


































 

 

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Shareholders 
Commercial National Financial Corporation and Subsidiaries  
Latrobe, Pennsylvania  

We have audited the accompanying consolidated statements of financial condition of Commercial 
National Financial Corporation and its wholly-owned subsidiaries as of December 31, 2004 and 2003, and the 
related consolidated statements of income, shareholders’ equity and cash flows for each of the three years in 
the period ended December 31, 2004.  These consolidated financial statements are the responsibility of the 
Corporation'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 the standards of the Public Company Accounting 
Oversight Board (United States).  Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement.  An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements.  An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall 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 Commercial National Financial Corporation and its wholly-
owned subsidiaries as of December 31, 2004 and 2003, and the results of their operations and their cash flows 
for each of the three years in the period ended December 31, 2004 in conformity with accounting principles 
generally accepted in the United States of America.  

 

       /s/ BEARD MILLER COMPANY LLP 

Pittsburgh, Pennsylvania 
January 25, 2005 
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CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION 
 

 December 31, 
 2004  2003 
 (Dollars in Thousands, Except per Share Data) 

ASSETS 
Cash and due from banks $    7,685  $    8,877 
Interest bearing deposits with banks 101  764 
    

Cash and Cash Equivalents 7,786  9,641 
Securities available for sale 99,455  164,340 
Restricted investments in bank stock 1,806  4,345 
    
Loans 192,255  187,382 
Allowance for loan losses (1,855)  (2,462) 
    

Net Loans 190,400  184,920 
    
Premises and equipment 4,644  5,005 
Accrued interest receivable 968  1,573 
Investment in life insurance 12,443  11,936 
Other assets 2,870  3,268 

 

Total Assets $320,372  $385,028 
 

LIABILITIES AND SHAREHOLDERS’ EQUITY 
LIABILITIES 

Deposits:    
 Non-interest bearing  $  62,284  $  51,344 
 Interest bearing  203,534  207,872 
    

Total Deposits 265,818  259,216 
Short-term borrowings 7,950  17,450 
Other liabilities 1,944  3,825 
Long-term borrowings -  55,000 

 
Total Liabilities 275,712  335,491 

 
SHAREHOLDERS’ EQUITY 

Common stock, par value $2 per share; authorized 10,000,000 shares; issued 3,600,000 
shares; outstanding 3,413,426 and 3,430,376 shares in 2004 and 2003 7,200 

 
7,200 

Retained earnings 38,946  41,748 
Accumulated other comprehensive income 2,092  3,746 
Treasury stock, at cost, 186,574 and 169,624 shares in 2004 and 2003 (3,578)  (3,157) 

 
Total Shareholders’ Equity 44,660  49,537 

 

Total Liabilities and Shareholders’ Equity $320,372  $385,028 
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CONSOLIDATED STATEMENTS OF INCOME  
 

 Years Ended December 31, 
 2004  2003  2002 
 (In Thousands, Except per Share Amounts) 

 
INTEREST INCOME 

Interest and fees on loans $10,809  $11,390  $13,533 
Interest and dividends on securities:      
 Taxable 6,914  6,835  8,130 
 Exempt from federal income taxes 395  1,400  1,058 
Other 124  170  222 

 
Total Interest Income 18,242  19,795  22,943 

 
INTEREST EXPENSE  

Deposits 3,662  3,563  4,998 
Short-term borrowings 161  49  30 
Long-term borrowings 2,128  2,913  2,547 

 
Total Interest Expense 5,951  6,525  7,575 

 
Net Interest Income 12,291  13,270  15,368 

 
PROVISION (CREDIT) FOR LOAN LOSSES (436)  39  298 
 

Net Interest Income after Provision (Credit) for Loan 
Losses 12,727  13,231  15,070 

 
OTHER OPERATING INCOME  

Service charges on deposit accounts 644  859  737 
Other service charges and fees 726  618  691 
Net security gains  1,195  9  - 
Trust department income 876  710  541 
Income from investment in life insurance 529  559  474 
Commissions and fees from insurance sales  342  841  115 
Gain on sale of branch -  -  470 
Other income 279  343  262 

 
Total Other Operating Income 4,591  3,939  3,290 

 
OTHER OPERATING EXPENSES 

Salaries and employee benefits 6,236  6,074  5,513 
Net occupancy 702  714  624 
Furniture and equipment 809  747  725 
Professional fees 670  741  683 
Pennsylvania shares tax 546  500  457 
Automated teller machine 300  297  322 
Director fees 408  462  428 
Impairment writedown of goodwill -  375  - 
FHLB prepayment penalty 4,402  -  - 
Other expenses 2,833  2,862  2,391 

 
Total Other Operating Expenses 16,906  12,772  11,143 

 
Income before Income Taxes (Benefit) 412  4,398  7,217 

 
INCOME TAX EXPENSE (BENEFIT) (209)  837  1,873 
 

Net Income $    621  $  3,561  $  5,344 
 
EARNINGS PER SHARE, BASIC $0.18  $  1.03  $    1.56 



 

See notes to consolidated financial statements.  
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 
Years Ended December 31, 2004, 2003 and 2002 
 

  

Common 
Stock  

Retained 
Earnings  

Accumulated 
Other 

Comprehensive 
Income   

Treasury 
Stock  

Total 
Shareholders’ 

Equity 

  (In Thousands, Except per Share Amounts) 

 
BALANCE - DECEMBER 31, 2001  $7,200  $39,737  $2,159  $(3,125)  $45,971 

 Comprehensive income:           
  Net income  -  5,344  -  -  5,344 

  Change in unrealized net gains on securities available for sale, 

   net of deferred income taxes 

 

-  -  2,722  -  2,722 

           

   Total Comprehensive Income          8,066 

           

  Cash dividends declared, $1.00 per share  -  (3,424)  -  -  (3,424) 

  Issuance of treasury stock   -  (29)  -  786  757 

  Purchases of treasury stock  -  -  -  (165)  (165) 

           

BALANCE - DECEMBER 31, 2002  7,200  41,628  4,881  (2,504)  51,205 

 Comprehensive income:           

  Net income  -  3,561  -  -  3,561 

  Change in unrealized net gains on securities available for sale,  

   net of reclassification adjustment and deferred income taxes 

 

-  -  (1,135)  -  (1,135) 

           

   Total Comprehensive Income          2,426 

           

  Cash dividends declared, $1.00 per share  -  (3,441)  -  -  (3,441) 

  Issuance of treasury stock   -  -  -  4  4 

  Purchases of treasury stock  -  -  -  (657)  (657) 

           

