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PART I.

Item 1. Business

INTRODUCTION

Parkvale Financial Corporation (“PFC”) isaunitary savings and loan holding company incorporated under the laws
of the Commonwealth of Pennsylvania. Its main operating subsidiary is Parkval e Savings Bank (the “Bank”), whichisa
Pennsylvania chartered permanent reserve fund stock savings bank headquartered in Monroeville, Pennsylvania. PFC
and its subsidiaries are collectively referred to herein as “ Parkvale’. Parkvaleisalso involved inlending in the
Columbus, Ohio areathrough its wholly owned subsidiary, Parkvale Mortgage Corporation (“PMC”). The primary
assets of PFC consist of the stock of the Bank, equity securities and cash. See Note N of Notes to Consolidated
Financial Statements for additional details regarding PFC.

THE BANK

General

The Bank conducts businessin the greater Tri-State area through 48 full-service offices with 41 officesin
Allegheny, Beaver, Butler, Fayette, Washington and Westmoreland Counties of Pennsylvania, two branchesin West
Virginiaand five branchesin Ohio. With total assets of $1.85 billion at June 30, 2008, Parkvale was the ninth largest
financial institution headquartered in the Pittsburgh metropolitan area and eleventh largest financial institution with a
significant presencein Western Pennsylvania.

The Bank was originally chartered in 1943 as Park Savings and Loan Association and was renamed as aresult of its
merger with Millvale Savings and L oan Association in 1968. The Bank converted to a stock savings association in 1987
and to a state chartered savings bank in 1993. The charter conversion resulted in the replacement of the Office of Thrift
Supervision (“OTS”) by the Federal Deposit Insurance Corporation (“FDIC") asthe Bank’s primary federal regulator.
The Pennsylvania Department of Banking (“ Department”) isthe Bank’s primary state regulator. As aPennsylvania-
chartered savings bank, deposits continue to be insured by the FDIC and the Bank retains its membership in the Federal
Home Loan Bank (“FHLB") of Pittsburgh. The savings bank continues to conduct businessin a manner substantially
identical to the conduct of its business as a savings association. The OTSretains jurisdiction over Parkvale Financial
Corporation due to its status as a unitary savings and loan holding company. The Bank is further subject to regulation
by the Board of Governors of the Federal Reserve System (“Federal Reserve Board”) governing reservesto be
maintained against deposits and certain other matters.

The primary business of Parkvale consists of attracting deposits from the general public in the communities that it
serves and investing such deposits, together with other funds, in residential real estate loans, consumer loans,
commercial loans, and investment securities. Parkval e focuses on providing awide range of consumer and commercial
servicesto individual s, partnerships and corporations in the greater Pittsburgh metropolitan area, which comprisesits
primary market area. In addition to the loans described above, these services include various types of deposit and
checking accounts, including commercial checking accounts and automated teller machines (*ATMSs”) as part of the
STAR network.

Parkvale derivesitsincome primarily from interest charged on loans, interest on investments, and, to alesser
extent, service charges and fees. Parkval€e's principal expenses are interest on deposits and borrowings and operating
expenses. Funds for lending activities are provided principally by deposits, loan repayments, FHLB advances and other
borrowings, and earnings provided by operations.

Lower housing demand in Parkval€e' s primary lending areas, relative to its deposit growth, has spurred the Bank to
purchase residential mortgage loans from other financial institutions in the secondary market. This purchase strategy
also achieves geographic asset diversification. Parkvale purchases adjustable rate residential mortgage |oans subject to
its normal underwriting standards. Parkvale purchased |oans aggregating $87.7 million and $142.9 million in fiscal 2008
and 2007, respectively. These represent 52.6% and 62.3% of total mortgage loan originations and purchases for the
fiscal year 2008 and 2007, respectively. In addition, Parkvale operates aloan production office through its subsidiary,
PMC with an office in Columbus, Ohio. During fiscal 2008, PMC




originated atotal of $10.2 million or 6.1% of total mortgage loan originations and purchases for inclusion in Parkvale's
loan portfolio. See “Lending Activities” and “ Sources of Funds”.

Total nonperforming assets, comprised of nonaccrual loans and foreclosed real estate, increased from $6.2 million
at June 30, 2007 to $15.8 million at June 30, 2008. The $9.6 million increase in fiscal 2008 is primarily due to single-family
homes and commercial real estate loans at June 30, 2008. See “L ending Activities — Nonperforming L oans and
Foreclosed Real Estate”.

The exposureto interest rate risk (“IRR”) istheimpact on Parkvale's current and future earnings and capital from
movements in interest rates. To properly manage its historical liability sensitive position and mitigate the financial
impact of IRR, Parkvale's management has implemented an asset and liability management plan to increase the interest
rate sensitivity of its assets and extend the average maturity of itsliabilities. As part of this program, Parkvale has,
among other things (1) promoted the origination and purchase of adjustable rate mortgage (“ARM”) loans or the
purchase of adjustable rate investment securities, (2) maintained a high level of liquidity, (3) emphasized the origination
of short-term and/or variable rate consumer/commercia loans and (4) attempted to extend the average maturity of its
deposits through the promotion of certificate accounts with terms of one year or more. For additional discussion of
asset and liability management, see the Asset and Liability Management section of “Management’s Discussion and
Analysis of Financial Condition and Results of Operations”.

Interest rate sensitivity gap analysis provides oneindicator of potential IRR by comparing interest-earning assets
and interest-bearing liabilities maturing or repricing at similar intervals. The interest rate sensitivity gap equalsthe
difference between interest-earning assets and interest-bearing liabilities, and the gap ratio equal s the gap divided by
total assets. The one-year gap ratio was 2.07% of total assets at June 30, 2008 compared to 1.67% of total assets at
June 30, 2007. The cumulative five-year gap ratio was 14.28% at June 30, 2007 and 8.54% at June 30, 2008. A key
component of the asset and liability management program isthat ARM loans represented approximately 60.9% of the
Bank’sreal estate loan portfolio at June 30, 2008 compared to 69.8% and 72.2% at June 30, 2007 and 2006, respectively.
Deposits with termsin excess of one year decreased $63.9 million from $377.5 million at June 30, 2007 to $313.6 million at
June 30, 2008.

Parkvale' smain officeislocated at 4220 William Penn Highway, Monroeville, PA 15146, and its tel ephone number
is(412) 373-7200.

TheBanking Industry

The competitive, economic and regulatory environment in which the savingsindustry operates affects Parkvale's
earnings. Consolidation, afundamental trend in the financial servicesindustry, confronts the banking industry with the
challenge to survive and prosper in adynamic market. Strong alliances are likely as banks move to trim costs, expand
geographically and consolidate market strengths by diversifying the financial products offered.

Theindustry continuesits consolidation efforts with an operating focus on improving profitability, reallocation of
capital and expense management. The traditional banks' share of the overall loan market has been reduced significantly.
Retail customers are increasingly abandoning traditional commercial and community banksin favor of nonbank financial
institutions. Instead of buying a CD or opening a passbook savings account, consumers increasingly place their
savings and retirement funds with investment management firms. Mutual fund total assets have increased substantially
to exceed total FDIC insured deposits. Banks in today’s market are faced with substantial competition from an array of
outside financial service providers, including brokerage firms, insurance companies and mutual fund companies.

A challenge for the financial servicesindustry isto deliver financial products at competitive prices. Thistranslates
to spreading costs of services over agreater number of customers and has spurred banks to adopt technological
capabilities so that customers may do all their banking without ever having to walk into a branch, consequently
reducing operating costs. Parkvale expects atiering of institutions with several large national and regional firms offering
aplethoraof products and services on the one hand and a sizeable number of community institutions and niche players
on the other.




Deteriorating asset quality concentrated in real estate loan portfolios continued to take atoll on the earnings
performance of many insured institutionsin the first quarter of 2008. Record-high loan loss provisions, record losses in
trading activities and goodwill impairment expenses combined to dramatically reduce earnings of FDIC-insured
institutions. Fourth-quarter 2007 net income of $5.8 hillion was the lowest amount reported by the industry since the
fourth quarter of 1991. Earnings performance so far in 2008 has likewise been weak. First quarter 2008 earnings for the
industry totaled only $19.3 billion compared to $35.6 billion ayear earlier, adecline of 46%.

At its August 5, 2008 meeting, the Federal Reserve Open Market Committee (“FOMC”) commented that “tight
credit conditions, the ongoing housing contraction, and elevated energy prices are likely to weigh on economic growth
over the next few quarters.” Inflation has been running high due to increasesin the prices for energy and some other
commodities, and some indicators of inflation expectations have been elevated. Although the weakness of the economy
should help to limit inflation pressures over time, the FOM C believes that the inflation outlook remains highly uncertain.
The extent and timing of any additional rate changes that may be needed to address these risks will depend on the
evolution of the outlook for both inflation and economic growth, asimplied by incoming information.

Parkvale will continue to be affected by these and other market and economic conditions, such asinflation and
factors affecting the markets for debt and equity securities, aswell aslegislative, regulatory, accounting and tax
changes which are beyond its control. Parkvale has positioned itsliquidity level to remain flexible to the high volatility
of thefinancial markets. For additional discussion of asset/liability management, see the Asset and Liability
Management section of “Management’s Discussion and Analysis of Financial Condition and Results of Operations”.




BUSINESS
Lending Activities
Loan Activity and Portfolio Composition

The following table shows Parkval€ s1oan origination, purchase and sale activity on a consolidated basis during
the years ended June 30.

2008 2007 2006
(Dollarsin thousands)
Total loans receivable at beginning of year $ 1,234,397 $1,217,328 $ 1,198,070
Real estate loan originations:
Residential:
Single family(1) 48,749 44,930 54,725
Multifamily 1,344 5,480 1,473
Construction — Single family 7,903 9,612 7,533
Commercia 21,093 26,318 18,812
Total real estate loan originations 79,089 86,340 82,543
Consumer |oan originations 77,965 57,698 52,222
Commercial loan originations 33,691 16,556 12,266
Total loan originations 190,745 160,594 147,031
Purchase of loans 87,668 142,914 139,531
Total loan originations and purchases 278,413 303,508 286,562
Principal loan repayments 119,428 94,313 67,012
Mortgage |oan payoffs 176,268 178,212 182,350
Sales of wholeloans 1,004 1,405 5,184
Net (decrease) increase in loans (18,287) 29,578 32,016
Total loansreceivable at end of year 1,216,110 1,246,906 1,230,086
Less: Loansin process 236 98 142
Allowance for loan losses 15,249 14,189 14,907
Unamortized (premiums) discounts (1,040) (1,778) (2,291)
Net loans receivable at end of year $ 1,201,665 $ 1,234,397 $1,217,328

(1) Includes $10.2 million, $10.3 million and $15.7 million of loans originated by PMC during fiscal 2008, 2007 and 2006,
respectively.

At June 30, 2008, Parkval€ s net loan portfolio amounted to $1.2 billion, representing 64.9% of Parkval€e stotal
assets at that date. Parkval e has traditionally concentrated its |ending activities on conventional first mortgage loans
secured by residential property. Conventional loans are not insured by the Federal Housing Administration (“FHA”) or
guaranteed by the Department of Veteran's Affairs (“VA”).




The following table sets forth the composition of the Bank’sloan portfolio by type of loan at June 30.

Real estate |oans:
Residential:
Single family
Multifamily(1)
FHA/VA
Commercid
Other(2)
Total real estate loans
Consumer loans(3)
Deposit loans
Commercia loans

Total loans receivable
Less:
Loansin process
Allowancefor losses
Unamortized (premiums)/discounts

Net loans receivable

Real estateloans:
Residential:
Single family
Multifamily(1)
FHA/VA
Commercia
Other(2)
Total real estate loans
Consumer loans(3)
Deposit loans
Commercia loans
Total loans receivable
Less:
Loansin process
Allowancefor losses
Unamortized (premiums)/discounts

Net loans receivable

2008 2007 2006
Amount % Amount % Amount %
(Dollarsin thousands)
$ 828,157 68.9 $ 859,562 69.6 $ 832,710 68.4
29,737 25 32,474 2.6 28,911 24
359 0.1 410 0.1 552 0.1
113,622 9.4 112,287 9.1 108,977 8.9
17,497 14 18,321 15 20,834 17
989,372 82.3 1,023,054 829 991,984 815
176,948 14.7 173,506 14.0 182,506 15.0
6,147 0.5 5,162 04 5,721 0.5
43,643 3.6 45,184 3.7 49,875 41
1,216,110 101.1 1,246,906 101.0 1,230,086 101.1
236 0.0 98 0.0 142 0.0
15,249 12 14,189 11 14,907 12
(1,040) 0.1 (1,778) 0.1 (2,291) 0.1
$1,201,665 100.0% $1,234,397 100.0% $1,217,328 100.0%
2005 2004
Amount % Amount %
$ 807,088 67.4 $ 722,649 71.2
29,920 25 23,910 24
665 0.1 902 0.1
109,146 9.1 82,186 8.1
22,448 19 12,987 13
969,267 81.0 842,634 83.0
187,807 15.7 143,476 14.1
5,611 04 2,790 0.3
48,302 4.0 38,869 3.8
1,210,987 101.1 1,027,769 101.3
418 0.0 313 0.0
15,188 13 13,808 14
(2,689) (0.2) (1,430) (0.1)
$1,198070  100.0% $1,015078  100.0%

(1) Includes short-term construction loans to devel opers.
(2) Loansfor purchase and development of land.




(3) Primarily includes home equity loans, home equity and personal lines of credit, student loans, personal loans, charge
cards, home improvement loans and automobile loans.

The following table sets forth the percentage of gross loans receivable in each category to total loans at June 30:

2008 2007 2006 2005 2004

Single Family loans 68.1% 689% 67.7% 66.7% 70.4%
Commercia Real Estate & Multi Family loans 13.2 131 129 133 116
Consumer loans 151 14.3 153 16.0 142
Commercid loans 36 37 41 4.0 38
Total Loans 100.0% 100.0% 100.0% 100.0% 100.0%

Contractual Maturities of Loans

The following table presents information regarding loan contractual maturities as of June 30, 2008 by |oan
categories during the periodsindicated. Mortgage |oans with adjustable interest rates are shown in the year in which
they are contractually due rather than in the year in which they reprice. The amounts shown for each period do not take
into account loan prepayments and normal amortization of the Bank’sloan portfolio:

AmountsDuein Real Estate Commercial Consumer

Years Ending June 30, L oans(1) Loans L oans(3)
(Dollarsin thousands)

2009 $ 12969 $ 20,723 $ 52,163

2010 — 2013 31,512 17,513 32,530

2014 and thereafter 944,891 5,407 92,255

Gross loans receivable(2) $ 989372 $ 43643 $ 176,948

(2) Includes all residential and commercial real estate loans, and loans for the purchase and development of land.

(2) Variablerate and ARM loans represent approximately 7.5% of gross loans receivable maturing in the year ending
June 30, 2009. Of the $976.4 million of real estate loans maturing after June 30, 2009, $340.2 million are fixed rate loans
and $636.2 million are adjustable rate |oans. Of the $22.9 million of commercial loans maturing after June 30, 2009,
$20.5 million are fixed rate loans and $2.4 million are adjustable rate loans. Real estate and commercia loans maturing
after June 30, 2009 aggregate $999.3 million, of which $360.7 million are fixed rate loans and $638.6 million are
adjustable rate loans.

(3) Of the $124.8 million of consumer loans maturing after June 30, 2009, $123.5 million are fixed rate loans and
$1.3 million are adjustable rate |oans.

The average life of mortgage |oans has been substantially less than the average contractual terms of such loans
because of loan prepayments and, to alesser extent, because of enforcement of due-on-sale clauses, which enable
Parkvale to declare aloan immediately due and payablein the event that the borrower sells or otherwise disposes of the
real property. The average life of mortgage loans tends to increase, however, when market rates on new mortgages
substantially exceed rates on existing mortgages and, conversely, decrease when rates on new mortgages are
substantially below rates on existing mortgages. During the past five fiscal years, many borrowers refinanced their
mortgage loansin order to take advantage of low market rates.

Origination, Purchase and Sale of L oans

As aPennsylvania-chartered, federally insured savings bank, the Bank has the ability to originate or purchase real
estate |loans secured by properties located throughout the United States. At June 30, 2008, the magjority of loansin
Parkval€ s portfolio are secured by real estate located in its primary market area, which consists of the greater Pittsburgh
metropolitan and tri state area. However, 44.4% and 46.7% of Parkval€' stotal mortgage loan portfolio at June 30, 2008
and 2007, respectively, represent loans serviced by others, the majority of which are secured by properties located
outside of Pennsylvania, including, in order of loan concentration: Ohio, West Virginia, and Virginia. Loan purchases of
$87.7 million amounted to 52.6% of Parkval€' stotal origination and purchases for




fiscal 2008 as compared to loan purchases of $142.9 million, or 62.3% of total originations and purchasesin fiscal 2007.
See further discussion below.

Parkvale originates new loans primarily within its primary market area or through the PMC office in Columbus,
Ohio. In addition, Parkvale purchases |oan participations and whol e loans from other institutionsin the secondary
market.

All of Parkvale’'s mortgage lending is subject to its written underwriting standards and to loan origination
procedures approved by the Board of Directors. Decisions on |oan applications are based upon a number of factors
including, but not limited to, property valuations by independent appraisers, credit history and cash flow available to
service debt. Parkvale' s Loan Committee consists of at |east three senior officers and is authorized to approve
residential, consumer and commercial real estate credit requests up to $750,000. Requests exceeding $750,000 and
requests exceeding $375,000 in which the total borrower loan relationship exceeds $1.5 million must be recommended for
approval by the Loan Committee and require specific Board of Directors or its Executive Committee approval. The Loan
Committee is authorized to approve commercial and industrial credit requests up to $600,000. Requests in excess of
$600,000 and for extension of credit in excess of $300,000 where the total borrowing relationship exceeds $1.2 million
must be recommended for approval by Loan Committee and require specific Board of Directors or its Executive
Committee approval. Additionally, the Loan Committee has the authority to approve municipal and school district tax
anticipation loans without regard to dollar limit. Borrowing relationships with municipalities and school districts are
subject to regulatory lending limits. Tax anticipation loans approved by the Loan Committee are submitted to the Board
of Directorsfor ratification.

Under policies adopted by Parkvale' s Board of Directors, Parkvale limits the loan-to-value ratio to 80% on newly
originated residential mortgage loans, or up to 97% with private mortgage insurance. Depending upon the amount of
private mortgage insurance obtained by the borrower, Parkval€e' sloan exposure may be reduced to 65% of the value of
the property. Commercial real estate loans generally do not exceed 80% of the value of the secured property. In addition,
it isParkvale’ s general policy to obtain title insurance policies or certificates of titleinsuring that Parkvale hasavalid
first lien on mortgaged real estate.

Originations by Parkvale. Historically, Parkvale has originated mortgage |oans primarily through referrals from
real estate brokers, builders and direct customers, aswell as refinancing for existing customers. Parkvale makes
consumer and commercial loan originations within its primary market area. Total loan originations for the fiscal years
ending June 30, 2008, 2007 and 2006 were $190.7 million, $160.6 million and $147.0 million, respectively. See the chart on
page 5 for detailed activity for the past three fiscal years.

Loan Purchases. The asset/liability strategy of investingin ARM loans provides flexibility in avolatile interest
rate environment. Parkvale loan purchases were $87.7 million in fiscal 2008 compared to $142.9 million in fiscal 2007. The
decreased level of purchases was related to the uncertainties in the secondary mortgage market that began in August
2007. Infiscal 2008, all of the purchased loans were ARM loans. Typically, Parkvale purchases |oans to supplement the
portfolio during periods of loan origination shortfalls and takes advantage of market opportunities when yields on
whole loans are greater than similarly securitized loans. Loan purchases are higher when prepayment speeds increase
on existing portfolios. All loan purchases are subject to Parkval €' s underwriting standards and are purchased from
reputable mortgage banking institutions.

Residential Real Estate L oans

Parkvale offers fixed-rate mortgages and ARMs with amortization periods of up to 40 years. The monthly payment
amounts on all Parkvale residential mortgage ARMs are reset at each interest rate adjustment period without affecting
the maturity of the ARM. Interest rate adjustments generally occur on either a one, three or five year basisand allow a
maximum change of 2% to 3% per adjustment period, with a 6% or 7% maximum rate increase over the life of the loan.
ARMs comprised approximately 66.4%, 72.3% and 78.2% of total mortgage |oan originations and purchasesin fiscal
2008, 2007 and 2006, respectively. At June 30, 2008, ARM s represented 66.9% of Parkvale stotal residential loan
portfolio. ARM loans generally do not adjust as rapidly as Parkvale's cost of funds. Parkval e has been emphasizing the
origination of adjustable-rate versus long-term fixed-rate residential mortgages for its portfolio as part of the asset and
liability plan to increase the rate sensitivity of its assets. Loans




included in the loan portfolio that are interest only for theinitial years of the loan aggregated $259.1 million at June 30,
2008. Theinterest only loans have demonstrated an adequate repayment experience to date.

Commercial Real Estate Loans

The balance of commercial real estate mortgages was $113.6 million at June 30, 2008 versus $112.3 million at
June 30, 2007. Commercial loans offer more attractive yields than residential real estate loans, but are conservatively
underwritten and well secured, as are residential loans. Also, these loans are made in the Greater Pittsburgh and tri-state
area, which traditionally has not experienced the dramatic real estate price fluctuations that have occurred in certain
other geographic areas.

Consumer Loans

Parkvale offers afull complement of consumer |oans, including home equity |oans, home equity and personal lines
of credit, student loans, personal loans, home improvement loans, credit cards and automobile loans. Total consumer
loans outstanding at June 30, 2008 increased by $3.4 million to $176.9 million from $173.5 million at June 30, 2007.
Parkvale offers home equity lines of credit up to 120% of collateral value at a competitive introductory rate. Of an
aggregate $48.5 million in outstanding lines of credit at June 30, 2008, $43.2 million have aloan to value ratio of up to
90% and $5.3 million have aloan to value ratio of 90% or above. Consumer loans generally have shorter terms and
greater interest rate sensitivity and margins than residential real estate |oans.

Home equity lines are revolving and range from $5,000 to $250,000. The amount of the available line of creditis
determined by the borrower’s ability to pay, their credit history and the amount of collateral equity. Personal and
overdraft lines of credit are generally unsecured and are extended for $500 to $50,000. Line of credit interest rates are
variable and indexed to Parkval€' sprimerate.

Parkval e has offered student loans through its community-banking network. Parkvale receives a guaranteed rate on
such loans indexed to the 91-day United States Treasury bill rate and generally sells the loans to the Student L oan
Marketing Association (“SLMA”) in order to avoid costly servicing expenses. In fiscal 2009, education loans may not
be offered if SLMA discontinuesits purchase program.

Parkval€ s deposit loans are made on ademand basis for up to 100% of the balance of the account securing the
loan. Theinterest rate on deposit loans generally equals the rate on the underlying account plus a minimum of 100 basis
points.

Parkvale no longer originates loans through PV Financial Service, Inc. (PVFS). PVFS s portfolio balance was
$1.0 million at June 30, 2008 and $1.4 million at June 30, 2007. This portfoliois collateralized by single-family residential
properties. PVFS has not generated additional loans during the last five fiscal years. In May 2002, the Bank instituted
risk based pricing procedures for home equity loans that were previously originated by PVFS.

Commercial Loans

Parkvale's commercial loans are primarily of a short-term nature and are extended to small businesses and
professionals located within the communities served by Parkvale. Generally, the purpose of the loan dictates the basis
for its repayment. Parkvale offers both secured and unsecured commercial loans. In originating commercial loans, the
borrower’s historical and projected ability to service the proposed debt is of primary importance. Interest rates are
generally variable and indexed to Parkval€' s prime rate. Fixed-rate commercial 1oans are extended based upon Parkvale's
ability to match available funding sources to loan maturities. Parkvale generally requires personal guarantees onits
commercial loans. Commercial loans were $43.6 million and $45.2 million at June 30, 2008 and 2007, respectively.

Loan Servicing and L oan Fees

Interest rates and fees charged by Parkvale on mortgage |oans are primarily determined by funding costs and
competitive rates offered in its market area. Mortgage loan rates reflect factors such as general interest rate levels, the
availability of money and loan demand.




After originating fixed rate mortgage loans, Parkvale has the ability to sell itsloansin the secondary mortgage
market, primarily to Freddie Mac. Parkvaleis an approved seller/servicer with Freddie Mac. During fiscal 2003, the Bank
entered into an agreement with Freddie Mac, in which the Bank sold $12.2 million of 1-4 family mortgages and retained
the servicing for such loans. Parkvale generally retains the right to service loans sold or securitized in order to generate
additional servicing feeincome. The amount of loans serviced by Parkvale for others was $53.1 million at June 30, 2008
and was $59.1 million at June 30, 2007. During fiscal 2008, 2007 and 2006, there were few sales. In fiscal 2009, Parkvale
may sell aportion of newly originated fixed rate loans. Prior to fiscal 2003, mortgage |oan securitizations or sale
transactions were limited to certain loans made in conjunction with various state and local bond programs designed to
assist first time and/or low income home buyers. Parkvale may or may not be the servicer of these loans depending on
the terms of the specific program.

In addition to interest earned on loans and income from servicing of loans, Parkvale generally receivesfeesin
connection with loan commitments and originations, |oan modifications, late payments, changes of property ownership
and for miscellaneous services related to itsloans. Income from these activities varies with the volume and type of loans
originated. The feesreceived by Parkvale in connection with the origination of conventional mortgage |oans on single-
family properties vary depending on the loan terms sel ected by the borrower.

