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NET INCOME
Earnings Per Share

Basic
Diluted

CASH DIVIDENDS

Per Common Share

STOCKHOLDERS EQUITY AT YEAR-END

Per Common Share

RETURN ON AVERAGE STOCKHOLDERS’ EQUITY

RETURN ON AVERAGE ASSETS

TOTAL ASSETS AT YEAR-END

$4,632
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$36,884
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$391,804
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$1,520
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$34,649
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1.14%

$359,955

$3,705

1.56
1.54

$1476
0.62

$33,993
14.49

11.6%

1.12%

$339,306




This is the twenteth annual message that I have written for our company and
I am pleased to report that it shows continued strong operating results with the |
twelfth consecutive year of record earnings.

Net income at $4.6 million was an increase of 14.9% over the prior year’s result
of $4.0 million. More importantly, diluted earnings per share were $2.03, com-
pared to $1.72 in 2001, an increase of 18.0%.

Total assets increased $31.8 million or 8.8%, resulting in total assets at year-end
of $391.8 million.

Total loans, net of unearned income, decreased $8.7 million or 4.5% and

ended the year at $186.3 million. The decrease in loans was due primarily to a

decline in indirect auto lending and a slowdown in residential mortgage appli-
cations.

Total deposits at year-end were $300.6 million, an increase of $21.4 million, or
7.7% over the balance of $279.2 million at December 31, 2001. The primary

areas of growth were in savings (cash management accounts) and money market accounts.

Stockholders’ equity at year-end was $36.9 million, as compared to $34.6 million at the prior year-end. This result-
ed in a year-end stockholders’ equity to total assets ratio of 9.4%, a ratio that 1s over twice the regulatory minimum
guideline of 4.0%.

In August, the Board of Directors increased the dividend for the thirty-sixth consecutive year. The dividend, per
share for the year, was $0.70, an increase of 6.1%, as compared to $0.66 in 2001. Total dividends paid to stockholders
for the year amounted to $1.6 million.

During the year, we were saddened by the loss of two honorary directors. Henry Buanno, founder of Buanno
Transportation Company, passed away on May 24, 2002. He served on our board of directors for ten years, retiring in
1993. Leon Finkle, Chairman of the Board of Finkle Distributors, Inc., passed away on May 30, 2002. He served as a
director for fourteen years, retiring in 1999. The dedication, loyalty and leadership of these men to our organization
was deeply appreciated.

In April, David W McGrattan, Senior Vice President, retired after fourteen years with the Bank. Dave worked pri-
marily in commercial lending and for the last several years of employment was the senior lending officer. His loyalty
and commitment to our company were extremely valuable. We wish Dave and Carol health and happiness in their
retirement years.

In regard to technology, 2002 was a busy year for the company. We implemented new systems and services that have
increased our ability to serve our customers. We also made internal changes that will allow us to continue to move in
the right direction to take advantage of advanced technology.

In early 2002, we launched our new web site located at wwwi.citynatlbank.com. Our web site offers comprehensive

information about the Bank, as well as many extra features such as Google search, stock quotes, weather forecasts and
news stories. In conjunction with our new web site, we introduced our personal online banking system. This system
allows our customers, through a secure connection, to view account information, transfer funds, download informa-
tion into money management programs and pay bills online.

To provide our customers with the means to ensure access to their money after hours using City National Bank
ATMs, we installed new ATMs at the main office, Fifth Avenue, Northville and Perth offices. As the use of ATM cards

and debit cards continue to increase, providing reliable and state-of-the-art machines to our customers is a priority. To
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better serve our business customers, we introduced a business debit card this year. This service allows business own-

ers to access their funds with a debit card and allows the owners to grant access to selected employees.

As we still enjoy seeing our customers in our branches and want to make visiting the branches an enjoyable experi-
ence, we installed new computer hardware at each teller and customer service station. We also upgraded our teller sys-
tem and installed our first automated customer service platform system.

To ensure that the Bank continues to move in the right direction with regard to technology, we created an informa-
tion technology department staffed by a vice president of information technology and a network administrator. Our
talented staff is dedicated to the support of our existing technology and the implementation of new technology so we
can continue to fulfill the needs of our customers.

In the third quarter, construction began on the new Saratoga Springs branch facility. The 12,000-square-foot, two-
story office building 1s being constructed on the site of the former Friendly’s Restaurant. Once the new building is
occupied, the old branch will be demolished to provide additional parking. The new branch will feature two teller
drive-thru windows and two ATMs; one in the front entryway and the other in the drive-thru. The new branch should
be ready for occupancy by mid-year.

As always, we welcome your comments and suggestions, and please remember to use our financial services and rec-

%%%ﬁf;

WILLIAM N. SMITH
Chairman of the Board, President and Chief Execuuve Officer
of the Company and the subsidiary Bank

ommend us to your friends and neighbors.
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The financial review is a presentation of management’s discussion and analysis of the consolidated financial con-
dition and results of operations of CNB Bancorp, Inc. (Company) and its subsidiaries, City National Bank & Trust
Company and Hathaway Agency, Inc. The financial review is presented to provide a better understanding of the finan-
cial data contained in this report and should be read in conjunction with the consolidated financial statements and

other.schedules that fellow.

