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PEOPLES FINANCIAL SERVICES CORP.

CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(Dollars in thousands, except per share data)

ASSETS:

Cash and due from banks
Interest-bearing balances with banks
Federal funds sold

Investment securities available-for-sale
Loans held for sale

Loans, net

Less: allowance for loan losses

Net loans

Premises and equipment, net
Accrued interest receivable

Other assets

Total assets

LIABILITIES:

Deposits:
Noninterest-bearing
Interest-bearing

Total deposits
Short-term borrowings
Long-term debt
Accrued interest payable
Other liabilities

Total liabilities

STOCKHOLDERS' EQUITY:

Common stock, par value $2.00, authorized 12,500,000 shares, issued
3,341,251 shares

Capital surplus

Retained earnings

Accumulated other comprehensive income (loss)

Less: Treasury stock, at cost, held: June 30, 2011, 197,595 shares;
December 31, 2010, 199,520 shares

Total stockholders' equity

Total liabilities and stockholders’ equity

See Notes to Consolidated Financial Statements

June 30, 2011
12,736
1,007
9,357
114,096
92
426,655
5,153
421,502
8,171
3,272
16,347
586,580

78,216
392,353
470,569
36,352
21,862
307
1,220
530,310

6,672
3,122
48,938
2,040

4,502
56,270
586,580

December 31, 2010

$

$

6,731
107
11,003
121,772
30
390,772
4,100
386,672
8,238
3,003
21,031
558,587

73,663
365,071
438,734
38,724
27,336
311
2,966
508,071

6,683

3,118

46,048

(834 )

4,499
50,516
558,587
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PEOPLES FINANCIAL SERVICES CORP.

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME (UNAUDITED)
(Dollars in thousands, except per share data)

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2011 2010 2011 2010
INTEREST INCOME:
Interest and fees on loans:
Taxable $ 5,413 $ 4,952 $ 10,549 $ 9,669
Tax-exempt 346 274 703 544
Interest and dividends on investment securities
available-for-sale:
Taxable 633 745 1,299 1,496
Tax-exempt 411 488 886 982
Dividends 8 13 17 26
Interest on interest-bearing balances with
banks 3 1 5 2
Interest on federal funds sold 11 8 13 12
Total interest income 6,825 6,481 13,472 12,731
INTEREST EXPENSE:
Interest on deposits 1,132 1,221 2,176 2,473
Interest on short-term borrowings 76 101 162 172
Interest on long-term debt 263 393 520 785
Total interest expense 1,471 1,715 2,858 3,430
Net interest income 5,354 4,766 10,614 9,301
Provision for loan losses 804 682 1,225 1,577
Net interest income after provision for loan
losses 4,550 4,084 9,389 7,724
NONINTEREST INCOME:
Service charges, fees and commissions 711 1,017 1,420 1,970
Wealth management income 236 99 375 159
Mortgage banking income 98 63 146 140
Net gains on sale of investment securities
available-for-sale 2 179 12 201
Other than temporary investment equity
securities impairment (84 )
Net gains (loss) on sale of other real estate 1,583 47 ) 1,583 47
Total noninterest income 2,630 1,311 3,452 2,423
N NONINTEREST EXPENSE:
Salaries and employee benefits expense 1,628 1,395 3,074 2,706
Net occupancy and equipment expense 699 614 1,375 1,236
Other expenses 1,743 1,501 3,016 2,605
Total noninterest expense 4,070 3,510 7,465 6,547
Income before income taxes 3,110 1,885 5,376 3,600
Provision for income tax expense 751 361 1,218 558
Net income 2,359 1,524 4,158 3,042
OTHER COMPREHENSIVE INCOME:
3,183 2,418 4,283 3,590



Edgar Filing: PEOPLES FINANCIAL SERVICES CORP. - Form 10-Q

Unrealized gains on investment securities
available-for-sale
Reclassification adjustment for gains included

in net income (2 ) (179 ) (12 ) (201

Reclassification adjustment for other than

temporary impairment 84

Income taxes related to other comprehensive

income 1,082 761 1,481 1,152

Other comprehensive income, net of income

taxes 2,099 1,478 2,874 2,237

Comprehensive income $ 4,458 $ 3,002 $ 7,032 $ 5,279

P PER SHARE DATA:

Earnings (basic) $ 075 $ 049 $ 132 $ 097
Earnings (dilutive) $ 0.75 $ 048 $ 1.32 $ 097

Cash dividends declared $ 0.20 $ 0.20 $ 040 $ 0.39

See Notes to Consolidated Financial Statements
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PEOPLES FINANCIAL SERVICES CORP.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY (UNAUDITED)

(Dollars in thousands, except per share data)

Accumulated
Other
Common Capital Retained Comprehensive Treasury
Stock Surplus Earnings Income (Loss) Stock Total
Balance, December 31, 2010  $6,683 $3,118 $46,048 $ (834 ) $(4,499 ) $50,516
Net income 4,158 4,158
Other comprehensive income,
net of income taxes 2,874 2,874
Dividends declared: $0.40 per
share (1,268 ) (1,268
Treasury stock
purchased: 5,500 shares (11 ) (138 ) (149
Treasury stock
issued: 7,425 shares 4 135 139
Balance, June 30, 2011 $6,672 $3,122 $48,938 $ 2,040 $4,502 ) $56,270
Balance, December 31,2009  $6,683 $3,098 $42,043 $ (2,258 ) $(4,596 ) $44,970
Net income 3,042 3,042
Other comprehensive income,
net of income taxes 2,237 2,237
Dividends declared: $0.39 per
share (1,223 ) (1,223
Treasury stock issued: 4,900
shares 18 85 103
Balance, June 30, 2010 $6,683 $3,116 $43,862 $ (1 ) $4,511 ) $49,129
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See Notes to Consolidated Financial Statements
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PEOPLES FINANCIAL SERVICES CORP.

CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(Dollars in thousands, except per share data)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation and amortization of premises and equipment
Amortization of intangibles
Provision for loan losses
(Gain) loss on sale of other real estate
Net amortization of investment securities available-for-sale
Amortization of deferred loan costs
Gains on sales of investment securities available-for-sale
Other than temporary security impairment
Net gains on sale of loans
Net earnings on investment in life insurance
Gain from investment in life insurance
Net change in:
Loans held for sale
Accrued interest receivable
Other assets
Accrued interest payable
Other liabilities
Net cash provided by operating activities
C CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales of investment securities available-for-sale
Proceeds from repayments on investment securities available-for-sale
Purchases of investment securities available-for-sale
Net decrease in investments in restricted stock
Net increase in loans
Purchases of premises and equipment
Proceeds from investment in life insurance
Purchases of investment in life insurance
Proceeds from sale of other real estate
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Cash dividends paid
Net increase in deposits
Repayment of long-term debt
Net increase (decrease) in short-term borrowings
Purchases of treasury stock
Issuance of treasury stock
Net cash provided by financing activities
Net increase in cash and cash equivalents
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF PERIOD $

Six Months Ended
June 30, 2011
4,158

424

183

1,225

(1,583 )
188

108

12 )
84

(146 )
(185 )

84

(269 )
1,561

“ )
(1,746 )
4,070

15,259

767

(4,255 )
257

(33,163 )
(357 )

(2,000 )
1,970
(21,522 )

(1,268 )
31,835
(5,474 )
(2,372 )
(149 )
139

22,711
5,259

17,841
23,100

$

June 30, 2010

3,042

344
129
1,577
47

90
109
(201

(140
(164
(320

(142
(189
145
(64
859
5,122

55,253
10,293
(52,444

(34,259
(951
549

2,014
(19,545

(1,223
24,511
(451

13,696

103

36,636
22,213
18,915
41,128

11
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SUPPLEMENTAL DISCLOSURES

Cash paid during the period for:

Interest

Income taxes

Noncash items:

Transfers from loans to foreclosed real estate

See Notes to Consolidated Financial Statements

$

2,862
1,250

$

3,494
(656

177

)

12



Edgar Filing: PEOPLES FINANCIAL SERVICES CORP. - Form 10-Q

PEOPLES FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. BASIS OF PRESENTATION

The accompanying unaudited consolidated financial statements of Peoples Financial Services Corp, and subsidiaries
(collectively, the “Company”) have been prepared in accordance with accounting principles generally accepted in the
United States of America (“GAAP”) for interim financial information and with the instructions to Form 10-Q and
Article 10-01 of Regulation S-X. In the opinion of management, all normal recurring adjustments necessary for a fair
presentation of the financial position and results of operations for the periods presented have been included. All
significant intercompany balances and transactions have been eliminated in consolidation. Prior-period amounts are
reclassified when necessary to conform with the current year’s presentation. These reclassifications did not have any
effect on the operating results or financial position of the Company. The operating results and financial position of the
Company for the three and six months ended and as of June 30, 2011, are not necessarily indicative of the results of
operations and financial position that may be expected in the future.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the reported periods.
Actual results could differ from those estimates. For additional information and disclosures required under GAAP,
reference is made to the Company’s Annual Report on Form 10-K for the period ended December 31, 2010.

In preparing these consolidated financial statements, the Company evaluated the events and transactions that occurred
after June 30, 2011 through the date these consolidated financial statements were issued.

13
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PEOPLES FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in thousands, except per share data)

2. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share:

Three months ended
June 30, 2011:
Basic EPS

Diluted EPS

&L &L

June 30, 2010:
Basic EPS
Diluted EPS

&+ &L

Six months ended
June 30, 2011:
Basic EPS
Diluted EPS

&L &L

June 30, 2010:
Basic EPS

$
Diluted EPS $

Average

Common

Net Shares
Income  Outstanding

2,359 3,146,611
2,359 3,147,904
1,524 3,139,631
1,524 3,142,586
4,158 3,144,386
4,158 3,146,366
3,042 3,137,939
3,042 3,140,132

@ &L “@ &L

“@ L

$
$

EPS
0.75
0.75

0.49
0.48

1.32
1.32

0.97
0.97

Stock options for 9,113 and 9,970 shares of common stock were not considered in computing diluted earnings per

share for the three and six months ended June 30, 2011 and 2010, respectively, because they were anti-dilutive.

14
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PEOPLES FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

3. INVESTMENT SECURITIES AVAILABLE-FOR-SALE

At June 30, 2011 and December 31, 2010, the amortized cost and fair values of securities available-for-sale are as

follows:
Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses
June 30, 2011
U.S. Government agencies and sponsored enterprises $32,815 $1,852 $31
State and Municipals:
Taxable 18,624 620 67
Tax-exempt 41,435 816 468
Corporate debt securities 4,464 362 347
Mortgage-backed securities-residential 12,456 181 25
Equity securities:
Preferred 54 172
Common 1,157 114 88
Total $111,005 $4,117 $1,026
December 31, 2010
U.S. Government agencies and sponsored enterprises $38,133 $1,094 $109
State and Municipals:
Taxable 18,634 127 387
Tax-exempt 51,789 146 1,626
Corporate debt securities 4,467 208 655
Mortgage-backed securities-residential 8,682 85 97
Equity securities:
Preferred 54
Common 1,277 114 164
Total $123,036 $1,774 $3,038
9

Fair Value

$34,636

19,177
41,783
4,479

12,612

226
1,183
$114,096

$39,118

18,374
50,309
4,020
8,670

54
1,227
$121,772

15
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PEOPLES FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

3. INVESTMENT SECURITIES AVAILABLE-FOR-SALE (Continued)
The amortized cost and fair value of debt securities as of June 30, 2011, by contractual maturity, are shown

below. Expected maturities may differ from contractual maturities because borrowers may have the right to prepay
obligations with or without any penalties.

Amortized
Cost Fair Value

Due in one year or less $ 480 $ 483
Due after one year through five years 10,615 11,024
Due after five years through ten years 35,254 36,808
Due after ten years 50,989 51,760

97,338 100,075
Mortgage-backed
securities-residential 12,456 12,612
Total $ 109,794 $ 112,687

Securities with a carrying value of $83,397 and $84,281 at June 30, 2011 and December 31, 2010, respectively, were
pledged to secure public deposits and repurchase agreements as required or permitted by law.

