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PART I

Item 1.  BUSINESS

General

S&T Bancorp, Inc. (�S&T�; references to �we� or �us� refers to S&T, including on a consolidated basis with our subsidiaries where appropriate) was
incorporated on March 17, 1983 under the laws of the Commonwealth of Pennsylvania as a bank holding company and has two wholly owned
subsidiaries, S&T Bank and 9th Street Holdings, Inc. S&T also owns a one-half interest in Commonwealth Trust Credit Life Insurance
Company (�CTCLIC�). S&T is registered as a financial holding company with the Board of Governors of the Federal Reserve System (the �Federal
Reserve Board�) under the Bank Holding Company Act of 1956, as amended (�BHCA�).

As of December 31, 2010, S&T had approximately $4.1 billion in total assets, $578.7 million in total shareholder�s equity and $3.3 billion in total
deposits. S&T Bank deposits are insured by the Federal Deposit Insurance Corporation (�FDIC�) to the maximum extent provided by law.

S&T Bank is a full service bank with its Main Office at 800 Philadelphia Street, Indiana, Pennsylvania, providing services to its customers
through a branch network of 51 offices located in Allegheny, Armstrong, Blair, Butler, Clarion, Clearfield, Indiana, Jefferson and Westmoreland
counties of Pennsylvania.

S&T Bank�s services include accepting time and demand deposit accounts, originating commercial and consumer loans, providing letters of
credit, offering discount brokerage services, personal financial planning, credit card services and insurance products. Management believes that
S&T Bank has a relatively stable deposit base and no material amount of deposits is obtained from a single depositor or group of depositors
(including federal, state and local governments). S&T Bank has not experienced significant fluctuations in deposits.

Total Wealth Management assets under management were approximately $1.4 billion at December 31, 2010. Wealth Management provides
services as executor and trustee under wills and deeds, guardian and custodian of employee benefit plans and other trust and brokerage services.

S&T Bank has four wholly owned subsidiaries, S&T Insurance Group, LLC; S&T Professional Resources Group, LLC; S&T Bancholdings,
Inc.; and Stewart Capital Advisors, LLC. S&T Insurance Group, LLC, through its subsidiaries, offers a variety of insurance products. S&T
Professional Resources Group, LLC markets software developed by S&T Bank; S&T Bancholdings, Inc. is an investment company; and Stewart
Capital Advisors, LLC, is a registered investment advisor that manages private investment accounts for individuals and institutions and advises
the Stewart Capital Mid Cap Fund.

Employees

As of December 31, 2010, S&T and its subsidiaries had 936 full-time equivalent employees. S&T provides a variety of employment benefits and
considers its relationship with its employees to be good.

Access to United States Securities and Exchange Commission Filings
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All reports filed electronically by S&T with the United States Securities and Exchange Commission (�SEC�), including our Annual Report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and our annual proxy statements, as well as any amendments to those
reports, are accessible at no cost on our website at www.stbancorp.com. These filings are also accessible on the SEC�s website at www.sec.gov.
You may read and copy any material S&T files with the SEC at the SEC�s Public Reference Room at 100 F Street, NE, Washington, D.C. 20549.
You may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. S&T�s charters of the Audit
Committee, the Compensation and Benefits Committee, the Nominating
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Item 1.  BUSINESS � continued

and Corporate Governance Committee, the Wealth Management Oversight Committee, the Code of Conduct for the CEO and CFO, the
Shareholder Communications Policy, Complaints Regarding Accounting Internal Accounting Controls or Auditing Matters (�Whistleblower
Policy�) and the General Code of Conduct are also available on S&T�s website.

Supervision and Regulation

General

S&T and S&T Bank are each extensively regulated under federal and state law. The following describes certain aspects of that regulation and
does not purport to be a complete description of all regulations that affect S&T and S&T Bank or all aspects of those regulations.

To the extent statutory or regulatory provisions are described, the description is qualified in its entirety by reference to the particular statutory or
regulatory provisions. Proposals to change the laws and regulations governing the banking industry are frequently raised in Congress, in state
legislatures and before the various bank regulatory agencies. The likelihood and timing of any changes and the impact such changes might have
on S&T or S&T Bank is impossible to determine with any certainty.

Any change in applicable laws or regulations, or in the way such laws or regulations are interpreted by regulatory agencies or courts, may have a
material impact on our business, operations and earnings.

S&T

S&T is a bank holding company subject to regulation under the BHCA and the examination and reporting requirements of the Federal Reserve
Board. Under the BHCA, a bank holding company may not directly or indirectly acquire ownership or control of more than five percent of the
voting shares or substantially all of the assets of any additional bank, or merge or consolidate with another bank holding company, without the
prior approval of the Federal Reserve Board. S&T has received approval from the Federal Reserve Board for a passive ownership position in
Allegheny Valley Bancorp, Inc. (currently 14.68 percent).

As a bank holding company, S&T is expected under Federal Reserve Board regulation to serve as a source of financial and managerial strength
to its subsidiary bank. A bank holding company is also expected to commit resources, including capital and other funds, to support its subsidiary
bank in circumstances where it might not do so absent such a policy.

S&T elected to become a financial holding company under the BHCA in 2001 and thereby engage in a broader range of financial and other
activities than are permissible for traditional bank holding companies. In order to qualify and maintain its status as a financial holding company,
the depository institutions controlled by S&T must remain �well-capitalized,� �well-managed� (as defined in federal law) and have at least a
�satisfactory� Community Reinvestment Act (�CRA�) rating. Refer to Item 8, Note 21 Regulatory Matters, for information concerning the current
capital ratios of S&T and S&T Bank. No prior regulatory approval is required for a financial holding company to acquire a company, other than
a bank or savings association, engaged in activities that are financial in nature or incidental to activities that are financial in nature, as
determined by the Federal Reserve Board. The BHCA identifies several activities as �financial in nature� including, among others, securities
underwriting, dealing and market making; sponsoring mutual funds and investment companies; insurance underwriting and sales agency;
investment advisory activities; merchant banking activities; and activities that the Federal Reserve Board has determined to be closely related to
banking or a proper incident thereto. Banks may also engage, subject to limitations on investment, in activities that are financial in nature, other
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than insurance underwriting, insurance company portfolio investment, real estate development and real estate investment, through a financial
subsidiary of the bank, if the bank is �well-capitalized,� �well-managed� and has at least a �satisfactory� CRA rating. On July 21, 2010, the President
signed the Dodd-Frank Wall Street Reform and Consumer Protection
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Item 1.  BUSINESS � continued

Act (the �Dodd-Frank Act�) into law, see �Government Actions and Legislation,� which will require that S&T also remain �well-capitalized� and
�well-managed� in order for S&T to maintain its status as a financial holding company as of July 21, 2011 (the �Designated Transfer Date�).
Additionally, upon the Designated Transfer Date, the Dodd-Frank Act will require a financial holding company to obtain prior regulatory
approval to acquire any company with consolidated assets that exceed $10.0 billion.

If S&T Bank, and S&T (upon the Designated Transfer Date), cease to be �well-capitalized� or �well-managed,� S&T will not be in compliance with
the requirements of the BHCA regarding financial holding companies. If a financial holding company is notified by the Federal Reserve Bank of
such a change in the ratings of any of its subsidiary banks, it must take certain corrective actions within specified time frames. Furthermore, if
S&T Bank were to receive a CRA rating of less than �satisfactory,� then S&T would be prohibited from engaging in new activities or acquiring
companies other than bank holding companies, banks or savings associations until the rating is raised to �satisfactory� or better.

S&T is presently engaged in nonbanking activities through the following six entities:

� 9th Street Holdings, Inc. was formed in June 1988 to hold and manage a group of investments previously owned by S&T Bank and to
give S&T additional latitude to purchase other investments.

� S&T Bancholdings, Inc. was formed in August 2002 to hold and manage a group of investments previously owned by S&T Bank and to
give S&T additional latitude to purchase other investments.

� CTCLIC is a joint venture with another financial institution, acting as a reinsurer of credit life, accident and health insurance policies
sold by S&T Bank and the other institution.

� S&T Insurance Group, LLC distributes life insurance and long-term disability income insurance products. During 2001, S&T Insurance
Group, LLC and Attorneys Abstract Company, Inc. entered into an agreement to form S&T Settlement Services, LLC (�STSS�), with
respective ownership interests of 55 percent and 45 percent. STSS is a title insurance agency servicing commercial customers. During
2002, S&T Insurance Group, LLC expanded into the property and casualty insurance business with the acquisition of Evergreen
Insurance Associates, LLC.

� S&T Professional Resources Group LLC markets software developed by S&T Bank.
� Stewart Capital Advisors, LLC was formed in August 2005 and is a registered investment advisor that manages private investment

accounts for individuals and institutions and advises the Stewart Capital Mid Cap Fund.

S&T Bank

As a state-chartered, commercial bank, the deposits of which are insured by the FDIC, S&T Bank is subject to the supervision and regulation of
the Pennsylvania Department of Banking (�PADB�) and the FDIC. S&T Bank is also subject to various requirements and restrictions under federal
and state law, including requirements to maintain reserves against deposits, restrictions on the types, amount and terms and conditions of loans
that may be granted and limits on the type of other activities in which S&T Bank may engage and the investments it may make.

In addition, S&T Bank is subject to affiliate transaction rules in Sections 23A and 23B of the Federal Reserve Act that limit the amount of
transactions between itself and S&T or S&T�s nonbank subsidiaries. Under these provisions, transactions between a bank and its parent company
or any single nonbank affiliate generally are limited to 10 percent of the bank subsidiary�s capital and surplus, and with respect to all transactions
with affiliates, are limited to 20 percent of the bank subsidiary�s capital and surplus. Further, loans and extensions of credit from a bank to an
affiliate generally are required to be secured by eligible collateral in specified amounts. The Dodd-Frank Act expands the affiliate transaction
rules to broaden the definition of affiliate and to apply to securities

PAGE 5

Edgar Filing: S&T BANCORP INC - Form 10-K

9



Item 1.  BUSINESS � continued

lending, repurchase agreement and derivatives activities that S&T Bank may have with an affiliate, as well as to strengthen collateral
requirements and limit Federal Reserve exemptive authority. Also, the definition of �extension of credit� for transactions with executive officers,
directors and principal shareholders is being expanded to include credit exposure arising from a derivative transaction, a repurchase or reverse
repurchase agreement and a securities lending or borrowing transaction. These expansions will be effective one year after the Designated
Transfer Date, July 21, 2012. At this time, we do not anticipate that these provisions will have a material effect on S&T or S&T Bank.

Insurance of Accounts; Depositor Preference

The deposits of S&T Bank are insured up to applicable limits per insured depositor by the FDIC. In October 2008, the FDIC increased FDIC
deposit insurance coverage per separately insured depositor for all account types to $250,000. While initially stipulated to be in effect through
December 31, 2010, this increase was made permanent in July 2010 by the enactment of the Dodd-Frank Act. The Dodd-Frank Act also
maintains federal deposit insurance coverage for noninterest-bearing transaction accounts at an unlimited amount from December 31, 2010 until
December 31, 2012. Interest on Lawyer Trust Accounts will be considered �noninterest-bearing transaction accounts� for purposes of temporary
unlimited deposit insurance coverage. However, interest-bearing transaction accounts paying 25 basis points or less are no longer insured
beyond the $250,000 limit as of December 31, 2010. The Dodd Frank Act�s federal deposit insurance coverage for noninterest-bearing
transaction deposit accounts replaces the transaction account guarantee program of the Temporary Liquidity Guarantee Program. S&T was a
participant in the transaction account guarantee program during its existence.

As an FDIC-insured bank, S&T Bank is also subject to FDIC insurance assessments, which are imposed based upon the risk the institution poses
to the Deposit Insurance Fund (�DIF�). Under this assessment system, risk is defined and measured using an institution�s supervisory ratings with
other risk measures, including financial ratios. The annual rates for institutions in 2010 range from 12 basis points for �well-capitalized,�
�well-managed� banks, with the highest ratings, to 45 basis points for institutions posing the most risk to the DIF. The FDIC may raise or lower
these assessment rates on a quarterly basis based on various factors to achieve a reserve ratio, which the Dodd-Frank Act has mandated to be no
less than 1.35 percent of insured deposits.