BALANCE - DECEMBER 31, 2003  7,200  41,748  3,746  (3,157)  49,537 

 Comprehensive loss:           
  Net income  -  621  -  -  621 
  Change in unrealized net gains on securities available for sale,  

   net of reclassification adjustment and deferred income taxes 

 

-  -  (1,654)  -  (1,654) 

           
   Total Comprehensive Loss          (1,033) 

           
  Cash dividends declared, $1.00 per share  -  (3,423)  -  -  (3,423) 
  Purchases of treasury stock  -  -  -  (421)  (421) 

           
BALANCE - DECEMBER 31, 2004  $7,200  $38,946  $2,092  $(3,578)  $44,660 

 
 
 



COMMERCIAL NATIONAL FINANCIAL CORPORATION 

See notes to consolidated financial statements.  
 5  

CONSOLIDATED STATEMENTS OF CASH FLOWS 
 

 Years Ended December 31, 
 2004  2003  2002 
 (In Thousands) 

 
CASH FLOWS FROM OPERATING ACTIVITIES  

Net income $     621  $   3,561  $   5,344 
Adjustments to reconcile net income to net cash provided by  
 (used in) operating activities:      
  Depreciation and amortization 905  885  675 
  Provision (credit) for loan losses (436)  39  298 
  Net accretion of securities and loan fees (128)  (674)  (813) 
  Net security gains (1,195)  (9)  - 
  Impairment writedown of goodwill -  375  - 
  Gain on sale of branch -  -  (470) 
  (Gain) loss on sale of foreclosed real estate 38  (4)  (29) 
  Income from investment in life insurance (529)  (559)  (474) 
  Deferred tax expense (benefit) (439)  285  82 
  (Increase) decrease in accrued interest receivable and  
   other assets (448)  (142)  401 
  Decrease in other liabilities (589)  (281)  (173) 

 
Net Cash Provided by (Used in) Operating Activities (2,200)  3,476  4,841 

 
CASH FLOWS FROM INVESTING ACTIVITIES  

(Increase) decrease in federal funds sold -  14,650  (14,650) 
Purchases of securities available for sale (110,449)  (90,557)  (75,003) 
Maturities, calls and principal repayments of securities  

available for sale 40,096  69,753  52,153 
Proceeds from sales of securities available for sale 133,969  43  - 
Net cash used in acquisitions -  (100)  (1,141) 
Net (increase) decrease in restricted bank stock 2,539  (727)  (1,260) 
Net (increase) decrease in loans (4,960)  (19,248)  32,485 
Net proceeds from sale of assets 1,291  44  1,811 
Purchases of premises and equipment (399)  (1,164)  (594) 
Purchase of bank owned life insurance -  -  (5,000) 

 
Net Cash Provided by (Used in) Investing Activities 62,087  (27,306)  (11,199) 

 
CASH FLOWS FROM FINANCING ACTIVITIES 

Net increase (decrease) in deposits 6,602  (10,809)  15,038 
Net increase (decrease) in short-term borrowings (9,500)  17,450  (4,275) 
Proceeds from issuance of long-term borrowings -  -  20,000 
Repayment of long-term borrowings (55,000)  -  - 
Dividends paid (3,423)  (3,441)  (3,424) 
Purchase of treasury stock (421)  (657)  (165) 

 
Net Cash Provided by (Used in) Financing Activities (61,742)  2,543  27,174 

 
Net Increase (Decrease) in Cash and Cash Equivalents (1,855)  (21,287)  20,816 

 
CASH AND CASH EQUIVALENTS – BEGINNING 9,641  30,928  10,112 
 
CASH AND CASH EQUIVALENTS – ENDING $  7,786  $   9,641  $30,928 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES 

General  

The accompanying consolidated financial statements include the accounts of Commercial National Financial 
Corporation (the Corporation) and its wholly-owned subsidiaries, Commercial Bank & Trust of PA, formerly 
known as Commercial Bank of Pennsylvania, Commercial National Insurance Services, Inc. (CNIS) and 
Highview Trust Company.  In December 2002, CNIS acquired The Gooder Agency, Inc. (Gooder) which was 
subsequently sold in 2004 (see Note 2).  In July 2003, the Bank’s application to convert to a Pennsylvania 
state chartered bank was approved by the Pennsylvania Department of Banking, and the Bank changed its 
name to Commercial Bank of Pennsylvania.  In October 2003, the Corporation’s application to form a trust 
company subsidiary, Highview Trust Company (HTC), was approved.  In December 2004, the Corporation 
received approval from the Pennsylvania Department of Banking and the Federal Deposit Insurance 
Corporation to merge HTC into Commercial Bank of Pennsylvania.  The merged institution resulted in a 
name change to Commercial Bank & Trust of PA (the Bank).  With this restructuring, the trust operations of 
HTC have become part of the operations of the Bank.  All material intercompany transactions have been 
eliminated.  

The Bank operates under a state bank charter and provides full banking services.  The Corporation is subject 
to regulation by the Federal Reserve Board and the Bank is subject to regulation by the Federal Deposit 
Insurance Corporation and the Pennsylvania Department of Banking.  The Bank’s primary business consists 
of taking deposits and granting loans to customers who generally do business in the area of Westmoreland 
County, Pennsylvania.  

As of December 31, 2004, the Corporation employed 124 people in full-time and part-time positions.  
Approximately 58 employees are represented by the United Auto Workers, Local 1799.  In 2004, the 
Corporation and bargaining unit employees entered into a labor agreement that will expire in December 2008. 

The following summary of accounting and reporting policies is presented to aid the reader in obtaining a 
better understanding of the consolidated financial statements and related financial data of the Corporation and 
its wholly-owned subsidiaries contained in this report.  Such policies conform to generally accepted 
accounting principles (GAAP) and to general practice within the banking industry.   

Estimates 

The preparation of financial statements in conformity with accounting principles generally accepted in the 
United States of America 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 term relate to the 
determination of the allowance for loan losses and the valuation of real estate acquired in connection with 
foreclosures or in satisfaction of loans.  
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Significant Concentrations of Credit Risk  

Most of the Corporation’s activities are with customers located within Westmoreland County of 
Pennsylvania.  Note 4 discusses the types of securities that the Corporation invests in.  Note 5 discusses the 
types of lending that the Corporation engages in.  The Corporation does not have any significant 
concentrations to any one industry or customer.  Although the Corporation has a diversified loan portfolio, 
exposure to credit loss can be adversely impacted by downturns in local economic and employment 
conditions.   

