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CNB CORPORATION

FINANCIAL HIGHLIGHTS
2009 2008 2007 2006 2005
(In thousands, except per share data)
Operating Statistics
Interest income $ 12,168 $ 14,357 $ 16,180 $ 14969 $ 13,356
Interest expense 3,500 4,871 5,858 4,672 3,132
Net interest income 8,668 9,486 10,322 10,297 10,224
Income/ (loss) before income taxes 1,879 (5,743) 4,170 4,649 4,528
Net income/ (loss) 2,115 (5,225) 3,088 3,323 3,288
Basic earnings/ (loss) per share 1.74 (4.31) 2.51 2.68 2.66
Diluted earnings/(loss) per share 1.74 (4.31) 2.50 2.68 2.65
Return/(loss) on average assets (ROA) 0.82 % (1.99) % 1.19 % 1.31 % 1.28 %
Return/(loss) on average
shareholders' equity (ROE) 11.19 % (21.73) % 12.18 % 13.09 % 13.23 %
Balance Sheet Statistics
Securities $ 56,783 $ 49,329 $ 50,290 $ 56,882 $ 74,485
Total loans 151,207 161,848 174,652 167,234 156,326
Deposits 224,558 230,543 225,026 221,365 223,437
Total assets 249,502 253,916 255,193 251,900 252,731
Capital Statistics
Shareholders' equity $ 20,320 % 17,540 $ 24,400 $ 24998 $ 24,499
Book value per share 16.74 14.45 20.11 20.17 19.80
Cash dividends per share - 0.72 2.28 2.28 2.20
Dividend payout ratio - % 16.71 % 90.50 % 85.00 % 82.79 %
Average equity to average
total assets 7.34 % 9.18 % 9.79 % 10.01 % 9.66 %
Credit Statistics
Net charge-offs to total loans 0.57 % 0.93 % 0.06 % 0.05 % 0.01 %
Nonperforming loans
to total loans 5.59 % 3.73 % 0.70 % 0.11 % 0.16 %
Allowance for loan losses
to total loans 1.90 % 1.23 % 0.96 % 0.90 % 0.93 %

Allowance for loan losses
to nonperforming loans 0.34 x 0.33 x 1.37 x 8.46 x 5.72 x




CNB CORPORATION
CONSOLIDATED BALANCE SHEETS
December 31, 2009 and 2008

2009 2008
(In thousands, except share data)
ASSETS
Cash and due from banks $ 4,055 $ 5,188
Interest-bearing deposits with other financial institutions 13,192 -
Federal funds sold - 18,098
Total cash and cash equivalents 17,247 23,286
Time deposits with other financial institutions 8,669 5,757
Securities available for sale 45,473 37,438
Securities held to maturity 10,302 10,883
Other securities 1,008 1,008
Loans held for sale - 201
Loans, net of allowance for loan losses of
$ 2,863 in 2009 and $1,996 in 2008 148,171 159,569
Premises and equipment, net 5,921 6,019
Other assets 12,711 9,755
Total assets $ 249,502 $ 253,916
LIABILITIES
Deposits:
Noninterest-bearing $ 40,016 $ 37,163
Interest-bearing 184,542 193,380
Total deposits 224 558 230,543
Other liabilities 4,624 5,833
Total liabilities 229,182 236,376
SHAREHOLDERS’ EQUITY
Common stock - $2.50 par value; 2,000,000 shares
authorized; 1,213,598 shares issued and
outstanding in 2009 and 2008 3,034 3,034
Additional paid-in capital 19,509 19,509
Retained earnings (deficit) (1,456) (3,571)
Accumulated other comprehensive loss, net of tax (767) (1,432)
Total shareholders’ equity 20,320 17,540
Total liabilities and shareholders” equity $ 249,502 $ 253,916

See accompanying notes to consolidated financial statements.



CNB CORPORATION
CONSOLIDATED STATEMENTS OF INCOME
Years ended December 31, 2009, 2008 and 2007

