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Peoples Financial Services Corp.
CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(Dollars in thousands, except share data)

December 31

March 31,
2014 2013
Assets:
Cash and due from ban $ 26,206 $ 30,00¢
Interes-bearing deposits in other bar 7,16¢ 11,84¢
Federal funds sol 45,84( 9,46(
Investment securitie:
Available-for-sale 302,22t 299,71!
Held-to-maturity: Fair value March 31, 2014, $16,597; DebenB1, 2013, $17,17 16,60" 17,29¢
Total investment securitie 318,83 317,01(
Loans held for sal 1,81¢ 1,757
Loans, ne 1,177,12: 1,176,61
Less: allowance for loan loss 8,85¢ 8,651
Net loans 1,168,26: 1,167,961
Premises and equipment, | 25,57¢ 26,11¢
Accrued interest receivab 5,36¢ 5,86¢
Goodwill 63,37( 63,37(
Intangible asset 6,492 6,83t
Other asset 49,33( 47,98¢
Total asset $1,718,26.  $1,688,22
Liabilities:
Deposits:
Noninteres-bearing $ 282,060 $ 279,94
Interes-bearing 1,122,001 1,099,56!
Total deposit: 1,404,06! 1,379,50
Shor-term borrowings 22,53¢ 22,05:
Long-term debi 35,83¢ 36,74
Accrued interest payab 61C 723
Other liabilities 12,64 10,40
Total liabilities 1,475,691 1,449,42
Stockholders' equity:
Common stock: par value $2.00, authorized 25,0@db@res; March 31, 2014, issued 7,803,403 shares;

December 31, 2013, issued 7,806,789 st 15,60 15,61«
Capital surplut 146,03! 146,10¢
Retained earning 86,36¢ 84,00¢
Accumulated other comprehensive income (li 85¢ (69¢)

Less: treasury stock, at cost: March 31, 2014,®Bbshares; December 31, 2013, 253,845 sl 6,30( 6,241
Total stockholder equity 242 56! 238,79.
Total liabilities and stockholde’ equity $1,718,26.  $1,688,22

See notes to consolidated financial statements
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Peoples Financial Services Corp.

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE

(Dollars in thousands, except per share data)

For the Three Months Ended March 31
Interest income:
Interest and fees on loar
Taxable
Tax-exempt
Interest and dividends on investment securi
Taxable
Tax-exempt
Dividends
Interest on intere-bearing deposits in other bar
Interest on federal funds sc
Total interest incom

Interest expense
Interest on deposi
Interest on sho-term borrowings
Interest on lon-term debi
Total interest expens
Net interest incom
Provision for loan losse
Net interest income after provision for loan los
Noninterest income:
Service charges, fees and commiss
Merchant services incon
Commission and fees on fiduciary activit
Wealth management incor
Mortgage banking incom
Life insurance investment incor
Net gain on sale of investment securities avai-for-sale
Total noninterest incom

Noninterest expense:
Salaries and employee benefits expe
Net occupancy and equipment expe
Merchant services expen
Amortization of intangible asse
Acquisition related expen:
Other expense

Total noninterest expen:
Income before income tax
Income tax expens

Net income
Other comprehensive income (loss'

Unrealized gain (loss) on investment securitieslabie-for-sale
Reclassification adjustment for net gain on sailetided in net incom

Other comprehensive income (lo

Income tax expense (benefit) related to other cetmamsive income (los
Other comprehensive income (loss), net of incorres

Comprehensive incon

Per share data:
Net income:
Basic
Diluted
Average common shares outstandi
Basic
Diluted
Dividends declare

INCOME (UNAUDITED)

2014

$ 14,00(
63t

92¢
82¢
16
10
14

16,43:

1,35i
34

29¢€
1,68
14,74¢
857
13,88¢

1,62¢
894
567
187
98
18¢

3,56(

5,16¢
1,73:
56&
343
60¢
2,87(
11,28
6,161
1,46:
4,69¢

2,39¢

2,39¢

83¢

1,55¢

$  6,25¢

$ 0.62
$ 0.62

7,550,25!
7,580,48
$ 0.31

2013

$ 7,37
41C

43¢
62
18
22

8,89(
671

357
1,03¢
7,851

30C
7,551

961
1,031

$ 0.5¢
$ 0.5¢

4,467,26
4,467,26
$ 0.31



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 Retained Comprehensive Treasury
Capital
Stock Surplus Earnings Income (Loss) Stock Total
Balance, January 1, 2014 $15,61« $146,10¢ $84,00¢ $ (69€) $(6,247) $238,79.
Net income 4,69¢ 4,69¢
Other comprehensive income, net of income t: 1,55¢ 1,55¢
Dividends declared: $0.31 per sh (2,34) (2,34
Shares retired: 3,386 shal @) (102 (209
Reissuance under option plan: 600 sh 28 11 39
Repurchase and held: 1,800 sh: (70) (70)
Balance, March 31, 201 $15,607 $146,03! $86,36¢ $ 85¢  $(6,300) $242,56!
Balance, January 1, 20. $ 8,93t $ 40,000 $83,79¢ $ (290 $132,44¢
Net income 2,521 2,521
Other comprehensive income, net of income t: (381) (381)
Dividends declared: $0.31 per sh (1,37¢) (1,376
Stock based compensati 15 15
Balance, March 31, 201 $ 8,93t $ 40,01¢ $84,94! $ (677) $133,22!

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)

For the Three Months Ended March 3:
Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigenl by operating activitie:

Depreciation of premises and equipm
Amortization of deferred loan cos
Amortization of intangible:

Amortization of purchase accounting adjustmentsanigible asset

Provision for loan losse
Net gain on sale of other real estate ow
Net loss on disposal of equipme
Net amortization of investment securit
Net gain on sale of investment securi
Life insurance investment incor
Deferred income tax expense (bene
Stock based compensati
Net change in
Loans held for sal
Accrued interest receivab
Other asset
Accrued interest payab
Other liabilities
Net cash provided by operating activit
Cash flows from investing activities:
Proceeds from sales of investment securities @le-for-sale
Proceeds from repayments of investment secur
Available-for-sale
Held-to-maturity
Purchases of investment securiti
Available-for-sale
Held-to-maturity
Net increase (decrease) in lending activi
Purchases of premises and equipn
Proceeds from sale of other real estate ov
Net cash used in investing activiti
Cash flows from financing activities:
Net increase in deposi
Repayment of lor-term debi
Net increase (decrease) in si-term borrowings
Redemption of common sto:
Purchase of treasury sto
Cash dividends pai
Net cash provided by financing activiti
Net increase in cash and cash equival
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

Supplemental disclosures
Cash paid during the period fc
Interest
Income taxe:
Noncash items
Transfers of loans to other real estate ow

See notes to consolidated financial statements.

2014 2013
$ 469 $ 2521

574 20€

22

34z (64)

(864)

857 30C

(22)

63
1,04% 122

(101)

(189) (119

36
15

(59

50C 18
(1,967) 1,257

(119) (172)
2,23¢ 1,181
7,13( 5,20¢

60 2,521
12,63 1,247

675 1,48:
(13,847 (80E)

(13,179

(79€) (53)

(122)

192 10C
(1,199 (8,679
24858 19,38¢

(890 (9,110

487 (8)

(70)

(70)

(2,34) (1,376
21,97 8,89¢
27,90: 5,42
51,31 47,84
$79,21: $53,26¢
$ 2,11C $ 1,20¢
10C

$ 201 $
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Peoples Financial Services Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

1. Summary of significant accounting policies:
Nature of operations:

Peoples Financial Services Corp., a bank holdimypamy incorporated under the laws of Pennsylvami@ayides a full range of financial
services through its wholly-owned subsidiary, Pes@ecurity Bank and Trust Company (“Peoples Bamk&juding its subsidiaries, Peoples
Advisors, LLC and Penseco Realty, Inc. (collectiyéhe “Company” or “Peoples”). On November 30, 20Renseco Financial Services
Corporation, a financial holding company incorpedhtinder the laws of Pennsylvania (“Penseco”), eeexgith and into Peoples Financial
Services Corp., with Peoples Financial ServicepClaeing the surviving corporation (the “Mergegyrsuant to an Agreement and Plan of
Merger dated June 28, 2013 (the “Merger Agreemeht"onnection with the Merger, on December 1,2Menseco’s former banking
subsidiary, Penn Security Bank and Trust Comparmyged with and into Peoples Neighborhood Bank ‘@ank Merger”), and the resulting
institution adopted the name Peoples Security BantkTrust Company. The Company services its ratalcommercial customers through
twenty-six full-service community banking officeschted within the Lackawanna, Luzerne, Monroe, 8elsgnna, Wayne and Wyoming
Counties of Northeastern Pennsylvania and Broometyaf New York.

Basis of presentation:

The aforementioned merger between the Company anseleo was accounted for as a reverse acquisitierelty Penseco was treated as the
acquirer for accounting and reporting purposesa Assult, the historical financial information inded in the Company’s consolidated
financial statements and related notes as reporténils Form 10-Q is that of Penseco. The numbehafes issued and outstanding and the
amount of common stock and capital surplus have beteoactively adjusted in 2013 to reflect theieglent number of shares issued by the
Company in the merger.

The accompanying unaudited consolidated finant@éments of the Company have been prepared imdaome with accounting principles
generally accepted in the United States of AmgfiGAAP’) for interim financial information and witkhe instructions to Form 10-Q and
Article 10-01 of Regulation S-X. In the opinionminagement, all normal recurring adjustments nacg$ésr a fair presentation of the
financial position and results of operations fag geriods presented have been included. All siganiti intercompany balances and transac
have been eliminated in consolidation. Prior-peaatbunts are reclassified when necessary to cortfmthe current year’s presentation.
These reclassifications did not have any effedhenoperating results or financial position of @@mpany. Certain disclosures related to
impaired and nonaccrual loans have been reviseddoember 31, 2013. Such revisions were not matarhhad no effect on the operating
results or financial position of the Company. Tipemting results and financial position of the Campfor the three months ended and as of
March 31, 2014, are not necessarily indicativehefresults of operations and financial positiort thay be expected in the future.

The preparation of consolidated financial statesméntonformity with GAAP requires management tckenastimates and assumptions that
affect the reported amounts of assets and liasliind disclosure of contingent assets and liglsilit the date of the consolidated financial
statements and the reported amounts of revenuesxgetises during the reporting period. Signifieztimates that are particularly
susceptible to material change in the near terate¢b the determination of the allowance for lwmses, fair value of financial instruments,
the valuation of real estate acquired in conneatiith foreclosures or in satisfaction of loans, Haduation of deferred tax assets,
determination of other-than-temporary impairmessks on securities and impairment of goodwill. Attesults could differ from those
estimates. For additional information and disclesuequired under GAAP, reference is made to thepany’s Annual Report on Form 10-K
for the period ended December 31, 2013.

The Company has evaluated events and transactignsrimg subsequent to the balance sheet date afiV&d, 2014, for items that should
potentially be recognized or disclosed in thesesobdated financial statements. The evaluation emslucted through the date these
consolidated financial statements were issued.
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Peoples Financial Services Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

Recent accounting standards:

In January 2014, the Financial Accounting Stand&aksrd (“FASB”) issued Accounting Standards UpdafsU”) No. 2014-04,
“Receivables—Troubled Debt Restructurings by Cradi{Subtopic 310-40)—Reclassification of ResiddriRieal Estate Collateralized
Consumer Mortgage Loans upon Foreclosure.” The dments are intended to clarify when a creditor &hbe considered to have received
physical possession of residential real estategutppollateralizing a consumer mortgage loan ghehthe loan should be derecognized and
the real estate recognized. These amendmentsydiaaif an in substance repossession or foreclasimars, and a creditor is considered to
have received physical possession of residentihlagtate property collateralizing a consumer nagggloan, upon either: (i) the creditor
obtaining legal title to the residential real estatoperty upon completion of a foreclosure; grtfie borrower conveying all interest in the
residential real estate property to the creditaatisfy that loan through completion of a deeliein of foreclosure or through a similar legal
agreement. Additional disclosures are required.arhendments are effective for annual periods atediim periods within those annual
periods beginning after December 15, 2014. The wlopf ASU 2014-04 is not expected to have a niateffect on the operating results or
financial position of the Company.

