


A rich tradition of investing in our franchise and our future.
Recent investments over the last five years have included:

B January 2004 — Opened the Newtown Square office.

B February 2005 — Formed mortgage joint venture with
Keller Williams.

B March 2005 — Opened the Exton office.

B September 2006 — Established Bryn Mawr Leasing Company.
M January 2007 — Opened the Ardmore office.

B May 2007 — Formed the Private Banking Group.

B June 2008 — Major renovations of the Wayne office.

B July 2008 — Acquired Lau Associates LLC, Wilmington, DE.

B November 2008 — Established The Bryn Mawr Trust Company
of Delaware in Wilmington, DE.

M January 2009 — Opened the West Chester Regional
Banking Center.

B May 2009 — Established BMT Asset Management.

B November 2009 — Signed agreement to acquire First
Keystone Financial.

B December 2009 — Major renovations of the Paoli office.

ANNUAL MEETING The Annual Meeting of Shareholders of Bryn Mawr Bank
Corporation will be held at Saint Davids Golf Club, 845 Radnor Street Road,
Wayne, PA 19087, on Wednesday, April 28, 2010, at 11:00 a.m.

STOCKLISTING Bryn Mawr Bank Corporation common stock is traded over-the-
counter and is listed on the NASDAQ Global Market under the symbol BMTC.

FORM 10-K A copy of the Corporation’s Form 10-K, including financial statement
schedules as filed with the Securities and Exchange Commission, is available on
our website www.bmtc.com or upon written request to the Corporate Secretary,
Bryn Mawr Bank Corporation, 801 Lancaster Avenue, Bryn Mawr, Pennsylvania
19010.

EQUAL EMPLOYMENT OPPORTUNITY The Corporation continues its commitment to
equal opportunity employment and does not discriminate against minorities or
women with respect to recruitment, hiring, training, or promotion. It is the policy
of the Corporation to comply voluntarily with the practices of Affirmative Action.

This discussion contains forward-looking statements. Please see the section
entitled “Special Cautionary Notice Regarding Forward Looking Statements”

in the enclosed Annual Report to Shareholders, and the section entitled “Risk
Factors” in the enclosed Form 10-K, for discussions of the risks, uncertainties and
assumptions associated with these statements.
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Financial highlights

CONSOLIDATED FINANCIAL HIGHLIGHTS

dollars in thousands, except per share data

FOR THE YEAR 2009 2008 CHANGE

Net interest income S 40,793 SF 137138 $ 3655 9.8%
Net interest income after loan and lease loss provision 33,909 31,542 2,367 7.5%
Non-interest income 28,470 21472 6,998 32.6%
Non-interest expenses 46,542 38,676 7,866 20.3%
Income taxes 5,500 5013 487 9.7%
Net income 10,337 9375 1,012 10.9%
AT YEAR-END

Total assets $ 1,238,821 $1,151,346 S 87475 76%
Total portfolio loans and leases 885,739 899,577 (13,838) -1.5%
Total deposits 937,887 869,490 68,397 79%
Shareholders' equity 103,936 92,413 11,523 12.5%
Tangible common equity 92,214 82,055 10,159 124%
Wealth assets under management, administration 2,871,143 2,146,399 724,744 33.8%

and supervision

PER COMMON SHARE

Basic earnings per common share 9 1.18 S 1.09 $ 009 8.3%
Diluted earnings per common share 118 1.08 0.10 9.3%
Dividends declared 0.56 0.54 0.02 3.7%
Book value 72 10.76 096 8.9%
Tangible book value 1040 9.55 0.85 8.9%
Closing price 15.09 20.10 (5.01) -249%
SELECTED RATIOS

Return on average assets 0.88% 0.89%

Return on average shareholders’ equity 10.55% 10.01%

Tax equivalent net interest margin 3.70% 3.84%

Allowance for loan & lease losses as a % of loans & leases 1.18% 1.15%

Tangible common equity to tangible assets 7.51% 713%



Letter to shareholders

Dear Shareholders and Friends,

While almost all financial institutions
had sharp declines in income and many
registered losses, I'm pleased to report
that Bryn Mawr Bank Corporation, and
our chief subsidiary, The Bryn Mawr Trust
Company, had an increase in earnings

of 10.9% and remained one of the most
profitable banks in the nation.

Let's review some of the highlights of this past year.

The biggest news in 2009 was the signing of a definitive
agreement to purchase First Keystone Financial, Inc. of Media,
Pennsylvania. First Keystone has a long and rich history in
Delaware County, and has deep relationships with its clients.
With an expected closing by this July, Bryn Mawr Trust will
now be the largest community bank in the western suburbs
of Philadelphia, with 17 full-service branch locations and

approximately $1.7 billion in banking assets.

Our Wealth Management Division saw its assets under
management and supervision grow sharply from $1.9 billion,
in March 2009, to just under $2.9 billion by year’s end. Lau
Associates, the high-end financial planning and investment
management firm in Wilmington, Delaware which we
acquired in 2008, continued to play an important role in our

wealth growth strategy.
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B Our new Bryn Mawr Trust Company of Delaware gathered
over $400 million of new wealth assets during the year.
We are projecting sustained growth with this important
initiative, which takes advantage of the special trust statutes

available in only Delaware and few other states.

M During the year, we started BMT Asset Management, which
replaced our existing brokerage business. Professionals from
UBS, Morgan Stanley, and other investment firms have been
recruited, and we have attracted well over $100 million of new

wealth assets to manage.

M n January of 2009, we opened a large regional banking office
in West Chester, staffed not only with an experienced team of
retail bankers, but also with a business lending group and a
wealth officer. With over $21 million of new deposits, we have
far exceeded our original projections. When we conclude the
merger with First Keystone Bank, we will have five offices in
Chester County, still one of the fastest growing areas in

Pennsylvania.

B BMT Mortgage Company had a stellar year as low interest
rates created an active re-financing market. Over $250 million
of new mortgage loans were closed, most of which were sold
to Fannie Mae while we retained the servicing of these loans.
At the end of 2009, we were servicing over half a billion dollars

of loans for Fannie Mae.

Despite this strong record of accomplishments in 2009, we have
many challenges ahead of us. Although we expect business
conditions to remain difficult, the Bank is prepared. Bryn Mawr
Trust is well-capitalized, profitable, and uniquely well-positioned
to serve our wealth and banking clients. We have clearly defined
goals and strategies to grow the Bank and to remain highly

profitable.

The Board of Directors, the management team, and | thank you

for your support of the Bank this past year. In a difficult environ-
ment we have performed well. We are hopeful that through our
continued growth in profitability, banking assets, and wealth

assets that our stock price will show improvement in 2010.

As always, please feel free to call me with any questions or

comments. My direct phone line is 610-581-4800. Thank you.

Best wishes,

Ted 1olce

Ted Peters

Chairman and Chief Executive Officer




Year in review

“The current economic turmoil has given us a
wonderful opportunity to increase our market share

and to geographically expand our franchise.”

In 2009, the financial services industry was in crisis and faced
many significant problems and challenges. It would have been
hard for anyone to imagine that there would be opportunities

for success amidst all of this turmoil. However, there were
opportunities for success, and the Bryn Mawr Trust team was able
to recognize and capitalize on many of them. As a result, while
many other institutions struggled, we had a very successful year.
We are pleased to share with you some of our most significant

accomplishments.

Seizing Opportunities

The Wealth Management Division had a fantastic year, with
assets growing 33.8% from year-end 2008. While the entire
Division contributed to this outstanding performance, a big

part of the success was the result of two new initiatives which
generated significant growth. The BMT Asset Management unit
was formed in the second quarter of 2009, by hiring well-known,
experienced investment professionals who developed significant
new investment relationships of approximately $100 million in a
very short period of time. We made additions to this staff in the
fourth quarter and we are very excited about their future growth
potential. In its first full year of operation, The Bryn Mawr Trust
Company of Delaware grew to more than $400 million in wealth
assets. This subsidiary allows us to serve as a corporate fiduciary
under Delaware statutes, a significant competitive advantage,
and we expect it to be a meaningful contributor to our long-

term growth.

—TED PETERS

Professionals in the Wealth Management Division have long been
sought out for their advice, opinions and comments on a variety
of wealth and financial management topics. That trend continued
in 2009, and our professionals were interviewed extensively by
the news media including: The Wall Street Journal, FOX Business
News, CNBC, Bloomberg News, The Philadelphia Inquirer, The
American Banker and the Philadelphia Business Journal.

Our strong brand enabled us to attract many new clients in
2009. To increase our brand awareness and promote our Wealth
Management capabilities, we launched a mass media campaign
using radio, print and outdoor advertising. We were very satisfied

with our promotional efforts and intend to continue these

strategies in 2010.

Above: Wealth Management Division, 10 S. Bryn Mawr Avenue, Bryn Mawr, PA; Opposite
page (left to right): Francis J. Leto, Executive V.P.,, Wealth Management Division, Karin
Kinney, Senior V.P,, Philanthropic Services Group; Richard K. Cobb, Jr., Senior V.P., BMT
Asset Management, Drew Camerota, Senior V.P.,, BMT Asset Management, Bill Thorkelson,
Senior V.P, Investment Management, Charles F. Ward, Senior V.P.,, BMT Asset Management.



Once again, Retail Banking had another strong year, growing our
deposits by almost 8.0% over the prior year. The branch banking
staff concentrated their selling efforts on generating small
business accounts, cash management sales and deep consumer
banking relationships. Consumer banking promotions required
new checking accounts with direct deposit, online banking and
eStatements in order to qualify for the promotional offers. Our
solid reputation was a great benefit as many clients, concerned
with the financial crisis, chose to develop a relationship with a
“Strong, Stable and Secure”financial institution.

HUEPEEPRILPIEN

The new West Chester Regional Banking Center, which opened

in January 2009, contributed to our strong deposit growth with
over $21 million in deposits at year end. To strengthen our ties
with the business community, we announced the formation
of a Business Advisory Board for Chester County in June 2009.
Advisory Board members will meet with senior managers from
the Bank on emerging trends, issues and opportunities to
enhance Bryn Mawr Trust's well-established role as a leading
business and community partner. The board is comprised of

leaders from the area’s business and professional community,

including; Anthony Giannascoli, Esq., Giannascoli & Associates, PC,
Kevin Holleran, Esg., Gawthrop Greenwood, PC, Senya D. Isayeff,
Alliance Environmental Systems, Inc., Valerie Jester, Brandywine
Capital Associates, Inc., James MacFadden, Century 21 Alliance,
Mary Ellen “Mell" Josephs, Executive Director, Student Services,
Inc.,, West Chester University, Eugene Steger, Esg. and CPA, Steger
Gowie & Company, Inc. and the Hon. Richard B. Yoder, Immediate

Past Mayor of West Chester, Pennsylvania.

The BMT Mortgage Company was a very busy place to be in 2009
as sustained low interest rates created a very beneficial environ-
ment for refinancing activity. Revenues for this unit were more than
four times 2008 revenues. The Consumer Lending department
also saw solid growth, with home equity loans and lines, in our

local market area, up more than 15.0% from the prior year.

While many banks stopped making loans, we continued to

lend, helping businesses grow and expand. However, overall
growth in commercial lending was relatively flat as a result of our
desire to limit exposure to certain types of commercial loans. A
significant challenge for our lenders was to protect the margin
and preserve asset quality, and they did an outstanding job. Our
business model, emphasizing risk management and a disciplined
approach to growing the Corporation, has served us well,

particularly in this difficult financial climate.



Community Giving, Activities and Events
As a Community Bank, we truly understand the need to be a part
of and support the communities we serve. In good times and
bad, we have a tradition of generously supporting a wide variety
of charitable, educational, cultural and civic organizations. The

entire team finds it very rewarding that we are able to support

these worthwhile activities and organizations.

This page, left to right: Kristin M. Green, V.P, Retail Banking, Alison E. Gers, Executive V.P,
Retail Banking, Operations, IT and Marketing, Stephen P. Novak, Senior V.P, Retail Banking;
Robert J. Ricciardi, Executive V.P. and Chief Credit Policy Officer.

We were especially pleased this year to have been awarded

the Regional Community Service Award by the Pennsylvania
Association of Community Bankers (PACB). Each year the PACB
recognizes community banks for outstanding community
activities and support. Bryn Mawr Trust was recognized for
establishing the Linda Kahley Ovarian Cancer Walk, to honor the

memory of Linda Kahley, a thirty-seven year employee.

Bryn Mawr Trust is committed to making a positive difference in

the communities we serve.

Recognizing an Outstanding Career

After nearly 39 years at Bryn Mawr Trust, our distinguished
colleague Robert J. Ricciardi has announced his retirement.

After his graduation from Villanova University in 1971, Bob started
his career as a management trainee in the mortgage department.
It didn't take long for management to recognize Bob’s talent and
potential as he was promoted to Loan Officer in December
1972. This was the first of many
promotions for Bob, who is currently
Executive Vice President, Chief Credit
Policy Officer and Corporate Secretary.

Bob has managed many different functions during his career,
including; commercial lending, real estate lending, community
banking, human resources, facilities, risk management, the Bank's
title insurance subsidiary, Insurance Counsellors of Bryn Mawr, Inc.

and corporate services.

Over the last several years, Bob has also had oversight over branch
site acquisitions, construction of new branches and renovation
projects for our existing branches and facilities. Bob will continue

to provide expertise in this area as a consultant to the Bank.
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Investing in Facilities

Investing in our Future

Strong. Stable. Secure.



Corporate information

CORPORATE HEADQUARTERS

801 Lancaster Avenue, Bryn Mawr, PA 19010
610-525-1700 @ www.bmtc.com
DIRECTORS

Thomas L. Bennett, Private Investor, Director and Trustee of the
Delaware Investments Family of Funds

Andrea F. Gilbert, President, Bryn Mawr Hospital

Wendell F. Holland, Partner, Saul Ewing LLP

Scott M. Jenkins, President, S.M. Jenkins & Co.

David E. Lees, Senior Partner, myClO Wealth Partners, LLC
Francis J. Leto, Executive Vice President, Wealth Management

Britton H. Murdoch, CEQ, City Line Motors; Managing Director,
Strattech Partners

Frederick C. “Ted” Peters II, Chairman, President & Chief Executive Officer,
Bryn Mawr Bank Corporation and The Bryn Mawr Trust Company

B. Loyall Taylor, Jr., President, Taylor Gifts, Inc.

MARKET MAKERS

Boenning & Scattergood, Inc.

Citigroup Global Markets Holdings Inc.
Deutsche Bank Securities Inc.

FTN Equity Capital Markets Corp.

Janney Montgomery Scott LLC

Keefe, Bruyette & Woods, Inc.

Morgan Stanley & Co., Inc.

Sandler O'Neill & Partners, L.P.

Sterne, Agee & Leach, Inc.

Stifel, Nicolaus & Co.

UBS Securities LLC

For a complete list visit our website at www.bmtc.com
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

KPMG LLP, 1601 Market Street, Philadelphia, PA 19103

LEGAL COUNSEL

McElroy, Deutsch, Mulvaney & Carpenter, LLP
One Penn Center at Suburban Station
1617 John F. Kennedy Boulevard, Suite 1500, Philadelphia, PA 19103

Stradley Ronon Stevens & Young, LLP

2005 Market Street, Suite 2600, Philadelphia, PA 19103-7098

BRYN MAWR BANK CORPORATION

Frederick C. “Ted” Peters I, Chairman, President & Chief Executive Officer
Geoffrey L. Halberstadt, Corporate Secretary (effective 3/31/10)

J. Duncan Smith, CPA, Treasurer and Assistant Secretary

Francis J. Leto, Vice President (effective 3/31/10)

PRINCIPAL SUBSIDIARY

The Bryn Mawr Trust Company

A Subsidiary of Bryn Mawr Bank Corporation

EXECUTIVE MANAGEMENT

Frederick C. “Ted” Peters I, Chairman, President & Chief Executive Officer

Alison E. Gers, Executive Vice President, Retail Banking, Central Sales,
Marketing, Information Systems & Operations

Joseph G. Keefer, Executive Vice President and Chief Lending Officer
Francis J. Leto, Executive Vice President, Wealth Management

Robert J. Ricciardi, Executive Vice President, Chief Credit Policy Officer
and Corporate Secretary

J. Duncan Smith, CPA, Executive Vice President and Chief Financial Officer
Matthew G. Waschull, CTFA®, AEP®, President and Treasurer,
The Bryn Mawr Trust Company of Delaware

BRANCH OFFICES

50 West Lancaster Avenue, Ardmore, PA 19003

801 Lancaster Avenue, Bryn Mawr, PA 19010

237 North Pottstown Pike, Exton, PA 19341

18 West Eagle Road, Havertown, PA 19083

3601 West Chester Pike, Newtown Square, PA 19073

39 West Lancaster Avenue, Paoli, PA 19301

330 East Lancaster Avenue, Wayne, PA 19087

849 Paoli Pike, West Chester, PA 19380

One Tower Bridge, West Conshohocken, PA 19428

WEALTH MANAGEMENT DIVISION
10 South Bryn Mawr Avenue, Bryn Mawr, PA 19010

LIFE CARE COMMUNITY OFFICES

Beaumont at Bryn Mawr Retirement Community, Bryn Mawr, PA
Bellingham Retirement Living, West Chester, PA

Martins Run Life Care Community, Media, PA

Rosemont Presbyterian Village, Rosemont, PA

The Quadrangle, Haverford, PA

Waverly Heights, Gladwyne, PA

White Horse Village, Newtown Square, PA

OTHER SUBSIDIARIES AND FINANCIAL SERVICES

BMT Leasing, Inc.
A Subsidiary of The Bryn Mawr Trust Company, Bryn Mawr, PA
Joseph G. Keefer, Chairman; James A. Zelinskie, Jr., President

BMT Mortgage Company
A Division of The Bryn Mawr Trust Company, Bryn Mawr, PA
Myron H. Headen, President

BMT Mortgage Services, Inc.
A Subsidiary of The Bryn Mawr Trust Company, Bryn Mawr, PA
Joseph G. Keefer, Chairman; Myron H. Headen, President

BMT Settlement Services, Inc.
A Subsidiary of The Bryn Mawr Trust Company, Bryn Mawr, PA
Joseph G. Keefer, Chairman; Myron H. Headen, President

The Bryn Mawr Trust Company of Delaware
A Subsidiary of Bryn Mawr Bank Corporation, Wilmington, DE
Matthew G. Waschull, CTFA®, AEP®, President and Treasurer

Insurance Counsellors of Bryn Mawr, Inc.
A Subsidiary of The Bryn Mawr Trust Company, Bryn Mawr, PA
Thomas F. Drennan, President

Lau Associates LLC
A Subsidiary of Bryn Mawr Bank Corporation, Wilmington, DE
Judith W. Lau, CFP’, President

REGISTRAR & TRANSFER AGENT

BNY Mellon Shareowner Services
PO Box 358015, Pittsburgh, PA 15252-8015
www.bnymellon.com/shareowner/isd
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Selected Financial Data

For the years ended December 31, 2009 2008 2007 2006 2005
(dollars in thousands, except for per share data)
Thteyestiicome e Lt e C S e e L $ 56,892 $ 57,934 $ 54218 § 45906 $ 37,908
|G SR el i o A Wt o A e LU Ry SN IO 0o 16,099 20,796 19,976 12,607 6,600
I S e 1 SN A O el R SR R 40,793 37,138 34,242 33,299 31,308
Provision for 10an and 18aSe LOSSES ......cuiirieiimiisisiniessrissmesssessonssssorssaiss 6,884 5,596 891 832 762
Net interest income after loan loss provision 33,909 31,542 33,351 32,467 30,546
Non-interest income ..., 28,470 21,472 21,781 18,361 18,305
T b D o e e S T A e At S L RO RN S s 46,542 38,676 34,959 31,423 31,573
INCONCIDEOTE IICONIC IANCS I o s ssvrivtasesinsvass 5 iinape esns e s sty 15,837 14,338 20,173 19,405 17,278
Applicableineonietares s, hinnl it h i e bt ocu b s 5,500 5,013 6,573 6,689 5,928
Dt 5 e ) e e Al S Tt SR SRR S L DR BT R ol $ 10337 % 9325 8.5 13,600 . $ 27160 EE 11350
Per share data:
Earnings per common share:
B R e s L ey W e s R $ 1.18 § 1.09 $ 159 § 148 $ 1133
Diluted $ 118 § 108 1§ 1,58 648 146 § 1:31

Dividends declared $ 056 $ 054 $ 050 $ 046 $ 0.42
Weighted-average shares outstanding 8,732,004 8,566,938 8,539,904 8,578,050 8,563,027
Dilative potential COMMNON SHATES .. .\ cciiivieirasismnpnsosssarasonnes mrboniesessstsons 16,719 34,233 93,638 113,579 101,200
Adjusted:weighted-average ShAares . .......viibin iricit loirainssiasmedssesssnonsinss 8,748,723 8,601,171 8,633,542 8,691,629 8,664,227
Selected financial ratios:
0675 Y00 b [T Bl b {7 (187 (000 0 RS RIS STGHE S = e 3.70% 3.84% 4.37% 4.90% 5.05%
Net income/average total assets (“ROA”)................. 0.88% 0.89% 1.59% 1.72% 1.66%
Net income/average shareholders' equity (“ROE”) 10.55% 10.01% 15.87% 15.71% 15.50%
Tier 1 Capital to Risk Weighted Assets ..........ccccueu..n. 9.41% 8.81% 10.40% 11.38% 11.38%
Total Regulatory Capital to Risk Weighted Assets 12.53% 11.29% 11.31% 12.46% 12.46%
Dividends declared per share to net income per basic

e 6e 13 () i atet s e S o RGN Cren e S 8 e S e A e o 47.5% 49.5% 31.4% 31.1% 31.6%
At December 31, 2009 2008 2007 2006 2005
(lotallasseta e ot i e e i L S £ R R $1,238,821  $1,151,346  $1,002,096 $ 826,817 § 727,383
e O R e S L e N e e S e o 1,164,617 1,061,139 874,661 733,781 664,073
Porttolin 1oans AR IEHE08. e, iie ot it abs o Fde b e s ottt dsnanvsent 885,739 899,577 802,925 681,291 595,165
B DS i L ST s T o o s SR 937,887 869,490 849,528 714,489 636,260
ST G DT 0 1 oot et o B O (ol B NN NNt P L 103,936 92,413 90,351 82,092 71,222
Ratio of tangible common equity to tangible assets.............cccceeerirnenene. 7.51% 7.13% 9.02% 997% 10.66%
RANOIO SqUITEE0 ABR RN 1 i S s o nes s s s s e e 8.39% 8.03% 9.02% 9.97% 10.66%
Loans serviced Tor oS, o it i i koot Sl s R 514,875 350,199 357,363 382,141 417,649
Assets under management, administration & supervision1 ........... 2,871,143 2,146,399 2277091 2,178,777 2,042,613
Bockevalte pengharet. o v s e e e S T $ 1172 '8 10.76 $ 10.60 § 959 § 9.03
Tangible book valne persharels. e i il e ii s oot $ 1040 § 955 8 10.60 S 959 § 9.03
Allowance as a percentage of portfolio loans and leases ............c.c........ 1.18% 1.15% 1.01% 1.19% 1.24%
Non-performing loans and leases as a percentage of total loans and

eSO e e R e e e SO R e PO e S R 0.78% 0.65% 0.25% 0.12% 0.07%

!Excludes assets under management from an institutional client for 2007, 2006 and 2005.



Management’s Discussion and Analysis of Financial Condition and

Results of Operations

BRIEF HISTORY OF THE CORPORATION

The Bryn Mawr Trust Company (the “Bank” or “BMTC”)
received its Pennsylvania banking charter in 1889 and is a
member of the Federal Reserve System. In 1986, Bryn Mawr
Bank Corporation (the “Corporation” or “BMBC”) was
formed and on January 2, 1987, the Bank became a wholly-
owned subsidiary of the Corporation. The Bank and
Corporation are headquartered in Bryn Mawr, PA, a western
suburb of Philadelphia, PA. The Corporation and its
subsidiaries offer a full range of personal and business
banking services, consumer and commercial loans, equipment
leasing, mortgages, insurance and wealth management
services, including investment management, trust and estate
administration, retirement planning, custody services, and tax
planning and preparation from nine full-service branches and
seven limited-hour retirement community offices throughout
Montgomery, Delaware and Chester counties. The
Corporation trades on the NASDAQ Global Market
(“NASDAQ”) under the symbol BMTC.

The goal of the Corporation is to become the preeminent
community bank and wealth management organization in the
Philadelphia area.

The Corporation operates in a highly competitive market area
that includes local, national and regional banks as competitors
along with savings banks, credit unions, insurance companies,
trust companies, registered investment advisors and mutual
fund families. The Corporation and its subsidiaries are
regulated by many regulatory agencies including the
Securities and Exchange Commission (“SEC”), NASDAQ,
Federal Deposit Insurance Corporation (“FDIC”), the Federal
Reserve and the Pennsylvania Department of Banking.

FIRST KEYSTONE FINANCIAL, INC.

On November 3, 2009, the Corporation announced that it had
entered into a definitive Agreement and Plan of Merger (the
“Agreement”) to acquire First Keystone Financial, Inc. and its
subsidiaries (collectively, “First Keystone” or “FKF”), a
Pennsylvania chartered savings and loan holding company
headquartered in Media, PA, in a stock and cash transaction.
In accordance with the terms of the Agreement, the
acquisition is to be effected pursuant to a merger of First
Keystone Financial, Inc. with and into the Corporation, and a
two-step merger of First Keystone Bank with and into the
Bank (collectively, the “Transaction). At December 31, 2009
First Keystone had total assets of approximately $500 million
and operated eight full-service branches, primarily in
Delaware County, PA.

The Agreement provides for a per share merger consideration
in the form of cash and common stock of the Corporation.
The per share merger consideration may be adjusted based on
the level of First Keystone’s “Delinquencies” at the month-
end preceding the closing date of the Transaction.
“Delinquencies” are defined in the Agreement as all loans
delinquent thirty days or more, non-accruing loans, other real
estate owned, troubled debt restructurings and the aggregate
amount of loans charged-off between October 31, 2008 and
the month-end preceding the closing date in excess of

$2.5 million. “Administrative Delinquencies” as defined in the
Agreement are excluded from this definition. The per share
merger consideration and adjustment levels are as follows:

Adjusted Deal Value
Amount of Adjusted with
BMBC Stock Per Share BMTC Stock
to be Cash Valued at
Received Consideration $16.00 per
FKF Delinquencies at for Each for Each Share*
Month-End Preceding Closing FKF Share FKF Share (in millions)
Less than $10.5 million 0.6973 $2.06 $32.156
$10.5 — $12.5 million 0.6834 $2.02 $31.518
$12.5 — $14.5 million 0.6718 $1.98 $30.969
$14.5 — $16.5 million 0.6589 $1.95 $30.393
$16.5 million or more 0.6485 $1.92 $29.916

*  Calculated as the sum of (a) the product of the number of shares of First
Keystone Financial, Inc. common stock outstanding, multiplied by the adjusted
amount of BMBC stock to be received for such shares, multiplied by the per
share market price of BMBC common stock, as listed on the NASDAQ Global
Market, plus (b) the product of the number of shares of First Keystone
Financial, Inc. common stock outstanding multiplied by the per share cash
consideration. Numbers in this column are provided as an example of what the
deal value would be assuming the market price of BMBC common stock is
$16.00 per share, and the number of First Keystone Financial, Inc. shares
outstanding does not change. As the price of BMBC common stock fluctuates,
or the number of First Keystone Financial, Inc.'s shares outstanding changes,
the deal value will also change.

The Agreement also provides that all options to purchase First
Keystone stock which are outstanding and unexercised
immediately prior to the closing (“Continuing Options”) under
FKF’s Amended and Restated 1995 Stock Option Plan and
Amended and Restated 1998 Stock Option Plan, in each case
as amended, shall, subject to certain conditions and regulatory
approvals, become fully vested, to the extent not already fully
vested, and exercisable and be converted into fully vested and
exercisable options to purchase shares of the Corporation’s
stoek. The number of shares of the Corporation’s stock to be
subject to the Continuing Options will be equal to 0.8204
(“Option Exchange Ratio”) multiplied by the number of
shares of First Keystone stock subject to the Continuing
Options, subject to rounding. The exercise price per share of




the Corporation’s stock under the Continuing Options will be
equal to the exercise price per share of First Keystone stock
under the Continuing Options divided by the Option
Exchange Ratio, subject to rounding. In the event that the per
share Merger Consideration is adjusted as described above,
the option exchange ration will also reflect a corresponding
adjustment.

The closing of the Transaction is subject to approval by the
Pennsylvania Department of Banking, the Office of Thrift
Supervision and the Federal Reserve. Regulatory applications
have been filed with these agencies and are under review. On
March 2, 2010, First Keystone held a shareholder meeting to
approve the Transaction. There were 2,432,998 shares of First
Keystone common stock eligible to be voted at the meeting
and 1,984,657 shares represented in person or by proxy. The
shareholders approved the Transaction with more than 81% of
the issued and outstanding shares voting in favor.

The closing of the Transaction remains subject to certain
conditions more fully described in the Agreement, including,
without limitation, governmental filings and regulatory
approvals and expiration of applicable waiting periods,
accuracy of specified representations and warranties of both
parties, the absence of a material adverse effect, and obtaining
material permits and authorizations for the lawful
consummation of the Transaction. Upon completion of the
Transaction, the Corporation and the Bank expect to be able to
more efficiently leverage resources and deliver high quality
products and services to the marketplace. Increasing the
Corporation’s presence in Delaware and Chester Counties has
been a strategic goal, and this Transaction is an important
component of that strategic plan.

For further information with respect to the Agreement, please

review the Proxy Statement / Prospectus which was filed with
the SEC on January 25, 2010 in accordance with Rule 424(b)
of the Securities Act of 1933, as amended (the “Securities
Act”).

RESULTS OF OPERATIONS

CRITICAL ACCOUNTING POLICIES, JUDGMENTS AND
ESTIMATES

The following is the Corporation’s discussion and analysis of
the significant changes in the results of operations, capital
resources and liquidity presented in the accompanying
consolidated financial statements. The Corporation’s
consolidated financial condition and results of operations
consist almost entirely of the Bank’s financial condition and
results of operations. Current performance does not guarantee,
and may not be indicative of similar performance in the future.