2009 2008 2007
(In thousands, except per share data)
INTEREST INCOME
Loans, including fees $ 10,097 $ 11,653 $ 12,977
Securities:
Taxable 1,295 1,718 2,054
Tax exempt 541 553 489
Other interest income 235 433 660
Total interest income 12,168 14,357 16,180
INTEREST EXPENSE ON DEPOSITS 3,500 4,871 5,858
NET INTEREST INCOME 8,668 9,486 10,322
Provision for loan losses 1,725 1,831 275
NET INTEREST INCOME AFTER PROVISION
FOR LOAN LOSSES 6,943 7,655 10,047
NONINTEREST INCOME
Service charges and fees 1,118 1,200 1,194
Net realized gains from sales of loans 429 128 154
Loan servicing fees, net of amortization (31) 117 127
Gain on the sale of other real estate owned 3 304 -
Gain (loss) on the sale of premises and equipment 2) - 12)
Gains on the sale of securities 1,799 - -
Other income 355 283 241
Total noninterest income 3,671 2,032 1,704
NONINTEREST EXPENSES
Salaries and employee benefits 3,251 3,608 3,727
Deferred compensation 321 344 311
Pension 303 142 103
Hospitalization 576 648 567
Occupancy 1,053 1,098 1,152
Legal and professional 605 493 396
FDIC Premiums 623 149 26
ORE losses and carrying costs 739 605 73
Securities impairment write-down 37 7,107 -
Other expenses 1,227 1,236 1,226
Total noninterest expense 8,735 15,430 7,581
INCOME (LOSS) BEFORE INCOME TAXES 1,879 (5,743) 4,170
Income tax expense (benefit) (236) (518) 1,082
NET INCOME (LOSS) $ 2,115 $ (5,225) $ 3,088
Basic earnings (loss) per share $ 1.74 $ (4.31) $ 2.51
Diluted earnings (loss) per share 1.74 (4.31) 2.50

See accompanying notes to consolidated financial statements.



CNB CORPORATION
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS” EQUITY
Years ended December 31, 2009, 2008 and 2007

Accumulated
Other
Comprehensive
Additional Retained Income (Loss), Total
Outstanding Common  Paid-In Earnings Net Shareholders'
Shares Stock Capital (Deficit) of Tax Equity
(Dollars in thousands, except share data)

Balance January 1, 2007 1,239,512 $ 3,099 $20482 $ 2235 % (818) $ 24,998
Net income 3,088 3,088

Other comprehensive income (loss):
Change in unrealized gains (losses) on available
for sale securities, net of tax of $115 222 222
Defined benefit pension plan:
Net gain/loss during the period, net

of tax of $36 (70) (70)
Transition adjustment recognized, net
of tax of $3 (6) (©)
Prior service costs recognized 1 1
Total comprehensive income 3,235
Cash dividends - $2.28 per share (2,795) (2,795)
Purchase and retirement of common stock (25,880) (65) (973) (1,038)
Balance December 31, 2007 1,213,632 3,034 19,509 2,528 (671) 24,400
Net loss (5,225) (5,225)

Other comprehensive income (loss):
Change in unrealized gains (losses) on available
for sale securities, net of tax of $61 118 118
Defined benefit pension plan:
Net gain/loss during the period, net

of tax of $452 (877) (877)
Transition adjustment recognized, net
of tax of $1 3) 3)
Prior service costs recognized 1 1
Total comprehensive loss (5,986)
Cash dividends - $0.72 per share (874) (874)
Purchase and retirement of common stock (34) -
Balance December 31, 2008 1,213,598 3,034 19,509 (3,571) (1,432) 17,540
Net income 2,115 2,115

Other comprehensive income (loss):
Change in unrealized gains (losses) on available
for sale securities, net of tax of $103 196 196
Defined benefit pension plan:
Net gain/loss during the period, net

of tax of $241 467 467

Prior service costs recognized 2 2

Total comprehensive income 2,780
Balance December 31, 2009 1,213,598 $ 3,034 $ 19,509 $ (1,456) $ (767) % 20,320

See accompanying notes to consolidated financial statements.



CNB CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2009, 2008 and 2007

2009 2008 2007
(In thousands)
Cash flows from operating activities

Net income (loss) $ 2115 $ (5225) $ 3,088
Adjustments to reconcile net income (loss) to
net cash from operating activities:

Depreciation, amortization and accretion, net 602 630 119
Provision for loan losses 1,725 1,831 275
Loans originated for sale (23,116) (5,880) (9,114)
Proceeds from sales of loans originated for sale 23,375 5,736 9,012
Gain on sales of investment securities (1,799) - -
Gain on sales of loans (429) (128) (154)
Gain on sales of other real estate owned properties (3) (304) -
Other real estate owned writedowns/losses 430 316 -
Loss on premises and equipment 2 - 12
Net losses on impairment of investment securities 37 7,107 -
Increase (decrease) in deferred tax benefit 157 1,050 _
(Increase) decrease in other assets (2,087) (405) 162
Increase(decrease) in other liabilities (498) 284 137
Total adjustments (1,604) 10,237 449
Net cash provided by operating activities 511 5,012 3,537

Cash flows from investing activities
Proceeds from sales of securities available for sale 5,534 - -
Proceeds from maturities of securities available for sale 35,356 25,207 29,106
Purchase of securities available for sale (45,935) (29,181) (17,465)
Proceeds from maturities of securities held to maturity 3,659 4,483 2,657
Purchase of securities held to maturity (4,087) (6,577) (6,903)
Proceeds from maturities of time deposits 3,492 496 -
Purchase of time deposits (6,404) (6,253) -
Net change in portfolio loans 8,246 9,625 (7,955)
Premises and equipment expenditures (431) (195) (324)
Proceeds from the sale of premises and equipment 5 - -
Net cash used in investing activities (565) (2,395) (884)

