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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended: December 31, 2008

or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

Commission file number: 33-18888

ORRSTOWN FINANCIAL SERVICES, INC.
(Exact name of registrant as specified in its charter)
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Pennsylvania 23-2530374
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
77 East King Street, P. O. Box 250, Shippensburg, Pennsylvania 17257

(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (717) 532-6114

Securities registered pursuant to Section 12(b) of the Act: None

Securities registered pursuant to Section 12(g) of the Act:

Common Stock, No Par Value

Title of each class

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the securities Act.    Yes  ¨    No  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ¨    No  x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained
herein and will not be contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K.  x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act. (Check One)

Large accelerated filer ¨ Accelerated filer x

Non-accelerated filer ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act.)    Yes  ¨    No  x

Aggregate market value of the Common Stock held by non-affiliates computed by reference to the price at which the common equity was last
sold on December 31, 2008 was $167,043,195.

Number of shares outstanding of the registrant�s common stock as of December 31, 2008: 6,385,666.
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the 2009 Annual Meeting of Security Holders are incorporated by reference in Part III of this Form 10-K.
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Part I

Item 1�Business

Orrstown Financial Services, Inc. (the Corporation) is a financial holding company registered under the Gramm-Leach-Bliley Act. The executive
offices of Orrstown Financial Services, Inc. are located at 77 East King Street, Shippensburg, Pennsylvania, 17257. Orrstown Financial Services,
Inc. was organized on November 17, 1987, under the laws of the Commonwealth of Pennsylvania for the purpose of acquiring Orrstown Bank,
Shippensburg, Pennsylvania, and such other banks and bank related activities as are permitted by law and desirable.

The Corporation files periodic reports with the Securities and Exchange Commission (SEC) in the form of quarterly 10-Q reports, the annual
10-K report, annual proxy statement and Form 8-K for any significant events that may arise during the year. Copies of the Corporation�s filings
may be obtained free of charge through the SEC�s internet site at www.sec.gov or by accessing the Corporation�s website at www.orrstown.com.
Copies of the Corporation�s filings also are available to be read and copied at the SEC�s Public Reference Room at 100 F Street N.W.,
Washington, DC 20549. Information on the operation of the Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330.

History and Acquisitions

Orrstown Bank was originally organized in 1919. Orrstown Bank was organized as a state-chartered bank in 1987 as part of an agreement and
plan of merger between Orrstown Financial Services, Inc. and Orrstown Bank. On March 8, 1988, in a bank holding company reorganization
transaction, Orrstown Financial Services, Inc. acquired 100% ownership of Orrstown Bank, issuing 131,455 shares of Orrstown Financial
Services, Inc.�s common stock to the former Orrstown Bank shareholders. Orrstown Bank is engaged in providing banking and bank related
services in South Central Pennsylvania, principally Franklin, Perry and Cumberland Counties in Pennsylvania and in Washington County,
Maryland. The twenty-one offices of Orrstown Bank are located in Shippensburg (2), Carlisle (4), Spring Run, Orrstown, Chambersburg (3),
Greencastle, Mechanicsburg (2), Camp Hill, Newport (2), Duncannon, and New Bloomfield, Pennsylvania and Hagerstown, Maryland (2).

From its inception in January 2000 to December 31, 2005, Pennbanks Insurance Company Cell P1 (Pennbanks) was a wholly-owned subsidiary
of the Corporation. As of January 1, 2006, the Corporation has divested the Pennbanks Insurance Company Cell P1 insurance book of business.
The liabilities associated with the insurance business were assumed by American General under a contractual arrangement. Pennbanks is a
reinsurer of credit, life, and disability insurance.

On May 1, 2006, Orrstown Financial Services, Inc. acquired 100% ownership of The First National Bank of Newport (First National) a national
banking institution with $120 million in assets at the time of the merger. The Corporation issued 699,949 shares of Orrstown Financial Services,
Inc.�s common stock to the former First National shareholders. Each share of First National common stock outstanding at the time of the
transaction was exchanged for 1.75 shares of Orrstown Financial Services, Inc. common stock and $22.20 in cash. The purchase price for shares
exchanged for common stock was $35.49 with 400,000 shares of First National common stock outstanding. Fractional shares were paid out in
cash at the time of the transaction. First National was engaged in providing banking and bank related services in Perry County, Pennsylvania
with four branches, and was originally organized on May 23, 1893. As of the close of business on June 15, 2007, The First National Bank of
Newport and Orrstown Bank combined the two bank charters into one bank with Orrstown Bank as the surviving bank.

