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Corporate Profile

Community First Bancorp, Inc. (the "Company") is the holding company for Community First Bank (the
"Bank"), a federal stock savings bank operating through two offices in Madisonville, Kentucky. Originally
founded in 1923 as the Madisonville Building and Loan Association, the Bank converted to a federal mutual
savings bank charter and adopted its current name in 2002. In 2003, the Bank converted to the stock form and
become a wholly owned subsidiary of the Company. The Bank is a member of the Federal Home Loan Bank
(“FHLB") System and its deposits are insured up to applicable limits by the Savings Association Insurance Fund
(“SAIF™) of the Federal Deposit Insurance Corporation (“FDIC”). Our corporate headquarters are located at
2420 North Main Street, Madisonville, Kentucky 42431 and our main telephone number is (270} 326-3500. We
have a website at www.cfbky.com.

Market Information

The Company's common stock is quoted on the Over-the-Counter Bulletin Board ("OTCBB") under the
symbol: "CFBC." The following table sets forth high and low sales information reported on the OTCBB for the
Common Stock for each quarter during the past two fiscal years. These quotes reflect inter-dealer prices without
mark-ups, mark-downs or commissions and may not necessarily reflect actual transactions.

2006 2005
High Low High Low
Fourth Quarter $8.50 $7.00 $10.90 $9.00
Third Quarter 8.50 7.10 11.50 10.90
Second Quarter 8.90 6.90 12.75 10.75
First Quarter 9.00 6.90 13.50 12.50

As of December 31, 2006, there were 138 record holders of the Common Stock. We have not paid cash dividends
in the past and do not anticipate paying any cash dividends in the foreseeable future. We expect that we will retain
all earnings, if any, in order to provide more funds to operate our business. Any payment of dividends is subject to
the discretion of our board of directors, which wiil consider a number of factors, including our prospects for future
earnings, financial condition, cash needs and general business conditions.
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COMMUNITY FIRST BANCORP, INC.

Dear Shareholder,

While the final numbers for 2006 were disappointing, there were a number of positive
things of note.

But let’s address what went wrong first. The primary cause of our loss in 2006 was the
continued deterioration of the net interest margin. This was also a problem in 2005 and
was somewhat masked by the fact that we grew 51%. In looking at the 2006 financials, in
a quick glance one would see the odd combination of a Bank that grew over 10% and had
a net interest margin that fell nearly 4%. The only consolation we have in this area is that
nearly every bank in the country has experienced some level of margin compression since
2004 as a result of an inverted yield curve. Due to the structure of our institution as a
savings bank, the impact was somewhat more severe.

The other significant item of note was the $231,000 one time write-off in our primary
correspondent bank account. This account for a number of reasons had not been balanced
for over a decade, prior to 2002. Over the last five years we have balanced the account so
that the amount we were out of balance by stayed consistent. And with the help of a new
CFO combined with the efforts of our lenders acting as collectors, we were able to
identify and collect a portion of the balance. The balance we finally charged off in 2006
was items that were either several years old or completely unidentifiable. This account
was also a primary contributor to past auditor comments regarding a lack of accounting
controls. The good news is the account is clean and reconciled daily.

Those items aside there are a number of positive things we were able to accomplish.

Our net interest margin which has fallen for over two years appears to have stabilized and
has begun to improve slightly. Our loan yield which was 6.37% continues to move up as
we routinely put on over $1 million a month in loans at an average rate of 7.50%. CD
interest expense, which was yielding 4.75% would appear to have very little rate upside
left. And the yield on our borrowings at the F.H.L.B. leveled in July 2006 at roughly
5.40%. In short, unless the yield curve becomes more inverted, our net interest margin
should continue to show some improvement. For instance at one point in 2004 before the
Federal Reserve began raising rates we had a net interest margin of 3.61%.

2420 North Main Street, Madisonville, Kentucky 42431 « (270) 326-3500




Over the last five years we have experienced double digit growth in a banking market
where the overall growth rate has averaged less than 1.1%.

Our growth came largely as a result of opening a second location on the north end of
town. That location, which was not previously a banking location, recently had it’s third
birthday and has loans of $27 million and deposits of $31 million.

The computer system we purchased 3 years ago recently passed the break even point
where the cost of the original system has now been offset by the cumulative monthly cost
savings and is now saving the Bank roughly $7 thousand a month on a size adjusted
basis. '

Service charges, fees and other income were up 28%.

While the Bank has doubled in size to $80 million over the last three years, the number of
employees has fallen from 29 to 22, largely due to great people and technology.

Occupancy expense, which is roughly 60% depreciation due to the computer conversion,
was $317 thousand, down from 2005 at $335 thousand. As technological depreciation
falls off over the next three years, occupancy expense all else being equal, should for
2007, 2008, 2009 and 2010 be (000)’s $298, $284, $250 and $231, respectively.

And other than insurance, regulatory assessments and technology costs, all other
components of Non Interest Expense fell in 2006.

We appreciate you and your support as we move forward into 2007.

Sincerely,
/e

-

William M. Tandy
President and CEO




SELECTED CONSOLIDATED FINANCIAL DATA
At or for the Year Ended December 31,

Selected Financial Condition Data:

Loans receivable, Net..........ccocoiiiiieiiiiiiirnennens
Cash and cash equivalents..................cooviiiinnn,
Investment securities:
Available-for-sale.................c.coi e
Held-to-matrity ........ocovviviiiei e eveiiecneeens
DePOSIS . ..cvv i e
Advances from Federal Home Loan Bank................
Stockholders' equity .......c.oovviviiiiiie e
Selected Operations Data:
Interest INCOME ......o.ieiiiiiiinii e
INEETESt EXPEIISE ..eeeiire s e r i ia e eaaerreaaanns
Net interest inCOme........ooeviieiiiiiniiiiiiiinnens
Provision for loan losses........coooiiiniin s
Net interest income after provision for loan losses
Other INCOME .......ovveiiiii e
Other eXpenses .......ovvieieiiiiiin e ieneeeeeas
Income (loss) before federal income tax
expense (benefit) .........ooo i,
Federal income tax expense (benefit}......................
Net income (10S8) ....oooiriiiiiiieiireir i ieeecaas
Per Share Data:
Earnings per share - Basic..........cooviiiciiivnnine
Earnings per share - Diluted .......................
Book value per share ..........ocooiiiiiiiiiiin i
Performance Ratios:
Return on average asselS.....ooooeviiiriieiaiininennnes
Return oo average equity .......oooveiiiiniiieenninnin
Interest rate SPread........occooviviieiiiiiiiniiiians
Net Interest MAargin ........ovvevevninenarriereiieiaareoianns
Ratio of average interest-earning assets to average
interest-bearing liabilities .......................
Ratio of noninterest expense to average total assets ...
Asset Quality Ratios:
Nonperforming assets to total assets at end of period ..
Nonperforming loans to total loans at end of period....
Allowance for loan losses to total loans at end
of period ......oooiiin e
Allowance for loan losses to nonperforming loans
atend of period ... ..o e
Net charge-offs to average loans outstanding ............
Capital Ratios:
Equity to total assets at end of period .....................
Average equity to average assets............coooveeueennnn
Tier l/core capital to adjusted total assets " .............
Tier 1 capital to risk-based assets ' .......................
Total capital to risk-based capital V' .......................

M Community First Bank only.

2006 2005 2004
(in thousands, except per share data)
$ 79,075 $71,729 % 63,503
72,836 64,578 51,932
1,986 2,009 5,793
728 1,703 2,215
55 66 89
64,679 54,477 46,466
10,425 13,000 13,000
2,436 2,720 3,164
$ 4,359 $ 3,556 $ 2,692
2,643 1,783 1,079
1,716 1,773 1,613
63 79 164
1,653 1,694 1,449
435 346 216
2,763 2,479 2,581
(675) (439) (916)
— - 116
3 (675 439 3 (1,032
$ (2.14) $ (1.58) $ (3.71)
(2.14) (1.58) (3.71)
1.74 9.79 11.40
0.9 % {0.65)% 2.00)%
(24.93) (11.41) (27.85)
2.61 2.65 3.41
2.62 2.85 3.48
100.20 105.18 103.09
3.69 3.69 5.00
0.46 0.43 0.46
0.47 0.47 0.57
0.55 0.60 0.61
117.78 126.80 108.09
0.07 0.02 0.06
3.08 3.79 4,95
3.61 4.36 7.18
4.51 5.47 6.05
4.51 5.47 6.05
8.47 10.22 11.78




MANAGEMENT'S DISCUSSION AND ANALYSIS

Management's discussion and analysis of financial condition and results of operations is intended to
assist you in understanding our financial condition and results of operations. The information in this section
should also be read with our Consolidated Financial Statements and Notes to the Consolidated Financial
Statements, which are included elsewhere in this document.

Forward Looking Statements

When used in this discussion and elsewhere in this Annual Report, the words or phrases "will likely
result,” "are expected to," "will continue,” "is anticipated,” "estimate," "project,” "intend” or similar expressions
are intended to identify "forward-looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1995. The Company cautions readers not to place undue reliance on any such forward-looking
statements, which speak only as of the date made, and to advise readers that various factors, including regional
and national economic conditions, unfavorable judicial decisions, substantial changes in levels of market interest
rates, credit and other risks of lending and investment activities and competitive and regulatory factors could
affect the Bank's financial performance and could cause the Bank's actual results for future periods to differ

materially from those anticipated or projected.

The Company does not undertake and specifically disclaims any obligations to update any forward-
looking statements to reflect occurrence of anticipated or unanticipated events or circumstances after the date of
such statements.

Community First Bancorp, Inc.

Community First Bancorp, Inc. is the holding company for Community First Bank, a federal savings
bank headquartered in Madisonville, Kentucky. Community First Bank operates from its main office at 2420
North Main Street and a branch office at 240 South Main Street, both in Madisonville, Kentucky. Community
First Bank’s lending activities consist primarily of the origination of loans secured by residential and commercial
properties in its primary market area of Madisonville.

Founded in 1923 as the Madisonville Building & Loan Association, Community First Bank historically
operated as a traditional thrift from its South Main Street location, offering long-term mortgages and small
consumer loans to local residents and funding these loans with certificates of deposit. In late 2001, the Board of
Directors brought in current management to effect a turn-around. As part of its new strategy, Community First
Bank remodeled and updated its existing office, opened a new main office and substantially broadened its product
lines. In 2003, Community First Bank converted to stock form and raised $2.7 million in capital, which has
allowed us to grow significantly. Since the stock conversion, we have more than doubled our assets making us
one of the fastest growing financial institutions in the Commonwealth of Kentucky during this period.