Securities  

Debt securities that the Corporation has the positive intent and ability to hold to maturity are classified as 
“securities held to maturity” and are reported at amortized cost.  Debt and equity securities not classified as 
held to maturity securities are classified as “securities available for sale” and reported at fair value, with 
unrealized gains and losses excluded from earnings and reported as a separate component of shareholders’ 
equity, net of the related deferred income tax effect.   

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 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.  

Restricted Investments in Bank Stock 

Federal law requires the Bank, a member institution of the Federal Home Loan Bank system, to hold stock of 
its district Federal Home Loan Bank according to a predetermined formula.  This restricted stock is carried at 
cost.   

Loans  

Loans receivable that management has the intent and ability to hold for the foreseeable future or until maturity 
or payoff are stated at their outstanding unpaid principal balances. Interest income is accrued on the unpaid 
principal balance.  Loan origination fees, net of associated direct costs, are deferred and recognized as an 
adjustment of the yield (interest income) of the related loans. The Corporation is generally amortizing these 
amounts over the contractual life of the loan.   

The accrual of interest is generally discontinued when the contractual payment of principal or interest has 
become 90 days past due or management has serious doubts about further collectibility of principal or 
interest, even though the loan is currently performing.  A loan may remain on accrual status if it is in the 
process of collection and is either guaranteed or well secured.  When a loan is placed on nonaccrual status, 
unpaid interest credited to income in the current year is reversed and unpaid interest accrued in prior years is 
charged against the allowance for loan losses.  Interest received on nonaccrual loans generally is either 
applied against principal or reported as interest income, according to management’s judgment as to the 
collectibility of principal.  Generally, loans are restored to accrual status when the obligation is brought 
current, has performed in accordance with the contractual terms for a reasonable period of time and the 
ultimate collectibility of the total contractual principal and interest is no longer in doubt. 
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)  

Allowance for Loan Losses  

The allowance for loan losses is established through provisions for loan losses charged against income.  
Loans deemed to be uncollectible are charged against the allowance for loan losses, and subsequent 
recoveries, if any, are credited to the allowance.  

The allowance for loan losses is maintained at a level considered adequate to provide for losses that can be 
reasonably anticipated.  Management’s periodic evaluation of the adequacy of the allowance is based on the 
Corporation’s past loan loss experience, known and inherent risks in the portfolio, adverse situations that may 
affect the borrower’s ability to repay, the estimated value of any underlying collateral, composition of the 
loan portfolio, current economic conditions and other relevant factors.  This evaluation is inherently 
subjective as it requires material estimates that may be susceptible to significant change, including the 
amounts and timing of future cash flows expected to be received on impaired loans. 

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 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, the loan’s obtainable market price 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 Corporation does not separately identify individual consumer and residential loans for impairment 
disclosures, unless such loans are the subject of a restructuring agreement.  

Off-Balance Sheet Financial Instruments 

In the ordinary course of business, the Corporation has entered into off-balance sheet financial instruments 
consisting of commitments to extend credit and letters of credit.  Such financial instruments are recorded in 
the balance sheet when they are funded. 
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED) 

Foreclosed Real Estate  

Foreclosed real estate is comprised of property acquired through a foreclosure proceeding or acceptance of a 
deed in lieu of foreclosure and loans classified as in-substance foreclosure.  A loan is classified as in-
substance foreclosure when the Bank has taken possession of the collateral regardless of whether formal 
foreclosure proceedings take place.  Foreclosed assets initially are recorded at fair value, net of estimated 
selling costs, at the date of foreclosure establishing a new cost basis.  After foreclosure, valuations are 
periodically performed by management and the assets are carried at the lower of cost or fair value minus 
estimated costs to sell.  Revenues and expenses from operations and changes in the valuation allowance are 
included in other expenses.  Foreclosed real estate at December 31, 2004 and 2003 was $682,000 and 
$1,027,000, respectively, and is included in other assets.  

Intangible Assets  

The Corporation has amortizable intangible assets related to core deposit intangibles acquired in 2002 through 
the acquisition of a branch office.  These intangible assets are being amortized on a straight-line basis over a 
period of ten years.  The balance of these amortizable intangible assets at December 31, 2004 was $731,000, 
net of accumulated amortization of $244,000, which are included in other assets.  Amortization expense of 
$145,000, $202,000 and $39,000 was recorded for the years ended December 31, 2004, 2003, and 2002, 
respectively.  Amortization expense is estimated to be $98,000 per year for the next five years.  The 
Corporation sold assets related to Gooder in 2004 and, therefore, eliminated the amortization related to 
customer lists.  

Premises and Equipment  

Premises and equipment are carried at cost less accumulated depreciation and amortization.  For financial 
statement reporting and income tax purposes, depreciation is computed both on straight-line and accelerated 
methods over the estimated useful life of the premises and equipment.  Charges for maintenance and repairs 
are expensed as incurred. Amortization is charged over the term of the respective lease or the estimated useful 
life of the asset, whichever is shorter.  

Bank Owned Life Insurance  

The Corporation invests in bank owned life insurance (BOLI) as a source of funding for employee benefit 
expenses.  BOLI involves the purchasing of life insurance by the Corporation on a chosen group of 
employees.  The Corporation is the owner and beneficiary of the policies.  This life insurance investment is 
carried at the cash surrender value of the underlying policies.  Income from the investment in the policies is 
included in other income on the income statement.   

Advertising Costs  

The Corporation follows the policy of charging the costs of advertising to expense as incurred.  Total 
advertising expense for the years ended December 31, 2004, 2003 and 2002 was $192,000, $187,000 and 
$233,000, respectively. 

Trust Operations 

Trust income is recorded on the cash basis, which approximates the accrual basis.  Securities and other 
property held by the Corporation in a fiduciary or agency capacity for customers of the Trust Department are 
not assets of the Corporation and, accordingly, are not included in the accompanying consolidated financial 
statements. 
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)  

Income Taxes 

Deferred income tax assets and liabilities are determined based on the differences between financial statement 
carrying amounts and the tax basis of existing assets and liabilities.  These differences are measured at the 
enacted tax rates that will be in effect when these differences reverse.  Deferred tax assets are reduced by a 
valuation allowance when, in the opinion of management, it is more likely than not that some portion of the 
deferred tax assets will not be realized.  As changes in tax laws or rates are enacted, deferred tax assets and 
liabilities are adjusted through the provision for income taxes.  The Corporation and its subsidiaries file a 
consolidated federal income tax return. 

Earnings per Share 

Basic earnings per share have been calculated on the weighted average number of shares outstanding of 
3,422,881 in 2004, 3,441,556 in 2003 and 3,425,858 in 2002.  The Corporation currently maintains a simple 
capital structure, thus there are no dilutive effects on earnings per share.  

