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Sterling Finandial Corporation posted another strong year —
a year of affirmation for the principles underlying our growth
and success, even given the softness in the financial industry at
large in 2003.

Our growth has been broad-based, reflecting our continued
commitment to diversification and expansion in both our geographic
presence and the portfolio of financial products and services we
offer. It has been rapid and steady growth, reflecting our equally

~ strong commitment to our employees and, in turn, their
commitment to strengthening their relationships with the
individuals, businesses and organizations who are our customers.

It has been organic, sustainable growth: growth generated within

our existing companies, using assets we already have, growth that

reflects our commitment to both enhanced organizational

productivity and effective local relationship management.

In short, our growth has derived from three fundamental

strategic principles: the shared sense of purpose that quides

everyone in the organization, the passion with which we all

commit ourselves to each other and to our customers, and
the focus on performance that has enabled us to deliver
on all our commitments — to our customers, our
shareholders and our employees. Purpose, passion and
performance — they have created the successive years
of growth we have achieved, and

they will sustain our growth in







FINANCIAL HIGHLIGHTS RETURN ON AVERAGE
REALIZED EQUITY

STERLING FINANCIAL CORPORATION

15.10%
For the year ending December 31: 2003 2002 % Change
{Dollars in thousands, except per share data)
EARNINGS:
Interest income ] 127,074 $ 123,591 2.8%
Interest expense OO ORI 41,156 48,643 -15.4%
Net interest income 85918 74,948 14.6%
Provision for loan losses 3,697 2,095 76.5% NET INCOME
NONINEEIESE INCOME.....vooevreocercerrecenrcrcnrereceeresemseserseseensneens 49,210 45,292 8.7%
SBCUMEIES GAINS -.cccrrcrermerererncrcrrcncrmreseenersenesmoiresesessmsmmssseeeres 1 (460) -211.1%
NONINTErEST BXPENSE .ceorrerrcverrrerrirsmerminerccenrersersineseserssensanes 92,568 85,922 7.7%
NETINCOME. .evvereerermmerecseenessessesensssnssesssressessssesssssssnre $ 29,059 § 24745 17.4%

PER COMMON SHARE INFORMATION:

Basic earmnings Pershare ........ooocceceveveevevevvevversessssssssssersesannes s 137 $ 119 15.1%
Diluted earnings per share 135 1.18 14.4%
Cash dividends declared 0.56 0.53 57%
Book value .....coocvevverievsrirnirmsnnnenn 10.24 9.31 10.0%
Realized book Value M .........voecreerercvcerercscreovensosimsnsisinereseenes 9.60 8.64 M1%

PROFITABILITY RATIO ON EARNINGS:

Return on average realized equity ™ ........ocococevceervcrmrmercrenniennns 15.10% 14.47% 4.4%
RetUN 0N aVerage assets .........ucewrcrivrccermismrcresseseceirirene 1.33% 1.22% 9.0%
EFICIENCY TAtI0 P ..o scsmessnesssesseressmssssnssssssssonens 59.20% 60.20% -1.7%

FINANCIAL CONDITION AT YEAR-END:

Total assets .8 2,343,517 $ 2,156,928 8.7%
Securities _ 576,005 588,292 -2.1%
LOANS, NEL..c.vcovveecririmenns st ssssisisness 1,481,369 1,283,075 15.5%
DEPOSILS 1oervcrrvcnsmccermeerccarmisenrenmsesecnesmeseresesnesesnesssneresesssesensess 1,778,587 1,702,302 45%
BOITOWEd fUNDS .......ocovvvevvcvermerecmcsenmisisrressesesscenrenenncnecncsscennens 296,342 217,117 36.1%
Stockholders’ equity - 220,011 196,833 11.8%

(1) Excludes unrealized gains (losses) on securities available for sale.
(2) Sterling calculates its efficiency ratio by netting depreciation on operating leases with related rental income,
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income for 2003 totaled $29.059 million, an increase of $4.314
million, or 17.4% compared to 2002. We ended 2003 with total
assets of $2.344 billion, an increase of 8.7% compared to 2002.

