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INDEPENDENT AUDITORS' REPORT

The Board of Directors
Champlain Bank Corporation and Subsidiary

We have audited the accompanying consolidated balance sheets of Champlain Bank Corporation and
Subsidiary (the Company) as of December 31, 2008 and 2007, and the related consolidated statements of
income, changes in stockholders' equity and cash flows for the years then ended. These consolidated
financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with U.S. generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the consolidated financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Champlain Bank Corporation and Subsidiary as of
December 31, 2008 and 2007, and the consolidated results of their operations and their consolidated
cash flows for the years then ended in conformity with U.S. generally accepted accounting principles.

As disclosed in Note 11 to the consolidated financial statements, the Company changed its method of
accounting for split-dollar life insurance arrangements effective January 1, 2008, in accordance with
Emerging Issues Task Force 06-4: "Accounting for Deferred Compensation and Postretirement Benefit
Aspects of Endorsement Split-Dollar Life Insurance Agreements."

- As disclosed in Note 11 to the consolidated financial statements, the Company adopted the change in
measurement date provisions of Statement of Financial Accounting Standards (SFAS) No. 158,
"Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment
of FASB Statements No. 87, 88, 106, and 132(R)" on January 1, 2008. ,
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Consolidated Balance Sheets

December 31, 2008 and 2007

ASSETS
2008 2007

Cash and cash equivalents

Cash and due from banks $ 4,613,059 $ 4,788,292
Federal funds sold 17,740 448,499
Securities available-for-sale 74,183,365 70,806,100
Securities held-to-maturity 586,700 1,348,445
Loans receivable, net of allowance for loan losses of

$1,780,111 in 2008 and $1,602,420 in 2007 103,404,772 92,931,005
Accrued interest receivable 911,582 903,752
Federal Home Loan Bank stock, at cost 969,500 660,700
Premises and equipment, net 3,165,279 3,196,736
Other assets 7,814,234 7,706,405

$195.666.231 $182.789.937

The accompanying notes are an integral part of these consolidated financial statements.
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LIABILITIES AND STOCKHOLDERS' EQUITY

2008 2007
Liabilities
Deposits $159,946,904 $153,875,344
Advances from Federal Home Loan Bank 16,500,000 10,000,000
Accrued expenses and other liabilities 6,941,396 4,387,084
Total liabilities 183,388,300 168,262,428
Commitments and contingencies (Notes 5, 9, 10, 11, 14 and 15)
Stockholders' equity
Preferred stock, $1 par value; 100,000 shares authorized:;
none issued
Common stock, $1 par value; 200,000 shares authorized; 28,284
shares issued; 24,209 shares outstanding at December 31, 2008
and 24,445 shares outstanding at December 31, 2007 28,284 28,284
Surplus 1,070,883 1,070,883
Retained earnings 15,692,981 15,306,882
Accumulated other comprehensive loss
Net unrealized depreciation on securities available-for-sale, net
of deferred income taxes (868,800) (333,000)
Net unrecognized loss on pension and other postretirement
benefit costs, net of deferred income taxes (2,351,066) (361,401)
Treasury stock, at cost, 4,075 shares in 2008 and 3,839 shares
in 2007 (1,294.351) (1,184,139)
Total stockholders' equity 12,277,931 14,527,509

$195.666.231 $182.789.937




CHAMPLAIN BANK CORPORATION AND SUBSIDIARY

Consolidated Statements of Income

Years Ended December 31, 2008 and 2007

Interest and dividend income
Loans
Investment securities
Taxable
Tax-exempt
Other interest-earning assets
Total interest and dividend income
Interest expense
Deposits
Borrowed funds
Total interest expense
Net interest income
Provision for loan losses
Net interest income after provision for loan losses
Noninterest income
Service charges and fees
Loan servicing fees
Net loss on sales of securities available-for-sale
Other
Total noninterest income
Noninterest expenses
Salaries and employee benefits
Occupancy
Other general and administrative
Total noninterest expenses
Income before income taxes
Income tax expense

Net income

Basic and diluted earnings per share

2008 2007

$ 6,739,709 $ 7,014,453
3,242,131 2,910,321
570,169 352,187
46,534 98,537
10598543 _10.375.498
2,530,527 3,341,935
539,655 178,503
3,070,182 3,520.438
7,528,361 6,855,060
340,000 244,250
7188361 6,610,810
1,400,415 1,081,751
102,176 85,614
(144,476) (53,052)
331,314 343.423
1,689,429 1.457.736
4,343 505 4,253,126
620,663 588,184
2,413,197 2,096,484
7,377.365 6,937,794
1,500,425 1,130,752
375,910 280,544

$__1124515 $___ 850,208

$ 46.30 $ 34.78

The accompanying notes are an integral part of these consolidated financial statements.
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY

Consolidated Statements of Changes in Stockholders' Equity

Years Ended December 31, 2008 and 2007

Net
Unrecognized
Loss on
Net Pension
Unrealized and Other
Depreciation Postretire-
on Securities ment
Common Retained Available- Benefit Treasury
Stock Surplus Earnings for-Sale Costs Stock Total
Balance, December 31, 2006 $ 28,284 $1.070,883 $_14,759.773 $ (763,440) $ - $_(1,184907) $ 13,910,593
Net income - - 850,208 - - - 850,208
Unrealized holding gains arising
during the period, net of deferred
income tax of $265,733 - - - 398,615 - - 398,615
Reclassification adjustment for losses
included in net income, net of
deferred income tax of $21,227 - - - 31,825 - - 31,825
Change in net unrealized depreciation
on securities available-for-sale,
net of deferred income tax
of $286,960 - - - 430,440 - - 430,440
Total comprehensive income - - 850,208 430,440 - - 1,280,648
Adjustment to initially apply Statement
No. 158, net of deferred income tax
of $(240,933) - - - - (361,401) - (361,401)
Issuance of treasury stock (2 shares) - - - - - 768 768
Cash dividends declared - - (303,099) - - - (303,099)
Balance, December 31, 2007 $ 28,284 $1,070,883 $ 15,306,882 $ (333,000) $__ (361,401) $_(1,184139) $__ 14,527,509

(Continued next page)

The accompanying notes are an integral part of these consolidated financial statements.
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Consolidated Statements of Changes in Stockholders' Equity

