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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)

x QUARTERLY REPORT PURSUANT TO 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2009
OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES AND
EXCHANGE ACT

For the transition period from to

Commission File Number: 0-16540
UNITED BANCORP, INC.

(Exact name of registrant as
specified in its charter)

Ohio 34-1405357
(State or other jurisdiction of (IRS Employer Identification No.)
incorporation or organization)

201 South Fourth Street, Martins Ferry, Ohio 43935-0010
(Address of principal executive offices)

(740) 633-0445
(Registrant’s telephone number, including area code)

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

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days.

Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
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submit and post such files). “ Yes " No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See definition of “accelerated filer”, “large accelerated filer,” and “small reporting company’
in Rule 12b-2 of the Exchange Act. (Check one):

>

Large accelerated filer ~ Accelerated filer ~ Non-accelerated filer ©  Smaller Reporting Company x
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act)
Yes ™ No x

Indicate the number of shares outstanding of the issuer’s classes of common stock as of the latest practicable date: As
of August 3 2009, 5,058,144 shares of the Company’s common stock, $1.00 par value, were issued and outstanding.
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ITEM 1. Financial Statements

United Bancorp, Inc.
Condensed Consolidated Balance Sheets
(In thousands, except share data)

Assets

Cash and due from banks
Interest-bearing deposits
Federal funds sold

Cash and cash equivalents

Certificates of deposit in other financial institutions
Available-for-sale securities

Held-to-maturity securities

Loans, net of allowance for loan losses of $3,291 and $2,770 at June 30, 2009 and
December 31, 2008, respectively

Premises and equipment

Federal Home Loan Bank stock

Foreclosed assets held for sale, net

Intangible assets

Accrued interest receivable

Bank-owned life insurance

Other assets

Total assets

Liabilities and Stockholders’ Equity
Liabilities

Deposits

Demand

Savings

Time

Total deposits

Short-term borrowings

Federal Home Loan Bank advances
Trade date security purchases
Subordinated debentures

Interest payable and other liabilities

Total liabilities

Commitments and Contingencies

June 30, December 31,

2009
(Unaudited)

$ 4,602 $
30,044

34,646

25,540
109,918
15,274

235,947
8,710
4,810

989
707
2,258
9,835
2,205

$ 450,839 $

$ 130,071 $
43,387
171,452

344,910

11,021
49,447
4,170
4,000
3,702

417,250

2008

5,605
6,684
19,180

31,469

129,416
15,687

235,448
8,466
4,810
1,407

775
3,037
9,653
1,636

441,804

142,434
40,309
164,302

347,045

7,809
43,745

4,000
5,301

407,900
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Stockholders’ Equity
Preferred stock, no par value, authorized 2,000,000 shares; no shares issued — —

Common stock, $1 par value; authorized 10,000,000 shares; issued 5,190,304 shares 5,190 5,190

Additional paid-in capital 24,381 25,656

Retained earnings 11,329 9,856

Stock held by deferred compensation plan; 152,108 and 132,906 shares at June 30,

2009 and December 31, 2008, respectively (1,467) (1,300)
Unearned ESOP compensation (2,704) (2,718)
Accumulated other comprehensive loss (1,609) (1,094)
Treasury stock, at cost

June 30, 2009 — 132,160 shares, December 31, 2008 — 164,442 shares (1,531) (1,686)
Total stockholders’ equity 33,589 33,904

Total liabilities and stockholders’ equity $ 450,839 $ 441,804

See Notes to Condensed Consolidated Financial Statements
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United Bancorp, Inc.
Condensed Consolidated Statements of Income
(In thousands, except per share data)
Unaudited

