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 June 30, 2016 and 2015 (Unaudited) 
(dollars in thousands)

Liabilities and Stockholders’ Equity

              2016        2015
Cash and due from banks        $        38,961                  38,927 
Interest bearing deposits with others               10,804         4,164 
Federal funds sold                   48,991       30,631 
Securities:    
  Available for sale, at fair value                184,549                117,792 
  Held to maturity                 138,021                179,024 
       Total securities                 322,570                296,816 
Loans - net                                  1,874,392             1,767,834 
Premises and equipment - net                  15,242      15,174 
Accrued interest receivable                    6,841        6,668 
Goodwill and intangibles                  18,038                  18,971 
All other assets                   39,329                  35,467 
    
       Total Assets                              $   2,375,168             2,214,652 

                      2016        2015
Deposits:    
 Demand    
   Non-interest bearing                            $      461,791                381,477 
   Interest bearing                 219,573                216,296 
 Savings and money market                992,960                916,723 
 Time                   269,521                290,549 
        Total deposits              1,943,845             1,805,045 
Borrowings                                     160,510                160,607 
Junior subordinated debt                 51,547                   51,547 
All other liabilities                  30,004                   21,252 
        Total Liabilities              2,185,906             2,038,451 
    
Stockholders’ Equity:    
Preferred stock                             -                   -   
Common stock                     9,732                    9,732 
Additional paid-in-capital                  12,704                  11,116 
Retained earnings                 179,876                164,636 
Treasury stock, at cost                 (10,222)                 (8,733)
Accumulated other comprehensive income      (2,882)                 (2,142)
Total CNC Stockholders’ Equity                189,208                 174,609 
Non-controlling interests                         54                     1,592 
        Total Equity                 189,262                 176,201 
    
Total Liabilities and Equity                      $    2,375,168             2,214,652 

Assets

Condensed Balance Sheets
For the six months ended June 30, 2016 and 2015 (Unaudited) 
(dollars in thousands, except per share data)

               2016           2015
Interest income:    
  Loans, including fees                               $        38,820                   36,412
  Securities                        2,645           2,575 
  Other                            60                40 
     Total interest income                   41,525            39,027 
Interest expense:    
  Deposits                        1,663           1,581
  Borrowings                         843                         678 
  Junior subordinated debt                     1,155            1,148 
     Total interest expense                     3,661           3,407 
       Net interest income                                      37,864             35,620 
Provision for loan losses                     2,200            3,330 
   Net interest income 
   after provision for loan losses                          35,664            32,290 
    
Non-interest income:    
  Service charges on deposit accounts                  7,138           6,437 
  Trust and investment services                     8,442             8,469 
  Investment subadvisory services  1,512               1,433 
  Net gain on sale of mortgage loans                    1,002              996
  All other income                      1,780            1,660

      Total non-interest income                   19,874                  17,885 
    
Operating expenses:    
  Salaries and employee benefits                   21,702            22,028 
  Occupancy, net                      4,326            4,196
  Technology and data processing                     3,604            3,347 
  Professional and other services                     1,877            1,901 
  Marketing and public relations                     1,235            1,111 
  Intangible amortization                        438               496 
  FDIC insurance                         684              643 
  All other operating expenses                     5,413           4,380 
     Total operating expenses                   39,279             38,102 
    
   Income before income taxes                   16,259            13,183 
Income taxes                      5,282            4,226 
  Net income, incl. non-controlling interest       10,977                     8,957 
Noncontrolling interests                        -              (45)
   Net income attributable to CNC            $         10,977              9,002 
    
Basic earnings per share         $            5.84             4.78 
    
Diluted earnings per share         $            5.77             4.72 

Condensed Statements of Income

Financial Highlights
As of and for the six months ended 
June 30, 2016 and 2015 (Unaudited) 
(dollars in thousands, except per share data)

                            2016                 2015 
Net income attributable to CNC              $        10,977                     9,002 
Total assets                $   2,375,168         2,214,652 
Investment securities               $      322,570            296,816  
Loans - net                $   1,874,392         1,767,834 
Deposits                 $   1,943,845          1,805,045  
Total equity                $      189,262            176,201 

Assets Under Administration- Book value    $   2,300,541         2,203,118 
Assets Under Administration- Market value $   2,657,970         2,585,747 

Weighted avg shares outstanding-diluted          1,902,087         1,908,238  
Diluted earnings per share              $            5.77                  4.72  
Dividends per share               $            1.92                   1.83
Book value per share               $        100.67                93.44 
Closing stock price               $        151.46              146.54  
Return on average assets, annualized                        0.95%                  0.83% 
Return on average equity, annualized                      11.91%                10.50% 
Return on beginning equity, annualized                  11.96%                10.57% 

     

hospitals in New York State. At the end of the discussion 
I questioned his rationale in sponsoring the credit union 
municipal deposit legislation, yet again, especially when 
taking into consideration the challenges of funding in 
health care.  I was direct with my views on the issue and 
yet again we will see if he changes his tune.  It is clear that 
some changes in legislation need to be proposed in order 
to tax credit union income generated from activities that 
their competitors are taxed upon.  Don’t focus on the entity 
for taxation purposes, focus on activity.  Similar activities 
should be taxed similarly.  Otherwise it’s merely politicians 
picking winners and losers.