Forward-Looking Statements:

In addition to historical information, this annual report includes certain forward-looking statements with respect
to the financial condition, results of operations and business of the Company and its subsidiaries based on current man-
agement expectations. 'The Company’s ability to predict results or the effect of future plans and strategies is inherent-
ly uncertain and actual results, performance, or achievements could differ materially from those management expec-
tations. Factors that could cause future results to vary from current management expectations include, but are not lim-
ited to, general economic conditions, legislative and regulatory changes, monetary and fiscal policies of the federal gov-
ernment, changes in tax policies, rates and regulations of federal, state, and local tax authorities, changes in interest
rates, deposit flows, the cost of funds, demand for loan products, demand for financial services, competition, changes
in the quality or composition of the subsidiary Bank’s loan and securities portfolios, changes in accounting principles,
policies or guidelines, and other economic, competitive, governmental, and technological factors affecting the
Company’s operations, markets, products, services and prices.

Mergers and Acquisitions:

On June 1, 1999, the Company completed the acquisition of Adirondack Financial Services Bancorp, Inc.
(Adirondack), at which time Adirondack merged with and into CNB Bancorp, Inc. Upon acquisition, Adirondack’s
subsidiary Bank, Gloversville Federal Savings and Loan Association, merged with the Company’s subsidiary Bank,
City Natonal Bank & Trust Company.

On July 1, 2000, the Company completed the acquisition of Hathaway Agency, Inc., a general insurance agency.
Pursuant to the merger, Hathaway became a wholly-owned subsidiary of CINB Bancorp, Inc.

Financial Condition:
The table below presents a comparison of average and year-end selected consclidated balance sheet categories
over the past three years, and the changes in balances for those years (in thousands).

Increase/(Decrease)
Average Consolidated Balance Sheet 2002 2001 2000 2002/2001 2001/2000
Assets:
Cash and due from banks $9,543 $7,932 $7,678 $1,611 $254
Federal funds sold 12,628 7,265 5,595 5,363 1,670
Int. bearing deposits with banks 10,468 3,022 1,128 7,446 1,894
Total securities® 140,600 130,902 122,667 9,698 8,235
Loans, net 188,319 190,532 178,444 (1,713) 12,088
Other assets 16,111 14,994 16,116 1,117 (1,122)
Total Assets $378,169  $354,647  $331,628 $23,522 $23,019




Average Consolidated Balance Sheet

Liabilities:
Demand deposits
Savings, NOW and money
market accounts
Time deposits
Notes payable and repurchase
agreements
Other liabilities
Stockholders’ equity
Total Liabilities and Equity

Year-End Consclidated Balance Sheet

Assets:
Cash and due from banks
Federal funds sold
Int. bearing deposits with banks
Total securities®
Loans, net
Other assets
Total Assets

Liabilies:
Demand deposits
Savings, NOW and money
market accounts
Time deposits
Notes payable and repurchase
agreements
Other liabilities
Stockholders’ equity
Total Liabiliies and Equity

*Includes available for sale securities at fair value, held to maturity securities at amortized cost and Federal Reserve
Bank and Federal Home Loan Bank stock at cost.

Total assets at December 31, 2002 reached a new record high of $391.8 million as compared to $360.0 million at
December 31,2001, an increase of $31.8 million or 8.8%. Asset growth for the year consisted of a $23.9 million increase
in total securities and a $14.9 million increase in cash and short-term investments including a $12.2 million increase
in interest bearing deposits with banks and a $2.7 million increase in federal funds sold. These increases were partial-
ly offset by a decrease in loans, net of unearned discount, of $8.7 million or 4.5%. Asset growth was funded primarily
with increases in deposits, which increased by $21.4 million or 7.7% and an increase in repurchase agreements and
notes payable in the amount of $8.1 million. Average assets for 2002 totaled $378.2 million, an increase of $23.5 mil-
lion or 6.6% from the 2001 average of $354.6 million.

Net loans, which constitute the largest segment of earning assets, represented 46.8% of total assets at December

2002 2001 2000
$28565  $26,756  $26972
141,168 113416 107,957
121,716 136,628 137432

48,926 41356 25,765

1,690 1,959 1,485

36,104 34,532 32,017

$378,169  $354,647  $331,628

2002 2001 2000
$11,252  $11212 $9,166

10,900 8,200 5,400

12,508 317 272
156949 133,057 124,767
183,181 192,443 183,840

17,014 14,726 15,861

$391,804  $359.955  $339306
$27827  $28,103  $26339
152,469 130,311 125,974
120,320 120813 118,161
52,689 44,618 33,128
1,615 1,461 1,711

36,884 34,649 33,993

$391,804  $359.955  $339306

-7 -

Increase/(Decrease)

2002/2001 2001/2000
$1,809 ($216)
27,752 5,459

(14,912) (804)
7,570 15,591
(269) 474
1,572 2,515
$23,522 $23,019
Increase/(Decrease)
2002/2001 2001/2000
$40 2,046
2,700 2,800
12,191 45
23,892 8,290
(9,262) 8,603
2,288 (1,135)
$31,849 $20,649
($276) $1,764
22,158 4337
(493) 2,652
8,071 11,490
154 (250)
2,235 656
$31,849 $20,649



1AL REVIEW (Confinued)

31, 2002. Average net loans for 2002 decreased $1.7 million or 0.9% over 2001. Average commercial loans increased
for the year 3.8%, while the averages for both consumer and mortgage loans decreased for the year by 2.3%. The yield
on total loans decreased from 8.17% in 2001 to 7.64% in 2002, which reflects the lower interest rates that were in effect
throughout the year.