The following tables show the Company’s investments’ gross unrealized losses and fair value, aggregated by
investment category and length of time that individual securities have been in a continuous unrealized loss position at

June 30, 2011 and December 31, 2010:

June 30, 2011:

Less Than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized

Fair Value Losses  Fair Value Losses  Fair Value Losses
U.S. Government agencies and
sponsored enterprises $1,171 $31 $1,171 $31
State and Municipals:
Taxable 977 23 $450 $44 1,427 67
Tax-Exempt 1,348 29 2,881 439 4,229 468
Corporate debt securities 2,665 347 2,665 347
Mortgage-backed
securities-residential 3,323 25 3,323 25
Common equity securities 366 88 366 88

$6,819 $108 $6,362 $918 $13,181 $1,026

10

16
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PEOPLES FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in thousands, except per share data)

3. INVESTMENT SECURITIES AVAILABLE-FOR-SALE (Continued)

December 31, 2010:

Less Than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Value Losses  Fair Value Losses  Fair Value Losses
U.S. Government agencies and
sponsored enterprises $4.414 $109 $4.414 $109
State and Municipals:
Taxable 12,576 324 $430 $63 13,006 387
Tax-Exempt 33,643 977 2,645 649 36,288 1,626
Corporate debt securities 2,358 655 2,358 655
Mortgage-backed
securities-residential 3,562 97 3,562 97
Common equity securities 374 164 374 164
$54,195 $1,507 $5,807 $1,531 $60,002 $3,038

At June 30, 2011, the securities portfolio contained one (less than 12 months) agency security with an unrealized loss
of $31, 12 (four less than 12 months, eight greater than 12 months) state and municipal obligations with
unrealized losses totaling $535, two (both greater than 12 months) corporate debt securities with unrealized losses of
$347, two (both less than 12 months) mortgage-backed securities with unrealized losses of $25, and six (all greater
than 12 months) common equity securities with unrealized losses of $88. Management does not consider the
unrealized losses, as a result of changes in interest rates, to be other-than-temporary impairment (“OTTI”) based on
historical evidence that indicates the cost of these securities is recoverable within a reasonable period of time in
relation to normal cyclical changes in the market rates of interest. Moreover, because there has been no material
change in the credit quality of the issuer or other events or circumstances that may cause a significant adverse impact
on the fair value of these securities, and management does not intend to sell these securities and it is unlikely that the
Company will be required to sell these securities before recovery of their amortized cost basis, which may be
maturity, the Company does not consider the unrealized losses to be OTTI at June 30, 2011.

In comparison, at December 31, 2010, the Company had four (all less than 12 months) U.S. Government Agency
securities with unrealized losses of $109, 90 (82 less than 12 months, eight greater than 12 months) state and
municipal obligations with unrealized losses of $2,013, four ( all less than 12 months) mortgage-backed securities
with unrealized losses of $97, two (both greater than 12 months) corporate debt securities with unrealized losses of
$655, and six ( all greater than 12 months) common equity securities with unrealized losses of $164.

11
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PEOPLES FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

3. INVESTMENT SECURITIES AVAILABLE-FOR-SALE (Continued)

An other than temporary impairment of $84 was recognized for the six-months ended June 30, 2011. The impairment
was the result of writing down a common equity security. The write-down was determined based on public market
prices. In reaching the determination to record the impairment, management reviewed the facts and circumstances
available surrounding the security, including the duration and amount of the unrealized loss, the financial condition of
the issuer and the prospects for a change in market value within a reasonable period of time. Based on its assessment,
management determined that the impairment was other-than-temporary and that a charge to operating results was
appropriate for the security. The charge was recognized based entirely on the assessment of the credit quality
deterioration of the underlying company.

None of the corporate debt securities are private label trust preferred issuances. Rather, this portfolio contains
corporate bond issuances in large, national financial institutions.

The common equity securities consist of equity investments in stocks of financial institutions. The Company does not
invest in bank stocks with the intent to turn them over for a profit in the near term.

Management evaluates securities for OTTI at least on a quarterly basis, and more frequently when economic or market
conditions warrant such an evaluation. All of the investment securities classified as available-for-sale are evaluated
for OTTI under the rules for accounting for certain investments in debt and equity securities.

In determining OTTI under the rules for accounting for certain debt and equity securities, management considers
many factors, including: (i) the length of time and the extent to which the fair value has been less than amortized cost,
(i1) the financial condition and near-term prospects of the issuer, (iii) whether the market decline was affected by
macroeconomic conditions, and (iv) whether the Company has the intent to sell the debt security or more likely than
not will be required to sell the debt security before its anticipated recovery. The assessment of whether an OTTI
decline exists involves a high degree of subjectivity and judgment and is based on information available to
management at a point in time. An OTTI is deemed to have occurred if there has been an adverse change in the
remaining expected future cash flows.

12
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PEOPLES FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

3. INVESTMENT SECURITIES AVAILABLE-FOR-SALE (Continued)

Declines in the fair value of available-for-sale securities below their cost that are deemed to be other than temporary
are reflected in earnings as realized losses or in other comprehensive income, depending on whether the Company
intends to sell the security or more likely than not will be required to sell the security before recovery of its amortized
cost basis less any current period credit loss. If the Company intends to sell the security or more likely than not it will
be required to sell the security before recovery of its amortized cost basis less any current period credit loss, the OTTI
impairment shall be recognized in earnings equal to the entire difference between the investment’s amortized cost basis
and its fair value at the balance sheet date. If the Company does not intend to sell the security and it is not more likely
than not that the entity will be required to sell the security before recovery of its amortized cost basis less any current
period credit loss, the OTTI shall be separated into (i) the amount representing the credit loss and (ii) the amount
related to all other factors. The amount of the total OTTI related to the credit loss shall be recognized in earnings. The
amount of the total OTTI related to other factors shall be recognized in other comprehensive income, net of applicable
taxes. As described previously, the Company recognized an OTTI of $84 for the six months ended June 30, 2011.

4. LOANS, NET AND ALLOWANCE FOR LOAN LOSSES
The major classifications of loans outstanding, net of deferred loan origination fees and costs at June 30, 2011 and
December 31, 2010 are summarized as follows. Net deferred loan costs were $540 at June 30, 2011, and $523 at

December 31, 2010.

