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PEOPLES BANCORP INC.
QUARTERLY REPORT ON FORM 10-Q/A
FOR THE QUARTERLY PERIOD ENDED JUNE 30, 2003

EXPLANATORY NOTE

The purpose of this Form 10-Q/A ("Form 10-Q/A") is to amend Item 2 of Part I of
the Quarterly Report on Form 10-Q of Peoples Bancorp Inc. for the quarterly
period ended June 30, 2003 ("Peoples' June 30, 2003 Form 10-Q"), to correct an
inversion of the labels in the first column of the table in the "Interest Rate
Sensitivity and Liquidity" section of Management's Discussion and Analysis of
Financial Condition and Results of Operations. There have been no additional
changes to any other section of Item 2 of Part I of Peoples' June 30, 2003 Form
10-Q.

This amendment does not reflect events occurring after the original filing of
the Quarterly Report on August 11, 2003, or modify or update those disclosures

as presented in the original Form 10-Q, except to reflect the amendment
described above.

PART I - FINANCIAL INFORMATION

ITEM 2: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
\OF OPERATIONS
SELECTED FINANCIAL DATA

The following data should be read in conjunction with the unaudited consolidated
financial statements and the management discussion and analysis that follows:

At or For the Three
Months Ended June 30,

SIGNIFICANT RATIOS 2003 2002

Return on average equity 12.92 % 18.85
Return on average assets 1.25 % 1.54
Net interest margin (a) 3.64 % 4.54
Non-interest income leverage ratio (b) 46.54 % 43.06
Efficiency ratio (c) 51.10 % 50.97
Average stockholders' equity to average assets 9.67 % 8.16
Average loans to average deposits 86.70 % 93.40
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Cash dividends to net income 30.04 % 25.24 %

ASSET QUALITY RATIOS (end of period)

Nonperforming loans as a percent of total loans (d) 0.62 % 0.87 %
Nonperforming assets as a percent of total assets (e) 0.35 % 0.57 %
Allowance for loan losses to loans net of unearned 1.54 % 1.44 %
interest

CAPITAL RATIOS (end of period)

Tier I capital ratio 13.87 % 11.26 %
Risk-based capital ratio 15.34 % 12.62 %
Leverage ratio 8.80 % 8.42 %
PER SHARE DATA

Net income per share - basic S 0.55 $ 0.60 3
Net income per share - diluted 0.54 0.59

Cash dividends per share 0.16 0.15

Book value per share (end of period) 17.56 13.30
Tangible book value per share (end of period) (f) S 12.75 S 9.71 S
Weighted average shares outstanding - Basic 9,905,403 7,873,795
Weighted average shares outstanding - Diluted 10,094,114 8,102,047
Introduction

The following discussion and analysis of the Consolidated Financial Statements
of Peoples is presented to provide insight into management's assessment of the
financial condition and results of operations. Peoples' subsidiaries are Peoples
Bank, National Association ("Peoples Bank"), Peoples Investment Company, PEBO
Capital Trust I and PEBO Capital Trust II. Peoples Bank also operates Peoples
Insurance Agency, Inc. ("Peoples Insurance"), which offers a full range of 1life,
property, and casualty insurance products to customers in Peoples' markets, and
Peoples Loan Services, Inc., which invests in certain loans originated in
Peoples' markets. Peoples Investment Company also owns Peoples Capital
Corporation.

Peoples Bank is a member of the Federal Reserve System and subject to
regulation, supervision, and examination by the Office of the Comptroller of the
Currency. Peoples Bank offers complete financial products and services through
50 financial service locations and 33 ATMs in Ohio, West Virginia, and Kentucky.
Peoples Bank's e-banking service, Peoples OnLine Connection, can be found on the
Internet at www.peoplesbancorp.com (this uniform resource locator (URL) is an
inactive, textual reference only). Peoples Bank provides an array of financial
products and services to customers that include traditional banking products
such as deposit accounts, lending products, credit and debit cards, corporate
and personal trust services, and safe deposit rental facilities. Peoples
provides services through ordinary walk-in offices and automobile drive-in
facilities, automated teller machines, banking by phone, and the Internet.

Peoples Bank also makes available other financial services through Peoples
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Financial Advisors, which provides customer-tailored services for fiduciary
needs, investment alternatives, financial planning, retirement plans, and other
asset management needs. Brokerage services are offered exclusively through
Raymond James Financial Services, member NASD/SIPC and an independent
broker/dealer, located at Peoples Bank offices.

Peoples Investment Company and Peoples Capital Corporation were formed in 2001
to allow management to better deploy investable funds and provide new
opportunities to make investments, including, but not limited to, low-income
housing tax credit funds, that are either limited or restricted at the bank
level.

This discussion and analysis should be read in conjunction with the audited
Consolidated Financial Statements for the year ended December 31, 2002, and
notes thereto, as well as the ratios, statistics and discussions contained
elsewhere in this Form 10-Q.