The total securities portfolio, which includes both “available for sale” and “held to maturity” securites, at
December 31, 2002 was $156.9 million as compared to $133.1 million the previous year, an increase of $23.9 million.
The increase for 2002 was funded with growth in core deposit accounts and increased borrowings from the Federal
Home Loan Bank. The yield on the portfolio decreased 103 basis points year-to-year from 6.74% for 2001 to 5.71% for
the year 2002. This significant decrease in yield was a result of the Federal Reserve Bank’s numerous interest rate cuts
throughout 2001 and 2002 affecting the reinvestment yield of securities as they matured or repriced in 2002.

Interest bearing deposits with banks and federal funds sold which are short-term assets that provide a source of
liquidity for the subsidiary Bank increased from $8.5 million to $23.4 million year-to-year. On average, these accounts
increased by $12.8 million or 124.5%. The increase was due to accelerated repayments from mortgage backed securi-
ties and bonds being called as a result of lower interest rates in effect throughout the year. Higher levels of short-term
assets were maintained reflecting the overall core deposit growth during the year.

Deposits continue to be the subsidiary Bank’s primary source of funding. Total deposits at December 31, 2002
reached $300.6 million, an increase of $21.4 million or 7.7% over the previous year-end. Core deposits, which consist
of demand, savings, NOW and money market accounts, grew by $21.9 million or 13.8%. Time deposits were relatively
stable for the year decreasing only $0.5 million. Average deposits increased during the year to $291.4 million from
$276.8 million, an increase of $14.6 million or 5.3%.

Cash and due from banks remained the same year-to-year at $11.2 million, while the average for the year was up
$1.6 million or 20.3%.

Other assets increased for the year by $2.3 million to $17.0 million at December 31, 2002 from $14.7 million at
December 31, 2001, which was primarily related to the purchase of bank-owned life insurance. Average other assets
increased by $1.1 million year-to-year.

Stockholders’ equity at year-end 2002 was $36.9 million as compared to $34.6 million at year-end 2001. The
increase was due mainly to a combination of net income after dividends of $3.1 million, plus a net unrealized gain of
market value on securities available for sale, net of tax, in the amount of $1.6 million, less net treasury stock transac-
tions of $1.6 million and a minimum pension liability adjustment, net of tax in the amount of $0.8 million. The con-
solidated statements of changes in stockholders’ equity included in this annual report detail the changes in equity cap-
ital.

Results of Operations:

The comparative consolidated statement of income summarizes income and expense for the last three years. The
Company achieved record earnings for 2002 of $4,632,000 as compared to $4,032,000 for 2001, an increase of $600,000
or 14.9% over the previous year. Net income for 2001 was 8.8% above 2000 net income of $3,705,000. Basic earnings
per share for year 2002 were $2.05, up 17.1% from 2001 per share earnings of $1.75. Diluted earnings per share of $2.03
were up 18.0% over 2001 diluted earnings per share of $1.72. The strong increase in per share earnings was a result of
higher net income divided by fewer shares outstanding due to the repurchase of shares through the Company’s stock
repurchase plan and the elimination of goodwill amortization with the adoption, on January 1,2002, of FASB No. 142.
The return on average assets for the three years ended December 31, 2002, 2001 and 2000 was 1.22%, 1.14% and 1.12%,
respectively. The return on average equity for the same periods was 12.8%, 11.7% and 11.6%.

Net interest income, the most significant component of earnings, is the amount by which the interest generated
from earning assets exceeds the expense associated with funding those assets. Changes in net interest income from year
to year result from changes in the level and mix of the average balances (volume) of earning assets and interest-bear-
ing liabilities and from the yield earned and the cost paid (rate). In the following discussion, interest income is pre-
sented on a fully taxable equivalent basis applying the statutory Federal income tax rate of 34%. Net interest income
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for 2002 increased $1,189,000 or 8.8%. The overall increase in 2002 was attributable to a higher average volumes of
earning assets and a higher net interest margin, which increased to 4.14% for year 2002 from 4.04% for 2001. Higher
averages were primarily a result of increases in deposits and borrowings oftset by higher volumes of investment securi-
ties and higher short-term assets. Interest and fees on loans for 2002 decreased by $1,139,000 or 7.2% from the previ-
ous year, due to a decrease in average net loans of $1.7 million, plus a decrease in yield of 53 basis points from 8.17%
in 2001 to 7.64% in 2002. Interest and dividends on securities also decreased for the year going from $8.8 million in
2001 to $7.9 million for year 2002. Even though the average volume of total securities increased by $9.1 million or 7.0%
for the year, it was more than offset by a 103 basis point decrease in yield from 6.74% in 2001 to 5.71% in 2002. Interest
on federal funds sold decreased $42,000 or 16.7%. The decrease in 2002 was a result of a much lower average rate of
1.66% compared to 3.47% in 2001 being partially offset by a higher average balance, in the current year, due to larger
cash pre-payments on mortgage-backed securities and more securities being called due to lower interest rates through-
out the year.

For comparison purposes, the table below shows interest income converted to a fully taxable basis to recognize
the income tax savings between taxable and tax-exempt assets (in thousands).