Years Ended December 31, 2008 and 2007

Net
Unrecognized
Loss on
Net Pension
Unrealized and Other
Depreciation Postretire-
on Securities ment
Common Retained Available- Benefit Treasury
Stock Surplus Earnings for-Sale Costs Stock Total
Balance, December 31, 2007 $_28,284 $1,070,883 $_15,306,882 $ (333,000) $__ (361,401) $_(1,184139) $__ 14,527,509
Net income - - 1,124 515 - - - 1,124 515
Unrealized holding gains arising
during the period, net of deferred
income tax of $(414,990) - - - (622,486) - - (622,486)
Reclassification adjustment for losses
included in net income, net of
deferred income tax of $57,790 - - - 86,686 - - 86,686
Change in net unrealized depreciation
on securities available-for-sale,
net of deferred income taxes
of $(357,200) - - - (535,800) - - (535,800)
Unrecognized actuarial loss on
pension and postretirement
benefits, net of deferred income
taxes of $(1,044,058) - - - - (1,777,875) - (1,777,875)
Total comprehensive loss - - 1,124,515 (535,800) (1,777,875) - (1,189,160)
Change in accounting for split-dollar
life insurance arrangements - - (405,946) - - - (405,946)
Adjustment to apply measurement date
provisions of Statement No. 158,
net of deferred income tax
$(141,193) - - (16,885) - (211,790) - (228,675)
Purchase of treasury stock (236 shares) - - - - - (110,212) (110,212)
Cash dividends declared - - (315,585) - - - (315,585)
Balance, December 31, 2008 $_28284 $1070883 $_15692981 $ (868,800) $_(2,351,066) $_ (1,294,351) $_ 12277931

The accompanying notes are an integral part of these consolidated financial statements.

-5-



CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Consolidated Statements of Cash Flows

Years Ended December 31, 2008 and 2007

2008 2007
Cash flows from operating activities
Net income $ 1124515 $ 850,208
Adjustments to reconcile net income to net cash provided by operating activities
Depreciation 463,968 470,746
Amortization of discounts and premiums on investments 62,922 164,204
Provision for loan losses 340,000 244,250
Net realized loss on sales of securities available-for-sale 144,476 53,052
Net gain on sale of equipment (12,808) -
Deferred income tax benefit (227,608) (100,000)
Increase in accrued interest receivable (7,830) (59,960)
Increase in other assets (329,029) (374,362)
Increase (decrease) in accrued expenses and other liabilities 947,814 (308,684)
Net change in loans held-for-sale - 46,000
Net cash provided by operating activities 2,506,420 985,454
Cash flows from investing activities
Proceeds from sale of equipment 17,507 11,432
Additions to premises and equipment (437,210) (425,159)
Loan originations and principal collections, net (10,813,767) (9,413,260)
Net decrease (increase) in federal funds sold 430,759 (443,699)
Purchase of Federal Home Loan Bank stock (308,800) (294,300)
Purchase of securities available-for-sale (29,226,754) (16,729,698)
Proceeds from sales of securities available-for-sale 16,442,276 4,193,855
Maturities of securities available-for-sale 8,306,828 6,475,424
Purchase of securities held-to-maturity (568,345) (740,745)
Maturities of securities held-to-maturity 1,330,090 1,272,716
Net cash used by investing activities (14,827,416) (16,093,434)
Cash flows from financing activities
Net increase in deposits 6,071,560 7,505,561
Net increase (decrease) in short-term borrowings 1,500,000 (2,060,000)
Proceeds from issuance of long-term debt 5,000,000 10,000,000
Payments to acquire treasury stock (110,212) -
Proceeds from issuance of treasury stock - 768
Cash dividends paid on common stock (315,585) (303,099)
Net cash provided by financing activities 12,145.763 15,143,230
Net (decrease) increase in cash and cash equivalents (175,233) 35,250
Cash and cash equivalents, beginning of year 4,788,292 4,753,042
Cash and cash equivalents, end of year $__4613059 $__ 4,788292
Supplementary cash flow information:
Interest paid on deposits and borrowed funds $__3112238 $ 3,523,069
Income taxes paid $ 171139 $ 423,739

The accompanying notes are an integral part of these consolidated financial statements.
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2008 and 2007

Nature of Business

Champlain Bank Corporation (the Company) is a one-bank holding company organized in 1986 and
headquartered in Willsboro, New York. It provides a variety of financial services to individuals and
small businesses through its offices in the Essex and Clinton Counties of New York. Its primary deposit
products are demand, savings and term certificate accounts and its primary lending products are
consumer and commercial mortgage loans. The Company is subject to the regulations of certain federal
and state agencies as well as examinations by those regulatory authorities.

1.

Summary of Significant Accounting Policies

Basis of Presentation and Consolidation

The consolidated financial statements of the Company and its wholly-owned subsidiary, Champlain
National Bank (the Bank), conform to U.S. generally accepted accounting principles and to general
practices within the banking industry. All significant intercompany balances and transactions have
been eliminated in consolidation.

Use of Estimates

In preparing consolidated financial statements in conformity with U.S. generally accepted
accounting principles, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the
date of the balance sheet and reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Material estimates that are particularly susceptible to significant change in the near term relate to
the determination of the allowance for loan losses and the valuation of other real estate owned. In
connection with the determination of the allowance for loan losses and the carrying value of other
real estate owned, management obtains independent appraisals for significant properties.

Significant Group Concentrations of Credit Risk

Most of the Company's loans are collateralized by real estate in the Essex and Clinton Counties of
New York. Accordingly, the ultimate collectibility of a substantial portion of the Company's loan
portfolio is susceptible to changes in economic conditions in these areas.




CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2008 and 2007

Cash and Cash Equivalents

For purposes of the consolidated statements of cash flows, cash and cash equivalents include cash
and due from banks.

The Company's due from bank accounts, at times, may exceed federally insured limits. The
Company has not experienced any losses in such accounts. The Company believes it is not exposed
to any significant risk on cash and cash equivalents.

Securities

Debt securities that management has the positive intent and ability to hold to maturity are classified
as "held-to-maturity” and recorded at amortized cost. Securities not classified as held-to-maturity,
including equity securities with readily determinable fair values, are classified as "available-for-
sale” and recorded at fair value, with unrealized gains and losses excluded from earnings and
reported in other comprehensive income or loss, net of related income taxes.

Purchased premiums and discounts are recognized in interest income using the interest method over
the terms of the securities. Declines in the fair value of held-to-maturity and available-for-sale
securities below their cost that are deemed to be other than temporary are reflected in earnings as
realized losses. Gains and losses on the sale of securities are recorded on the trade date and are
determined using the specific identification method.

Nonmarketable equity securities, such as Federal Home Loan Bank of New York stock and Federal
Reserve Bank of New York stock, are stated at cost and are included in other assets. These
securities are periodically evaluated for impairment. The investments in Federal Home Loan Bank
of New York stock and Federal Reserve Bank of New York stock are required for membership.

Loans Held-for-Sale

Loans originated and intended for sale in the secondary market are carried at the lower of cost or
estimated fair value in the aggregate. Net unrealized losses, if any, are recognized through a
valuation allowance by charges to income.




CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2008 and 2007

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity
or pay-off generally are reported at their outstanding unpaid principal balances adjusted for charge-
offs, the allowance for loan losses, and any deferred fees or costs on originated loans. Interest
income is accrued on the unpaid principal balance. Loan origination fees, net of certain direct
origination costs, are deferred and recognized as an adjustment of the related loan yield using the
interest method.

