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OUR MARKET

With sixteen community bank offices strategically located throughout Lackawanna and Luzerne Counties,
First National Community Bancorp, Inc. is positioned to be the premier financial services provider in Northeastern
Pennsylvania. We will continue to evaluate opportunities that will provide access to customers and markets that
compliment our long-term goals.

LACKAWANNA COUNTY OFFICES LUZERNE COUNTY OFFICES

Wilkes-Barre Exeter
23 West Market Street 1625 Wyoming Avenue

Wilkes-Barre, PA 18701 Exeter, PA 18643
570 831-1000 570 603-1000

Dunmore Fashion Mall

102 East Drinker Street 277 Scr./Carbondale Hwy.
Dunmore, PA 18512 Scranton, PA 18508

570 346-7667 570 348-4880

Hanover Township

734 San Souci Pkwy.
Hanover Township, PA 18706
570 270-3622

Nanticoke

194 South Market Street
Nanticoke, PA 18634
570 258-3622

Pittston Plains

1700 North Township Blvd. 27 North River Road
Pittston, PA 18640 Plains, PA 18705
570 655-3622 570 825-3622

Daleville

Routes 502 & 435
Daleville, PA 18444
570 848-3622

Dickson City Clarks Green

934 Main Street 269 East Grove Street
Dickson City, PA 18519 Clarks Green, PA 18411
570 489-8617 570 586-3622

Scranton

419-421 Spruce Street
Scranton, PA 18503
570 343-6572

Back Mountain Hazleton

169 North Memorial Hwy. 330-352 West Broad Street
Shavertown, PA 18708 Hazleton, PA 18201

570 674-3622 570 501-3622

Kingston

754 Wyoming Avenue
Kingston, PA 18704
570 283-3622

Route 315

3 Old Boston Road
Pittston, PA 18640
570 602-3622

DEPOSITS BY COUNTY

Lackawanna County  $454,499
Luzerne County $217,214

LOANS BY COUNTY

Lackawanna County  $430,085
Luzerne County $181,051
Other Counties $ 21,756
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TO OUR SHAREHOLDERS

Over the years, the financial services industry has evolved
from the small town bank to the financial giants of
today. During the evolution many things have changed,
but a constant recipe for success includes a foundation in
core values and employees at all levels who share in a
commitment to excellence at work and in their
personal lives. At FNCB, we too have come a long way
from our beginnings in Dunmore, and values such as
Nm&&mﬁwwmmg and dedication have contributed to
our growth. In recent years we have enjoyed exceptional
financial success, and we are aware that much of that

success is due to our employees who comprise a vast

group of unique individuals working together to serve
the company and our communities. We dedicate this
annual report to our employees scattered throughout
these pages; they are truly one of our most important

assets. They are What we're made of.

In 2004, our financial success continued as we broke
milestones such as $900 million in total assets and $9
million in net income. Our growth was well controlled
as evidenced by the increases of 11%, 13% and 12% in

assets, loans and deposits, respectively, while total capital

also grew 10%. Balance sheet growth combined with the
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TO OUR SHAREHOLDERS Continued

In addition to exemplary financial performance, our
success has been achieved through expanded services and
outstanding service. Evidence of this cCOmmitment
was demonstrated in 2004 through the addition of our
sixteenth community office on Route 315 in Pittston,
further expansion of our automatic teller machine
network and enhancements to our Dividend Reinvest-
ment Plan to allow even more shareholders to participate
in this widely accepted program. We are dedicated to
providing superior products and personalized service
unmatched in the markets we serve, and Si7ICEre in

our pledge to provide big bank products with small bank

service. The FNCB family includes over 26,000 loan and
deposit customers, 1,300 shareholders and almost 300
Directors, Officers and Employees working together to

produce a mutually rewarding relationship. That takes

commitment. its what we'’re made of.

Past accomplishments have been achieved while adhering
to strong core values. Our future success is dependent
on the continuation of these principles and the
Nm&&mﬁmwﬁﬁ to guide the company into the 21st

century. Rising interest rates will present both challenges

and opportunities in 2005, and we are poised to meet
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SELECTED FINANCIAL DATA

(In thousands, except per share data)

For the Years Ended December 31,

. WY

2004 2003 2002 2001 2000
Total assets $ 907,491 $ 816,303 $ 735,327 $ 676,307 $ 583,852
Interest-bearing balances with financial institutions 1,980 2,673 3,368 3,161 3,359
Securities 231,831 211,353 205.492 194,109 152,316
Net loans 625,792 552,197 487,976 439,884 393,125
Total deposits 671,713 602,069 540,475 517,334 460,418
Stockholders’ equity 75,723 68,738 62,843 51,786 46,684
Net interest income before provision for credit losses 25,269 23,295 22,060 19,233 19,021
Provision for credit losses 1,400 1,200 1,400 1,220 970
Other income 4,789 4,184 3,676 3,151 1,382
Other expenses 17,399 15,483 14,248 12,683 11,752
Income before income taxes 11,259 10,796 10,088 8,481 7,681
Provision for income taxes 1,996 2,159 2,063 1,701 1,661
Net income 9,263 8,637 8,025 6,780 6,020
Cash dividends paid $ 3,885 $ 3,267 $ 2,832 $ 2,455 $ 2,202
Per share data:
Net income — basic (1) $ 0.86 $ 0.82 $ 0.78 $ 0.67 $ 0.60
Net income — diluted (1) $ 0.83 $ 0.79 $ 0.75 $ 0.65 $ 0.60
Cash dividends (2) $ 0.36 $ 0.31 % 0.28 $ 0.24 $ 0.22
20 Book value (1)(3) $ 7.02 $ 6.53 $ 6.10 $ 5.12 $ 4.66
Weighted average number of shares outstanding — basic (1) 10,780,407 10,528,978 10,296,251 10,123,991 10,008,979
Weighted average number of shares outstanding — diluted (1) 11,172,587 10,987,190 10,706,854 10,378,882 10,075,383

() Earnings per share and book value per share are calculated based on the weighted average number of shares outstanding during each year, after giving retroactive effect to the 100% stock dividends paid September
30, 2004 and January 31, 2003.

@ Cash dividends per share have been restated to reflect the retroactive effect of the 100% stock dividends paid September 30, 2004 and January 31, 2003.

® Reflects the effect of SFAS No. 115 in the amount of $1,030,000 in 2004, $2,635,000 in 2003, $4.838,000 in 2002, $536,000 in 2001 and $880,000 in 2000.

FIRST NATIONAL COMMUNITY BANCORP, INC. & SUBSIDIARIES ANNUAL REPORT 2004
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MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS Continued

Average interest-bearing deposits grew $55 million, or 11%, in 2004 Interest-bearing demand balances
increased $48 million due to additional municipal relationships and internal reclassification of
accounts while average savings deposits increased $13 million. This growth in lower costing demand
and savings balances, combined with a $6 million reduction in certificate of deposit balances led to a
.35% reduction in the cost of deposits and a $742,000 decrease in interest expense. Average borrowed
funds increased $17 million in 2004 but a .34% reduction in the cost of these balances limited the
increase in interest expense to $292,000.

Overall, growth of the balance sheet offset a .04% decrease in the net interest spread, resulting in the
$2.0 million improvement in net interest income. The net interest margin was reduced .10% in 2004
as much of the growth was recorded at historically low interest rate levels. Investment leveraging
transactions continued to add to the profitability of the company in 2004, contributing over $900,000
to pre-tax earnings, but the average spread earned on the transactions of 1.29% contributed to the
reduced margin. Exclusive of these transactions, the net interest margin in 2004 would have been
3.56% compared to 3.82% in 2003.

During 2003, tax-equivalent net interest income increased $1,250,000, or 5%, over the 2002 level.
Significant loan growth had a major impact on the improved earnings. Effective asset-liability
management techniques also contributed to the earnings improvement as sound pricing policies
limited compression in the net interest margin during a year which saw interest rates reach decade
old lows.

Average loans increased $49 million, or 11%, over the 2002 level, but earnings on the portfolio decreased
$786,000 as rates earned on variable rate assets declined and new growth was added at historically
low levels. Commercial loan balances increased by $41 million, or 12%, but earnings on these assets
decreased $82,000 due to repricing and new growth rates. Average consumer loans increased $7.5
million in 2003 due primarily to growth in home equity loans and an increase in the indirect auto

portfolio. Falling interest rates also had a significant impact on consumer loan income as earnings
from the portfolio was $704,000 lower than the year before. Overall, the yield earned on total loans
declined .81% in 2003 which resulted in $786,000 less earnings on $49 million more loans.

Total securities were $10 million higher than the 2002 average balance. Falling interest rates also had a
negative impact on the securities portfolio as the low rates of 2003 led to record mortgage-refinancing
activity, resulting in an acceleration of principal prepayments on securities. As these monies are
reinvested at current rates, earnings compression occurs.During 2003, the yield earned on average
securities was .85% lower than in 2002, contributing to the $1.2 million reduction in interest income.
Money market assets were also impacted by falling rates combined with a planned reduction in this
lowest yielding asset. A $4 million decrease in average money market assets and a .57% drop in the
rate earned on these assets led to a $140,000 decrease in interest income.

Average interest-bearing deposits increased $25 million in 2003 due primarily to growth in lower costing
demand and savings balances. Interest rate reductions had a positive impact on the company’s earnings
in this area as the .85% decrease in the cost of deposits resulted in a $3.5 million reduction in interest
expense. Borrowed funds and other interest-bearing liabilities were $15 million higher on average than
last year, but a .50% reduction in the cost of these funds limited the increased expense to $151,000.