% Change % Change

2002 2001 2000 2002/2001 200172000

Total interest and dividend income ~ $22,046 $24,053 $23,760 8.3)% 1.2%
Total interest expense 8,300 11,408 12,091 (27.2) (5.6)
Net interest and dividend income 13,746 12,645 11,669 8.7 8.4
Tax equivalent adjustment 901 813 791 10.8 2.8

Net interest and dividend income
taxable equivalent basis $14,647 $13,458 $12,460 8.8% 8.0%

Total interest expense decreased $3,108,000 or 27.2% in 2002 over that of 2001 compared to a decrease of $683,000
or 5.6% for 2001 over 2000. The decrease in 2002 was due to substantially lower interest rates on all interest bearing
liabilities throughout the year. The average rate on interest bearing liabilities for 2002 was 2.66%, a decrease of 125
basis points from 2001. The rate reduction was partially offset by an increase in the average volume of $20.4 million
from 2001.

Total other income for 2002 increased by $163,000 or 7.7% due primarily to higher insurance commissions of
$842,000 from the insurance subsidiary, Hathaway Agency, Inc., compared to commissions of $712,000 for year 2001.
Total other expense in 2002 was virtually flat for the year increasing only $16,000 over the preceding year. The 2002
increase does include, however, higher salaries and employee benefits of $313,000 which was offset by the elimination
of $319,000 of goodwill amortization expense due to the adoption of FASB Statement No. 142 on January 1, 2002.

Net interest spread, the difference between the average earning assets yield and the cost of average interest bear-
ing funds, increased 28 basis points or 7.9% from 2001 to 2002. The net interest margin, net interest income as a per-
centage of earning assets, increased 10 basis points or 2.5%. The increases in net interest spread and net interest mar-
gin for 2002 were attributed to the decline of interest rates affecting shorter term interest bearing liabilities faster than
longer term interest bearing assets.




Interest rate spread and net interest margin (dollars in thousands):

(Tax equivalent basis)

2002 2001 2000
Yearly Yearly Yearly
Average Rate Average Rate Average Rate
Earning assets $353,745 6.49% $333,315  7.46% $313578 7.84%
Interest bearing liabilities 311,810 2.66% 291,400 3.91% 271,176 4.45%
Net interest rate spread 3.83% 3.55% 3.39%
Net interest margin 4.14% Z_._O—j]'% ?____._?_7%

Capital Resources: Stockholders’ equity ended 2002 at $36,884,000, up $2,235,000 or 6.5%, due to a combination of
net retained earnings and net unrealized gains in market value of the available-for-sale securities less net treasury stock
purchases and the recording of a minimum pension liability adjustment. At December 31, 2002, the ratio of stock-
holders’ equity to total assets was 9.4%, as compared to 9.6% at December 31, 2001.

On January 31, 2000, the Board of Directors of the Company (Board) approved a stock repurchase plan (the
“Plan”) authorizing the repurchase of up to 5% or 120,000 shares of the Company’s common stock over a two-year
period. On May 29, 2001, the Board extended the plan by authorizing an additional 5% or approximately 115,000
shares over a new two-year period upon completion of the original plan. As of December 31, 2002, the Company had
purchased 207,092 shares under the plan at an average price of $29.60 per share. The repurchased shares are held in
treasury stock and may be reissued to support the Company’s dividend reinvestment plan, to satisfy the exercise of stock
options, or other corporate purposes.

Banks and bank holding companies are required to meet a ratio of qualifying total capital to risk-weighted assets.
Risk-based assets are the value of assets carried on the books of the Company, as well as certain oft-balance sheet items,
multiplied by an appropriate factor as stipulated in the regulation. Tier 1 capital consists of common stock and qual-
ifying stockholders’ equity reduced by intangible assets. Total capital consists of Tier 1 capital plus a portion of
allowance for loan losses. Currently, the minimum risk-based ratios, as established by the Federal Reserve Board, for
Tier | and total capital are 4% and 8%, respectively. At December 31, 2002, the Company had Tier 1 and total risk-
based capital ratios of 14.9% and 16.2%, respectively. The Company also maintained a leverage ratio of 7.9% as of
December 31, 2002. The leverage ratio is defined as Tier 1 capital in relation to fourth quarter average assets.

Liquidity: The primary objective of liquidity management is to ensure sufficient cash flows to meet all of the
Company’s funding needs, such as loan demand and customers’ withdrawals from their deposit accounts. While the
primary source of liquidity consists of maturing securities, other sources of funds are federal funds sold, repayment of
loans, sale of securities available for sale, growth of deposit accounts, and borrowed funds and securities sold under
agreements to repurchase. In addition to existing balance sheet cash flows, the subsidiary Bank maintains lines of cred-
it with a correspondent bank and the Federal Home Loan Bank (FHLB) to supplement its short term borrowing
needs.

‘The subsidiary Bank has pledged certain assets as collateral for deposits from municipalities, FHLB borrowings
and repurchase agreements. By utilizing collateralized funding sources, the subsidiary Bank is able to access a variety
of cost effective sources of funds. Management monitors its liquidity position on a regular basis and does not antici-
pate any negative impact to its liquidity from pledging activities. While there are no known trends or demands that
are likely to affect the subsidiary Bank’s liquidity position in any material way during the coming year, the subsidiary
Bank continuously monitors its basic liquidity on an ongoing basis.

