
http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm

10-Q 1 d69785_10-q.htm QUARTERLY REPORT 
 

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
 

FORM 10-Q
 
(Mark One)
x QUARTERLY REPORT PURSUANT TO SECTION 13 or 15(d) OF THE SECURITIES EXCHANGE 
ACT OF 1934
 
For the quarterly period ended                               September 30, 2006

or
 
o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE 
ACT OF 1934
 
For the transition period from _________________ to __________________________________________
 
Commission File Number:                                     1-5273-1
 

Sterling Bancorp
(Exact name of registrant as specified in its charter)

 
New York  13-2565216

(State or other jurisdiction of
incorporation or organization) 

 
 (I.R.S. Employer

 Identification) 
   

650 Fifth Avenue, New York, N.Y.  10019-6108
(Address of principal executive offices)  (Zip Code)
   

212-757-3300
 (Registrant’s telephone number, including area code)

 
N/A

(Former name, former address and former fiscal year, if changed since last report)
 

http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm (1 of 72)12/4/2006 8:35:28 AM



http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm

    Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period 
that the registrant was required to file such reports), and (2) has been subject to such filing requirements 
for the past 90 days. x Yes o No

    Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-
accelerated filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the 
Exchange Act. (Check one): 
Large Accelerated Filer o Accelerated Filer x Non-Accelerated Filer o

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

As of October 31, 2006 there were 18,712,072 shares of common stock,
$1.00 par value, outstanding.
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STERLING BANCORP AND SUBSIDIARIES
Consolidated Balance Sheets

(Unaudited)
 

ASSETS
September 30,

2006 
December 31,

2005 

   
Cash and due from banks $ 67,735,817 $ 68,562,037 
Interest-bearing deposits with other banks  1,348,433  1,212,227 
       
Securities available for sale (at estimated fair value;
   pledged: $106,852,607 in 2006 and $111,233,053 in 2005)  155,997,067  201,259,112 
Securities held to maturity (pledged: $263,176,823 in 2006
   and $301,246,338 in 2005) (estimated fair value:
   $439,928,296 in 2006 and $504,514,084 in 2005)  450,430,433  514,039,476 
   
         Total investment securities  606,427,500  715,298,588 
   
       
Loans held for sale  30,047,566  40,977,538 
   
Loans held in portfolio, net of unearned discounts  1,122,197,428  1,012,056,935 
Less allowance for loan losses  16,583,502  15,369,095 
   
         Loans, net  1,105,613,926  996,687,840 
   
Customers’ liability under acceptances  1,724,916  589,667 
Goodwill  22,842,416  21,158,440 
Premises and equipment, net  10,956,076  10,855,714 
Other real estate  2,053,192  859,541 
Accrued interest receivable  5,504,466  6,116,107 
Bank owned life insurance  27,677,451  26,964,575 
Other assets  52,720,860  50,239,755 
   
         Total assets from continuing operations  1,934,652,619  1,939,522,029 
Assets - discontinued operations  6,562,752  116,520,457 
   
 $ 1,941,215,371 $ 2,056,042,486 
   
       
LIABILITIES AND SHAREHOLDERS’ EQUITY       
Deposits       
   Demand deposits $ 507,367,362 $ 510,883,966 
   Savings, NOW and money market deposits  404,953,872  436,173,517 
   Time deposits  523,121,890  501,268,657 
   
         Total deposits  1,435,443,124  1,448,326,140 
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Securities sold under agreements to repurchase – customers  59,092,237  61,067,073 
Securities sold under agreements to repurchase – dealers  58,385,000  88,729,000 
Federal funds purchased  20,000,000  55,000,000 
Commercial paper  44,366,148  38,191,016 
Short-term borrowings – FHLB  30,000,000  35,000,000 
Short-term borrowings – other  1,110,069  3,851,246 
Long-term borrowings – FHLB  20,000,000  60,000,000 
Long-term borrowings – subordinated debentures  25,774,000  25,774,000 
   
         Total borrowings  258,727,454  367,612,335 
   
Acceptances outstanding  1,724,916  589,667 
Accrued expenses and other liabilities  103,277,928  91,537,747 
Liabilities – discontinued operations  1,013,570  389,037 
   
         Total liabilities  1,800,186,992  1,908,454,926 
   
       
Shareholders’ equity       
Common stock, $1 par value. Authorized 50,000,000 shares;
    issued 21,177,084 and 21,066,916 shares, respectively  21,177,084  21,066,916 
Capital surplus  167,938,391  166,313,566 
Retained earnings  16,951,172  20,739,352 
Accumulated other comprehensive loss, net of tax  (5,333,723)  (5,229,620)
   
  200,732,924  202,890,214 
       
Less       
   Common shares in treasury at cost, 2,465,012
     and 2,231,442 shares, respectively  59,704,545  55,280,647 
  Unearned compensation  —  22,007 
   
         Total shareholders’ equity  141,028,379  147,587,560 
   
 $ 1,941,215,371 $ 2,056,042,486 
   
 
See Notes to Consolidated Financial Statements. 
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STERLING BANCORP AND SUBSIDIARIES
Consolidated Statements of Operations

(Unaudited)
 

Three Months Ended
September 30, 

Nine Months Ended
September 30, 

 2006  2005  2006  2005  

     
INTEREST INCOME             
  Loans $ 22,600,005 $ 18,392,637 $ 63,569,045 $ 50,471,112 
  Investment securities
    Available for sale  1,900,888  2,309,023  6,080,677  7,277,809 
    Held to maturity  5,231,002  5,626,580  16,526,116  16,569,371 
  Federal funds sold  12,865  60,791  87,736  283,287 
  Deposits with other banks  22,477  16,161  73,121  38,261 
     
         Total interest income  29,767,237  26,405,192  86,336,695  74,639,840 
     
INTEREST EXPENSE             
  Deposits             
    Savings, NOW and money market  2,406,401  1,182,574  5,861,780  2,577,932 
    Time  5,169,986  3,771,103  14,345,659  9,913,416 
 Securities sold under agreements
    to repurchase             
      – customers  974,239  548,213  2,436,460  1,301,964 
      – dealers  1,113,744  517,973  3,441,885  1,186,893 
  Federal funds purchased  305,155  209,462  691,376  387,495 
  Commercial paper  610,623  237,243  1,553,147  619,730 
  Short-term borrowings – FHLB  725,385  51,649  1,560,750  107,485 
  Short-term borrowings – other  5,327  6,106  23,108  16,566 
  Long-term borrowings – FHLB  297,176  833,502  1,344,028  2,641,892 
  Long-term borrowings –
    subordinated debt  523,438  523,438  1,570,313  1,570,313 
     
        Total interest expense  12,131,474  7,881,263  32,828,506  20,323,686 
  Interest expense allocated to
    discontinued operations  (855,869)  (660,456)  (2,508,092)  (1,687,899)
     
