Section 1: ARS

HORIZON
_AORIZON

BANCORP. INC.







[This page intentionally left blank]




MESSAGE TO THE SHAREHOLDERS

Dear Shareholder,

In 2019, Horizon Bancorp, Inc. (“Horizon") reported record net income of $66.5 million. This represents a 25.2% increase over the
prior year's net income of $53.1 million and 100.9% increase over 2017’ s net income of $33.1 million. Theincrease in Horizon's 2019
earnings reflects Horizon's successful execution of its ongoing strategy to build mass and scal e through both organic and
acquisitive growth.

During 2019, the equity markets saw arebound over the prior year’s performance, with the major indices reaching high valuation points,
driven primarily by technology stocks. The SNL U.S. Bank Index for banks between $1 billion and $5 billion in total assetsincreased by
19.2% and the SNL U.S. Bank Index for banks between $5 billion and $10 billion in total assetsincreased by 21.2%. Horizon's common
stock price increased by 20.4% for the year, which wasin line with the af orementioned bank indices. Overall, it was an exceptional year
for the equity markets, including banks.

Gainsin Efficiency

In addition, to 2019’ srecord earnings, Horizon achieved its best ever efficiency ratio of 59.86%. The efficiency ratio represents
Horizon's cost to produce one dollar of revenue. Given that our 2019 efficiency ratio included one-time expenses related to our merger
with Salin Bancshares, Inc., we expect thisratio will continue to improve. Horizon will persist on its focus on efficiency through
leveraging backroom operations and investing in new technology to improve processes and workflow.

Horizon's goals for technology investments are first, to improve the customer experience; second, to streamline backroom operations to
increase productivity, and third, to maximize our data management capabilities. During 2019, Horizon's technology investments included
anew consumer loan underwriting system; data warehouse platform; business development tracking software and Interactive Teller
Machines (“ITMs"). In 2020, Horizon plansto invest in anew branch teller platform, mortgage origination system, payment system and
asystem for on-line customer conversation or on-line chat capabilities. These investmentsin 2020 are all focused on improving our

customers' experience.

Acquisitions have been an integral part of Horizon's strategy to build mass and scale. On March 26, 2019, Horizon completed its
fourteenth acquisition over the past sixteen years and our largest to date with the merger of Salin Bancshares, Inc. and its wholly
owned subsidiary Salin Bank and Trust Company. Salin Bank added approximately $900 million in total assets, an excellent core
deposit base and a seasoned management team. |n addition, the Salin team helped Horizon advance our utilization and knowledge
of the ITMs. ITMs enhance the customer experience through extended hours, interaction with alive banker and convenience of a

drive-up.

Customers continue to migrate toward higher utilization of our mobile and internet banking platforms and, accordingly, rely less on bank
branches to handle their transactions. As aresult of the reduction in branch activity, Horizon continuesto rationalize its branch
network. In 2019, Horizon closed ten offices, five from the Salin merger and five of our existing locations. The Salin offices were either
redundant locations, whereby their customers could be served by another office located nearby, or were low performing offices. Over
the past seven years Horizon has closed atotal of twenty-two office locations and will continue to periodically review our branch

delivery systemsfor efficiencies.
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Building for the Future

Asapublicly traded company, Horizon's obligation and responsihility to its shareholdersisto look for growth opportunities, to
improve upon the customer experience, retain and recruit top talent and to build an efficient operation. Horizon believes that the best
opportunities for future growth are in the States of Indiana, Michigan, Ohio and Illinois. Indiana, Michigan and Ohio are fiscally
responsible States, with pockets of strong economic growth and community banks with good core deposits. Illinoisis fiscally
challenged; however, it has strong core deposits and sel ect areas with good growth potential. Horizon will continue to capitalize on
these opportunities through organic and acquisitive growth initiatives.

In 2019, Horizon converted one loan production office to afull service office in Holland, Michigan. This office isin agrowth market

which complements Horizon's current footprint in Western Michigan.

Horizon isacompany on the move and will continue to look for opportunitiesin the markets we serve to build shareholder value.

Focused Growth Outlook

Horizon's three-year strategic plan callsfor acquisitive growth, which we anticipate will account for approximately fifty percent of our
total growth during thistime period. Horizon's acquisition strategy isto partner with like-minded community banks that have similar
values and are located primarily in the states of Indiana and Michigan. Both states have favorable economic environments for business
and are well known to Horizon's senior |eadership team.

A secondary acquisition strategy isto consider opportunitiesin Northwest and Central Ohio and Central Illinois. These markets

provide strong core deposits and complement our existing footprint in Northeast and Central Indiana.

Horizon believes that the banking industry will continue to consolidate as aresult of increased competition, the escalating costs of
doing business, increased regulatory burden, shrinking net interest margins, the need for succession management and the required
investment in technology to remain competitive. Horizon's acquisition experience, reputation for executing smooth integrations,
capacity of our internal systems and ability to retain local people, has positioned uswell to capitalize on these opportunities.

Horizon' s three-year organic growth strategy is focused on the markets where we believe we can gain market share or capitalize on
demographic growth. These markets include major urban areas |ocated in Indiana and Michigan. Most of these markets project
population growth faster than Horizon's legacy branch locations, have strong local economies, and are dominated by very large banks
headquartered outside of these states. We believe organic growth will be achieved by retaining and attracting top talent, rewarding our
employees for our mutual success, taking market share from large banks and focusing on our customers' experience.

Another key component in Horizon's strategic plan isto consistently focus on our four primary and diverse revenue streams which
include: business and agricultural banking, retail banking, mortgage lending and wealth
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and investment management. These four revenue streams provide Horizon and shareholders with stability to weather varying
economic cycles and adiversification of our capital at risk, the combination of which provides for stable and consistent returns over

time.

General Banking Sector Outlook

The economic outlook has several uncertaintiestied to the increasing probability for arecession to occur by 2021. These uncertainties
include the volatile U.S. political environment; the Federal Reserve Bank’s position of accommodation to support growth, albeit slow
growth; and the volatility of international relationships. The recent trade agreements with NAFTA and China have bolstered the short-
term economic outlook; however, the elevated international tension could quickly evaporate any short term gains.

The 2020 headwinds facing the U.S. banking sector include: increased competition for low-cost deposits from internet banks and the
very largest U.S. banks as they increase their annual spend on marketing and invest in new technologies. Also, the low unemployment
rate and increased competition for top talent; the escalating cost of healthcare; the increased loan competition from the Fintech

providers; the slow-down in the manufacturing sector and the risk of arecession in 2021.

To offset these headwinds, Horizon’s 2020 plan isto seek merger partners with banks that provide solid core deposits and to
allocate more treasury management resources to support core deposit growth. In addition, Horizon continues to review its credit
underwriting standards in anticipation of a possible recession in 2021. Lastly, Horizon will continue to deploy atop talent retention

program that has agoal of retaining 100% of our top performers.

Milestones Achieved Acrossthe Company

Horizon achieved the following milestonesin 2019:

+ Record earnings of $66.5 million.
* Record efficiency ratio at 59.86%.

» Surpassed $5.2 hillion in total assets.
+ Completed our fourteenth acquisition over the past sixteen years.

* Good asset quality as measured by low 2019 net charge-offs at 0.06%.

Creating Shareholder Value

Since 2003, Horizon has had a written shareholder value plan. This plan calls for Horizon to create long-term shareholder value by
maintaining our core values, business discipline and focus on strategic objectives. During 2019, this was demonstrated through
several key actions and eventsincluding:

*  Return on average common equity of 10.98%.

* Anincreasein the quarterly dividend by 20% from 10 centsto 12 cents per share.

* Maintained consistent shareholder liquidity with Horizon’s average shares of common stock traded per day at 84,800 and 95,300 for years
2019 and 2018 respectively.
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+  Asof December 31, 2019, Horizon's tangible book value per share was $10.63, which is the highest level since the Company became
publicly traded.

*  Horizon authorized a stock repurchase program for up to 2,250,000 shares of Horizon’s issued and outstanding common stock, no par
value. As of December 31, 2019, Horizon had repurchased atotal of 99,407 shares at an average price per share of $16.04.

+  Continued our enrollment in the Russell 2000 and 3000 indices and to increase shares of Horizon's common stock purchased in index
fundstied to the Russell indices.

*  Wecontinue to improve upon operational leverage by increasing mass and scale. In support of this strategy, we closed on the merger
with Salin Bank on March 26, 2019.

+ Toimproveefficiency and to better allocate our resources, Horizon closed ten officesin 2019.

* In 2019, Horizon's price per common share increased by 20.4%.

Horizon's commitment to people first, a cautious and focused approach to expansion and maintaining a diverse number of revenue
streams, gives us confidence in our ability to weather future economic fluctuations and to continue stable growth while continuing
to deliver shareholder value.

On a Personal Note: On November 12, 2019, longtime Chairman Emeritus Robert C. Dabagia passed away. Mr. Dabagia was a
mentor to Horizon's executive team and provided sound counsel to the Board of Directors throughout his 40 plus yearsin banking.
Mr. Dabagia will always be remembered as the perfect gentleman and an advocate for Horizon and the community at large. His
service to the Company will be missed.

On behalf of the entire Horizon Bancorp family, thank you for your continued support and investment in Horizon.

e o

Craig M. Dwight
Chairman & Chief Executive Officer
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WE DEDICATE THIS REPORT TO THE MEMORY OF ROBERT C. DABAGIA

Robert C. Dabagia served over three decades as Chairman, President and CEO of Citizens Bank of Michigan City and
ultimately Chairman of the Board, President and CEO of Horizon Bank and Horizon Bancorp when heretired in 2013. After
retirement he was bestowed the title of Chairman Emeritus. During histenure, he was an integral part of our Company’s
growth story, including the consolidation of two banksin Michigan City, Indianain 1986. He was al so instrumental in
successfully steering Horizon Bancorp through multiple and varying economic cycles and providing leadership during the
Company’s unprecedented financial growth and performance.

Mr. Dabagia provided |eadership, guidance and inspiration throughout the years, generously giving of histime and
expertise to the company and the community. In addition to his outstanding guidance and leadership as a bank executive,
he also served as a community leader serving on awide variety of civic and charitable causes, setting an example whichisa

vital part of our Company’s culture today.

Annually in honor of Mr. Dabagia's outstanding | eadership and service, Horizon Bank proudly presents the Robert C.
Dabagia L eadership Award to aworthy Horizon Advisor in recognition of hisor her dedication to the community, co-

workers and Company.

Mr. Dabagia' s dedication and support to Horizon Bancorp and the community is atrue standard for all to follow.




SUMMARY OF SELECTED FINANCIAL DATA

(Dollar Amounts In Thousands Except Per Share Data and Ratios)

Earnings

Net interest income
Provision for loan |osses
Other income

Other expenses

Income tax expense

Net income
Preferred stock dividend

Net income available to common shareholders
Cash dividend declared

Per Share Data

Basic earnings per sharet
Diluted earnings per sharet
Cash dividends declared per common sharet
Book value per common sharet
Weighted-average shares outstanding
Basict
Diluted!

Period End Totals

Loans, net of deferred |oan fees and unearned income
Allowance for loan |osses

Total assets

Total deposits

Total borrowings

Ratios

Loan to deposit

Loan to total funding

Return on average assets

Average stockholders’ equity to average total assets
Return on average stockholders' equity

Dividend payout ratio (dividends divided by net income)

Priceto book valueratio
Priceto earningsratio

1Adjusted for 3:2 stock split on June 15, 2018 and November 14, 2016.

2019 2018 2017 2016 2015
$ 160,791 $ 134569 $ 112100 $ 85992 $ 74,734
1,976 2,906 2470 1,842 3,162
43,058 34,413 33,136 35,455 30,402
122,032 102,516 94,813 86,892 74,193
13,303 10,443 14,836 8,801 7,232
66,538 53,117 33,117 23912 20,549
— — — (42) (125)
$ 66538 $ 53117 $ 33117 $ 23870 $ 20424
$ 2083 $ 15418 $ 15418 $ 8382 $ 6216
$ 153 § 139 $ 0% $ 079 $ 0.87
153 1.38 0.95 0.79 0.84
0.46 0.40 0.33 0.27 0.26
14.59 12.82 1193 10.25 9.47
43493316 38347059 34553736 20981502 23,648,166
43597595 38495231 34760439 30123615 24,205,968
$ 3,636,841 $ 3013332 $ 2831995 $ 2135986 $ 1,749,131
17,667 17,820 16,394 14,837 14,534
5,246,829 4246688 3964303 3141156 2,652,401
3,931,022 3139376 2,881,003 2471210 1,880,153
606,052 588,221 601,810 304,945 482,144
92.62% 96.02% 98.30% 86.43% 93.03%
80.25% 80.87% 81.31% 76.94% 74.04%
1.35% 1.31% 0.97% 0.81% 0.87%
12.28% 11.65% 11.15% 10.22% 9.30%
10.98% 11.22% 8.74% 7.92% 9.87%
31.31% 29.03% 34.78% 34.33% 29.85%
130.27% 123.09% 155.28% 182.13% 131.26%
12.42 11.35 19.45 2356 1478
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UNITED STATES

SECURITIESAND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIESEXCHANGE ACT OF 1934

For thefiscal year ended December 31, 2018

Commission file number 0-10792

Horizon Bancorp, Inc.

(Exact name of registrant as specified in itscharter)

Indiana 35-1562417
(State or other jurisdiction of (I.R.S. Employer
incor poration or organization) Identification No.)
515 Franklin Street, Michigan City 46360
(Address of principal executive officers) (Zip Code)

Registrant’stelephone number, including area code: 219-879-0211

Securitiesregistered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, no par value The NASDAQ Stock Market, LLC

Securitiesregistered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is awell-known seasoned issuer, as defined in Rule 405 of the SecuritiesAct  Yes O No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchange Act Yes O No

Indicate by check mark whether the registrant (1) hasfiled all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirementsfor the past 90 days. Yes No O

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of
Regulation ST (8232.405 of this chapter) during the preceding12 months (or for such shorter period that the registrant was required to submit such
files). Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained herein, and will
not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by referencein Part 111 of this Form
10-K or any amendment to the Form 10-K.

Indicate by check mark whether the registrant is alarge accelerated filer, an accelerated filer, anon-accel erated filer, smaller reporting company, or an
emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company,” and “emerging growth
company” in Rule 12b-2 of the Exchange Act.



Accelerated Filer a
Smaller Reporting Company O

X

Large Accelerated Filer
Non-Accelerated Filer O
Emerging Growth Company O
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new
or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes O No

The aggregate market value of the registrant’s common stock held by non-affiliates of the registrant, based on the average sale price of such stock as of
June 29, 2018, the last business day of the registrant’s most recently completed second fiscal quarter, was approximately $763.7 million.

Asof February 27, 2019, the registrant had 38,375,407 shares of common stock outstanding.
Documents I ncor por ated by Reference

Part of Form 10-K into which
portion of document isincorporated

Document
Part I11

Portions of the Registrant’s Proxy Statement to befiled for its
May 2, 2019 annual meeting of shareholders




Table of Contents

HORIZON BANCORP, INC.
2018 Annual Report on Form 10-K
Table of Contents

FORWARD-LOOKING STATEMENTS

PART |
ltem 1 Business
Item 1A Risk Factors
Item 1B Unresolved Staff Comments

Item 2 Properties
Item 3 Legal Proceedings

Item 4 Mine Safety Disclosures
Specia Item: Executive Officers of Registrant
PART Il
Iltem 5 Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities
Item 6 Selected Financial Data
Item 7 Management’s Discussion and Analysis of Financial Condition and Results of Operations
Iltem 7A Quantitative and Qualitative Disclosures about Market Risk
Item 8 Financial Statements and Supplementary Data
Item 9 Changesin and Disagreement with Accountants on Accounting and Financial Disclosure
Item 9A Controls and Procedures
Item 9B Other Information
PART Il
Item 10 Directors, Executive Officers and Corporate Governance
Item 11 Executive Compensation

Item 12 Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Item 13 Certain Relationships and Related Transactions, and Director |ndependence

Item 14 Principal Accounting Fees and Services
PART IV

Item 15 Exhibits and Financial Statement Schedules

SIGNATURES

T
QD
N wlo

23
33

35

36

36
39

63

138
138
138

139
139
140
140
140

140
144



Table of Contents

HORIZON BANCORP, INC.
2018 Annual Report on Form 10-K

FORWARD-LOOKING STATEMENTS

A cautionary note about forward-looking statements: In addition to historical information, information included and incorporated by referencein this
Annual Report on Form 10-K contains certain “ forward-looking statements” within the meaning of the federal securities laws. Horizon Bancorp, Inc.
(“Horizon™) 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 and isincluding this statement for purposes of invoking those safe-harbor provisions. Forward-looking
statements can include statements about estimated cost savings, plans and objectives for future operations and expectations about Horizon’ s financial
and business performance as well as economic and market conditions. They often can be identified by the use of words such as “expect,” “may,” “likely,”
“could,” “should,” “will,” “intend,” “ project,” “estimate,” “believe,” “anticipate,” “seek,” “plan,” “goals,” “strategy,” “future” and variations of such
words and similar expressions.

” o ” ow

Horizon may include forward-looking statementsin filings it makes with the Securities and Exchange Commission (“SEC”), such as this Form 10-K, in
other written materials, and in oral statements made by senior management to analysts, investors, representatives of the mediaand others. Horizon
intends that these forward-looking statements speak only as of the date they are made, and Horizon undertakes no obligation to update any forward-
looking statement to reflect events or circumstances after the date on which the forward-looking statement is made or to reflect the occurrence of
unanticipated events.

Although management believes that the expectations reflected in forward-looking statements are reasonable, actual results may differ materially, whether
adversely or positively, from the expectations of Horizon that are expressed or implied by any forward-looking statement. Risks, uncertainties, and factors
that could cause Horizon’s actual resultsto vary materially from those expressed or implied by any forward-looking statement include but are not limited
to the following:

. economic conditions and their impact on Horizon and its customers;

. changesin thelevel and volatility of interest rates, spreads on earning assets and interest-bearing liabilities, and interest rate
sensitivity;

. rising interest rates and their impact on mortgage |oan volumes and the outflow of deposits;

. loss of key Horizon personnel;

. increasesin disintermediation, as new technologies allow consumersto complete financial transactions without the assistance of
banks;

. loss of feeincome, including interchange fees, as hew and emerging alternative payment platforms (e.g., Apple Pay or Bitcoin) take a
greater market share of the payment systems;

. estimates of fair value of certain of Horizon's assets and liabilities;

. volatility and disruption in financial markets;

. prepayment speeds, loan originations, credit |osses and market values, collateral securing loans and other assets;

. sources of liquidity;

. potential risk of environmental liability related to lending and acquisition activities;

. changes in the competitive environment in Horizon's market areas and among other financial service providers;

. legislation and/or regulation affecting the financial servicesindustry as awhole, and Horizon and its subsidiariesin particular,

including the effects of the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) and the adoption
of regulations by regulatory bodies under the Dodd-Frank Act;

. the impact of whole or partial dismantling of provisions of the Dodd-Frank Act under the current federal administration, including the
2018 Economic Growth, Regulatory Relief, and Consumer Protection Act;

. the impact of the Basel |11 capital rules;

. changesin regulatory supervision and oversight, including monetary policy and capital requirements;

. changes in accounting policies or procedures as may be adopted and required by regulatory agencies,
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. rapid technological developments and changes;

. the risks presented by cyber terrorism and data security breaches;

. therising costs of effective cybersecurity;

. containing costs and expenses,

. the slowing or failure of economic recovery;

. the ability of the U.S. federal government to manage federal debt limits;

. the potential influence on the U.S. financial markets and economy from material changes outside the U.S. or in overseasrelations,

including changesin U.S. trade relations related to imposition of tariffs, Brexit, and the phase out in 2021 of the London Interbank
Offered Rate (“LIBOR"); and

. the risks of expansion through mergers and acquisitions, including unexpected credit quality problems with acquired loans, difficulty
integrating acquired operations and material differencesin the actual financial results of such transactions compared with Horizon's
initial expectations, including the full realization of anticipated cost savings.

