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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended September 30, 2011

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from              to             

Commission File Number 001-11290

NATIONAL RETAIL PROPERTIES, INC.
(Exact name of registrant as specified in its charter)
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Maryland 56-1431377
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
450 South Orange Avenue, Suite 900, Orlando, Florida 32801

(Address of principal executive offices, including zip code)

(407) 265-7348

(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) for the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x      No  ¨

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

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

Large Accelerated Filer x Accelerated Filer ¨

Non-Accelerated Filer ¨ Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock as of the latest practicable date.

95,850,511 shares of common stock, $0.01 par value, outstanding as of October 28, 2011.
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PART 1. FINANCIAL INFORMATION

Item 1. Financial Statements
NATIONAL RETAIL PROPERTIES, INC.

and SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(dollars in thousands, except per share data)

September 30,
2011

December 31,
2010

(unaudited)
ASSETS

Real estate, Investment Portfolio:
Accounted for using the operating method, net of accumulated depreciation and amortization $ 2,919,942 $ 2,519,950
Accounted for using the direct financing method 26,922 29,773
Real estate, Inventory Portfolio, held for sale 31,928 32,076
Investment in unconsolidated affiliate 4,376 4,515
Mortgages, notes and accrued interest receivable, net of allowance 30,929 30,331
Commercial mortgage residual interests 16,322 15,915
Cash and cash equivalents 19,678 2,048
Receivables, net of allowance of $1,044 and $1,750, respectively 1,513 3,403
Accrued rental income, net of allowance of $4,666 and $3,609, respectively 25,398 25,535
Debt costs, net of accumulated amortization of $14,983 and $11,198, respectively 11,151 9,366
Other assets 58,202 40,663

Total assets $ 3,146,361 $ 2,713,575

LIABILITIES AND EQUITY

Liabilities:
Line of credit payable $ � $ 161,000
Mortgages payable 23,453 24,269
Notes payable � convertible, net of unamortized discount of $7,389 and $12,201, respectively 354,346 349,534
Notes payable, net of unamortized discount of $5,167 and $1,118, respectively 894,833 598,882
Accrued interest payable 22,371 7,342
Other liabilities 72,502 43,774

Total liabilities 1,367,505 1,184,801

Equity:
Stockholders� equity:
Preferred stock, $0.01 par value. Authorized 15,000,000 shares Series C, 3,680,000 depositary shares issued
and outstanding, at stated liquidation value of $25 per share 92,000 92,000
Common stock, $0.01 par value. Authorized 190,000,000 shares; 95,379,867 and 83,613,289 shares issued
and outstanding at September 30, 2011 and December 31, 2010, respectively 955 838
Excess stock, $0.01 par value. Authorized 205,000,000 shares; none issued or outstanding � �
Capital in excess of par value 1,721,691 1,429,750
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Retained earnings (accumulated dividends in excess of earnings) (34,014) 3,234
Accumulated other comprehensive income (loss) (3,039) 1,661

Total stockholders� equity of NNN 1,777,593 1,527,483
Noncontrolling interests 1,263 1,291

Total equity 1,778,856 1,528,774

Total liabilities and equity $ 3,146,361 $ 2,713,575

See accompanying notes to condensed consolidated financial statements.

3
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NATIONAL RETAIL PROPERTIES, INC.

and SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS

(dollars in thousands, except per share data)

(unaudited)

Quarter Ended
September 30,

Nine Months Ended
September 30,

2011 2010 2011 2010
Revenues:
Rental income from
operating leases $ 62,969 $ 52,342 $ 177,864 $ 155,686
Earned income from direct
financing leases 659 746 2,131 2,265
Percentage rent 229 196 476 367
Real estate expense
reimbursement from
tenants 2,440 1,620 6,868 4,865
Interest and other income
from real estate
transactions 381 601 1,545 2,551
Interest income on
commercial mortgage
residual interests 782 798 2,325 2,705

67,460 56,303 191,209 168,439

Disposition of real estate,
Inventory Portfolio:
Gross proceeds � � � 5,600
Costs � � � (4,959) 

Gain � � � 641

Retail operations:
Revenues 12,402 9,225 33,702 24,458
Operating expenses (11,563) (8,579) (32,175) (23,513) 

Net 839 646 1,527 945

Operating expenses:
General and administrative 7,036 5,927 20,261 17,299
Real estate 4,459 2,908 12,055 9,401
Depreciation and
amortization 14,947 11,817 42,215 35,422
Impairment � commercial
mortgage residual interests
valuation � � 396 3,848
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26,442 20,652 74,927 65,970

Earnings from operations 41,857 36,297 117,809 104,055

Other expenses
(revenues):
Interest and other income (457) (332) (1,083) (1,170) 
Interest expense 20,086 16,501 55,260 48,524

19,629 16,169 54,177 47,354

Earnings from continuing
operations before income
tax expense and equity in
earnings of unconsolidated
affiliate 22,228 20,128 63,632 56,701

Income tax expense (68) (170) (258) (497) 
Equity in earnings of
unconsolidated affiliate 109 107 321 320

Earnings from continuing
operations 22,269 20,065 63,695 56,524

Earnings (loss) from
discontinued operations
(Note 8):
Real estate, Investment
Portfolio, net of income
tax expense 268 1,134 686 2,363
Real estate, Inventory
Portfolio, net of income
tax expense 71 (5) 350 256

339 1,129 1,036 2,619

----------------------------------------

Financial Assets: Carrying Value

Quoted Prices
in Active

Markets for
Identical

Assets (Level
1)

Significant
Other

Observable
Inputs (Level 2)

Significant
Unobservable
Inputs (Level

3)
----------------- ------------ ------------ ------------ ------------
Obligations of U.S.
Government and U.S.
Government
sponsored enterprises

$ 61,543,499 $ 5,512,500 $ 56,030,999 $ -

Mortgage-backed
securities

102,932,724 - 102,932,724 -

Obligations of states
and political
subdivisions

16,419,984 - 16,419,984 -

3,285,000 - 1,400,000 1,885,000
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Trust Preferred
securities
Corporate bonds and
notes

1,750,000 - 1,750,000 -

Corporate stocks 5,323,693 4,610,114 713,579 -
------------ ----------- ------------ -------------

Total available for
sale securities

$191,254,900 $ 10,122,614 $179,247,286 $ 1,885,000

============ ======================= ===========

The table below summarizes changes in unrealized gains and losses recorded in earnings for the three and nine-month
periods ending September 30, 2009 for Level 3 assets:

Fair Value Measurement
three-months ended
September 30, 2009
Using Significant

Unobservable Inputs
(Level 3)

Fair Value Measurement
nine-months ended
September 30, 2009
Using Significant

Unobservable Inputs
(Level 3)

Investment Securities Available for Sale -------------------- --------------------

Beginning balance $1,324,150 $1,885,000

Total gains/losses (realized/unrealized):

Included in earnings:

Income on securities - 6,436

Impairment charge on investment securities (428,205) (1,380,081)

Included in other comprehensive income 125,550 510,140

Transfers in and/or out of Level 3 - -

----------- -----------

Ending balance, September 30, 2009 $1,021,495 $1,021,495

=========== ===========

Assets and liabilities measured at fair value on a non-recurring basis are summarized below:

Fair Value Measurement at September 30, 2009 Using
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----------------------------------------

Financial Assets: Carrying Value

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs (Level 2)

Significant
Unobservable

Inputs (Level 3)

----------------- ----------- ----------- ----------- ------------

Impaired Loans $1,324,229 $ - $ - $1,324,229

=========== =========== =========== ============

Fair Value Measurement at December 31, 2008 Using

----------------------------------------

Financial Assets: Carrying Value

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs (Level 2)

Significant
Unobservable

Inputs (Level 3)

----------------- ----------- ----------- ----------- ------------

Impaired Loans $ 387,402 $ - $ - $ 387,402

=========== =========== =========== ============

Impaired loans, which are measured for impairment using the fair value of the collateral for collateral
dependent loans, had a carrying amount of $2,458,763, with a valuation allowance of $1,134,534 as
of September 30, 2009.

Impaired loans, which are measured for impairment using the fair value of the
collateral for collateral dependent loans, had a carrying amount of $1,663,761,

with a valuation allowance of $1,276,359 as of December 31, 2008.

In accordance with FSP FAS 107-1, the carrying amounts and estimated fair values of financial
instruments, at September 30, 2009 and December 31, 2008, are as follows:
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September 30, 2009 December 31, 2008

------------------ -----------------

Financial assets:
Carrying
Amount

Estimated
Fair Value

(1)
Carrying
Amount

Estimated
Fair Value

(1)

----------- ----------- ----------- -----------

Cash and due from financial institutions $ 22,899 $ 22,899 $ 21,247 $ 21,247

Interest-bearing deposits in other financial
institutions 52,985 52,985 2,405 2,405

Securities held to maturity 11,450 12,042 8,439 9,215

Federal Home Loan and Federal Reserve Bank
stock 3,281 3,281 3,155 3,155

Net loans 595,051 603,941 556,080 564,724

Loans held for sale 180 180 80 80

Accrued interest receivable 3,228 3,228 3,385 3,385

Financial liabilities:

Deposits:

Demand, savings, and insured money market
accounts 491,833 491,833 406,261 406,261

Time deposits 302,186 306,141 250,648 253,453

Securities sold under agreements to repurchase
55,061 57,864 63,413 65,009

Federal Home Loan Bank advances 20,000 21,180 20,000 21,739

Accrued interest payable 1,309 1,309 1,267 1,267

Dividends payable 881 881 875 875

(1) Fair value estimates are made at a specific point in time, based on relevant market information and
information about the financial instrument. These estimates are subjective in nature and involve
uncertainties and matters of significant judgement and, therefore, cannot be determined with
precision. Changes in assumptions could significantly affect the estimates.