References will be found in this Form 10-Q to the following significant
transactions that have impacted or will impact Peoples' results of operations:

o As discussed in Note 1 of Notes to the Consolidated Unaudited Financial
Statements, on May 9, 2003, Peoples Bancorp completed its acquisition of
Kentucky Bancshares Incorporated ("Kentucky Bancshares"), the holding
company of Kentucky Bank & Trust. In addition, Peoples Bank closed an
office at 404 Ferry Street in Russell, Kentucky concurrent with this
acquisition. Peoples Bank also plans to close its Catlettsburg, Kentucky
office in October 2003 due to the proximity of the acquired Ashland,
Kentucky office.

o On March 13, 2003, Peoples announced the authorization to repurchase up
to 300,000, or approximately 3%, of Peoples' outstanding common shares
from time to time in open market or privately negotiated transactions
("2003 Stock Repurchase Program"). The common shares repurchased will be
used for projected stock option exercises granted under Peoples' stock
option plans, a portion of the consideration to be paid in acquisitions,
and other general corporate purposes. The timing of the purchases and
the actual number of common shares purchased will depend on market
conditions and limitations imposed by applicable federal securities
laws. The 2003 Stock Repurchase Program will expire on December 31,
2003.

o On December 19, 2002, Peoples Bancorp Inc. completed the sale of
1,440,000 common shares through a firm commitment underwritten offering
and on January 3, 2003, sold an additional 216,000 common shares in
conjunction with the option granted to the underwriters to cover
over—allotments (collectively, the "Common Stock Offering"). The Common
Stock Offering generated new capital totaling $36.9 million after
offering expenses. In January 2003, Peoples Bancorp used $16 million of
the net proceeds to increase Peoples Bank's capital position. Peoples
intends to use the remaining net proceeds for general corporate
purposes, which may include the repayment of outstanding indebtedness,
mergers and acquisitions, such as the Kentucky Bancshares acquisition,
or other strategic investments.

o In December 2002, Peoples initiated an investment growth strategy to
offset the dilutive impact of the Common Stock Offering, thereby
leveraging Peoples' increased capital levels ("Investment Growth
Strategy"). As a result of this Investment Growth Strategy, total
earning assets, particularly mortgage-backed investment securities,
increased by $260 million in January 2003 compared to the year-end 2002
balance. Peoples funded the investment purchases using $187 million of
wholesale market repurchase agreements at an average cost of 2.92%, $58
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million of FHLB advances at an average cost of 2.15% and $15 million
from the Common Stock Offering. In March 2003, Peoples purchased an
additional $20 of million mortgage-backed investment securities as part
of this strategy. This purchase was funded using an $18.6 million
wholesale market repurchase agreement at a rate of 2.09%, with the
remainder from available corporate funds.

o On April 10, 2002, Peoples issued $7.0 million of LIBOR based floating
rate trust preferred securities through a newly-formed subsidiary, PEBO
Capital Trust II, which participated in a pooled offering. PEBO Capital
Trust II used the proceeds from the issuance to purchase floating rate
junior subordinated debt securities due April 22, 2032 (the

"Debentures"). Peoples has used the net proceeds from the sale of the
Debentures for general corporate purposes and management of corporate
liquidity.

The impact of these transactions, where significant, is discussed in the
applicable sections of this management's discussion and analysis.

Critical Accounting Policies

The accounting and reporting policies of Peoples conform to accounting
principles generally accepted in the United States ("US GAAP") and to general
practices within the banking industry. The preparation of the financial
statements in conformity with US GAAP requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates. Management
has identified the accounting policies described below as those that, due to the
judgments, estimates and assumptions inherent in those policies, are critical to
an understanding of Peoples' consolidated financial statements and management's
discussion and analysis.

Income Recognition

Peoples recognizes interest income by methods that conform to US GAAP that
include general accounting practices within the banking industry. In the event
management believes collection of all or a portion of contractual interest on a
loan has become doubtful, which generally occurs after the loan is 90 days past
due, Peoples discontinues the accrual of interest. In addition, previously
accrued interest deemed uncollectible that was recognized in income in the
current year 1is reversed, while amounts recognized in income in the prior year
are charged against the allowance for loan losses. Interest received on
nonaccrual loans is included in income only if principal recovery is reasonably
assured. A nonaccrual loan is restored to accrual status when it is brought
current or has performed in accordance with contractual terms for a reasonable
period of time, and the collectibility of the total contractual principal and
interest is no longer in doubt.

Allowance for Loan Losses

In general, determining the amount of the allowance for loan losses requires
significant judgment and the use of estimates by management. Peoples maintains
an allowance for loan losses to absorb probable losses in the loan portfolio
based on a quarterly analysis of the portfolio. This formal analysis determines
an appropriate level and allocation of the allowance for loan losses among loan
types and resulting provision for loan losses by considering factors affecting
loan losses, including specific losses, levels and trends in impaired and
nonperforming loans, historical loan loss experience, current national and local
economic conditions, volume, growth and composition of the portfolio, regulatory
guidance and other relevant factors. Management continually monitors the loan
portfolio through its Loan Review Department and Loan Loss Committee to evaluate
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the adequacy of the allowance. The provision expense could increase or decrease
each quarter based upon the results of management's formal analysis.