The accounting and reporting policies of the Corporation
and its subsidiaries conform with accounting principles
generally accepted in the United States of America applicable
to the financial services industry (Generally Accepted
Accounting Principles “GAAP”). All inter-company
transactions are eliminated in consolidation and certain
reclassifications are made when necessary to conform the
previous year’s financial statements to the current year’s
presentation. In preparing the consolidated financial
statements, the Corporation is required to make estimates and
assumptions that affect the reported amount of assets and
liabilities as of the dates of the balance sheets and revenues
and expenditures for the periods presented. Therefore, actual
results could differ from these estimates.

The allowance for loan and lease losses involves a higher
degree of judgment and complexity than other significant
accounting policies. The allowance for loan and lease losses is
calculated with the objective of maintaining a reserve level
believed by the Corporation to be sufficient to absorb
estimated probable credit losses. The Corporation’s
determination of the adequacy of the allowance is based on
periodic evaluations of the loan and lease portfolio and other
relevant factors. However, this evaluation is inherently
subjective as it requires material estimates, including, among
others, expected default probabilities, expected loan
commitment usage, the amounts and timing of expected future
cash flows on impaired loans and leases, value of collateral,
estimated losses on consumer loans and residential mortgages
and general amounts for historical loss experience. The
process also considers economic conditions, international
events, and inherent risks in the loan and lease portfolio. All
of these factors may be susceptible to significant change. To
the extent actual outcomes differ from the Corporation’s
estimates, additional provisions for loan and lease losses may
be required that would adversely impact earnings in future
periods. See the section of this document titled Asset Quality
and Analysis of Credit Risk for additional information.

Other significant accounting policies are presented in Note 1
in the accompanying financial statements. The Corporation’s
Summary of Significant Accounting Policies has not
substantively changed any aspect of its overall approach in the
application of the foregoing policies.

OVERVIEW OF GENERAL ECONOMIC, REGULATORY AND
GOVERNMENTAL ENVIRONMENT

During 2009, the global and U.S. economies experienced a
dramatic swing, beginning the year in a recessionary
environment which then began to stabilize in the latter part of
2009.



Dramatic declines in the housing market during the past year,
as home prices fell and foreclosures and unemployment
increased, resulted in significant write-downs of asset values
by financial institutions, including government-sponsored
entities and major commercial and investment banks.

The drop in real estate values negatively impacted residential
real estate builder and development business nationwide. As
the U.S. economy entered a recession in 2008 which carried
over into 2009, financial institutions faced higher credit losses
from distressed real estate values and borrower defaults which
resulted in reduced capital levels. In addition, investment
securities backed by residential and commercial real estate
were reflecting substantial unrealized losses due to a lack of
liquidity in the financial markets and anticipated credit losses.
Some financial institutions were forced into liquidation or
were merged with stronger institutions as losses increased and
the amounts of available funding and capital levels lessened.
As of December 31, 2009, the Bryn Mawr Bank Corporation
(the “Corporation” and “BMBC”) and The Bryn Mawr Trust
Company (“BMTC” and the “Bank”) are “well capitalized” by
regulatory standards and are in a position to acquire new
customers from weaker financial institutions.

In 2008 the Emergency Economic Stabilization Act of 2008
(“EESA”) was signed into law on October 3, 2008. The EESA
authorizes the U.S. Treasury the ability to provide funds to
restore liquidity and stability to the U.S. financial system.
Two of the specific programs, the Troubled Asset Relief
Program (“TARP”) and the Temporary Liquidity Guarantee
Program (“TLGP”) are described in further detail below from
their onset with relevant updates.

The TARP program under which the Treasury purchases
equity stakes in certain banks and thrifts. The Treasury’s
initial effort was to make available $250 billion of capital to
U.S. financial institutions in the form of preferred stock (from
the $700 billion authorized by the EESA). In conjunction with
the purchase of preferred stock, the Treasury receives
warrants to purchase common stock with an aggregate market
price equal to 15% of the preferred investment.

As financial systems have stabilized, many larger financial
institutions have begun to repay TARP funds early, as Federal
Reserve stress tests performed on these institutions showed no
additional need for capital. The Corporation elected not to
participate in the program due to its “well capitalized”
regulatory capital position and the ever changing conditions of
the TARP program.

The systemic risk exception to the Federal Deposit Insurance
Corporation (“FDIC”) Act, enables the FDIC to temporarily
provide a 100% guarantee of the senior unsecured debt of all
FDIC-insured institutions and their holding companies, as
well as deposits in noninterest-bearing transaction deposit
accounts under the TLGP through December 31, 20009.
Pursuant to this program, all insured depository institutions

automatically participated in the TLGP for 30 days following
the announcement of the program without charge and
thereafter, unless the institution opted out, at a cost of 75 basis
points per annum for senior unsecured debt and 10 basis
points per annum for noninterest-bearing transaction deposits.

On August 26, 2009 the FDIC extended the TLGP until

June 30, 2010. This program will continue to provide
depositors with unlimited coverage for non-interest bearing
transaction accounts at participating FDIC-insured
institutions. The unlimited coverage applies to all personal and
business checking deposit accounts that do not earn interest,
including DDA accounts, low interest NOW accounts and
IOLTA accounts. BMTC chose to continue its participation in
the TLGP and, thus, did not opt out.

On May 22, 2009 the FDIC adopted a final rule imposing a
five basis point emergency special assessment on each insured
depository institution’s assets less Tier I capital as of June 30,
2009, payable September 30, 2009. The Corporation’s special
assessment was $540 thousand.

On November 12, 2009 the FDIC announced it will require
insured institutions to prepay their estimated quarterly risk-
based assessments for the fourth quarter of 2009 and for all of
2010, 2011 and 2012. The prepaid assessment for these
periods was collected on December 30, 2009. The
Corporation’s prepayment was $4.5 million.

The FDIC announced on October 3, 2008 that deposits held at
FDIC-insured institutions are insured up to at least $250
thousand per depositor until December 31, 2009. On May 20,
2009 the FDIC announced an extension of this program until
December 31, 2013.

The Federal Home Loan Bank of Pittsburgh (“FHLB-P”) has
continued its voluntary suspension of dividend payments and
the repurchase of excess capital stock originally announced on
December 23, 2008. The FHLB-P expects that its ability to
pay dividends and add to retained earnings will be
significantly curtailed due to low short-term interest rates, an
increased cost of maintaining liquidity and constrained access
to debt markets at attractive rates. Capital stock repurchases
from member banks will be reviewed on a quarterly basis, but
no repurchase will take place until advised. As of

December 31, 2009, the Corporation held $7.9 million of
FHLB-P capital stock and is monitoring the situation closely
as are other FHLB-P member banks. The FHLB-P is the
primary source of liquidity for the Corporation, but it can also
use other alternatives available to the Corporation that include
the Federal Reserve and wholesale certificates of deposit.

Throughout 2009 the economy remained weak though
improvements are occurring. A drawn-out economic recovery
could have an adverse effect on the Corporation’s revenues,
capital, liquidity and profitability. However, the Corporation
is confident that its disciplined strategies to maintain a strong




financial position and build the brand name put it in a good
position to weather the financial downturn and take advantage
of opportunities as they arise.

EXECUTIVE OVERVIEW

2009 Compared to 2008

The Corporation’s 2009 diluted earnings per share increased
$0.10 per share to $1.18 per share or 9.3% compared to $1.08
per share in 2008, and net income for the year ended
December 31, 2009 of $10.3 million increased 10.9% or

$1.0 million, compared to $9.3 million last year. Return on
average equity (ROE) and return on average assets (ROA) for
the year ended December 31, 2009 were 10.22% and 0.87%,
compared with ROE and ROA of 10.01% and 0.89%,
respectively, in 2008.

During 2009, the Corporation made progress on several of its
growth initiatives including the announcement on

November 3, 2009 to acquire First Keystone Financial, Inc. as
discussed earlier in this document.

Additionally, on January 2, 2009, the Corporation opened its
West Chester Regional Banking Center which enabled the
Corporation’s wealth management and banking services to be
introduced into another affluent market with good growth
potential while further diversifying its asset base and client
accounts.

Rounding out 2009, the Corporation established BMT Asset
Management, a department within the Wealth Management
Division of the Bank, filed a Shelf Registration Statement on
Form S-3 and established a Dividend Reinvestment and Stock
Purchased Plan (“DRIP”).

BMT Asset Management was established through the hiring
of experienced asset managers in the later part of June 2009

and has generated $86.6 million in assets under management
at December 31, 2009.

The shelf registration was declared effective by the Securities
and Exchange Commission (“SEC”) on June 17, 2009, and is
intended to allow the Corporation to raise additional capital
through offers and sales of registered securities consisting of
common stock, warrants to purchase common stock, stock
purchase contracts or units consisting of any combination of
the foregoing securities.

On July 20, 2009 the Corporation filed a prospectus
supplement with the SEC in order to take securities down
from the Shelf Registration Statement in connection with the
DRIP. The DRIP provides existing shareholders and new
investors the opportunity to easily and conveniently increase
their investment in the Corporation through reinvestment of
dividends, new investments and requests for waivers.

The Corporation’s portfolio of loans and leases at
December 31, 2009 of $885.7 million decreased 1.6% or

$13.9 million from $899.6 million at December 31, 2008
balances.

The loan portfolio, excluding leases, declined marginally by
0.3% or $2.3 million to $838.0 million in 2009 compared with
$840.3 million in 2008. The lease portfolio declined 19.5% or
$11.6 million to $47.8 million from the December 31, 2008
balance of $59.4 million. The lease portfolio represents
approximately 5.4% of total 2009 year-end portfolio loans and
leases. The decline in the loan portfolio was concentrated in
the construction and lease portfolios due to the Corporation’s
decision to limit exposure to those sections of the portfolio.

Credit quality on the overall loan and lease portfolio remains
stable as total non-performing loans and leases represents 78
basis points or $6.9 million of portfolio loans and leases at
December 31, 2009. The Corporation believes the majority of
these loans are adequately secured by collateral that can
substantially liquidate the debt. This compares with 65 basis
points or $5.8 million at December 31, 2008. The provision
for loan and lease losses for the years ended December 31,
2009 and 2008 was $6.9 million and $5.6 million,
respectively. At December 31, 2009, the allowance for loan
and lease losses (“allowance”) of $10.4 million represented
1.18% of portfolio loans and leases compared with 1.15% at
December 31, 2008. For additional information about asset
quality and analysis of credit risk, see page 11 of this
document.

Funding from wholesale sources, which includes wholesale
deposits, subordinated debt and Federal Home Loan Bank of
Pittsburg (“FHLB-P”’) borrowings, at December 31, 2009 of
approximately $255.6 million was $65.3 million lower than
the $320.9 million at December 31, 2008. The increase in
deposit activity during 2009 reduced the Corporation’s
dependency on more expensive wholesale funding by
approximately 8%.

The increase in the Corporation’s tax equivalent net interest
income of $3.7 million or 9.8% for the year ended

December 31, 2009 compared to the same period last year was
due to an interest expense reduction of $5.4 million or 26.5%,
growth in the investment portfolio and a higher than average
interest rate on interest earning assets. The Corporation’s tax-
equivalent net interest margin increased from 3.70% in 2008
to 3.84% in 2009.

For the year ended December 31, 2009, non-interest income
was $28.5 million, an increase of $7.0 million or 32.6% from
$21.5 million in 2008. The primary factors for this increase
were the gains on the sale of residential mortgage loans, the
gains on sale of investment securities and increased fees from
the Wealth Management Division.

For the year ended December 31, 2009, non-interest expense
was $46.5 million, an increase of $7.9 million or 20.3% over
the $38.7 million in the same period last year. Personnel and



related support costs associated with new business initiatives
including commissions on mortgage originations, the opening
of the West Chester Regional Banking Center, costs
associated with the Transaction with First Keystone and the
FDIC insurance increase along with the FDIC one-time
special assessment were the largest contributors to this
increase.

2008 Compared to 2007

For the twelve months ended December 31, 2008, the
Corporation earned $9.3 million or $1.08 per diluted share.
The Corporation’s 2008 diluted earnings per share decreased
$0.50 per share or 31.6% compared to $1.58 per share in
2007, and net income for the year ended December 31, 2008
decreased 31.6% or $4.3 million, compared to $13.6 million
in 2007. Return on average equity (ROE) and return on
average assets (ROA) for the year ended December 31, 2008
were 10.01% and 0.89%, respectively. ROE was 15.87% and
ROA was 1.59% for the same period last year.

The Corporation elected not to participate in the United States
Government’s TARP Program due to the Corporation’s
regulatory capital status of “well capitalized” and the ever
changing conditions of the TARP Program.

During 2008, the Corporation established The Bryn Mawr
Trust Company of Delaware, a limited purpose trust company
(“LPTC”) in the State of Delaware. Additionally, on July 15,
2008, the Corporation acquired Lau Associates, a Wilmington,
Delaware, based investment advisory and financial planning
firm.

The Corporation increased portfolio loans and leases in 2008
by 12.0% or $96.7 million compared with year-end 2007
balances by expanding banking relationships with local
businesses, not-for-profit entities and high credit quality
individuals.

The loan portfolio, excluding leases, grew 10.9% or

$82.4 million to $840.3 million in 2008 compared with
$757.8 million in 2007. This increase included home equity
loans and lines, commercial and industrial loans and
commercial mortgages. The lease portfolio grew 31.5% or
$14.2 million to $59.3 in 2008 and now represents
approximately 6.6% of total portfolio loans and leases. The
lease portfolio, which is national in scope, did not perform
well in 2008 as charge-offs were 6.24% of average leases. The
Corporation made underwriting adjustments at the end of
2007 and has continued to “tighten” these standards in 2008
and early 2009.

Total non-performing loans and leases represents 65 basis
points or $5.8 million of portfolio loans and leases at
December 31, 2008. This compares with 25 basis points or
$2.0 million at December 31, 2007. The provision for loan
and lease losses for the years ended December 31, 2008 and
2007 was $5.6 million and $891 thousand, respectively, which

was primarily due to the increased level of charge-offs in the
lease portfolio. At December 31, 2008, the allowance for loan
and lease losses (“allowance”) of $10.3 million represents
1.15% of portfolio loans and leases compared with 1.01% at
December 31, 2007.

Funding from wholesale sources, which includes wholesale
deposits, subordinated debt and FHLB-P borrowings, at
December 31, 2008 of approximately $290.7 million was
$115.9 million higher than the $174.8 million at December 31,
2007. The incremental wholesale funding was primarily used
to fund $96.7 million of growth in the loan and lease portfolio
and $60.0 million of growth in the Corporation’s investment
portfolio.

The increase in the Corporation’s tax equivalent net interest
income of $2.8 million or 8.2% for the year ended

December 31, 2008 compared to the same period last year was
due to the increase in loan and lease volume, and the growth
in the investment portfolio, which more than offset the
decrease in asset yields and higher funding costs. The
Corporation’s tax-equivalent net interest margin declined from
4.37% in 2007 to 3.84% in 2008.

For the year ended December 31, 2008, non-interest income
was $21.5 million, a decrease of $0.3 million or 1.4% from
the $21.8 million in 2007. The primary factor for this decrease
was a gain on the sale of real estate of $1.3 million in 2007.
Partially offsetting this decrease were gains on sale of
investments, interest rate floor income and increased Wealth
Management Division revenue which is attributed to the
acquisition of Lau Associates.

For the year ended December 31, 2008, non-interest expense
was $38.7 million, an increase of $3.7 million or 10.6% over
the $35.0 million in the same period last year. Personnel and
related support costs associated with new business initiatives
including the Lau Associates acquisition and the impairment
of mortgage servicing rights were the largest contributors to
this increase.




COMPONENTS OF NET INCOME

NET INTEREST INCOME

Net income is affected by five major elements: Net Interest
Income, or the difference between interest income and loan
fees earned on loans and investments and interest expense
paid on deposits and borrowed funds; Provision For Loan
and Lease Losses, or the amount added to the allowance for
loan and lease losses to provide for estimated inherent losses
on loans and leases; Non-Interest Income which is made up
primarily of certain fees, wealth management revenue,
residential mortgage activities and gains and losses from the
sale of securities and other assets; Non-Interest Expense,
which consists primarily of salaries, employee benefits and
other operating expenses; and Income Taxes. Each of these
major elements will be reviewed in more detail in the
following discussion.

Rate/Volume Analyses (Tax Equivalent Basis)*

The rate volume analysis in the table below analyzes changes
in tax equivalent net interest income for the years 2009
compared to 2008 and 2008 compared to 2007 by its rate and
volume components. The change in interest income/expense
due to both volume and rate has been allocated to changes in
volume.

Year Ended December 31,

(dollars in thousands) 2009 Compared to 2008 2008 Compared to 2007
increase/(decrease) Volume  Rate Total Volume  Rate Total
Interest Income:
Interest-bearing deposits
WAHBARKS L. o venreassesinsstoripmreion $ 127 % (1988 (71)| $§ 867 $ (798) 8 69
Money market funds X (123) (12) . @35) 162 (152) 10
Federal funds sold 193 (15) 178 106 (144) (38)

Investment securities
available for sale.. 2,531 (1,848) 683 2,522 @) 2,251
Loans and leases .... 2,546 (4,121) (1,575) 7,820 (6,463) 1,357

Total interest inCOME.........cceuee 5274 (6,194) _ (920) 11,477 (7,828) 3,649
Interest expense: 3
Savings, NOW and market

rate accounts, 1,084 (1,632)  (548) 628  (1,044)  (416)
Other wholesale deposits 24 10 37 111 —= GEL
Wholesale time deposits (2,076) (1,338) (3,414) 2,099 (1,637) 462

Time deposits...... (162) (1,985) (2,147) 355  (2,226) (1,871)
Borrowed Funds. 1,221 154 1,375 4907 (2,373) _ 2,534
Total interest €Xpense ............... 94 (4,791) (4,697) 8,100 (7,280) 820
Interest differential .............ccccoue $ 5,180 $(1,403) $ 3,777 | $ 3,377 $§ (548) $ 2,829

* The tax rate used in the calculation of the tax equivalent income is 35%.



Analyses of Interest Rates and Interest Differential

The table below presents the major asset and liability categories on an average daily basis for the periods presented, along with tax-

equivalent interest income and expense and key rates and yields:

For the Year Ended December 31,

2009 2008 2007
Average Average Average
Interest Rates Interest Rates Interest Rates
Average Income/ Earned/ Average Income/ Earned/ Average Income/ Earned/
(dollars in thousands) Balance Expense Paid Balance Expense Paid Balance Expense Paid
Assets:
Interest-bearing deposits with banks . 34,946 $ 74 021%|$ 18,678 § 145 0.78% | $ 1,506 $ 76 5.05%
Federal funds sOld .-.iciooceeiiisinnsnse 548 1 0.18% 5,616 136 2.42% 3,496 174 4.98%
Money market funds 38,662 197  051% 3,445 19 . 0.55% 182 9 4.95%
Investment securities:
Taxable 129,780 4,398 3.39% 86,940 4,127 4.75% 39,510 2,008 5.08%
Tax —Exempt 17,818 776 4.36% 7,538 364 4.83% 5,029 232 4.61%
Total investment securities ) ..................cccoooorrimrrrennee. 147,598 5,174 3.51% 94,478 4,491 4.75% 44,539 2,240 5.03%
Vs et 0 e SR L e e D 892,518 51,835  5.81% 851,752 53410  627% 740,694 52,053 7.03%
Total interest earning assets 1,114,272 57,281 5.14% 973,969 58,201 5.98% 790,418 54,552 6.90%
Cash and due from banks 11,249 15,780 22,640
Allowance for loan and lease losses (10,421) (8,613) (8,463)
Other assets : 65,395 64,542 48,725
Total assets $ 1,180,495 $ 1,045,678 $ 853,320
Liabilities:
Savings, NOW, and market rate accounts .................e..... $ 408,523 3,094 0.76% | $§ 325291 $ 355 115%:| 3 280371 -8 4,169 1.49%
Other wholesale deposits ..........c..cou.... 33,988 148 0.44% 10,088 111 1.10% — — —
Wholesale time deposits .. 83,277 2,084 2.50% 123,794 5,498 4.11% 92,329 4,925 5.53%
Fimiedeposits s i oo, 190,071 4,644 2.44% 194,739 6,791 3.49% 187,044 8,662 4.63%
Total interest-bearing deposits .. 715,859 9,970 1.39% 653,912 16,042 2.45% 559,744 17,756 3.17%
Subordinated debt 20,260 1,108 5.47% 5,934 408 6.88% — — —
Mortgage payable 1,450 82  5.66% — = o = i, Ll
Borrowed funds 149,937 4,939 3.29% 130,490 4,346 3.33% 42,496 2,220 5.22%
Total interest-bearing liabilities 887,506 16,099 1.81% 790,336 20,796 2.63% 602,240 19,976 3.32%
Non-interest-bearing deposits ........ccererraracasasasasasasasssns 172,468 143,924 148,773
Othcr liabilitics) .. oot s 22,502 18,243 16,622
Total non-interest-bearing liabilities . 194,970 162,167 165,395
Tatalbabilihes 2., kel . 1,082,476 952,503 767,635
Shareholder’s equity 98,019 93,175 85,685
Total liabilities and shareholders’ equity ............. $ 1,180,495 $ 1,045,678 $ 853,320
INetanterest Sprentl i .o i i isnnsior s 3.33% 3.35% 3.58%
Effect of non-interest-bearing sources ................cooeoen.... 0.37% 0.49% 0.79%
Net interest income/margin on earning assets ................ $ 41,182 3.70% $ 37405 3.84% $ 34,576 4.37%
Tax equivalent adjustment (tax rate 35%) ........c.ccoecvrernnn. 389 0.04% $ 267 0.03% $ 334 0.04%

(1) Non-accrual loans have been included in average loan balances, but interest on non-accrual loans has not been included for purposes of determining interest
income. Average loans and leases include portfolio loans, leases and loans held for sale.

(2) Loans include portfolio loans and leases and loans held for sale.

(3) Investment securities include trading and available for sale

Net Interest Income and Net Interest Margin 2009
Compared to 2008

Net interest income on a tax equivalent basis for the year
ended December 31, 2009 of $41.2 million was $3.8 million
or 10.1% higher than $37.4 million in 2008. This increase was
substantially due to the reduction in interest expense of

$4.7 million or 22.6%. Interest earning assets increased
$140.3 million or 14.4% from 2008. However, the yield on
earning assets, which offset the reduction in interest expense,
decreased from 5.98% to 5.14% or 84 basis points from the
same period. This is the result to the yields on loans

decreasing 46 basis points to 5.81% due to the current rate
environment and competitive pricing pressures. The yield on
investments decreased 124 basis points as more short term
liquid investments were purchased.

Average interest bearing liabilities increased $97.2 million or
12.3% from $790.3 million in 2008 to $887.5 million in 2009.
This increase is mainly due to the increase in core deposits as
wholesale deposits that matured were not replaced.
Additionally, the Corporation increased subordinated debt by
$14.3 million. The rate on interest bearing liabilities declined
82 basis points from 2.63% to 1.81% primarily due to




aggressive management of deposit pricing and the maturity of
higher rate wholesale deposits. Despite the increase in the tax
equivalent net interest income, the tax equivalent net interest
margin on interest earning assets decreased 14 basis points to
3.70% from 3.84% during 2008.

Net Interest Income and Net Interest Margin 2008
Compared to 2007

Net interest income on a tax equivalent basis for the year
ended December 31, 2008 of $37.4 million was 8.1% higher
than $34.6 million in 2007. This increase was substantially
rate driven. Average loan growth of $111.1 million or 15.0%
and investment security growth of $50 million were able to
offset rate decreases and the impact of funding with higher
cost wholesale funds, which includes wholesale deposits,
subordinated debt and borrowings.

Average interest bearing liabilities increased by

$188.1 million or 31.2% to $790.3 million during 2008
compared to $602.2 million during 2007. Wholesale deposits
and borrowings were the primary factors contributing to the
increase in average interest bearing liabilities. The change in
average other deposit balances in 2008 was a nominal

$1.6 million increase.

Despite the increase in tax equivalent net interest income due
to increased loan, lease and investment balances, the tax
equivalent net interest margin on interest earning assets
decreased by 53 basis points from 4.37% during 2007 to
3.84% during 2008, due to lower rates on interest earning
assets.

Net Interest Margin Over Last Five Quarters

The Corporation’s tax equivalent net interest margin increased
22 basis points to 3.85% in the fourth quarter of 2009 from
3.63% in the same period in 2008. The reduction in the
earning asset yield of 64 basis points was due to prime rate
decreases, the current rate environment and competitive
pricing pressure.

The interest bearing liability cost decreased in the fourth
quarter of 2009 to 1.45%, a decrease of 97 basis points from
the fourth quarter of 2008. This reduction was due primarily
to aggressive management of deposit pricing and the maturity
of higher rate wholesale deposits during 2009.

The tax equivalent net interest margin and related components
for the past five linked quarters are shown in the table below.

Interest Effect of
Earning  Bearing Net Non-Interest Net
Asset Liability  Interest Bearing Interest
Year Yield Cost Spread Sources Margin

Tax Equivalent Net Interest Margin Last Five Quarters

4" Quarter 2009 4.99% 1.45%  3.54% 0.31% 3.85%
3 Quarter 2009 5.09% 1.73%  3.36% 0.36% 3.72%
2" Quarter 2009 5.13% 1.94%  3.19% 0.40% 3.59%
1* Quarter 2009 537% 2.15% 3.22% 0.40% 3.62%

4" Quarter 2008 5.63% 2.42% 3.21% 0.42% 3.63%

Interest Effect of

Earning  Bearing Net Non-Interest Net
Asset Liability  Interest Bearing Interest
Year Yield Cost Spread Sources Margin

Tax Equivalent Net Interest Margin Last Three Years

2009 5.14% 1.81%  3.33% 0.37% 3.70%
2008 5.98% 2.63%  3.35% 0.49% 3.84%
2007 6.90% 3.32%  3.58% 0.79% 4.37%

Interest Rate Sensitivity

The Corporation actively manages its interest rate sensitivity
position. The objectives of interest rate risk management are
to control exposure of net interest income to risks associated
with interest rate movements and to achieve sustainable
growth in net interest income. The Corporation’s Asset
Liability Committee (“ALCO”), using policies and procedures
approved by the Corporation’s Board of Directors, is
responsible for managing the interest rate sensitivity position.
The Corporation manages interest rate sensitivity by changing
the mix, pricing and re-pricing characteristics of its assets and
liabilities, through the management of its investment portfolio,
its offering of loan and selected deposit terms and through
wholesale funding. Wholesale funding consists of multiple
sources including borrowings from the FHLB-P, Federal
Reserve Bank of Philadelphia discount window, certificates of
deposit from institutional brokers, Certificate of Deposit
Account Registry Service (“CDARS”), Insured Network
Deposit (“IND”) Program, Institutional Deposit Corporation
(“IDC”) and Pennsylvania Local Government Investment
Trust (PLGIT)S

The Corporation uses several tools to manage its interest rate
risk including interest rate sensitivity analysis (a/k/a “GAP
Analysis”), market value of portfolio equity analysis, interest
rate simulations under various rate scenarios and tax
equivalent net interest margin reports. The results of these
reports are compared to limits established by the
Corporation’s ALCO Policies and appropriate adjustments are
made if the results are outside of established limits.

The following table demonstrates the annualized result of an
interest rate simulation and the estimated effect that a parallel
interest rate shift in the yield curve and subjective adjustments
in deposit pricing might have on the Corporation’s projected
net interest income over the next 12 months.

This simulation assumes that there is no growth in the balance
sheet over the next twelve months. The changes to net interest
income shown below are in compliance with the
Corporation’s policy guidelines.



Summary of Interest Rate Simulation

December 31, 2009

Estimated Change
In Net Interest
Income Over

(dollars in thousands) Next 12 Months

Change in Interest Rates

+300 basis points $ 2,980 6.86%
+200 basis points 8 1,725 3.97%
+100 basis points $§ (632) (145%
-100 basis points $ (1,313) (3.02)%

The interest rate simulation above indicates that the
Corporation’s balance sheet as of December 31, 2009 is asset
sensitive, meaning that a 100 basis point increase or decrease
in interest rates will have a negative impact on net interest
income over the next 12 months. Assets will not reprice as
quickly as deposits since Bryn Mawr Trust’s prime rate is 74
basis points higher than the Wall Street Journal prime rate and
there are interest rate floors on approximately all home equity
lines of credit. The interest rate simulation is an estimate
based on assumptions, which are based in part on past
behavior of customers, along with expectations of future
behavior relative to interest rate changes.

Actual results may differ from the interest rate simulation for
many reasons including market reactions, competitor
responses, regulatory actions and/or customer behavior,
especially in these uncertain economic times, which could
cause an unexpected outcome that, may translate into lower
net interest income.

GAP Report

The interest sensitivity or “GAP” report identifies interest rate
risk by showing repricing gaps in the bank’s balance sheet.
All assets and liabilities are reflected based on behavioral
sensitivity, which is usually the earliest of either: repricing,
maturity, contractual amortization, prepayments or likely call
dates. Non-maturity deposits such as NOW, Savings and
money market accounts are spread over various time periods
based on the expected sensitivity of these rates considering
liquidity and investment preferences for the bank. Non-rate
sensitive assets and liabilities are spread over time periods to
reflect how the Corporation views the maturity of these funds.