Treasury Stock 

The acquisition of treasury stock is recorded under the cost method.  At the date of subsequent reissue, the 
treasury stock is reduced by the cost of such stock on the average cost basis, with any excess proceeds being 
credited to retained earnings.  

Statements of Cash Flows 

For purposes of reporting cash flows, the Corporation has defined cash and cash equivalents as those amounts 
included in the balance sheet captions, “Cash and due from banks” and “Interest bearing deposits with banks.” 

 Years Ended December 31, 
 2004  2003  2002 
 (In Thousands) 

SUPPLEMENTARY CASH FLOWS INFORMATION 
Interest paid $  6,133  $   6,679  $  7,598 

 
Income taxes paid $     981  $      608  $  2,161 

 
SUPPLEMENTARY DISCLOSURES OF NONCASH INVESTING AND 
 FINANCING ACTIVITIES 

Loans transferred to foreclosed real estate  $       34  $      723  $     514 
 
Segment Reporting 

The Corporation acts as an independent community financial services provider and offers traditional banking 
and related financial services to individual, business and government customers.  The Corporation offers a full 
array of commercial and retail financial services, including the taking of time, savings and demand deposits, 
the making of commercial, consumer and mortgage loans and the providing of other financial services. 

Management does not separately allocate expenses, including the cost of funding loan demand, between the 
commercial and retail operations of the Corporation.  As such, discrete information is not available and 
segment reporting would not be meaningful.  
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)  

Reclassifications 

Certain amounts in the 2003 and 2002 financial statements have been reclassified to conform with the 2004 
presentation format.  These reclassifications had no effect on net income.  

New Accounting Standards 

In March 2004, the SEC released Staff Accounting Bulletin (SAB) No. 105, “Application of Accounting 
Principles to Loan Commitments.”  SAB 105 provides guidance about the measurements of loan 
commitments recognized at fair value under FASB Statement No. 133, “Accounting for Derivative 
Instruments and Hedging Activities.”  SAB 105 also requires companies to disclose their accounting policy 
for those loan commitments including methods and assumptions used to estimate fair value and associated 
hedging strategies.  SAB 105 is effective for all loan commitments accounted for as derivatives that are 
entered into after March 31, 2004.  The adoption of SAB 105 did not have a material effect on the 
Corporation’s consolidated financial statements. 

 
NOTE 2 - ACQUISITIONS AND DIVESTITURES  

In June 2004, the Corporation sold all assets relating to its insurance agency subsidiary, Gooder.  In the 
transaction, the Corporation received $950,000.  A $39,000 loss was recognized on the sale of such assets, which 
is included in other expenses.  The results of operations of Gooder prior to the sale were not material to the 
Corporation’s results of operations.  

In performing its impairment assessment of the acquired customer lists of Gooder in the fourth quarter of 2003, 
management determined that no impairment was present based on the carrying amount of these intangible assets.  
However, the goodwill asset was fully impaired.  As a result, the 2003 consolidated financial statements reflect a 
writedown of goodwill in the amount of $375,000 which is included in other operating expenses in the 
consolidated statement of income.  

On January 3, 2003, the Corporation acquired certain insurance agency accounts from an employee of the 
Corporation’s insurance agency subsidiary, Gooder.  The Corporation paid cash of $100,000 for the accounts.  
The acquisition has been accounted for as a purchase and the $100,000 has been allocated to identifiable 
intangible assets representing the fair value of the acquired customer list.  The results of operations are included in 
the consolidated financial statements since the date of the acquisition.  The impact of the acquisition on the 
Corporation’s results of operations for the year ended December 31, 2003 was not material.   

On December 10, 2002, the Corporation completed its acquisition of Gooder, an independent insurance agency 
and Gooder & Mary, Inc. (G&M), a 50% partner in CNIS.  The Corporation issued 35,208 shares of its common 
stock with a value of $756,000 and paid cash of $235,000 in exchange for all of the shares of common stock of 
Gooder and G&M.  The acquisition has been accounted for as a purchase and the results of operations of Gooder  
and G&M since the date of acquisition are included in the consolidated financial statements. 

The total purchase price of $991,000 has been allocated to the assets acquired and liabilities assumed based upon 
fair value at the date of acquisition, including identifiable intangible assets of $849,000 representing the fair value 
of the acquired customer lists.  Goodwill of $375,000 was recorded.  The value of the 35,208 common shares 
issued was determined based on the average market price of the Corporation’s common shares over the ten 
trading days ending on the date prior to the acquisition date.   



COMMERCIAL NATIONAL FINANCIAL CORPORATION 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
 

 
 12  

NOTE 2 - ACQUISITIONS AND DIVESTITURES (CONTINUED)  

On September 27, 2002, the Bank sold the bank premises, deposit liabilities, equipment and loans outstanding of 
the Bank’s branch office and Redstone office in Murrysville, Pennsylvania (the Murrysville Branch).  In the 
transaction, the Bank sold deposit liabilities of $7,709,000, loans of $5,821,000 and equipment of $10,000 
resulting in a gain of $470,000.  

On June 29, 2002, the Bank acquired the deposit liabilities, equipment and loans outstanding of a branch office in 
Norwin, Pennsylvania (the Norwin Branch).  The transaction was accounted for as a purchase.  In the transaction, 
the Bank assumed deposit liabilities of $11,514,000, acquired loans of $8,000,000 and equipment of $9,000.  The 
premium paid to acquire the Norwin Branch amounted to $975,000, was allocated to a core deposit intangible and 
is being amortized over a period of ten years.  

 
NOTE 3 - CASH AND DUE FROM BANKS 

Regulations of the Board of Governors of the Federal Reserve System impose uniform reserve requirements on all 
depository institutions with transaction accounts (checking accounts, NOW accounts, etc.) and non-personal time 
deposits (deposits with original maturities of 14 days or more).  Reserves are maintained in the form of vault cash 
or a non-interest bearing balance held with the Federal Reserve Bank.  The Bank also maintains deposits with the 
Federal Reserve Bank and other banks for various services such as check clearing.  The required reserve at 
December 31, 2004 and 2003 was approximately $4,393,000 and $3,858,000, respectively.  

