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STERLING BANCORP AND SUBSIDIARIES
Consolidated Balance Sheets

ASSETS

Cash and due from banks

Interest-bearing deposits with other banks
Federal funds sold

Securities available for sale (at estimated fair value; pledged: $71,349,693 in 2007 and $90,583,854

in 2006)

Securities held to maturity (pledged: $193,736,735 in 2007 and $199,997,912 in 2006) (estimated

fair value: $375,158,283 in 2007 and $411,650,690 in 2006)

Total investment securities

Loans held for sale

Loans held in portfolio, net of unearned discounts
Less allowance for loan losses

Loans, net

Customers liability under acceptances
Goodwill

Premises and equipment, net

Other real estate

Accrued interest receivable

Bank owned life insurance

Other assets

Total assets from continuing operations
Assets - discontinued operations

LIABILITIES AND SHAREHOLDERS EQUITY
Deposits

Demand deposits

Savings, NOW and money market deposits

Time deposits

Total deposits

Securities sold under agreements to repurchase - customers
Commercial paper

Short-term borrowings - other

Long-term borrowings - FHLB

Long-term borrowings - subordinated debentures

Total borrowings

(Unaudited)

June 30, December 31,
2007 2006

$ 70,030,220 $ 50,058,593
1,177,462 1,261,187
10,000,000 20,000,000
145,899,741 148,420,887
386,406,886 420,903,430
532,306,627 569,324,317
46,356,968 33,319,789

1,121,943,872
15,582,026

1,112,601,620
16,287,974

1,106,361,846

1,096,313,646

33,787
22,900,912
11,510,098

2,057,365
4,893,910
28,487,841
49,635,004

98,399
22,862,051
11,323,649

2,242,419
5,844,868
27,949,160
43,696,511

1,885,752,040
1,226,062

1,884,294,589
1,662,697

$ 1,886,978,102

$ 1,885,957,286

$ 520,432,739

$ 546,442,704

476,878,619 447,600,898
536,516,305 527,986,821
1,533,827,663 1,522,030,423
76,530,242 52,802,796
27,444,077 27,561,567
1,718,389 3,411,630
10,000,000 20,000,000
25,774,000 25,774,000
141,466,708 129,549,993
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Acceptances outstanding
Accrued expenses and other liabilities
Liabilities - discontinued operations

33,787
89,608,141
129,255

98,399
101,679,342
336,358

Total liabilities

1,765,065,554

1,753,694,515

Shareholders equity

Common stock, $1 par value. Authorized 50,000,000 shares; issued 21,262,170 and 21,177,084
shares, respectively

Capital surplus

Retained earnings

Accumulated other comprehensive loss, net of tax

21,262,170
168,651,246

17,043,353
(12,347,079)

21,177,084
167,960,063

16,693,987
(11,842,908)

Less
Common shares in treasury at cost, 3,244,502 and 2,572,368 shares, respectively

Total shareholders equity

194,609,690 193,988,226
72,697,142 61,725,455
121,912,548 132,262,771

$ 1,886,978,102

$ 1,885,957,286

See Notes to Consolidated Financial Statements.
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STERLING BANCORP AND SUBSIDIARIES
Consolidated Statements of Income

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
INTEREST INCOME
Loans $ 23,121,500 $ 21,588,986 $ 44,848,117 $ 40,969,040
Investment securities
Available for sale 1,701,584 1,978,003 3,546,298 4,179,789
Held to maturity 4,698,726 5,551,640 9,567,851 11,295,114
Federal funds sold 367,338 34,886 1,002,646 74,871
Deposits with other banks 36,694 20,563 67,378 50,644
Total interest income 29,925,842 29,174,078 59,032,290 56,569,458
INTEREST EXPENSE
Deposits
Savings, NOW and money market 3,279,559 1,672,459 6,138,965 3,455,379
Time 6,581,415 4,714,822 13,128,913 9,175,673
Securities sold under agreements to repurchase
- customers 804,625 767,373 1,879,619 1,462,221
- dealers 1,344,154 2,328,142
Federal funds purchased 23,369 251,081 35,748 386,221
Commercial paper 355,519 537,923 705,258 942,524
Short-term borrowings - FHLB 642,197 835,365
Short-term borrowings - other 15,694 7,369 27,562 17,781
Long-term borrowings - FHLB 136,522 460,501 361,023 1,046,852
Long-term borrowings - subordinated debt 523,437 523,437 1,046,875 1,046,875
Total interest expense 11,720,140 10,921,316 23,323,963 20,697,033
Interest expense allocated to discontinued operations (878,229) (1,652,223)
Net interest income 18,205,702 19,130,991 35,708,327 37,524,648
Provision for loan losses 1,078,332 377,229 2,328,332 1,742,229
Net interest income after provision for loan losses 17,127,370 18,753,762 33,379,995 35,782,419
Total noninterest income 9,051,511 9,005,707 18,280,807 14,790,560
Total noninterest expenses 20,228,031 18,805,582 39,911,781 37,327,934
Income from continuing operations before income taxes 5,950,850 8,953,887 11,749,021 13,245,045
Provision for income taxes 2,159,412 3,571,596 4,385,910 1,377,862
Income from continuing operations 3,791,438 5,382,291 7,363,111 11,867,183
Income/(Loss) from discontinued operations, net of tax 71,252 (516,806) (20,719) (561,565)
Net income $ 3,862,600 $ 4865485 $ 7,342,392 $ 11,305,618

Average number of common shares outstanding
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Basic 18,439,318 18,754,271 18,524,871 18,769,265
Diluted 18,856,903 19,286,286 18,994,625 19,310,135
Income from continuing operations, per average common share

Basic $ 021 $ 029 $ 040 $ 0.63
Diluted 0.20 0.28 0.39 0.61
Net income, per average common share

Basic 0.21 0.26 0.40 0.60
Diluted 0.20 0.25 0.39 0.58
Dividends per common share 0.19 0.19 0.38 0.38

See Notes to Consolidated Financial Statements.
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STERLING BANCORP AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,

2007 2006 2007 2006
Net Income $ 3,862,600 $ 4865485 $ 7,342,392 $ 11,305,618
Other comprehensive (loss)/income, net of tax:
Unrealized holding losses arising during the period (1,233,699) (985,184) (897,251) (2,219,531)
Reclassification adjustment for losses/(gains) included in net
income 1,098 (8,148) 1,098 243,702
Amortization of:
Prior service cost 13,544 27,089
Net actuarial losses 182,447 364,893
Comprehensive income $ 2,826,080 $ 3,872,153 $ 6,838,221 $ 9,329,789
See Notes to Consolidated Financial Statements.
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STERLING BANCORP AND SUBSIDIARIES
Consolidated Statements of Changes in Shareholders Equity

(Unaudited)

Common Stock
Balance at January 1
Common shares issued under stock incentive plan

