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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT UNDER SECTION 13 OF 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2005

or

¨ TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE EXCHANGE ACT

For the transition period from              to              

Commission File Number 33-58936

Dimeco, Inc.
(Exact name of registrant as specified in its charter)
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Pennsylvania 23-2250152
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

820 Church Street

Honesdale, PA 18431

(Address of principal executive offices)

(570) 253-1970

(Issuer�s Telephone Number)

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

Check whether the issuer (1) filed all reports required to be filed by Sections 13 or 15(d) of the Exchange Act during the past 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 whether the registrant is an accelerated filer (as defined by Rule 12b-2 of the Exchange Act)    Yes  ¨    No  x

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

As of November 1, 2005, the registrant had outstanding 1,552,669 shares of its common stock, par value $.50 share.
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Dimeco, Inc.

CONSOLIDATED BALANCE SHEET (unaudited)

(in thousands)

September 30,

2005

December 31,

2004

Assets
Cash and due from banks $ 6,136 $ 4,139
Interest-bearing deposits in other banks 19 15
Federal funds sold 2,119 978

Total cash and cash equivalents 8,274 5,132

Mortgage loans held for sale �  112
Investment securities available for sale 42,973 55,662
Investment securities held to maturity (market value of $209 and $216) 199 198

Loans (net of unearned income of $728 and $623) 286,788 253,141
Less allowance for loan losses 3,757 3,172

Net loans 283,031 249,969

Premises and equipment 6,135 5,580
Accrued interest receivable 1,192 1,106
Bank-owned life insurance 5,207 5,065
Other assets 2,898 2,897

TOTAL ASSETS $ 349,909 $ 325,721

Liabilities
Deposits :
Noninterest-bearing $ 37,771 $ 30,380
Interest-bearing 254,225 240,162

Total deposits 291,996 270,542

Short-term borrowings 11,204 12,033
Other borrowed funds 13,991 11,349
Accrued interest payable 658 609
Other liabilities 1,427 1,492

TOTAL LIABILITIES 319,276 296,025

Stockholders� Equity
Common stock, $.50 par value; 5,000,000 shares authorized; 1,552,670 and 1,548,994 shares issued 776 774
Capital surplus 4,445 4,377
Retained earnings 26,554 24,496
Accumulated other comprehensive income (loss) (80) 49
Treasury stock, at cost (30,000 shares) (1,062) �  

TOTAL STOCKHOLDERS� EQUITY 30,633 29,696
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TOTAL LIABILITES AND STOCKHOLDERS� EQUITY $ 349,909 $ 325,721

See accompanying notes to the unaudited consolidated financial statements.
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Dimeco, Inc.

CONSOLIDATED STATEMENT OF INCOME (unaudited)

For the three months ended
September 30,

For the nine months ended
September 30,

(in thousands, except per share)
2005 2004 2005 2004

Interest Income
Interest and fees on loans $ 4,472 $ 3,564 $ 12,315 $ 10,110
Investment securities:
Taxable 428 420 1,265 1,286
Exempt from federal income tax 36 63 110 187
Other 35 4 109 19

Total interest income 4,971 4,051 13,799 11,602

Interest Expense
Deposits 1,368 976 3,753 2,927
Short-term borrowings 56 35 151 89
Other borrowed funds 140 99 375 175

Total interest expense 1,564 1,110 4,279 3,191

Net Interest Income 3,407 2,941 9,520 8,411

Provision for loan losses 182 261 575 1,126

Net Interest Income After Provision for Loan Losses 3,225 2,680 8,945 7,285

Noninterest Income
Services charges on deposit accounts 330 318 952 942
Mortgage loans held for sale gains, net 58 134 222 295
Investment securities gains �  5 2 91
Brokerage commissions 84 47 299 275
Other income 239 190 592 493

Total noninterest income 711 694 2,067 2,096

Noninterest Expense
Salaries and employee benefits 1,097 973 3,314 2,880
Occupancy expense, net 183 158 562 479
Furniture and equipment expense 143 134 421 366
Other expense 681 606 2,004 1,800

Total noninterest expense 2,104 1,871 6,301 5,525

Income before income taxes 1,832 1,503 4,711 3,856
Income taxes 588 465 1,497 1,184
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NET INCOME $ 1,244 $ 1,038 $ 3,214 $ 2,672

Earnings per Share - basic $ 0.80 $ 0.67 $ 2.08 $ 1.74

Earnings per Share - diluted $ 0.78 $ 0.65 $ 2.01 $ 1.67

Dividends per share $ 0.25 $ 0.23 $ 0.75 $ 0.69

Average shares outstanding - basic 1,548,204 1,538,727 1,546,833 1,534,681
Average shares outstanding - diluted 1,599,655 1,599,004 1,599,228 1,599,977

See accompanying notes to unaudited consolidated financial statements.
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Dimeco, Inc.

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (unaudited)

Three months ended
September 30,

Nine months ended
September 30,

2005 2004 2005 2004

Net income $ 1,244 $ 1,038 $ 3,214 $ 2,672

Other comprehensive income:
Unrealized gain (loss) on available for sale securities (132) 37 (195) (429)
Less: Reclassification adjustment for gain included in net income �  5 2 91

Other comprehensive income (loss) before tax (132) 32 (197) (520)

Income tax expense (benefit) related to other comprehensive income (loss) (45) 11 (67) (177)

Other comprehensive income (loss), net of tax (87) 21 (130) (343)

Comprehensive income $ 1,157 $ 1,059 $ 3,084 $ 2,329

See accompanying notes to the unaudited consolidated financial statements.
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Dimeco, Inc.

