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MESSAGE TO SHAREHOLDERS

Drear Sharehiodders,

Lear mcre than 132 vears the officers and employees of
vur Company have serveud the financial services nieeds
ol the communities of Wellsville amd Caleana, Ohio with
cistinction, and in the past Lwve years we bogan w serve
the communitics of Summit and Franklin Countics. To
position ourselves for this growth and luore prolitabiily,
we have invested in people, technology and products,
More impartantly, we have developed a customer
service approach and corporate values that will serve

our customers and our Company.

Qur plan involved the execution of 4 aumber of action
iterns, which have been discnssed inovarious press
reteases and regulatory filings throughout the year,
We urge vou to review the Manapement D{scussion

and Analysis section of this annual report for addidonal

details about the actions we have laken 10 position

Central Fedesal Corporation for the future.

Specilically, we

* Relocated our Fairlawn office in Apwil

* Acquired Reserve Mortgage Services in Cctober
« Increased the commercial and muln-Ganily foan

portfolio by -107%

= Added online banking services
« Implemented a long-werm suceession plan
Each of these actions enhanced Central Federal

Corporation.

We are now poised o deliver on the promise of
(:I"t".f{""l'lg Vi‘llllt‘f fl HLNLT {'jllﬁtl]l’l‘ltﬂ'.‘;, our (."K'?T'l'll'l"lll.'l'lii)"

and our stockhnlders.

War Jook Torward 1o Qe opportungly 1o boild on e
accomplishments ol 2004, which were made possiblu
by the cfforts of so many individuaks. Thank you
for your supporl of Central Federal Corporation.
Wis are continuing oot effors 1o grow arcd becomne

EVen stronger.

i/ (L ow

ravid C. Vernon
Chairman

Mark 5. Allic
Vice {hairman, President and CEO

& CentralFederal Corporation
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OFPERATIONS

SELECTED FINANCIAL AMNMD OTHER DATA

The selectec financial and other dala of the Company set forth below s derved in part from, and should be read in
conjuuction wilh the Financial Statements of the Company and Notes thereto presented elsewhere in this repott.

SELECTED FINANCIAL CONINTION DATA

13011LARS IN THOLISANDS) AT DECEMBER 31,
::20&)\4” l. 2003 2002 200 2000

Total assets $171,005° . 107,011 §110,567  $120927  § 140,933
Cashrandd cash eguivalents . 32,675 L 8,536 12,861 4,329 2,930
Securities available for sale ‘2]3,.508_ : 27,126 1,439 2,092 3,090
Securilies held to maturity S - 17,822 23,343 35, /06
Laans, net"” 108129 58,024 62,565 70,570 86,265
Allowancea for loan losses ' 978 . 415 361 373 354
Nonperforming assets S 48 ' 934 783 95 439
Foreclosed assots ST :1.‘3'."-_’, : 163 ? 98 -
Gondwill N 2 - - . .
{Other intangible asscts . ‘299:-; - - - R
Deposits 06624 /3,358 74,690 76,168 73,997
tederal Home Loan Bank advances . .'.-..‘4}:,‘176'1, ! 7,500 11,430 18,393 40,536
Other borowings - 249 . - 4960 7,000 7,000
subordinated debenturcs o "5,:15'5;:. | 5,155 - - -
Tatal sharchoiders' equity 1‘9‘,50'7;. 19,856 17 583 18,160 17,833

SUMMARY OF EARNINGS

(DOLLARS N THOUSANDS) E ) - FOR THE YEAR ENDED DECEMEER 31,
' 2004 2003 200z 2001 2000
Total interest income 3 ‘."j ‘5.11421‘ “ % 5435 % 7067 § 0958R § 9,834
Total interest expense o 2',1',49." - 3,521 3,462 5299 5,802
Net interest income © . 3985 1914 3,608 4,789 4,032
Provision for lean osses ' 64& ‘ 102 19 62 -
Net interest income after provision for lean Ic;sses o 3,349 1,812 3,580 4,227 ‘ mmmd,f).’-?'}‘
Noninlerest income ‘
Nt gain (0ss) on sale ol securities . (55} . 42 16 15 10
Other R 714 549 169 284
Total noninterast inrdhwe o . 537 ' }bb 565 184 204
Neminlerest expense c 5,420 5.930 3,164 3,5Mm 3,900
Income {loss) before-‘i‘liu‘:ome taxes ‘ (2;534) (3,362) Q87 ataQ 426“ ‘
Income tax cxpense {benefit) o ‘(8.7‘25 (988) 313 312 150
Nel incorme (ross) 0§ (1662 S (2374) $ 624 5§ 568§ 276

(Siiz frotacitas (o1 wExE paane)
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SELECTED FINANCIAL RATHOS AND OTHER DATA

At or For the Year ended Decenber 31,

Ve 2004 o 2003 2003 2001 2000

Performance Ratios: @ e

Roturn on average assets S (1.23%). L (2.19%) 0.58% 0.45% 0.02%
Relurn on averags equily CRBO%) . (12.34%) 3.76% 3.32% 1.27%
Average yield on interest-earnings assets = :,. ,5.03% . . 5.62% 6.98% 7.71% 7.42%
Average rate paid on interest-bearing liabilities S 1.93%}: ’ 2.63% 3.63% 1.65% 53.01%
Awerage interest rate spread * o F0m 2.99% 3.35% 3.06% 2.21%
Mat interest margin, fully taxable equivalernt & . 327% 3.28% 3.56% 3.45% 2.96%
Interest-earning assets to interest-bearing liabilities 10982% o 113.38% 106.09% 109.17% 120.16%
Efticiency ratio ™ | {30.96% . 225.65% 76.17%  7853% 50.36%
Moninterest expense Lo averate dwsets ‘,‘,f, 4 “M% .47 % 2.74% 7.63% 2.87%

Dividend payout ratio i n/m 33.72% 31.58% n/m
Capital Ratios: @ AT

Ecjuity to tatal assets at end of patiod E 11 "ﬁ.% ‘ 18.56% 15.90% 15.02% 12.65%
Average equity to average assets - ;‘:1:4.26%: " 17.76% th,54% 13.544% 15.68%
Tangiole capital ratio ™ g% 13.90% 18.90% 18.40% 15.60%
Core capital ratio UB10% 0 13.90% 18.30% 15.40% 15.60%
Risk-based capital ratio ™ 1220%  21.60% 38.60% 35.70% 32.40%
Asset Quality Ratios: @ S )

Nonperfarming leans to total loans @ : 0.123.5%‘ : 1.28% 1.25% 1.25% 0.56%
MNonperforming assets to total assets ) 24% " ‘ 0.87% 0.71% 0.81% 0,35%
Allowance for loan losses to total loans 090% L 0.71% 0.57% 0.53% 0.41%
Allewancs for nan losses Lo nanperforming loans 341.99%  5601% 46.22% 42.34% 72.39%
Net charge-offs to average foans L L00% . 00E% 0.05% 0.05% 0.02%
Per Share Data: B .

Basic earmings (loss) per shara : -:‘(55();32)' % (1.31) % 044 3 .38 4% 7
thiluted earnings {loss) per share S '.“(D.‘.?BZ) . (1.31) .43 0.38 0.17
Dividends dedared o3 0.36 0.36 0.31 6.25
Tangible hook value per share at vaar end : o 7% 881 10.68 10.42 10,19

[y
£3)
)
i)

0]
i)
2
fh)
[

Tewiens, et yigaresionts prross bourns veceiahle net of the allogegnce for loaa lasses, foans o process and deferred Toan origination fies.

Asset ity vekios and capital vattes ave end-ofsperiod rattos. Al other vattos are based on queraga montbly balances during rhe indicated perleds.,
Cadenbativne af yeda are preseoutied on @ texahln cqrtialint hasts wshig) the faderol trcome bz vt of 34%,

The arcrape trivrest vole spread refoserls the difference heieen e saofehived sevragpe veeld o areedge DTterast v asseds coted the wesghived vy cost of
GRS THT ast-Bearing Nadnfities,

Vi e IPESAEE UTEI YERYRSRRES R BINEYest TRCOMIE 35 3 percent Cl_fﬁl-‘t-?ﬂ.‘-'l,ge-? FRICFESI=3AF NG CLESels,

Thie epfficteney vadduer vgnals poninbisest expense sttt By net teteregt igeore phis Ronfrerast Income CExCIGiNg Zams or JOmes 0N SeCantios Fansactions)

Nosrgpuerfirmivy locires conesist of suenececernal foans cond odber Ians W0 s or more fiast adne.

Nereaerfirmivy assely consist of o ety oo, otber vegassoasied ossels ooz R,
Reyrlosicry capiad ecition of Clitfand:,

CT The Covapeny pted o retern of colprited dizgedend of $6.00 por sbare i 2000,
(113 Cafosdertod exchedtong the §1.3 millive peraily un preisdymiend of Feeerad T Loare Band acdveences fre 2003,
HAH - ROE adningtd
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CENERAL

Central Federal Corporation {Rmmerly known as Grand
Cenrral Financial Cotm.) was formed as a thrilt holding
company s @ resull of e conversion of CFBunk
(formery known as Central Federal Savings and Loan
Association of Wellsville and, more recently as Central
Federal Bunk) from o foderally chanered motual savings
and loan association o g federally chanered stock
suvings and loan associution in December of 196094,

Managemenrs discussion and analysis tepresenls o
review ol the Company's consolidated [nancial condition
aned resulls of operations, ‘This review should be read in
conjunction with the consolidated financial statements
and footnotes.

