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United States
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-Q
(Mark One)
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For quarterly period ended June 30, 2007
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission file number _0-18539
EVANS BANCORP, INC.
(Exact name of registrant as specified in its charter)
New York 16-1332767
(State of other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

14 -16 North Main Street, Angola, New York 14006
(Address of principal executive offices)
(Zip Code)
(716) 926-2000
(Registrant s telephone number, including area code)
Not applicable
(Former name, former address and former fiscal year, if changed since last report)

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 p No o

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 o Accelerated filer o Non-accelerated filer p

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

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest
practicable date:

Common Stock, $.50 par value 2,747,675 shares as of August 1, 2007
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PARTI FINANCIAL INFORMATION

ITEM1 FINANCIAL STATEMENTS

EVANS BANCORP, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2007 AND DECEMBER 31, 2006

(in thousands, except share and per share amounts)

ASSETS

Cash and due from banks
Interest-bearing deposits at banks
Securities:

Available for sale, at fair value
Held to maturity, at amortized cost

Loans and leases, net of allowance for loan and lease losses of $3,866 in 2007
and $3,739 in 2006

Properties and equipment, net
Goodwill

Intangible assets
Bank-owned life insurance
Other assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY

LIABILITIES
Deposits:
Demand

NOW

Regular savings
Muni-vest
Time

Total deposits
Securities sold under agreement to repurchase
Other short-term borrowings

Other liabilities
Junior subordinated debentures

Table of Contents

June 30,
2007

$ 13,907
568

115,387
2,387

298,452

8,536
10,006
2,012
10,457
7,780

$469,492

$ 74,434
10,178
87,771
45,162

155,582

373,127

6,622
5,800
9,457
11,330

December
31,
2006

$ 11,710
882

133,519
4,211

285,367

8,743
10,003
2,298
10,140
7,021

$ 473,894

$ 72,125
11,253
85,084
31,240

156,047

355,749
8,954
24,753

9,089
11,330

4
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Long-term borrowings

Total liabilities

CONTINGENT LIABILITIES AND COMMITMENTS

STOCKHOLDERS EQUITY:

Common stock, $.50 par value; 10,000,000 shares authorized; 2,753,321 and
2,745,338 shares issued, respectively, and 2,747,675 and 2,733,056 shares
outstanding, respectively

Capital surplus

Retained earnings

Accumulated other comprehensive loss, net of tax

Less: Treasury stock, at cost (5,646 and 12,282 shares, respectively)

Total stockholders equity

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY

See Notes to Unaudited Consolidated Financial Statements

22,095

428,431

1,377
26,283
14,416

(906)
(109)

41,061

$469,492

$

24,476

434,351

1,373
26,160
14,196
(1,917)

(269)

39,543

473,894
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PARTI FINANCIAL INFORMATION
ITEMI FINANCIAL STATEMENTS
EVANS BANCORP, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS
THREE MONTHS ENDED JUNE 30, 2007 AND 2006

(in thousands, except share and per share amounts)

INTEREST INCOME

Loans and leases

Interest bearing deposits at banks
Securities:

Taxable

Non-taxable

Total interest income
INTEREST EXPENSE
Deposits

Other borrowings

Junior subordinated debentures

Total interest expense

NET INTEREST INCOME
PROVISION FOR LOAN AND LEASE LOSSES

NET INTEREST INCOME AFTER
PROVISION FOR LOAN AND LEASE LOSSES
NON-INTEREST INCOME:

Bank charges

Insurance service and fees
Net loss on sales of securities
Premium on loans sold
Bank-owned life insurance
Other