As a result of the growth of the balance sheet combined with a reduction in the yields earned and
paid, the company’s net interest margin decreased .09% from the 3.53% reported in 2002 to 3.44%.
Another factor affecting the company’s net interest margin are investment leveraging transactions
which match assets with liabilities at various points in the interest rate cycles. These transactions
provided over $700,000 of net interest income in 2003, but the interest spread of .79% had a negative
impact on the company’s net interest margin. Exclusive of these transactions, the 2003 margin would
have been 3.82% which is .12% lower than the comparable 3.94% recorded in 2002.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS Continued

RATE VOLUME ANALYSIS

The most significant impact on net income between periods is derived from the interaction of changes
in the volume and rates earned or paid on interest-earning assets and interest-bearing liabilities. The
volume of earning dollars in loans and investments, compared to the volume of interest-bearing
liabilities represented by deposits and borrowings, combined with the spread, produces the changes

in net interest income between periods. Components of interest income and interest expense are
presented on a tax-equivalent basis using the statutory federal income tax rate of 34%.

The following table shows the effect of changes in volume and interest rates on net interest income.
The variance in interest income or expense due to the combination of rate and volume has been
allocated proportionately.

RATE/VOLUME VARIANCE REPORT®
(in thousands — taxable equivalent basis)

2004 vs. 2003

2003 vs. 2002

Increase (Decrease)

Increase (Decrease)

Total Due to Due to Total Due to Due to
Change Volume Rate Change Volume Rate
Interest Income:
Commercial loans — taxable $ 2,207 $ 3,881 $ (1,674) $ 59 $ 2,803 $ (2,744)
Commercial loans — tax free 620 753 (133) (141) (66) (75)
Mortgage loans (63) 68 (131) (307) (112) (195)
Installment loans (309) 601 (910) (397) 596 (993)
Total Loans 2,455 5,303 (2,848) (786) 3,221 (4,007)
Securities — taxable (372) 24 (396) (1,394) 392 (1,786)
Securities — tax free (498) (442) (56) 181 247 (66)
Total Securities (870) (418) (452) (1,213) 639 (1,852)
Interest-bearing deposits with banks (38) (30) (8) (56) (4) (52)
Federal funds sold 19 7 12 (84) (68) (16)
Total Money Market Assets (19) (23) 4 (140) (72) (68)
Total Interest Income 1,566 4,862 (3,296) (2,139) 3,788 (5,927)
Interest Expense:
Interest-bearing demand deposits 508 401 107 (653) 182 (835)
Savings deposits 0 115 (115) (200) 137 (337)
Time deposits over $100,000 (97) 70 (167) (551) 47 (598)
Other time deposits (1,153) (265) (888) (2,136) 79 (2,215)
Total Interest-Bearing Deposits (742) 321 (1,063) (3,540) 445 (3,985)
Borrowed funds and other interest-bearing liabilities 292 791 (499) 151 806 (655)
Total Interest Expense (450) 1,112 (1,562) (3,389) 1,251 (4,640)
Net Interest Income $ 2,016 $ 3,750 $  (1,734) $ 1,250 $ 2537 $  (1,287)

® Changes in interest income and interest expense attributable to changes in both volume and rate have been allocated proportionately to changes due to volume and changes due to rate.

CURRENT YEAR

In 2004, tax-equivalent net interest income increased $2.0 million from the 2003 total. Balance sheet
growth added $3.7 million as the $4.8 million of income attributed to growth more than offset the
$1.1 million of interest expense associated with increased deposits and borrowed funds. Repricing
and growth at historically low interest rate levels had a negative impact on net interest income in
2004, resulting in a $1.7 million reduction when compared to 2003 totals.

Loan growth added $5.3 million to earnings in 2004, due primarily to the $4.6 million of interest

income generated from commercial loan growth. Growth during the first half of 2004 was originated
atlow interest rates, however, which resulted in a $1.8 million decrease due to repricing. Retail growth
contributed $669,000 of interest income, but this increase was negated by a $1.0 million negative
variance due to repricing. Interest income from the securities portfolio was down $870,000 from 2003
due to reduced balances and lower rates while earnings from money market assets were $19,000 lower
in 2004. Overall, interest income improved $1.5 million comprised of a $4.8 million increase due to
volume and a $3.3 million negative variance due to rate.

New deposits added $321,000 of interest expense in 2004, but the effect of interest rates reduced interest

FIRST NATIONAL COMMUNITY BANCORP, INC. & SUBSIDIARIES ANNUAL REPORT 2004
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS Continued

stock-based compensation, salaries increased $310,000, or 6%, due to merit increases and the additional
costs associated with expansion. At December 31, 2003, the company had 227 full-time equivalent
employees on staff compared to the 210 reported on December 31, 2002.

Occupancy and equipment costs increased 6% and 3%, respectively, due primarily to costs associated
with a new community office. All other operating expenses increased $469,000, or 10%. Much of the
increase was attributed to rising data processing costs and expenses associated with a new office.

PROVISION FOR INCOME TAXES

Federal income tax expense decreased $163,000 compared to last year. The $463,000 increase in
income before taxes added $157,000 to the book provision while benefits received from tax-exempt
income and other permanent differences had a $320,000 positive effect compared to 2003. Deferred
tax items also contributed to the lower book provision. The company’s effective tax rate was 17.7%
in 2004 and 20.0% in 2003.

During 2003, federal income tax expense increased $96,000 over the 2002 total. The increased expense
at the statutory rate due to the earnings improvement was $241,000 but this was reduced by benefits
received from tax-exempt income, a reduction in non-deductible interest expense and an increased
benefit from other deferred tax items. The company’s effective tax rate was 20.0% in 2003 compared
to 20.5% in 2002.

FINANCIAL CONDITION

Total assets increased $91 million, or 11%, during 2004 to $907 million which surpassed the $81
million increase recorded in 2003. Loan growth of $74 million and a $20 million increase in securities
was funded by a $70 million increase in total deposits and a $14 million increase in borrowed funds.
A reduced level of cash and cash equivalents and increased capital from retained earnings funded
all other balance sheet growth.

TOTAL ASSETS

$ in millions

584

2000 2001 2002 2003 2004

SECURITIES

The primary objectives in managing the company’s securities portfolio are to maintain the necessary
flexibility to meet liquidity and asset and liability management needs and to provide a stable source
of interest income.

Total securities increased $20 million during 2004. While interest rates remained low during the first
half of the year, the forecast of higher rates and the ultimate action of the Federal Reserve to raise rates
resulted in a slowdown in the amount of principal returned in the form of calls or prepayments. The
forecast of higher rates also contributed to the sale of $68 million of securities during the year as the
portfolio was positioned for rising rates. In order to fulfill the objectives of the securities portfolio and
to remain fully invested, over $125 million of new purchases were added during 2004.

New purchases included $13 million of securities which were funded with structured borrowings,
thereby providing a favorable spread between the rate earned on the securities and the cost of the
borrowings. As of December 31, 2004, the company had $67 million of these leveraged transactions
outstanding. Management remains committed to strategies which limit purchases to those that are
virtually free of credit risk and will help to meet the objectives of the company’s investment and
asset/liability management policies. Other security purchases include bonds which will provide
book income at current market rates with minimal extension risk in order to reduce the risk of rising
rates. Investment sales were executed to shed the portfolio of bonds purchased for declining rates,
low earning bonds and bonds which had been reduced in size by principal prepayments to below
portfolio parameters.

The following table sets forth the carrying value of securities at the dates indicated:
December 31,

2004 2003 2002
(in thousands)

U.S. Treasury securities and obligations of

U.S. government agencies $ 3L,770 $ 17,771  $ 13,029

Obligations of state and political subdivisions 55,955 61,539 57,864
Mortgage-backed securities 117,050 110,278 127,424
Corporate debt securities 18,983 13,021 425
Equity securities 8,073 8,744 6,750
Total $ 231,831  $ 211,353 § 205492

The following table sets forth the maturities of securities at December 31, 2004 (in thousands) and
the weighted average yields of such securities calculated on the basis of the cost and effective yields
weighted for the scheduled maturity of each security. Tax-equivalent adjustments, using a 34% rate,
have been made in calculating yields on obligations of state and political subdivisions.

FIRST NATIONAL COMMUNITY BANCORP, INC. & SUBSIDIARIES ANNUAL REPORT 2004

—_— e — e s Ssss. s O mmas Sssi 0 O Somm amms mSmm S _— _—— —— - Ek R S _m



V44

00T

979

£00Z

200¢

$00C LIQdIA TYVNANNY STTAVIAISENS 8 'DNI dIODINVI ALINNWIWOD TYNOILYN LS¥d1d

100Z 0002

£€6€

suolIw U1 §

SNVO1 13N

6879 § EVEV8 $  896¢Ll § 189S/ § [BI0L
9SY LYY 10891 987'8L 69€TS¢ $91eT UREO] YIIM SUROT]
9EH'S8T $ TPSL9 $ TBIPE §  TITET §  SOIBI1S049)ul pauIWIRISpaId YIIm sUeOT]
T68TEY §  €PEW8 $  896TLL $  18S'GLE § [BI0L,
9€T'0E STSLT %89 0LL'S BPRO
LT0'69 60€°€ §6E'€9 £9€'C JuswIysu]
T6LTOY 0,509 0¥¥'T8 T8L'6ST 938157 [B3Y
LE60ET §  6E6C $ TEEOT $ 999701 $ [BIDUEUL] pUE [BIDISUWIWOT
€107, SIBIX SIE3] 9Al] 183 aUQ)
JAl] 19AQ 0)3UQ unaA