Parkvale defersloan origination and commitment fees and certain direct |oan origination costs over the contractual
life of aloan as an adjustment of yield. Indirect |oan origination costs are charged to expense asincurred. Deferred loan
origination fees were $163,000, $400,000 and $499,000 at June 30, 2008, 2007 and 2006, respectively. The balances
primarily reflect the fees deferred related to the commercial real estate and commercial loan portfolio.

Nonperforming Loansand Foreclosed Real Estate

See Management’s Discussion and Analysis — Non-Performing Loans and Foreclosed Real Estate for information
regarding Parkval€' s nonaccrual loans and foreclosed real estate.

A loan is considered delinquent when a borrower fails to make contractual payments on the loan. If the
delinquency exceeds 90 days, Parkvale generally institutes legal action to remedy the default. In the case of real estate
loans, thisincludes foreclosure action. If aforeclosure action isinstituted and the loan is not reinstated, paid in full or
refinanced, the property is sold at ajudicial sale at which, in most instances, Parkvale is the buyer. The acquired
property then becomes “foreclosed real estate” until it issold. In the case of consumer and commercial business loans,
the measures to remedy defaults include the repossession of the collateral, if any, and initiation of proceedingsto
collect and/or liquidate the collateral and/or act against guarantees related to the loans.

Loans are placed on nonaccrual status when, in management’s judgment, the probability of collection of interest is
deemed to beinsufficient to warrant further accrual. When aloan is placed on nonaccrual status, previously accrued
but unpaid interest is deducted from interest income. As aresult, no uncollected interest income isincluded in earnings
for loans on nonaccrual status. Parkval e provides an allowance for the loss of accrued but uncollected interest on
mortgage, consumer and commercial business |oans, which are 90 days or more contractually past due.

Nonaccrual, substandard and doubtful commercial and other real estate loans are assessed for impairment. L oans
are considered impaired when the fair value of collateral isinsufficient compared to the contractual amount due.
Parkvale excludes single-family loans and installment consumer loans in the determination of impaired loans consistent
with the exception under paragraph 6 of SFAS 114 of loans measured for impairment. The Bank had $1.1 million of loans
classified asimpaired at June 30, 2008 and a$191,000 loan classified asimpaired at June 30, 2007. The average recorded
investment in impaired loans was $969,000, $229,000 and $71,000 in fiscal 2008, 2007 and 2006, respectively. The amount
of interest income that has not been recogni zed was $94,000 for fiscal 2008, $69,000 for fiscal 2007 and $10,000 for fiscal
2006. Impaired assets include $3.3 million of foreclosed real estate as of June 30, 2008. Foreclosed real estate properties
arerecorded at the lower of the carrying amount or fair value of the property less the cost to sell.
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Allowancefor Loan L osses

The following table sets forth the activity in the allowance for loan losses for the years ended June 30:

2008 2007 2006 2005 2004
(Dollarsin thousands)

Beginning balance $14,189 $14,907 $15,188 $13,808 $15,013
Allowances from acquisitions — — — 1,897 —
Provision for (recovery of) loan losses 2,331 828 736 229 (206)
Loans recovered:

Consumer 54 19 25 23 122

Commercid 18 13 8 6 6

Mortgage 241 27 106 47 235
Total recoveries 313 59 139 76 363
L oans charged-off:

Consumer (453) (287) (755) (203) (301)

Commercial (372 (842 (178) (423) (779)

Mortgage (759) (476) (223) (196) (382
Total charge-offs (1,584) (1,605) (1,156) (822 (1,462)
Net charge-offs (1,271) (1,546) (1,017) (746) (1,099)
Ending balance $15,249 $14,189 $14,907 $15,188 $13,808

Percentage of net charge-offs to average |oans outstanding 0.11% 0.13% 0.08% 0.07% 0.10%

During fiscal 2007, a $500,000 commercial line of credit was charged off as acommercial borrower declared
bankruptcy and ceased operations. The Bank liquidated the borrower’ s remaining assets during fiscal 2008 and 2007.
The Bank does not expect any significant recovery. Thefirst step in determining the allowance for loan lossesis
recognizing a specific allowance on individual impaired loans. Nonaccrual, substandard and doubtful commercial and
other non-residential real estate loans are considered for impairment. Impaired loans are generally evaluated based on
the present value of the expected future cash flows discounted at the loan’s effective interest rate, at theloan’s
observable market price or at the fair value of the collateral if theloan is collateral dependent. Based on this evaluation,
specific allowances are established on impaired |oans when necessary.

The allowance for loan loss was $15.2 million at June 30, 2008 and $14.2 million at June 30, 2007 or 1.25% and 1.14%
of grossloans at June 30, 2008 and 2007, respectively. The adequacy of the allowance for loan loss is determined by
management through evaluation of the loss potential on individual nonperforming, delinquent and high dollar loans,
economic and business trends, growth and composition of the loan portfolio and historical 10ss experience, aswell as
other relevant factors.

The adequacy of the allowance for loan loss is continually monitored by management with an emphasis on
identifying potential portfolio risksto detect potential credit deterioration in the early stages, including trends and risks
in the market place and loan types. Management, in conjunction with the Loan Review Committee, establishes
allowances based upon its eval uation of the inherent risks in the loan portfolio. Management believes the allowance for
loan loss is adequate to absorb probable |oan losses. See Management’s Discussion and Analysisin this Annual
Report for information regarding Parkvale's “ Allowance for Loan Losses” and “Provision for Loan Losses”.
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Investment Activities

In accordance with policies established by Parkvale’'s Board of Directors, investment decisions are made by
authorized officersincluding the Chief Executive Officer or the Chief Financial Officer.

Parkval€ sinvestment portfolio consisted of the following securities at June 30 of the yearsindicated.

2008 2007 2006
(Dollarsin thousands)
U.S. Government and agency obligations $ 71,411 $266,996 $323,151
Municipal obligations 4,050 5,234 4872
Corporate debt 139,161 49,667 31,112
M ortgage-backed securities 198,406 27,466 38,131
Equity securities (at market value) 31,347 30,580 27,917
Total investment portfolio $444,375 $379,943 $425,183

Of the U.S. Government and agency obligationsin the portfolio at June 30, 2007, $256.5 million were called or
matured during fiscal 2008. Such funds were redeployed into other investments, including mortgage-backed securities,
corporate debt (including trust preferred securities) and other U.S. Government and agency obligations.

As part of itsinvestment strategy, Parkvale also invests in mortgage-backed securities, which are guaranteed by
Freddie Mac, Fannie Mae or the Government National Mortgage Association (“GNMA”) aswell as collateralized
mortgage obligations (“CMQ"). GNMA securities are guaranteed as to principal and interest by the full faith and credit
of the United States Treasury, while Freddie Mac and Fannie Mae securities are guaranteed by their respective
government sponsored agencies. At June 30, 2008, Parkvale had $198.4 million, or 10.7% of total assetsinvested in
mortgage-backed securities, as compared to 1.5% and 2.1% at June 30, 2007 and 2006, respectively. At June 30, 2008, the
mortgage-backed securitiesincluded Freddie Mac ($4.8 million); GNMA ($1.4 million); Fannie Mae ($10.2 million) and
CMOs ($182.0 million). The fiscal 2008 CM O purchases with remaining balances of $177.7 million at June 30, 2008
included 22 privately pooled offeringsissued by nationwide issuers of mortgage obligations. All of the fiscal 2008 CMO
purchases are rated AAA and are adjustable rate securities with aweighted average yield of 5.84% at June 30, 2008. All
of the CM Os and other mortgage-backed securities were current at June 30, 2008.

The Federal Housing Finance Agency recently placed Freddie Mac and Fannie Mae into conservatorship, with the
United States Treasury to purchase up to $100 billion of senior preferred stock in each company as needed for such
entities to maintain a positive net worth.

The following table shows mortgage-backed security activity during the years ended June 30.

2008 2007 2006
(Dollarsin thousands)
M ortgage-backed securities at beginning of year $ 27466  $38131  $ 43388
Purchases 191,587 — 5,168
Principal repayments (20,647) (10,665) (10,425)
M ortgage-backed securities at end of year $198,406 $ 27,466 $ 38,131
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The following table indicates the respective maturities and weighted average yields of securities as of June 30,
2008:

Carrying
Balance %
~ (Dollarsin
thousands)
U.S. Treasury and U.S. Government agencies:
Maturing within five years $ 29,998 441
Maturing within ten years 5,850 4.66
Maturing after ten years 35,563 511
States of the U.S. and political subdivisions:
Maturing within one year 301 5.61
Maturing within five years 2,005 4.75
Maturing within ten years 1,443 5.06
Maturing after ten years 301 352
Other corporate debt:
Maturing within one year 14,834 417
Maturing within five years 29,390 4.00
Maturing after ten years 94,937 5.00
M ortgage-backed securities 198,406 571
Subtotal of Held to Maturity Securities 413,028 5.27
Equity securities 31,347 4.86
Total $ 444,375 5.24

See Note B of Notesto Consolidated Financial Statements for additional information on Investment Securities.

Hedging Activities

The objective of Parkval€' s financial futures policy isto reduce interest rate risk by authorizing an asset and
liability-hedging program. The futures policy permits Parkval€'s investment officersto hedge up to $10 million of assets
and liabilities. Hedges over $10 million and up to $25 million require the approval of the Audit-Finance Committee of the
Board of Directors, and hedges over $25 million require the approval of the Board of Directors. The objective of
Parkval€ s financial options policy isto reduceinterest rate risk in the investment portfolio through the use of financial
options. The options policy permits the use of options on United States Treasury bills, notes, bonds and bond futures
and on mortgage-backed securities. The options policy generally limits the use of puts and callsto $5.0 million per type
of option. Parkval€' sinvestment officers are authorized to conduct options activities, which are monitored by the Audit-
Finance Committee of the Board of Directors.

Derivative instruments are various instruments used to construct atransaction that is derived from and reflects the
underlying value of assets, other instruments or various indices. The primary purpose of derivatives, which include
such items as forward contracts, interest rate swap contracts, options futures and equity securities, isto transfer price
risk associated with the fluctuations of financial instrument value.

Sour ces of Funds
General

Savings accounts and other types of deposits have traditionally been the principal source of Parkvale's fundsfor
usein lending and for other general business purposes. In addition to deposits, Parkval e derives funds from loan
repayments and FHL B advances. Borrowings may be used on a short-term basis to compensate for seasonal or other
reductionsin deposits or for inflows at less than projected levels, as well as on alonger term basis to support expanded
lending and investment activities.
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Deposits

Parkvale has established a complete program of deposit products designed to attract both short-term and long-term
savings by providing an assortment of accounts and rates. The deposit products currently offered by Parkvale include
passbook and statement savings accounts, commercial checking accounts, noninsured sweep accounts, checking
accounts, money market accounts, certificates of deposit ranging in terms from 30 daysto ten years, IRA certificates
and jumbo certificates of deposit. In addition, Parkvale isamember of the STAR network with 48 ATMs currently
operated by Parkvale.

Parkvaleis generally competitive in the types of accounts and in the interest rates it offers on its deposit products,
although it generally does not lead the market with respect to the level of interest rates offered. Parkvaleintendsto
continue its efforts to attract deposits as a principal source of funds for supporting its lending activities because the
cost of these funds generally islessthan other borrowings. Although market demand generally dictates which deposit
maturities and rates will be accepted by the public, Parkvale intends to continue to promote longer term depositsto the
extent possiblein amanner consistent with its asset and liability management goals.

The following table shows the distribution of Parkval€e's deposits by type of deposit as of June 30.

2008 2007 2006
Balance % Balance % Balance %
(Dollarsin thousands)
Passbook accounts and statement savings $ 192,670 129% $ 190,907 13.0% $ 203,686 14.0%
Checking and money market accounts 409,466 27.4% 388,684 26.5% 384,715 26.5%
Certificate accounts 671,327 45.0% 691,016 47.0% 694,748 47.9%
Jumbo certificates 207,629 13.9% 185,657 12.6% 159,352 11.0%
Accrued interest 12,593 0.8% 12,820 0.9% 9,263 0.6%
Total savings deposits $1,493,685 100%  $1,469,084 100% $1,451,764 100%

The following table sets forth information regarding average balances and average rates paid by type of deposit for
the years ending June 30.

2008 2007 2006
Balance % Balance % Balance %
(Dollarsin thousands)
Passbook accounts $ 185,213 085% $ 192,319 0.76% $ 214,242 0.55%
Checking and money market accounts 402,928 1.15% 389,191 1.15% 388,877 0.89%
Certificate accounts 876,175 4.62% 855,333 457% 831,110 3.84%
Accrued interest 14,107 0.00% 12,921 0.00% 10,089 0.00%

$1,478,423 319% $1,449,764 311% $1,444,318 2.53%

The wide range of deposit accounts offered has increased Parkval€' s ahility to retain funds and to be more
competitive in obtaining new funds, but does not eliminate the threat of disintermediation. During periods of high
interest rates, certificate and money market accounts are more costly than traditional accounts. In addition, Parkvale has
become subject to short-term fluctuations in deposit flows as customers have become more rate conscious and inclined
to move funds into higher yielding accounts. The ability of Parkvale to attract and maintain deposits along with the
impact on the cost of fundsis significantly affected by competitive market conditions.

The principal methods used by Parkvale to attract depositsinclude the offering of awide range of services and
accounts, competitive interest rates, and convenient office hours and locations. Parkvale utilizes traditional marketing
methods to attract new customers and deposits, including mass media advertising and direct mail. Parkval €' s deposits
are obtained primarily from persons who are residents of Pennsylvania, Ohio and West Virginia. Parkvale neither
advertises for deposits outside of Pennsylvania and the Ohio Valley nor utilizes the services of deposit brokers.
Nonresidents of the tri-state area held approximately 1.8% of Parkvale's deposits at June 30, 2008.

14




The following table sets forth the net deposit flows of Parkval e during the years ended June 30.

Decrease before interest credited
Interest credited

Net deposit (decrease) increase

2008 2007 2006
(Dollarsin thousands)
$(12,784)  $(14437)  $(56,325)
37,385 31,757 29,754
$ 24,601 $ 17,320 $(26,571)

Management carefully monitors the interest rates and terms of its deposit productsin order to maximize Parkvale's
interest rate spread and to better match itsinterest rate sensitivity.

The following table reflects the makeup of Parkvale' s deposit accounts at June 30, 2008, including the scheduled

quarterly maturity of certificate accounts.

Passbook and club accounts

Checking and money market accounts

Total non-certificate accounts

Certificates maturing in quarter ending:

September 30, 2008
December 31, 2008
March 31, 2009
June 30, 2009
September 30, 2009
December 31, 2009
March 31, 2010
June 30, 2010
September 30, 2010
December 31, 2010
March 31, 2011
June 30, 2011
Thereafter

Total certificate accounts
Accrued interest

Total deposits

Amount

% of Total
Deposits

Rate

(Dollarsin thousands)

$ 192,670 12.9%
409,466 27.4%
602,136 40.3%
140,771 9.4%
213,583 14.4%
106,132 7.1%
104,823 7.0%

40,065 2.7%
28,649 1.9%
73,699 4.9%
27,778 1.9%
14,765 1.0%
7,748 0.5%
6,683 0.4%
4,873 0.3%
109,387 7.4%
878,956 58.9%
12,593 0.8%
$1,493,685 100.0%

0.85%
1.15%

1.03%

3.83%
3.94%
4.04%
4.12%
4.07%
4.43%
4.83%
4.76%
3.73%
4.05%
4.75%
3.88%
4.66%
4.17%

0.0%
3.19%

The following table presents, by various interest rate categories, the outstanding amount of certificates of deposit
at June 30, 2008 which mature during the years ending June 30:

Certificates of deposit:
Under 4.00%
4.00% to 5.99%
6.00% to 7.99%

Total certificates of deposit

2009 2010 2011 Thereafter Total
(Dollar in thousands)
$288,282 $ 51,018 $18,414 $ 10,931 $368,645
271,834 113,120 12,389 98,288 495,631
5,193 6,053 3,266 168 14,680
$565,309 $170,191 $34,069 $ 109,387 $878,956
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Maturities of certificates of deposit of $100,000 or more that were outstanding as of June 30, 2008 are summarized
asfollows:

(Dollarsin thousands)

3 months or less $ 44,927

Over 3 months through 6 months 47,339

Over 6 months through 12 months 46,065

Over 12 months 69,298
Total $ 207,629
Borrowings

Parkval€ s borrowings from the FHLB of Pittsburgh are collateralized with FHL B capital stock, deposits with the
FHLB of Pittsburgh, investment securities and loans. See “ Regulation — Federal Home Loan Bank System.” Borrowings
are made pursuant to several different credit programs, which have varying interest rates, conversion options and range
of maturities. FHLB advances are generally available to meet seasonal and other withdrawal s of savings accounts and
to expand lending and investment activities, aswell asto aid the efforts of members to establish better asset/liability
management by extending the maturities of liabilities.

The following table sets forth information concerning Parkval€' s advances from the FHLB of Pittsburgh for the
years ended June 30.

2008 2007 2006
(Dollarsin thousands)
Average bal ance outstanding $206,534 $215,518 $217,084
Maximum amount outstanding at any month-end during the period $211,638 $215,942 $226,941
Averageinterest rate 4.96% 5.09% 5.01%
Balance outstanding at June 30 $191,430 $211,658 $221,885

The decrease in the outstanding balance from $211.7 million at June 30, 2007 to $191.4 million at June 30, 2008 is due
to the maturity of $20.0 million in advancesin fiscal 2008.

Subsidiaries

PFC conducts substantially all of its operations through the Bank, which is a Pennsylvania chartered permanent
reserve fund stock savings bank headquartered in Monroeville, Pennsylvania.

PFC also had two other subsidiaries. Parkvale Statutory Trust | (“PSTI”) and Advance Statutory Trust | (“ASTI"),
which were Connecticut chartered investment companies. PSTI and ASTI were formed in 2002 with aggregate
borrowings of $32.2 million, which was contributed to the Bank in the form of Tier 1 capital. ASTI was dissolved in fiscal
2008 upon the repayment of all obligations on December 26, 2007. PSTI was dissolved in fiscal 2007 upon the repayment
of al obligations on March 26, 2007.

Pennsylvanialaw permits a Pennsylvania-chartered, federally insured savingsinstitution to invest up to 2% of its
assetsin the capital stock, paid-in surplus and unsecured obligations of service corporations and an additional 1% of
its assets when these funds are utilized for community or inner-city development or investment. Because Parkvale's
subsidiaries are operating subsidiaries rather than service corporations, this limitation does not apply. At June 30, 2008,
Parkvale had equity investments of less than $1.0 million inits operating subsidiary corporations.

Parkvae Bank’ s wholly owned subsidiaries include Parkvale Investment Corporation (“PIC"), Parkvale Mortgage
Corporation (“PMC"), PV Financia Service, Inc. (“PVFS’") and Renaissance Corporation (“ Renaissance”). PIC was
formed in fiscal 2000 as a Delaware investment corporation. PM C was acquired in 1986 and operated two offices
originating residential mortgage loans for the Bank through fiscal 2006. The PMC officein Fairfax, Virginiawas closed in
conjunction with expiration of the lease in thefirst quarter of fiscal 2007. For additional information regarding PMC, see
“Lending Activities’. PVFSwas incorporated in 1972. From 1997
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until 2002, PVFS operated as a subprime lending subsidiary by extending consumer loans to individuals who may
otherwise not be able to obtain funds based on their unfavorable or nonexistent credit history. PVFS has not originated
loansfor the past five fiscal years. At June 30, 2008, PV FS had net assets of $1.7 million, which included $596,000 in

cash and $1.0 million of loans outstanding. Renaissance completes collateral evaluations for consumer lending activities
for the Bank. The sole asset of Renaissance at June 30, 2008 is $149,000 in cash.

Competition

Parkval e faces substantial competition both in the attraction of deposits and in the making of mortgage and other
loansin its primary market area. Competition for the origination of mortgage and other loans principally comes from
other community banks, commercial banks, mortgage banking companies, credit unions and other financial service
corporationslocated in the tri-state area. Because of the wide diversity and large number of competitors, the exact
number of competitors changes frequently. Parkval€' s most direct competition for deposits has historically come from
other community banks, commercial banks and credit unions located in southwestern Pennsylvania, northern West
Virginiaand eastern Ohio. In times of higher interest rates, Parkvale al so encounters significant competition for
investors' funds from short-term money market securities and other corporate and government securities. During a
lower interest rate environment, Parkvale and other depository institutions experience increased competition from
stocks, mutual funds, and other direct investments offering the potential for higher yields.

Parkvale competes for loans principally through the interest rates and loan fees it charges on itsloan products. In
addition, Parkvale believesit offers ahigh degree of professionalism and quality in the servicesit provides. It competes
for deposits by offering avariety of deposit accounts at competitive rates, convenient business hours, and convenient
branch |ocations with inter-branch deposit and withdrawal privileges. Parkvale believesits offices are strategically
located within the tri-state area, which provides Parkval e with both an opportunity to become an integral part of the
local communities within the region and the means of competing with larger financial institutions doing business within
the tri-state area. In addition, Parkvale has three offices located in downtown Pittsburgh to provide servicesto the
business community and suburban customers working and shopping in the City of Pittsburgh.

Market Area

The Pittsburgh region has been a business |eader for generations. The Pittsburgh Metropolitan Statistical Area
(MSA), which includes Allegheny, Armstrong, Beaver, Butler, Fayette, Washington and Westmoreland counties, is
ranked 20th by population in the United States, according to the 2000 U.S. Census. The region’s economy is primarily
dependent on a combination of the manufacturing trade, services, government, and transportation industries. The
economy has experienced atransition away from the steel and steel-related industries to the service industries, such as
transportation, health care, education and finance. In addition to containing the corporate headquarters of major
industrial and financial corporations, Pittsburgh isaso amajor regional health and education center, and alarge number
of high technology firms have established operationsin Pittsburgh due to the wide range of support services available.
The area served by Parkvale's Advance Financial division is demographically quite similar to the Pittsburgh region as
the Steubenville, Ohio-Wheeling, West Virginiaregion is undergoing atransition from heavy industry to state-of-the-art
manufacturing, information/service-based office operations and advanced technol ogy/research.

Employees

Asof June 30, 2008, Parkvale and its subsidiaries had 391 full-time equivalent employees. These employees are not
represented by a collective bargaining agent or union and Parkvale believes it has satisfactory relationswith its
personnel.
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REGULATION
General

Set forth below isabrief description of certain laws and regulations, which are applicable to PFC and the Bank. The
description of the laws and regulations hereunder, as well as descriptions of laws and regul ations contained el sewhere
herein, does not purport to be complete and is qualified in its entirety by reference to applicable laws and regulations.

Following conversion to a Pennsylvania savings bank charter in fiscal 1993, the Bank is subject to extensive
regulation by the FDIC and the Pennsylvania Department of Banking, and is no longer directly subject to regulation by
the OTS. Nonetheless, several requirements, which were applicable to the Bank as a Pennsylvania chartered savings
association regulated by the OTS, remain applicable to the Bank as a Pennsylvania chartered savings bank. The FDIC
has adopted aregulation which provides that the same restrictions on activities, investmentsin subsidiaries, loansto
one borrower, and affiliate transactions apply to the Bank asif the Bank had not converted to a savings bank charter.
However, the capital requirements applicableto the Bank as a savings bank are the FDIC' s capital maintenance
regulations rather than the comparable OT S regulations.

The Bank files reports with the Pennsylvania Department of Banking and the FDIC describing its activities and
financial condition and is periodically examined to test compliance with various regulatory requirements. This
supervision and regulation isintended primarily for the protection of depositors. Certain of these regulatory
reguirements are referred to below or elsewhere in this document.

Insurance and Regulatory Structure. The Deposit Insurance Fund (“DIF") isadministered by the FDIC in
accordance with February 8, 2006 deposit reform legislation. Thislegislation merged the former Bank Insurance Fund
and the Savings Association Insurance Fund, eliminated any disparitiesin bank and thrift risk-based premium
assessments, reduced the administrative burden of maintaining and operating two separate funds and established
certain new insurance coverage limits and a mechanism for possible periodic increases. The legislation also gives the
FDIC greater discretion to identify therelative risks all institutions present to the deposit insurance fund and set risk-
based premiums. Major provisionsin the legislation include:

* Maintaining basic deposit and municipal account insurance coverage at $100,000 but providing for anew basic
insurance coverage for retirement accounts of $250,000. | nsurance coverage for basic deposit and retirement
accounts could be increased for inflation every five yearsin $10,000 increments beginning in 2011.

* Providing the FDIC with the ability to set the designated reserve ratio within arange of between 1.15% and
1.50%, rather than maintaining 1.25% at all times regardless of prevailing economic conditions.

* Requiring the payment of dividends of 100% of the amount that the insurance fund exceeds 1.5% of the
estimated insured deposits and the payment of 50% of the amount that the insurance fund exceeds 1.35% of the
estimated insured deposits (when the reserve is greater than 1.35% but no more than 1.5%).

* Providing aone-time assessment credit of $4.7 billion to banks and savings associations in existence on
December 31, 1996. The institutions qualifying for the credit may useit to offset future premiums with certain
limitations.

The Bank received a credit of $1.5 million in June 2007 that has been utilized throughout fiscal 2008 to offset new
FDIC premiums by $758,000. The credit balance of $746,000 at June 30, 2008 is expected to offset approximately $721,000
of premiums otherwise due to the FDIC for fiscal 2009 expense. The remaining credit estimated at $25,000 is expected to
offset expense in the September 2009 quarter. Upon full utilization of the FDIC credit, FDIC insurance is expected to
increase by $180,000 per quarter or $720,000 annually.

