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Bryn Mawr Bank Curporation

301 Lancaster Avenue
Bryn Mawr, Pennsvivania (9010-2394
{610) 526-2300
FOR RELEASE: IMMEDIATELY
FOR MORE INFORMATION CONTACT: Robert L. Stevens, Chairman

Pl s W ok Wl T s ¥ o
610-326-2500 or
9

610-296-3539 (evening);

BRYN MAWR, PA. March 5, 1999-—Robert L.. Stevens, Chairman, Bryn Mawr Bank Corporation
(NASDAQ:BMTC), announced today that Peter H. Havens, Executive Vice President of the Corporation’s
principal subsidiary, The Bryn Mawr Trust Company, has resigned from the Bank and as 2 corporate

director for personal reasons.

Mr. Stevens stated: “Peter has headed up the Bank’s Investment Management and Trust Division since

May of 1993, spearheaded its outstanding advance, and will be greatly missed by us and our clients.”

Stevens added, “Senior Vice President Joseph H. Bachtiger, will oversee the trust and fiduciary
administration and trust operations activities. Joe has been in our trust administration area since 1969, and
has served as president of The National Association of Estate Planners and Councils (NAEPC). Richard [
Sichel, Senior Managing Director of Investment Counsellors of Bryn Mawr, a department of The Bryn
Mawr Trust Company, will continue as the chief investment officer and will assurne responsibility for CDC
Capital Management, Inc. Rich has aver 25 years of investment management experience, is often quoted in
the most respected financial publications, and has been guest portfolio manager on nationally televised
financial programs. Under the guidance of these two fine professionals reporting to me, I am confident that

our outstanding investrnent performance and service level will be maintained.”
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Bryn Mawr Bank Corpora‘tion

801 Lancaster Avenue
Bryn Mawr, Pennsylvania 19010-3396
(610) 526-2300

FOR RELEASE: IMMEDIATELY

FOR MORE INFORMATION CONTACT: Robert L. Stevens, Chairman
610-526-2300 or
610-296-5539 (evening);
Joseph W. Rebl, Treasurer
610-526-2466 or 610-828-7798 (evening)

Bryn Mawr Bank Corporation Authorizes Continuation of Stock Repurchase Program

BRYN MAWR, PA, March 3, 1999—The Board of Directors of Bryn Mawr Bank Corporation (NASDAQ:
BMTC) has authorized the continuation of the stock repurchase program, initiated in March of 1997 and
due to expire on March 31, 1999. Under the continued program, the Corporation’s managerent is
authorized to repurchase up to $6,50C,000, in aggregate, of the Corporation’s commeon stock, but not more
than 5% of the outstanding common stock as of February 28, 1999. The stock repurchase program is

scheduled to run from March 1, 1999 to March 31, 2000, but can be discontinued at any time.

According to Robert L. Stevens, Corporation chairman, “The Board of Directors approved the continuation
of the stock repurchase program, because it benefits the Corporation and its shareholders by reducing the

dilution caused by the implementatian of the Corporation’s stock option plans.”

Stevens continued, “The Corporation repurchased a total of 164,800 shares during the two-year pertod
ending February 28, 1999, at a total cost of $3,829,512.50. This more than offset the dilutive effect of stock

options exercised during this period. Cash will continue to be used to fund the program.”

As of December 31, 1998, the Corporation had assets of $392 million and 4,303,818 shares of common
stock outstanding, and is headquartered in Bryn Mawr, Pa., along with its principal subsidiary, The Bryn

Mawr Trust Company.
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BRYN MAWR BANK CORPORATION

CONSOLIDATED FINANCIAL
HicHLiGcuTS
Five-Yiear
Compound
FOR THE YEAR 1998 1997 Change Growth Rata
(dol ars in thousands)
Net interest income $ 20,462 § 18,368 11% 8%
Other income 14,720 11,749 25 11
Other expenses 24,695 20,837 19 8
Net income 6,857 6,130 12 13
AT YEAR-END
(dol urs in thousinds)
Total assets $391,840 $374,210 5% 4%
Total net loans 277,085 264,484 5 8
Total deposits 342,357 328,806 4 3
Shereholders’ equity 42,221 39,349 7 11
PER COMMON SHARL
Earnings per common share $ 158 § 140 13% 13
Earnings per common
share—assurning dilution $ 151 $ 134 13 12
Dividends declared 0.465 0.36 29 36
Book value 92.81 9.00 9 12
Clesing price 27.25 25.50 7 27
SELEGCTED RATIOS
Return on average assets 1.91% 1.74%
| S S __
Return on average i
shareholders’ equity 17.06% 16.45% JR{ J—'ﬂ @ E E T{’?E lq|
Lk
i
MAR 1 5 1999 IJ_"'/
¥ Por share data restated to reflect the effect of the 2-for-1 stock split, effective Seprentler lpnblldi, I
] I
S




Bry~ Mawr Bank CORPORATION

We enjoved another year of improved carnings,
expanded services, and the recent sequisttion of two
fine businesses and the start-up of wother, These new
companics importantly expand our capreity to provide
financial services o Gamilics.

Net income per share, on a fully diluted basis, was

up 13% this year, and when all the non-operating
relared elemems are taken from both vears” resules, we
made a 14 % gain in net income, So though we've
been building in new financil services—insurance, rax
counsel, expunded investr t, and

financial planning-—we ve sti

MAECInCT
heen uble to increase otr
carnings nicely.

WHAT WE ARE

For a long while, our belief has been that chere'’s a place
for a small Anancial insticucton which can provide its
clicnts—businesses, institutions, and familics—a full
range of first-quality financial services ina thougheful,
warm, and personal way. Every effurt is centered, not
on our needs, but un the needs of the client and the
client’s family, Our incerest is that our clients’ gouls are
fully met. If by us, excellene if beteer by someone else,
we'll help make thae connection, Our clients” needs
carry the day.

THIs YEAR

T'his year was an exciting one, Insurance Gounsellors
of Bryn Mawr started its operations in Junuary, We sold
both praperty/casualty and lite insurance, and learned
a lot about how different the commissioned bused
insurance business is compared to our truditional bunk-
ing business. We wound up the veas with a $25,000 loss,
though we saved more than that in our own emplovee
and corporate coverages. [nsutunce is a business we
like, because it plays a vical part in the well-being of
owr clients” financial Hives, especially with respect
estate planning.

As the year ended, three new additions were nude to
the range of financial services we provide our elicats.
Bryn Mawr Brokerage Co., Ine. was established at vear
end. We can now meee family finuncial needs which do
not require the investment management skills housed




in Investment Counscllors of Brya Mawe. We also
acejuired CDOC Capital Management, Inc., an organiza-
tion appropriately categorized as 2 “manager of
managers.” A manager of managers does not pick indi-
vidual seeurities, but assembles information about
various investment managers’ styles and performances,
With CDC Capital Management, we've acquired

the expertise to choose from a pool of top performing,
managers frum around the wor.d. Beyn Mawr’s “large
cap growth” munagement style has produced excellent
results—over the last five vears, our benchmark results
have exceeded the Standard ard Poor 500 record—the
DG addivon allows us in-house capacity to better
diversify clients’ investments.

And, Juseph W, Roskos & Co. egreed to juin the
Corporatinn’s fumily, effective January 1, 1999, This
accounting firm traces its beginaings to the early 1900'%,
and provides individuals and families full financial
agcounting and tax preparation. and other family
financial servives. The Roskos 1irm is che premier fam-
ily office accounting irm in our markerplace,

So, we're on the move with a full range of family
financiul services: insurance, tax counsel, fiduciary
services, investment manageme nt, brokerage, family
office services, and vuar traditiona) personal and business
banking services,

A l.ooKk AHEAD

We're fully aware that eur independent existence
depends upen our capacity to increase earnings, We
shoot fur a 155 net income grow th as we plan the

year ahead, but recognize that d subling our net income
every five vears or su is uan aggressive rarget,

There are chillenges on our path, Challenges that
could becume cither stepping stoines or stumbling
blocks. Technology, office space. staff capacities and
competence. and probably the nust challenging, actu-
ally getting the Corporation to fully function, be fully
zlive, and perfectly meet the needs of the clients we're
privileged to serve, . We've engased professional help
and are committing serious time to reshaping ourselves
to better conumunicate, function. geow, and perform as
individuals and as teams.

1998 ANNUAL REPORT

A WorLD 0F DIFFERENCE

We are all but unigue in the world of bunking—a world
of difference for thuse we serve,

As the years pass, 1 grow ntore and more proud of what
we have become, and feel deeply indebted e our
entiee seafl, for the good they do, and the part they
play in making us what we are. We have 25 men and
wonten now attending cheir fifth class inan advanced
financial planning course started two years ago, and
presented by The American College here in Bryn
Mawr. These people have given up much to meet the
rigor of the program. and have learned a lot about how
to belp clients and their familics improve thetr financial
lives. Also, we've twelve men and women who have
achieved their Series 6 and 63-NASI licenses ro sell
securities,

¥ 2K looms, and has, and will continue to, cost us
money. But I'm fully confident of the safery of vour
money here when the vear-end change comes.

We've signed a 29 year lease on buildings 2 and 6

South Bryn Mawr Avenue, two office buildings which
fte between the Bank butlding and the Investment
Management and “1rust building at 10 South Bryn
Mawr Avenue. We need to do extensive renewal of the
second foor of our corpotare beadquariers building, and
will start that work this vear, This will be expensive
und disruptive, but essentizl,

1 hope you will call me if ever vou have a question.
¥'m 2t 610-526-2300. Thunk you for vour support. your
interest, and, if appropriate, vour business. If you don’t
bank with us, come in! See what ic feels like to bunk
where people really care about you and your family's
financial well being. There is @ world of difference,
right here in Bryn Mawr.

Sincerely,

y

Robert L. Stevens
Chairman
February 24, 1999
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Bryx Mawr Bank CoRPORATION

THE YEAR IN REVIEW

In 1998, BRYN MAWR BANK CORPORATION CONTINUED
TO ENHANCE TT'S ABILITY 'TO PROVIDE BUSINESSES,
INDIVIDUALS, FAMILIES AND FOUNDATIONS WITIH A
COMPLETE SPECTRUM OF FINANCIAL SERVICES
INCLUDING LOANS, CHECKING ACCOUNTS, CASH
MANAGEMENT, INVESTMENT MANAGENEN'T, ESTATE
PLANNING, FIDUCIARY SERVICES, TAX PLANNING ADVICE
AND TAX PREPARATION. THE CORPORATION’S
CAPABILITIES WERE ENHANCED BY 'THE ADDIUTION OF
HIGHLY QUALIFIED STAFF MEMBERS, THE UPGRADING OF
'THIE SKILLS OF OUR EXISTING STAFF, TTIE
INTRODUCTION QF NEW SERVICES, AND THE ADDITION

OF NEW AND SUPPORTING INI'TIATIVES.

Avover Josern W, Rouskos, Josepn W, Roskos & Co.

Brrow: J. Micusaer Deving, CDC Carrrar ManavedeENT, INC.
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NEW ACQUISITIONS

In November, Bryn Mawr Bank Corporation announced its intention to
acquire Joseph W. Roskos & Co., a well-known accounting firm that
pravides family business office services including accounting,

. . . . EARNINGS PER SHARE
consulting, tax services, and fiduciary support for high-net-worth
. . . s s . i It millisps of dollars
individuals and families, The organization, which has a staff of twenty-
five, traces its roots back t the earliest part of the twentieth century, $2.00
Joseph W. Roskos, CPA, has served as its president since 1991. He

hoids 2 BS in accounting from Syracuse University, a JID from Temple

[

University Law School, and a Master of Laws in Taxation, from 4150

Villanova Law School. In January of 1999, in the Bank’s Centennial
Wing, Mr. Roskos presented, for a select group of Bryn Mawr Trust
customers, a program that outlined the scope of the specialized services $1.00
available through the Roshos organization. |

Early in 1999, Bryn Mawr Bank Corporation announced the suceessful

$0.80 |

completion of the acquisit:on of GDC Capital Management, Inc., an

gistered with the United States Securities

&

mvestment advisory firm re
and Exchange Commission. CDC has in excess of $200 million under
advisement and maintains strategic business alliances with Callan

Associates Independent Advisor Group and the SET Investment Select
Advisor Council. Callan Associates of San Francisce, is one of the worlds
preeminent investment consulting firms. SEL with headquarters in
Oaks, PA, offers a variety of services for the investment management
and trust industry. With CDC, the Corporation has acquired the
expertise to bring our clients the same investment processes and global
specialist money management as used by the nation’s largest pools of
assets. Founded in 1993, CDC is headed up by J. Michael Devine.
Norman S. MacQueen, IT1. heads up CDC’s client services.
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From Lerr ro Rienr:

CarmEN L, FloreENTINO, JamEes J. Ecan, J. Davip PETERsON,

CoOMMERCIAL & RiaL EsvaTE LENDING SERVICEY

LeapERrsHir IN COMMERCIAL REAL
Estare LENDING

Due 1o the efforts of a teem of our commercial leading professionals,
Bryn Mawr Trust has become the lead bank in a co-operative financing
venture for a new multi-sports center in Downingtown, Pennsylvania,
that provides complete indoor and outdoor facilities for a variety of
sports for inscruction, leagues, camps, clinics and tournaments. The
center includes four private meeting rooms, 2 viewing mezzanine,

a full-service restaurant, a retail specialty sporting goods store, and 4 sports
medicine center. Sharing the client’s vision, our lending officers obtained
the necessary support from three other banks which participated in the
financing of this project.

-1

TRUST ASSETS

Tn mitlions of doffars
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Burys Mawr Bank CoRrPORATION

Fram Leer o Rignr;

RosertT M. Feporis, Josern W, Roskos & (o.

LorraINE T. “JANE” GARDNER, INSURANGE COUNSELLORS OF BRYN Mawr
JunE M. FaLcone, BANKING OPERATIONS

Jouws M. GriB, INVESTMENT COUNSELLORS OF BrRYN Mawg

R. Ross Corvrins, Jr., Tax CoUNSELLORS OF BryN MAawr

Doris P Tusuntk, INVESTMENT MANAGEMENT & T'rRUST




IMPROVING THE WORKPLACE

In order to create a working environment where people are more cre-
ative, effective, interactive and satisfied, the Bank has employed the
services of a professional consulting firm. In Seprember, 233 emplovees
completed a working environment questionnaire. '[wenty-five emplovyees
were personally interviewed, and senior management participated in a
special training session. The results of these fact-gathering efforts were
carcfully analyzed by the outside experts. The process was designed o
provide a haseline from which Bryn Mawr Trust can improve performance,
becorie more competitive, and provide a more meaningful work life for all
employees. A pilot program, “Working Together to Build a Better BM'TL”
kicked off in Febiruary 1999, eo focus on organizational development.
This process will continue throughout the year.

FacinLiTies UrGRADES

In October, Investment C ounsellors of Bryn AMavr moved from its
rather cramped quarters at Two Tower Bridge in Conshohocken to
offices in the newlv constructed Four Tower Bridge in Vest
Conshohocken. Uhe new office space features nine private offices, two
handsome conference rooms, a file room, well-appointed reception
area, and efficient open office area for support staff,

During 1998, cur West Conshohocken service office, at One lower
Bridge, was closed down temporarily, expanded, 1efurbished, and
reopened as a full service branch office with teller and banking services
available five days a week.

New ATMs were installed ar the Paoli and Wynnewood branches. The
machines will eventually have the capability to cash checks, dispense
coins, coupons and postage stamps. The entire drive-up facility at the
Wynnewood branch was upgraded.

The third floor of the headquarters building at Brvn Mawr, which for-
merly housed the old boardroom, an additional conference room, and
ladies lounge, was completely renovated. The handsomely appointcd
area featuses five private oftices, a conference room. and a reception area.

Tax Counsellors of Bryn Mawr moved into these guarters in August.,
lix Coun 1 vn Ma q 4

19908 ANNUAL REPORT

9

$40

$35

$30

$25

$20

515

CREVBENUDE

o
5

Iu millions of dolfurs

$3,000

$2,500

32,000 |

$1.500 L

$1,000

M Cther Non-Interest Income
B Trust Fees
M Net interest Income

TOTAL ASSE'TS
MANAGED

In miffions of doltars

M Trust Assets

B Loans Sold

M Fidelity Funds

W Carporation’s Balange Sheet

I S R g ————



Bayn Mawr Bank Corrorarion
DHIN MLAWR DANE CoRPORAT

FFELEC()MMUNICATIOI\'S Urcranen

% L S Pl

In late spring, a new telephone systen was installed to provide techno-
logically improved service for the Bryn Mawr headquarters building,

) ‘ the investment and trust center in Bryn Mawr, and the COIpOrile operni-
COMMON $TOCK ' . ' o ‘
tons center and branch office housed in our Wayne Building, The new
dollars per share y
$30 : system replaced equipment which was at maximum capacity and was
P not Year 2000 compliant,
w

' EYE ON THE FUTURE

$20

' From every possible aspect—staff expertise, technology, variety and
£ PP Py

$15 services offered—~management is taking the necessary steps

-
i
I

to provide the capacity to meet the challenges to be faced in the future,

sia The guiding principle as we go forward will be to serve the best inrer-

‘ est of our clients throughout the various stages of their lives,
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Tar Brya Mawr TrRusT CovPANY

Bol LLANCASTER AVENUE

BRyN Mawr, PENNSYIVANIA [9010-33006
610-525-1700

SENIOR MANAGEMENT

Robert L. Stevens*
CGHAIRMANM, CHIEF EXECUTIVE )FFICER,
AND PRESIDENT

Samuel C. Wasson, Jr.*
VICE GHAIRMAN AND SECRETARY

Peter i1 [Lx_\. :ns

L\Lr‘ll!

DAL

INVESTME?

Robert J. Riceiardi®
FEXEGUTIVE VICE PRESIDENT AND CHIREF
CREDIT PORICY OFFICER

Joseph L[ Buchtiger
SENIOR VICE PRESIDENT, TRUST
ADMINISTRATION

June M. Falcone
SENIOR VICGE PRESIDENT, BANET
OPERATIONY

Alison E. Gers
SENIOR VICE PRESIDENT, MARE ETING

Joseph G. Keefer

SENIOR VICE PRESTDEN'T AND ¢ I{IE]'
LENDING OFFIGER

Paul M. Kistler, Jr.
SENIOR VIUE PRESIDENT, FAGILITIES,
HUMAN RESOURCES, SECURITY AND
COMPLIANCE

Dond]d B l\rlcblc )

Herbert T MceDevitt
SENTOR VICE PRESIDENT, FAMI: XY OFFIC |

William R. Mixon
SENLOR VICE PRESIDENT,
INFORMATION SYSTEMS AND
CGHIEF TECHNOLOGY OFFIGER

Thomas M. Petro
SENIOR VICE PRESIDENT.
COMMUNITY RANKING

SF..\]OR VICE I‘RL.SEI)EN'[Z TRESSURER,

AND CHIEF FINANCGIAL OFFICER

Walter Smedley, 1L
SENIOR VICE PRESIDENT, COMAERCIAL &
REAL ESTATE LENDING SERVICES

Leo M., Stenson o B
SENTOR VIGE PRESTDENT AND AL DITOR

Carmen L. Fiorentino _
GROUP VICE PRESIDEN T, COMMERGIAL &
REAL ESTATE LENDING SERVICES

Richard J. Fuchs
GROUP VICE PRESIDENT, BRANCH
OPERATIONS

Geoffrey L. Halberstudt o

GROUP VICE PRESIDEN I, (‘OMMFR(‘HL &
REAL ESTATE LENDING SERVIGES

*Adsa officer of the Corporation

Brawc1 QOFFICES:

801 Lancaster Avenue
Bryn hMawr, Pennsylvania 19010-339

18 West Eagle Road
Lavertown, MPennsy lvania 19083

39 \West Lancaster Avenue
330 Fast Lancaster Avenue
Wayne, Pennsylvania 1907

One Tower Bridge
West Conshuhocken, Pennsylbvania 19428

312 Eust Lancaster Avenuz
Wynnewood, Pennsylvania 19096

INVESTMENT MANAGENMENT
& TRUST DIVISION:

=
5
v
=1
bl
=
o
E
z
o]
e
=
<
= =

LIMITED SERVICE OFFIGES:

Beaumont at Bty n Mawr Retirement
Community
Bryn Mawr, Pennsvivania

Bellingham Retwement Living
Vst Chester, Pennsylvania

Murtins Rua Life Care Community
MhMudia, PennsyTvania

The Quadrangle
Haverfurd, Pernsylvania

Waverly Heights
Gladwyne, Pennsylvania

OTHER FINANCIAL SERVICES:

BMT Mortgage Company
A DIVISION OF THE BRYW MAWR TRUST COMPANY
BRYM MAWR, PENNSYLVANIA

William F. Mannion, Je., Nanaging Director

Patrick J. leenan, Managing Drectar

Brokerage Corapany, Inc.