Loans past due 30 days or more are considered delinquent. The accrual of interest on mortgage and
commercial loans is discontinued at the time the loan is 90 days delinquent unless the credit is well
secured and in process of collection. Credit card loans and other personal loans are typically
charged off no later than 180 days past due. In all cases, loans are placed on nonaccrual or charged
off at an earlier date if collection of principal or interest is considered doubtful.

All interest accrued, but not collected, for loans that are placed on nonaccrual or charged off is
reversed against interest income. Cash payments representing interest income are reported as such.
Other cash payments are reported as reductions in carrying value. Increases or decreases in the
carrying value, due to changes in estimates of future payments and due to the passage of time, are
reported as provision for loan losses. Loans are returned to accrual status when all the principal and
interest amounts contractually due are brought current and future payments are reasonably assured.

Allowance for Loan L osses

The allowance for loan losses is established as losses are estimated to have occurred through a
provision for loan losses charged to earnings. Loan losses are charged against the allowance when
management believes the uncollectibility of a loan balance is confirmed. Subsequent recoveries, if
any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon
management's periodic review of the collectibility of the loans in light of historical experience, the
nature and volume of the loan portfolio, adverse situations that may affect the borrower's ability to
repay, estimated value of any underlying collateral and prevailing economic conditions. This
evaluation is inherently subjective as it requires estimates that are susceptible to significant revision
as more information becomes available.




CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2008 and 2007

The allowance consists of specific, general and unallocated components. The specific component
relates to loans that are classified as either doubtful, substandard or special mention. For such loans
that are also classified as impaired, an allowance is established when the discounted cash flows (or
collateral value or observable market price) 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.

A loan is considered impaired when, based on current information and events, it is probable that the
Company will be unable to collect the scheduled payments of principal or interest, when due,
according to the contractual terms of the loan agreement. Factors considered by management in
determining impairment include payment status, collateral value, and the probability of collecting
scheduled principal and interest payments when due. Loans that experience insignificant payment
delays and payment shortfalls generally are not classified as impaired. Management determines the
significance of payment delays and payment shortfalls on a case-by-case basis, taking into
consideration all of the circumstances surrounding the loan and the borrower, including the length
of the delay, the reasons for the delay, the borrower's prior payment record, and the amount of the
shortfall in relation to the principal and interest owed. Impairment is measured on a loan-by-loan
basis for commercial loans by either the present value of expected future cash flows discounted at
the loan's effective interest rate, the loan's obtainable market price, or the fair value of the collateral
if the loan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment.
Accordingly, the Company does not separately identify individual consumer and residential loans
for impairment disclosures.

Credit Related Financial Instruments

In the ordinary course of business, the Company has entered into commitments to extend credit,
including commitments under lines-of-credit. Such financial instruments are recorded when they are
funded.
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2008 and 2007

Other Real Estate Owned

Assets acquired through, or in lieu of, loan foreclosure are held-for-sale and are initially recorded at
fair value at the date of foreclosure, establishing a new cost basis. Subsequent to foreclosure,
valuations are periodically performed by management and the assets are carried at the lower of
carrying amount or fair value less cost to sell. Revenues and expenses from operations and changes
in the valuation allowance are included in net expenses from other real estate owned.

Premises and Equipment

Land is carried at cost. Buildings and equipment are carried at cost, less accumulated depreciation
computed on the straight-line and various accelerated methods over the estimated useful lives of the
assets. Leasehold improvements are amortized over the lesser of the life of the improvement or the
related lease term.

Earnings Per Share

Basic earnings per share is computed by dividing income available to common stockholders by the
weighted average number of common shares outstanding for the period. The Company has a simple
capital structure with no dilutive or potentially dilutive instruments outstanding as of December 31,
2008 and 2007. The weighted average number of shares outstanding for both basic and diluted
earnings per share calculations was 24,286 in 2008 and 24,445 in 2007.

Income Taxes

Deferred income tax assets and liabilities are determined using the liability (or balance sheet)
method. Under this method, the net deferred tax asset or liability is determined based on the tax
effects of the temporary differences between the book and tax bases of the various balance sheet
assets and liabilities and gives current recognition to changes in tax rates and laws.

Comprehensive Income

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
appreciation and depreciation on securities available-for-sale, are reported as a separate component
of the equity section of the balance sheet, such items, along with net income, are components of
comprehensive income or loss.
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY

Notes to Consolidated Financial Statements

December 31, 2008 and 2007

Cash and Due from Banks

The Company is required to maintain certain reserves of vault cash or deposits with the Federal
Reserve Bank. The amount of this reserve requirement, included in cash and due from banks, was

approximately $355,000 and $346,000 as of December 31, 2008 and 2007, respectively.

Securities

The amortized cost and fair value of securities as of December 31 are as follows:

Securities Available-for-Sale
Debt securities
U.S. Government and government
sponsored enterprises
State and municipal
Corporate
Mortgage-backed securities
Collateral mortgage obligations

Total securities available-for-sale

Securities Held-to-Maturity
Debt securities
State and municipal

Total securities held-to-maturity

008
Gross Gross

Amortized  Unrealized Unrealized Fair

Cost Gains Losses Value
$ 1,000,000 $ 2810 $ - $ 1,002,810
18,892,103 28,538 (727,971) 18,192,670

5,002,090 - (811,400) 4,190,690
42,776,395 679,547 (76,772) 43,379,170

7.960.777 51,500 594,252) _ 7.418.025
$75.631.365 $__ 762,395 $(2.210.395) $_74.183.365
$_ 586,700 $_ 15854 $ (128) $___ 602,426
$__586.700 $__ 15854 $____ (128) $__ 602.426
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2008 and 2007

2007
Gross Gross
Amortized  Unrealized Unrealized Fair
Cost Gains Losses Value

Securities Available-for-Sale
Debt securities

U.S. Government and government

sponsored enterprises $ 4,000,000 $ 2347 $ (9,130) $ 3,993,217

State and municipal 9,752,859 14,635 (87,422) 9,680,072

Corporate 6,073,874 - (249,354) 5,824,520

Mortgage-backed securities 35,516,888 333,152 (249,965) 35,600,075

Collateral mortgage obligations 16.017.479 39,487 (348,750) _15.708.216

Total securities available-for-sale $_71.361,100 $_389.621 $_(944.621) $_70.806.100

Securities Held-to-Maturity
Debt securities
State and municipal $_ 1348445 $_ 45702 $__ (3,147) $_1,391,000

Total securities held-to-maturity $__1.348445 $__45702 $___ (3.147) $_1.391.000

At December 31, 2008 and 2007, securities with a carrying value of $70,683,303 and $60,468,590,
respectively, were pledged to secure public deposits and for other purposes required or permitted by
law.
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Notes to Consolidated Financial Statements
December 31, 2008 and 2007
The amortized cost and fair value of debt securities by contractual maturity at December 31, 2008,

are shown below. Expected maturities may differ from contractual maturities because borrowers
may have the right to call or prepay obligations with or without penalties.