Three months ended

June 30,

2009 2008
Interest and dividend income
Loans, including fees $ 4,168 $ 4342 $
Taxable securities 1,080 1,646
Non-taxable securities 433 446
Federal funds sold 10 11
Dividends on Federal Home Loan Bank stock and other 170 36
Total interest and dividend income 5,861 6,481
Interest expense
Deposits
Demand 100 414
Savings 42 35
Time 1,357 1,531
Borrowings 528 537
Total interest expense 2,027 2,517
Net interest income 3,834 3,964
Provision for loan losses 334 395
Net interest income after provision for loan losses 3,500 3,569
Noninterest income
Service charges on deposit accounts 574 511
Realized gains on sales of securities 25 —
Realized gains on sales of loans 37 45
Realized gains on sales of other real estate and repossessed
assets 36 —
Other income 141 202
Total noninterest income 813 758
Noninterest expense
Salaries and employee benefits 1,665 1,608
Net occupancy expense 404 341
Provision for losses on foreclosed real estate — —
Professional services 200 182
Insurance 313 105
FDIC special assessment 225 —
Franchise and other taxes 122 118
Advertising 93 79
Stationery and office supplies 88 86
Amortization of intangible asset 30 —
Other expenses 427 483

Six months ended

June 30,
2009

8,189 §
2,391
866
17
311
11,774

294
80
2,707
1,020
4,101
7,673

658
7,015

1,086
25
50

79
362
1,602

3,287
803

427
446
225
246
186
169
68
1,019

2008

8,682
3,420
893

12

134
13,141

1,093

65
3,238
1,264
5,660
7,481

563
6,918

1,002

59

450
1,514

3,087
661
155
372
208

238
174
151

933
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Total noninterest expense 3,567 3,002 6,876 5,979
Income before federal income taxes 746 1,325 1,741 2,453
Federal income taxes 74 300 268 525
Net income $ 672 $ 1,025 $ 1,473 $ 1,928

EARNINGS PER COMMON SHARE

Basic $ 0.15 $ 022 % 032 $ 0.42
Diluted $ 0.15 $ 022 $ 032 $ 0.42
DIVIDENDS PER COMMON SHARE $ 0.14 % 0.13 $ 028 $ 0.26

See Notes to Condensed Consolidated Financial Statements
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United Bancorp, Inc.
Condensed Consolidated Statements of Comprehensive Income (Loss)
(In thousands)

Unaudited
Three months ended Six months ended
June 30, June 30,
2009 2008 2009 2008
Net income $ 672 $ 1,025 $ 1,473 $ 1,928
Other comprehensive income (loss), net of tax:
Unrealized holding losses on securities during the
period, net of tax benefits of $279, $1,146,
$257, and $686 for each respective period (541 (2,225) (499) (1,331)
Reclassification adjustment for realized gains
included in income, net of taxes (16) — (16) —
Comprehensive income (loss) $ 115 $ (1,200) $ 958 $ 597
Accumulated comprehensive loss $ (1,609) $ (1,831) $ (1,609) $ (1,831)

See Notes to Condensed Consolidated Financial Statements
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United Bancorp, Inc.
Condensed Consolidated Statements of Cash Flows
For the Six Months Ended June 30, 2009 and 2008
(In thousands)

(Unaudited)
2009 2008

Operating Activities
Net income $ 1,473 $ 1,928
Items not requiring (providing) cash
Amortization of premiums and discounts on securities, net 119 40
Depreciation and amortization 365 272
Amortization of intangible asset 68 —
Provision for loan losses 658 563
Provision for losses on foreclosed assets — 155
Increase in value of bank-owned life insurance (182) (114)
Federal Home Loan Bank stock dividends — (60)
Gain on sale of securities (25) —
Gain on called securities — (25)
Gain on sale of loans (50) (59)
Proceeds from sale of loans 3,379 2,460
Loans originated for sale (3,329) (2,401)
Gain on sale of foreclosed assets (79) 3)
Deferred income taxes — 510
Amortization of mortgage servicing rights 107 43
Net change in accrued interest receivable and other assets 574 (491)
Net change in accrued expenses and other liabilities (2,156) (2,519)
Net cash provided by operating activities 922 299
Investing Activities
Securities available for sale:
Sales, maturities, prepayments and calls 78,366 72,311
Purchases (55,327) (46,107)
Securities held to maturity:
Maturities, prepayments and calls 430 —
Net change in loans (1,543) (89)
Net change in certificates of deposit in other financial institutions (25,540) —
Proceeds from sale of premises and equipment 36 —
Purchases of premises and equipment (609) (325)
Proceeds from sale of foreclosed assets 935 3
Net cash provided by (used in) investing activities (3,252) 25,793

See Notes to Condensed Consolidated Financial Statements
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United Bancorp, Inc.