Performance Overview

We incurred losses for the years ended December 31, 2006 and 2005. For the years ended December 31,
2006 and 2005, we had losses of $675,000 ($2.14 per diluted share) and $439,000 ($1.58 per diluted share},
respectively. Our losses are primarily attributable to the increase in overhead resulting from the opening of our new
main office in March 2004 and expenses related to our change in data processors in 2004. In addition, we had
$227,000 in losses in the 4% quarter which were attributed to the write-off of accumulated nonreconciled items in
our primary correspondent account and various suspense accounts.

To offset the increase in expenses, we have grown and diversified our loan portfolio in order to increase our
profitability. Since December 31, 2003, our loan portfolio has grown from $35.6 million to $73.2 million at
December 31, 2006, an increase of 105.6%. Within the portfolio, residential mortgages have declined to 78% of the
portfolio at December 31, 2006 from over 85% of the portfolio at December 31, 2003. During this same period, our




commercial mortgages have grown from $2.4 million, or 6.61% of the portfolio, at December 31, 2003 to $7.4
million, or 10.1% of the portfolio, at December 31, 2006.

During this period of growth, our asset quality has remained strong. Our ratio of non-performing assets to
total assets has not been greater than 0.7% since 2003, We believe that our asset quality reflects a strong credit
culture and disciplined underwriting.

The growth and diversification in our loan portfolio has driven an increase in interest income from $2.2
million for the year ended December 31, 2003 to $4.4 million for the year ended December 31, 2006, an increase of
90.9%. Despite the increase in interest income, our net interest income has only grown by $368,000, or 23.3%,
during this period as interest expense has grown at a faster rate, increasing from $833,000 during the fiscal year
ended December 31, 2003 to $2.6 million during the fiscal year ended December 31, 2006. The increase in interest
expense reflects deposit growth from $33.2 million at December 31, 2003 to $64.7 million at December 31, 2006
and our increased use of Federal Home Loan Bank advances which grew from $5.0 million at December 31, 2003 to
$10.4 million at December 31, 2006. Additionally contributing to the increase in interest expense has been the
successive increases in the federal funds rate by the Federal Reserve since June 2004, which have affected our cost
of funds to a greater degree than the yields on our earning assets.

As a result of these factors, our interest rate spread and net interest margin narrowed to 2.61% and 2.62%,
respectively, for the year ended December 31, 2006 from 2.69% and 2.85%, respectively for the year ended
December 31, 2005,

Since 2003, our non-interest income has grown as we have diversified our income sources. Non-interest
income has increased from $195,000 during 2003 to $435,000 in 2006. The increase in non-interest income has
primarily been driven by additional fees and service charges on deposits including overdrafl charges which have
increased over tenfold since we dropped our fee for overdrafts to $9.95 in 2002,

Other expenses have climbed from $1.6 million in 2003 to $2.8 million in 2006 after decreasing in 2005
due to the opening of our new main office and expenses incurred in connection with the conversion of our computer
system. Other expenses declined to $2.5 million in 2005 due primarily to the absence of conversion-related
expenses. Other expense, however, continues to trend upwards due to our growth.

Our operating losses have adversely affected our stockholders’ equity which has declined from $4.2 million
at December 31, 2003 to $2.4 million at December 31, 2006. On a percentage basis, stockholders’ equity has
declined from 9.87% of assets at December 31, 2003 to 3.08% of assets at December 31, 2006, Despite the decline
in consolidated equity, Community First Bank has remained adequately capitalized for regulatory capital purposes
as Community First Bancorp, Inc. has primarily used borrowings at the holding company level for capital infusions.

During the first quarter of 2007, the Company commenced a rights offering of 750,000 shares at $7.25 per
share to existing stockholders as of the close of business on December 29, 2006, Unsubscribed shares were offered
on a best efforts basis to members of the local community. The Company reserved the right to increase the number
of shares sold by 112,500 to cover oversubscriptions and other purchases. Pursuant to the rights offering, the
Company sold 2 total of 8,032 shares for gross proceeds of $58,232. Estimated expenses of the offering were
$132,271. The excess of expenses over proceeds will be charged against earnings during the first quarter.

Going forward, the Company intends to more actively manage its balance sheet for profitability. Our
strategies include increasing our level of deposit funding and reducing our reliance on Federal Home Loan Bank
borrowings and other high cost funding. We also intend to improve the overall yield on our loan portfolio by
allowing lower yielding loans to run off and replacing them where feasible with higher-yielding loans that satisfy
our conservative underwriting criteria. When combined with our ongoing cost-control efforts, we believe that
these sirategies will ultimately put the Bank into the black. In the meantime, the Company will continue to
investigate capital-raising options, including both debt and equity.




Application of Critical Accounting Policies

Allowance for Loan Losses. OQur consolidated financial statements are prepared in accordance with
accounting principles generally accepted in the United States and follow general practices within the financial
services industry. The most significant accounting policies followed by Community First Bancorp, Inc. are
presented in Note 1 to the consolidated financial statements. These policies, along with the disclosures presented
in the other financial statement notes and in this financial review, provide information on how significant assets
and liabilities are valued in the financial statements and how those values are determined. Based on the valuation
techniques used and the sensitivity of financial statement amounts to the methods, assumptions, and estimates
underlying those amounts, management has identified the determination of the allowance for loan losses to be the
accounting area that requires the most subjective or complex judgments, and as such could be most subject to
revision as new information becomes available.

The allowance for loan losses represents management’s estimate of probable credit losses inherent in the
loan portfolio. Determining the amount of the allowance for loan losses is considered a critical accounting
estimate because it requires significant judgment and the use of estimates related to the amount and timing of
expected future cash flows on impaired loans, estimated losses on loans based on historical loss experience, and
consideration of current economic trends and conditions, all of which may be susceptible to significant change.

The loan portfolio also represents the largest asset type on the consolidated balance sheet. Note 1 to the
consolidated financial statements describes the methodology used to determine the allowance for loan losses, and a
discussion of the factors driving changes in the amount of the allowance for loan losses is included under Asset
Quality below.

Loans that exhibit probable or observed credit weaknesses are subject to individual review. Where
appropriate, reserves are allocated to individual loans based on management’s estimate of the borrower’s ability to
repay the loan given the availability of collateral, other sources of cash flow and legal options available to the
Company. Included in the review of individual loans are those that are impaired as provided in Statement of
Financial Accounting Standards (“SFAS”) No. 114, “Accounting by Creditors for Impairment of a Loan.”
Community First Bancorp, Inc. evaluates the collectibility of both principal and interest when assessing the need
for a loss accrual. Historical or industry loss rates are applied to other loans not subject to reserve allocations.
These historical or industry loss rates may be adjusted for significant factors that, in management’s judgment,
reflect the impact of any current conditions on loss recognition. Factors which management considers in the
analysis include the effects of the national and local economies, trends in the nature and volume of loans
(delinquencies, charge-offs and nonaccrual loans), changes in mix, asset quality trends, risk management and loan
administration, changes in internal lending policies and credit standards, and examination results from bank
regulatory agencies and our internal credit examiners.

An unallocated reserve is maintained to recognize the imprecision in estimating and measuring loss when
evaluating reserves for individual loans or pools of loans. Reserves on individual loans and historical or industry
loss rates are reviewed quarterly and adjusted as necessary based on changing borrower and/or collateral
conditions and actual collection and charge-off experience.

Community First Bancorp, Inc. has not substantively changed any aspect of its overall approach in the
determination of the allowance for loan losses. There have been no material changes in assumptions or estimation
techniques as compared to prior periods that impacted the determination of the current period allowance.

Based on the procedures discussed above, management is of the opinion that the reserve of $404,400 was
adequate, but not excessive, to absorb estimated credit losses associated with the loan portfolio at December 31,
2006.

Deferred Income Taxes. We have a deferred tax asset of $7,700. We evaluate this asset on a quarterly
basis, To the extent we believe it is more likely than not that it will not be utilized, we establish a valuation




allowance 1o reduce its carrying amount to the amount we expect to be realized. At December 31, 2006, the
valuation allowance is $793,300. The estimate of the realizable amount of this asset is a critical accounting policy.

Comparison of Financial Condition at December 31, 2006 and December 31, 2005

The Company's total assets as of December 31, 2006 were $79.1 million, an increase of $7.4 million or
10.3% from December 31, 2005's level of $71.7 million. The increase was due primarily to growth in the loan
portfolio, more specifically an increase in one-to-four family first mortgage loans which increased $6.9 million,
or 14.5%. Net loans receivable increased by $8.2 million, or 12.7%, which reflected our continued marketing
efforts. Commercial mortgage loans increased $15,000 or 0.2% and decreased to 10.1% of the portfolio from
11.3% at December 31, 2005. The Company's investment securities decreased by $986,000, or 55.7%, to
$783,000 at December 31, 2006 due to maturities of securities as the Bank used cash flows from the securities
portfolio to pay down FHLB advances. Premises and equipment decreased $177,000, or 7.7%, primarily due to a
full year’s depreciation on the new main office. The Company’s cash and cash equivalents as of December 31,
2006 were $2.0 million, the same as December 31, 2005’s level of $2.0 million.

Liabilities increased by $7.6 million, or 11.0%, to $76.6 million due primarily to a $10.2 million, or
18.7%, increase in deposits as the Bank continued to attract deposits locally at favorable raies. The increase in
deposits came primarily from checking accounts and certificates of deposit. Federal Home Loan Bank advances
of $10.4 million decreased from the December 31, 2005 level of $13.0 million. The Bank has used proceeds
from the advances to help meet loan demand. Advances under the Company’s line of credit from a correspondent
bank decreased to $750,000 at December 31, 2006 from $850,000 at December 31, 2005. In addition, the
Company had $390,000 in loans from directors at December 31, 2006. These borrowings were used to fund a
capital contribution to the Bank.

Stockholders' equity decreased to $2.4 million at December 31, 2006 from $2.7 million at December 31,
2005. The decrease in stockholders' equity principally reflects $674,600 in losses during the period.

Comparison of Results of Operations for the Years Ended December 31, 2006 and 2005

General. Net loss for the year ended December 31, 2006 was $675,000 ($(2.14) per diluted share)
compared to a net loss of $439,500 (3(1.58) per diluted share) for the year ended December 31, 2005, The
increase in loss for the 2006 period reflects a decrease in net interest income, and an increase in non-interest
expenses including the $227,000 write-off on our main correspondent account and various suspense accounts.