Cash flows from financing activities
Net increase (decrease) in deposits (5,985) 5,517 3,661
Dividends paid - (2,120) (2,816)
Purchases of common stock - - (1,038)
Net cash provided by (used) in financing activities (5,985) 3,397 (193)
Net change in cash and cash equivalents (6,039) 6,014 2,460
Cash and cash equivalents at beginning of year 23,286 17,272 14,812
Cash and cash equivalents at end of year $ 17247 _$ 23286 _$ 17,272

Supplemental disclosure of cash flow information
Cash paid during the period for:

Interest $ 3,560 $ 4,941 $ 5,847

Income taxes 286 342 1,063
Non-cash transactions:

Transfer from loans to other real estate owned 2,077 2,563 606

See accompanying notes to consolidated financial statements.



CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The consolidated financial statements for 2008 and 2007 include
CNB Corporation (the Company) and its wholly-owned subsidiary, Citizens National Bank of
Cheboygan and the Bank’s wholly-owned subsidiary, CNB Mortgage Corporation (the Bank
and the Mortgage Corporation are hereafter collectively referred to as the Bank). All significant
intercompany accounts and transactions are eliminated in consolidation. In November 2009,
Citizens National Bank of Cheboygan and CNB Mortgage Corporation merged leaving Citizens
National Bank of Cheboygan as the survivor. The consolidated financial statements for 2009
include CNB Corporation and its wholly-owned subsidiary, Citizens National Bank of
Cheboygan.

Nature of Operations and Concentrations of Credit Risk: The Company is a one-bank holding
company which conducts no direct business activities. All business activities are performed by
the Bank.

The Bank provides a full range of banking services to individuals, agricultural businesses,
commercial businesses and light industries located in its service area. It maintains a diversified
loan portfolio, including loans to individuals for home mortgages, automobiles, personal
expenditures and loans to business enterprises for current operations and expansion. The Bank
offers a variety of deposit accounts, including checking, savings, money market, individual
retirement accounts and certificates of deposit.

The principal markets for the Bank’s financial services are the Michigan communities in which
the Bank is located and the area immediately surrounding these communities. The Bank serves
these markets through seven offices located in Cheboygan, Presque Isle and Emmet Counties in
northern lower Michigan.

Use of Estimates: To prepare financial statements in conformity with accounting principles
generally accepted in the United States of America, management makes estimates and
assumptions based on available information. These estimates and assumptions affect the
amounts reported in the financial statements and the disclosures provided, and future results
could differ. The allowance for loan losses, pension obligation, the value of mortgage servicing
rights, other real estate owned properties and fair values of financial instruments are
particularly subject to change in the near term.

Cash Flow Reporting: Cash and cash equivalents include cash and due from banks, interest-
bearing deposits with other financial institutions and federal funds sold. Net cash flows are
reported for customer loan and deposit transactions.

Securities: Securities are classified as held to maturity when management has the positive
intent and ability to hold them to maturity and carried at amortized cost. Securities are
classified as available for sale when they might be sold before maturity. Securities available for
sale are carried at fair value, with temporary unrealized holding gains and losses reported in
shareholders’ equity, net of tax. Declines in the fair value of securities below their cost that are

(Continued)



CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

other than temporary are reflected as realized losses. In estimating other-than-temporary
charges, management considers: (1) the length of time and extent that fair value has been less
than cost, (2) the financial condition and near term prospects of the issuer, and (3) the
Company’s ability and intent to hold the security for a period sufficient to allow for any
anticipated recovery in fair value.

Other securities, which include Federal Reserve Bank stock and Federal Home Loan Bank stock
are carried at cost.

Interest income includes amortization of purchase premium or discount. Premiums and
discounts on securities are amortized on the level-yield method without anticipating
prepayments, except for mortgage-backed securities where prepayments are anticipated. Gains
and losses on sales are recorded on the trade date and 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 payoff are reported at the principal balance outstanding, net of deferred loan
fees and costs, and an allowance for loan losses. Loans held for sale are reported at the lower of
cost or market on an aggregate basis.

Loan Income: Interest income is earned on the interest method and includes amortization of net
deferred loan fees and costs over the loan term. Interest income is not reported when full loan
repayment is in doubt, typically when the loan is impaired or payments are past due over 90
days (180 days for residential mortgages).

All interest accrued but not received for loans placed on nonaccrual is reversed against interest
income. Interest received on such loans is accounted for on the cash-basis or cost-recovery
method, until qualifying for return to accrual. Loans are returned to accrual status when all the
principal and interest amounts contractually due are brought current and future payments are
reasonably assured.

