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FIRST NATIONAL COMMUNITY BANCORP, INC.

PART1
Item 1. Business.
CORPORATE PROFILE

The Business of First National Community Bancorp, Inc.

THE COMPANY

First National Community Bancorp, Inc. (the “company”) is a Pennsylvania business, incorporated in 1997 and is registered as a financial holding
company under the Bank Holding Company Act of 1956, as amended. The company became an active bank holding company on July 1, 1998
when it acquired ownership of First National Community Bank (the "bank"). On November 2, 2000, the Federal Reserve Bank of Philadelphia
approved the company’s application to change its status to a financial holding company as a complement to the company’s strategic objective. The
bank is a wholly-owned subsidiary of the company.

The company’s primary activity consists of owning and operating the bank, which provides customary retail and commercial banking services to
individuals and businesses. The bank provides practically all of the company’s earnings as a result of its banking services.

THE BANK

The bank was established as a national banking association in 1910 as "The First National Bank of Dunmore." Based upon shareholder approval
received at a Special Shareholders' Meeting held October 27, 1987, the bank changed its name to "First National Community Bank" effective
March 1, 1988. The bank's operations are conducted from offices located in Lackawanna, Luzerne, Wayne and Monroe Counties, Pennsylvania:

Office Date Opened
Main October 1910
Scranton September 1980
Dickson City December 1984
Keyser Village (formerly Fashion Mall) April 2008
Wilkes-Barre July 1993
Pittston Plaza April 1995
Kingston August 1996
Exeter November 1998
Daleville April 2000
Plains June 2000
Back Mountain October 2000
Clarks Green October 2001
Hanover Township January 2002
Nanticoke April 2002
Hazleton October 2003
Route 315 February 2004
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Honesdale November 2006
Stroudsburg May 2007
Honesdale Route 6 October 2007
Marshalls Creek May 2008

The bank provides many commercial banking services to individuals and businesses including Image Checking and E-Statement. Deposit
products include standard checking, savings and certificate of deposit products, as well as a variety of preferred products for higher balance
customers. The bank also participates in the Certificate of Deposit Account Registry program which allows customers to secure FDIC insurance
on balances in excess of the standard limitations. Consumer loans include both secured and unsecured installment loans, fixed and variable rate
mortgages, jumbo mortgages, home equity term loans and lines of credit and "Instant Money" overdraft protection loans. Additionally, the bank
is also in the business of underwriting indirect auto loans which are originated through various auto dealers in northeastern Pennsylvania and
dealer floor plan loans. VISA personal credit cards are available through the bank, as well as the FNCB Check Card which allows customers to
access their checking account at any retail location that accepts VISA and serves the dual purpose of an ATM card. In the commercial lending
field, the bank offers demand
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and term loans, either secured or unsecured, letters of credit, working capital loans, accounts receivable, inventory or equipment financing loans,
and commercial mortgages. In addition, the bank offers MasterCard, VISA processing services and Remote Deposit Capture to its commercial
customers, as well as our Cash Management service which can be accessed through FNCBusiness Online, which is Internet based. FNCBusiness
Online is a menu driven product that allows our business customers to have direct access to their account information and the ability to perform
internal and external transfers and process Direct Deposit payroll transactions for employees, 24 hours a day, 7 days a week, from their place of
business. Asset management services are conveniently available at FNCB through FNCB Investment Services. As a result of the bank’s
partnership with FNCB Investment Services, our customers are able to access alternative products such as mutual funds, annuities, stock and
bond purchases, etc. directly from our FNCB Investment Services representatives. The bank also offers customers the convenience of 24-hour
banking, seven days a week, through FNCB Online and its Bill Payment service via the Internet and its ATM network. Automated teller
machines are available at the following locations:

Community Offices Remote Locations

Dunmore Petro Truck Stop, 98 Grove St., Dupont

Scranton Bill’s Shoprite Supermarket, Rt. 502, Daleville
Dickson City Joe’s Kwik Mart, 620 N. Blakely St., Dunmore
Keyser Village Joe’s Kwik Mart, Rts 940 and I-380, Pocono Summit
Wilkes-Barre Joe’s Kwik Mart, 303 Route 315, Dupont