Y ou are cautioned that actual results may differ materially from those contained in the forward-looking statements. The “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” in Item 7 of this Form 10-K lists some of the factors that could cause Horizon's actual results
to vary materially from those expressed in or implied by any forward-looking statements. We direct your attention to this discussion.

Other risks and uncertainties that could affect Horizon’s future performance are set forth below in Item 1A, “Risk Factors.”

PART |
ITEM 1. BUSINESS

Thedisclosuresin thisltem 1 are qualified by the disclosures below in Item 1A, “Risk Factors,” and Item 7, “Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” and in other cautionary statements set forth elsewhere in this Annual Report on Form 10-K.

General

Horizon Bancorp, Inc. (“Horizon” or the “ Company”) is aregistered bank holding company incorporated in Indiana and headquartered in Michigan City,
Indiana. Horizon provides a broad range of banking servicesin the Northern and Central regions of Indiana and the Southern, Central and Great L akes
Bay regions of Michigan through its bank subsidiary, Horizon Bank (“Horizon Bank” or the “Bank”) and other affiliated entities and Horizon Risk
Management, Inc. Horizon operates as a single segment, which is commercial banking. Horizon’s common stock is traded on the NASDAQ Global Select
Market under the symbol HBNC. Horizon Bank (formerly known as“Horizon Bank, N.A.”) was a national association until its conversion to an Indiana
commercial bank effective June 23, 2017. Prior to that date, Horizon was chartered as a national banking association founded in 1873. The Bank isafull-
service commercial bank offering commercial and retail banking services, corporate and individual trust and agency services and other services incident
to banking. Horizon Risk Management, Inc. is a captive insurance company incorporated in Nevada and was formed as awholly owned subsidiary of
Horizon.

On October 29, 2018, Horizon entered into an Agreement and Plan of Merger (the“Merger Agreement”) providing for Horizon’s acquisition of Salin
Bancshares, Inc. (“ Salin”). Pursuant to the Merger Agreement, Salin will merge with and into Horizon, with Horizon surviving the merger (the “Merger”),
and Salin Bank and Trust Company, awholly-owned subsidiary of Salin, will merge with and into Horizon Bank, with Horizon Bank as the surviving bank.

The boards of directors of each of Horizon and Salin have approved the merger and the Merger Agreement. Subject to the approval of the Merger by
Salin shareholders, regulatory approvals and other closing conditions, the parties anticipate completing the Merger during the first quarter of 2019.
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In connection with the Merger, shareholders of Salin will receive fixed consideration of 23,907.5 shares of Horizon common stock and $84,417.17 in cash
for each share of Salin common stock. Based on the closing price of Horizon's common stock on October 26, 2018 of $16.95 per share, the transaction
value for the shares of common stock is approximately $135.3 million.

The Merger Agreement also provides for certain termination rights for both Horizon and Salin, and further provides that upon termination of the Merger
Agreement under certain circumstances, Salin will be obligated to pay Horizon atermination fee.

Asof December 31, 2018, Salin had total assets of approximately $929.4 million, total deposits of approximately $749.5 million and total loans of
approximately $593.7 million.

On October 17, 2017, Horizon completed the acquisition of Wolverine Bancorp, Inc., aMaryland corporation (“Wolverine”) and Horizon Bank’s
acquisition of Wolverine Bank, afederally-chartered savings bank and wholly-owned subsidiary of Wolverine, through mergers effective October 17,
2017. Under the terms of the Merger Agreement, shareholders of Wolverine received 1.5228 shares of Horizon common stock and $14.00 in cash for each
outstanding share of Wolverine common stock. Wolverine shares outstanding at the closing to be exchanged were 2,129,331, and the shares of Horizon
common stock issued to Wolverine shareholders totaled 3,241,045. Based upon the October 16, 2017 closing price of $19.37 per share of Horizon common
stock immediately prior to the effectiveness of the merger, less the consideration used to pay off Wolverine Bancorp’s ESOP |oan receivable, the
transaction has an implied valuation of approximately $93.8 million. Asaresult of the acquisition, the Company was able to increase its deposit base and
reduce transaction costs. The Company also expects to reduce costs through economies of scale.

On September 1, 2017, Horizon completed the acquisition of Lafayette Community Bancorp, an Indiana corporation (“ Lafayette”) and the Bank’s
acquisition of Lafayette Community Bank, a state-chartered bank and wholly-owned subsidiary of Lafayette, through mergers effective September 1, 2017.
Under the terms of the Merger Agreement, shareholders of Lafayette received 0.8817 shares of Horizon common stock and $1.73 in cash for each
outstanding share of L afayette common stock. L afayette shareholders owning fewer than 100 shares of common stock received $17.25 in cash for each
common share. L afayette shares outstanding at the closing to be exchanged were 1,856,679, and the shares of Horizon common stock issued to L afayette
shareholderstotaled 1,636,888. Based upon the August 31, 2017 closing price of $17.45 per share of Horizon common stock immediately prior to the
effectiveness of the merger, the transaction has an implied valuation of approximately $34.5 million. As aresult of the acquisition, the Company was able
to increase its deposit base and reduce transaction costs. The Company also expects to reduce costs through economies of scale and to increase revenue
in this vibrant growth market.

On February 3, 2017, Horizon completed the purchase and assumption of certain assets and liabilities of asingle branch of First Farmers Bank & Trust
Company, in Bargersville, Indiana. Net cash of $11.0 million was received in the transaction, representing the deposit balances assumed at closing, net of
amounts paid for loans acquired in the transaction of $3.4 million and a 3.0% premium on deposits. Customer deposit balances were recorded at

$14.8 million and a core deposit i ntangible of $452,000 was recorded in the transaction which will be amortized over ten years on astraight line basis.
There was no goodwill generated in the transaction.

On November 7, 2016, Horizon compl eted the acquisition of CNB Bancorp, an Indiana corporation headquartered in Attica, Indiana (“CNB”) and the
Bank’s acquisition of The Central National Bank and Trust Company (“ Central National Bank & Trust”), through mergers effective November 7, 2016.
Under terms of the acquisition, shareholders of CNB received merger consideration in the form of cash. The total value of the consideration for the
acquisition was $5.3 million. As aresult of the acquisition, the Company was able to increase its deposit base and reduce transaction costs. The
Company also expects to reduce costs through economies of scale.

On July 18, 2016, Horizon compl eted the acquisition of LaPorte Bancorp, Inc., aMaryland corporation (“ LaPorte Bancorp”) and the Bank’s acquisition of
The LaPorte Savings Bank, a state-chartered savings bank and wholly owned subsidiary of LaPorte Bancorp, through mergers effective July 18, 2016.
Under the terms of the merger agreement, shareholders of LaPorte Bancorp had the option to receive $17.50 per share in cash or 1.4153 shares of Horizon
common stock for each share of LaPorte Bancorp’s common stock, subject to allocation provisions to assure that in aggregate,
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L aPorte Bancorp sharehol ders received total consideration that consisted of 65% stock and 35% cash. Asaresult of LaPorte Bancorp stockhol der stock
and cash elections and the related proration provisions of the merger agreement, Horizon issued 5,132,232 shares of its common stock in the merger.
Based upon the July 18, 2016 closing price of $12.24 per share of Horizon common stock, |ess the consideration used to pay off LaPorte Bancorp’s ESOP
loan receivable, the transaction had an implied valuation of approximately $98.6 million. As aresult of the acquisition, the Company was able to increase
its deposit base and reduce transaction costs. The Company also expects to reduce costs through economies of scale.

On June 1, 2016, Horizon compl eted the acquisition of Kosciusko Financial, Inc., an Indiana corporation (“ Kosciusko”) and the Bank’s acquisition of
Farmers State Bank, a state-chartered bank and wholly owned subsidiary of Kosciusko, through mergers effective June 1, 2016. Under the terms of the
merger agreement, shareholders of Kosciusko had the option to receive $81.75 per sharein cash or 6.7775 shares of Horizon common stock for each share
of Kosciusko's common stock, subject to allocation provisionsto assure that in aggregate, K osciusko shareholders received total consideration that
consisted of 65% stock and 35% cash. Kosciusko sharehol ders owning fewer than 100 shares of common stock received $81.75 in cash for each common
share. Asaresult of Kosciusko stockholder stock and cash el ections and the related proration provisions of the merger agreement, Horizon issued
1,310,145 shares of its common stock in the merger. Based upon the June 1, 2016 closing price of $11.04 per share of Horizon common stock, the
transaction had an implied valuation of approximately $23.0 million. Asaresult of the acquisition, the Company was able to increase its deposit base and
reduce transaction costs. The Company also expects to reduce costs through economies of scale.

On July 1, 2015, Horizon completed the acquisition of Peoples Bancorp, an Indiana corporation (“ Peoples’) and the Bank’ s acquisition of Peoples Federal
Savings Bank of DeKalb County (“Peoples FSB”), through mergers effective July 1, 2015. Under the terms of the acquisition, the exchange ratio was
2.1375 shares of Horizon common stock and $9.75 in cash for each outstanding share of Peoples common stock. Peoples sharehol ders owning fewer than
100 shares of common stock received $33.14 in cash for each common share. Peopl es shares outstanding at the closing were 2,311,858, and the shares of
Horizon common stock issued to Peoples sharehol ders totaled 4,932,454. Horizon's stock price was $11.25 per share at the close of business on July 1,
2015. Based upon these numbers, the total value of the consideration for the acquisition was $78.1 million. As aresult of the acquisition, the Company
experienced, and expects to continue to experience, increasesin its deposit base, reductions in transaction costs and reduced costs through economies
of scale.

On April 3, 2014 Horizon completed its acquisition of SCB Bancorp, Inc. (“ Summit”) and the Bank’s acquisition of Summit Community Bank, through
mergers effective as of that date. Under the final terms of the acquisition, the exchange ratio was 1.1034 shares of Horizon’s common stock and $5.15in
cash for each share of Summit common stock outstanding. Summit shares outstanding at the closing were 1,164,442, and the shares of Horizon common
stock issued to Summit shareholders totaled 1,284,345. Horizon's stock price was $9.88 per share at the close of business on April 3, 2014. Based upon
these numbers, the total value of the consideration for the acquisition was $18.9 million (not including the retirement of Summit debt). Asaresult of the
acquisition, the Company experienced, and expects to continue to experience, increasesin its deposit base, reductions in transaction costs and reduced
costs through economies of scale.

The Bank maintains 63 full service offices and 3 loan and deposit production offices. At December 31, 2018, the Bank had total assets of $4.25 billion and
total deposits of $3.14 billion. The Bank has wholly-owned direct and indirect subsidiaries: Horizon Investments, Inc. (“Horizon Investments’), Horizon
Properties, Inc. (“Horizon Properties’), Horizon Insurance Services, Inc. (“Horizon Insurance”), Horizon Grantor Trust, The Loan Store, Inc. and
Wolverine Commercial Holdings, LLC. Horizon Investments manages the investment portfolio of the Bank. Horizon Properties manages the real estate
investment trust. Horizon Insuranceis used by the Company’s Wealth Management to sell certain life insurance products through athird party. Horizon
Grantor Trust holdstitle to certain company owned lifeinsurance policies. The Loan Store, Inc. does not presently engage in any business activities.
Wolverine Commercial Holdings, LLC currently holds one piece of property but does not otherwise engage in significant business activities.

Horizon formed Horizon Bancorp Capita Trust Il in 2004 (“ Trust 11") and Horizon Bancorp Capital Trust 111 in 2006 (“ Trust I11") for the purpose of
participating in pooled trust preferred securities offerings. The Company assumed additional debentures as the result of the acquisition of Alliance
Financial Corporation in 2005, which formed Alliance Financia Statutory Trust | (“Alliance Trust”). The Company also assumed additional debentures as
the result of the
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acquisition of American Trust & Savings Bank (“ American™) in 2010, which formed Am Tru Statutory Trust | (“Am Tru Trust”). The Company also
assumed additional debentures as the result of the Heartland transaction, which formed Heartland (IN) Statutory Trust Il (“Heartland Trust”). In 2016, the
Company also assumed additional debentures as the result of the LaPorte Bancorp transaction. LaPorte Bancorp acquired City Savings Financial
Corporation in 2007. City Savings Financial Corporation issued the debentures and formed City Savings Statutory Trust | (“ City Savings’) in 2003. See
Note 15 of the Consolidated Financial Statementsincluded at Item 8 for further discussion regarding these previously consolidated entities that are now
reported separately.

The business of Horizon is not seasonal to any material degree. No material part of Horizon’s business is dependent upon a single or small group of
customers, the loss of any one or more of which would have amaterially adverse effect on the business of Horizon. In 2018, revenues from loans
accounted for 73.5% of the total consolidated revenue, and revenues from investment securities accounted for 9.1% of total consolidated revenue.

Available Information

The Company’s Internet address is www.horizonbank.com. The Company makes available, free of charge through the “ About Us - Investor Relations —
Documents - SEC Filings” section of its Internet website, copies of the Company’s Annual Report on Form 10-K, Quarterly Reports on Form 10-Q,
Current Reports on Form 8-K and any amendments to those reports filed or furnished pursuant to Section 13(a) of the Securities Exchange Act of 1934, as
amended, as soon as reasonably practicable after those reports are filed with or furnished to the SEC.

Employees

The Company and its subsidiaries employed approximately 716 full and part-time employees as of December 31, 2018.

Competition

Horizon faces a high degree of competition in all of its primary markets. The Bank’s primary market consists of areas throughout the northern,
northwestern, northeastern and central regions of the state of Indiana along with the southern, central and Great L akes Bay regions of the state of
Michigan. The Bank’s primary market is further defined by the Indiana counties of La Porte, Lake, Porter, St. Joseph, Elkhart, Kosciusko, LaGrange,
DeKalb, Noble, Whitley, Allen, Fountain, Tippecanoe, Hamilton, Marion and Johnson, as well as the Michigan counties of Berrien, Cass, St. Joseph,
Kalamazoo, Ingham, Midland, Saginaw, Oakland and Ottawa. The Bank competes with other commercial banks, savings and loan associations, consumer
finance companies, credit unions and other non-bank and digital financial service providers. To a more moderate extent, the Bank competes with Chicago
money center banks, mortgage banking companies, insurance companies, brokerage houses, other institutions engaged in money market financial
services and certain government agencies.

Horizon was the largest of the eight bank and thrift institutions in La Porte County with a 54.99% market share, as of June 30, 2018. In July 2016, Horizon
completed its acquisition of The LaPorte Savings Bank adding its market share and anet of four branches located in La Porte County. In Porter County,
Horizon was thefifth largest of 12 institutions with amarket share of 10.93%. As of June 30, 2018, Horizon held 1.70% of the market sharein Lake County.
Horizon entered K osciusko County in June 2016 through its acquisition of Farmers State Bank. As of June 30, 2018, Horizon held a market share of 7.63%
and was ranked fourth out of 10 institutionsin Kosciusko County. Horizon entered the Indiana counties of Allen, DeKalb, LaGrange, Noble and Whitley
in 2015 through its acquisition of Peoples FSB. As of June 30, 2018, Horizon was the second largest of the 11 bank and thrift institutionsin DeKalb
County with amarket share of 21.96%, followed by market shares of 7.97% in Whitley County; 7.63% in Noble County; 5.33% in LaGrange County; and
lessthan 1% in Allen County. Horizon's market share in the counties of St. Joseph and Elkhart were less than 1% at June 30, 2018. At June 30, 2018,
Horizon held a 10.49% market share in Fountain County, which it entered in late 2016 through the acquisition of Central National Bank and Trust. On
September 1, 2017, Horizon acquired L afayette Community Bank and entered Tippecanoe County. At June 30, 2018, Horizon ranked fifth out of 15
institutionsin Tippecanoe County with a 11.06% market share. In 2012, Horizon entered Johnson County through its acquisition of Heartland Bank and
ranked second of the 19 ingtitutions with amarket share of 12.24%, as of June 30, 2018. Horizon’s market share of deposits was lessthan 1% eachin
Hamilton and Marion Counties.
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Horizon was the fourth largest of the 10 bank and thrift institutions in Berrien County with an 8.88% market share, as of June 30, 2018. The branches
acquired from Peoples FSB in Michigan arelocated in Cass, St. Joseph and Kalamazoo Counties where Horizon held market share of 6.18%, 4.62% and
1.36%, respectively, as of June 30, 2018. Horizon entered | ngham County through its acquisition of Summit Community Bank in 2014 and held 2.26%
market share as of June 30, 2018. On October 17, 2017, Horizon acquired Wolverine Bank and entered Midland and Saginaw counties. At June 30, 2018,
Horizon was the second largest of seven institutionsin Midland County with a 6.32% market share. Horizon held less than 1% market share in Saginaw
County and Kent County, Michigan at June 30, 2018. (Source: FDIC Summary of Deposits Market Share Reports, available at www.fdic.gov.)

Regulation and Supervision
General

As abank holding company and afinancial holding company, the Company is subject to extensive regulation, supervision and examination by the Board
of Governors of the Federal Reserve System (the “ Federal Reserve Board” or “ Federal Reserve”) asits primary federal regulator under the Bank Holding
Company Act of 1956, as amended (“BHC Act”). The Company isrequired to file annual reports with the Federal Reserve and provide other information
that the Federal Reserve may require. The Federal Reserve may also make examinations and inspections of the Company.

The Bank, as an Indiana-chartered bank, is subject to extensive regulation, supervision and examination by the Indiana Department of Financial
Institutions (“DFI”) asits primary state regulator. Also, asto certain matters, the Bank is under the supervision of, and subject to examination by, the
Federal Deposit Insurance Corporation (“FDIC") because the FDIC provides deposit insurance to the Bank and isthe Bank’s primary federal regulator.

The supervision, regulation and examination of Horizon and the Bank by the bank regulatory agencies are intended primarily for the protection of
depositors rather than for the benefit of Horizon's sharehol ders.

Horizon is also subject to the disclosure and regulatory reguirements of the Securities Act of 1933, as amended, and the Securities Exchange Act of 1934,
as amended, as administered by the SEC. Horizon’s common stock is listed on the NASDAQ Global Select Market under the trading symbol “HBNC,” and
Horizon is subject to the NASDAQ rules applicable to listed companies.

Included below is abrief summary of significant aspects of the laws, regulations and policies applicable to Horizon and the Bank. This summary is
qualified initsentirety by referenceto the full text of the statutes, regulations and policies that are referenced and is not intended to be an exhaustive
description of the statutes, regulations and policies applicabl e to the business of Horizon and the Bank. Also, such statutes, regulations and policies are
continually under review by Congress and state legislatures and by federal and state regulatory agencies. A changein statutes, regulations or regul atory
policies applicable to Horizon and the Bank could have a material effect on Horizon's business, financial condition and results of operations.