‘The Company’s resulls of operations are dependent
primarily on netl inlerest income, which is the difference
Crspregd™) Detween the interest income carmed on iy
lowems, securities and other interest-carming asscls and its
cost of Tunds, consisting of interest paid on its de posits

FORWARD-LOOKING STATEMENTS

When used in this Annual Repeat, or in fufare filings
with the Securities and Txchange Cormmission, in pre

teleases or other public or sharehokler communications,
or in cral statements mads with the approval of an
anthorized executive oificer, the words or phrses “will
likely result”, *are expecled 107, “will continge”, “is
anticipuled”, “estfmale”, “project” or similar expressions
gre imended o idently “forward-looking statements”
wilthin the meaning of the Private Sceuritics Litgation
Reslorrn Act of 1995, Such lorward-looking stalcemaonts
involve known and unknown sisks, vncertainties and
other factors, which may canse the Company's actaal
results to be materially different from those indicated.
Such statements are subject to certain risles and uncer-
taintics including changes in economic eonditions in

PREMI4AT FREDERAL CORFEOHRATION 2004
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aned Dorroswed Tunels, The interast rale spreadd is afleoied
by regularory, econonic ancd competitive Taclors that
influence imercst rates, losn demand and deposit Qows,
The Company's net income is also affected by, among
other things, loan fee income, provisions for laan losscs,
lesan sales, serviee charges, operating expenses and
franchise and income taxes. The Company’s revenucs
are derived primarily from interest on mortgage loans,
consumer lnans, commercial loans and sccuritics, as well
as income from service charges and loan sales. The
Company’s operating expenses principally consist of
mterest expense, employes compensation and benelirs,
ocewpraney @nd other geners] and admimistrative: expenses,
‘The Company's results of operations are significantly
affected by general ceonomic and competitive conditions,
particularly changes in market nterest rates, government
policics and actions of regulatony authorities. Poture
changes in applicable laws, regolations or government
policics may also materially impact the Company.

the tarket wrewys where the Company conducls business,
which could matenially impact credit gquality trends,
clignges in policies by regulatorny soencics, fluclualions
indnlerest ries, demand lor loans inothe market arcas
where the Company condocts business, and competition
that could cause actual resulls w ditfer maerially from
historical carnings and those presently anticipated or
projected. The Company wishes to caution readers not
to place undue reliance on any such formard-looking
statements, which speak only as of the date made. The
Company undertakes no obligation to publicly release
the result of any revisions that may be made o any
ferwarcl-loeking siateinents 1o rellect events or cirgum-
afler the Jdate of such stalemenns or 1o relleo

LA
the ocourrerive of anlicipaled or unanficipated evenls,
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MANAGEMENT STRATEGY

The Company ts @ community-ariented financial institu
ton offering o variely of fnancial services 1o meet the
needs of the communitics iU serves, The Company
arttracts deposits from the general public and uses such
deposits, together with borrowings and other funds,
primarily to cripinate commercial and commercial reat
estate loans, single family and mulli-family resicdentizl
motgage loans, home equity lines of credil and shion-
tertn consumer loans.

Tntring 2004, the Company continued Lo executs: the
plan Tur sroweh, which stated with significant changes
in 2003 1w ulilize Qs strong capital position o take
advanluge of oppontunities o expansion into business
financial services and positicn asell for growth in the
Eairlawn amd Colurmbus, Ohic markers.

Commmercial, commercial real cstate and muld-family
e loan balances increased $12.% million, or 407%
during 2004 and sofaled $32.7 million at December 31,
2004, ws (he Company continmaed its foous on business
financial lending. The Faidewn ollice moved from its
ratnporary location and opened for business inog newly
comattucted office building in April 2004 and the Bunk
hegan using its new name, CFBanlk. On Qulober 22,
2004, the Company completed its acquisition of Rescerve
Morgage Services, Tne. (Reserve), which will cngble the
Company to significantly expand mortgage services,

The Company continued to sell currenl ariginations
of long-term fixed- rate morygrages during 2004, raiher
than subject the Company to the interest rate risk
associated with riging inferest rares when such loans
are held in portlodio, The Commpuany also bomowed
$12.3% million fram the Feders! Tlome Toan Bank using
fixed mate advances with mglurities from March 2005
through seplember 2008 in order 1o prolect the
Company from incrcased lunding costs associatecd
with rising ntercst mes,

in December 2004, the Company announced the
appoinunent of Mark 8. Allio as Chief Txecutive Officer
and Prestdent eflective Februwary 1, 2005, My Allio brings
over 15 vears of banking cxporivnoe w the management
staff, particularly in the mongage industry as he was
Presicdent of Third Federal Bavings, in Clevelund, Ohio
ard worked with a team to grow the business from 515
billiom o $8.5 hillion in asscts between 1988 and 2002,
hecoming the largest federal murual savings and loun in
the country an the largest residental lender in Cuyahogs,
Surnmit, Pranklin and Mamilton Countics in Ohlo.

Profitability in 2004 was impacied by, and near-rerm
profitability is expected o conlinue w b impacted by,
the operating costs associated with offices in Fairlawn
andd Columbus, improvements in technology, statfing
vosls associated with the expansion and provision for
loan [osses resulting from increased commercial, com-
mercial real estate and multi family residential lending,

CFNT KA
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The Company™s profitability has also been negatively
impucted by o rise in mortgage interest rates, which
has caused consurner relingmeing bo slow, reducing the
volume of loan originations, sales and resulrant gains.
The acquisition of Rescrve is expected to significantly
expand the Company's mongage services and increase
the Company's maortgage loun production. Although the
Comnpany currently expocts tht meost ol he long-term
lixed-rate mortpage loan oiginations will be sold on a
servicing-released hasis, o portion of the loans may be
retuined [or portfalic within the Company's inleresl rale
risk and profitability guidelines,

In an cllon W epse the economic and management
burden ol complying with the Sarbanes Oxley Act of
2002 (Sarbunes-Oxley) and other Tederal securitics Lws,
the Company announced in Ocrober 2004 that it waould
ask stockhiolders o approve a reverse stock split to
reduce the number of the Company’s stock holders to
fewer than 300 and allow (the Company o “po privace.”
A private company docs nol have 1w implement many
complex and costly requuirements af Sarbancs-Oxley,
file Bxchange Act vepxorls or cornply with the corporace
governance rules and omerous chisclosure requirements
of the SEC and Nasdag™ The Board of Directors subse
quently established a reverse stock split ratio of 1.10 523
shares and scl $14.30 pur share 25 a [air price to com
pensate stockholders who hold lewer than 323 shares
and who would no longer remain stockholders of the
Company afrer the offective date of the split. Significant
numbers of individuals purchased 324 or {ewer shares
during memths between the announcement and Lhe
special sharcholders” mecting on March 14, 20035, “The
dramatic increase in shares held by stockholders wha
own fewer than 324 shares substantally increased the
number of shircs w e epurchasesl it the going privace
transaction and, despite stockholder approval, the Board
of Directors abundoned the trunsaction in the interest
of the Company and is sharcholders, us the cost of
share repurchases was in cxcess ol e $2 million ceiling
which the board had sct as the cost [or going private.

As a result, the Comparty continues e be subject

1w compliance with federal scouritics laws, including
Sarbancs-Cxley. Tn 2000, the Company will be subject
1oy thes intermal conteol provisions of Scction 401 of
Sarhanes-Oxley. The Company currenlly eslimates WLl
the ot aof compliance with the internal contrel provisions
will increase espenses by approximately $340,000 over
2005 ard 2006 4% the company implements the provisions,
andd $140.000 in subsequent years.

The Company is aol aware ol wny markel or institutional
renels, other events or uncertaintics that are cxpected o
have @ marerial effect on lquidity, capital resources or
opcrations, The Company is nob aware of any current
recommendations by its regulators which would have

d rmaterial elleor i irmplemented.

HEFELOE!
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FINANCIAL CONDITION

General Towl assers increascd $64.0 million, or 39.8%
during 2004 and tovaled 3171.0 million at December 31,
2004 comparcd w $107.0 millinn at December 31, 2003
primarily duc L growth in the commercial and multi-
family loan porlelios and short term cash bulances.

Cash ard cash equivalents, Cash and cash equivalens
tetaled $32.7 million at December 31, 2004, an nercuasc
of 8258 million from $32.9 million at December 31,
2004, ‘The increase was primarily funds [rom overnight
barrowings, which were invested in shorl term cash
investments availabic o fund loans.

Securfries. Scourilies available for sale declined

$13.6 million during the year and totaled $13.3 million
at December 31, 2004 compared o $27.1 million au
December 31, 2003, Cash Mows from mataritics and
sales were gencrally investec i short term cash invest-
ments in anticipution ol commercial loan growth,

Loans. Louns, nel inereased §50.1 million, or 86.4%
during 2004 amd taleed $108.1 million at December 31,
2004 compared w0 5580 million at December 31, 2003
primarily due o growth in commergial, cormrmercial el
estate amcd muli-family mortgage keans and, to a lesser
cxtent, growth in single-family mongage loan balances.
Commuercial, commercial real estule aned roult-family
morlgage loan balances increased $42.3 million and
totaled $52.7 million at December 31, 2004 compared
to $10.4 million at December 31, 2003 s the Company
continued 1o feus on business financial lending.
Single-family nortgage loan balances increased

$#6.6 million during the year and totaled $41.4 milliom
ar December 31, 2004 compared o $34.8 million al
Doecember 31, 2005,

Depaostrs. Deposits increased $28.2 million, or 38.4%
duting 2004 and wialed 1016 million at December 31,
2004 compared W $73.4 million at December 51, 2003
The increase was due o growth of $14.6 million in
money markel wecounts, $9.6 million in certificae of
cleposit accounts and $4.4 million in checking accounly,
primarily commercial checking accounts offsct by u
$383,000 decline in suvings sccounts. The growth in
deposits is primarily the result of the Company’s foeus
on commercisl cusiomer refadonships. The growth in
certificute of deposit accounts included $6.1 million in
brokered deposits. The Company cxpocts 10 continueg o
use brokered deposits as a saurce of funding Jepencding
on market concitions, pricing and funding needs.