'$33eJ 352133l UI SaFUeYd 03 ANADISUIS 03 FuIpIoddE PayIsse|d sjunowe asayy aie papiaold os|y
“$007 ‘1€ 19qUIBd3(] Jo st Surpue)sino sueo] Jo uonnqrusip Suroiadai sy smoys saynpayos Juimor[oy syt

(spuesnoy ur) uonnqusi Suoniday — Suipuelsing sueor]

GIIC6C 3 P836EP $ OL6Z8F $§ 161055 $  C6LGC9 $ SUEG] 19N
(0sT's) 765°G) (0v1°9) (8/59) (001°2) $35507 NPT 10J DULMO[[Y
SLE'86E 8LV 9T'b6b SLL'BSS T68TE9 $S01) SUROT [0,
LTEOT LLOFT £he0T 750t 9€1°0€ FET)
$05'79 98279 85769 18699 L7069 JuduI[[eIsu]
190°9%2 SSTHLT Y9867 TV LEE T6LTOV 21357 [eay
€8V'6L $ 09EV6 $  1S9'SIT $  6TETET $  LE60ST $  [PIOUBUL] PUR [EIDISWWO)
0002 1002 700 €00¢ 00T

(spuesnoy) ur) Juipueising sUeo]

SMO[[0]
se a1e g Joquada(] Surpua sieak Ay 1se] 93 Jo yoea 10y orjopyiod ueof ay) Juipiedar spelaQg

ImoI3 mau Jasyo sjuatuhed se uoyiu 1$
PISERIDIP SPIUE[Eq UBO[ [BIDIDWILIOD IBI0 3[IYM $((T Ul UOI[IUI g ma1d sadue[eq UBO] JuswI[eISU]
“UOT[IW 24 10] $0QT Ul PAPUN] 3Nss] [eD0] B SopN[2UT pue sannua [ediotunw pue 33e)s 0] sueo] sjuasaidal
SUBO[ JAY10 Ul 3seaIdul ay], "suoneuidiio ueo| pajedionue 103 uipuny 2modas 03 pue amsodxa ysi1
ajer ysarajul s Auedwiod ay) 20npai 03 JaspIew AIEpUODAS ) UT P|OS dTaM SIDUEEq UEO] JO UOI[[IW O£
se Jeak a3 Sulmp uorIw [¢ Pasealdap sueo| adediiow fenyuapisay sueo| 4A3inba awoy ur asearoul
uol[Iw €% € pue s95e3110W [ETDISWWIOD UT ISEIIDUT UOT[[TW 79§ & SUTPN[OUL ‘Paje[a] 31BISI [B31 SEM
Teak 9y Sulmp pap1oa1 Yamolas ay) Jo %06 ISOWY “HO0T Ul ‘%ET 10 ‘UOI[[IW F/$ PISEIIOUT SUEO] [BIOT,

SNVO1

“wangal [emde H07 siuasaidas pajuasaxd pPaL ()

“3)B4 X} dWOodUl [eJopd) %HE € Suisn siseq Juaeanba-xe) € 0 paisnipe usaq saey sa131ndas fedoiunw pue a1e3s Uo SPRIK (y

%867 %L E %8S ¥ %EE 9 %LV %LLY %8 C PRIA PaIYsTo/
80C05C $ tZ08 § 986211 § T€8°89 § TZ8%C § 8IV0 % 620G § SanIInjeul [€J0],
%L8E %L3E PIRIA
£20'8 €L0'8 @ $9111003s Aymby
%85 %8S ¥ PPIA
986'LT1 986°LT1 sanLmdas payoeq-adediiow
%LTY %TTY %ES ¥ PRIA
8cT'61 LTS'L1 1191 9010035 1ap djerodio)
%EEL %EY L %BLG9 %189 PP
£IT'eS 88¢'9F SLT'S 0S¥'T (1 SuoIsIaIpgns [eantjod pue a3els jo suonediqO
%TEE %LBE %0S°€ %99'¢ %8T'T PIPIA
956'0€ 916'F 58691 970% 670'S sauafe JuswuIRA0g ‘g Jo suonediqO
%EV'T %EV'T PPRIA
00T % 0 $ 0 $ 0 $ 0 $ 00T $ 0 $ Sa1LND3s Anseal], "§
207, Aumepy SaNLMOAG siest 01 SIBOX SIes ) REEJIENTS)
paxij oN payoeg IBAQ) 01-9 S-7 unpix
ageSiio

parnuniuo) SNOLLYIIAO 40 SLTNSTT ANV NOILIANOD TVIDNVNIL 4O SISATVNY ANV NOISSNDSIA S, LNIWIDVYVNVIN

_GER_=HEE  mam 2 uam A 1 A



28

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS Continued

ASSET QUALITY

The company manages credit risk through the application of policies and procedures designed to
foster sound underwriting and credit monitoring practices, although, as is the case with any financial
institution, a certain degree of credit risk is dependent in part on local and general economic conditions
that are beyond the company’s control.

The company’s risk management committee meets quarterly or more often as required and makes
recommendations to the board of directors regarding provisions for credit losses. The committee
reviews individual problem credits and ensures that ample reserves are established considering both
general allowances and specific allocations.

The following schedule reflects various non-performing categories as of December 31 for each of
the last five years:

2004 2003 2002 2001 2000
(in thousands)
Nonaccrual:
Impaired $ o $ 0 $ 0 $ 0 $ 0O
Other 303 844 37 343 645
Loans past due 90 days or more
and still accruing 539 622 299 426 224
Other Real Estate Owned 0 0 0 50 0
Total Non-Performing Assets $ 842 $1466 $ 336 $ 819 $ 869

In 2004, total non-performing assets decreased $624,000. Nonaccrual loans decreased $541,000 as
$255,000 of the balances carried on December 31, 2003 were charged-off in 2004 and $296,000 were
paid in full. A total of $53,000 of the charged-off balances has subsequently been recovered by the

company. Management believes that of the loans currently carried as nonaccrual, loss potential is
minimal. Loans past due over ninety days decreased $83,000 during the year. The balance of other
real estate owned on December 31, 2004 was $0.

During 2003, total non-performing assets increased $1.1 million due to an $807,000 increase in
nonaccrual loans and a $323,000 increase in loans past due over ninety days. Management reported
that of the loans carried as nonaccrual, loss potential only existed on $444.000 of the balances. Any
loss realized on the nonaccrual loans and past due loans would be limited to any collateral deficiency
upon disposition. The balance of other real estate owned on December 31, 2003 was $0.

On December 31, 2004, the company’s ratio of nonaccrual loans to total loans was .05% compared to the
.15% reported in 2003. We continue to rank well ahead of peer banks in measurements of delinquency.
The company continues to acknowledge the weakness in local real estate markets, emphasizing strict
underwriting standards to minimize the negative impact of the current environment.

RESERVE TO TOTAL LOANS %

2000 2001 2002 2003 2004

ALLOWANCE FOR CREDIT LOSSES

The following table presents an allocation of the allowance for credit losses as of the end of each of the last five years (in thousands):

LOAN LOSS RESERVE ALLOCATION

December 31, 2004 December 31, 2003 December 31, 2002 December 31, 2001 December 31, 2000
Percentage Percentage Percentage Percentage Percentage
of Loans in of Loans in of Loans in of Loans in of Loans in
Each Category Each Category Each Category Each Category Each Category
Amount _to Total Loans | Amount to Total Loans Amount to Total Loans Amount to Total Loans Amount to Total Loans
Commercial and Financial $ 3,041 79% $ 4,449 76% $ 4,154 76% $ 1,577 72% $ 2,483 67%
Real Estate 44 3% - 53 4% 44 5% 138 7% 190 12%
Installment 272 18% 259 20% 210 19% 183 21% 98 21%
Unallocated 3,743 — 1,817 — 1,732 — 3,696 — 2,479 —
$ 7,100 100% $ 6,578 100% $ 6,140 100% $ 5594 100% $ 5,250 100%
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS Continued

While gap analysis is a general indicator of the potential effect that changing interest rates may have
on net interest income, the gap report has some limitations and does not present a complete picture
of interest rate sensitivity. First, changes in the general level of interest rates do not affect all categories
of assets and liabilities equally or simultaneously. Second, assumptions must be made to construct
a gap table. For example, non-maturity deposits are assigned a repricing interval based on internal
assumptions. Management can influence the actual repricing of these deposits independent of the
gap assumption. Third, the gap table represents a one-day position and cannot incorporate a changing
mix of assets and liabilities over time as interest rates change.

Because of the limitations of the gap reports, the company uses simulation modeling to project future
net interest income streams incorporating the current gap position, the forecasted balance sheet mix,
and the anticipated spread relationships between market rates and bank products under a variety of
interest rate scenarios.

The company’s interest sensitivity at December 31, 2004 was essentially neutral within reasonable
ranges; for example, an interest rate fluctuation of up or down 200 basis points would not be expected
to have a significant impact on net interest income.

INTEREST RATE GAP

The following schedule illustrates the company’s interest rate gap position as of December 31, 2004 which measures sensitivity to interest rate fluctuations for certain interest sensitivity periods.