In July 2013, the FASB issued ASU No. 2013-11, $@rdgation of an Unrecognized Tax Benefit When a®j&trating Loss Carryforward, a
Similar Tax Loss, or a Tax Credit Carryforward Egi% This amendment provides that an unrecogniardenefit, or a portion thereof, be
presented in the financial statements as a redutdia deferred tax asset for a net operatingdasyforward, a similar tax loss, or a tax cr
carryforward, except to the extent that a net dpegdoss carryforward, a similar tax loss, or a¢aedit carryforward is not available at the
reporting date to settle any additional income $akat would result from disallowance of a tax pogi or the tax law does not require the
entity to use, and the entity does not intend 9 thee deferred tax asset for such purpose, thearttecognized tax benefit should be
presented as a liability. The amendments in thiddtgpare effective for fiscal years, and interimqas within those years, beginning after
December 15, 2013. The amendments should be agphsgectively to all unrecognized tax benefitg thast at the effective date. The
adoption of this ASU did not have a material eff@ctthe operating results or financial positioritef Company.

8
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Peoples Financial Services Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

2. Other comprehensive income (loss):

The components of other comprehensive income (lsstheir related tax effects are reported inGbesolidated Statements of Income and
Comprehensive Income. The accumulated other coraps@fe loss included in the Consolidated Balan@e&trelates to net unrealized g
and losses on investment securities availabledta-and benefit plan adjustments.

The components of accumulated other comprehensoggrie included in stockholders’ equity at March 2114 and December 31, 2013 is as
follows:

March 31, December 31
2014 2013

Net unrealized gain on investment securities albke-for-sale $ 5,20/ $ 2,81(
Related income taxce (1,822 (989)
Net of income taxe 3,38 1,82¢
Benefit plan adjustmen (3,889 (3,889
Related income taxe 1,35¢ 1,35¢
Net of income taxe (2,529 (2,529
Accumulated other comprehensive | $ 85¢ $ (69€)

Other comprehensive income (loss) and relatedffaxte for the three months ended March 31, 20142013 is as follows:

Three months ended March 3 2014 2013

Net gain on the sale of investment securities at&-for-sale (1) $(107)
Unrealized gain (loss) on investment securitieslabke-for-sale $2,39¢ (476
Other comprehensive income (loss) gain before t 2,39¢ (577)
Income taxe: 83¢ (196)
Other comprehensive income (lo $1,55¢ $(38))

(1) Represents amounts reclassified out of accuprdiomprehensive income and included in gainsataf investment securities on the
consolidated statements of incor



Table of Contents

Peoples Financial Services Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

3. Earnings per share:

Basic earnings per share represent income avatalziemmon stockholders divided by the weightedrage number of common shares
outstanding during the period. Diluted earningsgteare reflect additional common shares that whalte been outstanding if dilutive
potential common shares had been issued, as watlyaadjustment to income that would result fromdlssumed issuance. Potential common
shares that may be issued by the Company relatly goloutstanding stock options, and are deterdhirsing the treasury stock method.

2014 2013
For the three months ended March 3 Basic Diluted Basic Diluted
Net Income (Numerato $ 4,69¢ $ 4,69¢ $ 2,521 $ 2,521
Average common shares outstanding (Denomin. 7,550,25: 7,580,48 4,467,26. 4,467,26.
Earnings per shai $ 0.62 $ 0.62 $ 0.5¢€ $ 0.5¢€

4. Investment securities:

The amortized cost and fair value of investmentsges aggregated by investment category at M8dci2014 and December 31, 2013 are
summarized as follows:

Gross Gross
Amortized Unrealized Unrealized
Fair

March 31, 201« Cost Gains Losses Value
Available-for-sale:
U.S. Government agenci $ 20¢ $ 2 $ 20¢
U.S. Governmelsponsored enterpris 107,91. $ 26¢ 28¢ 107,89:
State and municipal.

Taxable 16,62( 344 35 16,92¢

Tax-exempt 93,14¢ 4,14¢ 83 97,21
Corporate debt securitis 4,40~ 38 68 4,37¢
Mortgagebacked securitie:

U.S. Government agenci 29,82¢ 107 27¢ 29,65¢

U.S. Governmel-sponsored enterpris 44,21: 72t 7C 44,86
Common equity securitie 69€ 40z 6 1,09:

Total $297,02. $ 6,03t $ 831 $302,22¢

Held-to-maturity:
U.S. Governmel-sponsored enterpris
State and municipal.

Taxable

Tax-exempt $ 7,371 $ ilis $ 511 $ 6,87t
Corporate debt securiti
Mortgagebacked securitie:

U.S. Government agenci 11z 2 114

U.S. Governmel-sponsored enterpris 9,12/ 484 9,60¢
Common equity securitie

Total $ 16,60: $ 501 $ 511 $ 16,59;

10
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Peoples Financial Services Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

4. Investment securities (continued):

December 31, 201
Available-for-sale:
U.S. Government agenci
U.S. Governmelsponsored enterpris
State and municipal.

Taxable

Tax-exempt
Corporate debt securitis
Mortgagebacked securitie:

U.S. Government agenci

U.S. Governmel-sponsored enterpris
Common equity securitie

Total

Held-to-maturity:
U.S. Governmel-sponsored enterpris
State and municipal.

Taxable

Tax-exempt
Corporate debt securiti
Mortgagebacked securitie:

U.S. Government agenci

U.S. Governmel-sponsored enterpris
Common equity securitie

Total

The maturity distribution of the fair value, whiththe net carrying amount, of the debt securitlassified as available-for-sale at March 31,

2014, is summarized as follows:

March 31, 201«

Within one year

After one but within five year
After five but within ten year
After ten year:

Mortgage-backed securitie
Total

Gross Gross
Unrealized Unrealized
Amortized Cost Gains Losses
$ 207 $ 3
113,22: $ 29¢ 472
16,66¢ 16C 12¢€
96,194 2,261 38C
4,43: 32 78
20,17¢ 11z 63
45,25! 76% 40
75€ 351 10
$ 296,90 $ 3,98C $ 1,17
$ 7,37z $ 11 $ 777
117 2
9,80¢ 644
$ 17,29¢ $ 657 $ 777

Fair
Value

$ 19,56¢

105,40°
25,56!
76,07¢

226,61:

74,52

$301,13¢

Fair
Value

$ 204
113,04!

16,69¢
98,08:
4,38

20,22¢
45,97
1,09:
$299,71!

$ 6,60¢

11¢
10,45(

$ 17,17t



Table of Contents

Peoples Financial Services Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

4. Investment securities (continued):

The maturity distribution of the amortized cost daitl value, of debt securities classified as heldraturity at March 31, 2014, is summari
as follows:

Amortized
Fair
March 31, 201« Cost Value
Within one yeal

After one but within five year $ 15¢ $ 16z
After five but within ten year 34z 358
After ten year: 6,871 6,36(
7,371 6,87¢
Mortgagebacked securitie 9,23¢ 9,722
Total $ 16,60" $16,59'

Securities with a carrying value of $205,549 and2207 at March 31, 2014 and December 31, 201feotisely, were pledged to secure
public deposits and repurchase agreements as edquipermitted by law.

Securities and short-term investment activitiescareducted with a diverse group of government iesticorporations and state and local
municipalities. The counterparty’s creditworthinessl type of collateral is evaluated on a casedsedasis. At March 31, 2014 and
December 31, 2013, there were no significant camatons of credit risk from any one issuer, witle £xception of U.S. Government
agencies and sponsored enterprises, that exce®degercent of stockholders’ equity.

The fair value and gross unrealized losses of invest securities with unrealized losses for whigtother-than-temporary impairment
(“OTTI") has not been recognized at March 31, 2a@hd December 31, 2013, aggregated by investmesgaat and length of time that the
individual securities have been in a continuougalized loss position, are summarized as follows:

Less Than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Fair Fair
March 31, 201« Value Losses Value Losses Value Losses
U.S. Government agencies $ 20 $ 2 $ 20 $ 2
U.S. Governmel-sponsored enterpris 57,25( 28¢ $3,10: $ 2 60,35: 28¢
State and municipal.
Taxable 3,64¢ 35 3,64¢ 35
Tax-exempt 27,30¢ 543 54€ 51 27,85¢ 594
Corporate debt securiti 1,094 69 1,09¢ 69
Mortgage¢backed securitie:
U.S. Government agenci 22,47 27¢ 22,47 27¢
U.S. Governmel-sponsored enterpris 9,58¢ 7C 9,58¢ 70
Common equity securitie 70 6 70 6
Total $121,63. $ 1,28¢ $364¢ $ 53 $125,28( $ 1,34:

12
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Peoples Financial Services Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

4. Investment securities (continued):

Less Than 12 Months 12 Months or More Total
Unrealized Unrealized Unrealized
Fair Fair Fair
December 31, 201 Value Losses Value Losses Value Losses
U.S. Government agencies $ 204 $ 3 $ 204 $ 3
U.S. Governmel-sponsored enterpris 66,39. 46€  $3,11¢ $ 4 69,50¢ 47z
State and municipal.
Taxable 10,62: 12¢ 10,62: 12¢
Tax-exempt 36,47 1,15 36,47 1,15
Corporate debt securiti 1,09t 78 1,09t 78
Mortgagebacked securitie:
U.S. Government agenci 12,77 63 12,77+ 63
U.S. Governmel-sponsored enterpris 5,62¢ 4C 5,62¢ 40
Common equity securitie 137 1C 137 10
Total $133,31° $ 1,94 $3,11¢ % 4  $136,43. $ 1,94¢

The Company had 114 investment securities, congisti 54 tax-exempt state and municipal obligatiénaxable state and municipal
obligations, 32 U.S. Government-sponsored entermésurities, 19 mortgage-backed securities, orpocate debt security, one U.S.
Government agency security and one common equityrisg that were in unrealized loss positions ardha31, 2014. Of these securities, one
U.S. Government-sponsored enterprise security apdax-exempt state and municipal security weie éontinuous unrealized loss position
for twelve months or more. The unrealized losshendommon equity securities was a direct refleatibreductions from historical levels in
stock values in the financial industry sector, aghale, and was not a result of credit or otheméssthat would cause the Company to realize
an OTTI charge. Management does not consider trealired losses on the debt securities, as a refscittanges in interest rates, to be OTTI
based on historical evidence that indicates theafdbese securities is recoverable within a reabte period of time in relation to normal
cyclical changes in the market rates of interegirddver, because there has been no material clatige credit quality of the issuers or ot
events or circumstances that may cause a signifachrerse impact on the fair value of these saeariatnd management does not intend to
sell these securities and it is unlikely that tlmm@any will be required to sell these securitie®igerecovery of their amortized cost basis,
which may be maturity, the Company does not comshdeunrealized losses to be OTTI at March 31420here was no OTTI recognized
for the three months ended March 31, 2014 and 2013.

The Company had 153 investment securities, congisti 79 tax-exempt state and municipal obligatidristaxable state and municipal
obligations, 39 U.S. Government-sponsored entexmésurities, 15 mortgage-backed securities, orpocate debt security, one U.S.
Government agency and two common equity secuthigtswere in unrealized loss positions at DecerBtieP013. Of these securities, one
U.S. Government-sponsored enterprise security wasrtinuous unrealized loss position for twelventhg or more.
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Peoples Financial Services Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

5. Loans, net and allowance for loan losses:

The major classifications of loans outstanding,afeteferred loan origination fees and costs atdi&1, 2014 and December 31, 2013 are
summarized as follows. Net deferred loan costs W&E9 and $24 at March 31, 2014 and December 313.20

Commercial
Real estate

Commercia
Residentia

Consume
Total

December 31
March 31,
2014 2013

$ 358,72 $ 350,68(

409,72 413,05¢
320,80: 322,06:
87,86: 90,81;

$1,177,12, $1,176,61

The changes in the allowance for loan losses a¢dumajor classification of loan for the three rttemended March 31, 2014 and 2013 are

summarized as follows:

March 31, 201«

Allowance for loan losse:

Beginning Balanc:
Charge-offs
Recoveries
Provisions

Ending balanc:

March 31, 201:

Allowance for loan losse:

Beginning Balanc:
Charge-offs
Recoveries
Provisions

Ending balanc:

Real estate
Commercial Commercial Residentia Consumel Total
$ 2,00¢ $ 2,39 $ 3,13t $ 1,114 $8,651
(347) (28) (240) (69) (68%)
3 31 34
30C 107 35C 10C 857
$ 1,967 $ 247 $ 3,24¢ $ 1,177 $8,85¢
Real estate
Commercial Commercial Residentia Consumel Total
$ 79¢ $ 2,30¢ $ 2,981 $ 86¢ $6,95(
(156) (66) (222)
6t 17 82
21C 90 30C
$ 79¢ $ 2,30¢ $ 3,10C $ 907 $7,11(
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5. Loans, net and allowance for loan losses (contied):

The allocation of the allowance for loan losses tedrelated loans by major classifications of bahMarch 31, 2014 and December 31,
2013 is summarized as follows:

Real estate

March 31, 201« Commercial Commercial Residentia Consumel Unallocatec Total

Allowance for loan losse:

Ending balanc: $ 1961 $ 2477 $ 3,24t $ 1,177 $ 8,85¢
Ending balance: individually evaluated for impaimnh 1,12¢ 542 162 1,83:
Ending balance: collectively evaluated for impaintr 833 1,931 3,08¢ 1,17 7,027
Ending balance: loans acquired with deteriorateditr

quality $ $ $ $ $

Loans receivable

Ending balanc: $ 358,72¢ $ 409,727 $320,80: $87,86: $1,177,12;
Ending balance: individually evaluated for impairh 2,54¢ 7,232 2,67¢ 12¢ 12,58:
Ending balance: collectively evaluated for impaintr 354,99: 398,36 317,80: $87,73¢ 1,158,89!
Ending balance: loans acquired with deterioratedlicr

quality $ 1,18 $ 4,13C $ 327 $ 5,64¢
Real estate

December 31, 201 Commercial Commercial Residentia Consumel Unallocatec Total

Allowance for loan losse!

