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PART |

Asused in this Annua Report on Form 10-K (“Form 10-K”), “Peoples” refersto Peoples Bancorp Inc. and its
consolidated subsidiaries collectively, except where the context indicates the reference relates solely to the registrant,
Peoples Bancorp Inc. Unless otherwise indicated, al note references contained in this Form 10-K refer to the Notes to the
Consolidated Financial Statementsincluded in Item 8 of this Form 10-K.

ITEM 1. BUSINESS

Corporate Overview

Peoples Bancorp Inc. is afinancial holding company organized in 1980. Peoples operates principaly through its
wholly-owned subsidiary, Peoples Bank, National Association (“Peoples Bank”). At December 31, 2008, Peoples’ other
wholly-owned subsidiaries included Peoples Investment Company and PEBO Capital Trust I. Peoples Bank also owned
Peoples Insurance Agency, Inc. (“Peoples Insurance”) and PBNA, L.L.C., an asset management company. Peoples
Investment Company also owned Peoples Capital Corporation.

Peoples Bank was first chartered in 1902 as an Ohio banking corporation under the name “The Peoples Banking and
Trust Company” in Marietta, Ohio, and was later reorganized as anational banking association under its current namein
2000. Peoples Insurance wasfirst chartered in 1994 as an Ohio corporation under the name “Northwest Territory Property
and Casualty Insurance Agency, Inc.” and awarded insurance agency powersin the State of Ohio in late 1995, becoming
the first insurance agency in Ohio to be affiliated with afinancia institution. Peoples Insurance was reorganized under its
current name in 2000.

Peopl es Investment Company and its subsidiary, Peoples Capita Corporation, were formed in 2001 to optimize
Peoples’ consolidated capital position and improve profitability by providing new investment opportunitiesthat are either
limited or restricted at Peoples Bank. These investmentsinclude, but are not limited to, low-income housing tax credit
funds or projects, venture capital, and other higher risk investments. Presently, the operations of both companies do not
represent a significant part of Peoples’ overall business activities.

Business Overview

Peoples makes available awide range of financia products and services to its customers through its financia service
locations and automated teller machines (“ATMs") in Ohio, West Virginiaand Kentucky, as well as well as telephone and
internet-based banking. These products and services include the following:

0 various demand deposit accounts, savings accounts, money market accounts and certificates of deposit
commercial, consumer and rea estate mortgage |oans (both commercial and residential)

debit cards

credit cards through an affiliated marketing agreement

corporate and personal trust services

safe deposit rental facilities

travelers checks, money orders and cashier’s checks

OO0 O0OO0O0Oo

Peoples dso offersafull range of life, health and property and casualty insurance products through Peoples Insurance
and provides custom-tailored fiduciary and wealth management services, including asset management, recordkeeping,
retirement services and estate management, through Peoples Financial Advisors (a division of Peoples Bank). Brokerage
services are offered exclusively through an unaffiliated registered broker-dealer located at Peoples Bank’s offices.

Since 1996, Peoples has undertaken a controlled and steady expansion strategy involving a combination of interna and
externa growth. This strategy has included the opening of de novo banking and loan production offices, acquisitions of
existing banking offices, both individually and as part of entire institutions, and acquisitions of two insurance agencies. As
aresult, Peoples has experienced growth in total assets and its capital position, as well as expansion of its customer base
and primary market area. This strategy has also provided opportunities for Peoples to integrate non-traditional products and
services, such asinsurance and investments, with the traditional banking products being offered to its clients.

Since 2003, Peoples has taken steps to improve operating efficiency by redirecting resources to offices and markets
with greater growth potential. These actions have included the consolidation of existing banking offices with acquired
offices that were in close proximity to each other and sale of selected banking offices. During 2008, Peoples completed the
sale of its Grayson, Kentucky banking office and its $13.4 million of deposits and $2.0 million of loans.



For the five-year period ended December 31, 2008, Peoples’ total assets and total stockholders' equity grew at
compound annual growth rates of 2.9% and 1.8%, respectively, while return on average assets and average stockholders’
equity averaged 0.94% and 9.30%, respectively, during thisfive-year period. Peoples also has a history of dividend
growth, with 2008 marking the 43" consecutive year of increased dividends and a five-year compound annual growth rate
of 7.1%.

Recent Cor por ate Developments

On November 12, 2008, Peoples received preliminary approval from the United States Department of the Treasury (the
“U.S. Treasury”) for acapita investment of $39 million through the voluntary TARP Capital Purchase Program established
by the U.S. Treasury under the Emergency Economic Stabilization Act of 2008. At the time of this preliminary approval,
Peoples was not authorized to issue preferred shares under its Amended Articles of Incorporation. Thisinvestment, which
represented 3% of Peoples' total risk-weighted assets, was the maximum that Peoples was allowed to receive under the
TARP Capital Purchase Program.

On January 22, 2009, Peoples’ sharehol ders adopted an amendment to Article FOURTH of Peoples’ Amended Articles
of Incorporation to authorize the issuance of up to 50,000 preferred shares. The preferred shares may be issued from time
to time by Peoples’ Board of Directorsin one or more series, with each series to consist of such number of shares and to
have such voting powers, designations, preferences, rights, qualifications, limitations and restrictions as determined by the
Board of Directors. On January 28, 2009, Peoples' Board of Directors adopted an amendment to Peoples’ Amended
Articles of Incorporation to create a series of preferred shares designated as Peoples’ Fixed Rate Cumulative Perpetua
Preferred Shares, Series A, each without par value and having aliquidation preference of $1,000 per share (the “ Series A
Preferred Shares’). These actions enabled Peoplesto obtain final approval for the $39 million capital investment through
the TARP Capita Purchase Program.

On January 30, 2009, Peoples issued and sold to the U.S. Treasury (i) 39,000 of Peoples’ Series A Preferred Shares,
and (ii) aten-year warrant (the “Warrant”) to purchase 313,505 Peoples common shares, each without par value (* Common
Shares’), at an exercise price of $18.66 per share (subject to certain anti-dilution and other adjustments), for an aggregate
purchase price of $39 million in cash. Thisissuance and sale was a private placement exempt from the registration
requirements of the Securities Act of 1933, as amended, pursuant to Section 4(2) thereof. Additional information regarding
the Series A Preferred Shares and the Warrant can befound in Note 11 of the Notes to the Consolidated Financial
Statements.

To finalize Peoples' participation in the TARP Capital Purchase Program, Peoples entered into certain agreements with
the U.S. Treasury. Additiona information regarding the TARP Capital Purchase Program and the restrictions imposed on
Peoples can be found under the “TARP Capita Purchase Program” heading in the “ Supervision and Regulation” section
included later in thisitem.

Primary Market Area and Customers

Peoples considers its primary market areato consist of the counties where it has a physical presence and neighboring
counties. This market area currently includes the counties of Athens, Belmont, Fairfield, Franklin, Gallia, Guernsey,
Meigs, Morgan, Noble and Washington in Ohio; Cabell, Mason, Wetzel and Wood in West Virginia; and Boyd, Carter and
Greenup in Kentucky,. This market area encompasses the Metropolitan Statistical Areas (“MSA”) of Parkersburg-
Marietta-Vienna, WV-OH and Huntington-Ashland, WV-KY-OH, and portions of the Columbus OH and Wheeling, WV -
OH MSAs. This primary market arealargely consists of rural or small urban areas with a diverse group of industries and
employers. Principal industriesin this areainclude heath care, education and other social services; plastics and
petrochemica manufacturing; oil, gas and coal production; and tourism and other service-related industries. Because of
this diversity, Peoplesis not dependent upon any single industry segment for its business opportunities.

Lending Activities

Peoples originates various types of loans, including commercial and commercial real estate loans, residential rea estate
loans, home equity lines of credit, real estate construction loans, and consumer loans. In prior years, Peoples also
originated and retained various credit card loans. 1n 2003, Peoples sold its existing credit card portfolio and entered into a
joint marketing alliance to serve the credit card needs of its customers and prospects, which reduces Peoples' risks since it
does not own the loans.

Peoples’ lending activities are focused principaly on lending opportunities within its primary market areas, athough
Peoples occasionally originates loans to creditworthy customers outside its primary markets. In general, Peoplesretains the



magjority of loansit originates, however, certain longer-term fixed-rate mortgage loan originations, primarily one-to-four
family residential mortgages, are sold into the secondary market.

Peoples’ loans consist of credits to borrowers spread over a broad range of industrial classifications. At December 31,
2008, Peoples had no concentration of loans to borrowers engaged in the same or similar industries that exceeded 10% of
total loans nor had any loans outstanding to non-U.S. entities.

Legal Lending Limit

Federa regulations impose alimit on the aggregate amount that financial institutions may lend to one borrower,
including certain related or affiliated borrowers. Thislegal lending limit is generally 15% of the ingtitution’ s total
capital, as defined by risk-based capital regulations, plus any allowance for loan losses not dready included in total
capital. At December 31, 2008, Peoples’ legal lending limit was approximately $24.5 million. During 2008, Peoples
did not extend credit to any one borrower in excess of itslegal lending limit.

Commercial Lending

Commercial, financial and agricultural loans (“commercial loans”), including loans secured by commercial red
estate, represent the largest portion of Peoples’ tota loan portfolio, comprising approximately 59.5% of total loans at
December 31, 2008. Commercia lending inherently involves a significant degree of risk of loss since commercial loan
relationships generally involve larger loan balances than other loan classes. Additionally, repayment of commercial
loans normally depends on adequate cash flows of a business, which can be negatively impacted by adverse changesin
the general economy or in a specific industry.

COMMERCIAL LENDING PRACTICES. Loan termsinclude amortization schedules commensurate with the purpose of each
loan, the source of repayment and the risk involved. The primary analytical technique used in determining
whether to grant a commercial loan isthe review of aschedule of cash flows to evaluate whether the borrower’s
anti cipated future cash flows will be adequate to service both interest and principa due. Additionaly, collatera is
reviewed to determine its value in relation to the loan.

The Peoples Bank Board of Directorsis required to approve loans secured by real estate in excess of $5
million, loans secured by all other assetsin excess of $3 million, unsecured loansin excess of $1 million and al
loans, regardless of amount, to borrowers whose aggregate debt to Peoples Bank, including the principa amount
of the proposed |oan, exceeds $7 million.

Peoples evaluates all commercia loan relationships whenever a new loan causes the aggregate debt to Peoples
to exceed $250,000. On an annual basis, Peoples evaluates all |oan rel ationships whose aggregate debt to Peoples
is greater than $500,000 for possible credit deterioration. This gives Peoples the opportunity to take effective and
prompt action designed to assure repayment of the loan or minimize Peoples’ risk of loss, including reviewing the
relaionship on a quarterly basis depending on the loan quality rating and aggregate debt outstanding. Upon
detection of the reduced ability of a borrower to meet cash flow obligations, the loan is reviewed for possible
downgrading or placement on nonaccrual status.

Real Estate L oans

While commercid loans comprise the largest portion of Peoples’ loan portfolio, generating residential real estate
loans remains a major focus of Peoples’ lending efforts, whether the loans are ultimately sold into the secondary
market or retained on Peoples’ Consolidated Balance Sheets. At December 31, 2008, portfolio real estate |loans
comprised 21.0% of total loans. Peoples aso had $0.8 million of real estate loans held for sale and was servicing
$181.4 million of loans, consisting primarily of one-to-four family residential mortgages, previously sold in the
secondary market.

Peoples originates both fixed-rate and adjustable-rate real estate loans. Typically, the longer-term fixed-rate real
estate loans are sold in the secondary market, with Peoples retaining servicing rights on those loans. In select cases,
Peoples may retain certain fixed-rate real estate loans or sell the loans without retaining the servicing rights.

REAL ESTATE LENDING PRACTICES. Peoples typically requires residential real estate |loan amounts to be no more than
80% of the purchase price or the appraised value of the real estate securing the loan, unless private mortgage
insurance is obtained by the borrower for the percentage exceeding 80%. In certain circumstances, Peoples may
lend up to 100% of the appraised value of the real estate, although such lending currently is limited to loans that
qualify under established rural housing programs. The risk conditions of these loans are considered during
underwriting for the purposes of establishing an interest rate commensurate with the risks inherent in mortgage
lending and remaining equity of the home, if any.




Real estate loans are typically secured by first mortgages with evidence of title in favor of Peoplesin the form
of an attorney’s opinion of thetitle or atitle insurance policy. Peoples aso requires proof of hazard insurance,
with Peoples hamed as the mortgagee and loss payee. Licensed appraisals arerequired for all real estate loans.

Home Equity L ines of Credit

Peoples originates home equity lines of credit that provide consumers with greater flexibility in financing personal
expenditures. At December 31, 2008, home equity lines of credit comprised 4.3% of Peoples’ total loans. Peoples
offers home equity lines of credit with afixed rate for the first five years which convertsto a variable interest rate for
the remaining five years. Peoples aso offers ahome equity line of credit with avariable rate for the entire term of the
loan.

HoME EQUITY LENDING PRACTICES. Home equity lines of credit are generally made as second mortgages by Peoples.
The maximum amount of a home equity line of credit is generally limited to 80% of the appraised value of the
property less the balance of the first mortgage. Peopleswill lend up to 90% of the appraised val ue of the property
at higher interest rates that are commensurate with the additional risk being assumed in these situations. The home
equity lines of credit are written with ten-year terms and are subject to review upon request for renewal.

Construction L oans

Peopl es originates various construction loans to provide temporary financing during the construction phase for
commercia and residentia properties. At December 31, 2008, construction |oans comprised 7.1% of Peoples’ loan
portfolio. Construction financing is generally considered to involve the highest risk since Peoples is dependent largely
upon the accuracy of the initial estimate of the property’s value at compl etion of construction and the estimated cost
(including interest) of construction. If the estimated construction cost proves to be inaccurate, Peoples may be required
to advance funds beyond the amount originally committed to enable completion of the project.

CONSTRUCTION LENDING PRACTICES. Peoples’ construction lending is focused primarily on single-family residentia or
owner-occupied commercial projects being constructed by established contractors. Peoples aso originates other
construction loans to select real estate devel opers and homebuilders for the purpose of constructing a variety of
commercia and residential projects, including office, retail or industrial complexes and land development. The
underwriting criteriafor construction loansis generaly the same as for non-construction loans.

To mitigate the risk of construction lending, Peoples requires periodic site inspections by the construction loan
manager, |oan officer, appraiser or architect to ensure appropriate completion of the project prior to any
disbursements. Construction loans are structured to provide sufficient time to compl ete construction, including
consideration for weather or other variables that influence compl etion time, although Peoples generaly requires
the term to be |ess than two years.

Consumer Lending
Peoples’ consumer lending activities primarily involve loans secured by automobiles, boats, recreationa vehicles
and other personal property. At December 31, 2008, consumer loans comprised 7.9% of Peoples’ 1oan portfolio.

CONSUMER LENDING PRACTICES. Consumer |oans generally involve morerisk as to collectability than real estate
mortgage | oans because of the type and nature of the collateral and, in certain instances, the absence of collateral.
As aresult, consumer-lending collections are dependent upon the borrower’ s continued financia stability, and are
at more risk from adverse changesin personal circumstances. In addition, application of various state and federal
laws, including bankruptcy and insolvency laws, could limit the amount that may be recovered under these loans.
Credit approval for consumer loans typically requires demonstration of sufficiency of income to repay principal
and interest due, stability of employment, credit history and sufficient collateral for secured loans. It isthe policy
of Peoplesto review its consumer loan portfolio monthly and to charge-off loans that do not meet its standards,
and to adhere strictly to all laws and regulations governing consumer lending. A qualified compliance officer is
responsible for monitoring regulatory compliance performance and for advising and updating loan personnel .

Peoples makes credit life insurance and accident and health insurance availableto al qualified borrowers, thus
reducing risk of loss when a borrower’ sincome is terminated or interrupted due to accident, disability or death.

Overdraft Privilege

Since 2001, Peoples has granted Overdraft Privilege to qualified customers. Overdraft Privilegeis aservice that
provides overdraft protection to retail deposit customers by establishing an Overdraft Privilege amount. After a 30-day
waiting period to verify deposit ability, each new checking account usually receives an Overdraft Privilege amount of
either $400 or $700, based on the type of account and other parameters. Once established, customers are permitted to
overdraw their checking account, up to their Overdraft Privilege limit, with each item being charged Peoples’ regular



overdraft fee. Customers repay the overdraft with their next deposit. Overdraft Privilege is designed to allow Peoples
tofill the void between traditional overdraft protection, such as aline of credit, and “check cashing stores”. While
Overdraft Privilege generates fee income, Peopl es maintains an allowance for losses from checking accounts with
overdrafts deemed uncollectible. This allowance, aong with the related provision and net charge-offs, isincluded in
Peoples’ alowance for loan losses.

Investment Activities

Investment securities comprise a significant portion of Peoples’ total assets. The majority of Peoples’ investment
activities are conducted through Peoples Bank, although Peoples and its non-banking subsidiaries engage in investment
activities from time-to-time. Investment activity by Peoples Bank is subject to certain regulatory guidelines and limitations
on the types of securities eligible for purchase. As aresult, the investment securities owned by Peoples Bank include
obligations of the U.S. Treasury, agencies and corporations of the U.S. government, including mortgage-backed securities,
bank eligible obligations of any state or palitical subdivision in the U.S. and bank eligible corporate obligations, including
private-label mortgage-backed securities. The investments owned by Peoples are comprised of common stocks issued by
various unrelated banking holding companies and tax-exempt municipal obligations. The investments owned by Peoples’
non-banking subsidiaries currently consist of tax credit funds and corporate obligations.

Peoples’ investment activities are governed internally by awritten, board-approved policy, which is administered by
Peoples’ Asset-Liability Management Committee (“ALCQ"). The primary purpose of Peoples’ investment portfoliois to:
(1) employ excess funds not needed for loan demand; (2) provide a source of liquid assets to accommodate unanticipated
deposit and loan fluctuations and overal liquidity needs; (3) provide eligible securities to secure public and trust funds; and
(4) earn the maximum overall return commensurate with the investment’ srisk and corporate needs. Investment strategies
to achieve these objectives are reviewed and approved by the ALCO. In its evaluation of investment strategies, the ALCO
considers various factors, including the interest rate environment, balance sheet mix, actual and anticipated loan demand,
funding opportunities and Peoples’ overall interest rate sensitivity. The ALCO a so has much broader responsibilities,
which are discussed in the “Interest Rate Sensitivity and Liquidity” section of “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” included in Item 7 of in this Form 10-K.

Funding Sources

Peoples’ primary sources of funds for lending and investing activities are interest-bearing and non-interest bearing
deposits. Cash flows from both the loan and investment portfolios, which include scheduled payments, as well as
prepayments, calls and maturities, also provide aréatively stable source of funds. Peoples also utilizes avariety of short-
term and long-term borrowings to fund asset growth and satisfy liquidity needs. Peoples’ funding sources are monitored
and managed through Peoples’ asset-liability management process, which is discussed further in the “Interest Rate
Sensitivity and Liquidity” section of “Management’s Discussion and Analysis of Results of Operations and Financia
Condition” included in Item 7 of this Form 10-K.

Thefollowing is abrief description of the various sources of funds utilized by Peoples:

Deposits

Peopl es obtains depoasits principally from individua s and businesses within its primary market area by offering a
broad selection of deposit productsto clients. Retail deposit account terms vary with respect to the minimum balance
required, the time the funds must remain on deposit and service charge schedules. Interest rates paid on specific
deposit types are determined based on (1) the interest rates offered by competitors, (2) the anticipated amount and
timing of funding needs, (3) the availability and cost of alternative sources of funding and (4) the anticipated future
economic conditions and interest rates. Retail deposits are attractive sources of funding because of their stability and
relative cost in addition to providing opportunities for Peoples to build long-term client relati onships through the cross-
selling of its other products and services.

Peoples occasionally obtains deposits from clients outside Peoples’ primary market area through deposit brokers,
generally in the form of certificates of deposit. These brokered deposits are used to augment Peoples’ retail deposits to
fund loans originated to customers located outside Peoples’ primary market area, as well as provide diversity in
funding sources. While brokered deposits normally carry a slightly higher interest cost than other wholesale funds,
they do not require Peoples to secure the funds with collateral, unlike most other borrowed funds.

Additional information regarding the amounts and composition of Peoples’ deposits can be found in the
“Deposits” section of “Management’s Discussion and Anadysis of Results of Operations and Financial Condition”
included in Item 7 of this Form 10-K and in Note 7 of the Notes to the Consolidated Financial Statements.



Borrowed Funds

Peoples obtains funds through a variety of short-term and long-term borrowings, which typicaly include advances
from the Federal Home Loan Bank of Cincinnati (“FHLB”), Federal Funds purchased, advances from the Federal
Reserve Discount Window and repurchase agreements. Occasionally, Peoples obtains funds from unrelated financial
institutions in the form of loans or revolving lines of credit. Short-term borrowings are used generally to manage
Peoples’ daily liquidity needs since they typically may be repaid, in whole or part, at any time without a penalty.
Long-term borrowings provide cost-effective options for funding asset growth and satisfying capital needs, due to the
variety of pricing and maturity options available.

Additional information regarding the amounts and composition of Peoples borrowed funds can be found in the
“Borrowed Funds” section of “Management’s Discussion and Analysis of Results of Operations and Financia
Condition” included in Item 7 of this Form 10-K and in Notes 8 and 9 of the Notes to the Consolidated Financial
Statements.

Peopl es has an established business trust subsidiary that was formed for the sole purpose of issuing preferred
securities and investing the proceeds in junior subordinated debt securities of Peoples. The trust preferred securities
qualify as Tier 1 capital for regulatory capital purposes, subject to certain quantitative limits and qualitative standards,
which makes them an attractive funding source for financia institutions. Additional information can be found in Note
10 of the Notes to the Consolidated Financial Statements.

Competition

Peopl es experiences intense competition within its primary market area due to the presence of several nationa,
regional and local financia institutions and other service providers, including finance companies, insurance agencies and
mutual funds. Competition within the financial service industry continues to increase as a result of mergers between, and
expansion of, financial service providers within and outside of Peoples primary market areas. In addition, the deregulation
of the financial servicesindustry (see the discussion of the Gramm-Leach-Bliley Act of 1999 in the section of thisitem
captioned “ Supervision and Regulation-Bank Holding Company Act”) has allowed securities firms and insurance
companies that have elected to become financial holding companies to acquire commercia banks and other financial
institutions, which can create additional competitive pressure.

Peoples primarily competes based on client service, convenience and responsiveness to customer needs, available
products, rates of interest on loans and deposits, and the availability and pricing of trust, brokerage and insurance services.
However, some competitors may have greater resources and, as such, higher lending limits than Peoples, which adversely
affects Peoples’ ability to compete. Peoples’ business strategy includes the use of a*“needs-based” sales and service
approach to serve customers and incentives intended to promote customers' continued use of multiple financia products
and services. In addition, Peoples continues to emphasize the integration of traditional commercia banking products with
non-traditional financial products, such asinsurance and investment products.

Peoples historically has focused on providing its full range of products and services in smaller metropolitan markets
rather than magor metropolitan areas. While management believes Peoples has developed alevel of expertisein serving the
financial service needs of smaller communities, Peoples’ primary market area has expanded into larger metropolitan areas,
like central Ohio. Theselarger areas typically contain entrenched service providers with an existing customer base much
larger than Peoples’ initia entry position. Asaresult, Peoples may be forced to compete more aggressively in order to
grow its market share in these areas, which could reduce current and future profit potentia from such markets.

Employees
At December 31, 2008, Peoples had 546 full-time equival ent employees.

Intellectual Property and Proprietary Rights

Peopl es has registered the service marks “Peoples Bank (with 1ogo)”, “Peoples Bancorp (with 10go)”, “Peoples
Financial Advisors (with logo)”, “Connect Card”, “Peoples Bank” and “peopl esbancorp.com” with the U.S. Patent and
Trademark Office. These service marks currently have expiration dates ranging from 2014 to 2017. Peoples may renew
the registrations of service marks with the U.S. Patent and Trademark Office generally for additional 10-year periods
indefinitely, provided it continues to use the service marks and files appropriate maintenance and renewal documentation
with the U.S. Patent and Trademark Office at times required by the federa trademark laws and regul ations.

Peoples has a proprietary interest in the Internet Domain name “pebo.com”. Internet Domain namesinthe U.S. and in
foreign countries are regulated, but the laws and regulations governing the Internet are continually evolving.



Supervision and Regulation

Peoples and its subsidiaries are subject to extensive supervision and regulation by federal and state agencies. The
following is summary of the regulatory agencies, statutes and related regul ations that have, or could have, a significant
impact on Peoples’ business. This discussion is qualified inits entirety by reference to such regulations and statutes.

Financial Holding Company

Peoplesis alegal entity separate and distinct from its subsidiaries and affiliated companies. Asafinancial holding
company, Peoplesis subject to regulation under the Bank Holding Company Act of 1956, as amended (the “BHC
Act”), and to inspection, examination and supervision by the Board of Governors of the Federal Reserve System (the
“Federal Reserve Board”).

The Federa Reserve Board aso has extensive enforcement authority over financia holding companies. In
general, the Federal Reserve Board may initiate enforcement actions for violations of laws and regulations and unsafe
or unsound practices. Peoplesis also required to file reports and other information with the Federal Reserve Board
regarding its business operations and those of its subsidiaries.

Subsidiary Bank
Peoples Bank is subject to regulation and examination primarily by the Office of the Comptroller of the Currency
(*OCC") and secondarily by the Federa Reserve Board and the Federal Deposit Insurance Corporation (“FDIC”).

Peoples Bank is subject to certain restrictions imposed by the Federal Reserve Act and Federal Reserve Board
regulations regarding such matters as the maintenance of reserves against deposits, extensions of credit to the financial
holding company or any of its subsidiaries, investments in the stock or other securities of the financia holding
company or its subsidiaries and the taking of such stock or securities as collateral for |loans to any borrower.

Non-Banking Subsidiaries

Peoples’ non-banking subsidiaries are also subject to regulation by the Federal Reserve Board and other applicable
federa and state agencies. Peoples Insurance, as alicensed insurance agency, is subject to regulation by the Ohio
Department of Insurance and the state insurance regul atory agencies of those states where it may conduct business.

Other Regulatory Agencies
SECURITIES AND EXCHANGE CoMMISSION (“SEC”) AND NASDAQ. Peoples is aso under the jurisdiction of the
SEC and certain state securities commissions for matters relating to the offering and sal e of its securities.
Peoples is subject to disclosure and regulatory requirements of the Securities Act of 1933, as amended, and
the Securities Exchange Act of 1934, as amended (the “Exchange Act”), as administered by the SEC.
Peoples’ Common Shares are listed on The NASDAQ Stock Market LLC (“NASDAQ") under the symbol
“PEBO” and is subject to the rules for NASDAQ listed companies.

FEDERAL HOME L OAN BANK. Peoples Bank is amember of the FHLB, which provides credit to its membersin the
form of advances. Asamember of the FHLB, Peoples must maintain an investment in the capital stock of the
FHLB in a specified amount. Upon the origination or renewal of an advance, the FHLB isrequired by law to
obtain and maintain a security interest in certain types of collateral. The FHLB is required to establish
standards of community investment or service that its members must maintain for continued access to long-
term advances from the FHLB. The standards take into account a member’s performance under the
Community Reinvestment Act and its record of lending to first-time homebuyers.

THE FEDERAL DEPOSIT INSURANCE CORPORATION (“FDIC”)/DEPOSITORY INSURANCE. The FDIC isan
independent federal agency which insures the deposits, up to prescribed statutory limits, of federally-insured
banks and savings associations and safeguards the saf ety and soundness of the financia institution industry.
Peoples Bank’ s deposits are insured up to applicable limits by Deposit Insurance Fund of the FDIC and
subject to deposit insurance assessments to maintain the Deposit Insurance Fund.

The FDIC utilizes arisk-based assessment system that i mposes insurance premiums based upon afour-
tier risk matrix based upon abank’s capital level and supervisory, or CAMELS, rating. Currently, most
banks, including Peoples Bank, are in the best risk category and pay deposit assessments ranging from 12 to
14 cents per $100 of assessable deposits. On February 27, 2009, the FDIC adopted afina rule that changes
the way its assessment system differentiates risk and changes assessment rates beginning April 1, 2009. For
banksin the best risk category, the initia base rates will range from 12 to 16 cents per $100 of assessable
deposits on an annual basis effective April 1, 2009. The FDIC also adopted an interim rule imposing an
emergency specia assessment of 20 cents per $100 of assessable deposits on all insured institutions on June
30, 2009, which will be collected on September 30, 2009. The interim rule also permits the FDIC to impose



an emergency specia assessment after June 30, 2009, of up to 10 cents per $100 of assessable deposits if
necessary to maintain public confidence in federal deposit insurance. Theinterim ruleis subject to a 30-day
comment period. The FDIC may take further actionsin the future that result in higher assessment rates that
could have amaterial adverse effect on earnings.

The FDIC may terminate insurance coverage upon afinding that the insured institution has engaged in
unsafe or unsound practices, isin an unsafe or unsound condition to continue operations, or has violated any
applicable law, regulation, rule, order or condition enacted or imposed by the institution’ s regulatory agency.

U.S. TREASURY AND SPECIAL INSPECTOR GENERAL. As aresult of Peoples’ participation in the TARP Capitd
Purchase Program, Peoplesis a so subject to the regul atory authority granted to the U.S. Treasury and the
Special Inspector General for the Troubled Assets Relief Program under EESA and ARRA, as discussed
below under the caption “TARP Capital Purchase Program”.

Bank Holding Company Act

In genera, the BHC Act limits the business of bank holding companies to banking, managing or controlling banks
and other activities that the Federal Reserve Board has determined to be so closely related to banking as to be a proper
incident thereto. Asaresult of the Gramm-Leach-Bliley Act of 1999 — a so known as the Financial Services
Modernization Act of 1999 — (“GLB Act”), which amended the BHC Act, bank holding companies that are financial
holding companies may engage in any activity, or acquire and retain the shares of a company engaged in any activity
that is either (1) financia in nature or incidenta to such financial activity (as determined by the Federal Reserve Board
in consultation with the OCC) or (2) complementary to afinancia activity, and that does not pose a substantial risk to
the safety and soundness of depository institutions or the financia system generally (as solely determined by the
Federal Reserve Board). Activitiesthat are financial in nature include securities underwriting and dealing, insurance
underwriting and making merchant banking investments. In 2002, Peoples elected, and received approval from the
Federal Reserve Board, to become afinancial holding company.

In order for afinancia holding company to commence any new activity permitted by the BHC Act, or to acquire a
company engaged in any new activity permitted by the BHC Act, each insured depository institution subsidiary of the
financial holding company must have received arating of at least “satisfactory” in its most recent examination under
the Community Reinvestment Act. See the section captioned “ Community Reinvestment Act” included later in this
item. In addition, financial holding companies like Peoples are also permitted to acquire companies engaged in
activities that are financial in nature and in activities that are incidental and complementary to financia activities
without prior Federal Reserve Board approval.

The BHC Act and other federal and state statutes regulate acquisitions of commercial banks. The BHC Act
requires the prior approval of the Federal Reserve Board for the direct or indirect acquisition of more than 5% of the
voting shares of acommercia bank or its parent holding company. Under the Federa Bank Merger Act, the prior
approval of the OCC is required for anational bank to merge with another bank or purchase the assets or assume the
deposits of another bank. In reviewing applications seeking approva of merger and acquisition transactions, the bank
regulatory authorities will consider, among other things, the competitive effect and public benefits of the transactions,
the capita position of the combined organization, the applicant’s performance record under the Community
Reinvestment Act (see the section captioned “Community Reinvestment Act” included later in thisitem) and fair
housing laws and the effectiveness of the subject organizations in combating money laundering activities.

Capital Adequacy and Prompt Corrective Action

The Federa Deposit I nsurance Corporation Improvement Act of 1991 (“FDICIA™), among other things, identifies
five capital categoriesfor insured depository institutions and requires the respective federa regulatory agencies to
implement systems for “prompt corrective action” for insured depository institutions that do not meet minimum capital
requirements within such categories. The federa regulatory agencies, including the Federal Reserve Board and the
OCC, have adopted substantially similar regulatory capital guidelines and regul ations consistent with the requirements
of FDICIA, as well as established a system of prompt corrective action to resolve certain of the problems of
undercapitalized institutions. This system is based on five capital level categories for insured depository institutions:
“well capitalized”, “adequately capitalized”, “ under capitalized”, “significantly under capitalized” and “critically under
capitalized”.

Both Peoples and Peoples Bank are subject to risk-based capital requirements and guidelinesimposed by their
respective primary regulatory agencies. These capita guidelines and regulations are based on the 1998 capital accord
of the Basel Committee on Banking Supervision (the “Basel Committee”) and divide the capital of Peoples and
Peoples Bank into two tiers:
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e “Tier 1 capital” consists of (1) common shareholders’ equity; (2) qualifying perpetua preferred stock and
trust preferred securities (up to 25% of total Tier 1 capital); and (3) minority interests in equity accounts of
consolidated subsidiaries, less goodwill and certain other deductions including intangible assets and net
unrealized gains and losses on available-for-sale securities.

e “Tier 2 capital” consists primarily of allowance for |oan losses and net unrealized gains on certain available-
for-sale equity securities, subject to limitations established by the guidelines, as well as any qualifying
perpetua preferred stock and trust preferred securities amounts excluded from Tier 1 capital. Tier 2 capita
may also include, among other things, certain amounts of hybrid capital instruments, mandatory convertible
debt and subordinated debt.

In addition, each asset on Peoples and Peoples Bank’ s balance sheets, aswell as credit equivalent amounts of
certain derivatives and off-balance sheet items, are assigned to one of several broad risk weight categories: 0%, 20%,
50%, 100% and in some cases 200%, resulting in a calculation of “total risk-weighted assets”.

Peoples and Peoples Bank are required to maintain sufficient capital to meet both a risk-based asset ratio test and
leverage ratio test. From time to time, the regulatory agencies may require Peoples and Peoples Bank to maintain
capital above these minimum levels should certain conditions exist, such as deterioration of their financia condition or
growth in assets, either actual or expected. Additional information regarding Peoples and Peoples Bank' s risk-based
capital requirements and ratios can be found in Note 16 of the Notes to the Consolidated Financia Statements.

In 2004, the Basel Committee published anew capital accord to replace its 1988 capital accord (“Basdl 11”). Basdl
Il provides two approaches for setting capital standards for credit risk, sets capital requirements for operational risk and
refines the existing capital requirements for market risk exposures. In November 2007, the U.S. federa regul atory
agencies adopted a definitive final rule for implementing Basel 11 in the United States that was effective April 1, 2008.
Thefind rule applies only to internationally active banking organizations and organi zations with consolidated total
assets of at least $250 hillion or consolidated on-balance sheet foreign exposures of at least $10 billion. Other U.S.
banking organizations may elect to adopt the requirements of this rule provided they met certain requirements. The
fina rule also permits an ingtitution’s primary federal regulator to waive application of thefinal ruleif that regulator
determines applying the rule would not be appropriate given the institution’s asset size, level of complexity, risk profile
or scope of operations. Currently, Peoples and Peoples Bank are not required to comply with Basel 11.

Community Reinvestment Act

The Community Reinvestment Act of 1977 (“CRA”) requires depository institutions to assist in meeting the credit
needs of their market areas consistent with safe and sound banking practice. Under the CRA, each depository
institution is required to help meet the credit needs of its market areas by, among other things, providing credit to low
and moderate-income individuals and communities. Depository ingtitutions are periodically examined for compliance
with the CRA and are assigned ratings. As of December 31, 2008, the most recent performance eval uation by the OCC
resulted in an overall rating of “Outstanding”.

TARP Capital Purchase Program

On October 3, 2008, President Bush signed into law the Emergency Economic Stabilization Act of 2008 (the
“EESA") enacted by the U.S. Congress, which appropriated $700 billion for the purpose of restoring liquidity and
stability in the U.S. financial system. On October 14, 2008, the U.S. Treasury established the TARP Capital Purchase
Program under the authority granted by the EESA. Under the TARP Capital Purchase Program, the U.S. Treasury
made $250 billion of capital availableto U.S. financid ingtitutions in the form of senior preferred stock investments.
In connection with the purchase of preferred stock, the U.S. Treasury will receive awarrant entitling the U.S. Treasury
to buy the participating institution’s common stock with a market price equa to 15% of the preferred stock.

In connection with the EESA, there have been numerous actions by the Federal Reserve Board, the U.S. Congress,
the U.S. Treasury, the FDIC, the SEC and othersto further the economic and banking industry stabilization efforts
under the EESA. It remains unclear at this time what further legid ative and regul atory measures will be implemented
under the EESA that affect Peoples.

Asdiscussed in more detail above under the caption “ Recent Corporate Developments,” Peoples elected to
participate in the TARP Capital Purchase Program and received $39 million of new equity capital from the U.S.
Treasury on January 30, 2009. As part of its participation in the TARP Capital Purchase Program, Peoples agreed to
various requirements and restrictions imposed on all participantsin the TARP Capital Purchase Program. Among the
terms of participation was a provision that the U. S. Treasury could change the terms of participation at any time.
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On February 17, 2009, President Obama signed into law the American Recovery and Reinvestment Act of 2009
(the “ARRA™) enacted by the U.S. Congress. The ARRA, among other things, imposed certain new executive
compensation and corporate expenditure limits on al current and future recipients of funds under the TARP Capital
Purchase Program, including Peoples, aslong as any obligation arising from the financial assistance provided to the
recipient under the TARP Capita Purchase Program remains outstanding, excluding any period during which the U.S.
Treasury holds only warrants to purchase common stock of a TARP participation (the “ Covered Period”).

