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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended December 31, 2013

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     

Commission file number: 000-23863

Peoples Financial Services Corp.

(Exact name of registrant as specified in its charter)
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Pennsylvania 23-2391852
State or other jurisdiction of

incorporation or organization

(I.R.S. Employer

Identification No.)
150 North Washington Avenue,

Scranton, PA 18503

(Address of principal executive offices) (Zip Code)

(570) 346-7741

Registrant�s telephone number, including area code

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
None
Securities registered pursuant to Section 12(g) of the Act:

Common stock, $2.00 par value

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.    Yes  ¨    No  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.    Yes  ¨    No  x

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).    Yes  x    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant�s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form
10-K.  ¨
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer x

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the
Act).    Yes  ¨    No  x

The aggregate market value of the registrant�s common stock held by non-affiliates of the registrant on June 28, 2013
was approximately $101,076,379 (based on the closing sales price of the registrant�s common stock on that date).

The number of shares of the registrant�s common stock outstanding as of February 28, 2014 was 7,549,557.

DOCUMENTS INCORPORATED BY REFERENCE

The registrant�s definitive proxy statement to be filed in connection with solicitation of proxies for its 2014 annual
meeting of shareholders, to be filed within 120 days of the end of registrant�s fiscal year, is incorporated by reference
into Part III of this Annual Report on Form 10-K.
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Cautionary Note Regarding Forward-Looking Statements.

This Annual Report on Form 10-K contains forward-looking statements within the meaning of Section 27A of the
Securities Act, as amended, Section 21E of the Securities Exchange Act of 1934, as amended, which are subject to
risks and uncertainties. These statements are based on assumptions and may describe future plans, strategies and
expectations of Peoples Financial Services Corp. and its direct and indirect subsidiaries. These forward-looking
statements are generally identified by use of the words �believe,� �expect,� �intend,� �anticipate,� �estimate,� �project� or similar
expressions. All statements in this report, other than statements of historical facts, are forward-looking statements.

The ability of Peoples Financial Services Corp. to predict results or the actual effect of future plans or strategies is
inherently uncertain. Important factors that could cause actual results of Peoples Financial Services Corp. to differ
materially from those in the forward-looking statements include, but are not limited to: the ability to timely and
efficiently integrate the operations of the former Penseco Financial Services Corporation, and to achieve the intended
benefits of the merger with Penseco Financial Services Corporation; changes in interest rates; economic conditions,
particularly in the Peoples Financial Services Corp. market area; legislative and regulatory changes and the ability to
comply with the significant laws and regulations governing the banking and financial services business; monetary and
fiscal policies of the U.S. government, including policies of the U.S. Department of Treasury and the Federal Reserve
System; credit risk associated with lending activities and changes in the quality and composition of our loan and
investment portfolios; demand for loan and other products; deposit flows; competition; changes in the values of real
estate and other collateral securing the loan portfolio, particularly in the Peoples Financial Services Corp. market area;
changes in relevant accounting principles and guidelines; and inability of third party service providers to perform.
Additional factors that may affect our results are discussed in Item 1A to this Annual Report on Form 10-K titled �Risk
Factors�.

These risks and uncertainties should be considered in evaluating forward-looking statements and undue reliance
should not be placed on such statements. Except as required by applicable law or regulation, Peoples Financial
Services Corp. does not undertake, and specifically disclaims any obligation, to release publicly the result of any
revisions that may be made to any forward-looking statements to reflect events or circumstances after the date of the
statements or to reflect the occurrence of anticipated or unanticipated events.

-ii-
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Part I

Item 1. Business.
General

Peoples Financial Services Corp., a bank holding company incorporated under the laws of Pennsylvania, provides a
full range of financial services through its wholly-owned subsidiary, Peoples Security Bank and Trust Company,
including its subsidiaries, Peoples Advisors, LLC and Penseco Realty, Inc. On November 30, 2013, Penseco Financial
Services Corporation, a financial holding company incorporated under the laws of Pennsylvania, referred to as
�Penseco,� merged with and into Peoples Financial Services Corp., with Peoples Financial Services Corp. being the
surviving corporation, pursuant to an Agreement and Plan of Merger dated June 28, 2013. Such transaction is
sometimes referred to in this annual report as the �Penseco merger� and such agreement as the �Penseco merger
agreement.� In connection with the Penseco merger, on December 1, 2013, Penseco�s former banking subsidiary, Penn
Security Bank and Trust Company, merged with and into Peoples Neighborhood Bank, and the resulting institution
adopted the name, �Peoples Security Bank and Trust Company.�

Unless the context indicates otherwise, all references in this annual report to the �Peoples,� �we,� �us� and �our� refer to
Peoples Financial Services Corp., its direct and indirect subsidiaries and its and their respective predecessors. Peoples
Security Bank and Trust Company is sometimes referred to as �Peoples Bank.�

Peoples Bank is a state-chartered bank and trust company under the jurisdiction of the Pennsylvania Department of
Banking and Securities and the Federal Deposit Insurance Corporation, or �FDIC.� Peoples Bank�s twenty-six
community banking offices, all similar with respect to economic characteristics, share a majority of the following
aggregation criteria: products and services; operating processes; customer bases; delivery systems; and regulatory
oversight. Accordingly, they are aggregated into a single operating segment.

Peoples Advisors, LLC, provides investment advisory services through a third party to individuals and small
businesses. Penseco Realty, Inc. holds and manages real estate assets on behalf of Peoples Bank. Neither Peoples
Advisors, LLC nor Penseco Realty, Inc. met the quantitative thresholds for required segment disclosure.

Market Areas

Our principal market area consists of Lackawanna, Luzerne, Monroe, Susquehanna, Wayne and Wyoming Counties in
Pennsylvania and Broome County in New York. In addition, parts of Bradford County in Pennsylvania that borders
Susquehanna and Wyoming Counties are also considered part of the market area.

Specifically, our market area is situated between:

� Binghamton, Broome County, New York, located to the north;

� Scranton, Lackawanna County, Pennsylvania, to the south; and
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� Wilkes-Barre, Luzerne County, Pennsylvania, to the southwest.
Susquehanna County could best be described as a bedroom county with a high percentage of its residents commuting
to work in Broome County, New York, or Lackawanna County, Pennsylvania. The southern part of Susquehanna
County tends to gravitate south for both employment and shopping, while the northern part of the county goes north to
Broome County, New York. The western part of Susquehanna County gravitates south and west to and through
Wyoming County. Approximately half of our offices are located in and around Scranton, the largest city in
Lackawanna County with the remaining offices located in counties that would be considered sparsely populated, as
they are made up of many small towns and villages.

-1-
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Most recently, the production of natural gas from the Marcellus Shale formation located in the heart of our market
area has begun to provide economic benefits to the communities served and as a result to us. Natural gas producers
have already invested billions of dollars in Pennsylvania in lease and land acquisition, new well drilling, infrastructure
development and community partnerships, with an even greater investment expected in the future. The growth of our
deposits, and to a lesser extent, loan portfolio, has been influenced by natural gas drilling activities.

Products and Services

Our primary products are loans to small- and medium-sized businesses. Other lending products include one-to-four
family residential mortgages and consumer loans. We fund our loans, primarily, by offering open time deposits to
commercial enterprises and individuals. Other deposit products include certificates of deposits and various demand
deposit accounts.

Lending Activities

We provide a full range of retail and commercial lending products designed to meet the borrowing needs of
consumers and small- and medium-sized businesses in our market areas. A significant amount of our loans are to
customers located within our market area. We have no foreign loans or highly leveraged transaction loans, as defined
by the Federal Reserve Board. Although we participate in loans originated by other banks, we have originated the
majority of loans in our portfolio.

Our retail lending products include the following types of loans, among others: residential real estate; automobiles;
manufactured housing; personal; student; home equity, and credit card. Our commercial lending products include the
following types of loans, among others: commercial real estate; working capital; equipment and other commercial
needs; construction; Small Business Administration, and agricultural and mineral rights. The terms offered on a loan
vary depending primarily on the type of loan and credit-worthiness of the borrower.

Payment risk is a function of the economic climate in which our lending activities are conducted. Economic
downturns in the economy generally or in a particular sector could cause cash flow problems for customers and make
loan payments more difficult. We attempt to minimize this risk by not being exposed to loan concentrations of a single
customer or a group of customers, the loss of any one or more of whom would have a materially adverse effect on its
financial condition. One element of interest rate risk arises from our fixed rate loans in an environment of changing
interest rates. We attempt to mitigate this risk by making adjustable rate commercial loans and by limiting repricing
terms to five years or less for customers requiring fixed rate loans. Our lending activity also exposes us to risks that
any collateral we take as security is not adequate. We attempt to manage collateral risk by avoiding loan
concentrations to particular borrowers, by perfecting liens on collateral and by obtaining appraisals on property prior
to extending loans. We attempt to mitigate our exposure to these and other types of risks by stratifying authorization
requirements by loan size and complexity.

We generate interest income from our loan and securities portfolios. Other income is generated primarily from
merchant transaction fees, trust fees and service charges on deposit accounts. Our primary costs are interest paid on
deposits and borrowings and general operating expenses. We provide a variety of commercial and retail banking
services to business, non-profits, governmental, municipal agencies and professional customers, as well as retail
customers, on a personalized basis. Our primary lending products are real estate, commercial and consumer loans. We
also offer ATM access, credit cards, active investment accounts, trust department services and other various lending,
depository and related financial services. Our primary deposit products are savings and demand deposit accounts and
certificates of deposit. We also offer securities sold under agreements to repurchase as an alternative to conventional
savings deposits for our customers. The securities sold under agreements to repurchase are accounted for as a
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collateralized borrowing with a one day maturity and are collateralized by U.S. Agency securities.
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We are not dependent upon a single customer, or a few customers, the loss of one or more of which would have a
material adverse effect on our operations. In the ordinary course of our business, our operations and earnings are not
materially affected by seasonal changes or by Federal, state or local environmental laws or regulations.

We offer a variety of loans including commercial, residential and consumer loans as described above. The consumer
portfolio includes automobile loans, educational loans and lines of credit.

We intend to continue to evaluate commercial real estate, commercial business and governmental lending
opportunities, including small business lending. We continue to proactively monitor and manage existing credit
relationships.

We have not engaged in sub-prime residential mortgage lending, which is defined as mortgage loans advanced to
borrowers who do not qualify for market interest rates because of problems with their credit history. We focus our
lending efforts within our market area.

One-to-Four Family Residential Loans. We offer two types of residential mortgage loans: fixed-rate loans, with terms
of up to 30 years, and adjustable-rate loans, with interest rates and payments that adjust annually after an initial fixed
period of one, three or five years. Interest rates and payments on our adjustable-rate loans generally are adjusted to a
rate equal to a percentage above the appropriate U.S. Treasury Security Index. Our adjustable-rate single-family
residential real estate loans generally have caps on increases or decreases in the interest rate at any adjustment date,
and a maximum adjustment limit over the life of the loan. Although we offer adjustable-rate loans with initial rates
below the fully indexed rate, loans tied to the one-year constant maturity treasury are underwritten using methods
approved by the Federal Home Loan Mortgage Corporation, which require borrowers to be qualified at a rate equal to
200 basis points above the discounted loan rate under certain conditions.