Ending balanc $ 200 $ 2394 §$§ 3,13¢ $ 1,11« $ 8,657
Ending balance: individually evaluated for impairh 1,50( 30C 224 2,02¢
Ending balance: collectively evaluated for impaintr 50¢ 2,094 2,911 1,11¢ 6,627
Ending balance: loans acquired with deteriorateditr

quality $ $ $ $ $

Loans receivable

Ending balanc: $ 350,68( $ 413,05¢ $322,06: $90,81: $1,176,61
Ending balance: individually evaluated for impaimnh 4,504 7,711 3,321 90 15,62¢
Ending balance: collectively evaluated for impaintr 343,50: 401,16¢ 318,27:  $90,72: 1,153,67.
Ending balance: loans acquired with deteriorateditr

quality $ 2674 $ 4,17¢ $ 467 $ 7,3
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5. Loans, net and allowance for loan losses (contied):

The Company segments loans into risk categoriesthais relevant information about the ability of foevers to service their debt such as
current financial information, historical paymenperience, credit documentation, public informatiand current economic trends, among
other factors. Loans are individually analyzeddadit risk by classifying them within the Compasynternal risk rating system. The
Company’s risk rating classifications are definedalows:

Pass- A loan to borrowers with acceptable tmatlity and risk that is not adversely classifeedSubstandard, Doubtful, Loss nor
designated as Special Mentic

Special Mention- A loan that has potential wesdses that deserves management’s close attdftiefh uncorrected, these
potential weaknesses may result in deterioraticth®fepayment prospects for the loan or in thetini®n’s credit position at
some future date. Special Mention loans are notaly classified since they do not expose the Gompo sufficient risk to
warrant adverse classificatic

SubstandardA loan that is inadequately protected by the cursennd worth and paying capacity of the obligoobthe collatera
pledged, if any. Loans so classified must have ladefined weakness or weaknesses that jeopardeédquidation of the debt.
They are characterized by the distinct possibiligt the bank will sustain some loss if the deficies are not correcte

Doubtful — A loan classified as Doubtful haktak weaknesses inherent in one classified Suiatdrwith the added characteristic
that the weaknesses make the collection or ligisidah full, on the basis of currently existing facconditions, and values, highly
guestionable and improbab

Loss-A loan classified as Loss is considereebllactible and of such little value that its contince as bankable loans is not
warranted. This classification does not mean thaidan has absolutely no recovery or salvage valuterather it is not practical
or desirable to defer writing off this basically sildess asset even though partial recovery mayfbetad in the future

The following tables present the major classifimatbf loans summarized by the aggregate pass ratidghe classified ratings of special
mention, substandard and doubtful within the Corgjsaimternal risk rating system at March 31, 20hd ®ecember 31, 2013:

Special
March 31, 2014 Pass Mgntion Substandarc Doubtful Total
Commercial $ 347,33t $5241 $ 6,15Z $ 358,72¢
Real estate
Commercia 384,59: 10,16: 14,96¢ 409,72:
Residentia 314,56° 1,02: 5,21: 320,80«
Consume 87,69: 16 15¢ 87,86
Total $1,134,18 $16,44: $ 26,49 $1,177,12:
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5. Loans, net and allowance for loan losses (contied):

Special
December 31, 201. Pass M(—E.)ntion Substandarc Doubtful Total
Commercial $ 332257 $ 7,028 $ 11,39¢ $ 350,68(
Real estate
Commercia 386,82! 10,70: 15,53: 413,05¢
Residentia 314,54 861 6,657 322,06:
Consume 90,71¢ 9 9C 90,81
Total $1,124,34. $18,59¢ $ 33,67" $1,176,61

Information concerning nonaccrual loans by majanlalassification at March 31, 2014 and DecembeRB13 is summarized as follows:

March 31, December 31
2014 2013
Commercial $ 1,16¢ $ 2,03
Real estate
Commercia 8,64¢ 9,172
Residentia 2,98¢ 3,56¢
Consume 12¢ 90
Total $12,92. $ 14,86¢
The major classifications of loans by past dueustate summarized as follows:
Greater Loans > 9(
30-59 Day:  6C-89 Day: than 90 Total Past Total Days and
March 31, 201« Past Due Past Due Days Due Current Loans Accruing
Commercial $ 80¢ $ 68¢ $ 1,171 $ 2,66¢ $ 356,06( $ 358,72¢ $ 7
Real estate
Commercia 26¢€ 21C 8,86¢ 9,34: 400,38 409,72: 221
Residentia 2,817 43C 3,83t 7,08z 313,72 320,80 84¢
Consume 501 82 714 1,29 86,57( 87,86 58€
Total $ 439 $ 1,411 $14,588 $20,39. $1,156,73 $1,177,12. $ 1,66:
Greater Loans > 9(
3C-59 Day:  60-89 Day: than 90 Total Total Days and
December 31, 201 Past Due Past Due Days Past Due Current Loans Accruing
Commercial $ 1052 $ 105 $ 2,041 $ 3,19¢ $ 347,48. $ 350,68( $ 6
Real estate
Commercia 1,641 75 9,372 11,08¢ 401,97( 413,05¢ 20C
Residentia 3,67¢ 98¢t 4,247 8,90¢ 313,15¢ 322,06: 67¢
Consume 79¢ 318 661 1,772 89,04¢ 90,81 571
Total $ 7,160 $ 147¢ $16,32. $2496¢ $1,151,65 $1,176,61 $ 1,45¢
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5. Loans, net and allowance for loan losses (contied):

The following tables summarize information concegnimpaired loans at and for the period ended Ma&dgH2014, December 31, 2013 and
March 31, 2013, by major loan classification:

For the Quarter Ended

Unpaid
Principal Average Interest
Recorded Related Recorded Income
March 31, 201« Investment Balance Allowance Investment Recognizel
With no related allowanct
Commercia $ 2,008 $ 4,762 $ 3,49¢
Real estate
Commercia 9,95¢ 12,74¢ 10,227
Residentia 2,74( 3,14« 2,872
Consume 12¢€ 12¢ 10¢
Total 14,83« 20,78( 16,70:
With an allowance recorde
Commercia 1,72¢ 1,72¢ $ 1,12¢ 1,96¢ $ 26
Real estate
Commercia 1,40¢ 1,40¢ 547 1,39¢ 18
Residentia 261 261 162 52%
Consume
Total 3,39: 3,39: 1,83¢ 3,88¢ 44
Commercia 3,73¢ 6,49( 1,12¢ 5,457 26
Real estate
Commercia 11,36: 14,15( 547 11,62¢ 18
Residentia 3,001 3,40¢ 162 3,39¢
Consume 12¢€ 12¢ 10¢
Total $ 18,227 $24,17: $ 1,832 $ 20,58" $ 44
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5. Loans, net and allowance for loan losses (contied):

December 31, 201
With no related allowanct
Commercia
Real estate
Commercia
Residentia
Consume
Total
With an allowance recorde
Commercia
Real estate
Commercia
Residentia
Consume
Total
Commercia
Real estate
Commercia
Residentia
Consume
Total

19

For the Year Ended

Unpaid
Principal Average Interest
Recorded Related Recorded Income
Investment Balance Allowance Investment Recognize!
$ 4,97¢ $ 9,47 $ 5,82«
10,49¢ 13,35 10,09t
3,004 3,431 2,61
9C 90 95
18,56¢ 26,35 18,62¢
2,20( 2,20( $ 1,50( 2,182 $ 95
1,394 1,394 30C 1,40¢ 76
784 784 224 672 13
4,37¢ 4,37¢ 2,024 4,26 184
7,17¢ 11,674 1,50( 8,00¢ 95
11,89( 14,74¢ 30C 11,50 76
3,78¢ 4,221 224 3,28¢ 13
9C 90 95
$ 22,94¢ $30,73: $ 2,02¢ $ 22,89: $ 184
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5. Loans, net and allowance for loan losses (contied):

For the Quarter Ended

Unpaid
Principal Average Interest
Recorded Related Recorded Income
March 31, 201: Investment Balance Allowance Investment Recognizel
With no related allowanct
Commercia $ 33¢ $ 33¢ $ 321
Real estate
Commercia 262 262 204
Residentia 1,321 1,321 1,12¢
Consume 87 87 58
Total 2,00¢ 2,00¢ 1,70¢
With an allowance recorde
Commercia 34¢ 34¢ $ 34¢ 35C $ 4
Real estate
Commercia 1,44¢ 1,44¢ 30C 1,731 19
Residentia 1,137 1,137 21z 1,317 3
Consume
Total 2,932 2,93 861 3,39¢ 26
Commercia 687 687 34¢ 671 4
Real estate
Commercia 1,70¢ 1,70¢ 30C 1,93¢ 19
Residentia 2,45¢ 2,45¢ 21z 2,44; 3
Consume 87 87 58
Total $ 4,94( $ 4,94( $ 861 $ 5,10¢ $ 26

Included in the commercial loan and commercial eséhte categories are troubled debt restructutiragsare classified as impaired. Trouble
debt restructurings totaled $1,924 at March 314282,487 at December 31, 2013 and $349 at MarcR®RI3.

Troubled debt restructured loans are loans withiloal terms, interest rate, or both, that have beedified as a result of a deterioration in the
borrower’s financial condition and a concession leesn granted that the Company would not otheregssider. Unless on nonaccrual,
interest income on these loans is recognized whared, using the interest method. The Company#erariety of modifications to
borrowers that would be considered concessionsnmiddification categories offered can generally féthin the following categories:

* Rate Modificatio—A modification in which the interest rate is chadde a below market rat
« Term Modificatio—A maodification in which the maturity date, timind payments or frequency of payments is chan
» Interest Only Modificatio—A modification in which the loan is converted tedrest only payments for a period of tir

« Payment Maodification—A modification in whichdhdollar amount of the payment is changed, othear #n interest only
modification described abov

» Combination Modificatio—Any other type of modification, including the usenaultiple categories abov
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5. Loans, net and allowance for loan losses (contied):

There were no loans modified as troubled debtuettrings for the three months ended March 31, 20112013.

6. Other assets:
The components of other assets at March 31, 204Dacember 31, 2013 are summarized as follows:

March 31, December 31
2014 2013

Other real estate owned $ 67¢ $ 64¢
Investment in residential housing progr 3,152 3,211
Mortgage servicing right 833 88C
Bank owned life insuranc 29,44¢ 29,19¢
Restricted equity securiti 3,85¢ 4,102
Other asset 11,36( 9,94¢
Total $49,33( $ 47,98¢

7. Fair value estimates:

The Company uses fair value measurements to réamndalue adjustments to certain assets and iiesiland to determine fair value
disclosure under GAAP. Fair value estimates areutated without attempting to estimate the valuandfcipated future business and the
value of certain assets and liabilities that arecooisidered financial. Accordingly, such asset labilities are excluded from disclosure
requirements.

In accordance with FASB ASC 820, “Fair Value Mea&snents and Disclosures,” fair value is the pria thould be received to sell an asset
or transfer a liability in an orderly transactiostlveen market participants at the measurement Baievalue is best determined based upon
guoted market prices. In cases where quoted mprke&ts are not available, fair values are baseglstimates using present value or other
valuation techniques. Those techniques are sigmifig affected by the assumptions used, includigdiscount rate and estimates of future
cash flows. In that regard, the derived fair vadgmates cannot be substantiated by comparisimépendent markets. In many cases, these
values cannot be realized in immediate settlemititeoinstrument.

