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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C.  20549

FORM 10-K/A
Amendment No. 1

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the fiscal year ended December 31, 2009

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from                      to                     

Commission File No. 000-53869
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Pennsylvania 23-2900790
(State or Other Jurisdiction

of Incorporation or Organization)

(I.R.S. Employer

Identification No.)

102 E. Drinker St., Dunmore, PA 18512
(Address of Principal Executive Offices) (Zip Code)

Registrant�s telephone number, including area code    (570) 346-7667

Securities registered pursuant to Section 12(b) of the Act:

NONE

Securities registered pursuant to Section 12(g) of the Act:

Common Stock, $1.25 par value

(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  Yes o No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or section 15(d) of the Act.  Yes o No x

Indicate by check mark whether the registrant:  (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.  Yes x  No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). YES o  NO o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K. x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company.  See definition of �large accelerated filer�, �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.(Check
one)
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Large Accelerated Filer o Accelerated Filer  x

Non-Accelerated Filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).Yes o No  x

The aggregate market value of the voting and non-voting common stock of the registrant, held by non-affiliates was $102,938,176 at June 30,
2009.

APPLICABLE ONLY TO CORPORATE REGISTRANTS

State the number of shares outstanding of each of the registrant�s classes of common stock, as of the latest practicable date: 16,441,319 shares of
common stock as November 29, 2011.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant�s Proxy Statement for the Annual Meeting of Shareholders held on May 19, 2010 are incorporated by reference into
Part III of this report.
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FIRST NATIONAL COMMUNITY BANCORP, INC.

EXPLANATORY NOTE

This Amendment No. 1 (�Amendment�) on Form 10-K/A to the Annual Report on Form 10-K of First National Community Bancorp, Inc.  (the
�Company�) for the year ended December 31, 2009, filed with the Securities and Exchange Commission (�SEC�) on March 16, 2010 (the �Original
Report�) is being filed to revise and restate the Company�s consolidated financial statements for the annual period ended December 31, 2009 that
were filed with the Original Report to correct certain information and to address the impact of such changes on other disclosures included in the
Original Report.  The Company has previously advised that the financial statements for December 31, 2009 included in the Original Report
should no longer be relied upon.

In particular, this Amendment:

• amends and restates in their entirety the consolidated financial statements of the Company, and the notes thereto, included in Item 8
hereof, to appropriately reflect (i) the accounting for and timing of charges related to other than temporary impairment of the collateralized debt
obligations in the Company�s securities investment portfolio, (ii) the determination of the Company�s provision and allowance for loan and lease
losses, (iii) the provision for off-balance sheet commitments, (iv) the accounting for deferred loan fees and costs, (v) the accounting for
goodwill, (vi) the related effect on the Company�s deferred tax assets and valuation allowance and (vii) other miscellaneous accounting issues;

• amends and revises Management�s Discussion and Analysis of Financial Condition and Results of Operations to reflect the restated
consolidated financial statements;

• revises the disclosures regarding, and management�s assessment of, the Company�s disclosure controls and procedures and internal
control over financial reporting to reflect current management�s determination that material weaknesses in such controls existed at December 31,
2009;

• provides additional disclosure regarding non-performing assets, including those loans extended to insiders or affiliates thereof;

• revises and enhances the disclosures about the Company�s business lines and procedures, including providing information relating to
the Company�s and Bank�s regulatory orders entered into after the date of the Original Report to provide context for the amendments included in
this document;

• revises and enhances the disclosure of the risks relating to the Company�s business and operations; and

• revises and corrects disclosure in response to comments from the SEC.