Beyn Mawr B

H3ARY OF BRYN AAWR BANY ¢
A BUBSIDIARY OF BRYN MAWR BANK OO

BRYN MAWR, PENNSYLVANIA

Thomas M. Petro, President and Chief Executive Ofticer

r Pz w4y
[}

ABUBSIDIARY OF BRYN MAWR

450 Senrry Parkway
Suite 105. PO, Box 1212
Blue Bell, Pennsylvania 19422

], Michael Pevine, President and Chief Executive Officer

Insurance Counsellors of Bryn Mawr, Inc,

A SUBSIDIARY OF THE BRYN MAWR TRUST GOMPANY

BRYN MAWR, PENNSYLVANIA

Iohn G, Daniel, President and Chief Executive Officer

Investment Counsellors of Bryr Mawr
A DEPARTMENT OF THE INVESTAMENT
MANAGEMENT & TRUSE DIVISION

Four Tower Bridge
200 Barr Hurbor Drise, Suite 225

West Conshohocken, Pennsvlivenia 10438

Righard 1. Sichel, Senior Managing Director and
Chief Investment Officer

Berry K, "Luvlar, Senior Managing Directir

Joseph W. Roskos & Co,
A SEBSIDIARY OF BRYN MAWR BANK CORPORYITON

20t1 Renaissance Boulevard, Suite 200
King of Prussia, Pennsylvania 1946

Joseph 3V, Roskos, President and Chief Eaccutive Officer
1ax Counsellors of Bryn haws, Inc.

A SUBSLDMARY OF BRYN MAWR BANK CORPORNTION
Bryn Mawr, Pennsvlvania

William 1, Giese, President and Chief Exceutive (Ofticer
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Bryn Mawr Baxg CORPORATION

CORPORATE INFORMATION

DIRECGTORS:

Richard B.Cuff ___
CHAIRMAN, CUFFCO, TN

Warren W. Deakins N
SELF-EMPLOYED, INSURANCE SALES

John . Firestone
PARTHIER, SECOR GROUP,
DIRECGTOR, ALLIED CAINTAT CORPORATION:
DIRECTOR, SECQURITY £ TORAGE COMPANY OF
WASTINGTON, DG AND

DIRECTOR, BUSINESS MORTGAGE INVESTORS, INC

William Harral, ur

CHAIRMAN, C &D"IT‘(“HNO] OG]EB INC.*
SENIOR COUNSELOR,THE TIERNEY GROUP

Peter H. Havens o

EXECUTIVE VICE PRE‘SIDT\'T THE BRYN M/ \\\RTR( 5T
COMPANY

Wendell B T Holland, 1isg. o o

VICE PRESINENT, AMERICAN WA’ ['ER WORKS SERVICE
COMPANY, TNC,

Sherman R. Reed. 3rd_
BUILDER ANT DEVELUOPER

Phyllis M. Shea _ —
ATTORMEY-AT-LAW. 5F EAAND SHEAM

Robert L. Stevens - _
CHAIRMAN, CHIEF EXECUTIVE OFFICER. AND
PRESIDENT OF BRYN MAWR BANE CORPORATION AND
THE BRYN MAWR TRUST GOMPANY

B, Lovall Taylor, Jr.
PRESIDENT, TAYLO

R GIFTS, INC.
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SELECTED FINANCIAL DATA

{in thuwsands, except for shave and per share data)

For the years ended December 31, 1998 1997 1996 1995 1994
TREETEST IMCOMIE « L o vt v e e e cnr ey v e iammr e eeanns P $ 26,438 $ 25,297 § 24,337 $ 23617 $ 20378
IOEErest €XPEnse oo e it ir e e s 5,976 6,929 6,490 7,240 3,077
Met IMErEest ICBME . oo e e e it a et e as 20,462 18,368 17.847 16,371 15,301
Loan loss provision ... ..o iain i i 130 200 350 500 500
Net intercst income after loan loss provision . ................. 20,312 18,168 17 497 15,871 14,801
Hher INCOME e i i i e e e 14,720 11,749 11,423 9,197 8,383
Other expenses © ... 0 ciii e 24,695 20,837 18,978 18,325 17,535
Incone before income taxes ... it i 10,337 9,080 8,942 6,743 3.649
Applicable income takes .. ..o L e e 3,480 2,950 2,900 2,100 1,600
Netincome ...ttt ciien e e $ 6,857 5 6,130 5 6,042 § 4,643 3 4,049
Per share data®:
Earnings per common share:
< $ 1.58 1 1.40 $ i.38 $ [.06 b3 .93
Diluted ...t e e e $ 151 3 1.34 % 1.33 3 104 $ 0.92
Dividends declared . . ... L 3 0.465 $ 0.36 $ 0.46 s 0.23 3 [AHES
Weighted-average shares cutstanding . .......c 000 o 4,327,297 4,392,162 4,385,094 4,377,056 4,367,800
Dilutive poseatial commonshares .......ocvvii i o 225,708 203,660 151,698 90,740 26,352
Adjusted weighted-average hares ... oo o L 4,553,005 4.595,822 4,535,792 4,467,796 4,394 152
(in thousands)
At December 31 1998 1997 1996 1995 1994
Toralassers .. ... L. e $ 391,840 $ 374210 § 345,747 $ 354,956 $ 333,180
Eatning assets o ..o oot s et 357,683 327,942 305,911 314,089 294,385
DEPosIts c e e e 342,357 328,806 303,183 317,601 301,337
Shareholders’ equity .. .... it s 42,221 39,349 35,808 31903 27,146
Far the years ended Decernber 31 i%98 1597 1996 1995 1994
Selected financial ratios:
Net income to:
Average total assets ... i i e 1.91% 1.74% 1.79% 1.39% 1,26%
Average shareholders’ equity .o oo o i 17.06% 16.45% 18.16% 15.79% 15.70%
Average sharcholders’ equiry to average total assets .. ............ 11.17% 18.60% 9.88% B.79% B.06%
Dividends declared per share . '
net income per basic commonsshare ... o o e 29.43% 2571% 33.33% 23.58% 17.57%
* Share and per share data have been veclassified to reflect the effect of the 2-for-1 stock split, effective September 1, 1998.
' I




MANAGEMENT’S DISCUSSION AND ANALYSIS

The following is a discussion of the consolidated results of oper-
ations of Bryn Mawr Bank Corporation and its subsidiarics (the
“Corporation”) for each of the three years in the period ended
December 31, 1998, a: well as the financial condition of the
Corporation as of December 31, 1998 and 1997, The Bryn
Mawr Trust Company (the “Bank”), Tax Counsellors of Bryn
Mawr, Inc, ("TCBM”) and The Bryn Mawr Trust Company
{Jersey), Ltd. ("BMTC (Jersey)”) are wholly-owned subsidiaries
of the Corporation, Insurance Counsellors of Bryn Mawr, Inc.
(“ICBM?") is a wholly-owned subsidiary of the Bank. This dis-
cussion should be read in conjunction with the Corporation’s
consolidated financial statements beginning on page 18.

Significant Items For 1998

Stock Repurchase Program Offsets Potential Dilution of EPS

During 1997, the Corporation established 2 stock repurchase
program, authorizing management to repurchase up to 5% of
the then outstanding cemmon shares of the Corporation, not to
exceed $4,000,000 (the “Stock Repurchase Program™). During
1998, the Corporation repurchased 99,900 shares of the
Corporation’s common stock, at a cost of $2,519,000, The
acquisition of these shates more than offset the dilutive effect of
the issuance of 32,500 new common shares either through the
Corporation’s stock option plan or the issuance of stock in pay-
ment of the Corporation’s directors retainer for 1998, While net
income grew by 12% over 1997's net incomne, both basic and
diluted earnings per share were up 13% over 1997,

Growth of Non-interest Revenue Streams

A strategic goal of the Corporation continues to be providing its
customer base with financial services and products that are
designed to meet the ever evolving needs of the Corporation’s
customers. The addition of new financial services and products
creates new sousces of non-interest revenue. In July 1997, the
Corporation established TCBM to provide tax planning services
to its customer base, thereby increasing its non-interest revenue
streams. In January 1998, the Bank established ICBM to pro-
vide insurance services and products to its customers. During
the fourth quarter of 1998, the Corporation established BMTC
(Jersey), providing offshore trust services to the Bank’s
Investment Management and Trust customers. The Bank’s
Investment Management and Trust line of business also
expanded it’s business base, growing assets under management
by 26%, from $1,666,472,000 at December 31, 1997 to
$2,101,251,000 at December 31, 1998.

The Corporation’s other non-incerest related line of business,
BMT Mortgage Compary, a division of the Bank, dedicated to
the origination and sale of residential mortgage loans to the
secondary mortgage market, also showed significant growth in
revenue streams for 1998, compared to 1997, As residential

mortgage interest rates decreased during 1998, BMT Morigage
Company generated significant refinancing opportunities in resi-
dential mortgage lending, originating and selling $ 134,676,000
in residential mortgage loans in 1998, a 77% increase over
$75,874,000 sold in 1997, This increase in loan sale activity
increased the related net gains and fees earned on these sales by
$429,000 or 57% over similar revenues for 1997.

Exclusive of gains on the sale of other real estate owned
("OREQ), reported in both periods, the growth in non-interest
revenues resulted in an increase in the percentage of non-interest
revenues earned in 1998, compared to total revenues, to 41%

from 38% for 1997,

Dividend Increase

Based on a continued growth in record earnings, the
Corporation increased its quarterly dividend payment for 1998
by 33%, from $0.09 per share in [997 to $0.12 per share in
1998. These per share amounts have been restated to reflect the
effect of a 2-for-1 stack split, effective on September 1, 1998,
The Corporation’s dividend payout rario was 29.43% of basic
earnings per share for 1998, compared to 25.71% for 1997.

Results Of Operations

Overview

The Corporation reported a 12% increase in net income of
$6.857,000 for the year ended December 31, 1998, a record
year for Corporation earnings. Net income for 1997 amounced
o $6,130,000.

During 1997, the Financial Accounting Standards Board
(“FASB") issued Statement on Financial Accounting Standard
No. 128, “Earnings per Share” (“SFAS No. 1287). SFAS No,
128 requires the computation of both basic earnings per share
and diluted earnings per share. Basic earnings per share is com-
puted by dividing the Corporation’s net income (numerator) by
the weighted-average number of common shares ourstanding for
the period (denominator). Dilucive earnings per share adds w
the weighted-average outstanding rumber of shares the number
of additional common shares that would have been outstanding
if the dilutive common shares had been issued. The dilutive
common shares added to the weighted-average shares outstanding
were 225,708 and 203,660 for 1998 and 1997, respectively.
Earnings per common share amounted to $1.58 in 1998, 2 13%
increase over $1.40 for 1997, Earnings per common share,
assuming dilution were $1.51 and $1.34 for 1998 and 1997,
respectively,

These record carnings results for 1998 were due primarily to a
20% increase in Investment Management and Trust revenues
over similar revenues for 1997, an 11% increase in net intercst
income and, with the exception of OREQ related revenues, all




non-interest revenue streams increased over their respective levels
for 1997. Net interest income grew $2,094,000 over 1997
levels. Exclusive of OREQ related revenues, total other income
increased by $3,126,000 or 27% over similar revenues far 1997,
Other expenses incressed $3,858,000 or 19% in 1998, com-

pared to 1997. This increase in other expense is partially due to

the addition of both TCBM and ICBM. TCBM opetated for
the last six months of 1997 and ICBM was not in operation
during 1997.

Return on average assets for the year increased to 1.91% from
1.74% in 1997, while return on average equity for 1998 was
17.06% compared to 16.45% in 1997,

Earnings Performance

Lines of Business

The Corporation continues to have three significant business
lines from which it derives its earnings. Its core business line is
the Banking line of business. Additional earnings streams are
received from its Investment Management and Trust line of
business and its Mortgage Banking line of business.

Following is a segmentation analysis of the results of operations
for those lines of business for 1998 and 1997:

TABLE 1 - Lines Of Business Analysis

1998
Mortgage All
(dollars in thousands) Banking  Trust Banking Others Consolidated
MNex interest incomye .. .... .., $20,103 % — % 356 $3  § 20.462
Less loan lass provision. . . .. . 150 — 0 4} 150
Met interest after
loan loss provision ........ 19,933 0 356 3 20,312
Other income:
Fees for investment management
and trust seevices, . . . . e 0 9272 - — 9,272
Service charges on
deposit accounts . ... .. o 1,169 — — — 1,169
Other fees and
service charges ......... 571 — 1,209 — 1,780
Net gain an sals of loans, . ., 35 - 783 — 818
Gain on sale of other
redl estate owned. . ... ... 224 — —_ —_ 224
Other eperating income , . . . 631 — — 1,079 1,710
Total other incomie. . ........ 2,630 9,272 1,992 1,079 14,973
Other expenses:
Salaries—regular. ... ..... \ 6.489 2,863 417 520 10,289
Salaries—other . ..., ...... 1,692 386 | 3% 180 2,375
Fringe benefits .. ........ 1,232 549 74 53 1,908
Ocoupancy .o an .. 2,793 422 62 180 3,457
Other aperating expenses. . . 5,003 898 400 618 6,919
Total other expenses. . ... ... 17,209 5,118  L,070 1,551 24,948
Segment profic floss), . ... ... $ 5374 $4,154 $1,278 13469} $10,337
% of segment profit .., ..... 52% 40% 12% -4% 100%%

1997+
Mortgage All
(dollars in thousands) Banking  Trust  Banking  Others Consolidased
Met interesr income L. ... ..., $18,031 $ — % 337 $o—_ 418,308
Less loan loss provisian ... ..., 200 — —_ — 200

Nert intercst after
laan loss provision . ....., ., 17.831 0 337 0 18,168
Other income:

Fees for investmene management

and trust services L.l —  7.698 — — 798
Service charges on
deposit aounts. . ... ... Li24 — — — 1,124
Orther fees and
service charges .. ... ..., 503 _ 875 — 1,378
Net gain on sale of loans . . . . 43 — 400 — S0
Gain on sale of ather
real estate owned . .. ... 379 — —_ — 3749
Oither operaritig income., . .. 528 — 4 70 )2
Total other income ......., ., 2577 7498 1,345 370 11,990
Qther expenses:
Salaries—regular ., ... .. ... 5,858 2415 235 9% 8,004
Salaries—other, . . ....... ., 1.347 215 93 — 1,655
Fringe benefits . ........... 1,237 301 45 8 1,741
Owcupamy, v 2,543 3n1 Ay 2235 Jlon
Other operating expenses . . . . 4,730 733 233 166 3,862
Total orher expenses ... ... ... 15715 4,225 645 493 2,074
Segment profic (loss) ... $4.693 33473 $1.037 ($123) $ 1,080
% of segment profir. .., .. .., 52%  38% 1% -1% {00

Bryn Mawr Bank Corporation. Tax Counsellars of Brvn Mawr, Inc., Inserance Cousisellurs
of Bryn Mawr, Inc. and The Bryn Mawr Trust Company (Jersy), Led, have been appregated
in All Other.

*Rechussified for comparative purposes,

The table reflects operating profits of each line of business
before income taxes.

Each significant business segment reported growth in segment
profits for 1998, compared to 1997. There was a strong increase
in both Investment Management and Trust segment profies

and the Mortgage Banking line’s segment profits in 1998, com-
pared to 1997, up 20% and 23%, respectively. The Banking
line’s segment prof its grew by 15% from 1997 levels, The
Banking segment’s percentage of segment profits remained level
at 52% for both 1998 and 1997, Tnves

AOUIL 1Y adll 1/ iy

ment and
stment Management and

Trust’s percentage of segment profit increased from 38% in 1997
to 40% in 1998. The Mortgage Banking segment’s share of sep-
ment profits increased from 119% in 1997 to 12% in 1998,

Banking Line of Business

The Bank's average outstanding earning assets of $328,605,000
increased 4% from $315,548,000 for 1997. Average ourstanding
loans grew by 6% in 1998. The largest increase in average out-
standing loans occurred in commercial and industrial loans, up
$13,713,000 or 19% over 1997 average balances. Commercial
mortgage loans grew by $10,589,000 or 32% over 1997 average
balances and average outstanding construction loans rose by

$4,725,000 or 54% over similar average outstanding balances
for 1997. Offseuting these increases were decreases in the average

|
|
|
|
|
|
|
|
|
|
|
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outstanding balances of the Bank’s consumer loan portfalio,
down $9,326,000 or 8% from 1997’s average outstanding bal-
ances and residential mortgage loans, down by $4,179,000 or
24%. Lower consumer lsan demand, caused by increased compe-
tition from automobile manufacturers for new automobile loans
was primarily responsibl. for the reduction in average outstand-
ing loans in the consumzr loan portfolic in 1998, while increased
sales of residential mortgage loans to the secondary mortgage
loan market was responsible for the decrease in average outstand-
ing residential mortgage loans. The average outstanding balances
of federal funds sold decreased by 8% in 1998 compared to 1997
levels. Average outstanding investments decreased by 5% for
1998, compared to 1997, Average outstanding total deposits
increased 2% in 1998 compared to 1997. The largest increase
occurred in the Bank’s lew costing NOW account balances and
non-interest bearing demand deposits, up $10,968,000 or 15%
and $6,697.000 or 9%, respectively. Partially offsetting these
increases was a $12,289,)00 or 17% decrease in the average out-
standing balances of higher costing certificates of deposit
(“CDs"). Average outstanding savings deposits increased 3% or
$1,252,000. The change in the mix of average outstanding
deposits, away from higher costing CDs into low costing NOW
and savings deposits and non-interest bearing demand deposits,
led to a decrease in interest expense and an increase in the net
interest margin to 5.99% in 1998 from 5.59% for 1997. An
expanded discussion of net interest income follows under the sec-
tion entitled “Net Interect Income.”