Current fair value guidance provides a consistefindion of fair value, which focuses on exit @im an orderly transaction that is not a
forced liquidation or distressed sale between gigdits at the measurement date under current inaokditions. If there has been a
significant decrease in the volume and level ofvigtfor the asset or liability, a change in vaiioa technique or the use of multiple valuation
techniques may be appropriate. In such instanetsrrdining the price at which willing market paii@nts would transact at the measurer
date under current market conditions depends ofattie and circumstances and requires the usgufisant judgment. The fair value is a
reasonable point within the range that is mostasgmtative of fair value under current market ciows.
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7. Fair value estimates (continued):

In accordance with GAAP, the Company groups itetasand liabilities generally measured at fair gahto three levels based on market
information or other fair value estimates in whibk assets and liabilities are traded or valuedtlh@deliability of the assumptions used to
determine fair value. These levels include:

» Level 1: Unadjusted quoted prices of identasdets or liabilities in active markets that theétgihas the ability to access as of the
measurement dat

» Level 2: Significant other observable inputisestthan Level 1 prices such as quoted pricesifinifas assets or liabilities; quoted
prices in markets that are not active; or otheuigphat are observable or can be corroboratedbgreable market dat

» Level 3: Significant unobservable inputs tteftect a reporting entity’'s own assumptions abbatassumptions that market
participants would use in pricing an asset or lighi

An asset’s or liability’s placement in the fair ualhierarchy is based on the lowest level of inthat is significant to the fair value estimate.

The following methods and assumptions were usethdy"ompany to calculate fair values and related/itey amounts of financial
instruments:

Cash and cash equivalentsThe carrying values of cash and cash equivalentspzsted on the balance sheet approximate faireval

Investment securities:The fair values of marketable equity securitieskased on quoted market prices from active excharagkets. The
fair values of debt securities are based on prifriogn a matrix pricing model.

Loans held for sale:The fair values of loans held for sale are basexhwurrent delivery prices in the secondary monrtgagrket.

Net loans:For adjustable-rate loans that re-price frequesnlg with no significant credit risk, fair valuegdrased on carrying values. The
fair values of other non-impaired loans are estmatsing discounted cash flow analysis, using ésterates currently offered in the market
for loans with similar terms to borrowers of simitaedit risk. Fair values for impaired loans aséireated using discounted cash flow anal
determined by the loan review function or underdyaollateral values, where applicable.

In conjunction with the Merger, the loans purchasede recorded at their acquisition date fair valoerder to record the loans at fair value,
management made three different types of fair vatijastments. A market rate adjustment was maddjtest for the movement in market
interest rates, irrespective of credit adjustmecagpared to the stated rates of the acquired Idansedit adjustment was made on pools of
homogeneous loans representing the changes irt quedity of the underlying borrowers from the Idaneption to the acquisition date. The
credit adjustment on distressed loans represeatsdtiion of the loan balance that has been deemeallectible based on the management’s
expectations of future cash flows for each respedtan.

Mortgage servicing rights: To determine the fair value, the Company estimttepresent value of future cash flows incorporatin
assumptions such as cost of servicing, discouasyarepayment speeds and default rates.

Accrued interest receivable:The carrying value of accrued interest receivablesported on the balance sheet approximatesdhieyv

Restricted equity securities:The carrying values of restricted equity securiipproximate fair value, due to the lack of mark#ity for
these securities.
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7. Fair value estimates (continued):

Deposits: The fair values of noninterest-bearing depositssawings, NOW and money market accounts are theiaim@ayable on demand
at the reporting date. The fair value estimateaatanclude the benefit that results from such kst funding provided by the deposit
liabilities compared to the cost of borrowing furidghe market. The carrying values of adjustable;rfixed-term time deposits approximate
their fair values at the reporting date. For fixate time deposits, the present value of futuré flasvs is used to estimate fair values. The
discount rates used are the current rates offeretihie deposits with similar maturities.

The fair value assigned to the core deposit intaagisset represents the future economic bendfitegfotential cost savings from acquiring
core deposits in the Merger compared to the cosbtaining alternative funding such as brokeredd#p from market sources. Management
utilized an income valuation approach to presehtevthe estimated future cash savings in ordeeterthine the fair value of the intangible
asset.

Short-term borrowings: The carrying values of short-term borrowings apprate fair value.

Long-term debt: The fair value of fixed-rate long-term debt is lthea the present value of future cash flows. Tisealint rate used is the
current rate offered for long-term debt with thensamaturity.

Accrued interest payable: The carrying value of accrued interest payableepsrted on the balance sheet approximates faieval

Off-balance sheet financial instruments:

The majority of commitments to extend credit, urtlipertions of lines of credit and standby lettersredit carry current market interest rates
if converted to loans. Because such commitmentg@merally unassignable of either the Company ®@btrrower, they only have value to
the Company and the borrower. None of the commitesnare subject to undue credit risk. The estim&@d/alues of off-balance sheet
financial instruments are based on fees curretidyged to enter into similar agreements, taking amcount the remaining terms of the
agreements and the counterparties’ credit standing fair value of ofbalance sheet financial instruments was not matrisdarch 31, 201
and December 31, 2013.

Assets and liabilities measured at fair value oacarrring basis at March 31, 2014 December 31, 2083ummarized as follows:

Fair Value Measurement Using

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
March 31, 201« Amount (Level 1) (Level 2) (Level 3)
U.S. Government-agencies $ 20z $ 20¢
U.S. Governmel-sponsored enterpris 107,89: 107,89:
State and Municipals
Taxable 16,92¢ 16,92¢
Tax-exempt 97,21 97,21
Corporate debt securitis 4,37¢ 4,372
Mortgage¢backed securitie:
U.S. Government agenci 29,65¢ 29,65¢
U.S. Governmel-sponsored enterpris 44,86, 44,86
Common equity securitie 1,09t $ 1,09¢
Total $302,22t $ 1,09¢ $ 301,13:
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7. Fair value estimates (continued):

Fair Value Measurement Using

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
December 31, 201 Amount (Level 1) (Level 2) (Level 3)
U.S. Government-agencies $ 204 $ 204
U.S. Governmel-sponsored enterpris 113,04! 113,04!
State and Municipals
Taxable 16,69¢ 16,69¢
Tax-exempt 98,08 98,08:
Corporate debt securiti 4,38 4,38
Mortgagebacked securitie:
U.S. Government agenci 20,22¢ 20,22¢
U.S. Governmel-sponsored enterpris 45,97 45,97
Common equity securitie 1,09i $ 1,097
Total $299,71! $ 1,09 $ 298,61¢

Assets and liabilities measured at fair value mom@recurring basis at March 31, 2014 and Decembge2@®13 are summarized as follows:

Fair Value Measurement Using

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
March 31, 201« Amount (Level 1) (Level 2) (Level 3)
Impaired loans $1,561 $ 1,561
Fair Value Measurement Using
Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
December 31, 201 Amount (Level 1) (Level 2) (Level 3)
Impaired loans $2,35¢ $ 2,35¢
Other real estate ownt $ 437 $ 437

Fair values of impaired loans are based on theeptaslue of expected future cash flows discouatdtie loan’s effective interest rate or the
fair value of the collateral if the loan is collebdependent.

The following table presents additional quantitatinformation about assets measured at fair vaiue monrecurring basis and for which the
Company has utilized Level 3 inputs to determirievfalue:

Quantitative Information about Level 3 Fair Value Measurements

Fair Value Range
March 31, 201« Estimate Valuation Technigues Unobservable Input (Weighted Average)
Impaired loans $ 1,561 Appraisal of collatera Appraisal adjustment 14.0% to 33.7% (18.5¢
Liquidation expense 3.0% to 6.0% (4.7%
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7. Fair value estimates (continued):

Quantitative Information about Level 3 Fair Value Measurements

Fair Value
Range
December 31, 201 Estimate Valuation Technigues Unobservable Input (Weighted Average)
Impaired loans $ 2,35¢ Appraisal of collatera Appraisal adjustment 11.0% to 33.7% (17.3¢
Liquidation expense 3.0% to 6.0% (5.0%
Other real estate ownt $ 437 Appraisal of collatera Appraisal adjustment 11.0% to 33.7% (17.3¢
Liquidation expense 3.0% to 6.0% (5.0%

Fair value is generally determined through indepeth@dppraisals of the underlying collateral, whielmerally include various Level 3 Inputs
which are not identifiable.

Appraisals may be adjusted by management for @izt factors such as economic conditions and astidhliquidation expenses. The range
and weighted average of liquidation expenses amer @tppraisal adjustments are presented as a pefdée appraisal.

The carrying and fair values of the Company’s firiahinstruments at March 31, 2014 and DecembeR@13 and their placement within the
fair value hierarchy are as follows:

Fair Value Hierarchy

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Carrying Identical Asset: Inputs Inputs

March 31, 201« Value Fair Value (level 1) (level 2) (Level 3)
Financial asset:
Cash and cash equivalel $ 79,21 $ 7921: $ 79,21:
Investment securitie!

Available-for-sale 302,22t 302,22t $ 1,09t  $ 301,13

Held-to-maturity 16,60° 16,591 16,591
Loans held for sal 1,81¢ 1,81¢ 1,81¢
Net loans 1,168,26. 1,179,29I $1,179,29
Accrued interest receivab 5,36¢ 5,36¢ 5,36¢
Mortgage servicing right 83: 1,44C 1,44(
Restricted equity securitit 3,85¢ 3,85¢ 3,85¢

Total $1,578,18 $1,589,80!
Financial liabilities:
Deposits $1,404,060  $1,406,42. 1,406,42.
Shor-term borrowings 22,53¢ 22,53¢ 22,53¢
Long-term debt 35,83¢ 37,56 37,56
Accrued interest payab 61C 61C $ 61C
Total $1,463,05. $1,467,13:
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7. Fair value estimates (continued):

Fair Value Hierarchy

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Carrying Identical Assets Inputs Inputs

December 31, 201 Value Fair Value (level 1) (level 2) (Level 3)
Financial asset:
Cash and cash equivalel $ 5131 $ 5131 $ 51,31(
Investment securitie:

Available-for-sale 299,71! 299,71 3 1,097 $ 298,61

Held-to-maturity 17,29t 17,178 17,17t
Loans held for sal 1,75% 1,757 1,757
Net loans 1,167,96 1,180,38 $1,180,38
Accrued interest receivab 5,86¢ 5,86¢ 5,86¢
Mortgage servicing right 88( 1,44(C 1,44(
Restricted equity securitit 4,102 4,102 4,102

Total $1,548,89 $1,561,75;
Financial liabilities:
Deposits $1,379,50 $1,381,94 1,381,94
Shor-term borrowings 22,05: 22,05: 22,05:
Long-term debi 36,74 37,46¢ 37,46¢
Accrued interest payab 728 728 $ 728
Total $1,439,02! $1,442,18!

8. Employee benefit plans:

The Company provides an Employee Stock Ownerslap PESOP”), a Retirement Profit Sharing 401(k)rRlan Employees’ Pension Plan,
which is currently frozen, a supplemental executigéned benefit plan (currently frozen), a suppaital executive defined contribution pl
non-qualified supplemental executive retiremennpléSERP”), a Postretirement Life Insurance Plalmich was curtailed in 2013, a Stock
Appreciation Rights Plan (SAR) and a Long-Term htee Plan.

Salaries and employee benefits expense includesxpmtely $250 and $148 relating to the employesdiit plans for the three months
ended March 31, 2014 and 2013.

Components of net periodic benefit cost are asvidl

Postretirement Life

Pension Benefits Insurance Benefits
Three months ended March 31 2014 2013 2014 2013
Net periodic pension cos
Service cos $ $ $ 11
Interest cos 16¢ $ 162 33
Expected return on plan ass (227) (207)
Amortization of prior service co:
Amortization of unrecognized net lo 23 48 _ 29
Net periodic pension co $ (35 $ $ $ 73
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion and analysis should bel ieaconjunction with the unaudited consolidateiiim financial statements contained in
Part I, Item 1 of this report, and with our auditexhsolidated financial statements and “Manageraddiscussion and Analysis of Financial
Condition and Results of Operations” presenteduinfmnual Report on Form 10-K for the year endedddeber 31, 2013.