Net interest income  18,491,632  19,184,385  56,016,281  56,004,053 
Provision for loan losses  1,510,367  1,508,000  3,252,596  4,212,000 
     
Net interest income after provision
   for loan losses  16,981,265  17,676,385  52,763,685  51,792,053 
     
NONINTEREST INCOME             
  Customer related service charges
   and fees  6,339,802  3,932,277  15,871,707  10,957,279 
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  Mortgage banking income  2,331,076  4,601,006  7,115,048  13,034,852 
  Trust fees  147,641  149,446  437,161  472,969 
  Bank owned life insurance income  224,511  460,209  712,876  1,147,573 
  Securities gains/(losses)  —  —  (444,631)  196,680 
  Other income  209,553  87,756  350,982  430,087 
     
        Total noninterest income  9,252,583  9,230,694  24,043,143  26,239,440 
     
NONINTEREST EXPENSES             
  Salaries  8,699,039  7,863,889  25,572,626  23,031,597 
  Employee benefits  2,393,846  2,426,485  8,066,118  6,350,282 
     
    Total personnel expense  11,092,885  10,290,374  33,638,744  29,381,879 
  Occupancy and equipment expenses, net  2,549,552  2,313,030  7,332,527  6,529,678 
  Advertising and marketing  973,882  909,736  2,779,480  2,960,465 
  Professional fees  1,620,677  702,179  4,136,283  3,567,043 
  Communications  485,987  359,193  1,331,703  1,145,705 
  Other expenses  2,741,007  2,655,972  7,573,187  7,033,552 
     
        Total noninterest expenses  19,463,990  17,230,484  56,791,924  50,618,322 
     
Income from continuing operations
  before income taxes  6,769,858  9,676,595  20,014,904  27,413,171 
Provision for income taxes  1,766,869  3,647,786  3,148,590  10,271,594 
     
Income from continuing operations  5,002,989  6,028,809  16,866,314  17,141,577 
Income/(loss) from discontinued
  operations, net of tax  183,686  245,140  (374,021)  955,248 
Loss on sale of discontinued
  operations, net of tax  (9,604,166)  —  (9,604,166)  — 
     
Net (loss)/income $ (4,417,491) $ 6,273,949 $ 6,888,127 $ 18,096,825 
     
 
See Notes to Consolidated Financial Statements. 
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STERLING BANCORP AND SUBSIDIARIES
Consolidated Statements of Operations

(Unaudited)
 

continued 
     

Three Months Ended
September 30, 

Nine Months Ended
September 30, 

 2006  2005  2006  2005  

             
Average number of common
  shares outstanding             
   Basic  18,712,072  19,229,677  18,752,107  19,209,914 
   Diluted  19,230,823  19,851,580  19,274,858  19,806,957 
             
Income from continuing operations,
  per average common share             
   Basic $ 0.27 $ 0.31 $ 0.90 $ 0.89 
   Diluted  0.27  0.30  0.88  0.86 
             
Net (loss)/income per average 
   common share             
   Basic  (0.23)  0.32  0.37  0.94 
   Diluted  (0.23)(1)  0.31  0.36  0.91 
             
Dividends per common share  0.19  0.18  0.57  0.54 
 
(1) Due to a loss for the period, zero incremental shares are included because the effect would be antidilutive. 
 
See Notes to Consolidated Financial Statements. 
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STERLING BANCORP AND SUBSIDIARIES
Consolidated Statements of Comprehensive (Loss) / Income

(Unaudited)
 
Three Months Ended

September 30, 
Nine Months Ended

September 30, 
 2006  2005  2006  2005  

             
Net (Loss)/Income $ (4,417,491) $ 6,273,949 $ 6,888,127 $ 18,096,825 
             
Other comprehensive (loss)/income,
  net of tax:             
             
  Unrealized holding (losses)/gains
    arising during the period  1,871,726  (1,211,465)  (347,805)  (2,119,156)
             
  Reclassification adjustment for
    (gains)/losses included in net income  —  —  243,702  (106,404)
             

Comprehensive (loss)/income $ (2,545,765) $ 5,062,484 $ 6,784,024 $ 15,871,265 

 
See Notes to Consolidated Financial Statements. 
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STERLING BANCORP AND SUBSIDIARIES
Consolidated Statements of Changes in Shareholders’ Equity 

(Unaudited)
 

Nine Months Ended 
September 30, 

 2006  2005  

Common Stock     
   Balance at January 1 $ 21,066,916 $ 19,880,521 
   Common shares issued under stock incentive plan  110,168  262,610 

   Balance at September 30 $ 21,177,084 $ 20,143,131 

        
Capital Surplus       
   Balance at January 1 $ 166,313,566 $ 145,310,745 
   Common shares issued under stock incentive plan
     and related tax benefits  1,624,825  3,783,678 

   Balance at September 30 $ 167,938,391 $ 149,094,423 

        
Retained Earnings       
   Balance at January 1 $ 20,739,352 $ 28,664,568 
   Net Income  6,888,127  18,096,825 
   Cash dividends paid – common shares  (10,676,307)  (10,444,287)

   Balance at September 30 $ 16,951,172 $ 36,317,106 

        
Accumulated Other Comprehensive Loss       
   Balance at January 1 $ (5,229,620) $ (1,921,060)

   Unrealized holding losses
     arising during the period:       
      Before tax  (422,066)  (3,935,894)
      Tax effect  74,261  1,816,738 

        Net of tax  (347,805)  (2,119,156)

   Reclassification adjustment for losses/(gains)
    included in net income:       
      Before tax  444,631  (196,680)
      Tax effect  (200,929)  90,276 

        Net of tax  243,702  (106,404)
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   Balance at September 30 $ (5,333,723) $ (4,146,620)

        
Treasury Stock       
   Balance at January 1 $ (55,280,647) $ (42,939,969)
   Purchase of common shares  (3,810,106)  (3,322,666)
   Surrender of shares issued under stock incentive plan  (613,792)  (1,606,279)

   Balance at September 30 $ (59,704,545) $ (47,868,914)

        
Unearned Compensation       
   Balance at January 1 $ (22,007) $ (291,212)
   Amortization of unearned compensation  22,007  203,193 

   Balance at September 30 $ — $ (88,019)

        
Total Shareholders’ Equity       
   Balance at January 1 $ 147,587,560 $ 148,703,593 
   Net changes during the period  (6,559,181)  4,747,514 

   Balance at September 30 $ 141,028,379 $ 153,451,107 

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

(Unaudited)
 

Nine Months Ended
September 30, 

 2006  2005  

   
Operating Activities     
   Net Income $ 6,888,127 $ 18,096,825 
   Loss/(Income) from discontinued operations included below
    in operating cash flows from discontinued operations  9,978,187  (955,248)

