Lyons Bancorp Inc.

It's all about people. LNB & you.

Profile
Lyons Bancorp, Inc. is a holding company headquartered
in Lyons, New York, with assets of $321 million at
December 31, 2005. Lyons Bancorp, Inc. has one
banking subsidiary, The Lyons National Bank.
The Lyons National Bank is a community bank with offices
in Clyde, Lyons, Macedon, Newark, Ontario and Wolcott in
Wayne County, Jordan in Onondaga County, Geneva in Ontario
County and Penn Yan in Yates County. Subsidiaries of
The Lyons National Bank are Lyons Realty Associates Corp.

and LNB Life Agency, Inc.

Stock Symbol

LYBC

Annual Meeting
The annual meeting of the stockholders will take place
at 4:30 P.M. on April 26, 2006 at the Historic Ohmann Theatre,

Lyons, New York.
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2005 President’s Report
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2005 Overview

The past year can best be described
as a dichotomy. It was a jubilant year in
the sense that we again achieved record
earnings, increased shareholder value,
raised the dividend each quarter, and
continued to expand our franchise
and gain market share. It was also a
humbling year as we fell short on some
loan administration and operational
issues and endured justified criticism
from our regulatory authority. While
quite the emotional rollercoaster ride,
in the end, we know we accomplished
much along the way and feel we have
addressed the issues of concern. We
are back on the right track.

Our net after-tax income for 2005 was
$2,324,100, a 22% increase over 2004’s
results of $1,896,576. On a per share
basis, this equates to $2.91 versus $2.50
for 2004. What is remarkable about the
per share number is that in 2005 there
were 40,000 more shares outstanding on
average than there were in 2004. This
was the result of the very successful
conversion of warrants associated with
our 2004 common stock offering (more
on that subject later). To get a deeper
sense of the strength of our earnings in
2005, one needs to keep in mind that we
achieved record earnings while opening
two new branch facilities, adding a new
internal financial services department,
and continuing our strategy of

aggressively funding (almost $1 million)
our reserve for loan losses. Few of our
peers followed our lead in proactively
funding their reserve. Rather, many
added little, if any, additional reserves,
and some actually withdrew reserves.
We are comfortable that we, not they,
made the right choice.

Growth was again the foundation of
our record earnings. As of December 31,
2005 our assets were $321.3 million as
compared to $275.5 million on
December 31, 2004, an increase of
almost 17%. Both of our primary
earning asset portfolios, investment
securities and loans grew. Unlike
previous years, however, our securities
portfolio (up 21%) grew faster than our
loan portfolio (up 13%). This occurred
for two reasons. One, the securities
portfolio is smaller than the loan
portfolio so a dollar increase is bigger
in percentage terms; and two, we
consciously scaled back the growth of the
loan portfolio in the last quarter of 2005
as we concentrated on strengthening our
loan administration and operations areas.

Fueling the growth of both the
investment securities and loan portfolios
was the excellent growth we experienced
in our local core deposit base. Our entire
branch staff did a remarkable job of
further penetrating all of the markets we
serve and adding to their individual
branch deposits. On December 31, 2005



our deposits totaled $281.8 million
versus $237.3 million on December 31,
2004, an increase of almost 19%. And
remember, we gained market share in
ALL the markets we serve — in some
cases substantially. Because of the
efforts of our branch staff, I am proud
to report to you that according to the
June 30, 2005 Federal Reserve Bank
Summary of Deposits, The Lyons
National Bank now holds the largest
share of deposits among all the banks
operating within Wayne County!

Being number one has been a long-term
goal, and now that we have achieved it,
we will not let go!

We generated over 23% more fee
income in 2005 than we did in 2004.
Equally important as the growth in fee
income was its diversity of source.

The growth in deposits mentioned earlier
had a positive impact on the amount of
“traditional” bank fees we earned in
2005. We also increased our off-balance
sheet mortgage servicing portfolio by

$9 million in 2005. We now service
over $40 million in mortgages in this
portfolio, which generates approximately
$118,000 in annual fee income. Our
newest source of meaningful fee income
came from our newly formed internal
financial services department. This
department is led by Robert Koczent,
our investment product sage. Rob is
joined by Kirstin Adams, our insurance
product expert, and Betsy Warfield, the
department’s administrative assistant.
This team has over 35 years of
experience in the investment and
insurance arena. We know we hired

the best because they produced more
financial services income in 2005

than we had earned in all the previous
years combined.

We bucked the industry trend in 2005
by maintaining our net interest margin
in a difficult environment. This was an
important component in our strong
earnings. Our net interest margin is the
difference between the interest we earn
on our investment securities and loans
and the interest we pay on our deposits.

Helping us to maintain our margin was
the fact that the Federal Reserve
continued to raise short term interest rates
throughout the year. We often pass these
higher rates on to our deposit customers,
most notably through the many certificate
of deposit campaigns we held throughout
the year. However, in many of these
campaigns we required new customers
to establish checking accounts with us

in order to receive the high market rate.
Blending checking account deposits,
which usually do not pay interest, with
the higher cost certificates of deposit,
helped us to limit the increase in our
overall cost of funds while the interest
we earned on our securities and loans
was rising. The exceptional effort of our
branch staff in adding a growing share

of low cost deposits proved doubly
effective here.

We opened two new branch facilities
in 2005; one in Penn Yan in January and
the other in Geneva in late June. We
highlighted the Penn Yan branch in last
year’s annual report and there is a collage
of pictures of the Geneva branch further
on in this report. As you may recall,
we have lofty long-term deposit goals for
each of these offices; $50 to $75 million
for Penn Yan and $75 to $100 million for
Geneva. To date, the performance of
each has been outstanding, and | have no
doubts or concerns about them meeting
their goals. As of this writing, Penn Yan,
which has been opened longer, has in
excess of $40 million in deposits and
Geneva is quickly approaching that
milestone. | congratulate all of the
staff at each office for their passion
and commitment.

Mirroring our branch staff in Penn
Yan and Geneva, we have many hard
working, passionate, and dedicated
employees throughout the Company.

We owe all of our success to them.

In 2005, we recognized four employees
for their outstanding commitment to

the vision and mission of the Company.
Sue Andersen, our Penn Yan branch
manager was recognized for her
commitment by the Board and promoted
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to Vice President. | need not elaborate
more on Sue’s accomplishments as they
are described above. Kate Schaub, our
Director of Marketing was recognized for
her commitment and was promoted to
Assistant Vice President. Kate has taken
all of our marketing efforts to a higher
plane, giving us broad exposure
throughout our service area...and
beyond. Branch manager Darlene
Whitcomb, who oversees both of our
Lyons offices, was also recognized for
her commitment and promoted to
Assistant Vice President. Being located
in our hometown sometimes presents
unique challenges. Darlene has proven
that she has the experience to handle
these challenges and at the same time
contribute to the growth of the Company.
Hope Alexanian is the supervisor of the
loan operations department. Needless to
say, 2005 was a challenging year for us
in that regard. Hope met that challenge
and has been instrumental in putting in
place the procedures needed to get us
back on the right track. The Board
recognized her commitment by
promoting her to Banking Officer.

| reiterate what | have said many times
in the past; it is our employees who are
our greatest assets! Sue, Kate, Darleng,
and Hope are simply the most recent
examples.

We said goodbye to two members of
our extended family in 2005. Steven
Marchionda and Anthony Paliotti
resigned as members of our Board of
Directors. Steve left for personal
reasons, and Tony resigned after a long
and distinguished tenure on the Board.

I will miss their advice and counsel but
plan on remaining in contact with each.

We successfully completed the second
stage of our 2004 common stock offering
in 2005 — the conversion of the warrants.
I am pleased to report that shareholders
converted all but 1,832 of the 75,150
warrants issued. This conversion

generated an additional $2.5 million in
equity capital that the Company can use
for future growth opportunities. | thank
all shareholders for your continued
support and confidence. We do not take
this support and confidence for granted.
Everyone within the Company pledges to
work very hard to make your investment
a very satisfying and rewarding one.
Somewhat darkening all of our
accomplishments in 2005 was the
criticism we received from our regulatory
agency, The Comptroller of the Currency,
for not keeping loan administration and
operations on pace with our growth.
You are aware that we signed a formal
agreement with the Comptroller in
November to address these areas. While
their criticism was harsh, | understand
their position and take full responsibility
for our shortcomings. | pledge to you
that we will continue to put in place the
necessary procedures, many of which
we have already completed, to strengthen
these areas of the Bank. | assure you that
we know the extent of the credit risk in
our loan portfolio, that it is not excessive,
and that we will continue to aggressively
fund our reserve for loan losses to
mitigate any possible negative change in
the loan portfolio. We have learned from
this experience, and it has put us in a
better position to continue to make the
Company one of the best financial
institutions anywhere.



Looking to 2006

Our 2006 agenda encompasses
a vast array of topics and issues.
Among the most important is testing
the operational procedures we put in
place to address the issues outlined
in our formal agreement. This will
be an ongoing effort since standard
operating procedures are works-in-
process, constantly evolving with
experience and changes in our normal
course of business.