The amount of the allowance for the various loan types represents management's
estimate of expected losses from existing loans based upon specific allocations
for individual lending relationships and historical loss experience for each
category of homogeneous loans. The allowance for loan losses related to impaired
loans is based on discounted cash flows using the loan's initial effective
interest rate or the fair value of the collateral for certain collateral
dependent loans. This evaluation requires management to make estimates of the
amounts and timing of future cash flows on impaired loans, which consists
primarily of nonaccrual and restructured loans. While allocations are made to
specific loans and pools of loans, the allowance is available for all loan
losses.

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

There can be no assurance that the allowance for loan losses will be adequate to
cover all losses, but management believes the allowance for loan losses of $14.2
million at June 30, 2003, was adequate to provide for probable losses from
existing loans based on information currently available. While management uses
available information to provide for loan losses, the ultimate collectibility of
a substantial portion of the loan portfolio and the need for future additions to
the allowance will be based on changes in economic conditions and other relevant
factors. As a result of a slowdown in economic activity that could adversely
affect cash flows for both commercial and individual borrowers, Peoples could
experience increases in problem assets, delinquencies and losses on loans.

Investment Securities

Investment securities are recorded at cost, which includes premiums and
discounts if purchased at other than par or face value. Peoples amortizes
premiums and accretes discounts as an adjustment to interest income using the
effective interest method over the estimated life of the security. The cost of
investment securities sold, and any resulting gain or loss, is based on the
specific identification method.

Management determines the appropriate classification of investment securities at
the time of purchase. Held-to-maturity securities are those securities that
Peoples has the positive intent and ability to hold to maturity and are recorded
at amortized cost. Available-for-sale securities are those securities that would
be available to be sold in the future in response to Peoples' liquidity needs,
changes in market interest rates, and asset-liability management strategies,
among others. Available-for-sale securities are reported at fair value, with
unrealized holding gains and losses reported in stockholders' equity as a
separate component of other comprehensive income, net of applicable deferred
income taxes.
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Presently, Peoples classifies its entire investment portfolio as
available-for-sale. As a result, both the investment and equity sections of
Peoples' balance sheet are more sensitive to changes in the overall market value
of the investment portfolio, due to changes in market interest rates, investor
confidence and other factors affecting market values, than if the investment
portfolio was classified as held-to-maturity.

Management systematically evaluates investment securities for
other-than-temporary declines in fair value on a quarterly basis. Declines in
fair value of individual investment securities below their amortized cost that
are deemed to be other-than-temporary will be written down to current market
value and included in earnings as realized losses. There were no investment
securities identified by management to be other-than-temporarily impaired for
the six months ended June 30, 2003. If the financial markets experience
deterioration and investments decline in fair value, charges to income could
occur in future periods.

Goodwill and Other Intangible Assets

Statement of Financial Accounting Standards No. 142, "Accounting for Goodwill
and Other Intangible Assets" ("SFAS 142"), establishes standards for the
amortization of acquired intangible assets and the non-amortization and
impairment assessment of goodwill. In addition, Statement of Financial
Accounting Standards No. 147, "Acquisitions of Certain Financial Institutions"
("SFAS 147"), establishes standards for unidentifiable intangible assets
acquired specifically in branch purchases that qualify as business combinations.
At June 30, 2003, Peoples had $7.8 million of core deposit and trust relation
intangible assets, subject to amortization, and $40.8 million of goodwill, not
subject to periodic amortization.

Goodwill arising from business combinations represents the value attributable to
unidentifiable intangible elements in the business acquired. Goodwill recorded
by Peoples in connection with its acquisitions relates to the value inherent in
the banking business and the value is dependent upon Peoples' ability to provide
quality, cost effective services in a competitive market place. 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 that could adversely impact earnings in future
periods.

Under US GAAP in effect through December 31, 2001, Peoples amortized goodwill on
a straight-line basis over periods ranging from ten to fifteen years. Effective
January 1, 2002, Peoples was no longer required to amortize previously recorded
goodwill as a result of adopting SFAS 142 and SFAS 147.

Peoples has reviewed its goodwill assets and has concluded the recorded value of
goodwill was not impaired as of June 30, 2003. There are many assumptions and
estimates underlying the determination of impairment and using different, but
still reasonable, assumptions could produce a significantly different result.
Additionally, future events could cause management to conclude impairment
indicators exist and Peoples' goodwill is impaired, which would result in
Peoples' recording an impairment loss. Any resulting impairment loss could have
a material, adverse impact on Peoples' financial condition and results of
operations.