Balance at June 30

Capital Surplus
Balance at January 1
Common shares issued under stock incentive plan and related tax benefits

Balance at June 30

Retained Earnings

Balance at January 1

Net Income

Cash dividends paid - common shares

Balance at June 30

Accumulated Other Comprehensive Loss
Balance at January 1

Unrealized holding losses arising during the period:
Before tax
Tax effect

Net of tax

Reclassification adjustment for losses included in net income:
Before tax
Tax effect

Net of tax

Amortization of prior service cost and net actuarial losses:
Before tax
Tax effect

Net of tax
Balance at June 30

Treasury Stock

Balance at January 1

Purchase of common shares

Surrender of shares issued under stock incentive plan

Six Months Ended
June 30,

2007

2006

$ 21,177,084
85,086

$ 21,066,916
110,168

$ 21,262,170

$ 21,177,084

$ 167,960,063
691,183

$ 166,313,566
1,613,243

$ 168,651,246

$ 167,926,809

$ 16,693,987 $ 20,739,352
7,342,392 11,305,618
(6,993,026) (7,124,063)

$ 17,043,353 $ 24,920,907

$ (11,842,908)

$ (5,229,620)

(1,635,526) (3,837,020)
738,275 1,617,489
(897,251) (2,219,531)

2,001 444,631
(903) (200,929)
1,098 243,702
714,512
(322,530)
391,982

$ (12,347,079)

$ (7,205,449)

$ (61,725,455)
(10,515,732)
(455,955)

$ (55,280,647)
(3,809,856)
(613,792)
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Balance at June 30

Unearned Compensation
Balance at January 1
Amortization of unearned compensation

Balance at June 30

Total Shareholders Equity
Balance at January 1
Net changes during the period

Balance at June 30

See Notes to Consolidated Financial Statements.

$ (72,697,142)  $ (59,704,295)

$ $ (22,007)
22,007

$132,262,771  $ 147,587,560
(10,350,223) (472,504)

$ 121,912,548  $ 147,115,056
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STERLING BANCORP AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(Unaudited)
Six Months Ended
June 30,
2007 2006
Operating Activities
Net Income $ 7,342,392 11,305,618
Loss from discontinued operations included below in operating cash flows from
discontinued operations 20,719 561,565
Income from continuing operations 7,363,111 11,867,183
Adjustments to reconcile income from continuing operations to net cash (used in) provided
by operating activities:
Provision for loan losses 2,328,332 1,742,229
Depreciation and amortization of premises and equipment 1,297,663 1,118,244
Securities losses 2,001 444,631
Income from bank owned life insurance (538,681) (488,365)
Deferred income tax provision 207,295 1,282,520
Proceeds from sale of loans 272,674,045 312,440,005
Gains on sales of loans, net (5,376,076) (4,783,972)
Originations of loans held for sale (280,335,148) (296,310,746)
Amortization of unearned compensation 22,007
Amortization of premiums on securities 231,135 318,295
Accretion of discounts on securities (180,222) (262,433)
Decrease in accrued interest receivable 950,958 1,047,191
Decrease in accrued expenses and other liabilities (12,071,201) (15,900,429)
Increase in other assets (5,338,491) (759,477)
Other, net (17,854) (762,003)
Net cash (used in) provided by operating activities (18,803,133) 11,014,880
Investing Activities
Purchase of premises and equipment (1,484,112) (770,429)
Net decrease in interest-bearing deposits with other banks 83,725 56,613
Net decrease in federal funds sold 10,000,000
Net (increase) decrease in loans held in portfolio (12,376,532) 43,541,960
Decrease (Increase) in other real estate 185,054 (605,280)
Proceeds from calls of securities - held to maturity 18,125,000
Proceeds from prepayments, redemptions or maturities of securities - held to maturity 41,344,375 40,563,283
Purchases of securities - held to maturity (25,003,500) (115,870)
Proceeds from sales of securities - available for sale 2,750 25,369,800
Proceeds from prepayments, redemptions or maturities of securities - available for sale 31,703,892 21,208,122

Purchases of securities - available for sale
Cash paid in acquisition

(30,996,171)

(10,045,571)
(44,901,402)

Net cash provided by investing activities

Financing Activities

Net increase (decrease) in deposits

Long-term borrowings called

Net increase (decrease) in borrowings

Purchase of treasury stock

Net proceeds from issuance of common stock including the exercise of stock options and
related tax benefits

31,584,481 74,301,226
11,797,240 (42,951,065)
10,000,000
21,916,715 (22,394,330)
(10,515,732) (3,809,856)
776,269 1,723,411

11
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Cash dividends paid on common stock

Net cash used in financing activities

Cash flows from discontinued operations
Operating cash flows
Investing cash flows

Total

Net (decrease) increase in cash and due from banks
Cash and due from banks - beginning of period

Cash and due from banks - end of period

Supplemental disclosures:

Interest paid

Income taxes paid

See Notes to Consolidated Financial Statements.

(6,993,026) (7,124,063)

6,981,466 (74,555,903)
208,813 2,819,401

(171,907)
208,813 2,647,494
19,971,627 13,407,697
50,058,593 68,562,037
70,030,220 81,969,734
23,508,403 20,833,908
949,459 4,216,362

12



Edgar Filing: STERLING BANCORP - Form 10-Q

STERLING BANCORP AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

1. The consolidated financial statements include the accounts of Sterling Bancorp (the parent company ) and its subsidiaries, principally
Sterling National Bank and its subsidiaries (the bank ), after elimination of material intercompany transactions. The term the Company
refers to Sterling Bancorp and its subsidiaries. The consolidated financial statements as of and for the interim periods ended June 30,
2007 and 2006 are unaudited; however, in the opinion of management, all adjustments, consisting of normal recurring accruals, necessary
for a fair presentation of such periods have been made. Certain reclassifications have been made to the 2006 consolidated financial
statements to conform to the current presentation. The interim consolidated financial statements should be read in conjunction with the
Company s annual report on Form 10-K for the year ended December 31, 2006.

2. The major components of domestic loans held for sale and loans held in portfolio are as follows:
June 30, December 31,
2007 2006

Loans held for sale
Real estate-residential mortgage $ 46,356,968 $ 33,319,789

Loans held in portfolio

Commercial and industrial $ 596,781,663 $ 622,476,925
Lease financing 262,631,023 239,225,533
Real estate-residential mortgage 131,462,145 120,056,900
Real estate-commercial mortgage 92,718,380 93,214,668
Real estate-construction 38,146,578 30,030,684
Installment 10,333,376 12,380,848
Loans to depository institutions 25,000,000 27,000,000
Loans held in portfolio, gross 1,157,073,165 1,144,385,558
Less unearned discounts 35,129,293 31,783,938
Loans held in portfolio, net of unearned discounts $ 1,121,943,872 $ 1,112,601,620
3. The following information is provided in connection with the sales and/or calls of available for sale securities:
Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Proceeds $ 2,750 $ 831,300 $ 2,750 $ 25,369,300
Gross Gains 14,866 14,866
Gross Losses 22 22 459,497

During the first quarter of 2006 the Company sold lower yielding available for sale securities at a loss to partially fund
the acquisition of Sterling Resource Funding Corp.

