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

December 31

June 30,
2015 2014
Assets:
Cash and due from ban $ 28847 $ 24,65¢
Interes-bearing deposits in other bar 6,71( 6,77(
Federal funds sol
Investment securitie!
Available-for-sale 318,79( 339,58t
Held-to-maturity: Fair value June 30, 2015, $14,104; Deaam3i, 2014, $15,21 13,62¢ 14,66¢
Total investment securitie 332,41t 354,25:
Loans held for sal 2,87¢ 3,48¢
Loans, ne 1,231,54 1,209,89.
Less: allowance for loan loss 11,42¢ 10,33¢
Net loans 1,220,11. 1,199,55
Premises and equipment, | 26,55: 25,43
Accrued interest receivab 5,507 5,58(
Goodwill 63,37( 63,37(
Intangible asset 4,901 5,501
Other asset 56,46( 53,06¢
Total asset $1,747,75°  $1,741,66!
Liabilities:
Deposits:
Noninteres-bearing $ 296,82: $ 313,49
Interes-bearing 1,127,94. 1,112,06
Total deposit: 1,424,76 1,425,55
Shor-term borrowings 25,86( 19,557
Long-term debt 31,66 33,14(
Accrued interest payab 44z 574
Other liabilities 14,61¢ 16,06
Total liabilities 1,497,35 1,494,89
Stockholders' equity:
Common stock: par value $2.00, authorized 25,0@0gb@res; June 30, 2015, issued and outstanding
7,542,725 shares; December 31, 2014, issued asthnding 7,548,358 shar 15,08¢ 15,097
Capital surplu 140,04! 140,21
Retained earning 97,09: 92,29°
Accumulated other comprehensive i (1,820 (829
Total stockholder equity 250,40: 246,77!
Total liabilities and stockholde’ equity $1,747,75! $1,741,66!

See notes to consolidated financial statements
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Peoples Financial Services Corp.

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME (UNAUDITED)

(Dollars in thousands, except per share data)

Three Months Ended

Six Months Ended

June 30 2015 2014 2015 2014
Interest income:
Interest and fees on loar
Taxable $ 13,39 $ 13,15¢ $ 26,73 $ 27,15¢
Tax-exempt 57C 507 1,12¢ 1,14
Interest and dividends on investment securi
Taxable 81¢ 942 1,71¢€ 1,87(
Tax-exempt 83t 817 1,64( 1,64¢
Dividends 6 14 15 3C
Interest on intere-bearing deposits in other bar 15 9 26 19
Interest on federal funds sc 5 34 9 48
Total interest incom 15,63¢ 15,48 31,26¢ 31,91«
Interest expense:
Interest on deposi 1,192 1,41¢ 2,46( 2,771
Interest on sho-term borrowings 4 24 12 58
Interest on lon-term debt 252 28¢ 511 58¢
Total interest expens 1,44¢ 1,725 2,98: 3,41¢
Net interest incom 14,19( 13,75* 28,28: 28,50(
Provision for loan losse 75C 1,201 1,50( 2,05¢
Net interest income after provision for loan los 13,44( 12,55 26,78 26,44.
Noninterest income:
Service charges, fees and commiss 1,54z 1,55 3,15¢ 3,181
Merchant services incon 963 88¢ 1,75:% 1,782
Commission and fees on fiduciary activit 487 54¢ 94¢ 1,11¢
Wealth management incor 19¢ 16E 40z 352
Mortgage banking incom 24¢ 19¢ 47C 292
Life insurance investment incor 18¢ 267 377 45¢
Net gain on sale of investment securities avai-for-sale 16C 832 16C
Total noninterest incorr 3,62¢ 3,77¢ 7,93¢ 7,33¢
Noninterest expense:
Salaries and employee benefits expe 5,61 4,961 10,84¢ 10,12¢
Net occupancy and equipment expe 2,14¢ 2,32 4,617 4,06(
Merchant services expen 65C 49t 1,18 1,06(
Amortization of intangible asse 29t 333 60C 67€
Acquisition related expen: 1,00¢ 1,61¢
Other expense 2,80¢ 3,11¢ 5,35¢ 5,98¢
Total noninterest expen: 11,51: 12,23¢ 22,60¢ 23,52¢
Income before income tax 5,55¢ 4,09: 12,11 10,25
Income tax expens 1,12¢ 762 2,63¢ 2,22¢
Net income 4,431 3,331 9,47¢ 8,02¢
Other comprehensive income (loss
Unrealized gain (loss) on investment securitieslabke-for-sale (1,459 1,24: (692) 3,63¢
Reclassification adjustment for net gain on salekided in net incom (160 (832 (160
Other comprehensive income (lo (1,459 1,08 (1,529 3,47¢
Income tax expense (benefit) related to other cetmsive income (los (510 37¢ (539) 1,21¢
Other comprehensive income (loss), net of incorres (949) 704 (991) 2,26(
Comprehensive incorr $ 3,48 $ 4,03t $ 8,48¢ $ 10,28¢
Per share data:
Net income:
Basic $ 0.5¢ $ 0.4¢ $ 1.2¢€ $ 1.0¢€
Diluted $ 0.5¢ $ 0.44 $ 1.2¢ $ 1.0¢



Average common shares outstandi

Basic 7,546,19: 7,548,35! 7,547,27. 7,549,301
Diluted 7,546,19: 7,570,88: 7,547,27. 7,575,65!
Dividends declare $ 0.31 $ 0.31 $ 0.62 $ 0.62

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, 2015 $15,097 $140,21: $92,29° $ (829 $ $246,77!
Stock based compensati 35 35
Net income 9,47¢ 9,47¢
Other comprehensive loss, net of income te (997) (997)
Dividends declared: $0.62 per sh (4,679 (4,679
Shares retired: 5,633 sha (11) (204) (215)
Balance, June 30, 20: $15,08¢ $140,04! $97,09¢! $ (1,820 $ $250,40:
Balance, January 1, 20. $15,61¢ $146,10¢ $84,00¢ $ (69¢) $(6,247) $238,79.
Net income 8,02¢ 8,02¢
Other comprehensive income, net of income t: 2,26( 2,26(
Dividends declared: $0.62 per sh (4,68)) (4,687)
Shares retired: 3,386 sha @) (102 (109)
Reissuance under option plan: 600 sh 28 11 39
Repurchase and held: 1,800 sh: (7C) (70
Retirement of stock optior (95) (95)
Retirement of treasury shat (510 (5,790 6,30(

Balance, June 30, 20: $15,09° $140,15( $87,35¢ $ 156z $ $244,16!

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 Six Months Ended June 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:

Net accretion of purchase accounting adjustmentsmgible asse!

Provision for loan losse
Net gain on sale of other real estate ow
Net loss on disposal of equipme
Net amortization of investment securit
Loans originated for sa
Proceeds from sale of loans originated for
Net (gain) loss on sale of loans originated foe
Net gain on sale of investment securi
Life insurance investment incon
Deferred income tax expense (bene
Stock based compensati
Net change in

Accrued interest receivab

Other asset

Accrued interest payab

Stock appreciation righ

Other liabilities

Net cash provided by operating activit

Cash flows from investing activities:
Proceeds from sales of investment securities ale-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 redemption of restricted equity securi
Net increase in lending activiti
Purchases of premises and equipn
Proceeds from the sale of premises and equip
Proceeds from sale of other real estate ov

Net cash used in investing activiti

Cash flows from financing activities:

Net increase (decrease) in depao

Repayment of lor-term debt

Net increase (decrease) in si-term borrowings
Redemption of common stor

Retirement of stock optior

Purchase of treasury sto

Cash dividends pai

Net cash provided by (used in) financing activi

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

2015 2014
$ 947 $ 8,02
784 947
284 78
60C 67€
(501  (1,96%)
1,50( 2,05¢
(110) (41)
63
2,05¢ 2,11¢
(14,079 (4,866
15,15¢ 3,527
(46¢) 33¢
(832) (160)
(377) (395)

11¢

35 11
73 29C
(3,235 (4,76
(131) (149)
301
(1,479) 3,841
8,867 9,94:
50,981 4,98
28,25: 18,24
1,01€ 1,35:
(61,167 (34,28
33¢ 182
(22,41) (3,229
(1,959 (63€)
25
462 321
(4,486 (13,03
(424) 43,86t
(1,450  (1,79))
6,30: (7,969
(70)
(99)
(70)
(4,679  (4,68))
(2500 29,19
4,131 26,09
31,42¢ 51,31
$35,557 $ 77,40
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Peoples Financial Services Corp.
CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(Dollars in thousands, except per share data)

For the Six Months Ended June 3 2015 2014
Supplemental disclosures
Cash paid during the period fc

Interest $3,11¢ $3,551
Income taxe: 1,80( 1,30(
Noncash items
Transfers of loans to other real esf $ 247 $ 25¢
Retirement of treasury shar 6,30(
Acquisition:
Fair value of assets acquire
Loans, ne $ 157 $1,417
Premises and equipme (50) (50)
Core deposit and other intangible as: (600 (67€)

$ (499 $ 691

Fair value of liabilities assume
Deposits $ 367 $ 571
Long-term debi 27 27

$ 394 $ 59¢

See notes to consolidated financial statements
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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. (collectiyéthe “Company” or “Peoples”). The Company sersits retail and commercial
customers through twenty-six fudkervice community banking offices located withie thackawanna, Lehigh, Luzerne, Monroe, Susqueh
Wayne and Wyoming Counties of Pennsylvania and Be&ounty of New York.

Basis of presentation:

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 opinionmfanagement, all normal recurring adjustments nacg$sr a fair presentation of the
financial position and results of operations far geriods presented have been included. All sicanitiintercompany 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. The operating results and finar
position of the Company for the three and six memhded and as of June 30, 2015, are not necgdadidative of the results of operations
and financial position that may be expected inftitere.

The preparation of consolidated financial statesméntonformity with GAAP requires management tckenastimates and assumptions that
affect the reported amounts of assets and liadsliéind disclosure of contingent assets and li@silét the date of the consolidated financial
statements and the reported amounts of revenuesx@etises during the reporting period. Signifiestimates that are particularly
susceptible to material change in the near terataab the determination of the allowance for l@ses, 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, impairment of goodwill and ¥aiue of assets acquired and liabilities
assumed in business combinations. Actual resuitklaiffer from those estimates. For additionabmfation and disclosures required under
GAAP, reference is made to the Company’s AnnualdRegn Form 10-K for the period ended December2B14.

The Company has evaluated events and transactignsrimg subsequent to the balance sheet datenef3Q, 2015, for items that should
potentially be recognized or disclosed in thesesobdated financial statements. The evaluation eemlucted 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 May 2015, the Financial Accounting Standardsrddqa-FASB”) issued Accounting Standards Update ((R$2015-08, Business
Combinations (Topic 805): “Pushdown Accounting—Ameents to SEC Paragraphs Pursuant to Staff AcaauBtilletin (“SAB”) 115.”
This ASU rescinds certain SEC guidance in ordeottdform with ASU 2014-17, Pushdown Accounting. ASQL4-17 was issued in
November 2014 and provides a reporting entity ihatbusiness or nonprofit activity (*acquiree”)the option to apply pushdown account
to its separate financial statements when an amgolitains control of the acquiree. SAB 115 becaffextive November 21, 2014. The
adoption of ASU 2015-18 did not have a materiadetfbn the operating results or financial positibthe Company.