Pittston 107 Woodland Road, Mt. Pocono

Kingston Pocono Village Mall, Mt. Pocono

Exeter Cooper's Seafood, 701 N. Washington Ave., Scranton
Daleville

Plains

Back Mountain
Clarks Green
Hanover Township
Nanticoke
Hazleton

Route 315
Honesdale
Stroudsburg
Honesdale Route 6
Marshalls Creek

Additionally, to further enhance 24-hour banking services, Telephone Banking (Account Link), Loan by Phone, and Mortgage Link are available
to customers. These services provide consumers the ability to access account information, perform related account transfers, and apply for a loan
through the use of a touch tone telephone. Also, in our efforts to continually provide consumers the best possible service, the bank implemented
in 2004 a Bounce Protection service which provides consumers with an added level of protection against unanticipated cash flow emergencies
and account reconciliation errors.

As of December 31, 2008 industry concentrations exist within the following four industries. Loans and lines of credit to each of these industries
were as follows:

% of
Regulatory
Amount Capital
Land Subdivision $89,040,000 70%
Shopping Centers/Complexes $41,404,000 33%
Hotels $36,260,000 29%
Solid Waste Landfills Industry $35,132,000 28%
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First lien mortgages on the real estate and a diverse group of borrowers 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
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banks and savings and loans that are not in our Lackawanna County market. In 2006, the bank entered the Wayne County market. Competition
for loan and deposit relationships is primarily with three banks headquartered in Wayne County as well as other institutions located within the
market. In 2007, the bank ventured into Monroe County with its first office in Stroudsburg and added a second office in Marshalls Creek in
2008. Competition in Monroe County comes from many of the same competitors we face in the other markets as well as other institutions
headquartered in that area. 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.

SUPERVISION AND REGULATION

The company is subject to the Securities Exchange Act of 1934 (1934 Act”) and must file quarterly and annual reports with the U.S. Securities
and Exchange Commission regarding its business operations. As a registered 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. With the passage of legislation to foster economic recovery and ease consumer concerns, as a member of the
Federal Deposit Insurance Corporation (FDIC), the bank's depositors' accounts are insured up to $250,000 per ownership category until
December 31, 2009. Individual Retirement Accounts (IRA's) are insured up to $250,000 permanently. This substantive change is designed to
bolster consumer confidence in the safety of their money in banks and in the strength of the banking system. 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.

During 2008, the United States government responded to the financial crisis with programs designed to strengthen the financial system and
provide the liquidity necessary to allow banks to continue to serve their customers. The Troubled Asset Relief Program (TARP) was designed to
inject capital into banks who would then have liquidity to better manage their business. Inclusion in the program carried restrictions on the
participating financial institution. The bank reviewed the merits of the program, but ultimately decided not to participate in TARP. The
Temporary Liquidity Guarantee Program (TLGP) was designed to provide unlimited FDIC insurance coverage on certain categories of deposits
until December 31, 2009. In order to provide the coverage for its customers, the bank agreed to pay increased insurance premiums. For the
benefit of our customers, First National Community Bank elected to participate in the TLGP.

Financial Services Modernization Legislation. - In November 1999, the Gramm-Leach-Bliley Act of 1999, or the GLB, was enacted. The GLB
repeals provisions of the Glass-Steagall Act which restricted the affiliation of Federal Reserve member banks with firms “engaged principally” in
specified securities activities, and which restricted officer, director or employee interlocks between a member bank and any company or person
“primarily engaged” in specified securities activities.

In addition, the GLB also contains provisions that expressly preempt any state law restricting the establishment of financial affiliations,

primarily related to insurance. The general effect of the law is to establish a comprehensive framework to permit affiliations among commercial
banks, insurance companies, securities firms and other financial service providers by revising and expanding the Bank Holding Company Act
framework to permit a holding company to engage in a full range of financial activities through a new entity known as a “financial holding
company.” “Financial activities” is broadly defined to include not only banking, insurance and securities activities, but also merchant banking and
additional activities that the Federal Reserve Board, in consultation with the Secretary of the Treasury, determines to be financial in nature,
incidental to such financial activities or complementary activities that do not pose a substantial risk to the safety and soundness of depository
institutions or the financial system generally.