Condensed Consolidated Statements of Cash Flows (continued)

For the Six Months Ended June 30, 2009 and 2008
(In thousands)
(Unaudited)

Financing Activities

Net change in deposits

Net change in short-term borrowings

Net change in long-term borrowings

Treasury stock issued, net of purchases

Proceeds from issuance of common stock

Cash dividends paid on common stock

Net cash provided by (used in) financing activities
Increase in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Period
Cash and Cash Equivalents, End of Period

Supplemental Cash Flows Information
Interest paid on deposits and borrowings

Federal income taxes paid

Supplemental Disclosure of Non-Cash Investing and Financing Activities
Transfers from loans to foreclosed assets held for sale

Unrealized losses on securities designated as available for sale, net of related tax effects
Recognition of mortgage servicing rights

See Notes to Condensed Consolidated Financial Statements

$

2009
(2,135) $
3,212
5,702

138
(1,410)_
5,507
3,177
31,469
34,646 $
4,154 %

227§

436 $
(499) $

—3$

2008
(8,572)
(12,854)

174

99
(1,308)
(22,461)

3,631

12,324

15,955

5,892

150

131
(1,331)

30

10
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United Bancorp, Inc.
Notes to Condensed Consolidated Financial Statements
For the Three and Six Months Ended June 30, 2009 and 2008

Note 1: Summary of Significant Accounting Policies

These interim financial statements are prepared without audit and reflect all adjustments which, in the opinion of
management, are necessary to present fairly the financial position of United Bancorp, Inc. (“Company’) at June 30,
2009, and its results of operations and cash flows for the six and three month periods presented. All such adjustments
are normal and recurring in nature. The accompanying condensed consolidated financial statements have been
prepared in accordance with the instructions for Form 10-Q and, therefore, do not purport to contain all the necessary
financial disclosures required by accounting principles generally accepted in the United States of America that might
otherwise be necessary in the circumstances and should be read in conjunction with the Company’s consolidated
financial statements and related notes for the year ended December 31, 2008 included in its Annual Report on Form
10-K. Reference is made to the accounting policies of the Company described in the Notes to the Consolidated
Financial Statements contained in its Annual Report on Form 10-K. The results of operations for the six and three
months ended June 30, 2009, are not necessarily indicative of the results to be expected for the full year. The
condensed consolidated balance sheet of the Company as of December 31, 2008 has been derived from the audited
consolidated balance sheet of the Company as of that date.

Principles of Consolidation

The consolidated financial statements include the accounts of United Bancorp, Inc. (“United” or “the Company”) and its
wholly-owned subsidiary, The Citizens Savings Bank of Martins Ferry, Ohio (“the Bank” or “Citizens”’). The Company
operates in two divisions, The Community Bank, a division of The Citizens Savings Bank and The Citizens Bank, a
division of The Citizens Savings Bank. All intercompany transactions and balances have been eliminated in
consolidation.

On September 19, 2008, Citizens acquired from the Federal Deposit Insurance Corporation (“FDIC”) the deposits of
three banking offices of a failed institution in Belmont County, Ohio. Deposits acquired totaled approximately $39.3
million. These acquired deposits included approximately $9.0 million of brokered deposits that were originated by the
prior financial institution. Immediately after the acquisition, the Company lowered the interest rates on these brokered
deposits and, as anticipated, these deposit accounts were closed by December 31, 2008.

