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NOTE 2 – SECURITIES (Continued)

Available-for-Sale
Amortized Fair

Cost Value
(In thousands)

Due in one year or less $ 9,913 $ 9,764
Due from one to five years 6,032 5,965
Due from five to ten years 17,655 17,559
Due after ten years 9,420 9,327
Total U.S. Agency obligations 43,020 42,615

Agency pass-through certificates 17,296 17,285
CMO Agency issuances 31,835 31,963

Total $ 92,151 $ 91,863

Securities pledged had carrying amounts of approximately $44.1 million and $36.0 million at 
December 31, 2009 and 2008, respectively, and were used to secure public deposits and FHLB 
borrowings.  At December 31, 2009, there were no holdings of securities of any one issuer, other 
than the U.S. Government and its agencies, in an amount greater than 10% of shareholders’ 
equity.

At December 31, 2009, the Bank had 21 securities totaling $42.9 million with unrealized losses of 
$740 thousand that were in an unrealized loss for less than 12 months.  At December 31, 2008, 
the Bank had four securities totaling $7.6 million with unrealized losses of $18,000 that were in 
an unrealized loss for less than 12 months.  

Unrealized losses on bonds have not been recognized into income because the bonds are of high 
credit quality, management does not intend to sell and it is not more likely than not that 
management would be required to sell the securities prior to their anticipated recovery, and the 
decline in fair value is largely due to changes in interest rates.  The fair value is expected to 
recover as the bonds approach maturity.

When purchasing investment securities, the Bank’s overall interest-rate risk profile is 
considered as well as the adequacy of expected returns relative to risks assumed, including 
prepayments. In continuously managing the investment securities portfolio, management 
occasionally sells investment securities as a result of changes in interest rates and spreads, 
actual or anticipated prepayments, credit risk associated with a particular security.
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NOTE 3 – LOANS 

The composition of loans held-for- investment is summarized as follows at December 31 (in 
thousands):

2009 2008
 Real estate: 
  Residential $ 123,909 $ 131,428 
  Home equity  4,187  3,175 
  Commercial  92,798  81,179 
  Multifamily   8,392  12,080 
 Construction and land   9,003  11,724 
 Commercial loans  45,072  35,317 
 Consumer loans  141 120
  Subtotal  283,502  275,023 
 Net deferred loan costs  719 1,060

  Loans held for investment, net deferred loan costs $ 284,221 $ 276,083

Included in the table above are approximately $145.3 million and $145.9 million of interest-only 
loans as of December 31, 2009 and 2008, respectively.  The composition of the interest only 
loans was approximately 65% residential loans and 35% commercial type loans at December 31, 
2009 and 2008, respectively.

The total amount of loans serviced for others was approximately $29.8 million and $22.1 million 
at December 31, 2009 and 2008, respectively.  The amount of loans serviced which was 
attributable to SBA loans was approximately $13.7 million and $8.6 million at December 31, 
2009 and 2008, respectively.

A summary of changes in the allowance for loan losses is shown below for the years ended 
December 31 (in thousands): 

2009 2008

 Beginning balance $ 1,963 $ 1,102 
 Provision for loan losses  1,865  876 
 Loans charged-off  (589)  (15) 
 Recoveries  43 -

 Ending balance $ 3,282 $ 1,963
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NOTE 3 – LOANS (Continued)

Non-performing assets include loans ninety days past due and still accruing, non-accrual loans 
and other real estate. Other real estate consists of properties acquired through foreclosure or 
deed in lieu of foreclosure. Other real estate is carried at the lower of the recorded amount of 
the loan or the fair value of the property based on the appraised value adjusted for estimated 
disposition costs.

The following table represents the components of non-performing assets at December 31, 2009
(in thousands):

Non-accrual loans: 
Commercial mortgage $ 2,065
Commercial and industrial 232
Residential mortgages 3,687

Total non-accrual loans 5,984
Loans 90 days and still accruing -
Other real estate owned -

Total non-performing assets $ 5,984

Individually impaired loans were as follows for 2009 (in thousands):

Year-end loans with no allocated allowance
for loan losses $ 686

Year-end loans with allocated allowance
for loan losses 5,298

Total $ 5,984

Amount of the allowance for loan losses allocated $ 476

The Bank had $4.7 million in average impaired loans during 2009. The Bank did not have any 
non-performing assets during 2008.

