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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

S&T Bancorp, Inc. and Subsidiaries

NOTE A
NATURE OF OPERATIONS

S&T Bancorp, Inc. (“S&T") was incorporated on Marth, 1983 under the laws of the Commonwealth ohBgrania as a bank holding
company and has two wholly owned subsidiaries, 8&fik and 9th Street Holdings, Inc. S&T owns a oak-hterest in Commonwealth
Trust Credit Life Insurance Company (“CTCLIC").

S&T is presently engaged in nonbanking activitieetigh the following six entities: 9th Street Holgs, Inc., S&T Bancholdings, Inc.,
CTCLIC, S&T Insurance Group, LLC, S&T ProfessioRasources Group, LLC and Stewart Capital Advisoks;. 9th Street Holdings, Inc.
was formed in June 1988 and S&T Bancholdings, Was formed in August 2002 to hold and manage amodinvestments previously
owned by S&T Bank and to give S&T additional latituto purchase other investments. CTCLIC, whichj@int venture with another
financial institution, acts as a reinsurer of ctdif®, accident and health insurance policies $3/6&T Bank and the other institution. S&T
Insurance Group, LLC distributes high-quality lifsurance and long-term disability income insurgmmelucts through Evergreen Insurance
Associates, LLC. S&T Professional Resources Grbuf, markets software developed by S&T. Stewart @dpidvisors, LLC was formed
August 2005 to act as a registered investment adthsit manages private investment accounts favithahls and institutions and advises the
Stewart Capital Mutual Fund.

ACCOUNTING POLICIES

The financial statements of S&T Bancorp, Inc. anisidiaries have been prepared in accordance witbuating principles generally
accepted in the United States. In preparing thenfifal statements, management is required to nmetkaages and assumptions that affect the
reported amounts of assets and liabilities asefitites of the balance sheets and revenues antksesder the periods. Actual results could
differ from those estimates. The more significaztaunting policies are described below.

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include to®ants of S&T and its wholly owned subsidiariefl.ségnificant intercompany
transactions have been eliminated in consolidatiorestments of 20 percent — 50 percent of thetantng common stock of investees are
accounted for using the equity method of account8&T operates within one business segment, contyjwbanking, providing a full range
of services to individual and corporate customers.

CASH FLOW INFORMATION

S&T considers cash and due from banks as cashastdegjuivalents. For the years ended Decembei0B8, 2005 and 2004, interest paid
was $92,006,000, $61,213,000 and $40,900,000, cteply. Income taxes paid during 2006 were $22,0d3 compared to $23,153,000 for
2005 and $20,808,000 for 2004. For the years eBaéegmber 31, 2006, 2005 and 2004, transfers okltaother real estate owned was
$523,000, $3,455,000 and $2,111,000, respectively.

SECURITIES

Management determines the appropriate classifitatiGecurities at the time of purchase. If manag@rhas the intent and S&T has the
ability, at the time of purchase, to hold secusitimtil maturity, they are classified as held tdumity and are stated at cost and adjusted for
amortization of premiums and accretion of discouBescurities to be held for indefinite periodsiofd are classified as available for sale and
are recorded at market value, and unrealized gaiddosses on these
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securities, net of related deferred income taxesreported in accumulated other comprehensivanecdains or losses on the disposition of
securities are based on the specific identificati@ihod. S&T does not engage in any securitiesngaaktivity for its own account.

Management systematically evaluates securitiestfaar-than-temporary declines in market value. 8tes for which declines in market
value are deemed to be other-than-temporary ateewidown to current market value and the resutthahges included in earnings as
realized losses.

LOANS

Interest on loans is accrued and credited to ojp@sabased on the principal amount outstandingrétimm of discounts and amortization of
premiums on loans are included in interest incdnoan origination fees and direct loan originatiarsts are deferred and amortized as an
adjustment of loan yield over the respective ligéthe loans. Loans are placed on nonaccrual aedeist is discontinued generally when
interest and principal are 90 days or more past due

Impaired loans are defined by management as conmharad commercial real estate loans which it @bpble that S&T will not be able
to collect all amounts due according to the cottr@iderms of the loan agreement. Factors consideyananagement in determining
impairment include payment status and underlyidtataral value. All impaired loans are classifiedsaibstandard for risk classification
purposes. Impaired loans are reserved, to the atthvalue of collateral and/or cash flow assodiatih the loan, when management
believes principal and interest will not be colEtunder the contractual terms of the loan. Theuatof interest on impaired loans is
discontinued when the loan is 60 days past due oranagement’s opinion the account should be planetbnaccrual status (loans partially
charged-off are generally immediately placed onagorual status). When interest accrual is discaetinall unpaid accrued interest is
reversed against interest income and/or the allow/éor loan losses, as applicable. Interest incisnsabsequently recognized only to the
extent that cash payments are received.

The allowance for loan losses is established tHrqargvisions for loan losses charged against inciumans considered to be
uncollectible are charged against the allowance racoveries, if any, are credited to the allowafde adequacy of the allowance for loan
losses is determined by management through evatuatithe loss exposure on individual nonperformuhglinquent and high-dollar loans;
review of various risk conditions and businessdeemistorical loss experience; and growth and asition of the loan portfolio, as well as
other relevant risk factors.

A quantitative analysis is utilized to support Hteequacy of the allowance for loan losses. Thisyaisaincludes review of the historical
chargeeff rates for loan categories, fluctuations anddein the amount of classified loans and othérfastors. Factors consider the leve
S&T'’s historical charge-offs that have occurrenéthin the credits economic life cycle. Managemdabassesses subjective factors such as
portfolio credit trends, unemployment trends, vagatnends, loan growth and variable interest ratédrs.

Significant to this analysis is the shift in loaoriiolio composition to an increased mix of comni@rtoans. These loans are generally
larger in size, and due to our continuing growthnsnare new loan relationships. Management rehidssaisk-rating process to monitor
trends that may be occurring relative to commeltoihs to assess potential weaknesses within @witcCurrent factors and trends in risk
ratings are considered in the determination aratation of the allowance for loan losses.

S&T believes its quantitative and qualitative as#&yand risk-rating process, which serves as timegpy basis for assessing the adequacy
of the allowance for loan losses, is sufficienaliow it to conclude that the total allowance foamh losses is adequate to absorb probable loan
losses.
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LOANS ORIGINATED FOR SALE AND HELD FOR SALE

Loans held for sale consist of 1-4 family residalntbans originated for sale in the secondary neake carried at lower of cost or market,
determined on an aggregate basis. Loans held iomsae $0.8 million and $1.6 million at Decembér 3006 and 2005, respectively. Gains
and losses on sales of loans held for sale aredadlin other income in the consolidated statemafrittcome. S&T manages its exposure to
changes in the market value of loans from the dat®mmitment to the borrower and the loan’s ultiensale by entering into mandatory
forward commitments to sell the loans. The exterwlich S&T elects to cover its loan productionhwibrward commitments varies based
upon factors deemed by management to be approprittie circumstances. The market value relataldaisk of the commitment is the
hedged asset or liability on the balance sheet avithrresponding offset recorded in the incomestant. The adjustment to the hedged asset
or liability is included in the basis of the heddtmin, while the market value of the derivativedsorded as a freestanding asset or liability.

PREMISES AND EQUIPMENT

Premises and equipment are stated at cost lessatated depreciation. Maintenance and repairstaeged to expense as incurred, while
improvements which extend an asset’s useful lifecapitalized and depreciated over the estimatedireng life of the asset. Depreciation
expense is computed generally by the straightriieéhod for financial reporting purposes and acesdel methods for income tax purposes.
Useful lives range from three to 25 years for fturg and equipment; ten to 50 years for premisdswan to 36 years for leasehold
improvements. Leasehold improvements are amortzedthe shorter of the asset’s useful life orrdraaining lease term, including renewal
periods when reasonably assured pursuant to SFAS3OAccounting for Leases.”

JOINT VENTURES

S&T has limited partnership investments in affoddaiousing and federal historic rehabilitation prt§, for which it provides funding as a
limited partner and receives tax credits and tajudéons for any losses incurred by the projectseetaon its partnership share. At
December 31, 2006 and 2005, S&T had recorded imeasds in other assets on its balance sheet of mppately $15.7 million and $13.7
million, respectively, associated with these inestts. Low-income housing relationships are acaalifdr on the equity basis and are
periodically reviewed for impairment. Investmentgiartnerships for the purpose of rehabilitatirgfdric structures are evaluated for
impairment at the end of each reporting period anedrecorded at their net realizable value. S&Ehained that it is not the primary
beneficiary of these partnerships and does nototiciage them.