The GLB also permits national banks to engage in expanded activities through the formation of financial subsidiaries. A national bank may have
a subsidiary engaged in any activity authorized for national banks directly or any financial activity, except for insurance underwriting, insurance
investments, real estate investment or development, or merchant banking, which may only be conducted through a subsidiary of a financial
holding company. Financial activities include all activities permitted under new sections of the Bank Holding Company Act or permitted by
regulation.
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To the extent that the GLB permits banks, securities firms and insurance companies to affiliate, the financial services industry may experience
further consolidation. The GLB is intended to grant to community banks certain powers as a matter of right that larger institutions have
accumulated on an ad hoc basis and which unitary savings and loan holding companies already possess. Nevertheless, the GLB may have the
result of
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increasing the amount of competition that First National Community Bancorp, Inc. faces from larger institutions and other types of companies
offering financial products, many of which may have substantially more financial resources than First National Community Bancorp, Inc. has.

USA Patriot Act of 2001- In October 2001, the USA Patriot Act of 2001 was enacted in response to the terrorist attacks in New York,
Pennsylvania and Washington D.C. which occurred on September 11, 2001. The Patriot Act is intended to strengthen U.S. law enforcement’s and
the intelligence communities’ abilities to work cohesively to combat terrorism on a variety of fronts. The potential impact of the Patriot Act on
financial institutions of all kinds is significant and wide ranging. The Patriot Act contains sweeping anti-money laundering and financial
transparency laws and imposes various regulations, including standards for verifying client identification at account opening, and rules to
promote cooperation among financial institutions, regulators and law enforcement entities in identifying parties that may be involved in

terrorism or money laundering.

IMLAFATA - As part of the USA Patriot Act, Congress adopted the International Money Laundering Abatement and Financial Anti-Terrorism
Act of 2001 (IMLAFATA). IMLAFATA amended the Bank Secrecy Act and adopted certain additional measures that increase the obligation of
financial institutions, including First National Community Bancorp, Inc., to identify their customers, watch for and report upon suspicious
transactions, respond to requests for information by federal banking regulatory authorities and law enforcement agencies, and share information
with other financial institutions. The Secretary of the Treasury has adopted several regulations to implement these provisions. First National
Community Bancorp, Inc. is also barred from dealing with foreign “shell” banks. In addition, IMLAFATA expands the circumstances under which
funds in a bank account may be forfeited. IMLAFATA also amended the BHC Act and the Bank Merger Act to require the federal banking
regulatory authorities to consider the effectiveness of a financial institution’s anti-money laundering activities when reviewing an application to
expand operations. First National Community Bancorp, Inc. has in place a Bank Secrecy Act compliance program.

Sarbanes-Oxley Act of 2002 - In 2002, the Sarbanes-Oxley Act (the “Act”) became law. The stated goals of the Act are to increase corporate
responsibility, to provide for enhanced penalties for accounting and auditing improprieties at publicly traded companies and to protect investors
by improving the accuracy and reliability of corporate disclosures pursuant to the securities laws.

The Act is the most far-reaching U.S. securities legislation enacted in decades. The Act generally applies to all companies, both U.S. and
non-U.S., that file or are required to file periodic reports with the Securities and Exchange Commission (the “SEC”) under the Securities Exchange
Act of 1934. Due to the SEC’s extensive role in implementing rules relating to many of the Act’s new requirements, the final scope of these
requirements remains to be determined.

The Act includes very specific additional disclosure requirements and new corporate governance rules, requires the SEC and securities
exchanges to adopt extensive additional disclosure, corporate governance and other related rules and mandates further studies of certain issues
by the SEC. The Act represents significant federal involvement in matters traditionally left to state regulatory systems, such as the regulation of
the accounting profession, and to state corporate law, such as the relationship between a board of directors and management and between a board
of directors and its committees.