Due to recent bank failures and contingent loss reserves established by the FDIC against potential future bank failures, the reserve ratio is
currently significantly below its target balance. Thus, in February 2009, the FDIC adopted a Final Rule on Assessments under which the
quarterly initial base assessment rates increased substantially beginning in the second quarter of 2009. The FDIC then adopted a Final Rule on
Special Assessment in May 2009, which imposed a five basis point special assessment on each institution�s assets minus Tier 1 capital as
reported on the report of condition as of June 30, 2009, but capped the special assessment at 10 basis points times the institution�s assessment
base for the second quarter 2009 risk-based assessment. On November 12, 2009, the FDIC Board of Directors adopted a final rule that required
insured depository institutions to prepay, on December 30, 2009, their estimated quarterly risk-based assessments for the fourth quarter of 2009
and for all of 2010, 2011, and 2012, along with their quarterly risk-based assessment for the third quarter of 2009. The continued decline in the
DIF balance may convince the FDIC to impose additional special emergency assessments in the future, which could have an impact on S&T
Bank�s earnings and capital levels. The prepayment for S&T�s quarterly assessments amounted to $21.1 million and will be recognized as expense
over a three year period. As of December 31, 2010, $14.9 million remains prepaid for quarterly FDIC assessments.

On October 19, 2010, the Board of Directors of the FDIC adopted a new Restoration Plan to ensure that the DIF reserve ratio reaches 1.35
percent by September 30, 2020, as required by the Federal Deposit Insurance Reform Act of 2005 (�Reform Act�). Among other things, the
Restoration Plan
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Item 1.  BUSINESS � continued

provides that the FDIC will forego the uniform three basis point increase in initial assessment rates that was previously scheduled to take effect
on January 1, 2011 and will maintain the current assessment rate schedule for all insured depository institutions until the reserve ratio reaches
1.15 percent. The FDIC intends to pursue further rulemaking in 2011, regarding the requirement under the Reform Act that the FDIC offset the
effect on institutions with less than $10.0 billion in assets (such as S&T Bank) of the requirement that the reserve ratio reach 1.35 percent by
September 30, 2020, rather than 1.15 percent by the end of 2016 (as required under the prior restoration plan), so that more of the cost of raising
the reserve ratio to 1.35 percent will be borne by institutions with more than $10.0 billion in assets. Implementation of the Restoration Plan is
not expected to have a material effect upon S&T�s consolidated operating results. In addition to DIF assessments, the FDIC assesses all insured
deposits a special assessment to fund the repayment of debt obligations of the Financing Corporation (�FICO�). FICO is a government-sponsored
entity that was formed to borrow the money necessary to carry out the closing and ultimate disposition of failed thrift institutions by the
Resolution Trust Corporation in the 1990s. As of January 1, 2011, the annualized rate established by the FDIC for the FICO assessment was
1.02 basis points per $100 of insured deposits.

Under federal law, deposits and certain claims for administrative expenses and employee compensation against insured depository institutions
are afforded a priority over other general unsecured claims against such an institution, including federal funds and letters of credit, in the
liquidation or other resolution of such an institution by any receiver appointed by regulatory authorities. Such priority creditors would include
the FDIC.

Capital

The Federal Reserve Board and FDIC have issued substantially similar risk-based and leverage capital guidelines applicable to banking
organizations they supervise. Under current capital guidelines, both S&T and S&T Bank are required to maintain certain capital standards based
on ratios of capital to assets and capital to risk weighted assets. The guidelines define a bank�s total qualifying capital as having two components.
Tier 1 capital, which must be at least 50 percent of total qualifying capital, is mainly comprised of common equity, retained earnings, and
qualifying preferred stock, less certain intangibles. Tier 2 capital may include the allowance for loan losses (�ALL�) model loss up to a maximum
of 1.25 percent of risk weighted assets, qualifying subordinated debt, qualifying preferred stock, hybrid capital instruments, and up to 45 percent
of net unrealized gains on available-for-sale equity securities. The guideline also defines the weights assigned to assets and off-balance sheet
items to determine the risk weighted asset component of the risk-based capital ratios.

The Federal Reserve Board and FDIC have established minimum and well-capitalized standards for banks. The minimum capital standards are
defined as a Tier 1 ratio of at least 4.00 percent, a Total capital ratio of at least 8.00 percent and a Leverage ratio of at least 3.00 percent. The
Leverage ratio of 3.00 percent is for those bank and bank holding companies that meet certain specified criteria, including having received the
highest regulatory rating and are not experiencing significant growth or expansion. All other banks and bank holding companies generally are
required to maintain a leverage ratio of at least 100 to 200 basis points above the stated minimum. S&T and S&T Bank maintain capital levels to
meet the well-capitalized regulatory standards, which are defined as a Tier 1 ratio of at least 6.00 percent, Total capital ratio of at least 10.00
percent and a Leverage ratio of at least 5.00 percent. At December 31, 2010 S&T�s Tier 1 capital, Total capital and Leverage ratios were 13.28
percent, 16.68 percent and 11.07 percent, respectively. At December 31, 2010 S&T Bank�s Tier 1, Total capital and Leverage ratios were 9.02
percent, 12.42 percent, and 7.50 percent, respectively.

Both the Federal Reserve Board and the FDIC�s risk-based capital standards explicitly identify concentrations of credit risk and the risk arising
from non-traditional activities, as well as an institution�s ability to manage these risks, as important factors to be taken into account by the agency
in assessing an institution�s overall capital adequacy. The capital guidelines also provide that an
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Item 1.  BUSINESS � continued

institution�s exposure to a decline in the economic value of its capital due to changes in interest rates be considered by the agency as a factor in
evaluating a bank�s capital adequacy. The Federal Reserve Board has also issued additional capital guidelines for certain bank holding companies
that engage in trading activities. S&T does not believe that consideration of these additional factors will affect the regulators� assessment of S&T
or S&T Bank�s capital position. The Dodd-Frank Act contains a number of provisions intended to strengthen capital, including requiring
minimum leverage and risk-based capital that are at least as stringent as those currently in effect. The regulations implementing these rules are to
be finalized no later than January 22, 2012. Also, upon the Designated Transfer Date, the Dodd-Frank Act will require the Federal Reserve
Board to implement capital regulations that are countercyclical so that the amount of capital required to be maintained by S&T would increase in
times of economic expansion and decrease in times of economic contraction, consistent with the safety and soundness of the company. In
addition to the Dodd-Frank Act, the international oversight body of the Basel Committee on Banking Supervision reached agreements in July
2010 (�Basel III�) to increase the minimum common equity capital requirement for banks from 2.00 percent to 4.00 percent, along with a capital
conservation buffer of 2.50 percent to bring total common equity capital requirements to 7.00 percent. The Basel III requirements will be phased
in beginning January 1, 2013. Federal regulators periodically propose amendments to the risk-based capital guidelines and the related regulatory
framework and consider changes to the capital standards that could significantly increase the amount of capital needed to meet applicable
standards. The timing of adoption, ultimate form and effect of any such proposed amendments cannot be predicted.

Capital Purchase Program

On January 16, 2009, S&T completed a $108.7 million capital raise as a participant in the U.S. Treasury Capital Purchase Program (the �CPP�). In
conjunction with S&T�s participation in the CPP, S&T issued to the U.S. Treasury 108,676 shares of S&T�s Series A Preferred Stock. The Series
A Preferred Stock pays cumulative dividends at a rate of five percent per year for the first five years and thereafter at a rate of nine percent per
year. As part of its purchase of the Series A Preferred Stock, the U.S. Treasury received a Warrant to purchase 517,012 shares of S&T�s common
stock at an initial per share exercise price of $31.53. The Warrant provides for the adjustment of the exercise price and the number of shares of
S&T�s common stock issuable upon exercise pursuant to customary anti-dilution provisions, such as upon stock splits or distributions of
securities or other assets to holders of S&T�s common stock and upon certain issuances of S&T�s common stock at or below a specified price
relative to the initial exercise price. S&T engaged an outside expert to calculate the estimated fair value of the common stock warrant issued by
S&T on January 16, 2009. A binomial pricing model was used resulting in an estimated fair value of $4.0 million. The Warrant expires 10 years
from the issuance date. In addition, the U.S. Treasury has agreed not to exercise voting power with respect to any shares of common stock issued
upon exercise of the Warrant.

Under changes made to the CPP by the American Recovery and Reinvestment Act of 2009 (�ARRA�), subject to approval by banking regulatory
agencies, S&T can redeem the Series A Preferred Stock, plus any accrued and unpaid dividends, at any time. If S&T only redeems part of the
CPP investment, then it must pay a minimum of 25 percent of the issue, or $27.2 million. The consent of the U.S. Treasury will be required for
S&T to increase its common stock dividend (above the dividend amount prior to the participation in the CPP) or repurchase its common stock or
other equity or capital securities, other than in connection with benefit plans consistent with past practice and certain other circumstances
through January 16, 2012. The consent of the U.S. Treasury will not be required if S&T has redeemed the Series A Preferred Stock or the U.S.
Treasury has transferred the Series A Preferred Stock to a third party. In addition, the Series A Preferred Stock issuance includes certain
restrictions on executive compensation that could limit the tax deductibility of compensation S&T pays to executive management.
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Item 1.  BUSINESS � continued

Payment of Dividends

S&T is a legal entity separate and distinct from its banking and other subsidiaries. A substantial portion of S&T�s revenues consist of dividend
payments it receives from S&T Bank. S&T Bank, in turn, is subject to state laws and regulations that limit the amount of dividends it can pay to
S&T. In addition, both S&T and S&T Bank are subject to various general regulatory policies relating to the payment of dividends, including
requirements to maintain adequate capital above regulatory minimums. The Federal Reserve Board has indicated that banking organizations
should generally pay dividends only if (i) the organization�s net income available to common shareholders over the past year has been sufficient
to fully fund the dividends and (ii) the prospective rate of earnings retention appears consistent with the organization�s capital needs, asset quality
and overall financial condition. Thus, under certain circumstances based upon S&T�s financial condition, S&T�s ability to declare and pay
quarterly dividends may require consultation with the Federal Reserve and may be prohibited by applicable Federal Reserve regulations. If S&T
were to pay a dividend in contravention of Federal Reserve regulations, the Federal Reserve could raise supervisory concerns. In addition, prior
to January 16, 2012, unless S&T has redeemed the Series A Preferred Stock or the U.S. Treasury has transferred the Series A Preferred Stock to
a third party, the consent of the U.S. Treasury is required for S&T to increase its common stock dividend (above the dividend amount prior to
the participation in the CPP) or repurchase its common stock or other equity or capital securities, other than in connection with benefit plans
consistent with past practice and certain other circumstances. During the year ended December 31, 2010, S&T Bank paid $16.7 million in cash
dividends to S&T for dividends paid to common shareholders.

Other Safety and Soundness Regulations

There are a number of obligations and restrictions imposed on bank holding companies such as S&T and its depository institution subsidiary by
federal law and regulatory policy that are designed to reduce potential loss exposure to the depositors of such depository institutions and to the
FDIC insurance funds in the event the depository institution becomes in danger of default or is in default. Under current federal law for example,
the federal banking agencies possess broad powers to take prompt corrective action to resolve problems of insured depository institutions. The
extent of these powers depends upon whether the institution in question is �well-capitalized,� �adequately capitalized,� �undercapitalized,�
�significantly undercapitalized� or �critically undercapitalized,� as defined by the law. Under regulations established by the federal banking
agencies, a �well-capitalized� institution must have a Tier 1 capital ratio of at least 6.00 percent, a Total capital ratio of at least10.00 percent and a
leverage ratio of at least 5.00 percent and must not be subject to a capital directive or order. An �adequately capitalized� institution must have a
Tier 1 capital ratio of at least 4.00 percent, a Total capital ratio of at least 8.00 percent and a leverage ratio of at least 4.00 percent. The most
highly-rated financial institutions minimum requirement for the leverage ratio is 3.00 percent. As of December 31, 2010, S&T and S&T Bank
were classified as �well- capitalized.� The classification of depository institutions is primarily for the purpose of applying the federal banking
agencies� prompt corrective action provisions and is not intended to be and should not be interpreted as a representation of overall financial
condition or prospects of any financial institution.

