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PART I

Item 1. Business

FORWARD-LOOKING STATEMENTS

Certain matters disclosed herein may be deemed to be forward-looking statements that involve risks and uncertainties.
Forward looking statements are statements that include projections, predictions, expectations or beliefs about future
events or results or otherwise are not statements of historical fact. Such statements are often characterized by the use
of qualifying words and their derivatives such as expects, anticipates, believes, estimates, plans, projects,
statements concerning opinions or judgments of the Company and its management about future events. Factors that
could influence the accuracy of such forward looking statements include, but are not limited to, regulatory policy
changes, interest rate fluctuations, loan demand, loan delinquencies and losses, general economic conditions and other
risks. Such forward-looking statements represent management's judgment as of the current date. Actual strategies
and results in future time periods may differ materially from those currently expected. LCNB Corp. disclaims,
however, any intent or obligation to update such forward-looking statements. LCNB Corp. intends such
forward-looking statements to be covered by the safe harbor provisions for forward-looking statements contained in
the Private Securities Litigation Reform Act of 1995.

DESCRIPTION OF LCNB CORP.'S BUSINESS

General Description

LCNB Corp., an Ohio corporation formed in December, 1998, is a financial holding company headquartered in
Lebanon, Ohio. Through its subsidiaries, Lebanon Citizens National Bank (the Bank") and Dakin Insurance Agency,
Inc. ("Dakin"), LCNB is engaged in the commercial banking and insurance agency businesses. LCNB Corp. and its
subsidiaries are herein collectively referred to as LCNB .

The predecessor of LCNB Corp., the Bank, was formed as a national banking association in 1877. On May 19, 1999,
the Bank became a wholly-owned subsidiary of LCNB. The Bank's main office is located in Warren County, Ohio
and 20 branch offices are located in Warren, Butler, Clinton, Clermont, and Hamilton Counties, Ohio. In addition, the
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Bank operates 28 automated teller machines ("ATMs") in its market area.

The Bank is a full service community bank offering a wide range of commercial and personal banking services.
Deposit services include checking accounts, NOW accounts, savings accounts, Christmas and vacation savings,
money market deposit accounts, Classic 50 accounts (a Senior Citizen program), individual retirement accounts, and
certificates of deposit. Deposits of the Bank are insured up to applicable limits by the Deposit Insurance Fund, which
is administered by the Federal Deposit Insurance Corporation (the FDIC ).
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Loan products offered include commercial loans, commercial and residential real estate loans, construction loans,
various types of consumer loans, and Small Business Administration loans. The Bank's residential mortgage lending
activities consist primarily of loans for purchasing or refinancing personal residences, home equity lines of credit, and
loans for commercial or consumer purposes secured by residential mortgages. Consumer lending activities include
automobile, boat, home improvement and personal loans. The Bank also offers indirect financing through various
automotive, boat, and lawn and garden dealers.

The Trust and Investment Management Division of the Bank performs complete trust administrative functions and
offers agency and trust services, retirement savings products, and mutual fund investment products to individuals,
partnerships, corporations, institutions and municipalities.

Security brokerage services are offered by the Bank through arrangements with UVEST Financial Services, Inc., a
registered broker/dealer. Licensed brokers offer a full range of investment services and products, including financial
needs analysis, mutual funds, securities trading, annuities, and life insurance.

Other services offered include safe deposit boxes, night depositories, U.S. savings bonds, travelers' checks, money
orders, cashier's checks, bank-by-mail, ATMs, cash and transaction services, debit cards, wire transfers, electronic
funds transfer, utility bill collections, notary public service, personal computer based cash management services, 24
hour telephone banking, PC Internet banking, and other services tailored for both individuals and businesses.

The Bank is not dependent upon any one significant customer or specific industry. Business is not seasonal to any
material degree.

The address of the main office of the Bank is 2 North Broadway, Lebanon, Ohio 45036; telephone (513) 932-1414.
Its primary market area encompasses all of Butler and Warren Counties and portions of Clinton, Clermont, and
Hamilton Counties.