SENTRAL FELFRAL TORPORNATION L2004

Federal Home Logn Bank advances. Tederal Homoe
Loan Bank advances increased $33.7 million duing 2004
and totaled §41.2 million al December 31, 2004 compared
to $7.5 million at December 31, 2003 as advances were
usizd 1o fund loan growth amd shost term cash invest-
ments, Fixed rate advances for wems of 1 through 4.5
yeurs wolaling §12.3 million were drawn primarily during
the Hrst six memths of 2004 10 fund leans at low bomow-
ing interest rates and protect the Company’s interest rale
risk position as market interest res increased.

Other borrowings, (ther horrowings woaled $2.2 miilion
4l Necember 31, 2004 and represent the oulslunding
balunce on a revolving line of eredit with an unalliliaied
bank, acquired in the Reserve acouisition. There were
no other horrowings at December 31, 2003,

Subordinated defentures. Subordinaied debentures
totaled $%.2 million ar year-end 2004 and 2003 and
were issued by the Company i 2003 in cxchangs for
the proceeds of a $5.0 million tust preferred scourities
offering issued by a trust ltnmed by the Compuny,
The proceeds of the offering are available to provide
capital for CFDunk to support growlh,

Sharehiolders’ equity Tow] shureholders’ equity declined
1.8% charing 2004 and totaled $19.5 million at Decemboer
31, 2004 compared to $19.9 million ar December 31, 2003
primarily due to the oot loss wand dividends during the
year ulfset [y the issuance of additional capical in the
acquisition of Reserve in October 2004, Capital levels
remained siromg as the Company conlinued to leverage
its cupital Brough growth. The Company's capiral rato
totaled 11.4% ul December 31, 2004 compured o 18.6%
al December 31, 2003,

Office of ‘Thrifl Supervision (OTS) regulations reguire
savings instilulions 0 mainain conain minimum levels
of regulatory cupital. Additionally, the regulations
establish a frumework for the classification of savings
institutions into five caregories: well-cupitalived,
adequately capitalized, undercapitalized, significantly
nndercapitalized and eritically undercapitalized,
Generally, an institution is considered well-capitulized
if it has a core (Tier 1) capital rata of ar least 5.0%
{hased on adjustedd toral assets); a core (lier 1) risk-
based capital ratio of a least 6.0%; and a wlal risk-fased
capitul ratio of at least 10.0%. ‘The Bank had capital
ratios above the well-capitalized levels al December 31,
2004 andd 2003

anNm™UAal ATLCPFPORI




COMPARISON OF RESULTS OF OPERATIONS FOR 2004 AND 2003

General The Company incurred a net loss of $1.7 million
of $.82 per diluted share in 2004, a 30.0% Improvement
from the net loss of $2.4 million or $1.31 per diluted
share in 2003 primarily due to higher net interest Ineome
offset by additional provision for loan losses, a decline
i gaing om oan sales and increased noninterest expensc.

Net {nterest fncome. Net interest income is a signiticant
component of the Company’s net incoine, and consists
of the difference belween interest income generated on
interest-carning assels and inerest expense ingurred on
interest-beacdng lisbilitics, Net interest incorne s prituarily
affected by the volumes, interest rales and composition ol
interestearning assols and interest-bearing labilities. The
following tables titled “Average Balunces, Lnterest Rales
and Yields” and “Rate/Volume Analysis of Net lilerest
Tneome™ pravide important information on faclors
impacting net interest incame and should be reud in
conjunction with this discussion of net interest income.

Ner interest ineotne totaled 34.0 million in 2004 com:
rrared to $1.9 million in 2003, Net interest income in
2003 incluced a 513 million pretax prepayment ponaley
inewrred in the repayment of loag-term, fived rate Federal
TTome Toan Bank advances, discussed below. Not
inclucing this prior year charge, net interest income
increused 25.5% in 2004 compared to the 2003, The
iinprovement in net interest income was due oo the
arowll in wssels, primarly commercial, commercial real
estate and multi-family morgage loans in accordunce
with the Company's growth strategy and a reduction

in the cost of borrowings in 2004 due o payoff of the
Teceral TTome Taan Bank advances, noted ahove and
tonwer market inferest rates.

Interest income ncreased $709.000 or 13.0% 10 $6.1 milliom
in 2004, compured o $5.4 willion in 2003, prirmarily due
to increased income on louns and shorl erm cash
invesumnents offset by a decline in income en scourlios,
Tnterest income on loans norcased $632,000, or 15.3% in
2004 1o 34,9 million, compared to 54.2 million in 2003,
primarily duc o growth in loan balances offsel by lower
yiclls on louns, Aversge Joan balances moreased $24.5
million and wialed $51.8 million in 2004 compared to
4374 millicn in 2008 prinrly due e oan growth pure-
sudnl o the Cotpany's stratesy (o expand inmo business
{inuncial services in the Fairliwn and Columbus, Ohio
markels, Aversge loan vields declined 139 hasis points
(bp) 10 3.93% in 2004 compured 1o 7 32% in 2005 due
o growlh in conunwrcial, commercial real estale and
multi-family meorlgage loans, which are primurily
adjustahle race leans at lower rates than single family
mentgage loans, which comprised $9.0% of the loan
pentfolic in 2003 compared to 37.99% in 2004, Intcrost
income on federal funds sold and other carning asscts
tataled $367.000 in 2004 and increased $215,004, or

CFNTRAI
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141.4% from 152,000 in 2003 due to an increase in
both the average balance and yield of other carming
aggets, The gverage balance of other earning asscts
increased 4.9 miflion and totaled $17.3 million in 2004
compared Lo $12.4 milliom in 2003 as the Company
maintained short werm cash balances in antcipation of
loan growth. ‘Uhe yicld on other earning assers increased
90 bp to 2,129 in 2004 from 1.22% in 2003 as market
imterest rares increased during 2004, (nterest income

on sceurities declined $169,000 or 18.0% and totaled
§770,000 in 2004 compared w $930,000 in 2003 primarily
due to a decline in the average alance of securities.
The average balanee of securilies declined $4.1 million
and totaled $19.6 million in 2004 compared o $23.7
millicn in 2005 due W custy Qows froan maturities and
sales of securitics generally invested in short term cash
investments in anticipation of loan growth, The yield on
securities was 4.01% in 2004 compared (o 4,02% in 20053
The average balance of interest-earning asscts increased
$23.4 million unel the wverage yield of inerest-earning
assets declined 59 bp during 2004

Tneerest expense, not including the $1.3 million propay-
et penalty, decreased $102,000 or 4.5% w0 52,1 million
in 2004 compared to §2.2 millien in 2003 due 1w
decline in interest expense on deposits offset by an
merease i interesl exXpense on borrowings. fnlerest
expense on deposits decreased $134,000 ar 8.5% o
$1.4 miliion in 2004 from $1.6 million in 2003 due w
a decline in the cost of deposits offset by an increase
in the deposit balances. The averuge cost of deposils
declined 33 bp to 1.79% in 2004 from 2.14% in 2003,
Average ceposit balances increased $6.9 million 1o
$50.3 million in 2004 from $73.0 million in 2003 primarily
due o the Company's success in huilding deposit
relationships with business loan customers, Interest
expense on FITLE advances and ather borrowings,
inglucing suberdinated debentures, increased 532,000
or 4.7% o $713,000 in 2004 from $G51,000 in 2005, not
including the $1.3 million prepayment penalty, due o
increased borrowings offsct by a decline in the average
cost of horrowings. The average balance of FHLD
ackvances and other barrowings increased $19.1 million
tor 531.3 million in 2004 from $12.2 million in 2003 as
horrowings were vsed 10 fund loan growth and shon
term cash investments. The average cost of FHLE
advances and other horrowings decreased 331 bp o
2.268% in 2004 from 5.59% in 2004 primarily Jue to
payoll of long-term, fixed rate FHLB advances o 2003,
The average halance of interest bearing labilitics
increusedd 5259 million and the average cost of
interest-bearing labilities declined 70 by in 2004

Net interest marpin declined 1 bp from 3.28% in 2003
tr 3.27% in 2004,
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COMPARISON OF RESULTS OF OPERATIONS

Propision for Inan losses. Managernent analyzes the
adeguacy of the allowance for loun losses regularly
through reviews of the performance of the loan portfo
lio considering economic conditions, changes in inrerest
rates and the ollect of such changes on real estate values
and changes in the composition of the loan portfalic.
The allowance for loan losses is established through

a provision for lean losses based on Managenment's
evaluation of the risk n its loan portfolic. Such evalua
tion, which includes a review ol wll loans for sehich full
collectibility may not be reasonably assurecd, considers,
ameng other matters, the estimuted Lair value of the
undlenying collateral, economic conditions, hisorical
loun Joss experience, changes in the size and growth

of the Loun pertfolio and other factors thatl wurran
recognition in providing for an wleguate loan loss
aliowance. Fumire additions to the allowance (or

loan lesses will be dependent on these factors,

Tased on Management's roview, the provision for

foun [nsses rotaled $6:06,000 in 2004, an increase of
$544,000) fram $102,000 in 2003, The Company's atrategy
ter expand into busioess finuncial services and rhe signif.
feam growth in commercial, commercial real estate and
rulli-family mortgage keans that resulted trom thal siri-
cgy in 2004 required an increase in the provision and
allowance for loan losses related Lo these loan types.