Nature of Operations

The Company’s revenues, operating income, and assets are almost exclusively derived from banking. Accordingly, all
of the Company’s banking operations are considered by management to be aggregated in one reportable operating
segment. Customers are mainly located in Athens, Belmont, Carroll, Fairfield, Harrison, Hocking, Jefferson, and
Tuscarawas Counties and the surrounding localities in northeastern, east-central and southeastern Ohio, and include a
wide range of individuals, businesses and other organizations. The Citizens Bank division conducts its business
through its main office in Martins Ferry, Ohio and twelve branches in Bridgeport, Colerain, Dellroy, Dillonvale,
Dover, Jewett, New Philadelphia, St. Clairsville East, Saint Clairsville West, Sherrodsville, Strasburg, and
Tiltonsville, Ohio. The Community Bank division conducts its business through its main office in Lancaster, Ohio
and seven offices in Amesville, Glouster, Lancaster, and Nelsonville, Ohio. The Company’s primary deposit products
are checking, savings, and term certificate accounts, and its primary lending products are residential mortgage,
commercial, and installment loans. Substantially all loans are secured by specific items of collateral including
business assets, consumer assets and real estate and are not considered ‘““sub prime” type loans.

11
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United Bancorp, Inc.
Notes to Condensed Consolidated Financial Statements
For the Three and Six Months Ended June 30, 2009 and 2008

Commercial loans are expected to be repaid from cash flow from operations of businesses. Real estate loans are
secured by both residential and commercial real estate. Net interest income is affected by the relative amount of
interest-earning assets and interest-bearing liabilities and the interest received or paid on these balances. The level of
interest rates paid or received by the Company can be significantly influenced by a number of environmental factors,
such as governmental monetary policy, that are outside of management’s control.

Use of Estimates

To prepare financial statements in conformity with accounting principles generally accepted in the United States of
America, management makes estimates and assumptions based on available information. These estimates and
assumptions affect the amounts reported in the financial statements and the disclosures provided and future results
could differ. The allowance for loan losses and fair values of financial instruments are particularly subject to change.

Securities

Available-for-sale securities, which include any security for which the Company has no immediate plan to sell but
which may be sold in the future, are carried at fair value. Unrealized gains and losses are recorded, net of related
income tax effects, in other comprehensive income.

Held-to-maturity securities, which include any security for which the Company has the positive intent and ability to
hold until maturity, are carried at historical cost adjusted for amortization of premiums and accretion of discounts.

Amortization of premiums and accretion of discounts are recorded as interest income from securities. Realized gains
and losses are recorded as net security gains (losses). Gains and losses on sales of securities are determined on the
specific-identification method.

Allowance for Loan Losses

The allowance for loan losses is a valuation allowance for probable incurred credit losses, increased by the provision
for loan losses and decreased by charge-offs less recoveries. Management estimates the allowance balance required
based on past loan loss experience, the nature and volume of the portfolio, information about specific borrower
situations and estimated collateral values, economic conditions and other factors. Allocations of the allowance may

be made for specific loans, but the entire allowance is available for any loan that, in management’s judgment, should
be charged-off. Loan losses are charged against the allowance when management believes the uncollectibility of a
loan balance is confirmed. The Company accounts for impaired loans in accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 114, “Accounting for Creditors for Impairment of a Loan.” SFAS 114 requires that
impaired loans be measured based upon the present value of expected future cash flows discounted at the loan’s
effective interest rate or, as an alternative, at the loan’s observable market price or fair value of the collateral. A loan is
defined under SFAS No. 114 as impaired when, based on current information and events, it is probable that a creditor
will be unable to collect all amounts due according to the contractual terms of the loan agreement. In applying the
provisions of SFAS No. 114, the Company considers its investment in one-to-four family residential loans and
consumer installment loans to be homogenous and therefore excluded from separate identification for evaluation of
impairment. With respect to the Company’s investment in nonresidential and multi-family residential real estate loans,
and its evaluation of impairment thereof, such loans are generally collateral dependent and, as a result, are carried as a
practical expedient at the fair value of the collateral.

13
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United Bancorp, Inc.

Notes to Condensed Consolidated Financial Statements
For the Three and Six Months Ended June 30, 2009 and 2008

Collateral dependent loans which are more than ninety days delinquent are considered to constitute more than a
minimum delay in repayment and are evaluated for impairment under SFAS No. 114 at that time.