Loans to related parties include loans to directors and their related companies and executive 
officers of the Bank and its subsidiaries. The Bank does not extend loans to its directors and 
executive officers for the purpose of financing the purchase of its common stock. Related party 
loans, principally consisting of residential mortgage loans, commercial loans and standby letter 
of credit, have an aggregated outstanding balance of approximately $5.6 million and $6.6
million at December 31, 2009 and 2008, respectively.



COMMUNITY NATIONAL BANK 
NOTES TO FINANCIAL STATEMENTS 

December 31, 2009 and 2008 

(Continued)

18.

NOTE 4 – PREMISES AND EQUIPMENT 

The following is a summary of premises and equipment at December 31 (in thousands): 

2009 2008

 Leasehold improvements $ 8,135 $ 7,004 
 Furniture and fixtures  1,012  815 
 Office equipment  1,449  1,251 
 Construction in progress  10 495
    10,606  9,565 
 Less: accumulated depreciation  (2,257) (1,337)

   $ 8,349 $ 8,228

Depreciation and amortization expense was approximately $920,000 and $671,000 for years 
ended December 31, 2009 and 2008, respectively. 

NOTE 5 - DEPOSITS

The following is a summary of the remaining maturity of certificates of deposits at December 31, 
2009 (in thousands): 

 Less Than $100,000  
$100,000 and Over

 2010 $ 56,850  $ 59,537 
 2011  26,778  24,893 
 2012  7,636  6,493 
 2013  1,901  1,216 
 2014  361 203

  $ 93,526  $ 92,342

Deposits from principal officers, directors, and their affiliates at year-end 2009 and 2008 were 
approximately  $4.4 million and $5.3 million. 
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NOTE 6 – BORROWED FUNDS

The table below provides the contractual maturity of non-callable fixed rate FHLB advances at 
December 31, 2009 (in thousands):

FHLB Average
Advances Rates

2010 $ - -%
2011 2,000 1.60
2012 3,000 2.25
2013 5,000 2.83
2014 9,843 2.32
Thereafter - -

$ 19,843 2.36%

As of December 31, 2009 and 2008, the Bank had $19.8 million and $14.3 million borrowings 
outstanding. The Bank has the ability to borrow an additional $160.4 million from the FHLB 
and FRB on a secured basis, utilizing securities of $61.8 million and residential mortgage loans 
of $98.6 million as collateral as of December 31, 2009.

Arrangements with correspondent banks are maintained to provide short-term credit for 
regulatory liquidity requirements.  Including access to brokered deposits, these available lines 
of credit aggregated approximately $84.5 million at December 31, 2009.  We continually monitor 
our liquidity position and believe that sufficient liquidity exists to meet all of our operating 
requirements.

NOTE 7 - BENEFIT PLAN

The Bank has established a 401(k) benefit plan for its employees. The Bank has elected a safe 
harbor whereby the Bank will contribute up to a maximum of 4% to an employee’s 401K 
retirement account provided that the employee has elected to participate in the contributory 
plan. The employer matching expense was $95,000 and $64,000 for the years ended 
December 31, 2009 and 2008, respectively.
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NOTE 8 - INCOME TAXES

The components of the provision for income tax (benefit)/expense are shown below for the 
years ended December 31 (in thousands):

2009 2008
Current expense

Federal $ 36 $ -
State - -

Deferred expense
Federal 80 764
State 25 212

141 976
Change in valuation allowance (1,975) (976)

Total $ (1,834) $ -

The Bank was subject to a minimum tax on assets for New York State purposes of 
approximately $39,000 and $35,000 for the years ended December 31, 2009 and 2008, 
respectively, which is included in other expense. 