Overview of the Income Statement

In the second quarter of 2003, net income totaled $5,439,000, up 14% from
$4,763,000 a year ago and up 8% from $5,014,000 for the first quarter of 2003.
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Diluted earnings per share were $0.54 for the second quarter of 2003 versus
$0.59 for the same period last year and $0.51 the first quarter of 2003. For the
six months ended June 30, 2003, net income totaled $10,453,000, representing an
11% increase over the $9,456,000 earned a year ago. Earnings per diluted share
were $1.05 for the six months ended June 30, 2003, versus $1.18 for the first
six months of 2002.

Peoples' increased net income in 2003 is due in large part to additional net
interest income resulting from the Investment Growth Strategy implemented in the
first quarter of 2003 and an overall increase in net revenues attributable to
the Kentucky Bancshares acquisitions. The lower earnings per share is
attributable to higher average common shares outstanding, due to the issuance of
approximately 593,000 common shares in the second quarter of 2003 as partial
consideration in the Kentucky Bancshares acquisition and 1.7 million shares in
the Common Stock Offering. However, the Investment Growth Strategy offset most
of the dilutive effect of the Common Stock Offering. Peoples also recognized
merger—-related costs of approximately $215,000 after-tax (or $0.02 per share)
relating to the Kentucky Bancshares acquisition.

Net interest income grew to $14,161,000 for the three months ended June 30,
2003, from $13,643,000 last quarter and $12,511,000 a year ago. Net interest
margin was 3.64% in the second quarter of 2003 versus 3.87% and 4.54% for the
first quarter of 2003 and second quarter of 2002, respectively. For the six
months ended June 30, 2003, net interest income totaled $27,804,000 and net
interest margin was 3.74% compared to $24,670,000 and 4.53% for the same period
in 2002. The Investment Growth Strategy accounted for a significant portion of
the increase in net interest income in 2003, but also contributed to compression
of net interest margin.

For the quarter ended June 30, 2003, non-interest income was $4,282,000,
compared to $3,626,000 for the same period last year. On a year-to-date basis,
non-interest income totaled $8,217,000 through June 30, 2003, compared to
$7,584,000 last year. Peoples' enhanced non-interest income was primarily the
result of higher deposit service charge income, with revenues from Peoples'
e-banking services, mortgage banking income and fiduciary activities also
contributing to the increase. Non-interest expense was $10,042,000 in the second
quarter of 2003, up 17% compared to $8,549,000 for the same period in 2002. On a
year-to-date basis, non-interest expense totaled $19,746,000 and $17,227,000
through June 30, 2003 and 2002, respectively. These increases are largely the
result of acquisitions and strategic initiatives, which caused Peoples to incur
additional expenses in 2003.

Interest Income and Expense

Peoples derives a majority of its interest income from loans and investment
securities and incurs interest expense on interest-bearing deposits and borrowed
funds. Net interest income, the amount by which interest income exceeds interest
expense, remains Peoples' largest source of revenue. Management periodically
adjusts the mix of assets and liabilities in an attempt to manage and improve
net interest income; however, factors that influence market interest rates, such
as interest rate changes by the Federal Reserve Open Market Committee and
Peoples' competitors, may have a greater impact on net interest income than
adjustments made by management. Consequently, a volatile rate environment can
make it extremely difficult to manage net interest margin and income in the
short term, much less anticipate and position the balance sheet for future
changes.

In the second quarter of 2003, net interest income totaled $14,161,000, up 13%
compared to $12,511,000 for 2002's second quarter. Interest income increased

$3,180,000 (or 16%) from last year, totaling $23,492,000 in the second quarter
of 2003, while interest expense was up $1,530,000 (or 20%), totaling $9,331,000
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for the three months ended June 30, 2003. Compared to the first quarter of 2003,
net interest income grew 4% in the second quarter of 2003. On a year-to-date
basis through June 30, 2003, net interest income totaled $27,804,000 compared to
$24,670,000, an increase of $3,134,000 (or 13%). For the same period, total
interest income grew 14% to $46,269,000, while interest expense was up 16% to
$18,465,000. These increases are primarily the result of the Investment Growth
Strategy, while acquisitions also fueled some of the growth.

Peoples derives a portion of its interest income from loans to and investments
issued by states and political subdivisions. Since these revenues generally are
not subject to income taxes, management believes it is more meaningful to
analyze net interest income on a fully-tax equivalent ("FTE") basis, which
adjusts interest income by converting tax—exempt income to the pre-tax
equivalent of taxable income using an effective tax rate of 35%. For the three
months ended June 30, 2003, interest income was increased by $416,000 for the
impact of the tax-equivalent adjustment, resulting in FTE net interest income of
$14,577,000, up $1,657,000 (or 13%) from $12,920,000 for the same period in
2002, and up $524,000 (or 4%) from $14,053,000 for the first quarter of 2003.
The FTE yield on Peoples' earning assets was 5.96% for quarter ended June 30,
2003, versus 6.41% and 7.29% for the first quarter of 2003 and second quarter of
2002, respectively, while the cost of interest-bearing liabilities was 2.65%,
2.91% and 3.12% for the same periods, respectively. On a year-to-date basis, FTE
net interest income was $28,630,000 through June 30, 2003, compared to
$25,430,000 for the first half of 2002, an increase of $3,200,000 (or 13%). For
the six months ended June 30, 2003, the FTE yield on earning assets was 6.17%
and cost of interest-bearing liabilities was 2.77% versus 7.39% and 3.24%,
respectively, for the same period last year.

