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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20552
FORM 10-Q

b QUARTERLY REPORT UNDER SECTION 13 OF 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended March 31, 2010

0 TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT
For the transition period from to
Commission File Number 000-32561
Middlefield Banc Corp.
(Exact name of registrant as specified in its charter)

Ohio 34-1585111
(State or other jurisdiction of incorporation (IRS Employer Identification No.)
or organization)
15985 East High Street, Middlefield, Ohio 44062-9263
(Address of principal executive offices)
(440) 632-1666

(Registrant s telephone number, including area code)
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days. YES p NO o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate
website, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of
Regulation S-T (Section 232.405 of this chapter) during the preceding 12 months (or for such shorter period
that the registrant was required to submit and post such files). Yes p No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a
non-accelerated filer or a smaller reporting company. See the definition of large accelerated filer , accelerated
filer ,and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer o Small reporting company p
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). YESoNO D
State the number of shares outstanding of each of the issuer s classes of common equity as of the latest practicle
date:

Class: Common Stock, without par value

Outstanding at May 13, 2010: 1,569,486
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ASSETS

Cash and due from banks
Federal funds sold
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MIDDLEFIELD BANC CORP.
CONSOLIDATED BALANCE SHEET
(Dollar amounts in thousands)

Interest-bearing deposits in other institutions

Cash and cash equivalents

Investment securities available for sale

Loans

Less allowance for loan losses

Net loans

Premises and equipment

Goodwill

Bank-owned life insurance

Accrued interest and other assets

TOTAL ASSETS

LIABILITIES
Deposits:

Noninterest-bearing demand
Interest-bearing demand
Money market

Savings
Time

Total deposits

Short-term borrowings
Other borrowings

Accrued interest and other liabilities

TOTAL LIABILITIES

STOCKHOLDERS EQUITY
Common stock, no par value; 10,000,000 shares authorized, 1,759,016 and

1,754,112 shares issued
Retained earnings

Accumulated other comprehensive income

Table of Contents

(Unaudited)
March 31,
2010

$ 13,039
28,492
123

41,654
164,852
359,651

5,279

354,372
8,408
4,559
7,773

12,399

$ 594,017

$ 44,082
41,959
64,308

120,544
250,885

522,278
6,772
25,374
1,847

556,271

28,035
15,197
1,248

December 31,
2009

$ 12,909
28,123
121

41,153
136,711
353,597

4,937

348,660
8,394
4,559
7,706

11,475

$ 558,658

$ 44,387
38,111

56,451
107,358
240,799

487,106
6,800
25,865
2,180

521,951

27,919
14,960
562
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Treasury stock, at cost; 189,530 shares in 2010 and 2009 (6,734)
TOTAL STOCKHOLDERS EQUITY 37,746
TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $ 594,017

See accompanying notes to the unaudited consolidated financial statements.

$

(6,734)

36,707

558,658
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MIDDLEFIELD BANC CORP.
CONSOLIDATED STATEMENT OF INCOME
(Unaudited)

(Dollar amounts in thousands, except per share data)

Three Months Ended
March 31,

2010 2009
INTEREST INCOME
Interest and fees on loans $ 5,097 $ 4,998
Interest-bearing deposits in other institutions 4 7
Federal funds sold 11 4
Investment securities:
Taxable interest 1,203 853
Tax-exempt interest 592 446
Dividends on FHLB stock 17 16
Total interest income 6,924 6,324
INTEREST EXPENSE
Deposits 2,485 2,716
Short-term borrowings 58 6
Other borrowings 190 257
Trust preferred securities 136 132
Total interest expense 2,869 3,111
NET INTEREST INCOME 4,055 3,213
Provision for loan losses 439 154
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 3,616 3,059
NONINTEREST INCOME
Service charges on deposit accounts 415 439
Investment securities gains, net 9
Earnings on bank-owned life insurance 67 69
Other income 118 116
Total noninterest income 609 624
NONINTEREST EXPENSE
Salaries and employee benefits 1,511 1,371
Occupancy expense 276 255
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Equipment expense 198 123
Data processing costs 243 249
Ohio state franchise tax 136 123
Federal deposit insurance expense 202 172
Other expense 992 703
Total noninterest expense 3,558 2,996
Income before income taxes 667 687
Income taxes 22 84
NET INCOME $ 645 $ 603
EARNINGS PER SHARE