Non-maturity deposits, demand deposits in particular, are
recognized by the regulatory agencies to have different
sensitivities to interest rate environments. Consequently, it is
an accepted practice to spread non-maturity deposits over
defined time periods in order to capture that sensitivity.
Commercial demand deposits are often in the form of
compensating balances, and fluctuate inversely to the level of
interest rates; the maturity of those deposits is reported as
having a shorter life than typical retail demand deposits.
Additionally, the regulatory agencies have suggested
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distribution limits are for non-maturity deposits. However, the
Corporation has taken a more conservative approach than

these limits would imply by reporting them as having a shorter
maturity. The following table presents the Corporation’s GAP

Analysis as of December 31, 2009:

0 to 90 91 to 365 1-5 Over Non-Rate
(dollars in thousands) Days Days Years 5 Years Sensitive Total
Assets:
Interest-bearing
deposits with
Banks i $ 585 § — % e — $ — 8 58.5
Money market
funds... 9.2 — — — — 9.2
Investment
SECUTIHES. .c.oissseionss 67.2 37.9 55.3 47.8 — 208.2
Loans and leases ... 369.7 84.5 374.4 60.1 — 888.7
Allowance............... - -— — — (10.4) (10.4)
Cash and due
— — — — 117 45474
— — 0.6 0.1 722 72.9
Total assets.... $  504.6 1224 § 4303 108.0 $ 73.5 $§ 1,238.8
Liabilities and
shareholders’ equity:
Demand, non-
interest-bearing...... $ 79.2 2Ll 112.6 — — 212.9
Savings, NOW
and market rate...... 83.5 73.4 260.9 65.1 — 482.9
Time deposits........... 97.7 45.3 10.7 0.1 — 153.8
Other wholesale
ABPOSIS. oo cavsvcenrios 52.2 — — — — 52.2
Wholesale time
AEPOSILS. csicssssssronsn 17.4 13.0 5.7 — — 36.1
Borrowed funds....... 11.7 27.9 94.6 10.7 — 144.9
Subordinated debt ... 22.5 — = —_ — 22.5
Mortgage payable.... — 0.1 1.9 — — 2.0
Other liabilities........ — — — — 27.6 27.6
Shareholders’
L e R 3.7 1.1 59.4 29.7 — 103.9
Total liabilities
and shareholders’
CAUHEY ciossessensessies $ 3679 1919 § 5458 1055 § 27.6 $ 1,238.8
Interest earning
ARROIS 1L i itcdoes iy 504.6 122.4 429.7 107.9 — 1,164.6
Interest bearing
liabilities... 32850 159.7 373.8 75.9 — 894.4
Difference between
interest earning assets
and interest bearing
liabilities ... -8 2196 373) $ 559 320 § — .§ = 270.2
Cumulative difference
between interest
earning assets and
interest bearing
HAbIHEES v.oouicsnsinise S 2195 1822 § 238.1 2702 § — § 2702

Cumulative earning
assets as a % of
cumulative interest

bearing liabilities ...... 177%

141%

129%

130%

O Loans include portfolio loans and leases and loans held for sale.

The table above indicates that the Corporation is asset
sensitive in the immediate to 90 day time frame and should
experience an increase in net interest income in the near term,
if interest rates rise. Accordingly, if rates decline, net interest
income should decline. Actual results may differ from
expected results for many reasons including market reactions,
competitor responses, customer behavior and/or regulatory

actions.




Maturity of Certificates of Deposit of $100,000 or Greater
at December 31, 2009

Non-
(dollars in thousands) Wholesale Wholesale
Three months or 1€88.........ccuninuensneeserns $ 59,606 $ 3,583
Three 10 SiX-MONRSE . .c..oveossreisaesasnsisss 5,141 —
Sixitotwelve MONENS ... iiiomsueniasisaes 11,909 5,489
Greater than twelve months.................. 2921 5,701

$ 79,177 $ 14,733

PROVISION FOR LOAN AND LEASE LOSSES

General Discussion of the Allowance for Loan and Lease
Losses

The Corporation uses the allowance method of accounting for
credit losses. The balance in the allowance for loan and lease
losses (“allowance”) is determined based on the Corporation’s
review and evaluation of the loan and lease portfolio in
relation to past loss experience, the size and composition of
the portfolio, current economic events and conditions, and
other pertinent factors, including the Corporation’s
assumptions as to future delinquencies, recoveries and losses.

Increases to the allowance are implemented through a
corresponding provision (expense) in the Corporation’s
statement of income. Loans and leases deemed uncollectible
are charged against the allowance. Recoveries of previously
charged-off amounts are credited to the allowance.

While the Corporation considers the allowance to be adequate
based on information currently available, future additions to
the allowance may be necessary due to changes in economic
conditions or the Corporation’s assumptions as to future
delinquencies, recoveries and losses and the Corporation’s
intent with regard to the disposition of loans. In addition, the
Pennsylvania Department of Banking and the Federal Reserve
Bank of Philadelphia, as an integral part of their examination
process, periodically review the Corporation’s allowance.

The Corporation’s allowance is the accumulation of four
components that are calculated based on various independent
methodologies. All components of the allowance are
estimations. The Corporation discusses these estimates earlier
in this document under the heading of “Critical Accounting
Policies, Judgments and Estimates”. The four components are
as follows:

e Specific Loan Evaluation Component — Includes the
specific evaluation of larger classified loans. The
Corporation evaluates larger, classified loans with
greater scrutiny to calculate an appropriate allowance
for the identified loan.
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e Historical Charge-Off Component — Applies a five
year historical charge-off rate to pools of non-
classified loans excluding leases.

e Additional Factors Component — The loan and lease
portfolios are broken down into multiple
homogeneous sub classifications upon which
multiple factors (such as delinquency trends,
economic conditions, loan terms, credit grade, state
of origination, industry, other relevant information
and regulatory environment) are evaluated resulting
in an allowance amount for each of the sub
classifications. The sum of these amounts equals the
Additional Factors Component. These additional
factors are reviewed by the Corporation on a
quarterly basis to reflect changes in each
homogeneous sub-classification identified.

e  Unallocated Component — This amount represents a
reserve against all loans for factors not included in
the components above. The unallocated component
of the Allowance is available for use against any
portion of the loan and lease portfolio.

Given the difficult national economic conditions since 2008, it
has been recommended by regulators in general that recent
charge-off history be given more weight in the ALLL
calculation. The Corporation is aware of these
recommendations and believes its ALLL methodology
adequately provides the appropriate weighting to current
charge-off history in the aggregate, primarily through the
specific loan and additional factor components of the
allowance methodology. The Corporation will continue to
evaluate this issue on a quarterly basis and will make
appropriate adjustments to the historical charge-off
methodology as needed.

Asset Quality and Analysis of Credit Risk

Credit quality on the overall loan and lease portfolio remains
stable as total non-performing loans and leases of $6.9 million
represented 78 basis points of portfolio loans and leases at
December 31, 2009. This compares with 65 basis points or
$5.8 million at December 31, 2008 and 25 basis points or
$2.0 million at December 31, 2007. The increase in the non-
performing loans and leases from $5.8 million to $6.9 million
is primarily attributable to one specific commercial loan
relationship which experienced financial difficulties. While
the level of non-performing loans and leases has increased
from December 31, 2008, the majority of these loans are
adequately secured by collateral that can substantially
liquidate the associated debt. As of December 31, 2009 the
Corporation had OREO valued at $1.0 million which was
written down and then carried at fair value less cost to sell.




A troubled debt restructure (“TDR”) occurs when a creditor,
for economic or legal reasons related to the debtor’s financial
difficulties, grants a concession to the debtor that it would
otherwise not consider. As of December 31, 2009 the
Corporation had $2.3 million of loans which it had classified
as TDR’s and were included in total non-performing loans and
leases and an additional $1.6 million of performing lease
balances which were classified as TDR’s. The Corporation
has procedures in place to determine if a loan or lease is a
TDR and to report them in accordance with regulatory
guidance, and reviews loans and leases subject to any
concession on a monthly basis.

At December 31, 2009 the Corporation had $6.2 million of
impaired loans which are included in total nonperforming loan
and leases. Impaired loans are loans and leases in which it is
probable that the Corporation will not be able to collect all
scheduled principal and interest in accordance with the loan
agreements.

The provision for loan and lease losses for the years ended
December 31, 2009, 2008 and 2007 was $6.9 million,

$5.6 million and $891 thousand, respectively. At

December 31, 2009, the allowance for loan and lease losses of
$10.4 million represented 1.18% of portfolio loans and leases
compared with 1.15% at December 31, 2008 and 1.01% at
December 31, 2007. The nominal increase in the allowance as
a percentage of portfolio loans and leases from the end of
2008 to the end of 2009 reflects the commercial loan
mentioned previously, and lower loan and lease balances.

The Corporation believes that while economic conditions
indicate the country may be coming out of the recession, a
return to full employment (defined as 6%) and improvements
in the construction and commercial real estate markets may be
several years away, which may have a negative effect on
collateral value and the borrower’s ability to repay. The
Greater Philadelphia area in which the Corporation operates
(except for its national leasing business) has not seen the
severe downturn that many of the other areas in the country
have experienced, but this area has not been immune from
these tough economic times.

Accordingly, the Corporation expects that this continued
economic weakness may result in the Corporation’s provision
for loan and lease losses and non-performing loans and leases
to remain at current levels or higher for the foreseeable future,
as loans and leases that have performed in prior years may
succumb to this extended downturn and migrate to classified
loans status and possibly to non-performing status. At the
same time, loans and leases that are listed as non-performing
are being actively managed, moved to OREO, restructured,
charged-off, charged-down, brought current and/or paid off,
reducing the aggregate dollar amount of non-performing loans
and leases, possibly to be replaced by loans and leases that
were previously performing.
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The Corporation continues to be diligent in its credit
underwriting process and very proactive with its loan review
process (including the services of an independent outside loan
review firm) which identifies developing credit issues. These
proactive steps include the procurement of additional
collateral (preferably outside the current loan structure)
whenever possible and frequent contact with the borrower.
We believe that timely identification of credit issues and
appropriate actions early in the process serve to mitigate
overall losses.

During the third quarter of 2009, the Corporation made
refinements, along with changes to estimates of loss in certain
asset classes. These changes in estimates and refinements
resulted in a lower pre-tax provision for loan and lease losses
in the third quarter of 2009 than would have resulted under the
previous loss estimates of approximately $750 thousand
which equates to $.06 per diluted share (after tax).

The list below identifies certain key characteristics of the
Corporation’s loan and lease portfolio. See the loan portfolio
table on page 18 for further detail.

e Portfolio Loans and Leases — The Corporation’s
$885.7 million loan portfolio is based in the
Corporation’s traditional market areas of Chester,
Delaware and Montgomery counties (Pennsylvania)
and the greater Philadelphia area which have not
experienced the real estate price appreciation and
subsequent decline that many areas nationwide have
experienced, this area is not immune from these
tough economic times. The Corporation has observed
a slow-down in new construction in the local area
and some home value reductions, but this has not had
a substantial impact on the Corporation’s loan quality
ratios relative to the loan portfolio.

e Concentrations — The Corporation has a material
portion of its portfolio loans (excluding leases) in
real estate related loans. As of December 31, 2009,
loans secured by real estate were $729.9 million or
86.9% of the total loan portfolio of $838.0 million,
which includes $592.0 million of real estate loans.
The remainder of the loans were for non-real estate
purposes.

A predominant percentage of the Corporation’s real
estate exposure, both commercial and residential, is
in Pennsylvania. The Corporation is aware of this
concentration and mitigates this risk to the extent
possible in many ways, including the underwriting
and assessment of the borrower’s capacity to repay,
equity in the underlying real estate collateral and a
review of a borrower’s global cash flows. The
Corporation has recourse against a substantial
majority of the loans in the portfolio.



Construction — Residential site development
construction loans were $33.9 million at

December 31, 2009, a decline from the $43.7 million
at December 31, 2008. The residential site
development portfolio had a delinquency rate of
1.67% at December 31, 2009. The delinquency rate
decreased from 6.06% at December 31, 2008 due to
one residential site development moving mostly into
OREO.

Commercial construction projects were $1.7 million
at December 31, 2009, a decline from the

$8.3 million at December 31, 2008. The commercial
construction portfolio has no delinquencies and most
loans within this subcategory have converted to
permanent mortgages in 2009.

Construction loans of individual houses were

$2.8 million at December 31, 2009 and $6.5 million
at December 31, 2008. This decrease is attributable
to the completion of existing construction projects
and the Corporation’s decision to limit exposure in
this section of the portfolio prior to 2009 due to
economic conditions. The total construction loan
segment is 4.3% of the total loan and lease portfolio
at December 31, 2009.

Residential Mortgages — Residential mortgage loans
were $110.7 million at December 31, 2009, a
decrease of $21.8 million from the $132.5 million at
December 31, 2008. The residential mortgage
portfolio had a delinquency rate of 3.11% at
December 31, 2009 compared to 1.44% at

December 31, 2008. Economic conditions and a
continued high unemployment rate in the area have
affected the portfolio. However, the Corporation is
well protected with its collateral position on this
portfolio with an average combined loan-to-value
ratio of approximately 70%. The residential mortgage
segment is 12.5% of the total loan and lease portfolio
at December 31, 2009.

Commercial Mortgages — The performance in the
$265.0 million commercial mortgage portfolio,
representing 29.9% of the total loan and lease
portfolio at December 31, 2009, remains excellent
except for one commercial relationship which has
substantial collateral and the Corporation expects full
repayment. This segment of the total loan and lease
portfolio grew 6.1% or $15.3 million from
December 31, 2008. The delinquency rate in the
portfolio is 0.56% and the growth over the past
twelve months within this subsection of the loan
portfolio was 6.0%. The Corporation’s borrowers in
this portfolio have strong global cash flows which
have remained stable in this tough economic
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environment. Commercial mortgages that are owner
occupied represent 49.9% of the outstanding balance
at December 31, 2009.

Commercial and Industrial — The performance in
the $233.3 million commercial and industrial
portfolio, representing 26.3% of the total loan and
lease portfolio at December 31, 2009, remains stable
with a delinquency rate of approximately 0.65%.
This segment of the total loan and lease portfolio
declined 1.3% or $3.2 million from December 31,
2008 and consists of loans to privately held
institutions, family businesses, non-profit institutions
and private banking relationships.

Home Equity Lines of Credit (‘HELOC”) — The
HELOC portfolio has increased $26.6 million or
19.3% from $137.8 million at December 31, 2008 to
$164.4 million at December 31, 2009. The
delinquency level in the portfolio remains stable at
approximately 0.55%, compared to approximately
0.50% at December 31, 2008 and 79% of loans have
a loan-to-value of 80% or below as of December 31,
2009. The HELOC segment is 18.6% of the total loan
and lease portfolio at December 31, 2009.

Non-Traditional Loan Products — The
Corporation’s portfolio of loans and leases as
reflected on the balance sheet includes $49.5 million
of first lien mortgage positions on one to four family
residential loans that are interest only loans. At
December 31, 2009, the total first lien interest only
residential loans of $49.5 million included

$43.6 million of adjustable rate loans that convert to
principal and interest payments between five and ten
years after inception and $5.9 million of fixed rate
loans that continue as interest only loans until
reaching maturity. While these loans are considered
“non-traditional loan products,” the Corporation does
not consider these loans as having a higher risk since
the underwriting standard and loan to value ratios are
comparable to the remainder of the loan portfolio.
Non-traditional loan balances are included in the
residential mortgage totals or included in the home
equity lines and loans as of December 31, 2009.

Leasing — The Corporation’s $47.8 million leasing
portfolio is national in scope and consists of over
4,150 equipment financing leases to customers with
initial lease terms of 24 to 60 months and yields
significantly higher than other loans in the
Corporation’s portfolio. Approximately 53% of the
Corporation’s leases are in 6 states with California
being the largest at approximately 13%. Lease
originations in California, Georgia, Florida and other
states have been intentionally reduced due to



continued deteriorating economic conditions
nationally.

The lease portfolio balance at the end of 2009 was
down $11.6 million to $47.8 million from the
$59.3 million in 2008. At December 31, 2009 the
lease portfolio was 5.4% of the total loan and lease
portfolio compared to 6.6% at the end of 2008. The
rate of growth within the leasing portfolio has been
intentionally reduced and tighter underwriting
standards have been implemented reducing lease
delinquencies from 4.4% at December 31, 2008 to
3.5% at December 31, 2009. To mitigate further
potential losses, the Corporation has reduced the

Non-Performing Assets and Related Ratios as of December 31

(dollars in thousands)

Non-accrual 10ans and 168888 ... civcsimemmreissisesetosssossssmsssisrssnsatate
Loans 90 days or more past due and still accruing .......................
Total non-performing loans and 1€ases ..............cccecevrvevevirivenennnnns
Other realiestate owned (CORBO: . vt o o . S S
Total non-performing aSSets .........coeeieeisiiiisssiiusmsnsusssssssnissbivnss

CHCEINE D | gt R e - L B L e |
Less: TDR’s included in non-performing loans and leases above
TDR’s not included in non-performing loans and leases .............

Total impaired loans (included in total non-performing loans
andslgises) n . LR e R R e e

Allowance for loan and lease losses to non-performing assets

Allowance for loan and lease losses to non-performing loans and leases...

Non-performing loans and leases to total loans and leases

Allowance for loan losses to total loans and leases .....................
Non-performing assets t0 total 8SSetS ..........c.cecersreresessersasssseroseses
Net loan and lease charge-offs/average loans and leases .............

Net loan charge-offs/average loans .....................
Net lease charge-offs/average leases ...................
Period end portfolio loans and leases ..................
Average loans and leases (average for year)

Allowance for loan and 1€aSe 10SSES .......ceevveeveeereeveeresesseeenanens

Summary of Changes in the Allowance for Loan and Lease Losses

(dollars in thousands)
Balatceslanuamplie: ol o mo o I Sl
Charge-offs:

G OIS et g B E I

Totalieharre-ofle 155 id i o it i s

Recoveries:

Gl e bR R e . L L e

Real estate ....
VO e, e £ b [ WM o
Total Recoveries

Iy T T T e S R el - RS e WO
Provision for loan and 1€ase 10SSES ........ceeveeveereereeereereereesrersnnnnnns
Balanice Detember 3l oui i i s smeissioid Bz b casiiodi &

number of broker relationships, curtailed lease
originations in certain geographic regions, reduced
the maximum dollar amount of each lease and made
changes to equipment categories that qualify for new
originations. These adjustments have improved
overall lease portfolio performance as net charge-offs
have declined each quarter since December 31, 2008.
Net charge-offs have declined from $1.6 million in
the fourth quarter of 2008 to $763 thousand in the
fourth quarter of 2009. The Corporation believes that
lease charge-offs should continue to improve in
2010.

2009 2008 2007 2006 2005
6,246 $ 5303 § 747§ 704 $ 261
668 504 1,263 119 129
6,914 5,807 2,010 823 390
1,025 oot - 25 25
7939 $ 5807 $ 2010 $ 823 § 415
3,896 - — = i
2,274 e = — e
1,622 = = = -
6,246 4,586 574 704 261
131.3% 177.9% 404.1% 986.9%  1,783.6%
150.8% 177.9% 404.1% 986.9%  1,897.9%
0.78% 0.65% 0.25% 0.12% 0.07%
1.18% 1.15% 1.01% 1.19% 1.24%
0.64% 0.50% 0.20% 0.10% 0.06%
0.77% 0.40% 0.12% 0.02% 0.05%
0.29% 0.00% 0.05% 0.02% 0.05%
8.05% 6.24% 1.97% 0.00% =
885,739 § 899,577 $ 802,925 $ 681,291 $ 595,165
882,956 $ 851,752 $ 740,694 $ 636286 $ 582,386
10424 $ 10332 § 8124 § 8122 $ 7,402
2009 2008 2007 2006 2005
10332 § 8124 3  SI2 §5 TAZIS #S90
(45) (72) (396) 31) (158)
(1,933) @) @1) = -
(53) — — (120) (156)
(382)
(4,957) (3,540) (599) e 5
(7,370) (3,616) (1,036) (151) (314)
8 28 22 34 11
ke b 46 3 12
1 24 15 2 4
569 176 64 2 e
578 228 147 39 27
(6,792) (3,388) (889) (112) (287)
6,884 5,596 891 832 762
10424 $§ 10332 § 8,124 § 8,122 § 7,402




Allocation of Allowance for Loan and Lease Losses

The following table sets forth an allocation of the allowance for loan and lease losses by category. The specific allocations in any
particular category may be changed in the future to reflect then current conditions. Accordingly, the Corporation considers the
entire allowance to be available to absorb losses in any category.

December 31,

2009 2008 2007 2006 2005
% % % % Y%
Loans Loans Loans Loans Loans
to to to to to
Total Total Total Total Total
(dollars in thousands) Loans Loans Loans Loans Loans
Balance at end of period
applicable to:
Commercial and industrial ...................... $ 3,817 264% | $ 3,093 263% | $ 2,636 264%|$ 2,161 257%| % 2,191 28.5%
Real estate — construction ....................... 652 4.3 1,061 6.5 850 8.3 950" " 110 569 7.6
Real estate — mortgage ...........coceeveenrennene 3,944 62.6 4,154 59.7 3,720 1551 4,448 60.9 4,141 623
CONSIINEB . sl B r ok s S s v e 108 1.3 70 0.9 62 1.0 7 1.4 143 1.6
HUEAROE st oo oo b, 4 Dl oot £ 1,403 5.4 1,894 6.6 789 5.6 140 1.0 - —
Bndllocited cnn s e el sd 500 — 60 o 60 - 346 — 358 —
i o) RERCE LR L N oy $10,424 100% | $10,332 100% | $ 8,124 100% | $ 8,122 100% | $ 7,402 100.0%

NON-INTEREST INCOME

2009 Compared to 2008

For the year ended December 31, 2009, non-interest income
was $28.5 million, an increase of $7.0 million or 32.6%
above the $21.5 million in 2008. The primary factors for this
increase were the gain on the sale of residential mortgage
loans of $6.0 million, $4.7 million above the $1.3 million
from the same period last year and a $1.9 million gain on the
sale of investments, $1.7 million above the $230 thousand
from the same period last year. Wealth Management
Division revenues of $14.2 million as of December 31, 2009
were $336 thousand above December 31, 2008 results due
primarily to a full year of revenue for Lau Associates, The
Bryn Mawr Trust Company of Delaware and the success of
the newly formed BMT Asset Management.

Non-interest income from residential mortgage operations
related to the increase in residential mortgage loans being
serviced, the gain on sale of residential mortgage loans due
to increased origination activity, the investment trading
account income, the gain on sale of investments, and service
charges on deposit accounts, increased during the fourth
quarter of 2009 compared to the fourth quarter of 2008

2008 Compared to 2007

For the year ended December 31, 2008, non-interest income
was $21.5 million, an increase of $1.1 million or 5.4% above
the $21.8 million in 2007. The primary factor for this
decrease was a one-time gain on the sale of real estate of
$1.3 million in 2007. Partially offsetting this decrease were
the gain on sale of investments, interest rate floor income
and increased wealth management revenue. Wealth
Management Division revenues not associated with Lau
Associates decreased by $1.3 million or 9.7% in 2008 due to
the decline in the value of the financial markets and the loss

of a significant customer resulting from a business
combination in the fourth quarter of 2007.

NON-INTEREST EXPENSE

2009 Compared to 2008

For the year ended December 31, 2009, non-interest expense
was $46.5 million, an increase of $7.9 million or 20.9% over
the $38.7 million in the same period in 2008. Primary factors
contributing to this increase include related support costs
associated with residential mortgage originations, the
opening of our West Chester Regional Banking Center on
January 1, 2009 and FDIC insurance costs rising $762
thousand or 161.4% from $472 thousand a year ago, along
with the one-time FDIC special assessment of $§540
thousand. Professional fees increased $458 thousand or
29.5% from $1.6 million at December 31, 2008. Due
diligence and merger related expense increased $460
thousand to $616 thousand from $156 thousand at
December 31, 2008. Much of this increase is directly related
to expenses associated with the Transaction with First
Keystone.

Amortization of mortgage servicing rights increased to
$216 thousand in the fourth quarter of 2009, a

$135 thousand or 166.7% increase from $81 thousand in the
fourth quarter of 2008. This is primarily due to higher rate
mortgages refinancing during the continued low rate
environment.

2008 Compared to 2007

For the year ended December 31, 2008, non-interest expense
was $38.7 million, an increase of $3.7 million or 10.6% over
$35.0 million in the same period in 2007. Primary factors
contributing to this increase include a $647 thousand
impairment of mortgage servicing assets from a year ago due
to the rapid decline of long-term mortgage rates, FDIC



insurance costs rising $391 thousand or 483% from 2007

and personnel and related support costs associated with the
acquisition of Lau Associates, the opening of the
Corporation’s West Chester regional banking center, and the
opening of The Bryn Mawr Trust Company of Delaware.
Non-interest expenses in 2008 included approximately

$135 thousand of expenses related to potential acquisitions
that did not materialize and $141 thousand of amortization of
intangible assets related to the Lau Associates acquisition.

INCOME TAXES

Income taxes for the year ended December 31, 2009 were
$5.5 million compared to $5.0 million in 2008 and

$6.6 million in 2007. The effective tax rate was 34.7% in
2009, 35.0% in 2008 and 32.6% in 2007. The decrease in the
effective tax rate in 2009 when compared to 2008 is due to
an increase in the level of tax-free income from municipal
investments.

Income taxes for the year ended December 31, 2008 were
$5.0 million compared to $6.6 million in 2007.The effective
tax rate was 35.0% in 2008 and 32.6% in 2007. The increase
in the effective tax rate in 2008 over 2007 was due to a
decrease in tax free income related to the surrender of the
BOLI insurance contract in 2008, state income taxes, and
other smaller items.

BALANCE SHEET ANALYSIS

Asset Changes

Total assets increased $87.5 million to $1.24 billion as of
December 31, 2009. This increase is largely the result of
deposit inflows during 2009. The increase in the investment
portfolio is $99.9 million or 92.2%. The loan portfolio,
excluding leases, declined marginally by 0.3% or

$2.3 million to $838.0 million in 2009 compared with
$840.3 million in 2008. Within the loan portfolio,
construction loans decreased $20.0 million or 34.2%, leases
declined $11.6 million or 19.5% and residential mortgages
declined $21.9 million or 16.5%. Partially offsetting this
decline, home equity lines and loans in our local market area
increased $23.3 million or 15.5% and commercial mortgages
increased $15.3 million or 6.1%. The lease portfolio
declined 19.5% or $11.6 million to $47.8 million from the
December 31, 2008 balance of $59.4 million. This
represented approximately 5.4% of total portfolio loans and
leases. The decline in the construction loan and lease
balances was due to the Corporation’s decision to limit
exposure to those sections of the portfolio.

The Corporation’s investment portfolio increased to

$208.2 million at December 31, 2009 from $108.3 million at
December 31, 2008. The Asset and Liability Committee
(“ALCO”) decided that increasing the investment portfolio
to a minimum of 10% of total assets, and maintaining this
level, should improve liquidity and provide the Corporation
the opportunity to borrow additional funds through the
Federal Home Loan Bank of Pittsburgh (“FHLB-P”),
Federal Reserve or other repurchase agreements. The
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Corporation’s investment portfolio had no OTTI charges in
2008 or 2009.

Demand for high-quality loans throughout 2009 and the
weak economy has affected both the quantity and quality of
lending opportunities. Reductions in the construction loan
portfolio over the past 12 months reflect the conversion of
completed projects to permanent status and the intentional
scale-back of new construction projects by our residential
home building customers.

Additionally in 2009, premises and equipment increased
marginally by $142 thousand over 2008 due to the opening
of The Bryn Mawr Trust Company of Delaware and the
West Chester Regional Banking Center, which was offset by
depreciation. Mortgage servicing rights increased

$1.9 million from $2.2 million in 2008 to $4.1 million in
2009. This increase is due to the increased volume of
mortgage loans sold servicing retained, which increased
$223 million during 2009 and the partial recovery of the
temporary impairment of mortgage servicing rights during
2009 as the value of the mortgage servicing rights increased.
The $1.7 million increase in goodwill and intangible assets
was due to earn-out payments in connection with the
purchase of Lau Associates, partially offset by amortization
of identifiable intangibles.

Investment Portfolio

A maturity breakout of the investment portfolio by
investment type at December 31, 2009 is as follows:

Maturing  Maturing
From From
Maturing 2011 2015 Maturing
During Through Through After
(dollars in th ds) 2010 2014 2019 2019 Total
Obligations of the U.S.
Government and agencies:

BookValte ...sismsmsirsinamse $ — 34,826 48,139 2,497 85,462

Weighted average yield ... $ - 1.60% 2.64% 2.10% 2.209
State and political

subdivisions:

BOOK VA oovorrensssassinisns $ 1,553 6,748 8,128 8,430 24,859

Weighted average yield ... 2.38% 2.74% 3.95% 4.14% 3.59%
Other investment securities:

Book value .........ccoeeerenene $ 250§ 1250 % — -— $ 1,500

Weighted average yield ... 4.25% 3.03% i == 3.239
Subtotal book value ............. $ 1,803 § 42,824 $ 56,267 $ 10,927 $111,82
Weighted average yield ....... 2.64% 1.82% 2.83% 3.67% 2.5%°
Mortgage backed securities”

Book value ......ccvviecuruene $ — $ 644 $ 9,518 § 47,763 $ 57,925

Weighted average yield ... i 4.16% 5.43% 5.44% 5.429
Total book value ...........cceere. $ 1,803 §$ 43,468 §$ 65785 § 58,690 §169,746°
Weighted average yield ....... 2.64% 1.86% 3.21% 5.11% 3510

V' Mortgage backed securities are included in the above table based on
their contractual maturity. However, morigage backed securities, by
design, have scheduled monthly principal payments which are not
reflected in this table.

2 Included in the investment portfolio, but not in the table above, are

$36.9 million of bond mutual funds which do not have a final stated
maturity nor a constant stated coupon rate.



