
 
 

Strong and stable in a changing environment.
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“Our ability to consistently grow  
our earnings and assets demonstrates 

that our brand is recognized as 
consistently providing meaningful  

value to our client base.”

— Frank H. Hamlin, III,  President and CEO

Ensuring success means adapting  
to change—while adhering  
to our philosophy.
The events of 2017 quickened the already dizzying pace 
of change. Yet once again, our hardworking and dedicated 
staff stayed focused, adapted on the fly, and helped drive 
another year of solid growth and value for our shareholders, 
customers, and community.

None of it could have happened without the depth of 
resources and degree of sophistication we enjoy across 
multiple disciplines within our organization. And it’s clear that 
the public is taking notice: our current and historic growth, 
compared to the productivity growth rate for our market, 
suggests that we’re growing mainly by taking relationships 
from our competitors.

That’s why we continue to invest in technology that’s playing 
a central role in the financial services sector—which presents 
challenges that simply did not exist until recently, but also 
affords an opportunity to redefine the customer experience in 
remarkable ways.

The longevity and consistency of this organization alone would 
set us apart. But what makes us truly unique is the humanity 
of our culture, which has demonstrated a willingness to adapt 
and grow—a major contributing factor to our success in the 
past, present, and future.



A message from 
Frank H. Hamlin, III, 
President and CEO 

February 13, 2018

Dear Shareholders,

 To the surprise of many, Donald Trump was elected as the 45th President of the United States. Thus, 2017 started with  

the reasonable belief that some regulatory relief could occur in the near future. Although we continue to wait patiently for  

substantive regulatory change, at the very least it appears that the flood of new regulations has stopped for the time being.  

Of significance for this discussion, we saw passage of the “Tax Cuts and Jobs Act of 2017” at the very end of the year, which 

affects many financial institutions, including ours.

 This law has impacted the statutory federal tax rate that companies will use going forward, which has been reduced to  

21% from 35%, effective in 2018. For CNC, this change creates a one-time non-cash write-down of our net deferred tax assets  

of $3.7 Million, as these deferred tax assets were required to be re-calculated using the lower tax rate in 2017. 

 This change obfuscates our actual financial performance for 2017. Removing the impact of the one-time tax asset  

adjustment for year-over-year performance purposes, our net-income was $25.8 Million, an increase of $3.3 Million, or 15% as 

compared to $22.5 Million for the year ended December 31, 2016. Diluted earnings per share was $13.54 for 2017, representing  

a 14% increase over diluted earnings per share of $11.84 for 2016. Return on average assets was 1.00%, an increase of 5% over 

return on average assets of 0.95% for 2016. Return on average equity was 12.77%, an increase of 7% over return on average 

equity of 11.95% for 2016. The overall improvement seen in our key ratios demonstrates a very positive strengthening of the 

organization year-over-year consistent with our long-term planning.

 In 2017, we continued to see small yet consistent federal funds rate increases. As an industry trend, net interest margin 

has been holding constant or compressing since 2010. Over that time, we have continued to grow our balance sheet and 

earnings consistently through our disciplined Asset/Liability Management process, the continued focus on the expansion of 

non-interest income opportunities, our superb credit administration, and an intense focus on expense management through 

efficiency initiatives. Our rate of revenue growth continues to outpace increases in our expenses. 

 Thus late in 2017, for the first time since I joined CNC in 2011, our net interest margin has moved upward. This is like a 

warm breeze after an unusually long and intensely cold winter. We are cautiously optimistic that the economy will continue to  

improve moderately over the coming years. It appears the Federal Reserve will continue on its path of consistent and gradual 

rate increases absent a comprehensive and material change in the economic indicators. Overall, the sentiment is positive 

toward the economy on a local level, although competitive pressures remain intense within our market.

 We expect the 14% reduction of the statutory federal tax rate for 2018 and beyond to reduce tax expense by approximately 

$5-6 Million for the 2018 year. This will more than replace the $3.7 Million one-time charge in 2017 and keeps us on plan to meet 

our capital planning needs to conform with BASEL III capital levels required in 2019.

 Many banks have already announced how they are going to spend this future “found money.” A list of banks and their  

corresponding plans can be found on the American Banking Association web pages. The plans are (as of January 2018) generally 

a combination of one-time employee bonuses, wage increases, and charitable contributions to their corresponding foundations. 

Notably, none of the banks announced a benefit to shareholders and only one bank (outside of our market) has announced a 

direct customer benefit (providing a bonus rate on a checking account). We will certainly examine opportunities to distribute 

the benefit amongst our core constituents (clients, employees, community, and shareholders). Nonetheless, it is premature for 

us to announce any plans without the opportunity to see how our local market adjusts, especially with respect to compensation 

and the pricing of lending (assets) and deposit (liabilities) products.



 Credit unions have never been subject to income taxation. Consequentially, they have structured themselves to compete 

directly with community banks without having one third of their earnings eliminated by taxation. Thus, this reduction of the 

corporate tax rate for banks provides us with an immediate and reoccurring benefit not shared by credit unions. In markets 

where one or more large credit unions exist, there could be a meaningful opportunity to recover market share. We share our 

marketplace with several large credit unions with significant market share, so it is foreseeable that opportunities could arise.

 Looking back again at 2017 from a financial standpoint, we had a strong year meeting our growth and earnings goals as 

contemplated in our 2017 budget. Competition in the market remained high throughout the year without any sign of relenting. 

Our current and historical growth juxtaposed with the nearly flat Gross Domestic Product of the Rochester MSA (source: BEA. 

2016 year) for our market, suggests we are growing predominantly by taking relationships from our competitors. Our ability  

to consistently grow our earnings and assets demonstrates our brand is recognized as continually providing meaningful value  

to our client base. 

 Routinely growing at a pace faster than our geographic market productivity could appear to present future challenges.  

A brief examination of our market penetration in specific lending and product sets demonstrates healthy opportunity in  

categories of lending and financial services on which we have not historically focused. Expansion of our geographic footprint 

presents another opportunity for growth, and we have identified the conditions appropriate for that approach.

 Strategically, we have committed to provide the shareholder an appropriate risk-adjusted return based upon the  

disciplined balance of growth and profitability. This balance has been maintained for generations and continues to demonstrate 

consistently strong long-term returns for our shareholders. It further provides an opportunity for our people to engage in 

meaningful work while facilitating and supporting the initiative and creativity that develop communities. In sum, there is plenty 

of opportunity for growth in our current geographic footprint and contiguous areas.

 That is not to say that in 2017 it has been business as usual. Over the course of 2017, we have experienced a number of 

changes which warrant discussion. In April of 2017, our Chief Administrative Officer and Corporate Counsel, Steve Swartout, 

retired after 20 years of service. Steve played a direct role in creating the necessary and numerous legal entities and  

corresponding policy and procedural structures during a period of extraordinary geographic and financial growth. Additionally, 

he provided the necessary leadership to manage a rapid increase of regulatory complexity due to expansion of our product 

offerings and the over exuberance of a hyperactive political environment.

 Due to his integral role in CNC’s growth, smooth transition of his various roles and duties was critical, and thankfully Steve 

gave us approximately two years’ notice to affect the transition. Steve was responsible for supervision of Compliance, Audit, 

Credit Administration, Enterprise Risk Management, AML/BSA, Fraud, Security (physical and cyber,) and Human Resources. 

 In relatively short order, Jennifer Weidner, Esq., was identified and agreed to accept the role of Corporate Counsel.  

In 2016, Jen began transitioning into this role with Steve at her side to oversee the transition of those duties. The selection of 

Jennifer has proven to be the perfect choice. Throughout 2017, she has navigated us through a wide variety of complex issues 

while also acclimating herself to the ordinary day-to-day duties and distractions connected to the role.

 Similarly, in mid-2016 acceptance was obtained from Roz Zatyko, our head of Credit Administration, to take over  

supervision of the remainder of Steve’s duties with the exception of Fiduciary Compliance, Human Resources and oversight of 

the Wealth areas. Roz, formally an OCC examiner, was hired by Jim Minges (prior head of Commercial Lending) to develop our 

then non-existent credit administration program. During her tenure, she developed and continuously improved a program that 

is materially responsible for CNC’s being able to enjoy the unusually low credit/loan losses. This allowed us to continue our 

growth, despite the largest and longest economic down-turn since the great depression, and from which we have been  

recovering since 2008. The combination of extraordinary analytical skills, track record and the innate ability to work with and/or 

manage just about anyone, made Roz an obvious choice as Steve’s replacement on the Executive Team. 



 In 2017, Roz smoothly affected transition into her new roles and made considerable progress in redefining the roles  

and methodology through which the Risk area works in conjunction with the organization. The development of appropriate 

processes to assess and monitor the various elements of risk throughout the organization will significantly increase in  

importance as we continue to grow in size and complexity. If executed properly, processes developed will materially accelerate 

the reliable assessment of risk for making informed business decisions. The absence of these processes could result in 

assessments which unnecessarily extend time and effort for making decisions or even worse, result in bad decisions. 

 Finally, as Steve’s retirement date drew closer, considerable effort was made toward developing a comprehensive  

strategy to improve coordination of our Wealth Management areas as well as identifying who would guide the process. 

Therefore, we began discussions with Sam Guerrieri who was leading M&T securities, the much larger equivalent to our  

Wealth Strategies Group. Discussions continued to develop until the end of April 2017, when he officially came aboard as 

Executive Vice President for Wealth Management. During the remainder of the second quarter and throughout the third 

quarter, Sam focused on fully understanding the various product sets and value propositions offered through our wealth 

entities, as well as the corresponding financial and marketing data. He interviewed a large number of current clients, referral 

sources and employees throughout the entire organization.

 In the late part of the third quarter, Sam presented his proposed plan for the wealth areas as well as corresponding 

changes in structures. The plan focuses upon the articulation and execution of our marketing message, product design and 

business development approach. Additionally, we will focus on the elimination of our subsidiary State trust charter and its 

corresponding regulatory paradigm as well as consolidation of a number of redundant back-office processes. The execution  

of these plans will reasonably span several years and is expected to positively amplify efforts throughout the institution as  

we seek to further enhance our value proposition across the entire banking, investment and fiduciary spectrum.

 Increasingly, technology is playing a central role in the financial services sector and thus presents a number of  

opportunities and corresponding challenges which simply did not exist in the recent past. For example, our customers  

now interact directly with our systems, playing a material role in defining customer experience. Cyber security increasingly 

demands attention as the prevalence, scale, focus and sophistication of criminal activity has substantially increased over  

a relatively short period of time. The rapid increase in the volume and sources of data being stored provides serious  

opportunities for a material increase in our capabilities for analysis, interpretation, execution and testing of our creativity  

to improve the customer experience.

 The above being said, we interact with many third-party technology providers to execute the necessary functions in order to 

provide our customers a consistently positive and seamless experience. The staggering complexity surrounding understanding 

the capabilities and corresponding construction of those various systems in order to evaluate their ability to effectively interact 

with one another presents serious risks for continuity of function and service for our employee and customer needs. 

Additionally, each individual system is regularly modified (patched) for security and/or functionality improvements. These 

changes often affect the functionality of other systems within our technology matrix in ways both anticipated and unanticipated. 

 In 2017, we engaged in a discussion regarding our current use of technology juxtaposed to future needs and the  

corresponding technical expertise, management structures and processes necessary to accommodate the increasing size and 

complexity of our organization. This was timely, as various regulatory bodies are increasing their focus on technology in the financial 

services industry. We engaged external resources which guided our thinking and culminated in the decision to restructure our 

Technology and Steering Committee functions. Modification of our Steering Committee/project management system was  

implicated due to the increasing role of technology considerations in project prioritization and execution. Having a shared process 

for projects within Information Technology and the wider institution will provide the structure, discipline and transparency  

necessary to accommodate the effective planning and execution of projects in this increasingly complex environment.



 In June of 2017, Annette Joyce accepted our offer to join the organization as Executive Vice President of Technology and 

Project Management. Annette’s prior work with CNC, coupled with her experience with consulting and leading technology-

based environments in a variety of industries and sizes, made her selection an obvious choice. Her role at CNC is to develop the 

strategies, structures and talent necessary to meet our future technology needs and opportunities. Additionally, she is charged 

with the development of a dedicated project management function consistent with best practices yet specifically tailored for 

the size and complexity of our organization. Her position on the Executive Team reflects the strategic importance of these 

functions to accomplish our organizational objectives over the long term. Since her arrival in June, Annette has evaluated our 

technology and project management structures with increasing particularity. Opportunities and corresponding plans have 

already been identified and set into motion consistent with current and long-term priorities. 

 The mere longevity of this organization sets us apart as something unique. We have endured and even thrived despite 

multiple recessions, world wars, technology shifts, industry consolidations, and other adverse events which have claimed  

the existence of countless businesses both within and outside our industry. The events of 2017 have stimulated renewed  

appreciation for the degree of sophistication across multiple disciplines spread throughout the organization. These events  

also highlighted the unique humanity of our culture which has demonstrated a willingness and recognition of our need to adapt. 

This certainly has contributed, and will continue to contribute to our future success.

 As always, our continually hardworking, dedicated, value-focused staff, will consistently be what sets us apart in our 

community. Thank you for all that you do, each and every day. 

 Thank you for the opportunity to participate in the continuing development and ongoing success of this wonderful  

organization. If you have any specific questions or concerns, please don’t hesitate to contact me directly.

Yours,

Frank H. Hamlin, III

President and CEO
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Presented below is a summary of selected financial highlights to help you see a snapshot of our performance for the past five 
years. Balance sheet information is as of the year end, while income statement and average balance information is for the full-
year period.  This and all information concerning our financial performance should be read in conjunction with the Consolidated 
Financial Statements and Notes thereto. 
 

Financial Highlights 
(Dollars in thousands except per share data) 

  2017 % Change 2016 2015  2014 2013 

Income Statement Information:            
   Net interest income $  82,821     8.0  %   76,692     72,852     69,861     65,699   
   Provision for loan losses $  6,400     47.2  %   4,349     5,695     4,590     3,105   
   Non-interest income $  44,618     4.7  %   42,615     39,836     37,522     36,403   
   Operating expenses $  82,219     2.2  %   80,467     75,209     71,703     70,178   
   Income taxes(7) $  16,790     39.9  %   11,998     10,793     10,466     9,791   
   Net income attributable to CNC $  22,025    (2.1)%   22,488     21,064     20,712     19,422   
             Balance Sheet Data - Period End:            

   Investments(1) $  404,125     20.0  %   336,737     324,043     285,300     297,438   
   Loans, net $  2,139,645     10.2  %   1,940,994     1,832,066     1,720,154     1,545,603   
   Assets $  2,661,716     7.5  %   2,476,109     2,271,509     2,117,469     1,963,014   
   Deposits $  2,138,894     4.7  %   2,043,625     1,815,383     1,728,522     1,722,857   
   Borrowings(2) $  290,262     36.9  %   212,002     249,195     196,072     60,307   
   Equity $  207,903     6.9  %   194,477     183,606     170,327     156,718   
             Balance Sheet Data - Average:            

   Investments(1) $  356,969     12.7  %   316,785     287,571     288,727     285,050   
   Loans, net $  2,038,061     8.0  %   1,887,178     1,771,981     1,653,108     1,469,954   
   Assets $  2,588,607     9.2  %   2,371,117     2,199,174     2,052,207     1,909,768   
   Deposits $  2,088,167     8.8  %   1,920,052     1,780,577     1,736,310     1,682,229   
   Borrowings(2) $  257,183     18.0  %   217,916     220,087     130,386     55,769   
   Equity $  202,166     7.4  %   188,156     174,399     160,564     150,486   
             Asset Under Administration:(3)            

   Book value (cost basis) $  2,536,458     6.4  %   2,384,877     2,282,952     2,144,170     2,009,225   
   Market value $  3,128,992     12.3  %   2,787,506     2,576,610     2,557,250     2,436,334   
        Per Share Data:        

   Net income, basic $  11.75    (1.8)%   11.97    11.18   11.01   10.26   
   Net income, diluted $  11.58    (2.2)%   11.84    11.05   10.84   10.09   
   Cash dividends(4) $  4.30     11.1  %   3.87    3.69   3.51   1.68   
   Book Value $  111.11     7.0  %   103.87    96.77   89.91   82.43   
   Closing stock price(5) $  163.73     6.5  %   153.79    148.72   148.95   150.41   
   Weighted average share - diluted  1,902,018     0.1  %   1,899,206     1,907,071     1,910,895     1,925,486   
             Other ratios:            

   Return on average assets  0.85  %  (10.5)%   0.95  %   0.96  %  1.01  %  1.02  % 
   Return on average equity  10.89  %  (8.9)%   11.95  %   12.08  %  12.90  %  12.91  % 
   Return on beginning equity  11.33  %  (7.5)%   12.25  %   12.37  %  13.22  %  13.45  % 
   Dividend payout(4)  37.14  %   13.6  %   32.68  %   33.41  %  32.38  %  16.65  % 
   Average equity to average assets  7.81  %  (1.6)%   7.94  %   7.93  %  7.82  %  7.88  % 

   Net interest margin  3.44  %  (1.7)%   3.50  %   3.58  %  3.70  %  3.79  % 

   Efficiency(6)  64.01  %  (4.0)%   66.71  %   65.86  %  65.75  %  67.52  % 

                    Employees (year end)                   
 Total  541     1.5  %   533     530     526     509   

 

FTE's  500     1.9  %   491     486     478     461   

           (1)   Includes the Company's investment in Federal Reserve Bank stock and Federal Home Loan Bank stock.  
 

          (2)   Includes junior subordinated debentures.  
 

          (3)   These assets are held in a fiduciary or agency capacity for clients and are not included in our balance sheet. 
 

 
          (4)   A $1.63 per share dividend was paid in December 2012, which was accelerated from the semi-annual dividend payment that would have been paid in 

 
 

                February 2013.  
 

          (5)   For the respective year, price is based upon last sealed-bid auction administered by the Bank’s Trust Department.   
 

          (6)   Operating expenses, exclusive of intangible amortization, divided by total revenues.  
 

          (7)   Impacted by a $3.7 million one-time non-cash write-down of net deferred tax assets upon the December 2017 enactment of the “Tax Cuts and Job of 2017”,  
 

                which reduced the statutory federal tax rate to 21% from 35%. 
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Our Common Stock 
 
Information about beneficial ownership of the Company's stock by directors and certain officers is set forth in the Company’s 
Proxy Statement for the Annual Meeting of Shareholders. Market value and dividend information is set forth in the table below.  
The Company currently pays a semi-annual dividend in February and August (exclusive of the acceleration of February 2013’s 
dividend to December 2012).  We expect to continue to pay cash dividends to our stockholders for the foreseeable future. 
  
While the Company's stock is not actively traded, from time to time, shareholders sell shares to interested persons in sealed-
bid public auctions administered by the Bank’s Trust Department at the request of selling shareholders. Our stock is not listed 
with a national securities exchange. Due to the limited number of transactions, the quarterly high, low and weighted average 
sale prices may not be indicative of the actual market value of the Company's stock. The following table sets forth a summary 
of transactions by selling shareholders and bidders in the Company's common stock during each period for transactions that 
were administered by the Bank’s Trust Department.  Also included are the book value at quarter end, and semi-annual 
dividends paid per share since the first quarter of 2013. A $1.63 per share dividend was paid in December 2012, which was 
accelerated from the semi-annual dividend payment that would have been paid in February 2013. 
 

