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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s Proxy Statement retatb the registrant’s 2008 Annual Meeting of Shalders, to be held on April 23, 2009,
which will be subsequently filed with the Secustiend Exchange Commission within 120 days afteetiteof the fiscal year to which this
Report relates, are incorporated by referenceRatt Il of this Annual Report on Form 10-K whenglicated.
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PART |

FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K may contain cerfaimvard-looking statements within the meaning et®n 27A of the Securities Act of
1933, as amended (the “Securities Act”), and SeQ@ItE of the Securities Exchange Act of 1934, asratad (the “Exchange Act”), that
involve substantial risks and uncertainties. Wheaduin this report, or in the documents incorpatdte reference herein, the words
“anticipate,” “believe,” “estimate,” “expect,” “imnd,” “may,” “plan,” “seek,” and similar express®identify such forward-looking statements.
These forward-looking statements include statenregtarding the business plans, prospects, growttoparating strategies of Evans Bancorp,
Inc. (the “Company”), statements regarding the tagselity of the Company’s loan and investment folids, and estimates of the Company’s
risks and future costs and benefits.

These forward-looking statements are based laelje expectations of the Company’s managemenaansdubject to a number of risks and
uncertainties, including but not limited to genezabnomic conditions, either nationally or in then@pbany’s market areas, that are worse than
expected; increased competition among depositoogtar financial institutions; inflation and chasga the interest rate environment that
reduce the Company’s margins or reduce the faurevaf financial instruments; changes in laws orggoment regulations affecting financial
institutions, including changes in regulatory faesl capital requirements; the Company’s abilitgter new markets successfully and
capitalize on growth opportunities; the Companygity to successfully integrate acquired entitielsanges in accounting pronouncements and
practices, as adopted by financial institution tatpry agencies, the Financial Accounting Stand&ualsrd (“FASB”) and the Public Company
Accounting Oversight Board; changes in consumendipg, borrowing and saving habits; changes inGbmpany’s organization,
compensation and benefit plans; and other factsmugsed elsewhere in this Annual Report on Fori,18s well as in the Company’s
periodic reports filed with the Securities and Exate Commission (the “SEC”). Many of these facaesbeyond the Company’s control and
are difficult to predict.

Because of these and other uncertainties, the Quyrgactual results, performance or achievementtdadiffer materially from those
contemplated, expressed or implied by the forwankihg statements contained herein. Forward-looktagements speak only as of the date
they are made. The Company undertakes no obligtgipablicly update or revise forward-looking infioation, whether as a result of new,
updated information, future events or otherwise.

Item 1. BUSINESS
EVANS BANCORP, INC.

Evans Bancorp, Inc. (the “Company”) is a New Yousimess corporation which is registered as a filmhholding company under the Bank
Holding Company Act of 1956, as amended (the “BHEAhe principal offices of the Company are locaaéd4-16 North Main Street,
Angola, New York 14006 and its telephone numbéri) 926-2000. The Company was incorporated oolict28, 1988, but the continuity
of its banking business is traced to the orgaropatif the Evans National Bank of Angola on Jandyy1920. Except as the context otherwise
requires, the Company and its direct and indirabsgliaries are collectively referred to in thigg@e as the “Company.” The Company’s
common stock is traded on The NASDAQ Global Madettem under the symbol “EVBN.”

At December 31, 2008, the Company had consolidatatiassets of $529.0 million, deposits of $404illion and stockholders’ equity of
$45.9 million.

The Companys primary business is the operation of its subs&salt does not engage in any other substantisinless activities. The Comp:
has two direct wholly-owned subsidiaries: (1) EvBasik, N.A. (“Evans Bank” or the “Bank”), which pridles a full range of banking services
to consumer and commercial customers in Western Xak; and (2) Evans National Financial Services, ("ENFS”), which owns 100% of
the common stock of The Evans Agency, Inc. (“TEAihich sells various premium-based insurance psioin a commission basis. At
December 31, 2008, the Bank represented 97.6% BirGEepresented 2.4% of the consolidated asséte @@ompany. Further discussion of
our segments is included in Note 17 to the Compa@ynsolidated Financial Statements included uhéer 8 of this Annual Report on Form
10-K.

Evans Bank

The Bank is a nationally chartered bank that rekétadquarters and a full-service banking offickdailorth Main Street, Angola, New York,
and a total of twelve full-service banking offidasErie County and Chautauqua County, New York.
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At December 31, 2008, the Bank had total asse$& 6.4 million, security investments of $75.8 noifij net loans of $401.6 million, deposits
of $404.0 million and stockholders’ equity of $4@n@lion, compared to total assets of $430.2 millisecurity investments of $72.4 million,
net loans of $319.6 million, deposits of $325.8limml and stockholders’ equity of $35.8 million ae@mber 31, 2007. The Bank’s principal
source of funding is deposits, which it reinvestshie community in the form of loans and investraemhe Bank offers deposit products, wt
include checking and NOW accounts, savings accoantscertificates of deposit. The Bank’s depaaitsinsured up to the maximum
permitted by the Bank Insurance Fund (the “Insuedfgnd”) of the Federal Deposit Insurance CorponatiFDIC”). The Bank offers a varie
of loan products to its customers, including contigrand consumer loans and leases and commentlakaidential mortgage loans.

As is the case with banking institutions generdty, Bank’s operations are significantly influendsdgeneral economic conditions and by
related monetary and fiscal policies of bankingutatpry agencies, including the Federal Reserve®&RB”) and FDIC. The Bank is also
subject to the supervision, regulation and exarionaif the Office of the Comptroller of the Currgnaf the United States of America (the
“OCC").

Other Subsidiaries
In addition to the Bank, the Company has the foilgndirect and indirect wholly-owned subsidiaries:

Evans National Leasing, Inc(“Evans National Leasing” or “ENL"). ENL, a whollgwned subsidiary of the Bank, provides direct firiag
leasing of commercial small-ticket general busiregpsipment to companies located throughout theigwotis 48 United States.

Evans National Holding Corp.(“ENHC"). ENHC, a wholly-owned subsidiary of the g operates as a real estate investment trustiT'RRE
that holds commercial real estate loans and resaenortgages, which provides additional flexityiland planning opportunities for the
business of the Bank.

Suchak Data Systemg¢*SDS”). The Company acquired SDS on December 8Q82SDS, a wholly-owned subsidiary of the Bankyeg the
data processing needs of financial institutiondwiistomized solutions and consultative servicB$ Bosts the Bank’s core and primary
banking systems along with providing product depeient and programming services. SDS’s productsandces for its other customers
include core and online banking systems, check ingadgtem processing, and ATM services.

Evans National Financial Services, Inc(“Evans National Financial Services” or “ENFS"). EN is a wholly-owned subsidiary of the
Company. ENFS’s primary business is to own theriess and assets of the Company’s non-banking fisaservices segment subsidiaries.

The Evans Agency, Inc(“The Evans Agency” or “TEA”). TEA, a wholly-owneslbsidiary of ENFS, is an insurance agency whidhk se
various premium-based insurance policies on a casion basis, including business and personal insataurety bonds, risk management,
life, disability and long-term care coverage. TE#sloffices located in Erie, Niagara, Chautauqud,Gattaraugus Counties in New York.

ENB Associates Inc(“ENB Associates” or “ENBA”). ENBA, a wholly-ownesgubsidiary of TEA, offers nodeposit investment products, si
as annuities and mutual funds.

Frontier Claims Services, Inc.(“FCS”"). FCS is a wholly-owned subsidiary of TEAdaprovides claims adjusting services to variousiasce
companies.

The Company also has two special purpose entiesns Capital Trust |, a statutory trust formedSeptember 29, 2004 under the Statutory
Trust Act, solely for the purpose of issuing anllirsg certain securities representing undivideddfeial interests in the assets of the trust,
investing the proceeds thereof in certain debestafé¢he Company and engaging in those activiteeegasary, advisable or incidental thereto;
and ENB Employers Insurance Trust, a Delaware tostpany formed in February 2003 for the sole psepaf holding life insurance policies
under the Bank'’s bank-owned life insurance program.

The Company operates in two reportable segmentsirkiig activities and insurance agency activittee Note 17 to the Company’s
Consolidated Financial Statements included unéen B of this Annual Report on Form 10-K for morfoimation on the Company’s
reportable segments.
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MARKET AREA

The Company’s primary market area is Erie Counfgglra County, northern Chautauqua County and western Cattaraugus County, New
York. This primary market area is the area wheeeBhnk principally receives deposits and makesd@ema TEA sells insurance. Even though
ENL conducts business outside of this defined ntaakea, this activity is not deemed to expand tbm@any’s primary market.

AVERAGE BALANCE SHEET INFORMATION

The table presents the significant categories @fffsets and liabilities of the Bank, interest ime@nd interest expense, and the corresponding
yields earned and rates paid in 2008, 2007 and.Zl@6assets and liabilities are presented as dadyages. The average loan balances in
both performing and non-performing loans. Intemsbme on loans does not include interest on Iéanehich the Bank has ceased to accrue
interest. Securities are stated at fair value réstieand yield are not presented on a tax-equitzakesis.

2008 2007 2006
Average Yield/ Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate Balance Interest Rate
(dollars in thousand: (dollars in thousand: (dollars in thousand:

Assets
Interes-earning asset:
Loans and leases, r  $357,21( $26,32¢ 7.31%  $297,90! $23,91¢ 8.03%  $268,53¢ $20,40¢ 7.6(%

Taxable securitie 32,16¢ 1,30¢ 4.07% 68,45 2,91¢ 4.26% 104,36¢ 4,20¢ 4.05%
Tax-exempt
securities 34,58 1,49( 4.31% 38,92 1,68: 4.32% 44,04 1,881 4.27%
Federal funds sol 1,531 24 1.57% 6,44¢ 317 4.92% 1,097 49 4.47%
Total interes-earning
asset: 425,49: 29,15! 6.85% 411,72¢ 28,831 7.0(% 418,04 26,54 6.35%
Non interes-earning
assets
Cash and due froi
banks 12,59: 11,45 12,06¢
Premises and
equipment, ne 8,66: 8,56¢ 8,194
Other asset 30,03 29,56¢ 29,02:
Total Asset: $476,78¢ $461,31° $467,32¢
Liabilities &

Stockholders’ Equity
Interes-bearing liabilities

NOW $ 11,79: 80 0.68% $ 11,01 33 0.3% $ 11,767 22 0.1%
Regular saving

deposits 113,26¢ 1,801 1.5% 88,68t 1,061 1.2(% 88,52: 92€ 1.05%
Muni-vest saving 23,45¢ 494 2.11% 39,84( 1,69¢ 4.26% 36,301 1,55( 4.271%
Time deposit: 144,04( 5,71 3.97% 149,57¢ 7,264 4.8€% 151,53( 6,481 4.28%
Other borrowed

funds 35,87¢ 1,11C 3.09% 29,65¢ 1,16¢ 3.9%% 46,30¢ 1,80( 3.89%
Junior

subordinated

debenture: 11,33( 644 5.68% 11,33( 891 7.86% 11,33( 85C 7.5(%

Securities sold unde
agreement to

repurchasi 5,151 41 0.8(% 6,69/ 53 0.7%% 8,49: 68 0.8(%

Total interes-bearing

liabilities 344,91t 9,88:¢ 2.81% 336,79t 12,16: 3.61% 354,24° 11,697 3.3(%
Non interes-bearing

liabilities:

Demand deposit 75,55! 73,57 67,04¢

Other 10,97 9,60¢ 8,15¢
Total liabilities 431,43¢ 419,98 429,44¢
Stockholder’ equity 45,34¢ 41,33t 37,88

Total Liabilities &



Equity
Net interest earning

Net yield on interes
earning assef

Interest rate spree

$476,78¢

$19,26¢

4.52%

3.98%

$461,31°

$16,67¢

4.05%

3.3%%

$467,32¢

$14,84

3.55%

3.05%
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SECURITIES ACTIVITIES

The primary objective of the Bank’s securities fmit is to maximize income while preserving safefyprincipal. Secondary objectives
include: providing collateral to secure local mupé deposits, the investment of funds during psiof decreased loan demand, interest rate
sensitivity considerations, supporting local comitiaa through the purchase of tax-exempt securétiestax planning considerations. The
Bank’s Board of Directors is responsible for estdtihg overall policy and reviewing performancelod Bank’s investments.

Under the Bank'’s policy, acceptable portfolio invesnts include: United States (“U.S.”) Governmeligations, obligations of federal
agencies or U.S. Governmespensored enterprises, mortgage backed securitigsicipal obligations (general obligations, reveobégations
school districts and non-rated issues from the Bagdneral market area), banker’s acceptancesficaegs of deposit, Industrial Development
Authority Bonds, Public Housing Authority Bonds,rporate bonds (each corporation limited to the Batdgal lending limit), collateralized
mortgage obligations, Federal Reserve stock andraeHlome Loan Bank stock.

The Bank’s general investment policy is that intestecurities must be rated at least Moody’s Baadaivalent) at the time of purchase. Out-
of-state issues must be rated at least Moody’soAaduivalent) at the time of purchase. Bonds ousges rated below A are reviewed
periodically to ensure their continued credit woress. While purchase of non-rated municipal séesris permitted, such purchases are
limited to bonds issued by municipalities in thenBa general market area which, in the Bank’s judgimpossess no greater credit risk than
Baa (or equivalent) bonds. The financial statemehthe issuers of non-rated securities are revielyethe Bank and a credit file of the issuers
is kept on each non-rated municipal security willevant financial information. The securities politi of the Bank is priced on a monthly
basis.

Pursuant to Statement of Financial Accounting Saash@'SFAS”) No. 115, “Accounting for Certain Intagents in Debt and Equity
Securities,” which establishes accounting treatmf@ninvestments in securities, all securitieshia Bank’s investment portfolio are either
designated as “held to maturity” or “available &ale.”

Income from securities held in the Bank’s investinmrtfolio represented approximately 9.6% of tataérest income of the Company in 2008
as compared to 16.0% in 2007 and 22.9% in 200@esember 31, 2008, the Bank’s securities portfofi$75.8 million consisted primarily of
state and municipal securities, mortgage-backedrgies issued by the Federal National Mortgageogigion (“FNMA”") and Federal Home
Loan Mortgage Corp (“FHLMC"), and U.S. and fedemgkncy obligations. The Bank did not hold any FNMA-HLMC perpetual preferred
stock or trust-preferred securities at DecembeB08. The decrease in the securities portfolionme over the last two years is a result of the
Company’s strategy to restructure its balance siémt Company sold $45.0 million of available-&ate securities in June 2007 while allow
other securities to mature. Correspondingly, then@any allowed certain municipal time deposits tbaff and priced down its muni-vest
savings account with certain non-core municipata@uers which resulted in the loss of those munt-aesounts. Management has the intent
and ability to hold the Company’s investment se@siuntil recovery or maturity.

Available for sale securities with a total fair walof $66.0 million at December 31, 2008 were péetgs collateral to secure public deposits
and for other purposes required or permitted by law
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The following table summarizes the Bank’s secsitigth those designated as “available for saletiedlat fair value and securities designated
as “held to maturity” valued at amortized cost BBecember 31, 2008, 2007 and 2006:

2008 2007 2006
(in thousands

Available for Sale:
Debt securitie:

U.S. government agenci $17,90: $14,18¢ $ 30,89
States and political subdivisio 35,43¢ 35,65¢ 38,43¢
Total debt securitie $53,33¢ $49,847 $ 69,32¢
Mortgage-backed securitie
FNMA $ 8,16¢ $ 8,13t $ 30,16¢
FHLMC 7,581 7,06 8,44¢
GNMA — — 1,044
CMO'’s 1,14¢ 1,58i 20,62¢
Total mortgag-backed securitie $16,90! $16,78¢ $ 60,28¢
FRB and Federal Home Loan Bank Sti 3,56t 3,512 3,901
Total securities designated as available for $73,80¢ $70,14¢ $133,51¢
Held to Maturity:
U.S. government agenci $ 35 $ 35 $ 35
States and political subdivisio 1,91¢ 2,231 4,17¢
Total securities designated as held to mati $ 1,951 $ 2,26¢ $ 4,211
Total securitie: $75,75¢ $72,41( $137,73(

The following table sets forth the contractual migits and weighted average interest yields ofBhek’s securities portfolio (yields on tax-
exempt obligations are not presented on a tax-etpnt basis) as of December 31, 2008:

Maturing
Within After One But After Five But After
One Year Within Five Years Within Ten Years Ten Years
Amount Yield Amount Yield Amount Yield Amount Yield

(dollars in thousand:
Available for Sale:
Debt Securities
U.S. governmer

agencies $16,01: 1.48% $ 1,88¢ 3.7% $ — — $ — —
States and political
subdivisions 854 4.4%% 19,04: 4.4%% 14,24¢ 4.6% 1,297 4.87%
Total debt securitie $16,86" 1.65%  $20,93: 4.38%  $14,24¢ 46%% $ 1,29t 4.871%
Mortgage-backed Securitie
FNMA $ 20¢ 521% $ 1,01 49 % $ 4,59¢ 5.01% $ 2,34t 5.36%
FHLMC 2,05¢ 3.7% 57¢ 4.5¢% 1,98t 5.02% 2,964 5.42%
CMO's — — — — 12F 4.01% 1,024 4.5(%
Total mortgag-backe(
securities $ 2,26 392% $ 1,597 481% $ 6,70¢ 50% $ 6,33¢ 5.2€%
Total available for sal $19,13¢ 1.9(%  $22,52¢ 4.41%  $20,95¢ 5.01% $ 7,62¢ 5.1%
Held to Maturity:
U.S. government agenci $ — — $ — — $ 35 — $ — —
States and politice
subdivisions $ 19¢ 4.01% 612 3.7% 39C 4.7(% 71€ 3.65%
Total held to maturit $ 19¢ 401% $ 612 37% $ 42t 431% $ 71€ 3.65%
Total securitie! $19,33: 1.92%  $23,13¢ 4.40%  $21,38( 48% $ 8,34- 5.0€%
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LENDING AND LEASING ACTIVITIES

General. The Bank has a loan and lease policy, which indwd®man and lease loss allowance policy, whiapoved by its Board of
Directors on an annual basis. The loan and lealsgymmverns the conditions under which loans aabkés may be made, addresses the lendin
authority of Bank officers, charge off policies athesired portfolio mix.

The Bank offers a variety of loan and lease pragltecits customers, including residential and comwiaéreal estate mortgage loans,
commercial loans, direct financing leases, andillment loans. The Bank primarily extends loansustomers located within the Western N
York area, except for direct financing leases, Wwtdee originated in all 48 contiguous states. bgeincome on loans and leases represented
approximately 90.3% of the total interest incoméhaf Company in 2008 and approximately 82.9% an@l%6f total interest income in 2007
and 2006, respectively. The Bank’s loan and leastqtio, net of the allowances for loan and lebseses, totaled $401.6 million and

$319.6 million at December 31, 2008 and DecembgeRBQ7, respectively. At December 31, 2008, thekBzad a $6.1 million allowance for
loan losses which is approximately 1.49% of tatahls and leases. This compares with approximate6/ifillion at December 31, 2007 whi
was approximately 1.41% of total loans and leaBks.$1.5 million increase in the allowance for l@art lease losses reflects management’s
assessment of the portfolio composition as wethaseconomy. The United States was in a recessiaf0d8 and the recession is expected to
continue well into 2009. The troubled economy regliin a significant increase in net chagdés in the direct financing lease portfolio in &)
Management expects the leasing portfolio to coetittube sensitive to the economic conditions. WihiieCompany’s remaining commercial
and consumer portfolios did not experience charffeho 2008, an economic recession puts those @ar#f at increased risk as well. Also, a
higher allowance is necessary because the loafojiomvas larger at December 31, 2008 than at tegipus year-end due to strong growth in
2008, as discussed in more detail below. The raet portfolio represented approximately 75.9% an@%2of the Company’s total assets at
December 31, 2008 and December 31, 2007, resphrctive

Real Estate Loans Approximately 72.7% of the Bank’s loan and leasefpbo at December 31, 2008 consisted of realtedtzans or loans
collateralized by mortgages on real estate, inalgidésidential mortgages, commercial mortgageso#imel types of real estate loans. The
Bank’s real estate loan portfolio was $296.2 millat December 31, 2008, compared to $237.5 midlioDecember 31, 2007. The real estate
loan portfolio increased by approximately 24.792@98 over 2007 compared to an increase of 8.0%07 »ver 2006.

The Bank offers fixed rate residential mortgagentowith terms of 10 to 30 years with, typically, topan 80% loan-to-value ratio. Fixed rate
residential mortgage loans outstanding totaled8B4lliion at December 31, 2008, which was approxetyal3.4% of total loans and leases
outstanding, compared with $56.5 million and 17 .486pectively, at December 31, 2007. The Bank lamaactual arrangement with FNM
pursuant to which the Bank sells mortgage loarlaNBIA and the Bank retains the servicing rightsaghbse loans.

In 2008, the Bank sold approximately $3.5 milliommortgages to FNMA under this arrangement, contparth $2.9 million in mortgages
sold in 2007. The Bank currently retains the seéngcights on $26.9 million in mortgages sold toMA. The Company has recorded a net
servicing asset for such loans of approximatelyl $8illion and $0.2 million at December 31, 2008 &7, respectively. The Bank
determines with each origination of residential estate loans which desired maturities, within¢batext of overall maturities in the loan
portfolio, provide the appropriate mix to optimittee Bank’s ability to absorb the correspondingriesé rate risk within the Company’s
tolerance ranges.

The Bank offers adjustable rate residential momrtgagns with terms of up to 30 years. Rates orethesrtgage loans remain fixed for a
predetermined time and are adjusted annually tftere&t December 31, 2008, the Bank’s outstana@idpistable rate residential mortgage
loans were $12.0 million or 2.9% of total loans éabkes outstanding as compared with $12.1 mitiod.7% of total loans and leases at
December 31, 2007. This balance did not includecamgtruction mortgage loans, which are discusséub

The Bank also offers commercial mortgage loans witlio an 80% loan-to-value ratio for up to 20 geam a variable and fixed rate basis.
Many of these mortgage loans either mature or@gst to a rate call after three to five yearse Bank’s outstanding commercial mortgage
loans were $180.4 million at December 31, 2008 ctvhvas approximately 44.3% of total loans and leasgstanding, compared with
$131.1 million and 40.5%, respectively, at Decen83er2007. This balance included $62.0 millionixeél rate and $118.4 million in variable
rate mortgage loans, which include interest ralis.ca

The Bank also offers other types of loans colldizzd by real estate such as home equity loans BEm offers home equity loans at variable
and fixed interest rates with terms of up to 15rgeand up to an 80% loan-to-value ratio. At Decen3de 2008, the real estate loan portfolio
included $31.3 million of home equity loans outsliaig, which represented approximately 7.7% of tliahs and leases outstanding, comp
with $26.4 million and 8.1% at December 31, 20@8pectively. This balance included $22.3 milliorvamiable rate loans and $8.9 million in
fixed rate loans.
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The Bank also offers both residential and commeéret estate construction loans at up to an 8CG#0-to-value ratio at fixed interest or
adjustable interest rates and multiple maturidé€December 31, 2008, fixed rate real estate caostm loans outstanding totaled $4.8 million
or 1.2% of total loans and leases outstanding aaljgstable rate construction loans outstandindetdtf13.0 million or 3.2% of total loans and
leases outstanding. At December 31, 2007, fixezlnedl estate construction loan outstanding tot&e@ million, or 0.2% of total loans and
leases outstanding, and adjustable rate construictams outstanding totaled $10.9 million, or 3.88total loans and leases outstanding.

As of December 31, 2008, approximately $2.8 millasr0.9% of the Bank’s real estate loans were 3tdays delinquent, and approximately
$2.3 million or 0.8% of real estate loans were acnoruing.

Direct Financing LeasesDirect financing leases totaled $58.6 million add 3 million at December 31, 2008 and 2007, respelgt
representing approximately 14.4% and 13.9% of taek total loans and leases outstanding at DeceB1he2008 and 2007, respectively. As
of December 31, 2008, approximately $1.2 millior2d% of the Bank’s direct financing leases weré®90 days past due. In addition,

$0.8 million, or 1.4%, were non-accruing and $1i8iom, or 3.2%, were restructured in troubled dedtructurings.

Commercial Loans. The Bank offers commercial loans on a secureduasdcured basis, including lines of credit anthtkrans at fixed and
variable interest rates and multiple maturitiese Bank’s commercial loan portfolio totaled $46.1limm and $34.6 million at December 31,
2008 and 2007, respectively. Commercial loans sgpred approximately 11.3% and 10.7% of the Batdtal loans at December 31, 2008
2007, respectively.

As of December 31, 2008, approximately $350 thodsarD.8% of the Bank’s commercial loans were 30Gaays past due and $0.3 million
or 0.6% of its commercial loans were non-accruiffte Bank also had one commercial loan for $144ghod or 0.3% of commercial loans
that was over 90 days past due and still accruing.

Commercial lending entails significantly more ritlan real estate loans. Collateral, where applé&cabby consist of inventory, receivables,
equipment and other business assets. Approximége6pb of the Bank’s commercial loans are at vaeiahtes which are tied to the prime rate.

Consumer Installment Loans. The Banks consumer installment loan portfolio totaled $hi8lion and $2.1 million at December 31, 2008
2007, respectively, representing approximately Oz 0.6% of the Bank'’s total loans and leasesanding at December 31, 2008 and 2007,
respectively. Traditional installment loans aresofd at fixed interest rates with various matwsité up to 60 months, on a secured and
unsecured basis. As of December 31, 2008, approaiyn®l5 thousand or 0.8% of the Bank’s installmeans were 30 to 90 days past due.

Other Loans . Other loans totaled $4.2 million and $4.0 mill@nDecember 31, 2008 and December 31, 2007, rdsggcOther loans
consisted primarily of loans to municipalities, pitals, churches and non-profit organizationsjxad or variable interest rates with multiple
maturities. Other loans also includes overdraftictvtotaled $0.4 million at December 31, 2008 2647.

The Bank’s lending limit to any one borrower is gab to regulation by the OCC. The Bank continuatignitors its loan portfolio to review
compliance with new and existing regulations.
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The following table summarizes the major classtfaas of the Bank’s loans and leases (net of defearigination costs) as of the dates
indicated:

December 31,
2008 2007 2006 2005 2004
(in thousands

Mortgage loans on real esta

Residential -4 family $ 66,75( $ 68,55: $ 57,70 $ 48,58( $ 38,49
Commercial and mu-family 180,38t 131,14¢ 123,70: 123,72 107,39:
Constructior 17,81« 11,44¢ 11,84¢ 9,27( 8,18¢
Second mortgage 8,91¢ 9,452 8,62¢ 6,454 5,71¢
Home equity lines of cred 22,347 16,92¢ 18,14 21,08: 22,10¢
Total mortgage loans on real est 296,21° 237,52: 220,02: 209,11: 181,89!
Direct financing lease 58,63¢ 45,07¢ 31,74 16,94 4,54¢
Commercial loan 46,077 34,56: 29,58¢ 29,92( 28,76:
Consumer installment loau 1,831 2,08: 3,101 2,745 2,83
Other 4,15 3,98: 3,997 642 1,97:
Net deferred loan and lease origination ¢ 797 881 654 654 59C
Total loans and leas: 407,71 324,11: 289,10¢ 260,02: 220,59¢
Allowance for loan and lease loss (6,089 (4,55%) (3,739 (3,21)) (2,999
Loans and leases, r $401,62¢ $319,55¢ $285,36° $256,81( $217,59¢

Loan Maturities and Sensitivities of Loans to Changs in Interest Rates The following table shows the maturities of connoied loans and
real estate construction loans outstanding as oéDéer 31, 2008 and the classification of suchdahre after one year according to sensiti
to changes in interest rates.

After One But

Within Within Five
One Yeal Years After Five Years Total
(in thousands
Commercial $ 4,00( $ 20,01 $ 22,06¢ $46,07"
Real estate constructic 5,96¢ 1,46¢€ 10,38( 17,81«

$ 9,96¢ $  2147¢ $ 32,44+ $63,89:

Loans maturing after one year wi

Fixed Rate $ 13,74 $ 1,83:
Variable Rate: 7,73€ 30,61
$ 21,47¢ $ 32,44

12




Table of Contents

Non-accrual, Past Due and Restructured Loans and lases. The following table summarizes the Bank’s nonraatand accruing loans and
leases 90 days or more past due as of the datss tislow. See Part Il, Item 7 of this Annual Répor Form 10-K, “Managemerst'Discussiot
and Analysis of Financial Condition and ResultOgierations — Allowance for Loan and Lease Lossasd’ Part Il, Item 8 of this Annual
Report on Form 10-K “Financial Statements and Saipeihtary Data — Note 3 of the Notes to Consolid&iadncial Statements” for further
information about the Company’s non-accrual, past @nd restructured loans and leases.

At December 31,
2008 2007 2006 2005 2004
(in thousands

Non-accruing loans and least
Mortgage loans on real esta

Residential -4 family $ 50 $ — $ — $ — $ —
Commercial and mu-family 1,78 112 14& 60C 27¢
Constructior 417 — — — —
Second mortgage — — — — —
Home equity lines of cred — — — — —
Total mortgage loans on real est 2,25¢ 112 14& 60C 27¢
Direct financing lease 791 21t — — 2
Commercial loan 262 224 443 1,17¢ 1,37¢
Consumer installment loau — — — — —
Other 12Z — — — —
Total nor-accruing loans and leas $ 3,431 $ 551 $ 58¢ $ 1,77 $ 1,65¢
Accruing loans and leases 90+ days past 14¢ 163 74 95 151
Total nor-performing loans and leas $ 3,57¢ $ 714 $ 662 $ 1,87(C $ 1,80¢
Total nor-performing loans and leases to total as 0.6&% 0.16% 0.15% 0.41% 0.42%
Total non-performing loans and leases to total $ceamd
leases 0.8¢% 0.22% 0.22% 0.72% 0.82%

The Bank had $1.9 million in leases that were vestired in a troubled debt restructuring at Decam3ie 2008, in addition to the non-accruing
leases in the table above. These restructurings alEawed in an effort to maximize the Bank’s akito collect on leases where borrowers
were experiencing financial issues. The generaltipe of the Bank is to work with borrowers so ttiety are able to pay back their loan or
lease in full. If a borrower continues to be deliegt after a troubled debt restructuring, the loatease will be placed in nonaccrual or charged
off. There were no other troubled debt restructysiat December 31, 2008.

Non-performing loans and leases increased from $0llibmat December 31, 2007 to $3.6 million at Debem31, 2008. Most of the increase
came in real estate loans. The increase in nomipeirig real estate loans was due to three sizaterercial relationships. As commercial
relationships tend to involve high-dollar balandég, non-performance of only a small number oftr@teships can result in a large increase in
the non-performing loan and lease balance. The=piaat of these relationships in naceruing loans and leases took place in the fayurtrtel
of 2008. Previously, management had categorizesktloans as criticized in its internal rating syst€riticized loans tend to carry larger
specific reserves for potential losses than theafethe general loan portfolio. There was alsoremease in non-performing direct financing
leases as the depressed economy negatively impheteedrformance of the overall leasing portfolio.
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The following table summarizes the Bank’s allowafardoan and lease losses and changes in the atlosvfor loan and lease losses by
categories:

ANALYSIS OF THE ALLOWANCE FOR LOAN AND LEASE LOSSES

2008 2007 2006 2005 2004
(in thousands

BALANCE AT THE BEGINNING OF THE YEAR $ 4,55¢ $ 3,73¢ $ 3,211 $ 2,99¢ $ 2,53¢
CHARGE-OFFS:

Commercial — (153 (212) (417) (200)

Real estate mortgag (@B)] 5) — (25) (6)

Direct financing lease (2,149 (1,04¢) (500) (208) —

Consumer installment loal 4 @) (44) (86) 9

Overdrafted deposit accour (51) (58) (42 (39 —

TOTAL CHARGE-OFFS (2,205 (1,277 (798 (675) (21t
RECOVERIES:

Commercial 36 26 53 — 48

Real estate mortgag — — — 40 8

Direct financing lease 17C 10t 62 56 —

Installment loan: 2 18 63 11 4

Overdrafted deposit accour 21 21 20 11 —

TOTAL RECOVERIES 22¢ 17C 19¢ 11¢€ 60
NET CHARGE-OFFS (1,97¢) (1,100 (60C) (557) (15&
PROVISION FOR LOAN AND LEASE LOSSE 3,50¢ 1,917 1,12¢ 76¢ 48~
ADDITION OF ALLOWANCE FROM ACQUISITION — — — — 13C
BALANCE AT END OF YEAR $ 6,08 $ 4,55¢ $ 3,73¢ $ 3,211 $ 2,99¢
RATIO OF NET CHARGE-OFFS TO AVERAGE NET

LOANS AND LEASES OUTSTANDING 0.55% 0.37% 0.22% 0.2:% 0.0&%
RATIO OF ALLOWANCE FOR LOAN AND LEASE

LOSSES TO TOTAL LOANS AND LEASE: 1.4% 1.41% 1.2% 1.23% 1.36%

Much of the economic turmoil in the national ecoryamdue to the sub-prime mortgage credit crisstie Company does not engage in sub-
prime lending, the faltering sub-prime credit matkas not directly affected the Company’s loan eade portfolio. Also, local real estate
values have remained steady to slightly higher. &l@y, management is closely monitoring the Compalogdn and lease portfolio for poten
losses and heightened risk factors related to astomers. The increase in the allowance for loahl@mse losses in 2008 reflects
management’s assessment of the portfolio compasitiowell as the economy. The United States hasibaecession since December 2007
and the recession is expected to continue well20@9, if not for the entire year. The troubledremmy resulted in a significant increase in net
charge-offs in the direct financing lease portfati®2008. ENL does business with customers all tivetUnited States, including states that
previously had fast-growing economies such as @aii&, Florida, and Texas. ENL’s highest voluméestamains the Company’s home state
of New York (17.9% of balances at December 31, 2008t ENL has significant exposure to economiidifties in other parts of the country.
As of December 31, 2008, the principal balancesaéés in the aforementioned states of Califorhdaida, and Texas are 11.9%, 8.3%, and
6.3% of the total portfolio, respectively. No ottstate has more than 3.9% of the portfolio’s batarat December 31, 2008. While ENL does
not lend to sub-prime borrowers, smiédket commercial leasing is a relatively riskigpé of lending than traditional commercial and aonsr
real estate lending. Management expects the leasirifplio to continue to be sensitive to the eaoimconditions. While the Company’s
remaining commercial and consumer portfolios ditlexperience increased charge-offs in 2008, an@uanrecession puts those portfolios at
increased risk as well. While charge-offs in thpeetfolios remained low, non-performing loans aeddes increased substantially year-over-
year.
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The Company maintains a robust loan review protesssure that specific credits are appropriateberved. In particular, management is
monitoring the leasing portfolio for signs of weaks in a more challenging economic environmenb Alsanagement is cognizant that
commercial real estate values may be susceptildediine in an adverse economy. Management belibatshe provision for loan and lease
losses is reflective of its assessment of the enwient, as well as the continued trend in commiada activity and balances outstanding.

SOURCES OF FUNDS — DEPOSITS

General. Customer deposits represent the primary sourdeeoBank’s funds for lending and other investmemppses. In addition to deposits,
other sources of funds include loan and lease rapaigs, loan sales on the secondary market, intenelstlividend income from investments,
matured investments, and borrowings from the Fédtrme Loan Bank (“FHLB”) and from correspondenhka First Tennessee Bank and
M&T Bank.