Basic $ 0.41 $ 0.39
Diluted 0.41 0.39
DIVIDENDS DECLARED PER SHARE $ 0.26 $ 0.26

See accompanying notes to the unaudited consolidated financial statements.
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MIDDLEFIELD BANC CORP.
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY
(Unaudited)
(Dollar amounts in thousands, except dividend per share amount)

Accumulated
Other Total
Common  Retained Comprehensive Treasury  Stockholders Comprehensive
Stock Earnings Income Stock Equity Income
Balance, December 31,
2009 $ 27919 § 14960 $ 562 $ (6,734) $ 36,707
Net income 645 645 $ 645
Other comprehensive
income:
Unrealized gains on
available for sale securities
net of taxes of $353 686 686 686
Comprehensive income $ 1,331
Dividend reinvestment and
purchase plan 116 116
Cash dividends ($0.26 per
share) (408) (408)

Balance, March 31, 2010 $ 28,035 $ 15197 $ 1,248 $ (6,734) $ 37,746

See accompanying notes to the unaudited consolidated financial statements.
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OPERATING ACTIVITIES
Net income

MIDDLEFIELD BANC CORP.
CONSOLIDATED STATEMENT OF CASH FLOWS
(Unaudited)

(Dollar amounts in thousands)

Adjustments to reconcile net income to net cash used for operating activities:

Provision for loan losses
Depreciation and amortization

Amortization of premium and discount on investment securities
Amortization of deferred loan fees, net
Investment securities (gains) losses, net
Earnings on bank-owned life insurance

Deferred income taxes

Expense related to stock options

Loss on other real estate owned

Increase in accrued interest receivable
Increase (decrease) in accrued interest payable
Decrease (increase) in prepaid federal deposit insurance

Other, net

Net cash used for operating activities

INVESTING ACTIVITIES

Investment securities available for sale:
Proceeds from repayments and maturities

Purchases

Proceeds from sale of securities

Increase in loans, net

Purchase of Federal Home Loan Bank stock
Purchase of premises and equipment
Proceeds from the sale of other real estate owned

Net cash used for investing activities

FINANCING ACTIVITIES
Net increase in deposits

Decrease in short-term borrowings, net

Repayment of other borrowings

Proceeds from dividend reinvestment & purchase plan

Cash dividends

Three Months Ended
March 31,
2010 2009
$ 645 603
439 154
189 144
(59) 45)
3) (7
)]
(67) (69)
(227) 274
15
44
(681) (611)
26 (139)
186 4)
(941) (638)
(458) (323)
6,986 3,935
(37,913) (2,748)
3,893
(6,298) (5,421)
(14)
(165) (28)
96
(33,401) (4,276)
35,171 9,266
(28) (354)
(491) (3,013)
116 112
(408) (399)
34,360 5,612

Net cash provided by financing activities

Table of Contents
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Increase in cash and cash equivalents

CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS AT END OF PERIOD

SUPPLEMENTAL INFORMATION
Cash paid during the year for:
Interest on deposits and borrowings
Income taxes

Non-cash investing transactions:
Transfers from loans to other real estate owned
See accompanying notes to the unaudited consolidated financial statements.

501

41,153

41,654

2,843

400

150

1,013

17,455

18,468

3,250

150

221

Table of Contents
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MIDDLEFIELD BANC CORP.