Allowance for Loan Losses: The allowance for loan losses is a valuation allowance for probable
incurred credit losses, increased by the provision for loan losses and decreased by charge-offs
less recoveries. Management estimates the allowance balance required considering past loan
loss experience, the nature and volume of the portfolio, information about specific borrower
situations and estimated collateral values, economic conditions, and other factors. Allocations
of the allowance may be made for specific loans, but the entire allowance is available for any
loan that, in management's judgment, should be charged-off. 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.

(Continued)



CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The allowance consists of specific and general components. The specific component relates to
loans that are individually classified as impaired or loans otherwise classified as substandard or
doubtful. The general component covers non-classified loans and is based on historical loss
experience adjusted for current factors.

A loan is impaired when full payment under the loan terms is not expected. Impairment is
evaluated in total for smaller-balance loans of similar nature such as residential mortgage,
consumer, and credit card loans, and on an individual loan basis for other loans. If a loan is
impaired, a portion of the allowance is allocated so that the loan is reported, net, at the present
value of estimated future cash flows using the loan's existing rate or at the fair value of
collateral if repayment is expected solely from the collateral.

Premises and Equipment: Land is carried at cost. Premises and equipment are stated at cost
less accumulated depreciation. Depreciation is computed on the straight-line method over the
assets’ useful lives. For furniture and fixtures the useful life ranges from three to five years
while the useful life for buildings is thirty-nine years. These assets are reviewed for impairment
when events indicate the carrying amount may not be recoverable. Maintenance and repairs
are charged to expense and improvements are capitalized.

Other Real Estate Owned: Real estate properties acquired through, or in lieu of, loan
foreclosure are initially recorded at the lower of the loan carrying amount or fair value at
acquisition. Any reduction to fair value from the carrying value of the related loan is accounted
for as a loan loss. After acquisition, a valuation allowance reduces the reported amount to the
lower of the initial amount or fair value less costs to sell. Expenses, gains and losses on
disposition, and changes in the valuation allowance are reported in other expenses.

Servicing Rights: Servicing rights represent the allocated value of servicing rights retained on
loans sold. Servicing rights are expensed in proportion to, and over the period of, estimated net
servicing revenues. Impairment is evaluated based on the fair value of the rights, using
groupings of the underlying loans as to interest rates and then, secondarily, as to prepayment
characteristics. Any impairment of a grouping is reported as a valuation allowance.

Company Owned Life Insurance: The Company has purchased life insurance policies on
certain directors and executives. Company owned life insurance is recorded at its cash
surrender value, or the amount that can be effectively realized at the balance sheet date. At
December 31, 2009 and 2008, the cash surrender value of the underlying policies was $3,500,000
and $3,360,000, which is included in other assets on the balance sheet.

(Continued)



CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Employee Benefits: A defined benefit pension plan covers substantially all employees, with
benefits based on years of service and compensation prior to retirement. Contributions to the
plan are based on the maximum amount deductible for income tax purposes. The plan was
amended to no longer accept new participants as of December 31, 2008. Current participants
will receive benefits as originally outlined in the plan. A 401(k) savings and retirement plan has
also been established and covers substantially all employees. Contributions to the 401(k) plan
are expensed as made.

Stock Compensation: The Company records compensation costs for the fair value of stock
based compensation. The stock option plan, created in 1996, ended in May 2006. A new stock
option plan has not been adopted and no stock compensation was reported in 2007, 2008 or
20009.

Income Taxes: Income tax expense is the sum of the current year income tax due or refundable
and the change in deferred tax assets and liabilities. Deferred tax assets and liabilities are the
expected future tax consequences of temporary differences between the carrying amounts and
tax bases of assets and liabilities, computed using enacted tax rates. A valuation allowance, if
needed, reduces deferred tax assets to the amount expected to be realized.

Earnings Per Share: Basic earnings per share is based on net income divided by the weighted
average number of shares outstanding during the period. Diluted earnings per share shows the
dilutive effect of additional potential shares issuable under stock options.

Financial Instruments with Off-Balance-Sheet Risk: The Company, in the normal course of
business, makes commitments to extend credit which are not reflected in the consolidated
financial statements. A summary of these commitments is disclosed in Note 13.

(Continued)



CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Comprehensive Income:  Comprehensive income consists of net income and other
comprehensive income. Other comprehensive income includes the net change in unrealized
gains (loss) on securities available for sale, and components of the defined benefit pension
obligation not yet recognized as components of periodic pension expense, including
unrecognized gains or losses, prior service cost, and the unrecognized transition asset. These
items are reported in comprehensive income net of tax.