Other income increased by 2% in 1998 compared 10 1997.
Exclusive of OREQ gains, reported in each period, total other
income for the Banking segment increased by 9%,

Total other expenses of the Banking line of business increased
10% in 1998 compared o 1997 levels, Overall, the operating
profits of the Banking line of business increased 15% in 1998
compared to 1997,

Investment Management and Trust Line of Business

The Bank’s Investment Management and Trust Division reported
a 20% increase in segment profit for 1998 compared to 1997 lev-
els. Total Investment Mar:agement and Trust fee income rose 20%
in 1998. This was ptimar.ly due to an 26% increase in the market
value of assets managed, from $1,666,472,000 at December 31,
1997, 1o $2,101,251,000 as of December 31, 1998,

Other expenses of the Investment Management and Trust line of
business increased 21% in 1998 over 1997 levels. The primary
reasons for this increase in expenses were required staffing
additions during 1998 and an increase in the Investment
Management and Trust Division’s incentive compensation,
associated with the acquisition of new business and directly
related to the Division’s overall profitability. The Trust incentive
compensation amounted to $386,000 for 1998, compared to

$215,000 for 1997. Exclusive of the cost of the Trust incentive
in each period, Investment Management and Trust Division
expenses increased 18% in 1998, compared to 1997,

Mortgage Banking Line of Business

The segment profit of the Bank’s Mortgage Banking linc of busi-
ness increased 23% in 1998 compared to 1997. During 1998,
mortgage interest rates decreased enough to make refinancing
attractive to borrowers. In 1998, the Mortgage Banking line of
business had a 77% increase in the volume of loans sold in the
secondary mortgage market, partially offset by a 12 basis point
decrease in the yield on sales, compared to 1997 levels and
yields. The result was a 57% increase in loan fees and net gains
on sales, This is the reason for the 23% increase in operating
profit for the Mortgage Banking line of business. As of
December 31, 1998, the Bank serviced $290,675.000 in resi-
denttal mortgage loans for others, compared to $234,061,000 in
loans serviced for others at year-end 1997, Following is a table
showing the volume of residential mortgage loans originated and
sold in the secondary mortgage marker, the total loan fees and
net gains realized, and the yield on these loan sales:

TABLE 2 - Summary of Loan Sale Activity

(dollars in thousands) 1998 1997
Volume ofloans sald . ............ $134,676 $75.874
Loan fees and net gains on sales . .. .. $ 1,187 $ 758
Yieldonsales .................. 88% 1.00%

Bryn Mawr Bank Corporation

The Corporation is a one-bank holding company, generating
intercompany revenues from the rental of Corporation owned
praperties to the Bank. Expenses are primarily of an administra-
tive nature. In 1998, the Corporation incurred expenses directly
related to the start up or acquisition of new subsidiaries, both in
1998 and planned for 1999. These additional costs are the pri-
mary reason for the Corporation’s loss of $291,000 for 1999
compared to $81,000 for 1997,

Taxe Counsellors of Bryn Mauwr, Inc.

In July 1997, the Corporation established a new wholly-owned
subsidiary, TCBM, in order to add professional tax planning to
its array of financial products and services offered to its cus-
tomers. TCBM employs CPAs (the “Tax Professionals”), having
significant rax planning and preparation background and former-
ly employed by a “Big Five” accounting firm. As a pare of the for-
mation of TCBM, a profit sharing agreement was developed that
allows the Tax Professionals to retain the net revenues generated
by existing clients brought to TCBM. For the first full year of
operation, TCBM exceeded the revenue goals established in the
profit sharing agreement, adding $10,000 to the Corporation’s
net income for 1998, compared to a break even for 1997,




Insurance Counsellors of Bryn Mawr, Inc.

In January 1998, the Bank established a new wholly-owned sub-
sidiary, ICBM, 1o enable the Bank to offer insurance related
products and services to its customer base. ICBM offers a full
line of kife, property and casualty and commercial lines to its
customer base. For its first year of operation, ICBM had a loss
of $26,000.

The Bryur Mawr Trusr Company (Jevsey), Lid.

In September 1998, the Corporation established a new wholly-
owned subsidiary, BMTC (Jersey), to enable the Corporation to
offer alternative off-shore investing opportunities through the
Bank’s Investment Management and Trust Division. BMTC
(Jersey) had a loss of $8,000 for 1998.

Net Interest Income

A 5% or $1,141,000 increase in interest income, combined with
a 14% or $933,000 decrease in interest expense from year to

vear resulted in an overall increase in net interest income of 11%
or $2,094,000. Average earning assets grew 4% in 1998, com-
pared to 1997 levels. Higher yiclding average outstanding loan
balances grew by 6%. The average outstanding balances of
investments and federal funds sold decreased by 5% and 8%,
respectively. Total average deposits increased 2%. The largest
increase occurred in the Bank’s lower costing average outstand-
ing NOW balances, up by 15%. Non-intetest bearing demand
deposits increased by 9%, while averape savings deposits
increased by 3%, This growth in average low cost and non-inter-
est bearing deposits was partially offset by a 17% decrease in
outstanding CD balances for 1998, compared to 1997 levels,
This change in the mix of average deposit balances, away from
higher costing CDs into lower costing NOW and demand
deposits is primarily responsible for a 30 basis point decrease in
the average cost of funds for 1998, compared to 1997. This
decrease in the cost of funds was directly responsible for the
Banlk’s net interest margin, defined as net interest income exclu-
sive of loan fees as a percentage of average earning assets,
increasing from 5.59% for 1997 w 5.99% for 1998.

The following table shows an analysis of the composition of net interest income for each of the last three years, Interest income on loans
includes fees on loans of $769,000, $742,000 and $789,000 in 1998, 1997 and 1996 respectively. The average loan balances include nonac-

crual loans. All average balances are calculated on a daily basis, Yields on investment securities are not calculated on a tax-equivalent busis,
TABLE 3 - Analyses Of Interest Rates and Interest Differential
1998 1997 1996
Average Average Average
Interest Rates Interest Rares Inecrese Rates
Average Incotne!  Earned! Avetage  Income/  Earneds Average  lncome!  Eurned/
(dollars in thousands) Balance Expense Paid Balance Expense Paid Balance EXPL‘!I\{‘ Paid
Assets:
Cash and due from banles . ... .00 $ 19,065 3 — — U 5 23,329 % _ — Y% § 21942 % — —
Interest-bearing deposits with cther banks® ..., ... .., 1,345 o8 3.1 176 ] 4.5 94 4 4.3
Fedesal tundssoldt .ol 15,665 824 5.3 16.964 933 5.5 4,660 57 4.5
Investment securitigs available far sale:
Taxable™ .o 1,880 5.9 32693 1,988 5.1 G680 3,157 5.4
Tax-exempty oo i e e 224 4.5 5,868 283 4.8 R,142 400 5.0
Total investment securities . ... ... e, 2,104 5.7 38,501 2,271 5.9 44,822 2.503 5.7
Loams® o i e 23,441 8.5 259,847 22,083 8.5 251,679 21513 8.5
{.ess allowance for foan fosses . ... .. L __[4,088) —_ — (4,247) —_ — (4,017 — —
Netloans . .. oo n ciie i 270,794 23,441 8.7 255,000 22,083 R.G 247,662 21,513 8.7
Otherassets .. ... .00 o oo _ 15,278 - — 16.807 — — 17,539 — —
. Torlassets. .. ... .0 $359,860 526,437 — $351,437 $25,297 —_ 83367190 §24,337 —
Liabilities:
Demand deposits, noninterest-boaring. . ... ... ... ... $ 82,773 5 - —% $ 76,076 § — —% $ 73034 0§ - —
Savings deposits .. Lo s 169,785 2,924 1.7 158,752 3,058 i.9 161,577 3187 20
! Time deposits .. ou i e 61,503 3,052 5.0 73,792 3871 5.2 60,930 3.203 5.3
Federal funds purchased . ... .. ... L L. 18 — —_— 5 — — 1824 100 55
Other liabilicies .. ... ... .. o _ 5,595 —_ — 5,550 — — 6,085 L —
- Toral Liabilities .. ..o 319,674 5,976 —_ 314,175 6,929 — 303,450 6,490 ——
Sharcholders equity . . ...t 40,186 — —_— 37,262 — — 33.269 — —
Total liabilizies and sharcholdars' equiny. .., ., ... .. $359,860 % 5976 — 351,437 % 6,929 -— $336,719  $ 6490 —
Total earning assets® . . . vvvi i $325,605 — — $315,548 — — $301,25% -— —
[neerest income to carning assets, ... ... ean — — 8.0 — — 80 — — ]l
Interest expense to earming assets, o .o —_ — 1.8 — - 2.2 — - 22
Net yield on interest-earning wssets ... ..., ..., — — 6.2 — — 5.8 — — 5.4
Average effective rate paid on imierest-
bearing liabilicies .. ... ... oo L — — 2.6 — — 3.0 — — ]
*Indicates earning assets.
5




The following table shows the effect of changes in volumes and
rates on interest income and interest expense. Variances which
were not specifically aetributable to volume or race were allocated
proportionately between volume and rate. Interest income on
loans included increases decreases) in fees on loans of $27,000

in 1998, ($47,000) in 1997, and ($9,000) in 1996,
TABLE 4 - Rate/Volume Analyses

(n thousands) 1998 vs, 1997 1997 vs. 1996
Increase / (decrease) Volume  Rate  Toral Yolume Rate _ Toral
Interest Income:
Interest-biearing Jepasits
withotherbanbs ... o0 L., .. & 59 1 % a0 J8 4 § — $ 4
Federal funds sold .. ... ..., .. . {75) i36) 111 678 — 678
Tnvestment secunitics
available for saler
Taxable ..o o0 oo L 150) 158} 108 1241 ks (169
Tax-esempt ..o Lol (42) {17 {5y) {108} {15) 1123)
leans. ... o o ool 1,358 o 1,358 830 {2601 5370
Total interest income =~ ... ... ..., . 1,250 () 1,140 1,163 1203) 960
Laterest expense:
Savings deposts .. Lo ... L. 199 333 (134 [RE] 96) (129}
Time deposien ..o oL 1G65) (134} 810 725 i57) 668
Federal funds purchased ..., e — — — (160) — 100}
T'otal interent CXPERSE ... {4G6) {487) (953} 592 (1531 439
Interest differeneid .. ...... .....,... 31716 $377 82093 [$ 357 $ 430} 5521

¥ Encluded 1 the laan rase variance was & decrease in intevest income relited to non-performing loans of
230,000 and §153,000 in 1998 and 1997, respectively | The vaviances due 1o vase include the efféct of nonav-
evut! boanis hecaze no tterest is avned on such loam.

The 5% growth in interest income for 1998 was actributable to a
4% increase in average carning assets from $315,548,000 for
1997 to $328,605,000 for 1998, The yield on average outstand-
ing earning assets remained level for 1998, compared to 1997, at
8.0% for both periods. The average yield on loans also remained
level in 1998, when compared to 1997, at 8.5%. The average
yield on federal funds solc decreased 20 basis points, 1o 5.3% for
1998, compared to 5.5% ror 1997. The yield on the investment
porifolio decreased by 20 basis points from 5.9% in 1997 to
5.7% in 1998. This is duc to the maturity of older, higher yicld-
ing investments in the portfolio.

The growth in interest incame actriburable to volume was the

result of a 6% increase in average outstanding loans. Partially off-

setting this increase in the volume variance was a reduction in

interest income related to the rate variance. An increase in com-

mission and fee income, directly related to increased residential

loan sale activity in 1998, aiso contributed to a 3% increase in
1998 over 1997 levels.
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total interest income in

As of December 31, 1998, outstanding loans increased 5%. The
most significant loan growth came in commercial and industrial
loans, which grew by 18% year-end to year-end. Permanent
mortgage loans, including both commercial mortgage loans and
residential mortgage loans increased by 8%. Commercial mort-
gage loans grew by 29%, while residencial mortgage loan balances
increased by 2%. Construcrion loan outstanding balances
decreased 3%. A 12% decrease in outstanding consumer loans is
due primarily to a 12% decrease in short-term indirect automo-
bile loan balances at year-er:d 1998 compared to year-end 1997,

Increased competition from automobile manufacturers’ financing
facilities and incentives was the primary reason for this decrease,

Average deposits increased $3,441,000 or 2% during 1998.
During the first quarter of 1998, the remainder of the Premier
CDs, first issued during the first quarter of 1996 at highly com-
petitive rates of interest, matured, The Bank did not offer a pre-
mium rate for renewal of these CDs which contribured to a
17% decrease in average outstanding CD balances in 1998,
compared to 1997 average outstanding CD balances. Partially a
reaction o banking consolidations in the Bank's narket ares and
the acquisition of new commercial and trust accounts, the
Bank’s average NOW accounts grew by 15%, while non-incerest
bearing demand deposits and average outstanding savings
deposits increased by 9% and 3%, respectively. The change in
the mix of average outstanding deposits, decreasing higher cost-
ing CD balances and increasing lower and no cost balances was
primarily responsible for the 14% decrease in interese expense
for 1998. The cost of funds for the Bank averaged 1.9% for
1998 compared to 2.2% for 1997,

Loan Loss Provision

The Bank provided a loan loss provision of $150,000 for 1998,
compated to $200,000 for 1997. The allowance for possible
loan losses was $4,100,000 and $4,074,000 as of December 31,
1998 and 1997, respectively. Due to the low level of delinquen-
cies during 1998, amounting to 0.46% of ourstanding loans as
of December 31, 1998, and the level of the loan loss reserve,
management deemed it appropriate o lower the provision fur
loan losses during 1998, The ratio of the loan loss reserve to
nonperforming loans was 832% and 349% as of December 31,
1998 and 1997, respectively. Nonperforming loans amounted to
$493,000 at December 31, 1998, a %8% decrease from
$1,169,000 at December 31, 1997. The allowance for passible
loan losses, as a percentage of ourstanding loans, was 1.46% as
of December 31, 1998, compared to 1.52% as of December 31,
1997. Bank management determined that the 1998 loan loss
provision was sufficient to maintain an adequate level of the
allowance for possible loan losses during 1998,




A summary of the changes in the allowance for possible loan
losses and a breakdown of loan loss experience by majot loan
category for cach of che past five years follows:

TABLE 5 - Allowance for Possible Loan Losses

December 31,

Foda o 2 Al o

(G esdIrs in wﬁwfidf} 1958 1997 1940 1555 1994
Allowance for posible loan lowes:
Balance, January 1. ... L $4,074 34,182 $3,65. 83,618 $3,601
Charge-offs:
Cammercial and industrial | . (64} (196) 84 (527) —
Real estate—onsiraction, . ., — — — — {229)
Real estate—morigage ... ... — — (4) (8) {@9) .
Consumer., . .......... ... (179) {237) (180) (234) (3065}
Tow] charge-offs .. ..... ... (243} (433) (268) {769} {663}
Recoveries:
Comnercial and induseria) , | ., 100 102 404 236 115
Real estate—-constryction, ., , . — — - — —
Real estate—mortgage ... .. .. — — 8 13 a3
Consumer................ 19 23 36 54 4%
Total recoveries .. ... ... 119 125 448 303 180
Net recoveries £ {charg -offs) {124) {308} 180 (466} (483)
Provision for loan fosses. . ..., .. 150 200 350 500 300
Balance, December 31.... ..., $4,100 $407¢ $4182 $3652 $3618
Mer recoveries / (charge-offs) o
average loans .. ... ..., .. . 0.05)% (0,12)% (0.07)% (0.21)% (0.24)%

The table below allocates the balance of the allowance for possible loan losses by loan category and the corresponding percentage of
loans to total loans for each loan category for the last five yeass:

il PR L W P _
TABLE 6 - Allocation of Allowance for Possible Loan Losses

£
Q
=
=]

December 31,

1998 1997 1996 115 1994

% Loans % Loans % Loans % Loans " Loans

to Total tw Total to Tatal o Toral o Toral

(dollars in thousands) Loans Loans Loans Loans Loans

Balance at end of period applicable 1o

Commercial and industeial ... ... .. ..... $ 427 31.8% 1 § 316 28.1% | $ 483 28.8% | $1,295 28.7% | $1.289 23.9%
Real estate — conseruction ... ..o ..., 23 4.7 Lt 5.1 751 2.9 648 3.8 73 2.1
Real esgate — MIOMZAEL v v e v e v aen e 151 39.3 184 38.2 289 36.9 259 36.4 332 40.4
COmSUMIEE s vt et e e 201 24.2 4G5 28.6 (S0 31.4 G619 311 et} 336
Unallocated . ... . ..o i 3130 -— 1,998 — 2,050 — 831 — 1.044 —_

Total ..o $4,100  100.0% $4.074 100.0% | $4,182 100.0% | $3,652 100.0% $3.618 100,0%

The loan loss reserve allocation reflects a reserve based on specific loan loss reserve allocations on loans reviewed individually as well as
an average histarical loan write-off percentage for loans in each specific loan category not individually reviewed and is also increased by
an additional percentage to reflect current market conditions, As a part of the internal loan review process, loans considered impaired

LIC 1RLETTIAR 1021 TEVIERY ROy 1O CONGIQOTOO TIMDUregd

under SFAS NO. 114 are individually reviewed and, when deemed appropriate, a specific portion of the loan loss reserve is allocated ro
the respective impaired loans.

Refer to page 12 for further discussion of the Corparation s loan review process.

Other Income In addition to net interest income, the Bank’s chree operating

The following table details other income for the yzars ended segments, as well as TCBM and ICBM, gencrate various streams

of fee-based income, including [nvestment Management and
December 31, 1998 and 1997, and the percent change from ) . & . € oy

Trust income, service charges on deposit accounts, loan servicing
year to year:

income and gains/losses on loan sales.

TABLE 7 - Other Income As discussed in the “Lines of Business” section on pages 3, 4
and 5, the increase in other income in 1998 from 1997 levels
ideotlars m Phaniande) 1998 1997 R Changc 5 . € I ¢ I f . . F f I t 7 <
was primarily a result of an increase in fe r Investment
Fees for Truse services . ..., .. ..., .. $ 9,272 $7.698 20% P Y . 4 es‘ © cstmmed
Service charges on deposit accouts . . 1.169 1124 4 Management and Trust services, as well as increased other fees
Other fees and service charges .. . . . ... 1,780 1,378 b and service charges and gains on sale of loans, partially offset by
Net gain on sale of loans . . .......... 818 509 61 lower gains on the sale of QREQ.
Gain on sale of other real estare owned . 224 379 410 R . )
Other operating income ... . ........ 1,457 63l 120 Trust income grew 20% from year to year, primarily due to the
Total other income . ... ..o 814,720 $11.719 25% acquisition of new Trust accounts during 1998 and an increase

~1
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in the market value of Trust assets under management, which
grew by 26%, to $2,101,251,000 at year-end 1998, up from
$1.666.472,000 as of December 31, 1997,

As discussed in the “Murtgage Banking Line of Business” sec-
tion, the 61% increase (n gains on the sale of loans was directly
attribucable o an 77% .ncrease in the volume of loans sold in
1998 compared to 1997, partially offset by an 12 basis point
decrease in the yield realized on the sale of loans in 1998 com-
pared to 1997. This residential loan sale activity is also primarily
responsibie for a 29% increase in other fees and service charges

in 1998, compared 1o 197,

Gains on the sale of OREQ decreased by 41%. This is a direct
result of the Bank dispa.ing of the majority of its OREQ priar
to 1998,

Other operating income increased 120% in 1998 from 1997
levels, primarily due to rnew sources of fee income from TCBM
and ICBM. The net increase in revenues from chese new ven-
tures amounted to $709.000 from 1997 o 1998. Exclusive of
these new revenue streams, other operating income increased by
17% for 1998, compared to 1997,

Other Expenses

The following table details other expenses for the years ended
December 31, 1998 and 1997, and the percenc change from
year to year:

TABLE 8 - Other Expenses

1998 1997 % Change

Salaries-regular ... ... ... ... L. 510,289 58,604 20%
Salaries-other .. ........,.... .. ... 2,375 1655 44
Employee benefis ... L. 1,908 1,791 7
Occupancy expense ............... 1,392 1,365 2
Furniture, fixtures and equipment |, , ., 1,817 1,565 16
Advertising ..., . L. L. 1,283 1,069 21
Computer processing . ...... ...... 569 584 3)
Stationery and supplies .. ..., ... ... 354 322 10
Professional fees ........... ...... 811 822 (n
fnsurance ... ... ..., e 213 188 13
Merchant credit card processing .. .. .. 466 o0 9
Net cost of operation of

other real estate owned .. ..., .. ... 7 9 (223
Other operating expenses .. ... . e 3,211 2,473 30
Total other expenses ... ... L., $24,695 $20,837 19%

Other expenses increased f1r the year ended December 31,
1998, by 19% compared > 1997. Regular salaries, consisting of
regular, part time and overzime salary expense, and the largest
component of other expenses, rose 20%, due primarily to meric
increases and staffing additions, including the establishment of
TCBM in July 1997 and ICBM in January 1998. As of
December 31, 1998, the Carporation’s consolidated full-time
equivalent staffing level was 239.5 compared to 220.0 as of
December 31, 1997,

Other salaries, which primarily consist of incentive cotnpensa-
tion, increased 44% from 1997 o 1998, The $720,000 increase
was primarily telated ro incentive based compensation, tied to
the overall proficability of the Corporation and specific lines of
business. The Bank’s overall incentive salaries increased
$388,000 or 27%. A Trust incentive related to acquisition of
new Trust business increased by $171,000 or 80%, as Trust new
business referrals grew during 1998, Other incencive payments,
primarily to TCBM under the revenue sharing agreement
between BMBC and TCBM, increased $180,000. Commissions
paid 1o morigage originators decreased $21,000 or 98% in
1998. The Mortgage Banking line of business relied more heavi-
ly on mortgage originations through its own employees or from
refinances of existing mortgages, not specifically requiring the
services of a mortgage originator. These changes accounted for
$718,000 of the $720,000 increase in other salary expense from
1997 to 1998,

Employee benefit costs increased $ 117,000 or 7% in 1998 over
1997 levels. Decreases of $242,000 in actuarially computed
post-retirement benefits costs for 1998 compared to 1997 and
$170,000 in the cost of the Corporation’s pension eXpellse were
offset by increases in social security caxes expense of $398,000,
the cost of medical and life insurance increasing $111,000 and
the cost of the Corporation’s Supplemental Employec
Retirement Plan increasing $66,000. An amendment to the
Bank’s post-retirement benefit plan, utilizing altcrnative
resources for providing medical benefits to retirees, was the rea-
son for the reduction in post-retitement benefits expense in
1998. Strong performance of the pension plan’s assets was pri-
marily responsible for the reduction in pension expense for
1998, compared to 1997.