The Bank Holding Company Act

The BHC Act generally limits the business in which abank holding company and its subsidiaries may engage to banking or managing or controlling
banks and those activities that the Federal Reserve Board has determined to be so closely related to banking as to be a proper incident thereto. Those
closely related activities currently can include such activities as consumer finance, mortgage banking and securities brokerage. Certain well-managed and
well-capitalized bank holding companies may elect to be treated as a“financial holding company” and, as aresult, will be permitted to engage in a broader
range of activitiesthat are financial in nature and in activities that are determined to beincidental or complementary to activitiesthat are financial in
nature. Horizon has both qualified as, and elected to be, afinancial holding company. Activitiesthat are considered financial in nature include securities
underwriting and dealing, insurance underwriting and making merchant banking investments.
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To commence any new activity permitted by the BHC Act or to acquire acompany engaged in any new activity permitted by the BHC Act, each insured
depository institution subsidiary of the financial holding company must have received arating of at least “ satisfactory” in its most recent examination
under the Community Reinvestment Act. The Federal Reserve Board has the power to order any bank holding company or its subsidiaries to terminate
any activity or to terminate its ownership or control of any subsidiary when the Federal Reserve Board has reasonable grounds to believe that
continuation of such activity or such ownership or control constitutes a serious risk to the financial soundness, safety or stability of any bank subsidiary
of the bank holding company.

Federal Reserve Board policy has historically required bank holding companiesto act as a source of financial and managerial strength for their subsidiary
banks. The Dodd-Frank Act, which was signed into law on July 21, 2010, codified this policy. Under this requirement, Horizon isrequired to act asa
source of financial strength to the Bank and to commit resources to support the Bank in circumstances in which Horizon might not otherwise do so. For
this purpose, “source of financial strength” means Horizon's ability to provide financial assistance to the Bank in the event of the Bank’s financial
distress.

The BHC Act, the Bank Merger Act (which isthe popular name for Section 18(c) of the Federal Deposit Insurance Act) and other federal and state
statutes regulate acquisitions of banks and bank holding companies. The BHC Act requires the prior approval of the Federal Reserve before a bank
holding company may acquire more than a 5% voting interest or substantially all the assets of any bank or bank holding company. Banks must al so seek
prior approval from their primary state and federal regulators for any such acquisitions. In reviewing applications seeking approval for mergers and other
acquisition transactions, the bank regulatory authoritieswill consider, among other things, the competitive effect and public benefits of the transactions,
the capital position of the combined organization, the risks to the stability of the U.S. banking or financial system, the applicant’s performance record
under the Community Reinvestment Act and the effectiveness of the subject organizations in combating money laundering activities.

Under the Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA”), abank holding company isrequired to guarantee the compliance
of any insured depository institution subsidiary that may become “undercapitalized” (as defined in FDICIA), with the terms of any capital restoration
plan filed by such subsidiary with its appropriate federal bank regulatory agency.

Bank holding companies, such as Horizon, and their insured depository institutions, such as the Bank, are subject to various regulatory capital
reguirements administered by the federal and state regulators. The guidelines establish a systematic analytical framework that makes regulatory capital
requirements more sensitive to differencesin risk profiles among banking organizations. Risk-based capital ratios are determined by allocating assets and
specified off-balance sheet commitmentsto four risk weighted categories, with higher levels of capital being required for the categories perceived as
representing greater risk. For an additional discussion of the Company’s regulatory capital ratios and regulatory requirements as of December 31, 2018,
please refer to the subsection titled “ Capital Regulation” in this“Regulation and Supervision” section.

Branching and Acquisitions

Indianalaw, the BHC Act and the Bank Merger Act restrict certain types of expansion by the Company and the Bank. The Company and the Bank may be
required to apply for prior approval from (or give prior notice and an opportunity for review to) the Federal Reserve, the DFI and the FDIC, and or other
regulatory agencies as a condition to the acquisition or establishment of new offices, or the acquisition by merger, purchase or otherwise of the stock,
business or assets of other banks or companies.

Under current law, Indiana chartered banks may establish branches throughout the state and in other states, subject to certain limitations. Indianalaw
also authorizes an Indiana bank to establish one or more branches in states other than Indiana through interstate merger transactions and to establish
one or more interstate branches through de novo branching or the acquisition of abranch. The Dodd-Frank Act permits the establishment of de novo
branches in states where such branches could be opened by a state bank chartered by that state. The consent of the state in which the new branch will
be opened is no longer required.



Table of Contents

HORIZON BANCORP, INC.

Deposit | nsurance and Assessments

The Bank’s deposits are insured to applicable limits by the Deposit Insurance Fund (“DIF") of the FDIC. Generally, deposits are insured up to the
statutory limit of $250,000. Banks are subject to deposit insurance premiums and assessments to maintain the DIF. The FDIC has authority to raise or
lower assessment rates on insured banksin order to achieve statutorily required reserve ratios in the DIF and to impose special additional assessments.

The Dodd-Frank Act resulted in significant changes to the FDIC's deposit insurance system. Under the Dodd-Frank Act, the FDIC is authorized to set
thereserveratio for the DIF at no less than 1.35%, and must achieve the 1.35% designated reserve ratio by September 30, 2020. The FDIC must offset the
effect of the increase in the minimum designated reserve ratio from 1.15% to 1.35% on insured depository institutions of less than $10 billion and may
declare dividends to depository institutions when the reserveratio at the end of acalendar quarter is at least 1.5%, although the FDIC has the authority
to suspend or limit such permitted dividend declarations. The FDIC has set the long term goal for the designated reserve ratio of the deposit insurance
fund at 2% of estimated insured deposits.

Also as a consequence of the Dodd-Frank Act, the assessment base for deposit insurance premiums was changed in 2011 from adjusted domestic
depositsto average consolidated total assets minus average tangible equity. Tangible equity for this purpose means Tier 1 capital. The initial base
assessment rates ranged from 5-35 basis points. For small Risk Category | banks, such as Horizon Bank, the rates ranged from 5-9 basis points.

Adjustments are made to the initial assessment rates based on long-term unsecured debt, depository institution debt, and brokered deposits.

Effective as of June 30, 2016, the reserve ratio reached 1.15% and a new assessment rate schedul e became effective July 1, 2016, with rates ranging from 3
to 30 basis pointsinstead of 5 to 35 basis points. Assessment rates for all established smaller banks will be determined using financial measures and
supervisory ratings derived from a statistical model estimating the probability of failure over three years. The new pricing system eliminates risk
categories, but establishes minimum and maximum assessment rates for established small banks based on abank’s CAMEL S compositeratings (i.e.,
capital adequacy, asset quality, management, earnings, liquidity and sensitivity).

Horizon's FDIC deposit insurance expense decreased $513,000 during 2017 compared to 2016 as aresult of the new assessment rate schedul e effective
July 1, 2016. Horizon's FDIC deposit insurance expense increased $398,000 during 2018 compared to 2017 primarily dueto an increasein average
consolidated total assets.

The FDIC may terminate the deposit insurance of any insured depository institution if the FDIC determines, after a hearing, that the institution has
engaged or isengaging in unsafe or unsound practices, isin an unsafe and unsound condition to continue operations or has violated any applicable law,
regulation, order or any condition imposed in writing by, or written agreement with, the FDIC. The FDIC may also suspend deposit insurance temporarily
during the hearing process for a permanent termination of insurance if the institution has no tangibl e capital.

FDIC-insured institutions are al so subject to the requirement to pay assessmentsto the FDIC to fund interest payments on bonds issued by the
Financing Corporation (“FICO"), an agency of the Federal government established to recapitalize the insolvent Federal Savings and Loan Insurance
Corporation, an early predecessor of the DIF. The FICO bonds were scheduled to be repaid between 2017 and 2019, and the last bond is now scheduled
to berepaid in September 2019. For 2018, the Bank paid 0.46 basis points for each $100 of insured deposits for the first quarter, 0.44 basis points for the
second quarter, and 0.32 basis points for the third and fourth quarters. The assessment rate was further reduced to 0.14 basis points for the first quarter
of 2019. The Federal Housing Finance Agency, which is the agency authorized by Congress to prescribe regulations relating to FICO, recently adopted a
final rule effective January 7, 2019, that projects that the last FICO assessment on institutions like Horizon Bank will be collected on the March 29, 2019,
FDIC Quarterly Certified Statement Invoice.
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Transactions with Affiliatesand Insiders

Horizon and the Bank are subject to the Federal Reserve Act, which restricts financial transactions between banks, affiliated companies and their
executive officers, including limits on credit transactions between these parties. The statute prescribes terms and conditions in order for bank affiliate
transactions to be deemed to be consistent with safe and sound banking practices, and it also restricts the types of collateral security permittedin
connection with abank’s extension of credit to an affiliate. In general, extensions of credit (i) must be made on substantially the same terms, including
interest rates and collateral, and subject to credit underwriting procedures that are at |east as stringent as those prevailing at the time for comparable
transactions with non-affiliates, and (ii) must not involve more than the normal risk of repayment or present other unfavorable features.

Capital Regulation

The federal bank regulatory authorities have adopted risk-based capital guidelines for banks and bank holding companies that are designed to make
regulatory capital requirements more sensitive to differencesin risk profiles among banks and bank holding companies and account for off-balance sheet
items. Generally, to satisfy the capital requirements, the Company must maintain capital sufficient to meet both risk-based asset ratio tests and aleverage
ratio test on a consolidated basis. Risk-based capital ratios are determined by all ocating assets and specified off-balance sheet commitmentsinto various
risk-weighted categories, with higher weighting assigned to categories perceived as representing greater risk. A risk-based ratio represents the applicable
measure of capital divided by total risk-weighted assets. The leverage ratio is ameasure of the Company’s core capital divided by total assets adjusted as
specified in the guidelines.

The capital guidelines divide abank holding company’s or bank’s capital into two tiers. Thefirst tier (“Tier 1) includes common equity, certain
non-cumulative perpetual preferred stock and minority interestsin equity accounts of consolidated subsidiaries, less goodwill and certain other
intangible assets (except mortgage servicing rights and purchased credit card relationships, subject to certain limitations). Supplementary capital (“Tier
11") includes, among other items, cumul ative perpetual and long-term limited-life preferred stock, mandatory convertible securities, certain hybrid capital
instruments, term subordinated debt and the allowance for loan and |ease | osses, subject to certain limitations, less required deductions. The regulations
also require the maintenance of aleverage ratio designed to supplement the risk-based capital guidelines. Thisratio is computed by dividing Tier | capital,
net of all intangibles, by the quarterly average of total assets. Pursuant to the regulations, banks must maintain capital levels commensurate with the level
of risk, including the volume and severity of problem loans to which they are exposed.

Effective January 1, 2015 (subject to certain phase-in provisions through January 1, 2019), the Company became subject to new federal banking rules
implementing changes arising from Dodd-Frank and the U.S. Basel Committee on Banking Supervision, providing a capital framework for all U.S. banks
and bank holding companies (“Basel 111"). Basel |11 increased the minimum requirements for both the quantity and quality of capital held by Horizon and
the Bank. The rulesinclude anew common equity Tier 1 capital ratio of 4.5%, aminimum Tier 1 capital ratio of 6.0% (increased from 4.0%), atotal capital
ratio of 8.0% (unchanged from prior rules) and aminimum leverageratio of 4.0%. Thefinal rules aso require acommon equity Tier 1 capital conservation
buffer of 2.5% of risk-weighted assets, which isin addition to the other minimum risk-based capital standardsin the rule. Institutions that do not maintain
the required capital conservation buffer will become subject to progressively more stringent limitations on the percentage of earnings that can be paid out
in dividends or used for stock repurchases and on the payment of certain bonuses to senior executive management. The capital conservation buffer
requirement was phased in over three years beginning in 2016 at 0.625% of risk-weighted assets and increased each year until fully implemented at 2.5%
on January 1, 2019. The capital conservation buffer requirement effectively rai ses the minimum required common equity Tier 1 capital ratio to 7.0%, the
Tier 1 capital ratio to 8.5% and the total capital ratio to 10.5% on afully phased-in basis.

Basel |11 also introduced other changes, including an increase in the capital required for certain categories of assets, including higher-risk construction
real estate loans and certain exposures related to securitizations. Banking organizations with less than $15 billion in assets as of December 31, 2010, such
as Horizon, are permitted to retain non-qualifying Tier 1 capital trust preferred securitiesissued prior to May 19, 2010, subject generally to alimit of 25%
of Tier 1 capital.
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In May 2018, the Economic Growth, Regulatory Relief, and Consumer Protection Act (the “ Regulatory Relief Act”) was enacted, which could change the
regulatory capital requirements applicable to Horizon. The Regulatory Relief Act was enacted to modify or remove certain financial reform rulesand
regulations, including some implemented under the Dodd-Frank Act. Of particular significance for financial institutions and their holding companies with
total consolidated assets of less than $10 billion, the Regulatory Relief Act directs the federal banking regulators to establish a single “ Community Bank
Leverage Ratio” of between 8% to 10% to replace the leverage and risk-based regulatory capital ratios. Any qualifying depository institution or its
holding company that exceeds the “Community Bank Leverage Ratio” will be considered to have met generally applicable leverage and risk-based
regulatory capital ratios, and any qualifying depository institution that exceeds the new ratio will be considered to be “well-capitalized” under the prompt
correction action rules.

Horizon's management believes that, as of December 31, 2018, Horizon and the Bank met all capital adequacy requirements under the Basel 111 capital
rules currently in effect.

Thefollowing isasummary of Horizon's and the Bank’ s regulatory capital and capital requirements at December 31, 2018.

Well Capitalized Under

Required For Capitall Prompt?
Required for Capitall Adequacy Purposes Corrective Action
Actual Adeguacy Purposes with Capital Buffer Provisions
Amount  Ratio Amount Ratio Amount Ratio Amount Ratio

December 31, 2018
Total capital® (to risk-weighted assets)

Consolidated $427,616 1339% $ 255,419 800% $ 315283 9.875% N/A N/A

Bank 396,755 12.43% 255,419 8.00% 315,283 9.875% $ 319,274 10.00%
Tier 1 capital® (to risk-weighted assets)

Consolidated 409,760 12.83% 191,565 6.00% 251,429 7.875% N/A N/A

Bank 378,899 11.87% 191,565 6.00% 251,429 7.875% 255,420 8.00%
Common equity tier 1 capital® (to risk-weighted

assets)

Consolidated 371,297 11.63% 143,673 4.50% 203,537 6.375% N/A N/A

Bank 378,899 11.87% 143,674 4.50% 203,537 6.375% 207,528 6.50%
Tier 1 capital® (to average assets)

Consolidated 409,760 10.12% 162,033 4.00% 162,033 4.000% N/A N/A

Bank 378,899 9.34% 162,327 4.00% 162,327 4.000% 202,908 5.00%

1 Asdefined by regulatory agencies

The Dodd-Frank Act also requires the Federal Reserve to set minimum capital levelsfor bank holding companies that are as stringent as those required
for insured depository subsidiaries, except that bank holding companies with less than $1 billion in assets are exempt from these capital requirements.

Dividends

Horizon isalegal entity separate and distinct from the Bank. The primary source of Horizon's cash flow, including cash flow to pay dividends on its
common stock, isthe payment of dividends to Horizon by the Bank. Under Indianalaw, the Bank may pay dividends of so much of itsundivided profits
(generally, earnings less losses, bad debts, taxes and other operating expenses) asis considered appropriate by the Bank’s Board of Directors. However,
the Bank must obtain the approval of the DFI for the payment of adividend if thetotal of all dividends declared by the Bank during the current year,
including the proposed dividend, would exceed the sum of retained net income for the year to date plusits retained net income for the previous two
years. For this purpose, “retained net income” means net income as calculated for call report purposes, less all dividends declared for the applicable
period. The Bank is generally exempt from this DFI pre-approval processfor dividendsif (i) the Bank has been assigned a composite uniform financial
institutionsrating of 1 or 2 asaresult of the most recent federal or state examination; (ii) the proposed dividend will not resultinaTier 1 leverage ratio
below 7.5%; and (iii) the Bank is not subject to any corrective action, supervisory order, supervisory agreement or board approved operating agreement.

The FDIC has the authority to prohibit the Bank from paying dividends if, in its opinion, the payment of dividends would constitute an unsafe or
unsound practice in light of the financial condition of the Bank.
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In addition, under Federal Reserve supervisory policy, abank holding company generally should not maintain its existing rate of cash dividendson
common shares unless (i) the organization’s net income avail able to common sharehol ders over the past year has been sufficient to fully fund the
dividends and (ii) the prospective rate of earnings retention appears consistent with the organization’s capital needs, assets, quality and overall financial
condition. The Federal Reserveissued aletter dated February 24, 2009, to bank holding companiesinforming them that it expects bank holding companies
to consult with it in advance of declaring dividends that could raise safety and soundness concerns (i.e., such as when the dividend is not supported by
earnings or involves amaterial increase in the dividend rate) and in advance of repurchasing shares of common stock or preferred stock. Although the
effect of thisletter was revised in December 2015 to become inapplicable to certain large U.S. bank holding companies (generally, those with at least

$50 billion in average total consolidated assets), the guidance remains effective for bank holding companies like Horizon.

Prompt Corrective Regulatory Action

Under FDICIA, federal banking regulatory authorities are required to take regul atory enforcement actions known as “ prompt corrective action” with
respect to depository institutions that do not meet minimum capital requirements. The extent of the regulators’ powers depends on whether the
institution in question is categorized as “well capitalized,” “adequately capitalized,” “ undercapitalized,” “significantly undercapitalized,” or “critically
undercapitalized,” as defined by regulation. Depending upon the capital category to which an institution is assigned, the regulators’ corrective powers
include: (i) requiring the submission of a capital restoration plan; (ii) placing limits on asset growth and restrictions on activities; (iii) requiring the
institution to issue additional capital stock (including additional voting stock) or to be acquired; (iv) restricting transactions with affiliates; (v) restricting
the interest rate the institution may pay on deposits; (vi) ordering anew election of directors of the institution; (vii) requiring that senior executive
officers or directors be dismissed; (viii) prohibiting the institution from accepting deposits from correspondent banks; (ix) requiring the institution to
divest certain subsidiaries; (x) prohibiting the payment of principal or interest on subordinated debt; and (xi) ultimately, for critically undercapitalized
institutions, appointing areceiver for the institution.

New prompt corrective action requirements that became effective January 1, 2015, increased the capital level requirements necessary to qualify as“well
capitalized.” At December 31, 2018, the Bank was categorized as “well capitalized,” meaning that the Bank’stotal risk-based capital ratio exceeded 10%,
the Bank’s Tier 1 risk-based capital ratio exceeded 8%, the Bank’s common equity Tier 1 risk-based capital ratio exceeded 6.5%, the Bank’s leverage ratio
exceeded 5%, and the Bank was not subject to aregulatory order, agreement or directive to meet and maintain a specific capital level for any capital
measure.

Banking regulators may change these capital requirements from time to time, depending on the economic outlook generally and the outlook for the
banking industry. For instance, when established, the new Community Bank Leverage Ratio prescribed by the Regulatory Relief Act will set the standard
for a“well-capitalized” institution for purposes of “prompt corrective action.” The Company is unable to predict whether and when any such further
capital requirements would be imposed and, if so, to what levels and on what schedule.