 
NOTE 4 - SECURITIES  

The amortized cost and fair values of securities available for sale are as follows: 

 
Amortized 

Cost  

Gross 
Unrealized 

Gains  

Gross 
Unrealized 

Losses  
Fair 

Value 
 (In Thousands) 
 
DECEMBER 31, 2004:        
 Obligations of U.S. Government  
  agencies  $  8,386  $      4  $  (39)  $  8,351 
 Obligations of states and political  
  subdivisions 4,177  94  (87)  4,184 
 Mortgage-backed securities 83,723  3,197  -  86,920 
 

 $96,286  $3,295  $(126)  $99,455  
 
DECEMBER 31, 2003:        
 Obligations of U.S. Government  
  agencies  $  11,626  $   112  $  (28)  $  11,710 
 Obligations of states and political  
  subdivisions 44,270  1,275  (462)  45,083 
 Mortgage-backed securities 101,970  4,732  -  106,702 
 Equity securities 799  54  (8)  845 
 

 $158,665  $6,173  $(498)  $164,340 
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NOTE 4 - SECURITIES (CONTINUED) 

The amortized cost and fair values of securities at December 31, 2004 by contractual maturity, are shown below.  
Mortgage-backed securities maturities are based upon their estimated contractual maturities.  Expected maturities 
will differ from contractual maturities because borrowers may have the right to call or prepay obligations with or 
without call or prepayment penalties. 

 
 

Amortized 
Cost  

Fair 
Value 

  (In Thousands) 
 
 Due within one year $  7,661  $  7,640 
 Due after one year through five years 2,555  2,496 
 Due after five years through ten years 1,832  1,901 
 Due after ten years 84,238  87,418 
 

  $96,286  $99,455 
 
Securities with amortized cost and fair values of $21,097,000 and $21,592,000, respectively, at December 31, 
2004 and $16,420,000 and $17,164,000, respectively, at December 31, 2003 were pledged to secure public 
deposits and for other purposes required or permitted by law.  

Gross gains of $2,377,000, $9,000 and $-0- and gross losses of $1,182,000, $-0- and $-0- were realized on sales 
and calls of securities during 2004, 2003 and 2002, respectively.  

The following table shows the Corporation’s gross unrealized losses and fair value, aggregated by investment 
category and length of time that individual securities have been in a continuous unrealized loss position, at 
December 31, 2004:  

 Less than 12 Months  12 Months or More  Total 

 
Fair 

Value  
Unrealized 

Losses  
Fair 

Value  
Unrealized 

Losses  
Fair 

Value  
Unrealized 

Losses 
 (In Thousands) 
 
Obligations of U.S. Govern- 

ment agencies  $2,036  $(22)  $  987  $(17)  $3,023  $  (39) 
Obligations of states and 

political subdivisions  1,304  (43)  1,786  (44)  3,090  (87) 
 
 $3,340  $(65)  $2,773  $(61)  $6,113  $(126) 
 
Unrealized losses in obligations of U.S. Government agencies and state and political subdivisions are due to a 
change in interest rates subsequent to when the securities were purchased.  At December 31, 2004, all debt 
securities with temporarily impaired losses have been rated by either Moody’s and/or S&P with an “A” or better 
debt rating.  Management believes the unrealized losses are temporary and that the Corporation has the ability to 
hold the securities until maturity or market price recovery.  
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NOTE 5 - LOANS  

Loans are summarized as follows:  

   December 31,  
   2004  2003 
   (In Thousands) 
 
 Commercial loans  $  15,933  $  14,802 
 Real estate loans:     
  Commercial  55,555  51,006 
  Construction  258  1,108 
  Residential  107,819  106,121 
 Municipal loans  10,002  10,622 
 Consumer and other loans  2,465  3,584 
 Net unamortized costs  223  139 
 
   $192,255  $187,382 
 
NOTE 6 - ALLOWANCE FOR LOAN LOSSES  

Transactions in the allowance for loan losses are summarized as follows:  

   Years Ended December 31, 
   2004  2003  2002 
   (In Thousands) 
 
 Balance, January 1  $2,462  $2,707  $2,814 
  Loans charged off  (361)  (333)  (449) 
  Recoveries on previously charged off  

  loans 
 

190  49  44 
  Provision (credit) for loan losses  (436)  39  298 
 
 Balance at December 31  $1,855  $2,462  $2,707 
 
During the Corporation’s second quarter 2004 evaluation, management considered the allowance for loan losses to 
be over allocated by $492,000.  Due to this overage, the Corporation reduced the allowance for loan losses by 
$492,000.  The reduction in the allowance consisted of specific allocations for several classified loans, totaling $3.2 
million, which paid off during the first half of 2004.  The excess allocation was recorded as a credit in the provision 
for loan losses.  

At December 31, 2004 and 2003, the total recorded investment in loans considered to be impaired was $3,421,000 
and $8,669,000, respectively.  The average recorded investment in impaired loans during 2004, 2003 and 2002 
was $4,728,000, $12,271,000 and $12,323,000, respectively.  Impaired loans with balances of $958,000 and 
$2,847,000 at December 31, 2004 and 2003 had related allowance for loan losses of $503,000 and $1,541,000, 
respectively.  Interest income on impaired loans of $190,000, $723,000 and $749,000 was recognized for cash 
payments received in 2004, 2003 and 2002, respectively.   

Loans on which the accrual of interest has been discontinued amounted to $1,667,000 and $2,331,000 at 
December 31, 2004 and 2003, respectively.  Loan balances past due 90 days or more and still accruing interest, 
but which management expects will eventually be paid in full, amounted to $12,000 and $5,000 at December 31, 
2004 and 2003, respectively.  
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NOTE 7 - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK  

The Corporation 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, 
standby letters of credit and financial standby letters of credit.  Those instruments involve, to varying degrees, 
elements of credit and interest rate risk in excess of the amount recognized in the balance sheet.  The contract or 
notional amount of those instruments reflect the extent of involvement the Corporation has in particular classes of 
financial instruments.  The Corporation does not issue any other instruments with significant off-balance-sheet 
risk. 

The Corporation's exposure to credit loss in the event of nonperformance by the other party to the financial 
instrument for commitments to extend credit, standby letters of credit and financial standby letters of credit 
written is represented by the contract or notional amount of those instruments.  The Corporation uses the same 
credit policies in making such commitments and conditional obligations as it does for on-balance-sheet 
instruments.  The following table identifies the contract or notional amount of those instruments:  

   December 31, 
   2004  2003 
   (In Thousands) 
 
 Financial instruments whose contract amounts represent 

credit risk:  
 

   
  Commitments to extend credit  $34,054  $30,767 
  Standby letters of credit  379  427 
  Financial standby letters of credit  4,050  3,000 
 
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 
Corporation evaluates each customer's credit worthiness on a case-by-case basis.  The amount of collateral 
obtained, if deemed necessary by the Corporation upon extension of credit, is based on management's credit 
evaluation of the counter party.  Collateral held varies but may include accounts receivable, inventory, property, 
plant and equipment and income-producing commercial properties.  