 
  # Quarterly Quarterly Quarterly

  Shares Average High Low Book Dividend

  Sold Sales Price Sales Price Sales Price Value Paid

2017      

  4th Quarter   5,120   $  163.73   $  179.00   $  162.20   $  111.11   -   

  3rd Quarter   3,044   $  161.88   $  166.00   $  160.00   $  110.00  $  2.30  

  2nd Quarter   4,409   $  159.25   $  165.00   $  153.00   $  108.76   -   

  1st Quarter   2,188   $  153.81   $  160.30   $  152.50   $  105.48  $  2.00  

      

2016      

  4th Quarter   6,955   $  152.86   $  169.02   $  150.95   $  103.87   -   

  3rd Quarter   2,231   $  152.22   $  155.00   $  149.00   $  101.90  $  1.95  

  2nd Quarter   5,996   $  150.88   $  155.00   $  146.00   $  100.75   -   

  1st Quarter   1,439   $  148.57   $  150.10   $  146.00   $  97.77  $  1.92  

      

2015      

  4th Quarter   3,673   $  147.33   $  151.60   $  141.00   $  96.77   -   

  3rd Quarter   1,880   $  142.81   $  150.00   $  140.00   $  93.79  $  1.86  

  2nd Quarter   5,704   $  145.65   $  151.00   $  140.00   $  92.60   -   

  1st Quarter   2,809   $  147.44   $  153.00   $  140.00   $  89.57  $  1.83  

      

2014      

  4th Quarter   4,449   $  149.27   $  156.30   $  147.00   $  89.91   -   

  3rd Quarter   4,141    150.05    156.78    146.00   $  87.38  $  1.83  

  2nd Quarter   5,051   $  149.22   $  163.03   $  144.00   $  85.60   -   

  1st Quarter   2,696   $  151.76   $  163.00   $  148.00   $  83.11   1.68  

2013      

  4th Quarter   5,495   $  148.83   $  162.60   $  145.00   $  82.43  $  -   

  3rd Quarter  None $ N/A $ N/A $ N/A $  80.45  $  1.68  

  2nd Quarter   5,941   $  144.39   $  155.00   $  137.50   $  80.28   -   

  1st Quarter   4,909   $  141.96   $  175.00   $  135.00   $  77.55  $  -   
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Management Report on the Effectiveness of  
Internal Controls over Financial Reporting 

 
Canandaigua National Corporation and subsidiaries’ (the "Company") internal control over financial reporting is a process 
designed and effected by those charged with governance, management, and other personnel, to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of reliable financial statements in accordance 
with accounting principles generally accepted in the United States of America and financial statements for regulatory 
reporting purposes, i.e., the Consolidated Financial Statements for Bank Holding Companies (Form FR Y-9C). The 
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 statements in accordance with accounting principles generally accepted in the United States of America and 
financial statements for regulatory reporting purposes, 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 and correction of unauthorized acquisition, use, or disposition of the Company's 
assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent, or detect and correct 
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 and procedures 
may deteriorate. 

Management is responsible for establishing and maintaining effective internal control over financial reporting including 
controls. Management assessed the effectiveness of the Company's internal control over financial reporting, including 
controls over the preparation of regulatory financial statements in accordance with the instructions for the Consolidated 
Financial Statements for Bank Holding Companies (FR Y-9C), as of December 31, 2017, based on the framework set forth 
by the Committee of Sponsoring Organizations of the Treadway Commission in Internal Control--Integrated Framework 
(1992). Based on that assessment, management concluded that, as of December 31, 2017, the Company's internal control 
over financial reporting, including controls over the preparation of regulatory financial statements in accordance with the 
instructions for the Consolidated Financial Statements for Bank Holding Companies, is effective based on the criteria 
established in Internal Control--Integrated Framework (1992).  

Management's assessment to assertion of the effectiveness of internal control over financial reporting, including controls 
over the preparation of regulatory financial statements in accordance with the instructions for the Consolidated Financial 
Statements for Bank Holding Companies (FR Y-9C), as of December 31, 2017, has been examined by KPMG LLP, an 
independent public accounting firm, as stated in their report dated February 20, 2018. 

Management is also responsible for complying with federal laws and regulations concerning dividends to insiders, 
designated by the FDIC as safety and soundness laws and regulations. 

Management assessed compliance with the aforementioned designated safety and soundness laws and regulations.  Based 
on this assessment, management believes that the Company complied, in all material respects, with such designated laws 
and regulations relating to safety and soundness during the year ended December 31, 2017. 

 
February 20, 2018 
 

              
 
Frank H. Hamlin, III  Lawrence A. Heilbronner-Kolthoff 
President and Chief Executive Officer  Executive Vice President and Chief Financial Officer 
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Independent Auditors’ Report 
 

The Board of Directors and Stockholders 
Canandaigua National Corporation: 
 
 

Report on Internal Control Over Financial Reporting 
 

We have audited Canandaigua National Corporation   (the  Company)  internal  control  over  financial  reporting  as 
of December 31, 2017, based on criteria established in Internal Control – Integrated Framework (1992) issued by the Committee 
of Sponsoring Organizations of the Treadway Commission (COSO). 
  

Management’s Responsibility for Internal Control Over Financial Reporting 
 

The Company’s management is responsible for designing, implementing, and maintaining effective internal control over financial 
reporting, and for its assertion of the effectiveness of internal control over financial reporting, included in the accompanying 
Management Report on the Effectiveness of Internal Controls over Financial Reporting.  
 

Auditors’ Responsibility 
 

Our responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit. We 
conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial 
reporting was maintained in all material respects.  
 

An audit of internal control over financial reporting involves performing procedures to obtain audit evidence about whether a 
material weakness exists. The procedures selected depend on the auditors’ judgment, including the assessment of the risks that 
a material weakness exists. An audit includes obtaining an understanding of internal control over financial reporting and testing 
and evaluating the design and operating effectiveness of internal control over financial reporting based on the assessed risk. 
 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 
 

Definition and Inherent Limitations of Internal Control Over Financial Reporting 
 

An entity’s internal control over financial reporting is a process effected by those charged with governance, management, and 
other personnel, designed to provide reasonable assurance regarding the preparation of reliable financial statements in 
accordance with U.S. generally accepted accounting principles. Because management’s assessment and our audit were 
conducted to meet the reporting requirements of Section 112 of the Federal Deposit Insurance Corporation Improvement Act 
(FDICIA), our audit of the Company’s internal control over financial reporting included controls over the preparation of financial 
statements in accordance with U.S. generally accepted accounting principles and with the instructions to the Consolidated 
Financial Statements for Bank Holding Companies (Form FR Y-9C). An entity’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 entity; (2) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements in accordance with U.S. generally accepted accounting 
principles, and that receipts and expenditures of the entity are being made only in accordance with authorizations of management 
and those charged with governance; and (3) provide reasonable assurance regarding prevention, or timely detection and 
correction of unauthorized acquisition, use, or disposition of the entity’s assets that could have a material effect on the financial 
statements.  
Because of its inherent limitations, internal control over financial reporting may not prevent, or detect and correct misstatements. 
Also, projections of any assessment 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. 
 

Opinion 
 

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 
31, 2017, based on criteria established in Internal Control – Integrated Framework (1992) issued by the COSO. 
 

Report on Financial Statements 
 

We also have audited, in accordance with auditing standards generally accepted in the United States of America, the 
consolidated balance sheets of the Company as of December 31, 2017 and 2016, and the related consolidated statements of 
income, comprehensive income, stockholders’ equity, and cash flows for the years then ended, and the related notes to the 
consolidated financial statements, and our report dated February 20, 2018 expressed an unmodified opinion on those 
consolidated financial statements. 
 

Report on Other Legal and Regulatory Requirements 
 

We do not express an opinion or any other form of assurance on management’s statement referring to compliance with laws 
and regulations. 

 
Rochester, New York 
February 20, 2018
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Independent Auditors’ Report 
 

The Board of Directors and Stockholders  
Canandaigua National Corporation: 

Report on the Financial Statements 

We have audited the accompanying consolidated financial statements of Canandaigua National Corporation and subsidiaries 
(the Company), which comprise the consolidated balance sheets as of December 31, 2017 and 2016, and the related 
consolidated statements of income, comprehensive income, changes in stockholders’ equity, and cash flows for the years then 
ended, and the related notes to the consolidated financial statements. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance 
with U.S. generally accepted accounting principles; this includes the design, implementation, and maintenance of internal control 
relevant to the preparation and fair presentation of consolidated financial statements that are free from material misstatement, 
whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted our 
audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free from 
material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial 
statements. The procedures selected depend on the auditors’ judgment, including the assessment of the risks of material 
misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, the 
auditor considers internal control relevant to the entity’s preparation and fair presentation of the consolidated financial statements 
in order to design audit procedures that are appropriate in the circumstances. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, 
as well as evaluating the overall presentation of the consolidated financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position 
of Canandaigua National Corporation and subsidiaries as of December 31, 2017 and 2016, and the results of their operations 
and their cash flows for the years then ended in accordance with U.S. generally accepted accounting principles. 

Report on Internal Control Over Financial Reporting 

We also have audited, in accordance with auditing standards generally accepted in the United States of America, the Company’s 
internal control over financial reporting as of December 31, 2017, based on criteria established in Internal Control – Integrated 
Framework (1992) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) and our report 
dated February 20, 2018 expressed an unmodified opinion on the effectiveness of the Bank’s internal control over financial 
reporting. 

 
Rochester, New York 
February 20, 2018



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

December 31, 2017 and 2016  
(dollars in thousands, except per share data) 

 

See accompanying notes to consolidated financial statements. 
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     2017  2016

 Assets      

Cash and due from banks $  40,874     34,678  

Interest-bearing deposits with other financial institutions      

  of which $1,852 and $2,721 respectively, is restricted   14,883     93,448  

Federal funds sold   1,480     3,826  

Securities:      

    - Available for sale, at fair value   305,511     202,335  

    - Held-to-maturity (fair value of $85,131 and $124,277, respectively)   85,172     124,349  

Loans - net   2,139,645     1,940,994  

Premises and equipment – net    13,750     14,328  

Accrued interest receivable   7,927     7,039  

Federal Home Loan Bank stock and Federal Reserve Bank stock   13,441     10,053  

Goodwill   15,570     15,570  

Intangible assets – net    1,387     2,030  

Other assets   22,076     27,459  

   Total Assets $  2,661,716     2,476,109  

         

 Liabilities and Stockholders' Equity         

Deposits:      

 Demand      

  Non-interest bearing $  539,442     484,459  

  Interest bearing   255,311     237,874  

 Savings and money market   1,072,692     1,043,063  

 Time   271,449     278,229  

       Total deposits   2,138,894     2,043,625  

Borrowings   238,715     160,455  

Junior subordinated debentures   51,547     51,547  

Accrued interest payable and other liabilities   24,657     26,005  

   Total Liabilities   2,453,813     2,281,632  

         

Canandaigua National Corporation stockholders' equity:      

 Preferred stock, $.01 par value; 4,000,000 shares      

    authorized, no shares issued or outstanding   -      -   

 Common stock, $5.00 par value; 16,000,000 shares      

    authorized, 1,946,496 shares issued   9,732     9,732  

 Additional paid-in-capital   12,772     12,751  

 Retained earnings   200,693     187,596  

 Treasury stock, at cost (75,783 shares and       

  74,680 shares, respectively)  (11,499)  (11,175)

 Accumulated other comprehensive loss, net  (3,847)  (4,481)

   Total Canandaigua National Corporation Stockholders' Equity   207,851     194,423  

 Noncontrolling interests   52     54  

  Total Stockholders' Equity   207,903     194,477  

  Total Liabilities and Stockholders' Equity $  2,661,716     2,476,109  



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF INCOME 

Years ended December 31, 2017 and 2016  
(dollars in thousands, except per share data) 

See accompanying notes to consolidated financial statements. 
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     2017 2016

Interest income:      
 Loans, including fees $   86,413     78,756  
 Securities   5,848     5,168  
 Federal funds sold   9     2  
 Interest-bearing deposits with other financial institutions   643     197  
   Total interest income   92,913     84,123  
Interest expense:      
 Deposits   3,826     3,446  
 Borrowings   3,951     1,663  
 Junior subordinated debentures   2,315     2,322  
   Total interest expense   10,092     7,431  
   Net interest income   82,821     76,692  
Provision for loan losses   6,400     4,349  
   Net interest income after provision for loan losses   76,421     72,343  
         
Non-interest income:      
 Service charges on deposit accounts   16,695     15,107  
 Trust and investment services   18,758     17,382  
 Brokerage and investment subadvisory services   2,975     3,246  
 Net gain on sale of mortgage loans   2,718     3,258  
 Loan servicing, net   881     902  
 Loan-related fees   349     394  
 (Loss) gain on securities transactions, net  (22)   65  
 Other non-interest income   2,264     2,261  
   Total non-interest income   44,618     42,615  
         
Operating expenses:      
 Salaries and employee benefits   46,651     44,707  
 Occupancy, net   8,749     8,631  
 Technology and data processing   9,320     8,171  
 Professional and other services   4,066     3,903  
 Marketing and public relations   2,649     2,746  
 Office supplies, printing and postage   1,860     2,076  
 Intangible amortization   643     876  
 Other real estate operations   202     345  
 FDIC insurance   1,512     1,393  
 Other operating expenses   6,567     7,619  
   Total operating expenses   82,219     80,467  
         
   Income before income taxes   38,820     34,491  
Income taxes   16,790     11,998  
   Net income attributable to noncontrolling interests and      
   Canandaigua National Corporation    22,030     22,493  
Net income attributable to noncontrolling interests   5     5  
Net income attributable to Canandaigua National Corporation $  22,025     22,488  

         
Basic earnings per share $  11.75     11.97  

         
Diluted earnings per share $  11.58     11.84  

         



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

Years ended December 31, 2017 and 2016 
(dollars in thousands) 

See accompanying notes to consolidated financial statements. 
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       2017  2016  
 Net income attributable to noncontrolling interest and       
  Canandaigua National Corporation $  22,030    22,493   
  Other comprehensive income:      
   Unrealized net interest rate swaps gains arising       
    during the year, net of taxes of $434 and $358 respectively   601    540   
   Unrealized net securities gains (losses) arising during       
    the year, net of taxes of $22 and ($1,708) respectively   34    (2,686)  
         
   Plus reclassification adjustment      
    for realized gains and losses included in      
    "(Loss) gain on securities transactions, net"       
    net of taxes of $0 and ($38) respectively   (1)   (61)  
   Other comprehensive income (loss)   634    (2,207)  
 Total comprehensive income $  22,664    20,286   

           
  Comprehensive income attributable      
    to the noncontrolling interests $  5    5   

  Comprehensive income attributable to the Company $  22,659    20,281   
         



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY 

Years ended December 31, 2017 and 2016 
(dollars in thousands, except share data) 

See accompanying notes to consolidated financial statements. 
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                   Accumulated     

    Number of Additional Other Non  

    Shares Common Paid-in Retained Treasury  Comprehensive controlling  

     Outstanding Stock Capital Earnings Stock Loss Interests Total  

Balance at December 31, 2015   1,881,319   $   9,732   11,325   172,920  (9,656) (2,274)  1,559   183,606   

 Comprehensive income:             

  Net income attributable to              

   noncontrolling interest and              

   Canandaigua National Corporation      -    -    22,488   -    -    5   22,493   

  Other comprehensive loss, net of taxes      -    -    -    -   (2,207)  -   (2,207)  

 Total comprehensive income      -    -    22,488   -   (2,207)  5   20,286   

 Purchase of treasury stock  (17,498)    -    -    -   (2,643)  -    -   (2,643)  

 Sale of treasury stock   981     -    2   -    144   -    -    146   

 Shares issued as compensation   1,647     -    2   -    243   -    -    245   

 Exercise of stock options ($231 tax benefit)   5,367     -    231  (529)  737   -    -    439   

 Cash dividend - $3.87 per share   -      -    -   (7,283)  -    -    -   (7,283)  

 Purchase of noncontrolling interests   -      -    1,191   -    -    -   (1,505) (314)  

 Dividend to noncontrolling interests   -      -    -    -    -    -   (5) (5)  

Balance at December 31, 2016   1,871,816   $   9,732   12,751   187,596  (11,175) (4,481)  54   194,477   

 Comprehensive income:             

  Net income attributable to              

   noncontrolling interest and             

   Canandaigua National Corporation      -    -    22,025   -    -    5   22,030   

  Other comprehensive income, net of taxes      -    -    -    -    634   -    634   

 Total comprehensive income      -    -    22,025   -    634   5   22,664   

 Purchase of treasury stock  (12,154)    -    -    -   (1,939)  -    -   (1,939)  

 Sale of treasury stock   1,040     -    10   -    150   -    -    160   

 Shares issued as compensation   1,878     -    11   -    278   -    -    289   

 Exercise of stock options   8,133     -    -   (861)  1,187   -    -    326   

 Cash dividend - $4.30 per share   -      -    -   (8,067)  -    -    -   (8,067)  

 Purchase of noncontrolling interests   -      -    -    -    -    -   (2) (2)  

 Dividend to noncontrolling interests   -      -    -    -    -    -   (5)   (5)  

Balance at December 31, 2017   1,870,713   $   9,732   12,772   200,693  (11,499) (3,847)  52   207,903   



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
 CONSOLIDATED STATEMENTS OF CASH FLOWS  

Years ended December 31, 2017 and 2016 
(dollars in thousands) 

See accompanying notes to consolidated financial statements. 
 