The methods and assumptions used to estimate fair value are described as follows:

Carrying amount is the estimated fair value for cash and due from financial institutions, interest
bearing deposits, accrued interest receivable and payable, demand deposits, short-term debt, and
variable rate loans or deposits that reprice frequently and fully. The methods for determining the fair
values for securities were described previously. For fixed rate loans or deposits and for variable rate
loans or deposits with infrequent repricing or repricing limits, fair value is based on discounted cash
flows using current market rates applied to the estimated life and credit risk. Fair value of debt is
based on current rates for similar financing. It was not practicable to determine the fair value of FHLB
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stock due to restrictions placed on its transferability. The fair value of off-balance-sheet items is not
considered material.

5.	Business Combinations

Acquisition of Canton Bancorp, Inc.

On May 29, 2009, Chemung Financial Corporation acquired 100 percent of the outstanding shares of
Canton Bancorp, Inc. As a result of the acquisition, Chemung Financial expects to enhance its
relationship with the residents of northeastern Pennsylvania through its extensive menu of products
and services, combined with its high touch approach to quality customer service. The Corporation
also looks at the acquisition as an opportunity to market additional products and services to new
customers, including a full menu of Trust and Investment services.

Under the terms of the agreement, each shareholder of Canton Bancorp, Inc. received a cash payout of
$272 per share, totaling approximately $7.7 million. The total purchase price resulted in
approximately $1.1 million in goodwill and $116 thousand of other identifiable intangible assets.
Goodwill will not be amortized but instead evaluated periodically for impairment, consistent with
current accounting standards. Other identifiable intangible assets are being amortized using an
accelerated method over 7 years. None of the goodwill recognized is expected to be deductible for
income tax purposes. Other identifiable intangible assets are deductible for income tax purposes on a
straight-line basis over 15 years. Purchase accounting adjustments are subject to refinement as
management finalizes their fair value measurements, including their analysis of identifiable intangible
assets. Any resulting goodwill after refinement of the purchase accounting adjustments will relate to
the banking segment of the Corporation.

Net assets acquired at May 29, 2009 are shown in the table below (in thousands).

Cash and due from banks $ 10,528

Securities available for sale 5,525

Loans, net 59,002

Goodwill 1,121

Other identifiable intangible assets 116

Other assets 4,833

--------

Total assets acquired $ 81,125
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Deposits $ 71,687

Other liabilities 554

--------

Total liabilities assumed $ 72,241

Net assets acquired $ 8,884

========

The gross contractual amount receivable of loans acquired, excluding those loans
considered to be impaired, was $57.8 million, all of which is expected to be
collected.

Canton Bancorp,Inc.'s results of operations have been reflected in Chemung Financial Corporation's
consolidated statements of income beginning as of the acquisition date. As we merged the acquiree
into the business operations of Chemung Canal Trust Company as of the acquisition date, it is not
practicable to disclose the amount of revenue and earnings of the acquiree from the acquisition date
through September 30, 2009 as the amounts cannot be readily determined. Pro forma condensed
consolidated income statements for the nine months ended September 30, 2009 and 2008 as if the
merger occurred at the beginning of each period presented are as follows (in thousands):

Nine months Ended

September 30,
2009

September 30,
2008

-------------- -------------

Interest and dividend income $ 34,935 $ 37,731

Interest expense 9,437 13,405

-------- --------

Net interest income 25,498 24,326

Provision for loan losses 2,125 1,210
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-------- --------

Net interest income after provision for loan losses 23,373 23,116

Non-interest income 12,085 13,551

Non-interest expense 30,591 26,696

-------- --------

Income before income taxes 4,867 9,971

Income tax expense 1,264 3,281

-------- --------

Net income $ 3,603 $ 6,690

======== ========

Non-interest expense for the nine-month period ended September 30, 2009 includes $1.6 million of
combined one-time acquisition related expenses.

6.	Intangible Assets

Acquired intangible assets were as follows at September 30, 2009 and December 31, 2008:

At September 30, 2009 At December 31, 2008

----------------------------- ---------------------------

Carrying
Amount

Accumulated
Amortization

Carrying
Amount

Accumulated
Amortization

------------- ------------- ---------- -------------

Core deposit intangibles $ 7,140,066 $ 6,359,930 $ 7,024,461 $ 6,013,280

Other customer relationship
intangibles

6,133,116 1,333,481 6,133,116 939,803

------------ ----------- ------------ -----------

Carrying amount $ 13,273,182 $ 7,693,411 $ 13,157,577 $ 6,953,083

============ =========== ============ ============
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Aggregate amortization expense for the nine-month period ending September 30, 2009 was $740,328.

The remaining estimated aggregate amortization expense is listed below:

Year Estimated Expense

----- ------------------

2009 $ 192,978

2010 730,895

2011 680,439

2012 629,983

2013 521,196

2014 and thereafter 2,824,280

-----------

Total $ 5,579,771

============

7.	Comprehensive Income

Comprehensive income or loss of the Corporation represents net income plus other comprehensive income or loss,
which consists of the net change in unrealized holding gains or losses on securities available for sale and the change in
the funded status of the Corporation's defined benefit pension plan and other benefit plans, net of the related tax effect.
Accumulated other comprehensive income or loss represents the net unrealized holding gains or losses on securities
available for sale and the funded status of the Corporation's defined benefit pension plan and other benefit plans, as of
the consolidated balance sheet dates, net of the related tax effect.

Comprehensive income for the three and nine-month periods ended September 30, 2009 was $4,039,915 and
$6,166,987 respectively. Comprehensive income for the three and nine-month periods ended September 30, 2008 was
$1,851,300 and $2,728,665, respectively.

The following summarizes the components of other comprehensive (loss) income:

Other Comprehensive Income (Loss) Three Months Ended Nine-Months Ended

September 30, September 30,
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---------------- -----------------

2009 2008 2009 2008

------ ------ ------ ------

Change in unrealized gains (losses) on
securities available for sale $ 3,805,207 $ (903,052) $ 3,247,795 $(6,078,874)

Reclassification adjustment net (gains)
realized in net income - - (556,348) (589,456)

----------- ----------- ----------- ------------

Net unrealized gains (losses) 3,805,207 (903,052) 2,691,447 (6,668,330)

Tax effect 1,472,082 (349,353) 1,041,212 (2,579,710)

----------- ----------- ----------- ------------

Net of tax amount $ 2,333,125 $ (553,699) $ 1,650,235 $(4,088,620)

Change in funded status of defined
benefit pension plan and other benefit
plans

310,809 2,265 932,427 (257)

Tax effect 120,240 876 360,719 (100)

----------- ----------- ----------- ------------

Net of tax amount 190,569 1,389 571,708 (157)

----------- ----------- ----------- ------------

Total other comprehensive income
(loss)

$ 2,523,694 $ (552,310) $ 2,221,943 $(4,088,777)

=========== =========== =========== ===========

8.	Commitments and Contingencies

In the normal course of operations, the Corporation engages in a variety of financial transactions that, in accordance
with accounting principles generally accepted in the United States of America, are not recorded in the financial
statements. The Corporation is also a party to certain financial instruments with off-balance sheet risk such as
commitments under standby letters of credit, unused portions of lines of credit and commitments to fund new loans.
The Corporation's policy is to record such instruments when funded. These transactions involve, to varying degrees,
elements of credit, interest rate and liquidity risk. Such transactions are generally used by the Corporation to manage
clients' requests for funding and other client needs.
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9.	Securities

Amortized cost and estimated fair value of securities available for sale are as follows:

September 30, 2009

------------------

Amortized Cost Unrealized
Gains

Unrealized
Losses

Estimated Fair
Value

------------ ----------- ------------ ------------

Obligations of U.S. Government
and U.S. Government sponsored
enterprises

$ 68,638,526 $ 417,016 $ 64,509 $ 68,991,033

Mortgage-backed securities 99,263,446 2,869,537 8,484 102,124,499

Obligations of states and political
subdivisions 32,377,098 1,267,559 - 33,644,657

Trust Preferred securities 3,843,732 - 1,362,237 2,481,495

Corporate bonds and notes 11,748,121 533,261 118,750 12,162,632

Corporate stocks 825,605 4,648,017 20,372 5,453,250

------------ ----------- ----------- ------------

Total $216,696,528 $ 9,735,390 $ 1,574,352 $224,857,566

============ =========== =========== ============

December 31, 2008

------------------

Amortized Cost Unrealized
Gains

Unrealized
Losses

Estimated Fair
Value

----------- ------------ ------------ ------------

Obligations of U.S. Government
and U.S. Government sponsored
enterprises

$ 60,190,338 $ 1,353,160 $ - $ 61,543,499

Mortgage-backed securities 100,791,511 2,302,649 161,436 102,932,724

Obligations of states and political
subdivisions 16,264,746 239,458 84,220 16,419,984

Trust Preferred securities 4,809,523 - 1,524,523 3,285,000

Corporate bonds and notes 2,500,000 - 750,000 1,750,000

Corporate stocks 827,089 4,496,604 - 5,323,693

------------ ------------ ------------ ------------
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Total $185,383,207 $ 8,391,871 $2,520,179 $191,254,900

============ ============ ============ ============

Amortized cost and estimated fair value of securities held to maturity are as follows:

September 30,

2009

------------------

Amortized Cost Unrealized
Gains

Unrealized
Losses

Estimated Fair
Value

------------ ------------ ------------ ------------

Obligations of states and political
subdivisions $11,450,084 $ 591,904 $ - $12,041,988

----------- ----------- ----------- ------------

Total $11,450,084 $ 591,904 $ - $12,041,988

=========== =========== =========== ===========

December 31, 2008

-----------------

Amortized Cost Unrealized
Gains

Unrealized
Losses

Estimated Fair
Value

------------ ------------ ----------- ------------

Obligations of states and political
subdivisions $ 8,438,835 $ 775,952 $ - $ 9,214,787

----------- ----------- ----------- -----------

Total $ 8,438,835 $ 775,952 $ - $ 9,214,787

============ =========== =========== ===========

The amortized cost and estimated fair value of the investment securities portfolio are shown by
expected maturity. Expected maturities may differ from contractual maturities if borrowers have the
right to call or prepay obligations with or without call or prepayment penalties:

September 30, 2009

------------------

Available for Sale Held to Maturity

------------------ ------------------
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Amortized Fair Amortized Fair

Cost Value Cost Value

-------- --------- --------- ---------

Within One Year $ 54,631,023 $ 54,939,638 $ 6,601,523 $ 6,699,290

After One, But Within Five Years 124,660,034 128,405,342 3,307,081 3,580,774

After Five, But Within Ten Years 32,359,253 33,184,583 1,341,480 1,508,902

After Ten Years 4,220,613 2,874,753 200,000 253,022

------------ ------------- ----------- ------------

Total $215,870,923 $219,404,316 $ 11,450,084 $ 12,041,988

============ ============ =====
======

============

Proceeds from sales and calls of securities available for sale that resulted in realized gains were
$5,620,693 and $1,509,456 for the nine months ended September 30, 2009 and 2008, respectively.
Gross gains of $556,348 and $589,456 were realized on these sales and calls during 2009 and 2008,
respectively. There were no gross losses on these transactions during the nine-months ended
September 30, 2009 and 2008.

