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MANAGEMENT REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Community First, Inc. is responsible for establishing and maintaining
adequate internal control over financial reporting. Community First, Inc.’s internal control
system was designed to provide reasonable assurance to the Company’s management and
board of directors regarding the preparation and fair presentation of published financial
statements. All internal control systems, no matter how well designed, have inherent
limitations. Therefore, even those systems determined to be effective can provide only
reasonable assurance with respect to financial statement preparation and presentation.

Community First, Inc.’s management assessed the effectiveness of the Company’s internal
control over financial reporting as of December 31, 2007. In making this assessment, it used the
criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission
(COS0O) in Internal Control-Integrated Framework. In conducting Community First, Inc’s
evaluation of the effectiveness of its internal control over financial reporting, the Company has
. excluded the operations of First National Bank of Centerville (FNB), which Community First,
Inc. acquired October 26, 2007. At the acquisition date, total assets of FNB totaled $105 million.
Further information concerning the acquisition of FNB appears in Note 18, Business
Combinations, to the accompanying audited consolidated financial statements.

Based on our assessment we believe that, as of December 31, 2007, the Company’s internal
control over financial reporting is effective based on those criteria. Community First, Inc.’s
independent registered public accounting firm has issued an audit report on Community First,
Inc.’s internal control over financial reporting.

March 14, 2008 Ma/ é

(Date) Marc leely,
resident and Chief Execunv Officer
March 14, 2008 A 9 :
(Date) ' Dianne Scroggins, oY

Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
Community First, Inc.

We have audited Community First, Inc.’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control- Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Community First, Inc.’s management is
responsible for maintaining effective internal control over financial reporting, and for its assessment of the

~ effectiveness of internal control over financial reporting, included in the accompanying Management Report on
Internal Control over Financial Reporting. Our responsibility is to express an opinion on the Company's
internal control over financial reporting based on our audit.

We conducted our dudit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk thata
material weakness exists, and testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles. A company's internal control over financial
reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company;
(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statemnents in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company's assets that could have a material effect on the financial
staternents. '

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, Community First, Inc. maintained, in all material respects, effective internal control over

financial reporting as of December 31, 2007, based on criteria established in Internal Control— Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

F-2




The Company acquired First National Bank of Centerville (FNB) on October 26, 2007. Total assets of FNB
were $105 million. Management excluded FNB’s internal control over financial reporting from its assessment
of effectiveness of the Company’s internal control over financial reporting as of December 31, 2007. Our audit
of internal control over financial reporting of the Company also excluded an evaluation of the internal control
over financial reporting of FNB.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheet of Community First, Inc, as of December 31 2007 and 2006 and
the related consolidated statements of operations, changes in shareholders’ equity and cash flows for each of
the three years in the period ended December 31, 2007, and our report dated March 14, 2008, expressed an

unqualified opinion thereon. .
: P , Corere MVZ o’ (Brys A

Crowe Chizek and Company LLC
Brentwood, Tennessee ‘
March 14, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Community First, Inc.

We have audited the accompanying consolidated batance sheets of Community First, Inc. (the “Company”) as
of December 31, 2007 and 2006 and the related consolidated statements of operations, changes in
sharcholders’ equity, and cash flows for each of the three years in the period ended December 31, 2007, These
financial statements are the responsibility of the Company’s management. Qur responsibility is to express an
opinion on these financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Community First, Inc. at December 31, 2007 and 2006 and the results of its operations
and its cash flows for each of the three years in the period ended December 31, 2007, in conformity with
accounting principles generally accepted in the United States of America.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Community First, Inc.’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated March 14, 2008, expressed an unqualified

opinion thereon.
Crtre Ao e Copmgriney. L2 C

Crowe Chizek and Company LLC

Brentwood, Tennessee
March 14, 2008




COMMUNITY FIRST, INC.
CONSOLIDATED BALANCE SHEETS
December 31
(Dollar amounts in thousands, except per share data)