Interest Rate Sensitivity Analysis
as of December 31, 2004
(in thousands)

Rate Sensitive

1to 90 91 to 180 181 to 365 1to5 Beyond Not Rate
Days Days Days Years 5 Years Sensitive Total
Commercial loans $ 350,837 $ 5134 $ 11,593 $ 95,520 $ 37,040 $ 0 $ 500,124
Mortgage loans 595 800 2,995 12,620 3,321 0 20,331
Installment loans 24,973 6,196 12,358 59,566 9,344 0 112,437
Total Loans 376,405 12,130 26,946 167,706 49,705 0 632,892
Securities — taxable 26,418 11,725 15,651 77,605 40,456 8,073 179,928
Securities — tax free 0 420 0 24,005 27,478 0 51,903
Total Securities 26,418 12,145 15,651 101,610 67,934 8,073 231,831
Interest-bearing deposits with banks 297 198 1,485 0 0 0 1,980
Federal funds sold 1,700 0 0 0 0 0 1,700
Total Money Market Assets 1,997 198 1,485 0 0 0 3,680
Total Earning Assets 404,820 24,473 44,082 269,316 117,639 8,073 868,403
Non-earning assets 0 Q 0 0 0 46,188 46,188
Allowance for credit losses 0 0 0 0 0 (7,100) (7,100)
Total Assets $ 404,820 $ 24,473 $ 44,082 $ 269,316 $ 117,639 $ 47,161 $ 907,491
Interest-bearing demand deposits $ 217,669 $ 0 $ 0 $ 0 $ 0 $ 0 $ 217,669
Savings deposits 85,630 574 789 0 0 0 86,993
Time deposits $100,000 and over 50,127 10,736 13,532 18,508 1,422 0 94,325
Other time deposits 34,947 27,933 49,914 87,983 13,291 0 214,068
Total Interest-Bearing Deposits 388,373 39,243 64,235 106,491 14,713 0 613,055
Borrowed funds and other interest-bearing liabilities 28,325 1,717 8,491 46,439 69,095 0 154,067
Total Interest-Bearing Liabilities 416,698 40,960 72,726 152,930 83,808 0 767,122
Demand deposits 0 0 0 0 0 58,658 58,658
Other liabilities 0 0 0 0 0 5,988 5,988
Stockholders’ equity 0 0 0 0 0 75,723 75,723
Total Liabilities and Stockholders’ Equity $ 416,698 $ 40,960 $ 72,726 $ 152,930 $ 83,808 $ 140,369 $ 907,491
Interest Rate Sensitivity Gap $ (11,878) $(16,487) $ (28,644) $ 116,386 $ 33,831 $ (93,208)
Cumulative Gap $ (11,878) $ (28,365) $ (57,009) $ 59377 $ 93,208

FIRST NATIONAL COMMUNITY BANCORP, INC. & SUBSIDIARIES ANNUAL REPORT 2004



153

Y007 1LYOd3A TYNNNY SFIIVIAISINS 2B "DONI ‘dIOINVE ALINAWWOD TYNOILYN 1Sdld

00T U 000'8E8' VS
PUE €00T Ul 000'5€9°T$ POOT V! 00O°0EOTS JO JUNOWE 33 Ut GTT SVAS JO 39943 23 Sapnpul,

%6TSE NESLE %S6'TY V/IN oney Moke] puapialg
%558 %CY8  %PE8 Y/N LOney s19ssy 03 Ainbg
%96'ET BST'ET %98°CI V/N ANNby uo unay
%CL'T  %ITT  %80°T V/N $)ASSY U0 Uy
%608  %TS8 %698 %00% oney aeroad [ 191,
%9501 %EY'OT  %STOI %00% Teaden) paseg-ysny [ 1aL],
%8BT %LFTT %TTII %008 rendesy paseg-ysny [E10],

00T €00¢ 00T wnuiuipy A1oje[nday

SOILVY TV.LIdVD

00E'6%5 $ 9L°€E9 § 189'8CL $ $195SY PRSI -[SIY [B10L

SYIY9 $ 189'CL & €6L°18 $ [E31de]) paseq-3ySiy [BI0L

S3SSO[ JIPaIDd 10] adUEMOI[E Jo uoniod a[qemo[|y
;Jenden I1 1911
fende [ 1a1], 1e30],

0PT'9 $ 859 $  00T°Z $

G008 $ €0199 $§  €69FL §

Kymba siapjoyareyg
‘[endeD a1y,

S008S $ €0199 $  €69%L $

00T €002 100¢

‘1€ I3quIada(g (spuesnoyy ur)

SISXTVNY TVLIdVD

"sone. [e3ided JOYlo pajoales pue Zo0Z PUT £00Z YO0T ‘1€
Jaquuadacg e [ended paseq-ysu s Auedwod ay) Fuipredar uonewiojur Juasaid sampads Juimof[oj ayJ,

'SUOIINIISUI [BIDURUY JO SSAUPUNOS pue A3ajes ay) aansu; djay 03 Aoenbape [eaides Guiunusiep
10 saurpping se sonel jerded wnwuiw payoads paquiosard saey santioyine L10jengal Sjustualels
[BIDUBUY Y] 0) €] JION] Ul PaqLIdsap A[[NJ alowl sy ‘spiepuels A10jemTai e yim Surd[durod swny swes
ay1 3e 3[Iym “ypmoad a1njny 10§ apiaoad 03 Yoiym wolj aseq JUIDYNS & JuIuIeIal d[1Ym SISP[OYaIRYS 0O}
uanjai a3enbape ue apiaoad 0y axe sfeod Guruueyd [endes jedidund s Auedwos ay 7 Ayjuoud Juswsfeuew e
2105103 s1 pue Auedwod ay3 Jo Aujiqeayoud pue Yimols panunuod ay) 0] [enusssa st aseq reyded Suons v

TVLIdVD

'301n0s Fuipung
[euonippe ue sapiaod osfe mopulA, JUNODSI(] dAIS3Y [BIapad] aYL Y3ingsnig Jo jueq UeoT SWOH
[B33P2ag 3Y1 J& puE syjueq Juapuodsaliod [212A3S T PAYSIL)Sa SAUT| JIPIId U0 molioq ued Auedwod aip
A[reuonippy ‘sjuswaaide aseyoandax Surpnpout ‘Aypmbiy jo saoanos enuaied 1ayio sey Aueduwod sy,

‘san|iqer Juireaq-1saIa)ul 110 PUE SPUNJ PAMOLIO] SSRISAR Ul 9SBAIDUI UOH[IW £]§ €
PUE $238041)190 oquun{ aJe1aA. UL 9SBAIDUL UOI|jIW S§ B Ynm pajuawaiddns sem syisodap aroo aeiane
Ul 958210Ul SIYT. '€00T Ul 5RIGAR UOI[IW §/H$ 9 WIOIJ ‘97T 10 "UOI[[IUI GG¢ JO 9SBAIOUL UR (0T Ul
uoyut ¢G4 paderaae “Anpmbi jo aoumos Arewd s Auedwod ayy Juasaxdal yorym ‘susodap 210D

‘saseipand A311ndas pue spaasoid ueoj Jo SISISUOD
SBIIAIIOR SULISIAUL UT PASTI SED BY ], "SJUSWIISIAUT PUB SUBO[ U0 PaAladal sjuawided 1sa10jut 03 suteyrad
sananoe Junelado 4q paplaoad spunj 9y ajIym SpUNj psmouloq pue s3isodap Ul $9STIDUT SOpNOUL

sanianoe Sudueuy Aq papiaoid smoy ysed ayJ, "uoljjiw 8 T0T$ PIZIjin sanianoe Sunsaaut aiym reak
ay3 Suunp sjuajeainba yseo pue yseo jo uoriw 1 1$ papiacid saiianoe Sunesado pue uoriu 4784
papiaoid sanianoe Juroueur] “UOTIW €€7$ JO [9A3] £00T ‘1€ 12quIada(] a1y} 0) paredwiod ‘uoriui g'61$
PajeIo] SHUI[BAINDS Ysed pue Ysed p00g ‘T€ 12quuada(] 1y 's1asse pinbry 1sow s Auedwod ay) are (pjos
SpuNy [I2Pa) PUE SHUE] UIOL) aNP pUe YSED) Sjuajealnba ysed pue ysey) “SJUSWIIWWIOD [eIdDUBULY J3YJO
199 0] SE [[9Mm Sk ‘S1aw0)snd Jisodap $31 Jo suswainbal AJLINJeU pUE [EMBIPYIM 3L PUE SI9WO0ISND
1paId s Auedwod 3y Jo spaau Suimolroq ay) [[Yinyg o) paimbai s1 Aypmnbi spaau mofj-ysed 531 199w
03 Ysed jo sjunowe JuadIyns aerausd o1 Auedwod ay) Jo Anjiqe ayl 01 s19Ja1 ANpmbip wid) ay .

ALIAINOIT

"9%0T uely 1018313 s1 ones [ejided paseq-ysi ay) se 3uoj
se aun Jo pourad 1ioys e 10§ sunaping Aotjod s Auedwod ay} puoiaq adueyd Lew anfea drwouoda Ay
‘310J019Y L, ‘Teatded paseq-s11 JO JXJU0D ) UM PamIIA UBL M SUIUBIU JSOW 31} S ON[BA DILIOUOD]

%9.L°€T %{(0L%T) A3mba Jo anfea o1wouoss ur 38ueyd JuadIag
“v—m_._ Je anjeAa Jwou0dy
%(86'L) %156 WIODUI 1$313)UT 33U U] 3FUeYD JUIDIA]
17 e sgutureq
00Z- SA.1LvVY 00¢ + S1.1Lvd

"S[PA3] 00T ‘T€ 10quiada 3} Wolj poLiad [iUOW-34[aM] B 1340
SurBueyp salel Jo 10959 ay) Sunenuwis Aq pado[aAdp 213M STUSWAAOW 2181 33 JO 10edWUT B, TUBISUOD
PAUIRLIAI 00T ‘1€ JaqUIada(] Je S[pad] A1iqer] Sulieaq-1sala)ul pue Jasse SUTuIea-)salalul Jey) paunsse
sISA[RUE STY] "an{eA DIWIOU0Dd Ul 9BUELD 31} PUE ‘LIODUT ISIIATUI AU UO SAIT JSIIJUT UT JUSAAOL
premumop 10 premdn jurod siseq gog & Jo 1oeduwnr paje[nuiis ayy satensnyi 3|qe} duimorjoj ayy,