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1 BASIS OF PRESENTATION
The consolidated financial statements of Middlefield Banc Corp. ( Company ) include its two bank subsidiaries The
Middlefield Banking Company ( MB ) and Emerald Bank ( EB ) and a non-bank asset resolution subsidiary EMORECO,
Inc. All significant inter-company items have been eliminated.
The accompanying financial statements have been prepared in accordance with U.S. generally accepted accounting
principles and the instructions for Form 10-Q and Article 10 of Regulation S-X. In management s opinion, the
financial statements include all adjustments, consisting of normal recurring adjustments, that the Company considers
necessary to fairly state the Company s financial position and the results of operations and cash flows. The
consolidated balance sheet at December 31, 2009, has been derived from the audited financial statements at that date
but does not include all of the necessary informational disclosures and footnotes as required by U. S. generally
accepted accounting principles. The accompanying financial statements should be read in conjunction with the
financial statements and notes thereto included with Middlefield s Form 10-K (File No. 000-32561). The results of
Middlefield s operations for any interim period are not necessarily indicative of the results of Middlefield s operations
for any other interim period or for a full fiscal year.
Recent Accounting Pronouncements
In December 2009, the FASB issued ASU 2009-16, Accounting for Transfer of Financial Assets. ASU 2009-16
provides guidance to improve the relevance, representational faithfulness, and comparability of the information that an
entity provides in its financial statements about a transfer of financial assets; the effects of a transfer on its financial
position, financial performance, and cash flows; and a transferor s continuing involvement, if any, in transferred
financial assets. ASU 2009-16 is effective for annual periods beginning after November 15, 2009 and for interim
periods within those fiscal years. The adoption of this guidance is not expected to have a significant impact on the
Company s financial statements.
In December 2009, the FASB issued ASU 2009-17, Improvements to Financial Reporting by Enterprises Involved
with Variable Interest Entities. The objective of ASU 2009-17 is to improve financial reporting by enterprises
involved with variable interest entities and to provide more relevant and reliable information to users of financial
statements. ASU 2009-17 is effective for annual periods beginning after November 15, 2009 and for interim periods
within those fiscal years. The adoption of this guidance did not have a material impact on the Company s financial
position or results of operation.
In September 2009, the FASB issued new guidance impacting Topic 820. This creates a practical expedient to
measure the fair value of an alternative investment that does not have a readily determinable fair value. This guidance
also requires certain additional disclosures. This guidance is effective for interim and annual periods ending after
December 15, 2009. The adoption of this guidance did not have a material impact on the Company s financial position
or results of operation.
In October 2009, the FASB issued ASU 2009-15, Accounting for Own-Share Lending Arrangements in
Contemplation of Convertible Debt Issuance or Other Financing. ASU 2009-15 amends Subtopic 470-20 to expand
accounting and reporting guidance for own-share lending arrangements issued in contemplation of convertible debt
issuance. ASU 2009-15 is effective for fiscal years beginning on or after December 15, 2009 and interim periods
within those fiscal years for arrangements outstanding as of the beginning of those fiscal years. The Company is
currently evaluating the impact the adoption of this standard will have on the Company s financial position or results
of operation.
In January 2010, the FASB issued ASU 2010-01, Equity (Topic 505): Accounting for Distributions to Shareholders
with Components of Stock and Cash  a consensus of the FASB Emerging Issues Task Force. ASU 2010-01 clarifies
that the stock portion of a distribution to shareholders that allows them to elect to receive cash or stock with a
potential limitation on the total amount of cash that all shareholders can elect to receive in the aggregate is considered
a share issuance that is reflected in EPS prospectively and is not a stock dividend. ASU 2010-01 is effective for
interim and annual periods ending on or after December 15, 2009 and should be applied on a retrospective basis. The
adoption of this guidance did not have a material impact on the Company s financial position or results of operation.

Table of Contents 12
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In January 2010, the FASB issued ASU 2010-02, Consolidation (Topic 810): Accounting and reporting for Decreases
in Ownership of a Subsidiary a Scope Clarification. ASU 2010-02 amends Subtopic 810-10 to address
implementation issues related to changes in ownership provisions including clarifying the scope of the decrease in
ownership and additional disclosures. ASU 2010-02 is effective beginning in the period that an entity adopts
Statement 160. If an entity has previously adopted Statement 160, ASU 2010-02 is effective beginning in the first
interim or annual reporting period ending on or after December 15, 2009 and should be applied retrospectively to the
first period Statement 160 was adopted. The adoption of this guidance did not have a material impact on the
Company s financial position or results of operation.

Table of Contents 13
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In January 2010, the FASB issued ASU 2010-04, Accounting for Various Topics Technical Corrections to SEC
Paragraphs. ASU 2010-04 makes technical corrections to existing SEC guidance including the following topics:
accounting for subsequent investments, termination of an interest rate swap, issuance of financial statements
subsequent events, use of residential method to value acquired assets other than goodwill, adjustments in assets and
liabilities for holding gains and losses, and selections of discount rate used for measuring defined benefit obligation.
ASU 2010-04 is effective January 15, 2010. The adoption of this guidance did not have a material impact on the
Company s financial position or results of operation.