Available-for-Sale Held-to-Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value
Within 1 year $ 1,000,000 $ 984,170 $ 91,700 $ 93,108
Over 1 year through 5 years 4,184,372 3,917,387 263,400 276,230
After 5 years through 10 years 995,500 721,300 19,100 20,716
Over 10 years 18,714231 17,763,313 212,500 212372
24,894,193 23,386,170 586,700 602,426

Mortgage-backed securities and
collateral mortgage obligations 50,737,172 50,797,195 - -

$75.631.365 $74.183.365 $__586.700 $__602.426

For the years ended December 31, 2008 and 2007, proceeds from sales of securities available-for-
sale amounted to $16,442,276 and $4,193,855, respectively. Gross realized gains amounted to
$12,270 and $4,448 at December 31, 2008 and 2007, respectively. Gross realized losses amounted
to $156,746 and $57,500 at December 31, 2008 and 2007, respectively.

There were no sales of securities held-to-maturity during 2008 and 2007.
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY

Notes to Consolidated Financial Statements

December 31, 2008 and 2007

Investments with continuous unrealized losses for a period of less than twelve months and twelve

months or greater as of December 31, 2008 are as follows:

Less than 12 months 12 months or greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
State and municipal $ 14,803,089 $ 650,851 $ 1,224562 $ 77,248 $ 16,027,651 $ 728,099
Corporate 984,170 15,920 3,206,520 795,480 4,190,690 811,400
Mortgage-backed
securities 12,386,028 75,341 454,197 1,431 12,840,225 76,772
Collateral mortgage
obligations 1,174,840 244292 2.804.304 349.960 3,979,144 594,252

$_29348127 $_0986404 $_ 7689583 $_1224119

$ 37,037,710 $_2210523

Investments with continuous unrealized losses for a period of less than twelve months and twelve

months or greater as of December 31, 2007 are as follows:

Less than 12 months 12 months or greater

Fair Unrealized Fair Unrealized
Value Losses Value Losses
U.S. Government and
government sponsored
enterprises $ - 3 - $ 990,870 $ 9,130
State and municipal 3,772,636 37,267 2,831,590 53,302
Corporate 920,400 200 4,904,120 249,154
Mortgage-backed securities 44,672 73 16,511,387 249,892
Collateral mortgage
obligations 1,147,700 190,595 11,067,326 158,155
$__ 5885408 $_228135 $_36305293 $_ 719633

Total
Unrealized
Losses

Fair
Value

$ 990870 $ 9,130
6,604,226 90,569
5,824,520 249,354

16,556,059 249,965
12,215,026 348,750
$ 42190701 $__ 947768
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2008 and 2007

Management evaluates securities for other-than-temporary impairment 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 cost, (2) the financial condition and near-term prospects of
the issuer, and (3) the intent and ability of the Bank to retain its investment in the issuer for a period
of time sufficient to allow for any anticipated recovery in fair value.

As of December 31, 2008, the Bank had thirteen investment securities with a fair value of
$7,689,583 and an unrealized loss of $1,224,119 that had been in a continuous unrealized loss
position for 12 months or more. As of December 31, 2007, the Bank had sixty investment securities
with a fair value of $36,305,293 and an unrealized loss of $719,633 that had been in a continuous
unrealized loss position for 12 months or more.

Management believes that the unrealized loss positions are primarily due to the changes in the
interest rate environment and general market conditions, there is little risk of loss or default from
the counterparties, and the Company has the ability and intent to hold the securities for the
foreseeable future; therefore, the securities are not considered other-than-temporarily impaired at
December 31, 2008 and 2007.

Loans

A summary of the balances of loans as of December 31 is as follows:

2008 2007
Real estate mortgages $ 9243927 $ 8,961,570
Commercial loans 73,865,524 65,434,807
Home equity loans 11,463,665 10,099,781
Personal loans 10,270,111 9,723,614

104,843,227 94,219,772

Allowance for loan losses (1,780,111) (1,602,420)
Net deferred loan costs 341,656 313,653
Loans, net $_103.404.772 $_92.931.005

As of December 31, 2008 and 2007, nonaccrual loans were $1,293,512 and $1,400,119,
respectively.
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CHAMPLAIN BANK CORPORATION AND SUBSIDIARY
Notes to Consolidated Financial Statements

December 31, 2008 and 2007

An analysis of the allowance for loan losses is as follows:

Years Ended December 31,

2008 2007
Balance at beginning of year $ 1,602,420 $ 1,390,352
Provision for loan losses 340,000 244,250
Loans charged off (224,298) (55,228)
Recoveries of loans previously charged off 61,989 23,046
Balance at end of year $_1780111 $_1.602.420
The following is a summary of information pertaining to impaired loans:
2008 2007
Impaired loans without a valuation allowance $ 531,903 $ 538,724
Impaired loans with a valuation allowance 761,609 861,395
Total impaired loans $_1293512 $_1400,119
Valuation allowance related to impaired loans $_ 274942 $_ 274942

Years Ended December 31,

2008 2007
Average investment in impaired loans $ 1473807 $__ 673132
Interest income recognized on impaired loans,
all on cash basis $ 98533 $__115340

No additional funds are committed to be advanced in connection with impaired loans.
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5. Premises and Equipment

A summary of the cost and accumulated depreciation of premises and equipment follows:

2008 2007
Land and improvements $ 133,278 $ 137,049
Buildings and improvements 3,675,862 3,563,799
Equipment 4,945,332 4,661,709
Construction in progress 434,197 486,347

9,188,669 8,848,904
Accumulated depreciation (6.023.390) (5.652.168)
$ 3165279 $_3.196,736
Pursuant to the terms of noncancelable lease agreements in effect at December 31, 2008, pertaining

to office space for two Plattsburgh branches and the Lake Placid branch, future minimum rent
commitments under various operating leases are as follows:

2009 $ 110,400
2010 99,400
2011 99,400
2012 61,600
2013 49.600

$ 420.400

The leases contain options to renew. The cost of such rentals is not included above. Total rent
expense for the years ended December 31, 2008 and 2007 amounted to $104,231 and $107,898,
respectively.

6. Deposits

The aggregate amount of time deposits in denominations of $100,000 or more at December 31,
2008 and 2007 was $24,615,982 and $23,947,352, respectively.
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At December 31, 2008, the scheduled maturities of time deposits are as follows:

2009 $ 41,948,693
2010 7,554,778
2011 2,261,799
2012 98,203
2013 34,917
Thereafter 100.000

$ 51,998,390

7. Advances from Federal Home Loan Bank

Pursuant to collateral agreements with the Federal Home Loan Bank of New York (FHLB),
advances are collateralized by all stock in the FHLB, qualifying first mortgages and securities
available-for-sale.