Accumulated other comprehensive income, a component of stockholders’ equity, includes
unrealized gains and losses on securities available for sale and amounts related to the defined
benefit pension plan as follows at December 31:

2009 2008
(In thousands)
Net unrealized gains on available for sale securities $ 625 $ 326
Pension components:
Unrecognized net gains (losses) (1,755) (2,463)
Unrecognized transition asset - -
Unrecognized prior service cost (30) (32)
Tax effect 393 737
Net accumulated other comprehensive income $ (767 $ (1,432)

Transfers of Financial Assets: Transfers of financial assets are accounted for as sales, when
control over the assets has been relinquished. Control over transferred assets is deemed to be
surrendered when the assets have been isolated from the Company, 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 the Company does not maintain effective control over
the transferred assets through an agreement to repurchase them before their maturity.

Operating Segments: While the chief decision-makers monitor the revenue streams of the
various products and services, operations are managed and financial performance is evaluated
on a Company-wide basis. Operating segments are aggregated into one as operating results for
all segments are similar. Accordingly, all of the financial service operations are considered by
management to be aggregated in one reportable operating segment.

(Continued)
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CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Adoption of New Accounting Standards:

On June 29, 2009, the Financial Accounting Standards Board (FASB) issued an accounting
pronouncement establishing the FASB Accounting Standards Codification (ASC) as the source
of authoritative accounting principles recognized by the FASB to be applied by
nongovernmental entities. Other than resolving certain minor inconsistencies in current
U.S. generally accepted accounting principles (GAAP), the ASC is not intended to change
GAAP, but rather to make it easier to review and research GAAP applicable to a particular
transaction or specific accounting issue.

ASC Topic 820, Fair Value Measurement and Disclosure. In April 2009, an amendment to the
accounting and reporting standards of fair value measurements and disclosures was issued. The
amendment provides additional guidance for estimating fair value when the volume and level
of activity for the asset or liability have significantly decreased. This amendment also provides
guidance on identifying circumstances that indicate a transaction is not orderly. The adoption of
this standard did not have an effect on the Corporation’s financial statements.

ASC Topic 855, Subsequent Events. On May 28, 2009, the FASB issued an accounting
pronouncement establishing general standards of accounting for and disclosure of subsequent
events, which are events occurring after the balance sheet date but before the date the financial
statements are issued or available to be issued. In particular, the pronouncement requires
entities to recognize in the financial statements the effect of all subsequent events that provide
additional evidence of conditions that existed at the balance sheet date, including the estimates
inherent in the financial preparation process. Entities may not recognize the impact of
subsequent events that provide evidence about conditions that did not exist at the balance sheet
date but arose after that date.

(Continued)
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CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 2 - SECURITIES

The year end fair values and related gross unrealized gains and losses recognized in
accumulated other comprehensive loss for securities available for sale, were as follows:

Available for Sale

2009
U.S. Government and agency
Mortgage-backed
State and municipal
Corporate obligations
Auction rate securities
Preferred shares

2008
U.S. Government and agency
Mortgage-backed
State and municipal
Auction rate securities

Gross Gross
Fair Unrealized Unrealized
Value Gains Losses
(In thousands)
$ 26,312 $ 179 $ -
9,259 136 -
7,836 285 (21)
1,020 22 -
1,000 - -
46 24 -
$ 45,473 $ 646 $ (21)
$ 17,061 $ 265 $ -
9,629 78 (38)
5,955 77 (56)
4,793 - -
$ 37,438 $ 420 $ (94)

The year end carrying amount, unrecognized gains and losses, and fair value of securities held

to maturity were as follows:

Held to Maturity

2009
State and municipal

2008
U.S. Government and agency
State and municipal

Gross Gross
Carrying Unrecognized Unrecognized Fair
Amount Gains Losses Value
(In thousands)
$ 10,302 $ 556 $ (21) $ 10,837
$ 2,001 $ 19 $ - $ 2,020
8,882 236 (19) 9,099
$ 10,883 $ 255 $ (19) $ 11,119

At December 31, 2008 the Company held six investments in its auction rate securities
investment category. The fair value of these securities was less than amortized cost. Pricing of
auction rate securities had suffered from the absence of a liquid functioning secondary market,
uncertainty regarding potential losses of financial companies, collateral deficiencies or other
challenges encountered by the issuer. At the time, the decline in fair value was not expected to

(Continued)
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CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 2 - SECURITIES (Continued)

be recovered within a reasonable timeframe based upon available information. For these
reasons, during 2008 the Company’s auction rate securities recognized an other-than-temporary
impairment charge of $7.1 million. These investment securities were written down through the
income statement and a new cost basis was established. The underlying asset for these
investments was preferred stock whose fair values continued to be susceptible to change.

During 2009, the Company received the underlying asset of preferred stock from its auction rate
security investment in the Federal Home Loan Mortgage Corporation (“Freddie Mac”). The
Company is now holding this investment as preferred shares with a fair value of $46,000. This
investment had an original cost of $2.0 million. The loss in value of this investment occurred on
September 7, 2008 when the U.S. Treasury Department announced a plan to place Freddie Mac
into conservatorship. The Company intends to hold this investment for an undetermined
amount of time.

