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ITEM 8.01 OTHER EVENTS.

On January 8, 2010, First Keystone Corporation, the parent
company of First Keystone National Bank, announced that it has
uncovered through an internal investigation a defalcation with a
maximum exposure of approximately $850,000. This amount is based
on the results of management's preliminary investigation. The
corporation determined the defalcation was a result of
unauthorized activities of an employee (non officer) of the bank,
who has been terminated. Although the investigation is ongoing,
there does not appear to be any losses which include the
involvement of any other employee. The corporation believes that
the defalcation does not include any customer accounts unrelated
to the employee. The appropriate governmental authorities have
been notified and the bank is cooperating fully with respect to
the authorities' investigation.

The corporation maintains insurance coverage for this type of
risk with a deductible of $50,000. Management expects that this
claim will constitute a covered loss and as such the total
estimated loss should not exceed $50,000 on a pre tax or $33,000
net of income taxes.

Management 1is vigorously evaluating the impact of this incident
on its current controls and procedures and will implement any
changes necessary to address the issues raised by this isolated
event. Further, through management's investigation, sufficient
evidence has been uncovered to conclude that the soundness and
financial condition of First Keystone Corporation will not be
affected by this event.

The press release is attached hereto as Exhibit 99.1 and
incorporated herein by reference.

Item 9.01. FINANCIAL STATEMENTS AND EXHIBITS

(a) Financial Statements of Business Acquired
(b) Pro Forma Financial Information
(c) Shell Company Transactions.
(d) Exhibits
Exhibit Number Description
99.1 Press Release dated January 8, 2010.
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