2007 2006
ASSETS : .
Cash and due from banks $ 11913 $ 13,886
Federal funds sold 15,372 1,187
Cash and cash equivalents 27,285 15,073
Securities available for sale 80,933 35,211
Loans held for sale 5,710 3,981
Loans 490,608 348,573
Allowance for loan losses ’ {6,086) {4,259)
Net loans : 484,522 344,714
Restricted equity securities ' 1,090 905
Premises and equipment 17,256 10,880
Goodwill 4,622 -
Core deposit and customer relationship intangibles 2,812 -
Accrued interest receivable 3,382 2,376
Bank owned life insurance 3,848 3,698
Other assets ' 4,602 4,555
Total assets $ 636062 $ 421,393
LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits
Noninterest-bearing $ 52272 $ 34,001
Interest-bearing 507,031 332,765
Total deposits 559,303 366,766
Federal Home Loan Bank advances 11,000 13,000
Subordinated debentures 23,000 8,000
Other borrowed money ) 510 -
Accrued interest payable 4,040 2,176
Other liabilities 1,036 794
Total liabilities 598,889 390,736
Commitments and contingent liabilities (Note 14)
Shareholders’ equity
Common stock, no par value, authorized 5,000,000 shares; 3,168,960
shares issued 2007, 3,015,540 shares issued 2006 26,695 21,989
Retained earnings _ 10,414 8,730
Accumulated other comprehensive income (loss) 64 (62)
Total shareholders’ equity : 37,173 30,657

Total liabilities and shareholders’ equity $ 636062 § 421,393

See accompanying notes to consolidated financial statements.




COMMUNITY FIRST, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31

(Dollar amounts in thousands, except per share data)

Interest income
Loans, including fees
Taxable securittes
Tax exempt securities
Federal funds sold and other
- Total interest income

Interest expense
Deposits :
Federal Home Loan Bank advances and federal
funds purchased
Subordinated debentures and other
Total interest expense

Net interest income

Provision for loan losses

Net interest income after provision for loan
losses

Noninterest income
Service charges on deposit accounts
Mortgage banking activities
Net gains on sale of securities
Gain on sale of land
Other
Total noninterest income

Noninterest expenses
Salaries and employee benefits
Occupancy
Furniture and equipment
Data processing fees
Advertising and public relations
Other

Total noninterest expenses

Income before income taxes
Income taxes
Net income

Earnings per share

Basic
Diluted

See accompanying notes to consolidated financial statements.

2007 2006 2005
$ 32,657 24,023 $ 16,189
2,004 1,307 785
235 209 175
473 250 156
35,369 25,789 17,305
18,545 12,255 6,409
1,082 673 326
979 600 271
20,606 13,528 7,006
14,763 12,261 10,299
1,259 1,018 683
13,504 11,243 9,616
1,644 1,520 1,561
1,212 666 469
19 - -
- 390 -
822 549 326
3,697 3,125 2,356
7,096 5,451 3,929
864 550 453
721 545 518
873 684 575
719 509 340
3,724 2,714 2,331
13,997 10,453 8,146
3,204 3,915 3,826
824 1,113 1,261
$ 2380 2802 $ 2565
$ 0.76 097 § 0.89
0.73 0.94 0.86
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COMMUNITY FIRST, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Years Ended December 31
(Dollar amounts in thousands, except per share data)

Accumulated
Other Total
Common Retained Comprehensive  Shareholders’
Shares Stock Earnings Income (Loss) Equity
Balance at January 1, 2005 2,865,848 $ 17,563 $ 3938 $ 49 3 21,452
Exercise of stock options 7,666 56 - - 56
Tax benefit arising from the exercised
stock options - 39 - - 39
Comprehensive income .
Net income - - 2,565 - 2,565
Other comprehensive income
Change in unrealized gain (loss) on
securities available for sale, net - - - (95) (95)
Total comprehensive income 2,470
Balance at December 31, 2005 2,873,514 17,658 6,503 (144) 24,017
Stock offering, net of issuance costs 125,460 3,761 - - 3,761
Exercise of stock options 16,566 - 121 - - 121
Tax benefit arising from the exercised
stock options - 142 - - 142
Stock based compensation expense
Restricted stock grants - 5 - - 5
Stock options - - 302 - - 302
Cash dividend declared ($.20 per
share) - - (575) - (575)
Comprehensive income
Net income - - 2,802 - 2,802
Other comprehensive income
Change in unrealized gain (loss) on .
securities available for sale, net - - - 82 82
Total comprehensive income 2,884
Balance at December 31, 2006 3.015,540 3 21.989 5 8730 § 62y & ___30.657