Deposits. The Bank offers a variety of deposit productsjuding checking, passbook, statement savings, N@¥éunts, certificates of depc
and jumbo certificates of deposit. Bank deposisimsured up to the limits provided by the FDIC.Ddcember 31, 2008, the Bank'’s deposits
totaled $404.0 million consisting of the following:

(In thousand:

Demand deposit $ 75,95¢
NOW account: 10,77¢
Regular saving 154,28:
Muni-vest saving: 26,47
Time deposits, $100,000 and o 56,67:
Other time deposit 79,781
Total $ 403,95:

The following table shows daily average deposits average rates paid on significant deposit categdiy the Bank (dollars in thousands):

2008 2007 2006
Weighted Weighted Weighted
Average Average Average Average Average Average
Balance Rate Balance Rate Balance Rate

Demand deposil $ 75,55 0.00% $ 73,571 0.0(% $ 67,04¢ 0.0(%
NOW account: 11,79 0.6&% 11,01« 0.3(% 11,767 0.1<%
Regular Saving 113,26¢ 1.5%% 88,68t 1.2(% 88,52 1.05%
Muni-vest saving: 23,45¢ 2.11% 39,84( 4.26% 36,30 4.271%
Time deposit: 144,04( 3.97% 149,57¢ 4.86% 151,53( 4.28%
Total $368,10¢ 2.2(% $362,69: 2.71% $355,16¢ 2.5%

The following schedule sets forth the maturitieshaf Bank’s time deposits as of December 31, 2008:

Time Deposit Maturity Schedule
(in thousands)

0-3 3-6 6-12 Over 12

Mos. Mos. Mos. Mos. Total
Time deposit— $100,000 and ove $ 7,97¢ $10,03¢ $ 9,60¢ $29,05: $ 56,67
Other time deposit _14,41¢ _7,58¢ _27,65i 30,12¢ 79,78
Total time deposit $22,391 $17,62: $37,26: $59,177 $136,45¢




Table of Contents

Federal Funds Purchased and Other Borrowed FundsAnother source of the Bank’s funds for lending &mabsting activities at
December 31, 2008 consisted of short and long lemmowings from the Federal Home Loan Bank.

Other borrowed funds consisted primarily of variaglwances from the FHLB with both fixed and vargipiterest rate terms ranging from
0.44% to 3.55%. The maturities and weighted averags of other borrowed funds at December 31, 200&s follows (dollars in thousands):

Weighted
Average
Maturities Rate

2009 $ 30,69t 0.9€%
2010 112 6.0(%
2011 5,06¢ 3.12%
2012 — —%
2013 7,00( 3.3%
Thereaftel 6,00( 3.55%
Total $ 48,87¢ 1.8%

Securities Sold Under Agreements to Repurchas&he Bank enters into agreements with depositosglido the depositors securities owned
by the Bank and repurchase the identical secugé@werally within one day. No physical movementhaf securities is involved. The depositc
informed that the securities are held in safekegpinthe Bank on behalf of the depositor. Secwisield under agreements to repurchase
totaled $6.3 million at December 31, 2008 compa&oe$3.8 million at December 31, 2007. Balancesvaay day to day based on customer
needs.

MARKET RISK

For information about, and a discussion of, the Gany’'s “Market Risk,” see Part Il, ltem 7 “Managertie Discussion and Analysis of
Financial Condition and Results of Operations — kéaRisk” of this Annual Report on Form 10-K.

ENVIRONMENTAL MATTERS

In the course of its business, the Bank has aatjainel may acquire in the future, property seculdags that are in default. There is a risk that
the Bank could be required to investigate and elgahazardous or toxic substances or chemicalseteat such properties after acquisition by
the Bank in a foreclosure action, and that the Baal be held liable to a governmental entity orctiparties for property damage, personal
injury and investigation and clean-up costs inaditsg such parties in connection with such contationaln addition, the owner or former
owners of contaminated sites may be subject to comlaw claims by third parties based on damagesasts$ resulting from environmental
contamination emanating from such property.

To date, the Bank has not been required to perforyinvestigation or clean-up activities, nor haseien subject to any environmental claims.
There can be no assurance, however, that thigemilkin the case in the future.

COMPETITION

All phases of the Company’s business are highlypstitive. The Company competes actively with locadjional and national financial
institutions, as well as with bank branches andriswsce agency offices in the Company’s primary raskea of Erie County, Niagara County,
northern Chautauqua County, and northwestern @aigais County, New York. These Western New York tiearhave a high density of
financial institutions, many of which are signifitly larger and have greater financial resourcas the Company. The Company faces
competition for loans, direct financing leases dagosits from other commercial banks, savings has#sngs and loan associations, mortgage
banking companies, credit unions, insurance conggaand other financial services companies. The @osnfaces additional competition for
deposits and insurance business from depesitory competitors such as the mutual fundstrgusecurities and brokerage firms, and insur
companies and brokerages. The Company attemptsgderterally competitive with all financial institis in its service area with respect to
interest rates paid on time and savings depositgice charges on deposit accounts, and interest charged on loans and leases.

SUPERVISION AND REGULATION

Bank holding companies and banks are extensivglylated under both federal and state laws and atigok that are intended to protect
depositors and investors. To the extent that theviing information describes statutory and regofgtprovisions, it is qualified in its entirety
by reference to the particular statutory and regweprovisions. Any
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change in the applicable law or regulation, or angfe in the way such laws or regulations are inéteg by regulatory agencies or courts, may
have a material adverse effect on the Company’mess, financial condition and results of operation

Bank Holding Company Regulation (BHCA)

As a financial holding company registered underBRECA, the Company and its non-banking subsidiaaiessubject to regulation and
supervision under the BHCA by the FRB. The FRB nexpuperiodic reports from the Company, and is atitged by the BHCA to make regu
examinations of the Company and its subsidiariesldd Regulation Y, a bank holding company mustesesr/a source of financial and
managerial strength for its subsidiary banks andtmat conduct its operations in an unsafe andum$manner.

The Company is required to obtain the prior appro¥¢he FRB before acquiring all or substantiadlyof the assets of, or direct or indirect
ownership or control of more than 5% of the votiingires of, a bank or bank holding company. The ##Biot approve any acquisition,
merger or consolidation that would have a substhatiti-competitive result, unless the anti-contpatieffects of the proposed transaction are
outweighed by a greater public interest in meetiirggneeds and convenience of the public.

The FRB also considers managerial, capital and diti@ncial factors in acting on acquisition or mer applications. A bank holding company
may not engage in, or acquire direct or indirecttoal of more than 5% of the voting shares of aopnpany engaged in any non-banking
activity, unless such activity has been determimgthe FRB to be closely related to banking or ngamabanks. The FRB has identified by
regulation various non-banking activities in whiclhank holding company may engage with noticert@rior approval by, the FRB.

The FRB has enforcement powers over financial hgldiompanies and their subsidiaries, among otliregghto interdict activities that
represent unsafe or unsound practices or constitofietions of law, rule, regulation, administraierders, or written agreements with a federal
bank regulator. These powers may be exercisedghrthe issuance of cease and desist orders, aribtary penalties or other actions.

Bank holding companies and their subsidiary bam&sabso subject to the provisions of the CommuRignvestment Act (“CRA”). Under the
terms of the CRA, the FRB (or other appropriatekagulatory agency, in the case of the Bank, tB&€Dis required, in connection with its
examination of a bank, to assess such bank’s rénargteting the credit needs of the communitiesestby that bank, including low- and
moderate-income neighborhoods. Furthermore, sis#sasient is taken into account in evaluating aplicgtion made by a bank holding
company or a bank for, among other things, approf/albranch or other deposit facility, an offiedocation, a merger or an acquisition of b
shares.

Supervision and Regulation of Bank Subsidiaries

The Bank is a nationally chartered banking corponasubject to supervision, examination and regutaby the FRB, the FDIC and the OCC.
These regulators have the power to enjoin “unsafesound practices,” require affirmative actiorcéorect any conditions resulting from any
violation or practice, issue an administrative orttiat can be judicially enforced, direct an inae@n capital, restrict the growth of a bank,
assess civil monetary penalties, and remove a banffiters and directors.

The operations of the Bank are subject to numestatstes and regulations. Such statutes and r@ngatlate to required reserves against
deposits, investments, loans, mergers and consiolidaissuance of securities, payment of divideedtablishment of branches, and other
aspects of the Bank’s operations. Various consuawes and regulations also affect the operatiorte@Bank, including state usury laws, laws
relating to fiduciaries, consumer credit and equadlit, fair credit reporting, and privacy of nouhtic financial information.

The Bank is subject to Sections 23A and 23B ofRtederal Reserve Act and Regulation W thereundeichwdgovern certain transactions, such
as loans, extensions of credit, investments andhaises of assets between member banks and thiéatedf including their parent holding
companies. These restrictions limit the transfenfits subsidiaries, including the Bank, of funddtte Company in the form of loans,
extensions of credit, investments or purchasess#ta (collectively, “Transfers”), and they requfrat the Bank’s transactions with the
Company be on terms no less favorable to the Baauk tomparable transactions between the Bank amthted third parties. Transfers by the
Bank to any affiliate (including the Company) amited in amount to 10% of the Bank’s capital andptus, and transfers to all affiliates are
limited in the aggregate to 20% of the Bank’s capnd surplus. Furthermore, such loans and extessif credit are also subject to various
collateral requirements. These regulations andicéshs may limit the
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Company'’s ability to obtain funds from the Bank figrcash needs, including funds for acquisiti@m] the payment of dividends, interest and
operating expenses.

The Bank is prohibited from engaging in certaimgyarrangements in connection with any extensiarredit, lease or sale of property or
furnishing of services. For example, the Bank metygenerally require a customer to obtain othevises from the Bank or the Company, and
may not require the customer to promise not toinkither services from a competitor as a conditan extension of credit. The Bank is also
subject to certain restrictions imposed by the Faldeeserve Act on extensions of credit to exeeutifficers, directors, principal stockholders
or any related interest of such persons. Extensibngedit: (i) must be made on substantially tame terms (including interest rates and
collateral) as those prevailing at the time foid &llowing credit underwriting procedures that am less stringent than those applicable to,
comparable transactions with persons not coveredeaind who are not employees, and (ii) must nailire more than the normal risk of
repayment or present other unfavorable features.Bénk is also subject to certain lending limitd asstrictions on overdrafts to such persons.
A violation of these restrictions may result in Hesessment of substantial civil monetary penattiethe Bank or any officer, director,
employee, agent or other person participating énctbnduct of the affairs of the Bank or the imgogiof a cease and desist order.

The deposits of the Bank are insured by the FDIGuph the Insurance Fund to the extent providethiy Under the FDIC's risk-based
insurance system, institutions insured throughnkearance Fund are currently assessed premiumd basaligible deposits and the
institutions’ capital position and other supervistactors. In addition to any Insurance Fund assesss, banks insured through the Insurance
Fund are subject to FDIC assessments to pay cdiriaimcing corporation (“FICO”) obligations. Thesassment is based on eligible deposits
and is determined quarterly.

The Federal Deposit Insurance Reform Act of 200bragulations thereunder gave the FDIC increagedbility in assessing premiums on
banks and savings associations, including the Banay for deposit insurance and in managingefsogit insurance reserves. Under these
regulations, all insured depository institutions ptaced into one of four risk categories. The Biarik Risk Category I, the most favorable
category. As of January 1, 2009, all insured ingtihs within this category will pay a base ratsemsment of $0.12 to $0.50 per $100 of
deposits for the first quarter of 2009 of assegsdbposits based on the risk of loss to the Inser&und posed by the particular institution.
Institutions, such as the Bank, in risk Categomll be assessed within a range of $0.12 to $0dr4$100 of deposits for the first quarter of
2009. This is a substantial increase from the batgeassessment of $0.02 to $0.04 per $100 ofsmdesdeposits that was in effect during
2008. The increase in the base rate assessmen2@0&ito 2009 is due to the financial crises aififecthe banking system and financial
markets. For institutions such as the Bank, whizgimat have a long-term public debt rating, thevidlial risk assessment is based on its
supervisory ratings and certain financial ratiod ather measurements of its financial conditiorr. iRstitutions that have a long-term public
debt rating, the individual risk assessment is haseits supervisory ratings and its debt rating.February 27, 2009, the FDIC issued new
rules to take effect April 1, 2009 to change the/ Wee FDIC differentiates risk and appropriate asseent rates. Base assessment rates set to
take effect on April 1, 2009 will range from 1246 basis points, but giving effect to certain r@gljustments in the rule issued by the FDIC on
February 27, 2009, assessments may range fron 7.%dasis points. For institutions such as thekBeanRisk Category |, risk-adjusted
assessments will range from 7 to 24 basis pointadtition, the FDIC also issued an interim ruleFebruary 27, 2009 that will impose an
emergency special assessment of 20 basis poiatiition to its risk-based assessment. This assggsmill be imposed on June 30, 2009 and
collected on September 30, 2009. The reform letiisialso provided a credit to all insured depayifastitutions, based on the amount of tl
insured deposits at year-end 1996, that may be asead offset to the premiums that are assessedaik’s credit was fully utilized in 2008
to offset its 2008 deposit insurance assessmermtt®the full utilization of the Bank’s credit, tgstemic increase in deposit insurance
assessments and the emergency special assessraéBak will be subject to increased deposit preméxpenses in future periods.

In 2008, the Bank announced that it was electingatticipate in the FDIC’s Transaction Account Gudee Program. Under this program, all
non-interest bearing transaction accounts andindaa-interest NOW checking accounts are fully gardeed by the FDIC for the entire
amount on deposit. This coverage is in additioratw] separate from, the coverage provided unddfIH€’s general deposit insurance rules.
The program will remain in effect until December, 2009. Interest-bearing savings accounts andicatgs of deposit are not covered
accounts under the program, but are insured ug%0,$00 through December 31, 2009. At the expinadibthese programs, it is expected that
the FDIC insurance limits will return to $100,000 all deposits at eligible institutions.

Regulations promulgated by the FDIC pursuant tdRéderal Deposit Insurance Corporation Improvemenibf 1991 place limitations on the
ability of certain insured depository institutioltsaccept, renew or rollover deposits by offeriatgs of interest which are significantly higher
than the prevailing rates of interest on depodfered by other depository institutions having Haene type of charter in such depository
institutions’ normal market area. Under these ratjoihs, well-capitalized institutions may acceptiew or rollover such deposits without
restriction, while adequately capitalized
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institutions may accept, renew or rollover suchad#fs with a waiver from the FDIC (subject to carteestrictions on payment of rates).
Undercapitalized institutions may not accept, renewollover such deposits.

Under the Financial Institutions Reform, Recovemy &nforcement Act of 1989, a depository institntiosured by the FDIC can be held liable
for any loss incurred by, or reasonably expectduetincurred by, the FDIC in connection with: figtdefault of a commonly controlled FDIC-
insured depository institution, or (ii) any assigta provided by the FDIC to a commonly controll&lE-insured institution in danger of
default. “Default” is defined generally as the ajppment of a conservator or receiver, and “in dargfdefault” is defined generally as the
existence of certain conditions indicating thattha opinion of the appropriate banking agencydeféult” is likely to occur in the absence of
regulatory assistance.

In addition to the forgoing, federal regulators @adopted regulations and examination procedumagiting the safety and soundness of
individual institutions by specifically addressiragnong other things: (i) internal controls, infotina systems and internal audit systems;

(i) loan documentation; (iii) credit underwritin§jy) interest rate exposure; (v) asset growthy, (&tio of classified assets to capital;

(vii) minimum earnings; and (viii) compensation amehefits standards for management officials. Fddeeserve Board's regulations, for
example, generally require a holding company te dine Federal Reserve Board prior notice of angmeation or repurchase of its own equity
securities, if the consideration to be paid, togethith the consideration paid for any repurchasegdemptions in the preceding year, is equal
to 10% or more of the company’s consolidated nethvd@he Federal Reserve Board has broad authorjpyohibit activities of bank holding
companies and their non-banking subsidiaries whephesent unsafe and unsound banking practicefichwonstitute violations of laws or
regulations, and can assess civil money penalttiesefrtain activities conducted on a knowing arakless basis, if those activities caused a
substantial loss to a depository institution.

Dividends paid by the Bank have been the Compamyrsary source of operating funds and are expetctdxe for the foreseeable future.
Capital adequacy requirements serve to limit thewrhof dividends that may be paid by the Bank. &dCC regulations, the Bank may not
pay a dividend, without prior OCC approval, if teal amount of all dividends declared during théendar year, including the proposed
dividend, exceed the sum of its retained net inctoréate during the calendar year and its retaimdncome over the preceding two years. As
of December 31, 2008, approximately $7.2 milliorsvagailable for the payment of dividends withoubp©OCC approval. The Bank’s ability

to pay dividends is also subject to the Bank b&ingpmpliance with regulatory capital requiremewts.indicated below, the Bank is currently
in compliance with these requirements.

Because the Company is a legal entity separateliatidct from the Bank, the Company’s right to papate in the distribution of assets of the
Bank in the event of the Bank’s liquidation or rgamization would be subject to the prior claimsha&f Bank’s creditors. In the event of a
liquidation or other resolution of an insured defmyg institution, the claims of depositors andetigeneral or subordinated creditors are
entitled to a priority of payment over the clainfsiasecured, non-deposit creditors, including @&pabank holding company (such as the
Company) or any shareholder or creditor thereof.

The FRB, the OCC and other federal banking agerzge broad enforcement powers, including the pdaégrminate deposit insurance, to
impose substantial fines and other civil and crathfpenalties, and to appoint a conservator or vecdor the assets of a regulated entity. Fa
to comply with applicable laws, regulations andeswjsory agreements could subject the Companysaubsidiaries, as well as officers,
directors and other institution-affiliated partifsthese organizations, to administrative sanctem potential civil monetary penalties.

Capital Adequacy

The FRB, the FDIC and the OCC have adopted riskdaapital adequacy guidelines for bank holding manies and banks under their
supervision. Under these guidelines, the so-céllésr 1 capital” and “Total capital” as a percengagf risk-weighted assets and certain off-
balance sheet instruments must be at least 4%%nde8pectively.

The FRB, the FDIC and the OCC have also imposederage standard to supplement their risk-basesbrathis leverage standard focuses on
a banking institution’s ratio of Tier 1 capitaldawerage total assets, adjusted for goodwill anthiceother items. Under these guidelines,
banking institutions that meet certain criterigliding excellent asset quality, high liquiditywlanterest rate exposure and good earnings, and
that have received the highest regulatory ratingtrmaintain a ratio of Tier 1 capital to total astpd average assets of at least 3%.

Institutions not meeting these criteria, as welinagitutions with supervisory, financial or opeoaial weaknesses, along with those experier
or anticipating significant growth, are expectedraintain a Tier 1 capital to total adjusted averagsets ratio equal to at least 4%. As refle
in the following table, the risk-based capital atand leverage
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ratios of the Company and the Bank as of Decembe?@)8 and 2007 exceeded the required capitalrédi classification as “well
capitalized,” the highest classification under tbgulatory capital guidelines.

Capital Components and Ratios at December 31,
(dollars in thousands)

2008 2007
Company Bank Company Bank

Capital component

Tier 1 capita $ 44,82¢ $ 43,43¢ $ 44,22« $ 39,10:

Total risk-based capite 50,13¢ 48,72¢ 48,45 43,28¢
Risk-weighted assets and -balance sheet instrumet 424,01 422,42! 338,01¢ 334,49
Risk-based capital rati

Tier 1 capita 10.€% 10.2% 13.1% 11.7%

Total risk-based capite 11.€% 11.5% 14.2% 12.%
Leverage ratic 9.C% 8.6% 10.(% 9.C%

The federal banking agencies, including the FRBtArdOCC, maintain risk-based capital standarasder to ensure that those standards take
adequate account of interest rate risk, conceatrati credit risk, the risk of non-traditional adties and equity investments in non-financial
companies, as well as reflect the actual performamal expected risk of loss on certain multifarhibysing loans. Bank regulators periodically
propose amendments to the risk-based capital guedeand related regulatory framework, and consitianges to the risk-based capital
standards that could significantly increase thewmhof capital needed to meet the requirementthiocapital tiers described below. While the
Company’s management studies such proposals ntiirgtiof adoption, ultimate form and effect of amgls proposed amendments on the
Company'’s capital requirements and operations damnpredicted.

The federal banking agencies are required to tpkanipt corrective action” in respect of depositmstitutions and their bank holding
companies that do not meet minimum capital requarei The Federal Deposit Insurance Act establifikectapital tiers: “well capitalized,”
“adequately capitalized,” “undercapitalized,” “sificantly undercapitalized” and “critically undenmitalized.” A depository institution’s capital
tier, or that of its bank holding company, depeapsn where its capital levels are in relation tdaas relevant capital measures, including a
risk-based capital measure and a leverage ratitatapeasure, and certain other factors.

Under the implementing regulations adopted by #ukefal banking agencies, a bank holding compaiaiok is considered “well capitalized”
if it has: (i) a total risk-based capital ratioXi% or greater; (ii) a Tier 1 risk-based capitdioraf 6% or greater; and (iii) a leverage ratidc8b

or greater; and is not subject to any order ortemitlirective to meet and maintain a specific epitvel for a capital measure. An “adequately
capitalized” bank holding company or bank is defias one that has: (i) a total risk-based capdtist Iof 8% or greater; (ii) a Tier 1 risk-based
capital ratio of 4% or greater; and (iii) a levezagtio of 4% or greater (or 3% or greater in thsecof a bank with a composite CAMELS rating
of (1)). A bank holding company or bank is cons@tk(A) “undercapitalized” if it has: (i) a totakki-based capital ratio of less than 8%; (ii) a
Tier 1 risk-based capital ratio of less than 4%(iigra leverage ratio of less than 4% (or 3%he tase of a bank with a composite CAMELS
rating of (1)); (B) “significantly undercapitalized it has: (i) a total risk-based capital ratibless than 6%; or (ii) a Tier 1 risk-based capital
ratio of less than 3%; or (iii) a leverage ratideds than 3%; and (C) “critically undercapitalizédt has a ratio of tangible equity to total
assets equal to or less than 2%. The FRB may sifglas“well capitalized” bank holding company aartk as “adequately capitalized” or
subject an “adequately capitalized” or “undercdjziéal” institution to the supervisory actions applble to the next lower capital category if it
determines that the bank holding company or baivk & unsafe or unsound condition or deems th& halding company or bank to be
engaged in an unsafe or unsound practice and av® corrected the deficiency. As of Decembe28D8, the Company and the Bank met
the definition of “well capitalized” institutions.

“Undercapitalized” depository institutions, amorter things, are subject to growth limitations; prehibited, with certain exceptions, from
making capital distributions; are limited in thability to obtain funding from a Federal ReservenBaand are required to submit a capital
restoration plan. The federal banking agencies nohyaccept a capital plan without determining, aghother things, that the plan is based on
realistic assumptions and is likely to succeedstaring the depository institution’s capital. bid#ion, for a capital restoration plan to be
acceptable, the depository institution’s parentim company must guarantee that the institutidhosimply with such capital restoration plan
and provide appropriate assurances of performahaelepository institution fails to submit an aptable plan, including if the holding
company refuses or is unable to make the guaraetsmibed in the previous sentence, it is treasdflitis “significantly undercapitalized.”
Failure to submit or implement an acceptable chpita also is
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grounds for the appointment of a conservator @ceiver. “Significantly undercapitalized” depositanstitutions may be subject to a number
of additional requirements and restrictions, inahgdorders to sell sufficient voting stock to be@tadequately capitalized,” requirements to
reduce total assets and cessation of receipt afsitsfrom correspondent banks. Moreover, the pdrelding company of a “significantly
undercapitalized” depository institution may beenet to divest itself of the institution or of nbank subsidiaries of the holding company.
“Critically undercapitalizedinstitutions, among other things, are prohibitexhfrmaking any payments of principal and interesswimordinate
debt, and are subject to the appointment of aveceir conservator.

Each federal banking agency prescribes standardtefmsitory institutions and depository institatizolding companies relating to internal
controls, information systems, internal audit syeteloan documentation, credit underwriting, ins¢érate exposure, asset growth,
compensation, a maximum ratio of classified agsetapital, minimum earnings sufficient to absarbsles, a minimum ratio of market value to
book value for publicly traded shares and otherddads as they deem appropriate. The FRB and tt@ l@@e adopted such standards.

Financial Services Modernization and Other Recent kgislation

The Riegle-Neal Interstate Banking and Branchinficieihcy Act of 1994 (the “Riegle-Neal Act”) fadilites the interstate expansion and
consolidation of banking organizations by permgtrank holding companies that are adequately deggithand managed to acquire banks
located in states outside their home states, réggrdf whether such acquisitions are authorizetbuthe law of the host state. The Rielyieal
Act also permits interstate mergers of banks, witine limitations, and the establishment of new dlras on an interstate basis, provided that
such actions are authorized by the law of the siadé.

The Gramm-Leach-Bliley Act of 1999 (the “GLB Actfiermits banks, securities firms and insurance comegao affiliate under a common
holding company structure. In addition to allowimgw forms of financial services combinations, theBG\ct clarifies how financial services
conglomerates will be regulated by the differewlsiml and state regulators. The GLB Act amende®H@EA and expanded the permissible
activities of certain qualifying bank holding conmpes, known as financial holding companies. In &ddito engaging in banking and activities
closely related to banking, as determined by thB BRregulation or order, financial holding companimay engage in activities that are
financial in nature or incidental to financial adtiies that are complementary to a financial attignd do not pose a substantial risk to the
safety and soundness of depository institutionth@financial system generally. Under the GLB Asdt financial institutions, including the
Company and the Bank, are required to develop gyipalicies, restrict the sharing of non-publictoumser data with non-affiliated parties at
the customer’s request, and establish proceduepractices to protect customer data from unautbhdraccess.

USA Patriot Act

The Uniting and Strengthening America by Providikgpropriate Tools Required to Intercept and Obstiigrrorism Act of 2001 (the “Patriot
Act”) imposes additional obligations on U.S. finaldnstitutions, including banks and broker-deaebsidiaries, to implement policies,
procedures and controls which are reasonably dedigmprevent, detect and report instances of maeydering and the financing of
terrorism. In addition, provisions of the Patriatt&equire the federal financial institution regoly agencies to consider the effectiveness of a
financial institution’s antimoney laundering activities when reviewing bank gees and bank holding company acquisitions. The g2y anc

its impacted subsidiaries have approved and arteimgnting policies and procedures that the Comjetigves are compliant with the Patriot
Act.

Sarbanes-Oxley Act of 2002

Since the enactment of the Sarbanes-Oxley Act 82 20hd the SEC’s implementing regulations of thmesécollectively, the “Sarbanes-Oxley
Act”), companies that have securities registeredeuthe Exchange Act, including the Company, abgesi to enhanced and more transparent
corporate governance standards, disclosure regeimenand accounting and financial reporting reguénets. The Sarbanes-Oxley Act, among
other things, (i) requires: the principal executirel principal financial officers of a public conmyato establish and maintain disclosure
controls and procedures and internal control owerfcial reporting for the company, and to evaluheeeffectiveness of these controls and
procedures and certify and report on their findimgthe company’s periodic reports; a public compsmestablish and maintain audit
committees, comprised solely of independent dirs¢ctohich committee must be empowered to, amonerdtiings, engage, supervise and
discharge the company’s auditors; that a publicgaomy’s financial statements be certified by thegpal executive and principal financial
officers of such company; increased and quicketipualisclosure — real time — of obligations of tbempany and its directors and officers,
including disclosures of offfalance sheet transactions and accelerated repoftinansactions in company stock; (ii) prohilgessonal loans 1
company directors and officers, except certaindaaade by insured financial institutions on non-
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preferential terms and in compliance with otherkbgegulatory requirements; and (iii) creates onjtes for various increased civil and
criminal penalties for violations of the securitlasss.

Monetary Policy and Economic Control

The commercial banking business is affected not bylgeneral economic conditions, but also by tlemetary policies of the FRB. Change:
the discount rate on member bank borrowing, aviitiglef borrowing at the “discount window,” openarket operations, the imposition of
changes in reserve requirements against membestaeiosits and assets of foreign branches anibesition of and changes in reserve
requirements against certain borrowings by bankistlaeir affiliates are some of the instruments ohetary policy available to the FRB. Th
monetary policies are used in varying combinationisfluence overall growth and distributions ohkdoans, investments and deposits, and
this use may affect interest rates charged on loapsid on deposits. The monetary policies offR® have had a significant effect on the
operating results of commercial banks and are @éggeo continue to do so in the future. The mornygpadicies of these agencies are influen
by various factors, including inflation, unemploymbeand short-term and long-term changes in thermational trade balance and in the fiscal
policies of the United States Government. Futur@etary policies and the effect of such policiegtmnfuture business and earnings of the
Company cannot be predicted.

Emergency Economic Stabilization Act of 2008

There have been historical disruptions in the faiarsystem in recent months and many lenders iaaddial institutions have reduced or
ceased to provide funding to borrowers, includittgeo lending institutions. The availability of cieadtonfidence in the entire financial sector,
and stability in financial markets has been adugratiected. These disruptions are likely to hagme impact on all institutions in the U.S.
banking and financial industries.

In response to the financial crises affecting therall banking system and financial markets, onobet 3, 2008, the Emergency Economic
Stabilization Act of 2008 (“EESA”) was enacted. @ndEESA, the U.S. Treasury has authority, amongrdthings, to purchase up to

$700 billion of mortgages, mortgage backed seasriind certain other financial instruments froraiicial institutions for the purpose of
stabilizing and providing liquidity to the U.S. fincial markets. As part of that program, the Ut@aSury has purchased equity interests in a
wide variety of eligible banks, thrifts and bankding companies. Under this program, called theubted Asset Relief Program Capital
Purchase Program (“TARP”), $250 billion of caphtals been made available to U.S. financial instingithrough the purchase of preferred
stock. The preferred stock would pay a 5% divideEndive years, which will increase to 9% afterdiyears. In conjunction with its purchase
preferred stock, the Treasury also receives wasranpurchase common stock with an aggregate maricet equal to 15% of the amount
invested in preferred stock. Participating insifing are required to adopt the Treasury’s standardsxecutive compensation and corporate
governance for the period during which the Treasamtinues to hold the institution’'s equity und&RP.

Management evaluated the program to determine whetrticipation would be advantageous for the Caamgpand its common shareholders.
Although both the Company and the Bank meet alliegiple regulatory capital requirements and renmaéti capitalized, on December 17,
2008, the Company announced that the Company latkdlnot to participate in the program by a unansnote of the Board of Directors.
Factors driving this decision included the laclerposure to the troubled assets for which the pragwras originally designed, including
subprime mortgages and mortgage-backed secui#gk$ot subprime mortgages, dividend restrictiomgeutainty around the management and
changing parameters of TARP, and the difficultyproviding adequate return to shareholders witmte capital as the Bank was already
experiencing high levels of lending activity withdbe capital from TARP.

The actions described above, together with additiantions announced by the U.S. Treasury and o#fgedatory agencies continue to deve
It is not clear at this time what long term impB&SA, TARP, other liquidity and funding initiative$ the U.S. Treasury and other bank
regulatory agencies that have been previously amoes) and any additional programs that may beateiti in the future, will have on the
financial markets and the financial services industhe extreme levels of volatility and limitededit availability currently being experienced
could continue to affect the U.S. banking industnythe foreseeable future.

Consumer Laws and Regulations

In addition to the laws and regulations discusse@ih, the Bank is also subject to certain consuaves and regulations that are designed to
protect consumers in transactions with banks. Ttage and regulations include, but are not limtiedathe Truth in Lending Act, the Truth in
Savings Act, the Electronic Funds Transfer Act,Expedited Funds Availability Act, the Equal Cre@ipportunity Act, the Fair Housing Act,
the Home Mortgage Disclosure Act, the Real Estatde3nent Procedures Act, Federal Financial Privaays, Interagency Guidelines
Establishing
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Information Security Standards, the Right to Finaherivacy Act, and the Fair and Accurate Cred#risactions Reporting Act. These laws
and regulations regulate the manner in which fir@nstitutions must deal with customers when ngkileposits or making loans to such
customers.

SUBSIDIARIES OF THE COMPANY

Evans National Financial Services, INCENFS, a wholly-owned subsidiary of the Company olding company for the financial services
business of the Company, including TEA.

The Evans Agency, INCTEA, a retail property and casualty insurance ageisca wholly-owned subsidiary of ENFS. TEA is tigaartered in
Angola, New York, with offices located throughouge¥fern New York. TEA is a full-service insurancemcy offering personal, commercial
and financial services products. It also has alsmoakulting department. For the year ended Dece@be2008, TEA had a premium volume
of approximately $43.5 million and commission rewerof $6.9 million.

TEA'’s primary market area is Erie, Chautauqua, &attgus and Niagara counties. All lines of persargalrance are provided, including
automobile, homeowner’s, boat, recreational vehlaledlord and umbrella coverages. Commercial gasce products are also provided,
consisting of property, liability, automobile, imld marine, workers compensation, bonds, crop arureita insurance. TEA also provides the
following financial services products: life and alidglity insurance, Medicare supplements, long teame, annuities, mutual funds, retirement
programs and New York State Disability.

TEA has a small consulting division which works akhexclusively with school districts. The majoritithe work is done in preparing
specifications for bidding and reviewing existimgurance programs. The majority of the consultcgpants are located in central and eastern
New York.

In the personal insurance area, the majority of BEAmpetition comes from direct writers, as wallsmme small local agencies located in the
same towns and villages in which TEA has officaghe commercial business segment, the majorith@tompetition comes from larger
agencies located in and around Buffalo, New YornkoBfering the large number of carriers which istevailable to its customers, TEA has
attempted to remain competitive in all aspectdobusiness.

TEA is regulated by the New York State Insuranceddament. It meets and maintains all licensing emtinuing education requirements
required by the State of New York.

Frontier Claims Services, Inc. FCS, a wholly-owned subsidiary of TEA, providasurance adjusting services for insurance compaR&S
is located in Angola, New York.

ENB Associates INCENBA, a wholly-owned subsidiary of the Bank, proegsdnon-deposit investment products, such as mfutnds and
annuities, to Bank customers at Bank branch lonatio

Evans Bank, N.A.The Bank is a wholly-owned subsidiary of the Compdrhe Bank’s business is described above.

Evans National Leasing, IncENL, a wholly-owned subsidiary of the Bank, pro\dd#rect financing leasing of commercial small-dtk
general business equipment to companies locatedghout the contiguous 48 United States.

Evans National Holding Corp.ENHC, a wholly-owned subsidiary of the Bank, hotéstain real estate loans and provides management
services. ENHC is operated as a Real Estate Ineestimrust (“REIT”), which provides additional fléoility and planning opportunities for the
business of the Bank.

Suchak Data Systems SDS serves the data processing needs of finansiéltions with customized solutions and coretide services. SDS
hosts the Bank’s core and primary banking systdorgyavith providing product development and progmaing services. SDS’s products and
services for its other customers include core arithe banking systems, check imaging, item procgssind ATM services.

ENB Employers Insurance Trust.ENB Employers Insurance Trust is a Delaware trastgany formed for the sole purpose of holding life
insurance policies under the Bank’s bank-owneditifairance program.

Evans Capital Trust I. Evans Capital Trust |, a wholly-owned subsidiaryl® Company, was organized solely to issue andeein
securities representing undivided beneficial irge®f the Trust and investing the proceeds therecértain debentures of the Company.
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EMPLOYEES

As of December 31, 2008, the Company had no daeqtioyees. As of December 31, 2008, the followatgd summarizes the employment
rosters of the Company’s subsidiaries:

Full Time Part Time
Bank 132 11
ENL 12 —
SDS 9 1
TEA 55 5
FCS 4 —
212 17

Management believes that the Company’s subsidiaggs good relationships with their employees.