‘orjes S Je sSUILLIEs, ) 1DTPRIIU0D ABLU OB STY) ‘SODUEBISUI SWOS Ul ‘JeY)
sazIu805a1 OV 2L [2POU UCHE[NULIS 31kl I1sa1a)ul 3y ul syutod siseq ooz + Jo Yooys ajel e Jurzinn
A[qauows onyes s1y) sautwexs ODTY dYL “sa1[Iqel] pue sjasse Jupsixa s, Auedwod ay) woiy smoy yseo
aanyny ay) jo anjea Juasatd 1au a3 Juipuy Aq s wiay-uo] aYy) saunseaw ysu 1e (Amba oropaod
10) aN{eA DIWIOUODY 133Ys d0Ue[eq Y3 UI SLI ULIS]-1I0YS B} $OINSEdW Uone[nwis st Je sdujurey

NS LV ANTVA DIWONODA

‘[opoOW uoneMIS BT 151U
ay3 w syutod siseq (OZ JO 2SLAIDIP PUR ISLEAIDUI UR JaPUN OLIBLIDIS dSED aseq & wolj ssfueyd awodul
SUILLIZIBP 03 s Je sFurures e s500] OO TV UL ‘(18] SBUIABS “a'T) $33B1 JOX}IBW Y)IMm A[SNO3UERINUIS
pue Ajjenba 9o11daa sanfIqel] pue $13sse [[B 10U Jey) S3ZIUF0Dal uonenWIs sy, ‘[[ej PUB 3L sajel
1521831 PNOYS SLUODUT JaU PUE SWIODUI 1$3.193U1 12U UT 98UEBYD 341 soInseaw uonenuls ysii Je sjurureq

JSTA LY SONIN

E |

s1a g3kl satajur ay) SurzAeue uaym uonisod [eyded paseq-ysi1 a1) 01 93]l Y10q MOY PUR ST I8
anjea dDIIOUODI, pue st je sSuluiea, uo Guisnooy 10j ajqisuodsal st OOYTY YL, 123s adUL[e( [[EIdA0
ayy ut s djed 1sa1)ul a3 Sunnseawr pue Fuidjuapt 1oy Surppow [euonippe sazinn Auedwod ayi
‘uomisod deg o11e1s 531 2ansedaw 03 aNUNUOD [[Im 11 YySnoyayy 'sisAjeue ded oriels puokaq 3aays aoueeq
ay unsi1 ajea Jsasanut oyl Juumseaw 10§ 3sIxa sjooy pazesnsiydos aow jeyy saziugooar Aueduiod ay |,

SNOLLVTNWIS MSTA LV ANTVA DINOWODT ANV MSIY LV SONINIYVI

panuiuodn SNOILVITIAO 40 SLTNASTY ANV NOLLIANOD TVIDNVNIL 4O SISATVNY ANV NOISSNDSIA S.LNAWIDVNVIN



32

MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS Continued

During 1999, the company implemented a Dividend Reinvestment Plan which has resulted in an influx
to capital of $7.4 million to date. The company also adopted stock option plans for directors and senior
officers. New capital generated from the exercise of stock options is $2.5 million at December 31,
2004. In November 2002, the company declared a 100% stock dividend which was payable January
31, 2003. As a result of this stock dividend, 2,603,838 new shares were issued on the payable date.
The company also paid a 100% stock dividend on September 30, 2004 which resulted in the issuance
of 5,423,425 new shares.

In 2004, regulatory capital increased $8.6 million comprised of a $5.4 million increase in retained
earnings after paying cash dividends of $3.9 million, a $2.1 million increase due to the company’s
dividend reinvestment plan and a $1.1 million increase due to the issuance of shares from the company’s
stock option plans. As of December 31, 2004, there were 8,111,410 shares of stock available for future
sale or stock dividends. The number of shareholders of record at December 31, 2004 was 1,246.
Quarterly market highs and lows, dividends paid and known market makers are highlighted in the
Investor Information section of this Annual Report. Refer to Note 13 to the financial statements for
further discussion of capital requirements and dividend limitations.

ECONOMIC CONDITIONS AND FORWARD OUTLOOK

Economic conditions affect financial institutions, as they do other businesses, in a number of ways.
Rising inflation affects all businesses through increased operating costs but affects banks primarily
through the manner in which they manage their interest sensitive assets and liabilities in a rising rate
environment. Economic recession can also have a material effect on financial institutions as the assets
and liabilities affected by a decrease in interest rates must be managed in a way that will maximize
the largest component of a bank’s income, that being net interest income. Recessionary periods may
also tend to decrease borrowing needs and increase the uncertainty inherent in the borrowers’ ability
to pay previously advanced loans. Additionally, reinvestment of investment portfolio maturities can
pose a problem as attractive rates are not as available. Management closely monitors the interest rate
risk of the balance sheet and the credit risk inherent in the loan portfolio in order to minimize the
effects of fluctuations caused by changes in general economic conditions.

STOCKHOLDERS' EQUITY

$ in millions

2000 2001 2002 2003 2004

While we are optimistic about the prospect of continued growth and earnings improvement, any
forward-looking statements by their nature are subject to assumptions, risks and uncertainties. Actual
results could vary from those implied for a variety of reasons including;

« A change in interest rates which is more immediate or more significant than anticipated.
« The demand for new loans and the ability of borrowers to repay outstanding debt.

+ The timing of expansion plans could be altered by forces beyond our control such as weather or
regulatory approvals.

+ Our ability to continue to attract new deposits from our marketplace to meet the daily liquidity
needs of the company.

As of this writing, the company was not aware of any pronouncements or legislation that would have
a material impact on the results of operations.

DIVIDENDS PER SHARE $

$0.36

$0.24
$0.22

2000 2001 2002 2003 2004
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CORPORATE PROFILE Continued

As of December 31, 2004, industry concentrations exist within the following eight industries. Loans
and lines of credit to each of these industries were as follows:

Amount % of Regulatory Capital
« Shopping Centers/Complexes $36,914,000 45%
« Hotels $33,510,000 41%
» Restaurants $29,827,000 36%
+ Land Subdivision $27,874,000 34%
» Automobile Dealers $24,818,000 30%
« Office Complexes/Units $21,292,000 26%
» General Government $20,797,000 25%
» (3as Stations $20,137,000 25%

First lien mortgages on the real estate and a diverse group of borrowers, including carefully selected
automobile dealers, provide security against undue risks in the portfolio.

COMPETITION

The bank is one of two financial institutions with principal offices in Dunmore. Primary competition
in the Lackawanna County market comes from numerous commercial banks and savings and loan
associations operating in the area. Our Luzerne County offices share many of the same competitors
we face in Lackawanna County as well as several banks and savings and loans that are not in our
Lackawanna County market. Deposit deregulation has intensified the competition for deposits among
banks in recent years. Additional competition is derived from credit unions, finance companies,
brokerage firms, insurance companies and retailers.

REGULATORY MATTERS

The company is subject to certain annual reporting requirements regarding its business operations.
As aregistered financial holding company under the Bank Holding Company Act of 1956, as amended,
the company is subject to the supervision and examination by the Federal Reserve Board.

The bank is subject to regulation and supervision by the Office of the Comptroller of the Currency,
which includes regular examinations of the bank’s records and operations. As a member of the Federal
Deposit Insurance Corporation (FDIC), the bank’s depositors’ accounts are insured up to $100,000
per ownership category. To obtain this protection for its depositors, the bank pays an assessment and
is subject to the regulations of the FDIC. The bank is also a member of the Federal Reserve System
and as such is subject to the rules promulgated by the Federal Reserve Board.

EMPLOYEES

As of December 31, 2004 the bank employed 264 persons, including 55 part-time employees.

DESCRIPTION OF PROPERTY

The company owns the principal operating office of the company and the following community offices
and Drive-In facilities of the bank:

Office Address

Main Office 102 East Drinker Street, Dunmore
Dickson City Office 934 Main Street, Dickson City
Scranton Office 419-421 Spruce Street, Scranton
Clarks Green Office 269 East Grove Street, Clarks Green
Nanticoke 194 South Market Street, Nanticoke
Hazleton 330-352 West Broad Street, Hazleton

The bank conducts the following branch operations from leased facilities:

Office Address

Fashion Mall Office 277 Scranton/Carbondale Highway, Scranton
Wilkes-Barre Office 23 West Market Street, Wilkes-Barre
Pittston Plaza Office 1700 North Township Boulevard, Pittston
Kingston Office 754 Wyoming Avenue, Kingston

Exeter Office 1625 Wyoming Avenue, Exeter

Daleville Office Route 502 & 435, Daleville

Plains Office 27 North River Road, Plains

Back Mountain Office 169 North Memorial Highway, Shavertown
Hanover Township Office 734 San Souci Parkway, Hanover Township
Route 315 Office 3 Old Boston Road, Pittston

The bank also leases a facility in Dunmore for back office operations and certain senior administrative
offices. As of December 31, 2004 the bank owned three other properties located in Dunmore and
a parcel of land in Marshalls Creek, Monroe Township. These properties are intended for future
expansion.
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FIRST NATIONAL COMMUNITY BANK OFFICERS

J. David Lombardi
President and
Chief Executive Officer

Gerard A. Champi
Executive Vice President
Retail Sales Division Manager

Thomas P. Tulaney
Executive Vice President
Commercial Sales Division Manager

Stephen J. Kavulich

First Senior Vice President

Loan Administration/
Compliance Division Manager

William S. Lance
First Senior Vice President
Finance Control Division Manager

James M. Bone, Jr.,, CPA
Senior Vice President
Administrative Services Division Manager