Total non-interest income

NON-INTEREST EXPENSE:
Salaries and employee benefits
Occupancy

Supplies

Repairs and maintenance
Advertising and public relations

Table of Contents

Three Months Ended
June 30,
2007 2006
$ 6,094 $ 4,942
10 19
861 1,075
435 483
7,400 6,519
2,670 2,126
313 557
223 206
3,206 2,889
4,194 3,630
345 228
3,849 3,402
548 477
1,423 1,510
(2,302)
4 1
177 128
439 373
289 2,489
2,621 2,440
525 501
73 83
140 134
133 190
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Professional services 273 251
Amortization of intangibles 142 135
Other insurance 90 90
Other 715 660
Total non-interest expense 4,712 4,484
(LOSS) INCOME BEFORE INCOME TAXES (574) 1,407
INCOME TAX (BENEFIT) PROVISION (435) 336
NET (LOSS) INCOME $ (139) $ 1,071
Net (loss) income per common share-basic $ (0.05) $ 0.39
Net (loss) income per common share-diluted $ (0.05) $ 0.39
Cash dividends per common share $ 0.00 $ 0.00
Weighted average number of common shares 2,743,819 2,724,710
Weighted average number of diluted shares 2,743,819 2,727,803

See Notes to Unaudited Consolidated Financial Statements
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PARTI FINANCIAL INFORMATION
ITEMI FINANCIAL STATEMENTS
EVANS BANCORP, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF INCOME

SIX MONTHS ENDED JUNE 30, 2007 AND 2006
(in thousands, except share and per share amounts)

INTEREST INCOME

Loans and leases

Interest bearing deposits at banks
Securities:

Taxable

Non-taxable

Total interest income
INTEREST EXPENSE
Deposits

Other borrowings

Junior subordinated debentures

Total interest expense

NET INTEREST INCOME
PROVISION FOR LOAN AND LEASE LOSSES

NET INTEREST INCOME AFTER
PROVISION FOR LOAN AND LEASE LOSSES

NON-INTEREST INCOME:
Bank charges

Insurance service and fees
Net loss on sales of securities
Premium on loans sold
Bank-owned life insurance
Other

Total non-interest income
NON-INTEREST EXPENSE:
Salaries and employee benefits
Occupancy

Supplies

Repairs and maintenance
Advertising and public relations
Professional services

Table of Contents

Six Months Ended
June 30,
2007 2006
$ 11,694 $ 9,567
97 30
1,873 2,179
878 957
14,542 12,733
5,373 4,021
663 1,040
441 398
6,477 5,459
8,065 7,274
660 510
7,405 6,764
1,019 975
3,552 3,687
(2,303)

5 4
317 233
843 736
3,433 5,635
5,289 4,941
1,128 1,033
151 168
279 271
220 261
525 395
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Amortization of intangibles 286 265
Other insurance 180 177
Other 1,586 1,459
Total non-interest expense 9,644 8,970
INCOME BEFORE INCOME TAXES 1,194 3,429
INCOME TAXES 46 952
NET INCOME 1,148 2,477
Net income per common share-basic 0.42 0.91
Net income per common share-diluted 0.42 0.91
Cash dividends per common share 0.34 0.34
Weighted average number of common shares 2,737,232 2,723,835
Weighted average number of diluted shares 2,737,914 2,725,870
See Notes to Unaudited Consolidated Financial Statements
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PART 1 FINANCIAL INFORMATION
ITEM 1 FINANCIAL STATEMENTS
EVANS BANCORP, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY

SIX MONTHS ENDED JUNE 30, 2007 AND 2006
(in thousands, except share and per share amounts)

Common Capital
Stock Surplus
Balance, January 1, 2006 $ 1,373 $26,155

Impact of adopting SAB
108, net of tax $12
Comprehensive income:
Net Income

Net unrealized loss on
available-for-sale securities,
net of tax effect of $737

Total comprehensive
income

Cash dividends ($0.34 per
common share)

Stock options expense 60
Reissued 9,642 shares

treasury stock under

dividend reinvestment plan (33)

Reissued 5,773 shares
treasury stock under
employee stock purchase

plan (29)
Purchased 18,050 shares for

treasury

Balance, June 30, 2006 $ 1,373 $26,153

Table of Contents

Accumulated
Other
Retained = Comprehensive
Earnings (Loss)
$ 11,087 $ (1,387)
43
2,477
(1,156)
(928)
$ 12,679 $ (2,543)