Capital Standards. The Bank isrequired to maintain Tier | (Core) capital equal to at least 4% of the institution’s
adjusted total assets, and total risk-based capital equal to at least 8.0% of risk-weighted assets. Total capital includes
both Tier | and Tier |1 (supplementary) capital, with Tier 11 capital limited to no more than the amount of Tier | capital. At
June 30, 2008, the Bank wasin compliance with all applicable regulatory requirements, with Tier | and total capital ratios
of 5.49% and 10.59%, respectively.
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The federal banking agencies have adopted risk-based capital standards for insured institutions to take adequate
account of interest-raterisk (“IRR"), concentration of credit risk, and the risks of nontraditional activities, aswell asto
reflect the actual performance and expected risk of loss on multifamily residential loans. The FDIC, the Federal Reserve
Board (“FRB”) and the Office of the Comptroller of the Currency (“OCC"), collectively, “the agencies’, jointly issued a
policy statement on June 26, 1996 providing bankers guidance on sound interest rate risk management practices. This
policy statement augments the action taken by the agenciesin 1995 addressing risk-based capital standards for interest
rate risk. The agencies el ected not to pursue a standardized measure and explicit capital charge for interest rate risk.
Instead, the policy statement encourages banks to use their own internal models to measure IRR but emphasizes that
they must have adequate board and senior management oversight and a comprehensive process for managing IRR.
Parkval € s management does not anticipate difficulty in meeting the capital requirementsin the future. However, there
can be no assurance that thiswill be the case. Failure to maintain minimum levels of required capital will result in the
submission to the applicable FDIC Regional Director for review and approval of areasonable plan describing the means
and timing by which the Bank shall achieve its minimum Tier | ratio and may result in the imposition by the
Pennsylvania Department of Banking or the FDIC of various operational restrictions, including limitations asto the rate
of interest that may be paid on deposit accounts, the taking of deposits, the issuance of new accounts, the ability to
originate particular types of loans, and the purchase of loans or the making of specified other investments.
Alternatively, theinstitution may be placed into receivership or conservatorship under the FDIC, which would be
charged with managing the institution until it could be sold or liquidated.

Investment in Subsidiaries. Investmentsin and extensions of credit to subsidiaries not engaged in activities
permissible for national banks must generally be deducted from capital. However, certain exemptions generally apply
where: (1) asubsidiary isengaged in activitiesimpermissible for national banks solely as an agent for its customers and
(2) the subsidiary is engaged solely in mortgage-banking activities. These provisions have not reduced or limited
Parkval€ s business activity or resulted in any deductionsto capital .

Investment Rules. The permissible amount of loans to one borrower follows the national bank standards for all
loans made by savings banks. The national bank standard generally does not permit loans to one borrower to exceed
15% of unimpaired capital and surplus. Loansin an amount equal to an additional 10% of unimpaired capital and surplus
also may be made to aborrower if the loans are fully secured by readily marketable securities. Parkvale has historically
made loans with |esser dollar balances than permitted by federal regulations.

Savings banks and subsidiaries may not acquire or retain investmentsin corporate debt securities that at the time
of acquisition were not rated in one of the four highest rating categories by at |east one nationally recognized rating
organization. Parkvale fully complies with regul ations governing investmentsin corporate debt securities.

Acquisitions by Bank Holding Companies. Bank holding companies are able to acquire any savingsinstitution,
including healthy aswell astroubled institutions. Current regulations do not impose any geographic restrictions on
such acquisitions, and as aresult, anumber of savings institutions have been acquired by bank holding companies.

Savings and Loan Holding Company Jurisdiction. The Director of the OTS administers and regulates the
activities of registered savings and loan holding companies and the acquisition of savings banks by any company.
Savings and loan holding companies, such as Parkvale Financial Corporation, are no longer required to receive
regulatory approval prior to incurring debt. Savings banks which are subsidiaries of a holding company, aswell as other
savings banks, are now deemed to be member banks for purposes of Sections 23A and 23B of the Federal Reserve Act
and, asaresult, are subject to the transaction with affiliate rules contained in those sections. Savings and |oan holding
companies now may also purchase up to 5% of the stock of unaffiliated savings bank or savings and loan holding
companies without prior regulatory approval.

Enforcement. The FDIC's enforcement powers extend to all “institution-affiliated” parties, including shareholders,
attorneys, appraisers and accountants who knowingly or recklessly participate in wrongful action having or likely to
have an adverse effect on an insured institution. Civil penalties are classified into three level s, with amounts increasing
with the severity of the violation. The first tier providesfor civil penalties up to $5,000 per day for violation of law or
regulation. A civil penalty of up to $25,000 per day may be assessed if thereis more than aminimal lossto an institution
or an action that resultsin asubstantial pecuniary gain or other benefit. Criminal penalties are increased to
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$1 million per violation, up to $5 million for continuing violations or for the actual amount of gain or loss. These
monetary penalties may be combined with prison sentences of up to five years.

Regulators can impose enforcement action on an institution that fails to comply with its regulatory requirements,
particularly with respect to the capital requirements. Possible enforcement actionsinclude the imposition of a capital
plan and termination of deposit insurance. The FDIC aso may recommend that the Department of Banking take
enforcement action. If the Department does not take action, the FDIC would have authority to compel such action under
certain circumstances.

USA Patriot Act

The USA Patriot Act imposes additional obligations on U.S. financial institutions, including banks and broker-
dealer subsidiaries, to implement policies, procedures and controls that are reasonably designed to detect and report
instances of money laundering and the financing of terrorism. Banks must have proceduresin place to adequately
identify new and existing customers and are required to maintain thisinformation for a set period of time. In addition,
provisions of the USA Patriot Act require the federal financial institution regulatory agenciesto consider the
effectiveness of afinancial institution’s anti-money laundering activities when reviewing bank mergers and bank
holding company acquisitions.

Sarbanes-Oxley Act of 2002

The corporate-governance and accounting-oversight bill, also known as the Sarbanes-Oxley Act of 2002 (“the
Act”), became law in July 2002. The bill created the Public Company Accounting Oversight Board, an independent
auditing-oversight board under the Securities and Exchange Commission (“ SEC”), by which the Bank’s holding
company, Parkvale Financial Corporation, isregulated. The bill also increases penalties for corporate wrongdoers,
requires faster and more extensive financial disclosure, and creates avenues of recourse for aggrieved shareholders. The
Act contains separate provisions that require signed certifications to be made by the chief executive officer and the
chief financial officer of all public companies. The Act provides criminal penalties of up to $1.0 million and imprisonment
of up to 10 yearsfor an officer that provides a certification knowing it to be untrue.

The Act also addresses functions and responsibilities of audit committees of public companies. These
reguirements are asfollows:

Responsibilities. Each audit committeeis directly responsible for the appointment, compensation and
oversight of the work of the Company’s outside auditors, and the auditors must report directly to the audit
committee;

Independence. Each audit committee member must be independent, which under the Act means that he or she
cannot (other than in his or her capacity as a member of the audit committee, the board or any other board
committee) accept any consulting, advisory or other compensatory fees from the Company or be affiliated with the
Company or any of itssubsidiaries;

Whistleblower Procedures. Each audit committee must establish procedures to receive and respond to any
complaints and concerns regarding the Company’s accounting, accounting controls or auditing matters. These
procedures would include enabling the Company’s employees to transmit concerns regarding questionable
accounting or auditing matters by confidential, anonymous submission;

Engagement of Advisors. In recognition of the audit committee’ sindependent status, each audit committeeis
authorized to engage independent counsel and other advisors; and

Payment of Expenses. The Company must provide the appropriate funding, as determined by the audit
committee, for payment of compensation to the auditors and advisors of the audit committee. In 2002, the SEC
published accelerated filing deadlines for Form 10-K and Form 10-Q. On September 21, 2005, the SEC made
permanent the deadlines for accelerated filers. The guidelines that affect Parkvale are for the Form 10-K, filing
deadlineis 75 days or September 13 or the next business day and for the Form 10-Q, quarterly report filing deadline
is40 days, i.e. November 9 or the next business day for the first quarter.
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Federal Home Loan Bank System

The Bank isamember of the FHLB System, which consists of 12 regional FHL Bs, each subject to supervision and
regulation by the Federal Housing Finance Board. The FHLBs provide a central credit facility primarily for member
ingtitutions. The Bank, asamember of the FHLB of Pittsburgh, is required to hold a minimum amount of FHL B capital
stock equal to the greater of 1% of its aggregating unpaid residential mortgage loans, home purchase contracts or
similar obligations at the beginning of the year or 5% of its outstanding advances from the FHLB. The FHLB board of
directors sets these percentages and they are subject to change from time to time with the board’ s approval. Parkvale
had a$14.7 million investment in stock of the FHLB of Pittsburgh at June 30, 2008 to comply with this requirement.

Advances from the FHLB of Pittsburgh are secured by a member’s shares of stock inthe FHLB of Pittsburgh,
certain types of mortgages, investments and other assets. The maximum amount of credit which the FHLB of Pittsburgh
will advance for purposes other than meeting deposit withdrawals fluctuates from time to time in accordance with
changesin policies of the FHLB of Pittsburgh. Interest rates charged for advances vary depending upon maturity, the
cost of fundsto the FHLB of Pittsburgh and the purpose of the borrowing. At June 30, 2008, the Bank had $191.4 million
of outstanding advances from the FHLB of Pittsburgh.

I nterstate Acquisitions

The Commonwealth of Pennsylvania has enacted legislation that permits interstate acquisitions and branching,
subject to specific restrictions, for savings banks located in Delaware, Kentucky, the District of Columbia, Maryland,
New Jersey, Ohio, Virginiaand West Virginia (“the Region”) if the state offersreciprocal rightsto savingsinstitutions
located in Pennsylvania.

Of the states in the Region, Delaware, Kentucky, Maryland, New Jersey, Ohio and West Virginia currently have
laws that permit savings bankslocated in Pennsylvaniato branch into such states and/or acquire savings banks located
in such states.

Federal Reserve System

Federal Reserve Board regulations require savings banks to maintain noninterest-earning reserves against their
transaction accounts (primarily checking accounts) and certain nonpersonal time deposits. Money market deposit
accounts are subject to the reserve requirement applicabl e to nonpersonal time deposits when held by a person other
than a natural person. Because required reserves must be maintained in the form of vault cash or anon-interest bearing
account at a Federal Reserve Bank, the effect of this reserve requirement is to reduce the Bank’ s interest-earning assets.
Parkval e satisfies its reserve requirement with vault cash.

Pennsylvania Savings Bank Law

The Bank isincorporated under the Pennsylvania Banking Code of 1965, as amended (“Banking Code”), which
contains detailed provisions governing the organization, location of offices, rights and responsibilities of directors,
officers, employees and members, as well as corporate powers, savings and investment operations and other aspects of
the Bank and its affairs. The Banking Code del egates extensive rulemaking power and administrative discretion to the
Department so that the supervision and regulation of state-chartered banks may be flexible and readily responsiveto
changes in economic conditions and in savings and lending practices.

One of the declared purposes of the Banking Code is to provide banks with the opportunity to be competitive with
each other and with other financial institutions existing under other state, federal and foreign laws.

A Pennsylvania savings bank may locate or change the location of its principal place of business and establish an
office anywhere in the Commonwealth, with the prior approval of the Department.

The Department generally examines each savings bank at least once every two years. The Banking Code permits
the Department to accept the examinations and reports of the FDIC in lieu of the Department’s examination. The present
practiceisfor the Department and the FDIC to conduct examinations annually on an alternating basis. The Department
may order any bank to discontinue any violation of law or unsafe or unsound business practice and may direct any
director, officer, attorney or employee of abank engaged in an objectionable activity, after the Department has ordered
the activity to be terminated, to show cause at a hearing before the Department why such person should not be
removed.
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TAXATION

Federal Taxation

For federal income tax purposes, PFC and its subsidiaries file a consolidated return on a calendar year basis and
report their income and expenses on the accrual basis of accounting. Since 1987, corporations are subject to the
corporate alternative minimum tax to the extent thistax would exceed the regular tax liability. PFC has not been subject
to thistax in the past and does not anticipate being subject to thistax in future years given its current level of financial
and taxable income. With certain exceptions, no deduction is allowed for interest expense allocable to the purchase or
carrying of tax-exempt obligations acquired after August 7, 1986.

State Taxation

For state tax purposes, Parkval e reportsitsincome and expenses on the accrual basis of accounting and filesitstax
returns on a calendar year basis. The Bank is subject to Ohio Franchise taxes, West Virginialncome Taxes and the
Pennsylvania Mutual Thrift Institutions Tax (“MTIT”). The Ohio Franchisetax is based on assets as of January 1 of
each year and is not considered an income tax. The MTIT isimposed at the rate of 11.5% on net income computed
substantially in accordance with generally accepted accounting principles (“GAAP’). Under the Mutual Thrift
Institution Act, Parkvaleis not subject to any state or local taxes except for the Ohio, West Virginiaand MTIT taxes
described above and taxes imposed upon real estate and the transfer thereof.

See Note H of Notesto Consolidated Financial Statements for additional information regarding federal and state
taxation.

Item 1A. Risk Factors

Investmentsin Parkvale's common stock involve risk. The following discussion highlights risks which
management believes are material for the Company, but does not necessarily include al risks that Parkvale may face.

Themarket price of Parkvale common stock may fluctuate significantly in responseto a number of factors, including:

» changesin securities analysts’ estimates of financial performance
« volatility of stock market prices and volumes
» changesin market valuations of similar companies

» changesininterest rates since net interest income comprises the majority of our revenue and is significantly
influenced by changesin interest rates

* new products or services offered in the banking and/or financial servicesindustries
* variationsin quarterly or annual operating results
* litigation

* regulatory actionsincluding new laws and regulations and continued compliance with existing laws and
regulation

» changesin accounting policies or procedures as may be required by the Financial Accounting Standards Board
or other regulatory agencies

Themarket price of our common stock has declined recently.

Consistent with the recent declinein stock prices generally, particularly for the stocks of financial institutions, the
market price of the Parkvale common stock decreased from $29.71 per share at June 30, 2007 to $23.61 per share at
June 30, 2008, and has further declined to $22.35 per share as of August 27, 2008. See the performance graph in Item 5 of
this document comparing the total return performance of Parkvale common stock to certain indexes.

22




Thereareincreased risksinvolved with commercial real estate, commercial business and consumer lending
activities.

Our lending activitiesinclude loans secured by commercial real estate and commercial business and consumer
loans. We have increased our emphasis on originating commercial business and consumer loansin recent years, aswell
ascommercial real estate loansto alesser extent. We originated $137.7 million of these loansin fiscal 2008, representing
69.6% of total loan originations and 47.7% of total originations and loan purchasesin fiscal 2008. In fiscal 2007, we
originated $100.6 million of these loans, representing 62.6% of total 1oan originations and 33.1% of total originations and
loan purchasesin fiscal 2007. Commercial real estate, commercial business and consumer loans represent 27.7% of our
loan portfolio at June 30, 2008. Commercial real estate, commercial business and consumer loans are generally
considered to involve ahigher degree of risk than single-family residential lending dueto avariety of factors. Asa
result of the larger loan balances typically involved with commercial real estate and commercial businessloans, an
adverse development with respect to one loan or one credit relationship can expose usto greater risk of loss compared
to an adverse devel opment with respect to a one- to four-family residential mortgage loan. At June 30, 2008, the
outstanding balances of our largest single commercial real estate loan and commercial business |oan were $6.9 million
and $2.4 million, respectively. While we have not had significant charge-offs of commercial real estate loans and
commercial business loansin recent years, if one of these large |oans were to become non-performing, it could have a
significant impact on our results of operations. Consumer loans also involve greater risks than single-family residential
loans, asit ismore difficult to recover collateral on those loans that are secured and certain consumer loans are
unsecured. In addition, the recent increasesin the originations of commercial real estate, commercial business and
consumer loans mean that our portfolio of theseloansis significantly weighted with loans which are not well seasoned
and are generally perceived to be more susceptible to adverse economic conditions than older loans.

Thereareincreased risks associated with our interest only loans.

At June 30, 2008, our loan portfolio includes $259.1 million of loans that are interest only for theinitial years of the
loans, representing 14.0% of total assets at that date. The initial interest only years of the loans range from threeto five
years. These loans have a higher degree of risk than fully amortizing loans, as the original loan balance does not decline
during the interest only period of the loan. The risks associated with these |loans are increased if housing prices decline
after the loan is originated.

Wewill be adver sely affected if housing prices continueto decline.

A declinein housing prices adversely affects usin several ways. First, we generally limit the loan-to-valueratio to
80% on newly originated residential mortgage loans. A decline in housing prices after the loan is originated resultsin an
increase in the loan-to-value ratio, which increases the risks associated with such loans. Second, borrowers who
experience adeclinein the market value of their house, particularly adecline below their outstanding mortgage balance,
are more likely to be delinquent in their loan payments and to experience aforeclosure on their mortgage. Third, a
decline in housing prices generally leads to higher foreclosure rates, and the value of the properties we receive may be
less than the outstanding mortgage balance. Fourth, the value of the mortgage-backed securities held by us, which are
secured by residential properties, islikely to decline. At June 30, 2008, we held $198.4 million of mortgage-backed
securities, representing 10.7% of our total assets. Fifth, our consumer loan portfolio includes home equity lines of credit
up to 120% of collateral value at a competitiveintroductory rate, and the risks associated with these loans will increase
if housing prices continue to decline. Sixth, adecline in housing pricesislikely to lead to increased provisionsfor loan
losses, which would adversely affect our net income.

Our allowancefor loanslosses may not be adequate to cover probable losses.

We have established an allowance for loan losses based upon various assumptions and judgments about the
collectibility of our loan portfolio, which we believe is adequate to offset probable losses on our existing loans. While
we are not aware of any specific factorsindicating a deficiency in the amount of our allowance for loan losses, in light of
the current economic slowdown, the increased number of foreclosures and lower real estate values, one of the most
pressing current issues faced by financial institutionsis the adequacy of their allowance for loan
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losses. Federal bank regulators have increased their scrutiny of the level of the allowance for |osses maintained by
regulated institutions. Many banks and other lenders are reporting significantly higher provisionsto their allowance for
loan losses, which are materially impacting their earnings. In the event that we have to increase our allowance for loan
losses, it would have an adverse effect on our resultsin future periods. At June 30, 2008, our alowance for loan losses
amounted to $15.2 million, while our total loan portfolio was $1.2 billion at such date.

Our businessisgeographically concentrated in the greater Pittsburgh and tri state area, which makesusvulnerable
to downturnsin thelocal economy.

The majority of our loans are to individual s and businesses |located generally in the greater Pittsburgh and tri state
area, consisting of southwestern Pennsylvania, eastern Ohio and northern West Virginia. Regional economic conditions
affect the demand for our products and services as well as the ability of our customersto repay loans. While economic
conditionsin our primary market area have been relatively good in recent periods, the concentration of our business
operations makes us vulnerable to downturnsin the local economy. Declinesin local real estate values could adversely
affect the value of property used as collateral for the loans we make.

Interest ratevolatility could harm our results of operations.

Parkval€ sresults of operations depend to agreat extent on the difference between the interest earned on loans
and investment securities and the interest paid on deposits and other borrowings. Interest rates are beyond our control
and fluctuate in response to general economic conditions and the policies of various governmental and regul atory
agencies, in particular, the Federal Reserve Board. Changes in monetary policy, including changesin interest rates, will
influence the origination of loans, the purchase of investments, the generation of deposits and the rates received on
loans and investment securities and paid on deposits and borrowings. Although increases in interest rates would result
in additional interest income from each new loan made or serviced, the number of new loansislikely to decrease as
interest rates rise. Any revenue reductions from fewer loans and increased interest expense paid in connection with
borrowed funds and deposits may not be offset by the higher income as aresult of increased interest rates, which
would adversely affect our interest rate spread and net interest income. Changesin interest rates also can affect the
value of our interest-earning assets and our ability to realize gains from the sale of such assets, our ability to obtain and
retain depositsin competition with other available investment alternatives, and the ability of our borrowersto repay
adjustable or variable rate loans.

Thefair value of our investment securities held to maturity islessthan the carrying value of such securities.

At June 30, 2008, the amortized cost or carrying value of our investment securities held to maturity was
$413.0 million, or 22.3% of our total assets. At such date, the fair value of such securities was $383.9 million. Because the
declinesin thefair value of individual held-to-maturity securities are currently deemed to be temporary, the investment
securities have not been written down to their fair value. The investment securities at June 30, 2008 include trust
preferred securities with an aggregate amortized cost of $94.9 million and an aggregate fair value of $72.1 million. As
discussed in Note B of Notesto Consolidated Financial Statements, we are closely monitoring our investmentsin trust
preferred securitiesin light of recent price volatility and recently deferred payments. Continued interest deferrals or
price declines could result in awrite-down of one or more of the trust preferred investments or of the other investment
securities that have afair value below amortized cost.

If Parkvale does not adjust to changesin thefinancial servicesindustry, itsfinancial performance may suffer.

Parkvale s ability to maintain its history of favorable financial performance and return on investment to
shareholders will depend in part on the ability to expand its scope of available financial servicesto customers. In
addition to other banks, competitors include security dealers, brokers, mortgage bankers, investment advisors, and
finance and insurance companies. The increasingly competitive environment is, in part, aresult of changesin
regulation, changes in technology and product delivery systems, and the accel erating pace of consolidation among
financial service providers.
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We face strong competition that may adver sely affect our profitability.

We are subject to vigorous competition in all aspects and areas of our business from banks and other financial
institutions, including savings and loan associations, savings banks, finance companies, credit unions and other
providers of financial services, such as money market mutual funds, brokerage firms, consumer finance companies and
insurance companies. As of June 30, 2008, we were the 11th largest institution, in terms of assets, with asignificant
presence in western Pennsylvania. We are significantly smaller than the ten largest depository institutions operating in
western Pennsylvania, which had more than 85% of the total depositsin the greater Pittsburgh metropolitan area at
June 30, 2007. The financial resources of these larger competitors may permit them to pay higher interest rates on their
deposits and to be more aggressive in new loan originations. Certain of our competitors are larger financial institutions
with substantially greater resources, more advanced technological capabilities, higher lending limits, larger branch
systems and awider array of commercial banking services. Competition from both bank and non-bank organi zations will
continue.

Future gover nmental regulation and legislation could limit our growth.

Parkvaleis subject to extensive state and federal regulation, supervision and legislation that govern nearly every
aspect of our operations, and the extensive regulation isintended primarily for the protection of depositors. Changesto
these laws could affect the ability to deliver or expand services and diminish the value of our business. See
“Regulation” for additional information.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties

Parkvale presently conducts business from its main office building and 47 branch offices located in the tri-state
area. Parkvale owns the building and land for 25 offices and | eases the remaining 23 offices. Such leases expire through
2041. PMC leases one facility in Ohio for aloan origination center. At June 30, 2008, land, building and equipment had a
net book value of $18.9 million.

Item 3. Legal Proceedings.

PFC and its subsidiaries, in the normal course of business, are subject to a number of asserted and unasserted
potential legal claims. In the opinion of management, there is no present basis to conclude that the resolution of these
claimswill have a material adverse impact on the consolidated financial condition or results of operations of PFC or its
subsidiaries.

Item 4. Submission of Mattersto a Vote of Security Holders.

None.

PART II.

Item 5. Market for Registrant’s Common Equity and Related Shareholders Matters.

(a) The Annual Meeting of Shareholderswill be held at 10:00 a.m., Thursday, October 23, 2008, at the Pittsburgh
Athletic Association, 4215 Fifth Avenue, Pittsburgh, Pennsylvania 15213.

Parkvale’'s Common Stock istraded in the over-the-counter market and quoted on the NASDAQ Global Select
Market System under the symbol “PVSA.” Prices shown below are based on the prices reported by the NASDAQ
system. The over-the-counter market quotations reflect inter-dealer prices, without retail mark-up, mark-down or
commission and may not necessarily represent actual transactions.

25




For the Quarter Ended

June 2008
March 2008
December 2007
September 2007
June 2007
March 2007
December 2006
September 2006

High Low Dividends
$28.24 $23.33 $ 0.22
28.93 24.66 0.22
30.00 26.00 0.22
30.50 26.50 0.22
$30.24 $28.34 $ 0.22
31.77 28.21 0.20
34.60 31.08 0.20
30.83 28.25 0.20

There were 5,482,695 shares of Common Stock outstanding as of August 25, 2008, the V oting Record Date, which

shares were held as of such date by approximately 340 holders of record.

Transfer Agent

Registrar and Transfer Company
10 Commerce Drive

Cranford, NJ 07016

Toll free phone: 1 (800) 368-5948
Fax: (908) 497-2312

Website: www.rtco.com

INFORMATION REQUESTS

A copy of the 2008 Annual Report and Form 10-K of Parkvale Financial Corporation filed with the Securities and
Exchange Commission, and alist of exhibitsthereto, will be furnished to shareholders without charge upon written
reguest to the Treasurer of the Corporation at its Headquarters Office, 4220 William Penn Highway, Monroeville,
PA 15146. The telephone number is (412) 373-7200. Parkval€ s website is http://www.parkvale.com.

(b) None.

(c) During the year ended June 30, 2008, Parkvale purchased 172,419 shares at an average price per share of $28.71.