Al Drecember 31, 2004, the allowance [or commmereial,
cemnrercial real estate and mulli-family morlgage loans
rotalect S8O2 000, an incroasce of 5762 000 from $100,000
at Drecember 31, 2003 as these Joan ypes grew from
17.8% of the total leun portlolio gl year-end 2003 10
48304 at vear end 2004 85.4% of the allowance a5
allewcarsd o chese Ioan eypos ac December 31, 2004, as
they terwd 1o be larper balance, higher risk loans (han
single-family residential mortgages, where the Company
has expericneed low historical loss rates. At December
31, 2004, the allowance For loun Lkesses represented
0% of total loans compared w7 1% al Decamber 31,
2003. Purther, nonpedonming loans, all ol which are
nenaccrual loans, wore 280,000 a1 Decernber 31, 2004
and $741.000 at Decenmber 31, 2003, At December 31,
2004, nomacerual loans epresenied 0.3% of wral loans,
compared ta 1.3% at December 31, 2003, The decling in
nonacciudl loans was principally duc we the Gomnpany’s
acouisition of propertics through the forecosure process.
Muore than 90%: of the nonacerual loan balanees are
secored by single-family homes in the Company's pri-
mary market ares, Manaement balieves the allowance
for loan losses is adkeguale o alsorh probable ineurred
crodit losses in the loan portfolic at December 31, 2004;
however futore additions 1o the allowance may he
necessary bascd on changes in economic conditions
and the Tclors disoussed in the previous paragraph,

trNTrAl TTRORAL CTOREODRIATION DO

FOR 2004 AND 2003 [CONTINUED)

Nongnterest fnoowre.  Nonineresr income declined
$2719,000 or 20.0% to $537.000 in 2004, compared to
$736,000 in 2003, primarily due L Joskes on security
sales und decreused gains on sales of louns ollser by
increased loun servicing [ees. Ne losses on sales

ol securities, which totaled 533,000 i 2004 compared
o wainy ol $42.000 in 2003, were prinarly [om sales
ol fixed-rme debt securitics. Gains an sales of loans
otaled $222,000 in 2004, a decline ol $207,000 o 48.3%
froom $429,000 caring 2003 due Lo decresed mortgage
originutions and sales as markel morlgage inlerest 1ates
increased and cusromer refinancing slowed Juring the
current year, Managemnent anticipates that although
current intercst rale concditioms may continue 1o redoc:
customer refinancing activity ancd the volume of loan
originations n the market, the Company's inorrgage
[oan arigination and sales activiey will increase as a
result of the acguisilion of Reserve, However, signili-
canl increases inomarket mortgage Rterest rales may
reduce the velume of loan originations, salcs and
resullint gains, Vet loan setvicing foe Income lotalid
$62.000 in 2004, un increase of $163,000 from o oot
lags of $101,000 in 2003, peimarily a resalt of slower
mortgage lenan PICPAYIILCTLS s marker interest rates
increased in 20041

Nowdnterest expense. Noninlerest expense increased
§400,000 o 8530 and totaled 6.4 million in 2004
compared to $5.9 million in 2003 primarily due 1o 2
lull year of operating costs related 10 salfing, improved
technology and cxpansion Lo new locations in Tairlawn
arcl Columbus, including dals processing, Ocoupancy,
depreciation and other expenses, Nuninlerest expense
in 2004 also incladed $106.300 in legal and professional
fees related 10 the proposed reverse stock split and
$A12,000 n cxpenses related to cmployee severance,
post retirement e insurance henefirs associated with
bunk owned life insurance, onc Ume charges recagnized
in commection with the scrvicing of loans and one time
internal operating account write-olfs. Expense for the
vear ended Tecember 31, 2005 included $1.6 million

in salavies and benefits cxponse related (o restructiring
ol emplovee benctit plans und puymenls on agreements
with ormer executives.

nceme raxes, Uhe income ax benelit associated with
the lower nol loss in 2004 wotaled 872,000 compared
1o FORE.000 in 2003,
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COMPARISON OF RESULTS OF OPERATIONS FOR 2003 AND 2002

teneral. The Company incurred a net Inss in 2003 of
$24 million or $1.31 per dilied share, compared 1o net
income Gl $674,000 or §.4% per dilied share fn 2002,
The less wus pricnerily duc o increased noninterest
cxpense associaled with Management's sirategy Lo
cxpand into business financial services by opening
offices in the Fublawn and Columbus, Ohio markets,
costs associated with additions o the management leam
and staff, restucturing of employes benefit plans and
rayments on agreements with farmer cxecutives,
Addirionally, a 51.3 milliom pre-tax prepayment penalty
wits incurred in e repayinent of long-terny, lxed-rate
Federal Home Loan Bank advances to climinate an inap-
propriate and costly source of funding armnged in 1998
and 199% o finance mortggage loans which had prepaid
during the high refinancing aetivity in 2002 and 2003,

Net frterest income, Nel inlerest income decressed $1.7
millicn in 2003 1w %19 million, cornpared 1o $3.0 million
in 2002 primarily due o the $1.3 million prepayment
praaley discussed above, Loterest income decmessed
51.7 million or 25.1% o $35.4 million in 2003, comnpured
to 7.1 million in 2002 The decline was due to a decrease
in rromtgage kan portfolio balances and mvestment in
securiies with short-term maturities, and vresultant lower
vields, inarder 1o reduce interest. rare risk ancl provide
liguidity for growth in cormnercial Toans, Tnrerest
incomnes o Jodans checreasedd ST million, or 20009 0
200% 10 $4.2 million, comparel 1o $5.3 million in 2002,
primarily due o cortinued bigh levels ol mrtg-
refinancing and the sale of current Fixed-rae loan pro-
duction. Average loan alances decrensed $9.4 million
and average loan yicelds declined 54 bp during 2005,
Tnrerast incoime from seaurites totaled 939,000 in 2004
and declined 5579000, or 38. 1% from $1.5 million in
2002, The decrease in income was primarily due 1o
prepayiments received on mortgage-hacked securities
ancd reinvestment of proceeds in securities with shorr-
tern ralurities and lower current market rates. The
averdue bulunce of sceurities decreasec] $177,000 ane
the average vield on thie portfolio declined 234 by
during 2005, The decline: o the yield of e portiolio
wis reproscnlative of Managernent's sirglegic decision
Lo shorten the maturity of the securilics portfolio,

Interest expense, nol inchyding the 1.5 million rrepsy-
ment penally, decreased $1.2 inillion or 35.0% during
2005 10 52,3 million from $3.% million in 2002, The
decline in interest expense resubed Trom o decteuse in
interest wies patd ondeposits as marker inlerest mes
Juclined, and from reduced Inlerest expense on Domowed
funds, primarily as o resull of the repayvment of o4 44,9
million baorrowing, ‘The average balance of inerest-bearing
Liabilities decreased $9.8 million und the average cost
of inrerest-hearing liahilities declined 100 bp in 2003,

Net interest margin decreased 28 bp from 3.56% in 2002
to 3.28% in 2004,

COMHTRAL

FPEDERAL LCOAFOHRATTIDN

The mhles below tilled “Averuge Dulances, Interest Rates
anel Yietds™ and “Rate/ Volume Analysis of Net Interest
Trcenne” prenvicle imprortant information on factors
fnprcting net inlerest noomme and should be read in
comjunction wilh this discossion of net inerest income.

Proviston for Ioan {osses, The provision for loan

[osses is based on Management's regular revicw of the
fewan pontfelio as described in detail previously. Based
om this review, the provision for loan losses totaled
$10Z,000 i 2003, an increase of $83.000 from $18.000 in
2002 The increase primanly rellected the 589 million
growrh In comimercial and commercial real estute loans
curing 2003, At December 31, 2003, the allowance for
loan losses represented . 71% aof total loans compared
0 .57% at December 31, 2002, Purther, nonperforming
lesans, all of which are nonaceroal loans, were $741,000
ar Tecember 31, 2003 and $751,000 at Decembaer 31, 2002,
At hoth Tecember 31, 200% and Deocember 31, 2002,
nonacernal oans represented 1.3% of the net loan
hulance, More than 9624 of the nonacerual loan balanees
are securend by single-family homes in the Company's
primary markel arcy.

Nowdnterest ineorme. Neminrerest income increased
191,000 10 $756,000 in 2003, compared 1o $365,000

in 2002, primmurily due to increasad gains on sales of
louns, service churges amel earnings on bank owned
life insursnee. Gaing on sales of loans otaled $429 000
during 2003, an increase of $116,000 or 37.1% [rom
8414000 during 2002 due 1o incredsed originglions
cxpericneed during the low murkal inleres mge envinom-
ment and Management's stralegic decision Lo sell curren
rroducriom rather than remain the long term, low fixed-
rules louns in poatlolio. Service charges roaled $165,000
in 2005, an inerense ol 535,000 or 26,00 from $130,000
in 2002 pritnarily due 1o increased checking aceount
[ees, Famings [fom bank owned lilfe insutance incraased
$1.20,000 and 1otled $188,000 i1 2003, compared to
$O8,000 in 2002 primarly due ke o Tull year of exrmings
in 2003 versus a partial vear in 2002 when the insursooe
was originally purchused.

