
Global financial performance during 2008 will be 
remembered as one of the most negative in history.  Asset 

devaluation hit most asset classes, including homes, stocks, 
securities and commodities.  Managing through this myriad 
of negative events has been most challenging for individuals, 
businesses, public entities and especially for banks.   With that 
said, we are so thankful for the quality customers and the local 
communities we serve.

The difficult circumstances we faced during 2008 proved to be a 
severe test for all of the management team at CNB Community 
Bancorp, Inc. and County National Bank.  Your company’s 
financial performance during 2008 was somewhat below what 
you have come to expect.  However, if we were to grade our 
performance on a curve, the year looks very respectable.

Net profit for 2008 was $1,531,078.  Our loan portfolio performed 
very well in this troubled economy; however, the Bank realized 
write downs in our investment portfolio, as management 
determined declines in fair value of certain money market 
preferred auction rate securities to be other than temporarily 
impaired (OTTI).

To give you some idea of how difficult this past year has been, 
many banks in Michigan showed a loss for the year 2008.  Many 
Michigan banks substantially reduced or eliminated dividend 
payments.  Stock prices for several banks have declined 50-90% 
because of decreased earnings, non performing loans and 
capital problems. Regardless of how well a bank performed 
in 2008, the “guilt by association” syndrome has dragged bank 
stock prices lower.

We are not immune to the economic issues facing Michigan, 
the US and the global economy.  High levels of leverage are 
inherent in the banking business.  Typically we carry ten dollars 
of loans or investments for every dollar of capital or equity.  To 
be successful, this business model requires very strong risk 
management practices.  Based on our historical performance, 
your management team does a fine job of risk management.  
However, it never has been tested as it is now.

Mr. Norman F. Rodgers will be retiring as a board member, as 
well as Chairman of the Board for CNB Community Bancorp, 
Inc. and County National Bank, in conjunction with his term 
expiring in April, 2009.  Mr. Rodgers has served as a board 
member since 1983.  His wisdom, knowledge and guidance 
helped this institution make so many good decisions and will be 

sorely missed.  CNB shareholders, customers and employees have 
benefited from Norm’s executive leadership as President, CEO and 
Chairman.

During his tenure, the Bank enjoyed incredible growth, beginning 
with a main office and 3 branches with total assets of $77 million 
to our present 13 facilities and total assets of $303 million.  His 
dedication, management style and strategic thinking will  
continue to serve as an inspiration to all of us who have worked 
with him.  Norm was a mentor and a friend to many stakeholders 
here at CNB.

Loan Portfolio 
Even though the 2008 economy was challenging, our loan portfolio 
grew by 8.35%.  Loan activity in all areas was strong and we grew 
in all markets.  We are proud of the fact that we helped to finance 
many new projects in the communities we serve.  Specifically, 
our commercial lending division is committed to all aspects of the 
economy and has been instrumental in the financing of new and 
rehabilitated medical buildings, agricultural expansion, technology 
start-up ventures, manufacturing, medical equipment, office equipment, 
affordable housing and office building acquisition.  All of these 
projects have resulted in local business expansion and job creation.

Our commitment to home ownership remains strong.  In total, County 
National Bank provided more than $50 million for home finance in 
2008.  Although some institutions have greatly reduced or eliminated 
residential-construction finance, it is noteworthy that we continue to 
offer this product and we financed many new homes in 2008.

Residential mortgage originations during 2008 were up 29% over 
2007.  Our serviced-loan portfolio now stands at $175 million and 
includes 1,927 mortgages.  These are not sub prime loans and 
although we service this portfolio, we have no dollars at risk in this 
portfolio because the loans are sold in the secondary market. 

We have 2,527 residential, owner-occupied mortgage loans with a 
balance of $92 million on our books.  As expected, our delinquency 
rates are higher and foreclosure proceedings have increased over 
2007.  Our collection department, as well as our mortgage lenders, 
have done an outstanding job working with borrowers, using tools 
such as modification agreements, forbearance agreements and 
even rental agreements to help keep borrowers in their homes.  
The last thing we want is to end up with someone’s home to sell 
and try to satisfy a debt as a result of foreclosure.
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Scott Evans joined CNB in February of 2008 as vice president 
and senior mortgage officer.  Scott has been instrumental in our 
2008 mortgage lending success and spearheaded the launch 
of our on-line mortgage applications hosted on our web site at 
www.CountyNationalBank.com.  This allows customers to apply 
confidentially anytime and anywhere from a computer that has 
internet access.  

While the national media has focused on the lack of financing 
options in the automotive sector, County National Bank was 
able to finance hundreds of automobiles in the communities we 
serve.  This line of business remains profitable.

Jackson Market 
We continue to be the only community bank serving Jackson.  
We offer service from experienced community bankers and 
a dedicated trust and investment services area.  Most of our 
employees are seasoned and all of our staff resides in the local 
community.  This is a significant advantage that has allowed 
County National Bank to achieve a high level of growth in this 
market.  Jackson market revenue and earnings were very 
strong and the potential for continued growth is good.

Personnel 
We are very pleased to announce the following promotions and new 
officers.  This group of dedicated employees helps to ensure long-
term viability and growth of your community bank.  We are proud 
of their accomplishments and look forward to the contributions 
they will make as they build their careers here at CNB.

— Scott E. Evans hired as vice president,  
	 senior mortgage officer

— Cindy Dwyer promoted to vice president, technology

— Dorene M. Shaw promoted to vice president, chief auditor

— Kathryn G. Angles promoted to assistant vice president, 	
	 mortgage officer - Jackson

— William C. Jors promoted to assistant vice president, 	
	 commercial loan officer - Jackson

— Ryan R. Ambs promoted to branch officer, Wisner office

— Debra K. Storer hired as underwriter operations officer

Trust and Investments 
Our Trust and Investment Services has enhanced the customer 
experience by offering on-line viewing of accounts.  This allows our 
clients to stay in touch with their accounts daily if needed, a real 
value in these most volatile times.

We have seen substantial growth in our Health Savings Accounts 
(HSA) within t he Bank.  We are the premier provider of HSAs 
in our market area.  At year-end 2008, CNB had nearly 3,200 
HSA customers with balances in excess of $3,150,000.   As the 
customers begin to accumulate larger dollar amounts they 
now have the ability to invest those excess dollars in non-bank 
investments through our Trust and Investment Services.

During 2008, we were able to open $11 million in new business, 
despite the overall downturn in the bond and equity markets.

Marketing 
In March, we celebrated the reopening of the Jonesville office. It had 
been extensively remodeled to improve its appeal and to assist our 
staff in providing service to our Jonesville area customers.  Many 
local restaurants and food vendors joined us to create a  
“Taste of Jonesville” in the newly renovated space.