Occupancy expenses increased $27,000 or 2% from 1997 to
1998. During 1997, the Corporation prepaid a mortgage loan
on one of its properties, thereby reducing interest on mortgage
loans by 860,000 from 1997 to 1998, There were no other sig-
nificant changes in occupancy expense from 1997 to 1998.

Furniture, fixtures and equipment expense increased by
$252.000 or 16% in 1998, compared to 1997. Depreciarion
expense for the Bank accounted for the largest increase, up
$167,000, reflecting the effect of capital improvements made
during 1998. Exclusive of the increase in depreciation expense,
the cost of furniture, fixtures and equipment expense increased

10% from 1997 w0 1998.

Advertising increased $214,000 or 20%, reflecting both the estab-
lishment of new tarketing initiatives and the continued commis-
ment to both print and electronic media as a means of increasing
the public’s awareness of the Bank's array of products and services.

The cost of merchant credit card processing increased $76,000
or 19% as the volume of merchant processing increased. These
fees are more that offset by related revenues, included in other
operating income,




Stationery and supplie: expense increased $32,000 or 10% in 1998,
compared to 1997, due primarily to additional costs in 1998, asso-
ciated with the production of new product brochu es as well as let-
terhead for the new subsidiary companies, TCBM and ICBM.

Insurance expense increased by $25,000 or 13%. Insurance
expense is composed of the premiums paid to The Federal
Deposit Insurance Corporation (the “FDIC”) for deposit insur-
ance, as well as the cosr of the Corporation’s business insurance
coverage. FDIC insurance premiums remained level from 1997
to 1998, while the Bank’s business insurance prermiums
increased $24,000 during 1998, compared to similar preraiums
in 1997, Expanded policy limits and the addition of TCBM and

ICBM are responsible for this increase.

Other operating expenses increased $738,000 or 30% from 1997
to 1998. Included in 1998's expense were expenses related to the
acquisition of new subsidiaries, amounting to $161,000, which
were not incurred during 1997. Other increases ave as follows.
Appraisal fees, directly related to the increase in mortgage hank-
ing activity, discussed previously, increased $130,000 over 1997
levels. The cost of programming and related services increased by
$79,000, as projects related to the Corporation’s Year 2000
(“Y2K”) initiative were implemented. Travel and entertainment
costs grew by $70,000, in a continued effort to acquire new busi-
ness relationships and to support both the community and exist-
ing business relationships. Telephone expense increased $64,000
over similar expenses for 1997. During 1998, the Bank converted
to a new telephone system, incurring additional expense in the

process. The cost of hiring temporary help also rose by $45,000.

Income Taxes

The Corporation’s provision for federal income taxes is based on
the statutory tax rate of 34%. Federal income taxes for 1998
were $3,480,000, compared to $2,950,000 for 1997. This repre-
sents an effective tax rate of 33.7% and 32.5% for 1998 and
1997, respectively. Income taxes for financial reporting purposes
differ from the amount computed by applying the statutory rate
to income before taxes, due primarily to tax-exempit income
from certain loans and .nvestment securities. See Note 8 to the
consolidated financial statements.

FINANCIAL CONDITION

Investment Securities

The entire investment portfolio is classified as available for sale,
Therefore, the investmeat portfolio was carried at its estimated
market value of $50,976,000 and $40,666,000 as of December
31, 1998 and 1997, respectively. The amortized cost of the port-
folio as of Decemnber 31, 1998, was $50,824,000, resulting in
net unrealized gains of $152,000. The amortized cost of the
portfolio at December 31, 1997, was $40,573,000, resulting in
net unrealized gains of $93,000.

The maturity distributicn and weighted average yields on a fully

tax-equivalent basis of investment securities at December 31,
1998, are as follows:
TABLE 9 - Investment Portfolio

Maturing Maturing Marariog
during from 2000 from 2004 Maturing

fdgllars in thausands) 1999 trough 2003 through 2008 after 2008 Total
Ohbligations of the Uls, Gavernment

and agencies:

Bookvalee ... ..., ... 525,810 Ly, 101 5 — % —  Fad001

Weighted sverage yield ..., ... . 9.5% 5.7, — - 5,7
Srate and political subdivisions:

S 1.3 2R3 LA D] -— FT

Werghted average yield ... ... ... 7.2% 64 0.5 — 06.6%
Ocher investment securiries:

Boak value . ....... ..., S — — — L] Ll

Weighted average yielM ... ... . - — 4. 2" 0.2
Tordd brok value .. 00 0 f27,201 21,935 LEE] 81391 4800976
Weighted average yield ..., .. .. 3.4% 5. 8% £.5% 6, 2%, 3 8o,

In addition to $11,415,000 in maturities, during 1998, $15,002,000
in municipal bands were called. These increases in available funds,
combined with an increase in total deposits for 1998 of $13,551,000,
prompted Bank management to purchase $36,683,000 in U5,
Government or U.S. Government Agency securities. Those transac-
tions were primatily responsible for the $10,310,000 or 25% increase
in the investment portfolio from December 31, 1997, t December
31, 1998. At December 31, 1998, approximately 88% of the invest-
ment portfolio consisted of fixed rate U.S. Government and U.S.
Government Agency securities. The Corporation does not own any
detivative investments and does not plan to purchase any of those
investments in the foreseeable future.

Loans

For financial reporting purposes, both fixed and floating rate
home equity loans, collateralized by mertgages, are included in
other permanent mortgage loans. Floating rate personal
CreditLine loans are included in consumer loans.

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

TABLE 10 - Loan Portfolio

December 31

(fn thowusands) 1958 1997 19494 1995 1994
Rezl estate luzns:

Permanent morgage loans. ... ... $110,535  $102474 £ 95SE8 $ HITRI R w2398

Lomtiticon eatts .o L 13,204 13,647 7639 1905 1884

Commercial and snduserial foaas. .. 89,368 7547 24.08K a7 S,641

Constmer loans ... oL 63,078 76,903 K512 AL 74,828

Tol ..o o BZALIBS 3208558 329,427 315,353 S0

The maturity distribution of the loan portfolio, excluding loans
secured by ane-family residential property and consumer loans,
at December 31, 1998, is shown below.

Maturing Maturing
during fram 30{i0  Haturing

(in thousands) 1999 theough 2003 aftec 2003 Total
Commerdial, financial and agriceleural. . .., . fizave 19693 oo 5 9,308
Real estate—construction. . ... ..o 8.364 4117 523 LR 2
Real estate—uther .., . FPPI e 1,374 12,780 36002 S0,150

Toral, ... ..., P T Sa2me? $36,500 $95,220 $150728
Interest sensinvicy on the shove loans:

Loans with predeceemined rates ..., L o 57450 528,815 14231 % 49520

Loans with adjustable or foating rates. ..., . 55437 NiA] oW 103,202

L 362,917 $36.590 $53,221 §152,708

These are pa swheduled prepayments on the foans included in the matarity dutribetiom




TABLE 11 - Loan Portfolio and Non-Performing Asset Analysis

Loan Loss
Loan Portfolio Nonpetforming Assets Reserve
Past Dhue Past Due Non- Qither Total Mon- Reserve fur
30w &9 90 Days Total Derforming Real Bstary Pertorming Lown Los
(in thousands) Current Days ar More Loans Loans * Owned ™ Assels Allocarion
Real ectare loanse
Permanent morcgage loans:
Residential ... ... ... . £ 15,786 $122 3 — 315908 § — $ 50 $ 50 & —
Commerdial ... o 49,772 31 353 50,156 353 22] 574 —
Homeequity ... ..iviiviinernnnn.., 44 329 38 84 44 471 84 - 84 —_
Total permanent mortgage loass ... ... ..., 109,887 2il 437 110,535 437 271 708 161
Construction mortgage loans:
Residencial . ....,.. .. ... .. 0 i ..., 10,774 — — 10774 — —_ — —_
Commercial ..o 0 o 2,430 — — 2.430 - — —
Total construction mortgage icans ... .. ... 13,204 — — 13,204 — — —_
Tatal real estate loans . ooy ciinL 123,09] 21 437 123,739 437 271 78 242
Commercial and industrial loans ... .. ..., .., 39,098 70 — 89,368 — — — —
Total commercial und induseeia loans ... ... ... 89.098 270 — 89,368 —_ — — 427
Consumer loans:
Direct ... 8,296 3G 10 £,342 10 —_ 10 —
Indicect ooy e 57,641 260 46 57.947 46 — 40 —
CredicLine ... 0o oo 1,771 18 — 1,789 — — - —_
Total consumer Jozes .. ..., ... ... 67,708 314 36 68,078 56 — 56 30
Unallveated reserve forloanloss .. ... .. ... — — -— — — — — 3,150
Towl - e $279.897 $795 $493  $281,185 $493 $271 $704 $4,100

* Nouperfiving loans ave loans on 1bich schedvled principal andior interest is past due 9 days or more and loans less than 90 days pust dice which are deemed to be problem loaws by management, Tond!
nongerforming loans of $393.000 1 1chudes the §493.000 in doans puast due 90 days o move, an which certain borrowers have paid imtevest rogubarhy, There ave a loans less than 90 days delivguent,

iding funcr
activity, and it is the Banl.’s policy to continue to serve the credit
needs of its market area, Toral loans at December 31, 1998
increased 5% to $281,185,000 from $268,558,000 as of

December 31, 1997.

The Bank’s commercial and industrial lending had the largest
growth in outstanding loan balances from year to year.
Commercial and industrizl [oan balances grew $13,894,000 or
18% from $75.474,000 ar December 31, 1997 1o $89,368,000
at December 31, 1998, Increased business development in the
Bank’s commercial lending market area, the addition of new,
experienced commercial lenders and the emergence of new com-
mercial lending relationships, partially the result of recent bank-
ing mergers in the Bank’s market arca, are the reasons for this
strong growth.

Permanent mortgage loans, which consist of commercial and
residential mortgages as well as home equity loans, increased by
§% or $8,061,000 during 1998, from $102,474,000 at
December 31, 1997, w0 $110,535,000 at December 31, 1998.
This growth was due primarily to an $11,182,000 or 29%
increase in commercial mortgage loans. Home equity loans
decreased by $3,408,000 or 7%, and residential mortgage loans
increased by $287.000 or 2%.

Consumer loans, consisting of loans to individuals for house-
hold, automobile, family, and other consumer needs, as well as
purchased indirect automobile paper from automobile dealers in
the Banl's market area, decreased $8,885,000 or 129%, from

$76,963,000 ac December 31, 1997, to $68,078,000 ac
Decernber 31, 1998, The lurgest decrease occurred in the out-

nees of the indirect automobile paper. Outstanding
indirect automobile paper balances decreased $8,037,000 or
12% from $65.069,000 at December 31, 1997, to $37,032,000
at December 31, 1998, Competition from automebile manufac-
turers” credit facilities and lower costing financing from home

equity loans are the primary reasons for this decrease,

In recent years, the Bank had made & decision to reduce its con-
struction loan balances, to lower its exposure to higher risk
toans. As of December 31, 1996, 1997 and 1998, the construc-
tion lending portfolio had no nonperforming loans nor any
loans delinquent 30 days or more. The Bank has chosen to
selectively return to the construction lending market, As of
December 31, 1998, the construction loan partfolio decreased
by $443.000 or 3%, from $13,647,000 at December 31, 1997,
to $13,204,000 at December 31, 1998.

Deposits

The Bank attraces deposits from wichin its primary market area
by offering various deposit instruments, including savings
accounts, NOW accounts, matket rate accounts, and certificares

of deposit.

Total deposits increased 4% to $342,357,000 at December 31,
1998, from $328,806.000 at year end 1997, A more meaningful
measure of deposit change is average daily balances, As illustrac-
ed in Table 12, average daily deposit balances increased 2%,
During 1997, the Bank renewed its Premier CD program fur an
addirtonal year, maturing during the firse quarter of 1998, As a
part of its liquidity plan for 1998, the Bank chose not to offer a
premium rate of interest for the renewal of the Premicr CDs.




Average CD balances decreased by 17% from 1997 to 1998.
Offsetting this decrease were 15% and 9% increases in the
respective average outstanding balances of low costing NOW
accounts and non-interest bearing demand deposit accounts. It
is believed thar bank consolidation within the Baak's marker
area, as well as the acquisition of new deposit accounts through
the growth of new lending and Investment Managemenr and
Trust relationships, are primarily responsible for this growth in
low costing deposits. As previously discussed, this change in the
mix of deposits, away from higher costing CDs, into lower cost-
ing NOW accounts and demand deposit accounts is primarily
responsible for a 30 basis point decrease in the Bank’s overail
cost of funds and a 44) basis point increase in the Bank’s net
interest margin for 1998, compared to 1997.

The following table presents the average balances of deposits and
the percentage change for the years indicated:

TABLE 12 - Average Daily Balances of Deposits

% Change % Change
1998 vs. 1997 v,
(dollars in theusands} 1998 1997 1997 199 1996
Demand deposits, non-
intergst-bearing .. $82,773  §76,076 B8  $73.034 4.2
Moarket rage account 44,325 45,903 {3.4) 49,451 {7.2)
NOW accounts . 85,317 73.958 15.4 70,549 4.8
Regular savings........ 40,143 g891 32 41,577 16.5)
169,785 158.752 6% 161,577 (1.7
Time deposis., 61,503 73792 167 60930 211
Total cvornrnne $314,061 $308.620 1.8 1295,541 4.4

The following table shows the maturity of certificates of deposic
of $100,000 or greater as of December 31, 1998:

TABLE 13 - Matusity of Certificates of Deposiis of
$100,000 or Greater

(in thousands)

Three moaths or less.,......,,  $12,604

Three ta six monihy ... 2,207

Six to ewelve months ... 1,343

Greater than rwelve months 410
Total e, 510,524

Capital Adequacy

At December 31, 1998, total shareholders’ equity of the
Corporation was $42,221,000, a $2,872,000 or 7% increase
over $39,349,000 at December 31, 1997. In addition to earn-
ings and dividends for the year, the impact of SFAS No. 115
resulted in an increase in shareholders” equity in 1998. As of
December 31, 1998, shareholders’ equity included unrealized
gains on investment securities, net of deferred taxes, of
$100,000 compared to unrealized gains on investmant securities,
nec of taxes, of $62,000 ar December 31, 1997. This change
accounted for a $38,000 increase in total shareholders’ equity
from December 31, 1997, to December 31, 1998,

The Corporation and che Bank are requited to meet certain reg-
ulatory capital adequacy guidelines. Under these guidelines, risk-

11

based capital rarios measure capital as a percentage of risk-
adjusted assets. Risk-adjusted assets are determined by assigning
various weights to all assets and off-balance sheet arrangements,
such as letters of credit and loan commitments, based on the
associated risk.

The Bank’s risk-based capital ratios at December 31, 1998 and
1997, ae listed below. These ratios are all in excess of the mini-
mum required capital ratios, also listed below.

TABLE 14 - Risk-Based Capital Ratios

1998 1997
Minimum Minimum
Actual Required Aciuat Required
Tier | capital raria ............ 12.52% 4,00% [T 4.00%
Toral capiral ragie ... .1, 13.67 8.00 13,47 R.00

The FDIC has created a statutory framework for capital requtire-
ments that established five categories of capital strength, ranging
from a high of “well-capitalized” to 2 low of “critically under
capitalized”. As of December 31, 1998 and 1997, the Bank
exceeded the levels required to meet the definition of a “well-
capitalized” bank, Management anticipates that the Corporation
and the Bank will continue to be in compliance with all capiral
requirements and continue to be classified as “well-capitalized.”

The Corporation’s ability to declare dividends in the furure is
dependent on future earnings.

Risk Elements

Risk elements, as defined by the Securities and Exchange
Commission in its Industry Guide 3, are composed of four spe-
cific categories: (1) nonaccrual, past due, and restructured loans,
(2) potendal problem loans, leans not included in the first cate-
gory, bur whete informarion known by Bank management indi-
cates that the borrower may not be able to comply with presem
payment terms, (3) foreign loans outstanding, and (4} loan con-
centrations. Table 11 presents a summary, by loan type, of the
Bank’s nonaccrual and past due loans as of December 31, 1998,
it is the Bank’s policy to prompdy place nonperforming loans on
nonaccrual stacus. Bank management knows of no outstanding
loans that presently would meet the criceria for inclusion in the
potential problem loan category, as indicated under specific cate-
gory (2) referred ta above, The Bank has no foreign loans, and
loan concentrations are presented in Table 6. Table 6 presents
the percentage of outstanding loans, by loan type, compared to
tota] loans outstanding as of December 31, 1998,

Asset Quality

The Bank is committed to maintaining and developing quality
assets. Loan growth is generated primarily withio the Bank’s mar-
ket area, which includes Montgomery, Delaware, and Chester
Counties, as well as portions of Bucks and Philadelphia Counties.
The development of quality loan growth is controlled through a




uniform lending policy that defines the lending functions and
goals, loan approval prosess, lending limits, and loan review,

Nonperforming assets amounted to $764,000 at December 31,
1998, a 30% decrease from $1,194,000 at December 31, 1997,
Nonperforming loans were $493,000 at December 31, 1998, a
589% decrease from $1,169,000 ar December 31, 1997. QREQ
increased $246,000 to $271,000 at Decerber 31, 1998, from
$25,000 at December 31, 1997. Both amounts consist of
OREO collateralizing single loans. The property reparted as of
December 31, 1997 wax disposed of during 1998 and new
properties, collateralizing a single loan were added to the Bank’s
OREO account during the fourth quarter of 1998,

Total nonperforming assets, which incfude non-accruing and
past due loans and othes real estate owned, are presented in the
table below for each of the five years in the period ended
December 31,1998,

TABLE 15 - Nonperforming Assets

Decenber 31,
{in thousands) 1998 1997 1996 1995 1994
Loans past due Y6 days or mare nos
on nonaccrual starus:
Real estate — murtgage ... .., $ B4 $ 72 $ ol 5§ — $ 48
Cansumer . oooveveens ionreens 56 27 51 155 82
Lusans on which the accrual of saterest
s bren discontinued:
Commercial and induserzal ., . L, — 347 6 330 —
Real estate--mortgage. ... ... — 723 712 117 371
Real estate — comerwcnion .. 353 — — — 75
Tatal nonperfarming loans. . ... .. 493 1,169 967 B 776
hther real estate owed and in-sulstance
fureclosed propernes ™ ..., L. 271 25 1,323 3,794 3,475
Tosad nunperfinming asers, 4., $764 51,194 32,430 34,405 $4,251

AL loans past duie 90 days or mare, excapt covsumer loans and bome equity movtgage loars, ave placed on sonar-
crval staris, Such faciors as vhe Lype qnd size of the fan, the quality of the collateral, and hustarical creditorthi-
nrs of the bureowrer andior guarantors arve & nsidered by mandgement in awessing the collect/bility of such ioans,
Interess foregons on nonaccrual statur loans was $274,000 for the year ended December 31, 1998, Interest
cared and inciuded vt interest incame on thest loans prior 10 their sonperfarmiing starws gmownied o $4-,000
n 1998,

* Refer to Note 2 tg the consalsdated finaneu! ssatements.