Noninterest expense, Nominterest expense increased
$2.7 million or #7.4% and tolaled $3.9 million in 2003,
compared (o $352 milllon in 2002, Lhe increase innon-
interest expense ways primarily due o manggement, stll
and benetits restructoring, expansion Lo new localions
in the Failawn and Columbus markets and conversion
of the data processing system in 2005, These expenses
included higher salasics and cmployee benefils, higher
occupancy cxpense, professional fees and data processing
expenses. Salaries and employer benefits expense in
2003 inchided $038,000 associated with termination of
the Company’s TROP ancd $817,000 related to retrement
and severanoe agrecments with lormer excoulives,

Frccnne taxes. The income tax benefic associated
with the net loss in 200% wtaled $98E,000 compared
e $313.000 income tax expense associated with net
income in 2002

LA ANNILA R A A |
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The: following table presents Tor the periods indicatec the wotal dollar amount of fully taxable cquivalent interes|
mcome from average interest-carning assets and the resuliam viclds, as well as the inerost CXPCNSe On avenige
imlerest-bearing liabilities, expressed in both dollars and rates,

AVERAGE EALANCES, INTEREST RATES AND YIELDS

{DOLLARS 1N THOUSANDS) IR THE YEARS ENDEL DECEMEBIR 31,
2004 S 2003 o0z
ANERARGE: ' IN'.lrE‘.REST‘. "AVERAGE. ’ AVERAGE INTFRFAT AVLAAGL AVERAGE INTLREST AYVERAGE
OUTSTANDRIG FARMEDY © - YL, OUTSTANDING CAKNELY YIELDY CRITSTANMING EARNED/ VIELTE

" BALAMCE ' PAID . RATE: . BALAMLL PaIC RATF LWALAMNCE PAID HATL

Interest-earning assets: . S
Securities ©1¥ $ 19,605 § 780 | 4% | § 23675 947 | 402% |F 23852 31,513 | £.35%

Loans & . BLO0D | 4855 | 5.93% 57,449 | 4203 | s32% | 66,847 | 5255 | 7.86%
Other earning assels 17,3290 367 2.12% 12,410 152 | 1.22% 7,105 137 1 1.93%
FHI R stock 3694 | 152 | 4.11% 3,557 141 | 396% 3,08 157 | 461%
Total interesl-sarning assets 122528 | 6154 | 5.03% 57,001 : 5438 | 567% | 101.210 | 7067 | 6.98%
Nominterest-encring assets SRELE N 11,268 14,055

“Total assets §135562 [ - " s 108358 § 115,265

Interest-bearing liabilities:

Deposits $ 80305 |0 1436 | 179% | $ 73480 | 1570 | 20a% |5 75498 | 2501 | 3.319%
FHI R achances and other IR N

horrowings = CANA6S L T3 [ 228% 12,192 681 | 5.59% 19,902 961 | 4.33%
Total interestbearny anilves | 111570 | 2,149 | 103% | #msa2 | 2251 | 2eaw | 95400 | 346z | 263
Naninierest-bearing liabilities - ‘4,655"1 g0 . 3,484 1,958

ol liabilile, Ce2zs [ T e | 97,358

Equity PREEE"ES PR P 19,243 17,507

Tatal liabilities and cquity $13s562 | - | |3 108.350 R § 115,265 ]

Mot interest-garning assets § 1098 | . [ s 11459 & 5810

Net interest income/finterasl R

rate spread S 14005 | 390% §3187 | 2.99% $ 3,605 | 3.35%
Met interest margin ' a o ".3.27'%' 3.28% 3.56%
Average intersst-earning assets o [ . RREEEE :

average interest-bearing liahilities 109.82% ). © ) 113.38% | 106.09%

{12 Average bakiece iv comimted using the carrpivi valin of secerities.
Averee vickd i camguited wsing the Bisorizol sorottyed cost duerage bolanen for ceaflable for sefe seoeritio,
(58 Averigge Yiclds arver statesd o0 0 filly et copiidnant asis
(3] Hakanee §s vied of defirred Jocor ongination fees, wiaistuorod firoceeds of caksiruciion toans and mclides norperforming lnans
() Tnterest it does seol irecludde the 3.3 nidlon petelty un propegemnt of ERLE adivares i 2005,
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The following lable presents the doflar amount of changes in interest income and interest expense for major components
of interest-carning assets and interest hearing liahilities. It distinpnishes hetween the increase or decrease related
changes in balances and/or changes in interest rates. Tor each category of interesi-garming assetls and inleresi-hearing
liamitines, information is provided on changes anriboutable 1o () changes in volune (e, changes in volume muliplicd
by the prioe rared and (if) changes in rale Ge, changes o mte muliphed by prior volume), Por purposes of this able,
changes amributable tor both rate and voluroe which cannal be segregated bave been allocaled proporionately o e
change cue 1o volurme and the change due 1o Tale,

RATEVOLUME ANALYS5IS OF NET INTEREST IRNCOME
{DLILLARY IN TIHOUSRANDS)

' Year Ended Decerber 31, 2006 Vear Ended December 21, 2003
Gnmpare,d‘tp “fearl&‘nded'{;!ecember a7, zoQ3 o Compared to Year Ended December 31, 2002
Cincrease (dedea‘s'e) dueto. - b . -1 lﬁfré'agé.(éi'éclrﬁasc).du“e"tc“ R
" Raw ‘ -"Met. o Rate Violuma Met
Intarest-garning assets ‘ . ; S S o
Securities ™ LS 2 clos (88 | S ten |5 (565 | 8 (n s (578)
Loans Doty ] sss | esz | @4 o7y | (1,052
Other earning assets S 140 ‘ ‘75:1 e 2130 (62} 77 15
FHLE stock R - I R AT (23 7 (16)
Total interast-sarming assels T (780) | 1478 716 (995) 634) ¢ (1,629)
Interest-hearing liabilities i L i
Deposits SRy 7 R I T TR B () S (865 66) | (921)
FHLB advances and o |- A P |
other borrowings - {578). 4. .- 60B | - 32 124 f414) ‘ (280
Total interest-bearing liagilities |- (848) | 746 | _ .(162) |  (731) ws) | (2
Nel change in nelinterest income |5 88 | § .730 | .3 8B | § (264 | § (54  § (41g)

1) Secrtinm aOuRes are presenbed on rzﬁ;!{:]: taxable ﬁ;’l-ﬁwﬁif-‘m Boasis,
(20 Areoweety oo sel Dectucte thie 513 mallton pemaity 0n prepayment of YHLE advances in 20035,
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ASSET/LIABILITY MANAGEMENT AND MARKET RISK

Gereral The Company’s most signilicant market risk, or
risk of loss from adverse changes inomarkel prices and
rates, is interest rate sk, Asserliability management is
the measurement and analysis of the: Compuny's cxpo-
sure to changes in inferest miles. Managomnent actively
monitors and manages its nlerest rate risk exposure.
The ohjective of the Compuny's asseuliahility managpe-
ment function is 1 maintain long-erm profitabilicy
within the constrainis of an optimum sarning-asset mix,
capital adequacy, liquidity and salety, The extent of the
movement of interest rales s an uncerainty thae could
have a negative imput on carnings of the Company.

Queatliteilive Aspects of Marvket Risk. The principal
objecive: of the Company's interest rate risk managenen
funciion iy wo evaluale interest race risk, determine the
level ol risk approprinee to the Company's businesy
slralegy, operaling cnvironment, capital and Bguidity
reqquirenents and performance objectives, and manage
the risk consistent with Board of Direclors” approved
puidelines. Throush such management, the Company
secky lo reduce the vulnerabiliy of its earnings 1o
changes in inlerest rates. The Board of Threctors has
eslablished un Asset/Liability Cornrmitfer, respxomsible
for reviewing ity asset/liabilicy policies and inferes) e
risk position, which meets ona monthly Dasis and
repors irends and interest rate risk position (o the
Toarnd, The Company manages interest rale risk on

# conlinuing basis through the use of @ number of
slralegics as an ongoing part ol ils business plan.

Cucnititative Aspects of Marke! Risk, 'Lhe Baale meamures
the effect of interest rate changes on its net portfolio
value (NIW), which is the dillerence between the esti-
mated market value of the Twnk's asscls and liahilities
under different inferest e scenarios. Changes in NFV
are measured using mstananeous <_'h:1ngc:s in interest
rates rather than lneasr chunges in rates over a periocd
of fime. At December 31, 2004, the Bank's NPV matios,
wsitig inlerest mle shocks moging from a 300 b rise
i rles 1oy 100 bp decline inrates are shown in the
fullowing table. All vahies are wilhin (he acecptable
range established by the Bosrd of Direetors.

LEN KA. FLDTERA CORFORA] OM 2004

NET PORTFOLID VALVE {EANK ONLY}

BASIﬁ POINT CHAMGE I RATFS _N}"\-f: lHA'I‘ID ] o
+300 +1.32%
+200 11.61%
+100 11.75%
0 N 11.63%
-100 S 1141%

Ln evaluating the Bank’s exposure W& interest rate risk,
certaln shorreomings nberent in the moethod of analysia
presentec in the foregoing 1mble wust be considered.
For example, although certatin assews and liabilities may
have similar maturities or periods 10 which they reprice,
they may react in different degrees 1w changes in market
interest rates. Tr acdition, the inlerest rates on certain
mypes of assets and labilitics may fluctuate in advance
of changes in markel inlerese rates, while inferest mles
onn other types may lag behind changes in market races.
Furthermorte, in the event of 2 change in interest races,
prepayments and early wilthdruwal levels would likely
deviate signilficantly From those assumed in calenlating
the table. Tirully, the shility of muany borrowers to
service their debl may decrease when interest rates
rise. Therefore, the aclual cflect of changing interast
rates may dilfer malerally from that presented in the
loremoing luble.

