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— $12,962.000

Historical record

profits of
$12,962,000
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Cash dividends
increased 14%, or
8 cents per share
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Deposits grew
$51 million or 6%




MICHAEL N. VITTORIO, President & Chief Executive Officer

Dear Shareholder,



On an average year-to-date basis,

Commercial Mortgages grew $54 million, or 37%.

Our

Residential Mortgages grew $19 million, or 10%, and our Home Equity loans grew $17 million,

or 23%. Our average year-to-date deposits outperformed most of our peer group, growing $51

million, or 6%.

We feel our deposit growth was
directly related to new branch
openings, lending, and local market
recognition of our institution’s
financial strength. During this
same time period, we maintained
a solid net interest margin of
4.12%, which again reflected our
adherence to disciplined and
measured growth. Earnings per
share grew from $1.51 last year
to $1.78 this year, representing an
increase of $.27, or 17.9%. This
performance did not go unnoticed.
On October 27, 2008, Newsday
reported that our stock was up 10%
in 2008, making it Long Island’s
best performing stock. For the full

year 2008, our stock was up 28%.

While these accolades are certainly
satistying, they have not lulled us
into a sense of complacency, and we
are ever watchful of the economic
environment in which we operate.
As we enter 2009, we foresee
new challenges for the banking
industry in terms of managing
interest rate risk, namely, inflation.
We are already repositioning our
balance sheet to prepare for this
challenge, and we will continue to
look at each new business situation
with a sense of urgency and a long-
term view. We are determined
not to abandon the principles of
measured and disciplined growth
that have given us the financial
success we experienced in the past,

and again this year.

I would like to thank our
shareholders for the confidence
you have expressed in our Bank.
I want to assure our customers
of our continued focus on service
quality, and want to applaud our
employees for their high energy
level, strong work ethic and
dedication to the needs of those
they serve. The First National
Bank of Long Island is positioned
as well as any institution can be in
this economic climate. We remain
committed to the principles of a
steady and consistent management
approach that have guided us
over the years, as we continue to
build shareholder value through

sustainable and profitable long-

term growth.

Michael N. Vittorio

President & Chief Executive Officer



Selected Financial Data

The following is selected consolidated financial data for the past five years. This data should be read in conjunction with

the information contained under the caption “Management’s Discussion and Analysis of Financial Condition and Results of

Operations” and the accompanying consolidated financial statements and related notes.

2008 2007 2006 2005 2004

Income Statement Data

Interest Income $ 59,686,000 $ 53,023,000 $ 49,000,000 $ 42,689,000 $ 38,407,000
Interest Expense 16,743,000 16,269,000 12,949,000 7,426,000 3,665,000
Net Interest Income 42,943,000 36,754,000 36,051,000 35,263,000 34,742,000
Provision for Loan Losses 1,945,000 575,000 670,000 470,000 356,000
Net Income 12,962,000 11,482,000 11,227,000 12,277,000 12,081,000
Per Share Data

Basic Earnings $1.79 $1.52 $1.47 $1.57 $1.48
Diluted Earnings 1.78 1.51 1.45 1.55 1.45
Cash Dividends Declared .66 .58 .50 A4 .39
Dividend Payout Ratio 37.08% 38.41% 34.48% 28.06% 26.90%
Stock Splits/Dividends Declared - 2-for-1 - - -
Book Value $14.25 $13.73 $12.60 $11.79 $11.37

Balance Sheet Data At Year End

Total Assets $1,261,609,000 $ 1,069,019,000

Loans 658,134,000 525,539,000
Allowance for Loan Losses 6,076,000 4,453,000
Deposits 900,337,000 869,038,000
Borrowed Funds 251,122,000 92,110,000
Stockholders’ Equity 102,532,000 102,384,000

Average Balance Sheet Data

Total Assets $1,181,655,000 $ 1,003,240,000

Loans 572,356,000 480,166,000
Allowance for Loan Losses 4,947,000 4,167,000
Deposits 919,490,000 868,421,000
Borrowed Funds 157,275,000 32,705,000
Stockholders’ Equity 100,710,000 98,402,000
Financial Ratios

Return on Average Assets (ROA) 1.10% 1.14%
Return on Average Stockholders’ Equity (ROE) 12.87% 11.67%
Average Equity to Average Assets 8.52% 9.81%

Stock Prices

The Corporation’s Common Stock trades on The Nasdaq Capital
Market tier of The Nasdaq Stock Market under the symbol FLIC.
The following table sets forth high and low sales prices for the
years ended December 31, 2008 and 2007.

At December 31, 2008, there were 600 stockholders of record of
the Corporation’s Common Stock. The number of stockholders of
record includes banks and brokers who act as nominees, each of

whom may represent more than one stockholder.

$ 954,166,000

$ 944,156,000

$ 917,778,000

449,465,000 380,492,000 342,437,000

3,891,000 3,282,000 2,808,000

824,797,000 788,011,000 771,250,000

28,143,000 60,195,000 49,654,000

95,561,000 90,698,000 90,240,000

$ 977,232,000 $ 978,869,000 $ 935,278,000

418,746,000 359,288,000 336,587,000

3,609,000 3,072,000 2,655,000

842,399,000 818,842,000 799,458,000

37,989,000 65,714,000 38,682,000

93,064,000 90,403,000 92,248,000

1.15% 1.25% 1.29%

12.06% 13.58% 13.10%

9.52% 9.24% 9.86%

2008 2007

Quarter High Low High Low
First $ 1949 $ 1825 $ 22.89 $ 21.30
Second 21.00 18.53 23.99 20.20
Third 24.50 18.55 22.00 17.50
Fourth 24.45 20.00 20.99 18.04



FROM LEFT TO RIGHT: (Standing): ALEXANDER L. COVER, J. DOUGLAS MAXWELL JR., STEPHEN V. MURPHY, MILBREY RENNIE TAYLOR, MICHAEL N. VITTORIO, ALLEN E. BUSCHING,
PAUL T. CANARICK, AND HOWARD THOMAS HOGAN JR., ESQ. (Sitting): JOHN T. LANE, WALTER C. TEAGLE III, WILLIAM H.J. HOEFLING

FROM LEFT TO RIGHT: (Standing): BRIAN J. KEENEY, DONALD L. MANFREDONIA, MICHAEL N. VITTORIO, RICHARD KICK AND
JOHN GRASSO; (Sitting): SALLYANNE K. BALLWEG AND MARK D. CURTIS



Branch Locations

1

42 Deer Park Avenue, Babylon, NY 11702
(631) 422-1700
Colleen A. Vogelsberg, Vice President & Branch Manager

282 Bayville Avenue, Bayville, New York 11709

1050 Franklin Avenue, Garden City, NY 11530
(516) 742-6262
Carol A. Kolesar, Vice President & Branch Manager

10 Glen Head Road, Glen Head, NY 11545
(516) 671-4900
John J. Mulder Jr., Vice President & Branch Manager

7 Glen Cove Road, Greenvale, NY 11548
(516) 621-8811
Christina Marotta, Vice President & Branch Manager

253 New York Avenue, Huntington, NY 11743
(631) 427-4143
Frank M. Plesche, Vice President & Branch Manager

108 Forest Avenue, Locust Valley, NY 11560
(516) 671-2299
Elizabeth A. Materia, Vice President & Branch Manager

1810 Merrick Avenue, Merrick, NY 11566
(516) 771-6000
Cathy C. 0'Malley, Vice President & Branch Manager

711 Fort Salonga Road, Northport, NY 11768
(631) 261-4000
Mary T. Sullivan, Vice President & Branch Market Manager

105 Main Street, Northport, NY 11768
(631) 261-0331
Mary T. Sullivan, Vice President & Branch Market Manager

209 Glen Head Road, OId Brookville, NY 11545
(516) 759-9002
Henry C. Suhr, Vice President & Branch Manager

310 Merrick Road, Rockville Centre, NY 11570
(516) 763-5533
Linda Roldan, Vice President & Branch Manager



130 Mineola Avenue, Roslyn Heights, NY 11577
(516) 621-1900
Frieda M. 0'Mara, Vice President & Branch Manager

800 Woodbury Road, Suite M, Woodbury, NY 11797
(516) 364-3434
Allison Stansfield, Vice President & Branch Manager

30 Orville Drive, Bohemia, NY 11716
(631) 218-2500
Kathleen Crowe, Vice President & Branch Manager

60 East Industry Court, Deer Park, NY 11729
! (631) 243-2600

Albert M. Nordt Jr., Vice President & Branch Manager

1§ e

22 Allen Boulevard, Farmingdale, NY 11735
(631) 753-8888
Sandy F. Buttacy, Vice President & Branch Manager

2091 New Highway, Farmingdale, NY 11735
(631) 454-2022
Lorraine Russo, Vice President & Branch Manager

536 Northern Boulevard, Great Neck, NY 11021
(516) 482-6666
Joanne Bosco, Vice President & Branch Manager

330 Motor Parkway, Hauppauge, NY 11788
(631) 952-2900
JoAnn Diamond, Vice President & Branch Manager

106 0Id Country Road, Hicksville, NY 11801
(516) 932-7150
Joyce C. Graber, Vice President & Branch Manager

243 Jericho Turnpike, New Hyde Park, NY 11040
(516) 328-3100
Joanne Maiorana-Dauvis, Vice President & Branch Manager

Davis Professional Park, 5225 Nesconset Highway
Building 4, Suite 21, Port Jefferson Station, NY 11776
(631) 928-4411

Susan Donovan, Vice President & Branch Manager

133 East Merrick Road, Valley Stream, NY 11580
(516) 825-0202
Toni Valente, Vice President & Branch Manager

232 Madison Avenue, New York, NY 10016
(212) 213-8111
Judith A. Ferdinand, Vice President & Branch Manager

225 Broadway, Suite 703, New York, NY 10007
(212) 693-1515
Gladys Ruggiero, Vice President & Branch Manager

1501 Broadway, Suite 301, New York, NY 10036
(212) 278-0707
Doris M. Burkett, Vice President & Branch Manager

3000 Marcus Avenue, Lake Success, NY 11042
(516) 775-3133
Jerry Scansarole, Vice President & Branch Manager

285 Middle Country Road, Suite 104, Smithtown, NY 11787
(631) 265-0200
Frances A. Koslow, Vice President & Branch Manager






10%

Residential
Mortgages grew
$19 million or 10%

FROMLEFTTO RIGHT: MRS. PALLADINO, from The Homestead School in Garden City, and CAROL A. KOLESAR,
Vice President & Branch Manager of our Garden City office. Carol introduced the Bank’s “Teach Children to

Save” program to Mrs. Palladino’s kindergarten class.

Since the upgrade of our technology
infrastructure in 2007, and the ongoing
investment we have made toward hiring
talented professionals, the Bank has been
able to deliver more value-added products
and services to our customers, which has

strengthened the value of our franchise.

In 2008, we implemented several new

programs, such as:

= The Teach Children to Save Program—
Our branches have been actively
involved with the schools in their
communities, educating children
about the importance of saving
money and banking.

This includes teaching in the
classroom setting and providing
banking-related premium items to
students. Interest in the program
grew to such an extent that in 2008,
we introduced a new product called
“K” Savings.

The program was accompanied

with a promotion in our full-service
branches in which children who
opened up a “K” Savings account
not only received a free gift and

a special 90-day rate, but also
qualified to participate in our annual
credit incentive plan where they are
rewarded for saving money.

Online Statements — Our online
banking customers now have access
to log into their accounts and view
their statements online.

= 24/7 Banking — Customers now
have greater access to 24/7 banking
through our growing Internet and
telephone banking services.

Green Initiative — The First National
Bank of Long Island implemented a
“going green” initiative and developed
a free e-statements campaign for
personal banking customers.

Online Education Center — The Bank
introduced an online education center,
found on our web site at www.fnbli.
com. The resource provides useful
information to our customers such as
identity theft prevention, enhanced
business security and online bill pay.

In addition to these accomplishments,
credit quality continues to remain our
strength. Unlike some of our mega-bank
competitors that experienced credit
quality problems, insufficient capital and
liquidity issues, we have no exposure to
the sub-prime mortgages that have caused
these issues in the current market. The
First National Bank of Long Island has
excellent credit quality, a capital level
well beyond that of our peer group and
no liquidity problems. The emphasis
on credit culture and underwriting
quality loans will continue within our
organization. We remain an extremely
strong financial institution and are poised
for future expansion throughout the Long
Island and Manhattan marketplaces.

23%

Home Equity
loans were up
$17 million
or 23%

STOCK PERFORMANCE

The First National Bank of Long Island,
corporately recognized as The First of
Long Island Corporation (FLIC), is proud
to have been recognized by Newsday as
a top performing Long Island stock. On
October 27,2008, Newsday reported that
“FLIC is up 10% in 2008, making it Long
Island’s best performing stock.” For the

full year 2008, our stock was up 28%.

“Our commitment is to build value
for our shareholders,” said Michael
Vittorio, President & CEO of The
First National Bank of Long Island,
in reaction to the news. “Our Bank
remains financially sound, growing in

a controlled and disciplined way.”

In addition, FLIC raised its quarterly
dividend 20 percent in 2008, and when
compared to competitor Long Island
banks, its stock performance clearly
overshadowed the others, as it was
one of the few to see a continued
upward trend toward the end of the
calendar vyear, despite the nation’s

economic woes.



10

Service quality is what differentiates us from our competitors. Our goal is to build long-term

customer relationships with affluent businesses and consumers by providing superior service
that is not available from the large mega banks. We have established a relationship-based culture
in the Bank that has helped us build a loyal and growing customer base. We understand that
personal and business banking is relationship driven, and our branches have been structured
to avoid the rigid systems found at larger banks. Branches are staffed with highly skilled and
experienced bankers, and clients are given access to executive decision makers, a rarity at large
financial institutions. The First National Bank of Long Island is a customer-focused financial

™7y

institution, which is why we are the Bank “Where Everyone Knows Your Name.



SALLYANNE K. BALLWEG, Senior Executive Vice President, BERNARD ESQUENET, Chief Executive
Officer, The Ruhof Corporation and JAMES P. JOHNIS, Senior Vice President, Commercial Banking

LOOKING AHEAD

As a growing community banking
organization, we continue to transform to
a more market-savvy banking organization
that is focused on enhancing its earnings
performance for shareholders. In addition to
our existing community banking philosophy,
which includes a strong management team,
the drivers for our success looking ahead in

the future include:

= Further branch growth in our operating
footprint.

= Additional hiring and an expanded employee
base. Although the economy is experiencing
one of the worst recessions in recent years,
we continued to grow and prosper in 2008,
in part by hiring more experienced banking
professionals. Unlike so many other banks
and companies, we did not have to resort to
draconian expense measures because our
growth was disciplined and balanced. We
plan to continue this positive trend in 2009.

= Adding more innovative products and services.

Expanding the emphasis of our financial-
services plan by offering customers
products such as annuities, mutual
funds and life insurance.

Continued loan growth. We are lending
money and are in a strong position to
continue doing so.

11
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THE FIRST NATIONAL BANK OF LONG ISLAND

CYNTHIA BARRY, Partner, Sheehan & Company, CPA PC, JOHN REILLY,
Vice President, Commercial Lending, JANE REED, Vice President, Commercial
Banking, The First National Bank of Long Island and LISA MARTINELLI-
BOWMAN, CPA, Partner, Owen Peterson & Co., LLP and President of NYSSCPAs
Suffolk Chapter



MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following is management's discussion and analysis of certain significant factors that have affected the
Corporation’s financial condition and operating results during the periods included in the accompanying consolidated
financial statements, and should be read in conjunction with such financial statements. The Corporation’s financial
condition and operating results principally reflect those of its wholly-owned subsidiary, The First National Bank of Long
Island, and subsidiaries wholly-owned by the Bank, either directly or indirectly, The First of Long Island Agency, Inc.,
FNY Service Corp., and The First of Long Island REIT, Inc. The consolidated entity is referred to as the “Corporation”
and the Bank and its subsidiaries are collectively referred to as the “Bank.” The Bank’s primary service area is Nassau
and Suffolk Counties, Long Island. However, the Bank has three commercial banking branches in Manhattan and may
open additional Manhattan branches in the future.

Overview

Overview — 2008 Versus 2007. Earnings per share increased by 17.9%, or $.27 per share, from $1.51 in 2007 to $1.78
this year. Net income increased by $1,480,000 from $11,482,000 in 2007 to $12,962,000 this year. Returns on average
assets (“ROA”) and equity (“ROE”) were 1.10% and 12.87%, respectively, in 2008 as compared to 1.14% and 11.67% in
2007. The improvement in ROE is attributable to increased earnings and share repurchases made pursuant to the
Corporation’s share repurchase program.

Earnings increased in 2008 largely because of loan growth. From year-end 2007 to year-end 2008 total loans grew by
$132.6 million, or 25.2%. Commercial mortgages were up $103.5 million, or 61.0%, traditional residential mortgage
loans were up $21.7 million, or 11.1%, and home equity loans were up $18.1 million, or 22.1%. The loan growth resulted
from management’s continued efforts to improve the Bank’s current and future earnings prospects by making loans a
larger portion of the overall balance sheet. The growth was partially funded by a $31.3 million increase in deposits, with
the balance being funded by an increase in overnight borrowings.

Also contributing to the increase in earnings was a borrowing and investing strategy undertaken in the latter part of
2007 and continued in 2008. This strategy, which accounts for $127 million of the borrowings under repurchase
agreements at December 31, 2008, is primarily responsible for the increase in investment securities of $81.9 million when
comparing year-end 2008 to 2007. The borrowings were undertaken to increase current earnings and, for those
borrowings with embedded interest rate caps (“caps”), protect the Bank’s future earnings in the event of an increase in
interest rates.

A decline in interest rates in 2008 is yet another important factor that contributed to the increase in earnings. Earnings
increased because the Bank’s interest-bearing deposits are generally shorter in duration than its interest-earning assets and
therefore reprice faster in a changing rate environment. In addition, short-term interest rates, which are the primary driver
of the rates paid by the Bank on its deposit products, declined more than intermediate and longer-term interest rates,
which are the primary drivers of the yields available to the Bank on the repricing and origination of loans and purchase of
securities.

The Corporation continued its share repurchase program in 2008. Under the program, the Corporation purchased
296,479 shares, representing 4.0% of total shares outstanding at the beginning of the year. This compares to 180,800
shares purchased in 2007, or 2.4% of total shares outstanding at the start of the year. The share repurchase program has
historically enhanced earnings per share and return on average stockholders’ equity. The program is estimated to have
contributed four cents more to earnings per share in 2008 than 2007. The larger contribution to earnings per share this
year is attributable to the full-year impact of the shares purchased in 2007 plus the pro rata impact of the shares purchased
throughout 2008.

The positive impact on earnings of loan growth, the borrowing and investing strategy, the decline in interest rates and
the share repurchase program was partially offset by an increase in noninterest expense of $2.3 million and a loss of the
tax benefit associated with the Corporation’s REIT entity of approximately $600,000. The major components of the
increase in noninterest expense are a $458,000 increase in FDIC deposit insurance expense, a $460,000 increase in
retirement plan expense, and personnel costs and other expenses of branch expansion. The loss of the REIT tax benefit
resulted from a change in New York State tax law effective January 1, 2008. In response to the law change, the
ownership of the REIT entity within the consolidated group was changed in December 2008 to once again obtain
favorable tax treatment. The ownership change combined with the simultaneous implementation of other tax planning
strategies should reduce 2009 income taxes by approximately $800,000.
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The credit quality of the Bank’s loan portfolio continues to be excellent as evidenced by the low level of
nonperforming loans. The Bank has not originated nor does it hold any subprime mortgages in its loan portfolio. In
addition, all of the Bank’s mortgage securities are backed by mortgages underwritten on conventional terms. The U.S.
government guarantees the timely payment of principal and interest on most of the securities and underlying mortgages.
Fannie Mae and Freddie Mac guarantee the remainder. Fannie Mae and Freddie Mac have been placed into
conservatorship by their primary regulator, the Federal Housing Finance Agency who also acts as conservator. In
conjunction with the conservatorship, the U.S. Department of the Treasury entered into Preferred Stock Purchase
Agreements with Fannie Mae and Freddie Mac to ensure that each of these entities maintains positive net worth and
established new borrowing facilities for these entities intended to serve as an ultimate liquidity backstop. The Preferred
Stock Purchase Agreements and borrowing facilities serve to protect the existing and future holders of Fannie Mae and
Freddie Mac mortgage securities and other debt instruments.

Total stockholders’ equity before accumulated other comprehensive income or loss grew by $3,449,000 in 2008,
despite the amount spent for share repurchases and a 13.8% increase in cash dividends. The Bank’s capital ratios continue
to substantially exceed the current regulatory criteria for a well-capitalized bank.

The Bank opened a full service branch in Northport Village, Long Island in late 2007. In early 2008, the Bank opened
a full service branch in Babylon, Long Island, consolidated its Mineola branch with its Garden City branch, and converted
the Garden City branch from a commercial banking office to a full service branch. In early 2009, The Bank opened a
commercial banking office in Port Jefferson Station, Long Island. During the remainder of 2009, the Bank expects to
open a full service branch in Bayville, Long Island and relocate its Valley Stream commercial banking office to premises
purchased by the Bank in January 2009 and convert it to a full service branch. Continued branch expansion in key
markets on Long Island and in Manhattan remains a key strategic initiative.

Looking forward into 2009, the Bank’s earnings could be challenged by low interest rates and strong competition for
deposits in its market area. Making loans and purchasing securities in a low rate environment could cause the overall
yield on the Bank’s loan and securities portfolios to decline. Competition for deposits could exert upward pressure on
deposit cost and make core deposit growth challenging. The Bank’s earnings could also be challenged by an increased
level of loan losses caused by the upward trend in unemployment levels and downward trend in real estate values
experienced in 2008 and thus far in 2009. Other challenges in 2009 will include significant increases in pension expense
and FDIC insurance cost. Pension expense will increase by approximately $1,025,000 because of a significant decline
during 2008 in the value of pension plan assets. Management currently estimates that FDIC insurance cost could increase
by approximately $2,800,000 as a result of recent bank failures.

Overview — 2007 Versus 2006. In 2007, the Corporation earned $1.51 per share versus $1.45 in the prior year. Net
income increased by $255,000, or from $11,227,000 in 2006 to $11,482,000 in 2007. ROA and ROE were 1.14% and
11.67%, respectively, in 2007 as compared to 1.15% and 12.06% in 2006. In addition the Corporation declared a 2-for-1
stock split in the first quarter of 2007 and changed from a semi-annual to a quarterly cash dividend.