Net Interest Income. The primary component of the Bank’s net income is its net interest income, which
is the difference between interest income earned on loans and investments and interest expense paid on the
deposits and borrowings used to fund the interest earning assets. Net interest income is determined by the spread
between the vields earned on the Bank’s interest-earning assets and the rates paid on interest-bearing liabilities as
well as the relative amounts of such assets and liabilities. Net interest income divided by average interest-earning
assets represents the Bank’s net interest margin.

For the year ended December 31, 2006, net interest income decreased approximately $56,000, or 3.2%,
compared to the prior year. The decrease in net interest income during the 2006 period was attributable to a
higher volume of interest-bearing deposit accounts. Interest income increased approximately $798,000, or
22.4%, for the year ended December 31, 2006, while interest expense increased approximately $860,000, or
48.2%. The increase in interest income reflects a higher volume of interest-earning assets and a shift in interest-
earning assets into higher-yielding loans. During the year ended December 31, 2006, net loans averaged $63.3
million as compared to $58.5 million during fiscal year 2003, an increase of $4.8 million or 8.2%. While the
average vield on the loan portfolio declined during 2006, interest income on loans increased by $826,000 due to
higher outstanding loan balances.




The increased income from loans partially offset an increase in interest expense of $860,000 or 48.2%
for the year ended December 31, 2006. The increase in interest expense reflects both a higher volume of deposits
and increases in short-term rates as the result of the Federal Reserve’s eleven increases in the targeted Federal
Funds rate since June 30, 2004, Interest expense has also increased due to the Bank’s greater use of FHLB
borrowings to fund loan growth, as weil as the Company’s use of a revolving line of credit with The Banker’s
Bank to provide additional capital for the Bank. Reflecting the recent increases in short-term interest rates, which
have not been accompanied by increased long-term rates, the Bank's interest rate spread decreased to 2.61% for
the year ended December 31, 2006 compared to 2.69% for the year ended December 31, 2005. Net interest
margin decreased to 2.62% for the 2006 period compared to 2.85% for the 2005 period.

During the year ended December 31, 2006, the Bank reported net interest income, before provision for
loan losses, of $1.7 million. Interest income consisted of $4.4 million in interest and fees on loans, $50,400 in
interest on investment securities, and $42,900 in dividends on FHLB stock, totaling $4.4 million, while interest
expense, which consisted of $2.0 million in interest on deposits and $606,300 in interest on FHLB advances and
other borrowings, totaled $2.6 million.

During the year ended December 31, 2005, the Bank reported net interest income, before provision for
loan losses, of $1.8 million. Interest income consisted of $3.4 million in interest and fees on loans, $80,700 in
interest on investment securities, and $35,700 in dividends on FHLB stock, totaling $3.5 million, while interest
expense, which consisted of $1.3 million in interest on deposits and $442,500 in interest on FHLB advances and
other borrowings, totaled $1.8 million.

The foliowing table sets forth certain information relating to our average balance sheet and reflects the
average yield on assets and average cost of liabilities for the periods indicated and the average yields earned and
rates paid at the date and for the periods indicated. Such yields and costs are derived by dividing income or
expense by the average daily balance of assets or liabilities, respectively, for the periods presented.

Year Ended December 31,
2006 2005
Average Average
Average Yield/ Average Yield/
Balance Interest Cost Balance Interest Cost

(Dollars in thousands)
Interest-earning assets:

Loans receivable, net™ ... ... $ 63,399 $ 4266 6.73%  $58,486 $3.,439 5.88%
Investment SECUrities ovvivriniivrrvrniornacnsienns 1,492 50 3.35 2,926 81 2.77
Other INVEStMENLS.......ovvvrvenivenreanrernnaainnns 743 43 5.79 702 36 5.13
Total interest-earning assets .............c...... 65,634 4,359 6.64 62,114 3,509 5.72
Non-interest-earning assets.......o..vesveneenrennns 9,335 5,059
Total aSSetS.....ccvvuvieiinninsiiriananinnnsiiiians $ 74,969 $67,173
Interest-bearing liabilities:
DEPOSIES .vvveereenvaerrnee e er e e $ 54,462 2,036 3.74 $46,858 1,341 2.86
BOITOWINES ..\cveeieiniciine e eeen e 11,041 606 5.49 12,197 446 3.66
Total interest-bearing liabilities................ 65,503 2,642 4.03 59,055 1,787 3.03
Non-interest-bearing liabilities .................... 6,758 5,188
Total liabilities......coovveniiiiiiiiinicninn, 72,261 64,243
Total stockholders’ equity.......ccovenvvnieeninnnes 2,708 2,930
Total liabilities and stockholders’ equity ..... $ 74,969 367,173
Net interest income................o.inn 3 1717 $1,769
Interest rate spread ........ocooeniormiiimiecaaaas 2.61% 2.69%
Net interest Margin.........cccoveeveieeieniniainnnns _2.62% ~2.85%
Ratio of average interest-earning assets to
average interest-bearing liabilities.............. 100.20% 105.18%

M Non-accrual loans are included in average balances, less allowance for loan losses and deferred fees.




The table below sets forth certain information regarding changes in interest income and interest expense
of the Bank for the periods indicated. For each category of interest-earning asset and interest-bearing liability,
information is provided on changes attributable to: (i) changes in volume (changes in volume multiplied by old
rate); and (ii) changes in rate (change in rate multiplied by otd volume). Changes in rate-volume (changes in rate
multiplied by the changes in volume} are allocated between changes in rate and changes in volume

proportionately.
Year Ended December 31, Year Ended December 31,
2006 vs. 2005 2005 vs. 2004
Increase (Decrease) Increase (Decrease)
Due to Due to
Yolume Rate Total Volume Rate Total
(In thousands)
Interest income:
LOADS .. ceeeiee et $ 483 $ 344 $ 827 $ o957 $ (140} $ 817
Investment SeCUrities........cocovvvevnas (53) 22 (€)))] 6) 3 (9
Other IDVEStMENtS ..vvennvinennicnennes 3 2 7 7 2 9
Total interest-earning assets .......... 435 368 803 958 (141) 817
Interest expense:
Deposits......veiiviiiiiivi e $ 321 $ 374 3 695 $ 245 $ 146 $ 3
BOTrowings ........c.cooveviiciiinienennnas (141 304 163 69 245 314
Total interest-bearing liabilities ...... 180 678 858 314 391 705
Change in net interest income ............. $ 255 3 310y $ (55 3 64 $ (532) $ 112

Provision for Loan Losses. The provision for loan losses for the year ended December 31, 2006 was
$62,500, compared to $78,500 for the year ended December 31, 2005. Net charge-offs for the year ended
December 31, 2006 were $46,000 (0.06% of average loans), compared to $10,000 (0.02% of average loans)
during the year ended December 31, 2005. The ratio of the allowance for loan losses to total loans was 0.55% at
December 31, 2006 compared to 0.60% at December 31, 2005. The allowance for loan losses is management’s
estimate of probable inherent credit losses in the loan portfolio at the balance sheet date. The Bank determines the
allowance based on ongoing evaluations. Increases 10 the allowance are made by charges to the provision for loan
losses, which is reflected in the statement of operations. Loans deemed to be uncollectible are charged against the
allowance. Recoveries of loans previously charged off are credited to the allowance. The Bank increased the
amount of the allowance allocated to various forms of consumer loans, and reduced the proportion allocated to
residential first mortgages reflecting changes in the portfolio. Reserves are provided for consumer and residential
loans based on average loss experience, applied to the outstanding balance in each category. Specific reserves are
determined for loans classified as special mention, substandard or doubtful. Specific reserves are determined on a
loan by loan basis. As the loan portfolio diversifies to include more commercial and multi-family real estate
loans, future charge-off rates may differ from historical rates, necessitating revisions to the estimate.

Noninterest Income. Noninterest income for the year ended December 31, 2006 was $435,000,
compared to $346,000 for the year ended December 31, 2005, an increase of approximately $89,000, or 25.72%.
The increase for the most recent period is due primarily to increases in deposit-related fees including non-
sufficient funds fees and overdraft fees which management attributes to a larger deposit base and management's
efforts to enhance this type of fee income.

Noninterest Expenses. Noninterest expense for the year ended December 31, 2006 was $2.8 million
compared to $2.5 million for the year ended December 31, 2005, an increase of approximately $300,000, or
12.0%. The increase in noninterest expense of $300,000 or 12.0% was due primarily to $227,000 write-off in the
4™ quarter from aged unrecognized items in our main correspondent bank account and various suspense accounts.

Compensation and benefits expense increased by $13,200 or 1.3% to $1.06 million for the year ended

December 31, 2006 compared to $1.04 million for the year ended December 31, 2005. The FASB No. 91
accounting entry for the year ended December 31, 2006 resulied in a deferred salaries expense reduction of
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$85,500. The FASB No. 91 accounting entry for the year ended December 31, 2005 resulted in a deferred
salaries expense reduction of $87,100. Further, retirement fund expense increased by $28,400 or 43.8% to
$93,300 during the year ended December 31, 2006.

Advertising expenses decreased $1,300 or 1.5% to $90,000 for the year ended December 31, 2006
compared to $91,300 for the year ended December 31, 2005. The reduction was due primarily to decreases in
radio advertisement.

Office supplies, telephone and postage expenses decreased $4,500, or 3.8% to $116,400 for the year
ended December 31, 2006 compared to $120,900 for the year ended December 31, 2005. The reduction was due
primarily to stationery and supplies expense, which decreased $9,200 or 16.3% from $56,700 for the year ended
December 31, 2005 to $47,500 for the year ended December 31, 2006.

Computer and data processing expense increased by $23,700 or 10.1% to $259,100 for the year ended
December 31, 2006 compared to $235,400 for the year ended December 31, 2005. The increase reflects
additional technical assistance during the period and bank growth.

Professional fees increased $19,700, or 18.8% to $125,600 for the year ended December 31, 2006
compared to $105,900 for the year ended December 31, 2005. Monthly accruals are now being used for audit
and accounting expenses to more evenly distribute these costs throughout the year, rather than expensing as
incurred.

Income Tax Expense. The Company provides for both the current and deferred tax effects of the
transactions reported in its financial statements and established deferred tax assets and liabilities for the temporary
differences between the financial reporting and tax bases of its assets and liabilities. The Company establishes
valuation allowances for its net deferred tax assets unless it is more likely than not that these net deferred tax
assets will be realized. Based on its current earnings, its future projected earnings, and other factors, the
Company determined in 2005 that it was appropriate to establish a valuation allowance of $566,860 for its net
deferred tax assets. The balance of the valuation allowance at December 31, 2006 is $783,470. The increases in
the valuation allowance for the year ended December 31, 2006 of $216,610 relates primarily to the net losses
incurred in 2006.