At December 31, 2008, the interest rates on fixed-rate advances ranged from 0.44 percent to 4.41
percent. At December 31, 2007, the interest rate on fixed-rate advances ranged from 3.84 percent to
4.41 percent. The Bank had no floating rate advances at December 31, 2008 and 2007.

The contractual maturities of advances at December 31, 2008 are as follows:

2009 $ 1,500,000
2010 5,000,000
2011 5,000,000
2012 5.000.000
Total $_16.500.000

The contractual maturities of advances at December 31, 2007 are as follows:

2010 $ 5,000,000
2012 5,000,000
Total $_10.000,000

At December 31, 2008, the Bank's total FHLB borrowing capacity was $24,889,800, of which
$8,389,800 was unused and available for additional borrowings.
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The Bank's total borrowing capacity from the Federal Reserve Bank was $6,113,862 at December
31, 2008. The Bank also had $5,000,000 available under long-term lines of credit at December 31,
2008. There were no amounts outstanding at December 31, 2008 or 2007.

Income Taxes

Allocation of federal and state income tax expense between current and deferred portions is as
follows:

2008 2007
Current tax expense
Federal $ 489,287 $ 300,493
State 114,231 80,051

603,518 380,544

Deferred federal tax benefit (227.608) (100,000)

$__375910 $__ 280,544

The income tax provision differs from the expense that would result from applying federal statutory
rates to income before income taxes principally because of state income taxes, tax-exempt income
and life insurance premiums.

The components of the net deferred tax asset, included in other assets are as follows:

2008 2007
Deferred tax assets
Net unrealized loss on securities available-for-sale $ 579,200 $ 222,000
Accrued pension and other postretirement benefits 533,769 -
Allowance for loan losses 923,688 954,692
Deferred compensation plans 1,517,658 1,595,958
Other 137,571 117,437
3,691,886 2,890,087
Deferred tax liabilities
Prepaid pension and other postretirement benefits - 1,055,131
Depreciation 578,990 633,615
578,990 1,688,746
3,112,896 1,201,341
Valuation allowance (21.708) (21.708)

Net deferred income tax asset

$_3.091.188 $_1.179.633
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The valuation allowance, as established by management, takes into consideration the historical level
of taxable income in prior years as well as the time period in which the items giving rise to the

deferred tax assets will be recognized.

Financial Instruments with Off-Balance-Sheet Risk

The Company is a party to credit related financial instruments with off-balance-sheet risk in the
normal course of business to meet the financing needs of its customers. These financial instruments
include commitments to extend credit and letters-of-credit. Such commitments involve, to varying
degrees, elements of credit and interest rate risk in excess of the amount recognized in the
consolidated balance sheets.

The Company's exposure to credit loss is represented by the contractual amount of these
commitments. The Company follows the same credit policies in making commitments as it does for
on-balance-sheet instruments.

At December 31, 2008 and 2007, the following financial instruments were outstanding whose
contract amounts represent credit risk:

Contract Amount
2008 2007
Commitments to grant loans $ 2,403,000 $ 7,059,000
Unfunded commitments under lines-of-credit 16,464,000 16,949,000
Commercial and standby letters-of-credit 329,000 485,000

Commitments to extend credit are agreements to lend to a customer as long as there is no violation
of any condition established in the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. The commitments for equity lines-of-
credit may expire without being drawn upon. Therefore, the total commitment amounts do not
necessarily represent future cash requirements. The amount of collateral obtained, if it is deemed
necessary by the Company, is based on management's credit evaluation of the customer.

Unfunded commitments under commercial lines-of-credit, revolving credit lines and overdraft
protection agreements are commitments for possible future extensions of credit to existing
customers. These lines-of-credit are uncollateralized and usually do not contain a specified maturity
date and may not be drawn upon to the total extent to which the Company is committed.
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Standby letters-of-credit are conditional lending commitments issued by the Company to guarantee
the performance of a customer to a third party. Those letters-of-credit are primarily issued to
support public and private borrowing arrangements. Essentially all letters-of-credit issued have
expiration dates within one year. The credit risk involved in issuing letters-of-credit is essentially
the same as that involved in extending loan facilities to customers.

To reduce credit risk related to the use of credit-related financial instruments, the Company might
deem it necessary to obtain collateral. The amount and nature of the collateral obtained is based on
the Company's credit evaluation of the customer. Collateral held varies but may include cash,
securities, accounts receivable, inventory, property, plant and equipment and real estate.

Minimum Reqgulatory Capital Requirements

The Company (on a consolidated basis) and the Bank are subject to various regulatory capital
requirements administered by the federal banking agencies. Failure to meet minimum capital
requirements can initiate certain mandatory and possible additional discretionary actions by
regulators that, if undertaken, could have a direct material effect on the Company's and the Bank's
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Company and the Bank must meet specific capital guidelines that involve
quantitative measures of their assets, liabilities, and certain off-balance-sheet items as calculated
under regulatory accounting practices. The capital amounts and classifications are also subject to
qualitative judgments by the regulators about components, risk weightings, and other factors.
Prompt corrective action provisions are not applicable to bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Company
and the Bank to maintain minimum amounts and ratios (set forth in the following table) of total and
Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined) and of Tier 1
capital (as defined) to average assets (as defined). Management believes, as of December 31, 2008
and 2007, that the Company and the Bank met all capital adequacy requirements to which they are
subject.

As of December 31, 2008, the most recent notification from the Office of the Comptroller of the
Currency (OCC) categorized the Bank as well capitalized under the regulatory framework for
prompt corrective action. To be categorized as well capitalized, an institution must maintain
minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in the following
tables. There are no conditions or events since the notification that management believes have
changed the Bank's category. The Company's and the Bank's actual capital amounts and ratios as of
December 31, 2008 and 2007 are also presented in the table.
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December 31, 2008

Total Capital to Risk
Weighted Assets
Consolidated

Bank

Tier 1 Capital to Risk
Weighted Assets
Consolidated
Bank

Tier 1 Capital to
Average Assets
Consolidated
Bank

December 31, 2007

Total Capital to Risk
Weighted Assets
Consolidated

Bank

Tier 1 Capital to Risk
Weighted Assets
Consolidated
Bank

Tier 1 Capital to
Average Assets
Consolidated
Bank

December 31, 2008 and 2007

Notes to Consolidated Financial Statements

Minimum Capital

Minimum To Be Well

Capitalized Under
Prompt Corrective

Actual Requirement Action Provisions
Amount Ratio Amount Ratio Amount Ratio
17,120,959 13.19 % $10,387,047 8.00 % N/A N/A
17,116,025 13.18 10,387,047 8.00 $12,983,809 10.00 %
15,497,983 11.94 5,193,524 4.00 N/A N/A
15,493,049 11.93 5,193,524 4.00 7,790,286  6.00
15,497,983  8.09 7,659,935 4.00 N/A N/A
15,493,049  8.09 7,659,935 4.00 9,574,918 5.00
16,729,109 13.88 % $ 9,644,858 8.00 % N/A N/A
16,723,403  13.87 9,644,858 8.00 $12,056,072 10.00 %
15,222,100 12.63 4,822,429 4.00 N/A N/A
15,216,394  12.62 4,822,429 4.00 7,233,643  6.00
15,222,100 8.78 6,931,643 4.00 N/A N/A
15,216,394 8.78 6,931,643 4.00 8,664,554  5.00
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11. Employee Benefit Plans