AVAILABLE INFORMATION

The Company’s Annual Report on Form 10-K, Quart&gports on Form 10-Q, Current Reports on Forkhaid amendments to those rep:
filed or furnished by the Company pursuant to $ecfi3(a) or 15(d) of the Exchange Act, are avadatithout charge on the Company’s
website, www.evansbancorp.cem SEC filings section, as soon as reasonably et after they are electronically filed with arriished to
the SEC. The Company is providing the addresstmternet site solely for the information of int@s. The Company does not intend the
address to be an active link or to otherwise incafe the contents of the website into this AnRegport on Form 16 or into any other repo
filed with or furnished to the SEC.

Item 1A. RISK FACTORS
The following factors identified by the Company’samagement represent significant potential risksttteCompany faces in its operations.

The Company’s Business May Be Adversely Affected b@onditions in the Financial Markets and Economic ®©nditions Generally.

Since December 2007, the United States has beseneicession. Business activity across a wide rahgelustries and regions is greatly
reduced and local governments and many business@s serious difficulty due to the lack of consurapending and the lack of liquidity in 1
credit markets. Unemployment has increased sigmiflg.

Since mid-2007, and particularly during the secbalfl of 2008, the financial services industry ahe securities markets generally were
materially and adversely affected by significantlohees in the values of nearly all asset classesbgra serious lack of liquidity. This was
initially triggered by declines in home prices ahd values of subprime mortgages, but spread to@figage and real estate asset classes, to
leveraged bank loans and to nearly all asset dasssuding equities. The global markets have bd®racterized by substantially increased
volatility and short-selling and an overall lossmfestor confidence, initially in financial instlions, but more recently in companies in a
number of other industries and in the broader marke

Market conditions have also led to the failure @rger of a number of prominent financial institaso Financial institution failures or near-
failures have resulted in further losses as a apresece of defaults on securities issued by thendafalilts under contracts entered into with
such entities as counterparties. Furthermore, miagliasset values, defaults on mortgages and cardoans, and the lack of market and
investor confidence, as well as other factors, tedeombined to cause rating agencies to lowatdlitratings, and to otherwise increase the
and decrease the availability of liquidity, despigey significant declines in Federal Reserve bwing rates and other government actions.
Some banks and other lenders have suffered signtfiosses and have become reluctant to lend, @vensecured basis, due to the increased
risk of default and the impact of declining ass#@ties on the value of collateral. The foregoing gigsificantly weakened the strength and
liquidity of some financial institutions worldwidén 2008, the U.S. government, the Federal Resandeother regulators have taken numerous
steps to increase liquidity and to restore investmfidence, including investing approximately $28kon in the equity of other banking
organizations, but asset values have continueddbng and access to liquidity continues to be Vienjted.

The Company'’s financial performance generally, mngiarticular the ability of borrowers to pay irget on and repay principal of outstanding
loans and the value of collateral securing thoaedois highly dependent upon on the business

24




Table of Contents

environment in the markets where the Company oggrat Western New York and in the United States afole. A favorable business
environment is generally characterized by, amohgrdfiactors, economic growth, efficient capital keds, low inflation, high business and
investor confidence, and strong business earniigavorable or uncertain economic and market camttcan be caused by: declines in
economic growth, business activity or investor asibess confidence; limitations on the availabitityincreases in the cost of credit and cay
increases in inflation or interest rates; natuissters; or a combination of these or other factor

Overall, during 2008, the business environmentdeen adverse for many households and businestss imited States and worldwide. It is
expected that the business environment in Westem ¥Xbork, the United States and worldwide will cowie to deteriorate for the foreseeable
future. There can be no assurance that these @slill improve in the near term. Such conditimoslld materially adversely affect the crt
quality of the Company’s loans and leases, andfoer, the Company’s results of operations andhfired condition.

Direct Financing Leases Expose the Company to Incased Credit Risks.

At December 31, 2008, the Company'’s portfolio @dt financing leases originated through ENL tatz$88.6 million, or 14.4% of total loans
and leases outstanding. The leasing portfolio emed by $13.5 million, or 29.9%, from DecemberZI]7. The leasing portfolio has been the
Company'’s fastest-growing segment of its loan @adé portfolio and earns the highest yield comprether loans that the Company offers.
The Company is able to earn the relatively higheldyon these leases because of the higher améuredit risk assumed in the portfolio. In
addition, the leasing portfolio carries a highskrilue to its exposure to certain states that baperienced higher-than-average credit issues
such as California, Florida, and Texas. These as&geflected in the fact that the leases havaitiieest rate of charge-offs among the
Company’s loan and lease portfolio. As ENL is atigkly young company, having commenced operatidersember 31, 2004, the Company
has little history to support a projection as tcatva long-term run-rate of charge-offs will be. 83@as the worst economic environment since
the Company purchased ENL and as expected, theemiagseconomy had a significantly adverse effedhenleasing portfolio. Net charge-
offs increased from $0.9 million to $2.0 million.fArther deterioration in the credit quality of tleasing portfolio could negatively impact
earnings and cause the Company to further tigleiedihg standards to lessees, which could signifigatow one of the fastest-growing
segments of the Company'’s loan portfolio. This wicalso impinge future growth in net interest incamsehe fast-growing leasing portfolio
has buttressed the Company’s overall net intenesine growth since ENL'’s inception. At December&108, the Company had $1.9 million
in goodwill associated with ENL. Significant dedmin the performance of the Company’s direct fiirag lease portfolio could result in
impairment of that goodwill.

Commercial Real Estate and Commercial Business LoarExpose the Company to Increased Credit Risks.

At December 31, 2008, the Company’s portfolio aihooercial real estate loans totaled $180.4 millmm4.2% of total loans and leases
outstanding and the Compaasyportfolio of commercial business loans totale@.$4million, or 11.3% of total loans and leasesstariding. Th
Company plans to continue to emphasize the originatf commercial loans. Commercial loans generlgose a lender to greater risk of
non-payment and loss than one-to four-family residé mortgage loans because repayment of comnieecibestate and business loans often
depends on the successful operations and the instreem of the borrowers. Such loans typically imgdarger loan balances to single
borrowers or groups of related borrowers compasezhe-to four-family residential mortgage loanss@Imany of the Company’s commercial
borrowers have more than one commercial real estdtasiness loan outstanding with the Company s€guently, an adverse development
with respect to one loan or one credit relationslasip expose the Company to a significantly gredkrof loss compared to an adverse
development with respect to a one-to four-familsidential mortgage loan.

Continuing Concentration of Loans in the Company’sPrimary Market Area May Increase the Company’s Risk

The Company’s success depends primarily on thergeaeonomic conditions in western New York Statelike larger banks that are more
geographically diversified, the Company provideskiag and financial services to customers locat@dgrily in western New York State. Tl
Company’s business lending and marketing stratég@ss on loans to small- to medium-sized busiress¢his geographic region. Moreover,
the Company’s assets are heavily concentrated imtgages on properties located in western New Y dakeS Accordingly, the Company’s
business and operations are vulnerable to downtaortie economy of Western New York State. The eatration of the Company’s loans in
this geographic region subjects the Company teitkethat a downturn in the economy or recessiahigregion could result in a decrease in
loan originations and increases in delinquenciekfareclosures, which would more greatly affect @@mpany than if the Company’s lending
were more geographically diversified. In additidtme Company may suffer losses if there is a dedtinbe value of properties underlying the
Company’s mortgage loans which would have a matadeerse impact on the Company’s operations.
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In the Event the Company’s Allowance for Loan and lease Losses is Not Sufficient to Cover Actual Loand Lease Losses, the
Company’s Earnings Could Decrease.

The Company maintains an allowance for loan anskléasses in order to capture the probable logbesént in its loan portfolio. There is a
risk that the Company may experience significaabland lease losses which could exceed the alleMandoan and lease losses. In
determining the amount of the Company’s recordemhaince, the Company makes various assumptionfudgdents about the collectibility

of its loan and lease portfolio, including the étedrthiness of its borrowers, the effect of chamgethe local economy on the value of the real
estate and other assets serving as collateraghéareppayment of loans, the effects on the Comzalogn and lease portfolio of current econc
indicators and their probable impact on borrowansl the Company’s loan quality reviews. In additioank regulators periodically review the
Company’s loan and lease portfolio and credit uwdéing procedures, as well as its allowance farl@and lease losses, and may require the
Company to increase its provision for loan andddasses or recognize further loan and lease chaffgeAt December 31, 2008, the Compi
had a net loan portfolio of approximately $401.8lion and the allowance for loan and lease lossas approximately $6.1 million, which
represented 1.49% of the total amount of grosssl@aual leases. If the Company’s assumptions andhjedts prove to be incorrect or bank
regulators require the Company to increase itsipi@v for loan and lease losses or recognize futthen and lease charge-offs, the Company
may have to increase its allowance for loan anslé@sses or loan and lease charge-offs which dwud an adverse effect on the Company’s
operating results and financial condition. Thene ba no assurances that the Company’s allowandedorand lease losses will be adequate to
protect the Company against loan and lease lokBae#& may incur.

Changes in Interest Rates Could Adversely Affect it Company’s Business, Results of Operations and Rincial Condition.

The Company’s results of operations and finanaaldition are significantly affected by changesriterest rates. The Company’s results of
operations depend substantially on its net inténestme, which is the difference between the irgkeicome earned on its interest-earning
assets and the interest expense paid on its itHeeasing liabilities. Because the Company'’s irdgéifgearing liabilities generally re-price or
mature more quickly than its interest-earning ass@t increase in interest rates generally wourld te result in a decrease in its net interest
income.

Changes in interest rates also affect the valueeoCompany’s interest-earning assets, and inqodaiti, the Company’s securities portfolio.
Generally, the value of securities fluctuates ise&r with changes in interest rates. At Decembef808, the Company’s securities available
for sale totaled $73.8 million. Net unrealized gagm securities available for sale, net of tax, amed to $0.7 million and are reported as a
separate component of stockholderguity. Decreases in the fair value of securitieslable for sale, therefore, could have an adveffeet on
stockholders’ equity or earnings.

The Company also is subject to reinvestment riskeiated with changes in interest rates. Changeddrest rates may affect the average life
of loans and mortgage-related securities. Decréasaterest rates can result in increased prepaysref loans and mortgage-related securities,
as borrowers refinance to reduce borrowing costsledthese circumstances, the Company is subjeetrteestment risk to the extent that it is
unable to reinvest the cash received from suchayrapnts at rates that are comparable to the rategisting loans and securities.

Additionally, increases in interest rates may dasecloan demand and make it more difficult for baers to repay adjustable rate loans.

The Company May Be Adversely Affected by the Soundsss of Other Financial Institutions

Financial services institutions are interrelateé assult of counterparty relationships. The Comydaas exposure to many different industries
and counterparties, and routinely executes traiogectvith counterparties in the financial servigedustry. The most important counterparty
the Company, in terms of liquidity, is the Fedé#aime Loan Bank of New York (“FHLBNY"). The Compamges FHLBNY as its primary
source of overnight funds and also has severaHeny advances with FHLBNY. At December 31, 200&, Company had a total of

$48.6 million in borrowed funds with FHLBNY. The @pany has placed sufficient collateral in the fafmesidential real estate loans at
FHLBNY. As a member of the Federal Home Loan Bap&t&mn, the Bank is required to hold stock in FHLBNYie Bank held FHLBNY
stock worth $2.7 million as of December 31, 2008.

There are 12 branches of the FHLB, including NewkY&everal members have warned that they haverditleached risk-based capital
requirements or that they are close to breachiogetequirements. To conserve capital, some FHBBdhes are suspending dividends, cu
dividend payments, and not buying back excess FktbBk that members hold. FHLBNY has stated that thepect to be able to continue to
pay dividends, redeem excess capital stock, andgga@ompetitively priced advances in the futurke ost severe problems in FHLB have
been at some of the other
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FHLB branches. Nonetheless, the 12 FHLB branchegoantly liable for the consolidated obligationfstbe FHLB system. To the extent that
one FHLB branch cannot meet its obligations to ifmghare of the system’s debt, other FHLB branciaesbe called upon to make the
payment.

Systematic weakness in the FHLB could result imaigosts of FHLB borrowings, reduced value of FHitBck, and increased demand for
alternative sources of liquidity that are more exgdee, such as brokered time deposits, the discoimtow at the Federal Reserve, or lines of
credit with correspondent banks First Tennessedviat Bank.

Strong Competition Within the Company’s Market Area May Limit its Growth and Profitability.

Competition in the banking and financial serviagduistry is intense. The Company competes with camialébanks, savings institutions,
mortgage brokerage firms, credit unions, finanamganies, mutual funds, insurance companies, andétage and investment banking firms
operating locally within the Company’s market asea elsewhere. Many of these competitors (whettgional or national institutions) have
substantially greater resources and lending lithi#s the Company does, and may offer certain ss\itat the Company does not or cannot
provide. The Company’s profitability depends uptsnciontinued ability to successfully compete irs timarket area.

Expansion of the Company’s Branch Network May Advesely Affect its Financial Results.

The Company has increased its retail branch netivork eight branches to twelve branches by opedagovo branches in five of the last six
years. In addition, the Company plans on openirgghear branch in late 2009, and its strategy isotttioue to grow its branch network throt

de novo branching and acquisitions. The Companyncaiassure that its branch expansion strategybwiliccretive to earnings or that it will
accretive to earnings within a reasonable perioihoé. Numerous factors contribute to the perforoeaof a new branch, such as suitable
location, qualified personnel, and an effective kating strategy. Additionally, it takes time fonaw branch to gather sufficient loans and
deposits to generate income sufficient to coveopisrating expenses. Difficulties the Company elgpees in implementing its growth strategy
may have a material adverse effect on the Compdimgacial condition and results of operations.

The Company Operates in a Highly Regulated Environrant and May Be Adversely Affected By Changes in Lasvand Regulations.

The Company is subject to regulation, supervisioh examination by the OCC, FRB, and by the FDIGnasrer of its deposits. Such
regulation and supervision govern the activitiewirich a bank and its holding company may engageaa@ intended primarily for the
protection of the deposit insurance funds and depss Regulatory requirements affect the Compalesisling practices, capital structure,
investment practices, dividend policy and growthe3e regulatory authorities have extensive disoréti connection with their supervisory i
enforcement activities, including the impositionrestrictions on the operation of a bank, the diassion of assets by a bank and the adequacy
of a bank’s allowance for loan and lease lossey.dhange in such regulation and oversight, wheth#ére form of regulatory policy,
regulations, or legislation, could have a matadlerse impact on the Bank, the Company and itieéss, financial condition and results of
operations.

Iltem 1B. UNRESOLVED STAFF COMMENTS
None.

Item 2. PROPERTIES

The Bank conducts its business from its adminiseaiffice and 12 branch offices as of December2808. The Bank’s administrative office
is located at One Grimsby Drive in Hamburg, New K/ drhe administrative office facility is 26,000 sqe feet and is owned by the Bank. This
facility is occupied by the Office of the Presidantd Chief Executive Officer of the Company, aslwslthe Administrative and Loan Divisic

of the Bank.

The Bank has 12 branch locations. The Bank ownstilding and land for five locations. The Bank @athe building but leases the land for
four locations. The other three locations are léa$be Bank also operates in-school branch barfisicitjities at two local high schools that do
not require lease payments.

The Bank also owns the headquarters for SDS atliBadgoad in Grand Island, New York.
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TEA operates from its headquarters a 9,300 squateoffice located at 16 North Main Street, Angdl@w York, which is owned by the Bank.
TEA has 14 retail locations. TEA leases 11 of tieations. The Bank owns two of the locations and D&ns the remaining building.

The Company owned $9.9 million in properties andigaent, net of depreciation at December 31, 2008)pared with $8.4 million at
December 31, 2007.
Item 3. LEGAL PROCEEDINGS

The nature of the Company’s business generategarcamount of litigation involving matters arigiim the ordinary course of business.
However, in the opinion of management of the Comp#rere are no proceedings pending to which thmg2my is a party or to which its
property is subject, which, if determined adverselguld have a material effect on the Company’sltef operations or financial condition.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of shareholdierig the fourth quarter of fiscal 20(

PART Il
Item 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information. The Company’s common stock is quoted on The NASOBGbal Market system (“NASDAQ”) under the symbol
EVBN.

The following table shows, for the periods indichtéhe high and low sales prices per share of thraganys common stock as reported on -
Nasdag Global Market for fiscal 2008 and 2C

2008 2007
QUARTER High Low High Low
FIRST $17.7¢ $14.15 $21.0C $19.5¢
SECOND $17.5C $15.0¢ $20.5(C $19.0¢
THIRD $17.4: $14.1¢ $20.0C $17.7(C
FOURTH $17.9( $14.11 $18.3¢ $15.7¢

Holders. The approximate number of holders of record ofGeenpany’s common stock at March 9, 2009 was 1,386.
Cash Dividends.The Company paid the following cash dividends casref of the Company’s common stock during fisc@i728nd 2008:
. A cash dividend of $0.34 per share on April 2, 26®Holders of record on March 12, 20
. A cash dividend on $0.37 per share on October @7 20 holders of record on September 11, 2!
. A cash dividend of $0.37 per share on April 1, 26®8&olders of record on March 10, 20
. A cash dividend of $0.41 per share on October 8820 holders of record on September 11, 2

In addition, on February 17, 2009, the Companyated a cash dividend of $0.41 per share payabkgpahl, 2009 to holders of record as of
March 9, 2009.

The amount and type (cash or stock), if any, afrfeidividends will be determined by the Companyd&il of Directors and will depend upon
the Company’s earnings, financial conditions arieepfactors considered by the Board of Directorsegaelevant. The Bank pays a dividend to
the Company to provide funds for: debt servicehmnjtinior subordinated debentures, a portion optioeeeds of which were contributed to
Bank as capital; dividends the Company pays; tigastock repurchases; and other Company expenkese Bre also various legal limitations
with respect to the Bank’s ability to supply fundghe Company. In particular, under Federal bagkanv, the prior approval of the FRB and
OCC may be required in certain circumstances, poidhe payment of dividends by the Company orBaek. See Notes 8 and 19 to the
Company’s Consolidated Financial Statements indudéart I, Item 8 of this Annual Report on Fob®-K for additional information
concerning contractual and regulatory restrictiongshe payment of dividends.
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PERFORMANCE GRAPH

The following Performance Graph compares the Colyiparumulative total stockholder return on its coomstock for a five-year period
(December 31, 2003 to December 31, 2008) with timeutative total return of the NASDAQ Bank

Index and NASDAQ Market Index. The comparison facte of the periods assumes that $100 was invest@koember 31, 2003 in each of
the Companys common stock, the stocks included in the NASDAdpIBIndex and the stocks included in the NASDAQ kéatndex, and th:
all dividends were reinvested without commissidrtss table does not forecast future performanagbh®iCompany’s stock.

Compare 5-Year Cumulative Total Return Among
Evans Bancorp, Inc.,
NASDAQ Market Index and NASDAQ Bank Index

Total Return Performance
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Period Ending
Index 12/31/03 12/31/04 12/31/05 12/31/06 12/31/07 12/31/08
Evans Bancorp, Inc 100.0( 114.1: 103.0¢ 101.37 84.2 84.5¢
NASDAQ Composite 100.0( 108.5¢ 110.0¢ 120.5¢ 132.3¢ 78.7:
NASDAQ Bank 100.0( 110.9¢ 106.1¢ 117.81 91.8¢ 69.8¢

In accordance with and to the extent permitteddplieable law or regulation, the information setiioabove under the heading “Performance
Graph” shall not be incorporated by reference antg future filing under the Securities Act, as adeth or the Exchange Act and shall not be
deemed to be “soliciting material” or to be “filedith the SEC under the Securities Act or the ExgjeaAct.
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Purchases of Equity Securities by the Issuer and fiiated Purchasers.The following table includes all Company repurctsasecluding
those made pursuant to publicly announced plapsagrams, during the quarter ended December 38.200

Issuer Purchases of Equity Securities

Total Total number of shares Maximum number of
number of Average purchased as part of shares that may yet b
shares price paid  publicly announced purchased under
Period purchasec per share  plans or programs the plans or programs
October 200¢
(October 1, 2008 through October 31, 20 - $ — — 77,09¢
November 200t
(November 1, 2008 through November 30, 2C 180 $ 16.5¢ 1,80( 75,29¢
December 200
(December 1, 2008 through December 31, 2I —  $ — — 75,29¢
Total 1,80C $ 16.5% 1,80(

On August 21, 2007, the Board of Directors auttetithe Company to repurchase up to 100,000 shaeggh® next two years, unless the
program is terminated earlier by action of the Bloafr Directors. The Company did not make any relpases during the quarter ended
December 31, 2008 other than pursuant to this glyldinnounced program. All 1,800 shares were pwethin open market transactions. The
Company has placed such repurchased shares irettsaity and accounts for such shares on a firtsieut basis.
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Item 6. SELECTED FINANCIAL DATA

(Dollars in thousands except per share date
As of and for the year ended December 31,

2008 2007 2006 2005 2004

Balance Sheet Dat:
Assets $528,97: $442,72¢ $473,89: $468,54¢  $429,04:
Interes-earning asset 477,49¢ 392,23t 426,83¢ 419,97: 391,46:
Investment securitie 75,75¢ 72,41( 137,73( 159,95: 169,87¢
Loans and leases, r 401,62¢ 319,55¢ 285,36° 256,81( 217,59¢
Deposits 403,95: 325,82¢ 355,74¢ 336,80¢ 301,92¢
Borrowings 66,51: 63,23¢ 60,55¢ 81,79¢ 79,36
Stockholder’ equity 45,91¢ 43,30: 39,54 36,87¢ 35,47«
Income Statement Date
Net interest incom $ 19,26¢ $ 16,67¢ $ 14,84" $ 14,377 $ 12,597
Nor-interest incom 11,67: 8,84: 10,77: 10,37¢ 8,572
Non-interest expens 20,44( 19,18 17,72¢ 17,40¢ 14,77¢
Net income 4,90¢ 3,36¢ 4,921 4,81¢ 4,50¢
Per Share Data
Earnings per sha— basic $ 1.7¢ $ 1.2t $ 1.81 $ 177 $ 1.6t
Earnings per shar— diluted 1.7¢ 1.2: 1.8C 1.77 1.6¢
Cash dividend 0.7¢ 0.71 0.6¢ 0.6% 0.61
Book value 16.57 15.7¢ 14.4¢ 13.51 13.0¢
Performance Ratios
Return on average ass 1.03% 0.7% 1.05% 1.05% 1.1%%
Return on average equi 10.82 8.1t 12.9¢ 13.3¢ 13.1¢
Net interest margi 4,52 4.0t 3.5k 3.4¢ 3.5
Efficiency ratio * 63.87 66.65 67.37 68.5: 68.7¢
Dividend payout ratic 43.7¢ 57.7i 37.7C 36.5¢ 36.71
Capital Ratios
Tier | capital to average ass! 9.02% 10.0%% 8.9(% 8.2¢% 8.05%
Equity to asset 8.6¢ 9.7¢ 8.34 7.81 8.217
Asset Quality Ratios
Total nor-performing assets to total ass 0.6%% 0.16% 0.15% 0.41% 0.42%
Total non-performing loans and leases to totaldoan

and lease 0.8¢ 0.2z 0.2% 0.7z 0.8z
Net charg-offs to average loans and lea 0.5t 0.37 0.22 0.2% 0.0¢
Allowance for loan and lease losses to total lcard

leases 1.4¢ 1.41 1.2¢ 1.2¢ 1.3¢

See Item 7, “Management’s Discussion and AnalysiSrancial Condition and Results of Operationsyidaltem 8, “Consolidated Financial
Statements and Supplementary Data,” of this Repofform 10-K for further information and analysisahanges in the Company’s financial
condition and results of operations.

* The calculation of the efficiency ratio excludesaatization of intangibles and gains and lossesabdessof securities, for comparati
purposes

Item 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

This discussion is intended to compare the perfaomaf the Company for the years ended Decembet(®B, 2007 and 2006. The review of
the information presented should be read in conijonavith Part |, Item 1: Business and Part lInité: Selected Financial Data and Item 8:
Financial Statements and Supplementary Financitd Bfathis Annual Report on Form 10-K.

The Company is a financial holding company regetamder the BHCA. The Company currently condustbusiness through its two direct
wholly-owned subsidiaries: the Bank and the Baskissidiaries, ENL and ENHC; and ENFS and
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its subsidiaries, TEA and ENBA. The Company dodsengage in any other substantial business. Utiessontext otherwise requires, the
term “Company” refers collectively to Evans Bancdrg. and its subsidiaries.

The Company’s financial objectives are focused ammieags growth and return on average equity. Ir82@e Company experienced a sharp
increase in net income, total assets, and totadgiesp Net income increased 45.7% from 2007 to $4lieon in 2008. Return on equity
improved from 8.15% in 2007 to 10.82% in 2008. Maisthe increase in net income is a result of tbenany’s decision to restructure its
balance sheet in June 2007, which resulted ingthkization of a one-time loss of $2.3 million ($itullion after-tax) on the sale of

$45.0 million of the Company'’s securities portfolio conjunction with this sale, the Company alloweost municipal time deposits to mature
without being renewed and priced down the muni-gastngs product for municipalities without coreeogting accounts that resulted in those
customers withdrawing their deposits. Deposits froomicipalities are required to be collateralizgdrvestment securities and are therefore
not able to be used to fund loan growth. The spbedleen the municipal time deposits and the seéesisold was negative. The Company
the securities after determining that the fundih@eestment securities with high-cost municipapdsits did not fit with the Company’s
strategy of growing loans and improving return guigy.

Excluding non-operating items such as the losserséle of securities, net operating income ine@&s8% to $5.3 million in 2008. (“Net
operating income” is defined Bupplemental Reporting of Non-GAAP Results of Qiperslater in thisManagement’s Discussion and
Analysis of Financial Condition and Results of Ggiems.) The increase in net operating income was largebsult of strong net interest
income growth. The Bank’s core business of lendind deposit gathering performed well in 2008. Mahk and leases increased 25.7% to
$401.6 million and deposits increased 24.0% to $164llion. That balance sheet growth, combinedhvaih expansion in the net interest
margin from 4.05% to 4.53%, resulted in net interesome growth of 15.6% to $19.3 million. Thisastyg performance was offset by
underperformance in the Company’s insurance segarghtveakness in the Bank’s leasing subsidiary.

TEA, the Company’s insurance agency subsidiaryticoad to struggle to grow earnings in a soft iasge market. After zero earnings growth
from 2006 to 2007, TEA experienced a 7.4% decrganet income from 2007 to 2008. The decrease fiinceme is despite an agency
acquisition in each of 2007 and 2008.

Insurers rely on their surplus to underwrite newibess. The surplus is the amount of capital thaintain in excess of the reserves they have
posted to pay for insured losses. Enhanced sucplpacity allows the insurance company to take oremrisk and earn more premiums. The
property and casualty insurance industry has d{eeireased its surplus capacity since the eveh&ptember 11, 2001. The insurance
industry has been able to grow surplus capacitgdord levels in part through the returns they vedale to achieve from their investment
activities. The enhanced return on their investmesutilted in increased surplus which enabled théeca to write more business and further
invest those premiums. In their efforts to grow keduishare and invest the premiums, insurers halteces rates over the past few years. Thus,
there has been a soft insurance market, charaadeiz premium rates that are stable or fallinghwitany readily available insurance products.
In contrast, a hard market is one in which insuearates rise and coverage is more difficult to fiflde insurance industry generally cycles
between soft and hard markets. TEA would benddifa return to a hardening market, and will corgitaustruggle to grow net income until a
harder market returns.

2008 was the worst economic environment since trefany purchased ENL and as expected, the worsenomgomy had a significantly
adverse effect on the Company’s leasing portf@idL was negatively impacted by a significant inge@ net charge-offs, which rose from
$0.9 million in 2007 to $2.0 million in 2008. The@pany is able to earn a higher yield on leaseaussrof the higher amount of credit risk
assumed in the portfolio. In a poor economy, sitha current recession, the leasing portfolio @siberience increased stress. In addition, the
leasing portfolio carries a higher risk due toeitposure to certain states that have experienggbhthan-average credit issues such as
California, Florida, and Texas. The Company exp#etdeasing portfolio to continue to be sensitiveconomic conditions.

Unlike many banks in the industry, the Companyrditiexperience widespread credit deterioratiotsimiortgage portfolio or incur large
write-offs or impairment charges in its securifpestfolio in 2008, as the Company has not engageib-prime mortgage lending, invested in
securities backed by sub-prime mortgages, or iedeist FNMA or FHLMC perpetual preferred securitiggrust preferred securities. Also, the
Company’s market area has been largely unaffecteéllebsignificant decline in real estate valuesisetionwide, as Western New York did
not experience the significant appreciation in essahte prices that other parts of the country delertheless, the credit and economic
ramifications may extend beyond the sub-prime nagégmarket. As described above, the Company’sigasirtfolio has already experienced
increased stress. A widespread economic slowdowld dikely negatively impact the Company’s finadagiasults further.
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To sustain future growth and to meet the Compafiyancial objectives, the Company has defined abemof strategies. Five of the more
important strategies include:

. Grow the business to achieve better scale anddgedanvestments in the business for enhanced ghdfiy;

. Continuing growth of non-interest income througdurance agency internal growth, financial sewi@enues, and potential
acquisitions

. Utilize segmented market approach to develop demeionships and strengthen earnings po
. Leveraging technology to improve efficiency andtouser service; an
. Maintaining a community based foci

The Company’s strategies are designed to diretitéhénvestment decisions supporting its finanalajectives. The Company’s most
significant revenue source continues to be netesténcome, defined as total interest incomeilgesest expense. Net interest income
accounted for approximately 62% of total revenu2088. To produce net interest income and condisgmings growth over the long-term,
the Company must generate loan and deposit gravetbcaptable margins within its market of operatibm generate and grow loans and
deposits, the Company must focus on a number aganeluding, but not limited to, the economy, lafaexpansion, sales practices, customer
and employee satisfaction and retention, compatigwolving customer behavior, technology, prodocbvation, interest rates, credit
performance of its customers and vendor relatigusshi

The Company also considers non-interest income iitapbto its continued financial success. Fee iregeneration is partly related to the
Company’s loan and deposit operations, such assiteggrvice charges, as well as selling finanaiatipcts, such as commercial and personal
insurance through TEA and non-deposit investmeodycts through ENBA. Improved performance in naeiest income can help increase
capital ratios because most of the non-interestnmecis generated without recording assets on tle@a sheet.

While the Company reviews and manages all custami¢s, it has focused increased efforts on targségunents such as (1) smaller busine
with smaller credit needs but rich in deposits;i®)dle market commercial businesses; (3) commiere# estate and construction-related
lending; and (4) retail customers. The overarclyogl is to cross-sell between our insurance, firiservices and banking lines of business to
deepen our relationships with all of our customéhese efforts have resulted in growth in the coneiakloan portfolio and core deposits
during fiscal 2008 and 2007.

To support growth in targeted customer units, thekBopened one de-novo branch per year from 2008;2thd opened another in
August 2008. With all new and existing branches,@lmmpany has strived to maintain a local commuratsed philosophy. The Bank has
emphasized hiring local branch and lending perdonitk strong ties to the specific local commurstieenters and serves.

The Company has also expanded through acquisitispgcially in its insurance agency segment, wihEre acquired Fitzgerald Agency in
2008 and LR Frank Agency in 2007. In 2006, TEA pased Fire Service Agency, Inc. and a small bodkusfness from another insurance
agency. Additionally, TEA acquired four companie2005 and 2004, including the Truax Agency in 2095, Ulrich & Company in
October 2004, and Ellwood and Easy PA Agenciesiitudry 2004,

In addition, the Bank acquired SDS on DecembelB08. The Company believes that this acquisitidhemiable the Bank to drive the
strategic direction of its information technologgtform by augmenting its resources and increagfim-house capabilities in order to expand
its operational flexibility, create scalability andtigate risk as the Company grows. SDS’s prodants services include core and online
banking systems, check imaging, item processingfdrd services.

The Bank serves its market through 12 banking effin Western New York, located in Amherst, Ang@earby, Evans, Forestville, Hamburg,
Lancaster, North Boston, West Seneca, Buffalo,Teorthwanda. The Company’s principal source of fugdéthrough deposits, which it
reinvests in the community in the form of loans &ndestments. Deposits are insured up to the maximpermitted by the Insurance Fund of
the FDIC. The Bank is regulated by the OCC.

APPLICATION OF CRITICAL ACCOUNTING ESTIMATES

The Company’s Consolidated Financial Statementpiaeared in accordance with U.S. generally acdepteounting principles and follow
general practices within the industries in whichperates. Application of these principles requiresiagement to make estimates, assumptions
and judgments that affect the amounts reporteddrCtompany’s Consolidated Financial StatementdNatds. These estimates, assumptions
and judgments are based on information
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available as of the date of the Consolidated FilsduStatements. Accordingly, as this informatiomeges, the Consolidated Financial
Statements could reflect different estimates, agsioms and judgments. Certain policies inherenslyeha greater reliance on the use of
estimates, assumptions and judgments, and aslsaxah a greater possibility of producing results twald be materially different than
originally reported.

Estimates, assumptions and judgments are necesbaryassets and liabilities are required to berdsxbat fair value, when a decline in the
value of an asset not carried on the financiabstants at fair value warrants an impairment wriesd or valuation reserve to be established,
or when an asset or liability needs to be recomtedingent upon a future event. Carrying assetdiabiities at fair value inherently results in
more financial statement volatility. The fair vadugnd the information used to record valuation stdjents for certain assets and liabilities are
based either on quoted market prices or are prdvigeother third-party sources, when available. tgrd-party information is not available,
valuation adjustments are estimated in good fajttmbhnagement primarily through the use of inteoaash flow modeling techniques.

The most significant accounting policies followgdthe Company are presented in Note 1 to the Caladetl Financial Statements included in
Item 8 of this Annual Report on Form 10-K. Theséqies, along with the disclosures presented inatier Notes to the Company’s
Consolidated Financial Statements contained inAhisual Report on Form 10-K and in this financiiew, provide information on how
significant assets and liabilities are valued im @ompany’s Consolidated Financial Statements amdthose values are determined.

Based on the valuation techniques used and théisgn®f financial statement amounts to the mathpassumptions and estimates underlying
those amounts, management has identified the dietation of the allowance for loan and lease lossekvaluation of goodwill to be the
accounting areas that require the most subjectieemplex judgments, and as such, could be mogtauto revision as new information
becomes available.

Allowance for Loan and Lease Losses

The allowance for loan and lease losses repreggmagement’s estimate of probable losses in th&'Bdman and lease portfolio. Determin
the amount of the allowance for loan and leasee&sconsidered a critical accounting estimatab®e it requires significant judgment on the
part of management and the use of estimates reflathe amount and timing of expected future céshd on impaired loans and leases,
estimated losses on pools of homogeneous loankeases based on historical loss experience anddesaton of current economic trends and
conditions, all of which may be susceptible to gigant change. The loan portfolio also represéinéslargest asset type on the Company’s
consolidated balance sheets. Note 1 to the Comgetid=inancial Statements included in Item 8 of Arinual Report on Form 10-K describes
the methodology used to determine the allowancéfor and lease losses.

Goodwill and Intangible Assets

The amount of goodwill reflected in the Companytn&olidated Financial Statements is required ttebeed by management for impairment
on at least an annual basis. The test for impaitmiegoodwill in an identified reporting unit is msidered a critical accounting estimate bec
it requires judgment on the part of managementtaadise of estimates related to the growth assomgptnd market multiples used in the
valuation model. There were no triggering evenst taused us to evaluate intangibles for impairment

As of December 31, 2008, the Company’s market wias $15.09 per share. With 2,771,788 shares odisig, that share price implies a
market capitalization of $41.8 million. The Companlyook value at December 31, 2008 was $45.9 millay $16.57 per share. When the
market capitalization of a company falls below tlaerying value, it can be an indicator of goodwvilpairment. However, after a thorough
valuation process performed by management, it gy chined that there was no goodwill impairmer@etember 31, 2008.