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS� EQUITY (unaudited)

(amounts in thousands) Common
Stock

Capital
Surplus

Retained
Earnings

Accumulated
Other

Comprehensive
Income
(Loss)

Treasury
Stock

Total
Stockholders�

Equity

Balance December 31, 2004 $ 774 $ 4,377 $ 24,496 $ 49 $ �  $ 29,696
Net income 3,214 3,214
Net unrealized loss on available for sale securitites (129) (129)
Exercise of stock options 2 68 70
Purchase treasury stock (1,062) (1,062)
Cash dividends ($.75 per share) (1,156) (1,156)

Balance, September 30, 2005 $ 776 $ 4,445 $ 26,554 $ (80) $ (1,062) $ 30,633

See accompanying notes to the unaudited consolidated financial statements.
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Dimeco, Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS (unaudited)

(in thousands)
2005 2004

For the nine months ended September 30,

Operating Activities
Net income $ 3,214 $ 2,672
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for loan losses 575 1,126
Depreciation and amortization 590 530
Amortization of premium and discount on investment securities, net (485) (40)
Amortization of net deferred loan origination fees (74) (71)
Investment securities gains (2) (91)
Origination of loans held for sale (8,840) (7,980)
Proceeds from sale of loans 9,174 8,251
Mortgage loans sold gains, net (222) (295)
Decrease (increase) in accrued interest receivable (86) 85
Increase (decrease) in accrued interest payable 49 (165)
Deferred federal income taxes 86 12
Other, net (362) (484)

Net cash provided by operating activities 3,617 3,550

Investing Activities
Investment securities available for sale:
Proceeds from sales 6 168
Proceeds from maturities or paydown 162,224 66,064
Purchases (149,250) (46,112)
Net increase in loans (33,563) (33,658)
Purchase of Federal Home Loan Bank stock (32) (558)
Purchase of premises and equipment (973) (1,336)

Net cash used for investing activities (21,588) (15,432)

Financing Activities
Net increase in deposits 21,454 7,860
Net decrease in short-term borrowings (829) (885)
Proceeds from other borrowed funds 3,000 9,000
Repayment of other borrowed funds (358) (155)
Purchase treasury stock (1,062) �  
Proceeds from exercise of stock options 70 209
Cash dividends paid (1,162) (1,049)

Net cash provided by financing activities 21,113 14,980

Increase in cash and cash equivalents 3,142 3,098

Cash and cash equivalents at beginning of period 5,132 10,210

Cash and cash equivalents at end of period $ 8,274 $ 13,308
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See accompanying notes to unaudited consolidated financial statements.
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Dimeco, Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

NOTE 1 � SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The consolidated financial statements include the accounts of Dimeco, Inc. (the �Company�) and its wholly-owned subsidiary The Dime Bank (the
�Bank�). The financial statements of The Dime Bank include the consolidated financial statements of the Bank�s wholly-owned subsidiary, TDB
Insurance Services, LLC. All significant intercompany balances and transactions have been eliminated in the consolidation.

The accompanying unaudited consolidated financial statements have been prepared in accordance with the instructions to Form 10-Q and,
therefore, do not necessarily include all information that would be included in audited financial statements. The information furnished reflects all
adjustments which are, in the opinion of management, necessary for a fair statement of the results of operations. All such adjustments are of a
normal recurring nature. The results of operations for the interim periods are not necessarily indicative of the results to be expected for the full
year.

Certain comparative amounts for prior periods have been reclassified to conform to current year presentation. The reclassifications did not affect
net income or equity capital.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards No. 123 (revised
2004), Share-Based Payment (FAS No. 123R). FAS No. 123R revised FAS No. 123, Accounting for Stock-Based Compensation, and supersedes
APB Opinion No. 25, Accounting for Stock Issued to Employees, and its related implementation guidance. FAS No. 123R will require
compensation costs related to share-based payment transactions to be recognized in the financial statement (with limited exceptions). The
amount of compensation cost will be measured based on the grant-date fair value of the equity or liability instruments issued. Compensation cost
will be recognized over the period that an employee provides service in exchange for the award.

In April, the Securities and Exchange Commission adopted a new rule that amends the compliance dates for FAS No. 123R. The Statement
requires that compensation cost relating to share-based payment transactions be recognized in financial statements and that this cost be measured
based on the fair value of the equity or liability instruments issued. FAS No. 123R covers a wide range of share-based compensation
arrangements including share options, restricted share plans, performance-based awards, share appreciation rights, and employee share purchase
plans. The Company will adopt FAS No. 123R on January 1, 2006 and is currently evaluating the impact the adoption of the standard will have
on the Company�s results of operations.
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In March 2005, the Securities and Exchange Commission (�SEC�) issued Staff Accounting Bulletin No. 107 (�SAB No. 107�), Share-Based
Payment, providing guidance on option valuation methods, the accounting for income tax effects of share-based payment arrangements upon
adoption of FAS No. 123R, and the disclosures in MD&A subsequent to the adoption. The Company will provide SAB No. 107 required
disclosures upon adoption of FAS No. 123R on January 1, 2006 and is currently evaluating the impact the adoption of the standard will have on
the Company�s financial condition, results of operations, and cash flows.