Earnings increased in 2007 largely because of loan growth. From year-end 2006 to year-end 2007 total loans grew by
$76.1 million, or 16.9%. The loan categories with the most significant growth were commercial mortgages which were
up $31.4 million, or 22.7%, traditional residential mortgage loans which were up $21.2 million, or 12.2%, and home
equity loans which were up by $14.9 million, or 22.3%. Credit quality was excellent at December 31, 2007 as measured
by the year-end ratio of nonaccruing loans to total loans of .05%.

In 2007, the Bank continued to use maturities and paydowns from its investment securities portfolio to fund loan
growth. As a result, loans became an increasingly larger portion of the Bank’s overall balance sheet. This, along with a
better yielding securities portfolio and deposit cost controls, enabled the Bank to maintain its net interest margin in 2007
despite the unfavorable interest rate environment and the strong competition for loans and deposits in its market area.
Contributing to the better securities portfolio yield was the loss program conducted in the fourth quarter of 2006 and an
improvement in yields available for reinvestment during 2007.

Salaries expense increased in 2007 by $1.1 million, or 8.5%. In addition to normal annual salary adjustments, the
increase in salaries expense was due to staffing for lending and business development initiatives and new branches and an
increase in stock-based compensation expense. Employee benefits expense declined by $695,000 in 2007, or 14.8%,
principally because of changes to the Bank’s retirement program.

The Corporation continued its share repurchase program in 2007. Under the program, the Corporation purchased
180,800 shares, representing 2.4% of total shares outstanding at the beginning of 2007. This compares to 131,010 shares
purchased in 2006, or 1.7% of total shares outstanding at the start of that year. The program is estimated to have
contributed two cents more to earnings per share in 2007 than 2006. The larger contribution to earnings per share in 2007
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is attributable to the full-year impact of the shares purchased in 2006 plus the pro rata impact of the shares purchased
throughout 2007.

Total stockholders’ equity before accumulated other comprehensive income or loss grew by $4,659,000 in 2007,
despite the amount spent for share repurchases and a 16% increase in cash dividends. The Bank’s capital ratios continue
to substantially exceed the current regulatory criteria for a well-capitalized bank.

Net Interest Income

Average Balance Sheet; Interest Rates and Interest Differential. The following table sets forth the average daily
balances for each major category of assets, liabilities and stockholders’ equity as well as the amounts and average rates
earned or paid on each major category of interest-earning assets and interest-bearing liabilities.

2008 2007 2006
Average Interest/  Average  Average Interest/  Average  Average Interest/  Average
Balance  Dividends Rate Balance  Dividends  Rate Balance  Dividends Rate
Assets: (dollars in thousands)
Federal funds sold and overnight
INVESIMENTS ....ovvveieinee $ 19362 $ 480 248% $ 30,166 $ 1,505 499% $ 17866 $ 882 4.94%
Investment securities:
Taxable ...o.oevvverriniie 386,404 18,857  4.88 289,040 13529  4.68 344,012 14536  4.23
Nontaxable (1) ......ocvevevreeererererc 143,121 9,373  6.55 146,341 9,639  6.59 143,918 9520  6.61
Loans (1) (2) coovvvveeeeerrrrriiiiis 572,356 34,193 597 480,166 31,632  6.59 418,746 27,303  6.52
Total interest-earning assets (1) ..... 1,121,243 62,903  5.61 945713 56,305  5.96 924542 52241 5.5
Allowance for loan losses ............... (4,947) (4,167) (3,609)
Net interest-eaming assets ............ T1116.296 T 941546 "~ 920,933
Cash and due from banks .............. 32,524 32,672 29,252
Premises and equipment, net ......... 11,587 9,374 8,149
Other assets ......cooveerveverricererieeennes 21,248 19,648 18,898
$1,181,655 $1,003,240 $ 977,232
Liabilities and - - -
Stockholders' Equity:
Savings and money
market deposits ................oooocoeces $ 364,974 4576 125 $ 320,539 4,768 149 § 362,339 4629  1.28
Time depoSits .......ocoosvvverssvvversn 236820 6,782  2.86 220,196 10,081  4.58 158,622 6575 415
Total interest-bearing deposits ....... 601,794 11,358  1.89 540,735 14,849 275 520,961 11,204 215
Short-term borrowings ................... 48,379 746 154 20,856 896  4.30 37,989 1,745 459
Long-term debt ........ccooevvrvrcrnirneenns 108,896 4639  4.26 11,849 524  4.49 . - -
Total interest-bearing liabilities ....... 759,069 16,743  2.21 573440 16269  2.84 558,950 12,949  2.32
Checking deposits .........ccveeeeercene. 317,696 327,686 321,438
Other liabilities ....cvvverereererereerereenn. 4,180 3,712 3,780
1,080,945 904,838 884,168
Stockholders' equity ........cocveeenennee 100,710 98,402 93,064
$1,181,655 $1,003,240 $ 977,232
Net interest income (1) .......ccooovv.eee. T $46,160 $ 40,036 $ 39,292
Net interest spread (1) .........ccooovv.. T 3.40% 3.12% 3.33%
Net interest margin (1) ......cccovevveenee 4.12% 4.23% 4.25%

() Tax-equivalent basis. Interest income on a tax-equivalent basis includes the additional amount of interest income that would have
been earned if the Corporation's investment in tax-exempt loans and investment securities had been made in loans and investment
securities subject to Federal income taxes yielding the same after-tax income. The tax-equivalent amount of $1.00 of nontaxable
income was $1.52 in each period presented, based on a Federal income tax rate of 34%.

@ For the purpose of these computations, nonaccruing loans are included in the daily average loan amounts outstanding.
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Rate/Volume Analysis. The following table sets forth the effect of changes in volumes, rates, and rate/volume on tax-
equivalent interest income, interest expense and net interest income.

Year Ended December 31,

2008 versus 2007 2007 versus 2006
Increase (decrease) due to changes in: Increase (decrease) due to changes in:
Rate/ Net Rate/ Net
Volume Rate  Volume Change  Volume  Rate  Volume! Change
(in thousands)

Interest Income:
Federal funds sold and overnight investments...... $ (539) $ (757) $ 271 $(1,025) $ 607 $ 9 $ 7 $ 623
Investment securities:

TaXADIE ..o 4,557 577 194 5,328 (2,323) 1,566 (250) (1,007)

NONtAXADIE ...ceeeerree s (212) (55) 1 (266) 160 (41) - 119
LOBNS....eceerietcieere ettt 6,073 (2,947) (565) 2,561 4,005 283 41 4,329
Total interest iNCOME.........ccuvererereerreerreereeieenas 9,879 (3,182) (99) 6,598 2,449 1,817 (202) 4,064
Interest Expense:
Savings and money

MArket dePOSItS ......oveeeerererereieere e 661 (749) (104) (192) (534) 761 (88) 139
Time depPOSHtS ....vucvuevreererseieee et 761 (3,775) (285)  (3,299) 2,552 687 267 3,506
Short-term borrowings .........cceceeerveineenierserseennen. 1,182 (574) (758) (150) (243) (96) (510) (849)
Long-term debt ........ccvevenireeerce e 4,292 (19) (158) 4,115 - - 524 524
Total interest EXPENSE .....ccuvererereerereeerereeireeieenas 6,896 (5,117)  (1,305) 474 1,775 1,352 193 3,320
Increase (decrease) in net

INtErest INCOME......vueveveriieeeeee e $ 2983 $ 193 $1206 $ 6124 $ 674 $ 465 $ (395 $ 744

() Represents the change not solely attributable to change in rate or change in volume but a combination of these two factors. The
rate/volume variance could be allocated between the volume and rate variances shown in the table based on the absolute value of
each to the total for both.

Net Interest Income — 2008 Versus 2007

Net interest income on a tax-equivalent basis increased by $6,124,000, or from $40,036,000 in 2007 to $46,160,000
this year. The most significant reason for the increase in net interest income was growth in the Bank’s loan portfolio. On
an average balance basis, total loans grew by $92.2 million in 2008, or 19.2%. A majority of the growth in average loan
balances was funded by an increase of $61.1 million in average interest bearing deposits and the remainder was funded by
an increase in average borrowings.

Also contributing to the increase in net interest income was a borrowing and investing strategy undertaken in the latter
part of 2007 and continued in 2008. This strategy, which accounts for $127 million of the borrowings under repurchase
agreements at December 31, 2008, is primarily responsible for an increase in average borrowings under repurchase
agreements of $98.7 million and the increase in average taxable investment securities of $97.4 million when comparing
2008 to 2007. Of the total borrowings under this strategy, $75 million have embedded interest rate caps with a notional
amount of $120 million. The borrowings without caps were undertaken to increase current earnings by taking advantage
of the spread between borrowing and investing rates for similar duration instruments. The borrowings with caps also
added to earnings, but to a lesser extent because they include the cost of the caps, and were primarily undertaken to
protect the Bank’s future earnings in the event of an increase in interest rates.

A decline in interest rates in 2008 is yet another important factor that contributed to the increase in net interest
income. Net interest income increased because the Bank’s interest-bearing deposit liabilities are generally shorter in
duration than its interest-earning assets and therefore reprice faster in a changing rate environment. In addition, short-
term interest rates, which are the primary driver of the rates paid by the Bank on its deposit products, declined more than
intermediate and longer-term interest rates, which are the primary drivers of the yields available to the Bank on the
repricing and origination of loans and purchase of securities. When comparing 2008 to 2007, the overall yield on interest-
earning assets declined by 35 basis points while the overall cost of deposits decreased by 86 basis points.

THE FIRST OF LONG ISLAND CORPORATION



The investment securities purchased with borrowed funds had a higher overall yield than the Bank’s existing
securities portfolio. This is the primary reason that the yield on the Bank’s taxable securities portfolio increased by 20
basis points when comparing 2008 to 2007.

Although net interest spread increased by 28 basis points in 2008, net interest margin declined by 11 basis points. The
decline in net interest margin occurred largely because the margin on the borrowing and investing strategy is less than the
margin on the balance of the Bank’s interest-earning assets and interest-bearing liabilities. In addition, the return on
noninterest-bearing checking balances and capital decreased due to the lower yield on interest-earning assets. Excluding
the borrowing and investing strategy, net interest margin for 2008 would have increased versus 2007 and the increase in
net interest spread would have been greater.

Competition for deposits in the Bank’s market area could continue to exert downward pressure on net interest margin
and net interest spread. Furthermore, new branch openings should cause the Bank’s overall cost of deposits to trend
upward because new branches will have a competitively priced deposit base rather than a base consisting of a mix of
historically and competitively priced deposits as found in the Bank’s established branches. The “Market Risk” section of
this discussion and analysis of financial condition and results of operations includes a more complete discussion of the
impact of interest rate movements on the Bank’s net interest income.

Net Interest Income — 2007 Versus 2006

Net interest income on a tax-equivalent basis increased by $744,000, or from $39,292,000 in 2006 to $40,036,000 in
2007. The most significant reason for the growth in net interest income was that management used proceeds from the
maturity and paydown of taxable securities to fund loan growth and thereby moved money from a lower to a higher
yielding asset category. In 2007, average total loan balances grew by $61.4 million, or 14.7%, and represented 50.8% of
average interest earning assets compared to 45.3% in 2006.

In 2007, the yield on interest-earning assets increased by 31 basis points. Important reasons for the increase were the
shift from securities to loans, the purchase of securities at yields better than those currently in portfolio, and the better
yields realized on securities purchased as part of the portfolio restructuring conducted late in 2006. The higher overall
yield on interest-earning assets resulted in an increase in net interest income on those interest-earning assets funded by
checking deposits and capital, since checking deposits and capital have no associated interest cost. Although checking
balances decreased by approximately $3.2 million when comparing year-end 2007 to year-end 2006, on an average
balance basis checking deposits were up by $6.2 million, or 1.9%, in 2007 versus 2006. Although competition in the
Bank’s market area and higher interest rates have caused the rate of growth in checking deposits to trend down in recent
years, a significant portion of the Bank’s interest-earning assets continues to be funded by such deposits.

As a partial offset to the increase in net interest income realized on interest-earning assets funded by checking
deposits and capital, the Bank’s net interest spread declined by 21 basis points in 2007 thus causing a decrease in net
interest income on those interest-earning assets funded by interest-bearing liabilities. Net interest spread declined in the
presence of a yield curve characterized by short-term interest rates that were approximately the same or higher than
intermediate and longer-term interest rates. This negatively impacted the Bank’s net interest spread because short-term
interest rates are a key driver of the Bank’s deposit rates and intermediate and longer-term interest rates are key drivers of
the yields that can be earned by the Bank on loans and securities. Net interest spread was also negatively impacted by
increased competition for loans and deposits in the Bank’s market area which put upward pressure on deposit pricing,
downward pressure on loan pricing and made core deposit growth challenging. With upward pressure on deposit pricing,
funds migrated from the Bank’s lower yielding savings and money market products to its higher priced savings and
money market products and competitively priced time deposits. This accounts for the downward trend in savings and
money market balances and upward trend in time deposits experienced in recent years.

Noninterest Income, Noninterest Expense, and Income Taxes

Noninterest income includes service charges on deposit accounts, Investment Management Division income, gains or
losses on sales of securities, and all other items of income, other than interest, resulting from the business activities of the
Corporation. Noninterest income increased by $699,000, or 12.5%, from $5,582,000 in 2007 to $6,281,000 in 2008. The
increase is principally due to a $482,000 increase in net gains on sales of available-for-sale securities, a $198,000 increase
in other noninterest income and a $102,000 increase in service charge income. The increase in other noninterest income is
primarily attributable to small increases in miscellaneous consumer fees. Service charge income increased as a result of
an increase in maintenance and activity charges.
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Excluding net losses on sales of securities, noninterest income decreased by $117,000, or 2.0%, from $5,933,000 in
2006 to $5,816,000 in 2007. The decrease is primarily due to a decrease in service charge income of $179,000 largely
caused by reductions in maintenance and activity and returned check charges.

Noninterest expense is comprised of salaries, employee benefits, occupancy and equipment expense and other
operating expenses incurred in supporting the various business activities of the Corporation. Noninterest expense was
$29,689,000 and $27,384,000 in 2008 and 2007, respectively, representing increases over prior year amounts of
$2,305,000, or 8.4%, and $717,000, or 2.7%.

The increase in noninterest expense for 2008 is comprised of increases in other operating expenses of $730,000, or
13.7%, employee benefits expense of $608,000, or 15.2%, occupancy and equipment expense of $567,000, or 12.8%, and
salaries of $400,000, or 2.9%. The increase in other operating expenses is largely attributable to a $458,000 increase in
FDIC deposit insurance expense. Based on the FDIC’s base assessment rates for 2009 and a recently adopted emergency
special assessment of 20 basis points on deposits as of June 30, 2009, the Bank currently estimates that its FDIC insurance
expense will increase by approximately $2,800,000 in 2009. The increase in employee benefits expense is largely the
result of an increase in retirement plan expense. Based primarily on the poor performance of the equity markets in 2008,
pension expense will increase by approximately $1,025,000 in 2009. Occupancy and equipment expense increased
primarily due to branch openings and branch expansion. The increase in salaries expense is due to normal annual salary
adjustments, additions to staff related to branch expansion, and severance payments, as largely offset by staff reductions
accomplished through attrition.

The increase in noninterest expense for 2007 is largely comprised of an increase in salaries of $1,074,000, or 8.5%,
and an increase in occupancy and equipment expense of $379,000, or 9.4%, as partially offset by a decrease in employee
benefits of $695,000, or 14.8%. In addition to normal salary adjustments, the increase in salaries expense principally
resulted from an increase in lending and business development staff, staffing for new branches, and an increase in stock-
based compensation expense. A significant reason for the increase in stock-based compensation expense is additional
equity awards in 2007 as well as the timing and terms of such equity awards. The increase in occupancy and equipment
expense is largely attributable to the opening of the Smithtown branch in the fourth quarter of 2006 and investments in
new technology. Significant reasons for the decrease in employee benefits expense are the discontinuation of profit
sharing contributions beginning in 2007 and a reduction in the number of SERP plan participants in 2007.

Income tax expense as a percentage of book income (“effective tax rate”) was 26.3% in 2008, 20.1% in 2007 and
19.9% in 2006. Despite state income taxes, the benefit of tax-exempt income causes the effective tax rate to be
considerably lower than the statutory Federal income tax rate of 34%. The increase in the effective tax rate in 2008 is the
result of the Corporation losing the tax benefit derived from its REIT entity and tax-exempt income now representing a
smaller percentage of income before income taxes. The loss of the REIT tax benefit resulted from a change in New York
State tax law effective January 1, 2008. In December 2008, the ownership of the REIT entity within the consolidated
group was changed to once again obtain favorable tax treatment. This change, combined with the implementation of other
tax planning strategies, should reduce 2009 taxes by approximately $800,000.

Application of Critical Accounting Policies

In preparing the consolidated financial statements, management is required to make estimates and assumptions that
affect the reported asset and liability balances and revenue and expense amounts. Our determination of the allowance for
loan losses is a critical accounting estimate because it is based on our subjective evaluation of a variety of factors at a
specific point in time and involves difficult and complex judgments about matters that are inherently uncertain. In the
event that management’s estimate needs to be adjusted based on, among other things, additional information that comes to
light after the estimate is made or changes in circumstances, such adjustment could result in the need for a significantly
different allowance for loan losses and thereby materially impact, either positively or negatively, the Bank’s results of
operations.

The Bank’s Reserve Committee, which is chaired by the Senior Lending Officer, meets on a quarterly basis and is
responsible for determining the allowance for loan losses after considering, among other things, the results of credit
reviews performed by the Bank’s loan review officers. In addition, and in consultation with the Bank’s Chief Financial
Officer, the Reserve Committee is responsible for implementing and maintaining policies and procedures surrounding the
calculation of the required allowance. The Bank’s allowance for loan losses is subject to periodic examination by the
Office of the Comptroller of the Currency, the Bank’s primary federal banking regulator, whose safety and soundness
examination includes a determination as to its adequacy to absorb probable incurred losses.

The first step in determining the allowance for loan losses is to identify loans in the Bank’s portfolio that are
individually deemed to be impaired. In doing so, subjective judgments need to be made regarding whether or not it is
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probable that a borrower will be unable to pay all principal and interest due according to contractual terms. Once a loan is
identified as being impaired, management uses the fair value of the underlying collateral and/or the discounted value of
expected future cash flows to determine the amount of the impairment loss, if any, that needs to be included in the overall
allowance for loan losses. In estimating the fair value of real estate collateral, management utilizes appraisals and also
makes qualitative judgments based on, among other things, its knowledge of the local real estate market and analyses of
current economic conditions. Estimating the fair value of collateral other than real estate is also subjective in nature and
sometimes requires difficult and complex judgments. Determining expected future cash flows can be more subjective
than determining fair values. Expected future cash flows could differ significantly, both in timing and amount, from the
cash flows actually received over the loan’s remaining life.

In addition to estimating losses for loans individually deemed to be impaired, management also estimates collective
impairment losses for pools of loans that are not specifically reviewed. Statistical information regarding the Bank’s
historical loss experience over a period of time is the starting point in making such estimates. However, future losses
could vary significantly from those experienced in the past and accordingly management periodically adjusts its historical
loss experience to reflect current conditions. In doing so, management considers a variety of general qualitative factors
and then subjectively determines the weight to assign to each in estimating losses. The factors include, among others,
national and local economic conditions, environmental risks, trends in volume and terms of loans, concentrations of
credit, changes in lending policies and procedures, and experience, ability, and depth of the Bank’s lending staff. Because
of the nature of the factors and the difficulty in assessing their impact, management’s resulting estimate of losses may not
accurately reflect actual losses in the portfolio.

Although the allowance for loan losses has two separate components, one for impairment losses on individual loans
and one for collective impairment losses on pools of loans, the entire allowance for loan losses is available to absorb
realized losses as they occur whether they relate to individual loans or pools of loans.

Asset Quality

The Corporation has identified certain assets as risk elements. These assets include nonaccruing loans, foreclosed real
estate, loans that are contractually past due 90 days or more as to principal or interest payments and still accruing and
troubled debt restructurings. These assets present more than the normal risk that the Corporation will be unable to
eventually collect or realize their full carrying value. Information about the Corporation’s risk elements is as follows:

December 31,

2008 2007 2006 2005 2004
(dollars in thousands)

NONACCIUAI I0BNS .. ..vveveirceeeeiciiesire ettt $ 112 ¢ 257 $§ 135 § 151 § -
Loans past due 90 days or more and still CCIUING .......cveuveeererrienieinerenereseeeene 42 95 50 - 18
FOreclosed real @StAte ........coeuvrieriirireere e - - - - -

Total NONPEIfOIMING @SSEIS .......cvevuirieeeeireiretreiee et 154 352 185 151 18
Troubled debt rESIUCIUIINGS .....c..ceeeireirieceire e - - - - -

Total FiSK BIEMENTS ....covvicrcieie et $ 154 ¢$ 352 $ 18 $§ 151 § 18
Nonaccrual loans as a percentage of total 08NS .........ccveuveeeienrnieenereerees .02% .05% .03% .04% .00%
Nonperforming assets as a percentage of total loans

and foreclosed real ESTALE ........ov v .02% 07% .04% .04% 01%
Risk elements as a percentage of total loans and

fOreCloSed real ESIALE .......cuceeeceeeceeerceer et .02% .07% .04% .04% .01%

Year Ended December 31,
2008 2007 2006 2005 2004
(in thousands)

Gross interest income on nonaccrual loans:

Amount that would have been recorded during the year under original terms ........... $ 10 $§ 13 § 12 § 9 %

Actual amount recorded during the YEar .........cocveeneneneinineseeseee e - 10 - 4
Commitments for additional funds - Nonaccrual, restructured, past due loans ............ None None None None None
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Allowance and Provision for Loan Losses

The allowance for loan losses grew by $1,623,000 during 2008, amounting to $6,076,000, or .92% of total loans, at
December 31, 2008 as compared to $4,453,000, or .85% of total loans, at December 31, 2007. During 2008, the Bank had
loan chargeoffs and recoveries of $325,000 and $3,000, respectively, and recorded a $1,945,000 provision for loan losses.
The provision for loan losses increased by $1,370,000 in 2008 primarily because of more loan growth in 2008, a $275,000
chargeoff on one commercial loan, the establishment of a $200,000 impairment reserve on another commercial loan, and a
deterioration in local economic conditions. The chargeoff and establishment of the impairment reserve occurred in the
fourth quarter.