Outstanding letters of credit written are conditional commitments issued by the Corporation to secure the 
performance of a customer to a third party.  The majority of these standby letters of credit expire within the next 
twelve months.  The credit risk involved in issuing letters of credit is essentially the same as that involved in 
extending other loan commitments.  The Corporation requires collateral supporting these letters of credit as 
deemed necessary.  The maximum undiscounted exposure related to these commitments at December 31, 2004 
was $4,429,000 and the approximate value of underlying collateral upon liquidation that would be expected to 
cover this maximum potential exposure was $4,175,000.  The amount of the liability as of December 31, 2004 
and 2003 for guarantees under standby letters of credit issued is not material.   
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NOTE 8 - PREMISES AND EQUIPMENT  

The composition of premises and equipment at December 31, 2004 and 2003 is as follows: 

   2004  2003 
   (In Thousands) 
 
 Land  $    437  $   437 
 Premises  5,789  5,782 
 Leasehold improvements  229  249 
 Furniture and equipment  6,488  6,130 
      
   12,943  12,598 
 Accumulated depreciation and amortization  (8,299)  (7,593) 
 
   $  4,644  $5,005 
 
Depreciation and amortization expense was $760,000, $683,000 and $636,000 for the years ended December 31, 
2004, 2003 and 2002, respectively.  

 
NOTE 9 - INTEREST BEARING DEPOSITS 

Interest bearing deposits include time deposits issued in denominations of $100,000 or more which amounted to 
$22,397,000 and $21,108,000 at December 31, 2004 and 2003, respectively.   

Interest bearing deposits at December 31, 2004 and 2003 are detailed as follows:  

   2004  2003 
   (In Thousands) 
 
 Savings accounts  $  50,840  $  54,395 
 NOW accounts  22,182  24,525 
 Money market accounts  32,901  40,479 
 Time deposits  97,611  88,473 
 
   $203,534  $207,872 
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NOTE 9 - INTEREST BEARING DEPOSITS (CONTINUED) 

Time deposits at December 31, 2004 had the following scheduled maturities (in thousands):  

 2005  $35,725 
 2006  11,207 
 2007  21,147 
 2008  15,611 
 2009  13,921 
 
   $97,611 
 
NOTE 10 - SHORT-TERM BORROWINGS  

Short-term borrowings at December 31, 2004 and 2003 were as follows:  

   December 31, 
   2004  2003 
   (In Thousands) 
 
 Federal funds purchased  $2,950  $  2,450 
 FHLB borrowings  5,000  15,000 
      
   $7,950  $17,450 
 
The outstanding balances and related information of short-term borrowings are summarized as follows: 

   Years Ended December 31, 
   2004  2003 
   (Dollars in Thousands) 
 
 Average balance during the year  $10,505  $  3,977 
 Average interest rate during the year  1.52%  1.21% 
 Maximum month-end balance  $48,650  $19,750 
 Weighted average interest rate at end of the year  2.31%  1.23% 
 
At December 31, 2004, the Corporation had approved but unused funding availability from lines of credit of 
$30,000,000.  
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NOTE 11 - LONG-TERM BORROWINGS  

Long-term borrowings at December 31, 2003 consisted of Federal Home Loan Bank (FHLB) advances which 
were collateralized by certain mortgages and investment securities.  These advances had maturity dates from 2005 
through 2016 and a weighted average interest rate of 5.22%.  In September 2004, the Corporation repaid these 
advances with proceeds from sales of securities.  The repayment of these advances resulted in a prepayment 
penalty of $4,402,000.  

Advances from the FHLB of Pittsburgh are secured by the Bank’s stock in the FHLB of Pittsburgh, qualifying 
residential mortgage loans, U.S. Government securities, U.S. agency securities and mortgage-backed securities.  
The maximum remaining borrowing capacity from the FHLB at December 31, 2004 is $195,397,000.  

 
NOTE 12 - EMPLOYEE BENEFIT PLANS  

The Corporation sponsors an employee profit sharing plan available to all employees with at least one year of 
service.  The Corporation contributes to the plan, as determined by the Board of Directors, in an amount not to 
exceed 15% of compensation of eligible participants.  The Corporation also has a supplemental retirement plan 
for certain retired employees.  The expense for the employee benefit plans was $249,000, $628,000 and $608,000 
for the years ended December 31, 2004, 2003 and 2002, respectively.  Expense in 2004 was lower due to a lesser 
allocation by the board of directors than what was allocated in prior years.  

 
NOTE 13 - 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. 

The components of other comprehensive income (loss) and related tax effects for the years ended December 31, 
2004, 2003 and 2002 are as follows: 

   2004  2003  2002 
   (In Thousands) 
 
 Gross change in unrealized gains (losses)  

 on securities available for sale  
 

$(1,311)  $(1,710)  $4,124 
 Less reclassification adjustment for gains 

realized in income  
 

(1,195)  (9)  - 
        
 Net Unrealized Gains (Losses)  (2,506)  (1,719)  4,124 
        
 Tax effect  (852)  (584)  1,402 
        
 Net of Tax Amount  $(1,654)  $(1,135)  $2,722 
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NOTE 14 - LEASE COMMITMENTS 

The Corporation rents offices under operating leases that expire through 2016.  Lease expense amounted to 
$121,000, $116,000 and $72,000 in fiscal years 2004, 2003, and 2002, respectively.  Maturities of operating lease 
obligations at December 31, 2004 are as follows (in thousands):  

 2005 $  87   
 2006 52   
 2007 29   
 2008 29   
 2009 29   
 Thereafter 199   
 
NOTE 15 - INCOME TAXES 

The components of the net deferred tax liability at December 31, 2004 and 2003 are as follows: 

   2004  2003 
   (In Thousands) 
 
 Allowance for loan losses  $357  $    558 
 Accrued benefits  87  97 
 Other  66  2 
 Alternative minimum tax   265  115 
      
 Total Deferred Tax Assets  775  772 
      
 Deferred loan fees  76  47 
 Securities accretion  60  162 
 Unrealized net gain on securities available for sale  1,077  1,930 
 Depreciation  156  144 
 Intangible assets  -  375 
      
 Total Deferred Tax Liabilities  1,369  2,658 
      
 Net Deferred Tax Liability  $ (594)  $(1,886) 
 
The income tax provision for the years ended December 31, 2004, 2003 and 2002 is summarized as follows: 

   2004  2003  2002 
   (In Thousands) 
 