The federal banking agencies� prompt corrective action powers (which increase depending upon the degree to which an institution is
undercapitalized) can include, among other things, requiring an insured depository institution to adopt a capital restoration plan which cannot be
approved unless guaranteed by the institution�s parent company; placing limits on asset growth and restrictions on activities, including
restrictions on transactions with affiliates; restricting the interest rates the institution may pay on deposits; prohibiting the payment of principal
or interest on subordinated debt; prohibiting the holding company from making capital distributions without prior regulatory approval; and,
ultimately, appointing a receiver for the institution. For example, only a �well-capitalized� depository institution may accept brokered deposits
without prior regulatory approval.
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Item 1.  BUSINESS � continued

The federal banking agencies have also adopted guidelines prescribing safety and soundness standards relating to internal controls and
information systems, internal audit systems, loan documentation, credit underwriting, interest rate exposure, asset growth and compensation,
fees and benefits. In general, the guidelines require appropriate systems and practices to identify and manage specified risks and exposures. The
guidelines prohibit excessive compensation as an unsafe and unsound practice and characterize compensation as excessive when the amounts
paid are unreasonable or disproportionate to the services performed by an executive officer, employee, director or principal shareholder. In
addition, the agencies have adopted regulations that authorize, but do not require an agency to order an institution that has been given notice by
an agency that it is not in compliance with any of such safety and soundness standards to submit a compliance plan. If, after being so notified, an
institution fails to submit an acceptable compliance plan, the agency must issue an order directing action to correct the deficiency and may issue
an order directing other actions of the types to which an �undercapitalized� institution is subject under the prompt corrective action provisions
described above.

Regulatory Enforcement Authority

The enforcement powers available to federal banking agencies are substantial and include, among other things and in addition to other powers
described herein, the ability to assess civil money penalties, to issue cease-and-desist or removal orders and to initiate injunctive actions against
banks and bank holding companies and �institution affiliated parties,� as defined in the Federal Deposit Insurance Act (�FDIA�). In general, these
enforcement actions may be initiated for violations of laws and regulations, as well as engagement in unsafe or unsound practices. Other actions
or inactions may provide the basis for enforcement action, including misleading or untimely reports filed with regulatory authorities.

At the state level, the PADB also has broad enforcement powers over S&T Bank, including the power to impose fines and other civil and
criminal penalties and to appoint a conservator or receiver.

Interstate Banking and Branching

The BHCA currently permits bank holding companies from any state to acquire banks and bank holding companies located in any other state,
subject to certain conditions, including certain nationwide and state-imposed deposit concentration limits. In addition, because of changes to law
made by the Dodd-Frank Act, S&T Bank may now establish de novo interstate branches anywhere in the country, regardless of state law.

Community Reinvestment and Consumer Protection Laws

In connection with its lending activities, S&T Bank is subject to a number of federal laws designed to protect borrowers and promote lending to
various sectors of the economy and population. These include, among other laws, the Equal Credit Opportunity Act, the Truth-in-Lending Act,
the Home Mortgage Disclosure Act, the Real Estate Settlement Procedures Act, the Fair Credit Reporting Act and the CRA. In addition, rules
developed by the federal banking agencies pursuant to federal law require disclosure of privacy policies to consumers and in some
circumstances, allow consumers to prevent the disclosure of certain personal information to nonaffiliated third parties.

The CRA requires the appropriate federal banking agency, in connection with its examination of a bank, to assess the bank�s record in meeting
the credit needs of the communities served by the bank, including low and moderate-income neighborhoods. Furthermore, such assessment also
is required of any bank that has applied, among other things, to merge or consolidate with or acquire the assets or assume the liabilities of an

Edgar Filing: S&T BANCORP INC - Form 10-K

14



insured depository institution, or to open or relocate a branch office. In the case of a bank holding company (including a financial holding
company) applying for approval to acquire a bank or bank holding company, the Federal Reserve Board will assess the record of each
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Item 1.  BUSINESS � continued

subsidiary bank of the applicant bank holding company in considering the application. Under the CRA, institutions are assigned a rating of
�outstanding,� �satisfactory,� �needs to improve� or �unsatisfactory.� S&T Bank was rated �satisfactory� in its most recent CRA evaluation.

Anti-Money Laundering Rules

S&T Bank is subject to the Bank Secrecy Act, its implementing regulations and other anti-money laundering laws and regulations, including the
USA PATRIOT Act of 2001. Among other things, these laws and regulations require S&T Bank to take steps to prevent the use of S&T Bank to
facilitate the flow of illegal or illicit money, to report large currency transactions and to file suspicious activity reports. S&T Bank is also
required to develop and implement a comprehensive anti-money laundering compliance program. Banks must also have in place appropriate
�know your customer� policies and procedures. Violations of these requirements can result in substantial civil and criminal sanctions. In addition,
provisions of the USA PATRIOT Act of 2001 require the federal financial institution regulatory agencies to consider the effectiveness of a
financial institution�s anti-money laundering activities when reviewing bank mergers and bank holding company acquisitions.

Government Actions and Legislation

On July 21, 2010, the President signed the Dodd-Frank Act into law. This new law will significantly change the current bank regulatory
structure and affect the lending, deposit, investment, trading and operating activities of financial institutions and their holding companies,
including S&T and S&T Bank. The Dodd-Frank Act contains a number of provisions intended to strengthen capital. Refer to Capital within Item
1 for additional information. For example, the federal banking agencies are directed to establish minimum leverage and risk-based capital that
are at least as stringent as those currently in effect.

The Dodd-Frank Act requires various federal agencies to adopt a broad range of new rules and regulations, and to prepare numerous studies and
reports for Congress. The federal agencies are given significant discretion in drafting the implementing rules and regulations, and consequently,
many of the details and much of the impact of the Act may not be known for many months or years. The Dodd-Frank Act also contains
provisions that expand the insurance assessment base and increase the scope of deposit insurance coverage.

Among other provisions, the SEC has recently enacted rules, required by the Dodd-Frank Act, giving stockholders a non-binding vote on
executive compensation and so-called �golden parachute� payments. The Dodd-Frank Act also authorizes the SEC to promulgate rules that would
allow stockholders to nominate their own candidates for election as directors using a company�s proxy materials. The legislation also directs the
federal financial institution regulatory agencies to promulgate rules prohibiting excessive compensation being paid to financial institution
executives.

The Dodd-Frank Act also creates the Consumer Financial Protection Bureau (�CFPB�) that will take over responsibility as of the Designated
Transfer Date of the principal federal consumer protection laws, such as the Truth in Lending Act, the Equal Credit Opportunity Act, the Real
Estate Settlement Procedures Act and the Truth in Saving Act, among others. Institutions that have assets of $10.0 billion or less, such as S&T,
will continue to be supervised in this area by their primary federal regulators (in the case of S&T Bank, the FDIC). The Act also gives the CFPB
expanded data collecting powers for fair lending purposes for both small business and mortgage loans, as well as expanded authority to prevent
unfair, deceptive and abusive practices. The consumer complaint function also will be consolidated into the CFPB. In addition, the Federal
Reserve is required to adopt a rule addressing interchange fees applicable to debit card transactions. Although by its terms this rule will not
apply to banks with less than $10.0 billion in assets, it may still have the practical effect of reducing fees that smaller banks (like S&T Bank)
may charge.
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Item 1.  BUSINESS � continued

Many of the provisions of the Dodd-Frank Act will not become effective until the Designated Transfer Date or after and, if required, the
adoption and effectiveness of implementing regulations. In addition, the scope and impact of many of the Dodd-Frank Act�s provisions will be
determined through the rulemaking process. As a result, we cannot predict the ultimate impact of the Act on S&T or S&T Bank at this time,
including the extent to which it could increase costs or limit our ability to pursue business opportunities in an efficient manner, or otherwise
adversely affect our business, financial condition and results of operations. Nor can we predict the impact or substance of other future legislation
or regulation. However, it is expected that they at a minimum will increase our operating and compliance costs.

Federal and state regulatory agencies consistently propose and adopt changes to their regulations or change the manner in which existing
regulations are applied. We cannot predict the substance or impact of pending or future legislation or regulation, or the application thereof,
although enactment of the proposed legislation could affect how S&T and S&T Bank operate and could significantly increase costs, impede the
efficiency of internal business processes, or limit our ability to pursue business opportunities in an efficient manner, any of which could
materially and adversely affect our business, financial condition and results of operations.

Competition

S&T Bank competes with other local, regional and national financial service providers, such as other financial holding companies, commercial
banks, savings associations, credit unions, finance companies and brokerage and insurance firms. Some of S&T�s competitors are not subject to
the same level of regulation and oversight that is required of banks and bank holding companies, and are thus able to operate under lower cost
structures. The financial service industry is likely to become more competitive as further technological advances enable more companies to
provide financial services on a more efficient and convenient basis.

S&T faces significant competition in both originating loans and attracting deposits. The western Pennsylvania area has a high density of
financial institutions, some of which are significantly larger institutions with greater financial resources than S&T, and many of which are S&T�s
competitors to varying degrees. S&T�s competition for loans comes principally from commercial banks, savings associations, mortgage banking
companies, credit unions, brokerage and insurance companies and other financial service companies. S&T�s most direct competition for deposits
has historically come from commercial banks, savings banks and credit unions. S&T faces additional competition for deposits from
non-depository competitors such as the mutual fund industry, securities and brokerage firms and insurance companies. S&T has emphasized
personalized banking and the advantage of local decision-making in our banking business and this strategy appears to have been well received in
our market area.

S&T�s current market area, consisting primarily of western Pennsylvania, provides long-term opportunity for growth in deposits and commercial
lending. Commercial and residential real estate values in our market appear to have stabilized. The national and local economies still remain
fragile with high unemployment rates. Business conditions remain subdued and that uncertainty is serving to limit both consumer and corporate
spending in our area.

Item 1A.  RISK FACTORS

Investments in our common stock involve risk. The following discussion highlights the risks that management believes are material for our
company, but do not necessarily include all risk that we may face.
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Item 1A.  RISK FACTORS � continued

The market price of our common stock may fluctuate significantly in response to a number of factors.

Our quarterly and annual operating results have varied significantly in the past and could vary significantly in the future, which makes it difficult
for us to predict our future operating results. Our operating results may fluctuate due to a variety of factors, many of which are outside of our
control, including the changing and recently volatile U.S. economic environment and changes in the commercial and residential real estate
market, any of which may cause our stock price to fluctuate. If our operating results fall below the expectations of investors or securities
analysts, the price of our common stock could decline substantially. Our stock price can fluctuate significantly in response to a variety of factors
including, among other things:

� volatility of stock market prices and volumes in general;
� changes in market valuations of similar companies;
� changes in conditions in credit markets;
� changes in accounting policies or procedures as required by the Financial Accounting Standards Board (�FASB�) or other regulatory

agencies;
� new legislation and/or regulatory changes, including those changes that will occur through the implementation of the Dodd-Frank Act;
� additions or departures of key members of management;
� fluctuations in our quarterly or annual operating results; and
� changes in analysts� estimates of our financial performance.

Risks Related to Credit

Our ability to assess the credit worthiness of our customers may diminish, which may adversely affect our results of operations.

We take credit risk by virtue of making loans and extending loan commitments and letters of credit. Our exposure to credit risk is managed
through the use of consistent underwriting standards that emphasize �in-market� lending while avoiding highly leveraged transactions as well as
excessive industry and other concentrations. Our credit administration function employs risk management techniques to ensure that loans adhere
to corporate policy and problem loans are promptly identified. While these procedures are designed to provide us with the information needed to
implement policy adjustments where necessary, and to take proactive corrective actions, there can be no assurance that such measures will be
effective in avoiding undue credit risk. If the models and approaches we use to select, manage and underwrite our consumer and commercial
customers become less predictive of future charge-offs (due, for example, to rapid changes in the economy, including the unemployment rate),
our credit losses may increase.

