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Part I. Financial Information

Item 1. Consolidated Financial Statements

FSB COMMUNITY BANKSHARES, INC.

Consolidated Balance Sheets

June 30, 2010 and December 31, 2009 (unaudited)
(Dollars in thousands, except share data)

Assets

Cash and due from banks
Interest-earning demand deposits
Cash and Cash Equivalents

Securities available for sale
Securities held to maturity (fair value 2010 $5,287; 2009 $6,183)
Investment in FHLB stock
Loans held for sale
Loans receivable, net of allowance for loan losses (2010 $374; 2009 $368)
Bank owned life insurance
Accrued interest receivable
Premises and equipment, net
Foreclosed real estate
Prepaid FDIC premium
Other assets
Total Assets

Liabilities & Stockholders’ Equity

Deposits:
Non-interest-bearing
Interest-bearing

Total Deposits

Borrowings
Advances from borrowers for taxes and insurance
Official bank checks
Other liabilities
Total Liabilities

Stockholders’ Equity

Preferred Stock- no par value- 1,000,000 shares authorized;
no shares issued and outstanding

Common Stock- $0.10 par value — 10,000,000 shares authorized;
1,785,000 shares issued and outstanding

Additional paid-in-capital

June 30,
2010

$13,003
2,350
15,353

70,791
5,130
1,666
3,360
115,705
3,078
963
2,510

685
781
$220,022

$4,333
160,429
164,762

30,674
2,348
810
644
199,238

179
7,273

December
31, 2009

$3,385
2,580
5,965

75,483
6,098
1,886

116,372

3,013

1,156

2,556

79

793

999
$214,400

$3,955
152,555
156,510

34,590
2,012
432

506
194,050

179
7,275
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Retained earnings
Accumulated other comprehensive income
Unearned ESOP shares — at cost

Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

See accompanying notes to consolidated financial statements

13,385
524
(577
20,784

$220,022

)

13,317
174
(595
20,350

$214,400

)
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FSB COMMUNITY BANKSHARES, INC.

Consolidated Statements of Income
Three Months Ended June 30, 2010 and 2009 (unaudited)
(Dollars in thousands, except per share data)

Interest and Dividend Income
Loans
Securities
Mortgage-backed securities
Other
Total Interest and Dividend Income

Interest expense
Deposits
Borrowings
Total Interest Expense

Net Interest Income
Provision for Loan Losses
Net Interest Income After Provision
for Loan Losses

Other Income

Service fees

Fee income

Realized gain on sale of securities

Realized loss on sale of foreclosed real estate

Increase in cash surrender value of bank owned life insurance

Realized gain on sale of loans
Other
Total Other Income

Other Expense
Salaries and employee benefits
Occupancy expense
Data processing costs
Advertising
Equipment expense
Electronic banking
Directors’ fees
Mortgage fees and taxes
FDIC premium expense
Other expense

Total Other Expenses

Income Before Income Taxes

2010

$1,602
392
199

2,196

653
326
979

1,217

1,214

60
20

S
32
69
86
262

727
149
26
53
104
21
28
87
59
180
1,434

42

2009

$1,757
301
299

2,359

863
406
1,269

1,090

1,082

66
17
92

16
58
249

556
124
24
52
87
19
29
72
159
169
1,291

40
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Provision for Income Taxes 7
Net Income $35
Earnings per common share $0.02

See accompanying notes to consolidated financial statements

13
$27

$0.02
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FSB COMMUNITY BANKSHARES, INC.

Consolidated Statements of Income
Six Months Ended June 30, 2010 and 2009 (unaudited)
(Dollars in thousands, except per share data)

Interest and Dividend Income
Loans
Securities
Mortgage-backed securities
Other
Total Interest and Dividend Income

Interest expense
Deposits
Borrowings:
Short-term
Long-term
Total Interest Expense

Net Interest Income
Provision for Loan Losses
Net Interest Income After Provision
for Loan Losses

Other Income

Service fees

Fee income

Realized gain (loss) on sale of securities
Realized loss on sale of foreclosed real estate

Increase in cash surrender value of bank owned life insurance

Realized gain on sale of loans
Other
Total Other Income

Other Expense
Salaries and employee benefits
Occupancy expense
Data processing costs
Advertising
Equipment expense
Electronic banking
Directors’ fees
Mortgage fees and taxes
FDIC premium expense
Other expense

Total Other Expenses

2010

$3,195
839
416

4,455
1,388

680
2,068

2,387
2,381

117
26
¢
S
65
83
143
421

1,414
299
43

94
207
37

55
117
116
355
2,737

2009

$3,664
568
625

4,860

1,742

830
2,573

2,287
14

2,273

115
28
92

45
103
383

1,249
249
47

84
177
39

57
116
181
338
2,537
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Income Before Income Taxes
Provision (Benefit) for Income Taxes
Net Income

Earnings per common share

See accompanying notes to consolidated financial statements

65
€
$68

$0.04

119
41
$78

$0.05

10
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FSB COMMUNITY BANKSHARES, INC.

Consolidated Statements of Stockholders’ Equity
Six Months Ended June 30, 2010 and 2009 (unaudited)
(Dollars in thousands)

Accumulated
Additional Other Unearned
Common Paid in Retained  Comprehensive ESOP
Stock Capital Earnings  Income (Loss) Shares Total
Balance — January 1, 2009 $179 $7,286 $13,249 $ 43 ) $(630 ) $20,041
Comprehensive loss
Net income - - 78 - - 78
Change in net unrealized
loss on securities
available for sale, net
of reclassification adjustment
and taxes - - - (163 - (163 )
Total Comprehensive Loss (85 )
ESOP shares committed to be
released - (8 ) - - 18 10
Balance — June 30, 2009 $179 $7,278 $13,327 $ (206 ) $(612 ) $19,966
Balance — January 1, 2010 $179 $7,275 $13,317 $ 174 $(595 ) $20,350
Comprehensive income:
Net income - - 68 - - 68
Change in net
unrealized gain
on securities
available for sale, net of
reclassification adjustment and
taxes - - - 350 - 350
Total Comprehensive
Income 418
ESOP shares committed to be
released - 2 ) - - 18 16
Balance — June 30, 2010 $179 $7,273 $13,385 $ 524 $(577 ) $20,784

See accompanying notes to consolidated financial statements

11



Edgar Filing: FSB Community Bankshares Inc - Form 10-Q

FSB COMMUNITY BANKSHARES, INC.