Earnings Per Share

Basic earnings per common share is computed based upon the weighted-average number of common shares

outstanding during the period, less shares in the ESOP which are unallocated and not committed to be released. At
June 30, 2009, the ESOP held 283,635 unallocated shares which were not included in weighted-average common

shares outstanding. Diluted earnings per common share include the dilutive effect of additional potential common
shares issuable under the Company’s stock option plans.

10

Three months ended

June 30,
2009

Basic
Net income (In thousands) $ 672 $
Weighted average common shares
outstanding 4,610,248
Basic earnings per common share  $ 0.15 $
Diluted
Net income (In thousands) $ 672 $
Weighted average common shares
outstanding for basic earnings per
common share 4,610,248
Add: Dilutive effects of assumed
exercise of stock options —
Average shares and dilutive
potential common shares 4,610,248
Diluted earnings per common share $ 0.15 $
Number of stock options not
considered in computing diluted
earnings per share due to
antidilutive nature 55,529

2008

1,025
4,579,773
0.22

1,025

4,579,773
161
4,579,934

0.22

29,040

Six months ended

June 30,
2009

$ 1,473 $
4,606,728

$ 0.32 $

$ 1,473 $
4,606,728
4,606,728

$ 0.32 $
55,529

2008

1,928
4,575,930
0.42

1,928

4,575,930
145
4,576,075

0.42

29,040

15
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United Bancorp, Inc.
Notes to Condensed Consolidated Financial Statements
For the Three and Six Months Ended June 30, 2009 and 2008

Options to purchase 55,529 shares of common stock at a weighted-average exercise price of $10.34 per share were
outstanding at June 30, 2009, but were not included in the computation of diluted EPS because the options’ exercise
price was greater than the average market price of the common shares. Options to purchase 55,529 shares of common
stock at a weighted-average exercise price of $10.34 per share were outstanding at June 30, 2008, but 29,040 options
to purchase common stock were not included in the computation of diluted EPS because the options’ exercise price
was greater than the average market price of the common shares.

Income Taxes

The Company is subject to income taxes in the U.S. federal jurisdiction, as well as various state jurisdictions. Tax
regulations within each jurisdiction are subject to the interpretation of the related tax laws and regulations and require
significant judgment to apply. With few exceptions, the Company is no longer subject to U.S. federal, state and local
income tax examinations by tax authorities for the years before 2005.

Recent Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations,” which replaces SFAS
No. 141. The Statement applies to all transactions or other events in which one entity obtains control of one or more
businesses. It requires all assets acquired, liabilities assumed and any noncontrolling interest to be measured at fair
value at the acquisition date. The Statement requires certain costs such as acquisition-related costs that were
previously recognized as a component of the purchase price, and expected restructuring costs that were previously
recognized as an assumed liability, to be recognized separately from the acquisition as an expense when incurred.

SFAS No. 141(R) applies prospectively to business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after December 15, 2008 and may not be applied before
that date. Management adopted SFAS No. 141(R) effective January 1, 2009, as required, without material effect on
the Company’s financial statements.

Concurrent with SFAS No. 141 (revised 2007), the FASB recently issued SFAS No. 160, “Noncontrolling Interests in
Consolidated Financial Statements, an Amendment of ARB 51.” SFAS No. 160 amends ARB 51 to establish
accounting and reporting standards for the noncontrolling interest (formerly known as minority interest) in a
subsidiary and for the deconsolidation of a subsidiary. A subsidiary, as defined by SFAS No. 160, includes a variable
interest entity that is consolidated by a primary beneficiary.

A noncontrolling interest in a subsidiary, previously reported in the statement of financial position as a liability or in
the mezzanine section outside of permanent equity, will be included within consolidated equity as a separate line item
upon the adoption of SFAS No. 160. Further, consolidated net income will be reported at amounts that include both
the parent (or primary beneficiary) and the noncontrolling interest with separate disclosure on the face of the
consolidated statement of income of the amounts attributable to the parent and to the noncontrolling interest.

SFAS No. 160 is effective for fiscal years, and interim periods within those fiscal years, beginning on or after

December 15, 2008. Management adopted SFAS No. 160 effective January 1, 2009, as required, without material
effect on the Company’s financial statements.