The Act addresses, among other matters:
* audit committees for all reporting companies;
» certification of financial statements by the chief executive officer and the chief financial officer;
» the forfeiture of bonuses or other incentive-based compensation and profits from the sale of an issuer’s securities by

directors and senior officers in the twelve month period following initial publication of any financial statements that later
require restatement;
* aprohibition on insider trading during pension plan black out periods;

» disclosure of off-balance sheet transactions;

11
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¢ aprohibition on personal loans to directors and officers; expedited filing requirements for Form 4’s;

¢ disclosure of a code of ethics and filing a Form 8-K for a change or waiver of such code;
¢ ‘“real time” filing of periodic reports;

¢ the formation of a public accounting oversight board;

¢ auditor independence; and

* various increased criminal penalties for violations of securities laws.

The SEC was delegated the task of enacting rules to implement various provisions with respect to, among other matters, disclosure in periodic
filings pursuant to the Exchange Act.

Regulation W - Transactions between a bank and its “affiliates” are quantitatively and qualitatively restricted under the Federal Reserve Act. The
Federal Deposit Insurance Act applies Sections 23A and 23B to insured nonmember banks in the same manner and to the same extent as if they
were members of the Federal Reserve System. The Federal Reserve Board has also issued Regulation W, which codifies prior regulations under
Sections 23A and 23B of the Federal Reserve Act and interpretative guidance with respect to affiliate transactions. Regulation W incorporates
the exemption from the affiliate transaction rules but expands the exemption to cover the purchase of any type of loan or extension of credit from
an affiliate. Affiliates of a bank include, among other entities, the bank’s holding company and companies that are under common control with
the bank. First National Community Bancorp, Inc. is considered to be an affiliate of First National Community Bank. In general, subject to
certain specified exemptions, a bank or its subsidiaries are limited in their ability to engage in “covered transactions” with affiliates:

. to an amount equal to 10% of the bank’s capital and surplus, in the case of covered transactions with any

one affiliate; and
. to an amount equal to 20% of the bank’s capital and surplus, in the case of covered transactions with all affiliates.

In addition, a bank and its subsidiaries may engage in covered transactions and other specified transactions only on terms and under
circumstances that are substantially the same, or at least as favorable to the bank or its subsidiary, as those prevailing at the time for comparable
transactions with nonaffiliated companies. A “covered transaction” includes:

. a loan or extension of credit to an affiliate;

. a purchase of, or an investment in, securities issued by an affiliate;

. a purchase of assets from an affiliate, with some exceptions;

. the acceptance of securities issued by an affiliate as collateral for a loan or extension of credit to any party; and
. the issuance of a guarantee, acceptance or letter of credit on behalf of an affiliate.

In addition, under Regulation W:

. a bank and its subsidiaries may not purchase a low-quality asset from an affiliate;

. covered transactions and other specified transactions between a bank or its subsidiaries and an affiliate must be on terms and
conditions that are consistent with safe and sound banking practices; and

. with some exceptions, each loan or extension of credit by a bank to an affiliate must be secured by collateral with a market value

ranging from 100% to 130%, depending on the type of collateral, of the amount of the loan or extension of credit.
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Regulation W generally excludes all non-bank and non-savings association subsidiaries of banks from treatment as affiliates, except to the extent
that the Federal Reserve Board decides to treat these subsidiaries as affiliates.

Concurrently with the adoption of Regulation W, the Federal Reserve Board has proposed a regulation which would further limit the amount of
loans that could be purchased by a bank from an affiliate to not more than 100% of the bank’s capital and surplus.

The global and U.S. economies are experiencing significantly reduced business activity as a result of, among other factors, disruptions in the
financial system during the past year. Dramatic declines in the housing market during the past year, with falling home prices and increasing
foreclosures and unemployment, have resulted in significant write-downs of asset values by financial institutions, including
government-sponsored entities and major commercial and investment banks. These write-downs, initially of mortgage-backed securities but
spreading to credit default swaps and other derivative securities have caused many financial institutions to seek additional capital, to merge with
larger and stronger institutions and, in some cases, to fail.