Business

Orrstown Financial Services, Inc.�s primary activity consists of owning and supervising its subsidiary, Orrstown Bank (the Bank). The day-to-day
management of the Bank is conducted by the subsidiary�s officers. Orrstown Financial Services, Inc. derives a majority of its current income
from Orrstown Bank.

Orrstown Financial Services, Inc. has no employees other than its five officers who are also employees of its subsidiary bank. On December 31,
2008, Orrstown Bank had 242 full-time and 45 part-time employees.

The Bank is engaged in commercial banking and trust business as authorized by the Pennsylvania Banking Code of 1965. This involves
accepting demand, time and savings deposits, and granting loans. The Bank grants commercial, agribusiness, residential and other consumer
loans to customers in its market area of Franklin, Perry and Cumberland Counties of Pennsylvania and Washington County, Maryland. The
concentrations of credit by type of loan are set forth on the face of the balance sheet filed herewith in Part II, Item 8, �Financial Statements and
Supplementary Data�. The Bank maintains a diversified loan portfolio and evaluates each customer�s credit-worthiness on a case-by-case basis.
The amount of collateral obtained, if deemed necessary by the Bank upon the extension of credit, is based on management�s credit evaluation of
the customer and collateral standards established in the Bank�s lending policies and procedures.
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All secured loans are supported with appraisals or evaluations of collateral. Business equipment and machinery, inventories, accounts receivable,
and farm equipment are considered appropriate security, provided they meet acceptable standards for liquidity and marketability. Loans secured
by equipment and/or other non real estate
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collateral normally do not exceed 70% of appraised value or cost, whichever is lower. Loans secured by real estate generally do not exceed 80%
of the appraised value of the property. Loan to collateral values are monitored as part of the loan review process, and appraisals are updated as
deemed appropriate in the circumstances.

Administration and supervision over the lending process is provided by the Bank�s Credit Administration Committee which is comprised of
outside directors. Executive officers and loan department personnel regularly meet with and report to the Credit Administration Committee. The
loan review process is continuous, commencing with the approval of a loan. Each new loan is reviewed by the Loan Department for compliance
with banking regulations and lending policy requirements for documentation, collateral standards, and approvals. Orrstown Bank employs a
Loan Review Officer, who is independent from the loan function and reports directly to the Credit Administration Committee. The Loan Review
Officer continually monitors and evaluates loan customers utilizing risk-rating criteria established in the Loan Policy in order to spot
deteriorating trends and detect conditions which might indicate potential problem loans. The Loan Review Officer reports the results of the loan
reviews at least quarterly to the Credit Administration Committee for approval and provides the basis for evaluating the adequacy of the
allowance for loan losses.

Through its trust department, Orrstown Bank renders services as trustee, executor, administrator, guardian, managing agent, custodian,
investment advisor, and other fiduciary activities authorized by law.

As of December 31, 2008, the Corporation had total assets of approximately $1.052 billion, total shareholders� equity of approximately $103
million and total deposits of approximately $757 million.

Regulation and Supervision

Orrstown Financial Services, Inc. is a financial holding company, and is registered as such with the Board of Governors of the Federal Reserve
System (the Federal Reserve Board). As a registered bank holding company and financial holding company, the Corporation is subject to
regulation under the Bank Holding Company Act of 1956 and to inspection, examination, and supervision by the Federal Reserve Board.

The operations of the Bank are subject to federal and state statutes applicable to banks chartered under the banking laws of the United States,
and to banks whose deposits are insured by the Federal Deposit Insurance Corporation. The Bank�s operation is also subject to regulations of the
Pennsylvania Department of Banking, the Federal Reserve Board and the Federal Deposit Insurance Corporation (FDIC).

Several of the more significant regulatory provisions applicable to banks and financial holding companies to which the Corporation and its
subsidiary are subject, are discussed below, along with certain regulatory matters concerning the Corporation and its subsidiary. To the extent
that the following information describes statutory or regulatory provisions, it is qualified in its entirety by reference to the particular statutory
provisions. Any change in applicable law or regulation may have a material effect on the business and prospects of the Corporation and its
subsidiary.