Cautionary Note Regarding Forward-Looking Statemens:

This report contains forward-looking statementimithe meaning of Section 27A of the Securities As amended, Section 21E of the
Securities Exchange Act of 1934, as amended, wdnelsubject to risks and uncertainties. Thesemtatts are based on assumptions and
describe future plans, strategies and expectatibRgoples Financial Services Corp. and its diaectindirect subsidiaries. These forward-
looking statements are generally identified by afsthe words “believe,” “expect,” “intend,” “antipate,” “estimate,” “project” or similar
expressions. All statements in this report, othantstatements of historical facts, are forwardilog statements.

Our ability to predict results or the actual effetfuture plans or strategies is inherently uraiartimportant factors that could cause our
actual results to differ materially from those lire forward-looking statements include, but arelinoited to: our ability to timely and
efficiently integrate the operations of the fornfemseco Financial Services Corporation, and teesetthe intended benefits of the merger
with Penseco Financial Services Corporation; chamgeterest rates; economic conditions, partityla the our market area; legislative &
regulatory changes and the ability to comply wité significant laws and regulations governing theking and financial services business;
monetary and fiscal policies of the U.S. governmiriuding policies of the U.S. Department of T¥egy and the Federal Reserve System;
credit risk associated with lending activities ah@dnges in the quality and composition of our laad investment portfolios; demand for loan
and other products; deposit flows; competition;nges in the values of real estate and other cadllasecuring the loan portfolio, particularly
in our market area; changes in relevant accoumtiimgiples and guidelines; and inability of thirdrpy service providers to perform.
Additional factors that may affect our results discussed in Part I, Item 1A of our Annual Repart@mrm 10K for the year ended Decemt
31, 2013, and in and reports we file with the Siesrand Exchange Commission from time to time.

These risks and uncertainties should be consideredaluating forward-looking statements and unciliance should not be placed on such
statements. Except as required by applicable lasegulation, Peoples Financial Services Corp. co¢sindertake, and specifically disclaims
any obligation, to release publicly the result oy aevisions that may be made to any forward-logldtatements to reflect events or
circumstances after the date of the statements @flect the occurrence of anticipated or unapéted events.

Notes to the Consolidated Financial Statementsregfdo in the Manageme's Discussion and Analysis of Financial Conditiod &esults o
Operations (“MD&A”") are incorporated by referencea the MD&A. Certain prior period amounts havemeeclassified to conform with the
current year’s presentation.

Critical Accounting Policies:

Disclosure of our significant accounting policiee ancluded in Note 1 to the consolidated finanstatements of the Annual Report on Form
10-K for the year ended December 31, 2013. Sontleesk policies are particularly sensitive requisignificant judgments, estimates and
assumptions.

Operating Environment;

Fiscal policy initiatives enacted by the Federae®Market Committee (“FOMC”) during the first quarrbf 2014 were limited. Economic
indicators throughout the latter part of 2013 amtd 2014 pointed to an improving economy. Howetlez,tough winter experienced
throughout much of the country caused the grossedtimproduct (“GDP”), the value of all goods aedvices produced in the Nation, to
slow in the first quarter of 2014 to a seasonatljgsted growth rate of 0.1%, the weakest levelesthe end of 2012. Despite this anemic
growth rate, the FOMC indicated that the economlyimiprove during the second quarter of 2014 basedecent employment additions by
private
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employers. Moreover, consumer spending rose aalhlygpace of 3.0% annualized during the first tgpraof 2014. With regard to inflation,
rising food and energy costs caused the price ifillegross domestic purchases, a measure of gradsy United States residents, to
increase to 1.5% for the most recent reporting mofiMarch 2014, below the 2.0% rate targeted leyRbderal Reserve. Rising food and
energy prices continue to squeeze consumer waltetsf sustained, may counteract the impact ofjains and increased consumer spending
and weigh on GDP readings going forward.

Review of Financial Position:

Total assets grew $30,040 or at an annual rate286 7o $1,718,261 at March 31, 2014, from $1,68B@2December 31, 2013. For the three
months ended March 31, 2014, total assets avef&j685,070, including average assets acquired fhenmerger totaling $766,445, an
increase of $777,117 or 84.7%, from $917,953 fersaame period of 2013. The balance sheet growthgl2014 was driven by increases in
total deposits of $24,559, an annual growth raté.2#o. Interest-bearing deposits increased $22wHile noninterest-bearing deposits grew
$2,118. Loans, net increased to $1,177,122 at Mait¢cR014, compared to $1,176,617 at December(13.2ZIotal stockholders’ equity
increased $3,773 or at an annual rate of 6.4%, $288,792 at year-end 2013 to $242,565 at Marcl2@14.

Investment Portfolio:

The majority of the investment portfolio is heldasilable-for-sale, which allows for greater fleikity in using the investment portfolio for
liquidity purposes by allowing securities to bedsalhen market opportunities occur. Investment sgesravailable-for-sale totaled $302,226
at March 31, 2014, an increase of $2,511, or 0.:8% $299,715 at December 31, 2013. The increasétedsprimarily from the purchase of
collateralized mortgage obligations net of paymeatived from mortgage backed holdings. Investraeatrities held-to-maturity totaled
$16,607 at March 31, 2014, a decrease of $68808t from $17,295 at December 31, 2013 due to paismeneived from mortgage backed
holdings.

For the three months ended March 31, 2014, thestment portfolio averaged $319,798, an increa$i 44,452 or 82.4% compared to
$175,346 for the same period last year. The taxvatpnt yield on the investment portfolio decrea8édasis points to 2.81% for the three
months ended March 31, 2014, from 3.17% for thepamable period of 2013. The yield decline is theuleof decreasing reinvestment yie
as well as an overall investment strategy aimesthattening the duration of the investment portfolio

Securities available-for-sale are carried at falue, with unrealized gains or losses net of deteimcome taxes reported in the accumulated
other comprehensive income (loss) component okktaders’ equity. The carrying value of securitgdMarch 31, 2014, included a net
unrealized gain of $5,204 reflected as a compookatcumulated other comprehensive income of $3i38fockholders’ equity, net of
deferred income taxes of $1,822. This compareset anrealized gain of $2,810 at December 31, 2@f@cted as a component of
accumulated other comprehensive loss of $1,826&frdgferred income taxes of $984.
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The Asset/Liability Committee (“ALCO”) reviews thgerformance and risk elements of the investmertfgimr monthly. Through active
balance sheet management and analysis of the esartfolio, we maintain sufficient liquidity teatisfy depositor requirements and meet
the credit needs of our customers.

Loan Portfolio:

Payments and prepayments on loans approximatezhibeant of loan originations during the first quaxd&2014. As a result, loans, net
increased slightly to $1,177,122 at March 31, 2bam $1,176,617 at December 31, 2013. The growfthaied increases in commercial
loans, partially offset by decreases in commereial estate loans, residential real estate anduomgrsloans. Commercial loans increased
$8,049, or 9.3% annualized, to $358,729 at Marct2814 compared to $350,680 at December 31, 20dBn@rcial real estate loans
decreased $3,335, or 3.3% annual, to $409,723 ethV&d, 2014 compared to $413,058 at December(l13.2

Continued weakness in labor markets, coupled wghdr food and energy prices, have hampered corrspunehasing power throughout the
first quarter of 2014. Additionally, weakness ialrestate markets have further cut into the wealtonsumers. Residential real estate loans
decreased $1,259, or 1.6% annualized, to $320,80uh 31, 2014 compared to $322,062 at Decembe2@®L3 while consumer loans
decreased $2,950, or 13.6% annualized, to $87,88arch 31, 2014 compared to $90,817 at Decembe2(R3.

For the three months ended March 31, 2014, loatsaveraged $1,181,481, including loans, net aeduilom the merger totaling $509,172,
an increase of $550,659 or 87.3% compared to $830@ the same period of 2013. The &wivalent yield on the loan portfolio was 5.1
for the three months ended March 31, 2014, whiclakgl the comparable period last year.

In addition to the risks inherent in our loan polit, in the normal course of business, we are alparty to financial instruments with off-
balance sheet risk to meet the financing needsiofastomers. These instruments include legallgibop commitments to extend credit,
unused portions of lines of credit and commeratkrs of credit made under the same underwritiagdards as obalance sheet instrumer
and may involve, to varying degrees, elementseditrisk and interest rate risk (“IRR”) in excafshe amount recognized in the financial
statements.

Unused commitments at March 31, 2014, totaled $®H),consisting of $278,463 in unfunded commitmenhisxisting loan facilities and
$31,943 in standby letters of credit. Due to fixedturity dates, specified conditions within thes&iuments, and the ultimate needs of our
customers, many will expire without being drawn ip@/e believe that amounts actually drawn uponbzafunded in the normal course of
operations and therefore, do not represent a ggnifliquidity risk to us. In comparison, unuseghrgnitments, at December 31, 2013, totaled
$303,309, consisting of $273,395 in unfunded committs of existing loans and $29,914 in standbegref credit.
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Asset Quality:

National, Pennsylvania, New York and market aresmysloyment rates at March 31, 2014 and 2013, amgreurized as follows

March 31, 201« March 31, 201!
United States 6.7% 7.7%
Pennsylvania (statewid 6.4% 7.8%
Lackawanna count 7.8% 8.7%
Luzerne count 8.7% 10.(%
Monroe county 8.5% 9.8%
Susquehanna coun 6.€% 7.4%
Wayne county 7.2% 8.4%
Wyoming county 9.2% 10.2%
New York (statewide 7.2% 8.C%
Broome county 8.2% 8.4%

The employment conditions improved for the NatiBannsylvania, New York as well as all seven cosnépresenting our market areas in
Pennsylvania and New York from one year ago. Degpit overall improvements, employment conditiomstioued to be weak as
unemployment levels remained at historical highs.

Our asset quality improved in the first quarteR0L4. Nonperforming assets decreased $4,192 o¥2th%$15,263 at March 31, 2014, from
$19,455 at December 31, 2013. We experienced isesda other real estate owned and accruing loastsdpie 90 days or more, which were
more than offset by a decline in nonaccrual anttuetired loans. As a percentage of loans, nef@medlosed assets, nonperforming assets
equaled 1.30% at March 31, 2014 compared to 1.699&eember 31, 2013.

Loans on nonaccrual status decreased $1,944 t622 3t March 31, 2014 from $14,866 at DecembeRB13. The decrease from year end
was due primarily to a decrease of $1,399 in comiakand commercial real estate loans on nonacestaals. Retail loans, including
residential real estate and consumer loans on samcstatus declined $545. Other real estate owredased $30 to $678 at March 31, 2
when compared to $648 at December 31, 2013.

Generally, maintaining a high loan to deposit ré&giour primary goal in order to maximize profitiitlyi However, this objective is superseded
by our attempts to assure that asset quality resysiong. We continued our efforts to maintain sbunderwriting standards for both
commercial and consumer credit. Most commercialilemis done primarily with locally owned small lnssses.

We maintain the allowance for loan losses at al iveebelieve adequate to absorb probable crediekselated to specifically identified loe
as well as probable incurred loan losses inheretitd remainder of the loan portfolio as of theabhak sheet date. The allowance for loan
losses is based on past events and current ecocondiions. We employ the Federal Financial In§tihs Examination Council Interager
Policy Statement, as amended December 13, 20065AAdP in assessing the adequacy of the allowancewst. Under GAAP, the adeque
of the allowance account is determined based oprtnésions of Financial Accounting Standards Bo@FRSB”) Accounting

30



Table of Contents

Peoples Financial Services Corp.
MANAGEMENT’S DISCUSSION AND ANALYSIS
(Dollars in thousands, except per share data)

Standards Codification (“ASC”) 310, “Receivablefai' loans specifically identified to be individuakvaluated for impairment and the
requirements of FASB ASC 450, “Contingencies,”laoge groups of smaller-balance homogeneous laabs tollectively evaluated for
impairment.

We follow our systematic methodology in accordawdd procedural discipline by applying it in thensa manner regardless of whether the
allowance is being determined at a high point lmapoint in the economic cycle. Each quarter, loawiew identifies those loans to be
individually evaluated for impairment and thosens&ollectively evaluated for impairment utiliziagstandard criteria. Internal loan review
grades are assigned quarterly to loans identifidzetindividually evaluated. A loan’s grade mayetifrom period to period based on current
conditions and events, however, we consistentlizatine same grading system each quarter. We stently use loss experience from the
latest twelve quarters in determining the histdriess factor for each pool collectively evaluatedimpairment. Qualitative factors are
evaluated in the same manner each quarter andijsted within a relevant range of values basedusrent conditions. For additional
disclosure related to the allowance for loan logssé to the note entitled, “Loans, net and Allowe for Loan Losses,” in the Notes to
Consolidated Financial Statements to this Quarfedgort.