Reflecting concern about the stability of the financial markets generally and the strength of counterparties, many lenders and institutional
investors have reduced, and in some cases, ceased to provide funding to borrowers, including other financial institutions. The availability of
credit, confidence in the financial sector, and level of volatility in the financial markets have been significantly adversely affected as a result. In
recent weeks, volatility and disruption in the capital and credit markets has reached unprecedented levels. In some cases, the markets have
produced downward pressure on stock prices and credit capacity for certain issuers without regard to those issuers’ underlying financial strength.

In response to the financial crises affecting the banking system and financial markets and going concern threats to investment banks and other
financial institutions, on October 3, 2008, the Emergency Economic Stabilization Act of 2008 (the “EESA”) was signed into law. Pursuant to the
EESA, the U.S. Treasury will have the authority to, among other things, purchase up to $700 billion of mortgages, mortgage-backed securities
and certain other financial instruments from financial institutions for the purpose of stabilizing and providing liquidity to the U.S. financial
markets. The EESA included a provision for a temporary increase in FDIC insurance from $100,000 to $250,000 per depositor through
December 31, 2009.

On October 14, 2008, Secretary Paulson, after consulting with the Federal Reserve and the FDIC, announced that the Department of the
Treasury will purchase equity stakes in a wide variety of banks and thrifts. Under this program, known as the Troubled Asset Relief Program
(“TARP”) Capital Purchase Program, from the $700 billion authorized by the EESA, the Treasury will make $250 billion of capital available to
U.S. financial institutions in the form of preferred stock. In conjunction with the purchase of preferred stock, the Treasury will receive warrants
to purchase common stock with an aggregate market price equal to 15% of the preferred investment. Participating financial institutions will be
required to adopt the Treasury’s standards for executive compensation and corporate governance for the period during which the Treasury holds
equity issued under TARP Capital Purchase Program.

Also on October 14, 2008, after receiving a recommendation from the boards of the FDIC and the Federal Reserve, and consulting with the
President, Secretary Paulson signed the systemic risk exception to the FDIC Act, enabling the FDIC to temporarily provide a 100% guarantee of
the senior debt of all FDIC-insured institutions and their holding companies, as well as deposits in non-interest bearing transaction deposit
accounts under a Temporary Liquidity Guarantee Program. Coverage under the Temporary Liquidity Guarantee Program is available until
November 12, 2008 without charge and thereafter at a cost of 75 basis points per annum for senior unsecured debt and 10 basis points per annum
for non-interest bearing transaction deposits. Under the Capital Purchase Program, the Corporation sold $10,000,000 in Series A Fixed Rate
Cumulative Perpetual Preferred Stock to the United States Department of the Treasury.

It is not clear at this time what impact the EESA, TARP Capital Purchase Program, the Temporary Liquidity Guarantee Program, other liquidity
and funding initiatives of the Federal Reserve and other agencies that have been previously announced, and any additional programs that may be
initiated in the future will have on the financial markets and the other difficulties described above, including the extreme levels of volatility and
limited credit availability currently being experienced, or on the U.S. banking and financial industries and the broader U.S. and global
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economies. Further adverse effects could have an adverse effect on the Corporation and its business.

EMPLOYEES

As of December 31, 2008 the bank employed 310 persons, including 60 part-time employees.

AVAILABLE INFORMATION

The company files reports, proxy and information statements and other information electronically with the Securities and Exchange
Commission. You may read and copy any materials that the company files with the SEC at the SEC’s Public Reference Room at 450 Fifth Street,
NW, Washington, DC 20549. You can obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information statements, and other information regarding

issuers that file electronically with the SEC. The SEC’s website site address ishttp://www.sec.gov. The company’s web site address is

http://www.fncb.com. The company makes available free of charge through our website, our annual report on Form 10-K, quarterly reports on

Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange
Act as soon as reasonably practicable after we electronically file such material with, or furnish it to, the SEC. Further, we will provide electronic
or paper copies of the company’s filings free of charge upon request. A copy of the company’s Annual Report on Form 10-K for the year ended

December 31, 2008 may be obtained without charge from our website at www.fncb.com or via email at fncb @fncb.com. Information may also
be obtained via written request to First National Community Bancorp, Inc. Attention: Treasurer, 102 East Drinker Street, Dunmore, PA 18512.