In January 2010, the FASB issued ASU 2010-05, Compensation  Stock Compensation (Topic 718): Escrowed Share
Arrangements and the Presumption of Compensation. ASU 2010-05 updates existing guidance to address the SEC
staff s views on overcoming the presumption that for certain shareholders escrowed share arrangements represent
compensation. ASU 2010-05 is effective January 15, 2010. The adoption of this guidance did not have a material
impact on the Company s financial position or results of operation.

In January 2010, the FASB issued ASU No. 2010-06, Fair Value Measurements and Disclosures (Topic 820):
Improving Disclosures about Fair Value Measurements. ASU 2010-06 amends Subtopic 820-10 to clarify existing
disclosures, require new disclosures, and includes conforming amendments to guidance on employers disclosures
about postretirement benefit plan assets. ASU 2010-06 is effective for interim and annual periods beginning after
December 15, 2009, except for disclosures about purchases, sales, issuances, and settlements in the roll forward of
activity in Level 3 fair value measurements. Those disclosures are effective for fiscal years beginning after
December 15, 2010 and for interim periods within those fiscal years. The adoption of this guidance is not expected to
have a significant impact on the Company s financial statements.

In February 2010, the FASB issued ASU 2010-08, Technical Corrections to Various Topics. ASU 2010-08 clarifies
guidance on embedded derivatives and hedging. ASU 2010-08 is effective for interim and annual periods beginning
after December 15, 2009. The adoption of this guidance did not have a material impact on the Company s financial
position or results of operation.

In March 2010, the FASB issued ASU 2010-11, Derivatives and Hedging. ASU 2010-11 provides clarification and
related additional examples to improve financial reporting by resolving potential ambiguity about the breadth of the
embedded credit derivative scope exception in ASC 815-15-15-8. ASU 2010-11 is effective at the beginning of the
first fiscal quarter beginning after June 15, 2010. The adoption of this guidance is not expected to have a significant
impact on the Company s financial statements.

In April 2010, the FASB issued ASU 2010-13, Compensation  Stock Compensation (Topic 718): Effect of
Denominating the Exercise Price of a Share-Based Payment Award in the Currency of the Market in Which the
Underlying Equity Security Trades. ASU 2010-13 provides guidance on the classification of a share-based payment
award as either equity or a liability. A share-based payment that contains a condition that is not a market,
performance, or service condition is required to be classified as a liability. ASU 2010-13 is effective for fiscal years,
and interim periods within those fiscal years, beginning on or after December 15, 2010 and is not expected to have a
significant impact on the Company s financial statements.

NOTE 2 STOCK-BASED COMPENSATION

The Company has no unrecognized stock-based compensation costs or unvested stock options outstanding as of
March 31, 2010.

Stock option activity during the three months ended March 31, 2010 and 2009 is as follows:

Weighted- Weighted-
average average
Exercise Exercise
2010 Price 2009 Price
Outstanding, January 1 99,219 $ 26.85 110,465 $ 27.21
Granted
Exercised

Table of Contents 14
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Forfeited (2,265) 37.33

Outstanding, March 31 99,219 $ 26.85 108,200 $ 27.00
8
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NOTE 3 EARNINGS PER SHARE

The Company provides dual presentation of Basic and Diluted earnings per share. Basic earnings per share utilizes net
income as reported as the numerator and the actual average shares outstanding as the denominator. Diluted earnings
per share include any dilutive effects of options, warrants, and convertible securities.

There are no convertible securities that would affect the numerator in calculating basic and diluted earnings per share;
therefore, net income as presented on the Consolidated Statement of Income (Unaudited) will be used as the
numerator. The following tables set forth the composition of the weighted-average common shares

(denominator) used in the basic and diluted earnings per share computation.

For the Three Months Ended

March 31,

2010 2009
Weighted average common shares outstanding 1,754,984 1,726,460
Average treasury stock shares (189,530) (189,530)
Weighted average common shares and common stock equivalents used to
calculate basic earnings per share 1,565,454 1,536,930
Additional common stock equivalents (stock options) used to calculate diluted
earnings per share 1,987 1,604
Weighted average common shares and common stock equivalents used to
calculate diluted earnings per share 1,567,441 1,538,534

Options to purchase 89,077 shares of common stock at prices ranging from $22.33 to $40.24 were outstanding during
the three months ended March 31, 2010 but were not included in the computation of diluted earnings per share as they
were anti-dilutive due to the strike price being greater than the market price as of March 31, 2010. For the three
months ended March 31, 2009, there were 97,926 options to purchase shares of common stock at prices ranging from
$22.33 to $40.24 but were not included in the computation of diluted earnings per share.