Consolidated Statements of Cash Flows
Six Months Ended June 30, 2010 and 2009 (unaudited)
(Dollars in thousands)

2010 2009
Cash Flows From Operating Activities
Net income $68 $78
Adjustments to reconcile net income to net cash used by operating activities:
Net amortization of premiums and discounts on investments 515 285
Gain on sale of securities available for sale 2 ) (92 )
Loss on sale of securities held to maturity 10 -
Gain on sale of loans (83 ) (45 )
Proceeds from loans sold 3,729 11,101
Loans originated for sale (7,006 ) (11,056 )
Amortization of net deferred loan origination costs 16 11
Depreciation and amortization 156 135
Provision for loan losses 6 14
Expense related to ESOP 16 10
Deferred income tax benefit (28 ) (139 )
Earnings on investment in bank owned life insurance (65 ) -
Decrease in accrued interest receivable 193 63
Decrease (increase) in prepaid FDIC premium and other assets 326 (442 )
Decrease in other liabilities (14 ) (3 )
Loss on sale of foreclosed real estate 5 -
Net Cash Used By Operating Activities (2,158 ) (80 )
Cash Flows From Investing Activities
Purchases of securities available for sale (46,889 ) (57,644 )
Proceeds from maturities and calls of securities available for sale 48,000 30,485
Proceeds from sales of securities available for sale 11 5,355
Proceeds from principal paydowns on securities available for sale 3,589 2,135
Proceeds from principal paydowns on securities held to maturity 265 406
Proceeds from maturities and calls of securities held to maturity 5 -
Proceeds from sales of securities held to maturity 686 -
Net decrease in loans 645 15,459
Redemption of FHLB stock 220 284
Proceeds from sales of foreclosed real estate 74 -
Purchase of premises and equipment (110 ) (191 )
Net Cash Provided By(Used By) Investing Activities 6,496 (3,711 )
Cash Flows From Financing Activities
Net increase in deposits 8,252 14,506
Net decrease in short-term borrowings - (3,850 )
Repayments on long-term borrowings (3916 ) (3,883 )
Net increase in advances from borrowers for taxes and insurance 336 213
Net increase (decrease) in official bank checks 378 (89 )
Net Cash Provided By Financing Activities 5,050 6,897

12
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Net Increase in Cash

and Cash Equivalents 9,388
Cash and Cash Equivalents- Beginning 5,965
Cash and Cash Equivalents- Ending $15,353

3,106
3,173

$6,279

13
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FSB COMMUNITY BANKSHARES, INC.

Consolidated Statements of Cash Flows, (Continued)

2010
Supplementary Cash Flows Information

Interest paid $2,084

Income taxes paid $-

See accompanying notes to consolidated financial statements

2009

$2,587

$115

14
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Notes to Consolidated Financial Statements
Note 1-Basis of Presentation

The accompanying unaudited consolidated financial statements of FSB Community Bankshares, Inc. and its wholly
owned subsidiary Fairport Savings Bank (collectively, the “Company”) have been prepared in accordance with
accounting principles generally accepted in the United States of America for interim financial information and the
applicable instructions to Form 10-Q and Regulation S-X. Accordingly, they do not include all of the information and
footnotes necessary for a complete presentation of consolidated financial position, results of operations, and cash
flows in conformity with generally accepted accounting principles. In the opinion of management, all adjustments,
consisting of normal recurring accruals, considered necessary for a fair presentation have been included.

The Company follows accounting standards set by the Financial Accounting Standards Board, commonly referred to

as the “FASB”. The FASB sets generally accepted accounting principles (“GAAP”). References to GAAP issued by the
FASB in these footnotes are to the FASB Accounting Standards Codification, referred to as the Codification or
ASC. The FASB finalized the Codification effective for periods ending on or after September 15, 2009.

The preparation of financial statements in conformity with GAAP requires management to make estimates and

assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities

at the date of the financial statements and the reported amounts of revenues and expenses during the reported

periods. Actual results could differ from those estimates. Material estimates that are particularly susceptible to

significant changes in the near term relate to the determination of the allowance for loan losses, the evaluation of other

than temporary impairment of investment securities, and the net deferred tax asset. For additional information and

disclosures required under GAAP, reference is made to the Company’s Annual Report on Form 10-K for the period
ended December 31, 2009.

The unaudited consolidated financial statements and “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” should be read in conjunction with the Company’s audited consolidated financial statements
for the year ended December 31, 2009, included in the Annual Report filed on Form 10-K with the Securities and
Exchange Commission (“SEC”) on March 29, 2010.

Operating results for the three and six months ended June 30, 2010 are not necessarily indicative of the results that
may be expected for the year ending December 31, 2010.

The consolidated financial statements at June 30, 2010 and December 31, 2009 and for the three and six months
ended June 30, 2010 and 2009 include the accounts of the Company, Fairport Savings Bank (the “Bank”) and the Bank’s
wholly-owned subsidiary, Oakleaf Services Corporation (“Oakleaf”). All inter-company balances and transactions have
been eliminated in consolidation. Certain amounts from prior periods may have been reclassified, when necessary, to
conform to current period presentation.

As previously reported the Board of Directors of the Bank approved the formation of a wholly owned subsidiary to be
known as Fairport Mortgage Corp. to engage in residential lending. However, due to regulatory changes the Company

has decided to establish a lending division of the Bank to be known as Fairport Mortgage.

The Company has evaluated subsequent events through the date the consolidated financial statements were issued.

15
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Note 2-Fair Value Measurement and Disclosure

Management uses its best judgment in estimating the fair value of the Company’s financial instruments; however, there
are inherent weaknesses in any estimation technique. Therefore, for substantially all financial instruments, the fair

value estimates herein are not necessarily indicative of the amounts the Company could have realized in a sale

transaction on the dates indicated. The estimated fair value amounts have been measured as of their respective

reporting dates and have not been re-evaluated or updated for purposes of these consolidated financial statements

subsequent to those respective dates. As such, the estimated fair values of these financial instruments subsequent to

the respective reporting dates may be different than the amounts reported at each reporting date.

The Company follows ASC Topic 820, Fair Value Measurements and Disclosures, which defines fair value,
establishes a framework for measuring fair value under GAAP, and expands disclosures about fair value
measurements. ASC Topic 820 applies to other accounting pronouncements that require or permit fair value
measurements.

ASC Topic 820 establishes a fair value hierarchy that prioritizes the inputs to valuation methods used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three
levels of the fair value hierarchy under ASC Topic 820 are as follows:

Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical
unrestricted assets or liabilities.