Borrower demand for adjustable-rate loans compared to fixed-rate loans is a function of the level of interest rates, the
expectations of changes in the level of interest rates, and the difference between the interest rates and loan fees offered
for fixed-rate mortgage loans as compared to the interest rates and loan fees for adjustable-rate loans, among other
factors. The loan fees, interest rates and other provisions of mortgage loans are determined by us on the basis of our
own pricing criteria and competitive market conditions.

Most of our residential loans are underwritten to standards established by the secondary market. We also offer VA and
FHA loans via a third party lending source.

While one-to-four family residential real estate loans are normally originated with up to 30-year terms, such loans
typically remain outstanding for substantially shorter periods because borrowers often prepay their loans in full either
upon sale of the property pledged as security or upon refinancing the original loan. Therefore, average loan maturity is
a function of, among other factors, the level of purchase and sale activity in the real estate market, prevailing interest
rates and the interest rates payable on outstanding loans. We do not offer loans with negative amortization or interest
only loans.

We offer home equity loans and lines of credit, typically with a maximum combined loan-to-value ratio of 80%.
Home equity loans generally have fixed-rates of interest and are originated with terms of up to 15 years. Home equity
lines of credit generally have variable rates and are indexed to the prime rate. Home equity lines of credit generally
have draw periods with 20 year repayment periods.

We generally do not make high loan-to-value loans (defined as loans with a loan-to-value ratio in excess of 80%)
without private mortgage insurance. The maximum loan-to-value ratio we generally permit is 95% with private
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mortgage insurance. We require all properties securing mortgage loans to be appraised by a board-approved
independent appraiser. We generally require title insurance on all first mortgage loans. Borrowers must obtain hazard
insurance, and flood insurance is required for loans on properties located in a flood zone.
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Commercial Real Estate Loans. We offer commercial real estate loans secured by real estate primarily with adjustable
rates. We originate a variety of commercial real estate loans generally for terms up to 25 years and payments based on
an amortization schedule of up to 25 years. These loans are typically based on either the Federal Home Loan Bank
borrowing rate or our own pricing criteria and adjust every three to five years. Commercial real estate loans also are
originated for the acquisition and development of land, including development for residential use. Conditions of
acquisition and development loans originated generally limit the number of model homes and homes built on
speculation, and draws are scheduled against executed agreements of sale. Commercial real estate loans for the
acquisition and development of land are typically based upon the prime rate. Commercial real estate loans for
developed real estate and for real estate acquisition and development are originated generally with loan-to-value ratios
up to 75%, while loans for the acquisition of land are originated with a maximum loan to value ratio of 65%.

Commercial Loans. We offer commercial business loans to professionals, sole proprietorships and small businesses in
our market area. We offer installment loans for capital improvements, equipment acquisition and long-term working
capital. These loans are typically priced at short term fixed rates or variable rates based on the prime rate. These loans
are secured by business assets other than real estate, such as business equipment and inventory, and, generally, are
backed by personal guarantees of the owner or owners of the business. We originate lines of credit to finance the
working capital needs of businesses to be repaid by seasonal cash flows or to provide a period of time during which
the business can borrow funds for planned equipment purchases.

When making commercial business loans, we consider the consolidated financial statements of the borrower and any
guarantors, the borrower�s payment history of both corporate and personal debt, the debt service capabilities of the
borrower, the projected cash flows of the business and guarantor, the viability of the industry in which the customer
operates and the value of the collateral.

Consumer Loans. We offer a variety of consumer loans, including lines of credit, automobile loans and loans secured
by savings accounts and certificates of deposit. We also offer unsecured loans.

We offer loans secured by new and used automobiles, primarily indirectly through dealerships. These loans have fixed
interest rates and generally have terms up to six years. We offer automobile loans with loan-to-value ratios of up to
100% of the purchase price of the vehicle depending upon the credit history of the borrower and other factors.

We offer consumer loans secured by savings accounts and certificates of deposit held by us based upon the deposit
rates plus a margin with terms up to five years. We offer such loans up to 100% of the principal balance of the
certificate of deposit or balance in the savings account. We also offer unsecured loans and lines of credit with terms up
to five years. Our unsecured loans and lines of credit bear a substantially higher interest rate than our secured loans
and lines of credit.

The procedures for underwriting consumer loans include an assessment of the applicant�s payment history on other
debts and ability to meet existing obligations and payments on the proposed loan. Although the applicant�s
creditworthiness is a primary consideration, the underwriting process also includes a comparison of the value of the
collateral, if any, to the proposed loan amount.

We have adhered and continue to adhere to credit policies, both prior to and during the recent economic downturn,
which management believes are sound. Our loan policies require verification of information provided by loan
applicants as well as an assessment of their ability to repay for all loans. At no time have we made loans similar to
those commonly referred to as �no doc� or �stated income� loans.
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While the vast majority of the loans in our loan portfolio are secured by collateral, we have made and will continue to
make loans on an unsecured basis. Unsecured commercial loans are only granted to those borrowers exhibiting
historically strong cash flow and capacity with seasoned management. Unsecured consumer loans are made for
relatively short terms and to borrowers with strong credit histories.

-4-
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We consider requests to modify, restructure or otherwise change the terms of loans on an individual basis as
circumstances and/or reasons for such changes may vary. All such changes in terms must be authorized by the
appropriate approval body. Also, our credit policy prohibits the modification of loans or the extension of additional
credit to borrowers who are not current on their payments. Exceptions are approved only where our position in the
credit relationship is expected to be enhanced by such action.

Adjustable-Rate Loans. While we anticipate that adjustable-rate loans will better offset the adverse effects of an
increase in interest rates as compared to fixed-rate mortgages, an increased monthly mortgage payment required of
adjustable-rate loan borrowers in a rising interest rate environment could cause an increase in delinquencies and
defaults. The marketability of collateral also may be adversely affected in a high interest rate environment. In
addition, although adjustable-rate mortgage loans make our asset base more responsive to changes in interest rates, the
extent of this interest sensitivity is limited by the annual and lifetime interest rate adjustment limits on residential
mortgage loans. We attempt to negotiate floors on most adjustable rate commercial loans. The commercial adjustable
rate loans generally provide a fixed rate re-negotiation at the end of the initial fixed rate period. If we and the borrower
are unable to agree on a new fixed rate then the rate converts to a floating rate obligation. In addition, some
commercial loans adjust to a predetermined index plus a spread at the end of the initial fixed rate period, for a like
period of time. To a lesser degree, we have entered into transactions with collars generally for periods of five years or
less.

Commercial Real Estate Loans. Loans secured by commercial real estate generally have larger balances and involve a
greater degree of risk than one-to-four family residential mortgage loans. Of primary concern in commercial real
estate lending is the borrower�s and any guarantor�s creditworthiness and the feasibility and cash flow potential of the
financed project. Additional considerations include: location, market and geographic concentrations, loan to value,
strength of guarantors and quality of tenants. Payments on loans secured by income properties often depend on
successful operation and management of the properties. As a result, repayment of such loans may be subject to a
greater extent than residential real estate loans, to adverse conditions in the real estate market or the economy. To
monitor cash flows on income properties, we require borrowers and loan guarantors, if any, to provide annual
consolidated financial statements on commercial real estate loans and rent rolls where applicable. In reaching a
decision on whether to make a commercial real estate loan, we consider and review a cash flow analysis of the
borrower and guarantor, when applicable, and considers the net operating income of the property, the borrower�s
expertise, credit history and profitability and the value of the underlying property. We have generally required that the
properties securing these real estate loans have debt service coverage ratios (the ratio of earnings before debt service
to debt service) of at least 1.2 times. An environmental report is obtained when the possibility exists that hazardous
materials may have existed on the site, or the site may have been impacted by adjoining properties that handled
hazardous materials.

Commercial Business Loans. Unlike residential mortgage loans, which generally are made on the basis of the
borrower�s ability to make repayment from his or her employment or other income, and which are secured by real
property, the value of which tends to be more easily ascertainable, commercial business loans are of higher risk and
typically are made on the basis of the borrower�s ability to make repayment from the cash flow of the borrower�s
business. As a result, the availability of funds for the repayment of commercial business loans may depend
substantially on the success of the business itself. Further, any collateral securing such loans may depreciate over
time, may be difficult to appraise and may fluctuate in value.

Consumer Loans. Consumer loans may entail greater risk than do residential mortgage loans, particularly in the case
of consumer loans that are unsecured or secured by assets that depreciate rapidly, such as motor vehicles. In the latter
case, repossessed collateral for a defaulted consumer loan may not provide an adequate source of repayment for the
outstanding loan and a small remaining deficiency often does not warrant further substantial collection efforts against
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the borrower. Consumer loan collections depend on the borrower�s continuing financial stability, and therefore are
likely to be adversely affected by various factors, including job loss, divorce, illness or personal bankruptcy.
Furthermore, the application of various federal and state laws, including federal and state insolvency laws, may limit
the amount that can be recovered on such loans.
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Loan Originations. Loan originations come from a number of sources. The primary sources of loan originations are
existing customers, walk-in traffic, advertising and referrals from customers. We also purchase participations in loans
from local financial institutions to supplement our lending portfolio. Loan participations are subject to the same credit
analysis and loan approvals as the loans we originate. We are permitted to review all of the documentation relating to
any loan in which we participate. However, in a purchased participation loan, we do not service the loan and are
subject to the policies and practices of the lead lender with regard to monitoring delinquencies, pursuing collections
and instituting foreclosure proceedings.

Loan Approval Procedures and Authority. Our lending activities follow written, non-discriminatory, underwriting
standards and loan origination procedures established by our board of directors and management. The board of
directors has granted loan approval authority to certain officers or groups of officers up to prescribed limits, based on
the officer�s experience.

Loans to One Borrower. The maximum amount that we may lend to one borrower and the borrower�s related entities
generally is limited, by regulation, to 15% of the tangible equity of Peoples Bank. At December 31, 2013, our
regulatory limit on loans to one borrower was $25.4 million.

Deposit Activities

Our primary source of funds is the cash flow provided by our financing activities, mainly deposit gathering. Other
sources of funds are provided by investing activities, including principal and interest payments on loans and
investment securities, and operating activities, primarily net income. We offer a variety of deposit accounts with a
range of interest rates and terms, including, among others: money market accounts; NOW accounts; savings accounts;
certificates of deposit; individual retirement accounts, and demand deposit accounts. These deposits are primarily
obtained from areas surrounding our branch offices. We rely primarily on marketing, product innovation, technology,
service and long-standing relationships with customers to attract and retain these deposits. Other deposit related
services include: remote deposit capture; automatic clearing house transactions; cash management services; automated
teller machines; point of sale transactions; safe deposit boxes; night depository services; direct deposit, and official
check services.