The value of the collateral used to secure our loans may not be sufficient to compensate for the amount of an unpaid loan and we may be
unsuccessful in recovering the remaining balance from our customers.

Decreases in real estate values, particularly with respect to our commercial lending and mortgage activities, could adversely affect the value of
property used as collateral for our loans and our customers� ability to repay these loans, which in turn could impact our profitability. Repayment
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of our commercial loans is often dependent on the cash flow of the borrower, which may become unpredictable in the current economy. If the
value of the assets, such as real estate, serving as collateral for the loan portfolio were to decline materially, a significant part of the loan
portfolio could become under-collateralized. If the loans that are secured by real estate become troubled when real estate market conditions are
declining or have declined, in the event of foreclosure, we may not be
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Item 1A.  RISK FACTORS � continued

able to realize the amount of collateral that was anticipated at the time of originating the loan. This could result in higher charges which could
have a material adverse effect on our operating results and financial condition.

Changes in the overall credit quality of our portfolio can have a significant impact on our earnings.

Like other lenders, we face the risk that our customers will not repay their loans. We reserve for losses in our loan portfolio based on our
assessment of inherent credit losses. This process, which is critical to our financial results and condition, requires complex judgments, including
our assessment of economic conditions, which are difficult to predict. Through a periodic review of the loan portfolio, management determines
the amount of the ALL by considering historical losses combined with qualitative factors including general and regional economic conditions,
asset quality trends, loan policy and underwriting, and changes in loan concentrations and collateral values. The amount of future losses is
susceptible to changes in economic, operating and other conditions, including changes in interest rates, which may be beyond our control. We
may underestimate our inherent losses and fail to hold an ALL sufficient to account for these losses. Incorrect assumptions could lead to material
underestimates of inherent losses and inadequate ALL. As our assessment of inherent losses changes, we may need to increase or decrease our
ALL, which could adversely impact our financial results and profitability.

Our loan portfolio is concentrated in western Pennsylvania, and our lack of geographic diversification increases our risk profile.

The regional economic conditions in western Pennsylvania affect the demand for our products and services as well as the ability of our
customers to repay their loans and the value of the collateral securing these loans. A significant decline in the regional economy caused by
inflation, recession, unemployment or other factors, could adversely affect our customers, the quality of our loan portfolio and the demand for
our products and services, which could have a material impact on our results.

A significant portion of our loan portfolio includes commercial and commercial real estate loans that have higher risks, and we may
experience higher credit losses.

The majority of our loans are to commercial borrowers. The commercial real estate segment of our loan portfolio has been more adversely
impacted by the recent economic downturn. Commercial real estate lending typically involves higher loan principal amounts, and the repayment
of these loans generally is dependent, in large part, on sufficient income from the properties securing the loans to cover operating expenses and
debt service. Because payments on loans secured by commercial real estate often depend upon the successful operating and management of the
properties, repayment of these loans may be affected by factors outside the borrower�s control, including adverse conditions in the real estate
market or the economy. Additionally, we have a number of large exposures to commercial borrowers, and while the majority of these borrowers
have numerous projects that make up the total aggregate exposure, if one or more of these borrowers defaults or has financial difficulties, we
could experience higher credit losses, which could adversely impact our results of operations.

Risks Related to Interest Rates
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Our net interest income could be negatively affected by interest rate changes, which may adversely affect our financial condition.

Our results of operations are largely dependent on net interest income, which is the difference between the interest and fees earned on
interest-earning assets and the interest paid on interest-
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Item 1A.  RISK FACTORS � continued

bearing liabilities. We may have mismatches between the maturity and repricing of our assets and liabilities that could cause the net interest rate
spread to compress, depending on the level and type of changes in the interest rate environment. Interest rates are highly sensitive to many
factors that are beyond the control of management, including general economic conditions and the policies of various governmental agencies. In
addition, our customers often have the ability to prepay loans or redeem deposits with either no penalties, or penalties that are insufficient to
compensate us for the lost income. A significant reduction in our net interest income will adversely affect our business and results of operations.

Declines in the value of investment securities held by us could require write-downs, which would reduce our earnings.

In order to diversify earnings and enhance liquidity, we own both debt and equity instruments of government agencies, municipalities and other
companies. We may be required to record impairment charges on our investment securities if they suffer a decline in value that is considered
other-than-temporary. Additionally, the value of these investments may fluctuate depending on the interest rate environment, general economic
conditions, and circumstances specific to the issuer. Volatile market conditions may detrimentally affect the value of these securities, such as
through reduced valuations due to the perception of heightened credit or liquidity risks. Changes in the value of these instruments may result in a
reduction to earnings and/or capital, which may adversely affect our results of operations.

The crisis in both the United States and international banking markets has adversely affected our industry, including our business, and
may continue to have an adverse effect on our business and reputation in the future.

This economic turmoil and tightening of credit have led to an increased level of commercial and consumer delinquencies, lack of consumer
confidence, increased market volatility and widespread reduction of business activity generally. The resulting economic pressure on consumers
and the lack of confidence in the financial markets have adversely affected our business, financial condition and results of operations. Market
developments may affect consumer confidence levels and may cause adverse changes in payment patterns, causing increases in delinquencies
and default rates, which may impact our charge-offs and provision for credit losses. A worsening of these conditions may increase the adverse
effects of these difficult market conditions on us, and may harm the reputation of banks in general and our reputation with our customers and
investors.

Risks Related to Liquidity

We rely on a stable core deposit base and the Federal Home Loan Bank of Pittsburgh as our primary sources of liquidity.

We are dependent for our funding on a stable base of core deposits and access to wholesale funding, primarily from the Federal Home Loan
Bank of Pittsburgh (�FHLB�). We own common stock of the FHLB in order to qualify for membership in the FHLB system, which enables us to
borrow funds under the FHLB advance program. Changes or disruptions to the FHLB or the FHLB system in general may materially impair our
ability to meet growth plans or to meet short and long term liquidity needs. In the event of a system-wide shock or a deterioration in our
financial condition, the stability of our core deposit base could deteriorate, our access to funding from the FHLB could be restricted, or both.
Without access to adequate funding we will have difficulty operating day to day, which could ultimately impact our ability to continue
operations.
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Item 1A.  RISK FACTORS � continued

If our FHLB line of credit is restricted, our ability to meet our obligations to our customers could be materially affected.

We have a line of credit with the FHLB that is secured by a blanket lien on our loan portfolio. Access to this line of credit is critical if a funding
need arises. However, we cannot be assured that the FHLB will be able to provide funding to us when needed, nor can we be certain that the
FHLB will provide funds specifically to us, should our financial condition and/or our regulators prevent that access. The inability to access these
sources of funds, for whatever reason, could have a materially adverse effect on our ability to meet our customer�s needs. Our financial flexibility
could be severely constrained if we were unable to maintain our access to funding or if adequate financing is not available at acceptable interest
rates. The failure of the FHLB or the FHLB system in general, may materially impair our ability to meet growth plans or to meet short and long
term liquidity needs.

Risks Related to Our Operations

An interruption or breach in security of our information systems may result in financial losses or in a loss of customers.

We depend upon data processing, communication and information exchange on a variety of computing platforms and networks, including the
internet. We cannot be certain all our systems are entirely free from vulnerability to attack, despite safeguards we have instituted. The
occurrence of any failures, interruptions, or security breaches of our information systems could result in a material adverse impact to our
business, financial condition and results of operations through damage to our reputation, loss of customer business, additional regulatory
scrutiny, or exposure to civil litigation and possible financial liability. Losses arising from such a breach could materially exceed the amount of
insurance coverage we have, which could adversely affect our results of operation.

We rely on third-party providers and other suppliers for a number of services that are important to our business. An interruption or
cessation of an important service by any third party could have a material adverse effect on our business.

We are dependent for the majority of our technology, including our core operating system, on third party providers. If these companies were to
discontinue providing services to us, we may experience significant disruption to our business. If any of our third party service providers
experience financial, operational, or technological difficulties, or if there is any other disruption in our relationships with them, we may be
required to locate alternative sources of such services. Assurance cannot be provided that we could negotiate terms with alternative service
sources that are as favorable or could obtain services with similar functionality as found in existing systems without the need to expend
substantial resources, if at all, thereby resulting in a material adverse impact on our business and results of operations.

Risks Related to Regulatory Compliance and Legal Matters

Recent legislation enacted in response to market and economic conditions may significantly affect our operations, financial condition
and earnings.
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Disruptions in the financial system during the past three years have resulted in significantly reduced business activity throughout the global and
U.S. economies, which have the potential to significantly affect financial institutions. The Dodd-Frank Act was enacted as a major reformatory
response to this financial crisis. The Dodd-Frank Act increases regulation and oversight of the financial services industry, and imposes
restrictions on the ability of institutions within the industry to conduct business consistent with historical practices, including aspects such as
capital requirements, affiliate transactions, compensation, consumer protection regulations and mortgage regulation, among others.
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Item 1A.  RISK FACTORS � continued

It is not clear what impact the Dodd-Frank Act and the numerous implementing regulations will have on the financial markets or on the U.S.
banking and financial services industries and the broader U.S. and global economies. They may increase our costs of regulatory compliance and
of doing business and otherwise affect our operations. They also may significantly affect the markets in which we do business, the markets for
and value of our investments and our ongoing operations, costs and profitability.

Future governmental regulation and legislation could limit our growth.

We are subject to extensive state and federal regulation, supervision and legislation that govern nearly every aspect of our operations. The
regulations are primarily intended to protect depositors, customers and the banking system as a whole, not shareholders. Failure to comply with
applicable regulations could lead to penalties and damage to our reputation. Furthermore, as shown through the Dodd-Frank Act, the regulatory
environment is constantly undergoing change and the impact of changes to laws, the rapid implementation of regulations, the interpretation of
such laws or regulations or other actions by existing or new regulatory agencies could make regulatory compliance more difficult or expensive,
and thus could affect our ability to deliver or expand services, or it could diminish the value of our business. The ramifications and uncertainties
of the recent increase in government intervention in the U.S. financial system could also adversely affect us. Refer to Supervision and
Regulation within Item 1 of this report for additional information.

Our management has identified a material weakness in our internal control over financial reporting, which if not properly remediated,
could result in material misstatements in our future interim and annual financial statements and have a material adverse effect on our
business, financial condition and results of operations and the price of our common stock.

Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Internal control over
financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements in accordance with U.S. generally accepted accounting principles.

As further described in Item 9A Controls and Procedures, our management has identified a material weakness in our internal control over
financial reporting. A material weakness, as defined in the standards established by the Public Company Accounting Oversight Board (�PCAOB�),
is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such that there is a reasonable possibility that a
material misstatement of our annual or interim financial statements will not be prevented or detected on a timely basis. We identified the
material weakness in our internal control over financial reporting as of December 31, 2010 based upon there being ineffective controls over the
approval and recording of charge-offs of loans.

Although we are in the process of implementing initiatives aimed at addressing the material weakness, these initiatives may not remediate the
material weakness. Failure to achieve and maintain an effective internal control environment could result in us not being able to accurately
report our financial results, prevent or detect fraud or provide timely and reliable financial information pursuant to the reporting obligations we
have as a public company, which could have a material adverse effect on our business, financial condition and results of operations. Further, it
could cause our investors to lose confidence in the financial information we report, which could adversely affect the price of our common stock.

Negative public opinion could damage our reputation and adversely impact our earnings and liquidity.

Edgar Filing: S&T BANCORP INC - Form 10-K

28



Reputational risk, or the risk to our business, earnings, liquidity and capital from negative public opinion, could result from our actual or alleged
conduct in a variety of areas, including legal and
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Item 1A.  RISK FACTORS � continued

regulatory compliance, lending practices, corporate governance, litigation, ethical issues or inadequate protection of customer information. We
expend significant resources to comply with regulatory requirements, and the failure to comply with such regulations could result in reputational
harm or significant legal or remedial costs. Additionally, we continue to be a participant in the CPP, and participation in this program has, at
various times, been publicly criticized. Our continued participation in the CPP may negatively impact our reputation with customers. Damage to
our reputation could adversely affect our ability to retain and attract new customers and adversely impact our earnings and liquidity.