Late last year, we began our Best
Practices Review. It kicks into high
gear in 2006. Our Best Practices
Review is a comprehensive
examination of “how and why we do
things.” Under the guidance of our
Chief Operating Officer, Tom Kime,
we engaged the entire staff in this
process, told them that “everything
is fair game,” and asked them to look
critically at our current procedures
and policies. We started with those
that directly affect them and their
branch and/or department and then
extended the process to look beyond
individual branches and departments
into other areas of the Company.
Their goal: to constructively suggest
ways to improve, streamline, or
eliminate work processes and to
recommend better ways to serve our
customers. As the old saying goes,
“ask and you shall receive;” our
initial list of recommendations totals
184. Small teams consisting of
employees from all areas of the
Company are now reviewing each
recommendation to determine
its benefit to the Company. If
the suggestion passes muster,
action plans and timetables for
implementation will be established.
While we may not totally address
all of the recommendations this year,
we expect to complete enough to
vastly improve our efficiency and
customer service.

Late last year, we embarked
on another major endeavor to be
completed in 2006 — the total
review of our core IT system. \We are
proud of our current system and are
confident that it meets our needs
and those of our customers. It is no
secret, however, that technology is
ever-changing and that once adequate
systems can quickly become
outdated. Led by Anthony Cataldi,
our Chief Technology Officer, this
periodic review aims to make sure
our systems keep pace with our
changing needs and customer wants.

I have good news for the many
shareholders who have asked me
in the past why we do not offer a
dividend reinvestment program
(DRIP). We are currently working
with our attorneys on the necessary
legal documents to allow us to offer
a DRIP. If everything goes according
to plan, we expect SEC approval
by the time of our annual meeting
and implementation in time for the
dividend payment in July. Obviously,
we will keep you informed of the
status of the program as the year
unfolds.

We will continue to grow our
Company in 2006. Our strategy,
however, will focus more on in-
market growth rather than adding new
branches. Our aggressive geographic
expansion initiatives of the past few
years were timely and served us well.
We have worked hard to gain market
share and are not about to give any of
it back. However, we created a lot of
capacity within our current structure,
and if we are successful in improving
and streamlining our operational
procedures, we will add even more.
It’s time for us to take advantage of
this capacity by fully building out
our current locations. While our
short-term approach has changed, our
long-term focus remains steadfast.
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Income Statement

Total net after tax income for
2005 was $2.3 million, an increase of
$427,000, or 22.5% from $1.9 million
for 2004. The increase in total net
income was the result of increases in
net interest income of $2.1 million and
non-interest income of $347,000, offset
by increases in non-interest expense of
$1.7 million, increases in the provision
for loan losses (expense) of $87,000,
and increased income tax expense of
$285,000. Diluted earnings per share
increased to $2.91 in 2005, an increase
of 16.4% from $2.50 in 2004.

Lyons Bancorp, Inc. earns interest
income from its earning assets which
are primarily loans and investment
securities. It incurs interest expense on
its interest-bearing deposits consisting
primarily of savings accounts, money
market accounts, and certificates of
deposit. Net interest income is the
resulting sum after total interest expense
is subtracted from total interest income.
Generally, changes in net interest

Kenneth M. Burt
Senior Vice President
and Chief Financial Officer

2005 Financial Highlights as Compared with 2004 Results

income are measured by the net interest
margin. Net interest margin represents
the difference between interest income
and interest expense calculated as a
percentage of average earning assets.

Total interest income increased
$4.1 million or 33.6% to $16.3 million
for 2005, compared to 2004’s amount
of $12.2 million. The increase was the
result of growth in interest earning
assets and an increase in the overall
level of interest rates. Asset growth was
funded by increased deposit accounts
as a result of opening permanent branch
facilities in Geneva and Penn Yan,

New York coupled with expansion
in our existing markets.

Total interest expense increased
$2.0 million or 66.7% to $5.0 million
for 2005, compared to 2004’s amount
of $3.0 million. The increase is the
result of growth in our interest bearing
deposits, primarily in savings and other
time accounts, as well as, a result of
increases in interest rates paid on
interest bearing deposits.

Net After-Tax Income

Net interest income totaled $11.3
million in 2005. This was an increase
of $2.1 million or 22.8% from 2004’s
$9.2 million. The increase was the
result of our balance sheet growth
where we earned a positive interest
spread between the interest income
earned on investment securities and
loans and the interest expense paid
on deposit accounts and borrowings.
The net interest margin for 2005
was 3.92%, compared to 3.95% for
2004. The decline was primarily
due to increased interest cost on
interest bearing deposits and trust
preferred securities.

Non-interest income consists of
service charges and fees, gains from
sales of investment securities, and other
fees, such as gains on sales of loans.
Non-interest income increased $347,000
or 14.8% to $2.7 million for 2005, as
compared to $2.4 million for 2004.

In 2005, income from service charges
and fees measured $1.1 million, an
increase of $110,000, or 11.5%, as
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Total Loans
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Commercial

compared to 2004. The increase
was primarily attributed to increased
service charges and fees assessed to
deposit accounts which grew primarily
from an expanded customer base.
Income from sales of available for sale
securities was approximately $126,000
or 54.0% lower in 2005 than in 2004.
Other income increased approximately
$91,000, or 20.8%, from $438,000 in
2004 to $529,000 in 2005. The increase
was primarily the result of gains on sales
of commercial loans. Approximately
$4.0 million of commercial loans were
sold in 2005.

Non-interest expense consists
of employee salaries and benefits,
occupancy, and miscellaneous expenses.
Non-interest expense increased $1.7
million or 20.7% to $9.9 million for
2005, as compared to $8.2 million for
2004. In general, our non-interest
expenses increased to support the
continued growth of the organization.
The largest categories of non-interest
expenses were employee salaries and

Total Assets

(period ending, in millions)

benefits. These increased nearly
$936,000 or 21.9% due to the addition
of administration and branch personnel,
as well as continued increases in health
insurance premiums paid by the
organization on behalf of its employees.
Occupancy expense increased $231,000
or 16.3%, primarily the result of the
construction of permanent branch
buildings in Geneva and Penn Yan.
Miscellaneous expenses increased
$487,000 or 19.0%, primarily the result
of purchases of general supplies and
equipment and the hiring of third party
consultants to assist with managing the
growth of the company.

In 2005, the provision for loan loss
was $943,000. This compares to
$856,000 for 2004. We increased our
allowance for loan losses to keep pace
with the growth and measured risk of
commercial and agricultural loans.
Commercial and agricultural loans
grew $14.0 million or 11.9% in 2005.
In 2005, commercial and agricultural
loans as a percentage of total loans

Agricultural

Residential Real Estate

Commercial Real Estate

Consumer

were relatively unchanged from 2004.
The loan loss provision is based upon
management’s assessment of a variety
of factors, including loan credit quality,
general economic environment, credit
losses experienced on our loan portfolio
and growth of our loan portfolio. The
allowance represents management’s best
estimate of known and inherent losses
in the loan portfolio at the balance

sheet date that are both probable and
reasonable to estimate. As of December
31, 2005, the allowance for loan losses
as a percentage of gross loans was
1.58%, which is an increase from

the December 31, 2004 measurement

of 1.37%.

Income tax expense was $825,000
(26.2% of pre-tax income) for 2005 as
compared to $540,000 (22.2% of pre-tax
income) for 2004. The increase in the
percentage of taxes compared to pre-tax
income was the result of increases in
taxable income.

Total Deposits

(period ending, in millions)
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Net Charged-off Loans
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Balance Sheet

Total assets. Total assets on
December 31, 2005 were $321.3
million, an increase of $45.8 million or
23.1% from $275.5 million recorded on
December 31, 2004. Growth occurred
in all asset categories and was funded
by growth in deposits and proceeds
from the conversion of warrants into
common stock.

Loans. Gross loans totaled $197.9
million at December 31, 2005, an
increase of $22.1 million or 12.6% from
$175.8 million at December 31, 2004.
Residential real estate loans increased
$6.3 million or 15.7%. Commercial real
estate loans and commercial loans
increased $8.7 million and $5.3 million
or 16.6% and 8.2%, respectively.
Consumer loans increased $1.7 million
or 9.3%. Growth in all loan categories
was the result of our expansion within
our existing market place.

Loan Quality. Average delinquent
loans for the twelve months of 2005
were 1.07%. This is a slight increase
from the twelve month average of
1.03% in 2004. Net charge-offs for
2005 were $223,000 or .12% of average
loans outstanding. This compares to
net charge-offs of $104,000 or .07% of

average loans for 2004. The allowance
for loan loss was funded at a level of
$3.1 million or 1.58% of loans at
December 31, 2005. This compares

to an allowance for loan loss of $2.4
million or 1.37% of loans at December
31, 2004. Non-performing loans totaled
$1.6 million or .81% of total loans
outstanding at December 31, 2005.
This compares to $556,000 or .32%

of total loans outstanding at

December 31, 2004.