Trust, Wealth Management and Brokerage and Services

Through our trust department, we offer a broad range of fiduciary and investment services. Our trust and investment
services include:

� investment management

� IRA trustee services

� estate administration

� living trusts
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� trustee under will

� guardianships

� life insurance trusts

� custodial services / IRA custodial services

� corporate trusts, and

� pension and profit sharing plans.
Peoples Wealth Management, a division of Peoples Advisors, LLC, provides a comprehensive array of wealth
management products and services to individuals, small businesses and nonprofit entities. These products and
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services include the following, among others: investment portfolio management; estate planning; annuities; business
succession planning; insurances; education funding strategies, and tax planning.

We have a third party marketing agreement with a broker-dealer that allows us to offer a full range of securities,
brokerage services and annuity sales to our customers. Our investor services division is located in our headquarters
building and the services are offered throughout the entire branch system. Through this relationship, our clients have
access to a wide array of financial and wealth management strategies, including services such as professional money
management, retirement and education planning, and investment products including stocks, bonds, mutual funds,
annuities and insurance products.

Merchant Services

We offer credit card processing and a variety of other products and services to our merchant customers, including:

� small business checking accounts

� merchant money market account

� online banking

� telephone banking

� business credit cards

� merchant line of credit

� business profitability and peer analysis, and

� financial checkup.
Competition

We compete primarily with commercial banks, thrift institutions and credit unions, many of which are substantially
larger in terms of assets and available resources. Certain of these institutions have significantly higher lending limits
than we do, and may provide various services for their customers that we presently do not. In addition, we experience
competition for deposits from mutual funds and security brokers, while consumer discount, mortgage and insurance
companies compete for various types of loans. Credit unions, finance companies and mortgage companies enjoy
certain competitive advantages over us, as they are not subject to the same regulatory restrictions and taxations as
commercial banks. Principal methods of competing for bank products, permitted nonbanking services and financial
activities include price, nature of product, quality of service and convenience of location.
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In our market area, interest rates on deposits, especially time deposits, and interest rates and fees charged to customers
on loans are very competitive. In the current economic environment there is increased competition in view of weaker
loan demand.

We believe that our most significant competitive advantage originates from our business philosophy which includes
offering direct access to senior management and other officers and providing friendly, informed and courteous service,
local and timely decision making, flexible and reasonable operating procedures and consistently applied credit
policies. In addition, our success has been, and will continue to be, a result of our emphasis on community
involvement and customer relationships. With consolidation continuing in the financial industry, and particularly in
our market area, smaller community banks like us are gaining opportunities and market share as larger institutions
reduce their emphasis on or exit the markets.
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Seasonality

Generally, our operations are not seasonal in nature. Our business activities, however, have been somewhat influenced
by the recent increase in activities related to natural gas drilling in our market area, which are to some extent seasonal
in nature.

Supervision and Regulation

We are extensively regulated under federal and state laws. Generally, these laws and regulations are intended to
protect consumers, not shareholders. The following is a summary description of certain provisions of law that affect
the regulation of bank holding companies and banks. This discussion is qualified in its entirety by reference to
applicable laws and regulations. Changes in law and regulation may have a material effect on our business and
prospects.

Peoples is a bank holding company within the meaning of the Bank Holding Company Act of 1956, as amended, and
is subject to regulation, supervision, and examination by the Board of Governors of the Federal Reserve System,
referred to as the �Federal Reserve Board� or the �FRB.� We are required to file annual and quarterly reports with the FRB
and to provide the FRB with such additional information as the FRB may require. The FRB also conducts
examinations of Peoples.

With certain limited exceptions, we are required to obtain prior approval from the FRB before acquiring direct or
indirect ownership or control of more than 5% of any voting securities or substantially all of the assets of a bank or
bank holding company, or before merging or consolidating with another bank holding company. Additionally, with
certain exceptions, any person or entity proposing to acquire control through direct or indirect ownership of 25% or
more of our voting securities is required to give 60 days� written notice of the acquisition to the FRB, which may
prohibit the transaction, and to publish notice to the public.

Peoples Bank is regulated by the Pennsylvania Department of Banking and Securities (the �Department of Banking�)
and the FDIC. The Department of Banking may prohibit an institution over which it has supervisory authority from
engaging in activities or investments that the agency believes constitute unsafe or unsound banking practices. Federal
banking regulators have extensive enforcement authority over the institutions they regulate to prohibit or correct
activities that violate law, regulation or a regulatory agreement or which are deemed to constitute unsafe or unsound
practices.

Enforcement actions may include:

� the appointment of a conservator or receiver;

� the issuance of a cease and desist order;

� the termination of deposit insurance, the imposition of civil money penalties on the institution, its directors,
officers, employees and institution affiliated parties;
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� the issuance of directives to increase capital;

� the issuance of formal and informal agreements and orders;

� the removal of or restrictions on directors, officers, employees and institution-affiliated parties; and

� the enforcement of any such mechanisms through restraining orders or any other court actions.
We are subject to certain restrictions on extensions of credit to executive officers, directors, principal shareholders or
any related interests of such persons which generally require that such credit extensions be made on substantially the
same terms as are available to third persons dealing with us, and not involving more than the normal risk of
repayment. Other laws tie the maximum amount that may be loaned to any one customer and its related interests to
our capital levels.
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Limitations on Dividends and Other Payments

Our ability to pay dividends is largely dependent upon the receipt of dividends from Peoples Bank. Both federal and
state laws impose restrictions on our ability and the ability of Peoples Bank to pay dividends. Under such restrictions,
Peoples Bank may only declare and pay dividends out of accumulated net earnings, including accumulated net
earnings acquired as a result of a merger within seven years. Further, Peoples Bank may not declare or pay any
dividend unless Peoples Bank�s surplus would not be reduced by the payment of the dividend. Pennsylvania law
requires that each year Peoples Bank set aside as surplus, a sum equal to not less than 10 percent of its net earnings to
maintain the surplus funds equal 100 percent of our capital stock. In addition to these specific restrictions, bank
regulatory agencies, in general, also have the ability to prohibit proposed dividends by a financial institution that
would otherwise be permitted under applicable regulations if the regulatory body determines that such distribution
would constitute an unsafe or unsound practice.

Permitted Non-Banking Activities

Generally, a bank holding company may not engage in any activities other than banking, managing, or controlling its
bank and other authorized subsidiaries, and providing service to those subsidiaries. With prior approval of the FRB,
we may acquire more than 5% of the assets or outstanding shares of a company engaging in non-bank activities
determined by the FRB to be closely related to the business of banking or of managing or controlling banks. The FRB
provides expedited procedures for expansion into approved categories of non-bank activities.

Subsidiary banks of a bank holding company are subject to certain quantitative and qualitative restrictions on
extensions of credit to the bank holding company or its subsidiaries, and on the use of their securities as collateral for
loans to any borrower. These regulations and restrictions may limit our ability to obtain funds from Peoples Bank for
our cash needs, including funds for the payment of dividends, interest and operating expenses. Further, subject to
certain exceptions, a bank holding company and its subsidiaries are prohibited from engaging in certain tie-in
arrangements in connection with any extension of credit, lease or sale of property or furnishing of services.

Under FRB policy, a bank holding company is expected to act as a source of financial strength to its subsidiary banks
and to make capital injections into a troubled subsidiary bank, and the FRB may charge the bank holding company
with engaging in unsafe and unsound practices for failure to commit resources to a subsidiary bank when required. A
required capital injection may be called for at a time when the holding company does not have the resources to
provide it. In addition, depository institutions insured by the FDIC can be held liable for any losses incurred by, or
reasonably anticipated to be incurred by, the FDIC in connection with the default of or assistance provided to, a
commonly controlled FDIC-insured depository institution. Accordingly, in the event that any insured subsidiary of a
bank holding company causes a loss to the FDIC, other insured subsidiaries of a bank holding company could be
required to compensate the FDIC by reimbursing it for the estimated amount of such loss. Such cross guarantee
liabilities generally are superior in priority to the obligation of the depository institutions to its shareholders due solely
to their status as shareholders and obligations to other affiliates.

Pennsylvania Law

As a Pennsylvania bank holding company, Peoples is subject to various restrictions on its activities as set forth in
Pennsylvania law. This is in addition to those restrictions set forth in federal law. Under Pennsylvania law, a bank
holding company that desires to acquire a bank or bank holding company that has its principal place of business in
Pennsylvania must obtain permission from the Department of Banking.

Financial Institution Reform, Recovery, and Enforcement Act (�FIRREA�)
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FIRREA was enacted into law in order to address the financial condition of the Federal Savings and Loan Insurance
Corporation, to restructure the regulation of the thrift industry, and to enhance the supervisory and
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enforcement powers of the federal bank and thrift regulatory agencies. As the primary federal regulator of Peoples
Bank, the FDIC, in conjunction with the Department of Banking, is responsible for its supervision. When dealing with
capital requirements, those regulatory bodies have the flexibility to impose supervisory agreements on institutions that
fail to comply with regulatory requirements. The imposition of a capital plan, termination of deposit insurance, and
removal or temporary suspension of an officer, director or other institution-affiliated person may cause enforcement
actions.

There are three levels of civil penalties under FIRREA.

� The first tier provides for civil penalties of up to $5,000 per day for any violation of law or regulation.

� The second tier provides for civil penalties of up to $25,000 per day if more than a minimal loss or a pattern
is involved.

� Finally, civil penalties of up to $1 million per day may be assessed for knowingly or recklessly causing a
substantial loss to an institution or taking action that results in a substantial pecuniary gain or other benefit.

Criminal penalties are increased to $1 million per violation and may be up to $5 million for continuing violations or
for the actual amount of gain or loss. These penalties may be combined with prison sentences of up to five years.

Federal Deposit Insurance Corporation Improvement Act of 1991 (�FDICIA�)

FDICIA provides for, among other things:

� publicly available annual financial condition and management reports for financial institutions,
including audits by independent accountants;

� the establishment of uniform accounting standards by federal banking agencies;

� the establishment of a �prompt corrective action� system of regulatory supervision and intervention, based on
capitalization levels, with more scrutiny and restrictions placed on depository institutions with lower levels
of capital;

� additional grounds for the appointment of a conservator or receiver; and

� restrictions or prohibitions on accepting brokered deposits, except for institutions which significantly exceed
minimum capital requirements.

A central feature of FDICIA is the requirement that the federal banking agencies take �prompt corrective action� with
respect to depository institutions that do not meet minimum capital requirements. Pursuant to FDICIA, the federal
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bank regulatory authorities have adopted regulations setting forth a five-tiered system for measuring the capital
adequacy of the depository institutions that they supervise. Under these regulations, a depository institution is
classified in one of the following capital categories:

� �well capitalized�;

� �adequately capitalized�;

� �under capitalized�;

� �significantly undercapitalized�; and

� �critically undercapitalized�.
Peoples Bank was categorized as �well capitalized� under the regulatory framework for prompt corrective action at
December 31, 2013, based on the most recent notification from the FDIC. An institution may be deemed by
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the regulators to be in a capitalization category that is lower than is indicated by its actual capital position if, among
other things, it receives an unsatisfactory examination rating with respect to asset quality, management, earnings or
liquidity.