OTHER REAL ESTATE

Other real estate is included in other assetsandmprised of properties acquired through foreggroceedings or acceptance of a deed in
lieu of a foreclosure. These properties are camatetie lower of cost or market value less estithatest of resale. Loan losses arising from the
acquisition of such property initially are chargeghinst the allowance for loan losses. Gains aesealized subsequent to acquisition are
recorded in other expenses in the results of ojpesat

GOODWILL AND OTHER INTANGIBLE ASSETS

Gooduwill represents the excess of the purchase prier the cost of net assets purchased. Goodwithti amortized, but is evaluated for
impairment annually. In 2006, 2005 and 2004, S&iffqrened the required impairment tests of goodvtilhee respective reporting unit level
and no impairment existed as of the valuation degghe market value of S&T’s net assets excedusddarrying value.
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If, for any future period, S&T determines that #adias been impairment in the carrying value ojdsdwill balances, S&T will record a
charge to earnings, which could have a materiateveffect on S&T’s net income.

Intangible assets consist of $3.8 million for tlogusition of core savings deposits ($2.0 milliaef of accumulated amortization) and
$1.5 million in cost for the acquisition of insucancontract relationships ($0.9 million, net of @melated amortization), and are amortized
over their estimated weighted average lives ofddry. The estimated aggregate amortization exgensach of the five succeeding years
will approximate $0.5 million.

Core

Deposit

Goodwill Intangible

dollars in thousands

Balance at December 31, 20C $48,02: $ 3,507
Additions 1,05z 27¢€
Amortization — (483)
Balance at December 31, 20C $49,07: $ 3,30(
Additions 882 111
Amortization — (4949
Balance at December 31, 20C $49,95¢ $ 2,917

MORTGAGE LOAN SERVICING

Mortgage servicing assets are recognized as sep@sstts when servicing rights are acquired thrtagghoriginations when the underlying
loan is sold. Upon sale, the mortgage servicingtrig established, which represents the then cumenket value of future net cash flows
expected to be realized for performing the sergd@ntivities. The market value of the mortgage isérg rights are estimated by calculating
the present value of estimated future net servicagh flows, taking into consideration actual axgleeted mortgage loan prepayment rates,
discount rates, servicing costs and other econéamtors, which are determined based on current eadnditions. The expected and actual
rates of mortgage loan prepayments are the masifisent factors driving the value of mortgage seing rights. Increases in mortgage loan
prepayments reduce estimated future net servi@sh lows because the life of the underlying l@areduced. In determining the market
value of the mortgage servicing rights, mortgaderast rates, which are used to determine prepayratss and discount rates, are held
constant over the estimated life of the portfolapitalized mortgage servicing rights are repoieather assets and are amortized into
noninterest income in proportion to, and over thgqa of, the estimated future net servicing incavhthe underlying mortgage loans.

Capitalized mortgage servicing rights are regulatgluated for impairment based on the estimate#tehaalue of those rights. The
mortgage servicing rights are stratified by certéi characteristics, primarily loan term and n@ee. If temporary impairment exists withi
risk stratification tranche, a valuation allowansestablished through a charge to income equakt@mount by which the carrying value
exceeds the market value. If it is later determiakkdr a portion of the temporary impairment noder exists for a particular tranche, the
valuation allowance is reduced.

Mortgage servicing rights are also reviewed foreotthan-temporary impairment. Other-than-temponanyairment exists when the
recoverability of a recorded valuation allowancdésermined to be remote, taking into considerahistorical and projected interest rates
loan pay-off activity. When this situation occuttsg unrecoverable portion of the valuation allowaiscapplied

PAGE 52



Table of Contents

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — contin ued

as a direct write-down to the carrying value of thertgage servicing rights. Unlike a valuation afémce, a direct write-down permanently
reduces the carrying value of the mortgage senyidghts and the valuation allowance, precludinigseguent recoveries.

For the year ended December 31, 2006 and 2003 -dhfamily mortgage loans that were sold to Fahiége amounted to $18.8 million
and $36.4 million, respectively. At December 310@@nd 2005, mortgage servicing rights were $2lliamiand $2.2 million, respectively.
At December 31, 2006, 2005 and 2004, S&T's sergigartfolio totaled $180.8 million, $185.1 milliand $175.9 million, respectively. The
fair market value of mortgage servicing rights #2s2 million and $2.4 million at December 31, 2@0®& 2005, respectively.

Servicing Valuation Net Carrying
Rights Allowance Value
Dollars in thousands
Balance at December 31, 20C $ 2,062 $ 38¢ $ 1,674
Additions/(reductions 421 (369) 79C
Amortization (28€) — (28€)
Balance at December 31, 20C 2,19¢ 20 2,17¢
Additions/(reductions 23¢ 36 203
Amortization (313 — (313
Balance at December 31, 20C $ 2,12¢ $ 56 $ 2,06¢

DERIVATIVE FINANCIAL INSTRUMENTS

S&T utilizes derivative instruments from time tmg for asset/liability management. These transasftiovolve both credit and market risk.
The notional amounts are amounts on which cal@ratand payments are based. The notional amoumtstdepresent direct credit
exposures. Direct credit exposure is limited torteedifference between the calculated amountg tieebeived and paid, if any. Interest-rate
swaps are contracts in which a series of interstflows (fixed and floating) are exchanged ovprescribed period. The notional amounts
on which the interest payments are based are wbaaged.

S&T has certain interest rate derivative positithag are not designated as hedging instrumentseltierivative positions relate to
transactions in which S&T enters into an interese-iswap with a customer while at the same timerigt into an offsetting interesite swa,
with another financial institution. In connectioiithiveach transaction, S&T agrees to pay intereiteéacustomer on a notional amount at a
variable interest rate and receive interest froendhsstomer on a same notional amount at a fixed Adtthe same time, S&T agrees to pay
another financial institution the same fixed ingneate on the same notional amount and receiveaime variable interest rate on the same
notional amount. The transaction allows S&T’s custo to effectively convert a variable rate loamtfixed rate for the customer. Because
S&T acts as an intermediary for its customer, clearig the market value of the underlying derivativatracts offset each other and do not
impact S&T's results of operations.

S&T offers rate lock commitments to potential bevers. The commitments are generally for 60 daysgarsdantee a specified interest
rate for a loan if underwriting standards are rhat,the commitment does not obligate the potebtatower to close on the loan.
Accordingly, some commitments expire prior to begmrioans. S&T enters into such contracts in otderontrol interest rate risk under an
asset/liability strategy that is meant to limitkrfsom holding longer-term mortgages. Whenever stamuer desires these products, a mortgage
originator quotes a secondary market rate, guagdrfta that day by the investor. The rate lockxisoeited between the mortgagee
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and S&T, and in turn a forward sales contract ecexed between S&T and the investor. Both theloate commitment and the correspond
forward sales contract for each customer are censitiderivatives. As such, changes in the fairevafithe derivatives during the
commitment period are recorded in current earnargbsincluded in other income on the consolidatatestents of income.

WEALTH MANAGEMENT ASSETS AND INCOME

Assets held in a fiduciary capacity by the subsidizank, S&T Bank, are not assets of S&T Bank amedtfaerefore not included in the
consolidated financial statements. Wealth managéefeerincome is reported on the consolidated stat¢mf income.

STOCK-BASED COMPENSATION

S&T has various stock-based employee compensaléms pwhich are described in Note O. S&T adoptedheial Accounting Standards
Board (“FASB”) Statement of Financial AccountingaBtlard (“SFAS”) No. 123(R), “Share Based Paymeort, January 1, 2006. S&T is
applying the modified prospective method. SFAS N2B(R) requires measurement of compensation expdrakbstock-based awards at
market value on the date of grant and recognitfctbmpensation expense over the service periodifawards granted or not yet vested at
the date of adoption. As a result of applying thevjsions of SFAS No. 123(R), during 2006, S&T regoized compensation expense of
$776,000, pretax and $505,000, net of tax. Theceffeapplying the provisions of SFAS No. 123(Rptuth year-to-date basic earnings per
share and diluted earnings per share was a deae$6e02.

Prior to the adoption of SFAS No. 123(R), S&T apgliAPB Opinion No. 25, “Accounting for Stock IssuedEmployees,” in accounting
for stock-based awards. No compensation expenseaflasted in net income for 2005 and 2004. Redaltprior periods have not been
restated.

The following table illustrates the effect on netéme and earnings per share if the market valikadérad been applied to all
outstanding and unvested awards in each period.

2005 2004
(dollars in thousands, except per share data)
Net Income $58,24: $54,35¢
Stock-based employee compensation cost determitieel inarket value method had been applied tovedirds,

net of tax (2,179 (1,329
Proforma Net Income $56,07( $53,03¢
Basic Earnings per Share
As reportec $ 221 $ 2.0F
Proforma 2.1% 2.0C
Diluted Earnings per Share
As reportec $ 2.1¢ $ 2.0¢
Proforma 2.1C 1.9¢

On June 20, 2005, the Board of Directors approfiechtcelerated vesting of the December 20, 20@% siations awarded to eligible
participants under the S&T Bancorp, Inc. 2003 Stockentive Plan (the “2003 Stock Plan”), which tzadexercise price of $37.08. As a
result of the acceleration, unvested options gchme@004 to acquire approximately 381,000 shafé&8d’s common stock, which otherwise
50 percent would have vested on January 1, 2008h&nemaining shares on January 1, 2007, becamedimtely exercisable. The options
were not “in the money” (i.e., the exercise pri€¢he options were in excess of the price of S&Jésnmon stock) at the time of acceleration.
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The Black-Scholes option valuation model was dgwvatiofor use in estimating the market value of tdagigtions that have no vesting
restrictions and are fully transferable. In additioption valuation models require the input ofiygsubjective assumptions including the
expected stock price volatility. S&T’'s employeeckt@ptions have characteristics significantly difiet from those of traded options, and
changes in subjective input assumptions can miyesiffiect the market value estimate. For the stopkon grants awarded in 2006 and 2005,
S&T followed the “short-cut approach,” in develogithe estimate of expected life. Under this appnpdee expected life is presumed to be
the mid point between the vesting date and theoétiae contractual term.