Level 2: Quoted prices in markets that are not active, or inputs that are observable either directly or indirectly, for
substantially the full term of the asset or liability.

Level 3: Prices or valuation techniques that require inputs that are both significant to the fair value measurement and
unobservable (i.e. supported with little or no market activity).

An asset or liability’s level within the fair value hierarchy is based on the lowest level of input that is significant to the
fair value measurement.

For assets measured at fair value on a recurring basis, the fair value measurements by level within the fair value
hierarchy used are as follows at June 30, 2010 and at December 31, 2009:

16
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Note 2--Fair Value Measurement and Disclosure (Continued)

June 30, 2010

Securities Available for Sale: Total Level 1 Level 2 Level 3
U.S. Government agency securities $ 48,878 $ 5,003 $ 43,875 $ -
Mortgage-backed securities -
residential 21,913 1,541 20,372 -
Total Available for Sale Securities $ 70,791 $ 6,544 $ 64,247 $ -
(In Thousands)
December 31, 2009
Securities Available for Sale: Total Level 1 Level 2 Level 3
Equity securities $ 12 $ 12 $ - $ -
U.S. Government agency securities 54,629 5,548 49,081 -
Mortgage-backed securities -
residential 20,842 - 20,842 -
Total Available for Sale Securities $ 75,483 $ 5,560 $ 69,923 $ -

There were no transfers between level 1 and level 2 during the six months ended June 30, 2010. No assets or
liabilities have been measured on a non-recurring basis at or for the six months ended June 30, 2010 at or for the year
ended December 31, 2009.

FASB ASC Topic 825-10-50, Disclosure about Fair Value of Financial Instruments, requires disclosure of fair value
information about financial instruments, whether or not recognized in the consolidated balance sheets, for which it is
practicable to estimate that value. In cases where quoted market prices are not available, fair values are based on
estimates using present value or other valuation techniques. Those techniques are significantly affected by the
assumptions used, including the discount rate and estimates of future cash flows. In that regard, the defined fair value
estimates cannot be substantiated by comparison to independent markets and, in many cases, could not be realized in
immediate settlement of the instrument. ASC Topic 8§25-10-50 excludes certain assets and liabilities from its
disclosure requirements. Accordingly, the aggregate fair value amounts presented do not represent the underlying
value of the Company.

The following methods and assumptions were used by the Company in estimating its fair value disclosures for
financial instruments at June 30, 2010 and December 31, 2009:

Cash, Due from Banks, and Interest-Bearing Demand Deposits
The carrying amounts of these assets approximate their fair values.

Investment Securities

17
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The fair value of securities available for sale (carried at fair value) and held to maturity (carried at amortized cost) are
determined by obtaining quoted market prices on nationally recognized securities exchanges (Level 1), or matrix
pricing (Level 2), which is a mathematical technique used widely in the industry to value debt securities without
relying exclusively on quoted market prices for the

18
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Note 2--Fair Value Measurement and Disclosure (Continued)

specific securities but rather by relying on the securities’ relationship to other benchmark quoted prices. For certain
securities which are not traded in active markets or are subject to transfer restrictions, valuations are adjusted to reflect
illiquidity and/or non-transferability, and such adjustments are generally based on available market evidence (Level
3). In the absence of such evidence, management’s best estimate is used. Management’s best estimate consists of both
internal and external support on certain Level 3 investments. Internal cash flow models using a present value formula
that includes assumptions market participants would use along with indicative exit pricing obtained from
broker/dealers (where available) are used to support fair values of certain Level 3 investments. The Company had no
Level 3 investment securities at June 30, 2010 or at December 31, 2009.

Investment in FHLB Stock
The carrying value of FHLB stock approximates its fair value based on the restricted nature of the FHLB stock.
Loans Held for Sale

The fair value of loans held for sale is determined, when possible, using quoted secondary-market prices. If no such
quoted prices exist, the fair value of a loan is determined using quoted prices for a similar loan or loans, adjusted for
specific attributes of that loan. Loans held for sale are carried at their cost at June 30, 2010, which approximated fair
value since the loans were sold in the subsequent period for amounts substantially equal to the carrying value. There
were no loans held for sale at December 31, 2009.

Loans

The fair values of loans held for investment are estimated using discounted cash flow analyses, using market rates at
the balance sheet date that reflect the credit and interest rate-risk inherent in the loans. Projected future cash flows are
calculated based upon contractual maturity or call dates, projected repayments and prepayments of
principal. Generally, for variable rate loans that reprice frequently and with no significant change in credit risk, fair
values are based on carrying values.

Accrued Interest Receivable and Payable

The carrying amount of accrued interest receivable and payable approximates fair value.

Deposits

The fair values disclosed for demand deposits (e.g., NOW accounts, non-interest checking, regular savings and certain
types of money market accounts) are, by definition, equal to the amount payable on demand at the reporting date (i.e.,
their carrying amounts). The carrying amounts for variable-rate certificates of deposit approximate their fair values at
the reporting date. Fair values for fixed rate certificates of deposit are estimated using a discounted cash flow
calculation that applies market interest rates currently being offered on certificates to a schedule of aggregated
expected monthly maturities on time deposits.

Borrowings

The fair values of FHLB long-term borrowings are estimated using discounted cash flow analyses, based on the

quoted rates for new FHLB advances with similar credit risk characteristics, terms and remaining maturity.

19
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Note 2--Fair Value Measurement and Disclosure (Continued)

Off-Balance Sheet Instruments

The fair values for off-balance sheet financial instruments (lending commitments and lines of credit) are estimated
using the fees currently charged to enter into similar agreements, taking into account market interest rates, the
remaining terms and present credit worthiness of the counterparties.