Dakin, an Ohio corporation, has been an independent insurance agency in Lebanon, Ohio since 1876. Its primary
office is at 24 East Mulberry Street, Lebanon, Ohio 45036; telephone (513) 932-4010. Since being acquired by LCNB
on April 11, 2000, Dakin maintains additional offices in the Bank's Maineville and Mason offices. Dakin is engaged
in selling and servicing personal and commercial insurance products and annuity products and is regulated by the
Ohio Department of Insurance.
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Effective September 1, 2002, Dakin purchased substantially all of the insurance renewal rights and client list of an
insurance agency located in Dayton, Ohio. As part of the purchase, Dakin received all commission income received
after September 1, 2002, and assignments of agency agreements that the agency had with insurers with whom Dakin
did not already have an agreement. In consideration for the assets purchased, Dakin paid to the seller certain
percentages of the commissions received from the agency's customer base over a four-year period.

On May 31, 2006, Dakin purchased the existing book of business of Altemeier Oliver & Company Agency, Inc.
( AOC ), an independent insurance agency located in Blue Ash, Ohio. The acquired assets consisted solely of a
customer list intangible asset.

Competition

The Bank faces strong competition both in making loans and attracting deposits. The deregulation of the banking
industry and the wide spread enactment of state laws that permit multi-bank holding companies as well as the
availability of nationwide interstate banking has created a highly competitive environment for financial services
providers. The Bank competes with other national and state banks, savings and loan associations, credit unions,
finance companies, mortgage brokerage firms, realty companies with captive mortgage brokerage firms, mutual funds,
insurance companies, brokerage and investment banking companies, and other financial intermediaries operating in its
market and elsewhere, many of whom have substantially larger financial and managerial resources.

The Bank seeks to minimize the competitive effect of other financial institutions through a community banking
approach that emphasizes direct customer access to the Bank's president and other officers in an environment
conducive to friendly, informed, and courteous personal services. Management believes that the Bank is well
positioned to compete successfully in its primary market area. Competition among financial institutions is based upon
interest rates offered on deposit accounts, interest rates charged on loans and other credit and service charges, the
quality and scope of the services rendered, the convenience of the banking facilities, and, in the case of loans to
commercial borrowers, relative lending limits.
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Management believes the commitment of the Bank to personal service, innovation, and involvement in the
communities and primary market areas it serves, as well as its commitment to quality community banking service, are
factors that contribute to its competitive advantage.

Dakin competes with numerous other independent and exclusive insurance agencies (an exclusive agent sells for only
one insurance company) and with insurance companies that sell direct to individuals and businesses without using
agents. Dakin competes by representing high quality insurance companies, providing personalized and responsive
service to its clients, and providing convenient office locations.

Supervision and Regulation

The Sarbanes-Oxley Act of 2002 ("SOX") was signed into law by President George W. Bush on July 30, 2002. The
purpose of SOX is to strengthen accounting oversight and corporate accountability by enhancing disclosure
requirements, increasing accounting and auditor regulation, creating new federal crimes, and increasing penalties for
existing federal crimes. SOX directly impacts publicly traded companies, certified public accounting firms auditing
public companies, attorneys who work for public companies or have public companies as clients, brokerage firms,
investment bankers, and financial analysts who work for brokerage firms or investment bankers. Key provisions
affecting LCNB include:

Certification of financial reports by the chief executive officer ("CEQO") and the chief financial officer ("CFO"), who
are responsible for designing and monitoring internal controls to ensure that material information relating to the issuer
and its consolidated subsidiaries is made known to the certifying officers by others within the company;

2.
Inclusion of an internal control report in annual reports that include management's assessment of the effectiveness of a
company's internal control over financial reporting and a report by the company's independent registered public

accounting firm attesting to management's assessment of internal control;

_5.
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Accelerated reporting of stock trades on Form 4 by directors and executive officers;
4.