The Company’s inlerest e risk position has improvel
ds o resull of Management's strategic decisions 1o scll
fixed-rate mortgage loan oviginaiions rather than retain
long-lenm, low fived. rate [oans in porlolio, increase
shorl lerm cash investments, grow commercial loans,
which tend o have shorter maturities (than residential
margage loans and, in many cases, adjustable interest
rates, and extend the marurity dates of borrowings vsing
longer term, fised-rate FIILE wodvances.
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LIQUIDITY AND CAPITAL RESOURCES

In gencral wenms, liquidily s a measurement of the
Company's ability 1o moect its cash needs. The Company’s
objective in ligquidity management is to maintain the
ahility to meet loan commitments, purchase scourilics
or 1o repay deposits and other liabilitics in accordance
with thedr lerms wilthoul an adverse impact on carrent
or luture: carnings, The Company’s principal sources

of Tuncds are ddeposils, smorization and prepayments of
lopanys, malurilics, sales and principal receipts of securides,
horrowings wrid operations. While maturitics and sched
wlud amortization of loans are predictable sources of
funds, deposit flows and lnan prepayments are greatly
influcnced by general interest rares, ecomomic conditions
and competition.

The Banle is required by regulation o mainwin sofficicnt
liquidity to ensure its sale and souwnd operation, Thus,
adequate liquidity may vary depending on the Bank's
overall asset/liahility structure, market concilions, the
activities of competitors and the requirements of ils own
deposit and loan customers. Managerment belicyves thal
the Banld's Hquidity is sulTicient.

Liguidity management is both a daily and long-term
responsibility of Management. The Company adjusts its
investments in ligquid assets, primarily cash, shor-term
investruents and other assets tat are widely traded in
the secondary markel, bascd on Management's assess-

IMPACT OF INFLATION

‘The financial statements and related data presented
herein have heen prepared in accordance with, generally
accepred accounting principles, which preseruly require
the Company o messure [nuncial position and results
ol operations primaurily in terms of historical dollars,
Changes in the relative value of money due T inllation
are generally not considered. Tn Management's opinion,
changes in interest rates affect the financial comdition ol
the Company to a far greater degres than change in (the
inflation rate, While interest rates are generally influ-
cnced by changes in the inflation mate, they do ot
move concurrently. Rather, interest rae volatlily s

CINTRAI
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ment of expectad loan demand, expected deposil Tows,
vields available on imerest-carning deposits and scourilics
and the oljecive of is asseuliabilily management program.
In addition to its liquid assets, the Company has other
sources of liquidity available incluching, but not limiled
o access 0 advances from the Tederal TTome Loan Bank,
use of brokered deposits and the ahility o obtain
deposits by offering ahave-market inferest rales.

The Bank relics primarily on competitive rates, customer
service and relationships with customers to retain deposits.
Based on the Bank's experience with deposit retention
and current retentivm strategies, Managemenl belicves
thar, althowgh it iz ot possible 10 predict fulure wrms
arl conditions upen renewal, o significant portion of
such deposits will remain with the Bank.

At December 31, 2004, the Tnk, exceeded a1l of its
regulatory capital reqguirernents 1o b considered well-
capitalirzed with a Tier 1 capital level of $13.6 million, or
1% ol adjustec] 1otal assets, which exceeds e required
level al 58.4 million, or 5.0%; Tier 1 disk-bused capital
leved ol 513.6 million, or 11.3% of risk-weighted assets,
which exceeds the required level of $7.2 million, or 6.0%;
and risk-based capital of $14.6 million, or 12.2% of risk-
weighted assets, which exceeds the required level of
F12.0 million, or 10.0%.

based on changes in the expected rate of inflation, as
will us changes in monetary and fiscal policy. A financial
institution's ability to be relatively unaffecred by changes
in interest rares is a good ndicator of s ability (o perform
in o volatile coonomic environment. 1o an effort to pro-
tect itself from the effects of interest rate volatility, the
Company reviews its interest rate risk positioh frequent-
ly, monitoring its cxposare and taking necessary steps
L minimize any detrimental effects on the Company’s
profilability,
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CRITICAL ACCOQUNTING POLICIES

The Company lollows financial accounting and reporting
policies that sre in accordance with generally accepted
accounting principles in the United States of America
and contormn (o general practices within the: Tanking
industry. Sore of these accounting policies are consid
ered to be orilical accounting policies, Critical account.
ing policics are those policles that require Management's
mast difficult, subjective or complex judgments, often as
a result of the need 10 make estimates aboul the effect
of mmatters that are inherenuly uncertain. Application

of assumplons differ than those used by Management
could result in malertal changes in the Company's
financial posilion or results of operations. Munagement
believes thal the judgments, estimates and assumnplions
wsed in the prepuration of the consolidated Hoaneni
sratements are appropriate given die factoal ciroum-
stances al the lme,

The Company has identified accounting policies that

are critical accounting policies and an understanding of
these policies s necessary to understand our financial
slatcrnents. One oritical accounting policy relates to
determining the adequacy of the allowance for loan
lasses, The Company adopted an Allowance for Loan
Losses Polley designed to provide a thorough, disci-
plined wnel consistently applicd process that incorporaies
Managerment's current judgments aboul the credit quality
of the loan portfolio into determination af the alkyaance
for loan and lewse [osses in accordance with generally
accopled accounting principles and supervisory guidance,
Management estimates the allowance balance requiredd
using past loan less experivnce, the nature and volume
of the portfolin, infermation abowl specific borrower

MARKET PRICES AND DIVIDENDS DECLAREP

situalioms and estimated collateral values, economic
conditioms, and other factors, The Company's strulegy Lo
expand inta business financial services and the significan
arowll in commmercial, commeroial real estate and muli-
family loans that resulted from thar strategy in 2004
required wn inerease n the provision and allowance for
loan losses related to these loan types, which tend to
be larger balance, higher risk loans than single-family
rezidential morlgages, where the Compuny has experti
enced low historical loss rates. Managemenl belieyves
thut un ydequate allowance for lown losses has been
estublished, Additional information regurding this policy
iz included in the notes to the consolidated financial
staternents, hole 1 (Summary of signilicunt Accounting,
Policies), Nowe 4 (Loans) and the sections above cap-
tioned "Provision for Toan Losses”,

Another erirical accounting policy relates to the valualion
of the delered tax assct for ney operating losses. Net
operating losses toraling $2.8 million anc §2.5 million
expire in 2025% und 2024, respectively. No valoalion
allowance has heen recorded against the deferred tx
asse lor ner operating losses boecause the benefit is
more likely than not to be realived. As the Company
conlinues s strategy to expand inw buasiness financial
services ancd focus nn growth, the resultane increase in
inleresl-eaming assets s cxpected 10 increase profitability.
Additionully, the acquisition of Resurve s expected o
increase (the Company's single-family meorigage loan
volume and resultant paing on loun sales. Additional
information is incluced in the notes to the consolidated
[inancial statements, Note 14 (Ineome Taxes).

The common stock of Central Federal Conporation trades on die Nasdan SmallCap Markel under the symbol “GCFC
Az ol December 31, 2004, there were 2,185,849 shares of common stock cutsianding and 981 shurcehalders, excluding
porsons or entities holding stock in nominee or street name through varous brokerage firms.

The: [ollowing table shows the quarterly reported high and low rude prices of the common stock and cash dividends

por shure declared during 2004 and 2003,

LOwW

2004 |
First quarter 416,10 % 12.00
Second quarter - 18.00 : 12135"
Third guarter 15.22 125
Fourth guarter 1373 ', 10,95
2003
First quarter $11.03 $ 9.28 $ 0.09
Second quarter 12.13 10.44 0.09
Third quarter 14.00 10.70 .09
Fourth quarter 16.13 13.60 0.09
!
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FINANCIAL STATEMENTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

%\CroweM

Crowe Chizek and Company LLC
Member Horwath International

The Toard of Threctors and Sharehaolders
Central Federal Corporation
Fairlawn, (hio

Woe luve audited the accompanyving consoliduatcd balanoe sheos of Contral Federal Corporation gs of December 31,

2004 anc 2003 and the related consolidated statements of oper

icms, comprehensive income (loss), changes in
sharcholders' cquity and cash flows for cach of the three years in the perlod ended December 31, 2004, These
foancial satements are the respemsibility of the Company™s management. Owr responsibility s to express an opinion

o these financial statements based on our audits.

W condugted our audits inaceordanoe with the stamdards ol he Public Compuny Accouniing Oversighrn Thoard

(United States). Those standards require that wo plan and perform the audie o abtain reasonable assurance about

whether the fmancial staemments are ree of merial misstaiement, An audit includes examining, on a test ba
evidener supporting the amouonts and disclosares in the financial statcments. An audit alse includes assessing the
accounting principles nsed and significant estimates mace by managernent, sxowell as evaluating the overall linancial

statement presentation. We helicve thar our audits provide a reasonable basis for our opinion.