   Income from continuing operations  16,866,314  17,141,577 
   Adjustments to reconcile income from continuing operations
    to net cash provided by operating activities:       
     Provision for loan losses  3,252,596  4,212,000 
     Depreciation and amortization of premises and equipment  1,719,800  1,495,199 
     Securities losses (gains)  444,631  (196,680)
     Income from bank owned life insurance  (712,876)  (1,147,573)
     Deferred income tax provision (benefit)  2,287,029  (746,233)
     Proceeds from sale of loans  453,049,782  523,824,646 
     Gains on sales of loans, net  (7,115,048)  (13,034,852)
     Originations of loans held for sale  (435,004,762)  (523,867,731)
     Amortization of unearned compensation  22,007  203,193 
     Amortization of premiums on securities  451,606  758,630 
     Accretion of discounts on securities  (361,529)  (473,278)
     Increase (Decrease) in accrued interest receivable  611,641  (169,457)
     Decrease (Increase) in accrued expenses and
      other liabilities  821,064  (1,337,718)
     Increase in other assets  (3,333,608)  (4,949,988)
     Other, net  (609,995)  305,985 

      Net cash provided by operating activities  32,388,652  2,017,720 

       
Investing Activities       
   Purchase of premises and equipment  (1,287,069)  (1,989,213)
   Net increase in interest-bearing deposits
    with other banks  (136,206)  (1,757,334)
   Net increase in loans held in portfolio  (50,233,910)  (88,753,764)
 (Increase) Decrease in other real estate  (1,193,651)  439,220 
   Proceeds from prepayments, redemptions or maturities
    of securities – held to maturity  63,676,853  77,508,464 
   Purchases of securities – held to maturity  (115,870)  (127,413,506)
   Proceeds from sales of securities – available for sale  25,369,800  2,932,250 
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   Proceeds from prepayments, redemptions or maturities
    of securities – available for sale  32,406,104  53,354,017 
   Purchases of securities – available for sale  (12,816,790)  (36,447,371)
   Cash paid in acquisition  (44,901,402)  — 

      Net cash provided by (used in) investing activities  10,767,859  (122,127,237)

       
Financing Activities       
   Net (decrease) increase in deposits  (22,950,481)  133,641,324 
   Net (decrease) increase in borrowings  (108,884,881)  26,660,317 
   Purchase of treasury stock  (3,810,106)  (3,322,666)
   Net proceeds from issuance of common stock including
    the exercise of stock options  1,734,993  2,564,767 
   Cash dividends paid on common stock  (10,676,307)  (10,444,287)

      Net cash (used in) provided by financing activities  (144,586,782)  149,099,455 

       
Cash flows from discontinued operations       
   Operating cash flows  9,860,051  2,669,233 
   Investing cash flows  90,744,000  2,808,561 

         Total  100,604,051  5,477,794 

       
Net (decrease) increase in cash and due from banks  (826,220)  34,467,732 
Cash and due from banks – beginning of period  68,562,037  47,985,092 

Cash and due from banks – end of period $ 67,735,817 $ 82,452,824 

       
Supplemental disclosures:       
  Interest paid $ 32,745,564 $ 19,517,578 
   Income taxes paid  7,467,452  13,020,100 
 
See Notes to Consolidated Financial Statements. 
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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 September 30, 2006 and 2005 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 2005 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, 2005. The Company effected a 5% stock dividend on December 12, 2005. Fractional 
shares were cashed-out and payments were made to shareholders in lieu of fractional shares. All capital and 
share amounts as well as basic and diluted average number of shares outstanding and earnings per average 
common share information for all prior reporting periods have been restated to reflect the effect of the stock 
dividend.
 

2. As of April 3, 2006, Sterling Resource Funding Corp., a subsidiary of the bank, completed the acquisition of 
the business and certain assets ($64.1 million) and liabilities ($21.0 million) of PL Services, L.P., a provider of 
credit and accounts receivable management services to the staffing industry, in an all cash transaction. A 
general allowance for loan losses in the amount of $1.8 million was carried over. Preliminary goodwill 
recognized in this transaction amounted to $1.7 million and was assigned to the Corporate Lending segment. 
This acquisition, when considered under relevant disclosure guidance, does not require the presentation of 
separate pro forma financial information.
 

3. In September 2006, the Company sold for cash the business conducted by Sterling Financial Services (“Sterling 
Financial”), which included a loan portfolio of approximately $132 million. 
 

 The results of operations of Sterling Financial have been reported as a discontinued operation in the 
consolidated statements of operations for all periods presented in these consolidated financial statements. The 
Company recorded a pre-tax loss on the sale of $15,576,289 and a tax benefit of $5,972,123. Total revenues 
generated by the operations of Sterling Financial amounted to $2,535,775 and $2,950,767 for the quarters 
ended September 30, 2006 and 2005, respectively; total revenues amounted to $8,192,645 and $9,027,150 for 
the nine months ended September 30, 2006 and 2005, respectively. Income tax expense associated with 
discontinued operations was $151,445 and $210,434 for the quarters ended September 30, 2006 and 2005, 
respectively. For the nine months ended September 30, 2006 and 2005, the income tax (benefit) and income tax 
expense associated with discontinued operations, exclusive of loss on sale, were $(308,375) and $820,008, 
respectively. 
 

 The assets and liabilities of discontinued operations are presented separately in the consolidated balance sheets 
for the periods presented in these consolidated financial statements. The details are as follows:
 

 September 30,
2006  December 31,

2005  
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 Assets     
 Cash and due from banks $ 1,430,812 $ 586,646 
 Loans, net of allowance for loan losses  4,647,424  115,594,116 
 Other assets  484,516  339,695 

    
    Total Assets $ 6,562,752 $ 116,520,457 

    
 Liabilities       
 Accrued expenses and other liabilities $ 1,013,570 $ 389,037 

    
    Total Liabilities $ 1,013,570 $ 389,037 
    

9

http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm (16 of 72)12/4/2006 8:35:29 AM



http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm

STERLING BANCORP AND SUBSIDIARIES
Notes to Consolidated Financial Statements

(Unaudited)
 
4. At September 30, 2006, the Company has a stock-based employee compensation plan, which is described more 

fully in Note 1 and Note 14 to the consolidated financial statements in the Company’s annual report on Form 
10-K for the year ended December 31, 2005. Prior to January 1, 2006, the Company accounted for this plan 
under the recognition and measurement principles of Accounting Principles Board (“APB”) Opinion No. 25, 
Accounting for Stock Issued to Employees, and related Interpretations. No stock-based employee compensation 
cost was reflected in net income, as all options granted under those plans had an exercise price equal to the 
market value of the underlying common stock on the date of grant. In accordance with Statement of Financial 
Accounting Standards (“SFAS”) No. 148, the following table illustrates the effect on net income and earnings 
per average common share if the Company had applied the fair value recognition provisions of SFAS No. 123, 
Accounting for Stock-Based Compensation, to the stock-based employee compensation plans.
 