Our finandial goals, which we have continued to share with the
investment community, are to grow our earnings per share by 10% a
year; to post a return on average realized equity of 16 percent; and to
achieve an adjusted efficiency ratio of 60 percent or less.

For 2003, diluted earnings totaled $1.35 per share for the year,
an increase of 14.4% over 2002, and return on average realized
equity increased to 15.10% for 2003 as compared to 14.47% in
2002. Our efficiency ratio improved from 60.2% in 2002 to an
on-target figure of 59.2% in 2003. As a result of our strong
performance in 2003, we rewarded our shareholders with a five-
for-four stock splitin February, 2004.

Our objective is to have our profit growth come as a result of
revenue growth, not from cutting expenses, and that objective was
met in 2003. Our business model is to create sustainable core
earnings by growing revenues at a substantially faster pace than
our expense growth. History shows that companies built for
long-term viability are those that increase revenues while
controlling their expenses.

This business approach, along with our customer-centric
relationship management model and our people were keys to our
success in 2003.

In addition, our Board of Directors also played a substantial
role in our 2003 accomplishments. The board’s quidance and
foresight continue to keep your company well-positioned for
continued growth and success.

We are pleased to report that our strategic initiatives and clear

sense of purpose are having the desired impact on the company’s

performance.That purpose, combined with our passion for what we

do and our commitment to our customers, people and shareholders,
led to exceptional performance in 2003. It is our belief that we will
continue to justify the trust, confidence and support you have placed

in Sterling Financial Corporation.

Cordially,
John E.Stefan J.Roger Moyer,Jr.
Chairman President and Chief Executive Officer
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Sterling Financial Corporation is
today, more than ever, a family of diversified
organizations providing a full array of
diversified financial services. But within
that diversity is a continuing, shared sense
of strategic purpose, which creates a
culture with an unwavering focus on our
customers, shareholders, employees and
communities...and on delivering solutions
that provide superior results — for all of our
constituencies.

In 2003, that focus — that sense of
purpose — led to continued expansion into
growing markets that will offer broader
access to new customers...as well as to
new ventures and acquisitions that offer
an expanded array of financial products
and services for both existing and new
customers.

QOur geographic expansion continued
in 2003 with the establishment of two new
affiliates — PennSterling Bank, in Berks
County, Pennsylvania; and Delaware

Sterling Bank, in New Castle

County, Delaware — in areas where
customer demographics offer exceflent
growth opportunities based on our
relationship management model. With an
initial focus on small to mid-size businesses
and private banking and investment
relationships, both these new affiliates
have already established strong foundations
for their long-range evolution into full-
service banks with multiple branches,
offering a complete line of business and
personal financial products. With similar
purpose, Bank of Hanover further expanded
its geographical base within Carroll County,
Maryland. And, in the interests of better
serving our existing customers, Bank of
Hanover and Bank of Lancaster County
opened, remodeled, and renovated branch

offices in York and

i Quarryville,
‘ Pennsylvania;
and First
National Bank
of North East
also underwent
amajor renovation
at their Main Office.
We also continued to add
to our family tree, beginning with the
second-quarter launch of Sterling Financial

Settlement Services, a joint-venture

full-service settlement company providing

title and lien searches, commercial and
residential title insurance, notary and
recording services in the Central
Pennsylvania market. And early in the
fourth quarter of 2003, we completed our
acquisition of Church Capital Management
and its affiliate, Bainbridge Securities —
adding the services of a Registered

Investment Advisor and a securities

broker/dealer to the diversified
portfolio we can offer to
both new and existing
customers. With this
affiliation, we not
only strengthen

our position with



our clients, we can also improve the Each of these strategic decisions —

efficiency and cost-effectiveness of our indeed, every decision we make - has
operations — by handling many brokerage been guided by a sense of purpose that
transactions in-house instead of relying on reinforces our common goals while
outside, third-party sources. preserving the local identity, autonomy,

“'

and services of each individual operating
unit. And this shared sense of purpose has
enabled us to position your company

more strongly than ever for sustainable,

profitable growth.
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The arithmetic is clear. Start with a

sense of clear strategic purpose. Add

employees and leaders who are passionate
; about their role. And the
result is a company
that is focused on
performance;
building
= . = 4 enhanced
/ shareholder
¥ value through

——=————— sustainable,

profitable growth.
In 2003, we
continued to achieve our
| férgeted growth with record earnings. Net
income was up 17.4% over 2002 and that
growth extended consistently throughout
the organization — both in banking and
non-banking affiliates, long-term operations
as well as new ventures and acquisitions.
Sterling Financial Trust Company reached
the billion-dollar mark in 2003. Assets of

Equipment Finance grew 32%, and Town

10

& Country Leasings assets were up 23%.