Financial and Bank Holding Company Activities

As a financial holding company, the Corporation may engage in, and acquire companies engaged in, activities that are considered �financial in
nature�, as defined by the Gramm-Leach-Bliley Act and Federal Reserve Board interpretations. These activities include, among other things,
securities underwriting, dealing and market-making, sponsoring mutual funds and investment companies, insurance underwriting and agency
activities, and merchant banking. If any banking subsidiary of the Corporation ceases to be �well capitalized� or �well managed� under applicable
regulatory standards, the Federal Reserve Board may, among other things, place limitations on the Corporation�s ability to conduct the broader
financial activities permissible for financial holding companies or, if the deficiencies persist, require the Corporation to divest the banking
subsidiary. In addition, if any banking subsidiary of the Corporation receives a Community Reinvestment Act rating of less than satisfactory, the
Corporation would be prohibited from engaging in any additional activities other than those permissible for bank holding companies that are not
financial holding companies. The Corporation may engage directly or indirectly in activities considered financial in nature, either de novo or by
acquisition, as long as it gives the Federal Reserve Board after-the-fact notice of the new activities.

Interstate Banking and Branching

As a bank holding company, the Corporation is required to obtain prior Federal Reserve Board approval before acquiring more than 5% of the
voting shares, or substantially all of the assets, of a bank holding company, bank, or savings association. Under the Riegle-Neal Interstate
Banking and Branching Efficiency Act (Riegle-Neal), subject to certain concentration limits and other requirements, bank holding companies
such as the Corporation may acquire banks and bank holding companies located in any state. Riegle-Neal also permits banks to acquire branch
offices outside their home states by merging with out-of-state banks, purchasing branches in other states, and establishing de novo branch offices
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in other states. The ability of banks to acquire branch offices is contingent, however, on the host state having adopted legislation �opting in� to
those provisions of Riegle-Neal. In addition, the ability of a bank to merge with a bank located in another state is contingent on the host state not
having adopted legislation �opting out� of that provision of Riegle-Neal. The Corporation has expanded its market south into Hagerstown,
Maryland with its first branch opening in March 2006 and a second branch opening in September 2008.
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Control Acquisitions

The Change in Bank Control Act prohibits a person or group of persons from acquiring �control� of a bank holding company, unless the Federal
Reserve Board has been notified and has not objected to the transaction. Under a rebuttable presumption established by the Federal Reserve
Board, the acquisition of 10% or more of a class of voting stock of a bank holding company with a class of securities registered under Section 12
of the Exchange Act, such as the Corporation, would, under the circumstances set forth in the presumption, constitute acquisition of control of
the bank holding company. In addition, a company is required to obtain the approval of the Federal Reserve Board under the Bank Holding
Company Act before acquiring 25% (5% in the case of an acquirer that is a bank holding company) or more of any class of outstanding voting
stock of a bank holding company, or otherwise obtaining control or a �controlling influence� over that bank holding company.

Liability for Banking Subsidiaries

Under Federal Reserve Board policy, a bank holding company is expected to act as a source of financial and managerial strength to each of its
subsidiary banks and to commit resources to their support. This support may be required at times when the bank holding company may not have
the resources to provide it. Similarly, under the cross-guarantee provisions of the Federal Deposit Insurance Act, the FDIC can hold any
FDIC-insured depository institution liable for any loss suffered or anticipated by the FDIC in connection with (1) the �default� of a commonly
controlled FDIC-insured depository institution; or (2) any assistance provided by the FDIC to a commonly controlled FDIC-insured depository
institution �in danger of default�.

Capital Requirements

Information concerning the Corporation and its subsidiary with respect to capital requirements is incorporated by reference from Note 15,
�Regulatory Matters�, of the �Notes to Consolidated Financial Statements� included under Item 8 of this report, and from the �Capital Adequacy and
Regulatory Matters� section of the �Management�s Discussion and Analysis of Consolidated Financial Condition and Results of Operations�,
included under Item 7 of this report.