There were no proceeds from sales and calls of securities available for sale that resulted in realized
gains or losses for the three months ended September 30, 2009 and 2008, respectively.

The following table summarizes the investment securities available for sale and held to maturity with
unrealized losses at September 30, 2009 and December 31, 2008 by aggregated major security type
and length of time in a continues unrealized position:

Less than 12 months 12 months or longer Total

--------------------- -------------------- -----------

September 30,
2009

Fair Value Unrealized Fair Value Unrealized Fair Value Unrealized

Losses Losses Losses

------------ ---------- ----------- --------- ---------- ----------

Obligations of
U.S.Government
and U.S.
Government
sponsored
enterprises

$24,965,213 $ 64,509 $ - $ - $24,965,213 $ 64,509

Mortgage-backed
securities 2,210,838 274 1,941,845 8,210 4,152,683 8,484

Obligations of
states and - - - - - -
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political
subdivisions

Corporate bonds
and notes

- - 2,381,250 118,750 2,381,250 118,750

Trust preferred
securities 253,620 309,120 2,227,875 1,053,117 2,481,495 1,362,237

Corporate stocks 29,620 20,372 - - 29,620 20,372

------------ --------- ---------- --------- ---------- ----------

Total temporarily
impaired
securities

$27,459,291 $ 394,275 $ 6,550,970 $1,180,077 $34,010,261 $ 1,574,352

=========== ========== =========== ========= ========== ==========

Less than 12 months 12 months or longer Total

---------------------- -------------------- ------------

December 31,
2008

Fair Value Unrealized Fair Value Unrealized Fair Value Unrealized

Losses Losses Losses

----------- ----------- ----------- --------- ---------- ----------

Obligations of
U.S.Government
and US
Government
sponsored
enterprises

$ - $ - $ - $ - $ - $ -

Mortgage-backed
securities 2,178,309 29,993 6,445,524 131,442 8,623,833 161,435

Obligations of
states and
political
subdivisions

5,018,240
84,221 - - 5,018,240 84,221

Corporate bonds
and notes

1,750,000 750,000 - - 1,750,000 750,000

Trust preferred
securities 2,525,000 1,524,523 - - 2,525,000 1,524,523

Corporate stocks - - - - - -

---------- ---------- ----------- --------- ----------- ---------

Total temporarily
impaired
securities

$11,471,549 $ 2,388,737 $ 6,445,524 $ 131,442 $17,917,073 $ 2,520,179
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=========== =========== =========== ========= =========== ===========

Other-Than-Temporary-Impairment

Management evaluates securities for other-than-temporary impairment ("OTTI") at least on a
quarterly basis, and more frequently when economic or market conditions warrant such an evaluation.
The investment securities portfolio is evaluated for OTTI by segregating the portfolio into two general
segments and applying the appropriate OTTI model. Investment securities classified as available for
sale or held-to-maturity are generally evaluated for OTTI under Statement of Financial Accounting
Standards ("SFAS") No. 115, Accounting for Certain Investments in Debt and Equity Securities.
Certain purchased beneficial interests, which could include non-agency mortgage-backed securities,
asset-backed securities, and collateralized debt obligations, are evaluated using the model outlined in
EITF Issue No.99-20, Recognition of Interest Income and Impairment on Purchased Beneficial
Interests and Beneficial Interests that Continue to be Held by a Transfer in Securitized Financial
Assets.

In determining OTTI under the SFAS No. 115 model, management considers many factors, including:
(1) the length of time and the extent to which the fair value has been less than cost, (2) the financial
condition and near-term prospects of the issuer, (3) whether the market decline was affected by
macroeconomic conditions, and (4) whether the entity has the intent to sell the debt security or more
likely than not will be required to sell the debt security before its anticipated recovery. The
assessment of whether an other-than-temporary decline exists involves a high degree of subjectivity
and judgment and is based on the information available to management at a point in time.

The second segment of the portfolio uses the OTTI guidance provided by EITF 99-20 that is specific
to purchased beneficial interests. Under the EITF 99-20 model, the Corporation compares the present
value of the remaining cash flows as estimated at the preceding evaluation date to the current
expected remaining cash flows. An OTTI is deemed to have occurred if there has been an adverse
change in the remaining expected future cash flows.

When OTTI occurs under either model, the amount of the OTTI recognized in earnings depends on
whether an entity intends to sell the security or it is more likely than not it will be required to sell the
security before recovery of its amortized cost basis, less any current-period credit loss. If an entity
intends to sell or it is more likely than not it will be required to sell the security before recovery of its
amortized cost basis, less any current-period credit loss, the OTTI shall be recognized in earnings
equal to the entire difference between the investment's amortized cost basis and its fair value at the
balance sheet date. If an entity does not intend to sell the security and it is not more likely than not
that the entity will be required to sell the security before recovery of its amortized cost basis less any
current-period loss, the OTTI shall be separated into the amount representing the credit loss and the
amount related to all other factors. The amount of the total OTTI related to the credit loss is
determined based on the present value of cash flows expected to be collected and is recognized in
earnings. The amount of the total OTTI related to other factors is recognized in other comprehensive
income, net of applicable taxes. The previous amortized cost basis less the OTTI recognized in
earnings becomes the new amortized cost basis of the investment.
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As of September 30, 2009, the majority of the Corporation's unrealized losses in the investment
securities portfolio related to four trust preferred securities held. Two of these securities are single
issue trust preferred securities, both of which continue to be rated Baa1, which is defined as lower
medium credit quality by Moody's. The combined market value of these two securities was $1.5
million with unrealized losses of $405 thousand at September 30, 2009. The Corporation continues to
monitor these securities and believes there is no OTTI and does not have the intent to sell these
securities and it is likely that it will not be required to sell the securities before their anticipated
recovery.

The two other trust preferred securities held consist of investments in pooled trust preferred securities.
The decline in fair value on these securities is primarily attributable to the financial crisis and
resulting credit deterioration and financial condition of the underlying issuers, all of which are
financial institutions. This deterioration may affect the future receipt of both principal and interest
payments on these securities. This fact combined with the current illiquidity in the market makes it
unlikely that the Corporation would be able to recover its investment in these securities if the
securities were sold at this time.

Our analysis of these investments falls within the scope of EITF 99-20 and includes a total book value
of $2.0 million of collaterlized debt obligations ("CDO's") consisting of pooled trust preferred
securities. These securities were rated high quality at inception, but at September 30, 2009 Moody's
rated these securities both as Caa3, which is defined as substantial risk of default. The Corporation
uses the OTTI evaluation model to compare the present value of expected cash flows to the previous
estimate to determine if there are adverse changes in cash flows during the quarter. The OTTI model
considers the structure and term of the CDO and the financial condition of the underlying issuers.
Specifically, the model details interest rates, principal balances of note classes and underlying issuers,
the timing and amount of interest and principal payments of the underlying issuers, and the allocation
of the payments to the note classes. The current estimate of expected cash flows is based on the most
recent trustee reports and any other relevant market information including announcements of interest
payment deferrals or defaults of underlying trust preferred securities. Assumptions used in the model
include expected future default rates and prepayments. We assume no recoveries on defaults and treat
all interest payment deferrals as defaults. Upon completion of the September 30, 2009 analysis, our
model indicated other-than-temporary impairment on both of these securities, since both experienced
additional defaults or deferrals of underlying issuers during the period. For the quarter, OTTI losses
recognized in earnings totaled $428 thousand. Both of these securities remained classified as available
for sale and represented $957 thousand of the unrealized losses reported at September 30, 2009. Both
securities continue to accrue interest and payments continue to be made as agreed.

The table below presents a rollforward of the cumulative credit losses recognized in earnings
for the three-month period ended September 30, 2009:

Beginning balance, June 30, 2009 $1,352,998

Amounts related to credit loss for which an other-than-temporary impairment was not
previously recognized -
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Additions/Subtractions

Amounts realized for securities sold during the period -

Amounts related to securities for which the company intends to sell or that it will be
more likely than not that the company will be required to sell prior to recovery of
amortized cost basis -

Reductions for increase in cash flows expected to be collected that are recognized over
the remaining life of the security -

Increases to the amount related to the credit loss for which other-than- temporary was
previously recognized 428,205

-----------

Ending balance, September 30, 2009 $ 1,781,203

===========

10.	Loans and Allowance for Loan Losses

The composition of the loan portfolio is summarized as follows:

September 30, 2009 December 31, 2008

----------------- -----------------

Residential mortgages $ 163,803,588 $ 156,633,166

Commercial mortgages 116,381,892 91,881,682

Commercial, financial and agricultural 125,929,901 123,596,986

Indirect consumer loans 97,869,378 101,076,153

Consumer loans 101,233,974 91,997,167

------------- -------------

$ 605,218,733 $ 565,185,154

============= =============

The following table summarizes the Corporation's non-performing assets:

September 30, 2009 December 31, 2008

------------------ -----------------

Non-accrual loans $ 5,623,756 $ 2,822,115

Troubled debt restructurings 7,171,982 745,926
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Accruing loans past due 90 days or more 159,747 975,567

------------ -----------

Total non-performing loans $ 12,955,485 $ 4,543,608

Other real estate owned 607,128 323,521

------------ -----------

Total non-performing assets $ 13,562,613 $ 4,867,129

============ ===========

Activity in the allowance for loan losses was as follows:

Nine Months Ended September 30,

2009 2008

------ ------

Balance at beginning of period $ 9,105,517 $ 8,452,819

Provision charged to operations 2,075,000 850,000

Loans charged-off (1,202,225) (930,687)

Recoveries 188,962 371,954

------------ ------------

Balance at end of period $ 10,167,254 $ 8,744,086

============ ============

At September 30, 2009 and December 31, 2008, the recorded investment in loans that are considered
to be impaired totaled $10,136,772 and $2,690,174, respectively. Included in the September 30, 2009
amount are impaired loans of $2,458,763 for which an impairment allowance has been recognized.
The related impairment allowance was $1,134,534. The December 31, 2008 amount includes
$1,663,761 of impaired loans with a related impairment allowance of $1,276,359.