Loan Portfolio

A breakdown of the loan portfolio by major categories at
December 31 for each of the last five years is as follows:

December 31,

(dollars in thousands) 2009 2008 2007 2006 2005
Consumer ................. $ 12,717 $§ 8518 § 7990 $ 9,156 $ 9,437
Commercial &

Industeial ... 233,288 236,469 213,834 175278 170,283
Commercial

MOTERARE ... .oossieess 265,023 249,730 224,510 198,407 162,621
Construction .. .. 38444 58446 66,901 74,798 45,523
Residential

Mortgage ............... 110,653 132,536 121,313 103,572 99,602
Home Equity

Lines & Loans ...... 177,863 154,576 123,293 113,068 107,699
(17 SNSRI 47,751 59,302 45,084 7,012 —
Total Portfolio

Loans and Leases... 885,739 899,577 802,925 681,291 595,165
Loans held for sale .. 3,007 3,024 5,125 3,726 2,765

$888,746 $902,601 $808,050 $685,017 $597,930

Loan Portfolio Maturity and Interest Rate Sensitivity

The loan maturity distribution and interest rate sensitivity
table below excludes loans secured by one to four family
residential properties and consumer loans as of

December 31, 2009:
Maturing
From
Maturing 2011 Maturing
During Through After
(dollars in thousands) 2010 2014 2014 Total

Loan Portfolio Maturity:
Commercial and industrial .. $§ 98,718 § 81,942 § 52,628 $ 233,288

CoBBLBCHOn: (v ixeireinie 17,584 19,834 1,026 38,444
Commercial mortgage ........ 2,882 90,089 172,052 265,023
NBABOB ciinsrerisinssimsiisssnsbiants 3.332 44,389 30 47,751
51+ COOPNOCTE SO, o $ 122,516 $ 236,254 $ 225,736 $ 584,506
Interest sensitivity on
the above loans:
Loans with
predetermined rates ... $ 19,941 $ 170,626 $ 74,025 $ 264,592

Loans with adjustable

or floating rates .......... 102,575 65,628 181,711 319,914

B0 st $ 122,516 $ 236,524 $ 225,736 $ 584,506

Liability Changes

Total liabilities increased $76.0 million or 7.2% from

$1.06 billion as of December 31, 2008 to $1.13 billion as of
December 31, 2009. This increase was largely due to an
inflow of deposits as customers wanted to affiliate with a
strong, stable and secure community bank. Additionally, the
FDIC unlimited guarantee as well as several promotions also
helped to generate new deposit growth. Core deposits (total
deposits less wholesale deposits) which include market rate,
certificates of deposit and demand accounts increased
$100.9 million, while wholesale deposits declined

$32.5 million as maturing deposits were not replaced.
Funding from wholesale sources at December 31, 2009
included approximately $88.3 million in wholesale deposits

17

and $144.8 million in FHLB-P borrowings ($180.9 million
in total). This compares with approximately $150.8 million
and $154.9 million in wholesale deposits and FHLB-P
borrowings, respectively, at December 31, 2008

($275.7 million in total).

See paragraph 3 of the Liquidity section on page 19 for
further details on the Corporation’s FHLB-P borrowing
capacity and availability.

During 2009, the Corporation successfully attracted new
core deposit balances in savings, NOW and market rate
accounts. The balance as of December 31, 2009 was
$483.0 million, an increase of 45.2% from December 31,
2008.

Deposits
A breakdown of the deposits by major categories at
December 31, for each of the last five years is as follows:

(dollars in thousands) 2009 2008 2007 2006 2005
Interest-bearing checking .... $151,432 $135,513 $137,486 $143,742 $154,319

Money market 229,836 142,707 114,310 111,338 112,319
Savings 101,719 54,333 36,181 40,441 46,258
Other wholesale deposits ..... 52,174 30,185 — — —
Wholesale time deposits ...... 36,118 120,761 129,820 19,976 5,000
Time deposits 153,705 211,542 203,462 200,446 150,322

Interest-bearing deposits ..... $724,984 $695,041

Non-interest bearing
BOPORIE o itnirconissnizanis

$621,259 $515,943 $468,218

212.903 174,449 228,269 198,546 168,042
$937,887 $869,490 $849,528 $714,489 $636,260

Total deposits

DISCUSSION OF SEGMENTS

The Corporation has three principal segments (Residential
Mortgage, Wealth Management, and Banking) as defined by
Codification 280 — Segment Reporting. These segments are
discussed below. Detailed segment information appears in
Note 28 in the accompanying Consolidated Financial
Statements.

Residential Mortgage Segment Activity

All activity is for each of the last three years ending
December 31:

(dollars in thousands) 2009 2008 2007
Residential loans held in portfolio*..... $110,653 $132,536 $121,313
Mortgage originations ..............cceeeuee 291,613 109,219 127,611
Mortgage loans sold:
Servicing retained ... ... $266,759 $ 43,575 $§ 24,300
Servicing releaged ... s 6,222 34,259 64,466
Total mortgage loans sold $272,981 $ 77,834 $ 88,766
Percentage of mortgage loans sold:
Servicing retained % ......cccocverninennn 97.7% 56.0% 27.4%
Servicing released % ........ 2.3% 44.0% 72.6%
Loans serviced for others* .... ... $514,875 $350,199 $357,363
Mortgage servicing rights* ... .8 405 $ 2205 $§ 2,820
Gain on sale of loans ............ ..$ 6,012 § 1275 § 1,250
Loans servicing & late fees .. «§ 1L38T B 1,194 8§ 1,115
Amortization of MSRS ......cccceeevvurenne $§ 83 5 367 8 327
(Recovery)/Impairment of MSRs ....... $ (@A31HS$ 668 §$ 21
Basis point gain on loans sold ............ 220 164 141

*  Period end balance



The Mortgage Banking Segment had a very strong year with
a pre-tax segment profit (“PTSP”) of $3.8 million in 2009
compared with a pre-tax segment loss (“PTSL”) of

$198 thousand in 2008 due to the low interest rate
environment in 2009 which allowed mortgage originations
to rise 167% from 2008 levels.

Mortgage originations in 2009 of $291.6 million were up
from a year ago and 2007. The value of mortgages sold
(servicing retained and servicing released) in 2009 of
$273.0 million was 250.7% higher than those sold in 2008.
Due to the continued low interest rate environment in 2009,
originations remained strong throughout the year with
exceptional performance in the first and second quarters of
2009 resulting in a gain of $4.4 million on the sale of
residential mortgage loans, 533% above the $695 thousand
during the first six months of 2008.

Loans serviced for others were $357.4 million in 2007,
$350.2 million in 2008 and $514.9 million in 2009.

Wealth Management Segment Activity
(in millions) 2008 2007 2006

Total wealth assets under
management, administration,
supervision and brokerage....................... $2,871.2 $2,146.4 $2,277.1

The Wealth Management Segment reported a 2009 PTSP of
$3.9 million, a 29.0% or a $1.6 million decrease over 2008.
The decrease in PTSP was primarily due to a $1.9 million or
2.3% increase in Wealth Management Segment overall
expense, due to the formation of The Bryn Mawr Trust
Company of Delaware and the startup of BMT Asset
Management, partially offset by a $336 thousand or 2.4%
increase in revenue. The increase in Wealth Management
Segment revenue is attributable to the rebound in the
financial markets during 2009, expanded wealth
management services including the formation of BMT Asset
Management and new relationships within our demographic
region.

The Wealth Management Segment reported a 2008 PTSP of
$5.5 million, an 18% or a $1.2 million decrease over 2007.
The decrease in PTSP was primarily due to a $1.5 million or
22% increase in Wealth Management Segment overall
expense, partially offset by a $353 thousand or 2.6%
increase in revenue. The increase in Wealth Management
Segment revenue was attributable to the Lau Associates
acquisition, as organic fees for the Wealth Management
Segment were reduced due to the decline in financial market
valuations and the loss of an institutional client in
November 2007 due to a business consolidation.

Banking Segment Activity

Banking segment data as presented in Note 28 in the
accompanying Notes to Consolidated Financial Statements
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indicates a PTSP of $9.0 million in 2009, $9.9 million in
2008 and $13.8 million in 2007, which included a

$1.3 million gain on real estate. See Components of Net
Income earlier in this documentation for a discussion of the
Banking Segment.

CAPITAL

Consolidated shareholder’s equity of the Corporation was
$103.9 million or 8.4% of total assets as of December 31,
2009 compared to $92.4 million or 8.0% of total assets as of
December 31, 2008.

The Corporation’s and Bank’s regulatory capital ratios and
the minimum capital requirements to be considered “Well
Capitalized” by banking regulators are displayed in Note 25
of the accompanying Notes to Consolidated Financial
Statements.

As disclosed earlier in this document, the Corporation
elected not to participate in the Federal government’s
Troubled Asset Relief Program (“TARP”) for several
reasons, the most significant being the strong capital position
of the Corporation and the Bank. Both the Corporation and
the Bank exceed the required capital levels to be considered
“Well Capitalized” by their respective regulators at the end
of each period presented.

The Corporation ended its common stock repurchase
program in May 2008 as the financial crisis and economic
downturn began.

To enhance the Tier II regulatory capital ratios of the
Corporation and the Bank, the Bank raised $7.5 million in
subordinated debt on April 20, 2009 which qualified as Tier
II capital. This subordinated debt bears interest at a rate per
annum equal to the ninety day LIBOR rate plus 5.75% and is
adjusted quarterly. Interest is payable quarterly and principal
is due on June 15, 2019. The rate of interest is capped at
10.0% per annum during the first five years of the term.
Subordinated debt qualifies as Tier II regulatory capital for
the first five years from the date of issuance and thereafter is
discounted as the subordinated debt approaches maturity,
with one fifth of the original amount excluded from Tier II
capital each year during the last five years before maturity.

Also on April 20, 2009, in accordance with and reliance on
the exemption provided by Section 4(2) of the Securities
Act, the Corporation sold 150,061 shares of its common
stock, par value $1.00 per share (“Shares”), in a private
placement of securities to a purchaser which qualifies as an
accredited investor under Rule 501(a) of Regulation D under
the Securities Act. The purchase price per Share was equal
to the average closing price of shares of the Corporation’s
common stock on NASDAQ Global Markets for the thirty
trading days ending on April 16, 2009, which equaled
$16.66 per Share. The aggregate purchase price for the
Shares sold was $2.5 million. The Corporation did not pay



any underwriting discounts or commissions and did not pay
any brokerage fees in connection with the sale of the Shares.
The Shares sold constituted 1.7% of the outstanding shares
of the Corporation’s common stock, as determined
immediately after the closing of the sale. The Corporation
intends to use the proceeds from the sale of the Shares to
satisfy its working capital requirements and general
corporate purposes, and for any other purpose deemed to be
in the Corporation’s best interest.

Additionally, on June 17, 2009, the SEC declared effective a
shelf registration statement on Form S-3/A (“Shelf
Registration Statement”) filed by the Corporation on

June 15, 2009. The Shelf Registration Statement is intended
to allow the Corporation to raise additional capital through
offers and sales of registered securities consisting of
common stock, warrants to purchase common stock, stock
purchase contracts or units consisting of any combination of
the foregoing securities. Using the prospectus in the Shelf
Registration Statement, together with applicable prospectus
supplements, the Corporation may sell, from time to time, in
one or more offerings, any amount of such securities in a
dollar amount up to $90,000,000, in the aggregate. The
Corporation also registered for resale in the Shelf
Registration Statement the Shares issued in the private
placement of securities discussed in the preceding paragraph.

On July 20, 2009 the corporation registered with the SEC the
Bryn Mawr Bank Corporation Dividend Reinvestment and
Direct Stock Purchase Plan (“DRIP”). The DRIP provides
investors with a convenient and economical means of
purchasing shares of the Corporation’s common stock by
reinvesting the cash dividends paid on the common stock
and by making additional optional cash purchases. As of
December 31, 2009 the Corporation had 81,641 shares
registered under the DRIP and received $1.3 million in
additional cash purchases under the optional cash purchase
and request for waiver program.

Under the terms of the Lau Associates acquisition, the
Corporation has two remaining earn-out payments due in the
first quarter of each of 2011 and 2012 (which will each be
recorded at the end of 2010 and 2011), with the maximum
purchase price not exceeding $19 million ($10.9 million has
been accrued or paid through December 31, 2009). See

Note 2 for information on the Corporation’s treatment of
goodwill and other intangible assets related to this
transaction.

See Note 1-V in the Notes to Consolidated Financial
Statements for additional information.

LiQuipiTy

The Corporation has significant sources and availability of
liquidity at December 31, 2009 as discussed in this section.
The liquidity position is managed on a daily basis as part of
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the daily settlement function and on a monthly basis as part
of the asset liability management process. The Corporation’s
primary liquidity is maintained by managing its deposits
along with the utilization of purchased federal funds,
borrowings from the FHLB-P and utilization of other
wholesale funding sources. Secondary sources of liquidity
include the sale of investment securities and certain loans in
the secondary market.

Other wholesale funding sources include certificates of
deposit from brokers, generally available in blocks of
$1.0 million or more, CDARS, PLGIT, IND and IDC
Programs. Usage of these programs decreased by
approximately $26 million in 2009.

Maximum borrowing capacity with the FHLB-P as of
December 31, 2009 was approximately $448 million, with
an unused borrowing availability of approximately

$303 million, and availability at the Federal Reserve was
approximately $55 million. Overnight Fed Funds lines
consist of lines from 6 banks totaling $75 million. Quarterly,
ALCO reviews the Corporation’s liquidity needs and reports
its findings to the Risk Management Committee of the Board
of Directors.

As of December 31, 2009 the Corporation held
approximately $7.9 million of FHLB-P stock. As of
December 31, 2008 the FHLB-P announced it had
voluntarily suspended the payment of dividends and the
repurchase of excess capital stock until further notice. The
Corporation’s use of FHLB-P borrowings as a source of
funds is effectively more expensive due to the suspension of
FHLB-P dividends and the related capital stock redemption
restrictions. It should be noted that the FHLB-P capital ratios
remained above regulatory guidelines. The suspension of
dividends and repurchase of excess capital stock will
continue until further notice by the FHLB-P.

On July 6, 2009, the Corporation entered into an agreement
with IDC to provide up to $10 million of money market
deposits at an agreed upon rate currently at 1.00%. The
Corporation had approximately $10 million in balances at
December 31, 2009 under this program which are classified
on the balance sheet as savings and NOW accounts. The
Corporation can request an increase in the agreement amount
as it deems necessary.

The Corporation’s investment portfolio of $208.2 million at
December 31, 2009 was approximately 16.8% of total assets.
Some of these investments were in short-term, high-quality,
liquid investments to earn more than the 25 basis points
currently earned on Fed Funds. The Corporation’s policy is
to keep the investment portfolio at a minimum of 10% of
total assets. The investment portfolio provides the
Corporation with the opportunity to utilize the securities to




borrow additional funds through the FHLB-P, Federal
Reserve or through other repurchase agreements.

The Corporation continually evaluates the capacity and the
cost of continuing to fund earning asset growth with
wholesale deposits. The Corporation believes that it has
sufficient capacity to fund expected 2010 earning asset
growth with wholesale sources, along with deposit growth
from the newly opened West Chester Regional Banking
Center and deposit inflows from troubled institutions.

The Corporation elected to participate (i.e. did not opt out
of) in the FDIC’s additional deposit insurance program
originally covering balances up to $250 thousand and then
providing additional coverage over $250 thousand. After
final adjustments in January 2009, this program now covers
the following: all non-interest bearing DDA accounts; NOW
accounts paying less than 50 basis points; interest on lawyer
trust accounts (“IOLTA”); and certain trust sweep accounts.

This program was scheduled to end on December 31, 2009,
but on August 26, 2009 the FDIC extended the TLGP until
June 30, 2010.

OFF BALANCE SHEET RISK

items are generally based upon the same standards and
policies as booked loans. Since fees and rates charged for
off-balance sheet items are at market levels when set, there is
no material difference between the stated amount and the
estimated fair value of off-balance sheet instruments.

CONTRACTUAL CASH OBLIGATIONS OF THE CORPORATION
AS OF DECEMBER 31, 2009

Within 2-3 4-5 After

The following chart presents the off-balance sheet
commitments of the Bank as of December 31, 2009, listed by
dates of funding or payment:
Within 2-3 4-5 After

(dollars in millions) Total 1 Year Years Years 5 Years
Unfunded loan

commitments..... $ 31508% 1904 $ 2068 873% 953
Standby letters

of credit

18.4 6.7 11.6 0.1 —
)iy 71 SR SRR $..333.48 1971 % 322 §.:- 88 §-.953

The Corporation becomes party to financial instruments in
the normal course of business to meet the financing needs of
its customers. These financial instruments include
commitments to extend credit and standby letters of credit
and create off-balance sheet risk.

Commitments to extend credit are agreements to lend to a
customer as long as there is no violation of any condition
established in the loan agreement.

Standby letters of credit are conditional commitments issued
by the Bank to a customer for a third party. Such standby
letters of credit are issued to support private borrowing
arrangements. The credit risk involved in issuing standby
letters of credit is similar to that involved in granting loan
facilities to customers.

Estimated fair values of the Corporation’s off-balance sheet
instruments are based on fees and rates currently charged to
enter into similar loan agreements, taking into account the
remaining terms of the agreements and the counterparties’
credit standing. Collateral requirements for off-balance sheet

(dollars in thousands) Total 1 Year Years Years 5 Years
Deposits without a

stated maturity .............. $748,064 $ 748,064 $ — 8% — 3 —
Wholesale and retail

certificates of deposit... 189,823 173,363 15,730 659 71
Operating leases............... 20,841 1,369 2,561 1,998 14,913
Purchase obligations ....... 5,084 1,780 - - 21094 1,195 —
Non-discretionary

pension contributions... 1,938 137 273 314 1,214
417, 7 e e BRROE YR $965,750 $924,713 $20,673 $4,166 $ 16,198
OTHER INFORMATION
New Offices

The Corporation opened its West Chester Regional Banking
Center in January 2009. The West Chester PA Regional
Banking Center is a conveniently located, state-of-the-art
4,000 foot facility with a multi-lane drive-up and twenty-
four hour ATM banking. Also during the year, the
Corporation completed the modernization of its Wayne, PA
branch and began a significant modernization of its Paoli,
PA branch, making each branch more visible and enhancing
its ability to attract new business.

Regulatory Matters and Pending Legislation

The Corporation is not aware of any other current specific
recommendations by regulatory authorities or proposed
legislation which, if implemented, would have a material
adverse effect upon the liquidity, capital resources, or results
of operations, however the general cost of compliance with
numerous and multiple federal and state laws and regulations
does have, and in the future may have, an impact on the
Corporation’s results of operations.

The FDIC base assessment rate is between 12 and 16 basis
points. The Corporation was not subject to additional
adjustments of up to 8 basis points based on the level of
unsecured and secured borrowings effective April 1, 2009.

Effects of Inflation

Inflation has some impact on the Corporation’s operating
costs. Unlike many industrial companies, however,
substantially all of the Corporation’s assets and liabilities are
monetary in nature. As a result, interest rates have a more
significant impact on the Corporation’s performance than the
general level of inflation. Over short periods of time, interest



rates may not necessarily move in the same direction or in
the same magnitude as prices of goods and services.

Effect of Government Monetary Policies

The earnings of the Corporation are and will be affected by
domestic economic conditions and the monetary and fiscal
policies of the United States government and its agencies.
An important function of the Federal Reserve Board is to
regulate the money supply and interest rates. Among the
instruments used to implement those objectives are open
market operations in United States government securities
and changes in reserve requirements against member bank
deposits. These instruments are used in varying
combinations to influence overall growth and distribution of
bank loans, investments, and deposits, and their use may also
affect rates charged on loans or paid for deposits.

The Corporation is a member of the Federal Reserve System
and, therefore, the policies and regulations of the Federal
Reserve Board have a significant effect on its deposits, loans
and investment growth, as well as the rate of interest earned
and paid, and are expected to affect the Corporation’s
operations in the future. The effect of such policies and
regulations upon the future business and earnings of the
Corporation cannot be predicted.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISKS

The quantitative and qualitative disclosures about market
risks are included in the Management’s Discussion and
Analysis of Financial Condition and Results of Operations,
in various sections detailed as follows:

“Net Interest Income” - Rate Volume Analysis of Interest
Rates and Interest Differential, Net Interest Income and Net
Interest Margin 2009 Compared to 2008, and - 2008
Compared to 2007, Net Interest Margin Over the Last Five
Quarters, Interest Rate Sensitivity, Summary Interest Rate
Simulation, and Gap Report; “Provision for Loan and Lease
Losses” - General Discussion of Allowance for Loan and
Lease Losses, Asset Quality and Analysis of Credit Risk,
Non-Performing Assets and Related Ratios, Summary of
Changes in the Allowance of Loan and Lease Losses,
Allocation of Allowance for Loan and Lease Losses; “Non-
Interest Income; “Non-Interest Expense”; “Income Taxes”;

“Balance Sheet Analysis”; “Discussion of Segments”;
“Capital”; “Liquidity”; “Off Balance Sheet Risk™;
“Contractual Cash Obligation of the Corporation as of
December 31, 2008”; and “Other Information.”
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SPECIAL CAUTIONARY NOTICE REGARDING FORWARD
LOOKING STATEMENTS

Certain of the statements contained in this Annual Report,
including without limitation the Letter to Shareholders, Year
in Review, and Management's Discussion and Analysis of
Financial Condition and Results of Operations (which we
refer to in this section as “incorporated documents™), may
constitute forward-looking statements for the purposes of the
Securities Act of 1933, as amended and the Securities
Exchange Act of 1934, as amended, and may involve known
and unknown risks, uncertainties and other factors which
may cause actual results, performance or achievements of
the Bryn Mawr Bank Corporation (the “Corporation”) to be
materially different from future results, performance or
achievements expressed or implied by such forward-looking
statements. These forward-looking statements include
statements with respect to the Corporation’s financial goals,
business plans, business prospects, credit quality, credit risk,
reserve adequacy, liquidity, origination and sale of
residential mortgage loans, mortgage servicing rights, the
effect of changes in accounting standards, and market and
pricing trends loss. The words The words “may”, “would”,
“could”, “will”, “likely”, “expect,” “anticipate,” “intend”,
“estimate”, “plan”, “forecast”, “project” and “believe” and
similar expressions are intended to identify such forward-
looking statements. The Corporation’s actual results may
differ materially from the results anticipated by the forward-
looking statements due to a variety of factors, including
without limitation:

e the effect of future economic conditions on the
Corporation and its customers, including economic
factors which affect consumer confidence in the
securities markets, wealth creation, investment and
savings patterns, the real estate market, and the
Corporation’s interest rate risk exposure and credit
risk;

e changes in the securities markets with respect to the
market values of financial assets and the stability of
particular securities markets;

e governmental monetary and fiscal policies, as well
as legislation and regulatory changes;

e results of examinations by the Federal Reserve
Board, including the possibility that the Federal
Reserve Board may, among other things, require us
to increase our allowance for loan losses or to write
down assets;



changes in accounting requirements or
interpretations;

changes in existing statutes, regulatory guidance,
legislation or judicial decisions that adversely affect
our business, including changes in federal income
tax or other tax regulations;

the risks of changes in interest rates on the level and
composition of deposits, loan demand, and the
value of loan collateral and securities, as well as
interest rate risk;

the effects of competition from other commercial
banks, thrifts, mortgage companies, consumer
finance companies, credit unions, securities
brokerage firms, insurance companies, money-
market and mutual funds and other institutions
operating in the Corporation’s trade market area
and elsewhere including institutions operating
locally, regionally, nationally and internationally
and such competitors offering banking products and
services by mail, telephone, computer and the
Internet;

any extraordinary events (such as the September 11,
2001 events, the war on terrorism and the U.S.
Government’s response to those events, including
the war in Iraq);

the Corporation’s need for capital;

the Corporation’s success in continuing to generate
new business in its existing markets, as well as its
success in identifying and penetrating targeted
markets and generating a profit in those markets in
a reasonable time;

the Corporation’s ability to continue to generate
investment results for customers and the ability to
continue to develop investment products in a
manner that meets customers needs;

changes in consumer and business spending,
borrowing and savings habits and demand for
financial services in our investment products in a
manner that meets customers’ needs;

the Corporation’s timely development of
competitive new products and services in a
changing environment and the acceptance of such
products and services by customers;

the Corporation’s ability to originate, sell and
service residential mortgage loans;

the accuracy of assumptions underlying the
establishment of reserves for loan losses and
estimates in the value of collateral, the market value
of mortgage servicing rights and various financial
assets and liabilities;
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e the Corporation’s ability to retain key members of
the senior management team;

e the ability of key third-party providers to perform
their obligations to the Corporation and the Bank;

e technological changes being more difficult or
expensive than anticipated;

e the Corporation’s success in managing the risks
involved in the foregoing.

All written or oral forward-looking statements attributed to
the Corporation are expressly qualified in their entirety by
use of the foregoing cautionary statements. All forward-
looking statements included in this Annual Report and
incorporated documents are based upon the Corporation’s

beliefs and assumptions as of the date of this Annual Report.

The Corporation assumes no obligation to update any
forward-looking statement. In light of these risks,
uncertainties and assumptions, the forward-looking
statements discussed in this Annual Report or incorporated
documents might not occur and you should not put undue
reliance on any forward-looking statements. Some of these
and other factors are discussed in the section entitled “Risk
Factors” in the accompanying Form 10-K.




Management’s Report on Internal Control Over Financial Reporting

The Corporation’s Management is responsible for both
establishing and maintaining adequate internal controls over
financial reporting. As of December 31, 2009, Management
conducted an assessment of the effectiveness of the
Corporation’s internal controls over financial reporting and
concluded that such internal controls are effective and found
no material weaknesses. The assessment was accomplished
using the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (“COSQ”) in
Internal Control-Integrated Framework. Management has
concluded that, as of December 31, 2009, the Corporation’s
internal control over financial reporting is effective, based
on the COSO criteria.
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Management’s assessment of the effectiveness of the
Corporation’s internal control over financial reporting as of
December 31, 2009 has been audited by KPMG LLP,
(“KPMG”) the Corporation’s independent registered public
accounting firm having responsibility for auditing the
Corporation’s financial statements. KPMG has expressed an
unqualified opinion on the effectiveness of the Corporation’s
internal control over financial reporting as of December 31,
2009.




Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Bryn Mawr Bank Corporation:

We have audited the accompanying consolidated balance
sheets of Bryn Mawr Bank Corporation and subsidiaries (the
Corporation) as of December 31, 2009 and 2008, and the
related consolidated statements of income, cash flows,
changes in shareholders’ equity, and comprehensive income
for each of the years in the three-year period ended
December 31, 2009. These consolidated financial statements
are the responsibility of the Corporation’s management. Our
responsibility is to express an opinion on these consolidated
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 the Corporation as of December 31, 2009 and
2008, and the results of their operations and their cash flows
for each of the years in the three-year period ended
December 31, 2009, 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 Corporation’s internal control over financial reporting as
of December 31, 2009, based on criteria established in
Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway
Commission (COSO), and our report dated March 15, 2010
expressed an unqualified opinion on the effectiveness of the
Corporation’s internal control over financial reporting.

KPMe LLIP

Philadelphia, Pennsylvania
March 15,2010




Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Bryn Mawr Bank Corporation:

We have audited Bryn Mawr Bank Corporation’s (the
Corporation) internal control over financial reporting as of
December 31, 2009, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission
(COSO). The Corporation’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, included in the accompanying
Management’s Report on Internal Control Over Financial
Reporting. Our responsibility is to express an opinion on the
Corporation’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 control over financial reporting,
assessing the risk that a material weakness exists, and testing
and evaluating the design and operating effectiveness of
internal control based on the assessed risk. Our audit also
included 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 procedures 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.
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Because of its inherent limitations, 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, the Corporation maintained, in all material
respects, effective internal control over financial reporting as
of December 31, 2009, based on criteria established in
Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway
Commission.

We also have audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of Bryn Mawr Bank
Corporation and subsidiaries as of December 31, 2009 and
2008, and the related consolidated statements of income, cash
flows, changes in shareholders’ equity, and comprehensive
income for each of the years in the three-year period ended
December 31, 2009, and our report dated March 15, 2010
expressed an unqualified opinion on those consolidated
financial statements.

