577
(369 — — (369
20¢ — — 20¢
$ 78 % — (32 $ 46
Unrealized Gains
and Losses on
Available-for- Defined Benefit Postretirement
Sale Securities Pension ltems Benefit Items Total
$ (5,23) $ — (32 $ (5,267)
5,98¢ — — 5,98¢
(675) — — (675)
5,30¢ — — 5,30¢
$ 78 % — 32 % 46

The tables below summarize the changes in accuedltgher comprehensive income (loss) by comporerthé three and nine months en

September 30, 2013, net of tax:

Beginning Balance at July 1, 2013

Other Comprehensive Income (Loss) Before
Reclassification

Amounts Reclassified from Accumulated Other
Comprehensive Income (Loss)

Net Current Period Other Comprehensive Inct
(Loss)

Ending Balance at September 30, 2013

Unrealized Gains

and Losses on
Available-for-

Defined Benefit

Postretirement

Sale Securities ~ Pension ltems Benefit ltems Total
$ (1,247 9 (231) $ (61) $ (1,539
(1,139 — — (1,139
(239 — — (239
(1,379 — — (1,379
$ (2,620 $ (231) ¢ (61) $ (2,919
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GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 10 - Other Comprehensive Income (Loss) (contired)

Unrealized Gains
and Losses on

Available-for- Defined Benefit ~ Postretirement
Sale Securities Pension Items Benefit Items Total
Beginning Balance at January 1, 2013 $ 10,64 $ (231) % (61) $ 10,35
Other Comprehensive Income (Loss) Before
Reclassification (12,197 — — (12,197
Amounts Reclassified from Accumulated Other
Comprehensive Income (Loss) (1,079 — — (1,07
Net Current Period Other Comprehensive Inct
(Loss) (13,267) — — (13,267)
Ending Balance at September 30, 2013 $ (2,620 $ (231) ¢ (61) $ (2,919

The tables below summarize the classificationsabigccumulated other comprehensive income (lossjdmponent for the three and r
months ended September 30, 2014:

Amount Reclassified From
Details about Accumulated Other Accumulated Other Affected Line Item in the Statement
Comprehensive Income (Loss) Components Comprehensive Income (Loss) Where Net Income is Presented

Unrealized Gains and Losses on Available-for-Sale
Securities $ (567) Net (Gain) Loss on Securities

19¢ Income Tax Expense
(369 Net of Tax

Total Reclassifications for the Three Months Ended
September 30, 2014 $ (369)

Amount Reclassified From
Details about Accumulated Other Accumulated Other Affected Line Item in the Statement
Comprehensive Income (Loss) Components Comprehensive Income (Loss) Where Net Income is Presented

Unrealized Gains and Losses on Available-for-Sale
Securities $ (1,03¢) Net (Gain) Loss on Securities

364 Income Tax Expense
(675) Net of Tax

Total Reclassifications for the Nine Months Ended
September 30, 2014 $ (675)
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GERMAN AMERICAN BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2014
(unaudited, dollars in thousands except share andgp share data)

NOTE 10 - Other Comprehensive Income (Loss) (contired)
The tables below summarize the classificationsaflaccumulated other comprehensive income (lossydmponent for the three and r

months ended September 30, 2013:

Amount Reclassified From
Details about Accumulated Other Accumulated Other Affected Line Item in the Statement
Comprehensive Income (Loss) Components Comprehensive Income (Loss) Where Net Income is Presented

Unrealized Gains and Losses on Available-for-Sale
Securities $ (428) Net (Gain) Loss on Securities

18¢ Income Tax Expense
(239) Net of Tax

Total Reclassifications for the Three Months Ended
September 30, 2013 $ (239)

Amount Reclassified From
Details about Accumulated Other Accumulated Other Affected Line Item in the Statement
Comprehensive Income (Loss) Components Comprehensive Income (Loss) Where Net Income is Presented

Unrealized Gains and Losses on Available-for-Sale
Securities $ (1,50¢) Net (Gain) Loss on Securities

437 Income Tax Expense
(1,071)) Net of Tax

Total Reclassifications for the Nine Months Ended
September 30, 2013 $ (1,079)
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

GERMAN AMERICAN BANCORP, INC.
MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

German American Bancorp, Inc., is a NASDA@ded (symbol: GABC) financial services holdingmgany based in Jasper, Indiana. Get
American, through its banking subsidiary German Aoas Bancorp, operates 37 commercial and retakibpg offices in 13 southern India
counties. The Company also owns a trust, brokeragd, financial planning subsidiary (German Ameridénancial Advisors & Tru:
Company) and a full line property and casualty inage agency (German American Insurance, Inc.).

Throughout this Management’s Discussion and AnaJyas elsewhere in this report, when we use time t@ompany,”we will usually b
referring to the business and affairs (financial atherwise) of the Company and its subsidiaries afiliates as a whole. Occasionally,
will refer to the term “parent company” or “holdimgmpany” when we mean to refer to only German Aca@rBancorp, Inc.

This section presents an analysis of the conselidfiwancial condition of the Company as of Septend®, 2014 and December 31, 2013
the consolidated results of operations for thegtard nine months ended September 30, 2014 and Z@i3discussion should be rear
conjunction with the consolidated financial stataetseand other financial data presented elsewheggrhand with the financial statements
other financial data, as well as the Managensebiscussion and Analysis of Financial Condition &esults of Operations, included in
Company’s December 31, 2013 Annual Report on Fd#K 1

MANAGEMENT OVERVIEW

This updated discussion should be read in conjonatiith the Management Overview that was includedur Managemers’ Discussion ar
Analysis of Financial Condition and Results of Cytems in the Company’s December 31, 2013 AnnugloReon Form 1 and in th
Company'’s Quarterly Reports on Form 10-Q for thartprs ended March 31, 2014 and June 30, 2014.

Net income for the quarter ended September 30, Z@pdoved by $1,225,000 to $7,708,000, or $0.58gbare, as compared to the qui
ended September 30, 2013 net income of $6,483¢0 .51 per share representing an increase ofdéeper share basis. On a yeadate
basis, 2014 earnings improved to $20,700,000 &7fer diluted share, as compared to $18,824,0081.48 per diluted share for the f
nine months of 2013 representing an increase abappately 6% on a per share basis.

The Company’s third quarter and year-to-date 2Cdrhings were positively impacted by improved levelset interest income and non-
interest income as compared with the same perib@918. Net interest income increased $1,599,000%, and $5,179,000, or 10%, in
three and nine months ended September 30, 2014acethpiith the same periods of 2013. This improvernreboth periods was driven b
higher level of earning assets due in large paantincreased loan portfolio and to an improvedimetrest margin. Noimterest income als
increased $993,000, or 18%, and $756,000, or 4%heithree and nine months ended September 30,@0tidared with the same period:
2013.

Partially mitigating the improvement in net intdarexcome and noimnterest income was an increased level of operatosgs during the thi
quarter and first nine months of 2014 compared with same periods of 2013. Operating expenseséothird quarter of 2014 increa:
$498,000, or 4%, and for the first nine months @2 increased $3,004,000, or 7%, as compared tsatime periods of 2013. The increas
nondinterest expenses was largely impacted by the srmhuof the United Commerce Bancorp operations whias acquired by the Comp:
effective October 1, 2013, a new financial cenmte€olumbus, Indiana, and the implementation of d@jtal banking systems.
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The financial condition and results of operations German American Bancorp, Inc. presented in tbhasGlidated Financial Stateme|
accompanying Notes to the Consolidated FinancialeStents, and selected financial data appearimgvetre within this Report, are, t
large degree, dependent upon the Compamgcounting policies. The selection of and appticaof these policies involve estimai
judgments, and uncertainties that are subject éamgh. The critical accounting policies and estimabtat the Company has determined t
the most susceptible to change in the near terateréd the determination of the allowance for leeses, the valuation of securities avalil
for sale, and the valuation allowance on deferagdassets.