NOTE4 COMPREHENSIVE INCOME

The components of comprehensive income consist exclusively of unrealized gains and losses on available for sale
securities. For the three months ended March 31, 2010, this activity is shown under the heading Comprehensive
Income as presented in the Consolidated Statement of Changes in Stockholders Equity (Unaudited).

Table of Contents 16
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The following shows the components and activity of comprehensive income during the periods ended March 31, 2010
and 2009 (net of the income tax effect):

For the Three Months Ended

March 31,
(Dollar amounts in thousands) 2010 2009
Unrealized holding gains (losses) arising during the period on securities held $ 692 $ (531)
Reclassification adjustment for gains included in net income (6)
Net change in unrealized gains (losses) during the period 686 (531)
Unrealized holding gains (losses), beginning of period 562 (295)
Unrealized holding gains (losses), end of period 1,248 (826)
Net income 645 603
Other comprehensive income, net of tax:
Unrealized holding gains (losses) arising during the period 686 (531)
Comprehensive income $ 1,331 $ 72

NOTE S5 FAIR VALUE MEASUREMENTS

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in the principal or
most advantageous market for an asset or liability in an orderly transaction between market participants at the
measurement date. GAAP established a fair value hierarchy that prioritizes the use of inputs used in valuation
methodologies into the following three levels:

Level I: Quoted prices are available in active markets for identical assets or liabilities as of the reported date.

Level II: Pricing inputs are other than the quoted prices in active markets, which are either directly or indirectly
observable as of the reported date. The nature of these assets and liabilities includes items for which
quoted prices are available but traded less frequently and items that are fair-valued using other financial
instruments, the parameters of which can be directly observed.

Level III:  Assets and liabilities that have little to no pricing observe ability as of the reported date. These items do

not have two-way markets and are measured using management s best estimate of fair value, where the
inputs into the determination of fair value require significant management judgment or estimation.

10
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The following tables present the assets measured on a recurring basis on the consolidated statements of financial
condition at their fair value as of March 31, 2010 and December 31, 2009 by level within the fair value hierarchy.
Financial assets and liabilities are classified in their entirety based on the lowest level of input that is significant to the

fair value measurement.

(Dollar amounts in thousands) Level I
Assets Measured on a Recurring Basis:

U.S. government agency securities $
Obligations of states and political subdivisions
Mortgage-backed securities

Total debt securities
Equity securities 890

Total $ 890

Level I

Assets Measured on a Recurring Basis:

U.S. government agency securities $
Obligations of states and political subdivisions
Mortgage-backed securities

Total debt securities
Equity securities 919

Total $ 919

$

$

$

$

March 31, 2010

Level 11

19,041
68,215
76,706

163,962

163,962

Level 111

December 31, 2009

Level 11

18,330
56,720
60,742

135,792

135,792

$

Level 111

Total

$ 19,041
68,215
76,706

163,962
890

$ 164,852

Total

$ 18,330
56,720
60,742

135,792
919

$ 136,711

Financial instruments are considered Level III when their values are determined using pricing models, discounted cash
flow methodologies or similar techniques and at least one significant model assumption or input is unobservable. In
addition to these unobservable inputs, the valuation models for Level III financial instruments typically also rely on a
number of inputs that are readily observable either directly or indirectly. Level III financial instruments also include
those for which the determination of fair value requires significant management judgment or estimation. The
Company has no securities considered to be Level III as of March 31, 2010.
The Company uses prices compiled by third party vendors due to the recent stabilization in the markets along with
improvements in third party pricing methodology that have narrowed the variances between third party vendor prices

and actual market prices.

11
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The following tables present the assets measured on a nonrecurring basis on the consolidated balance sheet at their fair
value as of March 31, 2010 and December 31, 2009, by level within the fair value hierarchy. Impaired loans that are
collateral dependent are written down to fair value through the establishment of specific reserves. Techniques used to
value the collateral that secure the impaired loan include: quoted market prices for identical assets classified as Level 1
inputs; observable inputs, employed by certified appraisers, for similar assets classified as Level Il inputs. In cases
where valuation techniques included inputs that are unobservable and are based on estimates and assumptions
developed by management based on the best information available under each circumstance, the asset valuation is
classified as Level III inputs.