16
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United Bancorp, Inc.
Notes to Condensed Consolidated Financial Statements
For the Three and Six Months Ended June 30, 2009 and 2008

In April 2009, the FASB issued three new FASB Staff Positions (FSPs) to address: (1) determining whether a market
is not active and a transaction is not orderly, (2) recognition and presentation of other-than-temporary impairments
and (3) interim disclosures of fair value of financial instruments, as follows:

FSP 157-4 “Determining When the Volume and Level of Activity for the Asset or Liability Have Significantly
Decreased and Identifying Transactions That Are Not Orderly,” addresses the criteria to be used in the determination of
an active market in determining whether observable transactions are Level 1 or Level 2 under the framework
established by FAS 157. The FSP reiterates fair value is based on the notion of exit price in an orderly transaction
between willing market participants at the valuation date. The FSP is effective for interim and annual periods ending
after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. The Company adopted

FSP 157-4 as of June 30, 2009, without material effect on the Company’s consolidated statements of financial position
and results of operations.

FSP 115-2 and 124-2 “Recognition and Presentation of Other-Than-Temporary Impairments™ addresses the FASB
conclusion that changes were necessary to the process for determining whether impairment on debt securities is
other-than-temporary. The FSP replaces the requirement that an entity’s management must assert it has both the intent
and the ability to hold an impaired debt security until recovery with a requirement that management assert:

° It does not have the intent to sell the security; and
e[t is more-likely-than-not it will not have to sell the security before recovery of its amortized cost basis less any
current period credit losses

If those two assertions are true, only the portion of the impairment due to credit loss is recorded in income. Other
portions of the impairment (any portions not related to credit loss) are recorded in other comprehensive

income. Credit loss is defined in the FSP as the difference between the present value of the cash flows expected to be
collected and the amortized cost basis. If the present value of cash flows expected to be collected is less than the
amortized cost basis of the security, the entire amortized cost basis of the security will not be recovered (that is, a
credit loss exists) and an other-than-temporary impairment shall be considered to have occurred and the portion of the
loss attributable to the credit loss is recorded in net income. The FSP is effective for interim and annual periods
ending after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. The Company
adopted FSP 115-2 and 124-2 as of June 30, 2009, without material effect on the Company’s consolidated statements
of financial position and results of operations.

FSB 107-1 and APB 28-1 “Interim Disclosures About Fair Values of Financial Instruments”, requires publicly traded
companies to include disclosures about fair value in interim financial statements for all financial instruments within
the scope of FAS 107. The specific disclosures required include the method(s) and significant assumptions used to
estimate the fair value of financial instruments, as well as changes in those methods and assumptions, and the carrying
values of those instruments. The disclosures must clearly identify how the carrying value reported in the disclosures
relates to what is reported in the statement of financial position. The FSP is effective for interim and annual periods
ending after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. The Company
adopted FSP 107-1 and APB 28-1 as of June 30, 2009, without material effect on the Company’s consolidated
statements of financial position and results of operation.

12
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United Bancorp, Inc.
Notes to Condensed Consolidated Financial Statements
For the Three and Six Months Ended June 30, 2009 and 2008

In May 2009, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards
(“SFAS”) No. 165, “Subsequent Events”, to incorporate the accounting and disclosure requirements for subsequent events
into U.S. generally accepted accounting principles. SFAS No. 165 introduces new terminology, defines a date

through which management must evaluate subsequent events, and lists the circumstances under which an entity must
recognize and disclose events or transactions occurring after the balance-sheet date. The Company adopted SFAS No.
165 as of June 30, 2009, which was the required effective date.

The Company evaluated its June 30, 2009 financial statements for subsequent events through August 13, 2009, the
date the financial statements were issued. The Company is not aware of any subsequent events which would require
recognition or disclosure in the financial statements.

In June 2009, the FASB issued SFAS No. 166, “Accounting for Transfers of Financial Assets: an Amendment of FASB
Statement No. 140”. SFAS No. 166 changes the derecognition guidance for transferors of financial assets, including
entities that sponsor securitizations, to align that guidance with the original intent of SFAS No. 140, “Accounting for
the Transfers and Servicing of Financial Assets and Extinguishments of Liabilities”. SFAS No. 166 also eliminates the
exemption from consolidation for qualifying special-purpose entities (QSPEs). As a result, all existing QSPEs need to
be evaluated to determine whether the QSPE should be consolidated in accordance with SFAS No. 166.