Other than as noted above, the Company is not required to and has not updated any forward-looking statements previously included in the
Original Report. The Company has made no attempt in this Amendment to modify or update the disclosures presented in the Original Report
other than as noted above.  Other than as noted above, or reflected in this Explanatory Note, this Amendment does not reflect events occurring
after the filing of the Original Report except to the extent information learned after the Original Report was filed relates to periods prior to
December 31, 2009.  This Amendment is being filed in conjunction with amendments to the Company�s quarterly reports on Form 10-Q for the
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quarterly periods ended March 31, 2010 and June 30, 2010.  The Company plans to file shortly its annual report on Form 10-K for the year
ended December 31, 2010 and its quarterly reports on Form 10-Q for the quarterly periods ended September 30, 2010, March 31, 2011, June 30,
2011 and September 30, 2011.  This Amendment should be read in conjunction with all such filings and all such filings should be read in their
entirety.

As indicated above, the Company has restated its financial statements for the year ended December 31, 2009.  Unless otherwise indicated, the
discussion in this Amendment gives effect to the restatement of the Company�s financial statements.

In the first half of 2011, the Company received document subpoenas from the SEC.  The information requested generally relates to disclosure
and financial reporting by the Company and the restatement of the Company�s financial statements for the year ended December 31, 2009, and
the quarters ended March 30, 2010 and June 30, 2010.  The Company is cooperating with the SEC in this matter.

Readers should review the risk factors described in other documents that the Company files or furnishes, from time to time, with the SEC,
including Annual Reports to Shareholders, Annual Reports filed on Form 10-K, Form 10-Q and other current reports filed or furnished on
Form 8-K and any amendments to such reports.

For additional information regarding these matters, please refer to Item 1 � Business; Item 1A � Risk Factors; Item 7 � Management�s Discussion
and Analysis of Financial Condition and Results of Operations; Item 7A -  Quantitative and Qualitative Disclosures about Market Risk
discussion; and Item 8 � Financial Statements and Supplementary Data of this report.

3
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PART 1

Item 1.  Business

Unless the context otherwise requires, we use the terms �Company,� �we,� �us,� and �our� to refer to First National Community Bancorp, Inc. and its
subsidiaries.  In certain circumstances, however, First National Community Bancorp, Inc. uses the term �Company� to refer to itself.

Overview

The Company

The Company is a Pennsylvania corporation, incorporated in 1997 and is registered as a bank holding company under the Bank Holding
Company Act of 1956, as amended.  The Company became an active bank holding company on July 1, 1998 when it acquired ownership of First
National Community Bank (the �Bank�).   The Bank is a wholly-owned subsidiary of the Company.

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

The Bank

The Bank was established as a national banking association in 1910 as �The First National Bank of Dunmore.�  The Bank changed its name to
�First National Community Bank� effective March 1, 1988.  The Bank�s operations are conducted from 21 offices located in Lackawanna, Luzerne,
Wayne and Monroe Counties, Pennsylvania.

The Bank offers many traditional banking services to its customers, which are further detailed below.

As a result of criticism received from banking regulators in connection with their examination process during 2010, the Company took steps to
remediate and improve its lending policies and its credit administration function.  The Company has also been advised by its regulators that it
must increase its regulatory capital.
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Retail Banking

The Bank provides many retail banking services and products to individuals and businesses including Image Checking and
E-Statement.  Deposit products include various checking, savings and certificate of deposit products, as well as a variety of preferred products
for higher balance customers.  The Bank also participates in the Certificate of Deposit Account Registry program, which allows customers to
secure Federal Deposit Insurance Corporation (�FDIC�) insurance on balances in excess of the standard limitations.

The Bank also offers customers the convenience of 24-hour banking, seven days a week, through FNCB Online and its Bill Payment service via
the internet and its automated teller machine (�ATM�) network.  The Bank has ATMs in all 21 branch offices and 10 other locations.

Telephone Banking (Account Link), Loan by Phone, and Mortgage Link services are available to customers.  These services provide consumers
the ability to access account information, perform related account transfers, and apply for a loan through the use of a touch tone telephone.  The
Bank offers overdraft Bounce Protection which provides consumers with an added level of protection against unanticipated cash flow
emergencies and account reconciliation errors.