Anti-Money Laundering — The USA Patriot Act and the Bank Secrecy Act

Horizon is subject to the provisions of the USA PATRIOT Act of 2001, which contains anti-money laundering and financial transparency laws and
reguires financial institutions to implement additional policies and procedures to address money laundering, suspicious activities and currency
transaction reporting, and currency crimes. The regulations promulgated under the USA PATRIOT Act of 2001 require financial institutions such asthe
Bank to adopt controls to detect, prevent and report money laundering and terrorist financing and to verify the identities of their customers.

The Bank Secrecy Act of 1970, which was amended to incorporate certain provisions of the USA PATRIOT Act of 2001, also focuses on combating
money laundering and terrorist financing and requires financial institutions to develop policies, procedures and practices to prevent, detect and deter
these activities, including customer identification programs and procedures for filing suspicious activity reports. Banks had until May 2018 at the | atest to
update their policies with respect to new customer due diligence regulations adopted by the U.S. Department of the Treasury under the Bank Secrecy
Act. During 2018, Horizon Bank implemented the Fifth Pillar of the Bank Secrecy Act (“BSA”) which focuses on identifying beneficial ownership. The
BSA officer and BSA analystsincorporated these enhanced due diligence requirementsinto the Bank’s policies, procedures and training programsin
2018.
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Failure to maintain and implement adequate programs to combat money laundering and terrorist financing, or to comply with all of the relevant laws or
regulations relating thereto, could have serious legal and reputational consequences for Horizon and the Bank.

Federal Securities Law and NASDAQ

The shares of common stock of Horizon have been registered with the SEC under the Securities Exchange Act (the “1934 Act”). Horizon is subject to the
information, proxy solicitation, insider trading restrictions and other requirements of the 1934 Act and the rules of the SEC promulgated thereunder.

Shares of common stock held by persons who are affiliates of Horizon may not be resold without registration unless sold in accordance with the resale
restrictions of Rule 144 under the Securities Act of 1933. If Horizon meets the current public information requirements under Rule 144, each affiliate of
Horizon who complies with the other conditions of Rule 144 (including those that require the affiliate’' s sale to be aggregated with those of certain other
persons) would be able to sell in the public market, without registration, anumber of shares not to exceed, in any three-month period, the greater of (i) 1%
of the outstanding shares of Horizon or (ii) the average weekly volume of trading in such shares during the preceding four calendar weeks.

Under the Dodd-Frank Act, Horizon isrequired to provide its shareholders an opportunity to vote on the executive compensation payable to its named
executive officers and on golden parachute paymentsin connection with mergers and acquisitions. These votes are non-binding and advisory. At least
once every six years, Horizon must also permit shareholders to determine, on an advisory basis, whether such votes on executive compensation (called
“say on pay” votes) should be held every one, two, or three years. In both 2012 and 2018, Horizon's shareholders voted in favor of presenting the
executive compensation “say on pay” question every year.

Shares of common stock of Horizon are listed on The NASDAQ Global Select Market under the trading symbol “HBNC,” and Horizon is subject to the
rules of NASDAQ for listed companies.

Sarbanes-Oxley Act of 2002

Horizon is subject to the Sarbanes-Oxley Act of 2002 (the “ Sarbanes-Oxley Act”), which revised the laws affecting corporate governance, accounting
obligations and corporate reporting. The Sarbanes-Oxley Act appliesto all companies with equity or debt securities registered under the 1934 Act. In
particular, the Sarbanes-Oxley Act established: (i) new requirements for audit committees, including independence, expertise and responsibilities;

(if) additional responsibilities regarding financial statementsfor the Chief Executive Officer and Chief Financial Officer of the reporting company; (iii) new
standards for auditors and regulation of audits; (iv) increased disclosure and reporting obligations for the reporting company and its directors and
executive officers; and (v) new and increased civil and criminal penaltiesfor violation of the securities laws.

Pursuant to the final rules adopted by the SEC to implement Section 404 of the Sarbanes-Oxley Act, Horizon is required to include in each Form 10-K it
filesareport of management on Horizon's internal control over financial reporting. Theinternal control report must include a statement of management’s
responsibility for establishing and maintaining adequate control over financial reporting of Horizon, identify the framework used by management to

eval uate the effectiveness of Horizon’sinternal control over financial reporting and provide management’s assessment of the effectiveness of Horizon's
internal control over financial reporting. This Annual Report on Form 10-K also includes an attestation report issued by Horizon's registered public
accounting firm on Horizon’sinternal control over financial reporting.
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Financial System Reform — The Dodd-Frank Act, the CFPB and the 2018 Regulatory Relief Act

The Dodd-Frank Act, which was signed into law in 2010, significantly changed the regulation of financial institutions and the financial servicesindustry.
The Dodd-Frank Act includes provisions affecting large and small financial institutions alike, including several provisionsthat have profoundly affected
how community banks, thrifts, and small bank and thrift holding companies are regulated. Among other things, these provisions eliminated the Office of
Thrift Supervision and transferred its functions to the other federal banking agencies, relaxed rules regarding interstate branching, allowed financial
institutions to pay interest on business checking accounts, changed the scope of federal deposit insurance coverage and imposed new capital
regquirements on bank and thrift holding companies.

The Dodd-Frank Act created the Consumer Financial Protection Bureau (“CFPB”) as an independent bureau within the Federal Reserve System with
broad rulemaking, supervisory and enforcement powers under various federal consumer financial protection laws, including the Equal Credit Opportunity
Act, Truthin Lending Act, Real Estate Settlement Procedures Act, Fair Credit Reporting Act, Fair Debt Collection Practices Act, the Consumer Financial
Privacy provisions of the Gramm-Leach-Bliley Act and certain other statutes. In July 2011, many of the consumer financial protection functions formerly
assigned to the federal banking and other designated agencies were transferred to the CFBP. The CFBP has alarge budget and staff, and has the
authority to implement regulations under federal consumer protection laws and enforce those laws against financial institutions. The CFPB has
examination and primary enforcement authority over depository institutions with $10 billion or morein assets. Smaller institutions are subject to rules
promulgated by the CFPB but continue to be examined and supervised by the federal banking regulators for consumer compliance purposes. The CFPB
aso has authority to prevent unfair, deceptive or abusive practices in connection with offering consumer financial products. Additionally, the CFPB is
authorized to collect fines and provide consumer restitution in the event of violations, engage in consumer financial education, track consumer
complaints, request data, and promote the availability of financial servicesto underserved consumers and communities.

The CFPB has indicated that mortgage lending is an area of supervisory focus and that it will concentrate its examination and rulemaking efforts on the
variety of mortgage-related topics required under the Dodd-Frank Act, including minimum standards for the origination of residential mortgages. The
CFPB has published several final regulations impacting the mortgage industry, including rules related to ability-to-repay, mortgage servicing, escrow
accounts, and mortgage |oan originator compensation. The ability-to-repay rule makes lendersliableif they fail to assess aborrower’s ability to repay
under a prescribed test, but also creates a safe harbor for so called “ qualified mortgages.” Failure to comply with the ability-to-repay rule may resultin
possible CFPB enforcement action and special statutory damages plus actual, class action, and attorneys' fees damages, all of which a borrower may
claim in defense of aforeclosure action at any time.

The CFPB also amended Regulation C to implement amendments to the Home Mortgage Disclosure Act made by the Dodd-Frank Act. The amendment
added a significant number of new information collecting and reporting requirements for financial institutions, most of which became effective as of
January 1, 2018.

The Dodd-Frank Act contains numerous other provisions affecting financial institutions of all types, many of which may have an impact on the operating
environment of Horizon in substantial and unpredictable ways. Horizon hasincurred higher operating costs in complying with the Dodd-Frank Act, and
expects these higher costs to continue for the foreseeabl e future.

In May 2018, the Regulatory Relief Act was enacted to modify or remove certain financial reform rules and regulations, including some of those
implemented under the Dodd-Frank Act. While the Regulatory Relief Act maintains most of the regulatory structure established by the Dodd-Frank Act,
it amends certain aspects of the regulatory framework for small depository institutions with assets of less than $10 billion and for large banks with assets
of more than $50 billion. Many of these changes could result in meaningful regulatory relief for community banks such as Horizon Bank.

The Regulatory Relief Act, among other matters, expands the definition of qualified mortgages which may be held by afinancial institution and simplifies
theregulatory capital rulesfor financial institutions and their holding companies with total consolidated assets of less than $10 billion by instructing the
federal banking regulatorsto establish a single “ Community Bank Leverage Ratio” of between 8% and 10% to replace the |leverage and risk-based
regulatory capital ratios. The federal banking agencies may consider afinancial institution’srisk profile when evaluating whether it qualifiesasa
community bank for purposes of the new ration. In addition, the Regulatory Relief Act includes regulatory relief for community banks regarding
regulatory examination cycles, call reports, the Volcker Rule (proprietary trading prohibitions), mortgage disclosures and risk weights for certain high-risk
commercial rea estate loans.
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Itisdifficult at thistimeto predict when or how any new standards under the Regulatory Relief Act will ultimately be applied to us or what specific impact
the yet-to-be-written implementing rules and regulations will have on community banks.

Horizon's management will continue to review the status of the rules and regul ations adopted pursuant to the Dodd-Frank Act and the Regulatory Relief
Act, and to assess their probable impact on the business, financial condition and results of operations of Horizon.

Federal Home Loan Bank (“ FHLB") System

The Bank isamember of the FHLB of Indianapolis, which is one of twelve regional FHLBs. Each FHLB serves as areserve or central bank for its members
withinits assigned region. The FHLB isfunded primarily from funds deposited by banks and savings associations and proceeds derived from the sale of
consolidated obligations of the FHLB system. It makes |oans to members (i.e., advances) in accordance with policies and procedures established by the
Board of Directors of the FHLB. All FHLB advances must be fully secured by sufficient collateral as determined by the FHLB. The Federal Housing
Finance Board (“FHFB"), an independent agency, controlsthe FHLB System, including the FHLB of Indianapoalis.

The FHLB imposes various limitations on advances such as limiting the amount of certain types of real estate related collateral to 30% of amember’s
capital and limiting total advancesto amember. Interest rates charged for advances vary depending upon maturity, the cost of funds to the FHLB of
Indianapolis and the purpose of the borrowing.

The FHLBs are required to provide funds for the resolution of troubled savings associations and to contribute to affordabl e housing programs through
direct loans or interest subsidies on advances targeted for community investment and low and moderate income housing projects.

Asamember of the FHL B, the Bank isrequired to purchase and maintain stock in the FHLB of Indianapolisin an amount equal to at least 1% of its
aggregate unpaid residential mortgage loans, home purchase contracts, or similar obligations at the beginning of each year. At December 31, 2018, the
Bank’sinvestment in stock of the FHLB of Indianapolis was $18.1 million. For the year ended December 31, 2018, dividends paid by the FHLB of
Indianapolis to the Bank on the FHLB stock totaled approximately $875,000, for an annualized rate paid in dividends of 4.9%.

Limitations on Rates Paid for Deposits; Restrictions on Brokered Deposits

FDIC regulations restrict the interest rates that |ess than well-capitalized insured depository institutions may pay on deposits and also restrict the ability
of suchinstitutions to accept brokered deposits. These regulations permit a“well capitalized” depository institution to accept, renew or roll over
brokered deposits without restriction, and an “ adequately capitalized” depository institution to accept, renew or roll over brokered deposits with awaiver
from the FDIC (subject to certain restrictions on payments of rates). The regulations prohibit an “undercapitalized” depository institution from accepting,
renewing or rolling over brokered deposits. These regul ations contemplate that the definitions of “well capitalized,” “adequately capitalized” and
“undercapitalized” will be the same as the definitions adopted by the agencies to implement the prompt corrective action provisions of FDICIA. The Bank
isawell-capitalized institution, and management does not believe that these regulations have a materially adverse effect on the Bank’s current
operations.

Community Reinvestment Act

Under the Community Reinvestment Act (“ CRA”), the Bank has a continuing and affirmative obligation consistent with its safe and sound operation to
help meet the credit needs of its entire community, including low and moderate income neighborhoods. The CRA does not establish specific lending
requirements or programs for financial institutions nor doesit limit an institution’s discretion to devel op the types of products and servicesthat it
believes are best suited to its particular
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community, consistent with the CRA. The CRA requires the FDIC in connection with its examination of the Bank, to assessits record of meeting the
credit needs of its community and to take that record into account in its evaluation of certain applications by the Bank. For example, the regulations
specify that abank’s CRA performance will be considered in its expansion proposals (e.g., branching and acquisitions of other financial institutions) and
may be the basis for approving, denying or conditioning the approval of an application. As of the date of its most recent regulatory examination, the Bank
was rated “ satisfactory” with respect to its CRA compliance.

Gramm-Leach-Bliley Act, Financial Privacy

The Gramm-Leach-Bliley Act adopted in 1999 (“ Gramm-L each”) was intended to modernize the banking industry by removing barriersto affiliation among
banks, insurance companies, the securitiesindustry and other financial service providers. Gramm-L each was responsible for establishing a distinct type
of bank holding company, known as afinancial holding company, which is allowed to engage in an expanded range of financial services, including
banking, securities underwriting, insurance (both agency and underwriting) and merchant banking. As previously discussed, Horizon has qualified as,
and el ected to become, afinancial holding company under the Gramm-L each amendments to the BHC Act.

Under Gramm-L each, federal banking regulators adopted rules limiting the ability of banks and other financial institutions to disclose non-public
information about consumers to non-affiliated third parties. The rules require disclosure of privacy policiesto consumers and, in some circumstances,
allow consumers to prevent disclosure of certain personal information to non-affiliated third parties. The privacy provisions of Gramm-Leach affect how
consumer information is transmitted through diversified financial services companies and conveyed to outside vendors.

Asafinancial institution, the Bank handles a significant amount of sensitive data, including personal information. The Company does not disclose any
non-public information about any current or former customers to anyone except as permitted by law and subject to contractual confidentiality provisions
which restrict the release and use of such information.

We are al so subject to guidance from the Federal Financial | nstitutions Examination Council (“FFIEC”), an interagency body for five federal banking
regulators, with respect to such matters as data privacy, disaster recovery and cybersecurity.

Horizon continues to monitor existing and new privacy and data security laws for their impact on Horizon’s business operations, including the
applicability of laws such as the European Union’s comprehensive 2018 General Data Privacy Regulation to Horizon and its customers.

I nterchange Fees for Debit Cards

Under the Dodd-Frank Act, interchange fees for bank card transactions must be reasonable and proportional to theissuer’sincremental cost incurred
with respect to the transaction plus certain fraud related costs. I nterchange fees are transaction fees between banks for each bank card transaction,
designed to reimburse the card-issuing bank for the costs of handling and credit risk inherent in abank credit or debit card transaction. Although
institutions with total assets of lessthan $10 billion, like the Bank, are exempt from this requirement, competitive pressures are likely to require smaller
depository institutions to reduce fees with respect to these bank card transactions.

Other Regulation

In addition to the matters discussed above, the Bank is subject to additional regulation of its activities, including a variety of consumer protection
regulations affecting its lending, deposit and debt collection activities and regulations affecting secondary mortgage market activities. Both federal and
state law extensively regulate various aspects of the banking business, such as reserve requirements, truth-in-lending and truth-in-savings disclosures,
equal credit opportunity, fair credit reporting, trading in securities and other aspects of banking operations.
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Effect of Governmental Monetary Policies

The Bank'’s earnings are affected by domestic economic conditions and the monetary and fiscal policies of the United States government and its
agencies. The Federal Reserve's monetary policies have had, and are likely to continue to have, an important impact on the operating results of
commercial banks through its power to implement national monetary policy in order, among other things, to curb inflation or combat arecession. The
monetary policies of the Federal Reserve have major effects upon the levels of bank loans, investments and deposits through its open market operations
in United States government securities and through its regulation of the discount rate on borrowings of member banks and the reserve requirements
against member bank deposits. It is not possible to predict the nature or impact of future changesin monetary and fiscal policies.

Legidlative I nitiatives

Additional legislative and administrative actions affecting the banking industry may be considered by the United States Congress, state legislatures and
various regulatory agencies, including those referred to above such asthe 2018 Regulatory Relief Act. Horizon cannot predict with certainty whether
such legislative or administrative action will be enacted or the extent to which the banking industry in general or Horizon and its affiliates in particular will
be affected.

BANK HOLDING COMPANY STATISTICAL DISCLOSURES
l. DISTRIBUTION OF ASSETS, LIABILITIESAND STOCKHOLDERS EQUITY; INTEREST RATESAND INTEREST DIFFERENTIAL

Information required by this section of Securities Act Industry Guide 3 is presented in “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” as set forthin Item 7 below, herein incorporated by reference.

II.  INVESTMENT PORTFOLIO

A. Thefollowing is a schedul e of the amortized cost and fair value of investment securities available for sale and held to maturity.

December 31, 2018 December 31, 2017 December 31, 2016
Amortized Fair Amortized Fair Amortized Fair
(dollars in thousands) Cost Value Cost Value Cost Value
Availablefor sale
U.S. Treasury and federal agencies $ 16815 $ 16608 $ 19277 $ 19052 $ 8051 $ 7,989
State and municipal 210,386 209,303 148,045 149,564 117,327 116,592
Federal agency collateralized mortgage obligations 187,563 185,003 132,871 130,365 139,040 137,195
Federal agency mortgage-backed pools 183,479 178,736 211,487 208,657 180,183 176,726
Private |abel ed mortgage-backed pools — — 1,650 1,642 — —
Corporate notes 10,666 10,698 272 385 1,238 1,329
Total availablefor sale 608,909 600,348 513,602 509,665 445,839 439,831
Total held to maturity 210,112 208,273 200,448 201,085 193,194 194,086
Total investment securities $ 819,021 $808621 $ 714050 $710,750 $ 639,033 $633,917
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B. Thefollowing isaschedule of maturities of each category of available for sale and held-to-maturity debt securities and the related weighted-
averageyield of such securities as of December 31, 2018:

One Y ear After One Year After FiveYears
or Less Through Five Years Through Ten Years After Ten Years
(dollars in thousands) Amount Yield Amount Yield Amount Yield Amount  Yield
Availablefor sale
U.S. Treasury and federal agencies\? $ — 000% $ 11,607 217% $ 5,001 33%6% $ — 0.00%
State and municipal 20448  2.36% 30,099 2.89% 91,740 4.09% 67,016  4.01%
Federal agency collateralized mortgage obligations® — 0.00% 1,031 2.52% 56,511 261% 127461  3.36%
Federal agency mortgage-backed pool s 14 4.42% 4,115 2.52% 93,174 2.53% 81433 2.96%
Private |abel ed mortgage-backed pool s — 0.00% — 0.00% — 2.53% — 0.00%
Corporate notes — 0.00% — 0.00% 10,365 3.17% 333  0.00%
Total availablefor sale 20462  2.36% 46,852 2.67% 256,791 3.15% 276,243  3.39%
Total held to maturity 70  2.00% 58,405 3.59% 103,326 4.04% 46472  3.80%
Total investment securities $20532 236% $ 105257 318% $ 360,117 340% $322,715  3.45%

@ Fair valueis based on contractual maturity or call date where a call option exists
@ Maturity based upon final maturity date

The weighted-average interest rates are based on coupon rates for securities purchased at par value and on effective interest rates considering
amortization or accretion if the securities were purchased at a premium or discount. Yields are not presented on a tax-equivalent basis.