2. Other comprehensive income (loss):

The components of other comprehensive loss andréflated tax effects are reported in the Constddi&tatements of Income and
Comprehensive Income. The accumulated other corapsife income (loss) included in the ConsolidatathBce Sheets relates to net
unrealized gains and losses on investment secuatiailable-for-sale and benefit plan adjustments.

The components of accumulated other comprehenssgeimcluded in stockholders’ equity at June 3Q,528nd December 31, 2014 is as
follows:

December 31

June 30,
2015 2014
Net unrealized gain on investment securities alke-for-sale $ 4,76¢ $ 6,29:
Related income taxce 1,66¢ 2,202
Net of income taxe 3,09¢ 4,09(
Benefit plan adjustmen (7,567 (7,567
Related income taxce (2,649 (2,64%)
Net of income taxe (4,919 (4,919
Accumulated other comprehensive | $(1,820) $ (829
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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) continued:

Other comprehensive income (loss) and relatedffaxte for the three and six months ended Jun@@05 and 2014 is as follows:

Three months ended June & 2015 2014

Unrealized gain (loss) on investment securitieslabke-for-sale $(1,459) $1,24:
Net gain on the sale of investment securities albé-for-sale (1) (160
Other comprehensive income (loss) gain before t (1,459 1,08z
Income tax expense (bene! (510 37¢
Other comprehensive income (lo $ (949 $ 704
Six months ended June & 2015 2014

Unrealized gain (loss) on investment securitieslabie-for-sale $ (692 $3,63¢
Net gain on the sale of investment securities albé-for-sale (1) (832 (160
Other comprehensive income (loss) gain before t (1,529 3,47¢
Income tax expense (bene! (539 1,21¢
Other comprehensive income (lo $ (99)) $2,26(

(1) Represents amounts reclassified out of accuedilzomprehensive income and included in gainsatnaf investment securities on the
consolidated statements of income and comprehensioene.

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 relatfy foloutstanding stock options, and are deterchireeng the treasury stock method.

There were no shares considered anti-dilutiveHferthree and six month periods ended June 30, 204 2014.

2015 2014
For the three months ended June & Basic Diluted Basic Diluted
Net Income (Numerato $ 4,431 $ 4,431 $ 3,331 $ 3,331
Average common shares outstanding (Denomin. 7,546,19! 7,546,19 7,548,35! 7,570,88:
Earnings per shai $ 0.5¢ $ 0.5¢ $ 0.44 $ 0.44
2015 2014
For the six months ended June & Basic Diluted Basic Diluted
Net Income (Numerato $ 9,47¢ $ 947t $ 8,02¢ $ 8,02¢
Average common shares outstanding (Denomin. 7,547,27. 7,547,27. 7,549,301 7,575,65!
Earnings per shai $ 1.2¢ $ 1.2¢ $ 1.0¢€ $ 1.0¢€

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

4. Investment securities:

The amortized cost and fair value of investmentisies aggregated by investment category at JOn2@®L5 and December 31, 2014 are
summarized as follows:

Gross Gross
Amortized Unrealized Unrealized
Fair

June 30 201 Cost Gains Losses Value
Available-for-sale:
U.S. Treasury securitie $ 30,63: $ 84 $ 3C $ 30,68t
U.S. Governmel-sponsored enterpris 85,37 49(C 5 85,86:
State and municipal:

Taxable 15,93( 804 22 16,71:

Tax-exempt 109,24: 3,88¢ 61z 112,51
Mortgagebacked securitie:

U.S. Government agenci 32,99t 15¢€ 62 33,08¢

U.S. Governmel-sponsored enterpris 39,84¢ 25( 17C 39,92¢

Total $314,02: $ 5,67( $ 90z $318,79(

Held-to-maturity:
State and municipals T-exempt $ 7,36¢ $ 10: $ 53 $ 7,41¢
Mortgagebacked securitie:

U.S. Government agenci 93 1 94

U.S. Governmel-sponsored enterpris 6,164 427 6,591

Total $ 13,62¢ $ 531 $ 583 $ 14,104

11
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Peoples Financial Services Corp.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands, except per share data)

4. Investment securities (continued):

Gross Gross
Amortized Unrealized Unrealized
Fair

December 31, 201 Cost Gains Losses Value
Available-for-sale:
U.S. Treasury securitie $ 48,39: $ 157 $ 48,55(
U.S. Governmelsponsored enterpris 95,99( 337 $ 82 96,24¢
State and municipal.

Taxable 16,49( 945 26 17,40;

Tax-exempt 87,95« 4,971 24 92,90:
Mortgage¢backed securitie:

U.S. Government agenci 37,51 132 167 37,47¢

U.S. Governmel-sponsored enterpris 46,95¢ 271 22¢ 47,00%

Total $333,29: $ 6,811 $ B2t $339,58t

Held-to-maturity:
Tax-exempt state and municips $ 7,37( $ 10t $ 38 $ 7,43i
Mortgage¢backed securitie:

U.S. Government agenci 10C 2 10z

U.S. Governmel-sponsored enterpris 7,19t 481 7,67¢

Total $ 14,66¢ $ 58t $ 38 $ 15,21¢

The maturity distribution of the fair value, whiththe net carrying amount, of the debt securitlassified as available-for-sale at June 30,
2015, is summarized as follows:

Fair

June 30, 201 Value
Within one year $ 28,28¢
After one but within five year 108,67"
After five but within ten year 54,05¢
After ten year: 54,75(
245,77:
Mortgage-backed securitie 73,01;
Total $318,79(

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):

The maturity distribution of the amortized cost daitl value, of debt securities classified as helanaturity at June 30, 2015, is summarized
as follows:

Amortized
Fair
June 30, 201 Cost Value
Within one yeal

After one but within five year $ 32¢ $ 33C
After five but within ten year 17¢€ 18C
After ten year: 6,861 6,90¢
7,36¢ 7,41¢
Mortgage-backed securitie 6,251 6,68¢
Total $ 13,62¢ $14,10¢

Securities with a carrying value of $191,687 antié292 at June 30, 2015 and December 31, 2014 atsply, 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 June 30, 2015 and
December 31, 2014, there were no significant camagons of credit risk from any one issuer, witle £xception of U.S. Government
agencies and sponsored enterprises that exceedegek@ent of stockholders’ equity.

The fair value and gross unrealized losses of invexst securities with unrealized losses for whigtother-than-temporary impairment
(“OTTI") has not been recognized at June 30, 20idb@ecember 31, 2014, aggregated by investmergaatand 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
June 30, 201 Value Losses Value Losses Value Losses
U.S. Treasury securities $10,04: $ 3C $10,04: $ 30
U.S. Governmel-sponsored enterpris 3,00: 5 3,00z 5
State and municipal.
Taxable $ 54t 3 22 54k 22
Tax-exempt 44,19¢ 63€ 78€ 30 44,98: 66€
Mortgagebacked securitie:
U.S. Government agenci 7,45 26 5,40z 36 12,85¢ 62
U.S. Governmel-sponsored enterpris 13,78t 68 3,721 10z 17,50¢ 17C
Total $78,48¢ $ 76 $1045¢ $ 19C $88,93¢ $  95E

13



Table of Contents

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-sponsored enterprises
State and municipal:

$21,22¢  $ 33

$ 795 $ 48

$29,18: $ 82

Taxable 544 26 544 26

Tax-exempt 4,702 23 2,42 39 7,12¢ 62
Mortgagebacked securitie:

U.S. Government agenci 20,14¢ 167 20,14¢ 167

U.S. Governmel-sponsored enterpris 22,87( 22¢ 22,87( 22€

Total $68,94¢ $  44¢ $10,92: $ 114 $79.86¢ $  56:

The Company had 110 investment securities, congisti 84 tax-exempt state and municipal obligatidwe U.S. Treasury Securities, one
taxable state and municipal obligation, one U.Sv&Bioment-sponsored enterprise securities, and 28yage-backed securities that were in
unrealized loss positions at June 30, 2015. Oktkesurities, one taxable state and municipal atiig, six mortgage-backed securities and
three tax-exempt state and municipal securitiegwen continuous unrealized loss position for w@ehonths or more. Management does not
consider the unrealized losses on the debt seeurds a result of changes in interest rates, €@Tdd based on historical evidence that
indicates the cost of these securities is recoVeratthin a reasonable period of time in relatiombrmal cyclical changes in the market rates
of interest. Moreover, because there has been terisdachange in the credit quality of the issumrether events or circumstances that may
cause a significant adverse impact on the fairesafithese securities, and management does natlitiesell these securities and it is unlik
that the Company will be required to sell thesaigges before recovery of their amortized costiashich may be maturity, the Company
does not consider the unrealized losses to be @TJuine 30, 2015. There was no OTTI recognizeththree or six months ended June 30,
2015 and 2014.

The Company had 52 investment securities, congistiri6 tax-exempt state and municipal obligatiame taxable state and municipal
obligation, nine U.S. Government-sponsored enteesecurities and 26 mortgage-backed securitiesvéra in unrealized loss positions at
December 31, 2014. Of these securities, two U.$e@unent-sponsored enterprise securities, fouetkempt state and municipal securities,
and one taxable state and municipal obligation weeecontinuous unrealized loss position for tvealwonths or more.