During 2009, the Company sold four of its holdings in auction rate securities. Proceeds from
the sales totaled $5.5 million. These sales resulted in gains of $1.8 million over the recorded
book value.

The Company continues to hold one investment security in the auction rate securities category.

There were no sales of securities during 2008 or 2007.

(Continued)
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CNB CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2009, 2008 and 2007

NOTE 2 - SECURITIES (Continued)

Securities with unrealized losses at year end 2009 and 2008, aggregated by investment category
and length of time that individual securities have been in a continuous unrealized loss position,

are as follows (in thousands):

2009 Less Than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
State and municipal $ 2,198 $ (42) $ - $ - $ 2,198 $ (42)
2008 Less Than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
Mortgage-backed $ 2,89 $ (37) $ 1,389 $ 1) $ 4,284 $ (38)
State and municipal 1,476 (69) 999 (6) 2,475 (75)
Total temporarily
impaired $ 4371 _$  (106) $ 2388 _$ (7) $ 6759 _$  (113)

These unrealized losses remaining on the balance sheet at year end 2009 and 2008 have not been
recognized into income because they are not considered to be other-than-temporary.
Management considers the unrealized losses to be market driven, resulting from changes in
interest rates, and the Company has the intent and ability to hold the securities until their value

recovers.

(Continued)
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CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 2 - SECURITIES (Continued)

Contractual maturities of debt securities at year end 2009 are shown below (in thousands).
Expected maturities may differ from contractual maturity because issuers may have the right to
call or prepay obligations with or without call or prepayment penalties. Securities not due at a
single maturity date, primarily mortgage-backed securities, are shown separately.

Available for sale Held to Maturity
Fair Carrying Fair
Value Amount Value

Due in one year or less $ 13,460 $ 3,380 $ 3,412
Due from one to five years 19,083 4,079 4,456
Due from five to ten years 1,905 2,123 2,165
Due after ten years 720 720 804
35,168 10,302 10,837

Mortgage-backed 9,259 - -
Auction rate securities 1,000 - -
Preferred shares 46 - -
$ 45,473 $ 10,302 $ 10,837

Securities pledged at December 31, 2009 totaled $10.1 million to secure public deposits and for
other purposes. There were no securities pledged at December 31, 2008 to secure public
deposits and for other purposes.

The Company held securities exceeding 10% of shareholders’ equity from the following states
(including its political subdivisions) at December 31:

2009 2008
(In thousands)
Michigan $ 13,626 $ 9,291

(Continued)

15.



CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 3 - LOANS

Year end loans were as follows:

2009 2008
(In thousands)
Residential real estate $ 77,152 $ 77533
Consumer 7,002 7,518
Commercial real estate 60,150 67,282
Commercial 6,903 9,314
151,207 161,647
Deferred loan origination fees, net (173) (82)
Allowance for loan losses (2,863) (1,996)
$ 148171 $ 159,569
Activity in the allowance for loan losses is summarized as follows:
2009 2008 2007
(In thousands)
Beginning balance $ 1,99 $ 1,670 $ 1,498
Provision for loan losses 1,725 1,831 275
Charge-offs (958) (1,551) (126)
Recoveries 100 46 23
Ending Balance $ 2863 $ 1,99 $ 1,670

There were thirty loans in the real estate mortgage and commercial loan portfolios that were
considered impaired as of year end 2009. Ten of the thirty loans considered impaired have a
valuation allowance against probable losses.

Impaired Loans Valuation Allowance
2009 2008 2007 2009 2008 2007
(In thousands)

Balances - December 31:

Impaired loans with valuation allowance $ 5114 $ 1,403 $ 518 $ 1,880 $ 446 $ 83

Impaired loans with no valuation allowance 4,011 5,646 707 - - -
Total impaired loans $ 9125 $ 7,049 $ 1,225 $ 1,880 $ 446 $ 83
Income recorded on loans while

considered impaired $ 63 $ 104 $ 52

(Continued)
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NOTE 3 - LOANS (Continued)

Nonperforming loans were as follows:

2009 2008
(In thousands)
Loans past due over 90 days still on accrual $ 83 $ 295
Nonaccrual loans 8,095 5,356
Troubled debt restructurings 260 393
Total nonperforming loans $ 8,438 $ 6,044

NOTE 4 - LOAN SERVICING

For the three years ended December 31, activity for capitalized mortgage servicing rights was as
follows:

2009 2008 2007
(In thousands)

Mortgage Servicing Rights:
Beginning of year $ 599 $ 664 $ 618
Additions 170 72 106
Amortization (210) (69) (60)
Impairment valuation allowance 62 (68) -
End of year $ 621 _$ 59  _$ 664
Loans servicing for others that have

servicing rights capitalized $ 73,142 $ 73,009 $ 74,849

The fair value of mortgage servicing rights is estimated by calculating the present value of
estimated future net servicing cash flows, taking into consideration the expected prepayment
rates and other economic factors that are based on current market conditions. Increases in
mortgage loan prepayments reduce estimated future net servicing cash flows because the life of
the underlying loan is reduced. The fair value calculation is performed by a third-party model.
At December 31, 2008 the mortgage servicing rights had a valuation impairment of $68,000. At
December 21, 2009 $62,000 of the impairment had been recovered. There was no recorded
impairment allowance during 2007.