FDICIA generally prohibits a depository institution from making any capital distribution including payment of a cash
dividend or paying any management fees to its holding company, if the depository institution would thereafter be
undercapitalized. Undercapitalized depository institutions are subject to growth limitations and are required to submit
capital restoration plans. If a depository fails to submit an acceptable plan, it is treated as if it is �significantly
undercapitalized�. Significantly undercapitalized depository institutions may be subject to a number of other
requirements and restrictions, including orders to sell sufficient voting stock to become adequately capitalized,
requirements to reduce total assets and stop accepting deposits from correspondent banks. Critically undercapitalized
institutions are subject to the appointment of a receiver or conservator; generally within 90 days of the date such
institution is determined to be critically undercapitalized.

FDICIA provides the federal banking agencies with significantly expanded powers to take enforcement action against
institutions that fail to comply with capital or other standards. Such actions may include the termination of deposit
insurance by the FDIC or the appointment of a receiver or conservator for the institution. FDICIA also limits the
circumstances under which the FDIC is permitted to provide financial assistance to an insured institution before
appointment of a conservator or receiver.

Under FDICIA, each federal banking agency is required to prescribe, by regulation, non-capital safety and soundness
standards for institutions under its authority. The federal banking agencies, including the FDIC, have adopted
standards covering:

� internal controls;

� information systems and internal audit systems;

� loan documentation;

� credit underwriting;

� interest rate exposure;

� asset growth; and

� compensation fees and benefits.
Any institution that fails to meet these standards may be required to develop an acceptable plan, specifying the steps
that the institutions will take to meet the standards. Failure to submit or implement such a plan may subject the
institution to regulatory sanctions. Peoples believes that it meets substantially all the standards that have been adopted.
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FDICIA also imposed new capital standards on insured depository institutions. Before establishing new branch
offices, Peoples Bank must meet certain minimum capital stock and surplus requirements and must obtain State
approval.

Risk-Based Capital Requirements

The federal banking regulators have adopted certain risk-based capital guidelines to assist in the assessing capital
adequacy of a banking organization�s operations for both transactions reported on the balance sheet as assets and
transactions, such as letters of credit, and recourse agreements, which are recorded as off-balance sheet items. Under
these guidelines, nominal dollar amounts of assets and credit-equivalent amounts of off-balance sheet items are
multiplied by one of several risk adjustment percentages, which range from 0% for assets with low credit risk, such as
certain US Treasury securities, to 100% for assets with relatively high credit risk, such as business loans.
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A banking organization�s risk-based capital ratios are obtained by dividing its qualifying capital by its total risk
adjusted assets. The regulators measure risk-adjusted assets, which include off-balance-sheet items, against both total
qualifying capital, the sum of Tier 1 capital and limited amounts of Tier 2 capital, and Tier 1 capital.

� �Tier 1�, or core capital, includes common equity, perpetual preferred stock and minority interest in equity
accounts of consolidated subsidiaries, less goodwill and other intangibles, subject to certain exceptions.

� �Tier 2�, or supplementary capital, includes, among other things, limited life preferred stock, hybrid capital
instruments, mandatory convertible securities, qualifying subordinated debt, and the allowance for loan and
lease losses, subject to certain limitations and less restricted deductions. The inclusion of elements of Tier 2
capital is subject to certain other requirements and limitations of the federal banking agencies.

Banks and bank holding companies subject to the risk-based capital guidelines are required to maintain a ratio of Tier
1 capital to risk-weighted assets of at least 4.00% and a ratio of total capital to risk-weighted assets of at least 8%. The
appropriate regulatory authority may set higher capital requirements when particular circumstances warrant. At
December 31, 2013, Peoples met both requirements with Tier 1 and Total capital ratios of 13.59% and 14.26%. In
addition to risk-based capital, banks and bank holding companies are required to maintain a minimum amount of Tier
1 capital to total assets, referred to as the leverage capital ratio, of at least 4.00%. At December 31, 2013, Peoples�
leverage ratio was 10.09%.

Failure to meet applicable capital guidelines could subject a banking organization to a variety of enforcement actions
including:

� limitations on its ability to pay dividends;

� the issuance by the applicable regulatory authority of a capital directive to increase capital, and in the case of
depository institutions, the termination of deposit insurance by the FDIC, as well as to the measures
described under FDICIA as applicable to undercapitalized institutions.

In addition, future changes in regulations or practices could further reduce the amount of capital recognized for
purposes of capital adequacy. Such a change could affect the ability of Peoples Bank to grow and could restrict the
amount of profits, if any, available for the payment of dividends to Peoples.

Regulatory Capital Changes

In July 2013, the federal banking agencies issued final rules to implement the Basel III regulatory capital reforms and
changes required by the Dodd-Frank Act. The phase-in period for community banking organizations begins January 1,
2015, while larger institutions (generally those with assets of $250 billion or more) began compliance on January 1,
2014. The final rules call for the following capital requirements:

� A minimum ratio of common equity tier 1 capital to risk-weighted assets of 4.5%.
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� A minimum ratio of tier 1 capital to risk-weighted assets of 6%.

� A minimum ratio of total capital to risk-weighted assets of 8% (no change from the current rule).

� A minimum leverage ratio of 4%.
In addition, the final rules establish a common equity tier 1 capital conservation buffer of 2.5% of risk-weighted assets
applicable to all banking organizations. If a banking organization fails to hold capital above the minimum capital
ratios and the capital conservation buffer, it will be subject to certain restrictions on capital distributions and
discretionary bonus payments. The phase-in period for the capital conservation and countercyclical capital buffers for
all banking organizations will begin on January 1, 2016.
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Under the proposed rules, accumulated other comprehensive income (AOCI) would have been included in a banking
organization�s common equity tier 1 capital. The final rules allow community banks to make a one-time election not to
include these additional components of AOCI in regulatory capital and instead use the existing treatment under the
general risk-based capital rules that excludes most AOCI components from regulatory capital. The opt-out election
must be made in the first call report or FR Y-9 series report that is filed after the financial institution becomes subject
to the final rule.

The final rules permanently grandfather non-qualifying capital instruments (such as trust preferred securities and
cumulative perpetual preferred stock) issued before May 19, 2010 for inclusion in the tier 1 capital of banking
organizations with total consolidated assets less than $15 billion as of December 31, 2009 and banking organizations
that were mutual holding companies as of May 19, 2010.

The proposed rules would have modified the risk-weight framework applicable to residential mortgage exposures to
require banking organizations to divide residential mortgage exposures into two categories in order to determine the
applicable risk weight. In response to commenter concerns about the burden of calculating the risk weights and the
potential negative effect on credit availability, the final rules do not adopt the proposed risk weights but retain the
current risk weights for mortgage exposures under the general risk-based capital rules.

Consistent with the Dodd-Frank Act, the new rules replace the ratings-based approach to securitization exposures,
which is based on external credit ratings, with the simplified supervisory formula approach in order to determine the
appropriate risk weights for these exposures. Alternatively, banking organizations may use the existing gross-up
approach to assign securitization exposures to a risk weight category or choose to assign such exposures a 1,250
percent risk weight.

Under the new rules, mortgage servicing assets (MSAs) and certain deferred tax assets (DTAs) are subject to stricter
limitations than those applicable under the current general risk-based capital rule. The new rules also increase the risk
weights for past-due loans, certain commercial real estate loans, and some equity exposures, and makes selected other
changes in risk weights and credit conversion factors.

Peoples is in the process of assessing the impact of these changes on the regulatory ratios of Peoples and Peoples
Bank on the capital, operations, liquidity and earnings of Peoples and Peoples Bank.

Interest Rate Risk

Regulatory agencies include, in their evaluations of a bank�s capital adequacy, an assessment of the bank�s interest rate
risk exposure. The standards for measuring the adequacy and effectiveness of a banking organization�s interest rate risk
management includes a measurement of board of directors and senior management oversight, and a determination of
whether a banking organization�s procedures for comprehensive risk management are appropriate to the circumstances
of the specific banking organization. We utilize internal interest rate risk models to measure and monitor interest rate
risk. In addition, we employ an independent consultant to provide a quarterly assessment of our interest rate risk.
Finally, regulatory agencies, as part of the scope of their periodic examinations, evaluate our interest rate risk.

Community Reinvestment Act (�CRA�)

The Community Reinvestment Act of 1977 is designed to create a system for bank regulatory agencies to evaluate a
depository institution�s record in meeting the credit needs of its community. The CRA regulations were completely
revised as of July 1, 1995, to establish performance-based standards for use in examining for compliance. Peoples
Bank had its last CRA compliance examination in 2013 and received a �satisfactory� rating.
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USA Patriot Act of 2001

The Patriot Act contains anti-money laundering and financial transparency laws and imposes various regulations,
including standards for verifying client identification at account opening, and rules to promote cooperation among
financial institutions, regulators and law enforcement entities in identifying parties that may be involved in terrorism
or money laundering.

Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank)

In 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act was signed into law. Dodd-Frank is
intended to effect a fundamental restructuring of federal banking regulation. Among other things, Dodd-Frank created
the Financial Stability Oversight Council to identify systemic risks in the financial system and gives federal regulators
authority to take control of and liquidate financial firms. Dodd-Frank additionally created an independent federal
regulator to administer federal consumer protection laws. Dodd-Frank has and is expected to continue to have a
significant impact on our business operations as its provisions take effect. It is expected that, as various implementing
rules and regulations are released, they will increase our operating and compliance costs and could increase our
interest expense. Among the provisions that affect us or are likely to affect us are the following:

Holding Company Capital Requirements

Dodd-Frank requires the FRB to apply consolidated capital requirements to bank holding companies that are no less
stringent than those currently applied to depository institutions. Under these standards, trust preferred securities will
be excluded from Tier 1 capital unless such securities were issued prior to May 19, 2010, by a bank holding company
with less than $15 billion in assets. Dodd-Frank additionally requires that bank regulators issue countercyclical capital
requirements so that the required amount of capital increases in times of economic expansion, consistent with safety
and soundness.

Deposit Insurance

Dodd-Frank permanently increases the maximum deposit insurance amount for banks, savings institutions and credit
unions to $250,000 per depositor. Dodd-Frank also broadens the base for FDIC insurance assessments. Assessments
are now based on the average consolidated total assets less tangible equity capital of a financial institution.
Dodd-Frank requires the FDIC to increase the reserve ratio of the Deposit Insurance Fund from 1.15% to 1.35% of
insured deposits by 2020 and eliminates the requirement that the FDIC pay dividends to insured depository
institutions when the reserve ratio exceeds certain thresholds. Further, Dodd-Frank eliminated the federal statutory
prohibition against the payment of interest on business checking accounts.

Corporate Governance

Dodd-Frank requires publicly-traded companies to give stockholders a non-binding vote on executive compensation at
least every three years, a non-binding vote regarding the frequency of the vote on executive compensation at least
every six years, and a non-binding vote on �golden parachute� payments in connection with approvals of mergers and
acquisitions unless previously voted on by stockholders. Additionally, Dodd-Frank directs the federal banking
regulators to promulgate rules prohibiting excessive compensation paid to executives of depository institutions and
their holding companies with assets in excess of $1.0 billion, regardless of whether the company is publicly traded.
Dodd-Frank also gives the SEC authority to prohibit broker discretionary voting on elections of directors and
executive compensation matters.
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Prohibition Against Charter Conversions of Troubled Institutions

Dodd-Frank prohibits a depository institution from converting from a state to a federal charter, or vice versa, while it
is the subject of a cease and desist order or other formal enforcement action or a memorandum of
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understanding with respect to a significant supervisory matter unless the appropriate federal banking agency gives
notice of the conversion to the federal or state authority that issued the enforcement action and that agency does not
object within 30 days. The notice must include a plan to address the significant supervisory matter. The converting
institution must also file a copy of the conversion application with its current federal regulator, which must notify the
resulting federal regulator of any ongoing supervisory or investigative proceedings that are likely to result in an
enforcement action and provide access to all supervisory and investigative information relating thereto.