 
Three Months 

Ended 
September 30, 2005

 
Nine Months

Ended 
September 30, 2005

 

    
 Income from continuing operations $ 6,028,809 $ 17,141,577 

 

Deduct: Total stock-based employee
    compensation expense determined under
    fair value based method for all awards,
    net of related tax effects  (65,577)  (188,367)

    
 Pro forma, income from continuing operations  5,963,232  16,953,210 
 Income from discontinued operations, net of tax  245,140  955,248 
    
 Pro forma, net income $ 6,208,372 $ 17,908,458 
    

 
Income from continuing operations per
    average common share:       

     Basic- as reported $ 0.31 $ 0.89 
     Basic- pro forma  0.31  0.88 
     Diluted- as reported  0.30  0.86 
     Diluted- pro forma  0.30  0.85 
 Net income per average common share       
     Basic- as reported $ 0.32 $ 0.94 
     Basic- pro forma  0.32  0.93 
     Diluted- as reported  0.31  0.91 
     Diluted- pro forma  0.31  0.90 
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As of January 1, 2006, the Company adopted SFAS No. 123R, Share-Based Payment, which among other 
provisions, eliminated the ability to account for stock-based compensation using APB 25 and requires that such 
transactions be recognized as compensation cost in the income statement for awards expected to be vested 
based on their fair values on the measurement date, which is generally the date of the grant. On June 30, 2006, 
4,725 nonqualified stock options were granted to each nonmanagement member of the Company’s Board of 
Directors; the exercise price was equal to the closing price of the Company’s common shares on that date. The 
fair value of each option was calculated to be $4.90 using the Black-Scholes option pricing model. These 
options expire five years from the date of grant and become exercisable in four annual installments starting one 
year from the date of grant, or upon the earlier death or disability of the grantee.

10
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 The Company uses the Black-Scholes option pricing model to estimate an option’s fair value. The fair value of 

options included in the compensation charge recorded in the third quarter and nine months ended September 
30, 2006 was estimated using the following assumptions: risk-free interest rate of 5.10%, dividend yield of 
3.897%, expected volatility of 32.55% and weighted average expected life of 5 years. The risk-free interest rate 
is based on the 5-year U.S. Treasury yield in effect at the time of grant. The dividend yield reflects the 
Company’s actual dividend yield at the date of grant. Expected volatility is based on the historical volatility of 
the Company’s stock over the 5-year period prior to the grant date. The weighted average expected life 
represents the weighted average period of time that options granted are expected to be outstanding giving 
consideration to vesting schedules and the Company’s historical exercise patterns. All options granted to 
nonmanagement members of the Company’s Board of Directors vest evenly over four years commencing one 
year from the date of the grant and expire 5 years from the date of the grant. All options granted to employees 
vest one year from the date of grant and expire ten years from the date of grant. Compensation cost is 
recognized, net of estimated forfeitures, over the vesting period of the options on a straight-line basis. 
 

 Under the provisions of SFAS No. 123R, the Company recorded compensation expense of $11,583 during the 
third quarter and nine months ended September 30, 2006. There was no material impact to net income, net 
income per share or cash flows resulting from the adoption of SFAS No. 123R as compared to what would 
have been recorded under APB 25. As of September 30, 2006, the total remaining unrecognized compensation 
cost related to stock options granted under the Company’s plan was $173,750, which is expected to be 
recognized over a weighted-average vesting period of 3.75 years. 
 

5. The major components of domestic loans held for sale and loans held in portfolio are as follows: 
  

 September 30,
2006  December 31,

2005  

    
    

 Loans held for sale     
   Real estate-residential mortgage $ 30,047,566 $ 40,977,538 
    
 Loans held in portfolio       
   Commercial and industrial $ 615,777,692 $ 515,971,714 
   Lease financing  245,008,614  218,700,981 
   Real estate-residential mortgage  128,345,718  147,745,576 
   Real estate-commercial mortgage  121,050,716  110,871,291 
   Real estate-construction  3,732,717  2,309,103 
   Installment  14,156,075  13,125,085 
   Loans to depository institutions  27,000,000  32,000,000 
    
         

   Loans held in portfolio, gross  1,155,071,532  1,040,723,750 
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   Less unearned discounts  32,874,104  28,666,815 
    

 
  Loans held in portfolio, net of
    unearned discounts $ 1,122,197,428 $ 1,012,056,935 

    

11
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6. 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.
      

 Three Months Ended 
September 30,

Nine Months Ended 
September 30,

 
  2006  2005  2006  2005  

      
  

 COMPONENTS OF NET PERIODIC BENEFIT COST         
 Service cost $ 445,618 $ 395,231 $ 1,359,864 $ 1,202,917 
 Interest cost  600,700  559,634  1,801,242  1,578,620 
 Expected return on plan assets  (538,923)  (480,328)  (1,647,705)  (1,365,426)
 Amortization of prior service cost  18,985  18,324  56,791  56,556 
 Recognized actuarial loss  332,861  291,769  989,049  706,477 
      
 Net periodic benefit cost $ 859,241 $ 784,630 $ 2,559,241 $ 2,179,144 
      
  
 The Company contributed $1,000,000 to the defined benefit pension plan as of September 30, 2006.
  
7. The following information is provided in connection with the sales and/or calls of available for sale securities:

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

     
   2006  2005  2006  2005  

       
  Proceeds $ — $ — $ 25,369,800 $ 2,932,250 
               
  Gross Gains  —  —  14,866  196,680 
               
  Gross Losses  —  —  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 PL Services, L.P. 
  
8. 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.
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 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 the 
interest incurred on interest-bearing liabilities. The Company’s 2006 year-to-date average interest-earning 
assets were 60.3% loans (corporate lending was 66.1% and real estate lending was 29.6% of total loans, 
respectively) and 39.4% investment securities and money market investments. There are no industry 
concentrations exceeding 10% of loans, gross, in the corporate lending segment. Approximately 69% 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.
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The following tables provide certain information regarding the Company’s operating segments for the three- and 
nine-month periods ended September 30, 2006 and 2005 (all amounts are from continuing operations except where 
designated as discontinued):
 

Corporate
Lending 

Real Estate
Lending 

Company-wide
Treasury 

Totals

     
Three Months Ended September 30, 2006         
Net interest income $ 9,667,017 $ 5,420,192 $ 3,150,192 $ 18,237,401 
Noninterest income  6,015,711  2,408,098  425,911  8,849,720 
Depreciation and amortization  168,349  91,891  614  260,854 
Segment income from continuing operations
   before income taxes  6,908,792  3,429,499  2,969,068  13,307,359 
Segment income from discontinued operations
   before income taxes  335,131  —  —  335,131 
Segment assets from continuing operations  778,980,378  371,995,560  751,887,140  1,902,863,078 
Segment assets from discontinued operations  6,562,752  —  —  6,562,752 
             