Item 1A. Risk Factors.

The soundness of other financial institutions may adversely affect us.

Financial services institutions are interrelated as a result of trading, clearing, counterparty, or other relationships. The Corporation has exposure
to many different industries and counterparties, and routinely executes transactions with counterparties in the financial services industry,
including commercial banks, brokers and dealers, investment banks, and other institutional clients. Many of these transactions expose the
Corporation to credit risk in the event of a default by a counterparty or client. In addition, the Corporation’s credit risk may be exacerbated when
the collateral held by the Corporation cannot be realized upon or is liquidated at prices not sufficient to recover the full amount of the credit or
derivative exposure due to the Corporation. Any such losses could have a material adverse affect on the Corporation’s financial condition and
results of operations.

Current levels of market volatility are unprecedented and may have materially adverse effects on our liquidity and financial condition.

The capital and credit markets have been experiencing extreme volatility and disruption for more than 12 months. In recent weeks, the volatility
and disruption have reached unprecedented levels. In some cases, the markets have exerted downward pressure on stock prices, security prices
and credit capacity for certain issuers without regard to those issuers’ underlying financial strength. If the current levels of market disruption and
volatility continue or worsen, there can be no assurance that we will not experience adverse effects, which may be material, on our liquidity,
financial condition and profitability.

The Company Is Subject To Interest Rate Risk
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The Company’s earnings and cash flows are largely dependent upon its net interest income. Net interest income is the difference between interest
income earned on interest-earning assets such as loans and securities and interest expense paid on interest-bearing liabilities such as deposits and
borrowed funds. Interest rates are highly sensitive to many factors that are beyond the Company’s control, including general economic conditions
and policies of various governmental and regulatory agencies and, in particular, the Board of Governors of the Federal Reserve System. Changes
in monetary policy, including changes in interest rates, could influence not only the interest the Company receives on loans and securities and
the amount of interest it pays on deposits and borrowings, but such changes could also affect (i) the Company’s ability to originate loans and
obtain deposits, (ii) the fair value of the Company’s financial assets and liabilities, and (iii) the average duration of the Company’s
mortgage-backed securities portfolio. If the interest rates paid on deposits and other borrowings increase at a faster rate than the interest rates
received on loans and other investments, the Company’s net interest income, and therefore earnings, could be adversely affected. Earnings could
also be adversely affected if the interest rates received on loans and other investments fall more quickly than the interest rates paid on deposits
and other borrowings.

Although management believes it has implemented effective asset and liability management strategies, to reduce the potential effects of changes
in interest rates on the Company’s results of operations, any substantial, unexpected, prolonged change in market interest rates could have a
material adverse effect on the Company’s financial condition and results of operations.

The Company Is Subject To Lending Risk

As of December 31, 2008, approximately 44% of the Company’s loan portfolio consisted of commercial real estate loans. These types of loans
are generally viewed as having more risk of default than residential real estate loans or consumer loans. These types of loans are also typically
larger than residential real estate loans and consumer loans. Because the Company’s loan portfolio contains a significant number of commercial
real estate loans with relatively large balances, the deterioration of one or a few of these loans could cause a significant increase in
non-performing loans. An increase in non-performing loans could result in a net loss of earnings from
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these loans, an increase in the provision for possible loan losses and an increase in loan charge-offs, all of which could have a material adverse
effect on the Company’s financial condition and results of operations.

If the Company’s allowance for loan losses is not sufficient to cover actual loan losses, its earnings could decrease.