See accompanying notes to consolidated financial statements.




COMMUNITY FIRST, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
Years Ended December 31

(Dollar amounts in thousands, except per share data)

Balance at December 31, 2006

Stock offering, net of issuance costs

Exercise of stock options
Tax benefit arising from the exercised
stock options

Stock based compensation expense
Restricted stock grants

Stock options :
Cash dividend declared ($.22 per
share)

Comprehensive income
Net income

Other comprehensive income
Change in unrealized gain (loss) on
securities available for sale, net

Total comprehensive income

Balance at December 31, 2007

Accumulated

Other Total
Common Retained  Comprehensive  Shareholders’
Shares Stock Eamings Income {Loss) Equity
3,015,540 $ 21,989 $ 8,730 $ ®2 % 30,657
147,630 4,380 - - 4,380
5,617 61 - - 61
- 12 - - 12
173 22 - - 22
- 231 - - 231
- - (696) - {696)
- - 2,380 - 2,380
- - - 126 126
2,506
3,168,960 $ 26695 $ 10414 & 64 3 37,173




COMMUNITY FIRST, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31
(Dollar amounts in thousands, except per share data)

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash provided

by operating activities
Depreciation
Amortization
Provision for loan losses
Deferred income tax benefits
Mortgage loans originated for sale
Proceeds from sale of mortgage loans
Gain on sale of loans
Gain on sale of securities
Loss on sale of other real estate owned
Federal Home Loan Bank stock dividends
Increase in accrued interest receivable
Increase in accrued interest payable
Gain on sale of land
Compensation expense under stock based compensation
Bank owned life insurance
Tax benefit on exercise of stock options
Other, net

Net cash from operating activities

Cash flows from investing activities
Available for sale securities
Sale of securities
Purchases:
Mortgage-backed securities
Other
Maturities, prepayments, and calls:
Mortgage-backed securities
Other
Purchase of Federal Home Loan Bank stock
Purchase of bank, net of cash acquired (Note 18)
Net increase in loans
Proceeds from sale of other real estate owned
Disposal of premises and equipment
Additions to premises and equipment
Purchase of life insurance policies
Net cash from investing activities

2007 2006 2005
$ 2380 $ 2802 $ 2565
800 505 481
(35) (3) 68
1,259 1,018 683
(348) (429) (204)
(82,697) (46,084) (25,007)
82,180 44,659 25,094
(1,212) (666) (469)
(19) - .
29 25 27
(14) (43) (28)
(243) (912) (523)
1,421 1,113 448
- (390) -
253 307 -
(150) (138) (60)
(12) (142) (39)
278 (337) 1,592
3,870 1,285 4,628
20,289 - -
(16,514) (5,792) -
(15,306) (15,381) (14,428)
3,473 1,061 1,245
16,980 13,001 10,500
(139) (199) (54)
(18,460) - -
(102,243) (89,704) (49,950)
81 188 319
- - 1,591
(4,932) (4,084) (1,425)
- - (3,500)
(116,771)  (100,910) (55,702)

See accompanying notes to consolidated financial statements.