The market value for nonstatutory stock optionsengstimated at the grant dates using a Black-Sglopi#on pricing model with the
following weighted-average assumptions for 200@%@&nd 2004, respectively: risk-free interestsated4.36 percent, 3.61 percent and 3.27
percent; a dividend yield of 3.0 percent, 2.9 peread 3.3 percent; volatility of the expected neafirice of S&T5 common stock of .27, .2
and .27; and a weighted-average expected lifevadrsgears, five years and five years.

S&T maintains a Cash Appreciation Rights (“CARsIgm which are treated as liability instruments em8FAS No. 123(R). The current
market value must be determined at each reportite} @he Black-Scholes option valuation model weesluto determine the market value of
the CARs as of December 31, 2006. The assumptiwed to value the CARs are as follows: a fige interest rate of 4.64 percent; a divid
yield of 3.53 percent; volatility of the expecteaunket price of S&’s common stock of .26; and a weighted-average arpdife of 5.98
years.

PENSIONS

Pension expense for S&T Bank’s defined benefit jgenglan is actuarially determined using the prtgdaunit credit actuarial cost method.
The funding policy for the plan is to contribute @mts to the plan sufficient to meet the minimumding requirements of the Employee
Retirement Income Security Act of 1974, plus sudtiitonal amounts as may be appropriate, subjefetderal income tax limitation.
INCOME TAXES

Income taxes are accounted for under the liahitigthod whereby deferred income taxes are recogfizdtie difference between the
financial reporting and tax bases of assets aiidlities.

TREASURY STOCK

The purchase of S&T common stock is recorded at édshe time of reissuance, the treasury stoadoant is reduced using the average cost
method.

EARNINGS PER COMMON SHARE

Basic Earnings Per Share (“EPS") is calculatedibigthg net income by the weighted average numlb@ommon shares outstanding during
the period. Average shares outstanding for comgutasic EPS were 25,735,295, 26,384,062 and 2638%or 2006, 2005 and 2004,
respectively. Potentially dilutive securities areladed from the basic calculation, but are inctidediluted EPS. Average shares outstan
for computing diluted EPS were 25,940,352, 26,688.4nd 26,799,451 for 2006, 2005 and 2004, resmdytiin computing diluted EPS,
average shares outstanding have been increaséé bprmmon stock equivalents relating to S&T’s @uriding stock options.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In February 2006, the FASB issued SFAS No. 155ctAmting for Certain Hybrid Financial Instrumentslfider current generally accepted
accounting principles, an entity that holds a fitiah
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instrument with an embedded derivative must biftertae financial instrument, resulting in the harstl the embedded derivative being
accounted for separately. SFAS No. 155 permitsdbas not require, entities to account for cetfim@ncial instruments with an embedded
derivative at fair value thereby eliminating theeddo bifurcate the instrument into its host areléembedded derivative. This Statement will
be effective for all financial instruments acquidssued by S&T on or after January 1, 2007,iamebt expected to have a significant imy
on S&T’s financial position or results of operatson

In March 2006, the FASB issued SFAS No. 156, “Agtmg for Servicing of Financial Assets.” This ®tiatent amends SFAS No. 140,
“Accounting for Transfers and Servicing of Finahdasets and Extinguishments of Liabilities,” wittspect to the accounting for separately
recognized servicing assets and servicing liabditSFAS No. 156 requires companies to recognisevécing asset or servicing liability each
time it undertakes an obligation to service a fmahasset by entering into a servicing contrabe Btatement permits a company to choose
either the amortized cost method or fair value meament method for each class of separately rezedrservicing assets. This Statement
will be effective as of January 1, 2007 and isexgiected to have a significant impact on S&T sfficial position and results of operations.

In June 2006, the FASB issued FASB Interpretation48, “Accounting for Uncertainty in Income TaxXesn interpretation of SFAS
No. 109,"Accounting for Income Taxes,” to create a singledal to address accounting for uncertainty in @sigons. FIN 48 clarifies the
accounting for income taxes, by prescribing a mimmrecognition threshold a tax position is requit@dheet before being recognized in the
financial statements. FIN 48 also provides guidanteerecognition, measurement, classificatioreredt and penalties, accounting in interim
periods, disclosure and transition. FIN 48 is dffexfor fiscal years beginning after December 28)6. S&T will adopt FIN 48 as of
January 1, 2007, as required. The cumulative effeatiopting FIN 48 will be recorded in retainedndéags. Upon adoption, management
estimates that the cumulative effect adjustmentheilimmaterial to retained earnings, which is eabjo revision as management completes
its analysis.

In September 2006, the FASB issued, SFAS No. 154iy Value Measurements.” This standard providémeoed guidance for using
fair value to measure assets and liabilities. Thedard also responds to investors’ requests fparded information about the extent to
which companies measure assets and liabilitieziatélue, the information used to measure faiu@ahnd the effect of fair value
measurements on earnings. The standard applieseweother standards require (or permit) assdialulities to be measured at fair value.
The standard does not expand the use of fair \ialaay new circumstances. S&T will be required ppls the new guidance effective
January 1, 2008. S&T is in the process of detemgitie impact on S&T’s financial position and réswlf operations.

In September 2006, the FASB issued SFAS No. 158plByers’ Accounting for Defined Benefit Pensiordadther Postretirement
Plans, an amendment of SFASB No. 87, 88, 106 aB(R)3 SFAS No. 158 requires companies to recogtiizeover funded or under funded
status of a defined benefit postretirement plaaraasset or liability in its statement of finangakition and to recognize changes in that
funded status in the year in which the changesrabcaugh comprehensive income. The Statement ivgsrinancial reporting by requiring
an employer to measure the funded status of agdlaf the date of its year-end statement of firdrmmsition. On December 31, 2006, S&T
adopted the recognition and disclosure provisidr&FAS No. 158, which resulted in the recognitidérth@ funded status of its pension and
postretirement plans as either assets or liatslitie the consolidated balance sheet and recogmtionrecognized actuarial gains/losses and
prior service costs of $3.0 million as a separatamonent of accumulated comprehensive income,frtakoSFAS No. 158 did not have an
effect on S&T’s consolidated financial conditioncember 31, 2005 or 2004. SFAS No. 158'’s promisiegarding the change in the
measurement date of defined
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postretirement benefit plans are not applicabl8&§ already uses a measurement date of Decemifer 8% pension plan. See Note N for
further discussion of the effect of adopting SFA& W58 on S&T'’s consolidated financial statements.

RECLASSIFICATION

Certain amounts in prior years’ financial statersdrdve been reclassed to conform to the curremts/peesentation. The reclassifications
no effect on S&T’s financial condition or resultsaperations.

NOTE B
Market Values of Financial Instruments

S&T utilizes quoted market values, where availatdeggssign market value to its financial instrunseitt cases where quoted market values
were not available, S&T uses present value mettmdstimate the market value of its financial iastents. These estimates of market value
are significantly affected by the assumptions mau# accordingly, do not necessarily indicate artetivat could be realized in a current
market exchange.

The following methods and assumptions were useg&y in estimating its market value disclosuresffoancial instruments:

CASH AND CASH EQUIVALENTS AND OTHER SHORT-TERM ASSE TS
The carrying amounts reported in the consolidatddrite sheet for cash and due from banks, inteegging deposits with banks and federal
funds sold approximate those assets’ market values.

SECURITIES
Market values for investment securities and saegravailable for sale are based on quoted marics

LOANS

For variable-rate loans that reprice frequently aitti no significant change in credit risk, markatues are based on carrying values. The
market values for other loans are estimated ussmpdnted cash flow analyses, using interest @iagntly being offered for loans with
similar terms to borrowers as adjusted for netitfedses and the loss of interest income from nonal loans. The carrying amount of
accrued interest approximates its market value.

DEPOSITS

The market values disclosed for demand deposis, feoninterest and interest-bearing demand, moraket and savings accounts) are, by
definition, equal to the amount payable on demahe. carrying amounts for variable-rate, fixed-teamd certificates of deposit approximate
their market value at year-end. Market values ifad-rate certificates of deposit and other timpasits are based on the discounted value of
contractual cash flows, using interest rates ctigrarffered for deposits of similar remaining matias.