Allowance for Loan Losses

The Company maintains an allowance for loan logsesver probable incurred credit losses at thariza sheet date. Loan losses are ch.
against the allowance when management believasnit@lectibility of a loan balance is confirmed.tfSequent recoveries, if any, are crec
to the allowance. Allocations of the allowance ntmy made for specific loans, but the entire alloveaiscavailable for any loan that,
management’s judgment, should be charged-off. Avipran for loan losses is charged to operationsetbasn managemest’ periodi
evaluation of the necessary allowance balance utiahs are conducted at least quarterly and mibea d deemed necessary. The ultin
recovery of all loans is susceptible to future neaflactors beyond the Company’s control.

The Company has an established process to detethenadequacy of the allowance for loan losses. ddiermination of the allowance
inherently subjective, as it requires significagtimates, including the amounts and timing of exgp@duture cash flows on impaired loe
estimated losses on other classified loans andspafohomogeneous loans, and consideration of past loss experience, the nature
volume of the portfolio, information about specifiorrower situations and estimated collateral v&leeonomic conditions, and other faci
all of which may be susceptible to significant op@anThe allowance consists of two components afcations, specific and general. Tt
two components represent the total allowance f@n losses deemed adequate to cover losses infrethatloan portfolio.

Commercial and agricultural loans are subject staadardized grading process administered by amialtloan review function. The need
specific reserves is considered for credits whexded impaired or when: (a) the custoreezash flow or net worth appears insufficier
repay the loan; (b) the loan has been criticized iregulatory examination; (c) the loan is on @aorual; or, (d) other reasons where
ultimate collectability of the loan is in questiamr, the loan characteristics require special mainigp Specific allowances are establishe
cases where management has identified signifiaamditions or circumstances related to an individiueatit that we believe indicates the |
is impaired.

Specific allocations on impaired loans are deteethiby comparing the loan balance to the presemeval expected cash flows or expe:
collateral proceeds. Allocations are also appleddtegories of loans not considered individuaipaired but for which the rate of los:
expected to be greater than historical averagefjdimg those graded substandard and perierming consumer or residential real e
loans. Such allocations are based on past lossierpe and information about specific borroweragitons and estimated collateral values.

During the third quarter of 2014, a modificationsuamade to the Comparsy’standard methodology for calculating the alloveafar loar
losses. This modification centered on commercial agricultural loans that are graded as substanglagldwas undertaken as a part of
Companys annual update of its migration analysis utilizedhe allowance for loan losses calculations. Piacthe third quarter of 2014, 1
allocation for substandard, nampaired commercial and agricultural loans was Base evaluating the amount of loss of each indial
credit relationship internally graded substand&eginning in the third quarter of 2014, the Compauljusted its methodology to ass
allocations for substandard commercial and agricaltcredits based on migration analysis techniqu#izing three year migration peric
for these types of credits. The modification to thethodology during the third quarter of 2014 resiin a decrease of $63,000 to the ov
required loan loss allowance.
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General allocations are made for other pools afidpancluding norelassified loans, homogeneous portfolios of consuemné residential re
estate loans, and loans within certain industregaties believed to present unique risk of loss\@ea allocations of the allowance
primarily made based on a thrgear historical average for loan losses for them#fgdios, judgmentally adjusted for economic, ertd anc
internal factors and portfolio trends. Economictdas include evaluating changes in internationatiomal, regional and local economic
business conditions that affect the collectabibfythe loan portfolio. Internal factors include &wating changes in lending policies
procedures; changes in the nature and volume db#reportfolio; and changes in experience, abdityl depth of lending management
staff. In setting our external and internal factaesalso consider the overall level of the allowaafar loan losses to total loans; our allowe
coverage as compared to similar size bank holdimgp@nies; and regulatory requirements.

Due to the imprecise nature of estimating the adioge for loan losses, the Compangllowance for loan losses includes a minor unatkx
component. The unallocated component of the alloedor loan losses incorporates the Companytdgmental determination of inher
losses that may not be fully reflected in othen@dktions, including factors such as economic uaosres, lending staff quality, industry trel
impacting specific portfolio segments, and broadfptio quality trends. Therefore, the ratio dfoaated to unallocated components wi
the total allowance may fluctuate from period toiqe:

Securities Valuation

Securities available-fogsale are carried at fair value, with unrealizedding gains and losses reported separately in adetm®euothe
comprehensive income (loss), net of tax. The Compdnains market values from a third party on a thignbasis in order to adjust 1
securities to fair value. Equity securities thatred have readily determinable fair values areiedrat cost. Additionally, when securities
deemed to be other than temporarily impaired, agehavill be recorded through earnings; thereforgure changes in the fair value
securities could have a significant impact on tlen@anys operating results. In determining whether a mavikéue decline is other th
temporary, management considers the reason faddbkne, the extent of the decline, the duratiorthef decline and whether the Comp
intends to sell or believes it will be requiredstll the securities prior to recovery. As of Septer 30, 2014, gross unrealized losses o
securities available-fosale portfolio totaled approximately $8,457,000 gndss unrealized gains totaled approximately $8@I0. As c
September 30, 2014, held-to-maturity securitiesangtbss unrecognized gain of approximately $2,000.

Income Tax Expense

Income tax expense involves estimates relatedetvaluation allowance on deferred tax assets aswdontingencies related to exposure
tax examinations.

A valuation allowance reduces deferred tax assetiset amount management believes is more likely tiat to be realized. In evaluating
realization of deferred tax assets, managemenidenssthe likelihood that sufficient taxable incoofeappropriate character will be gener:
within carryback and carryforward periods, incluglinonsideration of available tax planning strategi€ax related loss contingenc
including assessments arising from tax examinationstax strategies, are recorded as liabilitiesnthe likelihood of loss is probable anc
amount or range of loss can be reasonably estimbtecbnsidering the likelihood of loss, managemeansiders the nature of -
contingency, the progress of any examination aateel protest or appeal, the views of legal couasdl other advisors, experience of
Company or other enterprises in similar matteranif, and management’s intended response to aegsasent.

RESULTS OF OPERATIONS

Net Income:

Net income for the quarter ended September 30, #@phoved by $1,225,000 to $7,708,000, or $0.58ghare, as compared to the qui
ended September 30, 2013 net income of $6,4830(D.51 per share representing an increase ofd&oper share basis. On a yead#te

basis, 2014 earnings improved to $20,700,000 &7fter diluted share, as compared to $18,824,00$1.48 per diluted share for the f
nine months of 2013 representing an increase abappately 6% on a per share basis.
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Net Interest Income:

Net interest income is the Compi's single largest source of earnings, and represbatslifference between interest and fees realan
earning assets, less interest paid on depositb@mdwed funds. Several factors contribute to teeeination of net interest income and
interest margin, including the volume and mix ofré@g assets, interest rates, and income taxesy éaors affecting net interest income
subject to control by management policies and astid-actors beyond the control of management iectheé general level of credit &
deposit demand, Federal Reserve Board monetargypalnd changes in tax laws.