11.	Components of Quarterly Net Periodic Benefit Cost

Three Months Ended
September 30,

Nine Months Ended

September 30,

2009 2008 2009 2008

----- ----- ----- -----

Qualified Pension

Service cost, benefits earned during the
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period $ 219,500 $ 235,072 $ 658,500 $ 538,934

Interest cost on projected benefit
obligation 366,500 408,784 1,099,500 1,011,194

Expected return on plan assets (457,500) (830,870) (1,372,500) (2,026,744)

Amortization of unrecognized
transition obligation - 245 - 599

Amortization of unrecognized prior
service cost 22,250 27,256 66,750 66,504

Amortization of unrecognized net loss 310,500 - 931,500 -

---------- ----------- ----------- ------------

Net periodic pension expense
(benefit) $ 461,250 $ (159,513) $ 1,383,750

$ (409,513)

========== =========== =========== ============

Supplemental Pension

Service cost, benefits earned during the
period $ 9,013 $ 3,716 $ 22,399 $ 11,149

Interest cost on projected benefit
obligation 14,775 14,020 41,186 42,060

Expected return on plan assets - - - -

Amortization of unrecognized prior
service cost - 1 - 3

Amortization of unrecognized net loss 1,809 1,013 5,427 3,038

---------- ----------- ----------- ------------

Net periodic supplemental pension
expense $ 25,597 $ 18,750 $ 69,012 $ 56,250

========== =========== =========== ============

Postretirement, Medical and Life

Service cost, benefits earned during the
period $ 7,500 $ 7,750 $ 22,500 $ 23,250

Interest cost on projected benefit
obligation 18,750 18,500 56,250 55,500

Expected return on plan assets - - - -

Amortization of unrecognized prior
service cost (23,750) (24,250) (71,250) (72,750)

Amortization of unrecognized net gain - (2,000) - (6,000)

---------- ----------- ----------- ------------
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Net periodic postretirement, medical
and life expense $ 2,500 $ - $ 7,500 $ -

========== =========== =========== ============
12.	Segment Reporting

The Corporation manages its operations through two primary business segments: core banking and trust and
investment advisory services. The core banking segment provides revenues by attracting deposits from the general
public and using such funds to originate consumer, commercial, commercial real estate, and residential mortgage
loans, primarily in the Corporation's local markets and to invest in securities. The trust and investment advisory
services segment provides revenues by providing trust and investment advisory services to clients.

Summarized financial information concerning the Corporation's reportable segments and the reconciliation to the
Corporation's consolidated results is shown in the following table. Income taxes are allocated based on the separate
taxable income of each entity and indirect overhead expenses are allocated based on reasonable and equitable
allocations applicable to the reportable segment. Holding company amounts are the primary differences between
segment amounts and consolidated totals, and are reflected in the Holding Company and Other column below, along
with amounts to eliminate transactions between segments. (dollars in thousands)

Three Months Ended September 30, 2009 Nine Months Ended September 30, 2009

Core
Banking

Trust &
Investment
Advisory
Services

Holding
Company
And Other

Consolidated
Totals

Core
Banking

Trust &
Investment
Advisory
Services

Holding
Company
And Other

Consolidated
Totals

--------- ---------- --------- ------------ -------- ---------- ---------- ------------

Net
interest
income

$ 8,533 $ - $ 1 $ 8,534 $ 24,509 $ - $ 7 $ 24,516

Provision
for loan
losses

1,275 - - 1,275 2,075 - - 2,075

-------- ------- ------- -------- -------- ------- ------- --------

Net
interest
income
after
provision
for loan
losses 7,258 - 1 7,259

22,434 - 7 22,441

Other
operating

1,896 2,114 99 4,109 5,629 5,999 316 11,944
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income

Other
operating
expenses

7,340 1,797 121 9,258 23,207 5,347 446 29,000

-------- ------- ------- -------- -------- ------- -------- --------

Income
before
income
tax
expense 1,814 317 (21) 2,110

4,856 652 (123) 5,385

Income
tax
expense

498 123 (27) 594 1,288 252 (100) 1,440

-------- ------- -------- -------- -------- ------- -------- --------

Segment
net
income

$ 1,316 $ 194 $ 6 $ 1,516 $ 3,568 $ 400 $ (23) $ 3,945

======== ======= ======== ======== ======== ======= ======== ========

Segment
assets

$ 959,645 $ 5,825 $ 3,168 $968,638

======== ======= ======== ========

Three Months Ended September 30, 2008 Nine Months Ended September 30, 2008

Core
Banking

Trust &
Investment
Advisory
Services

Holding
Company
And Other

Consolidated
Totals

Core
Banking

Trust &
Investment
Advisory
Services

Holding
Company
And Other

Consolidated
Totals

--------- ---------- -------- ------------ -------- ---------- ---------- ------------

Net
interest
income $ 7,984 $ - 3 $ 7,987

$ 22,565 $ - $ 14 $ 22,579

Provision
for loan
losses 425 - - 425

850 - - 850

-------- ------- -------- -------- -------- ------ ------- --------
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Net
interest
income
after
provision
for loan
losses 7,559 - 3 7,562

21,715 - 14 21,729

Other
operating
income 2,475 1,614 97 4,186

7,772 5,109 377 13,258

Other
operating
expenses 6,558 1,436 139 8,133

19,607 4,836 380 24,823

-------- ------- -------- -------- -------- ------ ------- --------

Income
before
income
tax
expense 3,476 178 (39) 3,615

9,880 273 11 10,164

Income
tax
expense 1,173 69 (31) 1,211

3,285 106 (44) 3,347

-------- ------- -------- -------- -------- ------ ------- --------

Segment
net
income $ 2,303 $ 109 (8) $ 2,404

$ 6,595 $ 167 55 $ 6,817

======== ======= ======== ======== ======== ====== ======= ========

Segment
assets

$852,220 $7,208 $3,292 $862,720

======== ====== ======= ========

13.	Bank Owned Life Insurance

In conjunction with the Corporation's acquisition of Canton Bancorp, Inc. on May 29, 2009, the Corporation acquired
Bank Owned Life Insurance ("BOLI") on certain former key employees and directors of the Bank of Canton. BOLI is
recorded at the amount that can be realized under the insurance contracts at the balance sheet date, which is the cash
surrender value adjusted for other charges or other amounts due that are probable at settlement. Changes in the cash
surrender value are recorded in other income.
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Item 2:	Management's Discussion and Analysis of Financial Condition and Results of Operations

The review that follows focuses on the significant factors affecting the financial condition and results of operations of
the Corporation during the three and nine-month periods ended September 30, 2009, with comparisons to the
comparable periods in 2008, as applicable. The following discussion and the unaudited consolidated interim financial
statements and related notes included in this report, should be read in conjunction with our 2008 Annual Report on
Form 10-K, which was filed with the Securities and Exchange Commission on March 13, 2009. The results for the
periods presented are not necessarily indicative of results to be expected for the entire fiscal year or any other interim
period.

Forward-looking Statements

This discussion contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. The Corporation
intends its forward-looking statements to be covered by the safe harbor provisions for
forward-looking statements in these sections. All statements regarding the Corporation's
expected financial position and operating results, the Corporation's business strategy, the
Corporation's financial plans, forecasted demographic and economic trends relating to the
Corporation's industry and similar matters are forward-looking statements. These statements can
sometimes be identified by the Corporation's use of forward-looking words such as "may," "will,"
"anticipate," "estimate," "expect," or "intend." The Corporation cannot promise that its
expectations in such forward-looking statements will turn out to be correct. The Corporation's
actual results could be materially different from expectations because of various factors,
including changes in economic conditions or interest rates, credit risk, difficulties in
managing our growth, competition, changes in the regulatory environment, and changes in general
business and economic trends.

Critical Accounting Policies, Estimates and Risks and Uncertainties

Critical accounting policies include the areas where the Corporation has made what it considers
to be particularly difficult, subjective or complex judgments in making estimates, and where
these estimates can significantly affect the Corporation's financial results under different
assumptions and conditions. The Corporation prepares its financial statements in conformity with
accounting principles generally accepted in the United States of America. As a result, the
Corporation is required to make certain estimates, judgments and assumptions that it believes
are reasonable based upon the information available. These estimates, judgments and assumptions
affect the reported amounts of assets and liabilities at the date of the financial statement and
the reported amounts of revenue and expenses during the periods presented. Actual results could

be different from these estimates.

Management considers the accounting policy relating to the allowance for loan losses to be a
critical accounting policy given the inherent uncertainty in evaluating the level of the
allowance required to cover probable credit losses inherent in the loan portfolio, and the
material effect that such judgments can have on the Corporation's results of operations. While
management's current evaluation of the allowance for loan losses indicates that the allowance is
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adequate, under adversely different conditions or assumptions, the allowance would need to be
increased. For example, if historical loan loss experience significantly worsened or if current
economic conditions significantly deteriorated, additional provisions for loan losses would be
required to increase the allowance. In addition, the assumptions and estimates used in the
internal reviews of the Corporation's non-performing loans and potential problem loans, and the
associated evaluation of the related collateral coverage for these loans, has a significant
impact on the overall analysis of the adequacy of the allowance for loan losses. Real Estate
values in the Corporation's market area did not increase dramatically in the prior several
years, and, as a result, any declines in Real Estate values have been modest. While management
has concluded that the current evaluation of collateral values is reasonable under the
circumstances, if collateral evaluations were significantly lowered, the Corporation's allowance

for loan losses policy would also require additional provisions for loan losses.