We may be a defendant from time to time in a variety of litigation and other actions, which could have a material adverse effect on our
financial condition and results of operations.

From time to time, customers and others make claims and take legal action pertaining to the performance of our responsibilities. Additionally,
the current economic downturn has resulted in higher customer defaults and a resultant increase in litigation. Whether customer claims and legal
action related to the performance of our responsibilities are founded or unfounded, or if such claims and legal actions are not resolved in a
manner favorable to us, they may result in significant expenses, attention from management and financial liability. Any financial liability or
reputational damage could have a material adverse effect on our business, which, in turn, could have a material adverse effect on our financial
condition and results of operations.

Risks Related to Our Business Strategy

Our strategy includes growth plans through organic growth and acquisitions. Our financial condition and results of operations could be
negatively affected if we fail to grow or fail to manage our growth effectively.

We intend to continue pursuing a growth strategy, which may include organic growth, expansion or acquisitions. We cannot assure you that we
will be able to expand our market presence in our existing markets or successfully enter new markets or that any such expansion will not
adversely affect our results of operations. Failure to manage our growth effectively could have a material adverse effect on our business, future
prospects, financial condition or results of operations and could adversely affect our ability to successfully implement our business strategy. Our
organic growth strategy includes a reorganization of our business to a market-based approach from a product-based approach. There is no
assurance that this internal reorganization will be successful, and if not executed as planned, it may adversely affect our results of operations.

Our failure to find suitable acquisition candidates, or successfully bid against other competitors for acquisitions, could adversely affect our
ability to successfully implement our business strategy. If we are successful in acquiring other entities, the process of integrating such entities
will divert significant management time and resources. We may not be able to integrate successfully or operate profitably any financial
institutions we may acquire. We may experience disruption and incur unexpected expenses in integrating acquisitions. These failures could
adversely impact our future prospects and results of operation.

We are subject to competition from both banks and non-banking companies.
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The financial services industry is highly competitive, and we encounter strong competition for deposits, loans and other financial services in our
market area. Our principal competitors include commercial banks of all types, finance companies, credit unions, mortgage brokers, insurance
agencies, trust companies and various sellers of investments and investment advice. Many of our non-bank competitors are not subject to the
same degree of regulation as we are and have advantages

PAGE 18

Edgar Filing: S&T BANCORP INC - Form 10-K

31



Item 1A.  RISK FACTORS � continued

over us in providing certain services. Additionally, many of our competitors are significantly larger than we are and have greater access to
capital and other resources. Failure to compete effectively for deposit, loan and other banking customers in our markets could cause us to lose
market share, slow our growth rate and may have an adverse effect on our financial condition and results of operations.

We may be required to raise capital in the future, but that capital may not be available or may not be on acceptable terms when it is
needed.

We are required by federal regulatory authorities to maintain adequate capital levels to support operations. Our ability to raise additional capital
is dependent on capital market conditions at that time and on our financial performance and outlook. Pending regulatory changes, such as the
Dodd-Frank Act, may require us to have more capital than was previously required. If we cannot raise additional capital when needed, we may
not be able to meet these requirements, and our ability to further expand our operations through organic growth or through acquisitions may be
adversely affected.

The securities purchase agreement between S&T and the U.S. Treasury limits our ability to pay dividends on and repurchase our
common stock.

We applied to participate in the CPP and were approved to receive $108.7 million in exchange for the U.S. Treasury purchase of our senior
preferred stock. The transaction closed on January 16, 2009. Subsequently, the ARRA, signed into law in February 2009, allowed financial
institutions such as us to redeem Series A Preferred Stock issued in the CPP, plus any accrued and unpaid dividends, at any time, without
increasing common equity, subject to approval by banking regulatory agencies. If we only redeem a portion of the CPP investment, we must
redeem a minimum of 25 percent of the issue, or $27.2 million. Our securities purchase agreement with the U.S. Treasury provides that prior to
the earlier of (i) January 16, 2012 or (ii) the date on which all of the shares of the Series A Preferred Stock have been redeemed by us or
transferred by the U.S. Treasury to third parties, we may not, without the consent of the U.S. Treasury: (a) increase the cash dividend on our
common stock (above the dividend amount prior to the participation in the CPP), or (b) subject to limited exceptions, redeem, repurchase or
otherwise acquire shares of our common stock or preferred stock other than the Series A Preferred Stock. In addition, we may only pay
dividends on our common stock if we are current in our dividend payments on the Series A Preferred Stock. These restrictions, together with the
potentially dilutive impact of the Warrant issued to the U.S. Treasury and described below, could have a negative effect on the value of our
common stock.

The Series A Preferred Stock impacts net income available to our common shareholders and earnings per common share, and the
Warrant we issued to the U.S. Treasury may be dilutive to holders of our common stock.

The dividends declared on the Series A Preferred Stock will reduce the net income available to common shareholders and our earnings per
common share. The Series A Preferred Stock will also receive preferential treatment in the event of our liquidation or dissolution. Additionally,
the ownership interest of the existing holders of our common stock may be diluted to the extent the Warrant we issued to the U.S. Treasury in
conjunction with the sale to the U.S. Treasury of the Series A Preferred Stock is exercised. The shares of common stock underlying the Warrant
represents approximately 1.80 percent of the shares of our common stock outstanding as of February 28, 2011 (including the shares issuable
upon exercise of the Warrant in total shares outstanding). Although the U.S. Treasury has agreed not to vote any of the shares of common stock
it receives upon exercise of the Warrant, a transferee of any portion of the Warrant or of any shares of common stock acquired upon exercise of
the Warrant is not bound by this restriction.
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Item 1A.  RISK FACTORS � continued

Our ability to pay dividends on our common stock may be limited.

Holders of our common stock will be entitled to receive only such dividends as our Board of Directors may declare out of funds legally available
for such payments. Although we have historically declared cash dividends on our common stock, we are not required to do so and our Board of
Directors could reduce, suspend or eliminate our dividend at any time. Our ability to increase our dividend is subject to the CPP regulations
described above. Any change to the dividends on our common stock could adversely affect the market price of our common stock.

Item 1B.  UNRESOLVED STAFF COMMENTS

There were no unresolved comments received from the SEC regarding S&T�s periodic or current reports within the last 180 days prior to
December 31, 2010.

Item 2.  PROPERTIES

S&T owns a four-story building in Indiana, Pennsylvania, located at 800 Philadelphia Street, which serves as its headquarters, executive and
administrative offices. It shares this facility with Community Banking and Wealth Management and the executive office of the Insurance
segment. Additionally, S&T leases a building in Indiana, Pennsylvania that serves as its data processing and technology center and owns a
two-story building directly behind that serves as additional administrative offices.

Community Banking has 51 offices, located in nine counties in Pennsylvania, of which 34 are owned and 17 are leased. Community Banking
also leases one office to Insurance. Wealth Management leases one office, located in Allegheny County in Pennsylvania. Wealth Management
also has several staff located within the Community Banking offices to provide their services to retail customers. Insurance leases three offices
located in three counties in Pennsylvania. Insurance also has three staff located within the Community Banking offices in Jefferson and Blair
counties. The operating and capital leases for Community Banking, Wealth Management and Insurance expire at various dates through the year
2054 and generally include options to renew. For additional information regarding the lease commitments, refer to Note 10 Premises and
Equipment in the Notes to Consolidated Financial Statements, which is included in Item 8 of this Report.

Item 3.  LEGAL PROCEEDINGS
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The nature of our business generates a certain amount of litigation involving matters arising in the ordinary course of business. However, in
management�s opinion, there are no proceedings pending to which S&T is a party or to which our property is subject, which, if determined
adversely to S&T, would be material in relation to our shareholders� equity or financial condition. In addition, no material proceedings are
pending nor are known to be threatened or contemplated against us by governmental authorities or other parties.

Item 4.  REMOVED AND RESERVED

Removed and Reserved
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PART II

Item 5.  MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Stock Prices and Dividend Information

S&T�s common stock is listed on the NASDAQ Global Select Market System (�NASDAQ�) under the symbol STBA. The range of sale prices for
the years 2010 and 2009 is set forth in the table below and is based upon information obtained from NASDAQ. As of the close of business on
February 28, 2011, there were 3,092 shareholders of record of S&T. Dividends paid by S&T are primarily provided from S&T Bank�s dividends
to S&T. The payment of dividends by S&T Bank to S&T is subject to the restrictions described in Item 8, Note 15 Dividend and Loan
Restrictions of this Annual Report on Form 10-K (the �Report�). The cash dividends declared shown below represent the historical per share
amounts for S&T common stock.

Price Range of
Common Stock

Cash
Dividends
Declared2010 Low High

Fourth quarter $ 17.00 $ 23.91 $ 0.15
Third quarter 16.64 22.29 0.15
Second quarter 19.52 25.84 0.15
First quarter 15.75 22.22 0.15

2009
Fourth quarter $ 12.15 $ 17.82 $ 0.00(1)

Third quarter 10.49 18.25 0.15
Second quarter 11.62 25.24 0.15
First quarter 17.55 35.54 0.31
(1) S&T�s Board of Directors (the �Board�) approved a change in timing of the declaration and payment of dividends to provide better alignment with

quarterly earnings beginning in the fourth quarter of 2009. The Board declared a $0.15 per common share cash dividend at its meeting held January 18,
2010. The dividend was payable February 25, 2010 to common shareholders of record on February 1, 2010.
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Item 5.  MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES � continued

Five-Year Cumulative Total Return

The following chart compares the cumulative total shareholder return on S&T common stock with the cumulative total shareholder return of the
NASDAQ Composite Index and NASDAQ Bank Index (1) assuming a $100 investment in each on December 31, 2005.

2005 2006 2007 2008 2009 2010
STBA $ 100 $ 96 $ 79 $ 106 $ 53 $ 72
NASDAQ Composite Index 100 108 118 70 101 118
NASDAQ Bank Index 100 110 86 65 53 59

(1) The NASDAQ Bank Index contains securities of NASDAQ-listed companies classified according to the Industry Classification Benchmark as Banks. These
companies include banks providing a broad range of financial services, including retail banking, loans and money transmissions.

During 2010 and 2009, S&T�s Board did not authorize any additional buyback programs. On June 18, 2007, S&T�s Board authorized a buyback
program of one million shares until June 30, 2008. During 2007, S&T repurchased 971,400 shares at an average cost of $32.74 per share. During
2010 and 2009, S&T reissued 205,135 shares and 113,626 shares, respectively, primarily through restricted stock awards and shares sold for the
dividend reinvestment and thrift plans.
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Item 6.  SELECTED FINANCIAL DATA

The tables below set forth selected consolidated financial data as of the dates or for the periods indicated and should be read in conjunction with
Management�s Discussion and Analysis of Financial Condition and Results of Operations in Item 7 and the Consolidated Financial Statements
and Notes in Item 8 of this Report.