Disgorgement requirements of incentive pay or stock-based compensation profits received within twelve months of
the release of financial statements if the company is later required to restate those financial statements due to material
noncompliance with any financial reporting requirement that resulted from misconduct;

5.

Disclosure in a company's periodic reports stating if it has adopted a code of ethics for its CFO and principal
accounting officer or controller and, if such code of ethics has been implemented, immediate disclosure of any change
in or waiver of the code of ethics;

6.

Disclosure in a company's periodic reports stating if at least one member of the audit committee is a "financial expert,"
as that term is defined by the Securities and Exchange Commission (the "SEC"); and

7.

Implementation of new duties and responsibilities for a company's audit committee, including independence
requirements, the direct responsibility to appoint the outside auditing firm and to provide oversight of the auditing
firm's work, and a requirement to establish procedures for the receipt, retention, and treatment of complaints from a
company's employees regarding questionable accounting, internal control, or auditing matters.

In addition, the SEC adopted final rules on September 5, 2002, which rules were amended in December, 2005,

requiring accelerated filing of quarterly and annual reports. Under the amended rules, large accelerated filers include
companies with a market capitalization of $700 million or more and  accelerated filers include companies with a
market capitalization between $75 million and $700 million. Large accelerated filers are required to file their annual
reports within 60 days of year-end and quarterly reports within 40 days. Accelerated filers are required to file their
annual and quarterly reports within 75 days and 40 days, respectively. These new accelerated filing deadlines were
effective for fiscal years ending on or after December 15, 2005. Under the new rules, LCNB is considered an
accelerated filer.

LCNB Corp. and the Bank are subject to an extensive array of banking laws and regulations that are intended
primarily for the protection of the customers and depositors of LCNB's subsidiaries rather than holders of LCNB's
securities. These laws and regulations govern such areas as permissible activities, loans and investments, and rates of
interest that can be charged on loans and reserves. LCNB and the Bank also are subject to general U.S. federal laws

12
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and regulations and to the laws and regulations of the State of Ohio. Set forth below are brief descriptions of selected
laws and regulations applicable to LCNB and the Bank.

13
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LCNB Corp., as a financial holding company, is regulated under the Bank Holding Company Act of 1956, as
amended (the "Act"), and is subject to the supervision and examination of the Board of Governors of the Federal
Reserve System (the "Federal Reserve Board"). The Act requires the prior approval of the Federal Reserve Board for
a bank or financial holding company to acquire or hold more than a 5% voting interest in any bank and restricts
interstate banking activities.

On September 29, 1994, the Act was amended by the Interstate Banking and Branch Efficiency Act of 1994, which
authorizes interstate bank acquisitions anywhere in the country, effective one year after the date of enactment, and
interstate branching by acquisition and consolidation, effective June 1, 1997, in those states that have not opted out by
that date.

The Gramm-Leach-Bliley Act, which amended the Bank Holding Company Act of 1956 and other banking related
laws, was signed into law on November 12, 1999. The Gramm-Leach-Bliley Act repealed certain sections of the
Glass-Steagall Act and substantially eliminated the barriers separating the banking, insurance, and securities
industries. Effective March 11, 2000, qualifying bank holding companies could elect to become financial holding
companies. Financial holding companies have expanded investment powers, including affiliating with securities and
insurance firms and engaging in other activities that are "financial in nature or incidental to such financial activity" or
"complementary to a financial activity." The Gramm-Leach-Bliley Act defines "financial in nature" to include:

1.

securities underwriting, dealing, and market making;
2.

sponsoring mutual funds and investment companies;
3.

insurance underwriting and agency;

4.

merchant banking activities; and

5.

other activities that the Federal Reserve Board, in consultation with and subject to the approval of the Treasury
Department, determines are financial in nature.

14
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Financial holding companies may commence the activities listed above or acquire a company engaged in any of those
activities without additional approval from the Federal Reserve. Notice of the commencement or acquisition must be
provided to the Federal Reserve within thirty days of the start of the activity. Sixty days advance notice is required
before the start of any activity that is "complementary to a financial activity."