Two members of our staff, Bill Jors and Phil Bacalia, conduct 
weekly radio shows in the Jackson and Hillsdale markets.  These 
shows focus on current events in the financial world and allow CNB 
to showcase its products, services and staff.
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During much of 2008, we focused our officer-calling efforts on  
small business in our markets.  We have tailored our product 
offerings to meet the needs of each type of business and created 
industry-specific brochures which were positively received by 
potential clients.

Late in the year, we launched our “See Blue, Go Green” campaign 
which promotes an array of banking products that are designed 
to be environmentally friendly while providing our customers 
with more efficient products and services.  This program will 
run through 2009 and encourage customers to take advantage of 
internet banking, electronic statements, on-line bill payment,  
debit cards, ATMs and direct deposits.

The Future 
We continue to face extreme challenges in this economy.  I am 
confident we have the right people to meet these challenges head 
on and make the most of the opportunity in our market place.  As 
other competitors pull in their lending, downsize their operations, 
cut their staff and reduce services, we are positioned to gain 
banking relationships with many of those fine customers.

We have the capital, the products, the market footprint, the 
experienced staff and Board and the technology to continue growing 
this first class community bank.  Once again, we would  
like to thank you for continued support of your locally owned 
community bank.

CountyNationalBank.com	 3

Craig S. Connor, 
President & C.E.O.

CNB    Community Banking

Craig S. Connor, President & Chief Executive Officer, 
serves on the Hillsdale Community Health Center Board, 
the Hillsdale Board of Public Utilities, the Hillsdale 
City TIFA Board, and the First United Methodist Church 
Finance Committee.

John R. Waldron, Vice President – Senior Loan Officer, 
serves on the Jackson Chamber of Commerce Board of 
Directors, and he is also on the Board of the Ella Sharp 
Museum of Art & History.

Diane K. Clow, Vice President – Director of Human 
Resources, is a 21-year member of the Hillsdale Exchange 
Club. She volunteered at the 2008 Fly-In Breakfast and 
participated in the annual Koeze Nut fundraiser for area 
youth-related projects.

Cindy Dwyer, Vice President – Technology, is involved with 
the Buddy Reading Program at Jonesville Community 
Schools.

Lois E. Howard, Vice President – Commercial Loans, is 
on the State Cabinet for the Gideon Auxiliary and is very 
active in visiting local churches.  She provided cookies 
for the Hillsdale County Chamber of Commerce’s annual 
Holiday Bazaar.  She also supports several local non-
profit agencies in the community.

Mary P. Marshall, Vice President – Senior Trust Officer, 
is a member of the Hillsdale Women’s Club and the 
Hillsdale Garden Club, helping with the annual greens 
sale. 

Phyllis J. Brooks, 2nd Vice President – Consumer Loans, 
is a member of the Hillsdale Lions Club, and has helped 
with the annual horse show to raise funds to help local 
families pay for glasses, eye exams, and send children 
to camps. 

Luann J. Crowley, 2nd Vice President – Mortgage Loans, 
is a member of the Hillsdale Exchange Club, and she co-
chaired the annual golf outing in May, raising funds for 
the community youth.  She also volunteered at the Red 
Cross Blood Drive. 

George W. Francis III, 2nd Vice President – Business 
Development, is a Board Member of the Hillsdale County 
Chamber of Commerce, Key Opportunities, and Junior 
Achievement, where he helped with J.A.’s Crazy Bowl to 
raise funds for school programs.
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Comparison Highlights 
 
 2008 2007 
FOR THE YEAR: 
Income before federal income taxes ..........................  $ 2,485,078 $ 4,415,527 
Net income....................................................................   1,531,078  3,069,527 
 Basic and diluted earnings per share.................   0.77  1.51 
Cash dividends paid....................................................   1,824,343  1,834,438 
 Per share ................................................................   0.91  0.90 
 
AT YEAR END: 
Investment securities...................................................  $ 18,747,990 $ 23,951,888 
Loans held for sale.......................................................   552,868  446,362 
Net portfolio loans.......................................................   252,966,686  233,371,010 
Total assets....................................................................   303,140,160  302,934,714 
Deposits.........................................................................   256,255,500  256,759,223 
Shareholders’ equity....................................................   28,877,035  30,037,342 
Book value per share ...................................................   14.55  14.88 
Number of shares outstanding ..................................   1,984,043  2,018,562 
Number of shareholders .............................................   344  346 

Five Year Comparative Financial Summary 
 
In thousands, except per share data 
 
 2008 2007 2006 2005 2004 
ASSETS 
Cash and due from banks................................. $ 17,308 $ 19,518 $ 15,281 $ 13,843 $ 13,323 
Federal funds sold .............................................  879  12,479  6,609  6,070  - 
U.S. Treasury and agency securities................  7,284  10,744  10,803  18,852  28,062 
State, municipal and other securities ..............  11,464  13,208  8,779  10,782  11,861 
Loans held for sale.............................................  553  446  1,917  2,120  2,940 
Net loans .............................................................  252,967  233,371  226,434  206,408  191,689 
Other assets.........................................................  12,685  13,169  12,550  12,406  12,509 
 TOTAL......................................................... $ 303,140 $ 302,935 $ 282,373 $ 270,481 $ 260,384 
 
LIABILITIES AND SHAREHOLDERS’ 
  EQUITY 
Noninterest-bearing demand........................... $ 36,904 $ 39,194 $ 38,742 $ 36,626 $ 36,165 
Interest-bearing ..................................................  219,351  217,565  200,533  194,815  184,569 
 Total deposits ..............................................  256,255  256,759  239,275  231,441  220,734 
Federal funds purchased ..................................  -  -  -  -  9,241 
FHLB advances ..................................................  16,050  13,077  11,577  9,900  - 
Line of credit note payable ...............................  961  750  -  -  - 
Other liabilities...................................................  997  2,312  2,125  956  983 
Total shareholders’ equity ................................  28,877  30,037  29,396  28,184  29,426 
 TOTAL......................................................... $ 303,140 $ 302,935 $ 282,373 $ 270,481 $ 260,384 
 
Book value per share ......................................... $ 14.55 $ 14.88 $ 14.40 $ 13.81 $ 13.93 
 
Total interest and dividend income ................ $ 17,225 $ 18,871 $ 16,638 $ 13,910 $ 11,982 
Total interest expense........................................  4,867  6,113  4,461  2,722  2,007 
Net interest income............................................  12,358  12,758  12,177  11,188  9,975 
Provision for loan losses ...................................  661  401  270  187  250 
Net interest income after provision for 
  loan losses .........................................................  11,697  12,357  11,907  11,001  9,725 
Noninterest income ...........................................  3,826  3,844  3,858  3,158  2,816 
Noninterest expenses ........................................  13,038  11,786  11,490  10,581  9,696 
Income before federal income taxes ................  2,485  4,415  4,275  3,578  2,845 
Federal income taxes .........................................  954  1,346  1,413  976  730 
Net income ......................................................... $ 1,531 $ 3,069 $ 2,862 $ 2,602 $ 2,115 
 