The carrying amounts and estimated fair values of the Company’s financial instruments at June 30, 2010 and
December 31, 2009 are as follows:

June 30, 2010 December 31, 2009
Carrying Fair Carrying Fair
Amount Value Amount Value
(In Thousands)
Financial assets:
Cash and due from banks $13,003 $13,003 $3,385 $3,385
Interest bearing demand deposits 2,350 2,350 2,580 2,580
Securities available for sale 70,791 70,791 75,483 75,483
Securities held to maturity 5,130 5,287 6,098 6,183
FHLB stock 1,666 1,666 1,886 1,886
Loans held for sale 3,360 3,360 - -
Loans, net 115,705 119,899 116,372 118,883
Accrued interest receivable 963 963 1,156 1,156
Financial liabilities:
Deposits 164,762 163,772 156,510 155,606
Borrowings 30,674 29,127 34,590 32,579
Accrued interest payable 113 113 129 129

Off-balance sheet instruments:
Commitments to extend credit - - - -

11
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Note 3 - Securities

The amortized cost and estimated fair value of securities with gross unrealized gains and losses at June 30, 2010 and
at December 31, 2009 are as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In Thousands)
June 30, 2010:
Available for Sale:
U.S. Government agency securities $48,606 $287 $(5 ) $48,878
Mortgage-backed securities - residential 21,391 536 (14 ) 21,913
$69,997 $823 $(29 ) $70,791
Held to Maturity:
Mortgage-backed securities — residential $5,130 $157 $- $5,287
December 31, 2009:
Available for Sale:

Equity securities $9 $3 $- $12
U.S. Government agency securities 54,842 100 (313 ) 54,629
Mortgage-backed securities — residential 20,369 473 - 20,842

$75,220 $576 $(313 ) $75,483
Held to Maturity:
Mortgage-backed securities — residential $6,098 $86 $(1 ) $6,183

The Company’s investment securities portfolio consists primarily of U.S. Government sponsored agency securities,
U.S Government mortgage-backed securities, and U.S. Government sponsored agency mortgage-backed

securities. The U.S. Government sponsored agency securities and the U.S. Government sponsored mortgage-backed
securities have little credit risk because their principal and interest payments are backed by an agency of the U.S.
Government. At June 30, 2010 the Company’s securities portfolio totaled $3.6 million of U.S. Government
mortgage-backed securities, including $1.4 million classified as held to maturity, and $2.2 million classified as
available for sale.

The amortized cost and estimated fair value by contractual maturity of debt securities at June 30, 2010 are shown

below. Actual maturities may differ from contractual maturities because borrowers may have the right to call or
prepay obligations.

12
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Note 3 — Securities (continued)

Available for Sale Held to Maturity
Amortized  Estimated Amortized  Estimated
Cost Fair Value  Cost [Fair Value
(In Thousands) (In Thousands)

Due in one year or less $- $- $- $-

Due after one year through five years 9,346 9,368 - -

Due after five years through ten years 14,555 14,610 - -

Due after ten years 24,705 24,900 - -

Mortgage-backed securities —

residential 21,391 21,913 5,130 5,287
$69,997 $70,791 $5,130 $5,287

For the six months ended June 30, 2010 there was a $10,573 gross realized loss on sale of mortgage-backed securities
held to maturity resulting from proceeds of $686,000, and a $2,120 gross realized gain on sale of FHLMC common
stock available for sale resulting from proceeds of $11,000. In accordance with accounting guidance, the Company
was able to sell securities classified as held to maturity after the Company had already collected a substantial portion
(at least 85%) of the principal outstanding at acquisition due either to prepayments or to scheduled principal and
interest payments on the debt securities. For the six months ended June 30, 2009 there was a $92,000 realized gain on
sale of mortgage-backed securities classified as available for sale resulting from proceeds of $5.3 million.

No securities were pledged to secure public deposits or for any other purpose required or permitted by law at June 30,
2010 or at December 31, 2009.

The following table shows gross unrealized losses and fair value, aggregated by investment category and length of
time that individual securities have been in a continuous unrealized loss position, at June 30, 2010 and December 31,
2009:

13
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Note 3 — Securities (continued)

Less than 12 Months 12 Months or More Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
(In Thousands)
June 30, 2010:
U.S. Government agency
securities $2,639 $15 $- $- $2,639 $15
Mortgaged-backed
securities —
residential 2,864 14 - - 2,864 14
$5,503 $29 $- $- $5,503 $29
December 31, 2009:
U.S. Government agency
securities $27,241 $313 $- $- $27,241 $313
Mortgaged-backed
securities —
residential 442 1 18 - 460 1
$27,683 $314 $18 $- $27,701 $314

Management evaluates securities for other-than-temporary impairment at least quarterly, and more frequently when
economic or market concerns warrant such evaluation. Consideration is given to (1) the length of time and the extent
to which the fair value has been less than the amortized cost basis, (2) the financial condition of the issuer (and
guarantor, if any) and adverse conditions specifically related to the security, industry or geographic area, (3) failure of
the issuer of the security to make scheduled interest or principal payments, (4) any changes to the rating of a security
by a rating agency, (5) the presence of credit enhancements, if any, including the guarantee of the federal government
or any of its agencies, and (6) whether the Company intends to sell or might be required to sell the debt securities. In
2009 and in the six month period ended June 30, 2010, the Company did not record an other-than-temporary
impairment charge.

At June 30, 2010, two debt securities and two mortgage-backed securities have been in a continuous unrealized loss
position for less than twelve months. No debt securities or mortgage-backed securities have been in a continuous
unrealized loss position for more than twelve months. The debt securities and mortgage-backed securities were issued
by U.S. government sponsored agencies and are paying in accordance with their terms with no deferrals of interest or
defaults. As management believes the Company does not intend to sell and will not be required to sell these securities
prior to recovery or maturity, no declines are deemed to be other than temporary.

Note 4 - Federal Home Loan Bank of New York Stock

Federal law requires a member institution of the Federal Home Loan Bank System to hold stock of its district Federal
Home Loan Bank (“FHLB”) according to a predetermined formula. This restricted stock is carried at cost.
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Management evaluates the FHLB stock for impairment in accordance with FASB ASC Topic 942-10-15, Financial
Services — Depository and Lending. Management’s determination of whether this investment is

14
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Note 4 - Federal Home Loan Bank of New York Stock (continued)

impaired is based on its assessment of the ultimate recoverability of its cost rather than by recognizing temporary
declines in value. The determination of whether a decline affects the ultimate recoverability of cost is influenced by
criteria such as (1) the significance of the decline in net assets of the FHLB as compared to the capital stock amount
for the FHLB and the length of time this situation has persisted, (2) commitments by the FHLB to make payments
required by law or regulation and the level of such payments in relation to the operating performance of the FHLB,
and (3) the impact of legislative and regulatory changes on institutions and, accordingly, on the customer base of the
FHLB.

No impairment charges were recorded related to the FHLB stock for the six month period ended June 30, 2010 or in
2009.

Note 5 - Comprehensive Income (Loss)

Accounting principles generally require that recognized revenue, expenses, gains, and losses be included in net
income. Although certain changes in assets and liabilities, such as unrealized gains and losses on available for sale
securities, are reported as a separate component of the stockholders’ equity section of the consolidated balance sheets,
such items, along with net income, are components of comprehensive income.