COMMUNITY FIRST, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31
(Dollar amounts in thousands, except per share data)

: 2007 2006 2005
Cash flows from financing activities
Increase in deposits 107,846 80,523 62,465
Proceeds from Federal Home Loan Bank advances 17,500 9,000 -
Payment on Federal Home Loan Bank advances (19,500) (4,000) -
Proceeds from issuance of subordinated debentures 15,000 - 5,000
Proceeds from other borrowed money 8,310 - -
Payments on other borrowed money (7.800) - -
Proceeds from issuance of common stock ' 4,380 3,761 -
Proceeds from stock option exercises 61 121 56
Tax benefit on exercise of stock options 12 142 39
Cash paid for dividends {696) (575) -
Net cash from financing activities 125,113 - 88,972 67,560
Net change in cash and cash equivalents 12,212 (10,653) 16,486
Cash and cash equivalents at beginning of period 15,073 25,726 9,240
Cash and cash equivalents at end of peried $ 27285 § 15073 $___25726
Supplemental disclosures of cash flow information
Cash paid during year for:
Interest $ 19,178 % 12415 % 6,558
Income taxes 1,130 1,470 1,388

Supplemental noncash disclosures
Transfer from loans to repossessed assets 703 61 602




COMMUNITY FIRST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands, except per share data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations and Principles of Consolidation: The consolidated financial statements
include Community First, Inc. and its wholly-owned subsidiaries as of December 31, 2007,
Community First Bank & Trust (the “Bank”) and First National Bank of Centerville (“First
National”), together are referred to as “the Company”. Intercompany transactions and balances
are eliminated in consolidation.

The Company provides financial services through its offices in Maﬁry, Williamson, Rutherford
and Hickman counties. Its primary deposit products are checking, savings, and term certificate
accounts, and its primary lending products are residential mortgage, commercial, and
installment loans. Substantially all loans are secured by specific items of collateral including
business assets, consumer assets, and commercial and residential real estate. Commercial loans
are expected to be repaid from cash flow from operations of businesses. There are no significant
concentrations of loans to any one industry or customer. The customers’ ability to repay their
loans is dependent, however, on the real estate and general economic conditions in the area.
Other financial instruments, which potentially represent concentrations of credit risk, include
deposit accounts in other financial institutions and federal funds sold.

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 actual results
could differ. The allowance for loan losses and fair values of financial instruments are
particularly subject to change.

-

Cash Flows: Cash and cash equivalents include cash, deposits with other financial institutions
with maturities under 90 days, and federal funds sold. Net cash flows are reported for
customer loan and deposit transactions.

Securities: Debt securities are classified as available for sale when they might be sold before
maturity. Equity securities with readily determinable fair values are classified as available for
sale. Securities classified as available for sale are carried at fair value, with unrealized holding
gains and losses reported in other comprehensive income, net of tax.

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.

(Continued)




COMMUNITY FIRST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands, except per share data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

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

Loans Held for Sale: Mortgage loans originated and intended for sale in the secondary market
are carried at cost, which approximates market value. Loans held for sale are considered short
term with the time frame being less than 90 days from when the Company funds the loan held
for sale until the loan is purchased by a third party investor. Under normal course of business,
at the time of funding of the loan held for sale by the Company there is a commitment from a
third party investor to purchase the loan held for sale. The Company recognizes revenue upon
purchase of the loan held for sale by the third party investor with the Company receiving a
service release premium from the third party investor.

Loans: Loans that management has the intent and ability to hold for the foreseeable future or
untl maturity or payoff are reported at the principal balance outstanding, net of unearned
interest and an allowance for loan losses. Interest income is accrued on the unpaid principal
balance.

Interest income on loans is discontinued at the time the loan is 90 days delinquent unless the
loan is well-secured and in process of collecion. Past due status is based on the contractual
terms of the loan. In all cases, loans are placed on nonaccrual or charged-off at an earlier date if
collection of principal or interest is considered doubtful.

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.

Purchased Loans: The Company purchased a group of loans in a business combination.
Purchased loans that show evidence of credit deterioration since origination are recorded at the
allocated fair ‘value in a purchase business combination, such that there is no carryover of the
seller's allowance for loan losses. After acquisition, incurred losses are recognized by an
increase in the allowance for loan losses.