Interstate Branching

Dodd-Frank authorizes national and state banks to establish branches in other states to the same extent as a bank
chartered by that state would be permitted. Previously, banks could only establish branches in other states if the host
state expressly permitted out-of-state banks to establish branches in that state. Accordingly, banks are able to enter
new markets more freely.

Limits on Interstate Acquisitions and Mergers

Dodd-Frank precludes a bank holding company from engaging in an interstate acquisition�the acquisition of a bank
outside its home state�unless the bank holding company is both well capitalized and well managed. Furthermore, a
bank may not engage in an interstate merger with another bank headquartered in another state unless the surviving
institution will be well capitalized and well managed. The previous standard in both cases was adequately capitalized
and adequately managed.

Limits on Interchange Fees

Dodd-Frank amended the Electronic Fund Transfer Act to, among other things, give the Federal Reserve the authority
to establish rules regarding interchange fees charged for electronic debit transactions by payment card issuers having
assets over $10 billion and to enforce a statutory requirement that such fees be reasonable and proportional to the
actual cost of a transaction to the issuer. The Federal Reserve issued its final rule, Regulation II, effective October 1,
2011. Consistent with Dodd-Frank, issuers with less than $10 billion in assets are exempt from debit card interchange
fee standards.

Consumer Financial Protection Bureau

Dodd-Frank created the Consumer Financial Protection Bureau (CFPB), which is granted broad rulemaking,
supervisory and enforcement powers under various federal consumer financial protection laws, including the Equal
Credit Opportunity Act, Truth in Lending Act, Real Estate Settlement Procedures Act, Fair Credit Reporting Act, Fair
Debt Collection Act, Consumer Financial Privacy provisions of the Gramm-Leach-Bliley Act, and certain other
statutes. The CFPB has examination and primary enforcement authority with respect to depository institutions with
$10 billion or more in assets. Smaller institutions are subject to rules promulgated by the CFPB, but continue to be
examined and supervised by federal banking regulators for consumer compliance purposes. The CFPB has authority
to prevent unfair, deceptive or abusive practices in connection with the offering of consumer financial products.
Dodd-Frank authorizes the CFPB to establish certain minimum standards for the origination of residential mortgages
including a determination of the borrower�s ability to repay. In addition, Dodd-Frank allows borrowers to raise certain
defenses to foreclosure if they receive any loan other than a �qualified mortgage� as defined by the CFPB. Dodd-Frank
permits states to adopt consumer protection laws and standards that are more stringent than those adopted at the
federal level and, in certain circumstances, permits state attorneys general to enforce compliance with both the state
and federal laws and regulations.
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Pursuant to the Dodd Frank Act, the Consumer Financial Protection Bureau issued a final rule on January 10, 2013,
which became effective January 10, 2014, amending Regulation Z as implemented by the Truth in Lending
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Act, requiring mortgage lenders to make a reasonable and good faith determination based on verified and documented
information that a consumer applying for a mortgage loan has a reasonable ability to repay the loan according to its
terms. Mortgage lenders are required to determine consumers� ability to repay in one of two ways. The first alternative
requires the mortgage lender to consider the following eight underwriting factors when making the credit decision:

� current or reasonably expected income or assets;

� current employment status;

� the monthly payment on the covered transaction;

� the monthly payment on any simultaneous loan;

� the monthly payment for mortgage-related obligations;

� current debt obligations, alimony, and child support;

� the monthly debt-to-income ratio or residual income; and

� credit history.
Alternatively, the mortgage lender can originate �qualified mortgages,� which are entitled to a presumption that the
creditor making the loan satisfied the ability-to-repay requirements. In general, a �qualified mortgage� is a mortgage
loan without negative amortization, interest-only payments, balloon payments, or terms exceeding 30 years. In
addition, to be a qualified mortgage, the points and fees paid by a consumer cannot exceed 3% of the total loan
amount. Loans which meet these criteria will be considered qualified mortgages, and as a result generally protect
lenders from fines or litigation in the event of foreclosure. Qualified mortgages that are �higher-priced� (e.g. subprime
loans) garner a rebuttable presumption of compliance with the ability-to-repay rules, while qualified mortgages that
are not �higher-priced� (e.g. prime loans) are given a safe harbor of compliance. The final rule, as issued, is not expected
to have a material impact on our lending activities or our results of operations or financial condition.

Future Legislation

Proposed legislation is introduced in almost every legislative session that would dramatically affect the regulation of
the banking industry. We cannot predict if any such legislation will be adopted nor if adopted how it would affect our
business. Past history has demonstrated that new legislation or changes to existing laws or regulations usually results
in greater compliance burden and therefore generally increases the cost of doing business.

Employees

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

Table of Contents 36



As of December 31, 2013, we had 354 full-time-equivalent employees. We are not parties to any collective bargaining
agreements and we consider our employee relations to be good.

Availability of Securities Filings

We file annual, quarterly, and current reports, proxy statements, and other documents with the SEC under the
Exchange Act. The public may read and copy any materials that we file with the SEC at the SEC�s Public Reference
Room at Station Place, 100 F Street, N.E., Washington, DC 20549. The public may obtain information on the
operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. Also, the SEC maintains an Internet
website that contains reports, proxy and information statements, and other information regarding issuers, including us,
that file electronically with the SEC. The public can obtain any documents that we file with the SEC at
http://www.sec.gov.

In addition, we maintain an Internet website at www.peoplesnatbank.com. We make available free of charge through
the �Investor Relations� link on our Internet website, our annual report on Form 10-K, quarterly reports
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on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after we electronically file such material
with, or furnish it to, the SEC.

Item 1A. Risk Factors.
In addition to the other information set forth in this report, one should carefully consider the factors discussed below,
which could materially affect our business, financial condition or future results. The risks described below are not the
only risks that we face. Additional risks and uncertainties not currently known to us or that we currently deem to be
insignificant also may materially adversely affect our business, financial condition and/or operating results.

Risks Relating to Peoples and Its Business

We are subject to credit risk in connection with our lending activities, and our financial condition and results of
operations may be negatively impacted by economic conditions and other factors that adversely affect our
borrowers.

Lending money is a significant part of the banking business and interest income on our loan portfolio is the principle
component of our revenue. Our financial condition and results of operations are affected by the ability of our
borrowers to repay their loans, and in a timely manner. Borrowers, however, do not always repay their loans. The risk
of non-payment is assessed through our underwriting and loan review procedures based on several factors including
credit risks of a particular borrower, changes in economic conditions, the duration of the loan and in the case of a
collateralized loan, uncertainties as to the future value of the collateral and other factors. Despite our efforts, we do
and will experience loan and lease losses, and our financial condition and results of operations will be adversely
affected. Our loans which were between thirty and eighty-nine days delinquent totaled $8.6 million on December 31,
2013. Our non-performing assets were approximately $16.8 million on December 31, 2013, including $7.4 million of
loans acquired as part of the merger net of the remaining credit adjustment of $7.8 million. Our allowance for loan and
lease losses was approximately $8.7 million on December 31, 2013.

Our emphasis on the Northeastern Pennsylvania and Southern New York market area exposes us to a risk of loss
associated with the region.

At December 31, 2013, $322.1 million or 27.4 %, of our loan portfolio consisted of residential mortgage loans and
$413.1 million or 35.1%, of our loan portfolio consisted of commercial real estate loans. A significant majority of
these loans are made to borrowers or secured by properties located in Northeastern Pennsylvania and Broome County,
New York. As a result of this concentration, a sustained downturn in the regional economy could significantly
increase non-performing loans, which would hurt our net income. Future declines in real estate values in the region
could also cause some of our mortgage and commercial real estate loans to be inadequately collateralized, which
would expose us to a greater risk of loss if we seek to recover on defaulted loans by selling the real estate collateral.

We make commercial and industrial, construction, and commercial real estate loans, which present greater risks
than other types of loans.

As of December 31, 2013, approximately 64.9% of our loan portfolio consisted of commercial and industrial,
construction, and commercial real estate loans. These types of loans are generally viewed as having more risk of
default than residential real estate loans or consumer loans. These types of loans are also typically larger than
residential real estate loans and consumer loans. Because our loan portfolio contains a significant number of
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increase in non-performing loans could result in a net loss of earnings from these loans, an increase in the provision
for loan losses, and an increase in loan charge-offs, all of which could have a material adverse effect on our financial
condition and results of operations.

The commercial real estate market is cyclical and poses risks of loss to us because of the concentration of commercial
real estate loans in our loan portfolio, and the lack of diversity in risk associated with such a concentration. Banking
regulators have been giving and continue to give commercial real estate lending greater scrutiny, and banks with
larger commercial real estate loan portfolios are expected by their regulators to implement improved underwriting,
internal controls, risk management policies and portfolio stress-testing practices to manage risks associated with
commercial real estate lending. In addition, commercial real estate lenders have made greater provisions for loan and
lease losses as a result of commercial real estate lending exposures. Additional losses or regulatory requirements
related to our commercial real estate loan concentration could materially adversely affect our business, financial
condition and results of operations.

Our allowance for loan and lease losses may not be adequate to absorb actual loan and lease losses, and we may be
required to make further provisions for loan and lease losses and charge off additional loans in the future, which
could materially and adversely affect our business.

We attempt to maintain an allowance for loan and lease losses, established through a provision for loan and lease
losses accounted for as an expense, which is adequate to absorb losses inherent in our loan portfolio. If our allowance
for loan and lease losses is inadequate, it may have a material adverse effect on our financial condition and results of
operations.

The determination of the allowance for loan and lease losses inherently involves a high degree of subjectivity and
judgment and requires us to make significant estimates of current credit risks and future trends, all of which may
undergo material changes. Changes in economic conditions affecting borrowers, new information regarding existing
loans, identification of additional problem loans and other factors, both within and outside of our control, may require
us to increase our allowance for loan and lease losses. Increases in non-performing loans have a significant impact on
our allowance for loan and lease losses. Our allowance for loan and lease losses may not be adequate to absorb actual
loan and lease losses. If conditions in our regional real estate markets continue, we could continue to experience
increased delinquencies and credit losses, particularly with respect to real estate construction and land acquisition and
development loans and one-to-four family residential mortgage loans. Moreover, we expect that the current economy
will negatively impact our market areas and that we could experience higher delinquencies and credit losses. As a
result, we will continue to make provisions for loan and lease losses and to charge off additional loans in the future,
which could materially adversely affect our financial conditions and results of operations.