Robert J. Mancuso

Senior Vice President and Cashier

Facilities and Human Resources
Division Manager

Richard F. Post, Jr.
Senior Vice President
Loan Review Division Manager

Anthony J. Gabello, CPA
Senior Vice President
Credit and Branch Administrator

Brian C. Mahlstedt
Senior Vice President
Commercial Loan Officer

Salvatore A. Marchese
Senior Vice President
Indirect Lending Manager

Joseph P. Stupak, CFSA
Internal Auditor

Patrick J. Barrett
Vice President
Commercial Loan Officer

Joseph A. Castrogiovanni
Vice President
Assistant Comptroller

Cathy J. Conrad
Vice President
Credit Department Manager

Donna M. Czerw
Vice President
Branch Operations Specialist

Linda A. D’Amario
Vice President
Comptroller

Paul S. Dunda
Vice President
Information Services Manager

John P. Foley
Vice President
Commercial Loan Officer

Jonathan T. Grande
Vice President
Commercial Loan Officer

Robert F. Karoscik
Vice President
Community Office Manager

Thomas C. Lunney
Vice President
Property Manager

Louis M. Martarano
Vice President
Retail Sales Administrator

Anthony T. Rossi
Vice President
Collections Manager

Laurie M. Schwager
Vice President
Community Office Manager

Theresa M. Surma
Vice President
Electronic Banking Manager

James S. Worobey
Vice President
Commercial Loan Officer

Wendy A. Worobey
Vice President
M.LS. Manager

Marilyn K. Dolphin
Assistant Vice President
Community Office Manager

Eileen R. Farber-Bonk
Assistant Vice President
Community Office Manager

Michael J. Germano I
Assistant Vice President
Special Assets Officer

Christine A. Gresh
Assistant Vice President
Community Office Manager
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Nancy A. Jeffers
Assistant Vice President
Commercial Loan Officer

William E. Keating
Assistant Vice President
Community Office Manager

Lisa L. Kinney
Assistant Vice President
Indirect Lending Officer

Madolyn A. MacArthur
Assistant Vice President
Community Office Manager

Richard D. Padula
Assistant Vice President
Mortgage Loan Originator

Lucy E. Singer
Assistant Vice President
Community Office Manager

Jason A. Bohenek
Assistant Auditor

Germaine T. Helcoski, CRP
Assistant Auditor

Linda L. Matylewicz
Assistant Cashier
Employment Coordinator

Bernice A. Shipp
Assistant Cashier
Community Office Manager
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CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31, (in thousands, except per share data) 2004 2003 2002
INTEREST INCOME
Interest and fees on loans $ 32,982 $ 30738 $ 31,477
Interest and dividends on securities:
US. Treasury and government agencies 5,788 6,534 8,043
State and political subdivisions 2,524 2,853 2,734
Other securities 829 455 340
Total interest and dividends on securities 9,141 9,842 11,117
Interest on balances with financial institutions 44 82 138
Interest on federal funds sold 62 43 127
TOTAL INTEREST INCOME 42,229 40,705 42,859
INTEREST EXPENSE
Interest-bearing demand 1,605 1,097 1,750
Savings 599 599 799
Time ($100,000 and over) 2,102 2,199 2,750
Other time 6,125 7,278 9,414
Interest on borrowed funds 6,529 6,237 6,086
TOTAL INTEREST EXPENSE 16,960 17,410 20,799
Net interest income before provision for credit losses 25,269 23,295 22,060
Provision for credit losses 1,400 1,200 1,400
NET INTEREST INCOME AFTER PROVISION FOR CREDIT LOSSES 23,869 22,095 20,660
OTHER INCOME
Service charges 1,929 1,575 1,371
Net gain on the sale of securities 846 657 366
Net gain on the sale of loans 499 555 339
Net gain on the sale of other real estate 25 96 454
Other 1,490 1,301 1,146
TOTAL OTHER INCOME 4,789 4,184 3,676
OTHER EXPENSES
Salaries and employee benefits 8,692 7,641 6,990
Occupancy expense 1,556 1471 1,388
Equipment expense 1,257 1,193 1,161
Directors Fees 468 464 372
Advertising expense 650 575 604
Data processing expense 1,309 1,116 941
Bank shares tax 583 410 342
Other operating expenses 2,884 2,613 2,450
TOTAL OTHER EXPENSES 17,399 15483 14,248
INCOME BEFORE INCOME TAXES . 11,259 10,796 10,088
Provision for income taxes 1,996 2,159 2,063
NET INCOME $ 9,263 $ 8,637 $ 8,025
EARNINGS PER SHARE:
BASIC $ 0.86 $ 0.82 $ 0.78
DILUTED $ 0.83 $ 0.79 $ 0.75

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS EQUITY AND COMPREHENSIVE INCOME

For The Years Ended December 31, 2004, 2003 and 2002 (In thousands, except share data)

Accumulated
Additional Other
Comprehensive Common Stock Paid-In Retained Comprehensive
Income Shares Amount Capital Earnings Income (Loss) Total
BALANCES, DECEMBER 31, 2001 10,215,188 $ 12,768 $ 11,566 $ 26916 $ 536 $ 51,786
Comprehensive [ncome:
Net income for the year $ 8025 8,025 8,025
Other comprehensive income, net of tax:
Unrealized gain on securities
available-for-sale, net of deferred
income taxes of $2,216 3,936
Reclassification adjustment for gain
or loss included in income 366
Total other comprehensive gain, net of tax 4,302 4,302 4,302
Comprehensive Income $ 12,327
Cash dividends paid, $0.275 per share (2,832) (2,832)
Proceeds from issuance of Common Stock —
stock option plans 44,000 56 310 (42) 324
Proceeds from issuance of Common Stock
through dividend reinvestment 156,164 196 1,189 (147) 1,238
BALANCES, DECEMBER 31, 2002 10,415,352 $ 13,020 $ 13,065 $ 31,920 $ 4,838 $ 62,843
Comprehensive Income:
Net income for the year $ 8637 8,637 8,637
Other comprehensive income, net of tax:
Unrealized loss on securities available-for-sale,
net of deferred income tax benefit of $1,135 (2,860)
Reclassification adjustment for gain or loss
included in income 657
Total other comprehensive loss, net of tax (2,203) (2,203) (2,203)
Comprehensive Income $ 6,434
Cash dividends paid, $0.31 per share (3,267) (3,267)
Stock based compensation — Stock Option Plans 181 181
Proceeds from issuance of Common Stock —
stock option plans . 129,600 162 901 (81) 982
Proceeds from issuance of Common Stock through
dividend reinvestment 118,718 148 1,491 (74) 1,565
BALANCES, DECEMBER 31, 2003 10,663,670 $ 13,330 $ 15,638 $ 37,135 $ 2635 $ 68738
Comprehensive Income:
Net income for the year $ 9263 9,263 9,263
Other comprehensive income, net of tax:
Unrealized loss on securities available-for-sale,
net of deferred income tax benefit of $826 (2,451)
Reclassification adjustment for gain or loss
included in income 846
Total other comprehensive loss, net of tax (1,605) (1,605) (1,605)
Comprehensive Income $ 7,658
Cash dividends paid, $0.36 per share (3,885) (3,885)
Stock based compensation — Stock Option Plans 181 181
Proceeds from issuance of Common Stock —
stock option plans 119,500 149 883 61) 971
Proceeds from issuance of Common Stock
through dividend reinvestment 115,772 145 1,969 (54) 2,060
BALANCES, DECEMBER 31, 2004 10,898,942 $ 13,624 $ 18,671 $ 42398 $ 1,030 $ 75,723

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

BANK PREMISES AND EQUIPMENT

Bank premises and equipment are stated at cost less accumulated depreciation. Routine maintenance and
repair expenditures are expensed as incurred while significant expenditures are capitalized. Depreciation
expense is determined on the straight-line method over the following ranges of useful lives:

Buildings and improvements
Furniture, fixtures and equipment
Leasehold improvements

10 to 40 years
3to 15 years
5 to 30 years

ADVERTISING COSTS
Advertising costs are charged to operations in the year incurred and totaled $650,000, $575,000 and
$604,000 in 2004, 2003 and 2002, respectively.

INCOME TAXES

Deferred tax assets and liabilities are reflected at currently enacted income tax rates applicable to
the period in which the deferred tax assets or liabilities are expected to be realized or settled. As
changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through the
provision for income taxes.

The company and its subsidiaries file a consolidated Federal income tax return. Under tax sharing
agreements, each subsidiary provides for and settles income taxes with the company as if they would
have filed on a separate return basis.

CASH EQUIVALENTS
For purposes of reporting cash flows, cash equivalents include cash on hand, amounts due from banks,
and federal funds sold. Generally, federal funds are purchased and sold for one-day periods.

NET INCOME PER SHARE

Basic earnings per share have been computed by dividing net income (the numerator) by the
weighted-average number of common shares outstanding (the denominator) for the period. Such
shares amounted to 10,780,407 in 2004, 10,528,978 in 2003 and 10,296,251 in 2002.

Diluted earnings per share have been computed by dividing net income (the numerator) by the
weighted-average number of common shares and options outstanding (the denominator) for the
period. Such shares amounted to 11,172,587 in 2004, 10,987,190 in 2003 and 10,706,854 in 2002.

All share and per share information has been adjusted to reflect the retroactive effect of the 100%
stock dividends paid on September 30, 2004 and January 31, 2003.