Management valued the two reporting units with gaddTEA and ENL, using cash flow modeling techaésg. As a test for reasonableness,
management also ascribed a value to the total Caoyripaadjusting the market capitalization by acdmgfor stock market volatility and a
control premium. Management did not use other fetiens for comparable valuation multiples to eagsifor the total Company or ENL
because there was not a meaningful sample of sitrdasactions to gain any comfort from using tHfemvaluation purposes.

When using the cash flow models, management comsldéstorical information, the operating budget2609, and strategic goals in
projecting net income and cash flows for the nasd years. In each model, the fair value calculateckeded the book value of the reporting
unit. For TEA, value based on a multiple to earsibgfore interest, taxes, depreciation, and anatitiz (“EBITDA”) was averaged with the
value as determined by the cash flow model to
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calculate the fair value. The multiple used wasHasn data from a third party consulting servidee Tirm’s services include searching,
valuing, structuring, and negotiating the acquisitdf insurance agencies. The valuation using 8@ BA model was higher, likely a result of
conservative growth assumptions used by the Comipatine cash flow model as well as an implied colpremium.

Management reconciled the calculated fair valutheftotal Company to an adjusted market capitétinallhe adjusted market capitalization
was calculated by adjusting the stock price udiegaverage share price for December, rather treaprtbe on December 31, 2008. This
adjustment helps to neutralize the volatility of tock market. Second, management calculatedteotpremium by examining the efficiency
ratio of the most likely buyers of the Company camggl to the 2008 efficiency ratio of the Companwandigement assumed that by purchasing
the Company, a potential buyer could save ampl& bHice costs to more closely approximate its efficiency ratio. The difference between
the calculated fair value using cash flow modehng the adjusted market capitalization with a cgdrgremium was 3%, within a range that
enabled management to be comfortable with the ipalid the different impairment test techniques.

While the fair values determined in the impairmiests were higher than the carrying value for TENL, and the total Company, the risk of a
future impairment charge still exists. ENL’s busigés very sensitive to economic conditions arath#rge-offs and delinquencies continue to
increase by a material amount, the fair value of ENuld fall below book value and trigger an impaént charge. In addition, a depressed
Company stock price below book value for a longeaton could trigger goodwill impairment at theaiocCompany level.

For further discussion of the Company’s accountorggoodwill and other intangible assets, see Natie the Consolidated Financial
Statements included in Item 8 of this Annual Reporform 10-K.

RECENT ACCOUNTING PRONOUNCEMENTS AND DEVELOPMENTS

Note 1 to the Compars Consolidated Financial Statements includedemi8 of this Annual Report on Form 10-K discussas accounting
policies adopted by the Company during fiscal 2@&ow are accounting policies recently issuedroppsed but not yet required to be
adopted. To the extent management believes thetiadag new accounting standards materially afféisesCompany’s financial condition,
results of operations, or liquidity, the impacte discussed below.

Business Combinations (SFAS 141R)in December 2007, the FASB issued SFAS No. 1Bisihess Combinations (Revised 2007)" (SFAS
141R). SFAS 141R replaces SFAS 141, “Business Quatibns,” and applies to all transactions and o#ivents in which one entity obtains
control over one or more other businesses. SFAR Ydquires an acquirer, upon initially obtainingittol of another entity, to recognize the
assets, liabilities and any non-controlling intéiaghe acquiree at fair value as of the acquisitiate. Contingent consideration is required to
be recognized and measured at fair value on tleeafatcquisition rather than at a later date wihenaimount of that consideration may be
determinable beyond a reasonable doubt. This &irevapproach replaces the cost-allocation praeegsred under SFAS 141 whereby the
cost of an acquisition was allocated to the indigidassets acquired and liabilities assumed basélaedr estimated fair value. SFAS 141R
requires acquirers to expense acquisition-relabstsas incurred rather than allocating such ¢odtse assets acquired and liabilities assumed,
as was previously the case under SFAS 141. Prdsitigu contingencies are to be recognized atvalue, unless it is a non-contractual
contingency that is not likely to materialize, ifmiah case, nothing should be recognized in purcheseunting and, instead, that contingency
would be subject to the probable and estimablegrition criteria of SFAS 5, “Accounting for Contiegcies.” SFAS 141R is to be applied
prospectively to business combinations for whiahdbquisition date is on or after January 1, 28FAS 141R is expected to have a signifi
impact on the Company’s accounting for businesshioations closing on or after January 1, 2009.

Non-controlling Interest in Consolidated FinancialStatements (SFAS 160)In December 2007, the FASB issued SFAS 160, “Non-
controlling Interest in Consolidated Financial 8taents, an amendment of ARB No. 51” (SFAS 160). SE80 amends Accounting Research
Bulletin (ARB) No. 51, “Consolidated Financial Statents,” to establish accounting and reportingdsteds for the nowontrolling interest in
subsidiary and for the deconsolidation of a sulasidiSFAS 160 clarifies that a non-controlling net&t in a subsidiary, which is often referred
to as a minority interest, is an ownership inteneshe consolidated entity that should be repoa®e component of equity in the consolidated
financial statements. Among other requirements, SEB0 requires consolidated net income to be regat amounts that include the amounts
attributable to both the parent and the montrolling interest. It also requires discloswm,the face of the consolidated income statemetite
amounts of consolidated net income attributablagéoparent and to the non-controlling interest. SA&0 is effective for the Company on
January 1, 2009 and is not expected to have a ialatapact on the Company’s consolidated finanstatements.
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RESULTS OF OPERATIONS FOR YEARS ENDED DECEMBER 31,2008 AND DECEMBER 31, 2007
Net Income

Net income of $4.9 million in 2008 consisted ofB#illion related to the Compa’s banking activities and $0.8 million related ket
Company’s insurance agency activities. The totaimeme of $4.9 million or $1.78 per basic anditditl share in 2008 compares with
$3.4 million or $1.23 per basic and diluted share2007.

Supplemental Reporting of Non-GAAP Results of Operigons

In accordance with U.S. generally accepted accogmtiinciples (“GAAP”), included in the computatiofinet income for years ended
December 31, 2008, 2007, and 2006, are gains asddmn the sale of securities and amortizatianmtafgible assets associated with
acquisitions. To provide investors with greaterhilgy of the Company’s operating results, the Gany uses “net operating income,” which
excludes items that management believes to be perating in nature. Specifically, “net operatingame” excludes gains and losses on the
sale of securities and amortization expense ofiaitiun intangibles. This non-GAAP information igihg disclosed because management
believes that providing these non-GAAP financiabsiges provides investors with information usefulimderstanding the Company’s
financial performance, its performance trends, famahcial position. While the Company’s managemesgs these non-GAAP measures in its
analysis of the Companyperformance, this information should not be vidwe a substitute for financial results determiimeaccordance wit
GAAP or considered to be more important than fimanesults determined in accordance with GAAP, isdt necessarily comparable with
non-GAAP measures which may be presented by otirapanies.

When net income is adjusted for what managemertiders to be “non-operating” items, “net operatingfome was $5.3 million in 2008,
compared to $5.2 million for 2007, and $5.2 millior2006. Diluted net operating earnings per si@r@008 was $1.93 compared with $1.89
in 2007 and $1.90 in 2006. The reconciliation dfeerating income and diluted net operating eajper share to net income and diluted
earnings per share can be found in the followitgta

Reconciliation of GAAP Net Income to Non-GAAP Net @erating Income

Year ended December 31

(in thousands, except per she 2008 2007 2006

GAAP Net Income $4,90¢ $3,36¢ $4,921
(Gain) loss on sale of securitie (6) 1,41z (86)
Amortization of intangibles’ 41¢ 394 34¢
Net operating income $5,32( $5,17¢ $5,181
GAAP diluted earnings per share $ 1.7¢ $ 1.2¢ $ 1.8C
(Gain) loss on sale of securitie — 0.52 (0.0%)
Amortization of intangibles 0.1t 0.14 0.1z
Diluted net operating earnings per share $ 1.9¢ $ 1.8¢ $ 1.9C

* After any ta-related effec

Net Interest Income

Net interest income, the difference between inteneeme and fee income on earning assets, suldaas and securities, and interest exp¢
on deposits and borrowings, provides the primasidfar the Company’s results of operations.
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Net interest income is dependent on the amountyiaids earned on interest earning assets as ceahpathe amounts of and rates paic
interest bearing liabilities.

The following table segregates changes in intexasted and paid for the past two years into amattributable to changes in volume and
changes in rates by major categories of assetfiabilities. The change in interest income and exgeedue to both volume and rate has been
allocated in the table to volume and rate chang@sadportion to the relationship of the absolutbad@mounts of the change in each.

2008 Compared to 200 2007 Compared to 200t
Increase (Decrease) Due t Increase (Decrease) Due t
(in thousands
Volume Rate Total Volume Rate Total

Interest earned ol
Loans $ 4,48t ($2,079 $ 2,41C $ 2,31t $ 1,19¢ $ 3,61t
Taxable securitie (1,482 (128) (1,610 (1,520 23C (2,290
Tax-exempt securitie (187) (6) (299 (221 23 (19¢)
Federal funds sol (155 (139§ (299 263 5 26€
Total interes-earning asse $ 2,661 ($2,34)) $ 314 $ 837 $ 1,45¢ $ 2,29¢
Interest paid on
NOW account: $ 2 $ 45 $ 47 ($7) $ 12 $ 11
Savings deposil 33¢ 402 74C 2 135 13t
Muni-vest (539 (663) (1,209 151 (5) 14€
Time deposit: (261) (1,290 (1,55)) (84) 867 783
Fed funds purchased and other

borrowings 192 (506) (313 (667) 57 (610
Total interes-bearing liabilities ($267) ($2,019) ($2,279 ($599) $ 1,06/ $ 46t

Net interest income, before the provision for la@awl lease losses, increased by $2.6 million, @%5to $19.3 million in 2008 fror

$16.7 million in 2007. As indicated in the precagliable, the increase in 2008 attributable to va@wmas $2.9 million, while the amount
attributable to rates was a negative $0.3 millitime increase in the volume of loans and leasegasilly offset by lower volumes among the
other interest-earnings asset types, while low&raes in time deposits and muni-vest accounts geaithe lower interest-bearing liability
volume variance.

During 2008, the FRB aggressively cut interestsated reduced its target overnight rate by 200shasints over the first 8 months. This rate
cut activity accelerated in the fourth quarter 602 because of the continuing financial turmoil &gdhe end of 2008 the target overnight rate
had been cut to 25 basis points.

The $0.3 million negative effect of changing ratess due to lower rates received on loans and higttes being paid on NOW accounts and
savings deposits, partially offset by lower ratag&lpn munivest accounts, time deposits, and other borrowifigs.low rates received on loz
and paid on muni vest accounts, time depositsp#mer borrowings is a result of the lower interasé environment which existed after the
Federal Reserve lowered rates throughout 2008 higheer rates in savings deposits were due to aisHifie portfolio mix of the savings
deposits to a new higher rate money market prodin.higher rates on NOW accounts were due to # samaber of higher-cost municipal
accounts. Overall, loan and lease growth providadhmof the positive impact on net interest incohet loans and leases grew from an
average balance of $297.9 million in 2007 to arraye balance of $357.2 million in 2008. The lowerwsities, time deposits, and muni-vest
volumes reflect the Company’s balance sheet restiing in 2007.

Total loan and lease growth continues to be driyenommercial loan and lease growth, which incrédse24.5%, from a $211.8 million
average balance for 2007 to a $263.7 million avetsjance in 2008. Consumer loans increased 9@%$89.2 million average balance in
2007 to $97.6 million in 2008.

In addition to changes in the composition of thenpany’s earning assets and interest-bearing fiegs]ichanges in interest rates and spreads
can impact net interest income. Net interest spreathe difference between yield on earning asmetisrate on interest-bearing liabilities, was
3.98% in 2008, compared to 3.39% in 2007. The yaeldhterest-
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earning assets decreased 15 basis points from 7402807 to 6.85% in 2008, and the cost of intebestring liabilities decreased 74 basis
points, from 3.61% in 2007 to 2.87% in 2008.

Net interes-free funds consist largely of non-interest-beadegosit accounts and stockholders’ equity, otfgebankewned life insurance ar
non-interest-earning assets, including goodwill emidngible assets. Average net interest-free fiotdéded $80.6 million in 2008 compared to
$74.9 million in 2007. The contribution of net irgst-free funds to net interest margin was 0.55%20®8, compared with 0.66% in 2007. This
decrease is primarily due to the decreased ratiggesest-bearing liabilities in 2008.

The Company’s net interest margin increased frd@B%. during 2007 to 4.53% during 2008, reflecting thanges to the net interest spread
and the contribution of interest-free funds as dbed above. While cuts in the federal funds targe usually help the banking industry’s net
interest margin, other factors, such as the shaffeegyield curve (or the spread between short-tench long-term interest rates) and intense
pricing competition for loans and deposits may ggpessure on the Company’s net interest margin.

The Bank regularly monitors its exposure to interate risk. Management believes that the properagament of interest-sensitive funds will
help protect the Bank’s earnings against extrena@gés in interest rates. The Bank’s Asset/LiabMgnagement Committee (“ALCO”) meets
monthly for the purpose of evaluating the Bank’srstterm and long-term liquidity position and thet@ntial impact on capital and earnings of
changes in interest rates. The Bank has adoptedsat/liability policy that specifies minimum limitor liquidity and capital ratios. This policy
includes setting ranges for the negative impactptadble on net interest income and on the fairevafiequity as a result of a shift in interest
rates. The asset/liability policy also includesdglines for investment activities and funds manag@mAt its monthly meetings, ALCO
reviews the Bank’s status and formulates its gjiatebased on current economic conditions, inteegstforecasts, loan demand, deposit
volatility and the Bank’s earnings objectives.

Allowance for Loan and Lease Losses

The allowance for loan and lease losses repretfem@mmount charged against the Bank’s earningstédksh a reserve or allowance sufficient
for probable loan and lease losses based on maeageravaluation of the Bank’s loan portfolio. Fastconsidered by the Bank’s
management in establishing the allowance includecttlectibility of individual loans, current loaoncentrations, charge-off history,
delinquent loan percentages, input from regulatggncies and general economic conditions.

On a quarterly basis, management of the Bank nteetview and determine the adequacy of the alleedoar loan and lease losses. In mal
this determination, the Bank’s management analjfeesiltimate collectibility of the loans in the Bas portfolio by considering feedback
provided by internal loan staff, the Bank’s loamiesv function and information provided by examioats performed by regulatory agencies.

The analysis of the allowance for loan and leassds is composed of three components: specifidt eléztation, general portfolio allocation
and a subjectively determined allocation. The djgeciedit allocation includes a detailed revieweafch loan in accordance with SFAS

No. 114,“Accounting by Creditors for Impairment of a LoarBFAS No. 5, “Accounting for Contingencies,” andAS-No. 118, “Accounting
by Creditors for Impairment of a Loan — Income Rgtition and Disclosure,” and an allocation is mhdsed on this analysis. The general
portfolio allocation consists of an assigned resgr@rcentage based on the internal credit ratirgaolfi loan, using the Bank’s historical loss
experience and industry loss experience where #mk Boes not have adequate or relevant experigheesubjective portion of the allowance
reflects management’s assessment of the portfoligposition as well as the economy.

Much of the economic turmoil in the national ecolyamdue to the sub-prime mortgage credit crisstife Company does not engage in sub-
prime lending, the faltering sub-prime credit matkas not directly affected the Company’s loan eade portfolio. Also, local real estate
values have remained steady to slightly higher. el@g, management is closely monitoring the Compalogn and lease portfolio for poten
losses and heightened risk factors related to wstomers. The increase in the allowance for loahlease losses in 2008 reflects
management’s assessment of the portfolio compasitiowell as the economy. The United States hasibaecession since December 2007
and the recession is expected to continue well20@89, if not for the entire year. The troubledremmy resulted in a significant increase in net
charge-offs in the direct financing lease portfati008. ENL does business with customers all dvetUnited States, including states that
previously had fast-growing economies such as @aii&, Florida, and Texas. ENL’s highest voluméestamains the Company’s home state
of New York (17.9% of balances at December 31, 2088 ENL has significant exposure to economifidifties in other parts of the country.
As of December 31, 2008, the principal balanceeaéés in the aforementioned states of Califorhdaida, and Texas are 11.9%, 8.3%, and
6.3% of the total portfolio, respectively. No ottstate has more than 3.9% of the portfolio’s batarat December 31, 2008. While ENL does
not lend to sub-prime borrowers, small-ticket comeved leasing is a relatively riskier type of
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lending than traditional commercial and consumat estate lending. Management expects the leasirtfpfio to continue to be sensitive to-
economic conditions. While the Company’s remairdogimercial and consumer portfolios did not expexgeimcreased chargsfs in 2008, a1
economic recession puts those portfolios at ineeaisk as well. While charge-offs in those portislremained low, noperforming loans an
leases increased substantially year-over-year.

The Bank’s management believes that the Bank’s &mahlease loss allowance complies with UnitedeStgenerally accepted accounting
principles and regulations promulgated by the O&t reflects management’s assessment of the ecommvironment, as well as a continued
growth trend in commercial loans. For further imf@tion, see Note 1 to the CompanZonsolidated Financial Statements included im Beot

this Annual Report on Form 10-K.

The Company’s provision for loan and lease lossas $8.5 million and $1.9 million in 2008 and 206&pectively. Total non-performing
loans and leases amounted to $3.6 million and ®dlibn at December 31, 2008 and 2007, respectivdiyst of the increase in non-
performing loans and leases was in real estateslaad direct financing leases. The increase inpeferming real estate loans was due to 1
sizable commercial relationships. As commerciatiehships tend to involve high-dollar balances, tbnperformance of only a small numt
of relationships can result in a large increashénnon-performing loan and lease balance. Thesealg® an increase in non-performing direct
financing leases as the depressed economy negativehcted the performance of the overall leasiogfplio.

The following table provides an analysis of th@athnce for loan and lease losses, the total ofgehatffs, non-performing loans and total
allowance for loan and lease losses as a perceatdgtal loans outstanding for the five years ehBecember 31:

2008 2007 2006 2005 2004
(in thousands
Balance, beginning of ye. $ 4,55¢ $ 3,73¢ $ 3,211 $ 2,99¢ $ 2,563¢
Provisions for loan and lease los 3,50¢ 1,917 1,12¢ 76¢ 48~
Addition to allowance from acquisitic — — — — 13C
Recoveries 22¢ 17C 19¢ 11¢€ 60
Loans and leases charged (2,205) (1,277 (798 (675) (21E
Balance, end of ye: $ 6,08 $ 4,55¢ $ 3,73¢ $ 3,211 $ 2,99¢
Net charg-offs to average loans and lea 0.55% 0.37% 0.22% 0.22% 0.08%
Non-performing loans and leases to total loans ana§ 0.8¢% 0.22% 0.23% 0.72% 0.82%
Allowance for loan and lease losses to total |G
leases 1.4%% 1.41% 1.2% 1.2%% 1.36%

An allocation of the allowance for loan and leassses by portfolio type over the past five yealig¥es (dollars in thousands):

Percen Percen Percen Percen Percen

Balance  of loans Balance  of loans Balance  of loans Balance  of loans Balance  of loans

at in each at in each at in each at in each at in each

12/31/200¢ categon 12/31/2007 categon 12/31/200¢ categon 12/31/200f categon 12/31/200¢ categon

Attributable  to total Attributable  to total Attributable  to total Attributable  to total Attributable  to total

to: loans: to: loans: to: loans to: loans to: loans
Real estate Loar $ 1,88¢ 72.1% $ 1,597 73.2% $ 1,552 76.1% $ 1,46 80.4% $ 1,76¢ 82.5%
Commercial Loan 1,30z 11.2% 1,137 10.7% 88¢ 10.2% 851 11.5% 61¢ 13.(%
Consumer Loan 297 0.4% 264 0.6% 194 1.1% 182 1.1% 187 1.2%
All other Loans 2 1.2% 6 1.5% 41 1.6% 34 0.5% — 1.1%
Direct financing lease 2,44¢ 14.4% 1,40z 13.€% 90t 11.(% 47C 6.5% 13C 2.1%
Unallocatec 14¢ —% 14¢ —% 15€ —% 21C —% 29¢€ —%
Total $ 6,087 100.(% $ 4,555 100.(% $ 3,73¢ 100.(% $ 3,211 100.% $ 2,99¢ 100.(%
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Both the total increase in allowance for loan aabE losses and allocation of the allowance to emneiad loans and direct financing leases are
in response to the increase in commercial loandtendigher risk associated with direct financiegdes. Commercial loans are more
susceptible than real estate loans to decreaseedit quality in cyclical downturns and the largadividual balances of commercial loans
expose the Bank to larger losses. The increasedatice for direct financing leases is due to tlseeiased charge-offs during 2008, and the
sensitivity of direct financing leases to the swftéhe economy. Direct financing leases are maseaptible to decreases in credit quality in
cyclical downturns in the economy than the regshefCompanys commercial and consumer loan portfolios. Thectlifieancing lease portfoli
increased to $58.6 million or 14.4% of total loaw$ecember 31, 2008 from $45.1 million or 13.9%abél loans at December 31, 2007.

The allowance for loan and lease losses is basedamagement’s estimate, and ultimate losses wéhlivary from current estimates. Factors
underlying the determination of the allowance fmarl and lease losses are continually evaluatedamagement based on changing market
conditions and other known factors. Some factodeudying the allocation of loan losses changedrdp#i008 as a result of management'’s
evaluation of underlying risk factors within eaclah category. The underlying methodology reliedrupp management to determine the
adequacy of the allowance for loan and lease ldssgmsistent with prior years.

Non-Interest Income

Total non-interest income in 2008 increased appnakely $2.8 million, or 32.0%, from 2007. Most bétincrease in noimterest income was
result of the $2.3 million loss on sale of secestiealized in 2007. Adjusting for this loss, rioterest income in 2008 increased $0.5 millio
4.8%, from 2007. Insurance revenue increased k% 409$6.9 million as expanded markets through aiioim and new accounts helped to
offset the impact on premiums of a soft insuraneeket. Bank-owned life insurance (“BOLI") revenuectined from $0.6 million in 2007 to
$0.2 million in 2008. Two particular policies dewid in value during 2008 before they were sold avéinber and replaced with different
policies.

The increase in non-interest income was also pigrtae to a $0.3 million gain related to the cineent of the Bank’s Pension Plan in the first
guarter of 2008 that was included in non-interesbime. The Bank used an actuarial method of anvagtrior service cost and unrecognized
net gains or losses which result from actual exgpexe and assumptions being different than thoseatbegrojected. The amortized method the
Bank used recognized the prior service cost angaies or losses over the average remaining sepeéded of active employees. The freezing
of the Pension Plan was considered a curtailmenitthwesulted in the elimination of the unrecogdipeior service cost and the unrecognized
net loss. The elimination of those two componeessiited in the $0.3 million gain.

Non-Interest Expense

Total non-interest expense increased approxim&ely million or 6.6% in 2008 over 2007. The largestease in non-interest expense was in
salaries and employee benefits, which increase@li@lion, or 5.5%, in comparison to 2007. The nenanch which opened in Buffalo, NY in
September 2008, TEA acquisitions, and added pasitiontributed to the increased salary costs. Tdrepgany reduced its salary and benefits
expense with the freezing of the Pension Plantiisitdecrease was partially offset by the increassd of higher matching contributions to the
Bank’s 401(Kk) plan.

Occupancy expense increased approximately $0.8mibr 11.6% from 2007 to 2008, primarily due te trew branch office, new signage on
existing branches with the Company’s new brand,athdr improvements to the Company’s propertiesoAin 2007, the Company benefited
from refunds on property tax assessments at ceptajperties.

Advertising expense increased $0.1 million, or 34.70 $0.5 million in 2008. The Company made atsgiz decision to implement new
branding. The increase in advertising and promaticosts is primarily from the research and rol-ounew branding.

Professional services expense increased $0.1 mithio12.6%, in 2008 over 2007, mainly due to iaserl accounting costs, consulting fees,
and outsourcing. Professional accounting fees ase@ as a result of higher audit fees and an iseri@athe amount of state tax work due to
ENL'’s continued growth. The Company utilized praiesal services on a more frequent basis in 2008dnous reasons, including
compensation consulting and security services outiug.

The efficiency ratio expresses the relationshippgrating expenses to revenues. The Company’segiig ratio, or non-interest operating
expenses divided by the sum of net interest incantenon-interest income (exclusive of gains angddsgrom investment securities), was
63.87% in 2008, improved from 66.65% in 2007.
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Taxes

The provision for income taxes in 2008 of $2.1 iwillreflects an effective tax rate of approximat2®9%. This compares to $1.1 million or
23.8% in 2007. The increase in effective tax rafaigely a result of the loss of $2.3 million ieadl on the sale of securities in June 2007,
which was fully tax deductible. Other significaatfors included lower tax-free BOLI income and lotax-advantaged municipal bond inter
income.

RESULTS OF OPERATIONS FOR YEARS ENDED DECEMBER 31,2007 AND DECEMBER 31, 2006

Net Income

Net income of $3.4 million in 2007 consisted ofSillion related to the Compa’s banking activities and $0.9 million related bet
Company'’s insurance agency activities. Total nedvime of $3.4 million or $1.23 per basic and dilusbdre in 2007 compares to $4.9 million
or $1.81 per basic share and $1.80 per dilutedesibar2006.

Net Interest Income

Net interest income, before the provision for laaud lease losses, increased $1.8 millio12.3% to $16.7 million in 2007, as compared to
$14.8 million in 2006. The increase in 2007 attritile to volume was $1.4 million, while the amoatitibutable to rates was $0.4 million. T
increase in the volume of loans and leases waswbaieffset by lower securities volume among irgeesarnings assets, while lower volumes
in time deposits and federal funds purchased amer dtorrowings provided the increase in net intdremme due to lower interest-bearing
liability volume. $0.4 million of the increase ieninterest income was due to more favorable iatEmns and securities, somewhat offset by
higher rates being paid on interest-bearing litiedj particularly time deposits. Overall, loan deaise growth and improved rates on loans and
leases provided much of the positive impact orintetest income. Net loans and leases grew fromvenage balance of $268.5 million
yielding 7.60% in 2006 to an average balance off#nillion yielding 8.03% in 2007. The lower seities, time deposits, and oth

borrowings volumes reflect the Company’s balanaeshestructuring in 2007.

Non-Interest Income

Total non-interest income in 2007 decreased apprabdly $2.0 million, or 17.9%, from 2006. This ccangs to an increase of approximately
$0.4 million or 3.8% in 2006 over 2005. The declimeon-interest income was a result of the $2.faniloss on sale of securities realized in
June 2007 as part of the Company’s strategy touaste its balance sheet. Insurance revenue isedeh 3% to $6.5 million as expanded
markets through acquisition and new accounts helipedfset the impact on premiums of a soft insaeamarket.

Non-Interest Expense

Total non-interest expense in 2007 increased appairly $1.5 million, or 8.2%, from 2006. The lasg@crease in non-interest expense was
in salaries and employee benefits, which incre&de@d million, or 9.9%, in comparison to 2006. Tteswbranch which opened in Tonawanda,
NY in December 2006, TEA acquisitions, and mertr@éases contributed to the increased salary ¢

Occupancy expense increased approximately $0.Bmibr 10.8% from 2006 to 2007, primarily due te trew branch office and TEA’s
acquisition growth in both 2007 and 2006, and byfedr of expense for those acquisitions made 0620

Professional services expense increased $0.1 mithiol4.3%, in 2007 over 2006, mainly due to iasedl accounting costs and consulting
Professional accounting fees increased as a m@stdimpliance with Sarbanes-Oxley and an increasled amount of state tax work due to
ENL'’s continued growth. The Company utilized cotisigl services on a more frequent basis in 200¥doious reasons, including branch
network consulting, executive recruitment fees, immvestor relations outsourcing.

Amortization of intangibles increased approximat®yl million, reflecting the LR Frank acquisitibg TEA in 2007, as well as a full year of
amortization from the two insurance agency acqaisitcompleted in 2006.
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FINANCIAL CONDITION

The Company had total assets of $529.0 millioneteédnber 31, 2008, an increase of $86.3 million95% from $442.7 million at
December 31, 2007. Net loans of $401.6 millionéased 25.7% or $82.0 million over 2007. Securitieeased $3.3 million or 4.6% over
2007. Deposits increased by $78.1 million or 24.8%ckholders’ equity increased $2.6 million or%.0

Loans and Leases

Net loans comprised 84.0% and 72.4% of the Corr’s total average earning assets in 2008 and 2@8pgectively. Actual year-end balances
increased 25.7% in 2008, as compared to an incds20% in 2007. The Company continues to fotaigending on commercial and
residential mortgages, commercial loans, home gdpéins and direct financing leases. Commercialtgagres made up the largest segment of
the portfolio at 44.2% of total loans. Commerciarigages also experienced the most growth in 2§68g from $131.1 million at

December 31, 2007 to $180.4 million at Decembe2808. Residential mortgages comprised 16.4% oloidue and lease portfolio and 7.7%
are home equity loans. Other commercial loans atdoun 11.3% of outstanding loans. Commercial lottaled $46.1 million at December
2008, reflecting a 33.3% or $11.5 million increaser 2007.

At December 31, 2008, the Bank had a loan/depatid of 100.9%. This compares to a loan/deposib 1t 99.5% at December 31, 2007. The
ratio remained relatively unchanged as the stroag growth was nearly matched by deposit growth.

At December 31, 2008, the Bank retained the sergidights to $26.9 million in long-term mortgagedsto the FNMA. This compares to a
loan servicing portfolio principal balance of $28xlion at December 31, 2007. The value of the tgmge servicing rights associated with that
portfolio was $0.1 million and $0.2 million at Deuber 31, 2008 and 2007, respectively. The arrangethat the Bank has with FNMA alloy

it to offer long-term mortgages without exposurehte associated interest rate risks, while retgicunstomer account relationships. In 2008 and
2007, the Bank sold loans to FNMA totaling approaiety $3.5 million and $2.9 million, respectively.

Securities and Interestbearing Deposits at Banks

Securities and federal funds sold made up 16.18%eBank’s total average interest earning asse28®8 compared to 27.6% in 2007. These
assets provide the Bank with additional sourcdigjafdity and income and act as collateral for Benk’s municipal deposits. The Bank’s
securities portfolio outstanding balances increas6#o in 2008. The Bank continues to have a laogeentration in tax-advantaged municipal
bonds, which make up 49.3% of the portfolio at Delser 31, 2008 versus 52.3% at December 31, 200U&hdyovernmensponsored agen
bonds of various types, which comprise 23.7% oftthal at December 31, 2008 versus 19.6% at Dece81he2007. Government-sponsored
mortgage-backed securities make up 22.3% of thiégtiorat December 31, 2008, versus 23.2% at Deesr8lh, 2007. As a member of both
the Federal Reserve System and the Federal HomeBarak, the Bank is required to hold stock in thestties. These investments made up
4.7% of the portfolio at December 31, 2008 vers@8#of the portfolio at December 31, 2007.

All fixed and adjustable rate mortgage pools cantacertain amount of risk related to the uncetyaifi prepayments of the underlying
mortgages. Interest rate changes have a directingpgorepayment rates. The Company uses a thitgl-paveloped computer simulation
model to monitor the average life and yield volgtibf mortgage pools under various interest ratuanptions.

Interest-bearing deposits at banks are largely taiaied for liquidity purposes. The average balaneitained in interest-bearing deposits at
banks decreased in 2008 to 0.4% of total averagenggassets from 1.6% in 2007.

SFAS No. 115, “Accounting for Certain Investmemt®iebt and Equity Securities,” outlines accountingl reporting requirements for
investment securities. The Company designatealirggies at the time of purchase as either “helchaturity” or “available for sale.”
Securities designated as held to maturity aredstantethe Company’s Consolidated Balance Sheetsdad under Item 8 of this Annual Report
on Form 10-K at amortized cost. Those designated/aiable for sale are reported at fair marketi@alAt December 31, 2008, $2.0 million in
securities were designated as held to maturitys@Hfmnds are primarily municipal investments thatBank has made in its local trade area.

The available for sale portfolio totaled $73.8 inill or approximately 97.4% of the Bank’s securipestfolio at December 31, 2008. Net
unrealized gains and losses on available for salarities resulted in a net unrealized gain of $iillion at December 31, 2008, as compare

a gain of $0.7 million at December 31, 2007. Urizeal gains and losses on available for sale sézsidte reported, net of taxes, as a separate
component of stockholders’ equity. At
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December 31, 2008, the impact on stockholders'tgquas a net unrealized gain of approximately $8illion, net of taxes.

Certain securities available for sale were in arealized loss position at December 31, 2008. Mamage has assessed those securities
available for sale in an unrealized loss positiobDecember 31, 2008 and determined the declinaiirvlue below amortized cost to be
temporary. In making this determination, managensensidered the period of time the securities viregeloss position, the percentage decline
in comparison to the securities amortized costfittencial condition of the issuer (primarily gonenent or government-sponsored enterprises)
and the Company'’s ability and intent to hold theseurities until their fair value recovers to thainortized cost. Management believes the
decline in fair value is primarily related to marketerest rate fluctuations and not to the crddierioration of the individual issuer.

Deposits

Total deposits increased $78.1 million or 24.092008 from 2007. Much of the increase in deposithuis to the introduction of a new money
market savings account in May 2008. The Companyg paiompetitive rate on this new savings accouatway to grow deposits while
attracting core customers. The most significante®of funding for the Company is core depositg.eGiteposit funding consists of narterest
bearing deposits, NOW accounts, savings depositsj-uest accounts, and time deposits under $100,00@ @posits increased $72.6 mill
from $274.7 million at December 31, 2007 to $34WiBion at December 31, 2008. There were incre@sedl deposit types, the largest being a
$61.4 million increase in savings deposits. Othergases included $6.7 million in non-interest epdeposits and $2.0 million in muni-vest
accounts.

Certificates of deposit in excess of $100,000 iaseel 11.0% to $56.7 million at December 31, 20081f$51.1 million at December 31, 2007.
These funds are generally not considered core @epos

Pension

The Company maintains a qualified defined benefitgion plan (the “Pension Plan”), which covers tiglly all employees. In an effort to
make the Company’s overall compensation of its eyg#s competitive in the marketplace, the Pensian was frozen effective January 31,
2008. All benefits eligible participants have a@xtun the plan to date will be retained. Employe#éksnot continue to accrue additional
benefits in the plan from that date. Employees bélleligible to receive these benefits at normtement age. Additionally, the Company has
entered into individual retirement agreements wéttain of its executive officers providing for unfled supplemental pension benefits under
the Company’s Supplemental Executive Retirememt Rlee “SERP”). The Company’s pension expenseterension Plan and the SERP
approximated $0.2 million, $0.7 million and $0.7Iran for each of the years ended December 31, 22087 and 2006, respectively, and is
calculated based upon a number of actuarial assomspincluding an expected long-term rate of retom the Company’s plan assets of 7.50%
for 2008, 2007 and 2006; compensation rate incseas@.00% for 2008, and 4.75% for 2007 and 2006éHe defined benefit pension plan and
5.00% in 2008, 2007 and 2006 for the SERP.

The expected long-term rate of return on pensian pksets assumption was determined based oridasteturns earned by equity and fixed
income securities, adjusted to reflect future reexpectations based on pension plan targeted afsetion. In evaluating compensation rate
increases, the Company evaluated historical saitgy, as well as expected future increases. Thep@oynwill continue to evaluate its actua
assumptions, including its expected rate of returth compensation rate increases at least annaatiywill adjust as necessary. As the Pension
Plan was frozen, the compensation rate increasengs®n is zero because employees can no longenaecditional benefits.