The following information is provided in connection with the calls of held to maturity securities:

Three Months Ended Six Months Ended
June 30, June 30,

13
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2007 2006 2007 2006
Proceeds $ 18,125,000 $ $ 18,125,000 $
Gross Gains
Gross Losses 1,979 1,979
8
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STERLING BANCORP AND SUBSIDIARIES
Notes to Consolidated Financial Statements

(Unaudited)

4. The following table sets forth components of net periodic benefit cost for the Company s noncontributory defined benefit pension plan

and unfunded supplemental retirement plan.

COMPONENTS OF NET PERIODIC BENEFIT
COST

Service cost

Interest cost

Expected return on plan assets

Amortization of prior service cost

Recognized actuarial loss

Net periodic benefit cost

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
$ 409,271 $ 446,747 $ 818,542 $ 914,246
567,201 583,642 1,134,402 1,200,542
(475,457) (565,806) (950,914) (1,108,782)
24,689 18,115 49,378 37,806
332,567 319,270 665,134 656,188
$ 858271 $ 801,968 $1,716,542 $ 1,700,000

The Company currently expects to contribute approximately $3,000,000 to the defined benefit pension plan in 2007. No contribution has

been made as of June 30, 2007.

5. The following tables set forth the significant components of noninterest income and noninterest expenses:

NONINTEREST INCOME

Accounts receivable management/factoring commissions
and other fees

Service charges on deposit accounts

Other customer related service charges and fees
Mortgage banking income

Trust fees

Bank owned life insurance income

Securities (losses)/gains

Other income

Total noninterest income

Three Months Ended June 30, Six Months Ended June 30,
2007 2006 2007 2006
$ 3,820,957 $ 3,880,218 $ 7,488,576 $ 5,224,980
1,424,778 1,282,000 2,906,390 2,686,004
743,002 812,854 1,433,110 1,620,922
2,543,656 2,567,420 5,376,076 4,783,972
125,180 137,798 266,383 289,520
286,130 268,305 538,681 488,365
(2,001) 14,866 (2,001) (444,631)

109,809 42,246 273,592 141,428

$ 9,051,511 $ 9,005,707 $ 18,280,807 $ 14,790,560

Three Months Ended June 30,

Six Months Ended June 30,

15
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2007 2006 2007 2006

NONINTEREST EXPENSES

Salaries $ 8,450,719 $ 9,110,770 $17,448,231 $ 16,873,588
Employee benefits 2,734,833 2,770,949 5,224,394 5,672,272
Total personnel expense 11,185,552 11,881,719 22,672,625 22,545,860
Occupancy and equipment expenses, net 2,638,634 2,480,026 5,346,337 4,782,975
Advertising and marketing 1,121,979 806,572 2,085,880 1,805,598
Professional fees 1,950,928 692,443 3,290,703 2,515,606
Communications 453,841 451,143 970,111 845,715
Other expenses 2,877,097 2,493,679 5,546,125 4,832,180
Total noninterest expense $ 20,228,031 $ 18,805,582 $39,911,781 $37,327,934

6. Statement of Financial Accounting Standards ( SFAS ) No. 131, Disclosures about Segments of an Enterprise and Related Information,

established standards for the way that public business enterprises report and disclose selected information about operating segments in
interim financial statements provided to stockholders.

The Company provides a broad range of financial products and services, including commercial loans, asset-based financing, factoring
and accounts receivable management services, trade financing, equipment leasing, corporate and consumer deposit services, commercial
and residential mortgage lending and brokerage, trust and estate administration and investment management services. The Company s
primary source of earnings is net interest income, which represents the difference between interest earned on interest-earning assets and
interest incurred on interest-bearing liabilities. The Company s 2007 year-to-date average interest-earning assets were

9

16



Edgar Filing: STERLING BANCORP - Form 10-Q

STERLING BANCORP AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

64.0% loans (corporate lending was 68.1% and real estate lending was 27.2% of total loans, respectively) and 33.6%
investment securities and money market investments. There are no industry concentrations exceeding 10% of loans,
gross, in the corporate lending segment. Approximately 72% of loans are to borrowers located in the metropolitan New
York area. In order to comply with the provisions of SFAS No. 131, the Company has determined that it has three
reportable operating segments: corporate lending, real estate lending and company-wide treasury.
The following tables provide certain information regarding the Company s operating segments for the three and six month periods ended June 30,
2007 and 2006 (all amounts are from continuing operations except where designated as discontinued):

Corporate Real Estate Company-wide
Lending Lending Treasury Totals

Three Months Ended June 30. 2007
Net interest income $ 6,591,874 $ 5394533 $§ 5967,782 § 17,954,189
Noninterest income 5,651,376 2,572,330 376,751 8,600,457
Depreciation and amortization 190,536 94,181 615 285,332
Segment income from continuing operations before
income taxes 4,175,336 3,856,976 5,702,458 13,734,770
Segment income from discontinued operations
before income taxes 129,732 129,732
Segment assets from continuing operations 744,023,452 399,817,522 715,189,386 1,859,030,360
Segment assets from discontinued operations 1,226,062 1,226,062
Three Months Ended June 30. 2006
Net interest income $ 9,462,733 $§ 5414600 $ 3,994,866 $ 18,872,199
Noninterest income 5,467,205 2,621,722 348,091 8,437,018
Depreciation and amortization 174,891 101,271 615 276,777
Segment income from continuing operations before
income taxes 8,119,492 3,268,018 3,387,009 14,774,519
Segment loss from discontinued operations before
income taxes (940,908) (940,908)
Segment assets from continuing operations 763,475,411 337,932,342 750,566,462 1,851,974,215
Segment assets from discontinued operations 114,265,781 114,265,781
Six Months Ended June 30. 2007
Net interest income $ 12,817,524 $ 10,368,705 $ 12,021,830 $ 35,208,059
Noninterest income 11,233,401 5,493,329 712,474 17,439,204
Depreciation and amortization 370,940 186,489 1,229 558,658
Segment income from continuing operations before
income taxes 8,297,305 8,104,876 11,448,675 27,850,856
Segment loss from discontinued operations before
income taxes (37,722) (37,722)
Segment assets from continuing operations 744,023,452 399,817,522 715,189,386 1,859,030,360
Segment assets from discontinued operations 1,226,062 1,226,062
Six Months Ended June 30. 2006
Net interest income $ 17,573,494 $ 10,839,233 $ 8,581,267 $ 36,993,994
Noninterest income 8,618,674 4,937,193 186,442 13,742,309
Depreciation and amortization 278,293 202,002 1,229 481,524
Segment income from continuing operations before
income taxes 12,947,430 6,191,656 7,681,298 26,820,384
Segment loss from discontinued operations before
income taxes (1,017,526) (1,017,526)
Segment assets from continuing operations 763,475,411 337,932,342 750,566,462 1,851,974,215