STOCK-BASED COMPENSATION

AsofJanuary 1, 2003 the Company adopted SFAS No. 148, Accounting for Stock-Based Compensation
— Transition and Disclosure, an amendment to SFAS No. 123, to provide alternative methods of
transition for a voluntary change to the fair value based method of accounting for stock-based employee
compensation. The Company has elected to apply the prospective method as permitted by SFAS No.
148. Accordingly all options granted on and after January 1, 2003 are charged against income at their
fair value. Those issued prior to adoption are accounted for on the intrinsic method in accordance
with Accounting Principles Board Opinion (APB) No. 25. Refer to the table in Note 12 to the financial
statements illustrating the effect on the earnings for the three years presented.

BANK OWNED LIFE INSURANCE
Bank owned life insurance policies (BOLI) are carried at the cash surrender value of the underlying policies.
Income on the investments in the policies, net of insurance costs, is recorded as non-interest income.

SEGMENT REPORTING

In June 1997, the FASB issued SFAS No. 131, Disclosures about Segments of an Enterprise and
Related Information. SFAS No. 131 requires that public companies report certain information about
operating segments in complete sets of financial statements of the company and in condensed financial
statements of interim periods issued to shareholders. It also requires that public companies report
certain information about their products and services, the geographic areas in which they operate, and
their major customers. SFAS No. 131 applies to fiscal years beginning after December 15, 1997.

First National Community Bancorp, Inc. is a one bank holding company operating primarily in
northeastern Pennsylvania. The primary purpose of the company is the delivery of financial services
within its market by means of a branch network located in Lackawanna and Luzerne counties. Each
of the company’s entities are part of the same reporting segment, whose operating results are regularly
reviewed by management. Therefore, consolidated financial statements, as presented, fairly reflect
the operating results of the financial services segment of our business.

NEW FINANCIAL ACCOUNTING STANDARDS

In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities
(FIN 46), which establishes guidance for determining when an entity should consolidate another
entity that meets the definition of a variable interest entity. FIN 46 requires a variable interest entity
to be consolidated by a company if that company will absorb a majority of the expected losses, will
receive a majority of the expected residual returns, or both. Transferors to qualified special-purpose
entities (“QSPEs”) and certain other interests in a QSPE are not subject to the requirements of FIN
46. On December 17, 2003, the FASB revised FIN 46 (FIN 46R) and deferred the effective date of FIN
46 to no later than the end of the first reporting period that ends after March 15, 2004, however, for
special-purpose entities the Company would be required to apply FIN 46 as of December 31, 2003.
The Interpretation had no effect on the company’s consolidated financial statements.

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity. This statement provides new rules on the accounting
for certain financial instruments that, under previous guidance, issuers could account for as equity.
Such financial instruments include mandatorily redeemable shares, instruments that require the issuer
to buy back some of its shares in exchange for cash or other assets, or obligations that can be settled
with shares, the monetary value of which is fixed. Most of the guidance in SFAS No. 150 is effective
for financial instruments entered into or modified after May 31, 2003, and otherwise is effective at
the beginning of the first interim period beginning after June 30, 2003. This statement had no effect
on the company’s consolidated financial statements.

2. RESTRICTED CASH BALANCES:

The bank is required to maintain certain average reserve balances as established by the Federal Reserve
Bank. The amount of those reserve balances for the reserve computation period which included
December 31, 2004 was $75,000, which amount was satisfied through the restriction of vault cash.
In addition, the bank maintains compensating balances at correspondent banks, most of which are
not required, but are used to offset specific charges for services. At December 31, 2004, the amount
of these balances was $800,000.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

Gross proceeds from the sale of securities for the years ended December 31, 2004, 2003, and 2002 5. BANK PREMISES AND EQUIPMENT:
were $67,933,000, $51,282,000, and $40,088,000, respectively with the gross realized gains being
$1,152,000, $999,000, and $405,000, respectively, and gross realized losses being $306,000, $342,000, Bank premises and equipment are summarized as follows:

and $39,000, respectively.
(in thousands)

At December 31, 2004 and 2003, securities with a carrying amount of $132,900,000 and $76,692,000, 2004 2003
respectively, were pledged as collateral ta secure public deposits and for other purpases. Land $ 1,386 $ 1,386
Buildings 4,622 4,585
4. LOANS: Furniture, fixtures and equipment 7,867 6,380
Leasehold improvements 3,717 3,183
Major classifications of loans are summarized as follows: Total 17,592 15,534
(in thousands) Less accumulated depreciation 7,538 6,776
2004 2003 Net $ 10,054 $ 8758
Real estate loans, secured by residential properties $ 93,888 % 93,055
Real estate loans, secured by nonfarm, nonresidential properties 308,904 244,368 6. DEPOSITS:
Commercial and industrial loans 130,937 132,319
Loans to individuals for household, family and other personal expenditures 69,027 66,981 At December 31, 2004 time deposits including certificates of deposit and Individual Retirement
Loans to state and political subdivisions 29,774 21,734 Accounts have the scheduled maturities as follows:
All other loans, including overdrafts 362 318
Gross loans 632,892 558,775 (in thousands)
Less: Allowance for credit losses (7,100) (6,578) Time Deposits
Net loans $ 625,792 $ 552,197 $100,000 Other
and Over  Time Deposits Total
Changes in the allowance for credit losses were as follows: 2005 $ 7439 $ 111,813 § 186,207
44 (in thousands) 2006 6,462 38,709 45,171
2004 2003 2002 2007 6,823 31,704 38,527
Balance, beginning of year $ 6578 % 6,140 $ 5,594 2008 1,038 9,270 10,308
Recoveries credited to allowance 250 240 164 2009 and Thereafter 5,608 22,572 28,180
Provision for credit losses 1,400 1,200 1,400 Total $ 94,325 $ 214,068 $ 308,393
TOTAL 8,228 7,580 7,158
Losses charged to allowance 1,128 1,002 1,018 7. BORROWED FUNDS:
Balance, end of year $ 7,100 $ 6578 $ 6140

Borrowed funds at December 31, 2004 and 2003 include the following (in thousands):
Information concerning the bank’s recorded investment in nonaccrual and restructured loans

is as follows: 2004 2003
(in thousands) Treasury Tax and Loan Demand Note $ 325 $ 324
2004 2003 Borrowings under Lines of Credit 153,742 140,097

Nonaccrual loans Total $ 154,067 $ 140,421

Impaired $ 0 $ 0

Other 303 844 During 2004, the average outstanding balance on these credit lines amounted to $1,774,000 and the
Restructured loans 0 0 average rate paid in 2004 was 1.42%.

Total $ 303 $ 844

The interest income that would have been earned in 2004, 2003 and 2002 on nonaccrual and
restructured loans outstanding at December 31, 2004, 2003 and 2002 in accordance with their original
terms approximated $42,000, $65,000 and $4,000. The interest income actually realized on such loans
in 2004, 2003 and 2002 approximated $13,000, $15,000 and $0. As of December 31, 2004, there were
no outstanding commitments to lend additional funds to borrowers of impaired, restructured or
nonaccrual loans.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

11. COMMITMENTS:

(a) Leases:

At December 31, 2004, the company was obligated under certain noncancelable operating leases with
initial or remaining terms of one year or more. Minimum future obligations under noncancelable
operating leases in effect at December 31, 2004 are as follows (in thousands):

FACILITIES EQUIPMENT
2005 $ 413 $ 102
2006 258 79
2007 247 66
2008 174 28
2009 and thereafter 197 4
Total $ 1,289 $ 279

Total rental expense under operating leases amounted to $540,000 in 2004, $490,000 in 2003, and
$492,000 in 2002.

(b) Financial Instruments with Off-Balance Sheet Risk:

The bank is a party to financial instruments with off-balance sheet risk in the normal course of business
to meet the financing needs of its customers. Such financial instruments include commitments to
extend credit and standby letters of credit which involve varying degrees of credit, interest rate or
liquidity risk in excess of the amount recognized in the balance sheet. The bank’s exposure to credit
loss from nonperformance by the other party to the financial instruments for commitments to extend
credit and standby letters of credit is represented by the contractual amount of those instruments.

Financial instruments whose contract amounts represent credit risk at December 31 are as follows
(in thousands):

2004 2003
Commitments to extend credit $ 131,320 $ 103,987
Standby letters of credit 39,812 35,668

Commitments to extend credit are agreements to lend to customers in accordance with contractual
provisions. These commitments usually are for specific periods or contain termination clauses and may
require the payment of a fee. The total amounts of unused commitments do not necessarily represent
future cash requirements, in that commitments often expire without being drawn upon.

Letters of credit and financial guarantees are agreements whereby the company guarantees the
performance of a customer to a third party. Collateral may be required to support letters of credit
in accordance with management'’s evaluation of the creditworthiness of each customer. The credit
exposure assumed in issuing letters of credit is essentially equal to that in other lending activities.

Outstanding commitments to extend credit and standby letters of credit issued to or on behalf of
related parties amounted to $11,833,000 and $10,824,000 and $2,076,000 and $362,000 at December
31, 2004 and 2003, respectively.

(c) Concentration of Credit Risk:

Cash Concentrations: The bank maintains cash balances at several correspondent banks. The aggregate
cash balances represent federal funds sold of $1,700,000 and $0; and due from bank accounts in excess
of the limit covered by the Federal Deposit Insurance Corporation amounting to $500,000 and $944,000
as of December 31, 2004 and 2003, respectively.

Loan Concentrations: At December 31, 2004, 43% of the bank’s commercial loan portfolio was
concentrated in loans in the following eight industries. Substantially all of these loans are secured by
first mortgages on commercial properties. Floor plan loans to automobile dealers are secured by a
first lien security interest in the vehicle inventories of the dealer.