The following table sets forth information with respect to any purchase made by or on behalf of Parkvale or any
“affiliated purchaser,” as defined in Rule 10b-18(a)(3) under the Exchange Act, of shares of Parkvale common stock

during the indicated periods.

Total Number of
Shares Purchased as

Maximum Number of
Sharesthat May Yet

Total Number Average Part of Publicly be Purchased Under
of Shares Price Paid Announced Plans the Plans or
Period Purchased per Share or Programs Programs(1)
April 1-30, 2008 — — — 108,581
May 1-31, 2008 — — — 108,581
June 1-30, 2008 — — — 108,581

(1) The repurchase program approved on June 21, 2007 expired on June 30, 2008.
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Performance Graphs

The following graphs compare the yearly cumulative total return of the Common Stock over afive-year
measurement period with (i) the yearly cumulative total return on the stocks included in the Nasdag Market Index,
(ii) the yearly cumulative total return on the stocksincluded in the Nasdaq Financial Stock Market Index and (iii) the
S& P 500 total return data. The source of the graph and chart is SNL Financial. All of the cumulative returns are
computed assuming the reinvestment of dividends at the frequency with which dividends were paid during the
applicable years. The starting point for all graphs assumes the investment of $100 at the beginning of the period.
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Item 6. Selected Financial Data.

SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA

Balance Sheet Data at June 30:
Total assets

Loans

Investment securities

Deposits

FHLB advances and other debt
Shareholders’ equity

Book value per share

Operating Data for the Year Ended June 30:
Total interest income
Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses
Noninterest income
Noninterest expenses

Income before taxes
Income tax expense

Net income
Net income per diluted share

Other Selected Data (Statistical Profile):

Year Ended June 30:

Averageyield earned on all interest-earning assets
Average rate paid on interest-bearing liabilities
Average interest rate spread

Net yield on average interest-earning assets
Other expenses to average assets

Efficiency ratio

Return on average assets

Dividend payout ratio

Return on average equity

Average equity to average total assets

At June 30:

One year gap to total assets

Intangibles to total equity

Shareholders’ equity to assetsratio

Ratio of nonperforming assets to total assets
Nonperforming assets

Allowance for loan losses as a % of gross loans
Number of full-service offices

2008 2007 2006 2005 2004
(Dollar amountsin thousands except per share data)

$1,851,392 $1,844,231 $1,858,715 $1,875844 $1,612,453
1,201,665 1,234,397 1,217,328 1,198,070 1,015,078

444,375 379,943 425,183 485,102 497,946
1,493,685 1,469,084 1,451,764 1,478,335 1,281,971
213,395 224,764 239,413 240,257 190,403
131,631 129,670 122,704 112,971 104,686
24.01 23.10 21.64 20.09 18.76

$ 97882 $ 97260 $ 89575 $ 77522 $ 70,043

57,978 58,871 50,977 42,765 41,519
39,904 38,389 38,598 34,757 28,524
2,331 828 736 229 (206)
37,573 37,561 37,862 34,528 28,630
8,452 10,358 9,415 8,176 8,068
28,623 28,039 27,640 25,597 22,346
17,402 19,880 19,637 17,107 14,352
4,599 6,455 6,325 5,440 4,336

$ 12803 $ 13425 $ 13312 $ 11667 $ 10,016
$ 231 $ 234 % 233 § 206 $ 177

5.66% 5.55% 5.11% 4.64% 4.53%
3.42 3.44 2.96 2.62 277
2.24 211 2.15 2.02 1.76
231 2.19 2.20 2.08 184
1.56 151 1.49 1.46 1.39
59.19 57.52 57.57 59.62 61.07
0.70 0.73 0.72 0.67 0.62
38.12 34.19 34.33 38.83 42.94
9.73 10.54 11.26 10.70 9.75
7.15 6.88 6.38 6.23 6.38

2.07% 1.67% (3.52)% 3.77% (0.81)%

23.04 24.09 26.21 29.32 10.64
7.11 7.03 6.60 6.02 6.49
0.85 0.34 0.25 0.47 0.49
$ 15808 $ 6196 $ 4564 $ 885 $ 7,953

1.25% 1.14% 1.21% 1.25% 1.34%
48 47 47 46 39
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Item 7. Management’'s Discussion and Analysis of Financial Condition and Results of Operations.

The purpose of this discussion isto summarize the financial condition and results of operations of Parkvale
Financial Corporation (“PFC") and provide other information, which is not readily apparent from the consolidated
financial statementsincluded in this report. Reference should be made to those statements, the notes thereto and the
selected financial data presented elsewhere in thisreport for acomplete understanding of the following discussion and
analysis.

INTRODUCTION

PFC isaunitary savings and loan holding company incorporated under the laws of the Commonwealth of
Pennsylvania. Its main operating subsidiary is Parkvale Bank (the “Bank”), which is a Pennsylvania chartered
permanent reserve fund stock savings bank headquartered in Monroeville, Pennsylvania. PFC and its subsidiaries are
collectively referred to herein as “ Parkvale€’. Parkvaleis also involved in lending in the Columbus, Ohio areathrough its
wholly owned subsidiary, Parkvale Mortgage Corporation (“PMC”").

THE BANK

General

The Bank conducts businessin the greater Tri-State area through 48 full-service officeswith 41 officesin
Allegheny, Beaver, Butler, Fayette, Washington and Westmoreland Counties of Pennsylvania, two branchesin West
Virginiaand five branches in Ohio. With total assets of $1.8 billion at June 30, 2008, Parkvale was the ninth largest
financial institution headquartered in the Pittsburgh metropolitan area and el eventh largest financial institution with a
significant presencein Western Pennsylvania.

The primary business of Parkvale consists of attracting deposits from the general public in the communities that it
serves and investing such deposits, together with other funds, in residential real estate loans, consumer loans,
commercial loans, and investment securities. Parkval e focuses on providing awide range of consumer and commercial
servicesto individual s, partnerships and corporations in the greater Pittsburgh metropolitan area, which comprisesits
primary market area. In addition to the loans described above, these services include various types of deposit and
checking accounts, including commercial checking accounts and automated teller machines (*ATMSs”) as part of the
STAR network.

Parkvale derivesitsincome primarily from interest charged on loans, interest on investments, and, to alesser
extent, service charges and fees. Parkval€e's principal expenses areinterest on deposits and borrowings and operating
expenses. Lending activities are funded principally by deposits, loan repayments, and operating earnings.

Lower housing demand in Parkval€e' s primary lending areas, relative to its deposit growth, has spurred the Bank to
purchase residential mortgage loans from other financial institutions in the secondary market. This purchase strategy
also achieves geographic asset diversification. Parkvale purchases adjustabl e rate residential mortgage |oans subject to
itsnormal underwriting standards.

Financial Condition

Parkval€ s average interest-earning assets decreased $4.6 million for the year ended June 30, 2008 over fiscal year
2007. The overall reduction in average total assetsis primarily related to the repayment of higher cost debt during fiscal
2008 and in the latter part of fiscal 2007. Debt repayments included trust preferred securities of $7.2 million on
December 26, 2007, $25 million on March 26, 2007 and $10 million each of FHLB advancesin February and June 2008.
Average loan balances decreased $19.6 million, while average deposit balances rose $16.1 millionin fiscal year 2008.
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Asset and Liability Management

Parkvale functions as afinancial intermediary, and as such, itsfinancial condition should be examined in terms of
its ability to manage interest rate risk (“IRR”) and diversify credit risk.

Parkvale s asset and liability management (“ALM?”) is driven by the ability to manage the exposure of current and
future earnings and capital to fluctuating interest rates. This exposure occurs because the present value of future cash
flows, and in many cases the cash flows themselves, change when interest rates change. One of Parkvale’ sALM goals
isto minimize this exposure.

IRR ismeasured and analyzed using static interest rate sensitivity gap indicators, net interest income simulations
and net present value sensitivity measures. These combined methods enable Parkval € s management to regularly
monitor both the direction and magnitude of potential changesin the pricing relationship between interest-earning
assets and interest-bearing liabilities.

Interest rate sensitivity gap analysis provides one indicator of potential interest rate risk by comparing interest-
earning assets and interest-bearing liabilities maturing or repricing at similar intervals. Total assets define the gap ratio
asrate-sensitive assets minus rate-sensitive liabilities for a given time period divided by total assets. Parkvale
continually monitors gap ratios, and within the IRR framework and in conjunction with net interest income simulations,
implements actions to reduce exposure to fluctuating interest rates. Such actions have included maintaining high
liquidity, increasing the repricing frequency of the loan portfolio, purchasing adjustable-rate investment securities and
lengthening the overall maturities of interest-bearing liabilities. Management believes these ongoing actions minimize
Parkval€ s vulnerability to fluctuationsin interest rates. The one-year gap ratio shifted from 1.67% at June 30, 2007 to
2.07% as of June 30, 2008, the three-year gap ratio went from 7.53% at June 30, 2007 to -0.92% at June 30, 2008 and the
five-year gap ratio was 14.28% at June 30, 2007 versus 8.54% at June 30, 2008. The improvement in the one-year GAP
ratio is dueto anincrease in investments and ARM loans scheduled to reprice or mature within one-year.

Gap indicators of IRR are not necessarily consistent with IRR simulation estimates. Parkvale utilizes net interest
income simulation estimates under various assumed interest rate environments to more fully capture the details of IRR.
Assumptionsincluded in the simulation process include measurement over a probable range of potential interest rate
changes, prepayment speeds on amortizing financial instruments, other imbedded options, |oan and deposit volumes
and rates, nonmaturity deposit assumptions and management’s capital requirements. The estimated impact on projected
net interest income in fiscal 2009 assuming an immediate shift in current interest rates, would result in the following
percentage changes over fiscal 2008 net interest income: +100 basis points (“bp”), +13.1%; +200 bp, +7.4%; —100 bp,
+13.8%; —200 bp, +5.1%. This compares to projected net interest income for fiscal 2008 made at June 30, 2007 of:
+100 bp, +1.7%,; +200 bp, —10.3%; —100 bp, +9.7%; —200 bp, —4.0%. The fluctuation in projected net interest income
between fiscal 2008 and 2007 isreflective of wider net interest margins.
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Interest-Sensitivity Analysis. The following table reflects the maturity and repricing characteristics of Parkvale's
assets and liabilities at June 30, 2008 (Dollars in thousands):

Interest sensitive assets <3 Months  4-12 Months 1-5Years 5+ Years Total
ARM and other variable rate |oans $ 190231 $ 272,907 $260952 $ 17,034 $ 741,124
Other fixed rate loans, net(1) 12,762 39,463 181,542 241,219 474,986
Variable rate mortgage-backed securities 4831 24,711 122,610 41,021 193,173
Fixed rate mortgage-backed securities(1) 192 415 2,167 2,459 5,233
Investments and Federal funds sold 243,942 791 53,504 28,329 326,566
Equities, primarily FHLB 4,160 4,733 15,847 6,607 31,347
Total interest-sensitive assets $ 456,118 $ 343,020 $636,622  $336,669 $1,772,429
Ratio of interest-sensitive assets to total assets 24.6% 18.5% 34.4% 18.2% 95.7%
Interest-sensitive liabilities
Passbook deposits and club accounts(2) $ 7706 $ 26,694 $ 30827 $127,443 $ 192,670
Checking accounts(3) 21,910 17,000 34,002 197,230 270,142
Money market deposit accounts 51,324 44,000 44,000 — 139,324
Certificates of deposit 140,771 424,538 272,346 41,301 878,956
FHLB advances and other borrowings 26,893 — 135,679 50,823 213,395
Total interest-sensitive liabilities $ 248604 $ 512,232 $516,854  $416,797 $1,694,487
Ratio of interest-sensitive liabilities to total

liabilities and equity 13.4% 27.7% 27.9% 22.5% 91.5%
Ratio of interest-sensitive assetsto interest-

sensitiveliabilities 183.5% 67.0% 123.0% 80.9% 104.6%
Periodic Gap to total assets 11.21% (9.14)% 6.47% (4.33)% 4.21%
Cumulative Gap to total assets 11.21% 2.07% 8.54% 4.21%

(1) Includestotal repayments and prepayments at an assumed rate of 15% per annum for fixed-rate mortgage loans and
mortgage-backed securities, with the amounts for other loans based on the estimated remaining loan maturity by
loan type.

(2) Based on historical data, assumes passbook deposits are rate sensitive at the rate of 16.3% per annum, compared
with 16.0% for fiscal 2007.

(3) Include investment checking accounts, which are assumed to be immediately rate sensitive, with remaining interest-
bearing checking accounts assumed to be rate sensitive at 10% in the first year and 5% per annum thereafter.
Noninterest checking accounts are considered core deposits and are included in the 5+ years category.

Asset Management. A primary goal of Parkvale's asset management isto maintain ahigh level of liquid assets.
Parkvale defines the following as liquid assets: cash, federal funds sold, certain corporate debt maturing in less than one
year, U.S. Government and agency obligations maturing in less than one year and short-term bank deposits. The
average daily liquidity was 19.9% for the quarter ended June 30, 2008. During fiscal 2008, in addition to maintaining high
liquidity, Parkval€ sinvestment strategy was to purchase investment grade securities rated BBB or higher and single-
family adjustable rate mortgage (“ARM”) loans to enhance yields and reduce the risk associated with rate volatility.

Parkval€ s lending strategy has been designed to shorten the average maturity of its assets and increase the rate
sensitivity of the loan portfolio. In fiscal 2008, 2007 and 2006, 66.4%, 72.3% and 78.2%, respectively, of mortgage |oans
originated or purchased were adjustabl e-rate |oans. Parkval e has continually emphasi zed the origination and
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purchase of ARM loans. ARMstotaled $657.5 million or 67.9% of total mortgage loans at June 30, 2008 versus

$712.2 million or 69.8% of total mortgage loans at June 30, 2007. To supplement local mortgage originations, Parkvale
purchased |oans aggregating $87.7 million, $142.9 million and $139.5 million in fiscal 2008, 2007 and 2006, respectively,
from mortgage bankers and other financial institutions. The loan packages purchased were predominately 3/1 and 5/1
residential ARMs. All of the fiscal 2008, 2007 and 2006 purchases were residential ARM s that were generally originated
at competitive rates that may be considered teaser rates as the rates are projected to increase when the rates
contractually reset in future periods. The loans purchased from others are reviewed for underwriting standards that
include appraisals, creditworthiness and acceptabl e ratios of |oan to value and debt to income that are calculated at fully
indexed rates. The practice of purchasing loans or ARM securities in the secondary market is expected to continuein
fiscal 2009 when liquidity exceedstargeted levels. At June 30, 2008, Parkvale had commitments to originate mortgage
loans totaling $5.2 million and commercial 1oans of $8.8 million. Commitments to fund construction loansin process at
June 30, 2008 were $10.0 million, which were funded from current liquidity.

Parkval e continues to focus on its consumer loan portfolio through new originations. Home equity lines of credit
are granted up to 120% of collateral value at competitive rates. In general, these |oans have shorter maturities and
greater interest rate sensitivity and margins than residential real estate loans. At June 30, 2008 and 2007, consumer loans
were $176.9 million and $173.5 million which represented a 2.0% increase and a 4.9% decrease over the balances at
June 30, 2007 and 2006, respectively, with fixed-rate second mortgage loans totaling $100.8 million, $98.7 million and
$90.6 million of outstanding balances at June 30, 2008, 2007 and 2006, respectively.

Investments in mortgage-backed securities and other securities, such as U.S. Government and agency obligations
and corporate debt, are purchased to enhance Parkval€' s overall net interest margin and to diversify asset
concentration. During fiscal 2008, Parkvale purchased an aggregate of $361.7 million of investment securities classified
as held to maturity, compared to $134.8 million of such purchasesin fiscal 2007 and $53.0 million in fiscal 2006. Of the
amount purchased in fiscal 2008, $283.0 million had adjustable interest rates. Of the adjustable rate securities purchased,
52% are tied to one-year treasury or Libor indices, 16% aretied to six month Libor, 27% are tied to three month Libor and
5% aretied to one month Libor. These adjustabl e securities were purchased at an average yield of 6.25%. Yieldsfell as
the index rates decreased in the second half of the fiscal year. At June 30, 2008, the combined weighted average yield on
adjustable corporate securities and collateralized mortgage obligations was 5.32%. If the interest rate indices were to fall
further, net interest income may decrease if the net yield, after discount amortization, on these securities, aswell as
other liquid assets and ARM loans wereto fall faster than liabilities would reprice. Substantially all debt securities are
classified as held to maturity and are not available for sale or held for trading.

Liability Management. Deposits are priced according to management’s asset/liability objectives, alternate funding
sources and competitive factors. Certificates of deposits maturing after one year as a percent of total deposits were
21.2% at June 30, 2008 and 24.8% at June 30, 2007. The reduced percentage of longer-term certificatesis reflective of
consumer preference for shorter-terms. Over the past 5 years, Parkvale has made a concentrated effort to increase low
cost deposits by attracting new checking customers to our community branch offices. During fiscal 2008, checking
accountsincreased by 10.0% compared to a 1.0% increase during fiscal 2007. Parkvale's primary sources of funds are
deposits received through its branch network, and advances from the Federal Home Loan Bank (“FHLB"). FHLB
advances can be used on a short-term basis for liquidity purposes or on along-term basis to support lending activities.
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Contractual Obligations

Information concerning our future contractual obligations by payment due dates at June 30, 2008 is summarized as
follows. Contractual obligationsfor deposit accounts do not include accrued interest. Payments for deposits other than
time, which consist of noninterest bearing deposits and money market, NOW and savings accounts, are based on our
historical experience, judgment and statistical analysis, as applicable, concerning their most likely withdrawal behaviors.

Due < One Year 1-3 Years 3-5Years 5+ Years Total
(Dollarsin thousands)
Deposits other than time $ 168,634 $ 91,828 $ 17,001 $324,673 $ 602,136
Time deposits 565,309 204,260 68,086 41,301 878,956
Advancesfrom FHLB 5,000 35,000 40,180 111,250 191,430
Operating leases 1,054 1,576 769 2,401 5,800
Total $ 739,997 $ 332,664 $ 126,036 $479,625 $ 1,678,322

Concentration of Credit Risk

Financial institutions, such as Parkvale, generate income primarily through lending and investing activities. The
risk of loss from lending and investing activities includes the possibility that losses may occur from the failure of
another party to perform according to the terms of the loan or investment agreement. This possibility of lossisknown
ascredit risk.

Credit risk isincreased when lending and investing activities concentrate a financial institution’s earning assetsin
away that exposes the institution to a material loss from any single occurrence or group of related occurrences.
Diversifying loans and investments to prevent concentrations of risks is one manner afinancial institution can reduce
potential losses due to credit risk. Examples of asset concentrations would include, but not be limited to, geographic
concentrations, loans or investments of a single type, multiple loansto a single borrower, |oans made to a single type of
industry and loans of animprudent sizerelative to the total capitalization of the institution. For loans purchased and
originated, Parkvale has taken steps to reduce exposure to credit risk by emphasizing lower risk single-family mortgage
loans, which comprise 68.1% of the gross loan portfolio as of June 30, 2008. The next largest component of the loan
portfolio is consumer loans at 15.1%, which generally consists of lower balance second mortgages and home equity
loans originated in the greater Pittsburgh area and Ohio Valley region and an auto loan portfolio.

Nonperforming L oansand Foreclosed Real Estate

Nonperforming loans and foreclosed real estate (“REQ”) consisted of the following at June 30:

2008 2007 2006 2005 2004
(Dollarsin thousands)

Nonaccrual Loans:

Mortgage $ 6,004 $2,746 $1,700 $3,535 $2,610

Consumer 582 416 567 776 420

Commercia 5,943 1,177 1,321 2,850 1,925
Total nonaccrual loans $12,529 $4,339 $3,588 $7,161 $4,955
Total nonaccrual loans as a% of total loans 1.02% 0.35% 0.29% 0.59% 0.48%
Total foreclosed real estate, net 3,279 1,857 976 1,654 2,998

Total amount of nonaccrual loans and foreclosed real estate $15,808 $6,196 $4,564 $8,815 $7,953
Total nonaccrual loans and foreclosed real estate as a percent of
total assets 0.85% 0.34% 0.25% 0.47% 0.49%
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A weakening of the national and to alesser extent local housing sector and credit markets has contributed towards
an increased level of nonaccrual (delinquent 90 days or more) assets. Nonaccrual single-family mortgage loans at
June 30, 2008 consisted of 39 owner occupied homes. As of June 30, 2008, $3.3 million or 55.5% of the $6.0 million of
nonaccrual mortgage loans were purchased from others. Management believes the loans are well collateralized as
single-family loans are generally originated at a maximum of 80% loan to value or the borrower is otherwise required to
purchase private mortgage insurance.

Commercial loans delinquent 90 days or more of $5.9 million at June 30, 2008 includes real estate |oans of
$3.1 million to aresidential developer that has experienced very slow sales of spec units, and these loans arein the
foreclosure process that was completed on September 2, 2008. An extended unit absorption rate on this multi-phase
residential development caused the devel oper to have financial difficultiesthat prevented his ability to continue
development of this plan. A commercial real estateloan of $756,000 is considered impaired as the primary business
operating from thislocation has closed and foreclosureisin process. The allowance for loan losses was increased
during fiscal 2008 to provide for losses on these facilities. A multi-family apartment building loan with a balance of
$684,000 is more than 90 days past due and the borrower has declared bankruptcy in response to collection efforts that
may result in foreclosure; management believesthisfacility iswell collateralized.

Loans are placed on nonaccrual status when, in management’s judgment, the probability of collection of principal
and interest is deemed to beinsufficient to warrant further accrual. When aloan is placed on nonaccrual status,
previously accrued but unpaid interest is deducted from interest income. As aresult, uncollected interest income is not
included in earnings for nonaccrual loans. The amount of interest income on nonaccrual loans that has not been
recognized in interest income was $426,000 for fiscal 2008 and $193,000 for fiscal 2007. Parkvale provides an allowance
for theloss of accrued but uncollected interest on mortgage, consumer and commercial business loans, which are
90 days or more contractually past due.

In addition, loans totaling $4.3 million were classified as special mention and $806,000 were classified as
substandard for regulatory purposes at June 30, 2008. The special mention loans consist of $1.1 million of commercial
loans and $3.1 million of commercial real estate loans. Theseloans, while current or less than 90 days past due, have
exhibited characteristics which warrant special monitoring. Examples of these concernsincludeirregular payment
histories, questionable collateral values, investment properties having cash flows insufficient to service debt, and other
financial inadequacies of the borrower. These loans are regularly monitored with efforts being directed towards
resolving the underlying concerns while continuing with the performing status classification of such loans.

Loansthat are 30 to 89 days past due at June 30, 2008 aggregated $11.5 million, including $9.8 million of single-
family loans, compared to $8.1 million at June 30, 2007 and $10.8 million at June 30, 2006.

In addition, Parkvale has invested in trust preferred securities issued by other companies. At June 30, 2008, trust
preferred securities with an aggregate carrying value of $13.0 million had deferred interest payments aggregating
$300,000. For afurther discussion of the trust preferred securities held by Parkvale, see Note B of Notes to Consolidated
Financial Statementsincluded in Item 8 of this document.

Allowancefor Loan L osses

The allowance for loan loss was $15.2 million at June 30, 2008 and $14.2 million at June 30, 2007 or 1.25% and 1.14%
of grossloans at June 30, 2008 and June 30, 2007, respectively. The allowance increased during fiscal 2008
commensurate with the increase of troubled loans. The adequacy of the allowance for loan loss is determined by
management through an eval uation of individual nonperforming, delinquent and high dollar loans, economic and
business trends, growth and composition of the loan portfolio and historical loss experience, as well as other relevant
factors.

The loan portfolio is monitored by management on aregular basisfor potential risksto detect potential credit
deterioration in the early stages. Management then establishes reservesin the allowance for loan loss based upon
evaluation of the inherent risksin the loan portfolio. Management believes the allowance for loan loss is adequate to
absorb probable loan losses.




The following table sets forth the allowance for loan loss alocation at June 30:

2008 2007 2006 2005 2004
(Dollarsin thousands)

General Allowances

Residential 1-4 mortgages $ 3788 248%% 2,716 191%$ 2,855 192%$ 2,732 18.0% $ 2,669 19.3%
Commercial & multi-family mortgage 4739 311% 3964 27.9% 3802 255% 3952 26.0% 4,029 29.2%
Consumer Loans 3510 230% 4,154 293% 4568 30.6% 4,794 31.6% 3542 25.6%
Commercia Loans 2,741 180% 2,848 20.1% 3,368 226% 3,386 223% 2895 21.0%
Total Genera 14,778 96.9% 13,682 96.4% 14,593 97.9% 14,864 97.9% 13135 95.1%
Specific Allowances

Residential 1-4 mortgage 105 0.7% 31 02% 32 02% 93 0.6% 112 0.8%

Consumer 288 1.9% 426  3.0% 256 1.7% 213 14% 269 19%

Commercial 78  0.5% 50 0.4% 26 0.2% 18 0.1% 292 21%
Total Specific 471  3.1% 507 3.6% 314 21% 324  21% 673 4.8%
Total Allowances for loan losses $15,249 100.0% $14,189 100.0% $14,907 100.0% $15,188 100.0% $13,808 100.0%

The allowance on residential 1-4 family loansis $3.8 million or 0.5% of the residential 1-4 family loan portfolio at
June 30, 2008, on commercial and multi-family loans the allowance is $4.7 million or 3.3% of the commercial and multi-
family loan portfolio, on consumer loans the allowanceis $3.5 million or 1.9% of the consumer loan portfolio and on the
commercial loan portfolio the allowance is $2.7 million or 6.3% of the commercial loan portfolio.