Management also considers the accounting policy relating to other-than-temporary impairment
("OTTI") of investment securities to be a critical accounting policy. The determination of
whether a decline in market value is other-than-temporary is necessarily a matter of subjective
judgment. The timing and amount of any realized losses reported in the Company's financial
statements could vary if management's conclusions were to change as to whether an
other-than-temporary impairment exists. In April 2009, the FASB issued Staff Position (FSP) No.
115-2 and No. 124-2, Recognition and Presentation of Other-Than-Temporary Impairments, which
amends existing guidance for determining whether impairment is other-than-temporary for debt
securities. The FSP requires an entity to assess whether it intends to sell, or it is more
likely than not that it will be required to sell a security in an unrealized loss position
before recovery of its amortized cost basis. If either of these criteria is met, the entire
difference between amortized cost and fair value is recognized through a charge to earnings. For
those securities that do not meet the aforementioned criteria, such as those that management has
determined to be other-than-temporarily impaired, the amount of impairment charged to earnings
is limited to the amount related to credit losses, while impairment related to other factors is
recognized in other comprehensive income. This FSP was adopted by the Corporation on April 1,
2009. Through the period ended March 31, 2009, the Corporation had recognized cumulative OTTI
charges of $959 thousand on a collateralized debt obligation consisting of a pool of trust
preferred securities issued by financial institutions. Upon adoption of this FSP, $402 thousand
was reversed from the non-credit related portion of the cumulative OTTI charge, recognized as a
cumulative effect adjustment that increased retained earnings and decreased accumulated other
comprehensive income by $247 thousand, net of taxes. Following an updated impairment evaluation,
an additional $131 thousand OTTI charge to earnings related to the credit loss component of this
investment was recognized in the second quarter. Additionally, during the second quarter, it was
determined that a second collateralized debt obligation consisting of a pool of trust preferred
securities, for which no prior charges to earnings had been recognized, was
other-than-temporarily impaired, resulting in a $665 thousand charge to earnings related to the
credit loss component of this investment. Upon completion of an updated impairment evaluation in
the third quarter, the Corporation recognized an additional $428 thousand charge to earnings
related to the credit loss component of these investments.

Financial Condition

Consolidated assets at September 30, 2009 totaled $968.6 million, an increase of $130.3 million or 15.5% since
December 31, 2008. As discussed in greater detail below, this increase was due in large part to the Corporation's
acquisition of Canton Bancorp, Inc. ("Canton") on May 29, 2009, as well as organic deposit growth, and is reflected
principally in a $52.2 million increase in cash and cash equivalents, a $40.0 million increase in loans, net of deferred
fees and costs and unearned income, and a $36.6 million increase in investment securities.
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As noted above, total loans, net of deferred fees and costs and unearned income increased $40.0 million or 7.1% from
December 31, 2008 to September 30, 2009, principally due to the acquisition of Bank of Canton loans which totaled
$54.3 million at quarter-end. The most significant growth was in commercial loans (including commercial mortgages),
which increased $26.8 million, with $25.1 million of this increase associated with the Canton acquisition. Residential
mortgages increased $7.2 million, including Canton mortgages totaling $15.1 million at September 30, 2009. Total
consumer loans were up $6.0 million, principally due to an $8.5 million increase in home equity balances, with home
equity loans related to the acquisition totaling $11.4 million. Consumer installment loans were down $2.5 million as
$2.7 million in acquisition related loans were offset primarily by a reduced level of indirect automobile financing
activity. As can be seen from the above, excluding the acquisition of Canton loans, residential mortgages and home
equity balances would have decreased approximately $7.9 million and $2.9 million, respectively, due to a slowdown
in activity and higher payoffs related to increased refinancing activity in the current low rate environment.
Additionally, $11.3 million of newly originated mortgages were sold in the secondary market during the first nine
months of this year.

The composition of the loan portfolio is summarized as follows:

September 30, 2009 December 31, 2008

------------------ -----------------

Residential mortgages $163,803,588 $156,633,166

Commercial mortgages 116,381,892 91,881,682

Commercial, financial and agricultural 125,929.901 123,596,986

Indirect Consumer loans 97,869,378 101,076,153

Consumer loans 101,233,974 91,997,167

------------- -------------

$605,218,733 $565,185,154

============= =============

The available for sale segment of the securities portfolio totaled $224.9 million at September
30, 2009, an increase of $33.6 million or 17.6% from December 31, 2008. At amortized cost, the
available for sale portfolio increased approximately $31.3 million, including approximately $4.8
million of bond balances related to the Canton acquisition, with unrealized appreciation related
to the available for sale portfolio increasing $2.3 million. The increase in the available for
sale portfolio was principally due to a $16.1 million increase in municipal obligations, as well
as increases in corporate bonds and federal agency bonds of $9.2 million and $8.4 million,
respectively, offset in part by a $1.5 million decrease in mortgage-backed securities and a $965
thousand decrease in trust preferred securities. During the first nine months of this year, the
Corporation purchased approximately $15.9 million of available for sale municipal bonds and
acquired $1.4 million in the Canton acquisition. These increases were partially offset by
municipal bond maturities and principal payments totaling $1.2 million. The increase in
corporate bonds reflects purchases totaling $8.0 million and $1.7 million related to the Canton
acquisition, partially offset by a bond maturity. The increase in federal agency bonds reflects
purchases during the first nine months of this year totaling approximately $70.4 million and
$2.1 million of agency bonds acquired in the Canton acquisition, offset by maturities and calls
of approximately $64.1 million. Mortgage-backed securities decreased as paydowns during the
first nine months of this year exceeded purchases totaling $21.4 million, while the decrease in
trust preferred securities resulted from OTTI write-downs. U.S. Treasury bonds were unchanged as
purchases of $5.0 million were offset by the sale of a $5.0 million treasury bond in the first
quarter. The increase in unrealized appreciation related to the available for sale portfolio was
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due in large part to the impact of lower interest rates on bond portfolio values, as well as an
increase in unrealized gains on the Corporation's stock portfolio since year-end 2008. The held
to maturity portion of the portfolio, consisting of local municipal obligations, increased
approximately $3.0 million as purchases of $9.8 million were partially offset by maturities and
principal reductions totaling $6.8 million.

As noted above, cash and cash equivalents increased $52.2 million since December 31, 2008. As discussed below, this
increase reflects the significant increase in deposits since the beginning of this year related to both the Canton
acquisition as well as organic deposit growth. With this growth in deposits exceeding the increase in net loans and
securities, interest bearing deposits at other financial institutions increased $50.6 million, with the vast majority of
these funds held in an interest bearing account at the Federal Reserve Bank of New York. While we have purchased
approximately $130.6 million of securities during the first nine months of this year, we continue to evaluate
alternative investments of these funds with caution given the low interest rate environment and the inherent interest
rate risk associated with longer term securities portfolio investments.

Since December 31, 2008, total deposits have increased $137.1 million or 20.9% from $656.9 million to $794.0
million, with $73.1 million of this increase associated with the Canton acquisition, and $64.0 million due to internal
deposit growth. Non-interest bearing demand deposits increased $20.7 million, including demand deposit balances at
the three offices acquired from Canton totaling $9.3 million. A $116.4 million increase in interest bearing balances
was reflected primarily in a $51.5 million increase in time deposits and a $35.6 million increase in insured money
market ("IMMA") balances, as well as increases in savings and NOW balances totaling $14.0 million and $15.2
million, respectively. The increase in time deposits includes $50.6 million of time deposits associated with the Canton
acquisition, with the increase in insured money market accounts due in part to a $15.1 million increase in public fund
balances, as well as a $20.5 million increase in other IMMA balances, including $1.9 million in IMMA deposits
related to the Canton acquisition. The increase in savings account balances reflects approximately $8.0 million in
savings deposits at the three offices acquired from Canton, as well as an increase in other savings balances of $6.0
million, while the increase in NOW accounts was due principally to a $14.2 million increase in public fund balances
and $3.3 million related to the Canton acquisition, partially offset by a $2.3 million decrease in other NOW accounts.

Securities sold under agreements to repurchase decreased $8.4 million due to the payoff of a $10.0 million advance
that matured during the second quarter.

A $2.5 million decrease in other liabilities is primarily due to the payment of previously accrued income taxes.

Asset Quality

Non-performing loans at September 30, 2009 totaled $12.956 million as compared to $4.544 million
at December 31, 2008, an increase of $8.412 million. This increase was principally due to a
$6.426 million increase in troubled debt restructurings, as well as a $2.802 million increase in
non-accrual loans. The increase in troubled debt restructurings was due in large part to the
fact that during the second quarter commercial loans to one borrower totaling $6.310 million
were restructured due to working capital and cash flow difficulties experienced by the borrower.
Loans to this borrower carry guarantees of the United States Department of Agriculture ("USDA")
totaling $4.847 million, thereby reducing the Corporations exposure on these loans to $1.463
million. Excluding the guaranteed amount, non-performing loans would total $8.109 million. The
increase in non-accrual loans was due in large part to non-accrual commercial loans acquired in
the Canton acquisition totaling $1.557 million, as well as a $1.834 million increase in
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non-accrual residential mortgages, including $136 thousand of non-accrual mortgages acquired
from Canton. These increases were principally offset by a $387 thousand decrease in non-accrual
consumer installment loans. An $816 thousand decrease in accruing loans 90 days or more past due
was primarily due to a $762 thousand decrease in this category of residential mortgage
delinquencies as more mortgages were placed in non-accrual status during the first nine months
of this year, as well as a $50 thousand decrease in home equity delinquency. An increase in
Other Real Estate Owned ("OREO") of $283 thousand includes the addition of two properties

acquired in the Canton acquisition totaling $340 thousand.