December 31,

June 30, 2011 2010
Commercial $ 144911 $ 112,526
Real estate:
Commercial 141,932 136,910
Residential 118,886 119,424
Consumer 20,926 21,912
Total $ 426,655 $ 390,772
13
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PEOPLES FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in thousands, except per share data)

4. LOANS, NET AND ALLOWANCE FOR LOAN LOSSES (Continued)

The changes in the allowance for loan losses account by major classification of loan for the three months and six
months ended June 30, 2011 was as follows:

June 30, 2011

Beginning Balance, April 1,
2011

Charge-offs

Recoveries

Provisions

Ending balance

Beginning Balance, January 1.

2011

Charge-offs

Recoveries

Provisions

Ending balance

Ending balance: individually
evaluated for impairment
Ending balance: collectively
evaluated for impairment
Loans receivable:

Ending balance

Ending balance: individually
evaluated for impairment
Ending balance: collectively
evaluated for impairment
December 31, 2010
Allowance for loan losses:
Ending balance

Ending balance: individually
evaluated for impairment
Ending balance: collectively
evaluated for impairment
Loans receivable:

Ending balance

Ending balance: individually
evaluated for impairment
Ending balance: collectively
evaluated for impairment

Commercial

$1,695

410
$2,105

$1,696
58

467
$2,105

$1,136
$969
$144.911
$8,949

$135,962

$1,696
$663
$1,033
$112,526
$5,916

$106,610

Commercial
real estate

$1,468
1

116
$1,585

$1,384

56

2

255
$1,585
$52
$1,533
$141,932
$6,152

$135,780

$1,384
$122
$1,262
$136,910
$8,923

$127,987

Residential
real estate

$732
1

1
$734

$726

15
$734

$734
$118,886
$1,076

$117,810

$726

$9

$717
$119,424
$674

$118,750

Consumer Unallocated

$284
23
14
14

$289

$243

77

24

99
$289
$9
$280
$20,926
$21

$20,905

$243
$31
$212
$21,912
$47

$21,865

$177

263
$440

$51

389
$440

$51

$51

Total
$4,356
23
16

804
$5,153

$4,100

199

27

1,225
$5,153
$1,197
$3,516
$426,655
$16,198

$410,457

$4,100
$825
$3,275
$390,772
$15,560
$375,212

21



14

Edgar Filing: PEOPLES FINANCIAL SERVICES CORP. - Form 10-Q

22



Edgar Filing: PEOPLES FINANCIAL SERVICES CORP. - Form 10-Q

PEOPLES FINANCIAL SERVICES CORP.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in thousands, except per share data)

4. LOANS, NET AND ALLOWANCE FOR LOAN LOSSES (Continued)

The following tables present the classes of the loan portfolio summarized by the aggregate pass rating and the
classified ratings of special mention, substandard and doubtful within the Company’s internal risk rating system:

June 30, 2011:

Special
Pass Mention Substandard Doubtful Total
Commercial $130,293 $5,669 $2,689 $6,260 $144.911
Real estate:
Commercial 135,154 626 5,155 997 141,932
Residential 117,810 11 1,065 118,886
Consumer 20,896 9 21 20,926
Total $404,153 $6,304 $7,876 $8,322 $426,655
December 31, 2010:
Special
Pass Mention Substandard Doubtful Total
Commercial $105,869 $986 $181 $5,490 $112,526
Real estate:
Commercial 118,972 8,836 8,731 371 136,910
Residential 118,794 630 119,424
Consumer 21,890 22 21,912
Total $365,525 $9,822 $8,912 $6,513 $390,772

The following table presents nonaccrual loans by classes of the loan portfolio:

June 30, 2011 December 31, 2010

Commercial $ 6,260 $ 5,490
Real estate:

Commercial 997 371
Residential 1,065 630
Consumer 22
Total $ 8,322 $ 6,513
15
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4. LOANS, NET AND ALLOWANCE FOR LOAN LOSSES (Continued)
The performance and credit quality of the loan portfolio is also monitored by analyzing the age of the loans receivable
as determined by the length of time a recorded payment is past due. The following table presents the classes of the

loan portfolio summarized by the past due status:

June 30, 2011:

Loans
Receivable
Greater > 90 Days
30-59 Days 60-89 Days than  Total Past Total Loans and
Past Due Past Due 90 Days Due Current Receivables Accruing
Commercial $364 117 $1,566 $2,047 $142,864 $ 144,911 $29
Real estate:
Commercial 953 312 997 2,262 139,670 141,932
Residential 905 551 1,076 2,532 116,354 118,886 11
Consumer 337 76 403 816 20,110 20,926 403
Total $2,559 $1,056 $4,042 $7,657 $418,998 $ 426,655 $443
December 31, 2010:
Loans
Receivable
Greater > 90 Days
30-59 Days 60-89 Days than  Total Past Total Loans and
Past Due Past Due 90 Days Due Current  Receivables Accruing
Commercial $192 $81 $754 $1,027 $111,499 $ 112,526 $123
Real estate:
Commercial 1,431 1,049 2,480 134,430 136,910
Residential 1,260 358 626 2,244 117,180 119,424
Consumer 293 133 291 717 21,195 21,912 269
Total $3,176 $572 $2,720 $6,468 $384,304 $390,772 $392
16
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4. LOANS, NET AND ALLOWANCE FOR LOAN LOSSES (Continued)

The following tables summarize information in regards to impaired loans for the six months ended June 30, 2011, and
for the year ended December 31, 2010, by loan portfolio class:

June 30, 2011:

This Quarter Year to Date
Unpaid Average Interest Average Interest
Recorded Principal Related Recorded Income Recorded Income
Investment Balance Allowance Investment Recognized Investment Recognized
With no related
allowance
recorded:
Commercial $ 4,996 $ 4,99 $ 5,796 $ 65 $ 6,276 $ 170
Real estate:
Commercial 4,096 4,096 4,137 63 4,010 99
Residential 1,076 1,076 1,024 925
Consumer 12 12 12 1 13 $ 1
Total 10,180 10,180 10,969 129 11,224 270
With an
allowance
recorded:
Commercial 3,953 3,953 $ 1,136 3,036 13 2,535 21
Real estate:
Commercial 2,056 2,056 52 2,061 33 2,144 66
Residential
Consumer 9 9 9 9 9
Total 6,018 6,018 1,197 5,106 46 4,688 87
Commercial 8,949 8,949 1,136 8,832 78 8,811 191
Real estate:
Commercial 6,152 6,152 52 6,198 96 6,154 165
Residential 1,076 1,076 1,024 925
Consumer 21 21 9 21 1 22 1
Total $ 16,198 $ 16,198 $ 1,197 $ 16,075 $ 175 $ 15912 $ 357
17
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4. LOANS, NET AND ALLOWANCE FOR LOAN LOSSES (Continued)

December 31, 2010:

Unpaid Average Interest
Recorded Principal Related Recorded Income
Investment Balance  Allowance Investment Recognized
With no related allowance recorded:
Commercial $304 $304 $264 $12
Real estate:
Commercial 6,263 6,263 6,394 392
Residential 383 383 384 2
Consumer 16 16 20 2
Total 6,966 6,966 7,062 408
With an allowance recorded:
Commercial 5,612 5,612 $663 5,629 165
Real estate:
Commercial 2,660 2,660 122 2,714 166
Residential 291 291 9 292 5
Consumer 31 31 31 31
Total 8,594 8,594 825 8,666 336
Total:
Commercial 5,916 5,916 663 5,893 177
Real estate:
Commercial 8,923 8,923 122 9,108 558
Residential 674 674 9 676 7
Consumer 47 47 31 51 2
Total $15,560 $15,560 $825 $15,728 $744

Included in the commercial loan category are troubled debt restructurings that were classified as impaired. Trouble
debt restructurings totaled $4,738 at June 30, 2011, and $4,185 at December 31, 2010.

5. STOCK-BASED COMPENSATION

As of June 30, 2011, all stock options were fully vested and there are no unrecognized compensation costs related to
stock options. There were no stock options granted for the six month periods ending June 30, 2011 and 2010.
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6. OFF-BALANCE SHEET FINANCIAL INSTRUMENTS

The Company does not issue any guarantees that would require liability recognition or disclosure, other than standby
letters of credit. Outstanding letters of credit written are conditional commitments issued by the Company to
guarantee the performance of a customer to a third party. The Company's exposure to credit loss in the event of
nonperformance by the other party to the financial instrument for standby letters of credit is represented by the
contractual amount of those instruments. The Company had $17,711 of standby letters of credit at June 30,
2011. The Bank uses the same credit policies in making conditional obligations as it does for on-balance sheet
instruments.

The majority of these standby letters of credit expire within the next twelve months. The credit risk involved in
issuing letters of credit is essentially the same as that involved in extending other loan commitments. The Company
requires collateral supporting these letters of credit as deemed necessary. The maximum undiscounted exposure
related to these commitments at June 30, 2011 was $17,711 and the approximate value of underlying collateral upon
liquidation, that would be expected to cover this maximum potential exposure, was $16,013.

7. FAIR VALUE MEASUREMENTS

The Company uses fair value measurements to record fair value adjustments to certain assets and liabilities and to

determine fair value disclosure under GAAP. Fair value estimates are calculated without attempting to estimate the

value of anticipated future business and the value of certain assets and liabilities that are not considered financial.

Accordingly, such assets and liabilities are excluded from disclosure requirements. For example, no benefit is

recorded for the value of low-cost funding subsequently discussed. In addition, the Bank’s Wealth Management
Division contributes fee income annually. Assets and liabilities of this Division are not considered financial

instruments for this disclosure, and their values have not been incorporated into the fair value estimates.

The Company’s assets that were considered financial instruments approximated 96.2 percent of total assets at June 30,
2011, and 95.3 percent of total assets at December 31, 2010. Liabilities that were considered financial instruments
approximated 99.8 percent of total liabilities at June 30, 2011, and 99.4 percent of total liabilities at December 31,
2010.

In accordance with FASB ASC 820, “Fair Value Measurements and Disclosures,” fair value is the price that would be
received to sell an asset or transfer a liability in an orderly transaction between market participants at the measurement
date. Fair value is best determined based upon quoted market prices. In cases where quoted market prices are not
available, fair values are based on estimates using present value or other valuation techniques. Those techniques are
significantly affected by the assumptions used, including the discount rate and estimates of future cash flows. In that
regard, the derived fair value estimates cannot be substantiated by comparison to independent markets. In many cases,
these values cannot be realized in immediate settlement of the instrument.
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7. FAIR VALUE MEASUREMENTS (Continued)

Current fair value guidance provides a consistent definition of fair value, which focuses on exit price in an orderly
transaction that is not a forced liquidation or distressed sale between participants at the measurement date under
current market conditions. If there has been a significant decrease in the volume and level of activity for the asset or
liability, a change in valuation technique or the use of multiple valuation techniques may be appropriate. In such
instances, determining the price at which willing market participants would transact at the measurement date under
current market conditions depends on the facts and circumstances and requires the use of significant judgment. The
fair value is a reasonable point within the range that is most representative of fair value under current market
conditions.

The following methods and assumptions were used by the Company to construct the following table containing the
fair values and related carrying amounts of financial instruments:

Cash and Cash Equivalents: The carrying values of cash and cash equivalents as reported on the balance sheet
approximate fair value.

Securities Available for Sale: The fair value of marketable equity securities is based on quoted market prices from
active exchange markets. The fair value of debt securities is based on pricing from a matrix pricing model.

Restricted equity securities: The carrying value of restricted equity securities approximate fair value.
Loans held for sale, net: The fair value of loans held for sale, net, are based on quoted market prices.

Net loans: For adjustable-rate loans that reprice immediately and with no significant credit risk, fair values are based
on carrying values. The fair values of other nonimpaired loans are estimated using discounted cash flow analysis,
using interest rates currently offered in the market for loans with similar terms to borrowers of similar credit risk. Fair
values for impaired loans are estimated using discounted cash flow analysis determined by the loan review function or
underlying collateral values, where applicable.