In addition to our internal processes for determining loss allowances, bank regulatory agencies periodically review our
allowance for loan and lease losses and may require us to increase the provision for loan and lease losses, to recognize
further loan charge-offs, or to take other actions, based on judgments that differ from those of our management. If loan
charge-offs in future periods exceed the allowance for loan and lease losses, we will need to increase our allowance
for loan lease losses. Furthermore, growth in our loan portfolio would generally lead to an increase in the provision for
loan and lease losses. Any increases in our allowance for loan and lease losses will result in a decrease in net income
and capital, and may have a material adverse effect on our financial condition, results of operations and cash flows.

Changes in interest rates could adversely impact our financial condition and results of operations.

Our ability to generate net income substantially depends upon our net interest income, which is the difference between
the interest income earned on interest-earning assets, such as loans and investment securities, and the interest expense
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may fluctuate prior to changes in broader market interest rates, while rates on other types of assets may lag behind.
Additionally, some assets such as adjustable-rate mortgages have features, and rate caps, which restrict changes in
their interest rates.

Factors such as inflation, recession, unemployment, money supply, global disorder, terrorist activity, instability in
domestic and foreign financial markets, and other factors beyond our control, may affect interest rates. Changes in
market interest rates will also affect the level of voluntary prepayments on loans and the receipt of payments on
mortgage-backed securities, resulting in the receipt of proceeds that may have to be reinvested at a lower rate than the
loan or mortgage-backed security being prepaid. Although we pursue an asset-liability management strategy designed
to manage our risk from changes in market interest rates, changes in interest rates can still have a material adverse
effect on our profitability.

Changes in interest rates could affect our investment values and impact comprehensive income and stockholders�
equity.

At December 31, 2013, we had approximately $299.7 million of securities available-for-sale. These securities are
carried at fair value on our consolidated balance sheets. Unrealized gains or losses on these securities, that is, the
difference between the fair value and the amortized cost of these securities, are reflected in stockholders� equity, net of
deferred taxes. As of December 31, 2013, our available-for-sale securities had an unrealized gain, net of taxes, of $1.8
million. The fair value of our available-for-sale securities is subject to interest rate change, which would not affect
recorded earnings, but would increase or decrease comprehensive income and stockholders� equity.

Our results of operations may be materially and adversely affected by other-than-temporary impairment charges
relating to our investment portfolio.

Numerous factors, including the lack of liquidity for re-sales of certain investment securities, the absence of reliable
pricing information for investment securities, adverse changes in the business climate, adverse regulatory actions or
unanticipated changes in the competitive environment, could have a negative effect on our investment portfolio in
future periods. Investments are evaluated periodically to determine whether a decline in their value is other than
temporary. Management utilizes criteria such as the magnitude and duration of the decline, in addition to the reasons
underlying the decline, to determine whether the loss in value is other than temporary. The term �other than temporary�
indicates that the prospects for a near term recovery of value are not necessarily favorable, or that there is a lack of
evidence to support fair values equal to, or greater than, the carrying value of the investment.

Once a decline in value is determined to be other than temporary, the value of the security is reduced and a
corresponding charge to earnings is recognized. If an impairment charge is significant enough, it could affect our
ability to pay dividends, which could materially adversely affect us and our ability to pay dividends to shareholders.
Significant impairment charges could also negatively impact our regulatory capital ratios and result in us not being
classified as �well-capitalized� for regulatory purposes.

The requirement to record certain assets and liabilities at fair value may adversely affect our financial results.

We report certain assets, including available-for-sale investment securities, at fair value. Generally, for assets that are
reported at fair value we use quoted market prices or valuation models that utilize market data inputs to estimate fair
value. Because we record these assets at their estimated fair value, we may incur losses even if the asset in question
presents minimal credit risk. The level of interest rates can impact the estimated fair value of investment securities.
Disruptions in the capital markets may require us to recognize other-than-temporary impairments in future periods
with respect to investment securities in our portfolio. The amount and timing of any impairment recognized will
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Changes in the value of goodwill and intangible assets could reduce our earnings.

We account for goodwill and other intangible assets in accordance with GAAP, which, in general, requires that
goodwill not be amortized, but rather that it be tested for impairment at least annually at the reporting unit level using
the two step approach. Testing for impairment of goodwill and intangible assets is performed annually and involves
the identification of reporting units and the estimation of fair values. The estimation of fair values involves a high
degree of judgment and subjectivity in the assumptions used. As of December 31, 2013, the fair value of our shares
exceeded the recorded book value. Changes in the local and national economy, the federal and state legislative and
regulatory environments for financial institutions, the stock market, interest rates and other external factors (such as
natural disasters or significant world events) may occur from time to time, often with great unpredictability, and may
materially impact the fair value of publicly traded financial institutions and could result in an impairment charge at a
future date.

Our results of operations, financial condition or liquidity may be adversely impacted by issues arising from certain
industry deficiencies in foreclosure practices, including delays and challenges in the foreclosure process.

Over the past few years, foreclosure time lines have increased due to, among other reasons, delays associated with the
significant increase in the number of foreclosure cases as a result of the economic downturn, federal and state legal
and regulatory actions, including additional consumer protection initiatives related to the foreclosure process and
voluntary and, in some cases, mandatory programs intended to permit or require lenders to consider loan
modifications or other alternatives to foreclosure. Further increases in the foreclosure time-line may have an adverse
effect on collateral values and our ability to minimize our losses.

Difficult market conditions have adversely affected our industry.

We are operating in a challenging economic environment, including generally uncertain national and local conditions.
Additional concerns from some of the countries in the European Union and elsewhere have also strained the financial
markets both abroad and domestically. Although there has been some improvement in the overall global
macroeconomic conditions in 2013, financial institutions continue to be affected by conditions in the real estate
market and the constrained financial markets. In recent years, declines in the housing market, increases in
unemployment and under-employment have negatively impacted the credit performance of loans and resulted in
significant write-downs of asset values by financial institutions. Reflecting concern over economic conditions, many
lenders and institutional investors have reduced or ceased providing funding to borrowers. A worsening of economic
conditions may impact our results of operations and financial condition. In particular, we may face the following risks
in connection with these events:

� Loan delinquencies could increase further;

� Problem assets and foreclosures could increase further;

� Demand for our products and services could decline;

�
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Collateral for loans made by us, especially real estate, could decline further in value, in turn reducing a
customer�s borrowing power, and reducing the value of assets and collateral associated with our loans; and

� Investments in mortgage-backed securities could decline in value as a result of performance of the
underlying loans or the diminution of the value of the underlying real estate collateral pressing the
government sponsored agencies to honor its guarantees to principal and interest.

Our operations are concentrated in northeastern Pennsylvania and southern New York. As a result of this geographic
concentration, our financial results may correlate to the economic conditions in these areas. Deterioration in economic
conditions in this market area, particularly in the industries on which this geographic area depend, or a general decline
in economic conditions may adversely affect the quality of our loan portfolio
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(including the level of non-performing assets, charge offs and provision expense) and demand for our products and
services, and, accordingly, our results of operations.

Strong competition within our market area may limit our growth and profitability.

Competition in the banking and financial services industry is intense. We compete actively with other northeastern
Pennsylvania and southern New York financial institutions, many larger than us, as well as with financial and
non-financial institutions headquartered elsewhere. Commercial banks, savings banks, savings and loan associations,
credit unions, and money market funds actively compete for deposits and loans. Such institutions, as well as consumer
finance, insurance companies and brokerage firms, may be considered competitors with respect to one or more
services they render. Many of the institutions with which we compete have substantially greater resources and lending
limits and may offer certain services that we do not or cannot provide. Our profitability depends upon our ability to
successfully compete in our market area.

A major portion of our net income comes from our interest rate spread, which is the difference between the interest
rates paid by us on amounts used to fund assets and the interest rates and fees we receive on our interest-earning
assets. Our interest-earning assets include outstanding loans extended to our customers and securities held in our
investment portfolio. We fund assets using deposits and other borrowings. Our goal has been to maintain
noninterest-bearing deposits in the range of 15.0% to 30.0% of total deposits and, as of December 31, 2013,
approximately 20.3% of our deposits were noninterest bearing.

On July 14, 2011, the Federal Reserve issued final rules to repeal Regulation Q, which had prohibited the payment of
interest on demand deposits by institutions that are member banks of the Federal Reserve System. The final rules
implement Section 627 of the Dodd-Frank Act, which repealed Section 19(i) of the Federal Reserve Act in its entirety
effective July 21, 2011. As a result, banks and thrifts are now permitted to offer interest-bearing demand deposit
accounts to commercial customers, which were previously forbidden under Regulation Q. The repeal of Regulation Q
may cause increased competition from other financial institutions for these deposits. If we decide to pay interest on
demand accounts, we would expect our interest expense to increase.

Increased needs for disbursement of funds on loans and deposits can affect our liquidity.

We manage our liquidity with an objective of maintaining a balance between sources and uses of funds in such a way
that the cash requirements of customers for loans and deposit withdrawals are met in the most economical manner. If
we do not properly manage our liquidity, our business, financial condition, results of operations and cash flows may
be materially and adversely affected.

Our future pension plan costs and contributions could be unfavorably impacted by the factors that are used in the
actuarial calculations.

As part of the Penseco merger, we assumed Penseco�s legacy non-contributory defined benefit pension plan, which
was frozen by Penseco in 2008. The costs for this legacy pension plan are dependent upon a number of factors, such
as the rates of return on plan assets, discount rates, the level of interest rates used to measure the required minimum
funding levels of the plans, future government regulation and required or voluntary contributions made to the plans.
Without sustained growth in the pension investments over time to increase the value of our plan assets and depending
upon the other factors impacting our costs as listed above, we could be required to fund the plan with higher amounts
of cash than are anticipated by our actuaries. Such increased funding obligations could have a material impact on our
liquidity by reducing our cash flows.
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restrictions.

We depend on dividends, distributions and other payments from Peoples Bank to fund dividend payments to our
shareholders, if any, and to fund all payments on obligations of our holding company. Peoples Bank is subject to
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laws that restrict dividend payments or authorize regulatory bodies to block or reduce the flow of funds from Peoples
Bank to us. Restrictions or regulatory actions of that kind could impede our access to funds that we may need to make
payments on our obligations or dividend payments, if any. In addition, our right to participate in a distribution of
assets upon a subsidiary�s liquidation or reorganization is subject to the prior claims of the subsidiary�s creditors.
Holders of our common stock are entitled to receive dividends if and when declared from time to time by our board of
directors in its sole discretion out of funds legally available for that purpose.

We need to continually attract and retain qualified personnel for our operations.

Our ability to provide high-quality customer service and to operate efficiently and profitably is dependent on our
ability to attract and retain qualified individuals for key positions within the organization. We rely heavily on our
executive officers and employees. The loss of certain executive officers or employees could have an adverse effect on
us because, as a community bank, the executive officers and employees typically have more responsibility than would
be typical at a larger financial institution with more employees. In addition, due to our size as a community bank, we
have fewer management-level and other personnel who are in position to succeed to and assume the responsibilities of
certain existing executive officers and employees. If we expand geographically or expand to provide non-banking
services, current management may not have the necessary experience for successful operation in these new areas.
There is no guarantee that management would be able to meet these new challenges or that we would be able to retain
new directors or personnel with the appropriate background and expertise.