The following table summarizes the Corporation's non-performing assets:

(dollars in thousands)
September 30, 2009 December 31, 2008

------------------ -----------------

Non-accrual loans $ 5,624 $ 2,822

Troubled debt restructurings 7,172 746

Accruing loans past due 90 days or more 160 976

-------- -------

Total non-performing loans $ 12,956 $ 4,544

Other real estate owned 607 324

-------- -------

Total non-performing assets $ 13,563 $ 4,868

======== =======

In addition to non-performing loans, as of September 30, 2009, the Corporation has identified commercial loan
relationships totaling $15.5 million in potential problem loans, as compared to $10.0 million at December 31, 2008.
This increase reflects the addition of $2.5 million of potential problem loans acquired in the Canton acquisition, as
well as a $3.0 million increase in other potential problem loans. This increase was principally due to the addition of
three commercial relationships totaling $4.9 million following the receipt of financial information indicating a
deteriorated financial condition, offset by payoffs and principal reductions on other potential problem loans. Potential
problem loans are loans that are currently performing, but where known information about possible credit problems of
the related borrowers causes management to have serious doubts as to the ability of such borrowers to comply with the
present loan repayment terms, and which may result in the disclosure of such loans as non-performing at some time in
the future. At the Corporation, potential problem loans are typically loans that are performing but are classified in the
Corporation's loan rating system as "substandard". Management cannot predict the extent to which economic
conditions may worsen, or other factors which may impact borrowers and the potential problem loans. Accordingly,
there can be no assurance that other loans will not become 90 days or more past due, be placed on non-accrual,
become restructured, or require increased allowance coverage and provisions for loan losses.
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Included in the Corporation's investment portfolio at September 30, 2009 are two collateralized debt obligations
consisting of pools of trust preferred securities issued by other financial institutions. While we continue to receive all
contractual payments on these securities, given the continued weakness in the economy, and the financial services
sector in particular, there can be no assurance that these securities will not become non-performing at some future
date.

Management's evaluation of the adequacy of the allowance for loan losses is performed on a periodic basis and takes
into consideration such factors as the historical loan loss experience, review of specific problem loans (including
evaluation of the underlying collateral), changes in the composition and volume of the loan portfolio, recent
charge-off experience, overall portfolio quality, and current economic conditions that may affect the borrowers' ability
to pay. Based upon an analysis of these factors, including the aforementioned increases in non-performing and
potential problem loans, and an increase in net consumer loan charge-offs as discussed below, the Corporation elected
to expense $1.275 million to the provision for loan losses during the third quarter of this year, an increase of $850
thousand compared to the corresponding period in 2008, with the year-to-date provision expense increasing $1.225
million from $850 thousand in 2008 to $2.075 million this year. At September 30, 2009, the Corporation's allowance
for loan losses totaled $10.167 million, resulting in a coverage ratio of allowance to non-performing loans of 78.48%.
However, excluding the aforementioned $4.847 USDA guaranteed portion of troubled debt restructurings, the
coverage ratio would be 125.40%. At September 30, 2009, the allowance for loan losses to total loans was 1.68%, as
compared to 1.61% as of December 31, 2008. The allowance for loan losses is an amount that management believes
will be adequate to absorb probable loan losses on existing loans. Net loan charge-offs for the first nine months of
2009 totaled $1.013 million compared to $559 thousand during the first nine months of last year. This increase was
principally due to a $458 thousand increase in net consumer loan charge-offs as well as a $14 thousand increase in
residential mortgage charge-offs, partially offset by an $18 thousand improvement in net commercial loan charge-offs.

Activity in the allowance for loan losses was as follows:

(dollars in thousands) Nine Months Ended September 30,

---------------------------

2009 2008

-------- --------

Balance at beginning of period $ 9,105 $ 8,453

Charge-offs:

Commercial, financial and agricultural (24) (249)

Commercial mortgages - -

Residential mortgages (14) -

Consumer loans (1,164) (682)

-------- --------

Total (1,202) (931)
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-------- --------

Recoveries:

Commercial, financial and agricultural 60 267

Commercial mortgages - -

Residential mortgages - -

Consumer loans 129 105

-------- --------

Total 189 372

-------- --------

Net charge-offs (1,013) (559)

Provision charged to operations 2,075 850

-------- --------

Balance at end of period $ 10,167 $ 8,744

======== ========

Results of Operations

Third Quarter of 2009 vs. Third Quarter of 2008

Net income for the third quarter of 2009 totaled $1.516 million as compared to third quarter 2008 net income of
$2.404 million, with earnings per share decreasing from $0.67 per share to $0.42 per share. This decrease in third
quarter net income was due in large part to an $850 thousand increase in the provision for loan losses and
other-than-temporary impairment charges on trust preferred securities pools totaling $428 thousand, as well as an
increase in operating expenses, partially offset by increases in net interest income and other non-interest income,
excluding OTTI charges.

Net interest income increased $548 thousand or 6.9% from $7.987 million during the third quarter of 2008 to $8.535
million during the third quarter of 2009, while the net interest margin decreased 25 basis points to 3.82%. The
increase in net interest income resulted principally from an increase in average earning assets and a 77 basis point
decrease in the average cost of interest-bearing liabilities, partially offset by an 84 basis point decrease in the average
yield on earning assets. As compared to the third quarter of last year, average earning assets increased $106.6 million
or 13.7%, with average fed funds sold and interest bearing deposits increasing $62.0 million, average investment
securities up $6.9 million and average loans increasing $37.6 million. The increase in average loans was due to loans
related to the May 2009 Canton acquisition, which averaged $56.0 million during the third quarter of this year, while
investment securities acquired in this acquisition averaged $4.8 million during the quarter. The increase in average fed
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funds sold and interest bearing deposits reflects the increase in liquidity associated with a significant increase in
average deposits. While on average, earning assets increased 13.7%, total interest and dividend income was down
$253 thousand or 2.2%, as the average yield on earning assets declined 84 basis points to 5.09%.

Total average funding liabilities, including non-interest bearing demand deposits, increased $105.8 million or 13.9%
compared to third quarter 2008 averages, due to a $133.6 million increase in average deposits, offset by $27.8 million
decrease in other borrowed funds. Approximately $74.0 million of the increase in average deposits was related to the
Canton acquisition. In total, average non-interest bearing deposits increased $22.2 million, while average
interest-bearing deposits increased $111.4 million. The increase in average interest-bearing deposits was reflected
primarily in higher average time and insured money market deposits of $49.8 million and $36.7 million, respectively.
Additionally, average savings and NOW account balances increased $18.2 million and $6.5 million, respectively. The
decrease in average other borrowings was due to a $17.8 million decrease in average short term borrowings under the
Corporation's line of credit with the FHLB and a $10.0 million decrease in securities sold under agreements to
repurchase. While total interest-bearing liabilities increased $83.5 million or 13.9%, interest expense decreased $801
thousand or 22.0%, as the average cost of interest-bearing liabilities decreased 77 basis points from 2.41% to 1.64%.

As discussed more fully under the "Asset Quality" section of this report, the $850 thousand increase in the provision
for loan losses as compared to the third quarter of 2008 was primarily due to increases in non-performing and
potential problem loans, as well as higher net consumer loan charge-off's, and reflects management's evaluation of the
adequacy of the allowance for loan losses based upon a number of factors, including an analysis of historical loss
factors, the evaluation of collateral, recent charge-off experience, overall credit quality, current economic conditions
and loan growth.

Non-interest income during the third quarter of 2009 compared to the third quarter of last year
decreased $77 thousand or 1.8%, due primarily to the above mentioned impairment charges. The
impairment charges are related to two collateralized debt obligations consisting of pools of
trust preferred securities issued by financial institutions. One of these investments was
initially determined to be OTTI during the fourth quarter of 2008, with impairment charges of
$803 thousand recognized during the fourth quarter of 2008, and additional impairment charges of
$156 thousand and $131 thousand recognized in the first and second quarters of this year,
respectively. Following an updated impairment evaluation in the third quarter, an additional
$312 thousand impairment charge to earnings was recognized on this investment. A second trust
preferred pool was initially determined to be OTTI in the second quarter of this year resulting
in a $665 thousand impairment charge to earnings being recognized in that quarter. Following an
updated third quarter impairment analysis, an additional $116 thousand impairment charge was
recognized on this investment. While we continue to receive all contractual payments on these
investments, the impairment charges are based upon discounted cash flow analysis with several
factors considered, including higher defaults and deferrals by the issuers of the underlying
securities, assumed future default rates, downgrades by rating agencies and the continued
weakness in the U.S. economy, and the financial services sector in particular. Excluding the
impairment charges, all other non-interest income increased $351 thousand or 8.4%, principally
due to a $500 thousand increase in Trust and Investment Center fee income, as well as increases
in check card interchange fee income and service charges on deposit accounts totaling $170
thousand and $91 thousand, respectively. The increase in Trust and Investment Center fee income
was in large part due to higher estate fee accruals. These increases were somewhat offset
principally by a $390 thousand decrease in credit card merchant earnings due to the sale of the
Corporation's credit card merchant processing business in the fourth quarter of 2008. This
decrease was however offset by a $388 thousand reduction in processing expenses related to this
business.
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Third quarter 2009 operating expenses increased $1.125 million or 13.8% from the comparable period last year, due in
large part to a $657 thousand increase in pension and other employee benefits, a $310 thousand increase in salaries
and wages, a $262 thousand increase in FDIC insurance costs and a $93 thousand increase in net occupancy costs. The
increase in pension and other employee benefits was principally due to a $621 thousand increase in periodic pension
expense due in large part to a decrease in the fair value of plan assets during 2008, impacted by the overall market
decline, while the increase in salaries and wages reflects merit increases over the past year as well as the addition to
staff resulting from the Canton acquisition. The increase in net occupancy costs is also largely related to this
acquisition. These increases were somewhat offset primarily by the above mentioned $388 thousand decrease in credit
card merchant processing costs.

A $617 thousand decrease in income tax expense and the decrease in the effective tax rate from 33.5% in the third
quarter of 2008 to 28.2% in the third quarter of this year resulted from a decrease in pre-tax income as well as an
increase in the relative percentage of tax-exempt income to pre-tax income.