Treasury
Stock
$ (352)

219

129

(386)

$ (390

Total
$36,876

43

2,477

(1,156)

1,364

(928)

60

186

100

(386)

$37,272

10



Balance, January 1, 2007

Comprehensive income:
Net Income

Net unrealized gain on
available-for sale securities,
net of reclassification of
loss of $1,413 (after tax)
and tax effect of ($629)

Amortization of prior
service cost and net loss,
net of tax effect ($17)

Total comprehensive
income

Cash dividends ($0.34 per
common share)

Stock options expense

Reissued 8,747 shares
treasury stock under
dividend reinvestment plan

Reissued 2,500 shares of
restricted stock

Issued 7,983 shares treasury
stock

Reissued 4,689 shares
treasury stock under
employment stock purchase
plan

Purchased 9,300 shares for
treasury

Balance, June 30, 2007

See Notes to Unaudited Consolidated Financial Statements
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$

$

1,373

1,377

$26,160

56

2D

(53)

161

(20)

$26,283

$ 14,196

1,148

(928)

$ 14,416

$

$

(1,917)

985

26

(906)

$

$

(269)

195

53

101

(189)

(109)

$39,543

1,148

985

26

2,159

(928)

56

174

165

81

(189)

$41,061

Table of Contents
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PART 1 FINANCIAL INFORMATION

ITEM 1 FINANCIAL STATEMENTS

EVANS BANCORP, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
SIX MONTHS ENDED JUNE 30, 2007 AND 2006

(in thousands)

OPERATING ACTIVITIES:

Interest received

Fees received

Interest paid

Cash paid to employees and suppliers
Income taxes paid

Proceeds from sale of loans held for resale
Originations of loans held for resale

Net cash provided by operating activities

INVESTING ACTIVITIES:
Available for sales securities:
Purchases

Proceeds from sales

Proceeds from maturities

Held to maturity securities:
Purchases

Proceeds from maturities

Additions to properties and equipment
Increase in loans, net of repayments
Sale of other real estate
Acquisitions

Cash paid on earn-out agreements

Net cash provided by used in investing activities

FINANCING ACTIVITIES:
Repayments of short-term borrowings
Repayments of long-term borrowings
Increase in deposits

Dividends paid

Purchase of treasury stock
Re-issuance of treasury stock

Table of Contents

Six Months Ended

June 30,
2007

2006

$ 13,748 $ 13,025

5,367
(6,416)
(8,525)
(1,069)

1,117
(1,385)

2,837

(66,937)
45,653
39,733

(93)

1,917
(193)
(13,676)
(6)

(202)

6,196

(21,285)
(2,381)
17,378

(928)
(189)
255

5,413
(5,523)
(7,806)

(897)
684
(887)

4,009

(333)
10,328

(2,052)
1,861

(409)

(12,943)

(184)
(57)

(3,789)

(5,458)
(2,459)
6,200
(928)
(386)
286

12
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Net cash used in financing activities (7,150) (2,745)
Net increase (decrease) in cash and equivalents 1,883 (2,525)
CASH AND CASH EQUIVALENTS:

Beginning of period 12,592 15,635
End of period $ 14,475 $ 13,110
Table of Contents 13
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PART 1 FINANCIAL INFORMATION
ITEM 1 FINANCIAL STATEMENTS
EVANS BANCORP, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS
SIX MONTHS ENDED JUNE 30, 2007 AND 2006
(in thousands)

Six Months Ended
June 30,
2007 2006

RECONCILIATION OF NET INCOME TO NET CASH PROVIDED BY
OPERATING ACTIVITIES:
Net income $ 1,148 $2,477
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 856 861
Deferred tax expense (benefit) 91 (303)
Provision for loan and lease losses 660 510
Net loss on sales of assets 2,309
Premiums on loans sold 5 4)
Stock options expense 56 60
Proceeds from sale of loans held for resale 1,117 684
Originations of loans held for resale (1,385) (887)
Changes in assets and liabilities affecting cash flow:
Other assets (2,968) (122)
Other liabilities 958 733
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 2,837 $ 4,009
SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FINANCING
ACTIVITIES
Issuance of shares for earn out agreement $ 165 $