The current terms of participation in the TARP Capital Purchase Program include the foll owing:

o  Peoples must file with the SEC aregistration statement under the Securities Act of 1933 registering for resale
the Series A Preferred Shares and the Warrant;

o aslong asthe Series A Preferred Shares remain outstanding, unless al accrued and unpaid dividends for all
past dividend periods on the Series A Preferred Shares are fully paid, Peoples will not be permitted to declare
or pay dividends on any Common Shares, any junior preferred shares or, generally, any preferred shares
ranking pari passu with the Series A Preferred Shares (other than in the case of pari passu preferred shares,
dividends on a pro rata basis with the Series A Preferred Shares), nor will Peoples be permitted to repurchase
or redeem any Common Shares or preferred shares other than the Series A Preferred Shares;

e until the Series A Preferred Shares have been transferred or redeemed in whole, until January 20, 2012, the
U.S. Treasury's approval is required for any increase in Common Share dividends or any share repurchases
other than repurchases of the Series A Preferred Shares, repurchases of junior preferred shares, or repurchases
of Common Shares in connection with the administration of any employee benefit plan in the ordinary course
of business and consistent with past practice;

e  Peoples must comply with the U. S. Treasury's standards for executive compensation and corporate
governance whilethe U. S. Treasury holds the securities issued by Peoples. Such standards apply to Peoples’
Senior Executive Officers (as defined in the ARRA) as well as other employees. The current standards
include the following:

— incentive compensation for Senior Executive Officers must not encourage unnecessary and excessive
risks that threaten the value of the financial institution;

— any bonus or incentive compensation paid (or under alegally binding obligation to pay) to a Senior
Executive Officer or any of Peoples' next 20 most highly-compensated employees based on statements of
earnings, gains or other criteriathat are later proven to be materially inaccurate must be subject to
recovery, or “clawback”, by Peoples;

— Peoplesis prohibited from paying or accruing any bonus, retention award or incentive compensation with
respect to its five most highly-compensated employees or such higher number as the Secretary of the U.S.
Treasury may determineisin the public interest, except for grants of restricted stock that do not fully vest
during the Covered Period and do not have a value which exceeds one-third of an employee’ stotal annual
compensation;

—  severance paymentsto a Senior Executive Officer and the five next most highly-compensated employees,
generaly referred to as "golden parachute”’ payments, are prohibited , except for payments for services
performed or benefits accrued;

— compensation plans that encourage manipulation of reported earnings are prohibited;

— the U.S. Treasury may retroactively review bonuses, retention awards and other compensation previously
paid to a Senior Executive Officer or any of Peoples 20 next most highly-compensated employees that
the U.S. Treasury finds to be inconsistent with the purposes of TARP or otherwise contrary to the public
interest;

—  Peoples’ Board of Directors must establish a company-wide policy regarding excessive or luxury
expenditures;

—  Peoples’ proxy statements for annual shareholder meetings must permit a nonbinding “say on pay”
shareholder vote on the compensation of executives;

—  executive compensation in excess of $500,000 for each Senior Executive Officer must not be deducted
for federal income tax purposes; and
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— compliance with the executive compensation reporting and recordkeeping requirements established by the
U.S. Treasury.

The ARRA permits such recipients, subject to consultation with the appropriate federal banking agency, to repay
to the U.S. Treasury any financial assistance received under the TARP Capital Purchase Program without penalty,
delay or the need to raise additional replacement capital. The U.S. Treasury isto promulgate regulations to implement
the procedures under which a TARP participant may repay any assistance received. As of the date of this Form 10-K,
the U.S. Treasury had not yet issued such regulations.

Detailed information regarding the Series A Preferred Shares and the Warrant can be found in Note 11 of the
Notes to the Consolidated Financia Statements.

Dividend Restrictions

Current federal banking regulations impose restrictions on Peoples Bank’ s ability to pay dividends to Peoples.
These restrictions include alimit on the amount of dividends that may be paid in a given year without prior approval of
the OCC and a prohibition on paying dividends that would cause Peoples Bank’ s total capital to be less than the
required minimum levels under the risk-based capital requirements imposed by the OCC. Peoples Bank’ s regulators
may prohibit the payment of dividends at any time if the regulators determine the dividends represent unsafe and/or
unsound banking practices or reduce Peoples Banks' total capital below adequate levels. For further discussion
regarding regulatory restrictions on dividends, see Note 16 of the Notes to the Consolidated Financial Statements.

Peoples’ ability to pay dividends to its shareholders may also be restricted. Under current Federal Reserve Board
policy, Peoplesis expected to act as asource of financia strength to, and commit resources to support, Peoples Bank.
Under this policy, the Federal Reserve Board may require Peoples to contribute additional capital to Peoples Bank,
which could restrict the amount of cash availablefor dividends. In addition, Peoples has entered into certain
agreements that place restrictions on dividends. Specifically, Peoples will be prohibited from paying dividends on its
Common Sharesif it suspends interest payments related to the trust preferred securitiesissued by its trust subsidiary.
Additional information regarding Peoples’ trust subsidiary can be found in Note 10 of the Notes to the Consolidated
Financial Statements. The dividend rights of holders of Peoples Common Shares are also quaified and subject to the
dividend rights of holders of Series A Preferred Shares described above under the caption “ Supervision and Regul ation
— TARP Capital Purchase Program”.

Even when the legal ability exists, Peoples or Peoples Bank may decide to limit the payment of dividends in order
to retain earnings for corporate use.

Customer Privacy and Other Consumer Protections

Peoplesis subject to regulations limiting the ability of financia institutions to disclose non-public information
about consumers to nonaffiliated third parties. These limitations require disclosure of privacy policiesto consumers
and, in some circumstances, alow consumersto prevent disclosure of certain personal information to a nonaffiliated
party. Peoplesisaso subject to numerous federal and state laws aimed at protecting consumers, including the Home
Mortgage Disclosure Act, the Real Estate Settlement Procedures Act, the Equal Credit Opportunity Act, the Truthin
Lending Act, the Bank Secrecy Act, the Community Reinvestment Act and the Fair Credit Reporting Act.

USA Patriot Act

The Uniting and Strengthening of Americaby Providing Appropriate Tools Required to Intercept and Obstruct
Terrorism Act of 2001 (the “USA Patriot Act”) and related regulations, among other things, require financial
institutions to establish programs specifying procedures for obtaining identifying i nformation from customers and
establishing enhanced due diligence policies, procedures and controls designed to detect and report suspicious activity.
Peoples Bank has established policies and procedures that Peoples believes comply with the requirements of the USA
Patriot Act.

Monetary Policy

The Federa Reserve Board regul ates money and credit conditions and interest rates in order to influence general
economic conditions primarily through open market operationsin U.S. government securities, changesin the discount
rate on bank borrowings, and changes in the reserve requirements against depository institutions' deposits. These
policies and regulations significantly affect the overall growth and distribution of loans, investments and deposits, as
well asinterest rates charged on loans and paid on deposits.

The monetary policies of the Federal Reserve Board have had a significant effect on the operating results of
financial ingtitutionsin the past and are expected to continue to have significant effects in the future. In view of the
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changing conditions in the economy, the money markets and the activities of monetary and fiscal authorities, Peoples
can make no definitive predictions as to future changes in interest rates, credit availability or deposit levels.

Cor porate Gover nance

In 2003, Peoples’ Board of Directors and management instituted a series of actions to enhance Peoples aready strong
corporate governance practices and to comply with the requirements imposed by the Sarbanes-Oxley Act of 2002. These
actionsincluded the adoption of aformal Code of Ethics, arevision of the charter of the Audit Committee and the
formation of two new committees. a Disclosure Committee for Financial Reporting and a Governance and Nominating
Committee. Additionally, Peoples Bank has maintained a conflict of interest policy applicableto its directors, officers and
employees for over 30 years. The current charters of the Audit Committee, the Governance and Nominating Committee
and the Compensation Committee can be found on Peoples’ website on the “ Corporate Governance & Ethics” page.

Code of Ethics

Peoples’ Code of Ethicsisapplicableto all directors, officers and employees of Peoples and its affiliates. The
Board of Directors adopted Peoples’ Code of Ethicsto demonstrate to the public and Peoples’ shareholdersthe
importance the Board and management place on ethical conduct and to formally establish Peoples’ expectations for the
conduct of ethical business practices. Peoples’ Code of Ethicsis available, free of charge, to the public on Peoples’
website on the “ Corporate Governance & Ethics” page. Please also see Item 10 of this Form 10-K.

Disclosure Committee for Financial Reporting

The Disclosure Committee for Financia Reporting (the “Disclosure Committee”) consists of key members of
executive management and senior professiona support staff from legal, risk management and accounting areas and is
designed to capture information from al components of Peoples’ business.

Peopl es established the Disclosure Committee to formalize its process of establishing and monitoring disclosure
controls and procedures and communicating the results of such controls and procedures. As such, the Disclosure
Committee is expected to provide a process on which the Chief Executive Officer and Chief Financia Officer canrely
in providing the certifications required under Section 302 of the Sarbanes-Oxley Act of 2002. Thus, the primary
responsibility of the Disclosure Committee isto review and approve (1) all reports and other documentsfile with the
SEC and (2) dl press releases or other public communications containing financia information.

Governance and Nominating Committee

The purpose of the Governance and Nominating Committee isto identify qualified candidates for el ection,
nomination or appointment to Peoples’ Board of Directors and recommend to the full Board a dlate of director
nominees for each annual meeting of the shareholders of Peoples or as vacancies occur. In addition, the Governance
and Nominating Committee oversees matters of corporate governance, including the evaluation of Board performance
and processes, and makes recommendations to the Board and the Chairman of the Board regarding assignment and
rotation of members and chairs of committees of the Board. The goal of the Governance and Nominating Committeeis
to ensure that the composition, practices and operation of the Board contribute to value creation and to the effective
representation of Peoples’ shareholders.

Website Accessto Peoples’ SEC Filings

Peoples maintains an Internet website at www. peopl esbancorp.com (this uniform resource locator, or URL, isan
inactive textua reference only and is not intended to incorporate Peoples’ Internet website into this Form 10-K). Peoples
makes available free of charge on or through its website, its annua reports on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the
Exchange, as soon as reasonably practicable after Peoples e ectronically files each such report or amendment with, or
furnishesit to, the SEC.

ITEM 1A. RISK FACTORS

The following are certain risks that management believes are specific to Peoples’ business. This should not be viewed as
an all-inclusive list of risks or presenting the risk factors listed in any particular order.

e Changesin Interest Rates May Adversely Affect Peoples’ Profitability.
Peoples’ earnings are dependent to a significant degree on net interest income, which is the amount by which interest
income exceeds interest expense. Interest rates are highly sensitive to many factors that are beyond Peoples’ control,
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including general economic conditions and policies of various governmental and regulatory agencies and, in particular,
the Federal Reserve Board. Changes in monetary policy, including changesin interest rates, could influence not only
the interest Peopl es receives on loans and securities and the amount of interest it pays on deposits and borrowings, but
such changes could also affect (i) Peoples’ ability to originate |oans and obtain deposits, (ii) the fair value of Peoples’
financial assets and liabilities, and (iii) the average duration of Peoples’ mortgage-backed securities portfolio. If the
interest rates paid on deposits and other borrowings increase at afaster rate than the interest rates received on loans and
other investments, Peoples’ net interest income, and therefore earnings, could be adversely affected. Earnings could
also be adversely affected if the interest rates received on loans and other investments fall more quickly than the
interest rates paid on deposits and other borrowings.

Management uses various measures to monitor interest rate risk and believes it has implemented effective asset and
liability management strategies to reduce the potentia effects of changesin interest rates on Peoples’ results of
operations. Management also periodically adjusts the mix of assets and liabilities to manage interest rate risk.
However, any substantial, unexpected, prolonged change in market interest rates could have amateria adverse effect
on Peoples’ financial condition and results of operations. See the sections captioned “Interest Income and Expense”
and “Interest Rate Sensitivity and Liquidity” in Item 7 of this Form 10-K for further discussion related to Peoples’
interest rate risk.

Peoples’ Exposureto Credit Risk Could Adversely Affect Peoples’ Earnings and Financial Condition.

There are certain risks inherent in making loans. These risksinclude interest rate changes over the time period in
which loans may be repaid, risks resulting from changes in the economy, risks inherent in dealing with borrowers and,
in the case of loans secured by collaterd, risks resulting from uncertainties about the future value of the collateral.

Commercia and commercial real estate |oans comprise asignificant portion of Peoples’ loan portfolio. Commercial
loans generaly are viewed as having a higher credit risk than residential rea estate or consumer |oans because they
usualy involve larger loan balances to a single borrower and are more susceptible to arisk of default during an
economic downturn. Since Peoples’ loan portfolio contains a significant number of commercia and commercial real
estate loans, the deterioration of one or afew of these loans could cause a significant increase in nonperforming loans,
and ultimately could have amaterial adverse effect on Peoples’ earnings and financial condition.

Peoples’ Allowance For Loan Losses May Be | nsufficient.

Peoples maintains an allowance for |oan losses to provide for probable loan | osses based on management’s quarterly
analysis of the loan portfolio. There can be no assurance on the timing or amount of actual loan | osses or that charge-
offsin future periods will not exceed the alowance for loan losses. |n addition, federal and state regulators
periodically review Peoples’ alowance for loan losses as part of their examination process and may require
management to increase the allowance or recognize further loan charge-offs based on judgments different than those of
management. Any increase in the provision for loan losses would decrease Peoples’ pretax and net income.

Adverse Conditionsin the Real Estate Markets and General Economy May Adversely | mpact Peoples’ Results
of Operations.

During 2008, general economic conditions throughout the United States deteriorated and unemployment increased, as
business activity across awide range of industries and regions reduced significantly from alack of consumer spending
and lack of liquidity in the credit markets. In addition, the values of nearly all asset classes, including commercia real
estate, decreased significantly, which has led to many |oans becoming under-collateralized. These conditions have
caused many financia ingtitutions, including Peoples, to increase their alowance for loan losses, thereby reducing
earnings. The conditions have also led to the failure or merger of a number of prominent financia institutions. The
increased level of financial institution failures, or near failures, has resulted in higher default rates on securities,
including bank-issued trust preferred securities, and contracts entered into with such entities as counterparties, which
placed additional stress on the market and reduced investor confidence. Consequently, the cost and availability of
liquidity have been adversdly affected, despite significant actions by the Federal Reserve Board and the Federa
government. In addition, Peoples could recognize additional impairment losses on its investment in trust preferred
securities should default rates increase due to adverse conditions within the financia services industry.

Peoples’ success depends primarily on the general economic conditions in the specific local marketsin which it
operates. Thelocal economies of Peoples’ market area historically have been less robust than the economy of the
nation as awhol e and typically are not subject to the same fluctuations as the national economy. Adverse economic
conditionsin Peoples’ market area, including the loss of certain significant employers, could reduce Peoples’ growth
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rate, affect borrowers’ ability to repay their loans and generally affect Peoples’ financial condition and results of
operations. Furthermore, continued declines in real estate vaues could cause additional loans to become under-
collateralized and require further increases to the allowance for loan | osses.

Adverse Changesin the Financial Markets May Adversely Impact Peoples’ Results of Operations.

Over the last several months, the global financial markets have been characterized by substantially increased volatility
and short-selling and an overall loss of investor confidence, initially in financia institutions, but more recently in
companiesin anumber of other industries and in the broader markets. Peoples generally investsin obligations of the
U.S. Treasury, agencies and corporations of the U.S. government, including mortgage-backed securities, bank eligible
obligations of any state or political subdivisionin the U.S., and bank €ligible corporate obligations, including private-
|abel mortgage-backed securities. While most of these investments may have limited credit risk, al are subject to
changes in market value due to changing interest rates and implied credit spreads. Additionally, certain investment
securities held by Peoples represent beneficial interests in structured investments, which are collateraized by
residential mortgages, debt obligations and other similar asset-backed assets. These structured investments are
generally rated investment grade by credit rating agencies at the time of Peoples’ initia investment, although the credit
ratings are subject to change due to deterioration in the credit quality of the underlying collateral. 1n recent months,
these types of structured investments have been subject to significant market volatility due to the uncertainty of the
credit ratings, deterioration in credit losses occurring within certain types of residential mortgages, changesin
prepayments of the underlying collateral and the lack of transparency related to the investment structures and the
collateral underlying the structured investment vehicles, which resulted in Peopl es recognizing impairment charges on
certain investment securities during 2007 and 2008. Given recent market conditions and changing economic factors,
Peoples may be required to recognize additional impairment charges on securities held initsinvestment portfolio in the
future.

Changesin Accounting Standards, Palicies, Estimates or Procedures May | mpact Peoples’ Reported Financial
Condition or Results of Operations.

The accounting standard setters, including the Financial Accounting Standards Board, the SEC and other regul atory
bodies, periodically change the financial accounting and reporting standards that govern the preparation of Peoples’
Consolidated Financia Statements. These changes can be difficult to predict and can materially impact how Peoples
records and reports its financial condition and results of operations. In some cases, Peoples could be required to apply a
new or revised standard retroactively, resulting in the restatement of prior period financial statements. In addition, the
preparation of consolidated financia statementsin conformity with accounting principles generally accepted in the
United States of Americarequires management to make significant estimates that affect the financial statements. Due
to the inherent nature of these estimates, no assurance can be given that Peoples will not be required to recognize
significant, unexpected losses due to actual results varying materially from management’s estimates. Additional
information regarding Peoples’ critical accounting policies and the sensitivity of estimates can be found in the section
captioned “Critical Accounting Policies” in Item 7 of this Form 10-K.

Peoples May Be Named as a Defendant From Timeto Timein a Variety of Litigation And Other Actions,
Which Could Have a M aterial Adverse Effect on Peoples’ Financial Condition And Results of Oper ations.
Peoples or one of its subsidiaries may be named as a defendant from time to timein avariety of litigation arising in the
ordinary course of their respective businesses. Such litigation is normally covered by errors and omissions or other
appropriate insurance. However, significant litigation could cause Peoples to devote substantial time and resources to
defending its business or result in judgments or settlements that exceed insurance coverage, which could have a
material adverse effect on Peoples’ financia condition and results of operation. Further, any claims asserted against
Peoples, regardless of merit or eventual outcome may harm Peoples’ reputation and result in loss of business. In
addition, Peoples may not be able to obtain new or different insurance coverages or adequate replacement policies with
acceptable terms.

TheFinancial Services|ndustry IsVery Competitive.

Peopl es experiences significant competition in originating loans, principally from other commercia banks, savings
associations and credit unions. Several of Peoples’ competitors have greater resources, larger branch systems and a
wider array of banking services. This competition could reduce Peoples’ net income by decreasing the number and
size of loansthat it originates and the interest rates it may charge on these loans. For a more compl ete discussion of
Peoples’ competitive environment, see “ Competition” in Item 1 of this Form 10-K. If Peoplesis unableto compete
effectively, Peoples will lose market share and income from deposits, loans and other products may be reduced.
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o Peoples’ Ability to Pay Dividends Is Limited.
Peoplesis a separate and distinct legal entity from its subsidiaries. Peoples receives nearly al of its revenue from
dividends from Peoples Bank, which are limited by federal banking laws and regulations. These dividends aso serve
asthe primary source of funds to pay dividends on Peoples’ Common Shares and interest and principal on Peoples’
debt. Theinability of Peoples Bank to pay sufficient dividends to Peoples could have a materia, adverse effect on
Peoples’ business. In addition, Peoples’ participation in the U.S. Treasury’s TARP Capita Purchase Program currently
restricts the ability to increase the dividend payable to holders of Common Shares without prior approval of the U.S.
Treasury. Further discussion of Peoples’ ability to pay dividends can be found under the captions “ Supervision and
Regulation-TARP Capital Purchase Program” and “ Supervision and Regul ation-Dividend Restrictions” in Item 1 of
this Form 10-K and Note 16 of the Notes to the Consolidated Financial Statements.

e Government Regulation Significantly Affects Peoples’ Business.
The banking industry is heavily regulated under both federal and state law. Peoplesis subject to regulation and
supervision by the Federal Reserve Board, and Peoples Bank is subject to regulation and supervision by the OCC, and
secondarily the FDIC. These regulations are primarily intended to protect depositors and the federal deposit insurance
funds, not Peoples’ shareholders. Peoples’ non-bank subsidiaries are also subject to the supervision of the Federal
Reserve Board, in addition to other regulatory and self-regulatory agencies including the SEC and state securities and
insurance regulators. Regulations affecting banks and financial services businesses are undergoing continuous change,
and management cannot predict the effect of those changes. Regulations and laws may be modified at any time, and
new legislation may be enacted that affects Peoples and its subsidiaries. Any modifications or new laws could
adversely affect Peoples’ business. Further information about government regul ation of Peoples’ business can be
found under the caption “ Supervision and Regulation” in Item 1 of this Form 10-K.

Asaparticipant in the TARP Capital Purchase Program, Peoples agreed to various regquirements and restrictions
imposed by the U.S. Treasury on al participants, which included a provision that the U. S. Treasury could change the
terms of participation a any time. Further information regarding the current requirements and restrictions imposed on
Peoples can be found under the caption “ Supervision and Regulation — TARP Capital Purchase Program” in Item 1 of
this Form 10-K.

e Recent Legidativeand Regulatory Initiativesto Address Difficult Market and Economic Conditions M ay Not
Stabilize the U. S. Banking System and M ay Significantly Affect Peoples' Financial Condition, Results of
Operation, Liquidity or Stock Price.

In 2008 and continuing into 2009, the U.S. government and various regulatory agencies, including the Federal Reserve
Board, FDIC and SEC, have undertaken numerous initiatives intended to stabilize the U.S. banking system and address
the liquidity and credit crisis that has foll owed the sub-prime mortgage market crisis that began in 2007.

Specificaly, the EESA created the Troubled Assets Relief Program (“TARP”) intended to encourage financial
institutions to increase their lending to customers and each other, as well asincreased federal deposit insurance
coverage limits through the end of 2009. The ARRA includes awide array of programs intended to stimulate the
economy and provide for extensive infrastructure, energy, health and education needs. Other initiatives have included
homeowner relief that encourages loan restructuring and modification; the establishment of significant liquidity and
credit facilities for financia institutions and investment banks; the lowering of the Federal Fundsrate; emergency
action against short selling practices; atemporary guarantee program for money market funds; the establishment of a
commercia paper funding facility to provide back-stop liquidity to commercia paper issuers; and coordinated
internationa efforts to addressilliquidity and other weaknesses in the banking sector.

The legidative and regulatory initiatives described above may not have their desired effects, as asset val ues have
continued to decline and access to liquidity continuesto be limited. If the volatility in the markets continues and
economic conditions fail to improve or worsen, Peoples’ business, financia condition and results of operations could
be materialy and adversely affected.

o Because of Peoples Participation in the TARP Capital Purchase Program, Peoples|s Subject to Several
Restrictions on Compensation Paid to Peoples' Executive Officers.
As arecipient of government funding under the TARP Capital Purchase Program, Peoples must comply with the
executive compensation and corporate governance standards imposed by the ARRA. These restriction are more fully
described in Item 1 of this Form 10-K under the caption “ Supervision and Regulation-TARP Capital Purchase
Program”. These standards, which are more stringent than those previously proposed by the U.S. Treasury, could
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impact Peoples' ability to retain key executives or cause Peoples to make materia changes to its current compensation
plans and philosophy that could result in higher compensation costs in future periods. It isunclear how these standards
will relate to the similar standards announced by the U.S. Treasury in the guidelines it issued on February 4, 2009, or
whether the standards will be considered effective immediately or only after the U.S. Treasury adopts implementing
regulations.

The Series A Preferred Shares Impact Net | ncome Available to Peoples Common Shareholders And the
Warrant May Be Dilutive to Peoples Common Shar eholders.

While the additional capital Peoples raised through its participation in the TARP Capital Purchase Program provides
further funding to Peoples’ business and Peoples believes has improved investor perceptions with regard to Peoples
financia position, such capital hasincreased Peoples’ equity and the number of dilutive outstanding Common Shares
aswell as Peoples' preferred dividend requirements. The dividends declared and the accretion of discount on the
Series A Preferred Shares will reduce the net income available to holders of Peoples Common Shares and Peoples’
earnings per common share. The Series A Preferred Shares will aso receive preferential treatment in the event of
Peoples’ liquidation, dissolution or winding up. Additionally, the ownership interest of the existing holders of Peoples’
Common Shares will be diluted to the extent the Warrant Peoples issued to the U.S. Treasury in conjunction with the
saleto the U.S. Treasury of the Series A Preferred Sharesis exercised. Although the U.S. Treasury has agreed not to
vote any of the Common Shares it receives upon exercise of the Warrant, atransferee of any portion of the Warrant or
of any Common Shares acquired upon exercise of the Warrant is not bound by this restriction.

If Peoples|s Unable To Redeem The Series A Preferred Shares After Five Years, The Cost Of This Capital To
Peoples Will Increase Substantially.

If Peoplesis unableto redeem the Series A Preferred Shares prior to February 15, 2014, the cost of this capital to
Peoples will increase substantially on that date, from 5.0% per annum to 9.0% per annum. Depending on Peoples’
financial condition at the time, thisincrease in the annua dividend rate on the Series A Preferred Shares could have a
material negative effect on Peoples’ liquidity.

Material Breachesin Security of Peoples’ Systems May Have a Significant Effect on Peoples’ Business.

Peoples collects, processes and stores sensitive consumer data by utilizing computer systems and telecommuni cations
networks operated by both Peoples and third party service providers. Peoples has security and backup and recovery
systems in place, as well as a business continuity plan, to ensure the computer systems will not be inoperable, to the
extent possible. Peoples aso has implemented security controls to prevent unauthorized access to the computer
systems and requires its third party service providersto maintain similar controls. However, management cannot be
certain that these measures will be successful. A security breach of the computer systems and loss of confidential
information, such as customer account numbers and rel ated information, could result in aloss of customers confidence
and, thus, loss of business.

Peoples and Its Subsidiaries Are Subject to Examinations And Challenges by Tax Authorities.

In the normal course of business, Peoples and its subsidiaries are routinely subject to examinations and challenges from
federal and state tax authorities regarding positions taken regarding their respective tax returns. State tax authorities
have become increasingly aggressive in chalenging tax positions taken by financial institutions, especially those
positions relating to tax compliance and cal culation of taxes subject to apportionment. Any challenge or examination
by atax authority may result in adjustments to the timing or amount of taxable net worth or taxableincome or
deductions or the alocation of income among tax jurisdictions.

Management believesit has taken appropriate positions on all tax returns filed, to be filed or not filed and does not
anti cipate any examination would have amateria impact on Peoples’ Consolidated Financial Statements. However,
the outcome of such examinations and ultimate resolution of any resulting assessments are inherently difficult to
predict. Thus, no assurance can be given that Peoples’ tax liability for any tax year open to examination will not be
different than what is reflected in Peoples’ current and historical Consolidated Financial Statements. Further
information can be found in the “ Critical Accounting Policies— Income Taxes” section of “Management’ s Discussion
and Analysis of Results of Operation and Financial Condition” included in this Form 10-K.

Anti-Takeover ProvisonsMay Delay Or Prevent an Acquisition Or Changein Control by a Third Party.
Provisionsin the Ohio General Corporation Law and Peoples’ amended articles of incorporation and code of
regulations, including a staggered board and a supermagjority vote requirement for significant corporate changes, could
discourage potential takeover attempts and make attempts by sharehol ders to remove Peoples’ Board of Directors and
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management more difficult. These provisions may also have the effect of delaying or preventing a transaction or
change in control that might be in the best interests of Peoples’ shareholders.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Peoples’ sole banking subsidiary, Peoples Bank, generally owns its offices, related facilities and unimproved rea
property. In Ohio, Peoples Bank operates offices in Marietta (4 offices), Belpre (2 offices), Lowell, Lower Salem, Reno,
Nelsonville (2 offices), Athens (3 offices), The Plains, Middleport, Rutland, Pomeroy (2 offices), Gallipolis, Cambridge (2
offices), Byesville, Quaker City, Flushing, Caldwell, McConnelsville, Baltimore, Carroll, Lancaster (2 offices) and
Westerville. In West Virginia, Peoples Bank operates offices in Huntington (2 offices), Parkersburg (3 offices), Vienna,
Point Pleasant (2 offices), New Martinsville (2 offices) and Steelton. In Kentucky, Peoples Bank'’s office locations include
Greenup, Summit, Ashland and Russell. Of these 47 offices, 12 are |eased and the rest are owned by Peoples Bank.

Peoples Insurance Agency rents office space in various Peoples Bank offices. In addition, Peoples Insurance Agency
leases office buildings in Marietta, Ohio, and Ashland, Kentucky.

Rent expense on the leased properties totaled $732,000 in 2008, which excludes intercompany rent expense. The
following are the only properties that have alease term expiring on or before June 2010:

L ocation Address L ease Expiration Date @

Marietta Kroger Office 40 Acme Street April 2009
Marietta, Ohio

New Martinsville Wal-Mart Office 1142 South Bridge Street April 2009
New Martinsville, West Virginia

Barengo Agency Office 416 Hart Street May 2009
Marietta, Ohio

ViennaWal-Mart Office 701 Grand Central Avenue June 2009
Vienna, West Virginia

Parkersburg Wal-Mart Office 2900 Pike Street January 2010
Parkersburg, West Virginia

Westerville Office 515 Executive Campus Drive April 2010
Westerville, Ohio

Lancaster Wheeling Street Office 117 West Wheeling Street June 2010
Lancaster, Ohio

@ |nformation represents the ending date of the current lease period. Peoples may have the option to renew the lease
beyond this date under the terms of the lease agreement and intends to renew all expiring leases unless otherwise
disclosed in this Item 2.

Additional information concerning the property and equipment owned or leased by Peoples and its subsidiariesis
incorporated herein by reference from Note 5 of the Notes to the Consolidated Financia Statements.
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ITEM 3. LEGAL PROCEEDINGS

In the ordinary course of their respective businesses or operations, Peoples or one of its subsidiaries may be named as a
plaintiff, a defendant, or a party to alegal proceeding or any of their respective properties may be subject to various
pending and threatened legal proceedings and various actual and potential claims. In view of the inherent difficulty of
predicting the outcome of such matters, Peoples cannot state what the eventual outcome of any such matters will be;
however, based on current knowledge and after consultation with legal counsel, management believes that these
proceedings will not have a materia adverse effect on the consolidated financia position, results of operations or liquidity
of Peoples.

ITEM 4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS

None.
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PART II

ITEMS5 MARKET FOR REGISTRANT'SCOMMON EQUITY, RELATED STOCKHOLDER
MATTERSAND ISSUER PURCHASESOF EQUITY SECURITIES

Peoples’ common shares are traded on The NASDAQ Global Select Market under the symbol PEBO. At December
31, 2008, Peoples had 1,221 shareholders of record. The table presented below provides the high and low sales prices for
Peoples’ common shares as reported on The NASDAQ Global Select Market and the cash dividends per share declared for
the indicated periods.

High Low Dividends
Sales Sales Declared
2008
Fourth Quarter $ 22.92 $ 1359 $ 0.23
Third Quarter 29.25 17.33 0.23
Second Quarter 25.75 18.33 0.23
First Quarter 26.10 20.38 0.22
2007
Fourth Quarter $ 28.26 $ 2145 $ 0.22
Third Quarter 28.15 21.40 0.22
Second Quarter 28.11 25.03 0.22
First Quarter 30.39 25.30 0.22

Peopl es plans to continue to pay quarterly cash dividends, subject to certain regul atory restrictions described in Note 16
of the Notes to the Consolidated Financial Statements, as well as in the sections captioned “ Supervision and Regulation-
TARP Capital Purchase Program” and “ Supervision and Regulation-Dividend Restrictions” of Item 1 of this Form 10-K.

I ssuer Purchases of Equity Securities
The following table details Peoples’ repurchases and purchases by “affiliated purchasers” as defined in Rule 10b-
18(a)(3) of Peoples’ common shares during the three months ended December 31, 2008:

@
© Maximum
Total Number of Number of
@) Common Shares Common Shares
Tota Number (b) Purchased asPart  thg May Yet Be
o Common AveragePrice of Publicly Purchased Under
Shares Paid per Announced Plans thePlans or
Purchased Share or Programs (1) Proarams (1(2)
October 131, 2008 1,800® $ 2166 - 447,800
November 1— 30, 2008 350 3 1721® - 447,800
Decerrber 131, 2008 619 $ 1593 — —
Total 2,854 $ 19.74 - -

@ Information reflects the stock repurchase program announced on November 9, 2007, which authorized the repurchase of
up to 500,000 common shares, with an aggregate purchase price of not more than $14 million, which expired on
December 31, 2008.

@ Information reflects maximum number of common shares that may be purchased at the end of the period indicated.

@ Information reflects solely common shares purchased in open market transactions by Peoples Bank under the Rabbi Trust
Agreement establishing a rabbi trust holding assets to provide payment of the benefits under the Peoples Bancorp Inc.
Deferred Compensation Plan for Directors of Peoples Bancorp Inc. and Subsidiaries (the “Rabbi Trust”).

@ Information includes 278 common shares purchased at an average price of $16.16 by Peoples Bank under the Rabbi
Trust and 341 common shares acquired at an average price of $15.75 to satisfy tax withholding requirements related to
stock-based compensation awards granted under Peoples’ equity plans.
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Performance Graph
The following Performance Graph and related information shall not be deemed “ soliciting material” or to be “ filed”
with the Securities and Exchange Commission, nor shall such information be deemed to be incorporated by reference into

any future filing under the Securities Act of 1933 or the Securities Exchange Act of 1934, each as amended, except to the
extent that Peoples specifically incorporatesit by reference into such filing.

The following line graph compares the five-year cumulative total shareholder return of Peoples’ common shares, based
on aninitial investment of $100 on December 31, 2002, and assuming reinvestment of dividends, against that of an index
comprised of al domestic common shares traded on The NASDAQ Stock Market (“NASDAQ Stocks (U.S. Companies)”),
and an index comprised of all depository ingtitutions (SIC Code #602) and depository institution holding companies (SIC
Code #671) that aretraded on The NASDAQ Stock Market (“NASDAQ Bank Stocks”).

COMPARISON OF FIVE-YEAR TOTAL RETURN AMONG
PEOPLESBANCORP INC., NASDAQ STOCKS (U.S. COM PANIES),
AND NASDAQ BANK STOCKS

$145

$55 T . T .
12/3103 12/3104 12/3105 12/31/06 12/31/07 12/31/08
—&—PeoplesBancorp Inc. = © = NASDAQ Stocks (U.S. Companies) —4 = NASDAQ Bank Stocks
At December 31,
2003 2004 2005 2006 2007 2008

Peoples Bancorp Inc. $100.00 $ 9544  $102.12  $10931 $ 9473  $ 76.06
NASDAQ Stocks (U.S. Companies) $100.00 $108.84 $111.16 $122.11 $132.42 $ 63.80
NASDAQ Bank Stocks $100.00 $114.44 $111.80 $125.47 $ 99.45 $ 7251
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ITEM 6. SELECTED FINANCIAL DATA

The information below has been derived from Peoples’ Consolidated Financia Statements.

(Dollarsin thousands, except per share data) 2008 2007 2006 2005 2004
Operating Data
For the year ended:
Total interest income $ 106,227 $ 113419 $ 108794 $ 95775 $ 87,030
Totdl interest expense 47,748 59,498 55,577 43,469 35,160
Net interest income 58,479 53,921 53,217 52,306 51,870
Provision for loan losses 27,640 3,959 3,622 2,028 2,546
Net (l0ss) gain on investment securities (2,592) (6,062) 265 539 (3,040)
Other income exclusive of (I0ss) gain on securities 32,853 31,426 30,860 28,628 25,248
Amortization of other intangible assets 1,586 1,934 2,261 2,669 2,219
Other expense 51,899 49,518 49,036 48,673 44,979
Net income $ 7455 $ 18314 $ 21558 $ 20499 $ 18,275
Balance Sheet Data
Total assets $ 2,002,338 $ 1,885553 $ 1875255 $ 1,855,277 $ 1,809,086
Investment securities 708,753 565,463 548,733 589,313 602,364
Net loans 1,081,101  1,105223 1,117,885 1,057,156 1,008,298
Tota intangible assets 66,406 68,029 68,852 69,280 71,118
Tota deposits 1,366,368 1,186,377  1,233529 1,089,286 1,069,421
Short-term borrowings 98,852 222,541 194,883 173,696 51,895
Long-term borrowings 308,297 231,979 200,793 362,466 464,864
Junior subordinated notes held by subsidiary trusts 22,495 22,460 29,412 29,350 29,263
Tota stockholders' equity 186,626 202,836 197,169 183,077 175,418
Tangible assets (1) 1935932 1817524 1,806,403 1,785997 1,737,968
Tangible equity (2) $ 120220 $ 134,807 $ 128317 $ 113,797 $ 104,300
Significant Ratios
Return on average assets 0.39% 0.98% 1.15% 1.12% 1.04%
Return on average stockholders' equity 3.67 9.21 11.33 11.52 10.60
Net interest margin 351 3.32 3.29 3.32 3.39
Efficiency ratio (3) 56.30 57.07 57.51 59.05 57.18
Average stockholders' equity to average assets 10.62 10.62 10.18 9.73 9.79
Average loans to average deposits 88.10 93.52 94.80 94.92 91.24
Allowance for loan losses to total loans 2.08 1.40 1.28 1.37 144
Total risk-based capital ratio 13.19 13.23 13.17 12.90 12.30
Dividend payout ratio 127.03% 50.38% 41.09% 40.01% 41.66%
Per ShareData
Earnings per share— Basic $ 072 $ 175 3% 203 $ 19% $ 174
Earnings per share— Diluted 0.72 174 201 1.94 171
Cash dividends paid 0.91 0.88 0.83 0.78 0.72
Book value at end of period 18.06 19.70 18.51 17.40 16.81
Tangible book value at end of period (4) $ 1163 $ 1309 $ 1205 $ 1082 $ 10.00
Weighted-average shares outstanding:

Basic 10,315,263 10,462,933 10,606,570 10,444,854 10,529,332

Diluted 10,348,579 10,529,634 10,723,933 10,581,019 10,710,114
Common shares outstanding at end of period: 10,333,884 10,296,748 10,651,985 10,518,980 10,435,102

(1) Total assetsless goodwill and other intangible assets.

(2) Total stockholders’ equity less goodwill and other intangible assets.
(3) Non-interest expense (lessintangible amortization) as a percentage of fully tax-equivalent net interest income plus non-interest income.
(4) Tangible book value per share reflects capital calculated for banking regulatory requirements and excludes the balance sheet impact of intangible

assets acquired through purchase accounting for acquisitions.

23



ITEM 7. MANAGEMENT'SDISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND
RESULTSOF OPERATION

Forward-L ooking Statements

Certain statements in this Form 10-K which are not historical fact are forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933, as amended, Section 21E of the Securities Exchange Act of
1934, as amended, and the Private Securities Litigation Reform Act of 1995. Words such as “ expects,” “believes’,
“plans’, “will”, “would”, “should”, “could” and similar expressions are intended to identify these forward-looking
statements but are not the exclusive means of identifying such statements. Forward-looking statements are subject to
risks and uncertainties that may cause actual resultsto differ materialy. Factorsthat might cause such a difference
include, but are not limited to:

(1) continued deterioration in the credit quality of Peoples' |oan portfolio could occur due to a number of factors,
such as adverse changesin economic conditions that impair the ability of borrowersto repay their loans, the
underlying value of the collateral could prove less valuabl e than otherwise assumed and assumed cash flows
may be worse than expected, which may adversely impact the provision for loan losses;

(2) Peoples ahility to deploy the capital received through the U.S. Treasury’s TARP Capital Purchase Program;

(3) competitive pressures among financia ingtitutions or from non-financial institutions, which may increase
significantly;

(4) changesin theinterest rate environment, which may adversely impact interest margins;

(5) changesin prepayment speeds, loan originations, sale volumes and charge-offs, which may be less favorable
than expected and adversely impact the amount of interest income generated;

(6) general economic conditions and weakening in the rea estate market, either nationa or in the statesin which
Peoples and its subsidiaries do business, which may be less favorabl e than expected;

(7) political developments, wars or other hostilities, which may disrupt or increase volatility in securities markets or
other economic conditions;

(8) legislative or regulatory changes or actions, which may adversely affect the business of Peoples and its
subsidiaries;

(9) adverse changesin the conditions and trends in the financial markets, which may adversely affect the fair value
of securities within Peoples’ investment portfolio;

(10) adelayed or incompl ete resolution of regulatory issuesthat could arise;

(11) ability to receive dividends from its subsidiaries;

(12) Peoples’ ability to maintain required capita levels and adequate sources of funding and liquidity;

(13) changesin accounting standards, policies, estimates or practices, which may impact Peoples’ reported financial
condition or results of operations,

(14) theimpact of reputational risk created by these devel opments on such matters as business generation and
retention, funding and liquidity;

(15) the costs and effects of regulatory and legal developments, including the outcome of regulatory or other
governmental inquiries and legal proceedings and results of regulatory examinations; and

(16) other risk factors relating to the banking industry or Peoples as detailed from time to timein Peoples’ reports
filed with the Securities and Exchange Commission (“ SEC”), including those risk factorsincluded in the
disclosure under the heading “ITEM 1A. RISK FACTORS’ of Part | of this Form 10-K.