KPMe LLP

Philadelphia, Pennsylvania
March 15, 2010



Consolidated Balance Sheets

Assets
(Of1 TG e e iy 1 o7t e e e rpnoela T S e LS el e I ol SO T Tl - S ISR el ) L ]
Interestbeaing deposits with Banles . okl ol f il biloiin vassesievssromistesass boosd s svomadtonianasmassusSestslibesy ot
Wt CE G By S e R (el e e SRS T S T s e S S
Cash and cashiequivaleIts (...t it s itnss i ot sl (LTt i ssaiastaenios sres S i or oo T oA S sy et
Investment securities available for sale, at fair value (amortized cost of $206,689

andi$107,255 as of December 31,:2009 and 2008, tespeotiVEIVAN.. L. ...t oiiatiosssomcibesniogssssamstostotnsmesss
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Liabilities
Deposits:
Non=interesi=beannosdemand:. comi. N imr B0 R e st s R
Savines  NOWEand marcet 1ate ACCOUINIS J.....oims o ressieoitoshssssaiatsss s swbaniatssinssaossbosnes hoosntnsvs inntaasabsss
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Shareholders’ equity
Common stock, par value $1; authorized 100,000,000 shares; issued

11,786,084 and 11,513,782 shares as of December 31, 2009 and 2008,

respectively, and outstanding of 8,866,420 and 8,592,259 shares as of

December31, 2009 and 2008, 1e8PECtVELY ..o oo rsersei triostsrsire srinsatensyineasssriioseiiBasssts i Hansisdatscesanese
Raidsnedpitalinexcess ofipavallie Ll o i i ias il e s s B o s Sl L 8
Accumulated other comprehensive 105s; NEt OF taXDENETIL .5 rmrusserinsssrssnsstsbissspetiinesssssssssssscsnseassneiaianssss
I e CHBIEI 5 s i i o BT et s s ol VD s s L A il St e NS 15

Less: Common stock in treasury at cost — 2,919,664 and
2,921,523 shares as'of December 31, 2009 and 2008, 1esPEOHVELY: ....iiiiiiiiiiirsoncacniastivsusmsnsasassshironanessan
Total shareholders SOt 50, o St 0 o BT Ot bl e o o BT o
Totaldiabilitiesiand Share Ol era  CQRITA. oo .. oo s 15 s svetonssans vabo o3 R sy e piem bt o
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The accompanying notes are an integral part of the consolidated financial statements.
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As of December 31,

2009

2008

(dollars in thousands,
except share and per share data)

$ 11,670 $ 18,776
58,472 45,100
9,175 5,109
79,317 68,985
208,224 108,329
3,007 3,024
885,739 899,577
(10,424) (10,332)
875,315 889,245
21,438 21,296
4,289 4,033
4,991 5,478
4,059 2,205
i, 15,585
7,916 7,916
6,301 4,629
5,421 5,729
3,140 2,950
15,403 11,942

$ 1,238,821

$ 1,151,346

$ 212,903 $ 174,449
482,987 362,738
52,174 e
36,118 120,761
153,705 211,542
937,887 869,490
144,826 154,939
2,062 s
22,500 15,000
1,987 4,369
25,623 15,135

1,134,885 1,058,933
11,786 11,514
17,705 12,983
(6,913) (7,995)
111,290 105,845
133,368 122,347
(29,932) (29,934)
103,936 92,413

$ 1238821 $ 1,151,346

$ 11.72 $ 10.76

$ 1040 $ 9.55




Consolidated Statements of Income

For the Years Ended December 31,

2009

2008

2007

(dollars in thousands, except per share data)

Interest income:

lnterest andfoes ol oA B BaseR L o S ol N s chetenine satsioh Badabos so s dhs hsodog st $ 51,686 $ 53251 § 51,785
Interestion cashand cashiSqUIVAIEIIE: o i s I e s Lot ot i 272 300 250
Interestionanyesaeit Securies L . e e m s B e oA o) 4,934 4,383 2,183
diotalinterestincotnens i SR Ln R L e T S s e S 56,892 57,934 54,218
Interest expense:
Interest expense on savings, NOW and market rate deposits ...........ccecevrerrrrerererereseerinenans 3,094 3753 4,169
Interest expenseion GNe AEPOSIIS L. ..o riiaiiemrssithiteesnescst sy bt TRE RS oosias b st st rousa Aot 4,644 6,791 8,662
Interest expense on wholesale time and other wholesale dEPOSits ..........ccovvevevererrnverrererenens 2,232 5,498 4,925
Interest expense.on SUDDEAIAERIADE ..itutmiioriciitimsisssssmamensssvinsstasssssesssebiae s bR s eeron assl 1,108 408 —
Interest expense on other borrowings and mortgage payable ..........c.cccocovevvererieeriiererennnen. 5,021 4,346 2220
JatalnnteresheRponse .. nh T coasto i LS I ot G T Sl 16,099 20,796 19,976
Sleliion oo (000 oo s e - el U T d LR B o e ALY 40,793 37,138 34,242
Provision for 10an and 18ase 10SSES ............cc.ccocvuiuiiuiiiiiiiiieccees oo 6,884 5,596 891
Net interest income after provision for loan and 16ase 10SSES ..........covvvevrveieierrveeiererereriseenans 33,909 31,542 33.351
Non-interest income:
Hees 1or wealth THaNASEMENISCEVICER . .visiscin. iirammis st shesshocs b sbnss et sdontive st omeasss oot 14,178 13,842 13,502
Hervice chargey onideposiiaceiunts 1o ilntnii s i it bt e s i 1,951 1,685 1,464
koansetvicingiandiothenfees "2 w st Blnn L ilmlal L e e e e o e 1,387 1,194 1115
Nl gainion BaleiOlGans . it e e et A b e D B et 6,012 1,275 1,250
Nebatinonsaleiefseountiess. e Gae il Tl Ui L L e 1,923 230 —
Netearvionsalelofeealiesfate o U ie 0 e e s A kg e — == 1,333
BOElnncomen o iiat s o o i SR TR el el e I R s 1L el D T — 261 424
(CTF v Loty (o i S Ry R TR S T 3,019 2,985 2,693
Total nonnterestineonae . fi . i et i o B s ST i, Tl T ) 28,470 21,472 21,781
Non-interest expenses:
palaresandimBagesl . L Lt R AR S s e L e Gt 22275 18,989 17,116
Employeoitentitsdrith. . otsinll . Sl il 0. - PSR e iaaegl iR | 0F WD 5,578 4,172 4,548
Qccnpancyrandibank premises L. L im i Ll e L L 3,637 3,165 2,862
Butaiture Sixtiressand squipment & o el e TS o 2,407 2,324 2,078
LU Gl SR R IR (B e R e e oy RS DR 1,084 1,115 1,026
Amortization of mortgage ServiCing TiZHLS ...........c..oveveeeviieeereecrrieeeseseseeeesesesesessssseesesssons 853 367 327
(Recovery)/Impairment of mortgage Servicing rights ..............cccocooevereeeeereeeersrereneesseseesenns 137 668 21
Brofessionalsfension i . imn b o TR el et Lo P et T e 2,008 1,550 1,585
liatangible/asselaottiZation st .. bt i sl i S e Ll L 308 141 =
BDEC B UIRNCE e itics o o o s e i e L e ol | sl 7 T e 1,234 472 81
EDIG spetialiassessment o e it R L AT 540 e =3
Due diligenceand merger 161ated SXPENSES ... i ersiatosesrseisantomsnesiasorssssssshsbtssessatissasons 616 156 —
@theroperatinyeapense  wl. Ll coiint o e B | el e e B 6,139 3557 5.315
LotalionimtoresteSpentogs . Saill s s il b omint Cc e Ll Bl R R 46,542 38,676 34,959
HICOM BOIO0e MIDDMIOIBECH. oivsecriiiorsscssmsinossitianpmbspius e vess ot hotomesihe el s iR b itesbrivase ors st 15,837 14,338 20,173
Incometaserpensestin L Se I v e ST e e Sl ol e 5,500 5,013 6,573
e T GO S L . oo SR S S TR e T e B e S $ 10,337 § 9325 '§ 13,600
B asie e NEsIPCr COMMIOMSHATEN . vee. i b e ey g S LS B et D0 f $ 118 § 109" ['S 1.59
Dilnted catninpser cOMMENIBIATE . i i i s rns Sobol o ats b s e Tt $ 118 § 15085 '8 1.58
155 e EleT B o SR e I e e ey W e T e $ 056 $ 0.54 $ 0.50
Weighted-average basic Shares OULSIANAING .............ccecovrivireenreerereesersressssssessssessessensesssessssssseses 8,732,004 8,566,938 8,539,904
Dalutive poteritialicommoniSharess s . .o u . w.nimns i, S o smes C A 1 o i 16,719 34,233 93,638
Wieighted-averagedilutiVeISHAIes s v i i folims s iire S sl s ot e G M 8,748,723 8,601,171 8,633,542

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Cash Flows

Operating activities:

Net Income

Adjustments to reconcile net income to net cash provided by operating activities:
Pravigionorioaniandlease Josses ol e s R das o L e
Provision for depreciation and amortization
Loans originated for resale
Proceeds from sale of loans
it ol T T ol AR bkt (ks TS s VRS e e e
Gain on trading SECULIIES ......coovvvevrrevererereererernnnans
Proceeds from sale of trading securities .........
Net gain on sale of loans ............
Net gain on sale of real estate.......................
Net gain onisaleiof Snvestnent BeCURIIES M, dust ot it o s st o o otiissss
Provision for deferred income taxes (benefit)
Stock based compensation cost.............cceervevererenene.
Change in income taxes payable/receivable ...
Change in accrued interest receivable ....................
Change in accrued interest payable ................cc.......
Change in mortgage servicing rights ...
Change inintangible assels .l o v it i o,
83T Ty ISR L e e

Net cash provided by operating activities

Investing activities:
Blahasey oflinvesttient se0Ues ol i i s i e R S R et
Proceeds from maturities of investment securities and

mortgage-backed SecUrities DAYIAOWIIS i i ririeniiiiis st wass b ohon s ietanssisinessi onsouns sossrssibssseansisersss
Proceeds from sales of investment securities available for sale ...
Proceeds from calls of investment securities ...................
Proceeds from sale of real estate ...........ccooerennnen..
Proceeds from BOLI prepayment .......
iverchanipe aniohen inestmentn ., he T o eIl i s e Ee b B Fos i Rons
Net portfolio loan and lease repayments (OTIINAtIONS) ........c...c.eueeeereeereeereriesesrseerereeseesesesesessssesenens
RIehaneof BOET o asintinmms it i it
Purchase of premises and equipment
INetichenge 111 Othier Real Bstate OWned (FORBODY ... .o ier e i instionssecs sorinionsabassasissinssssstasnsriavens
Purchase of Lau Associates

Financing activities:
Change in demand, NOW, savings and market rate deposit accounts
(A gD HNTCIOEROBIRT ol oot o B T STl L
Change in wholesale time and other wholesale deposits ....
1B RETe s e o S P e SR R S|
Increase in borrowed funds greater than 90 days ...................
Repayment of borrowed funds greater than 90 days ...
Netichange intsnbordinatedideble. . Lt i s fboss ool S0 b sy R S ey e om0 i b
Wil ie sy ] SRR SR E e R R e e I L e e L e
Purchase of treasury stock ........c.ccceeveerennenn.
Tax benefit from exercise of stock options
Proceeds from issuance of common stock
Proceeds from exercise of stock options ..................
Net cash provided by financing activities
Chianpe in cash and cash CqUIVAIENTS ... vesiinmieimin i oo massassssabasssbiresesssinesiasnssossssssesismsns iosse
Cash and cash equivalents at beginning of year ...
Cash and cashiequivalentsiat BAdIOE Yeari o i i i st barnas boustasoiiens ok b momena ehss s rensaehsons

The accompanying notes are an integral part of the consolidated financial statements.
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For the Years Ended December 31,

2009 2008 2007
(dollars in thousands)
$ 10337 § 93251 8 13:600
6,884 5,596 891
3,106 1,920 1,596
(272,964) (74,458) (90,164)
278,993 77,834 90,015
(5,076) —> —
(255) = —
5,331 — —
(6,012) ClE27s) (1,250)
— — (1,333)
(1,923) S —
(57) (600) 82
386 277 75
892 (906) 707
(256) 283 (84)
(2,382) (18905) 1,948
(1,854) 615 63
308 141 —
637 (4,109) (3,288)
16,095 12,718 12,858
(203,016) (105,865) (17,033)
31,152 10,884 8,775
62,905 26,011 —
18,390 9,705 8,595
- — 1,850
15,585 — —_
(190) (5,226) (1,424)
5,106 (100,040) (122,524)
— = (15,000)
(2,090) (5,930) (2,388)
915 = 110
(1,672) (9,875) —
(72,915) (180,336) (139,139)
158,703 20,941 22,179
(57,837) 8,080 3,016
(32,469) (9,059) 109,844
(4,892) (4,626) (4,269)
— 124,939 45,000
(10,113) = (15,000)
7,500 — —
2,062 — —
(42) (361) (2,420)
66 185 182
3,660 = 2
514 1,230 918
67,152 141,329 159,450
10,332 (26,289) 33,269
68,985 95,274 62,005
$ 79317 $§ 68985 | -§ 95274




Consolidated Statements of Cash Flows (Continued)

For the Years Ended December 31,

Supplemental cash flow information:

Cash paid during the year for:
Income taxes
Interest

Supplemental cash flow information:
UnsetilediAB Sisecunition s JRe s m b mte o e p i DS trs e e A i S $
Change in other comprehensive income
Change in deferred tax due to change in other comprehensive income
Transfer of loans to other real estate

The accompanying notes are an integral part of the consolidated financial statements.
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2008 2007
(dollars in thousands)
$ 6,238 §$ 6,192
22,721 18,028
$ Ria L% e
$ (E5618) 8§ 223
(1,987) 77



Consolidated Statements of Changes in Shareholders’ Equity

For the Years Ended December 31,

2008, 2007 and 2006
Accumulated
Shares of Other Total
Common Common Paid-in Retained  Comprehensive Treasury  Shareholders’
Stock Issued Stock Capital Earnings (Loss) Stock Equity
(dollars in thousands)
Balance - December 31, 2006 .iiisbionvsiaiorssisssmsssisriianics 11;373,1082° § 11,373 $ 10,598 § 91815 % (4,450) $ (27,244) § 82,092
INMCLAHICDIIG .o i s debisnvssesosmvsesidamnios —_ — — 13,600 — — 13,600
Dividends declared - $0.50 per share e = — (4,269) - — (4,269)
Other comprehensive income, net of
L CRDBNSCOE BT T . e camnbes i osssssssssiinsosipaosmis sbistogbosids — — — — 146 - 146
Tax benefit stock OptioN EXETEISE ... v iuniismessrsrmsesonssss — — 182 — — — 182
Purchase of treasury StOCK ..... ..o eeissrsrecseissersiosssenmssesensens — — - — — (2,420) (2,420)
Retirement of treasury stock (4,128) “) 37) — — 41 —
Eomon StoCkIBSUET 1 8 . i A AL Lt SR 65,278 65 955 — — — 1,020
Balance~ December 31, 2007 5. covnatimimiacmitosmaie: 11,434,332 $ 11,434 $ 11,698 $ 101,146 $ (4,304) $ (29,623) $§ 90,351
INEEINCHING il it e e e i oot — — — 9,325 — — 9.325
Dividends declared - $0.54 per share — — — (4,626) — — (4,626)
Other comprehensive income, net of
s benefit 0 (B1 987 . - ..o it e noseade s — — — — (3,691) — (3,691)
Tax benefit stock option eXercise .............ococevvvverevveeevennn. — — 185 — — — 185
Purchase of treasury BLOcK o i.cattiit i ot i soneiga et o = —_ — — (361) (361)
Retirement of treasury stock (5,096) 5) (45) — — 50 —
€ OIMONBIOCK IBSUEA ... iieesivsivssros st iiniorsss oo storseasshrassaes 84,546 85 1,145 — — — 1,230
Balance'- Deceraberi31, 2008 ... ittt 11,513,782 $ 11,514 § 12,983 §$ 105,845 § (7,995) $ (29,934) § 92,413
RO, e il v ot e e areitom s ST — — — 10,337 — - 10,337
Dividends declared - $0.56 per share ..........c.ccococcvuuenan. = — = (4,892) — - (4,892)
Other comprehensive income, net of
AR eXPENEE OF STBY L ...l sisiitsbommponiinsssissiiasny i T s - — — 1,082 — 1,082
Stock based COMPENSALON ........iseriiveisonissessissssusnsrnsissssrs — — 798 — — — 798
Tax benefit stock option eXercise ............cocevereereerecrrininnes — — 66 — — — 66
Purchiase Of teasUEY SI0CIC 1l i arasstscesmeiidinson somsdss — — — == e (42) (42)
Retivenient OF tTeasuny SIOCK- s rsictrrorerassasressrasssisess (4,522) 4) (40) — — ) —
Common stock issued 236,224 236 3,424 — - — 3,660
Stock option exercises 40,600 40 474 = e, e 514
Balance - December 31, 2009 ............c.cccccooevierivicreinnennne. 11,786,084 $ 11,786 $ 17,705 § 111,290 § (6,913) $ (29,932) $ 103,936

Consolidated Statements of Comprehensive Income

For the Years Ended December 31,

2009 2008 2007
(dollars in thousands)
LR e R IR RS O S e e Co e L i TR St RS 8 $10,337 $9,325 $13,600
Other comprehensive income:
Unrealized investment gains, net of tax expense
Of $16153181and STIR, TESPETRVELY it devmebliissscmid st s A e ot e SIS oot in st ot b s ol S et obis 300 589 370
Change in unfunded pension and post-retirement liability, net of tax expense (benefit)
of 421, (52:305) and S12L), TospBOtIVelY: . oot b b tes s s ot ot sau e ko Rt e oo me s So s 782  (4,280) (224)
ETa e e 6 e B SIS S Rt s R S T AR T e e e e $11,419 $ 5,634 $13,746

The accompanying notes are an integral part of the consolidated financial statements.
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Notes to Consolidated Financial Statements

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Nature of Business

The Bryn Mawr Trust Company (the “Bank”) received its
Pennsylvania banking charter in 1889 and is a member of the
Federal Reserve System. In 1986, Bryn Mawr Bank
Corporation (the “Corporation”) was formed and on January 2,
1987, the Bank became a wholly-owned subsidiary of the
Corporation. The Bank and Corporation are headquartered in
Bryn Mawr, PA, a western suburb of Philadelphia, PA. The
Corporation and its subsidiaries provide wealth management,
community banking, residential mortgage lending, insurance
and business banking services to its customers through nine
full service branches and seven retirement community offices
throughout Montgomery, Delaware and Chester counties. In
2008, the Corporation opened the Bryn Mawr Trust Company
of Delaware in Wilmington, Delaware, to further its long-term
growth strategy, and diversify its asset base and client
accounts. The Corporation trades on the NASDAQ Global
Market (“NASDQ”) under the symbol BMTC.

The Corporation operates in a highly competitive market area
that includes local, national and regional banks as competitors
along with savings banks, credit unions, insurance companies,
trust companies, registered investment advisors and mutual
fund families. The Corporation and its subsidiaries are
regulated by many regulatory agencies including the Securities
and Exchange Commission (“SEC”), Federal Deposit
Insurance Corporation (“FDIC”), the Federal Reserve and the
Pennsylvania Department of Banking.

B. Basis of Presentation

The accounting policies of the Corporation conform with
accounting principles generally accepted in the United States
of America (“GAAP”) and predominant practice within the
banking industry.

The Consolidated Financial Statements include the accounts of
the Corporation and its wholly owned subsidiaries. The
Corporation’s consolidated financial condition and results of
operations consist almost entirely of the Bank’s financial
condition and results of operations. All material inter-
company transactions and balances have been eliminated.

In preparing the Financial Statements, the Corporation is
required to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities at the date of the balance
sheets, and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from
these estimates.
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Although our current estimates contemplate current conditions
and how we expect them to change in the future, it is
reasonably possible that in 2010, actual conditions could be
worse than anticipated in those estimates, which could
materially affect our results of operations and financial
condition. Amounts subject to significant estimates are items
such as the allowance for loan and lease losses and lending
related commitments, goodwill and intangible assets, pension
and post-retirement obligations, the fair value of financial
instruments and other-than-temporary impairments. Among
other effects, such changes could result in future impairments
of investment securities, goodwill and intangible assets and
establishment of allowances for loan losses and lending
related commitments as well as increased pension and post-
retirement expense.

In June 2009, the FASB issued “The FASB Accounting
Standards Codification and the Hierarchy of Generally
Accepted Accounting Principles,” which was incorporated in
Accounting Standards Codification (“ASC”) 105, “Generally
Accepted Accounting Principles.” This standard established
the FASB Accounting Standards Codification as the single
source of authoritative U.S. accounting and reporting
standards, excluding the requirements and guidance issued by
the SEC, which were unaffected by the Codification. ASC 105
did not change current GAAP, but it did change the manner in
which accounting literature is organized and referenced. This
standard was effective at the quarter ended September 30,
2009 and accounting literature references were updated in our
financial statements accordingly starting in the 2009 third
quarter. The adoption of this standard did not affect our
financial statements.

C. Cash and Cash Equivalents

Cash and cash equivalents include cash due from banks,
interest —bearing deposits, federal funds sold and money
market funds with other banks with original maturities of three
months or less. Cash balances required to meet regulatory
reserve requirements of the Federal Reserve Board amounted
to $1.3 million and $1.9 million at December 31, 2009 and
December 31, 2008, respectively.

D. Investment Securities — Available for Sale

Investment securities which are held for indefinite periods of
time, which the Corporation intends to use as part of its
asset/liability strategy, or which may be sold in response to
changes in interest rates, changes in prepayment risk,
increases in capital requirements, or other similar factors, are
classified as available for sale and are carried at fair value. Net
unrealized gains and losses for such securities, net of tax, are
required to be recognized as a separate component of
shareholders’ equity and excluded from determination of net
income. Gains or losses on disposition are based on the net




proceeds and cost of the securities sold, adjusted for
amortization of premiums and accretion of discounts, using
the specific identification method.

Prior to April 1, 2009, declines in the fair value of available-
for-sale securities below their cost that were deemed to be
other than temporary were reflected in earnings as realized
losses. In estimating other-than-temporary impairment losses,
the Corporation considers (1) the length of time and the extent
to which the fair value has been less than cost, (2) the financial
condition and near-term prospects of the issuer and (3) the
intent and ability of the Corporation to retain its investment in
the issuer for a period of time sufficient to allow for any
anticipated recovery in fair value.

Beginning in April 1, 2009, the Corporation implemented
ASC 370-10-65-1 “Recognition and Presentation of Other-
Than-Temporary Impairments” that amended the accounting
for recognizing other-than-temporary impairment for debt
securities and expanded disclosure requirements for other-
than-temporarily impaired debt and equity securities. Under
the new guidance, companies are required to record other-
than-temporary impairment charges, through earnings, if they
have the intent to sell, or will more likely than not be required
to sell, an impaired debt security before a recovery of its
amortized cost basis. In addition, companies are required to
record other-than-temporary impairment charges through
earnings for the amount of credit losses, regardless of the
intent or requirement to sell. Credit loss is measured as the
difference between the present value of an impaired debt
security’s cash flows and its amortized cost basis. Non-credit
related write-downs to fair value must be recorded as
decreases to accumulated other comprehensive income as long
as the Corporation has no intent or it is more likely than not
that the Corporation would not be required to sell an impaired
security before a recovery of amortized cost basis. Since the
Corporation did not have any other-than-temporary
impairment for 2009, the adoption of this guidance had no
impact.

E. Loans Held for Sale

Mortgage loans originated and intended for sale in the
secondary market are carried at the lower of cost or estimated
fair value in the aggregate. Net unrealized losses, if any, are
recognized through a valuation allowance by charges to
income.

F. Portfolio Loans and Leases

The Corporation grants construction, commercial, residential
mortgage and consumer loans to customers primarily in
southeastern Pennsylvania and small ticket equipment leasing
to customers nationwide. Although the Corporation has a
diversified loan and lease portfolio, its debtors’ ability to
honor their contracts is substantially dependent upon the real
estate and general economic conditions of the region.
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Loans and leases that the Corporation has the intent and ability
to hold for the foreseeable future or until maturity or pay-off,
generally are reported at their outstanding principal balance
adjusted for charge-offs, the allowance for loan and lease
losses and any deferred fees or costs on originated loans and
leases. Interest income is accrued on the unpaid principal
balance.

Loan and lease origination fees and loan and lease origination
costs are deferred and recognized as an adjustment of the
related yield using the interest method.

The accrual of interest on loans and leases is generally
discontinued at the time the loan is 90 days delinquent unless
the credit is well secured and in the process of collection.
Loans and leases are placed on non-accrual status or charged-
off at an earlier date if collection of principal or interest is
considered doubtful. All interest accrued, but not collected for
loans that are placed on non-accrual status or charged-off is
reversed against interest income. All interest accrued, but not
collected on leases that are placed on non-accrual status is not
reversed against interest until the lease is charged-off at 120
days delinquent. The interest received on these non-accrual
loans and leases is applied to reduce the carrying value of
loans and leases or, if principal is considered fully collectible,
recognized as interest income until qualifying for return to
accrual status. Loans and leases are returned to accrual status
when all the principal and interest amounts contractually due
are brought current and future payments are reasonably
assured.

G. Allowance for Loan and Lease Losses

The allowance for loan and lease losses (“allowance”) is
established through a provision for loan and lease losses
(“provision”) charged as an expense. Loans and leases are
charged against the allowance when the Corporation believes
that the principal is uncollectible. The allowance is maintained
at a level that the Corporation believes is sufficient to absorb
estimated probable credit losses.

The Corporation’s determination of the adequacy of the
allowance is based on periodic evaluations of the loan and
lease portfolio and other relevant factors. However, this
evaluation is inherently subjective as it requires significant
estimates by the Corporation. Consideration is given to a
variety of factors in establishing these estimates including
specific terms and conditions of loans and leases, underwriting
standards, delinquency statistics, industry concentration,
overall exposure to a single customer, adequacy of collateral,
the dependence on collateral, and results of internal loan
review, including borrowers perceived financial and
management strengths, the amounts and timing of the present
value of future cash flows, and access to additional funds.

The evaluation process also considers the impact of
competition, current and expected economic conditions,
national and international events, the regulatory and legislative
environment and inherent risks in the loan and lease portfolio.




All of these factors may be susceptible to significant change.
To the extent actual outcomes differ from the Corporation
estimates, an additional provision for loan and lease losses
may be required that might adversely affect the Corporation’s
results of operations in future periods. In addition, various
regulatory agencies, as an integral part of their examination
process, periodically review the allowance. Such agencies may
require the Corporation to recognize additions to the
allowance based on their judgment of information available to
them at the time of their examination.

H. Other Investments and FHLB-P Stock

Other investments include Community Reinvestment Act
(“CRA”) investment, and equity stocks without a determinable
fair market value. The equity stocks include the Federal
Reserve Bank and Atlantic Central Bankers Bank. The
Corporation is required to hold Federal Home Loan Bank of
Pittsburgh (“FHLB-P”) stock as a condition of borrowing
funds from the FHLB-P. As of December 31, 2009, the
carrying value of our FHLB-P stock was $7.9 million.
Ownership of FHLB-P stock is restricted and there is no
market for these securities. In 2009, the FHLB-P reported
significant losses due to numerous factors, including other-
than-temporary impairment charges on its portfolio of private-
label mortgage-backed securities. The FHLB-P announced a
capital restoration plan in February of 2009 which restricts it
from repurchasing or redeeming capital stock or paying
dividends. If the FHLB-P’s financial condition declines
further, other-than-temporary impairment charges related to
our investment in FHLB stock could occur in future periods.
For further information on the FHLB-P stock, see Note 10 —
Borrowed Funds.

I. Impaired Loans and Leases

A loan or lease is considered impaired when, based on current
information and events, it is probable that the Corporation will
be unable to collect the scheduled payments of principal or
interest when due according to the contractual terms of the
loan and lease agreement. The Corporation’s assessment of
impairment is applied to the factors considered in determining
impairment. Factors include payment status, value of collateral
and the probability of collecting scheduled principal and
interest payments when due. Loans and leases that experience
insignificant payment delays and payment shortfalls generally
are not classified as impaired.

The Corporation determines the significance of payment
delays and payment shortfalls on a case-by-case basis, taking
into consideration all of the circumstances surrounding the
loan and the borrower, including the length of the delay, the
reasons for the delay, the borrower’s prior payment record,
and the amount of the shortfall in relation to the principal and
interest owed.

Impairment is measured on a loan-by-loan basis by either the
present value of expected future cash flows discounted at the
loan’s effective interest rate, the loan’s obtainable market
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price, or the fair value of the collateral if the loan is collateral
dependent.

J. Troubled Debt Restructure (“TDR”)

A TDR is when a creditor, for economic or legal reason
related to debtor’s financial difficulties, grants a concession to
the debtor that it would not otherwise consider. A concession
may include extending repayment terms, reducing the interest
rate or forgiving principal and/or accrued interest. If the debtor
is experiencing financial difficulty and the creditor has granted
a concession, the Corporation will make the disclosures
related to TDR reporting. It should be noted that not all
modifications are a concession, thus a TDR. If the modified
terms are consistent with market conditions and represent
terms the debtor could obtain from another creditor in the
current market, the modification is not a TDR.

K. Other Real Estate Owned

Other real estate owned (“OREO”) consists of assets that the
Corporation has acquired through foreclosure, by accepting a
deed in lieu of foreclosure, or by taking possession of assets
that were used as loan collateral. The Corporation reports
OREO on the balance sheet within other assets, at the lower of
cost or estimated fair value less cost to sell, adjusted
periodically based on current appraisals. Costs relating to the
development or improvement of assets are capitalized and
costs related to holding the property are charged to expense.

L. Premises and Equipment

Premises and equipment are stated at cost less accumulated
depreciation. Depreciation and rent are recorded using the
straight-line method over the estimated useful lives of the
assets. Leasehold improvements are amortized over the
expected lease term or the estimated useful lives, whichever is
shorter.

M. Pension and Postretirement Benefit Plans

The Corporation has three defined benefit pension plans and
one postretirement benefit plan and a 401(K) plan as discussed
in Note 15 — 401(K) Plan and in Note 16 — Pension and
Postretirement Benefit Plans. Net pension expense consists of
service cost, interest cost, return on plan assets, amortization
of prior service cost, amortization of transition obligations and
amortization of net actuarial gains and losses. The Corporation
accrues pension costs as incurred.

On February 12, 2008 the Corporation amended the Qualified
Defined Pension Plan to cease further accruals of benefits
effective March 31, 2008, and amended the 401(K) Plan to
provide for a new class of immediately vested discretionary,
non-matching employer contribution effective April 1, 2008.
Additionally, the Corporation created a non-qualified defined
benefit pension plan for certain officers of the Bank and to
provide that each participant’s accrued benefit shall be
reduced by the actuarially equivalent value of the immediately




vested discretionary, non-matching employer contribution to
the 401(K) Plan made on his or her behalf.

N. BOLI

The Corporation purchased $15.0 million of BOLI during the
second quarter of 2007. On August 13, 2008 the Bank gave
notice to its BOLI insurance carrier that it was surrendering its
separate account BOLI contract. The Bank received

$15.6 million in cash on February 9, 2009. As part of the
surrender, the Corporation has represented to the insurance
carrier that it will not enter into any other BOLI agreement or
obtain life insurance on any of the employees covered by the
BOLI policy for five years.

BOLI is recorded at its cash surrender value on the balance
sheet. Income from BOLI is tax-exempt and included as a
component of other non-interest income. In 2007, BOLI
income was tax-exempt. However, as a result of the surrender
of the BOLI contract in August 2008, the total income earned
in 2007 and 2008 became taxable income. This resulted in
additional tax expense of $266 thousand in 2008.

O. Accounting for Stock-Based Compensation

Stock based compensation cost is measured at the grant date,
based on the fair value of the award and is recognized as an
expense over the vesting period.

All share-based payments, including grants of stock options,
are recognized as compensation cost in the statement of
income at their fair value. The fair value of stock option grants
is determined using the Black-Scholes pricing model. The
assumptions necessary for the calculation of the fair value are
expected life of options, annual volatility of stock price, risk
free interest rate and annual dividend yield.

Stock-based compensation expense for 2009, 2008 and 2007
were $386 thousand, $277 thousand and $75 thousand,
respectively.

P. Earnings Per Common Share

Basic earnings per common share excludes dilution and is
computed by dividing income available to common
shareholders by the weighted-average common shares
outstanding during this period. Diluted earnings per common
share takes into account the potential dilution that could occur
if stock options were exercised and converted into common
stock. Proceeds assumed to have been received on such
exercise are assumed to be used to purchase shares of the
Corporation’s common stock at the average market price
during the period, as required by the treasury stock method of
accounting. The effects of stock options are excluded from the
computation of diluted earnings per share in periods in which
the effect would be antidilutive. All weighted average shares,
actual shares and per share information in the financial
statements have been adjusted retroactively for the effect of
stock dividends and splits.
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Q. Income Taxes

Income taxes are accounted for under the asset and liability
method. Deferred tax assets and liabilities are recognized for
the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases and operating loss and
tax credit carry forwards. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are
expected to be recovered or settled. The effect on deferred tax
assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date.