The Company bases its determination of pensionresger income on a market-related valuation oftassénich reduces year-to-year
volatility. Investment gains or losses for thispose are the difference between the expected retdenlated using the market-related value of
assets and the actual return based on the matkétderalue of assets.

The discount rate utilized by the Company for dataing future pension obligations is based on @fe\wf longterm bonds that receive one
the two highest ratings given by a recognized gatigency. The discount rate determined on thislias decreased from 6.35% at
September 30, 2007 to 6.01% at December 31, 2008daneasurement date) for the Company’s defimeetit pension plan and increased
from 6.25% at December 31, 2007 to 6.43% at Dece®be2008 (or the measurement date) for the SERP.
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Management tested the sensitivity of the pensigeerse to changes in two key assumptions: retuplaonassets and the discount rate. A
0.25% decrease in the rate of return on plan asseikl have resulted in an increase in pensionmesgef $18 thousand. A 0.25% decrease in
the discount rate would have resulted in an ina@apension expense of $7 thousand. Increases Bagis points in those assumptions would
have resulted in similar changes in amount, bthéopposite direction from the changes presemt¢idei preceding sentence. Since the SE
not funded and the Pension Plan has been frozempemsation rate increase is no longer an inputércalculation of the pension expense.

As of December 31, 2008, the Company had cumulativearial losses of approximately $1.8 millionttvdl result in an increase in the
Company'’s future pension expense because suctslassach measurement date exceed 10% of the goéétte projected benefit obligation
or the market-related value of plan assets. Inraecwe with GAAP, net unrecognized gains or loisasexceed that threshold are required to
be amortized over the expected service periodtdfeaemployees, and are included as a componamtgiension cost. Amortization of these
net actuarial losses had the effect of increagiegdompany’s pension expense by approximately $6&9seind in 2008, $96 thousand in 2007
and $94 thousand in 2006.

The Company did not contribute to the Pension Ri&008.

Liquidity

The Company utilizes cash flows from its investmaortfolio and federal funds sold balances to marthg liquidity requirements it
experiences due to loan demand and deposit flichgatThe Bank also has many borrowing optionsaAsember of the FHLB, the Bank is
able to borrow funds at competitive rates. Givendhrrent collateral available, advances of up3®.& million can be drawn on the FHLB via
the Bank’s Overnight Line of Credit Agreement. Anaunt equal to 25% of the Bank’s total assets cbaeltborrowed through the advance
programs under certain qualifying circumstance® Bhnk also has the ability to purchase up to $@¥libn in federal funds from its
correspondent banks. By placing sufficient collaltér safekeeping at the Federal Reserve BankB#mk could also borrow at the FRB's
discount window. The Company’s liquidity needs atao be met by more aggressively pursuing time siep@r accessing the brokered time
deposit market. Additionally, the Bank has accessapital markets as a funding source.

The cash flows from the Company’s investment ptidfare laddered, so that securities mature atlaegntervals, to provide funds from
principal and interest payments at various timelfggaglity needs may arise. Contractual maturities also laddered, with consideration as to
the volatility of market prices, so that securitége available for sale from time-to-time witholue theed to incur significant losses. At
December 31, 2008, approximately 25.5% of the Baskturities had maturity dates of one year or brss approximately 56.1% had matu
dates of five years or less.

Management, on an ongoing basis, closely monitm<Cbmpany’s liquidity position for compliance wititernal policies, and believes that
available sources of liquidity are adequate to m@ading needs in the normal course of businesgpaksof that monitoring process,
management calculates the @@y liquidity each month by analyzing the cash sesfdhe Bank. Included in the calculation areiligassets ar
potential liabilities. Management stresses themt@kliabilities calculation to ensure a stronguiidity position. Included in the calculation are
assumptions of some significant deposit affhas well as funds needed for loan closing anvéstment purchases. At December 31, 2008, i
stress test, the Bank had net short-term liquiavgilable of $22.4 million as compared with $28.lion at December 31, 2007. Available
assets of $78.9 million, less public and purchdaeds of $154.1 million, resulted in a long-termuidity ratio of 51% at December 31, 2008,
unchanged from December 31, 2007.

Management does not anticipate engaging in anyites, either currently or the long-term, for whiadequate funding would not be available
and which would therefore result in significantgmere on liquidity. However, continued economiession could negatively impact the
Company'’s liquidity. The Bank relies heavily on FBINY as a source of funds, particularly with its ovight line of credit. Several members
of FHLB have warned that they have either breactstdbased capital requirements or that they arsecto breaching those requirements. To
conserve capital, some FHLB branches are suspeddiittends, cutting dividend payments, and not bgydack excess FHLB stock that
members hold. FHLBNY has stated that they expebgtable to continue to pay dividends, redeem excagital stock, and provide
competitively priced advances in the future. Theshsevere problems in FHLB have been at some dftther FHLB branches. Nonetheless,
the 12 FHLB branches are jointly liable for the solidated obligations of the FHLB system. To th&eekthat one FHLB branch cannot meet
its obligations to pay its share of the systemistdether FHLB branches can be called upon to niaé&g¢ayment.

Systematic weakness in the FHLB could result iméigcosts of FHLB borrowings and increased demandlfernative sources of liquidity
that are more expensive, such as brokered timesitepthe discount window at the Federal Resenvénes of credit with correspondent banks
First Tennessee and M&T Bank.
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Contractual Obligations

The Company is party to contractual financial cdligns, including repayment of borrowings, opemtiEase payments and commitments to
extend credit. The table below presents certamréufinancial obligations.

Payments due within time period at December 31, 2008
(in thousands

More That
Contractual Obligations: Total Less Than 1 Ye 1-3 Years 3-5 Year: 5 Years
Securities sold under agreement to repurc $ 6,301 $ 6,307 $ — $ — $ —
Operating lease obligatiol 6,83¢ 54¢ 82t 837 4,631
Other borrowed fund 48,87¢ 30,69: 5,18( 7,00( 6,00(
Junior subordinated debentu 11,33( — — — 11,33(
Total $73,35! $ 37,54¢ $ 6,00¢ $ 7,830 $ 21,96
Interest expense on fixed rate d $ 2,59( $ 62¢€ $ 1,08¢ $ 71t $ 16C

The Company'’s variable rate debt included in otl@rowed funds is related to sheetm funding which is used only to cover seasounatling
needs, which are subject to fluctuation.

At December 31, 2008, the Company had commitmengstend credit of $87.3 million compared to $6i8ion at December 31, 2007. For
additional information regarding future financianomitments, this disclosure should be read in awtjon with Note 15 to the Company’s
Consolidated Financial Statements included in I8ofi this Annual Report on Form 10-K.

Capital

The Company and the Bank have consistently maiehiagulatory capital ratios at, or above, wellitzdiged standards. The Company’s
financial performance generally, and in partictler ability of borrowers to pay interest on andageprincipal of outstanding loans and the
value of collateral securing those loans, is higlépendent upon on the business environment im#r&ets where the Company operates, in
Western New York and in the United States as a aulf®dbme banks experienced such a sharp drop-fiffaincial performance due to the
deteriorating economy that they were forced toeraegpital with the US government through TARP tontan appropriate capital ratios. The
Bank applied for and was approved for funds und®&RF but declined the offer after determining theg Banks capital position was more tt
sufficient and that the restrictions on capital agement were too onerous.

Overall, during 2008, the business environmentdeen adverse for many households and businestss imited States and worldwide. It is
expected that the business environment in Westem ¥Xbork, the United States and worldwide will cowi2 to deteriorate for the foreseeable
future. There can be no assurance that these @slitill improve in the near term. Such conditimaesild materially adversely affect the cr
quality of the Company’s loans and leases, andfoer, the Company’s results of operations, finanodndition, and capital position.

For further detail on capital and capital raticee lote 19 to the Company’s Consolidated Finari8t@lements included under Item 8 of this
Annual Report on Form 10-K.

Total Company stockholders’ equity was $45.9 millat December 31, 2008, up from $43.3 million at&eber 31, 2007. Equity as a
percentage of assets was 8.7% at December 31, @0@®ared to 9.8% at December 31, 2007. Book aueshare of common stock rose to
$16.57 at December 31, 2008, up from $15.74 at Dbee 31, 2007.

Included in stockholders’ equity was accumulatdteotomprehensive income which includes the net-adix impact of unrealized gains or
losses on investment securities classified asaailfor sale. Net unrealized gains after tax V& million, or $0.25 per share of common
stock, at December 31, 2008, as compared to nealimed gains on available-for-sale investment isees after tax of $0.4 million, and $0.16
per share of common stock, at December 31, 200h Buorealized gains and losses are generally doleaioges in interest rates and represent
the difference, net of applicable income tax effeetween the estimated fair value and amortizetl @investment securities classified as
available-for-sale. The Company had no other-tamporary impairment charges in its investment pbafin 2008 or 2007.
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The Company paid cash dividends per share of constomk of $0.78 in 2008 and $0.71 in 2007. Theddimd payout is continually reviewed
by management and the CompanBoard of Directors. The dividend payout ratiojehtrepresents cash dividends paid, divided byneme,
was 43.74% and 57.77% for the years 2008 and 288fectively.

Market Risk

Market risk is the risk of loss from adverse chanigemarket prices and/or interest rates of thekBafinancial instruments. The primary
market risk the Company is exposed to is interast risk. The core banking activities of lendingl @eposit-taking expose the Bank to interest
rate risk, which occurs when assets and liabilitgeprice at different times and by different amisuas interest rates change. As a result, net
interest income earned by the Bank is subjecteceffects of changing interest rates. The Bank oreasnterest rate risk by calculating the
variability of net interest income in the futureripels under various interest rate scenarios usiopgegted balances for interest-earning assets
and interest-bearing liabilities. Management's géiphy toward interest rate risk management isrtiv the variability of net interest income.
The balances of financial instruments used in tlogeptions are based on expected growth from fatedsbusiness opportunities, anticipated
prepayments of loans and investment securitieseapdcted maturities of investment securities, laardsdeposits. Management supplements
the modeling technique described above with théyaisaof market values of the Bank’s financial mishents and changes to such market
values given changes in interest rates.

The Bank’s Asset-Liability Committee, which incladmembers of the Bank’s senior management, mortherBank’s interest rate sensitivity
with the aid of a model that considers the impdarmoing lending and deposit gathering activiteswell as the interrelationships betweer
magnitude and timing of the re-pricing of finandi@truments, including the effect of changing iat rates on expected prepayments and
maturities. When deemed prudent, the Bank’s managehas taken actions and intends to do so inuttued, to mitigate the Bank’s exposure
to interest rate risk through the use of on orbzffance sheet financial instruments. Possible r&iioclude, but are not limited to, changes in
the pricing of loan and deposit products, modifyihg composition of interest-earning assets aretést-bearing liabilities, and other financial
instruments used for interest rate risk managemenuoses.

SENSITIVITY OF NET INTEREST INCOME
TO CHANGES IN INTEREST RATES

Calculated (decrease) increas
in projected annual net interest income
(in thousands

Changes in interest rat December 31, 200 December 31, 200
+200 basis point $(2993) $(67€)
+100 basis point (240) (339)
-100 basis point (33 394
-200 basis point 20 62¢

Many assumptions are utilized by the Bank to calimuthe impact that changes in interest rates raag on net interest income. The more
significant assumptions related to the rate of gyepents of mortgage-related assets, loan and deqobsines and pricing, and deposit
maturities. The Bank also assumes immediate changeges, including 100 and 200 basis point ragnges. In the event that a 100 or 200
basis point rate change cannot be achieved, tHeable rate changes are limited to lesser amognts) that interest rates cannot be less than
zero. These assumptions are inherently uncertaipana result, the Bank cannot precisely pred&impact of changes in interest rates on net
interest income. Actual results may differ sigrafitly due to the timing, magnitude, and frequerfcypterest rate changes in market conditions
and interest rate differentials (spreads) betweaturity/re-pricing categories, as well as any atjsuch as those previously described, which
management may take to counter such changeshindfghe uncertainties and assumptions assocvaitbcthe process, the amounts presented
in the table, and changes in such amounts, areomsidered significant to the Bank’s projectedinrest income.

Financial instruments with off-balance sheet riskacember 31, 2008 included $70.5 million in ubdised lines of credit at an average
interest rate of 7.60%; $3.0 million in fixed réd@n origination commitments at 5.85%; $8.6 millioradjustable rate loan origination
commitments at 4.92%; and $2.8 million in adjustataite letters of credit, which if drawn upon, wibtypically earn an interest rate equal to
the prime lending rate plus 2%. The following taldpresents expected maturities of interest-beadsgts and liabilities and their
corresponding average interest rates.
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Expected maturity

year ended

December 31 2009 2010 2011 2012 2013 Thereafter Total Fair Value
(dollars in thousand:

Interest-Assets

Net loans receivabl $ 22,98¢ $28,43: $27,50( $29,31: $50,98¢ $242,40¢ $401,62¢ $414,38:
Average interes 5.71% 8.37% 11.12% 8.65% 7.11% 5.96% 6.81% 6.81%
Investment securitie 19,33: 5,58¢ 3,504 6,69¢ 7,35¢ 33,28 75,75¢ 75,75¢
Average interes 1.92% 4.3% 4.05% 4.42% 4.55% 4.3%% 3.7¢% 3.7¢%
Interest — Liabilities

Interest bearing depos 268,81t 28,91¢ 27,75 2,151 357 — 327,99 330,52
Average interes 2.2% 3.31% 4.4&% 4.01% 4.56% —% 2.5%% 2.5%%

Borrowed funds &
Securities sold under
agreements to

repurchas: 37,00: 112 5,06¢ — 7,00( 6,00(C 55,18: 55,44¢
Average interes 0.9% 6.0(% 3.12% —% 3.3% 3.55% 1.86% 1.8€%
Junior subordinated

debenture: — — — — — 11,33( 11,33( 11,33(
Average interes — — — — — 4.8(% 4.8(% 4.8(%

When rates rise or fall, the market value of thenpany’s rate-sensitive assets and liabilities iases or decreases. As a part of the Company’
asset/liability policy, the Company has set linidas on the acceptable level of the negative impastch rate fluctuations on the market v

of the Company’s balance sheet. The Bank’s seesgfiortfolio is priced monthly and adjustmentsraesle on the balance sheet to reflect the
market value of the available for sale portfolio B&AS No. 115, “Accounting for Certain Investmeimt®ebt and Equity Securities.” At
December 31, 2008, the impact to equity, net of éaaxa result of marking available for sale semgito market was an unrealized gain of

$0.7 million. On a monthly basis, the available $ate portfolio is shocked for immediate rate imases of 200 basis points. At December 31,
2008, the Company determined it would take an imatedncrease in rates in excess of 200 basis ptirgliminate the current capital cushion
in excess of regulatory requirements. The Compaarytsthe Bank’s capital ratios are also reviewethbypagement on a quarterly basis.

Capital Expenditures

Significant planned expenditures for 2009 includestruction of and furnishings for a new branche Tompany also plans to install
automated teller machines (“ATMSs’) at several erggtranches. New signage incorporating the Comgamw brand is planned for 2009.
There are plans for some of the Company’s oldepgnties to be renovated. The Company believessiatgufficient capital base to support
these known and potential capital expenditureppfaximately $1.4 million with current assets.

Impact of Inflation and Changing Prices

There will continually be economic events, suclelzanges in the economic policies of the FRB whidhhave an impact on the profitability

of the Company. Inflation may result in impairedetsgrowth, reduced earnings and substandard tegiitzs. The net interest margin can be
adversely impacted by the volatility of interesesathroughout the year. Since these factors doeawn, management attempts to structure the
balance sheet and re-pricing frequency of assetdiailities to avoid a significant concentratitirat could result in a negative impact on
earnings.

Segment Information

In accordance with the provisions of SFAS No. I'Bisclosures About Segments of an Enterprise arldtBe Information,” the Company’s
reportable segments have been determined basedtapoternal profitability reporting. The Compasyeportable segments consist of ban
activities and insurance agency activities.

The banking activities segment includes all ofdbgvities of the Bank in its function as a fullréiee commercial bank. This includes the
operations of ENL, which provides direct financiegses. Net income from banking activities was $4illion in 2008, which represents a $
million or 63.8% increase from 2007. The increasaeat income from banking activities was drivematily by the loss on sale of securities in
2007 and the increase in net interest income,gigrtffset by the increased provision for loan deake losses and lower BOLI income. Total
assets of the banking activities segment increi86d? million or 20.0% during 2008 to $516.4 mitliat December 31, 2008, due primarily to
strong commercial loan growth.
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The insurance activities segment includes actwitieTEA, a retail property and casualty insuraagency with locations in the Western New
York area. This includes the operations of ENBAjckitprovides non-deposit investment products. Nebine from insurance activities was
$0.8 million in 2008, down from $0.9 million in 200Total assets of the insurance activities segnven¢ $12.5 million at December 31, 2008
and 2007. Total revenues increased $0.3 milliod, 8 over 2007.

Fourth Quarter Results

Net income for the fourth quarter of 2008 was $0ritlion, or $0.18 per diluted share, a decreasg0080 million, or 37.3%, from net incor
of $0.81 million, or $0.29 per diluted share, ie fourth quarter of 2007. Return on average equity 4.37% for the quarter, compared with
7.55% in last year's fourth quarter.

The Company’s net interest margin was 4.32% irfdketh quarter of 2008, compared with 4.36% inftath quarter of the prior year.
However, the Company’s net interest margin forftheth quarter of 2008 decreased from 4.67% irthivel quarter of 2008 as a result of
aggressive decreases in interest rates by the &deleserve during the fourth quarter. As overnightlesale rates dropped sharply, variable
rate loans tied to the prime lending rate droppeldék-step while deposit pricing remained competitivdasks concerned about liquidity w:
slow to lower deposit rates. Net interest incomerguthe fourth quarter of 2008 was $4.95 millian,increase of $0.58 million, or 13.2%,
from $4.37 million in the fourth quarter of 20070d&n and lease growth and the reduced cost of 8itbearing liabilities were the main factors
in the increase. Net loans and leases were $40fliémat December 31, 2008, an increase of 5.88mff379.4 million at September 30, 2008
and an increase of 25.7% from $319.6 million até»elser 31, 2007. Much of the growth continues tindbe Company’s commercial real
estate portfolio.

Net charg-offs to average total loans and leases increas8d’1% compared with 0.33% for the 2007 fourthrgpraThe increase in net
charge-offs was primarily related to the directfice commercial lease portfolio. The ratio of pemforming loans and leases to total loans
leases increased to 0.88% at December 31, 200§arechwith 0.22% at the end of last year’s fourihrter. The increase in non-performing
loans and leases of $2.8 million was primarily suteof a small number of large commercial loaria3$nillion) and further weakness in the
leasing portfolio ($0.3 million). The increased nbarge-offs combined with continued strong loaswgh resulted in an increase in the
provision for loan and lease losses to $1.7 milliothe fourth quarter of 2008, compared with $tilion in the fourth quarter of 2007.

Nonr-interest income, which represented 32.8% of t@e¢nue in the fourth quarter of 2008 compared @@&7% in last year’s fourth quarter,
decreased 4.3% to $2.42 million. Insurance semkfee income, the largest component of non-isténeome, improved 3.6% to $1.36
million for the fourth quarter of 2008. Financi@rsices sales revenue was the fastest growing ptdide for TEA, the Company’s insurance
agency subsidiary. However, other large componafm®n-interest income decreased for the quartepdsit service charges decreased 5.5%
to $0.59 million due to lower activity and BOLI rewue decreased from $150 thousand in revenuetipdass fourth quarter to a loss of $30
thousand in the fourth quarter of 2008 as a redutiarket fluctuations.

Total non-interest expenses for the fourth quart®008 were $5.1 million, an increase of 8.1% fr®n7 million in the fourth quarter of 2007.
While the Company experienced savings relatededréezing of its Pension Plan, the savings wefisebby the addition of new employees,
including those working in the Company’s new branffice in Buffalo and from the acquisition of tRézgerald Agency in the third quarter of
2008, and increased matching contributions to theks 401(K) plan.

As a result of the increase in non-interest expgrnbe efficiency ratio for the fourth quarter @08 increased to 66.2% from 65.1% in last
year's fourth quarter and 63.2% in the third quarte2008.
Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

The information called for by this Item is incorpted by reference to the discussion of “Liquidigyid “Market Risk,” including the discussion
under the caption “Sensitivity of Net Interest Intdto Changes in Interest Rates” included in Raltelm 7. Management’s Discussion and
Analysis of Financial Condition and Results of Ggiiems of this Annual Report on Form 10-K.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial Statements and Supplementary Data caofstise financial statements as indexed and preddrglow and the Unaudited Quarterly
Financial Data presented in Note 21 to our Conatdid Financial Statements.
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Management’'s Annual Report on Internal Control Over Financial Reporting

Management is responsible for establishing and taiaimg adequate internal control over financiglasing for Evans Bancorp, Inc. and
subsidiaries (“the Company”). Management has asdeabe effectiveness of the Company’s internal rmbmiver financial reporting as of
December 31, 2008 based on criteria establish8dternal Control-Integrated Framework” issued hg Committee of Sponsoring
Organizations of the Treadway Commission (COSOjeBaon that assessment, management concludetiehabmpany maintained effective
internal control over financial reporting as of Batber 31, 2008.

The Company'’s consolidated financial statementshferfiscal year ended December 31, 2008 wereediiy KPMG LLP, an independent
registered public accounting firm. KPMG LLP alsalaed the effectiveness of the Company’s intermait®o! over financial reporting as of
December 31, 2008, as stated in their report, wajpgiears in the “Report of Independent Registetdid®Accounting Firm” immediately
following this annual report of management.

EVANS BANCORP, INC. AND SUBSIDIARIES

/s/ David J. Nasca
David J. Nasce
President and Chief Executive Offic

s/ Gary A. Kajtoch
Gary A. Kajtoch
Treasurer
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
Evans Bancorp, Inc:

We have audited Evans Bancorp, Inc. and subsidigtize Company) internal control over financigboeting as of December 31, 2008, based
on criteria established internal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatidrike Treadway
Commission (COSO). The Company’s management isressiple for maintaining effective internal contoder financial reporting and for its
assessment of the effectiveness of internal coaotret financial reporting, included in the accomyag Management’s Annual Report on
Internal Control Over Financial Reporting. Our resgibility is to express an opinion on the Comparigternal control over financial reporti
based on our audit.

We conducted our audit in accordance with the stededof the Public Company Accounting Oversighti@iq@nited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordwer financial reporting, assessing the risk
that a material weakness exists, and testing aaldiang the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestaWe believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaagsuregarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyeaacepted accounting principles. A
company'’s internal control over financial reportingludes those policies and procedures that (&ajpeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettiiansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatggaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company'’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detisstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadézjbecause of changes in conditions, or
the degree of compliance with the policies or pdates may deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over fical reporting as of December 31, 2008,
based on criteria establishedlitiernal Control - Integrated Framewoiksued by the Committee of Sponsoring Organizatidriee Treadway
Commission.

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@nited States), the consolidated
balance sheets of Evans Bancorp, Inc. and subigislias of December 31, 2008 and 2007, and theedetainsolidated statements of income,
stockholders’ equity, and cash flows for each efykars in the three-year period ended Decembe&t08B, and our report dated March 16,
2009 expressed an unqualified opinion on thosedtmated financial statements.

/s/ KPMG LLP

Buffalo, New York
March 16, 200¢
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Evans Bancorp, Inc.:

We have audited the accompanying consolidated balgineets of Evans Bancorp, Inc. and subsididtiesqompany) as of December 31,
2008 and 2007, and the related consolidated statsméincome, stockholders’ equity, and cash fléevseach of the years in the three-year
period ended December 31, 2008. These consolifiautial statements are the responsibility of@teenpany’s management. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. An audit includes examining, on aHasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenewntelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaerferred to above present fairly, in all matenéspects, the financial position of Evans
Bancorp, Inc. and subsidiaries as of December @28 2nd 2007, and the results of their operatiodistiaeir cash flows for each of the years in
the three-year period ended December 31, 200&rifoomity with U.S. generally accepted accountinggiples.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), the Company’s
internal control over financial reporting as of Batber 31, 2008, based on criteria establishéatérnal Control — Integrated Framework
issued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO), and our regateéd March 16, 2009 expressed an
unqualified opinion on the effectiveness of the @amy’s internal control over financial reporting.

/sl KPMG LLP

Buffalo, New York
March 16, 200¢
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EVANS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2008 AND 2007

(in thousands, except share and per share amounts)

ASSETS
Cash and cash equivaler
Cash and due from ban
Interes-bearing deposits at ban
Securities
Available for sale, at fair valu
Held to maturity, at amortized cc
Loans and leases, net of allowance for loan arsklé&zssses of $6,087 in 2008 and $4,555 in -
Properties and equipment, 1
Goodwill
Intangible assets, n
Bank-owned life insuranc
Other asset

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS ' EQUITY
LIABILITIES:
Deposits:

Demanc

NOW

Regular saving

Muni-vest

Time

Total deposit:

Securities sold under agreements to repurc
Other short term borrowing
Other liabilities
Junior subordinated debentu
Long term borrowing:
Total liabilities

CONTINGENT LIABILITIES AND COMMITMENTS (See Note 1f

STOCKHOLDERS EQUITY:
Common stock, $.50 par value, 10,000,000 sharémemred; 2,771,788 and 2,756,731 shares issued,
respectively, and 2,771,788 and 2,751,698 sharssamding, respectivel
Capital surplut
Retained earning
Accumulated other comprehensive (loss) incomephttx
Less: Treasury stock, at cost (0 and 5,033 shegspectively’
Total stockholder equity
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

See Notes to Consolidated Financial Statements.
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2008

$ 9,03¢
11t

73,80/
1,951
401,62¢
9,88t
10,04¢
2,90(
11,68¢
7,92¢
$528,97-

$ 75,95¢
10,77¢
154,28
26,47
136,45¢
403,95

6,301
30,69¢
12,59(
11,33(
18,18(

483,05!

1,38¢
26,69¢
18,37«

(537)
45,91
$528,97+

2007

$ 12,33t
26¢

70,14/
2,26¢
319,55¢
8,36¢
10,04¢
2,507
10,76(
6,48(
$442,72!

$ 69,26¢
10,14
92,86/
24,53(
129,02¢

325,82

3,82¢
33,98(
10,36:
11,33(
14,10:
399,42t

1,37¢
26,38(
15,61
16

(83)
43,30:
$442,72¢
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EVANS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006
(in thousands, except share and per share amounts)

INTEREST INCOME:
Loans and lease
Interest bearing deposits at bal
Securities
Taxable
Non-taxable
Total interest incom
INTEREST EXPENSE
Deposits
Other borrowing:
Junior subordinated debentu
Total interest expens
NET INTEREST INCOME
PROVISION FOR LOAN AND LEASE LOSSE
NET INTEREST INCOME AFTER PROVISION FOR LOAN AND LASE LOSSES
NON-INTEREST INCOME:
Bank charge
Insurance service and fe
Net gain (loss) on sales and calls of secur
Premium on loans so
Bank-owned life insuranc
Pension curtailment ga
Other
Total nor-interest income
NON-INTEREST EXPENSE
Salaries and employee bene
Occupancy
Supplies
Repairs and maintenan
Advertising and public relatior
Professional service
Technology and communicatio
Amortization of intangible:
Other insuranc
Other
Total nor-interest expens
INCOME BEFORE INCOME TAXES

INCOME TAXES
NET INCOME

Net income per common she— basic

Net income per common she— diluted

Cash dividends per common sh

Weighted average number of basic common st
Weighted average number of diluted shs

See Notes to Consolidated Financial Statements.
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2008

2007

2006

$ 26326 $ 2391t $ 20,40
24 317 48
1,30¢ 2,91¢ 4,20¢
1,49( 1,68 1,881
29,15 28,83 26,54
8,08¢ 10,05 8,97¢
1,151 1,217 1,86¢
644 891 85¢
9,88¢ 12,16: 11,69:
19,26¢ 16,67 14,84
3,50¢ 1,917 1,12¢
15,76( 14,75¢ 13,71¢
2,25¢ 2,231 1,99¢
6,86 6,54¢ 6,46¢€
10 (2,299 14¢
25 12 10
21¢ 62C 554
32¢ — —
1,98 1,724 1,61
11,67 8,84¢ 10,77
11,21¢ 10,63¢ 9,671
2,541 2,271 2,05¢
25¢ 29t 30z
584 58¢ 54E
497 36¢ 447
1,07¢ 95¢ 83¢
1,171 1,06¢ 99¢
681 641 565
274 364 347
2,13¢ 1,991 1,96¢
20,44( 19,18: 17,72
6,991 4,41¢ 6,76/
2,08¢ 1,05 1,84
$ 4906 $ 3366 $ 492
$ 17¢e 0 $ 12 $ 181
$ 17¢e 0§ 128 $ 18
$ o07¢e $ 071 $  0.6¢
2,754,48! 2,743,59! 2,725,60
2,756,27 2,743,59! 2,727,33
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EVANS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

YEARS ENDED DECEMBER 31, 2008, 2007 and 2006

(in thousands, except share and per share)

BALANCE — December 31, 200!
Adjustments to initially apply SFAS
158, net of Taxe— $512
Impact of adopting SAB 108, net of t:
$12
Comprehensive incom
Net income
Unrealized gain on available for s:
securities, net of reclassification
adjustment tax effect of $(5
Additional minimum pensio
liability, net of tax effec— $(56)
Total comprehensive incon
Cash dividends ($0.68 per common
share)
Stock option expens
Re-issuance of 18,754 shares under
dividend reinvestment ple
Re-issuance of 10,873 shares un
Employee Stock Purchase P
Purchase of 26,350 shares for treas
BALANCE — December 31, 2001
Comprehensive incom:
Net income
Unrealized gain on available for si
securities, net of reclassification
loss of $1,379 (after tax) and ta:
effect of ($1,043
Amortization of prior service cost
and net loss, net of tax effect ($
Additional minimum pensio
liability, net of taxes ($164
Total comprehensive incon
Cash dividends ($0.71 per common
share)
Stock option expens
Re-issued 14,212 shares under divid
reinvestment pla
Issued 3,410 shares under dividend
reinvestment pla
Re-issued 2,500 shares of restric
stock
Issued 7,983 shares for e-out
agreemen
Re-issued 11,137 shares under
employee stock purchase pl
Purchased 20,600 shares for trea:

BALANCE — December 31, 200
Adoption of SFAS No. 158
measurement date provision, net of
tax
Comprehensive incom:
Net Income
Unrealized gain on available for st
securities, net of reclassification
gain of $6 (after tax) and tax eff
of ($161)

Common
Stock

$ 1,37¢

$ 1,37¢

$ 1,37¢

Accumulated

Other

Comprehensive Treasury
Income (Loss) Stock
$  (1,38) $ (352

(702)

88

84
413
23E
(565)

$  (1,917) $ (269

Capital Retained
Surplus Earnings
$26,15¢ $11,081
43
4,921
(1,85%)
93
@39)
(49)
$26,16( $14,19¢
3,36¢
(1,952
131
(32)
60
(53
161
(47)
$26,38( $15,61
6
4,90¢

1,63¢
52
24F

30E

53

213

(385)

$ 16 $ (83
254

Total
$36,87¢

(702)
43

4,921

(1,855)

374

18€
(565)

$39,54¢

3,36¢

1,63¢€

16t

16€
(385)
$43,30:

4,90¢

254



Amortization of prior service cost

and net loss, net of taxes ($: 45 45
Additional minimum pensio
liability, net of taxes $55 (861) (861)
Pension curtailment adjustment net
of taxes ($7 9 9
Total comprehensive incon 4,35¢
Cash dividends ($0.78 per comm
share) (2,152 (2,152
Stock option expens 147 147
Re-issued 12,158 shares under divid
reinvestment pla (14 204 19C
Issued 9,395 shares under dividt
reinvestment pla 5 147 152
Reissued 8,375 shares under Empla
Stock Purchase Pz (34) 142 10¢
Issued 5,662 shares under Employe
Stock Purchase Ple 3 70 73
Purchased 15,500 shares for Trea: (263) (263)
BALANCE — December 31, 200! $ 1,38¢ $26,69¢ $18,37¢ $ (537) $ — $45,91¢

See Notes to Consolidated Financial Statements.
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EVANS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006
(in thousands)

OPERATING ACTIVITIES:
Interest receive
Fees and commission receiv
Proceeds from sale of loans held for re:
Originations of loans held for res:
Interest paic
Cash paid to employees and suppl
Income taxes pai

Net cash provided by operating activit

INVESTING ACTIVITIES:

Available for sale securitie

Purchase

Proceeds from sal¢

Proceeds from maturities and c
Held to maturity securitie:

Purchase

Proceeds from maturitie
Cash paid for bar-owned life insuranc
Proceeds from barowned life insuranc
Additions to properties and equipmt
Increase in loans, net of repayme
Cash paid on ea-out agreement
Acquisitions

Net cash (used in) provided by investing activi

FINANCING ACTIVITIES:
Proceeds from borrowin
Repayment of lor-term borrowings
Repayment of shc-term borrowings
Increase (decrease) in depo
Dividends paic
Purchase of treasury sto
Issuance of common sto
Re-issuance of treasury sto

Net cash provided by (used in) financing activi

Net (decrease) increase in cash and cash equis

CASH AND CASH EQUIVALENTS:
Beginning of yea

End of yeal
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2008

$ 29,14(
10,94¢
3,52z
(3,447)
(10,140)
(16,697

(2,611)
10,717

(83,477
80,36:

(165)
48¢
(2,007)
1,297
(2,110
(86,587)
(40)
(1,439

(93,67¢)

14,48:
(127)
(11,079
78,12
(2,157)
(26%)
22F
20¢

79,50¢

(3,459

12,60+

$ 9,151

2007

$ 28,04
10,62(
2,86(
(2,899)
(12,227)
(15,85¢)
(85¢)

9,69

(245,909
87,50¢
223,00t

(255)
2,20(

(1,267)
(36,73
(202)
(425)

27,92¢

9,94:
(10,66¢)
(5,129)
(29,920
(1,957)
(385)

61

43¢

(37,609
12

12,59:

$ 12,60«

2006

$ 27,40¢
10,12(
2,61¢
(2,609
(11,329
(15,747)
(2,289

8,17¢

(13,33
2,112
33,25¢

(2,13¢)
2,161

(1,40€)
(29,68%)
(57)
(497)

(9,58

2,517
(2,857)
(18,387)
18,94/
(1,855)
(565)

56C

(1,647
(3,049)

15,63¢

$ 12,59:

(Continued




Table of Contents

EVANS BANCORP, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006
(in thousands)

RECONCILIATION OF NET INCOME TO NET CASH PROVIDEDBOPERATING
ACTIVITIES:
Net income
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciation and amortizatic
Deferred tax benef
Provision for loan and lease los:
Proceeds from sale of loans held for re:
Originations of loans held for res:
Net (gain) loss on sales of ass
Premiums on loans so
Stock options expen:
Changes in assets and liabilities affecting camlv:{
Other asset
Other liabilities

NET CASH PROVIDED BY OPERATING ACTIVITIES

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTMENTS AND
FINANCIAL ACTIVITIES:

Issuance of shares for e-out agreemer
Note payable on acquisitic

See Notes to Consolidated Financial Statemu
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2008

$ 4,90¢

1,69-
(700)
3,50¢
3,52:
(3,447)

2007

$ 3,36¢

1,71¢
(144)
1,917
2,86(
(2,899
2,30¢
(12)

2006

$ 4,921

1,81¢

(291)
1,12¢
2,61

(2,60¢)

(140)

(10)
93

(692)
1,347

$ 8,17¢

(Concluded
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EVANS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTI NG POLICIES

Organization and General. Evans Bancorp, Inc. (the “Company”) was organiae@ New York business corporation and incorpdrateler

the laws of the State of New York on October 2&8.br the purpose of becoming a bank holding camip&hrough August 2004, the
Company was registered with the Federal ReservedBama bank holding company under the Bank Hol@iompany Act of 1956, as
amended. In August 2004, the Company filed for, @ad approved as, a Financial Holding Company utideBank Holding Company Act.
The Company currently conducts its business thratsgivo subsidiaries: Evans Bank, N.A. (the “Bankd nationally chartered bank, and its
subsidiaries, Evans National Leasing, Inc. (“EN&fAd Evans National Holding Corp. (“ENHC"); and Esasational Financial Services, Inc.
(“ENFS”) and its subsidiary, The Evans Agency, IfEEA”). Unless the context otherwise requires term “Company” refers collectively to
Evans Bancorp, Inc. and its subsidiaries. The Campanducts its business through its subsidialiees not engage in any other substantial
business.