The Financial Reform, Recovery and Enforcement Act of 1989 ("FIRREA") provides that a holding company and its
controlled insured depository institutions are liable for any loss incurred by the FDIC in connection with the default of
any FDIC assisted transaction involving an affiliated insured bank or savings association.

The Bank is subject to the provisions of the National Bank Act. The Bank is subject to primary supervision,
regulation and examination by the Office of the Comptroller of the Currency (the "OCC"). The Bank is also subject to
the rules and regulations of the Board of Governors of the Federal Reserve System and the FDIC. Under the Bank
Holding Company Act of 1956, as amended, and under Regulations of the Federal Reserve Board pursuant thereto, a
bank or financial holding company and its subsidiaries are prohibited from engaging in certain tie-in arrangements in
connection with the extension of credit.

15
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The Federal Deposit Insurance Corporation Improvement Act of 1991 ("FDICIA") substantially revised the bank
regulatory and funding provisions of the Federal Deposit Insurance Act and several other federal banking statutes.
Among its many reforms, FDICIA, as amended:

Required regulatory agencies to take "prompt corrective action" with financial institutions that do not meet minimum
capital requirements;

2.

Established five capital tiers: well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized,
and critically undercapitalized;

3.

Imposed significant restrictions on the operations of a financial institution that is not rated well-capitalized or
adequately capitalized;

4,

Prohibited a depository institution from making any capital distributions, including payments of dividends or paying
any management fee to its holding company, if the institution would be undercapitalized as a result;

5.

Implemented a risk-based premium system;

6.

Required an audit committee to be comprised of outside directors;
7.

Required a financial institution with more than $1 billion in total assets to issue annual, audited financial statements
prepared in conformity with U.S. generally accepted accounting principles; and

8.
Required a financial institution with more than $1 billion in total assets to document, evaluate, and report on the

effectiveness of the entity's internal control system and required an independent public accountant to attest to
management's assertions concerning the bank's internal control system.

16
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The members of an audit committee for banks with more than $1 billion in total assets must be independent of
management. Only a majority, rather than all, of the members of an audit committee for banks with total assets
between $500 million and $1 billion must be independent.

Financial institutions that are public companies, such as LCNB, are not relieved from their SOX internal control
reporting and attestation requirements or their audit committee independence requirements by the provisions of
FDICIA.

At December 31, 2006, the Bank was well capitalized based on FDICIA's guidelines.

17
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The Federal Deposit Insurance Reform Act of 2005 and the Federal Deposit Insurance Reform Conforming
Amendments Act of 2005 (collectively, the Deposit Insurance Reform Acts ) were both signed into law during
February, 2006. The provisions of the Deposit Insurance Reform Acts included:

1.

Merging the Bank Insurance Fund and the Savings Association Insurance Fund into a new fund called the Deposit
Insurance Fund, effective March 31, 2006;

2.

Increasing insurance coverage for retirement accounts from $100,000 to $250,000, which increase was effective April
1, 2006;

3.

Adjusting deposit insurance levels of $100,000 for non-retirement accounts and $250,000 for retirement accounts
every five years based on an inflation index, with the first adjustment to be effective on January 1, 2011;

4.

Eliminating a 1.25% hard target Designated Reserve Ratio, as defined, and giving the FDIC discretion to set the
Designated Reserve Ratio within a range of 1.15% to 1.50% for any given year;

5.

Eliminating certain restrictions on premium rates the FDIC charges covered institutions and establishing a risk-based
premium system; and

6.

Providing for a one-time credit for institutions that paid premiums to the Bank Insurance Fund or the Savings
Association Insurance Fund prior to December 31, 1996.

18
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LCNB and the Bank are also subject to the state banking laws of Ohio. Ohio adopted nationwide reciprocal interstate
banking effective October, 1988. However, banking laws of other states may restrict branching of banks to other
counties within the state and acquisitions or mergers involving banks and bank holding companies located in other
states. Additionally, Dakin Insurance Agency, Inc. is subject to State of Ohio insurance regulations and rules and its
activities are regulated by the State of Ohio Department of Insurance.

