
19
2006 Annual Report

Notes to Consolidated Financial Statements
December 31, 2006 and 2005

Note 1 - Nature of Business and Significant Accounting Policies

Nature of Operations - Nature of Operations - Oxford Bank (the “Bank”) operates in suburban communities in Oakland, Lapeer, and 
Genesee Counties in the state of Michigan.  The Bank’s revenue results primarily from providing real estate and commercial loans 
and, to a lesser extent, consumer loans.  Its primary deposit products are savings and term certificate accounts.                                                                                          

Basis of Presentation and Consolidation - The consolidated financial statements include the accounts of Oxford Bank Corporation 
(the “Corporation”) and its wholly-owned subsidiary, Oxford Bank. Oxford Bank includes the accounts of its wholly-owned subsidiary, 
Oxford Financial Services. Oxford Mortgage Services, LLC (the “Mortgage Company”) commenced operations in 2002.  The Mortgage 
Company consists of two members, Oxford Bank, which owns 99.5 percent of the Mortgage Company, and Oxford Bank Corporation, 
which owns 0.5 percent of the Mortgage Company.  All significant inter-company balances and transactions have been eliminated 
in consolidation.                        

Use of Estimates - In preparing consolidated financial statements in conformity with accounting principles generally accepted 
in the United States of America, management is required to make estimates and assumptions that affect the reported amounts 
of assets and liabilities as of the date of the balance sheet and 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 term relate to the determination of the allowance for loan losses, the valuation of investment securities, foreclosed real 
estate, and deferred tax assets.                                                   

Significant Group Concentrations of Credit Risk - Most of the Corporation’s activities are with customers located within Michigan.  
Note 2 discusses the types of securities in which the Corporation invests.  Note 3 discusses the types of lending in which the 
Corporation engages.  The Corporation does not have any significant concentrations to any one industry or customer.                                                                 

Cash and Cash Equivalents - For the purpose of the consolidated statement of cash flows, cash and cash equivalents include cash 
and balances due from banks and federal funds sold which mature within 90 days.                                                                              

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 or trading, including equity securities with 
readily determinable fair values, 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. 

Purchase premiums and discounts are recognized in interest income using the interest method 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  
near-term prospects of the issuer, and (3) the intent and ability of the Corporation to retain its investment in the issuer for a period 
of time sufficient to allow for any anticipated recovery in fair value.  Gains and losses on the sale of securities are recorded on the  
trade date and are determined using the specific identification method.                  

Loans - The Corporation grants mortgage, commercial, and consumer loans to customers.  A substantial portion of the loan 
portfolio is represented by mortgage loans throughout Michigan.  The ability of the Corporation’s debtors to honor their contracts is  
dependent upon the real estate and general economic conditions in this area. 

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off are reported at their 
outstanding unpaid principal balances adjusted for charge-offs, the allowance for loan losses, and any deferred fees or costs on 
originated loans.  Interest income is accrued on the unpaid principal balance.  Loan origination fees, net of certain direct origination 
costs, are deferred and recognized as an adjustment of the related loan yield using the interest method.                                           

The accrual of interest on loans is discontinued at the time the loan is 90 days delinquent unless the credit is well-secured and in 
process of collection.  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.                                      
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Note 1 - Nature of Business and Significant Accounting Policies continued

Allowance for Loan Losses - The allowance for loan losses is established as losses are estimated to have occurred 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 established 
when the discounted cash flows (or collateral value or observable market price) 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 Corporation 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 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, the loan’s obtainable market price, or the fair-value of the 
collateral if the loan is collateral dependent.                                                                                                             

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

Banking Premises and Equipment - Land is carried at cost.  Buildings and equipment are carried at cost, less accumulated depreciation 
computed on the straight-line method over the estimated useful lives of the assets.                                                                        

Income Taxes - Deferred income tax assets and liabilities are determined using the liability (or balance sheet) method.  Under this 
method, the net deferred tax asset or liability is determined based on the tax effects of the various temporary differences between 
the book and tax bases of the various balance sheet assets and liabilities and gives current recognition to changes in tax rates  
and laws.                                                  

Off-balance sheet Instruments - In the ordinary course of business, the Corporation has entered into commitments under commercial 
letters of credit and standby letters of credit.  Such financial instruments are recorded when they are funded.                              

Comprehensive Income - Accounting principles generally require that recognized revenue, expenses, gains, and losses be included 
in net income.  Although certain changes in assets and liabilities, such as unrealized gains and losses on available-for-sale securities, 
are reported as a separate component of the equity section of the balance sheet, such items, along with net income, are components 
of comprehensive income.      

Reclassification -  Certain amounts appearing in the prior year’s financial statements have been reclassified to conform to the current 
year’s financial statements.                      
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Note 2 - Securities

The amortized cost and fair value of securities, with gross unrealized gains and losses, follow (000’s omitted): 

	 2006

				    Gross	 Gross	
			   Amortized	 Unrealized	 Unrealized	 Estimated
			   Cost	 Gains	 Losses	 Market Value
Available-for-sale securities:

	 U.S. Treasury securities	 and obligations of U.S.   
	 government, corporations and agencies	 $ 	 53,758 	 $ 	 77 	 $ 	 (334) 	 $ 	 53,501 

	 Obligations of state and political subdivisions      		  13,425 		  34 		  (67) 		  13,392 

	 Corporate securities          			   1,804 		  13 		  (3) 		  1,814 

	 Mortgage-backed securities                        		  4,348 		  25		   - 		  4,373 

Total available-for-sale securities 		  $ 	 73,335 	 $ 	 149 	 $ 	 (404) 	 $ 	 73,080 

Held-to-maturity securities -                                                                                          
Obligations of state and      
political subdivisions          		   $ 	 13,444 	 $ 	 107 	 $ 	 (83) 	 $ 	 13,468    

	 2005

				    Gross	 Gross	
			   Amortized	 Unrealized	 Unrealized	 Estimated
			   Cost	 Gains	 Losses	 Market Value
Available-for-sale securities:

	 U.S. Treasury securities and obligations of U.S. 
	 government, corporations and agencies	 $ 	 66,459	 $ 	 - 	 $ 	 (886) 	 $ 	 65,573 

	 Obligations of state and political subdivisions    		  16,033 		  5 		  (171) 		  15,867 

	 Corporate securities        			   1,824 		  21 		  (14) 		  1,831 

	 Mortgage-backed securities                     			  151 		  1		   - 		  152 

Total available-for-sale securities 		  $ 	 84,467 	 $ 	 27 	 $ 	 (1,071) 	 $	  83,423 

Held-to-maturity securities -                                                                                          
Obligations of state and      
political subdivisions                   		  $ 	 16,908 	 $ 	 141 	 $	  (117) 	 $ 	 16,932

At December 31, 2006 and 2005, securities with a carrying value of $2,000,000 and $6,000,000, respectively, were pledged 
to secure borrowing public deposits and for other purposes required or permitted by law. 