Mortgage loans serviced for others are not reported as assets. Related escrow deposit balances
were $114,000 and $105,000 at year end 2009 and 2008.

(Continued)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 5 - PREMISES AND EQUIPMENT

Year end premises and equipment were as follows:

Real estate and buildings
Furniture and fixtures

Less accumulated depreciation

2009 2008
(In thousands)
$ 7,244 $ 7,156
4,032 4,168
11,276 11,324
(5,355) (5,305)
$ 5921 $ 6,019

Depreciation expense amounted to $522,000, $530,000 and $585,000 in 2009, 2008 and 2007.

NOTE 6 - OTHER REAL ESTATE OWNED

During 2009 and 2008 the Bank foreclosed on certain loans secured by real estate and
transferred this real estate collateral to other real estate in each of those years. At the time of
acquisition, amounts were charged-off against the allowance for loan losses to bring the
carrying amount of these properties to their estimated fair value, less estimated costs to sell.
Gains or losses on the sale of other real estate are included in the non-interest income and non-

interest expense, respectively, on the income statement.

Balance at beginning of year

Transfers from loans

Sales

Charge-off and write-down adjustments
Donations

Proceeds from insurance claims

Balance at end of year

2009 2008

(In thousands)
$ 1,762 $ 1,446
2,077 2,563
(750) (1,275)
(419) (494)
(10) -
- (478)
$ 2,660 $ 1,762

Management periodically reviews the other real estate owned properties for a valuation
allowance to determine if the values of these properties have declined since the date of

acquisition.

(Continued)
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December 31, 2009, 2008 and 2007

NOTE 7 - DEPOSITS

Time deposit accounts individually exceeding $100,000 total $25,148,000 and $27,496,000 at year
end 2009 and 2008.

At year end 2009, the scheduled maturities of time deposits are as follows:

(In thousands)
2010 $ 50,022
2011 20,945
2012 3,267
2013 5,801
2014 611

$ 80,646

NOTE 8 - EMPLOYEE BENEFITS

Defined Benefit Retirement Plan: The Company has a defined benefit, noncontributory pension
plan which provides retirement benefits for essentially all employees. The plan was amended
to no longer accept new participants as of December 31, 2008. Current participants will receive
benefits as originally outlined in the plan. The Company uses a December 31 measurement
date for its plan. The following sets forth the plan’s funded status and amounts recognized in

the financial statements:

Change in benefit obligation:

Beginning benefit obligation $ (4,589) $ (4,288)
Service cost (178) (170)
Interest cost (296) (276)
Actuarial loss (gain) 241 66
Benefits paid 619 79
Ending benefit obligation (4,203) (4,589)
Change in plan assets, at fair value:
Beginning plan assets 3,293 4,240
Actual return 638 (1,088)
Employer contribution 600 220
Benefits paid (619) (79)
Ending plan assets 3,912 3,293
Funded status 291 $ (1,296)

2009

2008

(In thousands)

(Continued)
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NOTE 8 - EMPLOYEE BENEFITS (Continued)

Amounts recognized in the balance sheet consist of:

2009 2008

(In thousands)
Other assets $ - $ -
Accrued pension cost - other liabilities (291) (1,296)

The accumulated benefit obligation for the defined benefit pension plan was $3,283,000 and
$3,467,000 at year end 2009 and 2008, respectively.

Components of net periodic benefit cost are as follows:

2009 2008 2007
(In thousands)
Service cost $ 178 $ 170 $ 164
Interest cost on benefit obligation 296 276 301
Expected return on plan assets (284) (344) (385)
Net amortization and deferral 113 40 23
Pension expense $ 303 S 142 S 103

The estimated net (gain)/loss and prior service costs that will be amortized from accumulated

other comprehensive income into net periodic benefit cost over the next fiscal year are $111,000
and $3,000.