As a result, our asset base has grown to
more than $2.3 billion — up from less

than $1.6 billion in four years. Diluted
earnings per share increased 14.4% versus
2002 and return on average realized equity
reached 15.10% in 2003 compared to
14.47% in 2002. We constantly strive to
meet or exceed these key performance
measures...and that effort is reflected in our
dramatically-improved ranking as number
23 for the year among Central Pennsylvania’s
fastest-growing companies — up significantly
from number 43 in 2002!

We are building on a solid base ~ a
base t.hat includes over a century and a half
of history. Bank of Hanover was established
in the year 1835, while First National Bank
of North East celebrated its centennial in

2003. In addition, Bank of Lancaster County

' is one of only 13 banks nationwide that

received their charter when the national
banking system was founded 140 years
ago and is still operating today. With our
history of sustained growth in addition to
our continued focus on performance, you

can be confident that your company is well

OME tomentym into
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Sterling Financial Corporation is
indeed planning for a future in which our
purpose and passion will build on our recent
initiatives to take our performance to the
next level,

Sterling University will continue to
expand its support of our Employment
Partnership — offering employees new core
training programs in such areas as advanced
relationship management, effective team-
work, and enhanced use of technology.

We will continue to expand the
products and services we offer our customers
as well. Customers who do business
internationally will be able to rely on us for
their international banking needs, from
international wires, to import and export
letters of credit and documentary collections.

We will offer a broader range of
securities and investment products through
our new financial management and broker/
dealer affiliates. With particular attention
to our high-net-worth clients, Sterling

Financial Trust Company, Church Capital

Management and Bainbridge T

e

Securities will offer /
customized packages ‘ :
of banking and
other wealth-management
products and services to benefit those

individuals and institutions. And, with the

soon-to-he-completed acquisition of
StoudtAdvisors, an employee benefits
consulting and brokerage agency, we will
be able to help businesses find employee
benefits solutions that work for both the
employees and the employer.

Our key commitments endure: we will
continue to expand in attractive markets
and to diversify our revenue stream; to
focus, as an organization and as individuals,
on meeting the diverse needs of our
customers, our shareholders, our
employees and our communities; and to
pursue strong, sustainable, profitable
growth. We will continue to adhere to high
ethical standards, assuring compliance and
integrity in all that we do.

And we will do all of these things
with a sense of purpose, a spirit of passion,

and an abiding focus on performance.