See Notes to Unaudited Consolidated Financial Statements

Table of Contents 14
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PART 1 FINANCIAL INFORMATION

ITEM 1 FINANCIAL STATEMENTS

EVANS BANCORP, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

SIX MONTHS ENDED JUNE 30, 2007 AND 2006

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies followed by Evans Bancorp, Inc. (the Company ), a financial holding
company, and its two direct, wholly-owned subsidiaries: (i) Evans National Bank (the Bank ), and the Bank s
subsidiaries, Evans National Leasing, Inc. ( ENL ) and Evans National Holding Corp. ( ENHC ); and (ii) Evans
National Financial Services, Inc. ( ENFS ), and ENFS s subsidiary ENB Insurance Agency, Inc. ( ENBI ) and ENBI s
subsidiaries, Frontier Claims Services, Inc. ( FCS ) and ENB Associates Inc. ( ENB ), in the preparation of the
accompanying interim unaudited consolidated financial statements conform with U.S. generally accepted
accounting principles and with general practice within the banking industry. Except as the context otherwise
requires, the Company and its direct and indirect subsidiaries are collectively referred to in this report as the

Company.

The accompanying consolidated financial statements are unaudited. In the opinion of management, all adjustments
necessary for a fair presentation of the Company s financial position and results of operations for the interim
periods have been made. Such adjustments are of a normal recurring nature.

The results of operations for the three and six month period ended June 30, 2007 are not necessarily indicative of
the results to be expected for the full year. The accompanying unaudited consolidated financial statements should
be read in conjunction with the Audited Consolidated Financial Statements and the Notes thereto included in our
Annual Report on Form 10-K for the year ended December 31, 2006.

2. SECURITIES

Securities which the Company has the positive ability and intent to hold to maturity are stated at amortized cost.
Securities which the Company has identified as available-for-sale are stated at fair value with unrealized gains and
losses excluded from earnings and reported net of deferred income taxes, in accumulated other comprehensive
loss, a component of stockholders equity. Available-for-sale securities are net of unrealized losses of $0.3 million,
$1.5 million and $1.9 million as of June 30, 2007, March 31, 2007, and December 31, 2006, respectively. As of
June 30, 2007 the securities portfolio did not contain any other than temporary declines in fair value.

3. ALLOWANCE FORT.OAN AND LLEASE I OSSES

The allowance for loan and lease losses represents the amount charged against the Bank s earnings to establish an
allowance for probable loan and lease losses based on the management of the Bank s evaluation of the loan and
lease portfolio. Factors considered by the Bank s management in establishing the allowance include: the
collectibility of individual loans and leases, current loan and lease concentrations, charge-off history, delinquent
loan and lease percentages, input from regulatory agencies and general economic conditions.

On a quarterly basis, management of the Bank meets to review and determine the adequacy of the allowance for
loan and lease losses. In making this determination, the Bank s management analyzes the ultimate collectibility of
the loans and leases in its portfolio by incorporating feedback provided by the Bank s internal loan staff, an
independent internal loan review function and information provided by examinations performed by regulatory

Table of Contents 15
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agencies.

The analysis of the allowance for loan and lease losses is composed of three components: specific credit allocation,
general portfolio allocation and a subjective allocation. The specific credit allocation includes a

Table of Contents 16
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detailed review of the credit in accordance with the Statement of Financial Accounting Standards ( SFAS ) No. 114,

Accounting by Creditors for Impairment of a Loan and No. 118, Accounting by Creditors for Impairment of a Loan
Income Recognition and Disclosures, and allocation is made based on this analysis. The general portfolio allocation
consists of an assigned reserve percentage based on the historical loss experience of the loan or lease category.