The effective tax rates differ from federal statutory rate of 34% applied to income before income 
taxes due to the following (in thousands):

2009 2008

Federal statutory rate times financial statement gain (loss) $ 170 $ (864)
Effect of

State taxes, net of federal benefit 9 (138)
Incentive stock options 19 29
Change in valuation allowance (1,975) 976
Other, net (57) (3)

Total $ (1,834) $ -
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NOTE 8 - INCOME TAXES (Continued)

At December 31, 2009 and 2008, deferred tax assets were due to the following (in thousands):

2009 2008
Deferred tax assets:

Allowance for loan losses $ 922 $ 457
Start-up costs 167 190
Non-qualified stock options 104 86
Other 30 (114)
Operating loss carry forwards 682 1,391
Unrealized loss on securities available-for-sale 115 -
Gross deferred tax asset 2,020 2,010

Less: valuation allowance (35) (2,010)

Deferred tax asset $ 1,985 $ -

Realization of deferred tax assets associated with the net operating loss carryforwards is 
dependent upon generating sufficient taxable income prior to their expiration.  During 2009, the 
Bank fully reversed the previously provided valuation allowance in the amount of $2 million 
against deferred tax assets and left a state valuation allowance of $35 thousand to reflect
management’s estimates of projected income and full utilization of the net operating loss carry 
forwards.

At December 31, 2009, the Bank had net operating loss carryforwards for tax purposes of 
approximately $1.6 million which are available to reduce future taxable income and expire in 
various dates through 2028.

The Bank is subject to U.S. federal income tax as well as income tax of the state of New York.  
The Company is subject to examination by taxing authorities for years after 2005.

NOTE 9 - STOCK OPTIONS

Options to buy stock are granted to directors, officers and employees under the Bank’s Stock 
Option Plan, which provides for issue of up to 450,000 options.  Option awards are generally 
granted with an exercise price equal to the market price of the Bank’s common stock at the date 
of grant; those option awards have vesting periods ranging from 3 to 5 years and have 10-year 
contractual terms. 
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NOTE 9 - STOCK OPTIONS (Continued)

The fair value of each option award is estimated on the date of grant using a closed form option 
valuation (Black-Scholes) model that uses the assumptions noted in the table below.  Expected 
volatilities are based on historical volatilities of the Bank’s common stock and peer data.  The 
Bank uses historical data to estimate option exercise and post-vesting termination behavior.  
(Employee and management options are tracked separately.)  The expected term of options 
granted is based on historical data and represents the period of time that options granted are 
expected to be outstanding, which takes into account that the options are not transferable.  The 
risk-free interest rate for the expected term of the option is based on the U.S. Treasury yield 
curve in effect at the time of the grant.

The fair value of options granted was determined using the following weighted-average 
assumptions as of grant date.

2009 2008

Risk-free interest rate 2.24% 3.07%
Expected term 4.58 years 4.65 years
Expected stock price volatility 21.00% 10.00%
Dividend yield 0.00% 0.00%

A summary of the activity in the plan follows:

Year Ended December 31, 2009
Weighted

Weighted Average
Average Aggregate Remaining

Number of Exercise Intrinsic Contractual
Options Price Value Term

(In thousands, expect exercise price)

Outstanding at beginning of year 363,000 $ 11.26
Granted 66,975 8.95
Exercised - -
Forfeited (19,800) 12.26

Outstanding at end of year 410,175 $ 10.99 $ - 6.58

Options exercisable at end of year 266,641 $ 10.72 $ - 5.60
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NOTE 9 - STOCK OPTIONS (Continued)

Information related to the stock option plan during each year follows:

2009 2008

Intrinsic value of options exercised $ - $ -
Cash received from option exercises - -
Weighted average fair value of options granted 1.98 2.03

As of December 31, 2009, there was approximately $273,500 of total unrealized compensation 
cost related to nonvested stock options granted under the Plan.  The cost is expected to be 
recognized over a weighted-average period of 2.30 years.

NOTE 10 – REGULATORY CAPITAL MATTERS

The Bank is subject to regulatory capital requirements administered by federal banking 
agencies.  Capital adequacy guidelines and, additionally for banks, prompt corrective action 
regulations involve quantitative measures of assets, liabilities, and certain off-balance-sheet 
items calculated under regulatory accounting practices.  Capital amounts and classifications are 
also subject to qualitative judgments by regulators.  Failure to meet capital requirements can 
initiate regulatory action. Management believes as of December 31, 2009 the Bank meets all 
capital adequacy requirements to which it is subject.