The following table summarizes net interest incqioe a tax-equivalent basis). For teguivalent adjustments an effective tax rate of
was used for all periods presented

Average Balance Sheet
(Tax-equivalent basis / dollars in thousands)

Three Months Ended Three Months Ended
September 30, 2014 September 30, 2013
Principal Income / Yield / Principal Income / Yield /
Balance Expense Rate Balance Expense Rate

Assets
Federal Funds Sold and Other

Short-term Investments $ 15,78¢ $ 2 0.04% $ 11,86¢ $ 2 0.08%
Securities:

Taxable 489,46t 2,531 2.0%% 530,93: 2,76¢ 2.08%

Non-taxable 137,63: 1,74¢ 5.07% 86,54 1,13( 5.2%%
Total Loans and Leasé€s 1,424,45! 16,75¢ 4.67% 1,269,22. 15,36¢ 4.81%
Total Interest Earning Assets 2,067,34 21,03 4.05% 1,898,56! 19,26¢ 4.04%
Other Assets 140,01¢ 133,30¢
Less: Allowance for Loan Losses (15,879 (15,497
Total Assets $ 2,191,448 $ 2,016,37
Liabilities and Shareholders’ Equity
Interest-bearing Demand, Savings

and Money Market Deposits $ 1,017,261 $ 317 0.12% $ 979,04¢ $ 387 0.1€%
Time Deposits 330,49« 70¢ 0.85% 333,00 75¢ 0.9(%
FHLB Advances and Other Borrowings 213,20! 532 0.9%% 161,09: 47¢ 1.17%
Total Interest-bearing Liabilities 1,560,96! 1,557 0.4(% 1,473,14 1,62( 0.44%
Demand Deposit Accounts 400,22: 349,32:
Other Liabilities 13,02¢ 11,95:
Total Liabilities 1,974,211 1,834,411
Shareholders’ Equity 217,26¢ 181,96(
Total Liabilities and Shareholders’ Equity $ 2,191,48 $ 2,016,37
Cost of Funds 0.3(% 0.34%
Net Interest Income $ 19,477 $ 17,64¢
Net Interest Margin 3.75% 3.7(%

@ Effective tax rates were determined as thoughestezarned on the Compasyfivestments in municipal bonds and loans way faitable
@ Loans held-for-sale and naecruing loans have been included in average |

Net interest income increased $1,599,000 or 9%n@mease of $1,829,000 or 10% on a-equivalent basis) for the quarter ended Septe
30, 2014 compared with the same quarter of 2018.iftreased level of net interest income duringtiirel quarter of 2014 compared w
the third quarter of 2013 was driven by a higheelef earning assets and a higher net interesgiméexpressed as a percentage of av«
earning assets).

The net interest margin represents ¢axsvalent net interest income expressed as a e of average earning assets. The tax equi
net interest margin was 3.75% for the third quanfe2014 compared to 3.70% during the third quanfe2013. The yield on earning as!



totaled 4.05% during the quarter ended Septembe?@® compared to 4.04% in the same period of 2@Hik the cost of funds (expres:
as a percentage of average earning assets) tot&8l@¥h during the quarter ended September 30, 20hpared to 0.34% in the same perio
2013.
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The improvement of the net interest margin andimerest income in the third quarter of 2014 corepawith the third quarter of 2013 v
attributable to an increased level of average l@aristanding and to the continued decline in then@any's cost of funds. Accretion of lo
discounts on acquired loans contributed approxilpd&easis points on an annualized basis to théntetest margin in the third quarter
2014 and approximately 10 basis points in the thirdrter of 2013.

Average Balance Sheet
(Tax-equivalent basis / dollars in thousands)

Nine Months Ended Nine Months Ended
September 30, 2014 September 30, 2013
Principal Income / Yield / Principal Income / Yield /
Balance Expense Rate Balance Expense Rate

Assets
Federal Funds Sold and Other

Short-term Investments $ 13,49 $ 8 0.08% $ 14,48: $ 25 0.22%
Securities:

Taxable 499,40« 7,94¢ 2.12% 548,14 8,38( 2.0%%

Non-taxable 125,70¢ 4,82¢ 5.12% 80,48( 3,08¢ 5.12%
Total Loans and Leasé€s 1,395,52! 48,98¢ 4.6%% 1,238,24. 45,39; 4.9(%
Total Interest Earning Assets 2,034,13: 61,76¢ 4.0€% 1,881,35! 56,88¢ 4.04%
Other Assets 140,72 134,98:
Less: Allowance for Loan Losses (15,615 (15,736
Total Assets $ 2,159,24. $ 2,000,59
Liabilities and Shareholders’ Equity
Interest-bearing Demand, Savings

and Money Market Deposits $ 1,032,46: $ 96( 0.12% $ 982227 $ 1,16i 0.1€%
Time Deposits 335,81¢ 2,13¢ 0.85% 334,02: 2,36¢ 0.95%
FHLB Advances and Other Borrowings 166,27¢ 1,44¢ 1.1€% 140,21( 1,97¢ 1.8<%
Total Interest-bearing Liabilities 1,534,55! 4,54¢ 0.4(% 1,456,46. 5,511 0.51%
Demand Deposit Accounts 402,07( 342,23t
Other Liabilities 11,62: 16,24
Total Liabilities 1,948,24i 1,814,94.
Shareholders’ Equity 210,99! 185,65«
Total Liabilities and Shareholders’ Equity $ 2,159,24. $ 2,000,59
Cost of Funds 0.3(% 0.3%%
Net Interest Income $ 57,21¢ $ 51,37t
Net Interest Margin 3.7¢% 3.65%

@ Effective tax rates were determined as thoughestezarned on the Compasyfivestments in municipal bonds and loans way faitable
@ Loans held-for-sale and naecruing loans have been included in average |

Net interest income increased $5,179,000 or 10%ir(@rease of $5,844,000 or 11% on a-equivalent basis) for the nine months er
September 30, 2014 compared with the same peri@d1B3. The increased level of net interest incomménd the first nine months of 20
compared with the same period of 2013 was driverabyigher level of earning assets and a higherimetest margin (expressed &
percentage of average earning assets).

The tax equivalent net interest margin was 3.76f4He nine months ended September 30, 2014 compa&65% during the same perioc
2013. The yield on earning assets totaled 4.06fitglthe nine months ended September 30, 2014 caupa 4.04% in the same perioc
2013 while the cost of funds totaled 0.30% durimg nine months ended September 30, 2014 compafed3% in the same period of 2013.
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The improvement of the net interest margin andimerest income in the first nine months of 2014npared with the same period of 2
was attributable to an increased level of averagad outstanding and to the continued declineendbmpanys cost of funds. Accretion
loan discounts on acquired loans contributed apprately 6 basis points on an annualized basisem#t interest margin in the nine mot
ended September 30, 2014 compared with approxiyn@tiehsis points on an annualized basis in the mioeths ended September 30, 2013.

Provision for Loan Losses:

The Company provides for loan losses through requriavisions to the allowance for loan losses. pravision is affected by net chargéfs
on loans and changes in specific and general aibmsaof the allowance. During the quarter endegt&aber 30, 2014, the Compi
recognized no provision for loan loss compared witegative provision for loan loss of $400,006hia third quarter of 2013. The provis
for loan losses totaled $550,000 for the nine moetided September 30, 2014, an increase of $8006g¥0Pared to the negative provisiol
$250,000 during the nine months ended Septembet(AG.

The Company realized net recoveries of $42,000.0r1)% on an annualized basis of average loansandisg during the three months en
September 30, 2014, compared with net chafteeof $399,000 or 0.13% on an annualized bas&vefage loans outstanding during the ¢
period of 2013. The Company realized net recoverfes458,000 or (0.04)% on an annualized basisvefage loans outstanding during
nine months ended September 30, 2014, compared netttichargesffs of $806,000 or 0.09% on an annualized basiswarage loar
outstanding during the same period of 2013.