The subjective portion of the allowance reflects management s evaluation of various conditions, and involves a
higher degree of uncertainty because this component of the allowance is not identified with specific problem credits
of portfolio segments. The conditions evaluated in connection with this component include the following: industry
and regional conditions; seasoning of the loan and lease portfolio and changes in the composition of and growth in
the loan and lease portfolio; the strength and duration of the business cycle; existing general economic and business
conditions in the lending areas; credit quality trends in nonaccruing loans and leases; historical loan and lease
charge-off experience; and the results of bank regulatory examinations.

The following table sets forth information regarding the allowance for loan and lease losses for the six month
periods ended June 30, 2007 and 2006.

Allowance for loan and lease losses

Six months ended June 30,

2007 2006
(in thousands)

Beginning balance, January 1 $ 3,739 $ 3,211
Charge-offs:
Commercial (153) (105)
Real estate 5)
Installment loans €)) (28)
Overdrafts (16) (14)
Direct financing leases (400) (105)
Total charge-offs (578) (252)
Recoveries:
Commercial 9 41
Real estate
Installment loans 1 56
Overdrafts 8 9
Direct financing leases 27 29
Total recoveries 45 135
Net charge-offs (533) (117)
Provision for loan and lease losses 660 510
Ending balance, June 30 $ 3,866 $ 3,604

Table of Contents 17
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Ratio of net charge-offs to average net loans and leases outstanding (annualized)

0.37%

0.09%

Table of Contents
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4. PER SHARE DATA

The common stock per share information is based upon the weighted average number of shares outstanding during
each period, retroactively adjusted for stock dividends and stock splits. The Company s potential dilutive securities
included 682 dilutive shares for the six month periods ended June 30, 2007. There were no dilutive securities for
the three months ended June 30, 2007. There were 3,093 and 2,035 dilutive shares for the three and six month
periods ended June 30, 2006. On February 23, 2007, the Company declared a cash dividend of $0.34 per share
payable on April 2, 2007 to shareholders of record as of March 12, 2007.

Potential common shares that would have the effect of increasing diluted earnings per share are considered to be
anti-dilutive. In accordance with SFAS No. 128, Earnings Per Share, these shares were not included in calculating
diluted earnings per share. As of the three and six month periods ended June 30, 2007, there were approximately

74 thousand and 61 thousand shares, respectively, that are not included in calculating diluted earnings per share
because their effect was anti-dilutive. As of the three and six month periods ended June 30, 2006, there were
approximately 46 thousand and 59 thousand shares that are not included in calculating diluted earnings per share
because their effect was anti-dilutive.

5. TREASURY STOCK

During the quarter ended June 30, 2007 the Company repurchased 5,800 shares of common stock at an average
cost of $20.14 per share, pursuant to the Company s publicly announced common stock repurchase program.

6. SEGMENT INFORMATION

The Company is comprised of two primary business segments, banking and insurance agency activities. The
following tables set forth information regarding these segments for the three and six month periods ended June 30,
2007 and 2006.
Three Months Ended
June 30, 2007
(in thousands)

Insurance
Agency

Banking

Activities Activities Total
Net interest income (expense) $ 4,297 $ (103) $ 4,194
Provision for loan and lease losses 345 345
Net interest income (expense) after provision for loan and
lease losses 3,952 (103) 3,849
Non-interest income (1,134) (1,134)
Insurance service and fees 1,423 1,423
Non-interest expense 3,577 1,135 4,712
(Loss) income before income taxes (759) 185 (574)
Income tax (benefit) provision (509) 74 (435)

Table of Contents 19
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111

$

(139)
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Net interest income (expense)
Provision for loan and lease losses

Six Months Ended
June 30, 2007
(in thousands)

Banking
Activities
$ 8,288
660

Net interest income (expense) after provision for loan and

lease losses

Non-interest income
Insurance service and fees
Non-interest expense

Income before income taxes
Income tax (benefit) provision

Net income

Net interest income (expense)
Provision for loan and lease losses

7,628
(119)

7,360

149
(372)

$ 521

Three Months Ended
June 30, 2006
(in thousands)