Investments. Holdings of
investment securities were $92.9 million
at December 31, 2005, an increase of
$16.0 million or 20.8% from the amount
at December 31, 2004 of $76.9 million.
The increase resulted from growth of
the liability side of the balance sheet,
primarily in deposit balances. Excess
deposit growth that exceeded loan
growth was invested in marketable
investment securities. The carrying
value of available for sale securities
includes net unrealized losses of
$1.7 million at December 31, 2005
(reflected as unrealized depreciation
of $1.0 million in shareholders’ equity
after deferred taxes) as compared
to no unrealized gain or loss at
December 31, 2004.
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Deposits. Deposits are the major
source of funds for our lending and
investment activities. Total deposits
at December 31, 2005 were $281.8
million, an increase of $44.5 million
or 18.8% over total deposits of $237.3
million at December 31, 2004. The
growth was strong in all deposit
account categories with demand
accounts (checking) growing $9.9
million or 14.1%, savings accounts
growing $11.5 million or 13.5%,
and time accounts (certificates of
deposit and individual retirement
accounts) growing $23.1 million or
28.3%. Growth in all deposit categories
was primarily the result of our continued
efforts to expand our customer base and
our strategy of offering competitive
interest rates on deposit products.

Borrowings. Total borrowings at
December 31, 2005 were $15.7 million,
a decrease of $1.8 million or 10.3% over
total borrowings at December 31, 2004
of $17.5 million. Growth in deposits
provided us with the opportunity to
repay higher cost secondary funding
sources. As of December 31, 2005 we
had two advances from the Federal

2003 2002 200l

Home Loan Bank of New York totaling
$2.0 million, with interest rates ranging
from a low of 4.26% to a high of 4.76%.
In 2005, we maintained two trust
preferred securities totaling $6.0 million,
with interest rates ranging from a
low of 7.03% to a high of 7.28%.
Shareholders’ Equity. As of
December 31, 2005, total shareholders’
equity was $21.0 million, an increase
of $3.0 million or 16.7% from
shareholders’ equity measured on
December 31, 2004. Equity grew as
a result of earnings growth of $2.3
million, sale of common stock through
warrant conversions of $2.3 million and
proceeds from the sales of treasury stock
of $41,000, less equity reductions from
distributions of dividends to common
shareholders of $733,000 and reduction
in accumulated other comprehensive
income of $1.0 million. Accumulated
other comprehensive income decreased
as a result of changes in the net
unrealized loss on available for sale
investment securities, the sale of
available investment securities, and
the fluctuations in interest rates.
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In the heart of the City of Geneva...

...our new office helps spur revitalization

The corner of Lake and Exchange Streets in downtown Geneva has a much different look than
it did when we produced last year’'s Annual Report.

And people traveling in and through the area are noticing the change. The Lyons National Bank’s
new Geneva Branch is proud to play a central role in that rebirth. In fact, the Bank has developed
a local advisory board to work directly with the Geneva office to promote business, economic and
community development. It’s all part of LNB’s mission to continue our managed growth, and to be
a good neighbor and business partner in the communities we serve.

The entire project was a part of the Downtown Geneva/Exchange Street Revitalization project.
We broke ground on this ambitious project on November 3, 2004 and opened our doors — including
drive-up teller windows and a 24-hour ATM — on July 1, 2005. Since hosting our lakeside Grand
Opening celebration during July, we've taken in almost $40 million in deposit dollars.

Grand opening reception
view of lobby from 2nd floor.

(L to R): Jeffrey Friend
(LNB), State Senator

Michael Nozzolio, Geneva
City Mayor Donald Cass,
Robert Schick (CEO/LNB),
Charlie Bauder, Geneva
Historian, and Richard Rising,
Geneva City Manager.
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Front Sitting: Maureen Thomas, Assistant Branch Manager;
Jeffrey Friend, VP and Branch Manager. Back row: Courtney Bruno,
January Smith, Jill Malcuria, Mara Salmon, and Wendy Wright.

Advisory Boards play an important role at LNB and are a critical piece of our

success. They provide valuable counsel, advice and local market insight and
direction. We are very fortunate and extremely proud to have the following
as members of our Geneva Advisory Board — Joseph Fragnoli, owner of
Super Casuals; Carl Fribolin, owner of White Springs Farms & Estate Winery;
Bernard Lynch, co-owner of Lynch Furniture; Jane Shaffer, Vice President,
LM Sessler Excavating & Wrecking, Inc.; Earl (Red) Wadhams, owner,
Wadhams Enterprises, LLC and Brian VonHahmann, owner Empire Tractor.

LNB Financial Services

left to right: Betsy Warfield,
FS Administrative Assistant,
Robert Koczent,

VP & Director of FS,

and Kirstin Adams,

AVP & Senior Financial
Services Officer
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I Lyons Bancorp Inc.
It’s all about people. LNB & you.

Board of Directors

Robert A. Schick
President & CEO, Lyons Bancorp, Inc.
& The Lyons National Bank

David J. Breen, Jr. Thomas L. Kime
General Manager, Executive Vice President &
Herrema’s Market Place Chief Operating Officer, LNB
Clair J. Britt, Jr. Theodore J. Marshall
Executive Vice President & Senior, President & CEO,
Lending Officer, LNB Marshall Companies
Andrew F. Fredericksen, CPA James E. Santelli
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INDEPENDENT AUDITORS’ REPORT

To the Stockholders and Board of Directors
Lyons Bancorp, Inc.

We have audited the consolidated balance sheets of Lyons Bancorp, Inc. and subsidiary as of
December 31, 2005 and 2004, and related consolidated statements of income, stockholders’
equity, and cash flows for the years then ended. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the consolidated financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall consolidated
financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Lyons Bancorp, Inc. and subsidiary as of December

31, 2005 and 2004, and the consolidated results of their operations and cash flows for the years then
ended, in conformity with accounting principles generally accepted in the United States of America.

7FE CHr

February 8, 2006



LYONS BANCORP INC.
CONSOLIDATED BALANCE SHEETS
December 31,2005 and 2004

2005 2004
ASSETS
Cash and due from banks $ 13,838,664 $ 7,878,492
Federal funds sold 415945 3929680
Interest-bearing deposits in banks 100,000 100,000
Total cash and cash equivalents 14,354,609 11,908,172
Investment securities
Available for sale 89,953,170 72,695,258
Held to maturity 2970553 4,185,062
Total investment securities 92,923,723 76,880,320
Loans 197,890,388 175,789,835
Less: allowance for loan losses (3,129,276) (2,408,875)
Net loans 194,761,112 173,380,960
Land, premises and equipment, net 9,682,270 5,040,458
Accrued interest receivable and other assets 9,550,888 8,334,791
TOTAL ASSETS $ 321272602 $ 275544701
LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits
Non-interest-bearing $ 4839535 $ 41717856
Interest-bearing 233,361,187 195,541,944
Total deposits 281,756,538 237,259,800
Securities sold under agreements to repurchase 7,655,187 6,474,178
Advances from Federal Home Loan Bank 2,000,000 5,000,000
Advances from subsidiaries 6,000,000 6,000,000
Accrued interest payable and other liabilities 2,865,697 2,761,204
TOTAL LIABILITIES 300,277,422 257,495,182
STOCKHOLDERS' EQUITY
Common stock 433,832 399816
Additional paid-in capital 7,881,089 5514523
Retained earnings 13,926,737 12,335,143
Accumulated other comprehensive income (1,034,009) (43)
21,207,649 18,249,439
Less: Treasury stock, at cost (212,469) (199,920)
TOTAL STOCKHOLDERS EQUITY 20,995,180 18,049,519
TOTAL LIABILITIES
AND STOCKHOLDERS' EQUITY $ 321,272,602 $ 275,544,701

The accompanying notes are an integral part of the consolidated financial statements.
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LYONS BANCORP INC.
CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31,2005 and 2004

2005
INTEREST INCOME
Loans $13,001,971
Investment securities:
United States Treasury 121,030
United States Agencies 2,178,001
State and local governments 789,612
Other 61,062
Federal funds sold 178578
TOTAL INTEREST INCOME 16,330,254
INTEREST EXPENSE 5,036,198
NET INTEREST INCOME 11,294,056
PROVISION FOR LOAN LOSSES 943460

NET INTEREST INCOME
AFTER PROVISION FOR LOAN LOSSES 10,350,596

NON-INTEREST INCOME

Service charges and fees 2,044,481
Net realized gains from sales of available for sale securities 126,406
Other 528,857
TOTAL NON-INTEREST INCOME 2,699,744
NON-INTEREST EXPENSES
Salaries and wages 3,786,470
Pensions and benefits 1,426,816
Occupancy expense 1,644,391
Other 3,043,463
TOTAL NON-INTEREST EXPENSES 9,901,140
INCOME BEFORE INCOME TAXES 3,149,200
INCOME TAX EXPENSE 825,100
NET INCOME $ 2,324,100
NET INCOME PER SHARE
BASIC $ 291
DILUTED $ 291

The accompanying notes are an integral part of the consolidated financial statements.