401(k) Plan

The Company has a 401(k) plan whereby all employees are eligible to participate in the plan at the
first enrollment date after hired. Participants may contribute up to the maximum amount allowed by
federal tax laws. The Company made matching contributions equal to 4 percent of compensation in
2008 and 2007. The Company may also make a profit-sharing contribution to the plan. There were
contributions of 1 percent of each eligible employee's compensation in 2008 and 2007. For the
years ended December 31, 2008 and 2007, expense attributable to the plan amounted to $128,918
and $132,431, respectively.

Supplemental Retirement Plan

The Company sponsors an unfunded, non-qualified supplemental retirement plan for certain
officers. The agreement provides supplemental retirement payments payable over 15-20 years upon
retirement or death. The costs for this plan are recognized over the service periods of the
participating officers.

The expenses of this supplemental plan were $151,296 and $159,333 in 2008 and 2007,
respectively. As of December 31, 2008 and 2007, the accrued liability of this plan was $1,099,454
and $1,015,658, respectively.

Split-Dollar Life Insurance Arrangements

Effective January 1, 2008, the Company adopted the provisions of Emerging Issues Task Force
(EITF) 06-4: "Accounting for Deferred Compensation and Postretirement Benefit Aspects of
Endorsement Split-Dollar Life Insurance Agreements.” The EITF states that an employer should
recognize a liability for the postretirement benefit related to an endowment split-dollar life
insurance arrangement. The Company recognized the effect of applying EITF 06-4 as a change in
accounting principle through a cumulative-effect adjustment to retained earnings. The cumulative
effect of the change on retained earnings on the consolidated balance sheet was $405,946.
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Defined Benefit Pension Plan

The Company is a member of the New York State Bankers Retirement System and offers a non-
contributory defined benefit pension plan to substantially all full-time employees and part-time
employees as required by law. Benefit payments to retired employees are based upon their length of
service and a percentage of qualifying compensation during the final years of employment.
Contributions are intended to provide not only for benefits attributed to service to date, but also for
those expected to be earned in the future. Assets of the plan are primarily invested in equity and
debt securities. The costs for this plan are recognized over the service periods of the participating
employees.

On January 1, 2008, the Company changed the measurement date of the defined benefit pension
plan from October 1 to December 31 in accordance with the provisions of Statement of Financial
Accounting Standards (SFAS) No. 158, "Employers' Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R)." As a
result of applying the measurement date provisions, the Company adjusted accumulated other
comprehensive loss by $211,790 and retained earnings by $16,885.

The following table sets forth the plan's funded status and amounts recognized in the Company's
consolidated balance sheets as of December 31.:

2008 2007
Benefit obligation at December 31 $ 6,662,676 $ 5,664,514
Fair value of plan assets at December 31 5,314,435 7,792,930
Funded status $_(1.348.241) $___ 2,128,416
Accumulated benefit obligation $_5708620 $___ 4792365
Prepaid (accrued) pension cost included in the consolidated
balance sheet $ (1.348241) $_ 2128416
Weighted average assumptions used to determine
benefit obligation
Discount rate 6.03 % 6.00 %
Rate of compensation increase 3.50 % 3.50 %
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2008 2007
Weighted average assumptions used to determine
net benefit cost
Discount rate 6.00 % 6.00 %
Expected return on plan assets 7.50 % 7.50 %
Rate of compensation increase 3.50 % 3.50 %

The following table discloses additional information regarding the pension plan for the years ended
December 31:

2008 2007
Employer contributions $ - $ 1,026,640
Benefits paid 347,403 340,448
Benefit cost 99,848 110,496

The Company expects to make a contribution to the plan in 2009; however the amount has not been
determined.

Future benefit payments are expected to be paid as follows:

Years ending December 31:

2009 $ 159,290
2010 174,235
2011 196,521
2012 259,045
2013 271,088
Years 2014 - 2018 1,416,206
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The Company's pension plan weighted-average asset allocations by asset category are as follows:

Plan Assets
Asset Cateqgory at September 30
008 2007
Equity securities 55.0% 58.0%
Debt securities 41.0% 40.0%
Other 4.0% 2.0%
Total 100.0% 100.0%

The New York State Bankers Retirement System (the "System™) was established in 1938 to provide
for the payment of benefits to employees of participating banks. The System is overseen by a Board
of Trustees who meet quarterly and set the investment policy guidelines.

The System utilizes two investment management firms (which will be referred to as Firm | and
Firm 11), each investing approximately 50% of the total portfolio. The System's investment
objective is to exceed the investment benchmarks in each asset category. Each firm operates under a
separate written investment policy approved by the Trustees and designed to achieve an allocation
approximating 60% invested in equity securities and 40% invested in debt securities.

Each Firm shall report at least quarterly to the Investment Committee of the System and semi-
annually to the Board of the System.

Equities: The target allocation percentage for equity securities is 60%, but may vary from 50%-
70% at the investment manager's discretion.

Firm | is employed for its expertise as a Value Manager. It is allowed to invest a certain amount of
the equity portfolio under its management in international securities and to hedge said international
securities so as to protect against currency devaluations.

The equities managed by Firm Il are in a commingled Large Cap Equity Fund. The Fund is invested
in a diversified portfolio of common or capital stocks, or bonds, debentures, notes or preferred
stocks convertible into common or capital stocks, or in other types of equity investments whether
foreign or domestic. Short-term obligations of the U.S. Government or other short-term investments
may be purchased and held pending the selection and purchase of suitable investments which meet
the guidelines above. Investments may include units of participation in any other Fund established
within this Fund which consists of assets of the nature described in the preceding paragraph.
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Fixed Income: For both investment portfolios, the target allocation percentage for debt securities is
40%, but may vary from 30%-50% at the investment manager's discretion.

The Fixed Income Portfolio managed by Firm | operates with guidelines relating to types of debt
securities, quality ratings, maturities, and maximum single and sector allocations.

The portfolio may trade foreign currencies in both spot and forward markets to effect securities
transactions and to hedge underlying asset positions. The purchase and sale of futures and options
on futures on foreign currencies and on foreign and domestic bonds, bond indices and short-term
securities is permitted; however, purchases may not be used to leverage the portfolio.