Accrued interest receivable: The carrying value of accrued interest receivable as reported on the balance sheet
approximates fair value.

Deposits: The fair value of noninterest-bearing deposits and savings, NOW and money market accounts is the
amount payable on demand at the reporting date. The fair value estimates do not include the benefit that results from
such low-cost funding provided by the deposit liabilities compared to the cost of borrowing funds in the market. The
carrying value of adjustable-rate, fixed-term time deposits approximates their fair value at the reporting date. For
fixed-rate time deposits, the present value of future cash flows is used to estimate fair value. The discount rates used
are the current rates offered for time deposits with similar maturities.

Short-term Borrowings: The carrying value of short-term borrowings approximates fair value.
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7. FAIR VALUE MEASUREMENTS (Continued)

Long-term Debt: The fair value of fixed-rate long-term debt is based on the present value of future cash flows. The
discount rate used is the current rates offered for long-term debt with the same maturity.

Accrued interest payable: The carrying value of accrued interest payable as reported on the balance sheet
approximates fair value.

Off-balance sheet financial instruments: The majority of commitments to extend credit, unused portions of lines of
credit and standby letters of credit carry current market interest rates if converted to loans. Because such commitments
are generally unassignable by either the Company or the borrower, they only have value to the Company and the
borrower. None of the commitments are subject to undue credit risk. The estimated fair values of off-balance sheet
financial instruments are based on fees currently charged to enter into similar agreements, taking into account the
remaining terms of the agreements and the counterparties’ credit standing. The fair value of off-balance sheet financial
instruments was not material at June 30, 2011 and December 31, 2010.

The estimated fair values of the Company’s financial instruments were as follows at June 30, 2011 and December 31,
2010.

June 30, 2011 December 31, 2010
Carrying Carrying
Amount  Fair Value Amount  Fair Value

Financial assets:
Cash and cash equivalents $23,100 $23,100 $17,841 $17,841
Securities available for sale 114,096 114,096 121,772 121,772
Restricted equity securities 2,385 2,385 2,642 2,642
Loans held for sale 92 92 30 30
Net loans 421,502 432,571 386,672 393,033
Accrued interest receivable $3,272 $3,272 $3,003 $3,003
Financial liabilities:
Deposits $470,569 $473,515 $438,734 $440,529
Short-term borrowings 36,352 36,352 38,724 38,724
Long-term borrowings 21,862 22,274 27,336 27,872
Accrued interest payable $307 $307 $311 $311
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7. FAIR VALUE MEASUREMENTS (Continued)

In accordance with GAAP, the Company groups its assets and liabilities generally measured at fair value into three
levels based on market information or other fair value estimates in which the assets and liabilities are traded or valued
and the reliability of the assumptions used to determine fair value. These levels include:

. Level 1: Unadjusted quoted prices of identical assets or liabilities in active
markets that the entity has the ability to access as of the measurement date.

. Level 2: Significant other observable inputs other than Level 1 prices such as
quoted prices for similar assets or liabilities; quoted prices in markets that are
not active; or other inputs that are observable or can be corroborated by
observable market data.

. Level 3: Significant unobservable inputs that reflect a reporting entity’s own
assumptions about the assumptions that market participants would use in
pricing an asset or liability.

An asset’s or liability’s level within the fair value hierarchy is based on the lowest level of input that is significant to the

fair value measurement.
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7. FAIR VALUE MEASUREMENTS (Continued)

- Form 10-Q

For financial assets measured at fair value on a recurring basis, the fair value measurements by level within the fair

value hierarchy used at June 30, 2011 and December 31, 2010 are as follows:

(Level 1)
Quoted Prices in
Active Markets
for Identical
Amount Assets
June 30, 2011
U.S. Government agencies and
sponsored enterprises $ 34,636
State and Municipals:
Taxable 19,177
Tax-exempt 41,783
Corporate debt securities 4,479
Mortgage-backed securities-residential 12,612
Equity securities:
Preferred 226
Common 1,183 $ 1,183
Total $ 114,096 $ 1,183
December 31, 2010
U.S. Government agencies and
sponsored enterprises $ 39,118
State and Municipals:
Taxable 18,374
Tax-exempt 50,309
Corporate debt securities 4,020
Mortgage-backed securities-residential 8,670
Equity securities:
Preferred 54
Common 1,227 $ 1,227
Total $ 121,772 $ 1,227
23

(Level 3)

(Level 2) Significant
Significant Other Unobservable
Observable Inputs Inputs

$ 34,636
19,177
41,783
4,479
12,612
226

$ 112,913

$ 39,118
18,374
50,309
4,020
8,670
54

$ 120,545
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7. FAIR VALUE MEASUREMENTS (Continued)

For financial assets measured at fair value on a nonrecurring basis, the fair value measurements by level within the fair
value hierarchy used at June 30, 2011 and December 31, 2010 are as follows:

(Level 1)
Quoted
Pricesin (Level 2)
Active Significant (Level 3)
Markets for Other Significant
Identical Observable Unobservable
Amount Assets Inputs Inputs
June 30, 2011
Impaired loans $ 4,821 $ 4,821
December 31, 2010
Impaired loans $ 7,769 $ 7,769

Fair values of impaired loans are estimated using discounted cash flow analysis determined by the loan review
function or underlying collateral volume, where applicable.

8. RECENT ACCOUNTING PRONOUNCEMENTS

Accounting Standards Update (“ASU”) 2011-05, “Amendments to Topic 220, Comprehensive Income.” In June, 2011,
FASB issued ASU 2011-05. Under the amendments in this ASU, an entity has the option to present the total of
comprehensive income, the components of net income, and the components of other comprehensive income either in a
single continuous statement of comprehensive income or in two separate but consecutive statements. In both choices,

an entity is required to present each component of net income along with total net income, each component of other
comprehensive income along with a total for other comprehensive income, and a total amount for comprehensive
income. This ASU eliminates the option to present the components of other comprehensive income as part of the
statement of changes in stockholders' equity. The amendments in this ASU do not change the items that must be
reported in other comprehensive income or when an item of other comprehensive income must be reclassified to net
income.