17
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Segment assets from discontinued operations 114,265,781 114,265,781
10
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STERLING BANCORP AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

The following table sets forth reconciliations of net interest income, noninterest income, income from continuing operations before income taxes
and assets of reportable operating segments to the Company s consolidated totals:

Three Months Ended June 30, Six Months Ended June 30,
2007 2006 2007 2006

Net interest income:
Total for reportable operating segments $ 17,954,189 $ 18,872,199 $ 35,208,059 $ 36,993,994
Other 1 251,513 258,792 500,268 530,654
Consolidated net interest income $ 18,205,702 $ 19,130,991 $ 35,708,327 $ 37,524,648
Noninterest income:
Total for reportable operating segments $ 8,600,457 $ 8,437,018 $ 17,439,204 $ 13,742,309
Other 1 451,054 568,689 841,603 1,048,251
Consolidated noninterest income $ 9,051,511 $ 9,005,707 $ 18,280,807 $ 14,790,560
Income from continuing operations before
income taxes:
Total for reportable operating segments $ 13,734,770 $ 14774519 $ 27,850,856 $ 26,820,384
Other 1 (7,783,920) (5,820,632) (16,101,835) (13,575,339)
Consolidated income from continuing operations
before income taxes $ 5,950,850 $ 8,953,887 $ 11,749,021 $ 13,245,045
Assets:
Total for reportable operating segments:

- continuing operations $1,859,030,360 $1,851,974,215 $1,859,030,360 $1,851,974,215

- discontinued operations 1,226,062 114,265,781 1,226,062 114,265,781
Other 26,721,680 28,693,686 26,721,680 28,693,686
Consolidated assets $1,886,978,102 $1,994,933,682 $1,886,978,102 $ 1,994,933,682

[1]  Represents operations not considered to be a reportable segment and/or general operating expenses of the Company.
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STERLING BANCORP AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(Unaudited)

The Company adopted Emerging Issues Task Force Issue No. 06-5, Accounting for Purchases of Life Insurance-Determining the Amount
that Could be Realized in Accordance with FASB Technical Bulletin No. 85-4, Accounting for Purchases of Life Insurance, and
Statement of Financial Accounting Standards ( SFAS ) No. 156, Accounting for Servicing of Financial Assets-An Amendment of FASB
Statement No. 140, as of January 1, 2007. There was no material impact on the Company s results of operations or financial condition
upon adoption.

The Company also adopted Financial Accounting Standards Board ( FASB ) Interpretation No. 48 ( FIN 48 ) as of January 1, 2007. The
implementation of FIN 48 did not have an impact on our financial position or results of operations. At the adoption date of January 1,

2007 and at June 30, 2007, we had approximately $644,000 of unrecognized tax benefits, all of which would affect our effective tax rate

if recognized. Approximately 50% of the unrecognized tax benefits are expected to be recognized during the second half of 2007 due to

the expiration of the statute of limitations related to the taxation of certain income items. The Company recognizes interest accrued
related to unrecognized tax benefits and penalties in noninterest operating expenses. Such accrued interest payable was approximately
$235,000 at January 1, 2007. The Company and its subsidiaries are subject to U.S. federal income tax as well as income tax of multiple

state jurisdictions. The Company s federal income tax returns for 2002 through 2005 are currently either under examination or subject to
examination. The Company s New York State and New York City tax returns for years prior to 2003 are no longer subject to examination.

SFAS No. 155, Accounting for Certain Hybrid Financial Instruments An Amendment of FASB Statements No. 133 and 140, which
became effective for certain hybrid financial instruments acquired or issued by the Company on or after January 1, 2007, has had no
impact on the Company s consolidated financial statements because the Company has not acquired or issued the type of instruments
covered by SFAS No. 155.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities Including An
Amendment of FASB Statement No. 115 ( SFAS No. 159 ). SFAS No. 159 provides companies with an option to report selected financial
assets and liabilities at estimated fair value. Most of the provisions of SFAS No. 159 are elective; however, the amendment to SFAS No.
115, Accounting for Certain Investments in Debt and Equity Securities, applies to all entities that own trading and available for sale
securities. The fair value option created by SFAS No. 159 permits an entity to measure eligible items at fair value as of specified election
dates. The fair value option (a) may generally be applied instrument by instrument, (b) is irrevocable unless a new election date occurs,
and (c) must be applied to the entire instrument and not to only a portion of the instrument. SFAS No. 159 is effective for the Company

as of January 1, 2008. The Company is currently analyzing the potential effects of SFAS No. 159 on its financial statements.

In September 2006, FASB issued SFAS No. 157, Fair Value Measurements, which defines fair value, establishes a framework for
measuring fair value under generally accepted accounting principles, and requires expanded disclosures regarding fair value
measurements. SFAS No. 157 is effective for the Company on January 1, 2008 and is not expected to have a significant impact on the

Company s financial statements.
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF

OPERATIONS
The following commentary presents management s discussion and analysis of the financial condition and results of operations of Sterling
Bancorp (the parent company ), a financial holding company under the Gramm-Leach-Bliley Act of 1999, and its subsidiaries, principally
Sterling National Bank (the bank ). Throughout this discussion and analysis, the term the Company refers to Sterling Bancorp and its
subsidiaries. This discussion and analysis should be read in conjunction with the consolidated financial statements and supplemental data
contained elsewhere in this quarterly report and the Company s annual report on Form 10-K for the year ended December 31, 2006. Certain
reclassifications have been made to prior years financial data to conform to current financial statement presentations.

OVERVIEW

The Company provides a broad range of financial products and services, including business and consumer loans, commercial and residential
mortgage lending and brokerage, asset-based financing, factoring/accounts receivable management services, deposit services, trade financing,
equipment leasing, trust and estate administration, and investment management services. The Company has operations in the metropolitan New
York area, New Jersey and North Carolina and conducts business throughout the United States. The general state of the U.S. economy and, in
particular, economic and market conditions in the metropolitan New York area have a significant impact on loan demand, the ability of
borrowers to repay these loans and the value of any collateral securing these loans and may also affect deposit levels. Accordingly, future
general economic conditions are a key uncertainty that management expects will materially affect the Company s results of operations.

For the three months ended June 30, 2007, the bank s average earning assets represented approximately 99.9% of the Company s average earning
assets. Loans represented 65.3% and investment securities represented 32.9% of the bank s average earning assets for the second quarter of 2007.