CONSOLIDATED BALANCE SHEETS

December 31 2010 2009 2008 2007 2006
(in thousands)

Total assets $ 4,114,339 $ 4,170,475 $ 4,438,368 $ 3,407,621 $ 3,338,543
Securities available-for-sale 288,025 354,860 452,713 358,822 432,045
Goodwill 165,273 165,167 163,546 50,087 49,955
Net loans 3,312,540 3,344,827 3,526,027 2,762,594 2,633,071
Total deposits 3,317,524 3,304,541 3,228,416 2,621,825 2,565,306
Securities sold under repurchase agreements and federal
funds purchased 40,653 44,935 113,419 100,258 133,021
Short-term borrowings � 51,300 308,475 80,000 55,000
Long-term borrowings 29,365 85,894 180,331 201,021 171,941
Junior subordinated debt securities 90,619 90,619 90,619 25,000 25,000
Total shareholders� equity 578,665 553,318 448,694 337,560 339,051

CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31 2010 2009 2008 2007 2006
(in thousands, except per share data)

Interest income $ 180,419 $ 195,087 $ 216,118 $ 215,605 $ 204,702
Interest expense 34,573 49,105 72,171 99,167 91,584
Provision for loan losses 29,511 72,354 12,878 5,812 9,380
Net Interest Income After Provision for Loan Losses 116,335 73,628 131,069 110,626 103,738
Noninterest income 47,210 38,580 37,452 40,605 40,390
Noninterest expense 105,633 108,126 83,801 73,460 69,279
Income Before Taxes 57,912 4,082 84,720 77,771 74,849
Provision (benefit) for income taxes 14,432 (3,869) 24,517 21,627 21,513
Net Income 43,480 7,951 60,203 56,144 53,336
Preferred stock dividends and amortization of discount 6,201 5,913 � � �
Net Income Available to Common Shareholders $ 37,279 $ 2,038 $ 60,203 $ 56,144 $ 53,336

Per Share Data
Common earnings per share�basic $ 1.34 $ 0.07 $ 2.30 $ 2.27 $ 2.07
Common earnings per share�diluted 1.34 0.07 2.28 2.26 2.06
Dividends declared per common share 0.60 0.61 1.24 1.21 1.17
Common book value 16.91 16.14 16.24 13.75 13.37
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Item 7.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management�s Discussion and Analysis (�MD&A�) represents an overview of the consolidated financial condition and results of operations of
S&T. This discussion and analysis should be read in conjunction with the Consolidated Financial Statements and Notes presented in Item 8 of
this Report. Results of operations for the periods included in this review are not necessarily indicative of results to be obtained during any future
periods.

Important Note Regarding Forward-Looking Statements

This Report contains or incorporates statements that S&T believes are �forward-looking statements� within the meaning of the Private Securities
Litigation Reform Act of 1995. These statements generally relate to S&T�s financial condition, results of operations, plans, objectives, future
performance or business. They usually can be identified by the use of forward-looking language such as �will likely result,� �may,� �are expected to,�
�is anticipated,� �estimate,� �forecast,� �projected,� �intends to� or other similar words. You should not place undue reliance on these statements, as they
are subject to risks and uncertainties, including but not limited to, those described in this Form 10-K or the documents incorporated by reference.
When considering these forward-looking statements, you should keep in mind these risks and uncertainties, as well as any cautionary statements
we may make. Moreover, you should treat these statements as speaking only as of the date they are made and based only on information actually
known to us at that time. We undertake no obligation to update publicly any forward-looking statements, whether as a result of new information,
future events or otherwise.

These forward-looking statements are based on current expectations, estimates and projections about S&T�s business, management�s beliefs and
assumptions made by management. These statements are not guarantees of future performance and involve certain risks, uncertainties and
assumptions (�Future Factors�), which are difficult to predict. Therefore, actual outcomes and results may differ materially from what is expressed
or forecasted in these forward-looking statements.

Future Factors include:

� changes in interest rates, spreads on earning assets and interest-bearing liabilities, the shape of the yield curve and interest rate
sensitivity;

� a prolonged period of low interest rates;
� credit losses and material changes in the quality of our loan portfolio;
� financial resources in the amounts, at the times and on the terms required to support our future businesses;
� legislation affecting the financial services industry as a whole, and/or S&T, including the effects of the Dodd-Frank Act;
� regulatory supervision and oversight, including required capital levels, and public policy changes, including environmental regulations;
� increasing price and product/service competition by competitors, including new entrants;
� rapid technological developments and changes;
� the ability to continue to introduce competitive new products and services on a timely, cost-effective basis;
� continued deterioration of the housing market and reduced demand for mortgages;
� containing costs and expenses;
� reliance on large customers;
� the outcome of pending and future litigation and governmental proceedings;
� managing our internal growth and acquisitions;
� general economic or business conditions, either nationally or regionally in western Pennsylvania, may be less favorable than expected,

resulting in among other things, a reduced demand for credit and other services;
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Item 7.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS �
continued

� a decline in market capitalization to common book value, which could warrant further analysis of the carrying value of goodwill and
could result in an adjustment to its carrying value resulting in a charge to net income; and

� a continuation of recent turbulence in significant portions of the global financial and real estate markets could impact our performance,
both directly, by affecting our revenues and the value of our assets and liabilities and indirectly, by affecting the economy generally.

These are representative of the Future Factors that could affect the outcome of the forward-looking statements. In addition, such statements
could be affected by general industry and market conditions and growth rates, general economic conditions, including interest rate and currency
exchange rate fluctuations and other Future Factors.

Critical Accounting Policies and Judgments

S&T�s Consolidated Financial Statements are prepared in accordance with U.S. generally accepted accounting principles (�GAAP�). Application of
these principles requires management to make estimates, assumptions and judgments that affect the amounts reported in the Consolidated
Financial Statements and accompanying notes. These estimates, assumptions and judgments are based on information available as of the date of
the Consolidated Financial Statements; accordingly, as this information changes, the Consolidated Financial Statements could reflect different
estimates, assumptions and judgments. Certain policies inherently are based to a greater extent on estimates, assumptions and judgments of
management and, as such, have a greater possibility of producing results that could be materially different than originally reported.

The most significant accounting policies followed by S&T are presented in Note 1 Summary of Significant Accounting Policies in the Notes to
Consolidated Financial Statements, which are included in Item 8 of this Report. These policies, along with the disclosures presented in the Notes
to Consolidated Financial Statements, provide information on how significant assets and liabilities are valued in the Consolidated Financial
Statements and how those values are determined.

Management views critical accounting policies to be those which are highly dependent on subjective or complex estimates, assumptions and
judgments and where changes in those estimates and assumptions could have a significant impact on the Consolidated Financial Statements.
Management currently views the determination of the allowance for loan losses (�ALL�), income taxes, securities valuation and goodwill and
other intangible assets and to be critical accounting policies.

Allowance for Loan Losses

The ALL represents management�s estimate of probable losses inherent in the loan portfolio at the balance sheet date and is presented as a
reserve against loans in the Consolidated Balance Sheets. The ALL is increased by a provision charged to expense and reduced by charge-offs,
net of recoveries. The liability for loss on loan commitments represents management�s estimate of probable losses associated with future
advances against loan commitments. Determination of an adequate ALL and liability for loss on loan commitments is inherently subjective, as it
requires estimations of the occurrence of future events, as well as the timing of such events. The ALL may be subject to significant changes from
period to period.

Management evaluates the ALL on a quarterly basis. The ALL methodology includes two main components: the evaluation of individually
impaired loans and the evaluation of groups of homogeneous loans with similar risk characteristics.

S&T individually evaluates all internally classified substandard commercial loans greater than $0.5 million for impairment and any other
commercial loans greater than $0.5 million identified by management that show signs of impairment. Specific reserves are established when
appropriate based upon on the following three impairment methods: 1) the present value of expected future cash flows

Edgar Filing: S&T BANCORP INC - Form 10-K

40



PAGE 25

Edgar Filing: S&T BANCORP INC - Form 10-K

41



Item 7.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS �
continued

discounted at the loan�s effective interest rate, 2) the loan�s observable market price or 3) the estimated fair value of the collateral if the loan is
collateral dependent. These analyses involve a high degree of judgment in estimating the amount of loss associated with specific impaired loans,
including estimating the amount and timing of future cash flows, current estimated fair value of the loan and collateral values. S&T primarily
uses the estimated fair value of the collateral method as required for collateral dependent loans.

The ALL methodology for groups of homogeneous loans, known as the general reserve, is comprised of both a quantitative and qualitative
analysis. The quantitative analysis includes a review of the historical charge-offs that have occurred within each portfolio segment over the loss
emergence period. Historical loss rates are determined for the commercial portfolio segments by internal risk rating using a simplified migration
technique over the loss emergence period. Management has estimated the loss emergence period to be two years for commercial real estate loans
and one year for all other commercial loan portfolio segments. Historical loss rates for the consumer loan portfolio segments are determined
using a one year loss emergence period. After consideration of the loss calculations, management applies additional qualitative adjustments so
that the ALL is reflective of the inherent losses that exist in the loan portfolio at the balance sheet date. The evaluation of the various
components of the ALL requires considerable judgment in order to estimate inherent loss exposures.

At December 31, 2010, approximately 90 percent of the ALL related to the commercial loan portfolio. Commercial loans comprise
approximately 74 percent of our loan portfolio. Commercial loans have been more impacted by the economic slowdown in our markets. The
ability of customers to repay commercial loans is more dependent upon the success of their business, continuing income and general economic
conditions. Accordingly, the risk of loss is higher on such loans compared to consumer loans, which have incurred lower losses in our market
due to foreclosure as the collateral values have not declined significantly.

There are many factors affecting the ALL; some are quantitative, while others require qualitative judgment. Although management believes its
process for determining the ALL adequately considers all of the factors that could potentially result in credit losses, the process includes
subjective elements and may be susceptible to significant change. To the extent actual outcomes differ from management estimates, additional
provisions for loan losses could be required and could adversely affect S&T�s earnings or financial position in future periods.

Income Taxes

S&T estimates income tax expense based on amounts expected to be owed to the tax jurisdictions where S&T conducts business. The laws are
complex and subject to different interpretations by the taxpayer and various taxing authorities. On a quarterly basis, management assesses the
reasonableness of its effective tax rate based upon its current estimate of the amount and components of net income, tax credits and the
applicable statutory tax rates expected for the full year.

Deferred income tax assets and liabilities are determined using the asset and liability method and are reported in other assets or other liabilities,
as appropriate, in the Consolidated Balance Sheets. Under this method, the net deferred tax asset or liability is based on the tax effects of the
differences between the book and tax basis of assets and liabilities and recognizes enacted changes in tax rate and laws. Deferred tax assets are
recognized to the extent they exist and are subject to a valuation allowance based on management�s judgment that realization is more likely than
not.

Accrued taxes represent the net estimated amount due to taxing jurisdictions and are reported in other assets or other liabilities, as appropriate, in
the Consolidated Balance Sheets. S&T evaluates and assesses the relative risks and appropriate tax treatment of transactions and filing positions
after considering statutes, regulations, judicial precedent and other information and maintains tax accruals
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Item 7.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS �
continued

consistent with its evaluation of these relative risks and merits. Changes to the estimate of accrued taxes occur periodically due to changes in tax
rates, interpretations of tax laws, the status of examinations being conducted by taxing authorities and changes to statutory, judicial and
regulatory guidance. These changes, when they occur, can affect deferred taxes and accrued taxes, as well as the current period�s income tax
expense and can be significant to the operating results of S&T.

Tax positions are recognized as a benefit only if it is �more likely than not� that the tax position would be sustained in a tax examination, with a
tax examination being presumed to occur. The amount recognized is the largest amount of tax benefit that is greater than 50 percent likely of
being realized on examination. For tax positions not meeting the �more likely than not� test, no tax benefit is recorded.

Securities Valuation

Management determines the appropriate classification of securities at the time of purchase. All securities, including both debt and equity
securities, are classified as available-for-sale securities. Such securities are carried at estimated fair value with net unrealized gains and losses
deemed to be temporary reported separately as a component of other comprehensive loss, net of tax. Realized gains and losses on the sale of
available-for-sale securities and other-than-temporary impairment (�OTTI�) charges are recorded within noninterest income in the Consolidated
Statements of Income. Realized gains and losses on the sale of securities are determined using the specific-identification method.

S&T performs a review of the securities for OTTI on a quarterly basis to identify securities that may indicate an OTTI. S&T�s policy for OTTI
declines within the marketable equity securities portfolio generally requires an impairment charge when the security is in a loss position for 12
consecutive months, unless facts and circumstances would suggest the need for an OTTI prior to that time. S&T�s policy for OTTI within the
debt securities portfolio is based upon a number of factors, including but not limited to, the length of time and extent to which the estimated fair
value has been less than cost, the financial condition of the underlying issuer, the ability of the issuer to meet contractual obligations, the
likelihood of the security�s ability to recover any decline in its estimated fair value and whether management intends to sell the security or if it is
more likely than not that management will be required to sell the investment security prior to the security�s recovery. If the financial markets
experience deterioration, charges to income could occur in future periods.