The provision for loan losses made during the tltaee nine months ended September 30, 2014 was atagléevel deemed necessar
management to absorb estimated, probable incuvssg$ in the loan portfolio. A detailed evaluatibthe adequacy of the allowance for |
losses is completed quarterly by management, #hdtseof which are used to determine provisionléan losses. Management estimate:
allowance balance required using past loan loseréeqce, the nature and volume of the portfolidorimation about specific borrow
situations and estimated collateral values, ecoo@umditions, and other factors.

During the quarter ended September 30, 2014, threp@ny adjusted it methodology for determining iteveance forloan losses and
particular for its assessment of the required alowe for commercial and agricultural loans clasdifas substandard. The adjustmei
methodology had minimal monetary impact of appratiely $63,000 on the allowance for loan less cateuh and consequently did |
significantly impact the provision for loan lossritg the third quarter of 2014. The methodologydetermining the allowance for loan los
is discussed in more detail in the “Critical Accting Policies and Estimates” section of this report

Non-interest Income:

During the quarter ended September 30, 2014,imemnest income totaled $6,437,000, an increasg9868,000, or 18%, compared with
third quarter of 2013.

Non-interest Income Change From
(dollars in thousands) Three Months Prior Period

Ended September 30, Amount Percent

2014 2013 Change Change
Trust and Investment Product Fees $ 901 $ 80z $ 99 12%
Service Charges on Deposit Accounts 1,30(C 1,02¢ 271 26
Insurance Revenues 1,73¢ 1,49¢ 244 16
Company Owned Life Insurance 21C 23¢ (23) (10
Interchange Fee Income 50¢ 44¢ 59 13
Other Operating Income 59¢ 39t 204 52

Subtotal 5,251 4,40z 854 19

Net Gains on Sales of Loans 613 613 — —
Net Gains on Securities 567 42¢ 13¢ 32
Total Non-interest Income $ 6,431 $ 544,/ § 992 18

Service charges on deposit accounts increased RY,19r 26%, during the third quarter of 2014 coragawith the same period of 20
Insurance revenues increased $244,000, or 16%mglthe quarter ended September 30, 2014, compatkedhe third quarter of 2013. T
increase in insurance revenues was primarily réleiecommercial insurance revenue generated thrthegl€ompanys property and casua
insurance agency.
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During the third quarter of 2014, the Company mslia net gain on the sale of securities of $5@&7r8lated to the sale of $44.9 million
securities, compared with a net gain on the sakeofirities of $428,000 related to the sale of @pprately $18.8 million of securities in 1
third quarter of 2013.

During the nine months ended September 30, 201#interest income totaled $18,220,000, an increask’66,000, or 4%, compared w
the first nine months of 2013.

Non-interest Income Change From
(dollars in thousands) Nine Months Prior Period

Ended September 30, Amount Percent

2014 2013 Change Change
Trust and Investment Product Fees $ 2,72¢ % 2,43 % 29t 12%
Service Charges on Deposit Accounts 3,552 3,03¢ 51¢ 17
Insurance Revenues 5,771 4,65¢ 1,11¢ 24
Company Owned Life Insurance 603 71€ (119 (16)
Interchange Fee Income 1,467 1,392 75 5
Other Operating Income 1,57¢ 1,547 32 2

Subtotal 15,70¢ 13,78( 1,92¢ 14

Net Gains on Sales of Loans 1,47t 2,17¢ (707 (32
Net Gains on Securities 1,03¢ 1,50¢ (469) (32)
Total Non-interest Income $ 18,22(  § 17,46 § 75€ 4

During the nine months ended September 30, 20d¢, and investment product fees increased $295@AX %, compared with the first n
months of 2013. The increase was due primarilynttarease in brokerage revenues. Service chargdsmosit accounts increased $518,
or 17%, during the nine months ended Septembe2@®D} compared with the same period of 2013.

Insurance revenues increased $1,119,000, or 24ffgdine nine months ended September 30, 2014, amdpwith the first nine months
2013. The increase during the nine months endete®der 30, 2014 compared with same period of 2048 grimarily due to increas
contingency revenue and also due to increased cocrahénsurance revenue. Contingency revenue duttiegfirst nine months of 20
totaled $1,049,000 compared with $246,000 durirgstime period of 2013. The fluctuation in contirgyerevenue during 2014 and 2013
normal course of business type of variance andfieative of claims and loss experience with insgeacarriers that the Company repres
through its property and casualty insurance agency.

Net gains on sales of loans totaled $1,475,000hduhie nine months ended September 30, 2014, ameeaxfl $701,000, or 32%, compa
with the first nine months of 2013. Loan saleslexteés72.2 million during the first nine months @12, compared with $139.9 million dur
the same period of 2013.

During the nine months ended September 30, 2084Ctmpany realized a net gain on the sale of deinf $1,039,000 related to the ¢
of $51.7 million of securities, compared with a gafn on the sale of securities of $1,508,000 eelab the sale of $74.1 million in the f
nine months of 2013.
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Non-interest Expense:

During the quarter ended September 30, 2014,im@nest expense totaled $14,082,000, an incre$498,000, or 4%, compared with
third quarter of 2013.

Non-interest Expense Change From
(dollars in thousands) Three Months Prior Period

Ended September 30, Amount Percent

2014 2013 Change Change
Salaries and Employee Benefits $ 7,97t 3 7,51t % 46( 6 %
Occupancy, Furniture and Equipment Expense 1,72¢ 1,59: 132 8
FDIC Premiums 277 261 16 6
Data Processing Fees 93¢t 717 218 30
Professional Fees 51€ 97C (4549) 47
Advertising and Promotion 613 447 16€ 37
Intangible Amortization 30z 32¢ (27 (8)
Other Operating Expenses 1,73¢ 1,752 (13 D
Total Non-interest Expense $ 14,08: $ 13,58¢ $ 49¢ 4

Salaries and benefits increased $460,000, or 6%nglthe quarter ended September 30, 2014 compeitacthe third quarter of 2013. T
increase in salaries and benefits during the thudrter of 2014 compared the same period of 2018 psianarily the result of an increas
number of full-time equivalent employees which wagely the result of the acquisition of United Guerce Bancorp.

Data processing fees increased $218,000, or 308gdilne third quarter of 2014 compared with theeajuarter of 2013. The increase
primarily attributable to costs associated with implementation of new commercial and retail diglianking platforms late in the fou
quarter of 2013 and in the first quarter of 2014.

Professional fees declined $454,000, or 47%, duttregquarter ended September 30, 2014 comparedtiétithird quarter of 2014. T
decline in professional fees during the third geradf 2014 compared with the third quarter of 20&3 related to professional fees assoc
with the acquisition of United Commerce Bancorp &k associated with the Companyeview of its overall operating effectiveness
efficiency that were incurred during the third ¢eaiof 2013.

During the nine months ended September 30, 20I#imerest expense totaled $43,311,000, an increfa®®,@04,000, or 7%, compared w
the first nine months of 2013.