Market/Interest Rate Risk Disclosure

Qualitative Disclosure. Our assets and liabilities may be analyzed by examining the extent to which its
assets and liabilities are interest-rate sensitive and by monitoring the expected effects of interest rate changes on
our nei portfolio value.

An asset or liability is interest rate sensitive within a specific time period if it will mature or reprice
within that time period. If assets mature or reprice more quickly or to a greater extent than liabilities, the net
portfolio value and net interest income would tend to increase during periods of rising interest rates but decrease
during periods of falling interest rates. Conversely, if our assets mature or reprice more slowly or to a lesser
extent than liabilities, the net portfolio value and net interest income would tend to decrease during periods of
rising interest rates but increase during periods of falling interest rates. Community First Bank’s policy has been
to mitigate the interest rate risk inherent in the historical savings institution business of originating long-term loans
funded by short-term deposits by pursuing certain strategies designed to decrease the vulnerability of our earnings
to material and prolonged changes in interest rates.

Our primary method of managing interest rate risk is to emphasize the origination of adjustable-rate
mortgage loans. Community First Bank’s adjustable-rate mortgage loans provide that the interest rate will adjust
every ong, three, five or seven years, The terms of these loans generally limit the amount of any single rate
change to a maximum of two percentage points and also provide that the rate may not increase above a “ceiling”
rate established at the time the loan is made, nor below a floor rate which is the initial rate on the loan. At
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December 31, 2006, approximately 79.8% of our mortgage loan portfolio had adjustable rates. We also purchase
investment securities with relatively short maturities, normally three years or less. At December 31, 2006,
approximately 94% of our investment portfolio had a maturity of five years or less. We monitor our deposit rates
on a weekly basis to ensure that it remains competitive.

Quantitative Analysis. The analysis of an institution’s interest rate gap (the difference between the
repricing of interest-earning assets and interest-bearing liabilities during a give period of time) is a standard tool
for the measurement of exposure to interest rate risk. The following table sets forth the amounts of interest-
earning assets and interest-bearing liabilities outstanding at December 31, 2006 which are projected to reprice or
mature in each of the future time periods shown. The amounts of assets and liabilities shown which reprice or
mature within a particular period were determined in accordance with the contractual terms of the assets or
liabilities. Loans with adjustable rates are shown as being due at the end of the next upcoming adjustment period.
In making the sensitivity gap computations, none of the assumptions sometimes made regarding prepayment rates
have been used for any interest-earning assets. Decay rates have not been used on money market, NOW or
savings accounts. In addition, the table does not reflect scheduled principal payments which will be received
throughout the lives of the loans and mortgage-backed securities. The interest rate sensitivity of our assets and
liabilities illustrated in the following table would vary substantially if different assumptions were used or if actual
experience differs from the indicated by such assumptions.
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The following table presents our interest sensitivity gap between interest-earning assets and interest-

bearing liabilities for the period indicated.

As of December 31, 2006
Within 3 Over
Months 4-12 Months  1-5 Years 5 Years Total
Interest-earning assets:
Investment SECUTItES ....uvvevrrnnranrrsreenns $ - 3 247 $ 490 $ 46 $ 783
LOans......covevireirenrr e i eecaenne 1,852 1,657 5,883 63,529 72,921
FHLB StOCK ....uvvevneenrnicaeeieeeeceieien, 765 - - -~ 765
Total interest-earning assets ........... 2,617 1,904 6,373 63,575 74,469
Non-interest-earning assets:
Cash and due from banks................... - - - - 1,986
Premises and equipment..................... - -- - -- 2,109
Other 4SSeL8 ...ovviuiniiiiieniiiriaeieeaeenenss - — - - 511
Total non-interest-earning assets - - - -- 4,606
© Total ASSELS ..vvvvniieieirneeeeieiainnnn 2,617 1,904 6,373 $63.575 $ 79,075
Interesi-bearing liabilities:
Interest checking ........ccccovviviiininnnenans $ 3,473 $ - 8 - $ - $ 3473
Money Market accounts ..................... 1,660 -~ - - 1,660
Savings aCCOUNLS ......oveuvererininnininnan, 3,384 - -- - 3,384
Certificates of deposit...........cc.ccoeoveenes 12,120 31,958 6,044 - 50,722
FHLB advances ..........c.ccceeevniieninnne. 10,425 - -- - 10,425
Advances under line of credit............... 1,140 - -- - 1,140
Total interest-bearing liabilities. .. ... 32,202 31,958 6,644 - 70,804
Non-interest-bearing liabilities:
Demand deposits...........coviiiniininiaans - - -- - 5,439
Interest payable and other
Liabilities ...ovvvrevenrnerecciieeieinans -~ - - - 396
Total non-interest-bearing
Liabilities. . .....ocovivirenieeeaeanns - - - -~ 5,835
Stockholders’ equity .......coeeeeniiiiiniiiinnns - - - - 2,436
Total liabilities and stockholders’
EQUILY ..uvenianirernranrnrercemaanans $32202 1,95 $ 6,644 $ = 79,07
Interest sensitivity gap ........... e $(29,585) $(30,054) $ 27) $63,575 $ 3,665
Cumnulative Zap .....ocovvvirnviiirieeireeeeeanes (29,585) (59,639) (59,910) 3,665
Cumulative gap/total assets.................... (37.40)% (75.4)% (75.76)% 4.63%

The Board of Directors reviews our asset and liability policies., The Board of Directors meets regularly
to review interest rate risk and trends, as well as liquidity and capital ratios and requirements. Management
administers the policies and determinations of the Board of Directors with respect to our asset and liability goals
and strategies. We expect that our asset and liability policies and strategies will continue as described so long as
competitive and regulatory conditions in the financial institution industry and market interest rates continue as they

have in recent years.

Liquidity and Capital Resources

Community First Bancorp, Inc. currently has no operating business other than that of Community First
Bank and does not have material funding needs other than servicing its outstanding debt. In the future,
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Community First Bancorp, Inc. may require funds for dividends and tax payments for which it will rely on
dividends and other distributions from Community First Bank. Community First Bank is subject to various
regulatory restrictions on the payment of dividends.

Community First Bank's primary sources of funds are deposits, repayment of loans and mortgage-backed
securities, maturities of investments and interest-bearing deposits and funds provided from operations.
Community First Bank is also able to obtain advances from the Federal Home Loan Bank of Cincinnati. While
scheduled repayments of loans and mortgage-backed securities and maturities of investment securities are
relatively predictable sources of funds, deposit flows and loan prepayments are greatly influenced by the general
level of interest rates, economic conditions and competition. Community First Bank uses its liquidity resources
principally to fund existing and future loan commitments, to fund maturing time certificates and demand deposit
withdrawals, to invest in other interest-earning assets, to maintain liquidity, and to meet operating expenses.

Liquidity may be adversely affected by unexpected deposit outflows, higher interest rates paid by
competitors, adverse publicity relating to the savings and loan industry, and similar matters. Management
monitors projected liquidity needs and determines the level desirable, based in part on our commitments to make
loans and management’s assessment of our ability to generate funds.

A major portion of our liquidity consists of cash and cash equivalents, which include cash and interest-
bearing deposits in other banks. The level of these assets is dependent upon our operating, investing, lending and
financing activities during any given period. At December 31, 2006, cash and cash equivalents totaled $2.0 million.

Our primary investing activity is the origination of loans. During the years ended December 31, 2006
and 2005, loan originations totaled $26.1 million and $27.0 million, respectively. These originations were funded
in part by proceeds from repayments of loans, maturities and calls of investment and mortgage-backed securities
and increases in deposits and Federal Home Loan Bank borrowings.

At December 31, 2006, we had $1.7 million in outstanding commitments to originate loans. We anticipate
that we will have sufficient funds available to meet our current loan origination commitments. Time certificates
which are scheduled to mature in one year or less totaled $44.7 million at December 31, 2006. Based on historical
experience, management believes that a significant portion of such deposits will remain with Community First Bank,
although there can be no assurance that it will do so. In the event we are unable to retain these deposits, we may
seek replacement funding through the Federal Home Loan Bank of Cincinnati or other sources.

Community First Bank relies primarily on local deposits for its funding needs. In order to finance loan
growth, we may also borrow from the Federal Home Loan Bank of Cincinnati. At December 31, 2006, Community
First Bank had $7.6 million in unused borrowing capacity at the Federal Home Loan Bank of Cincinnati.

Community First Bank is subject to minimum capital requirements under Office of Thrift Supervision
regulations. To be “well-capitalized” under these regulations, Community First Bank must maintain a ratio of
Tier 1 or Core Capital to adjusted total assets of 5.0%, a ratio of Tier 1 capital to risk-based assets of 6.0% and a
ratio of total capital to risk-based assets of 10.0%. At December 31, 2006, Community First Bank’s ratio of Tier
1/Core Capital to adjusted total assets was 4.51%, its ratio of Tier 1 capital to risk-based assets was 7.61% and its
ratio of total capital to risk-based assets was 8.47%. Although Community First Bank was not “well capitalized;”
these ratios equaled or exceeded regulatory requirements to be adequately capitalized.

We have maintained Community First Bank’s capital compliance primarily through borrowings at the
holding company level. Community First Bancorp, Inc. has previously borrowed up to $1.25 million on a line of
credit from our correspondent bank for this purpose. The line of credit provides for an interest rate at the prime
rate plus 25 basis points {currently 8.50%) and is secured by all of our stock in Community First Bank. In
December 2005 the line of credit’s principal balance was reduced by $400,000 using the proceeds from an
unsecured loan from four members of our Board of Directors. The four directors loaned these funds for the sole
purpose of paying down the outstanding line of credit with a correspondent bank. This loan paid the four
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directors a fixed interest rate of 7.50%. Subsequently, one director took shares of common stock in exchange for
his note.

In May 2006, the line of credit was renewed at the same interest rate until November 15, 2006. In order to
obtain the renewal, we were required to pay the line down to $750,000. The maturity date on the line of credit was
extended to February 15, 2007. In April 2007, the Company paid off the line of credit from its correspondent bank
with the proceeds from a $767,000 loan from another bank. The new loan has a one-year term with interest equal to
the prime rate payable at maturity. The new loan is secured by the Company’s stock in the Bank. The three
directors who continue to have loans outstanding to Community First Bancorp, Inc. have agreed to extend their
notes to April 15, 2007 with accrued interest being capitalized.