Our financial performance may suffer if our information technology is unable to keep pace with growth or
industry developments.

Effective and competitive delivery of our products and services is increasingly dependent upon information
technology resources and processes, both those provided internally as well as those provided through third party
vendors. In addition to better serving customers, the effective use of technology increases efficiency and enables us to
reduce costs. Our future success will depend, in part, upon our ability to address the needs of our customers by using
technology to provide products and services to enhance customer convenience, as well as to create additional
efficiencies in our operations. Many of our competitors have greater resources to invest in technological
improvements. Additionally, as technology in the financial services industry changes and evolves, keeping pace
becomes increasingly complex and expensive for us. There can be no assurance that we will be able to effectively
implement new technology-driven products and services, which could reduce our ability to compete effectively.

A failure in or a breach of our information systems or infrastructure, including as a result of cyber-attacks, could
disrupt our business, damage our reputation, and could have a material adverse effect on our business, financial
condition and results of operations.

In the ordinary course of our business activities, including the ongoing maintenance of deposits, loan and other
account relationships for our customers, receiving instructions and effecting transactions for those customers and other
users of our products and services, we regularly collect, process, transmit and store significant amounts of confidential
information regarding our customers, employees and others. In addition to confidential information regarding our
customers, employees and others, we, and in some cases a third party, compile, process, transmit and store
proprietary, non-public information concerning our business, operations, plans and strategies.

Information security risks have significantly increased in recent years in part because of the proliferation of new
technologies, the use of the Internet and telecommunications technologies to conduct financial transactions, and the
increased sophistication and activities of organized crime, hackers, terrorists and other external parties. We rely on
digital technologies, computer and email systems, software, and networks to conduct secure processing, transmission

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

Table of Contents 48



and storage of confidential information. In addition, to access our products and services, our customers may use
personal smart phones, tablet PCs and other mobile devices that are beyond our control

-22-

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

Table of Contents 49



Table of Contents

systems. Our technologies, systems, networks and our customers� devices have been subject to, and are likely to
continue to be the target of, cyber-attacks, computer viruses, malicious code, phishing attacks or information security
breaches that could result in the unauthorized use, loss or destruction of our or our customers� confidential information,
or otherwise disrupt our or our customers� or other third parties� business operations. We believe that it is more likely
than not that such attempted attacks may continue.

Although we use a variety of physical, procedural and technological safeguards to protect confidential information
from mishandling, misuse or loss, these safeguards cannot provide assurance that mishandling, misuse or loss of the
information will not occur, and that if mishandling, misuse or loss of the information did occur, those events will be
promptly detected and addressed. A failure in or breach of our operational or information security system, or those of
a third-party service provider, as a result of cyber-attacks or information security breaches could have a material
adverse effect on our business, damage our reputation, increase our costs and/or cause significant losses. As
information security risks and cyber threats continue to evolve, we may be required to expend substantial resources to
further enhance our information security measures and/or to investigate and remediate any information security
vulnerabilities.

If information security is breached, despite the controls we and our third-party vendors have instituted, information
can be lost or misappropriated, resulting in financial loss or costs to us or damages to others. These costs or losses
could materially exceed the amount of insurance coverage, if any, which would adversely affect our earnings. In
addition, our reputation could be damaged which could result in loss of customers, greater difficulty in attracting new
customers, or an adverse effect on the value of our common stock.

Our disclosure controls and procedures and our internal control over financial reporting may not achieve their
intended objectives.

We maintain disclosure controls and procedures designed to ensure that we timely report information as specified in
the rules and forms of the Securities and Exchange Commission. We also maintain a system of internal control over
financial reporting. These controls may not achieve their intended objectives. Control processes that involve human
diligence and compliance, such as our disclosure controls and procedures and internal control over financial reporting,
are subject to lapses in judgment and breakdowns resulting from human failures. Controls can also be circumvented
by collusion or improper management override. Because of such limitations, there are risks that material
misstatements due to error or fraud may not be prevented or detected and that information may not be reported on a
timely basis. If our controls are not effective, it could have a material adverse effect on our financial condition, results
of operations, and market for our common stock, and could subject us to regulatory scrutiny.

We are exposed to environmental liabilities with respect to real estate.

We currently operate twenty-six branch offices, and own additional real estate. In addition, a significant portion of our
loan portfolio is secured by real property. In the course of our business, we may foreclose, accept deeds in lieu of
foreclosure, or otherwise acquire real estate, and in doing so could become subject to environmental liabilities with
respect to these properties. We may become responsible to a governmental agency or third parties for property
damage, personal injury, investigation and clean-up costs incurred by those parties in connection with environmental
contamination, or may be required to investigate or clean-up hazardous or toxic substances, or chemical releases at a
property. The costs associated with environmental investigation or remediation activities could be substantial. In
addition, as the owner or former owner of a contaminated site, we may be subject to common law claims by third
parties based on damages and costs resulting from environmental contamination emanating from the property.
Although we have policies and procedures to perform an environmental review before acquiring title to any real
property, these may not be sufficient to detect all potential environmental hazards. If we were to become subject to
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The soundness of other financial services institutions may adversely affect our credit risk.

We rely on other financial services institutions through trading, clearing, counterparty, and other relationships. We
maintain limits and monitor concentration levels of our counterparties as specified in our internal policies. Our
reliance on other financial services institutions exposes us to credit risk in the event of default by these institutions or
counterparties. These losses could adversely affect our results of operations and financial condition.

Risks Related to Our Common Stock

Our ability to pay dividends or repurchase shares is subject to limitations.

The Penseco merger agreement contemplates that, unless 80 percent of our board of directors determines otherwise,
we will pay a quarterly cash dividend in an amount no less than $0.31 per share through 2018, provided that sufficient
funds are legally available, and that Peoples and Peoples Bank remain �well-capitalized� in accordance with applicable
regulatory guidelines.

Our ability to pay dividends on our stock depends upon our receipt of dividends from Peoples Bank and its
subsidiaries. As a state-chartered bank, Peoples Bank is subject to regulatory restrictions on the payment and amounts
of dividends under the Pennsylvania Banking Code.

Further, Peoples Bank�s ability to pay dividends is also subject to its profitability, financial condition, capital
expenditures and other cash flow requirements. There is no assurance that Peoples Bank will be able to pay the
dividends contemplated by the Penseco merger agreement or other dividends. Our failure to pay dividends could have
a material adverse effect on the market price of our common stock.

There is a limited trading market for our common stock, which may adversely affect our stock price.

Our common stock is quoted on the OTCQB market place maintained by OTC Market Groups, Inc., and there has
been very limited trading in our shares. If an active trading market for our common stock does not exist, you may not
be able to sell all of your shares of common stock on short notice, and the sale of a large number of shares at one time
could temporarily depress the market price. There also may be a wide spread between the bid and ask price for our
common stock. When there is a wide spread between the bid and ask price, the price at which you may be able to sell
our common stock may be significantly lower than the price at which you could buy it at that time.

A significant percentage of our common stock is held by our directors and executive officers, which could enable
insiders to prevent a merger or other transaction that may provide stockholders a premium for their shares.

At February 28, 2014, our directors and executive officers beneficially owned approximately 9.4% of our common
stock. If these individuals were to act together, they could have a significant influence over the outcome of any
shareholder vote.

Risks Related to the Penseco Merger and Potential Future Transactions

Integration of Penseco and changes in our historical business may fail to achieve expected results.

The success of our merger with Penseco depends, in part, on a smooth integration and post-merger operations of the
combined Peoples Bank. Benefits of the transaction to shareholders may not be realized if the post-merger integration
is not well executed or well received by each bank�s historical customers. This risk is exacerbated by a material change
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maintain relationships with clients and employees or achieve the anticipated benefits of the merger. As with any
merger of financial institutions, there also may be disruptions that cause us to lose customers or cause customers to
withdraw their deposits from Peoples Bank, or other unintended consequences that could have a material adverse
effect on our results of operations or financial condition.

The success of the merger will depend, in part, on our ability to realize the estimated cost savings from combining the
businesses of Peoples and Penseco. The potential cost savings could be more difficult to achieve than we anticipate. If
our estimates are incorrect or we are unable to combine the two companies successfully, the anticipated cost savings
may not be realized fully or at all, or may take longer to realize than expected.

Future acquisitions by us could dilute existing shareholders� ownership of Peoples and may cause us to become
more susceptible to adverse economic events.

We may issue shares of our common stock in connection with future acquisitions and other investments, which would
dilute existing shareholders� ownership interests in Peoples. While there is no assurance that these transactions will
occur, or that they will occur on terms favorable to us, future business acquisitions could be material to us, and the
degree of success achieved in acquiring and integrating these businesses could have a material effect on the value of
our common stock. In addition, these acquisitions could require us to expend substantial cash or other liquid assets or
to incur debt, which could cause us to become more susceptible to economic downturns and competitive pressures.

Our governing documents, Pennsylvania law, and current policies of our board of directors contain provisions
which may reduce the likelihood of a change in control transaction that may otherwise be available and attractive
to shareholders.

Our articles of incorporation and bylaws contain certain anti-takeover provisions that may make it more difficult or
expensive or may discourage a tender offer, change in control or takeover attempt that is opposed by our board of
directors. In particular, the articles of incorporation and bylaws: classify our board of directors into three groups, so
that shareholders elect only approximately one-third of the board each year; require our shareholders to give us
advance notice to nominate candidates for election to the board of directors or to make shareholder proposals at a
shareholders� meeting; and require the affirmative vote of the holders of at least 75 percent of our common stock to
approve certain business combinations that have not received the support of two-thirds of our board of directors.
These provisions of our articles of incorporation and bylaws could discourage potential acquisition proposals and
could delay or prevent a change in control, even though a majority of our shareholders may consider such proposals
desirable. Such provisions could also make it more difficult for third parties to remove and replace the members of our
board of directors. Moreover, these provisions could diminish the opportunities for shareholders to participate in
certain tender offers, including tender offers at prices above the then-current market value of our common stock, and
may also inhibit increases in the trading price of our common stock that could result from takeover attempts or
speculation.

In addition, anti-takeover provisions in Pennsylvania law could make it more difficult for a third party to acquire
control of us. These provisions could adversely affect the market price of our common stock and could reduce the
amount that shareholders might receive if we are sold. For example, Pennsylvania law may restrict a third party�s
ability to obtain control of Peoples and may prevent shareholders from receiving a premium for their shares of our
common stock. Pennsylvania law also provides that our shareholders are not entitled by statute to propose
amendments to our articles of incorporation.

Our ability to make opportunistic acquisitions is subject to significant risks, including the risk that regulators will
not provide the requisite approvals.
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will be subject to regulatory approval, and there can be no assurance that we will be able to obtain such approval in a
timely manner or at all. Even if we obtain regulatory approval, these acquisitions could involve numerous risks,
including lower than expected performance or higher than expected costs, difficulties related to integration, diversion
of management�s attention from other business activities, changes in relationships with customers, and the potential
loss of key employees. In addition, we may not be successful in identifying acquisition candidates, integrating
acquired institutions, or preventing deposit erosion or loan quality deterioration at acquired institutions. Competition
for acquisitions can be highly competitive, and we may not be able to acquire other institutions on attractive terms.
There can be no assurance that we will be successful in completing or will even pursue future acquisitions, or if such
transactions are completed, that we will be successful in integrating acquired businesses into operations. Our ability to
grow may be limited if we choose not to pursue or are unable to successfully make acquisitions in the future.