The allowance for loan losses is an amount that management currently believes will be adequate to absorb probable
incurred losses in the Bank’s loan portfolio. In determining the allowance for loan losses, there is not an exact amount but
rather a range for what constitutes an appropriate allowance. As more fully discussed in the “Application of Critical
Accounting Policies” section of this discussion and analysis of financial condition and results of operations, the process
for estimating credit losses and determining the allowance for loan losses as of any balance sheet date is subjective in
nature and requires material estimates. Actual results could differ significantly from those estimates.

The following table sets forth changes in the Bank’s allowance for loan losses.

Year ended December 31,

2008 2007 2006 2005 2004
(dollars in thousands)
Balance, beginning of year ..........cccouneneuneenes $ 4,453 $ 3,891 $ 3282 $ 2,808 $ 2452
Loans charged off:
Commercial and industrial .............cccoocveunnee. 275 - 65 - 12
L0137 OO 50 14 11 25 33
325 14 76 25 45
Recoveries of loans charged off:
Commercial and industrial ............c.cccccuveueee. - - - - 7
L0131 OO 3 1 15 29 38
3 1 15 29 45
Net (chargeoffs) recoveries ........cvevrerenrennn. (322) (13) (61) 4 -
Provision for 10an [0SSES ........ccccevveverrrrereennnas 1,945 575 670 470 356
Balance, end of year .........cccccoeveeverncverieicinnns $ 6,076 $ 4453 $ 3,891 $ 3,282 $ 25808
Ratio of net chargeoffs or recoveries - - - - -
to average loans outstanding ..........cc.ccevevneen. .06% .00% .01% .00% .00%
The following table sets forth the allocation of the Bank’s total allowance for loan losses by loan type.
December 31,
2008 2007 2006 2005 2004
% of % of % of % of % of
Loans Loans Loans Loans Loans
To Total To Total To Total To Total To Total
Amount  Loans  Amount  Loans  Amount Loans  Amount Loans  Amount  Loans
(dollars in thousands)
Commercial and industrial ..... $ 933 81% $ 874 11.7% §$ 833 123% §$ 827 124% $ 789 15.1%
Commercial mortgages ......... 3,011 415 1,785 323 1,464 30.7 1,095 28.3 865 25.9
Residential mortgages ........... 1,227 32.9 1,026 37.1 914 38.7 843 42.0 790 44.0
Home equity loans ................. 706 15.5 551 15.8 497 14.9 348 14.0 226 12.0
Construction loans ................. 100 14 116 2.2 89 2.2 71 1.9 45 14
Other e, 99 6 101 9 94 1.2 98 1.4 93 1.6

$ 6,076 100.0% § 4,453 100.0% $ 3,891  100.0% & 3,282 100.0% $ 2,808  100.0%

The amount of future chargeoffs and provisions for loan losses will be affected by, among other things, economic
conditions on Long Island and in New York City. Such conditions could affect the financial strength of the Bank’s
borrowers and will affect the value of real estate collateral securing the Bank’s mortgage loans. Loans secured by real
estate represent approximately 91% of the Bank’s total loans outstanding at December 31, 2008. Most of these loans were
made to borrowers domiciled on Long Island and in New York City. Although local economic conditions had been good
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and real estate values had grown considerably over a number of years, over the last year or so residential real estate values
on Long Island declined and economic conditions deteriorated. The decline and deterioration could continue, and
commercial real estate values could also decline. This could cause some of the Bank’s borrowers to be unable to make
the required contractual payments on their loans and the Bank to be unable to realize the full carrying value of such loans
through foreclosure. However, management believes that the Bank’s underwriting policies are relatively conservative
and, as a result, the Bank should be less affected than the overall market.

Future provisions and chargeoffs could also be affected by environmental impairment of properties securing the
Bank’s mortgage loans. At the present time, management is not aware of any environmental pollution originating on or
near properties securing the Bank’s loans that would materially affect the carrying value of such loans.

Off-Balance Sheet Arrangements and Contractual Obligations

The Corporation’s off-balance sheet arrangements and contractual obligations at December 31, 2008 are summarized
in the table that follows. The amounts shown for commitments to extend credit and letters of credit are contingent
obligations, some of which are expected to expire without being drawn upon. As a result, the amounts shown for these
items do not necessarily represent future cash requirements. The amounts shown for securities sold under repurchase
agreements are based on the contractual maturities of such agreements and include scheduled principal and interest
payments. The interest payments do not reflect any offset that the Bank could get from interest rate caps embedded in the
agreements. Some of these repurchase agreements can be terminated by the purchaser prior to contractual maturity (see
Note F to the Corporation’s 2008 consolidated financial statements for more detailed disclosures regarding repurchase
agreements). The Corporation believes that its current sources of liquidity are more than sufficient to fulfill the
obligations it has at December 31, 2008 pursuant to off-balance sheet arrangements and contractual obligations.

Amount of Commitment Expiration Per Period

Over Over

Total One One Year  Three Years Over

Amounts Year Through Through Five

Committed or Less Three Years  Five Years Years

(in thousands)

Commitments to extend credit ..........ccocueeeeecvecveeeeceeceeece e $ 116653 $ 48291 $§ 14392 $ 8890 $ 45,080
Standby letters of Credit ........ovvverirerree s 3,641 3,641 - - -
Commercial letters of credit ..o - - - - -
Securities sold under repurchase agreements - Long-term ............... 157,970 5,478 22,682 67,592 62,218
Operating [ease 0bligations ..o 8,974 1,181 2,245 1,794 3,754
Purchase obligations .........cccveeerreerreerreereesseee s 1,687 348 697 642 -
TimME DEPOSIES ....vvviiicecieir st 192,152 167,834 10,513 13,600 205

$ 481077 $§ 226773 $§ 50529 $§ 92518 § 111,257

Commitments to extend credit and letters of credit arise in the normal course of the Bank’s business of meeting the
financing needs of its customers and involve, to varying degrees, elements of credit risk in excess of the amount
recognized in the consolidated balance sheets.

The Bank's exposure to credit loss in the event of nonperformance by the other party to financial instruments for
commitments to extend credit, standby letters of credit, and commercial letters of credit is represented by the contractual
notional amount of these instruments. The Bank uses the same credit policies in making commitments to extend credit
and generally uses the same credit policies for letters of credit as it does for on-balance-sheet instruments.

Commitments to extend credit are legally binding agreements to lend to a customer as long as there is no violation of
any condition established in the contract. Unused home equity lines, which comprise a substantial portion of these
commitments, generally expire ten years from their date of origination. Other real estate loan commitments generally
expire within 60 days and commercial loan commitments generally expire within one year. The amount of collateral
obtained, if any, by the Bank upon extension of credit is based on management’s credit evaluation of the borrower.
Collateral held varies but may include mortgages on commercial and residential real estate, security interests in business
assets, deposit accounts with the Bank or other financial institutions, and securities.

Standby letters of credit are conditional commitments issued by the Bank to assure the performance or financial
obligations of a customer to a third party. The credit risk involved in issuing standby letters of credit is essentially the
same as that involved in extending loans to customers. The Bank generally holds collateral and/or obtains personal
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guarantees supporting these commitments. Commercial letters of credit are conditional commitments issued by the Bank
to assure the payment by a customer to a supplier. The Bank generally obtains personal guarantees supporting these
commitments.

The purchase obligations shown in the preceding table are pursuant to contracts that the Bank has with providers of
data processing services. Required pension plan contributions for years beyond 2009 are not presently known and are
therefore not included in the table. For the Plan year ending September 30, 2009, the Bank has a minimum required
pension contribution of $1,119,000 and a maximum tax deductible contribution of $8,765,000. The Bank expects to make
a contribution within that range by September 30, 2009, but the amount of such contribution has not yet been determined.

Capital

The Corporation’s capital management policy is designed to build and maintain capital levels that exceed regulatory
standards. Under current regulatory capital standards, banks are classified as well capitalized, adequately capitalized or
undercapitalized. Under such standards, a well-capitalized bank is one that has a total risk-based capital ratio equal to or
greater than 10%, a Tier 1 risk-based capital ratio equal to or greater than 6%, and a Tier 1 leverage capital ratio equal to
or greater than 5%. The Bank’s total risk-based capital, Tier 1 risk-based capital and Tier 1 leverage capital ratios of
17.27%, 16.29% and 8.03%, respectively, at December 31, 2008 substantially exceed the requirements for a well-
capitalized bank. The Corporation (on a consolidated basis) is subject to minimum risk-based and leverage capital
requirements, which the Corporation substantially exceeds as of December 31, 2008.

Total stockholders' equity increased slightly from $102,384,000 at December 31, 2007 to $102,532,000 at December
31, 2008. The positive impact on stockholders’ equity of net income, unrealized gains on available-for-sale securities, and
stock-based compensation transactions was almost entirely offset by stock repurchases, cash dividends declared, and a
decrease in the funded status of the Bank’s pension plan.

Stock Repurchase Program and Market Liquidity. Since 1988, the Corporation has had a stock repurchase program
under which it has purchased from time to time shares of its own common stock in market or private transactions. Under
plans approved by the Board of Directors in 2007 and 2008, the Corporation purchased 296,479 shares in 2008 and can
purchase 114,011 shares in the future. The details of the Corporation’s purchases under the stock repurchase program
during the fourth quarter of 2008 are set forth in the table that follows.

Total Number of

Total Shares Purchased as Maximum Number of
Number of Average Part of Publicly of Shares that May Yet
Shares Price Paid Announced Plans Be Purchased Under the
Period Purchased Per Share or Programs " Plans or Programs "
October 1, 2008 to October 31, 2008..........ccceeevveverene. - - - 116,711
November 1, 2008 to November 30, 2008..................... 2,500 $21.40 2,500 114,211
December 1, 2008 to December 31, 2008..................... 200 $22.08 200 114,011

() All shares purchased by the Corporation under its stock repurchase program in the fourth quarter of 2008 were purchased under a
200,000 share plan approved by the Corporation’s Board of Directors on February 21, 2008 and publicly announced on February
22,2008. The Corporation’s share repurchase plans do not have fixed expiration dates.

The stock repurchase program has historically enhanced earnings per share and return on average stockholders’
equity. The program is estimated to have contributed four cents more to earnings per share in 2008 than 2007. The larger
contribution to earnings per share this year is attributable to the full-year impact of the shares purchased in 2007 plus the
pro rata impact of the shares purchased throughout 2008, taking into account the volume of shares purchased, the price
paid per share, and current interest rates.

The Corporation periodically reevaluates whether it wants to continue purchasing shares of its own common stock in
open market transactions under the safe harbor provisions of Rule 10b-18 or otherwise. Because the trading volume in the
Corporation’s common stock is limited, the Corporation believes that a reduction or discontinuance of its share repurchase
program could adversely impact market liquidity for its common stock, the price of its common stock, or both. The
publicly reported trading volume in the Corporation’s common stock in 2008 and 2007 was 979,245 and 615,795 shares,
respectively. Open market purchases by the Corporation under its share repurchase program accounted for 14.6% of the
trading volume in 2008 and 12.2% in 2007.
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Russell Microcap Index. Frank Russell Company (“Russell”) maintains a family of U.S. equity indices. The indices
are reconstituted in June of each year based on market capitalization and do not reflect subjective opinions. All indices
are subsets of the Russell 3000E Index, which represents most of the investable U. S. equity market.

The Corporation’s common stock is included in the Russell Microcap Index. When reconstituted in June 2008, the
average market capitalization of companies in the Russell Microcap Index was $310 million, the median market
capitalization was $169 million, the capitalization of the largest company in the index was $617 million, and the
capitalization of the smallest company in the index was $37 million. The Corporation’s market capitalization as of
December 31, 2008 was approximately $171 million.

The strong performance of the Corporation’s stock over the last year relative to the overall market should result in its
stock being included in the Russell 3000 and 2000 Indexes when they are reconstituted in June 2009. The Corporation
believes that migration of its stock from the Russell Microcap to the Russell 3000 and 2000 Indexes could improve the
stock’s price, trading volume and liquidity. Conversely, if the Corporation’s market capitalization falls below the
minimum necessary to be included in the Russell 3000 and 2000 Indexes or the Russell Microcap Index at any future
reconstitution date, the opposite could occur.

Performance Graph. The following graph compares the Corporation's total stockholder return over a 5-year
measurement period with the NASDAQ Market Index and the NASDAQ Bank Stocks Index.
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Cash Flows and Liquidity

Cash Flows. The Corporation’s primary sources of cash are deposit growth, maturities and amortization of loans and
investment securities, operations, and borrowing. The Corporation uses cash from these and other sources to fund loan
growth, purchase investment securities, pay cash dividends, and repurchase common stock under the Corporation’s share
repurchase program. During 2008, the cash needed to grow loans significantly exceeded the cash provided by deposit
growth and operations. This is the main reason for the increase in Federal Home Loan Bank advances. Savings and
money market products increased during the year, driven partially by new branch openings and the migration of funds
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from time deposit accounts. As further discussed below, the increase in securities sold under repurchase agreements is
primarily a result of the Corporation’s borrowing and investing strategy.

In 2008, the Bank continued to use maturities and paydowns from its investment securities portfolio to fund loan
growth. Despite this, the securities portfolio grew by almost $82 million from year-end 2007 to year-end 2008. The
growth occurred because the Bank continued with the leveraging program that began in the latter part of 2007, whereby it
borrowed an additional $47 million under repurchase agreements and used the resulting proceeds to purchase securities.
The leveraging program was undertaken to increase current earnings and also protect the Bank’s future earnings in the
event of an increase in interest rates. $75 million of the borrowings have embedded interest rate caps. The purpose of
borrowing with embedded interest rate caps is to potentially reduce the negative impact on the Bank’s net interest income
that could occur with an increase in interest rates. Additional information regarding the Bank’s sensitivity to changes in
interest rates can be found under the caption “Market Risk” in this discussion and analysis of financial condition and
results of operations. Additional information regarding the borrowings under repurchase agreements and embedded
interest rate caps can be found in Note F to the Corporation’s consolidated financial statements.

The Corporation paid $4,575,000 in cash dividends in 2008, which is $767,000 less than the $5,342,000 paid in 2007.
The decrease is primarily due to the change from a semi-annual to a quarterly dividend in 2007 and the resulting payment
in 2007 of one semi-annual and three quarterly dividends.

Liquidity. The Bank has both internal and external sources of liquidity that can be used to fund loan growth and
accommodate deposit outflows. The Bank’s primary internal sources of liquidity are its overnight investments,
investment securities designated as available-for-sale, and maturities and monthly payments on its investment securities
and loan portfolios. At December 31, 2008, the Bank had approximately $93 million in unencumbered available-for-sale
securities.

The Bank is a member of the Federal Home Loan Bank of New York (“FHLB”) and has repurchase agreements in
place with a number of brokerage firms and commercial banks. In addition to customer deposits, the Bank’s primary
external sources of liquidity are secured borrowings in the form of FHLB advances and repurchase agreements. However,
neither the Bank’s FHLB membership nor repurchase agreements represent legal commitments on the part of the FHLB or
repurchase agreement counterparties to extend credit to the Bank. The amount that the Bank can potentially borrow from
these parties is currently dependent on, among other things, the amount of unencumbered eligible securities that the Bank
can use as collateral. At December 31, 2008, the Bank had unencumbered securities of approximately $183 million that
are eligible collateral for borrowing under repurchase agreements. Of these securities, $35 million are eligible collateral
for FHLB borrowings. In addition, the Bank is currently working towards increasing its liquidity by obtaining FHLB
approval to pledge its residential and commercial mortgages as collateral for borrowings.

The Bank can also purchase overnight federal funds on an unsecured basis under lines with two other commercial
banks. These lines in the aggregate amount of $25 million do not represent legal commitments to extend credit on the part
of the other banks.

As a backup to borrowing from the FHLB, brokerage firms and other commercial banks, the Bank is eligible to
borrow on a secured basis at the Federal Reserve Bank (“FRB”) discount window under the primary credit program.
Primary credit, which is normally extended on a very short-term basis, typically overnight, at a rate which is currently
between 25 and 50 basis points above the federal funds target rate, is viewed by the FRB as a backup source of short-term
funds for sound depository institutions like the Bank. The amount that the Bank can borrow under the primary credit
program depends on, among other things, the amount of available eligible collateral.

Market Risk

The Bank invests in interest-earning assets which are funded by interest-bearing deposits and borrowings, noninterest-
bearing deposits, and capital. The Bank’s results of operations are subject to risk resulting from interest rate fluctuations
generally and having assets and liabilities that have different maturity, repricing, and prepayment/withdrawal
characteristics. The Bank defines interest rate risk as the risk that the Bank's earnings and/or net portfolio value (present
value of expected future cash flows from assets less the present value of expected future cash flows from liabilities) will
change when interest rates change. The principal objective of the Bank’s asset/liability management activities is to
maximize net interest income while at the same time maintain acceptable levels of interest rate and liquidity risk and
facilitate the funding needs of the Bank.

Because the Bank’s loans and investment securities generally reprice slower than its interest-bearing liabilities, an
immediate increase in interest rates uniformly across the yield curve should initially have a negative effect on net interest
income. However, if the Bank does not increase the rates paid on its deposit accounts as quickly or in the same amount as
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increases in market interest rates and/or owns interest rate caps that are in-the-money at the time of the interest rate
increase or become in-the-money as a result of the increase, the magnitude of the negative impact will decline and the
impact could even be positive. Over a longer period of time, and assuming that interest rates remain stable after the initial
rate increase and the Bank purchases securities and originates loans at yields higher than those maturing and reprices
loans at higher yields, the impact of an increase in interest rates should be positive. This occurs primarily because with
the passage of time more loans and investment securities will reprice at the higher rates and there will be no offsetting
increase in interest expense for those loans and investment securities funded by noninterest-bearing checking deposits and
capital.

Conversely, a decrease in interest rates uniformly across the yield curve should initially have a positive impact on the
Bank’s net interest income. Furthermore, if the Bank owns interest rate floors that are in-the-money at the time of the
interest rate decrease or become in-the-money as a result of the decrease, the magnitude of the positive impact should
increase. However, if the Bank does not or cannot decrease the rates paid on its deposit accounts as quickly or in the same
amount as decreases in market interest rates, regardless of whether or not it owns interest rate floors, the magnitude of the
positive impact will decline and could even be negative.

If interest rates decline, or have declined, and are sustained at the lower levels and, as a result, the Bank purchases
securities at lower yields and loans are originated or repriced at lower yields, the impact on net interest income should be
negative because a significant portion of the Bank’s average interest-earning assets are funded by noninterest-bearing
checking deposits and capital.

The Bank monitors and controls interest rate risk through a variety of techniques including the use of interest rate
sensitivity models and traditional repricing gap analysis. Through use of the models, the Bank projects future net interest
income and then estimates the effect on projected net interest income of various changes in interest rates and balance sheet
growth rates. The Bank also uses the models to calculate the change in net portfolio value over a range of interest rate
change scenarios.

Traditional gap analysis involves arranging the Bank’s interest-earning assets and interest-bearing liabilities by
repricing periods and then computing the difference, or gap, between the assets and liabilities which are estimated to
reprice during each time period and cumulatively through the end of each time period.

Both interest rate sensitivity modeling and gap analysis involve a variety of significant estimates and assumptions and
are done at a specific point in time. Interest rate sensitivity modeling requires, among other things, estimates of: (1) how
much and when yields and costs on individual categories of interest-earning assets and interest-bearing liabilities will
change because of projected changes in market interest rates; (2) future cash flows; (3) discount rates; and (4) decay or
runoff rates for nonmaturity deposits such as checking, savings, and money market accounts.

Gap analysis requires estimates as to when individual categories of interest-sensitive assets and liabilities will reprice
and assumes that assets and liabilities assigned to the same repricing period will reprice at the same time and in the same
amount. Like sensitivity modeling, gap analysis does not fully take into account the fact that the repricing of some assets
and liabilities is discretionary and subject to competitive and other pressures.

Changes in the estimates and assumptions made for interest rate sensitivity modeling and gap analysis could have a
significant impact on projected results and conclusions. Therefore, these techniques may not accurately reflect the actual
impact of changes in the interest rate environment on the Bank’s net interest income or net portfolio value.

The table that follows summarizes the Corporation's cumulative interest repricing gap at December 31, 2008 based
upon significant estimates and assumptions that the Corporation believes to be reasonable. The table arranges interest-
earning assets and interest-bearing liabilities according to the period in which they contractually mature or, if earlier, are
estimated to repay or reprice. Repayment and repricing estimates are based on internal data and management’s
assumptions about factors that are inherently uncertain. These factors include, among others, prepayment speeds, changes
in market interest rates and the Bank’s response thereto, early withdrawal of deposits, and competition. The balances of
non-maturity deposit products have been included in categories beyond three months in the table because management
believes, based on past experience and its knowledge of current competitive pressures, that the repricing of these products
will lag market changes in interest rates to varying degrees. The table does not reflect any protection against interest rate
changes that the Corporation may have as a result of its ownership of derivative instruments such as interest rate caps or
floors. The only such instruments that the Corporation owns at December 31, 2008 are the interest rate caps disclosed in
Note F to the Corporation’s December 31, 2008 consolidated financial statements.
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Repricing Period

Over Over Over
Three Six One Year
Three Months Months Total Through Over Non-
Months Through Through Within Five Five interest-
orLess  SixMonths One Year  One Year Years Years Sensitive Total
Assets: (in thousands)
Federal funds sold & overnight
investments............oevveveverernnn. $ 514 § - $ - § 514 $ - $ - $ - $ 514
Investment securities ..........ccoe..... 30,014 33,884 77,036 140,934 258,835 143,057 5,427 548,253
LOANS ...t 172,449 29,941 59,881 262,271 313,899 81,088 (5,200) 652,058
Other assets .......ccovvveeeerererrreenennn. - - - 60,784 60,784

202,977 63,825 136,917 403,719 572,734 224,145 61,011 1,261,609

Liabilities & Stockholders' Equity:

Checking deposits .........ccveereerennne - - - - - - 324,138 324,138
Savings & money market deposits .. 287,772 8,069 16,137 311,978 72,069 - - 384,047
Time deposits, $100,000 and over... 110,706 7,717 5,330 123,753 10,197 100 - 134,050
Time deposits, other ..........ccoeueenee. 28,105 11,593 4,382 44,080 13,917 105 - 58,102
Borrowed funds..........cccouervevrreerennes 124,122 - - 124,122 72,000 55,000 - 251,122
Other liabilities .......c.cocovveereererenne, - - - - - - 7,618 7,618

Stockholders' equity ..........cooceeeenee - - 102,532 102,532

550,705 27,379 25,849 603,933 168,183 55,205 434,288 1,261,609

Interest-rate sensitivity gap ................ $(347,728) $ 36,446 $ 111,068 $(200,214) $ 404,551 § 168,940 $(373,277) $
Cumulative interest-rate
SENSItIVItY gaP ..vevrrereerereereereieeenens $(347,728) §$(311,282) $(200,214) $ (200,214) $ 204,337 $ 373,277 $ - $

As shown in the preceding table, the Bank has a significant volume of deposit accounts and borrowings that are
subject to repricing as short-term interest rates change. Since the amount of these liabilities outweighs the assets held by
the Bank whose pricing is tied to short-term interest rates, an increase in short-term interest rates should negatively impact
the Bank’s net interest income in the near term. The interest rate caps owned by the Bank at December 31, 2008 may help
to reduce the negative impact. In addition, the Bank can reduce the magnitude of the negative impact by not increasing
the rates paid on its deposit accounts as quickly or in the same amount as market increases in the overnight funds rate, the
prime lending rate, or other short-term rates. Conversely, a decrease in short-term interest rates should positively impact
the Bank’s net interest income in the near term. However, if short-term rates decline and the Bank cannot, due to
competitive pressures and/or the absolute level of rates, decrease its deposit rates in the same amount as market decreases
in the federal funds target rate, the prime lending rate, and other short-term rates, the magnitude of the positive impact will
decline and the impact could even be negative.