Goodwill and Other Intangible Assets

As a result of acquisitions, S&T has acquired goodwill and identifiable intangible assets on its balance sheet. Goodwill represents the cost of
acquired companies in excess of the fair value of net assets, including identifiable intangible assets, at the acquisition date.

S&T�s goodwill relates to value inherent in the Community Banking and Insurance reporting units and the value is dependent upon S&T�s ability
to provide quality, cost-effective services in the face of competition from other market participants. This ability relies upon continuing
investments in processing systems, the development of value-added service features and the ease of use of S&T�s services. As such, goodwill
value is supported ultimately by revenue that is driven by the volume of business transacted. A decline in earnings as a result of a lack of growth
or the inability to deliver cost-effective services over sustained periods can lead to impairment of goodwill, which could adversely impact
earnings in future periods.

S&T determined the amount of identifiable intangible assets at the time of acquisition based upon independent core deposit and insurance
contract analyses. Intangible assets with finite useful lives, consisting primarily of core deposit and customer list intangible, are amortized using
straight-line or accelerated methods over their estimated weighted-average useful lives, ranging from 10 to 16 years.
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Item 7.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS �
continued

Intangible assets with finite useful lives are evaluated for impairment whenever events or changes in circumstances indicate that their carrying
amount may not be recoverable. No events or changes in circumstances occurred during the years ended December 31, 2010 and 2009.

S&T has three reporting units including: Community Banking, Wealth Management and Insurance. The carrying value of goodwill is tested
annually for impairment each October 1 or more frequently if indicators of impairment are present. The evaluation for impairment involves
comparing the current estimated fair value of each reporting unit to its carrying value, including goodwill. If the current estimated fair value of a
reporting unit exceeds its carrying value, no additional testing is required and impairment loss is not recorded. If the estimated fair value of a
reporting unit is less than the carrying value, further valuation procedures are performed and could result in impairment of goodwill being
recorded. Further valuation procedures would include allocating the estimated fair value to all assets and liabilities of the reporting unit to
determine an implied goodwill value. If the implied value of goodwill of a reporting unit is less than the carrying amount of that goodwill, an
impairment loss is recognized in an amount equal to that excess. Management�s analysis indicated that estimated fair value exceeded carrying
value throughout 2010 and 2009. As such, no goodwill impairment was recorded.

During 2009, S&T was significantly impacted by the economic crisis. S&T reported unprecedented net losses in the first and second quarters of
2009, primarily due to a significant deterioration in our loan portfolio. Concurrently, S&T experienced a significant decline in market
capitalization and our stock traded below common book value. Such events triggered a need to perform a step 1 valuation of goodwill
impairment. Accordingly, S&T engaged a qualified third party valuation expert to perform a valuation of S&T�s Community Bank reporting unit
as of April 30, 2009.

The third party expert utilized a valuation methodology consistent with current accounting literature to determine the estimated fair value of the
reporting units. The valuation used both a market and income approach. The methodology consisted of techniques using comparable
transactions, comparable peer analysis and a discounted future earnings analysis. The discounted future earnings analysis considered the costs of
equity and weighted-average costs of capital to determine an appropriate discount rate. Further, the model assumed estimates of future growth
rates that if not achieved could significantly impact the valuation. The valuation model is based upon estimates and is highly judgmental. As of
April 30, 2009, the valuation resulted in the estimated fair value of the Community Banking reporting unit exceeding carrying value by
approximately 51 percent.

During the fourth quarter of 2009, management engaged the third party valuation expert to update the previous valuation model as our market
capitalization was 3.50 percent above our carrying value. Further, certain assumptions used in the previous report may have changed, including
the financial forecast and the overall economic climate. The valuation techniques used were consistent with those described above and resulted
in the estimated fair value of the Community Bank reporting unit exceeding its carrying value by approximately 10 percent. As such, no
goodwill impairment was recorded.

The financial services industry and securities markets continue to be adversely affected by declining values of nearly all asset classes. If current
economic conditions continue to result in a prolonged period of economic weakness, S&T�s business segments, including the Community
Banking segment, may be adversely affected. This may result in impairment of goodwill and other intangible assets in the future. Any resulting
impairment loss could have a material adverse impact on S&T�s financial condition and its results of operations

In the event that S&T determined that either its goodwill or finite lived intangible assets were impaired, recognition of an impairment charge
could have a significant adverse impact on its financial position or results of operations in the period in which the impairment occurred. Refer to
Note 1
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Item 7.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS �
continued

Summary of Significant Accounting Policies and Note 11 Goodwill and Other Intangible Assets for additional information.

Recent Accounting Pronouncements and Developments

Note 1 Summary of Significant Accounting Policies, Recently Issued Accounting Pronouncements and Future Application of Accounting
Pronouncements in the Notes to the Consolidated Financial Statements, which is included in Item 8 of this Report, discusses new accounting
pronouncements adopted by S&T and the expected impact of accounting pronouncements recently issued or proposed, but not yet required to be
adopted.

Executive Overview

S&T is a financial holding company with its headquarters located in Indiana, Pennsylvania with assets of $4.1 billion at December 31, 2010.
S&T provides a full range of financial services through a branch network of 51 offices located in Allegheny, Armstrong, Blair, Butler, Clarion,
Clearfield, Indiana, Jefferson and Westmoreland counties of Pennsylvania. S&T provides full service retail and commercial banking products as
well as cash management services, insurance, estate planning and administration, employee benefit investment management and administration,
corporate services, and other fiduciary services.

S&T earns revenue primarily from interest on loans, security investments and fees charged for financial services provided to our customers.
Offsetting these revenues are the cost of deposits and other funding sources, provision for loan losses and other operating costs such as: salaries
and employee benefits, occupancy, data processing expenses and tax expense. S&T�s strategic plan to deliver profitable growth to our
shareholders includes: increasing loans and core deposits with sufficient interest rate spreads, controlling loan delinquency and loan losses,
controlling operating expenses, expanding the business through organic growth and acquisitions, introduction of new products and services and
expansion of our products and services provided to our existing customers. S&T�s common stock trades on the Nasdaq Global Select Market
under the symbol STBA.

The primary driver of improved performance in 2010 was an improvement in our asset quality. Net charge offs and nonperforming assets
decreased in 2010, resulting in a decline in the provision for loan losses of $42.8 million from the prior year. Nonperforming assets totaled $69.7
million, or 2.07 percent of total loans plus other real estate owned (�OREO�) at December 31, 2010, as compared to $95.4 million or 2.80 percent
at December 31, 2009. The improvement in asset quality was mainly due to a stabilizing economy, proactive efforts to address problem credits,
and disciplined underwriting standards.

In 2011, S&T�s performance will again be heavily influenced by asset quality. If the economy continues to stabilize and improves, S&T should
expect to see continued progress in reducing net charge offs, nonperforming loans and provision for loan losses. However, a continuation of the
economic slowdown, regionally or nationally, could cause a deterioration in asset quality. S&T recognizes that our shift to a greater dependence
on commercial loans in recent years exposes us to larger credit risks and greater swings in nonperforming loans and loan charge-offs when
problems do occur. Many other factors could influence our results, both positively and negatively, in 2011. Because the majority of our revenue
comes from net interest income, net loan and deposit growth, combined with the relative pricing and mix of that growth are major factors that
effect our operations and financial condition. Fee revenue will be impacted by recent regulatory changes and could result in lower overdraft fees.
In addition, pending regulatory changes later this year could severely impact our interchange revenue.

We remain aware of the challenges that exist including an economy that appears to be in a slow recovery, constraints on expanding our net
interest margin and increased regulatory burden that will
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Item 7.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS �
continued

challenge our fee revenue. S&T continually strives to be well positioned for changes in both the economy and interest rates, regardless of the
timing or direction of these changes. Management continually assesses our balance sheet, capital, liquidity and operation infrastructure in order
to be positioned to take advantage of internal or acquisition growth opportunities.

Results of Operations

Year Ended December 31, 2010

Net Income

Net income available to common shareholders for 2010 was $37.3 million resulting in diluted earnings per common share of $1.34 compared to
$2.0 million or $0.07 diluted earnings per common share in 2009. The substantial increase in net income was primarily a result of a reduction of
$42.8 million in provision for loan losses, improving market conditions resulting in minimal OTTI charges compared to $5.3 million in 2009 and
a decrease in FDIC insurance assessments of $3.0 million.

Return on Equity and Assets

The table below presents consolidated profitability and capital ratios of S&T for each of the last three years:

Years Ended December 31

2010 2009 2008
Common return on average assets 0.90% 0.05% 1.52%
Common return on average equity 6.58% 0.37% 14.77%
Dividend payout ratio 44.75% 1247.64% 53.66%
Common equity to asset ratio 11.48% 10.74% 10.11%

Net Interest Income

Net interest income represents the difference between the interest and fees earned on interest-earning assets and the interest paid on
interest-bearing liabilities. Net interest income is affected by changes in the average balance of interest-earning assets and interest-bearing
liabilities and changes in interest rates and spreads. Maintaining consistent spreads between interest-earning assets and interest-bearing liabilities
is significant to our financial performance because net interest income comprised 76 percent and 78 percent of operating revenue (net interest
income plus noninterest income, excluding security gains) in 2010 and 2009 respectively. Refer to page 53 Explanation of Use of Non-GAAP
Financial Measures for a discussion of operating revenue as a non-GAAP financial measure. The level and mix of interest-earning assets and
interest-bearing liabilities are continually monitored by S&T�s Asset and Liability Committee (�ALCO�), in order to mitigate interest rate and
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liquidity risks of the balance sheet. A variety of ALCO strategies were successfully implemented, within prescribed ALCO risk parameters, to
maintain an acceptable net yield on interest-earning assets (net interest margin) given the challenges of the current interest rate environment.

The interest income on interest-earning assets and the net interest margin are presented on a fully taxable-equivalent basis. The fully
taxable-equivalent basis adjusts for the tax benefit of income on certain tax-exempt loans and investments using the federal statutory tax rate of
35 percent for each period presented. S&T believes this measure to be the preferred industry measurement of net interest income and provides
relevant comparison between taxable and non-taxable amounts.