FNCB Business Online is a menu driven product that allows the Bank�s business customers direct access to their account information and the
ability to perform internal and external transfers and process Direct Deposit payroll transactions for employees, 24 hours a day, 7 days a week,
from their place of business.

Lending Activities

The Bank offers a full range of products to individuals and businesses generally within its market area.  The Bank offers a variety of loans,
including commercial mortgages, commercial loans, residential mortgage loans, home equity loans and lines of credit, construction loans and
consumer loans.

The Bank strives to mitigate risks in the event of unforeseen threats to the loan portfolio as a result of an economic downturn or other negative
influences.  Plans for mitigating inherent risks in managing loan assets include carefully enforcing loan policies and
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procedures, evaluating each borrower�s industry and business plan during the underwriting process, identifying and monitoring primary and
alternative sources for repayment and obtaining collateral that is margined to minimize loss in the event of liquidation.

Guidance adopted by the federal banking regulators provides that banks having concentrations in construction, land development or commercial
real estate loans are expected to maintain higher levels of risk management and, potentially, higher levels of capital. It is possible that the Bank
may be required to maintain higher levels of capital than would otherwise be expected as a result of its levels of construction, development and
commercial real estate loans, which may adversely affect shareholder returns, or require us to obtain additional capital sooner than the Company
otherwise would.  Excluded from the scope of this guidance are loans secured by non-farm nonresidential properties where the primary source of
repayment is the cash flow from the ongoing operations and activities conducted by the party, or affiliate of the party, who owns the property.

Commercial Mortgage Loans

At December 31, 2009, commercial mortgage loans totaled $411.3 million or 43.8% of the Bank�s total loan portfolio.  Commercial mortgage
loans represent the largest portion of the Bank�s total loan portfolio and loans in this portfolio generally have larger loan balances.

The commercial mortgage loan portfolio is secured by a broad range of real estate, including but not limited to multi-family residential
properties, office complexes, shopping centers, hotels, warehouses, gas stations/ convenience markets, residential care facilities, nursing care
facilities, restaurants and land subdivisions.  This category also includes various types of commercial construction financing.  The Bank�s
commercial real estate portfolio consists of owner occupied properties and non-owner occupied properties and generally includes the personal
guarantees of the principals.  Owner occupied properties of $160 million represents 38.9% of the commercial mortgage loan portfolio,
construction/land acquisition loans of $94 million represents 22.8% of the commercial mortgage loan portfolio and non-owner occupied
properties of $158 million represents 38.3% of the commercial mortgage loan portfolio.

The Bank offers various rates and terms for commercial mortgage loans secured by real estate.  The interest rates associated with these types of
loans are primarily underwritten as adjustable rate loans that adjust every three or five years or floating rate loans that adjust to a spread over the
National Prime Rate (�NPR�) index.  Loan pricing for most floating rate commercial mortgage loans generally has a minimum interest rate.  The
terms for commercial real estate loans typically do not exceed 20 years.

Commercial mortgage loans are originated under a comprehensive lending policy.  In particular, these types of loans are subject to specific loan
to value guidelines prior to the time of closing.  The policy limits for developed real estate loans are subject to a maximum loan-to-value ratio of
80%.  Loans for undeveloped real estate are subject to a loan-to-value ratio not to exceed 65%.  Construction loans are treated similarly to the
developed real estate loans and are generally subject to an 80% loan to value ratio based upon an �as-completed� appraised value.