For the six months ended June 30, 2007, the bank s average earning assets represented approximately 99.7% of the Company s average earning
assets. Loans represented 63.9% and investment securities represented 33.7% of the bank s average earning assets for the six months ended June
30, 2007.

The Company s primary source of earnings is net interest income, and its principal market risk exposure is interest rate risk. The Company is not
able to predict market interest rate fluctuations, and its asset-liability management strategy may not prevent interest rate changes from having a
material adverse effect on the Company s results of operations and financial condition.

Although management endeavors to minimize the credit risk inherent in the Company s loan portfolio, it must necessarily make various
assumptions and judgments about the collectibility of the loan portfolio based on its experience and evaluation of economic conditions. If such
assumptions or judgments prove to be incorrect, the current allowance for loan losses may not be sufficient to cover loan losses and additions to
the allowance may be necessary, which would have a negative impact on net income.

13

21



Edgar Filing: STERLING BANCORP - Form 10-Q

There is intense competition in all areas in which the Company conducts its business. The Company competes with banks and other financial
institutions, including savings and loan associations, savings banks, finance companies and credit unions. Many of these competitors have
substantially greater resources and lending limits and provide a wider array of banking services. To a limited extent, the Company also competes
with other providers of financial services, such as money market mutual funds, brokerage firms, consumer finance companies and insurance
companies. Competition is based on a number of factors, including prices, interest rates, service, availability of products, and geographic
location.

The Company regularly evaluates acquisition opportunities and conducts due diligence activities in connection with possible acquisitions. As a
result, acquisition discussions, and in some cases negotiations, regularly take place and future acquisitions could occur.

INCOME STATEMENT ANALYSIS

Net interest income, which represents the difference between interest earned on interest-earning assets and interest incurred on interest-bearing
liabilities, is the Company s primary source of earnings. Net interest income can be affected by changes in market interest rates as well as the
level and composition of assets, liabilities and shareholders equity. Net interest spread is the difference between the average rate earned, on a
tax-equivalent basis, on interest-earning assets and the average rate paid on interest-bearing liabilities. The net yield on interest-earning assets

(' net interest margin ) is calculated by dividing tax-equivalent net interest income by average interest-earning assets. Generally, the net interest
margin will exceed the net interest spread because a portion of interest-earning assets are funded by various noninterest-bearing sources,
principally noninterest-bearing deposits and shareholders equity. The increases (decreases) in the components of interest income and interest
expense, expressed in terms of fluctuation in average volume and rate, are provided in the Rate/Volume Analysis shown on pages 27 and 28.
Information as to the components of interest income and interest expense and average rates is provided in the Average Balance Sheets shown on
pages 25 and 26.

Comparison of the Three Months Ended June 30, 2007 and 2006

The Company reported income from continuing operations, after income taxes, for the three months ended June 30, 2007 of $3.8 million,
representing $0.20 per share, calculated on a diluted basis, compared to $5.4 million, or $0.28 per share calculated on a diluted basis, for the
second quarter of 2006. This decrease reflects higher interest and noninterest expenses and an increase in provision for loan losses which were
only partially offset by increases in both interest and noninterest income and a decrease in provision for income taxes.
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Net Interest Income

Net interest income, on a tax-equivalent basis, was $18.3 million for the second quarter of 2007 compared to $19.3 million for the 2006 period,
as the higher rates paid on interest-bearing deposits and borrowings in the second quarter of 2007 more than offset the effects of higher balances
for loans and lower balances for borrowings and investment securities for that quarter. The net interest margin, on a tax-equivalent basis, was
4.35% for the second quarter of 2007 compared to 4.58% for the 2006 period. The net interest margin was impacted by the flat yield curve, the
higher interest rate environment in 2007, the higher level of noninterest-bearing demand deposits and the effect of higher average loans
outstanding. The flat yield curve and more competitive pricing practices in the Company s markets have caused the costs of deposits and
borrowings to increase faster than the yield on earning assets.

Total interest income, on a tax-equivalent basis, aggregated $30.0 million for the second quarter of 2007 compared to $29.4 million for the 2006
period. The tax-equivalent yield on interest-earning assets was 7.24% for the second quarter of 2007 compared to 7.06% for the 2006 period.

Interest earned on the loan portfolio amounted to $23.1 million for the second quarter of 2007, up from $21.6 million the prior year period.
Average loan balances amounted to $1,104.7 million, an increase of $76.4 million from an average of $1,028.3 million in the prior year period.
The increase in average loans (across many segments of the Company s loan portfolio), primarily due to the Company s business development
activities, accounted for $1.7 million of the $1.5 million increase in interest earned on loans. The decrease in the yield on the loan portfolio to
8.66% for the second quarter of 2007 from 8.72% for the 2006 period was primarily attributable to the mix of average outstanding balances
among the components of the loan portfolio and the competitive pricing practices in the Company s markets.

Interest earned on the securities portfolio, on a tax-equivalent basis, decreased to $6.5 million for the second quarter of 2007 from $7.7 million
in the prior year period. Average outstandings decreased to $554.6 million (32.8% of average earning assets) for the second quarter of 2007 from
$661.6 million (39.0% of average earning assets) in the prior year period. The average life of the securities portfolio was approximately 4.4
years at June 30, 2007 compared to 4.5 years at June 30, 2006.

Total interest expense increased by $1.7 million for the second quarter of 2007 from $10.0 million for the 2006 period, primarily due to the
impact of higher rates paid for interest-bearing deposits partially offset by the impact of lower borrowed funds balances.

Interest expense on deposits increased to $9.9 million for the second quarter of 2007 from $6.4 million for the 2006 period, primarily due to an
increase in the cost of those funds. The average rate paid on interest-bearing deposits was 3.77% which was 96 basis points higher than the prior
year period. The increase in average cost of deposits reflects the higher interest rate environment during 2007.
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Interest expense on borrowings decreased to $1.9 million for the second quarter of 2007 from $4.5 million for the 2006 period, primarily due to
a decrease in average balances. Average borrowings decreased to $144.4 million for the second quarter of 2007 from $373.7 million in the prior
year period, reflecting less reliance by the Company on wholesale funding.

Provision for Loan Losses

Based on management s continuing evaluation of the loan portfolio (discussed under Asset Quality below), the provision for loan losses for the
second quarter of 2007 was $1.1 million, compared to $0.4 million for the prior year period. Factors affecting the level of provision included the
growth in the loan portfolios, changes in general economic conditions and the amount of nonaccrual loans.

Noninterest Income

Noninterest income increased to $9.1 million for the second quarter of 2007 from $9.0 million in the 2006 period, primarily due to an increase in
service charges on deposit accounts.

Noninterest Expenses

Noninterest expenses for the second quarter of 2007 increased $1.4 million when compared to the 2006 period primarily due to an increase in
professional fees; during the second quarter of 2006, professional fee expense benefitted from a recovery of $1.1 million.