Net interest margin, calculated by dividing FTE net interest income by average
interest-earning assets, serves as an important measurement of the net revenue
stream generated by the mix and pricing of Peoples' earning assets and
interest-bearing liabilities. In the second quarter of 2003, net interest margin
was 3.64% versus 3.87% last quarter and 4.54% a year ago. For the six months
ended June 30, 2003, net interest margin was 3.74%, down from 4.53% for the
first six months of 2002. The lower net interest margin in 2003 is largely the
result of high volumes of prepayments in both the loan and investment
portfolios, which were reinvested at significantly lower rates due to the
current interest rate environment. In addition, a full quarter's impact of the
Investment Growth Strategy contributed to compression of net interest margin.

Earning assets averaged $1.61 billion in the second quarter of 2003, up $151.1
million (or 10%) compared to $1.46 billion last quarter, and up $467.9 million
(or 41%) from $1.14 billion for the second quarter of 2002. Net loans accounted
for the largest portion of earning assets, averaging $881.6 million for three
months ended June 30, 2003, compared to average net loans of $837.6 million and
$784.3 million for the first quarter of 2003 and second quarter of 2002,
respectively. Loans acquired in acquisitions accounted for a majority of the
loan growth. Investment securities averaged $703.6 million for the second
quarter of 2003 compared to $608.0 million for the prior quarter and $351.9 for
2002's second quarter, with the increases largely attributable to the Investment
Growth Strategy. The FTE yield on net loans was 7.14% for the quarter ended June
30, 2003, versus 7.40% for the first quarter of 2003 and 7.76% for the three
months of June 30, 2002, while the FTE yield on investments was 4.63%, 5.13% and
6.27% for the same periods, respectively. Declining yields on both loans and
investment securities were a result of lower market interest rates.

On a year-to-date basis, average earning assets were $1.53 billion in 2003
compared to $1.12 million in 2002. Net loan balances increased $84.7 million (or
11%), averaging $859.7 million for the six months ended June 30, 2003, versus
$775.0 million a year ago. Through six months in 2003, the FTE yield on loans
dropped 62 basis points from 7.88% to 7.26%. Average investment securities
totaled $656.1 million in the first half of 2003 versus $347.4 million for the
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first six months of 2002, while the FTE yield on investments was 4.86% and 6.34%
for the same periods, respectively. Both the higher average balance and lower
yield were principally the result of the Investment Growth Strategy implemented
during the first quarter of 2003.

In the second quarter of 2003, Peoples' average interest-bearing liabilities
totaled $1.41 billion, up from $1.27 billion in the first quarter of 2003 and
$1.00 billion a year ago. For the six months ended June 30, 2003, average
interest-bearing liabilities were $1.34 billion, up from $992.1 million a year
ago. Traditional deposits comprise the majority of Peoples' interest-bearing
liabilities, averaging $906.9 million for the three months ended June 30, 2003
compared to $843.2 million and $755.5 million for the first quarter of 2003 and
second quarter of 2002, respectively. Through six months of 2003, traditional
deposits averaged $875.2 million compared to $740.6 million last year, an
increase of $134.6 million (or 18%). These increases were due largely to
deposits acquired as part of acquisitions. In the second quarter of 2003, cost
of funds from interest-bearing deposits was 2.17%, down from 2.50% in the prior
quarter and 2.74% in second quarter of 2002. The cost of funds from
interest-bearing deposits was 2.33% for the first half of 2003, down 58 basis
points from 2.91% for the same period in 2002. The lower rates paid on
interest-bearing deposit accounts were a result of market rates remaining at low
levels. However, management continues to price Peoples' longer-term certificates
of deposit competitively as part of a strategy to shift to longer-term funding.

Peoples also utilizes a variety of borrowings as complementary funding sources
to traditional deposits. Total borrowed funds averaged $499.9 million for the
three months ended June 30, 2003, up from $429.2 million in the first quarter of
2003 and up from $246.8 million a year ago. The majority of these increases are
attributable to borrowed funds used in the Investment Growth Strategy. The
interest cost of Peoples' borrowed funds was 3.53% in second quarter of 2003,
down from 3.70% last quarter and 4.29% for the same period in 2002. For the six
months ended June 30, 2003, borrowed funds averaged $464.7 million compared to
$251.6 million for the first half of 2002, while the average cost was 3.61% and
4.21% for the same periods, respectively.