2004
$ 9447067

146,389
2,012,285
524,083
19,525
29,205

12,178,554

2992468
9,186,086

855,500

8,330,586

1,640,060
274951
437,560

2,352,571

3,087,476
[,190,060
1413237

2,555,708
8,246,481

2436,676
540,100

$ 1896576

$ 251
$ 250



LYONS BANCORP, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY
Years Ended December 31,2005 and 2004

Accumulated
Additional Other
Common Paid-In Retained ~ Comprehensive  Treasury
Stock Capital Earnings Income Stock Total
BALANCES, JANUARY 1, 2004 $ 359598  $3,106994  $ 11007617 $ 578870  $(221,170) % 14,831,909
COMPREHENSIVE INCOME
Net income for 2004 1,896,576 1,896,576
Other comprehensive income,
net of tax:
Change in unrealized net gain
on securities available for sale (413942) (413942)
Reclassification adjustment (164971) (164971)
TOTAL COMPREHENSIVE INCOME 1,317,663
Sale of common stock 40,218 2,369,279 2,409,497
Issuance of treasury stock to employees 38,250 21,250 59,500
Cash dividends declared - $.75 per share (569,050) (569,050)
BALANCES, DECEMBER 31,2004 399,816 5514,523 12,335,143 (43) (199,920) 18,049,519
COMPREHENSIVE INCOME
Net income for 2005 2,324,100 2,324,100
Other comprehensive income,
net of tax:
Change in unrealized net gain
on securities available for sale (958,122) (958,122)
Reclassification adjustment (75,844) (75,844)
TOTAL COMPREHENSIVE INCOME 1,290,134
Sale of common stock 34016 2,313,087 2,347,103
Purchase of treasury stock, net (47,180) (47,180)
Issuance of treasury stock to employees 53,479 34,631 88,110
Cash dividends declared - $.92 per share (732,506) (732,506)
BALANCES, DECEMBER 31, 2005 $ 433832 $7881089  $13926737  $(1,034009) $(212,469) $20,995,180

The accompanying notes are an integral part of the consolidated financial statements.
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LYONS BANCORP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31,2005 and 2004

2005
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 2,324,100
Adjustments to reconcile net income to net
cash provided by operating activities:
Provision for loan losses 943,460
Net realized gain from sales of available for sale securities (126,406)
Deferred compensation expense 88,110
Premium amortization 395512
Discount accretion (58,036)
Depreciation 641,330
Deferred income tax benefit (294,497)
Increase in accrued interest receivable and other assets (773,898)
Increase in accrued interest payable
and other liabilities 597913
NET CASH PROVIDED
BY OPERATING ACTIVITIES 3,737,588
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of securities available for sale (37,792,901
Proceeds from sales of securities available for sale 12,136,520
Proceeds from maturities of securities available for sale 6,464,122
Purchases of held to maturity securities (2,041,500)
Proceeds from maturities of securities held to maturity 3256010
Proceeds from sales of loans 21,886,071
Net increase in loans (44,209,683)
Premises and equipment purchases, net (5,283,142)
NET CASH USED BY INVESTING ACTIVITIES (45,584,503)
CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in demand and savings deposits 23,137,434
Net increase in time deposits 21,359,304
Net increase (decrease) in securities sold under
agreements to repurchase 1,181,009
Decrease in advances from Federal Home Loan Bank (3,000,000)
Issuance of common stock 2,347,103
Purchase of treasury stock, net (47,180)
Proceeds from advance from subsidiary —
Dividends paid (684,318)
NET CASH PROVIDED BY FINANCING ACTIVITIES 44,293,352
NET INCREASE IN CASH AND
CASH EQUIVALENTS 2,446,437
CASH AND CASH EQUIVALENTS — BEGINNING OF YEAR 11,908,172
CASH AND CASH EQUIVALENTS — END OF YEAR  $14,354,609
SUPPLEMENTAL DISCLOSURE OF
CASH FLOW INFORMATION:
Cash paid during the year for interest $ 4,949,076
Cash paid during the year for income taxes $ 979,130

The accompanying notes are an integral part of the consolidated financial statements.

2004

$ 1896576

855,500
74951)
59,500
374826
(102,992)
529,025
(230,000)
(1,067,406)

866,079

2,906,157

(79.153612)
6920579
4717,083
(4353,434)
| 381,679
24,058,057
(72377,642)

(2,739.734)
(59.261812)

39,929,323
23,124,760

(1,585,135)
(7,600,000)
2,409,497
5,000,000

(524.271)

60,754,174

4,398519
7,509,653

$11,908,172

$ 2,787,902
$ 926364



LYONS BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31,2005 AND 2004

NOTE A — SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Nature of Operations

Lyons Bancorp, Inc. (the Company) provides a full range of
commercial banking services to individual and small business
customers through its wholly-owned subsidiary, The Lyons National
Bank (the Bank). The Bank's operations are conducted in ten
branches located in Wayne, Onondaga, Yates and Ontario Counties,
New York. The Company and the Bank are subject to the regulations
of certain federal agencies and undergo periodic examinations by
those regulatory authorities.

The Company also owns all of the voting common shares of Lyons
Capital Statutory Trust | (Trust I) and Lyons Capital Statutory Trust I
(Trust ). Trust | was formed during 2003 and Trust Il was formed
during 2004. Both Trust | and Trust Il were formed for the purpose of
securitizing trust preferred securities, the proceeds of which were
advanced to the Company and contributed to the Bank as additional
capital.

The Bank also owns all of the voting stock of Lyons Realty
Associates Corp. (LRAC) and LNB Life Agency, Inc. (LNB Life). LRAC
is a real estate investment trust which holds a portfolio of real estate
mortgages. In order to maintain its status as a real estate investment
trust, LRAC holds the real estate mortgages until they are paid. The
real estate mortgages held by LRAC are included in loans on the
consolidated balance sheet. LNB Life provides non-insured financial
services and products to the Bank's customers.

Basis of Consolidation

The consolidated financial statements include the accounts of the
Company, the Bank, LRAC and LNB Life. All significant intercompany
accounts and transactions have been eliminated in consolidation.

The accounts of Trust | and Trust Il are not included in the
consolidated financial statements as required under the guidance
contained in FASB Interpretation No. 46 (as revised in December
2003) "Consolidation of Variable Interest Entities".

Use of Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results
could differ from those estimates. Material estimates that are
particularly susceptible to significant change in the near future relate to
the determination of the allowance for loan losses, and the valuation
of deferred tax assets.

Investment Securities

Debt securities that management has the positive intent and ability
to hold to maturity are classified as "held to maturity" and recorded at
amortized cost. Securities not classified as held to maturity are
classified as "available for sale" and recorded at fair value, with
unrealized gains and losses excluded from earnings and reported in
other comprehensive income. Available for sale securities also include
other equity securities whose sale may be restricted. Due to these
restrictions, the securities are carried at cost.

Purchase premiums and discounts are recognized in interest
income over the terms of the securities. Declines in the fair value of
held-to-maturity and available-for-sale securities below their cost that
are deemed to be other than temporary are reflected in earnings as
realized losses. In estimating other-than-temporary impairment losses,
management considers (1) the length of time and the extent to which
the fair value has been less than cost, (2) the financial condition and
nearterm prospects of the issuer; and (3) the intent and ability of the
Company to retain its investment in the issuer for a reasonable period
of time sufficient to allow for any anticipated recovery in fair value.
There were no impairment losses during 2005 or 2004. Gains and
losses on the sale of securities are determined using the specific
identification method.

Loans

The Bank grants mortgage, commercial and consumer loans to
customers. A substantial portion of the loan portfolio is represented
by mortgage loans in Wayne, Ontario, Yates and Onondaga Counties.
The ability of the Bank's debtors to honor their contracts is primarily
dependent upon the real estate and general economic conditions in
those areas.

Loans are reported at their outstanding unpaid principal balances
adjusted for charge-offs and the allowance for loan losses. Net loan
origination costs were not significant in 2005 and 2004. Interest
income is accrued on the unpaid principal balance.

The accrual of interest on mortgage and commercial loans is
discontinued at the time the loan is 90 days past due unless the credit
is well-secured and in process of collection. Credit card loans and
other personal loans are typically charged off no later than 180 days
past due. Past due status is based on contractual terms of the loan.
In all cases, loans are placed on non-accrual or charged-off at an
earlier date if collection of principal or interest is considered doubtful.

All interest accrued but not collected for loans that are placed on
non-accrual or charged off is reversed against interest income. The
interest on these loans is accounted for on the cash-basis or cost-
recovery method, until qualifying for return to accrual. Loans are
returned to accrual status when all the principal and interest amounts
contractually due are brought current and future payments are
reasonably assured.

Loans Held for Sale

Generally loans held for sale consist of residential mortgage loans
that are originated and are intended to be sold through an agreement
the Bank has with the Federal Home Loan Bank (FHLB). In addition,
during 2005, the Bank entered into an agreement to sell loans to the
Federal Home Loan Mortgage Corporation (Freddie Mac). Realized
gains and losses on sales are computed using the specific identification
method. These loans are carried on the consolidated balance sheet at
the lower of cost or estimated fair value, which is determined in the
aggregate.