Banking
Activities
$ 3,744
228

Net interest income (expense) after provision for loan and

lease losses

Non-interest income
Insurance service and fees
Non-interest expense

Income before income taxes
Income taxes

Net income

3,516
979

3,369

1,126
224

$ 902

10
Insurance
Agency
Activities Total
$ (223) $ 8,065
660
(223) 7,405
(119)
3,552 3,552
2,284 9,644
1,045 1,194
418 46
$ 627 $1,148
Insurance
Agency
Activities Total
$ (114) $ 3,630
228

(114) 3,402

979

1,510 1,510

1,115 4,484

281 1,407

112 336

$ 169 $ 1,071

Table of Contents
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Six Months Ended
June 30, 2006
(in thousands)
Insurance
Agency
Banking
Activities Activities Total
Net interest income (expense) $ 7,506 $ (232) $7,274
Provision for loan and lease losses 510 510
Net interest income (expense) after provision for loan and
lease losses 6,996 (232) 6,764
Non-interest income 1,948 1,948
Insurance service and fees 3,687 3,687
Non-interest expense 6,651 2,319 8,970
Income before income taxes 2,293 1,136 3,429
Income taxes 498 454 952
Net income $ 1,795 $ 682 $2,477

7. CONTINGENT LIABILITIES AND COMMITMENTS

The unaudited consolidated financial statements do not reflect various commitments and contingent liabilities,
which arise in the normal course of business, and which involve elements of credit risk, interest rate risk and
liquidity risk. These commitments and contingent liabilities consist of commitments to extend credit and standby
letters of credit. A summary of the Bank s commitments and contingent liabilities at June 30, 2007 and 2006 is as
follows:

2007 2006
(in
thousands)
Commitments to extend credit $ 57,662 $ 54,966
Standby letters of credit 2,089 2,080
Total $ 59,751 $57,046

Commitments to extend credit and standby letters of credit include some exposure to credit loss in the event of
nonperformance of the customer. The Bank s credit policies and procedures for credit commitments and financial
guarantees are the same as those for extensions of credit that are recorded on the Company s unaudited consolidated
balance sheets. Because these instruments have fixed maturity dates, and because they may expire without being
drawn upon, they do not necessarily represent cash requirements of the Bank. The Bank has not incurred any losses
on its commitments during the past two years.
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Certain lending commitments for construction residential mortgage loans are considered derivative instruments

under the guidelines of SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. The changes
in the fair value of these commitments due to interest rate risk are not recorded on the consolidated balance sheets

as the fair value of these derivatives are not considered material.
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The Company is subject to possible litigation proceedings in the normal course of business. As of June 30, 2007, there
were no claims pending against the Company that management considered to be material.
8. RECLASSIFICATIONS AND ERROR CORRECTION
Certain reclassifications have been made to the 2006 unaudited consolidated financial statements to conform with the
presentation used in 2007.
In the second quarter of 2007, the Company identified an error in its amortization of deferred loan fees in accordance
with SFAS 91. The amortization of these fees was understated by $173 thousand ($106 thousand after tax) due to a
systems error in 2005, 2006 and the first quarter of 2007. The correction of this error was recorded in the three months
ended June 30, 2007 as a $173 thousand increase to loan interest income. Income tax expense was increased by $67
thousand, resulting in an increase in net income of $106 thousand. Neither the origination nor the correction of the
error was material to our financial statements.
9. NET PERIODIC BENEFIT COSTS
The Bank has a defined benefit pension plan covering substantially all Company employees. The plan provides
benefits that are based on the employees compensation and years of service. The Bank uses an actuarial method of
amortizing prior service cost and unrecognized net gains or losses which result from actual experience and
assumptions being different than those that are projected. The amortized method the Bank is using recognizes the
prior service cost and net gains or losses over the average remaining service period of active employees.
The Bank also maintains a nonqualified supplemental executive retirement plan covering certain members of the
Company s senior management. The Bank uses an actuarial method of amortizing unrecognized net gains or losses
which result from actual expense and assumptions being different than those that are projected. The amortization
method the Bank uses recognizes the net gains or losses over the average remaining service period of active
employees.
The following table represents net periodic benefit costs recognized:

Three months ended June 30,
(in thousands)

Supplemental
Executive
Pension Benefits Retirement Plan
2007 2006 2007 2006

Service cost $ 91 $ 79 $ 15 $ 29
Interest cost 61 49 40 38
Expected return on plan assets (62) (58)

Amortization of prior service cost 4 4) 14 14
Amortization of the net loss 7 6 4 4
Net periodic benefit cost $ 93 $ 72 $ 73 $ 85
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Six months ended June 30,
(in thousands)
Supplemental
Executive
Pension Benefits Retirement Plan
2007 2006 2007 2006

Service cost $ 183 $ 158 $ 29 $ 58
Interest cost 121 98 80 76
Expected return on plan assets (123) (116)

Amortization of prior service cost (8 (8) 28 28
Amortization of the net loss 15 12 9 8
Net periodic benefit cost $ 188 $ 144 $ 146 $ 170

10. INCOME TAXES

Income tax expense totaled $46 thousand for the six month period ended June 30, 2007 for an effective tax rate of
3.9%. There was an income tax benefit of $(435) thousand for the second quarter. The low effective tax rate for the
year-to-date and the income tax benefit for the quarter were due to the loss on sale of securities of $2.3 million
incurred in the second quarter. Excluding the loss on sale of securities, the effective tax rate on all other income for
the three-month and six-month periods ended June 30, 2007 was 26.3% and 26.7%, respectively, compared to 23.9%
and 27.8% in the prior year. Excluding the loss on sale of securities, the Company records an effective tax rate for the
period that will be reflective of the projected annual tax rate based on expected supportable tax positions.

11. RECENT ACCOUNTING PRONOUNCEMENTS

Accounting for Uncertainty in Income Taxes In July 2006, the FASB issued FIN 48, Accounting for Uncertainty in
Income Taxes, to set out a consistent framework for tax preparers to use to determine the appropriate level of tax
reserves to maintain for uncertain tax positions. This interpretation of FASB Statement No. 109 uses a two-step
approach wherein a tax benefit is recognized if a position is more likely than not to be sustained. The amount of the
benefit is then measured to be the highest tax benefit that is greater than 50 percent likely to be realized. FIN 48 also
sets out disclosure requirements to enhance transparency of an entity s tax reserves. The Company adopted FIN 48 as
of January 1, 2007. There were no unrecognized tax benefits or penalties at the date of adoption.

The Internal Revenue Service (IRS) commenced examinations of the Company s U.S. Federal income tax returns for
2003, 2004, and 2005 in the first quarter of 2007. It is anticipated that the examination related to these returns will be
completed within the next twelve months. To date, there are no proposed adjustments that will have a material impact
on the Company s financial position or results of operations. All penalties or interest on adjustments, if any, will be
expensed as income tax expense.

Fair Value Measurements (SFAS 157) In September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements (SFAS 157). This standard defines fair value, establishes a consistent framework for measuring fair
value and expands disclosure requirements about fair value measurements. In addition, SFAS 157 precludes the use of
block discounts and supersedes the guidance in EITF 02-3, which prohibited the recognition of day-1 gains on certain
derivative trades when determining the fair value of instruments not traded in an active market. With the adoption of
this standard, these changes will be reflected as a cumulative effect adjustment to the opening balance of retained
earnings. The standard also requires the Company to reflect its own credit standing when measuring the fair value of
debt it has issued that is carried at fair value, including derivatives, prospectively from the date of adoption.
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SFAS 157 is effective for the Company s fiscal year beginning January 1, 2008, with earlier adoption permitted for the
Company s fiscal year beginning January 1, 2007. The Company did not early adopt FAS 157. The Company is
currently evaluating the potential impact of adopting this standard.
Fair Value Option (SFAS 159) On February 15, 2007, the FASB issued SFAS No. 159, The Fair Value Option for
Financial Assets and Financial Liabilities (SFAS 159). Under this Standard, the Company may elect to repor