In December 2004, FASB issued FAS No. 153, Exchanges of Nonmonetary Assets - An Amendment of APB Opinion

�8�
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No. 29. The guidance in APB Opinion No. 29, Accounting for Nonmonetary Transactions, is based on the principle that exchanges of
nonmonetary assets should be measured based on the fair value of the assets exchanged. The guidance in that Opinion, however, included certain
exceptions to that principle. FAS No. 153 amends Opinion No. 29 to eliminate the exception for nonmonetary exchanges of similar productive
assets and replaces it with a general exception for exchanges of nonmonetary assets that do not have commercial substance. A nonmonetary
exchange has commercial substance if the future cash flows of the entity are expected to change significantly as a result of the exchange. The
provisions of FAS No. 153 are effective for nonmonetary asset exchanges occurring in fiscal periods beginning after June 15, 2005. Early
application is permitted and companies must apply the standard prospectively. The adoption of this standard is not expected to have a material
effect on the Company�s results of operations or financial position.

In June 2005, the FASB issued FAS No. 154, Accounting Changes and Errors Corrections, a replacement of APB Opinion No. 20 and FAS
No. 3. The Statement applies to all voluntary changes in accounting principle, and changes the requirements for accounting for and reporting of a
change in accounting principle. FAS No. 154 requires retrospective application to prior periods� financial statements of a voluntary change in
accounting principle unless it is impractical. APB Opinion No. 20 previously required that most voluntary changes in accounting principle be
recognized by including in net income of the period of the change the cumulative effect of changing to the new accounting principle. FAS
No.154 improves the financial reporting because its requirements enhance the consistency of financial reporting between periods.

Stock Options

As permitted under Statement of Financial Accounting Standards (�FAS�) No. 123 �Accounting for Stock-based Compensation,� the Company
has elected to continue following Accounting Principles Board Opinion No. 25, �Accounting for Stock Issued to Employees� (�APB 25�), and
related Interpretations, in accounting for stock-based awards to employees. Under APB 25, because the exercise price of the Company�s
employee stock options equals the market price of the underlying stock on the date of the grant, no compensation expense is recognized in the
Company�s financial statements. On September 22, 2005 the Board of Directors granted 20,000 stock options which vest in 2005 to officers of
the Company. The following table represents pro forma net income and earnings per share had compensation expense been included in stock
option plan costs as determined based on the fair value at the grant dates for options granted under these plans consistent with FAS No. 123:

Three months ended

September 30,

Nine months ended

September 30,

2005 2004 2005 2004

Net income as reported $ 1,244 $ 1,038 $ 3,214 $ 2,672
Less pro forma expense related to options 139 4 145 14

Pro forma net income $ 1,105 $ 1,034 $ 3,069 $ 2,658

Basic net income per common share:
As reported $ 0.80 $ 0.67 $ 2.08 $ 1.74
Pro forma $ 0.71 $ 0.67 $ 1.98 $ 1.73

Diluted net income per common share:
As reported $ 0.78 $ 0.65 $ 2.01 $ 1.67
Pro forma $ 0.69 $ 0.65 $ 1.92 $ 1.66

NOTE 2 � EARNINGS PER SHARE
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There are no convertible securities which would affect the numerator in calculating basic and diluted earnings per share; therefore, net income as
presented on the Consolidated Statement of Income (unaudited) will be used
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as the numerator. The following table sets forth the composition of the weighted-average common shares (denominator) used in the basic and
diluted earnings per share computation:

Three months ended

September 30,

Nine months ended

September 30,

2005 2004 2005 2004

Weighted average common stock outstanding 1,551,296 1,538,727 1,549,925 1,534,681

Average treasury stock 3,092 �  3,092 �  

Weighted average common stock and common stock equivalents used to calculate basic earnings
per share 1,548,204 1,538,727 1,546,833 1,534,681

Additional common stock equivalents (stock options) used to calculate diluted earnings per share 51,451 60,277 52,395 65,296

Weighted average common stock and common stock equivalents used to calculate diluted
earnings per share 1,599,655 1,599,004 1,599,228 1,599,977

Options to purchase 20,000 shares of common stock at $35.95 were outstanding during the three and nine months periods of 2005, but were not
included in the computation of diluted earnings per share because to do so would have been anti-dilutive. There were no anti-dilutive effects for
the three and nine month period ended September 30, 2004.

�10�

Edgar Filing: DIMECO INC - Form 10-Q

Table of Contents 16



Table of Contents

MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS

Forward Looking Statement

The Private Securities Litigation Act of 1995 contains safe harbor provisions regarding forward-looking statements. When used in this
discussion, the words, �believes,� �anticipates,� �contemplated,� �expects,� and similar expressions are intended to identify forward-looking statements.
Such statements are subject to certain risks and uncertainties that could cause actual results to differ materially from those projected. Those risks
and uncertainties include changes in interest rates, the ability to control costs and expenses, and general economic conditions. The Company
undertakes no obligation to publicly release the results of any revisions to those forward-looking statements which may be made to reflect events
or circumstances after the date hereof or to reflect the occurrence of unanticipated events.

Financial Condition

Total assets increased $24,188,000 or 7.4% from December 31, 2004 to September 30, 2005.