The allowance for loan losses increased $208 ®588at March 31, 2014, from $8,651 at the end df32@or the three months ended
March 31, 2014, net charge-offs were $649 or 0.22%verage loans outstanding in 2014, a $509 isereampared to $140 or 0.09% of
average loans outstanding in the first quarter0df32

Deposits:

Deposits are attracted within our primary markegathrough the offering of various deposit instrateéncluding demand deposit accounts,
NOW accounts, money market deposit accounts, saxaogounts, and time deposits, including certifisatf deposit and IR's. During the
three months ended March 31, 2014, total depositeased $24,559, or 7.2% annualized, to $1,4041066%$1,379,507 at December 31,
2013. Interest-bearing checking deposits, incluthi@V and money market accounts, increased $15@714.2% annualized, to $440,434 at
March 31, 2014, compared to $424,557 at Decemhe2@13. Savings deposits increased $9,700, or 1@r@¥alized, to $381,801 at

March 31, 2014, compared to $372,101 at Decembe2@13. Demand deposits, increased $2,118, or aritaalized, to $282,060 at

March 31, 2014, compared to $279,942 at Decembe2@!13. Time deposits less than $100 increase®887or 67.5% annualized, to
$196,073 at March 31, 2014, compared to $168,08&eember 31, 2013 while time deposits of $100 oredecreased $31,124, or 93.6%
annualized, to $103,698 at March 31, 2014, comptar&d 34,822 at December 31, 2013.

For the quarter ended March 31, 2014, averagedefabsits increased $662,212 to $1,383,669, inatudverage balances for deposits
acquired in the merger totaling $636,784, comp#oelr 21,457 for the same period of 2013. Averagenierest-bearing deposits grew
$129,591, while average interest-bearing accomateased $532,621. Our cost of interest-bearingsiepincreased 4 basis points to 0.50%
for the three months ended March 31, 2014, fror6%.4or the same three months of 2013.

Interest rates have been at historic lows for dareled period. Short term and core deposit rates fe@mained flat. As such, deposits have
been attracted by offering rates on longer terne titeposit products and core savings accounts velnehigher than other investment
alternatives available to customers elsewhereamthrket place.
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Borrowings:

The Bank utilizes borrowings as a secondary soofrdiguidity for its asset/liability management. ¥ahces are available from the Federal
Home Loan Bank (“FHLB) provided certain standarelsted to credit worthiness have been met. Repsechad term agreements are also
available from the FHLB.

Total short-term borrowings at March 31, 2014, lede$22,539 as compared to $22,052 at Decemb&0@B, an increase of $487, or 2.2%.
Long-term debt was $35,838 at March 31, 2014, coatptd $36,743 at year end 2013. The reductionan@educt of monthly contractual
amortized payments made during the first quart@0d#.

Market Risk Sensitivity:

Market risk is the risk to our earnings or finamgiasition resulting from adverse changes in mar&gds or prices, such as interest rates,
foreign exchange rates or equity prices. Our exmosumarket risk is primarily interest rate riSkRR”) associated with our lending,
investing and deposit-gathering activities. During normal course of business, we are not expastadign exchange risk or commodity
price risk. Our exposure to IRR can be explainethagotential for change in our reported earnangd/or the market value of our net worth.
Variations in interest rates affect earnings byngfiiag net interest income and the level of oth&rest-sensitive income and operating
expenses. Interest rate changes also affect therlyimd) economic value of our assets, liabilitiesl @ff-balance sheet items. These changes
arise because the present value of future caslsflamd often the cash flows themselves, changeimighest rates. The effects of the changes
in these present values reflect the change in denlying economic value and provide a basis ferekpected change in future earnings
related to interest rates. IRR is inherent in tle of banks as financial intermediaries. Howeadrsank with a high degree of IRR may
experience lower earnings, impaired liquidity aagital positions, and most likely, a greater rifkngolvency. Therefore, banks must
carefully evaluate IRR to promote safety and soesdnn their activities.

As a result of economic uncertainty and a prolongredof historically low market rates, it has beearhallenging to manage IRR. Due to
these factors, IRR and effectively managing itvangy important to both bank management and regilaBank regulations require us to
develop and maintain an IRR management programmsega by the Board of Directors and senior managgrtiet involves a
comprehensive risk management process in orddfectigely identify, measure, monitor and contrisk: Should bank regulatory agencies
identify a material weaknesses in our risk managemeocess or high exposure relative to our capi@hk regulatory agencies may take
action to remedy these shortcomings. Moreoverlgbel of IRR exposure and the quality of our risamagement process is a determining
factor when evaluating capital adequacy.
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The ALCO, comprised of members of our Board of Bioes, senior management and other appropriateeoffi oversees our IRR
management program. Specifically ALCO analyzes egoa data and market interest rate trends, asagatbmpetitive pressures, and utili
computerized modeling techniques to reveal poteexiosure to IRR. This allows us to monitor artérpt to control the influence these
factors may have on our rate-sensitive assets (“R&Ad rate-sensitive liabilities (“RSL"and overall operating results and financial posi
One such technique utilizes a static gap modeldhiasiders repricing frequencies of RSA and RSarder to monitor IRR. Gap analysis
attempts to measure our interest rate exposuralbylating the net amount of RSA and RSL that eepwiithin specific time intervals. A
positive gap occurs when the amount of RSA repgidina specific period is greater than the amo@iiRSL repricing within that same time
frame and is indicated by a RSA/RSL ratio gredtant1.0. A negative gap occurs when the amountaf RRpricing is greater than the
amount of RSA and is indicated by a RSA/RSL ragsslthan 1.0. A positive gap implies that earnimidjsbe impacted favorably if interest
rates rise and adversely if interest rates fallrduthe period. A negative gap tends to indicage &arnings will be affected inversely to
interest rate changes.

Our cumulative one-year RSA/RSL ratio equaled 1.@8%arch 31, 2014. Given the length of time tharket rates have been at historical
lows and the potential for rates to rise in theifat the focus of ALCO has been to create a pesétiatic gap position. With regard to RSA,
we predominantly offer medium- term, fixed-raterieas well as adjustable rate loans. With respeRSL, we offer longer term promotional
certificates of deposit in an attempt to increasetion. The current position at March 31, 201djdates that the amount of RSA repricing
within one year would exceed that of RSL, therelysing increases in market rates, to increasenteest income. However, these forward-
looking statements are qualified in the aforememibsection entitled “Forward-Looking Discussion’this Management’s Discussion and
Analysis.

Static gap analysis, although a credible measuoialy does not fully illustrate the impact of irgst rate changes on future earnings. First,
market rate changes normally do not equally or kBneously affect all categories of assets andlili@s. Second, assets and liabilities that
can contractually reprice within the same perio mat do so at the same time or to the same maimitThird, the interest rate sensitivity
table presents a one-day position. Variations odaily as we adjust our rate sensitivity throughthiet year. Finally, assumptions must be
made in constructing such a table.

As the static gap report fails to address the dyoahmanges in the balance sheet composition omgjiney interest rates, we utilize a

simulation model to enhance our asset/liability agament. This model is used to create pro formantexest income scenarios under var
interest rate shocks. Model results at March 3142@roduced results similar to those indicatedhieyone-year static gap position. In
addition, parallel and instantaneous shifts inregerates under various interest rate shockstesbini changes in net interest income that were
well within ALCO policy limits. We will continue tanonitor our IRR throughout 2014 and endeavor tplegndeposit and loan pricing
strategies and direct the reinvestment of loaniawestment repayments in order to manage our IRIRipo.

Financial institutions are affected differently inflation than commercial and industrial comparilest have significant investments in fixed
assets and inventories. Most of our assets aretargria nature and change correspondingly withatanns in the inflation rate. It is difficult
to precisely measure the impact inflation has qrnasever we believe that our exposure to inflatan be mitigated through asset/liability
management.
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Liquidity:

Liquidity management is essential to our continudpgrations and enables us to meet financial dibigsas they come due, as well as to
advantage of new business opportunities as theg.dfinancial obligations include, but are notédito, the following:

* Funding new and existing loan commitmel

* Payment of deposits on demand or at their contahataturity;
* Repayment of borrowings as they matt

« Payment of lease obligations; a

» Payment of operating expens

These obligations are managed daily, thus enabbng effectively monitor fluctuations in our ligliy position and to adapt that position
according to market influences and balance sheetls. Future liquidity needs are forecasted aradesjies are developed to ensure adequate
liquidity at all times.

Historically, core deposits have been the primayree of liquidity because of their stability amaver cost, in general, than other types of
funding. Providing additional sources of funds lagn and investment payments and prepayments arability to sell both available for sale
securities and mortgage loans held for sale. Wie\eeliquidity is adequate to meet both presentfahde financial obligations and
commitments on a timely basis.

We employ a number of analytical techniques in ssing the adequacy of our liquidity position. Onelstechnique is the use of ratio
analysis related to our reliance on noncore fuodarid our investments and loans maturing afterdd&d, 2014. Our noncore funds at
March 31, 2014, were comprised of time depositdeinominations of $100 or more, repurchase agreanaect other borrowings. These fu
are not considered to be a strong source of liugince they are very interest rate sensitiveamedconsidered to be highly volatile. At
March 31, 2014, our net noncore funding dependestie, the difference between noncore funds andt¢bom investments to long-term
assets, was 7.4%, while our net short-term nonftor@ing dependence ratio, noncore funds maturirigivone-year, less short-term
investments to long-term assets equaled 1.2%. Catipaly, our overall noncore dependence ratio mepd from yeaend 2013 when it we
10.0%. Similarly, our net short-term noncore fuddependence ratio was 4.1% at year-end, indic#tisigour reliance on short-term
noncore funds has decreased. The decrease in edooaling reliance resulted primarily from an irase in core deposits.

The Consolidated Statements of Cash Flows prekertttanges in cash and cash equivalents from amgratvesting and financing

activities. Cash and cash equivalents, consistirgggh on hand, cash items in the process of tmleadeposit balances with other banks and
federal funds sold, increased $27,902 during theetmonths ended March 31, 2014. Cash and cashadenis increased $5,422 for the same
period last year. For the three months ended Mat¢t2014, net cash inflows of $21,971 from finagcattivities and $7,130 from operating
activities were only partially offset by a $1,19& cash outflow from investing activities. For ga@me period of 2013, net cash inflows of
$8,895 from financing activities and $5,206 froneggting activities were partially offset by a $&®6a¥et cash outflow from investing
activities.
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Financing activities provided net cash of $21,9tfe three months ended March 31, 2014, and $8@%he same three months of 2013.
Deposit gathering is our predominant financing\aisti During the first three months of 2014 depagithering accelerated compared to the
same period last year. The net increase in deposited $24,855 in 2014. Comparatively, depoditgang provided net cash of $19,389 for
the same period of 2013. We continued to attragbsiés from new and existing customers, includingqhimipalities and school districts, as
well as deposits gathered in relation to naturalaaivity within existing markets in Susquehannd ®yoming Counties of Pennsylvania.

Operating activities provided net cash of $7,130te three months ended March 31, 2014, and $5(®06e same three months of 2013.
Net income, adjusted for the effects of gains asdés along with noncash transactions such asdijiwa and the provision for loan loss
is the primary source of funds from operations.

Investing activities primarily include transactiortated to our lending activities and investmamtfplio. Investing activities used net cash of
$1,199 for the three months ended March 31, 20drpared to $8,679 for the same period of 2013oth B014 and 2013, an increase in
investment portfolio activities was the primarytfaccausing the net cash outflow from investingwvéties.

We believe that our future liquidity needs will fatisfied through maintaining an adequate levelbsh and cash equivalents, by maintaining
readily available access to traditional fundingrses, and through proceeds received from the imergtand loan portfolios. The current
sources of funds will enable us to meet all cadlyations as they come due.

Capital:

Stockholders’ equity totaled $242,565 or $32.13gberre at March 31, 2014, compared to $238,793 D68 per share at December 31,
2013. Net income of $4,698 for the three monthsdrdarch 31, 2014 was the primary factor leadinthéimproved capital position.
Stockholders’ equity was also affected by cashdéintls declared of $2,341, common stock repurchedsg20, common stock issuances of
$39, shares retired of $109, and other comprehemmsdome resulting from market value fluctuatiomshie investment portfolio of $1,556.