The following weighted-average assumptions were used to determine benefit obligations at
year end and net cost:

2009 2008 2007
Weighted average discount 6.50% 6.50% 6.50%
Rate of increase in future compensation 3.00% 3.00% 3.00%
Expected long term return on plan assets 8.00% 8.00% 8.00%

(Continued)
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NOTE 8 - EMPLOYEE BENEFITS (Continued)

The Company’s pension plan asset allocation at year end 2009 and 2008, target allocation for
2010, and expected long-term rate of return by asset category are as follows:

Percentage of Plan Weighted-
Target Assets Average Expected
Allocation at Year end Long-Term Rate
Asset Category 2010 2009 2008 of Return - 2009
Equity securities 70.0 % 65.1 % 534 % 945 %
Fixed Income securities 30.0 323 38.6 5.20
Other - 26 8.0 3.25
Total 100.0 % 100.0 % 100.0 % 8.00 %

Plan assets are administered by Huntington National Bank as trustee of the plan. Plan assets
are invested in diversified mutual funds.

The estimates of weighted average expected long-term rate of return is an estimate based on
past performance and actual returns in the future are likely to vary over time.

The overall expected long-term rate of return and risk expectations of the investments in the
plan are based on Standard and Poor’s 500 and 5-year Treasury bonds from 1950-2009.

The asset mix of the portfolio will be maintained by periodically re-balancing this account back
to the stock and fixed income target allocations stated above.

The investments in the plan are managed for the benefits of the participants. They are
structured to meet the cash flow necessary to pay retiring employees. ERISA guidelines for
diversification of the investments are followed.

During 2009, the Company contributed $600,000 into the plan. The Company expects to
contribute approximately $500,000 to this pension plan in 2010.

(Continued)

21.



CNB CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2009, 2008 and 2007

NOTE 8 - EMPLOYEE BENEFITS (Continued)

Estimated Future Payments

The following benefit payments, which reflect expected future service, are anticipated:

Year End Benefit Payments
(In thousands)
2010 $ 90
2011 128
2012 121
2013 133
2014 141
Years 2015 - 2020 951

Deferred Compensation Plan: The Company has a deferred compensation plan to provide
retirement benefits to certain Directors, at their option, in lieu of annual directors” fees. The
plan was amended as of December 31, 2009 and participants are no longer able to defer
compensation in accordance with this plan and no additional benefits will accrue under this
plan. The present value of future benefits was accrued annually over the period of active
service of each participant using a 6.00% discount rate. Total liabilities under the plan are
$2,829,000 and $2,757,000 at December 31, 2009 and 2008 and are included in other liabilities on
the balance sheet. The expense for the plan was $278,000, $339,000 and $266,000 in 2009, 2008
and 2007. Distributions under the plan were $206,000, $176,000 and $150,000 in 2009, 2008 and
2007.

The following benefit payments reflect expected future cash flows as anticipated:

Year End Benefit Payments
(In thousands)
2010 $ 230
2011 218
2012 231
2013 328
2014 326
Years 2015 - 2020 3,276

The Company also has a deferred compensation plan that allows executive officers of the Bank,
and certain Directors an opportunity to defer a portion of their compensation. On a monthly
basis, the account of each participant accrues interest based on the interest rate determined for
that year. Total liabilities under the plan are $738,000 and $719,000 at December 31, 2009 and
2008. The expense of the plan was $43,000, $47,000 and $44,000 in 2009, 2008 and 2007.

(Continued)
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NOTE 8 - EMPLOYEE BENEFITS (Continued)

401(k) Plan: The Company has a 401(k) savings and retirement plan covering substantially all
employees. Under the plan, employees may defer up to the lesser of 100% of their eligible
compensation or the limitations set by the IRS. The employees may also make “catch-up”
contributions to the extent the IRS allows. During 2009, 2008 and 2007, the Board of Directors
elected to contribute a matching contribution equal to 100% of the first 2% and 50% of the next
2% of the employee’s deferred compensation. The Board of Directors elected to change the
matching contribution for 2010 to 100% of the first 1%. Employee contributions and the
Company’s matching percentages are vested immediately. The Company’s matching
percentages are determined annually by the Board of Directors and resulted in total
contributions of $82,000, $78,000 and $81,000 in 2009, 2008 and 2007.

NOTE 9 - STOCK OPTIONS

Stock Option Plan: The shareholders approved an incentive stock option plan in May 1996
under which up to 67,005 options, as adjusted for stock splits, may be issued at market prices to
employees. The right to exercise the options vests over a one-year period. The exercise price of
options granted is equivalent to the market value of underlying stock at the grant date. Shares
issued when options are exercised come from authorized but unissued shares. All options
outstanding are exercisable. Due to the plan end date, there were no options available for grant
as of December 31, 2009 or 2008.

Activity in the option plan for the years ended is summarized as follows:

Weighted Weighted

Number of Average Average  Aggregate
Outstanding Exercise Exercise Contractual  Intrinsic
Options Price Price Term Value
Outstanding at January 1, 2008 23,438  $33.62-57.01 $ 49.00
Exercised -
Expired (7,676)  $33.62-49.38
Forfeitures (5,216)  $51.00-57.01
Outstanding at December 31, 2008 10,546  $50.00-57.01 $ 53.96
Exercis