Purchased loans are accounted for individually or aggregated into pools of loans based on
common risk characteristics {e.g., credit score, loan type, and date of origination). The
Company estimates the amount and timing of expected cash flows for each purchased loan or
pool, and the expected cash flows in excess of amount paid is recorded as interest income over

(Continued)
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COMMUNITY FIRST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands, except per share data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) '

the remaining life of the loan or pool (accretable yield). The excess of the loan’s or pool's
contractual principal and interest over expected cash flows is not recorded (nonaccretable
difference).

Over the life of the loan or pool, expected cash flows continue to be estimated. If the present
value of expected cash flows is less than the carrying amount, a loss is recorded. If the present
value of expected cash flows is greater than the carrying amount, it is recognized as part of
future interest income.

Allowance for Loan Loss: The allowance for loan losses is a valuation allowance for probable
incurred losses. Loan losses are charged against the allowance when management believes the
uncollectability of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the
allowance. Management estimates the allowance balance required using the nature and volume
of the portfolio, information about specific borrower situations, and estimated collateral values,
economic conditions, and other factors in accordance with Statement of Financial Accounting
Standards (“SFAS”) No. 114, Accounting by Creditors for Impairments of a loan and SFAS 5,
Accounting for Contingencies. Allocations of the allowance may be made for specific loans, but
the entire allowance is available for any loans that, in management’s judgment, should be
charged off.

The allowance for loan losses is maintained at a level management believes will be adequate to
absorb losses on existing loans that may become uncollectible. Provision to and adequacy of the
allowance for loan losses are based on the evaluation of the loan portfolio utilizing objective and
subjective criteria, in accordance with SFAS 114 and SFAS 5. The objective criteria primarily
include an internal grading system and specific allocations for impaired loans. The Company
utilizes a historical analysis to validate the overall adequacy of the allowance for loan losses in
accordance with SFAS 5. The subjective criteria take into consideration such factors as changes
in the nature and volume of the portfolio, overall portfolio quality, and business conditions that
may affect the borrowers” ability to pay, and other relevant factors. Changes in any of these
criteria or the availability of new information could require adjustments of the allowance for
loan losses in future periods.

Under SFAS 114, a loan is impaired when it is probable that the bank will be unable to collect all
amounts due (including both interest and principal) according to the contractual terms of the
loan agreement. Generally, a loan is impaired for purposes of SFAS 114 if it exhibits the same
level of weaknesses and probability of loss as loans (or portions of loans) classified special
mention, substandard, doubtful or loss. Commercial and commercial real estate loans are
individually evaluated for impairment. Consumer and residential real estate loans are also
individually evaluated for impairment. 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, net of selling costs, if repayment is
expected solely from the collateral.

{Continued)
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COMMUNITY FIRST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands, except per share data)

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The Bank automatically places loans on non-accrual when they become 90 days past due,
however; when in management’s opinion the borrower may be unable to meet payments the
loan may be placed on non-accrual at that time even if not then 90 days past due. The accrual of
interest on impaired loans is discontinued when, in management’s opinion, the Company may
be unable to collect all outstanding principal and accrued interest. When interest is
discontinued, all unpaid accrued interest is reversed. Interest income is subsequently

- recognized only to the extent cash payments are received.

Foreclosed Assets/Assets Held For Resale: Real estate and personal property acquired through
or in lieu of loan foreclosure and repossession are to be resold and are initially recorded at the
lesser of current principal investment or fair market value less estimated cost to sell at the date
of foreclosure. Valuation of these assets is periodically reviewed by management with such
assets adjusted to the then fair market value net of estimated selling cost, if lower, until
disposition.

Gains and losses from the sale of foreclosed asset, and real estate are recorded in noninterest
income, and expenses used to maintain the properties are included in noninterest expense. If
the fair value declines subsequent to foreclosure, a valuation allowance is recorded through
expense.