Commercial mortgage loans must also meet specific criteria that includes the capacity, capital, credit worthiness and cash flow of the borrower
and the project being financed.  In order to make a decision on whether or not to make a commercial mortgage loan, the borrower(s) and
guarantor(s) must provide the Bank with historical and current financial data.  The Bank performs a review of the cash flow analysis of the
borrower(s), guarantor(s) and the project.  The Bank also considers the borrower�s expertise, credit history, net worth and the value of the
underlying property.  The Bank generally requires that borrowers for loans secured by real estate have a debt service coverage ratio of at least
1.15 times.
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Although the Bank believes its initial loan underwriting was sound, the Commercial Loan portfolio, and in particular, the commercial mortgage
segment, was negatively impacted during 2009 as a result of the current recession.  Both our national and local economies experienced a
prolonged severe economic downturn, with rising unemployment levels and an erosion in consumer confidence.  These factors contributed to a
number of loan defaults.  Additionally, the softening of the real estate market resulted in a decline in the value of the real estate securing the
loans in this portfolio.  In particular, loans for land development and subdivisions were substantially impacted and create greater risk of
collectability than other types of commercial mortgage loans.

One-to-Four-Family Residential Mortgage Loans

The Bank offers fixed and variable rate one-to-four-family residential loans.  The interest rates for the variable rate loans are adjusted to a
percentage above the one year treasury rate.  The Bank may sell loans and retain servicing when warranted by market conditions.  The Bank also
offers a rate lock to customers which allows the borrowers to lock in their interest rate at the time of application as well as at time of
commitment.  During 2009 and 2008, the volume of customers who exercised the option to lock the rate was minimal.  At December 31, 2009,
one to four family residential mortgage loans totaled $142.1 million, or 15.1% of our total loan portfolio.

5
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Commercial Business Loans

The Bank offers commercial business loans to individuals and businesses located in our primary market area.  The commercial loan portfolio
includes lines of credit, dealer floor plan lines, equipment loans, vehicle loans, improvement loans and term loans.   These loans are primarily
secured by vehicles, machinery and equipment, inventory, accounts receivable, marketable securities, deposit accounts and real estate.  At
December 31, 2009, commercial business loans totaled $220.8 million or 23.5% of the Bank�s total loan portfolio

The Bank offers various rates and terms for commercial loans.  These loans also generally require the personal guarantee of the principals.  Most
lines of credit are primarily issued for one year time periods and are renewable annually thereafter at the discretion of the Bank.  Most other
commercial loans range in terms from one year to seven years.

The interest rates associated with these types of loans are primarily underwritten as fixed rate loans based upon the term of the loan or floating
rate loans that adjust to a spread over the NPR index.  Loan pricing for most floating rate commercial loans generally have a minimum interest
rate floor.  The interest rate for most lines of credit is issued on a floating rate basis.  The rates generally range from the NPR index to 2% in
excess of the NPR index.  Finally, loans secured by deposit accounts are primarily underwritten at a spread over the interest rate of the deposit
instrument used as collateral for the loan.

Construction Loans

The Bank offers interim construction financing secured by residential property for the purpose of constructing one to four family homes.  The
Bank also offers interim construction financing for the purpose of constructing residential developments and various commercial properties
including shopping centers, office complexes and single purpose owner occupied structures.  The Bank�s construction program offers either short
term interest only loans that require the borrower to pay interest only during the construction phase with a balloon payment of the principal
outstanding at the end of the construction period and interest only during construction with a conversion to amortizing principal and interest
when the construction is complete.

Construction loans generally yield a higher interest rate than residential mortgage loans but also carry more risk.  If a construction loan defaults,
the Bank would have to take control of the property and, either find another contractor to complete the project which may be at a higher cost, or
obtain title to the property, categorize it as Other Real Estate Owned (�OREO�) or seek to sell the property.

Home Equity and Lines of Credit Loans

The Bank offers home equity loans and lines of credit with a maximum combined loan-to-value ratio of 90% based on the appraised value of the
property.  Home equity loans have fixed rates of interest and are for terms up to 15 years.  Equity lines of credit have adjustable interest rates
and are based upon the prime interest rate.  The Bank holds a first or second mortgage position on the homes that secure its home equity loans
and lines of credit.
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Consumer Loans

Consumer loans include both secured and unsecured installment loans, personal lines of credit and overdraft protection loans.  The Bank is also
in the business of underwriting indirect auto loans which are originated through various auto dealers in northeastern Pennsylvania and dealer
floor plan loans. The Bank also offers VISA personal credit cards, although it does not underwrite these VISA personal credit cards and assumes
no credit risk.