Non-interest Expense Change From
(dollars in thousands) Nine Months Prior Period
Ended June 30, Amount Percent

2014 2013 Change Change
Salaries and Employee Benefits $ 24,28 $ 22,92t $ 1,35¢ 6 %
Occupancy, Furniture and Equipment Expense 5,24¢ 4,73¢ 51C 11
FDIC Premiums 82¢ T7€ 52 7
Data Processing Fees 2,892 2,05¢ 83¢ 41
Professional Fees 1,761 2,15¢ (395 (18)
Advertising and Promotion 1,63¢ 1,45: 182 13
Intangible Amortization 97t 1,044 (69) @)
Other Operating Expenses 5,681 5,16( 527 10
Total Non-interest Expense $ 43311 $ 40,307 $ 3,00¢ 7

Salaries and benefits increased $1,359,000, ordéf#tng the nine months ended September 30, 2014aamd with the first nine months
2013. The increase in salaries and benefits dW2biyd compared with 2013 was primarily the resulanfincreased number of fulme
equivalent employees due in part to the acquisiifodnited Commerce Bancorp.
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Occupancy, furniture and equipment expense incde$5&0,000, or 11%, during the nine months endede®®er 30, 2014 compared v
the first nine months of 2013. The increase wagelgrrelated to a larger number of banking officeiwen by the acquisition of Unit
Commerce Bancorp and a new banking location in i@bls.

Data processing fees increased $838,000, or 41f%itygdthe nine months ended September 30, 2014 cmmpeith the first nine months
2013. The increase was primarily attributable tstsmassociated with the implementation of new comiaeand retail digital bankir
platforms late in the fourth quarter of 2013 andhie first quarter of 2014.

Professional fees declined $395,000, or 18%, dutiegnine months ended September 30, 2014 compatiedhe same period of 2014. 1
decline in professional fees was related to pradess fees associated with the acquisition of Wthi@mmerce Bancorp and fees assoc
with the Company’s review of its overall operatifectiveness and efficiency that were incurredrap2013.

Income Taxes:

The Company’s effective income tax rate was 30.8% 21.4% during the three months ended Septemh&03@ and 2013. The Compasy’
effective income tax rate approximated 30.2% an8%lduring the nine months ended September 30, 20d£2013. The effective tax rate
all periods presented was lower than the blendetlitsry rate resulting primarily from the Companyé-exempt investment income
securities, loans and company owned life insurammmme tax credits generated from investments ire\@ markets tax credit project ¢
affordable housing projects, and income generayeslibsidiaries domiciled in a state with no stateoal income tax.

FINANCIAL CONDITION

Total assets at September 30, 2014 increased $4iflidn to $2.206 billion compared with $2.164 @i in total assets at December
2013. The increase in total assets was attribeit@bhn increase in period-end loan balances.

September 30, 2014 loans outstanding increase&by $nillion, or approximately 5% on an annualibegis, compared with yeand 201:
The increase in loans was broad based acrossgafies#s of the Company’s loan portfolio and occuttedughout the Comparg/’marke
area.

End of Period Loan Balances: September 30, December 31, Current Period
(dollars in thousands) 2014 2013 Change

Commercial & Industrial Loans $ 377,84" $ 350,95 $ 26,89(
Commercial Real Estate Loans 586,01. 582,06t 3,94¢
Agricultural Loans 201,86 192,88 8,981
Home Equity & Consumer Loans 133,76« 130,62t 3,13¢
Residential Mortgage Loans 137,28t 128,68: 8,60:
Total Loans $ 1,436,77. $ 1,38521 % 51,56:

The Companyg allowance for loan losses totaled $15.6 millibiseptember 30, 2014 representing an increase.6friillion, or 9% on a
annualized basis, from December 31, 2013. Thevalce for loan losses represented 1.09% of penmtlioans at September 30, 2
compared with 1.05% of period-end loans at Decer8hep013.

The allowance for loan losses for commercial andcatjural impaired loans that are on nacerual status totaled $1.5 million, or 9% of
total allowance, at September 30, 2014 compared $@t0 million of allowance for loan losses for aoercial and agricultural impaired loz
that were on nomccrual status, or 20% of the total allowance, etddnber 31, 2013. The decline in the overall alloveafor loan losses f
impaired loans was attributable to a decline inlével of impaired loans at September 30, 2014 @egpwith year-end 2013.

Under acquisition accounting treatment, loans aegquare recorded at fair value which includes alitmésk component, and therefore
allowance on loans acquired is not carried ovemfritnie seller. The Company held a discount on aeduioans of $4.5 million as
September 30, 2014 and $5.9 million at year-en8201
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The following is an analysis of the Company’s nanfprming assets at September 30, 2014 and Dece3tb2013:

Non-performing Assets: September 30, December 31,
(dollars in thousands) 2014 2013
Non-accrual Loans $ 5661 $ 8,37¢
Past Due Loans (90 days or more and still accruing) 96 8
Total Non-performing Loans 5,76: 8,38¢
Other Real Estate 521 1,02¢
Total Non-performing Assets $ 6,282 $ 9,41¢
Restructured Loans $ 2,68t $ 2,41¢
Non-performing Loans to Total Loans 0.4(% 0.61%
Allowance for Loan Loss to Non-performing Loans 270.5%% 173.9%

Non-performing assets totaled $6.3 million or 0.28%abél assets at September 30, 2014 compared tadiBidn or 0.44% of total assets
December 31, 2013. Ngrerforming loans totaled $5.8 million or 0.40% ofal loans at September 30, 2014 representing@rilion, or
31%, decrease in non-performing loans compareldet&8.4 million of non-performing loans at DecemBgr2013.

Non-accrual commercial real estate loans totaled $3l®mat September 30, 2014 representing a dedin®3.4 million, or 50%, from tf
$6.7 million of non-accrual commercial real estisi@ns at year-end 2013. Naweerual commercial real estate loans representéd & the
total non-performing loans at September 30, 20IMpared to 79% of total non-performing loans at yevadt 2013. Noraccrual residenti
mortgage loans totaled $1.6 million at September28Q4 representing an increase of $234,000, or, I&¥h the $1.3 million of nomccrua
residential mortgage loans at year-end 2013. Nondal residential mortgage loans represented 2f7#eototal nonperforming loans
September 30, 2014 compared to 16% of total nofopeing loans at year-end 2013.

At September 30, 2014 there was only one relatipnisicluded in norperforming loans that was greater than $1.0 millibmis relationshi
was a $1.8 million commercial real estate loan sstby a commercial warehouse facility. This le&s in non-performing status as of year-
end 2013. The borrower has made all contractuampays due during 2014 and the principal balancthisf relationship was reduced
$68,000 during the first nine months of 2014.

The Company purchases individual loans and grofifsaas. Purchased loans that show evidence oftatetkrioration since origination ¢
recorded at the amount paid (or allocated fair @adlu a purchase business combination), such theme tis no carryover of the seller’
allowance for loan losses. After acquisition, inedrlosses are recognized by an increase in theatice for loan losses.

Purchased loans that indicated evidence of crestériration since origination at the time of asifion by the Company did not hav
material adverse impact on the Compankey credit metrics during 2013 or during thetfir;mie months of 2014. The key credit metrics
Company measures generally include non-perforniagd, past due loans, and adversely classifiedloan

Non-performing purchased loans with evidence of crddierioration since origination totaled $1,164,@0®eptember 30, 2014 compse
with $1,705,000 at December 31, 2013. The performing purchased loans with evidence of créelierioration since origination represel
approximately 20% of total non-performing loanSaptember 30, 2014 and December 31, 2013.

Past due purchased loans with evidence of creditrideation since origination totaled $645,000 apt®@mber 30, 2014 and $1,250,00
yearend 2013. Past due purchased loans with eviddnmedit deterioration since origination represera@proximately 9% of total past ¢
loans at September 30, 2014 and approximately if6@dal past due loans at year-end 2013.