Results of Operations

Parkvale Financial Corporation reported net income for the fiscal year ended June 30, 2008 of $12.8 million or $2.31
per diluted share, compared to net income of $13.4 million or $2.34 per diluted share for the fiscal year ended June 30,
2007. The $622,000 decrease in fiscal 2008 net income reflects increases of $3.0 million of net security impairment
writedowns, $1.5 million in the provision for loan losses and $584,000 in non-interest expense, offset by a decrease of
$1.9 million in income tax expense and increases of $1.5 million in net interest income and $1.1 million in other non-
interest income.

Interest Income

Interest income on loans decreased by $333,000 or 0.5% in fiscal 2008. Average loans outstanding in fiscal 2008
were $1.2 hillion, representing a decrease of $19.6 million or 1.6%, partially due to a decreased level of oan purchases
amounting to $87.7 million during fiscal 2008 compared to $142.9 million in fiscal 2007. Single-family residential loans
declined by $31.4 million or 3.7% from June 30, 2007 to June 30, 2008, and multi-family residential loans declined by
$2.7 million or 8.4% over the same period. The lower interest income was mitigated by an increase in the average loan
yield, which was 5.87% in fiscal 2007 and 5.94% in fiscal 2008. Interest income on loans increased by $3.9 million or 5.8%
from fiscal 2007 to 2006. Commercial real estate loans and consumer loans, which have higher yields than single-family
residential loans, increased in fiscal 2008. The average yield on loansincreased from 5.60% in fiscal 2006 to 5.87%in
fiscal 2007. In fiscal 2007, the trend of higher yields earned relates primarily to ARM loansre-pricing at higher rates
based on treasury rates and Libor plus contractual additions.

Interest income on investments increased $3.0 million or 15.6% in fiscal 2008. Thiswas the result of an increasein
the average yield on investments to 5.36% in fiscal 2008 from 4.66% in fiscal 2007 and by an increase in the average
balance of $1.9 million or 0.7% to $409.9 million. The higher yield in fiscal 2008 isreflective of an increase in average
corporate debt securities to $105.5 million and the maturity or call of lower yielding agency securities. During fiscal 2008,
there was a shift in the investment portfolio from lower yielding U.S. government and agency obligations to higher
yielding trust preferred securities and AAA rated collateralized mortgage obligations.
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Of theinvestment securities held to maturity, $301.6 million matured in fiscal 2008, including $236.7 million of

U.S. government and agency obligations with an average yield of 4.56%. Parkvale purchased an aggregate of

$361.7 million of investment securities classified as held to maturity during fiscal 2008 with an average yield of 5.97%,
compared to $134.8 million of such purchasesin fiscal 2007 with an average yield of 6.04%. The purchasesin fiscal 2008
included $50.1 million of trust preferred securitieswith aninitial yield of 7.45% and $190.6 million of AAA rated
collateralized mortgage obligations with ayield of 6.00%. Interest income on investments increased by $917,000 or 5.1%
from fiscal 2006 to 2007. Thiswas the result of the average yield on investments increasing to 4.66% in fiscal 2007 from
3.96% in fiscal 2006 and offset by a$48.7 million or 10.7% decrease in the average balance.

Interest income on federal funds sold decreased $2.0 million or 31.9% from fiscal 2007 to 2008. The decrease was
attributable primarily to a decrease in the average yield from 5.33% in fiscal 2007 to 3.75% in fiscal 2008, coupled with a
decrease in the average federal funds sold balance from $118.6 million in fiscal 2007 to $114.8 million in fiscal 2008. The
average balance of federal funds sold increased from $82.2 million in fiscal 2006 to $118.6 million in fiscal 2007 with
interest income increasing $2.8 million from fiscal 2006 to 2007. The average yield increased from 4.26% in fiscal 2006 to
5.33% in fiscal 2007.

Interest Expense

Interest expense on depositsincreased $1.7 million or 3.7% from fiscal 2007 to fiscal 2008. The average deposit
balance increased $16.1 million or 1.1% in fiscal 2008 and the average cost increased from 3.11% in fiscal 2007 to 3.19%
in fiscal 2008. The average balance of certificate accounts increased by $20.8 million or 2.4% from fiscal 2007 to fiscal
2008, and the average rate on such accounts increased by five basis pointsin fiscal 2008. Interest costsincreased in
fiscal 2008 as maturing time deposits repriced at higher rates due to competition offering avariety of specialsto attract
funds. Interest expense on deposits increased $8.5 million or 23.1% between fiscal 2006 and 2007. The average cost
increased from 2.54% in fiscal 2006 to 3.11% in fiscal 2007, and the average deposit balance increased by $5.4 million or
0.04% from fiscal 2006 to 2007. The average balance of certificate accounts increased by $24.2 million or 2.9% from fiscal
2007 to fiscal 2008, and the average rate on certificate accounts increased from 3.84% in fiscal 2006 to 4.57% in fiscal
2007.

Interest expense on borrowed money decreased by $524,000 or 4.6% in fiscal 2008. This was due to a decrease of
$10.9 million in the average balance due to the maturity of FHLB advances. The average cost of borrowings was 4.87%
infiscal 2007 and 4.88% in fiscal 2008. Interest expense on trust preferred securities decreased $2.0 million or 86.5% for
fiscal 2008. The average balance decreased $22.1 million or 86.4% and the average cost decreased from 9.20% in fiscal
2007 t0 9.10% in fiscal 2008. The lower average balance is attributabl e to the early extinguishment of $7.2 million of trust
preferred securitiesin December 2007, which resulted in a pre-tax charge of $62,000 ($40,000 after taxes) or $0.01 per
diluted share in the December 2007 quarter, and of $25.0 million of trust preferred securitiesin the March 2007 quarter,
which resulted in a pre-tax charge of $625,000 ($407,000 after taxes) or $0.07 per diluted share. In fiscal 2007, interest
expense on borrowed money decreased by $323,000 or 2.7%, primarily due to a$12.4 million or 5.0% decrease in average
borrowings. The overall average cost of borrowingsincreased from 4.76% in fiscal 2006 to 4.87% in fiscal 2007. Interest
expense on trust preferred securities decreased $238,000 or 9.2% for fiscal 2007, primarily due to the early
extinguishment of $25.0 million of trust preferred securitiesin the March 2007 quarter.

Net I nterest Income

Net interest incomeis the difference between interest earned on loans, investments and federal funds sold and
interest paid for deposits, borrowings and trust preferred securities. A positive interest rate spread is achieved with
interest-earning assets in excess of interest-bearing liabilities, which resultsin increased net interest income.

Net interest income increased $1.5 million or 3.9% from fiscal 2007 to fiscal 2008. The average interest rate spread
increased to 2.24% in fiscal 2008 from 2.11% in fiscal 2007, while average net interest-earni ng assets decreased
$4.6 million or 11.2%. Infiscal 2007, net interest income decreased $209,000 or 0.5%. The average interest rate spread
decreased from 2.15% in fiscal 2006 to 2.11% in fiscal 2007, while average net interest-earning assets increased
$11.1 million between the two years.
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At June 30, 2008, the weighted average yield on loans, investments and federal funds sold was 5.49%. The average
rate payable on liabilities was 2.80% for deposits, 4.69% for borrowings and 3.03% for combined deposits and
borrowings.

Provision for L oan L osses

The provision for loan losses is an amount added to the allowance against which loan losses are charged. The
provision for loan losses was $2.3 million in fiscal 2008, $828,000 in fiscal 2007, and $736,000 in fiscal 2006. The provision
increased by $1.5 million or 181.5% in fiscal 2008 compared to fiscal year 2007. Aggregate allowances were 1.25% of
grossloans as of June 30, 2008 compared to 1.14% at June 30, 2007. Management believes the allowance for loan losses
is adequate to cover the amount of probable credit losses in the loan portfolio as of June 30, 2008. Parkvale's
nonperforming assets and allowance for loan losses are discussed earlier in this section. In addition, see “— Critica
Accounting Policies and Judgments — Allowance for Loan L osses.”

Noninterest Income

Total noninterest income decreased by $1.9 million or 18.4% in fiscal 2008. Fee income derived from deposit
accounts decreased $23,000, while other fees and service charges on loan accounts increased $201,000. Net gain on the
sale (writedown) of securities decreased by $3.0 million. The fiscal 2008 net loss on the writedown of securities of
$3.2 million was partially offset by $581,000 of gains on miscellaneous securities. In fiscal 2007, the net gain on sale of
securities was $440,000. Service charges on deposit accounts increased by $624,000, while other service charges and
fees decreased by $110,000 between fiscal 2007 and 2006.

Other income increased $930,000 or 54.5% in fiscal 2008, and increased $117,000 or 7.4% in fiscal 2007. The cash
surrender value of bank owned life insurance increased by $1.1 million in fiscal 2008 compared to $527,000 in fiscal 2007
due primarily to a$10 million investment made in July 2007. Investment service feeincome earned by Parkvale Financial
Services investment representativesincreased $292,000 to $1.0 million in fiscal 2008 versus $749,000 in fiscal 2007 and
$649,000 in fiscal 2006.

Noninterest Expense

Total noninterest expense increased $584,000 or 2.1% in fiscal 2008 and by $399,000 or 1.4% in fiscal 2007 over
fiscal 2006.

Compensation and employee benefitsincreased $1.1 million or 7.2% during fiscal 2008 and $345,000 or 2.3% during
fiscal 2007 over the respective prior periods. The FAS 123R expense recognized for stock option grants was $272,000 in
fiscal 2008 compared to $80,000 in fiscal 2007. Compensation and benefits during fiscal 2008 include normal merit pay
and benefits increases along with additional staff increases of a Chief Lending Officer, Parkvale Settlement Servicestitle
insurance personnel and the opening of our 48th branch office in Pleasant Hills, Pennsylvaniain November 2007.

Office occupancy expense decreased $246,000 or 5.1% in fiscal 2008 and decreased $213,000 or 4.3% in fiscal 2007
over the respective prior periods. The 2008 decrease is due to lower levels of depreciation, which was partly offset by
the costs of opening the Pleasant Hills branch office in November 2007. The 2007 decrease is primarily dueto the
purchase of the headquarters building in January 2006 reducing overall occupancy costs and mitigated somewhat by
the opening of the 47th branch office.

Marketing expenses increased $72,000 or 14.3% in fiscal 2008 and decreased $54,000 or 9.7% in fiscal 2007. The
fiscal 2008 increase is attributabl e to the opening of the Pleasant Hills office in November 2007 and promotionsto
increase the awareness of newer offices.

Deposits at the Bank areinsured by the Federal Deposit Insurance Corporation (“FDIC”) through the Deposit
Insurance Fund (“DIF"). FDIC insurance expense was $167,000, $178,000 and $191,000 relating to savings deposit
premiums averaging 1.16 basis points during fiscal 2008, 1.25 basis points during fiscal 2007, and 1.32 basis points
during fiscal 2006, respectively. The Financing Corporation (“FICO") assessment isthe total expensein the last three
fiscal years and the FDIC has slowly decreased the rate charged on a quarterly basis. The FDIC insurance premium is
expected to increase for fiscal 2009 by $80,000, due to a change in assessed premiums as 10% of a credit
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permitted by the FDIC is payablein cash beginning with expense recognition for the September 2008 quarter. See
“Regulation — Insurance and Regulatory Structure” section in Item 1 of thisreport.

Other expense increased by $254,000 or 5.3% in fiscal 2008 primarily due to data processing expense related to
enhancements to products and services, primarily for image processing of check deposits. The amortization expense of
core deposit intangibles was $909,000 in fiscal 2008 versus $928,000 in fiscal 2007 and $955,000 in fiscal 2006.
Miscellaneous expense decreased by $299,000 or 5.9% in fiscal 2007.

Income Taxes

Federal and state income tax expense decreased by $1.9 million or 28.8% in fiscal 2008 dueto adeclinein the
effective tax rate and a 12.5% decrease in pre-tax income. Federal and state income tax expense increased by $130,000 or
2.1%infiscal 2007 dueto a1.2% increase in pre-tax income and adight increase in the effective tax rate from fiscal 2006.
In each of the last three fiscal years, the effective tax rate has been lower than the statutory rate of 35% as aresult of the
benefits of certain investments made by the Company and its subsidiaries. As discussed in Note H of the Notesto
Consolidated Financial Statements, the effective tax rate for fiscal 2008, 2007 and 2006 was 26.5%, 32.5% and 32.2%,
respectively.

Commitments

At June 30, 2008, Parkvale was committed under various agreements to originate fixed and adjustable rate mortgage
loans aggregating $3.5 million and $1.7 million, respectively, at rates ranging from 5.539% to 7.75% for fixed rate and
5.296% to 5.999% for adjustable rate loans, and had $81.7 million of unused consumer lines of credit and $19.9 millionin
unused commercial lines of credit. Parkval e was committed to fund commercial development loansin process of
$10.4 million and residential loansin process of $10.0 million. Parkvale was also committed to originate commercial |oans
totaling $8.8 million at June 30, 2008. Outstanding letters of credit totaled $9.3 million at June 30, 2008.

Liquidity and Capital Resour ces

Liquidity risk representsthe inability to generate cash or otherwise obtain funds at reasonabl e ratesto satisfy
commitments to borrowers, aswell as the obligationsto depositors and debt holders. Parkvale usesits asset/liability
management policy and contingency funding plan to control and manage liquidity risk.

Federal funds sold decreased $28 million or 24.6% from $114 million at June 30, 2007 to $86 million at June 30, 2008.
Loan balances decreased $32.7 million or 2.7%, investments held to maturity increased $63.7 million or 18.2% and cash
and non interest-earning balances decreased $12.6 million or 40.2%. The increasein total assetswas due to increased
deposit balances of $24.6 million or 1.7%, offset by the redemption of trust preferred securities of $7.2 million and by
decreased advances of $20.2 million or 9.6%. Parkvale's FHL B advance available maximum borrowing capacity exceeds
$671 million. If Parkvale were to experience adeposit run off in excess of available cash resources and cash equivalents,
available FHLB borrowing capacity could be utilized to fund a decrease in deposits.

Trust preferred securities of $7.2 million at 8.45% were repaid on December 26, 2007. The early extinguishment of
$7.2 million of trust preferred securities resulted in a pre-tax charge of $62,000 ($40,000 after taxes) or $0.01 per diluted
sharein the December 2007 quarter.

Shareholders’ equity increased $2.0 million or 1.5% at June 30, 2008 compared to June 30, 2007. Accumulated other
comprehensive (loss) income was $(2.2) million at June 30, 2008. Dividends declared in fiscal 2008 were $4.8 million
(equal to $0.88 per share), representing 37.7% of net income for the fiscal year ended June 30, 2008. Treasury stock
purchased in fiscal 2008 was $4.9 million, which was partially deployed for funding stock options and benefit plans
totaling $1.0 million. The book value of Parkvale's common stock increased 3.9% to $24.01 at June 30, 2008 from $23.10
at June 30, 2007 dueto the net increase in shareholders’ equity.

At June 30, 2008, the Bank held $2.8 million of preferred stock in Freddie Mac. Since such stock is accounted for as
available for sale, unrealized gains and losses, net of tax, are reported as a net amount under “ Accumulated other
comprehensive (loss) income.” The Federal Housing Finance Agency recently placed Freddie Mac into
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conservatorship, with the United States Treasury to purchase up to $100 billion of senior preferred stock in Freddie Mac
as needed for such entity to maintain a positive net worth. The closing market value of the Bank’sinvestment in the
preferred stock of Freddie Mac on September 8, 2008, the first business day following the conservatorship, was
approximately $278,000. The declinein the fair value of such investment will beincluded in the unrealized loss reported
at September 30, 2008. In addition, the net unrealized |osses are treated as a reduction of the Bank’s regulatory capital.

The Bank isawholly owned subsidiary of PFC. The Bank’s primary regulators are the FDIC and the Pennsylvania
Department of Banking. The Office of Thrift Supervision retains jurisdiction over Parkvale Financial Corporation dueto
its status as a unitary savings and loan holding company. The Bank continuesto maintain a “well capitalized” status,
sustaining a5.49% Tier 1 capital level as of June 30, 2008 compared to 5.80% Tier 1 capital level at June 30, 2007.
Adequate capitalization allows Parkvale to continue building shareholder value through traditionally conservative
operations and potentially profitable growth opportunities. Management is not aware of any trends, events,
uncertainties or recommendations by any regulatory authority that will have, or that are reasonably likely to have,
material adverse effects on Parkvale' sliquidity, capital resources or operations. However, if additional provisionsfor
loan losses or write-downs of investment securities become material in aweak economy, our net income and capital
ratios would be adversely affected.

Critical Accounting Policiesand Judgments

Parkval€ s consolidated financial statements are prepared based upon the application of certain accounting
policies, the most significant of which are described in Note A of the Notesto Consolidated Financial Statements -
Significant Accounting Policies. Certain policies require numerous estimates and strategic or economic assumptions
that may proveto beinaccurate or subject to variations and may significantly affect Parkvale's reported results and
financial position in future periods. Changes in underlying factors, assumptions, or estimatesin any of these areas
could have a material impact on Parkval€e' s future financial condition and results of operations.

Allowance for Loan Losses. The allowance for loan losses isincreased with provisions to decrease income and
decreased by net charge-offs. The Bank’s periodic evaluation of the adequacy of the allowance is based on known and
inherent risksin the portfolio, past |oan loss experience, current economic conditions, trends within Parkvale' s market
area and other relevant factors.

Thefirst step in determining the allowance for loan losses is recognizing a specific allowance on individual
impaired loans. Nonaccrual, substandard and doubtful commercial and other real estate loans are considered for
impairment.

An alowance isrecognized for loan lossesin the remainder of the loan portfolio based on known and inherent risk
characteristicsin the portfolio, past |oss experience and prevailing market conditions. Because eval uating potential
losses involves a high degree of management judgment, amargin isincluded for the imprecision inherent in making
these estimates. While management believes that the allowance is adequate to absorb estimated credit lossesin its
existing loan portfolio, future adjustments may be necessary if circumstances differ substantially from the assumptions
used in evaluating the adequacy of the allowance for loan losses.

The allowance for loan losses at June 30, 2008 includes $11.4 million or 74.5% of the allowance allocated to loans
that are not mortgages secured by single-family homes. The ability of Bank customersto repay commercial or consumer
loans is dependent upon the success of their business, continuing income and general economic conditions.
Historically, the risk of lossis higher on such loans than single-family loans, which hasincurred fewer losses as the
collateral value generally exceeds the loan amountsin the event of foreclosure.

Investment Securities Available for Sale. Equity securities classified as available for sale are valued at market
prices at the balance sheet date. If certain investments are deemed to be other than temporarily impaired, writedowns are
recognized as losses in the statement of operations.

Investment Securities Held to Maturity. Securitiesfor which the Bank has the positive intent and ability to hold to
maturity are reported at cost adjusted for premiums and discounts that are recognized in interest income using the
interest method over the period to maturity. Declinesin the fair value of individual held-to-maturity securities below
their amortized cost that are other than temporary result in writedowns of the individual securities
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to their estimated fair value. Such writedowns are included in earnings as realized losses. Regular quarterly reviews of
investment ratings and publicly available information are conducted by management and reviewed by the Audit-
Finance committee and/or the Board of Directors. A listing of securities with ratings below investment grade are
monitored and evaluated for possible writedown. There were no writedowns in fiscal 2008, 2007 and 2006.

Foreclosed Real Estate. Real estate properties acquired through, or in lieu of, loan foreclosure are to be sold and
recorded at the lower of the carrying amount or fair value of the property less cost to sell. After foreclosure,
management periodically performs valuations and a valuation allowance is established for declinesin the fair value less
cost to sell below the property’s carrying amount. Revenues, expenses and changes in the valuation allowance are
included in the statement of operations. Gains and losses upon disposition are reflected in earnings as realized.
Foreclosed real estate at June 30, 2008 included $306,600 of commercial property.

Goodwill and Other Intangible Assets. FAS No. 141, Accounting for Business Combinationsis the standard of
accounting for business combinations initiated after June 30, 2001. FAS No. 141 mandated use of the purchase method
and eliminated the use of the pooling-of-interest method of accounting for business combinations. FAS No. 141 also
provided criteriato determine whether an acquired intangible should be recognized separately from goodwill.

FAS No. 142, Accounting for Goodwill and Other Intangible Assets establishes standards for the amortization of
acquired intangible assets and the non-amortization and impairment assessment of goodwill. At June 30, 2008, Parkvale
has $4.7 million of core deposit intangible assets subject to amortization and $25.6 million in goodwill, which is not
subject to periodic amortization. Parkval e determined the amount of identifiable intangible assets based upon
independent core deposit analyses.

Goodwill arising from business acquisitions represents the val ue attributabl e to unidentifiable intangible elements
in the business acquired. Parkvale’'s goodwill relates to value inherent in the banking business, and the valueis
dependent upon Parkvale's ability to provide quality, cost effective services in the face of competition from other
market participants on aregional basis. This ability relies upon continuing investmentsin processing systems, the
development of value-added service features, and the ease of use of Parkvale's services. As such, goodwill valueis
supported ultimately by revenue, which is driven by the volume of business transacted. A declinein earningsasa
result of alack of growth or the inability to deliver cost effective services over sustained periods can lead to impairment
of goodwill, which could result in a charge and adversely impact earningsin future periods.

Impact of Inflation and Changing Prices

Thefinancial statements and related data presented herein have been prepared in accordance with accounting
principles generally accepted in the United States, which require the measurement of financial position and operating
resultsin terms of historical dollarswithout considering changesin the relative purchasing power of money over time
dueto inflation. Unlike most industrial companies, substantially all of the assets and liabilities of afinancial institution
are monetary in nature. As aresult, interest rates have a more significant impact on afinancial institution’s performance
than the effects of general levels of inflation. Interest rates do not necessarily move in the same direction or in the same
magnitude as the prices of goods and services as measured by the consumer price index.

Forward L ooking Statements

The statementsin this Annual Report that are not historical fact are forward looking statements. Forward-looking
information should not be construed as guarantees of future performance. Actual results may differ from expectations
contained in such forward looking information as aresult of factorsincluding, but not limited to, the interest rate
environment, economic policy or conditions, federal and state banking and tax regulations and competitive factorsin
the marketplace. Each of these factors could affect estimates, assumptions, uncertainties and risks considered in the
development of forward looking information and could cause actual resultsto differ materially from management’s
expectations regarding future performance.
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Item 7a.

Qualitative and Quantitative Disclosures About Market Risk.

Yields Earned and Rates Paid

Theresults of operations of Parkvale depend substantially on its net interest income, which isthe largest
component of Parkval€e' s net income. Net interest income is affected by the difference or spread between yields earned
by Parkvale onitsloan and investment portfolios and the rates of interest paid by Parkvale for deposits and borrowings,
aswell astherelative amounts of its interest-earning assets and interest-bearing liabilities.

The following table sets forth certain information regarding changes in interest income and interest expense for the
periodsindicated. For each category of interest-earning asset and interest-bearing liability, information is provided on
changes attributable to (1) changesin rates (change in rate multiplied by old volume), (2) changesin volume (changesin
volume multiplied by old rate), and (3) changes in rate-volume (changein rate multiplied by the change in volume).

Interest-earning assets
Loans
Investments
Federal funds sold
Total

Interest-bearing Liabilities
Deposits
FHLB advances and debt
Trust preferred securities

Total

Net change in net interest income

(expense)

Year Ended June 30

2008 vs. 2007

2007 vs. 2006

Rate Volume Rate/Volume Total Rate Volume Rate/Volume Total
(Dollarsin thousands)

$ 857 $(1,149) $ (41) $ (333) $3280 $ 549 $ 117 $3,946
2,856 88 24 2,968 3,196 (2,928) (351) 917
(1,874) (204) 65 (2,013 879 1,552 391 2,822
1,839 (1,265) 48 622 7,355 173 157 7,685
1,124 501 45 1,670 8,233 138 84 8,455
12 (533) (©) (524) 272 (588) 7 (32)
(26) (2,035) 22 (2,039 367 (532) (73) (238)
1,110 (2,067) 64 (893) 8,872 (982) 4 7,894
$ 729 $ 802 $ (26) $ 1,515 $(1,517) $ 1,155 $ 153 $ (209)

The following table sets forth the average yields earned on Parkval€' s interest-earning assets and the average rates
paid on itsinterest-bearing liabilities for the periodsindicated, the resulting average interest rate spreads, the net yield
on interest-earning assets and the weighted average yields and rates at June 30, 2008:

Averageyieldson(1)
Loans
Investments(2)
Federal funds sold

All interest-earning assets
Average rates paid on(1)
Saving deposits
Borrowings

Trust preferred securities

All interest-bearing liabilities
Averageinterest rate spread

Net yield on interest-earning assets(3)
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Year Ended June 30, At June 30,
2008 2007 2006 2008
594% 5.87% 5.60% 5.85%
536% 4.66% 3.96% 5.19%
%% E% ﬁ% 2.00%
E% E% ﬂ% 5.49%
319% 311% 254% 2.80%
488% 4.87% 4.76% 4.69%
H% @% @% —
ﬂ% ﬂ% @% 3.03%
E% ﬂ% E% 2.46%
231% 219% 2.20%




(1) Averageyields and rates are calculated by dividing the interest income or expense for the period by the average
daily balance for the year. The weighted averages at June 30, 2008 are based on the weighted average contractual
interest rates. Nonaccrual loans are excluded in the average yield and balance calculations.