The Bank maintains a2 Loan Review Commitree (the
“Committee”) that periodically reviews the status of all nonac-
crual and impaired loans, loans criticized by both the Bank’s reg-
ulators and an independent consulrant retained to review both
the loan porifolio as well s the overall adequacy of the loan loss
reserve. During the review of the loan loss reserve, the
Commities considers spec fic loans
pools of similar loans, pricr historical weite-off activity, and a
supplemental reserve allocation as 2 measure of conservatism for

[ IO S NI T
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any unforeseen loan loss reserve requirements. The sum of these
components is compared 3 the loan loss reserve balance, and
any additions deemed necessary to the Joan loss reserve balance
are charged to operating espenses on a timely basis,

The Corporation is regulated and pertodically inspected by The
Federal Reserve Board. During 1996, the Bank became a state
member bank of the Federal Reserve System. The Bank is regu-
lated and periodically examined by the Federal Reserve Board
and the Pennsylvania Deparement of Banking. There are no rec-
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ommendations by the regulators which would have a material
effect on the Corporation’s liquidity, capital resources, or resules of
operations.

Asset and Liability Management
Through its Asset/Liability Comnirtee ("ALCO”) and the appli-

cation of Risk Management Policies and Procedures, the Bank
seeks to minitnize its exposure 1o interest rate risk as well as to
maintain sufficient liquidity and capirtal compliance.

Interest Rate Sensitivity

The difference between interest sensitive assets and interest sensi-
tive deposits, stated in dollars, is referred ro as the interest rate
sensitivity gap. A positive gap is created when interest rate sensi-
tive assets exceed interest rate sensitive deposits. A positive interest
race sensitive gap will result in a greater portion of assets com-
pared to deposits repricing with changes in interest rates within

specified time perio
SpeCificd time per

gap. In practice, however, there may be a lag in repricing some
products in comparison to athers, A positive gap in the short-
term, 30 days or less, in a rising interest rate environment should
produce an increase in net interest income. The converse is rrue of
a negative gap in 4 rising interest rate environment,

Ao PRy PR

Tha 4L ailee Do a
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As shown in the following table, the Bank is presenely asset inter-
est rate sensitive in the short-term, 30 days or less category.




TABLE 16 - Interest Rate Sensitivity Analysis
as of Drecember 31, 1998

Repricing Periods

(doflars in thousands) ¢ to 30 31 to 90 91 to 180 181 o 365 Over Non-Rate
Days Days Days Days 1 Year Sensitive Total
Assets:
Incerest-bearing deposits with othes banls ... § 5,105 $ — 3 46 5 — % — 3 — § 5151
Federal fundssold ... ................. 20,372 —_ —_ _— — _— 20,372
Investment securities .. ... oo 17,766 2,004 4,286 3,145 23,759 — 50.960
Loans .. o 82,672 11,609 19,209 28,296 139,399 (4,100) 277,085
Cash and due frombanks ............... — —_ _ — — 19,807 19,807
Other assets .. ..cvue e e — — — — — 14,262 14,202
Toralassets ... oo $125,915 $13,613 $23,541 $31,441 $163,158 $ 29,969 $387.637
Liabilities and sharcholders” equiry:
Demand, noninterest-bearing .. .......... h — $ — . J— $ —_— 8 — $ 89872 % 89872
Savings deposits ... ... oo 71,135 — — — 118,560 — 189,693
Timedeposits .. ... ... . oo, 14,781 10,605 16,025 13,044 2,270 — 63,725
Other liabilities .. ... ..., — — — — — 6,152 6,152
Sharcholders' equity ............ .. ..., — — — — — 38,193 38,193
Total liabilities and shareholders' equiry .. ..  § 85,916 $10,605 $16,025 513,044  $127.830 $134,217  $387,637
Gap $ 39,999 $ 3,008 $ 7,516 $18,397 $ 35328 ($104,248} —
Cumulativegap ... ................ , § 39.999 $43,007 $50,523 368,920  $104,248 — —
Curnulative earning assuts as a ratio
of interest bearing liakilities ... ........... 147% 145% 145% 155% 141% —_ —

The Bank uses income simulation models to measure its interest
rate risk and to manage its interest rate sensitivity. The simula-
tion models consider not only the impact of changes in interest
rates on forecasted net incerest income, burt also such factors as
yield curve relationships, possible loan prepayments, and deposit
withdrawals. As of year-end 1998, based on an analysis of the
results from the simulation models, the Bank’s interest rate risk
was within the acceprable range as established by the Bank’s Risk
Management Policies and Procedures.

While future interest rate movements and cheir ¢ffect on Bank
revenue cannot be predicted, there are no trends. events, or
uncertainties of which the Corporation’s management is current-
ly aware that will have, or are reasonably likely to have, a materi-
al effect on the Corporation’s liquidity, capital resources, or
results of operations it: the future,

Liquidity
The Bank’ liquidity is maintained by managing .ts core
deposits, purchasing federal funds, selling loans in the secondary

market, and botrowing from the Federal Home Loan Bank of
Pitesburgh (the “FHLEB").

The Banks liquid assets include cash and cash equivalents as
well as certain unpledged investment securities. Bank manage-
ment has developed a revised liquidity measure, incorporating its
ability to borrow from the FHLB to meet liquidity needs and
goals. Periodically, ALCO reviews the Bank’s liqudity needs,
incorporating the ability to borrow from the FHLB and reports
these findings to the Rusk Management Committ=e of the
Bank’s Board of Directors.
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During 1998, cash provided by operarions amounied to
$10,001,000 and was primarily from net income of $6,857,000
for 1998. Cash used for investing activities amounred to
$27.277,000. Investment activity used $10,266,000 in cash, as
the balance in the investment portfolio increased by 25% at
December 31, 1998, compared 0 December 31, 1997, Loan
activity, including the purchase of $26,206,000 in indirect auto-
mobile paper, used $15,252,000 in funds during 1998. The sale
and acquisition of OREQ properties in 1998 used a net amount
of $22,000 in cash, while the purchase of capital additions used
$1,737,000.

Offsetting the decrease in funds from investing activities was an
increase in funds from the Corporation’s financing activiries,
which provided $9,426,000 in net cash, primarily the result of a
$13.551,000 net increase in outstanding noninterest-bearing
demand and savings refated deposits. The Corporation used
$26,000 in repayment of its mortgage debt. The Corporarion
also used $2,519,000 to repurchase treasury stock. The
Corporation’s cash and cash equivalents decreased from
December 31, 1997, to December 31, 1998, by $7.850,000,
from $33,182,000 at December 31, 1997 to $45,332,000 ax
December 31, 1998.

I
|
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QOther
Year 2000

The Year 2000 Problem

The Y2K problem is the result of potential difficuley with soft-
ware and computer svstems or any equipment with computer
chips {collectively the “Systems”} that store che year portion of
the date as just two digits, rather than four digits (e.g. 98 for
1998). Systetns using the two digit approach will not be able to
determine whether “G0” represents the year 2000 or 1900. The
problem, if not corrected, may make those systerns fail altogeth-
er or, even worse, allow them o generare incorrect calculations
causing 2 disruption cf the operations of the computer and
related systems.

Readiness Efforts

The Corporation began its process of assuring that all its

Systems and applications are Y2K compliant in November 1996.

In 1997, a comprehensive project plan (the “Plan”™ to address
the Y2K problem and ssues, relating to the Bank’s and its affili-
ated operations, was developed, approved by the Board of
Directors and implemented, The Bank, as the primary operating
subsidiary of the Corporation is addressing the Y2K problem
and related issues for the Corporation and all of its subsidiaries,
The scope of the Plan includes five phases. They are as follows:
Awareness, Assessmettit, Renovation, Validation and
Implementation, as defined by the Federal Financial Institutions
Examination Council and che banking regulatory agencies
which regulate the Corporarion and ies affiliates.

A project team, consistir.g of key members of the Banks rechnol-
ogy staff, representatives of functional business units and senior
management (the “Team"} was created. Additionally, the duties
of the Senior Vice Presidant and Chief Technology Officer were
realigned to serve primarily as the Y2K project manager.

The assessment of the in:pact of the Y2K issues on the Banks
computer systems has been completed. The scope of the project
also includes other operarional and enviconmental sysiems, since
they may be impacted if ¢mbedded computer chips control the
funcrionality of those Systems. Based on the assessment, the
Bank has identified and prioritized those Systems deemed to be
mission critical or those thar have a significant impact on not-
mal operations.

The Bank relies on third party vendors and service providers
(the “Groups”} for its datz pracessing capabilities and to main-
tain its computer systems, Formal communications with those
Groups and other external counterparties were initiated in 1997,
continued through 1998 and into 1999, to assess the Y2K readi-
ness of their products and services. Their progress in meeting
their targeted schedules to attain Y2K readiness is being moni-
tored for any indication thar they may not be able to address
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their Y2K problems in a timely fashion. Thus far. responses indi-
cate that most of the significant providers in the Group current-
ly have compliant versions available or are well into the renova-
tion and testing phases with completion scheduled for nor later
than March 31, 1999, However, the Bank can give no puarantee
that the systems of the Group on which the Bank’s Systems rely
will be timely renovated and be Y2K compliant. The Team will
continue to monitor the progress of the Group in their efforts to
become Y2K compliant,

Additionally, the Bank has designed and completed implementa-
tion of a plan to identify the potential risks posed by the impact
of Y2K issues on its significant deposit customers. The Bank hus
also designed and substandally implemented a plan to identify
the potential risk posed by the impact of Y2K issues on its signif-
icant botrowing customers, Formal communications have been
initiated and inisial findings were reported to the Board of
Directors during the fousth quarter of 1998. At each quarterly
Bank Board of Directors meeting, the Board is presented with an
update of the status of the Y2K initiative. On those months that
the Board of Directors does nat meet, an update of the Y2K ini-
tiative is presented to the Board’s Risk Management Committee.

[n the fourth quarter of 1998, the Bank formed a Y2K
Communications Committee, consisting of Bank marketing
officers and members of the Y2K Team. This Committee is
developing and implementing plans to educate and inform its
employees, customers and community about the Y2K readiness
of the Bank, as well as the Y2K issues facing the financial ser-
vices industry and the public at large.

The Bank employed an ourside consultant to review its Y2K
project. The report is being reviewed and the findings are being
considered by manapement.

Current Status

The Team estimates that the Bank's Y2K readiness project is
92% complete and that the activities involved in assessing exter-
nal risks and operational issues are 90% complete overall.

The following table provides a summary of the current status of
the five phases involved and a projected timetable for completion.

Praject Phase % Completed  Projected Completion ~ Commengs

Awareness 100% Gomplewed
Agsessment 100% Complered
Renovadon 100% Refer to Note (1)
Validation 80% March 31, 1y99 QOn Schedule
Implementation 80% June 30, 1999 Cm Schedale
Overall Compietion 92%

Note (1) While the Banks mission critical Systems are 100% com-
pleted in the Renovation phase, the Bank has determined
that its third party vendors and service providers are sub-
stantially complete in the Renovation phase. It is anticipat-
ed that the mission critical Group members will have com-
pleted the Renovation phase by March 31, 1999,




Costs

The Bank has thus far primarily used and expec:s to continue to
use internai resources to implement its readiness plan and to

upgrade or replace the Systems affected by the Y2K issue. The
th Rnnlz n\(‘ t‘l’\PcP Y‘}kv comnlianece BTl r r itice hac not

total cost to the Bank of these Y2K compliance sctivities has n

been and is not anticipated to be material to its financial posi-
tion or results of operations in any given year. The Bank antici-
pates funding the costs of becoming Y2K compliant our of its
earnings streams. Purchased hardware and software Is being
capitalized and depreciated in accordance with Bank policy.
Other costs related to the project will be expensed as incurred.
The Bank does not anticipate having to reduce or eliminate any
of its existing hardware / software budgeted Systems spending
because of the projected increase in Y2K Systems spending,

There are no significant liabilities that have arisen because of the
Y2K process. To management’s knowledge, all Y2K related lia-
bilities have been recorded on the Bank’s books in an appropri-
ate and timely manner.

The Bank is evaluating the adequacy of its loan oss reserve, as it
relates to potential risk posed by the lack of Y2K. readiness of its
significant borrowing customers. Bank management currendy
believes that the loan loss reserve is sufficient to vover the poten-
tial needs of both Y2k and non-Y2K loan loss activity. Bank
managemene is monitoting the loan loss reserve, as it relates to

¥2K matters on an ongoing basis.

A detailed analysis of costs incurred from both 997 and 1998
in conitncrsas warh Y hicig trvaimenton d in the Bank'
HE LWL LEUIT yWiLLL 1/..1.\ lb UCJUE JudJ.ULdlllCu l 1] DAk s

information services area. Based on a review of this analysis and
a discussion with the appropriate Bank officers, it was deter-
mined that the following are the most significanr Y2K cumula-
tive expenditures to date, along with a projection of potential
expenditures, necessary to complete the Y2K cornpliance
requirements.

New Hardware / Software replacement . . . .. $270.000
AS/400 for Y2K testing . .. ..o oio ol L 33,000
Modifications to existing systems .. ... ... .. 29,000
Other Y2Kcoststodate ... ... ... ..., 103,000
Total expended todate . ................ 435,000
Anticipated additional costs (1) .. ..... . ... 130,000
Total projected Y2K costs ............... $565,000

(1) Primarily associated with contingency and communications
related expenses and an additional staff person vo assist in the
Y2K project.

The costs and the timetable in which the Bank plans to com-
plete the Y2K readiness activities are based on management’s
best eseimates, which were derived using numerous assumptions
of furure events including the continued availabi.ity of cettain
resources, third party readiness plans and other factars, The
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Bank can make no guarantee that these estimates will be
achieved, and actual results could differ from such plans,

Risk Assessment

Based upon current informarion related to the Group, manage-
ment has determined that the Y2K issues will not pose signifi-
cant aperational problems for ies Systems. This determination is
based on the ability of those Group mermbers to renovate, in a
timely manner, the products and services on which the Bank's
Systems rely. However, the Bank can give no guarantee that the

systems of the Group members will be timely renovated and
become Y2K compliant.

The potential reasonable worst case scenario, relating to Y2K
compliance, would be if either the Bank’s or the separate

Investment Management and Truse Division’s mission cricical

vendors supporting both data processing Systems were to fail
due to 2 Y2K problem.

Bank management believes, based on information and testing
results obtained from both mission critical vendors, that both
are and it is anticipated will remain Y2K compliant. The Bank
will continue to monitor the Y2K compliance of these two mis-
sion critical vendors.

Contingency Plan — Y2K

Realizing that some disruption may occur despite its best efforts,
because of the Y2K issue, the Bank is in the process of updating
contingency plans for each critical system, in the event one of
those systerns fails. The Bank’s mission critical vendors have
developed contingency plans to provide resources during the
weekend of December 31, 1999 and for a period of time after-
ward to help their clients overcome any unforeseen prublcmq,

nccnrmrnr‘l “Llrl‘\ t}"uﬂ ml]EPhhller‘ rh)nnﬂ 'T'l'n-t R ’c n'\n: e o Elr.,
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ical vendors anticipate the ability to resolve any potential Y2K
related problem in a timely manner, The status of the contin-
gency planning process was presented o the Executive
Committee of the Bank's Board of Directors in December 1998
and the contingency plan will be substantially completed by
March 31, 1999.




1997 vs. 1996 ResuLts OF OPERATIONS

Net Income

Net income for the year ended December 31, 1997, was
$6,130,000, 2 1% increase over net income of $6,042,000 for
the year ended December 31, 1996. During the first quarter of
1996, the Bank sold = commercial properey it had acquired in
connection with its warkour of a defaulted loan. The Bank rec-
ognized a non-recurring gain on the sale of $1,073,000 which
was in part offset by increases in its OREO and contingency
reserves, totaling $15%,000, and the paymenr of = onetime
bonus of $92,000 to certain Bank officers and employees. The

afrer-tax plq-s- - of these ransactions added $545.000 to 1096 net

after-tax ¢iigdt of thest 15aClions aaqea H24 5,000 o 1240 net
income. Exclusive of these transactions, 1996 net income would
have been $5,497,000. Net income for 1997 was 12% ahead of
that amount. Basic earnings per share rose from $1.38 in 1996
to §1.40 in 1997, The addition of $545,000 to net income, dis-
cussed previously, added $.12 per basic common share to 1996
earnings per share. Earnings per share - assuming dilution was
$1.34 for 1997, compared to $1.33 in 1996. In 1997, the
Corporation paid dividends of $0 36 per share, In 1996, the
pﬁfpu:‘ahoﬁ pcuu dividends ur J)U ‘iL} per snare, 1nc1uamg a one-
time special dividend of $0.16 per share to pay the after-tax gain
on the sale of an OREQ property to the Corporation’s share-
holders. Exclusive of this onetime dividend, dividends per share
increased 20% for 1997, compared o 1996,

Return on average assets was 1.74% for 1997 compared 1o
1.79% in 1996, Return on average equity was 16.45% in 1997
versus 18.16% in 1996, reflecting the effect of the nonrecutring
transaction in 1996, discussed previously.

Net Interest Income

A 5% increase in average earning assets, from 1996 o 1997,
combined with a 10 basis point decrease in the average yield on
earning assets, was primarily responsible of a $960,000 or a 4%
rise in interest income.

Interest expense increased 7% or $439,000 from 1996 to 1997.

1 c in the
The primary reason for this increase was a 21% increase in the

average ourstanding balanze of higher costing CDs.

Net interest income increwsed 3%, while the net interest margin
decreased from 5.67% for 1996 1o 5.59% for 1997,

Loan Loss Provision

The provision for loan losses amounted 1o $350,000 for 1996
and was decreased to $200,000 for 1997. The allowance for pos-
sible loan losses as a petcestage of nonperforming loans amount-
ed o 349% and 461% as of December 31, 1997 and 1996,
respectively. The ratio of the allowance for possible loan losses to
total ourstanding loans was 1.52% and 1.61% at December 31,
1997 and 1996, respectivelv.

Other lncome

Other income increased 13% in 1997 from 1996 levels. Fees for
Investment Management and Trust services increased
$1,762,000 or 30%. Net gains on the sale of mortgage loans
increased $111,000 or 28%, due primarily to an increase in the
sale of residential mortgage loans 10 the secondary mortgage
market, from $55,276,000 in 1996 compared to $75,874,000
in 1997. The sale of a commercial OREQ property, during the
first quarter of 1997 caused the elimination of the OREO rev-
enue stream and is the reason for the $702,000 or 65% decrease
in OREQ gains in 1997, compared to 1996, Other operating
income increased $88,000 or 159, primarily due to fee income
of $134,000 earned by TCBM from July 1997 to December
1997. No such fees were earned in 1996, Partially offsetting
these fees was 2 decrease of $55,000 representing a non-recur-
ring fee for brokering a loan transaction between two other
financial institutions, earned in 1996.

Other Expenses

Other expenses increased by $1,859,000 or 10% in 1997 over
1996. Regular salaries increased $1.010,000 or 13%, primarily
due to merit increases and staffing additions, including the
establishment of TCBM in July 1997. Salaries-other, primarily
incentive based, increased $610,000 or 58%. Increases in incen-
tive based compensation, tied to overall profitability of the
Bank’s lines of business amounted ro $642,000. An Investment
Management and Trust incentive, direcdly related to the .lcquis'l—
tion of new business, increased by $96,000. uf}lcmﬁg these
increases were decreases of $92,000 for 2 onetime bonus related
to the non-recurring gain on the sale of OREQ in 1996 and a
decrease of $36,000 in commissions paid to commissioned resi-
dential mortgage loan originartors.