The table that follows is provided pursuant to the market risk disclosure rules set forth in Item 305 of Regulation S-K
of the Securities and Exchange Commission. The information provided in the following table is based on significant
estimates and assumptions and constitutes, like certain other statements included herein, a forward-looking statement.
The base case information in the table shows (1) an estimate of the Corporation’s net portfolio value at December 31,
2008 arrived at by discounting estimated future cash flows at current market rates and (2) an estimate of net interest
income on a tax-equivalent basis for the year ending December 31, 2009 assuming that maturing assets or liabilities are
replaced with new balances of the same type, in the same amount, and at current rate levels and repricing balances are
adjusted to current rate levels. For purposes of the base case, nonmaturity deposits are included in the calculation of net
portfolio value at their carrying amount. The rate change information in the table shows estimates of net portfolio value at
December 31, 2008 and net interest income on a tax-equivalent basis for the year ending December 31, 2009 assuming
rate changes of plus 100 and 200 basis points and minus 100 and 200 basis points. The changes in net portfolio value from
the base case have not been tax affected. In addition, cash flows for nonmaturity deposits are based on a decay or runoff
rate of eight years. Also, rate changes are assumed to be shock or immediate changes and occur uniformly across the
yield curve regardless of the duration to maturity or repricing of specific assets and liabilities. In projecting future net
interest income under the indicated rate change scenarios, activity is simulated by replacing maturing balances with new
balances of the same type, in the same amount, but at the assumed rate level and adjusting repricing balances to the
assumed rate level.
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Based on the foregoing assumptions and as depicted in the table that follows, an immediate increase in interest rates
of 100 or 200 basis points would have a negative effect on net interest income over a one-year time period. This is
principally because the Bank’s interest-bearing deposit accounts are assumed to reprice faster than its loans and
investment securities. However, if the Bank does not increase the rates paid on its deposit accounts as quickly or in the
same amount as increases in market interest rates, the magnitude of the negative impact will decline. If the Bank does not
increase its deposit rates at all, the impact should be positive. Over a longer period of time, and assuming that interest
rates remain stable after the initial rate increase and the Bank purchases securities and originates loans at yields higher
than those maturing and reprices loans at higher yields, the impact of an increase in interest rates should be positive. This
occurs primarily because with the passage of time more loans and investment securities will reprice at the higher rates and
there will be no offsetting increase in interest expense for those loans and investment securities funded by noninterest-
bearing checking deposits and capital. Generally, the reverse should be true of an immediate decrease in interest rates of
100 or 200 basis points. However, the positive impact of a decrease in interest rates of 100 or 200 basis points is currently
reduced by the fact that some of the Bank’s deposit products have yields below 1% while others have yields below 2%.

Net Portfolio Value at Net Interest Income
December 31, 2008 for 2009
Percent Percent
Change Change
From From
Rate Change Scenario Amount Base Case Amount Base Case
(dollars in thousands)
+ 200 basis point rate ShOCK .......cccevvrrerereernrrisieeeenns $ 83,957 (92)% $ 44,493 (14.9)%
+ 100 basis point rate ShOCK ........ccoveererireerreecrerrereieeenee 88,054 4.7) 48,365 (7.5)
Base case (no rate change).........cccveveeerreerneerneneiennes 92,426 - 52,310
- 100 basis point rate Shock .........oceuverrnrrnicrcrncenee 97,111 5.1 56,037 7.1
- 200 basis point rate Shock .........ccoveeveevrvrieeenrricnns 104,289 12.8 57,163 9.3

Legislation and Regulatory Matters

Enacted Legislation. In the latter part of 2008, two major pieces of legislation (the “Legislation”) impacting the
financial services industry were enacted; the Housing and Economic Recovery Act of 2008 and the Emergency Economic
Stabilization Act of 2008. This Legislation was enacted to address the subprime mortgage crisis and in response to capital
adequacy, asset quality, management, liquidity, earnings and sensitivity to market risk problems being experienced by a
large number of financial institutions. It contains broad changes that impact, either directly or indirectly, the Bank’s
business operations. The significant changes brought about by this Legislation include, among others, the following:

e The placing of Fannie Mae and Freddie Mac into conservatorship by their primary regulator, the Federal Housing
Finance Agency;

e A temporary increase through December 31, 2009 in FDIC insurance coverage from $100,000 to $250,000;

e A temporary guarantee by the FDIC through December 31, 2009 of all transaction account balances, without
limitation, which is in addition to and separate from the $250,000 insurance limit under the FDIC’s general
deposit insurance regulations. Transaction accounts include traditional checking accounts and funds swept from
such accounts to another noninterest-bearing deposit account, NOW accounts paying less than .5% interest, and
Interest on Lawyer Accounts;

e A guarantee by the FDIC of the senior unsecured debt of financial institutions issued through June 30, 2009. The
guarantee expires upon maturity of the debt or June 30, 2012, whichever is earlier;

e A provision that allows the Federal Reserve Bank to pay interest to banks on sterile reserves beginning October 1,
2008, three years earlier than previously permitted;

o The creation of the $700 billion Troubled Asset Relief Program (“TARP”) within the U.S. Treasury Department
to purchase troubled assets from any financial institution through December 31, 2009;

e As part of the TARP, the $250 billion Capital Purchase Program that enables financial institutions to raise capital
by selling senior preferred shares to the federal government.
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Financial institutions may opt out of the FDIC’s unlimited guarantee of transaction account balances and the FDIC’s
guarantee of senior unsecured debt. In addition, raising capital by selling senior preferred shares to the federal
government is voluntary on the part of banks. The Bank did not opt out of the FDIC’s transaction account and senior
unsecured debt guarantees and, based on the Bank’s strong capital position, chose not to participate in the Capital
Purchase Program. In addition, the Bank has no assets in its loan or securities portfolios that it would consider selling to
the Treasury Department under the TARP.

In February 2009, the American Recovery and Reinvestment Act of 2009 (the “Act”) became law. Otherwise known
as the Stimulus Plan, the Act is a $787 billion package of spending, tax cuts and tax credits that’s designed to help pull the
nation out of the significant current downturn. The provisions of the Act are intended to have significant positive impact
on the economy and could significantly impact the Bank’s business on a near and longer-term basis. Also in February
2009, the FDIC took two actions designed to allow the Deposit Insurance Fund to withstand the existing problems in the
banking industry. The first was the imposition of an emergency special assessment of 20 basis points on deposits of
insured banks and savings associations as of June 30, 2009. The second was adoption of previously proposed changes to
its risk-based assessment system. These changes considered, the Bank currently estimates that its FDIC insurance cost
will increase by approximately $2,800,000 in 20009.

Pending Legislation. Commercial checking deposits currently account for approximately 27% of the Bank’s total
deposits. Congress has been considering legislation that would allow corporate customers to cover checks by sweeping
funds from interest-bearing deposit accounts each business day and repeal the prohibition of the payment of interest on
corporate checking deposits. Either could have a material adverse impact on the Bank’s future results of operations.

Examination. The Bank was examined by the Office of the Comptroller of the Currency as of September 30, 2008.
The examination was a regularly scheduled safety and soundness examination. Management is not aware, nor has it been
apprised, of any recommendations by regulatory authorities that would have a material adverse impact on the
Corporation’s liquidity, capital resources, or operations.

Impact of Not Yet Effective Authoritative Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141 (revised 2007) “Business Combinations” (“SFAS No. 141(R)”),
which establishes principles and requirements for how an acquirer recognizes and measures in its financial statements the
identifiable assets acquired, liabilities assumed, and any noncontrolling interest in an acquiree, including the recognition
and measurement of goodwill acquired in a business combination. SFAS No. 141(R)is effective for fiscal years
beginning on or after December 15, 2008. Earlier adoption is prohibited. The adoption of this standard is not expected to
materially affect the Corporation’s results of operations or financial position.

In December 2007, the FASB issued SFAS No. 160 “Noncontrolling Interest in Consolidated Financial Statements, an
amendment of ARB No. 51”7 (“SFAS No. 160”), which will change the accounting and reporting for minority interests.
Under SFAS No. 160, minority interests will be recharacterized as noncontrolling interests and classified as a component
of equity within the consolidated balance sheets. SFAS No. 160 is effective as of the beginning of the first fiscal year
beginning on or after December 15, 2008. Earlier adoption is prohibited. The adoption of this standard is not expected to
materially affect the Corporation’s results of operations or financial position.

In March 2008, the FASB issued SFAS No. 161 “Disclosures about Derivative Instruments and Hedging Activities —
an amendment of SFAS No. 133” (“SFAS No. 161”). SFAS No. 161 requires enhanced disclosures about an entity’s
derivative and hedging activities and thereby improves the transparency of financial reporting. SFAS No. 161 is effective
for financial statements issued for fiscal years and interim periods beginning after November 15, 2008. The adoption of
this standard is not expected to materially affect the Corporation’s results of operations or financial position.

In May 2008, the FASB issued SFAS No. 162 “The Hierarchy of Generally Accepted Accounting Principles” (“SFAS
No. 162”). This Statement identifies the sources of accounting principles and the framework for selecting the principles
to be used in the preparation of financial statements of nongovernmental entities that are presented in conformity with
generally accepted accounting principles (“GAAP”) in the United States. This Statement will be effective 60 days
following the SEC’s approval of the Public Company Accounting Oversight Board amendments to AU Section 411. The
adoption of SFAS No. 162 is not expected to impact the Corporation’s consolidated financial statements.
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On February 20, 2008, the FASB issued FSP FAS 140-3 “Accounting for Transfers of Financial Assets and
Repurchase Financing Transactions” (“FSP 140-3”) to resolve questions about the accounting for repurchase financings.
This FSP is effective for repurchase financings in which the initial transfer is entered into in fiscal years beginning after
November 15, 2008. The adoption of FSP 140-3 on January 1, 2009 had no impact on the Corporation’s consolidated
financial statements.

On April 25, 2008, the FASB issued FSP FAS 142-3 “Determination of the Useful Life of Intangible Assets” (“FSP
142-3”), which amends the list of factors an entity should consider in developing renewal or extension assumptions used
in determining the useful life of recognized intangible assets under SFAS No. 142 “Goodwill and Other Intangible
Assets.” FSP 142-3 is effective for financial statements issued for fiscal years and interim periods beginning after
December 15, 2008. The adoption of FSP 142-3 on January 1, 2009 did not impact the Corporation’s consolidated
financial statements.

On May 9, 2008, the FASB issued FSP APB 14-1 “Accounting for Convertible Debt Instruments That May Be Settled
in Cash upon Conversion (Including Partial Cash Settlement)” (“FSP 14-1”). FSP 14-1 is effective for financial
statements issued for fiscal years and interim periods beginning after December 15, 2008. The adoption of FSP 14-1 on
January 1, 2009 had no impact on the Corporation’s consolidated financial statements.

On June 16, 2008, the FASB issued FSP EITF 03-6-1 “Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Securities” (“FSP 03-6-1). The FSP addresses whether instruments granted in
share-based payment transactions are participating securities prior to vesting and, therefore, need to be included in the
earnings allocation in computing earnings per share under the two-class method described in paragraphs 60 and 61 of
SFAS No. 128, Earnings per Share. FSP 03-6-1 is effective for financial statements issued for fiscal years and interim
periods beginning after December 15, 2008. The adoption of FSP 03-6-1 on January 1, 2009 had no impact on the
Corporation’s consolidated financial statements.

Forward Looking Statements

“Management’s Discussion and Analysis of Financial Condition and Results of Operations” contains various
forward-looking statements with respect to financial performance and business matters. Such statements are generally
contained in sentences including the words “may” or “expect” or “could” or “should” or “would” or “believe”. The
Corporation cautions that these forward-looking statements are subject to numerous assumptions, risks and uncertainties,
and therefore actual results could differ materially from those contemplated by the forward-looking statements. In
addition, the Corporation assumes no duty to update forward-looking statements.
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CONSOLIDATED BALANCE SHEETS

December 31,
2008 2007
Assets:
Cash and due from DANKS ...ttt sttt $ 20,924,000 $ 25,729,000
Federal funds sold and overnight inVeStMENtS........cccuveririirenienrene e 514,000 21,768,000
Cash and cash EQUIVAIENES .........ieerureieereeeree ettt 21,438,000 47,497,000
Investment securities:
Held-to-maturity, at amortized cost (fair
value of $172,640,000 and $193,890,000).......c.ccceveererrrererreererrereeeceeereeseeeeessesseseeeeees 169,480,000 193,234,000
Available-for-sale, at fair value (amortized cost
of $373,346,000 and $270,325,000) .......c.cceeveeeeereeremeeeeeeeereeeceeesesseseeeesensesessensenseseneans 378,773,000 273,080,000
548,253,000 466,314,000
Loans:
Commercial and INAUSTTIAL...........cccriiieiiieiece et 53,555,000 61,317,000
Secured by real estate:
CoMMENCIAl MOMGAGES. .. ... vvurererreererserieeiseisee e sse bbb 273,097,000 169,621,000
Residential MOMGAGES. .. ....vuerieeeireereiei s 216,654,000 194,926,000
HOME EQUILY J08NS........cviriieieiereee e 99,953,000 81,846,000
CONSHUCHON I0ANS.......cieiviieteeieeecce et bs 9,175,000 11,751,000
OFNEE et ettt 3,761,000 4,893,000
656,195,000 524,354,000
Net deferred l0an origination COSES ..........cvurirrrirnieerrenee e 1,939,000 1,185,000
658,134,000 525,539,000
AlloWaNCE fOr 108N I0SSES .....cveviviireecrereisrriee e (6,076,000) (4,453,000)
652,058,000 521,086,000
Federal Home Loan Bank StoCK, @t COSL..........cucveviireeeeereeeeeeeee ettt 6,199,000 1,184,000
Bank premises and eqUIDMENT, NEL.......c.ovirrr s 12,593,000 10,922,000
Deferred income tax DENEFILS ........c.cucvivieieeccce s 1,638,000 -
Bank-owned life INSUTANCE..........c.ceueiieecicie et 11,650,000 11,158,000
OBNBE BSSBS... vttt bttt bbbt b sttt b bene 7,780,000 10,858,000
$ 1,261,609,000 $ 1,069,019,000
Liabilities:
Deposits:
01T 13T OSSO $ 324,138,000 $ 318,322,000
Savings and MONEY MATKEL.........oureurerreerirreiree bbb 384,047,000 302,158,000
Time, $100,000 AN OVET ........cvveeeeeeerieeeeeesersste e sstssses et tssess st sss st sssesssssnssssessnsans 134,050,000 197,554,000
THME, OtNEI .ottt bbbt e ebns 58,102,000 51,004,000
900,337,000 869,038,000
ShOM-EIM DOITOWINGS....v.vevreereeereisiseieese ettt srs s 124,122,000 12,110,000
LONG-LEIM AEDE. ..o 127,000,000 80,000,000
Accrued expenses and other TaDIlIHIES. .........ceurveeeureecireeer s 7,543,000 4,686,000
Current inCOME taXes PAYADIE.........coveiiriiriieireireiree et 75,000 37,000
Deferred inCOME taxes PayabIe. ... e - 764,000
1,159,077,000 966,635,000
Commitments and Contingent Liabilities (Note M)
Stockholders' Equity:
Common stock, par value $.10 per share:
Authorized, 20,000,000 shares;

Issued and outstanding, 7,194,747 and 7,454,385 Shares.........c.ccoveoerneenccnncesneneens 719,000 745,000
LS o] L0 PO TTTRN 1,354,000 96,000
REtQINEA BAMINGS .vveeeriree ettt ettt neteen 102,061,000 99,844,000

104,134,000 100,685,000

Accumulated other comprehensive income (10sS) Net of taX ........ocoeeevecirencrneennesrces (1,602,000) 1,699,000
102,532,000 102,384,000

$ 1,261,609,000 $ 1,069,019,000

See notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

2008 2007 2006
Interest and dividend income:
LOBNS. ...ttt ettt sttt $ 34,163,000 $ 31,627,000 $ 27,299,000
Investment securities:
TAXADIE.....cvcvcveteeeccr bbb 18,857,000 13,529,000 14,536,000
NONEAXADIE ...ttt 6,186,000 6,362,000 6,283,000
Federal funds sold and overnight investments..........c..cccoevecnninnccnenee 480,000 1,505,000 882,000
59,686,000 53,023,000 49,000,000
Interest expense:
Savings and money market depoSItS ........cocceerrerrerneineinennesenee e 4,576,000 4,768,000 4,629,000
TiME AEPOSIES ..eeeeerrereeee st 6,782,000 10,081,000 6,575,000
ShOrt-tErmM DOMMOWINGS........evieeeeireirce et 746,000 896,000 1,745,000
LONG-EIM dEDL. ... 4,639,000 524,000 -
16,743,000 16,269,000 12,949,000
Net iNtEreSt iNCOME ...vveeeeeeceeeeeee et 42,943,000 36,754,000 36,051,000
Provision for [0aNn I0SSES .......cccvveiveeeeeiicceeeeee et 1,945,000 575,000 670,000
Net interest income after provision for 10an 10SSES.........ccvreerereerrerenenenas 40,998,000 36,179,000 35,381,000
Noninterest income:
Investment Management DiviSion INCOME..........c.ooeurureernerrereresereeireneenene 1,703,000 1,786,000 1,728,000
Service charges on deposit ACCOUNES...........ceeeeeeereeeeneerierieeeeereeseieeeeees 2,985,000 2,883,000 3,062,000
Net gains (losses) on sales of available-for-sale securities..........c.ceneunee 248,000 (234,000) (635,000)
(01T T 1,345,000 1,147,000 1,143,000
6,281,000 5,582,000 5,298,000
Noninterest expense:
SAIAMES ..ot ettt 14,037,000 13,637,000 12,563,000
EMPIOYee DENEFILS ...c.veeeieeceecercr e 4,599,000 3,991,000 4,686,000
Occupancy and equipmeNt EXPENSE .......veeerrueerereieereeneseieesesseseesseneens 4,987,000 4,420,000 4,041,000
Other 0perating EXPENSES .....c.cevreriereeeiiiriereeireirese e 6,066,000 5,336,000 5,377,000
29,689,000 27,384,000 26,667,000
Income before iINCOME tAXES........c.vverererriricececre e 17,590,000 14,377,000 14,012,000
INCOME tAX BXPENSE ...eeeereeceireeirereereeee ettt seas e naee s senes 4,628,000 2,895,000 2,785,000
NEt INCOME.....crrir s s bras $ 12,962,000 $ 11,482,000 $ 11,227,000
Weighted average:
COMMON SNAES ...ttt ettt aeeas 7,225,530 7,553,495 7,641,424
Dilutive stock options and restricted stock units..........c.cccoceeerirerccncnnen 69,012 73,740 92,244
7,294,542 7,627,235 7,733,668
Earnings per share:
BASIC....cvcvevevieetcte bbb bbb $1.79 $1.52 $1.47
DIIUEEA ..ttt ettt $1.78 $1.51 $1.45
Cash dividends declared per share $.66 $.58 $.50

See notes to consolidated financial statements
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CONSOLIDATED

IN STOCKHOLDERS' EQUITY

STATEMENT OF CHANGES

Accumulated
Other
Compre- Compre-
Common Stock hensive Retained hensive
Shares Amount Surplus Income Earnings Income (LosS) Total

Balance, January 1, 2006 .........c..c....... 3,846,716 $ 385,000 $ 817,000 $ 89,701,000 $ (205,000) $ 90,698,000
Net INCOME ....ovvvereeerereeeen, $ 11,227,000 11,227,000 11,227,000
Repurchase of common stock .......... (67,814) (7,000)  (2,920,000) (2,927,000)
Common stock issued under

stock compensation plans,
including tax benefit ................. 14,673 1,000 418,000 419,000
Unrealized gains on available-
for-sale-securities, net of
reclassification adjustment
and taxes .....cooevneeeenenineeinnne 447,000 447,000 447,000
Comprehensive inCOMe ...........ccneenee $ 11,674,000
Adjustment to initially apply SFAS
No. 158, net of taxes ........ccoeuunee. (707,000) (707,000)
Cash dividends declared .................. (3,806,000) (3,806,000)
Stock-based compensation .............. 210,000 210,000
Transfer from retained earmings
£0 SUIPIUS eevereeeeeeereeree e 2,000,000 (2,000,000)

Balance, December 31, 2006 ............... 3,793,575 379,000 525,000 95,122,000 (465,000) 95,561,000
Net INCOME ...ovvvevrieerercee e, $ 11,482,000 11,482,000 11,482,000
Repurchase of common stock .......... (183,015) (18,000)  (3,701,000) (3,719,000)
Common stock issued under

stock compensation plans,
including tax benefit .................. 39,202 4,000 766,000 770,000
2-for-1 stock split .......ceevererrereernenns 3,804,623 380,000 (380,000)
Unrealized gains on available-
for-sale-securities, net of
reclassification adjustment
aNd taXES ..veveeerrereeeeereereereineens 1,419,000 1,419,000 1,419,000
Change in funded status of pension
plan, net of taxes .......c.ccccevvernnee. 745,000 745,000 745,000
Comprehensive iNCOME ..........coceeennes $ 13,646,000
Cash dividends declared .................. (4,380,000) (4,380,000)
Stock-based compensation .............. 506,000 506,000
Transfer from retained earnings
10 SUIPIUS .o 2,000,000 (2,000,000)

Balance, December 31, 2007 ............... 7,454,385 745,000 96,000 99,844,000 1,699,000 102,384,000
Net INCOME ..o, $ 12,962,000 12,962,000 12,962,000
Repurchase of common stock .......... (298,322) (30,000) (5,734,000) (5,764,000)
Common stock issued under

stock compensation plans,
including tax benefit .................. 38,684 4,000 542,000 546,000
Unrealized gains on available-
for-sale-securities, net of
reclassification adjustment
and taXeS ..veveereereeereireeeeiees 1,612,000 1,612,000 1,612,000
Change in funded status of pension
plan, net of taxes ........cccoeevervenene, (4,913,000) (4,913,000) (4,913,000)
Comprehensive iNCOME ........c.cccveenee $ 9,661,000
Cash dividends declared .................. (4,745,000) (4,745,000)
Stock-based compensation .............. 450,000 450,000
Transfer from retained eamings
10 SUMPIUS .o 6,000,000 (6,000,000)

Balance, December 31, 2008 ...............