SHORT-TERM BORROWINGS AND OTHER BORROWED FUNDS

The carrying amounts of federal funds purchasezyyrgees sold under repurchase agreements and lotineswings approximate their market
values.
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LONG-TERM BORROWINGS

The market values disclosed for long-term borrowiage estimated using current interest rates fag-term borrowings of similar remaining
maturities.

LOAN COMMITMENTS AND STANDBY LETTERS OF CREDIT

Estimates of the market value of these off-balaieet items were not made because of the shortratumne of these arrangements and the
credit standing of the counter-parties. Also, udfethloan commitments relate principally to variatdte commercial loans, typically non-
binding and fees are not normally assessed on tiedaaces.

Estimates of market value have not been madednrsitthat are not defined as financial instrumentdiding such items as S&T'’s core
deposit intangibles and the value of its trust apen. S&T believes it is impractical to estimateepresentational market value for these types
of assets, which represent significant value to S&T

The following table indicates the estimated markadtie of S&T’s financial instruments as of DecemBér

2006 2005
Market Carrying Market Carrying
Value Value Value Value
(dollars in thousands)
ASSETS
Cash $ 59,98( $ 59,98( $ 56,18¢ $ 56,18¢
Securities available for sa 432,04! 432,04! 481,25° 481,25°
Other investment 10,56: 10,56: 13,31¢ 13,31¢
Loans 2,663,74. 2,666,29: 2,473,39I 2,491,501
LIABILITIES
Deposits $ 2,561,920 $ 2,565,300 $ 2,412,41. $ 2,418,88
Securities sold under repurchase agreements &defierds purchase 132,75: 133,02: 137,82¢ 137,82¢
Shor-term borrowings 55,00( 55,00( 150,00( 150,00(
Long-term borrowings 173,12. 171,94: 84,967 83,77t
Junior subordinated debt securit 25,11°¢ 25,00( — —

Interes-rate swap:

NOTE C
Restrictions on Cash and Due from Bank Accounts

The Board of Governors of the Federal Reserve Byétee “Federal Reserve Board”) imposes certaiarwesrequirements on all depository
institutions. These reserves are maintained ifidima of vault cash or as a noninterest-bearingrizavith the Federal Reserve Board.
Required reserves averaged $17,593,000 during 2006.
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NOTE D
Securities

The following table indicates the composition o gecurities portfolio at December 31:

Available for Sale

Gross Gross
Amortized Unrealized Unrealized Market

2006 Cost Gains Losses Value
(dollars in thousands)
Obligations of U.S. government corporations anchaigs $183,16. $ 16 $ (3,179  $180,00:
Collateralized mortgage obligations of U.S. goveentrcorporations and agenc 61,08’ — (997) 60,09(
Mortgage-backed securitie 32,85¢ 15 (1,079 31,79:
Obligations of states and political subdivisic 82,73: 37 (1,099 81,67:
Debt securities available for salt 359,83 68 (6,349 353,55¢
Marketable equity securitie 39,26¢ 16,12¢ (45) 55,34¢
Other securitie: 23,13¢ — — 23,13¢
Total $422,24; $ 16,19+ $ (6,397  $432,04!

Available for Sale

Gross Gross

Amortized Unrealized Unrealized Market

2005 Cost Gains Losses Value
(dollars in thousands)
Obligations of U.S. government corporations anchaigs $224,328 $ 39¢ $ (3,687 $221,03
Collateralized mortgage obligations of U.S. goveenibrcorporations and agenc 64,48( 6 (847) 63,63¢
Mortgage-backed securitie 39,32: 46 (957) 38,41t
U.S. treasury securitie 49¢ — — 49¢
Obligations of states and political subdivisic 84,99¢ 38 (1,225 83,81
Debt securities available for salt 413,62: 48¢ (6,710 407,40:
Marketable equity securitie 45,42 20,08« (397 65,11«
Other securitie 8,741 — — 8,741
Total $467,788 $ 20,57 $ (7,10) $481,25

There were $6,069,000, $5,337,000 and $6,348,0Q6oiss realized gains and $588,000, $329,000 a/d4D00 in gross realized los:
in 2006, 2005 and 2004, in each case respectikadbtjve to securities available for sale.
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The following table presents the age of gross Uimexhlosses and market value by investment cayegor

Less Than 12 Months 12 Months or More Total
Market Unrealized Market Unrealized Market Unrealized

2006 Value Losses Value Losses Value Losses
(dollars in thousands)
Obligations of U.S. government corporations and

agencies $ — 3 — $175,04. $ (3,179 $ 175,04. $ (3,179
Collateralized mortgage obligations of U.S. goveenin

corporations and agenci 9,51t (29) 50,57¢ (96¢) 60,09( (997)
Mortgagebacked securitie — — 30,53¢ (2,079 30,53¢ (2,079
Obligations of states and political subdivisic 9,94¢ (24) 65,73 (1,079 75,67¢ (1,099
Debt securities available for salt 19,46: (53 321,88: (6,299 341,34! (6,347
Marketable equity securitie 98¢ (45) — — 98¢ (45)
Total Temporarily Impaired Securities $ 2045. $ (98) $ 32188. $ (6,299 $ 342,33 $ (6,397

Less Than 12 Months 12 Months or More Total
Market Unrealized Market Unrealized Market Unrealized

2005 Value Losses Value Losses Value Losses
(dollars in thousands)
Obligations of U.S. government corporations and

agencie $ 14289. $ (2,559 $ 32,82 $ (1,139 $ 17571 $ (3,68))
Collateralized mortgage obligations of U.S. goveenin

corporations and agenci 58,69¢ (847) — — 58,69¢ (847)
Mortgagebacked securitie 21,45( (360) 14,46¢ (591) 35,91¢ (951)
Obligations of states and political subdivisic 58,89¢ (759 14,41: (472) 73,31( (1,225
Debt securities available for salt 281,93¢ (4,519 61,70 (2,197 343,63¢ (6,710
Marketable equity securitie 3,052 (24%) 2,851 (14€) 5,90¢ (397
Total Temporarily Impaired Securities $ 28498t $ (4,759 $ 6456( $ (2,349 $ 349,54t $ (7,109

During 2006, S&T recognized other-than-temporarpaimments totaling $0.3 million on three equity@stment securities. S&T
recognized an other-than-temporary impairmentitede$0.3 million on one equity security during 208%d zero during 2004. S&T does not
believe any individual unrealized loss as of Decendi, 2006 represents an other-than-temporaryiimpat. S&T performs a review on the
entire securities portfolio on a quarterly basigdentify securities that may
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indicate an other-thatemporary impairment. S&T management considersethgth of time and the extent to which the marlaug has bee
less than cost and the financial condition of 8saiér. The unrealized losses on 180 debt secuaiéegrimarily attributable to changes in
interest rates. The unrealized losses on threeetarle equity securities are attributable to terapodeclines in market value. S&T has both
the intent and the ability to hold the securitieatained in the previous table for a time necesgargcover the amortized cost or until
maturity.

The amortized cost and estimated market value lof skxurities at December 31, 2006, by effectiveunits, is included in the table
below. Expected maturities will differ from conttaal maturities because borrowers may have the rigball or prepay obligations with or
without call or prepayment penalties.

For purposes of the maturity table, mortgage-baclesdrities and collateralized mortgage obligatievtich are not due at a single
maturity date, have been allocated over maturibyigings based upon the current estimated prepayraest The mortgageacked securitie
and collateralized mortgage obligations may maéamdier or later than their estimated maturitiesause of principal prepayment optionality.

Amortized Market
Available for Sale Cost Value
(dollars in thousands)
Due in one year or le: $ 56,64¢ $ 56,05
Due after one year through five ye 261,75: 256,91:
Due after five years through ten ye 38,63( 37,85¢
Due after ten yeal 2,80¢ 2,73¢
Total Debt Securities Available for Sale $ 359,83 $ 353,55¢

At December 31, 2006 and 2005, securities withggpad amounts of $287,994,000 and $274,399,00pewely, were pledged to
secure repurchase agreements, public funds artdungsdeposits.

NOTE E
Loans

The following table indicates the composition o tban portfolio at December 31.:

2006 2005
(dollars in thousands)
Real esta—constructior $ 346,17 $ 332,93(
Real esta—mortgages

Residentia 570,30 523,74!

Commercial 973,01 920,34¢
Commercial and industri 702,83 644,68t
Consumer installmer 73,14( 68,21¢
Gross Portfolio Loans 2,665,46! 2,489,92i
Allowance for loan losse (33,220 (36,577)
Total Portfolio Loans 2,632,24! 2,453,35:
Loans held for sal 82¢€ 1,58(
Total Loans $ 2,633,07: $ 2,454,93

PAGE 61



Table of Contents

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — contin ued

The following table presents changes in the allaedor loan losses for the year ended December 31.:

2006 2005 2004
(dollars in thousands)

Balance at beginning of ye $ 36,57 $34,26: $31,47¢
Chargeoffs (14,039 (3,929 (7,175
Recoveries 1,30¢ 2,20¢ 5,55¢
Net charge-offs (12,732 (1,727 (1,61¢)
Provision for loan losse 9,38( 5,00( 4,40(
Reclassification of allowance for lending-relatedrenitmentg? — (969) —
Balance at end of yeal $ 33,22( $36,57- $34,26:

(1) During the second quarter of 2005, S&T reclassif®$9,000 of its allowance for loan losses to aasefe allowance for probable credit losses inherenendinc-related
commitments. Net income and prior period balancesewot affected by this reclassification. The safgallowance is included in other liabilities.