11 

          

      2017  2016

Cash flow from operating activities:      
 Net income attributable to Canandaigua National Corporation $   22,025   22,488  
 Adjustments to reconcile net income to  
  net cash provided by operating activities:  
   Depreciation, amortization and accretion   6,164   6,571  
   Provision for loan losses   6,400   4,349  
   Loss on sale of fixed and other assets and other real estate, net   19   23  
   Writedown of other real estate    152   170  
   Deferred income tax expense   4,128   219  
   (Income) loss from equity-method investments, net  (198)  746  
   Loss (gain) on security transactions, net   22  (65)
   Gain on sale of mortgage loans, net  (2,718) (3,258)
   Originations of loans held for sale  (164,564) (184,867)
   Proceeds from sale of loans held for sale   166,603   190,464  
   Change in other assets   (2,522) (5,077)
   Change in other liabilities  (314)  3,240  
    Net cash provided by operating activities   35,197   35,003  
      
Cash flow from investing activities:  
 Securities available-for-sale:  
  Proceeds from maturities and calls   35,439   158,312  
  Purchases  (139,163) (218,548)
 Securities held to maturity:  
  Proceeds from maturities and calls   39,181   41,756  
  Purchases  (907) (1,853)
 Loan originations in excess of principal collections, net  (203,844) (115,089)
 Purchase of premises and equipment, net  (2,329) (1,910)
 Purchases of FHLB and FRB stock, net of calls  (3,388)  1,571  
 Other investments, net   -    126  
 Proceeds from sale of other real estate   803   1,374  
 Purchase of noncontrolling interests  (2) (314)
    Net cash used by investing activities  (274,210) (134,575)
      
Cash flow from financing activities:  
 Net increase in demand, savings and money market deposits   102,050   227,995  
 Net (decrease) increase in time deposits  (6,781)  246  
 Overnight and short-term borrowings, net   38,400  (37,100)
 Proceeds from long-term borrowings   200,000   -   
 Principal repayments of long-term borrowings  (160,140) (93)
 Proceeds from sale of treasury stock   449   390  
 Payments to acquire treasury stock  (1,939) (2,643)
 Proceeds from issuance of treasury stock under stock option plan   326   210  
 Tax benefit from stock option exercise   -    230  
 Dividends paid  (8,067) (7,283)
    Net cash provided by financing activities   164,298   181,952  
      
    Net (decrease) increase in cash and cash equivalents  (74,715)  82,380  
   Cash and cash equivalents - beginning of period   131,952   49,572  
   Cash and cash equivalents - end of period $   57,237   131,952  

      
Supplemental disclosure of cash flow information:  
 Interest paid $   9,811   7,393  
 Income taxes paid   13,482   11,820  
      
Supplemental schedule of noncash investing activities  
 Real estate acquired in settlement of loans $   359   972  
      



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
Notes to Consolidated Financial Statements December 31, 2017 and 2016 
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(1) Summary of Significant Accounting Policies 
 
Business 
 
Canandaigua National Corporation (the Company) and subsidiaries provides a full range of financial services, including banking, 
trust, investment, and insurance services to individuals, corporations, and municipalities. The Company is subject to competition 
from other financial services and commercial companies in various regulated and unregulated industries. The Company and its 
subsidiaries are subject to the regulations of certain federal and state agencies and undergo regular examinations by those 
regulatory authorities. 
 
Basis of Presentation 
 
The Consolidated Financial Statements include the accounts of the Company and its wholly- and majority-owned subsidiaries. 
Its principal operations comprise the activities of The Canandaigua National Bank and Trust Company (the Bank), CNB Mortgage 
Company (CNBM), Genesee Valley Trust Company (GVT), Canandaigua National Trust Company of Florida (CNTF), and WBI 
OBS Financial, LLC (WBI). All significant intercompany accounts and transactions have been eliminated in consolidation. The 
Company accounts for investments in less-than-majority-owned entities under the equity method. The Consolidated Financial 
Statements have been prepared in conformity with U.S. Generally Accepted Accounting Principles and conform to predominant 
practices within the financial services industry. 
 
In preparing the Consolidated Financial Statements, management made estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements; as well 
as the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates, 
particularly with respect to the allowance for loan losses, income taxes, and securities with other than temporary impairment. 
 
Amounts in prior years’ Consolidated Financial Statements are reclassified whenever necessary to conform to the current year’s 
presentation. 
 
The Company has evaluated subsequent events through February 20, 2018, the date the financial statements were made 
available to be issued. 
 
Cash Equivalents 
 
For the purpose of reporting cash flows, cash and cash equivalents include cash, interest-bearing deposits with other financial 
institutions, and federal funds sold. 
 
Securities 
 
The Company classifies its securities as either available for sale or held to maturity as the Company does not hold any securities 
considered to be trading. Held to maturity securities are those that the Company has the ability and intent to hold until maturity. 
Held to maturity securities are recorded at amortized cost. All other securities not included as held to maturity are classified as 
available for sale. 
 
Available for sale securities are recorded at fair value. Except for unrealized losses charged to earnings for other-than-temporary-
impairment deemed to be credit-related or based on intent to sell, unrealized holding gains and losses, net of the related tax 
effect, are excluded from earnings and are included in accumulated other comprehensive loss in stockholders’ equity until 
realized. 
 
Management evaluates securities for other-than-temporary impairment at least on a quarterly basis, and more frequently when 
economic or market conditions warrant such evaluation.  Consideration is given to: (1) the length of time and the extent to which 
the fair value has been less than cost; (2) the financial condition and near-term prospects of the issuer; and (3) the intent and 
ability of the Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in 
fair value.  A decline in fair value of any security below cost that is deemed other than temporary (“OTTI”) and related to the 
credit-worthiness of the issuer is charged to earnings, resulting in the establishment of a new cost basis for the security.  
Management generally evaluates the credit-worthiness of the issuer based on their ability to produce sufficient cash flows to 
service the contractual debt obligation. 
 
Interest income and dividends are recognized when earned. Premiums and discounts are amortized or accreted over the life of 
the related security as an adjustment to yield using the interest method. Realized gains and losses are included in earnings and 
are determined using the specific identification method. 
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Loans 
 
Loans, other than loans designated as held for sale, are stated at the principal amount outstanding net of deferred origination 
fees and costs. Interest and deferred fees and costs on loans are credited to income based on the effective interest method. 
Loans held for sale are carried at the lower of cost or fair value. 
 
The accrual of interest on commercial and real estate loans is generally discontinued, and previously accrued interest is 
reversed, when the loans become 90 days delinquent or when, in management’s judgment, the collection of principal and interest 
is uncertain. Loans are returned to accrual status when the doubt no longer exists about the loan's collectability and the borrower 
has demonstrated a sustained period of timely payment history. Specifically, the borrower will have resumed paying the full amount 
of scheduled interest and principal payments; all principal and interest amounts contractually due (including arrearages) are 
reasonably assured of repayment within a reasonable period (6 months); and there is a sustained period of repayment performance 
(generally a minimum of six months) by the borrower, in accordance with the contractual terms involving payments of cash or cash 
equivalents.  Interest on consumer loans is accrued until the loan becomes 120 days past due at which time principal and interest 
are generally charged off. 
 

Management, considering current information and events regarding the borrowers’ ability to repay their obligations, considers a 
loan to be impaired when it is probable that the Company will be unable to collect all amounts due according to the contractual 
terms of the loan agreement. When a loan is considered to be impaired, and sufficient information exists to make a reasonable 
estimate of the inherent loss, the amount of the impairment is measured based on the present value of expected future cash 
flows discounted at the loan’s effective interest rate, or as a practical expedient, at the loan’s observable fair value or the fair 
value of underlying collateral if the loan is collateral-dependent.  In the absence of sufficient, current data to make a detailed 
assessment of collateral values or cash flows, management measures impairment on a pool basis using historical loss factors 
equivalent to similarly impaired loans. Impairment reserves are included in the allowance for loan losses through a charge to the 
provision for loan losses. Cash receipts on impaired loans are generally applied to reduce the principal balance outstanding. In 
considering loans for evaluation of specific impairment, management generally excludes smaller balance, homogeneous loans: 
residential mortgage loans, home equity loans, and all consumer loans. These loans are collectively evaluated for risk of loss 
on a pool basis. 
 
Allowance for Loan Losses 
 

The allowance for loan losses is a valuation reserve for probable and inherent incurred losses in the loan portfolio. Credit losses 
arise primarily from the loan portfolio, but may also be derived from other credit-related sources, when drawn upon, such as 
commitments, guarantees, and standby letters of credit. Additions are made to the allowance through periodic provisions, which 
are charged to expense. All losses of principal are charged to the allowance when incurred or when a determination is made 
that a loss is expected. Subsequent recoveries, if any, are credited to the allowance. 
 
The Company has established a process to assess the adequacy of the allowance for loan losses and to identify the risks in the 
loan portfolio. This process consists of the identification of specific reserves for impaired commercial loans and material 
residential mortgages, and the calculation of general reserves, which is a formula-driven allocation. 
 
The calculation of the general reserve involves several steps. A historical loss factor is applied to each loan by loan type and 
loan classification. The historical loss factors are calculated using a loan-by-loan, trailing eight-quarter net loss migration analysis 
for commercial loans. For all other loans, a portfolio-wide, trailing eight-quarter net loss migration analysis is used. Adjustments 
are then made to the historical loss factors based on current-period quantitative objective elements (delinquency, non-performing 
assets, classified/criticized loan trends, charge-offs, concentrations of credit, recoveries, etc.) and qualitative elements 
(economic conditions, portfolio growth rate, portfolio management, credit policy, and others). This methodology is applied to the 
commercial, residential mortgage, and consumer portfolios, and their related off-balance sheet exposures. Any allowance for 
off-balance sheet exposures is recorded in accrued interest payable and other liabilities. 
 
While management uses available information to recognize losses on loans, future additions to the allowance may be necessary. 
In addition, various regulatory agencies, as an integral part of their examination process, periodically review the Company’s 
allowance for loan losses. Such agencies may require the Company to recognize additions to the allowance based on their 
judgments about information available to them at the time of their examination. 
 
Troubled Debt Restructurings 
 
In the process of resolving nonperforming loans, we may choose to restructure the contractual terms of certain loans and attempt 
to work out alternative payment schedules with the borrower in order to avoid foreclosure of collateral. Any loans that are modified 
are evaluated to determine if they are "troubled debt restructurings” (TDR) and if so, are evaluated for impairment.  A TDR is 
defined as a loan restructure which for legal or economic reasons related to a borrower’s financial difficulties, the creditor grants 
one or more concessions to the borrower that it would not otherwise consider. Terms of loan agreements may be modified to fit 
the ability of the borrower to repay in respect of its current financial status; and restructuring of loans may include the transfer of 
assets from the borrower to satisfy debt, a modification of loan terms, or a combination of the two. If a satisfactory restructure 
and payment arrangement cannot be reached, the loan may be referred to legal counsel for foreclosure. 
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Premises and Equipment 
 

Land is carried at cost. Land improvements, buildings, leasehold improvements and equipment are carried at cost, less 
accumulated depreciation and amortization. Depreciation is computed using straight-line and accelerated methods over the 
estimated useful lives of the assets, three to twenty-five years. Amortization of leasehold improvements is provided over the 
lesser of the term of the lease, including renewal options, when applicable, or the estimated useful lives of the assets. 
 
Other Real Estate 
 

Other real estate acquired through foreclosure or deed in lieu of foreclosure (other real estate) is included in other assets, upon 
receipt of title, and is recorded at the lower of the unpaid loan balance on the property at the date of transfer, or fair value, less 
estimated costs to sell. Adjustments made to the value at transfer are charged to the allowance for loan losses. After transfer, 
the property is carried at the lower of cost or fair value less estimated costs to sell. Adjustments to the carrying values of such 
properties that result from subsequent declines in value are charged to operations in the period in which the declines occur. 
Operating earnings and costs associated with the properties are charged to other non-interest income and operating expense 
as incurred. Gains or losses on the sale of other real estate are included in results of operations when the sale occurs. 
 
Loan Servicing Assets 
 
The Company services first-lien, residential loans for the Federal Home Loan Mortgage Company (FHLMC), also known as 
Freddie Mac, and certain commercial loans as lead participant.  The associated servicing rights (assets) entitle the Company to 
a future stream of cash flows based on the outstanding principal balance of the loans and contractual servicing fees.  Failure to 
service the loans in accordance with contractual requirements may lead to a termination of the servicing rights and the loss of 
future servicing fees.   
 
The Company services all loans for FHLMC on a non-recourse basis; therefore, its credit risk is limited to temporary advances 
of funds to FHLMC, while FHLMC retains all credit risk associated with the loans.  Commercial loans are serviced on a non- 
recourse basis, whereby the Company is subject to credit losses only to the extent of the proportionate share of the loan’s 
principal balance owned. The Company’s contract to sell loans to FHLMC and to the Federal Housing Administration (FHA) via 
third-parties contain certain representations and warranties that if not met by the Company would require the repurchase of such 
loans. The Company has not historically been subject to a material volume of repurchases nor is it as of the current year end. 
 
Loan servicing assets are amortized to loan servicing income in the statement of income.  In computing amortization expense, 
the Company uses historical prepayment rates for similar loan pools and applies this amortization rate to each pool. If 
prepayments occur at a rate different than the applied rate, the Company adjusts the specific pool’s amortization in the period 
in which the change occurs. 
 
For purposes of evaluating and measuring impairment of loan servicing rights, the Company stratifies these assets based on 
predominant risk characteristics of the underlying loans that are expected to have the most impact on projected prepayments, 
cost of servicing, and other factors affecting future cash flows associated with the servicing rights, such as loan type, rate, and 
term. The amount of impairment recognized is the amount by which the carrying value of the loan servicing rights for a stratum 
exceeds fair value. Impairment is recognized through the income statement. 
 
Goodwill and Intangible Assets 
 
Goodwill has an indefinite useful life and is not amortized, but is tested for impairment. Goodwill impairment tests are performed 
on an annual basis or when events or circumstances dictate. A qualitative assessment of goodwill is first performed, factoring 
company-specific and economic characteristics that might impact its carrying value. If the assessment indicates goodwill might 
be impaired, a quantitative test is performed in which the fair value of the reporting unit with goodwill is compared to the carrying 
amount of that reporting unit in order to determine if impairment is indicated. If so, the implied fair value of the reporting unit’s 
goodwill is compared to its carrying amount and an impairment loss is measured by the excess of the carrying value over fair 
value.  Fair value of goodwill is estimated using a weighted average of market-based analysis and discounted cash-flow income 
analysis of the underlying reporting unit. 
 
Intangible assets that have finite useful lives, such as customer relationships, technology, and trade name intangibles, are 
amortized over their useful lives. Customer relationship intangibles are amortized annually using an accelerated method for up 
to 15 years. Technology is generally amortized over a five year period also using an accelerated method. Trade name intangible 
has been amortized on a straight-line basis over three years.  Amortization of these assets is reported in other operating 
expenses.  The amortization period is monitored to determine if circumstances require the period to be revised. The Company 
also periodically reviews its intangible assets for changes in circumstances that may indicate that the carrying amount of the 
assets are impaired. The Company tests its intangible assets for impairment if conditions indicate that an impairment loss has 
more likely than not been incurred by evaluating the recoverability of the assets’ carrying value using estimates of undiscounted 
future cash flows over the remaining assets’ lives. Any impairment loss is measured by the excess of carrying value over fair 
value and is recorded in the measured period as additional amortization expense. 
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Stock-Based Compensation 
 
Stock-based compensation expense is recognized in the statements of income over the awards’ vesting period based on the 
fair value of the award at the grant date. 
 
The Company accounts for the liability associated with its stock appreciation rights plan at fair value which is re-measured 
quarterly.  Fair value is measured using the Black-Scholes-Merton option pricing model.  The associated compensation expense 
or credit reported in the statement of income represents the change in the re-measured liability. 
 
Income Taxes 
 
The Company and its wholly-owned subsidiaries file income tax returns in the U.S. Federal jurisdiction and in the states of New 
York, Florida and Ohio. Deferred income tax assets and liabilities are recognized for the future tax consequences attributable to 
differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. 
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in 
which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a 
change in tax rates is recognized in the period that includes the enactment date. 
 
The Company recognizes interest and penalties accrued on any unrecognized tax benefits as a component of income tax 
expense.  

 
Derivative Financial Instruments 
 
Derivatives are recognized as either assets or liabilities in the balance sheet and are measured at fair value. If certain conditions 
are met, a derivative may be specifically designated as: (a) a hedge of the exposure to changes in the fair value of a recognized 
asset or liability or an unrecognized firm commitment; (b) a hedge of the exposure to variable cash flows of a forecasted 
transaction; or (c) a hedge of the foreign currency exposure of a net investment in a foreign operation, an unrecognized firm 
commitment, an available for sale security, or a foreign currency denominated forecasted transaction. The accounting for 
changes in the fair value of a derivative depends on the intended use of the derivative and the resulting designation. At inception 
of the hedge, management establishes the application of hedge accounting and the method it will use for assessing the 
effectiveness of the hedging derivative and the measurement approach for determining the ineffective aspect of the hedge. 
These are consistent with management’s approach to managing risk. 
 
The Company’s derivative financial instruments include: (1) commitments to originate fixed-rate residential real estate loans to 
be held for sale; (2) commitments to sell fixed-rate residential loans; and (3) interest rate swap agreements.  

 
Commitments to originate and commitments to sell fixed-rate residential real estate loans are recorded in the consolidated 
balance sheet at estimated fair value. Neither of these derivative instruments are considered hedges; therefore, periodic changes 
in the fair value of these instruments are recognized in mortgage banking income in the period in which the change occurs. 
However, due to the minimal volume and short-term nature of these instruments, the net impact of a change in fair value from 
the instruments’ initially recognized fair value is generally immaterial. 
 
The Company utilizes interest rate swap agreements as part of its management of interest rate risk to modify the repricing 
characteristics of its floating-rate junior subordinated debentures. For swap agreements, amounts receivable or payable are 
recognized as accrued under the terms of the agreement, and the net differential is recorded as an adjustment to interest 
expense of the related debentures. Interest rate swap agreements are designated as cash flow hedges. Therefore, the effective 
portion of the swaps’ unrealized gain or loss was initially recorded as a component of other comprehensive income, and 
subsequent effective portions are recognized in interest expense. The ineffective portion of the unrealized gain or loss, if any, is 
reported in other operating income.  
 
The Company also utilizes interest rate swap agreements for certain variable rate commercial loans whereby the Company and 
clients enter into interest rate swap agreements that result in clients paying a fixed rate to the Company and the Company paying 
a variable rate to borrowers.  The transaction allows the client to effectively convert a variable rate loan to a fixed rate. The 
Company then enters into separate interest rate swap agreements having exact opposite matching terms with another financial 
institution.  The Company does not designate either interest rate swap as hedging instruments.  Because the terms of the swaps 
with the client and the other financial institution offset each other, with the only difference being counterparty credit risk, changes 
in the fair value of the underlying derivative contracts are not materially different and do not significantly impact the Company’s 
results of operation.   
 
Accumulated Other Comprehensive Loss 
 
The Company’s comprehensive income consists of net income, changes in the net unrealized holding gains and losses of 
securities available for sale, and changes in the net unrealized gain or loss on the effective portion of cash flow hedges. 
Accumulated other comprehensive loss on the consolidated statements of stockholders’ equity is presented net of taxes. 
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Treasury Stock 
 
Treasury stock is carried on the consolidated balance sheet at cost as a reduction of stockholders’ equity. Shares are released 
from treasury at original cost on a first-in, first-out basis, with any gain on the sale reflected as an adjustment to additional paid-
in capital. Losses are reflected as an adjustment to additional paid-in capital to the extent of gains previously recognized, 
otherwise as an adjustment to retained earnings. 
 
Trust and Investment Services Income 
 
Assets held in fiduciary or agency capacity for clients are not included in the accompanying consolidated balance sheets, since 
such assets are not assets of the Company. Fees are calculated based generally upon the market value of the underlying assets. 
Fee income is recognized when earned, and is not subject to return-performance contingencies. 
 
Earnings Per Share 
 
Basic earnings per share is calculated by dividing net income available to common shareholders by the weighted average 
number of shares outstanding during the year. Diluted earnings per share includes the maximum dilutive effect of stock issuable 
upon exercise of stock options. 
 
New Accounting Standards 
 
The following Accounting Standards Updates (ASU) were implemented during 2017 with no material impact to the Company’s 
financial condition or results of operations. 
 