The Bank retains the servicing on loans sold and receives a fee
based upon the principal balance outstanding. Servicing rights
included in the consolidated balance sheets totaled $109,204 and
$60,816, net of amortization, as of December 31, 2005 and 2004,
respectively.

Total loans serviced for others amounted to $59,920,255 and
$44,275,832 at December 31,2005 and 2004, respectively.

Loans held for sale totaled $404,500 and $476,000 at December
31,2005 and 2004, respectively.
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Allowance For Loan Losses

The allowance for loan losses is established as losses are estimated
to have occurred in the loan portfolio. The allowance for loan losses
is recorded through a provision for loan losses charged to earnings.
Loan losses are charged against the allowance when management
believes the uncollectibility of a loan balance is confirmed. Subsequent
recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by
management and is based upon management's periodic review of the
collectibility of the loans in light of historical experience, the nature
and volume of the loan portfolio, adverse situations that may affect
the borrower’s ability to repay, estimated value of any underlying
collateral and prevailing economic conditions. This evaluation is
inherently subjective as it requires estimates that are susceptible to
significant revision as more information becomes available.

The allowance consists of specific, general and unallocated
components. The specific component relates to loans that are
classified as either doubtful, substandard or special mention. For such
loans that are also classified as impaired, an allowance is generally
established when the collateral value of the impaired loan is lower
than the carrying value of that loan. The general component covers
non-classified loans and is based on historical loss experience adjusted
for qualitative factors. An unallocated component is maintained to
cover uncertainties that could affect management’s estimate of
probable losses. The unallocated component of the allowance reflects
the margin of imprecision inherent in the underlying assumptions used
in the methodologies for estimating specific and general losses in the
portfolio.

A loan is considered impaired when, based on current information
and events, it is probable that the Bank will be unable to collect the
scheduled payments of principal or interest when due according to
the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status,
collateral value, and the probability of collecting scheduled principal
and interest payments when due. Loans that experience insignificant
payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays
and payment shortfalls on a case-by-case basis, taking into
consideration all of the circumstances surrounding the loan and the
borrower, including the length of the delay, the reasons for the delay,
the borrower's prior payment record, and the amount of the shortfall
in relation to the principal and interest owed. Impairment is measured
on a loan by loan basis for commercial and construction loans by
either the present value of expected future cash flows discounted at
the loan'’s effective interest rate or the fair value of the collateral if the
loan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively
evaluated for impairment. Accordingly, the Bank does not separately
identify individual consumer and residential loans for impairment
disclosures.

Land, Premises and Equipment

Land is stated at cost. Premises and equipment are recorded at
cost and are depreciated using accelerated methods over the
estimated useful lives of the assets.

Foreclosed Real Estate

Real estate properties acquired through, or in lieu of, loan
foreclosure are initially recorded at the lower of the Bank's carrying
amount or fair value less estimated selling costs at the date of
foreclosure. Any write-downs based on the asset's fair value at date
of acquisition are charged to the allowance for loan losses. After
foreclosure, property held for sale is carried at the lower of the new
basis or fair value less any costs to sell. Costs of significant property

improvements are capitalized, whereas costs relating to holding
property are expensed. Valuations are periodically performed by
management, and any subsequent write-downs are recorded as a
charge to operations, if necessary, to reduce the carrying value of the
property to the lower of its cost or fair value less cost to sell.

Bank Owned Life Insurance

Included in other assets is bank owned life insurance ("BOLI"). The
BOLI was purchased as a financing tool for employee benefits and to
fund discriminatory retirement benefits for the Board of Directors and
executive management. The value of life insurance financing is the tax
preferred status of increases in life insurance cash values and death
benefits and the cash flow generated at the death of the insured. The
purchase of the life insurance policy results in monthly tax-free income
to the Company. The largest risk to the BOLI program is credit risk of
the insurance carriers. To mitigate this risk, annual financial condition
reviews are completed on all carriers. As a result of this transaction,
the Company benefits from the tax-free nature of income generated
from the life insurance policies. BOLI is stated on the Company’s
consolidated balance sheets at its current cash surrender value.
Increases in BOLI's cash surrender value are reported as other
noninterest income in the Company's consolidated income statement.

Service Charges and Fees
Generally, service charges and fees are recognized into income as
received.

Income Taxes

Income taxes are provided for the tax effects of certain
transactions reported in the consolidated financial statements. Income
taxes consist of taxes currently due plus deferred taxes related
primarily to temporary differences between the financial reporting
and income tax basis of available for sale securities, allowance for loan
losses, premises and equipment, and prepaid and accrued employee
benefits. The deferred tax assets and liabilities represent the future tax
return consequences of the temporary differences, which will either
be taxable or deductible when the assets and liabilities are recovered
or settled. Deferred tax assets and liabilities are reflected at income
tax rates applicable to the period in which the deferred tax assets and
liabilities are expected to be realized or settled. As changes in tax
laws or rates are enacted, deferred tax assets and liabilities are
adjusted through the provision for income taxes.

Net Income and Dividends Per Share

Basic net income and dividends per share are computed by dividing
net income and dividends declared, respectively, by the weighted
average number of common shares outstanding during the year.
Diluted net income per share reflects additional common shares that
would have been outstanding if dilutive potential common shares had
been issued, as well as any adjustment to income that would result
from the assumed issuance. Potential common shares that may be
issued by the Company relate solely to outstanding stock warrants at
December 31,2004, and are determined using the treasury stock
method. The average number of shares outstanding during 2005 for
basic and diluted net income per share was 798,333. The average
number of shares outstanding during 2004 for basic and diluted net
income per share was 756,713 and 757,71 |, respectively.

Statements of Cash Flows

For the purpose of presentation in the consolidated statements of
cash flows, cash and cash equivalents are defined as the sum of cash
and due from banks, federal funds sold, and interest-bearing deposits
in banks.



Off-Balance-Sheet Financial Instruments

In the ordinary course of business, the Bank has entered into off-
balance-sheet financial instruments consisting of commitments to
extend credit and standby letters of credit. Such financial instruments
are recorded in the consolidated financial statements when they are
funded or related fees are incurred or received.

Fair Values of Financial Instruments

Statement of Financial Accounting Standards No. 107, Disclosures
about FairValue of Financial Instruments,” requires disclosure of fair
value information about financial instruments, whether or not
recognized in the consolidated balance sheets. In cases where quoted
market prices are not available, fair values are based on estimates
using present value or other valuation techniques. Those techniques
are significantly affected by the assumptions used, including the
discount rate and estimates of future cash flows. In that regard, the
derived fair value estimates cannot be substantiated by comparison to
independent markets and, in many cases, could not be realized in
immediate settlement of the instruments. Statement No. 107
excludes certain financial instruments and all nonfinancial instruments
from its disclosure requirements. Accordingly, the aggregate fair value
amounts presented do not represent the underlying value of the
Company.

The following methods and assumptions were used by the
Company in estimating its fair value disclosures for financial
instruments:

Cash and due from banks, federal funds sold, and interest-bearing
deposits in banks: The carrying amounts of these assets approximate
their fair values.

Investment securities: Fair values for investment securities are
based primarily on quoted market prices.

Loans: For variable-rate loans that reprice frequently and with no
significant change in credit risk, fair values are based on carrying
amounts. The fair values for other loans are estimated using
discounted cash flow analysis, based on interest rates currently being
offered for loans with similar terms to borrowers of similar credit
quality. Loan fair value estimates include judgments regarding future
expected loss experience and risk characteristics.

Accrued interest receivable: The carrying amount of accrued
interest receivable approximates its fair value.

Deposits: The fair values disclosed for demand and savings
deposits are equal to their carrying amounts. The fair values of time
deposits are estimated using a discounted cash flow calculation that
applies interest rates currently being offered on time deposits to a
schedule of contractual maturities on such time deposits.

Securities sold under agreements to repurchase: The carrying
amounts of securities sold under agreement to repurchase
approximate their fair values.

Advances from Federal Home Loan Bank: The fair values of the
term advances from Federal Home Loan Bank are estimated using
discounted cash flows based on current borrowing rates for similar
borrowings.

Advances from subsidiaries: The carrying amount of advances
from subsidiaries approximates its fair value.

Accrued interest payable: The carrying amount of accrued interest
payable approximates its fair value.

NOTE B - RESTRICTIONS ON CASH AND DUE FROM BANKS

The Bank is required to maintain reserve funds in cash and/or on
deposit with the Federal Reserve Bank. The required reserve at
December 31,2005 and 2004 was $3,970,000 and $2,820,000,
respectively.