(Dollar amounts in thousands)
March 31, 2010

Level I Level I1 Level III Total
Assets Measured on a non-recurring Basis:
Impaired loans $ $ 4,627 $ 2,136 $ 6,763
Other real estate owned 2,175 2,175

December 31, 2009

Level I Level I1 Level IIT Total
Assets Measured on a non-recurring Basis:
Impaired loans $ $ 5,644 $ 149 $ 5,793
Other real estate owned 2,164 2,164

The estimated fair value of the Company s financial instruments is as follows:

March 31, 2010 December 31, 2009

Carrying Fair Carrying Fair
(Dollar amounts in thousands) Value Value Value Value
Financial assets:
Cash and cash equivalents $ 41,654 $ 41,654 $ 41,153 $ 41,153
Investment securities Available for sale 164,852 164,852 136,711 136,711
Net loans 354,372 337,156 348,660 332,401
Bank-owned life insurance 7,773 7,773 7,706 7,706
Federal Home Loan Bank stock 1,887 1,887 1,887 1,887
Accrued interest receivable 2,093 2,093 1,411 1,411
Financial liabilities:
Deposits $ 522278 $ 526,737 $ 487,106 $ 491,436
Short-term borrowings 6,772 6,772 6,800 68,003
Other borrowings 25,374 27,955 25,864 27,356
Accrued interest payable 931 931 905 905

Financial instruments are defined as cash, evidence of ownership interest in an entity, or a contract which creates an
obligation or right to receive or deliver cash or another financial instrument from/to a second entity on potentially
favorable or unfavorable terms.

12
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Fair value is defined as the amount at which a financial instrument could be exchanged in a current transaction
between willing parties other than in a forced liquidation sale. If a quoted market price is available for a financial
instrument, the estimated fair value would be calculated based upon the market price per trading unit of the
instrument.

If no readily available market exists, the fair value estimates for financial instruments should be based upon
management s judgment regarding current economic conditions, interest rate risk, expected cash flows, future
estimated losses, and other factors as determined through various option pricing formulas or simulation modeling.
Since many of these assumptions result from judgments made by management based upon estimates which are
inherently uncertain, the resulting estimated fair values may not be indicative of the amount realizable in the sale of a
particular financial instrument. In addition, changes in assumptions on which the estimated fair values are based may
have a significant impact on the resulting estimated fair values.

As certain assets such as deferred tax assets and premises and equipment are not considered financial instruments, the
estimated fair value of financial instruments would not represent the full value of the Company.

The Company employed simulation modeling in determining the estimated fair value of financial instruments for
which quoted market prices were not available based upon the following assumptions:

Cash and Cash Equivalents, Federal Home IL.oan Bank Stock, Accrued Interest Receivable, Accrued Interest

Payable, and Short-Term Borrowings
The fair value is equal to the current carrying value.

Bank-Owned Life Insurance

The fair value is equal to the cash surrender value of the life insurance policies.

Investment Securities Available for Sale

The fair value of investment securities is equal to the available quoted market price. If no quoted market price is
available, fair value is estimated using the quoted market price for similar securities. Fair value for certain
private-label collateralized mortgage obligations were determined utilizing discounted cash flow models, due to the
absence of a current market to provide reliable market quotes for the instruments.

Loans

The fair value is estimated by discounting future cash flows using current market inputs at which loans with similar
terms and qualities would be made to borrowers of similar credit quality. Where quoted market prices were available,
primarily for certain residential mortgage loans, such market rates were utilized as estimates for fair value.

Deposits and Other Borrowed Funds

The fair values of certificates of deposit and other borrowed funds are based on the discounted value of contractual
cash flows. The discount rates are estimated using rates currently offered for similar instruments with similar
remaining maturities. Demand, savings, and money market deposits are valued at the amount payable on demand as of
year-end.