Adversely classified purchased loans with evideoteredit deterioration since origination totaled.® million at September 30, 2C
compared with $9.0 million at December 31, 2013védely classified purchased loans with evidenceredit deterioration since originati
represented approximately 16% of total adverselgsified loans at September 30, 2014 comparedapiphoximately 25% of total advers
classified loans at year-end 2013.
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Loan impairment is reported when full repaymentemttie terms of the loan is not expected. If alsaimpaired, a portion of the allowai
is allocated so that the loan is reported nefy@fpresent value of estimated future cash flowsgusie loars existing rate, or at the fair va
of collateral if repayment is expected solely frima collateral. Commercial and industrial loansnaotercial real estate loans, and agricull
loans are evaluated individually for impairment.&ier balance homogeneous loans are evaluatedhfmaifment in total. Such loans incl
real estate loans secured by ondew family residences and loans to individuals foousehold, family and other persc
expenditures. Individually evaluated loans on @acorual are generally considered impaired. Impaioads, or portions thereof, are char
off when deemed uncollectible.

Total deposits decreased $47.7 million, or 4% oramnualized basis, as of September 30, 2014 coxhpeith December 31, 2013 to
deposits. The decline was primarily attributablevithdrawals from large balance deposit relatiopshMany of these relationships conti
to maintain significant deposit balances with tlerpany.

End of Period Deposit Balances: September 30, December 31, Current Period
(dollars in thousands) 2014 2013 Change

Non-interest-bearing Demand Deposits $ 410,32¢ $ 400,02: $ 10,30t
Interest-bearing Demand, Savings, & Money Market@mts 1,020,50. 1,063,09: (42,599
Time Deposits < $100,000 205,98 224,36: (18,38
Time Deposits of $100,000 or more 127,65¢ 124,67. 2,98t
Total Deposits $ 1,764,447 $ 1,812,151 $ (47,685)

Capital Resources:

Federal banking regulations provide guidelinesdetermining the capital adequacy of bank holdingganies and banks. These guidel
provide for a more narrow definition of core capéad assign a measure of risk to the various ositegjof assets. The Company is require
maintain minimum levels of capital in proportionttwal risk-weighted assets and bfilance sheet exposures such as loan commitmen
standby letters of credit.

Tier 1, or core capital, consists of shareholdeglity plus certain amounts of instruments commaefgrred to as trust preferred securi
less goodwill, core deposit intangibles, other tdfble intangibles and certain deferred tax assleffined by bank regulations. Tier 2 ca|
currently consists of the amount of the allowarardldan losses which does not exceed a definedmuanriallowance limit of 1.25 percent
gross risk adjusted assets and certain amountsbofdinated debenture obligations. Total capitéhéssum of Tier 1 and Tier 2 capital.

The minimum requirements under these standardgearerally at least a 4.0 percent leverage ratiagtwis Tier 1 capital divided by defin
“total assets”; 4.0 percent Tier 1 capital to rigkusted assets; and, an 8.0 percent total capitatk-adjusted assets ratios. Under tl
guidelines, the Company, on a consolidated bastsjta subsidiary bank, had capital ratios thaeexicthe regulatory minimums at Septer
30, 2014.

The Federal Deposit Insurance Corporation Improvenfect of 1991 (FDICIA) requires federal regulatoagencies to define capi
tiers. These are: well-capitalized, adequatelytatiped, under-capitalized, significantly under-talized, and critically under-
capitalized. Under these regulations, a “well-ca@ed” entity must achieve a Tier 1 ribased capital ratio of at least 6.0 percent; d
capital ratio of at least 10.0 percent; and, arnage ratio of at least 5.0 percent, and not be uadapital directive. The Compasysubsidiar
bank was categorized as well-capitalized as ofedeper 30, 2014.

At September 30, 2014, management was not undér awapital directive, nor was it aware of any eatrrecommendations by bank

regulatory authorities which, if they were to beplemented, would have or are reasonably likelyaweeh a material effect on the Company’
liquidity, capital resources or operations.
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The table below presents the Company’s consolidzdpdal ratios under regulatory guidelines:

Minimum for Capital
Adequacy Purposes At September 30, 2014 At December 31, 2013

Leverage Ratio 4.00% 9.3/% 8.7t%
Tier 1 Capital to Risk-adjusted Assets 4.0(% 12.7%% 12.12%
Total Capital to Risk-adjusted Assets 8.0(% 13.7¢% 13.0%

In July 2013, the two federal banking regulatorgrages that have authority to regulate the Compaogpital resources and capital struc
(the Board of Governors of the Federal ReserveefygFRB) and Federal Deposit Insurance Corporgf#@1C)) took action to finalize tt
application to the United States banking industiynew regulatory capital requirements that areldisiaed by the international bank
framework commonly referred to as “Basel IlI” aradiinplement certain other changes required by thdd®rank Wall Street Reform a
Consumer Protection Act. These rules make sigmifichanges to the U.S. bank regulatory capital é&aork, and generally increase cay
requirements for banking organizations. Althougd @ompany believes that these new rules, as tleplased in over a mulgear perio
commencing January 1, 2015, will in general inceeth® amount of capital that the Company and thekBaay be required to maintain,
Company does not presently expect that any mdietardensome compliance efforts with these firgpital rules will be required of t
Company prior to January 1, 2015. For additionfdrimation, also see the discussion in Item 1 ofGoenpany’s annual report on Form KO-
for the year ended December 31, 2013.

As of September 30, 2014, shareholdexgity increased by $20.2 million, or 13% on anuatized basis, to $220.3 million compared \
$200.1 million at year-end 2013. The increase arsholders’equity was primarily attributable to an increase$a#.4 million in retaine
earnings and an increase of $5.3 million in accated other comprehensive income related to a deereanet unrealized losses in
Company’s securities available-for-sale portfolshareholderséquity represented 10.0% of total assets at SegteBth 2014 and 9.3%
total assets at December 31, 2013. Shareholdgrsty included $22.9 million of goodwill and othietangible assets at September 30, :
compared to $23.9 million of goodwill and otheraingible assets at year-end 2013.

Liquidity:

The Consolidated Statement of Cash Flows detadlsstbments of changes in the Compangonsolidated cash and cash equivalents.
cash and cash equivalents increased $27.0 millioimgl the nine months ended September 30, 201s4g@radi$87.2 million. During the ni
months ended September 30, 2014, operating aesvigsulted in net cash inflows of $24.3 milliomvesting activities resulted in net ¢
outflows of $10.5 million during the nine monthsded September 30, 2014. Financing activities teduh net cash inflows for the ni
months ended September 30, 2014 of $13.2 million.

The parent company is a corporation separate atithctifrom its bank and other subsidiaries. Then@any uses funds at the parent com,
level to pay dividends to its shareholders, to @egor make other investments in other businesséselr securities or assets, to repurchas
stock from time to time, and for other general cogbe purposes including debt service. The paremtpany does not have access a
parenteompany level to the deposits and certain othercesuof funds that are available to its bank subsidto support its operatiol
Instead, the parent company has historically ddriv@st of its revenues from dividends paid to theept company by its bank subsidi
The Companys banking subsidiary is subject to statutory restms on its ability to pay dividends to the pdareompany. The pare
company has in recent years supplemented the didédeeceived from its subsidiaries with borrowingys.of September 30, 2014, the pa
company had approximately $16.8 million of cash eash equivalents available to meet its cash fleeds.
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FORWARD-LOOKING STATEMENTS AND ASSOCIATED RISKS

The Company from time to time in its oral and verittcommunications makes statements relating texipgctations regarding the futt
These types of statements are considered “forwaokithg statementsivithin the meaning of the Private Securities Litiga Reform Act o
1995. The Company may include forward-looking stegmts in filings with the Securities and Exchangem@ission (“SEC”),such as th
Form 109, in other written materials, and in oral statethenade by senior management to analysts, invesgpgesentatives of the me
and others. Such forward looking statements caludecstatements about the Companyet interest income or net interest margir
adequacy of allowance for loan losses, levels o¥igions for loan losses, and the quality of thenpany’s loans and other assets; simulat
of changes in interest rates; expected results fneengers with or acquisitions of other businesdigigation results; tax estimates ¢
recognition; dividend policy; parent company casklources and cash requirements, and parent conuagital resources; estimated ¢
savings, plans and objectives for future operati@ml expectations about the Companfihancial and business performance and
business matters as well as economic and markelitzors and trends. They often can be identifiedH®/use of words like “expect,” “may,”
“will,” “would,” “could,” “should, proj ect,” “estimate,” “believe” or “anticipate,” or sifar expressions.

intend,” “
Forward-looking statements speak only as of the ttety are made, and the Company undertakes rgatibh to update any forwatdeking
statement to reflect events or circumstances #feedate on which the forward-looking statememhasie.