Off-Balance Sheet Arrangements

We are parties to financial instruments with off-balance sheet risk in the normal course of business. These
financial instruments primarily include loan commitments, lines of credit, including home-equity lines and commercial
lines, and letters of credit. We use these financial instruments to meet the financing needs of its customers.
Outstanding loan commitments and lines and letters of credit at December 31, 2006 were $3.2 million and
$135,000, respectively, and at December 31, 2005 were $766,000 and $7,000, respectively. These financial
instruments involve, to varying degrees, elements of credit, interest rate, and liquidity risk. These do not represent
unusual risks and management does not anticipate any accounting losses, which would have a material effect on us.

New Accounting Pronouncements

In May 2003, the Financial Accounting Standards Board “FASB” issued Statement No. 154, Accounting
Changes and Error Corrections-a replacement of APB Opinion No. 20 and FASB Statement No.3. FASB 154
changes the requirements for the accounting for and reporting of a change in accounting principle. This Statement
applies to all voluntary changes’in accounting principle. It also applies to changes required by an accounting
pronouncement in the unusual instance that the pronouncement does not include specific transition provisions.
When a pronouncement includes specific transition provisions, those provisions should be followed. The
implementation of SFAS 154 did not have a material effect on the Company’s financial statements.

In March 2006, the FASB issued Statement of Financial Accounting Standards No. 156, “Accounting for
Servicing of Financial Assets” (“SFAS 156), which amends accounting and reporting standards for servicing
assets and liabilities under Statement of Financial Accounting Standards No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extingnishments of Liabilities”. Specifically, SFAS 156 requires that ail
separately recognized servicing assets and servicing liabilities be initially measured at fair value, if practicable.
For subsequent measurement purposes, SFAS 156 permits an entity to choose to measure servicing assets and
liabilities either based on fair value or use the amortization method, which requires amortization of servicing
assets or servicing liabilities in proportion to and over the period of estimated net servicing income or net
servicing loss and assess servicing assets or servicing liabilities for impairment or increased obligation based on
fair value at each reporting date. The Company does not expect this guidance to have a material impact on its
financial statements.

In June 2006, the FASB issued Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in
Income Taxes, an interpretation of FASB Statement No.109, Accounting for Income Taxes,” effective for the
Company beginning on January 1, 2007. FIN 48 clarifies the recognition threshold a tax position is required to
meet before being recognized in the financial statements. FIN 48 also provides guidance on disclosure and other
matters. The Company does not expect this guidance to have a material impact on its financial statements.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 158 (“SFAS
158”), "Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans - an amendment of
FASB Statements No. 87, 88, 106, and 132(R)", effective for the Company for the year ending December 31,
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2006. This statement requires the recognition of the overfunded or underfunded status of a defined benefit
postretirement plan as an asset or liability on the balance sheet, and the recognition of changes in that funded status
through other comprehensive income. The adoption of SFAS 158 did not have a material impact on the
Company’s financial statements.

Also in September 2006, the FASB issued Statement of Financial Accounting Standards No. 157 (“SFAS
157"), “Fair Value Measurements”, effective for the Company beginning on January 1, 2008. This Statement
defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value
measurements. This statement establishes a fair value hierarchy that distinguishes between valuations obtained
from sources independent of the entity and those from the entity's own unobservable inputs that are not
corroborated by observable market data. SFAS 157 expands disclosures about the use of fair value to measure
assets and liabilities in interim and annual periods subsequent to initial recognition. The disclosures focus on the
inputs used to measure fair value and for recurring fair value measurements using significant unobservable inputs,
the effect of the measurements on earnings or changes in net assets for the period. The Company is currently
assessing the impact of this guidance on its financial statements.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159 (“SFAS 1597),
“The Fair Value Option for Financial Assets and Financial Liabilities”, effective for the Company beginning on
January 1, 2008. This Statement provides entities with an option to report selected financial assets and liabilities
at fair value, with the objective io reduce both the complexity in accounting for financial instruments and the
volatility in earnings caused by measuring related assets and liabilities differently. The Company is currently
assessing the impact of this guidance on its financial statements.

Impact of Inflation and Changing Prices

Our financial statements and the accompanying notes presented elsewhere in this document, have been
prepared in accordance with accounting principles generally accepted in the United States of America, which
require the measurement of financial position and operating results in terms of historical dollars without
considering the change in the relative purchasing power of money over time and due to inflation. The impact of
inflation is reflected in the increased cost of our operations. As a result, interest rates have a greater impact on
our performance than do the effects of general levels of inflation. Interest rates do not necessarily move in the
same direction or to the same extent as the prices of goods and services.
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REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

Audit Committee, Board of Directors and Stockholders
Community First Bancorp, Inc.
Madisonville, Kentucky

We have audited the accompanying consolidated balance sheets of the Community First
Bancorp, Inc. as of December 31, 2006 and 2005, and the related consolidated statements of
operations, changes in stockholders' equity and cash flows for the years then ended. These
financial statements are the responsibility of the Company's management. Our responsibility is
to express an opinion on these 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. The Company is not required to have, nor were we engaged to perform, an audit
of its internal control over financial reporting. Our audit included consideration of internal
contro] over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion.
An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, 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 financial position of the Community First Bancorp, Inc. as of December
31, 2006 and 2005 and the results of its operations and its cash flows for each of the years then
ended in conformity with accounting principles generally accepted in the United States of
America.

%.«J + C’n—nfn—?, PSC_

Louisville, Kentucky
April 5, 2007
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Community First Bancorp, Inc.
Consolidated Balance Sheets
December 31, 2006 and 2005

See Notes to Consolidated Financial Statemenls 18

Assets
2006 2005
Cash and due from banks $ 1,181,530 § 7385814
Interest-bearing demand deposits 804,757 1,223,134
Cash and cash equivalents 1,986,287 2,008,948
Held-to-maturity securities 55,092 65,522
Available-for-sale securities 728,050 1,703,147
Loans receivable, net of the allowance for loan loss of $404,369
and $387,822, for December 31, 2006 and 2005, respectively 72,835,520 64,578,288
Premises and equipment, net 2,109,048 2,286,004
Federal Home Loan Bank (FHLB) stock 764,500 721,900
Interest receivable 383,227 288,501
Deferred income taxes 7,676 16,587
Other assets 205,349 59,817
Total assets $ 79,074,749 $ 71,728,714
Liabilities and Stockholders’ Equity
Liahilities
Deposits $ 64,678,666 $ 54,476,673
FHLB advances 10,425,000 13,000,000
Advances under line of credit 750,000 850,000
Loans from directors 390,126 400,000
Interest payable 301,647 158,391
Other liabilities 93,558 123,649
Total liabilities 76,638,997 69,008,713
Stockholders’ Equity
Preferred stock, $.01 par value, authorized 1,000,000 shares -0- -0-
Common stock, $.01 par value; authorized 5,000,000 shares;
issued and outstanding 328,088 and 277,725 shares at
December 31, 2006 and 2005, respectively 3,280 2,777
Additional paid-in capital 2,829,943 2,457,428
Retained earnings (deficit) — substantially restricted (382,569) 291,993
Accumulated other comprehensive loss {14,902) (32,197)
Total stockholders’ equity 2,435,752 2,720,001
Total liabilities and stockholders’ equity $ 79,074,749 $ 71,728,714




Community First Bancorp, Inc.
Consolidated Statements of Operations
Years Ended December 31, 2006 and 2005

Interest and Dividend Income
Loans
Investment securities and deposits
Dividends on FHLB stock

Total interest and dividend income

Interest Expense
Deposits
FHLB advances
Other borrowings

Total interest expense
Net Interest Income

Provision for Loan Losses

Net Interest Income After Provision for Loan Losses

Noninterest Income
Service charges and fees
Loss on sale of fixed assets
Loss on sale of other real estate
Foreclosed real estate expense, net
Insurance commissions and premiums
Other income

Total noninterest incorne

Noninterest Expense
Compensation and benefits
Directors fees
Qccupancy expense
Insurance premiums
Data processing
Advertising
Office supplies, telephone and postage
Payroll and other taxes
Professional fees
Losses on accounts
Other operating expenses

Total noninterest expense
Loss Before Income Tax
Provision (Credit) for Income Taxes

Net Loss

Basic Loss Per Share
Diluted Loss Per Share

See Notes to Consolidated Financial Statements

2006 2005
$ 4,265,776 $ 3,439,471
50,359 80,730
42,882 35,718
4,359,017 3,555,919
2,036,500 1,340,870
508,640 387,922
97,640 54,581
2,642,780 1,783,373
1,716,237 1,772,546
62,500 78,500
1,653,737 1,694,046
398,927 326,462
(7,530) (1,965)
(6,495) (2,000)
(1,532) (4,356)
5,676 5,189
46,081 20,850
435,127 344,180
1,056,558 1,043,406
14,400 43,200
317,057 335,013
41,571 31,352
259,054 235,385
89,971 91,332
116,350 120,885
141,464 148,459
125,599 105,864
227,288 0-
374,114 322,814
2,763,426 2,477,710
(674,562) (439,484)
-0- -0-
$ (674,562) $ (439,484)
$ (2.14) 8 (1.58)
$ (2.14) $ (1.58)
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Community First Bancorp, Inc.
Consolidated Statements of Cash Flows
Years Ended December 31, 2006 and 2005

Operating Activities

Net loss

Items not requiring (providing) cash
Provision for loan losses
Depreciation, amortization and accretion
Deferred compensation for restricted stock plan
Loss on sale of other real estate owned
FHLB stock dividends

Changes in
Interest receivable
Other assets
Interest payable and other liabilities

Net cash provided by (used in) operating activities

Investing Activities
Net change in loans
Proceeds from maturities of available-for-sale securities
Proceeds from maturities of held-to-maturity securities
Purchase of premises and equipment
Proceeds from sale of foreclosed assets

Net cash used in investing aclivities

Financing Activities
Net increase in deposits
Repayment of FHLB advances
Proceeds from FHLB advances
Proceeds from line of credit and notes payable
Repayment of line of credit and notes payable
Proceeds from stock issuance
Costs of 1ssuance of stock

Net cash provided by financing activities
Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year
Supplemental Cash Flows Information
Interest paid
Loans transferred to foreclosed real estate

Loans to facilitate sale of foreclosed real estate
Stock issued in lieu of loan repayment

See Nofes to Consolfidated Financial Statements 21

2006 2005
$  (674,562) §  (439,484)
62,500 78,500
206,795 216,032
4 7,470
6,495 2,000
(42,600) (34,900)
(94,726) (61,435)
(111,184) (34,350)
113,161 383,901
(534,117) 117,734
(8,273,779) (12,725,233)
1,000,000 500,000
10,429 23,443
(28,534) (650)
14,025 23,000
(7,277,859) (12,179,440)
10,201,993 7,777,458
(26,725,000) (15,000,000)
24,150,000 15,000,000
-0- 500,000
(100,000) (400,000)
363,144 -0-
(100,822) 0-
7,789,315 8,277,458
(22,661) (3,784,248)
2,008,948 5,793,196
$ 1,986,287 $ 2,008,948
$ 2,499,524 $ 1,672,758
$ 52,717 $ 29,879
$ 30,000 $ 30,000
$ 9,874 -0-




Community First Bancorp, Inc.
Notes to Consolidated Financial Statements
December 31, 2006 and 2005

Note 1: Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

Community First Bancorp, Inc. (Company) is a thrift holding company whose principal activity is
the ownership and management of its wholly owned subsidiary, Community First Bank (Bank).
The Bank is primarily engaged in providing a full range of banking and financial services to
individual and corporate customers, primarily in Madisonville, Kentucky and the surrounding area.
The Bank is subject to competition from other financial institutions. The Bank is subject to the
regulation of certain federal and state agencies and undergoes periodic examinations by those
regulatory authorities.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and the Bank. All
significant intercompany accounts and transactions have been ¢liminated in consolidation.