The components of other comprehensive income (loss) and related tax effects for the three and six months ended June
30, 2010 and 2009 are as follows:

For the Three For the Six Months Ended
Months Ended June 30, June 30,
2010 2009 2010 2009
(In Thousands) (In Thousands)
Unrealized holding gain (loss) on available for sale
securities $127 $(780 ) $531 $(339 )
Reclassification adjustment for realized gain included in net
income - 92 ) (2 ) (92 )
Net Unrealized Gain (Loss) 127 (688 ) 529 (247 )
Tax effect 42 (234 ) 179 (84 )
Net of tax amount $85 $(454 ) $350 $(163 )

Note 6 - Earnings Per Common Share

Basic earnings per common share are calculated by dividing net income by the weighted-average number of common
shares outstanding during the period. The Company has not granted any restricted stock awards or stock options and,
during the three and six months ended June 30, 2010 and 2009, had no potentially dilutive common stock
equivalents. Unallocated common shares held by the ESOP are not included in the weighted-average number of
common shares outstanding for purposes of calculating earnings per common share until they are committed to be
released. The weighted average common shares outstanding were 1,727,273 for the three months ended June 30, 2010
and 1,726,838 for the six months ended June 30, 2010, and 1,723,775 for the three months ended June 30, 2009 and
1,723,340 for the six months ended June 30, 2009.
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Note 7 - Recent Accounting Pronouncements

In January 2010, the FASB issued updated guidance on “Equity, Accounting for Distributions to Stockholders with
Components of Stock and Cash”. The amendments in this update clarify that the stock portion of a distribution to
stockholders that allows them to elect to receive cash or stock with a potential limitation on the total amount of cash
that all stockholders can elect to receive in the aggregate is considered a share issuance that is reflected in earnings per
share prospectively and is not a stock dividend. This update codifies the consensus reached in recent accounting
guidance for Accounting for Stock Dividends, Including Distributions to Stockholders with Components of Stock and
Cash. This update is effective for interim and annual periods ending on or after December 15, 2009, and should be
applied on a retrospective basis. The adoption of this guidance did not have a material effect on the Company’
consolidated results of operations or financial position.

72}

The FASB has issued ASU 2010-06, Fair Value Measurements and Disclosures (Topic 820): Improving Disclosures
about Fair Value Measurements. This ASU requires some new disclosures and clarifies some existing disclosure
requirements about fair value measurement as set forth in Codification Subtopic 820-10 to now require:

® A reporting entity to disclose separately the amounts of significant transfers in and out of Level 1 and Level 2 fair
value measurements and describe the reasons for the transfers; and

¢ In the reconciliation for fair value measurements using significant unobservable inputs, a reporting entity should
present separately information about purchases, sales, issuances, and settlements.

In addition, ASU 2010-06 clarifies the requirements of the following existing disclosures:

¢ For purposes of reporting fair value measurement for each class of assets and liabilities, a reporting entity needs to
use judgment in determining the appropriate classes of assets and liabilities; and

® A reporting entity should provide disclosures about the valuation techniques and inputs used to measure fair value
for both recurring and nonrecurring fair value measurements.

ASU 2010-06 is effective for interim and annual reporting periods beginning after December 15, 2009, except for the
disclosures about purchases, sales, issuances, and settlements in the roll forward of activity in Level 3 fair value
measurements. Those disclosures are effective for fiscal years beginning after December 15, 2010, and for interim
periods within those fiscal years. The Company adopted the required provisions of ASU 2010-06, with no significant
impact on its financial condition or results of operations.

The FASB has issued ASU 2010-18, Receivables (Topic 310): Effect of a Loan Modification When the Loan Is Part
of a Pool That Is Accounted for as a Single Asset, codifies the consensus reached in EITF Issue No. 09-1, “Effect of a
Loan Modification When the Loan Is Part of a Pool That Is Accounted for as a Single Asset.” The amendments to the
Codification provide that modifications of loans that are accounted for within a pool under Subtopic 310-30 do not
result in the removal of those loans from the pool even if the modification of those loans would otherwise be
considered a troubled debt restructuring. An entity will continue to be required to consider whether the pool of assets
in which the loan is included is impaired if expected cash flows for the pool change. ASU 2010-18 does not affect the
accounting for loans under the scope of Subtopic 310-30 that are not accounted for within pools. Loans accounted for
individually under Subtopic 310-30 continue to be subject to the troubled debt restructuring accounting

provisions within subtopic 310-40.
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Note 7 - Recent Accounting Pronouncements (continued)

ASU 2010-18 is effective prospectively for modifications of loans accounted for within pools under Subtopic 310-30
occurring in the first interim or annual period ending on or after July 15, 2010. Early application is permitted. Upon
initial adoption of ASU 2010-18, an entity may make a one-time election to terminate accounting for loans as a pool
under Subtopic 310-30. This election may be applied on a pool-by-pool basis and does not preclude an entity from
applying pool accounting to subsequent acquisitions of loans with credit deterioration.

The FASB issued ASU 20100-20, Receivables (Topic 310): Disclosures about the Credit Quality of Financing
Receivables and the Allowance for Credit Losses, in order to help investors assess the credit risk of a company’s
receivables portfolio and the adequacy of its allowance for credit losses held against the portfolios by expanding credit
risk disclosures.

This ASU requires more information about the credit quality of financing receivables in the disclosures to
consolidated financial statements, such as aging information and credit quality indicators. Both new and existing
disclosures must be disaggregated by portfolio segment or class. The disaggregation of information is based on how a
company develops its allowance for credit losses and how it manages its credit exposure.

The amendments in this Update apply to all public and nonpublic entities with financing receivables. Financing
receivables include loans and trade accounts receivable. However, short-term trade accounts receivable, receivables
measured at fair value or lower of cost or fair value, and debt securities are exempt from these disclosure
amendments.

For public companies, the amendments that require disclosures as of the end of a reporting period are effective for
periods ending on or after December 15, 2010. The amendments that require disclosures about activity that occurs
during a reporting period are effective for periods beginning on or after December 15, 2010.