Excluding those holdings of the investment portfolio in Treasury securities and other agencies and corporations of the U.S. Government, there
were no investments in securities of any oneissuer that exceeded 10% of the consolidated stockholders' equity of Horizon at December 31, 2018.

1. LOAN PORTFOLIO

A. Typesof Loans—Total loans on the balance sheet are comprised of the following classifications for the years indicated.

December December December December December

31 31 31 31 31

(dollars in thousands) 2018 2017 2016 2015 2014
Commercia $ 1721590 $1,669934 $1069956 $ 80499 $ 674,314
Real estate 668,141 609,739 531,874 437,144 254,625
Mortgage warehouse 74,120 94,508 135,727 144,692 129,156
Consumer 549,481 460,999 398,429 362,300 320,459

Total loans 3,013,332 2,835,180 2,135,986 1,749,131 1,378,554
Allowance for loan losses (17,820) (16,394) (14,837) (14,534) (16,501)

Loans, net $ 2995512 $2818786 $2121,149 $1,734597 $ 1,362,053

B. Maturitiesand Sensitivities of Loansto Changesin I nterest Rates—The following is a schedul e of maturities and sensitivities of loansto
changesininterest rates, excluding real estate mortgage, mortgage warehouse and consumer loans, as of December 31, 2018:

OneYear One Through After Five

(dollars in thousands) or Less Five Years Years Total
Maturing or repricing Commercial, financial, agricultural and commercial
tax-exempt loans $1,044106 $ 621879 $ 55605  $1,721,590
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Thefollowing is aschedule of fixed-rate and variable-rate commercial, financial, agricultural and commercial tax-exempt loans due after one year.
(Variable-rate loans are those loans with floating or adjustable interest rates.)

Fixed Variable
(dollars in thousands) Rate Rate
Total commercia, financial, agricultural, and commercial tax-exempt loans due after one
year $ 464,046 $213/438

C. Risk Elements

Non-accrual, Past Due and Restructured L oans—The following schedule summarizes non-accrual, past due and restructured |oans.

December 31 December 31 December 31 December 31 December 31
(dollars in thousands) 2018 2017 2016 2015 2014
Non-performing loans
Commercia
More than 90 days past due $ 208 $ — $ 183 $ — $ —
Non-accrual 6,094 6,902 2,249 5,030 10,024
Trouble debt restructuring - accruing 109 1 — 60 610
Trouble debt restructuring - non-accrual 492 451 — 1,915 1,221
Real estate
More than 90 days past due 180 — — 1 40
Non-accrual 2,846 3,693 2,959 4,354 2,297
Trouble debt restructuring - accruing 1,558 1,672 1,254 808 2,526
Trouble debt restructuring - non-accrual 423 351 809 1,074 1,031
M ortgage warehouse
More than 90 days past due — — — — —
Non-accrual — — — — —
Trouble debt restructuring - accruing — — — — —
Trouble debt restructuring - non-accrual — — — — —
Consumer
More than 90 days past due 180 167 58 27 75
Non-accrual 2,608 2,681 2,728 2,878 2,991
Trouble debt restructuring - accruing 335 285 238 350 1,236
Trouble debt restructuring - non-accrual 142 211 205 183 391
Total non-performing loans 15,175 16,414 10,683 16,680 22,442
Other real estate owned and repossessed collateral
Commercia 1,967 578 542 161 411
Real estate 60 200 2,648 3,046 636
Mortgage warehouse — — — — —
Consumer 48 60 26 — 154
Total other real estate owned and repossessed collateral 2,075 838 3,216 3,207 1,201
Total non-performing assets $ 17,250 $ 17,252 $ 13,899 $ 19,887 $ 23,643

(dollars in thousands)

Gross interest income that would have been recorded on non-accrual |oans outstanding as of
December 31, 2018, in the period if the loans had been current, in accordance with their
original terms and had been outstanding throughout the period or since origination if held

for part of the period. $835
Interest income actually recorded on non-accrual loans outstanding as of December 31, 2018,

and included in net income for the period. 341
Interest income not recognized during the period on non-accrual loans outstanding as of

December 31, 2018. $49%4
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Discussion of Non-Accrual Policy

1

From time to time, the Bank obtains information which may |ead management to believe that the collection of payments may be doubtful on a
particular loan. In recognition of such, it is management’s policy to convert the loan from an “earning asset” to a non-accruing loan. Further,
it ismanagement’s policy to place acommercial |oan on anon-accrua status when delinquent in excess of 90 days or it has had the accrual of
interest discontinued by management. The officer responsible for the loan, the Chief Credit Officer and the senior commercial 1oan workout
officer must review all loans placed on non-accrual status.

Potential Problem Loans:

Impaired and non-accrual loans for which the discounted cash flows or collateral value exceeded the carrying value of the loan totaled
$15.2 million and $16.4 million at December 31, 2018 and 2017. The allowance for impaired and non-accrua loansincluded inthe Bank's
allowance for loan losses totaled $1.0 million and $184,000 at those respective dates. The average balance of impaired loans during 2018 and
2017 was $7.4 million and $3.8 million.

Foreign Outstandings:
None.
L oan Concentrations:

As of December 31, 2018, there are no significant concentrations of loans exceeding 10% of total loans. See Item |11 A above for alisting of
the types of loans by concentration.

D. Other Interest-Bearing Assets

There are no other interest-bearing assets as of December 31, 2018, which would be required to be disclosed under Item |11 C.1 or 2 if such assets
were loans.

IV.  SUMMARY OF LOAN LOSSEXPERIENCE

A. Thefollowingisan analysis of the activity in the allowance for loan losses account:

December 31 December 31  December 31  December 31  December 31

(dollars in thousands) 2018 2017 2016 2015 2014
Loans outstanding at the end of the period® $ 3013332 $ 2835180 $ 2135986 $ 1,749,131 $ 1,378,554
Average |oans outstanding during the period® 2,910,741 2,335,126 1,948,580 1,593,790 1,247,510

@ Net of unearned income and deferred loan fees

December 31 December 31 December 31 December 31 December 31
(dollars in thousands) 2018 2017 2016 2015 2014
Balance at beginning of the period $ 16,394 $ 14,837 $ 14,534 $ 16,501 $ 15,992
L oans charged-off:
Commercial 473 629 758 3,437 1,802
Real estate 76 89 213 288 328
Consumer 2,003 1,535 1,689 2,374 1,999
Total |oans charged-off 2,552 2,253 2,660 6,099 4,129
Recoveries of loans previously charged-off:
Commercia 176 298 210 192 773
Real estate 27 44 97 69 21
Consumer 869 998 814 709 786
Total |oan recoveries 1,072 1,340 1,121 970 1,580
Net loans charged-off 1,480 913 1,539 5,129 2,549
Provision charged to operating expense 2,906 2,470 1,842 3,162 3,058
Balance at end of the period $ 17,820 $ 16,394 $ 14,837 $ 14,534 $ 16,501
Percent of net charge-offs to average | oans outstanding

for the period 0.05% 0.04% 0.07% 0.26% 0.16%
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B.  Thefollowing scheduleis a breakdown of the allowance for |oan |osses allocated by type of loan and the percentage of loansin each category to

total loans.
December 31, 2018 December 31, 2017 December 31, 2016
Allowance % of Loansto Allowance % of Loansto Allowance % of Loansto
(dollars in thousands) Amount Total Loans Amount Total Loans Amount Total Loans
Commercidl, financial and agricultural $ 10,49 5% $ 9,093 56% $ 6579 45%
Real estate 1,676 9% 2,188 13% 2,090 14%
M ortgage warehousing 1,006 6% 1,030 6% 1,254 8%
Consumer 4,643 26% 4,083 25% 4,914 33%
Unallocated — — — — — —
Total $ 17,820 100% $ 16,394 100% $ 14,837 100%
December 31, 2015 December 31, 2014
Allowance % of Loansto Allowance % of Loansto

(dollars in thousands) Amount Total Loans Amount Total Loans

Commercial, financial and agricultural $ 7195 49% $ 7910 48%

Real estate 2,476 17% 2,508 15%

Mortgage warehousing 1,007 7% 1,132 %

Consumer 3,856 27% 4,951 30%

Unallocated — — — —

Total $ 14534 100% $ 16,501 100%

In 1999, Horizon began a mortgage warehousing program. This program is described in “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” in Item 7 below and in the Notes to the Consolidated Financial Statementsin Item 8 below, which are incorporated herein by
reference. The greatest risk related to these loans is transaction and fraud risk. During 2018, Horizon processed approximately $2.359 billion in mortgage
warehouse loans.

V. DEPOSITS

Information required by this sectionisfound in “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in ltem 7
below and in the Consolidated Financial Statements and related Notesin Item 8 below, which are incorporated herein by reference.

VI. RETURN ON EQUITY AND ASSETS

Information required by this section isfound in “Management’s Discussion and Analysis of Financial Condition and Results of Operationsin Item 7
below and in the Consolidated Financial Statements and related Notesin Item 8 below, which are incorporated herein by reference.

VIl. SHORT TERM BORROWINGS

The following isaschedule of statistical information relative to securities sold under agreements to repurchase which are secured by Treasury and U.S.
Government agency securities and mature within one year. There were no other categories of short-term borrowings for which the average balance
outstanding during the period was 30% or more of stockholders' equity at the end of the period.

December 31 December 31
(dollars in thousands) 2018 2017
Outstanding at year-end $ 52,116 $ 61,097
Approximate weighted-average interest rate at year-end 0.64% 0.25%
Highest amount outstanding as of any month-end during the year $ 61,383 $ 63,081
Approximate average outstanding during the year 51,385 55,206
Approximate weighted-average interest during the year 0.43% 0.21%
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ITEM 1A.RISK FACTORS

An investment in Horizon's securitiesis subject to risksinherent to our business. The material risks and uncertainties that management believes currently
affect Horizon are described below. Before making an investment decision, you should carefully consider these risks as well as information we include or
incorporate by reference in thisreport and other filings we make with the SEC. The risks and uncertainties we have described are not the only ones facing
our company. Additional risks and uncertainties not presently known to us or that we currently deem immaterial also may affect our business operations.

If any of these risks or uncertainties materializes or any of these assumptions provesincorrect, our results could differ materially from the forward-looking
statements. All forward-looking statementsin thisreport are current only as of the date on which the statements were made. We do not undertake any
obligation to publicly update any forward-looking statement to reflect events or circumstances after the date on which any statement is made or to reflect
the occurrence of unanticipated events.

Risks Related to Our Business

Asafinancial institution, we are subject to anumber of risks relating to our daily business. Although we undertake avariety of efforts to manage and
control those risks, many of the risks are outside of our control. Among the risks we face are the following:

. Credit risk: therisk that |oan customers or other parties will be unable to perform their contractual obligations;
. Market risk: therisk that changesin market rates and prices will adversely affect our financial condition or results of operation;
. Liquidity risk: therisk that Horizon or the Bank will have insufficient cash or access to cash to meet its operating needs,

. Operational risk: therisk of loss resulting from fraud, inadequate or failed internal processes, cyber-security breaches, people and systems,
or external events;

. Economic risk: the risk that the economy in our markets could decline resulting in increased unemployment, decreased real estate values and
increased loan charge-offs; and

. Compliancerisk: therisk of additional action by our regulators or additional regulation that could hinder our ability to do business
profitably.

The current economic environment poses challenges that could adversely affect our financial condition and results of operations.

For many years, we operated in a challenging and uncertain economic environment due to the volatility and disruption caused by the major recession that
began in 2008. The housing market was significantly impacted, several major banks collapsed, and the U.S. economy continued to shrink through the
third quarter of 2009, representing the longest downturn since the Great Depression. Now, a decade later, the U.S. economy has been recovering slowly
and unevenly. The labor market has seen significant recovery and employment levels are returning to pre-2008 recession levels, but many challenges face
the economy going forward, such as elevated pension and medical costs, government budget deficits, and looming escalation of trade conflicts with
Chinaand others. In addition, economic growth going forward from 2018 into 2019 has been impacted by the partial government shutdown from
December 22, 2018 to January 25, 2019, causing business disruptions from understaffed federal agencies, and loss of income and employment for federal
contractors, aswell astemporary loss of income for over 800,000 federal employees. In addition, even though the Federal Reserve hasindicated that after
four interest rate hikesin 2018, it will slow down on raising rates, both the current higher interest rates and the fading impact of the 2017 tax cuts could
affect the strength of the economy for 2019. Global and national economic changes will ultimately have local economic impact, and can impact us directly
and indirectly. Financial institutions, such asthe Bank, retain direct exposure to the residential and commercial real estate markets, and local declinesin
real estate values, home sales volumes, and loss of confidence in the U.S. economy or loss of employment by borrowers, could have an adverse effect on
our financia condition and results of operations. In general, any loss confidence in the U.S. or local economy could cause financial stress on borrowers
and their customers, driving losses beyond that which is provided in our allowance for loan losses and potentially resulting in the following additional
consequences: increases in loan delinquencies, problem assets and foreclosures; declining demand for our products and services; decreased deposits,
which would negatively impact our liquidity position; and declining asset and collateral values associated with our existing loans, reducing a customer’s
borrowing power and our security for the loans.
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We face intense competition in all phases of our business from other banks, financial institutions and non-banks.

The banking and financial services businessin most of our marketsis highly competitive. Our competitorsinclude large regional banks, local community
banks, savings and |oan associations, securities and brokerage companies, mortgage companies, insurance companies, finance companies, money market
mutual funds, credit unions and other non-bank financial and digital service providers, many of which have greater financial, marketing and technological
resources than us. Many of these competitors are not subject to the same regulatory restrictions that we are and may be able to compete more effectively
asaresult.

Also, technology and other changes have lowered barriersto entry and made it possible for customers to complete financial transactions using
non-banks that historically have involved banks at one or both ends of the transaction. Non-banks now offer products and services traditionally
provided by banks. The wide acceptance of Internet-based commerce has resulted in a number of alternative payment processing systems and lending
platformsin which banks play only minor roles. For example, consumers can maintain funds that would have historically been held as bank depositsin
brokerage accounts or mutual funds. Consumers can also compl ete transactions such as paying bills and/or transferring funds directly without the
assistance of banks. Use of emerging alternative payment platforms, such as Apple Pay or Bitcoin or other cryptocurrencies, can alter consumer credit
card behavior and consequently impact our interchange fee income.

The process of eliminating banks asintermediaries, known as “ disintermediation,” could result in the loss of feeincome, aswell as the loss of customer
deposits and the rel ated income generated from those deposits. The effects of disintermediation can also impact the lending business because of the fast
growing body of financial technology companies that use software to deliver mortgage lending and other financial services. A related risk isthe migration
of bank personnel away from the traditional bank environmentsinto financial technology companies and other non-banks.

Increased competition in our market may result in a decrease in the amounts of our loans and deposits, reduced spreads between |oan rates and deposit
rates or loan termsthat are more favorable to the borrower. Any of these results could have amaterial adverse effect on our ability to maintain our
earnings record, grow our loan portfolios and obtain low-cost funds. If increased competition causes us to significantly discount the interest rates we
offer on loans or increase the amount we pay on deposits, our net interest income could be adversely impacted. If increased competition causes usto
relax our underwriting standards, we could be exposed to higher losses from lending activities. Additionally, many of our competitors are larger in total
assets and capitalization, have greater access to capital markets and offer a broader range of financial servicesthan we can offer.

Annually, the number of banks and the number of bank branches continues to decrease, which decreases the opportunities to expand through
acquisitions. Horizon is also experiencing an increase in competition to acquire other banks, due to the overall strength of financial institutions and their
high capital levels. In addition, credit unions are now actively pursuing small bank acquisitions within our markets. Increased competition for bank
acquisitions may slow Horizon's ability to grow earning assets at comparable historical growth rates.

Our commercial and consumer loans expose usto increased credit risks.

We have alarge percentage of commercial and consumer loans. Commercial loans generally have greater credit risk than residential mortgage loans
because repayment of these loans often depends on the successful business operations of the borrowers. These |oans also typically have much larger
loan balances than residential mortgage loans. Consumer loans generally involve greater risk than residential mortgage loans because they are unsecured
or secured by assets that depreciate in value. Although we undertake a variety of underwriting, monitoring and reserving protections with respect to
these types of loans, there can be no guarantee that we will not suffer unexpected | osses.
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Our holdings of construction, land and home equity loans may pose more credit risk than other types of mortgage loans.

Construction loans, loans secured by commercial real estate and home equity loans generally entail more risk than other types of mortgage loans. When
real estate values decrease, the developersto whom we lend are likely to experience a declinein sales of new homes from their projects. Land and
construction loans are more likely to become non-performing as devel opers are unable to build and sell homesin volumes large enough for orderly
repayment of loans and as other owners of such real estate (including homeowners) are unable to keep up with their payments. We strive to establish
what we believe are adequate reserves on our financial statementsto cover the credit risk of these loan portfolios. However, there can be no assurance
that losses will not exceed our reserves, and ultimately result in amaterial level of charge-offs, which could adversely impact our results of operations,
liquidity and capital.

The allowance for loan losses may prove inadequate or be negatively affected by credit risk exposures.

Our business depends on the creditworthiness of our customers. We periodically review the allowance for |oan and | ease losses for adequacy
considering economic conditions and trends, collateral values, and credit quality indicators, including past charge-off experience and levels of past due
|oans and non-performing assets. There is no certainty that the allowance for loan losses will be adequate over time to cover credit lossesin the portfolio
because of unanticipated adverse changes in the economy, market conditions or events adversely affecting specific customers, industries or markets. If
the credit quality of the customer base materially decreases, if therisk profile of a market, industry or group of customers changes materialy, or if the
allowance for loan losses is not adequate, our business, financial condition, liquidity, capital, and results of operations could be materially adversely
affected.

Changesin market interest rates could adversely affect our financial condition and results of operations.

Our financial condition and results of operations are significantly affected by changesin market interest rates. We can neither predict with certainty nor
control changesin interest rates. These changes can occur at any time and are affected by many factors, including international, national, regional and
local economic conditions, competitive pressures and monetary policies of the Federal Reserve.

Our results of operations depend substantially on our net interest income, which is the difference between the interest income that we earn on our
interest-earning assets and the interest expense that we pay on our interest-bearing liabilities. Our profitability depends on our ability to manage our
assets and liabilities during periods of changing market interest rates. If rates increase rapidly as aresult of an improving economy, we may have to
increase the rates paid on our deposits and borrowed funds more quickly than loans and investments re-price, resulting in a negative impact on interest
spreads and net interest income. The impact of rising rates could be compounded if deposit customers flow funds away from usinto direct investments,
such as U.S. Government bonds, corporate securities and other investment vehicles, including mutual funds, which, because of the absence of federal
insurance premiums and reserve requirements, generally pay higher rates of return than those offered by financial institutions such as ours. These
consequences and consumer reactions may be more likely to occur during afuturerisein interest rates asaresult of, and in reaction to, the historically
low interest rates that persisted for an extended period of time from 2008 until the rates started to rise again slowly in late 2015. In other words, historical
consumer behavior may not be areliable predictor of future consumer behavior in aperiod of rising interest rates (such as 2018, with four interest rate
increases), resulting in alarger outflow of deposits or ahigher level of loan prepayments than we would expect. In either case, our deposit costs may
increase and our loan interest income may decline, either or both of which may have an adverse effect on our financial results.

Changesin interest rates also could affect loan volume. For instance, an increase in interest rates could cause a decrease in the demand for mortgage
loans (and other loans), which could result in asignificant decline in our revenue stream.

