QNB CORP. ANNOUNCES HIGHER FOURTH QUARTER EARNINGS

1/28/2010

QUAKERTOWN, PA (27 January 2010) QNB Corp. (the “Company” or “QNB”) (OTC Bulletin Board: QNBC), the holding company for QNB Bank (the “Bank”), reported net
income for the fourth quarter of 2009 of $1,235,000, or $0.40 per share on a diluted basis. This compares to $871,000, or $0.28 per share on a diluted basis, for the same
period in 2008. For the year ended December 31, 2009, net income was $4,227,000, or $1.36 per share on a diluted basis, compared to net income of $5,753,000, or $1.82
per share on a diluted basis, for the comparable period in 2008.
“During these challenging economic times we remain committed to our community banking model,” said Thomas J. Bisko, President and Chief Executive Officer. “Our
philosophy is centered upon building relationships and our success is reflected in the growth that we have achieved in both deposits and loans in 2009. This growth
combined with an anticipated increase in the net interest margin resulting from reduced funding costs, provides us with positive momentum as we begin 2010.”
A major factor in the improvement in net income when comparing the three-month periods ended December 31, 2009 and 2008 was continued strong growth in earning
assets, both loans and investment securities. When comparing the three-month periods, average earnings assets increased $101.2 million, or 16.2%, with average loans
increasing $50.3 million, or 12.9%, and average investment securities increasing $26.6 million, or 11.8%. The growth in the loan portfolio was primarily in commercial loans
secured by commercial and residential real estate and in commercial and industrial loans, while the growth in the investment portfolio was primarily in high-quality U.S.
Government agency debt securities and agency mortgage-backed securities and tax-exempt State and municipal securities.
Funding the growth in earnings assets was an increase in average total deposits of $93.8 million, or 17.7%, to $622.8 million when comparing the fourth quarter of 2009 to
the same period in 2008. The growth reflects increases in core deposits, including checking, savings and money market accounts, as well as time deposits. Comparing the
two quarters, average core deposits increased $62.1 million, or 26.2%, while average time deposit balances increased $31.7 million, or 10.8%. The growth in interest
bearing checking accounts and savings accounts reflects the positive response to the introduction of QNB’s two newest high rate deposit products, eRewards Checking and
Online eSavings. The Online eSavings account was introduced in the second quarter of 2009 and by year-end had balances totaling $19.9 million.
This growth in deposits and earning assets contributed to higher net interest income which increased $522,000 or 9.9%, to $5.8 million for the fourth quarter of 2009
compared to the fourth quarter of 2008 and $246,000, or 4.5% compared to the third quarter of 2009.
The net interest margin was 3.42% for the fourth quarter of 2009 compared to 3.62% for the fourth quarter of 2008 and 3.38% for the third quarter of 2009. The decline in
the net interest margin when compared to the fourth quarter of 2008 is mainly the result of the yield earned on investment securities declining to a greater degree than the
cost of deposits.
For the year ended December 31, 2009, net interest income increased $1.7 million, or 8.7%, to $21.7 million. Over this same period average loans and investment securities
increased 11.7% and 15.4%, respectively, and average total deposits increased 15.0%. The net interest margin for 2009 was 3.42% compared to 3.56% for 2008.
The current economic conditions resulted in an increase in net charge-offs and higher levels of non-performing and delinquent loans. These factors, in addition to significant
growth in the loan portfolio, contributed to QNB recording a provision for loan losses of $1,550,000 for the fourth quarter of 2009. This compares to a provision of $1,500,000
in the third quarter of 2009 and $750,000 for the fourth quarter of 2008. For the year ended December 31, 2009, the Company recorded a provision for loan losses of
$4,150,000, an increase from the provision of $1,325,000 recorded during 2008. Net loan charge-offs were $906,000 and $407,000 for the three months ended December
31, 2009 and 2008, respectively. For the twelve-month periods ended December 31, 2009 and 2008, net charge-offs were $1,769,000, or 0.41% of average total loans, and
$768,000, or 0.20% of average total loans, respectively.
Total non-performing loans, which represent loans on non-accrual status, loans past due more than 90 days and still accruing, and restructured loans, were $6,102,000, or
1.36% of total loans, at December 31, 2009, compared to $1,308,000, or 0.32% of total loans, at December 31, 2008 and $5,199,000, or 1.19%, of total loans at September
30, 2009. Total delinquent loans, which includes loans past due more than 30 days, increased to 2.17% of total loans at December 31, 2009 compared with 0.98% and
1.93% of total loans at December 31, 2008 and September 30, 2009, respectively. QNB’s non-performing loan and total delinquent loan ratios continue to compare
favorably with the average for Pennsylvania commercial banks with assets between $500 million and $1 billion, as reported by the FDIC using the most recent available
data, which is September 30, 2009. The total non-performing loan and total delinquent loan ratios for the Pennsylvania commercial banks noted above were 2.22% and
3.21% of total loans, respectively, as of September 30, 2009.
QNB’s allowance for loan losses of $6,217,000 represents 1.38% of total loans at December 31, 2009 compared to an allowance for loan losses of $3,836,000, or 0.95% of
total loans, at December 31, 2008 and $5,573,000, or 1.27% of total loans at September 30, 2009. Other real estate owned and other repossessed assets were $67,000 at
December 31, 2009 compared with $319,000 at December 31, 2008 and $127,000 at September 30, 2009.
Total non-interest income was $1,571,000 for the fourth quarter of 2009, an increase of $1,299,000 compared with the same period in 2008. Activity in the investment
securities portfolio is the primary reason for the increase in total non-interest income. During the fourth quarter of 2009 the Company recorded net gains of $476,000
compared to net losses of $610,000 for the same period in 2008. During the fourth quarter of 2009 QNB recorded credit related other-than-temporary impairment (OTTI)