As of December 31, 2002, the Company had various loan commitments and standby letter of credit commitments
totaling approximately $24.6 million. Included in this amount is approximately $21.9 million in commercial lines of
credit, residential home equity lines of credit and overdraft lines of credit. Under normal banking conditions these lines
are drawn on from time to time and then repaid so that the full amount of the lines are never drawn down at any one

time.
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Provision for loan losses: The Company establishes an allowance for loan losses based on an analysis of risk factors
in its loan portfolio. The analysis includes concentrations of credit, past loan loss experience, current economic condi-

tions, amount and composition of the loan portfolio, estimated fair market value of underlining collateral, delinquen-
cies and other factors.

The allowance for loan losses as a percentage of loans, net of unearned discounts is 1.66% at December 31, 2002
compared to 1.29% at December 31, 2001. The increase 1s a result of the loan loss provision exceeding the net charge-
offs for the year. At December 31, 2002, non-performing loans were $1.7 million as compared to $0.5 million at year-
end 2001. The increase in nonperforming loans is the result of the fourth quarter addition of a $1.4 million commer-
cial loan. The Company continues to evaluate this loan and all other problem credits.

The Company’s allowance for loan losses coverage of non-performing loans decreased as of December 31, 2002
o 183% from 470% at December 31,2001. The decrease was primarily caused by the commercial loan previously men-
toned. The provision for loan losses was $1,165,000, $525,000 and $219,000 for the years 2002, 2001 and 2000, respec-
uvely. Net loan charge-offs for 2002, 2001 and 2000 were $588,000, $769,000 and $166,000, respectively. The provision
for loan loss 1s a result of management’s overall assessment of the loan portfolio and the adequacy of the allowance for
loan losses.

The Company will continue to monitor its allowance for loan losses and make future additons to the allowance
through the provision for loan losses as conditions dictate. Although the Company maintains its allowance at a level
it considers to be adequate to provide for inherent risk of loss in its loan portfolio, there can be no assurance that future
losses will not exceed estimated amounts or that additional provisions for loan losses will not be required in future peri-
ods. In addition, the Company’s determination as to the amount of the allowance for loan losses 1s subject to review
by the OCC as part of its examination process, which may result in the establishment of an additional allowance based
on the OCC’s judgment of the information available to it at the time of examination.

Market Risk: Market risk is the risk of loss from adverse changes in market prices and interest rates. The subsidiary
Bank’s market risk arises primarily from interest rate risk inherent in its lending and deposit acceptance activities.
Although the subsidiary Bank manages other risks, such as credit and liquidity risk, in the normal course of its busi-
ness management, it considers interest rate risk to be its most significant market risk and could potentially have the
largest effect on the Bank’s financial condition and results of operations. The Company does not currently have a trad-
ing portfolio or use derivatives such as swaps or options to manage market and interest rate risk.

The subsidiary Bank’s interest rate risk management is the responsibility of the Asset/Liability Management
Committee (ALCO), which reports to the Board of Directors. The Committee, comprised of senior management, has
developed policies to measure, manage and monitor interest rate risk. Interest rate risk arises from a variety of factors,
including differences in the timing between the contractual maturity or the repricing of the subsidiary Bank’s assets
and liabilities. For example, the subsidiary Bank’s net interest income is affected by changes in the level of market inter-
est rates as the repricing characteristics of its loans and other assets do not necessarily match those of its deposits and
borrowings.

In managing exposure, the subsidiary Bank uses interest rate sensitivity models that measure both net gap expo-
sure and earnings at risk. ALCO monitors the volatility of its net interest income by managing the relationship of inter-
est rate sensitive assets to interest rate sensitive liabilities. The Committee utilizes a simulation model to analyze net
income sensitivity to movements in interest rates. The simulation model projects net interest income based on an
immediate rise or fall in interest rates of 200 basis points for a twelve-month period. The model is based on the con-
tractural maturity and repricing characteristics of interest rate assets and liabilities. The model incorporates assump-
tions regarding the impact of changing interest rates on the prepayment rate of certain assets and liabilites.
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. REVIEW (Confinued)

The following table shows the approximate effect on the subsidiary Bank’s net interest income on a fully taxable
equivalent basis as of December 31, 2002, assuming an increase or decrease of 200 basis points in interest rates (in thou-
sands).

Change in Interest Rates Estumated Net Change in Net
(basis points) Interest Income Interest Income
+200 $13,624 0.1)%
+100 13,835 1.5
0 13,632 0.0
—100 13,301 24)
-200 13,225 (3.0)

Another tool used to measure interest rate sensitivity is the cumulative gap analysis. The cumulative gap repre-
sents the net position of assets and liabilities subject to repricing in specified time periods. Deposit accounts without
maturity dates are modeled based on historical run-off characteristics of these products in periods of rising rates. Loans
and security maturities are based on contractural maturities. At December 31, 2002 the Company had a positive one-
year cumulative gap position.

The cumulative gap analysis is merely a snapshot at a particular date and does not fully reflect that certain assets
and liabilities have similar repricing periods but may in fact reprice at different times within that period and at differ-
ing rate levels. Management, therefore, uses the interest rate sensitivity gap only as a general indicator of the potential
effects of interest rate changes on net interest income. Management believes that the gap analysis is a useful tool only
when used in conjunction with its simulation model and other tools for analyzing and managing interest rate risk.

As of December 31, 2002, the subsidiary Bank was in an asset sensitive position for one year, which means that
more assets are scheduled to mature or reprice within the next year than liabilities. The subsidiary Bank is also in an
asset sensitive position beyond one year.