Regulatory Requirements. The Company is subject to the rules, regulatiang, reporting requirements of various regulatagiés,
including the Federal Reserve Board (“FRB”), thel€&@l Deposit Insurance Corporation (“FDIC”), th#i€® of the Comptroller of the
Currency (“OCC"), and the Securities and Exchangmfission (“SEC").

Principles of Consolidation. The consolidated financial statements includeateounts of the Company, the Bank, ENFS and their
subsidiaries. All material inter-company accoumtd &ansactions are eliminated in consolidation.

Accounting Estimates. Management has made a number of estimates amchjpissns relating to the reporting of assets aabilities and
disclosure of contingent assets and liabilitiesrigler to prepare these consolidated financial stigs in conformity with U.S. generally
accepted accounting principles. The estimates asuhaptions that management deems to be criticalievour accounting policies relating to
the determination of our allowance for loan andéelsses and the valuation of goodwill. Thesenegés and assumptions are based on
management’s best estimates and judgment and naeagevaluated them on an ongoing basis usingrluat@xperience and other factors,
including the current economic environment, whiclinmgement believes to be reasonable under ther@tances. We adjust our estimates
assumptions when facts and circumstances dicthdeld credit markets and volatile equity markbtsve combined with declines in consumer
spending to increase the uncertainty inherent iregtimates and assumptions. As future events ¢éendetermined with precision, actual
results could differ significantly from our estireat Changes in those estimates resulting frommainty changes in the economic environment
will be reflected in the consolidated financialtetaents in future periods.

Securities. Securities which the Bank has the positive intemd ability to hold to maturity are classifiedraedd to maturity and are stated at
cost, adjusted for discounts and premiums thatesm@gnized in interest income over the period &dérlier of the call date or maturity using
the level yield method. These securities repredeht issuances of local municipalities in the Bamnkarket area for which market prices are
not readily available. The amortized cost of theuséies approximates fair value. Management pécadty evaluates the financial condition of
the municipalities for impairment.

Securities classified as available for sale aredtat fair value with unrealized gains and logseduded from earnings and reported, net of
deferred income taxes, in accumulated other conemstie income (loss), a component of stockholdegaity. Gains and losses on sales of
securities are computed using the specific idexatifon method.

Securities which experience an other-than-tempatagjine in fair value are written down to a newtdoasis with the amount of the write-
down included in earnings as a realized loss. ®ve ¢ost basis is not changed for subsequent reesvierfair value. Factors which
management considers in determining whether aniimpat in value of an investment is other than temapy include the period of time the
securities were in a loss position, managementéntrand ability to hold securities until fair vakirecover to amortized cost, the extent to
which fair value is less than amortized cost, #seier’s financial performance and near term prdsp#e financial condition and prospects for
the issuer’s geographic region and industry, andweries or declines in fair value subsequentédblance sheet date. There were no write-
downs associated with other-than-temporary impaitrdeclines in fair value of a security in 20082607 .

The Bank does not engage in securities tradingities.
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Loans. Loans that management has the intent and abilitykd for the foreseeable future, or until matudtypay-off, generally are reported at
their outstanding unpaid principal balances adflifbe net chargeffs, the allowance for loan and lease losses aaydleferred fees or costs
those loans. Interest income is accrued on theidmpencipal balance. Loan origination fees, neteiftain direct origination costs, are deferred
and recognized as an adjustment of the relatedyliedah using the effective yield method of accongti

The Bank considers a loan to be impaired when,cbasecurrent information and events, it is probdbé it will be unable to collect principal
or interest due according to the contractual tesfriee loan. Loan impairment is measured basedheptesent value of expected cash flows
discounted at the loan’s effective interest rateasra practical expedient, at the loan’s obseevatalrket price or the fair value of the collateral
if the loan is collateral dependent.

Payments received on impaired loans are appliethstghe recorded investment in the loan. For lazther than those that the Bank expects
repayment of through liquidation of the collatesahen the remaining recorded investment in the ireddoan is less than or equal to the
present value of the expected cash flows, incomecisrded on a cash basis.

The accrual of interest on commercial loans andgages is discontinued at the time the loan is@®& dlelinquent, unless the credit is well
secured and in process of collection. In all caeesis are placed on non-accrual status and ajecsub charge-off at an earlier date if
collection of principal or interest is considerezligtful.

All interest due but not collected for loans thia placed on noaccrual status or charged off is reversed agaitstast income. The interest
these loans is accounted for on the cash-basigstirecovery method, until it again qualifies foraccrual basis. Loans are returned to accrual
status when all principal and interest amountsreatually due are brought current, the adverseigistances which resulted in the delinquent
payment status are resolved, and payments are imademely manner for a period of time suffici¢atreasonably assure their future
dependability.

Leases. The Bank’s leasing operations consists pringypatlthe leasing of various types of small ticketramercial equipment. The Company
follows Statement of Financial Accounting Standdf@&-AS") No. 13, “Accounting for Leases” for alf ds direct financing leases. The net
investment in direct financing leases is the surallofinimum lease payments and estimated resichlaks, less unearned income. All of the
Bank’s leases are classified as direct financiagés.

Allowance for Loan and Lease LossesThe allowance for loan and lease losses repregiemtamount charged against the Bank’s earnings to
establish and maintain a reserve or allowancedeiffi to absorb probable loan and lease lossesl lmasthe Bank’s management’s evaluation
of the loan and lease portfolio. Factors considésethanagement in establishing the allowance ireltite anticipated collectibility of

individual loans and leases, current loan and leaseentrations, charge-off history, delinquentlaad lease percentages, input from
regulatory agencies and general economic conditions

The analysis of the allowance for loan and leassds is composed of three components: specifidt @léatation, general portfolio allocation
and a subjectively determined allocation. The dpeciedit allocation includes a detailed reviewtloé loan or lease in accordance with SFAS
No. 114,“Accounting by Creditors for Impairment of a Loaarid No. 118, “Accounting by Creditors for Impairnhefia Loan — Income
Recognition and Disclosures,” and allocation is enadsed on this analysis. The general portfolmcation consists of an assigned reserve
percentage in accordance with SFAS No. 5, “Accagntor Contingencies” and is based on the intecredit rating of each loan and lease,
using the Bank’s historical loss experience or gtduloss experience where the Bank does not haegueate or relevant experience.

The subjective portion of the allowance for loan &ase losses reflects management’s evaluatigar@wfus conditions, and involves a higher
degree of uncertainty because this component dditbeance is not identified with specific problemedits or portfolio segments. The
conditions evaluated in connection with this eletiealude the following: industry and regional cdi@hs, seasoning of the loan and lease
portfolio and changes in the composition of andaghoin the loan and lease portfolio, the strengtiveakness and duration of the business
cycle, existing general economic and business tiondiin the lending areas, credit quality trendadn-accruing loans and leases, historical
loan and lease charge-off experience, and thetsesuBank regulatory examinations.

Foreclosed Real Estate Foreclosed real estate is initially recordechatlower of book or fair value (net of costs ofptisal) at the date of
foreclosure. Costs relating to development and awpment of property are capitalized, whereas aesasing to the holding of property are
expensed. Assessments are periodically performeddnagement, and an allowance for losses is esttelliby a charge to operations if the
carrying value of a property exceeds fair valugeElmsed real estate is classified as other assdatse Consolidated Balance Sheets as of
December 31, 2008. The Company had $50 thousa®thefr Real Estate at December 31, 2008, and ndbecamber 31, 2007.
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Insurance Commissions and FeesCommission revenue is recognized as of the éffiediate of the insurance policy or the date thstamer

is billed, whichever is later. The Company alscereges contingent commissions from insurance congsanwhich are based on the overall
profitability of their relationship based primaribn the loss experience of the insurance placatddoompany. Contingent commissions from
insurance companies are recognized when determinabl

Goodwill and Other Intangible Assets.The Company accounts for goodwill and other intalggassets in accordance with SFAS No. 142,
“Goodwill and Other Intangible Assets.” The Compaagords the excess of the cost of acquired entitver the fair value of identifiable
tangible and intangible assets acquired, lesdiiagiassumed, as goodwill. The Company amortizegiired intangible assets with definite
useful economic lives over their useful economiedi utilizing the straight-line method. On a peigdalasis, management assesses whether
events or changes in circumstances indicate tleatdlrying amounts of the intangible assets maynpeaired. The Company does not amortize
goodwill and any acquired intangible asset withratefinite useful economic life, but reviews theon fmpairment at a reporting unit level on
an annual basis, or when events or changes innegtainces indicate that the carrying amounts masnpaired. A reporting unit is defined as
any distinct, separately identifiable componenbioé of our operating segments for which compleasgrdte financial information is available
and reviewed regularly by the segment’'s management.

The Company measures the fair value of the leagipgrting unit of the banking activities segmemuelly as of December 31st utilizing a
discounted cash flow model as the primary indicafdeir value. The fair value of the insurance rageactivities segment is measured annt
as of December 31st utilizing the average of aadisted cash flow model and a market value basedroaltiple to earnings before interest,
taxes, depreciation, and amortization (“EBITDA) &milar companies. In addition, management redest¢he market capitalization of the
Company to the estimated consolidated fair valuda@freporting units utilizing the control premiwstimated by management, which is
supported by comparing the efficiency ratio of @@mpany to that of its most likely potential buyeksreview of the period subsequent to the
measurement date is performed to determine if tvere any significant adverse changes in operatioesents that would alter our
determination as of the measurement date. The Cuyripes performed the required goodwill impairmests and has determined that
goodwill was not impaired as of December 31, 2088 2007.

Bank-Owned Life Insurance. The Bank has purchased insurance on the liv€oofpany directors and certain members of the Baaukis
TEA’s management. The policies accumulate asseesdb meet future liabilities, including the payref employee benefits, such as
retirement benefits. Increases in the cash surreradee are recorded as other income in the Conmpamynsolidated statements of income.

Properties and Equipment. Properties and equipment are stated at cosatesanulated depreciation. Depreciation is compugidg the
straightline method over the estimated useful lives ofakgets, which range from 3 to 39 years. Impairrosses on properties and equipn
are realized if the carrying amount is not recolblrdrom its undiscounted cash flows and exceedfit value in accordance with SFAS
No. 144 “Accounting for the Impairment or Disposal of Lohgred Assets.”

Income Taxes. Income taxes are accounted for under the asddiadoility method under SFAS No. 109, “Accountiftgy Income Taxes.”
Deferred tax assets and liabilities are reflectezlirently enacted income tax rates applicabkaggperiods in which the deferred tax assets or
liabilities are expected to be realized or setthesichanges in tax laws or rates are enacted, reeféax assets and liabilities are adjusted
through income tax expense.

Net Income Per Share Net income per common share is based on the vegigiverage number of shares outstanding durirty yesar,
retroactively adjusted for stock splits and stonkd#nds. Diluted earnings per common share isdasencreasing the weighted-average
number of shares of common stock by the numbeharfes of common stock that would be issued assuthengxercise of stock options. Such
adjustments to weighted-average number of sharesromon stock outstanding are made only when sdigistenents are expected to dilute
earnings per common share. There were 1,789, 01, @30 potentially dilutive shares of common stoakuded in calculating diluted earnings
per share for the years ended December 31, 2008, 20d 2006, respectively. Potential common shthsvould have the effect of
increasing diluted earnings per share are conglderbe anti-dilutive. In accordance with SFAS N8, “Earnings Per Share,” these shares
were not included in calculating diluted earnings ghare. As of December 31, 2008, 2007, and 2B66; were 108 thousand, 92 thousand,
and 59 thousand shares, respectively, that arimclotled in calculating diluted earnings per shzgeause their effect was anti-dilutive.

Comprehensive Income Comprehensive income includes both net incomeotimek comprehensive income, including the change i
unrealized gains and losses on securities avaifablkeale, and the change in additional minimurhility related to pension costs, net of tax.
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Employee Benefits The Bank maintains a non-contributory, qualifiddfined benefit pension plan (the “Pension Pland} covers
substantially all employees who meet certain agksanvice requirements. The actuarially determjeasion benefit in the form of a life
annuity is based on the employee’s combined ydassrgice, age and compensation. The Bank’s pai¢y fund the minimum amount
required by government regulations. Effective Jap34, 2008, the Pension Plan was frozen. All bénefigible participants have accrued in
the plan to date have been retained. Employeesuiilaccrue additional benefits in the plan fromt thate. Employees are eligible to receive
these benefits at normal retirement age.

The Bank maintains a defined contribution 401 (ldnphnd accrues contributions due under this plaaased by employees. In addition, the
Bank maintains a non-qualified Supplemental ExeeuRetirement Plan for certain members of seniaragament, a non-qualified Deferred
Compensation Plan for directors and certain memiiemsanagement, and a non-qualified Executive IticerRetirement Plan for certain
members of management, as described more fullyobe 8I1 to “Notes to Consolidated Financial States&n

Stock-based Compensation Effective January 1, 2006, the Company adoptediSSINo. 123 (revised 2004), “Share-Based PaymeSEAS

No. 123R), an amendment of SFAS No. 1‘Accounting for Stock-Based Compensation.” Priothat date, the Company recognized expense
for stock-based compensation using the fair valethod of accounting described in SFAS No. 123.18tiased compensation expense is
recognized over the vesting period of the stoclebaggant based on the estimated grant date valiee agtock-based compensation that is
expected to vest. Information on the determinatibthe estimated value of stock-based awards wsedltulate stock-based compensation
expense is included in Note 12 to “Notes to Comstéd Financial Statements.”

Loss Contingencies Loss contingencies, including claims and legébas arising in the ordinary course of business,racorded as liabilities
when the likelihood of loss is probable and an am@u range of loss can be reasonably estimated.

Financial Instruments with Off-Balance Sheet Risk In the ordinary course of business, the Bankemisred into off-balance sheet financial
arrangements consisting of commitments to exteedicand standby letters of credit. Such finanicisfruments are recorded in the
consolidated financial statements when the traisacare executed.

Cash and Cash Equivalents For purposes of reporting cash flows, cash asti eguivalents include cash and due from banksraerst-
bearing deposits at banks.

Cash and due from banks includes reserve balahatthe Bank is required to maintain with Federaé&ve Banks. The required reserves are
based upon deposits outstanding, and were apprtedin®il.1 million and $1.2 million at December 2008 and 2007, respectively.

Reclassifications. Certain reclassifications have been made to ®0& 2nd 2006 consolidated financial statementsnéocm with the 2008
presentation.

NEW ACCOUNTING STANDARDS

Accounting for Uncertainty in Income Taxes (FIN 48). In July 2006, the FASB issued FIN 48, “Accountfog Uncertainty in Income
Taxes,” to set out a consistent framework for teepprers to use to determine the appropriate tE#talx reserves to maintain for uncertain tax
positions. This interpretation of FASB StatementI® uses a twetep approach wherein a tax benefit is recognizagbosition is more likel
than not to be sustained. The amount of the beisdfien measured to be the highest tax benetiighgreater than 50 percent likely to be
realized. FIN 48 also sets out disclosure requirgm® enhance transparency of an entity’s taxveseThe Company adopted FIN 48 as of
January 1, 2007. There were no unrecognized tagfitgior penalties at the date of adoption.

The Internal Revenue Service (“IRS”) commenced érations of the Company’s U.S. Federal income &urns for 2003, 2004, and 2005 in
the first quarter of 2007. The examination relatethese returns was completed during the thirdtquaf 2007. There were no proposed
adjustments that had a material impact on the Cagipdinancial position or results of operations. tagt on adjustments, if any, is include:
income tax expense.

Accounting for Defined Benefit Pensions and Other &stretirement Benefits. In September 2006, the FASB issued SFAS No. 158,
“Employer’s Accounting for Defined Benefit Pensicarsd Other Postretirement Benefits” (SFAS 158). Toenpany adopted SFAS 158 as of
December 31, 2006. In accordance with this standaedCompany recorded the funded status of eaith défined benefit pension and
postretirement plans as an asset or liability si€ionsolidated Balance Sheet with a correspondisgtonet of taxes, recorded in Accumulated
Other Comprehensive Income (Loss)
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within Stockholders’ Equity. During 2008, the Compadopted the provision of SFAS 158 which requihes plan assets and benefit
obligations be measured as of the date of an erapkfiscal year-end statement of financial positiBrior to 2008, the Company had a fiscal
year end of December Stand a measurement date of Septembét .3Bor fiscal year-end 2008, the Company measuregldn assets and
benefit obligations at December 81 The effect of the change was $6 thousand, nieb@fs, and is part of the Statement of Changes of
Stockholders’ Equity in the Consolidated Finan&tdtements. Further disclosures regarding the &e®dan and other postretirement benefits
can be found in Note 11 to “Notes to Consolidatethficial Statements.”

Fair Value Measurements (SFAS 157)In September 2006, the FASB issued SFAS No. ‘F&ir Value Measurements” (SFAS 157). This
standard defines fair value, establishes a comsismework for measuring fair value and expandsldsure requirements about fair value
measurements. SFAS 157 was effective for the Copipéiscal year beginning January 1, 2008. The Canypadopted SFAS No. 157 on
January 1, 2008. Adoption of the standard did aeeha material impact on the Company’s consolidfitehcial statements.

Fair Value Option (SFAS 159). On February 15, 2007, the FASB issued SFAS N9, THhe Fair Value Option for Financial Assets and
Financial Liabilities” (SFAS 159). Under this Stamd, the Company may elect to report financialrimsents and certain other items at fair
value on a contract-by-contract basis with chargeslue reported in earnings. Adoption of SFAS dBQanuary 1, 2008, did not have a
material impact on the Company’s consolidated fomarstatements as the Company did not make addie election for eligible financial
instruments and other items.

FASB Staff Position No.157-3Determining the Fair Value of a Financial Asset When the Market for That Asset Is Not Active. On

October 10, 2008, FASB issued FSP No. 157-3 wighothjective of clarifying the application of FASBa&ment No. 15®air Value
Measurement, in a market that is not active and provides aamgple to illustrate key considerations in determirthe fair value of a financial
asset when the market for that financial assebtsative. Effective immediately, the implementatmf FSP No. 157-3 did not have a material
impact on the Company’s consolidated financialestegnts.

2. SECURITIES

The amortized cost of securities and their apprexénfair value at December 31 were as follows:

2008
(in thousands
Amortized Unrealized Fair
Cost Gains Losses Value
Available for Sale:
Debt securities
U.S. government agenci $ 17,79 $ 11z $ — $17,90:
States and political subdivisio 34,49( 953 ) 35,43¢
Total debt securitie $ 52,28( $ 1,06f $ (7 $53,33¢
Mortgage-backed securities
FNMA 8,06( 12¢€ (22) 8,16¢
FHLMC 7,46¢ 13C (172) 7,581
CMO'’s 1,28: — (139 1,14¢
Total mortgag-backed securitie $ 16,81 25¢€ (16€) 16,901
FRB and FHLB Stocl 3,56¢ — — 3,56¢
Total $ 72,65¢ $ 1,321 $ (179 $73,80¢
Held to Maturity:
Debt securities
U.S. government agenci $ 35 $ — $ — 85
States and political subdivisio 1,91¢ — — 1,91¢
Total $ 1,951 $ = $ — $ 1,957
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2007
(in thousands
Amortized Unrealized Fair
Cost Gains Losses Value
Available for Sale:
Debt securities
U.S. government agenci $ 14,18: $ 51 $ (49 $14,18¢
States and political subdivisio 34,82 83¢ (2 35,65¢
Total debt securitie $ 49,00¢ $ 88¢ $ (46 $49,84
Mortgage-backed securities
FNMA 8,19( 13 (68) 8,13t
FHLMC 7,09¢ 2 (35 7,06
CMO'’s 1,60¢ — (22 1,58
Total mortgag-backed securitie $ 16,89¢ 15 (125) 16,78t
FRB and FHLB Stocl 3,512 — — 3,512
Total $ 69,417 $ 904 $ (171 $70,14¢
Held to Maturity:
Debt securities
U.S. government agenci $ 35 $ — $ — 35
States and political subdivisio 2,231 — — 2,231
Total $ 2,26¢ $ — $ — $ 2,26¢

Available for sale securities with a total fair walof $66.0 million at December 31, 2008 were péetgs collateral to secure public deposits
and for other purposes required or permitted by law

The Company uses the Federal Home Loan Bank of W (“FHLBNY™”) as its primary source of overnighinds and also has several long-
term advances with FHLBNY. At December 31, 2008, @ompany had a total of $48.6 million in borroviedds with FHLBNY. The
Company has placed sufficient collateral in therfaf residential real estate loans at FHLBNY. As@mber of the Federal Home Loan Bank
System, the Bank is required to hold stock in FHYBN'he Bank held FHLBNY stock worth $2.7 million aEDecember 31, 2008.

There are 12 branches of the FHLB, including NewkY&everal members have warned that they haverditleached risk-based capital
requirements or that they are close to breachiogetequirements. To conserve capital, some FHBBdhes are suspending dividends, cu
dividend payments, and not buying back excess FktbBk that members hold. To the extent that oneB-Htanch cannot meet its obligations
to pay its share of the system’s debt, other FHkahbhes can be called upon to make the payment.

Systematic weakness in the FHLB could result indimmpent of the Company’s FHLB stock.
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The scheduled maturities of debt and mortgage-fihskeurities at December 31, 2008 are summariZesvbAll maturity amounts are
contractual maturities. Actual maturities may diffie@m contractual maturities because certain isshave the right to call or prepay
obligations with or without call premiums.

Available for Held to Maturity
Sale Securities Securities
Amortizec Fair Amortizec Fair
Cost Value Cost Value
(in thousands (in thousands
Due in one year or le: $19,09: $19,13¢ $ 19¢ $ 19¢
Due after year one through five ye 21,96¢ 22,524 612 612
Due after five years through ten ye 20,341 20,95* 42F 42~
Due after ten yeal 7,68¢€ 7,62¢ 71€ 71€
Total $69,09: $70,23¢ $ 1,957 $ 1,957

Realized gains and losses from $2.8 million, $46illion and $2.1 million gross sales and calls efwities for the years ended December 31,
2008, 2007 and 2006, respectively, are summarigddllaws:

2008 2007 2006
(in thousands

Gross gain: $ 12 $ 14 $ 14C
Gross losse (2 (2,319 —
Net gain (loss $ 1C $ (2,299 $ 14C

Information regarding unrealized losses within @@mpany’s available for sale securities at DecerBiétof the respective years is
summarized below. The securities are primarily l|g&ernment-guaranteed agency securities or mwalisgrurities. All unrealized losses are
considered temporary and related to market inteagstfluctuations.

2008
Less than 12 months 12 months or longer Total
Fair Unrealize( Fair Unrealize( Fair Unrealize
Description of Securities Value Losses Value Losses Value Losses
(in thousands (in thousands (in thousands
Debt securitie:
U.S. government agenci $ — $  — $ — $ — $ — $ —
States and political subdivisio 1,96¢€ () — — 1,96¢ (7
Total debt securitie $ 1,96¢ $ @) $ — $ — $ 1,96¢ $ (7
Mortgage-backed securitie
FNMA $ 63€ $ 8 $ 1,094 $ (13 $ 1,73 $ (21
FHLMC — — 1,20¢ (11) 1,20¢ (17)
CMO's — — 1,142 (139 1,142 (139
Total mortgag-backed securitie $ 63¢ $ (8 $ 3,44t $ (159 $ 4,08: $ (166
Total temporarily impaired Securitir $ 2,604 $ (19 $ 3,44¢ $ (159 $ 6,04¢ $ (173
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2007
Less than 12 months 12 months or longer Total
Fair Unrealize« Fair Unrealize« Fair Unrealize«
Description of Securities Value Losses Value Losses Value Losses
(in thousands (in thousands (in thousands
Debt securitie:
U.S. government agenci $ — $ — $ 7,33¢€ $ (49 $ 7,33¢€ $ (49
States and political subdivisio — — 722 2 722 2
Total debt securitie $ — $ — $ 8,05¢ $ (46) $ 8,05¢ $ (46)
Mortgage-backed securitie
FNMA $ 27¢ $ 1) $ 5,897 $ (67) $ 6,17( $ (69
FHLMC 21t @ 5,70z (39 5,917 (35
CMO’'s — — 1,73¢ (22 1,73¢ (22)
Total mortgag-backed securitie $  49¢ $ (2 $13,32¢ $ (129 $13,82¢ $ (129
Total temporarily impaired Securiti $ 49 $ (2 $21,38: $ (169 $21,88( $ (171

Management has assessed the securities availatdaléoin an unrealized loss position at DecemigPB08 and 2007 and determined the
decline in fair value below amortized cost to traperary. In making this determination, managemensilered the period of time the
securities were in a loss position, the percentlgpdine in comparison to the securities’ amortizest, the financial condition of the issuer
(primarily government or government-sponsored gmises) and the Company’s ability and intent taditblese securities until their fair value
recovers to their amortized cost. Management bedi¢lie decline in fair value is primarily relatecharket interest rate fluctuations and not to
the credit deterioration of the individual issuers.

While the Company has not recorded any other-tearpbrary impairment charges in 2007 or 2008, guossalized losses amount to only
0.2% of the total fair value of the securities faliv at December 31, 2008, and the gross unrehisition has increased only $2 thousand
from 2007 to 2008, it remains possible that thentit in the poor economy could negatively impaa& #ecurities portfolio in 2009. The credit
worthiness of the Company’s portfolio is largeljiaat on the ability of U.S. government agencieshsas FHLB, FNMA, and FHLMC, and
municipalities throughout New York State to meeitiobligations. In addition, dysfunctional marketaild materially alter the liquidity,
interest rate, and pricing risk of the portfolidiélstable past performance is not a guaranteénfidas performance going forward.

3. LOANS AND LEASES, NET
Major categories of loans and leases at Decemhe2(®B and 2007 are summarized as follows:

2008 2007
(in thousands
Mortgage loans on real esta

Residential -4 family $ 66,75( $ 68,55
Commercial and mu-family 180,38t 131,14¢
Constructior 17,81« 11,44¢
Second mortgage 8,91¢ 9,452
Home equity lines of cred 22,34% 16,92¢
Total mortgage loans on real est 296,21° 237,52:
Direct financing lease 58,63¢ 45,07¢
Commercial loan 46,077 34,56
Consumer installment loal 1,831 2,08:
Other 4,152 3,98¢
Net deferred loan and lease origination ¢ 797 881
407,71 324,11:

Allowance for loan and lease loss (6,087 (4,559
Loans and leases, r $401,62¢ $319,55t

Other loans include $0.4 million at December 30&and 2007 of overdrawn deposit accounts clagsifeloans.
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The Bank, in its normal course of business, s@litain residential mortgages which it originatetht® Federal National Mortgage Association
(“FNMA"). The Company maintains servicing rights tire loans that it sells to FNMA and earns a fegebn. At December 31, 2008 and
2007, the Company had approximately $26.9 milliod $28.4 million, respectively, in unpaid princifmglances of loans that it services for
FNMA. For the years ended December 31, 2008 and@, 286 Company sold $3.5 million and $2.9 milliogspectively, in loans to FNMA and
realized gains on those sales of $25 thousand Badhbusand, respectively. The Company had a tekset of approximately $0.1 million
and $0.2 million for the servicing portfolio rightss of December 31, 2008 and 2007, respectivelgrelivas $43 thousand in loans held for
at December 31, 2008 compared to $50 thousandarilzer 31, 2007.

Changes in the allowance for loan and lease |Idssélke years ended December 31, 2008, 2007 an@l &@Das follows:

2008 2007 2006
(in thousands
Balance, beginning of ye $ 4,55t $ 3,73¢ $ 3,211
Provision for loan and lease los: 3,50¢ 1,917 1,12¢
Recoveries 22¢ 17C 19¢
Loans and leases charged 2,205 (1,277 (799
Balance, end of ye: $ 6,08 $ 4,55t $ 3,73¢

Non-accrual loans totaled approximately $3.4 millior &0.6 million at December 31, 2008 and 2007, rethpely. The allowance for loan a
lease losses related to nacerual loans was $0.5 million, $0.1 million andZillion at December 31, 2008, 2007 and 200eaesvely. The
average recorded investment in these loans dufing, 2007 and 2006 was approximately $3.2 mill&hg million and $1.5 million,
respectively. If such loans had been in an accrsiatys, the Bank would have recorded additiortetést income of approximately $341
thousand; $85 thousand and $83 thousand in 2008, &0d 2006, respectively. Actual interest recogphian consolidated statements of inc
on non-accrual loans was $187 thousand, $23 thdwsaeh $41 thousand in 2008, 2007 and 2006, respéctiAs of December 31, 2008, there
were $144 thousand in loans and leases that weredfivdays and still accruing.

The Bank had no loan commitments to borrowers imaccrual status at December 31, 2008.

The Bank had $1.9 million in leases that were vestired in a troubled debt restructuring at Decam3tie 2008. These restructurings were
allowed in an effort to maximize the Bank’s abilttycollect on leases where borrowers were experigrfinancial issues. The general practice
of the Bank is to work with borrowers so that tlaeg able to pay back their loan or lease in féih borrower continues to be delinquent or can
not meet the terms of a troubled debt restructutimg loan or lease will be placed in nonaccrualt@rged off. There were no other troubled
debt restructurings at December 31, 2008.

The Company maintains an allowance for loan anskléasses in order to capture the probable lossesént in its loan and lease portfolio.
There is a risk that the Company may experienaafggnt loan and lease losses in 2009 and beydridhacould exceed the allowance for I
and lease losses. This risk is heightened by themuncertain and adverse economic conditiorthel{Companys assumptions and judgme
prove to be incorrect or bank regulators requieeGompany to increase its provision for loan ardddosses or recognize further loan and
lease charge-offs, the Company may have to inciitsaaiowance for loan and lease losses or loahlegse charge-offs which could have a
material adverse effect on the Company’s operasglts and financial condition. There can be rsu@ces that the Company’s allowance
for loan and lease losses will be adequate to grthe Company against loan and lease lossest timatyi incur.

As of December 31, 2008 and 2007, the Bank hadmer toans which were impaired as defined by SFASINA4.
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The following lists the components of the net irtagnt in direct financing leases as of December 31:

2008 2007
(in thousands

Direct financing lease payments receive $ 69,15: $54,32¢
Estimated residual value of leased as 584 471
Unearned incom (11,099 (9,719

Net investment in direct financing leas $ 58,63¢ $45,07¢

Deferred fees related to direct financing leaseew6.2 million at December 31, 2008 and 2007. dllmvance for loan and lease losses
allocated to direct financing leases was $2.4 ariliaind $1.4 million at December 31, 2008 and 2685pectively.

At December 31, 2008, minimum future lease paymenke received are as follows:

Year Ending December 31:

2009 $ 26,95¢
2010 20,98¢
2011 12,55
2012 6,36¢
2013 2,29(
Thereaftel 1
$69,15!

As of December 31, 2008, there were $47.2 millioioans pledged to FHLBNY to serve as collaterabiorrowings.
4. PROPERTIES AND EQUIPMENT
Properties and equipment at December 31 were lasviol

2008 2007
(in thousands

Land $ 26¢ $ 26¢
Buildings and improvemen 10,52« 9,38¢
Equipment 8,81¢ 7,38
Construction in progres 11 113
19,61¢ 17,15:
Less accumulated depreciati (9,739 8,786)
Properties and equipment, 1 $ 9,88t $ 8,36¢
Depreciation expense totaled $950 thousand in 2R3, thousand in 2007 and $879 thousand in 2006.
5. OTHER ASSETS
Other assets at December 31 were as follows:
2008 2007
(in thousands
Net deferred tax ass $ 2,93¢ $ 2,08t
Accrued interest receivab 1,79¢ 1,73¢
Prepaid expenst 504 361
Mortgage servicing right 10¢ 15€
Other 2,57¢ 2,14
Total $ 7,92¢ $ 6,48(
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6. GOODWILL AND INTANGIBLE ASSETS

Changes in the carrying amount of goodwill for tiwelve-month periods ended December 31, 2008 afd,2fy operating segment, are as

follows:

Banking Insurance Agenc)
Activities Activities Total
(in thousands
Balance as of January 1, 2C $ 1,94F $ 8,101 $10,04¢
Goodwill acquired during the peric — — —
Balance as of December 31, 2( $ 1,94 $ 8,101 $10,04¢
Banking Insurance Agenc)
Activities Activities Total
(in thousands
Balance as of January 1, 2C $ 1,902 $ 8,101 $10,00:
Goodwill acquired during the peric 43 — 43
Balance as of December 31, 2( $ 1,94¢ $ 8,107 $10,04¢
Information regarding the Company’s other intangiaaésets at December 31 follows:
Gross Carrying Accumulated Weighted Average
2008 Amount Amortization Net Amortization Period
(in thousands
Customer contraci $ 631 — $ 631 2 years
Non-compete agreemer $ 73¢ $ (639 $ 10t 5 years
Insurance expiratior $ 4,58¢ (2,42)) 2,16¢ 7 years
Total $ 5,95¢ $ (3,059 $2,90( 7 years
Gross Carrying Accumulated Weighted Average
2007 Amount Amortization Net Amortization Period
(in thousand:
Non-compete agreemer $ 68¢ $ (59€) $ 92 5 years
Insurance expiratior 4,192 (1,77 2,41t 7 years
Total $ 4,881 $ (2,379 $2,507 7 years

Amortization expense related to intangibles foryhars ended December 31, 2008, 2007 and 2006$88dethousand, $641 thousand and
$563 thousand, respectively. Estimated amortizaiqrense for each of the five succeeding fiscalsyisaas follows:

Year Ending
December 31

Amount

2009
2010
2011
2012
2013
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7. DEPOSITS

Time deposits, with minimum denominations of $186usand each, totaled $56.7 million and $51.1 omilat December 31, 2008 and 2007,
respectively. There were $0.4 million of overdi@itounts in deposits that have been reclassifitzhtes as of December 31, 2008.

At December 31, 2008, the scheduled maturitiegmé teposits are as follows:

(in thousand:

2009 $ 77,28
2010 28,91¢
2011 27,75
2012 2,15(
2013 357
2014 —

$ 136,45!