Premises and Equipment: Land is carried at cost. Premises and equipment are stated at cost less
accumulated depreciation. Buildings and related components are depreciated using the
straight-line method with useful lives ranging from 5 to 39 years. Furniture, fixtures and
equipment are depreciated using the straight-line method with useful lives ranging from 3 to 7
years.

Restricted Equity Securities: These securities consist primarily of Federal Home Loan Bank
(“FHLB") and Federal Reserve Bank (“FRB”) stock. Members of the FHLB are required to own
a certain amount of stock based on the level of borrowings and other factors, and may invest in
additional amounts. These securities are carried at cost, classified as a restricted security, and
periodically evaluated for impairment based on ultimate recovery of par value. Both cash and
stock dividends are reported as income.

Bank Owned Life Insurance: The Company has purchased life insurance policies on certain key
employees. Upon adoption of EITF 06-5, which is discussed further below, bank owned life
insurance is recorded at the amount that can be realized under the insurance contract at the
balance sheet date, which is the cash surrender value adjusted for other charges or other
amounts due that are probable at settlement. Prior to adoption of EITF 06-5, the Company
recorded owned life insurance at its cash surrender value.

{Continued)
14




COMMUNITY FIRST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands, except per share data)

NOTE1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

In September 2006, the FASB Emerging Issues Task Force finalized Issue No. 06-5, Accounting for
Purchases of Life Insurance - Determining the Amount That Could Be Realized in Accordance with
FASB Technical Bulletin No. 85-4 (Accounting for Purchases of Life Insurance). This Issue requires
that a policyholder consider contractual terms of a life insurance policy in determining the
amount that could be realized under the insurance contract. It also requires that if the contract
provides for a greater surrender value if all individual policies in a group are surrendered at the
same time, that the surrender value be determined based on the assumption that policies will be
surrendered on an individual basis. Lastly, the Issue requires disclosure when there are
contractual restrictions on the Company’s ability to surrender a policy. The adoption of EITF
06-5 on January 1, 2007 had no impact on the Company’s financial condition or results of
operations. ,
Goodwill and Other Intangible Assets: Goodwill results from a business acquisition and
represents the excess of the purchase price over the fair value of acquired tangible assets and
liabilities and identifiable intangible assets. Goodwill is assessed at least annually for
impairment and any such impairment will be recognized in the period identified.

Other intangible assets consist of core deposit and acquired customer relationship intangible
assets arising from a bank acquisition. They are initially measured at fair value and then are
amortized on an accelerated method over their estimated useful lives, which was determined to
be 15 years.

Long-Term Assets: Premises and equipment, core deposit intangible, and other long-term
assets are reviewed for impairment when events indicate their carrying amount may not be
recoverable from future undiscounted cash flows. If impaired, the assets are recorded at fair
value.

Loan Commitments and Related Financial Instruments: Financial instruments include off-
balance sheet credit instruments, such as commitments to make loans and standby letters of
credit, issued to meet customer financing needs. The face amount for these items represents the
exposure to loss, before considering customer collateral or ability to repay. Such financial
instruments are recorded when they are funded.

Stock-Based Compensation: Effective January 1, 2006, the Company adopted Statement of
Financial Accounting Standards ("SFAS”) No.123(R), Share-Based Payment, using the modified
prospective transition method. Accordingly, starting in 2006 the Company has recorded stock-
based employee compensation cost using the fair value method.

Prior to January 1, 2006, employee compensation expense under stock options was reported
using the intrinsic value method; therefore, no stock-based compensation cost is reflected in net
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income for the year ended December 31, 2005, as all options granted had an exercise price equal
to or greater than the market price of the underlying common stock at date of grant.

The following table illustrates the effect on net income and earnings per share if expehse was
measured using the fair value recognition provisions of FASB Statement No. 123, Accounting for
Stock-Based Compensation, for the year ending December 31, 2005:

Net income as reported $ 2,565
Deduct: Stock-based compensation expense determined under fair value based
method ) 173
Pro forma net income $_2,392
Basic earnings per share _
As reported $ 089
Pro forma 0.83
Diluted earnings per share
As reported 0.86
Pro forma 