PAGE 30

Edgar Filing: S&T BANCORP INC - Form 10-K

49



Item 7.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS �
continued

The following table reconciles interest income per the Consolidated Statements of Income to net interest income adjusted to fully
taxable-equivalent basis:

Years Ended December 31

2010 2009 2008
(in thousands)

Interest income per Consolidated Statements of Income $ 180,419 $ 195,087 $ 216,118
Adjustment to fully taxable-equivalent basis 4,627 5,202 5,147
Interest income adjusted to fully taxable-equivalent basis 185,046 200,289 221,265
Interest expense per Consolidated Statements of Income 34,573 49,105 72,171
Net Interest Income Adjusted to Fully Taxable-equivalent Basis (non-GAAP) $ 150,473 $ 151,184 $ 149,094
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Average Balance Sheet and Net Interest Income Analysis

The following table provides information regarding the average balances and interest and yields earned on interest-earning assets and the
average balances and interest and rates paid on interest-bearing liabilities:

December 31
2010 2009 2008

Average
Balance Interest

Yield/
Rate

Average
Balance Interest

Yield/
Rate

Average
Balance Interest

Yield/
Rate

(in thousands)

ASSETS
Loans(1)(2) $ 3,386,103 $ 172,319 5.09% $ 3,473,169 $ 182,767 5.26% $ 3,230,791 $ 201,547 6.24% 
Taxable investment securities 226,714 8,373 3.69% 286,295 11,897 4.16% 303,442 13,651 4.50% 
Tax-exempt investment securities(2) 76,707 4,354 5.68% 103,832 5,624 5.42% 105,781 5,429 5.13% 
Federal Home Loan Bank stock 23,336 � �% 23,542 � �% 20,733 636 3.07% 
Federal funds sold � � �% 258 1 0.25% 124 2 1.90% 
Total Interest-earning Assets 3,712,860 185,046 4.98% 3,887,096 200,289 5.15% 3,660,871 221,265 6.04% 
Noninterest-earning assets:
Cash and due from banks 90,462 67,405 60,636
Premises and equipment, net 39,142 41,915 41,702
Other assets 340,283 320,857 246,895
Less allowance for loan losses (59,292) (57,985) (39,102) 
Total Assets $ 4,123,455 $ 4,259,288 $ 3,971,002

LIABILITIES AND SHAREHOLDERS� EQUITY
Interest-bearing liabilities:
Interest-bearing demand and money
market $ 518,383 $ 1,220 0.24% $ 485,742 $ 1,616 0.33% $ 395,629 $ 3,022 0.76%
Savings deposits 749,325 2,127 0.28% 758,216 3,465 0.46% 865,839 11,692 1.35%
Certificates of deposit 1,300,803 25,370 1.95% 1,367,372 33,358 2.44% 1,102,717 37,650 3.41%
Federal funds purchased � � �% 115 1 0.79% 4,886 122 2.52%
Securities sold under repurchase
agreements 46,490 64 0.14% 86,616 140 0.16% 124,005 1,627 1.31%
Short-term borrowings 32,473 146 0.45% 104,217 544 0.52% 227,918 4,263 1.87%
Long-term borrowings 42,920 1,643 3.83% 127,045 5,568 4.38% 196,901 9,416 4.78%
Junior subordinated debt securities 90,619 4,003 4.42% 90,619 4,413 4.87% 69,872 4,379 6.27%
Total Interest-bearing Liabilities 2,781,013 34,573 1.24% 3,019,942 49,105 1.63% 2,987,767 72,171 2.42%
Noninterest-bearing liabilities:
Demand deposits 728,708 637,434 533,096
Other 47,064 57,377 42,478
Shareholders� equity 566,670 544,535 407,661
Total Liabilities and Shareholders�
Equity $ 4,123,455 $ 4,259,288 $ 3,971,002
Net interest income $ 150,473 $ 151,184 $ 149,094
Net yield on interest-earning assets 4.05% 3.89% 4.07%
(1) For the purpose of these computations, nonaccruing loans are included in the daily average loan amounts outstanding.
(2) Tax-exempt income is on a fully taxable-equivalent basis, including the dividend-received deduction for equity securities, using the statutory federal

corporate income tax rate of 35 percent for 2010, 2009 and 2008.
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The following table presents a summary of the changes in interest earned and interest paid resulting from changes in average balance and
changes in rates:

2010 Compared to 2009
Increase (Decrease) Due to(1)

2009 Compared to 2008
Increase (Decrease) Due to(1)

Volume Rate Net Volume Rate Net
(in thousands)

Interest earned on:
Loans(2) $ (4,581) $ (5,867) $ (10,448) $ 15,120 $ (33,900) $ (18,780)
Taxable investment securities (2,476) (1,048) (3,524) (771) (983) (1,754)
Tax-exempt investment securities(2) (1,469) 199 (1,270) (100) 295 195
Other investments � � � 86 (722) (636)
Federal funds sold (1) � (1) 3 (4) (1)
Total Interest-earning Assets (8,527) (6,716) (15,243) 14,338 (35,314) (20,976)

Interest paid on:
Interest-bearing demand and money market $ 109 $ (505) $ (396) $ 688 $ (2,094) $ (1,406)
Savings deposits (41) (1,297) (1,338) (1,453) (6,774) (8,227)
Certificates of deposit (1,624) (6,364) (7,988) 9,036 (13,328) (4,292)
Federal funds purchased (1) � (1) (119) (2) (121)
Securities sold under repurchase agreements (65) (11) (76) (491) (996) (1,487)
Short-term borrowings (374) (24) (398) (2,314) (1,405) (3,719)
Long-term borrowings (3,687) (238) (3,925) (3,341) (507) (3,848)
Junior subordinated debt securities � (410) (410) 1,300 (1,266) 34
Total Interest-bearing Liabilities (5,683) (8,849) (14,532) 3,306 (26,372) (23,066)
Change in Net Interest Income $ (2,844) $ 2,133 $ (711) $ 11,032 $ (8,942) $ 2,090
(1) The change in interest due to both volume and rate has been allocated to volume and rate changes in proportion to the relationship of the absolute dollar

amounts of the change in each.
(2) Tax-exempt income is on a fully taxable-equivalent basis, including the dividend-received deduction for equity securities, using the statutory federal

corporate income tax rate of 35 percent for 2010, 2009 and 2008.

On a fully taxable-equivalent basis, net interest income decreased by only $0.7 million in 2010 compared to 2009 despite a $174.2 million
decrease in average interest-earning assets. Net interest margin on a fully taxable-equivalent basis was 4.05 percent in 2010 as compared to 3.89
percent in 2009. The improvement in the net interest margin is mainly a result of interest-bearing liabilities repricing faster than interest-earning
assets, and a better funding mix between deposits, including noninterest-bearing demand deposits, and borrowings. The net interest margin
improvement was also due to an increase in payments collected on nonperforming loans in 2010 compared to 2009.

For 2010, average loans decreased $87.1 million and average securities and federal funds sold decreased $87.1 million as compared to 2009. The
yield on average loans decreased 17 basis points and the yield on average securities decreased 34 basis points from 2009. Overall, the fully
tax-equivalent yield on total interest-earning assets decreased 17 basis points to 4.98 percent in 2010 as compared to 5.15 percent in 2009.

For 2010, average interest-bearing deposits decreased by $42.8 million as compared to 2009. The decrease in average interest-bearing deposits
are mainly attributed to a $38.5 million average balance decrease in brokered CD�s. The cost of deposits totaled 1.12 percent, a decrease of 35
basis points from 2009 due to lower rates paid on deposits. The cost of securities sold under repurchase agreements (�REPOs�) and other
short-term borrowed funds decreased 9 basis points to 0.27 percent as a result of lower short-term rates as compared to 2009. Overall, the yield
on interest-bearing liabilities decreased 39 basis points to 1.24 percent for 2010 as compared to 2009.
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Also positively affecting net interest income was a $64.7 million increase in average net free funds during 2010 as compared to 2009. Average
net free funds are the excess of noninterest-bearing demand deposits, other noninterest-bearing liabilities and shareholders� equity over
noninterest-earning assets. The largest driver of the increase in net free funds was noninterest-bearing demand deposit average balances. The
increase in demand deposit average balance is due to the low interest rate environment, our marketing efforts for new demand accounts,
corporate cash management services and participation in the Transaction Account Guarantee (�TAG�) Program.

Provision for Loan Losses

The provision for loan losses is determined based upon management�s estimates of the appropriate level of ALL needed to absorb probable
inherent losses that exist in S&T�s loan portfolio. The provision for loan losses was $29.5 million for 2010 compared to $72.4 million for 2009.
The substantial decrease in provision for loan losses is a result of the overall improving economic conditions from the prior year and a
significant decrease in net charge-offs. Net charge-offs decreased to $37.7 million in 2010 from $55.5 million in 2009 as overall asset quality
improved during 2010. Refer to the Allowance for Loan Losses section of this MD&A for further details.

Noninterest Income

Years Ended December 31 2010 2009 $ Change
(in thousands)

Security gains (losses), net $ 274 $ (5,088) $ 5,362
Service charges on deposit accounts 11,713 12,942 (1,229)
Wealth management fees 7,808 7,500 308
Letter of credit fees 1,715 1,721 (6)
Insurance fees 8,312 7,751 561
Mortgage banking 3,403 2,727 676
Debit and credit card fees 7,624 6,921 703
Other income:
Derivative fee income 136 406 (270)
Commercial loan rate swap valuation 96 (616) 712
Rabbi trust 200 643 (443)
Other 5,929 3,673 2,256
Total Other Noninterest Income 6,361 4,106 2,255
Total Noninterest Income $ 47,210 $ 38,580 $ 8,630

S&T recognized net gains of $0.3 million on available-for-sale equity securities for the year ended December 31, 2010 as compared to $5.1
million of net losses in 2009. In 2009, S&T recognized $5.3 million in OTTI charges on 17 bank equity holdings. During 2010, overall market
conditions improved substantially resulting in minimal OTTI charges.

Noninterest income increased $8.6 million to $47.2 million in 2010 as compared to 2009. The increase of $0.6 million in insurance commissions
is due to higher annual bonus commission income received in the first quarter of 2010 based upon positive trends in loss rates. Mortgage
banking activities increased $0.7 million due to improved loan pricing despite a decrease of mortgages sold in the secondary market of $109.3
million compared to 2009. Debit and credit card revenues increased $0.7 million primarily due to increased volume of transactions and the
conversion to an exclusive
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provider which accounted for $0.5 million of the increase. The change of $0.7 million in commercial loan rate swap valuation relates to a $0.6
million charge for an additional credit exposure on an exited commercial loan swap asset that was recorded in 2009. The $2.3 million increase in
other noninterest income is a result of a reclassification of ATM interchange income due to the change in the presentation from a net amount of
fee income and expenses to a gross presentation. These increases were partially offset by a decrease of $1.2 million in service charges on deposit
fees, primarily customer overdraft fees, due to a recent regulatory change (Regulation E), which was implemented on August 15, 2010.
Regulation E requires customers with existing accounts to opt in for overdraft coverage of certain types of electronic banking activities. Many
customers did not opt to continue the coverage resulting in a decrease in customer overdraft fees collected.

Noninterest Expense

Years Ended December 31 2010 2009 $ Change
(in thousands)

Salaries and employee benefits $ 48,715 $ 48,848 $ (133)
Occupancy, net 6,928 6,819 109
Furniture and equipment 5,118 5,067 51
Other taxes 3,432 3,733 (301)
Data processing 6,145 6,048 97
Amortization of intangibles 1,943 2,308 (365)
Legal 4,448 2,323 2,125
Joint venture impairment and amortization 2,573 4,393 (1,820)
FDIC assessment 5,426 8,388 (2,962)
Other expenses:
Unfunded loan commitments (1,555) 2,888 (4,443)
Loan collection fees 1,770 1,325 445
Professional consulting 2,441 1,897 544
Other real estate owned 1,921 759 1,162
Marketing 2,794 2,751 43
Other 13,534 10,579 2,955
Total Other Noninterest Expense 20,905 20,199 706
Total Noninterest Expense $ 105,633 $ 108,126 $ (2,493)

Noninterest expense decreased by $2.5 million during 2010 compared to 2009. Decreases included $1.8 million in joint venture impairment and
amortization expense that related to an impairment adjustment on a Low Income Housing Tax Credit (�LIHTC�) Project of $2.0 million in 2009.
No significant impairment was recorded in 2010. Federal Deposit Insurance Corporation (�FDIC�) expense decreased $3.0 million primarily due
to a special assessment charged to all banks in the second quarter of 2009. The decrease of $4.4 million in unfunded loan commitments relates to
a reduction in the reserve.

Offsetting the above mentioned decreases were increases of $2.1 million in legal expenses related to a $2.3 million onetime legal settlement cost
that occurred in the first and second quarters of 2010. A $1.2 million increase in other real estate owned (�OREO�) expense relates to higher costs
due to an increase in OREO properties in 2010. Additionally, the most significant increase of $3.0 million in other noninterest expense relates
primarily to the previously mentioned $2.3 million reclassification of ATM interchange income, as well as, a $0.9 million increase in the
write-off of an uncollectible receivable relating to excess expenses for a mutual fund advised by an affiliate.
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S&T�s efficiency ratio, which measures noninterest expense as a percent of noninterest income plus net interest income on a fully
taxable-equivalent basis, excluding security gains, was 54 percent for 2010 and 55 percent for 2009. Refer to page 53 Explanation of Use of
Non-GAAP Financial Measures for a discussion of the efficiency ratio as a non-GAAP financial measure.

Federal Income Taxes

A federal income tax provision of $14.4 million was recognized in 2010 attributable
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