S&T Bank has granted loans to certain officers @dinectors of S&T as well as to certain affiliatdstoe officers and directors in the
ordinary course of business. These loans were madebstantially the same terms, including interatets and collateral, as those prevailing
at the time for comparable transactions with urteelgersons and did not involve more than nornsél of collectability. The aggregate dollar
amounts of these loans were $32,714,000 and $3PAB&t December 31, 2006 and 2005, respectivelyin® 2006, $15,196,000 of new
loans were funded and repayments totaled $14,6Q8,00

The principal balances of loans on nonaccrual staere $19,852,000 and $11,166,000 at Decemb&086, and 2005, respectively.
Other real estate owned which is included in o#ssets, was $523,000 at December 31, 2006 and2$30Dlat December 31, 2005.

S&T attempts to limit its exposure to concentrasion credit risk by diversifying its loan portfoli®&T monitors concentrations of credit
risk. At December 31, 2006 and 2005, S&T had naeatrations of credit risk by industry or group.d@eaphic concentrations exist because
S&T provides a full range of banking services, imtthg commercial, consumer and mortgage loansdieigiuals and corporate customers in
its ten-county market areas in western Pennsylvihdmagement believes these risks are mitigataghigrwriting guidelines and ongoing
review by loan administration.

The following table represents S&T’s investmentoians considered to be impaired and related infoaman those impaired loans:

2006 2005 2004
(dollars in thousands)

Recorded investment in loans considered to be g $26,15. $29,74f $10,45¢
Recorded investment in impaired loans with no eglatllowance for loan loss 19,69¢ 7,741 1,38¢
Loans considered to be impaired that were on acoonal basit 8,617 5,507 2,13¢
Allowance for loan losses related to loans considéo be impaire 2,62 9,937 5,712
Average recorded investment in impaired lo 31,42¢ 16,32¢ 13,76:
Total interest income per contractual terms on ingoldoans 2,67¢ 2,11t 684
Interest income on impaired loans recognized oash dasi: 1,867 1,854 571
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NOTE F
Premises and Equipment

The following table is a summary of the premised aquipment accounts at December 31:

Estimated Useful

Life 2006 2005
(dollars in thousands)
Land Indefinite $ 4,73¢ $ 4,53(
Premise: 1G-50 year 35,74¢ 29,94¢
Furniture and equipme 3-25 year 24,70 21,95%
Leasehold improvemen 2-36 year 3,37¢ 3,94¢
68,56 60,38(
Accumulated depreciatic (32,864) (31,257
Total $ 35,70( $ 29,127

Depreciation related to premises and equipment$2:222,000, $2,863,000 and $2,485,000 in 2006, 20052004, respectively.

Certain banking facilities are leased under stenmtlease arrangements expiring at various datéeetpear 2051. All such leases are
accounted for as operating leases. Rental expengedmises and equipment amounted to $2,555,@)22%,000 and $1,963,000 in 2006,
2005 and 2004, respectively. Minimum annual rerdaald renewal options for each of the years 2007:-20& approximately $1,089,000,
$1,060,000, $1,019,000, $1,003,000, and $993,@8pectively, and $15,004,000 for the years thezedficluded in the above are leases
entered into with three directors for which remapense totaled $557,000, $611,000 and $575,0P006, 2005 and 2004, respectively.

NOTE G
Deposits

The following table indicates the composition opdsits at December 31.:

2006 2005

Balance Expense Balance Expense
(dollars in thousands)
Noninteres-bearing deman $ 44845 $ — $ 43567: $ —
Interes-bearing deman 150,56¢ 60 155,19: 21
Money marke 163,10¢ 3,73¢ 242,22¢ 3,81:
Savings 881,96’ 32,78 652,68! 11,26:
Time deposit: 921,21: 36,94¢ 933,10¢ 29,72¢
Total $ 2,565,30 $ 73,62¢ $ 2,418,88 $ 44,82«

The aggregate of all time deposits over $100,000uented to $261,646,000 and $206,666,000 for DeceBihe2006 and 2005,
respectively.
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The following table indicates the scheduled maesibf time deposits at December 31:

2006 2005
(dollars in thousands)

Due in one yea $ 659,53( $ 548,15(
Due in one to two yeal 161,68¢ 198,75:
Due in two to three yea 55,10( 102,93
Due in three to four yea 15,44( 38,47¢
Due in four to five year 20,11% 21,20(
Due after five year 9,337 23,58¢
Total $ 921211 $ 933,10¢

NOTE H
Short-Term Borrowings

Short-term borrowings are for terms under one waarwere comprised of retail repurchase agreenfdREPOs”),wholesale REPOs, fede
funds purchased and FHLB advances. S&T definescbpge agreements with its local retail customereil REPOs; shoterm wholesal
REPOs are those transacted with other banks akeétage firms. Securities pledged as collateral utitesse REPO financing arrangements
cannot be sold or repledged by the secured palnigy fdir value of collateral provided to a third f{yas continually monitored, and additional
collateral is obtained or requested to be retuasedppropriate. Federal funds purchased are umskouernight borrowings with other
financial institutions; overnight and FHLB advanegs for various terms secured by a blanket liesemurities, residential mortgages and
other loans with the FHLB of Pittsburgh.

Securities Sold Under Repurchase Agreements and

Federal Funds Purchased 2006 2005 2004
(dollars in thousands)

Balance at December 3 $133,02: $137,82¢ $ 98,38«
Average balance during the ye 114,54 132,40t 164,64!
Average interest rate during the y 4.51% 2.9&% 1.1€%
Maximum montl-end balance during the ye $156,47: $174,46° $199,53¢
Average interest rate at y-end 4.82% 3.8(% 1.77%
Federal Home Loan Bank (FHLB) Advances 2006 2005 2004
(dollars in thousands)

Balance at December 3 $ 55,00( $150,00( $225,00(
Average balance during the ye 88,34: 221,91¢ 293,39:
Average interest rate during the y 5.01% 3.21% 1.47%
Maximum montl-end balance during the ye $150,00( $315,00( $380,00(
Average interest rate at y-end 5.44% 4.34% 2.2(%
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NOTE |
Long-Term Borrowings

The following table is a summary of long-term beviogs with the FHLB:

2006 2005
Balance Average Rate Balance Average Rate

(dollars in thousands)
Due in one yea $ 20,92( 5.3% $45,34¢ 3.7%%
Due in one to two yeal 50,96¢ 5.05% 10,36: 5.7(%
Due in two to three yea 84,42¢ 5.4% 37¢ 4.88%
Due in three to four yea 5,76( 6.41% 13,63¢ 6.0&%
Due in four to five year 564 4.89% 4,92¢ 6.67%
Due after five year 9,30z 5.2¢% 9,12¢ 4.86%
Total $171,94: 5.3¢% $83,77¢ 4.6%%

The purpose of these borrowings is to match-futecssd new loan originations, to mitigate interege sensitivity risks and to take
advantage of discounted borrowing rates throughithieB for community investment projects.

S&T pledged securities and all 1-4 family and mfatnily mortgage loans as collateral for any cuti@nfuture FHLB borrowings. The
total carrying amount of these pledged loans wd8$84,000 at December 31, 2006. At December 316,28&T had availability with the
FHLB of $516,518,000.

At December 31, 2006, S&T had long-term repurclageement borrowings totaling $50.0 million at agkieed average fixed-rate of
5.52 percent, which matures within one year. Atéeber 31, 2005, S&T had no long-term repurchaseeagent borrowings outstanding.
The purpose of these borrowings was to lock indixate fundings to mitigate interest-rate risk.

On September 21, 2006, S&T Bank issued $25.0 mithibjunior subordinated debt through a pooledgsation at an initial fixed rate of
6.78%. On September 15, 2011 and quarterly thee&&T Bank has the option to redeem the subotelihdebt, subject to a 30 day written
notice and prior approval by the FDIC. If S&T Bacthooses not to exercise the option for early redemmn September 15, 2011 or
subsequent quarters, the subordinated debt willardho a variable rate of 3-month LIBOR plus 1&@&is points. The subordinated debt
qualifies as Tier 2 capital under regulatory guites and will mature on December 15, 2036.

NOTE J
Dividend and Loan Restrictions

Certain restrictions exist regarding the abilityS&T Bank to transfer funds to S&T in the form a¥idends and loans. The amount of
dividends that may be paid to S&T is restricteddyulatory guidelines concerning minimum capitgjuieements. S&T Bank could pay
dividends of approximately $18.5 million withoufedting its well-capitalized position at Decembér 2006.