Employee benefit costs increased by $206,000 or 13%, due o a
$160,000 increase in actuarially computed post-retirement bene-
fic costs and a $73,000 and $87,000 increase in the respective
costs of social security taxes and medical benefits, A $150,000
reduction in the cost of the Corporations pension expense par-
tially offset these increases.

The $319,000 or 26% increase in furniture, fixtures and equip-
ment expense was primarily due to the additional depreciation
on fixed assets and amortization of EDP conversion costs associ-
ated with a first quarter 1996 conversiott to an in-house EDP
systen. Partially offserting this increase was a $252,000 or 30%
decrease in compuer processing fees. During che fisst quarter of
1996, the Bank converted to an in-house data processing sys-
tem, The expense for 1997 reflects a full year's benefit from this
conversion, compared to a partial years in 1996,
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The cost of professional fees increased by $143,000 or 21% in
1997, compared to 1996, The largest increase was in legal fees,
up $117,000 during 1997, The Corporation inctrred $97,000
in legal fees. of a non-recurring nature, in connection with the
workout of two probiem [oans.

Insurance, including the Corporation’s business coverage premi-
ums and FDIC depoxit insurance premiums, increased by
$29,000 or 18% in 1997 compared to 1996 levels. During 1995,
the FDIC announced that the bank insurance fund was suffi-
ciently funded to provide necessary coverage for insured bank
deposits and for a period of time eliminaced furtler deposit pre-
miums. Beginning in 1997, the FDIC reinstated deposit premi-
ums at a lower rate than previously charged. During 1997, the
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Bank paid a deposit insurance premium of $36,000, which was a
$34,000 increase in FDIC deposit insurance premiusms from the
minimum premium of $2,000, paid in 1996,

Other operating expenses decreased $7,000 from 1996 to 1997,
Included in 1996% expense was $155,000 of non-recurring
expenses related to the sale of the OREQ property, discussed pre-
viously. Exclusive of these non-recurring expenses, other operating

expense increased $162.000 or 6% over 1996 similar expenses.

Income Taxes

The income tax provision for 1997 was $2,950,000, or a 32.5%
effective rate, compared to $2,900,000, or a 32.4% effective
rate, for 1996,

!
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CONSOLIDATED BALANCE SHEETS

As of December 31,
Assets

Cashand due frombanks ......... ... ... .. ...... .

Pederal funds sold
Investment securities available for sale, at market value

(amnortized cost of $50,824,000 and $40,573.000 at

December 31, 1998 ar.d 1997, respectively} ... oo nn ...

Foans e e

Less: Allowance for possible loan losses

Liabilities

Depasits:

Demand, noninterest-beating . .. ... .. .. .

Savings . ..........

..... = R T T T

Commitments and contingencies (Note 13)

Shareholders' equity

Common stock, par value $1,
authorized, 25,000,000 shares and 5,000,000
shares as of December 31 1998 and 1997,
issued 5,067,078 shares and 2,519,379 shares
as of December 31, 1998 and 1997, respectively,
and owtstanding 4,303,813 shaces and
2,185,609 shares as of December 31, 1998
and 1997, tespectively .. ... ...

Paid-in capital in excess of par value

:

Less: Common stock in treasary, at cost — 763,260 and 333,770

shares at December 31, 1998 and 1997, respectively . ..................
Total sharcholders equity . ... . o

The accompanying notes are an integral pars of the consolidated financial statements.
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Netloans ..o

Other real estate owned .. L. L
Other 455085 L oo e e

Total deposits .. ov o
Other liabilities ... ... o i i

Incerest-bearing deposits with other banks .. ... ... oL .

(f52 thowsardds)

1998 1997
$ 19,810 $ 34.464
5,150 2,118
20,372 16,600
50,976 40,666
281,185 268,558
(4,100) (4,074}
277,085 264,484
12,209 11,790
2,069 2,039
1,086 1,086
271 25
2,812 938
$391,840 $374,210
$ 88,937 $101,188
189,695 165,739
63,725 01,879
342,357 328,806
7,262 6,055
349,619 334,861
5,067 2,519
2,478 4,589
100 62
__39.791 34,946
47,436 42,116
{5,215) (2,767}
42,221 39,349
$391,840 $374.210
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CONSOLIDATED STATEMENTS OF INCOME

For the years ended Decernber 31,
Net interest income:
Interest income:
Interestand fees on loans. .o o vt i i e e e
Interest on federal fundssold . .o .. i i e e
Interest and dividends on investment securities:
Taxable INCerest IMCOIME oy vt et e it r e e e e et a e
TaX-EXEMPE IATETEST LICOME « v 1 v vttt ie i e e et aie e ciant s
Dividend InCome. . oo oo e i e e e e e e e
Total INTErest INCOIME « v oot ittt it e e ettt et ie e s
Interest expense o deposivs. ..o i i o e e

TNeT IATEEESE CONIE . « o v vt et e e e e i n i e e e
Loan loss prrovision . ..o e e e i
Net interest income after loan loss provision. .. ... .. ..ol
Qther income:
Fees for invesement management and erust services ... ... . Lo
Service charges o6 depos TACCOUNRIS. . v v it s i it s ia i
Other fees and service chasges. . Lo v oo e
Netgainonsaleof loans. .. ..o i i e
Gain on sale of other real estate owned . . ... i i e
Orther real estate owned income .. ... . oL L e .
Other 0perating INCOME .o vt viie e ie e en e
Total other INCOTE - . o .t it e et e et e e aaanes
Other expenses:
Salaries-regtlar. . .o e e e
Salaries-other . o e e e e e
Employee benefits ... oo on i e
OCCUPANCY EXPENSE + 1 v v vt it e s et e e e
Furniture, fixtures, and equipment .. ... v iin i iiinananin e
Advertising. . ... .. L e e
Professional fees. oo vt e e e e e e e e e e
CompuUrer IOCESSIIE « 2 v v e v a v s i e a e iae s e na it en et
Merchant credit card procussing ... ... . ii i e e
Stationery and supplies. . ...... e e e
Insurance. .. o e e e
Net cost of operation of other real estatc owned. . ... Lo L il oL
Other operating eXpenses . .. ... . .t i e
Total other expenses . ..o u i e e

Income before INCOME TAXES .o .0ttt i i
Applicable income taxes. . o .ol e e e

Earnings per common share ..o i i e i e e e e
Earnings per comnion share - asseming diluston* .. ... .. oo o L

Weighted-avesage shaves omstanding®. .. ooooo oo oo
Dilutive potertdial common shares®. .. oo oo oo

Adjusted weighted-average shares* ... ... o oo oo

The accompanying notes are an integral part of the consolidated financial statements.

*Restated to reflect the effect af che 2-for-1 stock split, effective Seprember I, 1998,

{in thowsands. except for share and pev share data)

1998 1997 1996

$ 23441 $ 22,083 $ 21,513
824 935 257
1,864 1,916 2,082
224 283 406
85 80 79
26,438 25,297 24,337
5,976 6,929 6,490
20,462 18,368 17,847
150 200 350
20,312 18,168 17,497
9,272 7,698 5,936
1,169 1,124 1,081
1,780 1,378 1,280
818 509 398
224 379 1,081

0 Q 74
1,457 661 573
14,720 11,749 10,423
10,289 8,604 7,5%4
2,375 1,655 1,045
1,908 1,791 1,585
1,392 1,365 1,537
1,817 1,565 1,246
1,283 1,063 991
811 822 677
569 584 836
466 390 376
354 22 355
213 188 159

7 9 97
3,211 2,473 2,480
24,695 20,837 18,978
10,337 9,080 8,942
3,480 2,950 2,900
$ 6,857 $ 6,130 $ 6042
$ 158 $ 140 $ 138
$ 151 $ 133 $ 133
4,327,297 4,392,162 4,385,094
225,708 203,660 151,698
4,553,005 4,595,822 4,536,792

L e



CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended Liecember 31,

Operating activities:

Netincame, ..o e
Adjusements wo reconcile net income to

Net cash provided by operating activities:

Provision forloan losses ..o oo

Loansoriginated forresale .. ... .. o
Proceeds tromsale of loans. ... ... .o o
Nergainonsaleof toans. . ... .. .. .
Net gain on disposa’ of other real estate owned ... ... .. . L.
Provision for deferred income taxes. . ... ..o

Change in accrued interest receivable .. ... ... ... ...
Change in accrued incerest payable . ... ... .o ..
Other Lo e

Investins activities:

Purchases of investment securities . . ... ... 0

Proceeds fram sales of investment securities available forsale .. ..o o oo oonl .,
Proceeds from calls of investment securities ... ... .o L

Caprtalization of costs of other real estate owned . ... ... ... ... ... .....
Loan repayments, net of originations, ... ..o
Purchase of automobile retail instaliment contracts . ..., ..............
Purchases of premises and equipment . ..o oo

Net cash (used) / provided by investing activicies, ... ..................

Finmcing activities:

Change in demand and

Savings deposits + oot e e
Change o time deposits . ... oL o e
Dividends paid. .. . .. e e e e e e
Repayment of mortgage dent ... ... L e
Proceeds from issuance of common stock .. ...
Purchase of Treasury Stock ... oo oo

Net cash provided / (used) by financing activities. . ... ............. .. ..

Change in cash and cash equivalents. . . . . .. e e
Cash and cash equivalencs at beginning of year . ... ........... ... .. .. ...

Cash and cash equivalents atend of year . ... ... Lo

Supplemental cash flow information:

Cash paid during the year for
IRCOME BXES -1 oot e
Interest ..o e

The accompanying notes are an integral part of the consolidared financial statements.
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(i thousands)

1998 1997 1996

% 6,857 $ 6,130 $ 06,042
150 200 350
1,333 1,091 1.142
(132,175) (78,407) {56,915}
135,494 75,874 55,276
(818) (509 (398)
(224) (379 {L.081)
20 194 (161
{405) —_— —
(30} 125 299
207 (345) 1.443
(368) 1,485 (713)
10,001 3,459 5,284
{36,683) (30,013) {12,086)
11,415 15,200 16,685
— 27 9,502
15,002 8,955 9,905
249 1,879 3,462
(271 — (141}
—_ (2} —
10,954 26,462 18,974
(26,206) (32.859) (40,831
{1,737 (1,542) (357
(27,277) {11,893 4,913
11,705 22,622 1,837
1,846 3,001 (16,255)
(2,012) {1,543) (2,017
(26} {1,809) (54)
432 260 93
{2,519) (1,329) —
9,426 21,162 {16,396)
{7.850) 14,728 {6,199}
53,182 38,454 44,653
$45,332 $53,182 $38,454
$ 3,861 $ 2,153 $ 3,340
5,769 6,835 5047



CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(in thousands)
For the years ended December 31, 1998 1997 1996
et JNCOME + s oot et et e ettt et e ee i ean e ree e anaraaneenn 36,857 $6,130 $6,042
Other comprehensive income:
Unrealized holding gains (losses)
arising during the period .. ........ .. oo 59 94 (320)
Reclassification adjustment for
gains included in netincome . ... ... —_ — (2
Deferred income rax (benefit) expense on
unrealized holding gains (losses)
arising during the period .. ... o oo (21) (31) 109
Comprehensive Ret INCOME . . ...\ vi it e e $6,895 $6,193 $5,829

The accompanying notes are an integral part of the consolidated financial statements.
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_____-——--_

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ Equrty

{En thousands, except for shares of contmon stock)

For the years ended December 31, 1998, 1997 and 1996
Balance, December 31,1995 ..., ... ... ... .. .. ... ..,
Netincome ... . ... .. i,
Dividends declared, $0.92 pershare ... ... ... . ...
Change in unrealized gains {Josses), ner of income

taxes of $109,000 ... .. ... .. L
Purchase of reasury stock .. ... . L oL,
Retirement of wreasury ~tack ... ... e

Common stock issued

Balance, December 31, 1996 . ..o o o
Net Income ..ot e e e
Dividends declared, $0.72 pershare ............... ...

Change in unrealized ga:ns (losses), ne¢ of income

e By B Ta ¥y

taxes of $.).4.uuu ...............................
Purchase of treasury stock ... .. oo L
Retirement of eeasury stack .. ... o L L
Commonstock fssued . ... ... .. ... . . . ..

S

Balance, December 31, 1997 ... ..
Netincotne ... i
Dividends declared, $0.405 pershase ... ... ... ... ..

Change in unrealized gains (losses), net of income

taxes of 852,000 .. ... .. L
Zfor-istocksplit ... oL
Tax benefit from gains on stock option exercise ..........
Purchase of weasury stock ... ..o .. oL
Retirement of treasury stock ..., ... .. o .
Coramon stock issued ... ... ... ... e
Bafance, December 31, 1998 ..o

The accompanying notes are an integral part of the consoliduted financial statements.

Shares of Unrealized
Common  Comimon Paid-in Retatned Gains  Treasury
Srack issued Stock Capital Earnings {Losses) Stock
2,493,200 $2,493 $4,363 $26,374 $212 $41,539)
— . - 6,042 — —
— — — (2.017) — _—
— — —_ — (213) —
— —_ — -— — (138}
(4.975) (3} (133 —_ — 138
15,660 16 215 —_ -— —
2,503,885 2,504 4,445 30,399 n {1,539}
— —_ —_ 6,130 — —
_ — —_— (1,583} - —
— —_ — — 63 —
—_ — —_ —_ — (1,32%
(2,006) (2) (99 — —-— 10
17,500 17 243 — —_ —
2,519,379 2,519 4,589 34,946 62 (2,767}
— — - 6,857 — —
—_ — — {2,012) — —
— —_ _ - 38 —
2,525,339 2,525 (2,525) — — -
- —_ 173 — — -
— — — — —_ (2,519
(5.740) (5) {103} — —_— 71
28,100 28 404 — —
5,067,078 $5.067 $2.478  $39,791 $100 £(5,215)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Basis of Presentation:

P, | P [ o SO 1 comsnemaames ton . L.‘
< L.,UJJauuud.Lcu financial statemy

Bryn Mawr Bank Corparation (the “Corporation”, The Bryn
Mawr Trust Company (the “Bank”), Tax Counsellors of Bryn
Mawr Inc. ("TCBM?"), Insutance Counsellors of Bryn Mawr,
Ine. ("ICBM”) and The Bryn Mawr Trust Company (Jersey),
Led (“"BMTC (Jersey)™

The preparation of financial statements in conformicy with gen-
erally accepted account.ng principles (“GAAP”) requires man-
agement to make estimates and assumptions that affece the
reported amounts of certain assets and liabiiities and disclosure
of contingent assets and liabilities at the date of the financial
statements and the reporeed amounts of related revenue and
expense during the reporting period. Actual results could differ
from those estimates. For all years presented, all adjusting entries
required for the fair presentation of the financial statements were
made. All such adjustments were of a normal recurring nature.
All significant intercompany transactions and acccunts have
been eliminated upon consolidation.

2. Summary of Significant Accounting Policies:

The accounting policies of the Corporation conform to GAAP
and to general pracrices of the banking industry. The significant
accounting policies are as follows:

Cash and cash equivalents:

Cash and cash equivalents include cash and due from banks,
federal funds sold, and interest-bearing deposits with other
banks with original marurities of three months or less. Cash bal-

ances reserved to meet regulatory requirements of the Federal
Reserve Board amoumed to $4 909, 000 and $10,601,000 at

Investment securities:

Management categorized all of its investment securicies as avail-
able for sale as of i Miabilicy Mt strateey

able for sale as part of its asset/liabilicy management strategy
since they may be sold in response to changes in interest rates,
prepayments, and similar factors. Investments in this classifica-
tion are reported at the current market value with net unrealized
gains or losses, net of the applicable deferred tax efect, being
added to or deducted from the Corporation’s total shareholders’
equity on the balance sheet. As of December 31, 1998, share-
holders” equity was increased by $100,000 due ro unrealized
gains {net of $52,000 in deferred income taxes) of $152,000 in
the investment securities portfolio. As of December 31, 1997,

shareholders’ equity was increased by $62,000 due to unrealized
gains {net of $32,000 in deferred income taxes)of $94,000 in
the investment securides portfolio,

Loans:

Interest income on loans performing satisfactorily is recognized on
the accrual method of accounting. Nonperforming loans are loans
on which scheduled principal and/or interest is past due 90 days
or more or loans less than 90 days past due which are deemed tw
be problem loans by management, All nenperforming loans,

except consumer loans, are placed on nonaccrual status, and any

nnrctanﬂlng intaragst "F‘I“PIUQ]’\]P ar ll’\e‘ f‘|m{' I‘I’\P [nﬂn 15 r]r-e‘mr‘-:*

nonperforming is deducted from interest income. The charge-off
policy for all loans, including nonperforming and impaired loans,
considers such factors as the type and size of the loan, the qualiey
of the collateral, and historical creditworthiness of the borrower.

As a part of its internal loan review process, management, when
considering making a loan an impaired loan, considers a number
of factors, such as a borrower's current financial strength, the
value of related collateral and the zbility to continue to meet the
Gi'i"'ﬁal contractual {CIfmis Or a !Ud.il WIaJOi' tisk u.maulu.u.luﬁs,
used to aggregate loans include both credit risk or the risk of
failure to repay 2 loan and concentration risk. A loan is not con-
sidered impaired if there is merely an insignificant delay or
shortfall in the amounts of payments. An insignificant delay or
shortfall is a temporary delay in the payment process of a loan.
However, under these circumstances, the Bank expects to collect
all amounts due, including interest accrued at the contractual
interest rate for the period of the delay,

When a bortower is deemed to be unable to meet the original
terms of a loan, the loan is considered impaired. While all
impaired loans are not necessarily considered non-performing
loans, if a loan is delinquent for 90 days or more, it is consid-
ered both a nonperforming and impaired loan, All of the
Corporation's impaired loans, which amounted to $1.718,000
and $3,524,000 at December 31, 1998 and 1997, respectively,
were put on a nonaccrual basis and any outstanding accrued
interest receivable on such loans, at the time they were pur on a
nﬂnﬂ(‘(‘r“ﬂl Qfﬂ”lQ wias T'PVPI"QE'(! Frrm Income.

[mpaired loans are required to be measured based upon the pre-
sent value of expected future cash flows, discounted at the loan’s
initial effective interest rate or at the loan’s market price or fair
value of the collateral, if the loan is collateral dependent. As of
December 31, 1998 and 1997, no impaired loans were mea-
sured using the present value of expected furure cash flows or at
the loan’s market price. Impaired loans measured by the fair

value of the loan’s collateral amounted to $1,718,000 and
$3,524 000 fvaly

Aot
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If the loan valuaricn is less than the recorded value of the loan,
an impairment reserve is established for the difference. The
impairment reserve is established by either an allocation of the
reserve for loan logses or by a provision for loan losses, depending
on the adequacy of the reserve for loan losses. All impairment
reserves established in either 1998 or 1997 were allocated from
the existing resetve for loan losses. As of December 31, 1998 and
1997, there were $735,000 and $791,000, respectively; of
impaired loans for which there is a related allowance for loan
losses. The total related allowance for loan loss on impaired loans
at December 31, 1998 and 1997 was $300,000 and $226.000,
respectively. Impaired loans for which no loan foss allowance was
allocated amounted to $783,000 and $2,733,000 at December
31, 1998 and 1997 Average impaired loans during both 1998

P e d

and 1997 amounted to $2,820,000 and $2,927,000, respectively,

When a loan is classified as impaieed, it is put on nonaccrual status
and any income subsequently collected is credited o the outstanding
principal balance. Therefore, no interest income was reported on
outstanding loans while considered impaired in cither 1998 or 1997,
Loans may be removed from impaired status and returned to
accrual status when all principal and interest amounts contractually
due are reasonably assured of repayment within an acceptable
period of time and there is a sustained period of repayment per-
formance by the bortower, with a minimurm repayment of a¢ least
six months, in accordance with the contractual terms of interest
and principal. Subsequent income recognition would be recorded
under the existing terms of the loan. Based on the above criteria,
no loans considered impaired during 1998 wete removed from the
impaired loan status and $409,000 in loan balarces were removed
from impaired status and returned to accrual status during 1997.