Cash and cash equivalents increased $3,142,000 or 61.2% with normal fluctuations of federal funds sold balances.

Investment securities available for sale declined $12,689,000 or 22.8% from balances at the beginning of the year. With loan demand continuing
at strong levels, short term commercial paper investments have been utilized to fund loan demand. In addition, $5,071,000 of corporate bonds
matured during the year and was not re-invested in similar investments. Management has continued to invest primarily in commercial paper but
has purchased $2,017,000 of mortgage backed agency securities in an effort to diversify the portfolio.

Loans increased $33,647,000 or 13.3% from December 31, 2004 to September 30, 2005 with the majority of the increase in commercial real
estate loans. Commercial real estate loans increased $25,807,000 or 19.4% during the first nine months of 2005. The bank has continued to grant
loans to customers in the children�s summer camp industry along with loans granted to customers for real estate investment, hospitality services
and recreational vehicle dealerships. Further evidence of the strong economy in our market area is shown by increases in commercial and
industrial loans of $2,338,000 or 5.6%. Construction and real estate development loans have also increased $2,620,000 or 396.0% due to strong
local development of residential properties for resale.

Premises and equipment increased $555,000 or 9.9% with the purchase of a property adjacent to the Honesdale office. That facility is at
maximum capacity with no room for additional needed parking and drive-in lanes which will be accommodated by this purchase.

Total deposits increased $21,454,000 or 7.9% from December 31, 2004 to September 30, 2005. Deposits generated from the new banking office
in Dingmans Ferry, PA account for over $7 million of this growth. The bank continued to offer a high rate certificate of deposit product with
success in migrating funds which were reaching maturity from a promotion offered three years ago while attracting new deposits and customers.
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Certificates of deposit less than $100,000 increased $5,063,000 over the period. The highest rate is offered to customers who have multiple
accounts with the bank, attracting additional lower or noninterest deposits along with the certificates of deposit. In addition, deposit balances in
the Certificate of Deposit Account Registry
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Service (CDARS) increased $3,203,000 since December 31, 2004 due to greater sales efforts of this product. Demand deposits increased
$7,391,000 or 24.3%, including $2,056,000 from the Dingmans Ferry office, with the remainder of the growth due to increased market
penetration in all offices, new accounts opened in connection with the certificate of deposit promotion and temporary deposits associated with
the high volume of real estate transactions in abstract company and lawyers� accounts. Municipal school district interest-bearing deposits
increased in the third quarter as usual due to collection of local school real estate taxes. These funds were bid to local financial institutions in
October with The Dime Bank garnering the majority of the certificates of deposits. School districts typically structure the funds in certificates of
deposit with bi-weekly maturities in order to fund their cash needs.

Other borrowed funds increased $2,642,000 or 23.3% over the first nine months of 2005 due to borrowing $3,000,000 from the Federal Home
Loan Bank of Pittsburgh (FHLB), offset by repayment of previous debt of $358,000. These fixed rate borrowings are mainly used as an
asset/liability strategy in order to offer fixed rate loans to customers while managing interest rate risk.

Stockholders� equity increased $937,000 or 3.2% from December 31, 2004 to September 30, 2005. Net income of $3,214,000 was offset by
dividend declarations of $1,156,000. With short term interest rates increasing 150 basis points since January 1, 2005, the available for sale
investment portfolio declined in market value representing a net decrease of $129,000 in accumulated other comprehensive income during the
period. Regulatory capital ratios of 11.5% total risk-based capital and 10.2% Tier I capital continue to exceed the regulatory guidelines of 8.0%
and 4.0%. The Company�s leverage ratio was 8.9% at September 30, 2005 and compared favorably to the regulatory minimum of 3.0%.

Results of Operations

Comparison of the three months ended September 30, 2005 and 2004

Net income for the quarter ended September 30, 2005 was $1,244,000 representing an increase of $206,000 or 19.8% over net income in the
third quarter of 2004.

Net interest income increased $466,000 or 15.8% in 2005 as compared to the third quarter of 2004.

Interest earned on loans increased $908,000 or 25.5% in the third quarter of 2005 as compared to the same quarter in 2004. The prime interest
rate increased 2.00% over the period, driving the average interest rate received on loans up 54 basis points. Approximately 67% of the loan
portfolio is in variable interest rate loans. The majority of these loans reprice annually on the anniversary date of the loan and the remaining
portfolio reprice at the end of the month based on changes in the prime rate. Commercial real estate loans have generally been granted with a
fixed interest rate of up to three years and then revert to annually adjustments based on the prime interest rate. Currently interest rates are fixed
for either one or two years based upon interest rate projections. This strategy enhances loan growth but has the effect of slowing both the
increase in interest income in a rising rate environment and the decrease in interest rates in a declining interest rate environment. From an
interest rate risk assessment management is willing to accept the lag in rate increases at this time due to our ability to quote market rates at
origination with the understanding that income will rise in future periods. This increase in average interest rates received is enhanced by an
increase of $33,416,000 in average loans from September 2004 to September 2005.