Note 8 — Subsequent Events

In July 2010, the Bank restructured a portion of its Federal Home Loan Bank advances by repaying $13.2 million of

existing borrowings and replacing these borrowings with $13.2 million of new, lower cost FHLB advances. This

transaction resulted in $638,000 in prepayment penalties that will be deferred and recognized in interest expense as an

adjustment to the cost of the Company’s new borrowings in future periods. The existing borrowings were a
combination of fixed-rate and amortizing advances with an average cost of 4.29% and a weighted average duration of

1.47 years. The new borrowings are all fixed-rate borrowings with an average cost of 1.53% and an average duration

of 3.11 years. The relevant accounting treatment for this transaction was an interpretation of the guidance provided in

ASC 470-50. This transaction was executed as an earnings and interest rate risk strategy, resulting in lower FHLB

advance costs and an extension in average duration.

Note 9 — Formation of a Subsidiary
As previously reported, the Board of Directors of the Bank approved the formation of a wholly owned subsidiary to be

known as Fairport Mortgage Corp. to engage in residential lending. However, due to regulatory changes the Company
has decided to establish a lending division of the Bank to be known as Fairport Mortgage.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
General

Throughout the Management’s Discussion and Analysis (“MD&A”), the term “the Company” refers to the consolidated
entity of FSB Community Bankshares, Inc., Fairport Savings Bank, and Oakleaf Services Corporation, a wholly
owned subsidiary of Fairport Savings Bank. At June 30, 2010, FSB Community Bankshares, MHC the Company’s
mutual holding company parent, held 946,050 shares, or 53.0%, of the Company’s common stock, engaged in no
significant activities, and was not included in the MD&A.

Forward Looking Statements

This Quarterly Report contains forward-looking statements, within the meaning of the Private Securities Litigation

Reform Act of 1995. Such statements are subject to certain risks and uncertainties, including, among other things,

changes in general economic conditions, either nationally or in our market areas, that are worse than expected;

competition among depository and other financial institutions; inflation and changes in the interest rate environment

that reduce our margins or reduce the fair value of financial instruments; adverse changes in the securities markets;

changes in laws or government regulations or policies affecting financial institutions, including changes in regulatory

fees and capital requirements; our ability to enter new markets successfully and capitalize on growth opportunities;

our ability to successfully integrate acquired entities, if any; changes in consumer spending, borrowing and savings

habits; changes in accounting policies and practices, as may be adopted by the bank regulatory agencies, the Financial

Accounting Standards Board, the Securities and Exchange Commission and the Public Company Accounting

Oversight Board; changes in our organization, compensation and benefit plans; changes in our financial condition or

results of operations that reduce capital available to pay dividends; and changes in the financial condition or future

prospects of issuers of securities that we own, that could cause actual results to differ materially from historical

earnings and those presently anticipated or projected. The Company wishes to caution readers not to place undue

reliance on any such forward-looking statements, which speak only as of the date made. The Company wishes to

advise readers that the factors listed above could affect the Company’s financial performance and could cause the
Company’s actual results for future periods to differ materially from any opinions or statements expressed with respect
to future periods in any current statements.

The Company does not undertake, and specifically declines any obligation, to publicly release the results of any
revisions that may be made to any forward-looking statements to reflect events or circumstances after the date of such
statements or to reflect the occurrence of anticipated or unanticipated events.

Critical Accounting Policies

The Company follows accounting standards set by the Financial Accounting Standards Board, commonly referred to
as the “FASB”. References to GAAP issued by the FASB in the footnotes to the financial statements are to the FASB
Accounting Standards Codification, referred to as the Codification or ASC.

The most significant accounting policies followed by the Company are presented in Note 1 to the consolidated
financial statements included in the Company’s Annual Report filed on Form 10-K with the Securities and Exchange
Commission on March 29, 2010. These policies, along with the disclosures presented in the other consolidated
financial statement notes and in this discussion, provide information on how significant assets and liabilities are
valued in the consolidated financial statements and how those values are determined. Based on the valuation
techniques used and the sensitivity of consolidated financial statement amounts to the methods, assumptions and
estimates underlying those amounts, management has identified the determination of the allowance for loan losses, the
evaluation of investment securities for other-than-temporary impairment and the valuation and recoverability of
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deferred tax assets to be the accounting areas that require the most subjective and complex judgments, and as such
could be the most subject to revision as new information becomes available.

Allowance for Loan Losses. The allowance for loan losses is the amount estimated by management as necessary to
absorb credit losses incurred in the loan portfolio that are both probable and reasonably estimable at the balance sheet
date. The amount of the allowance is based on significant estimates, and the ultimate losses may vary from such
estimates as more information becomes available or conditions change. The methodology for determining the
allowance for loan losses is considered a critical accounting policy by management due to the high degree of
judgment involved, the subjectivity of the assumptions used and the potential for changes in the economic
environment that could result in changes to the amount of the recorded allowance for loan losses.
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As a substantial percentage of our loan portfolio is collateralized by real estate, appraisals of the underlying value of
property securing loans are critical in determining the amount of the allowance required for specific
loans. Assumptions are instrumental in determining the value of properties. Overly optimistic assumptions or
negative changes to assumptions could significantly affect the valuation of a property securing a loan and the related
allowance. Management carefully reviews the assumptions supporting such appraisals to determine that the resulting
values reasonably reflect amounts realizable on the related loans.

Management performs a quarterly evaluation of the adequacy of the allowance for loan losses. We consider a variety
of factors in establishing this estimate including, but not limited to, current economic conditions, delinquency
statistics, geographic concentrations, the adequacy of the underlying collateral, the financial strength of the borrower,
results of internal loan reviews, and other relevant factors. This evaluation is inherently subjective as it requires
material estimates by management that may be susceptible to significant change based on changes in economic and
real estate market conditions. Various banking regulators, as an integral part of their examination process, also review
the allowance for loan losses. Such regulators may require, based on their judgments about information available to
them at the time of their examination, that certain loan balances be charged off or require that adjustments be made to
the allowance for loan losses when their credit evaluations differ from those of management. Additionally, the
allowance for loan losses is determined, in part, by the composition and size of the loan portfolio which represents the
largest asset type on the consolidated statement of financial condition.

The evaluation has specific, general, and unallocated components. The specific component relates to loans that are
classified as doubtful, substandard, or special mention. For such loans that are also classified as impaired, an
allowance is generally established when the collateral value of the impaired loan is lower than the carrying value of
that loan. The general component covers non-classified loans and is based on historical loss experience adjusted for
qualitative factors. An unallocated component is maintained to cover uncertainties that could affect management’s
estimate of probable losses. The unallocated component of the allowance reflects the margin of imprecision inherent
in the underlying assumptions used in the methodologies for estimating specific and general losses in the portfolio.