The Bank is also required to maintain clearing balance funds on
deposit with the Federal Reserve Bank. The required minimum
clearing balance at December 31, 2005 and 2004 was $1,889,000 and
$1,164,000, respectively.
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NOTE C — INVESTMENTS

The amortized cost and fair value of investment securities, with gross unrealized gains and losses are as follows

at December 31,2005 and 2004:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
2005
Available for Sale
U.S. Treasuries $ 3,996,026 $ — $  (73366) $ 3,922,660
US. Agencies 46,588,077 3962 (789,446) 45,804,593
State and local governments 24,254,940 7,143 (433,583) 23,828,500
Mortgage backed securities 15,986,474 — (438,057) 15548417
Total Debt Securities 90825517 1,105 (1,734,452) 89,102,170
Other equity securities 851,000 — — 851,000
$ 91676517 $ 11,105 $(1,734452) $ 89,953,170
Held to Maturity
State and local governments $ 2970553 $ — $ — $ 2970553
2004
Available for Sale
U.S. Treasuries $ 5005869 $ 19430 $ (31.862) $ 4993437
US. Agencies 31,349,095 106,098 (201,731) 31,253,462
State and local governments 16,694,967 297,760 (27,324) 16,965,403
Mortgage backed securities 18,794,698 28,779 (191,221) 18,632,256
Total Debt Securities 71,844,629 452,067 (452,138) 71,844,558
Other equity securities 850,700 — — 850,700
$ 72,695,329 $ 452,067 $ (452,138) $ 72,695,258
Held to Maturity
State and local governments $ 4185062 $ — $ — $ 4185062

Other equity securities consist of stock of the Federal Reserve Bank of New York, the Federal Home Loan Bank of New York,
New York State Business Development Corporation, Atlantic Central Bankers Bank, and New York Title Agency VWest.

The following table sets forth the Company's investment in securities with unrealized losses of less than twelve months

and unrealized losses of twelve months or more at December 31, 2005:

Less than |2 months |2 months or more Total
Unrealized Unrealized Unrealized
Fair Value Loss FairValue Loss FairValue Loss

U.S. Treasuries $ — $ — F 3922660 $ 73366 $ 3922660 % 73,366
U.S. Agencies 28,786,173 352,773 15,053,920 435,847 43,840,093 788,620
State and local governments 19,314,467 366,347 3,916,348 68,06 23,230,815 434,408
Collaterized mortgage 1,872,231 9,598 2213422 74574 4,085,653 84,172
Mortgage backed securities 5,341,223 86,403 6,121,541 267483 | 1,462,764 353,886
$55314094 $ 815121 $31,227891 $ 919,33l $86541985 $ 1734452

Unrealized losses on these securities have not been recognized into earnings because the issuers of the securities are of high credit quality,
management has the ability and intent to hold these securities for the foreseeable future, and the declines in fair value are largely due to market
interest rates. The fair values of these securities are expected to recover as they approach maturity and/or market interest rates fluctuate.



The amortized cost and fair value of debt securities at December 31, 2005, by contractual maturity, are shown below. Expected
maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations without call or
prepayment penalties.

Amortized Fair
Cost Value
Available for Sale

Due in one year or less $ 5996894 $ 5945127
Due from one to five years 54,002,992 53,088413
Due from five to ten years 14,119,809 13,815,342
Due after ten years 719,348 704,871
Securities not due at a single maturity date 15,986,474 15548417

$ 90825517 $ 89,102,170

Held-To-Maturity

Due in one year or less $ 1873890 $ 1873890
Due from one to five years 527771 527,771
Due from five to ten years 160,893 160,893
Due after ten years 407,999 407,999

$ 2970553 $ 2970553

During 2005, the Bank sold securities available for sale for total proceeds of $12,136,520 resulting in net realized gains of
$126,406. During 2004, the Bank sold securities available for sale for total proceeds of $69,205,791 resulting in net realized gains of
$274951. Investment securities with carrying amounts of approximately $61,797,519 and $50,151,828 at December 31, 2005 and
2004, respectively, were pledged to secure deposits as required or permitted by law.



NOTE D — LOANS

Loans consist of the following at December 31, 2005 and 2004:

2005 2004
Residential real estate $ 46,302,088 $ 40018121
Commercial real estate 61,192,433 52,479,807
Commercial 70,190,190 64,870,730
Consumer 19,985,225 18,312,833
Other 220452 108,344
$197,890,388 $175,789,835

The changes in the allowance for loan losses are as follows for the years ended December 31,2005 and 2004:

2005 2004
Balance, January | $ 2408875 $ 1,657,770
Provision for loan losses 943,460 855,500
Recoveries 72,266 38,309
Charge-offs (295,325) (142,704)
Balance, December 31, $ 3,129276 $ 2408875

Impaired loans consist of the following at December 31, 2005 and 2004
2005 2004

Impaired loans for which allowances for loan

losses have been provided $ 1594545 $ 580,562
Impaired loans for which allowances for loan

losses have not been provided — —

Recorded investment in impaired loans 1,594,545 580,562
Allowance for loan losses provided
for impaired loans $ 425463 $ 154442

At December 31,2005 and 2004, the total recorded investment in loans on nonaccrual amounted to $1,594,545 and $555,562,
respectively. There were no loans past due ninety days or more and still accruing interest at December 31, 2005 and 2004. The
average recorded investment in impaired loans was $982,596 and $534,950 in 2005 and 2004, respectively. Interest income
recognized for cash payments received on impaired loans was $42,660 and $39,485 in 2005 and 2004, respectively. There are no
commitments to loan additional funds to the borrowers of impaired loans.



NOTE E — PREMISES AND EQUIPMENT

Premises and equipment consist of the following at December 31, 2005 and 2004:

2005 2004
Land $ 1592992 $ 1376551
Buildings 7218393 1,929,162
Furniture and equipment 4,621,036 3,997,002
Leasehold improvements 427315 451,221
Construction in progress 324,909 [,192,849
14,184,645 8,946,785
Less accumulated depreciation 4,502,375 3.906,327
$ 9682270 $ 5040458

Construction in progress represents assets not yet placed in service in Lyons, Geneva and Penn Yan, New York.

At December 31,2005, the Bank leased four of its branch facilities under noncancelable operating leases. Future minimum rental
payments under these leases for the next five years are as follows:

2006 $ 129,948
2007 128,822
2008 103,672
2009 99,707
2010 34229

$ 496378

Rent expense under the operating leases totaled $140,712 and $156,260 in 2005 and 2004, respectively.

NOTE F — DEPOSITS

Certificates of deposit in denominations of $100,000 and over were $37,087,775 and $27,080,745 at December 31,2005 and
2004, respectively.

At December 31,2005, scheduled maturities of time deposits are as follows:

2006 $ 89119960

2007 12,038516
2008 2,293,745
2009 179,034
2010 1,223,441
Thereafter 25,025
$ 104,879,721

NOTE G — SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Information concerning securities sold under agreements to repurchase as of and for the years ended December 31, is
summarized as follows:

2005 2004
Average balance $ 7269814 $ 7,601,646
Maximum month-end balance $ 8,658,996 $ 8,302,109
Carrying amounts of securities, including
accrued interest, underlying the agreements $ 8,825,099 $ 7,620,030

Securities sold under agreements to repurchase mature in less than 90 days from the transaction date. Securities sold under
agreements to repurchase either remain under the control of the Bank or are held in third party custodial accounts that recognize
the Bank’s interest in the securities.
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NOTE H — ADVANCES FROM FEDERAL HOME LOAN BANK

The Bank has an overnight line of credit and a Companion (DRA) Commitment with the Federal Home Loan Bank of New
York (FHLB) which expire on July 31, 2006. Each line has a maximum borrowing limit of $28,776,900 at December 31, 2005.
Borrowings bear interest at the federal funds rate plus eight basis points. Amounts available on the lines may also be used for term
advances. As a result, the overnight line has an available balance of $28,776,900 at December 31,2005. The Bank's investment in
FHLB stock and other assets, primarily mortgage loans, are pledged as collateral under the agreement up to the amount of any
borrowings. The Bank has the following term advances from the Federal Home Loan Bank at December 31, 2005:

Due April 27,201 |, bearing interest at 4.76% $ 1,000,000
Due May 30, 2012, bearing interest at 4.26% 1,000,000
$ 2,000,000

The advances due in 201 | and 2012 contain the option for the FHLB to convert the advances into replacement funding for the
same or a lesser principal amount based on any advance then offered by the FHLB at current market rates. If the Bank chooses not
to replace the funding, it must repay the advances on the date of the conversion.

NOTE | - ADVANCE FROM SUBSIDIARIES

Advances from subsidiaries represent debentures due from the Company to Trust | and Trust Il as discussed in Note A.

The Trust | debentures mature on June 27,2033 and bear interest at the 3-Month LIBOR plus 2.75% (7.28% at December 31,
2005), payable quarterly. The Company has the option to defer interest payments from time to time for up to 20 consecutive
quarterly periods without defaulting on the debentures. If the Company elects to defer interest payments as described above, or if
the debentures are in default, the Company shall not, and shall not allow any affiliate, to declare or pay dividends other than dividends
paid to the Company.

The Company has the option to redeem the Trust | debentures, in whole but not in part within 120 days following the
occurrence of certain special events. The special redemption price, expressed as a percentage of the principal amount of the
debentures being redeemed, ranges from 1019 at December 31, 2005 to 100% on June 27,2013 and after.