The following table shows the interest rate sensitivity gaps as of December 31, 2002 highlighting the gap per-

centages within one year.

Balance Maturing or Subject to Repricing (in Thousands)

After 3 Mo. | After One
Within But Within | But Within After

AT DECEMBER 31, 2002 3 Months 1 Year Five Years  Five Years Total
Interest Earning Assets:

Securities® $32,044 $38,108 $51,849 $31,536 $153,537

Total Loans, net of unearned discount 42,450 19,714 60,852 63,248 186,264

Other Earning Assets 23,408 — — — 23,408

Total Earning Assets 97,902 57,822 112,701 94,784 363,209

Fair Value Above Cost of Securities

Available-for-Sale 3,412
Other Assets 25,183
TOTAL ASSETS $391,804
Interest-Bearing Liabilities:

Savings, NOW and MMDA $63,826 $— $— $88,643 $152,469

Time Deposits 22,565 44,731 53,024 — 120,320

Other Interest-Bearing Liabilities 22,966 1,287 10,413 18,023 52,689

Total Interest-Bearing Liabilities 109,357 46,018 63,437 106,666 325,478
Demand Deposits 27,827
Other Liabilities & Equity 38,499
TOTAL LIABILITIES & EQUITY $391,804
Interest Rate Sensitivity Gap ($11,455) $11,804 $49,264 ($11,882)
Cumulative Interest Rate Sensitivity Gap ($11,455) $349 $49,613 $37,731 $37,731
0.1%

*Includes Available-for-Sale Securities and Investment Securities at amortized cost and FHLB and FRB stock at cost.
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December 31,

Consolidated statement of income data

Interest and dividend income:
Loans
Securities*

Federal funds sold and other
Total interest and dividend income

Interest expense:
Deposits
Borrowings
Total interest expense

Net interest income

Provision for loan losses

Net interest income after provision
for loan losses

Other income

Other expenses

Income before income taxes

Provision for income taxes

Net income

Per share data:
Basic earnings per share
Diluted earnings per share

Cash dividends paid
Cash dividend payout ratio

Selected year-end consolidated
statement of condition data:
Total assets
Securities*
Net loans
Deposits
Stockholders’ equity*

2002 2001 2000 1999 1998
§14,646  $15785  $15367  $12816  $10,598
7,042 7,942 7,980 6,623 5,603
358 326 413 529 642
22,046 24,053 23,760 19,968 16,843
6,402 9,397 10,529 8,303 7347
1,898 2,011 1,562 966 570
8,300 11,408 12,091 9,269 7917
13,746 12,645 11,669 10,699 8,926
1,165 525 219 180 220
12,581 12,120 11,450 10,519 8,706
2,287 2,124 1,762 1,467 1,121
8,419 8,403 7932 7,299 5,224
6,449 5,841 5280 4,687 4,603
1,817 1,809 1,575 1,388 1,381
$4,632 $4,032 $3,705 $3,299 $3,022
$2.05 $1.75 $1.56 $1.37 $1.34
2.03 1.72 1.54 1.36 1.34
0.70 0.66 0.62 0.59 0.56
34.1% 37.7% 39.8% 42.9% 41.7%
$391,804  $359955  $339306  $314,908  $255,568
156949 133057 124767 109280 107,529
183,181 192,443 183840 169,716 120,257
300616 279227 270474 265080 206386
36,884 34,649 33,993 31,285 31,511

*Securities figures include investment securities, securities available for sale, FRB and FHLB stock. Securities available for sale were recorded

at fair value with any unrealized gain or loss at December 31 included in stockholders’ equity, on a net of tax basis.

Per share figures have been adjusted to reflect the 3 for 2 stock split effected through the 50% stock dividend declared in July 1999.
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I A'I'EI STATEMENTS OF CONDITION

except share data)

ASSETS
Cash and cash equivalents
Non-interest bearing
Interest bearing
Federal funds sold
Total cash and cash equivalents

Securities available for sale, at fair value

Investment securities, at cost (approximate fair value at

December 31, 2002 - $9,975; at December 31, 2001 - $10,241)

Investments required by law, stock in Federal Home Loan
Bank of New York and Federal Reserve Bank of New
York, at cost

Loans
Unearned income
Allowance for loan losses
Net loans

Premises and equipment, net
Accrued interest receivable
Goodwill
Other assets

Total assets

LIABILITTES AND STOCKHOLDERS' EQUITY
Deposits:
Demand (non-interest bearing)
Regular savings, NOW and money market accounts
Certificates and time deposits of $100,000 or more
Other time deposits
Total deposits

Securities sold under agreements to repurchase
Notes payable - Federal Home Loan Bank .
Other liabilities

Total liabilities

Commitments and contingent liabilities (Note 16)

STOCKHOLDERS’ EQUITY
Common stock, $2.50 par value, 5,000,000 shares authorized,
2,401,695 shares issued
Surplus
Undivided profits
Accumulated other comprehensive income
Treasury stock, at cost; 176,491 shares at December 31, 2002 and
124,553 shares at December 31, 2001
Total stockholders’ equity
Total liabilities and stockholders’ equity

See accompanying notes to consolidated financial statements.
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2002

$11,252
12,508

10,900

34,660

144,219

9,569

3,161

201,017
(14,753)