14
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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 ae R 2015 and December 31, 2014 are
summarized as follows. Net deferred loan costs B&0® and $651 at June 30, 2015 and December 34, 20

Commercial

Real estate
Commercia
Residentia

Consume

Total

December 31

June 30,
2015

2014

$ 322,41t $ 319,59

511,83¢
312,56
84,72:

493,48:
310,66°
86,15¢

$1,231,54. $1,209,89

The changes in the allowance for loan losses a¢dumajor classification of loan for the three aix months ended June 30, 2015 and .

are summarized as follows:

June 30, 201
Allowance for loan losse:
Beginning Balance April 1, 201
Charge-offs
Recoveries
Provisions

Ending balanc:

June 30, 201
Allowance for loan losse:
Beginning Balance January 1, 2C
Charg-offs
Recoveries
Provisions

Ending balanc

Real estate
Commercial Commercial Residentia Consumel Total
$ 2,42 $ 3,08 $ 3,90¢ $ 1,387 $10,80:
(3) (30) (35) (10€) (174)
3 5 3 38 49
15 12€ 15C 457 75C
$ 2,43¢ $ 3,19 $ 4,027 $ 1,77¢ $11,42¢
Real estate
Commercial Commercial Residentia Consumel Total
$ 2,321 $ 3,037 $ 3,69( $ 1,29 $ 10,33¢
(40) (79 (234 (186) (53¢)
64 6 8 51 12¢
90 22€ 563 621 1,50(
$ 243¢ $ 3,19( $ 4,027 $ 1,77¢ $11,42¢
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5. Loans, net and allowance for loan losses (contied):

June 30, 201

Allowance for loan losse!
Beginning Balance April 1, 201

Charg-offs
Recoveries
Provisions

Ending balanc

June 30, 201

Allowance for loan losse!
Beginning Balance January 1, 2C

Charge-offs
Recoveries
Provisions

Ending balanc:

Real estate
Commercial Commercial Residentia Consumel Total
$ 1,961 $ 247: $ 3,24¢ $ 1,177 $ 8,85¢
(29) (404) (270) (87) (790)
1 26¢ 3t 47 352
26€ 337 44t 151 1,201
$ 2,201 $ 2,67¢ $ 3,45¢ $ 1,28¢ $ 9,622
Real estate
Commercial Commercial Residentia Consumel Total
$ 2,00¢ $ 2,39 $ 3,13t $ 1,11« $ 8,651
(376 (432) (510) (155) (1,479
1 26¢ 38 78 38¢
56€ 444 79t 251 2,05¢
$ 2,201 $ 2,67¢ $ 3,45¢ $ 1,28¢ $ 9,622

The allocation of the allowance for loan losses #hredrelated loans by major classifications of banhJune 30, 2015 and December 31, 2014
is summarized as follows:

June 30, 201

Allowance for loan losse:!

Ending balanc

Ending balance:
Ending balance:
Ending balance:

credit quality

Loans receivable
Ending balanc:

Ending balance:
Ending balance:
Ending balance:

credit quality

individually evaluated for impaint
collectively evaluated for impaintr
loans acquired with deteriorated

individually evaluated for impaint
collectively evaluated for impaintr
loans acquired with deteriorated

Real estate

Commercial Commercial Residentia Consumel Unallocatec Total
$ 243 $ 319 $ 4,027 $ 1,77¢ $ 11,42¢
1,20¢ 1,33¢ 79€ 137 3,48(
1,22¢ 1,74 3,231 1,63¢ 7,841
$ $ 107 $ $ 107
$ 322,41¢ $ 511,83 $312,567 $84,72: $1,231,54.
1,94¢ 6,08( 4,38¢ 137 12,55(
319,44¢ 504,37¢ 308,12° $84,58¢ 1,216,53:
$ 1022 $ 137 % 55 2,45:
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5. Loans, net and allowance for loan losses (contied):

Real estate

December 31, 201 Commercial Commercial Residentia Consumel Unallocatec Total

Allowance for loan losse!

Ending balanc: $ 2321 $ 303 $ 369C $ 129C $ $ 10,33¢
Ending balance: individually evaluated for impaint 1,072 80% 767 38 2,68
Ending balance: collectively evaluated for impaintr 1,081 2,12¢ 2,921 1,252 7,37¢
Ending balance: loans acquired with deteriorated

credit quality $ 166 $ 107 $ 2 $ 277

Loans receivable

Ending balanc $ 319,59( $ 493,48. $310,66° $86,15¢ $ $1,209,89
Ending balance: individually evaluated for impaint 2,59¢ 5,08¢ 4,001 127 11,80
Ending balance: collectively evaluated for impaintr 315,64 487,02 306,60¢ $ 86,02¢ 1,195,30.
Ending balance: loans acquired with deteriorated

credit quality $ 1358 $ 1370 0§ 58 $ $ 2,78¢

The Company segments loans into risk categoriesdbais relevant information about the ability of fmavers 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 tieakility and risk that is not adversely classifesdSubstandard, Doubtful, Loss nor
designated as Special Mentic

Special Mention- A loan that has potential wesdses that deserves management’s close attdfifefihuncorrected, 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 notsaly 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 Sutbatdrwith 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 considenecbllectible and of such little value that its daotnce as bankable loan is not
warranted. This classification does not mean tiaidan has absolutely no recovery or salvage yaluterather it is not practical
or desirable to defer writing off this basically tidess asset even though partial recovery mayfbetad in the future
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5. Loans, net and allowance for loan losses (contied):

The following tables present the major classifimatdf loans summarized by the aggregate pass ratidghe classified ratings of special

mention, substandard and doubtful within the Corgjsaimternal risk rating system at June 30, 201& Becember 31, 2014:

Special
June 30, 201 Pass Mgntion Substandarc Doubtful Total
Commercial $ 309,69¢ $ 6,171 $ 6,551 $ $ 322,41¢
Real estate
Commercia 486,28¢ 13,28( 12,26¢ 511,83!
Residentia 301,96: 1,86¢ 8,74( 312,56
Consume 84,58: 13¢€ 84,72
Total $1,182,53I $21,31¢ $ 27,69t $ $1,231,54.
Special
December 31, 201« Pass Mention Substandarc Doubtful Total
Commercial $ 306,06¢ $ 6,13¢ $ 7,38¢ $ $ 319,59(
Real estate
Commercia 472,27( 9,85¢ 11,35:¢ 493,48:
Residentia 300,29¢ 2,12¢ 8,24* 310,66°
Consume 86,037 13 10€ 86,15¢
Total $1,164,67. $18,12¢ $ 27,09¢ $ $1,209,89.

Information concerning nonaccrual loans by majanlalassification at June 30, 2015 and Decembe2@®14 is summarized as follows:

Commercial

Real estate
Commercia
Residentia

Consume

Total

18

June 30 December 31
2015 2014
$1,49¢ $ 1,32
3,46¢ 3,73:
3,881 3,52¢
13E 122
$8,98: $ 8,69¢
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5. Loans, net and allowance for loan losses (contied):

The major classifications of loans by past dueustate summarized as follows:

Loans > 9(
3C-59 Day:  60-89 Day:s Greater
than 90 Total Total Days and
June 30, 201 Past Due Past Due Days Past Due Current Loans Accruing
Commercial $ 42 $ 61 $ 1,49¢ $ 198 $ 320,43 $ 32241
Real estate
Commercia 3,00( 20E 3,46¢ 6,67 505,16: 511,83!
Residentia 1,09¢ 1,70¢ 4,611 7,417 305,15( 31256 $ 73C
Consume 654 232 477 1,36: 83,35¢ 84,72: 34z
Total $ 5178 $ 2,206 $10,05¢ $17,43¢ $1,214,10. $1,23154 $ 1,07C
Loans > 9(
30-59 Day:  60-89 Day: Greater
than 90 Total Total Days and
December 31, 201 Past Due Past Due Days Past Due Current Loans Accruing
Commercial $ 89%€ $ 117 $ 1327 $ 233 $ 317,250 $ 319,59(
Real estate
Commercia 2,10( 88¢ 3,86¢ 6,85¢ 486,62! 493/48: $ 13€
Residentia 3,15¢ 1,23¢ 4,58¢ 8,97¢ 301,68¢ 310,66° 1,06z
Consume 84¢ 247 547 1,642 84,51« 86,15¢ 42E
Total $ 7,000 $ 2,491 $10,32: $19,81¢ $1,190,08 $1,209,89- $ 1,62:

The following tables summarize information concegiimpaired loans as of and for the three and sirths ended June 30, 2015 and
June 30, 2014, and as of and for the year endezkriger 31, 2014 by major loan classification:

This Quarter Year-to-Date

Unpaid
Prin?:ipal Average Interest Average Interest
Recorded Related Recorded Income Recorded Income
June 30, 201 Investment Balance Allowance Investment  Recognizes Investmeni  Recognizel
With no related allowanct
Commercia $ 1,65¢ $ 3,18¢ $ 1,98 3 17 $ 2,168 $ 37
Real estate
Commercia 2,14( 2,852 2,16¢ 28 2,36¢ 47
Residentia 2,73¢ 2,917 2,50z 1 2,48¢ 2
Consume 6 2€
Total 6,532 8,95 6,667 46 7,04¢ 86
With an allowance recorde
Commercia 1,312 1,31z $ 1,20¢ 1,46¢ 13 1,53: 27
Real estate
Commercia 5,31¢ 5,31¢ 1,44¢ 4,62¢ 48 4,182 65
Residentia 1,70¢ 1,70¢€ 79€ 1,67: 7 1,59: 17
Consume 137 137 137 114 91
Total 8,471 8,471 3,587 7,88¢ 68 7,39¢ 10¢
Commercia 2,97( 4,49¢ 1,20¢ 3,45¢ 3C 3,701 64
Real estate
Commercia 7,45¢ 8,16¢ 1,44¢ 6,791 7€ 6,54¢ 112
Residentia 4,44( 4,62 79€ 4,17¢ 8 4,081 19
Consume 137 137 137 12C 117
Total $ 15,000 $17,42¢ $ 3587 $ 1455 $ 114 $ 1444 % 19t
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5. Loans, net and allowance for loan losses (contied):

For the Year Ended
Unpaid
Principal Average Interest
Recorded Related Recorded Income
December 31, 201 Investment Balance Allowance Investment Recognizel
With no related allowanct
Commercia $ 2,37¢ $ 4,08¢ $ 2,66¢ 141
Real estate
Commercia 2,93: 3,69( 7,944 12C
Residentia 2,672 2,851 2,731 4
Consume 83 83 94
Total 8,06¢ 10,71« 13,43¢ 265
With an allowance recorde
Commercia 1,56¢ 156¢ $ 1,24C 1,787 $ 58
Real estate
Commercia 3,62t 3,52¢ 912 2,29: 28
Residentia 1,381 1,387 76¢ 59C 10
Consume 44 44 38 10 1
Total 6,52¢ 6,52¢ 2,95¢ 4,68( 97
Commercia 3,94¢ 5,65: 1,24( 4,45¢ 19¢
Real estate
Commercia 6,45 7,21F 912 10,23} 14¢€
Residentia 4,05¢ 4,24¢ 76¢ 3,321 14
Consume 127 127 38 104 1
Total $ 14,59 $17,23¢ $ 2,95¢ $ 18,11¢ $ 362
This Quarter Year-to-Date
Unpaid
Principal Average Interest Average Interest
Recorded Related Recorded Income Recorded Income
June 30, 201 Investment Balance Allowance Investment Recognize! Investment Recognize!
With no related allowanct
Commercia $ 2,64¢ $ 4,47( $ 232¢ $ 28 $ 290¢ S 52
Real estate
Commercia 9,89¢ 12,61¢ 9,92¢ 1¢ 10,077 38
Residentia 2,72( 2,90¢ 2,73( 1 2,801 2
Consume 97 97 112 111
Total 15,36¢ 20,09 15,10: 48 15,89 92
With an allowance recorde
Commercia 1,75 1,75 $ 1,157 1,74: 23 1,85: 43
Real estate
Commercia 1,387 1,387 527 1,39¢ 14 1,397 29
Residentia 257 257 162 25¢ 39C
Consume
Total 3,401 3,401 1,84¢ 3,397 37 3,64( 72
Commercia 4,40¢ 6,221 1,153 4,07z 51 4,761 95
Real estate
Commercia 11,28¢ 14,00¢ 527 11,32« 33 11,47: 67
Residentia 2,977 3,165 162 2,98¢ 1 3,191 2
Consume 97 97 112 111
Total $ 18,76¢ $23,49¢ $ 1,84¢ $ 18,49¢ $ 85 $ 19,537 $ 164
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5. Loans, net and allowance for loan losses (contied):

Included in the commercial loan and commercial @sidential real estate categories are troubletrésbructurings that are classified as
impaired. Troubled debt restructurings totaled 48.,at June 30, 2015, $2,933 at December 31, 20145800 at June 30, 2014.