The Company also has the option to redeem the Trust | debentures, in whole or in part, beginning on June 27,2008 and
quarterly thereafter: The redemption price, expressed as a percentage of the principal amount of the debentures being redeemed,
ranges from 101% on June 2008 to 100% on June 27,2013 and after.

The Trust Il debentures mature on August 23,2034 and bear interest at the 3-Month LIBOR plus 2.65% (7.03% at December 31,
2005), payable quarterly. The Company has the option to defer interest payments from time to time for up to 20 consecutive
quarterly periods without defaulting on the debentures. If the Company elects to defer interest payments as described above, or if
the debentures are in defautt, the Company shall not declare or pay dividends.

The Company has the option to redeem the Trust Il debentures, in whole but not in part, at any time within 90 days following
the occurrence of certain special events. The special redemption price, expressed as a percentage of the principal amount of the
debentures being redeemed, ranges from 103.2% at December 31,2005 to 100% on August 23,2009 and thereafter.

The Company also has the option to redeem the Trust Il debentures, in whole or in part, beginning on August 23, 2009 and
quarterly thereafter at 100% of the principal amount plus unpaid interest accrued.

The Company has guaranteed all obligations of Trust | and Trust Il to the holders of preferred securities issued by the Trusts.



NOTE ] — INCOME TAXES

The provision for income taxes consists of the following for the years ended December 31:

2005 2004
Current tax provision
Federal $ 1,021,543 $ 690,700
State 98,054 79,400
[,119,597 770,100
Deferred tax benefit (294,497) (230,000)
$ 825,100 $ 540,100

The provision for income taxes differs from that computed by applying statutory rates to income before income taxes primarily

due to the effects of tax exempt income.
Deferred tax assets and liabilities included in other assets and other liabilities in the accompanying consolidated balance sheets

are as follows:

2005 2004
Deferred tax assets $ 1428408 $ 1,112,724
Deferred tax liabilities $ 562,824 $ 541,608

Management believes it is more likely than not that all of the deferred tax assets will be realized. The amount of the deferred
tax assets considered realizable, however, could be reduced in the near term if estimates of future taxable income are reduced.

NOTE K — STOCKHOLDERS’ EQUITY

On May 10,2004, the Company sold 75,150 shares of common stock. Net proceeds from the sale totaled $2,227,129 after
deducting offering expenses of $177,671. Each share of common stock also contained one detachable warrant. Each warrant
entitles its holder to purchase, at any time, before December 31, 2005, one additional share of common stock for $34.50. During
2004, there were 5,286 warrants converted leaving 69,864 warrants outstanding as of December 31,2004. During 2005, there
were 68,032 warrants converted. The remaining |,832 unconverted warrants expired on December 31, 2005.

The common stock and treasury stock of the Company at December 31, 2005 and 2004 are as follows:

2005 2004
Common Stock
Authorized shares, $.50 par value 2,000,000 2,000,000
Issued shares 867,664 799,632
Less: Treasury stock shares (9,183) (10,395)
858481 789,237

Outstanding shares

29



NOTE L — PENSION PLANS

The Bank participates in the New York State Bankers Retirement System (Plan), a non-contributory defined benefit pension plan covering
substantially all employees. Information regarding the plan, using a measurement date of October |, is presented below. Since the Plan’s
measurement date does not coincide with the Company's fiscal year end, the amounts presented below do not necessarily represent
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amounts contained in the consolidated financial statements.

2005 2004
Change in benefit obligation:
Benefit obligation at beginning of year $ 2,185,249 $ 2016228
Service cost 185,396 153,702
Interest cost 128,038 117,623
Actuarial loss 281428 27,755
Expenses (24,576) (21,529)
Benefits paid (103,355) (108,530)
Benefits obligation at end of year $ 2,652,180 $ 2,185,249
Change in Plan assets:
Fair value of plan assets at beginning of year 2,026,542 1,946,905
Actual return on plan assets 258,149 209,696
Employer contribution 385,985 —
Expenses (24,576) (21,529)
Benefits paid (103,355) (108,530)
Fair value of plan assets at end of year 2,542,745 2,026,542
Funded status (109,435) (158,707)
Unrecognized net actuarial loss 721,723 546,480
Unrecognized prior service cost 10,318 11,062
Prepaid pension cost recognized $ 622,606 $ 398835
Accumulated benefit obligation $ 2,062,403 $ 1,764,530
Assumptions used to determine the benefit obligations are as follows:
Discount rate 5.50% 6.00%
Rate of compensation increase 3.50% 3.50%
The components of net periodic pension cost are as follows:
Service cost $ 185396 $ 153,702
Interest cost 128,038 117,623
Expected return on plan assets (171,145) (158,158)
Amortization of prior service cost 744 1,265
Recognized net actuarial loss 19,181 22,765
$ 162214 $ 137,197
Assumptions used to determine net periodic pension cost are as follows:
Discount rate 5.50% 6.00%
Expected long-term rate of return on plan assets 7.50% 8.00%
Rate of compensation increase 3.50% 3.50%
Plan Assets
The Plan's weighted-average asset allocations by asset category are as follows:
Equity Securities 58.8% 64.7%
Debt Securities 41.2% 34.9%
Other 0.0% 0.4%
Total 100.0% 100.0%



Plan Investment Policies

The Plan was established in 1938 to provide for the payment of benefits to employees of participating banks. The Plan is overseen by a
Board of Trustees who meet quarterly and set the investment policy guidelines.

The Plan utilizes two investment management firms, (which will be referred to as Firm | and Firm Il) each investing approximately 68% and
32% of the total portfolio, respectively. The Plan’s investment objective is to exceed the investment benchmarks in each asset category. Each
firm operates under a separate written investment policy approved by the Trustees and designed to achieve an allocation approximating 60%
invested in Equity Securities and 40% invested in Debt Securities.

Each Firm shall report at least quarterly to the Investment Committee and semi-annually to the Board.

The target allocation percentage for equity securities is 60% but may vary from 50% - 70% at the investment manager's discretion.

Firm 1'is employed for its expertise as a Value manager. It is allowed to invest a certain amount of the equity portfolio under its
management in international securities and to hedge said international securities so as to protect against currency devaluations.

The equities managed by Firm Il are in a commingled Large Cap Equity Fund. The Portfolio is permitted to invest in a diversified range of
securities in the U.S. Equity Markets. Afthough the portfolio holds primarily common stocks, from time to time the portfolio may invest in
other types of investments on an opportunistic basis.

For both investment portfolios, the target allocation percentage for debt securities is 409 but may vary from 30% - 50% at the investment
manager's discretion.

The Fixed Income Portfolio managed by Firm | operates within guidelines relating to types of debt securities, quality ratings, maturities, and
maximums single and sector allocations.

The portfolio may trade foreign currencies in both spot and forward markets to effect securities transactions and to hedge underlying
asset positions. The purchase and sale of futures and options on futures on foreign currencies and on foreign and domestic bonds, bond
indices and short-term securities is permitted, however purchases may not be used to leverage the portfolio. Currency transactions may
only be used to hedge 0-100% of currency exposure of foreign securities.

The Fixed Income managed by Firm Il is a Core Bond Fixed Income Fund. The portfolio investments are limited to US Dollar
denominated, fixed income securities and selective derivatives designed to have similar attributes of such fixed income securities. The term
“fixed income security” is defined to include instruments with fixed, floating, variable, adjustable, auction-rate, zero or other coupon features.

Expected Long-Term Rate-of-Return

The expected long-term rate-of-return on plan assets reflects long-term earnings expectations on existing plan assets and those
contributions expected to be received during the current plan year. In estimating that rate, appropriate consideration was given to historical
returns earned by plan assets in the fund and the rates of return expected to be available for reinvestment. Average rates of return over the
past |, 3,5 and |10 year periods were determined and subsequently adjusted to reflect current capital market assumptions and changes in
investment allocations.

The Company contributed $193,530 and $385,985 to the Plan during 2005 and 2004, respectively.

Estimated future benefit payments, which reflect expected future service, as appropriate, are as follows:

2006 $ 100,281
2007 101,244
2008 98,984
2009 100,946
2010 99,940
Years 201 | —2015 897,930

The Bank has a contributory 401 (k) Plan for substantially all employees. Employees are eligible to contribute a percentage of their salary
up to the maximum as determined by the Internal Revenue Service. The Bank is required to match 75% of the employees’ contributions up
to a maximum of 6% of the employees’ salaries. The Bank contributed $130,258 and $95,832 under these provisions during 2005 and 2004,
respectively.
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NOTE M — SERVICE CHARGES AND FEES

Service charges and fees consisted of the following for the years ended December 31,2005 and 2004:

2005 2004

Service charges & fees on deposit accounts $ 1,071,248 $ 961,16l
ATM fees 249497 190,466
Loan commitment fees 153,450 156,393
Credit card & merchant fees 30,203 16,763
Service charges on loans 224,496 177,075
Loan servicing income 148,334 94,505
Insurance & brokerage fees 164,903 40,345
Other 2,350 3,352

$ 2,044,481 $ 1,640,060

NOTE N — RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Bank has and expects to continue to have transactions, including loans and deposit accounts with
the Company's and the Bank's executive officers and directors, and their affiliates. In the opinion of management, such transactions were on
substantially the same terms, including interest rates and collateral, as those prevailing at the time of comparable transactions with other
persons and did not involve more than a normal risk of collectibility or present any other unfavorable features. The aggregate amount of
loans to such related parties at December 31,2005 was $4,717,026. During 2005 new loans to such related parties amounted to $943,984
and repayments amounted to $1,884,007.