Basic and diluted earnings per share .............. $ 0.77 $ 1.51 $ 1.40 $ 1.25 $ 1.00  
Return on shareholders’ equity * .....................  5.1%            10.4%   10.2%   8.8%  7.2% 
Cash dividends per share ................................. $ 0.91 $ 0.90 $         0.86 $         0.80 $         0.80 

*  Based on shareholders’ equity at beginning of year 
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INDEPENDENT AUDITORS’ REPORT

March 5, 2009

Board of Directors and Shareholders
CNB Community Bancorp, Inc.
Hillsdale, Michigan

We have audited the accompanying consolidated balance sheets of CNB Community Bancorp, Inc. 
as of December 31, 2008 and 2007, and the related consolidated statements of income, changes in 
shareholders’ equity and cash flows for the years then ended. These consolidated financial statements 
are the responsibility of the Corporation’s management. Our responsibility is to express an opinion on 
these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States 
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the consolidated financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial 
statements. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall consolidated financial statement presentation. 
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the consolidated financial position of CNB Community Bancorp, Inc. as of December 31, 
2008 and 2007, and the consolidated results of their operations and their cash flows for the years then 
ended in conformity with accounting principles generally accepted in the United States of America.

Jackson, Michigan



CNB COMMUNITY BANCORP, INC.

CONSOLIDATED BALANCE SHEETS

December 31,
ASSETS 2008 2007

Cash and due from banks 17,308,422$      19,517,983$      
Federal funds sold 878,719 12,478,755        

Cash and cash equivalents 18,187,141 31,996,738
Investment securities 18,747,990 23,951,888
Net portfolio loans 252,966,686 233,371,010
Loans held for sale 552,868 446,362
Accrued interest receivable 1,064,999 1,277,272
Premises and equipment, net 5,003,975 5,090,000
Goodwill 2,590,750 2,590,750
Core deposit intangibles, net 14,837 75,012
Other assets 4,010,914 4,135,682
     
Total assets 303,140,160$    302,934,714$    

LIABILITIES AND SHAREHOLDERS' EQUITY
Deposits  

Noninterest-bearing demand 36,904,051$     39,193,910$     
NOW and MMDA 91,495,728 78,011,252
Savings 46,656,900 47,619,981
Time 81,198,821 91,934,080

Total deposits 256,255,500    256,759,223     
FHLB advances 16,049,646 13,076,577       
Line of credit note payable 960,841 749,969            
Accrued interest payable 295,446 717,780
Other liabilities 701,692 1,593,823

Total liabilities 274,263,125    272,897,372     

Commitments and contingent liabilities (Notes 15, 16, 17 and 18)

Shareholders' equity
Common stock, no par value; 2,135,880 shares authorized,
   1,984,043 shares issued and outstanding (2,018,562 at
   December 31, 2007) 10,306,345 10,469,207
Unearned restricted stock awards (179,739)           (156,001)           
Retained earnings 18,745,208 19,662,741
Accumulated other comprehensive income 5,221 61,395

Total shareholders' equity 28,877,035      30,037,342       

Total liabilities and shareholders' equity 303,140,160$    302,934,714$    

The accompanying notes are an integral part of these consolidated financial statements.
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CNB COMMUNITY BANCORP, INC.

CONSOLIDATED STATEMENTS OF INCOME

                                  Year Ended December 31,
2008 2007

Interest and dividend income
    Loans, including fees 16,004,322$   16,947,670$   
    Debt securities

  Taxable 664,901 804,671
  Tax-exempt 356,291 286,262
Federal funds sold 136,156 747,720
Dividends 63,268 84,588

Total interest and dividend income 17,224,938    18,870,911    

Interest expense
Deposits 4,125,111 5,537,714
Borrowed funds 742,304 574,932

Total interest expense 4,867,415       6,112,646      

Net interest income 12,357,523    12,758,265    

Provision for loan losses 661,100 401,000

Net interest income after provision for loan losses 11,696,423    12,357,265    

Noninterest income
Service charges on deposit accounts 1,251,044 1,358,230
Trust fees 533,317 586,445
Net gain on loans sold 609,236 388,547
ATM service charges 583,891 525,415
Loan servicing fees, net of mortgage servicing rights amortization 103,044 191,327
Other income 745,735 793,911

Total noninterest income 3,826,267       3,843,875      

Noninterest expenses
    Compensation and benefits 6,552,291 6,955,387
    Occupancy and equipment 1,931,319 1,927,511

Professional fees 305,170 326,882
    Printing, stationery and supplies 189,065 207,369
    Amortization of core deposit intangibles 60,175 113,412

Impairment losses on investment securities (Note 2) 1,610,000 -                     
    Other 2,389,592 2,255,052

Total noninterest expenses 13,037,612    11,785,613    

Income before federal income taxes 2,485,078       4,415,527      
 
Federal income taxes 954,000 1,346,000

Net income 1,531,078$      3,069,527$      

Basic and diluted earnings per share 0.77$               1.51$               

The accompanying notes are an integral part of these consolidated financial statements.
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CNB COMMUNITY BANCORP, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Unearned Accumulated
Common Stock Restricted Other Total

Stock Retained Comprehensive Shareholders'
Shares Amount Awards Earnings Income (Loss) Equity

  Balances, January 1, 2007 2,041,176      10,420,249$    -$                     $19,023,126 (47,743)$           29,395,632$    

  Comprehensive income
  Net income -                     -                     -                     3,069,527      -                        3,069,527      

  Other comprehensive income:
Unrealized holding gain on 
   available-for-sale securities -                     -                     -                     -                      165,361 165,361         
Related income taxes -                     -                     -                     -                      (56,223)             (56,223)          
   Other comprehensive income -                     -                     -                     -                      109,138             109,138         

  Comprehensive income -                     -                       -                       3,069,527        109,138             3,178,665        

  Restricted stock awards   
(Note 11) 7,620             203,454           (156,001)         -                       -                         47,453             

  Redemption of common stock 
(Note 19) (30,234)         (154,496)          -                       (595,474)          -                         (749,970)          

  Cash dividends paid - $.90
per share of common stock -                     -                       -                       (1,834,438) -                         (1,834,438)       

  Balances, December 31, 2007 2,018,562      10,469,207      (156,001)         19,662,741      61,395               30,037,342      

  Comprehensive income
  Net income -                     -                     -                     1,531,078      -                        1,531,078      

  Other comprehensive income:
Unrealized holding loss on 
   available-for-sale securities -                     -                     -                     -                      (85,112) (85,112)          
Related income tax benefit -                     -                     -                     -                      28,938               28,938           
   Other comprehensive income -                     -                     -                     -                      (56,174)             (56,174)          

  Comprehensive income -                     -                       -                       1,531,078        (56,174)             1,474,904        

  Restricted stock awards, net of  
forfeitures (Note 11) 1,435             23,738             (23,738)           -                       -                         -                       