13




CONSOLIDATED BALANCE SHEETS
STERLING FINANCIAL CORPORATION AND SUBSIDIARIES

As of December 31, 2003

2002
(Doltars in thousands)
ASSETS
Cash and dUE fTOM BANKS .........vovuevvvrereeiiese st s sssss s sesss e ssssssns $ 64,996 $ 82,208
Federal funds sold .........coovvvververcvcrsenrrennnn. 19,102 25,131
(aSh ANd GASH BQUIVAIENES........creiecrerrcrcrrvrerareesisnsse s rsssssssssasssas s sessessssssesessesasmsassmsensaasessessessessaes S . 84,098 107,339
Interest-bearing deposits iN DANKS ......c.ceuceueermrrenrrcrecrerereremrerermesesnsninncenn 4,102 3,412
SROTE-LEIT INVESTMENTS ... voecrcvirsiirerrrersiesesriesssessosssssssse st sessesses st enssss et st sss rssss s st s sa st 11,275 11,200
Martgage [0ans held for Sale ...........wummmmmmmeecresmmmmessmscsssmmmenness 11,520 16,784
Securities held - to- maturity {fair value 2003 — $37,405; 2002 — $38,368) ..cco.c.ccoocrmemmseverrrrrnerrosns 35,956 36,596
Securities available -fOr-Sale........ovv v ssessssat st 540,049 551,696
Loans, net of allowance for loan losses (2003 — $14,656; 2002 — $12,953).... 1,481,369 1,283,075
Premises and EQUIPMENT, NET ... crrceerirrrureansmarscecsesimsesssssserssmassessossssessssessmesassesisssssasesssssssesos . 38,720 35212
Assets held for operating lease, Net ...........ccouvrimcvcrersereesssensssersensinsecne e 57,891 63,291
Other real estate owned et e st pes e 520 207
GOOMWILl ...+ eroeesrirenisersssseesessseesnas s aes e s sssesbaeas e a4s 0446882 52824144454 R4 RS 08488 s et 30,490 18,360
Intangible assets .........crerene e R b ek Re 8RR AR R8RSR RS S b e 5,083 121
ACCTUBH INEEIEST TECEIVADIE .....vvvvseerrisrseersssvsesisssne s e s e asarss s et s st bt b s 8s e 5SmSR A s b6 RS bt 101 11,236 1,770
OENET ASSBLS vovvvvvrrrrerseseesessssstsssssest e ssssess s sscassessssssessssaressserssnsns 31,208 17,865
TOTAl ASSELS cvvvurrvircrenrnsssssssseessresssminressssssasninsoness OO OO e S 2,343,517 S 2,156,928
LIABILITIES
Deposits:
NOMINEEIEST-DEAMNG ..ovvrrvvessereerscrcsursssnressesesssissesssesessarsresssssssssemssssssssssnsessessassssomsassssmsssseses .S 250,119 4 208,119
NOW NG MOMEY MATKEL ..v0vvvursersereenrrssvssissssssssssssnmssssesseassesssssssssssessessesssessesssssssssssssisasessmssannansessscases v eare s seares 577,486 544,055
210,347 189,534
........................ 740,635 760,594
TOTAI DBPOSILS ...ccecvvvesecenerersssareesseseeonsinecsesesessseresssassssossesesssssossecsessssessessssseone sses s 14445888844 F SR8 R AR RS S8 PSS 81 1,778,587 1,702,302
SIGEE-LEIM DOITOWINGS 1ovvvvvvvorerereesssssienasesesss s seasssesseersesss s st ass 1544834 ARS8 RS PRR SRS R EEbE pp RREane 43,878 41,620
LONG-1EIM DT ....vvvvvverrereceerscerreressossressssesesesssssesessssesesesserssnassssesas 195,762 155,478
Subordinated NOtes Payable...........weveesrsmesccsrrsoen ettt s st 56,702 20,619
Accrued interest payable........, . 6,273 7,981
Other liabilities. ...........covsvvverrrareens e R s AR AR bR R RS RRS e 42,304 32,095
TOTAT LIADIIIEIES ... resvsvervvversasusssssssssnsessssssssessssssesesesssesssonsassasessssessssnsasass 4004440448484 5 818 RR SR8 2000040 445 RSB 10 2,123,506 1,960,095
STOCKHOLDERS' EQUITY
Preferred stock, no par value, 10,000,000 shares authorized; no shares issued and outstanding — —
Common stock — $5.00 par value, 70,000,000 shares authorized; issued 2003 — 21,776,551 shares; 2002 — 16,923,069 shares......... 108,883 84,615
Capital SUTPIUS....vvvevvercvnnrrrvermansecenns Creeee e Ress e AR 144 RS 4 AR RR SRR R RO 44,615 34,949
Escrowed shares (2003 — 240,002 shares; 2002 — 0 shares)........ . (4,877) —
Retained earnings........... et RS e se R 58,874 63,521
Accumulated other COMPIENENSIVE INCOME .........rvveervcureeimereamsnsessesesessmmsseemssies oo esesesessesessesssssssseemsssessmtsssssssssssssessesessesesssoasessisioe 13,827 14,299
Common stock in treasury, at cost (2003 — 59,310 shares; 2002 = 22,500 SHATES).......oooververereermrsmseresssssssescrnne (1,311) (551)
Total Stockholders’ Equity ........ R rvex A et re e SRR RS AR AR EeRnn 220,011 196,833
Total Liabilities and StoCKNOIAErS EQUITY...............oc..ovceevveeesmmmmsssnnnseses cmanssssssssssessssssssssssssssssssassssssstsssnssssssesssssssssosss ‘ $ 2,343,517 § 2,156,928