Interest earned on investments declined $19,000 in the third quarter of 2005 as compared to 2004 due mainly to a $3,089,000 decrease in the
average portfolio. This decrease was partially offset by an increase of 27 basis points in the average rate earned on these investments.
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Interest expense increased $454,000 or 40.9% in the third quarter of 2005 as compared to the same period in 2004. Interest paid to depositors
increased $392,000 or 40.2%. The average balance of interest-bearing deposits increased $17,129,000 or 7.4% while the average interest rate
paid increased 49 basis points to 2.2%. The bank began advertising certificate of deposit products with nonstandard terms paying a high interest
rate in the fourth quarter of 2004 in order to attract new deposits and maintain maturing funds from 36 month certificates of deposit originated in
2002. Balances of all other interest-bearing deposits have either shown slight increases or maintained balances while increases in interest rates
paid have increased slightly. In general interest rates have continued to grow with a lag to market rate increases except in savings accounts
where balances have declined $447,000 on average and the average interest rate paid on passbook savings showed no change.

The provision for loan losses is charged to operations to bring the total allowance for loan losses to a level that represents management�s best
estimates of the losses inherent in the portfolio, based on:

� historical experience;

� volume;

� type of lending conducted by the Bank;

� industry standards;

� the level and status of past due and non-performing loans;

� the general economic conditions in the Bank�s lending area; and

� other factors affecting the collectibility of the loans in its portfolio.

The provision for loan losses decreased $79,000 or 30.3% from 2004 to 2005. Among other considerations, the level of delinquent and
nonaccrual loans has greatly declined from previous periods.

Noninterest income remained stable, showing a slight increase of $17,000 or 2.4% in the third quarter of 2005 as compared to the same quarter
in 2004. Income generated from sales of residential mortgage loans in the third quarter of 2005 declined $76,000 or 56.7%. Origination activity
slowed in the third quarter of 2005 as compared to 2004 with management belief that refinance activity is near the saturation point and belief
that we are seeing greater competition from mortgage brokers in the area. Income generated from the bank�s merchant card program increased
$16,000 or 77.4% over the period with a full-time employee assigned to the program and a more dedicated approach to timely adjustment of
rates. Fees earned in relation to ATM and debit cards increased $20,000 or 51.2% with a greater number of cards issued and greater use of the
electronic payment system. Brokerage commissions increased $37,000 or 78.7% with greater market penetration due to referrals to existing
customers and sales to new customers. Many other increases and decreases in individual accounts comprise the remaining difference, no one of
which is a material change in itself.

Salaries and employee benefits increased $124,000 or 12.7% in the third quarter of 2005 as compared to 2004. This increase in the result of a
number of events: 1) several middle managers were hired in late 2004 and January 2005; 2) due to increasing local competition for a limited
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number of entry level employees, entry level pay scales were increased in January 2005; 3) the Dingmans Ferry office opened in December 2005
with additional staff hired in the fourth quarter of 2004; and 4) all other employees were granted annual salary increases in January 2005.
Additionally, the cost per employee for benefits was greater in 2005 than in 2004 based upon higher costs of medical insurance along with a
greater number of employees who were eligible for all benefits.
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Due to the opening of the Dingmans Ferry office, expenses relating to both occupancy and furniture and equipment expense increased in 2005
compared to 2004. Occupancy expense of $183,000 was $25,000 or 15.8% greater in 2005 as compared to the same period in 2004 and furniture
and equipment expense of $143,000 was $9,000 or 6.7% greater in the third quarter of 2005 than in 2004.

Other expense increased $75,000 or 12.4% in 2005 over the same period in 2004 due to a number of factors. The most notable were an increase
in advertising expense of $29,000 or 45.2%, relating to the use of outside consultants to advise on methods to increase deposits, and costs
incurred in the celebration of the bank�s 100th anniversary in December 2005, along with $9,000 additional expense relating to preparation for
greater regulatory reporting in the area of Sarbanes-Oxley Section 404 compliance. Many other increases and decreases in individual accounts
comprise the remaining difference, no one of which is a material change in itself.

Comparison of the nine months ended September 30, 2005 and 2004

Net income increased $542,000 or 20.3% in the first nine months of 2005 as compared to 2004.

Net interest income increased $1,109,000 or 13.2% in 2005 as compared to 2004. Increases in both interest rates and volume in both
interest-earning assets and interest-costing liabilities are responsible for these results. Interest income increased $2,197,000 or 18.9% in 2005 as
compared to 2004 due primarily to earnings on loans. The average balance of loans increased $32,646,000 or 14.0% while the average interest
rate earned on those loans rose .42% to 6.19% in 2005.

Interest income derived from the investment portfolio declined $21,000 or 1.6% on taxable investments and $77,000 or 41.2% on tax exempt
investments. The average balance of taxable investments decreased $1,772,000 or 3.6% with interest rates earned improving to an average rate
of 3.54% in 2005 compared to 3.45% in 2004. The decline in earnings on tax exempt bonds is the result of a decline of $2,258,000 or 38.9% in
the average balance of these bonds combined with a decline in the average interest rate earned on this type investment of .16% as compared to
the previous year.

