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To Our Valued Shareholders, Employees, and Friends...

For the third quarter, First Chester County Corporation reported a net loss of $9.7 million, or
($1.54) per fully diluted share, compared to net income of $807 thousand, or $0.16 per fully
diluted share, in the third quarter of 2008. The Company’s financial results in the third quarter
of 2009 primarily reflect a $14.7 million provision for credit losses consistent with a rise in
charge-offs, non-performing, and classified loans in the commercial and retail loan portfolios
due mainly to the effects of a recessionary economy. The results also include a $1.6 million
other than temporary impairment (OTTI) charge on equity securities held in the Company’s
investment portfolio.

In recent months, the prolonged economic downturn has increasingly stressed some of our
business and consumer borrowers. These pressures have necessitated making substantial
additional increases to our loan loss reserves. As you would expect, the need to place more of
our capital into reserves has a significant impact on our overall financial performance. We
recognized the issues. We are making the changes necessary. And we are moving forward.

The provision for loan and lease losses in the third quarter of 2009 increased to $14.7 million
compared to $290 thousand for the same period in 2008. The percentage of non-accrual loans
to gross loans was 1.6% at September 30, 2009 compared to 1.1% at December 31, 2008. The
allowance for loan and lease losses as a percentage of gross loans at September 30, 2009 was
2.5% compared to 1.1% at December 31, 2008. Non-accrual loans at September 30, 2009 were
$15.8 million up 416% from $3.1 million a year ago and up about 50% from $10.5 million at the
end of the year.

While the economic events of the past two years have been unprecedented, other factors
contributed to our loss in the third quarter — including our concentration in commercial real
estate loans and our delayed recognition of the deterioration of a portion of our loan portfolio.
In addition, we identified a material weakness in internal controls related to the Credit
Administration function and policies and our ability to promptly identify problem loans and to
quantify the level of risk. This weakness caused a delay in accurately identifying problem loans
on a timely basis, accurately estimating the overall risk in the portfolio, and in turn accurately
determining the appropriate allowance for loan and lease losses. In addition, the Board of
Directors entered into a Memorandum of Understanding with the Officer of the Controller of
the Currency. Among the actions the Bank agreed to include: developing a comprehensive
capital plan; taking action to protect and eliminate criticized assets; identify and manage
problem loans earlier; review the Bank’s technology activities and Bank Secrecy Act compliance;
and establish a compliance committee to oversee terms of the MOU. The Board has initiated
corrective actions to comply.



Additionally, we are acting to reduce our expense ratio relative to our present revenue base.
Management has already implemented a bank-wide structural re-organization — including
combining positions and a significant workforce reduction program. These reductions are largely
complete now with the restructuring well underway. Our new senior management structure for
the Company and the Bank now consists of three individuals: James M. Deitch, Managing
Director of AHB, as Chief Operating Officer; Sheryl S. Vittitoe, formerly Managing Director of
Accume Partners LLC, as Chief Administrative Officer and Chief Financial Officer; and myself as
Chairman, CEO, and President.

Financial Summary. At September 30, 2009, First Chester County Corporation was well-
capitalized and total assets and gross loans and leases were up 30% and 18% to $1.3 billion and
$958 million, respectively, from the third quarter of 2008, primarily due to the acquisition of
American Home Bank (AHB). Total deposits at September 30, 2009 were $986 million, up 29%
compared to $762 million at September 30, 2008, due to a combination of organic deposit
growth and the acquisition of AHB. Regulatory capital ratios at the Bank were as follows:
Leverage Ratio of 7.21% versus 5% to be well capitalized, Tier 1 Capital Ratio of 9.21% versus
well capitalized of 6%, and a Total Risked Based Capital Ratio of 10.47% versus 10% to be well
capitalized. Net interest income was $11.8 million, up 38% from $8.6 million in last year’s third
qguarter. Net interest margin remained stable as average interest earning assets increased
$339.9 million from last year’s third quarter. Non-interest income was $12.0 million compared
to $1.3 million in last year’s third quarter primarily due to increased mortgage banking revenue
as a result of the acquisition of AHB at December 31, 2008. Non-interest income for the quarter
also includes a $1.6 million other than temporary charge on equity securities held in the
Company’s investment portfolio. Wealth management and advisory fees were $965 thousand,
down marginally from $994 thousand in last year’s third. Non-interest expense was $23.3
million compared to $8.6 million in last year’s third quarter. FDIC insurance costs increased
$286 thousand quarter over quarter primarily due to increases affecting all financial institutions.
Salary and employee benefit expenses increased $10.1 million primarily due to the increased
staff from the mortgage banking acquisition at the end of 2008. If you would like to read our
entire 10-Q, it is available at http://www.1nbank.com/bank/pdf/press/091114 10g.pdf.

Last, as of October 23, our shares are now listed on NASDAQ, one of the largest capital markets

in the world.

We believe these actions will help us emerge stronger, more competitive, and more profitable
as the economy regains strength. Despite what | believe are near-term challenges, we are 100%
committed to remaining an independent community bank. This bank has faced many tough
economic challenges during its 146-year history — and each time we have gone on to thrive. We
appreciate your continued support.

John A. Featherman, Il
Chairman of the Board, President, and CEO
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