See consolidated financial statements and accompanying notes presented in Item 8 of the Corporation’s Annual Report on Form 10-K.
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CONSOLIDATED STATEMENTS OF INCOME
STERLING FINANCIAL CORPORATION AND SUBSIDIARIES

For the years ended December 31,
(Doflars in thousands, except per share data)

INTEREST AND DIVIDEND INCOME
Loans, including fees ..........c.ccoceen

Debt securities .. bt ee iRt Re SRR bR bbb et

Taxable

Tax-exempt AR bR RRR AR R RR R RRRR e R e

Dividends

Federal funds sold

Short-term investments .. ettt aA Rt s be bt

Total interest and dividend income ............

INTEREST EXPENSE
DOPOSIES. crneerrerecrererreressiresseesesscneseesessessassssesesssnessisssessesetstsssssessessiecessesesns

Short-term borrowings rRCre SRt AR S RS RRS  esERE

Long-term debt...
Subordinated debt.... et saren

Total interest expense. OO

NEE IETESE INCOME c.cvvevrrecverrvirrrsriersisenersnsssssisasscsaseseimssesnssenssssssssessssisssassnsas

Provision for loan losses e st

Net interest income after provision for loan losses v e

NONINTEREST INCOME

Income from fiduciary activities ..........
Service charges on deposit accounts ...

Other service charges, commissions and fees....

Mortgage banking iNCOME ........ceeeeverccecrrvvorimnseennereens
Rentalincome on operating leases.......

Other 0perating iNCOME ........vuuuumeermeccrmeeermuumisssscsesssnesesecssrasmsuesesserssscossesesns

Security gains {10555) ...uenerererrereirerens

Total noninterest income

NONINTEREST EXPENSES

Salaries and employee benefits .......
Net occupancy .......

Furniture and equipment

Professional ServiceS. ... rervernne.

Depreciation on operating lease assets e enari s anenne

Other

Total NONNTETEST EXPENSES .....ocvermererorinerccermerensssesessirerssesnerenns

Income before income taxes

income tax expenses

NELINCOME ...ovv et ress st rsanes

Per share information:
Basic earnings per share

Diluted earnings per share ..........ccommrrirenns
Dividends declared.......

See consolidated financial statements and accompanying notes presented in ftem 8 of the Corperation’s Annual Repart on Form 10-K.

2003 2002 2001
99,657 93,635 85,283
16,482 19,484 19,245

9,990 9,059 8,556
632 514 731
bEY) 850 2,040

81 49 61

127,074 123,591 115,916

29,443 38,174 49,612
1,599 1,531 617
8,044 8,044 7,045
2,070 894 -

41,156 48,643 57,274

85,918 74,948 58,642
3,697 2,095 1,217

82,221 72,853 57,425
4,954 4227 4,166
5,797 5,576 5,367
5,658 4,570 3718
4,037 3,103 222

25,799 25,752 24,319
2,965 2,064 1423

511 (460) 2,710

49,7 44,832 43,925

39,436 36,860 30,990
4926 4,209 3,826
6,368 5,762 5,081
3,154 2,845 2412

21,438 20,902 19,217

17,246 15,344 13,646

92,568 85,922 75172

39,374 31,763 26,178

10,315 7,018 5,844

29,059 24,745 § 20,334

137 119 5 1.04
1.35 118 103
0.56 053 0.50
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. board of directors
STERLING FINANCIAL CORPORATION

Richard H. Albright, Jr., D.D.S.
Dentist, Specialist, Practice Limited to Orthodontics

o Chairman, Audit Committee

TAN Michael A. Carenzo
Sr. Partner, CADWA Associates

Chairman of the Board,
First National Bank of North East

L Bertram F. Elsner

Chairman, Elsner Engineering Works, Inc.
i irman.of the B
e 50

Howard E. Groff, Jr.
President, Howard £. Groff Company

S

Terrence L. Hormel
President, Hormel, Inc.