Peoples' main sources of borrowed funds are short- and long-term advances from
the FHLB. Short-term FHLB advances are primarily variable rate, LIBOR based
advances that are used to balance Peoples' daily liquidity needs and may be
repaid at any time without a penalty. The long-term FHLB advances consist
largely of 10-year borrowings requiring monthly interest payments, with
principal due at maturity. The rate on these advances are fixed for initial
periods ranging from two to four years, depending on the specific advance. After
the initial fixed rate period, the FHLB has the option to convert each advance
to a LIBOR based, variable rate advance; however, Peoples may repay the advance,
without a penalty, if the FHLB exercises its option.

Short-term FHLB borrowings averaged $23.0 million for the quarter ended June 30,
2003, compared to $12.9 million a year ago, with an average cost of 1.59% and
1.83% for the same periods, respectively. This increase was attributable to
short-term advances used in the Investment Growth Strategy. Average long-term
FHLB borrowings were up $27.0 million (or 14%) compared to the second quarter of
2002, totaling $223.0 million for the three months ended June 30, 2003, while
the average cost dropped to 4.64% from 4.85%. The increase in long-term FHLB
advances was mainly due to management's efforts to secure longer-term funding
during this period of low rates. A portion of the new long-term FHLB advances
are fixed rate advances that require monthly principal and interest payments and
may not be repaid prior to maturity without a penalty. Management intends to
continue using a variety of FHLB borrowings to fund asset growth and manage
interest rate sensitivity, as deemed appropriate. For the six months ended June
30, 2002, short-term FHLB borrowings averaged $19.5 million versus $22.7 million
a year ago, while the average cost was 1.53% and 1.82% for the same periods,
respectively. Average long-term FHLB borrowings were $223.5 million through six
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months of 2003, at an average cost of 4.67%, versus $194.4 million and average
cost of 4.86% a year ago.

In addition to FHLB borrowings, Peoples also accesses national market repurchase
agreements to diversify funding sources. Typically, these repurchase agreements
are for terms of 90 days or less. However, Peoples utilized repurchase
agreements with terms ranging from 2 to 5 years as part of the Investment Growth
Strategy in an effort to match the term of the funding sources with the initial
estimated life of the investments. As a result, wholesale market term repurchase
agreements averaged $216.3 million at an average cost of 2.91%, up from $150.5
million and average cost of 2.96% in the prior quarter and $9.1 million and
average cost of 3.69% a year ago. On a year-to-date basis, wholesale market
repurchase agreements averaged $183.5 million, at an average cost of 2.93%,
through June 30, 2003, compared to $7.7 million and average cost of 3.65% a year
ago.

Peoples offers cash management services to its business customers, which also
provide short-term funding in the form of overnight repurchase agreements. For
the three months ended June 30, 2003, overnight repurchase agreements, excluding
balances of wholesale market term repurchase agreements, averaged $20.7 million,
down from $21.6 million last quarter and $23.8 million a year ago. The average
rate paid on overnight repurchase agreements was 0.87% in second quarter of
2003, compared to 0.86% in the prior quarter and 1.40% in the second quarter of
2002. Average overnight repurchase agreements totaled $21.1 for the six months
ended June 30, 2003, compared to $23.3 million a year ago, while the average
cost dropped 60 basis points from 1.46% to 0.86%.

Late in the second quarter of 2003, management initiated a plan to improve the
performance of Peoples' investment securities portfolio in response to the high
rate of prepayments on mortgage-backed securities and the corresponding downward
pressure on yields due to accelerated amortization of bond premiums. As part of
this plan, Peoples sold $48.6 million of lower yielding mortgage-backed
securities resulting in a net loss of $37,000. Management sold additional lower
yielding securities experiencing increased prepayment speeds subsequent to
quarter end and reinvested the proceeds into higher yielding instruments.
Peoples expects the repositioning to improve both the yields and the timing of
cash flows from these securities.

On July 1, 2003, Peoples adopted the reporting requirements of SFAS 150, as
required. This adoption resulted in Peoples reclassifying its Trust Preferred
Securities, presented on the balance sheet as "Guaranteed preferred beneficial
interest in junior subordinated debentures", to the liabilities section of the
balance sheet. In addition, Peoples will recognize approximately $1.2 million of
interest expense on its Trust Preferred Securities in the final six months of
2003 that would have otherwise been recognized as non-interest expense had SFAS
150 not been in effect. Had SFAS 150 been in effect for the first six months of
2003, net interest margin would have been 3.59% versus the 3.74% reported.