Th ar opinion, the consolicated Dmancial staterments relerred 1o above present Gairly, in all marenal respects, the
financial positien of Central Federal Corporation as of December 31, 2004 and 2003 and the results of its operations
anl i1s cash Hows Tor each ol the three yesms inothe period ended Decernber 31, 2004, in conlormily with TLS.

pencrally accepred accounting principles.

dm..@ayx_ M%Wa

Crowe Chivek and Compuny 11O
Cleveland, Ohio
Tebruary 10, 2005
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CONSOLIDATED BALANCE SHEETS

(DOLLARS IN THOUSANDS EXCEFT PER SHARE DATA)

RICTMBIR 31

2003 2003
Assets I
Cash and cash equivalents § 3 8936
Interest-bearing deposits in athar tinancial institutions ' 1,587
Securities available for vale 27,126
Loans held for sale 106
Loans, net of allowance of $978 and $2415 58,024
lederal Home Loan Bank stock 3,626
Loan servicing rights 221
Foreclnsed assets, net 183
Premises and equiprment, net 1,832
Goodwill -
Dther intangible assets -
Hank owned life insurange 3,256
Loan sales proceeds receivable -
Defarred tax assel 430
Accrued interast receivable and other assats 1,03 1,074
$ 171,005 $ 107.011
Liahilities and shareholders’ equity
Deposits A
Non-interest bearing g $ 2,457
Interest bearing : R 70,80
Toral dopasits T 101,628 ¢ 73,358 )
Federal Home Loan Bank advances o 41,17’0 j‘. 7.500
Dther borowings S 2249 o -
Advances by borrowers for taxes and insurance SRR 3 8 " 207
Accrued interest payable and ciher fiahilitias 979‘ o . 935
Subordinated debentures a 5155 B B 5,155
Total liakilities 151,408 87,155
Sharshalders' equity RS
Preferred stock, 1,000,000 shares authorized;
none issued -
Common stock, 5.01 par value; 6,000,000 shares T
authorized, 2004 - 2,294,520 shares issued, S
2003 - 2,280,020 shares jssuad 23 . 23
Additional paid-in capital 1 11,845
Retained earnings 10,997
Accumutated other comprehensive income 201
Unearned stock based incentive plan shares {357)
Treasury stock, af cost (2004 - 108,671 shares,
2003 - 255,548 shares) _ (2,853)
Total sharchclders' cquity 07 oo ' 19,8'36
$ 171,005 0 $ 107,01
e FroEge PR ks )
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CONSOLIDATER STATEMENTS OF OPERATIONS

IDOLLARS (N THOUSANDS EXCEET FER SHARE DATA) ‘YEARS ENDED DECEMBER 31

004 2002 2002

Interest and dividend income

Laans, including fees ‘ %4855 :, $ 4,203 § 5255

Tamable serurities SRR 41 LR 934 1,518
Tax exermpt securities 20 o 5 -
Federal Home Loan Bank stack dividends RS - 141 157
Federal funds sold and ather S e 152 137
- e T -““M'VH”“?‘?'E:”&?'H““‘T"T’HW"_ 5’435 7’06?
Interest expense . -
Deposity Colo nA38 1,570 2,50
Federal Home Loan Bank advances and other debt L - agg 1,840 951
Subordinated debentures I 11 -
T 248 . 3,521 3,452
Net interest income T T3 1,614 3,605
Provision for loan losses - S 102 19
Net interest income after provision for loan losses St 3,349, ' 1,812 3,586
Naninterest income
service charges on deposit accounts ‘ 14T : 165 130
Net gains on sales of loans o 222 429 313
Loan servicing fees, net e Co {103) g
Met gains (losses) on sales of securities o {55 42 16
Carnings on bank owned Iife insurance o R VLN ‘ 188 SH]
Cther I B 33 30
Noninterest expense ST
Salaries and employes benefits - 73454 3,549 1,713
Occupancy and eguipment s 3‘27,- ) 224 96
Data processing | 246 196
Franchisc taxes T 301 287
Professional fees .' R 424 g . - 673 212
Director fees T 118 a4
Postage, printing and supplies N RS 1 S j98 133
Advertising and pramation . .' 17T 27 20
Telephane S S a8 23
Loar expensas S -1'3: o H 143
Forecloscd assets, not ‘ 57 14 (34}
Depreciation . .35 176 144
Amaortization of intangibles 21 ] -
Other ‘ $ 509 264 147
. 6420 5,930 3,164
Incoma (loss) befora income taxes - {2,534) . (3,362) 957
Income tax expense {benefit) . ' {(872) (388) 313
Net income {loss) § {1.682) % @Ay % e
Earnings (loss) per share - '
Rasic {$0.82) § (13D § 044
Diluted (40.82) . $ (131 5043

(Nee RCCOMPANRYING Nhotes.)
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(DOLLARS INTHOUSANDY T ECFFT PER SHARE DATAY YEARY ENLID DITTMRTR 1

b aond 2003 2002
Net income (loss) (2,374 3 674
Unraalized holding gains (losses) on sacrilies
avallable far sale (154 a4
Loss: Reclassitication adjustiment for gains and (losses)
later recognized in net income 42 16
MNet unrealized oaing and [iosses) (1'96) ' 18
Linrealized gain on sccuritics transferred from held to S
maturity to available tor sale T 458 -
Tax offect ) o 72. ‘ ", (B} (@)
Other mmprehern;ive income '(Ioss) . 14D ‘ o 173 17
C(‘.)rnpr-éhensive incorne {loss) i S e $ (1,802). STy (2,201 $ 686

R e I A L R e
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CONSOLIDATED STATEMENYS OF CHANGES IN SHAREHOLDERS' EQUITY

HXLLARS IN THOUSANDS EXCEPT PER SHARE DATA)

H T
ACTITIZ AL DOATILMULIED | UNESAMED | UNSBKHED SILLK
COMMEN PAIR-N RITARFD RN i+ FMF OVEF TTIONK | RASED INCFR-VE TRRAR: RV ™OTA,
LUk LAl AL LAINGE o SORMPRLICHAIYT ; WM IR M AR SHIARTS STOCK SHARR O QRS
N I'WUME FLATY LHAKEY [TENTIR
Balance at lanuary 1, 2002 19 | 4 8310 | $13.962 I § 16 % {1,657 i (2700 | %2226y | 181860

Comprehensive income

Met income G741 : 674
Other comprehensive incorne 12 12
Tolaf comprebensive incorme BEE
Commitment 10 release 21,588 employee stock :
ownership plan shares (4 26 222
Relaase of 15,516 stock based incentive plan shares ; 10 1
Purchase of 96,410 shares of treasury stack (1,044) (1,044}
Cash dividends declared (%26 per share) {561} 551)
Ralance at December 31, 2002 “ 1o ! Tgaoe | TanEs /| (1,475) (e | (32700 | 17,83

Comprehensive incoma

Net loss (2,374 (2.3/74)

Other comprehensiva incame 173 173
Total comprehensive loss (2,201}

issuance of comman stock in private placemeant,

net of offering costs of $64 (312,649 sharec) 4 3116 3,119

Issuance af stock based incantive

nlan sharss (28,500 shares) 1 337 {338)

Sale of ernployee stock ownership plan shares at

plan termination (81,000 shares) 125 148 373

Final allocation of employee stock awnership plan

shares at plan termination (41,882 shares) (3 677 R3A

Release of 16,002 stock based incentive plan shares 141 141

Stock aplions excrosed (37,302 shares) 7] A7 345

Tax benefits from stock aptions exercised i : 47 A7

Cash dividends declared ($.36 per share) (B8 ; (E39)

Balance at December 31 2003 T 23| 1veds | 10,857 201 - (357}, (2853) 1 19,855

CthrehensliFa incoms . S T L P
Net fdss- P ‘ | 4e62) N R T R 7 ]

:chérltorﬁpre¥-l:érﬁsiveIoss3”‘ . o gay| A L

- Total comprehensive fass -

Issuance of stock: bised incentive plan shares, : -
net of forfeityres (20,703 sharas) . 237
Rielease of 21,278 stock based incentive )
ptan shares ‘ ‘ ]
Stock options exsicised (44,900 shares) : {50)
Tax benefits from stack opitions exercised amy
quﬂlase of 75,000 shares of treasury stock '
Issugnie of 127,01 shares of treasury stack , T
in atquisition’ . . .. 358

o {1.802)

Gnet T R 30|
Cash dividends declared ($.36 per share)’ ‘ AR (748) 1
‘Balance at Decernber 31, 200i ' $°23 1512519 | $2497 0 § &1 $ - 5850 s(nz43) [

(St e Ping otes. )
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CONSOLIDPATED STATEMENTS OF CASH FLOWS