Troubled debt restructured loans are loans withioal terms, interest rate, or both, that have beedified as a result of a deterioration in the
borrower’s financial condition and a concession lbean granted that the Company would not otheraegssider. 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 concessionsniddification categories offered generally falllwiit the following categories:

» Rate Modificatior- A modification in which the interest rate is chadde a below market rat
e Term Modification- A modification in which the maturity date, timind payments or frequency of payments is chan
» Interest Only Modificatior- A modification in which the loan is converted tédrest only payments for a period of tir

* Payment Modification - A modification in whighe dollar amount of the payment is changed, dtieam an interest only
modification described abov

» Combination Modificatior- Any other type of modification, including the usenaultiple categories abov

There were four loans modified as a troubled de$tructuring for the three months ended June 305,26 the amount of $170. There were
eight loans modified as troubled debt restructwgifay the first six months ended June 30, 201&henamount of $554. There were no loans
modified as troubled debt restructurings for the¢hor six months ended June 30, 2014. Duringhteetand six months ended June 30, 2015
and 2014, there were no defaults on loans restedtwithin the last twelve months.

6. Other assets:

The components of other assets at June 30, 20d3)ecember 31, 2014 are summarized as follows:

December 31

June 30,
2015 2014
Other real estate owned $ 334 $ 561
Investment in residential housing progr 7,04 4,32¢
Mortgage servicing right 56€ 67€
Bank owned life insuranc 30,37 29,98:
Restricted equity securiti 3,351 3,68
Other asset 14,78t 13,83(
Total $56,46( $ 53,06¢

7. Fair value estimates:

The Company uses fair value measurements to réandalue 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 assetb labilities are excluded from disclosure
requirements.
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7. Fair value estimates (continued):

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

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 instaneterrdining the price at which willing market paigignts would transact at the measurer
date under current market conditions depends ofattie and circumstances and requires the usgfisant judgment. The fair value is a
reasonable point within the range that is mostasgmtative of fair value under current market ciows.

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 valuedtl@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 thetghas 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 theftect a reporting entity’s own assumptions abbetassumptions that market
participants would use in pricing an asset or ligbi

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

The following methods and assumptions were usetthdd"ompany to calculate fair values and relater/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 U.S. Treasury securities andketable equity securities are based on quoted mprices from
active exchange markets. The fair values of dehiriees are based on pricing from a matrix pricmgdel.

Loans held for sale:The fair values of loans held for sale are basexhwuirrent delivery prices in the secondary montgagrket.
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7. Fair value estimates (continued):

Net loans:For adjustable-rate loans that re-price frequesmlg 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 underyaollateral 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 I¢ansedit 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, discouasrarepayment speeds and default rates.

Accrued interest receivable:The carrying value of accrued interest receivableeported on the balance sheet approximatesdhiev

Restricted equity securities:The carrying values of restricted equity securiipproximate fair value, due to the lack of mark#its for
these securities.

Deposits: The fair values of noninterest-bearing depositssauings, NOW and money market accounts are theatspayable on demand
at the reporting date. The fair value estimateaatdnclude the benefit that results from such gt 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 offeretinie deposits with similar maturities.

The fair value assigned to the core deposit intaagisset represents the future economic bendfitegbotential 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 thea the present value of future cash flows. Tisedlint 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 commitmentgamerally unassignable of either the Company ®@btrrower, they only have value to
the Company and the borrower. None of the commitasnare subject to undue credit risk. The estim&@d/alues of off-balance sheet
financial instruments are based on fees curremidyged to enter into similar agreements, taking @atcount the remaining terms of the
agreements and the counterparties’ credit standing fair value of off-balance sheet financial inetents was not material at June 30, 2015
and December 31, 2014.
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7. Fair value estimates (continued):

Assets and liabilities measured at fair value oacarrring basis at June 30, 2015 and December3¥, &re summarized as follows:

Fair Value Measurement Using

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
June 30, 201 Amount (Level 1) (Level 2) (Level 3)
U.S. Treasury securities $ 30,68¢ $ 30,68t $
U.S. Governmel-sponsored enterpris 85,86: $ 85,86:
State and Municipals
Taxable 16,71: 16,71:
Tax-exempt 112,51 112,51
Corporate debt securitis
Mortgagebacked securitie:
U.S. Government agenci 33,08¢ 33,08¢
U.S. Governmel-sponsored enterpris 39,92¢ 39,92¢
Total $318,79! $ 30,68¢ $ 288,10! $

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. Treasury securities $ 48,55( $ 48,55( $
U.S. Governmel-sponsored enterpris 96,24¢ $ 96,24
State and Municipals
Taxable 17,407 17,407
Tax-exempt 92,90: 92,90:
Corporate debt securitis
Mortgage¢backed securitie:
U.S. Government agenci 37,47¢ 37,47¢
U.S. Governmel-sponsored enterpris 47,00' 47,00°
Total $339,58! $ 48,55( $ 291,03t $
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7. Fair value estimates (continued):

Assets and liabilities measured at fair value mom@recurring basis at June 30, 2015 and Decemb&03# are summarized as follows:

Fair Value Measurement Using

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
June 30, 201 Amount (Level 1) (Level 2) (Level 3)
Impaired loans $6,44¢ $  6,44¢
Other real estate ownt $ 88 $ 88
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 $4,41¢ $ 4,41«
Other real estate ownt $ 21¢ $ 21¢€

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 determinievialue:

Quantitative Information about Level 3 Fair Value Measurements

Fair Value
Range
June 30, 201 Estimate Valuation Technigues Unobservable Input (Weighted Average)
Impaired loans $ 6,44¢  Appraisal of collateri  Appraisal adjustmen 14.0% to 63.0% (24.2¢°
Liguidation expens¢ 3.0% to 6.0% (5.4Y
Other real estate ownt $ 88  Appraisal of collateri ~ Appraisal adjustmen 20.0% to 73.5% (53.49
Liquidation expenst¢ 3.0% to 6.0% (5.0
Quantitative Information about Level 3 Fair Value Measurements
Fair Value
Range
December 31, 201 Estimate Valuation Technigues Unobservable Input (Weighted Average)
Impaired loans $ 4,41<  Appraisal of collateri  Appraisal adjustmen 2.6% to 61.1% (24.59
Liguidation expenst 3.0% to 6.0% (5.5%
Other real estate ownt $ 21&¢  Appraisal of collateri  Appraisal adjustmen 19.7% to 47.8% (30.59
Liguidation expenst 3.0% to 6.0% (5.0%

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

Appraisals may be adjusted by management for @igkt factors such as economic conditions and estidhliquidation expenses. The range
and weighted average of liquidation expenses amer @tppraisal adjustments are presented as a pefdée appraisal.
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7. Fair value estimates (continued):

The carrying and fair values of the Company’s firiahinstruments at June 30, 2015 and Decembe2@®4 and their placement within the
fair value hierarchy are as follows:

Fair Value Hierarchy

Quoted Prices ir Significant Significant
Other Unobservable
Active Markets Observable
Carrying for Identical Inputs Inputs
June 30, 201 Value Fair Value Assets (level 1 (level 2) (Level 3)
Financial asset:
Cash and cash equivalel $ 35557 $ 35557 $ 35,55!
Investment securitie!
Available-for-sale 318,79( 318,79( $ 30,68¢ $ 288,10!
Held-to-maturity 13,62¢ 14,10« 14,10«
Loans held for sal 2,87¢ 2,88: 2,88:
Net loans 1,220,11: 1,229,05! $1,229,05!
Accrued interest receivab 5,507 5,507 5,507
Mortgage servicing right 56€ 1,227 1,227
Restricted equity securitit 3,351 3,351 3,351
Total $1,600,39!  $1,610,48!
Financial liabilities:
Deposits $1,424,76°  $1,425,82. 1,425,82
Shor-term borrowings 25,86( 25,86( 25,86(
Long-term debi 31,66: 33,14 33,14¢
Accrued interest payab 44% 445 $ 442
Total $1,482,73. $1,485,26!
Fair Value Hierarchy
Quoted Prices ir Significant Significant
Other Unobservable
Active Markets Observable
Carrying for Identical Inputs Inputs
December 31, 201 Value Fair Value Assets (level 1 (level 2) (Level 3)
Financial asset:
Cash and cash equivale $ 3142t $ 3142t $ 31,42¢
Investment securitie:
Available-for-sale 339,58 339,58t % 48,55( $ 291,03t
Held-to-maturity 14,66" 15,21¢ 15,21t
Loans held for sal 3,48¢ 3,49: 3,49;
Net loans 1,199,55I 1,210,36! $1,210,36!
Accrued interest receivab 5,58( 5,58( 5,58(
Mortgage servicing right 67€ 1,46¢€ 1,46¢€
Restricted equity securitit 3,68 3,68 3,68
Total $1,598,66; $1,610,82.
Financial liabilities:
Deposits $1,425,55! $1,427,08 1,427,08.
Shor-term borrowings 19,557 19,557 19,557
Long-term debt 33,14( 34,77: 34,77
Accrued interest payab 574 574 $ 574
Total $1,478,82! $1,481,98.
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8. Employee benefit plans:

The Company provides an Employee Stock Ownerslap PESOP”) and a Retirement Profit Sharing Plame Tompany also maintains a
Supplemental Executive Retirement Plan (“SERP”)Eerployees’ Pension Plan, which is currently frqzemd a Postretirement Plan Life
Insurance plan which was curtailed in 2013.

For the three and six months ended June 30, salanig employee benefits expense includes approxiynsit 73 and $452 in 2015 and $584
and $834 in 2014 relating to the employee benédits

Components of net periodic benefit cost are asvidl

Pension Benefits

Three months ended June 3 2015 2014

Net periodic pension cos

Service cos

Interest cos $ 174 $ 16¢

Expected return on plan ass (239 (227)

Amortization of prior service co:

Amortization of unrecognized net lo 50 23

Net periodic pension co $ (9 $ (39
Pension Benefits

Six months ended June 3 2015 2014

Net periodic pension cos

Service cos

Interest cos $ 34¢ $ 33¢

Expected return on plan ass (46€) (459

Amortization of prior service co:

Amortization of unrecognized net lo 10C 4€

Net periodic pension co $ (198) $ (70

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 consolidatetgiim financial statements contained in
Part I, Item 1 of this report, and with our auditemhsolidated financial statements and “Manageraddiscussion and Analysis of Financial
Condition and Results of Operations” presenteduinfmnual Report on Form 10-K for the year endedddeber 31, 2014.