FDICIA

The Federal Deposit Insurance Corporation Improvement Act of 1991 (FDICIA), and the regulations promulgated under FDICIA, among other
things, established five capital categories for insured depository institutions � well capitalized, adequately capitalized, undercapitalized,
significantly undercapitalized and critically undercapitalized � and requires federal bank regulatory agencies to implement systems for �prompt
corrective action� for insured depository institutions that do not meet minimum capital requirements based on these categories. Unless a bank is
well capitalized, it is subject to restrictions on its ability to offer brokered deposits and on certain other aspects of its operations. An
undercapitalized bank must develop a capital restoration plan and its parent bank holding company must guarantee the bank�s compliance with
the plan up to the lesser of 5% of the bank�s assets at the time it became undercapitalized and the amount needed to comply with the plan. As of
December 31, 2008, the Bank was considered well capitalized based on the guidelines implemented by the bank�s regulatory agencies.

Dividend Restrictions

The Corporation�s funding for cash distributions to its shareholders is derived from a variety of sources, including cash and temporary
investments. One of the principal sources of those funds is dividends received from its subsidiary Orrstown Bank. Various federal and state laws
limit the amount of dividends the Bank can pay to the Corporation without regulatory approval. In addition, federal bank regulatory agencies
have authority to prohibit the Bank from engaging in an unsafe or unsound practice in conducting their business. The payment of dividends,
depending upon the financial condition of the bank in question, could be deemed to constitute an unsafe or unsound practice. The ability of the
Bank to pay dividends in the future is currently, and could be further, influenced by bank regulatory policies and capital guidelines. Additional
information concerning the Corporation and its banking subsidiary with respect to dividends is incorporated by reference from Note 15,
�Regulatory Matters�, of the �Notes to Consolidated Financial Statements� included under Item 8 of this report, and the �Capital Adequacy and
Regulatory Matters� section of �Management�s Discussion and Analysis of Consolidated Financial Condition and Results of Operations�, included
under Item 7 of this report.

Depositor Preference Statute

In the �liquidation or other resolution� of an institution by any receiver, U.S. federal legislation provides that deposits and certain claims for
administrative expenses and employee compensation against the insured depository institution would be afforded a priority over the general
unsecured claims against that institution, including federal funds and letters of credit.

Edgar Filing: ORRSTOWN FINANCIAL SERVICES INC - Form 10-K

Table of Contents 9



5

Edgar Filing: ORRSTOWN FINANCIAL SERVICES INC - Form 10-K

Table of Contents 10



Table of Contents

Other Federal Laws and Regulations

The Corporation�s operations are subject to additional federal laws and regulations applicable to financial institutions, including, without
limitation:

� Privacy provisions of the Gramm-Leach-Bliley Act and related regulations, which require us to maintain privacy policies intended to
safeguard customer financial information, to disclose the policies to our customers and to allow customers to �opt out� of having their
financial service providers disclose their confidential financial information to non-affiliated third parties, subject to certain
exceptions;

� Right to Financial Privacy Act, which imposes a duty to maintain confidentiality of consumer financial records and prescribes
procedures for complying with administrative subpoenas of financial records;

� Consumer protection rules for the sale of insurance products by depository institutions, adopted pursuant to the requirements of the
Gramm-Leach-Bliley Act; and

� USA Patriot Act, which requires financial institutions to take certain actions to help prevent, detect and prosecute international
money laundering and the financing of terrorism.

Sarbanes-Oxley Act of 2002

On July 30, 2002, the Sarbanes-Oxley Act of 2002 was enacted. The Sarbanes-Oxley Act represents a comprehensive revision of laws affecting
corporate governance, accounting obligations and corporate reporting. The Sarbanes-Oxley Act is applicable to all companies with equity
securities registered or that file reports under the Securities Exchange Act of 1934. In particular, the Sarbanes-Oxley Act established: (i) new
requirements for audit committees, including independence, expertise, and responsibilities; (ii) additional responsibilities regarding financial
statements for the Chief Executive Officer and Chief Financial Officer of the reporting company; (iii) new standards for auditors and regulation
of audits; (iv) increased disclosure and reporting obligations for the reporting company and its directors and executive officers; and (v) new and
increased civil and criminal penalties for violations of the securities laws. Many of the provisions were effective immediately while other
provisions become effective over a period of time and are subject to rulemaking by the SEC. Because the Corporation�s common stock is
registered with the SEC, it is subject to this Act. As an accelerated filer as defined in Rule 12b-2 of the Securities Exchange Act of 1934, the
Corporation was subject to section 404 of the Sarbanes-Oxley Act starting in the year ended December 31, 2004.