7,194,747 $ 719,000 $ 1,354,000

See notes to consolidated financial statements
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CONSOLIDATED STATEMENTS

Cash Flows From Operating Activities:

NELINCOME ..ottt

Adjustments to reconcile net income to net cash

provided by operating activities:

Provision fOr l0an [0SSES ........cceueeeeiuererereieeeee et
Deferred income tax Credit ...
Depreciation and amortization ............cccovvereeeenrrneneeeesse s
Premium amortization on investment securities, Net .........ccccccvvvevcvciccennnne,
Net losses (gains) on sales 0f SECUMLIES .......ceeeereeinieneeereeree e
Stock-based comMpeNSation EXPENSE. ........c.cweerierirrerreereeseereeneeseiseeseeesseeesees
Accretion of cash surrender value on bank-owned life insurance.............c......
Decrease (increase) in prepaid iNCOME taXES .....c.vvveeeurecerereererereeeereeeseneeeenas
INCrease iN Other @SSEIS ...
Increase (decrease) in accrued expenses and other liabilities ......................
Increase (decrease) in income taxes payable ..........ccoovevernnienienineiennns
Net cash provided by operating activities ...........ccocvereerencninneneninnenne

Cash Flows From Investing Activities:
Proceeds from sales of available-for-sale SECUNtiES...........ocoevvervieeeereeirieenas
Proceeds from maturities and redemptions of investment securities:
HEIA-t0-MATUNIY ...
AVAIIADIE-TOr-SAIE ......vvveeeeeeeeeee e
Purchase of investment securities:
HEI-10-MATUTIEY......coeeee s
AVAlADIE-Or-SAIB.......cveveviiiceeeere et bbbt
Net increase in 10ans t0 CUSTOMENS .........coveveverevceeecececeee e
Net increase in Federal Home Loan Bank StocK...........ccocovvvveviveveeieiieneniscennes
Purchases of bank premises and equIpmMeNt ...........cccererneinenieneineeneeneeneen.
Purchase of bank-owned [ife INSUFANCE...........ccoeeveriviirieeeeee e
Net cash used in investing activities ...........coooeennnnenneneeeene

Cash Flows From Financing Activities:
Net increase in total dEPOSIS ......cccevvereeerecieerreeere e
Net increase (decrease) in short-term DOMTOWINGS .....c.veeereeerereererercerereeeereeirenas
Proceeds from long-term debt ..o
Proceeds from exercise of Stock Oplions ...,
Tax benefit of StoCK OPtIONS ......ocvevivieecce s
Repurchase and retirement of COMMON StOCK .......c.ovvvrvvverererrree e
Cash divIdendS PAI .......cceureriererrieirireeieisee et ssesens
Net cash provided by (used in) financing activities ............ccocvenenerreinenn.
Net increase (decrease) in cash and cash equivalents.........cccveeveceecresesesecenenns
Cash and cash equivalents, beginning of Year.........c.ccoveeeneneneneeneeeseenees
Cash and cash equivalents, €nd Of YEAI..........cccrureurerininineireieeeeeneeseeseeennes

Supplemental Schedule of Noncash Financing Activities:
Cash dividends Payable ..o

OF CASH FLOWS

Year Ended December 31,

2008 2007 2006
$ 12,962,000 $ 11,482,000 $ 11,227,000
1,945,000 575,000 670,000
(229,000) - (211,000)
1,831,000 1,536,000 1,363,000
544,000 358,000 306,000
(248,000) 234,000 635,000
450,000 506,000 210,000
(492,000) (449,000) (410,000)
- 240,000 (240,000)
(2,355,000) (1,159,000) (1,130,000)
(27,000) (17,000) 90,000
38,000 37,000 (33,000)
14,419,000 13,343,000 12,477,000
36,993,000 14,578,000 28,048,000
28,410,000 43,537,000 49,257,000
66,569,000 95,708,000 81,996,000
(4,637,000) (18,477,000) (8,560,000)
(206,897,000) (145,049,000) (88,798,000)
(132,917,000) (76,087,000) (69,034,000)
(5,015,000) - -
(3,502,000) (3,763,000) (2,475,000)
- - (2,500,000)
(220,996,000) (89,553,000) (12,066,000)
31,299,000 44,241,000 36,786,000
112,012,000 (16,033,000) (32,052,000)
47,000,000 80,000,000 -
525,000 694,000 402,000
21,000 76,000 17,000
(5,764,000) (3,719,000) (2,927,000)
(4,575,000) (5,342,000) (3,450,000)
180,518,000 99,917,000 (1,224,000)
(26,059,000) 23,707,000 (813,000)
47,497,000 23,790,000 24,603,000
$ 21,438,000 $ 47,497,000 $ 23,790,000
$ 1,295,000 $ 1,125,000 $ 2,087,000

The Corporation made interest payments of $17,159,000, $15,590,000, and $12,571,000 and income tax payments of $4,797,000, $2,541,000,

and $3,253,000 in 2008, 2007 and 2006, respectively.

See notes to consolidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements include the accounts of The First of Long Island Corporation (the
“Corporation”) and its wholly-owned subsidiary, The First National Bank of Long Island (the “Bank’), and subsidiaries
wholly-owned by the Bank, either directly or indirectly, The First of Long Island Agency, Inc., FNY Service Corp., and
The First of Long Island REIT, Inc. (the “REIT”). The Corporation’s financial condition and operating results principally
reflect those of the Bank and its subsidiaries. All intercompany balances and amounts have been eliminated. In preparing
the consolidated financial statements, management is required to make estimates and assumptions that affect the reported
asset and liability balances, revenue and expense amounts, and the disclosure of contingent assets and liabilities. Actual
results could differ significantly from those estimates.

The accounting and reporting policies of the Corporation reflect banking industry practice and conform to generally
accepted accounting principles in the United States. The following is a summary of the Corporation’s significant
accounting policies.

Investment Securities

Current accounting standards require that investment securities be classified as held-to-maturity, trading, or available-
for-sale. The trading category is not applicable to any securities in the Bank's portfolio because the Bank does not buy or
hold debt or equity securities principally for the purpose of selling in the near term. Held-to-maturity securities are those
debt securities which the Bank has the intent and ability to hold to maturity, and are reported at amortized cost.
Available-for-sale securities are those debt and equity securities which are neither held-to-maturity securities nor trading
securities and are reported at fair value, with unrealized gains and losses, net of the related income tax effect, included in
other comprehensive income.

Interest on investment securities includes amortization or accretion of purchase premium or discount. Premiums and
discounts on securities are amortized or accreted on the level-yield method. Realized gains and losses on the sale of
securities are determined using the specific identification method.

The Bank evaluates declines in fair value below the amortized cost basis for individual securities classified as either
available-for-sale or held-to-maturity. In estimating other than temporary declines, management considers: (1) the length
of time and extent that fair value has been less than cost, (2) the financial condition and near term prospects of the issuer,
and (3) the Bank’s ability and intent to hold the security for a period sufficient to allow for any anticipated recovery in fair
value. If a decline in fair value is judged to be other than temporary, the cost basis of the individual security is written
down to fair value as a new cost basis and the amount of the write-down is included in earnings as a realized loss. The
new cost basis is not changed for subsequent recoveries, if any, in fair value. Subsequent increases in the fair value of
available-for-sale securities are included in other comprehensive income and subsequent decreases in fair value, if not an
other-than-temporary impairment, are also included in other comprehensive income.

Loans and Allowance For Loan Losses

Loans are reported at their outstanding principal balance less any chargeoffs and the allowance for loan losses and
plus or minus net deferred loan costs and fees, respectively. Interest on loans is credited to income based on the principal
amount outstanding. Direct loan origination costs, net of loan origination fees, are deferred and recognized in interest
income using the level-yield method without anticipating prepayments.

The accrual of interest income on loans is discontinued when a loan becomes 90 days past due as to principal or
interest payments and any accrued but unpaid interest is reversed against current period income unless the loan is well
secured and in the process of collection. The Bank considers nonaccruing loans to be impaired under Statement of
Financial Accounting Standards No. 114 “Accounting by Creditors for Impairment of a Loan” (“SFAS No. 114”) as
amended. The valuation allowance for nonaccrual and other impaired loans is reported within the overall allowance for
loan losses. At December 31, 2008, the Bank had nonaccrual loans of $112,000 and loans past due 90 days or more as to
principal and interest payments and still accruing of $42,000. At December 31, 2007, the Bank had nonaccrual loans of
$257,000 and loans past due 90 days or more as to principal and interest payments and still accruing of $95,000.

The allowance for loan losses is established through provisions for loan losses charged against income. Amounts
deemed to be uncollectible are charged against the allowance for loan losses, and subsequent recoveries, if any, are
credited to the allowance.
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The allowance for loan losses is an amount that management currently believes will be adequate to absorb probable
incurred losses in the Bank’s loan portfolio. The process for estimating credit losses and determining the allowance for
loan losses as of any balance sheet date is subjective in nature and requires material estimates. Actual results could differ
significantly from those estimates. In determining the allowance for loan losses, there is not an exact amount but rather a
range for what constitutes an appropriate allowance.

In estimating losses the Bank reviews individual loans in its portfolio and, for those loans deemed to be impaired,
measures impairment losses based on either the fair value of collateral or the discounted value of expected future cash
flows. A loan is considered to be impaired when, based on current information and events, it is probable that the Bank
will be unable to collect the scheduled principal and interest when due according to the contractual terms of the loan
agreement. Estimated losses for loans that are not specifically reviewed are determined on a pooled basis using the
Bank’s historical loss experience adjusted to reflect current conditions. In adjusting historical loss experience,
management considers a variety of factors including levels of and trends in delinquencies and nonaccruing loans; trends in
volume and terms of loans; changes in lending policies and procedures; experience, ability and depth of lending staff;
national and local economic conditions; concentrations of credit; and environmental risks. The allowance for loan losses
is comprised of impairment losses on the loans specifically reviewed plus estimated losses on the pools of loans that are
not specifically reviewed.

Bank Premises and Equipment

Land is carried at cost. Other Bank premises and equipment are carried at cost, less accumulated depreciation and
amortization. Buildings are depreciated using the straight-line method over their estimated useful lives, which range
between thirty-one and forty years. Building improvements are depreciated using the straight-line method over the then
remaining lives of the buildings or their estimated useful lives, whichever is shorter. Leasehold improvements are
amortized using the straight-line method over the remaining lives of the leases or their estimated useful lives, whichever is
shorter. The lives of the respective leases range between five and twenty years. Furniture, fixtures, and equipment are
depreciated using the straight-line method over their estimated useful lives, which range between three and ten years.

Bank-owned Life Insurance

The Bank is the owner and beneficiary of insurance policies on the lives of certain executives. In accordance with
Financial Accounting Standards Board Emerging Issues Task Force Issue No. 06-5, bank-owned life insurance is recorded
at the lower of its cash surrender value or the amount that can be realized.

Federal Home Loan Bank Stock

The Bank is a member of the Federal Home Loan Bank of New York (“FHLB”) and as such is required to own a
certain amount of stock based on membership and the level of FHLB advances. FHLB stock is carried at cost, classified
as a restricted stock, and periodically evaluated for impairment based on the ultimate recovery of cost. Cash dividends, if
any, are reported as income.

Long-term Assets

Premises and equipment, intangible assets, and other long-term assets, if any, are reviewed for impairment when
events indicate that their carrying amount may not be recoverable from future undiscounted cash flows. If impaired, the
assets are recorded at fair value.

Checking Deposits

Each of the Bank’s commercial checking accounts has a related noninterest-bearing sweep account. The sole purpose
of the sweep accounts is to reduce the reserve balances that the Bank is required to maintain with the Federal Reserve
Bank, and thereby increase funds available for investment. Although the sweep accounts are classified as savings
accounts for regulatory purposes, they are included in checking deposits in the accompanying consolidated balance sheets.

Income Taxes

A current tax liability or asset is recognized for the estimated taxes payable or refundable on tax returns for the current
year. A deferred tax liability or asset is recognized for the estimated future tax effects attributable to temporary
differences and carryforwards. The measurement of deferred tax assets is reduced, if necessary, by the amount of any tax
benefits that, based on available evidence, are not expected to be realized. The measurement of current and deferred tax
liabilities and assets is based on provisions of the enacted tax law. The effects of future changes in tax laws or rates are
not considered. The Corporation recognizes interest and/or penalties related to income tax matters in noninterest income
or noninterest expense as appropriate.
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The Corporation adopted FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes” (“FIN No. 48”)
as of January 1, 2007. FIN No. 48 prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. It also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure and transition.
The adoption of FIN No. 48 had no impact on the Corporation’s consolidated financial statements.

Loss Contingencies

Loss contingencies, including claims and legal actions arising in the ordinary course of business, are recorded as
liabilities when the likelihood of loss is probable and an amount or range of loss can be reasonably estimated.
Management is not currently aware of any loss contingencies that will have a material effect on the Corporation’s
consolidated financial statements.

Stockholders’ Equity

Earnings Per Share. Basic earnings per share excludes dilution and is computed by dividing net income by the
weighted average number of common shares outstanding for the period. Diluted earnings per share reflects the potential
dilution that could occur if outstanding stock options and restricted stock units (“RSUs”) were converted into shares of
common stock that then shared in the earnings of the Corporation. Diluted earnings per share is computed by dividing net
income by the weighted average number of common shares and dilutive stock options and RSUs. There were 275,762,
308,420 and 277,286 antidilutive stock options at December 31, 2008, 2007 and 2006, respectively, and no antidilutive
RSUs. Other than the stock options and RSUs described in Note J and the Rights described in Note I, the Corporation has
no securities that could be converted into common stock nor does the Corporation have any contracts that could result in
the issuance of common stock.

Stock Split. On March 22, 2007, the Corporation announced the declaration of a 2-for-1 stock split which was paid on
April 16, 2007. Where applicable, all share and per share amounts included in the consolidated financial statements and
notes thereto have been adjusted to reflect the effect of the split.

Stock Repurchase Program. Since 1988, the Corporation has had a stock repurchase program under which it is
authorized to purchase shares of its own common stock in market or private transactions. At December 31, 2008, and in
accordance with prior approval by its Board of Directors, the Corporation was authorized to purchase 114,011 shares of
stock. Share repurchases are financed through available corporate cash.

Shares Tendered Upon The Exercise of Stock Options. The line captioned repurchase and retirement of common
stock in the Consolidated Statement of Changes in Stockholders’ Equity includes common stock tendered upon the
exercise of stock options of 1,843 shares in 2008 with a value of $40,000, 2,215 shares in 2007 with a value of $43,000,
and 2,309 shares in 2006 with a value of $100,000.

Stock-based Compensation

The Corporation has a stock-based compensation plan as more fully described in Note J. Compensation cost is
recognized for stock options and RSUs issued to employees, based on the grant date fair value of the award. The cost is
recognized over the period during which an employee is required to provide service in exchange for the award (usually
the vesting period).
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Comprehensive Income

Comprehensive income includes net income and other comprehensive income. Other comprehensive income includes
revenues, expenses, gains, and losses that under generally accepted accounting principles are included in comprehensive
income but excluded from net income. Other comprehensive income for the Corporation consists of unrealized holding
gains or losses on available-for-sale securities and changes in the funded status of the Bank’s defined benefit pension plan,
both net of related income taxes, which are also recognized as a separate component of stockholders’ equity.

The components of other comprehensive income (loss) and the related tax effects are as follows:

2008 2007 2006
(in thousands)

Unrealized holding gains on available-for-sale securities:
Net unrealized holding gains arising during PEriod ..........c.oereeeerreeneeneereereereennens $ 2921 $ 2,118 $ 109
Reclassification adjustment for (gain) losses included in netincome ................. (248) 234 635
Net unrealized gains on available-for-sale SECUMLIES ........ccoeuverierreeneenireireeneen. 2,673 2,352 744
TAX BIFECE 1.ttt b 1,061 933 297
1,612 1,419 447

Change in funded status of pension plan:

Net unrealized gain (loss) arising during Period ..........c.cceeverernerreeneeneireeneen. (8,172 1,220 -
Amortization of prior service cost included in pension eXpense ..........c.ceuneen. 25 20 -
(8,147) 1,240 -
TaX EffECT .. (3,234) 495 -
(4,913) 745 -
Other comprehensive INCOME (10SS) .euvuereeeereeereereerreeisneseeeneeseeseeseeeeens $ (3301) § 2,164 $ 447

Embedded Derivative Instruments

The Corporation accounts for embedded derivative instruments under Statement of Financial Accounting Standards
No. 133 “Accounting for Derivative Instruments and Hedging Activities” (“SFAS No. 133”) and related pronouncements.
Accordingly, changes in the fair value of embedded derivative instruments with economic characteristics and risks that are
clearly and closely related to the economic characteristics and risks of the related host contracts are not recognized in
earnings in the period of change. Generally, all other embedded derivative instruments, unless they are embedded in
contracts that are remeasured at fair value with changes in fair value reported in earnings as they occur, are accounted for
as fair value hedges, cash flow hedges, foreign currency hedges or nonhedging instruments under SFAS No. 133 and
related pronouncements.

Fair Values of Financial Instruments

The following methods and assumptions are used by the Corporation in measuring assets and liabilities carried at fair
value in its financial statements and for the fair values of financial instruments disclosed herein.

Cash and cash equivalents. The recorded book value of cash and due from banks is their fair value.

Investment securities. Fair values are based on quoted prices for similar assets in active markets or derived
principally from observable market data.

Loans. Fair values are estimated for portfolios of loans with similar financial characteristics. The total loan portfolio
is first divided into adjustable and fixed rate interest terms. For adjustable rate loans that are subject to immediate
repricing, the recorded book value less the related allowance for loan losses is a reasonable estimate of fair value. For
adjustable rate loans that are subject to repricing over time and fixed rate loans, fair value is calculated by discounting
anticipated future repricing amounts or cash flows using discount rates equivalent to the rates at which the Bank would
currently make loans which are similar with regard to collateral, maturity, and the type of borrower. The discounted value
of the repricing amounts and cash flows is reduced by the related allowance for loan losses to arrive at an estimate of fair
value.

FHLB stock. The recorded book value of FHLB stock is its fair value.

Deposit liabilities. The fair value of deposits with no stated maturity, such as noninterest-bearing demand deposits,
money market accounts, and savings accounts, is equal to their recorded book value at December 31 of each year. The
fair value of time deposits is based on the discounted value of contractual cash flows. The discount rate is equivalent to
the rate currently offered by the Bank for deposits of similar size, type and maturity.
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Borrowed funds. For repurchase agreements and FHLB advances maturing within ninety days, the recorded book
value is a reasonable estimate of fair value. The fair values of longer-term repurchase agreements, including those with
embedded derivative instruments, are based on quoted prices for similar instruments in active markets.

Accrued interest receivable and payable. For these short-term instruments, the recorded book value is a reasonable
estimate of fair value.

Operating Segments

While senior management monitors the revenue streams of the various products and services, the identifiable
segments are not material and operations are managed and financial performance is evaluated on a company-wide basis.
Accordingly, all of the financial operations are considered by senior management to be aggregated in one reportable
operating segment.

Investment Management Division

Assets held in a fiduciary capacity are not assets of the Corporation and, accordingly, are not included in the
accompanying consolidated financial statements. The Investment Management Division records fees on the accrual basis.

Reclassifications

Some items in the prior year financial statements were reclassified to conform to the current presentation.

Adoption of New Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standards (“SFAS”) No. 157 “Fair Value Measurements” (“SFAS No. 157”). This statement defines fair value,
establishes a framework for measuring fair value, and expands disclosures about fair value measurements. The Statement
establishes a fair value hierarchy about the assumptions used to measure fair value and clarifies assumptions about risk
and the effect of a restriction on the sale or use of an asset. SFAS No. 157 is effective for financial statements issued for
fiscal years beginning after November 15, 2007. In February 2008, the FASB issued Staff Position (“FSP”) 157-2,
“Effective Date of SFAS No. 157.” This FSP delays the effective date of SFAS No. 157 for all nonfinancial assets and
nonfinancial liabilities, except those that are recognized or disclosed at fair value on a recurring basis (at least annually) to
fiscal years beginning after November 15, 2008. In October 2008, the FASB issued FSP 157-3, “Determining the Fair
Value of a Financial Asset when the Market for That Asset Is Not Active.” This FSP clarifies the application of SFAS
No. 157 in a market that is not active. The adoption of SFAS No. 157 on January 1, 2008 did not materially impact the
disclosures made in the Corporation’s consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159 “The Fair Value Option for Financial Assets and Financial
Liabilities” (“SFAS No. 159”). SFAS No. 159 provides companies with an option to report selected financial assets and
liabilities at fair value and establishes presentation and disclosure requirements designed to facilitate comparisons
between companies that choose different measurement attributes for similar types of assets and liabilities. The
Corporation has not elected the fair value option for any financial assets or financial liabilities.

In September 2006, the FASB Emerging Issues Task Force finalized Issue No. 06-4 “Accounting for Deferred
Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements” (“EITF 06-
4”). This issue requires that a liability be recorded during the service period when a split-dollar life insurance agreement
continues after employment terminates. The required accrued liability will be based on either the post-employment
benefit cost for the continuing life insurance or the future death benefit, depending on the contractual terms of the
underlying agreement. EITF 06-4 is effective for fiscal years beginning after December 15, 2007. The adoption of EITF
06-4 on January 1, 2008 had no impact on the Corporation’s consolidated financial statements.