Chairman of the Board,
Bank of Hanover and Trust Company

David E. Hosler
Vice President, Murray Insurance Associates

Vice Chairman of the Board,
Sterling Financial Corporation

Chairman, Nominating Committee

J.Roger Moyer, Jr.
President, Chief Executive Officer,
Sterling Financial Corporation

W. Garth Sprecher
Senior Vice President, Corporate Secretary and Director,
D & E Communications, Inc.

Chairman, Management Development and
Compensation Committee

John E, Stefan
Chairman of the Board,
Sterling Financial Corporation

Chairman of the Board,
Bank of Lancaster County

Chairman, Executive Committee

Glenn R. Walz, CPA
President, Walz, Diehm, Geisenberger, Bucklen & Tennis, P.C,,
Certified Public Accountants

Chairman, Sterling Financial Trust Company
Chairman, Finance Committee
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corporate officers

STERLING FINANCIAL CORPORATION

J. Roger Moyer, Jr.
President and Chief Executive Officer

Thomas P, Dautrich
Senior Executive Vice President and
Chief Banking Officer

J. Bradley Scovill
Senior Executive Vice President,
Chief Financial Officer and Treasurer

Donald L. Neff

Senior Vice President, Director of Risk Management
D. Kathieen Phillips

Senior Vice President, Chief Technology Officer

Kathleen A. Prime
Senior Vice President, Director of Human Resources

Thomas E. Welk
Senior Vice President, Director of Operations

Gary L. Yoder
Seniar Vice President, Chief Credit Officer

Douglas P. Barton, (PA
Vice President, Chief Accounting Officer and Secretary

Thomas J. Paholsky
Vice President, Treasury Officer

BAINBRIDGE SECURITIES

Malinda Powers Berardino
President and Chief Executive Officer

CHURCH CAPITAL MANAGEMENT

Gregory A. Church
Chairman, President and Chief Executive Officer

Jerome H. Walther
Executive Vice President and Chief Operating Officer

Malinda Powers Berardino
Executive Vice President

John E. Barry
Executive Vice President

CORRESPONDENT SERVICES GROUP

King T. Knox
President

Susan S. Carson
Senior Vice President

EQUIPMENT FIMAMNCE LLC

George W. Graner
President and Chief Executive Officer

Joseph M. Braas
Senior Vice President

Michael J. Schlager
Senior Vice President

PROFESSIOMAL SERVICES GROUP

Beverly Wise Hill
President

STERLING FINAMCIAL TRUST COMPANY

Gregory S. Lefever
President and Chief Executive Officer

Mark A. Ritter
Executive Vice President and Chief Operating Officer

Frank P. Innacola
Senior Vice President, Managing Director, Private Banking

TOWN & COUNTRY LEASING, LLC

James (. Schoch
President and Chief Executive Officer

David L. Lynch
Executive Vice President and Chief Operating Officer

BANK OF HANGVER AND TRUST COMPANY

Chad M. Clabaugh
President and Chief Executive Officer

Robert G. Coradi
Senior Vice President, Senior Credit Officer

William Kametz
Senior Vice President, Business Services Manager

Karen S. Reeser
Senior Vice President, Retail Banking Services

BAMK OF LANCASTER COUNTY

Thomas P. Dautrich
President and Chief Executive Officer

E. Dennis Ginder
Executive Vice President, Business Services

Gregory S. Adams
Senior Vice President, Treasury Solutions

Teri R. McHale
Senior Vice President, Community Banking

Robert C, Shoemaker
Senior Vice President, Business Development

BANK OF LEBANON COUNTY

Vaughn A. Kovach
Senior Vice President

DELAWARE STERLING BANK

Robert G. Elder
President and Chief Executive Officer

David Paul Kenney
Senior Vice President and Chief Lending Officer

FIRST NATIONAL BANK OF MORTHK EAST
Jennifer D. Goldbach
President and Chief Executive Officer

Dorothy R. Gill
Senior Vice President, Personal Services Manager

PENNSTERLING BANK
Ronald H. Muller
Executive Vice President, Senior Regional Executive

Tony J. Sacco
Senior Vice President, Business Services Sales Manager
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