Federal law prohibits S&T from borrowing from S&TaBk unless such loans are collateralized by speaifigations. Further, such loc
are limited to 10 percent of S&T Bank’s capital auttlitional paid-in capital, as defined.
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NOTE K
Litigation

S&T, in the normal course of business, is subjeesfrious legal proceedings in which claims for etany damages are asserted. No material
losses are anticipated by S&T as a result of thegsa proceedings.

NOTE L
Guarantees

S&T, in the normal course of business, commitsdtered credit and issue standby letters of crediie @bligations are not recorded in S&T’s
financial statements. Loan commitments and statetbsrs of credit are subject to S&T’s normal ctediderwriting policies and procedures
and generally require collateral based upon managgsievaluation of each customer’s financial ctindiand ability to satisfy completely
the terms of the agreement. S&T’s exposure to tlesls, in the event the customer does not satigfyerms of the agreement, equals the
notional amount of the obligation less the valuamwy collateral. Unfunded commercial loan committee¢ataled $686,204,000 and
$635,809,000 at December 31, 2006 and 2005, reésplgctUnfunded other loan commitments totaled $863,000 and $144,694,000 at
December 31, 2006 and 2005, respectively; and atibigs under standby letters of credit totaled $224€,000 and $206,249,000 at
December 31, 2006 and 2005, respectively.

NOTE M
Income Taxes

Income tax expense (credits) for the years endexdiber 31 are comprised of:

2006 2005 2004
(dollars in thousands)
Current $19,71: $23,28( $ 24,61
Deferred 1,80 99¢ (1,612
Total $ 21,51 $ 24,287 $ 23,00

The provision for income taxes differs from the amibcomputed by applying the statutory federal medax rate to income before
income taxes. The statutory to effective tax rat®nciliation for the years ended December 31 felamwvs:

2006 2005 2004
Statutory tax rat 35.(% 35.(% 35.(%
Tax-exempt interest inconr (2.8 2.3 (2.2
Dividend exclusior (0.5 (0.7) (0.7)
Low income housing tax credi (1.9 (1.6 (1.5
Other (1.1 (1.0) (0.9
Effective tax rate $28.1% 29.4% 29.7%

Income taxes applicable to security gains were 88,80 in 2006, $1,753,000 in 2005 and $1,870,6(DDA4.
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Significant components of S&T’s temporary differenavere as follows at December 31.:

2006 2005

(dollars in thousands)
Deferred tax liabilities:

Net unrealized holding gains on securities avaddbt sale $ (3,79¢) $ (4,939

Prepaid pension in other employee ben (5,81¢) (3,999

Deferred loan incom (1,949 (2,476

Purchase accountir (3,85%) (4,789

Other (1,232 (77¢)
Total deferred tax liabilities (16,649 (16,979
Deferred tax assets

Allowance for loan losse 12,05¢ 13,09(

Loan fees 90t 1,152

Net adjustment to apply SFAS No. 1 1,63t —

State taxes NOL carryforwar 32t 274

Other 3,01¢ 2,722
Gross deferred tax asset 17,94( 17,23¢
Less:

Valuation allowanct (325 (274
Total deferred tax asset: 17,61¢ 16,96¢
Net deferred tax asset (liability) $ 967 $ (9)

S&T establishes a valuation allowance when it isenlixely than not that S&T will not be able to liea the benefit of the deferred tax
assets, i.e., when future deductibility is uncert&eriodically, the valuation allowance is revieMzand adjusted based on management’s
assessments of realizable deferred tax assetss Gesrred tax assets as of December 31, 2006G0%Wiv2ere reduced by a valuation
allowance of $0.3 million, related to state incotae net operating losses generated by certaindiabgs, as utilization of these losses is not
likely. These operating loss carryforwards total0dfillion and will expire in the years 2020-2025.

The period change in deferred taxes is recordel diotctly to capital and as a part of the incomedxpense and can be summarized as
follows at December 31:

2006 2005

(dollars in thousands)
Deferred tax changes reflected in other comprekieristome $(2,77¢) $(6,307)
Deferred tax changes reflected in federal incomeigenst 1,80z 99¢
Net change in deferred taxe: $ (976) $(5,302)

NOTE N
Employee Benefits

S&T Bank maintains a defined benefit pension pthe (Plan”) covering substantially all employeekeTbenefits are based on years of
service and the employee’s compensation for thiedsiggfive consecutive years in the last ten y&ostributions are intended to provide for
benefits attributed to employee service to datefanthose benefits expected to be earned in thedu
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The following table summarizes the components ofreeodic pension expense for the Plan:

2006 2005 2004
(dollars in thousands)
Service co—benefits earned during the peri $ 1,98¢ $ 1,72t $ 1,53¢
Interest cost on projected benefit obligat 2,76: 2,58: 2,31
Expected return on plan ass (4,139 (3,439 (2,979
Net amortization and deferr 18t 43 19
Net periodic pension expens $ 80z $ 91€ $ 88¢
The following tables summarize the activity in thenefit obligation and Plan assets:

2006 2005
(dollars in thousands)
CHANGE IN PROJECTED BENEFIT OBLIGATION
Projected benefit obligation at beginning of y $48,44( $43,07(
Service cos 1,98¢ 1,72¢
Interest cos 2,76: 2,58:
Plan participan’ contributions 31¢ 294
Actuarial gain (1,260 2,61¢
Benefits paic (1,939 (1,857
Projected benefit obligation at end of yea $50,31¢ $48,44(
CHANGE IN PLAN ASSETS
Market value of plan assets at beginning of \ $52,62( $42,14¢
Actual return on plan asse 5,58¢ 2,82¢
Employer contributior 6,00( 9,20z
Plan participan’ contributions 31¢ 294
Benefits paic (1,939 (1,857
Market value of plan assets at end of year $62,59( $52,62(

The following table sets forth the Plan’s fundeatiss and the accrued pension cost in the conseddatlance sheets at December 31:

2006 2005
(dollars in thousands)

Projected benefit obligation at end of y: $(50,31¢) $(48,44()
Market value of plan assets at end of y 62,59( 52,62(
Funded status 12,27+ 4,18(
Unrecognized net los 4,22¢ 7,10t
Unamortized prior service ca 11¢ 134
Prepaid pension cost included in other assets $ 16,61" $ 11,41¢

On December 31, 2006, S&T adopted the recognitimhdisclosure provisions of SFAS No. 158. SFAS N&8 requires an employer to
recognize the funded status of any defined bepefision plan or postretirement benefit plan inDleeember 31, 2006 statement of financial
position, with a corresponding adjustment to acdabed other comprehensive income, net of tax. FeRlan, the adjustment to accumulated
other comprehensive income at adoption represkatsdt unrecognized
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actuarial loss and unamortized prior service cdstlwwere previously netted against the plan’s &thstatus in S&T's statement of financial
position pursuant to the provisions of SFAS No.BTese amounts will be subsequently recognizeefpeariodic pension cost pursuant to
S&T'’s historical accounting policy for amortizingeh amounts. Further, actuarial gains and lossgsatise in subsequent periods and are nof
recognized as net periodic pension cost in the garieds will be recognized as a component of otberprehensive income. Those amounts
will be subsequently recognized as a componenebperiodic pension cost on the same basis asiberas recognized in accumulated ol
comprehensive income upon adoption of SFAS No. 158.

The incremental effect of adopting the provisiohSBAS No. 158 on S&T’s statement of financial piosi at December 31, 2006 is
presented in the following table. The adoption BAS No. 158 had no effect on S&T’s consolidatedesteent of income for the year ended
December 31, 2006, or for any prior periods presgrand will not effect S&T’s operating resultsiriure periods.

RETIREMENT PLAN OF S&T BANK 2006
(dollars in thousands)

Amounts Recognized in the Statement of Financial Bdion and in Retained Earnings Consist of
Prior to adoption of SFAS No. 158:
Prepaid benefit co: $ 16,617
Accrued benefit liability —
Intangible asse —
Accumulated other comprehensive inca —
Net amount recognized in retained earning $ 16,61
After adoption of SFAS No. 158:
Net amount recognized in statement of financial pdson $
Amounts recognized in accumulated other compreheng income consist of:
Prior service cos $ 11€
$

12,27

Net actuarial los 4,22¢
Total (before tax effects) 4,34:
Change in accumulated other comprehensive income duo adoption of SFAS No. 158 (before tax effecl $ 4,34

Included in accumulated other comprehensive incahidecember 31, 2006 are the following amountshhsé not yet been recognized
in net periodic pension cost: unrecognized priovise costs of $118,000 ($77,000, net of tax) amecognized actuarial losses of $4,225,
($2,746,000, net of tax). The prior service cost actuarial loss included in accumulated other aetmgnsive income and expected to be
recognized in net periodic pension cost duringyésr ended December 31, 2007 is $16,000 ($10,@@&friax) and $0, respectively.