As required by ASC 740 “Accounting for Income Taxes,” the
Corporation recognizes the financial statement benefit of a tax
position only after determining that the Corporation would
more likely than not sustain the position following an
examination. For tax positions meeting the more-likely-than-
not threshold, the amount recognized in the financial
statements is the largest benefit that has a greater than

50 percent likelihood of being realized upon settlement with
the relevant tax authority. The Corporation applied these
criteria to tax positions for which the statute of limitations
remained open. There were no adjustments to retained
earnings for unrecognized tax benefits as a result of the
implementation of ASC 740.

R. Revenue Recognition

With the exception of non-accrual loans and leases, the
Corporation recognizes all sources of income on the accrual
method. Additional information relating to wealth
management fee revenue recognition follows:

The Corporation earns Wealth Management fee revenue from
a variety of sources including fees from trust administration
and other related fiduciary services, custody, investment
management and advisory services, employee benefit account
and IRA administration, estate settlement, tax service fees,
shareholder service fees and brokerage. These fees are
generally based on asset values and fluctuate with the market.
Some of the revenues are not directly tied to asset value but
are based on a flat fee for services provided. For many of our
revenue sources, amounts are not received in the same
accounting period in which they are earned. However, each
source of Wealth Management fees is recorded on the accrual
method of accounting.

The most significant portion of the Corporation’s Wealth
Management fees is derived from trust administration and
other related services, custody, investment management and
advisory services, and employee benefit account and IRA
administration. These fees are generally billed in arrears,
based on the market value of assets at the end of the previous
billing period. A smaller number of customers are billed in a
similar manner, but on a quarterly or annual basis and some
revenues are not based on market values.



The balance of the Corporation’s Wealth Management fees
include estate settlement fees and tax service fees, which are
recorded when the related service is performed and asset
management and brokerage fees on non-depository investment
products, which are received one month in arrears based on
settled transactions but are accrued in the month when the
settlement occurs.

Included in other assets on the statement of condition is a
Wealth Management fee receivable that reflects the impact of
fees earned but not yet collected. This receivable is reviewed
quarterly for collectibility.

S. Mortgage Servicing

The Corporation performs various servicing functions on loans
owned by others. A fee, usually based on a percentage of the
outstanding principal balance of the loan, is received for these
services. Gain on sale of loans is based on the specific
identification method.

Mortgage servicing rights (MSRs) are recognized as separate
assets when rights are retained through the sale of financial
assets. Capitalized servicing rights are amortized into non-
interest income in proportion to, and over the period of, the
estimated future net servicing income of the underlying
financial assets.

Servicing assets are evaluated quarterly for impairment based
upon the fair value of the rights as compared to amortized
cost. Impairment is determined by stratifying rights by
predominant characteristics, such as interest rate and terms.
Fair value is determined based upon discounted cash flows
using market-based assumptions. Impairment is recognized on
the income statement to the extent the fair value is less than
the capitalized amount for the stratum. A valuation allowance
is utilized to record temporary impairment in MSRs.
Temporary impairment is defined as impairment that is not
deemed permanent. Permanent impairment is recorded as a
reduction of the MSR and is not reversed.

T. Statement of Cash Flows

The Corporation’s statement of cash flows details operating,
investing and financing activities during the reported periods.

U. Interest Rate Floor

The Corporation accounts for derivatives under FASB
guidance related to Accounting for Derivative Instruments on
Hedging Activities, as amended. The Corporation records
interest rate floors, which are not used as hedging instruments,
at fair value on the balance sheet as part of other assets.
Changes in the fair value of the interest rate floor are recorded
in current earnings as other operating income or other
operating expense, depending on whether the net change in
value for the applicable period was a gain or loss. The interest
rate floor was closed out in January 2008.
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V. Goodwill and Intangible Assets

The Corporation accounts for goodwill and other intangible
assets in accordance with ASC 350, “Intangibles — Goodwill
and Other.” All goodwill and intangible assets as of
December 31, 2009 other than MSR’s in Note 1-S above are
related to the acquisition of Lau Associates which is a
component of the Wealth Management Segment. The amount
of goodwill initially recorded reflects the value assigned to the
asset at the time of investment. Goodwill impairment tests are
performed at least annually, or when events occur or
circumstances change that would more likely than not reduce
the fair value of the acquisition or investment.

The Corporation’s impairment testing methodology is
consistent with the methodology prescribed in ASC 350. Other
intangible assets include customer relationships, a non-
compete agreement and a trade name. The customer
relationships and non-compete agreement intangibles are
amortized on the straight-line basis over the estimated useful
life of the asset. The trade name intangible has an indefinite
life and is evaluated for impairment annually.

W. Reclassifications

Certain prior year amounts have been reclassified to conform
to the current year presentation.

X. New Accounting Pronouncements
Standards Adopted:

FASB ASC 820 — Fair Value Measurement and
Disclosures

The Corporation follows ASC 820, “Determining Fair Value
When the Volume and Level of Activity for the Asset or
Liability Have Significantly Decreased and Identifying
Transactions that are not Orderly.” This standard provides
additional guidance for estimating fair value in accordance
with the standard on Fair Value Measurements, when the
volume and level of activity for the asset or liability have
significantly decreased. ASC 820 became effective for interim
and annual reporting periods ending after June 15, 2009, and
shall be applied prospectively. The adoption of this Standard
did not have a material effect on our financial condition or
results of operations.

FASB ASC 825 — Financial Instruments

FASB issued ASC 825 related to the interim disclosure about
fair value of financial instruments which amended the
previous standard on disclosures about fair value of financial
instruments to require disclosures about fair value of financial
instruments for interim reporting periods of publicly traded
companies as well as in annual financial statements. All
publicly traded companies are required to include disclosures
about the fair value of financial instruments whenever it issues
summarized financial information for interim reporting
periods. ASC 825 became effective for interim reporting
periods ending after June 15, 2009. The Corporation adopted



this standard as of June 30, 2009 and has made the required
disclosures of fair value of financial instruments in Note 13 of
this Annual Report.

FASB ASC 320 — Investments — Debt and Equity
Securities

The Corporation adopted standards related to the recognition
and presentation of other than temporary impairment as of
June 30, 2009. Since the Corporation has not had any other-
than-temporary impairment as of April 1, 2009, no
cumulative-effect adjustments were required to be recorded at
adoption.

FASB ASC 815 — Derivatives and Hedging

In March 2008, the FASB issued ASC 815, “Disclosures about
Derivative Instruments and Hedging Activities” an
amendment to previous guidance. ASC 815 amends the
previous related guidance by requiring expanded disclosures
about derivative instruments and hedging activities. This
statement will require us to provide additional disclosure
about a) how and why we use derivative instruments; b) how
we account for derivative instruments and related hedged
items under ASC 815 and its related interpretations; and c)
how derivative instruments and related hedged items effect
our financial condition, financial performance, and cash flows.
This does not change the accounting for derivatives under
previous guidance.

FASB ASC 815 was effective for the fiscal year and interim
periods beginning January 1, 2009. The Corporation adopted
this statement effective January 1, 2009. The Corporation has
determined that the adoption of this standard did not have a
material impact on the Corporation’s consolidated financial
statements.

FASB ASC 805 — Business Combinations

In December 2007, FASB issued ASC 805, “Business
Combinations.” This standard retains the previous FASB
guidance that the acquisition method of accounting be used for
all business combinations. However, ASC 805 does make
significant changes to the accounting for a business
combination achieved in stages, the treatment of contingent
consideration, transaction and restructuring costs (which are
recognized when incurred), and other aspects of business
combination accounting. ASC 805 was effective January 1,
2009, and changes the Corporation’s accounting treatment for
business combinations on a prospective basis.

FASB ASC-715 — Compensation, Retirement Benefits

FASB issued a Codification standard referencing an
Employer’s Disclosures About Pension and Post Retirement
Benefits, to provide guidance on an employer’s disclosure
about the plan assets of a defined pension or post retirement
plan. The Codification requires an entity to disclose more
information on how investment allocation decisions are made,
the major categories of plan assets including concentration
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risks and fair value measurements and the fair value
techniques and inputs used to measure the plan. The
Corporation has adopted the Codification effective
December 31, 2009 and the Corporation made the required
disclosure in this Annual Report.

FASB ASC 855 — Subsequent Events

The Corporation follows the ASC standards related to
subsequent events. The ASC establishes general standards of
accounting for and disclosure of events that occur after the
balance sheet date but before financial statements are issued or
are available to be issued. The statement sets forth (1) the
period after the balance sheet date during which management
of a reporting entity should evaluate events or transactions that
may occur for potential recognition or disclosure in the
financial statements; (2) the circumstances under which an
entity should recognize events or transactions occurring after
the balance sheet date in its financial statements and (3) the
disclosure that an entity should make about events or
transactions that occurred after the balance sheet date. The
standard is effective for fiscal years and interim periods
ending after June 15, 2009, and is applied prospectively. The
Corporation adopted this standard as of June 30, 2009 and
adoption did not have an impact on the results of operations or
financial position.

Standards Not Yet Adopted:
FASB ASC 860 — Transfers and Servicing

In June 2009, the FASB issued ASC 860 related to accounting
for transfers of financial assets. The standard amends the
derecognition guidance in previous regulatory guidance and
eliminates the concept of a qualifying special-purpose entities
(“QSPEs”). The standard is effective for fiscal years and
interim periods beginning after November 15, 2009. Early
adoption of the standard is prohibited. The Corporation will
adopt the standard on January 1, 2010 and has not yet
determined the effect of the adoption on its consolidated
financial statements, if any.

FASB ASC 810 — Consolidation — Variable Interest
Entities

In June 2009, the FASB issued ASC 810 related to
amendments to FASB interpretation No. 46(R) which amends
the consolidation guidance applicable to variable interest
entities (“VIE”s). An entity would consolidate a VIE, as the
primary beneficiary, when the entity has both of the following
characteristics: (a) the power to direct the activities of a VIE
that most significantly impact the entity’s economic
performance and (b) the obligation to absorb losses of the
entity that could potentially be significant to the VIE or the
right to receive benefits from the entity that could potentially
be significant to the VIE. Ongoing reassessment of whether an
enterprise is the primary beneficiary of a VIE is required. ASC
810 amends interpretation 46(R) to eliminate the quantitative
approach previously required for determining the primary




beneficiary of a VIE. ASC 810 is effective for fiscal years and
interim periods beginning after November 15, 2009. The
Corporation will adopt the standard on January 1, 2010 and
has not yet determined the effect of the adoption on its
consolidated financial statements, if any.

2. GOODWILL & OTHER INTANGIBLE ASSETS

The Corporation’s goodwill and intangible assets related to the
acquisition of Lau Associates LLC in July, 2008 for the years
ending December 31, 2009 and 2008 is as follows:

Beginning Ending
Balance Balance Amortization
(dollars in th ds) 1/1/09 Additi Amorti 12/31/09 Period
Goodwill ... $ 4629 § 1672 § — $ 6,301 Indefinite
Customer
relationships ..... 4,983 — (255) 4,728 20 Years
Non compete
agreement ........ 506 - (53) 453 10 Years
Brand (trade
HBIIE) it 240 — — 240 Indefinite
Fotal b s $.10,358. 8 1.672°"% (308) $11,722
Beginning Ending
Balance Balance Amortization
(dollars in th ds) 1/1/08 Additi Amorti 12/31/08 Period
GoodWill eivsinins $ — § 4629 § — § 4,629 Indefinite
Customer
relationships ..... e 5,100 (117) 4,983 20 Years
Non compete
agreement ........ - 530 (24) 506 10 Years
Brand (trade
name) . . — 240 — 240 Indefinite
5o S R PR $ — $10,499 $ (141) $ 10,358

Under the terms of the Lau Associates acquisition, the
Corporation has two remaining contingent earn-out payments
due in the first quarter of each of 2011 and 2012 (which would
each be recorded at the end of 2010 and 2011), with the
maximum purchase price not exceeding $19 million.
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3. INVESTMENT SECURITIES

The amortized cost and estimated fair value of investments, all
of which were classified as available for sale, are as follows:

As of December 31, 2009

Gross Gross
Amortized  Unrealized Unrealized Estimated
(dollars in thousands) Cost Gains (Losses) Fair Value
Obligations of the U.S.
Government and
Ee e L e R e T $ 85462 $ Toth (476) $ 85,061
State & political
SUDAIVISIONS +ccvoivvmsivamvismstaness 24,859 197 (32) 25,024
Federal agency mortgage
backed securities ................. 49,318 1,634 — 50,952
Government agency mortgage
backed securities ................. 8,607 121 (10) 8,718
Other debt securities .............. 1,500 — (1) 1,499
Total fixed income
IDVESHNERES 1aiveeevirrarasaes $169,746 $ 2,027 $ (519) $171,254
Bond — mutual funds 36,943 140 (113) 36,970
Potal B oo ; $206,689 $§ 2,167 § (632) $208,224
As of December 31, 2008
Gross Gross Estimated
Amortized Unrealized Unrealized Market
(dollars in thousands) Cost Gains (Losses) Value
Obligations of the U.S.
Government and
REENGIER)I b b o Sl $ 10,999 $ 171 $ ==l 70
State & political
SUDAIVIRIONS e o esrnvmnses 7,071 43 (18) 7,096
Federal agency mortgage
backed securities ...........cesns 78,054 1,647 42) 79,659
Corporate bonds ........ccciiesss 10,181 Gy (727) 9,454
Other debt securities .............. 950 P = 950
Total nliG i ol ... $107,255 § 1,861 $ (787) $108,329

The following table shows the amount of securities that were
in an unrealized loss position at December 31, 2009:

Less than 12 12 Months
(dollars in th ) Month: or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value (Losses) Value (Losses) Value Losses
Obligations of the
U.S. Government
and agencies .......... $43,166 § (476) $ — 8 — $43,166 § (476
State & political
subdivisions ........... 8,631 (32) — — 8,631 32
Federal agency
mortgage backed
SECUTILIES ..vovviinsenns — — — — — —
Government agency
mortgage backed
SEOUTItIES «..cccvvciermces 2,985 (10) - — 2,935 (10
Other debt
SECUTIHIOS wssursnssversses 399 (1) — — 399 (1
Total fixed
income
investments ...... $54,731 $§ (519) $ — 8 — $54,731 § (519
Bond — mutual
FuhRdds oh n sl 19,491 (113) — — 19,491 (113
| B AR $74222 § (632) $ —$ — $74222 § (632




The Corporation evaluates the debt securities in our
investment portfolio, which include U.S. Government
agencies, Government sponsored agencies, municipalities and
other issuers, for other-than-temporary impairment and
considers current economic conditions, the length of time and
the extent to which the fair value has been less than cost,
interest rates and the bond rating of each security. All of the
debt securities in our investment portfolio are highly rated as
investment grade and the Corporation believes that it will not
incur any material losses with respect to such securities. The
unrealized losses presented in the table above are temporary in
nature as they are primarily related to market interest rates and
are not related to the underlying credit quality of the issuers
within our investment portfolio. None of the investments in
the table above are believed to be other-than-temporarily
impaired.

The Corporation does not intend to sell the other-than-
temporarily impaired securities, and it is more likely than not
it will not be required to sell such securities before recovery
occurs.

At December 31, 2009 securities having an amortized cost of
$75.2 million were specifically pledged as collateral for public
funds, trust deposits, the FRB discount window program,
FHLB-P borrowings and other purposes. The FHLB-P has a
blanket lien on non-pledged, mortgage related loans and
securities as part of the Bank’s borrowing agreement with
FHLB-P.

The amortized cost and estimated market value of investment
securities at December 31, 2009 by contractual maturity are
shown below. Expected maturities will differ from contractual
maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment
penalties.

2009
Estimated
Amortized Market
(dollars in thousands) Cost Value
Due in‘oneiyearor less ...ovvoosiaiiioniens $1. 1,803 $ 1,807
Due after one year through
e O D TR 52,324 52,398
Due after five years through
RETIVEARS L Rt e 46,767 46,401
DR T e e e 10,927 10,978
SURtOtal L RNCER TN e 111,821 111,584
Mortgage backed securities .................. 95 59,670
S s e ol $169,746 $171,254

Included in the investment portfolio, but not in the table above, are
$36.9 million of bond mutual funds which do not have a final stated maturity
nor a constant stated coupon rate.

The sale of debt securities in 2009 totaled $61.0 million. The
sale of debt securities in 2008 was $26.0 million, and there
were no sales of debt securities in 2007.
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4. LOANS AND LEASES

A. Loans and leases outstanding at December 31 are
detailed by category as follows:

(dollars in thousands) 2009 2008
Loans held for sale $ 3,007 $§ 3,024
Real estate loans:
Commercial mortgage loans ............ $ 265,023 249,730
Home equity lines and loans ........... 177,863 154,576
Residential mortgage loans ............. 110,653 132,536
ContSTrUCHON JORNS «eiivsesivos sosssnsssit 38,444 58,446
Total real estate 10808 .........c..ccoveseviinnes 591,983 595,288
Commercial and industrial loans........... 233,288 236,469
Consumerloansiy. ... . M8 e v iion 12,717 8,518
| B s e BB T RS MG 47,751 59,302
Total portfolio loans and leases............. 885,739 899,577

$ 888,746 $ 902,601
$ 344,398 $ 351,925

Total loans and leases ..........cccuvee...e.

Loans with predetermined rates
Loans with adjustable or
floating rates

544,348 550,676
$ 888,746 $ 902,601

Total loans and 16a8es v ......iiseistinecnne
Net deferred loan origination costs
and (fees) included in the above
loan table

430 § 343

B. Leases outstanding at December 31 are detailed by
components of the net investment as follows:

December 31
(dollars in thousands) 2009 2008

Minimum lease payments receivable.... $ 54,556 $ 69,812

Unearned lease ancomess i ciat oo (9,014) (13,784)
Initial direct costs and deferred fees...... 2,209 3,274
Ol SR L b Tl $ 47,751 $ 59,302

C. Non Performing Loans and Leases:
Non-accrual loans and leases ............... $ 6246 $ 5,303
Loans past due 90 days or more and

Sl ACOEHNG or . e e B s e comsds 668 504
Total non-performing loans and

Ve AR« (1 T SRESET 6,914 5,807
TDR’s not included in

NONEPOEIOTININE. .o stes o iaransnsoavisss ssvas 1,622 —
Total non-performing loans and

leases and TDRS ... ...conuenimseisassons $ 8,536 575,507

*  TDR’s included in this total for 2009 are $3.9 million of which
82.3 million are non-accruing and 81.6 million are performing.

D. Information regarding impaired loans and leases:

(dollars in thousands) 2009 2008 2007

Impaired loans and leases at yearend .. $6,246 $4,586 $ 574
$4221 §1476 $§ 504

Average impaired loans and leases .......

All impaired loans and leases are included in the non-
performing loans and leases totals in the table above.



A summary of the changes in the allowance for impaired loans
and leases is as follows:

(dollars in thousands) 2009 2008 2007
Balatice, Januaeyel ... oo sivasisisiosse $ 124 § 124 § 101
Charge-offs . (1,804) — 37)
Recoveries — — 60
iy T O e e o MR SO H I 2,490 = =
Balance, December 31 .......cccoevviiceeirerennns $ 810 $ 124 § 124
Interest income that would have

been recognized under original

terms $ 322 5. 141 § 48
Interest income actually received ................ $ 60 $ 8 §$§ 23
Interest income recognized ..............ccevenee. $ 41 § 42 § 1
Interest income recognized using

the cash basis method of

income recognition .....c....ccsscssmcssnsssrenss $ 41 §$§ 42 3 1

The allowance for impaired loans and leases of $810 thousand
is included in the Corporation’s allowance for loan and lease
losses of $10.4 million.

5. ALLOWANCE FOR LOAN AND LEASE LOSSES

The summary of the changes in the allowance for loan and
lease losses is as follows:

(dollars in thousands) 2009 2008 2007
Balance, January 1 ..........ccccoceeveneneee. $10,332 $ 8,124 § 8,122
3] T T 5 I Y oY 0 s L E0 Ly (7,370) (3,616) (1,036)
2N ) e S R S O 578 228 147
PERIRION . i L v e B Bt 6,884 5,596 891

$10,424 $10,332 § 8,124

During the third quarter of 2009, the Corporation made
refinements, along with changes to estimates of loss in certain
asset classes. These changes in estimates and refinements
resulted in a lower pre-tax provision for loan and lease losses
in the third quarter of 2009 than would have resulted under the
previous loss estimates of approximately $750 thousand which
equates to $.06 per diluted share (after tax).

6. OTHER REAL ESTATE OWNED

The summary of the change in other real estate owned
(“OREQ”) is as follows:

(dollars in thousands) 2009 2008

Balance January 1 ...l it iesens $ — 3 —
PG o) ke 0 MR R NS 1,940 —
Capitalized GosE ... .....ob . asnon i 147 —
SRICEAE, ¢ 8 e, o AT, R S R (1,062) —
Balance December 31 ...........cocovrcinnnines $ 1,025 $ -
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7. PREMISES AND EQUIPMENT

A. A summary of premises and equipment at December 31
is as follows:

(dollars in thousands) 2009 2008
LET5T: A e o 1 TR S s $ 3,268 $ 3,268
Bildings= =, s st b S 17,350 16,320
Furniture and equipment; ...........iulconses 18,122 17,451
Leasehold improvements ..............c...... 9,021 7205
Construction in progress ..........c..coceeeeee. 617 2073
Less: accumulated depreciation ............ (26,940) (25,021)

$ 21,438 $ 21,296

Depreciation and amortization expense related to the assets
detailed in the above table for the years ended December 31,
2009, 2008, and 2007 amounted to $1.9 million, $1.7 million,
and $1.5 million, respectively.

B. Future minimum cash rent commitments under various
operating leases as of December 31, 2009 are as follows:

(dollars in thousands)

213 [ IR e S S SR e R PR L L $ 1,369
;) | SRR e R O R IR 1,325
0.0 (7RI e s MR DRSS BN L 1,236
0/ 1 [ S R SR S N S L 1,066
POIA Lt s i e e L 932
2015 and thereallen i, & i hot i oy T St $ 14913

Rent expense on leased premises and equipment for the years
ended December 31, 2009, 2008 and 2007 amounted to
$1.32 million, $1.03 million and $963 thousand, respectively.

8. MORTGAGE SERVICING

A. The following summarizes the Corporation’s activity
related to MSRs for the years ended December 31:

(dollars in thousands) 2009 2008 2007
Balance, January 1 .......ccccconeivires $ 2205 $§ 2,820 $§ 2,883
AABHONS. 5. ot bt 2,570 420 285
AIOLTZAION < o ¥iwsstvnsransssson sxsssnes (853) (367) (313)
Recovery (impairment) ................. 137 (668) (35)
Balance, December 31 .....cc...c.oi $ 4059 $ 2205 $§ 2,820
B Value o e it $ 4807 $§ 2210 $§ 3,881
Loans serviced for others............... $514,875 $350,199 $357,363

B. The following summarizes the Corporation’s activity
related to changes in the impairment valuation allowance
of MSRs for the years ended December 31:

2009 2008 2007
$(703) $ (35) $ (14)
(205) (698) (29)
342 30 8
$(566) $(703) $ (35)

(dollars in thousands)

Balance, January 1
Impairment
Recovery
Balance, December 31




C. Other MSR Information — At December 31, 2009, key
economic assumptions and the sensitivity of the current fair
value of MSRs to immediate 10 and 20 percent adverse
changes in those assumptions are as follows:

(dollars in thousands)

Fairvalue amiount 0f MISRS .v...v.cviisimsnsessiristsistnios $4,807
Weighted average life (in years) .........ccooeevvevveiennene 5.4
Prepayment speeds (constant prepayment rate)*...... 14.7%
Impact on fair value:
10%% adverse chalge Lo uum e nasifin $ (703)
206 S REREOBAN DB . v, i sl st i seites $ 917)
BB OUN CRale ikt s o S b o s s 10.27%
Impact on fair value:
EOY0 SV CRANTE L i, i iversirsiims bt $ (174)
206 BUVEISEOHANGE 6. vt imivriioilintorhreiviiots $ (335)
*  Represents the weighted average prepayment rate for the life of the MSR

asset.

At December 31, 2009, 2008 and 2007, the fair value of the
mortgage servicing rights (“MSRs”) is $4.8 million,

$2.2 million and $3.9 million, respectively. The fair value of
the MSRs for these dates was determined using a third-party
valuation model that calculates the present value of estimated
future servicing income. The model incorporates assumptions
that market participants use in estimating future net servicing
income, including estimates of prepayment speeds and
discount rates. Mortgage loan prepayment speed is the annual
rate at which borrowers are forecasted to repay their mortgage
loan principal and is based on historical experience. The
discount rate is used to determine the present value of future
net servicing income. Another key assumption in the model is
the required rate of return the market would expect for an asset
with similar risk. Both assumptions can, and generally will,
change quarterly valuations as market conditions and interest
rates change.

These assumptions and sensitivities are hypothetical and
should be used with caution. As the figures indicate, changes
in fair value based on a 10% variation in assumptions
generally cannot be extrapolated because the relationship of
the change in assumptions to the change in fair value may not
be linear. Also, the effect of a variation in a particular
assumption on the fair value of the MSRs is calculated without
changing any other assumption. In reality, changes in one
factor may result in changes in another, which could magnify
or counteract the sensitivities.
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9. DEPOSITS

A. Following is a summary of deposits as of December 31,

(dollars in thousands) 2009 2008

BEVINGS 1 sl eisninsf et iveed fos ot s svsoningers $101,719 $ 54,333
NOW, a0counta™ . ool bt ot 151,432 135,587
Market rate aCCounts™ Lottt it 282,010 172,818
Time deposits (less than $100,000) ........ 74,528 95,326
Time deposits, $100,000 or more ........... 79,177 116,216
Wholesale deposits.........iiamiitsimmsorions 36,118 120,761
Total interest-bearing deposits ............... 724,984 695,041
Non-interest-bearing deposits ................ 212,903 174,449
Total dePORILE ... sitmmsmumirmenyimsin s $937,887 $869,490

*  Includes other wholesale deposits.

The aggregate amount of deposit overdrafts included as loans
as of December 31, 2009 and 2008 were $332 thousand and
$357 thousand, respectively.

B. Maturity of time deposits as of December 31, 2009 were
as follows:

$100,000  Less than
(dollars in thousands) or more $100,000
Maturing during:
DOT0. i tticn il il s vt st siats $ 76,656 $ 66,290
710 N PR Rt O TS s AR 2,287 6,591
240 PSR R TR 1 TN — 1,151
7411 1 e Srpe B CR O & e e e e 100 101
2, DN LR TN 0, T e O S Ao 134 324
2015 anditherealer si cvnsnm s smpsrenh L 71
154 CREE R e (Rl el $ 79,177 74,528

C. Maturity of wholesale time deposits as of December 31,
2009 was as follows:

$100,000  Less than
(dollars in thousands) or more $100,000
Maturing during:
28310 e D SRt e R sk e T $ 9,047 $ 21,385
201 Lot i st ilintyes bataersivy 5,686 =52
2. 1] B Stercm M UL ISR 75 AE. —E A b Ol e Ca B
2403 5 e ORI 1 Lo S e —_ —
2014 and thereafter ... suawwrimn mssessvos o £
{8 B SR R o $ 14,733 $ 21.385




10. BORROWED FUNDS

A. Borrowings at December 31, 2009 consisted of the
following FHLB-P advances:

(dollars in thousands)

Interest Next Call
Borrowing Rate Maturity Term Date F/V
Amortizing:
$ 4,551 2.88% 4/11/2011 3 yrs — F
10,257 3.90% 8/13/2012 4 yrs — F
6,678 3.15% 3/12/2013 5 yrs — F
7,840 3.57% 4/08/2015 7 yrs — F
$ 29,326
Non-amortizing convertible selects:
$ 10,000 2.58% 8/20/2018 10 yrs/6 mos 2/18/2010 F
10,000 2.32% 3/18/2013  5yrs/2yrs  3/18/2010 F
$ 20,000
Non-amortizing bullets:
10,000 0.61% 10/18/2010 3 yrs — Vv
10,000 4.30% 11/09/2010 3 yrs — F
5,000 3.18% 1/24/2011 2 yrs/11 mos — F
10,000 3.22% 2/28/2011 3 yrs — F
10,000 3.62% 9/08/2011 3 yrs — F
10,500 3.21% 3/05/2012 4 yrs — F
10,000 3.90% 9/10/2012 4 yrs — F
10,000 4.06% 9/09/2013 5 yrs — F
10,000 3.55% 10/04/2010 2 yrs — F
2,500 1.17% 5/09/2011 18 mos — F
2,500 1.51% 11/09/2011 2 yrs — K
2,500 1.81% 5/09/2013 30 mos — E
2,500 2.10% 11/09/2012 3 yrs — K
$ 95,500
$ 144,826

F = fixed rate and V = variable rate

B. The table below reflects the borrowing activity with the
FHLB-P and overnight federal funds. The Federal Reserve
discount window program has not been used in these

periods:

(dollars in thousands)

Average balance during the year ... $149,937 $130,490 $42,496

Year end balance
Highest month end balance

2009

2008

2007

Weighted-average interest rate

during the year

Weighted-average interest rate at

year end

144,826
154,109

3.29%

3.11%

154,939
182,293

3.33%

3.34%

C. Other FHLB Information — The Corporation had a
maximum borrowing capacity (“MBC”) with the FHLB-P of
approximately $448 million as of December 31, 2009 of
which the unused capacity was $303 million at December 31,
2009. In addition there were $75 million in overnight federal
funds line and approximately $55 million of Federal Reserve

Discount Window capacity. In connection with its FHLB-P
borrowings, the Corporation is required to hold stock in the

FHLB-P. This amount was $7.9 million at December 31,

2009, and $7.9 million at December 31, 2008. The carrying

45,000
77,000

5.22%

4.56%
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amount of the FHLB-P stock approximates its fair value. On
December 23, 2008, the FHLB-P announced it will voluntarily
suspend the payment of dividends and the repurchase of
excess capital stock until further notice. There were no
dividends paid in 2009.