Dividends declared equaled $0.31 per share fofirstequarter of 2014, representing a dividend payatio was 50.0%. The Penseco merger
agreement contemplates that, unless 80 percentrdfoard of directors determines otherwise, we pal a quarterly cash dividend in an
amount no less than $0.31 per share through 20&8ided that sufficient funds are legally availglded that Peoples and Peoples Bank
remain “well-capitalized” in accordance with applide regulatory guidelines. It is the intentiortted Board of Directors to continue to pay
cash dividends in the future. However, these dewssare affected by operating results, financidl@onomic decisions, capital and growth
objectives, appropriate dividend restrictions atiteorelevant factors.
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We attempt to assure capital adequacy by monitaimgcurrent and projected capital positions togpsupfuture growth, while providing
stockholders with an attractive longrm appreciation of their investments. Accordiadpank regulation, at a minimum, banks must maird
Tier 1 capital to risk-adjusted assets ratio ofgefcent and a total capital to risk-adjusted assgio of 8.0 percent. Additionally, banks must
maintain a leverage ratio, defined as Tier 1 capitéotal average assets less intangibles, op8rBent. The minimum leverage ratio of

3.0 percent only applies to institutions with a @arsite rating of 1 under the Uniform InteragencyB&ating System that are not
anticipating or experiencing significant growth draze well-diversified risk. An additional 100 t6@basis points are required for all but
these most highly-rated institutions. Our minimugvérage ratio was 4.0 percent at March 31, 2014swémber 31, 2013. If an institution
is deemed to be undercapitalized under these st@sdaanking law prescribes an increasing amourggiilatory intervention, including the
required institution of a capital restoration pkad restrictions on the growth of assets, branohéses of business. Further restrictions are
applied to significantly or critically undercapitadd institutions, including restrictions on intsr@ayable on accounts, dismissal of
management and appointment of a receiver. Foraagitalized institutions, banking law provides arity for regulatory intervention where
the institution is deemed to be engaging in unaaftunsound practices or receives a less thafiagatis/ examination report rating.

The adequacy of capital is reviewed on an ongoasishwith reference to the size, composition araityuof resources and regulatory
guidelines. We seek to maintain a level of capsitdficient to support existing assets and antieipatsset growth. At March 31, 2014, the
Bank’s Tier 1 capital to total average assets w3% as compared to 9.72% at December 31, 2013B@hk’s Tier 1 capital to risk
weighted asset ratio was 13.16% and the totaladpitrisk weighted asset ratio was 13.89% at M&th2014. These ratios were 13.02%
13.69% at December 31, 2013. The Bank was deemieel well-capitalized under regulatory standardglatch 31, 2014.

Review of Financial Performance:

Net income for the first quarter of 2014 equaled98 or $0.62 per share compared to $2,521 or §=66hare for the first quarter of 20
Per share data for 2013 are restated to refleanthrger exchange rates of 1.3636 shares. Retuanarage assets (‘ROA”) measures our net
income in relation to total assets. Our ROA wa8%Xor the first quarter of 2014 compared to 1.1fb#the same period of 2013. Return on
average equity (“ROE")ndicates how effectively we can generate net inre@m the capital invested by stockholders. Our R@E 8.03% fo
the first quarter of 2014 compared to 7.65% forfitet quarter of 2013. The merger between PeaghesPenseco was accounted for as a
reverse acquisition of Peoples by Penseco. Asuit iifsthe reverse merger, Peoples is the legaliamgand Penseco is the accounting
acquirer. In a reverse merger the historical fim@rgtatements are those of the accounting acquiaordingly the earnings increase was
primarily a result of adhering to the accountirgptment that requires the inclusion of resultspafrations of both Peoples and Penseco fc
quarter ended March 31, 2014, compared to Penseastandalone basis for same period last yearqUiger over quarter improvement \
also a function of the recognizing a higher netiiest margin and an improvement in the efficiemtiprwhen comparing the first quarter of
2014 to the same period in 2013. The results ®igtmarter ended March 31, 2014, include pre-taxgeraelated expenses of approximately
$608. The conversion of the core processing sysemheduled to be completed at the end of Apbil,& Accordingly, cost savings
associated with such action are not anticipatdzbtoealized before the third quarter of 2014.
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Net Interest Income:

Net interest income is still the fundamental sowftearnings for commercial banks. Moreover, flations in the level of net interest incol
can have the greatest impact on net profits. Netést income is defined as the difference betvigtenest revenue, interest and fees earned
on interest-earning assets, and interest expemsepst of interest-bearing liabilities supportthgse assets. The primary sources of earning
assets are loans and investment securities, witdesist-bearing deposits, short-term and long-tesmowings comprise interest-bearing
liabilities. Net interest income is impacted by:

e Variations in the volume, rate and compositionafnéng assets and inter-bearing liabilities
« Changes in general market rates;

e The level of nonperforming asse

Changes in net interest income are measured hyethiaterest spread and net interest margin. Netdast spread, the difference between the
average yield earned on earning assets and thageveate incurred on interest-bearing liabilititgstrates the effects changing interest rates
have on profitability. Net interest margin, neteirg@st income as a percentage of earning assatsp@se comprehensive ratio, as it reflects not
only the spread, but also the change in the cortipnsif interest-earning assets and interest-bgaiamilities. Tax-exempt loans and
investments carry pre-tax yields lower than thekable counterparts. Therefore, in order to makeatialysis of net interest income more
comparable, tax-exempt income and yields are reddrérein on a tagguivalent basis using the prevailing federal stajutax rate of 35.09

For the three months ended March 31, 2014, taxvatpnt net interest income increased $7,144 to58%in 2014 from $8,389 in 2013. The
net interest spread increased to 3.94% for the thmenths ended March 31, 2014 from 3.88% for theetimonths ended March 31, 2013."°
tax-equivalent net interest margin for the threenthe ended March 31, was 4.09% in 2014 comparddffb in 2013. Loan accretion
included in loan interest income in the first geaxf 2014 related to loans acquired in the foguhrter of 2013 was $904, resulting in an
increase in the tax-equivalent net interest man§24 basis points. The tax-equivalent net intenesstgin for the fourth quarter of 2013 was
3.82%. The yield curve continued to be relativeébep during the first quarter of 2014 as the Fddeeaerve has maintained lower overnight
and discount rates. Since deposit rates are afféxgtehe short end of the yield curve and loan sexlrities rates tend to follow the long end
of the yield curve, the continuation of the curreniérest rate environment may assist us in maiirgia stable net interest margin in the
future.

For the three months ended March 31, 2014, taxvatgnt interest income increased $7,798, to $17a&2bmpared to $9,422 for the three
months ended March 31, 2013. A volume variancaterest income of $9,323 attributable to changébdraverage balance of earning assets
was offset partially by a $1,525 unfavorable radgance due to a reduction in the yield on earaisgets. Specifically, the increase was
primarily due to the growth in average earning &satich increased $700,468 to $1,541,050 for iise quarter of 2014 from $840,582 for
the same period in 2013, primarily as a resulhefrherger. The overall yield on earning assets, fully tax-equivalent basis, decreased for
the three months ended March 31, 2014 to 4.53%mpared to 4.55% for the three months ended Mat¢cRR@L3. This was a result of the
continuation of the low interest rate environmdnhg with increased market competition. The yieddned on investments decreased 36 basis
points for the first quarter of 2014 to 2.81% fr8m 7% for the first quarter of 2013. Average inmesits increased to $319,798 for the qu
ended March 31, 2014 compared to $175,346 foraheegeriod in 2013. The resulting tax-equivaleterest earned on investments was
$2,218 for the three month period ended March 814Zompared to $1,402 for the same period in 284 3 crease of $816.
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Total interest expense increased $654 to $1,68théothree months ended March 31, 2014 from $1f@3the three months ended March 31,
2013. An unfavorable volume variance caused intengsenses to increase $875 offset partially kavarable rate variance of $221. The cost
of funds decreased to 0.59% for the three monttlectMarch 31, 2014 as compared to 0.67% for theegeriod in 2013. Offsetting the
positive impact of the decline in fund costs wasramease in the average volume of interest bediabgities to $1,166,766 for the three
months ended March 31, 2014, including averageestbearing liabilities acquired in the merger totalBip9,754, as compared to $625,
for the three months ended March 31, 2013. Avensigeest-bearing deposits increased $532,621 1091085 for the first quarter of 2014
compared to $576,464 for the same period last Yarcontinue to offer highly attractive rates onder term promotional certificates of
deposit accounts, in order to position us for goeeted eventual increase in interest rates.
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The average balances of assets and liabilitiesesponding interest income and expense and regatierage yields or rates paid are
summarized as follows. Averages for earning asselgde nonaccrual loans. Investment averagesdechvailable-for-sale securities at
amortized cost. Income on investment securitiesl@aas is adjusted to a tax equivalent basis usiagrevailing federal statutory tax rate of
35.0% in 2014 and 34.0% in 2013.

Three months endec

March 2014 March 2013
Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate
Assets:
Earning asset:
Loans
Taxable $1,096,79: $14,00C 5.1&% $574,10! $7,377 5.21%
Tax exemp 84,68¢ 97¢  4.6¢ 56,71" 621 4.44
Investments
Taxable 216,17: 944  1.77i 115,13( 45¢  1.61
Tax exemp 103,62! 1,27¢  4.9¢ 60,21¢ 944  6.3€
Interest bearing depos 7,321 1C 0.5t 34,41« 22  0.2¢
Federal funds sol 32,444 14  0.1¢
Total earning asse 1,541,05! 17,22( 4.5%  840,58. 9,42: 4.5%%
Less: allowance for loan loss 8,49¢ 6,89:
Other asset 162,51! 84,26
Total asset $1,695,07 $917,95!
Liabilities and Stockholde’ Equity:
Interest bearing liabilities
Money market accoun $ 217,12 172 0.32% $169,28t 95  0.22%
NOW accountt 210,99 18 0.3t 106,01: 55 0.21
Savings accoun! 377,53! 27C  0.2¢ 126,68: 13 0.0€
Time deposits less than $1 175,62! 40z  0.9: 92,76" 237 1.04
Time deposits $100 or mo 127,80! 32¢  1.04 81,71« 268 1.3z
Short term borrowing 21,35: 34 0.6t 6,94: 5 0.2¢€
Long-term debi 36,33( 29¢  3.3C 41,83t 357 3.4¢
Total interest bearing liabilitie 1,166,76 1,687 0.5% 625,24 1,032 0.67%
Nonr-interest bearing demand depo: 274,58: 144,99:
Other liabilities 15,761 14,02(
Stockholder' equity 237,95: 133,69t
Total liabilities and stockholde’ equity $1,695,07 $917,95:
Netinterest income/spre: $15,63:  3.9% $8,38¢  3.8¢%
Net interest margi 4.0% 4.05%
Tax equivalent adjustment
Loans $ 34¢ $ 211
Investments 44t 321
Total adjustment $ 78t $ 532
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Provision for Loan Losses:

We evaluate the adequacy of the allowance for losses account on a quarterly basis utilizing gstesnatic analysis in accordance with
procedural discipline. We take into consideratiertain factors such as composition of the loanfpliot volumes of nonperforming loans,
volumes of net chargeffs, prevailing economic conditions and other valg factors when determining the adequacy of llogvance for loau
losses account. We make monthly provisions to tloezance for loan losses account in order to maintae allowance at the appropriate
level indicated by our evaluations. Based on oustoarrent evaluation, we believe that the alloveasiscadequate to absorb any known and
inherent losses in the portfolio as of March 311420

For the three months ended March 31, 2014, theigoovfor loan losses totaled $857. The provisionldan losses was $300 for the same
period in 2013. A higher volume and concentratibnammercial loans in the portfolio, along with tiomed weakness in economic growth,
were the main contributors to the increased proxisi

Noninterest Income:

Noninterest income for the first quarter rose $8826.0% to $3,560 in 2014 from $2,826 in 2013 vBercharges, fees and commissi
increased $663 or 70.0% attributable primarilyhi® merger. Income generated from commissions awlde fiduciary activities increased
$176 to $567 for the first quarter of 2014 in comiggan to the same period in 2013 due to an increae fee structure implemented in the
second half of 2013. Income generated from our Weédhnagement Division increased $97 to $187 ferfitst quarter of 2014 in
comparison to the same period in 2013. Merchawnices income decreased $137 to $894 for the threhm ended March 31, 2014 from
$1,031 for the same period last year as the mouwlisount income accrual was reduced due to a looleme of transactions.