Cautionary Note Regarding Forward-Looking Statemens:

This report contains forward-looking statementsimithe meaning of Section 27A of the Securities, As amended, Section 21E of the

Securities Exchange Act of 1934, as amended, wdnielsubject to risks and uncertainties. Thesemtatts are based on assumptions and
describe future plans, strategies and expectatibRgoples Financial Services Corp. and its diaactindirect subsidiaries. These forward-
looking statements are generally identified by efsthe words “believe,” “expect,” “intend,” “antipate,” “estimate,” “project” or similar

expressions. All statements in this report, othantstatements of historical facts, are forwarddlog statements.
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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 achieve the
intended benefits of the 2013 merger with Pensétani€ial Services Corporation; changes in interasts; economic conditions, particularly
in our market area; legislative and regulatory gjesnand the ability to comply with the significéat/s and regulations governing the bank
and financial services business; monetary andlfisa&cies of the U.S. government, including padigiof the U.S. Department of Treasury
the Federal Reserve System; credit risk associgitbdending activities and changes in the quadityl composition of our loan and
investment portfolios; demand for loan and othedpiccts; deposit flows; competition; changes invaleies of real estate and other collateral
securing the loan portfolio, particularly in our rket area; changes in relevant accounting prinsipled guidelines; and inability of third pa
service providers to perform. Additional factorattmay affect our results are discussed in Pérhy 1A of our Annual Report on Form X0-
for the year ended December 31, 2014, and in rematfile with the Securities and Exchange Commisfiom time to time.

These risks and uncertainties should be consideredaluating forward-looking statements and uniili@nce should not be placed on such
statements. Except as required by applicable laregulation, Peoples Financial Services Corp. do¢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 r@flect the occurrence of anticipated or unapéitgd events.

Notes to the Consolidated Financial Statementsrezfdo in the Manageme's Discussion and Analysis of Financial Conditiod &esults o
Operations (“MD&A") are incorporated by referencéad the MD&A. Certain prior period amounts may h&een reclassified to conform
with the current year’s presentation. Any reclasatfons did not have any effect on the operatagylts or financial position of the Company.

Critical Accounting Policies:

Disclosure of our significant accounting policies ancluded in Note 1 to the consolidated finanstatements of the Annual Report on Form
10-K for the year ended December 31, 2014. Sontleese policies are particularly sensitive requisignificant judgments, estimates and
assumptions.
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Operating Environment:

With no new fiscal policy initiatives enacted duyithe second quarter of 2015, the focus of the reé@pen Market Committee (“FOMC")
was limited to issuing policy statements regardheystate of the economy. The FOMC noted improvernngiabor markets, housing and
household spending. Despite improvement to the pt@mment rate, the historically low work force peifiation rate and slow wage growth
continue to be a drag on the economy. The Feders¢ie’s estimate for the gross domestic prod@&bDp”), the value of all goods and
services produced in the Nation, was downgraddd8% to 2.0% for 2015. GDP rebounded in the secpradter of 2015 to a seasonally
adjusted growth rate of 2.3%, comparable with tdé®experienced in 2014. The consumer price indeRI() increased 3.2% annualized
during the second quarter of 2015. Expectationsrerethe FOMC will begin to raise the federal famdte starting late in the third quarter of
2015.

Review of Financial Position:

Total assets increased $6,086, or 0.7% annualiaekl,, 747,755 at June 30, 2015, from $1,741,6@8eaember 31, 2014. Loans, net
increased to $1,231,541 at June 30, 2015, compau®tl 209,894 at December 31, 2014, an increa$81647 or 3.6% annualized. The
increase in loans, net during 2015 has been djreotrelated to a decrease in investment secuatiagable-for-sale. Investment securities
decreased $21,835 or 6.2% in the first six monftZ0a5. Interest-bearing deposits increased $1588#de noninterest-bearing deposits
decreased $16,675. Total stockholders’ equity aeed $3,625 or at an annual rate of 3.0%, from $Z86at year-end 2014 to $250,404 at
June 30, 2015. Compared to March 31, 2015, tosstasncreased $33,794 or 2.0% while loans, netdeed $5,627 or 0.5% and deposits
increased $8,489 or 0.6%. For the six months edded 30, 2015, total assets averaged $1,718,8%¢@ase of $17,059 from $1,701,791
for the same period of 2014.
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Investment Portfolio:

The majority of the investment portfolio is heldaailable-for-sale, which allows for greater flaikity in using the investment portfolio for
liquidity purposes by allowing securities to bedsathen market opportunities occur. Investment seesravailable-for-sale totaled $318,790
at June 30, 2015, a decrease of $20,796, or 6 4% $839,586 at December 31, 2014. The decreasenmaarily a result of the sale of U.S.
Treasury securities in response to changes inldpe f the yield curve and in order to fund loamdnd. Investment securities held-to-
maturity totaled $13,626 at June 30, 2015, a deeref$1,039 or 7.1% from $14,665 at December 814 2lue to payments received from
mortgage backed holdings. For the three monthscedigiee 30, 2015, total investments increased $8#gsLilting primarily from the
purchase of short-term U.S. Treasury securities.

For the six months ended June 30, 2015, the inwestportfolio averaged $310,481, a decrease 07499 3.1% compared to $320,452 for
the same period last year. The tax-equivalent yaalthe investment portfolio decreased 3 basistp®in2.76% for the six months ended
June 30, 2015, from 2.79% for the comparable pesf@D14. The yield decline is the result of desieg reinvestment yields. The tax-
equivalent yield decreased from 2.78% in the fixgtrter of 2015 to 2.74% in the second quartei0d@62

Securities available-for-sale are carried at falue, with unrealized gains or losses net of deteincome taxes reported in the accumulated
other comprehensive income (loss) component okktaders’ equity. We reported net unrealized haidiains, included as a separate
component of stockholders’ equity of $3,099, nedlefierred income taxes of $1,669, at June 30, 281&%$4,090, net of deferred income
taxes of $2,202, at December 31, 2014.

The Asset/Liability Committee (“ALCO”) reviews thperformance and risk elements of the investmertfgimr monthly. Through active
balance sheet management and analysis of the tesartfolio, we endeavor to maintain sufficiéiqtiidity to satisfy depositor requireme
and meet the credit needs of our customers.

Loan Portfolio:

Following two consecutive quarters of strong loaovgh in the fourth quarter of 2014 and first qeamf 2015, loans, net decreased slight
the second quarter of 2015, but maintained an @sereluring the six month period. Loans, net ine@eas $1,231,541 at June 30, 2015 from
$1,209,894 at December 31, 2014, an increase 0642br 3.6% annualized. The growth reflected iases in commercial loans, commer
real estate loans and residential real estate ,|pansally offset by a decrease in consumer lo@wsnmercial loans increased $2,828, or 1.8%
annualized, to $322,418 at June 30, 2015 compar$819,590 at December 31, 2014. Commercial réateeans increased $18,354 or
7.5% annualized, to $511,835 at June 30, 2015 cordpa $493,481 at December 31, 2014. Residemt@#dlastate loans increased $1,900, or
1.2% on an annualized basis, to $312,567 at Jun20d® compared to $310,667 at December 31, 2014.

The second quarter included the reclassificatiopldf, 780 in loans previously classified as consumterresidential real estate loans base
the underlying collateral of the loans. Consumankbdecreased $1,435, or 3.4% on an annualizes] ba§84,721 at June 30, 2015 comp
to $86,156 at December 31, 2014. For the quargeddune 30, 2015, loans, net in aggregate decr$&s827.
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For the six months ended June 30, 2015, loangvweeaged $1,230,623, an increase of $46,082 or 8@#pared to $1,184,541 for the same
period of 2014. The tax-equivalent yield on thenlpartfolio was 4.66% for the six months ended B®e2015, a 26 basis point decrease
from the comparable period last year. Loan interesime in the first six months of 2015 and 201Hhjoh we recognized as a result of the
2013 Penseco merger, were $347 and $1,430. Asil, the tax-equivalent yield on the loan portfoould have decreased 10 basis points
comparing the six month ended June 30, 2015 and. Z0% tax-equivalent yield on the loan portfolecteased 8 basis points in the second
quarter of 2015 from 4.71% in the second quart&0df4. The tax-equivalent yield decreased 7 basiggpcomparing the first and second

quarters of 2015.

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 legallgibim commitments to extend credit,
unused portions of lines of credit and commeratikrs 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 June 30, 2015, totaled $384¢®nsisting of $261,135 in unfunded commitmenitsxisting loan facilities and
$23,217 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, 2014, totaled
$266,570, consisting of $235,961 in unfunded commaitts of existing loans and $30,609 in standbgref credit.

Asset Quality:
National, Pennsylvania, New York and market areemysioyment rates at June 30, 2015 and 2014, armatized as follows

June 30, 201 June 30, 201
United States 5.2% 6.1%
Pennsylvania (statewid 5.5% 6.C%
Lackawanna Count 5.2% 6.7%
Lehigh County 5.6% 6.2%
Luzerne Count 6.5% 7.2%
Monroe County 6.8% 7.4%
Susquehanna Coun 5.4% 5.7%
Wayne County 5.4% 5.8%
Wyoming County 6.2% 6.7%
New York (statewide 5.2% 6.2%
Broome County 5.8% 6.4%

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 rates remained elevated relativesiotical levels.
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Our asset quality improved in the second quart@0d5. Nonperforming assets decreased $334 or € 140,549 at June 30, 2015, from
$10,883 at December 31, 2014. We experienced a@ase in nonaccrual and restructured loans, whashmore than offset by declines in
accruing loans past due 90 days or more and otlaéestate owned. As a percentage of loans, ndbaeclosed assets, nonperforming assets
equaled 0.86% at June 30, 2015 compared to 0.9Mécmber 31, 2014.

Loans on nonaccrual status increased $284 to $&©Q8&e 30, 2015 from $8,699 at December 31, Z¥d majority of the increase from
year end was due to an increase of $358 in resadieatl estate loans and an increase of $177mmuercial loans on nonaccrual stai
Commercial real estate loans on nonaccrual st&agdsed $264 while consumer loans on nonaccataksncreased $13. Other real estate
owned decreased $227 to $334 at June 30, 2015%66rh at December 31, 2014.

For the three months ended June 30, 2015, nonparfgrassets improved to $10,549, a decrease of 348%$11,297 at March 31, 2015.
Decreases in nonaccrual and restructured loanS3¥ &nd accruing loans past due 90 days or mdp&&d more than offset a $10 increase in
other real estate owned.