Prompt corrective action regulations provide five classifications:  well capitalized, adequately 
capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized, 
although these terms are not used to represent overall financial condition.  If adequately 
capitalized, regulatory approval is required to accept brokered deposits.  If undercapitalized, 
capital distributions are limited, as is asset growth and expansion, and capital restoration plans 
are required.  

At year-end 2009, the most recent regulatory notifications categorized the Bank as well 
capitalized under the regulatory framework for prompt corrective action.  As of December 14, 
2009, the OCC required the Bank to maintain a total risk-based capital ratio of at least 13.0% 
(compared to 10% for a well capitalized bank), a Tier 1 risk-based capital ratio of at least 12.0% 
(compared to 6.0% for a well capitalized bank), and a Tier 1 leverage ratio of at least 10.0% 
(compared to 5.0% for a well capitalized bank).  These capital levels are in excess of “well 
capitalized’ levels general applicable to banks under current regulations.  
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NOTE 10 – REGULATORY CAPITAL MATTERS (Continued)

The following table sets forth the Bank’s actual capital amounts and ratios under current 
regulations:

Minimum to be Well
Capitalized Under

Minimum Capital Prompt Corrective
Actual Requirements Action Provisions

Amount Ratio Amount Ratio Amount Ratio
December 31, 2009 (Dollars in thousands)

Total capital 
(to risk-weighted assets) $ 48,156 18.58% $ 20,738 8.00% $ 25,923 10.00%

Tier I capital 
(to risk-weighted assets) 44,916 17.33 10,369 4.00 15,554 6.00

Tier I capital 
(to average assets) 44,916 10.94 16,426 4.00 20,533 5.00

December 31, 2008
Total capital 

(to risk-weighted assets) $ 45,315 19.68% $ 18,425 8.00% $ 23,031 10.00%
Tier I capital 

(to risk-weighted assets) 43,352 18.82 9,212 4.00 13,819 6.00
Tier I capital 

(to average assets) 43,352 13.39 12,952 4.00 16,191 5.00

Generally capital distributions are limited to the current year-to-date undistributed net income 
and prior two years’ undistributed net income, as long as the institution remains well 
capitalized after the proposed distribution.  As a result of the retained deficit at December 31, 
2009, the Bank is restricted from paying any dividends at this time.

NOTE 11 – LOAN AND OTHER COMMITMENTS 

Loan Commitments

Some financial instruments, such as loan commitments, credit lines, letters of credit, and 
overdraft protection, are issued to meet customer financing needs.  These are agreements to 
provide credit or to support the credit of others, as long as conditions established in the contract 
are met, and usually have expiration dates.  Commitments may expire without being used.  Off-
balance-sheet risk to credit loss exists up to the face amount of these instruments, although 
material losses are not anticipated.  The same credit policies are used to make commitments for 
loans, including obtaining collateral at exercise of the commitment.
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NOTE 11 – LOAN AND OTHER COMMITMENTS (Continued)

The contractual amounts of financial instruments with off-balance-sheet risk at December 31, 
2009 and 2008, were as follows (in thousands):

2009 2008
Fixed Variable Fixed Variable
Rate Rate Rate Rate

Commitments to make loans $ - $ 16,507 $ - $ 32,945
Unused lines of credit - 24,399 - 18,496
Standby letters of credit 722 - 35 -

Commitments to make loans are generally made for periods of 60 days or less.

Lease Commitments

The Bank leases seven branch properties under non-cancelable operating leases.  The seven 
branch properties are located in Great Neck, Garden City, Woodbury, Oceanside, New Hyde 
Park, Huntington and Rockville Centre.  

At December 31, 2009, the minimum annual rental commitments, exclusive of taxes and other 
charges, before considering renewal options which generally are present, are as follows (in 
thousands):

2010 $ 1,552
2011 1,576
2012 1,620
2013 1,707
2014 1,455
Thereafter 9,687

Total $ 17,597

Rental expense was $1,708,000 and $1,620,000 for the years ended December 31, 2009 and 2008, 
respectively.
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NOTE 12 – FAIR VALUE 

Fair value is the exchange price that would be received for an asset or paid to transfer a liability 
(exit price) in the principal or most advantageous market for the asset or liability in an orderly 
transaction between market participants on the measurement date.  There are three levels of 
inputs that may be used to measure fair values:

Level 1: Quoted prices (unadjusted) for identical assets or liabilities in active markets that 
the entity has the ability to access as of the measurement date.