On November 5, 2007, the SEC issued Staff Accounting Bulletin (“SAB”) No. 109, “Written Loan Commitments
Recorded at Fair Value through Earnings” (“SAB 109”). Previously, SAB 105, “Application of Accounting Principles to
Loan Commitments”, stated that in measuring the fair value of a derivative loan commitment, a company should not
incorporate the expected net future cash flows related to the associated servicing of the loan. SAB 109 supersedes SAB
105 and indicates that the expected net future cash flows related to the associated servicing of the loan should be included
in measuring fair value for all written loan commitments that are accounted for at fair value through earnings. SAB 105
also indicated that internally-developed intangible assets should not be recorded as part of the fair value of a derivative
loan commitment, and SAB 109 retains that view. SAB 109 is effective for derivative loan commitments issued or
modified in fiscal quarters beginning after December 15, 2007. The adoption of SAB 109 on January 1, 2008 had no
impact on the Corporation’s consolidated financial statements.
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In December 2007, the SEC issued SAB 110, which expresses the views of the SEC regarding the use of a “simplified”
method, as discussed in SAB 107, in developing an estimate of expected term of “plain vanilla” share options in
accordance with SFAS No. 123(R) “Share-Based Payment.” The SEC concluded that a company could, under certain
circumstances, continue to use the simplified method for share option grants after December 31, 2007. The Company
does not use the simplified method for share options and therefore SAB 110 had no impact on the Company’s
consolidated financial statements.

Impact of Not Yet Effective Authoritative Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141 (revised 2007) “Business Combinations” (“SFAS No. 141(R)”),
which establishes principles and requirements for how an acquirer recognizes and measures in its financial statements the
identifiable assets acquired, liabilities assumed, and any noncontrolling interest in an acquiree, including the recognition
and measurement of goodwill acquired in a business combination. SFAS No. 141(R)is effective for fiscal years
beginning on or after December 15, 2008. Earlier adoption is prohibited. The adoption of this standard is not expected to
materially affect the Corporation’s results of operations or financial position.

In December 2007, the FASB issued SFAS No. 160 “Noncontrolling Interest in Consolidated Financial Statements, an
amendment of ARB No. 51”7 (“SFAS No. 160”), which will change the accounting and reporting for minority interests.
Under SFAS No. 160, minority interests will be recharacterized as noncontrolling interests and classified as a component
of equity within the consolidated balance sheets. SFAS No. 160 is effective as of the beginning of the first fiscal year
beginning on or after December 15, 2008. Earlier adoption is prohibited. The adoption of this standard is not expected to
materially affect the Corporation’s results of operations or financial position.

In March 2008, the FASB issued SFAS No. 161 “Disclosures about Derivative Instruments and Hedging Activities —
an amendment of SFAS No. 133” (“SFAS No. 161”). SFAS No. 161 requires enhanced disclosures about an entity’s
derivative and hedging activities and thereby improves the transparency of financial reporting. SFAS No. 161 is effective
for financial statements issued for fiscal years and interim periods beginning after November 15, 2008. The adoption of
this standard is not expected to materially affect the Corporation’s results of operations or financial position.

In May 2008, the FASB issued SFAS No. 162 “The Hierarchy of Generally Accepted Accounting Principles” (“SFAS
No. 162”). This Statement identifies the sources of accounting principles and the framework for selecting the principles
to be used in the preparation of financial statements of nongovernmental entities that are presented in conformity with
generally accepted accounting principles (“GAAP”) in the United States. This Statement will be effective 60 days
following the SEC’s approval of the Public Company Accounting Oversight Board amendments to AU Section 411. The
adoption of SFAS No. 162 is not expected to impact the Corporation’s consolidated financial statements.

On February 20, 2008, the FASB issued FSP FAS 140-3 “Accounting for Transfers of Financial Assets and
Repurchase Financing Transactions” (“FSP 140-3”) to resolve questions about the accounting for repurchase financings.
This FSP is effective for repurchase financings in which the initial transfer is entered into in fiscal years beginning after
November 15, 2008. The adoption of FSP 140-3 on January 1, 2009 had no impact on the Corporation’s consolidated
financial statements.

On April 25, 2008, the FASB issued FSP FAS 142-3 “Determination of the Useful Life of Intangible Assets” (“FSP
142-3”), which amends the list of factors an entity should consider in developing renewal or extension assumptions used
in determining the useful life of recognized intangible assets under SFAS No. 142 “Goodwill and Other Intangible
Assets.” FSP 142-3 is effective for financial statements issued for fiscal years and interim periods beginning after
December 15, 2008. The adoption of FSP 142-3 on January 1, 2009 did not impact the Corporation’s consolidated
financial statements.

On May 9, 2008, the FASB issued FSP APB 14-1 “Accounting for Convertible Debt Instruments That May Be Settled
in Cash upon Conversion (Including Partial Cash Settlement)” (“FSP 14-1”). FSP 14-1 is effective for financial
statements issued for fiscal years and interim periods beginning after December 15, 2008. The adoption of FSP 14-1 on
January 1, 2009 had no impact on the Corporation’s consolidated financial statements.

On June 16, 2008, the FASB issued FSP EITF 03-6-1 “Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Securities” (“FSP 03-6-1). The FSP addresses whether instruments granted in
share-based payment transactions are participating securities prior to vesting and, therefore, need to be included in the
earnings allocation in computing earnings per share under the two-class method described in paragraphs 60 and 61 of
SFAS No. 128, Earnings per Share. FSP 03-6-1 is effective for financial statements issued for fiscal years and interim
periods beginning after December 15, 2008. The adoption of FSP 03-6-1 on January 1, 2009 had no impact on the
Corporation’s consolidated financial statements.
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NOTE B — INVESTMENT SECURITIES

The following table sets forth the amortized cost and estimated fair values of the Bank’s investment securities at
December 31, 2008 and 2007.

2008
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Held-to-Maturity Securities: (in thousands)
State and MUNICIPAIS ........cvveeeerriririreree e, $ 66,817 $ 1,708 $ (228) $ 68,297
Pass-through mortgage SECUNties ........coceeverenerrerrerereeeeneenens 20,802 447 (1) 21,248
Collateralized mortgage obligations ...........coereeeeereencereereenenn. 81,861 1,330 (96) 83,095
$ 169,480 $ 3485 $ (325) $ 172,640
Available-for-Sale Securities:
U.S. gOVErNMENt AgENCIES .....ceuuvermreereereeseeeeeeseesseeeseeesseeennes $ 33,555 $ 130 $ - $ 33,685
State and MUNICIPAIS .......cvveeeeerreririreirie e, 74,625 2,375 (359) 76,641
Pass-through mortgage SECUNHIES ........cvvvreerererreenenereireeneennes 122,465 2,324 (19) 124,770
Collateralized mortgage obligations ...........ccccevevevrenrereinnens 142,701 1,052 (76) 143,677
$ 373,346 $ 5,881 $ (454) $ 378,773
2007
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Held-to-Maturity Securities: (in thousands)
State and MUNICIPALS ..........c.cververeiciiesee e, $ 67,233 $ 1,327 $ (130) $ 68,430
Pass-through mortgage SECUNHIES ........cvevreerererrernereereeriineiennes 27,119 146 (264) 27,001
Collateralized mortgage obligations ...........coeeveeereeneenirneenenn. 98,882 388 (811) 98,459
$ 193,234 $ 1,861 $ (1,205) $ 193,890
Available-for-Sale Securities:
U.S. TrBASUIY w..oovoeveeeeeeeeeeessseeseseesseessssesseeesssssssssssseessssssenens $ 5,058 $ - $ 2 $ 5,056
U.S. gOVEmnMENt AQENCIES .....vuvvreererreierereereereeneseeeeseseeseeeeees 49,961 158 (4) 50,115
State and MUNICIPAIS ........ceevrvrerreerecr s 74,579 2,070 (27) 76,622
Pass-through mortgage SECUMEIES ........coverirrrerrerneenierrerreeneen. 92,492 896 (339) 93,049
Collateralized mortgage obligations ...........ccucveeerenerneenenenns 48,235 6 (3) 48,238
$ 270,325 $ 3,130 $ (375) $ 273,080

The pass-through mortgage securities shown in the preceding tables were issued by the Government National
Mortgage Association (“GNMA”), the Federal National Mortgage Association (“FNMA?”), and the Federal Home Loan
Mortgage Corporation (“FHLMC”). Each issuer’s pass-through securities are backed by mortgages conforming to its
underwriting guidelines and each issuer guarantees the timely payment of principal and interest on its securities. The
collateralized mortgage obligations (“CMOs”) shown in the table were also issued by GNMA, FNMA, or FHLMC and all
such securities, regardless of the issuer, are backed by GNMA pass-through mortgage securities. Each issuer guarantees
the timely payment of principal and interest on its CMOs and GNMA guarantees the timely payment of principal and
interest on the underlying pass-through mortgage securities. Obligations of GNMA represent full faith and credit
obligations of the U.S. government (the “Government”), while obligations of FNMA, which is a corporate instrumentality
of the Government, and FHLMC, which is a Government sponsored corporation, do not. FNMA and FHLMC have been
placed into conservatorship by their primary regulator, the Federal Housing Finance Agency (“FHFA”) who also acts as
conservator. In conjunction with the conservatorship, the U.S. Department of the Treasury entered into Preferred Stock
Purchase Agreements with FNMA and FHLMC to ensure that each of these entities maintains positive net worth, and
established new borrowing facilities for these entities intended to serve as an ultimate liquidity backstop. The Preferred
Stock Purchase Agreements and borrowing facilities serve to protect the existing and future holders of FNMA and
FHLMC mortgage securities and other debt instruments.

At December 31, 2008 and 2007, investment securities with a carrying value of $365,134,000 and $178,925,000,
respectively, were pledged as collateral to secure public deposits and borrowed funds.
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Securities With Unrealized Losses. The following table sets forth securities with unrealized losses at December 31,

2008 and 2007 presented by length of time the securities have been in a continuous unrealized loss position.

State and municipals........c.coveneneniceneineen.
Pass-through mortgage securities................
Collateralized mortgage obligations
Total temporarily impaired........c.ccocoeevriernenes

U.S. Treasury
U.S. government agencies
State and municipals.........cccooeneinenierneinen.
Pass-through mortgage securities................
Collateralized mortgage obligations
Total temporarily impaired..........cccocveereernen.

Unrealized losses reflected in the preceding tables have not been included in results of operations because the affected
securities are of high credit quality, management has the intent and ability to hold these securities for the foreseeable
future, and the decline in fair value is largely due to an increase in interest rates since the time the securities were
purchased. The losses on these securities are expected to dissipate as they approach their maturity dates and/or if interest

rates decline.

2008
Less than 12 Months
12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
(in thousands)
$ 19839 § (555) $ 1769 $ (32) $ 21,608 $ (587)
895 (19) 16 (1) 911 (20)
34,391 (75) 9,337 (97) 43,728 (172)
$ 55125 $§ (649) $ 11122 $ (130) $ 66,247 $ (779)
2007
Less than 12 Months
12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
(in thousands)
$ 506 $ (2 § $ $ 506 $ (2
6,141 4) - - 6,141 4
6,779 (31) 9,726 (126) 16,505 (157)
18,660 (97) 18,921 (506) 37,581 (603)
11,119 (154) 38,024 (660) 49,143 (814)
$ 47755 § (288) § 66671 § (1,292) $ 114426 § (1,580

Sales of Available-for-Sale Securities. Sales of available-for-sale securities were as follows:

2008 2007 2006
(in thousands)
PIOCEEAS .....oovvveveeeieie st $ 36,993 $ 14578 $ 28,048
GrOSS JAINS ..vuvverereeeereeretreieees et 287 17 -
GIrOSS I0SSES ..vvvuiveriereiseee et (39) (251) (635)
Net gains (I0SSES) ...vvvveerreeierereeeerseesseeessssesseeees $ 248 $ (234) $ (635)

The tax benefit (provision) related to these net realized losses and gains was $(98,000), $93,000 and $254,000 in

2008, 2007 and 2006, respectively.
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Maturities and Average Yields. The following table sets forth the maturities and weighted average yields of the
Bank’s investment securities at December 31, 2008.

Principal Maturing "
Within After One But After Five But After
One Year Within Five Years Within Ten Years Ten Years
Amount Yield Amount Yield Amount Yield Amount Yield
(dollars in thousands)

Held-to-Maturity Securities (Amortized Cost)
State and municipals (2) ........ccoereverenee $ 7845 671% § 16077 743% $ 22590 6.07% $ 20,305 6.22%
Pass-through mortgage securities ........ 33 585 11,547  3.84 4,036  4.71 5186  5.36
Collateralized mortgage obligations ...... - - 232 424 - - 81,629  4.87
$§ 7878 670% $ 27856 592% $ 26,626 586% $ 107,120 5.15%

Principal Maturing "
Within After One But After Five But After
One Year Within Five Years Within Ten Years Ten Years
Amount Yield Amount Yield Amount Yield Amount Yield
(dollars in thousands)

Held-to-Maturity Securities (Fair Value)
State and municipals (2) ........ccccveeerennes $ 7973 671% $ 16700 7.43% $ 23,271 6.07% $ 20,353 6.22%
Pass-through mortgage securities ........ 33 585 11,680  3.84 4186 4.7 5349 536
Collateralized mortgage obligations ...... - - 233 424 - - 82,862  4.87
$ 8006 670% § 28613 592% § 27457 586% §$ 108564  5.15%

Principal Maturing "
Within After One But After Five But After
One Year Within Five Years Within Ten Years Ten Years
Amount Yield Amount Yield Amount Yield Amount Yield
(dollars in thousands)

Available-for-Sale Securities (Fair Value)

U.S. government agencies ............c.c..... $ - -% 9 - -% $ 3368 524% $ - - %
State and municipals (2) ......ccocverereeene 6,295 7.11 27,434 7.06 17,661 6.78 25,251 6.45
Pass-through mortgage securities ........ - - - - 20470  4.76 104,300  5.64
Collateralized mortgage obligations ...... 143,677  4.56

$ 629 711% § 27434 706% $ 71,816 548% $273228 5.15%

(D Maturities shown are stated maturities, except in the case of municipal securities which are shown at the earlier of their stated
maturity or pre-refunded dates. Securities backed by mortgages, which include the pass-through mortgage securities and
collateralized mortgage obligations shown above, are expected to have substantial periodic repayments resulting in weighted
average lives considerably shorter than would be surmised from the above table.

@ Yields on tax-exempt state and municipal securities have been computed on a tax-equivalent basis.
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NOTE C - LOANS

The following table sets forth changes in the Bank’s allowance for loan losses.

Year ended December 31,

2008 2007 2006
(dollars in thousands)
Balance, beginning of Year .........cccccvrnenrneeneeneireereneeneens $ 4,453 $ 3,801 $ 3,282
Loans charged off:
Commercial and iNAUSHal ...........coreeriererereneeerereseen, 275 - 65
OENET e 50 14 11
325 14 76
Recoveries of loans charged off:
OFNET e 3 1 15
3 1 15
Net ChargeoffS. ..o (322) (13) (61)
Provision for [0an 10SSES .........ccceueveeeerereeeeeereee et 1,945 575 670
Balance, end of YEar .......cccveuerrerneensissesssssssessssssssssensans $ 6,076 $ 4453 $ 3,891
Ratio of net chargeoffs
to average loans outstanding ..........cccooveencnneeneeinneinn, .06% .00% .01%

The following tables set forth information regarding individually impaired loans.

December 31,
2008 2007
(in thousands)

Impaired loans at year end:

With no allocated allowance for loan 10SS€s .........ccccvuueee. $ 744 $ 397

With an allocated allowance for loan 10SS€S .........ccoeveveneee. 1,455 987
$ 219 5 1084

Amount of allocated allowance for loan [0SSes ..........ccuu..... $ 355 $ 104

Year ended December 31,

2008 2007 2006
(in thousands)
Average of individually impaired loans during year ................. $ 1975 $ 1538 $ 2327
Interest income recognized while impaired ............coocveeeerenees 158 115 180

All interest income recorded by the Corporation during 2008, 2007 and 2006 on loans considered to be impaired was
generally recognized using the accrual method of accounting.

Nonaccrual loans and loans past due 90 days or more and still accruing are as follows:

December 31,
2008 2007
(in thousands)
NONACCIUAI I0ANS .....eveveeeceereete ettt $ 112 $ 257
Loans past due 90 days or more and still accruing ................. 42 95
$ 154 $ 352

Certain directors, including their immediate families and companies in which they are principal owners, and executive
officers were loan customers of the Bank during 2008 and 2007. The aggregate amount of these loans was $2,374,000
and $2,554,000 at December 31, 2008 and 2007, respectively. During 2008, $22,000 of new loans to such persons were
made and repayments totaled $202,000. There were no loans to directors or executive officers which were nonaccruing at
December 31, 2008 or 2007.
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NOTE D — PREMISES AND EQUIPMENT

Bank premises and equipment consist of the following:

December 31,
2008 2007
(in thousands)
LANG ettt bbbttt bbb se s bbbt $ 1,650 $ 1,650
Buildings and improvements ...........cceercnncnneeeers s 7,741 5,439
Leasehold IMPrOVEMENES ..ot seans 4,654 4,264
Furniture and eQUIPMENT .........cerrrecere et sene s 15,265 13,741
CONSEIUCHON IN PIOCESS.....evvevrerrieeeisseeereietsseesse et ssb st esss st s s essenaas 932 1,646
30,242 26,740
Accumulated depreciation and amortization ............cccoeveererernerneneereenes (17,649) (15,818)
$ 12,593 $ 10,922

A building occupied by one of the Bank’s branch offices is leased from a director of the Corporation and the Bank.
The lease expires on October 31, 2012 and provides for annual base rent of $32,983 for the year ending October 31, 2009.
In addition to base rent, the Bank is responsible for its proportionate share of the real estate taxes on the building in which
the leased premises are located. The Corporation believes that the foregoing is comparable to the rent that would be
charged by an unrelated third party.

NOTE E - DEPOSITS

The following table sets forth the remaining maturities of the Bank’s time deposits.

Amount
Less than $100,000 or
$100,000 More Total
(in thousands)
2009 ...ttt nenens $ 44,080 $ 123,753 $ 167,833
2010 e ans 3,975 2,061 6,036
0 TP 2,543 1,935 4,478
2012 et 1,522 1,374 2,896
0 U 5,877 4,827 10,704
TREIEAMEN ... 105 100 205
$ 58,102 $ 134,050 $ 192,152

The aggregate amount of deposit account overdrafts included in other loans on the consolidated balance sheet was
$876,000 and $1,546,000 at December 31, 2008 and 2007, respectively.

NOTE F —- BORROWED FUNDS
The following table summarizes borrowed funds at December 31, 2008 and 2007.

December 31,
2008 2007
Short-term borrowings: (in thousands)
Securities sold under repurchase agreements ..........c.cccvvveereenernenniennenns $ 18,122 $ 12,110
Federal Home Loan Bank advanCes ............ccoceeeeveeeeeeeeseeeeeeeeeee e 106,000 -
124,122 12,110
Long-term debt:
Securities sold under repurchase agreements ..........c.cocovvereererneeniennenns 127,000 80,000
$ 251,122 $ 92,110

Accrued interest payable on borrowed funds is included in “accrued expenses and other liabilities” in the
Consolidated Balance Sheets, and amounted to $621,000 and $356,000, respectively, at December 31, 2008 and 2007.
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Securities Sold Under Repurchase Agreements. Securities sold under repurchase agreements are financing
arrangements with contractual maturities between one day and ten years that are collateralized by mortgage-backed
securities. With the exception of those repurchase agreements with embedded interest rate caps as described hereinafter,
securities sold under repurchase agreements have fixed rates of interest. At maturity, the securities underlying the
agreements will be returned to the Bank. The following table sets forth information concerning securities sold under
repurchase agreements.

2008 2007
(dollars in thousands)
Average daily balance during the YEar...........ccurrneenrenineneneiseere s $ 130,010 $ 31,324
Average interest rate during the Year...........coeerrenenenecerereeereseees 3.89% 4.32%
Maximum month-end balance during the Year.........c.ocoeenenneneeneenneneene $ 151,439 $ 99,058
Weighted average interest rate at year-end.........c.oocevereereereeneneeneeneennnns 3.82% 4.34%

The following table summarizes the contractual maturities and weighted average interest rates of securities sold under
repurchase agreements and the amortized cost and fair value, including accrued interest, of the securities collateralizing
the repurchase agreements at December 31, 2008.

Securities Collateral

Pass-through Collateralized
Weighted Mortgage Securities Mortgage Obligations
Borrowing Average Amortized Fair Amortized Fair
Contractual Maturity Amount Rate Cost Value Cost Value
(dollars in thousands)
OVeright......ccveereereeeeencereereeseiens $ 18,122 081%  §$ - § - $ 18652 § 18,905
2017 s 12,000 2.92
2012 e 50,000 447
2013 s 10,000 419
Thereafter ......oveveveereneeneereinns 55,000 4.37
127,000 4.25 77,660 79,148 70,033 69,178
$ 145,122 382% § 77660 $ 79,148 $ 88685 $ 88083

The repurchase agreements maturing in 2012 are callable in 2010, the repurchase agreements maturing in 2013 are
callable in 2011, and the repurchase agreements maturing after 2013 are callable beginning in 2010.

$75 million of the repurchase agreements have embedded interest rate caps with a notional amount of $120 million
and a weighted average LIBOR strike rate of 4.46%. The interest rate on the repurchase agreements will, as a result of the
embedded caps, be reduced on a quarterly basis by the excess, if any, of 3 month LIBOR at the beginning of the quarter
over the strike rate on the cap. However, the interest rate on the repurchase agreements can never go below zero. Since
the economic characteristics and risks of the embedded caps are clearly and closely related to the economic characteristics
and risks of the repurchase agreements, changes in the fair value of the caps are not recognized in earnings in the period of
change.

Because the Bank’s loans and investment securities generally reprice slower than its interest-bearing liabilities, an
immediate increase in interest rates uniformly across the yield curve should initially have a negative effect on net interest
income. The purpose of the embedded interest rate caps is to potentially reduce the Corporation’s exposure in the event of
an increase in interest rates.

Federal Home Loan Bank Advances. At December 31, 2008, the Bank had $106,000,000 of outstanding FHLB
advances which mature in January 2009 and are collateralized by $111 million of CMOs and pass-through mortgage
securities. The following table sets forth information concerning FHLB advances.