Generally, maintaining a high loan to deposit r&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 commerciailemis 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 theahak sheet date. The allowance for loan
losses is based on past events and current ecocondiions. We employ the Federal Financial In§tins 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 oprtwésions of Financial Accounting Standards BodFRSB”) Accounting Standards
Cadification (*“ASC”) 310, “Receivables,” for loaspecifically identified to be individually evaluaktéor impairment and the requirements of
FASB ASC 450, “Contingencies,” for large groupssofaller-balance homogeneous loans to be collegtaxadluated for impairment.

We follow our systematic methodology in accordawitd 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 mayelifrom period to period based on current
conditions and events, however, we consistentlizatthe same grading system each quarter. We stendly use loss experience from the
latest twelve quarters in determining the histdricss factor for each pool collectively evaluaftedimpairment. 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 lossé to the note entitled, “Loans, net and Allowe for Loan Losses,” in the Notes to
Consolidated Financial Statements to this Quarfedgort.
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The allowance for loan losses increased $1,090 10428 at June 30, 2015, from $10,338 at the er2Dd4. For the six months ended

June 30, 2015, net charge-offs were $410 or 0.0f7&verage loans outstanding, a $677 decrease cethpaf1,087 or 0.19% of average
loans outstanding in the same period of 2014. Netge-offs were $125 or 0.04% of average loanganding in the second quarter of 2015,
a $313 decrease compared to $438 or 0.15% of avévags outstanding in the second quarter of 2014.

Deposits:

We attract the majority of our deposits from witlour eight county market area that stretches fioen £high Valley in Pennsylvania to
Broome County in the Southern Tier of New York 8ti#irough the offering of various deposit instrutséncluding demand deposit
accounts, NOW accounts, money market deposit atgosewvings accounts, and time deposits, includantificates of deposit and IR#' For
the six months ended June 30, 2015, total depdsiieased slightly to $1,424,767 from $1,425,598estember 31, 2014. Growth was
experienced in savings accounts and interest-lgpransaction accounts while the other classificetideclined. Interest-bearing transaction
accounts, including NOW and money market accoumtseased $14,831, or 6.6% annualized, to $467a19dne 30, 2015, from $452,36¢
December 31, 2014. Savings deposits increased %803.1% annualized, to $399,987 at June 30, 2045 $391,952 at December 31,
2014. All other deposit categories decreased ititbiesix months of 2015 due to cyclical trendenand deposits, decreased $16,675, or
10.7% annualized, to $296,823 at June 30, 2015paced to $313,498 at December 31, 2014. Time dispgess than $100 decreased $626,
or 0.7% annualized, while time deposits of $10@nore declined $6,356, or 16.9% annualized.

For the three months ended June 30, 2015, totalsitspncreased $8,489 or 2.4% annualized. Growthterest-bearing and noninterest-
bearing demand deposits, as well as time depesissthan $100, more than offset declines in derdepdsits, savings deposits and time
deposits of $100 or more.

For the six months ended June 30, 2015 interestrigedeposits averaged $1,116,900 in 2015 compar&d,113,621 in 2014. The cost of
interest-bearing deposits was 0.44% in 2015 conapar®.50% for the same period last year. Foritise §ix months, the overall cost of
interest-bearing liabilities including the costhafrrowed funds, was 0.52% in 2015 compared to 0.502014. The cost of interest-bearing
liabilities decreased 4 basis points when compatiedirst and second quarters of 2015.

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.

Borrowings:

The Bank utilizes borrowings as a secondary soofrdiguidity for its asset/liability management. ¥ahces are available from the Federal
Home Loan Bank of Pittsburgh (“FHLB) provided cémtatandards related to credit worthiness have bestn Repurchase and term
agreements are also available from the FHLB.
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Total short-term borrowings at June 30, 2015, ¢nt&25,860 compared to $19,557 at December 31, 20dihcrease of $6,303. Long-term
debt was $31,663 at June 30, 2015, compared tA433t year end 2014. The reduction was a produnbathly contractual amortized
payments made during the six months ended Jun2030,

Market Risk Sensitivity:

Market risk is the risk to our earnings or finamgasition resulting from adverse changes in mar&gds or prices, such as interest rates,
foreign exchange rates or equity prices. Our exgogumarket risk is primarily “IRR” associated ibur lending, investing and deposit-
gathering activities. During the normal course a$ibhess, we are not exposed to foreign exchangerisommodity price risk. Our exposure
to IRR can be explained as the potential for changeir reported earnings and/or the market vafumionet worth. Variations in interest
rates affect earnings by changing net interestnmecand the level of other interest-sensitive incame operating expenses. Interest rate
changes also affect the underlying economic vafuminassets, liabilities and offfalance sheet items. These changes arise becauyseien
value of future cash flows, and often the cash fiéemselves, change with interest rates. Thetsftédhe changes in these present values
reflect the change in our underlying economic valne provide a basis for the expected change umdigarnings related to interest rates.

is inherent in the role of banks as financial intediaries. However, a bank with a high degree & iRay experience lower earnings,
impaired liquidity and capital positions, and miilgtly, a greater risk of insolvency. Thereforenka must carefully evaluate IRR to promote
safety and soundness in their activities.

As a result of economic uncertainty and a prolongradof historically low market rates, it has beearhallenging to manage IRR. Due to
these factors, IRR and effectively managing it\amgy important to both bank management and regiaBank regulations require us to
develop and maintain an IRR management progranmisega by the Board of Directors and senior managgrttet involves a
comprehensive risk management process in orddfectigely identify, measure, monitor and contrisk: Should bank regulatory agencies
identify a material weakness in our risk managempentess or high exposure relative to our cagi@hk regulatory agencies may take action
to remedy these shortcomings. Moreover, the lef/HBRB exposure and the quality of our risk managetnpeocess is a determining factor
when evaluating capital adequacy.

The ALCO, comprised of members of our Board of Blioes, senior management and other appropriatecoffi oversees our IRR
management program. Specifically, ALCO analyzesenuc data and market interest rate trends, asasetbmpetitive pressures, and
utilizes computerized modeling techniques to repeaéntial exposure to IRR. This allows us to maménd attempt to control the influence
these factors may have on our rate-sensitive aS§3#\") and rate-sensitive liabilities (“RSL"), droverall operating results and financial
position. One such technique utilizes a staticrpagel that considers repricing frequencies of RB&ARSL in order to monitor IRR. Gap
analysis attempts to measure our interest ratesexpdoy calculating the net amount of RSA and Rt teprice within specific time
intervals. A positive gap occurs when the amourR8A repricing in a specific period is greater tiia@m amount of RSL repricing within that
same time frame and is indicated by a RSA/RSL @gsater than 1.0. A negative gap occurs whennimuat of RSL repricing is greater tt
the amount of RSA and is indicated by a RSA/RSlorat less than 1.0. A positive gap implies thaingags will be impacted favorably if
interest rates rise and adversely if interest riésluring the period. A negative gap tends wi¢ate that earnings will be affected inversely
to interest rate changes.
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Our cumulative one-year RSA/RSL ratio equaled 2.@t%une 30, 2015. Given the length of time thatketarates have been at historical
lows and the potential for rates to increase inftiere, the focus of ALCO has been to create digesstatic gap position. With regard to
RSA, we predominantly offer medium- term, fixeder&ans as well as adjustable rate loans. Witheasp RSL, we offer longer term
promotional certificates of deposit in an attengpinicrease duration. The current position at JUhe815, indicates that the amount of RSA
repricing within one year would exceed that of Rf8iereby causing increases in market rates, te&ser net interest income. However, these
forward-looking statements are qualified in therafoentioned section entitled “Forward-Looking Dission” in this Management’s
Discussion and Analysis.

Static gap analysis, although a standard meastooigdoes not fully illustrate the impact of irgst rate changes on future earnings. First,
market rate changes normally do not equally or Baneously affect all categories of assets andliligls. 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 throughthetyear. Finally, assumptions must be
made in constructing such a table.

As the static gap report fails to address the dyoaimanges in the balance sheet composition ogjiney 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 June 305 2fbduced results similar to those indicatedneydne-year static gap position. In addition,
parallel and instantaneous shifts in interest rateer various interest rate shocks resulted imgbsiin net interest income that were well
within ALCO policy limits. We will continue to motor our IRR throughout 2015 and endeavor to emgkgyosit and loan pricing strategies
and direct the reinvestment of loan and investmgdéyments in order to manage our IRR position.

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

Liquidity:

Liquidity management is essential to our continupgrations and enables us to meet financial dibigaas they come due, as well as to
advantage of new business opportunities as theg.dfinancial obligations include, but are nottédito, 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
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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 ardesjies 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 inssing the adequacy of our liquidity position. Ooetstechnique is the use of ratio
analysis to determine the extent of our reliancaa@mcore funds to fund our investments and loartsirimg after June 30, 2015. Our noncore
funds at June 30, 2015, were comprised of time siepm denominations of $100 or more and otherdwaings. These funds are not
considered to be a strong source of liquidity sithesy are very interest rate sensitive and areidered to be highly volatile. At June 30,
2015, our net noncore funding dependence ratiodifference between noncore funds and short-texsiments to long-term assets, was
6.2%, while our net short-term noncore funding deleamce ratio, noncore funds maturing within oneryleas short-term investments to long-
term assets equaled 2.7%. Comparatively, our dwasatore dependence ratio improved from year-éidi2vhen it was 8.5%. Similarly,

our net short-term noncore funding dependence va® 3.0% at year-end, indicating that our reliame@oncore funds has decreased.

The Consolidated Statements of Cash Flows prekerditanges in cash and cash equivalents from apgeradvesting and financing

activities. Cash and cash equivalents, consistirgggh on hand, cash items in the process of ¢mlleadeposit balances with other banks and
federal funds sold, increased $4,131 during thergirths ended June 30, 2015. Cash and cash equ&alereased $26,098 for the same
period last year. For the six months ended Jun@@T5, net cash inflows of $8,867 from operatintivities were partially offset by net cash
outflows of $4,486 from investing activities and®2rom financing activities. For the same perié@@14, net cash inflows of $9,942 from
operating activities and $29,195 from financing\atiés were partially offset by net cash outfloafs$13,039 from investing activities.

Operating activities provided net cash of $8,8G7le six months ended June 30, 2015, and $9,94Rdacorresponding six months of 2014.
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 transactiomtated to our lending activities and investmamtfplio. Investing activities used net cash of
$4,486 for the six months ended June 30, 2015, aozdto $13,039 for the same period of 2014. Irb2@h increase in lending activities v
the primary factor causing the net cash outflomfiavesting activities. Investment portfolio actigs was the predominant factor causing the
net cash outflow from investing activities in 2014.
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Financing activities used net cash of $250 forsilkenonths ended June 30, 2015, and provided sétafa$29,195 for the corresponding six
months of 2014. Deposit gathering is our predontifiaancing activity. During the six months endeshd 30, 2015, deposits decreased
compared to an increase in deposits during the gemed last year. The net decrease in deposateth$424 in the six months ended

June 30, 2015. Comparatively, deposit gatheringigea net cash of $43,866 for the same period @#2We continued to attract deposits
from new and existing customers, including muniliffgs and school districts, as well as deposithgeaed in relation to natural gas activity
within existing markets in Susquehanna and Wyon@ingnties of Pennsylvania.