The accumulated benefit obligation for the Plan $43,049,000 at December 31, 2006 and $41,3700D6@@mber 31, 2005.

Below are actuarial assumptions used in accoumdinthe Plan at December 31:

2006 2005 2004
Weightec-average discount ra 5.7% 6.0(% 6.0(%
Rate of increase in future compensation le 4.0(% 4.0(% 4.0(%
Expected lon-term rate of return on plan ass 8.0(% 8.0(% 8.0(%
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S&T considers many factors when setting the assuatedf return on Plan assets. As a general goathe assumed rate of return is
equal to the weighted average of the expectednefior each asset category and is estimated baskidtorical returns as well as expected
future returns.

The Plan’s weighted-average asset allocations st asitegory are as follows:

Plan Assets at December 31

Asset Category 2006 2005
Equity Securities 55% 59%
Debt Securitie: 33% 26%
Other 12% 15%
Total 10(% 10(%

S&T Bank’s Retirement Plan Committee determinedrkiestment policy for the Plan. In general, thgéded asset allocation is 50
percent-70 percent equities and 30 percent-50 pefized-income. A strategic allocation within eaaset class is employed based on the
Plan’s time horizon, risk tolerances, performanqgeeetations and asset class preferences. Investnaragers have discretion to invest in
any equity or fixed-income asset class, subjetiiécsecurities guidelines of the Plan’s InvestniRolicy Statement.

S&T Bank contributed $7.2 million to the Plan inGB0for 2006. S&T Bank also contributed $6.0 millimnthe Plan in 2006 for 2007.
This contribution comprised the majority of the @tlasset category (e.g., money market accountgegiber 31, 2006. Benefit payments,
which reflect expected future service, as approgriare expected to be paid from the Plan for efthe years 2002011 and are $1,981,0(
$2,107,000, $2,270,000, $2,468,000, $2,663,00pemively, and $16,382,000 for the five years thées.

S&T also has a supplemental executive retiremet (ISERP”) for certain key employees. The SERIhisInded. The balances of the
actuarial present values of projected benefit alligmns related to the SERP were $3,389,000 andd$330 at December 31, 2006 and 2005,
respectively. Accrued pension costs related t&SBERP were $2,835,000 and $2,904,000 at Decemb@0886,and 2005, respectively. In
accordance with SFAS No. 158, $485,000 before @ neflected in accumulated other comprehensivaniecat December 31, 2006 in
relation to the SERP. In addition, S&T pays thetgetirement health care for a limited number dires. The SFAS No. 158 adjustment of
($156,000), before tax was reflected in accumulatedr comprehensive income at December 31, 280@]ation to post-retirement medical
benefits. Net periodic pension cost related toSBERP was $340,000, $317,000 and $279,000 for thes ymnded December 31, 2006, 2005
and 2004, respectively. The actuarial assumptionshe same as those used for the Plan.

S&T maintains a Thrift Plan, a qualified definechtribution plan, in which substantially all empl@geare eligible to participate. S&T
makes matching contributions to the Thrift Planta@ percent of participants’ eligible compensatimd may make additional profit-sharing
contributions as provided by the Thrift Plan. Expenelated to these contributions amounted to £1008, $1,963,000 and $1,428,000 in
2006, 2005 and 2004, respectively.

NOTE O
Incentive and Restricted Stock Plan and Dividend Re investment Plan

S&T adopted an Incentive Stock Plan in 1992 (“198@ck Plan”) that provides for granting incentiveck options, nonstatutory stock
options, restricted stock and appreciation righis.October 17, 1994, the 1992 Stock Plan was andetod@clude outside directors. The 1¢
Stock Plan covers a maximum of 3.2 million sharfeS&T common stock and expires ten years from te df board
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approval. At December 31, 2002, 3,180,822 nonsiatigtock options and 35,600 restricted stock as/aetl been granted under the 1992
Stock Plan. No further awards will be made under®92 Stock Plan.

S&T adopted the 2003 Stock Plan in 2003 that pewir granting incentive stock options, nonstagustock options, restricted stock
and appreciation rights. The 2003 Stock Plan coaermaximum of 1.5 million shares of S&T common ktaod expires ten years from the
date of board approval. The 2003 Stock Plan islaino the 1992 Stock Plan, which the 2003 StoeinPéplaced. As of December 31, 2006,
937,500 nonstatutory stock options have been gitamder the 2003 Stock Plan and 642,750 are clyrexgrcisable.

S&T granted nonstatutory stock options in 2006 urtide 2003 Stock Plan at an exercise price deteuiy the S&T Bancorp, Inc.
Board of Directors Compensation Benefits Commitieehe date of grant. S&T granted nonstatutorykstgations in 2005 under the 2003
Stock Plan at an exercise price equal to the maddae of S&T common stock on the date of grant$atutory stock options granted in
2006 and 2005 have a four-year vesting period aed-gear life, with 25 percent vesting each year onudanl of the succeeding year. St
options granted in 2004 under the 2003 Stock Ptanhave a ten-year life. There were 4,000 sharesmdtatutory stock options issued in
2006 and 202,500 shares of nonstatutory stock mpigsued in 2005 at a price of $37.86. The tataigensation expense related to the 2006
grant will approximate $19,000, net of tax over tiext three years. The total compensation experiated to the 2005 grant will approxim.
$857,000 net of tax over the next three years.

During 2006, total proceeds from the 122,200 shaf@®nstatutory stock options exercised totaled$2,000 and resulted in a tax
benefit of $502,000. During 2005, total proceedsttie 330,735 shares exercised totaled $7,906,000esulted in a tax benefit of
$1,660,000. During 2004, total proceeds for the, 320 shares exercised totaled $10,347,000 andedsala tax benefit of $2,098,000.

Below is activity for nonstatutory stock options fbe years ending December 31.:

2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Number of Option Number of Option Number of Option
Shares Price Shares Price Shares Price
Outstanding at beginning of year 1,775,76. $ 29.0¢ 1,919,69 $ 27.2¢ 2,04157. $ 26.3¢
Granted 4,00(¢ 37.8¢ 202,50( 37.8¢ 380,70( 37.0¢
Exercised (122,200 22.5¢ (330,73 23.9( (490,52%) 21.0¢
Forfeited (7,200 35.0¢ (15,700 30.81 (12,05() 28.1°
Outstanding at end of year 1,650,36. 29.52 1,775,76. 29.0f 1,919,69 27.2%
Exercisable at end of yea 1,443,86. $ 28.3¢ 1,422,31.  $  27.7C 1,110,92. $ 23.0¢
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The following table summarizes the total sharestanding and the range and weighted average ofieggrrices and remaining
contractual lives at December 31:

2006 2005 2004

Contractual Contractual Contractual

Exercise Exercise Exercise
Shares Remaining Shares Remaining Shares Remaining
Outstanding Price Life (Years) Outstanding Price Life (Years) Outstanding Price Life (Years)
1995 - $ — = - $ — — 23,000 $ 13.1: 1
1996 — — — 25,50( 15.4¢ 1 62,50( 15.44 2
1997 87,46: 20.3¢ 1 113,06: 20.3¢ 2 143,82: 20.3¢ 3
1998 145,90( 27.7¢ 2 162,70( 27.7¢ 3 217,30( 27.7¢ 4
1999 123,10( 22.8¢ 3 128,90( 22.8¢ 4 152,60( 22.8¢ 5
2000 137,30( 19.81 4 147,80( 19.81 5 163,50( 19.81 6
2001 202,70! 24.4( 5 219,60( 24.4( 6 266,52! 24.4( 7
2002 104,65( 26.6( 6 110,50( 26.6( 7 163,35( 26.6( 8
2003 284,55( 29.9i 7 300,80( 29.9i 8 346,40( 29.91 9
2004 358,20( 37.0¢ 8 364,40( 37.0¢ 9 380,70( 37.0¢ 10
2005 202,50( 37.8¢ 9 202,50( 37.8¢ 10 — — —
2006 4,00( 37.8¢ 9 — — — — — —
Total 1,650,36; $ 29.5Z 5.9 1,775,76. $ 29.0¢ 6.€ 1,919,69 $ 27.2¢ 6.9

The weighted-average remaining contractual tershafes currently exercisable at December 31, 20B6liyears.

S&T also maintains a Cash Appreciation Rights (“GARplan under which CARs are granted. CARs arbtsigo appreciation of the
market value of S&T’s common stock over the exergigce as of the date of grant. The CARs areeskii cash. There were no CARs
granted in 2006 and 2004. CARs granted in 2005 hdweer-year vesting period and a ten-year liféhv2b percent vesting each year on
January 1 of the succeeding year. There were CAfRsraspect to 206,900 shares of S&T common stssldd in 2005 at a price of $37.86.
During 2006, CARs with respect to 7,200 shares leen forfeited. The total compensation expensgaglto the 2005 grant will
approximate $633,000, net of tax over the nexttlyears.