On the lighter side of things we are feeling 
confident with our position within the Greater Rochester 
and Finger Lakes Markets; we are making strides in 
enhancement of our technology and development of 
product.  These markets are a wonderful place to live, work 
and play.  Thank you for sharing our success with us.  Have 
a fantastic rest of the summer!

Yours,

Frank H. Hamlin, III



consistent and fair methodology for both our customers and 
CNC.  Book value of assets under management has increased 
4.4% which is less than we had anticipated.  This shortfall 
has been experienced across all of our wealth entities and is 
consistent with comments shared by others in the industry.  
We will continue to monitor this closely.

On the legislative front we have seen some 
setbacks as well as some successes that deserve enhanced 
attention.  Recently, legislation was passed requiring financial 
institutions to be liable for pre-foreclosure maintenance costs 
of delinquent residential properties.  During the depths of the 
financial crisis and aftermath, many of the largest institutions 
were either ill equipped or unwilling to address the deluge 
of distressed residential properties within their portfolios.  
Often, institutions were unable to determine what properties 
were part of their portfolios due to poor record keeping and 
multiple sales of portfolios of these assets to and amongst 
each other and Wall Street.  What resulted were “Zombie 
Properties” which were properties abandoned by their 
owners.  The combination of home owners merely ceasing 
payment and walking away, the court systems not equipped 
to handle the influx of foreclosures and many institutions 
not realizing what assets secured their loans, resulted in 
properties not being maintained and thus further depression 
of surrounding property values.  Municipalities across the 
country were challenged by the presence of countless such 
properties and the related economic and social problems 
resulting therefrom. 

In response, the legislature has now potentially 
opened Pandora’s Box by attributing an ownership interest 
in real property merely by taking a mortgage against the 
property.  This flies in the face of long established common 
law.  This means that a mortgage holder is now subjected to 
costs relating to real property where the owner has simply 
bowed out.  This will likely result in lending institutions 
being more likely to move directly to foreclosure rather 
than work with a distressed property owner toward a better 
outcome.

From a practical standpoint the above legislation 
does not affect us although it does apply to us.  First, we 
know our customers, and therefore we know what properties 
secure our notes.   In addition, on the rare situation where we 
are forced to move to foreclosure, we already maintain the 
property in order to maximize any possibility of recovering 
principle upon eventual sale.

This same legislative maneuver was pulled about 30 
years ago when the State tried to make mortgage holders pay 
for the cleanup of ground water contamination (oil, chemical 
and other contamination) pursuant to the New York State 

has been completely diluted.   For instance, one basis for 
membership is to merely reside, work or worship within 
a geographic area.  It is interesting to note, credit unions 
are not subject to the Community Reinvestment Act, 
which compels legitimate lending institutions to identify 
and facilitate the expansion of services to underserved 
segments of a lending institution’s geographic footprint.  It 
is a bit counterintuitive that geography can be a basis of 
membership yet there is no compulsion to expand service to 
all within the chosen area.

 Second, the majority of credit unions are no longer 
run by volunteers.  They are run by very, very generously 
compensated and incented professionals especially when 
compared to community banks of comparable asset size.  
These are no longer organizations run out of the breakroom 
or the basement of the church.

 Third, credit unions have become highly complex 
organizations, venturing into products and services well 
beyond depository and lending functions.  For example, one 
local credit union boasts services of retirement planning, 
insurance, financial planning and wealth management.  In 
addition, the same credit union is currently seeking trust 
powers.  As these products are reasonably related to the 
business of the credit union so extends the tax exempt status 
relating to those functions.

 The prior facts are important for the following 
reasons.  When looking at the original justification for the 
credit union structure; to provide credit at low rates for 
those who may be challenged in obtaining financing in a 
traditional banking setting, how does “wealth management” 
relate to that “challenged” borrower?  What demographic 
are “wealth management” and trust services intended to 
serve?  What is the public policy served by extending tax 
exempt status to an institution that is focused on customers 
who have no issue obtaining credit and/or attracting lending 
offers?  There is none. 