Three Months Ended September 30, 2005             
Net interest income $ 7,885,476 $ 5,928,749 $ 5,143,317 $ 18,957,542 
Noninterest income  3,429,042  4,689,523  537,257  8,655,822 
Depreciation and amortization  109,996  103,254  620  213,870 
Segment income from continuing operations
   before income taxes  4,874,266  5,636,868  5,613,007  16,124,141 
Segment income from discontinued operations
   before income taxes  455,574  —  —  455,574 
Segment assets from continuing operations  692,310,205  367,284,929  839,492,676  1,899,087,810 
Segment assets from discontinued operations  109,083,884  —  —  109,083,884 
             
Nine Months Ended September 30, 2006             
Net interest income $ 27,240,511 $ 16,259,425 $ 11,731,459 $ 55,231,395 
Noninterest income  14,634,386  7,345,291  612,353  22,592,030 
Depreciation and amortization  446,642  293,893  1,843  742,378 
Segment income from continuing operations
   before income taxes  19,856,222  9,621,155  10,650,366  40,127,743 
Segment loss from discontinued operations
   before income taxes  682,396  —  —  682,396 
Segment assets from continuing operations  778,980,378  371,995,560  751,887,140  1,902,863,078 
Segment assets from discontinued operations  6,562,752  —  —  6,562,752 
             
Nine Months Ended September 30, 2005             
Net interest income $ 22,605,189 $ 16,141,238 $ 16,590,184 $ 55,336,611 
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Noninterest income  9,251,274  13,302,619  1,741,781  24,295,674 
Depreciation and amortization  293,516  282,824  1,838  578,178 
Segment income from continuing operations
   before income taxes  13,151,722  16,018,794  18,074,853  47,245,369 
Segment income from discontinued operations
   before income taxes  1,775,256  —  —  1,775,256 
Segment assets from continuing operations  692,310,205  367,284,929  839,492,676  1,899,087,810 
Segment assets from discontinued operations  109,083,884  —  —  109,083,884 

13
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The following table sets forth reconciliations of net interest income, noninterest income, profits and assets of 
reportable operating segments to the Company’s consolidated totals:
 

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

 2006  2005  2006  2005  

     
Net interest income:         
   Total for reportable operating segments $ 18,237,401 $ 18,957,542 $ 55,231,395 $ 55,336,611 
   Other [1]  254,231  226,843  784,886  667,442 

             
Consolidated net interest income $ 18,491,632 $ 19,184,385 $ 56,016,281 $ 56,004,053 

             
Noninterest income:             
   Total for reportable operating segments $ 8,849,720 $ 8,655,822 $ 22,592,030 $ 24,295,674 
   Other [1]  402,863  574,872  1,451,113  1,943,766 

             
Consolidated noninterest income $ 9,252,583 $ 9,230,694 $ 24,043,143 $ 26,239,440 

             
Income from continuing operations 
before 
   income taxes:             
   Total for reportable operating segments $ 13,307,359 $ 16,124,141 $ 40,127,743 $ 47,245,369 
   Other [1]  (6,537,501)  (6,447,546)  (20,112,839)  (19,832,198)

             
Consolidated income from continuing
   operations before income taxes $ 6,769,858 $ 9,676,595 $ 20,014,904 $ 27,413,171 

             
Assets:             
   Total for reportable operating 
segments:             
     - continuing operations $1,902,863,078 $1,899,087,810 $1,902,863,078 $1,899,087,810 
     - discontinued operations  6,562,752  109,083,884  6,562,752  109,083,884 
   Other [1]  31,789,541  26,959,247  31,789,541  26,959,247 

             

http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm (25 of 72)12/4/2006 8:35:29 AM



http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm

Consolidated assets $1,941,215,371 $2,035,130,941 $1,941,215,371 $2,035,130,941 

 
[1] Represents operations not considered to be a reportable segment and/or general operating expenses of the 
Company. 
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9. In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial 

Accounting Standards (“SFAS”) No. 158, Employers’ Accounting for Defined Benefit Pension and Other 
Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R), (“SFAS No. 158”), 
which amends SFAS No. 87 and SFAS No. 106 to require recognition of the overfunded or underfunded status 
of pension and other postretirement benefit plans on the balance sheet. The funded status is measured as the 
difference between plan assets at fair value and the benefit obligation (the projected benefit obligation for 
pension plans or the accumulated benefit obligation for other postretirement benefit plans). The Company is 
also required to measure the funded status of a plan as of the date of its year-end statement of financial position 
and to recognize changes in the funded status through comprehensive income. SFAS No. 158 also requires 
certain disclosures regarding the effects on net periodic benefit cost for the next fiscal year that arise from 
delayed recognition of gains or losses, prior service costs or credits, and the transition asset or obligation 
remaining from the initial application of SFAS No. 87 and SFAS No. 106. SFAS No. 158 is effective for 
publicly-held companies for fiscal years ending after December 15, 2006, except for the measurement date 
provisions, which are effective for fiscal years ending after December 15, 2008. The Company is currently 
analyzing the effects of SFAS No. 158 but does not expect its implementation will have a significant impact on 
the Company’s financial condition or results of operations. 
 

 In September 2006, FASB issued SFAS No. 157, Fair Value Measurements, (“SFAS No. 157”). SFAS No. 157 
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.
 

 In September 2006, the FASB ratified the consensus reached by the Emerging Issues Task Force (“EITF”) on 
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 (“EITF 
Issue No. 06-5”). FASB Technical Bulletin No. 85-4 requires that the amount that could be realized under the 
insurance contract as of the date of the statement of financial position should be reported as an asset. Since the 
issuance of FASB Technical Bulletin No. 85-4, there has been diversity in practice in the calculation of the 
amount that could be realized under insurance contracts. EITF Issue No. 06-5, which is effective January 1, 
2007, concludes that the Company should consider any additional amounts (e.g., cash stabilization reserves and 
deferred acquisition cost taxes) included in the contractual terms of the insurance policy other than the cash 
surrender value in determining the amount that could be realized in accordance with FASB Technical Bulletin 
No. 85-4. The adoption of EITF Issue No. 06-5 is not expected to have a material impact on the Company’s 
results of operations or financial condition.
 

http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm (27 of 72)12/4/2006 8:35:29 AM



http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm

 In September 2006, the EITF reached a consensus on Issue No.06-4, Accounting for Deferred Corporation and 
Postretirement Benefit Aspects of Endorsement Split Dollar Life Insurance Arrangements, (“EITF Issue No. 06-
4”). EITF Issue No. 06-4 is effective for fiscal years beginning after December 31, 2007. Under the provisions 
of EITF Issue No. 06-4, an employer should recognize a liability for future benefits for endorsement split-dollar 
life insurance agreements that are within the scope of this EITF Issue. The Company owns life insurance 
policies subject to endorsement split-dollar life insurance agreements and is currently evaluating the effect of 
adoption on its results of operations and financial condition. 
 