Year-To Date 2009 vs. Year-To-Date 2008

Net income for the nine-month period ended September 30, 2009 totaled $3.945 million, a decrease of $2.872 million
compared to the corresponding period in 2008. Earnings per share decreased from $1.90 per share to $1.10 per share.
This decrease in year over year net income was significantly impacted by OTTI charges totaling $1.380 million,
one-time costs related to the Canton acquisition totaling $1.250 million, a $1.225 million increase in the provision for
loan losses and a second quarter $439 thousand special FDIC assessment. The after-tax impact on net income of these
items totaled approximately $2.633 million or $0.73 per share.

Net interest income increased $1.937 million or 8.6%, with the net interest margin decreasing 10 basis point to 3.91%.
This improvement in net interest income resulted from an increase in average earning assets and a 86 basis point
decrease in the average cost of interest-bearing liabilities, offset to some extent by a 76 basis point decrease in the
average yield on earning assets. As compared to the first nine months of last year, average earning assets increased
$86.1 million or 11.5%, with average fed funds sold and interest bearing deposits up $43.3 million, and average loans
and securities increasing $22.9 million and $19.9 million, respectively. Approximately $25.9 million of the increase in
average loans was related to the Canton acquisition. While on average, earning assets increased 11.5%, total interest
and dividend income was down $890 thousand or 2.6%, as the average yield on earning assets decreased 76 basis
points to 5.30%.

Total average funding liabilities, including non-interest bearing demand deposits, increased $85.2 million or 11.6%
compared to year-to-date 2008 averages, due to an increase in average deposits of $90.2 million, partially offset by a
$5.0 million decrease in average other borrowed funds. Approximately $33.8 million of the increase in average
deposits was related to the Canton acquisition. In total, average non-interest bearing deposits increased $16.7 million,
while average interest-bearing deposits increased $73.5 million. The increase in average interest-bearing deposits was
reflected primarily in higher average insured money market and time deposits of $31.0 million and $21.6 million,
respectively. Additionally, average savings and NOW account balances increased $15.3 million and $5.6 million,
respectively. The decrease in average other borrowings was due to a $15.6 million decrease in average short term
borrowings under the Corporation's line of credit with the FHLB, somewhat offset by a $10.6 million increase in
average securities sold under agreements to repurchase. While average interest-bearing liabilities increased $68.5
million or 11.9%, interest expense decreased $2.827 million or 24.6%, as the average cost of interest-bearing
liabilities decreased 86 basis points from 2.66% to 1.80%.
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As discussed more fully under the "Asset Quality" section of this report, a $1.225 million increase in the provision for
loan losses as compared to the first nine months of 2008 was principally due to an increase in non-performing and
potential problem loans, as well as higher net consumer loan charge-off's, and reflects management's evaluation of the
adequacy of the allowance for loan losses based upon a number of factors, including an analysis of historical loss
factors, the evaluation of collateral, recent charge-off experience, overall credit quality, current economic conditions
and loan growth.

Non-interest income for the first nine months of 2009 was $1.314 million or 9.9% lower than the
comparable period last year. This decrease was due in large part to the aforementioned $1.380
million increase in OTTI charges recognized on two collateralized debt obligations consisting of
pools of trust preferred securities issued by other financial institutions. With the exception
of these OTTI charges, all other non-interest income was up $66 thousand or 0.5%, principally
due to an $890 thousand increase in Trust and Investment Center fee income and a $258 thousand
increase in check card interchange fee income, as well as a $163 thousand increase in gains and
fee income recognized on the sale of residential mortgages. These increases were somewhat offset
primarily by a $1.060 million decrease in credit card merchant earnings resulting from the sale
of the Corporation's credit card merchant processing business in the fourth quarter of 2008, as
well as a $109 thousand decrease in revenue from the Corporation's equity investment in Cephas
Capital Partners, LP.

Operating expenses for the first nine months of this year increased $4.177 million or 16.8%, with $1.250 million of
this increase related to the above mentioned one-time costs associated with the Canton acquisition, and the second
quarter 2009 $439 thousand special FDIC assessment. Other items having the greatest impact on the total expense
increase include a $2.001 million increase in pension and other employee benefits, a $787 thousand increase in
salaries and wages, a $709 thousand increase in regular quarterly FDIC premiums and a $214 thousand increase in net
occupancy costs. The increase in pension and other employee benefits was principally due to a $1.793 million increase
in periodic pension expense and a $149 thousand increase in health insurance expense. The increase in salaries and
wages was principally due to merit increases over the past year, as well as additions to staff from the Manufacturers
and Traders Trust Company ("M&T") branch acquisition in March of last year and the Canton acquisition in May of
this year, while the increase in net occupancy costs was also principally related to those acquisitions. The above
increases were partially offset by a $1.049 million decrease in credit card merchant processing costs as well as a $194
thousand decrease in amortization of intangible assets, as during the first quarter of 2008 the Corporation had
accelerated the amortization of the intangible asset related to the purchase of trust relationships from Partners Trust
Bank in light of the closing of a large account during that quarter.

The $1.907 million decrease in income tax expense and the decrease in the effective tax rate from 32.9% for the first
nine months of 2008 to 26.7% for the first nine months of this year were primarily due to a decrease in pre-tax
income, as well as an increase in the relative percentage of tax-exempt income to pre-tax income.

Average Consolidated Balance Sheet and Interest Analysis

(dollars in thousands)

Nine Months Ended

September 30, 2009

Nine Months Ended
September 30, 2008

Three Months Ended
September 30, 2009

Three Months Ended
September 30, 2008
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Assets
Average
Balance Interest

Yield/
Rate

Average
Balance Interest

Yield/
Rate

Average
Balance Interest

Yield/
Rate

Average
Balance Interest

Yield/
Rate

Earning assets:

Loans $582,539 $26,882 6.17% $559,629 $27,613 6.59% $607,864 $9,349 6.10% $570,252 $9,271 6.47%

Taxable securities 171,461 5,398 4.21% 165,801 5,798 4.67% 173,285 1,682 3.85% 184,739 2,139 4.61%

Tax-exempt
securities

35,361 824 3.12% 21,140 586 3.70% 43,381 309 2.83% 24,998 220 3.51%

Federal funds sold 646 1 0.25% 3,858 68 2.35% - - - 130 1 1.72%

Interest-bearing
deposits

47,627 88 0.25% 1,114 18 2.10% 62,486 39 0.25% 343 1 1.68%

Total earning assets 837,634 33,193 5.30% 751,542 34,083 6.06% 887,016 11,379 5.09% 780,462 11,632 5.93%

Non-earning assets:

Cash and due from
banks

21,753 24,406 21,681 25,180

Premises and
equipment, net

25,203 23,474 25,546 23,647

Other assets 32,757 35,545 35,082 37,826

Allowance for loan
losses

(9,241) (8,514) (9,266) (8,551)

AFS valuation
allowance

5,065 6,033 5,299 1,718

Total $913,171 $832,486 $965,358 $860,282

Liabilities and
Shareholders'
Equity

Interest-bearing
liabilities:

Interest-bearing
demand
deposits

46,124 60 0.17% 40,565 188 0.62% 48,580 17 0.14% 42,060 60 0.57%
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Savings and insured
money
market deposits

238,340 1,066 0.60% 192,033 1,640 1.14% 254,952 330 0.51% 199,981 514 1.02%

Time deposits 280,932 5,352 2.55% 259,343 7,235 3.73% 306,624 1,790 2.32% 256,790 2,168 3.36%

Federal Home Loan
Bank
advances and
securities
sold under
agreements to
repurchase

80,295 2,199 3.66% 85,275 2,441 3.82% 75,899 707 3.70% 103,696 903 3.46%

Total
interest-bearing
liabilities

645,691 8,677 1.80% 577,216 11,504 2.66% 686,055 2,844 1.64% 602,527 3,645 2.41%

Non-interest-bearing
liabilities:

Demand deposits 171,452 154,751 181,587 159,355

Other liabilities 11,561 11,275 12,389 10,505

Total liabilities 828,704 743,242 880,031 772,387

Shareholders' equity 84,467 89,244 85,327 87,895

Total $913,171 $832,486 $965,358 $860,282

Net interest income $24,516 $22,579 $8,535 $7,987

Net interest rate
spread

3.50% 3.40% 3.45% 3.52%

Net interest margin 3.91% 4.01% 3.82% 4.07%

The following table sets forth for the periods indicated, a summary of the changes in interest and dividends earned and
interest paid resulting from changes in volume and changes in rates (dollars in thousands):

Nine Months Ended September 30,
2009 Compared to Nine Months

Ended September 30, 2008

Three Months Ended September 30,
2009 Compared to Three Months

Ended September 30, 2008

Increase (Decrease) Due to (1) Increase (Decrease) Due to (1)

Volume Rate Net Volume Rate Net
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------- ----- ----- ------ ----- -----

Interest and dividends earned
on:

Loans 1,091 (1,822) (731) 608 (530) 78

Taxable securities 191 (591) (400) (125) (332) (457)

Tax-exempt securities 343 (105) 238 138 (49) 89

Federal funds sold (33) (34) (67) (1) - (1)

Interest-bearing deposits 99 (29) 70 40 (2) 38

Total earning assets 3,652 (4,542) (890) 1,497 (1,750) (253)

Interest paid on:

Demand deposits 23 (151) (128) 8 (51) (43)

Savings and insured money
market deposits 331 (905) (574) 117 (301) (184)

Time deposits 561 (2,444) (1,883) 374 (752) (378)

Federal Home Loan Bank
advances and securities sold
under agreements to repurchase (140) (102) (242) (254) 58 (196)

Total interest-bearing liabilities
1,243 (4,070) (2,827) 462 (1,263) (801)

Net interest income 2,409 (472) 1,937 1,035 (487) 548

The change in interest due to both rate and volume has been allocated to volume and rate changes in proportion to
the relationship of the absolute dollar amounts of the change in each.