Actual loan losses may be significantly more than the allowance we have established which could have a material
negative effect on our financial results.

Other than temporary impairment. When the fair value of a held to maturity or available for sale security is less than
its amortized cost basis, an assessment is made at the balance sheet date as to whether other-than-temporary
impairment (OTTI) is present.

The Company considers numerous factors when determining whether a potential OTTI exists and the period over
which the debt security is expected to recover. The principal factors considered are (1) the length of time and the
extent to which the fair value has been less than the amortized cost basis, (2) the financial condition of the issuer (and
guarantor, if any) and adverse conditions specifically related to the

security, industry or geographic area, (3) failure of the issuer of the security to make scheduled interest or principal
payments, (4) any changes to the rating of a security by a rating agency, and (5) the presence of credit enhancements,
if any, including the guarantee of the federal government or any of its agencies.

For debt securities, OTTI is considered to have occurred if (1) the Company intends to sell the security, (2) it is more

likely than not the Company will be required to sell the security before recovery of its amortized cost basis, or (3) if
the present value of expected cash flows is not sufficient to recover the entire amortized cost basis.

19

33



Edgar Filing: FSB Community Bankshares Inc - Form 10-Q

In determining whether OTTI has occurred for equity securities, the Company considers the applicable factors
described above and the intent and ability of the Company to retain its investment in the issuer for a period of time
sufficient to allow for any anticipated recovery in fair value.

For debt securities, credit-related OTTI is recognized in income while noncredit-related OTTI on securities not
expected to be sold is recognized in other comprehensive income (loss). Credit-related OTTI is measured as the
difference between the present value of an impaired security’s expected cash flows and its amortized cost
basis. Noncredit-related OTTI is measured as the difference between the fair value of the security and its amortized
costs less any credit-related losses recognized. For securities classified as held to maturity, the amount of OTTI
recognized in other comprehensive income (loss) is accreted to the credit-adjusted expected cash flow amounts of the
securities over future periods. For equity securities, the entire amount of OTTTI is recognized in income.

Deferred Tax Assets. The deferred tax assets and liabilities represent the future tax return consequences of the
temporary differences, which will either be taxable or deductible when the assets and liabilities are recovered or
settled. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more
likely than not that some portion of the deferred tax assets will not be realized. Deferred tax assets and liabilities are
reflected at income tax rates applicable to the period in which the deferred tax assets and liabilities are expected to be
realized or settled. As changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through
the provision for income taxes.

Comparison of Financial Condition at June 30, 2010 and December 31, 2009

Total Assets. Total assets increased by $5.6 million, or 2.6%, to $220.0 million at June 30, 2010 from $214.4 million
at December 31, 2009. The increase in total assets primarily reflects increases in cash and cash equivalents, and loans
held for sale, partially offset by decreases in securities available for sale, securities held to maturity, net loans
receivable, and Federal Home Loan Bank stock.

Cash and cash equivalents, mainly interest-earning deposits at the Federal Reserve Bank and Federal Home Loan
Bank increased by $9.4 million, or 157.4%, to $15.4 million at June 30, 2010 from $6.0 million at December 31,
2009. Excess cash and cash equivalents were maintained at June 30, 2010 in anticipation of funding mortgage loan
commitments in the last six months of 2010.

Total securities decreased by $5.7 million, or 6.9%, to $75.9 million at June 30, 2010 from $81.6 million at December
31, 2009. Securities classified as available for sale decreased $4.7 million to $70.8 million at June 30, 2010 from
$75.5 million at December 31, 2009. The $4.7 million decrease was attributable to maturities and calls of $48.0
million of U.S. government agency securities classified as available for sale, and $4.1 million in principal repayments
received and amortization, partially offset by the purchase of $42.4 million of U.S. government agency securities and
purchases of $4.5 million of mortgage-backed securities, and a $530,000 increase in the fair value of securities
available for sale. We sold $8,750 of FHLMC common stock held in available for sale securities for a realized gain on
sale of $2,120 in the first six months of 2010.

Securities classified as held to maturity decreased $968,000, or 15.9% to $5.1 million at June 30, 2010 from $6.1
million at December 31, 2009 primarily as a result of the sale of $691,000 of mortgage-backed securities with a
realized loss of $10,573 and $277,000 in principal repayments and amortization. In accordance with accounting
guidance, the sale of securities classified as held to maturity occurred after the Company received a minimum of 85%
of the principal outstanding at acquisition due either to prepayments or to scheduled principal and interest payments
on the debt securities. All securities purchased in 2010 have been classified as available for sale to provide a portfolio
of marketable securities for liquidity as an alternative to borrowings. The Company has reviewed its investment
securities portfolio for the quarter and six months ended June 30, 2010, and has determined that no
other-than-temporary impairment exists in the portfolio.
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Investment in FHLB of New York stock decreased by $220,000, or 11.7%, to $1.7 million at June 30, 2010, from $1.9
million at December 31, 2009 due to stock redemptions. The FHLB of New York requires members to purchase and
redeem stock based on the level of borrowings.

Net loans receivable decreased $667,000, or 0.6%, to $115.7 million at June 30, 2010 from $116.4 million at
December 31, 2009. The Company continues to execute its business plan of making high quality loans to existing and
new customers in our market area with $14.7 million of fixed-rate loan refinances and home purchase originations in
the first six months of 2010. The Bank sold $5.5 million of long-term, fixed-rate conventional residential mortgage
loans and FHA mortgage loans as a balance sheet management strategy in the first six months of 2010 to reduce
interest rate risk in a potentially rising rate environment. The $5.5 million of sold loans included $1.8 million in direct
broker loans, which had no impact on the statement of cash flows, and $3.7 million in correspondent loans. The Bank
sold these loans at a gain of $83,000 which was recorded in other income, and will realize servicing income on these
loans as long as they have outstanding balances. Management believed that selling these loans was a prudent interest
rate risk decision. Total loans sold and serviced as of June 30, 2010 totaled $17.8 million compared to $16.8 million
as of December 31, 2009. We may experience further declines in our total residential mortgages loan portfolio with
additional mortgage loan sales. In the current interest rate environment we intend to continue to sell a portion of our
existing fixed-rate residential mortgage loans on a servicing retained basis resulting in additional loan servicing
income, as well as selling the majority of FHA mortgage loans originated on a servicing released basis. At June 30,
2010 the Bank had $3.4 million in loans held for sale comprised of FHA mortgage loans originated and closed by the
Bank in the second quarter of 2010 that have been committed for sale in the secondary market and will be delivered
and funded in the third quarter of 2010.