Smaller balance, hon.ogeneous loans, exclustvely consumer
loans, when included in nonperforming loans, for practical con-
sideration, are not put on a nonaccrual status nor is the current
accrued interest receivable reversed from income.

Loan lass provision:

The loan loss provisicn charged to operating expenses is based
on those factors which, in management’s judgement, deserve
current recogition in estimating possible loan lesses including
the continuing evaluation of the loan portfolio and the Bank’s
past loan loss experienice. The allowance for possible loan losses
is an amount that management believes will be adequate to
absorb losses inherent in existing loans.

Other real estate owned:

Other real estate owned ("OREO"} consists of properties acquired
by foreclosure. These assets are carried at the lower of cost or esti-
mated fair value at che time the loan is foreclosed less estimated
cost to sell. The amounts recoverable from OREQ could differ
matetially from the amounts used in arriving at the net carrying
value of the assets because of future market factors beyond the
control of the Bank. Costs to improve the property are capitalized,
whereas costs of holding the property are charged to expertse.
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Deferred loan fees:

The Bank defers all loan fees and relaced direct loan origination
costs. Deferred loan fees and costs are generally capitalized and

amortized as yield adjusiment over the life of the loan using the
interest methad.

Premises and equipment:

Premises and equipment are stated at cost, less accumulated
depreciation. The provision for depreciation is computed on a
straight-line basis over the estimated useful lives, as follows:
premises--10 to 50 years, and equipment--3 to 20 years. i
Leasehold improvements are being amortized over the shorter of

the estimated useful life or the term of the lease.

Maintenance and repairs are charged to expense; major renewals
and betterments are capiralized. Gains and losses on dispositions
are reflected in current operations.

Income taxes:

The Corporation files a consolidated Federal income tax return
with its subsidiaries. Certain items of income and expense (pri-
marily loan origination fees, provision for loan loss and other
real estate owned losses) are reported in different periods for tax
purposes. Deferred taxes are provided on such temporary differ-
ences existing between financial and income tax reporting, sub-
ject to the deferred tax asset rezlization criteria required under
Statement of Financial Accounting Standards No, 109,
“Accounting for Income Taxes” (“SFAS No. 109™).

Trust income;

Trust Division income is recognized on the cash basis of
accounting. Reporting such income on a cash basis does not
materially affect net income.

Recendy issued accounting standards:

In Septernber 1997, Statement of Financial Accounting
Standard No. 130, “Reporring Comprehensive Income” (*SFAS
No. 1307) was issued. SFAS No. 130 establishes standards for
reporting and displaying comprehensive income and its compo-
nents in financial statements. Comprehensive income includes
net income and several other items that current accounting stan-
dards require to be recognized outside of net income, such as
unrealized holding gains and lasses on available-for-sale invest-
ment securities in accordance with Statement of Financial
Accounting Standard No. 115, “Accounting for Certain
Investments in Debt and Equity Securities™. SFAS No. 130 is
effective for fiscal years beginning after December 15, 1997,
The Corporation adopted SFAS No. 130 on January 1, 1998,
When first applying SFAS No. 130, financial statements for car-
lier periods that are provided for comparative purpases are
required to be restated to reflect application of the provisions of
SFAS No. 130. SFAS No. 130 must be adopred ar the begin-
ning of a business enterprise’s fiscal year,




In September 1997, Statement of Financial Accounting
Standard No, 131, “Disclosures about Segments of an Enterprise
and Related Information” {“SFAS No. 1317) was issued. SFAS
131 replaces Statement of Financial Accounting Standard No.
14, “Financial Reporting for Segments of 2 Business Enterprise”.
SFAS No. 131 requires public business enterprises to report cer-
tain information abour their operating segments in a complete
set of financial statements to shareholders. Such financial infor-
mation is required to be reported on the basis that it is used
internally by the enterprise’s chief operating decision maker in
making decisions related to resource allocation and segment per-
formance. SFAS No. (31 is effective for financial scatements for
periods beginning after December 15, 1997. The Corporation
adopted SFAS No. 131 on January 1, 1998. Cornparative year
information is requirec to be restated in accordance with SFAS
No. 131, if practicable In 1998, the first year of implementa-
tion, SFAS No. 131 wus not required to be applied to interim
period financial statemznes and the Corporation did not do so.

In February 1998, Statement of Financial Accounting Standard
No. 132, “ Employers’ Disclosures about Pensions and Other
Postretirement Benefits” ("SFAS No. 132™ was issued. This
statement supersedes disclosure requirements of S:atements of
Financial Standards Ne. 87, “Employers’ Accounting for
Pensions”; Statement of’ Financial Accounting Standard No. 88,
“Employers’ Accounting for Settlements and Curtailments of
Defined Benefit Pension Plans and for Termination Bencfits™
and Statement of Financial Accounting Standard Mo. 106,
“Employers’ Accounting for Postretirement Benefics Other Than
Pensions” (the “Superseded Statements™). SFAS No. 132
addresses the disclosure aspects of the Superseded Statements
and does not address mzasurement or recognition, as required
under the Superseded Statements. SEAS No. 132, requires
employers to disclose some information not required previously,
while eliminating other requirements that were not considered
useful. SFAS No. 132 is effective for fiscal years beginning after
December 15, 1997. The Corporation adopted SFAS No. 132
on January 1, 1998. Disclosures required by SFAS No. 132
should be provided for carlier periods presented for comparative
purposes, unless that information in not readily avzilable.

3. Investment Securities:

The amortized cost and estimated marker value of investmenes,
all of which were classifi=d as available for sale, are as follows:

(in thousands) 1998
Gross Gross  Estimated
Amortized Unrealized Unrealized Muarker Carrying
Cost Gains Losses Value Valye
Obligations of the
U.S. Government
and agencies........  $44,834 $ 99 $26 344911 944,911
State & political
subdivisions ........ 4,612 62 - 4,674 4,674
Other securitivs...... 1,374 17 — 391 1,31
Total oo $50,824 $178 326 350976  $50,976
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(tn theusands) 1997
Gross Gross  Estimated
Amortized  Unredlized  Unrealized  Market  Carrying
Cost Cains Losses Vilue Value
Obligations of the
U.S. Government
and agencies.......  $35,030 $71 $29  $35.072  $35.072
State & political
subdivisions ........ 4,270 38 — 4,308 4,308
Other securicies...... 1,273 13 — 1,286 1,286
Total oo, $40,573 3122 $29  $40.660 340,666

At December 31, 1998, securities having a buok value of
$10,500,000 were pledged as collateral for public funds, trust
deposits, and other purposes.

The amortized cost and estimated market value of investment
securities at December 31, 1998, by contractual maturity, are
shown below. Expected maturities will differ from contractual
maturities because borrowers may have the right to call or pre-
pay obligations with or withour call or prepayment penalties.

{in thousands) 1998
Estimated
Amertized Market
Cost Value
Due in ane year or less..oinamimcenns 527,168 $27.201
Due after one year through five years.......... 21,860 21,935
Due after five years through ten years ... 438 449
Due after ten years ..o ieieieeirins — —_—
Other securities........... 1,358 1,391
TOtal et re s en e $50,824 $50,976
Proceeds from sales of debt securitics are as follows:
(n thousands) 1998 1997 19uG
Proceeds....oviiniieiics s 5— $— $9.502
Gross gains . —_ -— 2
Gross |osses....oovvierieces e, — — —
4, Loans:

Loans outstanding at December 31 are detailed by caregory as
follows:

{in thousands) 1998 1997
Real esrate loans:

Permanent mortgage loans ... $110,535 $102.474

Construction loans. ... ... - 13,204 13,647
Commercial and industrial loans .............. 89,368 75474
Loans ro individuals for household,

family, and other consumer

EXPCAAITUIES. oo vctrries s enr s ecas e 68,078 76,963

Total .......... $281,185 £268,558

All loans past due 90 days or more, except consumer loans, are
placed on nonaccrual status. Nonperforming loans amounted to
$493,000 and $1,169,000 at December 31, 1998 and 1997,
respectively. Forgone interest on nonacerual loans was $230,000,
$298.000, and $144,000 in 1998, 1997, and 1996, respectively.




5. Allowance for Possible Loan Losses:

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

(in thousands) 1998 1997 1996
Balance, January I, ........ $4,074 $4,182 $3.652
Charge-ofls coiivvriiennens, (243) {433) (268)
Recoverios. .o ns 119 125 448
Net recoveries / {charge-offs) ... (124) (308) 180

Loan toss provision .................. 150 200 350

Balance, December 31,......... ... $4,100 $4,074 $4,182

6. Premises and Equipment:

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

(in thousands) 1998 1997
Land ....coovirecrivens % 3,003 $ 2973
Buildings.......oorsvoee.. 11,649 10,484
Furniture and equipment... 10,090 9,785
Leasehold improverents 389 184
25,131 23,426
Less accumulated depreciation | 12,922 11,636
Toral coinniieneann, $12,209 $11,790

During 1997, the Corporation paid off a moregage loan on irs
property located at 10 Bryn Mawr Avenue. As of December 31,
1998, the Corporation hus borrowings outstanding of $668,000.
The borrowings are collateratized by a property with a book value
of $1,682,000. The weiglited average interest rate on the borrow-
ings was 8.50% and 9.54% in 1998 and 1997, respectively.

7. Disclosure about Fair Value of Financial Instruments:

Statement of Financial Acounting Standards No. 107,
“Disclosures about Fair Value of Financial Instruments” (“SEAS
No. 1077), requires disclosure of the fair value information ahout
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 tech-
niques. Those techniques are significantly affected by rhe
assumptions used, including the discount rate and estimates of
future cash flows. In thac regard the derived fair value estimares
cannot be substantiated by comparison to independent markets
and, in many cases, could not be realized in immediate settle-
ment of the instrument, SIAS No. 107 excludes certain financial
instruments and all non-financial instruments from irs disclosure
requirements. Accordingly, the aggregate fair value amounts pre-
sented do not represent the underlying value of the Corporacion.

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

is pracricable to estimate thae value:
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Cash and cash equivalents:

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

Investment securities:

Estimated fair values for investment securities are based on quot-
ed market price, where available. If quoted market prices are not
available. estimated fair values are based on quoted market prices
of comparable instruments.

Loans:

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 analy-
ses, using interest rates currently being offered for loans with
similar terms to borrowers of similar credit quality. The estimat-
ed fair value of nonperforming loans is based on discounted esti-
mared cash flows as determined by the internal loan review of
the Bank or the appraised market value of the underlying collat-
eral; as determined by independent third party appraisers.

Deposits:

The estimated fair values disclosed for noninterest-bearing
demand deposits, NOW accounts, and Market Rate and Market
Rarte Checking 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 ate estimated
using a discounted cash flow calculation that applies interest
races currently being offered on certificates o 2 schedule of
expected monthly macurities on the certificate of deposit. SFAS
No. 107 defines the fair value of demand deposits as the amount
payable on demand and prohibits adjusting estimared fair value
from any value derived from retaining those deposits for an
expecred future period of time.

Other liabilities;

Estimated fair values of long term mortgages, collaceralized by
one property included in premises and equipment, are based on
discounted cash flow analyses, using inrerest rates currently
being offered for similar types of loans and amortizing the loan
under existing amortization tables for each loan.




Off-balance sheet instruments: The provisions for federal incorne taxes coasist of the following:

Estimated fair values of the Corporation’s off-balance sheet instru-

ments (standby letters of credit and loan commitiments) are based (in thousands) 1908 t9y7 1996
on fees currently charged to enter into similar loan agreements -
oS, y charg - © X Currently payable $3,500 2756 830610
taking into account the remaining terms of the agreements and Deferred . oo (20) 194 (61 I
the counterparties’ credit standing. Since fees and rates charged L Y T W77 $2,950 $2.900
for off-balance sheet items are at marker levels when set, there 1s
no matesial difference between the stated amount and estimated The sources of temporary differences resulting in deferred
fair values of off-balance sheet instruments. federal income taxes and the approximare tax effect of each are
- . ) . C as follows:
'he carrying amount ind estimated fair value of the Corporation’s
financial instruments ut December 31 are as follows: (in thousands) 1998 1997 1996
Gin thousands) Other real esta.{e' owned oeennies $ .0 $ 364 § &
1998 1997 Loan loss provisian [3)) o3) {119
Carrying Estimated Carrying Estimated Depreciation ... 12 {32) (B3)
Amount Faic Value Armount fair Value Pension expense....., (38) 9 {37 I
Financial assets: Deferred loan foes 57 12 27
Cash and due from banks .. .. . $ 19810 $ 19810 % 34404 3 34464 Ocher... o {71} 59
Interest-beazing deposits with Toral..... $(20) $194 s(161)
otherbanks ... ool -, 5,150 5,150 2,118 2,118
Federal fundssold .0y 20,372 20,372 16,600 la.600 Applicable federsl income taxes differed from the amount derived by applying
Investment securities . .. ... .. 50,976 50,976 4,660 40,606 the statutory federal rax rate to income as follows:
Metloans ... vnn. L 277,085 283,265 204,484 269,656
Towl financial assets ., .. 373393 $379.573 348,332 $363.504 1998 1997 1996
Financial liabilicies: Statutory federal tax rate 34% 34% 34%
Deposits oo oo e $342,357  $342465 $313.806  $328,644 (in thousands)
Other liabilities . ........... 68 708 094 719 Compul’fd “f_‘xpc[_‘[’ﬁd”
Total financial liabilities .. $343,025% $343,173  £329.500 $329,363 TAX EXPENSE ..., $3.515 $3.087 £3,040
COf-balance sheet instruments ... $ 92,920 $ 92,920 3 81,607 $ 80,607 Benefir reductions ir taxes
resulting from tax-exemps
. COMIE. s vaserernnns (334) (113 (181}
8. Applicable Federal Income Taxes: Oher, NEton s, 299 (24) 41
The components of the net deferred tax asset as of December 31 Actual 1ax expense ... $3.480 52,950 $2,900
are as follows:;
(in thousands) 1958 1997
Deferred tax assets:
Loan loss reserve ... $710 $659
Deferred loan fees. .. 22 34
Depreciation ... 53 15
Orcher reserves... 353 410
1,138 i,118
Deferred tax liabilities:
Unrealized appreciation on
INVESTMENT SECUAEIES 1eveervenirrseeiarsereneanpens (52) (32)
Foral deferred tax assets....ooveevecrreceererns $1,086 $1,08G

No valuation allowance was recorded as of December 31, 1998
and 1997.




9. Pension and Other Postretirement Benefits

The Corporation spcnsors two pension plans and a postrerirement benefit plan for certain of its employees,

The following tables provide a reconciliation of the changes in the plans’ benefit obligation and fair value of assets over the two-year
period ending Decemiber 31, 1998, and 2 reconciliation of funded status as of December 31 of both years:

Pension Benefits Postretirement Benefies
{(Dollars in thousands) 1998 1997 1998 1997
Reconciliation of Benefit Obligation and Plan Assets
Change in benefit obligation
Benefir obligadon at January 1 ... $12,623 $10,174 % 2,366 $ 1503
Service CoSt s e 701 355 9 11
Interest cost ... 200 7H} 141 165
Amendments .. 40 137 (1,390) —
Actuarial (gain) loss .. B81 1,417 390 R76
Benefits paid .o omicenim et (409 (450) (189) (189
Benefir ohligation at Decenber 31 o $14,746 $12,623 $ 1,327 $ 2.366

Change in plan assets
Fair value of plan assets at Junuary v, 517,527 $14,508 3 — 5 —

Actual return on plan assets ... 3,580 3.469 — —
Employer conuibution ... . — — 189 189
Benefits paid......ccovirrnien s sse e s N {409) {450) (189) (189}
Fair value of plan asscts at December 31, _$20,698 $17,527 $  — 3 -
[ S ciliati tions

Pension Benefirs Postretirement Bencfits
(Dollars in thousands) 1998 1997 1998 1997
Reconciliation of funded status
Funded Status.....covevvvniesrncssnasn i ess e § 5992 % 4904 $(1,327) $(2,365)
Unrecognized net acruarial (pain) loss. {6,476) (5,579) 452 78
Unrecognized priog seevice cist .. 324 325 — —
Unrecognized trinsition obligation (asser) ... - — 363 1,831
Prepaid (accrued) benefit cast i ieesrensrsine, ..."‘i {200} $ (350) $ (512} $ (450)
Amounts recognized in financial staternents consists oft
Prepaid benefic cost/{Accrued benefir Liability) ....... 5 (200 $ (350 $ (512) $ (456
Intangible asser ..o icrrimensssereer e enne — 29 —_ —
Net amount recognized v veeerieeerrieeriese s $ (200) $ 320 $ (512) § (456}

The Bank’s Supplemental Employee Retirement Plan (the “SERP™) was the only pension plan with an accumulated benefit obligation
in excess of plan assets. The SERP’s accumulated benefit obligation was $897,197 as of December 31, 1998 and $736,719 as of
December 31, 1997. There are no plan assets in the SERP due to the nature of the SERE The Corporation’s plan for postretirement
benefits other than pensions also has no plan assets. The agpregate benefic obligation for that plan was $1,326.728 as of December 31,
1998 and $2,365,556 as of December 31, 1997,

The assumptions used in the measurement of the Corporation’s benefit obligation are shown on the following table:

Pension Benefits Postretirement Benefits
1998 1997 1996 1998 1997 1996
Weighted-average assumptions as of end of year
Discount £ate oooeeerecveccnisnennse 6.75% 7.00% 7.50% 6.75% 7.00% 7.50%
Expected returtt on plan assets .. 8.25% 8.00% 8.00% N/A N/A N/A
Rate of compensation increase .. 5.00% 5.00% 5.00% N/A N/A NA
Medical Trend Rate ..o ccvriciiecvaceeemrrrsrennsienans MiA N/A N/A N/A M/ N/A

The assured health care cost trend rate used was 7% and was graded down in 1% increments per year to an uleimate rate of 6% per vear.
gl pery pery
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The following table provides the components of net periodic cost (income) for the plans for years ended Drecember 31, 1998 and 1997:

Pension Benefits

Postretirement Benefits

1998

1997 1996 1998 1997 1996
SETVICE COSL..evurarremssieersterresstaans sesesbesnbimressesmmssssbones $ 701 $ 555 5 489 $ 9 $ 0 o
TILETESE CUSToevvmrvrvrrrversveerrrrrenn. 900 790 693 141 165 106
Expected return on plan assets ... neecasniosnns (1,428) (1,144) (1,003) —_ — —
Amortization of prior service cost oo enrconene 52 33 108 — — —
Amortization of transition obligation {asset) ........ — -_— — 78 122 122
Amortization of net actuarial (gain) loss................ (379) (266) (179 17 - 77)
Net periadic benefit Cost v connernesnssrreranns $(150) $ (27 $108 $245 $298 $162

The prior service costs are amortized on a straight-line basis over the average remaining service period of active participants. Gains and
losses in excess of 10% of the greater of the benefit wbligation and the market-related value of assets are amortized over the average

remaining service period of active participants.

Sensitivity Analysis, Postretirement Benefies
Effect on total of service and interest cost companents

Effect on accumulated postretirement benefir ebligation . ......... ... ... L

Thrift Plan

The Corporation sponsor: a thrift and savings plan the “Thrift
Plan”™) covering substantially all employees. The Thrift Plan pro-
vides for the Corporation to make incentive contributions equal
to the participant’s basic contribution, up to a maxirmum of 3%
of compensation and proyides for voluntary employee contribu-
tions.

All contributions and interest earned thereon are vested immedi-
ately. The Thrift Plan expense was approximately $245,000,
208,000 and $180,000 in 1998, 1997 and 1996, respectively.