 Current  $ 230  $552  $1,791 
 Deferred  (439)  285  82 
        
   $(209)  $837  $1,873 
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NOTE 15 - INCOME TAXES (CONTINUED) 

The tax provision for financial reporting purposes differs from the amount computed by applying the statutory 
federal income tax rate of 34% to income before income taxes.  The differences for the years ended December 31, 
2004, 2003 and 2002 are as follows:  

   2004  2003  2002 
   (In Thousands) 
 
 Tax at statutory rates  $140  $1,495  $2,454 
 Increase (decrease) resulting from:       
  Tax-exempt income  (317)  (663)  (562) 
  Non-deductible interest expense  31  60  46 
  Increase in investment in life insurance  (156)  (170)  (147) 
  Writedown of non-deductible goodwill  47  128  - 
  Other  46  (13)  82 
        
   $(209)  $  837  $1,873 
 
NOTE 16 - FAIR VALUE OF FINANCIAL INSTRUMENTS  

Below are various estimated fair values at December 31, 2004 and 2003, as required by Statement of Financial 
Accounting Standards No. 107 (FAS 107).  Such information, which pertains to the Corporation’s financial 
instruments, is based on the requirements set forth in FAS 107 and does not purport to represent the aggregate net 
fair value of the Corporation.  It is the Corporation’s general practice and intent to hold its financial instruments to 
maturity, except for certain securities designated as securities available for sale, and not to engage in trading 
activities.  Many of the financial instruments lack an available trading market, as characterized by a willing buyer 
and seller engaging in an exchange transaction.  Therefore, the Corporation had to use significant estimations and 
present value calculations to prepare this disclosure.  

Changes in the assumptions or methodologies used to estimate fair values may materially affect the estimated 
amounts.  Also, management is concerned that there may not be reasonable comparability between institutions 
due to the wide range of permitted assumptions and the methodologies in absence of active markets.  This lack of 
uniformity gives rise to a high degree of subjectivity in estimating financial instrument fair values.  

The following methods and assumptions were used by the Corporation in estimating financial instrument fair 
values: 

Cash and Short-Term Investments 

The carrying amounts for cash and short-term investments approximate the estimated fair values of such 
assets. 

Securities 

Fair values for securities available for sale are based on quoted market prices, if available.  If quoted market 
prices are not available, fair values are based on quoted market prices of comparable instruments. 

Restricted Investments in Bank Stock 

The carrying amounts of restricted investments in bank stock approximate the estimated fair value of such 
assets.  
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NOTE 16 - FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED) 

Loans Receivable 

Fair values of variable rate loans subject to frequent repricing and which entail no significant credit risk are 
based on the carrying values.  The estimated fair values of other loans are estimated by discounting the future 
cash flows using interest rates currently offered for loans with similar terms to borrowers of similar credit 
quality.   

Deposits 

For deposits which are payable on demand at the reporting date, representing all deposits other than time 
deposits, management estimated that the carrying value of such deposits is a reasonable estimate of fair value.  
Fair values of time deposits are estimated by discounting the future cash flows using interest rates currently 
being offered and a schedule of aggregate expected maturities. 

Short-Term Borrowings 

The carrying amounts for short-term borrowings approximate the estimated fair value of such liabilities. 

Accrued Interest Receivable and Payable 

The carrying amount of accrued interest receivable and payable is considered a reasonable estimate of fair 
value.  

Long-Term Borrowings 

Fair values of fixed rate borrowings are estimated by discounting the future cash flows using the 
Corporation’s estimated incremental borrowing rate for similar types of borrowing arrangements.  

Off-Balance Sheet Instruments 

The fair value of commitments to extend credit and for outstanding letters of credit is estimated using the fees 
currently charged to enter into similar agreements, taking into account market interest rates, the remaining terms 
and present credit worthiness of the counterparties. 

The carrying amounts and fair values of the Corporation’s financial instruments as of December 31 are presented 
in the following table: 

 December 31, 2004  December 31, 2003 

 
Carrying 
Amount  

Fair 
Value  

Carrying 
Amount  

Fair 
Value 

 (In Thousands) 
 
Financial assets:        
 Cash and short-term investments $   7,786  $   7,786  $   9,641  $  9,641 
 Securities available for sale 99,455  99,455  164,340  164,340 
 Restricted investments in bank stock 1,806  1,806  4,345  4,345 
 Net loans receivable 190,400  190,557  184,920  186,761 
 Accrued interest receivable 968  968  1,573  1,573 
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NOTE 16 - FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED) 

 December 31, 2004  December 31, 2003 

 
Carrying 
Amount  

Fair 
Value  

Carrying 
Amount  

Fair 
Value 

 (In Thousands) 
 
Financial liabilities:        
 Deposits $265,818  $264,852  $259,216  $262,801 
 Short-term borrowings 7,950  7,950  17,450  17,450 
 Accrued interest payable 688  688  870  870 
 Long-term borrowings -  -  55,000  57,996 
        
Off-balance sheet financial instruments -  -  -  - 
 
NOTE 17 - RELATED PARTY TRANSACTIONS  

Some of the Corporation's or the Bank’s directors, principal officers, and their related interests had transactions 
with the Bank in the ordinary course of business.  All loans and loan commitments in such transactions were 
made on substantially the same terms, including collateral and interest rates, as those prevailing at the time for 
comparable transactions with others.  In the opinion of management, these transactions with others do not involve 
more than normal risk of collectibility or present other unfavorable features.  It is anticipated that further such 
extensions of credit will be made in the future.  The aggregate amount of credit extended to these directors and 
principal officers was approximately $902,000 and $1,381,000 at December 31, 2004 and 2003, respectively.  

The following is an analysis of loans to those parties whose loan balances exceeded $60,000 during the year 
ended December 31, 2004 (in thousands):  

 Balances at January 1    $1,126 
  Advances    - 
  Repayments    (366) 
      
 Balances at December 31    $  760 
 
NOTE 18 - CAPITAL REQUIREMENTS AND REGULATORY RESTRICTIONS 

The Bank is subject to legal limitations on the amount of dividends that can be paid to the Corporation.  The 
Pennsylvania Banking Code restricts the payment of dividends, generally to the extent of its retained earnings. 