charges of $241,000 on five of its holdings of pooled trust preferred securities and a $6,000 charge on an equity security. This compares to OTTI charges of $615,000 in the
fourth quarter of 2008, all related to holdings in the equity investment portfolio. Offsetting the impairment charges in the fourth quarter of 2009 were net gains on the sale of
securities of $723,000. There was a $5,000 net gain recorded on the sale of securities in the fourth quarter of 2008.
The increase in non-interest income was also attributable to gains on the sale of residential mortgages which increased $91,000 when comparing these same periods, as
the low interest rate environment has resulted in an increase in mortgage refinancing activity. Increases in mortgage servicing fees, merchant income, letter of credit fees,
and ATM and debit card income contributed $130,000 in additional non-interest income when comparing the three-month periods.
Total non-interest income for the twelve-month periods ended December 31, 2009 and 2008 was $3,885,000 and $3,300,000, respectively. Net losses on investment
securities were $454,000 compared to net losses of $609,000 during 2008. The net loss for 2009 was comprised of OTTI charges of $1,523,000 and net gains on the sales
of securities of $1,069,000. This compares to OTTI charges of $917,000 and net gains on sales of securities of $308,000 in 2008.
Also contributing to the increase in non-interest income were gains on the sale of residential mortgages which increased from $93,000 in 2008 to $633,000 in 2009. When
comparing the two years, merchant income increased $97,000, letter of credit fees increased $92,000, ATM and debit card income increased $87,000, mortgage servicing
fees increased $55,000 and title insurance income increased $42,000. Negatively impacting non-interest income were net losses on other real estate owned and
repossessed assets, which increased $152,000 when comparing the year ended December 31, 2009 with prior year. Positively impacting non-interest income for 2008 was
the recognition of $230,000 of income as a result of the Visa initial public offering and $48,000 from the proceeds of life insurance.
Total non-interest expense was $4,347,000 for the fourth quarter of 2009, an increase of $513,000 from the fourth quarter of 2008. The largest contributing factor to the
increase in non-interest expense was an increase of $202,000, or 9.8%, in salary and benefit expense. The majority of the increase relates to severance related expense for
a former executive of the Company. FDIC insurance premium expense increased $161,000, to $244,000, comparing the fourth quarter of 2009 to 2008. The higher expense
is a result of deposit growth and an increased assessment rate which was levied on all insured institutions by the FDIC in order to replenish the Deposit Insurance Fund.
Third party services increased $142,000 when comparing the three months ended December 31, 2009 to the same period in 2008. Expenses associated with the use of an
executive search consultant, employee development and training, and legal fees contributed to this increase.
Total non-interest expense was $16,586,000 for the twelve-month period ended December 31, 2009. This represents an increase of $1,958,000, or 13.4%, from the same
period in 2008. Higher industry-wide FDIC insurance premiums plus a special FDIC assessment in the second quarter of 2009 contributed $938,000 of the increase. This
special assessment reduced the results for the twelve-month period by $219,000 ($332,000 pretax), or $0.07 per diluted share. These FDIC actions were a result of bank
failures which have significantly reduced the level of the Deposit Insurance Fund. Also contributing to the increase in total non-interest expense was higher salary and
benefit expense, increasing $548,000 when comparing the year ended December 31, 2009 with the same period in 2008. Additional commercial lending personnel, the
staffing of the Wescosville branch, opened in November 2008, as well as the severance payment noted previously account for the majority of the increase.
Third party services increased $268,000 when comparing the twelve months ended December 31, 2009 to the prior year. Legal expense, primarily related to the collection of
loans, increased $73,000 when comparing the two years. The use of an executive search consultant as mentioned previously, the outsourcing of asset liability management
reporting, administrative costs related to the eRewards checking product, and costs associated with the registration of the Dividend Reinvestment and Stock Purchase Plan
all contributed to the increase in third party services.
The Dividend Reinvestment and Stock Purchase Plan (the “Plan”) provides participants a convenient and economical method for investing cash dividends paid on the

Company’s common stock in additional shares at a discount. The Plan also allows participants to make additional cash purchases of stock at a discount. Additional details of
the Plan can be found in the prospectus which is located on the investor relations page at www.qnb.com.
QNB Corp. offers commercial and retail banking services through the nine banking offices of its subsidiary, QNB Bank. In addition, the Bank provides retail brokerage
services through Raymond James Financial Services, Inc. and title insurance as a member of Laurel Abstract Company LLC.
This press release may contain forward-looking statements as defined in the Private Securities Litigation Act of 1995. Actual results and trends could differ materially from
those set forth in such statements due to various factors. Such factors include the possibility that increased demand or prices for the Company’s financial services and
products may not occur, changing economic and competitive conditions, technological developments, and other risks and uncertainties, including those detailed in the
Company’s filings with the Securities and Exchange Commission, including "Item lA. Risk Factors," set forth in the Company's Annual Report on Form 10-K for the fiscal
year ended December 31, 2008. You should not place undue reliance on any forward-looking statements. These statements speak only as of the date of this press release,
even if subsequently made available by the Company on its website or otherwise. The Company undertakes no obligation to update or revise these statements to reflect
events or circumstances occurring after the date of this press release.