FDIC Insurance and Assessments

Deposit accounts in the Company�s subsidiary bank are insured by the Federal Deposit Insurance Corporation. The Bank�s deposits, therefore, are
subject to FDIC deposit insurance. Assessments were generally insured up to a maximum of $100,000 per separately insured depositor and up to
a maximum of $250,000 for self-directed retirement accounts. The Emergency Economic Stabilization Act of 2008 increased the maximum
deposit insurance amount on certain deposit accounts from $100,000 to $250,000 until December 31, 2009.

On February 15, 2006, federal legislation to reform federal deposit insurance was enacted. This new legislation required, among other things,
that the FDIC adopt regulations for considering an increase in the insurance limits on all deposit accounts (including retirement accounts) every
five years starting in 2011 based, in part, on inflation, and modifying the deposit fund�s reserve ratio for a range between 1.15% and 1.50% of
estimated insured deposits.

On November 2, 2006, the FDIC adopted final regulations establishing a risk-based assessment system that will enable the Federal Deposit
Insurance Corporation to more closely tie each financial institution�s premiums to the risk it poses to the deposit insurance fund. Under the new
risk-based assessment system, which became effective in the beginning of 2007, the FDIC will evaluate the risk of each financial institution
based on three primary sources of information: (1) its supervisory rating, (2) its financial ratios, and (3) its long-term debt issuer rating, if the
institution has one. The new rates for nearly all of the financial institution industry will vary between five and seven cents for every $100 of
domestic deposits. At the same time, the FDIC also adopted final regulations designating the reserve ratio for the deposit insurance fund during
2007 at 1.25% of estimated insured deposits.
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Effective March 31, 2006, the FDIC merged the Bank Insurance Fund (�BIF�) and the Savings Association Insurance Fund (�SAIF�) into a single
insurance fund called the Deposit Insurance Fund. As a result of the merger, the BIF and SAIF were abolished. The merger of the BIF and SAIF
into the Deposit Insurance Fund does not affect the authority of the Financing Corporation (�FICO�) to impose and collect, with approval of the
FDIC, assessments for anticipated payments, insurance costs and custodial fees on bonds issued by the FICO in the 1980s to recapitalize the
Federal Savings and Loan Insurance Corporation. The bonds issued by the FICO are due to mature in 2017 through 2019.

        On November 26, 2008, the FDIC issued the Temporary Liquidity Guarantee Program (TLG Program), effective October 14, 2008 for
institutions opting into the program. The TLG Program consists of two components, Transaction Account Guarantee Program (TAG Program)
and the Debt Guarantee Program (DGP). Orrstown Bank opted into the Transaction Account Guarantee Program. Under this program, through
December 31, 2009, all noninterest-bearing transaction accounts and Now accounts, as defined by the final rule, are fully guaranteed by the
FDIC for the entire amount in the account. Coverage under the TAG Program is in addition to and separate from the coverage available under
the FDIC�s general deposit insurance rules. Orrstown Bank and the Corporation opted out of the Debt Guarantee Program.
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In 2008, the FDIC assessment for Orrstown Bank was $296,000. The 2009 assessment will increase materially. It could exceed $2 million given
proposed special amendments.

Emergency Economic Stabilization Act of 2008

In response to recent unprecedented market turmoil, the Emergency Economic Stabilization Act of 2008 (the EESA) was enacted on October 3,
2008. The EESA authorizes the Secretary of the U.S. Treasury (the Treasury) to purchase up to $700 billion in troubled assets from financial
institutions under the Troubled Asset Relief Program (TARP). The EESA increases the maximum deposit insurance amount on certain deposit
accounts from $100,000 to $250,000 until December 31, 2009 and removes the statutory limits on the FDIC ability to borrow from the Treasury
during this period. The FDIC may not take the temporary increase in deposit insurance coverage into account when setting assessments. The
EESA allows financial institutions to treat any loss on the preferred stock of the Federal National Mortgage Association or Federal Home Loan
Mortgage Corporation as an ordinary loss for tax purposes.

Pursuant to his authority under EESA, the Secretary of the Treasury has created the TARP Capital Purchase Program under which the Treasury
will invest up to $250 billion in senior preferred stock of U.S. banks and savings associations or their holding companies. Qualifying financial
institutions may issue senior preferred stock with a value equal to not less than 1% of risk-weighted assets and not more than the lesser of $25
billion or 3% of risk-weighted assets. The Corporation, after considerable analysis and deliberation, chose not to participate in the Capital
Purchase Program.