ASU 2016-05 Derivatives and Hedging (Topic 815) Effect of Derivative Contract Novations on Existing Hedge Accounting 
Relationships. ASU 2016-05 clarifies that a change in the counterparty to a derivative instrument that has been designated as 
the hedging instrument under ASC Topic 815 does not, in and of itself, require dedesignation of that hedging relationship 
provided that all other hedge accounting criteria continue to be met. ASU 2016-05 had no impact on our consolidated financial 
statements. 
 
ASU 2016-07 Simplifying the Transition to the Equity Method of Accounting. The amendment affects all entities that have an 
investment that becomes qualified for the equity method of accounting as a result of an increase in the level of ownership interest 
or degree of influence. ASU 2016-07 simplifies the transition to the equity method of accounting by eliminating retroactive 
adjustment of the investment when an investment qualifies for use of the equity method, among other things. ASU 2016-07 had 
no impact on our consolidated financial statements. 
 
ASU 2016-09 Improvements to Employee Share-Based Payment Accounting. The amendments in this Update were intended 
to simplify several aspects of the accounting for employee share-based payment transactions, including the accounting for 
income taxes, forfeitures, and statutory tax withholding requirements, as well as classification in the statement of cash flows. 
Under ASU 2016-09, all excess tax benefits and tax deficiencies related to share-based payment awards should be recognized 
as income tax expense or benefit in the income statement during the period in which they occur. Previously, such amounts were 
recorded in the pool of excess tax benefits included in additional paid-in capital, if such pool was available. Because excess tax 
benefits are no longer recognized in additional paid-in capital, the assumed proceeds from applying the treasury stock method 
when computing earnings per share exclude the amount of excess tax benefits that would have previously been recognized in 
additional paid-in capital. Additionally, excess tax benefits are classified along with other income tax cash flows as an operating 
activity rather than a financing activity, as was previously the case. ASU 2016-09 also provides that an entity can make an entity-
wide accounting policy election to either estimate the number of awards that are expected to vest (current GAAP) or account for 
forfeitures when they occur. ASU 2016-09 changes the threshold to qualify for equity classification (rather than as a liability) to 
permit withholding up to the maximum statutory tax rates (rather than the minimum as was previously the case) in the applicable 
jurisdictions.  
 
The Company's consolidated financial statements for the year ended December 31, 2017 include the provisions of ASU 2016-
09 effective January 1, 2017. The requirement to report the excess tax benefit related to settlements of share-based payment 
awards in earnings as an increase or (decrease) to income tax expense has been applied to settlements occurring on or after 
January 1, 2017, and the impact of applying that guidance reduced reported income tax expense by $0.3 million. 
 
ASU 2016-09 also requires that all income tax-related cash flows resulting from share-based payments be reported as operating 
activity in the statement of cash flows. Previously, income tax benefits at settlement of an award were reported as a reduction 
of operating cash flows and an increase to financing cash flows to the extent that those benefits exceeded the income tax 
benefits reported in earnings during the award's vesting period.  
 
The Financial Accounting Standards Board issues, from time to time, updates containing technical amendments.  These updates 
are generally effective immediately upon their issuance, but have no practical impact on our financial condition or results of 
operations.  Because these are technical in nature, and have no material impact, a summary is not included herein. 
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(2) Acquisitions 
 
Over time, the Company has made several acquisitions. A summary of those for which transactions impact the current period 
follows: 

 
On November 30, 2011, the Company acquired a majority interest (65%) in WBI OBS Financial, LLC (WBI), a company formed 
to concurrently acquire OBS Holdings, Inc. (OBS). OBS, an Ohio-based company, provides brokerage and investment sub-
advisory services to the Bank and several other financial institutions, primarily community banks and credit unions. Under the 
terms of WBI’s acquisition of OBS, it will pay the seller a total of $7 million, including $1 million cumulative quarterly non-maturity 
payments contingent upon net revenue improvements at OBS. The acquisition resulted in the recording of certain intangible 
assets (customer list: $2.3 million and technology: $0.9 million), related deferred tax liabilities of $1.3 million, and goodwill of 
$6.8 million. The customer list intangible is being amortized on an accelerated basis over twelve years and technology over five 
years. The owner of the minority interest (35%) was required to meet certain requirements associated with referring new business 
to OBS within the five year period following the acquisition to maintain some or all of their 35% ownership interest. An insignificant 
portion of the new business requirements were realized.  Accordingly, in January 2016, the Company exercised its rights to 
acquire the remaining 35% ownership interest. The Company paid $0.3 million, which was based on a formula that was 
established in the original purchase documents.  At both December 31, 2017 and December 31, 2016, the Company owns 100% 
of WBI. 

 
Acquisition-related identifiable intangible assets were comprised of the following at December 31, (in thousands): 

 
 2017 2016

Gross carrying amounts  12,255   12,255  
Less accumulated amortization  (10,868)  (10,225)

 
Intangible asset – net $  1,387   2,030  

 
Amortization expense amounted to $0.6 million and $0.9 million for the years ended December 31, 2017 and 2016, respectively. 
Amortization expense is projected over the next five years as follows: 2018: $0.5 million; 2019: $0.4 million; 2020: $0.2 million, 
2021: $0.1 million and 2022 $0.1 million. 

  
(3) Securities 
 
Amortized cost, gross unrealized gains (gross unrealized losses), and fair value of available-for-sale and held-to-maturity 
securities at December 31, 2017 are summarized as follows: 
 
     2017 

       Gross Unrealized   

     Amortized      Fair 
     Cost Gains  Losses  Value 
Securities Available for Sale:         
 U.S. Treasury   $  504    -    (1)  503  
 U.S. government sponsored enterprise obligations    194,158    8   (2,938)  191,228  
 State and municipal obligations     110,867    8   (1,685)  109,190  
 Equity securities     4,700    2   (112)  4,590  
                   Total Securities Available for Sale  $  310,229    18   (4,736)  305,511  

 
Securities Held to Maturity:          
 State and municipal obligations     84,753    21   (282)  84,492  
 Corporate obligations     419    220    -     639  
                   Total Securities Held to Maturity  $  85,172    241   (282)  85,131  

             
 
 
 
 
 
 
 
 
 
 



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
Notes to Consolidated Financial Statements December 31, 2017 and 2016 

 

18 

The amortized cost and fair value of debt securities by years to maturity as of December 31, 2017, is as follows (in thousands). 
Maturities of amortizing securities are classified in accordance with their contractual repayment schedules. Expected maturities 
will differ from contractual maturities since issuers may have the right to call or prepay obligations without penalties. 
 
 
    Available for Sale   Held to Maturity   

    Amortized      Amortized      
    Cost    Fair Value   Cost   Fair Value   
  Years               
  Under 1 $  873      870     30,945     30,908    
  1 to 5   243,131      239,596     53,808     53,584    
  5 to 10   60,922      59,851     -      -     
  10 and over   603      604     419     639    
                   Total $  305,529      300,921     85,172     85,131    

                 
                 
Amortized cost, gross unrealized gains (gross unrealized losses), and fair value of available-for-sale and held-to-maturity 
securities at December 31, 2016 are summarized as follows: 
 
     2016 

       Gross Unrealized   
     Amortized     Fair 
     Cost Gains  Losses  Value 

Securities Available for Sale:          
 U.S. Treasury   $  505   -   -     505  
 U.S. government sponsored enterprise obligations    134,970    18   (2,663)  132,325  
 State and municipal obligations     67,932    24   (2,047)  65,909  
 Equity securities     3,700    2   (106)  3,596  
                 Total securities Available for Sale  $  207,107    44   (4,816)  202,335  

 
 

Securities Held to Maturity:          

 U.S. government sponsored enterprise obligations  $  1    -     -     1  
 State and municipal obligations     123,895    133   (514)  123,514  

 Corporate obligations    453    309    -     762  
                   Total Securities Held to Maturity  $  124,349    442   (514)  124,277  

 
 
At December 31, 2017, and 2016, securities at amortized cost of $238.2 million and $223.5 million, respectively, were pledged 
to secure municipal deposits and for other purposes required or permitted by law.  
 
No held-to-maturity or available-for-sale securities were sold in 2017 or 2016.  
 
Interest on securities segregated between taxable interest and tax-exempt interest for the years ended December 31, 2017 and 
2016, follows (in thousands): 

 
 2017 2016
Taxable $ 3,332 2,506
Tax-exempt 2,516 2,662
  
     Total $ 5,848 5,168

 
 
 
 
 
 
 
 



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
Notes to Consolidated Financial Statements December 31, 2017 and 2016 

 

19 

The following table presents the fair value of securities with gross unrealized losses at December 31, 2017, aggregated by 
category and length of time that individual securities have been in a continuous loss position (in thousands). 

 
  Less than 12 months   Over 12 months   Total 

    Fair  Unrealized  Fair  Unrealized   Fair  Unrealized
Securities Available for Sale:  Value  Losses  Value  Losses   Value  Losses

 U.S. Treasury  $   503     1     -      -      503     1  
 U.S. government sponsored enterprise obligations   69,202     591     113,445     2,347     182,647     2,938  
 State and municipal obligations   45,228     668     60,324     1,017     105,552     1,685  
 Equity securities   994     6     2,994     106     3,988     112  
                      Total temporarily impaired securities $   115,927     1,266     176,763     3,470     292,690     4,736  

 

Securities Held to Maturity:                  

 State and municipal obligations   5,767     6     69,836     276     75,603     282  
                    
  Total temporarily impaired securities $   5,767     6     69,836     276     75,603     282  

 
Substantially all of the unrealized losses on the Company's securities were caused by market interest rate changes from those 
in effect when the specific securities were purchased by the Company. The contractual terms of these securities do not permit 
the issuer to settle the securities at a price less than par value. All securities rated by an independent rating agency carry an 
investment grade rating. Because the Company does not intend to sell securities and it believes it is not likely to be required to 
sell the securities before recovery of their amortized cost basis, which may be, and is likely to be, maturity, the Company does 
not consider these securities to be other-than-temporarily impaired at December 31, 2017. 

 
The following table presents the fair value of securities with gross unrealized losses at December 31, 2016, aggregated by 
category and length of time that individual securities have been in a continuous loss position (in thousands). 
 
                    
    Less than 12 months   Over 12 months   Total 

   Fair   Unrealized   Fair   Unrealized   Fair   Unrealized 
Securities Available for Sale:  Value   Losses   Value   Losses   Value   Losses 

 U.S. Treasury $  200     -      -      -      200     -   
 U.S. government sponsored enterprise obligations $  127,197     2,663     -      -      127,197     2,663  
 State and municipal obligations   57,882     1,999     3,072     48     60,954     2,047  
 Equity securities   1,559     41     1,436     65     2,995     106  
                    
  Total temporarily impaired securities $  186,838     4,703     4,508     113     191,346     4,816  

                                        
Securities Held to Maturity:                  
 State and municipal obligations   62,387     309     23,187     205     85,574     514  
                      Total temporarily impaired securities $  62,387     309     23,187     205     85,574     514  

                    
 
The total number of security positions in the investment portfolio in an unrealized loss position at December 31, 2017 was 608 
compared to 507 at December 31, 2016. At December 31, 2017, the Company had positions in 427 investment securities with 
a fair value of $246.6 million and a total unrealized loss of $3.7 million that have been in a continuous unrealized loss position 
for more than 12 months. At December 31, 2017, there were a total of 181 securities positions in the Company’s investment 
portfolio with a fair value of $121.7 million and a total unrealized loss of $1.3 million that had been in a continuous unrealized 
loss position for less than 12 months. At December 31, 2016, the Company had positions in 107 investment securities with a 
fair value of $27.7 million and a total unrealized loss of $0.3 million that have been in a continuous unrealized loss position for 
more than 12 months. At December 31, 2016, there were a total of 400 securities positions in the Company’s investment portfolio 
with a fair value of $249.2 million and a total unrealized loss of $5.0 million that had been in a continuous unrealized loss position 
for less than 12 months.  
 
The aggregate cost of the Company's cost-method investments totaled $16.8 million and $13.3 million at December 31, 2017 
and 2016 respectively, of which $13.4 million and $10.1 million at each year end were in Federal Home Loan Bank stock and 
Federal Reserve Bank stock, as required by law.  
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(4) Loans and Allowance for Loan Losses 
 
Loans 
 
The Company's market area is generally Ontario County and Monroe County of New York State. Substantially all loans are 
made in this market area. Accordingly, the ultimate collectability of a significant portion of the Company's loan portfolio is 
susceptible to changes in the economic conditions in this area. The Company's concentrations of credit risk are as disclosed in 
the following table of loan classifications. The concentrations of credit risk in related loan commitments and letters of credit 
parallel the loan classifications reflected. Other than general economic risks, management is not aware of any material 
concentrations of credit risk to any industry or individual borrower. 

 
The major classifications of loans at December 31, 2017 and 2016, are as follows (in thousands), along with a description of 
their underwriting and risk characteristics: 
    
   2017  2016 

      
Commercial and industrial $  253,406    242,495  
Mortgages:     
 Commercial  730,394    695,595  
 Residential  - first lien   495,675    450,894  
 Residential  - junior lien   134,319    134,717  
Consumer:     
 Automobile - indirect   493,758    391,557  
 Other   30,681    28,248  
Loans held for sale   5,645    4,968  
   Total loans   2,143,878    1,948,474  

Plus - Net deferred loan costs   16,728    13,281  
Less - Allowance for loan losses  (20,961) (20,761)
      
   Loans - net $  2,139,645    1,940,994  

 
Commercial and Industrial Loans: These loans generally include term loans and lines of credit.  Such loans are made available 
to businesses for working capital (including inventory and receivables), business expansion (including acquisition of real estate, 
expansion and improvements) and equipment purchases. As a general practice, a collateral lien is placed on equipment or other 
assets owned by the borrower.  These loans carry a higher risk than commercial real estate loans by the nature of the underlying 
collateral, which can be business assets such as equipment and accounts receivable. To reduce the risk, management also 
attempts to secure secondary collateral, such as real estate, and obtain personal guarantees of the borrowers.  To further reduce 
risk and enhance liquidity, these loans generally carry variable rates of interest, repricing in three- to five-year periods, and have 
a maturity of five years or less. Lines of credit generally have terms of one year or less and carry floating rates of interest (e.g., 
prime plus a margin). 
 
Commercial Mortgages: Commercial real estate loans are made to finance the purchases of real property which generally 
consists of real estate with completed structures. These commercial real estate loans are secured by first liens on the real estate, 
which may include apartments, commercial structures housing businesses, healthcare facilities, and other non-owner occupied 
facilities.  These loans are considered by the Company to be less risky than commercial and industrial loans, since they are 
secured by real estate and buildings. The loans typically have adjustable interest rates, repricing in three- to five-year periods, 
and require principal payments over a 10- to 25-year period.  Many of these loans include call provisions within 10 to 15 years 
of their origination. The Company’s underwriting analysis includes credit verification, independent appraisals, a review of the 
borrower's financial condition, and the underlying cash flows. These loans are typically originated in amounts of no more than 
80% of the appraised value of the property serving as collateral. 
 
Residential First-Lien Mortgages: The Company originates adjustable-rate and fixed-rate, one-to-four-family residential real 
estate loans for the construction, purchase or refinancing of a mortgage.  These loans are collateralized by owner- and non-
owner-occupied properties located in the Company’s market area. They are amortized over five to 30 years. Substantially all 
residential loans secured by first mortgage liens are originated by CNB Mortgage and sold to either the Bank or third-party 
investors.  Generally, fixed-rate mortgage loans with a maturity or call date of ten years or less and a rate of 3.5% or more are 
retained in the Company’s portfolio.  For longer term, fixed-rate residential mortgages without escrow, the Company generally 
retains the servicing, but sells the right to receive principal and interest to Federal Home Loan Mortgage Company, also known 
as Freddie Mac.  All loans not retained in the portfolio or sold to Freddie Mac are sold to unrelated third parties with servicing 
released.  This practice allows the Company to manage interest rate risk, liquidity risk, and credit risk.  From time to time, the 
Company may also purchase residential mortgage loans which are originated and serviced by third parties. In an effort to manage 
risk of loss and strengthen secondary market liquidity opportunities, management typically uses secondary market underwriting, 
appraisal, and servicing guidelines.  Loans on one-to-four-family residential real estate are mostly originated in amounts of no 
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more than 85% of appraised value or have private mortgage insurance. Mortgage title insurance and hazard insurance are 
normally required. Construction loans have a unique risk, because they are secured by an incomplete dwelling. This risk is 
reduced through periodic site inspections, including at each loan draw period. 
 
Residential Junior-Lien Mortgages: The Company originates home equity lines of credit and second mortgage loans (loans 
secured by a second (junior) lien position on one-to-four-family residential real estate).  These loans carry a higher risk than first 
mortgage residential loans as they are in a second position relating to collateral.  Risk is reduced through underwriting criteria, 
which include credit verification, appraisals, a review of the borrower's financial condition, and personal cash flows.  A security 
interest, with title insurance when necessary, is taken in the underlying real estate. 
 
Consumer Automobile- Indirect Loans: The Company funds indirect automobile loans - loans processed by automobile dealers 
on behalf of the Bank. These loans carry a fixed rate of interest with principal repayment terms typically ranging from one to 
seven years, based upon the nature of the automobile, the size of the loan, and the credit score of the borrower. Although 
secured by a vehicle these loans carry a higher risk of loss than real-estate secured loans, particularly in the early years of  the 
loan, because automobiles are depreciating assets whose value declines over time, and at a more rapid rate than the related 
loan’s principal balance. 
 
Other Consumer Loans: The Company funds a variety of other consumer loans, including automobile loans, recreational vehicle 
loans, boat loans, aircraft loans, home improvement loans, and personal loans (collateralized and uncollateralized). Most of 
these loans carry a fixed rate of interest with principal repayment terms typically ranging from one to ten years, based upon the 
nature of the collateral and the size of the loan. The majority of consumer loans are underwritten on a secured basis using the 
underlying collateral being financed or a customer's deposit account. A small amount of loans are unsecured, which carry a 
higher risk of loss. 
 
Loans Held for Sale: These are the Residential First-Lien Mortgages, discussed above, which are sold to Freddie Mac and other 
third parties. These loans are carried at their lower of cost or fair value, calculated on a loan-by-loan basis. 
 
Commercial loan participations serviced for others amounted to $74.6 million and $104.9 million at December 31, 2017 and  
2016, respectively.  Residential mortgage loans serviced for Freddie Mac, amounted to $575.9 million and $587.4 million at 
December 31, 2017 and  2016, respectively.  None of these loans are included in the Consolidated Financial Statements or the 
tables within this Note. 

 
Certain executive officers, directors and their business interests are customers of the Company. Transactions with these parties 
are based on substantially the same terms as similar transactions with unrelated third parties and do not carry more than normal 
credit risk. Borrowings by these related parties amounted to $9.1 million and $8.6 million at December 31, 2017 and 2016, 
respectively. During 2017, new borrowings amounted to $1.2 million (including borrowings of executive officers and directors 
that were outstanding at the time of their election), and repayments and other reductions were $0.7 million. 