All forward-looking statements speak only as of the filing date of this Form 10-K and are expressly qualified in
their entirety by the cautionary statements. Although management believes the expectations in these forward-looking
statements are based on reasonabl e assumptions within the bounds of management’ s knowledge of Peoples' business
and operations, it is possible that actual results may differ materially from these projections. Additionally, Peoples
undertakes no obligation to update these forward-looking statements to reflect events or circumstances after the filing
date of this Form 10-K or to reflect the occurrence of unanticipated events except as may be required by applicable lega
requirements. Copies of documents filed with the SEC are avail able free of charge at the SEC’ s website at
http://www.sec.gov and/or from Peoples Bancorp’s website.

Summary of Recent Transactions and Events

The following discussion and analysis of Peoples’ Consolidated Financia Statementsis presented to provide
insight into management's assessment of the financial results. This discussion and analysis should beread in
conjunction with the audited Consolidated Financial Statements and Notes thereto, as well asthe ratios and statistics,
contained elsewhere in this Form 10-K.
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References will be found in this Form 10-K to the foll owing transactions that have impacted or will impact
Peoples’ results of operations:

Asdescribed in “ITEM 1. BUSINESS-Recent Corporate Developments”, on January 30, 2009, Peoples
received $39 million of new equity capital from the U.S. Treasury’s TARP Capital Purchase Program. The
investment was in the form of newly-issued non-voting cumulative perpetua preferred shares and arelated 10-
year warrant sold by Peoplesto the U.S. Treasury (the “TARP Capitd Investment”).

Asdisclosed in a Current Report on Form 8-K filed on January 12, 2009, management determined certain
available-for-sale investment securities were other-than-temporarily impaired at December 31, 2008. Asa
result, Peoples recorded a $4.0 million non-cash impairment charge in the fourth quarter of 2008, of which $2.0
million related to a single bank-issued trust preferred security previously carried at $2.0 million and $2.0
million related to four collateralized debt obligation (“CDQO”) investments previoudly carried at $6.1 million.
These charges were based upon management’ s eval uation of the credit quality of underlying issuers. In
comparison, Peoples recogni zed other-than-temporary impairment charges totaling $6.2 million in 2007, of
which $3.2 million related to preferred stocks issued by the Federal National Mortgage Association (“Fannie
Mage") and the Federal Home Loan Mortgage Corporation (“Freddie Mac”) and $2.9 million related to the CDO
investments.

Between August 2007 and December 2008, the Federa Reserve’'s Open Market Committee reduced the target
Federal Funds rate 500 basis points and the Discount Rate 575 basis points. These actions caused a
corresponding downward shift in short-term interest rates, while longer-term rates have not decreased to the
same extent. This steegpening of the yield curve has provided Peoples with opportunities to improve net interest
income and margin by taking advantage of lower-cost funding available in the market place and reducing
certain deposit costs.

From mid-2004 through mid-2006, the Federal Reserve's Open Market Committee increased the target Federa
Fundsrate by 425 basis points, causing short-term market interest ratesto increase. However, longer-term
interest rates increased at a much slower pace, resulting in aflattened, and sometimes inverted, yield curve.
These conditions resulted in increases in Peoples’ funding costs that outpaced the improvement in asset yields.

During 2008, Peoples’ loan quality was impacted by the contracting economy and commercia rea estate
market, which caused declinesin commercial real estate values and deterioration in financia condition of
various commercial borrowers. These conditions led to Peoples downgrading the loan quality ratings on
various commercial rea estate loans through its normal loan review process. In addition, several impaired loans
became under-collateraized due to the reduction in the estimated net realizable fair value of the underlying
collateral. As aresult, Peoples experienced significant increases in provision for loan losses, including a $13.4
million fourth quarter provision, net charge-offs and nonperforming loans in 2008 compared to historical
periods.

During the fourth quarter of 2008, Peoples Bank sold its merchant credit card payment processing services to
First Data Merchant Services Corporation (“First Data’). Peoples Bank will continue to serve the credit card
processing needs of its commercial customers through areferral program with First Data. Asaresult of this
transaction, Peoples recognized a pre-tax gain of $500,000 in the fourth quarter of 2008, which was not material
to Peoples’ Consolidated Financial Statements.

At the close of business on October 17, 2008, Peoples Bank completed the previously announced sale of its
Grayson, Kentucky banking officeto First National Bank of Grayson. This sale was consistent with Peoples
strategic plan to optimize its branch network for better growth opportunities. Under the terms of the agreement,
Peoples received $475,000 for the Grayson office’ s $13.4 million of deposits and $220,000 of fixed assets and
sold $2.0 million of loans at book value, resulting in a fourth quarter 2008 pre-tax gain of $255,000. Thissae
was not material to Peoples Consolidated Financid Statements.

During 2008, Peoples systematically sold the preferred stocks issued by Fannie Mae and Freddie Mac held in its
investment portfolio, due to the uncertainty surrounding these entities. These securities had atotal recorded
value of $12.1 million a December 31, 2007. In July 2008, Peoples sold its remaining Fannie Mae preferred
stocks, which completely eliminated all equity holdingsin Fannie Mae and Freddie Mac. Asaresult of the
sales, Peoples recognized cumulative pre-tax losses of $1,243,000 ($808,000 after-tax) in 2008.

Also during 2008, Peoples sold selected lower yielding, longer-term investment securities, primarily obligations
of U.S. government-sponsored enterprises, U.S. agency mortgage-backed securities and tax-exempt municipal
bonds, as well as several small-lot mortgage-backed securities. The proceeds from these sales were reinvested
into similar securities with less pricerisk volatility. These actions were intended to reposition the investment
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portfolio to reduce interest rate exposures and resulted in a cumulative pre-tax gain of $2.5 million in 2008, of
which $1.5 million was recognized in the fourth quarter of 2008.

e Asdescribedin“ITEM 3. LEGAL PROCEEDINGS’ of Peoples’ Annua Report on Form 10-K for the fiscal
year ended December 31, 2007, in December 2007, Peoples resolved certain issues concerning its Ohio
corporation franchise tax liability and associated cal culations for the fiscal years ended December 31, 2001
through 2007 (the “Ohio Franchise Tax Settlement”). Asaresult, Peoples’ franchise tax expense was reduced
by $782,000 ($508,000, or $0.05 per diluted share, after-tax) during the fourth quarter of 2007.

e On April 23, 2007, Peoples repaid the entire $7.2 million of variable rate junior subordinated notes issued to
and held by its subsidiary, PEBO Capital Trust II, which had athen current rate of 9.10%. This redemption had
minimal impact on Peoples' regulatory capital ratios and produced a modest improvement in net interest income
and margin, as the junior subordinated notes were replaced by lower cost borrowings.

¢ |n 2006, Peoples Bank sold its banking offices located in Chesterhill, Ohio (the “ Chesterhill Office”) and South
Shore, Kentucky (the “South Shore Office”) as part of Peoples’ strategy to optimizeits branch network by
redirecting resources to markets that management believes have greater growth potential. The sale of the South
Shore Office included $4.6 million in deposits and approximately $600,000 of loans, while the sale of the
Chesterhill Officeinvolved $3.7 million of deposits. The sales of these offices resulted in an aggregate pre-tax
gain of $454,000 in 2006. Concurrent with the sale of the Chesterhill Office, Peoples Bank acquired a full-
service banking office located in Carroll, Ohio and its $5.4 million in deposits. These transactions did not have
amateria impact on Peoples' financia statementstaken as awhole.

The impact of these transactions or events, where significant, is discussed in the applicable sections of this
Management’s Discussion and Analysis.

Critical Accounting Policies

The accounting and reporting policies of Peoples conform to generally accepted accounting principlesin the United
States of America (“US GAAP”) and to genera practices within the financia servicesindustry. A summary of
significant accounting policiesis contained in Note 1 of the Notes to the Consolidated Financial Statements. While all
of these policies are important to understanding the Consolidated Financial Statements, certain accounting policies
require management to exercise judgment and make estimates or assumptions that affect the amounts reported in the
financial statements and accompanying notes. These estimates and assumptions are based on information available as
of the date of the financial statements; accordingly, as thisinformation changes, the financial statements could reflect
different estimates or assumptions.

Management views critical accounting paliciesto be those that are highly dependent on subjective or complex
judgments, estimates and assumptions, and where changes in those estimates and assumptions could have a significant
impact on the financia statements. Management has identified the accounting policies described below as those that,
due to the judgments, estimates and assumptions inherent in the policies, are critica to an understanding of Peoples
Consolidated Financia Statements and management’s discussion and anaysis of financial condition and results of
operation.

Income Recognition

Interest income on loans and investment securities is recognized by methods that result in level rates of return
on principa amounts outstanding, including yield adjustments resulting from the amortization of loan costs and
premiums on investment securities and accretion of loan fees and discounts on investment securities. Since
mortgage-backed securities comprise a sizable portion of Peoples’ investment portfolio, asignificant increase in
principal payments on those securities could impact interest income due to the corresponding accel eration of
premium amortization or discount accretion.

In the event management believes collection of al or a portion of contractual interest on aloan has become
doubtful, which generaly occurs after the loan is 90 days past due, Peopl es discontinues the accrual of interest. In
addition, previously accrued interest deemed uncollectible that was recognized in incomein the current year is
reversed, while amounts recognized in income in the prior year are charged against the allowance for |oan losses.
Interest received on nonaccrual loansisincluded in income only if principa recovery is reasonably assured. A
nonaccrual loan is restored to accrua status after appropriate review by lending and/or loan review personnel
indicates the collectibility of the total contractual principal and interest is no longer considered doubtful, among
other criteria
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Allowancefor Loan L osses

In general, determining the amount of the allowance for |oan losses requires significant judgment and the use
of estimates by management. Peoples maintains an allowance for loan losses to absorb probable | osses based on a
quarterly analysis of the loan portfolio and estimation of the |osses that are probabl e of occurrence within the loan
portfolio. Thisforma analysis determines an appropriate level and alocation of the allowance for loan | osses
among loan types and resulting provision for loan losses by considering factors affecting losses, including specific
losses, levels and trends in impaired and nonperforming loans, historical loan |oss experience, current national and
local economic conditions, volume, growth and composition of the portfolio, regulatory guidance and other
relevant factors. Management continually monitors the loan portfolio through Peoples Bank’s Loan Review
Department and Loan Loss Committee to eval uate the adequacy of the allowance. The provision could increase or
decrease each quarter based upon the results of management’s formal analysis.

The amount of the allowance for loan losses for the various |oan types represents management’ s estimate of
expected losses from existing loans based upon specific alocations for individua lending relationships and
historical loss experience for each category of homogeneous loans. The alowance for loan losses related to
impaired loansis based on discounted cash flows using the loan’ sinitial effective interest rate or the fair value of
the collateral for certain collateral dependent loans. This eval uation requires management to make estimates of the
amounts and timing of future cash flows on impaired loans, which consist primarily of loans placed on nonaccrua
status, restructured or internally classified as substandard or doubtful. While allocations are made to specific loans
and pools of loans, the allowance is available for all loan losses.

Individual loan reviews are based upon specific quantitative and qualitative criteria, including the size of the
loan, the loan cash flow characteristics, loan quality ratings, value of collateral, repayment ability of borrowers, and
historical experience factors. The historical experience factors utilized for individua loan reviews are based upon
past |oss experience, known trends in losses and delinquencies, the growth of loansin particular markets and
industries, and known changes in economic conditionsin particular lending markets. Allowances for homogeneous
loans (such as residential mortgage loans, personal loans, etc.) are evaluated based upon historical |oss experience,
trends in losses and delinquencies, growth of loans in particular markets, and known changes in economic
conditions in each lending market. Consistent with the evaluation of allowances for homogenous loans, the
allowancerelating to the Overdraft Privilege program is based upon management’s monthly analysis of accountsin
the program. This analysis considers factors that could affect losses on existing accounts, including historical loss
experience and length of overdraft.

There can be no assurance the allowance for loan losses will be adequate to cover all losses, but management
believes the allowance for loan |osses at December 31, 2008, was adequate to provide for probable losses from
existing loans based on information currently available. While management uses available information to provide
for loan losses, the ultimate collectibility of a substantial portion of the loan portfolio, and the need for future
additions to the allowance, will be based on changesin economic conditions and other relevant factors. As such,
adverse changes in economic activity could reduce cash flows for both commercia and individual borrowers,
which would likely cause Peoples to experience increases in problem assets, delinguencies and losses on loans.

Investment Securities

Presently, Peoples classifiesits entire investment portfolio, which accounted for 35% of total assets at
December 31, 2008, as avail able-for-sale and records changes in the estimated fair value of the portfolioin
stockholders' equity as acomponent of comprehensiveincome. As aresult, both the investment and equity
sections of Peoples’ Consolidated Balance Sheets are more sensitive to changes in the overall market value of the
investment portfolio, due to changes in market interest rates, investor confidence and other factors affecting market
values, than if the investment portfolio was classified as held-to-maturity.

While temporary changes in the fair value of available-for-sal e securities are not recognized in earnings, a
declinein fair value below amortized cost deemed to be “ other-than-temporary” results in an adjustment to the cost
basis of the investment, with a corresponding loss charged against earnings. Management systematically eval uates
Peoples’ investment securities on a quarterly basisto identify potential other-than-temporary losses. Thisanalysis
requires management to consider various factors that can involve judgment and estimation, including duration and
magnitude of the decline in value, the financia condition of the issuer or pool of issuers, structure of the security,
and Peoples’ ahility and intent to continue holding the investment for a period of time sufficient to allow for any
anticipated recovery in market value.

In 2008 and 2007, Peopl es recognized other-than-temporary impairment charges on certain investment
securities whose market value had declined due primarily to increased risks within the broader credit market and
erratic market liquidity. At December 31, 2008, there were no other investment securitiesidentified by
management to be other-than-temporarily impaired since Peoples had the ability and intent to hold those securities
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for a period of time sufficient to recover the amortized cost. If investments declinein fair value due to adverse
changes in the financial markets, charges to income could occur in future periods.

Gooawill and Other Intangible Assets

Over the past severa years, Peoples has grown through mergers and acquisitions accounted for under the
purchase method of accounting. Under the purchase method, Peoplesis required to allocate the cost of an acquired
company to the assets acquired, including identified intangible assets, and liabilities assumed based on their
estimated fair values at the date of acquisition. The excess cost over the net assets acquired represents goodwill,
which is not subject to periodic amortization.

Customer relationship intangibles are required to be amortized over their estimated useful lives. The method
of amortization reflects the pattern in which the economic benefits of the intangible assets are estimated to be
consumed or otherwise used up. Since Peoples’ acquired customer relationships are subject to routine customer
attrition, the relationships are more likely to produce greater benefitsin the near-term than in the long-term, which
typically supports the use of an accel erated method of amortization for the related intangible assets. Management is
required to evaluate the useful life of customer relationship intangiblesto determineif events or circumstances
warrant achange in the estimated life. Should management determine the estimated life of any intangible asset is
shorter than originally estimated, Peoples would adjust the amortization of that asset, which could increase future
amortization expense.

Goodwill arising from business combinations represents the value attributable to unidentifiable intangible
elementsin the business acquired. Goodwill recorded by Peoplesin connection with its acquisitions relates to the
inherent value in the businesses acquired and this value is dependent upon Peoples’ ability to provide quality, cost
effective servicesin a competitive market place. As such, goodwill value is supported ultimately by revenuethat is
driven by the volume of business transacted. A decline in earnings as aresult of alack of growth or the inability to
deliver cost effective services over sustained periods can lead to impairment of goodwill that could adversely
impact earnings in future periods.

Peoples reviewed its recorded goodwill a December 31, 2008, and concluded no impairment existed since the
fair value of the single reporting unit exceeded its carrying value. Based on its most recently completed analysis,
management believes a 20-25% sustai ned decline in future earnings would have to occur for any recorded goodwiill
to be considered impaired. Other future events, such as adverse changes to Peoples’ business, could cause
management to conclude that impairment indicators exist and require management to re-evaluate goodwill.

Should such re-evaluation determine goodwill isimpaired, any resulting impairment loss recognized could have a
material, adverse impact on Peoples' financial condition and results of operations.

Peopl es records mortgage servicing rights (“MSRs”) in connection with its mortgage banking activities, which
are intangibl e assets representing the right to service loans sold to third party investors. Theseintangible assets are
recorded initially at fair value and subsequently amortized over the estimated life of the loans sold. MSRs are
assessed for impairment at each reporting date based on their fair value. At December 31, 2008, management
concluded no portion of the recorded M SRs was impaired since the fair val ue exceeded the carrying value.
However, future events, such as a significant increase in prepayment speeds, could result in afair valuethat isless
than the carrying amount, which would require the recognition of animpairment lossin earnings.

Income Taxes

Income taxes are provided based on the liability method of accounting, which includes the recognition of
deferred tax assets and liabilities for the temporary differences between carrying amounts and tax basis of assets
and liabilities, computed using enacted tax rates. The calculation of tax liabilities is complex and requires the use of
estimates and judgment since it invol ves the application of complex tax laws that are subject to different
interpretations by Peoples and the various tax authorities. These interpretations are subject to challenge by the tax
authorities upon audit or to reinterpretation based on management’ s ongoing assessment of facts and evolving case
law.

From time-to-time and in the ordinary course of business, Peoplesisinvolved in inquiries and reviews by tax
authorities that normally require management to provide supplemental information to support certain tax positions
taken by Peoplesinitstax returns. Uncertain tax positions are initially recognized in the financial statements when
it is more likely than not the position will be sustained upon examination by the tax authorities. Such tax positions
areinitialy and subsequently measured as the largest amount of tax benefit that is greater than 50% likely of being
realized upon ultimate settlement with the tax authority assuming full knowledge of the position and all rel evant
facts. Management believes that it has taken appropriate positions on itstax returns, although the ultimate outcome
of any tax review cannot be predicted with certainty. Still, no assurance can be given that the final outcome of
these matters will not be different than what is reflected in the current and historical financia statements.
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Fair Value M easurements

Asafinancia services company, the carrying value of certain financial assets and liabilitiesisimpacted by the
application of fair value measurements, either directly or indirectly. In certain cases, an asset or liability is measured
and reported at fair value on arecurring basis, such as avail able-for-sal e investment securities. In other cases,
management must rely on estimates or judgments to determine if an asset or liability not measured at fair value warrants
an impairment write-down or whether a val uation reserve should be established. Given the inherent volatility, the use
of fair value measurements may have a significant impact on the carrying value of assetsor liabilities, or result in
material changesto the financia statements, from period to period.

Detailed information regarding fair value measurements can be found in Note 2 of the Notes to the Consolidated
Financia Statements. The following is a summary of those assets and liabilities that may be affected by fair value
measurements, as well as a brief description of the current accounting practices and valuation methodol ogi es employed
by Peoples:

Available-for-Sale I nvestment Securities

Investment securities classified as avail abl e-for-sale are measured and reported at fair value on arecurring
basis. For most securities, thefair value is based upon quoted market prices or determined by pricing models that
consider observable market data. However, the fair value of certain investment securities, such as collateralized
debt obligations, must be based upon unobservable market data, such as non-binding broker quotes and discounted
cash flow analysis or similar models, due to the absence of an active market for these securities. Asaresult,
management’ s determination of fair value for these securities is highly dependent on subjective or complex
judgments, estimates and assumptions, which could change materially between periods. Management occasionally
uses information from independent third-party consultantsin its determination of the fair value of more complex
investment securities, such as the collateralized debt obligations. At December 31, 2008, nearly all of Peoples
available-for-sale investment securiti es were measured using observable market data, with less than 1% measured
using non-observabl e data.

Impaired loans

For loans considered impaired, the amount of impairment loss recognized is determined based on a discounted
cash flow analysis or the fair value of the underlying collateral if repayment is expected solely from the sale of the
collateral. Management typically relies on the fair value of the underlying collateral dueto the significant
uncertainty surrounding the borrower’ s ability to make future payments. The vast magjority of the collateral
securing impaired loansis real estate, although it may a so include accounts receivabl e and equipment, inventory or
similar personal property. The fair value of the collateral used by management represents the estimated proceeds to
be received from the sale of the collateral, less costs incurred during the sale, based upon observable market data
and market value data provided by independent, licensed or certified appraisers.

Gooadwill

Goodwill is not amortized but is tested for impairment at least annually. Potentia goodwill impairment exists
when the fair value of the reporting unit (as defined by US GAAP) isless than its carrying value. Peoples currently
possesses a single reporting unit for goodwill impairment testing. While quoted market prices exist for Peoples’
common shares since they are publicly traded, these market prices do not necessarily reflect the value associated
with gaining control of an entity. Thus, management takes into account all appropriate fair value measurementsin
determining the estimated fair value of the reporting unit. These measurements include valuations of recently
acquired ingtitutions based upon multiples of book value or earnings and discounted cash flow analysis.

Should management determine the potential for goodwill impairment exists, the measurement of any actual
impai rment loss requires management to cal cul ate the implied fair value of goodwill by deducting the fair value of
all tangible and separately identifiabl e intangible net assets (including unrecognized intangibl e assets) from the fair
value of the reporting unit. This process involves highly subjective or complex judgments, estimates and
assumptions. As aresult, changes to these judgments, estimates and assumptionsin future periods could result in
materially different results.

Mortgage Servicing Rights

MSRs are carried at the lower of cost or market value, and, therefore, can be subject to fair value
measurements on anonrecurring basis. MSRs do not trade in an active market with readily observable prices.
Thus, management determines fair value based upon a valuation model that calcul ates the present value of
estimated future net servicing income provided by an independent third-party consultant. This valuation model is
affected by various input factors, such as servicing costs, expected prepayment speeds and discount rates, which are
subject to change between reporting periods. As aresult, significant changes to these factors could result in a
material change to the calculated fair value of MSRs.
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Pension and Other Postretirement Benefit Plans

Peoplesis required to recognize the funded status of defined benefit pension and other postretirement benefit
plans on its Consolidated Balance Sheet as an asset for a plan’s overfunded status or aliability for aplan’s
underfunded status, with fluctuationsin the funded status recognized through comprehensive incomein the year in
which the change occurs. The funded status is based upon the fair value of plan assets compared to the projected
benefit obligation. The determination of the projected benefit obligation and periodic benefit costs involves
significant judgment and estimation of employees' length of service and future compensation levels, discount rate
and expected rate of return on plan assets. While these variables are equally important, changes to the discount rate
can have a greater impact on the projected benefit obligation, and thus the amount of the asset or liability
recognized, as well as the amount of pension plan expense recorded each period.

EXECUTIVE SUMMARY

In 2008, Peoples’ net income was $7.5 million, compared to $18.3 million for 2007 and $21.6 million for 2006,
while diluted earnings per share were $0.72, $1.74 and $2.01, respectively. The lower earnings in 2008 reflects the
challenging conditions within the financia services industry due to the contracting economy and commercial real estate
market, which resulted in higher provision for loan losses. Earnings for both 2008 and 2007 were impacted by the
other-than-temporary impairment charges on avail able-for-sal e investment securities. Despite these challenges, Peoples
generated positive resultsin several key areas, including growth and diversification of revenues, expansion of retail
deposits and expense control.

Net interest income increased 8% to $58.5 million in 2008, while net interest margin expanded 19 basis points to
3.51%. Theseimprovements were driven by lower short-term market rates and resulted in a greater reduction in
Peoples’ funding costsin comparison to asset yields. Net interest income and margin also benefited from retail deposit
growth in 2008, which has allowed Peopl es to reduce the amount of higher-cost wholesale funding. 1n 2007, both net
interest income and margin were up compared to 2006, primarily attributable to higher market interest rates during most
of 2007.

Non-interest income totaled $32.1 million in 2008, versus $31.4 million in 2007 and $30.4 million in 2006.
Peopl es experienced growth in severa areasin 2008, which were partially offset by lower mortgage banking income.
The largest increase in 2008 occurred in e ectronic banking income, which increased 10% due to sustained growth in
debit card activity. In 2007, the combination of higher trust and investment income and electronic banking income was
partialy offset by lower deposit account service charges.

Total non-interest expense was $53.5 million in 2008 compared to $51.5 million in 2007, due largely to a
combination of normal base salary adjustments, higher employee medical benefit costs, increased FDIC insurance
expense and the impact of the Ohio Franchise Tax Settlement on 2007 franchise tax expense. Compared to 2006, total
non-interest expense was essentially unchanged in 2007, as higher salaries and empl oyee benefit costs of $1.4 million
were offset by decreases in several other major expense categories, including franchise taxes.

At December 31, 2008, tota assets were $2.00 billion, up $116.8 million compared to year-end 2007. Gross
portfolio loan balances decreased $16.9 million in 2008, due primarily to norma commercial 1oan payoffs and the
impact of charge-offsin 2008. Total investment securities increased to $708.8 million at December 31, 2008, versus
$565.5 million at year-end 2007, with most of the increase occurring during the fourth quarter in response to deposit
growth. Ancther contributing factor to the increase was the purchase of securities during the first half of 2008 intended
to offset theimpact of loan payoffs and charge-offs.

Total liabilities were $1.82 billion at December 31, 2008, up $133.0 million compared to December 31, 2007.
Tota deposit balances increased $180.0 million in 2008, due mostly to higher interest-bearing retail balances from
Peopl es attracting approximately $108 million of funds from customers outside its primary market area. This growth
enabl ed Peoples to reduce higher rate brokered certificates of deposit balances by $15.5 million and contributed to the
$47.3 million reduction in borrowed funds since year-end 2007.

Total stockholders' equity decreased $16.2 million in 2008, to $186.6 million at year-end 2008. This decline was
largely attributable to a $15.3 million reduction in accumulated comprehensive income due mostly to the changein fair
value of the available-for-sale investment portfolio. Despite this decrease and higher loan losses in 2008, Peoples’
regulatory capital ratios remained relatively stable and significantly above amounts needed to be considered well
capitalized by banking regulations. At December 31, 2008, Peoples' Tier 1 and Tota Risk-Based capital ratios were
11.88% and 13.19%, respectively, compared to the prior year ratios of 11.91% and 13.23%, respectively, while the ratio
of tangible equity to tangible assets was 6.21% at year-end 2008. These strong capital positions allowed Peoples to
increase dividends to shareholders during 2008.
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RESULTS OF OPERATION

Interest Income and Expense

Peopl es earns interest income on loans and investments and incurs interest expense on interest-bearing deposits and
borrowed funds. Net interest income, the amount by which interest income exceeds interest expense, remains Peoples’
largest source of revenue. The amount of net interest income earned by Peoples is affected by various factors, including
changesin market interest rates due to the Federal Reserve Board’s monetary policy, the level and degree of pricing
competition for both loans and deposits in Peoples markets and the amount and composition of Peoples' earning assets
and interest-bearing liabilities.

Peoples monitors net interest income performance and manages its balance sheet composition through regul ar
Asset-Liability Management Committee (“ALCQO”) meetings. The asset/liability management process employed by the
ALCO isintended to minimize the impact of futureinterest rate changes on Peoples’ net interest income and earnings.
However, the frequency and/or magnitude of changesin market interest rates are difficult to predict, and may have a
greater impact on net interest income than adjustments by management.

As part of the analysis of net interest income, management converts tax-exempt income to the pre-tax equivalent of
taxable income using an effective tax rate of 35%. Management believes the resulting fully tax-equivalent (“FTE”") net
interest income a lows for amore meaningful comparison of tax-exempt income and yields to their taxable equivalents.
Net interest margin, calculated by dividing FTE net interest income by average interest-earning assets, serves asthe
primary measure used in evaluating the net revenue stream generated by the mix and pricing of Peoples’ earning assets
and interest-bearing liabilities.

The following table details Peoples’ average balance sheet for the years ended December 31:

2008 2007 2006
Average Income/  Yield/ Average Income/  Yield/ Average Income/  Yield/
(Dollarsin thousands) Balance Expense  Rate Balance Expense  Rate Balance Expense  Rate
Short-Term Investments:
Deposits with other banks $ 2363 $ 53 226%| $ 2435 $ 115 472%| $ 2378 $ 100 4.21%
Federal funds sold 508 12 2.36% 1,077 55 5.11% 1,595 80 5.02%
Total short-term investments 2,871 65 2.28% 3,512 170  4.84% 3,973 180 4.53%
Investment Securities (1):
Taxable 549,687 29,106 5.30% 503,094 25,646 5.10% 505,586 24417 4.83%
Nontaxable (2) 65,624 4,289  6.54% 60,368 3,949  6.54% 67,454 4,411  6.54%
Total investment securities 615,311 33,395 543% 563,462 29595 525% 573,040 28,828 5.03%
Loans (3):
Commercia 744,584 48291  6.49% 750,906 57,613 7.67% 726,702 54,181  7.46%
Redl estate (4) 283,285 19,221  6.79% 292,867 20,985 7.17% 311,772 21,467 6.89%
Consumer 85,378 6,861 8.04% 79,035 6,552 8.29% 70,101 5808 8.29%
Total loans 1,113,247 74373  6.69% | 1,122,808 85,150 7.58% | 1,108,575 81,456  7.35%
Less: Allowance for loan loss (17,428) (14,775) (15,216)
Net loans 1,095,819 74,373  6.79% | 1,108,033 85,150 7.68% | 1,093,359 81,456  7.45%
Total earning assets 1,714,001 107,833 6.29% | 1,675007 114915 6.86% | 1,670,372 110464 6.61%
Intangible assets 67,203 68,440 68,940
Other assets 128,798 128,670 129,718
Total assets $1,910,002 $1,872,117 $1,869,030
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2008 2007 2006
Average Income/  Yield/  Average Income/  Yield/  Average Income/  Yield/
(Dallarsin thousands) Balance Expense  Rate Balance Expense  Rate Balance Expense  Rate
Deposits:
Savings $ 114651 $ 583 051% | $ 113629 $ 725 064%| $ 122682 $ 806 0.66%
Interest-bearing transaction 199,639 3578  1.79% 179,827 3,841  2.14% 180,419 3312  1.84%
Money market 168,075 3482 2.07% 147,565 5,647 3.83% 122,053 4,404 3.61%
Brokered time 39,151 1,843  4.71% 65,461 3,364 5.14% 75,182 3540 4.71%
Retail time 561,143 21,824  3.89% 521,506 23,398  4.49% 501,656 20,199  4.03%
Total interest-bearing deposits 1,082,659 31,310 2.89% | 1,027,988 36,975 3.60% | 1,001,992 32,261 3.22%
Borrowed Funds:
Short-term:
FHLB advances 102,146 2557  2.46% 197,915 10,065  5.09% 178,235 9,067 5.09%
Retail repurchase agreements 40,524 826  2.00% 34,802 1528 4.39% 31,481 1,306 4.15%
Whol esale repurchase agreements - - 0.00% 4,425 242 547% 1,246 70  5.62%
Total short-term borrowings 142,670 3,383 2.3™% 237,142 11,835 4.93% 210,962 10,443  4.95%
Long-term:
FHLB advances 116,176 4,856 4.18% 71,153 3,256  4.58% 127,981 5545 4.33%
Whol esale repurchase agreements 148,251 6,223 4.13% 124,191 5257 4.23% 114,768 4,035 3.52%
Other borrowings 22,478 1,976  8.65% 24,571 2,175 8.73% 39,990 3,293  8.23%
Total long-term borrowings 286,905 13,055 4.55% 219,915 10,688 4.81% 282,739 12,873  4.55%
Total borrowed funds 429,575 16,438 3.78% 457,057 22,523  4.87% 493,701 23,316  4.72%
Tota interest-bearing liabilities 1,512,234 47,748  3.15% | 1,485,045 59,498 3.99% | 1,495,693 55,577  3.72%
Non-interest-bearing deposits 180,973 172,571 167,440
Other liabilities 13,892 15,707 15,604
Total liabilities 1,707,099 1,673,323 1,678,737
Total stockholders' equity 202,903 198,794 190,293
Total liabilitiesand
stockholders” equity $1,910,002 $1,872,117 $1,869,030
Interest rate spread $60,085  3.14% $55,417  2.87% $54,887  2.89%
Interest income/earning assets 6.29% 6.86% 6.61%
Interest expense/earning assets 2.78% 3.54% 3.32%
Net interest margin 3.51% 3.32% 3.29%

(1) Averagebalances are based on carrying value.

(2) Interest income and yields are presented on afully tax-equivalent basis using a 35% Federal statutory tax rate.

(3) Nonaccrua and impaired loans areincluded in the average |oan balances. Related interest income earned on nonaccrual loans
prior to the loan being placed on nonaccrual isincluded in loan interest income. Loan feesincluded in interest income were
immaterial for al periods presented.

(4) Loansheld for sale areincluded in the average loan balancelisted. Related interest income on loans originated for sale prior to the
loan being sold isincluded in loan interest income.

The following table detail s the calculation of FTE net interest income for the years ended December 31.:

(Dollarsin thousands) 2008 2007 2006

Net interest income, as reported 58479 $ 53921 $ 53217

Taxable equivalent adjustments 1,606 1,496 1,670
Fully tax-equivalent net interest income 60,085 $ 55417 $ 54,887
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The following table provides an analysis of the changesin net interest income:

(Dollarsin thousands) Change from 2007 to 2008 Change from 2006 to 2007
Increase (decrease) in: Rate Volume Total Rate Volume Total
INTEREST INCOME:
Short-term investments $ 8y $ (24) $ (105 $ 12 $ (22) $ (10)
Investment Securities: @
Taxable 1,037 2,423 3,460 1,350 (121) 1,229
Nontaxable - 340 340 2 (464) (462)
Total investment income 1,037 2,763 3,800 1,352 (585) 767
Loans:
Commercial (8,839) (483) (9,322) 1,599 1,833 3432
Red estate (1,086) (678) (1,764) 851 (1,333) (482)
Consumer (203) 512 309 3 741 744
Total loan income (10,128) (649) (10,777) 2,453 1,241 3,694
Total interest income (9,172) 2,090 (7,082) 3,817 634 4,451
INTEREST EXPENSE:
Deposits:
Savings deposits (149) 7 (142) (23) (58) (81)
Interest-bearing transaction (660) 397 (263) 540 (11) 529
Money market (2,867) 702 (2,165) 279 964 1,243
Brokered time (262) (1,259) (1,521) 306 (482) (176)
Retail time (3,272 1,698 (1,574) 2,376 823 3,199
Total deposit cost (7,210) 1,545 (5,665) 3,478 1,236 4,714
Borrowed funds:
Short-term borrowings (4,924) (3,528) (8,452) 86 1,306 1,392
Long-term borrowings (441) 2,808 2,367 823 (3,008) (2,185)
Total borrowed funds cost (5,365) (720) (6,085) 909 (1,702) (793)
Total interest expense (12,575) 825 (11,750) 4,387 (466) 3,921
Net inter est income $ 3403 $ 1265 $ 4668 $ (570) $ 1,100 $ 530

(1) Thechangein interest due to both rate and volume has been allocated to volume and rate changes in proportion to the
relationship of the dollar amounts of the change in each.

(2) Presented on afully tax-equivaent basis.

The ability of financial institutions, including Peoples, to maintain and/or grow net interest income in both 2008
and 2007 has been impacted by the extreme changes in market interest rates and slope of the yield curvein response to
monetary actions by the Federal Reserve. These events have produced disproportionate changes in Peoples’ asset yields
and funding costs, thereby impacting the amount of net interest income generated.

During the recent periods of changing interest rate conditions, Peoples has actively managed its balance sheet and
interest rate risk profile to minimize the impact on earnings. These actions have included adjusting the mix of earning
assets and funding sources when opportunities were presented from loan demand and retail deposit growth. However,
significant commercial loan payoffs during the second half of 2007 and an elevated level of charge-offsin 2008 have
hampered management’s efforts and necessitated growing the investment portfolio in order to maintain interest income
levels. Inaddition, retail deposit growth during the fourth quarter of 2008 resulted in excess funds that were used to
purchase investment securities. This expansion of the investment portfolio has contributed to the reduction in overall
yield on earning assets, considering investment securities purchased by Peoples carry lower yields compared to |oans
originated.

Retail deposit growth in 2007 and 2008 all owed Peoples to reduce the amount of, and reliance on, wholesae
funding sources that typically carry higher market rates of interest. These efforts, coupled with lower short-term interest
rates, produced alower overall cost of fundsin 2008. During most of 2007, Peoples’ funding costs increased due to
matured deposits and borrowings being replaced at the higher market rates that existed. However, management
controlled the overall increase in funding costs by adjusting the mix of wholesale funding by repaying higher-costing
funds, such as the junior subordinated notes held by PEBO Capital Trust |1, using other lower cost borrowings.

Inthe later half of 2007, Peoples’ funding costs benefited from management reducing certain deposit rates and
taking advantage of lower cost funding available in the market place in response to the Federal Reserve's actions to
decrease short-term interest rates. Management also initiated a strategy in the second haf of 2007 designed to reduce
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the impact of repricing large blocks of funding by systematically borrowing funds in a given maturity range over a
period of time thus creating a stream of smaller future maturities. This strategy accounted for much of theincreasein
average long-term borrowings in 2008 compared to prior periods.

Detailed information regarding changes in Peoples' Consolidated Balance Sheets can be found under appropriate
captions of the“FINANCIAL CONDITION” section of thisdiscussion. Additional information regarding Peoples’
interest rate risk and the potential impact of interest rate changes on Peoples’ results of operations and financial
condition can be found later in this discussion under the caption “Interest Rate Sensitivity and Liquidity”.

Provision for Loan L osses
The following table details Peoples’ provision for loan losses:

(Ddllarsin thousandg 2008 2007 2006
Provid on for checking account overdrafts 1,125 553 712
Provid on for ather loan losses 26,515 3,401 2910
Total provision for loan losses $ 27640 $ 3959 $ 3622
As a percentage of average gross loans 2.48% 0.35% 0.33%

The provision for loan lossesis based on management’s formal quarterly evaluation of the loan portfolio and
analysis of the adeguacy of the allowance for loan losses described in the “ Critical Accounting Policies” section of this
discussion. This analysis considers various factors that affect |osses, such as changes in Peoples’ 1oan quality, historical
loss experience and current economic conditions.