(3,083)
183,181

3,996
1,801
3,960
7,257

$391,804

$27,827
152,469
29,663
90,657
300,616

13,570
39,119
1,615
354,920

6,004
4418
30,517
1,299

5,359
36,884

$391,804

December 31,

2001

$11,212
317
8,200

—_—

19,729

120,249

9,955

2,853

211,683
(16,734)

(2,506)
192,443

3420
1,661
3,960
5,685

—_—

$359,955

$28,103
130,311
34,061
86,752

— T

779,227

11,629
32,989
1,461
325,306

6,004
4,418
27,608
481

(3,862)
34,649
$359,955




INTEREST AND DIVIDEND INCOME
Interest and fees on loans
Interest on federal funds sold
Interest on balances due from depository institutions
Interest on securities available for sale
Interest on investment securities
Dividends on FRB and FHIB stock
Total interest and dividend income

INTEREST EXPENSE

Interest on deposits:
Regular savings, NOW and money market accounts
Certificates and time deposits of $100,000 or more
Other time deposits

Interest on securities sold under agreements to repurchase

Interest on other borrowings
Total interest expense

NET INTEREST INCOME

Provision for loan losses

NET INTEREST INCOME AFTER PROVISION
FOR LOAN LOSSES

OTHER INCOME
Income from fiduciary activities
Service charges on deposit accounts
Net gain on sales or calls of securities
Insurance commissions
Other income

Total other income

OTHER EXPENSES
Salaries and employee benefits
Occupancy expense, net
Furniture and equipment expense
External data processing expense
Other expense
Total other expenses
INCOME BEFORE INCOME TAXES

Provision for income taxes

NET INCOME

Earnings per share
Basic
Diluted

See accompanying notes to consolidated financial statements.
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Years ended December 31,

2002 2001 2000
$14,646 815,785 815,367
210 252 349
148 74 64
6,364 7,063 6,953
532 719 870
146 160 157
22,046 24,053 23,760
2,102 2,520 2,783
925 2,292 3318
3,375 4,585 4,428
606 584 433
1,292 1,427 1,129
8,300 11,408 12,001
13,746 12,645 11,669
1,165 525 219
12,581 12,120 11,450
174 178 184
622 630 473
33 15 —
842 712 252
616 589 853
2,287 2.124 1,762
4311 3,998 3,727
501 502 455
455 469 414
924 897 733
2,228 2,537 2,603
8,419 8,403 7.932
6,449 5,841 5,280
1,817 1,809 1,575
$4,632 $4,032 $3,705
$2.05 $1.75 $1.56
2.03 1.72 1.54




Balance at December 31, 1999
Comprehensive income:
Net income
Other comprehensive income
Total comprehensive income

Treasury stock purchased (62,200 shares)

Treasury stock sold
(exercise of 5,954 stock options)

Other

Cash dividends ($0.62 per share)
Balance at December 31, 2000
Comprehensive income:
Net income
Other comprehensive income
‘Total comprehensive income

Treasury stock purchased (105,765 shares)

Accumulated

Treasury stock sold (exercise of stock options

and dividend reinvestment plan -

37,458 shares)

Cash dividends ($0.66 per share)
Balance at December 31, 2001
Comprehensive income:
Net income
Other comprehensive income
Total comprehensive income

Treasury stock purchased (85,886 shares)

Treasury stock sold (exercise of stock options

and dividend reinvestment plan -

33,948 shares)
Cash dividends ($0.70 per share)

Balance at December 31, 2002

Other Total
Common Undivided ~ Comprehensive  Treasury Stockholders’
Stock Surplus Profits Income/(Loss) Stock Equity
$6,004  $4415  $23048  (52,182) §—  $31285
— — 3,705 — _ 3,705
— _ — 2,141 — 2141
5,846
_ _ _ WS (1,755
_ _ (78) — 168 90
— 3 — _ — 3
_ — (1,476) — — (1,476)
6,004 1A 25,199 G0 (58 33993
_ — 4032 — _ 4032
— — — 522 — 522
1554
_ _ _ —338) (3381
— _ (103) _ 1,106 1,003
— — (1,520) — — (1,520)
6,004 1418 27608 81 (3862) 34649
_ _ 4632 — _ 4,632
— — — 818 — 818
5450
— — — — O QsM) (5%
— _ (144) _ 1,052 908
_ — (1579 _ — (1579
§6,004  $4418  $30517  $1299  ($5354)  $36,884

See accompanying notes to consolidated financial statements.
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Years ended December 31,