(2) Includes held-to-maturity and available-for-sale investments, including mortgage-backed securities and interest-
bearing deposits.
(3) Net interest income on atax equivalent basis divided by average interest-earning assets.

The following table presents the average balances of each category of interest-earning assets and interest-bearing
liabilitiesfor the periods indicated.

Year Ended June 30
2008 2007 2006
(Dollarsin thousands)

Interest-earning assets

Loans $1,205,165 $1,224,731 $1,214,932

Investments 409,856 407,959 456,638

Federal funds sold 114,770 118,602 82,166
Total interest-earning assets 1,729,791 1,751,292 1,753,736
Noninterest-earning assets 109,878 100,203 98,861
Total assets $1,839,669 $1,851,495 $1,852,597
Interest-bearing liabilities

Savings deposits $1,465,883 $1,449,764 $1,444,318

FHLB advances and other borrowings 224,376 235,321 247,676

Trust preferred securities 3,484 25,603 32,200
Total interest-bearing liabilities 1,693,743 1,710,688 1,724,194
Noninterest-bearing liabilities 14,340 13,385 10,132
Total Liabilities 1,708,083 1,724,073 1,734,326
Sharehol ders equity 131,586 127,422 118,271
Total liabilitiesand equity $1,839,669 $1,851,495 $1,852,597
Net inter est-ear ning assets $ 36,048 $ 40,604 $ 29542
Interest-earning assets as a % of interest-bearing liabilities 102.1% 102.4% 101.7%

An excess of interest-earning assets over interest-bearing liabilities enhances a positive interest rate spread.
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Item 8. Financial Statements and Supplementary Data.

Report Of Independent Registered Public Accounting Firm
The Board of Directors and Shareholders of Parkvale Financial Corporation:

We have audited the consolidated statements of financial condition of Parkvale Financial Corporation and
subsidiaries as of June 30, 2008 and 2007 and the related consolidated statements of operations, cash flows and
shareholders’ equity for each of the yearsin the three-year period ended June 30, 2008. These financial statements are
the responsibility of the company’s management. Our responsibility isto express an opinion on these financial
statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Parkvale Financial Corporation and subsidiaries as of June 30, 2008 and 2007, and the results of
their operations and their cash flows for the yearsin the three-year period ended June 30, 2008 in conformity with
accounting principles generally accepted in the United States of America.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Parkvale Financial Corporation’sinternal control over financial reporting as of June 30, 2008 and 2007,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO), and our report dated September 4, 2008 expressed an unqualified
opinion.

Parente Randolph, LLC

Pittsburgh, Pennsylvania
September 4, 2008




PARKVALE FINANCIAL CORPORATION

CONSOLIDATED STATEMENTSOF FINANCIAL CONDITION

ASSETS
Cash and noninterest-earning deposits
Federal funds sold

Cash and cash equivalents

Interest-earning depositsin other banks

Investment securities available for sale (cost of $34,845 in 2008 and $30,303 in 2007)
(Note B)

Investment securities held to maturity (fair value of $383,853 in 2008 and $347,022 in 2007)
(Note B)

Loans, net of allowance of $15,249 in 2008 and $14,189 in 2007 (Note C)

Foreclosed real estate, net (Note D)

Office properties and equipment, net (Note D)

Goodwill

Intangible assets and deferred charges

Prepaid expenses and other assets (Note L)

Total assets
LIABILITIESAND SHAREHOLDERS' EQUITY
Liabilities
Deposits (Note E)
Advances from Federal Home Loan Bank (Note F)
Other debt (Note F)

Trust preferred securities (Note F)
Advance payments from borrowers for taxes and insurance
Other liabilities (Note L)
Total liahilities
Shareholders' Equity (Note G and I)
Preferred stock ($1.00 par value; 5,000,000 shares authorized; 0 sharesissued)
Common stock ($1.00 par value; 10,000,000 shares authorized; 6,734,894 shares i ssued)
Additional paid-in capital
Treasury stock at cost — 1,253,199 sharesin 2008 and 1,122,546 sharesin 2007
Accumulated other comprehensive (Ioss) income
Retained earnings
Total shareholders' equity
Total liabilities and shareholders’ equity

See Notesto Consolidated Financial Statements

June 30,

2008

2007

(Dollar amountsin
thousands, except share

data)
$ 18,692 $ 31,248
86,000 114,000
104,692 145,248
7,252 4,803
31,347 30,580
413,028 349,363
1,201,665 1,234,397
3,279 1,857
18,851 17,387
25,634 25,634
4,695 5,604
40,949 29,358
$1,851,392  $1,844,231
$1,493,685  $1,469,084
191,430 211,658
21,965 13,106
— 7,200
7,754 7,665
4,927 5,848
1,719,761 1,714,561
6,735 6,735
4,026 3,717
(26,618) (22,695)
(2,222) 176
149,710 141,737
131,631 129,670
$1,851,392  $1,844,231




PARKVALE FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Y ears Ended June 30,
2008 2007 2006

(Dollar amountsin thousands,
except per share data)

Interest Income:

Loans $71,602 $71,935 $67,989
Investments 21,974 19,006 18,089
Federal funds sold 4,306 6,319 3,497
Total interest income 97,882 97,260 89,575
Interest Expense:
Deposits (Note E) 46,722 45,052 36,597
Borrowings 10,939 11,463 11,786
Trust preferred securities 317 2,356 2,594
Total interest expense 57,978 58,871 50,977
Net interest income 39,904 38,389 38,598
Provision for loan losses (Note C) 2,331 828 736
Net interest income after provision for loan losses 37,573 37,561 37,862
Noninterest Income:
Service charges on deposit accounts 6,981 7,004 6,380
Other service charges and fees 1,410 1,209 1,319
Net gain on sale and (writedown) of securities (Note J) (2,574) 440 128
Other 2,635 1,705 1,588
Total noninterest income 8,452 10,358 9,415
Noninterest Expense:
Compensation and empl oyee benefits 16,420 15,317 14,972
Office occupancy 4,540 4,786 4,999
Marketing 577 505 559
FDIC insurance 167 178 191
Office supplies, telephone and postage 1,851 1,876 1,868
Early extinguishment of debt (Note F) 62 625 —
Other 5,006 4,752 5,051
Total noninterest expense 28,623 28,039 27,640
Income before income tax expense 17,402 19,880 19,637
Income tax expense (Note H) 4,599 6,455 6,325
Net income $12,803 $13425  $13,312
Net income per share:
Basic $ 233 $ 237 $ 236
Diluted $ 231 $ 234 $ 233

See Notesto Consolidated Financial Statements
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PARKVALE FINANCIAL CORPORATION

CONSOL IDATED STATEMENTSOF CASH FLOWS

Cash flows from operating activities:
Interest received
Loan fees received (paid)
Disbursements of student loans
Proceeds from sales of student loans
Other fees and commissions received
Interest paid

Cash paid to suppliers and employees

Income taxes paid

Net cash provided by operating activities

Cash flows from investing activities:

Proceeds from sales of investment securities available for sale
Proceeds from maturities of investments
Purchase of investment securities available for sale

Purchase of investment securities hel

d to maturity

(Purchase) maturity of depositsin other banks

Purchase of loans
Principal collected on loans

L oans made to customers, net of loansin process
Capital expenditures, net of proceeds from sales of capital assets

Net cash (used in) provided by investing activities

Cash flows from financing activities:

Net increase (decrease) in checking and savings accounts

Net increase in certificates of deposit

Proceeds from FHL B advances
Repayment of FHLB advances

Net increase (decrease) increase in other borrowings
Redemption of trust preferred securities
Net increase in borrowers advances for tax and insurance

Dividends paid
Contribution to benefit plans
Payment for treasury stock

Proceeds from exercise of stock options
Net cash used in financing activities
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Reconciliation of net income to net cash provided by operating activities:

Net income
Adjustments to reconcile net income to
Depreciation and amortization

net cash provided by operating activities:

Accretion and amortization of fees and discounts

L oan fees collected and deferred
Provision for loan losses

Net (gain) on sale and writedown of securities
Increase (decrease) in accrued interest receivable

(Increase) decrease in other assets

(Decrease) in accrued interest payable

Increase (decrease) in other liabilities
Total adjustments

Net cash provided by operating activities

See Notesto Consolidated Financial Statements.
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Years Ended June 30,
2008 2007 2006
(Dollar amountsin thousands)

$ 98392 $ 97435 $ 90,615

320 35 (164)
(1,244) (591)  (1,946)
1,004 1,405 5,184
9,948 9,392 8,818

(58,346)  (59,266)  (51,268)
(22,239)  (25804)  (24,881)
(75100  (7,006)  (5,880)
20,325 15,600 20,478
2,284 5,767 2,979
285875 178106 111,764
(9.018)  (3529)  (2,340)
(361,665) (134,788)  (52,995)
(2,449) 3,504 1,167
(87,667) (142,914) (139,531)
307,564 283266 262,174
(190,745)  (160,003)  (145,085)
(2693)  (1,350)  (6,164)
(58514) 28,059 31,969
22,550 (8835 (42,606
2,132 26,318 16,198
— — 10,000
(20024)  (10023) (5,052
8,860 (4423)  (5589)
(7,200)  (25,000) —
89 373 781
(4861)  (4542)  (4,520)

864 612 880
(4949)  (2,957) (158)

172 390 254
(2,367)  (28087)  (29,811)

(40556) 15572 22,636
145248 129676 107,040
$104,692 $145248 $ 129,676
$ 12803 $ 13425 $ 13312
2,138 2,479 2,583
(1,358) 611 932
73 (339) (533)

2,331 828 736
2,574 (440) (128)
1,610 (437) 108
(3,439) (644) 3,921

(181) (241) (142)
3,774 358 (311)
7,522 2,175 7,166

$ 20325 $ 15600 $ 20,478







PARKVALE FINANCIAL CORPORATION

CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

Accumulated

Additional Other Total
Common Paid-in Treasury Comprehensive Retained Shareholders’

Stock Capital Stock (Loss) Income Earnings Equity

(Dollarsin thousands, except shar e data)
Balance at June 30, 2005 $673 $ 3536 $(21,680) $ 216 $124,164 $ 112,971
2006 net income 13,312 13,312
Accumulated other comprehensive income
Change in unrealized gain on securities, net of
deferred tax expense of $(12) (21)

Reclassification adjustment, net of taxes of $(46) (79) (100)
Comprehensive income 13,212
Treasury stock purchased (158) (158)
Treasury stock contributed to benefit plans 880 880
Recognition of stock option compensation expense 64 64
Exercise of stock options (83 338 255
Cash dividends declared on common stock at $0.80 per

share (4,520) (4,520)
Balance at June 30, 2006 6,735 3,517 (20,620) 116 132,956 122,704
2007 net income 13,425 13,425
Accumulated other comprehensive income

Change in unrealized gain on securities, net of

deferred tax expense of $(174) (249)

Reclassification adjustment, net of taxes of $132 309 60
Comprehensive income 13,485
Treasury stock purchased (2,957) (2,957)
Treasury stock contributed to benefit plans 612 612
Recognition of stock option compensation expense 80 80
Exercise of stock options 120 270 390
Cash dividends declared on common stock at $0.82 per

share (4,644) (4,644)
Balance at June 30, 2007 6,735 3,717  (22,695) 176 141,737 129,670
2008 net income 12,803 12,803
Accumulated other comprehensive income

Change in unrealized gain (loss) on securities, net of

deferred tax expense of $(439) (763)

Reclassification adjustment, net of taxes of $(939) (1,635) (2,398)
Comprehensive income 10,405
Treasury stock purchased (4,949) (4,949)
Treasury stock contributed to benefit plans 864 864
Recognition of stock option compensation expense 272 272
Exercise of stock options 37 162 199
Cash dividends declared on common stock at $0.88 per

share (4,830) (4,830)

Balance at June 30, 2008

$6735 $ 4,026 $(26,618) $ (2,222) $149,710 $ 131,631

See Notesto Consolidated Financial Statements.
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Notesto Consolidated Financial Statements

Note A — Significant Accounting Policies
(Dollar amountsin thousands, except per share data)

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Parkvale Financial Corporation
(“PFC"), itswholly owned subsidiary, Parkvale Savings Bank (the “Bank”) and its wholly owned subsidiaries. PFC and
the Bank are collectively referred to as “ Parkvale”. All intercompany transactions and balances have been eliminated in
consolidation.

Business

The primary business of Parkvale consists of attracting deposits from the general public in the communities that it
serves and investing such deposits, together with other funds, in residential real estate loans, consumer loans,
commercial loans and investment securities. Parkval e focuses on providing awide range of consumer and commercial
servicesto individuals, partnerships and corporationsin the tri-state area, which comprisesits primary market area.
Parkvaleis subject to the regulations of certain federal and state agencies and undergoes periodic examinations by
certain regulatory authorities.

Revenue Recognition

Income on loans and investments is recognized as earned on the accrual method. Service charges and fees on
loans and deposit accounts are recognized at the time the customer account is charged.

Operating Segments

An operating segment is defined as a component of an enterprise that engages in business activities, which
generates revenue and incurs expense with the operating results reviewed by management. Parkval€' s business
activities are currently confined to one operating segment, which is community banking.

Use of Estimates

The preparation of financial statementsin conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of
income and expense during the reported period. Actual results could differ from those estimates.

Cash and Noninterest-Earning Deposits

The Bank isrequired to maintain cash and reserve balances with the Federal Reserve Bank. The reserve calculation
is currently 0% of the first $9,300 of checking deposits, 3% of the next $34,600 of checking deposits and 10% of total
checking deposits over $43,900. These required reserves, net of allowable credits, anounted to $5,397 at June 30, 2008.

I nvestment Securities Availablefor Sale

Investment securities available for sale consist primarily of equity securities. Unrealized holding gains and losses,
net of tax, on available-for-sale securities are reported as a net amount in a separate component of shareholders’ equity
until realized. Gains and losses on the sale of available-for-sale securities are determined using the specific-identification
method. Declinesin the fair value of individual available-for-sale securities below their cost that are other than
temporary will result in write-downs of theindividual securitiesto their fair value. Any related write-downs are included
in earnings as realized losses. The FHLB of Pittsburgh stock is arestricted equity security that does not have areadily
determinable fair value. The FHLB reguires member institutions to maintain aminimum level of stock ownership based
on a percentage of residential mortgages, subject to periodic redemption at
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par if the stock owned is over the minimum requirement. As such, FHLB stock is recorded at cost with no unrealized
gainsor losses as an investment available for sale. No securities have been classified as trading.

I nvestment Securities Held to Maturity

Securities for which the Bank has the positive intent and ability to hold to maturity are reported at cost adjusted for
premiums and discounts that are recognized in interest income using the interest method over the period to maturity.
Declinesin thefair value of individual held-to-maturity securities below amortized cost that are other than temporary will
result in write-downs of the individual securitiesto their fair value. Any related write-downs are included in earnings as
realized | osses.

Loans

L oans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off are
reported at their outstanding principal adjusted for any charge-offs, the allowance for loan losses, and any deferred fees
or costs on originated |oans and unamortized premiums or discounts on purchased loans. Loan origination and
commitment fees and certain direct origination costs have been deferred and recognized as an adjustment of the yield of
the related loan, adjusted for anticipated loan prepayments. Discounts and premiums on purchased residential real
estate |oans are amortized to income using the interest method over the remaining period to contractual maturity,
adjusted for anticipated prepayments.

Loans are placed on nonaccrual status when, in the judgment of management, the probability of collection of
principal and interest is deemed to be insufficient to warrant further accrual. All loans which are 90 or more days
delinguent are treated as nonaccrual loans. Nonaccrual, substandard and doubtful commercial and other real estate
loans are assessed for impairment. Loans are considered impaired when the fair value of collateral isinsufficient
compared to the contractual amount due. When interest accrual is discontinued, all unpaid accrued interest isreversed.
Interest ultimately collected is credited to income in the period of recovery.

Allowancefor Loan Losses

The allowance for loan losses is increased by charges to income and decreased by charge-offs (net of recoveries).
The Bank’s periodic evaluation of the adequacy of the allowance is based on known and inherent risks in the portfolio,
past loan |oss experience, current economic conditions, trends within Parkval€' s market area and other relevant factors.

Thefirst step in determining the allowance for loan losses is recognizing a specific allowance on individual
impaired loans. Nonaccrual, substandard and doubtful commercial and other real estate loans are considered for
impairment. Impaired loans are generally evaluated based on the present val ue of the expected future cash flows
discounted at the loan’s effective interest rate, at the loan’s observable market price or at the fair value of the collateral
if theloan is collateral dependent. Based on this evaluation, specific loss allowances are established on impaired loans
when necessary.

An alowance isrecognized for loan lossesin the remainder of the loan portfolio based on known and inherent risk
characteristicsin the portfolio, past |oss experience and prevailing market conditions. Because eval uating potential
losses involves a high degree of management judgment, amargin isincluded for the imprecision inherent in making
these estimates. While management believes that the allowance is adequate to absorb estimated credit lossesin its
existing loan portfolio, future adjustments may be necessary in circumstances that differ substantially from the
assumptions used in evaluating the adequacy of the allowance for |oan losses.
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Earnings per Share

The following table sets forth the computation of basic and diluted earnings per share for the three years ended
June 30:

2008 2007 2006

Numerator for basic and diluted earnings per share:

Net income $ 12803 $ 13425 $ 13312
Denominator

Weighted average shares for basic earnings per share 5,506,550 5,672,181 5,644,753

Effect of dilutive employee stock options 39,556 63,451 62,496

Weighted average shares for dilutive earnings per share 5,546,106 5,735,632 5,707,249
Net income per share

Basic $ 233 §$ 237 $ 2.36

Diluted $ 231 §$ 234 $ 2.33

Office Property and Equipment

Office property and equipment isrecorded at cost |ess accumul ated depreciation. Depreciation is computed using
the straight-line method over the useful lives of the various classes of assets. Amortization of leasehold improvements
is computed using the straight-line method over the useful lives of the leasehold.

Foreclosed Real Estate

Real estate properties acquired through, or in lieu of, loan foreclosure are to be sold and recorded at the lower of
the carrying amount or fair value of the property less cost to sell. After foreclosure, management periodically performs
valuations, and avaluation allowance is established for any declinesin the fair value less cost to sell below the
property’s carrying amount. Revenues, expenses and changes in the valuation allowance are included in the statement
of operations. Gains and losses upon disposition are reflected in earnings as realized. Loans transferred to foreclosed
real estate during fiscal 2008 were $3,005 and in 2007 and 2006 were $2,945 and $2,154, respectively. The foreclosuresin
the last three years were primarily due to loans on single-family dwellings foreclosed throughout the year.

Stock Based Compensation

In December 2004, the Financial Accounting Standards Board (“FASB”) issued No. 123R, arevised Statement,
Share-Based Payment Amendment of FASB Statements No. 123 and APB No. 95, previously issued on March 31, 2004,
that addressed the accounting for share-based payment transactionsin which an enterprise receives servicesin
exchangefor (@) equity instruments of the enterprise and (b) liabilities that are based on the fair value of the enterprise’s
equity instruments that may be settled by the issuance of such equity instruments. Under Financial Accounting
Standard (“FAS”) No. 123R, all forms of share-based payments to employees, including employee stock options, are
treated the same as other forms of compensation by recognition of the related cost in the income statement. The
expense of the award is generally measured at fair value at the grant date. This statement requires the use of fair value
recognition principles. This statement did not have a significant impact on Parkval€' sresults of operations, which
became effective for Parkvale on July 1, 2005. At June 30, 2008, Parkvale has 55,667 option shares that are not vested.

The fair value for option grants was estimated at the date of the grants using a Black-Schol es option-pricing model.
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Statement of Cash Flows

For the purposes of reporting cash flows, cash and cash equival ents include cash and noninterest-earning
deposits and federal funds sold. Additionally, allocation of treasury stock to benefit plans includes exercise of stock
options and allocation to the employee stock ownership plan.

Treasury Stock

The purchase of PFC common stock isrecorded at cost. At the date of subsequent reissue, the treasury stock
account isreduced by the cost of such stock on the average cost basis, with any excess proceeds being credited to
additional paid-in capital.

The repurchase program approved on June 19, 2007 expired on June 30, 2008. During fiscal 2008, this program
repurchased 172,419 shares at an average price of $28.71, representing 3.1% of the outstanding stock. A new repurchase
program was approved on June 19, 2008 permitting the purchase of 5% of outstanding stock, or 274,000 shares, to be
repurchased periodically through fiscal year 2009 at prevailing market prices in open-market transactions.

Goodwill and Other Intangible Assets

FAS No. 142, Accounting for Goodwill and Other Intangible Assets, defines goodwill as the excess of the purchase
price over the fair value of assets acquired in connection with business acquisitions accounted for as a purchase, and
intangible assets with indefinite lives are not amortized but are reviewed annually, requiring a two-step process, or more
frequently if impairment indicators arise, for impairment. Separable intangible assets that are not deemed to have an
indefinite life continue to be amortized over their useful lives. Parkvale applied the non-amortization provisions of
FAS No. 142 to goodwill recorded on December 31, 2004 as aresult of the acquisition of Advance Financial Bancorp
(“*AFB"). AFB core deposit intangibles valued at $4,600 at acquisition represented 4.7% of core deposit accounts, and
the premium is being amortized over the average life of 8.94 years. Resulting goodwill of $18,100 is not subject to
periodic amortization. Core deposit intangible amortization expense for AFB acquired on December 31, 2004 and for
Second National Bank of Masontown (“ SNB”) acquired on January 31, 2002 was $517 and $392 in fiscal 2008,
respectively. Amortization over the next five yearsis expected to aggregate $2,586 and $1,894 for AFB and SNB,
respectively. Goodwill and amortizing core deposit intangibles aggregating $27,600 are not deductible for federal income
tax purposes.

Derivative Financial I nstruments

FAS No. 133, Accounting for Derivative Instruments and Hedging Activities, establishes accounting and reporting
standards requiring that every derivative be recorded in the balance sheet as either an asset or liability measured at its
fair value. FAS No. 133 requiresthat changesin the derivative' sfair value be recognized currently in earnings unless
specific hedge accounting criteria are met. Special accounting for qualifying hedges allows a derivative's gains and
losses to offset related results on the hedged item in the income statement, and requires that a company must formally
document, designate and assess the effectiveness of transactions that receive hedge accounting. The adoption has not
had amaterial impact on Parkvale' sfinancial statements, as Parkvale has not held any instruments that are subject to
FAS 133 accounting.

Income Tax

The Company adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes,
on July 1, 2007. The adoption of FASB Interpretation No. 48 did not have a material effect on the financial statements
and, accordingly, no unrecognized tax benefits were recorded as of June 30, 2008. The Company recognizesinterest
accrued related to unrecognized tax benefitsin interest expense and penalties in operating expenses. During the years
ended June 30, 2008, 2007, and 2006, the Company recognized neither interest nor penalties. The Company has not
recorded an accrual for the payment of interest and penalties at June 30, 2008 and 2007.
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PFC'sincometax returnsfor calendar 2004, 2005, 2006 and 2007 have been filed with the IRS and are open to
examination. However, the IRS has not advised PFC if an examination will be performed. All income tax returns for
calendar 2003 and prior years have been either accepted asfiled or settled with the IRS, with such settlements not
resulting in asignificant charge to income.

Recent Accounting Standards

In September 2006, the FASB issued FAS No. 157, Fair Value Measurements. This Statement definesfair value,
establishes aframework for measuring fair value in accounting principles generally accepted in the United States of
America, and expands disclosures about fair value measurements. This Statement is effective for Parkvale on July 1,
2008. The adoption of this standard is not expected to have amaterial effect on the Company’s consolidated results of
operations or financial position.

In February 2007, the FASB issued FAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities-Including an amendment to FAS No. 115. This statement permits entities to choose to measure many financial
instruments and certain other items at fair value. This objective isto improve financial reporting by providing entities
with the opportunity to mitigate volatility in reported earnings caused by measuring related assets and liabilities
differently without having to apply complex hedge accounting provisions. This Statement is expected to expand the use
of fair value measurement, which is consistent with FASB’s |long-term measurement objectives for accounting for
financial instruments. This Statement is effective for financial statementsissued for fiscal years beginning after
November 15, 2007. Early adoption is permitted as of the beginning of the fiscal year that begins on or before
November 15, 2007, provided the entity also electsto apply the provisions of FAS No. 157, Fair Value M easurements.
Parkval e has made a decision not to early adopt this statement and is eval uating the effects of this statement on its
consolidated financial statementsfor fiscal 2009.

In December 2007, the FASB issued FAS No. 141 (revised), Business Combinations. This statement replaces
FAS No. 141, Business Combinations. This statement retains the fundamental requirementsin Statement 141 that the
acquisition method of accounting (which Statement 141 called the purchase method) be used for all business
combinations and for an acquirer to be identified for each business combination. The objective of this Statement isto
improve the relevance, representational faithfulness, and comparability of the information that areporting entity
providesinitsfinancial reports about a business combination and its effects. This statement applies prospectively to
business combinations for which the acquisition date is on or after the beginning of the first annual reporting period
beginning on or after December 15, 2008. An entity may not apply the revised statement before that date. Management
is evaluating the effects of this statement.