Future Legislation

Changes to the laws and regulations in the state where the Corporation and the Bank do business can affect the operating environment of both
the bank holding company and its subsidiaries in substantial and unpredictable ways. The Corporation cannot accurately predict whether those
changes in laws and regulations will occur, and, if those changes occur, the ultimate effect they would have upon the financial condition or
results of operations of the Corporation. This is also true of federal legislation particularly given the current volatile environment.

Forward Looking Statements

Additional information concerning the Corporation and its banking subsidiaries with respect to forward looking statements is incorporated by
reference from the �Important Factors Relating to Forward Looking Statements� section of the �Management�s Discussion and Analysis of Financial
Condition and Results of Operations,� included in this Report under Item 7.

Competition

The Bank�s principal market area consists of Franklin County, Perry County and Cumberland County, Pennsylvania, with a presence in
Washington County, Maryland. It services a substantial number of depositors in this market area, with the greatest concentration within a radius
of Chambersburg, Shippensburg, and Carlisle, Pennsylvania.

The Bank, like other depository institutions, has been subjected to competition from less heavily regulated entities such as credit unions,
brokerage firms, money market funds, consumer finance and credit card companies, and other commercial banks, many of which are larger than
the Bank. The principal methods of competing effectively in the financial services industry include improving customer service through the
quality and range of services provided, improving efficiencies and pricing services competitively. Orrstown Bank is competitive with the
financial institutions in its service areas with respect to interest rates paid on time and savings deposits, service charges on deposit accounts and
interest rates charged on loans.

The Bank continues to implement strategic initiatives focused on expanding our core businesses and to explore, on an ongoing basis, acquisition,
divestiture, and joint venture opportunities. We analyze each of our products and businesses in the context of customer demands, competitive
advantages, industry dynamics, and growth potential.

Item 1A�Risk Factors

There are a number of significant risks and uncertainties which are difficult to predict, including those specified below, that may adversely affect
the Corporation�s business, financial results or stock price. As a financial institution, the Corporation has significant exposure to market risk,
including interest-rate risk, liquidity risk and credit risk, among others. Adverse experience with these or additional risks that the Corporation
currently does not know about, or currently views as immaterial, may also impair the Corporation�s business or adversely impact its financial
results or stock price.
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Interest Rate Risk � The Corporation is exposed to interest rate risk in its core banking activities of lending and deposit-taking since assets and
liabilities reprice at different times and by different amounts as interest rates change. As a result, net interest income, which represents the
largest revenue source for the Corporation, is subject to the effects of changing interest rates. The Corporation closely monitors the sensitivity of
net interest income to changes in interest rates and attempts to limit the variability of net interest income as interest rates change. The
Corporation makes use of both on- and off-balance sheet financial instruments to mitigate exposure to interest rate risk. Possible actions to
mitigate such risk include, but are not limited to, changes in the pricing of loan and deposit products, modifying the composition of earning
assets and interest-bearing liabilities, and adding to, modifying or terminating interest rate swap agreements or other financial instruments used
for interest rate risk management purposes.

Liquidity Risk � Liquidity refers to the Corporation�s ability to ensure that sufficient cash flow and liquid assets are available to satisfy current
and future financial obligations, including demands for loans and deposit withdrawals, funding operating costs, and for other corporate purposes.
Liquidity risk arises whenever the maturities of financial instruments included in assets and liabilities differ. The Corporation obtains funding
through deposits and various short-term and long-term wholesale borrowings, including federal funds purchased and securities sold under
agreements to repurchase, brokered certificates of deposit and borrowings from the Federal Home Loan Bank of Pittsburgh and others. Should
the Corporation experience a substantial deterioration in its financial condition or its debt ratings, or should the availability of funding become
restricted due to disruption in the financial markets, or the soundness of other financial institutions, the Corporation�s ability to obtain funding
could be negatively impacted. The Corporation attempts to quantify such credit-event risk by modeling scenarios that estimate the liquidity
impact of various events in a contingency funding plan. The Corporation estimates such impact by attempting to measure the effect on available
unsecured lines of credit, available capacity from secured borrowing sources and securitizable assets. To mitigate such risk, the Corporation
maintains available lines of credit with the Federal Home Loan Bank of Pittsburgh that is secured by loans and unsecured lines with
correspondent banks. On an ongoing basis, management closely monitors the Corporation�s liquidity position for compliance with internal
policies and believes that available sources of liquidity are adequate to meet funding needs in the normal course of business.