The higher provision for loan losses in 2008 compared to prior periods reflects an increase in the alowance for loan
losses throughout most of the year in response to changes in loan quality, coupled with losses on impaired loans from
declinesin commercial real estate values. Inthe fourth quarter of 2008, Peoples recorded a provision for loan | osses of
$13.4 million, compared to $6.0 million and $1.5 million for the third quarter of 2008 and fourth quarter of 2007,
respectively. Approximately $6.1 million, or 45%, of the fourth quarter 2008 provision was attributed to continued
deterioration in loan quality within the commercial loan portfolio, while another $5.8 million, or 43%, was due to
continued declinesin commercial rea estate collateral values. The provision for loan losses for both 2007 and 2006
were higher than historical levels from losses associated with alimited number of larger |oan relationships.

Additiona information regarding changes in the allowance for loan losses and |oan credit quality can be found later
in this discussion under the caption “ Allowance for Loan Losses”.

Non-Interest Income

Peopl es generates non-interest income, which excludes gains and losses on investments and assets, from six
primary sources. deposit account service charges, trust and investment activities, insurance sal es revenues, electronic
banking (“e-banking”), mortgage banking and bank owned lifeinsurance (“BOLI").

In recent years, Peoples has placed increased emphasis on reducing its reliance on net interest income by growing
non-interest income, especially fee-based revenues not affected by interest rate changes, and, thus, diversifying its
revenue stream. While this focus has resulted in enhanced non-interest income, the downturn in the market values of
investments during 2008 has impacted fiduciary and brokerage revenues and restrained the overall increase in total
revenues. In addition, insurance revenues in both 2007 and 2008 have been challenged by tighter pricing margins
within the insurance industry caused by insurance companies reducing premiums to attract market share. Asaresult,
non-interest income accounted for 35.4% of Peoples’ total revenuesin 2008, compared to 36.8% in 2007 and 36.3% in
2006.

Service charges and other fees on deposit accounts, which are based on the recovery of costs associated with
services provided, comprised the largest portion of Peoples' non-interest revenue. Management periodically eval uates
its cost recovery fees to ensure they are reasonabl e based on operational costs and similar to fees charged in Peoples
markets by competitors. The following table details Peoples deposit account service charges:

(Dallarsin thousand9g 2008 2007 2006
Overdraft fees $ 7,36 $ 6,818 $ 6868
Non-aufficient funds fees 1,682 1,965 2,107
Other feesand charges 1,099 1,107 1,240
Total deposit account service char ges $ 10137 $ 980 $ 10215
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The amount of deposit account service charges, particularly overdraft and non-sufficient funds fees, islargely
dependent on the timing and volume of customer activity. Asaresult, the amount ultimately recognized by Peoples can
fluctuate from period to period. The lower deposit account service charges in 2007 were caused by higher than normal
feewaivers early in the year. Fee waivers moderated in the second haf of 2007, which contributed to the increased
amount of deposit account service chargesin 2008.

Insurance income also comprises asignificant portion of Peoples’ total non-interest income. The following table
details Peoples’ insurance income:

(Dallarsin thousands) 2008 2007 2006
Property and casualty insurance commissions $ 7,982 $ 7,997 $ 7,765
Life and health insurance commissions 645 596 568
Credit life and A& H insurance commissions 175 158 164
Performance based commissions 864 817 1,041
Other fees and charges 236 133 81
Total insurance income $ 9,902 $ 9,701 $ 9619

Property and casualty insurance sales remain the major component of Peoples’ insurance activities. The related
commission revenues remained stable in 2008 and 2007, asincreased production more than offset the impact of lower
pricing margins within the insurance industry. The bulk of the performance based commission incomeis received
annually by Peoples during the first quarter and is based on a combination of factors, including loss experience of
insurance policies sold, production volumes and overall financia performance of the insurance industry during the
preceding year. Asaresult, the amount of contingent income recognized by Peoplesis difficult to predict and could
fluctuate from year to year.

Peoples’ trust and investment income is comprised of revenue generated from itsfiduciary activities and the sale of
investment services. The following tables detail Peoples' trust and investment income and managed assets:

(Dallarsin thousandg 2008 2007 2006
Fduciary $ 4113 $ 4009 $ 3508
Brokerage 1,026 834 750
Total trug and i nvestment income $ 510 $ 4983 $ 4258
(Dollarsin thousands) 2008 2007 2006
Trust assets under management $ 685705 $ 797,443 $ 736,745
Brokerage assets under management 184,301 223,950 195,617
Total managed assets $ 870006 $ 1,021,393 $ 932,362

Both fiduciary and brokerage revenues are based in part on the val ue of assets under management. Over the last
several quarters, Peoples has been successful in attracting new clients and during 2008 attracted over $50 million in new
assets, which generated additiona revenuesin 2008. However, the downturn in the financial markets in the second half
of 2008 caused the declinein asset value since year-end 2007.

Peoples’ e-banking servicesinclude ATM and debit cards, direct deposit services and Internet banking, and serve as
aternative delivery channels to traditional sales offices for providing servicesto clients. In 2008 and 2007, Peoples’ e-
banking income experienced double-digit year-over-year growth, increasing 10% and 14%, respectively, as the result of
sustained growth in debit card activity. At December 31, 2008, Peoples had 39,279 deposit relationships with debit
cards, or 57% of al eligible deposit accounts, compared to 37,427 relationships, or 53% of eligible accounts, at year-
end 2007 and 35,896 relationships, or 52% of eligible accounts at December 31, 2006. In 2008, Peoples customers
used their debit cards to complete $272 million of transactions, versus $231 million in 2007 and $194 million in 2006,
representing increases of 17% and 18%, respectively.

Peoples’ mortgage banking income is comprised mostly of net gains from the origination and sale of long-term,
fixed-rate real estate loans to the secondary market and is largely dependent on customer demand and interest ratesin
general. 1n 2008, Peoples experienced decreased mortgage banking activity, due largely to conditionsin the real estate
market and economy as a whole, while in 2007, mortgage-banking income increased 7%, from a higher volume of |oans
sold.

Income generated by Peoples’ BOLI investment serves to enhance operating efficiency by partially offsetting rising
employee benefit costs. Changesin the interest rate environment can have an impact on the associated investment funds
and thus the amount of BOLI income recognized by Peoples. Management monitors the performance of Peoples BOLI
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and may make adjustments to improve the income streams and overall performance. Still, management believes BOLI
provides a better long-term vehicle for funding future employee benefit costs, and offsetting the rel ated expense, than
alternative investment opportunities with similar risk characteristics.

Non-I nterest Expense
Salaries and empl oyee benefit costs represent Peoples' |argest non-interest expense, accounting for over 50% of
total non-interest expense, which isinherent in a service-based industry such as financia services.

The following table details Peoples' salaries and empl oyee benefit costs:

(Dollarsin thousands) 2008 2007 2006
Sdlaries and wages $ 18386 $ 17403 $ 17,013
Sales-based and incentive compensation 3,672 3,985 3,373
Employee benefits 3,983 3,574 3,481
Stock-based compensation 498 391 280
Payroll taxes and other employment-related costs 1,982 2,199 2,031

Total salariesand employee benefit costs $ 28521 $ 27,552 $ 26,178
Full-time equivaent employees:

Actual at December 31 546 559 547

Average during the year 552 554 539

Normal base salary adjustments produced higher salaries and wages in both 2008 and 2007, although larger
deferrals of salaries attributed to loan origination costs offset much of the impact on 2007’s expense. The magjority of
the sales-based and incentive compensation is attributable to Peoples’ insurance and investment sales activities. While
Peopl es has incurred higher insurance and investment sal es-based compensation in both 2008 and 2007, the additiona
expense in 2008 was more than offset by lower incentive plan expensetied to Peoples’ full year 2008 results of
operation. Peoples’ employee benefit costs have been impacted by a steady increase in employee medical benefit costs
in recent years. These increases have been tempered by lower pension costs.

Stock-based compensation expense reflects the impact of equity-based incentive awards to employees and directors
since January 1, 2006. Compensation expense is generally recognized over the vesting period, which istypically three
years for most awards to employees. However, Peoples must immediately recognize the entire expense for awards to
employees who are digible for retirement at the grant date. As aresult, the amount of stock-based compensation
expense recognized annually isimpacted by several factors, including the level and types of awards granted, the grant
date fair value and length of the requisite service periods. Additional information regarding Peoples’ stock-based
compensation plans and awards can be found in Note 17 of the Notes to the Consolidated Financial Statements.

Peoples’ net occupancy and equipment expense was comprised of the following:

(Ddllarsin thousands 2008 2007 2006

Depreciation $ 2066 $ 2061 $ 2128
Repairsand mai ntenance cogts 1,452 1,386 1,313
Net rent expense 671 660 630
Property taxes, utilitiesand other cogts 1,351 1,191 1,181

Total net occupancy and equipmentexpense $ 5540 $ 5208 $ 5252

Depreciation expense, athough flat in 2008, decreased in 2007 dueto existing assets becoming fully depreciated,
coupled with fewer shorter-lived assets, such as computers and other office equipment, being placed in service. Peoples
incurred higher property taxes as aresult of normal increasesin assessed val ues and increased utility costs from rising
energy costsin 2008. Management continues to monitor capital expenditures and explore opportunities to enhance
Peoples’ operating efficiency.

In 2007 and 2008, FDIC insurance expense was impacted by the utilization of a one-time credit of $1.0 million
received in 2007. This credit was received in connection with other changes to the deposit i nsurance system and to
offset future insurance premiums, subject to certain limitations. Peoples utilized $0.5 million of this credit during 2007
and the remainder during the first nine months of 2008. Asaresult, FDIC insurance expense was $219,000 for the
fourth quarter of 2008 versus $55,000 for the third quarter of 2008.

Peoples’ intangible asset amortization expense decreased in both 2008 and 2007 from the use of an accelerated
method of amortization for its customer-related intangibles. Asaresult, amortization expense will continue to be lower
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in subsequent years based on the intangibl e assets included on Peoples’ Consolidated Balance Sheets at December 31,
2008.

Professional fees and other third-party services, which include accounting, legal and other professional expenses,
declined 2% in 2008 and 9% in 2007. These reductions were due to an overall lower utilization of external legal and
consulting services. During 2006, Peoplesincurred additional professional fees related to the review and administration
of various employee benefit plans, which al so contributed to the overall decrease in 2007.

Marketing and public rel ations expense, which includes the cost of advertising, public relations and charitable
contributions, decreased over the last two years from areduction in costs associated with Peoples’ direct mail and gift
campaigns initiated in late 2005. Management believes 2009 marketing expense will be comparable to 2008’ s expense.

Peoples’ e-banking expense, which is comprised of bankcard and internet-based banking costs, increased in both
2007 and 2008 as a result of customers completing alarger percentage of their transactions using their debit cards and
Peoples’ internet banking service. These factors have a so produced a greater increase in the corresponding e-banking
revenues over the same periods. Overall, management believes e-banking expense levels are reasonabl e considering
Peoples’ e-banking services have generated higher net revenues and have helped to improve overall relationship
profitability, due to the lower transaction costs incurred by Peoples.

Peoplesis subject to franchise taxes, which are based largely on Peoples Bank’ s equity at year-end, in the states
where it has a physical presence. Overall, state franchise taxes have remained consistent over the last two years, from
relatively stable equity levels at Peoples Bank, although the 2007’ s franchise tax expense was lower due to the Ohio
Franchise Tax Settlement. Peoples regularly evaluates the capital position of its direct and indirect subsidiaries from
both a cost and leverage perspective. Ultimately, management seeks to optimize Peoples consolidated capital position
through allocation of capital, which isintended to enhance profitability and sharehol der value.

In 2008, other non-interest expense increased 7% compared to 2007, due largely to additional loan-related expenses
associated with the higher level of impaired and nonperforming loans. Compared to 2006, other non-interest expense
was down in 2007, due largely to modest decreases in losses from deposit accounts and correspondent bank processing
fees.

Income Tax Expense

Peoples’ effective income tax rate was 2.1% in 2008 versus 23.3% in 2007 and 26.7% in 2006. The lower effective
tax ratein 2008 was largely attributable to the reduction in pre-tax income from higher loan loss provision and
impai rment charges without a corresponding decrease in income from tax-exempt sources. A reconciliation of income
tax expense and effective tax rate to the statutory tax rate can be found in Note 14 of the Notes to the Consolidated
Financia Statements. While management anticipates an effective tax rate in 2009 comparable to 2007 and 2006, the
amount of pre-tax income derived from tax-exempt sources will have a major impact on the annual effective tax rate.

FINANCIAL CONDITION

Cash and Cash Equivalents

Peoples considers cash and cash equivalents to consist of Federal Funds sold, cash and balances due from banks,
interest-bearing balances in other ingtitutions and other short-term investments that are readily liquid. The amount of
cash and cash equivalents fluctuates on a daily basis due to customer activity and Peoples’ liquidity needs.

In 2008, cash and cash equivalents decreased $9.6 million to $35.6 million at December 31, 2008. Investing
activities consumed $168.9 million of net cash, while financing and operating activities provided net cash of $123.8
million and $35.6 million, respectively. Purchases of new investment securities exceeded the cash flows from sales,
maturities, calls and principa payments and accounted for most of the cash used in investing activities.

In comparison, cash and cash equivalents increased $5.4 million in 2007, as net cash from operations of $30.9
million was mostly offset by cash used in investing and financing activities of $10.4 million and $15.1 million,
respectively. In 2006, cash and cash equivalents were flat, as net cash from operations of $31.0 million and $0.4 million
from financing activities were used in investing activities.

Further information regarding the management of Peoples’ liquidity position can be found later in this discussion
under “Interest Rate Sensitivity and Liquidity.”
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I nvestment Securities
The following table details Peoples’ investment portfolio at December 31:

(Dollarsin thousands) 2008 2007 2006
Available-for-sale investment securities, at fair value:
Obligations of U.S. Treasury and government agencies $ 176 $ 197 $ 282
Obligations of U.S. government-sponsored enterprises 6,585 84,457 130,600
Obligations of states and political subdivisions 68,930 69,247 53,938
Mortgage-backed securities 535,475 358,683 304,413
Corporate obligations and other securities 73,591 29,647 36,302
Total available-for-sale investment securities $ 684,757 $ 542231 $ 525535
Total amortized cost $ 696,855 $ 535979 $ 527,041
Net unrealized (loss) gain $ (12,098) $ 6,252 $  (1,506)
Other investment securities, at cost:
FHLB of Cincinnati stock $ 19,584 $ 18820 $ 18,820
Federal Reserve Bank of Cleveland stock 4,412 4,412 4,378
Total other investment securities $ 23,996 $ 23232 $ 23198
Total investment securities $ 708,753 $ 565,463 $ 548,733

Management grew the investment portfolio in 2007 and early 2008 to lessen the impact of higher levels of loan
payoffsin both years and sizable charge-offsin 2008 on interest income levels. Much of 2008 growth occurred during
the fourth quarter when management invested excess funding from an increase in deposit balances. A portion of the
2007 growth occurred during the third quarter when Peoples took advantage of attractive yields that existed at the time
and pre-funded expected near-term investment portfolio cash flows from calls and normal principal paydowns.

Peoples’ investment in mortgage-backed securities has increased as the result of management reinvesting some of the
principal runoff from the portfolio into these types of securities, as well as the repositioning of the portfolio during 2008
to reduce credit and interest rate exposures. The sale of the preferred stocks issued by Fannie Mae and Freddie Mac
during the first half of 2008 was a contributing factor to the reduced investment in obligations of U.S. government-
sponsored enterprises. While these preferred stocks were sold at a net |oss, Peoples was able to avoid even larger l0sses
from those investments had they remained in its investment portfolio.

Peoples’ corporate obligations and other securities historically have consisted of various individual bank-issued
trust preferred securities, four separate collateralized debt obligation (“CDQO”) investment securities and common stocks
issued by unrelated bank holding companies. During 2008, Peoples purchased several asset-backed securities
collateralized by U.S. government-backed student loan pools, which had atotal fair value of $48.5 million at December
31, 2008.

Since year-end 2007, the fair value of the available-for-sa e investment portfolio has decreased as the result of
conditionsin the financial markets. At December 31, 2008, management determined certain investment securities were
other-than-temporarily impaired based upon an evaluation of the credit quality of underlying issuers. Asaresullt,
Peoples recorded a $4.0 million other-than-temporary impai rment charge, of which $2.0 million related to asingle
bank-issued trust preferred security previoudly carried at $2.0 million and $2.0 million related to four CDO investments
previously carried at $6.1 million. After the fourth quarter impairment charges, the carrying values of Peoples
individual trust preferred and CDO portfolios were $20.8 million and $4.1 million, respectively, at December 31, 2008.
Management concluded no other materia individual securitieswith an unrealized loss at December 31, 2008, were
other-than-temporarily impaired.

Additional information regarding Peoples’ investment portfolio can be found in Note 3 of the Notesto the
Consolidated Financid Statements.

Loans
The following table detail s total outstanding loans at December 31.
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(Dollarsin thousands) 2008 2007 2006 2005 2004
Year-end loan balances:
Commercial, mortgage $ 478298 $ 513847 $ 469934 $ 504923 $ 450,270
Commercial, other 178,834 171,937 191,847 136,331 126,473
Real estate, mortgage 231,778 237,641 252,726 272,327 303,372
Real ettate, construction 77917 71,794 99,311 50,745 35,423
Home equity lines of credit 47,635 42,706 44,937 43,754 46,593
Consumer 87,902 80,544 72,531 62,737 59,572
Deposit account overdrafts 1,668 2,472 1,108 1,059 1,355
Total [oans $ 1,104,032 $ 1120941 $ 1132394 $ 1,071,876 $ 1,023,058
Average total loans 1,113,247 1,122,808 1,108,575 1,040,029 942,761
Average allowance for |oan losses (17,428) (14,775) (15,216) (14,930) (14,974
Average loans, net of allowance $ 1,095819 $ 1,108,033 $ 1,093,359 $ 1,025099 $ 927,787
Percent of loansto total loans at December 31.:
Commercial, mortgage 43.3% 45.8% 41.5% 47.1% 44.0%
Commercial, other 16.2% 15.3% 16.9% 12.7% 12.4%
Real estate, mortgage 21.0% 21.2% 22.3% 25.4% 29.7%
Real ettate, construction 7.1% 6.4% 8.8% 4.7% 3.5%
Home equity lines of credit 4.3% 3.8% 4.0% 4.1% 4.6%
Consumer 7.9% 7.3% 6.4% 5.9% 5.7%
Deposit account overdrafts 0.2% 0.2% 0.1% 0.1% 0.1%
Total percentage 100.0% 100.0% 100.0% 100.0% 100.0%

Although loan production remained steady in 2008, total loan bal ances declined since year-end 2007, due to normal
commercia mortgage loan payoffs offsetting new production and the impact of charge-offsin 2008. In prior years,
Peopl es experienced growth in commercial mortgage loan bal ances due to strong demand in and around central Ohio,
although higher than normal payoffs during 2007 produced lower commercia balances at December 31, 2007.

The changes in Peoples' construction loan balances reflect the demand for commercia construction loans, which
comprise a significant portion of the outstanding construction loan balances. In prior years, Peoples experienced
increased competition for these and other commercial |oans from the capital markets and other financia ingtitutions,
which has impacted Peoples’ ability to retain these |loans after theinitial construction term. The remaining portion of
Peoples’ construction balances are comprised of residential and other multifamily construction projects.

The following table detail s the maturities of Peoples’ commercial and construction loans at December 31, 2008:

DueinOne DueinOne
Year or to Five Due After
(Dallars in thousands) Less Years Five Years Total
Loan Type
Commercial, mortgage:
Fixed $ 24727 $ 45712 $ 20943 $ 91,382
Variable 46,140 30,100 310,676 386,916
Total $ 70867 $ 75812 $ 331619 $ 478,298
Commercial, other:
Fixed $ 10001 $ 56612 $ 981 $ 76464
Variable 63,000 20,967 18,403 102,370
Total $ 73001 $ 77579 $ 28254 $ 178,834
Real estate, construction:
Fixed $ 34 $ 9032 $ 2677 $ 11,743
Variable 16,430 11,529 38,215 66,174
Total $ 16464 $ 20561 $ 40892 $ 77,917

Peopl es al so experienced continued growth in consumer loan balances, due mainly to the effortsin itsindirect
lending area. Peoples’ indirect lending activity involves the origination of consumer loans primarily through
automobile dealers and comprises a significant portion of itstotal consumer loans. Management remains committed to
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originating quality consumer loans based on sound underwriting practices and appropriate loan pricing discipline, which
could limit opportunities for future growth.

Growth of real estate |loan balances in recent periods has been impacted by customer demand for long-term, fixed-
rate mortgages, which Peoples generally sells to the secondary market with the servicing rights retained. During the
fourth quarter of 2006, Peopl es al so began selling certain long-term, fixed-rate mortgages to the secondary market with
servicing rights released. Beginning in 2007, Peoples originated and retained in itsloan portfolio certain fixed-rate
mortgages, primarily loans with an original maturity of 15 years or less.

Loan Concentration

Peoples’ largest industrial concentration of loans consists of credits to borrowersin the lodging and lodging related
industry, with total outstanding balances of $60.5 million at December 31, 2008, and $50.6 million at December 31,
2007, representing 12.7% and 9.8% of total outstanding commercial real estate loans, respectively. Loans to borrowers
in the assisted living facilities and nursing home industry also represent a significant portion of Peoples’ commercial
real estateloans. Total outstanding balances of these loans were $54.9 million, or 11.5% of tota outstanding
commercid rea estate loans, at December 31, 2008, compared to $54.0 million, or 10.5%, at December 31, 2007.
These credits were subjected to Peoples’ normal commercial underwriting standards, which include an evaluation of the
financial strength, market expertise and experience of the borrowers and principals in these business rel ationships.

Peoples’ commercial lending activities continue to focus primarily on lending opportunities inside its primary
market areas, with loans outside Peoples’ primary market areas comprising approximately 10% of total outstanding loan
balances, at both December 31, 2008 and 2007. The mgjority of loans are located in Ohio, West Virginiaand Kentucky,
with total outstanding balances of $76.6 million and $59.9 million at year-end 2008 and 2007, respectively. In all other

states, the aggregate outstanding balance in the state was less than $5 million, except Arizona and Florida, which had
outstanding balances of $10.0 million and $8.2 million, respectively, at December 31, 2008. The Arizona and Florida
loans were generated primarily through existing central Ohio-based client relationships.

Allowancefor Loan L osses

The following table details the changesin the alowance for loan losses for the years ended December 31:

(Dollarsin thousands) 2008 2007 2006 2005 2004
Allowance for loan losses:
Allowance for loan losses, January 1 $ 15718 $ 14509 $ 14720 $ 14760 $ 14,575
Gross charge offs:
Commercia 18,672 2,265 3,485 1,745 961
Real estate 911 606 361 827 677
Consumer 1,088 981 631 656 886
Overdrafts 1,298 849 1,007 965 1,130
Credit card - - - - 133
Tota gross charge offs 21,969 4,701 5,484 4,193 3,787
Recoveries:
Commercia 647 950 578 1,155 487
Real estate 96 202 377 223 186
Consumer 454 513 389 394 431
Overdrafts 333 280 303 327 308
Credit card 12 6 4 26 14
Total recoveries 1,542 1,951 1,651 2,125 1,426
Net char ge-offs (recoveries):
Commercial 18,025 1,315 2,907 590 474
Real estate 815 404 (16) 604 491
Consumer 634 468 242 262 455
Overdrafts 965 569 704 638 822
Credit card (12) (6) (4) (26) 119
Total net charge-offs 20,427 2,750 3,833 2,068 2,361
Provision for loan losses, December 31 27,640 3,959 3,622 2,028 2,546
Allowance for loan losses, December 31 $ 22931 $ 15718 $ 14509 $ 14720 $ 14,760
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2008 2007 2006 2005 2004

Ratio of net charge-offsto average loans:

Commercia 1.61% 0.12% 0.27% 0.06% 0.05%
Resal estate 0.07% 0.04% - 0.06% 0.05%
Consumer 0.06% 0.04% 0.02% 0.03% 0.05%
Overdrafts 0.09% 0.05% 0.06% 0.06% 0.09%
Credit card - - - - 0.01%

Total ratio of net charge-offsto average loans 1.83% 0.25% 0.35% 0.21% 0.25%

In 2008, gross charge-offs increased significantly compared to the prior year largely attributable to lossestotaling
$16.6 million on impaired commercia loans that became under-collateralized during the year, due to declinesin the
estimated net realizable fair value of the underlying collateral. Gross charge-offsin 2007 were higher than historical
levels related primarily to losses totaling $2.1 million from six unrelated loan relationships. One of these relationships
also accounted for $2.9 million of the gross charge-offsin 2006. Gross recoveries for 2008 were lower than recent
periods as the result of sizeable, unanticipated recoveries in previous years, which were related to a limited number of
unrelated loan relationships. These recoveries were attributabl e to higher than expected proceeds from sal e of collateral
and, when possible, enforcement of guarantees by the principals.

The alowance is allocated among the loan categories based on the consistent, quarterly procedural discipline
described in the “ Critical Accounting Policies” section of this discussion. However, the entire alowance for loan losses
isavailable to absorb future loan lossesin any loan category. The following schedule details the alocation of the
allowance for loan losses at December 31:

(Dollarsin thousands) 2008 2007 2006 2005 2004
Commercial $ 19757 $ 14147 $ 12661 $ 11,883 $ 11,751
Rea estate 1414 419 957 1,400 1,175
Consumer 1,315 868 596 1,149 1,394
Overdrafts 445 284 295 288 327
Credit card - - - — 113
Total allowance for foan losses $ 22931 $ 15718 $ 14509 $ 14720 $ 14,760
As a percentage of total loans 2.08% 1.40% 1.28% 1.37% 1.44%

The significant alocation of the allowance to commercial |oans reflects the higher credit risk associated with this
type of lending and the size of thisloan category in relationship to the entire loan portfolio. Since year-end 2007, this
allocation has increased due mostly to management downgrading the loan quality ratings of certain commercial real
estate loans and placing additional loans on nonaccrua status as part of its normal |oan review process. These actions
reflect the deterioration in the financial condition of various commercia borrowers and declines in the underlying
collateral values of several large commercia real estate |loans caused by the contracting economy and commercial rea
estate market during 2008. In addition, the weakening economic conditions during 2008 resulted in changes to the
qualitative factors used in determining the appropriate level of alowance for loan losses for non-impaired commercia
loans, which contributed to the higher alowance for |oan losses compared to prior periods.

The allowance alocated to the real estate and consumer loan categories is based upon Peoples alowance
methodology for homogeneous pools of loans. The fluctuationsin these allocations have been directionally consistent
with the changesin loan quality, |oss experience and changes in loan balances in these categories.

In prior periods, Peoples maintained an alowance for credit cards that reflected an estimate of the loss from the
retai ned recourse on the business cards included in the credit card portfolio sale. This recourse arrangement expired
during the second quarter of 2005, eliminating the need for an allocation for credit cards.
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The following table details Peoples' nonperforming assets at December 31:

(Dollarsin thousands) 2008 2007 2006 2005 2004
Loans 90+ days past due and accruing $ - $ 3718 $ 1 3 251 % 285
Renegotiated loans - - 1,218 - 1,128
Nonaccrua loans 41,320 8,980 8,785 6,284 5,130
Total nonperforming loans 41,320 9,358 10,004 6,535 6,543
Other real estate owned 525 343 — 308 1,163
Total nonperforming assets $ 41845 $ 9701 $ 10004 $ 6843 $ 7,706
Nonperforming loans as a percent of total loans 3.74% 0.83% 0.88% 0.61% 0.64%
Nonperforming assets as a percent of total assets 2.09% 0.51% 0.53% 0.37% 0.43%
Allowance for loan losses as a percent of
nonperforming loans 55.5% 168.0% 145.0% 225.2% 225.6%

Peoples’ nonaccrual loans are comprised almost entirely of commercia and real estate |oans, with much of the
increase in 2008 isolated to eight large commercia rea estate loan relationships. Several of the loans placed on
nonaccrual status during 2008 were charged down to the estimated net realizable fair value of the underlying collateral,
resulting in the lower allowance for |oan losses to nonperforming loans ratios compared to prior periods. Interest
income on loans classified as honaccrual and renegotiated at each year-end that would have been recorded under the
origina terms of the loans was $1,936,000; $786,000 and $567,000 for 2008; 2007 and 2006, respectively, of which
$20,000; $47,000 and $34,000, respectively, was actually recorded consistent with the income recognition policy
described in the “ Critica Accounting Policies” section of this discussion.

A loanis considered impaired when, based on current information and events, it is probable that Peoples will be
unabl e to collect the scheduled payments of principal or interest according to the contractual terms of the loan
agreement. The measurement of potentia impaired loan losses is generally based on the present value of expected
future cash flows discounted at the loan’s contractual effective interest rate, or the fair value of the collateral if the loan
iscollateral dependent. If foreclosureis probable, impairment loss is measured based on the fair value of the collateral.
Information regarding Peoples’ impaired loansisincluded in Note 4 of the Notes to the Consolidated Financial

Statements.
Deposits
Peoples’ deposit balances were comprised of the following at December 31.:
(Dollarsin thousandsg 2008 2007 2006 2005 2004
Retail certificates of depost $ 626,195 $ 49,684 $ 514,88t $ 465,148 $ 456,850
Money market deposit accounts 213,498 153,29 134,387 110,372 107,394
Interest-beari ng transaction accounts 187,100 191,359 170,022 178,030 165,144
Savings accounts 115,419 107,389 114,186 131,221 157,145
Tota retail interest-bearing deposits 1,142,212 951,731 933480 884,771 886,533
Brokered certificates of depodts 44,116 59,589 129,128 41,786 29,909
Tota interes-bearing deposits 1,186,328 1,011,320 1,062,608 926,557 916,442
Non-interest-bearing deposts 180,040 175,057 170921 162,729 152,979
Total depost balances $1,366,368 $ 1,186,377 $1,233529 $1,089,286 $ 1,069,421

Overall, Peoples ability to attract and retain retail deposits in recent years has been challenged by progressively
intense competition for deposits within its markets. During 2008, Peoples successfully grew retail certificates of deposit
(“CDs") by attracting nearly $108 million of funds from customers outside its primary market area as an alternative to
higher-cost brokered deposits. Contributing to the higher retail CD balances in 2008 were $35.7 million of funds
deposited by customers through the Certificate of Deposit Account Registry System, or CDARS, program, with $18
million attributabl e to a single commercial deposit during the fourth quarter of 2008. These increases were partialy
offset by an $18.7 million decline in governmental deposits, which are subject to competitive bidding and typically

require pledging of investment securities as collateral .

Money market balances have nearly doubled since year-end 2005, due largely to Peoples offering a personal money
market product with a more competitive rate. 1n 2008, money market balances increased 39% in response to Peoples
offering more competitive rates, coupled with $45.6 million of additional funds from trust customers. Theincreasein
trust funds was largely the result of certain alternative money market funds offered by unaffiliated providers, which
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Peoples’ trust department had utilized for its customers, being closed to new deposits | ate in the fourth quarter of 2008,
due to the ultra-low short-term interest rates. Management considers these additional trust funds as short-term,
inexpensive funding source, athough the amounts could change unexpectedly in future periods.

A significant portion of Peoples’ interest-bearing transaction account balances are comprised of deposits from state
and local governmental entities, which are subject to periodic fluctuations based on the timing of tax collections and
subsequent expenditures or disbursements. While Peoples has experienced steady growth in these public funds over the
last few years, consumer balances contracted in 2008 and 2006, resulting in an overall decline in interest-bearing
transaction account balances.

In late 2005, Peoples’ implemented adirect mail and free gift marketing strategy designed to attract new customers
and increase non-interest-bearing deposits. This strategy generated many new customer accounts and higher consumer
balances. Theincreasein 2007 was attributed to commercia deposit growth. Peoples continues to focus on expanding
core deposit bal ances as ameans of reducing reliance on typically higher costing, wholesale funding sources.

In both 2008 and 2007, Peoples reduced its amount of brokered deposits, due to the retail deposit growth and
availability of other lower rate wholesa e funding. Management may continue to use brokered depositsin the future to
help manage interest rate sensitivity and liquidity, as well as maintain diversity in funding sources.

The maturities of certificates of deposit with total balances of $100,000 or more at December 31 were as follows:

(Dollarsin thousands) 2008 2007 2006 2005 2004

3 months or less $ 66757 $ 42809 $ 26601 $ 25834 $ 17,772

Over 3 to 6 months 50,545 33,411 47,738 25,628 17,923

Over 6 to 12 months 54,610 24,718 59,084 34,207 14,163

Over 12 months 63,345 43,386 89,049 82,174 76,267
Total $ 235257 $ 144324 $ 222472 $ 167,893 $ 126,125

Borrowed Funds

In 2008, Peoples reduced total borrowed funds 10%, to $429.6 million at December 31, 2008, as a $157.5 million
decrease in short-term FHLB borrowings was partially offset by a $76.3 million increase in long-term borrowings,
primarily FHLB advances, and higher balancesin retail repurchase agreements. The reduction in short-term FHLB
borrowings occurred as aresult of the retail deposit growth. Long-term borrowings increased due largely to an interest
rate risk management strategy initiated in the second half of 2007. Retail repurchase agreements were up in 2008, due
primarily to asingle commercial customer transferring approximately $14 million of money market deposits to an
overnight repurchase agreement late in the third quarter of 2008. Additional information regarding Peoples borrowed
funds can be found in Notes 8 and 9 of the Notes to the Consolidated Financia Statements.

Capital/Stockholders' Equity

At December 31, 2008, total stockholders’ equity was $186.6 million, down 8% compared to year-end 2007, due
mostly to alower fair value of Peoples’ available-for-sale investments. Peoples also declared dividends totaling $9.5
million, or $0.91 per share, in 2008, which exceeded net income by $2.0 million, compared to dividends of $9.2 million,
or $0.88 per share, in 2007, which represented 50.4% of 2007’ s net income.

Throughout 2008, the capita positions of Peoples and its banking subsidiary have remained substantially above
amounts needed to be considered well capitalized by banking regulations. These capital positions allowed Peoplesto
increase dividends declared to shareholders during 2008, despite lower earnings. However, Peoples’ ability to increase
its quarterly dividend in future periods, from its current rate of $0.23 per share, is restricted as the result of participating
in the TARP Capital Purchase Program. In addition, other restrictions and limitations may prohibit Peoples from
paying dividends even when sufficient cash isavailable. Further discussion regarding restrictions on Peoples’ ability to
pay future dividends can be found in Note 16 of the Notes to the Consolidated Financial Statements, aswell asthe
“Supervision and Regulation —TARP Capital Purchase Program” and “ Supervision and Regulation -Dividend
Restrictions” sections under Item 1 of this Form 10-K.

During 2008, Peoples has been less active with treasury stock purchases, as management has focused on
maintaining Peoples’ capita position, especially considering the uncertainty that existed in the financia markets and
economy as awhole. 1n 2008, Peoples repurchased 13,600 of its common shares, at an average price of $21.59, under
its announced stock repurchase program, compared to 463,600 common shares, at an average price of $26.21, in 2007.
Peoples’ ability to repurchase common sharesin future periods will be limited since the announced stock repurchase
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program expired on December 31, 2008, and Peoples participation in the TARP Capital Purchase Program restricts
repurchases of common shares. Additional information regarding these restrictions can be found in the “ Supervision
and Regulation-TARP Capital Purchase Program” section under Item 1 of this Form 10-K.

Management uses the tangibl e capita ratio as one measure of the adequacy of Peoples’ equity. Theratio, defined
astangible equity as a percentage of tangible assets, excludes the balance sheet impact of intangible assets acquired
through acquisitions. At December 31, 2008, Peoples' tangible capita ratio was 6.21% compared to 7.42% at
December 31, 2007. Thelower ratio compared to the prior year-end was the result of an 11% decrease in tangible
equity, due mostly to the lower fair value of the investment portfolio, coupled with a 7% increase in tangibl e assets from
purchases of investment securities.

Further information regarding Peoples and Peoples Bank’ s risk-based capital ratios can be found in Note 16 of the
Notes to Consolidated Financial Statements

Interest Rate Sensitivity and Liquidity

While Peoplesis exposed to various business risks, the risks relating to interest rate sensitivity and liquidity are
typically the most complex and dynamic risks that can materially impact future results of operations and financial
condition. The objective of Peoples’ asset/liability management (“ALM”) function is to measure and manage these
risks in order to optimize net interest income within the constraints of prudent capital adequacy, liquidity and safety.
This objective requires Peoples to focus on interest rate risk exposure and adequate liquidity through its management of
the mix of assets and liabilities, their related cash flows and the rates earned and paid on those assets and ligbilities.
Ultimately, the ALM function isintended to guide management in the acquisition and disposition of earning assets and
selection of appropriate funding sources.

Interest Rate Risk

Interest rate risk (“IRR”) is one of the most significant risks arising in the normal course of business of
financial services companies like Peoples. IRR isthe potentia for economic loss due to future interest rate changes
that can impact both the earnings stream as well as market val ues of financia assets and liabilities. Peoples
exposureto IRR is due primarily to differences in the maturity or repricing of earning assets and interest-bearing
liabilities. In addition, other factors, such as prepayments of loans and investment securities or early withdrawal of
deposits, can expose Peoplesto IRR and increase interest costs or reduce revenue streams.

Peopl es has assigned overall management of |RR to the ALCO, which has established an IRR management
policy that sets minimum requirements and guidelines for monitoring and managing the level and amount of IRR.
The objective of Peoples’ IRR policy isto assist the ALCO inits evaluation of the impact of changing interest rate
conditions on earnings and economic value of equity, as well as assist with the implementation of strategies
intended to reduce Peoples IRR. The management of IRR involves either maintaining or changing the level of risk
exposure by changing the repricing and maturity characteristics of the cash flows for specific assets or ligbilities.

The ALCO uses various methods to assess and monitor the current level of Peoples' IRR and the impact of
potential strategies or other changes. However, the ALCO predominantly relies on simulation modeling in its
overall management of IRR sinceit isadynamic measure. Simulation modeling a so estimates the impact of
potential changes in interest rates and balance sheet structures on future earnings and projected fair value of equity.

The modeling process starts with a base case simulation using the current balance sheet and current interest
rates held constant for the next twelve months. Alternate scenarios are prepared which simulate the impact of
increasing and decreasing market interest rates, assuming parallel yield curve shifts. Comparisons produced from
the simulation data, showing the changes in net interest income from the base interest rate scenario, illustrate the
risks associated with the current balance sheet structure. Additional simulations, when deemed appropriate or
necessary, are prepared using different interest rate scenarios than those used with the base case simulation and/or
possible changesin balance sheet composition. Comparisons showing the earnings and equity val ue variance from
the base case are provided to the ALCO for review and discussion.

The ALCO has established limits on changes in net interest income and the economic vaue of equity. The
ALCO limitsthe decrease in net interest income to 15% or less from base case for each 200 basis point shift in
interest rates measured over atwelve-month period. The ALCO limits the negative impact on net equity to 30% or
less given an immediate and sustained 200 basis point shift in interest rates.