The amendments in this ASU should be applied retrospectively. For public entities, the amendments are effective for
fiscal years, and interim periods within those years, beginning after December 15, 2011. Early adoption is permitted,
because compliance with the amendments is already permitted. The amendments do not require any transition
disclosures. Due to the recency of this pronouncement, the Company is evaluating its timing of adoption of ASU
2011-05, but will adopt the ASU retrospectively by the due date.
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8. RECENT ACCOUNTING PRONOUNCEMENTS (Continued)

ASU 2011-02, “A Creditor’s Determination of Whether a Restructuring Is a Troubled Debt Restructuring (“TDR”).” In
April, 2011, FASB issued ASU 2011-02, intended to provide additional guidance to assist creditors in determining
whether a restructuring of a receivable meets the criteria to be considered a troubled debt restructuring. The
amendments in this ASU are effective for the first interim or annual period beginning on or after June 15, 2011, and

are to be applied retrospectively to the beginning of the annual period of adoption. As a result of applying these
amendments, an entity may identify receivables that are newly considered impaired. Early adoption is permitted. The
Company intends to adopt the methodologies prescribed by this ASU by the date required, and is continuing to
evaluate the impact of adoption of this ASU.

ASU 2011-03, “Reconsideration of Effective Control for Repurchase Agreements.” In April, 2011, FASB issued ASU
2011-03. The amendments in this ASU remove from the assessment of effective control the criterion relating to the
transferor’s ability to repurchase or redeem financial assets on substantially the agreed terms, even in the event of
default by the transferee. The amendments in this ASU also eliminate the requirement to demonstrate that the
transferor possesses adequate collateral to fund substantially all the cost of purchasing replacement financial assets.

The guidance in this ASU is effective for the first interim or annual period beginning on or after December 15, 2011.
The guidance should be applied prospectively to transactions or modifications of existing transactions that occur on or
after the effective date. Early adoption is not permitted. The Company will adopt the methodologies prescribed by this
ASU by the date required, and does not anticipate that the ASU will have a material effect on its financial position or
results of operations.

ASU 2011-04, “Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S.
GAAP and IFRSs.” In May, 2011, FASB issued ASU 2011-04. The amendments in this ASU generally represent
clarifications of Topic 820, but also include some instances where a particular principle or requirement for measuring
fair value or disclosing information about fair value measurements has changed. This ASU results in common
principles and requirements for measuring fair value and for disclosing information about fair value measurements in
accordance with U.S. GAAP and IFRSs.

The amendments in this ASU are to be applied prospectively. For public entities, the amendments are effective during
interim and annual periods beginning after December 15, 2011. Early application by public entities is not permitted.
The Company will adopt the methodologies prescribed by this ASU by the date required, and does not anticipate that
the ASU will have a material effect on its financial position or results of operations.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Management’s Discussion and Analysis of the Company is intended to assist the reader in evaluating the Company’s
performance. The Company’s subsidiaries, Peoples Neighborhood Bank (the “Bank”) and Peoples Wealth Management,
LLC, provide financial services to individuals and businesses within the Bank’s primary market area made up of
Susquehanna, Wyoming and Northern Lackawanna Counties in Pennsylvania, and Broome County in New York. The
Bank is subject to regulation, supervision, and examination by the Federal Deposit Insurance Corporation
(“FDIC”). Peoples Wealth Management is a member of the National Association of Securities Dealers (“NASD”), which
also acts as the primary regulator for Peoples Wealth Management. Peoples Financial Capital Corporation is also a
subsidiary of the Company and its main activities are the maintenance and management of certain investments and the
collection and distribution of the income from such investments. Peoples Financial Leasing, LLC is a subsidiary of the
Bank and provides employee leasing services to the Bank. Peoples Investment Holdings, LLC is also a subsidiary of
the Bank and its main activities are the maintenance and management of intercompany investments and the collection
and distribution of the income from such investments.

CAUTIONARY STATEMENT CONCERNING FORWARD LOOKING INFORMATION

Except for historical information, this Report may be deemed to contain “forward looking” information. Examples of
forward looking information may include, but are not limited to: (i) projections of or statements made regarding
future earnings, interest income, other income, earnings or loss per share, asset mix and quality, growth prospects,
capital structure and other financial terms; (ii) statements of plans and objectives of management or the Board of
Directors; (iii) statements of future economic performance; and (iv) statements of assumptions, such as economic
conditions in the market areas served by the Company and the Bank, underlying other statements and statements about
the Company and the Bank or their respective businesses. Such forward looking information can be identified by the
use of forward looking terminology such as “believes,” “expects,” “may,” “intends,” “will,” “should,” “anticipates,” or the n
of any of the foregoing or other variations thereon or comparable terminology, or by discussion of strategy. No
assurance can be given that the future results covered by the forward looking information will be achieved. Such
statements are subject to risks, uncertainties, and other factors which could cause actual results to differ materially
from future results expressed or implied by such forward looking information. Important factors that could impact
operating results include, but are not limited to, (i) the effects of changing economic conditions in both the market
areas served by the Company and the Bank and nationally, (ii) credit risks of commercial, real estate, consumer and
other lending activities, (iii) significant changes in interest rates, (iv) changes in federal and state banking laws and
regulations which could affect operations, (v) funding costs, and (vi) other external developments which could
materially affect business and operations.

EEINT3
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CRITICAL ACCOUNTING POLICIES

Disclosure of the Company’s significant accounting policies is included in Note 1 to the consolidated financial
statements of the Company’s Annual Report on Form 10-K for the year ended December 31, 2010. Some of these
policies are particularly sensitive requiring significant judgments, estimates and assumptions to be made by
Management.

REVIEW OF FINANCIAL POSITION

Total assets grew $27,993 or at an annualized rate of 10.1% to $586,580 at June 30, 2011, from $558,587 at

December 31, 2010. For the six months ended June 30, 2011, total assets averaged $571,562, an increase of $35,713

or 6.7%, from $535,849 for the same period of 2010. The balance sheet growth was driven by increases in total

deposits of $31,835 or at an annualized rate of 14.6% in the first half of 2011. Interest bearing deposits increased

$27,282, while noninterest bearing deposits grew $4,553. At June 30, loans, net increased $35,883 or at an annualized

rate of 18.5% to $426,655 in 2011 compared to $390,772 at December 31, 2010. Total stockholders’ equity increased
$5,754 or at an annualized rate of 23.0%, from $50,516 at year-end 2010 to $56,270 at June 30, 2011.