Credit Risk � Factors that influence the Corporation�s credit loss experience include overall economic conditions affecting businesses and
consumers, in general, and, due to the size of the Corporation�s real estate loan portfolio and mortgage-related investment securities portfolio,
real estate valuations, in particular. Other factors that can influence the Corporation�s credit loss experience, in addition to general economic
conditions and borrowers� specific abilities to repay loans, include: (i) the impact of declining real estate values on the portfolio of loans to
residential real estate builders and developers; (ii) the repayment performance associated with residential mortgage loans and other loans
supporting mortgage-related securities; (iii) the concentration of commercial real estate loans in the loan portfolio; (iv) consumer loan charge
offs, which historically have experienced higher net charge-offs as a percentage of loans outstanding than other loan types; (v) the weakening
housing market; (vi) the troubled state of financial and credit markets and the Federal Reserve positioning of monetary policy; (vii) sluggish job
creation and rising unemployment, which have caused consumer spending to slow and the underlying impact on businesses� operations and
abilities to repay loans should consumer spending continue to slow; (viii) and continued slowing of domestic automobile sales. All of these
factors can affect the Corporation�s credit loss experience. To help manage credit risk, the Corporation maintains a detailed loan policy and
utilizes various committees that include members of senior management to approve and monitor significant extensions of credit. The
Corporation also maintains a credit review department that regularly reviews the loan portfolios to ensure compliance with established credit
policy. The Corporation maintains an allowance for credit losses that in management�s judgment is adequate to absorb losses inherent in the loan
and lease portfolio.

Supervision and Regulation � The Corporation is subject to extensive state and federal laws and regulations governing the banking industry, in
particular, and public companies, in general, including laws related to corporate taxation. Many of those laws and regulations are described in
Part I, Item 1 �Business�. Changes in those or other laws and regulations, or the degree of the Corporation�s compliance with those laws and
regulations as judged by any of several regulators, including tax authorities, could have a significant effect on the Corporation�s operations and
its financial results.

Detailed discussions of the specific risks outlined above and other risks facing the Corporation are included within this Annual Report on Form
10-K in Part I, Item 1 �Business�, and Part II, Item 7 �Management�s Discussion and Analysis of Financial Condition and Results of Operations�.
Furthermore, in Part II, Item 7 under the heading �Forward-Looking Statements� is included a description of certain risks, uncertainties and
assumptions identified by management that are difficult to predict and that could materially affect the Corporation�s financial condition and
results of operations, as well as the value of the Corporation�s common stock.

In addition, the market price of Orrstown Financial common stock may fluctuate significantly in response to a number of other factors, including
changes in securities analysts� estimates of financial performance, volatility of stock market prices and volumes, rumors or erroneous
information, changes in market valuations of similar companies and changes in accounting policies or procedures as may be required by the
Financial Accounting Standards Board or other regulatory agencies.
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Item 1B�Unresolved Staff Comments

None

Item 2�Properties

Orrstown Bank owns buildings in Orrstown, Shippensburg (2), Carlisle (2), Spring Run, Chambersburg (3), Mechanicsburg (2), Newport (2),
Duncannon, and New Bloomfield, Pennsylvania and in Hagerstown, Maryland. Offices of Orrstown Bank are located in each of these buildings.

The Bank also leases space for offices located in Greencastle, Carlisle (2) and Camp Hill, Pennsylvania and in Hagerstown, Maryland.

Item 3�Legal Proceedings

Orrstown Financial Services, Inc. is an occasional party to legal actions arising in the ordinary course of its business. In the opinion of
management, the Corporation has adequate legal defenses and/or insurance coverage respecting any and each of these actions and does not
believe that they will materially affect the Corporation�s operations or financial position.

Item 4�Submission of Matters to Vote of Security Holders

None
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Part II

Item 5�Market for Registrant�s Common Equity, Related Security Holder Matters and Issuer Purchases of Equity Securities

Market Information

Orrstown Financial Services, Inc.�s common stock is not traded on a national securities exchange. Quotations for shares of the Corporation�s
common stock are reported through the OTC Bulletin Board service under the symbol ORRF, and are traded over the counter with brokers who
make a market in the stock. At December 31, 2008, the number of shareholders of record was approximately 3,100. The price ranges for
Orrstown Financial Services, Inc. common stock set forth below represent prices in actual transactions as published by various financial sources.