As is the case with most financial institutions, Peoples continues to experience
net interest margin compression due to interest rates remaining at historically
low levels. Significant volumes of assets continue to reprice downward with
limited flexibility for a corresponding decrease in rates paid on
interest-bearing liabilities. In addition, a weak economy and other factors are
suppressing loan growth. While these conditions challenge Peoples' ability to
enhance net interest income and margin in the short-term, current
asset-liability simulations indicate a sustained increase in interest rates
could cause net interest income to increase modestly based on Peoples' interest
rate risk position at June 30, 2003. Even though management continues to focus
on minimizing the impact of future rate changes on Peoples' earnings, Peoples'
net interest margin and income remain difficult to predict, and to manage, since
changes in market interest rates remain uncertain.
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Provision for Loan Losses

In the second quarter of 2003, Peoples' provision for loan losses was $935,000,
up from $831,000 in the prior quarter and down from $980,000 a year ago. The
changes in the quarterly provision amounts reflected the changes in the
provision related to the Overdraft Privilege program, which totaled $185,000,
$81,000 and $230,000 for the same periods, respectively. On a year-to-date basis
through June 30, 2003, the provision for loan losses was $1,766,000 versus
$1,841,000 in 2002, of which $266,000 and $391,000, respectively, related to the
Overdraft Privilege program.

When expressed as a percentage of average loans, the provision was 0.10% in both
the first and second quarters of 2003 and 0.12% in the second quarter of 2002.
For the six months ended June 30, the provision was 0.20% of average loans in
2003 versus 0.23% in 2002. Management believes the provisions were appropriate
for the overall quality, inherent risk and volume concentrations of Peoples'
loan portfolio.

Gains and/or Losses on Securities Transactions

Peoples recognized net losses on securities transactions of $29,000 for the
quarter ended June 30, 2003, versus no gains or losses in 2002's second quarter.
The net losses on securities transactions in 2003 were largely the result of
Peoples selling $48.6 million as part of the plan to improve the performance of
Peoples' investment securities portfolio. In the first half of 2003, Peoples
recognized net losses of $27,000, versus net gains of $51,000 a year ago.

Non—-Interest Income

Peoples generates non-interest income from six primary sources: deposit account
service charges, fiduciary activities, investment and insurance commissions,
electronic banking, mortgage banking and business owned life insurance ("BOLI").
For the quarter ended June 30, 2003, non-interest income was $4,282,000, up
$656,000 (or 18%) from $3,626,000 for the same period last year. On a
year-to-date basis, non-interest income totaled $8,217,000 through June 30,
2003, compared to $7,584,000 last year, an increase of $633,000 (or 8%).
Peoples' enhanced non-interest income was primarily the result of higher deposit
service charge income, with revenues from Peoples' e-banking services, mortgage
banking and fiduciary activities also contributing to the increase. Compared to
the first quarter of 2003, non-interest income grew $347,000 (or 9%) in the
second quarter of 2003.

Peoples largest source of non-interest revenue remains service charges and other
fees on deposit accounts, which are based on the recovery of costs associated
with services provided. In the second quarter of 2003, deposit account service
charges grew $377,000 (or 23%) to $2,052,000, from $1,675,000 in 2002's second
quarter. This increase was primarily the result of higher volumes of overdraft
and non-sufficient funds fees, which were up $256,000 (or 24%) and $98,000 (or
37%), respectively. An increased number of checking accounts from acquisitions
and Peoples' Free Checking campaign also contributed to the increase. For the
six months ended June 30, 2003, deposit account service charges totaled
$3,777,000 versus $3,041,000 for the same period last year, an increase of
$736,000 (or 24%), as overdraft and non-sufficient funds fees grew $504,000 (or
27%) and $201,000 (or 45%), respectively. Due in part to the Kentucky Bancshares
acquisition, deposit account service charges were up $327,000 (or 19%) in the
second quarter of 2003 compared to $1,725,000 in the first three months of 2003.

Peoples utilizes various electronic banking services, including ATM and debit
cards, direct deposit services and Internet banking, as alternative delivery
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channels to traditional sales offices for providing services to clients.
Peoples' electronic banking services generated revenues of $529,000 for the
quarter ended June 30, 2003, up $115,000 (or 28%) from $414,000 a year ago and
up $75,000 (or 17%) from $454,000 in the first quarter of 2003. These increased
revenues were the result of customers using Peoples' debit cards to complete
more of their payment transactions. In the second quarter of 2003, Peoples'
customers used their debit cards to complete over $14 million of transactions,
up from $12 million last quarter and $10 million in 2002's second quarter. For
the six months ended June 30, 2003, e-banking revenues totaled $983,000, an
increase of $201,000 (or 26%) compared to $782,000 in 2002, as debit card
transactions exceeded $26 million in 2003 versus $19 million a year ago. Further
information regarding Peoples' anticipated future electronic banking revenues
can be found later in this discussion under "Future Outlook."

Starting in the second half of 2002, Peoples began selling long-term, fixed rate
real estate loans into the secondary market. As a result of continuing this
program during the current year, Peoples recognized mortgage banking income of
$337,000 for quarter ended June 30, 2003, up from $230,000 in the prior quarter.
Through six months of 2003, mortgage banking produced revenue of $567,000 versus
no income in the same period last year. Prior to the third quarter of 2002,
Peoples primarily originated one- to five-year adjustable rate, fully amortizing
real estate loans rather than long-term, fixed rate loans due to the associated
interest rate risk and, as a result, did not recognize any mortgage banking
income in first six months of 2002.