Noninterest Expenses:

In general, noninterest expense is categorizedlime®e main groups: employee-related expensespaocy and equipment expenses and
other expenses. Employee-related expenses areassstsiated with providing salaries, including jpdlyiaxes and benefits, to our employees.
Occupancy and equipment expenses, the costs rétatied maintenance of facilities and equipmerdiuide depreciation, general maintens
and repairs, real estate taxes, rental expenset tffsany rental income, and utility costs. Othgrenses include general operating expenses
such as advertising, contractual services, inserancluding FDIC assessment, other taxes and msp@@everal of these costs and expenses
are variable while the remainder are fixed. Weadibudgets and other related strategies in amtééf@ontrol the variable expenses.

For the first quarter of 2014, noninterest expenseeased $4,162 or 58.4% to $11,287 in 2014 fr@m36 in 2013. Personnel costs rose
44.2%, net occupancy and equipment costs increbk®d % and other expenses were higher by 39.9% aongpthe first quarters of 2014
and 2013.

Salaries and employee benefits expense, which dsenbre majority of noninterest expense, totaled &% for the first quarter of 2014. The
$1,585 or 44.2% increase was a result of compahiegtaffing expense of the merged company todhtite standalone accounting acquirer.
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We experienced a $932 or 116.4% increase in nefpaecy and equipment expense comparing the fiesteps of 2014 and 2013. Increased
depreciation expense and other costs related tpregut and computer systems from the merger cathscithcrease between comparable

periods. In addition, the ongoing need for new tetbgies has increased the need for additionalpeaemt and the costs associated with such
equipment.

For the first quarter, other expenses increase8 $889.9% comparing 2014 to 2013. This increass tiva result of additional expenses

resulting from the merger. Acquisition related exges incurred in the first quarter of 2014 toté668. There was no comparable expenses
incurred during the same period in 2013.

Income Taxes:

We recorded income tax expense of $1,463 or 23 f78festax income, and $737 or 22.6% of paw-income for the quarters ended March
2014 and 2013.
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Item 3. Quantitative and Qualitative Disclosures abut Market Risk.

Market risk is the risk to our earnings and/or fio@l position resulting from adverse changes imkefarates or prices, such as interest rates,
foreign exchange rates or equity prices. Our exosumarket risk is primarily interest rate riSkRR”), which arises from our lending,
investing and deposit gathering activities. Ourkaarisk sensitive instruments consist of non-daiixe financial instruments, none of which
are entered into for trading purposes. During thenal course of business, we are not exposed éigioexchange risk or commodity price
risk. Our exposure to IRR can be explained as titerpiial for change in reported earnings and/omntlaeket value of net worth. Variations in
interest rates affect the underlying economic valuassets, liabilities and off-balance sheet itefiiese changes arise because the present
value of future cash flows, and often the cash $ltemselves, change with interest rates. Theteftédhe changes in these present values
reflect the change in our underlying economic vaare provide a basis for the expected changetimefiearnings related to interest rates.
Interest rate changes affect earnings by changihinterest income and the level of other intesestsitive income and operating expenses.
IRR is inherent in the role of banks as finanaéimediaries.

A bank with a high degree of IRR may experiencedpearnings, impaired liquidity and capital posispand most likely, a greater risk of
insolvency. Therefore, banks must carefully evauRR to promote safety and soundness in theivities.

The overnight borrowing rate has been subjectramge of 0% to 0.25% since the Federal Open M&ketmittee (“FOMC") adopted their
accommodative monetary policy. The FOMC has adiedtite longer term rates to historic lows and apeas a backstop to the financial
industry through direct infusions of capital by ilmenting their quantitative easing policies.

The projected impact of instantaneous changedénest rates on our net interest income and ecaneahile of equity at March 31, 2014,
based on our simulation model, is summarized dsvist

March 31, 2014
% Change in

Changes in Interest Rates (basis poi Net Interest Incom Economic Value of Equit
Metric Policy Metric Policy
+400 6.S N/A 2.8 N/A
+300 5.3 (30.0) 2.8 (30.0)
+200 3.3 (20.0) 2.2 (25.0)
+100 1.2 (10.0) 1.7 (15.0)
Static
-100 (1.7) (10.0) (9.9 (15.0)

Our simulation model creates pro forma net inteiregime scenarios under various interest rate shd@given instantaneous and parallel sl
in general market rates of plus 100 basis pointspoojected net interest income for the 12 mostiing March 31, 2014, would increase
slightly at 1.3 percent from model results usingent interest rates. Additional disclosures aboatket risk are included in Part Il, Item 7 of
our Annual Report on Form 10-K for the year ended@nber 31, 2013, under the heading “Market Risisifleity,” and are incorporated
into this Item 3 by reference. There were no maketianges in our market risk from December 313201
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Item 4. Controls and Procedures.
(a) Evaluation of disclosure controls and proceslure

At March 31, 2014, the end of the period coveredhiy Quarterly Report on Form 10-Q, the Chief Exee Officer (“CEQ”) and Chief
Financial Officer (“CFQO") evaluated the effectivesseof the Company’s disclosure controls and proeedas defined in Rule 13a-15(e) under
the Exchange Act. Based upon that evaluation, 8@ @nd CFO concluded that the disclosure contradspgocedures, at March 31, 2014,
were effective to provide reasonable assurancdrtf@mation required to be disclosed in the Comypameports filed under the Exchange

is recorded, processed, summarized and reportdéihvfite time periods specified in the SEC’s ruled Borms, and to provide reasonable
assurance that information required to be disclisedch reports is accumulated and communicatétet€EO and CFO to allow timely
decisions regarding required disclosure.

(b) Changes in internal controls.

There were no changes made in the Company’s inteondrols over financial reporting that occurradidg the Companyg most recent fisc
quarter that have materially affected, or are reably likely to materially affect, the Company’semal controls over financial reporting.

PART [I—OTHER INFORMATION

Item 1. Legal Proceedings.

The nature of the Company’s business generategarcamount of litigation involving matters arigiout of the ordinary course of business.
In the opinion of management, there were no legatgedings that had or might have a material etfiadhe consolidated results of
operations, liquidity, or the financial positiontbe Company during the first quarter of 2014 dwdugh the date of this quarterly report on
Form 10-Q.

Iltem 1A. Risk Factors.

No material changes from those previously disclasdde Compar’s Annual Report on Form 10-K for the year endead&eber 31, 2013.
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Item 2. Unregistered Sales of Equity Securities andse of Proceeds.

On January 31, 2014, the Board of Directors autkdrihe repurchase of 370,000 shares of the Cortgpemyymon stock. The following
purchases were made by or on behalf of the Compaany “affiliated purchaser,” as defined in thecBange Act Rule 10b-18(a) (3), of the
Company’s common stock during each of the threethsoended March 31, 2014. At March 31, 2014, theree 368,200 shares available for
repurchase under the 2014 Stock Repurchase Progithran expiration date of December 31, 2014.

Maximum number
Total number of

shares purchased ¢

of shares that may

Total
number of Average part of publicly yet be purchased
price paid announced plans o under the plans or
shares
MONTH purchasec per share programs programs
January 1, 2014 — January 31, 2014 370,00(
February 1, 201- February 28, 201 370,00(
March 1, 201+ March 31, 201« 1,80( 39.0¢ 1,80( 368,20(
TOTAL 1,80( 39.0¢ 1,80(
Item 3. Defaults upon Senior Securities.
None.
Item 4. Mine Safety Disclosures.
Not applicable
Item 5. Other Information.
None.
Item 6. Exhibits.
31 (i) Chief Executive Officer and Chief Financial Offiaegrtifications pursuant to Rule 1-14(a)/15«14(a).
32 Chief Executive Officer and Chief Financial Offiaegrtifications pursuant to Section 13
101+ Interactive Data Fili
+ As provided in Rule 406T of Regulation S-T, thifoimation is furnished and not filed for purposéSections 11 and 12 of the

Securities Act of 1933 and Section 18 of the S¢iesrExchange Act of 193
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisd¢port to be signed on its behalf by
undersigned thereunto, duly authorized.

Peoples Financial Services Corp.
(Registrant’

Date: May 12, 2014 /sl Craig W. Best
Craig W. Bes
President and Chief Executive Officer
(Principal Executive Officer

Date: May 12, 2014 /sl Scott A. Seasock
Scott A. Seasoc
Executive Vice President and Chief Financial Office
(Principal Financial Officer and Principal AccourdiOfficer)
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EXHIBIT INDEX

Item Number Description Page
31 CEO and CFO Certifications Pursuant to Rule-14 (a) /15+14 (a). 47
32 CEO and CFO Certifications Pursuant to Section 1 49

101 The following materials from Peoples Financial $egs Corp. Quarterly Report on Form 10-Q for the

period ended March 31, 2014, formatted in XBRL1ljg Consolidated Balance Sheets, (ii) the
Consolidated Statements of Income and Compreheirstoene, (iii) the Consolidated Statements of
Changes in Stockholders’ Equity, (iv) the ConsdkdaStatements of Cash Flows and (v) the Notdseo t
Consolidated Financial Statemer
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EXHIBIT 31.1

CERTIFICATION

I, Craig W. Best, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q for the quarter ended March 31, 2014, of Pedpieancial Services Corg

Based on my knowledge, this quarterly reporsdua contain any untrue statement of a matergldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

Based on my knowledge, the financial statememis,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13A-15(f) and 15-15(f)) for the registrant and hav

a) designed such disclosure controls and procedorssure that material information relating te thgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this
quarterly report is being prepare

b) designed such internal control over financiglorting, or caused such internal control over fmahreporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) evaluated the effectiveness of the registsaiiSsclosure controls and procedures and presénthis report our conclusior
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehis report based on
such evaluation; an

d) disclosed in the quarterly report any changénregistrant’s internal control over financigboeting that occurred during
the registrant’s most recent fiscal quarter (thgsteant’s fourth fiscal quarter in the case ofammual report) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s Board of Directors (mrsons performing the equivalent
functions):

a) all significant deficiencies and material weas®s in the design or operation of internal costoekr financial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; anc

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifrole in the
registran’s internal control over financial reportir

/sl Craig W. Best

President and Chief Executive Officer
(Principal Executive Officer

Date: May 12, 2014
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EXHIBIT 31.2

CERTIFICATION

I, Scott A. Seasock, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q for the quarter ended March 31, 2014, of Pedpieancial Services Corg

Based on my knowledge, this quarterly reporsdua contain any untrue statement of a matergldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

Based on my knowledge, the financial statememis,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @defined in Exchange Act Rules
13A-15(f) and 15-15(f)) for the registrant and hav

a) designed such disclosure controls and procedorssure that material information relating te thgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this
quarterly report is being prepare

b) designed such internal control over financiglorting, or caused such internal control over fmahreporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

C) evaluated the effectiveness of the registsaiiSsclosure controls and procedures and presénthis report our conclusior
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehis report based on
such evaluation; an

d) disclosed in the quarterly report any changénregistrant’s internal control over financigboeting that occurred during
the registrant’s most recent fiscal quarter (thgsteant’s fourth fiscal quarter in the case ofammual report) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s Board of Directors (mrsons performing the equivalent
functions):

a) all significant deficiencies and material weas®s in the design or operation of internal costoekr financial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; anc

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifrole in the
registran’s internal control over financial reportir

/sl Scott A. Seasock

Executive Vice President and Chief Financial Office
(Principal Financial Officer and Principal AccourdiOfficer

Date: May 12, 2014
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EXHIBIT 32
SECTION 1350 CERTIFICATIONS

In connection with the Quarterly Report on FormQ@f Peoples Financial Services Corp. (the “Compkfay the period ended March 31,
2014, as filed with the Securities and Exchange @@sion (the “Report”), |, Craig W. Best, Presidant Chief Executive Officer, of the
Company, certify, pursuant to 18 U.S.C. Section01.2 added by Section 906 of the Sarbanes-Oxlep#A2002, that:

1. The Report fully complies with the requiremenit$Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. To my knowledge, the information contained ia Report fairly represents, in all material respgitte financial condition and results of
operations of the Company as of and for the peraared by the Report.

/sl Craig W. Best

President and Chief Executive Officer
(Principal Executive Officer)

Date: May 12, 201

/sl Scott A. Seasock

Executive Vice President and Chief Financial Office
(Principal Financial Officer and Principal AccoumdiOfficer
Date: May 12, 201

A signed copy of this written statement requiredSgtion 906 of the Sarban@sdey Act of 2002 has been provided to the Compamy will
be retained by the Company and furnished to ther8ms and Exchange Commission or its staff upsgjuest.