  Redemption of common stock 
(Note 19) (35,954)         (186,600)          -                       (624,268)          -                         (810,868)          

  Cash dividends paid - $.91
per share of common stock -                     -                       -                       (1,824,343) -                         (1,824,343)       

 Balances, December 31, 2008 1,984,043      10,306,345$    (179,739)$       18,745,208$    5,221$               28,877,035$    

The accompanying notes are an integral part of these consolidated financial statements.
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CNB COMMUNITY BANCORP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2008 2007

Cash flows from operating activities
Net income 1,531,078$      3,069,527$      
Adjustments to reconcile net income to net

cash provided by operating activities
Depreciation 605,391           687,080           
Amortization of mortgage servicing rights 259,785           164,687           
Amortization of intangibles 60,175             113,412           
Provision for loan losses 661,100           401,000           
Share-based payment, restricted stock awards -                       47,453             
Net amortization (accretion) of discounts/premiums on investments 41,532             (31,682)            
Deferred income taxes (benefit) (132,000)          128,000           
Net gain on calls of investment securities (38,221)            (6,000)              
Impairment losses on investment securities 1,610,000       -                       
Net loss on sale of property and equipment -                       90,687             
Proceeds from sales of loans 373,323           196,458           
Net gain on sold loans (609,236)          (388,547)          
Net loss (gain) on sales of foreclosed assets 103,397           (18,938)            
Changes in operating assets and liabilities

which provided (used) cash
Loans held for sale (227,541)          1,445,932        
Accrued interest receivable 212,273           (45,398)            
Accrued interest payable (422,334)          259,944           
Other assets 314,120           (138,297)          
Other liabilities (731,193)          (258,889)          

Net cash provided by operating activities 3,611,649       5,716,429        

Cash flows from investing activities
Activity in available-for-sale securities

Purchases (11,656,180)    (11,259,413)     
Maturities, calls, and principal payments 14,722,980     9,416,888        

Activity in held-to-maturity securities
Purchases (4,752,262)      (6,193,740)       
Maturities, calls, and principal payments 5,190,937       3,870,571        

Loan principal originations, net (21,216,816)    (8,475,539)       
Proceeds from sales of foreclosed assets 764,454           505,842           
Purchases of premises and equipment (519,366)          (624,867)          

   

Net cash used in investing activities (17,466,253)      (12,760,258)      

Cash flows from financing activities
Acceptances and withdrawals of deposits, net (503,723)          17,484,696      
FHLB advances 2,973,069       1,499,925        
Net borrowings on line-of-credit 210,872           749,970           
Redemption of common stock (810,868)          (749,970)          
Dividends paid (1,824,343)      (1,834,438)       

 

Net cash provided by financing activities 45,007              17,150,183       

Net (decrease) increase in cash and cash equivalents (13,809,597)      10,106,354       

Cash and cash equivalents, beginning of year 31,996,738       21,890,384       

Cash and cash equivalents, end of year 18,187,141$     31,996,738$     

The accompanying notes are an integral part of these consolidated financial statements.
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1.	BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES

Business and Concentration of Risk

The consolidated financial statements include the accounts of CNB Community 
Bancorp, Inc., a registered bank holding company (the “Corporation”), and its 
wholly-owned subsidiary Hillsdale County National Bank (the “Bank”), and the 
Bank’s subsidiaries CNB Lending Services, LLC, CNB Services Corporation, 
and County National Financial Services. CNB Lending Services, LLC, is a 
mortgage banking company which is 99% owned by the Bank and 1% owned 
by CNB Services Corporation. CNB Services Corporation is owned 100% by 
the Bank and its only business activity is its 1% ownership of CNB Lending 
Services, LLC. All significant intercompany transactions and balances have 
been eliminated in consolidation. 

The Bank is an independently owned community bank engaged in the business 
of retail and commercial banking services through its 11 full-service branches 
located in Hillsdale, Jackson, Lenawee and Calhoun Counties in Michigan. 
Active competition, principally from other commercial banks, savings banks, 
and credit unions, exists in the Bank’s primary markets. The Bank’s results of 
operations can be significantly affected by changes in interest rates or changes in 
the automotive and agricultural industries which comprise a significant portion 
of the local economic environment.

The Bank’s primary deposit products are interest and noninterest bearing checking 
accounts, savings accounts, and certificates of deposit, and its primary lending 
products are residential and commercial real estate mortgages, commercial and 
consumer loans. Note 3 further describes the types of lending the Bank engages 
in and Note 8 provides additional information on deposits. The Bank does not 
have any significant concentrations with respect to any one industry, customer, 
or depositor. The Bank also provides trust services. 

The Bank is a federally chartered bank and is a member of the Federal Deposit 
Insurance Corporation (“FDIC”) Bank Insurance Fund. The Bank is subject to 
the regulations of the FDIC and the supervision of the Office of the Comptroller 
of the Currency (“OCC”) and undergoes periodic examinations by these 
regulatory authorities. The Corporation is further subject to regulations of the 
Federal Reserve Board governing bank holding companies.

Use of Estimates

In preparing consolidated financial statements in conformity with accounting 
principles generally accepted in the United States of America, management is 
required to make estimates and assumptions that affect the reported amounts of 
assets and liabilities as of the date of the consolidated balance sheet and reported 
amounts of revenues and expenses during the year. Actual results could differ 
from those estimates. Material estimates that are particularly susceptible to 
significant change in the near term relate to the determination of the allowance 
for loan losses, the fair value of certain investment securities, the carrying values 
of intangible assets, and the fair values of financial instruments.

Summary of Significant Accounting Policies

Accounting policies used in the preparation of the accompanying consolidated 
financial statements conform to predominant banking industry practices and 
are based on generally accepted accounting principles. The principles which 
materially affect the determination of the financial position or results of 
operations of the Corporation and its subsidiary are summarized as follows:

Fair Value Measurements

On January 1, 2008, the Corporation adopted Statement of Financial Accounting 
Standards (SFAS) No. 157, “Fair Value Measurements,” (SFAS 157), which 
defines fair value, establishes a framework for measuring fair value under 
accounting principles generally accepted in the United States, and enhances 
disclosures about fair value measurements. The Corporation elected to delay the 
application of SFAS 157 to nonfinancial assets and nonfinancial liabilities, as 