The following table illustrates the estimated impact of an immediate and sustained change in interest rates
(dollarsin thousands):

Increasein Estimated (Decrease) | ncrease Egimated (Decrease) | ncrease
I nteres Rate in Net | nterest Income in Econamic Value of Equity
(in Basis Points) December 31, 2008 December 31, 2007 December 31, 2008 December 31, 2007
300 $ (1713 29% $ (8730) (161% $ (53%0) 2% $(30772 (12.1)%
200 (418 (0.7% (5,276) 9.7% (1,048) (05)% (19,186) (7.69%
100 84 0.1% (2,264) (4.2)% 2,946 13% (7,830 (3.)%

Thistable uses astandard, parallel shock analysis for ng the IRR to net interest income and the
economic value of equity. A parallel shock means al points on the yield curve (one year, two year, three year, etc.)
are directionally shocked the same amount of basis points (100 basis points equal to 1%). Although a paralel
shock table can give insight into the current direction and magnitude of IRR inherent in the balance sheet, interest
rates do not always move in acomplete parallel manner during interest rate cycles. These nonparallel movements
ininterest rates, commonly called yield curve steepening or flattening movements, tend to occur during the
beginning and end of an interest rate cycle. Asaresult, management conducts more advanced interest rate shock
scenarios to gain a better understanding of Peoples exposure to nonparallel rate shifts.

Throughout 2008, management shifted the bal ance sheet from itsliability sensitive interest risk position at
year-end 2007 to amore neutral position given the uncertainty regarding future interest rate changes. During the
fourth quarter of 2008, management took steps to move the bal ance sheet to an asset sensitive position in
preparation for arising interest rate environment. Specifically, management selectively increased and extended the
maturities of borrowed funds and retail CDs, thereby reducing overnight funding, and took steps to reposition the
investment portfolio to reduce price volatility. Due to these changes, management has reduced net interest income
at risk inan “up 100 basis point” rate shock as of December 31, 2008.

While the balance sheet positioning at December 31, 2008, shows areduction in net interest income for various
parale rate shock scenarios, these shocks do not take into account Peoples positioning along the interest rate curve
or ALCO's ability to take appropriate actions, when necessary, to further minimize the impact of changesin interest
rates on future earnings. The ALCO will continue to monitor Peoples overall IRR position and take appropriate
actions, when necessary, to preserve the current balance sheet risk position and minimize the impact of changesin
interest rates on future earnings.

Liquidity

In addition to IRR management, another major objective of the ALCO isto maintain asufficient level of
liquidity. The ALCO definesliquidity as the ability to meet anticipated and unanticipated operating cash needs,
loan demand and deposit withdrawals, without incurring a sustained negative impact on profitability. The ALCO’s
liquidity management policy sets limits on the net liquidity position and the concentration of non-core funding
sources, both wholesal e funding and brokered deposits.

Typically, the main source of liquidity for Peoplesis deposit growth. Liquidity isalso provided by cash
generated from earning assets such as maturities, calls, principa payments and interest income from loans and
investment securities. Peoples also uses various wholesale funding sources to supplement funding from customer
deposits. These external sources aso provide Peoples with the ability to obtain large quantities of fundsin a
relatively short time period in the event of unanticipated cash needs.

At December 31, 2008, Peoples had available borrowing capacity through its whol esal e funding sources and
unpledged investment securities totaling approximately $124 million that can be used to satisfy liquidity needs,
unchanged versus year-end 2007. Thisliquidity position excludes the impact of Peoples ability to obtain
additiona funding by either offering higher rates on retail deposits or issuing additional brokered deposits. During
2008, management took steps to enhance the diversity of the liquidity sources as a means of reducing reliance of
the FHLB for liquidity. Management believes the current balance of cash and cash equivalents and anticipated cash
flows from the investment portfolio, along with the availability of other funding sources, will alow Peoples to meet
anticipated cash obligations, as well as specia needs and off-bal ance sheet commitments.

Off-Balance Sheet Activitiesand Contractual Obligations

Peoples routinely engages in activities that involve, to varying degrees, elements of risk that are not reflected in
wholeor in part in the Consolidated Financial Statements. These activities are part of Peoples’ normal course of
business and include traditional off-balance sheet credit-related financial instruments, interest rate contracts, operating
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leases, long-term debt and commitments to make additional capital contributions in low-income housing tax credit
investments.

The following is asummary of Peoples’ significant off-balance sheet activities and contractua obligations.
Detailed information regarding these activities and obligations can be found in the Notes to the Consolidated Financial
Statements as follows:

Activity or Obligation Note
Off-balance sheet credit-related financid instruments 15
Interest rate contracts 15
Low-income housing tax credit investments 15
Operating |ease obligations 5
Long-term debt obligations 9
Junior subordinated notes held by subsidiary trusts 10

Traditional off-balance sheet credit-related financial instruments are primarily commitments to extend credit and
standby letters of credit. These activities are necessary to meet the financing needs of customers and could require
Peoples to make cash payments to third parties in the event certain specified future events occur. The contractual
amounts represent the extent of Peoples’ exposure in these off-balance sheet activities. However, since certain off-
balance sheet commitments, particularly standby letters of credit, are expected to expire or only partialy be used, the
total amount of commitments does not necessarily represent future cash requirements.

At December 31, 2008, Peoples held an option to initiate an interest rate swap with a notional amount of $17
million. Thisinterest rate contract is carried at fair value on Peoples' Consolidated Balance Sheets, with the fair value
representing the net present value of expected future cash receipts or payments based on market interest rates as of the
balance sheet date. As aresult, the amounts recorded do not represent the amounts that may ultimately be paid or
received under this contract. Peoples may consider using other interest rate contracts or derivativesin the future, as
deemed appropriate by management and the ALCO, to help manage Peoples’ interest rate risk position.

Peoples a so has commitments to make additional capital contributionsin low-income housing tax credit funds,
consisting of apool of low-income housing projects. Asalimited partner in these funds, Peoples receives federa
income tax benefits, which assist Peoplesin managing its overall tax burden. Since the future contributions are
conditioned on certain future events, the total amount of future equity contributions at December 31, 2008, is not
reflected on the Consolidated Balance Shests.

Peopl es continues to lease certain facilities and equipment under honcancel able operating |eases with terms
providing for fixed monthly payments over periods generally ranging from two to ten years. Many of Peoples’ |eased
facilities areinside retail shopping centers and, as aresult, are not available for purchase. Management believes these
leased facilities increase Peoples’ visibility within its markets and afford sales associates additional access to current
and potentia clients.

The following table detail s the aggregate amount of future payments Peoples is required to make under certain
contractua obligations as of December 31, 2008:

Payments due by period

Lessthan 1 Morethan
(Dollarsin thousands) Total year 1-3 years 3-5years 5 years
Long-term debt (1) $ 308297 $ 67025 $ 76865 $ 38147 $ 126,260
Junior subordinated notes held by
subsidiary trust (1) 22,495 - - - 22,495
Operating leases 6,512 861 1,676 1,666 2,309
Time deposits 670,311 460,944 164,644 44,485 238
Total $ 1007615 $ 528830 $ 243185 $ 84298 $ 151,302

@ Amounts reflect solely the minimum required principa payments.

Management does not anticipate Peoples’ current off-balance sheet activities and contractual obligations will have a
material impact on future results of operations and financial condition based on past experience.
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Effects of Inflation on Financial Statements

Substantialy all of Peoples’ assets relate to banking and are monetary in nature. Asaresult, inflation does not
impact Peoples to the same degree as companies in capital -intensive industries in a replacement cost environment.
During a period of rising prices, a net monetary asset position resultsin aloss in purchasing power and conversely a net
monetary liability position resultsin an increasein purchasing power. The opposite would be true during a period of
decreasing prices. Inthe banking industry, monetary assets typically exceed monetary liabilities. The current monetary
policy targeting low levels of inflation has resulted in relatively stable price levels. Therefore, inflation has had little
impact on Peoples’ net assets.

Future Outlook

Peopl es continues to focus on serving clients, diversifying revenues, improving operating efficiency and reducing
reliance on net interest income. However, contraction in the economy and commercial real estate markets created
increasingly difficult conditions within the financial servicesindustry. The impact of these adverse conditions on loan
quality and certain investment securities overshadowed any positive results in 2008 but highlighted the value of
Peoples’ strong capital position and liquidity levels.

A mgjor emphasis for management in 2008 was protecting Peoples’ capital and improving liquidity levels. This
focus provided stable capital ratios. In January 2009, Peoplestook stepsto fortify its capital position by participating in
the TARP Capital Purchase Program, which generated $39 million of new equity capital. With this additional capital,
Peoples’ Tier 1 and Total Risk-Based Capital ratiosincreased to 13.55% and 16.15%, using the risk-based capital data
at December 31, 2008, compared to the year-end 2008 ratios of 11.88% and 13.19%, respectively. Peoples primary
intent is to use the new capital for loan originations, athough the stronger capita position also affords greater capacity
to work through problem loans and to provide appropriate relief to struggling mortgage and consumer borrowers.

In 2008, net interest income and margin improvement occurred from the combination of lower short-term market
rates and retail deposit growth. During the fourth quarter of 2008, the aggressive action by the Federal Reserve resulted
in short-term rates falling to historically low levels. Management believes net interest margin pressure could intensify if
the Federal Reserve keeps rates at current ultra-low levels for an extended period. However, management remains
focused on maintaining net interest income levels and preserving Peoples’ current asset sensitive interest rate risk
position in preparation for the eventual rising interest rate environment. Given the uncertainty surrounding the timing
and magnitude of future interest rate changes, as well as the impact of competition for loans and deposits, Peoples’ net
interest margin and income remain inherently difficult to predict and manage.

The investment securities portfolio could remain a significant portion of the earning asset base in 2009. Peoples
may take additional steps to reposition the investment portfolio and further reduce interest rate exposures as
opportunities arise due to changes in market conditions. In addition, the cash flow being generated from the investment
portfolio on amonthly basis has increased significantly due largely to overall increase in the size of the portfolio and
higher investment in mortgage-backed securities. Asaresult, Peoples could adjust the size or composition of the
portfolio based on, among other factors, changesin the loan portfolio, liquidity needs and interest rate conditions.

In 2007 and 2008, tota loan balances were impacted by elevated levels of payoffs and charge-offs, which offset
new production. 1n 2009, management does not anticipate the same level of payoffs or charge-offs. Loan growth still
could be challenged by economic conditions and the impact of selling residential real estate loansto the secondary
market. Peoples’ lenders remain committed to originating loans that meet prudent underwriting standards given current
economic conditions.

In 2008, non-interest income benefited from growth in deposit account service charges and e-banking income.
While management believes similar increases could occur in these areas during 2009, total non-interest income levels
could be challenged by the continued pressure on fiduciary and brokerage revenues from lower market values of
investments. Mortgage banking income could benefit from customers seeking to refinance existing loans due to the
lower interest rate, although the impact of sluggish conditions in the housing market and economy in genera could
reduce home sa es and, thus, demand for new mortgage loans. Peoples remains committed to customer-focused
delivery of financial services and increasing cross-sal e activity among its business lines, which should produce
additional non-interest revenues.

Operating expense growth has been minimal over the last couple years due to management’ s efforts to improve
efficiencies. While cost control will remain a priority in 2009, management anticipates a modest increase in total non-
interest expense in 2009, due mostly to higher deposit insurance costs. Peoples’ election to participate in the FDIC's
Temporary Liquidity Guarantee Program, which provides unlimited deposit insurance on funds in non-interest-bearing
transaction deposit accounts, will result in dightly higher assessment rates during 2009. In addition, the FDIC has
announced plans to impose emergency special assessments on al insured institutions during 2009 to ensure the
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continued strength of the deposit insurance fund. If these specia assessments are imposed, Peoples' 2009 FDIC
insurance expense could be significantly higher than recent periods. The increased number of bank failures during
2008, coupled with the potential for additiona failuresin 2009, may cause the deposit insurance fund to decrease to
levels that will require further increases in the assessment rates. Management believes the trend in recent periods of
rising employee medical benefit costs will continue and anticipates an increase in pension expense from changes to
certain variabl es, such as the discount rate, used to determine the net periodic benefit cost. These increases could result
in higher salary and employee benefit costs compared to the amount incurred in 2008. However, the increase in base
salaries and wages in 2009 should be minimal, as upper management will not accept any salary increases for 2009.

Peoples continues to be proactive in identifying possible problem loans and remains diligent in its collection
efforts. Asset quality will remain amajor foca point in 2009, as management works through extremely difficult market
conditions. A key goal for 2009 will be reducing nonperforming loans. However, the market for selling propertiesis
much slower than in past years, so it will take time to resolve some of these problem loans.

Growing retail deposit balances and reducing Peoples’ reliance on higher cost wholesal e funding sources will
remain apoint of emphasisin 2009. Competition for deposits could make it difficult for Peoples to build on its recent
success. Still, Peoples’ sales associates are focused on devel oping long-term relationships and uncovering other
financial needs of these new customers, while at the same time expanding rel ationshi ps with existing customers, and
working to deliver the right financial products and services to Peoples growing customer base.

In recent years, Peoples has been successful at growing its business and revenues through strategic acquisitions and
expansion. Management believes conditionsin several markets served by Peoples could provide opportunities for
potential growth. Further, management believes Peoples’ capita position remains at levels that will support disciplined
balance sheet growth opportunities. The evaluation of potential acquisitionswill be more strenuous and selective,
especially considering the value of capital during difficult economic times. Ultimately, any future expansion will be
driven by growth opportunities in both deposits and loans.

While the need to generate short-term results is understood, management believesits disciplined, long-term
approach to improving earnings through diversification of the revenue base will allow Peoples’ to build the greatest
value for shareholders. Peoples remains a service-oriented company with afocus on satisfying clients through a
relationship sales process. Through this process, sales associates work to anticipate, uncover and solve their clients
every financial need, from insurance to banking to investment services.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

Please refer to the section captioned “Interest Rate Sensitivity and Liquidity” under Item 7 of this Form 10-K,
which section isincorporated herein by reference.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The Consolidated Financial Statements and accompanying notes, and the report of independent registered public
accounting firm, are set forth immediately following Item 9B of this Form 10-K.

ITEM 9. CHANGESIN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

No response required.

ITEM 9A. CONTROLSAND PROCEDURES

Disclosure Controls and Procedures

Peoples’ management, with the participation of Peoples' President and Chief Executive Officer and Peoples’ Chief
Financial Officer and Treasurer, has evaluated the effectiveness of Peoples’ disclosure controls and procedures (as
defined in Rules 13a-15(€) and 15d-15(€) under the Securities Exchange Act of 1934, as amended) (the “Exchange
Act”) as of December 31, 2008. Based upon that evaluation, Peoples' President and Chief Executive Officer and
Peoples’ Chief Financia Officer and Treasurer have concluded that:
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(@) information required to be disclosed by Peoplesin this Annual Report on Form 10-K and other reports Peoples
files or submits under the Exchange Act would be accumulated and communi cated to Peoples’ management,
including its President and Chief Executive Officer and its Executive Vice President, Chief Financia Officer
and Treasurer, as appropriate to allow timely decisions regarding required disclosure;

(b) information required to be disclosed by Peoplesin this Annual Report on Form 10-K and other reports Peoples
files or submits under the Exchange Act would be recorded, processed, summarized and reported within the
timeframe specified in the SEC’ s rules and forms; and

(c) Peoples' disclosure controls and procedures were effective as of the end of the fiscal year covered by this
Annua Report on Form 10-K.

Management’s Annual Report on Internal Control Over Financial Reporting
The “Report of Management’ s Assessment of Internal Control Over Financial Reporting” required by Item 308(a)
of SEC Regulation S-K is included on page 50 of this Annual Report on Form 10-K.

Attestation Report of Independent Registered Public Accounting Firm

The “Report of Independent Registered Public Accounting Firm on Effectiveness of Internal Control Over
Financial Reporting” required by Item 308(b) of SEC Regulation S-K isincluded on page 51 of this Annua Report on
Form 10-K.

Changesin Internal Control over Financial Reporting

During the fourth quarter of Peoples’ fiscal year ended December 31, 2008, no changes were made in Peoples’
internal control over financial reporting that have materialy effected, or are reasonably likely to materialy effect,
Peoples’ interna control over financial reporting.

ITEM 9B. OTHER INFORMATION

No response required.
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Report of Management’s Assessment of Internal Control Over Financial Reporting

Peoples’ management is responsible for establishing and maintaining adequate internal control over financial
reporting, as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934, as amended.
Peoples’ interna control over financial reporting has been designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation, integrity, and fair presentation of Peoples' Consolidated
Financia Statements for external purposesin accordance with United States generally accepted accounting
principles.

With the supervision and participation of its President and Chief Executive Officer and its Executive Vice
President, Chief Financia Officer and Treasurer, management evaluated the effectiveness of its internal control
over financia reporting as of December 31, 2008, using the framework set forth by the Committee of Sponsoring
Organizations of the Treadway Commission.

No matter how well designed, internal control over financia reporting may not prevent or detect all misstatements.
Projection of the evaluation of effectiveness to future periods is subject to risks, including but not limited to (a)
controls may become inadequate due to changesin conditions; (b) a deterioration in the degree of compliance with
policies or procedures; and (c) the possibility of control circumvention or override, any of which may lead to
misstatements due to undetected error or fraud. Effectiveinterna control over financia reporting can provide only
areasonabl e assurance with respect to financia statement preparation and reporting.

Management assessed the effectiveness of Peoples’ internal control over financial reporting as of December 31,
2008, and, based on this assessment, has concluded Peoples’ interna control over financial reporting is effective as
of that date.

Peoples’ independent registered public accounting firm, Ernst & Young LLP has audited the Consolidated
Financia Statements included in this Annual Report and hasissued an attestation report on Peoples’ internal
control over financia reporting.

/Y MARK F. BRADLEY /s EDWARD G. SLOANE
Mark F. Bradley Edward G. Sloane
President and Chief Executive Officer Executive Vice President,

Chief Financial Officer and Treasurer
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Report of Independent Registered Public Accounting Firm on Effectiveness of Internal Control Over Financial
Reporting

The Board of Directorsand Shareholders of Peoples Bancorp Inc.

We have audited Peoples Bancorp Inc.’sinternal control over financial reporting as of December 31, 2008, based
on criteriaestablished in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organi zations of the Treadway Commission (the COSO criteria). Peoples Bancorp Inc.’s management is
responsible for maintaining effective interna control over financial reporting, and for its assessment of the
effectiveness of internal control over financia reporting included in the accompanying Report of Management’s
Assessment of Internal Control Over Financial Reporting. Our responsibility isto express an opinion on the
company’sinternal control over financia 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 al material respects. Our audit
included obtaining an understanding of internal control over financia reporting, assessing therisk that a materia
weakness exists, testing and eval uating the design and operating effectiveness of interna control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

A company’sinterna control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financia reporting and the preparation of financial statementsfor external purposesin
accordance with generally accepted accounting principles. A company’sinterna control over financia 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 necessary 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 financia statements.

Because of itsinherent limitations, internal control over financia 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, Peoples Bancorp Inc. maintained, in all material respects, effectiveinterna control over financial
reporting as of December 31, 2008, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated bal ance sheets of Peoples Bancorp Inc. as of December 31, 2008 and 2007, and
the related consolidated statements of income, stockholders' equity, and cash flows for each of the three yearsin
the period ended December 31, 2008, and our report dated March 2, 2009 expressed an unqualified opinion
thereon.

Samet ¥ LLP

Charleston, West Virginia
March 2, 2009
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Report of Independent Registered Public Accounting Firm on Consolidated Financial Statements

The Board of Directorsand Shareholder s of Peoples Bancorp Inc.

We have audited the accompanying consolidated balance sheets of Peoples Bancorp Inc. and subsidiaries as of
December 31, 2008 and 2007, and the related consolidated statements of income, stockholders’ equity, and cash
flows for each of the three years in the period ended December 31, 2008. These financia statements are the
responsibility of Peoples Bancorp Inc.’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 disclosures in the financia statements. An audit aso includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonabl e basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Peoples Bancorp Inc. and subsidiaries at December 31, 2008 and 2007, and the consolidated
results of their operations and their cash flows for each of the three years in the period ended December 31, 2008,
in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Peoples Bancorp Inc.’sinternal control over financia reporting as of December 31, 2008, based
on criteriaestablished in Internal Control—Integrated Framework issued by the Committee of Sponsoring

Organi zations of the Treadway Commission and our report dated March 2, 2009, expressed an unqualified opinion
thereon.

Gramet ¥ LLP

Charleston, West Virginia
March 2, 2009
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PEOPLESBANCORP INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,
(Dallarsin thousands) 2008 2007
Assets
Cash and cash equivalents:
Cash and due from banks $ 34339 $ 43275
I nterest-bearing deposits in other banks 1,209 1,925
Total cash and cash equivalents 35,598 45,200
Available-for-sale investment securities, at fair value (amortized cost of
$696,855 and $535,979 at December 31, 2008 and 2007, respectively) 684,757 542,231
Other investment securities, at cost 23,996 23,232
Total investment securities 708,753 565,463
Loans, net of deferred fees and costs 1,104,032 1,120,941
Allowance for loan losses (22,931) (15,718)
Net loans 1,081,101 1,105,223
Loans held for sale 791 1,994
Bank premises and equipment, net 25111 24,803
Bank owned life insurance 51,873 50,291
Goodwill 62,520 62,520
Other intangible assets 3,886 5,509
Other assets 32,705 24,550
Total assets $ 2,002,338 $ 1,885,553
Liabilities
Deposits:
Non-interest-bearing $ 180040 $ 175,057
Interest-bearing 1,186,328 1,011,320
Total deposits 1,366,368 1,186,377
Short-term borrowings:
Federal funds purchased and securities sold under agreements to repurchase 68,852 35,041
Federal Home Loan Bank advances 30,000 187,500
Total short-term borrowings 98,852 222,541
Long-term borrowings 308,297 231,979
Junior subordinated notes held by subsidiary trusts 22,495 22,460
Accrued expenses and other liahilities 19,700 19,360
Total liahilities 1,815,712 1,682,717
Stockholders' Equity
Common stock, no par value, 24,000,000 shares authorized,
10,975,364 shares issued and 10,925,954 sharesissued a December 31, 2008
and 2007, respectively, including sharesin treasury 164,716 163,399
Retained earnings 50,512 52,527
Accumulated comprehensive (loss) income, net of deferred income taxes (12,288) 3,014
Treasury stock, at cost, 641,480 shares and 629,206 shares at December 31, 2008
and 2007, respectively (16,314) (16,104)
Total stockholders' equity 186,626 202,836
Total liabilities and stockholders eguity $ 2,002,338 $ 1,885,553

See Notes to the Consolidated Financial Satements.
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PEOPLESBANCORP INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

(Dollarsin thousands, except per share data) 2008 2007 2006
Interest Income:
Interest and fees on loans $ 74268  $ 8503 $ 81,329
Interest and dividends on taxable investment securities 29,106 25,647 24,418
Interest on tax-exempt investment securities 2,788 2,567 2,867
Other interest income 65 170 180
Total interest income 106,227 113,419 108,794
Interest Expense:
Interest on deposits 31,310 36,975 32,261
Interest on short-term borrowings 3,383 11,835 10,443
Interest on long-term borrowings 11,079 8,513 10,271
Interest on junior subordinated notes held by subsidiary trusts 1,976 2,175 2,602
Total interest expense 47,748 59,498 55,577
Net interest income 58,479 53,921 53,217
Provision for loan losses 27,640 3,959 3,622
Net interest income after provision for loan losses 30,839 49,962 49,595
Other Income:
Deposit account service charges 10,137 9,890 10,215
Insurance income 9,902 9,701 9,619
Trust and investment income 5,139 4,983 4,258
Electronic banking income 3,882 3,524 3,080
Bank owned life insurance 1,582 1,661 1,637
Mortgage banking income 681 885 825
(Loss) gain on investment securities (2,592) (6,062) 265
Gain on sale of banking offices 775 - 454
Other non-interest income 755 782 772
Tota other income 30,261 25,364 31,125
Other Expenses:
Salaries and employee benefit costs 28,521 27,552 26,178
Net occupancy and equipment 5,540 5,298 5,252
Electronic banking expense 2,289 2,206 1,793
Professional fees 2,212 2,246 2,465
Data processing and software 2,181 2,210 1,905
Franchise tax 1,609 973 1,760
Amortization of other intangible assets 1,586 1,934 2,261
Marketing 1,293 1,515 1,659
FDIC insurance 361 146 143
Other non-interest expense 7,893 7,372 7,881
Total other expenses 53,485 51,452 51,297
Income before income taxes 7,615 23,874 29,423
I ncome taxes:
Current 3,021 6,548 8,121
Deferred (2,861) (988) (256)
Total income taxes 160 5,560 7,865
Net income $ 7455 % 18314  $ 21,558
Earnings per share:
Basic $ 072 $ 175 % 2.03
Diluted $ 072 $ 174  $ 2.01
Weighted-aver age number of shares outstanding:
Basic 10,315,263 10,462,933 10,606,570
Diluted 10,348,579 10,529,634 10,723,933

See Notes to the Consolidated Financial Satements.
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PEOPLESBANCORP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY

Common Retained Accumulated Treasury

(Dollarsinthousands, except per share data) Sock Earnings  Comprehengve Sock Total
Balance, December 31, 2005 $ 162231 $ D740 $ (e $ (8779 $ 183,077
Net income 21,558 21,558
Other conprehengve income, net of tax 137 137
Cash dividends declared of $0.83 per share (8,8%9) (8,859)
Stock opti on exercises (878) 3575 2,697
Tax berefit from exercise of stock options 34 34
Purchase of treasury sock (12149 (1,224)
Common gock issued under dividend 577 577

reinvestment plan
Stock-based compensation expense 280 280
Issuance of conmon stock related to acouistions

Putnam Agency, Inc. 19 121 140

Barengo | nsurance Agency, Inc. 41 369 410
Adiugment toinitally apply SFAS 158, net of tax (2,018) (2,018)
Balance, December 31, 2006 $ 162664 $ 4340 $ 297 $ (5B927) $ 197,169
Net income 18,314 18,314
Other conprehendve income, net of tax 6,011 6,011
Cash di vidends declared of $0.88 per share (9,226) (9,226)
Stock option exercises (626) 1585 959
Tax berefit from exercise of stock options 146 146
Purchase of treasury sock (12,350 (12,350)
Common gtock issued under dividend &8 438

reinvesment plan
Stock-based compensation expense 301 01
Issuance of conmon stock related to acouistions

Putnam Agency, Inc. (5) 129 124

Barengo | nsurance Agency, Inc. 9 459 450
Balance, December 31, 2007 $ 163399 $ 525277 % 3014 $ (161049 $ 202,836
Net income 7,45 7,455
Other comprehensve loss, net of tax (15,302) (15,302)
Cash d vidends declared of $0.91 per share 9,470) (9,470)
Stock option exercises (113) 296 183
Tax benefit from exercise of stock options 32 (32)
Purchase of treasury stock (506) (506)
Common gtock issued under dividerd %4 %4

reinvesment plan
Stock-based compensation expense 498 498
Balance, December 31, 2008 $ 164716 $ 50512 $ (12,288) $ (16314 $ 186,626

See Notes to the Consolidated Financial Satements.
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PEOPLESBANCORP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended December 31,

(Dollarsin thousands) 2008 2007 2006
Operating activities
Net income $ 745 $ 18314 $ 21558
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization, and accretion, net 5,749 7,188 8,653
Provision for loan losses 27,640 3,959 3,622
Bank owned life insurance income (1,582) (1,661) (1,637)
Net loss (gain) on investment securities 2,592 6,062 (265)
Loans originated for sale (31,069) (40,582) (36,285)
Proceeds from sales of loans 32,546 40,065 36,806
Net gains on sales of loans (555) (750) (720)
Deferred income tax benefit (2,861) (988) (256)
(Decrease) increase in accrued expenses (429) (1,9412) 2,129
Decrease (increase) in interest receivable 1,055 610 (1,099)
Other, net (4,977) 605 (1,533)
Net cash provided by operating activities 35,564 30,881 30,973
Investing activities
Available-for-sale securities:
Purchases (457,226) (151,912) (52,195)
Proceeds from sales 156,767 151 11,101
Proceeds from maturities, calls and prepayments 137,292 136,491 82,013
Net (increase) decreasein loans (3,209) 9,260 (64,493)
Net expenditures for premises and equipment (3,449) (3,027) (2,712)
Proceeds from sales of other real estate owned 273 107 670
Acquisitions, net of cash received - (1,070) (1,453)
Sale of banking offices and other assets 775 - (2,843)
Investment in limited partnership and tax credit funds (249) (426) (1,349)
Net cash used in investing activities (168,926) (10,426) (31,260)
Financing activities
Net increase in non-interest-bearing deposits 4,983 4,136 7,734
Net increase (decrease) in interest-bearing deposits 174,900 (51,453) 139,497
Net (decrease) increase in short-term borrowings (123,689) 27,658 21,187
Proceeds from long-term borrowings 140,000 115,000 30,000
Payments on long-term borrowings (63,682) (83,814) (191,672)
Cash dividends paid on common shares (8,423) (8,373) (8,164)
Purchase of treasury stock (506) (12,350) (1,214)
Proceeds from issuance of common stock 210 989 2,719
Redemption of trust preferred securities - (7,000) (25)
Excess tax (expense) benefit for share based payments (33) 146 383
Net cash provided by (used in) financing activities 123,760 (15,061) 445
Net (decrease) increase in cash and cash equivaents (9,602) 5,394 158
Cash and cash eguivalents at beginning of year 45,200 39,806 39,648
Cash and cash eguivalents at end of year $ 35598 $ 45200 $ 39,806
Supplemental cash flow information:
Interest paid $ 48138 $ 60,037 $ 54,444
Income taxes paid 4,395 5,253 5,446
Value of sharesissued for acquisitions — 574 550

See Notes to the Consolidated Financial Satements.
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PEOPLESBANCORP INC. AND SUBSIDIARIES
Notesto the Consolidated Financial Statements

Peoples Bancorp Inc. isafinancia holding company that offers afull range of financial services and products,
including commercia and retail banking, insurance, brokerage and trust services, through its principal operating
subsidiary, Peoples Bank, National Association (“Peoples Bank™). Services are provided through 49 financial service
locations and 38 automated teller machines in Ohio, West Virginia and Kentucky, as well as internet-based banking.

Notel. Summary of Significant Accounting Policies

The accounting and reporting policies of Peoples Bancorp Inc. and Subsidiaries (“Peoples’ refersto, Peoples
Bancorp Inc. and its consolidated subsidiaries collectively, except where the context indicates the reference relates solely
to Peoples Bancorp Inc.) conform to generally accepted accounting principles in the United States of America (“US
GAAP") and to general practices within the banking industry. The preparation of the financia statementsin conformity
with US GAAP requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates. Certain itemsin prior financial
statements have been reclassified to conform to the current presentation, which had no impact on net income,
comprehensive income or loss, net cash provided by operating activities or stockholders' equity.

The following is a summary of significant accounting policies followed in the preparation of the financia statements:

Consolidation: Peoples’ Consolidated Financial Statements include subsidiaries in which Peoples has a controlling
financial interest, principally defined as owning avoting interest greater than 50%. In addition, entities not
controlled by voting interests or in which the equity investors do not bear the residual economic risks, but for which
Peoplesis the primary beneficiary are a so consolidated.

The Consolidated Financia Statements include the accounts of Peoples and its consolidated subsidiaries, Peoples
Bank and Peoples Investment Company, along with their wholly-owned subsidiaries. Peoples previously formed two
statutory business trusts described in Note 10 that are variable interest entities under FIN 46 for which Peoplesis not
the primary beneficiary. Asaresult, the accounts of these trusts are not included in Peoples’ Consolidated Financia
Statements. All significant intercompany accounts and transactions have been eliminated.

Cash and Cash Equivalents: Cash and cash eguivalents include cash and due from banks, interest-bearing deposits
in other banks, Federa Funds sold and other short-term investments, al with original maturities of ninety days or
less.

I nvestment Securities: Investment securities are recorded initially at cost, which includes premiums and discounts if
purchased at other than par or face value. Peoples amortizes premiums and accretes discounts as an adjustment to
interest income on alevel yield basis. The cost of investment securities sold, and any resulting gain or loss, is based
on the specific identification method and recognized as of the trade date.

Management determines the appropriate classification of investment securities at the time of purchase. Held-to-
maturity securities are those securities that Peoples has the positive intent and ability to hold to maturity and are
recorded at amortized cost. Available-for-sale securities are those securities that would be available to be sold in the
future in response to Peoples’ liquidity needs, changes in market interest rates, and asset-liability management
strategies, among other considerations. Available-for-sale securities are reported at fair value, with unrealized
holding gains and losses reported in stockholders' equity as a separate component of other comprehensive income or
loss, net of applicable deferred income taxes. Trading securities are those securities bought and held principally for
the purpose of selling in the near term. Trading securities are reported at fair value, with holding gains and losses
recognized in earnings. Presently, Peoples classifiesits entire investment portfolio as avail able-for-sale.

Certain restricted equity securities that do not have readily determinable fair val ues and for which Peoples does
not exercise significant influence, are carried at cost. These cost method securities are reported as other investment
securities on the Consolidated Balance Sheets and consist solely of shares of the Federa Home Loan Bank (“FHLB")
of Cincinnati and the Federal Reserve Bank of Cleveland.

Management systematically evaluates investment securities for other-than-temporary declinesin fair valueon a
quarterly basis. This analysis regquires management to consider various factors, which include (1) duration and
magnitude of the declinein value, (2) the financia condition of the issuer or issuers, (3) structure of the security and
(4) Peoples' ability and intent to continue holding the investment for a period of time sufficient to allow for any
anticipated recovery in market value. Declinesin estimated fair value of investment securities below their cost that
are deemed to be other-than-temporary are recorded in earnings as realized | osses.
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Securities Sold Under Agreementsto Repurchase: Peoples enters into sales of securities under agreementsto
repurchase (“ Repurchase Agreements”) with customers and other financial service companies, which are treated as
financings. The obligations to repurchase securities sold are recorded as aliability on the Consolidated Balance
Sheets and disclosed in Notes 8 and 9. Securities pledged as collateral under Repurchase Agreements areincluded in
investment securities on the Consolidated Balance Sheets. The fair value of the collateral pledged to athird party is
continually monitored and additiona collateral is pledged or returned, as deemed appropriate.

Loans: Loans originated that Peoples has the positive intent and ability to hold for the foreseeabl e future or to
maturity or payoff are reported at the principal baance outstanding, net of deferred |oan fees and costs and an
allowancefor loan losses. The foreseeable future is based upon current market conditions and business strategies, as
well as balance sheet management and liquidity. Asthe conditions change, so may management’s view of the
foreseeable future. Net deferred loan costs were $946,000 and $578,000 at December 31, 2008 and 2007,
respectively.

A loanis considered impaired, based on current information and events, if it is probable that collection of
principal and interest payments when due according to the contractual terms of the loan agreement is doubtful.
Impaired loans include commercia loans placed on nonaccrual status, renegotiated or internally classified as
substandard or doubtful (as those terms are defined by banking regulations) and meet the definition of impaired
loans. The amount of impairment is based on the fair value of the underlying collatera if repayment is expected
solely from the sale of the collateral. Amounts deemed uncollectible are charged-off against the allowance for loan
losses. Consumer and residential real estate loanstypically are not placed on nonaccrual, and instead are charged
down to the net realizable value.

Loans acquired in a business combination that have evidence of deterioration of credit quality since origination
and for which it is probable, at acquisition, that Peoples will be unable to collect all contractualy required payments
receivable areinitialy recorded at fair value (the present value of the amounts expected to be collected) with no
valuation alowance. The difference between the undiscounted cash flows expected at acquisition and the investment
in the loan, or the “accretable yield”, isrecognized as interest income on alevel -yield method over thelife of the
loan. Contractually required payments for interest and principal that exceed the undiscounted cash flows expected at
acquisition, or the “nonaccretabl e difference’, are not recognized as ayield adjustment or as aloss accrua or a
valuation alowance.

Over thelife of these acquired loans, management continues to monitor each acquired loan portfolio for changes
in credit quality. Subseguent increases in expected cash flows subsequent to acquisition are recognized prospectively
over their remaining life as ayield adjustment on the loans. Subsequent decreases in expected cash flows are
recognized as impairment, with the amount of the expected loss included in management’ s evaluation of the
adequacy of the allowance for loan | oss.

LoansHeld for Sale: Loans originated and intended to be sold in the secondary market, generally one-to-four family
residentia loans, are carried at the lower of cost or estimated fair value determined on an aggregate basis. Gains and
losses on sales of loans held for sale are included in mortgage banking income.

Peoples entersinto interest rate lock commitments with borrowers and best efforts commitments with investors
on loans originated for sale into the secondary markets. Peoples uses these commitments to manage the inherent
interest rate and pricing risk associated with selling loans in the secondary market. The interest rate lock
commitments generally terminate once the loan is funded, the lock period expires or the borrower decides not to
contract for the loan. The best efforts commitments generally terminate once the loan is sold, the commitment period
expires or the borrower decides not to contract for the loan. These commitments are considered derivatives which
are generally accounted for by recognizing their estimated fair value on the Consolidated Balance Sheets as either a
freestanding asset or liability. The valuation of such commitments does not consider expected cash flows related to
the servicing of the future loan. Management has determined these derivatives do not have a material effect on
Peoples’ financial position, results of operations or cash flows.

Allowance for Loan Losses: The alowance for loan lossesis a valuation allowance for management’s estimate of
the probabl e credit losses inherent in the loan portfolio. Management’s evaluation of the adequacy of the allowance
for loan loss and the appropriate provision for loan losses is based upon a quarterly evaluation of the portfolio. This
forma analysisisinherently subjective and requires management to make significant estimates of factors affecting
loan losses, including specific losses, levels and trends in impaired and nonperforming loans, historical loan loss
experience, current national and loca economic conditions, volume, growth and composition of the portfolio,
regulatory guidance and other relevant factors. Loans deemed to be uncollectible are charged against the alowance
for loan losses, while recoveries of previously charged-off amounts are credited to the allowance for loan | osses.
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The amount of the alowance for the various loan types represents management’ s estimate of expected losses
from existing loans based upon specific alocations for individual lending relationships and historical loss experience
for each category of homogeneous loans adjusted for certain qualitative risk factors. The alowance for loan loss
related to an impaired loan is based on discounted cash flows using the loan’ sinitial effective interest rate or the fair
value of the collateral for certain collateral dependent loans. This evaluation requires management to make estimates
of the amounts and timing of future cash flows on impaired loans, which consist primarily of nonaccrua and
restructured loans. While alocations are made to specific loans and pools of loans, the allowance is available for all
loan losses.

Bank Premises and Equipment: Bank premises and equipment are stated at cost |ess accumul ated depreciation.
Depreciation is computed on the straight-line method over the estimated useful lives of the related assets owned.
Major improvements to leased facilities are capitaized and included in bank premises at cost less accumulated
depreciation, which is calculated on the straight-line method over the lesser of the remaining term of the leased
facility or the estimated economic life of the improvement.