The Fixed Income Portfolio managed by Firm Il is in a commingled Fixed Income Fund. This style
of fixed income management focuses on high quality securities drawn from various market sectors,
including U.S. Treasuries and government-sponsored agencies, sovereigns, supranationals,
residential mortgage-backed securities, corporates, commercial mortgage-backed securities, asset-
backed securities, and municipals as set forth in its guidelines and the System's investment policy.

The expected long-term rate-of-return on plan assets reflects long-term earnings expectations on
existing plan assets and those contributions expected to be received during the current plan year. In
estimating that rate, appropriate consideration was given to historical returns earned by plan assets
in the fund and the rates of return expected to be available for reinvestment. Average rates of return
over the past one-, three-, five-, and ten-year periods were determined and, subsequently, adjusted
to reflect current capital market assumptions and changes in investment allocations.
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Defined Benefit Postretirement Plan

In addition to the Company's non-contributory defined benefit pension plan, the Company provides
a defined benefit postretirement plan which provides medical benefits and life insurance benefits to
employees who were hired before January 1, 2005, and have attained 55 years of age with 10 years
of service. The postretirement health care portion of the plan is contributory, with participants'
contributions adjusted annually, and contains other cost-sharing features such as deductibles and
coinsurance. While the amount of a participant's contribution varies depending upon age and
service, the Company has set a maximum dollar amount it will pay for medical benefits regardless
of age or service. The funding policy of the plan is to pay claims and/or insurance premiums as they
come due. The costs for this plan are recognized over the service periods of the participating
employees.

The following table presents the amounts recognized in the Company's consolidated balance sheets
as of December 31:

2008 2007

Benefit obligation at December 31 $ 823635 $ 791,757
Fair value of plan assets at December 31 - -

Funded status $__(823.635) $ (791,757)
Accrued postretirement costs included in the consolidated

balance sheet $__ (823.635) $ 791,757
Weighted average assumption used to determine benefit

obligation

Discount rate 6.03 % 6.00 %

Weighted average assumption used to determine net
benefit cost 6.00 % 6.00 %

Discount rate
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The following table discloses additional information regarding the postretirement plan for the years
ended December 31.:

2008 2007
Employer contributions $ 24,171 $ 33,929
Benefits paid (24,171) (33,929)
Benefit cost 99,863 101,216

The Company expects to make a contribution to the plan in 2009; however the amount has not been
determined.

Future benefit payments are expected to be paid as follows:

Years ending December 31:

2009 $ 33814
2010 34,358
2011 35,588
2012 37,700
2013 40,571
Years 2014 - 2018 256,904

The health care cost trend rate assumption does not have a significant effect on the reported
amounts as a result of the Company's cap on the maximum contribution it will pay.

In December 2003, the President signed the federal Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (the Act) into law. The Act includes the following two new features to
Medicare (Medicare Part D) that could affect the measurement of the accumulated postretirement
benefit obligation (APBO) and net periodic postretirement benefit cost for the Plan:

. A subsidy to plan sponsors that is based on 28% of an individual beneficiary's annual
prescription drug costs between $250 and $5,000

. The opportunity for a retiree to obtain a prescription drug benefit under Medicare

During 2004, the Financial Accounting Standards Board (FASB) Staff issued FASB Staff Position
(FSP) FAS 106-2, "Accounting and Disclosure Requirements Related to the Medicare Prescription
Drug, Improvement and Modernization Act of 2003." The FSP addresses employers' accounting for
the effects of the Act and is effective for the Company beginning in 2005. The accounting for the
Act depends on the Company's assessment as to whether the prescription drug benefits available
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under its plan are actuarially equivalent to Medicare Part D, among other factors. The Company has
not determined that the benefit it provides is actuarially equivalent to the benefit provided under the

Act and, accordingly, the impact of applying the FSP is not reflected in these financial statements.

Amounts not yet reflected in net periodic benefit cost and included in accumulated other comprehensive
loss for the defined benefit pension and postretirement plans are as follows:

At December 31, 2008 2007
Unamortized prior service cost $ 38351 $ 42,207
Unamortized net actuarial loss 3,786,964 451,477
Unrecognized transition obligation 93.129 108.650
3,918,444 602,334
Deferred tax benefit at 40% 1,567,378 240,933

Net unrecognized pension and
postretirement benefits included in
accumulated other comprehensive loss $_2351066 $__361.401

The following amounts were recognized in other comprehensive loss in 2008:

Net actuarial loss 2,845,739
Reclassifications to net periodic benefit cost

Amortization of transition obligation (15,521)
Amortization of net unrecognized actuarial loss (4,432)
Amortization of prior service cost (3,853)
2,821,933

Tax effect 1,044,058
$_1777875
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The following amounts are expected to be reclassified from accumulated other comprehensive loss
and recognized in net periodic benefit cost in 2009:

Pension Postretirement
Transition obligation $ - $ 15,521
Unamortized prior service cost 10 3,843
Unamortized net actuarial loss 230,930 -

$__ 230040 $__ 10364

At December 31, 2007, the Company adopted SFAS No. 158. This Statement requires an employer
to recognize the overfunded or underfunded status of defined benefit pension and postretirement
plans as an asset or a liability in its balance sheet and to recognize, through comprehensive income
or loss, changes in the funded status in the year in which the changes occur.

The adjustment to accumulated other comprehensive loss to recognize the funded status of the
Company's pension and postretirement plans upon adoption of SFAS No. 158 on December 31,
2007 was $361,401.

The incremental effect of applying SFAS No. 158 on individual line items in the consolidated
balance sheet as of December 31, 2007, are as follows:

SFAS No.
Before 158 After
Application Adjustment Application
Other assets $ 7939174 $ (232,769) $ 7,706,405
Total assets 183,022,706 (232,769) 182,789,937
Other liabilities 4,258,452 128,632 4,387,084
Total liabilities 168,133,796 128,632 168,262,428
Accumulated other comprehensive loss (333,000) (361,401) (694,401)
Total stockholders' equity 1,488,910 (361,401) 14,527,509
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Other Noninterest Expenses

The components of other noninterest expenses, which are in excess of 1% of total revenues (total
interest and dividend income and other income) and not shown separately in the consolidated
statements of income, are as follows for the years ended December 31:

2008 2007
Software maintenance fees $ 191295 $ 181,699
Other consultants 142,119 101,651

$__ 333414 $_ 283350

Related Party Transactions

In the ordinary course of business, the Bank has granted loans to principal officers and directors and
their affiliates amounting to $2,038,896 at December 31, 2008 and $1,729,765 at December 31,
2007. During the years ended December 31, 2008 and 2007, total principal additions were $309,131
and $41,109, respectively, and total principal payments were $0 and $159,554, respectively.

Deposits from related parties held by the Bank at December 31, 2008 and 2007 amounted to
$1,561,185 and $1,508,903, respectively.