Loan Originations, Sales, Purchases and Participations

Loan originations generally are from the Bank�s market area, however, from time to time, the Bank participates in loans originated by other
banks that supplement its loan portfolio.  As of December 31, 2009, the Bank participated in approximately 26 loans with a total outstanding
balance of $18.5 million and exposure of $59.6 million. Over the past six years, the Bank participated in seven commercial real estate loans with
a financial institution headquartered in Minneapolis, Minnesota, and the majority of those participations related to loans for projects located
outside of the Company�s general market area.  As of December 31, 2009, the Company had outstanding participations in four out-of-area loans
secured by commercial real estate located in Florida and one in western Pennsylvania. The Bank is not usually the lead lender in these
participations but underwrites these loans using the same criteria it uses for market loans it originates.  The Bank does not service the loans in
these purchased participations and is subject to the policies and practices of the lead lender with regard to monitoring delinquencies, pursuing
collections and instituting foreclosure proceedings.

Asset Management

Asset management services are available at the Bank. Customers are able to access alternative products such as mutual funds, annuities, stocks
and bonds directly for purchase from an outside provider.

6
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Deposit Activities

In general, deposits, borrowings and loan repayments are the major sources of our funds for lending and other investment purposes.  The Bank
grows its deposits within our market area primarily by offering a wide selection of deposit accounts.  Deposit account terms vary according to
the minimum balance required, the time periods the funds must remain on deposit and the interest rate, among other factors.  In determining the
terms of our deposit accounts, the Bank considers the interest rates offered by the competition, the interest rates available on borrowings, its
liquidity needs and customer preferences.  The Bank generally reviews its deposit mix and deposit pricing weekly.  The Bank�s deposit pricing
strategy generally has been to remain competitive in its market area, and to offer special rates in order to attract deposits of a specific type or
term to satisfy the Bank�s asset and liability requirements.

Competition

The Bank faces substantial competition in originating loans and in attracting deposits.  The competition comes principally from other banks,
savings institutions, credit unions, mortgage banking companies and, with respect to deposits, institutions offering investment alternatives,
including money market funds.  As a result of consolidation in the banking industry, some of the Bank�s competitors and their respective
affiliates may enjoy advantages such as greater financial resources, a wider geographic presence, a wider array of services, or more favorable
pricing alternatives and lower origination and operating costs.

Supervision and Regulation

General

The Company is subject to the Securities Exchange Act of 1934 (�1934 Act�) and must file quarterly and annual reports with the SEC regarding its
business operations and comply with SEC rules.  As a registered bank holding company under the Bank Holding Company Act of 1956, as
amended (the �BHCA�), the Company is subject to supervision and regulation by the Board of Governors of the Federal Reserve System, and its
activities and those of its bank subsidiary are limited to the business of banking and activities closely related or incidental to banking.  Bank
holding companies are required to file periodic reports with and are subject to examination by the Federal Reserve Board (�FRB�).  The FRB has
issued regulations under the BHCA that require a bank holding company to serve as a source of financial and managerial strength to its
subsidiary banks.  As a result, the FRB, pursuant to such regulations, may require the Company to stand ready to use its resources to provide
adequate capital funds to the Bank subsidiary during periods of financial stress or adversity.  The BHCA prohibits the Company from acquiring
direct or indirect control of more than 5% of the outstanding shares of any class of voting stock or substantially all of the assets of any bank, or
merging or consolidating with another bank holding company, without prior approval of the FRB.  The BHCA also prohibits the Company from
acquiring 5% or more of the outstanding shares of any class of voting stock of any company engaged in a non-banking business unless such
business is determined by the FRB, by regulation or by order, to be so �closely related to banking� as to be a �proper incident� thereto.