 
Allowance for Loan Losses 

The following tables present an analysis of the allowance for loan losses by loan type, including a summary of the loan types 
individually and collectively evaluated for impairment as of December 31, 2017 and, 2016, respectively (in thousands). 
Notwithstanding the estimated allocations set forth in any table, the entirety of the allowance is available to absorb losses in any 
portfolio.  Loan balances do not include $16.7 million and $13.3 million of net deferred loan costs as of December 31, 2017 and 
December 31, 2016, respectively. 

  2017 
   Residential  Residential  Loans  

  Commercial Commercial  mortgage  -  mortgage  -  Consumer 
-

Consumer - held for  

   and industrial mortgage  first lien  junior lien   indirect other sale  Unallocated Total

Beginning Balance $  6,325    1,527    1,811    321    8,842    1,935    -     -     20,761  

Charge-offs  (3,848) (874) (108) (109) (2,191) (979)  -     -    (8,109)

Recoveries   154    -     148    45    1,244    318    -     -     1,909  

Provision   3,827    856   (586)  33    1,587    683    -     -     6,400  

Ending Balance $  6,458    1,509    1,265    290    9,482    1,957    -     -     20,961  

                   
of which:                   

Amount of allowance                   

   for loans individually                   

   evaluated for impairment $  4,043    -     23    -     -     -     -     -     4,066  

Amount of allowance                   
   for loans collectively                   

   evaluated for impairment $  2,415    1,509    1,242    290    9,482    1,957    -     -     16,895  

Balance of loans individually                   
   evaluated for impairment $  8,194    2,400    114    -    -     -     -     -     10,708  

Balance of loans collectively                   
   evaluated for impairment $  245,212    727,994    495,561    134,319    493,758    30,681    5,645    -     2,133,170  
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  2016 
   Residential  Residential  Loans  

  Commercial Commercial  mortgage  -  mortgage  -  Consumer - Consumer - held for  

   and industrial mortgage  first lien  junior lien   indirect other sale  Unallocated Total

Beginning Balance $  2,673    4,207    2,461    294    8,713    1,652    -     565    20,565  

Charge-offs  (407) (1,261) (196) (85) (2,782) (1,027)  -     -    (5,758)

Recoveries   172    -     41    2    1,130    260    -     -     1,605  

Provision   3,887   (1,419) (495)  110    1,781    1,050    -    (565)  4,349  

Ending Balance $  6,325    1,527    1,811    321    8,842    1,935    -     -     20,761  

                   
of which:                   

Amount of allowance                   

   for loans individually                   

   evaluated for impairment $  2,571    795    -     -     -     -     -     -     3,366  

Amount of allowance                   
   for loans collectively                   

   evaluated for impairment $  3,754    732    1,811    321    8,842    1,935    -     -     17,395  

Balance of loans individually                   
   evaluated for impairment $  5,294    3,150    -     -     -     -     -     -     8,444  

Balance of loans collectively                   
   evaluated for impairment $  237,201    692,445    450,894    134,717    391,557    28,248    4,968    -     1,940,030  

 
In monitoring the credit quality of the portfolio, management applies a credit quality indicator to substantially all commercial loan 
relationships over $500,000. These quality indicators range from one through eight in increasing risk of loss. These ratings are 
used as inputs to the calculation of the allowance for loan losses. Loans rated 1 through 4 are generally allocated a lesser 
percentage allocation in the allowance for loan losses than loans rated from 5 through 8. Residential Mortgage Loans are generally 
rated 9, unless they are used to partially collateralize commercial loans, in which case they carry the rating of the respective 
commercial loan relationship, or if management wishes to recognize a well-defined weakness or loss potential to more accurately 
reflect credit risk. Unrated loans, including performing commercial loan relationships less than $500,000, are allocated a 
percentage of the allowance for loan losses on a pooled basis. 
 
Loans rated 1 include borrowers whose financial condition, liquidity, capitalization, earnings, cash flow, management and capacity to 
repay are strong.  If deficient in any of these areas, a borrower may still be considered for a 1 rating, if fully secured by cash, or 
properly margined, listed stock, investment grade corporate bonds or U.S. Government Securities, (125% collateral value to loan 
commitment). 
 
A loan rated 2 would include borrowers who are somewhat more of a credit risk than a 1 rated borrower and therefore require more 
frequent monitoring.  Those borrowers would have the following qualities: cash flow has been and is expected to be adequate to 
meet debt service requirements; financial statement is current, of good quality and in adequate detail; financial condition of company 
compares favorably with the industry averages; earnings are generally stable; borrower consistently adheres to repayment schedule 
for both principal and interest and covenants; management integrity and ability is considered sound; and industry outlook is 
acceptable. 
 
Loans rated 3 include credits whose performance is generally stable.  Also included in this category are credits where the guarantor 
is sufficiently strong to support operating losses and has demonstrated a willingness to do so. Additionally, loans risk rated 3 may 
include the following qualities: borrower’s business is tied to more economically sensitive industries; borrower may have violated one 
or more financial covenants; occasional requirements for waivers, or amendments may occur, however liquidity and capitalization 
are expected to continue to be acceptable; integrity of management is acceptable but ability remains to be proven; borrower may not 
compare well to industry standards; relationship requires a high level of monitoring due to its complexity.  Also, financial data of 
affiliates may not be available or difficult to track; borrower may not provide sufficient documentation for confirming all taxable 
income/losses but consistently adheres to repayment schedules for both principal and interest.  Also, borrower may report a high 
level of contingent liabilities. 
 
Loans rated 4 would include credits which demonstrate any or all of the following criteria: borrower’s or guarantor’s financial 
performance shows negative trends and yet cash flow remains still adequate to repay debt; loans which continue to pay as agreed 
but the Bank has not received current financial statements to confirm repayment ability and to enable management to complete a 
timely annual review; most commercial construction loans; loan has been processed through automated underwriting and does not 
meet management’s scoring threshold; loans to start-up companies until the borrower’s have achieved stabilized operations (i.e., 1-
3 years); and loans recommended for upgrade from problem loan status (5 through 8) would generally pass through this category for 
6 months to a year unless there are sufficient reasons to bypass this rating and be upgraded to a 3 or higher. 
 
Loans risk rated 5 are currently protected but are potentially weak. These loans, in management’s judgment, constitute an undue and 
unwarranted credit risk but not to the point of justifying a classification of substandard. The credit risk may be relatively minor yet 
constitute an unwarranted risk in light of the circumstances surrounding a specific asset. Loans in this category have potential 
weaknesses which may, if not checked or corrected, weaken the loan or inadequately protect the Bank's credit position at some 
future date.  This might include loans which the lending officer may be unable to supervise properly because of: lack of expertise, 
inadequate loan agreement, the poor condition of or lack of control over collateral, failure to obtain proper documentation or any other 



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
Notes to Consolidated Financial Statements December 31, 2017 and 2016 

 

23 

deviations from prudent lending practices.  Economic or market conditions which may, in the future, affect the obligor may warrant 
special mention of the asset. Loans for which an adverse trend in the borrower's operations or an imbalanced position in the balance 
sheet which has not reached a point where the liquidation is jeopardized may be included in this classification. 
 
Loans risk rated 6 are considered substandard. A substandard loan is inadequately protected by the sound worth and paying capacity 
of the obligor or of the collateral pledged, if any.  Loans so classified must have a well-defined weakness or weaknesses that 
jeopardize the liquidation of the debt. They are characterized by the distinct possibility that the Bank will sustain some loss if the 
deficiencies are not corrected.  Loss potential, while existing in the aggregate amount of substandard loans, does not have to exist in 
individual loans classified substandard. Residential mortgages are not subject to substandard classification unless the following well 
defined weaknesses have occurred: the ability of the borrower to repay the debt is questionable as evidenced by delinquency of 90 
days, and repayment of the debt is dependent on the sale of the underlying real estate. A consumer loan is considered a substandard 
asset only when it is 90 days past due. 
 
Loans risk rated 7 are categorized as doubtful. These loans have all the weaknesses inherent in one classified substandard with the 
added characteristic that the weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions, and 
values, highly questionable and improbable. The possibility of loss is extremely high but because of certain important and reasonably 
specific pending factors which may work to the advantage and strengthening of the loan, its classification as an estimated loss is 
deferred until its more exact status may be determined. Pending factors include proposed merger, acquisition, or liquidation 
procedures, capital injection, perfecting liens on additional collateral and refinancing plans. The entire amount of the loan might not 
be classified as doubtful when collection of a specific portion appears highly probable. Loans are generally not classified doubtful for 
an extended period of time (i.e., over a year). 
 
Loans classified 8, or loss, are considered uncollectible and of such little value that their continuance as bankable assets is not 
warranted. This classification does not mean that the asset has absolutely no recovery or salvage value, but rather it is not practical 
or desirable to defer writing off this basically worthless asset even though partial recovery may be affected in the future.  Losses are 
taken in the period in which they surface as uncollectible. 
 
Loans in category 9 and unrated are evaluated for credit quality after origination principally based upon delinquency status, but 
may also include credit scores and collateral valuations. 
 
The following tables present the loan portfolio as of December 31, 2017 and 2016 by credit quality indicator (in thousands). 
Except for loans in the 9 and unrated categories, credit quality indicators are reassessed for each applicable loan at least 
annually, generally upon the anniversary of the loan’s origination or receipt and analysis of the borrower’s financial statements, 
when applicable, or in the event that information becomes available that would cause us to re-evaluate.  
                   

Credit Quality Indicator Analysis as of December 31, 2017 
                   

  

Residential Residential Loans Deferred 

Commercial Commercial mortgage  - mortgage  - Consumer - Consumer - held for Fees and 

 and industrial mortgage first lien junior lien  indirect other sale Costs Total

1-Superior $  29,776    -     -     -     -     5,909    -     -     35,685  

2-Good   42,906    91,651    1,352    2,265    -     -     -     -     138,174  

3-Satisfactory   32,869    270,308    5,739    458    -     -     -     -     309,374  

4-Watch   40,008    270,017    22,829    1,303    -     -     -     -     334,157  

5-Special Mention   6,557    10,447    -     -     -     -     -     -     17,004  

6-Substandard   11,009    9,704    2,079    400    -     -     -     -     23,192  

7-Doubtful   825    -     -     -     -     -     -     -     825  

8-Loss   -     -     -     -     -     -     -     -     -   

Subtotal $  163,950    652,127    31,999    4,426    -     5,909    -     -     858,411  

9 and not rated   89,456    78,267    463,676    129,893    493,758    24,772    5,645    16,728    1,302,195  

Total $  253,406    730,394    495,675    134,319    493,758    30,681    5,645    16,728    2,160,606  

                   
                   

Credit Quality Indicator Analysis as of December 31, 2016 
                   

  

Residential Residential Loans Deferred 

Commercial Commercial mortgage  - mortgage  - Consumer - Consumer - held for Fees and 

 and industrial mortgage first lien junior lien  indirect other sale Costs Total

1-Superior $  26,256    -     -     -     -     5,499    -     -     31,755  

2-Good   42,562    87,040    680    500    14    -     -     -     130,796  

3-Satisfactory   43,795    204,676    2,741    2,319    -     -     -     -     253,531  

4-Watch   34,923    307,591    28,573    798    -     -     -     -     371,885  

5-Special Mention   6,290    12,666    83    -     -     -     -     -     19,039  

6-Substandard   16,525    7,281    2,178    563    -     -     -     -     26,547  

7-Doubtful   318    795    -     -     -     -     -     -     1,113  

8-Loss   -     -     -     -     -     -     -     -     -   

Subtotal $  170,669    620,049    34,255    4,180    14    5,499    -     -     834,666  

9 and not rated   71,826    75,546    416,639    130,537    391,543    22,749    4,968    13,281    1,127,089  

Total $  242,495    695,595    450,894    134,717    391,557    28,248    4,968    13,281    1,961,755  
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The following table presents, as of December 31, 2017 and December 31, 2016, a summary of information regarding 
nonaccruing loans and other nonperforming (in thousands): 
 
    2017  2016 

Accruing loans 90 days or more delinquent $  330     635   

Nonaccruing loans   12,994     11,064   

  Total nonperforming loans   13,323     11,699   

Other real estate owned   568     1,048   

 (less write-down of other real estate owned)  (254)  (160) 

         

  Total nonperforming assets $  13,638     12,587   

         

 
The following tables present, as of December 31, 2017 and December 31, 2016, additional details about the loan portfolio in the 
form of an aging analysis. Amounts exclude deferred fees and costs (in thousands). 

 
   2017 

       90 Days > 90 Days  

   30-59 Days 60-89 Days  Or Total Total and Non-Accrual

   Past Due Past Due Greater Past Due Current Loans Accruing Loans

Commercial and industrial $  559   148   8,217   8,924   244,482   253,406   23   8,194  

Commercial mortgages   152   -    2,400   2,552   727,842   730,394   -    2,400  

Residential - first lien   849   1,038   2,000   3,887   491,788   495,675   -    2,000  

Residential - junior lien   977   152   400   1,529   132,790   134,319   -    400  

Consumer:   

 Automobile - Indirect   5,047   897   292   6,236   487,522   493,758   292   -   

 Other   133   105   15   253   30,428   30,681   15   -   

Loans held-for-sale   -    -    -    -    5,645   5,645   -    -   

  $  7,717   2,340   13,324   23,381   2,120,497   2,143,878   330   12,994  

 
                  

   2016 

       90 Days > 90 Days   

   30-59 Days 60-89 Days  Or Total Total and Non-Accrual

   Past Due Past Due Greater Past Due Current Loans Accruing Loans

Commercial and industrial $  411    27    5,294    5,732    236,763    242,495    -     5,294  

Commercial mortgages   -     1,687    3,150    4,837    690,758    695,595    -     3,150  

Residential - first lien   1,925    -     2,262    4,187    446,707    450,894    205    2,057  

Residential - junior lien   274    48    563    885    133,832    134,717    -     563  

Consumer:                 

 Automobile - Indirect   4,956    1,001    397    6,354    385,203    391,557    397    -   

 Other   171    41    33    245    28,003    28,248    33    -   

Loans held-for-sale   -     -     -     -     4,968    4,968    -     -   

Total  $  7,737    2,804    11,699    22,240    1,926,234    1,948,474    635    11,064  

 
 
A summary of information regarding impaired loans as of and for the years ended December 31, 2017 and 2016 follows (in 
thousands): 

 
  2017  2016 
       
Recorded investment at period end $  12,994     11,064   
Impaired loans with specific related allowance at period end $  8,185     6,022   
Amount of specific related allowance at period end $  4,066     3,366   
Average investment during the period $  13,697     13,202   
Interest income recognized on a cash basis during the period $  86     192   
Interest income forgone on impaired loans $  464     773   
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The details of impaired loans follow (in thousands). “Recorded investment”, “Unpaid Principal Balance”, and “Specific Related 
Allowance” are as of the years ended December 31, 2017 and  2016 , respectively.  “Average Recorded Investment” is a four-
quarter rolling average for the respective periods.  “Interest Income Recognized” is for the respective year-to-date periods:   

 

    2017 

   Unpaid Specific Average Interest

   Recorded  Principal Related Recorded  Income 

With no specific allowance Investment  Balance Allowance Investment Recognized

 Commercial and industrial $  123    133    -     63    27  

 Commercial mortgage   2,400    3,108    -     3,716   1  

 Residential mortgage - first lien   1,886    2,216    -     2,115    58  

 Residential mortgage - junior lien   400    400    -     212    -   

  Subtotal   4,809    5,857    -     6,106    86  

With specific allowance           

 Commercial and industrial   8,071    8,492    4,043    7,434    -   

 Commercial mortgage   -     -     -     99    -   

 Residential mortgage - first lien   114    115    23    58    -   

  Subtotal   8,185    8,607    4,066    7,591    -   

  Total $  12,994    14,464    4,066    13,697    86  

Summary by portfolio:           
Commercial $  10,594    11,733    4,043    11,312    28  

Residential   2,400    2,731    23    2,385    58  

  Total $  12,994    14,464    4,066    13,697    86  

 
 

    2016 

   Unpaid Specific Average Interest

   Recorded  Principal Related Recorded  Income 

With no specific allowance Investment  Balance Allowance Investment Recognized

 Commercial and industrial $  67    73    -     582    22  

 Commercial mortgage   2,355    2,838    -     2,775    70  

 Residential mortgage - first lien   2,057    2,400    -     2,016    86  

 Residential mortgage - junior lien   563    614    -     591    13  

 Consumer - other   -     -     -     -     1  

  Subtotal   5,042    5,925    -     5,964    192  

With specific allowance           

 Commercial and industrial   5,227    5,290    2,571    4,988    -   

 Commercial mortgage   795    988    795    1,735    -   

 Residential mortgage - first lien   -     -     -     515    -   

  Subtotal   6,022    6,278    3,366    7,238    -   

  Total $  11,064    12,203    3,366    13,202    192  

Summary by portfolio:           
 Commercial $  8,444    9,189    3,366    10,080    92  

 Residential   2,620    3,014    -     3,122    99  

 Consumer and other   -     -     -     -     1  

  Total $  11,064    12,203    3,366    13,202    192  

 

Troubled Debt Restructurings (TDR) 

As of December 31, 2017, there were two commercial relationships totaling $1.9 million that were considered TDRs due to the 
nature of the concessions granted to the borrowers.  The balances of the underlying loans are included in non-performing loans. 

The first relationship totaling $1.7 million was restructured in 2014. As of December 31, 2017, no impairment reserves were 
included in the allowance for loan losses based on the current valuation of collateral (net of costs to sell). The significant term 
modified was the monthly principal and interest amount. We agreed to forbear our rights under the default provisions in the 
original loan agreements on the condition that the borrower would make lesser payments and provide certain financial 
information pursuant to the terms of a Forbearance Agreement, which has expired.   

The other relationship totaling $0.2 million was restructured in 2017.  As of December 31, 2017, no impairment reserves were 
included in the allowance for loan losses based on the current valuation of collateral (net of costs to sell). The balance was 
modified for the advancement of taxes and payments were subsequently increased to accommodate the addition of an escrow 
account. 

As of December 31, 2017, there were eight residential loans totaling $1.9 million that were classified as TDRs. Three loans 
totaling $0.9 million became TDRs in 2017, one $0.1 million loan became a TDR in 2016, one $0.1 million loan became a TDR 
in 2015, one $0.4 million loan became a TDR in 2014, and the remaining two loans totaling $0.4 million became TDRs in 2013. 
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There were less than $0.1 million of impairment reserves for the residential loans based on the current valuation of collateral 
(net of costs to sell). 

(5) Premises and Equipment 
 
A summary of premises and equipment at December 31, 2017 and  2016, follows (in thousands): 
 
 2017 2016
Land and land improvements $ 945 948
Buildings and leasehold improvements 27,569 27,121
Furniture, fixtures and equipment 21,996 21,867
 50,511 49,936

Less accumulated depreciation and amortization 36,761 35,608
 
Premises and equipment - net $ 13,750 14,328

 
Depreciation and amortization expense amounted to $2.9 million and $2.8 million, for the years ended December 31, 2017 and  
2016, respectively. 
 
In June 2008, the Company completed the sale and subsequent lease-back of six banking offices.  The gross gain of $1.6 million 
was deferred and included in Accrued Interest Payable and Other Liabilities in the Consolidated Balance Sheets and is amortized 
as a credit to Occupancy expenses on a straight-line basis for 15 years through 2023, the term of the underlying leases. 