We believe that our future liquidity needs will atisfied 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 $250,404 or $33.20gbare at June 30, 2015, compared to $246,779206%der share at December 31, 2014.
Net income of $9,475 for the six months ended Bihe&015 was the primary factor leading to the iowpd capital position. Stockhold’
equity was also affected by cash dividends declaf&#,679, shares retired of $215, stock basedeosation of $35, and an other
comprehensive loss resulting from market valuetflatons in the investment portfolio of $991.

Dividends declared equaled $0.62 per share in 20852014. The dividend payout ratio was 49.2%Hersix months ended June 30, 2015
and 58.5% for the same period of 2014. The mergeeanent pursuant to which we merged with Pense2013 contemplates that, unles:
percent of our board of directors determines otisrywve will pay a quarterly cash dividend in aroamt no less than $0.31 per share thrc
2018, provided that sufficient funds are legallpitable, and that Peoples and Peoples Bank rerid@ll-tapitalized” in accordance with
applicable regulatory guidelines. It is the intentof the Board of Directors to continue to payhcdividends in the future. However, these
decisions are affected by operating results, fird@nd economic decisions, capital and growth atbjes, appropriate dividend restrictions
and other relevant factors.

In July 2013, the Board of Directors of the FRB mwed the Basel Il interim final rule (“Basel I)¥hich is intended to strengthen the
quality and increase the required level of regujat@pital for a more stable and resilient banlgggtem. The changes include: (i) a new
regulatory capital measure, Common Equity Tier@HT1"), which is limited to capital elements of thighest quality; (ii) a new definition
and increase of tier 1 capital which is now comgaiisf CET1 and Additional Tier 1; (iii) changescialculation of some risk-weighted assets
and off-balance sheet exposure; and (iv) a capitaservation buffer that will limit capital disttibions, stock redemptions, and certain
discretionary bonus payments if the institutiongloet maintain capital in excess of the minimumitedpequirements. These new capital
rules took effect for our Bank on January 1, 2048 eeporting began with the March 31, 2015 calbrep
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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 cagtdficient to support existing assets and antieipatsset growth, maintain favorable acce:
capital markets, and preserve high quality creatings. At June 30, 2015, the Bank’s Tier 1 capddbtal average assets was 10.92% as
compared to 10.42% at December 31, 2014. The Bar&isl capital to risk weighted asset ratio wagl0% and the total capital to risk
weighted asset ratio was 16.38% at June 30, 2Q¥dselratios were 14.28% and 15.15% at Decemb@034, The Bank’s common equity
Tier 1 to risk weighted asset ratio was 15.40 aeJ0, 2015. The Bank was deemed to be well-cag@thunder regulatory standards at
June 30, 2015.

Review of Financial Performance:

Net income for the second quarter of 2015 equafed3lL or $0.59 per share compared to $3,331 od$ikAshare for the second quarte
2014. Return on average assets (“ROA”) measureaatincome in relation to total assets. Our ROA W#3% for the second quarter of
2015 compared to 0.78% for the same period of 2B&#urn on average equity (“ROBEHdicates how effectively we can generate net ine
on the capital invested by stockholders. Our ROE Wa&4% for the second quarter of 2015 compar&d6@’e for the second quarter of 20
The results for the three months ended June 3@ @@luded pre-tax acquisition related expense&lgd08. Net income for the six months
ended June 30, 2015 equaled $9,475 or $1.26 per shapared to $8,029 or $1.06 per share for theegzeriod of 2014. Our ROA and R(
were 1.11% and 7.71% through six months in 2015parad to 0.95% and 6.79% for the same period o# 2G4&ins on sale of investment
securities were $832 for the six months ended 30n2015 and $160 for the comparable period in 2014

Net Interest Income:

Net interest income is the fundamental source ofiegs for commercial banks. Fluctuations in thesleof net interest income can have
greatest impact on net profits. Net interest incésefined as the difference between interestmagginterest and fees earned on interest-
earning assets, and interest expense, the caseoést-bearing liabilities supporting those assets primary sources of earning assets are
loans and investment securities, while interestibgaleposits, short-term and long-term borrowiogsprise 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;

» The level of nonperforming asse
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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 tax-equivalent basis using the jiegdederal statutory tax rate of 35.0%
in 2015 and 2014.

For the three months ended June 30, tax-equivakinhterest income increased $479 to $14,947 15 2m $14,468 in 2014. The net
interest spread increased to 3.72% for the thregmsended June 30, 2015 from 3.58% for the threetims ended June 30, 2014. The tax-
equivalent net interest margin increased to 3.8dethfe second quarter of 2015 from 3.73% for thegarable period of 2014. The tax-
equivalent net interest margin for the first quadE2015 was 3.88%. Loan interest income in trewed quarter of 2015 related to loans
acquired in the 2013 Penseco merger was $122firgsul an increase in the tax-equivalent net egemargin of 3 basis points.
Comparatively, loan interest recognized on theaadadn the second quarter of 2014 was $375 regutiian increase in the tax-equivalent net
interest margin of 10 basis points. Without sudhkriest income, the tax equivalent net interest mday the three months ended June 30
would have been 3.81% in 2015 and 3.63% in 2014.

For the three months ended June 30, tax-equival@rest income on earning assets increased $2®1,&,395 in 2015 as compared to
$16,195 in 2014. The increase was primarily dutagogrowth in average earning assets which incce$2#82, to $1,559,644 for the second
quarter of 2015 from $1,557,562 for the same perideD14. The overall yield on earning assets, &ullp tax-equivalent basis, increased 5
basis points for the three months ended June 3% @04.22% as compared to 4.17% for the three msamded June 30, 2014. The increase
in the yield on earning assets resulted from diabibf volumes from lower yielding earning assetdoans. The overall yield earned on loans
however, decreased 8 basis points for the secomdegof 2015 to 4.63% from 4.71% for the secondrtg of 2014. Average loans increa

to $1,235,423 for the quarter ended June 30, 20dfpared to $1,187,568 for the same period in 20hé.resulting tax-equivalent interest
earned on loans was $14,268 for the three monthgended June 30, 2015 compared to $13,938 fasahee period in 2014, an increase of
$330.

Total interest expense decreased $279, to $1,44Bddhree months ended June 30, 2015 from $X¢f2ke three months ended June 30,
2014. A favorable volume variance caused the deerékhe average volume of interest bearing liadslileclined to $1,160,031 for the three
months ended June 30, 2015, as compared to $186/&Pthe three months ended June 30, 2014. Téteofdunds decreased to 0.50% for
the three months ended June 30, 2015 as compa@esla for the same period in 2014.
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For the six months ended June 30, ¢éaxrivalent net interest income decreased $2279¢7%2 in 2015 from $30,001 in 2014. The net inte
spread decreased to 3.73% for the six months efutexi 30, 2015 from 3.76% for the six months endee B0, 2014. The tax-equivalent net
interest margin for the six months ended June 3386% in 2015 compared to 3.90% in 2014. Loagrést income in the six months eni
June 30, 2015 related to loans acquired in theHaywarter of 2013 was $347, resulting in an inseda the tax-equivalent net interest margin
of 5 basis points. Comparatively, loan interesbme on these loans recognized in the first six @nf 2014 was $1,430 resulting in an
increase in the tax-equivalent net interest mao§ibd basis points. Without such interest incorhe,tax equivalent net interest margin for the
six months ended June 30 would have been 3.81%1i6 and 3.71% in 2014.

For the six months ended June 30, 2015, tax-eqnvaiterest income decreased $658, to $32,75@rapared to $33,415 for the six months
ended June 30, 2014. A volume variance in intenestme of $2,176 attributable to changes in theanyebalance of earning assets was more
than offset by a $2,834 unfavorable rate varianeetd a reduction in the yield on earning asseiscifically, the decrease was primarily due
to declining yields on average earning assets wihgthieased 10 basis points for the first six moaft#015 from the same period in 2014.
The overall yield on earning assets, on a fullyeguivalent basis, decreased for the six monthsaddne 30, 2015 to 4.25% as compared to
4.35% for the six months ended June 30, 2014. Whgsa result of the continuation of the low interase environment along with increased
market competition.

Total interest expense decreased $431 to $2,98Bdm@ix months ended June 30, 2015 from $3,41théosix months ended June 30, 2014.
A favorable volume variance caused interest expettsdecrease $320. The average volume of inteeasing liabilities declined to
$1,156,541 for the six months ended June 30, 284 6pmpared to $1,169,541 for the six months edded 30, 2014. The remaining $111
decrease in interest expense was attributabldaecsable rate variance. The cost of funds decrbs0.52% for the six months ended
June 30, 2015 as compared to 0.59% for the sanmdpar2014.
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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%.

Assets:
Earning asset:
Loans

Taxable

Tax exemp
Investments

Taxable

Tax exemp
Interest bearing depos
Federal funds sol

Total earning asse
Less: allowance for loan loss
Other asset

Total asset

Liabilities and Stockholde’ Equity:
Interest bearing liabilities

Money market accoun

NOW accountt

Savings accoun

Time deposits less than $1

Time deposits $100 or mo

Short term borrowing

Long-term debt

Total interest bearing liabilitie
Nonr-interest bearing demand depo:
Other liabilities
Stockholder' equity

Total liabilities and stockholde’ equity
Net interest income/spre:i

Net interest margi
Tax-equivalent adjustment
Loans
Investments

Total adjustment

Six months endec

June 2015 June 2014
Yield/ Yield/
Average Average
Balance Interest Rate Balance Interest Rate
$1,159,46; $26,73: 4,65 $1,110,60° $27,15¢ 4.9%
71,16 1,73i 4.92 73,93: 1,757 4.7¢
212,61° 1,731 1.64 219,71t 1,90( 1.74
97,86+ 2,52 5.2(C 100,73t 2,532 5.07
6,672 26 0.7¢ 5,82¢ 19 0.6€
7,19(C 9 0.2t 38,53: 48 0.2t
1,554,961 32,75, 4.25% 1,549,35 33,41¢ 4.35%
(10,746 (8,797
174,63( 161,23:
$1,718,85! $1,701,79
197,35 34C 0.35% 215,86: 39C 0.36%
260,26° 46¢ 0.3¢€ 216,96: 363 0.34
401,52: 443 0.2z 369,47 52¢ 0.2¢
169,37¢ 89z 1.0€ 215,04 1,05( 0.9¢
88,38( 317 0.72 96,28¢ 43¢ 0.9z
7,28¢ 12 0.3< 20,04¢ 58 0.5¢
32,35¢ 511 3.1¢ 35,87: 58t 3.2¢
1,156,54. 2,98: 0.52% 1,169,54 3,414 0.5%%
299,51¢ 281,33
14,84¢ 12,55¢
247 ,94: 238,35
$1,718,85! $1,701,79
$29,77: 3.7%% $30,00: 3.7¢%
3.8€% 3.9(%
$ 60¢ $ 61t
88:¢ 88¢€
$ 1,491 $ 1,501
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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 June 305201

For the three and six months ended June 30, 26&%rovision for loan losses totaled $750 and $1,,606mpared to $1,201 and $2,058 for
those same periods in 2014. The decrease in nampeng assets was the main contributor to the desee provision for the quarter and year-
to-date periods ended June 30, 2015.