 In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin 
No.108 (“SAB 108”). SAB 108 provides interpretive guidance on how the effects of the carryover or reversal 
of prior year misstatements should be 
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 considered in quantifying a potential current year misstatement. Prior to SAB 108, companies might evaluate 

the materiality of financial statement misstatements using either the income statement or balance sheet 
approach, with the income statement approach focusing on new misstatements added in the current year, and 
the balance sheet approach focusing on the cumulative amount of misstatement present in a company’s balance 
sheet. Misstatements that would be material under one approach could be viewed as immaterial under another 
approach, and not be corrected. SAB 108 now requires that companies view financial statement misstatements 
as material if they are material according to either the income statement or balance sheet approach. The 
Company has analyzed SAB 108 and determined that upon adoption it is not expected to have impact on the 
Company’s reported results of operations or financial condition. 
 

 In July 2006, the FASB issued Financial Accounting Standards Interpretation No. 48, (“FIN 48”), Accounting 
for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 109. FIN 48 clarifies the accounting 
for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with SFAS No. 
109, Accounting for Income Taxes.  FIN 48 prescribes a recognition threshold and measurement attribute for 
the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax 
return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in 
interim periods, disclosures and transition. FIN 48 is effective for fiscal years beginning after December 15, 
2006. The Company is currently analyzing the potential effects of FIN 48 on its financial statements.

 
   In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets - an amendment 

of FASB Statement No.140 (“SFAS No. 156”). This statement amends SFAS No. 140 with respect to the 
accounting for separately recognized servicing assets and servicing liabilities. SFAS No. 156 requires 
companies to recognize a servicing asset or servicing liability each time it undertakes an obligation to service a 
financial asset by entering into a servicing contract. The statement permits a company to choose either the 
amortized cost method or fair value measurement method for each class of separately recognized servicing 
assets or servicing liabilities. This statement is effective as of the beginning of the Company’s first fiscal year 
that begins after September 15, 2006. The Company is still analyzing the potential impact of SFAS No. 156 on 
its financial statements. 
 

 In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments- an 
amendment of FASB Statements No. 133 and 140 (“SFAS No. 155”). SFAS No. 155 amends SFAS No.133, 
Accounting for Derivative Instruments and Hedging Activities (“SFAS No. 133”), and SFAS No. 140, 
Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities (“SFAS No. 
140”). SFAS No. 155 (1) permits fair value remeasurement for any hybrid financial instrument that contains an 
embedded derivative that otherwise would require bifurcation, (2) clarifies which interest-only strips and 
principal-only strips are not subject to the requirements of SFAS No.133, (3) establishes a requirement to 
evaluate interests in securitized financial assets to identify interests that are freestanding derivatives or that are 
hybird financial instruments that contain an embedded derivative requiring bifurcation, (4) clarifies that 
concentrations of credit risk in the form of subordination are not embedded derivatives, and (5) amends SFAS 
No. 140 to eliminate the prohibition on a qualifying special purpose entity from holding a derivative financial 
instrument that pertains to a beneficial interest other than another derivative financial instrument. SFAS No. 
155 is effective for all financial instruments acquired or issued after the beginning of the Company’s first fiscal 
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year that begins after September 15, 2006, which for the company is January 1, 2007.
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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, 2005. Certain reclassifications have been made to prior years’ financial data to conform to current 
financial statement presentations as well as to reflect the effect of the 5% stock dividend effected on December 12, 
2005. 

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, 
Virginia 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. 

In September 2006, the Company sold the business conducted by Sterling Financial Services (“Sterling 
Financial”). In accordance with the terms of the sale, Sterling Financial will provide interim servicing for a fee for 
no more than 120 days. All origination activities ceased by September 22, 2006. In accordance with accounting 
principles generally accepted in the United States, the assets, liabilities and earnings/loss of the business conducted 
by Sterling Financial have been shown separately as discontinued operations in the consolidated balance sheets 
and consolidated statements of operations for all periods presented. 

For purposes of calculating the interest expense allocated to discontinued operations for the quarter and nine 
months ended September 30, 2006 and 2005 (the periods during which the Sterling Financial loans were 
outstanding), funding was deemed to be provided proportionally through all interest-bearing liabilities at an 
average rate equal to the cost of each applied to its average outstanding balance for the appropriate period. 

For purposes of the following discussion, except for the section entitled “Discontinued Operations”, average 
balances, average rate, income and expenses associated with Sterling Financial have been excluded from 
continuing operations and reported separately in the Average Balance Sheets for all periods presented. 
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The interest expense allocated to discontinued operations was based on the actual average balances, interest 
expense and average rate on each category of interest-bearing liabilities, with the average rate applied to the 
aggregate average loan balances to determine the funding cost. Interest expense allocated to the funding supporting 
the Sterling Financial net loans for these periods was assigned based on the average net loan balances 
proportionately funded by all interest-bearing liabilities at an average rate equal to the cost of each applied to its 
average balance for the period. The “Rate/Volume Analysis” was prepared on the same basis as was the Average 
Balance Sheets.

For the three months ended September 30, 2006, the bank’s average earning assets represented approximately 
100.0% of the Company’s average earning assets. Loans represented 62.4% and investment securities represented 
37.4% of the bank’s average earning assets for the third quarter of 2006.

For the nine months ended September 30, 2006, the bank’s average earning assets represented approximately 
100.0% of the Company’s average earning assets. Loans represented 60.3% and investment securities represented 
39.4% of the bank’s average earning assets for the nine months ended September 30, 2006.

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. 

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.

18

http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm (33 of 72)12/4/2006 8:35:29 AM



http://www.sec.gov/Archives/edgar/data/93451/000116923206004384/d69785_10-q.htm

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-earnings 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 32 and 33. Information as to the components of interest income and interest expense and average rates is 
provided in the Average Balance Sheets shown on pages 30 and 31.

Comparison of the Three Months Ended September 30, 2006 and 2005

The Company reported income from continuing operations, after income taxes, for the three months ended 
September 30, 2006 of $5.0 million, representing $0.27 per share, calculated on a diluted basis, compared to $6.0 
million, or $0.30 per share calculated on a diluted basis, for the third quarter of 2005. This decrease reflects higher 
interest and noninterest expenses which were only partially offset by an increase in interest income and a decrease 
in provision for income taxes.