Liquidity and Capital Resources

Liquidity management involves the ability to meet the cash flow requirements of deposit customers, borrowers, and
the operating, investing, and financing activities of the Corporation. The Corporation uses a variety of resources to
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meet its liquidity needs. These include short term investments, cash flow from lending and investing activities, core
deposit growth and non-core funding sources, such as time deposits of $100,000 or more, securities sold under
agreements to repurchase and other borrowings.

The Corporation is a member of the Federal Home Loan Bank of New York ("FHLB") which allows it to access
borrowings which enhance management's ability to satisfy future liquidity needs. At September 30, 2009, the
Corporation maintained a $175.8 million line of credit with the FHLB, as compared to $165.7 million at September
30, 2008.

During the first nine months of 2009, cash and cash equivalents increased $52.2 million compared to a decrease of
$1.9 million during the first nine months of last year. In addition to cash provided by operating activities, other major
sources of cash during the first nine months of 2009 included proceeds from sales, maturities and principal reductions
on securities totaling $101.0 million, a $64.7 million increase in deposits and an $18.4 million decrease in loans.
Proceeds from the above were used principally to fund purchases of securities totaling $130.7 million, an $8.4 million
reduction in securities sold under agreements to repurchase and $7.7 million to purchase Canton Bancorp, Inc. In this
transaction, the Corporation acquired approximately $59.0 million of loans, $10.5 million in cash and cash
equivalents, $5.5 million of securities and other assets totaling approximately $4.8 million, and assumed deposits and
other liabilities totaling $71.7 million and $553 thousand, respectively. Other significant uses of cash during the first
nine months of this year included the payment of cash dividends in the amount of $2.6 million and purchases of fixed
assets totaling $1.5 million.

In addition to cash provided by operating activities, a major source of cash in the first nine months of 2008 was the net
cash received in the M&T branch acquisition totaling $43.5 million. The major factors netting to this included cash
received for the deposits assumed totaling $64.6 million, which was offset primarily by the purchase of $12.6 million
of loans, the payment of an $8.4 million premium for the deposits assumed, and the purchase of fixed assets totaling
$120 thousand. Other primary sources of cash during the first nine months of 2008 included proceeds from maturities
and principal payments on securities totaling $59.2 million, a $33.6 million increase in securities sold under
agreements to repurchase, a $19.6 million increase in other deposits and $1.8 million in net redemptions of FHLB and
Federal Reserve Bank stock. Proceeds from the above were used primarily to fund purchases of securities totaling
$99.7 million, a $41.3 million net reduction of FHLB advances, a $25.9 million net increase in loans, payment of cash
dividends totaling $2.6 million and the purchase of fixed assets in the amount of $2.5 million.

As of September 30, 2009, the Corporation's consolidated leverage ratio was 7.91%. The Tier I and Total Risk
Adjusted Capital ratios were 11.36% and 12.94%, respectively. All of the above ratios are in excess of the
requirements for being considered "well capitalized" by the FDIC, the Federal Reserve and the New York State
Banking Department.

During the first nine months of 2009, the Corporation declared cash dividends of $0.75 per share, unchanged from the
dividends declared during the first nine months of 2008.

When shares of the Corporation become available in the market, we may purchase them after careful consideration of
our capital position. On November 19, 2008, the Corporation's Board of Directors authorized the repurchase of up to
90,000 shares over a one year period, either through open market or privately negotiated transactions. During the first
nine months of 2009, the Corporation purchased 5,300 shares at an average price of $19.76 per share. As of
September 30, 2009, a total of 14,436 shares had been purchased since the inception of the announced repurchase
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program. Additionally, during the first nine months of 2009, 26,381 shares were re-issued from treasury to fund the
stock component of directors' 2008 compensation, the stock component of an executive officer's 2008 bonus, a
distribution under the Corporation's directors' deferred compensation plan and funding for the Corporation's profit
sharing, savings and investment plan.

Interest Rate Risk

As intermediaries between borrowers and savers, commercial banks incur both interest rate risk and liquidity risk. The
Corporation's Asset/Liability Committee ("ALCO") has the strategic responsibility for setting the policy guidelines on
acceptable exposure to these areas. These guidelines contain specific measures and limits regarding these risks, which
are monitored on a regular basis. The ALCO is made up of the president and chief executive officer, two executive
vice presidents, chief financial officer, asset liability management officer, senior marketing officer, and others
representing key functions.

The ALCO is also responsible for supervising the preparation and annual revisions of the
financial segments of the annual budget, which is built upon the committee's economic and
interest-rate assumptions. It is the responsibility of the ALCO to modify prudently the
Corporation's asset/liability policies.

Interest rate risk is the risk that net interest income will fluctuate as a result of a change
in interest rates. It is the assumption of interest rate risk, along with credit risk, that
drives the net interest margin of a financial institution. For that reason, the ALCO has
established tolerance limits based upon a 200-basis point change in interest rates. At September
30, 2009, it is estimated that an immediate 200-basis point decrease in interest rates would
negatively impact the next 12 months net interest income by 9.57% and an immediate 200-basis
point increase would negatively impact the next 12 months net interest income by 0.99%. Both are
within the Corporation's policy guideline of 15% established by ALCO.

A related component of interest rate risk is the expectation that the market value of our capital account will fluctuate
with changes in interest rates. This component is a direct corollary to the earnings-impact component: an institution
exposed to earnings erosion is also exposed to shrinkage in market value. At September 30, 2009, it is estimated that
an immediate 200-basis point decrease in interest rates would negatively impact the market value of our capital
account by 12.58% and an immediate 200-basis point increase in interest rates would negatively impact the market
value by 4.96%. Both are within the established tolerance limit of 15%.

Management does recognize the need for certain hedging strategies during periods of anticipated
higher fluctuations in interest rates and the Board-approved Funds Management Policy provides
for limited use of certain derivatives in asset liability management. These strategies were not
employed during the first nine months of 2009.

Item 3:	Quantitative and Qualitative Disclosures About Market Risk

Information required by this Item is set forth herein in Management's Discussion and Analysis of Financial Condition
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and Results of Operations under the heading "Interest Rate Risk."

Item 4:	Controls and Procedures

The Corporation's management, with the participation of our President and Chief Executive Officer, who is the
Corporation's principal executive officer, and our Treasurer and Chief Financial Officer, who is the Corporation's
principal financial officer, has evaluated the effectiveness of the Corporation's disclosure controls and procedures as
of September 30, 2009. Based upon that evaluation, the President and Chief Executive Officer and the Treasurer and
Chief Financial Officer have concluded that the Corporation's disclosure controls and procedures are effective as of
September 30, 2009.

During the second fiscal quarter, there have been no changes in the Corporation's internal control over financial
reporting that have materially affected, or that are reasonably likely to materially affect, the Corporation's internal
control over financial reporting.

P A R T
II.

OTHER INFORMATION

Item 1A. Risk Factors

There have been no material changes in the risk factors set forth in the Corporation's Annual Report on
Form 10-K for the year ended December 31, 2008.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

(c) Issuer Purchases of Equity Securities

Period

Total number of
shares purchased

Average price
paid per share

Total number of
shares purchased
as part of publicly
announced plans

or programs

Maximum
number of shares
that may yet be
purchased under

the plans or
programs

7/1/09-7/31/09 - $ - - 76,569

8/1/09-8/31/09 1,000 20.25 1,000 75,569

9/1/09-9/30/09 5 20.00 5 75,564

------- ------ ------ -------

Quarter ended
9/30/09 1,005 $20.25 1,005 75,564

====== ====== ====== =======

Edgar Filing: NATIONAL RETAIL PROPERTIES, INC. - Form 10-Q

Table of Contents 43



(1) On November 19, 2008, the Corporation announced that its Board of Directors had authorized the repurchase of
up to 90,000 shares, or approximately 2.6% of the Corporation's then outstanding common stock over a twelve
month period, expiring November 19, 2009. This program replaced the share repurchase program that had been
approved in November of 2006, and expired in November 2008. Purchases will be made from time to time on the
open-market or in private negotiated transactions, and will be at the discretion of management. All 1,005 of the
shares refererred to were privately negotiated transactions.

P A R T
II.

OTHER INFORMATION

ITEM 6. EXHIBITS

The Corporation files herewith the following exhibits:

3.1

Amended and Restated Bylaws of the Registrant, as amended to October 21, 2009.

31.1 Certification of President and Chief Executive Officer of the Registrant pursuant to Rule 13a-14(a)
under the Securities Exchange Act of 1934.

31.2 Certification of Treasurer and Chief Financial Officer of the Registrant pursuant to Rule 13a-14(a)
under the Securities Exchange Act of 1934.

32.1 Certification of President and Chief Executive Officer of the Registrant pursuant to Rule 13a-14(b)
under the Securities Exchange Act of 1934 and 19 U.S.C. 1350.

32.2 Certification of Treasurer and Chief Financial Officer of the Registrant pursuant to Rule 13a-14(b)
under the Securities Exchange Act of 1934 and 19 U.S.C. 1350.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

CHEMUNG FINANCIAL CORPORATION

DATE: November 9, 2009 /s/ Ronald M. Bentley

Ronald M. Bentley
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President & CEO

DATE: November 9, 2009 /s/ John R. Battersby Jr.

John R. Battersby Jr.

Treasurer & CFO

FORM 10 - Q

QUARTERLY REPORT

EXHIBIT INDEX

FOR THE PERIOD ENDING September 30, 2009

CHEMUNG FINANCIAL CORPORATION

ELMIRA, NEW YORK

3.1 Amended and Restated Bylaws of the Registrant, as amended to October 21, 2009.

31.1 Certification of President and Chief Executive Officer of the Registrant pursuant to Rule
13a-14(a) under the Securities Exchange Act of 1934.

31.2 Certification of Treasurer and Chief Financial Officer of the Registrant pursuant to Rule
13a-14(a) under the Securities Exchange Act of 1934.

32.1 Certification of President and Chief Executive Officer of the Registrant pursuant to Rule
13a-14(b) under the Securities Exchange Act of 1934 and 19 U.S.C. 1350.

32.2 Certification of Treasurer and Chief Financial Officer of the Registrant pursuant to Rule
13a-14(b) under the Securities Exchange Act of 1934 and 19 U.S.C. 1350.
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