allowed by FASB Staff Position (FSP) SFAS 157-2. FSP SFAS 157-3 clarifies the 
application of SFAS 157 in a market that is not active. SFAS 157 (as amended) 
applies whenever other financial reporting standards require (or permit) assets 
or liabilities to be measured at fair value and, therefore, does not expand the use 
of fair value in any new circumstances. Fair value is defined as the exchange 
price that would be received to sell an asset or paid to transfer a liability in the 
principal or most advantageous market for the asset or liability in an orderly 
transaction (i.e., not a forced transaction, such as a liquidation or distressed sale) 
between market participants at the measurement date. SFAS 157 (as amended) 
clarifies that fair value should be based on the assumptions market participants 
would use when pricing an asset or liability and establishes a fair value hierarchy 
that prioritizes the information used to develop those assumptions. The fair value 
hierarchy gives the highest priority to quoted prices in active markets and the 
lowest priority to unobservable data. SFAS 157 (as amended) requires fair value 
measurements to be separately disclosed by level within the fair value hierarchy. 
For assets and liabilities recorded at fair value, it is the Corporation’s policy to 
maximize the use of observable inputs and minimize the use of unobservable 
inputs when developing fair value measurements for those financial instruments 
for which there is an active market. In cases where the market for a financial asset 
or liability is not active, the Corporation includes appropriate risk adjustments 
that market participants would make for nonperformance and liquidity risks when 
developing fair value measurements. Fair value measurements for assets and 
liabilities for which  limited or no observable market data exists are accordingly 
based primarily upon estimates, and are often calculated based on the economic 
and competitive environment, the characteristics of the asset or liability and other 
factors. Therefore, the results cannot be determined with precision and may not 
be realized in an actual sale or immediate settlement of the asset or liability. 
Additionally, there may be inherent weaknesses in any calculation technique, 
and changes in the underlying assumptions used, including discount rates and 
estimates of future cash flows, could significantly affect the results of current 
or future values. The initial adoption of SFAS No. 157 did not have any impact 
on the Corporation’s consolidated financial position or operations. For a further 
discussion of SFAS 157, refer to Note 20.

Cash and Cash Equivalents

For the purposes of the consolidated statement of cash flows, cash and cash 
equivalents include cash, balances due from banks and federal funds sold. 
Generally, federal funds are sold for a one-day period. The Corporation maintains 
deposit accounts in various financial institutions which generally exceed the 
federally insured limits or are not insured. 

Investment Securities

Securities that management has the ability and positive intent to hold to maturity 
are classified as “held-to-maturity” and carried at amortized cost. Securities not 
classified as held-to-maturity or trading, including equity securities with readily 
determinable fair values, are classified as “available-for-sale” and recorded at 
fair value, with unrealized gains and losses, net of the effect of deferred income 
taxes, excluded from earnings and reported in other comprehensive income.

Purchase premiums and discounts are recognized in interest income using the 
interest method over the terms of the security. Declines in the fair value of held-
to-maturity and available-for-sale securities below their cost that are deemed to 
be other than temporary are reflected in earnings as realized losses. In determining 
whether other than temporary impairment exists, management considers many 
factors, including: 1) the length of time and extent to which the fair value has 
been less than cost, 2) the financial condition and near-term prospects of the 
issuer, and 3) the positive intent and ability of the Bank to retain its investment in 
the issuer for a period of time sufficient to allow for any anticipated recovery in 
fair value. Gains or losses on the sale of available-for-sale securities are recorded 
on the trade date and are determined using the specific identification method. 

Loans 

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

The accrual of interest on mortgage and commercial loans is discontinued at the 
time the loan is 90 days past due unless the credit is well-secured and in process 
of collection. Personal loans are typically charged-off no later than 180 days 
past due. Past due status is based on contractual terms of the loan. In all cases, 
loans are placed on non-accrual or charged-off at an earlier date if collection of 
principal or interest is considered doubtful. 

All interest accrued in the current year but not collected for loans that are placed 
on non-accrual or charged-off is reversed against interest income while interest 
accrued but not collected in prior years is reversed against the allowance for loan 
losses. The interest income on these loans is accounted for on the cash-basis or 
cost-recovery method, until qualifying for return to accrual. Loans are returned 
to accrual status when all principal and interest amounts contractually due are 
brought current and future payments are reasonably assured. For impaired loans 
not classified as nonaccrual, interest income continues to be accrued over the 
term of the loan based on the principal amount outstanding.

Allowance for Loan Losses

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

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

The allowance consists of specific, general and unallocated components. The 
specific component relates to loans that are classified as doubtful, substandard 
or special mention. For such loans that are classified as impaired, an allowance 
is established when the discounted cash flows (or collateral value or observable 
market price) of the impaired loan is lower than the carrying value of that loan. 
The general component covers non‑classified loans and is based on historical 
loss experience adjusted for qualitative factors. An unallocated component is 
maintained to cover uncertainties that management believes affect its estimate 
of probable losses inherent in the portfolio. The unallocated component of 
the allowance reflects the margin of imprecision inherent in the underlying 
assumptions used in the methodologies for estimating specific and general losses 
in the portfolio.

A loan is considered impaired when, based on current information and events, 
it is probable that the 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, or the fair value of the collateral if the loan is collateral 
dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated 
for impairment. Accordingly, the Bank generally does not separately identify 
individual residential mortgage, consumer and credit card loans for impairment 
disclosures, unless such loans are the subject of a restructuring agreement.

Loans Held for Sale

Mortgage loans originated and intended for sale in the secondary market 
are carried at the lower of aggregate cost or fair value in the aggregate. Net 
unrealized losses, if any, are recognized through a valuation allowance of which 
adjustments are recognized in the income statement.

Transfers of Financial Assets 

Transfers of financial assets, including mortgage loans held-for-sale, as 
described above, are accounted for as sales when control over the assets has 
been surrendered. Control over transferred assets is deemed to be surrendered 
when 1) the assets have been isolated from the Bank, 2) the transferee obtains 
the right (free of conditions that constrain it from taking advantage of that right) 
to pledge or exchange the transferred assets, and 3) the Bank does not maintain 
effective control over the transferred assets through an agreement to repurchase 
them before their maturity.

Servicing

Servicing assets are recognized as separate assets when rights are acquired 
through purchase or through sale of financial assets. Generally, purchased 
servicing rights are capitalized at the cost to acquire the rights. For sales of 
mortgage loans, a portion of the cost of originating the loan is allocated to the 
servicing right based on relative fair value. Fair value is based on market prices 
for comparable mortgage servicing contracts, when available, or alternatively, 
is based on a valuation model that calculates the present value of estimated 
future net servicing income. The valuation model incorporates assumptions 
that market participants would use in estimating future net servicing income, 
such as the cost to service, the discount rate, the custodial earnings rate, an 
inflation rate, ancillary income, prepayment speeds and default rates and losses. 
Servicing assets or liabilities are amortized in proportion to and over the period 
of net servicing income or net servicing loss and are assessed for impairment or 
increased obligation based on fair value of rights compared to amortized cost at 
each reporting date. Impairment is determined by stratifying rights into tranches 
based on predominant risk characteristics, such as interest rate, loan type, and 
investor type. Impairment is recognized through a valuation allowance for an 
individual tranche, to the extent that fair value is less than the capitalized amount 
for the tranche. If the Bank later determines that all or a portion of the impairment 
no longer exists for a particular tranche, a reduction of the allowance may be 
recorded as an increase to income. Capitalized servicing rights are reported in 
other assets on the consolidated balance sheet.