8. BORROWED FUNDS AND JUNIOR SUBORDINATED DEBENTURES

Borrowed funds mainly consisted of various advaricas the FHLB with interest rates ranging from4¥4to 3.55%. The FHLB advances are
collateralized by certain qualifying assets of $4®illion at December 31, 2008. The maturities @frbwed funds are as follows:

(in thousand:

2009 $ 30,69¢
2010 112
2011 5,06¢
2012 —
2013 7,00(C
Thereaftel 6,00(
Total $ 48,87

Short-term borrowings outstanding at December B082f $30.7 million consisted of an overnight lofecredit with the FHLB and fixed rate
advances with FHLB that mature in less than one.ydge Bank has the ability to borrow additionaddis from the FHLB based on the
available securities or residential real estatagaaat can be used as collateral, and to puraudditonal federal funds through one of the
Bank’s correspondent banks.
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The amounts and interest rates of short-term bongswvere as follows:

Federal Funds Other Short-Term
Purchased Borrowings Total
(dollars in thousand:

At December 31, 200

Amount Outstandin 23,59( 7,10¢ 30,69¢

Weightec-average interest ra 0.44% 2.7(% 0.9%
For the year ended December 31, 2

Highest amount at a mor-end 44,52 7,10¢%

Daily average amount outstandi 11,98« 6,23( 18,21«

Weightec-average interest ra 2.7¢% 2.71% 2.7%%
At December 31, 200

Amount Outstandin 33,98( — 33,98(

Weightec-average interest ra 3.62% — 3.62%

For the year ended December 31, 2

Highest amount at a mor-end 33,98( —

Daily average amount outstandi 9,20¢ — 9,20¢

Weightec-average interest ra 5.08% — 5.08%
At December 31, 200

Amount outstandin 24,75 — 24,75

Weightec-average interest ra 5.3%% — 5.3%%

For the year ended December 31, 2

Highest amount at a mor-end 43,17¢
Daily average amount outstandi 16,71¢ — 16,71¢
Weightec-average interest ra 5.08% — 5.08%

On October 1, 2004, Evans Capital Trust |, a stayubusiness trust wholly-owned by the Company f{ffrest”), issued $11.0 million in
aggregate principal amount of floating rate prefércapital securities due November 23, 2034 (thapit@l Securities”) classified on the
Company’s consolidated balance sheets as Juniar@iubted Debentures. The distribution rate onGhpital Securities of the Trust adjusts
quarterly based on changes in the three-month Lohaterbank Offered Rate (“LIBOR”) and was 4.81%ba&cember 31, 2008.

The Capital Securities have a distribution rateI&OR plus 2.65%, and the distribution dates arbriary 23, May 23, August 23 and
November 23

The common securities of the Trust (the “Commorugges”) are wholly-owned by the Company and de only class of each Trust’s
securities possessing general voting powers. Tip#al&ecurities represent preferred undividedregss in the assets of the corresponding
Trust. Under the Federal Reserve Board’s currektivased capital guidelines, the Capital Securitiesncludable in the Company’s Tier 1
(Core) capital.

The proceeds from the issuances of the Capitalriesuand Common Securities were used by the Taugtirchase $11.3 million aggregate
liquidation amount of floating rate junior subordiad deferrable interest debentures (“Junior Subated Debentures”) of the Company, due
October 1, 2037, comprised of $11.0 million of ¢alpéecurities and $330 thousand of common seesrilihe $330 thousand of common
securities represent the initial capital contribntof the Company to the Trust, which, in accor@anith the provision of FIN 46R
“Consolidation of Variable Interest Entities,” hast been consolidated and is included in “Otherefs’'son the consolidated balance sheet.

The Junior Subordinated Debentures represent teaseets of the Trust, and payments under therd8nbordinated Debentures are the sole
source of cash flow for the Trust. The interest yable on the Junior Subordinated Debenture1\8486 at December 31, 2008.

Holders of the Capital Securities receive preféatctimulative cash distributions on each distiitnuidate at the stated distribution rate, unless
the Company exercises its right to extend the paymkinterest on the Junior Subordinated Debesttoeup to twenty quarterly periods, in
which case payment of distributions on the resped@iapital Securities
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will be deferred for comparable periods. Duringeattended interest period, in accordance with texendefined in the indenture relating to the
Capital Securities, the Company may not pay divildeor distributions on, or repurchase, redeem quiae any shares of its capital stock. The
agreements governing the Capital Securities, iragggegate, provide a full, irrevocable and uncomaial guarantee by the Company of the
payment of distributions on, the redemption of, ang liquidation distribution with respect to thafital Securities. The obligations under s
guarantee and the Capital Securities are suboedarat junior in right of payment to all senior ibtedness of the Company.

The Capital Securities will remain outstanding Lttt Junior Subordinated Debentures are repaitbdurity, are redeemed prior to maturity
are distributed in liquidation to the Trust. Thep@al Securities are mandatorily redeemable in whbut not in part, upon repayment at the
stated maturity dates of the Junior SubordinateoeD®ires or the earlier redemption of the Junidro&dinated Debentures in whole upon the
occurrence of one or more events (“Events”) sahfor the indentures relating to the Capital Sdi®sj and in whole or in part at any time after
the stated optional redemption date of Novembef@89, contemporaneously with the optional redeompdif the related Junior Subordinated
Debentures in whole or in part. The Junior Subatdid Debentures are redeemable prior to theirdstatgurity dates at the Company'’s option:
(i) on or after the stated optional redemption gaite whole at any time or in part from time to ¢inor (ii) in whole, but not in part, at any time
within 90 days following the occurrence and durihg continuation of one or more of the Events,d@alecase subject to possible regulatory
approval. The redemption price of the Capital Siéiegrand the related Junior Subordinated Debestupen early redemption would be at the
liquidation amount plus accumulated but unpaidrithigtions.

9. SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

The Bank enters into agreements with depositoselido the depositors securities owned by the Barntkrepurchase the identical security,
generally within one day. No physical movementhef $ecurities is involved. The depositor is infodntlee securities are held in safekeepin
the Bank on behalf of the depositor. The Bank Ha@8 #illion and $3.8 million in securities sold wrchgreement to repurchase at
December 31, 2008 and 2007, respectively.

10. COMPREHENSIVE (LOSS) INCOME

The following tables display the components of ott@mprehensive (loss) income:

2008
Before-tax Income
Amount Taxes Net

(in thousands

Unrealized gains on investment securit

Unrealized holding gains during peri $ 42t $ (165) $ 26C
Less: reclassification adjustment for gains redlimenet income 1C 4 6
Net unrealized gai 41F (161 254
Increase in additional minimum pension liabilitydagffect of pension curtailme (1,329 514 (807)
Net other comprehensive (loss) inco $ (906 $ 358 $ (559
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2007
Before-tax Income
Amount Taxes Net

(in thousands

Unrealized gains on investment securit

Unrealized holding gains during peri $ 38C $ (129 $ 25€
Less: reclassification adjustment for losses redlin net incom: (2,299) 92( (1,379
Net unrealized gai 2,67¢ (1,049 1,63¢
Decrease in additional minimum pension liabi 49t (198 297
Net other comprehensive incot $ 3,17« $ (1,24) $ 1,93t
2006
Before-tax Income
Amount Taxes Net

(in thousands

Unrealized gains on investment securit

Unrealized holding gains during peri $ 284 $ (112 $ 17z
Less: reclassification adjustment for gains redlimenet income 14C ____(568) 84
Net unrealized gai 144 ____(56) 88
Decrease in additional minimum pension liabi 14C (56) 4
Net other comprehensive incor $ 284 $ (112 $ 172

11. EMPLOYEE BENEFITS AND DEFERRED COMPENSATION PLA NS
Employees’ Pension Plan

The Bank has a defined benefit pension plan cogesibstantially all employees. The Pension Plamiges benefits that are based on the
employees’ compensation and years of service. BmkBses an actuarial method of amortizing priorise cost and unrecognized net gains
or losses which result from actual experience asdimptions being different than those that areeptefl. The amortization method the Ban
using recognizes the prior service cost and netsgaii losses over the average remaining serviéedoef active employees which exceeds the
required amortization. The Pension Plan was fraféective January 31, 2008. The freezing of theskenPlan was considered a curtailment,
which resulted in the elimination of the unrecoguizrior service cost and the unrecognized net Tdss elimination of those two components
resulted in a $328 thousand gain on curtailmendddihe freeze, eligible employees will receivelibaefits already earned through

January 31, 2008 at retirement, but will not beedablaccrue any additional benefits. As a resattjise cost will no longer be incurred.
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Selected Financial Information for the Pension R$aas follows:

(15 months endec (12 months ended
12/31/2008 9/30/2007
(in thousands

Change in benefit obligatiol

Benefit obligation at beginning of ye $ 423( $ 4,02¢
Service cos — 361
Interest cos 29z 244
Effect of curtailmen (712) —
Assumption chang 203 (41%)
Actuarial loss 47 23t
Benefits paic (437) (221)
Benefit obligations at end of ye 3,62¢ 4,23(
Change in plan asse

Fair value of plan assets at beginning of \ 3,88¢ 3,17t
Actual return on plan asse (2,157 45C
Employer contribution: — 482
Benefits paic (437) (221
Fair value of plan assets at end of y 2,30¢ 3,88¢
Funded statu (1,325 (344

Amount recognized in the Consolidated Balance Shemtsists of
Accrued benefit liabilitie: (1,325 (344)

Amount recognized in Accumulatt
Other Comprehensive loss consist

Net actuarial los 1,401 124
Prior service cos — (109)
Net amount recognized in equ— pre-tax $ 1,401 $ 15
Net amount recognized on Consolidated Balance S 76 (329)
Accumulated benefit obligation at year € $ 3,62¢ $ 3,28

Valuations of the Pension Plan as shown above earducted as of December 31, 2008 and Septemb@080,(the measurement date). In
accordance with SFAS 158, in 2008 the Bank traovsitil its measurement date from SeptembéttBMecember 3%. Assumptions used by
the Bank in the determination of Pension Plan imfation consisted of the following:

2008 2007 2006
Discount rate for projected benefit obligati 6.01% 6.35% 5.7%
Discounted rate for net periodic pension ¢ 6.35% 5.7%% 5.5(%
Rate of increase in compensation le\ —% 4.7%% 4.7%%
Expected lon-term rate of return on plan ass 7.5(% 7.5(% 7.5(%
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The components of net periodic benefit cost coedisf the following:

(15 mo. ended (12 mo. ended (12 mo. ended

12/31/08 9/30/2007 9/30/2006
(in thousands
Service cos $ — $ 361 $ 32E
Interest cos 292 244 202
Expected return on plan ass (364) (250) (239
Net amortization and deferr (5 12 12
Net periodic benefit co: $ 7n 3 367 $ 30E

As noted above, the Bank transitioned its measunedege from September 30o December 3#tin 2008. The amount of the net periodic
benefit cost that was incurred in the fiscal ye20&is reflected in the income statement. The dftelamount incurred in the stub period of
October 1, 2007-December 31, 2007 runs througlmesdaearnings. The total of the 15 month perioshiswn in the table above. The
components of the 15 month period are shown itiahke below:

(3 mo. ended (12 mo. ended (15 mo. ended
12/31/07 12/31/2008 12/31/08
(in thousands
Service cos $ — $ = $ =
Interest cos 66 22¢ 292
Expected return on plan ass (73 (291) (364)
Net amortization and deferr (4) (1) (5)
Net periodic benefit co: $ 1) 3 (66) $ (77)

The estimated amounts to be amortized from accusuilather comprehensive loss into net periodic kp009 for amortization of actuarial
loss will be $56 thousand.

The expected long-term rate of return on Pensian Bbsets assumption was determined based oridakteturns earned by equity and fixed
income securities, adjusted to reflect future reexpectations based on plan targeted asset aioc&iquity and fixed income securities were
assumed to earn returns in the ranges of 5.5%.5%d.and 4.5% to 6.0%, respectively. When theseabiveturn expectations are applied to
Pension Plan’s targeted allocation, the expectedafareturn is determined to be 7.50%, which igrapimately the mid-point of the range of
expected return. The weighted average asset athocaft the Pension Plan at December 31, 2008 apteB8wer 30, 2007, the Pension Plan
measurement date, was as follows:

2008 2007

Asset category

Equity mutual fund: 56.(% 65.€%

Fixed income security mutual fun 44.(% 34.2%
100.(% 100.(%

The Company’s targeted long-term asset allocatioawverage will approximate 60%-70% with equity ngera and 30%-40% with fixed
income managers. This allocation is consistent thighCompanys goal of diversifying the Pension Plan assetsdeioto preserve capital wh
achieving investment results that will contributethie proper funding of pension obligations anchd&swv requirements. The Company’s
management regularly reviews the Pension Planisahesset allocation and periodically rebalancesitestments to the targeted allocation
when considered appropriate. After the downturthenequities market in 2008, the allocation movetad the normal long-term range. Given
the turmoil in the equity markets, management wdlt until it is prudent to recalibrate the alldoatto the normal range. The Company’s
management believes that 7.50% is a reasonabledongrate of return on the Pension Plan’s Qualifiéan assets. The Company’s
management will continue to evaluate its actua$alumptions, including the expected rate of retafrfeast annually, and will adjust as
necessary. The Company did not have a requiredwaimi contribution to the Pension Plan for the 208\ year.
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The discount rate utilized by the Company for dataing future pension obligations is based on @rewf longterm bonds that receive one
the two highest ratings given by a recognized gasigency. The discount rate determined on thishiesireased from 6.35% at September 30,
2007 to 6.01% at December 31, 2008 (or the measmmedate) for the Company’s Pension Plan.

Expected benefit payments under the Pension Plantbe next ten years at December 31, 2008 aralaw/é:

(in thousands
2009 $ 11t
2010 134
2011 16C
2012 17¢
2013 197
Years 201-2018 1,11:

Supplemental Executive Retirement Plan

The Bank also maintains a non-qualified supplenientacutive retirement plan (the “SERP”) coverirgtain members of the Company’s
senior management. The SERP was amended duringt@@d8vide a benefit based on a percentage of éiverage earnings, as opposed tc
fixed benefit that the superceded plan providedToe obligations related to the SERP are indiyefcthded by various life insurance contracts
naming the Bank as beneficiary. The Bank has aldivdctly funded the SERP, as well as other besmpfibvided to other employees through
bank-owned life insurance. The Bank uses an aeflumethod of amortizing unrecognized net gainesés which result from actual
experience and assumptions being different thagetlttat are projected. The amortization methodtrek is using recognizes the net gains or
losses over the average remaining service periadtofe employees, which exceeds the required &atan.

Selected financial information for the SERP isa®pivs:

2008 2007
(in thousands

Change in benefit obligatiol

Benefit obligation at beginning of ye $ 2,83t $ 2,82¢
Service cos 59 56
Interest cos 174 164
Actuarial loss — (20)
Benefits paic (193 (193

Benefit obligations at end of ye 2,87¢ 2,83t

Change in plan asse
Fair value of plan assets at beginning of \
Actual return on plan asse

Contributions to the pla 195 195
Benefits paic 198 198

B
B

Fair value of plan assets at end of y

Funded statu 2,87¢ 2,83¢
Amounts recognized in the Consolidated Balance tStwesists of

Accrued benefit liability (2,87%) (2,83Y)
Amount recognized in Accumulated other Comprehenkigs consist o

Net actuarial los 367 38¢
Prior service cos 261 317
Net amount recognized in equ— pre-tax 62€ 703
Net amount recognized on Consolidated Balance S 2,24, 2,13
Accumulated benefit obligation at year € $ 2,60¢ $ 2,52(
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Valuations of the SERP liability, as shown aboverevwconducted as of December 31, 2008 and 200un##®ns used by the Bank in both
years in the determination of SERP information ¢sted of the following

2008 2007 2006
Discount rate for projected benefit obligati 6.43% 6.25% 5.7%
Discount rate for net periodic pension c 6.25% 5.7%% 5.5(%
Salary scal 5.0(% 5.0(% 5.0(%

The discount rate utilized by the Company for dateing future pension obligations is based on demg\of longierm bonds that receive one
the two highest ratings given by a recognized gatigency. The discount rate determined on thishes increased from 6.25% at
December 31, 2007 to 6.43% at December 31, 200Bi¢omeasurement date) for the SERP.

The components of net periodic benefit cost coedisf the following:

2008 2007 2006
(in thousands

Service cos $ 59 $ 56 $ 117
Interest cos 174 164 151
Net amortization and deferr 75 84 82

»

30¢€

»

304

»

Net periodic benefit co: 35C

The estimated amounts to be amortized from accusuilather comprehensive loss into net periodic fieo@st in 2009 for prior service costs
and actuarial loss will be $56 thousand and $18ghnd, respectively.

Expected benefit payments under the SERP overdkieten years at December 31, 2008 were as follows:

(in thousands
2009 $ 192
2010 19z
2011 28t
2012 28t
2013 28t
2014-2018 1,42¢

Other Compensation Plans

The Company also maintains a ngualified deferred compensation plan for certanectors. Expenses under this plan were approxim&tel
thousand in 2008, $51 thousand in 2007 and $55#dmaliin 2006. The estimated present value of theftiebligation included in other
liabilities was $0.6 million and $0.8 million at Bember 31, 2008 and 2007, respectively. This otitigas indirectly funded by life insurance
contracts naming the Bank as beneficiary. The asaen cash surrender value is included in otherimterest income on the Consolidated
Statements of Income.

The Company has a non-qualified deferred compesrsatan whereby certain directors and certain effanay defer a portion of their base
pre-tax compensation. Additionally, the Company da®n-qualified executive incentive retiremennplahereby the Company defers on
behalf of certain officers a portion of their basenpensation, as well as an incentive award bgsed Gompany performance, until retirement
or termination of service, subject to certain vag@rrangements. Expense under these plans wasxapptely $163 thousand in 2008, $138
thousand in 2007 and $96 thousand in 2006. Thefibehdgation, included in other liabilities in ¢hCompany’s consolidated balance sheets,
was $1.5 million and $1.1 million at December 3002 and 2007, respectively.

These benefit plans are indirectly funded by bawked life insurance contracts with a total aggregaish surrender value of approximately
$11.7 million and $10.8 million at December 31, 2@hd 2007, respectively. Increases in cash sugraradue are included in other non-
interest income on the Company’s Consolidated Btat¢s of Income. Endorsement split-dollar life irmswce benefits have also been provided
to directors and certain officers of the Bank asdsubsidiaries during employment.
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The Bank also has a defined contribution retirenaeat thrift 401(k) Plan (the “401(k) Plan”) for iksnployees who meet certain length of
service and age requirements. The provisions of@i€k) Plan allow eligible employees to contribatportion of their annual salary, up to the
IRS statutory limit. Employees receive a 100% mdtom the Bank on contributions up to 4% of badargaand a 50% match on contributic
greater than 4% of base salary, up to 8% of salamployees vest in employer contributions overysiars. The employer contributions were
increased in 2008 after the Bank froze the PerRBian. Previously, the Bank contributed 1% of an leyge’s salary, regardless of employee
contributions, and 25% of an employee’s contributip to 4% of base salary, with employees vestimgédiately in employer contributions.
The Company’s expense under the 401(k) Plan wa®zrippately $237 thousand, $89 thousand and $84stirudifor the years ended
December 31, 2008, 2007 and 2006, respectively.

12. STOCK-BASED COMPENSATION

At December 31, 2008, the Company had two stockddasmpensation plans, which are described belbe.dJompany accounts for the fair
value of its grants under those plans in accordanitteSFAS No.123(R). The compensation cost chaggainst income for those plans was
$120 thousand, $131 thousand, and $93 thousarZD@8&, 2007, and 2006, respectively, included irndBas and Employee Benefits” in the
Company’s Consolidated Statements of Income. Alilsoption expense is recorded on a straight-lassover the expected vesting term. In
addition, expense for director options was recagphio reflect $27 thousand, $0, and $0 in 20087 20@ 2006, respectively, as part of
“Other” expense in the Company’s Consolidated $tatas of Income. There was a tax benefit for theatlbrs’ options of $11 thousand for
2008. The net compensation cost recorded for tleetdirs’ options was $16 thousand for 2008.

Fixed Stock Option Plan

Under the Company’s 1999 Employee Stock Optionlaomdy-Term Incentive Plan, as amended (the “Optilam’®, the Company may grant
options or restricted stock to officers, directansl key employees for up to 289,406 shares of camstuxk (as adjusted for stock dividends).
Under the Option Plan, the exercise price of egtloo is not to be less than 100% of the marketepof the Company’s stock on the date of
grant and an option’s maximum term is ten yearavéilable, the Company normally issues sharegfits treasury for any options exercised.
The options have vesting schedules from 6 monttoaitih 10 years. At December 31, 2008, there weotahof 159,440 shares available for
grant under the Option Plan.

The fair value of each option grant is estimatedh@ndate of grant using the Black-Scholes optinaig model with the following weighted-
average assumptions used for grants in 2008; didigéeld of 4.76%; expected volatility (based ostbrical data) of 15.58%; risk-free interest
rate of 4.15%; and expected life of 10. The weidteteerage fair value of options granted duringyta was $2.16 per share in 2008. The
Company used historical volatility calculated usitaily closing prices for its common stock overipés that match the expected term of the
option granted to estimate the expected volatifitythe grant made in 2008. The risk-free interagt assumption was based upon U.S.
Treasury yields appropriate for the expected tefrth@ Company’s stock options based upon the dageamt. The expected term of the stock
options granted was based upon the options’ expeesting schedule and historical exercise pattdine expected dividend yield was based
upon the Company’s recent history of paying dividierand the expectation of paying dividends inftiheseeable future. No options were
granted in 2007 or 2006. Future compensation ogsated to be expensed over the weighted averaggimang contractual term for remaini
outstanding options is $114 thousand.

Stock options activity for 2008 was as follows:

Weighted Average

Remaining Aggregate
Weighted Average contractual Term Intrinsic
Options Exercise Price (years) Value
Balance, December 31, 20 73,407 $21.3¢
Grantec 49,70( 15.5¢€
Exercisec — —
Expired (2,260 20.7¢
Forfeited (1,05)) 21.8¢
Balance, December 31, 20 119,79¢ $18.9¢ 6.94 $0
Exercisable, December 31, 20 52,44 $20.31 5.57 $0
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In 2007, there were 2,500 restricted shares gramddr the Plan. A summary of the status of the gay's restricted shares as of
December 31, 2008, and changes during the yeaddddeember 31, 2008, is presented below:

Weighted-Average
Grant Date Fair

Shares Value

Balance, December 31, 20 2,50( $19.77
Grantec —

Vested (2,500 $19.77

Forfeited — —

Balance, December 31, 20 — —

As of December 31, 2008, there was no unrecogriaatpensation cost related to restricted share-bammgensation arrangements granted
under the plan.

During fiscal years 2008, 2007 and 2006, the folt@nactivity occurred under the Company’s plans:

(in thousands 2008 2007 2006
Total intrinsic value of stock options exercis $— $— $—
Total fair value of stock awards vest $84 $5 $18

Employee Stock Purchase Plan

The Company also maintains the Evans BancorpHmployee Stock Purchase Plan (the “Purchase Plas"df December 31, 2008, there
were 53,815 shares of common stock available teigsits full-time employees, nearly all of whone &ligible to participate. Under the terms
of the Purchase Plan, employees can choose eactoyeave up to 15% of their annual base earningsheld to purchase the Company’s
common stock. The Company grants options on Jarfuand July 1 of each year during the term of thecRase Plan. The purchase price of
the stock is 85% of the lower of its price on tharg date or the exercise date. During fiscal 2@@®roximately 52% of eligible employees
participated in the Purchase Plan. Under the PaecRéan, the Company issued 14,037 and 11,137ssteaeenployees in 2008 and 2007,
respectively. Compensation cost is recognizedtferfair value of the employees’ purchase rightdciwvivas estimated using the BlaSkholes
model with the following assumptions for 2008, 2@0id 2006, respectively: dividend yield of 4.63%,6%6 and 3.08%; expected life of six
months; expected volatility of 23.30%, 15.13% afOdB2%; risk-free interest rates of 3.69%, 5.06% 47@%. The weighed average fair value
of those purchase rights granted in 2008, 20072806 was $4.52, $5.68 and $6.23 per share, resphlctihe compensation cost that has |
charged against income for the Purchase Plan wagh$éisand for 2008, 2007 and 2006, respectively.

13. INCOME TAXES
The components of the provision for income taxeeeves follows:

2008 2007 2006
(in thousands

Current tax expens $ 2,78¢ $ 1,19 $ 2,13¢
Deferred tax benef (700 (1449 (297
Net provision $ 2,08¢ $ 1,057 $ 1,84:
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The Company’s provision for income taxes diffeanfrthe amounts computed by applying the Federahigctax statutory rates to income
before income taxes. A reconciliation of the diéfieces is as follows:

2008 2007 2006
Amount Percen Amount Percen Amount Percen
(Dollars in thousands

Tax provision at statutory ra $ 2,37¢ 34% $ 1,502 34% $ 2,301 34%
Decrease in taxes resulting fro
Tax-exempt incom (499 (7) (53¢ (12 (602) 9)
Tax-exempt insurance procee — — — — — —
State taxes, net of federal ben 18z 3 92 2 162 3
Other items, ne 26 — (5 — (18) (1)
Provision for income taxe $ 2,08¢ 30% $ 1,051 24% $ 1,84 27%

At December 31, 2008 and 2007 the components afehdeferred tax asset were as follows:

2008 2007
(in thousands

Deferred tax asset

Pension premium $ 1,637 $ 1,204
Allowance for loan and lease los¢ 2,23¢ 1,64«
Non accrued intere: 13z —
Deferred compensatic 852 74¢
Stock options grante 93 82
Leases 97 8C
Gross deferred tax ass: $ 5,04¢ $ 3,75¢
Deferred tax liabilities
Depreciation and amortizatic $ 1,14¢ $ 84c¢
Prepaid expense 47t 48C
Net unrealized gains on securit 444 284
Mortgage servicing ass 42 60
Gross deferred tax liabilitie $ 2,10¢ $ 1,67¢
Net deferred tax ass $ 2,93¢ $ 2,08t

The net deferred tax asset at December 31, 2008@0idis included in “other assets” in the Comparggnsolidated balance sheets.

In assessing the ability of the Company to redlimebenefit of the deferred tax assets, manageocossiders whether it is more likely than not
that some portion or all of the deferred tax asaétsiot be realized. The ultimate realizationdefferred tax assets is dependent upon the
generation of future taxable income during thequgiin which those temporary differences becomeictddle. Management considers the
scheduled reversal of deferred tax liabilities,ilmmlity of operating loss carry-backs, projecfeture taxable income and tax planning
strategies in making this assessment. Based upde\hbl of historical taxable income, the opportyifdr net operating loss carry-backs, and
projections for future taxable income over the pesiwhich deferred tax assets are deductible, nesneit believes it is more likely than not
the Company will generate sufficient taxable incameealize the benefits of these deductible diffeles at December 31, 2008.

14. RELATED PARTY TRANSACTIONS

The Bank has entered into loan transactions wittaitedirectors, significant shareholders and théfitiates (related parties) in the ordinary
course of its business. The aggregate amount n§ltasuch related parties on December 31, 2002@0d was $5.7 million and $5.6 million,
respectively. During 2008, there were $3.1 millafradvances and new loans to such related paainesrepayments amounted to $3.0 million.
Terms of these loans have prevailing market pritivag would be offered to a similar customer base.
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15. CONTINGENT LIABILITIES AND COMMITMENTS

The Company’s consolidated financial statementsataeflect various commitments and contingentiliéds which arise in the normal course
of business and which involve elements of credk,rinterest rate risk and liquidity risk. Thesemoitments and contingent liabilities are
commitments to extend credit and standby lettexgedit. A summary of the Bank’s commitments andticgent liabilities at December 31,
2008 and 2007 is as follows:

2008 2007
(in thousands

Commitments to extend crel $87,32( $63,31¢
Standby letters of crec 2,807 2,62:
Total $90,127 $ 65,94

Commitments to extend credit and standby lettexgedit all include exposure to some credit losthnevent of non-performance of the
customer. The Bank’s credit policies and procedfoesredit commitments and financial guaranteesthe same as those for extensions of
credit that are recorded on the Consolidated Bal&@teets. Because these instruments have fixeditpatates, and because they may expire
without being drawn upon, they do not necessaeipresent cash requirements to the Bank. The Bamkdtancurred any losses on its
commitments during the past three years.

The Company has entered into contracts with thémtigs, which contracts include indemnificationudas. Examples of such contracts include
contracts with third party service providers, bngkand dealers, correspondent banks, and purchafsesidential mortgages. Additionally, the
Company has bylaws, policies and agreements unkiehvit agrees to indemnify its officers and dimstfrom liability for certain events or
occurrences while the directors or officers areyere, serving at the Company’s request in suchatgs. The Company indemnifies its
officers and directors to the fullest extent alloMzy law. The maximum potential amount of futurgrpants that the Company could be
required to make under these indemnification piowssis unlimited, but would be affected by allensint defenses to such claims, as well as
directors’ and officersfiability insurance maintained by the Company. Da¢he nature of these indemnification provisidhis not possible t
quantify the aggregate exposure to the Companytirmgfrom them.

The Company leases certain offices, land and ecgripnnder long-term operating leases. The aggregaienum annual rental commitments
under these leases total approximately $546 thaLisa2009; $421 thousand in 2010; $404 thousaraDirl; $418 thousand in 2012; $419
thousand in 2013; and $4.6 million thereafter. Tdmgal expense under operating leases containthe i@ompanys Consolidated Statements
Income included $664 thousand, $597 thousand a8 Bf®usand in 2008, 2007 and 2006, respectively.

16. CONCENTRATIONS OF CREDIT

All of the Bank’s loans (except leases), commitrseanid standby letters of credit have been graotedstomers in the Bank’s primary market
area, which is Western New York. Investments itestend municipal securities also involve governrakatities within the Bank’s primary
market area. The concentrations of credit by tyfidean are set forth in Note 3 to these Consolid&timancial Statements, “Loans and Leases,
Net” The distribution of commitments to extend creafiproximates the distribution of loans outstandBigndby letters of credit were granted
primarily to commercial borrowers. The Bank, asatter of policy, does not extend credit to any Er@prrower or group in excess of 15% of
capital.

17. SEGMENT INFORMATION

The Company is comprised of two primary businegssats: banking and insurance agency activities.réportable segments are separately
managed and their performance is evaluated basadtdncome. The banking business segment inclodéscommercial and consumer
banking services, including a wide array of lendamgl depository services. The banking business asegafso includes direct financing leas

of commercial small-ticket general business equimiriehe insurance agency segment includes theitgesiof selling various premium-based
insurance policies on a commission basis, includlimginess and personal insurance, surety bonlspasagement, life, disability and long-
term care coverage, as well as providing claimasiiljg services to various insurance companieoffadng non-deposit investment products,
such as annuities and mutual funds. All sourcesegfent specific revenues and expenses attribvit@anagement’s definition of net income.
Revenues from transactions between the two segrasntsot significant. The accounting policies a&f #egments are the same as those
described in Note 1 of these “Notes to Consolid&iedncial Statements.”
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The following table sets forth information regamlithese segments for the years ended Decembe®@3, 2007 and 2006.

2008
Banking Insurance Agenc)
Activities Activities Total

(in thousands

Net interest income (expens $19,55¢ $ (287) 19,26¢
Provision for loan and lease los: 3,50¢ — 3,50¢
Net interest income (expense) after provision danl and lease loss 16,045 (287) 15,76(
Non-interest incom 4,80( — 4,80(
Insurance services and fe — 6,86 6,86
Net gain on sales and calls of securi 10 — 10
Non-interest expens 15,14 5,29: 20,44(
Income before income tax 5,71( 1,287 6,997
Income taxe:! 1,591 49¢ 2,08¢
Net income $ 4,11¢ $ 78¢ $ 4,90¢
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2007
Banking Insurance Agenc)
Activities Activities Total

(in thousands

Net interest income (expens $17,11¢ $ (44%) 16,67¢
Provision for loan and lease los: 1,917 — 1,917
Net interest income (expense) after provision danl and lease loss 15,201 (44%) 14,75¢
Non-interest income 4,59:¢ — 4,59¢
Insurance services and fe — 6,54¢ 6,54¢
Net loss on sales and calls of securi (2,299 — (2,299
Non-interest expens 14,49¢ 4,68¢ 19,18
Income before income tax 2,99¢ 1,42( 4,41¢
Income taxe: 488 56€ 1,051
Net income $ 2,51¢ $ 852 $ 3,36¢
2006
Banking Insurance Agenc)
Activities Activities __Total

(in thousands

Net interest income (expens $15,32: $ (474 14,847
Provision for loan and lease los: 1,12¢ — 1,12¢
Net interest income (expense) after provision danl and lease loss 14,19¢ (474 13,71¢
Nor-interest income 4,16 — 4,16
Insurance services and fe — 6,46¢ 6,46¢
Net gain on sales and calls of securi 14C — 14C
Non-interest expens 13,15¢ 4,57¢ 17,72¢
Income before income tax 5,34¢ 1,41¢ 6,76¢
Income taxe:! 1,27¢ 567 1,84:
Net income $ 4,07(C $ 851 $ 4,921

December 31, 20C December 31, 20C
(in thousands

Identifiable Assets, Nel

Banking activities $ 516,42¢ $ 430,18:
Insurance agency activitit 12,54¢ 12,54¢
Consolidated Total Asse $ 528,97: $ 442,72

18. FAIR VALUE OF FINANCIAL INSTRUMENTS

As of January 1, 2008, the Company adopted on sppadive basis certain required provisions of SReS157,Fair Value Measurementsas
amended by Financial Accounting Standards Boards@)AFinancial Staff Position (FSP) No. 157E3ective Date of FASB Statement

No. 157.In October 2008, the FASB issued SFAS No. 15D&ermining the Fair Value of a Financial Asset \Whiee Market for That Asset
is Not Active Those provisions relate to financial assets afillities carried at fair value and fair valued@sures related to financial assets
and liabilities. SFAS 157 defines fair value, exgigrelated disclosure requirements and specifiésrarchy of valuation techniques based on
the nature of the inputs used to develop the faliey measures. Fair value is defined as the pgrittetould be received to sell an asset or paid
to transfer a liability in an orderly transactioatlveen market participants at the measurement date.
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There are three levels of inputs to fair value meaments:
» Level 1, meaning the use of quoted prices for idahinstruments in active marke

» Level 2, meaning the use of quoted prices for simiistruments in active markets or quoted pricesdentical or similar instruments
markets that are not active or are directly orrectly observable; ar

» Level 3, meaning the use of unobservable inf
Observable market data should be used when awilabl

At December 31, 2008 and 2007, the estimated &ires of the Company'’s financial instruments weré#ows:

2008 2007
Carrying Fair Carrying Fair
Amount Value Amount Value
(in thousands (in thousands
Financial asset:
Cash and cash equivale $ 9,151 $ 9,151 $ 12,60¢ $ 12,60¢
Securities $ 75,75t $ 75,75t $ 72,41( $ 72,41(
Loans and leases, r $401,62¢ $414,38: $319,55¢ $320,00¢
Financial liabilities:
Deposits $403,95: $406,48:. $325,82¢ $327,00¢
Borrowed funds and securities sold under agreememepurchas $ 55,18: $ 55,44¢ $ 51,90¢ $ 51,55t
Junior Subordinated Debentul $ 11,33( $ 11,33( $ 11,33( $ 11,33(

The following methods and assumptions were usedtimate the fair value of each class of finanicistruments for which it is practicable to
estimate that value.

Cash and Cash Equivalents For these short-term instruments, the carryinguanhis a reasonable estimate of fair value. “Gasgth Cash
Equivalents” includes interest-bearing depositstaer banks.

Securities.Fair values for securities are determined usingeesdent pricing services and margatticipating brokers. The pricing service .
brokers use a variety of techniques to arrive iatvielue including market maker bids, quotes, aridipg models. Inputs to their pricing models
include recent trades, benchmark interest ratesadp, and actual and projected cash flows. Manageabtains a single market quote or price
estimate for each security. These are considereel 2einputs under SFAS 157.