Banking is a highly regulated industry.  Consequently, the growth and earnings performance of the Bank and Company may be affected not only
by management decisions and general and local economic conditions but also by the regulation of the Bank by the Office of the Comptroller of
the Currency (�OCC�) (and, to some extent, the FDIC and Federal Reserve Bank of Philadelphia) and by the regulation of the Company by the
Federal Reserve Bank of Philadelphia, under a variety of federal and state laws, regulations, and policies.  These statutes, regulations, and
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policies, and the interpretation and application of them by regulatory agencies, have a significant impact on the Company�s business, and cannot
always be determined with complete accuracy.  The effect of any changes in these statutes, regulations, and policies, and the interpretation and
application of them by regulatory agencies, can be significant and cannot be predicted.

The primary objectives of the bank regulatory system are to maintain a safe and sound banking system and to facilitate the conduct of sound
monetary policy and not to benefit shareholders.  Congress has created several regulatory agencies and enacted numerous laws that govern
banks, bank holding companies and the banking industry.  The system of supervision and regulation applicable to the Company and the Bank is
intended primarily for the protection of the FDIC�s deposit insurance fund, the Bank�s depositors, and the public, rather than shareholders and
creditors. The following summarizes some of the relevant laws, rules and regulations governing banks and bank holding companies, but does not
represent a complete or thorough summary of all applicable laws and regulations applicable to banks and bank holding companies.  The
descriptions are qualified in their entirety by reference to the specific statutes and regulations summarized.

Supervisory Actions

Subsequent to December 31, 2009 and to the filing of the Original Report, the Company and Bank entered into regulatory agreements with their
respective federal regulators.  Set forth below is a summary description of the material terms of the regulatory agreements.  While the Company
and the Bank have made significant efforts to comply with each of the provisions of the Order and the Agreement, as of the date of the filing of
this Amendment, neither the Bank nor the Company is yet in compliance with all of the
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requirements, and no assurance can be given that they will be able to satisfy all of such requirements.

OCC Consent Order. The Bank, pursuant to a Stipulation and Consent to the Issuance of a Consent Order (the �Order�) dated September 1, 2010
without admitting or denying any wrongdoing, consented and agreed to the issuance of an Order by the OCC, the Bank�s primary regulator.  The
Order requires the Bank to undertake certain actions within designated timeframes, and to operate in compliance with the provisions thereof
during its term.  The Order is based on the results of an examination of the Bank as of March 31, 2009.  Since the examination, management has
engaged in discussions with the OCC and has taken steps to improve the condition, policies and procedures of the Bank.  Compliance with the
Order is to be monitored by a committee (the �Committee�) of at least three directors, none of whom is an employee or controlling shareholder of
the Bank or its affiliates or a family member of any such person. The Committee is required to submit written progress reports on a monthly
basis and the Agreement requires the Bank to make periodic reports and filings with the OCC. The members of the Committee are John P.
Moses, Joseph Coccia, Joseph J. Gentile and Thomas J. Melone. The material provisions of the Order are as follows:

(i) By October 31, 2010, the Board of Directors of the Bank (the �Board�) is required to adopt and implement a three-year strategic plan which
must be submitted to the OCC for review and prior determination of no supervisory objection; the strategic plan must establish objectives for the
Bank�s overall risk profile, earnings performance, growth, balance sheet mix, off-balance sheet activities, liability structure, capital adequacy,
reduction in the volume of nonperforming assets, product line development, and market segments that the Bank intends to promote or develop,
and is to include strategies to achieve those objectives; if the strategic plan involves the sale or merger of the Bank, it must address the timeline
and steps to be followed to provide for a definitive agreement within 90 days after the receipt of a determination of no supervisory objection;

(ii) by October 31, 2010, the Board is required to adopt and implement a three year capital plan, which must be submitted to the OCC for review
and prior determination of no supervisory objection;

(iii) by November 30, 2010, the Bank is required to achieve and thereafter maintain a total risk-based capital equal to at least 13% of
risk-weighted assets and a Tier 1 capital equal to at least 9% of adjusted total assets;