Net Interest Income 

Net interest income, on a tax-equivalent basis, was $18.6 million for the third quarter of 2006 compared to $19.3 
million for the 2005 period, as the higher rates paid on interest-bearing deposits and borrowings and higher 
balances for borrowings in the third quarter of 2006 substantially offset the effects of higher average yield on loans 
and investment securities for that quarter. The net interest margin, on a tax-equivalent basis, was 4.49% for the 
third quarter of 2006 compared to 4.55% for the 2005 period. The net interest margin was impacted by the 
flattening of the yield curve, the higher interest rate environment in 2006, the lower level of noninterest-bearing 
demand deposits and the effect of higher average loans outstanding. The flattening 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 $29.9 million for the third quarter of 2006, up $3.4 
million from the 2005 period. The tax-equivalent yield on interest-earning assets was 7.24% for the third quarter of 
2006 compared to 6.30% for the 2005 period.
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Interest earned on the loan portfolio amounted to $22.6 million for the third quarter of 2006, up from $18.4 million 
the prior year period. Average loan balances amounted to $1,051.5 million, an increase of $73.4 million from an 
average of $978.1 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. coupled with the 
Company’s other business development activities and the ongoing consolidation of banks in the Company’s 
marketing area, accounted for $1.4 million of the $4.2 million increase in interest earned on loans. The increase in 
the yield on the loan portfolio to 8.94% for the third quarter of 2006 from 7.76% for the 2005 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 2006.

Interest earned on the securities portfolio, on a tax-equivalent basis, decreased to $7.3 million for the third quarter 
of 2006 from $8.1 million in the prior year period. Average outstandings decreased to $629.3 million (37.4% of 
average earning assets) for the third quarter of 2006 from $719.8 million (42.1% of average earning assets) in the 
prior year period. The average life of the securities portfolio was approximately 4.6 years at September 30, 2006 
compared to 3.8 years at September 30, 2005.

Total interest expense increased by $4.1 million for the third quarter of 2006 from $7.2 million for the 2005 period, 
primarily due to higher rates paid for interest-bearing deposits and for borrowed funds.

Interest expense on deposits increased to $7.6 million for the third quarter of 2006 from $5.0 million for the 2005 
period primarily due to an increase in the cost of those funds. Average rate paid on interest-bearing deposits was 
3.22% which was 116 basis points higher than the prior year period. The increase in average cost of deposits 
reflects the higher interest rate environment during 2006. 

Interest expense on borrowings increased to $4.6 million for the third quarter of 2006 from $2.9 million for the 
2005 period primarily due to an increase in the cost of those funds. The average rate paid on borrowings was 
5.20% which was 149 basis points higher than the prior year period. The increase in average cost of borrowings 
reflects the higher interest rate environment during 2006. 

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 third quarter of 2006 was $1.5 million, virtually unchanged from 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 was $9.3 million for the third quarter of 2006 virtually unchanged from the 2005 period. 
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Higher customer related service charges and fees were primarily due to revenues attributable to the acquisition of 
Sterling Resource Funding Corp. Partially offsetting that increase was a decrease in mortgage banking income 
principally due to lower volume of loans sold and the continued yield compression in the secondary market for 
loans which is impacting the entire industry. 

Noninterest Expenses

Noninterest expenses increased $2.2 million for the third quarter of 2006 when compared to the 2005 period. The 
increase was primarily due to higher salaries, equipment and occupancy costs related to investments in the Sterling 
franchise, including the new branches and the acquisition of Sterling Resource Funding Corp. During the third 
quarter of 2005, professional fees were reduced by $1.0 million due to the recovery of litigation costs originally 
charged to noninterest expenses in 2001. 

Provision for Income Taxes 

The provision for income taxes decreased by $1.8 million to $1.8 million for the third quarter of 2006 from $3.6 
million for the 2005 period. The decrease was primarily due to the lower level of pre-tax income in the 2006 
period and to a $0.6 million reversal of state and local taxes, net of federal tax effect, 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. In accordance with 
accounting principles generally accepted in the United States, income after taxes from discontinued operations and 
the net loss on disposal of discontinued operations are reported in the Consolidated Statements of Operations after 
net income from continuing operations for all periods presented.

Income from discontinued operations was $0.2 million for the third quarter of 2006, representing $0.01 per share, 
calculated on a diluted basis, compared to $0.2 million, or $0.01 per share calculated on a diluted basis, for the 
third quarter of 2005. 

The net after-tax loss on the disposal of discontinued operations was $9.6 million, or $0.51 per share, calculated on 
a diluted basis.

Income taxes were calculated at the Company’s overall marginal tax rate of 45.19%. In addition, state and local 
taxes included the effect of the elimination of REIT benefits recognized in prior 2006 periods and the impact of 
required minimum state and local tax liabilities.

Comparisons of the Nine Months Ended September 30, 2006 and 2005

The Company reported income from continuing operations, after income taxes, for the nine months ended 
September 30, 2006 of $16.9 million, representing $0.88 per share, calculated on a diluted basis, compared to 
$17.1 million, or $0.86 per share calculated on a diluted basis, for the first nine months of 2005. This decrease 
reflected higher interest and noninterest expenses and lower noninterest income, which were partially offset by an 
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increase in interest income coupled with decreases in the provision for loan losses and the provision for income 
taxes.
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Net Interest Income 

Net interest income, on a tax-equivalent basis, was $56.6 million for the first nine months of 2006 virtually 
unchanged from the 2005 period. Net interest income was positively impacted by higher average loans outstanding 
at higher average yields and negatively impacted by lower average investment securities outstandings and higher 
rates paid on interest-bearing deposits and borrowed funds coupled with higher balances for borrowed funds. The 
net interest margin, on a tax-equivalent basis, was 4.60% for the first nine months of 2006 compared to 4.69% for 
the 2005 period. The net interest margin was impacted by the flattening of the yield curve, the higher interest rate 
environment in 2006, the level of noninterest-bearing demand deposits and the effect of higher average loans 
outstanding. The flattening 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 $86.9 million for the first nine months of 2006, up 
from $75.2 million for the 2005 period. The tax-equivalent yield on interest-earning assets was 7.10% for the first 
nine months of 2006 compared to 6.25% for the 2005 period.

Interest earned on the loan portfolio amounted to $63.6 million for the first nine months of 2006, up $13.1 
million from the year ago period. Average loan balances amounted to $1,018.9 million, an increase of $95.8 
million from an average of $923.1 million in the prior year period. The increase in average loans (across virtually 
all segments of the Company’s loan portfolio), primarily due to the acquisition of Sterling Resource Funding Corp. 
coupled with the Company’s other business development activities and the ongoing consolidation of banks in the 
Company’s marketing area, accounted for $5.6 million of the $13.1 million increase in interest earned on loans. 
The increase in the yield on the loan portfolio to 8.84% for the first nine months of 2006 from 7.75% for the 2005 
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 2006.

Interest earned on the securities portfolio, on a tax-equivalent basis, decreased to $23.2 million for the first nine 
months of 2006 from $24.4 million in the prior year period. Average outstandings decreased to $666.2 million 
(39.4% of average earning assets for the first nine months of 2006) from $715.5 million (43.2% of average earning 
assets) in the prior year period. The average life of the securities portfolio was approximately 4.6 years at 
September 30, 2006 compared to 3.8 years at September 30, 2005. 