2002 2001 2000
Cash flows from operating activities:
Net income $4,632 $4,032 $3,705
Adjustments to reconcile net income to net cash
provided by operating activities:
(Increase)/decrease in interest receivable (140) 553 (466)
Decrease/(increase) in other assets 462 140 (550)
(Decrease)/increase in other liabilities (318) (250) 653
Deferred income tax (benefit)/expense (308) 32 238
Goodwill amortization expense — 319 319
Depreciation and other amortization expense 542 532 532
Net increase in cash surrender value of bank-owned life insurance (218) (131) (124)
Amortization (accretion) of premiums/discounts on securities, net 388 (44) 49
Net gain on securities transactions 33) (15) —
Provision for loan losses 1,165 525 219
Other — — 3
Total adjustments 1,540 1,661 870
Net cash provided by operating activities 6,172 5,693 4,575
Cash flows from investing activities:
Purchase of investment securities 2,129 (1,719) (5,627)
Purchase of securities available for sale ' (104,966) (84,387) (32,260)
Net purchase of FRB and FHLB stock (308) (584) (281)
Proceeds from maturities, paydowns and calls of
investment securities 2,499 7415 3,396
Proceeds from maturities, paydowns and calls of
securities available for sale 82,255 71,899 21,920
Proceeds from sale of securities available for sale 1,021 — 1,043
Net decrease/(increase) in loans 7,945 (9,432) (14,718)
Purchase of bank-owned life insurance (2,850) — —
Purchases of premises and equipment, net (958) (339) (211)
Net cash paid in acquisition — — (456)
Net cash used by investing activities (17,486) (17,147) (27,194)
Cash flows from financing activities:
Net increase in deposits 21,389 8,753 5,394
Increase/(decrease) in securties sold under agreements
to repurchase 1,941 (159) 2,207
Increase in notes payable - FHLB 6,130 11,649 13,167
Treasury stock purchased (2,544) (3,381) (1,755)
Cash dividends paid on common stock (1,579) (1,520) (1,476)
Proceeds from the sale of treasury stock 908 1,003 90
Net cash provided by financing activities 26,245 16,345 17,627
Net increase/(decrease) in cash and cash equivalents 14,931 4,891 (4,992)
Cash and cash equivalents beginning of year 19,729 14,338 19,830
Cash and cash equivalents end of year $34,660 $19,729 $14,838
Supplemental disclosures of cash flow information:
Cash paid during the year:
Interest $8,406 $11,523 $11,878
Income taxes 2,120 1,493 1,418
Supplemental schedule of noncash activities:
Net reduction in loans resulting from transfers to real estate owned $80 $211 $262
Decrease in taxes payable due to exercise of non-qualified stock options 49 127 —
Fair value of non-cash assets acquired in acquisition - — $376
Fair value of liabilities assumed in acquisition — — 269
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Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of CNB Bancorp, Inc. (Parent Company), City National Bank and Trust Company
(subsidiary Bank) and Hathaway Agency, Inc. (subsidiary Insurance Agency) conform to accounting principles generally accept-
ed in the United States of America and general practices within the banking and insurance fields. The following is a summary
of the significant policies used in the preparation of the consolidated financial statements.

BASIS OF PRESENTATION - The Parent Company is a financial holding company whose principal activity is the own-
ership of all outstanding shares of the subsidiary Bank’s and Insurance Agency’s stock. The subsidiary Bank is a commercial
bank providing community banking services to individuals, small businesses and local municipal governments in Fulton County
and Saratoga County, New York. The subsidiary Insurance Agency primarily serves Fulton County providing various insurance
products to businesses and individuals. Management makes operating decisions and assesses performance based on an ongoing
review of the subsidiary Bank’s and Insurance Agency’s community operations. The consolidated financial statements include
the accounts of the Parent Company and its wholly-owned subsidiaries (referred to together as the “Company”) after elimination
of all significant intercompany transactions.

SECURITIES - Management determines the appropriate classification of securities at the time of purchase. If management
has the positve intent and ability to hold debt securities to maturity, they are classified as investment securities and are stated at
amortized cost. If securities are purchased for the purpose of selling them in the near term, they are classified as trading securi-
ties and are reported at fair value with unrealized holding gains and losses reflected in current earnings. All other marketable
securities are classified as securities available for sale and are reported at the fair value, with net unrealized gains or losses report-
ed, net of income taxes, as a separate component of stockholders’ equity. A decline in the fair value of any security below cost that
is deemed other than temporary is charged to earnings resulting in the establishment of a new cost basis for the security.

Nonmarketable equity securities, such as Federal Reserve Bank stock and Federal Flome Loan Bank stock, are carried at cost.
These investments are required for membership.

Gains and losses on the disposition of securities are based on the amortized cost of the specific security sold. Amortization
of premiums and accretion of discounts are recognized in interest income on a level-yield basis to the earlier of call or maturity
date. At December 31, 2002 and 2001, the Company did not have any securities classified as trading securities.

NET LOANS RECEIVABLE - Loans receivable are reported at the principal amount outstanding, net of unearned income,
net deferred loan fees and costs, and the allowance for loan losses. Unearned income and net deferred loan fees and costs are
accreted to income using an effective interest method.

When, in the opinien of management, the collection of interest and/or principal is in doubt, a loan is categorized as non-
accrual. Generally, loans past due greater than 90 days are categorized as non-accrual. Thereafter, no interest is taken into income
until received in cash or until such time as the borrower demonstrates the ability to make scheduled payments of interest and prin-
cipal.

Management considers a loan to be impaired if, based on current information, it is probable that the subsidiary Bank will be
unable to collect all scheduled payments of principal or interest when due according to the contractual terms of the loan agree-
ment. When a loan is considered to be impaired, the amount of the impairment is measured based on the present value of expect-
ed future cash flows discounted at the loan’s effective interest rate or, as a practical expedient, at the loan’s observable market price
or the fair value of collateral if the loan is collateral dependent. Management excludes large groups of smaller balance homoge-
neous loans such as residential mortgages and consumer loans which are collectively evaluated. Impairment losses, if any, are
recorded through a charge to the provision for loan losses.

ALLOWANCE FOR LOAN LOSSES - The allowance for loan losses is maintained at a level estimated by management
to provide adequately for probable losses inherent in the loan portfolio. The allowance is increased by provisions for loan losses
charged to operating expense 