December 31,
2008 2007
(dollars in thousands)
Average daily balance during the year $ 21,306 $ 1,381
Average interest rate during the Year...........coeerrenenivcnenceenens .93% 4.86%
Maximum month-end balance during the Year..........c.covnrerernenereeneeneenes $ 110,000 $ 14,000
Weighted average interest rate at year-end............oeerereeninieneneniennns A44% N/A
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Other Borrowings. The Bank had no other borrowings at December 31, 2008 or 2007. In 2008, the average balance
of other borrowings amounted to $5,959,000 with an average interest rate of 2.22%. The funds were borrowed
predominantly at the Federal Reserve Bank discount window. There were no other borrowing transactions in 2007.

NOTE G — INCOME TAXES

The Corporation, the Bank, and the Bank’s subsidiaries with the exception of the REIT, file a consolidated federal
income tax return. Income taxes charged to earnings in 2008, 2007, and 2006 had effective tax rates of 26.3%, 20.1%,
and 19.9%, respectively. The following table sets forth a reconciliation of the statutory Federal income tax rate to the
Corporation’s effective tax rate.

Year Ended December 31,

2008 2007 2006
Statutory federal INCOME taX FALE ........ccrvereererreieierere e 34.0% 34.0% 34.0%
State and local income taxes, net of federal income tax benefit .........ccovevvvrnneeee. 5.5 14 .8
Tax-exempt income, net of disallowed cost of funding ...........ccooeeevecrnccnincinenee (12.6) (15.1) (15.3)
OFNBI ettt aen (0.6) (0.2) A4
26.3% 20.1% 19.9%

The increase in the effective tax rate in 2008 is the result of the Corporation losing the tax benefit derived from its
REIT entity and tax-exempt income now representing a smaller percentage of income before income taxes. The loss of
the REIT tax benefit resulted from a change in New York State tax law effective January 1, 2008.

Provision For Income Taxes. The following table sets forth the components of the provision for income taxes.
Year Ended December 31,

2008 2007 2006

Current: (in thousands)
=10 =Y 1 OO $ 3,388 $ 2,607 $ 2,800
State ANATOCAI .......oveeeceeteeeieeceeee ettt 1,469 288 196
4,857 2,895 2,996

Deferred:

FEABTAL .ttt (217) 9) (188)
State ANA 10CAL ......ccvvevrcerecece e (12) 9 (23)
(229) - (211)
$ 4,628 $ 2,895 $ 2,785

Net Deferred Tax Asset or Liability. The following table sets forth the components of the Bank’s net deferred tax
asset or liability.

December 31,
2008 2007
Deferred tax assets: (in thousands)
AllOWANCE fOr 10AN 0SSES......cuvviveveeceeierecie s $ 2,041 $ 1,244
Pension OblIGAtION. .......c.veuirerrecr e 1,193 -
Stock-based COMPENSALION ........cevveruierierirrr e 423 255
Supplemental executive retirement EXPENSE.........ceeeeereereererneeeeseeineeseeseeseneens 23 13
Directors' retirement EXPENSE .......c.cveeeeeiieerieerreee e 87 91
DEPIECIATION ...euvevcreieicireteiee et - 21
ACCIUE FENt BXPENSE. .....cevreereaieees ettt 53 -
111 OO 21 12
3,841 1,636
Valuation @lIOWANCE ........c.ov it - -
3,841 1,636
Deferred tax liabilities:
Prepait PENSION.......c.cciviiriiieirieiriete et - 1,306
Unrealized gains on available-for-sale SECUMties ..........ccovreeiriereeeniiniesieenns 2,154 1,094
DEPIECIALION .....veeieeirieeeieet e 49 -
2,203 2,400
Net deferred tax asset (ability) .......covvvrveereireerreieseece e $ 1,638 $ (764)
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The Corporation is subject to U.S. federal income tax as well as New York State and New York City income taxes.
The Corporation is not subject to examination by taxing authorities for years before 2005 and did not have any amounts
accrued for interest and penalties due taxing authorities at December 31, 2008.

NOTE H - REGULATORY MATTERS

Minimum Regulatory Capital Requirements. The Corporation (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 possibly additional discretionary actions by the regulators that, if
undertaken, could have a direct material effect on the Corporation’s and Bank’s financial statements. Under capital
adequacy guidelines and, with respect to the Bank, the regulatory framework for prompt corrective action, the Corporation
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
classification are also subject to qualitative judgments by the regulators about components, risk weightings, and other
factors.

Quantitative measures established by regulation to ensure capital adequacy require the Corporation 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 to average assets (as defined).

As of December 31, 2008, the most recent notification from the Federal Deposit Insurance Corporation 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 table. There are no conditions or events since the notification that management believes have
changed the Bank’s category. The Corporation’s and the Bank’s actual capital amounts and ratios at December 31, 2008
and 2007 are also presented in the table.

2008
Minimum Minimum To Be Well
Capital Capitalized Under Prompt
Actual Capital Requirement Corrective Action Provisions
(dollars in thousands)
Amount Ratio Amount Ratio Amount Ratio
Total Capital to Risk Weighted Assets:
Consolidated ..........cccerevrrenerreisieeseeseee s $ 109,990 17.79% $ 49,470 8.00% N/A N/A
Bank ... 106,748 17.27 49,435 8.00 $ 61,794 10.00%
Tier 1 Capital to Risk Weighted Assets:
Consolidated ........ocoveerereereeeeineeeneeseeeeeees 103,914 16.80 24,735 4.00 N/A N/A
BanK ....ocveece s 100,672 16.29 24,718 4.00 37,076 6.00
Tier 1 Capital to Average Assets:
Consolidated ..........cceevrrereerieesese s 103,914 8.29 50,144 4.00 N/A N/A
BanK ... 100,672 8.03 50,127 4.00 62,659 5.00
2007
Minimum Minimum To Be Well
Capital Capitalized Under Prompt
Actual Capital Requirement Corrective Action Provisions
(dollars in thousands)
Amount Ratio Amount Ratio Amount Ratio
Total Capital to Risk Weighted Assets:
Consolidated .........coeeeeereereeireeneieeeneeseeeeees $ 104,918 20.79% $ 40,379 8.00% N/A N/A
BanK ..o 102,850 20.38 40,377 8.00 $ 50,471 10.00%
Tier 1 Capital to Risk Weighted Assets:
Consolidated ..........ccueeerrereeereereeerieseee s 100,465 19.90 20,189 4.00 N/A N/A
Bank ... 98,397 19.50 20,188 4.00 30,283 6.00
Tier 1 Capital to Average Assets:
Consolidated ..o 100,465 9.53 42,179 4.00 N/A N/A
BanK ... 98,397 9.33 42,171 4.00 52,714 5.00
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Other Matters. The Corporation’s principal source of funds for dividend payments is dividends received from the
Bank. Banking regulations limit the amount of dividends that may be paid without prior approval of regulatory agencies.
Under these regulations, the amount of dividends that may be paid in any calendar year is limited to the current year’s net
profits, combined with the retained net profits of the preceding two years, subject to the minimum capital requirements
described above. During 2009, the Bank could, without prior approval, declare dividends of approximately $5,872,000
plus any 2009 net profits retained to the date of the dividend declaration.

Regulation D of the Board of Governors of The Federal Reserve System requires banks to maintain reserves against
certain deposit balances. The Bank’s average reserve requirement for 2008 was approximately $9,644,000.

Under national banking laws and related statutes, the Bank is limited as to the amount it may loan to the Corporation,
unless such loans are collateralized by specified obligations. At December 31, 2008, the maximum amount available for
transfer from the Bank to the Corporation in the form of loans approximated $14,894,000.

NOTE I - SHAREHOLDER PROTECTION RIGHTS PLAN

On July 18, 2006, the Board of Directors of the Corporation (the “Board”) unanimously determined to renew the
Corporation’s Shareholder Protection Rights Plan and declared a distribution of one right (“Right”) for each share of the
Corporation’s common stock (the “Common Stock™) outstanding on August 1, 2006.

In the absence of an event of the type described below, the Rights will be evidenced by and trade with the Common
Stock and will not be exercisable. However, the Rights will separate from the Common Stock and become exercisable
following the earlier of (1) the tenth business day, or such later date as the Board may decide, after any person or persons
(collectively referred to as “person”) commences a tender offer that would result in such person holding a total of 20% or
more of the outstanding Common Stock, or (2) ten business days after, or such earlier or later date as the Board may
decide, the announcement by the Corporation that any person has acquired 20% or more of the outstanding Common
Stock.

When separated from the Common Stock, each Right will entitle the holder to purchase one share of Common Stock
for $75 (the “Exercise Price”). However, in the event that the Corporation has announced that any person has acquired
20% or more of the outstanding Common Stock, the Rights owned by that person will be automatically void and each
other Right will automatically become a right to buy, for the Exercise Price, that number of shares of Common Stock
having a market value of twice the Exercise Price. Also, if any person acquires 20% or more of the outstanding Common
Stock, the Board can require that, in lieu of exercise, each outstanding Right be exchanged for one share of Common
Stock.

The Rights may be redeemed by action of the Board at a price of $.01 per Right at any time prior to announcement by
the Corporation that any person has acquired 20% or more of the outstanding Common Stock. The Exercise Price and the
number of Rights outstanding are subject to adjustment to prevent dilution. The Rights expire ten years from the date of
their issuance.

NOTE J - STOCK-BASED COMPENSATION

The Corporation has two share-based compensation plans which are described below. The Corporation’s 2006 Stock
Compensation Plan (the “2006 Plan”) was approved by its shareholders on April 18, 2006 as a successor to the 1996
Stock Option and Appreciation Rights Plan (the “1996 Plan”). The 2006 Plan permits the granting of stock options, stock
appreciation rights, restricted stock, and restricted stock units (“RSUs”) to employees and non-employee directors for up
to 600,000 shares of common stock of which 342,950 shares remain available for grant at December 31, 2008. The
number of awards that can be granted under the 2006 Plan to any one person in any one fiscal year is limited to 70,000
shares. Under the terms of the 2006 Plan, stock options and stock appreciation rights can not have an exercise price that is
less than 100% of the fair market value of one share of the underlying common stock on the date of grant. The term
and/or vesting of awards made under the 2006 Plan will be determined from time to time in accordance with rules adopted
by the Corporation’s Compensation Committee and be in compliance with the applicable provisions, if any, of the Internal
Revenue Code. Thus far, the Compensation Committee has used a five year vesting period and a ten year term for stock
options granted under the 2006 Plan and has made the ability to convert RSUs into shares of common stock and the
related conversion ratio contingent upon the financial performance of the Corporation in the third year of the three
calendar year period beginning in the year in which the RSUs were awarded. Notwithstanding anything to the contrary in
any award agreement, awards under the 2006 Plan will become immediately exercisable or will immediately vest, as the
case may be, in the event of a change in control and, in accordance with the terms of the related award agreements, all
awards granted to date under the 2006 Plan will become immediately exercisable or will immediately vest, as applicable,
in the event of retirement, total and permanent disability, or death.
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The Corporation’s 1996 Plan permitted the granting of stock options, with or without stock appreciation rights
attached, and stand alone stock appreciation rights to employees and non-employee directors for up to 1,080,000 shares of
common stock. The number of stock options and stock appreciation rights that could have been granted under the 1996
Plan to any one person in any one fiscal year was limited to 50,000. Each option granted under the 1996 Plan was granted
at a price equal to the fair market value of one share of the Corporation’s stock on the date of grant. Options granted
under the 1996 Plan on or before December 31, 2000 became exercisable in whole or in part commencing six months
from the date of grant and ending ten years after the date of grant. Options granted under the 1996 Plan in January 2005
became exercisable in whole or in part commencing ninety days from the date of grant and ending ten years after the date
of grant. By the terms of their grant, all other options under the 1996 Plan were granted with a three year vesting period
and a ten year expiration date. However, vesting is subject to acceleration in the event of a change in control, retirement,
death, disability, and certain other limited circumstances.

Fair Value of Stock Option Awards. The grant date fair value of option awards is estimated on the date of grant using
the Black-Scholes option pricing model. The values of awards made in 2008, 2007 and 2006, as well as the assumptions
utilized in determining such values, are as follows:

2008 2007 2006
Grant date fair valug..........ooeuvvevreverererrennee. $6.72 $6.05 $5.98
Expected volatility 45.42% 25.24% 2511%
Expected dividends..........ccccocenennicnnenns 3.24% 2.06% 2.09%
Expected term (in years)........cccoeveereeunen. 6.82 6.70 6.70
Risk-free interest rate.........c.cceevvveeeeencnnnas 3.49% 4.53% 5.07%

Expected volatility was based on historical volatility for the expected term of the options. The Corporation used
historical data to estimate the expected term of options granted. The risk-free interest rate is the implied yield at the time
of grant on U.S. Treasury zero-coupon issues with a remaining term equal to the expected term of the options.

Fair Value of Restricted Stock Units. The fair value of restricted stock units is based on the market price of the
shares underlying the awards on the grant date, discounted for dividends which are not paid on restricted stock units.

Compensation Expense. Compensation expense for stock options is recognized ratably over the five-year vesting
period or the period from the grant date to the participant’s eligible retirement date, whichever is shorter. Compensation
expense for RSUs is recognized over the three-year performance period and adjusted periodically throughout the period to
reflect the estimated number of shares of the Corporation’s common stock into which the RSUs will ultimately be
convertible. However, if the period between the grant date and the grantee’s eligible retirement date is less than three
years, compensation expense is recognized ratably over this shorter period. For options outstanding and not yet
exercisable, the Corporation assumes an annual forfeiture rate of 1.26% in determining compensation expense. The
Corporation’s income statement reflects compensation expense for share-based payments of $450,000, $506,000 and
$210,000 in 2008, 2007 and 2006, respectively, and related income tax benefits of $178,000, $200,000 and $68,000,
respectively.

Stock Option Activity. On January 22, 2008, the Corporation’s board of directors granted 78,451 nonqualified stock
options under the 2006 Plan. The options were granted at a price equal to the fair market value of one share of the
Corporation’s stock on the date of grant.

A summary of options outstanding under the Corporation’s stock compensation plans as of December 31, 2008 and
changes during the year then ended is presented below.

Weighted-
Weighted- Average Aggregate
Average Remaining Intrinsic
Number of Exercise Contractual Value
Options Price Term (yrs.) (in thousands)

Outstanding at January 1, 2008............... 516,266 $ 18.90
Granted ......ooovveeeiieveeieeieeeee e 78,451 18.50
EXercised.......covvevieiciienieeieeiierieeeee e (37,328) 14.07
Forfeited or expired.........ccoeevereveerieennnnne (57,107) 20.26
Outstanding at December 31, 2008......... 500,282 $ 19.04 5.84 $ 2,364
Exercisable at December 31, 2008.......... 345,214 $ 18.61 4.73 $ 1,783
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The total intrinsic value of options exercised in 2008, 2007, and 2006 was $232,000, $371,000 and $233,000,
respectively. The total fair value of options vested during the years ended December 31, 2008, 2007, and 2006 was
$194,000, $251,000 and $102,000, respectively.

Restricted Stock Activity. On January 22, 2008, the Corporation’s Board of Directors granted 24,241 RSUs under the
2006 Plan. The Corporation’s financial performance for 2010 will determine the number of shares of common stock, if
any, into which the RSUs will ultimately be converted. The maximum number of shares that could be issued upon
conversion of the RSUs is reflected as granted shares in the table that follows.

Weighted-

Average
Number of Grant-Date
Shares Fair Value
Nonvested at January 1, 2008............cccceenc.c. 28,306 $ 21.06
Granted.......cceveveeeeeeerereeeeeeeeee e 24,241 16.81
VESEEA....ecveveeeeieetcrete et (1,356) 18.99
Forfeited. ... (5,121) 19.25
Nonvested at December 31, 2008................. 46,070 $ 19.10

The total fair value of shares vested during the year ended December 31, 2008 was $26,000. No shares were vested
during the years ended December 31, 2007 or 2006.

Unrecognized Compensation Cost. As of December 31, 2008, there was $899,000 of total unrecognized
compensation cost related to nonvested equity awards. The cost is expected to be recognized over a weighted-average
period of 1.42 years.

Cash Received and Tax Benefits Realized. Cash received from option exercises in 2008, 2007, and 2006 was
$525,000, $694,000 and $402,000, respectively. The actual tax benefit realized for the tax deductions from option
exercises in 2008, 2007, and 2006 was $21,000, $76,000 and $17,000, respectively.

Other. No cash was used to settle stock options in 2008 or 2007. The Corporation uses newly issued shares to settle
stock option exercises and currently plans to use newly issued shares upon the conversion of restricted stock units.

NOTE K — RETIREMENT PLANS

The Bank has a 401(k) plan, defined benefit pension plan and supplemental executive retirement plan. Employees are
eligible to participate in the 401(k) plan provided they are at least 21 years of age and have completed one year of service
in which they worked 1,000 hours if full-time and 700 hours if part-time. Participants may elect to contribute, on a tax-
deferred basis, up to 25% of gross compensation, as defined, subject to the limitations of Section 401(k) of the Internal
Revenue Code. The Bank may, at its sole discretion, make matching contributions to each participant's account based on
the amount of the participant's tax deferred contributions. Participants are fully vested in their elective contributions and,
after five years of participation in the 401(k) plan, are fully vested (20% vesting per year) in the matching contributions, if
any, made by the Bank. Matching contributions were $291,000, $279,000, and $179,000 for 2008, 2007, and 2006,
respectively.

The provisions of the Bank’s defined benefit pension plan (the “Pension Plan” or the “Plan™) are governed by the
rules and regulations contained in the Prototype Plan of the New York State Bankers Retirement System (the “Retirement
System”) and the Retirement System Adoption Agreement executed by the Bank. The Retirement System is overseen by
a Board of Trustees (the “Trustees”) who meet quarterly and, among other things, set the investment policy guidelines.
For investment purposes, the Pension Plan’s contributions are pooled with the contributions of the other participants in the
Retirement System. Assets of the Pension Plan are invested in various debt and equity securities, the major categories of
which are set forth in a table that follows. Employees are eligible to participate in the Pension Plan after attaining 21 years
of age and completing 12 full months of service. Pension benefits are generally based on a percentage of average annual
compensation during the period of creditable service. The Bank makes annual contributions to the Pension Plan in an
amount sufficient to fund these benefits and participants contribute 2% of their compensation. The Bank’s funding
method, the unit credit actuarial cost method, is consistent with the funding requirements of federal law and regulations.
Employees become fully vested after four years of participation in the Pension Plan (no vesting occurs during the four-
year period).

In September 2006, the Financial Accounting Standards Board (FASB) issued 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).” This Statement requires that defined benefit plan assets and obligations be measured as of the date of
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the employer’s fiscal year-end, starting in 2008. Through 2007, the Company utilized the early measurement date option
available under FASB Statement No. 87 “Employers’ Accounting for Pensions”, and measured the funded status of the
defined benefit plan assets and obligations as of September 30 each year. The impact of the change was not material.

Major Categories of Plan Assets. The following table sets forth the major categories of Plan assets as of the last two
Plan year ends and the percentage of the total value of Plan assets accounted for by each.

Percentage of Fair Value
of Total Plan Assets at:

12/31/08 12/31/07
EQUILY SECUMHIES.....ceuvvucerereiseiseisceieisct et 50 % 54 %
DEDE SECUMLIES. ....vvveveeeeccee sttt sttt bbbt 43 40
All OB ASSEES......ecevcvctctsicieeeee ettt bbb nans 7 6
100 % 100 %

The Retirement System uses two investment management firms, with one firm investing approximately 70% and the
other firm investing approximately 30% of the total portfolio. The Retirement System investment objective is to exceed
the investment benchmark in each asset category. Each firm operates under a separate written investment policy approved
by the Trustees. The mix of equity and debt securities is determined from time to time by the Trustees based on a review
of the Retirement System's requirements.

The current target allocation percentage for equity securities is 60% but may vary from 50% to 70% based on the
investment managers’ discretion. The equity portfolio includes, among other things, international securities and equities
in a separately managed large cap core equity fund that is permitted to invest in a diversified range of securities in the US
equity markets.

The current target allocation percentage for debt securities is 40% but may vary from 30% to 50% at the investment
managers’ discretion. Fixed income investments include various debt securities included in a fixed income portfolio and a
core bond fixed income fund. The fixed income portfolio operates with guidelines relating to types of debt securities,
quality ratings, maturities, and single company and sector allocation limits. The portfolio investments in the core bond
fixed income fund are limited to US Dollar denominated, fixed income securities and selective derivatives designed to
have attributes similar to such fixed income securities.

Net Pension Cost. The following table sets forth the components of net periodic pension cost.

2008 2007 2006
(in thousands)
Service cost, net of plan participant contributions ...........ccceevevvenenisnenenneineen, $ 1,014 $ 870 $ 785
INEEIESE COSE ..ttt 910 829 743
Expected return on plan @SSELS ......coeurcirnienernseee s (1,368) (1,159) (1,001)
Amortization of Prior SEIVICE COSE .........cueeeeeiriirieeieireere e 20 20 20
Amortization of net actuanial I0SS ..........cceverriernrnercer e - - 27
NEt PENSION COSE .uurrurerrmermmressssssesssssssssssssssssssssssssssssssssssssssssssssasssassssssssanes $ 576 $ 560 $ 574

The estimated prior service costs and net actuarial loss for the defined benefit pension plan that will be amortized
from accumulated other comprehensive income into net periodic benefit cost over the next fiscal year are $23,000 and
$635,000, respectively.

Significant Actuarial Assumptions. The following tables set forth the significant actuarial assumptions used to
determine the benefit obligations at year-end 2008, 2007 and 2006 and the benefit cost for each of the Plan years then
ended.

Weighted average assumptions used to determine the

benefit obligation at year end 2008 2007 2006
DISCOUNT FALE ...t 6.00% 5.75% 5.75%
Rate of increase in compensation IBVEIS ..o, 3.50% 5.00% 5.00%
Weighted average assumptions used to determine net pension cost 2008 2007 2006
DiISCOUNL TALE ....vuveeeeretee ettt 5.75% 5.75% 5.50%
Rate of increase in compensation IBVEIS ..., 5.00% 5.00% 5.00%
Expected long-term rate of return on plan assets .........c.coocvvenencnenenienneneen. 7.00% 7.00% 7.00%
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The expected long-term rate-of-return on plan assets reflects long-term earnings expectations on the total assets
currently in the Retirement System and contributions expected to be received by the Retirement System during the current
plan year. In estimating the rate, appropriate consideration is given to historical returns earned by the Retirement System
assets and the rates of return expected to be available for reinvestment. Average rates of return over the past 1, 3, 5 and 10
year periods were determined and subsequently adjusted to reflect current capital market assumptions and changes in
investment allocations.