The Bank held deposits of $2,222,880 and $2,010,802 for related parties at December 31,2005 and 2004, respectively.

During 2005, the Bank entered into an operating lease with one of its directors. Under the terms of the lease, the Bank will receive
monthly payments of $3,314 through August 2010.

The Company paid $362,215 during 2005 and $126,253 during 2004 to Trust | and Trust Il in connection with the advances described in
Note I.

NOTE O — FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

The Bank is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing needs of
its customers. These financial instruments include commitments to extend credit and standby letters of credit. These instruments involve, to
varying degrees, elements of credit and interest rate risk in excess of the amounts recognized in the statements of financial condition. The
Bank uses the same credit policies in making commitments and conditional obligations as it does for on-balance-sheet instruments. The
Bank's exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to extend
credit and standby letters of credit is represented by the contractual notional amount of those instruments summarized as follows at
December 31, 2005:

Notional Amount

Commitments to extend credit:

Commitments to grant loans $ 22981236
Unfunded commitments under
commercial lines of credit 28,627,134
Unfunded commitments under
consumer lines of credit 15,733,461
Standby letters of credit 5659519
$ 73,001,350

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the
contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since many of
the commitments are expected to expire without being drawn upon, the total commitment amounts do not necessarily represent future
cash requirements.

The Bank evaluates each customer's credit worthiness on a case-by-case basis. The amount and type of collateral obtained,
if deemed necessary by the Bank upon extension of credit, varies and is based on management's credit evaluation of the counterparty.



Standby letters of credit are conditional lending commitments issued by the Bank to guarantee the performance of a customer to a third
party. These letters of credit are primarily issued to support public and private borrowing arrangements. Generally, letters of credit issued
have expiration dates within one year. The credit risk involved in issuing letters of credit is essentially the same as that involved in extending
loan facilities to customers. The Bank's policy for obtaining collateral, and the nature of such collateral, is essentially the same as that involved
in making commitments to extend credit. The Bank generally holds collateral supporting those commitments and at December 31,2005
such collateral amounted to $5,547,719. The amount of the liability related to guarantees was not material at December 31, 2005,

NOTE P — CONCENTRATIONS OF CREDIT

Most of the Bank's business activity is with customers in the Bank's market area. The majority of those customers are depositors of the
Bank. Investments in state and local government securities also primarily involve governmental entities within the Bank's market area. The
concentrations of credit by type of loan are set forth in Note D. The distribution of commitments to extend credit are set forth in Note O.
The Bank, as matter of policy, does not extend credit to any single borrower; or group of related borrowers in excess of its legal lending limit.

NOTE Q — REGULATORY MATTERS

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet minimum
capital requirements can initiate certain mandatory, and possibly additional discretionary, actions by regulators that, if undertaken, could have a
direct material effect on the Bank's financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Bank must meet specific capital guidelines that involve quantitative measures of the Bank's assets, liabilities, and certain
off-balance-sheet items as calculated under regulatory accounting practices. The Bank's capital amounts and classification are also subject to
qualitative judgments by the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum amounts and ratios
(set forth in the table below) of total and Tier | capital (as defined in the regulations) and of Tier | capital (as defined) to average assets (as
defined).

Effective November 21, 2005 the Bank entered into a formal written agreement with The Comptroller of the Currency (OCC) whereby
the following capital levels must be maintained: Tier | leverage capital shall at least be equal to eight percent (8%) of average assets; Tier |
risk-based capital shall at least be equal to ten percent (10%) of adjusted total assets; and total risk-based capital shall at least equal twelve
percent (12%) of risk-weighted assets. The requirement in the formal written agreement to maintain a specific capital level means that the
Bank may not be deemed to be well capitalized under the regulatory framework for prompt corrective action.

In addition to the capital requirements outlined above, the formal written agreement also restricts the Bank's ability to declare and pay a
dividend. The formal written agreement permits the declaration of a dividend only when the Bank is in compliance with its approved capital
program; when the Bank does not exceed its legal limitation on the amount of dividends that can be paid as outlined below; and when
prudent depending on the capital needs of the Bank.

Normally, the Bank is subject to legal limitations on the amount of dividends that can be paid to the Company. With the exception of
the restrictions described above, at December 31, 2005, approximately $6,469,993 was available for the declaration of dividends.

Management believes, as of December 31, 2005, that the Bank meets all capital adequacy requirements to which it is subject.

As of the most recent notification from the OCC, the Bank was categorized as adequately capitalized. There are no conditions or events
since the notification that management believes have changed the institution’s category. The Bank's approximate capital amounts and ratios
are also presented in the table.

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2005:
Total Capital
(to Risk Weighted Assets) $ 28963000  12.9% $ 17900400  80% $ 22375500 10.0%
Tier | Capital
(to Risk Weighted Assets) $ 26162000  [1.7% $ 8950200  4.0% $ 13425300  6.0%
Tier | Capital
(to Average Assets) $ 26,162,000 8.1% $ 12917080  4.0% $ 16,146,350  5.0%
As of December 31,2004
Total Capital
(to Risk Weighted Assets) $ 25005000  129% $ 15498000  80% $ 19,373,000 10.0%
Tier | Capital
(to Risk Weighted Assets) $ 22596000  [1.7% $ 7749000  4.0% $ 11,624000  6.0%
Tier | Capital
(to Average Assets) $ 22,596,000 8.4% $ 10,789,000  4.0% $ 13486000  5.0%
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NOTE R — FAIR VALUES OF FINANCIAL INSTRUMENTS

The carrying amounts and estimated fair values of the Company’s financial instruments at December 31, 2005 and 2004, are as follows:

Carrying Fair
2005 Amount Value
Financial assets:
Cash and due from banks $ 13838644 $ 13838644
Federal funds sold 415,945 415945
Interest-bearing deposits in banks 100,000 100,000
Investment securities 92923,723 92,923,723
Loans, net of allowance 194,761,112 193,398,988
Accrued interest receivable 1,779,426 1,779,426
Financial liabilities:
Deposits 281,756,538 282,197,582
Securities sold under agreements to repurchase 7,655,187 7,655,187
Advances from Federal Home Loan Bank 2,000,000 2,074,800
Advances from subsidiary 6,000,000 6,000,000
Accrued interest payable 442,277 442,277
2004
Financial assets:
Cash and due from banks $ 7878492 $ 7878492
Federal funds sold 3,929,680 3,929,680
Interest-bearing deposits in banks 100,000 100,000
Investment securities 76,880,320 76,880,320
Loans, net of allowance 173,380,960 183,564,049
Accrued interest receivable 1,383,791 1,383,791
Financial liabilities:
Deposits 237,259,800 237910617
Securities sold under agreements to repurchase 6,474,178 6,474,178
Advances from Federal Home Loan Bank 5,000,000 5,062,000
Advances from subsidiary 6,000,000 6,000,000
Accrued interest payable 355,155 355,155

Amounts in the preceding table are included in the consolidated balance sheets under the applicable captions. The fair values of
off-balance-sheet financial instruments are not significant.



NOTE S — SEGMENT INFORMATION

The Company has two reportable segments, the Bank and LRAC. The Bank provides traditional commercial banking services to both
individuals and businesses. LRAC is a real estate investment trust that holds only real estate mortgages.

Segment information for 2005 and 2004 is as follows (in thousands):

Consolidated

2005 Bank LRAC Eliminations Totals
Net Interest Income $ 10,155 $ 1497 $ (8) $ 11644
Other Revenue —
External customers 2,694 6 — 2,700
Other Revenue —
From other segments 59 34 93) —
Allowance for loan losses 2,593 |76 — 3,129
Assets 319,036 25,344 (25,344) 319,036
2004
Net Interest Income $ 7803 $ 1497 $ ) $ 9293
Other Revenue —
External customers 2,350 3 — 2,353
Other Revenue —
From other segments 59 33 92) —
Allowance for loan losses 2,241 168 — 2,409
Assets 274,406 23,861 (23.861) 274,406

The accounting policies of the segments are the same as those described in Note A. The Company evaluates performance based on
net interest income and net income.

The Company’s reportable segments are strategic business units. They are managed separately because each segment has an impact
on the Company's income tax expense based on amounts distributed from LRAC to the Bank.

The Company does not have other operating segments other than those reported. Parent company assets totaling $2,236,742 and
$1,870,089 at December 31,2005 and 2004, respectively, are not included in total assets above. In addition, parent company net interest
income (expense) totaling $(350,771) in 2005 and $108,796 in 2004 is not included in net interest income above. All other assets and
income items for the parent company are immaterial.