The Corporation and the Bank are 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 
consolidated financial statements.  Under capital adequacy guidelines and the regulatory framework for prompt 
corrective action, the Corporation and the Bank must meet specific capital guidelines that involve quantitative 
measures of the assets, liabilities and certain off-balance-sheet items as calculated under regulatory accounting 
practices.  The capital amounts and classification are also subject to qualitative judgments by the regulators about 
components, risk-weighting and other factors.  
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NOTE 18 - CAPITAL REQUIREMENTS AND REGULATORY RESTRICTIONS (CONTINUED)  

Quantitative measures established by regulation to ensure capital adequacy require the maintenance of minimum 
amounts and ratios (set forth in the tables below) of total and Tier 1 capital (as defined in the regulations) to risk-
weighted assets (as defined) and of Tier 1 Capital (as defined) to average assets (as defined).  Management 
believes, as of December 31, 2004, that the Corporation and the Bank meet all capital adequacy requirements to 
which they are subject.  

As of December 31, 2004, the most recent notification from the regulatory agencies categorized the Bank as well 
capitalized under the regulatory framework for prompt corrective action.  To be categorized as well capitalized, 
the Bank must maintain minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in the 
table below.  There are no conditions or events since those notifications that management believes have changed 
those categories. 

The following table presents the risk-based and leverage capital amounts and ratios at December 31, 2004 and 
2003 for the Corporation and the Bank: 

 

 

 
 

Actual  

 
For Capital Adequacy 

Purposes  

To be Well Capitalized 
Under Prompt 

Corrective Action 
Provisions  

  Amount  Ratio  Amount  Ratio  Amount  Ratio  
  (Dollars in Thousands)  
 

As of December 31, 2004              
 Total capital (to risk-weighted assets):              
  Commercial National Financial Corp.  $43,692  23.7 % $≥≥≥≥14,733  ≥≥≥≥8.0 % N/A    
  Commercial Bank  43,678  23.7  ≥≥≥≥14,740  ≥≥≥≥8.0  $≥≥≥≥18,425  ≥≥≥≥10.0 % 
 Tier 1 capital (to risk-weighted assets):              
  Commercial National Financial Corp.  41,836  22.7  ≥≥≥≥  7,367  ≥≥≥≥4.0  N/A    
  Commercial Bank  41,822  22.7  ≥≥≥≥  7,370  ≥≥≥≥4.0  ≥≥≥≥11,055  ≥≥≥≥  6.0  
 Tier 1 capital (to average assets):              
  Commercial National Financial Corp.  41,836  13.0  ≥≥≥≥12,899  ≥≥≥≥4.0  N/A    
  Commercial Bank  41,822  13.0  ≥≥≥≥12,857  ≥≥≥≥4.0  ≥≥≥≥16,072  ≥≥≥≥  5.0  
 

As of December 31, 2003:              
 Total capital (to risk-weighted assets):              
  Commercial National Financial Corp.  $46,526  24.6 % $≥15,140  ≥8.0 % N/A    
  Commercial Bank  44,748  23.8  ≥15,067  ≥8.0  $≥18,834  ≥10.0 % 
 Tier 1 capital (to risk-weighted assets):              
  Commercial National Financial Corp.  44,138  23.3  ≥  7,570  ≥4.0  N/A    
  Commercial Bank  42,392  22.5  ≥  7,533  ≥4.0  ≥11,300  ≥  6.0  
 Tier 1 capital (to average assets):              
  Commercial National Financial Corp.  44,138  11.9  ≥14,872  ≥4.0  N/A    
  Commercial Bank  42,392  11.4  ≥14,816  ≥4.0  ≥18,520  ≥  5.0  
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NOTE 19 - CONDENSED FINANCIAL INFORMATION OF COMMERCIAL NATIONAL FINANCIAL CORPORATION 
(PARENT ONLY) 

STATEMENTS OF FINANCIAL CONDITION 

   December 31, 
   2004  2003 
   (In Thousands) 
 
 ASSETS  

 
 

 
 Cash and cash equivalents   $         -  $      54 
 Securities available for sale   -  845 
 Investment in bank subsidiary  44,645  46,937 
 Investment in other subsidiaries  32  1,754 
 Other assets  10  - 
      
 Total Assets  $44,687  $49,590 
      
 LIABILITIES AND SHAREHOLDERS’ EQUITY  

 
 

 
 Liabilities, accounts payable  $       27  $      53 
 Shareholders’ equity  44,660  49,537 
      
 Total Liabilities and Shareholders’ Equity  $44,687  $49,590 
 
STATEMENTS OF INCOME 

   Years Ended December 31, 
   2004  2003  2002 
   (In Thousands) 
 
 Dividends from subsidiaries  $3,977  $6,025  $3,824 
 Other   3  5  - 
 Net securities gains  29  9  - 
 Fees from bank subsidiary  493  278  303 
 Expenses  (501)  (281)  (303) 
        
   4,001  6,036  3,824 
 Income taxes  -  3  - 
        
   4,001  6,033  3,824 
 Equity in (excess of) undistributed earnings of 

subsidiaries 
 

(3,380)  (2,472)  1,520 
        
 Net Income  $   621  $3,561  $5,344 
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NOTE 19 - CONDENSED FINANCIAL INFORMATION OF COMMERCIAL NATIONAL FINANCIAL CORPORATION 
(PARENT ONLY) (CONTINUED)  

STATEMENTS OF CASH FLOWS  

   Years Ended December 31, 
   2004  2003  2002 
   (In Thousands) 
 
 Cash Flows from Operating Activities  

     
  Net income  $   621  $3,561  $5,344 
  Adjustments to reconcile net income to  

  net cash provided by operating  
  activities: 

 

     
   Net security gains  (29)  (9)  - 
   Equity in undistributed earnings of  

   subsidiaries 
 

3,380  2,472  (1,520) 
   Issuance of treasury stock for  

   compensation 
 

-  4  1 
   Increase in other assets  (10)  -  - 
   Increase (decrease) in accounts payable  (10)  23  (1) 
        
 Net Cash Provided by Operating Activities  3,952  6,051  3,824 
        
 Cash Flows from Investing Activities  

     
  Purchase of investment securities   -  (833)  - 
  Net cash used in acquisition  -  (100)  (235) 
  Proceeds from sale of securities  829  43  - 
  Investment in subsidiaries  (991)  (1,014)  - 
        
 Net Cash Used in Investing Activities   (162)  (1,904)  (235) 
        
 Cash Flows from Financing Activities  

     
  Dividends paid  (3,423)  (3,441)  (3,424) 
  Purchase of treasury stock  (421)  (657)  (165) 
        
 Net Cash Used in Financing Activities  (3,844)  (4,098)  (3,589) 
        
 Net Increase (Decrease) in Cash  (54)  49  - 
        
 CASH - BEGINNING  54  5  5 
        
 CASH - ENDING  $      -  $     54  $       5 
 
 