Provision for Income Taxes

The provision for income taxes decreased by $1.4 million to $2.2 million for the second quarter of 2007. The decrease was primarily due to the
lower level of pre-tax income in the 2007 period.

Discontinued Operations

In September 2006, the Company sold the business conducted by Sterling Financial Services. In accordance with U.S. generally accepted
accounting principles, the after-tax loss from discontinued operations is reported in the Consolidated Statements of Income after income from
continuing operations.

Income from discontinued operations, net of tax, was $71 thousand for the second quarter of 2007, compared to a loss of $517 thousand for the
second quarter of 2006.

Income taxes applicable to discontinued operations were calculated at the Company s overall marginal tax rate of 45.14%.
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Comparison of the Six Months Ended June 30, 2007 and 2006

The Company reported income from continuing operations, after income taxes, for the six months ended June 30, 2007 of $7.4 million,
representing $0.39 per share, calculated on a diluted basis, compared to $11.9 million, or $0.61 per share, calculated on a diluted basis, for the
first six months of 2006. This decrease reflects higher interest and noninterest expenses and increases in provision for loan losses and provision
for income taxes which were only partially offset by increases in both interest and noninterest income.

Net Interest Income

Net interest income, on a tax-equivalent basis, was $36.0 million for the first six months of 2007 compared to $37.9 million for the 2006 period,
as the higher rates paid on interest-bearing deposits and borrowings in the first six months of 2007 more than offset the effects of higher average
yield on loans, higher balances for loans, lower balances for borrowings and investment securities compared to the 2006 period. The net interest
margin, on a tax-equivalent basis, was 4.34% for the first six months of 2007 compared to 4.58% for the 2006 period. The net interest margin
was impacted by the flat yield curve, the higher interest rate environment in 2007, the lower level of noninterest-bearing demand deposits and
the effect of higher average loans outstanding. The flat yield curve and more competitive pricing practices in the Company s markets have caused
the costs of deposits and borrowings to increase faster than the yield on earning assets.

Total interest income, on a tax-equivalent basis, aggregated $59.3 million for the first six months of 2007, up $2.3 million from the 2006 period.
The tax-equivalent yield on interest-earning assets was 7.24% for the first six months of 2007 compared to 6.94% for the 2006 period.

Interest earned on the loan portfolio amounted to $44.8 million for the first six months of 2007, up from $41.0 million the prior year period.
Average loan balances amounted to $1,079.1 million, an increase of $76.9 million from an average of $1,002.3 million in the prior year period.
The increase in average loans (across many segments of the Company s loan portfolio), primarily due to the acquisition of Sterling Resource
Funding Corp. (completed April 1, 2006) coupled with the Company s other business development activities, accounted for $3.3 million of the
$3.9 million increase in interest earned on loans. The increase in the yield on the loan portfolio to 8.74% for the first six months of 2007 from
8.62% for the 2006 period was primarily attributable to the mix (including the acquisition of Sterling Resource Funding Corp.) of average
outstanding balances among the components of the loan portfolio and the higher interest rate environment in 2007.

Interest earned on the securities portfolio, on a tax-equivalent basis, decreased to $13.4 million for the first six months of 2007 from $15.9
million in the prior year period. Average outstandings decreased to $566.8 million (33.6% of average earning assets) for the first six months of
2007 from $685.0 million (40.5% of average earning assets) in the prior year period. The average life of the securities portfolio was
approximately 4.4 years at June 30, 2007 compared to 4.5 years at June 30, 2006.

Total interest expense increased by $4.3 million for the first six months of 2007 from $19.0 million for the 2006 period, primarily due to the
impact of higher interest-bearing deposit balances coupled with higher rates paid for those deposits partially offset by the impact of lower
borrowed funds balances.

Interest expense on deposits increased to $19.3 million for the first six months of 2007 from $12.6 million for the 2006 period, primarily due to
an increase in the cost of those funds. Average interest-bearing deposit balances increased to $1,033.7 million for the first six months of 2007
from $944.0 million in the 2006
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period primarily the result of the Company s branching initiatives and other business development activities. The average rate paid on
interest-bearing deposits was 3.76% which was 106 basis points higher than the prior year period. The increase in average cost of deposits
reflects the higher interest rate environment during 2007.

Interest expense on borrowings decreased to $4.1 million for the first six months of 2007 from $8.1 million for the 2006 period, primarily due to
a decrease in average balances. Average borrowings decreased to $157.4 million for the first six months of 2007 from $345.4 million in the prior
year period, reflecting less reliance by the Company on wholesale funding.

Provision for Loan Losses

Based on management s continuing evaluation of the loan portfolio (discussed under Asset Quality below), the provision for loan losses for the
first six months of 2007 was $2.3 million, compared to $1.7 million for the prior year period. Factors affecting the level of provision included
the growth in the loan portfolios, changes in general economic conditions and the amount of nonaccrual loans.

Noninterest Income

Noninterest income increased to $18.3 million for the first six months of 2007 from $14.8 million in the 2006 period. Higher accounts receivable
management/ factoring commissions and other fees were primarily due to revenues attributable to the acquisition of Sterling Resource Funding
Corp. Mortgage banking income increased due to a change in product mix towards more profitable market segments and away from the less
profitable, higher risk wholesale business. Also contributing to the increase were higher revenue from service charges on deposit accounts and a
$0.4 million decrease in losses on sales of securities.

Noninterest Expenses

Noninterest expenses for the first six months of 2007 increased $2.6 million when compared to the 2006 period. The increase was primarily due
to higher salaries and occupancy costs related to investments in the Sterling franchise, including two new branches and the acquisition of
Sterling Resource Funding Corp. Also contributing to the increase was higher professional fees; during the second quarter of 2006, professional
fee expenses benefitted from a recovery of $1.1 million. These increases were partially offset by expense reductions achieved from the
reengineering of the mortgage banking activities and lower expenses for employee benefits.

Provision for Income Taxes

The provision for income taxes increased by $3.0 million to $4.4 million for the first six months of 2007. The increase was primarily due to a
$3.7 million reversal of state and local taxes, net of federal tax effect, in the first quarter of 2006 as a result of the closure of certain years for
local tax purposes.

Discontinued Operations

In September 2006, the Company sold the business conducted by Sterling Financial Services. In accordance with U.S. generally accepted
accounting principles, the after-tax loss from discontinued operations is reported in the Consolidated Statements of Income after income from
continuing operations.

Loss from discontinued operations, net of tax, was $21 thousand for the first six months of 2007, compared to $562 thousand for the first six
months of 2006.