Bank Owned Life I nsurance: Bank owned lifeinsurance (“BOLI") represents life insurance on the lives of certain
employees who have provided positive consent alowing Peoples Bank to be the beneficiary of such policies. These
policies are recorded at their cash surrender value, or the amount that can be realized upon surrender of the policy.
Income from these policies and changes in the cash surrender val ue are recorded in other income.

Other Real Estate Owned: Other real estate owned (“OREQ”), included in other assets on the Consolidated Balance
Sheets, is comprised primarily of commercial and residential real estate properties acquired by Peoples Bank in
satisfaction of aloan. OREO obtained in satisfaction of aloan is recorded at the lower of cost or estimated fair value
based on appraised value at the date actually or constructively received, less estimated coststo sell the property.
Bank premises that management has made the decision to sell are transferred at the lower of carrying value or
estimated fair value, less estimated costs to sell the property. Peoples had OREO totaling $525,000 at December 31,
2008, and $343,000 at December 31, 2007.

Goodwill and Other | ntangible Assets: Goodwill represents the excess of the cost of an acquisition over the fair
value of the net assets acquired in the business combination. Goodwill is not amortized but is tested for impai rment
at least annually and updated quarterly if necessary. Based upon the most recently completed goodwill impairment
test, Peoples concluded the recorded value of goodwill was not impaired as of December 31, 2008, based upon the
estimated fair value of Peoples’ single reporting unit.

Peoples’ other intangible assets consist of customer relationship intangible assets, primarily core deposit
intangibl es, representing the present value of future net income to be earned from acquired customer rel ationships
with definite useful lives. These intangible assets are amortized on an accelerated basis over their estimated lives
ranging from 7 to 10 years.

Mortgage Servicing Assets: Mortgage servicing rights (“MSRS") represent the right to service loans sold to third
party investors. MSRs are recognized separately as a servicing asset or liability whenever Peoples undertakes an
obligation to service financia assets.

Peoplesinitially records MSRs at fair value at the time of the sale of the loans to the third party investor.
Peopl es follows the amorti zation method for the subsequent measurement of each class of separately recognized
servicing assets and liabilities. Under the amortization method, Peoples amortizes the value of servicing assets or
liabilities in proportion to and over the period of estimated net servicing income or net servicing loss and assesses
servicing assets or liabilities for impairment or increased obligation based on fair value at each reporting date. The
fair value of the mortgage servicing rightsis determined by using a discounted cash flow model, which estimates the
present value of the future net cash flows of the servicing portfolio based on various factors, such as servicing costs,
expected prepayment speeds and discount rates.

MSRs are reported in other intangible assets on the Consolidated Balance Sheets. Serviced loans are not
included in the Consolidated Balance Sheets. Loan servicing income included in mortgage banking income includes
servicing fees received from the third party investors and certain charges collected from the borrowers.

Trust Assets Under Management: Peoples Bank manages certain assets held in afiduciary or agency capacity for
customers. These assets under management, other than cash on deposit at Peoples Bank, are not included in the
Consolidated Balance Sheets since they are not assets of Peoples Bank.

I nterest ncome Recognition: Interest income on loans and investment securities is recognized by methods that
result in level rates of return on principal amounts outstanding. Amortization of premiums has been deducted from,
and accretion of discounts has been added to, the related interest income. Nonrefundable loan fees and direct loan
costs are deferred and recognized over the life of the loan as an adjustment of the yield.
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Peopl es discontinues the accrual of interest on loans when management believes collection of al or a portion of
contractua interest has become doubtful, which generally occurs when a contractual payment on aloan is 90 days
past due. When interest is deemed uncollectible, amounts accrued in the current year are reversed and amounts
accrued in prior years are charged against the allowance for loan losses. Interest received on nonaccrua loansis
included in income only if principal recovery is reasonably assured. A nonaccrua loan isrestored to accrual status
when it is brought current, has performed in accordance with contractual terms for areasonabl e period of time, and
the collectibility of the total contractual principal and interest is no longer in doubt.

Other I ncome Recognition: Service charges on deposits include cost recovery fees associated with services
provided, such as overdraft and non-sufficient funds. Trust and investment income consists of revenue from
fiduciary activities, which include fees for services such as asset management, recordkeeping, retirement services and
estate management, and investment commissions and fees related to the sale of investments. Income from these
activitiesis recognized at the time the related services are performed.

Insurance income consists of commissions and fees from the sales of insurance policies and related insurance
services. Insurance commission income is recognized as of the effective date of the insurance policy, net of
adjustments, including policy cancellaions. Such adjustments are recorded when the amount can be reasonably
estimated, which is generally in the period in which they occur. Contingent performance-based commissions from
insurance companies are recogni zed when received and no contingencies remain.

Income Taxes: Peoples and its subsidiaries file a consolidated federal income tax return. Deferred income tax assets
and liabilities are provided for temporary differences between the tax basis of an asset or liability and its reported
amount in the Consolidated Financial Statements at the statutory Federal tax rate. A valuation allowance, if needed,
reduces deferred tax assets to the expected amount most likely to be realized. Realization of deferred tax assetsis
dependent upon the generation of a sufficient level of future taxable income and recoverable taxes paid in prior years.
The components of other comprehensive income or loss included in the Consolidated Statements of Stockholders’
Equity have been computed based upon a 35% statutory Federal tax rate.

In the normal course of business, Peoplesis routinely subject to examinations and challenges from federal and
state tax authorities regarding positions taken in itstax returns. Any challenge or examination by atax authority may
result in adjustments to the timing or amount of taxable net worth or taxable income or deductions or the alocation of
income among tax jurisdictions. Such adjustments, if not resolved in Peoples' favor, could have a materia adverse
effect on Peoples’ financia condition and results of operation.

A tax position isinitially recognized in the financia statements when it is more likely than not the position will
be sustained upon examination by the tax authorities. Such tax positions are initially and subsequently measured as
the largest amount of tax benefit that is greater than 50% likely of being realized upon ultimate settlement with the
tax authority assuming full knowledge of the position and al relevant facts. Pendties and interest incurred under the
applicable tax law are classified asincome tax expense. The amount of Peoples’ uncertain income tax positions,
unrecogni zed benefits and accrued interest were immaterial at both December 31, 2008 and 2007.

Advertising Costs: Advertising costs are generaly expensed as incurred.

Earnings per Share: Basic earnings per share are determined by dividing net income by the weighted-average
number of common shares outstanding. Diluted earnings per shareis determined by dividing net income by the
weighted-average number of common shares outstanding increased by the number of common shares that would be
issued pursuant to Peoples’ stock-based compensation awards. The dilutive effect of stock-based compensation
awards approximated 33,316; 66,701 and 117,363 in 2008; 2007 and 2006, respectively.

Operating Segments: Peoples’ business activities are currently confined to one reporting unit and reportable segment
which is community banking. Asacommunity banking entity, Peoples offersits customers afull range of products
through various delivery channels.

Stock-Based Compensation: Compensation costs for stock options, restricted stock awards and stock appreciation
rights are measured at the fair value of these awards on their grant date. The fair value of stock options and stock
appreciation rightsis estimated based upon a Black-Scholes model, while the market price of Peoples common
shares at the grant date is used to estimate the fair value of restricted stock awards. Compensation expenseis
recognized over the required service period, generally the vesting period for stock options and stock appreciation
rights and the restriction period for restricted stock awards. Compensation expense for awards granted to employees
who are digible for retirement is recognized to the date the employee isfirst eligible to retire.

New Accounting Pronouncements: On January 12, 2009, the FASB issued FASB Staff Position No. EITF 99-20-1,
Amendments to the Impairment Guidance of EI TF Issue No. 99-20 (“FSP 99-20-1") to achieve more consistent
determination of whether an other-than-temporary impairment has occurred. FSP 99-20-1 retains and emphasizes the
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objective of other-than-temporary impairment assessment and the related disclosure requirementsin FASB Statement
No. 115, Accounting for Certain Investmentsin Debt and Equity Securities, and other related guidance. FSP 99-20-1
is effective for interim and annual reporting periods ending after December 15, 2008, and shall be applied
prospectively. Retrospective application to prior reporting periodsis prohibited. Peoples adopted the measurement
and disclosure requirements of FSP 99-20-1 on December 31, 2008, as required, which did not have a materia
impact.

On December 30, 2008, the FASB issued FASB Staff Position No. FAS 132(r)-1, Employers’ Disclosures about
Postretirement Benefit Plan Assets (“FSP 132(r)-1"). FSP 132(r)-1 amended FASB Statement No. 132(r),
Employers' Disclosures about Pensions and Other Postretirement Benefit Plans to require additional disclosures
about assets held in an employer’ s defined benefit pension or other postretirement benefit plan, including the fair
value of each major asset category. FSP 132(r)-1 is effective for fiscal years ending after December 15, 2009, with
early application permitted. Peoples will adopt the discl osure requirements of FSP 132(r)-1 on December 31, 2009,
asrequired, and adoption is not expected to have a material impact.

On May 9, 2008, the FASB issued Statement of Financial Accounting Standards No. 162, The Hierarchy of
Generally Accepted Accounting Principles (“SFAS 1627). SFAS 162 established aframework for selecting
accounting principles to be used in preparing financia statements that are presented in conformity with US GAAP.
SFAS 162 is effective 60 days following the SEC's approval of the Public Company Accounting Oversight Board
Auditing amendmentsto AU Section 411, The Meaning of Present Fairly in Conformity with Generally Accepted
Accounting Principles, and is not expected to have an impact on Peoples’ Consolidated Financial Statements.

On April 25, 2008, the FASB issued FASB Staff Position No. FAS 142-3, Determination of the Useful Life of
Intangible Assets (“FSP 142-3"). FSP 142-3 amends FASB Statement No. 142, Goodwill and Other Intangible
Assets, to require an entity to consider its own assumptions about renewal or extension assumptions used to
determine the useful life over which to amortize the cost of arecognized intangible asset. FSP 142-3 isrequired to be
applied prospectively to intangibl e assets acquired after December 15, 2008. The impact of adopting FSP 142-3 will
depend on the amount and nature of intangible assets acquired through future acquisitions.

On March 19, 2008, the FASB issued Statement of Financial Accounting Standards No. 161, Disclosures about
Derivative Instruments and Hedging Activities—an amendment of FASB Statement No. 133 (“SFAS 161"), which
requires enhanced disclosures about an entity’ s derivative and hedging activities intended to improve the
transparency of financial reporting. Under SFAS 161, entities will be required to provide enhanced disclosures about
(a) how and why an entity uses derivative instruments, (b) how derivative instruments and related hedged items are
accounted for under Statement 133 and its related interpretations and (c) how derivative instruments and related
hedged items affect an entity’ s financia position, financial performance and cash flows. SFAS 161 is effective for
financial statementsissued for fiscal years and interim periods beginning after November 15, 2008, with early
application encouraged. Peopleswill adopt SFAS 161 effective January 1, 2009 and adoption is not anticipated to
have a material impact on Peoples’ Consolidated Financial Statements.

On December 4, 2007, the FASB issued Statement of Financia Accounting Standards No. 141 (revised 2007),
Business Combinations (“SFAS 141(R)") and No. 160, Noncontrolling Interests in Consolidated Financial
Statements — an amendment of ARB No. 51 (“SFAS 160"). SFAS 141(R) replaces FASB Statement No. 141,
Business Combinations (“SFAS 141") and appliesto al transactions and other events in which one entity obtains
control over one or more other businesses. SFAS 160 amends Accounting Research Bulletin (ARB) No. 51,
Consolidated Financial Satements, to establish accounting and reporting standards for the noncontrolling interest in
asubsidiary and for the deconsolidation of asubsidiary.

Under SFAS 141(R), an acquirer, upon initialy obtaining control of another entity, isrequired to recognize all
assets acquired, liabilities assumed and noncontrolling interests in the acquiree at the acquisition date, at fair value as
of the acquisition date. Acquirers are no longer permitted to recognize a separate valuation allowance at acquisition
date for loans acquired in a business combination since the fair value measurement of loans would consider the
effects of any uncertainty about future cash flows. Contingent consideration is required to be recognized and
measured at fair value on the date of acquisition rather than at alater date when the amount of that consideration may
be determinable beyond a reasonable doubt. This fair value approach replaces the cost-allocation process required
under SFAS 141 whereby the cost of an acquisition was allocated to the individua assets acquired and liabilities
assumed based on their estimated fair value.

SFAS 141(R) also requires acquirers to expense acquisition-related costs as incurred rather than alocating such
costs to the assets acquired and liabilities assumed, as was permitted previously under SFAS 141. Under
SFAS 141(R), the requirements of SFAS 146, Accounting for Costs Associated with Exit or Disposal Activities,
would have to be met in order to accrue for arestructuring plan in purchase accounting. Pre-acquisition
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contingencies are to be recognized at fair value, unlessit is anon-contractual contingency that is not likely to
materialize, in which case, no amount should be recognized in purchase accounting and, instead, that contingency
would be accounted for under the requirements of FASB Statement No. 5, Accounting for Contingencies.

SFAS 160 clarifies that a noncontrolling interest in a subsidiary, which is sometimes referred to as minority
interest, is an ownership interest in the consolidated entity that should be reported as a component of equity in the
consolidated financial statements. Among other requirements, SFAS 160 requires consolidated net income to be
reported at amounts that include the amounts attributabl e to both the parent and the noncontrolling interest. It aso
requires disclosure, on the face of the consolidated income statement, of the amounts of consolidated net income
attributable to the parent and to the noncontrolling interest.

Both SFAS 141(R) and SFAS 160 are effective for fiscal years beginning on or after December 15, 2008. Early
adoption is prohibited. Peoples will adopt the provisions of these statements on January 1, 2009, as required, and
adoption is not expected to have a material impact on Peoples’ Consolidated Financial Statements taken as awhole.

In June 2007, the FASB Emerging I ssues Task Force released |ssue 06-11 “Accounting for Income Tax Benefits
of Dividends on Share-Based Payment Awards’ (“Issue 06-11"), which requires companies to recognize the tax
benefit received on dividends that are charged to retained earnings under FASB Statement No. 123(R). Issue 06-11
requires companies to recognize tax benefits of dividends on unvested share-based paymentsin equity asa
component of additional paid-in capital and reclassify those tax benefits from additional paid-in capital to the income
statement if therelated award isforfeited. Issue 06-11 is effective for dividends declared in fiscal years beginning
after December 15, 2007, and retrospective application is prohibited. Peoples adopted the provisions of Issue 06-11
on January 1, 2008, which did not have a materia impact on Peoples' Consolidated Financial Statements taken as a
whole.

On February 15, 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value
Option for Financial Assetsand Financial Liabilities—Including an amendment of FASB Statement No. 115 (“SFAS
159”), which permits companies to choose to measure many financial instruments and certain other items at fair
value. The objective of SFAS 159 isto improve financia reporting by providing companies with the opportunity to
mitigate volatility in reported earnings caused by measuring related assets and liabilities differently. Peoples adopted
SFAS 159 effective January 1, 2008, as required, but has not el ected to measure any permissible items at fair value.
As aresult, the adoption of SFAS 159 has not had any impact on Peoples’ Consolidated Financial Statements.

On September 29, 2006, the FASB issued Statement No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106 and 132(R)” (“SFAS
158"). SFAS 158 requires employers to recognize in their statement of financia position an asset for aplan’s
overfunded status or aliability for a plan’s underfunded status, with fluctuations in the funded status recognized
through comprehensive income in the year in which the changes occur. Peoples’ adopted the recognition and
disclosure provisions of SFAS 158 on December 31, 2006, as required.

SFAS 158 also requires entities to measure a defined benefit postretirement plan’s assets and obligations that
determineits funded status as of the end of the employer’s fiscal year. The measurement date change is effective for
fiscal years ending after December 15, 2008. Peoples currently measures its defined benefit pension plan assets and
obligations as of December 31. Thus, the adoption of the measurement date provisions of SFAS 158 will have no
impact on Peoples' Consolidated Financia Statements taken as awhole. Refer to Note 13 for these disclosures and
further discussion on Peoples’ pension and postretirement plans.

On September 15, 2006, the FASB issued Statement of Financia Accounting Standards No. 157, Fair Value
Measurements (“SFAS 157”), which replaces various definitions of fair value in existing accounting literature with a
single definition, establishes aframework for measuring fair value and requires additiona disclosures about fair
value measurements upon adoption. SFAS 157 clarifiesthat fair valueisthe price that would be received to sell an
asset or the price paid to transfer aliability in the most advantageous market available to the entity and emphasizes
that fair value is a market-based measurement and should be based on the assumptions market participants would use.
SFAS 157 also creates athree-level hierarchy under which individua fair value estimates are to be ranked based on
therelative reliability of the inputs used in the valuation. This hierarchy isthe basisfor the disclosure requirements,
with fair value estimates based on the least reliable inputs requiring more extensive disclosures about the valuation
method used and the gains and |osses associated with those estimates. SFAS 157 is required to be applied whenever
another financia accounting standard requires or permits an asset or liability to be measured at fair value. The
statement does not expand the use of fair value to any new circumstances.

On February 12, 2008, the FASB issued FASB Staff Position No. FAS 157-2, Effective Date of FASB Satement
No. 157 (“FSP 157-2"). FSP 157-2 amends SFAS 157 to delay the effective date for nonfinancial assets and
nonfinancial liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a
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recurring basis, which means at least annually. For items within its scope, Peoples will be required to apply the new
guidance beginning January 1, 2009. Management is still determining the impact adoption will have on Peoples’
Consolidated Financid Statements. For all other items, Peoples applied the guidance as of January 1, 2008, as
required, and adoption did not have a material impact on Peoples’ Consolidated Financial Statements.

On October 10, 2008, the FASB issued FASB Staff Position No. FAS 157-3, Determining the Fair Value of a
Financial Asset When the Market for That Asset Is Not Active (“FSP 157-3"). FSP 157-3 clarifies the application of
SFAS 157 in amarket that is not active and provides an example to illustrate key considerations in determining the
fair value of afinancia asset when the market for that financial asset is not active. FSP 157-3 was effective
immediately upon issuance, and includes prior periods for which financia statements have not been issued. Peoples
applied the guidance contained in FSP 157-3 in determining fair values at September 30, 2008, athough it did not
have amateria impact on Peoples’ Consolidated Financial Statements.

Note2. Fair Valuesof Financial | nstruments

Effective January 1, 2008, Peoples adopted SFAS 157, which established a hierarchy for measuring fair value that is
intended to maximize the use of observable inputs and minimize the use of unobservable inputs. This hierarchy uses
three levels of inputs to measure the fair value of assets and liabilities as follows:

Level 1. Quoted prices in active exchange markets for identical assets or liabilities; also includes certain U.S.
Treasury and other U.S. government and agency securities actively traded in over-the-counter markets.

Level 2: Observable inputs other than Level 1 including quoted prices for similar assets or liahilities, quoted
pricesin less active markets, or other observable inputs that can be corroborated by observable market data; aso
includes derivative contracts whose value is determined using a pricing model with observable market inputs or
can be derived principally from or corroborated by observable market data. This category generally includes
certain U.S. government and agency securities, corporate debt securities, derivative instruments, and residentia
mortgage loans held for sde.

Level 3: Unobservable inputs supported by little or no market activity for financial instruments whosevalueis
determined using pricing models, discounted cash flow methodol ogies, or similar techniques, as well as
instruments for which the determination of fair val ue requires significant management judgment or estimation;
also includes observable inputs for single deal er nonbinding quotes not corroborated by observable market data.
This category generally includes certain private equity investments, retained i nterests from securitizations, and
certain collateralized debt obligations.

Assets measured at fair value on arecurring basis comprise the following at December 31, 2008:

Fair Value M easurements at Reporting Date Using

Quoted Prices Significant

in Active Other Significant
Marketsfor Observable Unobservable
Identical Assets Inputs Inputs
(Dollarsin thousands) Fair Value (Level 1) (Level 2) (Level 3)
Available-for-sdeinvestment securities  $§ 684,757 $ 2575 % 676,760 $ 5,422

The investment securities measured at fair value utilizing Level 1 and 2 inputs are obligations of the U.S. Treasury,
agencies and corporations of the U.S. government, including mortgage-backed securities, bank eligible obligations of any
state or political subdivisionin the U.S., bank eligible corporate obligations, including private-label mortgage-backed
securities and common stocks issued by various unrelated banking holding companies. The fair values used by Peoples
are obtained from an independent pricing service and represent either quoted market prices for the identical securities
(Level 1 inputs) or fair values determined by pricing model s that consider observable market data, such asinterest rate
volatilities, LIBOR yield curve, credit spreads and prices from market makers and live trading systems.

The investment securities measured at fair value using Level 3 inputs are comprised of four collateralized debt
obligations, with atotal book value of $4.2 million, and a single corporate obligation, with atotal book value of $1.0
million, for which there is not an active market. Peoples uses multipleinput factors to determine the fair value of these
securities. Those input factors are discounted cash flow analysis, structure of the security in relation to current level of
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deferrals and/or defaults, changesin credit ratings, financia condition of the debtors within the underlying securities,
broker quotes for securities with similar structure and credit risk, interest rate movements and pricing of new issuances.

The following is areconciliation of activity for assets measured at fair value based on significant unobservable (non-
market) information:

Investment

Securities
Balance, January 1, 2008 $ 9,004
Transfersinto Level 3 2,083
Transfersout of Level 3 (2,078)
Other-than-temporary impai rment loss recognized in earnings (4,000)
Unrealized gain included in comprehensive income 413
Balance, December 31, 2008 $ 5,422

Certain financia assets and financial liabilities are measured at fair value on a nonrecurring basis; that is, the
instruments are not measured at fair value on an ongoing basis but are subject to fair value adjustmentsin certain
circumstances (for example, when thereis evidence of impairment). Financial assets measured at fair value on anon-
recurring basis included the following:

Impaired Loans: Impaired loans are measured and reported at fair value in accordance with the provisions of
FASB Statement No. 114, Accounting by Creditors for Impairment of a Loan. Management’s determination of
the fair value for these loans represents the estimated net proceeds to be received from the sale of the collatera
based on observable market prices and market value provided by independent, licensed or certified appraisers
(Level 2 Inputs). At December 31, 2008, impaired loans with an aggregate outstanding principal balance of
$28.9 million were measured and reported at a fair value of $24.0 million. During 2008, Peoples recognized
losses on impaired loans of $18.0 million through the allowance for loan | osses.

FASB Statement No. 107, Disclosures about Fair Value of Financial Instruments, requires disclosure of the fair
value of financial assets and financial liabilities, including those financial assets and financia liabilities that are not
measured and reported at fair value on arecurring basis or non-recurring basis. The methodologies for estimating the fair
value of financia assets and financial liabilities that are measured at fair value on arecurring or non-recurring basis are
discussed above. The estimated fair value approximates carrying value for cash and cash equivalents, demand and other
non-maturity deposits and overnight borrowings. Peoples used the following methods and assumptions in estimating the
fair value of the following financial instruments:

Loans: The fair value of performing variable rate loans that reprice frequently and performing demand loans,
with no significant change in credit risk, isbased on carrying value. Thefair value of fixed rate performing
loansis estimated using discounted cash flow analyses and interest rates currently being offered for loans with
similar terms to borrowers of similar credit quality.

The fair value of significant nonperforming loansis based on either the estimated fair value of underlying
collateral or estimated cash flows, discounted at a rate commensurate with the risk. Assumptions regarding
credit risk, cash flows, and discount rates are determined using available market information and specific
borrower information.

Deposits: Thefair value of fixed maturity certificates of deposit is estimated using a discounted cash flow
calculation based on current rates offered for deposits of similar remaining maturities.

Short-term Borrowings: Thefair value of term national market repurchase agreements is estimated using a
discounted cash flow cal culation based on rates currently available to Peoples for repurchase agreements with
similar terms.

Long-term Borrowings: Thefair value of long-term borrowings is estimated using discounted cash flow analysis
based on rates currently available to Peoples for borrowings with similar terms.

Junior Subordinated Notes Held by Subsidiary Trusts: Thefair value of the junior subordinated notes held by
subsidiary trusts is estimated using discounted cash flow analysis based on current market rates of securities with
similar risk and remaining maturity.

Other Financial I nstruments: The fair value of loan commitments and standby letters of credit is estimated
using the fees currently charged to enter into similar agreements considering the remaining terms of the
agreements and the counter parties' credit standing. The estimated fair value of these commitments
approximates their carrying value.
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The estimated fair values of Peoples financia instruments at December 31 are as follows:

2008 2007
Carrying Fair Carrying Fair
(Dollarsin thousands) Amount Value Amount Value
Financial assets:
Cash and cash equivalents $ 3H598 $ 3H598 $ 45200 $ 45,200
[nvestment securities 708,753 708,753 565,463 565,463
Loans 1,081,101 1,088,322 1,105,223 1,111,215
Financial liabilities:
Deposits $ 1,366,368 $ 1,376,614 $ 1,186,377 $ 1,187,872
Short-term borrowings 98,852 98,852 222,541 222,541
Long-term borrowings 308,297 324,809 231,979 233,785
Junior subordinated notes held by 22,495 26,009 22,460 24,601
subsidiary trusts
Other financial instruments:
Interest rate contracts $ - 3 - $ 5 % 5

Bank premises and equipment, customer rel ationships, deposit base, banking center networks, and other information
required to compute Peoples aggregate fair value are not included in the above information. Accordingly, the above fair
values are not intended to represent the aggregate fair value of Peoples.

Note3. Investment Securities

The following tables present the amortized costs, gross unrealized gains and losses and estimated fair value of
securities available-for-sale at December 31:

Gross Gross
Amortized Unrealized Unrealized Estimated

(Dollarsin thousands) Cost Gains L osses Fair Value
2008
Obligations of U.S. Treasury and

government agencies $ 176 $ 1 $ v 3% 176
Obligations of U.S. government sponsored agencies 6,308 277 - 6,585
Obligations of states and political subdivisions 67,830 1,356 (256) 68,930
Mortgage-backed securities 544,897 4,628 (14,050) 535,475
Other securities 77,644 2,792 (6,845) 73,591

Total available-for-sale securities $ 696,85 $ 9054 $ (21,152) $ 684,757
2007
Obligations of U.S. Treasury and

government agencies $ 194 % 4 $ v 3% 197
Obligations of U.S. government sponsored agencies 83,556 917 (16) 84,457
Obligations of states and political subdivisions 68,142 1,202 (97) 69,247
Mortgage-backed securities 357,863 2,482 (1,662) 358,683
Other securities 26,224 3,945 (522) 29,647

Total available-for-sale securities $ 535979 $ 8550 $ (2,298) $ 542,231

At December 31, 2008, there were no securities of asingle issuer, other than U.S. Treasury and government agencies
and U.S. government sponsored agencies that exceeded 10% of stockholders' equity. At December 31, 2008 and 2007,
investment securities having a carrying value of $619,347,000 and $500,845,000, respectively, were pledged to secure
public and trust department deposits and repurchase agreements in accordance with federal and state requirements.
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The gross gains and gross losses realized by Peoples from sales of available-for-sale for the years ended December

31 were as follows:

(Dollarsin thousands) 2008 2007 2006

Gross gainsrealized $ 2740 $ 143 $ 265
Gross losses realized $ 1072 $ 62056 % -
Net gain (loss) realized $ 1668 $ (6062) $ 265

The following table presents a summary of available-for-sale investment securities that had an unrealized | oss at

December 31.:
Obligationsof U.S.  Obligationsof  Obligations of
Treasuryand  U.S. government statesand Mortgage- Total
gover nment sponsored political backed Other available-for-

(Dallarsin thousands) agencies agencies subdivisions securities securities sale securities
2008
Lessthan 12 months

Estimated fair value $ - $ - $ 10521 $ 217,877 $ 44280 $ 272,687

Unrealized loss - - 256 11,374 4,718 16,348
12 monthsor more

Estimated fair value $ 29 $ - 3 - $ 38318 $ 3342 $ 41,689

Unrealized loss 1 — — 2,676 2,127 4,804
Total Estimated fair value $ 29 $ - $ 10521 $ 256,195 $ 47631 $ 314,376
Total Unrealized loss 1 — 256 14,050 6,845 21,152
2007
Lessthan 12 months

Estimated fair value $ - $ - $ 7886 $ 5174 $ 1546 $ 14,606

Unrealized loss - - 87 18 4 109
12 months or more

Estimated fair value $ 32 $ 5554 $ 4182 $ 123889 $ 3,623 $ 137,280

Unrealized loss 1 16 10 1,644 518 2,189
Total Estimated fair value $ 32 $ 5554 $ 12,068 $ 129,063 $ 5169 $ 151,886
Total Unrealized loss 1 16 97 1,662 522 2,298

The unrealized losses at both December 31, 2008 and 2007, were attributable to changesin market interest rates since
the securities were purchased. During 2008, management determined certain investment securities with an aggregate
carrying value of $8.1 million were other-than-temporarily impaired, resulting in impairment charges totaling $4.0
million. Management does not believe any of the remaining individual investment securities with an unrealized loss at
December 31, 2008, represented an other-than-temporary impairment since Peoples has the ability and intent to hold
those securities for a period of time sufficient to recover the amortized cost.

The following table presents the amortized costs, fair value and weighted-average yield of securities by contractua
maturity at December 31, 2008. The average yields are based on the amortized cost. In some cases, the issuers may have
theright to call or prepay obligations without call or prepayment penalties prior to the contractual maturity date. Rates
are calculated on afully tax-equivalent basis using a 35% Federal income tax rate.
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Obligations of

U.S. Treasury  Obligations of U.S. Obligations of M ortgage- Total available-
and gover nment gover nment states and political backed Other for-sale

(Dallarsin thousands) agencies sponsor ed agencies subdivisions securities securities securities
Within one year

Amortized cost $ - 3 - % 1,133 $ 18 $ - $ 1,151

Fair value - - 1,146 18 - 1,164

Averageyield - - 5.86% 9.81% - 5.92%
1to5years

Amortized cost $ - % - 3% 15964 $ 6,280 $ - 3% 22,244

Fair value - - 16,255 6,423 — 22,678

Averageyield - - 6.30% 4.51% - 5.79%
5to 10years

Amortized cost $ 92 % 6,308 $ 23891 $ 110,104 $ - $ 140,395

Fair value 92 6,585 24,696 105,483 - 136,856

Averageyield 4.24% 5.62% 6.21% 4.89% - 5.15%
Over 10 years

Amortized cost $ 8 % - $ 26842 % 428,495 $ 77644 $ 533,065

Fair value 84 - 26,833 423,551 73,591 524,059

Averageyield 5.36% — 6.01% 5.34% 5.99% 5.47%
Total amortized cost $ 176 $ 6,308 $ 67830 $ 544,897 $ 77644 $ 696,855
Total fair value 176 6,585 68,930 535,475 73,591 684,757
Total averageyield 4.77% 5.62% 6.14% 5.24% 5.99% 5.42%

Note4. Loans

Peoples Bank originates various types of loans including commercia loans, real estate loans and consumer loans,
focusing primarily on lending opportunitiesin central and southeastern Ohio, northwestern West Virginia, and
northeastern Kentucky markets.

The mgjor classifications of loan balances, excluding loans held for sale, a December 31 were as follows:

(Dollarsin thousands) 2008 2007
Commercial, mortgage $ 478298 $ 513,847
Commercial, other 178,834 171,937
Real estate, construction 77917 71,794
Readl estate, mortgage 279,413 280,347
Consumer 87,902 80,544
Deposit account overdrafts 1,668 2,472
Total loans $ 1104032 $ 1,120,941

Peopl es has acquired various loans through business combinations for which there was, at acquisition, evidence of
deterioration of credit quality since origination and for which it was probable that all contractually required payments
would not be collected. The carrying amounts of these loans at December 31 included in the loan balances above are

summarized as follows:

(Dollarsin thousands) 2008 2007
Commercial, mortgage $ 5330 $ 7,794
Commercial, other 1,277 1,464
Real estate, mortgage 23,781 30,294
Consumer 263 423
Total outstanding balance $ 30,651 $ 39,975
Net carrying amount $ 299000 $ 38,615
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Peoples Bank has pledged certain loans secured by 1-4 family and multifamily residential mortgages and commercia
mortgages under a blanket collateral agreement to secure borrowings from the FHLB as discussed in Note 8. At
December 31, 2008, the amount of such pledged loans totaled $394.5 million.

Nonperforming/Past Due L oans
Nonperforming loans at December 31 were as follows:

(Dallarsin thousands) 2008 2007

Loans 90+ days past due and accruing $ - $ 378

Nonaccrual loans 41,320 8,980
Total nonperforming loans $41320 $ 9,358

Certain loans included in the nonaccrual 1oan totals above are not considered impaired and evaluated individually by
Peoples. Theseloans consist primarily of smaller balance homogenous consumer and residential real estate loansthat are
collectively evaluated for impairment and totaled $1.8 million at both December 31, 2008 and 2007.

Impaired L oans
The following tables summarize loans classified asimpaired at or for the years ended December 31.:

(Dallarsin thousands) 2008 2007
Impaired loans with an allocated allowance for loan |osses $ 11504 $ 8457
Impaired loans with no allocated allowance for loan |osses 28,146 4,453
Total impaired loans $ 39650 $ 12,910
Allowance for loan losses allocated to impaired loans $ 4,340 $ 2498
(Dollarsin thousands) 2008 2007 2006
Average investment in impaired loans $ 25644 $ 16412 $ 18374

Interest incomerecognized onimpairedloans $ 108 $ 826 $ 883

Interest received on impaired loans isincluded in incomeif principal recovery is reasonably assured.

Related Party Loans

In the normal course of its business, Peoples Bank has granted loans to executive officers and directors of
Peoples. Related party loans were made on substantially the same terms, including interest rates charged and
collateral required, as those prevailing at the time for comparabl e loans with unrelated persons and did not involve
more than normal risk of collectibility. At December 31, 2008, no related party |oan was past due 90 or more days,
renegotiated or on nonaccrua status. The following is an analysis of activity of related party loans for the year ended
December 31, 2008:

(Dallarsin thousands)

Balance, December 31, 2007 $ 14,506
New loans and disbursements 8,958
Repayments (10,126)
Other changes (151)

Balance, December 31, 2008 $ 13,187

Allowance for Loan Losses
Changes in the allowance for loan losses for each of the three yearsin the period ended December 31, 2008,
were asfollows:

(Dollarsin thousands) 2008 2007 2006
Balance, beginning of year $ 15718 $ 14509 $ 14,720
Charge-offs (21,969) (4,701) (5,484)
Recoveries 1,542 1,951 1,651
Net charge-offs (20,427) (2,750) (3,833)
Provision for |oan losses 27,640 3,959 3,622
Balance, end of year $ 22931 $ 15718 $ 14,509
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Note5. Bank Premisesand Equipment

The mgjor categories of bank premises and equipment and accumul ated depreciation at December 31 are summarized
asfollows:

(Dollarsin thousands) 2008 2007
Land $ 5764 $ 5331
Building and premises 30,737 30,073
Furniture, fixtures and eguipment 17,626 16,601
Total bank premises and equipment 54,127 52,005
Accumulated depreciation (29,016) (27,202)
Net book value $ 25111 $ 24,803

Peoples depreciates its building and premises and furniture, fixtures and equipment over estimated useful lives
generally ranging from 5 to 40 years and 2 to 10 years, respectively. Depreciation expense was $2,066,000, $2,061,000
and $2,128,000, in 2008, 2007 and 2006, respectively.

Leases

Peopl es | eases certain banking facilities and equi pment under various agreements with origina terms providing
for fixed monthly payments over periods generally ranging from two to ten years. Certain leases contain renewal
options and rent esca ation clauses calling for rent increases over the term of the lease. All leases which contain a
rent escalation clause are accounted for on a straight-line basis. Rent expense was $739,000, $748,000 and $725,000
in 2008, 2007 and 2006, respectively.

Peoples | eases certain properties from related parties. Payments rel ated to these |eases totaled $162,000,
$183,000 and $191,000 in 2008, 2007 and 2006, respectively. Theterms of these |eases are substantialy the same as
those offered for comparabl e transactions with non-related parties at the time the | ease transactions were
consummated.

The future minimum payments under noncancel able operating leases with initial or remaining terms of one year
or more consisted of the following at December 31, 2008:

(Dallarsin thousands)

2009 $ 861
2010 845
2011 831
2012 824
2013 842
Thereafter 2,309

Total payments $ 6512

Note 6. Goodwill and Other Intangible Assets

Goodwill
Changes in the carrying amount of goodwill for the years ended December 31, were as follows:

(Dollarsin thousands) 2008 2007

Balance at January 1 $ 62520 $ 61,373

Contingent consideration earned — 1,147
Balance at December 31 $ 62520 $ 62,520

Theincrease in goodwill in 2007 relates to contingent consideration earned and paid by Peoples in connection with
the acquisitions of Barengo Insurance Agency, Inc. (“Barengo”), based in Marietta, Ohio, and substantially all of the
assets of Putnam Agency, Inc. (“Putnam Agency”), with officesin Ashland, Kentucky and Huntington, West Virginia,
both of which occurred in 2004.
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Peopl es performed the required goodwill impairment tests and concluded the recorded value of goodwill was not

impaired as of December 31, 2008, based upon the estimated fair value of the single reporting unit.

Other intangible assets

Other intangibl e assets were comprised of the following at December 31:

Gross Net
Intangible  Accumulated Intangible
(Dollarsin thousands) Asset Amortization Asset
2008
Core deposits $ 10564 $ (9,042 $ 1,522
Customer relationships 6,182 (4,537) 1,645
$ 16,746 $ (13579 $ 3,167
Mortgage servicing rights 719
Total other intangible assets $ 3,886
2007
Core deposits $ 10564 $ (8159 $ 2,405
Customer relationships 6,182 (3,834) 2,348
$ 16,746 $ (11,993) $ 4,753
Mortgage servicing rights 756
Total other intangible assets $ 5,509

The estimated aggregate future amortization expense of core deposit and customer rel ationship intangibl e assets at

December 31, 2008, is as follows:

Core Cugomer

(Dollarsin thousandg Deposits  Relationships Total
2009 677 $ 575 $ 1,252
2010 472 446 918
2011 269 316 585
2012 104 202 306
2013 - 106 106
Thereafter - - -

Total $ 1522 $ 1,645 $ 3,167

The following is an anaysis of activity of MSRs for the years ended December 31.

(Dollarsin thousands) 2008 2007 2006
Balance, beginning of year $ 76 $ 792 $ 813
Amortization (318) (350) (282)
Servicing rights originated 281 314 261
Balance, end of year $ 719 $ 756 $ 792

No valuation allowances were required at December 31, 2008, 2007 and 2006 for Peoples’ M SRs since the fair value

exceeded the book value.
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Note7. Deposits

Peoples’ deposit balances were comprised of the following at December 31.:

(Dadllarsin thousands 2008 2007
Retall certificates of depost:
$100,000 or nore $ 23,57 $ 144324
Lessthan $100,000 390,938 355,360
Total retail certificates of deposit 626,195 499,684
Interest-beari ng transaction accounts 187,100 191,359
Money market depost accounts 213,498 153,299
Savings accounts 115,419 107,389
Total retail interest-bearing deposits 1,142,212 951,731
Brokered certificates of depodts 24,116 59,589
Total interest-bearing depodts 1,186,38 1,011,320
Non-interest-bearing deposts 180,040 175,057
Tota deposit baances $ 1,366,368 $ 1,186,377

The contractual maturities of certificates of deposits for each of the next five years and thereafter are as follows:

(Dollarsin thousands) Retail Brokered Total
2009 $ 421816 $ 39,128 $ 460,944
2010 108,841 4,988 113,829
2011 50,815 - 50,815
2012 29,316 - 29,316
2013 15,169 - 15,169
Thereafter 238 — 238
Total maturities $ 626195 $ 44,116 $ 670,311

Included in the amount to mature in 2009 is $19.2 million of brokered deposits with atotal interest cost of 2.50% that
matured in January 2009. Deposits from related parties approximated $9.9 million and $8.0 million at December 31,
2008 and 2007, respectively.