11. SUBORDINATED DEBT

The Bank issued an aggregate of $15 million in subordinated
debt in July and August 2008. This subordinated debt has a
floating interest rate, which resets quarterly at 90 day LIBOR
plus 3.75%, has a maturity of 10 years, and can be prepaid at
the end of 5 years with no prepayment penalty. At

December 31, 2009 the rate was 4.00% and will next reset on
March 15, 2010. Interest is payable quarterly and principal is
due September 15, 2018.

In April 2009, the Bank raised $7.5 million in subordinated
debt. The subordinated debt bears an interest rate at a rate per
annum equal to the 90 day LIBOR rate plus 5.75% and is
adjusted quarterly. Interest is payable quarterly and principal
is due on June 15, 2019. The rate of interest is capped at
10.0% per annum during the first 5 years of the term. At
December 31, 2009 the rate was 6.00% and will next reset on
March 15, 2010.

Subordinated debt qualifies as Tier II regulatory capital for the
first five years from the date of issuance and thereafter is
discounted as the subordinated debt approaches maturity, with
one fifth of the original amount excluded from Tier II capital
each year during the last five years before maturity. When the
remaining maturity is less than one year, the subordinated debt
is excluded from Tier II capital. Unamortized subordinated
debt issuance costs were $320 thousand and $335 thousand at
December 31, 2009 and 2008, respectively. These costs are
amortized over the term of the debt, as an adjustment to the
yield.

12. MORTGAGE PAYABLE

In April 2009, the Corporation entered into a $2.1 million
commercial mortgage on 10 South Bryn Mawr Avenue, Bryn
Mawr, PA, which serves as its Wealth Management Division
offices. The twenty year commercial mortgage has a current
rate of 5.50%, is a five year adjustable rate mortgage with a
floor of 25 basis points from the initial rate of 5.50% and has a
current balance of approximately $2.06 million.

13. DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL
INSTRUMENTS

FASB ASC 825, “Disclosures about Fair Value of Financial
Instruments” requires disclosure of the fair value information
about financial instruments, whether or not recognized in the
balance sheet, for which it is practicable to estimate such
value. In cases where quoted market prices are not available,
fair values are based on estimates using present value or other
market value techniques. Those techniques are significantly
affected by the assumptions used, including the discount rate




and estimates of future cash flows. In that regard, the derived
fair value estimates cannot be substantiated by comparison to
independent markets and, in many cases, could not be realized
in immediate settlement of the instrument. Accordingly, the
aggregate fair value amounts presented below do not represent
the underlying value of the Corporation.

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 Cash Equivalents

The carrying amounts reported in the balance sheet for cash
and cash equivalents approximate their fair values.

Investment Securities

Estimated fair values for investment securities are valued by
an independent third party based on market data utilizing
pricing models that vary by asset and incorporate available
trade, bid and other market information. See Note 3 for more
information.

Loans and Leases

For variable rate loans that reprice frequently and which have
no significant change in credit risk, estimated fair values are
based on carrying values. Fair values of certain mortgage
loans and consumer loans are estimated using discounted cash
flow analyses, using interest rates currently being offered for
loans with similar terms to borrowers of similar credit quality
and is indicative of an entry price. The estimated fair value of
nonperforming loans is based on discounted estimated cash
flows as determined by the internal loan review of the Bank or
the appraised market value of the underlying collateral, as
determined by independent third party appraisers. This
technique does not reflect an exit price as contemplated in
Note 4.

MSRs

The fair value of the MSRs for these periods was determined
using a third-party valuation model that calculates the present
value of estimated future servicing income. The model
incorporates assumptions that market participants use in
estimating future net servicing income, including estimates of
prepayment speeds and discount rates.

Other Assets

The carrying amount of accrued interest receivable and other
investments approximates fair value.

Deposits

The estimated fair values disclosed for noninterest-bearing
demand deposits, savings, NOW accounts, and Market Rate
accounts are, by definition, equal to the amounts payable on
demand at the reporting date (i.e., their carrying amounts).
Fair values for certificates of deposit are estimated using a
discounted cash flow calculation that applies interest rates
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currently being offered on certificates to a schedule of
expected monthly maturities on the certificate of deposit.
FASB Codification 825 defines the fair value of demand
deposits as the amount payable on demand as of the reporting
date and prohibits adjusting estimated fair value from any
value derived from retaining those deposits for an expected
future period of time.

Borrowed Funds

The fair value of borrowed funds is established using a

discounted cash flow calculation that applies interest rates ’
currently being offered on mid-term and long term

borrowings.

Subordinated Debt

The fair value of subordinated debt is established using a
discounted cash flow calculation that applies interest rates
currently being offered on comparable borrowings.

Mortgage Payable

The fair value of the mortgage payable is established using a
discounted cash flow calculation that applies interest rates
currently being offered on comparable borrowings.

Other Liabilities

The carrying amounts of accrued interest payable, accrued
taxes payable and other accrued payables approximate fair
value.

Off-Balance Sheet Instruments

Estimated fair values of the Corporation’s off-balance sheet
instruments (standby letters of credit and loan commitments)
are based on fees and rates currently charged to enter into
similar loan agreements, taking into account the remaining
terms of the agreements and the counterparties’ credit
standing. Since fees and rates charged for off-balance sheet
items are at market levels when set, there is no material
difference between the stated amount and estimated fair values
of off-balance sheet instruments.



The carrying amount and estimated fair value of the
Corporation’s financial instruments as of December 31 are
as follows:

2009 2008
Carrying Estimated Carrying Estimated
(dollars in thousands) Amount  Fair Value  Amount Fair Value

Financial assets:
Cash and due from banks .. $ 11,670 $ 11,670 $ 18,776 $ 18,776
Interest-bearing deposits

with other banks ............. 58,472 58,472 45,100 45,100
Money market funds .......... 9,175 9,175 5,109 5,109
Cash and cash equivalents 79,317 79,317 68,985 68,985

Investment securities ......... 208,224 208,224 108,329 108,329
Mortgage servicing rights .. 4,059 4,807 2,205 2,210
Loans held for sale ............ 3,007 3,051 3,024 3,094
Other assets ......ccenes 15,345 15,345 30,484 30,484

Net loans and leases 875315 888,242 889,245 909,228
Total financial assets ......... $1,185,267 $1,198,986 $1,102,272 $1,122,330
Financial liabilities:

EPIORIS, . otV b fossie s $ 937,887 $ 938,523 § 869,490 $ 871,679
Borrowed funds. 144,826 147,446 154,939 157,344
Subordinated debt.... 22,500 22,580 15,000 15,000
Mortgage payable.... 2,062 2,232

Qther liabilities .c...c..iistome 27,610 27,610 19,504 19,504
Total financial liabilities .... $1,134,885 $1,138,391 $1,058,933 $1,063,527

Off-balance sheet contract
or notional amount .......... $ 348,900 $ 348,900 $ 318,368 $ 318,368

14. FAIR VALUE MEASUREMENT

FASB ASC 820, “Fair Value Measurement” establishes a fair
value hierarchy based on the nature of data inputs for fair
value determinations, under which the Corporation is required
to value each asset using assumptions that market participants
would utilize to value that asset. When the Corporation uses
its own assumptions it is required to disclose additional
information about the assumptions used and the effect of the
measurement on earnings or the net change in assets for the
period.

The value of the Corporation’s available for sale investment
securities, which generally includes state and municipal
securities, U.S. government agencies and mortgage backed
securities, are reported at fair value. These securities are
valued by an independent third party. The third party’s
evaluations are based on market data. They utilize evaluated
pricing models that vary by asset and incorporate available
trade, bid and other market information. For securities that do
not trade on a daily basis, their pricing applications apply
available information such as benchmarking and matrix
pricing. The market inputs normally sought in the evaluation
of securities include benchmark yields, reported trades,
broker/dealer quotes (only obtained from market makers or
broker/dealers recognized as market participants), issuer
spreads, two-sided markets, benchmark securities, bid, offers
and reference data. For certain securities, additional inputs
may be used or some market inputs may not be applicable.
Inputs are prioritized differently on any given day based on
market conditions.

U.S. Government agencies are evaluated and priced using
multi-dimensional relational models and option adjusted
spreads. State and municipal securities are evaluated on a
series of matrices including reported trades and material event
notices. Mortgage backed securities are evaluated using matrix
correlation to treasury or floating index benchmarks,
prepayment speeds, monthly payment information and other
benchmarks. Other available for sale investments are
evaluated using a broker-quote based application, including
quotes from issuers.

The value of the investment portfolio is determined using
three broad levels of inputs:

Level 1 — Quoted prices in active markets for identical
securities;

Level 2 — Quoted prices for similar instruments in active
markets; quoted prices for identical or similar instruments in
markets that are not active and model derived valuations
whose inputs are observable or whose significant value drivers
are observable.

Level 3 — Instruments whose significant value drivers are
unobservable.

These levels are not necessarily an indication of the risks or
liquidity associated with these investments. The following
table summarizes the assets at December 31, 2009 that are
recognized on the Corporation’s balance sheet using fair value
measurement determined based on the differing levels of
input.

Fair Value of Assets Measured on a Recurring Basis for the
year ended December 31, 2009:

(dollars in millions) Total Level 1 Level 2 Level 3
Investments:
Obligations of U.S.

government & agencies ................ $5 8518 — 8§ 818§ —

State & political subdivisions ......... 25.0 e 25.0 —_
Federal agency mortgage
backed BECUTIIER e ivvssomerssrerensns 50.9 — 50.9 —

Government agency mortgage

backed SECUrities ..........comeuseeresees 8.7 — 8.7 —
Bond — mutual funds .. 53 37.0 37.0 —_ —
Other debt securities .........c.cccoreeune 1.5 — 1] —
Total assets measured on a

recurring basis at fair value .......... $..2082'8 1370 Y& 17128 -




Assets Measured at Fair Value on a Non-recurring Basis at
December 31, 2009:

(dollars in millions) Total Level 1 Level 2 Level 3
Mortgage servicing rights (MSRs) . $ 418 — 8 41 8% —
Impaired loans and leases ............... 6.2 —_ 6.2 —
OREO and other repossessed

L RS P SRR 1.0 — 1.0 —
Total assets measured at

fair value on a non-recurring

LV T e O e AR ORI $ 1138 —$ 113§ =

Fair Value of Assets Measured on a Recurring Basis for the
year ended December 31, 2008:

(dollars in millions) Total Level 1 Level 2 Level 3
Investments:
Obligations of U.S.

government & agencies ............... 112 — 1.2 s
State & political subdivisions ......... 7.1 —_ 7.5 =
Federal agency mortgage

backed securities 79.6 — 79.6 —
Corporate bonds ......... 9.4 — 9.4 —
KON BOCHTIERS. ... issitisnrseinnisansroies 1.0 — 1.0 —
Total assets measured on a

recurring basis at fair value ......... $ 1083 $ — $ 1083 § —

Assets Measured at Fair Value on a Non-recurring Basis at
December 31, 2008:

(dollars in millions) Total Level 1 Level 2 Level 3
Mortgage servicing rights (MSRs) . $ 22 % — 8§ 228 _—
Impaired loans and leases ............... 4.6 — 4.6 —
Total assets measured at

fair value on a non-recurring

LT S e SR e e $ 6.8 § — § 6.8 8§ —

Other Real Estate Owned and Other Repossessed Property

Other real estate owned (“OREQO”) consists of properties
acquired as a result of deed in-lieu-of foreclosure and
foreclosures. Properties or other assets are classified as OREO
and are reported at the lower of carrying value or fair value,
less estimated costs to sell. Costs relating to the development
or improvement of assets are capitalized, and costs relating to
holding the property are charged to expense. The Corporation
had $1.0 million in OREO assets at December 31, 2009.

B

15. 401(K) PLAN

The Corporation has a qualified defined contribution plan for
all eligible employees under which the Corporation
contributes $1.00 for each $1.00 that an employee contributes
up to a maximum of 3.0% of the employee’s base salary. The
Corporation’s expenses for the 401(K) Plan were

$503 thousand, $457 thousand and $410 thousand in 2009,
2008 and 2007, respectively.

Effective April 1, 2008 an amendment was made to the
401(K) Plan to provide for a new class of immediately vested
discretionary, non-matching employer contribution. The
Corporation’s expense for the non-matching discretionary
contribution was $589 thousand in 2009 and $438 thousand in
2008.

16. PENSION AND POSTRETIREMENT BENEFIT PLANS

A. General Overview — The Corporation has three defined
benefit pension plans, the qualified defined benefit plan
(“QDBP”) which covers all employees over age 20 1/2 who
meet certain service requirements and two non-qualified
defined benefit pension plans (“SERP”) which are restricted to
certain officers of the Corporation.

On February 12, 2008, the Corporation amended the QDBP to
cease further accruals of benefits effective March 31, 2008,
and amended the 401(K) Plan to provide non-matching
employer contributions mentioned previously.

The existing SERP was restricted and frozen to certain officers
of the Corporation and provided each participant the
equivalent pension benefit on any compensation which
exceeded the IRS limits and bonus deferrals made by eligible
individuals.

Additionally, effective April 1, 2008, the Corporation added a
new SERP which includes certain officers of the Corporation.
This new SERP provides that each participant shall receive a
pension benefit equal to what the QDBP would have provided
at retirement, reduced by the actuarially equivalent value of
the immediately vested discretionary, non-matching employer
contribution to the 401(K) Plan made on his or her behalf and
their respective QDBP benefit.

The Corporation also has a postretirement benefit plan
(“PRBP”) that covers certain retired employees and a group of
current employees. The PRBP was closed to new participants
in 1994. In 2007, the Corporation amended the PRBP to allow
for settlement of obligations to certain current and retired
employees. Certain retired participant obligations were settled
in 2007 and current employee obligations were settled in
2008.



The following table provides information with respect to our QDBP, SERP, and PRBP, including benefit obligations and funded

status, net periodic pension costs, plan assets, cash flows, amortization information and other accounting items.

B. Actuarial Assumptions:

QDBP SERP* PRBP
2009 2008 2009 2008 2009 2008
Used to determine benefit obligations for the year ended December 31:

DTVt - e R e SRR v S Bl S 5.80% 6.25% 5.80% 6.25% 5.80% 6.25%
Rate of increase for future compensation .................coceeevevvvvereeeenns N/A N/A 3.50% 3.50% N/A N/A
Used to determine benefit cost for the year ended December 31:

EHECOURE LRI0L ot e iibebiiasusas it ses ity mad o e e e e e 5.80% 6.25% 5.80% 6.25% 5.80% 6.25%
Rate of increase for future compensation................ 0.00% 0.00% 3.50% 3.50% N/A N/A
Expected long-term rate of return on plan assets 7.50% 8.50% N/A N/A N/A N/A
Cost trend rate assumed for NEXE YEAT ........covvvevevereeeereerereeeerenseeeenns N/A N/A N/A N/A N/A N/A
Rate to which the cost trend rate is assumed to decline N/A N/A N/A N/A N/A N/A
Year that the rate reaches the ultimate trend rate ............. N/A N/A N/A N/A 2009 2008
C. Changes in Benefit Obligations and Plan Assets:

QDBP SERP* PRBP
(dollars in thousandls) 2009 2008 2009 2008 2009 2008
Change in benefit obligations

Benefit obligation at JANRAry 1 ...t sior s vinsiinmessnts $28453 $32,036 $ 3,772 $ 2,037 937 - §.1.251

NEIVIORIODBE 4ttt n e — 336 194 89 — —

INIETOST 00t o recsnirinisrin e 1,738 1,701 215 197 59 64

Plan participants contribution ...... _— — — - 24 —

AMENdMBAtE . i veis i — (4,513) — 1,530 w—— ==

Settlement .. i — - — — — (258)

g B e 1 S T S e K R S i R e e 1,708 (6) 295 35 95 61

IEFTT b o B SNSRI e et =S WO T Oug e vl o SRR T8 (1,359) (1,101) (137) (136) (185) (181)

Benefit obligation at December 31 .......ccoiuieresinesninsessssesssoseasonies $30,540 $28453 $ 4339 § 3,772 930 5 937
Change in plan assets

Fair value of plan assets at JARUATY 1 il et $ 26,141 $32,156 $ —  § — — 3 e

Actual return (loss) on plan assets 3,963 (6,914) — — — s

Employer contribution ..........c..cconssessiionnes — 2,000 137 136 161 439

Plan participants’ contribution ................... — — — — 24 —
Benefits patd ..ccoeiovisinnammis (1,359) (1,101) (137) (136) (185) (181)
T Tl S A v T s i 1 R — e o = = (258)
Fair value of plan assets at December 31 .............ccocvvvereeeennn, $28,745 $26,141 § — § — — 8 —
Funded status at year end
(plan assets less benefit obligations) .......................ccocovveeviennnn, $ 1,795 $ (2312) $ (4339 $ (3,772) 930) $ (937)
Amounts included in the consolidated
balance sheet as other assets (liabilities) &
accumulated other comprehensive income
including the following:
Prepaid benefit cost/(accrued Hability) ..........c..cooovvververrrerrrernnns $ 7,915 $ 8693 $(2,320) $ (1,903) 434) § (570
Accumulated other comprehensive loss/(income) ......................... 9,710)  (11,005) (2,019) (1,869) (496) (367)
Net amonnt recogmIBRd .1k 4 vl i v e e $ (1,795 $ (2312) $ (4339 $ (3,772) 930) $ (937)

* Includes SERP I and SERP Il which are combined for disclosure purposes.
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D. The following tables provide the components of net
periodic pension costs for the years ended December 31:

QDBP Net Periodic Pension Cost

(dollars in thousands) 2009 2008 2007
N pi Lok ) e e G R $ = 8§ 33708, 1251
INERTESt COST ..olonosuiaiinidiuncissionsons 1,738 1,701 1,752
Expected return on plan assets ............ (1,905) (2,586) (2,547)
Amortization of prior service cost ....... - 16 81
Amortization of net actuarial
AN OsE S e e 945 235 457
Curtailment ... — 17 e
Net periodic pension cost .................... $ 778 $§ (280) $ 994
SERP Net Periodic Pension Cost
(dollars in thousands) 2009 2008 2007
BEEVICE COBL .. ibusvisiusunssesssnenssaaimartruon $ 194 8 90 $ 60
I CTEBHCOSE L cotsiiiiniomtsnieiriosseeraisi=tans 215 197 114
Amortization of prior service cost ....... 120 131 44
Amortization of net actuarial
feainBloss ol 8. o o L 26 i 26
Net periodic pension cost ............c....... $ 555 § 418 § 244
PRBP Net Periodic Pension Cost
(dollars in thousands) 2009 2008 2007
Sl an e SRR SR e $ —8% — % 5
Interest cost .... 59 64 84
SerlemEnt L N T N/A 153 123
Amortization of transition
obligation (asset) ............cocevererrerennnn. 26 26 26
Amortization of prior service cost ....... (138) (202) (202)
Amortization of net actuarial
(Eainploss il LTl it 35 89
Net periodic pension cost ..........c.c....... $ 245 96 8§ 125
E. Plan Assets:
Percentage of
QDBP Plan
Assets at
Target Asset December 31
Allocation 2009 2008
Asset Category
Bauity seeurities® . o s 50% - 65% 60% 51%

30% - 45% 40% 36%
1% - 5%

Debt securities
Cash reserves ......

*  Includes Bryn Mawr Bank Corporation common stock in the amount of
8475 thousand or 1.7% and $633 thousand or 2% at December 31, 2009
and 2008, respectively.

The expected rate of return on plan assets in the QDBP was
selected by the Corporation after consultation with its actuary,
and is based in part on long term historical rates of return and
various actuarial assumptions. The discount rate was also
selected by the Corporation after consultation with its actuary,
and is based in part upon the current yield of a basket of long
term investment grade securities.
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The investment strategy of the QDBP is to maintain the
investment ranges listed above. The target ranges are to be
periodically reviewed based on the prevailing market
conditions. Any modification to the current investment
strategy must be ratified by the Executive Committee of the
Corporation’s Board of Directors. The QDBP is allowed to
retain approximately 2.5% of Bryn Mawr Bank Corporation
common stock.

The Corporation’s overall investment strategy is to achieve a
mix of approximately 60% investments for long-term growth
and 40% for production of current income. The target
allocations for the plan are 60% equity securities comprised of
a number of mutual funds managed with differing objections
and styles. The plan also holds shares of the Corporation’s
common stock. Fixed income obligations include corporate
obligations, U.S. Treasury and Agency securities, along with
fixed income mutual funds.

The following table summarizes the assets of the Pension Plan
at December 31, 2009 determined by using three broad levels
of inputs. See Note 14 for description of levels.

The fair value of the pension assets measured on a recurring
basis as of December 31, 2009:

(dollars in thousands) Total Levell Level2 Level3
Obligations of U.S. Treasury.......... $ 1,099 % — 8 1,09 § —
Obligations of U.S. Government

At ABBRCIER . . Jiriesssnetsiisenctaarmsrse 3,439 — 3,439 —
Corporate Donds cvessvs diss cishansessonss 355 — 355 —
Comon SEOCKS . oivu iiismntionsssasis 475 475 — —
Equity — mutual funds... 16,866 16,866 — —
Bond — mutual funds...........eeuunennns 6,287 6,287 — —
Money market — mutual funds........ 224 224 — —

Total assets measured on a

recurring basis at fair value ......... $ 28,745 $ 23,852 § 4,893 §

The fair value of the pension assets measured on a recurring
basis as of December 31, 2008:

(dollars in thousands) Total Levell Level2 Level3
Obligations of U.S. Treasury.......... $ 1,142 § —$ 1,142 § —
Obligations of U.S. Government

and AZENCIES . o s sassssssssstossuamssion 922 — 922 —
COrpOrate DONGN - Jasrvssmeasnosuntaese 359 —- 339 —
Common BLOCKS....cviviouisscasrsiedaiity 1,900 1,900 — —
Equity — mutual funds...........cccue.. 1,264 1,264 — -
Common trust funds ............evvvvvenn 17,059 — 17,059 —
Money market — mutual funds........ 3,515 3515 — —
Total assets measured on a

recurring basis at fair value ......... $ 26,141 $ 6,679 $ 19,462 $ —

F. Cash Flows

The following benefit payments, which reflect expected future
services, are expected to be paid over the next ten years:

(dollars in thousands) QDBP SERP PRBP
Fiscal year ending

2010 1,549 4SS EI3T 8 <152
2011 1,616 137 138
2012 1,653 136 125
2013 1,713 136 112
2014 1,812 177 101
2015-2019 $10,024 § 1,241 § 354




G. Other Pension and Post Retirement Benefit
Information

In 2005, the Corporation capped the maximum payment under
the PRBP at 120% of the 2005 benefit. The cost is at the cap
in 2009. The long term impact of the cap will be to make the
cost trend rate assumed for 2009 immaterial.

H. Expected Contribution to be Paid in the Next Fiscal
Year

Based on the status of the Corporation’s QDBP at
December 31, 2009 no minimum funding requirement is
anticipated for 2010. The 2010 expected contribution for the
SERP is $137 thousand.

17. INCOME TAXES

A. The components of the net deferred tax asset (liabilities)
as of December 31 are as follows:

(dollars in thousands) 2009 2008
Deferred tax assets:
Loan and 1ease 1oSs TeRETVE ... ... uivussivssiosissines $ 3,648 $ 3,616
OHHETTERBIVER 1.l b sdobon irmareres syt e 711 393
Defined benefit plans ... oo ettt nia: 5,243 5,500
Total deferred tax assets .... 9,509

Deferred tax liabilities:
Other reserves ....
(03D B IR o TR e B T S
Originated mortgage servicing rights
Unrealized appreciation on

investment securities

98 113
(2,770) (3,043)
1,421) (772)

(518) _ (329)
(4,611) (4,031)
$4991 §5478

Total deferred tax liability ....

Total net deferred tax assets

Not included in the table above are deferred tax assets related
to state tax net operating losses related to our leasing
subsidiary of approximately $160 thousand as of

December 31, 2009, for which we have recorded a full
valuation allowance. Other than this, there were no valuation
allowances against our deferred tax assets as the Corporation
believes that it is more likely than not that such assets will be
realizable.

B. The provision for income taxes consists of the following:

(dollars in thousands) 2009 2008 2007
Corrently payable & G, ittt $5,443 $4,413 $6,491
DEEOTred,. .. .0l i Soasestenssi s S 57 600 82

satalh iy s S p TR b e $5,500 $5,013 $6,573
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C. Applicable income taxes differed from the amount
derived by applying the statutory federal tax rate to
income as follows:

Tax Tax Tax

(dollars in thousands) 2009 Rate 2008 Rate 2007 Rate
Computed tax

expense at statutory

federal rate ............. $5,543 35.0% $5,018 35.0% $7,060 35.0%
Tax-exempt

ACOMBLA s 300) (1.9% (270) (1.9% @12) (2.00%
Other, net ..ot 257 _1.6% 265 " 1.9% (75 (04)%
Total income

Tax OXPENEL ...cucsus $5,500 34.7% $5,013 35.0% $6,573 32.6%

D. Other Income Tax Information

The Corporation adopted the provisions of ASC 740,
Accounting for Uncertainty in Income Taxes” on January 1,
2007. As required by ASC 740, which clarifies previous
FASB guidance, the Corporation recognizes the financial
statement benefit of a tax position only after determining that
the Corporation would more likely than not sustain the
position following an examination. For tax positions meeting
the more-likely-than-not threshold, the amount recognized in
the financial statements is the largest benefit that has a greater
than 50 percent likelihood of being realized upon settlement
with the relevant tax authority. The Corporation applied these
criteria to tax positions for which the statute of limitations
remained open. There were no adjustments to retained
earnings for unrecognized tax benefits as a result of the
implementation of ASC 740.

There were no identified future tax liabilities accrued during
2009, 2008 or 2007.

The Corporation is subject to income taxes in the U.S. federal
jurisdiction, and in multiple state jurisdictions. The
Corporation is no longer subject to U.S. federal income tax
examination by tax authorities for the years before 2007. The
Corporation recently closed and settled with the Internal
Revenue Service an examination of the 2007 tax year.
Resolution of the examination did not have any material
impact to the financial position of the Corporation

The Corporation’s policy is to record interest and penalties on
uncertain tax positions as income tax expense. No interest or
penalties were accrued in 2009.

18. STOCK OPTION PLAN:

A. General Information

The Corporation permits the issuance of stock options,
dividend equivalents, performance awards, stock appreciation
rights, restricted stock and/or restricted stock units to
employees and directors of the Corporation under several
plans. The terms and conditions of awards under the plans are
determined by the Corporation’s Compensation Committee.




On April 25, 2007, the Shareholders approved the
Corporation’s “2007 Long-Term Incentive Plan” (“LTIP”)
under which a total of 428,996 shares of the Corporation’s
common stock were made available for award grants under the
LTIP. As of December 31, 2007, a total of 300,496 shares
were available for grant. In 2008, a total of 130,514 grants
were awarded as non-qualified stock options under the LTIP
and will vest over a five year period from the date of grant. In
2009 a total of 158,993 grants were awarded as nonqualified
stock options under the LTIP and will vest over a 5 year
period. Additionally, 10,189 grants were awarded from prior
plans and will vest over a five year period from the date of
grant. As of December 31, 2009, there are no shares available
for grant under the prior plan. The total options available for
grant remaining are 38,489 shares. The exercise price for stock
options issued under the LTIP is the closing price for the stock
on the day preceding the date of the grant. The price for
options issued under the prior plan is set at the last sale price
for the stock on the day preceding the date of the grant. The
Corporation’s practice is to issue option related shares from
authorized but unissued shares or treasury.

B. Grant data is in the tables below.

Weighted
Shares Available Price Average
Under for Per Exercise
Option Option Share Price
Balance at
December 31, 2006........... 789,900 14,189 $8.45-$23.67 $ 17.66
Options authorized. — 428,996
Options granted ..... 132,500 (132,500) $22.00-$23.77  22.05
Options exercised..........  (61,150) 3 — (411503
Options forfeited............ (500) 500 = =
Balance at
December 31, 2007 .......... 860,750 311,185 $10.50-3$23.77 $ 18.52
Options authorized......... —_— —_ — _—
Options granted ............. 130,514 (130,514) $2427 2427
Options exercised .......... (79.,450) — $10.50-%$21.21 14.22
Options expired...... (8,750) 8,750 $18.91-821.21  20.95
Options forfeited (1,250) 1,250 $22.00—$22.00 22.00
Balance at
December 31, 2008 901,814 190,671 $10.50 - $24.27 § 19.70
Options granted ..... 169,182 (169,182) 81827 | 827
Options exercised .. (40,600) — $10.50-$17.35 12.68
Options expired...... v (17,000) 17,000 $17.85-$22.00 19.45
Options forfeited............ L — — -
Balance at
December 31,2009 ......... 1,013,396 38,489 $10.50 - $24.27 $ 19.75
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C. Information pertaining to options outstanding at
December 31, 2009 is as follows:

Price Range of Shares Under Option at
December 31, 2009

Weighted
Average Weighted Weighted
Shares Price Remaining Average Average
Under Per Contractual Exercise Number Exercise
Option Share Life Price Exercisable Price
16,200  $10.50 - $10.75 0.4 $10.62 16,200 $10.62
64,000 $12.45-815.15 1.4 $13.72 64,000 $13.72
445882 $16.25-$18.91 6.3 $18.32 276,700 $18.35
487,314 $19.11 —$24.27 6.9 $22.16 306,420 $21.47
1,013,396  $10.50 — $24.27 6.1 $19.75 663,320 $19.15

D. Shares exercisable and weighted average exercise price
at December 31:

2009 2008 2007
Shares exercisable ............... 663,320 664,642 721,166
Weighted average
EXEICISE PIICE..ceverrerraerrrannes $19.15 $18.43 $17.83

E. Fair Value of Options Granted

The fair value of each option granted is estimated on the date
of the grant using the Black-Scholes option pricing model with
the following weighted-average assumptions used for grants
issued during:

2009 2008 2007

Expected dividend yield ........... 31% - 23% 2.4% —-2.0%
Expected volatility of

Corporations’ stock ................ 29.4% 21.9% 20.0-23.9%
Risk-free interest rate ............... 32% 3.4% 4.4-5.0%
Expected life in years ...k i 7.0 7.0 69-7.0
Weighted average fair

value of options granted ......... $4.42 $527  $4.90-$6.82

The expected dividend yield is based on the company’s annual
dividend amount as a percentage of the average stock price at
the time of the grant. Expected volatility of the Corporation’s
stock is based on the historic volatility of the Corporation’s
stock price. The risk free interest rate is based on a yield curve
of the U.S. Treasury rates ranging from one month to ten years
and a period commensurate with the expected life of the
option.