SFAS No. 166 is effective as of the beginning of a reporting entity’s first annual reporting period beginning after
November 15, 2009 (January 1, 2010 as to the Company), for interim periods within that first annual reporting period,
and for interim and annual reporting periods thereafter. The recognition and measurement provisions of SFAS No.
166 must be applied to transfers that occur on or after the effective date. Early application is prohibited. SFAS No.
166 also requires additional disclosures about transfers of financial assets that occur both before and after the effective
date. The Company does not believe that the adoption of SFAS No. 166 will have a significant effect on its
consolidated financial statements.

In June 2009, the FASB issued SFAS No.167, “Amendments to FASB Interpretation No. 46(R)”, to improve how
enterprises account for and disclose their involvement with variable interest entities (VIE’s), which are special-purpose
entities, and other entities whose equity at risk is insufficient or lack certain characteristics. Among other things,
SFAS No. 167 changes how an entity determines whether it is the primary beneficiary of a variable interest entity
(VIE) and whether that VIE should be consolidated. SFAS No. 167 requires an entity to provide significantly more
disclosures about its involvement with VIEs. As a result, the Company must comprehensively review its

involvements with VIEs and potential VIEs, including entities previous considered to be qualifying special purpose
entities, to determine the effect on its consolidated financial statements and related disclosures.

SFAS No. 167 is effective as of the beginning of a reporting entity’s first annual reporting period that begins after
November 15, 2009 (January 1, 2010 as to the Company) and for interim periods within the first annual reporting
period. Earlier application is prohibited. The Company does not believe that the adoption of SFAS No. 167 will have
a significant effect on its consolidated financial statements.
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Note 2:

Securities

The amortized cost and approximate fair values of securities are as follows:

Available-for-sale Securities:
June 30, 2009 (unaudited):
U.S. government agencies
State and political subdivisions
Mortgage-backed securities
Equity securities

December 31, 2008:

U.S. government agencies
State and political subdivisions
Mortgage-backed securities
Equity securities

Held-to-maturity Securities:
June 30, 2009 (unaudited):
State and political subdivisions

December 31, 2008:
State and political subdivisions

14

Amortized
Cost
$ 69,498
26,965
14,220

4

$ 110,687
$ 86,458
26,970
15,972

4

$ 129,404
Amortized

Cost

$ 15,274
$ 15,687

Gross
Unrealized
Gains

(In thousands)

$ 142

52

392

$ 586

$ 928

18

319

$ 1,265
Gross

Unrealized
Gains

(In thousands)

$ 249

$ 185

Gross
Unrealized  Approximate
Losses Fair Value
$ 431) $ 69,209
(918) 26,099
(6) 14,606
— 4
$ (1,355) $ 109,918
$ — $ 87,386
(1,252) 25,736
) 16,290
— 4
$ (1,253) $ 129,416
Gross
Unrealized  Approximate
Losses Fair Value
$ (101) $ 15422
$ 175) $ 15,697
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The amortized cost and fair value of available-for-sale securities and held-to-maturity securities at June 30, 2009, by
contractual maturity, are shown below. Expected maturities will differ from contractual maturities because issuers
may have the right to call or prepay obligations with or without call or prepayment penalties.

Available-for-sale Held-to-maturity
Amortized Fair Amortized Fair
Cost Value Cost Value

(In thousands, unaudited)

Within one year $ 350 % 354§ 280§ 283
One to five years 3,460 3,498 3,359 3,456
Five to ten years 20,645 20,798 5,828 5,946
After ten years 86,228 85,264 5,807 5,737
110,683 109,914 15,274 15,422
Equity securities 4 4 — —
Totals $ 110,687 $ 109,918 $ 15274 $ 15422

The carrying value of securities pledged as collateral, to secure public deposits and for other purposes, was $82.9
million at June 30, 2009 and $89.7 million at December 31, 2008.