Note8. Short-term Borrowings

Peoples utilizes various short-term borrowings as sources of funds, which are summarized as follows:

National
Retail Market
Repurchase FHLB Repurchase Other Short-Term
(Dollarsin thousandg Agreements Advances Agreements Borrowings
2008
Ending bal ance $ 54452 $ 30000 $ - $ 14,400
Average balance 39,329 102,146 - 1,195
Highest month end balance 56,079 186,100 - 14,400
Interes expense 813 2557 - 13
Weighted-average interest rate;
End of year 1.26% 0.34% - % 0.50%
During the year 2.07% 250% - % 1.0%%
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National

Retail Market
Repurchase FHLB Repurchase Other Short-Term

(Dallarsin thousandg Agreements Advances Agreements Borrowings
2007
Ending bal ance $ 35041 $ 187500 $ - $ -
Average balance 34,770 197,915 4,425 33
Highest month end balance 36,515 264,400 7,000 -
Interest expense 1,526 10,065 242 2
Weighted-average interest rate;

End of year 3.96% 250% - % -%

During the year 4.3%%6 5.09% 547% 6.06%
2006
Ending bal ance $ 31,683 $ 158200 $ 500 $ -
Average balance 31,479 17823 1,246 2
Highest month end balance 36,768 259,700 5,000 -
Interest expense 1,306 9,067 70 -
Weighted-average interest rate;

End of year 4.5 518% 5.34% —-%

During the year 4.1%% 5.09% 562% —-%

The FHLB advances consist of overnight borrowings and other advances with an original maturity of one year or
less. These advances, along with the long-term advances disclosed in Note 9, are collateralized by residentia and non-
residential mortgage loans and investment securities. Peoples’ borrowing capacity with the FHLB is based on the amount
of collatera pledged and the amount of FHLB common stock owned. The most restrictive requirement of the debt
agreement requires Peoples to provide commercial real estate mortgage loans as collateral in an amount not less than
300% of advances outstanding.

Peoples’ nationa market repurchase agreements consist of agreements with unrelated financial service companies
that have origina maturities of one year or less.

Peoples’ retail repurchase agreements consist of overnight agreements with Peoples' commercia customers and
serve as a cash management tool .

Other short-term borrowings consist of Federal Funds purchased and advances from the Federal Reserve Discount
Window. Federa Funds purchased are short-term borrowings from correspondent banks that typically mature within one
to ninety days. Peoples has available Federal Funds of $25 million from certain of its correspondent banks. Interest on
Federal funds purchased is set daily by the correspondent bank based on prevailing market rates. The Federal Reserve
Discount Window provides credit facilities to financia institutions, which are designed to ensure adequate liquidity by
providing a source of short-term funds. Discount Window advances are typically overnight and must be secured by
collatera acceptable to the lending Federal Reserve Bank.
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Note9. Long-term Borrowings

Long-term borrowings consisted of the following at December 31:

2008 2007
Weighted- Weighted-
Average Average

(Dollars in thousands) Balance Rate Balance Rate
Callable national market repurchase agreements $ 155,000 406% $ 95000 4.45%
Non-callable national market repurchase agreements 5,000 4.97% 53,750 3.76%
FHLB convertible rate advances 24,500 5.38% 24,500 5.38%
FHLB putable, fixed rate advances 10,000 3.20% 10,000 3.20%
FHLB amortizing, fixed rate advances 23,797 3.94% 13,729 3.93%
FHLB non-amortizing, non-callable fixed rate advances 40,000 4.62% 35,000 4.82%
FHLB non-amortizing, callable, fixed rate advances 50,000 3.29% - 0.00%
Total long-term borrowings $ 308,297 4.09% $ 231,979 4.36%

Peoples’ nationa market repurchase agreements consist of agreements with unrelated financial service companies
and have original maturities ranging from 2 to 10 years. In general, these agreements may not be terminated by Peoples
prior to the maturity without incurring additional costs. The callable agreements contain call option features, in which the
buyer has the right, at its discretion, to terminate the repurchase agreement after aninitial period ranging from 3 months
to 5 years. After theinitia call period, the buyer has the right to terminate the agreement on a quarterly basis thereafter
until maturity. If the buyer exercisesits option, Peoples would be required to repay the agreement in whole at the
quarterly date.

The FHLB advances consist of various borrowings with original maturities ranging from 2 to 25 years that generally
may not be repaid prior to maturity without Peoplesincurring a penalty. The rate on the convertible rate advances are
fixed from initial periods ranging from one to four years, depending on the specific advance. After theinitia fixed rate
period, the FHLB has the option to convert each advance to a LIBOR based, variable rate advance. If the FHLB exercises
its option, Peoples may repay the advance in whole or in part on the conversion date or any subsequent repricing date
without a prepayment fee. At all other times, early repayment of any convertible rate advance would result in Peoples
incurring a prepayment pendty. For the putable advances, the FHLB has the option, at its sole discretion following an
initial period of three months, to terminate the debt and require Peoples to repay the advance prior to the final stated
maturity. After theinitial period, the FHLB has the option to terminate the debt on a quarterly basis. If the advanceis
terminated prior to maturity, the FHLB will offer Peoples replacement funding at the then-prevailing rate on an advance
product then-offered by the FHLB, subject to normal FHLB underwriting criteria. As discussed in Note 8, long-term
FHLB advances are collateralized by assets owned by Peoples.

The aggregate minimum annual retirements of long-term borrowingsin the next five years and thereafter are as
follows:

Weighted-
Average

(Dollarsin thousands) Balance Rate
2009 $ 67,025 4.98%
2010 32,393 4.33%
2011 44,472 4.53%
2012 36,615 4.20%
2013 1,532 3.98%
Thereafter 126,260 3.37%
Total long-term borrowings $ 308,297 4.09%

Note 10. Junior Subordinated Notes Held By Subsidiary Trusts

Peoples previously formed two statutory business trusts (the “ Trusts”) for the purpose of issuing or participating in
pools of corporation-obligated mandatorily redeemable capital securities (the “Capital Securities” or “Trust Preferred
Securities™), with 100% of the common equity in the Trusts owned by Peoples. The proceeds from the Capital Securities
and common equity were invested in junior subordinated debt securities of Peoples (the “Debentures’).
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The Debentures held by the trusts are the sole assets of those trusts. Distributions on the Capital Securities are
payable semiannually at arate per annum equal to the interest rate being earned by the Trusts on the Debentures and are
recorded as interest expense by Peoples. Sincethe Trusts are variable interest entities and Peoples is not deemed to be the
primary beneficiary, the Trusts are not included in Peoples' Consolidated Financia Statements. As aresult, Peoples
includes the Debentures as a separate category of long-term debt on the Consolidated Balance Sheets entitled “ Junior
Subordinated Notes Held by Subsidiary Trusts’ and the related expense as interest expense on the Consolidated
Statements of Income.

Under the provisions of the Debentures, Peoples has the right to defer payment of interest on the Debentures at any
time, or from time to time, for periods not exceeding five years. If interest payments on the Debentures are deferred, the
dividends on the Capita Securities are also deferred and Peoples will be prohibited from paying dividends on its common
shares. Interest on the Debenturesis cumulative. Peoples has entered into agreements which, taken collectively, fully
and unconditionally guarantee the Capita Securities subject to the terms of each of the guarantees.

The Capita Securities are subject to mandatory redemption, in whole or in part, upon repayment of the Debentures.
The Debentures held by PEBO Capital Trust | arefirst redeemable, in whole or in part, by Peopleson May 1, 2009. On
April 23, 2007, Peoples repaid the entire $7.2 million of the Debentures held by PEBO Capital Trust |1, which had athen
current rate of 9.10%. Asaresult of this repayment, PEBO Capita Trust |1 redeemed al of the outstanding Capital
Securities and common equity and was dissolved in accordance with the terms of the Amended and Restated Declaration
of Trust of PEBO Capita Trust I1.

Under the risk-based capital standards for bank holding companies adopted by the Board of Governors of the Federa
Reserve System, the Trust Preferred Securities qualify as Tier 1 capital for regulatory capita purposes, subject to certain
guantitative limits and qualitative standards. Specifically, the aggregate amount of trust preferred securities and certain
other capital elements that qualify as Tier 1 capitd islimited to 25% of core capital elements, net of goodwill, with the
excess amount not qualifying for Tier 1 capital being included in Tier 2 capital. Additionally, trust preferred securities no
longer qualify for Tier 1 capital within five years of their maturity. The redemption of the Capital Securitiesissued by
PEBO Capital Trust Il had aminimal impact on Peoples’ regulatory capital ratios.

The Capital Securitiesissued by the Trusts at December 31 are summarized as follows:
(Dollarsin thousand9) 2008 2007

Capital Securities of PEBO Capital Trust I, 8.62%, dueMay 1, 2029, $ 22,495 $ 22,460
net of unamortized issuance costs

Amount qualifying for Tier 1 capital $ 22,495 $ 22,460

Note 11. Stockholders Equity

The following table detail s the progression in ba ances of Peoples’ common and treasury stock during the years
presented:

Common Treasury
Sock Sock

Balance, December 31, 2005 10,869,655 350,675
Sock-based compensation (137,286)
Purchase of treasury sock 42594
Common gock issued under dvidend 19,587

reinvestment plan
Issuance of common stock related to acquisitions

Putnam Agency, Inc. (4,662

Barengo | nsurance Agency, Inc. (14,064
Balance, December 31, 2006 10,889,242 237,257
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Common Treaury

Sack Sock

Balance, December 31, 2006 10,889,242 237,257
Stock-based compensation 5703 (57,988
Purchase of treasury stock 471,327
Common sock issued under dividend 31,009

reinvesment plan
Issuance of common sock related to acquisitions:

Putnam Agency, Inc. (4,662

Barengo | nsurance Agency, Inc. (16,728
Balance, December 31, 2007 10,925,954 629,206
Stock-based compensation 7475 (11,093
Purchase of treasury sock 23,367
Common gock issued under dividend 41,935

reinvesment plan
Balance, December 31, 2008 10,975,364 641,480

On January 22, 2009, Peoples shareholders adopted an amendment to Article FOURTH of Peoples' Amended
Articles of Incorporation to authorize the issuance of up to 50,000 preferred shares. The preferred shares may be issued
by Peoples' Board of Directorsin one or more series, from time to time, with each such series to consist of such number
of shares and to have such voting powers, designations, preferences, rights, quaifications, limitations and restrictions as
determined by the Board of Directors. On January 28, 2009, Peoples’ Board of Directors adopted an amendment to
Peoples’ Amended Articles of Incorporation to create a series of preferred shares designated as Peoples' Fixed Rate
Cumul ative Perpetud Preferred Shares, Series A, each without par value and having aliquidation preference of $1,000
per share (the “ Series A Preferred Shares’). These actions enabled Peoples to obtain final approval for a $39 million
capital investment from the United States Department of the Treasury (“U.S. Treasury”) through the TARP Capital
Purchase Program established by the U.S. Treasury under the Emergency Economic Stabilization Act of 2008.

On January 30, 2009, Peoples issued and sold to the U.S. Treasury (i) 39,000 of Peoples’ Series A Preferred Shares,
and (ii) aten-year warrant (the “Warrant”) to purchase 313,505 Peoples common shares (“Common Shares’), a an
exercise price of $18.66 per share (subject to certain anti-dilution and other adjustments), for an aggregate purchase price
of $39 millionin cash.

Under standardized TARP Capita Purchase Program terms, cumulative dividends on the Series A Preferred Shares
will accrue on the liquidation preference at arate of 5% per annum for the first five years and at arate of 9% per annum
thereafter. These dividendswill be paid only if, as and when declared by Peoples’ Board of Directors. The Series A
Preferred Shares have no maturity date and rank senior to the Common Shares with respect to the payment of dividends
and distributions and amounts payabl e upon liquidation, dissolution and winding up of Peoples. Subject to the approval
of the Appropriate Federal Banking Agency (as defined in the Securities Purchase Agreement, which for Peoplesisthe
Board of Governors of the Federal Reserve System), the Series A Preferred Shares are redeemable at the option of
Peoples at 100% of their liquidation preference plus accrued and unpaid dividends, provided that the Series A Preferred
Shares may be redeemed prior to February 15, 2012, only if (i) Peoples has raised aggregate gross proceeds in one or
more Qualified Equity Offerings (as defined in the Securities Purchase Agreement) in excess of $9,750,000 and (ii) the
aggregate redemption price of the Series A Preferred Shares does not exceed the aggregate net proceeds from such
Qualified Equity Offerings. The Series A Preferred Shares are generally non-voting.

The U.S. Treasury may not transfer a portion or portions of the Warrant with respect to, and/or exercise the Warrant
for more than one-haf of, the 313,505 Common Shares issuabl e upon exercise of the Warrant, in the aggregate, until the
earlier of (i) the date on which Peoples has received aggregate gross proceeds of not less than $39 million from one or
more Qualified Equity Offerings and (ii) December 31, 2009. In the event Peoples completes one or more Qualified
Equity Offerings on or prior to December 31, 2009, that result in Peoples receiving aggregate gross proceeds of not less
than $39 million, the number of the Common Shares underlying the portion of the Warrant then held by the U.S. Treasury
will be reduced by one-half of the Common Shares originally covered by the Warrant. The U.S. Treasury has agreed not
to exercise voting power with respect to any Common Sharesissued to it upon exercise of the Warrant. Any Common
Shares issued by Peoples upon exercise of the Warrant will be issued from Common Shares held in treasury to the extent
available. If no treasury shares are available, Common Shares will be issued from authorized but unissued Common
Shares.

The Securities Purchase Agreement, pursuant to which the Series A Preferred Shares and the Warrant were sold,
contains limitations on the payment of dividends on the Common Shares after January 30, 2009. Prior to the earlier of
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(i) January 30, 2012 and (ii) the date on which the Series A Preferred Shares have been redeemed in whole or the U.S.
Treasury has transferred the Series A Preferred Shares to third parties which are not Affiliates (as defined in the Securities
Purchase Agreement) of the U.S. Treasury, any increase in common share dividends by Peoples or any of its subsidiaries
would be prohibited without the prior approval of the U.S. Treasury.

The American Recovery and Reinvestment Act of 2009 (the “ARRA™) passed by the United States Congress and
signed by the President on February 17, 2009, provides that the U.S. Treasury, subject to consultation with the
Appropriate Federal Banking Agency, must permit a TARP recipient to repay any assistance previously provided under
TARP, without regard to whether the TARP recipient has replaced those funds from any other source or to any waiting
period. Asaresult, subject to consultation with the Federal Reserve Board, the U.S. Treasury must permit Peoples to
redeem the Series A Preferred Shares at the appropriate redemption price without regard to whether the redemption price
isto be paid from proceeds of a qualified equity offering or any other source or when the redemption date occurs. If the
Series A Preferred Shares were redeemed, the U.S. Treasury must liquidate the related Warrant at the current market
price. The U.S. Treasury isto promulgate regulations to implement the procedures under which a TARP participant may
repay any assistance received. As of the date of this Annual Report, the U.S. Treasury had not yet issued such
regulations.

Note 12. Comprehensive (L 0ss) | ncome

The components of other comprehensive (loss) income for the years ended December 31 were as follows:

(Dollarsin thousandg 2008 2007 2006
Net income $ 7455 $ 18,314 $ 21,558
Other conmprehensive (1 0ss) income;

Available-for-sale invest ment securities

Gross unredlized holding (loss) gain arising in the period (20,941) 1,697 475
Related tax benefit (expense) 7,329 (5%) (166)
Less reclassification adj ustment for net (loss) gain included in net income (2,592) (6,062) 265
Related tax benefit (expense) 07 2,12 (93
Net effect on other comprehend ve (loss) income (11,927) 5,043 137
Defined benefit plans
Net (I oss) gain ai 9ng during the period (5,206) 1,327 -
Related tax benefit (expense) 1,822 (464) -
Amortization of unrecognized loss and service cost on penson plan 13 162 -
Related tax expense 4 (57) -
Net effect on other comprehend ve (loss) income (3,375) 968 -
Tota ather comprehensive (loss) income, net of tax (15,302) 6,011 137
Total comprehensve (loss) income $ (7847) $ 2435 $ 21695

Changes in the components of Peoples’ accumulated other comprehensive (loss) income for years ended December
31, 2008, 2007 and 2006 were as follows:

Unrecognized

Unrealized Net Pensionand  Accumulated

(Loss) Gain Postretirement  Compr ehensive
(Dallarsin thousandg on Securities Costs (Loss) Income
Balance, December 31, 2005 $ (L1e) $ - $ (1,116)
Current period change, net of tax 137 - 137
Adugment for initid application of FAS 158 - (2,018) (2,018)
Balance, December 31, 2006 $ 9790 % (2018 $ (2,997)
Current period change, net of tax 5043 963 6,011
Balance, December 31, 2007 $ 4064  $ (1,050) $ 3,014
Current period change, net of tax (11,927) (3,375) (15,302)
Balance, December 31, 2008 $ (7,863) $ @42%) $ (12,288)
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Note 13. Employee Benefit Plans

Peopl es sponsors a noncontributory defined benefit pension plan that covers substantially all employees. The plan
provides retirement benefits based on an employee’ s years of service and compensation. 1n 2003, Peoples changed the
methodology used to determine the retirement benefits for employees hired on or after January 1, 2003, which should
result in alower accumulated benefit obligation. Peoples aso has a contributory postretirement benefit plan for former
employees who were retired as of December 31, 1992. The plan provides health and life insurance benefits. Peoples
policy isto fund the cost of the benefits asthey are incurred.

The following tables provide areconciliation of the changesin the plans’ benefit obligations and fair value of assets
over the two-year period ending December 31, 2008, and a statement of the funded status as of December 31, 2008 and
2007:

Pension Postretirement Benefits
Benefits
(Dollarsin thousands) 2008 2007 2008 2007
Changein benefit obligation:
Obligation at January 1 $ 11,868 $ 13548 $ 246 $ 560
Service cost 763 847 - -
Interest cost 781 757 15 26
Plan participants’ contributions - - 123 122
Actuarid loss (gain) 492 (1,954) (35) (234)
Benefit payments (966) (1,331) (123) (194)
Increase due to plan changes — — — (34)
Obligation at December 31 $ 12938 $ 11,867 $ 226 $ 246
Accumulated benefit obligation at December 31 $ 11,164 $ 9574 $ - 3 -
Changein plan assets:
Fair value of plan assets at January 1 $ 14326 $ 15,050 $ - $ -
Actual return on plan assets (3,520) 607 - -
Employer contributions - - - 72
Plan participants' contributions - - 123 122
Benefit payments (966) (1,331) (123) (194)
Fair value of plan assets at December 31 $ 9840 $ 14,326 $ - 3 -
Funded gtatus:
Funded status at December 31 $ (3098 $ 2459 $ (226) $ (246)
Unrecognized prior service cost - - - (34)
Unrecognized net loss — — — (64)
Net amount recognized $ (3098 $ 2459 $ (2260 $ (349
Amountsrecognized in Consolidated Balance Sheets.
Prepaid benefit costs $ - $ 2459 $ - $ -
Accrued benefit liability (3,098) — (226) (344)
Net amount recognized $ (309 $ 2459 $ (226) $ (344
Amountsrecognized in Accumulated Compr ehensive (L 0ss) Income:
Unrecognized prior service cost $ 20 $ 23 $ 20 $ -
Unrecognized net loss 4,410 1,027 61 —
Total $ 4430 $ 1,050 $ 8L $ —
Weighted-average assumptions at year-end:
Discount rate 6.30% 6.70% 6.30% 6.70%
Rate of compensation increase 2.50% 3.50% na na

The estimated costs relating to Peoples’ pension benefits that will be amortized from accumulated comprehensive
lossinto net periodic cost over the next fiscal year are $4,000 of prior service costs and $126,000 of net |oss.
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Net Periodic Benefit Cost
The following table provides the components of net periodic benefit cost for the plans:

Pension Benefits Postretirement Benefits

(Dollarsin thousands) 2008 2007 2006 2008 2007 2006
Service cost $ 763 $ 847 $ 89 $ - 3 - $ -
Interest cost 781 757 756 15 26 25
Expected return on plan assets (1,202) (1,191) (1,164) - - -
Amortization of prior service cost 4 2 2 - - -
Amortization of net loss 10 160 256 (7 3 -
Settlements - - - - - -

Net periodic benefit cost $ 3H6 $ 55 $ 719 $ 8 $ 29 $ 25
Weighted-aver age assumptions.
Discount rate 6.70% 6.00% 5.75% 6.70% 6.00% 5.75%
Expected return on plan assets 8.50% 8.50% 8.50% na na na
Rate of compensation increase 3.50% 3.50% 3.50% na na n‘a

For measurement purposes, a 10% annual rate of increase in the per capita cost of covered benefits (i.e., hedth care
cost trend rate) was assumed for 2008, grading down 1% per year to an ultimate rate of 5% in 2013. The health care trend
rate assumption does not have a significant effect on the contributory defined benefit postretirement plan; therefore, a one
percentage point increase or decrease in thetrend rateis not material in the determination of the accumulated
postretirement benefit obligation or the ongoing expense.

Determination of Expected Long-term Rate of Return

The expected long-term rate of return on the plans’ total assetsis based on the expected return of each category of the
plan’s assets. Management considers the long-term historica returns of the assets within the portfolio and adjusts the
rate, as necessary, for expected future returns on the assets in the plans in determining the rate.

Plan Assets

Peoples’ investment strategy, as established by Peoples Retirement Plan Committee, isto invest assets based upon
established target alocations. The assets are redlocated periodically to meet the target allocations. The investment
policy isreviewed periodically, under the advisement of a certified investment advisor, to determineif the policy should

be changed. Peoples’ pension plan target and actua weighted-average asset allocations by asset category at December 31
are asfollows:

Target 2008 2007
Equity securities 60 — 75% 62% 70%
Debt securities 24-39 34 26
Other 1 4 4
Total 100% 100% 100%

Equity securities of Peoples' pension plan did not include any securities of Peoples or related parties in 2008 or 2007.
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Cash Flows

Peoples has not determined if any contributions will be made to its pension plan in 2009; however, actual
contributions are made at the discretion of the Retirement Plan Committee and Peoples’ Board of Directors. Estimated
future benefit payments, which reflect benefits attributable to estimated future service, for the years ending December 31
are as follows:

Post-

Pension retirement

(Dollarsin thousands) Benefits Benefits
2009 $ 1,033 $ 35
2010 929 34
2011 1,092 34
2012 1,760 27
2013 1,147 25
2014to 2018 6,836 91
Total $ 12,797 $ 246

Retirement Savings Plan

Peopl es a so maintains a retirement savings plan, or 401(k) plan, which covers substantially all employees. The plan
provides participants the opportunity to save for retirement on atax-deferred basis. 1n addition, Peoples makes matching
contributions equal to 100% of participants contributions that do not exceed 3% of the participants’ compensation, plus
50% of participants contributions between 3% and 5% of the participants compensation. Matching contributions made
by Peoples totaed $776,000, $740,000 and $698,000 for the years ended December 31, 2008, 2007 and 2006,
respectively.

Note 14. Income Taxes

The reported income tax expense and effective tax rate in the Consolidated Statements of Income differs from the
amounts computed by applying the statutory corporate tax rate as follows for the years ended December 31.

2008 2007 2006
(Dollarsin thousands) Amount  Rate  Amount Rate  Amount  Rate
Income tax computed at statutory federal tax rate $ 2665 3H0% $ 8356 350% $ 10298 35.0%
Differencesin rate resulting from:;

Tax-exempt interest income (924) (12.1) (831 (35 (940) (3.2
Investments in tax credit funds (689) (9.0 (640) (2.7) (613) (2.1
Bank owned life insurance (554) (7.3) (581) (24) (573) (2.0)
Change in valuation allowance (321 (4.2 (635) (2.6) 79 0.3
Other, net (17) (0.3 (109) (0.5 (386) (1.3
Total income taxes $ 160 21% $ 5560 233% $ 7,865 26.7%

Peoples’ income tax returns are subject to review and examination by federal and state taxing authorities. Peoplesis
currently open to audit under the applicable statutes of limitations by the Internal Revenue Service for the years ended
December 31, 2005 through 2007. The years open to examination by state taxing authorities vary by jurisdiction.

The significant components of Peoples' deferred tax assets and liabilities consisted of the following at December 31.
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(Dollarsin thousands) 2008 2007

Deferred tax assets:
Allowance for loan losses $ 8548 $ 6,292
Accrued employee benefits 2,103 97
Deferred loan fees and costs (331) (202)
Available-for-sale securities 4,234 -
AMT credit carryforward 2,069 1,656
Other 315 260
Valuation alowance - (321)
Total deferred tax assets 16,938 7,782
Deferred tax liabilities:
Bank premises and equipment 1,183 1,105
Deferred income 1,013 1,108
Investments 351 (50)
Available-for-sale securities - 2,188
Other 3,510 3,651
Total deferred tax liabilities 6,057 8,002

Net deferred tax asset (liability) $ 10,881 $  (220)

The AMT tax credit carryforward at December 31, 2008 and 2007 may be carried over indefinitely. The valuation
allowance at December 31, 2007, represented the amount of the AMT credit carryforward that was estimated to not be
realized in areasonable period. The related federal incometax (benefit) expense on securities transactions approximated
($907,000) in 2008, ($2,122,000) in 2007 and $93,000 in 2006.

Note 15. Financial Instrumentswith Off-Balance Sheet Risk

In the normal course of business, Peoplesis party to financial instruments with off-balance sheet risk necessary to
meet the financing needs of customers and to manage its own exposure to fluctuations in interest rates. These financial
instruments include commitments to extend credit, standby letters of credit and interest rate caps. The instruments
involve, to varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the
Consolidated Balance Sheets. The contract or notional amounts of these instruments express the extent of involvement
Peoples has in these financial instruments.

Loan Commitments and Standby L etters of Credit

Loan commitments are made to accommodate the financia needs of Peoples customers. Standby letters of credit are
instruments issued by Peoples Bank guaranteeing the beneficiary payment by Peoples Bank in the event of default by
Peoples Bank's customer in the nonperformance of an obligation or service. Historically, most loan commitments and
standby letters of credit expire unused. Peoples exposure to credit loss in the event of nonperformance by the counter -
party to the financial instrument for loan commitments and standby |etters of credit is represented by the contractual
amount of those instruments. Peoples uses the same underwriting standards in making commitments and conditional
obligations as it does for on-balance sheet instruments. The amount of collateral obtained is based on management's
credit evaluation of the customer. Collatera held varies, but may include accounts receivable, inventory, property, plant,
and equipment, and income-producing commercial properties.

The total amounts of loan commitments and standby | etters of credit at December 31 are summarized as follows:

Contractual Amount

(Dollarsin thousands) 2008 2007
Loan commitments $201,194 $176,835
Standby letters of credit 46,788 34,200

Interest Rate Contracts

At December 31, 2008, Peoples held an option to initiate an interest rate swap beginning on October 19, 2002, and
continuing on aquarterly basis until its expiration in July 2009. Under the terms of the interest rate swap, Peoples would
receive LIBOR based variabl e rate payments and pay fixed rate payments to a counter-party, computed on a notional
amount of $17 million. Peoples entered into this interest rate contract to hedge a $17 million long-term, fixed rate FHLB
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advance, which could convert to avariable rate at the FHLB’ s discretion. At December 31, 2008, Peoples had not
exercised its option under thisinterest rate contract since the advance remained afixed rate advance. Changesin
estimated fair value of thisinterest rate contract are recorded in earnings and are immaterial.

Other

Peopl es a so has commitments to make additiona capita contributionsin low-income housing projects. Such
commitments approximated $1.1 million at December 31, 2008, and $1.3 million at December 31, 2007. The maximum
aggregate amounts Peopl es could be required to make for each of the next five years are as follows: $247,000 in 2009;
$240,000 in 2010; $234,000 in 2011; $185,000 in 2012 and $125,000 in 2013.

Note 16. Regulatory Matters

The following is a summary of certain regulatory matters affecting Peoples and its subsidiaries:

Capital Requirements

Peoples and Peoples Bank are subject to various regulatory capital guidelines administered by the banking regulatory
agencies. Under capital adequacy requirements and the regulatory framework for prompt corrective action, Peoples and
its banking subsidiary must meet specific capital guidelinesthat involve quantitative measures of each entity's assets,
liahilities, and certain off-balance sheet items as cal culated under regul atory accounting practices. Peoples' and Peoples
Bank’s capital amounts and classification are also subject to qualitative judgments by the regul ators about components,
risk weightings and other factors. Failure to meet future minimum capital requirements can initiate certain mandatory and
possibly additional discretionary actions by the regulators that, if undertaken, could have a materia effect on Peoples
financial results.

Quantitative measures established by regulation to ensure capital adequacy require Peoples and Peoples Bank to
maintain minimum amounts and ratios of Total and Tier | capital (as defined in the regul ations) to risk-weighted assets (as
defined), and of Tier | capita (as defined) to average assets (as defined). Peoples and Peoples Bank met al capital
adequacy requirements at December 31, 2008.

As of December 31, 2008, the most recent notifications from the banking regulatory agencies categorized Peoples
and Peoples Bank as well capitalized under the regulatory framework for prompt corrective action. To be categorized as
well capitalized, Peoples and Peoples Bank must maintain minimum Total risk-based, Tier | risk-based and Tier |
leverage ratios as set forth in the table below. There are no conditions or events since these notifications that management
believes have changed Peoples or Peoples Bank's category.

Peoples and Peoples Bank’ s actual capital amounts and ratios as of December 31 are aso presented in the following
table:

Peoples Peoples Bank
(Dollarsin thousands) Amount Ratio Amount Ratio
2008
Total Capital
Actual $ 173,470 13.2% $ 158,030 12.1%
For capital adequacy 105,253 8.0% 104,715 8.0%
To be well capitalized 131,566 10.0% 130,894 10.0%
Tier 19
Actual $ 156,254 11.9% $ 141,587 10.8%
For capital adequacy 52,626 4.0% 52,357 4.0%
To be well capitalized 78,939 6.0% 78,536 6.0%
Tier 1 Leverage
Actual $ 156,254 8.2% $ 141,587 7.5%
For capital adequacy 76,443 4.0% 75,866 4.0%
To bewell capitalized 95,554 5.0% 94,833 5.0%
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Peoples Peoples Bank

(Dallarsin thousands) Amount Ratio Amount Ratio
2007

Total Capital

Actual $ 172,117 13.2% $ 148,355 11.5%
For capital adequacy 104,043 8.0% 103,509 8.0%
To be well capitalized 130,054 10.0% 129,386 10.0%
Tier 1%

Actual $ 154,933 11.9% $ 132,637 10.3%
For capital adequacy 52,022 4.0% 51,755 4.0%
To bewell capitdized 78,032 6.0% 77,632 6.0%
Tier 1 Leverage”

Actual $ 154,933 8.5% $ 132,637 7.3%
For capital adequacy 73,062 4.0% 72,699 4.0%
To bewell capitdized 91,328 5.0% 90,873 5.0%

(1) Ratio represents total capital to net risk-weighted assets
(2) Retio represents Tier 1 capital to net risk-weighted assets
(3) Retio represents Tier 1 capital to average assets

As morefully disclosed in Note 11, on January 30, 2009, Peoples received $39.0 million of new equity capital from
the sale of Series A Preferred Shares and the Warrant to U.S. Treasury as part of the TARP Capital Purchase Program.
All of the proceeds from the sale of the Series A Preferred Shares and the Warrant will qualify as Tier 1 capitd for
regul atory purposes.

Limitson Dividends

The primary source of funds for the dividends paid by Peoples is dividends received from Peoples Bank. The
payment of dividends by Peoples Bank is subject to various banking regulations. The most restrictive provision requires
regulatory approval if dividends declared in any calendar year exceed the total net profits of that year plus the retained net
profits of the preceding two years. At December 31, 2008, Peoples Bank had approximately $3.9 million of net profits
available for distribution to Peoples as dividends without regul atory approval.

Federal Reserve Requirements

Peoples Bank is required to maintain aminimum level of reserves, consisting of cash on hand and non-interest-
bearing balances with the Federal Reserve Bank, based on the amount of deposit liabilities. Average required reserve
balances were approximately $4.9 million and $4.8 million for the years ended December 31, 2008 and 2007.

Note 17. Stock—Based Compensation

Under the Peoples Bancorp Inc. 2006 Equity Plan (the “2006 Equity Plan”) approved by shareholders, Peoples may
grant, among other awards, nonqualified stock options, incentive stock options, restricted stock awards, stock appreciation
rights or any combination thereof covering up to 500,000 common shares to employees and non-empl oyee directors.

Prior to 2007, Peoples granted nonqualified and incentive stock options to employees and nonqualified stock optionsto
non-employee directors under the 2006 Equity Plan and predecessor plans. Since February 2007, Peoples has granted a
combination of restricted common shares and stock appreciation rights (“ SARS") to be settled in common shares to
employees and restricted common shares to hon-employee directors subject to the terms and conditions prescribed by the
2006 Equity Plan. In general, common shares issued in connection with stock-based awards are issued from treasury
shares to the extent available. 1f no treasury shares are available, common shares are issued from authorized but unissued
common shares.

Stock Options

Under the provisions of the 2006 Equity Plan and predecessor stock option plans, the exercise price per share of any
stock option granted may not be less than the fair market value of the underlying common shares on the date of grant of
the stock option. The most recent stock options granted to employees and non-employee directors occurred in 2006. The
stock options granted to employees will vest three years from the grant date, while the stock options granted to non-
employee directors vested six months from the grant date. All stock options granted to both empl oyees and non-
employee directors expire ten years from the date of grant.

The following summarizes the changes to Peoples’ stock options for the year ended December 31, 2008:
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Weighted-

Weighted- Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Shares Price Life Value

Outstanding at January 1 325461 $ 22.74
Granted - -
Exercised 13,064 17.36
Forfeited 7,950 24.98

Outstanding at December 31 304,447 2291 42years $ 367,000

Exercisable at December 31 261,909 22.01 3.7years $ 367,000

The weighted-average estimated fair value of options granted in 2006 was $7.37. Thetotal intrinsic value of stock
options exercised was $61,000, $0.6 million and $1.4 million in 2008, 2007 and 2006, respectively.

The following summarizes information concerning Peoples’ stock options outstanding at December 31, 2008:

Options Outstanding Options Exercisable
Weighted-

Average Weighted-

Remaining Weighted- Average

Option Shares Contractual Average Option Shares Exercise

Range of Exercise Prices Outstanding Life Exercise Price Exer cisable Price

$13.48 to $15.45 71,112 0.8 years $ 14.20 71112 $ 1420
$15.45 to $22.32 62,672 4.0 years 21.71 62,672 21.71
$22.33 to $26.01 56,953 4.1 years 24.39 56,953 24.39
$26.01 to $28.25 73,176 6.4 years 27.88 36,638 27.50
$28.25 to $30.00 40,534 6.3 years 29.03 34,534 28.91
Total 304,447 4.2 years $ 22.91 261909 $ 2201

Stock Appreciation Rights

SARs granted to employees have an exercise price equal to the fair market value of Peoples’ common shares on the
date of grant and will be settled using common shares of Peoples. Additionally, the SARs granted will vest three years
from the grant date and expire ten years from the date of grant. The following summarizes the changesto Peoples SARs
for the year ended December 31, 2008:

Weighted-
Weighted- Average
Average Remaining Agoregate

Number Exercise Contractual Intrinsc
of Shares Price Life Value
Outstanding at January 1 30,374 $ 27.96
Granted 28,170 23.85
Exercised - -
Forfeited 1,11 2.25
Outgtanding at December 31 57,433 $ 25.92 87yeas $ -
Exer cisable at December 31 - $ - - $ -

The weighted-average estimated fair value of the SARs granted in 2008 and 2007 was $5.46 and $7.73, respectively.
The following summarizes information concerning Peoples’ SARs outstanding at December 31, 2008:
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Weighted-
Average Weighted-

Number of Remaining Average Number of
Shares Contractural Exercise Shares

Exercise Prices  Outstanding Life Price Exercisable
$23.26 5,000 8.6 years $ 23.26 -
$23.77 26,170 9.1 years 23.77 -
$23.80 to $27.99 6,000 9.0 years 26.26 -
$29.25 20,263 8.1 years 29.25 —
Total 57,433 8.7 years $ 25.92 —

Restricted Shares

Under the 2006 Equity Plan, Peoples may award restricted common shares to officers, key employees and non-
employee directors. In general, the restrictions on common shares awarded to non-employee directors expire after six
months, while the restrictions on common shares awarded to employees expire after three years. The following
summarizes the changes to Peoples’ restricted common shares for year ended December 31, 2008:

Weighted-

Average
Number Grant Date
of Shares Fair Value

Outstanding at Jaruary 1 9,148 $ 2849
Awarded 14,069 23.72
Released 7,475 2447
Forfeited 164 29.25
Qutstanding at December 31 15,578 $ 2610

The total intrinsic value of restricted stock released was $158,000 and $220,000 in 2008 and 2007, respectively.

Stock-Based Compensation

Peopl es recogni zed stock-based compensation expense, which isincluded as a component of Peoples’ salaries and
employee benefits costs, based on the estimated fair value of the awards on the grant date. The following summarizesthe
amount of stock-based compensation expense and related tax benefit recognized for the years ended December 31

(Dollarsin thousandsg 2008 2007 2006

Tatal stock-based compensation $ 498,000 $ 391,000 $ 280,000

Recognized tax benfit (174,000) (137,000) (98,000)
Net expense recognized $ 324,000 $ 254,000 $ 182,000

The estimated fair value of stock options and SARs was calculated at grant date using the Black-Schol es option
pricing model with the foll owing wei ghted-average assumptions:

2008 2007 2006
Risk-free interest rate 4.38% 4.82% 4.56%
Dividend yield 3.88% 3.05% 2.65%
Volatility factor of the market price of parent stock 26.3% 25.5% 25.8%
Weighted-average expected life 10.0 years 10.0 years 6.4 years

The Black-Scholes option valuation model was originally developed for use in estimating the fair value of traded
options, which have different characteristics than equity awards granted by Peoples, such as no vesting or transfer
restrictions. The model requires theinput of highly subjective assumptions, including the expected stock price voldtility,
which can materidly affect the fair value estimate. The expected volatility and expected life assumptions were based
solely on historical data. The expected dividend yield is computed based on the then current dividend rate, and the risk-
freeinterest rate is based on U.S. Treasury zero-coupon issues with a remaining term approximating the expected life of
the equity awards.
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Total unrecognized stock-based compensation expense rel ated to unvested awards was $213,000 at December 31,

2008, which will be recognized over a weighted-average period of 1.6 years.