Restrictions On Dividends

Income earned by the Bank is the primary source of funds available to the Company for payment of
dividends to its stockholders and for other working capital needs. Applicable federal and state
statutes, regulations, and guidelines impose restrictions on the amount of dividends that may be
declared by the Bank. Under these restrictions, the dividends declared by the Bank to the Company
in 2009 may not exceed the aggregate of the Bank's net profits in 2009 combined with its retained
net profits from the two preceding years of approximately $1,249,405.

In addition, dividends paid by the Bank to the Company would be prohibited if the effect thereof
would cause the Bank's capital to be reduced below applicable minimum capital requirements.

Legal Contingencies

Various legal claims also arise from time-to-time in the normal course of business which, in the
opinion of management, will have no material effect on the Company's consolidated financial
statements.
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16. Fair Value

In September 2006, FASB issued SFAS No. 157, "Fair Value Measurements." The Statement
defines fair value, establishes a framework for measuring fair value in accordance with U.S.
generally accepted accounting principles, and expands disclosures about fair value measurements.

SFAS No. 157 defines fair value as the exchange price that would be received for an asset or paid
to transfer a liability (an exit price) in the principal or most advantageous market for the asset or
liability in an orderly transaction between market participants on the measurement date. SFAS No.
157 also establishes a fair value hierarchy which requires an entity to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value. The
standard describes three levels of inputs that may be used to measure fair value:

Level 1: Quoted prices (unadjusted) or identical assets or liabilities in active markets that the
entity has the ability to access as of the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices, such as quoted prices for
similar assets or liabilities, quoted prices in markets that are not active, and other inputs that are
observable or can be corroborated by observable market data.

Level 3: Significant unobservable inputs that reflect an organization’s own assumptions about the
assumptions that market participants would use in pricing an asset or liability.

Assets and liabilities measured at fair value on a recurring basis are summarized below.

Fair Value Measurements at December 31, 2008, Using

Quoted Prices Significant

In Active Other Significant
Markets for Observable Unobservable
December 31, Identical Assets Inputs Inputs
2008 (Level 1) (Level 2) (Level 3)
Assets:
Securities available for sale
(market
approach) $ 74,183,365 $ - $ 74183365 $ -
Assets held by defined
benefit pension plan 5,314,435 5,314,435 - -
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Assets and liabilities measured at fair value on a nonrecurring basis are summarized below.

Fair Value Measurements at December 31, 2008, Using

Quoted Prices Significant

In Active Other Significant
Markets for Observable Unobservable
December 31, Identical Assets Inputs Inputs
2008 (Level 1) (Level 2) (Level 3)
Assets:
Impaired loans
(market approach) $ 1,018570 $ - $ 1018570 $ -

Impaired loans were written down to their fair value of $1,018,570, resulting in an impairment
charge through the provision for loan losses, which was included in the statement of income for the
period.

Fair value estimates are made at a specific point in time, based on relevant market information and
information about specific financial instruments. These estimates do not reflect any premium or
discount that could result from offering for sale at one time the Company’s entire holdings of a
particular financial instrument. Because no active observable market exists for a portion of the
Company’s financial instruments, fair value estimates are based on judgments regarding future
expected loss experience, current economic conditions, risk characteristics of various financial
instruments, and other factors. These estimates are subjective in nature and involve uncertainties
and matters of significant judgment, and therefore cannot be determined with precision. Changes in
assumptions could significantly affect the estimates.

The following methods and assumptions were used by the Company in estimating fair value
disclosures for financial instruments:

Cash, cash equivalents and federal funds sold: The carrying amounts of cash and short-term
instruments approximate fair values.
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Securities: The fair values of investment securities, other than FHLB and FRB stock, are based on
quoted market prices on nationally recognized securities exchanges, where available, or matrix
pricing, which is a mathematical technique used widely in the industry to value debt securities
without relying exclusively on quoted prices for the specific securities, but rather relying on the
securities’ relationship to other benchmark quoted securities. The fair value of FHLB and FRB
stock is equal to cost, since there is no secondary market for these instruments.

Loans held-for-sale: Fair values of loans held-for-sale are based on commitments on hand from
investors or prevailing market prices.

Loans receivable: For variable-rate loans that reprice frequently and with no significant change in
credit risk, fair values are based on carrying values. Fair values for other loans are estimated using
discounted cash flow analyses, using interest rates currently being offered for loans with similar
terms to borrowers of similar credit quality. The fair value of impaired loans is primarily based
upon appraisals by third-party appraisers and brokers' opinions by third-party brokers. The
appraisals and opinions are based upon comparable prices for similar assets in active markets for
residential real estate loans, and less active markets for commercial loans.

Deposit liabilities: The fair values for demand deposits (e.g., interest and non-interest checking,
passbook 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 of variable-rate, fixed-term money market accounts and 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 interest rates currently being offered on
certificates to a schedule of aggregate expected monthly maturities on the certificates.

Advances from Federal Home Loan Bank: The fair values of these borrowings are estimated using
discounted cash flow analyses based on the Company's current incremental borrowing rates for
similar types of borrowing arrangements.

Accrued interest: The carrying amounts of accrued interest approximate fair value.
Off-balance-sheet instruments: The Company's off-balance-sheet instruments consist of loan

commitments. Fair values for loan commitments have not been presented as the future revenue
derived from such financial instruments is not significant.
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The estimated fair values, and related carrying or notional amounts, of the Company's financial
instruments at December 31 are as follows:

2008 2007
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial assets
Cash and cash equivalents $ 4,613,059 $ 4,613,059 $ 4,788,292 $ 4,788,292
Federal funds sold 17,740 17,740 448,499 448,499
Securities available-for-sale 74,183,365 74,183,365 70,806,100 70,806,100
Securities held-to-maturity 586,700 602,426 1,348,445 1,391,000
Federal Home Loan Bank
and Federal Reserve
Bank stock 1,029,500 1,029,500 720,700 720,700
Loans and loans held-for-
sale, net 103,404,772 108,719,778 92,931,005 92,405,738
Accrued interest receivable 911,582 911,582 903,752 903,752
Financial liabilities
Deposits 159,946,904 152,925,235 153,875,344 148,564,022
Advances from Federal Home
Loan Bank 16,500,000 16,902,600 10,000,000 10,138,939
Accrued interest payable 241,677 241,677 283,732 283,732

17. Subseguent Event

On Friday, February 27, 2009 the Federal Deposit Insurance Corporation (FDIC) Board voted by
interim rule (subject to a 30-day comment period) to assess an emergency 20 basis point
assessment fee on June 30, 2009 deposits with payment due by September 30, 2009. In addition,
the interim rule will allow the FDIC Board to vote another 10 basis point assessment fee, if the fund
is close to zero or negative at the end of the calendar quarter. The FDIC’s interim assessment is
based on the FDIC’s projections that bank failures will increase dramatically in 20009.

It is expected the assessment will change to 10 basis points from the previous announcement.
Based on the December 31, 2008 deposit base used to project the assessment, it is estimated the
assessment will be approximately $160,000.
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