Readers are cautioned that, by their nature, elldod{ooking statements are based on assumptions arslibject to risks, uncertainties, i
other factors. Actual results may differ materiadlyd adversely from the expectations of the Comphat/are expressed or implied by
forward-looking statement. The discussions in fkésn 2 list some of the factors that could cause @ompanys actual results to ve
materially from those expressed or implied by aagwvhrdiooking statements. Other risks, uncertainties, famtiors that could cause

Company'’s actual results to vary materially frorogh expressed or implied by any forwéwdking statement include the unknown fu
direction of interest rates and the timing and nitagle of any changes in interest rates; changesimpetitive conditions; the introductic
withdrawal, success and timing of asset/liabilitamagement strategies or of mergers and acquisitodsother business initiatives
strategies; changes in customer borrowing, repaynmarestment and deposit practices; changes aalfisnonetary and tax policies; char
in financial and capital markets; deteriorationg@neral economic conditions, either nationally arally, resulting in, among other thin
credit quality deterioration; capital managementivdees, including possible future sales of newcwsgties, or possible repurchases
redemptions by the Company of outstanding debguaity securities; risks of expansion through acitjoiss and mergers, such as unexpe
credit quality problems of the acquired loans dreotassets, unexpected attrition of the customse b&the acquired institution or brancl
and difficulties in integration of the acquired ogtions; factors driving impairment charges on stw@nts; the impact, extent and timing
technological changes; litigation liabilities, inding related costs, expenses, settlements andngrtg, or the outcome of matters be
regulatory agencies, whether pending or commerniairige future; actions of the Federal Reserve Boelidnges in accounting principles

interpretations; potential increases of federalodé@pnsurance premium expense, and possible fisjpeeial assessments of FDIC premit
either industry wide or specific to the Companyanking subsidiary; actions of the regulatory aditres under the Dodé&rank Wall Stree
Reform and Consumer Protection Act and the Fed#zpbsit Insurance Act and other possible legistatind regulatory actions and refor
and the continued availability of earnings and ssceapital sufficient for the lawful and prudentcldeation and payment of ce
dividends. Such statements reflect our views wihkpect to future events and are subject to thedeo#tmer risks, uncertainties &
assumptions relating to the operations, resultgpefations, growth strategy and liquidity of then@any. Readers are cautioned not to
undue reliance on these forward-looking statements.

Investors should consider these risks, uncertaindiad other factors, in addition to those mentiooye the Company in its Annual Report
Form 10-K for its fiscal year ended December 31130and other SEC filings from time to time, whemnsidering any forwartboking
statement.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

The Companys exposure to market risk is reviewed on a redudais by the Asset/Liability Committee and BoarfiBiwectors of the pare
company and its subsidiary bank. Primary marké&snighich impact the Company’s operations are lifyidsk and interest rate risk.

The liquidity of the parent company is dependerdrughe receipt of dividends from its subsidiary khamhich is subject to certain regulat

limitations. The Banls source of funding is predominately core deposiisturities of securities, repayments of loan ppacand interes
federal funds purchased, securities sold underaggats to repurchase and borrowings from the Federae Loan Bank.
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The Company monitors interest rate risk by theafsmmputer simulation modeling to estimate thesptill impact on its net interest incc
under various interest rate scenarios, and by estigits static interest rate sensitivity positidmother method by which the Compasy’
interest rate risk position can be estimated isdiyputing estimated changes in its net portfolib@d“NPV”). This method estimates inter
rate risk exposure from movements in interest rayessing interest rate sensitivity analysis tced®ine the change in the NPV of discoul
cash flows from assets and liabilities.

NPV represents the market value of portfolio eqaityl is equal to the estimated market value oftessius the estimated market valu
liabilities. Computations are based on a numbeassumptions, including the relative levels of markéerest rates and prepayment
mortgage loans and certain types of investmentssd&ltomputations do not contemplate any actionggeanent may undertake in respc
to changes in interest rates, and should not ledrebon as indicative of actual results. In additicertain shortcomings are inherent in
method of computing NPV. Should interest rates irroadecrease below current levels, the propomibadjustable rate loans could decrt
in future periods due to refinancing activity. letevent of an interest rate change, prepaymeastslevould likely be different from tho
assumed in the table. Lastly, the ability of mamyrbwers to repay their adjustable rate debt magfire during a rising interest r:
environment.

The Company from time to time utilizes derivatitesnanage interest rate risk. Management continy@wsluates the merits of such inte
rate risk products but does not anticipate theofiseich products to become a major part of the Guys risk management strategy.

The table below provides an assessment of thetaigkPV in the event of a sudden and sustained 2¥ea&se and decrease in preva
interest rates (dollars in thousands).

Interest Rate Sensitivity as of September 30, 2014

Net Portfolio Value as a % of Present Value of

Net Portfolio Value Assets
Changes in Rates Amount % Change NPV Ratio Change
+2% $ 272,31: (9.49)% 12.9%% (69) b.p
Base 300,69: — 13.6%% —
-2% 233,01( (22.50% 10.3%% (330) b.p

This Item 3 includes forward-looking statementse Seorward-looking Statementgicluded in Part I, Item 2 of this Report for aalission c
certain factors that could cause the Compsiagtual exposure to market risk to vary materifxthyn that expressed or implied above. Tl
factors include possible changes in economic cmmdit interest rate fluctuations, competitive pradand pricing pressures within
Companys markets; and equity and fixed income market @lattons. Actual experience may also vary materitdlythe extent that tl
Company’s assumptions described above prove todueiurate.

Item 4. Controls and Procedures

As of September 30, 2014, the Company carried nwvaluation, under the supervision and with thei@pation of its principal executi
officer and principal financial officer, of the efftiveness of the design and operation of its gk controls and procedures. Based oi
evaluation, the Company’s principal executive a@fiand principal financial officer concluded thaetCompanys disclosure controls a
procedures were as of that date effective in tingdyting them to material information requiredh® included in the Comparsy/periodi
reports filed with the Securities and Exchange Cdssion. There are inherent limitations to the dffemess of systems of disclosure con
and procedures, including the possibility of hureator and the circumvention or overriding of thetrols and procedures. Accordingly, e
effective systems of disclosure controls and praoesican provide only reasonable assurances ahacgitheir control objectives.

There was no change in the Company’s internal obatrer financial reporting that occurred during tBiompanys third fiscal quarter of 20
that has materially affected, or is reasonablylyilte materially affect, the Company’s internal t@hover financial reporting.
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PART Il. OTHER INFORMATION
Item 2. Unregistered Sales of Equity Securitiesral Use of Proceeds

(e) The following table sets forth information redjag the Companyg purchases of its common shares during each dghtee months end
September 30, 2014.