Risks Related to Government Regulation

We operate in a highly regulated environment and may be adversely affected by changes in laws and regulations.

We are subject to extensive regulation, supervision and examination by certain state and federal agencies including the
Federal Deposit Insurance Corporation, the Board of Governors of the Federal Reserve System and the Pennsylvania
Department of Banking and Securities. Such regulation and supervision govern the activities in which we may engage
and are intended primarily to ensure the safety and soundness of financial institutions. Regulatory authorities have
extensive discretion in their supervisory and enforcement activities, including the imposition of restrictions on
operations, the classification of assets and determination of the level of the allowance for loan losses. Any change in
such regulation and oversight, whether in the form of regulatory policy, regulations, legislation or supervisory action,
may have a material impact on us and our operations. There also are several federal and state statutes which regulate
the obligation and liabilities of financial institutions pertaining to environmental issues. In addition to the potential for
attachment of liability resulting from our own actions, we may be held liable under certain circumstances for the
actions of our borrowers, or third parties, when such actions result in environmental problems on properties that
collateralize loans held by us. Further, the liability has the potential to far exceed the original amount of a loan.

We will be subject to more stringent capital and liquidity requirements in the future, which may adversely affect
our net income and future growth.

In July 2013, the federal banking agencies issued final rules to implement the Basel III regulatory capital reforms and
changes required by the Dodd-Frank Act. U.S. implementation of Basel III will lead to significantly higher capital
requirements and more restrictive leverage and liquidity ratios than those currently in place.

Future increases in minimum capital requirements could adversely affect our net income. Furthermore, our failure to
comply with the minimum capital requirements could result in our regulators taking formal or informal actions against
us which could restrict our future growth or operations.

The Dodd-Frank Act, among other things, created the Consumer Financial Protection Bureau and has resulted
and will result in new regulations that are expected to increase our costs of operations.

On July 21, 2010, the Dodd-Frank Act became law. This law continues to have a significant impact on the bank
regulatory structure and the lending, deposit, investment, trading and operating activities of financial institutions and
their holding companies. The Dodd-Frank Act requires various federal agencies to adopt a broad range of new
implementing rules and regulations, and to prepare numerous studies and reports for Congress. The federal agencies
are given significant discretion in drafting the implementing rules and regulations, and consequently, many of the
details and much of the impact of the Dodd-Frank Act may not be known for many years.
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-26-

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

Table of Contents 57



Table of Contents

for a wide range of consumer protection laws that apply to all banks and savings institutions, including the authority to
prohibit �unfair, deceptive or abusive� acts and practices. The Consumer Financial Protection Bureau has examination
and enforcement authority over all banks and savings institutions with more than $10 billion in assets. Banks with $10
billion or less in assets, like us, will continue to be examined for compliance with the consumer laws by their primary
bank regulators. Dodd-Frank permits states to adopt consumer protection laws and standards that are more stringent
than those adopted at the federal level and, in certain circumstances, permits state attorneys general to enforce
compliance with both the state and federal laws and regulations.

It is difficult to quantify at this time what specific impact the Dodd-Frank Act and the implementing rules and
regulations will have on community banks.

Increases in FDIC insurance premiums may adversely affect our earnings.

Our deposits are insured by the FDIC up to legal limits and, accordingly, we are subject to FDIC deposit insurance
assessments. In order to maintain a strong funding position and restore reserve ratios of the deposit insurance fund
depleted during the financial crisis, the FDIC has increased assessment rates of insured institutions. Under the
Dodd-Frank Act, the FDIC must undertake several initiatives that will result in higher deposit insurance fees being
paid to the FDIC. For example, an FDIC final rule issued on February 7, 2011 revises the assessment system
applicable to large banks and implements the use of assets as the base for deposit insurance assessments instead of
domestic deposits. We are generally unable to control the amount of premiums that we are required to pay for FDIC
insurance. These announced increases and any future increases or required prepayments of FDIC insurance premiums
or special assessments may adversely impact our earnings.

Item 1B. Unresolved Staff Comments.
None.
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Item 2. Properties.
Our corporate headquarters is located at 150 N. Washington Avenue, Scranton, Pennsylvania, which houses our
finance and planning, trust, merchant services, commercial lending, marketing, human resources and investor services
divisions, as well as our executive offices. Our operations division is located at 82 Franklin Avenue, Hallstead,
Pennsylvania.

We operate 26 full-service community banking offices located within the Lackawanna, Luzerne, Monroe,
Susquehanna, Wayne and Wyoming Counties of Northeastern Pennsylvania and Broome County of New York. Two
offices are leased and the balance are owned by Peoples Bank or its subsidiary, Penseco Realty, Inc., with the
exception of the Mount Pocono Office, which is owned by Peoples Bank but is located on land occupied under a
long-term lease. We have received regulatory approval for a new office in Kingston, Pennsylvania, which is expected
to be operational during 2014. We also own an office building located at 241 Main Street, Hallstead, Susquehanna
County, Pennsylvania, which serves as our Bank Secrecy Act facility, and property in the Borough of Dalton,
Lackawanna County, which may be used for potential future expansion. We lease an office building located in
Scranton, Lackawanna County, Pennsylvania, which serves as a loan production office.

We lease several remote ATM locations throughout Northeastern Pennsylvania and Southern New York. All branches
and ATM locations are equipped with closed circuit television monitoring.

We consider our properties to be suitable and adequate for our current and immediate future purposes.

Item 3. Legal Proceedings.
There are no material pending legal proceedings, other than ordinary routine litigation incidental to our business, as to
which we are a party or of which any of our property is subject.

Item 4. Mine Safety Disclosures.
Not applicable.

Part II

Item 5. Market for Registrant�s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

As of February 28, 2014, there were approximately 2,678 holders of our common stock, $2.00 par value, including
individual participants in security position listings. Our common stock is quoted on the OTCQB market place
maintained by OTC Market Groups, Inc. and trades under the symbol �PFIS.� As contemplated by the merger
agreement, we have applied for listing on The Nasdaq Stock Market LLC.

Peoples has paid cash dividends since its incorporation in 1986. The Penseco merger agreement states that, unless 80
percent of our board of directors determines otherwise, we will pay a quarterly cash dividend in an amount no less
than $0.31 per share through 2018, provided that sufficient funds are legally available, and that Peoples and Peoples
Bank remain �well-capitalized� in accordance with applicable regulatory guidelines. The payment of future dividends
must necessarily depend upon earnings, financial position, appropriate restrictions under applicable laws and other
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restrictions on the Company and Peoples Bank, refer to the consolidated financial statements and notes to these
statements filed at Item 8 to this report and incorporated in their entirety by reference under this Item 5.
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The high and low closing sale prices and dividends per share of the Company�s common stock for the four quarters of
2013 and 2012 are summarized in the following table:

2013 2012

Low High
Dividends
Declared Low High

Dividends
Declared

First Quarter $ 30.05 $ 34.00 $ 0.23 $ 27.50 $ 29.00 $ 0.22
Second Quarter 33.00 39.90 0.23 28.00 30.00 0.22
Third Quarter 33.50 35.50 0.23 28.80 31.00 0.22
Fourth Quarter $ 33.50 $ 39.50 $ 0.23 $ 29.50 $ 31.00 $ 0.22
The following table presents information with respect to purchases made by or on behalf of the Company or any
�affiliated purchaser,� as defined in the Exchange Act Rule 10b-18(a)(3), of the Company�s common stock during each
of the three months ended December 31, 2013:

Month Ending
Total Number of
Shares Purchased

Average Price
Paid Per Share

Total Number of
Shares Purchased
as Part of Publicly

Announced
Programs(1)

Maximum Number
of Shares that may
yet be Purchased

Under the
Programs(1)

October 31, 2013
November 30,
2013
December 31,
2013

Total

(1) On January 31, 2014, the Board of Directors authorized the purchase of up to 370,000 shares of the Company�s
common stock.

During 2013, prior to October 10, 2013, we were not subject to the reporting requirements of section 13 or 15(d) of
the Securities and Exchange Act of 1934. Between January 29, 2013 and September 11, 2013, we sold 3,150 shares of
our common stock upon exercise of outstanding options for aggregate consideration of $89,580. The shares were sold
to certain employees and directors who had received options under our 1998 Stock Option Plan in reliance upon the
exemption from registration set forth in Rule 701 under the Securities Act of 1933.

-29-

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

Table of Contents 61



Table of Contents

The following line graph compares the cumulative total stockholder return on the Company�s common stock, based on
the market price change and assumes reinvestment of dividends, with the cumulative total return of the index for The
NASDAQ Bank Stocks and the index for the Russell 2000 Stocks during the five-year period ended December 31,
2013. The stockholder return shown on the graph and table below is not necessarily indicative of future performance.

Comparison of Five-Year Cumulative Total Returns

Performance Graph of

PEOPLES FINANCIAL SERVICES CORP

Period Ending
Index 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12 12/31/13
Peoples Financial Services Corp. 100.00 102.00 155.29 169.89 188.98 241.98
NASDAQ Bank 100.00 83.70 95.55 85.52 101.50 143.84
Russell 2000 100.00 127.17 161.32 154.59 179.86 249.69
Source : SNL Financial LC,

Charlottesville, VA

©2014
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Item 6. Selected Financial Data.
Consolidated Selected Financial Data

(Dollars in thousands, except per share data)

Year Ended December 31 2013 2012 2011 2010 2009
Condensed statements of financial performance:
Interest income $ 37,370 $ 37,591 $ 39,707 $ 41,745 $ 40,151
Interest expense 4,169 5,362 7,339 8,356 9,580

Net interest income 33,201 32,229 32,368 33,389 30,571
Provision for loan losses 2,361 924 2,381 1,999 2,260

Net interest income after provision for loan losses 30,840 31,305 29,987 31,390 28,311
Noninterest income 11,762 11,441 12,619 12,152 10,369
Noninterest expense 36,396 29,099 29,041 28,689 28,640

Income before income taxes 6,206 13,647 13,565 14,853 10,040
Provision for income tax expense 485 3,058 3,034 3,287 1,813

Net income $ 5,721 $ 10,589 $ 10,531 $ 11,566 $ 8,227

Condensed statements of financial position:
Investment securities $ 317,010 $ 177,293 $ 191,208 $ 217,044 $ 195,930
Net loans 1,167,966 616,580 624,811 608,605 597,670
Other assets 203,245 124,169 109,513 91,188 90,434

Total assets $ 1,688,221 $ 918,042 $ 925,532 $ 916,837 $ 884,034

Deposits $ 1,379,507 $ 721,948 $ 720,518 $ 691,032 $ 645,434
Short-term borrowings 22,052 8,019 9,981 28,082 45,598
Long-term debt 36,743 45,397 58,220 68,835 68,094
Other liabilities 11,127 10,232 9,480 8,422 8,884
Stockholders� equity 238,792
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