Noninterest Income:

Noninterest income for the second quarter decred$s@ or 4.0% to $3,626 in 2015 from $3,778 in 2(er the six months ended June
2015, noninterest income totaled $7,935, an inered$597 or 8.1% from $7,338 for the comparabliéopleof 2014. Service charges, fees
commissions was relatively unchanged, decreasiig$$3,154 through six months in 2015 from $3,&k8%he same period in 2014.
Merchant services income decreased $29 to $1,#8Bdamsix months ended June 30, 2015 from $1,78théosame period last year as a re

of lower transaction volumes and a decrease imtingber of merchant accounts serviced. Income gestefiaom commissions and fees on
fiduciary activities decreased $169 to $946 forglxemonths ended June 30, 2015 in comparison thl$Xfor the same period in 2014 due to
a decrease in executor fees settled in 2015. Ingmnerated from our wealth management divisioremsed $51 to $403 through the first six
months of 2015 in comparison to $352 over that spen®d in 2014. Mortgage banking income increg&EB to $470 for the first six
months of 2015 compared to $292 for the companadiod in 2014 as the volume of loans originatadstde improved. Life insurance
investment income decreased $79 to $377 for thmeixths ended June 30, 2015 from $456 for the smried in 2014. Beginning late in the
third quarter of 2014, we began to incur offsetifeoinsurance income that represent mortalityteds the life insurance. Those costs netted
from income equaled $71 through the first six merdh2015. Gains from the sale of investment sdesravailable-fosale increased to $8
for the six months ended June 30, 2015 compar&d@6 for the same period in 2014 as we took adgentéthe significant improvement in
the value of U.S. Treasury securities brought othieyreduction in market yields in the first quadé&2015.

For the three months ended June 30, noninteresniadecreased to $3,626 in 2015 from $3,778 in 20tdeases in income from merchant
services, wealth management and mortgage banking mwere than offset by declines in service charfges and commissions, commissions
and fees on fiduciary activities, life insurancedme and net gains on sale of investment secuatiaable-for-sale.
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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 amtééff@ontrol the variable expenses.

For the second quarter, noninterest expense dect@&d28 or 6.0% to $11,511 in 2015 from $12,2380h4. For the six months ended
June 30, 2015, noninterest expense decreased $329% to $22,605 in 2015 from $23,526 in 2014 sBenel costs increased 7.1%, net
occupancy and equipment costs increased 13.7%hargrservices expense increased 11.6% and othensep decreased by 10.5%
comparing year-to-date 2015 and 2014.

Salaries and employee benefits expense, which dsentbre majority of noninterest expense, totale@ %5 for the second quarter of 2015, an
increase of $652 or 13.1% when compared to thenskegoarter of 2014. Salaries and employee berefjiense totaled $10,846 for the six
months ended June 30, 2015 compared to $10,12Bd@ame period of 2014, an increase of $717 86.7Severances paid out to eliminate
certain duplicated positions in the first six mantf 2015 totaled $405.

Merchant services expense increased $155 or 3b 3550 for the three months ended June 30, 2015 $405 for the same period in 2014.
Merchant services expense increased $123 or 1h&h,183 for the six months ended June 30, 2015 $b,060 for the year earlier period.
Both the quarterly and six month results were apcb of higher interchange fees being paid to #reise providers.

We experienced a $178 or 7.7% decrease in net ancymnd equipment expense comparing the secomtbrpuaf 2015 at $2,149 and 2014
at $2,327. Net occupancy and equipment expenseased $557 or 13.7% comparing the six months ehalegl 30, 2015 at $4,617 and
June 30, 2014 at $4,060. The increase in net ooccypnd equipment expense was caused by costdatssowith the Lehigh Valley branch
during 2015, which had no comparable expense icdhesponding period in 2014, and costs associgitbdsnow removal and clean up to
the 26 locations due to the severe winter.

For the second quarter, other expenses decreadéd$30.0% to $2,804 from $3,115 comparing 20130b4. For the six months ended
June 30, 2015, other expenses decreased $626586 10.$5,359 as compared to $5,985 for the samedbef 2014. The decrease was the
result of realizing cost synergies as we begirctieve certain of the intended benefits of the 2@&8ger with Penseco.
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Income Taxes:

We recorded income tax expense of $1,124 or 20 2pfestax income, and $762 or 18.6% of pre-tax inedor the three months ended
June 30, 2015 and 2014. We recorded income taxnerpe $2,638 or 21.8% of pre-tax income, and 8®@21.7% of pre-tax income for
the six months ended June 30, 2015 and 2014.
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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 projected impacts of instantaneous changegeéneist rates on our net interest income and ecienaatue of equity at June 30, 2015,
based on our simulation model, as compared to @@ policy limits are summarized as follows:

June 30, 201¢

% Change in
Changes in Interest Rates (basis poi Net Interest Incom Economic Value of Equit

Metric Policy Metric Policy

+400 5. (20.0) £ (45.0)
+300 4.¢ (20.0) 4.7 (35.0)
+200 3.2 (10.0) 3.8 (25.0
+100 1.7 (10.0 2.7 (15.0)
Static
-100 (2.9 (10.0 (11.0 (15.0)

Our simulation model creates pro forma net inteiresime 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 June 30, 2015, would increase
slightly at 1.7% percent from model results usingent interest rates. Additional disclosures almatket risk are included in Part Il, Item 7
of our Annual Report on Form 10-K for the year eh@&cember 31, 2014, under the heading “Market Reshsitivity,” and are incorporated
into this Item 3 by reference. There were no maketianges in our market risk from December 314201
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Item 4. Controls and Procedures.

(a) Evaluation of disclosure controls and proceslure

At June 30, 2015, the end of the period coverethisyQuarterly Report on Form 10-Q, the Chief ExeeuOfficer (“CEQ”) and Chief
Financial Officer (“CFO") 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 June 30, 2015, v
effective to provide reasonable assurance thatrimdtion required to be disclosed in the Compangfmorts filed under the Exchange Act is
recorded, processed, summarized and reported withitime periods specified in the SEC’s rules famohs, and to provide reasonable

assurance that information required to be disclisedch reports is accumulated and communicatéuet€ EO and CFO to allow timely
decisions regarding required disclosure.

(b) Changes in internal control.

There were no changes made in the Company’s inteondrol over financial reporting that occurredidg the Company’s most recent fiscal
guarter that have materially affected, or are reably likely to materially affect, the Company’s@mal control 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 legadgedings that had or might have a material etiadhe consolidated results of
operations, liquidity, or the financial positiontbe Company in 2014 and through the date of théstgrly report on Form 10-Q.

Iltem 1A. Risk Factors.

There have been no material changes from the aisthfs previously disclosed in the Company’s AniRggbort on Form 10-K for the year
ended December 31, 2014.
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Item 2. Unregistered Sales of Equity Securities andse of Proceeds.

On January 30, 2015, the Board of Directors autledrihe repurchase of up to 370,000 shares of thegp@ny’s common stock. The
following purchases were made by or on behalf ef@mpany or any “affiliated purchaser,” as defimethe Exchange Act Rule 10b-18(a)
(3), of the Company’s common stock during eacthefrhonths for the quarter ended June 30, 2015ud 30, 2015, there were 362,567
shares available for repurchase under the 201% &Repurchase Program with an expiration date oebdxer 31, 2015.

Total number of Maximum number of
shares purchased ¢
Total number Average shares that may yet
price paid part of publicly be purchased under
of shares announced plans the plans or
MONTH purchased per share or programs programs
April 1, 2015 — April 30, 2015 368,20(
May 1, 2015~ May 31, 201¢ 3,56¢ $ 38.6¢ 3,56¢ 364,63:
June 1- June 30, 201 2,06/ 37.57 2,064 362,56
Total 5,63: $ 38.2¢ 5,63:
Item 3. Defaults upon Senior Securities.
None.
Item 4. Mine Safety Disclosures.
Not applicable
Iltem 5. Other Information.
None.
Item 6. Exhibits.
31.1 Chief Executive Officer certification pursuant tolR 13-14(a)/15+14(a).
31.2 Chief Financial Officer certification pursuant tale 13-14(a)/15-14(a).
32 Chief Executive Officer and Chief Financial Offiaggrtifications pursuant to Section 13
101+ Interactive Data Fili
+ As provided in Rule 406T of Regulation S-T, thifoimation is furnished and not filed for purposé$ections 11 and 12 of the

Securities Act of 1933 and Section 18 of the SéiesrExchange Act of 193
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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: August 7, 2015 /sl Craig W. Best

Craig W. Bes
President and Chief Executive Officer
(Principal Executive Officer

Date: August 7, 2015 /sl Scott A. Seasock

Scott A. Seasoc

Executive Vice President and Chief Financial
Officer

(Principal Financial Officer and Principal
Accounting Officer)
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EXHIBIT INDEX
Item Number Description Page
31.1 CEO Certification Pursuant to Rule -14 (a) /15+14 (a). 50
31.2 CFO Certification Pursuant to Rule -14 (a) /15+14 (a). 51
32 CEO and CFO Certifications Pursuant to Section 1 52
101 The following materials from Peoples Financial $egs Corp. Quarterly Report on Form 10-Q for theque

ended June 30, 2015, formatted in XBRL: (i) the &uidated Balance Sheets, (ii) the ConsolidateteStant:
of Income and Comprehensive Income, (iii) the Ctidated Statements of Changes in Stockholders’ tigqui
(iv) the Consolidated Statements of Cash Flows(ahthe Notes to the Consolidated Financial Statém
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EXHIBIT 31.1
CERTIFICATION

I, Craig W. Best, certify that:
1. | have reviewed this quarterly report on Forn-Q for the period ended June 30, 2015, of Peopleaniial Services Corf

2. Based on my knowledge, this quarterly reporsdua contain any untrue statement of a materildaomit 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

3. Based on my knowledge, the financial statemamd,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

4.  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 readerasurance 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

5.  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 Offic
(Principal Executive Officer

Date: August 7, 2015
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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 period ended June 30, 2015, of Peopleari€ial Services Corf

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 Offi
(Principal Financial Officer and Principal AccourdiOfficer

Date: August 7, 2015
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EXHIBIT 32
SECTION 1350 CERTIFICATIONS

In connection with the Quarterly Report on FormQ@f Peoples Financial Services Corp. (the “Compfay the period ended June 30,
2015, 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 Offic
(Principal Executive Officer

Date: August 7, 201

/sl Scott A. Seasock

Executive Vice President and Chief Financial Offi
(Principal Financial Officer and Principal AccourdiOfficer
Date: August 7, 201

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