 Under the current set of rules and regulations, 
there is little to justify the tax exempt status of a large 
number of credit unions that are providing the same 
products and services to the same demographic of customer 
as the tax paying financial institution next door - the 
community banks.  Eventually, it will become too obvious 
to ignore.  As credit unions increase in market share, taking 
the same from tax paying entities, the community coffers 
suffer thus directly increasing the burden on all.

 I had the fortuitous opportunity to cross paths 
with Senator Funke a few weeks ago at a Thompson 
Hospital meeting.  A central point of discussion was the 
continual decrease of funding and reimbursement rates for 

President’s Message

Frank H. Hamlin, III
President & CEO

July 7, 2016

Dear Shareholders:

I sit writing this approximately two 
weeks after the historic “Brexit” vote 

where Britons chose to leave the European Union.  The 
headlines would suggest that the end of the world is 
near.  Of course the world continues to move forward.  
Sensationalism sells.

It is shocking to realize we are already 
half way through the year as time flies while we are 
having fun! So far, we have spruced-up our Lakeshore 
Office. Pittsford will follow, and we are in the process 
of planning out the fit and finish of our location in 
Farmington. Our trust and investment software system 
conversion is moving along as planned and we should 
be quality control testing later this summer. We are also 
taking the necessary steps for the issuance of our new 
debit cards which will contain the EMV chip technology 
and allow our customers to place a picture of their 
choosing as the background for the card.

I am happy to report that we are on track with 
budget from a net income perspective for the first half 
of the year, in spite of a lack of movement in interest 
rates by the Federal Reserve. We will likely see little to 
no further movement by the Fed through the end of this 
year. I hope to be wrong as it would only improve our 
position. We were very conservative in our interest rate 
forecast this year which appears to have been a prudent 
decision. Thus, I am happy to report a dividend of $1.92 
per share, which is a 4.9% increase over 2015.

Loans have increased 6.0% over this time last 
year and deposits have solidly increased 7.7% over the 
same period. In conjunction with this our loan quality 
measure continues to trend positively resulting in lower 
provision for loan loss than last year (down 33.9%).  Our 
lending market continues to be very competitive with 
some irrational terms and/or pricing, yet this clearly 
has not been such a detriment as to interfere with our 
production.

The Stock Market volatility has had a 
detrimental effect on our non-interest income due 
to the timing of when fees were taken for our asset 
management services.  We are currently evaluating the 
steps necessary to modify this process to provide a more 

Navigation Law where there was otherwise no connection 
of the lender to the property nor the contaminating conduct.  
There too the legislature took the politically expedient route 
to pay for a problem without any regard to who was actually 
culpable for the offending condition.   Time will tell how this 
legislation is interpreted and what unintended consequences 
arise.

On a brighter note, legislation sponsored by our 
very own State Senator Rich Funke, which would allow 
credit unions (which pay NO state OR federal income taxes) 
to take municipal deposits (which come from TAXES) went 
absolutely nowhere yet again.  The rational against this 
legislation is important to articulate.

 In their original iteration, credit unions served an 
important societal function of providing credit at lower rates 
to those who might not otherwise have access to funding 
through traditional “banking” channels.  They were (and a 
minority still are) administered by volunteers in association 
with a relatively small number of individuals who shared a 
legitimate common bond such as employees of a business 
or members of a congregation.  Members of these finite 
groups, who actually knew one another, would pool their 
excess personal funds and lend them to other individuals of 
that group at lower rates than what could be found through 
a traditional bank which would require a borrower to 
demonstrate, through traditional underwriting standards, the 
ability and propensity to pay the bank’s depositors back. Due 
to the small number and thus the actual relationships had 
between members of a credit union, there was an element of 
moral compulsion to repay a loan which in reality came from 
the people who you had to look in the eye every day at work!  
The income (if any) from the repayment of a member’s loan 
would be used to pay the de minimis operating costs and the 
difference was distributed back to the members thus giving 
rise to the concept that “members” are “owners” of the credit 
union.  In light of the relatively small dollars involved, 
the lack of paid and/or professional administrators, their 
relatively simple organizational structure and the potential 
expansion of access to credit to those who would otherwise 
be underserved, credit unions enjoyed income tax exempt 
status.  It should be noted that Mutual Banks which share a 
similar structure to credit unions (customers of the institution 
are paid a “dividend” pro rata based upon the profitability of 
the institution) lost their tax exempt status in 1951.

 Over the decades, the world has changed as too has 
the nature of most credit unions.  First, due to successive 
bouts of legislative fiat, the notion of a “common bond” 
as a condition precedent for membership has been almost 
completely eliminated.  Thus, the primary distinguishing 
characteristic of credit unions from other financial institutions 