(iv) the Bank may not pay any dividend or capital distribution unless it is in compliance with the higher capital requirements required by the
Order, the Capital Plan, applicable legal requirements and, then only after receiving a determination of no supervisory objection from the OCC;

(v) by November 15, 2010, the Committee must review the Board and the Board�s committee structure; by November 30, 2010, the Board must
prepare or cause to be prepared an assessment of the capabilities of the Bank�s executive officers to perform their past and current duties,
including those required to respond to the most recent examination report, and to perform annual performance appraisals of each officer;

(vi) by October 31, 2010, the Board must adopt, implement and thereafter ensure compliance with a comprehensive conflict of interest policy
applicable to the Bank�s and the Company�s directors, executive officers, principal shareholders and their affiliates and such person�s immediate
family members and their related interests, employees, and by November 30, 2010, conduct a review of existing relationships with such persons
to identify those, if any, not in compliance with the policy; and review all subsequent proposed transactions with such persons or modifications
of transactions;
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(vii) by October 31, 2010, the Board must develop, implement and ensure adherence to policies and procedures for Bank Secrecy Act (�BSA�)
compliance; and account opening and monitoring procedures compliance;

(viii) by October 31, 2010, the Board must ensure the BSA audit function is supported by an adequately staffed department or third party firm;
adopt, implement and ensure compliance with an independent BSA audit; and assess the capabilities of the BSA officer and supporting staff to
perform present and anticipated duties;

(ix) by October 31, 2010, the Board is required to adopt, implement and ensure adherence to a written credit policy, including specified features,
to improve the Bank�s loan portfolio management;

(x) the Board is required to take certain actions to resolve certain credit and collateral exceptions;

(xi) by October 31, 2010, the Board is required to establish an effective, independent and ongoing loan review system to review, at least
quarterly, the Bank�s loan and lease portfolios to assure the timely identification and categorization of problem credits; by October 31, 2010, to
adopt and adhere to a program for the maintenance of an adequate allowance for loan and lease losses (�ALLL�), and to review the adequacy of
the Bank�s ALLL at least quarterly;

8

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

16



Table of Contents

(xii) by October 31, 2010, the Board must adopt and the Bank implement and adhere to a program to protect the Bank�s interest in criticized
assets; and the Bank may only extend additional credit (including renewals) to a borrower whose loans are criticized under specified
circumstances;

(xiii) by October 31, 2010, the Board must adopt and ensure adherence to action plans for each piece of other real estate owned;

(xiv) by November 30, 2010, the Board is required to develop, implement and ensure adherence to a policy for effective monitoring and
management of concentrations of credit;

(xv) by October 31, 2010, the Board must revise and implement the Bank�s other than temporary impairment policy;

(xvi) by October 31, 2010, the Board must take action to maintain adequate sources of stable funding and liquidity and a contingency funding
plan; by October 31, 2010, the Board is required to adopt, implement and ensure compliance with an independent, internal audit program; and

(xvii) take actions to correct cited violations of law; and adopt procedures to prevent future violations and address compliance management.

Federal Reserve Agreement. On November 24, 2010, the Company entered into a written Agreement (the �Agreement�) with the Federal Reserve
Bank of Philadelphia (the �Reserve Bank�). The Agreement requires the Company to undertake certain actions within designated timeframes, and
to operate in compliance with the provisions thereof during its term. The material provisions of the Agreement include the following:

(i) the Company�s Board must take appropriate steps to fully utilize the Company�s financial and managerial resources to serve as a source of
strength to the Bank, including taking steps to ensure that the Bank complies with its Consent Order entered into with the OCC;

(ii) the Company may not declare or pay any dividends without the prior written approval of the Reserve Bank and the Director of the Division
of Banking Supervision and Regulation (the �Director�) of the Federal Reserve Board;