The Company’s loan customers may not repay their loans according to the terms of their loans, and the collateral securing the payment of their
loans may be insufficient to assure repayment. The Company may experience significant credit losses, which could have a material adverse
effect on its operating results. The Company makes various assumptions and judgments about the collectability of its loan portfolio, including
the creditworthiness of its borrowers and the value of the real estate and other assets serving as collateral for the repayment of many of its loans.
In determining the amount of the allowance for loan losses, the Company reviews its loans and its loss and delinquency experience, and the
Company evaluates economic conditions. If its assumptions prove to be incorrect, its allowance for loan losses may not cover inherent losses in
its loan portfolio at the date of its financial statements. Material additions to the Company’s allowance would materially decrease its net income.
At December 31, 2008, its allowance for loan losses totaled $8.3 million, representing .86% of its total loans.

Although the Company believes it has underwriting standards to manage normal lending risks, it is difficult to assess the future performance of
its loan portfolio due to the relatively recent origination of many of these loans. The Company can give you no assurance that its non-performing
loans will not increase or that its non-performing or delinquent loans will not adversely affect its future performance.

In addition, federal and state regulators periodically review the Company’s allowance for loan losses and may require it to increase its allowance
for loan losses or recognize further loan charge-offs. Any increase in its allowance for loan losses or loan charge-offs as required by these
regulatory agencies could have a material adverse effect on its results of operations and financial condition.

The Company’s Profitability Depends Significantly On Economic Conditions In The Commonwealth of Pennsylvania specifically in Lackawanna
and Luzerne County

The Company’s success depends primarily on the general economic conditions of the Commonwealth of Pennsylvania and the specific local
markets in which the Company operates. Unlike larger national or other regional banks that are more geographically diversified, the Company
provides banking and financial services to customers primarily in the Lackawanna and Luzerne County markets. The local economic conditions
in these areas have a significant impact on the demand for the Company’s products and services as well as the ability of the Company’s customers
to repay loans, the value of the collateral securing loans and the stability of the Company’s deposit funding sources. A significant decline in
general economic conditions, caused by inflation, recession, acts of terrorism, outbreak of hostilities or other international or domestic
occurrences, unemployment, changes in securities markets or other factors could impact these local economic conditions and, in turn, have a
material adverse effect on the Company’s financial condition and results of operations.

There is no assurance that the Company will be able to successfully compete with others for business.

The Company competes for loans, deposits and investment dollars with numerous regional and national banks and other community banking
institutions, as well as other kinds of financial institutions and enterprises, such as securities firms, insurance companies, savings associations,
credit unions, mortgage brokers, and private lenders. Many competitors have substantially greater resources than the Company does, and operate
under less stringent regulatory environments. The differences in resources and regulations may make it harder for the Company to compete
profitably, reduce the rates that it can earn on loans and investments, increase the rates it must offer on deposits and other funds, and adversely
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affect its overall financial condition and earnings.
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The Company’s Controls and Procedures May Fail or Be Circumvented

Management regularly reviews and updates the Company’s internal controls, disclosure controls and procedures, and corporate governance
policies and procedures. Any system of controls, however well designed and operated, is based in part on certain assumptions and can provide
only reasonable, not absolute, assurances that the objectives of the system are met. Any failure or circumvention of the Company’s controls and
procedures or failure to comply with regulations related to controls and procedures could have a material adverse effect on the Company’s
business, results of operations and financial condition.

The Company Relies On Dividends From Its Subsidiaries For Most Of Its Revenue

The Company is a separate and distinct legal entity from its subsidiaries. It receives substantially all of its revenue from dividends from its
subsidiaries. These dividends are the principal source of funds to pay dividends on the Company’s common stock, interest and principal on debt
when applicable, and normal operating expenditures. Various federal and/or state laws and regulations limit the amount of dividends that the
Bank and certain non-bank subsidiaries may pay to the Company. Also, its right to participate in a distribution of assets upon a subsidiary’s
liquidation or reorganization is subject to the prior claims of the subsidiary’s creditors. In the event the Bank is unable to pay dividends to the
Company, it may not be able to service debt, pay obligations or pay dividends on the Company’s common stock. The inability to receive
dividends from the Bank could have a material adverse effect on the Company’s business, financial condition and results of operations.