In December 2007, the FASB issued FAS No. 160, Noncontrolling Interests in Consolidated Financial Statements-
an amendment of Accounting Research Bulletin No. 51. This statement amends ARB No. 51 to establish accounting and
reporting standards for the noncontrolling interest in asubsidiary and for the deconsolidation of asubsidiary. This
statement appliesto all entitiesthat prepare consolidated financial statements, except not-for-profit organizations, but
will affect only those entities that have an outstanding noncontrolling interesting in one or more subsidiaries or that
deconsolidates a subsidiary. This statement is effective for fiscal years, and interim periods within those fiscal years,
beginning on or after December 15, 2008. Earlier adoption is prohibited. Management does not expect the adoption of
this standard to have an effect on the Company’s consolidated results of operations or financial position.

In March 2008, the FASB issued FAS No. 161, Disclosures about Derivative Instruments and Hedging Activities-
an amendment of FASB Statement No. 133. This statement is intended to enhance the current disclosure framework in
Statement 133. The Statement requires enhanced disclosures about an entity’s derivative and hedging activities and
thereby improves the transparency of financial reporting. This Statement is effective for financial statementsissued for
fiscal years and interim periods beginning after November 15, 2008, with early application encouraged. Management is
evaluating the effects of this Statement on its consolidated financial statements.

Emerging Issues Task Force (“EITF”) Issue 06-4 “ Accounting for Deferred Compensation and Postretirement
Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements,” requires employersthat enter into
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endorsement split-dollar life insurance arrangements that provide an employee with a postretirement benefit to
recognize aliability for the future benefits promised based on the substantive agreement made with the employee.
Whether the accrual is based on a death benefit or on the future cost of maintaining the insurance would depend on
what the employer has effectively agreed to provide during the employee's retirement. The purchase of an
endorsement-type life insurance policy does not qualify as a settlement of the liability. The consensusin EITF Issue
06-4 is effective for Parkvale on July 1, 2008. Parkvale is evaluating the effects of this EITF on its consolidated financial
statements.

EITF Issue 06-5 “ Accounting for Purchases of Life Insurance — Determining the Amount That Could Be Realized
in Accordance with FASB Technical Bulletin No. 85-4,” provides guidance which requires policyholders to consider
other amountsincluded in the contractual terms of an insurance policy, in addition to cash surrender value, for
purposes of determining the amount that could be realized under the terms of the insurance contract. If it is probable
that contractual terms would limit the amount that could be realized under the insurance contract, those contractual
limitations should be considered when determining the realizable amounts. The amount that could be realized under the
insurance contract should be determined on an individual policy (or certificate) level and should include any amount
realized on the assumed surrender of the last individual policy or certificate in agroup policy. The consensusin EITF
I ssue 06-5 was effective for Parkvale on July 1, 2007. The adoption of this EITF has not had amateria effect on the
Company’s consolidated results of operations or financial position.

In EITF Issue 06-10 “ Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements,” the Task
Force reached a consensus on Issue 06-4 that for an endorsement split-dollar life insurance arrangement, an employer
should recognize aliability for future benefits in accordance with FAS Statement 106 (if, in substance, a postretirement
benefit plan exists) or Opinion 12 (if the arrangement is, in substance, an individual deferred compensation contract)
based on the substantive agreement with the employee. The consensusin thislssueis effective for fiscal years
beginning after December 15, 2007, including interim periods within those fiscal years. This EITF is not expected to
affect Parkvale on July 1, 2008 as such life insurance arrangements do not exist at thistime.

EITF Issue 06-11 “ Accounting for Income Tax Benefits of Dividends on Share-Based Payment Awards,” appliesto
share-based payment arrangements with dividend protection features that entitle employeesto receive (a) dividends on
equity-classified nonvested shares, (b) dividend equivalents on equity-classified nonvested share units, or
(c) payments equal to the dividends paid on the underlying shares while an equity-classified share option is
outstanding, when those dividends or dividend equivalents are charged to retained earnings under FAS Statement 123
(R) and result in an income tax deduction for the employer. Parkvaleis evaluating the effects of thisEITF on its
consolidated financial statements, which is effective for Parkvale on July 1, 2008. Through June 30, 2008, Parkvale has
only paid dividends on outstanding shares.

In May 2008, the FASB issued Statement of Financial Accounting Standards No. 162, The Hierarchy of Generally
Accepted Accounting Principles, (SFASNo. 162). This statement identifies the sources of accounting principles and
the framework for selecting the principlesto be used in the preparation of financial statements presented in conformity
with generally accepted accounting principles (GAAP) in the United States. The statement is not expected to resultin a
changein current practice nor have a material impact on the Company.

In April 2008, the FASB posted FASB Staff Position (FSP) No. 142-3, Determination of the Useful Life of Intangible
Assets, (FSP FAS 142-3). This statement amends the factors that should be considered in developing renewal or
extension assumptions used to determine the useful life of arecognized intangible asset under FASB Statement No. 142,
Goodwill and Other Intangible Assets. The intent of the FSP isto improve the consistency between the useful life of a
recognized intangible asset and the period of expected cash flows, particularly as used to measure fair value in business
combinations. The FSP is effective for fiscal years beginning after December 15, 2008, and is not expected to have a
material effect on the Company’s financial position, results of operations or cash flows.
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Note B — Investment Securities
(Dollar amountsin thousands)

The amortized cost, gross unrecorded gains and losses and fair values for investment securities classified as

availablefor sale or held to maturity at June 30 are as follows:

Availablefor sale:
FHLB of Pittsburgh stock
Equity securities — other
Total equity investmentsavailablefor sale
Held to maturity:
U.S. Government and agency obligations due:
Within 5 years
Within 10 years
After 10 years
Total U.S. Government and agency obligations
Municipal obligations:
Within 1 year
Within 5 years
Within 10 years
After 10 years
Total municipal obligations
Corporate debt (including trust preferred securities):
Within 1 year
Within 5 years
Within 10 years
After 10 years
Total corporatedebt (including trust preferred securities)

Total U.S. Government and agency obligations, municipal
obligations and cor por ate debt
M ortgage-backed securities:
FHLMC
FNMA
GNMA
SBA
Collateralized mortgage obligations (“CMOs”)

Total mortgage-backed securities
Total investments classified as held to maturity
Total investment portfolio

2008
Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains L osses Value
$ 14713 $ — — $ 14,713
20,132 12 3,510 16,634
34,845 12 3,510 31,347
29,998 423 19 30,402
5,850 — 110 5,740
35,563 2 376 35,189
71,411 425 505 71,331
301 3 — 304
2,005 24 — 2,029
1,443 27 — 1,470
301 1 — 302
4,050 55 — 4,105
14,834 7 213 14,628
29,390 14 642 28,762
94,937 230 23,065 72,102
139,161 251 23,920 115,492
214,622 731 24,425 190,928
4,792 69 6 4,855
10,245 65 6 10,304
1,351 3 24 1,330
8 — — 8
182,010 389 5,971 176,428
198,406 526 6,007 192,925
413,028 1,257 30,432 383,853
$447873 $ 1,269 $ 33,942 $415,200
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Availablefor sale:
FHLB of Pittsburgh stock
Equity securities — other
Total equity investmentsavailablefor sale
Held to maturity:
U.S. Government and agency obligations due:
Within 1 year
Within 5 years
Within 10 years
After 10 years
Total U.S. Government and agency obligations
Municipal obligations:
Within 1 year
Within 5 years
Within 10 years
After 10 years
Total municipal obligations
Corporate debt (including trust preferred securities):
Within 1 year
Within 5 years
Within 10 years
After 10 years
Total corporatedebt (including trust preferred securities)

Total U.S. Government and agency obligations, municipal
obligations and corpor ate debt
M ortgage-backed securities:
FHLMC
FNMA
GNMA
SBA
Collateralized mortgage obligations (“CMOs")

Total mortgage-backed securities
Total investments classified asheld to maturity
Total investment portfolio

2007
Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains L osses Value
$ 15607 $ —  $ — $ 15,607
14,696 641 364 14,973
30,303 641 364 30,580
35,077 — 250 34,827
200,314 5 2,056 198,263
31,089 4 219 30,874
516 — 25 491
266,996 9 2,550 264,455
2,786 3 21 2,768
1,417 15 1 1,431
1,031 4 1 1,034
5,234 22 23 5,233
5,011 1 19 4,993
44,656 562 87 45,131
49,667 563 106 50,124
321,897 594 2,679 319,812
7,146 18 127 7,037
14,732 54 84 14,702
452 4 — 456
9 — — 9
5,127 4 125 5,006
27,466 80 336 27,210
349,363 674 3,015 347,022
$ 379666 $ 1315 $ 3,379 $377,602
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M ortgage-backed securities and CM Os are not due at a single maturity date; periodic payments are received on the
securities based on the payment patterns of the underlying collateral. Investment securities with an estimated fair value
of $18,816 and $20,750 were pledged to secure public deposits and other purposes as required by law at June 30, 2008
and 2007, respectively. Investment securities with an estimated fair value of $25,915 and $22,579 were pledged to secure
commercia investment agreements at June 30, 2008 and 2007, respectively.

Parkval€ s corporate debt securities maturing after 10 yearsin the preceding tables consist solely of investmentsin
trust preferred securities. At June 30, 2008, these securities represent investmentsin 20 different trust preferred pooled
offerings with an aggregate book value of $85,200, of which $83,600 had floating rates based on LIBOR at June 30, 2008.
No single company represents more than 5% of any individual pooled offering. However, certain companies are in more
than one pool and we are closely monitoring these situations. In addition to the pooled offerings, Parkvale had
investmentsin trust preferred securitiesissued by six different banks with an aggregate book value of $9,800, of which
$6,100 had floating interest rates at June 30, 2008. All of these investments are held to maturity.

The following table represents gross unrealized losses and fair value of investments aggregated by investment
category and length of time that individual securities have been in a continuous unrealized |0ss position at June 30,
2008:

Lessthan 12 Months 12 Monthsor More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value L osses Value L osses Value L osses
U.S. government and agency obligations:  $ 50,394 $ 55 $ — §$ — $5034 $ 505
Corporate debt: 87,984 17,590 10,556 6,330 98,540 23,920
Total U.S. Government and agency
obligations and cor por ate debt 138,378 18,095 10,556 6,330 148,934 24,425
Agency MBSand CMO'’s 134,961 5,706 4,790 301 139,751 6,007
Equity securities — other 10,282 2,476 6,331 1,034 16,613 3,510

Total temporarily impaired securities $283621 $ 26277 $21677 $ 7665 $305298 $ 33,942

During fiscal 2008, certain equity investments considered to be other than temporarily impaired were written down
to fair value with acharge to earnings of $3,155. The remaining investmentsin debt and equity securities have not been
significantly impaired. The unrealized losses on the remaining investments are primarily the result of volatility in interest
rates, changesin spreads over treasuries and certain investments falling out of favor with investors due to illiquidity in
the financial markets since August 2007. The corporate debt securities have been valued using financial models as a
current market did not exist at June 30, 2008 to provide reliable market quotes. Based on the credit-worthiness of the
issuers, management determined that the remaining investments in debt and equity securities were not other-than
temporarily impaired.

During the June 2008 quarter, interest payments for three of the pooled offerings were deferred, with these three
pooled offerings having an aggregate carrying value of $13,000 and with the deferred payments aggregating $300. The
deferred payments were not included in interest income. All of the pooled trust preferred investments have an
investment grade rating with an average rating of A, except one pooled offering of $5,000, which deferred the interest
payment, was recently downgraded to BB. Based on a cash flow analysis and the current investment ratings of the
securities, and because Parkval e has the ability and intent to hold the investments until arecovery of fair value, which
may be maturity, Parkvale does not consider these assets to be other-than-temporarily impaired at June 30, 2008.
However, continued interest deferrals or price declines could result in awritedown of one or more of the trust preferred
investments.

Parkvaleis closely monitoring investmentsin trust preferred securitiesin light of recent price volatility in the
market place. Dueto dislocationsin the credit markets broadly, and the lack of both trading and new issuancein
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pooled trust preferred securities, market price indications generally reflect the lack of liquidity in the market rather than
credit concerns. Prices on trust preferred securities were cal culated using a spread model based on their current credit

ratings.

The following table represents gross unrealized losses and fair value of investments aggregated by investment
category and length of time that individual securities have been in a continuous unrealized |oss position at June 30,

2007:
Lessthan 12 Months 12 Monthsor More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value L osses Value L osses Value L osses
U.S. government and agency obligations:  $40,429 $ 79 $214,085 $ 2471 $254514 $ 2,550
Municipal obligations: 486 1 2,294 22 2,780 23
Corporate debt: 14,444 86 4,954 20 19,398 106
Total U.S. Government and agency
obligations and cor por ate debt 55,359 166 221,333 2,513 276,692 2,679
Agency MBS and CMO'’s 34 1 20,347 335 20,381 336
Equity securities — other 493 7 5,230 357 5,723 364
Total temporarily impaired securities $55,886 $ 174  $246910 $ 3205 $302,79% $ 3,379

Theinvestmentsin debt and equity securities have not been significantly impaired during fiscal 2007. The
unrealized losses at June 30, 2007 are primarily the result of volatility in interest rates. Based on the credit worthiness of
the issuers, management determined that the debt and equity securities were not other-than temporarily impaired.

Note C — Loans
(Dollar amountsin thousands)

Loans at June 30 are summarized asfollows:

Mortgage loans:
Residential:
1-4 Family
Multifamily
Commercial
Other

Consumer loans
Commercial business|oans
L oans on savings accounts

Grossloans
Less:
Loansin process
Allowance for loan losses

Unamortized discount (premium) and deferred loan fees
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2008 2007 2006
$ 828516 $ 859972 $ 833,262
29,737 32,474 28,911
113,622 112,287 108,977
17,497 18,321 20,834
989,372 1,023,054 991,984
176,948 173,506 182,506
43,643 45,184 49,875
6,147 5,162 5,721
1,216,110 1246906 1,230,086
236 98 142
15,249 14,189 14,907
(1,040) (1,779) (2,292)
$1,201,665 $1234397 $1,217,328
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The following summary sets forth the activity in the allowance for |oan losses for the years ended June 30:

2008 2007 2006

Beginning balance $14,189  $14,907  $15,188
Provision for loan losses 2,331 828 736
L oans recovered:

Commercid 18 13 8

Consumer 54 19 25

Mortgage 241 27 106
Total recoveries 313 59 139
L oans charged off:

Commercial (372) (842 (178)

Consumer (453) (287) (755)

Mortgage (759) (476) (223)
Total charge-offs (1,584) (1,605) (1,156)
Net recoveries (charge-offs) (1,271) (1,546) (1,017)
Ending balance $15,249  $14,189  $14,907

The following table sets forth the allowance for loan loss allocation for the years ended June 30:

2008 2007 2006
Residential mortgages $ 3,893 $2747 $ 2887
Commercia mortgages 4,739 3,964 3,802
Consumer loans 3,797 4580 4,824
Commercial loans 2,820 2,898 3,394
Total allowance for |oan losses $15,249 $14,189 $14,907

Theloan portfolio isreviewed on a periodic basis to ensure Parkvale€' s allowance for loan losses is adequate to
absorb potential 1osses due to inherent risk in the portfolio.

At June 30, 2008, Parkvale was committed under various agreements to originate fixed and adjustable rate mortgage
loans aggregating $3,539 and $1,658, respectively, at rates ranging from 5.539% to 7.75% for fixed rate and 5.296% to
5.999% for adjustabl e rate |oans, and had $81,728 of unused consumer lines of credit and $19,890 in unused commercial
lines of credit. Unused credit card lines of credit were $3,214. Parkvale was also committed to originate commercial loans
totaling $8,788 at June 30, 2008. Parkvale was committed to fund commercial development loansin process of $10,385
and residential loansin process of $10,010. Outstanding letters of credit totaled $9,322. Substantially all commitments
are expected to expire within ayear.

At June 30, Parkvale serviced loans for others as follows: 2008 — $53,086, 2007 — $59,137 and 2006 — $66,119.

At June 30, 2008, Parkval€' sloan portfolio consisted primarily of residential real estate loans collateralized by single
and multifamily residences, nonresidential real estate loans secured by industrial and retail propertiesand consumer
loansincluding lines of credit.

Parkvale has geographically diversified its mortgage |oan portfolio, having loans outstanding in 48 states and the
District of Columbia. Parkval€' s highest concentrations are in the following states/area along with their respective share
of the outstanding mortgage loan balance: Pennsylvania —31.9%; Ohio —14.8%; and West Virginia—9.0%. The ability of
debtorsto honor these contracts depends largely on economic conditions affecting the Pittsburgh, Columbus and
Stuebenville, Ohio metropolitan areas, with repayment risk dependent on the cash
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flow of the individual debtors. Substantially all mortgage loans are secured by real property with aloan amount of
generally no more than 80% of the appraised value at the time of origination. Mortgage loansin excess of 80% of
appraised value generally require private mortgage insurance.

For the years ended June 30, the amount of interest income of nonaccrual oans that had not been recognized in
interest income was $426 for 2008, $193 for 2007 and $135 in 2006. There were $1,146 of loans considered impaired at
June 30, 2008 and $191 at June 30, 2007. Impaired loans are reported net of allowances of $0 at June 30, 2008 and 2007.
The average recorded investment in impaired loans was $969 during fiscal 2008 and $229 during fiscal 2007.

Note D — Office Propertiesand Equipment and Foreclosed Real Estate
(Dollar amountsin thousands)

Office properties and equipment at June 30 are summarized by major classification asfollows:

2008 2007 2006
Land $ 4708 $3977 $ 3983
Office buildings and |easehold improvements 17,779 16,865 15,969
Furniture, fixtures and equipment 13,026 12,007 11,692

35,513 32,849 31,644
L ess accumulated depreciation and amortization 16,662 15,462 14,052
Office properties and equipment, net $18,851  $17,387  $17,592
Depreciation expense for the year $ 1229 $1551 $ 1627

A summary of foreclosed real estate at June 30 isasfollows:

2008 2007 2006
Real estate acquired through foreclosure $3,536 $ 1,970 $ 975
Allowancefor losses (257) (113) —

$3,279 $ 1,857 $ 975

Changesin the allowance for losses on foreclosed real estate for the years ended June 30 were as follows:

2008 2007 2006
Beginning balance $(113) $ — $ (49
Provision for losses (279) (224) (63)
Less chargesto allowance 135 111 108
Ending Balance $(257) $ (113 $ —

Note E — Savings Deposits
(Dollar amountsin thousands)

The following schedul e sets forth interest expense for the years ended June 30 by type of deposit:

2008 2007 2006
Checking and money market accounts $ 4644 $4460 $ 3470
Passbook and statement savings accounts 1,569 1,467 1,174
Certificates 40,509 39,125 31,953

$46,722  $45,052  $36,597
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A summary of savings deposits at June 30 isasfollows:

2008 2007
Amount % Amount %
Transaction accounts:
Checking and money market accounts $ 330,734 22.1 $ 300613 20.5
Checking accounts — noninterest-bearing 78,732 53 88,071 6.0
Passbook and statement savings accounts 192,670 12.9 190,907 12.8
602,136 40.3 579,591 39.3
Certificates of deposit 878,956 58.9 876,673 59.8
1,481,092 99.2 1,456,264 99.1
Accrued Interest 12,593 0.8 12,820 0.9
$1,493,685 100.0  $1,469,084 100.0
The aggregate amount of time deposits over $100 was $207,629 and $185,657 at June 30, 2008 and 2007,
respectively.
At June 30, the scheduled maturities of certificate accounts were as follows:
Maturity Period 2008 2007
1-12 months $565,309 $511,790
13 - 24 months 170,191 174,514
25 - 36 months 34,069 95,587
37 - 48 months 36,086 14,233
49 - 60 months 32,000 21,057
Thereafter 41,301 59,492
$878,956 $876,673
Note F — Advances from Federal Home L oan Bank and Other Debt
(Dollar amountsin thousands)
The advances from the FHLB at June 30 consisted of the following:
2008 2007
Balance Interest Rate Balance Interest Rate
Due within one year $ 5,000 5.58% $ 20,000 5.48 -5.76%
Due within five years 75,180 3.00 - 6.05% 70,826 3.25-5.62%
Duewithin ten years 111,250 3.00 - 6.75% 110,832 3.00- 6.75%
Due within twenty years — —% 10,000 4.67%
$191,430 $211,658
Weighted average interest rate at end of period 4.91% 4.97%

Included in the $191,430 of advancesis $90,500 of convertible select advances. These advances may reset to the
3 month London Bank Interbank Offered Rate Index (LIBOR) and have various spreads and call dates. The FHLB has
theright to call any convertible select advance on its call date or quarterly thereafter. Should such advances be called,
Parkvale has the right to pay off the advance without penalty. The FHLB advances are secured by Parkvale'sFHLB
stock and investment securities and are subject to substantial prepayment penalties.
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Trust preferred securities are $0 at June 30, 2008 and were $7,200 at June 30, 2007 with arate of 8.61%. The decrease
is attributable to the early extinguishment of $7,200 of trust preferred securities on December 26, 2007 resulting in aone-
time pre-tax charge of $62 ($40 after taxes) or $0.01 per diluted share.

Additionally, other debt consists of recourse loans, repurchase agreements and commercial investment agreements
with certain commercial checking account customers. These daily borrowings had balances of $21,965 and $13,106 at
June 30, 2008 and 2007, respectively.

Note G — Regulatory Capital
(Dollar amountsin thousands)

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies.
Failure to meet minimum capital requirements can result in certain mandatory and possibly additional discretionary
actions by regulatorsthat, if undertaken, could have adirect material effect on Parkvale' sfinancial statements. Under
capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific
capital guidelinesthat involve quantitative measures of the Bank’s assets, liabilities, and certain off-bal ance-sheet items
as calculated under regulatory accounting practices. The Bank’s capital amounts and classification are al so subject to
qualitative judgments by the regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum
amounts and ratios of total and Tier | capital to risk-weighted assets and of Tier | capital to average assets.
Management believes, as of June 30, 2008, that the Bank meets all capital adegquacy requirementsto which it is subject.

Asof June 30, 2008, the most recent notification from the Federal Deposit Insurance Corporation categorized
Parkvale Savings Bank as well capitalized under the regulatory framework for prompt corrective action. There are no
conditions or events since that notification that management believes have changed the institution’s category.

Parkval€ s actual regulatory capital amounts and ratios compared to minimum levels are as follows:

To bewell
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of June 30, 2008:
Total Capital to Risk Weighted Assets $113,339 10.59% $ 85,658 8.00% $107,072 10.00%
Tier | Capital to Risk Weighted Assets 99,939 9.33% 42,829 4.00% 64,243 6.00%
Tier | Capital to Average Assets 99,939 5.49% 72,863 4.00% 91,078 5.00%
As of June 30, 2007:
Total Capital to Risk Weighted Assets $ 116,859 11.21% $ 83,369 8.00% $ 104,211 10.00%
Tier | Capital to Risk Weighted Assets 103,667 9.95% 41,684 4.00% 62,526 6.00%
Tier | Capital to Average Assets 103,667 5.80% 71,552 4.00% 89,440 5.00%
Note H — Income Taxes
(Dollar amountsin thousands)
Income tax expense (credits) for the years ended June 30 are comprised of :
2008 2007 2006
Federal:
Current $6,355  $7,346 $6,237
Deferred (1,779) (900) 74
State 23 9 14
Total income tax expense $4599 $6455  $6,325
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant components of

Parkvale€' s deferred tax assets and liabilities at June 30 are asfollows:

Deferred tax assets:
Book bad debt reserves
Fixed assets
Deferred compensation
Interest on deposits
Unrealized losses on securities available for sale
Other, including asset writedowns
Total deferred tax assets

Deferred tax liabilities:
Purchase accounting adjustments
Other, net
Deferred loan costs and premiums, net of fees
Unrealized gains on securities available for sale
Total deferred tax liabilities

Net deferred tax assets

No valuation allowance was required at June 30, 2008 or 2007.

2008

$5,138
(99)
361
1,180
1,277
1,651
9,508

354
49
57

460
$9,048

2007

$5,148
270
240
1,265

163

7,086

652
333
109
101

1,195
$5,891

Parkval€ s effective tax rate differs from the expected federal income tax rate for the years ended June 30 as follows:

2008 2007 2006
Expected federal statutory income tax provision/rate $6,091 35.0% $6,958 35.0% $6,883 35.0%
Tax-exempt interest (229) (1.3)% (799 (0.4)% (132) (0.7)%
Cash surrender value of lifeinsurance 3877) (2.2)% (184) (0.9% (164) (0.8)%
Dividends paid to ESOP participants (175) (1.00% 147y (0.7% (1490 (0.8)%
State income taxes, net of federal benefit 15 0.1% 6 0.0% 9 0.1%
Other (726) (4.1)% (99) (0.5% (122) (0.6)%
Effective total income tax provision $4,599 265% $6/455 325% $6,325 32.2%

The Bank is subject to the Pennsylvania Mutual Thrift Institutions Tax, whichis calculated at 11.

5% of

Pennsylvania earnings based on accounting principles generally accepted in the United States with certain adjustments.

Note | — Employee Compensation Plans
(Dollar amountsin thousands)

Retirement Plan

Parkvale provides €ligible employees participation in a 401(k) defined contribution plan. Benefit expense was $429,
$405 and $390 in fiscal years 2008, 2007 and 2006, respectively, which represented a 50% company match on deferred

compensation and a profit sharing contribution equal to 2% of eligible compensation.
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Employee Stock Ownership Plan

Parkvale also provides an Employee Stock Ownership Plan (“ESOP”) to al employeeswho have met minimum
service and age requirements. Parkval e recognized expense of $675 in fiscal 2008, $620 in fiscal 2007 and $695 in fiscal
2006 for ESOP contributions, which were used to allocate additional shares of Parkvale' s Common Stock to the ESOP.
Annual discretionary share awards are made on a calendar year basis with expense recognition accrued ratably
throughout the year based on expected awards. At June 30, 2008, the ESOP owned 603,058 shares of Parkvale Common
Stock, which are outstanding shares for EPS purposes. Cash dividends are paid quarterly to the ESOP for either
dividend re-investment or distribution to vested participants at their election.