Use of Estimates

The preparation of the 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 relate to the determination
of the allowance for losses on loans, valuation allowance related to deferred taxes, and the
valuation of real estate acquired in connection with foreclosures or in satisfaction of loans. In
connection with the determination of the allowances for losses on loans and foreclosed real estate,
management obtains independent appraisals for significant properties.

Cash and Cash Equivalents

The Company considers all liquid investments with original maturities of three months or less to be
cash equivalents.

Investment Securities
Available-for-sale securities, which include any security for which the Bank has no immediate plan

to sell but which may be sold in the future, are carried at fair value. Unrealized gains and losses
are recorded, net of related income tax effects, in other comprehensive income.

22




Community First Bancorp, Inc.
Notes to Consolidated Financial Statements
December 31, 2006 and 2005

Held-to-maturity securities, which include any security for which the Bank has the positive intent
and ability to hold until maturity, are carried at historical cost adjusted for amortization of
premiums and accretion of discounts.

Amortization of premiums and accretion of discounts are recorded as interest income from
securities. Realized gains and losses are recorded as net security gains (losses). Gains and losses
on sales of securities are determined on the specific-identification method.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity
or payoffs are reported at their outstanding principal balances adjusted for any charge-offs and the
allowance for loan losses. Interest income is reported on the interest method. Generally, loans are
placed on nonaccrual status at 90 days past due and interest is considered a loss, unless the loan is
well secured and in the process of collection.

Allowance for Loan Losses

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

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

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

Premises and Equipment

Depreciable assets are stated at cost, less accumulated depreciation. Depreciation is charged to
expense primarily using the straight-line method over the estimated useful lives of the related
assets as follows:

Buildings 39 — 50 years
Building improvements 7 — 40 years
Fumiture and equipment 3 — 15 years

Federal Home Loan Bank Stock

Federal Home Loan Bank (FHLB) stock is a required investment for institutions that are members
of the FHLB system. The required investment in the common stock is based on a predetermined
formula.

Foreclosed Real Estate

Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at
fair value at the date of foreclosure, establishing a new cost basis. Subsequent to foreclosure,
management periodically performs valuations and the assets are carried at the lower of carrying
amount or fair value less cost to sell. Revenue and expenses from operations and changes in the
valuation allowance are included in net income or expense from foreclosed assets.

Income Taxes
Deferred tax assets and liabilities are recognized for the tax effects of differences between the
financial statement and tax basis of assets and liabilities. A valuation allowance is established to

reduce deferred tax assets if it is more likely than not that a deferred tax asset will not be realized.
The Company files consolidated income tax returns with its subsidiary.

Stock Options

The Company accounts for all stock based compensation in accordance with FASB 123(R), which
requires that equity instruments issued as compensation be measured at fair value (See Note 7).

Advertising Costs

Advertising costs are expensed as incurred.
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Earnings per Share

Earnings per share have been computed based upon the weighted-average common shares
outstanding during 2006 and 2005. Since there are no dilutive securities, basic and diluted earnings
per share are the same.

Reclassifications

Certain reclassifications have been made to the 2005 financial statements to conform to the 2006
financial statement presentation. These reclassifications had no effect on net income.

Effect of Implementing Recently Issued Accounting Standards

In May 2005, the Financial Accounting Standards Board “FASB” issued Statement No. 154,
Accounting Changes and Error Corrections-a replacement of APB Opinion No. 20 and FASB
Statement No.3. FASB 154 changes the requirements for the accounting for and reporting of a
change in accounting principle. This Statement applies to all voluntary changes in accounting
principle. It also applies to changes required by an accounting pronouncement in the unusual
instance that the pronouncement does not include specific transition provisions. When a
pronouncement includes specific transition provisions, those provisions should be followed. The
implementation of SFAS 154 did not have a material effect on the Company’s financial
statements.

In March 2006, the FASB issued Statement of Financial Accounting Standards No. 156,
“Accounting for Servicing of Financial Assets” (“SFAS 1567}, which amends accounting and
reporting standards for servicing assets and liabilities under Statement of Financial Accounting
Standards No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities”. Specifically, SFAS 156 requires that all separately recognized
servicing assets and servicing liabilities be initially measured at fair value, if practicable. For
subsequent measurement purposes, SFAS 156 permits an entity to choose to measure servicing
assets and liabilities either based on fair value or use the amortization method, which requires
amortization of servicing assets or servicing liabilities in proportion to and over the period of
estimated net servicing income or net servicing loss and assess servicing assets or servicing
liabilities for impairment or increased obligation based on fair value at each reporting date. The
Company does not expect this guidance to have a material impact on its financial statements.

In June 2006, the FASB issued Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in
Income Taxes, an interpretation of FASB Statement No.109, Accounting for Income Taxes,”
effective for the Company beginning on January 1, 2007. FIN 48 clarifies the recognition
threshold a tax position is required to meet before being recognized in the financial statements.
FIN 48 also provides guidance on disclosure and other matters. The Company does not expect this
guidance to have a matenial impact on its financial statements.
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In September 2006, the FASB issued Statement of Financial Accounting Standards No. 158
(“SFAS 158”), "Employers’ Accounting for Defined Benefit Pension and Other Postretirement
Plans - an amendment of FASB Statements No. 87, 88, 106, and 132(R)", effective for the
Company for the year ending December 31, 2006. This statement requires the recognition of the
overfunded or underfunded status of a defined benefit postretirement plan as an asset or liability
on the balance sheet, and the recognition of changes in that funded status through other
comprehensive income. The adoption of SFAS 158 did not have a material impact on the
Company’s financial statements.

Also in September 2006, the FASB issued Statement of Financial Accounting Standards No. 157
(“SFAS 1577), “Fair Value Measurements”, effective for the Company beginning on January 1,
2008, This Statement defines fair value, establishes a framework for measuring fair value, and
expands disclosures about fair value measurements. This statement establishes a fair value
hierarchy that distinguishes between valuations obtained from sources independent of the entity
and those from the entity's own unobservable inputs that are not corroborated by observable
market data. SFAS 157 expands disclosures about the use of fair value to measure assets and
liabilities in interim and annual periods subsequent to initial recognition. The disclosures focus on
the inputs used to measure fair value and for recurring fair value measurements using significant
unobservable inputs, the effect of the measurements on earnings or changes in net assets for the
period. The Company is currently assessing the impact of this guidance on its financial
statements.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159 (“SFAS
159”), “The Fair Value Option for Financial Assets and Financial Liabilities”, effective for the
Company beginning on January 1, 2008. This Statement provides entities with an option to report
selected financial assets and liabilities at fair value, with the objective to reduce both the
complexity in accounting for financial instruments and the volatility in earnings caused by
measuring related assets and liabilities differently. The Company is currently assessing the impact
of this guidance on its financial statements.
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Note 2: Investment Securities

The amortized cost and approximate fair values of securities are as follows:

Gross Gross

Amortized Unrealized Unrealized  Approximate
Cost Gains Losses Fair Value

Available-for-sale Securities
December 31, 2006
U. 8. Government

agencies S____ 750,626 S 0 8§ 22576 S___ 728,050

December 31, 2005
U. S. Government

agencies $_ 1751931 § 0- § 48784 §__1,703,147

Held-to-maturity Securities
December 31, 2006
Mortgage-backed
securities b3 35,092 $ 3235 § 0 %

58327

December 31, 2005
Mortgage-backed
securities L) 65,522 § 3901 $ 166 §

69,257

The amortized cost and fair value of debt securities, including mortgage-backed securities at
December 31, 2006, by contractual maturity are shown below. 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.

Available-for-sale Held-to-maturity
Amortized Fair Amortized Fair

Cost Value Cost Value
Within one year $250,626 $246,875 -0- -0-
One to five years 500,000 481,175 -0- -0-
Five to 10 years -0- -0- -0- -0-
Mortgage-backed securities -0- -0- $55,092 $58,327

$750,626 $728,050 $55,092 858,327

Investment securities with a carrying value of approximately $598,000 and $191,000 at
December 31, 2006 and 2005, respectively, were pledged as collateral for certain customer
deposits.
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Certain investments in debt securities are reported in the financial statements at an amount less than
their historical cost. Total fair value of these investments at December 31, 2006 and 2005, was
$728,050 and $1,703,147, which is approximately 93% and 96% of the Bank’s available-for-sale
and held-to-maturity investment portfolio. These declines primarily resulted from recent increases
in market interest rates and failure of certain investments to maintain consistent credit quality
ratings,

Based on evaluation of available evidence, including recent changes in market interest rates, credit
rating information and information obtained from regulatory filings, management believes the
declines in fair value for these securities are temporary.

Should the impairment of any of these securities become other than temporary, the cost basis of the
investment will be reduced and the resulting loss recognized in net income in the period the other-
than-temporary impairment is identified.