Investment Portfolio:

The entire securities portfolio is held as available for sale, which allows for greater flexibility in using the investment
portfolio for liquidity purposes by allowing securities to be sold when market opportunities occur. Investment
securities totaled $114,096 at June 30, 2011, a decrease of $7,676, or 6.3% from $121,772 at December 31, 2010. The
decline resulted from the sale of certain long-term tax-exempt municipal obligations and U.S. Government sponsored
enterprise securities in order to reduce the Company’s exposure to interest rate changes.

Securities available for sale are accounted for at fair value, with unrealized gains or losses net of deferred income

taxes reported in the accumulated other comprehensive income (loss) component of stockholders’ equity. The carrying
value of securities at June 30, 2011 included a net unrealized gain of $3,091 reflected as accumulated other

comprehensive income of $2,040 in stockholders’ equity, net of deferred income taxes of $1,051. This compares to a
net unrealized loss of $1,264 at December 31, 2010 reflected as an accumulated other comprehensive loss of $834, net

of deferred income taxes of $430. Any unrealized losses resulted from changes in interest rates subsequent to the

acquisition of the securities and management believes that these unrealized losses represent a temporary impairment

of those securities. The Company does not intend to sell these securities nor is it likely it will be required to sell the

securities before recovery of amortized cost. The Company has the intent and ability to hold such securities until

maturity or market prices recover.
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Management monitors the earnings performance and effectiveness of liquidity of the securities portfolio on a monthly
basis through the Asset/Liability Committee (“ALCO”). The ALCO also reviews and manages interest rate
risk. Through active balance sheet management and analysis of the securities portfolio, the Company maintains
sufficient liquidity to satisfy depositor requirements and various credit needs of its customers.

Loan Portfolio:

Loans, net increased $35,883, or 9.2%, to $426,655 at June 30, 2011 from $390,772 at December 31,
2010. Commercial loans increased $32,385, or 28.8 %, to $144,911 at June 30, 2011 compared to $112,526 at
December 31, 2010. Commercial real estate loans increased $5,022, or 3.7 %, to $141,932 at June 30, 2011 compared
to $136,910 at December 31, 2010. Residential real estate mortgages decreased $538, or 0.5%, to $118,886 at June 30,
2011 compared to $119,424 at December 31, 2010. Consumer loans decreased 4.5%, or $986, to $20,926 at June 30,
2011 compared to $21,912 at December 31, 2010.

Generally, maintaining a high loan to deposit ratio is a primary goal for the Company in order to maximize
profitability, but loan quality is always considered in this effort. Management has continued its efforts to create good
underwriting standards for both commercial and consumer credit. Most commercial lending is done primarily with
locally owned small businesses.

Deposits:

Deposits are attracted within the Bank’s primary market area through the offering of various deposit instruments
including demand deposit accounts, NOW accounts, money market deposit accounts, savings accounts, and time

deposits, including certificates of deposit and IRA’s. During the six month period ended June 30, 2011, total deposits
increased $31,835, or 7.3%, to $470,569 compared to $438,734 at December 31, 2010. Time deposits increased

$14,306, or 15.5%, to $106,753 at June 30, 2011, compared to $92,447 at December 31, 2010. Demand deposits,

increased $4,553, or 6.2%, to $78,216 at June 30, 2011, compared to $73,663 at December 31, 2010. Interest-bearing

checking deposits, including NOW and money market accounts, increased $15,557, or 20.1%, to $93,060 at June 30,

2011, compared to $77,503 at December 31, 2010. Savings deposits decreased $2,581, or 1.3%, to $192,540 at June

30, 2011, compared to $195,121 at December 31, 2010.

The trend through six months of 2011 has been one of continued deposit growth. Interest rates have been at historic
lows for an extended period. Short term and core deposit rates have remained flat. As such, deposits have been
attracted by offering rates on time deposit products which are higher than other investment alternatives available to
customers elsewhere in the market place. The added benefit of expanded $250,000 FDIC insurance has also made
bank deposits an attractive investment vehicle to customers.
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PEOPLES FINANCIAL SERVICES CORP.

MANAGEMENT’S DISCUSSION AND ANALYSIS
(Dollars in thousands, except per share data)

Borrowings:

The Bank utilizes borrowings as a source of funds for its asset/liability management. Advances are available from the
Federal Home Loan Bank (“FHLB) provided certain standards related to credit worthiness have been met. Repurchase
and term agreements are also available from the FHLB.

Total short-term borrowings at June 30, 2011 were $36,352 as compared to $38,724 at December 31, 2010, a decrease
of $2,372, or 6.1%. Long-term debt was $21,862 as of June 30, 2011 compared to $27,336 as of December 31, 2010, a
decrease of $5,474, or 20.0%. The decrease in long-term debt is the result of contractual principal payments to the
FHLB as well as the early payment of a $5,000 borrowing from the FHLB with an original maturity of January 2015,
resulting in a prepayment penalty of $509, which is included in other expenses for the three and six month periods
ended June 30, 2011. The Company chose early payment despite the penalty due to the favorable long term interest
implications.

Capital:

The adequacy of capital is reviewed on an ongoing basis with reference to the size, composition and quality of
resources and regulatory guidelines. Management seeks to maintain a level of capital sufficient to support existing
assets and anticipated asset growth, maintain favorable access to capital markets, and preserve high quality credit
ratings. As of June 30, 2011, the Bank’s Tier I capital to total average assets was 8.57% as compared to 8.53% at
December 31, 2010. The Bank’s Tier 1 capital to risk weighted asset ratio was 10.91% and the total capital to risk
weighted asset ratio was 12.06% at June 30, 2011. The Bank was deemed to be well-capitalized under regulatory
standards at June 30, 2011.

The Company repurchases its stock in the open market, or from individuals as warranted, to leverage the capital

account and to provide stock for its stock option plan and dividend reinvestment plan. On April 29, 2011, the

Company’s Board of Directors announced they would 