Interest expense increased $1,088,000 or 34.1% in 2005 as compared to 2004 with greater expense in each category. Average interest-bearing
deposits increased $15,403,000 or 6.7% in 2005 as compared to the first nine months of 2004 and the average interest rate paid increased .35%
due to market rate increases combined with greater interest in the special certificate of deposit product. Short-term market interest rates
increased 150 basis points since January 1, 2005, but rates paid on deposits increased on a much slower scale and will continue to gradually
increase over the rest of the year if there is no significant change in market rates. Average balances of securities sold under agreement to resell
increased $2,920,000 or 24.6% while the interest rate paid on these liabilities increased 43 basis points. Management took advantage of fixed
rate financing from the FHLB in the past twelve months in order to lock in rates while granting fixed rate loans for similar periods. Average
balances of these advances increased a net amount of $5,819,000 or 87.9% in the past twelve months while the average interest rate paid on the
borrowings increased 35 basis points. Included in the net increase was a maturity of $3,000,000 which carried an interest rate of 6.9%, assisting
in tempering the average increase in interest rate.

Total noninterest income declined $29,000 or 1.4% in the first nine months of 2005 as compared to the same period in 2004. Gains on mortgage
loans held for sale declined $73,000 or 24.7%. Originations recorded in 2005 were less than in the past few years as customers had already
converted their financing to more favorable interest rates. In 2004 management took advantage of gains in equity holdings in order to recognize
income of
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$91,000 compared to $2,000 in 2005. An expense relating to a decline in the market value of mortgage servicing rights of $75,000 was booked
in the second quarter of 2005; no similar adjustment was necessary in 2004. Title insurance activity was $39,000 greater in the first nine months
of 2005 as compared to income earned at the commencement of the program in 2004. Fee income in relation to the merchant card program has
increased $65,000 or 144.5% in 2005 as compared to 2004 with greater scrutiny of the rates charged and allocation of a full time employee to
the program. Fees relating to usage of debit cards, both by our customers for purchases and from others using our ATM network, has increased
$52,000 or 52.5% in 2005 as compared to 2004.

The provision for loan loss declined $551,000 or 48.9% due to additional expense recorded in 2004 which was unmatched in 2005. Also, net
charge-offs in 2005 represented greater dollars recovered on previous charge-offs than loans actually charged-off for the year. Management and
the Board of Directors review the analysis of the allowance for loan loss on a regular basis and believe that the allowance is adequate at its
current level.

Salaries and employee benefits increased $434,000 or 15.1% in 2005 as compared to 2004. Among the items contributing to this increase is the
addition of staff both at the middle management and entry levels, staff added in conjunction with the opening of our fifth branch in December
2004 and commencement of the operation of our title insurance subsidiary in the fourth quarter of 2004. In addition, the Company is paying
higher rates for health insurance along with a greater number of employees eligible for all extended benefits.

Expenses relating to occupancy and furniture and equipment increased $83,000 or 17.3% and $55,000 or 15.0%, respectively, relating primarily
to the opening of the newest banking office in Dingmans Ferry, PA in December 2004.

Other expense increased $204,000 or 11.3% over the previous year due primarily to expenses associated with consultation in marketing deposit
products of $84,000 or 51.6% and consultation relating to preparation for implementation of Sarbanes Oxley Section 404 compliance of $36,000
which was unmatched in 2004. Expenses relating to computer software amortization, purchase of annual or small programs and maintenance
contracts on programs increased $33,000 or 15.1% with new products utilized in the current year. The costs to operate our ATM network
increased $24,000 or 22.4% in 2005 due to the cost of generating new cards and higher expenses charged by our processor. Telephone expenses
increased $17,000 or 28.4% relating mainly to the addition of the Dingmans Ferry office. Expenses relating to moving the backroom processing
of our trust department declined $17,000 due to one time charges paid in 2004 to discontinue a contract with a third party. Various other
accounts showed changes in costs, no one of which was material to this discussion.

Liquidity and Cash Flows

To ensure that the Company can satisfy customer credit needs for current and future commitments and deposit withdrawal requirements, the
Bank manages the liquidity position by ensuring that there are adequate short-term funding sources available for those needs. Liquid assets
consist of cash and due from banks, federal funds sold, interest-bearing deposits with other banks and investment securities maturing in one year
or less. The following table shows these liquidity sources, minus short-term borrowings, as of September 30, 2005 compared to December 31,
2004:
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(dollars in thousands)

September 30,

2005

December 31,

2004

Cash and due from banks $ 6,136 $ 4,139
Interest-bearing deposits with other banks 19 15
Federal funds sold 2,119 978
Mortgage loans held for sale �  112
Investment securities maturing or repricing in one year or less 27,056 45,208

35,330 50,452
Less short-term borrowings 13,204 12,033

Net liquidity position $ 22,126 $ 38,419

As a percent of total assets 6.32% 11.80%

Included in short-term borrowings is $2,000,000 borrowed from FHLB as a long term borrowing with a maturity date of June 28, 2006.

The Bank has the ability to borrow from the Federal Home Loan Bank of Pittsburgh with the maximum borrowing capacity at September 30,
2005 of $70 million. Other sources of liquidity are cash flows from regularly scheduled and prepayments of loans, sales or maturities in the
investment portfolio, sales of residential mortgages in the secondary market, operating income and deposit growth. The Consolidated Statement
of Cash Flows specifically details the contribution of each source.

Management monitors liquidity on a consistent basis and feels that liquidity levels are adequate. We are not aware of any known trends, events
or uncertainties that will have or is reasonably likely to have a material effect on the Company�s liquidity, capital resources or operations nor are
we aware of any current recommendations by regulatory authorities, which if implemented, would have such an effect.