2008 2007
Market Price Quarterly

Dividend

Market Price Quarterly
DividendDividend (1) High Low High Low

First quarter $ 31.50 $ 29.50 $ 0.21 $ 36.19 $ 33.67 $ 0.20
Second quarter 33.96 29.10 0.22 35.60 31.00 0.20
Third quarter 31.75 29.00 0.22 33.40 28.00 0.21
Fourth quarter 30.25 27.00 0.22 34.00 30.00 0.21

$ 0.87 $ 0.82

(1) Note: All per share data has been restated after giving retroactive recognition to a 5% stock dividend paid June 15, 2007.
The Corporation expects to continue its policy of paying regular cash dividends declared from time to time by the Board of Directors, although
there is no assurance as to future dividends because they depend on future earnings, capital requirements, financial condition and other factors
deemed relevant by the Board of Directors. See Note 15 in the �Notes to Consolidated Financial Statements� for the year ended December 31,
2008 for restrictions on the payment of dividends.

Issuer Purchases of Equity Securities

The table below summarizes the Corporation�s repurchase of common equity securities during the quarter ended December 31, 2008. The
maximum number of shares that may yet be purchased under the plan is 57,993 shares at December 31, 2008.

Total Number
of Shares
Purchased

Average Price
Paid per
Share

Total Number
of Shares

Purchased as
Part of Publicly
Announced
Plans or

Programs (1)

Maximum Number
of Shares that may
Yet be Purchased
Under the Plans or

Programs (1)
10/1/08 through 10/31/08 1,072 $ 29.94 N/A 100,803
11/1/08 through 11/30/08 35,007 27.03 N/A 65,796
12/1/08 through 12/31/08 7,803 29.50 N/A 57,993

Total 43,882 $ 27.54

(1) On April 27, 2006, Orrstown Financial Services, Inc. announced a Stock Repurchase Plan approving the purchase of up to 150,000 shares
as conditions allow. The plan may be suspended at any time without prior notice and has no prescribed time limit in which to fill the
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authorized repurchase amount. As of December 31, 2008, 92,007 shares have been purchased under the program. Orrstown did not sell any
unregistered securities.
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PERFORMANCE GRAPH

The following graph shows a five-year comparison of the cumulative total return on the Corporation�s common stock as compared to other
indexes: the SNL index of banks with assets between $1 billion and $5 billion, the S&P 500 Index, and the NASDAQ Composite index.
Shareholder returns on the Corporation�s common stock are based upon trades reported by the National Association of Securities Dealers� Inc.�s
OTC Bulletin Board service. The Corporation is not aware of all prices at which shares traded during such periods. The shareholder returns
shown in the graph are not necessarily indicative of future performance. The performance illustrated assumes that $100 was invested in the
Corporation�s common stock and each index on December 31, 2003 and that all dividends were reinvested.

Orrstown Financial Services, Inc.

Period Ending
Index 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07 12/31/08
Orrstown Financial Services, Inc. 100.00 135.52 111.11 120.26 106.24 98.41
SNL Bank $1B-$5B 100.00 123.42 121.31 140.38 102.26 84.81
S&P 500 100.00 110.88 116.33 134.70 142.10 89.53
NASDAQ Composite 100.00 108.59 110.08 120.56 132.39 78.72
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Item 6�Selected Financial Data

Selected Financial Data at or for the Year

Year Ended December 31,
(Dollars in thousands) 2008 2007 2006** 2005 2004
Summary of Operations
Interest income $ 52,313 $ 53,106 $ 44,788 $ 32,415 $ 25,892
Interest expense 19,408 22,986 17,371 9,537 6,986

Net interest income 32,905 30,120 27,417 22,878 18,906
Provision for loan losses 1,450 750 390 144 210

Net interest income after provision for loan losses 31,455 29,370 27,027 22,734 18,696
Securities gains (losses) (27) 58 41 (60) 88
Other operating income 15,444 13,248 11,042 9,119 6,881
Other operating expenses 28,287 24,921 21,628 17,397 14,718

Income before income taxes 18,585 17,755 16,482 14,396 10,947
Applicable income tax 5,482 5,197 4,850 4,409 3,177

Net income $ 13,103 $ 12,558
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