F. Other Plan Information — The following table provides information about options outstanding for the twelve months ended

December 31:

2009 2008 2007
Weighted Weighted Weighted Weighted Weighted Weighted
Average Average Average Average Average Average
Exercise Grant Date Exercise Grant Date Exercise Grant Date
Shares Price Fair Value Shares Price Fair Value Shares Price Fair Value
Options outstanding, beginning of period ...... 901,814 $ 19.70 $4.31 860,750 $ 18.52 $4.04 789,900 $ 17.66 $3.81
Granted o......... 504 169,182 18.27 4.42 130,514 24.27 521! 132,500 22.05 4.96
Forfeited .... — — — (1,250) 22.00 4.90 (500) 22.00 4.90
Expired ....... (17,000) 19.45 4.23 (8,750) 20.95 4.77 — — —
o Tt s R T Rl (40,600) 12.68 2.45 (79,450) 14.22 2.87 (61,150) 15.03 3:11
Options outstanding, end of period ................ 1,013,396 $ 19.75 $4.41 901,814 § 19.70 $4.31 860,750 $ 18.52 $4.04
The following table provides information about unvested options for the twelve months ended December 31:
2009 2008 2007
Weighted Weighted Weighted
Average Average Average
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
Unvested options, beginning of period ...............c........... 237,172 $5.15 139,584 $5.04 11,375 $6.44
By e S R ST ol S TN AR T 169,182 4.42 130,514 327 132,500 4.96
LS BN e Sl oy s N P MY T e ) 1Y (56,278) 5.22 (31,676) ST (3,791) 6.44
Eorfeitedis s s nie ot sl e Ll e bl o — — (1,250) 4.90 (500) 4.90
Unvested ‘options, end of period. ...........c.oumensmsionseasonores 350,076 $4.78 237472 $5.15 139,584 $5.04
Proceeds, related tax benefits realized from options exercised and intrinsic value of options exercised were as follows:
(dollars in thousands) 2009 2008 2007
Proceeds from strike price of value of options eXercised ...............ococevvrererrirerennnn. $514 $1,130 $ 918
Related tax Bet el TOCORIIZEN .. c.ossieoronitstimstonhdssberve exeiitbrnst e e s b et 66 185 182
Proceeds ol oplions @xerciSetls it il il . 1 et S B R $580 $1,315 $1,100
a1 (o (T BT 110V 1R o0 (o (0T Ve R sl IR e M e T $690 $ 529 $ 520
The following table provides information about options outstanding and exercisable options at December 31:
2009 2008 2007
Options Exercisable Options Exercisable Options Exercisable
tstanding Options Outstanding Options [8) ding Opti
LTy o O W o ITEs el RN OlSovs ror LAT 1,013,396 663,320 901,814 664,642 860,750 721,166
Weighted average exercise price ...........cccecerevrevevennne. $19.75 $19.15 $19.70 $18.43 $18.52 $17.83
Aggregate MITINSICVAIIE . iciivitrorivsssmssrorivs dsintssenci $167,536 $167,536 | $1,449,701 $1,449,701 | $3,981,430 $3,831,493
Weighted average contractual term ...........ccococevevennnnnn, 6.1 4.6 6.0 4.9 6.1 5.4

The unamortized stock based compensation expense at December 31, 2009 was $1.4 million which will be recognized over the next

45 months.
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19. EARNINGS PER SHARE

21. OTHER OPERATING EXPENSE

The calculation of basic earnings per share and diluted
earnings per share is presented below:

(dollars in thousands, Year Ended December 31,
except per share data) 2009 2008 2007
Numerator - Net income available

to common shareholders ................... $ 10337 $ 9,325 $ 13,600
Denominator for basic earnings

per share — Weighted average

shares outstanding ..............cccccevvuene. 8,732,004 8,566,938 8,539,904
Effect of dilutive potential common

[Ty RO < MBS REUL L 16,719 34,233 93,638
Denominator for diluted earnings

per share — Adjusted weighted

average shares outstanding ............... 8,748,723 8,601,171 8,633,542
Basic earnings per share ...................... $ 118 § 1.09 § 1.59
Diluted earnings per share ................... $ 118 $ 1.08 § 1.58
Antidulitive shares excluded from

computation of average dilutive

eHMINGs Per Share it 806,396 321,812 58,946

All weighted average shares, actual shares and per share
information in the financial statements have been adjusted
retroactively for the effect of stock dividends and splits. See
Note 1-P — Summary of Significant Accounting Policies:
Earnings Per Common Share for a discussion on the
calculation of earnings per share.

20. OTHER OPERATING INCOME

Components of other operating income for the years ended
December 31 include:

(dollars in thousands) 2009 2008 2007
Cash management .................... $ 306 $ 679 $ 689
(1 o DT el W 708 308 337
Insurance commissions ............ 394 365 337/
Safe deposit rental income........ 334 318 328
Other investment income.......... 67 476 271
Interest rate floor income....... Lo 268 IS5
B Nl S B ey 222 179 126
Gain on sale of OREO ......... 6 — 110
SPITlE AOSULATICR: [ieslusisiiessdstivasonss 355 52 65
Gain on trading investment ... 255 — -
Commissions and fees......... 372 340 275
Other operating income ...... $3,019 $2985 $2,693
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Components of other operating expense for the years ended
December 31 include:

(dollars in thousands) 2009 2008 2007
(83T O SO, e .t s AT $1925 $1,750 $ 1,632
Temporary help & recruiting ............ 377 430 561
Loan processing and closing ............ 1,046 568 510
Computer Processing ..o i .. -.-csoees 508 525 504
OUHET MRS - oot e st osnrisinvin o 650 587 500
Travel and entertainment 323 400 388
ROBAGRL L s it maaroae s s sssagri et 351 350 342
DHEEorlens. . ivirs 2R 312 333 339
Telephone 371 342 291
Stationary & supplies.........cccceeueunene 276 272 248
Other operating expense ............. $6139 § 5557 $ 5315

22. RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Bank granted loans to
principal officers, directors and their affiliates. Loan activity
during 2009 and 2008 was as follows:

Following is a summary of these transactions:

2009 2008

.. $3,600 $11,754
. 1,004 263
e (132) (8417)
$4472 § 3,600

(dollars in thousands)

Balance, January 1
Additions .......cccceeeueenne
Amounts collected
Balance, December 31

Related party deposits amounted to $728 thousand and
$442 thousand at December 31, 2009 and 2008, respectively.

23. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET
RiISK CONTINGENCIES AND CONCENTRATION OF
CREDIT RISK

Off-Balance Sheet Risk

The Corporation 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. These financial
instruments include commitments to extend credit and standby
letters of credit. Those instruments involve, to varying
degrees, elements of credit risk in excess of the amount
recognized in the consolidated statements of financial
condition. The contractual amounts of those instruments
reflect the extent of involvement the Corporation has in
particular classes of financial instruments.



The Corporation’s exposure to credit loss in the event of
nonperformance by the counterparty to the financial
instrument of commitments to extend credit and standby
letters of credit is represented by the contractual amount of
those instruments. The Corporation uses the same credit
policies in making commitments and conditional obligations
as it does for on-balance sheet financial instruments.

Commitments to extend credit are agreements to lend to a
customer as long as there is no violation of any condition
established in the agreement. Commitments generally have
fixed expiration dates or other termination clauses and may
require payment of a fee. Some of the commitments are
expected to expire without being drawn upon, and the total
commitment amounts do not necessarily represent future cash
requirements. Total commitments to extend credit at
December 31, 2009 were $334.0 million. The Corporation
evaluates each customer’s creditworthiness on a case-by-case
basis. The amount of collateral obtained, if deemed necessary
by the Corporation upon extension of credit, is based on a
credit evaluation of the counterparty. Collateral varies but may
include accounts receivable, marketable securities, inventory,
property, plant and equipment, residential real estate, and
income-producing commercial properties.

Standby letters of credit are conditional commitments issued
by the Bank to a customer for a third party. Such standby
letters of credits are issued to support private borrowing
arrangements. The credit risk involved in issuing standby
letters of credit is similar to that involved in extending loan
facilities to customers. The collateral varies, but may include
accounts receivable, marketable securities, inventory,
property, plant and equipment, and residential real estate for
those commitments for which collateral is deemed necessary.
The Corporation’s obligation under standby letters of credit as
of December 31, 2009 amounted to $18.4 million. There were
no outstanding bankers’ acceptances as of December 31, 2009.

Contingencies

The Corporation is periodically subject to various pending and
threatened legal actions, which involve claims for monetary
relief. Based upon information presently available to the
Corporation, it is the Corporation’s opinion that any legal and
financial responsibility arising from such claims will not have
a material adverse effect on the Corporation’s results of
operations.

Concentrations of Credit Risk

The Corporation has a material portion of its loans in real
estate related loans. A predominant percentage of the
Corporation’s real estate exposure, both commercial and
residential, is in the Corporation’s primary trade area which
includes portions of Delaware, Chester, Montgomery and
Philadelphia counties in Southeastern Pennsylvania. The
Corporation is aware of this concentration and attempts to
mitigate this risk to the extent possible in many ways,
including the underwriting and assessment of borrower’s
capacity to repay. See Note 4 — Loans and Leases for
additional information.

51

At December 31, 2009, the total first lien interest only
residential loans of $49.5 million included $43.6 million of
adjustable rate loans that convert to principal and interest
payments between five and ten years after inception and
$5.9 million of fixed rate loans that continue as interest only
loans until reaching maturity. At December 31, 2009, the
balance sheet also included $528 thousand one to four family
residential loans secured by junior lien positions that are
interest only loans. These fixed rate loans will remain as
interest only loans until maturity.

As of December 31, 2009, the Corporation had no loans sold
with recourse outstanding.

24. DIVIDEND RESTRICTIONS

The Bank is subject to the Pennsylvania Banking Code of
1965 (the “Code”), as amended, and is restricted in the amount
of dividends that can be paid to its shareholder, the
Corporation. The Code restricts the payment of dividends by
the Bank to the amount of its net income during the current
calendar year and the retained net income of the prior two
calendar years, unless the dividend has been approved by the
Board of Governors of the Federal Reserve System. The total
was $15.6 million as of December 31, 2009. However, the
amount of dividends paid by the Bank cannot reduce capital
levels below levels that would cause the Bank to be less than
adequately capitalized as detailed in Note 25 — Regulatory
Capital Requirements.

25. REGULATORY CAPITAL REQUIREMENTS

A. General Regulatory Capital Information

Both the Corporation and the Bank are subject to various
regulatory capital requirements, administered by the federal
banking agencies. Failure to meet minimum capital
requirements can initiate certain mandatory and possibly
additional discretionary actions by regulators that, if taken,
could have a direct material effect on the Corporation’s and
the Bank’s financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt corrective
action, the Corporation and the Bank must meet specific
capital guidelines that involve quantitative measures of their
assets, liabilities and certain off-balance-sheet items as
calculated under regulatory accounting practices. The capital
amounts and classifications are also subject to qualitative
judgments by the regulators about components, risk
weightings and other factors. Prompt corrective action
provisions are not applicable to bank holding companies.

B. Private Transactions in Securities

In April 2009, the Bank raised $7.5 million in subordinated
debt which qualified as Tier II capital. This subordinated debt
bears interest at a rate per annum equal to the ninety day
LIBOR rate plus 5.75% and is adjusted quarterly. Interest is
payable quarterly and principal is due on June 15, 2019. The
rate of interest is capped at 10.0% per annum during the first
five years of the term.




In April 2009, in accordance with and reliance on the
exemption provided by Section 4(2) of the Securities Act of
1933, as amended (the “Securities Act”), the Corporation also
sold 150,061 shares of its common stock, par value $1.00 per
share (“Shares™), in a private placement of securities to a
purchaser which qualifies as an accredited investor under
Rule 501(a) of Regulation D under the Securities Act. The
purchase price per Share was equal to the average closing
price of shares of the Corporation’s common stock on
NASDAQ Global Markets for the thirty trading days ending
on April 16, 2009, which equaled $16.66 per Share. The
aggregate purchase price for the Shares sold was $2.5 million.
The Corporation did not pay any underwriting discounts or
commissions and did not pay any brokerage fees in connection
with the sale of the Shares. The Shares sold constituted 1.7%
of the outstanding shares of the Corporation’s common stock,
as determined immediately after the closing of the sale.

C. S-3 Shelf Registration Statement and Dividend
Reinvestment and Stock Purchase Plan

On June 17, 2009, the SEC declared effective a shelf
registration statement on Form S-3/A (“Shelf Registration
Statement”) filed by the Corporation on June 15, 2009. The
Shelf Registration Statement is intended to allow the
Corporation to raise additional capital through offers and sales
of registered securities consisting of common stock, warrants
to purchase common stock, stock purchase contracts or units
consisting of any combination of the foregoing securities.
Using the prospectus in the Shelf Registration Statement,
together with applicable prospectus supplements, the
Corporation may sell, from time to time, in one or more
offerings, any amount of such securities in a dollar amount up
to $90,000,000 in the aggregate. The Corporation also
registered for resale in the Shelf Registration Statement the
Shares issued in the private placement of securities discussed
in the preceding paragraph.

On July 20, 2009, the Corporation filed with the Securities and
Exchange Commission a prospectus supplement pursuant to
Section 424(b)(2) of the Securities Act (“Prospectus
Supplement”) in order to take securities down from the Shelf
Registration Statement in connection with a newly established
Dividend Reinvestment and Stock Purchase Plan (the “Plan”).
The Plan may grant a request for waiver (“RFW”) above the
Plan maximum investment of $120 thousand per account per
year. A RFW is granted on a variety of factors, which may
include: the Corporation’s current and projected capital needs,
prevailing market prices of the Corporation’s common stock
and general economic and market conditions. The Plan is
intended to allow both existing shareholders and new investors
to easily and conveniently increase their investment in the
Corporation without incurring many of the fees and
commissions normally associated with brokerage transactions.
As of December 31, 2009 the Corporation had 81,641 shares
registered within the DRIP and raised $1.2 million in capital
through the RFW.
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D. Regulatory Capital Ratios

As set forth in the following table, quantitative measures have
been established to ensure capital adequacy ratios required of
both the Corporation and Bank. Both the Corporation’s and
the Bank’s Tier II capital ratios are calculated by adding back
a portion of the loan loss reserve to the Tier I capital. The
Corporation believes that as of December 31, 2009 and 2008,
the Corporation and the Bank had met all capital adequacy
requirements to which they were subject. Federal banking
regulators have defined specific capital categories, and
categories range from a best of “well capitalized” to a worst of
“critically under capitalized.” Both the Corporation and the
Bank were classified as “well capitalized” as of December 31,
2009 and 2008.

See Note 16 — Pension and Postretirement Benefit Plans for
certain information relating to the accumulated other
comprehensive income that is a reduction to capital and
related regulatory capital impact.

The Corporation’s and the Bank’s actual capital amounts and
ratios as of December 31, 2009 and 2008 are presented in the
following table:

Minimum
to be Well
Actual Capitalized
(dollars in thousands) Amount Ratio Amount Ratio
December 31, 2009
Total (Tier II) Capital to
Risk Weighted Assets:
Corporation .. $ 132,226 12.53% $ 105,533 10%
Batic e L 128,185 12.20% 105,092 10%
Tier I Capital to Risk
Weighted Assets:
CORPOTALION. &oicnssain e sistrssite 99,277 9.41% 63,320 6%
BahR: i oo ossscdasssmies 95,236 9.06% 63,055 6%
Tier I Capital to Quarterly
Average Assets:
Corporation 99,277 8.35% 59,478 5%
Bank. ol st nnata 95,236 8.03% 59,327 5%
December 31, 2008
Total (Tier II) Capital to
Risk Weighted Assets:
COEPOTALION iv..cupeessssronnsrammmasts $ 115,367 11.29% $402.171 10%
Btk covis v izssmcenismssissmans 111,739 10.98% 101,742 10%
Tier I Capital to Risk
Weighted Assets:
Corporation: ... wieismmsmsiors 90,035 8.81% 61,303 6%
{5751 SR Rl 2 86,407 8.49% 61,045 6%
Tier I Capital to Quarterly
Average Assets:
COIPOTREBIE oohisreoressriiiobin. 90,035 8.03% 56,086 5%
Banklll i icsimniiie 86,407 7.70% 56,116 5%



26. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

27. CONDENSED FINANCIAL STATEMENTS

Quarters Ending 2009
6/30 9/30

(dollars in thousands, except per share data) 3/31 12/31

IREIEHE BACHIIR ... conssssinpimanisiompusmussonsisonts $ 14,293 $ 14,222 $ 14,186 $ 14,191

IDBECEL CXPOIBE 1vrivvsssencssirssissnsesissssisssarsain 4,667 4,310 3,856 3,266
Net interest iNCOME ......ccveresrenrevessasssssasseses 9,626 9,912 10,330 10,925
Provision for loan and lease losses ........... 1,591 1,686 2,305 1,302
Income before income taxes 4,052 3,740 3,979 4,066
1A s 0 11 e s g N LR L 1,420 1,291 1,360 1,429
IO I O o scsenssdirssos i thasrrsorss hbonsiuiss $ 26328 2449 § 2619 § 2,637
Basic earnings per common share.............. $ 031§ 0288 0308 030
Diluted earnings per common share .......... $ 0318 028$ 030% 030
Dividendideclared i s $§ 0148 0148 0148 014
Quarters Ending 2008

(dollars in thousands, except per share data) 03/31 6/30 9/30 12/31

Interest iNCOME ......c.cceererverenerererrerernesesnens $ 14,062 $ 14,232 $ 14,802 $ 14,838
TDLETEE CXPONSE ..cvcevcvivuviissscrsssninsnssssassivoss 5,454 4,929 5,106 5,307
Net interest iNCOME ..........cccvurisnvsconvaesassens 8,608 9,303 9,696 9,531
Provision for loan 10SSes ............cccoeevrninns 854 781 1,063 2,898
Income before income taxes . 4,305 4,751 3,830 1,452
21 d e o T B S SR ind 1,407 1,586 1,573 445
et Ieome: ..o SE0  cco ot it iasiailiie $ 2898 §$ 3,165 % 2,255 $ 1,007
Basic earnings per common share ............. $§ 0348 037$ 0268% 0.12

$ 0348 0378 0268 0.12
$ 0138 013$ 0148 014

Diluted earnings per common share

Dividend declaped iv.iaeiicismmmmaismmses
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The condensed balance sheet of the Corporation (parent
company only) as of December 31, 2009 and 2008 is as
follows:

A. Condensed Balance Sheets

(dollars in thousands) 2009 2008
Assets:
Eashinn]. il a5 SRt L T e $ 3,676 $ 57
Investments in subsidiaries,
at SUUILITENEE assels .. . T LR S 100,103 89,132
Premises and equipment; Bet .. ... uwisniianenis 2,975 3,074
OthenanselS T e i e S s St 1.311 1,111
Total assets . $108,065 $ 93,374
Liabilities and shareholders’ equity:
Borrowings — mortgage payable ..............c....... $ 2,062 $ =
Accrued taxes payable 37
Other liabilities ....lavri it 924
Totalliabilitesis Sl kg s s i s $ 961
Common stock, par value $1,
authorized 100,000,000 issued
11,786,084 shares and 11,513,782 shares
as of December 31, 2009 and 2008,
respectively and outstanding
8,866,420 shares and 8,592,259 shares
as of December 31, 2009 and 2008,
oy RS R & R PR e, L $ 11,786 $ 11,514
Paid-in capital in excess of par value ................... 17,705 12,983
Accumulated other comprehensive income,
net of deferred income taxes (6,913) (7.995)
RetamedieAIHings oo s losipioesiramsssiosssi soinaty 111,290 105,845
Less common stock in treasury,
at cost - 2,919,664 shares and
2,921,523 shares as of
December 31, 2009 and 2008 ............ccceeueuiuenes (29,932) (29,934)

$103,936 $ 92,413
$108,065 § 93,374

Total shareholders’ equity .........cccccevvereinens

Total liabilities and shareholders’ equity ....

The condensed income statement of the Corporation (parent
company only) as of December 31 is as follows:

B. Condensed Statements of Income

(dollars in thousands) 2009 2008 2007
Dividends from The Bryn Mawr

TSt COIPAINY: oot i iahtasicts $ 1,204 $ 4,625 $ 4,269
Interest and other iNCOME ........ccevvrverrrnine 1,012 933 732

Total operating inCome..............c.c.ce. 2,216 5,558 5,001

Tt o e e e A AR 918 831 682
Income before equity in undistributed

income of subsidiaries..............cccueuenne 1,298 4,727 4,319
Equity in undistributed income of

SUDBIALRIIEE . oors visis ravradotes eVt s s s e 9,071 4,632 9,298
Income before income taxes 10,369 9,359 13,617
Federal income tax (expense) benefit..... 32 (34)

amn

$ 10,337 $ 9,325 $ 13,600

SAtC ICOMETAR . . Lo et insssapssnisring st

DICERICOINE 8 e v s i ottt oo Uik st




The condensed statement of cash flows (parent company only)
as of December 31 is as follows:

C. Condensed Statements of Cash Flows

(dollars in thousands) 2009 2008 2007

Operating activities:

Net Income

Adjustments to reconcile net income to
net cash provided by operating activities:

Equity in undistributed income

$10337 $§ 9,325 $ 13,6

00

ORISR . o in s s divissnsiboussdodhamsrins 9,071) 4,632  (9,298)
Depreciation and amortization .. 98 98 98
(1T T e ML SRS g RN, b 227 (2,126) 83
Net cash provided by operating activities .. 1,591 11,929 4,483
Investing Activities:

Investment in Subsidiaries ......................... 660  (10,632) 21
Net cash provided (used) by investing

ETG e (o S e S S e RO = L 660  (10,632) 21
Financing activities:
1B 76 T T G R oW AR ol 4,892) (4,625) (4,269)
Mortgage payable ... ... oiiimsamsemonssiiens 2,062 - =
Repurchase of treasury stock ...................... 42) (361) (2,420)
Proceeds from issuance of common stock .. 3,660 — =
Tax benefit on exercise of stock option ...... 66 185 182
Proceeds from exercise of stock options .... 514 1,230 918
Net cash provided (used) by financing

A VIO, s o B v el oot 1,368 (3,571) _ (5,589)
Change in cash and cash equivalents ......... 3,619 (2,274) (1,085)
Cash and cash equivalents at

begnnINg O Year .....tc vt ivseerererissessrasrsrsvss 857 2,331 3,416
Cash and cash equivalents at end of year ... $§ 3,676 $ 57.8.:2331

These statements should be read in conjunction with the Notes
to the Consolidated Financial Statements.

28. SEGMENT INFORMATION

FASB Codification 280 — “Segment Reporting” identifies
operating segments as components of an enterprise which are
evaluated regularly by the Corporation’s Chief Executive
Officer, our Chief Operating Decision Maker, in deciding how
to allocate resources and assess performance. The Corporation
has applied the aggregation criterion set forth in this
Codification to the results of its operations.

The Corporation’s Banking segment consists of commercial
and retail banking. The Banking segment is evaluated as a

54

single strategic unit which generates revenues from a variety
of products and services. The Banking segment generates
interest income from its lending (including leases) and
investing activities and is dependent on the gathering of lower
cost deposits from its branch network or borrowed funds from
other sources for funding its loans, resulting in the generation
of net interest income. The Banking segment also derives
revenues from other sources including service charges on
deposit accounts; cash sweep fees, overdraft fees, BOLI
income and interchange revenue associated with its Visa
Check Card offering.

The Wealth Management segment has responsibility for a
number of activities within the Corporation, including trust
administration, other related fiduciary services, custody,
investment management and advisory services, employee
benefits and IRA administration, estate settlement, tax services
and brokerage. Lau Associates is included in the Wealth
Management Segment of the Corporation since it has similar
economic characteristics, products and services to those of the
Wealth Management Segment of the Corporation.

The Mortgage Banking segment includes the origination of
residential mortgage loans and the sale and servicing of such
loans to the secondary mortgage market. This segment also
includes the Corporation’s title insurance and joint mortgage
origination activity with a real estate brokerage organization.

The “All Other” segment includes activities and expenses that
do not fit into the other three segments including general
corporate activities such as shareholder relations costs,
NASDAQ fees and the annual meeting of shareholders. This
segment also includes revenues and expenses from the
Corporation’s insurance agency activities and interest income
from notes receivable which ceased in 2006.

The accounting policies of the Corporation are applied by
segment in the following tables. The segments are presented
on a pre-tax basis which is the way the Corporation evaluates
business results.

The Banking, Wealth Management and Mortgage Banking
segments consolidate and roll-up through the Bank.



Segment information for the years ended December 31:

2009 2008 2007
Wealth Mortgage All Wealth Mortgage All Wealth Mortgage All

(dollars in thousands) Banking Management Banking Other Consolidated Banking Management Banking Other Consolidated Banking Management Banking Other Consolidated
Net interest

i . 540834 § 12§ 28 $ (81) $ 40,793 |$37,069 § — 3§ 5T § 12,8 37138 [$34155 1§ — $ % 8 8 § 34242
PrOVISION .cvorrevveriees 6,884 - = — 6,884 5,596 — — - 5,596 891 = =5 = 891
Net interest

income after

loan loss

PrOVISION ...oocrvvnennnnene 33,950 12 28 (81) 33,909 31,473 — 57 12 31,542 33,264 - 79 8 33,351
Other income:
Fees for

wealth

management

BOIVICRS covevounrasssssssress — 14,178 - — 14,178 — 13,842 — — 13,842 —_ 13,502 — — 13,502
Service charges

on deposit

LIl R———— K. ) | — — — 1,951 1,685 — — — 1,685 1,464 — — — 1,464
Loan servicing and

other fees... 217 — 1,170 — 1,387 259 —_ 935 — 1,194 137 — 978 —_ 1,115
Net gain on

sale of loans .............. — — 6,012 — 6,012 — — 1,275 — 1,275 — — 1,250 — 1,250
Net gain on sale

of real estate............... — —_ — e o — = - — - 1,333 — — — 1,333
Other operating

GO0 ccavcovsitossitosassts 4,306 55 411 170 4,942 3,137 13 150 176 3,476 2,671 — 256 190 3,117
Total other

income .. 6,474 14,233 7,593 170 28470 5,081 13,855 2,360 176 21,472 5,605 13,502 2,484 190 21,781
Other expenses:
Salaries & wages ........ 12,774 6,697 2,184 620 22,275 12,156 5,439 864 530 18,989 11,242 4,576 1,003 295 17,116
Employee benefits ...... 4,113 1,454 85 (74) 5,578 2918 1,080 118 56 4,172 3,515 843 148 42 4,548
Occupancy &

equipment ................. 5,200 848 197 (201) 6,044 4,791 625 251 (178) 5,489 4,380 551 173 (164) 4,940
Other operating

p 10,179 1,547 1,435 (516) 12,645 7,595 1,417 1,422 (408) 10,026 6,749 1,049 724 (167) 8,355
Total other

p 32,266 10,546 3,901 171) 46,542 27,460 8,561 2,655 — 38,676 25,886 7,019 2,048 6 34,959
Segment profit

(ROBR) Lt mssarassis 8,159 3,699 3,720 259 15,837 9,094 5,294 (238) 188 14,338 12,983 6,483 515 192 20,173
Intersegment

(revenues)

BXDEDSEE® ovesvroscassisins 885 187 40 (1,112) v 818 181 40 (1,039) — 618 181 40 839) —
Pre-tax segment

profit after

eliminations .............. $ 9044 § 388 $ 3760 $ (853) § 15837 |§ 9912 § 5475 $ (198) $ (851) $ 14338 |$13,601 § 6664 $ 555 § (647) § 20,173
% of segment (loss)

pre-tax profit (loss)

after eliminations....... 57.1% 24.5% 23.7% (5.3)% 100.0% 69.1% 38.2% 14% _ (59% 100% 67.4% 33.0% 28% _ (3.2)% 100
Segment assets
(in millions) .........cc.... $1,2169 § 129 § 48 §$ 42 § 1,2388 |[S$1,1328 § 1150 829 18 48 1§ L1513 k89T 8 07 § 36 § 41 - § 10021

*

Intersegment revenues consist of rental payments, insurance commissions and management fees.

Other Segment Data

2009 2008 2007

Wealth Management Segment:

(dollars in millions)

Assets Under Management and
Administration and Brokerage

Assets $ 28712 § 21464 $ 2,277.1

Mortgage Banking Segment:

(dollars in thousands)

Mortgage Loans Serviced for
Others $ 514,875 § 350,199 $ 357,363

$ 4059 § 2205 $§ 2820
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29. SUBSEQUENT EVENTS

A. Amendment to the Corporation’s 2001 and 2004 Stock
Option Plans

In January 2010, the Compensation Committee of the
Corporation’s Board of Directors amended the 2001 and 2004
Corporation’s stock option plans. The period for exercising
options in the event of death, disability or retirement was
extended to five years from the date of such event.

B. FKF Vote

On March 2, 2010, First Keystone held a shareholder vote to
approve the Transaction. There were 2,432,998 shares of First
Keystone common stock eligible to be voted at the meeting
and 1,984,657 shares represented in person or by proxy. The
shareholders approved the Transaction with more than 81% of
the issued and outstanding shares voting in favor.




Price Range of Shares

Quarter
Ist
2nd
3rd

4th

The approximate number of registered holders of record of common stock as of December 31, 2009 was 290.

BRYN MAWR BANK CORPORATION

(NASDAQ: BMTC)

2009
High-Low Quotations

High Low Dividend

Bid Bid Declared
$20.98 $12.50 $0.14
$20.50 $15.52 $0.14
$19.03 $16.00 $0.14
$18.24 $13.01 $0.14

2008
High-Low Quotations
High Low Dividend
Bid Bid Declared
$23.13 $18.75 $0.13
$22.26 $17.00 $0.13
$28.01 $16.30 $0.14
$24.48 $15.08 $0.14

The shares are traded on the NASDAQ Global Market System under the symbol BMTC. The price information was

obtained from NASDQ, OMX.
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Performance Graph

Comparison of Cumulative Total Return of One or More Companies, Peer Groups,

Industry Indexes and/or Broad Market
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