As of December 31, 2006, there were 8,900 sharaswafsted restricted stock awards granted relatadorevious grant. There were no
restricted stock awards granted in 2006 and 20B8sé& shares vest 25 percent per year with thesésting, which occurred on January 1,
2004. During the restricted period, the recipieteives dividends and can vote the shares. Gendfdhe recipient leaves S&T before the
end of the restricted period, the shares will biéefted. Compensation expense for the restrictecksis ratably recognized over the period of
service, generally the restricted period, basethemmarket value of the stock on the date of grasiof December 31, 2006 there were 8,900
shares of restricted stock remaining to vest omdignl, 2007.

S&T also sponsors a dividend reinvestment plan\itizind Plan”) whereby shareholders may purchasesld S&T common stock at
market value with reinvested dividends and voluntash contributions. American Stock Transfer angsTCompany, the plan administrator
and transfer agent, purchases the shares on thenmgé&et to fulfill the Dividend Plan’s needs.
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NOTE P
S&T Bancorp, Inc. (parent company only)
Condensed Financial Information

BALANCE SHEETS AT DECEMBER 31 2006 2005
(dollars in thousands)
ASSETS
Cash $ 83 $ 54
Investments in
Bank subsidian 295,78( 308,73:
Nonbank subsidiarie 36,67¢ 33,38¢
Other asset 17,49( 17,86¢
Total Assets $ 350,030 $ 360,03
LIABILITIES
Dividends payabl $ 7618 $ 7,618
Other liabilities 3,36% —
Total Liabilities 10,98( 7,618
Total Shareholders Equity 339,05 352,42;
Total Liabilities and Shareholders’ Equity $ 350,03: $ 360,03
STATEMENTS OF INCOME FOR THE YEAR ENDED DECEMBER 31: 2006 2005 2004
(dollars in thousands)
Dividends from subsidiarie $ 63,74¢ $44,73: $ 34,02¢
Investment incom 67 16 29
Other Expense 81¢ 802 774
Income before equity in undistributed net incomewfsidiarie: 62,99¢ 43,94° 33,28(
(Distribution in excess of net income) equity irdigtributed net income o
Bank subsidian (13,449 9,89¢ 15,19¢
Nonbank subsidiarie 3,79( 4,397 5,88
Net Income $ 53,33¢ $ 58,24 $ 54,35¢
STATEMENTS OF CASH FLOWS FOR THE YEAR ENDED DECEMBE R 31: 2006 2005 2004

(dollars in thousands)

OPERATING ACTIVITIES

Net Income $ 53,33¢ $ 58,24! $ 54,35¢
Equity in undistributed net income of subsidial 9,65¢ (14,296 (21,079
Tax benefit from nonstatutory stock options exerd 1,04¢ 1,79¢ 2,09¢
Other (1,749 (1,137 (1,664

Total Provided by Operating Activities 62,29¢ 44,60t 33,71«

FINANCING ACTIVITIES
Dividends (30,04¢) (29,349 (28,10)
Net treasury stock activi (32,519 (15,269 (5,620
Excess tax benefits from stc-based compensatic 294 — —

Total Used by Financing Activities (62,26¢) (44,61)) (33,72)

Increase (decrease) in Ce¢ 29 (6) (7

Cash at Beginning of Yei 54 60 67

Cash at End of Year $ 83 $ 54 $ 60
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NOTE Q
Regulatory Matters

S&T is subject to various regulatory capital regmients administered by the federal banking agen€akire to meet the minimum capital
requirements can initiate certain mandatory andipfsadditional discretionary actions by regulattirat, if undertaken, could have a direct
material effect on S&T's financial statements. Undapital guidelines and the regulatory framewankdrompt corrective action, S&T must
meet specific capital guidelines that involve qitative measures of S&T’s assets, liabilities aadan off-balance sheet items as calculated
under regulatory accounting practices. S&T’s capitaounts and classification are also subject &iguive judgments by the regulators
about components, risk weightings and other factors

Quantitative measures established by regulati@msure capital adequacy require S&T to maintainmmim amounts and ratios of Tie
and Total capital to risk-weighted assets and Tieapital to average assets. As of December 31 206 2005, S&T meets all capital
adequacy requirements to which it is subject.

To be classified as well capitalized, S&T must nteim minimum Tier 1 risk-based, Total risk-based aier 1 leverage ratios as set forth
in the table below:

To Be Well
For Capital Capitalized Under
Adequacy Prompt Corrective
Actual Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
(dollars in thousands)
As of December 31, 200
Total Capital $347,48° 11.9% $233,088 8.0(% $ 291,35t 10.0(%
(to Risk Weighted Asset:
Tier 1 Capital 282,03( 9.6&% 116,547 4.0(% 174,81- 6.0(%
(to Risk Weighted Asset:
Tier 1 Capital 282,03( 8.84% 95,75¢  3.0(% 159,59: 5.0(%
(to Average Asset:
As of December 31, 200
Total Capital $333,94! 12.09% $220,97. 8.0(% $ 276,21t 10.0(%
(to Risk Weighted Asset:
Tier 1 Capital 290,53:. 10.52% 110,48t 4.0(% 165,72¢ 6.0(%
(to Risk Weighted Asset:
Tier 1 Capital 290,53: 9.5(% 91,76¢ 3.0(% 152,94: 5.0(%

(to Average Asset:

The most recent notifications from the Federal Res8ank and the FDIC categorized S&T and S&T Baakpectively, as well
capitalized under the regulatory framework for eotive action. There have been no conditions ontsviat management believes have
changed S&T or S&T Bank’s ranking during 2006 af02

At December 31, 2006, S&T Bank’s Tier 1 and Totgpital ratios were 8.54 percent and 10.64 percespectively, and Tier 1 capital to
average assets was 7.74 percent. At December 8%, 3&T Bank’s Tier 1 and Total capital ratios werb7 percent and 10.89 percent,
respectively, and Tier 1 capital to average assats8.61 percent.
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NOTE R
Selected Financial Data
(unaudited)
2006 2005
Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter
(dollars in thousands, except per share data)
SUMMARY OF OPERATIONS
Income Statements:
Interest income $ 52,83: $ 53,02¢ $ 50,957 $ 47,88¢ $ 46,47¢  $ 44,038 $ 42,14¢ $ 39,46¢
Interest expens 24,75¢ 24,18¢ 22,83( 19,81( 17,99: 15,59¢ 13,78( 12,14¢
Provision for loan losses 82¢ 1,352 5,70( 1,50( 1,50( 3,00( (300) 80C
Net interest income after provision for loan los 27,247 27,49( 22,427 26,57 26,98¢ 25,44( 28,66¢ 26,51¢
Security gains, net 1,21¢ 1,21C 1,24¢ 1,80¢ 1,23¢ 1,30( 801 1,66¢
Noninterest incom: 8,43¢ 8,711 9,09( 8,67¢ 8,462 8,107 8,38t 7,427
Noninterest expens 18,727 16,33¢ 17,27 16,93¢ 16,237 14,66: 15,48¢ 16,07¢
Income before taxes 18,17: 21,07 15,48¢ 20,11¢ 20,44¢ 20,18t 22,36t 19,531
Applicable income taxes 4,977 6,40¢ 4,251 5,881 5,88¢ 5,81¢ 6,872 5,711
Net income $ 13,19¢ $ 14,66¢ $ 11,237 $ 14,237 $ 14,56 $ 14,367 $ 15,49: $ 13,82(
PER SHARE DATA
Net incom-Diluted $ 05z $ 057 $ 04: $ 054 $ 05t $ 054 $ 0.5¢ $ 0.51
Dividends declared 0.3C 0.2¢ 0.2¢ 0.2¢ 0.2¢ 0.2€ 0.2¢ 0.2¢
Book value 13.37 13.2¢ 13.1¢ 13.41 13.4] 13.3E 13.0¢ 13.0¢€
AVERAGE BALANCE SHEET TOTALS
Total assets $ 3,270,15. $ 3,28580 $ 3,282,97. $ 3,205,84: $ 3,141,720 $ 3,090,48! $ 3,061,15 $ 2,998,23
Securities 428,55¢ 453,12¢ 469,47 485,93! 495,67¢ 504,80¢ 516,70: 518,87:
Net loans 2,585,78 2,579,07. 2,563,88! 2,476,74 2,415,58 2,346,86: 2,317,94! 2,259,301
Total deposits 2,572,12. 2,518,76. 2,494,84. 2,424,941 2,348,99. 2,269,08! 2,188,28i 2,157,20.
Securities sold under repurchase agreements and
federal funds purchased 99,66: 104,44: 116,49° 138,11: 162,71¢ 141,49 127,90: 96,687
Short-term borrowings 21,68t 86,35¢ 117,63° 128,88¢ 146,95° 197,33 282,91: 262,00(
Long-term borrowings 163,16: 182,79( 161,42 108,81 83,81 82,17« 68,35: 79,24¢
Subordinated del 25,00( 2,717 — — — — — —
Total shareholders’ equity 342,30. 343,17¢ 346,35: 356,34: 353,37: 351,43. 348,87: 353,47.
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