The Company holds certain municipal bonds as helahdturity. These bonds are generally small inad@imount and only with certain local
municipalities within the Company’s market areaeTmiginal terms are negotiated directly and om@on-one basis. These bonds are not
traded on the open market and management interfddddhe bonds to maturity. The fair value is aédted by discounting the cash flows at
current interest rates as no market quotes aréablai

Loans Receivable The fair value of fixed rate loans is estimatgdiiscounting the future cash flows using the autrrates at which similar
loans would be made to borrowers with similar drealings and for the same remaining maturities phéhe appropriate portion of the
allowance for loan losses. For variable rate lo#mescarrying amount is a reasonable estimateiofddue.

Deposits. The fair value of demand deposits, NOW accountgji-vest accounts and regular savings accoutli®iamount payable on
demand at the reporting date. The fair value oétdaposits is estimated using the rates curreffidyenl for deposits of similar remaining
maturities.

Borrowed Funds. The fair value of the short-term portion of otherdfewed funds approximates its carrying value. fievalue of the long-
term portion of other borrowed funds is estimatsthg a discounted cash flow analysis based on timep@ny’s current incremental borrowing
rates for similar types of borrowing arrangements.

Junior Subordinated Debentures. The carrying amount of Junior Subordinated Delrerstis a reasonable estimate of fair value duleeto
fact that they bear a floating interest rate tltfiists on a quarterly basis.

Commitments to extend credit and standby letters ofredit . As described in Note 15 to these Consolidated EimhStatements
“Contingent Liabilities and Commitments,” the Compavas a party to financial instruments with off-
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balance sheet risk at December 31, 2008 and 2Q&h. ancial instruments consist of commitmentssttend permanent financing and letters
of credit. If the options are exercised by the pexsive borrowers, these financial instruments b&itome interest-earning assets of the
Company. If the options expire, the Company retamgfees paid by the counterparty in order toiakitee commitment or guarantee. The fair
value of commitments is estimated based upon feesrttly charged to enter into similar agreemeiadsng into account the remaining terms
of the agreements and the present creditworthioietse counterparties. For fixed-rate commitmetits,fair value estimation takes into
consideration an interest rate risk factor. Thevalue of guarantees and letters of credit is hasefees currently charged for similar
agreements. The fair value of these off-balancetstems at December 31, 2008 and 2007 approxinta¢esecorded amounts of the related
fees, which are not considered material.

The following table presents for each of the faifexe hierarchy levels as defined in this footnttese financial instruments disclosed in the
previous table which are measured at fair valua ogcurring basis at December 31, 2008:

Level 1 Level 2 Level 3 Total value

Securities available for sa $— $73,80¢ $— $73,80¢

Certain assets and liabilities are measured avédire on a nonrecurring basis; that is, the imséunts are not measured at fair value on an
ongoing basis but are subject to fair value adjastsin certain circumstances (for example, wheretlis evidence of impairment). For the
Company, these include impaired loans, loans twelddle, other real estate owned, and intangilsetss

19. REGULATORY MATTERS

The Company is subject to the dividend restrictiseisforth by the FRB and the OCC. Under suchiotistns, the Company may not, without
the prior approval of the FRB and the OCC, dedttivelends in excess of the sum of the current weaarnings (as defined in FRB regulatic
plus the retained earnings (as defined in FRB egils) from the prior two years.

Quantitative measures established by regulati@msure capital adequacy require the Company totai@iminimum amounts and ratios (set
forth in the table that follows) of total and Tiecapital (as defined in FRB regulations) to riskighted assets (as defined in FRB regulations),
and of Tier | capital (as defined in FRB regulaipto average assets (as defined in FRB regulatidtenagement believes as of December 31,
2008 and 2007, that the Company and the Bank rheagital adequacy requirements to which it is eab)j

The most recent notification from its regulatorgegarized the Company and the Bank as well cap@dlunder the regulatory framework for
prompt corrective action. To be categorized as wagbitalized, the Company and the Bank must maintahimum total risk-based, Tier | risk-
based and Tier | leverage ratios as set forthdrtable. There are no conditions or events sirgerttification that management believes have
changed the Company’s or Bank’s category rating.

The Company’s and the Bank’s actual capital amoandsratios were as follows:

2008
(dollars in thousand:

Minimum to be Well
Capitalized Under

Minimum for Capital Prompt Corrective
Company Bank Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio Amount Ratio
Total Risl-Based Capital (t
Risk Weighted Asset: $50,13¢ 11.8%  $48,72¢ 11.5%  $33,92: 8.0%  $42,40! 10.(%
Tier | Capital (to Risk
Weighted Assets $44,82¢ 10.6€%  $43,43¢ 10.2%  $16,96: 4.0%  $25,44! 6.C%
Tier | Capital (to Averag
Assets) $44,82¢ 9.0%  $43,43¢ 8.8%  $19,88¢ 4.0%  $24,85¢ 5.C%
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2007
(dollars in thousand:

Minimum to be Well
Capitalized Under

Minimum for Capital Prompt Corrective
Company Bank Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio Amount Ratio
Total Risl-Based Capital (t
Risk Weighted Asset: $48,45! 14.5%  $43,28¢ 12.9%  $27,04: 8.0%  $33,80: 10.(%
Tier | Capital (to Rist
Weighted Assets $44,22¢ 13.1%  $39,10: 11.7%  $13,52: 4.0%  $20,28! 6.C%
Tier | Capital (to Average
Assets) $44,22¢ 10.C%  $39,10: 9.C%  $18,03¢ 4.0%  $22,54; 5.C%

Dividends are paid as declared by the Board ofdbars. The Company may pay dividends only if séadvent and would not be rendered
insolvent by the dividend payment and only fromastiricted and unreserved earned surplus and uoder sircumstances capital surplus. The
Bank’s dividend restrictions apply indirectly teetlCompany since cash available for dividend distidn will initially come from dividends

paid to the Company by the Bank.

Dividends may be paid by the Bank only if it wouldt impair the Bank’s capital structure, if the BRasurplus is at least equal to its common
capital and if the dividends declared in any yeandt exceed the total of net profits in that yeamnbined with undivided profits of the
preceding two years less any required transfessifplus, and if no losses have been sustained &moakexceeding its undivided profits.

In addition, federal regulators have the abilitydstrict dividend payments. If the Bank or the @amy approaches well-capitalized or
minimum capital adequacy levels, regulators coefdrict or forbid dividend payments.

20. PARENT COMPANY ONLY FINANCIAL INFORMATION
Parent company (Evans Bancorp, Inc.) only condefisadcial information is as follows:

CONDENSED BALANCE SHEETS

December 31,
2008 2007

(in thousands

ASSETS

Cash $ 612 $ 53C

Other equity securitie 33C 33C

Investment in subsidiarie 56,32¢ 53,78:
Total asset $57,26¢ $ 54,64

LIABILITIES AND STOCKHOLDERS '’ EQUITY

LIABILITIES:

Junior subordinated debentu $11,33( $11,33(

Other liabilities 17 10
Total liabilities 11,347 11,34(

STOCKHOLDER? EQUITY

Total Stockholder Equity $45,91¢ $43,30¢
Total liabilities and stockholde’ equity $57,26¢ $54,64:
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CONDENSED STATEMENTS OF INCOME

Dividends from subsidiarie
Expense:

Income before equity in undistributed earningsulfssdiaries
Equity in undistributed earnings of subsidial

Net income

CONDENSED STATEMENTS OF CASH FLOWS

Operating Activities
Net income
Adjustments to reconcile net income to net cashideal by operating activitie:
Undistributed earnings of subsidiar
Net cash provided by operating activit

Investing Activities:
Net cash provided by investing activiti

Financing Activities:
Cash dividends paid, n
Purchase of Treasury sto
Net cash provided by financing activiti
Net increase in cas

Cash beginning of ye:

Cash ending of ye:
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December 31

2008 2007 2006
(in thousands
$ 4,00( $ 4,20¢ $ 3,60(
(1,509) (1,429 (1,149
2,49 2,77¢ 2,45¢
__2,4%¢ __ 59 __2,46¢
$ 4,90¢ $ 3,36¢ $ 4,921
Year Ended
2008 2007 2006
(in thousands
$ 4,90¢ $ 3,36¢ $ 4,921
(2,416 (592) (2,465
2,49 2,77¢ 2,45¢€
(2,147) (1,952 (1,855
(269 (389 (56%)
(2,410 (2,33)) (2,420)
82 43¢ 36
53C 91 59
612 $ 53C $ 91
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21. QUARTERLY FINANCIAL DATA — UNAUDITED

(in thousands, except per share date 4t Quarter 3rd Quarter 2nd Quarter 1stQuarter

2008
Interest incom $ 7,471 $ 7,63 $  7,14¢ $ 6,897
Interest expens 2,52¢ 2,50( 2,31¢ 2,53¢
Net interest incom 4,94¢ 5,13¢ 4,83( 4,35¢
Net income 50& 1,42¢ 1,38t 1,59:
Earnings per share ba: 0.1¢ 0.52 0.5C 0.5¢
Earnings per share dilutt 0.1¢ 0.52 0.5C 0.5¢

2007
Interest incom $ 7,201 $ 7,094 $ 7,400 $ 7,14
Interest expens 2,82¢ 2,85¢ 3,20¢ 3,27
Net interest incom 4,37: 4,23¢ 4,19¢ 3,87(
Net income 80% 1,41¢ (239 1,287
Earnings per share ba: 0.2¢ 0.52 (0.0%) 0.47
Earnings per share dilutt 0.2¢ 0.52 (0.05) 0.47

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURES

Not applicable

Ite

(@)

(b)

()

(d)

m 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedure:. The Company’s management, with the participatibthe Company’s principal executive officer
and principal financial officer, evaluated the effeeness of the design and operation of the Cowmipatisclosure controls and procedures
(as defined in Rules 13a-15(e) and 15d-15(e) utideExchange Act). Based on that evaluation, th@@amy’s principal executive and
principal financial officers concluded that the Quamy’s disclosure controls and procedures as oééer 31, 2008 (the end of the period
covered by this Annual Report on Form 10-K) haverbéesigned and are functioning effectively to pieveasonable assurance that the
information required to be disclosed by the Compariys reports filed or submitted under the Exal@ict is recorded, processed,
summarized and reported within the time periodsi§ipe in the SEC’s rules and forms, and that smébrmation is accumulated and
communicated to the Company’s management, incluitsngrincipal executive officer and principal fimzal officer, as appropriate to

allow timely decisions regarding required discl@s

Managemen’s Annual Report on Internal Control Over Financial Reporting . Managemer's Annual Report on Internal Control O\
Financial Reporting appears at “Item 8. Financtat&nents and Supplementary Data” of this AnnugidReon Form 10-K, and is
incorporated herein by reference in response toltim 9A.

Attestation Report of the Independent Registered Puolic Accounting Firm . The effectiveness of the Company’s internal aadrdver
financial reporting as of December 31, 2008 has lzerlited by KPMG LLP, an independent registerdalip@accounting firm, as stated in
their report, which appears in the “Report of Ingleglent Registered Public Accounting Firm” at pagje“Bem 8. Financial Statements and
Supplementary Da” of this Annual Report on Form -K, and is incorporated herein by reference in raspdo this Item 94

Changes in Internal Control Over Financial Reporting . No changes in the Company’s internal control dwencial reporting were
identified in the fiscal quarter ended December20D8 that have materially affected, or are redslyrikely to materially affect, the
Compan’s internal control over financial reportir

Item 9B. OTHER INFORMATION
Not Applicable.
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PART Il

Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

The information called for by this item is incorpted herein by reference to the material undecéipdion, “Information Regarding Directors,
Director Nominees and Executive Officers,” “Sectif(a) Beneficial Ownership Reporting Complianceti 4o the discussion of director
nominees and the Audit Committee under the cagBaard of Director Committees” in the Company'’s idéfve proxy statement relating to
its 2008 annual meeting of shareholders to be tieldpril 23, 2009 (the “Proxy Statement”).

Item 11. EXECUTIVE COMPENSATION

The information called for by this item is incorpted herein by reference to the material undecéipions “Director Compensation,”
“Executive Compensation,” “Compensation Committeedlocks and Insider Participation” and “CompeimmaCommittee Report” in the
Proxy Statement.

The material incorporated herein by reference ¢ontlaterial under the caption, “Compensation ConemiRepot” in the Proxy Statement shall
be deemed furnished, and not filed, in this ReporForm 10-K and shall not be deemed incorporayecterence into any filing under the
Securities Act of 1933, as amended, or the Seesriikxchange Act of 1934, as amended, as a reghiisdiirnishing, except to the extent that
the Company specifically incorporates it by refern

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information called for by this item as to bediel ownership is incorporated herein by referetacthe material under the caption “Security
Ownership of Management and Certain Beneficial Qwfién the Proxy Statement.

Equity Compensation PlansAll equity compensation plans maintained by the @any were approved by the Company’s shareholders.
Shown below is certain information as of DecemtierZ008 concerning the shares of the Company’s aamstock that may be issued under
existing equity compensation plans.

Equity Compensation Plan Information

Number of Number of
securities to be securities
issued upon Weighted-average remaining available
exercise of exercise price of for future issuance
outstanding options  outstanding options under the plans
Equity Comensation Plan Approved by Security Holdes (#) ($) (#) (1)
Evans Bancorp, Inc. 1999 Employee Stock Option 119,79t 18.9¢ 159,44(
Long-Term Incentive Plan Evans Bancorp, Inc. EmployeelsPurchase Ple — — 53,81t

(1) This column excludes shares reflected under thenwo“Number of Securities to be issued upon exercisritdtanding option”

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information called for by this item is incorpted herein by reference to the material undecaéipions “Information Regarding Directors,
Director Nominees and Executive Officers” and “Tsactions with Related Persons” in the Proxy Statgme

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information called for by this item is incorpted herein by reference to the material undecéipdion “Independent Registered Public
Accounting Firm” in the Proxy Statement.
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PART IV

Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

The following documents are filed as a part of fRéport on Form 10-K:

1.

Financial statements: The following audited corgaikd financial statements and notes thereto anthétterial under the capti“Reports
of Independent Registered Public Accounting Firm"pages 51 and 52 in Part I, Item 8 of this AnrRe@port on Form 10-K are
incorporated herein by referen:

Report of Independent Registered Public Accourfiimm (internal control over financial reportin
Report of Independent Registered Public Accourfimmn (consolidated financial statemer
Consolidated Balance She— December 31, 2008 and 20

Consolidated Statements of Inco— Years Ended December 31, 2008, 2007 and .
Consolidated Statements of Stockhol’ Equity — Years Ended December 31, 2008, 2007 and :
Consolidated Statements of Cash F— Years Ended December 31, 2008, 2007 and .

Notes to Consolidated Financial Stateme

2. All other financial statement schedules are omitedause they are not applicable or the requirednration is included in the Compé's
Consolidated Financial Statements or Notes thenetaded in Part Il, Item 8. of this Annual Report Form 1-K.

3. Exhibits

Exhibit No. Exhibit Descriptior

3.1 Certificate of Incorporation of the Company (incorated by reference to Exhibit 3a of the Compamegistration Statement
on Form &4 (Registration No. -25321), as filed on November 7, 198

3.1.1 Certificate of Amendment to the Company’s Certifecaf Incorporation (incorporated by reference xbikit 3.3 of the
Compan’s Form 1-Q for the fiscal quarter ended March 31, 1997lad bn May 14, 1997

3.2 Bylaws of the Company (incorporated by referencExhibit 3.2.1 of the Compa’s Current Report on Forn-K filed on
December 26, 2007

4.1 Indenture between the Company, as Issuer, and Wik Trust Company, as Trustee, dated as of Ocfigl2004
(incorporated by reference to Exhibit 10.2 of tr@rany’s Form 1@ for the fiscal quarter ended September 30, 2804iled
on November 4, 2004

4.2 Form of Floating Rate Junior Subordinated Debt 8cdue 2034 (incorporated by reference to ExHiloit3 of the Compar’'s
Form 1(-Q for the fiscal quarter ended September 30, 2884iJed on November 4, 200

4.3 Amended and Restated Declaration of Trust of Exzaqsital Trust I, dated as of October 1, 2004 (ipooated by reference to
Exhibit 10.4 of the Compar's Form 1-Q for the fiscal quarter ended September 30, 2884iled on November 4, 200¢

4.4 Guarantee Agreement of the Company, dated as ab®ctl, 2004 (incorporated by reference to ExHiBi6 of the Company’s
Form 1(-Q for the fiscal quarter ended September 30, 2884iJed on November 4, 200

10.1 Evans Bancorp Employee Stock Purchase Plan (incatgmbby reference to Exhibit 4.7 of the Com[’s Registratiot
Statement on Form-8 (Registration No. 3:--106655, as filed on June 30, 20C

10.2 Evans Bancorp, Inc. 1999 Stock Option and Long-Tkrentive Plan (incorporated by reference to ExHil2 of the
Compan’s Annual Report on Form -K for the fiscal year ended December 31, 2003jled én March 18, 2004

10.3 Evans Bancorp, Inc. Dividend Reinvestment Plararasnded (incorporated by reference to the Compd®gigstration
Statement on Form-3D (Registration No. 3:-123678, as filed on March 30, 200

10.4* Employment Agreement between Evans National Badkvdilliam R. Glass (incorporated by reference tdibik 10.3 of the
Compan’s Form 1-K for the fiscal year ended December 31, 1997jled &6n March 30, 1998

10.5* Specimen 1984 Director Deferred Compensation Agesgifincorporated by reference to Exhibit 10.5haf Compan’'s
Form 10 (Registration No-18539), as filed on April 30, 199(

10.6* Specimen 1989 Director Deferred Compensation Agezertincorporated by reference to Exhibit 10.6haf Company’s

Form 10 (Registration No-18539), as filed on April 30, 199(
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Exhibit No. Exhibit Descriptior

10.7* Summary of Provisions of Director Deferred CompéinsaAgreements (incorporated by reference to BxAi.7 of the
Compan’s Form 10 (Registration No-18539), as filed on April 30, 199(

10.8* Employment Agreement between ENB Insurance Agelncy,and Robert Miller (incorporated by referenoékhibit 10.1 of
the Compan’'s Current Report on Forn-K, as filed on February 26, 200°

10.9* Amendment to Annual Bonus Formula for Robert Millieicorporated by reference to Exhibit 10.1 of @@mpany’s Current
Report on Form-K, as filed on February 25, 200t

10.10* Employment Agreement among Evans Bancorp, Inc.n&Wational Bank and David J. Nasca dated as oé@ber 1, 200!
(incorporated by reference to Exhibit 10.1 to therpanys Current Report on Forn-K, as filed on December 7, 2001

10.11* Evans National Bank Executive Life Insurance Plandrporated by reference to Exhibit 10.10 to tleenPany’s Form 10-K
for the fiscal year ended December 31, 2003 ad fileMarch 18, 2004

10.12* First Amendment to the Evans National Bank Exee@utiife Insurance Plan (incorporated by referencexioibit 10.3 of the
Compan’s Form 1-Q for the fiscal quarter ended June 30, 2007 led fin August 14, 2007

10.13* Evans National Bank Supplemental Executive Retirgrfan (incorporated by reference to Exhibit 1ad the Compar’s
Form 1(-K for the fiscal year ended December 31, 2003jled 6n March 18, 2004

10.14* Evans National Bank Deferred Compensation Pla®fficers and Directors (incorporated by refererc&xhibit 10.12 to th
Compan'’s Form 1K for the fiscal year ended December 31, 2003iled 6n March 18, 2004

10.15* Form of Supplemental Executive Retirement ParticipaAgreement incorporated by reference to ExHibitl5 of the
Compan’s Form 1-K for the fiscal year ended December 31, 2004jled &6n March 28, 2005

10.16* Form of Deferred Compensation Participatory Agresnigcorporated by reference to Exhibit 10.16 & €@ompany’s
Form 1(-K for the fiscal year ended December 31, 2004iled 6n March 28, 2005

10.17* Form of Executive Life Insurance Sj-Dollar Endorsement Participatory Agreement incoaped by reference to Exhibit 10.
of the Compan’s Form 1K for the fiscal year ended December 31, 2004jled 6n March 28, 2005

10.18* Employment Agreement between Evans National BankGery A. Kajtoch (incorporated by reference to iBkHL0.1 of the
Compan'’s Current Report on Forn-K, as filed on April 23, 2007

10.19* Restricted Stock Agreement between Evans Bancoepahd David J. Nasca (incorporated by refereadexhibit 10.2 of the
Compan’s Current Report on Forn-K as filed on April 23, 2007

10.20* Letter Agreement Regarding Insurance Coveragediores Tilley (incorporated by reference to Exhilfitdlof the Company’s
Form 1(-Q for the fiscal quarter ended June 30, 2007 led éin August 14, 2007

10.21* Summary of Compensation Arrangements of Certaiic& and Directors (incorporated by referencexibilit 10.1 of the
Compan’s Form 1-Q for the fiscal quarter ended March 31, 2008jlad bn May 14, 2008’

10.22* Summary of Evans Excels Plan (incorporated by esiee to Exhibit 10.1 of the Company’s Form 10-Qtfar fiscal quarter
ended June 30, 2008, as filed on August 13, 2(

21.1 Subsidiaries of the Company (filed herewi

23.1 Independent Registered Public Accounting I's Consent from KPMG LLP (filed herewitt

31.1 Certification of Principal Executive Officer pursuit@o Rule 13-14(a) and 15-14(a), as adopted pursuant to section 302 ¢
Sarbane-Oxley Act of 2002 (filed herewith

31.2 Certification of Principal Financial Officer pursuao Rule 13-14(a) and 15-14(a), as adopted pursuant to section 302 ¢
Sarbane-Oxley Act of 2002 (filed herewith

32.1 Certification of Principal Executive Officer pursut@o 18 USC Section 1350 Chapter 63 of Title18itéthStates Code, as
adopted pursuant to section 906 of the Sarl-Oxley Act of 2002 (filed herewith

32.2 Certification of Principal Financial Officer purquao 18 USC Section 1350 Chapter 63 of Title18itéthStates Code, as
adopted pursuant to section 906 of the Sart-Oxley Act of 2002 (filed herewith

* Indicates a management contract or compensatony ptarrangement
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this Annual Repor
Form 10-K to be signed on its behalf by the undgrsd, thereunto duly authorized:

EVANS BANCORP, INC.

By: /s/ David J. Nasca
David J. Nasca
President and Chief Executive Officer
Date: March 16, 200

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of 1
registrant and in the capacities and on the dathsdted:

Signature Title Date
/s/ David J. Nasc President and Chief Executi March 16, 200¢
David J. Nasca Officer/Director

(Principal Executive Officer

/sl Gary A. Kajtoch Treasurer (Principal Financial Officer) March 16, 2009
Gary A. Kajtoch

/s/ John B. Connertc Principal Accounting Officer March 16, 200¢
John B. Connerto

/s/ Phillip Brothman Chairman of the Board/Director March 16, 2009
Phillip Brothman

/s/ John R. (Brien Vice Chairman of the Board/Directc March 16, 200¢
John R. CBrien

/s/ James E. Biddle, Jr. Director March 16, 2009
James E. Biddle, J

/sl Kenneth C. Kirs Director March 16, 200¢
Kenneth C. Kirs

/s/ Mary Catherine Militello Director March 16, 2009
Mary Catherine Militellc

/s/ Robert G. Miller, Jr. Director March 16, 2009
Robert G. Miller, Jr

/s/ David M. Taylot Director March 16, 200¢
David M. Taylor

/s/ James Tilley Director March 16, 2009
James Tilley

/s/ Nancy W. Wari Director March 16, 200¢

Nancy W. Ware

/s/ Thomas H. Waring, Jr. Director March 16, 2009
Thomas H. Waring, J
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Exhibit No. Exhibit Descriptior

3.1 Certificate of Incorporation of the Company (incorated by reference to Exhibit 3a of the Com['s Registration Stateme
on Form &4 (Registration No. -25321), as filed on November 7, 198

3.11 Certificate of Amendment to the Compi’s Certificate of Incorporation (incorporated byerefnce to Exhibit 3.3 of tr
Compan’s Form 1-Q for the fiscal quarter ended March 31, 1997jlad bn May 14, 1997

3.2 Bylaws of the Company (incorporated by referencExhibit 3.2.1 of the Company’s Current Report amrf 8-K filed on
December 26, 2007

4.1 Indenture between the Company, as Issuer, and Wik Trust Company, as Trustee, dated as of Ocfigl2004
(incorporated by reference to Exhibit 10.2 of tr@rany’s Form 1@ for the fiscal quarter ended September 30, 2894iled
on November 4, 2004

4.2 Form of Floating Rate Junior Subordinated Debt 8cdue 2034 (incorporated by reference to Exhiffit3 of the Company’s
Form 1(-Q for the fiscal quarter ended September 30, 2884iJed on November 4, 200

4.3 Amended and Restated Declaration of Trust of E2aystal Trust |, dated as of October 1, 2004 (ipooaited by reference
Exhibit 10.4 of the Compar's Form 1-Q for the fiscal quarter ended September 30, 2884iled on November 4, 200¢

4.4 Guarantee Agreement of the Company, dated as ab®ctl, 2004 (incorporated by reference to ExHiBib of the Compar's
Form 1(-Q for the fiscal quarter ended September 30, 2884iled on November 4, 200

10.1 Evans Bancorp Employee Stock Purchase Plan (incatgxbby reference to Exhibit 4.7 of the Compamegjistration
Statement on Form-8 (Registration No. 3:-106655, as filed on June 30, 20C

10.2 Evans Bancorp, Inc. 1999 Stock Option and Long-Tkrentive Plan (incorporated by reference to ExHil2 of the
Compan’s Registration Annual Report on Form-K for the fiscal year ended December 31, 2003jled én March 18, 2004

10.3 Evans Bancorp, Inc. Dividend Reinvestment Plagraended (incorporated by reference to the Con’s Registratior
Statement on Form-3D (Registration No. 3123678, as filed on March 30, 200

10.4* Employment Agreement between Evans National Baakvdilliam R. Glass (incorporated by reference tdiik 10.3 of the
Compan’s Form 1K for the fiscal year ended December 31, 1997iled &6n March 30, 1998

10.5* Specimen 1984 Director Deferred Compensation Ageserfincorporated by reference to Exhibit 10.5h&f Company’s
Form 10 (Registration No-18539), as filed on April 30, 199(

10.6* Specimen 1989 Director Deferred Compensation Agesgrfincorporated by reference to Exhibit 10.6haf Compan’'s
Form 10 (Registration No-18539), as filed on April 30, 199(C

10.7* Summary of Provisions of Director Deferred CompéinsaAgreements (incorporated by reference to Exhib.7 of the
Compan’s Form 10 (Registration No-18539), as filed on April 30, 199(

10.8* Employment Agreement between ENB Insurance Agelmcy,and Robert Miller (incorporated by referenadeihibit 10.1 of
the Compan's Current Report on Forn-K, as filed on February 26, 200°

10.9* Amendment to Annual Bonus Formula for Robert Milleicorporated by reference to Exhibit 10.1 of @@mpany’s Current
Report on Form-K, as filed on February 25, 200t

10.10* Employment Agreement among Evans Bancorp, Inc.n&Wational Bank and David J. Nasca dated as oéDber 1, 200!
(incorporated by reference to Exhibit 10.1 to tr@pany's Current Report on Forn-K, as filed on December 7, 200!

10.11* Evans National Bank Executive Life Insurance Plandrporated by reference to Exhibit 10.10 to tlmen@anys Form 1+K
for the fiscal year ended December 31, 2003 ad fiteMarch 18, 2004

10.12* First Amendment to the Evans National Bank Exeeutiife Insurance Plan (incorporated by referencéxioibit 10.3 of the
Compan’s Form 1-Q for the fiscal quarter ended June 30, 2007 led éin August 14, 2007

10.13* Evans National Bank Supplemental Executive Retirgrfan (incorporated by reference to Exhibit 1ad the Company’s

Form 1(-K for the fiscal year ended December 31, 2003iled 6n March 18, 2004
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10.14* Evans National Bank Deferred Compensation Pla®fficers and Directors (incorporated by referera&xhibit 10.12 to thi
Compan’s Form 1K for the fiscal year ended December 31, 2003jled é6n March 18, 2004

10.15* Form of Supplemental Executive Retirement ParticippAgreement incorporated by reference to ExHiBitl5 of the
Compan’s Form 1K for the fiscal year ended December 31, 2004iled &6n March 28, 2005

10.16* Form of Deferred Compensation Participatory Agreeniecorporated by reference to Exhibit 10.16 & @ompany’s
Form 1(-K for the fiscal year ended December 31, 2004iled 6n March 28, 2005

10.17* Form of Executive Life Insurance Sj-Dollar Endorsement Participatory Agreement incoaped by reference to Exhibit 10.
of the Compan’s Form 1-K for the fiscal year ended December 31, 2004iled 6n March 28, 2005

10.18* Employment Agreement between Evans National Baak@ary A. Kajtoch (incorporated by reference to iBith1 0.1 of the
Compan’s Current Report on Forn-K, as filed on April 23, 2007

10.19* Restricted Stock Agreement between Evans Bancocpahd David J. Nasca (incorporated by refereadexhibit 10.2 of the
Compan'’s Current Report on Forn-K as filed on April 23, 2007’

10.20* Letter Agreement Regarding Insurance Coveragediores Tilley (incorporated by reference to Exhifitdlof the Compar's
Form 1(-Q for the fiscal quarter ended June 30, 2007 led fin August 14, 2007

10.21* Summary of Compensation Arrangements of Certaiic&® and Directors (incorporated by referencexbiltit 10.1 of the
Compan'’s Form 1-Q for the fiscal quarter ended March 31, 2008jled bn May 14, 2008

10.22* Summary of Evans Excels Plan (incorporated by esifeg to Exhibit 10.1 of the Company’s Form 10-Qtfar fiscal quarter
ended June 30, 2008, as filed on August 13, 2(

21.1 Subsidiaries of the Company (filed herewi

23.1 Independent Registered Public Accounting I's Consent from KPMG LLP (filed herewitt

311 Certification of Principal Executive Officer pursudo Rule 13-14(a) and 15-14(a), as adopted pursuant to section 302 ¢
Sarbane-Oxley Act of 2002 (filed herewith

31.2 Certification of Principal Financial Officer pursutato Rule 13-14(a) and 15-14(a), as adopted pursuant to section 302 ¢
Sarbane-Oxley Act of 2002 (filed herewith

32.1 Certification of Principal Executive Officer pursudo 18 USC Section 1350 Chapter 63 of Title18itéthStates Code, as
adopted pursuant to section 906 of the Sart-Oxley Act of 2002 (filed herewith

32.2 Certification of Principal Financial Officer pursatato 18 USC Section 1350 Chapter 63 of Title18itéthStates Code, as

adopted pursuant to section 906 of the Sarl-Oxley Act of 2002 (filed herewith

*  Indicates a management contract or compensatony ptaarrangement
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Exhibit 21.1
SUBSIDIARIES OF THE REGISTRANT
The following entities comprise the direct and nedt subsidiaries of the Registrant:

Evans Bank, N.A.

Evans National Financial Services, Inc.
The Evans Agency, Inc.

Frontier Claims Services, Inc.

ENB Associates Inc.

Evans National Holding Corp.

Evans National Leasing, Inc.

Evans Capital Trust |

ENB Employers Insurance Trust
Suchak Data Systems
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Exhibit 23.1

Consent of Independent Registered Public Accountingirm

The Board of Directors
Evans Bancorp, Inc.:

We consent to the incorporation by reference inrRbgistration Statements (No. 333-106655 and N8-128679) on Form S-8 and (No. 333-
123678 and No. 333-34347) on Forn8B-of Evans Bancorp, Inc. of our reports dated Mal6, 2009, with respect to the consolidated ba
sheets of Evans Bancorp, Inc. and subsidiarie$§ Becember 31, 2008 and 2007, and the related &dated statements of income,
stockholders’ equity, and cash flows for each efybars in the thregear period ended December 31, 2008, and assesefrtbpteffectivenes

of internal control over financial reporting asi@écember 31, 2008, which reports appear in the iDbee 31, 2008 Annual Report on Form 10-
K of Evans Bancorp, Inc.

/s KPMG LLP
KPMG LLP
Buffalo, New York
March 16, 2009
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Exhibit 31.1
Certification
I, David J. Nasca, certify that:
1. | have reviewed this annual report on Form 16fEvans Bancorp, Inc.;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or anditate a material fact necessary to make
the statements made, in light of the circumstanoeker which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statememd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegos presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(H and 15d-15(f) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our supervision,
to ensure that material information relating to tbgistrant, including its consolidated subsidigrie made known to us by others within
those entities, particularly during the period ihieh this report is being prepared;

b) Designed such internal control over financiglarting, or caused such internal control over foiahreporting to be designed under our
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principles;

c¢) Evaluated the effectiveness of the registradisslosure controls and procedures and presentindsineport our conclusions about the
effectiveness of the disclosure controls and proees) as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in the itegi’s internal control over financial reportirttat occurred during the registrant’s most
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuabmg that has materially affected, or is reasopéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officer(s) anltlve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theittemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regisisaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a sigmifiole in the registrant’s internal
control over financial reporting.

Date: March 16, 2009

/s/ David J. Nasca

David J. Nasce

President and Chief Executive Offic
(Principal Executive Officer
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Exhibit 31.2
Certification
I, Gary A. Kajtoch, certify that:
1. | have reviewed this annual report on Form 16fEvans Bancorp, Inc.;

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or anditate a material fact necessary to make
the statements made, in light of the circumstanoeker which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statememd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegos presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(H and 15d-15(f) for the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our supervision,
to ensure that material information relating to tbgistrant, including its consolidated subsidigrie made known to us by others within
those entities, particularly during the period ihieh this report is being prepared;

b) Designed such internal control over financiglarting, or caused such internal control over foiahreporting to be designed under our
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principles;

c¢) Evaluated the effectiveness of the registradisslosure controls and procedures and presentindsineport our conclusions about the
effectiveness of the disclosure controls and proees) as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in the itegi’s internal control over financial reportirttat occurred during the registrant’s most
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuabmg that has materially affected, or is reasopéikély to
materially affect, the registrant’s internal cohwer financial reporting; and

5. The registrant’s other certifying officer(s) anltlve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theittemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regisisaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a sigmifiole in the registrant’s internal
control over financial reporting.

Date: March 16, 2009

/s/ Gary A. Kajtoch

Gary A. Kajtoch

Treasure

(Principal Financial Officer)
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Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE AND FINANCIAL  OFFICERS
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, David J. Nasca, the President and Chief Exeeuiifficer of Evans Bancorp, Inc., certify, pursutni8 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2D02, that, to my knowledge: (1) the Annual RemdrEvans Bancorp, Inc. on Form 10-K
for the fiscal year ended December 31, 2008 fullyplies with the requirements of Section 13(a)®(d}, as applicable, of the Securities
Exchange Act of 1934 and (2) the information camgdiin such Annual Report on Form 10-K fairly prasein all material respects, the
financial condition and results of operations oh&s Bancorp, Inc.

Date: March 16, 2009

By /s/ David J. Nasca
Name: David J. Nasce
Title: President and Chief Executive Officer
(Principal Executive Officer;
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Exhibit 32.2

CERTIFICATION OF PRINCIPAL EXECUTIVE AND FINANCIAL  OFFICERS
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Gary A. Kajtoch, the Treasurer of Evans Bancdmp,, certify, pursuant to 18 U.S.C. Section 13®adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that, to my knowleddgthe Annual Report of Evans Bancorp, Inc. omira0-K for the fiscal year ended
December 31, 2008 fully complies with the requiramsedf Section 13(a) or 15(d), as applicable, efSlecurities Exchange Act of 1934 and
(2) the information contained in such Annual Remort~orm 10-K fairly presents, in all material resfs, the financial condition and results of
operations of Evans Bancorp, Inc.

Date: March 16, 2009

By /s/ Gary A. Kajtoch
Name: Gary A. Kajtoch
Title: Treasurer
(Principal Financial Officer)
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