Servicing fee income is recorded for fees earned for servicing loans. The fees are 
based on a contractual percentage of the outstanding principal, or a fixed amount 
per loan and are recorded as income when earned. The amortization of mortgage 
servicing rights is netted against loan servicing fee income, a component of 
noninterest income.

Premises and Equipment

Land is carried at cost. Premises and equipment are stated at cost less accumulated 
depreciation computed principally by the straight-line method based upon the 
useful lives of the related assets. Maintenance, repairs, and minor alterations are 
charged to current operations as expenditures occur and major improvements 
are capitalized. 

Intangibles

Intangible assets, arising from branch acquisitions, include goodwill and core 
deposit intangibles. Goodwill represents the excess of the purchase price over 
the value of identifiable net assets acquired and related core deposit intangibles 
identified. Goodwill is assessed at least annually for impairment and impairment 
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losses, if any, are recognized in the period identified. Core deposit intangibles 
are initially measured at fair value and then are amortized on an accelerated 
method over their estimated useful lives, which is 10 years. Management 
periodically reviews these assets to determine whether the carrying value has 
been impaired.

Restricted Investments (Included in Other Assets)

The Bank is a member of the Federal Home Loan System and is required to 
invest in capital stock of the Federal Home Loan Bank of Indianapolis (“FHLB”). 
The amount of the required investment is based upon the balance of the Bank’s 
advances from the FHLB and is carried at cost plus the par value assigned to 
stock dividends.

The Bank is also a member of the Federal Reserve Bank System (“FRB”). The 
FRB determines the amount of the required investment at the time the Bank 
becomes a member. The amount is carried at cost. 

Off-Balance Sheet Credit Related Financial Instruments

In the ordinary course of business, the Bank has entered into commitments 
to extend credit, including commitments under commercial letters of credit 
and standby letters of credit. Such financial instruments are considered to be 
guarantees; however, as the amount of the liability related to such guarantees on 
the commitment date is considered insignificant, the commitments are generally 
recorded only when funded (Note 15).

Income Taxes

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

Net Income Per Share

Basic earnings per share represents income available to common stockholders 
divided by the weighted-average number of common shares outstanding during 
the year, which was 2,000,140 and 2,037,362 during 2008 and 2007, respectively. 
Diluted earnings per share reflects additional common shares that would have 
been outstanding if dilutive potential common shares had been issued, as well as 
any adjustments to income that would result from the assumed issuance. 

2. INVESTMENT SECURITIES

The amortized cost and fair value of non-trading investment securities, including 
gross unrealized gains and losses, are summarized as follows as of December 

31:

			   Gross 	 Gross			 
		  Amortized	 Unrealized	 Unrealized 	 Fair 
		  2008	 	 Cost	 	 	 Gains	 	 	 Losses	 	 	 Value	

Available-for-Sale
	 Government- 
		  sponsored 
			   enterprises	 $	 4,116,644	 $	 33,482	 $	  -	 $	 4,150,126

	 Mortgage-backed  
		  securities		  4,256,521		  12,565		  38,825		  4,230,261

	 Money market
		  preferred securities	 	 1,690,000	 	 -	 	 -	 	 1,690,000

Total available-for-sale	 	 10,063,165	 	 46,047	 	 38,825	 	 10,070,387

			   Gross 	 Gross			 
		  Amortized	 Unrealized	 Unrealized 	 Fair 
		  2008	 	 Cost	 	 	 Gains	 	 	 Losses	 	 	 Value	

Held-to-Maturity
	 State and municipal		  8,664,268		  49,588		  43,491		  8,670,365

	 Mortgage-backed 
		  securities	 	 13,335	 	 -	 	 38	 	 13,297

Total held-to-maturity	 	 8,677,603	 	 49,588	 	 43,529	 	 8,683,662

Total	 $	 18,740,768	 $ 	 95,635	 $	 82,354	 $	18,754,049

			   Gross   	 Gross     	
		   Amortized	 Unrealized	 Unrealized 	 Fair
		  2007	 	 Cost	 	 	 Gains	  	 	 Losses	 	 	 Value 	

Available-for-Sale
	 Government- 
		  sponsored
			   enterprises	 $	 8,104,049	 $	 94,780	 $ 	 -	 $	 8,198,829

	 Mortgage-backed  
		  securities		  2,529,786		  16,023		  17,407		  2,528,402

	 Money market
		  preferred securities	   	 4,100,000	      	 -	  	 -	   	 4,100,000

Total available-for-sale	 	 14,733,835	 	 110,803	 	 17,407	 	 14,827,231

Held-to-Maturity
	 State and municipal		  9,107,856		  48,074		  -		  9,155,930

	 Mortgage-backed  
		  securities	 	 16,801	 	 89	 	 -	 	 16,890

Total held-to-maturity	 	 9,124,657	 	 48,163	 	 -	 	 9,172,820
							     
Total		 $	 23,858,492	 $ 	 158,966	 $	 17,407	 $24,000,051

Investment securities with carrying values of approximately $2,183,000 and 
$3,265,000 as of December 31, 2008 and 2007, respectively, were pledged to 
secure public deposits or for other purposes as required by law. 

The amortized cost and fair value of held-to-maturity and available-for-sale 
debt securities grouped by contractual maturity at December 31, 2008, are 
summarized as follows: 
	
	 	 Available-for-Sale	 	 	 Held-to-Maturity	

		  Amortized	 Fair    	 Amortized	 Fair    
	    		  	  Cost     	   	 Value   	      	 Cost     	   	 Value   
 
Due in one year or less	 $	 4,116,644	 $	 4,150,126	 $	 4,001,399	 $	 4,006,465

Due after one year 
	 through five years		  -		  -		  3,343,433		  3,379,150

Due after five years 
	 through ten years		  -		  -		  1,029,436		  994,750
Due after ten years	 	 -	 	 -	 	 290,000	 	 290,000
			   4,116,144		  4,150,126		  8,664,268		  8,670,365

Mortgage-backed 
	 securities	 	 4,256,521	   	 4,230,261	    	 13,335	    	 13,297 
		
		  $	 8,373,165	 $	 8,380,387	 $	 8,677,603	 $	 8,683,662

Because of their variable payments, mortgage-backed securities are not reported 
by a specific maturity grouping.