Funded Status of The Plan. The following table sets forth the change in the projected benefit obligation and Plan
assets for each Plan year and, as of the end of each Plan year, the funded status of the Plan and accumulated benefit
obligation.

2008 2007 2006
Change in projected benefit obligation (in thousands)
Projected benefit obligation at beginning of year..........c.covvnenenecnneninenens $ 16,139 § 14727 $ 13,794
Service cost before plan participant contributions.............coevrencnneennins 1,551 1,053 941
EXPEINSES. ...ttt (183) (146) (105)
INEEIESE COS.. vttt ettt se s e e 1,137 829 743
BENESIES PRI ......ceevreececreieirctr ettt (794) (503) (577)
ASSUMPLION ChANGES.......couceirieteieee et 428 - -
Experience 10SS (gain) and Other..........ceerirnecreeeeree e 466 179 (69)
Projected benefit obligation at end of year...........cconvrincnnnnnnnsssencssessssasenns 18,744 16,139 14,727
Change in plan assets
Fair value of plan assets at beginning of Year............ouevnrnenneneneneeene 19,864 16,772 14,501
Actual return ON Plan @SSEtS..........orrrerereeirrrreeeee e (5,567) 2,558 1,710
Employer CONHDULIONS........ccuveerirrcer s 2,427 1,000 1,087
Plan participant CONtrDULIONS. .........oceerieriricricre s 283 183 156
BENEfitS PAIL.......cueeeeeiriceerec e (794) (503) (577)
EXPENSES. ...ttt bbbt (183) (146) (105)
Fair value of plan assets at end of year...........coomnnmncninmsnnnnssnseses 16,030 19,864 16,772
Funded status at end Of Year.........oumrmmsmesmmmsmssmsssssesesessssssssssssesesssssssnes $ (2,714 $ 3725 $ 2,045
Accumulated Benefit Obligation...........coucovesmrreresmmssssessesmmssssessesssssssessessssssessesses $ 16,404 $ 12,944 $ 11,779

The net amount recognized in the balance sheet as of December 31, 2007 differs from the funded status in the above
table due to an accrual of three additional months of pension expense. The Bank has a minimum required contribution to
the Pension Plan for the Plan year ending September 30, 2009 of approximately $1,119,000, and its maximum tax
deductible contribution is approximately $8,765,000. The Bank expects to make a contribution within that range by
September 30, 2009, but the amount of such contribution has not yet been determined.

The net actuarial gain (loss) and prior service cost included in accumulated other comprehensive income as of
December 31 consist of the following:

2008 2007
(in thousands)
Net actuarial gain (I0SS) ....c.ceeereeererereeeneeenn. $ (7,953 $ 219
Prior Service Cost ..........coumrmneninicrneiniennenne (132) (157)
$ (8,085 $ 62

Estimated Future Benefit Payments. The following benefit payments, which reflect expected future service, as
appropriate, are expected to be made by the Plan.

Year Amount
(in thousands)
2009 ...t $ 732
2070 ot 797
2017 o 879
2012 1o 991
2013 et 1,128
20142018 ... 7,841
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The Bank’s Supplemental Executive Retirement Program (“SERP”) provides benefits to certain employees,
designated by the Compensation Committee of the Board of Directors, whose benefits under the Pension Plan and 401(k)
plan are limited by the applicable provisions of the Internal Revenue Code. The benefit under the SERP is equal to the
additional amount the employee would be entitled to under the Pension and 401(k) plans in the absence of such Internal
Revenue Code limitations. SERP expense was $150,000, $72,000, and $113,000 in 2008, 2007, and 2006, respectively.

NOTE L - OTHER OPERATING EXPENSES

Expenses included in other operating expenses which exceed one percent of the aggregate of total interest income and
noninterest income in one or more of the years shown are as follows:

2008 2007 2006
(in thousands)
COMPULET SBIVICES ....o.eeeevecvecee et $1,229 $1,171 $1,102
Property and liability inSUrance ............oocovenevreeninenne 408 492 633

NOTE M — COMMITMENTS AND CONTINGENT LIABILITIES

Financial Instruments With Off-Balance-Sheet Risk. The Bank is a party to 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, standby letters of credit, and commercial letters of credit. These instruments
involve, to varying degrees, elements of credit risk in excess of the amount recognized in the consolidated balance sheets.

The Bank's exposure to credit loss in the event of nonperformance by the other party to financial instruments for
commitments to extend credit, standby letters of credit, and commercial letters of credit is represented by the contractual
notional amount of these instruments. The Bank uses the same credit policies in making commitments to extend credit
and generally uses the same credit policies for letters of credit as it does for on-balance-sheet instruments. At December
31, financial instruments whose contract amounts represent credit risk are as follows:

2008 2007
Fixed Variable Fixed Variable
Rate Rate Rate Rate
(in thousands)
Commitments to extend Credit .........ceveeeeeeeccreeeeeeeeee s $ 5348 $ 111305 $ 6461 $ 70,563
Standby letters of Credit ..o s 3,641 - 5,375 -
Commercial letters of Credit .........ovveveveeeeeecceeeeeeeeee e - - 382 -

Commitments to extend credit are legally binding agreements to lend to a customer as long as there is no violation of
any condition established in the contract. Since some of these commitments are expected to expire without being drawn
upon, the total commitment amounts do not necessarily represent future cash requirements. Unused home equity lines,
which comprise a substantial portion of the variable rate commitments, generally expire ten years from their date of
origination. Other real estate loan commitments generally expire within 60 days and commercial loan commitments
generally expire within one year. The fixed rate loan commitments shown in the table are to make loans with interest
rates ranging from 5.50% to 6.50% and maturities ranging from 9 years to 30 years. The amount of collateral obtained, if
any, by the Bank upon extension of credit is based on management’s credit evaluation of the borrower. Collateral held
varies but may include mortgages on commercial and residential real estate, security interests in business assets, deposit
accounts with the Bank or other financial institutions, and securities.

Standby letters of credit are conditional commitments issued by the Bank to assure the performance or financial
obligations of a customer to a third party. The Bank's standby letters of credit extend through December 31, 2009. The
credit risk involved in issuing standby letters of credit is essentially the same as that involved in extending loans to
customers. The Bank generally holds collateral and/or obtains personal guarantees supporting these commitments. The
extent of collateral held for these commitments at December 31, 2008 varied from 0% to 100%, and averaged 45%.
Standby letters of credit are considered financial guarantees and are recorded at fair value.

Commerecial letters of credit are conditional commitments issued by the Bank to assure the payment by a customer to
a supplier. The credit risk involved in issuing commercial letters of credit is the same as that discussed in the preceding
paragraph for standby letters of credit. The Bank generally obtains personal guarantees supporting these commitments.
There were no commercial letters of credit outstanding as of December 31, 2008.
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Concentrations of Credit Risk. Most of the Bank’s loans, personal and commercial, are to borrowers who are
domiciled on Long Island and in New York City, and most of the Bank's real estate loans involve mortgages on Long
Island and New York City properties. In addition, the Bank’s loan portfolio includes a significant concentration of
multifamily loans that amounted to $105,898,000 at December 31, 2008. As a result, the income of many of the Bank’s
borrowers and the value of and cash flows from collateral securing a majority of the Bank’s mortgage loans is largely
dependent on the Long Island and New York City economies.

Lease Commitments. At December 31, 2008, minimum annual rental commitments under noncancelable operating
leases are as follows:

Year Amount
(in thousands)
$ 1,181

1,151

1,094

1,063

731

3,754

$ 8974

The Bank has various renewal options on the above leases. Rent expense, including amounts paid for real estate taxes
and common area maintenance, was $1,204,000, $1,006,000, and $896,000 in 2008, 2007, and 2006, respectively.

Employment Contracts. Currently, all of the Bank’s executive officers have employment contracts with the
Corporation under which they are entitled to severance compensation in the event of an involuntary termination of
employment or resignation of employment following a change in control. The terms of these contracts currently range
from one to three years and, unless the Corporation gives written notice of non-extension within the time frames set forth
in the contracts, are automatically extended at the expiration of each year for an additional period of one year, thus
resulting in new terms of between one and three years. The current aggregate annual salaries provided for in these
contracts is approximately $1,640,000.

NOTE N — FAIR VALUE OF FINANCIAL INSTRUMENTS

Assets and Liabilities Measured at Fair Value. SFAS No. 157 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.
SFAS No. 157 describes three levels of inputs that may be used to measure fair value:

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

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

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

The fair values of the Corporation’s investment securities designated as available-for-sale are currently determined on
a recurring basis using matrix pricing (Level 2 inputs). Matrix pricing, which is a mathematical technique widely used in
the industry to value debt securities, does not rely exclusively on quoted prices for the specific securities but rather on the
securities’ relationship to other benchmark quoted securities.

The fair values of impaired loans with specific allocations of the allowance for loan losses are generally based on real
estate appraisals. These appraisals may utilize a single valuation approach or a combination of approaches including
comparable sales and the income approach. Adjustments are sometimes made in the appraisal process by the appraisers to
adjust for differences between the comparable sales and income data available.
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Assets and liabilities measured at fair value on a recurring basis are summarized below.

Fair Value Measurements at December 31, 2008 Using:

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
(in thousands)
Available-for-sale SeCUrties ..........cccoevevrivecrrennnes $378,773 $- $378,773 $-

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

Fair Value Measurements at December 31, 2008 Using:

Quoted Prices

in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)
(in thousands)
IMPAINEd 08NS ......cveeeeveecrere e $1,644 $- $900 $744

Impaired loans measured at fair value had a carrying amount of $1,744,000 at December 31, 2008 with a valuation
allowance of $100,000. The amount included for these loans in the 2008 provision for loan losses was $100,000.

Estimated Fair Value of Financial Instruments. Fair value estimates are made at a specific point in time and are
based on existing on and off-balance-sheet financial instruments. Such estimates are generally subjective in nature and
dependent upon a number of significant assumptions associated with each financial instrument or group of similar
financial instruments, including estimates of discount rates, risks associated with specific financial instruments, estimates
of future cash flows, and relevant available market information. Changes in assumptions could significantly affect the
estimates. In addition, fair value estimates do not reflect the value of anticipated future business, premiums or discounts

that could result from offering for sale at one time the Corporation’s entire holdings of a particular financial instrument, or

the tax consequences of realizing gains or losses on the sale of financial instruments. The following table sets forth the
carrying/contract amounts and estimated fair values of the Corporation’s financial instruments at December 31, 2008 and

2007.
2008 2007

Carrying/ Carrying/

Contract Contract

Amount Fair Value Amount Fair Value

(in thousands)

Financial Assets:
Cash and due from DANKS .......cvveeveereeeereeseeeeeee s $ 20,924 $ 20,924 $ 25729 $ 25729
Federal funds sold and overnight investments...........ccoevererireunen. 514 514 21,768 21,768
Held-to-maturity SECUMHIES ......c.ovverveeerrr e 169,480 172,640 193,234 193,890
Available-for-sale SECUNMLIES .........ovvevererereeiceeeeess st 378,773 378,773 273,080 273,080
172 TR 652,058 655,193 521,086 528,482
Federal Home Loan Bank Stock..........cccceeeveveveevevennee. 6,199 6,199 1,184 1,184
Restricted stocks (included in other assets) 467 467 467 467
Accrued interest receivable ...........ccoeveveveeeeeeeeeee e 6,156 6,156 5,472 5,472
Financial Liabilities:
Checking depOSILS .......cevieereeeeisesiee e ssees 324,138 324,138 318,322 318,322
Savings and money market deposits 384,047 384,047 302,158 302,158
TIME AEPOSIES ..-eeeeeeeeeereeereee et 192,152 193,330 248,558 248,867
Short-term DOIMOWINGS. .....cee e 124,122 124,122 12,110 12,110
LONG-EIM AEDE........cvceecececee et 127,000 142,224 80,000 82,537
Accrued interest payable ... 1,051 1,051 1,466 1,466
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NOTE O — PARENT COMPANY FINANCIAL INFORMATION

Condensed financial information for The First of Long Island Corporation (parent company only) is as follows:

CONDENSED BALANCE SHEETS December 31,
2008 2007
Assets: (in thousands)
Cash and due from DANKS..........coceeirieeecee et $ 3,975 $ 2,775
Investment in subsidiary bank, at @qUItY ..o 99,290 100,317
Prepaid INCOME tAXES.. ... vt bbb 137 160
Deferred income tax BENETIHS .....cccvevvvieececicec e 423 255
ONBI ASSBES ....eecevriie ettt b bbbttt s s aetebans 2 2
$ 103,827 $ 103,509
Liabilities:
Cash dividends Payable ..o $ 1,295 $ 1,125
Stockholders' equity:
COMMON SEOCK ....vvvtctceeeee ettt ettt sttt b e et besns 719 745
SUPPIUS ettt ettt en 1,354 96
REtAINEA BAMNINGS ....cvoeeeereeeeeeee ettt et 102,061 99,844
104,134 100,685
Accumulated other comprehensive income (10ss) net of tax .........cccvverrernrinncnes (1,602) 1,699
102,532 102,384
$ 103,827 $ 103,509
CONDENSED STATEMENTS OF INCOME Year ended December 31,
2008 2007 2006
Income: (in thousands)
Dividends from subsidiary bank ............c.ccvereeeeinernieiessiesese s $ 11,100 $ 8,300 $ 5,590
Interest on deposits with subsidiary Dank ... 43 118 26
[ 10T T 1 5 3
11,144 8,423 5,619
Expenses:
SAIAMES ...ttt a bbbt s s nanantanas 450 506 210
Other 0perating EXPENSES ......c.ucvreurrueereereiriereiee st 278 303 236
728 809 446
INCOME DEFOre INCOME TAXES ....cvvveeeceeececeeeee ettt 10,416 7,614 5,173
INCOME tAX DENESiL ...ttt (272) (271) (151)
Income before undistributed earnings of
SUDSIAIANY DANK ....eoveeceieecrecee sttt 10,688 7,885 5,324
Equity in undistributed €amiNgs ..o s 2,274 3,597 5,903
N 1= ] T 1 - $ 12,962 $ 11,482 $ 11,227
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CONDENSED STATEMENTS OF CASH FLOWS

Cash Flows From Operating Activities:
N 1010 0 ST
Adjustments to reconcile net income to net cash
provided by operating activities:
Undistributed earnings of subsidiary bank ..o
Deferred income tax credit
Stock-based compensation EXPENSE .........cveeureerieeieinesee e
Decrease (increase) in prepaid iNCOME taXES ......c.veeerereeriereeeeeerienereireereeeeeeees
INCrease in Other 8SSELS ........cveiririerre e
Net cash provided by operating activities ..........ccoorererneeneneree s

Cash Flows From Financing Activities:
Repurchase and retirement of COMMON SLOCK ..o
Proceeds from exercise of StoCK OPHONS ...
Tax benefit of SOCK OPHONS ......cuvuiiriecerecr e
Cash diVIdENAS PAIA .....c.cueeeeeirierireiree et
Net cash used in fiNaNCiNG ACHVILIES ......c.vvvveereiriirereire e
Net increase (decrease) in cash and cash equivalents™ ..........ccocoevvvvvievceieeinsseienns
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end 0f YEar .........coverreeenineereee e

Supplemental Schedule of Noncash Financing Activities:
Cash dividends PAYADIE ...........cuueieierieriiriiee et

Year ended December 31,

2008 2007 2006
(in thousands)

$ 12,962 $ 11,482 $ 11,227
(2,274) (3,597) (5,903)
(168) (187) (68)
450 506 210

23 (61) 196

- @) -
10,993 8,141 5,662
(5,764) (3,719) (2,927)
525 694 402

21 76 17
(4,575) (5,342) (3,450)
(9,793) (8,291) (5,958)
1,200 (150) (296)
2,775 2,925 3,221
$ 3975 $ 2775 $ 2925
$ 129 $ 1,125 $ 2,087

*Cash and cash equivalents is defined as cash and due from banks and includes the checking and money market accounts with the

Corporation’s wholly-owned bank subsidiary.

NOTE P - QUARTERLY FINANCIAL DATA (Unaudited)

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

2008 (in thousands, except per share data)
INTEFEST INCOME ..o seeseeseses e eseseeseeseseeseeesens $ 14,161 $ 14,662 $ 15,061 $ 15,802 $ 59,686
Interest expense .......... 4,584 4,107 4,016 4,036 16,743
Net interest income 9,577 10,555 11,045 11,766 42,943
Provision for loan losses 164 261 462 1,058 1,945
Noninterest income before net securities gains.................. 1,437 1,503 1,563 1,530 6,033
Net gains on sales of SECUNtIES.........ceurureereecerieriecirireens 91 9 109 39 248
Noninterest EXPENSE ......cvvvverveecirerrerereees e 7,336 7,263 7,237 7,853 29,689
Income before iNCOME taXes ......covveveveveeeeeeeeieeeevevenee 3,605 4,543 5,018 4,424 17,590
Income taxes 748 1,236 1,450 1,194 4,628
NELINCOME ..ttt 2,857 3,307 3,568 3,230 12,962
Earnings per share:

BASIC.....cucveveieiceceee et s .39 46 .50 45 1.79

DIUEA ..ottt .39 45 49 44 1.78
Comprehensive INCOME........ceurvrrererenererirerrereressereseeeenenes 3,775 37 4,539 1,310 9,661
2007
INtErESt INCOME ...t $ 12,647 $ 12,846 $ 13,298 $ 14232 $ 53,023
Interest expense .......... 3,849 3,758 4,069 4,593 16,269
Net interest income 8,798 9,088 9,229 9,639 36,754
Provision for loan losses 122 81 173 199 575
Noninterest income before net securities gains (losses).... 1,442 1,461 1,454 1,459 5,816
Net gains (losses) on sales of securities. ........covvereerenncn. 17 - - (251) (234)
Noninterest EXPENSE ......covveveveeececeerreee s 6,921 6,912 6,792 6,759 27,384
Income before iNCOME taXes ......cocvvveveveeeeeee i 3,214 3,556 3,718 3,889 14,377
INCOME TAXES ...ttt 586 716 742 851 2,895
NEEINCOME ... 2,628 2,840 2,976 3,038 11,482
Earnings per share:

BASIC. . .ucueeeeieisecee s .35 37 40 40 1.52

DIlUEA ...ttt 34 37 .39 40 1.51
Comprehensive INCOME........corveeerererereeireeeseseeeseseeeenenas 2,835 1,470 4,355 4,986 13,646
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of The First of Long Island Corporation is responsible for establishing and maintaining adequate
internal control over financial reporting, based on the criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The First of Long Island
Corporation’s system of internal control over financial reporting was designed by or under the supervision of the
Corporation’s chief executive officer and chief financial officer to provide reasonable assurance regarding the reliability
of the preparation of the Corporation’s financial statements for external and regulatory reporting purposes, in accordance
with U.S. generally accepted accounting principles. Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods
are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

The First of Long Island Corporation’s management assessed the effectiveness of the Corporation’s internal control
over financial reporting as of December 31, 2008, based on the criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on the
assessment, management determined that, as of December 31, 2008, the Corporation’s internal control over financial
reporting is effective. Crowe Horwath LLP, an independent registered public accounting firm, has expressed an opinion
of the effectiveness of the Corporation’s internal control over financial reporting as of December 31, 2008 in their report
which appears on page 59.

/s/ MICHAEL N. VITTORIO
Michael N. Vittorio
President & Chief Executive Officer

/s/ MARK D. CURTIS
Mark D. Curtis
Senior Vice President & Treasurer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The First of Long Island Corporation
Glen Head, New York

We have audited the accompanying consolidated balance sheets of The First of Long Island Corporation as of December
31, 2008 and 2007, and the related statements of income, changes in stockholders' equity, and cash flows for each of the
years in the three-year period ended December 31, 2008. We also have audited The First of Long Island Corporation’s
internal control over financial reporting as of December 31, 2008, based on criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The
First of Long Island Corporation’s management is responsible for these financial statements, for maintaining effective
internal control over financial reporting, and for its assessment of the effectiveness of internal control over financial
reporting, included in the accompanying Management’s Report on Internal Control Over Financial Reporting. Our
responsibility is to express an opinion on these consolidated financial statements and an opinion on the company's internal
control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement and whether effective internal control over financial
reporting was maintained in all material respects. Our audits of the consolidated financial statements included examining,
on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial statement
presentation. Our audit of internal control over financial reporting included obtaining an understanding of internal control
over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and
operating effectiveness of internal control based on the assessed risk. Our audits also included performing such other
procedures as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our
opinions.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company's internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations of management
and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company's assets that could have a material effect on the consolidated
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. In
addition, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of The First of Long Island Corporation as of December 31, 2008 and 2007, and the results of its operations and
its cash flows for each of the years in the three-year period ended December 31, 2008, in conformity with accounting
principles generally accepted in the United States of America. Also in our opinion, The First of Long Island Corporation
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2008, based on
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of

the Treadway Commission (COSO).
Laomwe Hozvedl LLP

Crowe Horwath LLP
Livingston, New Jersey
February 20, 2009
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The First of Long Island Corporation
(“Corporation”) is a one-bank holding company organized
under the laws of the State of New York. Its primary business is
the operation of its sole subsidiary, The First National Bank of
Long Island (“Bank”).

The Bank was organized in 1927 under national banking laws
and became the sole subsidiary of the Corporation under a plan
of reorganization effected April 30, 1984.

The Bank is a full-service commercial bank which provides a
broad range of financial services to individual, professional,
corporate, institutional and government customers through its
twenty-eight branch system on Long Island and in Manhattan.

The First of Long Island Agency, Inc. was organized in 1994
under the laws of the State of New York, as a subsidiary of
the Bank to conduct business as a licensed insurance agency
engaged in the sale of mutual funds and insurance, primarily
fixed annuity products.

The Bank is subject to regulation and supervision of the
Federal Reserve Board, the Comptroller of the Currency, and
the Federal Deposit Insurance Corporation which also insures
its deposits. The Comptroller of the Currency is the primary
banking agency responsible for regulating the subsidiary Bank.
In addition, the Corporation is subject to the regulations and
supervision of the Federal Reserve Board and the Securities
and Exchange Commission.

The First National Bank of Long Island
C}Véﬁé ((;?(/@0/26 g 62060) %M M/m L

LONG ISLAND (516) 671-4900
MANHATTAN (212) 566-1500

www.fnbli.com
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