Income taxes applicable to discontinued operations were calculated at the Company s overall marginal tax rate of 45.14%.
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BALANCE SHEET ANALYSIS
Securities

The Company s securities portfolios are comprised principally of mortgage-backed securities and agency notes of U.S. government corporations
and government sponsored enterprises, and obligations of state and political institutions. At June 30, 2007, the Company s portfolio of securities
totaled $532.3 million, of which mortgage-backed securities and collateralized mortgage obligations of U.S. government corporations and
government sponsored enterprises having an average life of approximately 4.5 years amounted to $476.6 million. The Company has the intent
and ability to hold to maturity securities classified as held to maturity. These securities are carried at cost, adjusted for amortization of premiums
and accretion of discounts. The gross unrealized gains and losses on held to maturity securities were $0.4 million and $11.7 million,
respectively. Securities classified as available for sale may be sold in the future, prior to maturity. These securities are carried at market value.
Net aggregate unrealized gains or losses on these securities are included in a valuation allowance account and are shown net of taxes, as a
component of shareholders equity. Given the generally high credit quality of the portfolio, management expects to realize all of its investment
upon market recovery or the maturity of such instruments and thus believes that any market value impairment is interest rate related and
therefore temporary. Available for sale securities included gross unrealized gains of $0.2 million and gross unrealized losses of $5.8 million.

The following table presents information regarding the average life and yields of certain available for sale (  AFS ) and held to maturity ( HTM )
securities:

Weighted Average Life Weighted Average Yield
June 30, 2007 AFS HTM AFS HTM
Mortgage-backed securities 5.3 years 4.3 years 4.66% 4.63%
Agency notes 1.2 years 4.31%
Obligations of state and political institutions 5.2 years 6.35% (1)

(1) tax equivalent
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The following table presents information regarding securities available for sale:

Gross Gross Gross Estimated

Amortized Unrealized Unrealized Market
June 30, 2007 Cost Gains Losses Value
Mortgage-backed securities
CMOs (Federal National Mortgage Association) $ 8872390 $ $ 661,270 $ 8,211,120
CMOs (Federal Home Loan Mortgage Corporation) 22,532,866 1,555,532 20,977,334
Federal National Mortgage Association 42,618,870 36,698 1,722,419 40,933,149
Federal Home Loan Mortgage Corporation 40,261,333 7,085 1,583,558 38,684,860
Government National Mortgage Association 3,701,983 101,022 3,738 3,799,267
Total mortgage-backed securities 117,987,442 144,805 5,526,517 112,605,730
Obligations of state and political institutions 17,877,746 38,547 270,662 17,645,631
Trust and money market preferred securities 12,177,116 39,600 7,114 12,209,602
Federal Reserve Bank stock 1,130,700 1,130,700
Federal Home Loan Bank stock 1,984,700 1,984,700
Other securities 304,442 18,936 323,378
Total $ 151,462,146  $ 241,888 $ 5,804,293  $ 145,899,741
The following table presents information regarding securities held to maturity:

Gross Gross Estimated

Carrying Unrealized Unrealized Market
June 30, 2007 Value Gains Losses Value
Mortgage-backed securities
CMOs (Federal National Mortgage Association) $ 12,521,964 $ $ 728,280 $ 11,793,684
CMOs (Federal Home Loan Mortgage Corporation) 21,889,193 1,270,179 20,619,014
Federal National Mortgage Association 188,084,592 183,552 5,105,195 183,162,949
Federal Home Loan Mortgage Corporation 132,012,336 55,031 4,444,398 127,622,969
Government National Mortgage Association 9,527,285 189,829 23,111 9,694,003
Total mortgage-backed securities 364,035,370 428,412 11,571,163 352,892,619
Agency Notes
Federal Home Loan Bank 11,871,516 44,954 11,826,562
Federal Farm Credit Bank 10,000,000 59,375 9,940,625
Total obligations of U.S. government corporations and agencies 385,906,886 428,412 11,675,492 374,659,806
Debt securities issued by foreign governments 500,000 1,523 498,477
Total $ 386,406,886  $ 428412  $11,677,015  $375,158,283
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Loan Portfolio

A management objective is to maintain the quality of the loan portfolio. The Company seeks to achieve this objective by maintaining rigorous
underwriting standards coupled with regular evaluation of the creditworthiness of and the designation of lending limits for each borrower. The
portfolio strategies include seeking industry and loan size diversification in order to minimize credit exposure and originating loans in markets
with which the Company is familiar.

The Company s commercial and industrial loan portfolio represents approximately 51% of all loans. Loans in this category are typically made to
small and medium-sized businesses and range between $25,000 and $10 million. The Company s real estate mortgage portfolio, which represents
approximately 26% of all loans, is secured by mortgages on real property located principally in the states of New York, New Jersey, Virginia
and North Carolina. The Company s leasing portfolio, which consists of finance leases for various types of business equipment, represents
approximately 20% of all loans. Sources of repayment are from the borrower s operating profits, cash flows and liquidation of pledged collateral.
Based on underwriting standards, loans may be secured in whole or in part by collateral such as liquid assets, accounts receivable, equipment,
inventory, and real property. The collateral securing any loan or lease may depend on the type of loan or lease and may vary in value based on
market conditions.

The following table sets forth the composition of the Company s loans held for sale and loans held in portfolio:

June 30,
2007 2006
($ in thousands)
% of % of
Balances Total Balances Total

Domestic
Commercial and industrial $ 596,624 511% $ 542,606 51.2%
Equipment lease financing 227,660 19.5 212,893 20.1
Real estate - residential mortgage 177,819 15.2 166,745 15.8
Real estate- commercial mortgage 92,718 79 118,891 11.2
Real estate - construction 38,147 3.3 3,746 0.4
Installment - individuals 10,333 0.9 14,213 1.3
Loans to depository institutions 25,000 2.1
Loans, net of unearned discounts $ 1,168,301 100.0% $ 1,059,094 100.0%
Asset Quality