Note 18. Parent Company Only Financial | nformation

Condensed Balance Sheets December 31,
(Doallarsin thousands) 2008 2007
Assts
Cash and due from other banks $ 229 $ 2111
I nterest-bearing deposits in subsidiary bank 3,776 12,437
Receivable from subsidiary bank 423 651
Available-for-sale investment securities, at estimated fair value (amortized
cost of $1,405 and $1,386 at December 31, 2008 and 2007, respectively) 2,940 4,744
Investmentsin subsidiaries.
Bank 179,193 186,840
Non-bank 28,025 26,988
Other assets 1,305 825
Total assets $ 217871 $ 234,596
Liabilities:
Accrued expenses and other liabilities $ 58122 $ 7,012
Dividends payable 2,398 2,288
Junior subordinated debentures held by subsidiary trusts 22,975 22,460
Total liabilities 31,245 31,760
Stockholders equity 186,626 202,836
Total liabilitiesand stockholders equity $ 217,871 $ 234,596

Condensed Statements of Income

Year Ended December 31,

(Dallarsin thousands) 2008 2007 2006
Income;
Dividends from subsidiary bank $ 2000 $ 28000 $ 21,750
Dividends from non-bank subsidiary - 1,000 2,300
Interest 361 392 598
Other income — — 1
Total income 2,361 29,392 24,649
Expenses:
Interest expense on junior subordinated notes held by subsidiary trusts 2,011 2,223 2,689
I ntercompany management fees 821 938 875
Interest - - 691
Other expense 1,380 1,374 1,488
Total expenses 4,212 4,535 5,743
(Loss) income before federal income taxes and (excess dividends from) equity
in undistributed earnings of subsidiaries (1,851) 24,857 18,906
Applicable income tax benefit (1,798) (2,345) (2,160)
Equity in (excess dividends from) undistributed earnings of subsidiaries 7,508 (8,888) 492
Net income $ 7455 $ 18314 $ 21,558
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Statements of Cash Flows

Year Ended December 31,

(Dollarsin thousands) 2008 2007 2006
Operating activities
Net income $ 7455 $ 18,314 $ 21,558
Adjustment to reconcile net income to cash provided by operations:
Amortization and depreciation - 2 12
(Equity in) excess dividends from undistributed earnings of subsidiaries (7,508) 8,888 (492)
Other, net 59 1,313 (610)
Net cash provided by operating activities 6 28,517 20,468
Investing activities
Net (purchases of) proceeds from sales and maturity investment securities (45) (224) 100
Change in receivable from subsidiary 228 (51) (298)
Acquisitions, net of cash received — (1,070) (1,453)
Net cash provided by (used in) investing activities 183 (1,345) (1,651)
Financing activities
Payments on long-term borrowings - - (13,600)
Purchase of treasury stock (506) (12,350) (1,214)
Proceeds from issuance of common stock 210 989 2,719
Repurchase of Trust Preferred Securities - - (25)
Redemption of Trust Preferred Securities - (7,000) -
Cash dividends paid (8,423) (8,375) (8,164)
Excess tax (expense) benefit for share based payments (33) 148 —
Net cash used in financing activities (8,752) (26,588) (20,284)
Net (decrease) increase in cash and cash equivalents (8,563) 584 (1,467)
Cash and cash equivalents at the beginning of year 14,548 13,964 15,431
Cash and cash equivalents at the end of year $ 5985 $ 14,548 $ 13,964
Supplemental cash flow information:
Interest paid $ 1,980 $ 2302 $ 3322
Note 19. Summarized Quarterly Information (Unaudited)
A summary of selected quarterly financia information for 2008 and 2007 follows:
2008
Firgt Second Third Fourth
(Dollarsin thousands, except per share data) Quarter Quarter Quarter Quarter

Total interest income

$ 27299 $ 26548 $ 26063 $ 26317

Total interest expense 13,013 11,674 11,461 11,600
Net interest income 14,286 14,874 14,602 14,717
Provision for loan losses 1,437 6,765 5,996 13,442
Net gain (loss) on investment securities 293 (308) (112) (2,466)
Other income 8,234 7,886 8,142 8,591
Intangible asset amortization 415 403 390 378
Other expenses 13,327 12,641 12,803 13,128
Income tax expense (benefit) 1,986 690 493 (3,009)
Net income (l0ss) $ 5648 $ 1953 $ 291 $ (3,097
Earnings per share;

Basic $ 055 $ 019 $ 029 $ (0.30)

Diluted $ 055 ¢ 019 ¢ 028 $ (0.30)
Weighted-average shares outstanding:

Basic 10,302,713 10,304,666 10,319,534 10,333,888

Diluted 10,345,180 10,352,135 10,354,522 10,359,491

Included in net gain (loss) on investment securities are other-than-temporary non-cash impairment charges of
approximately $4.0 million and $260,000 during the fourth and second quarters of 2008, respectively.
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2007

First Second Third Fourth

(Dollarsin thousands, except per share data) Quarter Quarter Quarter Quarter
Total interest income $ 28360 $ 28080 $ 28241 $ 28738
Total interest expense 14,839 14,747 15,089 14,823
Net interest income 13,521 13,333 13,152 13,915
Provision for loan losses 623 847 967 1,522
Net gain (loss) on investment securities 17 21 (613) (5,487)
Other income 8,114 7,954 7,736 7,622
Intangible asset amortization 500 489 478 467
Other expenses 12,842 12,661 12,121 11,894
Income tax expense (benefit) 2,041 1,962 1,594 (37)
Net income $ 5646 $ 5349 $ 5115 $ 2204
Earnings per share:

Basic $ 053 $ 051 $ 049 $ 0.21

Diluted $ 053 $ 051 $ 049 $ 0.21
Weighted-average shares outstanding:

Basic 10,584,893 10,503,952 10,421,548 10,344,437

Diluted 10,670,148 10,574,250 10,483,657 10,398,806

Included in net gain (loss) on investment securities are other-than-temporary non-cash impairment charges of
approximately $5.5 million in the fourth quarter and $675,000 in the third quarter.
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PART 111

ITEM 10. DIRECTORS EXECUTIVE OFFICERSAND CORPORATE GOVERNANCE

The information concerning (a) directors of Peoples Bancorp Inc. (“Peoples’), (b) the procedures by which sharehol ders
of Peoples may recommend nominees to Peoples' Board of Directors, (c) the Audit Committee of Peoples Board of
Directors and (d) the Board of Directors’ determination that Peoples has an “audit committee financial expert” serving on its
Audit Committee required by Items 401, 407(c)(3), 407(d)(4) and 407(d)(5) of SEC Regulation S-K isincluded in the
sections captioned “PROPOSAL NUMBER 1: ELECTION OF DIRECTORS’, “THE BOARD OF DIRECTORS AND
COMMITTEES OF THE BOARD” and “NOMINATING PROCEDURES’ of the definitive Proxy Statement of Peoples
Bancorp Inc. relating to the Annua Mesting of Shareholdersto be held April 23, 2009 (“Peoples’ Definitive Proxy
Statement”), which sections are incorporated herein by reference. The procedures by which shareholders of Peoples may
recommend nominees to Peoples’ Board of Directors have not changed materially from those described in Peoples’ definitive
Proxy Statement for the 2008 Annua Meeting of Shareholders held on April 10, 2008.

Theinformation regarding Peoples’ executive officers required by Item 401 of SEC Regulation S-K isincluded in the
section captioned “EXECUTIVE OFFICERS” of Peoples’ Definitive Proxy Statement, which section isincorporated herein
by reference.

The information required by Item 405 of SEC Regulation S-K isincluded under the caption “SECTION 16(a)
BENEFICIAL OWNERSHIP REPORTING COMPLIANCE” of Peoples' Definitive Proxy Statement, which section is
incorporated herein by reference.

The Board of Directors of Peoples has adopted charters for each of the Audit Committee, the Compensation Committee
and the Governance and Nominating Committee.

In accordance with the requirements of Rule 4350(n) of The NASDAQ Stock Market LLC Marketplace Rules, the Board
of Directors of Peoples has adopted a Code of Ethics covering the directors, officers and employees of Peoples and its
affiliates, including, without limitation, the principal executive officer, the principal financial officer and principa accounting
officer of Peoples. Peoplesintends to disclose the following events, if they occur, in a Current Report on Form 8-K and on
the “Corporate Governance & Ethics’ page of Peoples’ Internet website at www.peoplesbancorp.com within four business
days following their occurrence;

(A) the date and nature of any amendment to a provision of Peoples' Code of Ethicsthat

(i) appliesto the principa executive officer, principal financia officer, principal accounting officer or
controller of Peoples, or persons performing similar functions,

(ii) relatesto any element of the code of ethics definition set forth in Item 406(b) of SEC Regulation S-K, and
(iii) isnot atechnical, administrative or other non-substantive amendment; and

(B) adescription (including the nature of the waiver, the name of the person to whom the waiver was granted and the
date of the waiver) of any waiver, including an implicit waiver, from a provision of the Code of Ethics granted to the
principal executive officer, principal financia officer, principal accounting officer or controller of Peoples, or
persons performing similar functions, that relates to one or more of the elements of the code of ethics definition set
forthin Item 406(b) of SEC Regulation S-K.

In addition, Peoples will disclose any waivers from the provisions of the Code of Ethics granted to adirector or
executive officer of Peoplesin a Current Report on Form 8-K within four business days following their occurrence.

Each of the Code of Ethics, the Audit Committee Charter, the Governance and Nominating Committee Charter and the
Compensation Committee Charter is posted on the “ Corporate Governance & Ethics’ page of Peoples’ Internet website.
Interested persons may also obtain copies of the Code of Ethics without charge by writing to Peoples Bancorp Inc., Attention:
Corporate Secretary, 138 Putnam Street, P.O. Box 738, Marietta, Ohio 45750-0738.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 isincluded in the sections captioned “COMPENSATION COMMITTEE
INTERLOCKS AND INSIDER PARTICIPATION”, “EXECUTIVE COMPENSATION: COMPENSATION DISCUSSION
AND ANALYSIS", “ANNUAL CASH INCENTIVE COMPENSATION”, “LONG-TERM EQUITY-BASED INCENTIVE
COMPENSATION”, “SUMMARY COMPENSATION TABLE FOR 2008", “GRANTS OF PLAN-BASED AWARDS
FOR 2008”, “OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END 2008, “OPTION EXERCISES AND
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STOCK VESTED FOR 2008", “PENSION BENEFITS FOR 2008", “NON-QUALIFIED DEFERRED COMPENSATION
FOR 2008” and “OTHER POTENTIAL POST EMPLOYMENT PAYMENTS" of Peoples Definitive Proxy Statement,
which sections are incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by this Item 12 regarding the security ownership of certain beneficial owners and management
isincluded in the section captioned “SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT” of Peoples Definitive Proxy Statement, which section is incorporated herein by reference.

Equity Compensation Plan Information

The table below provides information as of December 31, 2008, with respect to compensation plans under which
common shares of Peoples are authorized for issuance to directors, officers or employees in exchange for consideration in the
form of goods or services. These compensation plansinclude:

(i) the Peoples Bancorp Inc. Amended and Restated 1993 Stock Option Plan (the “1993 Plan”);

(ii) the Peoples Bancorp Inc. 1995 Stock Option Plan (the “1995 Plan”);

(iii) the Peoples Bancorp Inc. 1998 Stock Option Plan (the “1998 Plan™);

(iv) the Peoples Bancorp Inc. 2002 Stock Option Plan (the “2002 Plan™);

(v) the Peoples Bancorp Inc. Amended and Restated 2006 Equity Plan (the “2006 Plan”); and

(vi) the Peoples Bancorp Inc. Second Amended and Restated Deferred Compensation Plan for Directors of Peoples
Bancorp Inc. and Subsidiaries (the “ Deferred Compensation Plan”).

All of these compensation plans were approved by the sharehol ders of Peoples.

(©

@ Number of common
Number of sharesremaining
common sharesto (b) availablefor future
beissued upon Weighted-average issuanceunder equity
exer cise of exer cise price of compensation plans
outstanding outstanding (excluding common
options, warrants  options, warrants sharesreflected in
Plan Category and rights and rights column (a))
Equity compensation plans approved by
sharehol ders 434,699 $23.39? 405,005
Equity compensation plans not approved
by shareholders - - -
Total 434,699 $23.39 405,005

(1) Includes an aggregate of 361,880 common shares issuable upon exercise of options granted under the 1993 Plan, the
1995 Plan, the 1998 Plan and the 2002 Plan and options and stock appreciation rights granted under the 2006 Plan
and 72,819 common shares alocated to participants’ bookkeeping accounts under the Deferred Compensation Plan.

(2) Represents weighted-average exercise price of outstanding options granted under the 1993 Plan, the 1995 Plan, the
1998 Plan and the 2002 Plan and options and stock appreciation rights granted under the 2006 Plan. The weighted-
average exercise price does not take into account the common shares allocated to participants’ bookkeeping
accounts under the Deferred Compensation Plan.

(3) Includes 395,055 common shares and 9,950 common shares remaining available for future grants under the 2006
Plan and future alocations to bookkeeping accounts under the Deferred Compensation Plan, respectively, at
December 31, 2008. No common shares were available for future grants under the 1993 Plan, the 1995 Plan, the
1998 Plan and the 2002 Plan at December 31, 2008.

Additional information regarding Peoples stock-based compensation plans can be found in Note 17 of the Notes to the
Consolidated Financid Statements.
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In addition, Peoples maintains the Peoples Bancorp Inc. Retirement Savings Plan, which isintended to meet the
qualification requirements of Section 401(a) of the Internal Revenue Code of 1986, as amended.

ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required by this Item 13 isincluded in the sections captioned “TRANSACTIONS WITH RELATED
PERSONS’, “PROPOSAL NUMBER 1: ELECTION OF DIRECTORS’, “THE BOARD OF DIRECTORS AND
COMMITTEES OF THE BOARD” and “COMPENSATION COMMITTEE INTERLOCKS AND INSIDER
PARTICIPATION” of Peoples’ Definitive Proxy Statement, which sections are incorporated by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEESAND SERVICES

Theinformation required by this Item 14 isincluded in the section captioned “INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM” of Peoples Definitive Proxy Statement, which section isincorporated herein by reference.
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PART IV

ITEM 15. EXHIBITSAND FINANCIAL STATEMENT SCHEDULES

(8)(1) Financia Statements:
The following consolidated financial statements of Peoples Bancorp Inc. and subsidiaries are included in Item 8:

Page

Report of Independent Registered Public Accounting Firm (Ernst & Y oung LLP) on Effectiveness of

Internal Control Over Financia Reporting 51
Report of Independent Registered Public Accounting Firm (Ernst & Young LLP) on Consolidated

Financia Statements 52
Consolidated Balance Sheets as of December 31, 2008 and 2007 53
Consolidated Statements of Income for each of the three years ended December 31, 2008 54
Consolidated Statements of Stockholders' Equity for each of the three years ended December 31, 2008 55
Consolidated Statements of Cash Flows for each of the three years ended December 31, 2008 56
Notes to the Consolidated Financia Statements 57
Peoples Bancorp Inc. (Parent Company Only Financia Information isincluded in Note 18 of the

Notes to the Consolidated Financia Statements) 85

(a)(2) Financia Statement Schedules
All schedules for which provision is made in the applicable accounting regul ations of the Securities and Exchange
Commission are not required under the related instructions or are inapplicable and, therefore, have been omitted.

(8)(3) Exhibits
Exhibits filed with this Annual Report on Form 10-K are attached hereto or incorporated herein by reference. For a
list of such exhibits, see “Exhibit Index” beginning at page 93 The Exhibit Index specificaly identifies each
management contract or compensatory plan or arrangement required to be filed as an exhibit to this Form 10-K.

(b)  Exhibits
Exhibits filed with this Annual Report on Form 10-K are attached hereto or incorporated herein by reference. For a
list of such exhibits, see “Exhibit Index” beginning at page 93.

(c) Financid Statement Schedules
None.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized.

PEOPLES BANCORP INC.
Date: March 3, 2009 By: /s MARK F. BRADLEY

Mark F. Bradley, President and
Chief Executive Officer

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

Signatures Title Date
/s MARK F. BRADLEY President, Chief Executive Officer and Director 03/03/2009
Mark F. Bradley
/s EDWARD G. SLOANE Executive Vice President, Chief Financia Officer and 03/03/2009
Edward G. Sloane Treasurer (Principa Financia and Accounting Officer)
/sl CARL L. BAKER, JR* Director 03/03/2009
Carl L. Baker, Jr.
/sl GEORGE W. BROUGHTON* Director 03/03/2009
George W. Broughton
/' FRANK L. CHRISTY* Director 03/03/2009
Frank L. Christy
/s/ WILFORD D. DIMIT* Director 03/03/2009
Wilford D. Dimit
/s RICHARD FERGUSON* Chairman of the Board and Director 03/03/2009
Richard Ferguson
/s/ DAVID L. MEAD* Director 03/03/2009
David L. Mead
/' ROBERT W. PRICE* Director 03/03/2009
Robert W. Price
/sl THEODORE P. SAUBER* Director 03/03/2009
Theodore P. Sauber
/sl PAUL T. THEISEN* Vice Chairman of the Board 03/03/2009
Paul T. Theisen
/s/ JOSEPH H. WESEL* Director 03/03/2009
Joseph H. Wesel
/s THOMAS J. WOLF* Director 03/03/2009
Thomas J. Wolf

* The above-named directors of the Registrant sign this Annual Report on Form 10-K by Mark F. Bradley, their atorney-
in-fact, pursuant to Powers of Attorney signed by the above-named directors, which Powers of Attorney are filed with
this Annual Report on Form 10-K as exhibits, in the capacities indicated and on the 3 day of March, 2009.

/s MARK F. BRADLEY
Mark F. Bradley
President and Chief Executive Officer

By:
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EXHIBIT INDEX

PEOPLESBANCORP INC. ANNUAL REPORT ON FORM 10-K
FOR FISCAL YEAR ENDED DECEMBER 31, 2008

Exhibit
Number Description Exhibit Location
3.1(a) Amended Articles of Incorporation of Peoples Incorporated herein by reference to Exhibit 3(a) to the
Bancorp Inc. (asfiled with the Ohio Secretary of State  Registration Statement of Peoples Bancorp Inc.
on May 3, 1993). (“Peoples’) on Form 8-B filed July 20, 1993 (File No.
0-16772).
3.1(b) Certificate of Amendment to the Amended Articlesof  Incorporated herein by reference to Exhibit 3(a)(2) to
Incorporation of Peoples Bancorp Inc. (asfiled with Peoples' Annual Report on Form 10-K for the fiscal
the Ohio Secretary of State on April 22, 1994). year ended December 31, 1997 (File No. 0-16772)
(“Peoples’ 1997 Form 10-K™).
3.1(c) Certificate of Amendment to the Amended Articlesof  Incorporated herein by reference to Exhibit 3(a)(3) to
Incorporation of Peoples Bancorp Inc. (as filed with Peoples 1997 Form 10-K.
the Ohio Secretary of State on April 9, 1996).
3.1(d) Certificate of Amendment to the Amended Articles of Incorporated herein by reference to Exhibit 3(a) to
Incorporation of Peoples Bancorp Inc. (as filed with Peoples' Quarterly Report on Form 10-Q for the
the Ohio Secretary of State on April 23, 2003). quarterly period ended March 31, 2003 (File No. O-
16772)(“Peoples’ March 31, 2003 Form 10-Q").
3.1(e) Certificate of Amendment by Shareholders or Incorporated herein by reference to Exhibit 3.1 to
Members to the Amended Articles of Incorporation of ~ Peoples’ Current Report on Form 8-K dated January
Peoples Bancorp Inc. (asfiled with the Ohio Secretary 22, 2009 and filed on January 23, 2009 (File No. 0-
of State on January 22, 2009). 16772).
3.1(f) Certificate of Amendment by Directors or Incorporated herein by reference to Exhibit 3.1 to
Incorporatorsto Articles filed with the Secretary of Peoples’ Current Report on Form 8-K dated and filed
State of the State of Ohio on January 28, 2009, on February 2, 2009 (File No. 0-16772) (“Peoples
evidencing adoption of amendments by the Board of February 2, 2009 Form 8-K").
Directors of Peoples Bancorp Inc. to Article
FOURTH of Amended Articles of Incorporation to
establish express terms of Fixed Rate Cumulative
Perpetual Preferred Shares, Series A, each without par
value, of Peoples Bancorp Inc.
3.1(g) Amended Articles of Incorporation of Peoples Filed herewith.
Bancorp Inc. (reflecting amendments through January
28, 2009) [For SEC reporting compliance purposes
only — not filed with Ohio Secretary of State].
3.2(a) Code of Regulations of Peoples Bancorp Inc. Incorporated herein by reference to Exhibit 3(b) to
Peoples' Registration Statement on Form 8-B filed
July 20, 1993 (File No. 0-16772).
3.2(b) Certificate of Amendment to the Code of Regulations Incorporated herein by reference to Exhibit 3(c) to

of Peoples Bancorp Inc. regarding adoption of
amendments to Sections 1.03, 1.04, 1.05, 1.06, 1.08,
1.10, 2.03(C), 2.07, 2.08, 2.10 and 6.02 of the Code of
Regulations of Peoples Bancorp Inc. by shareholders
on April 10, 2003.

93

Peoples’ March 31, 2003 Form 10-Q.



EXHIBIT INDEX

PEOPLESBANCORP INC. ANNUAL REPORT ON FORM 10-K
FOR FISCAL YEAR ENDED DECEMBER 31, 2008

Exhibit
Number Description Exhibit Location
3.2(c) Certificate of Amendment to the Code of Regulations Incorporated herein by reference to Exhibit 3(a) to
of Peoples Bancorp Inc. regarding adoption of Peoples' Quarterly Report on Form 10-Q for the
amendments to Sections 3.01, 3.03, 3.04, 3.05, 3.06, quarterly period ended March 31, 2004 (File No. O-
3.07, 3.08 and 3.11 of the Code of Regulations of 16772)(“Peoples March 31, 2004 Form 10-Q").
Peoples Bancorp Inc. by shareholders on April 8,
2004.
3.2(d) Certificate regarding adoption of amendmentsto Incorporated herein by reference to Exhibit 3.1 to
Sections 2.06, 2.07, 3.01 and 3.04 of Peoples Bancorp  Peoples’ Current Report on Form 8-K dated and filed
Inc.’s Code of Regulations by the sharehol ders on on April 14, 2006 (File No. 0-16772) (“Peoples’
April 13, 2006 April 14, 2006 Form 8-K")
3.2(e) Code of Regulations of Peoples Bancorp Inc. Incorporated herein by reference to Exhibit 3(b) to
(reflecting amendments through April 13, 2006) Peoples’ Quarterly Report on Form 10-Q for the
[For SEC reporting compliance purposes only] quarterly period ended March 31, 2006 (File No. O-
16772)

41 Agreement to furnish instruments and agreements Filed herewith.
defining rights of holders of long-term debt.

4.2 Indenture, dated as of April 20, 1999, between Incorporated herein by reference to Exhibit 4.1 to the
Peoples Bancorp Inc. and Wilmington Trust Registration Statement on Form S-4 (Registration
Company, as Debenture Trustee, relating to Junior No. 333-81251) filed on June 22, 1999 by Peoples
Subordinated Deferrable Interest Debentures. Bancorp Inc. and PEBO Capita Trust | (“Peoples

1999 Form S-47).

4.3 Amended and Restated Declaration of Trust of PEBO Incorporated herein by reference to Exhibit 4.5 to
Capita Trust I, dated and effective as of April 20, Peoples’ 1999 Form S-4.

1999.

44 Series B Capital Securities Guarantee Agreement, Incorporated herein by reference to Exhibit 4 (i) to
dated as of September 23, 1999, between Peoples Peoples’ Annua Report on Form 10-K for the fiscal
Bancorp Inc. and Wilmington Trust Company, as year ended December 31, 1999. (File No. 0-16772)
Guarantee Trustee, relating to Series B 8.62% Capital
Securities.

45 Warrant to purchase 313,505 Shares of Common Incorporated herein by reference to Exhibit 4.1 to
Stock (common shares) of Peoples Bancorp Inc., Peoples’ February 2, 2009 Form 8-K.
issued to the United States Department of the
Treasury on January 30, 2009

4.6 Letter Agreement, dated January 30, 2009, including Incorporated herein by reference to Exhibit 10.1 to

Securities Purchase Agreement — Standard Terms
attached thereto as Exhibit A, between Peoples
Bancorp Inc. and the United States Department of the
Treasury [Note: Annex A to Securities Purchase
Agreement is not included therewith; filed as Exhibit
3.1to Peoples February 2, 2009 Form 8-K and
incorporated by reference at Exhibit 3.1(f) of this
Annual Report on Form 10-K]
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EXHIBIT INDEX

PEOPLESBANCORP INC. ANNUAL REPORT ON FORM 10-K
FOR FISCAL YEAR ENDED DECEMBER 31, 2008

Exhibit
Number Description Exhibit Location
10.1(@)  Peoples Bancorp Inc. Second Amended and Restated Filed herewith.
Deferred Compensation Plan for Directors of Peoples
Bancorp Inc. and Subsidiaries (Amended and
Restated Effective December 11, 2008.)*
10.1(b)  Rabbi Trust Agreement, made January 6, 1998, Incorporated herein by reference to Exhibit 10.1(c) of
between Peoples Bancorp Inc. and The Peoples Peoples’ Annua Report on Form 10-K for the fiscal
Banking and Trust Company (predecessor to Peoples year ended December 31, 2007 (File No. 0-16772)
Bank, National Association)* (“Peoples' 2007 Form 10-K™).
10.2 Peoples Bancorp Inc, Amended and Restated Filed herewith.
Incentive Award Plan (Amended and Restated
Effective December 11, 2008)*
10.3 Amended and Restated Peoples Bancorp Inc. 1993 Incorporated herein by reference to Exhibit 4 to
Stock Option Plan.* Peoples' Registration Statement on Form S-8 filed
August 25, 1993 (Registration Statement No. 33-
67878).
104 Form of Stock Option Agreement used in connection Incorporated herein by reference to Exhibit 10(g) to
with grant of non-qualified stock options under Peoples' Annual Report on Form 10-K for the fiscal
Amended and Restated Peoples Bancorp Inc. 1993 year ended December 31, 1995 (File No. 0-16772)
Stock Option Plan.* ("Peoples’ 1995 Form 10-K™).
105 Form of Stock Option Agreement, dated May 20, Incorporated herein by reference to Exhibit 10(h) to
1993, used in connection with grant of incentive stock  Peoples’ 1995 Form 10-K.
options under Amended and Restated Peoples
Bancorp Inc. 1993 Stock Option Plan.*
10.6 Form of Stock Option Agreement, dated November Incorporated herein by reference to Exhibit 10(i) to
10, 1994, used in connection with grant of incentive Peoples 1995 Form 10-K.
stock options under Peoples Bancorp Inc. Amended
and Restated 1993 Stock Option Plan.*
10.7 Peoples Bancorp Inc. 1995 Stock Option Plan.* Incorporated herein by reference to Exhibit 4 to
Peoples' Registration Statement on Form S-8 filed
May 24, 1995 (Registration Statement No. 33-59569).
10.8 Form of Stock Option Agreement used in connection Incorporated herein by reference to Exhibit 10(k) to
with grant of non-qualified stock options to non- Peoples 1995 Form 10-K.
employee directors of Peoples under Peoples Bancorp
Inc. 1995 Stock Option Plan.*
109 Form of Stock Option Agreement used in connection Incorporated herein by reference to Exhibit 10(1) to

with grant of non-qualified stock options to non-
employee directors of Peoples' subsidiaries under
Peoples Bancorp Inc. 1995 Stock Option Plan.*

Peoples 1995 Form 10-K.

*Management Compensation Plan
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Exhibit
Number

EXHIBIT INDEX

PEOPLESBANCORP INC. ANNUAL REPORT ON FORM 10-K
FOR FISCAL YEAR ENDED DECEMBER 31, 2008

Description

Exhibit Location

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

Form of Stock Option Agreement used in connection
with grant of incentive stock options under Peoples
Bancorp Inc. 1995 Stock Option Plan.*

Peoples Bancorp Inc. 1998 Stock Option Plan.*

Form of Stock Option Agreement used in connection
with grant of non-qualified stock options to non-
employee directors of Peoples under Peoples Bancorp
Inc. 1998 Stock Option Plan.*

Form of Stock Option Agreement used in connection
with grant of non-qualified stock options to
consultants/advisors of Peoples under Peoples
Bancorp Inc. 1998 Stock Option Plan.*

Form of Stock Option Agreement used in connection
with grant of incentive stock options under Peoples
Bancorp Inc. 1998 Stock Option Plan.*

Peoples Bancorp Inc. 2002 Stock Option Plan.*

Form of Stock Option Agreement used in connection
with grant of non-qualified stock options to directors
of Peoples under Peoples Bancorp Inc. 2002 Stock
Option Plan.*

Form of Stock Option Agreement used in connection
with grant of non-qualified stock options to Peoples
subsidiaries’ directors under Peoples Bancorp Inc.
2002 Stock Option Plan.*

Form of Stock Option Agreement used in connection
with grant of non-qualified stock options to
employees of Peoples under Peoples Bancorp Inc.
2002 Stock Option Plan.*

Form of Stock Option Agreement used in connection
with grant of incentive stock options under Peoples
Bancorp Inc. 2002 Stock Option Plan.*

Incorporated herein by reference to Exhibit 10(m) to
Peoples' Annual Report on Form 10-K for the fisca
year ended December 31, 1998 (File No. 0-16772)
(“Peoples’ 1998 Form 10-K™).

Incorporated herein by reference to Exhibit 10 to
Peoples' Registration Statement on Form S-8 filed
September 4, 1998 (Registration Statement No. 333-
62935).

Incorporated herein by reference to Exhibit 10(0) to
Peoples' 1998 Form 10-K.

Incorporated herein by reference to Exhibit 10(p) to
Peoples' 1998 Form 10-K.

Incorporated herein by reference to Exhibit 10(0) to
Peoples’ Annua Report on Form 10-K for the fiscal
year ended December 31, 1999(File No. 0-16772).

Incorporated herein by reference to Exhibit 10 to
Peoples' Registration Statement on Form S-8 filed
April 15, 2002 (Registration Statement No. 333-
86246).

Incorporated herein by reference to Exhibit 10(r) to
Peoples’ Annua Report on Form 10-K for the fiscal
year ended December 31, 2002 (File No. 0-
16772)(“Peoples’ 2002 Form 10-K™).

Incorporated herein by reference to Exhibit 10(s) to
Peoples’ 2002 Form 10-K.

Incorporated herein by reference to Exhibit 10(t) to
Peoples’ 2002 Form 10-K.

Incorporated herein by reference to Exhibit 10(u) to
Peoples’ 2002 Form 10-K.

*Management Compensation Plan
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EXHIBIT INDEX

PEOPLESBANCORP INC. ANNUAL REPORT ON FORM 10-K
FOR FISCAL YEAR ENDED DECEMBER 31, 2008

Exhibit
Number Description Exhibit Location

1020 Amended and Restated Change in Control Filed herewith.
Agreement, between Peoples Bancorp Inc. and Mark
F. Bradley (amended and restated effective December
11, 2008)*

10.21 Amended and Restated Change in Control Filed herewith.
Agreement, between Peoples Bancorp Inc. and Carol
A. Schneeberger (amended and restated effective
December 11, 2008)*

10.22 Amended and Restated Change in Control Agreement Filed herewith.
between Peoples Bancorp Inc. and David T. Wesel
(amended and restated effective December 11,
2008)**

10.23 Amended and Restated Change in Control Agreement Filed herewith.
between Peoples Bancorp Inc. and Deborah K. Hill
(amended and restated effective December 11,
2008)**

10.24 Amended and Restated Change in Control Agreement Filed herewith.
between Peoples Bancorp Inc. and Joseph S.
Y azombek (amended and restated eff ective December
11, 2008)**

10.25 Summary of Perquisites for Executive Officers of Incorporated herein by reference to Exhibit 10.24 to
Peoples Bancorp Inc.* Peoples’ Annua Report on Form 10-K for the fiscal

year ended December 31, 2006 (File No. 0-16772)
(“Peoples’ 2006 Form 10-K™).

10.26 Summary of Base Salaries for Executive Officers of Filed herewith.
Peoples Bancorp Inc.*

10.27 Summary of Cash Compensation for Directors of Filed herewith.
Peoples Bancorp Inc.

10.28 Peoples Bancorp Inc. Amended and Restated 2006 Filed herewith.
Equity Plan*

10.29 Form of Peoples Bancorp Inc. 2006 Equity Plan Incorporated herein by reference to Exhibit 10(c) of
Nonqualified Stock Option Agreement used andtobe  Peoples’ Quarterly Report on Form 10-Q for the
used to evidence grant of nonquaified stock optionto  quarterly period ended June 30, 2006 (File No. O-
director of Peoples Bancorp Inc.* 16772).

10.30 Form of Peoples Bancorp Inc. 2006 Equity Plan Incorporated herein by reference to Exhibit 10.29 of

Restricted Stock Agreement for empl oyees used and
to be used to evidence awards of restricted stock
granted to empl oyees of Peoples Bancorp Inc.*

Peoples’ Annua Report on Form 10-K for the fiscal
year ended December 31, 2006 (File No. 0-16722)
(“Peoples’ 2006 Form 10-K™).

*Management Compensation Plan
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Exhibit
Number

EXHIBIT INDEX

PEOPLESBANCORP INC. ANNUAL REPORT ON FORM 10-K
FOR FISCAL YEAR ENDED DECEMBER 31, 2008

Description

Exhibit Location

10.31

10.32

10.33(a)

10.33(b)

10.33(c)

10.33(d)

Form of Peoples Bancorp Inc. 2006 Equity Plan
Restricted Stock Agreement for directors used and to
be used to evidence awards of restricted stock granted
to directors of Peoples Bancorp Inc.*

Form of Peoples Bancorp Inc. 2006 Equity Plan SAR
Agreement for employees used and to be used to
evidence awards of stock appreciation rights granted
to employees of Peoples Bancorp Inc.

Letter Agreement between Peoples Bancorp Inc. and
Mark F. Bradley, executed on behalf of Peoples
Bancorp Inc. on January 23, 2009 and by Mark F.
Bradley on January 23, 2009 and effective January
30, 2009 [Note: Appendix A to Letter Agreement is
not included therewith; filed as Exhibit 10.1 to
Peoples’ February 2, 2009 Form 8-K and incorporated
by reference at Exhibit 4.6 of this Annual Report on
Form 10-K]*

Letter Agreement between Peoples Bancorp Inc. and
Edward G. Sloane, executed on behalf of Peoples
Bancorp Inc. on January 22, 2009 and by Edward G.
Sloane on January 22, 2009 and effective January 30,
2009[Note: Appendix A to Letter Agreement is not
included therewith; filed as Exhibit 10.1 to Peoples
February 2, 2009 Form 8-K and incorporated by
reference at Exhibit 4.6 of this Annual Report on
Form 10-K]**

Letter Agreement between Peoples Bancorp Inc. and
Deborah K. Hill, executed on behaf of Peoples
Bancorp Inc. on January 22, 2009 and by Deborah K.
Hill on January 22, 2009 and effective January 30,
2009[Note: Appendix A to Letter Agreement is not
included therewith; filed as Exhibit 10.1 to Peoples
February 2, 2009 Form 8-K and incorporated by
reference at Exhibit 4.6 of this Annual Report on
Form 10-K]**

Letter Agreement between Peoples Bancorp Inc. and
Carol A. Schneeberger, executed on behalf of Peoples
Bancorp Inc. on January 23, 2009 and by Carol A.
Schneeberger on January 23, 2009 and effective
January 30, 2009 Note: Appendix A to Letter
Agreement is not included therewith; filed as Exhibit
10.1 to Peoples’ February 2, 2009 Form 8-K and
incorporated by reference at Exhibit 4.6 of this
Annual Report on Form 10-K]**

Incorporated herein by reference to Exhibit 10.30 of
Peoples’ 2006 Form 10-K.

Incorporated herein by reference to Exhibit 10.31 of
Peoples’ 2006 Form 10-K.

Incorporated herein by reference to Exhibit 10.2(a) to
Peoples’ February 2, 2009 Form 8-K.

Incorporated herein by reference to Exhibit 10.2(b)to
Peoples’ February 2, 2009 Form 8-K.

Incorporated herein by reference to Exhibit 10.2(c) to
Peoples’ February 2, 2009 Form 8-K.

Incorporated herein by reference to Exhibit 10.2(d) to
Peoples’ February 2, 2009 Form 8-K.

*Management Compensation Plan
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Exhibit
Number

EXHIBIT INDEX
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FOR FISCAL YEAR ENDED DECEMBER 31, 2008

Description

Exhibit Location

10.33(e)

10.33(f)

10.34

12
21

23

24

31(a)

31(b)

32

Letter Agreement between Peoples Bancorp Inc. and
David T. Wesel, executed on behalf of Peoples
Bancorp Inc. on January 23, 2009 and by David T.
Wesel on January 25, 2009 and effective January 30,
2009[Note: Appendix A to Letter Agreement is not
included therewith; filed as Exhibit 10.1 to Peoples’
February 2, 2009 Form 8-K and incorporated by
reference at Exhibit 4.6 of this Annual Report on
Form 10-K]**

Letter Agreement between Peoples Bancorp Inc. and
Joseph S. Y azombek, executed on behalf of Peoples
Bancorp Inc. on January 23, 2009 and by Joseph S.

Y azombek on January 23, 2009 and effective January
30, 2009[Note: Appendix A to Letter Agreement is
not included therewith; filed as Exhibit 10.1 to
Peoples’ February 2, 2009 Form 8-K and incorporated
by reference at Exhibit 4.6 of this Annual Report on
Form 10-K]**

Amended and Restated Change in Control Agreement
between Peoples Bancorp Inc. and Edward G. Sloane
(amended and restated effective December 11, 2008)*

Statements of Computation of Ratios.
Subsidiaries of Peoples Bancorp Inc.

Consent of Independent Registered Public Accounting
Firm- Ermst & Young LLP.

Powers of Attorney of Directors and Executive
Officers of Peoples Bancorp Inc.

Rule 13a-14(a)/15d-14(a) Certifications [ President
and Chief Executive Officer]

Rule 13a-14(a)/15d-14(a) Certifications[ Chief
Financial Officer and Treasurer]

Section 1350 Certifications

Incorporated herein by reference to Exhibit 10.2(e) to
Peoples’ February 2, 2009 Form 8-K.

Incorporated herein by reference to Exhibit 10.2(f) to
Peoples’ February 2, 2009 Form 8-K.

Filed herewith.

Filed herewith.
Filed herewith.

Filed herewith.

Filed herewith.

Filed herewith.

Filed herewith.

Filed herewith.

*Management Compensation Plan
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