The following table shows our investments’ 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, 2006 and 2005:

Less than 12 Months 12 Months or More Total
Description of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses
December 31, 2006
Mortgage-backed
securities -0- -0- -0- -0- -0- -0-
U. S. Government
agencies -0- -0-  $728050 $_ 22,576 $728.050 $22,576
Total temporarily
impaired
securities $ 0- 3 -0-  $728,050 $_ 22576 $728,050 $22,576
Less than 12 Months 12 Months or More Total
Description of Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Losses Value Losses Value Losses
December 31, 2005
Mortgage-backed
securities $ 19664 & 166 -0- -0- § 19664 § 166
U. S. Government
agencies -0- 0- 51,703,147 $_ 48734 1,703,147 48,784
Total temporarily
impaired
secunties 519664 S_166 $L703,147 $_48784 $1,722.811 $_48.950
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Note 3:

Loans at December 31 are summarized as follows:

Loans Receivable and Allowance for Loan Losses

2006 2005
Real estate mortgage loans
One-to-four family residential — first § 54,652216 § 47,739,224
One-to-four family residential — second 2,733,796 1,755,309
Multi-family 1,066,559 791,323
Commercial 7,371,484 7,355,604
Construction 1,811,131 2,304,825
Other loans
Consumer installment 89,807 194,396
Commercial 1,083,806 819,447
Automobile 3,376,926 2,897,924
Passbook 351,042 397,879
QOverdrafts 38,910 51,792
Other 614,212 658,387
73,239,889 64,966,110
Less
Allowance for loan losses 404,369 387,822
Net loans $ 72,835,520 $ 64,578,288
Activity in the allowance for loan losses was as follows:
2006 2005
Balance, beginning of year $ 387,822 § 319,937
Provision charged to expense 62,500 78,500
Losses charged off (47,264) (16,192)
Recoveries 1,311 5,577
Balance, end of year $ 404,369 3 387,822

At December 31, 2006 and 2005, the total recorded investment in loans on nonaccrual amounted to
approximately $334,000 and $262,000, respectively, and the total recorded investment in loans past
due 90 days or more and still accruing interest amounted to approximately $9,000 and $44,000,
respectively. At December 31, 2006 and 20035, there were no loans, which were specifically

classed as impaired loans.
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In the ordinary course of business, the Bank has and expects to continue to have transactions,
including borrowings, with its officers and directors. In the opinion of management, such
transactions were on substantially the same terms, including interest rates and collateral, as those
prevailing at the time of comparable transactions with other persons and did not involve more than
a normal risk of collectibility or present any other unfavorable features to the Bank, Loans to such
borrowers, at December 31, are summarized as follows:

2006 2005
Balance, beginning of year 3 624,809 % 429,651
Loan proceeds 103,000 239,382
Payments (58,854) (44,224)
Balance, end of year 3 668,955 3§ 624,809
Letters of Credit S 25,000 S 7,000

Note 4: Premises and Equipment

Major classifications of premises and equipment stated at cost, are as follows:

2006 2005
Land $ 261,649  § 261,649
Buildings and improvements 1,769,087 1,769,087
Furniture, fixtures and equipment 997,022 968,488

3,027,758 2,999,224
Less accumulated depreciation 918,710 713,220
Net premises and equipment $ 2109048 § 2,286,004

Depreciation expense for the year ended December 31, 2006 and 2005 totaled $205,490 and
$209,970, respectively.
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Note 5: Deposits

Deposits at December 31 are summarized as follows:

2006 2005
Amount Percentage  Amount Percentage

Non-interest bearing

demand $ 5,439,393 9% $ 6,143,507 11%
NOW accounts 3,472,787 5 2,642,483 5
Money market accounts 1,660,413 3 2,099,769 4
Passbook savings 3,384,414 5 3,789,177 7
Time deposits 50,721,659 78 39,801,737 73

$_64,678.666 100% $_54.476,673 100%

Time deposit accounts in denominations of $100,000 or more were $12,670,435 and $9,048,175, at
December 31, 2006 and 2005, respectively.

At December 31, 2006, the scheduled maturities of time deposit were as follows:

2007 $44,733,630
2008 4,391,555
2009 302,502
2010 1,244,600
2011 49,372

$50,721,659

Interest expense on deposits for the years ended December 31, are summarized as follows:

2006 2005
Time deposits $ 1955460 3 1,305,311
Money market accounts 28,300 13,626
NOW accounts 9,420 6,932
Passbook savings 43,320 15,001

2,036,500 1,340,870
Less interest retained for early withdrawal -0- -0-

$ 2,036,500 $ 1,340,870

In the ordinary course of business, the Bank has continued to have transactions, including deposits,
with its officers and directors. In the opinion of management, such transactions were on
substantially the same terms, including interest rates prevailing at the time, of comparable
transactions with other persons. Deposits from officers and directors totaled $457,163 and
$363,622, on December 31, 2006 and 2005, respectively.
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The aggregate amount of overdrawn deposit accounts reclassified as loans as of December 31,
2006 and 2005 totaled $66,287 and $35,100, respectively.

Note 6: Federal Home Loan Bank Advances and Other Short-term Borrowings

The Bank owns stock of the Federal Home Loan Bank (FHLB) of Cincinnati, Ohio. This stock
allows the Bank to obtain advances from the FHLB. The FHLB advances are secured by the
Bank’s first-mortgage 1-4 family loan portfolio and the Bank’s FHLB stock totaling approximately
$55,416,000 and $47,980,000 in 2006 and 2005, respectively.

At December 31, 2006 and 2005, $10,425,000 and $13,000,000, respectively, represented the
balance due on the advances from the FHLB. All advances are short term with interest rates
ranging from 4.94% to 5.41%.

Non-Revolving Line of Credit

At December 31, 2005, the Company had $850,000 advanced against a $1,250,000 revolving line
of credit, which expired on March 31, 2006. On March 31, 2006, the Company made a principal
payment of $100,000 and refinanced the remaining $750,000 balance under a new $750,000 line of
credit maturing on November 15, 2006. Subsequently, the maturity date was extended to February
15, 2007. The line of credit was fully extended at December 31, 2006 and was collateralized by all
of the Company’s stock in the Bank. Interest was based on the prime rate plus .25%, which was
8.50% on December 31, 2006. Interest was payable monthly and principal was due at maturity.

Subsequent to year end the company received a commitment from a third party commercial lender
to refinance the line of credit. The new note will be dated in April 2007 with principal due at
maturity, one year from the date of the note. The note will be secured by all of the Company’s
stock in the Bank and will have an interest rate and terms similar to those of the debt being
refinanced.

As of December 31, 2006, the Company maintained cash reserves of $23,536 for payment of
interest on the line of credit.

Related Party Notes Payable

The Company has three unsecured notes payable to directors of the Bank totaling $390,126 and
$400,000 at December 31, 2006 and 2005, respectively. The notes bear a fixed rate of interest of
7.50%. The notes mature on April 15, 2007.
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Note 7. Employee Benefits

Defined Benefit Plan

The Bank is a participant in a pension fund known as the Pentegra Group. This plan is a multi-
employer plan; separate actuarial valuations are not made with respect to each participating
employer. The plan required contributions in the amount of approximately $93,300 and $64,800
for the years ended December 31, 2006 and 2005, respectively. The plan provides pension benefits
for substantially all of the Bank’s employees.

Defined Contribution Plan

The Bank began a retirement savings 401(k) plan covering substantially all employees on
January 1, 2004. Employees may contribute up to 20% of their compensation with the Bank
matching a certain percentage of the employee’s compensation using a formula to be determined
each year. The Bank made no matching contribution to the plan in 2006 or 2005.

Restricted Stock Plan

The Company has a Restricted Stock Plan, covering 8,331 shares of common stock, the purpose of
which is to reward and to retain personnel of experience and ability in key positions of
responsibility with the Bank and any subsidiaries with an increased equity interest in the Company
as compensation for their prior and anticipated future professional contributions and service.
Shares awarded under the plan entitle the shareholder to all rights of common stock ownership
except that the shares may not be sold, transferred, pledged, exchanged, or otherwise disposed of
until the shares are earned and non-forfeitable. The shares awarded under the Restricted Stock
Plan shall be ecarned and non-forfeitable at the rate of one-fifth per year over five years from the
grant date. During May 2005 the Company granted 5,197 shares with a restriction period of five
years at a market price of $11.50. Deferred compensation expense recorded for the year ended
December 31, 2006 and 2005 relating to these shares of restricted stock was approximately
$12,000 and $7,500, respectively.

Stock Option Plan

On May 20, 2004, the stockholders of the Company approved the establishment of the Community
First Bancorp, Inc. 2004 Stock Option Plan. Under the Option Plan, the Company may grant either
incentive or nonincentive stock options to directors and key employees for an aggregate of 27,772
shares of the Company’s common stock, with an exercise price equal to the fair market value of the
stock at the date of the award. Upon exercise of the options, the Company may issue stock out of
authorized shares or purchase the stock in the open market. The option to purchase shares expires
10 years after the date of the grant. The options vest, and thereby become exercisable, at the rate of
20% on the one-year anniversary of the date of the grant and 20% annually thereafter. The options
become vested immediately in the case of death or disability or upon a change in the control of the
Company.
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On December 8, 2005 the optionees agreed to the cancellation of all the outstanding stock options,

|
‘ Community First Bancorp, Inc.
| which totaled 16,442 as of that date.

2005

| Weighted-

| Average
Shares Exercise Price

Outstanding, beginning of year 16,442 $ 16.00
Granted -0- -0-
Exercised -0- -0-
Forfeited -0- -0-
Cancelled (16,442) 16.00

I Expired
Outstanding, end of year -0- $___16.00
Options exercisable, end of year -(-

| The following table summarizes information about stock options under the plan outstanding at
| December 31, 2006 and 2005:

Options Qutstanding QOptions Exercisable
‘ Weighted-Average Weighted- Woeighted-
Exercise Number Remaining Average Exercise Number Average Exercise
Price  Outstanding  Contractual Life Price Exercisable Price
December 31, 2006 $ 0.00 -0- 0 years $ 0.00 -0- $0.00
December 31, 2005 $ 0.00 -0- 0 years $ 0.00 -0- $0.00

Note 8: Income Taxes

The provision (credit) for income taxes includes these components:

2006 2005
Taxes currently payable $ 0- 8§ -0-
Deferred income taxes -0- -0-
Income tax expense (credit) $ -0- § -0-
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A reconciliation of income tax expense/(benefit) at the statutory rate to the Bank’s actual income

tax expense is shown below:

2006 2005
Computed at the statutory rate (34%) $ (229,351) § (149,425)
Increase (decrease) resulting from
Changes in the deferred tax asset valuation allowance 226,480 148,013
Other 2,871 1,412
Actual tax expense (credit) 3 -0- § -0-

The tax effects of temporary differences related to deferred taxes shown on the balance sheets

were:
2006 2005
Deferred tax assets
Allowance for loan losses $ 137,485 S 131,859
Net operating loss carryovers 917,190 683,842
Unrealized loss on available-for-sale securities 7,676 16,587
Capital loss carryover 5,100 5,100
Charitable contributions carryover 11,216 9,950
Deferred compensation 2,541 2,540
Deferred loan fees 2,296 -0-
Other 722 850
1,084,226 850,728
Deferred tax liabilities
Depreciation 86,758 85,313
FHLB stock 196,452 181,968
283.210 267,281
Net deferred tax asset before
valuation allowance 801,016 583,447
Valuation allowance
Beginning balance (566,360) (418,847)
Increase during the period (226,480) (148,013)
Ending balance (793,340) (566,860)
Net deferred tax asset $ 7,676 3 16,587
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As of December 31, 2006, the Company had approximately $2,697,617 of net operating loss
carryovers available to offset future federal income. The net operating losses will begin to expire
in the year 2010.