 
(6) Loan Servicing Assets 

 
Changes in loan servicing assets, recorded in Other Assets in the Consolidated Balance Sheets, for each of the years presented, 
and the respective period-end estimated fair values were as follows (in thousands): 

 
 2017   2016 
  Book   Estimated  Book   Estimated
  Value   Fair Value   Value   Fair Value 

Balance at January 1, $  2,675   $  4,298   $  2,734   $  4,624  

Originations   518        778     

Amortization  (797)     (837)   

Balance at December 31, $  2,396   $  4,330   $  2,675   $  4,298  

 
Included in Loan servicing income, net, are gross servicing fees earned of $1.7 million for each of the years ended December 
31, 2017 and 2016.  Amortization expense of loan servicing assets for the next five years is estimated to be $0.7 million, $0.5 
million, $0.4 million, $0.3 million, and $0.2 million. 
 
The estimated fair value of loan servicing rights may vary significantly in subsequent periods due to changing interest rates and 
the effect thereof on prepayment speeds. Additionally, estimated fair value assumes there are a willing buyer and willing seller 
in the transaction. Management does not intend to sell these servicing rights. 
 
The key economic assumptions used to determine the fair value of loan servicing rights at December 31, 2017 and 2016 were 
a discount rate of 13% and 14% and weighted average portfolio maturity of 19.9 years at December 31, 2017 and December 
31, 2016. The sensitivity of fair value to changes in certain portfolio characteristics at each year end are summarized in the table 
that follows (dollars in thousands). These calculated sensitivities are hypothetical, and actual changes in the fair value of loan 
servicing rights may differ significantly from the amounts presented herein. The effect of a variation in a particular assumption 
or characteristic on the fair value of the servicing rights is calculated without changing any other assumption. However, in 
practice, changes in one factor may result in changes in another which may magnify or counteract the sensitivities. The changes 
in assumptions are presumed to be instantaneous. 
         
  2017 2016 
Weighted-average prepayment speed   153  %  148  % 
  Impact on fair value of 20% adverse change  $  (231) $  (177) 
  Impact on fair value of 20% positive change   231    235   
   
Weighted-average current coupon for similar loans  3.81% 3.80% 
  Impact on fair value of 100 basis point adverse change  $  (924) $  (824) 
  Impact on fair value of 100 basis point positive change   289    235   
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(7) Time Deposits 
 
At December 31, 2017 the scheduled maturity of time deposits was as follows (in thousands): 
 

2018 $ 193,927
2019 51,982
2020 25,540

 $ 271,449

 
Time deposits of $250,000 or more amounted to $72.9 million at December 31, 2017, and $64.3 million at December 31, 2016.  
 
(8) Borrowings 
 
Borrowings at December 31, 2017 included $38.4 million of overnight borrowings (interest rate of 1.53% per annum), four $50 
million term borrowing, with maturity dates of February 2, 2020 (1.81% per annum), February 16, 2021 (1.94% per annum), 
February 7, 2022 (2.28% per annum), and February 6, 2024 (2.67% per annum) from the Federal Home Loan Bank of New 
York, and, net of discount, a $0.3 million non-interest bearing contingent payment with no stated maturity for the acquisition of 
OBS.  
 
Borrowings at December 31, 2016 included one $100 million term borrowing, with a maturity date of January 27, 2017 (0.95% 
per annum), and one $60 million term borrowings, with a maturity date of September 14, 2017 (1.13% per annum), from the 
Federal Home Loan Bank of New York, and, net of discount, a $0.5 million non-interest bearing contingent payment with no 
stated maturity for the acquisition of OBS.  

 
The following table presents information about the Company's available lines of credit and related loan collateral at December 
31, 2017 (in thousands).  Amounts utilized include borrowings, and undrawn letters of credit in the Company's favor of $1.6 
million. 
 
  Amount Carrying Value
  Utilized Unused Collateralized by of Collateral
 
      
Federal Home Loan Bank $ 201,582 $ 282,151 Residential mortgages $ 316,782
  of New York Commercial mortgages $ 166,951
 FHLB stock $ 12,230
 
Federal Reserve Bank $ - $ 684,700 Indirect automobile loans $ 342,411
  of New York Commercial loans and mortgages $ 342,289

 
Advances under the overnight line of credit with the FHLB of New York are payable on demand and generally bear interest at 
the federal funds rate plus 0.10%. The Company also has access to the FHLB's Term Advance Program, which allows the Bank 
to borrow at various terms and rates, subject to the Bank’s pledging of eligible collateral. Advances under the Federal Reserve 
Bank of New York are payable the following business day and bear interest at the Federal Reserve Bank of New York’s discount 
rate for primary credit, which is generally 0.25% to 1.00% above the target federal funds rate. 
 
(9) Junior Subordinated Debentures and Interest Rate Swap Agreements 
 
In September 2007, the Company issued $20.6 million of unsecured, 30-year junior subordinated deferrable interest debentures 
(T3) through a wholly-owned business trust. The debentures carried a fixed interest rate of 6.32% per annum for the initial five 
years, then converted to an adjustable rate for the remaining twenty-five years at LIBOR plus 1.44%, adjustable quarterly (2.40% 
at December 31, 2017). The debentures' final maturity is December 2037, and became callable, in whole or in part, at par 
beginning December 2012 at the Company's option, and subject to Federal Reserve Bank of New York approval. Interest is 
payable quarterly. Interest payments can be deferred for up to five years, but would restrict the Company's ability to pay 
dividends. At December 31, 2017, these debentures were considered Tier I Capital for regulatory purposes. 
 
In December 2012, the Company became exposed to interest rate risk as a result of the timing of changes in interest rates 
associated with T3.  In consideration of the end of the fixed-rate period, the Company entered into a forward interest rate swap 
agreement, which became effective on December 15, 2012 and expires on December 15, 2022.  This interest rate swap 
agreement (notional value of $20.6 million) modifies the repricing characteristics of the debenture from a floating-rate debt 
(LIBOR +1.44%) to a fixed-rate debt (3.859%).   
 
In June, 2006, the Company issued $30.9 million of unsecured, 30-year floating rate junior subordinated deferrable interest 
debentures (T2) through a wholly-owned business trust. The debentures carry an interest rate of 3-month LIBOR plus 1.40% 
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(2.36% at December 31, 2017). Other significant terms of the debenture are similar to T3, except the debentures' final maturity 
is June 2036, and became callable, in whole or in part, at par after June 2012.  
 
As with T3, the Company is exposed to interest rate risk for T2. In order to reduce this risk, the Company has entered into a 
series of interest rate swap agreements since 2007 with the current agreement effective as of June 15, 2011 and expiring on 
June 15, 2021.  The agreement (notional value of $30.9 million) modifies the repricing characteristics of T2 from a floating-rate 
debt (LIBOR +1.40%) to a fixed-rate debt (4.81%).  
 
With both swap agreements the Company designated them as a cash flow hedges, and they are intended to protect against the 
variability of cash flows associated with the debentures.  Therefore, the effective portion of the swap’s unrealized gain or loss is 
recorded as a component of other comprehensive income. The ineffective portion of the unrealized gain or loss, if any, is reported 
in other operating income.  The swap agreements are carried at fair value in other liabilities on the Consolidated Balance Sheets. 
Amounts receivable or payable are recognized as accrued under the terms of the agreements, and the net differential is recorded 
as an adjustment to interest expense.  
 
The Company also utilizes interest rate swap agreements for certain variable rate commercial loans whereby the Company and 
clients enter into interest rate swap agreements that result in clients paying a fixed rate to the Company and the Company paying 
a variable rate to borrowers.  The transaction allows the client to effectively convert a variable rate loan to a fixed rate. The 
Company then enters into separate interest rate swap agreements having exact opposite matching terms with another financial 
institution.  The Company does not designate either interest rate swap as hedging instruments.  Because the terms of the swaps 
with the client and the other financial institution offset each other, with the only difference being counterparty credit risk, changes 
in the fair value of the underlying derivative contracts are not materially different and do not significantly impact the Company’s 
results of operation.  Notional values associated with the interest rate swaps, under agreements with both the clients and the 
other financial institution, amounted to $101.8 million as of December 31, 2017 and $90.4 million as of December 31, 2016.  Fair 
value is carried in other assets and other liabilities on the Consolidated Balance Sheets.   
 
(10) Income Taxes 
 
Total income taxes for each of the years ended December 31, were allocated as follows (in thousands): 
 
 2017 2016
 
Income from operations $  16,790   11,998  
Stock option exercise included in stockholders’ equity  -    (231)
Change in stockholders' equity for unrealized 
      (loss) gain on securities available for sale  22   (1,746)
Change in stockholders' equity for unrealized 
      gain on fair value of interest rate swap  434   358  
 
 $  17,246   10,379  

 
The components of income tax expense (benefit) relating to income from operations for each of the years ended December 
31, follows (in thousands): 
 
 2017 2016
Current: 
     Federal $  11,600   10,890  
     State  1,062   889  
  12,662   11,779  
 
Deferred: 
     Federal  3,968   246  
     State  160   (27)
  4,128   219  
 
 $  16,790   11,998  

 
 
 
 
 
 



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
Notes to Consolidated Financial Statements December 31, 2017 and 2016 

 

29 

Income tax expense differed from the amounts computed by applying the applicable U.S. Federal corporate tax rates to pretax 
income from operations for each of the years ended December 31, follows (dollars in thousands): 
 
 2017 2016
 
Tax expense at statutory rate of 35% $  13,586   12,070  
Tax-exempt interest  (881)  (932)
Interest expense disallowance  19   19  
State taxes, net of Federal benefit  795   560  
Stock options  (328)  -   
Nondeductible operating expenses  27   13  
Change in valuation allowance for deferred tax assets  14   (285)
Effect of future statutory tax rate change  3,732   -   
Other  (174)  553  
 
     Total $  16,790   11,998  

 
Effective tax rate 43.3% 34.8%

 
The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax 
liabilities at December 31, 2017 and  2016, are presented below (in thousands): 
 
  2017 2016
Deferred tax assets:  
     Allowance for loan losses   $  5,389   8,068  
     Incentive stock and retirement plans   1,555   2,638  
     Stock options   49   74  
     Depreciation   562   496  
     Gain on sale of premises and equipment    204   367  
     Minority-owned entities   264   335  
     Unrealized loss on securities and swaps, net   1,617   2,899  
     Net operating loss carryforwards   1,214   2,075  
     Other   -    42  
          Deferred tax assets before allowance   10,854   16,994  
     Valuation allowance   (1,135)  (1,859)

          Deferred tax assets   9,719   15,135  
  
Deferred tax liabilities:  
     Loan servicing rights   616   1,040  
     Intangible assets, net   1,097   1,449  
     Prepaid expenses   454   669  
     Other   157   -   

          Deferred tax liabilities    2,324   3,158  
  
          Net deferred tax asset  $  7,395   11,977  

 
On December 22, 2017 the “Tax Cuts and Jobs Act of 2017” was enacted into law.  This law reduced the statutory federal tax 
rate from 35% to 21% beginning in 2018.  The $3.7 million effect on deferred tax assets and liabilities from this change in tax 
rate was recognized during 2017, and is presented as “Effect of future statutory tax rate change” in the reconciliation of total 
income tax expense to tax expense computed by applying the applicable U.S. Federal corporate tax rate to pretax income from 
operations.  
 
Net deferred tax assets are included in other assets. Realization of deferred tax assets is dependent upon the generation of 
future taxable income or the existence of sufficient taxable income within the carryback period. A valuation allowance is provided 
when it is more likely than not that some portion of the deferred tax assets will not be realized. In assessing the need for a 
valuation allowance, management considers the scheduled reversal of deferred tax liabilities, the level of historical taxable 
income, and projected future taxable income over the periods in which the temporary differences comprising the deferred tax 
assets are deductible. Based on its assessment, management determined that a valuation allowance was needed for the federal 
net operating loss and mortgage recording tax credit carryforwards. The federal net operating loss carryforwards of 
approximately $5.8 million, which begin to expire in 2026, were generated by a nonbank subsidiary before the subsidiary was 
included in the Company’s consolidated federal tax return. Therefore, their utilization is limited under the Internal Revenue Code 
and related Treasury Regulations. 
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The Company recognizes interest and penalties accrued on any unrecognized tax benefits as a component of income tax 
expense. No material amount of interest expense was recognized during 2017 and  2016, for any unrecognized tax benefits.  
The Company is not subject to U.S. Federal tax examinations or state tax examinations for years before 2013. 

 
(11) Stockholder’s Equity 
 
Payment of dividends by the Bank to the Company is limited or restricted in certain circumstances. According to federal banking 
law, the approval of the Office of the Comptroller of the Currency (OCC) is required for the declaration of dividends in any year 
in which dividends exceed the total of net income for that year plus retained income for the preceding two years. At December 
31, 2017, approximately $40.6 million was available for dividends to the Company without the approval of the OCC. Payment of 
dividends by the Company’s non-bank subsidiaries is also restricted by their respective regulatory agencies. The amount of 
dividends available for payment by these companies without regulatory approval is not significant. 
 
The Company paid a $2.00 per share dividend on common stock to shareholders on February 1, 2017 and a $2.30 per share 
dividend on common stock to shareholders on August 1, 2017. In 2016, the Company paid a $1.92 per share and $1.95 per 
share on common stock to shareholders in February and August, respectively.  
 
(12) Earnings Per Share 

 
Basic and diluted earnings per share for the years ended December 31, 2017 and  2016, were computed as follows (in 
thousands, except share and per-share data): 
 
     2017 2016
Basic Earnings Per Share:     
 Net income applicable to common shareholders $  22,025    22,488  
 Weighted average common shares outstanding   1,874,284    1,879,248  
   Basic earnings per share $  11.75    11.97  

        
Diluted Earnings Per Share:     
 Net income applicable to common shareholders $  22,025    22,488  
 Weighted average common shares outstanding   1,874,284    1,879,248  
 Effect of assumed exercise of stock options   27,734    19,958  
  Total   1,902,018    1,899,206  
   Diluted earnings per share $  11.58    11.84  

 
(13) Retirement Plans 

 
Retirement Plans 
 
The Company has a combined profit sharing and 401(k) plan covering substantially all employees upon completion of 1,000 
hours of service. Contributions to the plan are determined annually by the Company’s Board of Directors. The plan is subject to 
a minimum contribution of 3% of eligible compensation. It is the Company's policy to annually fund current costs as they accrue. 
Expenses of the Plan amounted to $3.5 million, and $3.7 million, for the years ended December 31, 2017 and 2016, respectively. 

 
Employee Stock Ownership Plan 
 
The Company has an employee stock ownership plan (ESOP) for employees of the Company. Annual contributions are made 
at the discretion of the Board of Directors. ESOP expense amounted to $0.3 million, for each of the years ended December 31, 
2017 and 2016, respectively. Shares distributed to a participant upon termination of service are subject to a put option whereby 
the participant may cause the Plan’s Trust to purchase the shares at fair value. At December 31, 2017 and 2016, the plan held 
29,929 and 29,734 shares with an estimated fair value, at the respective dates, of $4.9 million and $4.6 million. 
 
Supplemental Executive Retirement Plans 
 
The Company has two unfunded, non-qualified, supplemental executive retirement plans (SERP) covering certain executives 
designed to compensate for the portion of cash compensation unable to be included in the profit sharing and 401(k) plan, 
because of limitations of the plan’s design and of the Internal Revenue Code.  The Company had accrued a liability of $1.4 
million and $1.3 million at December 31, 2017 and 2016, respectively, for these SERPs. Expenses of these plans amounted to 
$174,000 in 2017 and $49,000 in 2016. 
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(14) Stock-Based Compensation Plans 
 
The Company has two stock-based compensation plans (Stock Option Plan and Stock Appreciation Rights Plan) for 
executives, which are described below.  Amounts recognized in the Consolidated Financial Statements with respect to these 
plans are as follows (in thousands): 

 
 
 
 
 
 
 
 
 

 
Stock Option Plan 
 
The Company's stock option plan authorized grants of options to purchase up to 192,000 shares of common stock.  All 192,000 
options available were granted by year-end 2004. There are no future expenses associated with the unvested options.  The 
options were granted with an exercise price equal to the fair value of the common stock on the grant date based on the most 
recent public stock sale known to the Company immediately preceding the grant. The remaining unexercisable options will 
become exercisable during 2020.  
 
The following summarizes outstanding and exercisable options at December 31, 2017: 
 
 # Shares Subject  Weighted Average

 to Options  Exercise Price

  
Options outstanding at beginning of the year 46,815 $ 46.18
   Granted - $ -
   Exercised 8,133 $ 40.44
   Expired - $ -
  
Options outstanding at year end 38,682 $ 47.39

Options exercisable at year end 35,250 $ 47.16

Options available for future grants none  

 
At December 31, 2017, the intrinsic value of all outstanding options was approximately $4.5 million, while the intrinsic value of 
vested options included in this total was approximately $4.1 million.  The intrinsic value of options exercised during the years 
ended December 31, 2017 and 2016, were $0.9 million and $0.6 million, respectively.  No options vested in 2017 or 2016. 
 
Options outstanding (both exercisable and unexercisable) at December 31, 2017, had exercise prices ranging from $37.57 to 
$73.46. The weighted average expected life of the options is one year. Since the options have no stated expiration date, the 
expected life is calculated as the number of years from grant date to the grantee's 65th birthday. 
 
The source of shares issued upon exercise has historically been, and is expected to be, treasury shares.  From time to time, the 
Company expects to purchase shares for treasury to be used for these exercises.  The amount of shares, timing and cost of 
these purchases cannot be determined, as the Company does not know when and in what quantity participants will exercise 
their options. 
 
Stock Appreciation Rights Plan 
 
The Company has an incentive stock plan for executives which allows for the award of Stock Appreciation Rights (SARs). The 
number of rights issued is based upon the return on beginning equity in each year. SARs represent the right to receive payment 
in cash or stock, at the Compensation Committee of the Board of Director’s option, equal to the amount, if any, by which the 
market value per share of common stock on the date of exercise exceeds the SARs grant price. Long-term SARs are exercisable 
at the later of age 55 or 15 years of continuous employment with the Company or at normal retirement age (65). Medium-term 
SARs are exercisable five years from the date of grant or upon retirement. The vesting schedule is consistent with the time 
periods in which the SARs become exercisable. The following summarizes the activity of these rights as of and for the year 
ended December 31, 2017. 
 