Noncompliance with laws and regulations by bank holding companies and banks can lead to monetary penalties
and/or an increased level of supervision or a combination of these two items. Management is not aware of any current
significant instances of noncompliance with laws and regulations and does not anticipate any problems maintaining
compliance on a prospective basis. Recent regulatory inspections and examinations of LCNB and the Bank have not
disclosed any significant instances of noncompliance.

The earnings and growth of LCNB are affected not only by general economic conditions, but also by the fiscal and
monetary policies of the federal government and its agencies, particularly the Federal Reserve Board. Its policies
influence the amount of bank loans and deposits and the interest rates charged and paid thereon and thus have an
effect on earnings. The nature of future monetary policies and the effect of such policies on the future business and
earnings of LCNB and the Bank cannot be predicted.

A substantial portion of LCNB's cash revenues is derived from dividends paid by the Bank. These dividends are
subject to various legal and regulatory restrictions. Generally, dividends are limited to the aggregate of current year
retained net income, as defined, plus the retained net income of the two most previous prior years. In addition,
dividend payments may not reduce capital levels below minimum regulatory guidelines.
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Employees

As of December 31, 2006, LCNB, the Bank, and Dakin employed 226 full-time equivalent employees. LCNB is not a
party to any collective bargaining agreement. Management considers its relationship with its employees to be very
good. Employee benefit programs are considered by Management to be competitive with benefit programs provided
by other financial institutions and major employers within LCNB s market area.

Availability of Financial Information

LCNB files unaudited quarterly financial reports on Form 10-Q, annual financial reports on Form 10-K, current
reports on Form 8-K, and amendments to these reports filed or furnished pursuant to Section 13(a) or 15 (d) of the
Securities Exchange Act of 1934 with the SEC. Copies of these reports are available free of charge in the shareholder
information section of the Bank's web site, www.lcnb.com, as soon as reasonably practicable after they are
electronically filed or furnished to the SEC, or by writing to:

Steve P. Foster

Executive Vice President, CFO
LCNB Corp.

2 N. Broadway

P.O. Box 59

Lebanon, Ohio 45036

Financial reports and other materials filed by LCNB with the SEC may also be read and copied at the SEC's Public
Reference Room at 450 Fifth Street, N.-W., Washington, D.C. 20549. Information on the operation of the Public
Reference Room may be obtained from the SEC by calling 1-800-SEC-0330. The SEC also maintains an internet site
(www.sec.gov) that contains reports, proxy and information statements, and other information regarding registrants
that file reports electronically, as LCNB does.
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FINANCIAL INFORMATION ABOUT FOREIGN AND DOMESTIC OPERATIONS AND EXPORT SALES

LCNB and its subsidiaries do not have any offices located in foreign countries and have no foreign assets, liabilities or
related income and expense for the years presented.

-10 -
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STATISTICAL INFORMATION

The following tables and certain tables appearing in Item 7, Management's Discussion and Analysis, present
additional statistical information about LCNB Corp. and its operations and financial condition. They should be read
in conjunction with the consolidated financial statements and related notes and the discussion included in Item 7,
Management's Discussion and Analysis of Financial Condition and Results of Operations, and Item 7A, Quantitative
and Qualitative Disclosures about Market Risk.

Distribution of Assets. Liabilities and Shareholders' Equity: Interest Rates and Interest Differential

The table presenting an average balance sheet, interest income and expense, and the resultant average yield for
average interest-earning assets and average interest-bearing liabilities is included in Item 7, Management's Discussion
and Analysis of Financial Condition and Results of Operations.

The table analyzing changes in interest income and expense by volume and rate is included in Item 7, Management's
Discussion and Analysis of Financial Condition and Results of Operations.