Risk Elements

The table below presents information concerning nonperforming assets including nonaccrual loans, renegotiated loans, loans 90 days or more
past due, other real estate loans and repossessed assets at September 30, 2005 and December 31, 2004. A loan is classified as nonaccrual when,
in the opinion of management, there are doubts about collectability of interest and principal. At the time the accrual of interest is discontinued,
future income is recognized only when cash is received. Impaired loans are recognized according to FASB 114, �Accounting by Creditors for
Impairment of a Loan � Income Recognition and Disclosure�. Renegotiated loans are those loans which terms have been renegotiated to provide a
reduction or deferral of principal or interest as a result of the deterioration of the borrower.
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(dollars in thousands)

September 30,

2005

December 31,

2004

Loans on nonaccrual basis $ 150 $ 261
Loans past due 90 days or more 359 293
Impaired loans �  461

Total nonperforming loans 509 1,015
Other real estate �  �  
Repossessed assets �  �  

Total nonperforming assets $ 509 $ 1,015

Nonperforming loans as a percent of total loans 0.2% 0.4%

Nonperforming assets as a percent of total assets 0.1% 0.3%

Allowance for loan loss as a percent of loans 1.31% 1.25%

Management believes the level of the allowance for loan losses at September 30, 2005 is adequate to cover probable losses inherent in the loan
portfolio. The relationship between the allowance for loan losses and outstanding loans is a function of the credit quality and known risk
attributed to the loan portfolio. The on-going loan review program and management analysis is used to determine the adequacy of the allowance
for loan losses.

There are no loans classified as impaired under the terms of FAS No. 114, �Accounting by Creditors for Impairment of a Loan � Income
Recognition and Disclosure� at September 30, 2005.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

A key function of management in its role as the Asset/Liability Committee (�ALCO�) is to evaluate the Company�s exposure to interest rate risk.
The primary business of the Company in the financial services industry is to act as a depository financial intermediary. In this role, an integral
element of risk involves the chance that prevailing interest rates will adversely affect assets, liabilities, capital, income and/or expense at
different times and in different amounts. The ALCO is comprised of the following bank officers: all Senior Officers, the Vice President of
Deposit Operations, the Vice President of Information Technology and the Marketing Officer. This committee reports directly to the Board of
Directors on at least a quarterly basis.

Two separate reports are used to assist in measuring interest rate risk. The first is the Statement of Interest Sensitivity Gap report. This report
matches all interest-earning assets and all interest-bearing liabilities by the time frame in which funds can be reinvested or repriced. The second
report is the Interest Rate Shock Analysis discussed in more detail below. In both reports, there are inherent assumptions that must be used in the
evaluation. These assumptions include the maturity or repricing times of deposits, even though all deposits, other than time deposits, have no
stated maturity and the reference that interest rate shifts will be parallel, with the rates of assets and liabilities shifting in the same amount in the
same time frame. In reality, various assets and various liabilities will react differently to changes in interest rates, with some lagging behind the
change and some anticipating the upcoming change and reacting before any actual change occurs. Each tool also suggests that there is a
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propensity to replace assets and liabilities with similar assets and liabilities rather than taking into consideration management�s ability to
reallocate the Balance Sheet. In addition, the models used do not include any elements to determine how an action by management to increase or
decrease interest rates charged on loans or paid on deposits or to increase borrowings at the FHLB will affect the results of the analysis. In spite
of these limitations, these analyses are still very good tools to assist in management of the Company and similar versions of these same reports
are used by all financial institutions.
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Statement of Interest Sensitivity Gap

(amounts in thousands) 90 days
or less

>90 days
but < 1 year

1 - 5

years >5 years Total

Assets:
Interest-bearing deposits in other banks $ 2,138 $ �  $ �  $ �  $ 2,138
Mortgage loans held for sale �  �  �  �  �  
Investment securities available for sale (1) (4) (6) 17,121 9,935 11,578 5,322 43,956
Investment securities held to maturity (1) �  �  199 �  199
Loans (1) (5) 73,263 82,912 86,579 45,134 287,888

Rate sensitive assets $ 92,522 $ 92,847 $ 98,356 $ 50,456 $ 334,181

Liabilities:
Interest-bearing deposits:
Interest-bearing demand (2) $ 4,063 $ 12,696 $ 34,024 $ �  $ 50,783
Money market (3) 4,873 14,333 9,459 �  28,665
Savings (2) 3,255 10,171 27,257 �  40,683
Time deposits 22,024 56,896 55,174 �  134,094
Short-term borrowings 11,204 �  �  �  11,204
Other borrowings �  2,000 3,000 8,991 13,991

Rate sensitive liabilities $ 45,419 $ 96,096 $ 128,914 $ 8,991 $ 279,420

Interest sensitivity gap $ 47,103 $ (3,249) $ (30,558) $ 41,465 $ 54,761
Cumulative gap $ 47,103 $ 43,854 $ 13,296 $ 54,761
Cumulative gap to total assets 13.46% 12.53% 3.80% 15.65%

(1) Investments and loans are included in the earlier of the period in which interest rates are next scheduled to adjust or in which they are due.
No adjustment has been made for scheduled repayments or for anticipated prepayments.

(2) Interest-bearing demand deposits, Passbook savings and Statement savings are segmented based on the percentage of decay method. The
decay rates used include 8.00% 0-3 months, 12.50% 4-6 months, 12.50% 7-12 months and 67.00% 13-36 months.