 
 

  2017 2016
Stock option plan $  -    -   
Stock appreciation rights plan   1,321   933  
  
Pre-tax cost of plans included in salaries and employee benefits expenses $  1,321   933  

  
Amount of related income tax benefit recognized in net income $  (528)  (373)



CANANDAIGUA NATIONAL CORPORATION AND SUBSIDIARIES 
Notes to Consolidated Financial Statements December 31, 2017 and 2016 

 

32 

 Long-term SARs  Medium-term SARs 
   Weighted   Weighted

   Average   Average 

 # Rights  Grant Price  # Rights Grant Price

     
Rights outstanding, January 1, 2017  92,407  $  108.34    50,530   $  113.83  
Granted  9,667  $  153.79    18,799   $  153.80  
Exercised  29,841   $  99.71    10,748   $  99.04  
Forfeited  -    $  -     2,806   $  148.21  
Expired  -   $  -     -    $  -   
Rights outstanding at December 31, 2017  72,233  $  117.99    55,775   $  128.43  

    
Rights exercisable at December 31, 2017  47,121  $  115.04    25,423   $  100.94  

 
In February 2017, certain executives were awarded a total of 9,667 long-term SARs and 6,439 medium-term SARs, all at a grant 
price of $153.79 per share and in April 2017 certain executives were awarded 12,360 medium-term SARs at a grant price of 
$153.81 per share, the then-current market value (based on the most recent public stock sale administered by the Trust 
Department known to the Company immediately preceding the effective grant date) of the Company's common stock.   
 
During 2017, 29,841 long-term SARs were exercised with a fair value of $1,635,000, and 10,748 medium-term SARs were 
exercised with a fair value of $601,000.  During 2016, 4,088 long-term SARs were exercised with a fair value of $270,000, and 
6,145 medium-term SARs were exercised with a fair value of $400,000. The fair value of awards vested during years ended 
December 31, 2017 and 2016, amounted to $445,000 and $231,000, respectively.  
 
The weighted average estimated per-right fair values, as of December 31, 2017 and 2016, are presented below.  Fair value was 
estimated using the Black-Scholes-Merton option-pricing model with the following assumptions. No forfeitures are assumed, as 
generally none are anticipated. 

 
 2017 2016 
Right Type LTS    MTS LTS    MTS

Per-right fair value $38.66  $29.04  $38.40  $33.17  
Expected dividend yield 2.69% 2.69% 2.56% 2.56%
Risk-free interest rate 2.09% 2.09% 1.49% 1.49%
Expected Life 3.9 years 3.9 years 3.2 years 3.2 years
Volatility 3.05% 3.05% 3.30% 3.30%

 
Long-term SAR’s outstanding and medium-term SARs outstanding (both exercisable and unexercisable) at December 31, 2017, 
had exercise prices ranging from $78.98 to $153.79. The weighted average expected life of these rights is three years. Since 
these rights have no stated expiration date, the expected life is calculated as the number of years from grant date to the grantee's 
60th birthday, which is the historical life for similar past rights.  Based upon current assumptions, the estimated compensation 
cost related to non-vested rights not yet recognized is $1.4 million, which is expected to be recognized over a weighted average 
period of five years. The Company had accrued a liability of $4.6 million and $5.5 million at December 31, 2017 and 2016, 
respectively, representing the accumulated fair-value vested obligation of these rights under the plan. 

 
(15) Leases 
 
The Company leases certain buildings and office space under operating lease arrangements. Rent expense, net of rent received 
and deferred-gain on sale-leaseback, under these arrangements amounted to $2.8 million in 2017, and $2.9 million in 2016. 
Real estate taxes, insurance, maintenance, and other operating expenses associated with leased buildings and office space are 
generally paid by the Company. 
 
A summary of non-cancellable, long-term operating lease commitments as of December 31, 2017, follows (in thousands): 

 
Years ending December 31, Amount

 
2018 $ 2,879
2019 2,777
2020 2,445
2021 1,805
2022 1,775
2023 and after 3,719
Total $ 15,399
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(16) Commitments and Contingencies 
 
In the normal course of business, various commitments and contingent liabilities are outstanding. The following table presents 
the notional amount of the Company's significant commitments and their respective carrying amount, where applicable, for the 
years ended December 31, 2017 and December 31, 2016. Most of these commitments are not included in the Company's 
Consolidated Balance Sheets (in thousands). 

 
  2017   2016 
  Notional Carrying Notional Carrying
  Amount Amount Amount Amount

Commitments to extend credit:        
     Commercial lines of credit $  198,880    -     177,725   -  
     Commercial real estate and construction $  58,693    -     48,150   -  
     Residential real estate at fixed rates $  3,406    -     4,822   -  
     Home equity lines of credit $  396,085    -     352,030   -  
     Unsecured personal lines of credit $  27,440    -     27,746   -  
Standby and commercial letters of credit $  4,592    (69)   6,565   (98)
Commitments to sell real estate loans $  5,645    -     4,966   -  

 
Commitments to extend credit are agreements to lend to customers and generally have fixed expiration dates or other 
termination clauses that may require payment of a fee, the amount of which is immaterial. Standby and commercial letters of 
credit are conditional commitments issued to guarantee the performance of a customer to a third party and also require payment 
of a fee. Standby letters of credit generally are contingent upon the failure of the customer to perform according to the terms of 
an underlying contract with a third party, whereas commercial letters of credit are issued to facilitate commerce and typically 
result in the commitment being funded when the underlying transaction is consummated between the customer and third party. 
Because many commitments and almost all letters of credit expire without being funded in whole or in part, the notional amounts 
are not estimates of future cash flows. The credit risk associated with commitments to extend credit and standby and commercial 
letters of credit is essentially the same as that involved with extending loans to customers and is subject to normal credit policies. 
The Company's credit policy generally requires customers to provide collateral, usually in the form of customers' operating assets 
or property, prior to disbursement of approved loans. 

 
Commitments to originate fixed-rate loans are made when a borrower executes a rate-lock agreement. At the time of execution, 
the Company generally charges a rate-lock fee, which approximates the fair value of the Company's commitment. These 
commitments usually have terms ranging from 30 to 45 days. Concurrently, the Company enters into commitments to sell certain 
fixed-rate residential real estate loans (usually those subject to the foregoing rate-locks). These commitments to sell are recorded 
in the consolidated balance sheet at estimated fair value. 

 
The Company has committed $3.0 million as a limited partnership investment to Cephas Capital Partners, II.  This Small 
Business Investment Company (SBIC) is a community-bank backed mezzanine finance company.  It is a follow-on investment 
to our current investment in Cephas Capital Partners.  At December 31, 2017, the Company had a remaining unfunded 
commitment of $1.5 million. This investment is carried in Other Assets on the Consolidated Balance Sheets. 
 
The Company has committed $0.5 million for an investment in Trillium Lakefront Partners, LLC.  This venture capital fund is a 
community-backed initiative in support of new business and job growth in the Company's market area.  At December 31, 2017, 
the Company had a remaining unfunded commitment of less than $0.1 million. This investment is carried in Other Assets on the 
Consolidated Balance Sheets. 
 
As discussed in Note 2 under the terms of the OBS purchase agreement, of the $1.0 million contingency payment, OBS is 
obligated to make future payments totaling $0.3 million.  
 
In the normal course of business, the Company has various contingent liabilities outstanding that are not included in the 
Consolidated Financial Statements. Management does not anticipate any material losses as a result of these contingent 
liabilities. 

 
(17) Regulatory Matters 
 
The Company and its subsidiaries are subject to various regulatory capital requirements administered by the federal banking 
agencies. Failure to meet minimum capital requirements can initiate certain mandatory - and possibly additional discretionary - 
actions by regulators that, if undertaken, could have a direct material effect on the Company's financial statements. Under capital 
adequacy guidelines and the regulatory framework for prompt corrective action, the Company and its subsidiaries must meet 
specific capital guidelines that involve quantitative measures of the Company's and Bank's assets, liabilities, and certain off-
balance-sheet items calculated under regulatory accounting practices. The capital amounts and classifications are also subject 
to qualitative judgments by regulators about components, risk weightings, and other factors. 
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Quantitative measures established by regulation to ensure capital adequacy require the Company and Bank to maintain 
minimum amounts and ratios (as set forth in the table following) of total, Common Equity Tier I, and Tier I capital (as defined in 
the regulations) to risk-weighted assets (as defined), and of Tier I capital to average assets (as defined). Under the BASEL III 
Capital Rules, a capital conservation buffer was implemented, which must be added to each of the minimum capital ratios and 
is designed to absorb losses during periods of economic stress. The capital conservation buffer is being phased-in beginning on 
January 1, 2016 and will range from 0.625% in 2016 to 2.5% when fully phased-in. If a banking organization fails to hold capital 
above minimum capital ratios, including the capital conservation buffer, it will be subject to certain restrictions on capital 
distributions and discretionary bonus payments. Management believes, as of December 31, 2017, that the Company and Bank 
met all capital adequacy requirements to which they are subject. The Company’s trust subsidiaries, Genesee Valley Trust 
Company and Canandaigua National Trust Company of Florida, must also meet minimum capital requirements as set forth by 
their regulators.  As of December 31, 2017, these companies complied with their minimum capital requirements. 
 
As of December 31, 2017, and as of the most recent notification from regulators, the Company and the Bank are well-capitalized 
under the regulatory framework for prompt corrective action. To be categorized as well-capitalized, the Company and Bank must 
maintain a minimum total risk-based, Common Equity Tier I risk-based, Tier I risk-based, and Tier I leverage ratios as set forth 
in the table below. Subsequently, there have been no conditions or events which management believes has changed the 
Company's or Bank's category. 

 Regulatory Capital as of December 31, 2017 

 
Actual Regulatory 

Capital 

Minimum Capital 
Required - Basel III 
Phase-In Schedule 

Minimum Capital 
Required - Basel III 

Fully Phased-In 

Required to be 
Considered Well-

Capitalized 

(Dollars in thousands) Amount   Ratio  Amount  Ratio  Amount  Ratio  Amount  Ratio 
     

Leverage capital (Tier 1) as percent of     

   three-month average assets:     

        Company $ 247,058 9.45%  $ 104,573 4.00%  $ 104,573  4.00%  $ 130,716 5.00% 

        Bank $ 225,833 8.73%  $ 103,538 4.00%  $ 103,538  4.00%  $ 129,422 5.00% 

As percent of risk-weighted,          

   period-end assets          

     Core capital (Common Equity Tier 1)          

        Company $ 195,511 8.98%  $ 125,126 5.75%  $ 152,327  7.00%  $ 141,446 6.50% 

        Bank $ 225,833 10.41%  $ 124,739 5.75%  $ 151,856  7.00%  $ 141,010 6.50% 

     Core capital (Tier 1)          

        Company $ 247,058 11.35%  $ 157,767 7.25%  $ 184,968  8.50%  $ 174,088 8.00% 

        Bank $ 225,833 10.41%  $ 157,280 7.25%  $ 184,397  8.50%  $ 173,550 8.00% 

     Total capital (Tiers 1 and 2)          

        Company $ 268,019 12.32%  $ 201,289 9.25%  $ 228,490  10.50%  $ 217,610 10.00% 

        Bank $ 246,794 11.38%  $ 200,667 9.25%  $ 227,785  10.50%  $ 216,938 10.00% 

 
 
 Regulatory Capital as of December 31, 2016 

 
Actual Regulatory 

Capital  

Minimum Capital 
Required - Basel III 
Phase-In Schedule 

Minimum Capital 
Required - Basel III 

Fully Phased-In 

Required to be 
Considered Well-

Capitalized 

(Dollars in thousands) Amount  Ratio  Amount Ratio Amount Ratio Amount Ratio 
      

Leverage capital (Tier 1) as percent of      

   three-month average assets:      

        Company $ 235,864 9.95%  $ 94,845 4.00%  $ 94,845 4.00%  $ 118,556 5.00 % 

        Bank $ 210,235 8.77%  $ 95,930 4.00%  $ 95,930 4.00%  $ 119,913 5.00 % 

As percent of risk-weighted,         

   period-end assets         

     Core capital (Common Equity Tier 1)         

        Company $ 184,317 9.41%  $ 100,346 5.13%  $ 137,058 7.00%  $ 127,268 6.50 % 

        Bank $ 210,235 10.77%  $ 100,010 5.13%  $ 136,599 7.00%  $ 126,842 6.50 % 

     Core capital (Tier 1)         

        Company $ 235,864 12.05%  $ 129,715 6.63%  $ 166,427 8.50%  $ 156,637 8.00 % 

        Bank $ 210,235 10.77%  $ 129,281 6.63%  $ 165,870 8.50%  $ 156,113 8.00 % 

     Total capital (Tiers 1 and 2)         

        Company $ 256,626 13.11%  $ 168,875 8.63%  $ 205,586 10.50%  $ 195,797 10.00 % 

        Bank $ 230,997 11.84%  $ 168,309 8.63%  $ 204,898 10.50%  $ 195,141 10.00 % 
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(18) Fair Values of Financial Instruments 
 
Current accounting pronouncements require disclosure of the estimated fair value of financial instruments. Fair value is generally 
defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly, non-distressed sale between 
market participants at the measurement date. With the exception of certain marketable securities and one-to-four-family 
residential mortgage loans originated for sale, the Company’s financial instruments are not readily marketable and market prices 
do not exist. The Company, in attempting to comply with accounting disclosure pronouncements, has not attempted to market 
its financial instruments to potential buyers, if any exist. Since negotiated prices in illiquid markets depend upon the then present 
motivations of the buyer and seller, it is reasonable to assume that actual sales prices could vary widely from any estimate of 
fair value made without the benefit of negotiations.  Additionally, changes in market interest rates can dramatically impact the 
value of financial instruments in a short period of time. Finally, the Company expects to retain substantially all assets and 
liabilities measured at fair value to their maturity or call date.  Accordingly, the fair values disclosed herein are unlikely to 
represent the instruments’ liquidation values, and do not, with the exception of securities, consider exit costs, since they cannot 
be reasonably estimated by management. 
 
Accounting principles establish a three-level valuation hierarchy for fair value measurements. The valuation hierarchy is based 
upon the transparency of inputs to the valuation of an asset or liability as of the measurement date. A financial instrument’s 
categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value 
measurement. The three levels are defined as follows. 
 

 Level 1 – inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in 
active markets. 

 Level 2 – inputs to the valuation methodology include quoted prices for similar assets and liabilities in active 
markets, and inputs that are observable for the asset or liability, either directly or indirectly, for substantially the full 
term of the financial instrument. 

 Level 3 – inputs to the valuation methodology are unobservable and significant to the fair value measurement. 
 
The estimated fair values and the valuation hierarchy of the Company's financial instruments as of December 31, 2017 and 

December 31, 2016 are as follows (in thousands): 

       2017   2016 
    Fair Value   Carrying   Fair  Carrying  Fair
Financial Assets: Hierarchy   Amount   Value  Amount  Value
 Cash and equivalents 1  $ 57,237  57,237  131,952  131,952  
 Securities, available-for-sale 1, 2  $ 305,511  305,511  202,335  202,335  
 Securities, held-to-maturity 2  $ 85,172  85,131  124,349  124,277  
 FHLB stock and Federal Reserve Bank stock 3  $ 13,441  13,441  10,053  10,053  
 Loans-net 3  $ 2,139,645  2,103,087  1,940,994  1,930,599  
         
         
Financial Liabilities:    
 Deposits:    
  Demand, savings and    
   money market accounts 3  $ 1,867,445  1,867,445  1,765,396  1,765,396  
  Time deposits 3  $ 271,449  269,348  278,229  277,169  
 Borrowings 2  $ 238,715  229,537  160,455  159,729  
 Junior subordinated debentures 2  $ 51,547  47,419  51,547  42,341  
       
       
Other financial instruments:    
 Interest rate swap agreements, net 2  $ 1,572  1,572  2,608  2,608  
 Letters of credit 2  $ 69  69  98  98  

 
The following methods and assumptions were used to estimate the fair value of each class of financial instrument: 
 
Cash and Equivalents 
 
For these short-term instruments that generally mature in 90 days or less, or carry a market rate of interest, the carrying value 
approximates fair value. 
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Securities  
 
Fair values for securities are determined using independent pricing services and market-participating brokers, or matrix models 
using observable inputs. The pricing service and brokers use a variety of techniques to arrive at fair value including market 
maker bids, quotes and pricing models.  Inputs to their pricing models include recent trades, benchmark interest rates, spreads, 
and actual and projected cash flows. Management obtains a single market quote or price estimate for each security.  None of 
the quotes or estimates is considered a binding quote, as management would only request a binding quote if management had 
the positive intent to sell the securities in the foreseeable future and management believed the price quoted represented one 
from a market participant with the intent and the ability to purchase. Management evaluates the supplied price quotes against 
expectations of general price trends associated with changes in the yield curve and by comparing prices to the last period’s price 
quote. Management employs an internal matrix model for non-traded municipal securities.  The matrix model considers 
observable inputs, such as benchmark interest rates and spreads. 
 
There is no market for stock issued by the Federal Home Loan Bank or the Federal Reserve Bank. Member banks are required 
to hold this stock.  Shares can only be sold to the issuer at par. Fair value is estimated to equal book value. 

 
Loans 
 
Fair values are estimated for portfolios of loans with similar financial characteristics. Loans are segregated by interest type such 
as floating, adjustable, and fixed-rate, and by portfolios such as commercial, mortgage, and consumer. 
 
The fair value of performing loans is calculated by discounting scheduled cash flows through the loans' estimated maturity using 
estimated market discount rates that reflect the credit and interest rate risk inherent in the loan category. The estimate of maturity 
is based on the average maturity for each loan classification. 
 
Delinquent loans (not in foreclosure) are valued using the method noted above, and also consider the fair value of collateral for 
collateral-dependent loans. While credit risk is a component of the discount rate used to value loans, delinquent loans are 
presumed to possess additional risk. Therefore, the calculated fair value of loans is reduced by the allowance for loan losses. 
 
The fair value of loans held for sale is estimated based on outstanding investor commitments or in the absence of such 
commitments, is based on current yield requirements or quoted market prices. 
  
Deposits 
 
The fair value of demand deposits, savings accounts, and money market accounts is the amount payable on demand at the 
reporting date. The fair value of fixed maturity time deposits is estimated using a discounted cash flow approach that applies 
current market rates to a schedule of aggregated expected maturities of time deposits. 
 
Borrowings 
 
The fair value of borrowings is based on quoted market prices for the identical debt when traded as an asset in an active market.  
If a quoted market price is not available, fair value is calculated by discounting scheduled cash flows through the borrowings' 
estimated maturity using current market rates. 
 
Junior Subordinated Debentures 
 
There is no active trading market for the Company’s debentures. Therefore the fair value of junior subordinated debentures is 
determined using an expected present value technique based on market fixed spreads on similar debt compared to the 
Company’s fixed spreads.  
 
Interest Rate Swap Agreements (Swaps) 
 
The fair value of swaps is the amount the Company would expect to pay to terminate the agreements and is based upon the 
present value of expected future cash flows using the LIBOR and Wall Street Journal Prime swap curves, the bases for the 
underlying interest rates.   
 
Other Financial Instruments 
 
The fair values of letters of credit and unused lines of credit approximate the fee charged to make the commitments. 
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(19) Fair Values Measurements 
 

The following table presents for each of the fair-value hierarchy levels discussed in the previous Note the Company’s assets 
and liabilities that are measured at fair value on a recurring and non-recurring basis at December 31, 2017 and December 31, 
2016 by caption on the Consolidated Balance Sheet (dollars in thousands). 