Conversely, should market interest rates fall below current levels, our net interest margin could also be negatively affected, as competitive pressures
could keep us from further reducing rates on our deposits, and prepayments and curtailments on assets may continue. Such movements may cause a
decrease in our interest rate spread and net interest margin, and therefore, decrease our profitability.
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We also are subject to reinvestment risk associated with changesin interest rates. Changesin interest rates may affect the averagelife of loans and
mortgage-related securities. Increasesin interest rates may decrease |loan demand and/or may make it more difficult for borrowersto repay adjustable rate
loans. Decreasesin interest rates often result in increased prepayments of 1oans and mortgage-related securities, as borrowers refinance their loansto
reduce borrowing costs. Under these circumstances, we are subject to reinvestment risk to the extent that we are unable to reinvest the cash received
from such prepaymentsin loans or other investments that have interest rates that are comparabl e to the interest rates on existing loans and securities.

An economic slowdown in our primary market areas could affect our business.

Our primary market areafor deposits and loans consists of Northern and Central Indiana and the Southern, Central and Great L akes Bay regions of
Michigan. An economic slowdown could hurt our business and the possible consequences of such adownturn could include the following:

. increases in loan delinquencies and foreclosures,

. declinesin the value of real estate and other collateral securing loans;
. an increase in loans charged off;

. anincrease in the Company’s expense to fund loan loss reserves;

. an increase in collection costs;

. adeclinein the demand for our products and services, and;

. an increase in non-accrual loans and other real estate owned.

Theloss of key members of our senior management team and our lending teams could affect our ability to operate effectively.

We depend heavily on the services of our existing senior management team, particularly our CEO Craig M. Dwight, to carry out our business and
investment strategies. Aswe continue to grow and expand our business and our locations, products and services, we will increasingly need to rely on
Mr. Dwight's experience, judgment and expertise as well asthat of the other members of our senior management team. We also depend heavily on our
experienced and effective lending teams and their respective special market insights, including, for example, our agricultural lending specialists. In
addition to the importance of retaining our lending team, we will also need to continue to attract and retain qualified banking personnel at al levels.
Competition for such personnel isintensein our geographic market areas. If we are unable to attract and retain an effective lending team and other
talented people, our business could suffer. The loss of the services of any senior management personnel, particularly Mr. Dwight, or the inability to
recruit and retain qualified lending and other personnel in the future, could have a material adverse effect on our consolidated results of operations,
financial condition and prospects.

Potential acquisitions may disrupt our business and dilute stockholder value.

We periodically evaluate merger and acquisition opportunities and conduct due diligence activities related to possible transactions with other financial
institutions and financial services companies. We generally seek merger or acquisition partnersthat are culturally similar and possess either significant
market presence or have potential for improved profitability through financial management, economies of scale or expanded services. Acquiring other
banks, businesses, or branchesinvolves various risks commonly associated with acquisitions, including, among other things:

. potential exposure to unknown or contingent liabilities of the target company;

. exposure to potential asset quality issues of the target company;

. potential disruption to our business;

. potential diversion of our management’s time and attention away from day-to-day operations;
. the possible loss of key employees, business and customers of the target company;

. difficulty in estimating the value of the target company, and;

. potential problemsin integrating the target company’s systems, customers and employees with ours.
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Asaresult, merger or acquisition discussions and, in some cases, negotiations may take place and future mergers or acquisitionsinvolving the payment
of cash or the issuance of our debt or equity securities may occur at any time. Acquisitions typically involve the payment of a premium over book and
market values, and, therefore, some dilution of our tangible book value and net income per common share may occur in connection with any future
transaction. To the extent we were to issue additional common shares in any such transaction, our current shareholders would be diluted and such an
issuance may have the effect of decreasing our stock price, perhaps significantly. Furthermore, failure to realize the expected revenue increases, cost
savings, increases in geographic or product presence, and/or other projected benefits from an acquisition could have amaterial adverse effect on our
financial condition and results of operations.

In addition, merger and acquisition costsincurred by Horizon may temporarily increase operating expenses.

We may need to raise additional capital in the future, and such capital may not be available when needed or at all.

We may need to raise additional capital in the future to fund acquisitions and to provide us with sufficient capital resources and liquidity to meet our
commitments, regul atory capital requirements and business needs, particularly if our asset quality or earnings were to deteriorate significantly. Although
we are currently, and have historically been, “well capitalized” for regulatory purposes, in the past we have been required to maintain increased levels of
capital in connection with certain acquisitions. Additionally, we periodically explore acquisition opportunities with other financial institutions, some of
which arein distressed financial condition. Any future acquisition, particularly the acquisition of asignificantly troubled institution or an institution of
comparable sizeto us, may require usto raise additional capital in order to obtain regulatory approval and/or to remain well capitalized.

Our ability to raise additional capital, if needed, will depend on, among other things, conditions in the capital markets at that time, which are outside of our
control, and our financial performance. Economic conditions and the loss of confidence in financial institutions may increase our cost of funding and limit
access to certain customary sources of capital, including inter-bank borrowings, repurchase agreements and borrowings from the discount window of the
Federal Reserve.

We cannot guarantee that such capital will be available on acceptable termsor at all. Any occurrence that may limit our access to the capital markets,
such as adecline in the confidence of debt purchasers, our depositors or counterparties participating in the capital markets, may adversely affect our
capital costs and our ability to raise capital and, in turn, our liquidity. Moreover, if we need to raise capital in the future, we may have to do so when many
other financial institutions are also seeking to raise capital and would have to compete with those institutions for investors. An inability to raise
additional capital on acceptable termswhen needed could have a materially adverse effect on our business, financial condition and results of operations
and may restrict our ability to grow.

The preparation of our financial statementsrequiresthe use of estimatesthat may vary from actual results.

The preparation of consolidated financial statementsin conformity with accounting principles generally accepted in the United States of Americarequires
management to make significant estimates that affect the financial statements. One of our most critical estimatesisthe level of the allowance for loan
losses. Due to the inherent nature of these estimates, we cannot provide absolute assurance that we will not have to increase the allowance for loan
losses and/or sustain loan losses that are significantly higher than the provided allowance.

Our mortgage warehouse and indirect lending operations are subject to a higher fraud risk than our other lending operations.

We buy loans originated by mortgage bankers and automobile deal ers. Because we must rely on the mortgage bankers and automobile dealersin making
and documenting these loans, there is an increased risk of fraud to us on the part of the third-party originators and the underlying borrowers. In order to
guard against thisincreased risk, we perform investigations on the mortgage companies with whom we do business, and we review the loan files and loan
documents we purchase to attempt to detect any irregularities or legal noncompliance. However, thereis no guarantee that our procedures will detect all
cases of fraud or legal noncompliance.
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Our mortgage lending profitability could be significantly reduced if we are not able to resell mortgages at a reasonable gain on sale or experience
other problems with the secondary market process or we are unableto retain our mortgage loan sales force dueto regulatory changes.

Currently, we sell a substantial portion of the mortgage loans we originate. The profitability of our mortgage banking operations dependsin large part
upon our ability to aggregate a high volume of loans and to sell them in the secondary market at a gain. Thus, we are dependent upon the existence of an
active secondary market and our ability to profitably sell loansinto that market.

Our ability to sell mortgage loans readily is dependent upon the availability of an active secondary market for single-family mortgage loans, whichin turn
dependsin part upon the continuation of programs currently offered by Fannie Mae, Freddie Mac and Ginnie Mae (the “ Agencies”) and other
institutional and non-institutional investors. These entities account for a substantial portion of the secondary market in residential mortgage loans. Some
of the largest participantsin the secondary market, including the Agencies, are government-sponsored enterprises whose activities are governed by
federal law. Any future changesin laws that significantly affect the activity of such government-sponsored enterprises could, in turn, adversely affect
our operations.

In September 2008, Fannie Mae and Freddie Mac were placed into conservatorship by the U.S. government. Although to date, the conservatorship has
not had a significant or adverse effect on our operations, and during 2010 and 2012 the Federal Housing Finance Agency indicated that the Treasury
Department is committed to fund Fannie Mae and Freddie Mac to levels needed in order to sufficiently meet their funding needs, it is currently unclear
whether further changes would significantly and adversely affect our operations. Members of the present federal administration have expressed an intent
to seek an end to the conservatorship and to privatize the Agencies, and it is unclear how that might impact us. In addition, our ability to sell mortgage
loans readily is dependent upon our ability to remain eligible for the programs offered by the Agencies and other institutional and non-institutional
investors. Our ability to remain eligible may also depend on having an acceptable peer-relative delinquency ratio for the Federal Housing Administration
(“FHA"™) and maintaining a delinquency rate with respect to Ginnie Mae poolsthat are below Ginnie Mae guidelines. In the case of Ginnie Mae pools, we
have repurchased delinquent loans from them in the past to maintain compliance with the minimum required delinguency ratios. Although these loans are
typically insured as to principal by the FHA, such repurchases increase our capital and liquidity needs, and there can be no assurance that we will have
sufficient capital or liquidity to continue to purchase such loans out of the Ginnie Mae poolsif required to do so.

Any significant impairment of our eligibility with any of the Agencies could materially and adversely affect our operations. Further, the criteriafor loans
to be accepted under such programs may be changed from time-to-time by the sponsoring entity which could result in alower volume of corresponding
loan originations. The profitability of participating in specific programs may vary depending on a number of factors, including our administrative costs of
originating and purchasing qualifying loans and our costs of meeting such criteria.

Our mortgage lending profitability could be significantly reduced as changesin interest rates could affect mortgage origination volume and pricing
for selling mortgages on the secondary market.

Currently, we sell asubstantial portion of the mortgage |loans we originate. The profitability of our mortgage banking operations dependsin large part
upon our ability to originate and sell mortgages to the secondary market at again.

A higher interest rate environment can negatively affect the volume of |oan originations and refinanced | oans reducing the dollar amount of loans
available to be sold to the secondary market. Higher interest rates can also negatively affect the premium received on |oans sold to the secondary market
as competitive pressures to originate loans can reduce pricing.

We are exposed to intangible asset risk in that our goodwill may become impaired.

As of December 31, 2018, we had $130.3 million of goodwill and other intangible assets. A significant and sustained decline in our stock price and market
capitalization, a significant decline in our expected future cash flows, asignificant adverse change in the business climate, or slower growth rates could
result in impairment of goodwill. If we were to conclude that a future write-down of our goodwill is necessary, then we would record the appropriate
charge, which could be materially adverse to our operating results and financial position. For further discussion, see Notes 1 and 11, “Nature of
Operations and Summary of Significant Accounting Policies’” and “ Goodwill and Intangible Assets,” to the Consolidated Financial Statements included
in Item 8 of our Annual Report on Form 10-K for the year ended December 31, 2018.
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We are subject to extensive regulation and changesin laws and regulatory policies could adversely affect our business.

Our operations are subject to extensive regulation by federal agencies. See “ Regulation and Supervision” in the description of our Businessin Item 1 of
Part | of thisreport for detailed information on the laws and regulations to which we are subject. Changes in applicable laws, regulations or regul ator
policies can materially affect our business. The likelihood of any major changesin the future and their effects are impossible to determine. As an example,
the Bank could experience higher credit |osses because of federal or state legislation or by regulatory or bankruptcy court action that reduces the amount
the Bank’s borrowers are otherwise contractually required to pay under existing loan contracts. Also, the Bank could experience higher credit |osses
because of federal or state legislation or regulatory action that limitsits ability to foreclose on property or other collateral or makes foreclosure less
economically feasible.

We face other risks from recent actions of the U.S. Treasury and the Internal Revenue Service. In November 2016, these agencies issued a Notice making
captiveinsurance company activities “transactions of interest” due to the potential for tax avoidance or evasion. We have a captive insurance company
and it isnot certain at this point how the Notice may impact us on our operation of the captive insurance company as arisk management tool.

Legislation enacted in recent years, together with additional actions announced by the U.S. Treasury and other regulatory agencies, continue to devel op.
It isnot clear at thistime what impact legislation and liquidity and funding initiatives of the U.S. Treasury and other bank regulatory agencies, and
additional programsthat may be initiated in the future, will have on the financial markets and the financial servicesindustry.

The full impact of the Tax Cutsand Jobs Act on usand our customersisunknown at present, creating uncertainty and risk related to our customers’
future demand for credit and our futureresults.

On December 22, 2017, President Trump signed the Tax Cuts and Jobs Act (the “ Tax Reform Act”), which introduced broad and complex tax reforms.
Among other changes, the Tax Reform Act reduced the corporate tax rate for 2018 and limited the utilization of net operating losses to offset taxable
income. Asaresult, during the fourth quarter of 2017, Horizon recognized an increase in income tax expense because of a$2.4 million adjustment of
Horizon's net deferred tax assets to the new corporate rate. Many aspects of the Tax Reform Act were clarified during 2018 by the U.S. Treasury and the
Internal Revenue Service. As additional clarification and implementation guidance isissued on the Tax Reform Act, we may need to make further
adjustments, which could have an impact on our earnings.

Increased economic activity expected to result from the decrease in tax rates on businesses generally could spur additional economic activity that would
encourage additional borrowing. At the same time, some customers may elect to use their additional cash flow from lower taxesto fund their existing
levels of activity, decreasing borrowing needs. The limitations on the federal income tax deductibility of business interest expense (subject to new
proposed regulations announced in November 2018) may affect a significant number of our customers, effectively increasing the cost of borrowings and
making equity or hybrid funding relatively more attractive. This could have along-term negative impact on business customer borrowing. We
experienced an increase in our after-tax net income available to stockholdersin 2018, and anticipate an increase in future years as aresult of the decrease
in our effective tax rate. Some or all of this benefit could be lost to the extent that the banks and financial services companies we compete with elect to
lower interest rates and fees and we are forced to respond in order to remain competitive. There is no assurance that presently anticipated benefits of the
Tax Reform Act for the Company will be realized.

In addition, the Tax Reform Act could have an impact on how we compensate our executives due to amendments affecting the deductibility of certain
executive compensation, and it could also prompt tax changes at the state level that could impact us.
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In short, the Tax Reform Act may have wide-ranging, unexpected and material effects on our business practices, financial condition and results of
operations, and we are not able to predict all of these effects at thistime.

In the long-term, U.S. corporate tax rates may increase and therefore would have an adverse impact on earnings.

Our inability to continue to process large volumes of transactions accurately could adversely impact our business and financial results.

We process large volumes of transactions on a daily basis and are exposed to numerous types of operational risk. Operational risk resulting from
inadequate or failed internal processes, people and systemsincludes the risk of fraud by personsinside or outside Horizon, the execution of unauthorized
transactions by employees, errors relating to transaction processing and systems, and breaches of the internal control system and compliance
requirements. This risk of loss also includes the potential legal actionsthat could arise as aresult of the operational deficiency or as aresult of
noncompliance with applicable regulatory standards. Accordingly, if systems of internal control should fail to work as expected, if systemsare used in an
unauthorized manner, or if employees subvert the system of internal controls, significant losses could result.

We establish and maintain systems of internal operational controlsthat are designed to provide us with timely and accurate information about our level
of operational risk. While not fool proof, these systems have been designed to manage operational risk at appropriate, cost-effective levels. Procedures
also exist that are designed to ensure that policies relating to conduct, ethics and business practices are followed. If these systemsfail, significant losses
could result.

While we continually monitor and improve the system of internal controls, data processing systems and corporate-wide processes and procedures, there
can be no assurance that future losses will not occur.

Our information systems may experience cyber-attacks or an interruption or breach in security. Our cybersecurity systems could be inadequate or
fail.

Werely heavily on internal and outsourced technologies, communications, and information systems to conduct our business. Additionally, in the normal
course of business, we collect, process and retain sensitive and confidential information regarding our customers. As our reliance on technology has
increased, so have the potential risks of atechnology-related operation interruption (such as disruptionsin our customer relationship management,
general ledger, deposit, loan, or other systems) or the occurrence of cyber-attacks (such as unauthorized access to our systems, computer viruses or
other malicious code). These risks haveincreased for al financial institutions as new technologies, including the use of the Internet and
telecommuni cations technol ogies (including mobile devices), have become commonly used to conduct financial and other business transactions, during
atime of increased technological sophistication of organized crime, perpetrators of fraud, hackers, terrorists and others. In addition to cyber-attacks or
other security breaches involving the theft of sensitive and confidential information, hackers recently have engaged in attacks against large financial
institutions, particularly denial of service attacks, that are designed to disrupt key business services, such as customer-facing web sites. We are not able
to anticipate or implement effective preventive measures against all security breaches of these types, especially because the techniques used change
frequently and because attacks can originate from awide variety of sources, both domestic and foreign. However, we have analyzed and will continue to
analyze security related to device-specific considerations, user access topics, transaction-processing and network integrity.

We also face risks related to cyber-attacks and other security breachesin connection with credit card and debit card transactions that typically involve
the transmission of sensitiveinformation regarding our customers through various third parties, including merchant acquiring banks, payment
processors, payment card networks and our processors. Some of these parties have in the past been the target of security breaches and cyber-attacks,
and because the transactions involve third parties and environments such as the point of sale that we do not control or secure, future security breaches
or cyber-attacks affecting any of these third parties could impact us through no fault of our own, and in some cases we may have exposure and suffer
losses for breaches or attacks relating to them. Further cyber-attacks or other breaches in the future, whether affecting us or others, could intensify
consumer concern and regulatory focus and result in reduced use of payment cards and increased costs, all of which could have amaterial adverse effect
on our business.
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To the extent we are involved in any future cyber-attacks or other breaches, we may be required to expend significant additional resources to modify our
protective measures or to investigate and remediate vulnerabilities or other exposures, and we may be subject to litigation and financial losses that are
either not insured against or not fully covered through any insurance we maintain. We could also suffer significant damage to our reputation. Although
we are insured against many of these risks, including privacy breach response costs, notification expenses, breach support and credit monitoring
expenses, cyber extortion and cyber terrorism, there can be no assurances that such insurance will be sufficient to cover all costs arising from a data or
information technology breach and our exposure may exceed our coverage.

We continually encounter technological changes.

Thefinancial servicesindustry is continually undergoing rapid technological change with frequent introductions of new technology-driven products and
services. The effective use of technology increases efficiency and enables financial institutions to better serve customers and to reduce costs. Our future
success depends, in part, upon our ability to address the needs of our customers by using technology to provide products and services that will satisfy
customer demands, as well asto create additional efficienciesin our operations. Many of our competitors have substantially greater resourcesto invest
in technological improvements, and we may not be able to effectively implement new technology-driven products and services or be successful in
marketing these products and services to our customers. Failure to successfully keep pace with technological change affecting the financial services
industry could have amaterial adverse impact on our business and, in turn, our financial condition and results of operations.

Werely on other companiesto provide key components of our businessinfrastructure.

Third-party vendors provide key components of our business infrastructure, including Internet connections, mobile and internet banking, statement
processing, loan document preparation, network access and transaction and other processing services. Although we have selected these third-party
vendors carefully, we do not control their actions. Any problems caused by these third parties, including as aresult of inadequate or interrupted service
or breach of customer information, could adversely affect our ability to deliver products and services to our customers and otherwise to conduct our
business. In addition, any breach in customer information could affect our reputation and cause aloss of business. Replacing these third-party vendors
also could result in significant delay and expense.

Damage to our reputation could damage our business.