Total interest expense increased to $30.3 million for the first nine months of 2006 from $18.6 million for the 2005 
period, primarily due to higher rates paid for interest-bearing deposits and for borrowed funds and higher average 
balances for borrowed funds. 
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Interest expense on deposits increased to $20.2 million for the first nine months of 2006 from $12.5 million for the 
2005 period primarily due to an increase in the cost of those funds. Average rate paid on interest-bearing deposits 
was 2.87% 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 2006. 

Interest expense on borrowings increased to $12.6 million for the first nine months of 2006 from $7.8 million for 
the 2005 period primarily due to the higher interest rate environment during 2006. The average rate paid on 
borrowed funds was 4.87% which was 145 basis points higher than the prior year period. The increase in average 
cost of borrowings reflects the high interest rate environment during 2006. Average borrowing balances increased 
to $346.5 million for the first nine months of 2006 from $305.2 million in the 2005 period. 

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 nine months of 2006 decreased to $3.3 million from $4.2 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 decreased to $24.0 million for the first nine months of 2006 from $26.2 million in the 2005 
period, primarily due to lower revenues from mortgage banking activities and bank owned life insurance coupled 
with higher losses from sales of available for sale securities. The decrease in mortgage banking income was 
principally due to lower volume of loans sold and the continued yield compression in the secondary market for 
loans which is impacting the entire industry. Partially offsetting these decreases was increased revenues from 
customer related service charges and fees primarily due to revenues attributable to the acquisition of Sterling 
Resource Funding Corp.

Noninterest Expenses

Noninterest expenses increased to $56.8 million for the first nine months of 2006 from $50.6 million in the 2005 
period. The increase was primarily due to higher salaries, employee benefits, equipment and occupancy costs 
related to investments in the Sterling franchise, including the new branches and the acquisition of Sterling 
Resource Funding Corp. Also contributing to higher employee benefits expense were increases in pension costs 
coupled with higher payroll taxes and life insurance costs. During the third quarter of 2005, noninterest expenses 
were reduced by $1.0 million due to the recovery of litigation costs originally charged to noninterest expenses in 
2001. 

Provision for Income Taxes 

The provision for income taxes for the first nine months of 2006 decreased by $7.1 million from the 2005 period. 
The decrease was primarily due to:(1) a $3.7 million reversal (during the first quarter of 2006) of reserves for state 
and local taxes, net of federal tax effect, as a result of the resolution of certain state tax issues, (2) a $0.6 million 
reversal (during the third quarter of 2006) of state and local taxes, net of federal tax effect, as a result of the closure 
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of certain tax years for local tax purposes and (3) the lower level of pre-tax income.
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Discontinued Operations 

In September 2006, the Company sold the business conducted by Sterling Financial. In accordance with 
accounting principles generally accepted in the United States, income after taxes from discontinued operations and 
the loss on disposal of discontinued operations, net of tax, are reported in the Consolidated Statements of 
Operations after net income from continuing operations for all periods presented. 

The loss from discontinued operations was $0.4 million for the first nine months of 2006, representing $0.02 per 
share, calculated on a diluted basis compared to income of $1.0 million, or $0.05 per share, calculated on a diluted 
basis, for the 2005 period. The decrease was due to lower net interest income and a higher provision for loan losses 
for the first nine months of 2006 compared to the corresponding 2005 period. 

The net after-tax loss on the disposal of discontinued operations was $9.6 million, or $0.50 per share, calculated on 
a diluted basis.

Income taxes were calculated at the Company’s overall marginal tax rate of 45.19%. In addition, state and local 
taxes included the effect of the elimination of REIT benefits recognized in prior 2006 periods and the impact of 
required minimum state and local tax liabilities.

BALANCE SHEET ANALYSIS

Securities  

The Company’s securities portfolios are comprised principally of mortgage-backed securities of U.S. government 
corporations and government sponsored enterprises, and obligations of state and political institutions, along with 
other debt and equity securities. At September 30, 2006, the Company’s portfolio of securities totaled $606.4 
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 4.8 years amounted to 
$535.4 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 $0.6 million and $11.1 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 $0.4 million and 
gross unrealized losses of $4.4 million.
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The following table presents information regarding securities available for sale:
 

September 30, 2006
Gross

Amortized
Cost

 
Gross

Unrealized
Gains

 
Gross

Unrealized
Losses

 Market
Value  

    
Mortgage-backed securities         
  CMOs (Federal National
     Mortgage Association) $ 8,911,055 $ — $ 498,140 $ 8,412,915 
  CMOs (Federal Home Loan
     Mortgage Company)  22,852,311  —  1,147,196  21,705,115 
 Federal National Mortgage
   Association  48,461,534  45,969  1,357,267  47,150,236 
  Federal Home Loan Mortgage
     Company  44,991,509  6,669  1,356,154  43,642,024 
  Government National Mortgage
     Association  4,398,885  111,010  4,813  4,505,082 
     
      Total mortgage-backed
        securities  129,615,294  163,648  4,363,570  125,415,372 
Obligations of state and
  political institutions  23,603,754  191,066  45,355  23,749,465 
Federal Reserve Bank stock  1,130,700  —  —  1,130,700 
Federal Home Loan Bank stock  4,069,100  —  —  4,069,100 
Other securities  1,553,560  80,084  1,214  1,632,430 
     
             
        Total $ 159,972,408 $ 434,798 $ 4,410,139 $ 155,997,067 
     
 
The following table presents information regarding securities held to maturity:
 

September 30, 2006
Carrying

Value  
Gross

Unrealized
Gains

 
Gross

Unrealized
Losses

 
Estimated

Market
Value

 

    
             
Mortgage-backed securities         
  CMOs (Federal National
   Mortgage Association) $ 12,943,113 $ — $ 557,554 $ 12,385,559 
  CMOs (Federal Home Loan
   Mortgage Company)  23,208,628  —  1,078,464  22,130,164 
  Federal National Mortgage
   Association  215,311,432  239,202  4,565,520  210,985,114 
  Federal Home Loan Mortgage
   Company  147,246,445  74,937  4,498,093  142,823,289 
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  Government National Mortgage
   Association  11,232,570  247,864  714  11,479,720 
     
   Total mortgage-backed
    securities  409,942,188  562,003  10,700,345  399,803,846 
 Federal Home Loan Bank  19,988,245  —  89,808  19,898,437 
 Federal Farm Credit Bank  20,000,000  —  268,750  19,731,250 
     
   Total obligations of U.S.
    government corporations
     and agencies  449,930,433  562,003  11,058,903  439,433,533 
 Debt securities issued by
   foreign governments  500,000  —  5,237  494,763 
     
        Total $ 450,430,433 $ 562,003 $ 11,064,140 $ 439,928,296 
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