Stock Option Plans

Parkvale has Stock Option Plans for the benefit of directors, officers and other selected key employees of Parkvale
who are deemed to be responsible for the future growth of Parkvale. Under the plansinitiated in 1987 and 1993, there will
be no further awards.

In October 2004, the 2004 Stock Incentive Plan (the “Incentive Plan”) was approved by the shareholders with an
aggregate of 267,000 shares of authorized but unissued shares reserved for future grants. As of June 30, 2008,
127,500 shares have been granted and 71,833 shares are immediately exercisable. The outstanding unvested grants of
55,667 shares become vested equally in December 2008 and December 2009.

The following table presents option share data related to the stock option plans for the years indicated.

Exercise Price Per 16.32 &

Share $ 26.79* $ $23.20 $19.98% $ 2150 $25.710 $ 22995 $27.684 $ 31.80 Total

Share balances at:

June 30, 2005 — 70,133 42,000 66,000 28,000 112,250 — — 318,383
Granted 10,000 10,000
Exercised (28,160) (1,200) (1,000) (30,360)

June 30, 2006 — 41,973 42,000 64,800 28,000 111,250 10,000 — 298,023
Granted 12,000 12,000
Exercised (34,574) (2,600) (750) (37,924)

June 30, 2007 — 7,399 42,000 62,200 28,000 110,500 10,000 12,000 272,099
Granted 95,500 95,500
Forfeited (3,586) (1,000) (4,586)
Exercised (3,813 (5,000) (12,560) (750) (22,123)

June 30, 2008 95,500 — 37,000 49,640 28,000 108,750 10,000 12,000 340,890

* Represents the average exercise price of awards made in October 2007 and December 2007.
# Represents the average remaining exercise price of awards made in fiscal 1999 through fiscal 2002.
N Represents the average remaining exercise price of Director awards made in fiscal 2003 through fiscal 2005.

Note J — Net Gain (Loss) on Saleand (Writedown) of Securities
(Dollar amountsin thousands)

Fiscal 2008 net loss on securities consists of $3,155 of writedown of available for sale securities offset by gains of
$581 due to the sale of various available for sale securities. Fiscal 2007 gains aggregated $440, which consisted of $444
from the sale of various available for sale securities and aloss of $4 from the sale of fixed assets. Fiscal 2006 gains
aggregated $128, which consisted of $125 from the sale of various available for sale securities and $3 from the sale of
fixed assets. The fiscal 2008 writedowns were necessary to lower the value of equity securitiesin two of thetop ten
largest bank holding companiesin the United States and preferred stock in Freddie Mac, the largest U.S. Government
sponsored mortgage company, to fair value at June 30, 2008.
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Note K — L eases
(Dollar amountsin thousands)

Parkval€ srent expense for leased real properties amounted to approximately $1,308 in 2008, $1,311 in 2007 and
$1,664 in 2006. At June 30, 2008, Parkvale was obligated under 27 noncancellable operating | eases, which expire through
2041. The minimum rental commitments for the fiscal years subsequent to June 30, 2008 are as follows: 2009 — $1,054,
2010 — $882, 2011 — $694, 2012 — $416, 2013 — $353 and later years — $2,401.

Note L — Selected Balance Sheet Information
(Dollar amountsin thousands)

Selected balance sheet data at June 30 is summarized as follows:

Prepaid Expenses and Other Assets: 2008 2007 Other liabilities: 2008 2007
Accrued interest on loans $ 5282 $5275 Accountspayable and
accrued expenses $1,765  $1,623
Reserve for uncollected interest (426) (193)  Other liagbilities 958 742
Bank Owned Life Insurance 23,086 12,008  Dividends payable 1,206 1,236
Accrued interest on investments 2,795 4180  Accrued interest on debt 899 998
Other prepaids 1,164 2,197 Federa and state
Net deferred tax asset 9,048 5891  incometaxes payable 99 1,249
Total prepaid expenses and other assets 40,949 29,358
$ $ Total other liabilities $4,927  $5,848
Note M — Quarterly Consolidated Statements of Operations (Unaudited)
(Dollar amountsin thousands, except per share data)
Y ear
Three Months Ended Ended
Sep. 07 Dec. 07 Mar. 08 June 08 June 08
Total interest income $24,814  $24976  $24535  $23,557 $97,882
Total interest expense 14,905 15,172 14,488 13,413 57,978
Net interest income 9,909 9,804 10,047 10,144 39,904
Provision for loan losses 703 288 376 964 2,331
Net interest income after provision for losses 9,206 9,516 9,671 9,180 37,573
Noninterest income 2,747 2,921 2,553 231 8,452
Noninterest expense 7,210 7,288 7,122 7,003 28,623
Income before income taxes 4,743 5,149 5,102 2,408 17,402
Income tax expense 1,094 1,579 1,576 350 4,599
Net income $ 3,649 $ 3,570 $ 3,526 $ 2,058 $12,803
Net income per share:
Basic $ 0.65 $ 0.65 $ 0.65 $ 038 $ 233
Diluted $ 0656 $ 064 $ 064 $ 038 $ 231
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Total interest income
Total interest expense
Net interest income
Provision for loan |osses

Net interest income after provision for losses

Noninterest income
Noninterest expense
Income before income taxes
Income tax expense
Net income
Net income per share:

Basic

Diluted

Note N — Parent Company Condensed Financial Statements

(Dollar amountsin thousands)

Y ear

Three Months Ended Ended
Sep. 06 Dec. 06 Mar. 07 June 07 June 07
$23,929 $24,682 $24,332 $24,317 $97,260
14,338 15,277 14,780 14,476 58,871
9,591 9,405 9,552 9,841 38,389
204 104 304 216 828
9,387 9,301 9,248 9,625 37,561
2,628 2,529 2,591 2,610 10,358
6,847 6,744 7,552 6,896 28,039
5,168 5,086 4,287 5,339 19,880
1,687 1,630 1,415 1,723 6,455
$ 3,481 $ 3,456 $ 2,872 $ 3,616 $13,425
$ 061 $ 061 $ 051 $ 064 $ 237
$ 061 $ 0.60 $ 050 $ 063 $ 234

The condensed bal ance sheets and statements of income and cash flows for Parkvale Financial Corporation as of
June 30, 2008 and 2007 and the years then ended are presented below. PFC’s primary subsidiary is Parkvale Savings

Bank (“PSB”).
Statements of Financial Condition 2008 2007 Statements of Operations 2008 2007 2006
Assets: Dividends from PSB $17,050 $ 33,560 $ 6,890
Investment in PSB $130,267 $135,128  (Loss) gain on sale of assets (1,719) 114 61
Cash 209 241  Other income 360 265 220
Other equity investments 1,458 2,763  Operating expenses 5 (2,285 (1,996)
Other assets — 105 Income before equity in
undistributed earnings of
subsidiary 15,701 31,654 5,175
Deferred taxes 925 27
Total assets $132,859 $138,264
Liabilities and Shareholders' Equity: Equity in undistributed income of
PSB (2,898) (18,229) 8,137
Accounts payable $ 2 % 158 Net income $12,803 $ 13,425 $13,312
Trust preferred securities — 7,200
Dividends payable 1,206 1,236
Shareholders’ equity 131,631 129,670
Total liabilities andshareholders’ equity ~ $132,859 $138,264
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Statements of Cash Flows

Cash flows from operating activities:
Management fee income received
Dividendsreceived
Taxesreceived from PSB
Payment of trust preferred securities
Cash paid to suppliers
Net cash provided by operating activities
Cash flows from investing activities:
Proceeds from available for sale security sales
Purchases of available for sale securities
Net cash (used in) provided by investing activities
Cash flows from financing activities:
Payment for treasury stock
Allocation of treasury stock to benefit plans
Dividends paid to stockholders
Stock options exercised

Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Net income

Adjustments to reconcile net income to net cash provided by operating

activities:
Distributed (undistributed) income of PSB
Taxesreceived from PSB
Decrease of trust preferred securities
(Increase) in other assets
Decrease (increase) in accrued expenses

Net cash (used in) provided by operating activities

Note O — Fair Value of Financial I nstruments
(Dollar amountsin thousands)

Year Ended June 30,
2008 2007 2006

$ 144 $ 14 $ 14
17,050 33,560 6,890
182 1,296 a
(7,200)  (25,000) —
(352) (2354)  (2577)
9,824 7,646 4,868

111 2,450 2,082
(1,168)  (3529)  (3,656)
(1,057)  (L,079)  (L574)

(4,949) (2,838) (158)

838 612 880
(4,860)  (4542)  (4520)
172 390 254
(8799)  (6378)  (3544)
(32) 189 (250)
241 52 302

$ 209 $ 241 $ 52
$12,803 $13425  $13312

2,898 18,229 (8,137)

182 1,296 411
(7,200)  (25,000) —
793 (526) (344)
348 222 (374)

$9824 ¢ 7646 $ 4,868

FAS 107, Disclosure About Fair Value of Financial Instruments, requires the determination of fair value for certain
of the Bank’s assets, liabilities and contingent liabilities. The following methods and assumptions were used to estimate

the fair value of each class of financial instruments.

Cash and Noninterest-Bearing Deposits: The carrying amount of cash, which includes noninterest-bearing

demand deposits, approximates fair value.

Federal Funds Sold: The carrying amount of overnight federal funds approximatesfair value.

Interest-Earning Depositsin Other Banks: The carrying amount of other overnight interest-bearing balances

approximatesfair value.
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Investments and Mortgage-Backed Securities: The fair values of investment securities are obtained from the Wall
Street Journal, the Interactive Data Corporation pricing service and various investment brokers for securities not
available from public sources. Prices on certain trust preferred securities were cal culated using a spread model based on
their current credit ratings when market quotes were not available. See Note B for additional information on investment
securities.

Cash Surrender Value (* CSV”) of Bank Owned Life Insurance (“ BOLI”): The carrying amount of the CSV of
BOLI approximatesfair value.

Loans Receivable: Fair values were estimated by discounting contractual cash flows using interest rates currently
being offered for loans with similar credit quality adjusted for standard prepayment assumptions.

Deposit Liabilities: For checking, savings and money market accounts, fair value is the amount payable on
demand at June 30. The fair values of fixed-maturity certificates of deposit are estimated using a discounted cash flow
calculation that appliesinterest rates currently being offered on time deposits of similar remaining maturities.

Advances from Federal Home Loan Bank: Fair value is determined by discounting the advances using current
rates of advances with comparable maturities as of the reporting date.

Trust Preferred Securities: Fair Valueis determined by discounting the securities using current rates of securities
with comparable reset rate and maturities.

Commercial Investment Agreements. The carrying amount of these overnight borrowings approximates fair value.

Off-Balance-Sheet Instruments. Fair value for off-balance-sheet instruments (primarily loan commitments) are
estimated using internal valuation models and are limited to fees charged to enter into similar agreements, taking into
account the remaining terms of the agreements and the counterparties’ credit standing. Unused consumer and
commercial lines of credit are assumed equal to the outstanding commitment amount due to the variable interest rate
attached to these lines of credit.

2008 2007
Estimated Carrying Estimated Carrying
Fair Value Value Fair Value Value
Financial Assets:
Cash and noninterest-earning deposits $ 18,692 $ 18,692 $ 31248 $ 31,248
Federal funds sold 86,000 86,000 114,000 114,000
Interest-earning depositsin other banks 7,252 7,252 4,803 4,803
Investment securities 222,275 245,969 350,392 352,477
M ortgage-backed securities 192,925 198,406 27,210 27,466
Loansreceivable 1,227,870 1,216,914 1,245,957 1,248,586
CSV of BOLI 23,086 23,086 12,008 12,008
Financial Liabilities:
Checking, savings and money market accounts $ 602,136 $ 602,136 $ 579,591 $ 579,591
Certificates of deposit 884,509 878,956 868,001 876,673
Advances from Federal Home L oan Bank 199,094 191,430 207,778 210,927
Trust Preferred Securities — — 7,338 7,200
Commercial investment agreements 20,554 21,965 12,202 13,106
Off-Balance Sheet I nstruments Loan Commitments $ 6 — 3% (65) —
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Item 9. Changes I n and Disagreements with Accountants on Accounting and Financial Disclosures.

None.

Item 9A. Controlsand Procedures.

The Corporation’s management, under the supervision of and with the participation of the Corporation’s Chief
Executive Officer and Chief Financial Officer, has carried out an evaluation of the design and effectiveness of the
Corporation’s disclosure controls and procedures as defined in Rule 13a-15e and Rule 15d-15(e) of the Securities
Exchange Act of 1934 as of the end of the period covered by this report. Based upon that eval uation, the Chief
Executive Officer and Chief Financial Officer have concluded that, asthe end of such period, the Corporation’s
disclosure controls and procedures are designed to ensure that all material information required to be disclosed in
reports the Corporation files or submits under the Securities Exchange Act of 1934 isrecorded, processed, summarized
and reported, within the time periods specified in the Securities and Exchange Commission’srules and forms.

There were no significant changes in the Corporation’sinternal control over financial reporting that occurred
during the period covered by thisreport that has materially affected, or that isreasonably likely to affect, our internal
control over financial reporting.
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MANAGEMENT’'SREPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Parkvale Financial Corporation (the “Company”) isresponsible for establishing and
mai ntai ning adequate internal control over financial reporting.

The Company’sinternal control over financial reporting is a process designed to provide reasonabl e assurance
regarding the reliability of financial reporting and the preparation of financial statementsfor external purposesin
accordance with generally accepted accounting principles and includes those policies and procedures that:

 Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Company;

* Provide reasonable assurance that transactions are recorded as hecessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that recei pts and expenditures of
the Company are being made only in accordance with authorizations of management and the board of directors
of the Company; and

* Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the Company’s assets that could have amaterial effect on the financial statements.

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectivenessto future periods are subject to risk that controls
may become inadequate because of changesin conditions or because of declinesin the degree of compliance with the
policies or procedures.

The Company’s management assessed the effectiveness of the Company’sinternal control over financial reporting
as of June 30, 2008. In making this assessment, the Company’s management used the criteria set forth by the Committee
of Sponsoring Organizations of the Treadway Commission (“COSO”) in Internal Control-Integrated Framework.

Asof June 30, 2008, based on management’ s assessment, the Company’sinternal control over financial reporting
was effective.

Parente Randol ph, LLC, the Company’sindependent registered public accounting firm, hasissued an audit report
on our assessment of the Company’sinternal control over financial reporting. See “ Report of Independent Registered
Public Accounting Firm on Internal Control Over Financial Reporting” within thisreport.

Robert J. McCarthy, Jr. Timothy G. Rubritz
President and Chief Executive Officer Vice President, Treasurer and Chief Financial Officer

September 4, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Shareholders of Parkvale Financial Corporation:

We have audited Parkvale Financial Corporation and subsidiariesinternal control over financial reporting as of
June 30, 2008, based on criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Parkvale Financial Corporation’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness
of internal control over financial reporting included in the accompanying Management’s Report on Internal Control
Over Financial Reporting. Our responsibility isto express an opinion on the company’sinternal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonabl e assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit of internal
control over financia reporting included obtaining an understanding of internal control over financial reporting,
assessing therisk that a material weakness exists, and testing and eval uating the design and operating effectiveness of
internal control based on the assessed risk. Our audit also included performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonabl e basis for our opinion.

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

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectivenessto future periods are subject to the risk that controls
may become inadequate because of changesin conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

In our opinion, Parkvale Financial Corporation and subsidiaries maintained, in all material respects, effective
internal control over financial reporting as of June 30, 2008, based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated statement of financial condition of Parkvale Financial Corporation and subsidiaries as
of June 30, 2008, and the related consolidated statements of operations, shareholders' equity, and cash flowsfor the
year then ended, and our report dated September 4, 2008 expressed an unqualified opinion.

Parente Randolph, LLC
Pittsburgh, Pennsylvania

September 4, 2008
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Item 9B. Other Information

None.

Part 1.

Item 10. Directors, Executive Officers and Corporate Governance.

Theinformation required herein with respect to directors and executive officers of PFC and Parkvaleisincorporated
by reference from pages 7 to 10 of the definitive proxy statement of the Corporation for the 2008 Annual Meeting of
Stockholders, which is expected to be filed on or before September 12, 2008 (the “ definitive proxy statement”).

Asrequired by the Sarbanes-Oxley Act of 2002, Parkvale has adopted a code of ethicsthat appliesto all of its
directors, officers (including its chief executive officer and chief financial officer) and employees and a Senior Financial
Officer Code of Ethicsthat appliesto its chief executive officer and chief financial officer. The codes of ethics may be
found on our website at www.parkvale.com

Item 11. Executive Compensation.

Theinformation required herein isincorporated by reference from pages 15 to 30 of the definitive proxy statement.

Item 12.  Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

Theinformation required herein isincorporated by reference from pages 3 to 6 of the definitive proxy statement.

The following table provides Equity Compensation Plan information as of June 30, 2008 with respect to shares of
Parkvale Common Stock that may be issued under our existing equity compensation plans, which consists of the
1993 Directors Stock Option Plan, the 1993 Key Employee Stock Compensation Program and the 2004 Stock Incentive
Plan.

Number of Securities
Remaining Available for
Future Issuance Under

Number of Securities Weighted Average Equity Compensation
to be Issued Upon Exercise Price of Plans (Excluding
Exer cise of Outstanding Securities
Outstanding Options, Options, Warrants Reflected in Column

Warrants and Rights(a) and Rights(b) (@)(c)

Equity compensation plans approved by

security holders 340,800 $ 24.18 107,500
Equity compensation plans not approved by

security holders — — —

Total 340,890 $ 24.18 107,500

Item 13. Certain Relationships and Related Transactions, and Director | ndependence.

Theinformation required herein isincorporated by reference from pages 7, 10 to 12, 17 to 22 and page 30 of the
definitive proxy statement.

Item 14. Principal Accountant Feesand Services

Theinformation required herein isincorporated by reference from pages 31 and 32 of the definitive proxy
statement.
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Part V.

Item 15. Exhibitsand Financial Statement Schedules

(a) (1) Financia Statements

Thefollowing information isfiled in the Items of this Form 10-K indicated below. Selected Financial Data Item 6
Management’s Discussion and Analysis of Financial Condition and Results of Operations Item 7
Management’s Report on Internal Control over Financial Reporting Item 9A
Report of Independent Registered Public Accounting Firm on Internal Control over Financial Reporting Item 9A
Report of Independent Registered Public Accounting Firm on Consolidated Financial Statements Item 8
Consolidated Statements of Financial Condition at June 30, 2008 and 2007 Item 8
Consolidated Statements of Operations for each of the three yearsin the period ended June 30, 2008 Item 8
Consolidated Statements of Cash Flows for each of the three yearsin the period ended June 30, 2008 Item 8
Consolidated Statements of Shareholders' Equity for each of the three yearsin the period ended June 30,

2008 Item 8
Notes to Consolidated Financial Statements Item 8

(a) (2) Financial Statements Schedules

All financial statement schedules have been omitted as the required information is inapplicable or has been
included in the Consolidated Financial Statements or notes thereto.

(a) (3) Exhibits

No. Exhibits Reference

3.1 Articlesof Incorporation
Amendment to Articles of Incorporation
3.2 Amended and Restated Bylaws
4 Common Stock Certificate
10.1 1993 Key Employee Stock Compensation Program
10.2 1993 Directors Stock Option Plan
10.3 Amended and Restated 2004 Stock Incentive Plan
104 Consulting Agreement with Robert D. Pfischner
105 Amended and Restated Employment Agreement with Robert J. McCarthy, Jr.
106 Amended and Restated Change in Control Severance Agreement with Timothy G. Rubritz
10.7 Amended and Restated Changein Control Severance Agreement with Gail B. Anwyll
10.8 Amended and Restated Change in Control Severance Agreement with Thomas R. Ondek
109 Amended and Restated Executive Deferred Compensation Plan
10.10 Amended and Restated Supplemental Executive Benefit Plan
22 Subsidiaries of Registrant
Reference is made to Item 1. Business — Subsidiaries for the required information
23 Consent of Independent Registered Public Accounting Firm
31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a)/15d-14(a) of the Securities
Exchange Act of 1934, as amended, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of
2002
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No. Exhibits Reference

g 0O

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a)/15d-14(a) of the Securities Exchange
Act of 1934, as amended, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Incorporated by reference to the Registrant’s Form 8-B filed with the SEC on January 5, 1989.

Incorporated by reference, as amended, to Form S-8 at File No. 33-98812 filed by the Registrant with the SEC on
November 1, 1995.

Incorporated by reference to Form 10-K filed by the Registrant with the SEC on September 28, 1994.
Incorporated by reference to Form 8-K filed by the Registrant with the SEC on December 28, 2007.
Incorporated by reference to Form 10-K filed by the Registrant with the SEC on September 24, 1998.
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SIGNATURES

Pursuant to the regquirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused thisreport to be signed on its behal f by the undersigned, thereunto duly authorized.

PARKVALE FINANCIAL CORPORATION

By: /s/ Robert J. McCarthy, Jr.

Robert J. McCarthy, Jr.
Director, President and
Chief Executive Officer

Date: September 9, 2008

Pursuant to the requirements of the Securities Exchange Act of 1934, thisreport has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Date
/9 Robert J. McCarthy, Jr. Director, President and September 9, 2008
Robert J. McCarthy, Jr. Chief Executive Officer
/s Timothy G. Rubritz Vice President — Treasurer September 9, 2008
Timothy G. Rubritz (Chief Financial & Accounting Officer)
/s/ Robert D. Pfischner Chairman of the Board September 9, 2008
Robert D. Pfischner,
/s Fred P. Burger, Jr. Director September 9, 2008
Fred P. Burger, Jr.,
/9 AndreaF. Fitting Director September 9, 2008
AndreaF. Fitting,
/9 Stephen M. Gagliardi Director September 9, 2008
Stephen M. Gagliardi,
/sl Patrick J. Minnock Director September 9, 2008
Patrick J. Minnock,
/s Harry D. Reagan Director September 9, 2008

Harry D. Reagan,
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Section 2: EX-23 (EX-23)

Exhibit 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM



We hereby consent to the incorporation by reference in this Annual Report on Form 10-K of Parkvale Financial Corporation for the year ended
June 30, 2008 included in its Registration Statement relating to the financial statements and financial schedules and internal controlsfor the three
years ended June 30, 2008, 2007 and 2006.

/9 Parente Randolph, LLC

Pittsburgh, Pennsylvania
September 4, 2008

(Back To Top)

Section 3; EX-31.1 (EX-31.1)

Exhibit 31.1

CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a)
OF THE SECURITIESEXCHANGE ACT OF 1934, ASAMENDED, ASADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert J. McCarthy, Jr., President and Chief Executive Officer of Parkvale Financial Corporation, certify that:
1. I have reviewed this annual report on Form 10-K of Parkvale Financial Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

4. Theregistrant’s other certifying officersand | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and proceduresto
be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which thisreport is being prepared,;

b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonabl e assurance regarding the reliability of
financial reporting and the preparation of financial statementsfor external purposes in accordance with generally
accepted accounting principles;

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by thisreport based on such evaluation; and

d) disclosed in thisreport any changein the registrant’ sinternal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’sinternal control over financial
reporting; and

5. Theregistrant’s other certifying officers and | have disclosed, based on our most recent eval uation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
rolein the registrant’sinternal controls over financial reporting.

/9 Robert J. McCarthy, Jr.

Robert J. McCarthy, Jr.
President and Chief Executive Officer

Date: September 9, 2008
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Section 4: EX-31.2 (EX-31.2)

Exhibit 31.2

CERTIFICATION PURSUANT TO RULE 13a-14(a)/15d-14(a)
OF THE SECURITIESEXCHANGE ACT OF 1934, ASAMENDED, ASADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Timothy G. Rubritz, Vice President-Treasurer and Chief Financial Officer of Parkvale Financial Corporation, certify that:
1. I have reviewed this annual report on Form 10-K of Parkvale Financial Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

4. Theregistrant’s other certifying officersand | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and proceduresto
be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which thisreport is being prepared,;

b) designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonabl e assurance regarding the reliability of
financial reporting and the preparation of financial statementsfor external purposes in accordance with generally
accepted accounting principles;

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by thisreport based on such evaluation; and

d) disclosed in thisreport any changein the registrant’ sinternal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’sinternal control over financial
reporting; and

5. Theregistrant’s other certifying officers and | have disclosed, based on our most recent eval uation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant
rolein the registrant’sinternal controls over financial reporting.

/s Timothy G. Rubritz

Timothy G. Rubritz
Vice President-Treasurer and Chief Financial Officer

Date: September 9, 2008
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Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, ASADOPTED, PURSUANT TO
SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

The undersigned executive officers of the registrant hereby certify that this Form 10-K fully complieswith the
reguirements of Section 13(a) of the Securities Exchange Act of 1934 and that the information contained herein fairly
presents, in all material respects, the financial condition and results of operations of the registrant.

Parkvale Financial Corporation

By: /s/ Robert J. McCarthy, Jr.

Robert J. McCarthy, Jr.
Director, President and
Chief Executive Officer

Dated: September 9, 2008

By: /¢ Timothy G. Rubritz

Timothy G. Rubritz
Vice President-Treasurer and
Chief Financial Officer

Dated: September 9, 2008
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