Retained earnings at December 31, 2006 and 2005, include approximately $647,729, for which no
deferred federal income tax liability has been recognized. This amount represents an allocation of
income to bad debt deductions for tax purposes only. Reduction of amounts allocated for purposes
other than tax bad debt losses or adjustments arising from carryback of net operating losses, would
create income for tax purposes only, which would be subject to the then-current corporate income
tax rate. The deferred income tax liability on the preceding amount that would have been recorded
if it was expected to reverse into taxable income in the foreseeable future was approximately
$220,228 at December 31, 2006 and 2005.

Note 9: Other Comprehensive Income (Loss)

Other comprehensive income (loss) components and related taxes were as follows:

2006 2005
Unrealized gain (losses) on available-for-sale securities $ 26,208 § (6,076)
Other comprehensive income (loss), before
tax effect 26,208 {6,076)
Tax expense (benefit) 8,913 (2,066)
Other comprehensive income (loss) $ 17295 § (4,010}

Note 10: Regulatory Matters

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

Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain minimum amounts and ratios (set forth in the following table). Management belicves, as
of December 31, 2006 and 2005, that the Bank meets all capital adequacy requirements to which it
is subject.
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As of December 31, 2006, the most recent notification from the OTS categorized the Bank as
adequately capitalized under the regulatory framework for prompt corrective action. To be
categorized as adequately capitalized, the Bank must maintain minimum total risk-based, Tier I
risk-based and Tier I leverage ratios as set forth in the table. There are no conditions or events
since that notification that management believes have changed the Bank’s category.

The Bank’s actual capital amounts and ratios are also presented in the table.

To be Well Capitalized
Under Prompt Corrective
For Capital Adequacy Action Provisions
Actual Purposes Required Required
Amount Percentage Amount Percentage Amount Percentage

December 31, 2006
Total risk-based
capital g 3973 847% § 3,752 8.0% § 4,69 10.0%
Tier I risk-based
capital $ 3,569 761% $ 1,876 40% $ 2814 6.0%
Tier I core
capital $ 3,569 451% § 3,164 40% $§ 3954 5.0%
Tangible equity
capital $ 3,569 451% § 1,187 1.5% % 1,187 1.5%

December 31, 2005
Total risk-based
capital $ 4311 10.22% § 3,373 80% § 4217 10.0%
Tier I risk-based
capital £ 3,923 930% $ 1,687 40% $ 2,530 6.0%
Tier I core
capital $ 3,923 547% & 2,871 40% $ 3,589 5.0%
Tangible equity
capital $ 3,923 547% § 1,077 i.5% § 1,077 1.5%

Liquidation Account. Upon conversion to a capital stock savings bank, eligible account holders
who continued to maintain their deposit accounts in the Bank were granted priority in the event of
the future liquidation of the Bank through the establishment of a special “Liquidation Account” in
an amount equal to the consolidated net worth of the Bank as of the date specified in the Plan of
Conversion. The initial liquidation account balance of $1,748,866 is reduced annually in
proportion to decreases in the accounts of the eligible account holders. The liquidation account
does not restrict the use or application of net worth, except with respect to the cash payment of
dividends. The Bank may not declare or pay a cash dividend on or repurchase any of its common
stock if the effect would cause its regulatory capital to be reduced below the amount required for
the liquidation account.

Dividend Restrictions. The payment of cash dividends by the Bank on its common stock is
limited by regulations of the Office of Thrift Supervision (OTS). Interest on deposits will be paid
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prior to payments of dividends on common stock. Additional limitation on dividends declared or
paid or repurchases of the Bank stock are tied to the Bank’s level of compliance with its regulatory
capital requirements. Under current OTS regulations the Bank must either 1) file notification with
the OTS because it is a subsidiary of a savings and loan holding company or 2) apply for
distributions if the total amount of capital distributions for the applicable calendar year exceeds net
income for that year to date plus retained net income for the preceding two years.

Federal Reserve Act. In September 2005 the Company inadvertently violated Section 23A of the
Federal Reserve Act. The violation occurred when the Company pledged assets of the Bank as
collateral for the Company’s note payable to a third party lender. Prior to filing the Company’s
third quarter Form 10Q with the Securities and Exchange Commission, the Company discovered
and corrected the violation.

Rights Offering. During the first quarter of 2007, the Company commenced a rights offering of
750,000 shares at $7.25 per share to existing stockholders as of the close of business on December
29, 2006. Unsubscribed shares were offered on a best efforts basis to members of the local
community. The Company reserved the right to increase the number of shares sold by 112,500 to
cover oversubscriptions and other purchases. Pursuant to the rights offering, the Company sold a
total of 8,032 shares for gross proceeds of $58,232. Estimated expenses of the offering were
$100,822. The excess of expenses over proceeds will be charged against earnings during the first
quarter.
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Note 11: Disclosures About Fair Vajues of Financial Instruments

The following table presents estimated fair values of the Company’s financial instruments. The
fair values of certain of these instruments were calculated by discounting expected cash flows,
which involves significant judgments by management and uncertainties. Fair value is the estimated
amount at which financial assets or liabilities could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale, Because no market exists for certain of
these financial instruments and because management does not intend to sell these financial
instruments, the Company does not know whether the fair values shown below represent values at
which the respective financial instruments could be sold individually or in the aggregate.

2006 2005
Carrying Fair Carrying Fair
Value Value Value Value

Financial assets

Cash and cash equivalents $ 1986287 $ 1,986,287 §$ 2,008948 § 2,008,948

Held-to-maturity securities $ 55092 % 58,327 § 65,522 % 69,257

Available-for-sale securities $ 728050 § 728,050 § 1,703,147 % 1,703,147

FHLB stock $ 764500 $ 764500 § 721,900 % 721,900

Loans, net of allowance for loan

losses $72,835520 $72451,544 8§ 64,578,288 § 59,984,000

Interest receivable $ 383227 § 383,227 § 288,501 3 288,501
Financial liabilities

Deposits 564,678,666 $64,672,801 § 54,476,673 $ 54,503,179

FHLB advances 510,425,000 §$10,422601 $§ 13,000,000 3 12,979,000

Advances under line of credit and

notes payable $ 140,126 $ 1,140,126 § 1,250,000 $ 1,250,000

Interest payable $ 301,647 § 301647 8§ 158,391 § 158,391
Unrecognized financial instruments (net

of contract amount)

Commitments to originate loans 3 -0- % 0- 38 0 3 -0-

The following methods and assumptions were used to estimate the fair value of each class of
financial instruments,

Cash and Cash Equivalents, Interest-bearing Deposit and Federal Home Loan Bank
Stock

The carrying amount approximates fair value.

Securities

Fair values equal quoted market prices, if available. 1f quoted market prices are not available, fair
value is estimated based on quoted market prices of similar securities.
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Loans

The fair value of loans is estimated by discounting the future cash flows using the current rates at
which similar loans would be made to borrowers with similar credit ratings and for the same
remaining maturities. Loans with similar characteristics were aggregated for purposes of the
calculations. The carrying amount of accrued interest approximates its fair value.

Deposits

Deposits include demand deposits, savings accounts, NOW accounts and certain money market
deposits. The carrying amount approximates fair value, The fair value of fixed-maturity time
deposits is estimated using a discounted cash flow calculation that applies the rates currently
offered for deposits of similar remaining maturities.

Short-term Borrowings and Interest Payable

The carrying amount approximates fair value.

Commitments to Originate Loans

The fair value of commitments to originate loans is estimated using the fees currently charged to
enter into similar agreements, taking into account the remaining terms of the agreements and the
present creditworthiness of the counterparties. For fixed-rate loan commitments, fair value also
considers the difference between current levels of interest rates and the committed rates.

Note 12: Significant Estimates and Concentrations

Accounting principles generally accepted in the United States of America require disclosure of
certain significant estimates and current vulnerabilities due to certain concentrations. Estimates
related to the allowance for loan losses are reflected in the note regarding loans. Current
vulnerabilities due to certain concentrations of credit risk are discussed in the note on commitments
and credit risk. During 2006, the Company charged $227,000 to expense as its estimate of losses
on accounts containing unreconciled items and other amounts deemed unrecoverable.

Note 13: Commitments and Credit Risk

The Bank grants agribusiness, commercial and residential loans to customers primarily in Hopkins
County, Kentucky.
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Commitments to Originate Loans

Commitments to originate loans 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 a portion of
the commitments may expire without being drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. Each customer’s creditworthiness is evaluated on a
case-by-case basis. The amount of collateral obtained, if deemed necessary, is based on
management’s credit evaluation of the counterparty. Collateral held varies but may include
accounts receivable, inventory, property, plant and equipment, commercial real estate and
residential real estate.

At December 31, 2006 and 2005, the Bank had granted commitments to extend credit and unused
lines of credit to borrowers aggregating approximately $1,669,000 and $1,888,700, respectively.
The commitments to extend credit expire over varying periods of time with the majority expiring
within a one-year period.

Standby Letters of Credit

Standby letters of credit are irrevocable conditional commitments issued by the Bank to guarantee
the performance of a customer to a third party. Financial standby letters of credit are primarily
issued to support public and private borrowing arrangements, including commercial paper, bond
financing and similar transactions. Performance standby letters of credit are issued to guarantee
performance of certain customers under nonfinancial contractual obligations. The credit risk
involved in issuing standby letters of credit is essentially the same as that involved in extending
loans to customers. Should the Banks be obligated to perform under the standby letters of credit,
they may seek recourse from the customer for reimbursement of amounts paid.

The Bank had outstanding standby letters of credit totaling $135,000 at December 31, 2006. There
was $7,000 in outstanding standby letters of credit at December 31, 2003.

Other Credit Risks

At December 31, 2006 and 2005, approximately $417,000 and $101,000, respectively, were held in
deposits at financial institutions in excess of federally insured amounts.
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