Investment Portfolio

The following table presents the carrying values of securities for the years indicated:

At December 31.
2005
(Dollars in thousands)

)
-]
N
)
-]
=
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Securities available for sale:
U.S. Treasury notes
U.S. Agency notes
U.S. Agency mortgage-backed securities
Municipal securities
Marketable equity securities

Total securities available for sale

Federal Reserve Bank Stock
Federal Home Loan Bank Stock
Total securities

1,179
30,493
22,300
57,149

21
111,142

647

2,685
114,474

-11 -

4,126
47,199
20,858
61,322

133,505

647
2,534
136,686

1,194
23,789
28,503
59,951

113,437

647
2,411
116,495
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Contractual maturities of debt securities at December 31, 2006, were as follows. Actual maturities may differ from
contractual maturities when issuers have the right to call or prepay obligations.

Amortized Market
Cost Value Yield
(Dollars in thousands)

U.S. Treasury notes:
Within one year $ 1,198 1,179 3.20%
Total U.S. Treasury notes 1,198 1,179 3.20%

U.S. Agency notes:

Within one year 16,325 16,225 3.83%
One to five years 11,427 11,304 4.38%
Five to ten years 2,997 2,964 5.12%
After ten years - - -%

Total U.S. Agency notes 30,749 30,493 4.16%

Municipal securities (1):

Within one year 8,162 8,158 5.10%
One to five years 25,036 24,859 4.87%
Five to ten years 11,743 11,840 5.96%
After ten years 12,151 12,292 6.92%
Total Municipal securities 57,092 57,149 5.57%
U.S. Agency mortgage-backed securities 22,792 22,300 4.20%
Totals $ 111,831 111,121 4.88%
(D

Yields on tax-exempt obligations are computed on a tax equivalent basis based upon a 34% statutory Federal income
tax rate.
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Excluding holdings in U.S. Treasury securities and U.S. Government Agencies, there were no investments in
securities of any issuer that exceeded 10% of LCNB's consolidated shareholders' equity at December 31, 2006.

-12 -
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The following table summarizes the distribution of the loan portfolio for the years indicated:

Commercial and industrial

Commerecial, secured by

real estate
Residential real estate

Consumer, excluding

credit cards
Agricultural
Credit card
Lease financing

Other loans, including

deposit overdrafts

Total loans

Deferred costs, net

Allowance for loan losses

Loans, net

(]
©
N

$ 34,940

141,863
173,890

36,471
2,232

16

113
389,525

845
390,370
(2,050)

$ 388,320

()
©
(N

34,607

124,823
161,656

35,879
1,978

37

152
359,132

669
359,801
(2,150)
357,651

At December 31.
2004
(Dollars in thousands)

32,931

107,138
159,286

34,672
1,653

253

167
336,100

490
336,590
(2,150)
334,440

30,519

99,461
139,305

43,283
1,192
2,707

588

212
317,267

566
317,833
(2,150)
315,683

[\
-
[\

35,198

80,882
151,502

51,184
1,314
2,689
1,256

57
324,082

750
324,832
(2,000)
322,832

As of December 31, 2006, there were no concentrations of loans exceeding 10% of total loans that are not already

disclosed as a category of loans in the above table.

The following table summarizes the commercial and agricultural loan maturities and sensitivities to interest rate

change at December 31, 2006:
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Maturing in one year or less
Maturing after one year, but within five years
Maturing beyond five years

Total commercial and agricultural loans

Loans maturing beyond one year:
Fixed rate
Variable rate
Total

- 13-

(Dollars in thousands)

$ 28,294
14,870
135,871

$ 179,035
$ 72,703
78,038

$ 150,741
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Risk Elements

Generally, a loan is placed on non-accrual status when there is an indication that the borrower's cash flows may not be
sufficient to meet payments as they become due, unless the loan is well secured and in the process of collection.
Subsequent cash receipts on a non-accrual loan are recorded as a reduction of principal, and interest income is
recorded once principal recovery is reasonably assured. The current year's accrued interest on loans placed on
non-accrual status is charged against earnings. Previous years' accrued interest is charged against the allowance for
loan losses.

The following table summarizes non-accrual, past-due, and restructured loans for the dates indicated:

28