Commitments to Extend Credit

These financial instruments are generally not subject to sale, and estimated fair values are not readily available. The
carrying value, represented by the net deferred fee arising from the unrecognized commitment or letter of credit, and
the fair value, determined by discounting the remaining contractual fee over the term of the commitment using fees
currently charged to enter into similar agreements with similar credit risk, are not considered material for disclosure.
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NOTE 6 INVESTMENT SECURITIES AVAILABLE FOR SALE
The amortized cost and fair values of securities available for sale are as follows:

March 31, 2010

Gross Gross
Amortized Unrealized Unrealized Fair

(Dollar amounts in thousands) Cost Gains Losses Value
U.S. government agency securities $ 19,078 $ 94 $ (131) % 19,041
Obligations of states and political subdivisions:

Taxable 5,384 10 (101) 5,293
Tax-exempt 62,044 1,173 (295) 62,922
Mortgage-backed securities 75,513 2,189 (996) 76,706
Total debt securities 162,019 3,466 (1,523) 163,962
Equity Securities 944 50 (104) 890
Total $ 162,963 $ 3,516 $ (1,627) $ 164,852

December 31, 2009
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

U.S. government agency securities $ 18,657 $ 38 $ 365 $ 18,330
Obligations of states and political subdivisions:

Taxable 3,451 10 (86) 3,375
Tax-exempt 52,752 943 (349) 53,346
Mortgage-backed securities 60,055 1,817 (1,130) 60,742
Total debt securities 134,915 2,807 (1,930) 135,792
Equity Securities 944 80 (105) 919
Total $ 135,859 $ 2,887 $ (2,035) $ 136,711

The amortized cost and fair value of debt securities at March 31, 2010, by contractual maturity, are shown below.
Expected maturities will differ from contractual maturities because borrowers may have the right to call or prepay
obligations with or without call or prepayment penalties.

Amortized Fair
(Dollar amounts in thousands) Cost Value
Due in one year or less $ 2,061 $ 2,084
Due after one year through five years 7,760 8,111
Due after five years through ten years 23,223 23,748
Due after ten years 128,975 130,019
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Total $ 162,019 $ 163,962

Proceeds from sales of investment securities available for sale were $3.9 million and $0 during the three-months

ended March 31, 2010 and March 31, 2009, respectively. Gross gains realized were $9,000 and $0, during the
three-months ended March 31, 2010 and March 31, 2009, respectively.
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The following table shows the Company s gross unrealized losses and fair value, aggregated by investment category
and length of time that the individual securities have been in a continuous unrealized loss position.

(Dollar amounts in thousands)

U.S. government agency
securities

Obligations of states and
political subdivisions
Mortgage-backed securities
Equity securities

Total

U.S. government agency
securities

Obligations of states and
political subdivisions
Mortgage-backed securities
Equity securities

Total

Less than Twelve

Months

Gross
Fair Unrealized

Value Losses
$ 9,368 $ (131)
20,517 (289)
4,822 (339)
580 (68)
$ 35,287 $ (827)

Less than Twelve

Months

Gross
Fair Unrealized

Value Losses
$ 17,134 $ (365)
21,594 (314)
18,509 (334)
580 (68)
$ 57,817 $ (1,082)

March 31, 2010
Twelve Months or

Greater
Gross
Fair Unrealized
Value Losses
$ $
1,430 (107)
3,835 (657)
11 36)
$ 5,276 $ (800)

December 31, 2009
Twelve Months or

Greater
Gross
Fair Unrealized
Value Losses
$ $
1,417 (121)
4,064 (796)
8 37
$ 5489 $ (953)

Total
Gross
Fair Unrealized
Value Losses
$ 9,368 $ (131)
21,947 (396)
8,657 (996)
591 (104)
$ 40,563 $ (1,627)
Total
Gross
Fair Unrealized
Value Losses
$ 17,134 $ (365)
23,011 (435)
22,573 (1,130)
588 (105)
$ 63,306 $ (2,035

On a quarterly basis, the Company performs an assessment to determine whether there have been any events or
economic circumstances indicating that a security with an unrealized loss has suffered other-than-temporary

impairment (OTTI) pursuant to FASB ASC Topic 320 Investments

Debt and Equity Securities. A debt security is

considered impaired if the fair value is less than its amortized cost basis at the reporting date. The accounting
literature requires the Company to assess whether the unrealized loss is other-than-temporary. Prior to the adoption of

FSP FAS 115-2 which was subsequently incorporated into FASB ASC Topic 320 Investments

Debt and Equity

Securities, unrealized losses that were determined to be temporary were recorded, net of tax, in other comprehensive
income for available for sale securities, whereas unrealized losses related to held-to-maturity securities determined to
be temporary were not recognized. Regardless of whethe