Level 2: Significant other observable inputs other than Level 1 prices such as quoted prices 
for similar assets or liabilities; quoted prices in markets that are not active; or other inputs 
that are observable or can be corroborated by observable market data. 

Level 3: Significant unobservable inputs that reflect a reporting entity’s own assumptions 
about the assumptions that market participants would use in pricing an asset or liability.

The fair values of securities available for sale are determined by obtaining quoted prices on 
nationally recognized securities exchanges (Level 1 inputs) or matrix pricing, which is a 
mathematical technique widely used to in the industry to value debt securities without relying 
exclusively on quoted prices for the specific securities but rather by relying on the securities’ 
relationship to other benchmark quoted securities (Level 2 inputs).  

The fair values of impaired loans is generally based on recent real estate appraisals.  These 
appraisals may utilize a single valuation approach or a combination of multiple approaches 
including sales and the income approach.  Adjustments are continually made in the appraisal 
process by appraisers to adjust for differences between comparable sales and income data 
available.  Such adjustments are usually significant and typically result in a Level 3 
classification of inputs for determining fair value.



COMMUNITY NATIONAL BANK
NOTES TO FINANCIAL STATEMENTS

December 31, 2009 and 2008

(Continued)

27.

NOTE 12 – FAIR VALUE (Continued)

Assets and Liabilities Measured on a Recurring Basis

Assets and liabilities measured at fair value on a recurring basis are summarized below (in 
thousands):

Fair Value Measurements 
At December 31, Using

Quoted Prices Significant
In Active Other Significant

Markets for Observable Unobservable
Identical Assets Inputs Inputs

(Level 1) (Level 2) (Level 3)
2009

Assets:
U.S. Agency obligations $ - $ 42,615 $ -
Agency pass-through certificates - 17,285 -
CMO agency issuances - 31,963 -

2008
Assets:

U.S. Agency obligations $ - $ 29,006 $ -
Agency pass-through certificates - 6,949 -
CMO agency issuances - 9,735 -

Assets Measured at Fair Value on a Non-Recurring Basis

Impaired loans, which are measured for impairment using the fair value of the collateral for 
collateral dependent loans, had a net carrying amount of approximately $4.8 million, with a 
valuation allowance of $476,000 at December 31, 2009. The Bank did not have any assets 
measured at fair value on a non-recurring basis at December 31, 2008. 
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NOTE 12 – FAIR VALUE (Continued)

The table below provides the carrying amounts and estimated fair values of financial 
instruments at December 31 (in thousands):  

2009 2008
Carrying Fair Carrying Fair
Amount Value Amount Value

Financial assets
Cash and cash equivalents $ 13,387 $ 13,387 $ 6,101 $ 6,101
Securities available for sale 91,863 91,863 45,690 45,690
Securities, restricted 2,711 N/A 1,752 N/A
Loans held for sale, net - - 2,360 2,434
Loans held for investment, net 284,221 284,769 276,083 276,021
Accrued interest receivable 1,728 1,728 1,704 1,704

Financial liabilities
Demand, NOW, savings and 
money market $ 151,225 $ 151,225 $ 110,252 $ 110,252

Certificate of deposits 185,868 187,126 170,721 171,792
Borrowed funds 19,843 19,902 14,300 14,300
Accrued interest payable 103 103 234 234

The methods and assumptions used to estimate fair value are described as follows:

The carrying amounts for cash and cash equivalents are reasonable estimates of fair value. The 
fair value of securities is estimated as previously described. It was not practicable to determine 
the fair value of restricted stock due to the illiquidity of the underlying shares. Fair values are 
estimated for portfolios of loans with similar financial characteristics. The fair value of 
performing loans is calculated by discounting the estimated cash flows through expected 
maturity or re-pricing using the current rates at which similar loans would be made to 
borrowers with similar credit risks. For non-performing loans, the fair value of loans with 
specific allocations is estimated as previously described. The carrying amounts for demand 
deposits, savings, NOW, money market accounts and borrowings with an interest sensitive 
period of 90 days or less are reasonable estimates of their fair values. Fair values for time 
deposits and borrowings are estimated by discounting the future cash flows using the rates 
currently offered for deposits and borrowings of similar remaining maturities. The fair value of 
commitments to extend credit and letters of credit is based on fees currently charged to enter 
into similar agreements with comparable credit risks and the current creditworthiness of the 
counterparties. Commitments to extend credit issued by the Bank are generally short-term in 
nature and, if drawn upon, are issued under current market terms and conditions for credits
with comparable risks. At December 31, 2009 and 2008, there was no significant unrealized 
appreciation or depreciation on these financial instruments.
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Community National Bank (CNB) is an independent commercial bank headquartered in Great Neck,
Long Island.  We opened our doors in 2005 with a strong commitment and promise to the community,
as well as a promise of exemplary customer service that included the use of cutting-edge technology,
full branch banking seven days a week and a portfolio of financial products made to order for the
people and businesses of our dynamic market area.

Dedicated to the community...

(Left to right) Jay McConie – Senior V.P./Chief Financial Officer
Donna Frasco – Senior V.P./Chief Retail Officer
Stuart H. Lubow – Chairman/President and CEO
Joseph F. Lavelle – Senior V.P./Operations and Compliance Officer
Conrad Gunther – Executive V.P./Senior Loan Officer

And now, just 5 years later, CNB has become Long
Island’s fastest growing community commercial bank,
continuing to grow core relationships with small and
medium-sized businesses, while offering value-added
loan products to its commercial clients and personal
banking customers. As part of this focus, the Bank has
been named both the SBA Bronze Award and LIDC’s
Community Based Lender Award for 2009.

(Left to right)
Stuart H. Lubow – Chairman/President and CEO
Donna Frasco – Senior V.P./Chief Retail Officer
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(Left to right standing) JoAnn Bello – V.P./Commercial Loan Officer,
Maureen Swierkowski – Relationship Manager
Joseph Byrne – First V.P./Commercial Loan Officer
Michael Ogus – First V.P./Small Business Lending Officer
(Seated) Conrad Gunther – Executive V.P./Senior Loan Officer
Brian Handler – V.P./Residential Lending Officer

(Left to right)
Rosalie Mottola – First V.P./Branch Administrator,
Stuart H. Lubow – Chairman/President and CEO
Donna Frasco – Senior V.P./Chief Retail Officer

Presently, CNB has a branch
network of seven – reaching
customers in Great Neck,
Garden City, Woodbury,
Oceanside, Huntington, New
Hyde Park and Rockville Centre.

Our roster of offerings include
traditional core products such
as, checking accounts, saving
accounts, certificates of deposit,
corporate and commercial
loans, installment loans, real
estate and mortgage loans as
well as online banking and
DeskTop Banker, a remote cap-
ture service for businesses.
The Bank’s officers and staff are
very active in local, civic, charita-
ble and chamber activities. They
work quickly, diligently and
thoughtfully to make all of their
customers’ banking experi-
ences at CNB truly exceptional.

Our mission was, and still is, to provide both
people and businesses the means to achieve
their financial goals. Our dedication to the
highest levels of service and to delivering
competitive products is paramount in meeting
the needs of our customers. 

Being a vital part of the Long Island commu-
nities that we serve is both our pleasure and
our responsibility.

...our mission is simple.
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NOTES



In Remembrance of Thomas Morabito (1958 - 2009)
As many of you may know earlier this year the Community National Bank family lost one of
its most cherished assets.  Thomas A. Morabito, our EVP & Chief Credit Officer passed away
suddenly in March.  Tom was central to the development of CNB and was involved with the
Bank from its inception.  Tom was the consummate professional, he not only possessed
incredible technical, banking and management skills, but his easy going manner both with
clients and colleagues endeared him to all who met him.  

So much more than just a banker, he was a terrific colleague, friend, and advisor to all the
people he touched.  On a personal note, Tom and I were friends and colleagues for nearly
25 years.  I will remember his intelligence, wit, and easy-going personality.  But most of all,
I will miss his friendship.  

And so we remember Thomas A. Morabito, he is sorely missed but we are better for having
known him.

Stuart H. Lubow
Chairman, President & CEO
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