There were no sales of available-for-sale securities during 2008 or 2007. Gross 
gains of $38,221 and $6,000 were recognized on calls of securities during 2008 
and 2007, respectively.
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Information pertaining to securities with unrealized losses aggregated by 
investment category and the length of time that individual securities have been 
in a continuous loss position at December 31, 2008, is summarized as follows:

	
	  	Less Than Twelve Months		 	 Over Twelve Months 	  
															               Total	
		  Unrealized			   Fair		  Unrealized		   	 Fair		  Unrealized
		  2008	 	  Losses 	 	 	 Value	 	 	 Losses	 	 	  Value	 	 	 Losses		

Securities 
available for-sale

	 Mortgage-backed 
		  securities	 $	 38,825	$	3,245,177	$	 -	$	 -	 $	 38,825	

				    2008

Securities 
held-to-maturity

	 State and 
		  municipal	 $	 43,491	 $	1,203,781	$	 -	$	 -	$	 43,491

	 Mortgage-backed 
		  securities	 	 38	 	 13,297	 	 -	 	 -	 	 38

Total securities 
held-to-maturity	 $	 43,529	$	1,217,078	$	 -	$	 -	 $	 43,529
		
				    2007	

Securities 
available-for-sale

	 Mortgage-backed 
		  securities	 $	 -	$	 -	 $	 17,407	$	1,057,672	$	 17,407
		
Management evaluates securities for other-than-temporary impairment at least 
on a quarterly basis, and more frequently when economic or market concerns 
warrant such evaluation. Consideration is given to (1) the length of time and the 
extent to which the fair value has been less than cost, (2) the financial condition 
and near-term prospects of the issuer, and (3) the intent and ability of the Bank 
to retain its investment in the issuer for a period of time sufficient to allow for 
any anticipated recovery in fair value.

On September 7, 2008, the Federal government placed the Federal Home Loan 
Mortgage Corporation (Freddie Mac) into receivership. As a result, the value 
of certain investments in Freddie Mac were determined to have significantly 
declined and resulted in an other-than- temporary impairment charge to earnings 
of $500,000, net of federal income tax benefit of $170,000.

The Corporation also determined certain investments in money market preferred 
auction rate securities to be significantly impaired as of December 31, 2008 
which resulted in an other-than-temporary impairment charge to earnings of 
$1,110,000. Due to the illiquid market of these money market preferred auction 
rate securities, and due to the recent failed auctions, management believes the 
Corporation will ultimately receive the underlying preferred shares associated 
with these investment securities. Therefore, management has determined that 
the fair value of the preferred shares underlying these securities best reflects the 
fair value of the money market preferred auction rate securities as of December 
31, 2008.  

At December 31, 2008, the Corporation had eight securities in an unrealized loss 
position (total unrealized losses of $82,354). The Corporation has the ability 
and the positive intent to hold these available-for-sale investment securities 
until maturity or forecasted market recovery, and full collection of amounts 
due according to the contractual terms of the debt is expected by management; 
therefore, the Corporation does not consider these investments to be other-than-
temporarily impaired at December 31, 2008.

3.	LOANS

The Bank grants mortgage, commercial and consumer loans to customers situated 
primarily in Hillsdale, Jackson, Lenawee and Calhoun Counties. The ability of 
the Bank’s debtors to honor their repayment obligations is dependent upon the 
real estate and general economic conditions of this region. Substantially all of 
the consumer and residential mortgage loans are secured by various items of 
property, while commercial loans are secured primarily by business assets, real 
estate, and personal guarantees. At December 31, 2008 and 2007, approximately 
73% and 74%, respectively, of the portfolio is secured by residential and 
commercial real estate properties, and approximately 1% of the loan portfolio is 
unsecured in both years.

Major loan classifications, excluding loans held for sale, are summarized as 
follows at December 31:

			   2008			   2007

Mortgage loans on real estate:

	 Residential 1–4 family	 $	 70,476,541	 $	 71,192,911

	 Commercial		  74,636,106		  63,962,366

	 Home equity lines of credit		  31,670,627		  27,383,188

	 Construction	 	 9,457,253	 	 11,752,848

			   186,240,527		  174,291,313	

Commercial		  40,028,903		  36,171,301

Consumer installment 		  26,477,025		  22,595,417

Tax exempt	 	 2,326,282	 	 2,340,902	

Total loans		  255,072,737		  235,398,933		

Deferred loan origination costs, net		  465,361		  343,082

Allowance for loan losses	 	 (2,571,412)	 	  (2,371,005)	

Net loans	 	 $252,966,686	 	  $233,371,010

At December 31, 2008, scheduled maturities of loans with fixed rates of interest 
are summarized as follows:

One year or less 	 $	 17,841,028

One to five years	   	 90,869,731

Over five years	   	 40,754,292

 

Total	 $	 149,465,051

Variable rate loans subject to repricing amounted to $105,607,686 as of 
December 31, 2008. 

Impaired loans and interest income recognized on impaired loans were not 
significant at December 31, 2008 and 2007, or for the years then ended. 

Nonperforming loans were as follows at December 31:

		  	 2008			   2007

	

Loans on nonaccrual status	 $	 3,350,820	 $	 438,175

Loans past due over 90 days accruing  

	   interest		  605,615		  234,966 
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4.	ALLOWANCES FOR LOAN AND FORECLOSED ASSET LOSSES

The following is a summary of the changes in the allowance for loan losses 
during the years ended December 31:

		  2008			   2007

Balance, beginning of year	 $	 2,371,005	 $	 2,314,650

Loans charged off		  (650,998)		  (412,576)

Recoveries	       	   190,305	    	 67,931

Net charge offs		  (460,693)		  (344,645)

Provision for loan losses	    	 661,100	 	   401,000

Balance, end of year	 $	 2,571,412	 $	 2,371,005

Foreclosed assets (included within other assets) are presented net of an allowance 
for losses. There was no allowance balance or activity as of and for the year ended 
December 31, 2007. The following is a summary of the changes in the allowance 
for foreclosed asset losses during the year ended December 31, 2008: 

	 Balance, beginning of year	 $	 -

	 Charge offs		  (80,559)

	 Provision for losses	 	 152,885

	 Balance, end of year	 $	 72,326

5.	LOAN SERVICING

The Bank services loans for others which generally consists of collecting 
mortgage payments, maintaining escrow accounts, disbursing payments to 
investors and taxing authorities, and processing foreclosures. Loans serviced as 
of December 31, 2008 and 2007, approximate $175 million and $161 million, 
respectively; such loans are not included on the accompanying consolidated 
balance sheets.

The fair values of mortgage servicing rights were $1,699,000 and $1,414,000 at 
December 31, 2008 and 2007, respectively. The fair value of servicing rights was 
determined using discount rates ranging from 9.00% to 9.17%, and prepayment 
speeds ranging from 8.16% to 20.76%, depending upon the stratification of the 
specific right. 