Intrinsic to the lending process is the possibility of loss. In times of economic slowdown, the risk of loss inherent in the Company s portfolio of
loans may increase. While management endeavors to minimize this risk, it recognizes that loan losses will occur and that the amount of these
losses will fluctuate depending on the risk characteristics of the loan portfolio which in turn depend on current and future economic conditions,
the financial condition of borrowers, the realization of collateral, and the credit management process.
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Management views the allowance for loan losses as a critical accounting policy due to its subjectivity. The allowance for loan losses is
maintained through the provision for loan losses, which is a charge to operating earnings. The adequacy of the provision and the resulting
allowance for loan losses is determined by a management evaluation process of the loan portfolio, including identification and review of
individual problem situations that may affect the borrower s ability to repay, review of overall portfolio quality through an analysis of current
charge-offs, delinquency and nonperforming loan data, estimates of the value of any underlying collateral, an assessment of current and expected
future economic conditions and changes in the size and character of the loan portfolio. Other data utilized by management in determining the
adequacy of the allowance for loan losses include, but are not limited to, the results of regulatory reviews, the amount of, trend of and/or
borrower characteristics on loans that are identified as requiring special attention as part of the credit review process, and peer group
comparisons. The impact of this other data might result in an allowance which will be greater than that indicated by the evaluation process
previously described. The allowance reflects management s evaluation both of loans presenting identified loss potential and of the risk inherent in
various components of the loan portfolio, including loans identified as impaired as required by SFAS No. 114. Thus, an increase in the size of
the portfolio or in any of its components could necessitate an increase in the allowance even though there may not be a decline in credit quality
or an increase in potential problem loans. A significant change in any of the evaluation factors described above could result in future additions to
the allowance. At June 30, 2007, the ratio of the allowance to loans held in portfolio, net of unearned discounts, was 1.39% and the allowance
was $15.6 million. At such date, the Company s nonaccrual loans amounted to $5.9 million; $0.3 million of such loans was judged to be impaired
within the scope of SFAS No. 114. There were no loans 90 days past due and still accruing. Based on the foregoing, as well as management s
judgment as to the current risks inherent in loans held in portfolio, the Company s allowance for loan losses was deemed adequate to absorb all
reasonably anticipated losses on specifically known and other potential credit risks associated with the portfolio as of June 30, 2007. Net losses
within loans held in portfolio are not statistically predictable and changes in conditions in the next twelve months could result in future
provisions for loan losses varying from the level taken in the first six months of 2007. Potential problem loans, which are loans that are currently
performing under present loan repayment terms but where known information about possible credit problems of borrowers causes management
to have serious doubts as to the ability of the borrowers to continue to comply with the present repayment terms, aggregated $1.3 million at June
30, 2007.
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Deposits

A significant source of funds for the Company continues to be deposits, consisting of demand (noninterest-bearing), NOW, savings, money
market and time deposits (principally certificates of deposit).

The following table provides certain information with respect to the Company s deposits:

June 30,
2007 2006
($ in thousands)
% of % of
Balances Total Balances Total

Domestic
Demand $ 520,433 33.9% $ 495,257 35.0%
NOW 231,391 15.1 213,823 15.1
Savings 19,679 1.3 22,579 1.6
Money market 225,809 14.7 200,528 14.2
Time deposits 535,941 34.9 480,228 33.9
Total domestic deposits 1,533,253 99.9 1,412,415 99.8
Foreign
Time deposits 575 0.1 3,028 0.2
Total deposits $ 1,533,828 100.0% $ 1,415,443 100.0%

Fluctuations of balances in total or among categories at any date may occur based on the Company s mix of assets and liabilities as well as on
customers balance sheet strategies. Historically, however, average balances for deposits have been relatively stable. Information regarding these
average balances is presented on pages 25 and 26.

CAPITAL

The Company and the bank are subject to risk-based capital regulations which quantitatively measure capital against risk-weighted assets,
including certain off-balance sheet items. These regulations define the elements of the Tier 1 and Tier 2 components of Total Capital and
establish minimum ratios of 4% for Tier 1 capital and 8% for Total Capital for capital adequacy purposes. Supplementing these regulations is a
leverage requirement. This requirement establishes a minimum leverage ratio (at least 3% or 4%, depending upon an institution s regulatory
status) which is calculated by dividing Tier 1 capital by adjusted quarterly average assets (after deducting goodwill). Information regarding the
Company s and the bank s risk-based capital is presented on page 29. In addition, the bank is subject to the Federal Deposit Insurance Corporation
Improvement Act of 1991 ( FDICIA ) which imposes a number of mandatory supervisory measures. Among other matters, FDICIA established
five capital categories, ranging from well capitalized to critically undercapitalized , which are used by regulatory agencies to determine a bank s
deposit insurance premium, approval of applications authorizing institutions to increase their asset size or otherwise expand business activities or
acquire other institutions. Under FDICIA, a well capitalized bank must maintain minimum leverage, Tier 1 and Total Capital ratios of 5%, 6%
and 10%, respectively. The Federal Reserve Board applies comparable tests for holding companies such as the Company. At June 30, 2007, the
Company and the bank exceeded the requirements for well capitalized institutions.
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RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

For information regarding recently issued accounting pronouncements and their impact or expected impact on the Company s consolidated
financial statements, see Note 7 of the Company s unaudited consolidated financial statements in this quarterly report.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Certain statements contained or incorporated by reference in this quarterly report on Form 10-Q, including but not limited to, statements
concerning future results of operations or financial position, borrowing capacity and future liquidity, future investment results, future credit
exposure, future loan losses and plans and objectives for future operations, and other statements contained herein regarding matters that are not
historical facts, are forward-looking statements as defined in the Securities Exchange Act of 1934. These statements are not historical facts but
instead are subject to numerous assumptions, risks and uncertainties, and represent only our belief regarding future events, many of which, by
their nature, are inherently uncertain and outside our control. Any forward-looking statements we may make speak only as of the date on which
such statements are made. Our actual results and financial position may differ materially from the anticipated results and financial condition
indicated in or implied by these forward-looking statements.

Factors that could cause our actual results to differ materially from those in the forward-looking statements include, but are not limited to, the
following: inflation, interest rates, market and monetary fluctuations; geopolitical developments including acts of war and terrorism and their
impact on economic conditions; the effects of, and changes in, trade, monetary and fiscal policies and laws, including interest rate policies of the
Federal Reserve Board; changes, particularly declines, in general economic conditions and in the local economies in which the Company
operates; the financial condition of the Company s borrowers; competitive pressures on loan and deposit pricing and demand; changes in
technology and their impact on the marketing of new products and services and the acceptance of these products and services by new and
existing customers; the willingness of customers to substitute competitors products and services for the Company s products and services; the
impact of changes in financial services laws and regulations (including laws concerning taxes, banking, securities and insurance); changes in
accounting principles, policies and guidelines; the success of the Company at managing the risks involved in the foregoing, as well as the risks
and uncertainties described in Risk Factors in the Company s annual report on Form 10-K for the year ended December 31, 2006, and other risks
and uncertainties detailed from time to time in press releases and other public filings. The foregoing list of important factors is not exclusive, and
we will not update any forward-looking statement, whether written or oral, that may be made from time to time.
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ASSETS

Interest-bearing deposits with other banks
Securities available for sale

Securities held to maturity

Securities tax-exempt [2]

Total investment securities
Federal funds sold
Loans, net of unearned discounts [3]

TOTAL INTEREST-EARNING ASSETS

Cash and due from banks
Allowance for loan losses
Goodwill

Other assets

Total assets-continuing operations
Assets-discontinued operations

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS EQUITY

Interest-bearing deposits
Domestic

Savings

NOW

Money market

Time

Foreign

Time

Total interest-bearing deposits

Borrowings

Securities sold under agreements to repu