Our business depends upon earning and maintaining the trust and confidence of our customers, investors and employees. Damage to our reputation
could cause significant harm to our business and prospects. Harm to our reputation can arise from numerous sources, including, among others, employee
misconduct, compliance failures, litigation or regulatory outcomes or governmental investigations. In addition, afailure to deliver appropriate standards
of service and quality, or afailure or perceived failure to treat customers and clients fairly, can result in customer dissatisfaction, litigation, privacy breach
and heightened regulatory scrutiny, all of which can lead to lost revenue, higher operating costs and harm to our reputation. Adverse publicity about
Horizon, whether or not true, may result in harm to our existing business, customer relationships and prospects. Should any events or factors that can
undermine our reputation occur, there is no assurance that the additional costs and expenses that we may need to incur to address theissues giving rise
to the reputational harm would not adversely affect our earnings and results of operations.

The soundness of other financial institutions could adversely affect us.

Financial servicesinstitutions are interrelated as aresult of trading, clearing, counterparty, or other relationships. We have exposure to many different
industries and counterparties, and we routinely execute transactions with counterpartiesin the financial servicesindustry, including brokers and dealers,
commercial banks, investment banks, mutual and hedge funds, and other institutional clients. Many of these transactions expose usto credit risk in the
event of default by our counterparty or client. In addition, our credit risk may be exacerbated when the collateral held by us cannot berealized or is
liquidated at prices not sufficient to recover the full amount of the loan or derivative exposure due us. There is no assurance that any such losses would
not materially and adversely affect our results of operations or earnings.
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Loss of income due to payment systems leaving the banking industry.

Astechnology continuesto improve there is an increasing erosion of banks processing payments to Fintech companies, such as Amazon, Walmart and
Paypal, to name afew. As banks lose transaction processing volume we may experience adecline in deposits and related fee income. In addition, an
increase in the usage of crypto currencieswill diminish the need for banks and their related payment systems.

Risks Related to our Common Stock

The price of our common stock may fluctuate significantly, and this may make it difficult for you to resell our common stock at times or at pricesyou
find attractive.

Although our common stock islisted on the NASDAQ Global Select Market, our stock price constantly changes, and we expect our stock price to
continue to fluctuate in the future. Our stock priceisimpacted by avariety of factors, some of which are beyond our control.

These factorsinclude:

variations in our operating results or the quality of our assets;

operating results that vary from the expectations of management, securities analysts and investors;

increases in loan | osses, non-performing loans and other real estate owned;

changesinthe U.S. corporate tax rates;

changesin expectations as to our future financial performance;

announcements of new products, strategic developments, new technology, acquisitions and other material events by us or our competitors;
ability to fund Horizon's assets through core deposits and/or wholesal e funding;

the operating and securities price performance of other companies that investors believe are comparableto us;
our inclusion on the Russell 3000 or other indices;

actual or anticipated sales of our equity or equity-related securities;

our past and future dividend practice;

our creditworthiness;

interest rates;

the credit, mortgage and housing markets, and the markets for securities relating to mortgages or housing;
developments with respect to financial institutions generally; and

economic, financial, geopolitical, regulatory, congressional or judicial eventsthat affect us or the financial markets.

In addition the stock market in general has experienced price and volume fluctuations. This volatility has had a significant effect on the market price of
securitiesissued by many companies and particularly those in the financial services and banking sector, including for reasons unrelated to their
operating performance. These broad market fluctuations may adversely affect our stock price, notwithstanding our operating results.

Because our stock is moderately traded, it may be more difficult for you to sell your sharesor buy additional shareswhen you desireto do so and the
price may be volatile.

Although our common stock has been listed on the NASDAQ stock market since December 2001, our common stock is moderately traded. The prices of
moderately traded stocks, such as ours, can be more volatile than stockstraded in alarge, active public market and can be more easily impacted by sales
or purchases of large blocks of stock. Moderately traded stocks are also less liquid, and because of the low volume of trades, you may be unable to sell
your shares when you desire to do so.
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Provisionsin our articles of incorporation, our by-laws, and I ndiana law may delay or prevent an acquisition of us by a third party.

Our articles of incorporation and by-laws and Indianalaw contain provisions that have certain anti-takeover effects. While the purpose of these
provisionsisto strengthen the negotiating position of the board of directorsin the event of a hostile takeover attempt, the overall effects of these
provisions may be to render more difficult or discourage a merger, tender offer or proxy contest, the assumption of control by a holder of alarger block of
our shares, and the removal of incumbent directors and key management.

Our articles of incorporation provide for a staggered board, which means that only one-third of our board can be replaced by shareholders at any annual
meeting. Our articles also provide that our directors may only be removed without cause by shareholders owning 70% or more of our outstanding
common stock.

Our articles also preempt Indianalaw with respect to business combinations with a person who acquires 10% or more of our common stock and provide
that such transactions are subject to independent and super-majority shareholder approval requirements unless certain pricing and board pre-approval
requirements are satisfied.

Our by-laws do not permit cumulative voting of shareholdersin the election of directors, allowing the holders of amajority of our outstanding shares to
control the election of all our directors, and our directors are elected by plurality (not majority) voting. Our by-laws al so establish detailed procedures that
shareholders must follow if they desire to nominate directors for election or otherwise present issues for consideration at a shareholders’ meeting. We
also have amaximum age for new directors and a mandatory retirement age for directors.

These and other provisions of our governing documents and Indianalaw are intended to provide the board of directors with the negotiating leverage to
achieve amore favorable outcome for our shareholdersin the event of an offer for the Company. However, there is no assurance that these same anti-
takeover provisions could not have the effect of delaying, deferring or preventing atransaction or a change in control that might be in the best interest of
our shareholders.

ITEM 1B. UNRESOLVEDSTAFF COMMENTS
Not applicable.
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ITEM 2. PROPERTIES

The main office and full service branch of Horizon and the Bank islocated at 515 Franklin Street, Michigan City, Indiana. The building located across the
street from the main office of Horizon and the Bank, at 502 Franklin Street, houses the credit administration, operations, facilities and purchasing, and
information technology departments of the Bank. In addition to these principal facilities, the Bank has 62 sales offices located at:

113 West First Street Wanatah Indiana
3631 Franklin Street Michigan City Indiana
1500 West Lincolnway LaPorte Indiana
423 South Roosevelt Street Chesterton Indiana
4208 North Calumet Avenue Valparaiso Indiana
2650 Willowcreek Road Portage Indiana
8590 Broadway Merrillville Indiana
1909 East Bristol Street Elkhart Indiana
902 East Lincolnway Vaparaiso Indiana
10429 Calumet Avenue Munster Indiana
17400 State Road 23 South Bend Indiana
455 Morthland Drive Valparaiso Indiana
302 North Alabama Street Indianapolis Indiana
1216 West Carmel Drive Carmel Indiana
1321 119" Street Whiting Indiana
1349 Calumet Avenue Hammond Indiana
1300 North Main Street Crown Point Indiana
420 North Morton Street Franklin Indiana
151 Marlin Drive Greenwood Indiana
507 Three Notch Lane Bargersville Indiana
942 South US 31 Greenwood Indiana
105 North Main Street Avilla Indiana
116 West Mitchell Street Kendalville Indiana
212 West 7™ Street Auburn Indiana
1212 South Randolph Street Garrett Indiana
114 South Detroit Street Lagrange Indiana
123-129 South Main Street Columbia City Indiana
303 Defiance Street Howe Indiana
625 South Wayne Street Waterloo Indiana
210 West Lake Street Topeka Indiana
22730 Main Street Woodburn Indiana
102 East Main Street Mentone Indiana
433 Anchorage Road Warsaw Indiana
2102 East Center Street Warsaw Indiana
200 Main Street L eesburg Indiana
411 South Huntington Street Syracuse Indiana
710 Indiana Avenue LaPorte Indiana
6959 West Johnson Road LaPorte Indiana
301 Boyd Boulevard LaPorte Indiana
1 Parkman Drive Westville Indiana
2 South Perry Street Attica Indiana
307 East Jackson Street Attica Indiana
301 South Street Lafayette Indiana
1980 Northwestern Avenue West L afayette Indiana
3602 Cougill Lane Lafayette Indiana
2134 Greenbush Street Lafayette Indiana
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44 S 8" Street Noblesville Indiana

811 Ship Street St. Joseph Michigan
2608 Niles Road St. Joseph Michigan
1041 East Napier Avenue Benton Harbor Michigan
3250 West Centre Avenue Portage Michigan
250 Pear| Street NW Grand Rapids Michigan
500 West Buffalo Street New Buffalo Michigan
6801 US Highway 12 Three Oaks Michigan
1600 Abbott Road East Lansing Michigan
2151 West Grand River Avenue Okemos Michigan
15534 US 12 Union Michigan
500 North Grand Street Schoolcraft Michigan
1213 West Michigan Avenue Three Rivers Michigan
5710 Eastman Avenue Midland Michigan
118 Ashman Street Midland Michigan
464 North Main Street Frankenmuth Michigan

Horizon owns all of these facilities except for the East Lansing, Michigan office located at 1600 Abbot Road and the Grand Rapids, Michigan office
located at 250 Pear| Street NW, which are leased. The Bank also has three loan production offices which are located at:

10020 Auburn Park Drive Fort Wayne Indiana
200 East Big Beaver Road Troy Michigan
77 E 8" Street Holland Michigan

Horizon |leases the Fort Wayne, Indiana office located at 10020 Auburn Park Drive and the Troy, Michigan office located at 200 East Big Beaver Road.

ITEM 3. LEGAL PROCEEDINGS

Horizon and its subsidiaries are involved in various legal proceedingsincidental to the conduct of their business. Management does not expect that the
outcome of any such proceedings will have amaterial adverse effect on our consolidated financial position or results of operations.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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SPECIAL ITEM: EXECUTIVE OFFICERS OF REGISTRANT

Craig M. Dwight 62
James D. Neff 59
Mark E. Secor 52
Kathie A. DeRuiter 57
Dennis J. Kuhn 59

Chairman of Horizon since July 2014; Chairman and Chief Executive Officer of the Bank since January
2003; Chief Executive Officer of Horizon and the Bank since July 2001; President of the Bank from 1998 to
January 2003.

President of Horizon and the Bank since January 2018; Executive Vice President — Consumer and
Mortgage Banking of the Bank from 2016 to January 2018; Executive Vice President — Mortgage Banking
of the Bank from January 2004 to 2016; Senior Vice President of the Bank from October 1999 to January
2004; Corporate Secretary of Horizon from 2007 to 2017.

Executive Vice President of Horizon since January 2014; Chief Financia Officer and Executive Vice
President of Horizon and the Bank since January 2009; Vice President, Chief Investment and Asset
Liability Manager from June 2007 to January 2009; Chief Financia Officer of St. Joseph Capital Corp.,
Mishawaka, Indianafrom 2004 to 2007.

Executive Vice President of Horizon and Senior Bank Operations Officer since January 2014; Senior Vice
President, Senior Bank Operations Officer from January 2003 to January 2014; Vice President, Senior Bank
Operations Officer from January 2000 to January 2003.

Executive Vice President and Chief Commercia Banking Officer since October 2017; Regional Market
President for Michigan and Northeast Indiana from February 2014 to October 2017; Chair of the Regional
Loan Committee; Market President for Kalamazoo, Michigan from May 2010 to October 2017.

All officers are appointed annually by the Board of Directors of Horizon and the Bank, as applicable.

PART 11

ITEM 5. MARKET FOR REGISTRANT'SCOMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY

SECURITIES

Common Stock and Related Stockholder Matters
Horizon common stock is traded on the NASDAQ Global Select Market under the symbol “HBNC.”

The approximate number of holders of record of Horizon's outstanding common stock as of February 27, 2019 was 1,567.

The Equity Compensation Plan Information table appears under the caption “ Equity Compensation Plan Information” in Item 12 below and is

incorporated herein by reference.

Repurchases of Securities

There were no purchases by the Company of its common stock during the fourth quarter of 2018.
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The SEC requires Horizon to include a line graph comparing Horizon's cumul ative five-year total shareholder returns on the common shares with market
and industry returns over the past five years. S& P Global Market Intelligence prepared the following graph. The return represented in the graph assumes
the investment of $100 on December 31, 2013, and further assumes reinvestment of all dividends. The Company’s common stock began trading on the
NASDAQ Global Market on February 1, 2007, and on the NASDAQ Global Select Market on January 2, 2014. Prior to that date, the common stock was

traded on the NASDAQ Capital Market.

Total Return Performance

Index Value
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December 31

December 31

December 31

December 31

December 31

December 31

2013 2014 2015 2016 2017 2018
100.00 105.46 114.82 176.43 178.30 154.84
100.00 104.89 100.26 121.63 139.44 124.09
100.00 104.56 117.04 168.38 179.51 157.27
100.00 11341 126.11 155.04 189.67 179.97
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The following chart compares the change in market price of Horizon's common stock since December 31, 2013 to that of publicly traded banksin Indiana
and Michigan with assets greater than $500 million, excluding the reinvestment of dividends.

Relative Price Performance
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December 31 December 31 December 31 December 31 December 31 December 31
2013 2014 2015 2016 2017 2018
100.00 103.20 110.38 165.81 164.63 140.17
100.00 107.28 120.35 166.55 198.53 158.44
100.00 106.72 119.68 142.56 159.50 84.42
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ITEM 6. SELECTED FINANCIAL DATA

Earnings

Net interest income
Provision for loan losses
Non-interest income
Non-interest expense
Income tax expense

Net income

Preferred stock dividend

Net income available to common shareholders
Cash dividends declared

Per Share Data
Basic earnings per share®
Diluted earnings per share®
Cash dividends declared per common share®
Book value per common share®
Weighted-average shares outstanding:
Basic®
Diluted®
Period End Totals

Loans, net of deferred loan fees and unearned income

Allowance for loan losses
Total assets
Total deposits
Total borrowings
Ratios
L oan to deposit
Loan to total funding
Return on average assets

Average stockholders’ equity to average total assets

Return on average stockholders’ equity

Dividend payout ratio (dividends divided by basic

earnings per share)
Price to book valueratio
Price to earningsratio

HORIZON BANCORP, INC.

2018 2017 2016 2015 2014
$ 134,569 $ 112,100 $ 85992 $ 74734 $ 62,983
2,906 2,470 1,842 3,162 3,058
34,413 33,136 35,455 30,402 26,277
102,516 94,813 86,892 74,193 61,946
10,443 14,836 8,801 7,232 6,155
53,117 33,117 23,912 20,549 18,101
— — (42) (125) (133)
$ 53117 $ 33117 $ 23870 $ 20424 $ 17,968
$ 15418 $ 11720 $ 8,382 $ 6,216 $ 4,744
$ 139 $ 0.96 $ 0.79 $ 0.87 $ 0.88
138 0.95 0.79 0.84 0.85
0.40 0.33 0.27 0.26 0.23
12.82 11.93 10.25 9.47 8.77
38,347,059 34,553,736 29,981,592 23,648,166 19,393,492
38,495,231 34,760,439 30,123,615 24,295,968 20,252,167
$ 3,013,332 $ 2,831,995 $ 2,135,986 $ 1,749,131 $ 1,378,554
17,820 16,394 14,837 14,534 16,501
4,246,688 3,964,303 3,141,156 2,652,401 2,076,922
3,139,376 2,881,003 2,471,210 1,880,153 1,482,319
588,221 601,810 304,945 482,144 383,840
96.02% 98.30% 86.43% 93.03% 93.00%
80.87% 81.31% 76.94% 74.04% 73.87%
1.31% 0.97% 0.81% 0.87% 0.93%
11.65% 11.15% 10.22% 9.30% 9.33%
11.22% 8.74% 7.92% 9.87% 10.60%
29.03% 34.78% 34.33% 29.85% 25.72%
123.09% 155.28% 182.13% 131.26% 132.39%
11.35x 19.45x 23.56x 14.78x 13.75x

(1) Adjusted for 3:2 stock splits on June 15, 2018 and November 14, 2016.
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ITEM 7. MANAGEMENT'SDISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

Horizon is aregistered bank holding company incorporated in Indiana and headquartered in Michigan City, Indiana. Horizon provides a broad range of
banking servicesin Northern and Central Indianaand Southern, Central and the Great L akes Bay regions of Michigan through its bank subsidiary.
Horizon operates as a single segment, which is commercial banking. Horizon's common stock istraded on the NASDAQ Global Select Market under the
symbol HBNC. The Bank was chartered as a hational banking association in 1873, until its conversion to an Indiana commercial bank effective June 23,
2017, and has operated continuously since 1873. The Bank is afull-service commercia bank offering commercial and retail banking services, corporate
and individual trust and agency services, and other servicesincident to banking. All share dataincluded below has been adjusted to reflect Horizon's
three-for-two stock split paid on June 15, 2018.

2018 Highlights

Following are some highlights of Horizon's financial performance during 2018:

+  Netincome for the year ended December 31, 2018 was $53.1 million, or $1.38 diluted earnings per share, compared to $33.1 million, or $0.95
diluted earnings per share for year-end 2017. This represents the highest annual net income and diluted earnings per sharein the Company’s
145-year history.

*  Corenetincomefor the year 2018 increased 38.0% to $48.9 million, or $1.27 diluted earnings per share, compared to $35.5 million, or $1.02
diluted earnings per share, for the year of 2017. (See the “Non-GAAP Reconciliation of Net Income and Diluted Earnings per Share” table for
the definition of core net income.)

*  Return on average assets was 1.31% for the year ended December 31, 2018 compared to 0.97% for the year ended December 31, 2017.

+  Corereturn on average assets for the year ended December 31, 2018 was 1.21% compared to 1.04% for the year ended December 31, 2017.
(See the“Non-GAAP Reconciliation of Return on Average Assets and Return on Average Common Equity” table for the definition of core
return on average assets.)

+  Horizon surpassed $4.2 billion in total assets during 2018.

* Tota loansincreased by arate of 6.2%, or $176.1 million, during 2018. Total loans, excluding loans held for sale and mortgage warehouse
loans, increased by arate of 7.2%, or $198.5 million, during 2018.

¢ Commercia loansincreased by arate of 3.1%, or $51.7 million, during 2018.

* Residential mortgage loansincreased by arate of 9.6%, or $58.4 million, during 2018.
+  Consumer loansincreased by arate of 19.2%, or $88.5 million, during 2018.

+  Tota depositsincreased by arate of 9.0%, or $258.4 million, during 2018.

+  Netinterest income increased $22.5 million, or 20.0%, to $134.6 million for the year ended December 31, 2018 compared to $112.1 million for the
year ended December 31, 2017.

* Netinterest margin was 3.71% for the year ended December 31, 2018 compared to 3.75% for the year ended December 31, 2017.
¢ Horizon'stangible book value per share increased to $9.43 at December 31, 2018, compared to $8.48 at December 31, 2017.

*  On October 29, 2018, Horizon announced the pending acquisition of Salin Bancshares, Inc. (“Salin”) and its wholly-owned subsidiary, Salin
Bank and Trust Company (“ Salin Bank”), headquartered in Indianapolis, Indianawhich is anticipated to close during the first quarter of 2019.
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Pending Acquisition

Horizon entered into an Agreement and Plan of Merger on October 29, 2018, as amended on December 18, 2018 (the “Merger Agreement”) providing for
Horizon's acquisition of Salin Bancshares, Inc. (“Salin”). Pursuant to the Merger Agreement, Salin will merge with and into Horizon, with Horizon
surviving the merger (the “Merger”), and Salin Bank and Trust Company, a wholly-owned subsidiary of Salin, will merge with and into Horizon Bank, with
Horizon Bank as the surviving bank.