(iii) the Company may not take dividends or other payments representing a reduction of the Bank�s capital without the prior written approval of
the Reserve Bank;

(iv) the Company and its nonbank subsidiary may not make any payment of interest, principal or other amounts on the Company�s subordinated
debentures or trust preferred securities without the prior written approval of the Reserve Bank and the Director;
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(v) the Company may not make any payment of interest, principal or other amounts on debt owed to insiders of the Company without the prior
written approval of the Reserve Bank and Director;

(vi) the Company and its nonbank subsidiary may not incur, increase or guarantee any debt without the prior written approval of the Reserve
Bank;

(vii) the Company may not purchase or redeem any shares of its stock without the prior written approval of the Reserve Bank;

(viii) the Company must submit to the Reserve Bank, by January 23, 2011, an acceptable written plan to maintain sufficient capital at the
Company on a consolidated basis.  Thereafter, the Company must notify the Reserve Bank within 45 days of the end of any quarter in which the
Company�s capital ratios fall below the approved capital plan�s minimum ratios, and submit an acceptable written plan to increase the Company�s
capital ratios above the capital plan�s minimums;

(ix) the Company must immediately take all actions necessary to ensure that: (1) each regulatory report accurately reflects the Company�s
condition on the date for which it is filed and all material transactions between the Company and its subsidiaries; (2) each such report is prepared
in accordance with its instructions; and (3) all records indicating how the report was prepared are maintained for supervisory review;

(x) the Company must submit to the Reserve Bank, by January 23, 2011, acceptable written procedures to strengthen and maintain internal
controls to ensure all required regulatory reports and notices filed with the Board of Governors are accurate and filed in accordance with the
instructions for preparation;

9

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

18



Table of Contents

(xi) the Company must submit to the Reserve Bank, by January 8, 2011, a cash flow projection for 2011, reflecting the Company�s planned
sources and uses of cash, and submit a cash flow projection for each subsequent calendar year at least one month prior to the beginning of such
year;

(xii) the Company must comply with: (1) the notice provisions of Section 32 of the FDI Act and Subpart H of Regulation Y in appointing any
new director or senior executive officer or changing the duties of any senior executive officer; and (2) the restrictions on indemnification and
severance payments of Section 18(k) of the FDI Act and Part 359 of the FDIC�s regulations; and

(xiii) the Board must submit written progress reports within 30 days of the end of each calendar quarter.

Since entering into the Order and the Agreement, the Company has incurred expenses in an effort to comply with the terms of these agreements. 
In particular, the Company has incurred expenses in connection with developing and implementing policies and procedures and hiring additional
personnel as required by the Order and the Agreement.  During 2009, 2010 and the first nine months of 2011, the Company incurred
approximately $114 thousand, $1.4 million and $851 thousand, respectively, of expenses related to entering into and complying with these
regulatory agreements, consisting primarily of professional and consulting fees.  In addition, the Order and the Agreement place restrictions on
the Company�s ability to borrow funds and to pay interest and dividends to its security holders.  In the future, the Company expects to continue to
experience increased costs related to compliance with these regulatory agreements, primarily as a result of increased head count and also expects
to face certain restrictions on its operations for as long as it continues to operate under the Order and the Agreement.  The Company expects,
however, that future compliance expenses will decrease significantly from the 2010 and 2011 levels, because the majority of the expenses
incurred to date are related to development and implementation of processes and policies that, once those policies and processes are finalized
and implemented, are not expected to recur.

The Order and the Agreement have not and are not expected to have an impact on the Company�s ability to attract and maintain deposits or the
Company�s cost of funds. In order to meet the increased capital requirements imposed under the Order and the Agreement, however, unless the
Company is able to raise additional capital, the Company could be limited in the aggregate amount of loans it can have outstanding, which may
constrain loan growth. While it is not anticipated that the Order and the Agreement will have an immediate impact on the Company�s net interest
margin, the overall cost of compliance with the Order and the Agreement will continue to impact profitability at least through the end of 2012.
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