(3) Money market deposits are segmented based on the percentage of decay method. The decay rates used include 17.00% 0-3 months,
25.00% 4-6 months, 25.00% 7-12 months and 33.00% 13-36 months.

(4) Includes Federal Home Loan Bank and Atlantic Central Bankers Bank stock which is included in Other Assets on the Consolidated
Financial Statements.

(5) Does not include loans in nonaccrual status, deposit overdrafts, unposted items or deferred fees on loans.
(6) Among Dimeco�s investment portfolios are step-up securities. These securities are characterized by having tiered (usually increasing)

interest rates over their life. Due to this feature these securities have been reallocated from their matuity date to their next step-up date. The
specific impact of this policy by timeframe is as follows: �90 days or less� increased $2,985 �>90 days but < 1� year increased $6,924 �1 - 5
years� decreased $13 and �>5 years� decreased $9,896.

As this report shows, the Company was in an asset sensitive position at September 30, 2005. This means that in the one year time frame there
were more interest-sensitive assets than liabilities. Management feels that the optimal position in a rising interest rate scenario is to be asset
sensitive since assets tend to reprice quicker than liabilities. The Company has classified its callable, step-up U.S. Government Agency bonds in
the periods in which the bonds will next reprice versus the period in which they mature since, in management�s judgment, these repricing events
will occur either through the purchase terms or through the call functions inherent in the bonds.
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The second report used to monitor interest rate risk is the Interest Rate Shock Analysis. This tool attempts to determine the affect on income of
various shifts in the interest rate environment. In particular, a shift of 200 basis points, or 2% in interest rates, is the industry standard. Given a
downward shift of 200 basis points, net interest income would decrease by $968,000 or 6.5% while net income would decrease $655,000 or
10.5%. Given the Federal Reserve�s current stance of increasing interest rates regularly, management feels that a general decrease in interest rates
of this magnitude is not probable. The results of a potential shift of 200 basis points in either direction are well within internal policy guidelines.
If the results were not tolerable, our policy would determine that management should reallocate the Balance Sheet in order to maintain
compliance with the policy.
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CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedures

Based on their evaluation as of a date within 90 days of the filing date of this Quarterly Report on Form 10-Q, the Registrant�s principal
executive officer and principal financial officer have concluded that the Registrant�s disclosure controls and procedures (as defined in Rules
13a-14(c) and 15d-14(c) under the Securities Exchange Act of 1934 (the �Exchange Act�)) are effective to ensure that information required to be
disclosed by the Company in reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported within the
time periods specified in Securities and Exchange Commission rules and forms.

Changes in internal controls

There were no significant changes in the Registrant�s internal controls or in other factors that could significantly affect these controls subsequent
to the date of their evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.
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PART II - OTHER INFORMATION

Item 1 - Legal Proceedings

NONE

Item 2 - Unregistered Sales of Equity Securities and Use of Proceeds

Total number
of shares
purchased

Average price
paid per share

Total number
of shares

purchased as
part of publicly
announced
plans or
programs

Maximum
number of
shares that
may yet be
purchased
under the
plans or
programs

7/1/05 to 7/31/05 �  �  �  72,300
8/1/05 to 8/31/05 3,000 $ 35.50 3,000 69,300
9/1/05 to 9/30/05 22,000 $ 35.50 22,000 47,300

Total 25,000 $ 35.50 25,000

Item 3 - Defaults upon Senior Securities

NONE

Item 4 - Submissions of Matters to a Vote of Security Holders

NONE

Item 5 - Other Information

NONE

Item 6 - Exhibits

Report on October 26, 2005 - News Release of Registrant � Dimeco, Inc. Announces Earnings at September 30, 2005

Exhibit

Number:
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31.1 Certification Pursuant to 15 U.S.C. Section 10A, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2003

31.2 Certification Pursuant to 15 U.S.C. Section 10A, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2003

32 Certification Pursuant to 18 U.S.C. Section 1350

99 Report of Independent Registered Public Accounting Firm
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The following exhibits are included in this Report or incorporated herein by reference:

3(i) Articles of Incorporation of Dimeco, Inc.*

3(ii) Amended Bylaws of Dimeco, Inc.****

10.1 2000 Independent Directors Stock Option Plan**

10.2 2000 Stock Incentive Plan***

10.3 Form of Salary Continuation Plan for Executive Officers****

10.4 Form of Deferred Compensation Plan for Directors****

* Incorporated by reference to the Exhibit 3A to the Form S-4 (File No. 333-58936) filed with the Commission on February 26, 1993.
** Incorporated by reference to Exhibit 99.1 to the Form S-8 (File No. 333-69420) filed with the Commission on September 14, 2002.
*** Incorporated by reference to Exhibit 99.1 to the Form S-8 (File No. 333-69416) filed with the Commission on September 14, 2002.
**** Incorporated by reference to the identically numbered exhibits of the Registrant�s Form 10-KSB for the year ended December 31, 2001

filed on March 26, 2002.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused the report to be signed on its behalf by the
undersigned, thereunto duly authorized.

DIMECO, INC.

Date: November 10, 2005 By: /s/ Gary C. Beilman

Gary C. Beilman
President and Chief Executive Officer

Date: November 10, 2005 By: /s/ Maureen H. Beilman

Maureen H. Beilman
Chief Financial Officer
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