The Bank opened three mortgage loan origination offices in January of 2010 located in Canandaigua, Pittsford, and
Watertown, New York. Six additional mortgage loan originators and two support staff members were hired at these
locations. The Bank intends to continue to emphasize aggressive, yet prudent originations of loans secured by
one-to-four family residential real estate. The Bank initially intended to establish Fairport Mortgage Corp. as a wholly
owned subsidiary of the Bank. However, due to regulatory changes the Company has decided to continue operating
the mortgage origination offices as a division of Fairport Savings Bank to be known as Fairport Mortgage. The
primary responsibilities of the Fairport Mortgage origination team will be to originate mortgage loans to increase the
bank’s current mortgage loan portfolio, to originate loans for the Bank to close and sell as a correspondent to outside
investors, and also to broker a select portion of residential mortgage loans directly to other investors.

The Company has never been involved with, and has no direct exposure to, sub-prime lending activities. Credit
quality continues to be the highest priority when underwriting loans. Subjective judgments about a borrower’s ability
to repay and the value of any underlying collateral are made prior to approving a loan.

We believe our stringent underwriting standards have directly resulted in our significantly low level of non-accruing
loans.

Deposits and Borrowings. Total deposits increased by $8.3 million, or 5.3%, to $164.8 million at June 30, 2010 from

$156.5 million at December 31, 2009. The $8.3 million deposit increase consisted of core deposit growth of $7.3

million including non-interest bearing checking accounts, NOW accounts, money market accounts, and savings

accounts, and $1.0 million in non-core deposit growth including IRAs and Certificates of Deposit. Management

believes the deposit growth resulted, in part, from customers’ preference for the flexibility provided by short-term core
deposits in the current low interest rate environment.

The significant deposit growth demonstrates our competitive strength in our market. The net deposit growth was
primarily attributable to the Webster branch growth of $5.4 million, Irondequoit branch growth of $1.7 million, and
Penfield branch growth of $1.9 million. Our marketing efforts and focus on customer service, we believe, has resulted
in attracting new clients and increasing core deposits.
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Long term borrowings decreased by $3.9 million, or 11.3%, to $30.7 million at June 30, 2010 from $34.6 million on
December 31, 2009. The Company used its sources of liquidity to decrease Federal Home Loan Bank advances and
does not intend to renew maturing FHLB advances during the remainder of 2010 as a result of management’s decision
to replace wholesale borrowings through core deposit growth.

In July 2010 the Bank executed a $13.2 million FHLB debt restructuring as an earnings and interest rate risk strategy,
by lowering the FHLB advance interest rates and extending the duration of the debt.

Stockholders’ Equity. Total stockholders’ equity increased by $434,000 or 2.1%, to $20.8 million at June 30, 2010 from
$20.4 million at December 31, 2009. The increase resulted from $68,000 in net income, an increase of $350,000 in
accumulated other comprehensive income, and a $16,000 increase from committed ESOP shares. The Bank
continued to exceed the requirement to be categorized as well capitalized, the highest standard of capital rating as
defined by the Bank’s regulators, as the end of the second quarter 2010.

Non-Performing Assets. At June 30, 2010 and December 31, 2009 the Company had one loan for $23,000 classified
as non-performing. At June 30, 2010 the Company had no foreclosed assets compared to one foreclosed asset for
$79,000 at December 31, 2009. At June 30, 2010 non-performing assets as a percent of total assets was 0.01%, and at
December 31, 2009 non-performing assets as a percent of total assets was 0.05%, significantly below the industry
average in both periods. At June 30, 2010, management has evaluated the Bank’s loan loss reserve and believes it is
adequate based on the quality of the current loan portfolio. At June 30, 2010, there were no other assets that are not
disclosed as classified or special mention, where known information about possible credit problems of borrowers
caused us to have serious doubts as to the ability of the borrowers to comply with the present loan repayment terms
and which may result in impairment or disclosure of such loans in the future.

Average balances and yields. The following tables set forth average balance sheets, average yields and costs, and
certain other information at and for the periods indicated. All average balances are daily average
balances. Non-accrual loans were included in the computation of average balances, where applicable, but have been
reflected in the table as loans carrying a zero yield. The yields set forth below include the effect of deferred fees,
discounts and premiums that are amortized or accreted to interest income. Yields have been annualized.
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Interest-earning assets:
Loans

Securities
Mortgage-backed securities
Other

Total interest-earning assets
Non-interest-earning assets
Total assets

Interest-bearing liabilities:
NOW

accounts

Passbook

savings

Money market savings
Individual retirement accounts
Certificates of

deposit

Borrowings

Total interest-bearing liabilities
Non-interest-bearing liabilities:
Demand deposits

Other

Total liabilities

Stockholders’

equity

Total liabilities and stockholders’
equity

Net interest

income

Interest rate spread

ey

Net interest-earning assets (2)
Net interest margin

3)

Average interest-earning assets
to average interest-bearing
liabilities

(1) Interest rate spread represents the difference between the yield on average interest-earning assets and the cost of

Average
Balance

$115,822
56,240
25,217
12,464
209,743
8,982

$218,725

$10,892
26,518
25,493
18,459
78,082
30,874
190,318
4,272
3,450
198,040
20,685

$218,725

$19,425

110

average interest-bearing liabilities.

$1,602
392
199
3
2,196

$19
52
66
131
385

326
979

$1,217

2.32

Yield/
Cost

Average
Balance

(Dollars in thousands)

5.53
2.79
3.16
0.10
4.19

0.70
0.78
1.04
2.84
1.97

4.22
2.06

2.13

%

% $124,501
35,215
28,800
7,780
196,296
4,459

$200,755

% $8,198
14,108
20,337
17,701
75,525
37,938

% 173,807
3,552
3,003
180,362
20,393

$200,755

%
$22,489
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For the Three Months Ended June 30,

2010
Interest
Income/
Expense

2009
Interest
Income/
Expense

$1,757
301
299
2
2,359

$14
24
85
166
574

406
1,269

$1,090

2.22

%

Yield/
Cost

5.64
342
4.15
0.10
4.81

0.68
0.68
1.67
3.75
3.04

4.28
2.92

1.89

%

%

%

%

%
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Net interest-earning assets represent total interest-earning assets less total interest-bearing liabilities.

Net interest margin represents net interest income divided by total interest-earning assets.
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Average
Balance
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For the Six Months Ended June 30,
2010 2009

Interest
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