The following summarizes the activity pertaining to mortgage servicing rights 
for the years ended December 31:

			   2008			   2007

Mortgage servicing rights

	 Balance at beginning of year	 $	 718,332	 $	 660,745

	 Mortgage servicing rights capitalized		  357,813		  222,274

	 Mortgage servicing rights amortized	 	 (259,785)	 	 (164,687)

	 Balance at end of year	 $	 816,360	 $	 718,332

6.	PREMISES AND EQUIPMENT

A summary of the cost and accumulated depreciation of premises and equipment 
is as follows at December 31:

		  2008			   2007

	 Land and improvements	 $	 1,053,508	 $	 1,053,508

	 Buildings and improvements		  4,923,206		  4,636,803

	 Leasehold improvements		  492,937		  492,937

	 Furniture and equipment	   	 5,036,282	   	 4,803,319

	 Total		  11,505,933		  10,986,567

	 Less accumulated depreciation	 	 6,501,958	 	 5,896,567

	 Premises and equipment, net 	 $	 5,003,975	 $	 5,090,000

Depreciation expense amounted to $605,391 and $687,080 in 2008 and 2007, 
respectively.

7.	CORE DEPOSIT INTANGIBLES

Core deposit intangibles were as follows as of December 31:

			   2008			   2007

	 Core deposit intangibles	 $	 2,240,592	 $	 2,240,592

	 Less accumulated amortization		  2,225,755		  2,165,580

	 Core deposit intangibles, net	 $	 14,837	 $	 75,012

These core deposit intangibles will become fully amortized during 2009.
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CNB    Community Banking
Ronald J. Haber, 2nd Vice President – Commercial Loans, is a 
member of the Knights of Columbus, and is also the President of 
the Hudson Area Schools Board of Education.  He is a Trustee of the 
Hudson Library, and he is the Treasurer of the Hudson Kiwanis Club, 
where he helped with the Bean Creek Heritage Festival and helped 
deliver Christmas baskets for area families.  He also coaches soccer 
in the Hudson youth soccer program.

Debra S. Smith, 2nd Vice President – Accounting, is the Secretary 
for the Board of Directors of Hospice of Hillsdale County.  She 
participated in the annual Bowl-A-Thon and also helped at the semi-
annual Memorial Service.  She is the Treasurer for the Board for 
Hillsdale Community Theater and appeared in “On Golden Pond” in 
December.
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8.	DEPOSITS

Time deposits of $100,000 or more were $25,796,310 and $31,759,701 as of 
December 31, 2008 and 2007, respectively. Interest expense for these deposits 
amounted to $960,223 and $1,595,966 in 2008 and 2007, respectively.

Scheduled maturities of time deposits for each of the years succeeding December 
31, 2008 are summarized as follows:

	 Year		  Amount

	 2009	 $	 49,157,431

	 2010		  17,522,436

	 2011		  6,824,142

	 2012		  4,182,936

	 2013	 	 3,511,876

	

	 Total	 $	 81,198,821

9.	OTHER BORROWED FUNDS

Federal Home Loan Bank Advances

Outstanding Federal Home Loan Bank borrowings are collateralized by a 
blanket lien on all qualified 1-to-4 family whole mortgage loans with carrying 
values totaling approximately $31,145,000 and $34,904,000 at December 31, 
2008 and 2007, respectively.

Federal Home Loan Bank borrowings and their contractual maturities are 
summarized as follows at December 31:

				    2008			   2007

Putable fixed rate advances:

	 November 30, 2009	 4.00%	 $	 1,525,000	 $	 1,525,000

	 April 28, 2010	 4.25%		  1,600,000		  1,600,000

	 November 30, 2010       	 4.89%	   	 5,000,000		  5,000,000

	 May 16, 2011	 3.36%		  3,000,000		  -

	 November 14, 2012	 4.93%	   	 2,300,000		  2,300,000

	 June 15, 2015	 4.55%	  	 924,646		  951,577

	 December 1, 2016	 4.77%		  1,700,000		  1,700,000

			   $	 16,049,646	 $	 13,076,577

				  
Line of Credit Note Payable

The Corporation’s line of credit note payable consists of outstanding draws on a 
$2,000,000 revolving credit facility with interest charged at the prime rate less 
1% (effective rate of 2.25% at December 31, 2008). The agreement expires on 
September 30, 2009. Borrowings are collateralized by 100% of the stock of the 
Bank. The borrowing agreement contains restrictive covenants which require 
the Bank to maintain well-capitalized ratios as defined by Federal Reserve Bank 
guidelines, allowance for loan losses to total loans of at least 1.0%, to limit 
non-performing assets to 25% of equity, and minimum return on average assets 
of 0.75%.

10. FEDERAL INCOME TAXES

The provision for federal income taxes consists of the following components for 
the years ended December 31:

			   2008			   2007

	 Currently payable	 $	 1,086,000	 $	 1,218,000

	 Deferred (benefit) 	   	 (132,000)	    	 128,000

	 Total provision	 $	 954,000	 $	 1,346,000

Federal income tax expense differs from the statutory federal income tax 
rate applied to pre‑tax income primarily due to tax-exempt income and 
nondeductibility of writedowns of certain other-than-temporarily impaired 
investment securities.

The components of the net deferred income tax liability included within other 
liabilities resulted from the following temporary differences between the 
carrying amounts of assets and liabilities for federal income tax and financial 
reporting purposes as of December 31: 

			   2008			   2007

Deferred tax assets
	 Allowance for loan losses	 $	 787,649	 $	 685,598
	 Deferred compensation		  62,623		  69,031
	 Impairment of preferred stock		  170,000		  -
	 Other real estate owned		  24,591		  -
	 Other	 	 83,402	 	 51,527

	 Total deferred tax assets	 	 1,128,265	 	 806,156

		

Deferred tax liabilities
	 Premises and equipment		  (114,909)		  (137,741)	
	 Discount accretion		  (7,238)		  (8,272)
	 Deferred loan fees, net		  (350,220)		  (288,978)
	 Mortgage servicing rights		  (277,562)		  (244,233)
	 Prepaid expenses		  (105,573)		  (99,473)
	 Intangible assets		  (384,704)		  (271,475)
	 Unrealized gain on available-for-
	   sale securities		  (1,998)		  (31,755)

	 Other	 	 (11,650)	 	 (11,575)	

	 Total deferred tax liabilities		  (1,253,854)		  (1,093,502)

	 Net deferred tax liability	 $	 (125,589)	 $	 (287,346)

In July 2006 the Financial Accounting Standards Board (FASB) issued 
Interpretation No.  48, Accounting for Uncertainty in Taxes (FIN No. 48), an 
interpretation of Statement of Financial Accounting Standards (SFAS) No. 109, 
Accounting for Income Taxes. FIN No. 48 seeks to reduce the significant diversity 
in practice associated with financial statement recognition and measurement 
in accounting for income taxes and prescribes a recognition threshold and 
measurement attribute for disclosure of tax positions taken or expected to be 
taken on an income tax return, in order for those tax provisions to be recognized 
in the Corporation’s consolidated financial statements. The adoption of FIN No. 
48 had no effect on the Corporation’s consolidated financial statements for 2008 
or 2007.

The Corporation and its subsidiary are subject to U.S. federal income tax. The 
Corporation is no longer subject to examination by taxing authorities for years 
before 2005. The Corporation does not expect the total amount of unrecognized 
tax benefits to significantly increase in the next twelve months.