Information with respect to sales of available for sale securities and resulting gross realized gains and losses was as
follows:

Six months ended June 30,
2009 2008
(In thousands, unaudited)

Proceeds from sale $ 1,000 $ —-
Gross gains — —
Gross losses 25 —

Certain investments in debt securities are reported in the financial statements at an amount less than their historical
cost. The total fair value of these investments was $66.7 million at June 30, 2009, and $31.5 million at December 31,
2008, which represented approximately 53% and 22%, respectively, of the Company’s available-for-sale and
held-to-maturity investment portfolio at each respective date.

Should the impairment of any of these securities become other than temporary, the cost basis of the investment will be
reduced and the resulting loss recognized in net income in the period the other-than-temporary impairment is

identified.
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The following table shows the Company’s investments’ 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, 2009 and December 31, 2008.

June 30, 2009

Less than 12 Months 12 Months or More Total
Description of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses

(In thousands, unaudited)

US Government agency

securities $ 39,921 $ 43D $ — — $ 39,921 $ 431
State and political

subdivisions 22,705 (794) 3,357 (225) 26,062 (1,019)
Mortgage-backed securities 732 (6) — — 732 (6)

Total temporarily impaired
securities $ 63,358 $ (1,231) $ 3,357 $ (225 $ 66,715 $ (1,456)

December 31, 2008

Less than 12 Months 12 Months or More Total
Description of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses
(In thousands)

Mortgage-backed securities $ — 3 — $ 288 $ (1) $ 288 $ (1)
State and political
subdivisions 31,249 (1,427) — — 31,249 (1,427)
Total temporarily impaired
securities $ 31,249 $ (1,427) $ 288 $ (D) $ 31,537 $ (1,428)

U.S. Government Agencies

The unrealized losses on the Company’s investments in direct obligations of U.S. government agencies were primarily
caused by changes in interest rates. The contractual terms of those investments do not permit the issuer to settle the
securities at a price less than the amortized cost bases of the investments. Because the Company does not intend to
sell the investments and it is not more likely than not the Company will be required to sell the investments before
recovery of their amortized cost bases, which may be maturity, the Company does not consider those investments to
be other-than-temporarily impaired at June 30, 2009.
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Mortgage-backed Securities

The unrealized losses on the Company’s investment in mortgage-backed securities were primarily caused by changes
in interest rates. The Company expects to recover the amortized cost basis over the term of the securities. Because
the decline in market value is attributable to changes in interest rates and not credit quality, and because the Company
does not intend to sell the investments and it is not more likely than not the Company will be required to sell the
investments before recovery of their amortized cost bases, which may be maturity, the Company does not consider
those investments to be other-than-temporarily impaired at June 30, 2009.

State and Political Subdivisions

The unrealized losses on the Company’s investments in securities of state and political subdivisions were primarily
caused by changes in interest rates. The contractual terms of those investments do not permit the issuer to settle the
securities at a price less than the amortized cost bases of the investments. Because the Company does not intend to
sell the investments and it is not more likely than not the Company will be required to sell the investments before
recovery of their amortized cost bases, which may be maturity, the Company does not consider those investments to
be other-than-temporarily impaired at June 30, 2009.

Note 3: Allowance for Loan Losses
The activity in the allowance for loan losses was as follows:
Three months ended Six months ended
June 30, June 30,

2009 2008 2009 2008
(In thousands)

Beginning balance $ 3,001 $ 2,540 $ 2770 $ 2447

Provision for loan losses 334 395 658 563

Loans charged-off (114) (141) (254) (263)
Recoveries of previous

charge-offs 70 76 117 123

Ending balance $ 3,291 $ 2870 $ 3291 $ 2870

The Company’s impaired loans totaled $6.1 million and $7.5 million at June 30, 2009 and December 31, 2008,
respectively. The Company reviews each impaired loan to determine whether a specific allowance for loan losses is
necessary. Based upon this review, an allowance for loan losses of $1.7 million and $1.5 million relates to impaired
loans of $4.1