Peoples' fiduciary fees totaled $858,000 in the second quarter of 2003, compared
to $586,000 in the prior quarter and $640,000 in the second quarter of 2002. On
a year-to-date basis, fiduciary revenues grew $188,000 (or 15%) to $1,444,000,
from $1,256,000 in 2002. While the sluggish equity markets, upon which a
significant portion of fiduciary fees are based, continue to challenge Peoples'
fiduciary revenues, the addition of trust assets through the Kentucky Bancshares
acquisition accounted for the majority of the increased revenue in the second
quarter.

Insurance and investment commissions totaled $320,000 in the second quarter of
2003 compared to $462,000 a year ago, a decrease of $142,000 (or 31%). Compared
to the first quarter of 2003, insurance and investment commissions were down
$122,000 (or 28%) in the second quarter, from $442,000. For the six months ended
June 30, insurance and investment commissions were $762,000 in 2003 versus
$986,000 in 2002, a decline of $224,000 (or 23%). The lower level of insurance
and investment income is largely attributable to lower volumes of fixed annuity
sales and related commission income. The following table details Peoples'
insurance and investment commissions for the periods indicated:

Three Months Ended Six Months Ended

June 30, June 30,
(Dollars in thousands) 2003 2002 2003 2002
Property and casualty insurance $112 $93 $203 $178
Fixed annuities 77 222 294 502
Brokerage 50 61 94 128
Life and health insurance 42 30 101 83
Credit life and A&H insurance 39 56 70 95
Total $320 $462 $762 $986

Peoples' BOLI investment enhances operating efficiency by offsetting rising
employee benefit costs. In the second quarter of 2003, BOLI income totaled
$353,000 versus $365,000 last quarter and $376,000 a year ago. For the six
months ended June 30, 2003, BOLI produced income of $718,000 compared to
$701,000 for the same period in 2002.
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Non—-Interest Expense

In the second quarter of 2003, non-interest expense totaled $10,042,000, up
$1,493,000 (or 17%) from $8,549,000 a year ago, due largely to acquisitions and
strategic investments in technology. Compared to the first quarter of 2003,
non-interest expense increased $338,000 (or 3%) in the second quarter, from
$9,704,000. The majority of this increase was due to higher levels of salaries
and benefits and marketing costs, which were both up $103,000.

Salaries and benefits remain Peoples' largest non-interest expense, which is
inherent in a service-based industry such as financial services. For the quarter
ended June 30, 2003, salaries and benefits totaled $4,827,000 compared to
$4,346,000 the prior year and $4,724,000 for the first quarter of 2003,
increases of $481,000 (or 11%) and $103,000 (or 2%), respectively. In the first
half of 2003, salaries and benefits grew $721,000 (or 8%) to $9,551,000, from
$8,830,000 for the first six months of 2002. The majority of these increases
were due to the addition of new associates in conjunction with acquisitions. At
June 30, 2003, Peoples had 486 full-time equivalent associates, up from 451 at
March 31, 2003 and 447 a year ago. Management will continue to leverage Peoples'
resources in an effort to optimize customer service and produce additional
future revenue streams.

Net occupancy and equipment expenses increased $168,000 (or 18%) in the second
quarter of 2003, totaling $1,108,000 versus $940,000 last year. For the six
months ended June 30, 2003, net occupancy and equipment expenses totaled
$2,206,000, up $340,000 (or 18%) from $1,866,000 a year ago. Recent investments
in technology and acquisitions produced additional expenses, including
depreciation expense. The continued investment in technology has enhanced
Peoples' ability to serve clients and satisfy their financial needs, while
acquisitions have allowed Peoples to expand its customer base. Compared to the
first quarter of 2003, net occupancy and equipment expense was virtually
unchanged.

Professional fees, which include fees for accounting, legal and other
professional services, totaled $499,000 in the second quarter of 2003, down
$83,000 (or 14%) compared to last year but up $57,000 (or 13%) from $442,000
last quarter. In the second quarter of 2003, Peoples incurred additional legal
expenses, due in part to management implementing various provisions of the
Sarbanes-Oxley Act of 2002. These additional costs were offset by a reduction in
the consulting fees Peoples paid during the quarter for the implementation of
the Overdraft Privilege program. These fees, which are based on the net
improvement in overdraft fees, were $112,000 in the second quarter of 2003
versus $155,000 in the second quarter of 2002 and $152,000 in the first quarter
of 2003, as the percentage paid was reduced beginning in March 2003. Through six
months of 2003, professional fees were $941,000 compared to $883,000 for the
first half of 2002, an increase of $58,000 (or 7%).

Marketing expense was $379,000 for the three months ended June 30, 2003,
compared to $150,000 for the same period in 2002, an increase of $229,000 (or
153%) . Compared to the first quarter of 2003, marketing expense grew $103,000
(or 37%) in the second quarter, from $276,000. In the first half of 2003,
Peoples advertised its newly created Peoples Financial Advisors division and
Freedom Checking product. While these initiatives resulted in higher marketing
expense