                                                                 2017 
         Internal models   Internal models   

      Quoted market   with significant   with significant   Total carrying 

      prices in active   observable market   unobservable 
market 

  value in the 

      markets   parameters   parameters   Consolidated 

      (Level 1)  (Level 2)  (Level 3)  Balance Sheet 

Measured on a recurring basis:            

 Assets            

  Securities available-for-sale:            

   U.S. Treasury $  503   -    -    503  

    enterprise obligations   -    191,228   -    191,228  

   State and municipal obligation   -    109,190   -    109,190  

   Equity securities   4,590   -    -    4,590  

  Interest rate swap agreements - non-designated   -    2,530   -    2,530  

    Total assets $  5,093   302,948   -    308,041  

      
 Liabilities  

  Interest rate swap agreements - designated $  -      1,572   -    1,572  

  Interest rate swap agreements - non-designated    -    2,530   -    2,530  

  Letters of credit $  -    69   -    69  

    Total liabilities $  -    4,171   -    4,171  

      
Measured on a non-recurring basis:  

 Assets  

  Loans  

   Loans-held-for-sale $  -    5,645   -    5,645  

   Collateral dependent impaired loans   -    -    8,185   8,185  

   Other real estate owned   -    -    315   315  

   Loan servicing assets   -    -    2,396   2,396  

    Total assets  $  -      5,645     10,896     16,541  

 

      2016 
         Internal models   Internal models    
      Quoted market   with significant   with significant   Total carrying 
      prices in active   observable market   unobservable   value in the 
      markets   parameters   parameters   Consolidated 
      (Level 1)  (Level 2)  (Level 3)  Balance Sheet 

Measured on a recurring basis:            
 Assets            
  Securities available-for-sale:            
   U.S. Treasury $  505     -      -      505  
   U.S. government sponsored            
    enterprise obligations   -      132,325     -      132,325  
   State and municipal obligation   -      65,909     -      65,909  
   Equity securities   3,596     -      -      3,596  
  Interest rate swap agreements - non-designated   -      2,071     -      2,071  
    Total assets $  4,101     200,305     -      204,406  

                
 Liabilities            
  Interest rate swap agreements - designated $  -      2,608     -      2,608  
  Interest rate swap agreements - non-designated    -      2,071     -      2,071  
  Letters of credit   -      98     -      98  
    Total liabilities $  -      4,777     -      4,777  

                
Measured on a non-recurring basis:            
 Assets            
  Loans            
   Loans-held-for-sale $  -      4,966     -      4,966  
   Collateral dependent impaired loans   -      -      6,022     6,022  
  Other assets            
   Other real estate owned   -      -      888     888  
   Loan servicing assets   -      -      2,675     2,675  
    Total assets  $  -      4,966     9,585     14,551  
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The Company values impaired loans and other real estate owned at the time the loan is identified as impaired or when title to 
the property passes to the Company.  The fair values of such loans and real estate owned are estimated using Level 3 inputs in 
the fair value hierarchy.  Each loan’s collateral and real estate property has a unique appraisal and management’s consideration 
of any discount of the value is based on factors unique to each impaired loan and real estate property.  In estimating fair value, 
management may use the most recent available appraisal or may obtain an updated appraisal when, in management’s judgment, 
conditions have changed such that the most recent appraisal may not be reflective of current fair value.  The significant 
unobservable input in determining the fair value is management’s subjective discount on appraisals of the collateral securing 
the loan or real estate property, which generally ranges from 10%-50%. Collateral for impaired loans may consist of real estate 
and/or business assets including equipment, inventory and/or accounts receivable and the value of these assets is determined 
based on appraisals by qualified licensed appraisers hired by the Company.  Appraised and reported values may be discounted 
based on management’s historical knowledge, changes in market conditions from the time of valuation, estimated costs to sell, 
and/or management’s expertise and knowledge of the client and the client’s business. 
 
The Company evaluates and values loan servicing assets on a quarterly basis at their lower of amortized cost or fair value. The 
fair values of these assets are estimated using Level 3 inputs in the fair value hierarchy. Fair value is determined through 
estimates provided by a third party or by management by reference to rights sold on similar loans during the quarter. When 
values are estimated by management using market prices for similar servicing assets, certain discounts may be applied to reflect 
the differing rights underlying the loan servicing contract. These discounts may range from 25 to 75 basis points of the principal 
balance of the underlying loan. Such discounts represent the significant unobservable input. 
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Frank H. Hamlin, III, Esq., Director
George W. Hamlin, IV, Director
Lawrence A. Heilbronner-Kolthoff, Director, Treasurer,  

Executive Vice President, and Chief Financial Officer
James D. Ryan Jr., Director
Keith M. Wilson, Director

Home Town Funding, Inc., d/b/a CNB Mortgage Company
Frank H. Hamlin, III, Esq., Chairman of the Board and CEO
George W. Hamlin, IV, Director
Lawrence A. Heilbronner-Kolthoff, Director, Treasurer, Executive  

Vice President, and Chief Financial Officer
Brian E. Pasley, Director and Executive Vice President
Karen C. Serinis, Director and Executive Vice President
Robert G. Sheridan, Director and Secretary
Christopher R. Spaker, President
Helen M. Saxby, Senior Vice President, Mortgage Operations and 

Compliance Manager 
Dana Lazenby, Vice President, Lock Desk Specialist/Pricing Analyst/

Closing Manager
Kelly R. Crane, Assistant Vice President, Mortgage Processing 

Supervisor

WBI OBS Financial, LLC 
Frank H. Hamlin, III, Esq., Manager and CEO
Lawrence A. Heilbronner-Kolthoff, Manager and Treasurer
Salvatore (Sam) Guerrieri, Manager

OBS Holdings, Inc.
John Henry, Director, President, and CEO
Lawrence A. Heilbronner-Kolthoff, Chairman of the Board
Frank H. Hamlin, III, Esq., Director
Salvatore (Sam) Guerrieri, Director
Catherine Farley, Chief Operating Officer



Community Banking Offices
Bloomfield
Judy A. Reader, Assistant Vice President, Community Office Manager
Kim Brewer, Community Office Assistant Manager

Brighton
Iva Doser, Assistant Vice President, Community Office Manager
Matthew Alexander, Community Office Assistant Manager

Canandaigua–Lakeshore
Kimberly A. Sorel, Assistant Vice President, Community Office 

Manager
Christopher Harvey, Community Office Assistant Manager

Canandaigua–Main Office
Deborah Rought, Vice President, Community Office Manager
Joshua Maxwell, Community Office Assistant Manager

Chili
Suzanne M. Wedgwood, Assistant Vice President, Community Office 

Manager
Jacklyn Eichas, Community Office Assistant Manager

Customer Service Center
Patricia Pape, Assistant Vice President, Customer Service  

Center Manager
Adelina Santiago, Customer Service Center Assistant Manager

Farmington
Mark D. Allman, Assistant Vice President, Community Office Manager
Kelly Cochrane, Community Office Assistant Manager

Greece Latta & Long Pond
Cristi Alvarado, Bank Officer, Community Office Manager
Alicia Otero, Community Office Assistant Manager

Greece Ridge
Zo Ann Soong, Assistant Vice President, Community Office Manager
Donna Kretchmer, Community Office Assistant Manager

Henrietta
Carol Love, Assistant Vice President, Community Office Manager
Danyelle Kirchgessner, Community Office Assistant Manager

Honeoye
Sandra L. D’Angelo, Assistant Vice President, Community Office 

Manager
Amy L. Force, Community Office Assistant Manager

Honeoye Falls
Steven R. Benz, Vice President, Community Office Manager
Nicole Briggs, Community Office Assistant Manager

Irondequoit
Gail Bellucco, Assistant Vice President, Community Office Manager
Andrea Gillette, Community Office Assistant Manager

Manchester-Shortsville
Amy Flaitz, Community Office Manager
Amy E. Eagley, Community Office Assistant Manager

Mendon
Michelle Hill, Assistant Vice President, Community Office Manager
Emma Netto, Community Office Assistant Manager

Penfield
Richard J. Pratt, Vice President, Community Office Manager
Harry Gibbs, Community Office Assistant Manager

Perinton
Christopher Pedrone, Assistant Vice President, Community Office 

Manager
Kristen Littlefield, Community Office Assistant Manager

Pittsford
Barbara J. Karley, Vice President, Community Office Manager
Barbara Knickerbocker, Community Office Assistant Manager

Rochester Alexander Park
Selvia Hanna, Assistant Vice President, Community Office Manager
Tharushan Thavakumar, Community Office Assistant Manager

Rochester College Town
Javier Quintana, Assistant Vice President, Community Office Manager
Rayon Boxx, Community Office Assistant Manager

Rochester East Main
Louis P. Nau, Vice President, Community Office Manager
Jessica Young Carbonel, Community Office Assistant Manager

Victor
Samantha A. Johnson, Vice President, Community Office Manager
Edward Reed, Community Office Assistant Manager

Webster Baytowne
James D. Schrader, Vice President, Community Office Manager
Demet Guler, Community Office Assistant Manager

Webster Jackson-Ridge
James D. Schrader, Vice President, Community Office Manager
Shawn Hall, Community Office Assistant Manager



Community Advisory Committees

Bloomfield Office
George D. Braddon, III
Sandra S. Jackson
Frank J. Marianacci
Kyle T. Marianacci
Judy A. Reader*

Brighton Office
Rome Celli
Iva Doser*
Peggy Growney
James D. Ryan Jr.

Canandaigua/Lakeshore Offices
David S. Brassie, CPA
Edward (Russ) C. Kenyon, Esq.
Frank S. Macri
Kenneth (JR) B. Miller
Deborah E. Rought*
Kimberly A. Sorel*

Chili Office 
Salvatore (Sam) A. Campanella
Dr. Steven M. Ess
Dr. Piush Sharma
Suzanne M. Wedgwood*

Farmington Office
Mark D. Allman*
Ronald L. Brand
Anne P. Fessler, DVM
Leonard P. Muscarella, DDS

Greece Ridge Office
Barbara Giancursio
Daniel E. Richardson
Zo Ann Soong*

Greece Latta & Long Pond 
Office
Cristi Alvarado*
William E. Selke

Henrietta Office
Scott Adair
Bill Jones
Carol M. Love*
Tim Wesley

Honeoye Office
Sandra D’Angelo*
Michael P. Dougherty
Robert D. Helling
Kristine A. Singer

Honeoye Falls Office
Steven R. Benz*
John T. Harris
Joseph Notar
Barry I. Shapiro
Mark A. Stephens

Irondequoit Office
Gail Bellucco*
Arnold J. Eckert
Jack R. Herrema

Manchester-Shortsville Office
Amy Flaitz*
Rosanna Foster
Thomas L. Lynch

Mendon Office
Irene Bennett
William P. Fletcher
Michelle Hill*

Penfield Office
Richard J. Pratt*
Andrew R. Randisi

Perinton Office
Thomas C. Beck
T. C. Lewis
Christopher A. Pedrone*

Pittsford Office
John E. Bernacki
Pamela J. Gratzer
Barbara J. Karley*
Robert E. Wells

Rochester Alexander Park 
Office
Margaret A. Eidman
Selvia Hanna*
Peter S. Mohr
William G. Shaheen 

Rochester College Town Office
Patricia J. Bean
Albert Q. Hamilton
Javier Quintana*
Annette Ramos
Stephanie E. Von Bacho

Rochester East Main Office
Andrew A. Costanza
Donald E. Jeffries
Jennifer R. Jones, CPA
Louis P. Nau*

Victor Office
Donald J. Culeton
Samantha A. Johnson*

Webster Offices
Elena M. Bernardi
Adam Brozowitz
Paul E. Derleth
James D. Schrader*
William K. White

*Community Office Manager

Wealth Board of Advisors
Amanda Agins, Esq.
Patricia Ward Baker
Ken McCurdy
Mark Siewert



Every year, the Bank recognizes the outstanding contribution of 

one of its own with the Arthur S. Hamlin Award. Employees are 

encouraged to nominate one of their peers who has demonstrated 

exceptional performance and dedication to the Bank. 

THE ARTHUR S. HAMLIN AWARD FOR EXCELLENCE
CONGRATULATIONS TO THIS YEAR’S RECIPIENT, SHANNON NEMITZ. 

2 0 1 7  N O M I N E E S

P A S T  R E C I P I E N T S

Kayla Domville
Cynthia & Robert Gardner
Greig Holman
Jodi Houlihan

Cheryl Hurd
Dana Mayeu
Sheryl Pelow
Adelina Santiago 

Kathleen Starke
Linda Thompson

“Being the recipient of the Arthur S. Hamlin Award is truly an  

honor. I am humbled to think that my fellow coworkers nominated 

me for simply doing my job. Being an employee at Canandaigua 

National Bank & Trust for the past 28 years, I have experienced  

how much this organization cares about its employees; we are one 

huge family and I am proud to say that I work for CNB. Thank you.”

–Shannon Nemitz, 2016 Arthur S. Hamlin Award Recipient

Gehrig Lohrmann 2015
Rebecca Long 2014
Lauren Kolb 2013
Kathy Amberge 2012
Brendon Crossing 2011
Darlene Rogers 2011
Lori R. Ellis 2010
Kathleen A. Housel 2009  
Chris Keys 2008  
Barbara Finch 2007  
Jim Terwilliger 2006 

Brenda Whitney 2006 
Vicki Mandrino 2005 
Michael Mandrino 2004 
Tamra O’Donnell 2004
Lisa Blakesley 2003 
Jason Ingalls 2002 
Brenda Stoker 2001  
Lena Hayes 2000  
Dawn Phelps 1999  
Beth Uhlen 1998  
Kathy Lafler 1997  

Jeannie Blance 1996  
Amy Eagley 1995  
Regina Kesel 1995  
Susan Foose 1994  
Kathleen Corry 1993  
James Roth 1992  
Michael O’Donnell 1991 
Jerry Drake 1990  
Linda Keyes 1989



For the past four decades, Greg Mackay used his extensive knowledge and experience to educate and 

advise his clients, colleagues, and community. He was instrumental in growing our Wealth Strategies 

Group throughout the Rochester region and was a leader in the establishment of our office at Basin 

Park. Greg treated us weekly to his witty, timely, and accurate economic reports. 

Greg worked tirelessly for the company and his community, serving on numerous boards and 

associations—including the American Red Cross, the Granger Homestead, the Coordinated Child 

Development Program, the Clark Manor House, the Greater Canandaigua Family YMCA, Finger Lakes 

Community College, the Downtown Canandaigua Merchants Association, and the Canandaigua Elks 

Lodge. Everyone in the CNB family would like to express our heartfelt appreciation and sincere gratitude 

to a special colleague. 

THANK YOU FOR FOUR DECADES  
OF EXEMPLARY SERVICE.

ENJOY YOUR WELL-EARNED 
RETIREMENT.

GREG MACKAY



In April 2017, Steve Swartout, Executive Vice President—Chief Administrative Officer and Corporate 

Secretary, retired from CNB after a distinguished and successful career. During Steve’s 34 years of 

service, his leadership had an incredibly positive impact that has been recognized and appreciated 

throughout the organization and the community.  

Since Steve began with CNB in 1983, he was instrumental in enhancing the bank’s legal and corporate 

risk programs to meet the needs of CNB’s rapid and successful growth from an assets size of $174 million 

to $2.5 billion. Steve’s devotion to CNB was evident in all that he did for his customers, colleagues,  

CNC shareholders, and the community.  

Steve has worked diligently for CNB and our community, serving numerous organizations as a board 

member or trustee—including Thompson Health Systems, WXXI Public Broadcasting Council, the  

Greater Canandaigua Family YMCA, Keuka College, Genesee Valley Trust Company, the Seneca 

Waterways Council of the Boy Scouts of America, the Rochester Midland Corporation, the Wood Library 

Association, the Greater Canandaigua Civic Center, and the Canandaigua Lake Watershed Task Force.  

In addition, Steve is admitted to practice law in all NYS courts, the US District Court for the Western 

District of NY, the US Bankruptcy Court: Western District of NY, and the US Supreme Court.

The CNB Family declared April 28, 2017, “Steve Swartout Day.” On that day, a steady stream of people 

dropped by our main office in Canandaigua to congratulate Steve on his well-deserved retirement and to 

wish him well as he begins this new chapter in his life. It is with heartfelt appreciation and gratitude that 

we wish Steve and his family a happy, healthy, and fun-filled retirement. Congratulations, and thank you 

to a special colleague for your years of dedicated service!

THANK YOU FOR 
YOUR UNWAVERING 

COMMITMENT.

CONGRATULATIONS ON 
YOUR RETIREMENT.

STEVE SWARTOUT



CNB CELEBRATES SUCCESS

CNB was honored with multiple awards from local publications in 2017—all in recognition of outstanding 

customer service. 

In July, the inaugural Rochester Business Journal/The Daily Record Reader Rankings placed CNB first in  

the “Best Business Bank” category, and second in the “Best Wealth Management” category. 

In October, the Democrat & Chronicle Rochester’s Choice Awards named CNB as the “Silver Choice”  

winner in the “Bank” category. 

And in the first ever Messenger Post Media “Best of the Finger Lakes” reader rankings released in 

November, CNB was voted best in the “Bank and Investment” category. 

We would like to thank everyone who voted and supported us for each of the awards we were honored 

with in 2017! It’s our pleasure to provide premier financial services to the communities we serve— 

because we think our customers and neighbors are the best, too. Seeing our customers succeed and  

our communities thrive are the greatest rewards.



BETTER TOGETHER: CNB OPENS NEW WEALTH OFFICE  
AT 600 EAST AVE.

In November, CNB expanded its physical presence in the Rochester community by opening a brand  

new location at 600 East Avenue. At the corner of East Avenue and Goodman Street, this sparkling new 

space is designed as a wealth management office to further enhance our services to our clients. 

It’s home to a unified CNB Wealth Strategies Group and Genesee Valley Trust staff to deliver the 

collective breadth of our wealth solutions. As one team, we’re “Better Together”—providing a holistic 

client experience, with access to a team of experts across financial planning, investments, and trusts 

and estates. This helps us deliver client-centric solutions, across the full wealth continuum, to the 

diverse roster of clients we serve each day.

We’re committed to the development of Downtown Rochester. That’s why we’re excited to be a part of 

the revitalization of the ever-changing, historic Rochester community.



“We have endured—and even thrived—
despite multiple recessions,  

world wars, technological shifts,  
industry consolidations, and other 

adverse events that have claimed the 
existence of countless businesses  

both within and outside of  
our industry.”

— Frank H. Hamlin, III,  President and CEO

Our thanks to the Rochester 
Museum and Science Center
for providing photographic images 
for this year’s annual report.

About the Rochester Museum  
and Science Center (RMSC)

For more than 100 years, the RMSC 
has been meeting the needs of our 
community and generating interest 
in exploration. Visitors encounter 
spectacular intricacies of science, 
technology, and nature in a hands-
on atmosphere. The interactive 
Science Museum, four-story 
Strasenburgh Planetarium dome, 
and 900-acre Cumming Nature 
Center offer exciting learning 
experiences through 200 hands-on 
exhibits, spectacular shows, and 
extensive collections.

Cumming Nature Center is a 
dynamic environmental education 
facility, celebrating the unique 
landscape and culture of the  
Finger Lakes region through 
hands-on learning opportunities 
and thoughtful exhibits. The  
900-acre preserve is as beautiful 
as it is vast, allowing visitors to 
meander through more than six 
miles of trails complete with 
wetlands, climb forest roads,  
and hike through the past.
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