Maximum Number

Total Number Total Number of Shares (or Approximate Dollar Value) of
of Shares (or Average Price (or Units) Purchased as Part of Shares (or Units) that
Units) Paid Per Share Publicly Announced Plans May Yet Be Purchased
Period Purchased (or Unit) or Programs under the Plans or Programs?
7/1/14 — 7/31/14 — — — 272,78¢
8/1/14 — 8/31/14 — — — 272,78!
9/1/14 — 9/30/14 — — — 272,78¢

@ On April 26, 2001, the Company announced that iarB of Directors had approved a stock repurchasgrgm for up to 607,754 of
outstanding common shares, of which the Companyplachased 334,965 common shares through Septe8@ib2014 (both such numb
adjusted for subsequent stock dividends). The Bo&mirectors established no expiration date fas frogram. The Company purchaset
shares under this program during the three momttisceSeptember 30, 2014.
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Iltem 6.  Exhibits
The exhibits described by the Exhibit Index imméeliafollowing the Signature Page of this Repo# mrcorporated herein by reference.
SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

GERMAN AMERICAN BANCORP, INC.

Date:_ November 7, 2014 By/s/Mark A. Schroeder
Mark A. Schroeder
Chairman and Chief Executive Officer

Date:_November 7, 2014 By/s/Bradley M. Rust
Bradley M. Rust
Executive Vice President and Chief Financial Office
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INDEX OF EXHIBITS

Exhibit No. Description
31.1** Sarbanes-Oxley Act of 2002, Section 302 Certifarafior Chairman of the Board and Chief Executivéicef.
**
312 Sarbanes-Oxley Act of 2002, Section 302 Certifarafior Executive Vice President and Chief FinanGéicer.
32.1** Sarbanes-Oxley Act of 2002, Section 906 Certifarafior Chairman of the Board and Chief Executivéicef.
32.2** Sarbanes-Oxley Act of 2002, Section 906 Certifarafior Executive Vice President and Chief FinanGféficer.
101**+ The following materials from German American Bam;dnc.'s Form 109 Report for the quarterly period ended Septer

30, 2014, formatted in XBRL: (i) the Consolidatedl&ce Sheets, (ii) the Consolidated Statementsaafme, (iii) the
Consolidated Statements of Comprehensive Incomgfhé Consolidated Statements of Cash Flows, &hthé Notes ti
Consolidated Financial Statements.

*Exhibits that describe or evidence all managenwamitracts or compensatory plans or arrangementsregjto be filed as exhibits to t
Report are indicated by an asterisk.

**Exhibits that are furnished or filed with this Rert (other than through incorporation by referet@enther disclosures or exhibits)
indicated by a double asterisk.

+Pursuant to Rule 406T of RegulationTSthe Interactive Data Files on Exhibit 101 herate furnished and not deemed filed or part
registration statement or prospectus for purpo§&eoctions 11 and 12 of the Securities Act of 1383amended, and are deemed not file
purposes of Section 18 of the Securities ExchangefA1934, as amended, and otherwise are notaubjdéiability under those sections.
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Exhibit 31.1

Sarbane®xley Act of 2002, Section 302 Certification for &ilman and Chief Executive Officer

I, Mark A. Schroeder, Chairman and Chief Execu@fécer of German American Bancorp, Inc., certifiat:
1. | have reviewed this Quarterly Report on Fo@vQ of German American Bancorp, Inc. (the “registia
2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary

to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

3. Based on my knowledge, the financial statemems other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this
report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatheg to the registrant, including its consolidhtubsidiaries, is made known to us
by others within those entities, particularly dgritie period in which this report is being prepared

b) Designed such internal control over financiglaing, or caused such internal control over fiahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

c¢) Evaluated the effectiveness of the registragtisslosure controls and procedures and presentaisineport our conclusions about
the effectiveness of the disclosure controls adguiures, as of the end of the period coveredibyaport based on such evaluati
and

d) Disclosed in this report any change in the tegid’s internal control over financial reportirtgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#y) tlas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant's other certifying officer antilve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the
equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal comvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and rtefpwaincial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant's
internal control over financial reporting.

November 7, 201
Date

/s/ Mark A. Schroeder
Mark A. Schroeder
Chairman and Chief Executive Officer




Exhibit 31.2

Sarbane®©xley Act of 2002, Section 302 Certification fordeutive Vice President and Chief Financial Officer

I, Bradley M. Rust, Executive Vice President ande€Rinancial Officer of German American Banconpg.| certify that:
1. | have reviewed this Quarterly Report on Fo@of German American Bancorp, Inc., (the “registf):
2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary

to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

3. Based on my knowledge, the financial statemems other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this
report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a) Designed such disclosure controls and procedoresaused such disclosure controls and procedorés designed under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepared

b) Designed such internal control over financiglaing, or caused such internal control over faiahreporting to be design
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financ
statements for external purposes in accordancegeitlerally accepted accounting principles;

c) Evaluated the effectiveness of the registsadisclosure controls and procedures and pres@ntéd report our conclusions ab
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyé¢port based on such evaluat
and

d) Disclosed in this report any change in the itegid’s internal control over financial reportirtgat occurred during the registrant’
most recent fiscal quarter (the registranfourth fiscal quarter in the case of an annupbr that has materially affected, o
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant's other certifying officer antilve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the
equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal comvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and itefpwaincial information; and

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant's
internal control over financial reporting.

November 7, 201
Date

[s/ Bradley M. Rust

Bradley M. Rust

Executive Vice President and Chief Financial Office
(principal accounting officer and principal finaatofficer)




Exhibit 32.1

Sarbane®xley Act of 2002, Section 906 Certification for &ilman and Chief Executive Officer

I, Mark A. Schroeder, Chairman and Chief Execu@féicer of German American Bancorp, Inc. certifgrpuant to Section 906 of the
Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350), that:

1. The Quarterly Report on Form 10-Q for the qeraended September 30, 2014, (the “Periodic Repatiich this statement
accompanies fully complies with the requirementSe¢tion 13(a) of the Securities Exchange Act &41@5 U.S.C. 78m); and

2. Information contained in the Periodic Repoitliygresents, in all material respects, the finahcondition and results of operations
of German American Bancorp, Inc.

This certificate is being furnished solely for pasps of Section 906 and is not being filed as gfatie Periodic Report.

November 7, 201
Date

/s/ Mark A. Schroeder
Mark A. Schroeder
Chairman and Chief Executive Officer




Exhibit 32.2

Sarbane®©xley Act of 2002, Section 906 Certification fordeutive Vice President and Chief Financial Officer

I, Bradley M. Rust, Executive Vice President ande€Rinancial Officer of German American Banconpg.| certify, pursuant to Section 906
of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 138@t:

1. The Quarterly Report on Form 10-Q for the qeraended September 30, 2014, (the “Periodic Repatiich this statement
accompanies fully complies with the requirementSettion 13(a) of the Securities Exchange Act &41@5 U.S.C. 78m); and

2. Information contained in the Periodic Repoitliygresents, in all material respects, the finahcondition and results of operations
of German American Bancorp, Inc.

This certificate is being furnished solely for pasps of Section 906 and is not being filed as gfatie Periodic Report.

November 7, 201
Date

/s/ Bradley M. Rust

Bradley M. Rust

Executive Vice President and Chief Financial Office
(principal accounting officer and principal finaatofficer)