The boards of directors of each Horizon and Salin have approved the merger and the Merger Agreement. Subject to the approval of the Merger by Salin
shareholders, regulatory approvals and other closing conditions, the parties anticipate completing the Merger during the first quarter of 2019.

In connection with the Merger, shareholders of Salin will receive fixed consideration of 23,907.5 shares of Horizon common stock and $84,417.17 in cash
for each share of Salin common stock. The shares of Horizon common stock will beissued to Salin shareholdersin a private placement complying with the
federal and state securities laws, and the shares of Horizon common stock will be registered for resale by the Salin shareholders by a Registration
Statement on Form S-3. Based on the closing price of Horizon's common stock on October 26, 2018 of $16.95 per share, the transaction value for the
shares of common stock is approximately $135.3 million.

The Merger Agreement also provides for certain termination rights for both Horizon and Salin, and further provides that upon termination of the Merger
Agreement under certain circumstances, Salin will be obligated to pay Horizon atermination fee.

As of December 31, 2018, Salin had total assets of approximately $929.4 million, total deposits of approximately $749.5 million and total loans of
approximately $593.7 million.

Critical Accounting Policies

The Notes to the Consolidated Financial Statementsincluded in Item 8 of this Annual Report on Form 10-K for 2018 contain a summary of the Company’s
significant accounting policies. Certain of these policies are important to the portrayal of the Company’sfinancial condition, since they require
management to make difficult, complex or subjective judgments, some of which may relate to matters that are inherently uncertain. Management has
identified the allowance for loan losses, goodwill and intangible assets, mortgage servicing rights, derivative instruments and val uation measurements as
critical accounting policies.

Allowance for Loan Losses

An allowance for loan losses is maintained to absorb probable incurred loan losses inherent in the loan portfolio. The determination of the allowance for
loan lossesis acritical accounting policy that involves management’s ongoing quarterly assessments of the probable incurred losses inherent in the loan
portfolio. The identification of loansthat have probable incurred lossesis subjective; therefore, a general reserve is maintained to cover al probable
losses within the entire loan portfolio. Horizon utilizes aloan grading system that helpsidentify, monitor and address asset quality problemsin an
adequate and timely manner. Each quarter, various factors affecting the quality of the loan portfolio are reviewed. Large credits are reviewed on an
individual basisfor loss potential. Other loans are reviewed as a group based upon previous trends of loss experience. Horizon also reviews the current
and anticipated economic conditions of itslending market as well as transaction risk to determine the effect they may have on the loss experience of the
loan portfolio.

Acquired credit-impaired loans are accounted for under the accounting guidance for loans and debt securities acquired with deteriorated credit quality
(FASB ASC 310-30) and initially measured at fair value, which includes estimated future credit losses expected to be incurred over thelife of the loans.
Accordingly, allowances for credit losses related to these loans are not carried over and recorded at the acquisition dates. Loans acquired through
business combinations that do not meet the specific criteriaof FASB ASC 310-30, but for which adiscount is attributable, at least in part to the credit
quality, are also
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accounted for under this guidance. As aresult, related discounts are recognized subseguently through accretion based on the expected cash flows of the
acquired loans. For purposes of applying FASB ASC 310-30, loans acquired in business combinations are aggregated into pools of |oans with common
risk characteristics.

Goodwill and I ntangible Assets

Management believes that the accounting for goodwill and other intangibl e assets also involves a higher degree of judgment than most other significant
accounting policies. FASB ASC 350-10 establishes standards for the amortization of acquired intangible assets and impairment assessment of goodwill.
At December 31, 2018, Horizon had core deposit intangibles of $10.4 million subject to amortization and $119.9 million of goodwill, which is not subject to
amortization. Goodwill arising from business combinations represents the val ue attributabl e to unidentifiabl e intangibl e assets in the business acquired.
Horizon's goodwill relates to the value inherent in the banking industry and that value is dependent upon the ability of Horizon to provide quality, cost
effective banking servicesin a competitive marketplace. The goodwill valueis supported by revenue that isin part driven by the volume of business
transacted. A decrease in earnings resulting from a decline in the customer base or the inability to deliver cost effective services over sustained periods
can lead to impairment of goodwill that could adversely affect earningsin future periods. FASB ASC 350-10 requires an annual evaluation of goodwill for
impairment. The evaluation of goodwill for impairment requires the use of estimates and assumptions. Market price at the close of business on

December 31, 2018 was $15.78 per share compared to a tangible book value of $9.43 per common share. Horizon's return on average assets was 131 basis
points for the year ending December 31, 2018.

Mortgage Servicing Rights

Servicing assets are recognized as separate assets when rights are acquired through purchase or through the sale of financial assets on a servicing-
retained basis. Capitalized servicing rights are amortized into non-interest income in proportion to, and over the period of, the estimated future net
servicing income of the underlying financial assets. Servicing assets are evaluated regularly for impairment based upon the fair value of the rights as
compared to amortized cost. Impairment is determined by stratifying servicing rights by predominant characteristics, such asinterest rates, original loan
terms and whether the loans are fixed or adjustable rate mortgages. Fair valueis determined using prices for similar assets with similar characteristics,
when available, or based upon discounted cash flows using market-based assumptions. When the book value of an individual stratum exceedsitsfair
value, an impairment reserveis recognized so that each individual stratum is carried at the lower of its amortized book value or fair value. In periods of
falling market interest rates, accelerated |oan prepayment can adversely affect the fair value of these mortgage-servicing rights relative to their book
value. In the event that the fair value of these assets was to increase in the future, Horizon can recognize the increased fair value to the extent of the
impairment allowance but cannot recognize an asset in excess of its amortized book value. Future changesin management’ s assessment of the impairment
of these servicing assets, as aresult of changesin observable market data relating to market interest rates, |oan prepayment speeds, and other factors,
could impact Horizon's financial condition and results of operations either positively or negatively.

Generally, when market interest rates decline and other factors favorable to prepayments occur, there is a corresponding increase in prepayments as
customers refinance existing mortgages under more favorabl e interest rate terms. When amortgage loan is prepaid, the anticipated cash flows associated
with servicing that |oan are terminated, resulting in areduction of the fair value of the capitalized mortgage servicing rights. To the extent that actual
borrower prepayments do not react as anticipated by the prepayment model (i.e., the historical data observed in the model does not correspond to actual
market activity), it is possible that the prepayment model could fail to accurately predict mortgage prepayments and could result in significant earnings
volatility. To estimate prepayment speeds, Horizon utilizes a third-party prepayment model, which is based upon statistically derived datalinked to
certain key principal indicatorsinvolving historical borrower prepayment activity associated with mortgage loans in the secondary market, current market
interest rates and other factors, including Horizon's own historical prepayment experience. For purposes of model valuation, estimates are made for each
product type within the mortgage servicing rights portfolio on amonthly basis. In addition, on a quarterly basis Horizon engages a third party to
independently test the value of its servicing asset.
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Derivative | nstruments

As part of the Company’s asset/liability management program, Horizon utilizes, from time-to-time, interest rate floors, caps or swaps to reduce the
Company’s sensitivity to interest rate fluctuations. These are derivative instruments, which are recorded as assets or liabilities in the consolidated
balance sheets at fair value. Changesin the fair values of derivatives are reported in the consolidated income statements or other comprehensive income
(“OCI") depending on the use of the derivative and whether the instrument qualifies for hedge accounting. The key criterion for the hedge accounting is
that the hedged relationship must be highly effective in achieving offsetting changes in those cash flows that are attributable to the hedged risk, both at
inception of the hedge and on an ongoing basis.

Horizon's accounting policiesrelated to derivatives reflect the guidance in FASB ASC 815-10. Derivatives that qualify for the hedge accounting treatment
are designated as either: a hedge of the fair value of the recognized asset or liability or of an unrecognized firm commitment (afair value hedge) or ahedge
of aforecasted transaction or the variability of cash flowsto be received or paid related to arecognized asset or liability (acash flow hedge). For fair
value hedges, the cumulative changein fair value of both the hedge instruments and the underlying loansis recorded in non-interest income. For cash
flow hedges, changesin the fair values of the derivative instruments are reported in OCI to the extent the hedge is effective. The gains and losses on
derivative instruments that are reported in OCI are reflected in the consolidated income statement in the periods in which the results of operations are
impacted by the variability of the cash flows of the hedged item. Generally, net interest income isincreased or decreased by amounts receivable or
payable with respect to the derivatives, which qualify for hedge accounting. At inception of the hedge, Horizon establishes the method it uses for
assessing the effectiveness of the hedging derivative and the measurement approach for determining the ineffective aspect of the hedge. The ineffective
portion of the hedge, if any, isrecognized currently in the consolidated statements of income. Horizon excludes the time value expiration of the hedge
when measuring ineffectiveness.

Valuation Measurements

V aluation methodol ogies often involve a significant degree of judgment, particularly when there are no observable active markets for the items being
valued. Investment securities, residential mortgage loans held for sale and derivatives are carried at fair value, as defined in FASB ASC 820, which
requires key judgments affecting how fair value for such assets and liabilities is determined. In addition, the outcomes of valuations have a direct bearing
on the carrying amounts of goodwill, mortgage servicing rights, and pension and other post-retirement benefit obligations. To determine the values of
these assets and liabilities, aswell as the extent to which related assets may be impaired, management makes assumptions and estimates related to
discount rates, asset returns, prepayment speeds and other factors. The use of different discount rates or other val uation assumptions could produce
significantly different results, which could affect Horizon's results of operations.

Analysis of Financial Condition
Horizon' stotal assets were $4.2 billion as of December 31, 2018, an increase of $282.4 million from December 31, 2017.

I nvestment Securities

Investment securities carrying values totaled $810.5 million at December 31, 2018, and consisted of Treasury and federal agency securities of $16.6 million
(2.0%); state and municipal securities of $400.6 million (49.4%); federal agency mortgage-backed pools of $192.4 million and federal agency collateralized
mortgage obligations of $190.1 million (47.3%); and corporate securities of $10.7 million (1.3%).

Asindicated above, 47.3% of the investment portfolio consists of mortgage-backed securities and collateralized mortgage obligations. These instruments
are secured by residential mortgages of varying maturities. Principal and interest payments are received monthly as the underlying mortgages are repaid.
These payments also include prepayments of mortgage balances as borrowers either sell their homes or refinance their mortgages. Therefore, mortgage-
backed securities and collateralized mortgage obligations have maturities that are stated in terms of average life. The average lifeisthe average
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amount of time that each dollar of principal is expected to be outstanding. As of December 31, 2018, the mortgage-backed securities and collateralized
mortgage obligationsin the investment portfolio had an average duration of 3.86 years. Securities that have interest rates above current market rates are
purchased at a premium. Management monitors these investments periodically for other than temporary impairment by obtaining and reviewing the
underlying collateral details and has concluded at December 31, 2018, any unrealized lossistemporary and that the Company has the intent and ability to
hold these investments to maturity.

Available-for-sale municipal securities are priced by athird party using a pricing grid which estimates prices based on recent sales of similar securities.
All municipal securities are investment grade or local non-rated issues and management does not believe there is other than temporary deteriorationin
market value. A credit review is performed annually on the municipal securities portfolio.

At December 31, 2018 and 2017, 74.1% and 71.8%, respectively, of investment securities were classified as available for sale. Securities classified as
available for sale are carried at their fair value, with both unrealized gains and losses recorded, net of tax, directly to stockholders' equity. Net
depreciation on these securities totaled $8.6 million, which resulted in a balance of $6.8 million, net of tax, included in stockholders' equity at
December 31, 2018. This compared to $3.1 million, net of tax, included in stockholders' equity at December 31, 2017.

Fair value is defined as the price that would be received to sell an asset or paid to transfer aliability in an orderly transaction between market participants
at the measurement date. A fair value hierarchy is also established which reguires an entity to maximize the use of observable and minimize the use of
unobservableinputs. There are three levels of inputs that may be used to measure fair value:

Level 1  Quoted pricesin active markets for identical assets or liabilities.

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted pricesin markets that are not
active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the assets
or liabilities.

Level 3  Unobservableinputsthat are supported by little or no market activity and that are significant to the fair value of the assets or liabilities.

When quoted market prices are availablein an active market, securities are classified within Level 1 of the valuation hierarchy. Thereareno Level 1
securities. If quoted market prices are not available, then fair values are estimated by using pricing models, quoted prices of securities with similar
characteristics or discounted cash flows. Level 2 securitiesinclude U.S. Treasury and Federal agency securities, State and municipal securities, Federal
agency collateralized mortgage obligations, Federal agency mortgage-backed pools and corporate notes. For Level 2 securities, Horizon uses athird party
service to determinefair value. In performing the valuations, the pricing service relies on models that consider security-specific details aswell as relevant
industry and economic factors. The most significant of these inputs are quoted market prices, interest rate spreads on relevant benchmark securities and
certain prepayment assumptions. To verify the reasonabl eness of the fair value determination by the service, Horizon has a portion of the Level 2
securities priced by an independent securities broker-dealer.

Unrealized gains and losses on available-for-sal e securities, deemed temporary, are recorded, net of income tax, in a separate component of other
comprehensive income on the balance sheet. No unrealized |osses were deemed to be “ other-than-temporary.”

Asamember of the Federal Home Loan Bank system, Horizon is required to maintain an investment in the common stock of the Federal Home L oan Bank.
The investment in common stock is based on a predetermined formula. At December 31, 2018 and 2017, Horizon had investments in the common stock of
the Federal Home Loan Bank totaling $18.1 million.

At December 31, 2018, Horizon did not maintain atrading account.
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For more information about securities, see Note 4 — Securities to the Consolidated Financial Statements at 1tem 8.

Loans

Total loans, net of deferred fees/costs, the principal earning asset of the Bank, were $3.013 billion at December 31, 2018. The current level of total loans
increased 6.3% from the December 31, 2017, level of $2.835 hillion. The table below provides comparative detail on the loan categories.

December 31 December 31 Dollar Per cent
2018 2017 Change Change
Commercia
Working capital and equipment $ 804,083 $ 720477 $ 83,606 11.6%
Real estate, including agriculture 834,037 880,861 (46,824) -5.3%
Tax exempt 48,975 36,324 12,651 34.8%
Other 34,495 32,272 2,223 6.9%
Total 1,721,590 1,669,934 51,656 3.1%
Real estate 1-4 family 659,754 602,196 57,558 9.6%
Other 8,387 7,543 844 11.2%
Total 668,141 609,739 58,402 9.6%
Consumer
Auto 327,413 244,003 83,410 34.2%
Recreation 13,975 8,728 5,247 60.1%
Real estate/home improvement 39,587 37,052 2,535 6.8%
Home equity 163,209 165,240 (2,031) -1.2%
Unsecured 4,043 3,479 564 16.2%
Other 1,254 2,497 (1,243) -49.8%
Total 549,481 460,999 88,482 19.2%
Mortgage warehouse 74,120 94,508 (20,388) -21.6%
Total loans 3,013,332 2,835,180 178,152 6.3%
Allowance for loan losses (17,820) (16,394) (1,426) 8.7%
L oans, net $ 2,995,512 $ 2,818,786 $176,726 6.3%

The acceptance and management of credit risk isan integral part of the Bank’s business as afinancial intermediary. The Bank has established
underwriting standards including a policy that monitors the lending function through strict administrative and reporting requirements as well as an
internal loan review of consumer and small business |oans. The Bank also uses an independent third-party loan review function that regularly reviews
asset quality.
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Changes in the mix of the loan portfolio averages are shown in the following table.

December 31 December 31 December 31

2018 2017 2016
Commercia $ 1,676,013 $ 1,227,698 $ 918844
Real estate 641,161 567,581 497,337
M ortgage warehouse 82,240 89,212 159,588
Consumer 511,327 450,635 372,811
Total average loans $ 2910741 $ 2335126 $ 1948580

Commercial Loans

Commercial loanstotaled $1.722 billion, or 57.1% of total loans as of December 31, 2018, compared to $1.670 billion, or 58.9% as of December 31, 2017. The
increase during 2018 was due to organic growth of $51.7 million net of principal reductions from payments.

Commercial loans consisted of the following types of loans at December 31.:

December 31, 2018 December 31, 2017

Per cent of Per cent of

Number Amount Portfolio Number Amount Portfolio
SBA guaranteed 322 $ 68849 4.0% 36 $ 69345 4.2%
Municipa government 2 11,600 0.7% 3 11,838 0.7%
Lines of credit 1,239 306,935 17.8% 1,294 304,855 18.3%
Real estate and equipment 4,022 1,334,206 77.5% 4,276 1,283,896 76.9%
Total 5585 $1,721,590 100.0% 5929 $1,669,934 100.0%

Fixed rate term loans with a book value of $209.2 million and afair value of $209.2 million have been swapped to avariable rate using derivative
instruments. The loans are carried at fair valuein the financial statements and the related swap is carried at fair value and isincluded with other liabilities
in the balance sheet. The recognition of the loan and swap fair values are recorded in the income statement and for 2018 equally offset each other. Fair
values are determined by the counterparty using a proprietary model that uses live market inputs to value interest rate swaps. The model is subject to
daily market tests as current and future positions are priced and valued. These are Level 3 inputs under the fair value hierarchy as described above.

At December 31, 2018, the commercial loan portfolio held $127.9 million of adjustable rate loans that had interest rate floorsin the terms of the note. Of the
commercia loans with interest rate floors, loans totaling $80.6 million were at their floor at December 31, 2018.

Residential Real Estate Loans

Residential real estate loanstotaled $668.1 million, or 22.2% of total loans as of December 31, 2018, compared to $609.7 million, or 21.5% of total loans as
of December 31, 2017. This category consists of home mortgages that generally require aloan to value of no more than 80%. Some special guaranteed or
insured real estate |oan programs do permit a higher loan to collateral value ratio. The increase during 2018 was due to organic growth of $58.4 million net
of principal reductions from payments.

In addition to the customary real estate loans described above, the Bank also had outstanding on December 31, 2018, $163.2 million in home equity lines
of credit compared to $165.2 million at December 31, 2017. Credit lines normally limit theloan to collateral value to no more than 89%. Home equity credit
lines are primarily not combined with afirst mortgage and are therefore evaluated in the allowance for loan | osses as a separate pool. These loans are
classified as consumer loans in the Loans table above and in Note 5 of the Consolidated Financial Statementsat Item 8.
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Residential real estate lending is ahighly competitive business. As of December 31, 2018, the real estate |oan portfolio reflected awide range of interest
rates and repayment patterns, but could generally be categorized as follows:

December 31, 2018 December 31, 2017
Per cent of Per cent of
Amount Portfolio Yield Amount Portfolio Yield

Fixed rate

Monthly payment $ 116,102 17.4% 4.38% $140,115 23.0% 4.35%

Biweekly payment 3 0.0% 7.13% 6 0.0% 7.13%
Adjustablerate

Monthly payment 552,036 82.6% 3.90% 469,618 77.0% 3.76%

Biweekly payment — 00%  0.00% — 00%  0.00%
Subtotal 668,141 100.0% 3.99% 609,739 100.0% 3.90%
Loans held for sale 1,038 3,094
Total real estate loans $ 669,179 $ 612,833

Theincreasein fixed and adjustabl e rate residential mortgage loans during 2018 was p