29

L-Percentage 1-Percentage
Point Increase Point Decrease
$10,154 § (9.425)
80,602 (74,774)
10. Stock Option Plan;

At December 31, 1998, the Corporation maintains a stock
optien and stock appreciation rights plan {the “Stock Option
Plan™), which is described below. The Cotporation applies APB
Opinion 25 and related interpretations in accounting for the
Stock Option Plan, Accordingly, no compensation cost has
been recognized for the Stock Option Plan. Had compensation
for the Corporation’s Stock Option Plan been determined based
on the fair value at the grant date for awards in 1998, 1997 and
1996, consistent with the optional provistons of Statement of
Financial Accounting Standards No. 123, “Accounting for Stock
Based Compensation”, the Corporation’s net income and earn-
ings per share would have been reduced to the pro forma
amounts indicated below:

1998 1997 1996

Net income - as repofted 56,857 $6,130 36,042

Net Ingome pro forma $6,373 36,003 $5.946
Basic earnings per share -

as reported $ 158 $ 1.40 $ 1.38
Basic earnings per share -

proforma $1.47 $ 1.37 $ 1.32

The fair value of each option granted is estimared on the date of
the grant using the Black-Scholes option pricing model with the
following weighted-average assumptions used for graats in 1996,
1997 and 1998: dividend yield of 1.81 percent, expected
volatility of 22.5 percent , expected life of seven years and risk-

free interest rates of 5.6, 7.1 and 6.5 percent, respectively.

All option amounts have been restated to reflect the 2-for-1
stock split, effective Seprember 1, 1998.




The Plan had, prior to 1994, up to 216,000 authorized and
unissued or Treasury shares of the Corporation’s common stock
reserved for issuance under the Plan. During 1994, the share-
holders’ approved an additional 217,720 shares for issuance
under the Plan. The option to purchase shares of the
Cotporation’s common stock was issued to key officers. During
1993, the sharcholder’s approved the issuance of 80,000 shares,
20,000 to be granted o outside directors, for 4 years after cach
Annual Meeting. The option price will be set at the last sale
price for the stck on the 3rd business day following the
Corporarion’s Annual Meeting, During 1998, the shareholders
approved the issuance of up to 217,606 shares available for
issuance to both emplosees and directors. The price will be
determined by the Corporation’s Compensation Commitree of
the Board of Directors at the time the option is granted.
Optians granted may erther be “incentive seock options™ within
the meaning of the Internal Revenue Service code, or non-quali-
fied options. The stock options are exercisable over a period
determined by the Board of Directors; however, the option peri-
od will not commence carlier than one year or be longer than
ten years from the date of the grant. The Plan provides that the
option price at the date of grant will not be less than the fair
market value of the Corporation’s common stock. The following
is 2 summary of transactions under the Plan:

Shares Available Price Weighted
Under for pet Average
Qption Option Share Exercise Price
Balance at
December 31, 1995 370,920 62,520 $4.50 - $9.50 $7.56
Options granted 14,000 {18.000) $12.50 $12.50
Options excrcised (3..3200 $6.75 - $8.25 $7.36
Balance ar
Dacemnber 31, 1996 357,600 44,520  $4.30 - $12.50 $7.83
Options granted 15,000 (18,000} $16.60 $16.60
Ontions exercised (34,000) §7.00 - $12.50 $7.43
Balance at
December 31, 1997 340,600 26,520 $4.50 - $16.M4 $8.26
Optiuny auchorized 217,606
Options granted 97,400 {97 400) $24.50 $24.50
Options exereised (31,920) $6.75 - $24.50  $10.28
Balance at
December 31, 1998 405,080 146,726 $4.50 - $24.50  $12.06
Weighted-average remaining
contractual life of
options outstanding at
Decemnber 31,1998 ... .. 5.14 years

The weighted-average fair value of options granted during 1996,
1997 and 1998 were $10.64, $13.99 and $7.39, respectively.

The number of exercisable shares at December 31, 1998, 1997
and 1996 were 388,480. 279,960 and 239,680, respectively,
with respective weighted average exercise prices of $12.25,

$8.39 and $7.7L.
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Stock appreciation rights may be granted in tandem with non-
qualified stock options. No stock appreciation rights have beent
granted under the Plan. The options had a $.11 per share, $.03
per share and $.02 per share dilurive effect on earnings per
share for the years ended December 31, 1998, 1997 and 1996,
respectively.

11. Related Party Transactions:

The Corporation had loans outstanding directly to executive
officers, directors and cerrain other related parties of
$3,836,000 and $3,506,000 at December 31, 1998 and 1997,
respectively.

Following is a summary of these transactions:

(i thousands) 1998 1997

Balance, beginning of year 43,506 $3.465
Additions 1,173 549
Amounts collected (843) (508)
Balance, end of year 53,836 $3,300

12. Instraments with Off-Balance Sheet Risk
and Conceatration of Credit Risk:

The Corporation is a party to financial instruments with off-bal-
ance 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 consoli-
dated statements of financial condition. The contracual
amounts of those instruments reflect the extent of involvement
the Corporation has in particular classes of financial instru-
ments.

The Corporation’s exposure to credit loss in the event of nonper-
formance 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 com-
mitments and conditional obligations as it does for on-balance
sheet financial instruments.




Commitments to extend credit are agreements to lend to a cus-
tomer as long as there is no violation of any condition estab-
lished in the agreement. Commitments generally have fixed
expiration dates or other termination clauses and may require
payment of a fee. Some ¢f the commitments are expected to
itment

expire without being drawn upon, and the toral coram
amounts do not necessar.ly represent future cash requirements.
Total commitments to extend credic at December 31, 1998 are
$85,775,000. The Corperation evaluates each custcmer’s credit-
worthiness on a case-by-case basis, The amount of collateral
obtained, if deemed necessary by the Corporation upon exten-
sion of credit, is based on management’s credit evaluarion of the
counterparcy. Collateral +aries but may include accounts receiv-
able, marketable securities, inventory, property, plant and equip-
ment, residential real estute, and income-producing commercial

properties.

Standby letcers of credit rre conditional commitments issued by
the Bank to a customer for a third party. Such standby letrers of
credits are issued to support private borrowing arratgements,
The credit risk involved in issuing standby letters of credit is
similar to that involved in extending loan facilities to custornets.
The collateral varies, but may include accounts receivable, mar-
ketable securities, inventory, property, plant and equipment, and
residential real estate for those commirments for which collateral
is deemed necessary. The Corporation’s obligation under stand-
by letters of credit and bankers acceptances as of December 31,
1998 amounted to $6,651,000 and $494,000, respectively.

As of December 31, 1998, the Corporation had nc loans sold
with recourse outstandir.g.

The Corpotation grants construction, commercial, residential
morigage, and consumer loans to customers primarily in
Southeastern Pennsylvania. Although the Corporation has a
diversified loan portfolio, its debeors ability to honor their con-
tracts is substantally dependent upon the general economic con-
ditions of the region.

13, Risks and Uncertainties:

The earnings of the Corporation depend on the earnings of the
Banl. The Bank’s earnings are dependent upon both the level of
net interest income and non-interest revenue streams, primarily
fees for trust services, thar are earned annually. Accordingly, the
earnings of the Corporation are subject to risks and uncerraincies
surrounding both its exposure to changes in the interese rare
environment and movements in financial markers.

Most of the Bank’s lending activity is with customers located in
southeastern Pennsylvania. Lending is spread between commer-
cial, consumer and real estate related loans, including construction
lending. While chese loan concentratians represent 2 potential
concentration of credit risk, the Bank’s credir oss experience com-
pares favorably to the Bank's peer group credit loss experience.

Significanc estimates are made by management in determining
the allowance for passible loan losses, the cartying value of orther
real estate owned and employee benefit plan expense.
Consideration is given to a variety of factors in establishing these
estimates, including current economic conditions, the results of
the internal loan review process, delinquency statistics, borrow-
ers perceived financial and managerial strengths and che adequa-
cy of supporting collateral, if collateral dependent, or the present
value of future cash flows. Since the allowance for possible loan
losses and the carrying value of other real estate owned are
dependent, to a great excent, an general and other econemic
conditions beyond the Bank’s control, it is at least reasonably
possible the the estimates of the allowance for possible Toan loss-
es and the carrying value of other real estate owned could differ
materially from currently reported values in the near rerm.

|
|
|
|
|

|
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I4. Selected Quartesly Financial Data (Unandited): 15. Condensed Financial Statements:

(In thousands, excent Quarters ending 1998 The condensed financial starements of the Corporation (parent
per share daa) © 3/31 6/30 9/30 12/31 company only) as of December 31, 1998 and 1997, and for |
Intetest income . . .. .. $6,510  $6,570 $6,686  $6,672 each of the three years in the period ended Decernber 31, 1998, I
Inrerest expense .. ... ... 1,528 1,514 1,507 1,427 are as follows:
Net interest ingome .. .. 4,982 5,056 5,179 5,245
Provision for loan losses . 25 25 37 63 Condensed Balance Sheets
Income before income raxes 2,616 2,498 2,657 2,566
Netingome .. ......... 1,746 1,628 1,732 1,751 " o
Earnings per common share 0.40 0.38 b.é() 0.41 (in thousands) 1998 1997
Earnings per common share - Assets:
assuming difurion , .., 0.38 0.36 0.38 0.39 Cash oo $ 221 2967
[nvestments in subsidiarjes,
. at equiry in netassets ., L. ..., 38,710 34,922
Quarters ending 1997 Premises apd equipment, net . .. .. 4,056 4,155
(In thoysands, except Ocher assets 72 —_
per share data) 3431 6/30 9730 1231 TEEEER e
[nterest income ... .. ... $6,125 $6,25% $6.482  $6,435 Toalassets ..o $43,059 044
Interest expense .. ...... 1,682 1,776 1,82n 1.645 Liabilities and sharcholders’ equity:
MNet interest income ... .. 4,443 4,479 4,656 4,790 Mortgages payable ....... ..., . $ 668 64
Provision for loan losses ., 50 50 50 30 Orther Habilities .. ............ 170 1
Incomme before income takes 2,i78 2,075 2,31i 2,516 .
Nerincome ........... 1458 1,390 1540 1,742 Commbual labilities AP o 838 695
Earnings per common share 0.33 0,32 0.35% 0.40 nmmon stock, par value $1, authorized

25,000,000 shares and 5,000,008 shares
as of Diecember 31, 1998 and 1997,
respectively, issued 5,067,078 shares
and 2,519,379 shares as of Diecember
31, 1998 and 1997, respectively, and
ourstanding 4,303,818 shares and
2,185,609 shares as of Decemnber 31,

Earnings per common sharte -
assuming dilution . . ., 0.32 0.30 .34 0.38

1998 and 1997, respectively, ... .. 5,067 2519
Paid-in capital in excess of par value . 2,478 4,589
Unrealized investment appreciation

{depreciation).net of deferred income taxes 100 a2
Retained carnings 39,791 34,946

Less common stock in treasury, ar cuse -

763,260 shares and 333,770 shates

as of December 31, 1998 and 1997, (5,215) (2,767)
Total sharcholders’ equity .. ... .. 42,221 39,349
Total liabilities and

shareholders’ equicy ..., ... $43,059 $40,044

Condensed Statements of Income

{in thousands) 1993 1yy7 1996
Dividends from The Bryn

Mawr Trust Company ., . . $4,012 $5,359 $2.017
[nterest and other income . . . 236 237 237

Tota! operating income , . . 4,248 5,596 2,254
Expenses .. .o.anuniannn.. €77 360 445
Income before equity in

undistributed income of

subsidiaries .. ......... 3571 5,130 1,800
Equity in undiseributed income
of subsidiaries ,........... 3,136 852 4,162
Income before income taxes . . 4,707 6,088 5,971
Federal income tax benefit | . 150 42 71
Netincome .. .......vv0.. $6,857 $6,130 $6,042
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Condensed Statements of Cash Flows
(in thousands) 1998 1997 1996
Operaring activities:
MNet income ... ... $6,857 $6,130 36,042
Adjustments to reconcile net income
te net cash provided
by uperating activities:

Equity in undistributed (earnings)
losses of subsidiaries:
The Bryn Mawr Trust Company (3,133) (852) (4.162)
Tax Counsellors of Bryn Mawr (9) — —
The Bryn Mawr Trust Ccmpany
(Jersey), Led. .. oL, 8 — —
Depreciation expense .., . 99 98 98
Other ...l (1} (i} (56
Net cash provided by
operating activities . . 3,819 5,375 1,922
Tnvesting Activities:
[nvestment in subsidiaries . . (440) (75) —
Net cash provided by
investing activities . . (440) (75) —
Financing activities:
Dividends paid ......... (2,012) (1.583) (2,017)
Repayment of mortgage debt (26} (1,809) —
Repurchase of creasury stock (2,519 (1,329) —
Proceeds from issuance of st ick 432 260 93
Met cash used by financitg
activities .. ..., .. .. (4,125) {4,461) (1,924)
(Decrease) increase in cash and
cash equivalents ..., . ... (746) 839 (2)
Cash and cash equivalents at
beginning of year ... ... 967 128 130

I Cash and cash equivalents ac
endofvear ............ $ 221 $967 4128
These statements should be read in conjunction wi:h the other

notes related to the consolidated financial stacements.

As a bank and trust company subject to the Pennsylvania Banking
Code (the “Banking Codz"} of 1965 as amended, the: Bank is sub-
ject 1o legal limirations as 1o the amount of dividends that can be
paid to its shareholder, thz Corporation. The Banking Code
restricts the payment of dividends by the Bank ro the amount of its
retained earnings. As of December 31,1998, the Bar.k's retained
earnings amounted to $31,330,000. Therefote, as of December
31,1998, dividends available for paymenc ¢o the Corporation are
limited to $31,330,000. Since the sole source of dividend funding
for the Corporation’s dividend payments to its shareliolders is

the Bank’s dividends, the Corporation is effectively limited as

to the amount of dividends that it may pay to an amount equal

to the limits placed on the Bank, as discussed above.
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16. Segment Information:

The Corporation’s principal operating segments are siructured around the financial services provided its customers. The banking sep-
ment gathers deposits and makes funds available for loans to its customers. The Banls Investment Management and Trust segment
provides both corporate and individual investment manzgement and trust produces and services. The Bank’s mortgage banking segment
originates and sells residential mortgage loans to the secondary mortgage market.

Segment information for the years ended December 31, 1998, 1997, and 1996 is as follows:

{in thousands)

Net interest income ... ., s
Less foan lass provision ..

Mer interest income after
Taan loss pravision

Other income;

Fees for investment

management amd
(rust servives ..., ..

Service charges an
deponit acuounts ...,

Othes fees and senice
charges
Net gain on sale of
Ioans .

Gain on sale of uther

rea) estate owned . ..,

Other real estate

owned income ., ., ..
Other operaiing

inceme . .

Tota) other income .. .. ...,

Onher expenses:
Salasies- repudar
Salaries- other

Fringe benefits . .........
Occupancy

Qnher operating expenses . .
Total uther expenses .. .. ...

Segment profit {loss) .. ... ..
Tatersegment (revenues)

expenses ., ...

Segment profit after
eliminations

% af segmenc profit {foss} | . .
Toal assets at Devemnber 31 . .

Capital expeaditeres ., ... ..
Depreciation and
amortization

1998 1997+ 1996*
Mortgage All Mortgage All Morsgage  All

Banking Trust Baking Other Consolidated | Banking  Trust  Banking Other Cousolidated Banking Trust  Banking Oiher Comsalidawed
$ 20103 $ - $ 1356 53 $20,462 | $I18031 8 - $ 337 0§ — e s T I+ LB BRSNS
150 — — - 150 200 — — — 200 350 — — — 30
19,953 —- 356 3 20,312 Y783 - 337 — 18,168 17.24% — 256 -— 17,447
- 9,272 — - %172 g 7698 — — 7698 0 5,936 - —_ 8436
1,169 — - — 1,169 1124 — — — [ 1,081 — - — 1.081
571 — 1,209 — 1,780 503 — 875 — 1,378 458 — 822 -— 1,288

35 — 783 — 818 43 — 466 — 509 33 — 363 —_ 30R

224 _ — -— 224 79 — — — 379 1,081 — — — 1083

— ~— —_ — —_ — — — — 74 -— -— - 74

531 — — 1,079 1,710 328 — 4 370 402 524 - 53 137 914
2,630 9,272 1,992 1,079 14,975 2,577 7,658 1,345 Ex) 11.99¢ 3,153 5,936 1,238 237 14,6114
6,489 2,863 417 520 10,289 5,858 2415 235 2 8,604 5,024 2,066 204 — 7,594
1,692 386 117 180 2,375 1,347 213 93 — 1,655 +0Y 18 14 — 1045
1,232 549 74 53 1,908 1,237 501 45 & 1,791 1,040 479 410 - 1,585
2,793 422 62 140 3,457 2,543 361 39 22 3160 2.259 37 44 345 Aain
5,003 898 400 618 6,919 4,730 733 233 166 5,862 4971 688 4 A 1] A876
17,209 5118 L070 1,551 24,948 15,715 4225 643 493 21,078 14,429 3722 623 WS 19.219
5,374 4,154 1278 (469) 10,337 4693 3473 1,037 {11 9,080 6,005 2214 71 (U8} R942
17 236 - {2i% — {5 236 — {231 — {5} 236 — {2 —

$ 5357 $4390 $1,278 $(688) 510,337 54,688 $3,709  $1,037 $(334) $ 9,080 | 5 6,0im0 2,450 $871 $(439) % 8nva2
52% 40% 12% 4% 100% $2% 38% 1%  -1% 1001% GHY% 5% 1ot -3, 10,
$369,556 § 435 $16,532 $5.297 $391,840 5368339 § 158 5 — $5.213  $374.210 [$34145¢ 3 159 $ 7 84395 $14s74
$ 2,108 $ 370 3 93 % 30 $ 2,601 )% Lan2 § 80 & ~ 3 — § 1542 1% 409 % 143 3585 — % 357
$ 1,146 $ 139 § 16 § 106 % 1407 |$ 485 § 105 5 3§98 $ 1490 1§ 1807 3 125 & 108 ~—~  § 1142

Beyn Mawr Bank Corporation Tax Couasellors of Brya Mawr, Inc.,, and Ensurance Counsellors of Bryn Mawr, Inc, have been aggregated in All Other,

Intersegment (revenues) expenses consist of intersegment rent payments to Bryn Mawr Bank Cotporation from ocher segments and a $5,000 managemens fee,

Bryn Mawr Bank Corporation to the Bank.

" Reelassified for comparative purposes.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Direcrors and Sharcholders of Bryn Mawr Bank Corporation:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
income, comprehensive income, changes in sharcholders' equity and of cash flows present fairly, in all
material respects the financial position of Bryn Mawr Bank Corporation and its subsidiaries at
December 31, 1998 and 1997, and the results of their operations and their cash flows for each of the
three vears in the period ended Diecember 31, 1998, in conformity with generally accepted accounting
principles. These financial staterr ents are the responsibility of the Company’s management; our responsi-
bility i to express an opinion on these financial statements based on our audits. We conducted our
audits of these statements in accordance with generally accepred auditing standards which require chat
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. Ar. audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and signifi-
cant estimates made by management and evaluating the overall financial statement presencation. We
believe that our audits provide a reasonable basis for the opinion expressed above.

W@w ZE P

2400 Eleven Penn Center
Philad:lphia, Pennsylvania
January 21, 1999
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PRICE RANGE OF SHARES

1998 1997*
High-Low Quotations High-Low Quotations

High Low Dividend High Low Dividend
Quarter Bid Bid Declared Bid Bid Declared
Ist $27 $22 7/8 $0.115 $18 3/3 $13 174 $0.09
2nd $28 $24 3/4 0.115 $17 7/8 $16 142 0.09
3xd $27 718 $24 0.115 $22 15/16 $17 5/8 0.09
4th $27 1/2 $23 1/4 0.12 $27 $22 0.09

The approximate number of halders of record of common stock as of December 31, 1998 was 480.

The shares are traded on the over-the-counter market, and the price information
was obtained from The National Association of Securities Dealers (NASD).

¥ The 1997 high-low quotations and the dividend declarations have been restated to reflect the
¢ffect of the 2-for-1 stock split, effective September 1, 1998,
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