The Company May Not Be Able To Attract and Retain Skilled People

The Company’s success depends, in large part, on its ability to attract and retain key people. Competition for the best people in most activities
engaged in by the Company can be intense and the Company may not be able to hire people or to retain them. The unexpected loss of services of
one or more of the Company’s key personnel could have a material adverse impact on the Company’s business because of their skills, knowledge
of the Company’s market, years of industry experience and the difficulty of promptly finding qualified replacement personnel. The Company
does not currently have employment agreements or non-competition agreements with any of its senior officers.

The Company Is Subject To Claims and Litigation Pertaining To Fiduciary Responsibility

From time to time, customers make claims and take legal action pertaining to the Company’s performance of its fiduciary responsibilities.
Whether customer claims and legal action related to the Company’s performance of its fiduciary responsibilities are founded or unfounded, if
such claims and legal actions are not resolved in a manner favorable to the Company they may result in significant financial liability and/or
adversely affect the market perception of the Company and its products and services as well as impact customer demand for those products and
services. Any financial liability or reputation damage could have a material adverse effect on the Company’s business, which, in turn, could have
a material adverse effect on the Company’s financial condition and results of operations.

The Trading Volume In The Company’s Common Stock Is Less Than That Of Other Larger Financial Services Companies

19



Edgar Filing: FIRST NATIONAL COMMUNITY BANCORP INC - Form 10-K

The Company’s common stock is traded on the Over-the-Counter (OTC) Bulletin Board; the trading volume in its common stock is less than that
of other larger financial services companies. A public trading market having the desired characteristics of depth, liquidity and orderliness

depends on the presence in the marketplace of willing buyers and sellers of the Company’s common stock at any given time. This presence
depends on the individual decisions of investors and general economic and market conditions over which the Company has no control. Given the
lower trading volume of the Company’s common stock, significant sales of the Company’s common stock, or the expectation of these sales, could
cause the Company’s stock price to fall.

Item 1B. Unresolved Staff Comments.
Not Applicable

Item 2. Properties.

10
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Location
102 East Drinker Street

Dunmore, PA

419-421 Spruce Street
Scranton, PA

934 Main Street
Dickson City, PA

1743 North Keyser Avenue
Scranton, PA

23 West Market Street
Wilkes-Barre, PA

1700 North Township Blvd.
Pittston, PA

754 Wyoming Avenue
Kingston, PA

1625 Wyoming Avenue
Exeter, PA

Route 502 & 435
Daleville, PA

27 North River Road
Plains, PA

169 North Memorial Highway
Shavertown, PA

269 East Grove Street
Clarks Green, PA

734 Sans Souci Parkway
Hanover Township, PA

194 South Market Street
Nanticoke, PA

330-352 West Broad Street
Hazleton, PA

3 Old Boston Road
Pittston, PA

Ownership

Own

Own

Own

Lease

Lease

Lease

Lease

Lease

Lease

Lease

Lease

Own

Lease

Own

Own

Lease

Type of Use

Main Office

Scranton Branch

Dickson City Branch

Keyser Village Branch

Wilkes-Barre Branch

Pittston Plaza Branch

Kingston Branch

Exeter Branch

Daleville Branch

Plains Branch

Back Mountain Branch

Clarks Green Branch

Hanover Township Branch

Nanticoke Branch

Hazleton Branch

Route 315 Branch
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1001 Main Street
Honesdale, PA

301 McConnell Street
Stroudsburg, PA

1127 Texas Palmyra Highway
Honesdale, PA

5120 Milford Road
East Stroudsburg, PA

200 South Blakely Street
Dunmore, PA

107-109 South Blakely Street
Dunmore, PA

114-116 South Blakely Street
Dunmore, PA

Own

Own

Lease

Own

Lease

Own

Own

Honesdale Branch

Stroudsburg Branch

Honesdale Route 6 Branch

Marshalls Creek Branch

Administrative Center

Parking Lot

Parking Lot
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1708 Tripp Avenue
Dunmore, PA Own

119-123 South Blakely Street

Dunmore, PA Own
Rt. 940

Blakeslee, PA Own
Route 611

Parking Lot

Parking Lot

Land
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