In thousands %
« Shopping Centers/Complexes $ 36419 7.3%
« Hotels 33,510 6.7
+ Restaurants 29,827 6.0
« Land Subdivision 27,874 5.6
« Automobile Dealers 24,818 5.0
+ Office Complexes/Units 21,292 43
» General Government 20,797 4.1
» Gas Stations 20,137 4.0

(d) Other:

The company is also a party to routine litigation involving various aspects of its business, none of which,
in the opinion of management and its legal counsel, is expected to have a material adverse impact on
the consolidated financial condition, results of operations or liquidity of the company.

12. STOCK OPTION PLANS:

On August 30, 2000, the Corporation’s board of directors adopted an Employee Stock Incentive
Plan in which options may be granted to key officers and other employees of the Corporation. The
aggregate number of shares which may be issued upon exercise of the options under the plan cannot
exceed 800,000 shares. Options and rights granted under the plan may be exercised six months after
the date the options are awarded and expire ten years after the award date.

The board of directors also adopted on August 30, 2000, the Independent Directors Stock Option
Plan for members of the corporation’s board of directors who are not officers or employees of the
corporation or its subsidiaries. The aggregate number of shares issuable under the plan cannot exceed
400,000 shares and are exercisable six months from the date the awards are granted for a period of
three years.

During the first quarter of calendar 2003, the company adopted the fair value recognition provisions
of FASB Statement No. 123, Accounting for Stock-Based Compensation, for stock-based employee
compensation, effective as of January 1, 2003. Under the prospective method of adoption selected
by the company, stock-based compensation cost will be recognized using the fair value method for
all awards granted, modified or settled on or after that effective date.

Prior to 2003, the Company measured stock compensation cost using the intrinsic value method
of accounting prescribed by APB Opinion No. 25, Accounting for Stock Issued to Employees, and
related interpretations. Accordingly, no compensation cost was recognized for stock option awards
granted in 2002. The following table illustrates the effect on net income (in thousands) and earnings
per share if the fair value based method had been applied to awards made in 2004, 2003 and 2002
consistent with the provisions of SFAS No. 123.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Continued

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes: Action Provisions:
(in thousands) Amount  Ratio Amount  Ratio  Amount  Ratio

As of December 31, 2004:
Total Capital

(to Risk Weighted Assets)
Tier [ Capital

(to Risk Weighted Assets)
Tier I Capital

(to Average Assets)

$81,793 11.22% 2$58,294 =8.0% 2$72,868 210.0%
$74,693 10.25% >$29,147 24.0% =2$43,721 26.0%
$74,693 8.69% 2$34,369 24.0% 2%$42,961 25.0%

As of December 31, 2003:
Total Capital

(to Risk Weighted Assets)
Tier 1 Capital

(to Risk Weighted Assets)
Tier I Capital

(to Average Assets)

$72,681 1147%  =$50,701 =8.0% =2%$63,376 =10.0%
$66,103  1043%  2$25350 =24.0% =2$38,026  26.0%
$66,103 8.52%  =$31,037 =24.0% =2$38,797 >5.0%

Banking regulations also limit the amount of dividends that may be paid without prior approval of
the bank’s regulatory agency. Retained earnings against which dividends may be paid without prior
approval of the federal banking regulators amounted to $19,826,000 at December 31, 2004, subject
to the minimum capital ratio requirements noted above.

14. DISCLOSURES ABOUT FAIR VALUE OF FINANCJIAL INSTRUMENTS:

Statement of Financial Accounting Standards No. 107 Disclosures about Fair Value of Financial
Instruments, (SFAS 107) requires annual disclosure of estimated fair value of on-and off-balance
sheet financial instruments.

The following methods and assumptions were used to estimate the fair value of each class of financial
instruments for which it is practicable to estimate that value:

Cash and short-term investments:
Cash and short-term investments include cash on hand, amounts due from banks, and federal funds
sold. For these short-term instruments, the carrying amount is a reasonable estimate of fair value.

Interest-bearing balances with financial institutions:
The fair value of these financial instruments is estimated using rates currently available for investments
of similar maturities.

Securities:

For securities held for investment purposes, the fair values have been individually determined based
on currently quoted market prices. If a quoted market price is not available, fair value is estimated
using quoted market prices for similar securities.

Loans:

The fair value of loans has been estimated by discounting the future cash flows using the current
rates which similar loans would be made to borrowers with similar credit ratings and for the same
remaining maturities.

Deposits:

The fair value of demand deposits, savings deposits, and certain money market deposits is the amount
payable on demand at the reporting date. The fair value of fixed-maturity certificates of deposit is
estimated using the rates currently offered for deposits of similar remaining maturities.

Borrowed funds:
Rates currently available to the bank for debt with similar terms and remaining maturities are used
to estimate fair value of existing debt.

Commitments to extend credit and standby letters of credit:

The fair value of commitments is estimated using the fees currently charged to enter into
similar agreements, taking into account the remaining terms of the agreements and the present
creditworthiness of the counterparties. For fixed-rate loan commitments, fair value also considers the
difference between current levels of interest rates and the committed rates. The fair value of letters of
credit is based on fees currently charged for similar agreements or on the estimated cost to terminate
them or otherwise settle the obligations with the counterparties at the reporting date.

'The estimated fair values of the bank’s financial instruments (in thousands) are as follows:

December 31, 2004
Carrying Fair
Value Value

FINANCIAL ASSETS

Cash and short term investments $ 15,353 $ 15,353

Interest-bearing balances with financial institutions 1,980 1,975

Securities 231,831 231,887

Gross Loans 632,892 632,989
FINANCIAL LIABILITIES

Deposits $ 671,713 $672,030

Borrowed funds 154,067 156,541
OFF-BALANCE SHEET FINANCIAL INSTRUMENTS

Commitments to extend credit and standby letters of credit  $ 0 $ 322

December 31, 2003

Carrying Fair
Value Value

FINANCIAL ASSETS

Cash and short term investments $ 23290 $ 23290

Interest-bearing balances with financial institutions 2,673 2,672

Securities 211,353 211,380

Gross Loans 558,775 565,310
FINANCIAL LIABILITIES

Deposits $ 602,069 $ 603,976

Borrowed funds 140,421 148,910
OFF-BALANCE SHEET FINANCIAL INSTRUMENTS

Commitments to extend credit and standby letters of credit ~ $ 0 $ 280

FIRST NATIONAL COMMUNITY BANCORP, INC. & SUBSIDIARIES ANNUAL REPORT 2004
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

UOO DEMETRIUS & COMPANY, L.L.C.

CERTIFIED PUBLIC ACCOUNTANTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of First National Community Bancorp, Inc.

We have audited the accompanying consolidated balance sheets of First National Community Bancorp, Inc. as of December 31, 2004 and 2003, and the
related consolidated statements of income, changes in stockholders’ equity and comprehensive income, and cash flows for each of the three years in the
period ended December 31, 2004. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of First National
Community Bancorp, Inc. as of December 31, 2004 and 2003, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2004, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effectiveness of First
National Community Bancorp, Inc.’s internal control over financial reporting as of December 31, 2004, based on criteria established in Internal Control-
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO0), and our report dated January 21, 2005
expressed an unqualified opinion on management’s assessment of internal control over financial reporting and an unqualified opinion on the effectiveness
of internal control over financial reporting.

@@&F&NK&M Q\&xﬁ.@ y A48,

DEMETRIUS & COMPANY, L.L.C.

Wayne, New Jersey
January 21, 2005

Wayne Interchange Plaza Il 155 Route 46 West Wayne, New Jersey 07470-6831
Telephone: 973-812-0100 Fax: 973-812-0750 www.demetrius-lic.com

MEMBER FIRM OF THE PCPS AND SECPS OF THE AICPA
MEMBER OF DCO INTERNATIONAL L.L.C.

FIRST NATIONAL COMMUNITY BANCORP, INC. & SUBSIDIARIES ANNUAL REPORT 2004
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

DOO DEMETRIUS & COMPANY, L.L.C.

CERTIFIED PUBLIC ACCOUNTANTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stackholders of First National Community Bancorp, Inc.

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control Over Financial Reporting, that First National Community Bancorp, Inc. maintained
effective internal contro! over financial reporting as of December 31, 2004, based on criteria established in /nternal Contro/— Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSOQ). First National Community Bancorp, Inc.’s management is responsible for maintaining effective internal control over financial reporting and for its assessment
of the effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the company’s Internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal contro! over
financial reporting, evaluating management's assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedeures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use,
or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitation, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that First National Community Bancorp, Inc. maintained effective internal control over financial reporting as of December 31, 2004, is fairly stated, in all mate-
rial respects, based on criteria established in /nternal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Also in our opinion,
First National Community Bancorp, Inc. maintained, in all respects, effective internal control over financial reporting as of December 31, 2004, based on criteria established in /nternal Contro/—Inte-
grated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance sheets and the related consolidated statements
of income, stockholders’ equity and comprehensive income, and cash flows of First National Community Bancorp, Inc., and our report dated January 21, 2005 expressed an unqualified opinion.

bisnitnai, U rosusey , 4:4.€.

DEMETRIUS & COMPANY, LL.C.

Wayne, New Jersey Wayne Interchange Plaza Il 155 Route 46 West Wayne, New Jersey 07470-6831
January 21, 2005 Tetephone: 973-812-0100 Fax: 973-812-0750 www.demetrius-lic.com

MEMBER FIRM OF THE PCPS AND SECPS OF THE AICPA
MEMBER OF DCO INTERNATIONAL L.L.C.

FIRST NATIONAL COMMUNITY BANCORP, INC. & SUBSIDIARIES ANNUAL REPORT 2004
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