{00 ARS, IN THOUSANDS EXCEST PER SHARE DATA) VEARS ENDED DECEMEBER 31
UL R 2003 7002

Cash flows fram aperating activities

Met income (loss) 3 (2,374 3 674
Adjustments 1o recancile net income to net cash
provided by operating activities:
Pravision [or loan losses 102 19
Valuation loss on marlgage servicing rights 56 -
Deprecigtion 1746 144,
Amortization, net {5} 77
Net realized {(gain) losa on sales of securities 42y 1e)
Loz {gain) on dispasal ot premises and equipment 50 .
Gairt unt sdle of foreclosed assets - -
FHLE slocs dividend (141) {157)
LSOF expense 638 222
SBIP expense 141 10
Met change in: S
Loans held far sale wps . LT (106} 8,221
Bank owned lite insurance (145) R (188} {68)
Lown sales proceeds receivable RS (589 - -
Leforned tan asset R - ) N (1,083} 138
Accrued imterest receivable and other assets ok Bs .- (22} (708)
Accrued interest payable and other liabilities o @ {600} 8B5S
MNet cash tram opersting activitics oAy {3,398} 9,862
Cash flows from investing activities L IR
Nel decrease in interest bearing deposits B 1,587 . . 5,618 (1499}
Available-for-sale securities: o C Lo
bales , 15,191, - 3,078 386
Maturilics, prepayments and calis S B4 T 28,068 594
Purchases L {7,087 S (46,914) (7903
Held-to-raturity secyrities: e S
Maturities, prepaymeants and calls L . - ) . 7,201 27,056
Purchases T - (21,508)
Loan originalians and payments, net Cocassan 4,434 a,010
I'mans purchased o LRy S - -
Additions to premises and cquipment woEn. L (1,326) (127)
Proceads fram the sale of premises and equipment T - -
Proceeds trom the sale of foredosed assots S Tes s - -
Purchaze of bank owned lite insyrance o e e - {3,000)
Met cash usad in acnuisition IR = R . -
Cash received in repayment of FSOP loan R L X -
Nat cash fram investing activities B - 78 1< B 1,912 10,922
Cash flows from financing activities T e
Met change in feposits S T eEe T 1,232) (1,478)
Net changa in shart-term horrowings fram the e
Fedural Horme Luan Bank and othar T 8- Iy A 7,500
pracecds lrom Federal Home Loan Bank S T AT
aclvances and athor debl o 1A S - -
Repayments on Federal [tome Loan Barik o e
advances and other dabit N T (16,330 (8,063)
Net change in advances by borrawers for R ':‘ S B
laxes and insurance b {(241) (123)
Proceeds from subordinated debentures I 5,155 -
Cash dividends paid e (735 655 (551)
Proceads from private placement LT e E 3,145 -
Frareads from exercise of stock oplions SRR b TR AR 35 -
Repurchase of commaon stock o . “ (319) . o R
Mt cash Trom finuncing activities S . bzaxs {2,439
Met change in cash and <ash cquivalenls 23,73% ‘ (3,925)
Beginning cash and rash equivalents } - 85836 o 12,861
Ending cash and cash equivalents $ 324875 0 1 B,9%6 3
Supplemental cash flow information L T
Interest paidl $ Zim % 3,514 3 3,455
tRcame tanes paid AT 106 160
supplemental noncash disclosures ‘ : s
Transfer of securitics from held 1o maturity to available tor sale 7 § $ 10,533 § -
Transfars from Inans to repossessed assol C 716 183 -
Acyuisition of Reserve Mortgage Senvices, Inc. through . .
issuance of cummeon stack o . 1,787 -

(S0 adcen MR pIivgr wokes. )
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(MO0 TARS IM THOUSARIDS EXCEF] PER SHARE DALAY

NOTE 1 - SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Natwre of (Operations and Principles of Consolidation:
The consolidated financial statements nclude Central
Tederal Corprration, its wholly owned subsidiary,
CTRank, and Reserve Mortgage Services, Inc., a whoelly
ownezl subsiciary of OFBank since October 22, 2004,
tomether relemed ke as “the Company”. Tntercompany
ransaclions and balances are elminated in consolidation.

The: Company provides financial services through its
offices in Fairlawn, Columbus, Wellsville and Calcutta,
Ohio, Trs primary deposit products are checking,
savings, and erm cerlficate accounts, and ity primary
lending products are residential mortpage, commercial,
and installment loans. Substantially all louns are seoured
hy specific items of collateral including business asscts,
comaumer assets, and comimercial and residential real
estate. Comimercial loans are expected to be repaid
from cash flow from operations of businesses. There
are no significant concentrations of leans to any one
industry or cusiomer. TTowever, the customers’ ability

to repay their loans is dependent on the real estate and
general cconomic conditions in the areas, Other linancial
instraments, which potentially represent concentrations
of credit risk, nclude deposit accounts in other financial
institutions.

Use of Estimades; To prepare linancal stulements in
conformity with sccounting prineiples generally accepted
in the Cnited Stes of Americs, Manugement makes
cstimates and assumplions based on available informa-
tion, ‘These estimates and assumplions alleo the
amounts reported in the Hnuneis] stalements and the
disclosures provided, and actual results could differ.
The allowance for loan losses and fair values of
finamcial insruments are particularly subject to change.

Cash Flmes: Cash and cash equivalents include cash
and depnsits with other financial instittions under
90 days. Net cash flows are reported for customer loan
and deposit transactions, interest-bearing deposits in
other financial instimtions and haorrowings with original
fnatusities under 90 days.

Interestbearing Deposifs in Otber Financial nstifutions;
Interest-bearing deposits in other financial institations
mature within one vear and are carried at cost.

Secrrities: Debl securities are Classilied as held 10
gty wnd carmcd gl amnonizeod cost when mansgemnesnt
hias the positive inlent and ahility 1o holdd themn (o malany.
Dbt securilies are classilied as available for sale when
they might be sold before matorily, Equily scourities
with readily determinable Fair valoes are clasgsificd as
available for sale, Sccuoritics available for sule are
carried at fair value, with unrealized holding gains

CFNTRAI
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and lnsses reported in other comprehensive income,
Cither securities such as Federal Home Loan Bank stock
are cartied ar cost.

Trtereat income includes ameortization of purchase pre-
mium or discount. Premiums and discounts on seourilics
are amamized on the level yield method without antici-
pating prepayments. Gaing and losses on sales are
recorded on the tmde dare and determined using the
specific identilfcaton method.

Declines in the fair value of securities helow their cost
that arc other than senporary are reflectecd as realized
losses, n estimaling olber-than-temporary osses,
management considers: (1) the length of time and extent
that fair value has been less than cost, (2) the lnandcial
condition and noar lerm prospects all the issuer, and
{3) the Company’s abilily and intent (o holdd the security
for a period sufficient 1w allow for any andeipated recov-
ey in fair value.

Yoans Held for Sale; Mongage loans originated ancd
intended for sale in the secondary marlkel are carricd

ar the lower of apgrepate cost or market, as detcrmined
by ourstanding commitments from investors. Net unreal
irel losses, i any, are recorded as a valoation allowance
anel charged to earnings.

Mortgage loans held for sule after 2005 are generally
sold with servicing rights relessed, Mongage loans held
for sale prior o 2004 were generally sold with servicing
rights retained and the canying value of morgage louns
sold was reduced by the cost allocated to the servicing
right, Guins s fosses on sales of mortgage loans are
bascd on the difference between the selling price amd
the canrying value of the related loan sold.

Fotns: Toans that management has the intent and ability
10 holel Tor the foreseeable Muture or antil mamscy or
payoll are reported at the principal balance ourstanding,
nel ol uncamed inlerest, defered loan foes
and an allowance for loan losses. Tnterest income 1
acorued on the unpaid principal balanee, Toan origing-
tion fees, net of cenuin direcl originaton costs, are
deferred and recognized in intorest income osing the
level vield methed without anticipating prepuayments,

ancl costs,

Tnlerest incomes on mortgage and commercial loans

is discontinued w the time the loan is 90 days delin-
guent nnless the kan i well-secured and in process of
collestion, Consumer and credit card loans are typically
churged-ofl no luler than 90 days pasl due Past due
stalus iy based on the contraclual tenms ol the loan.

In all cases, loans are placed on nonacerual or chiarged-
off at an carlicr date if collection of principal or inlerest
is considered doubtful.

CORPORATIOCN 2004 ANMNUAL REPFPORI
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Albinterest secrued but nol received for loans placed on
nongceroal s reversed againar intercst income, Trwerest
received on such loans s accounted for om the cash basis
or eost-recovery method, uril qualifying lar return oo
acorual, Loans are returned 1o aceral status when

all the principal ancd interest ameounts contractually
clug are broughr current and future payments arc
regsonably assured,

Allevaance for Loan Tosses: The allowance for loan
losses is o valoation allowanoe for probable neuresd
creclit losses. Loan losses are charged against the
llowance when management belicves the uncollectibility
of a loan balunce is confirmed. Subsequent recoveries,
if any, are credited to the allowance. Manygement esti-
mates the ullowance balince required using past Joan
less experience. the nature and volume of the portfalio,
information about specific borrower sitations and
estimated collateral values, cconomic conditions, and
ather Taclors. Aliocations of the alinwance may be
macks lor specific loans, but the entire allowance 1s
aviilable for any losn that, in manygement's fjudgrment,
should he charged-off,

The allowance consists of apecilic and general compo
nents. The specilic componen relaes to Joans that

arc individualiy classified as impgired or loans olherwise
clussified as subsiundard or douttful. The general
vomponent covers non classified loans and is Dused
on historical loss experience adjusted for aurent (actors.

Aloan is impaired when full payment under the loun
ety (s not expected, Commerctal, mwli-family residential
and commercial real estate loans are individually cvalu-
ated for inpairment. T o loun is impaited, & portion of
the allowanee i allocaled so dat the loan is reported,
net, wl the present value of estimared [uture cash lMows
using the loan's exisling rate or at the fair value of col-
lateral if repavment is cxpeocted solely from the collater-
al. Large groups of sinaller balance homogeneous kouns,
such as consumer and single family residential real coale
jvany, are eolectively evaluated for impairmenr, ynd
seoordingly, they are not separawely identified for
mnpuirment disclosures.

Servicing Rights: Scrvicing rights reprosent the allocuted
valies of retained servicing rights on loans sold. Servicing
assely are cxpensed in propacion w, and over the period
ol, calimated net servicing revenues, lmpairmen s
evalualed based an the fair value of the assets, using
groupings of the underlying keans as 1o interest mles
andl then, secomdyrily, as to loan type and investor. Fair
value Is determined using prices [or similar asscls with
stnilar characteristics, when available, ot based upon
discounted cash lows using market-hased assumptions.
Any impairmenl of & gronping is reported as a valuarion
allowance, 1w the extent that fair value iy less than the
capitalized amount for 5 gronping,

CFNITRAL TFDERKAL CORFODRATION 2004
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Foreclosed Assers: Assels acquired through or insteacd
ol loun foreclasure are indtially recorded at Fair valoe
when acquited, estahlishing o now cost asis, 1f fair
vahie declines subsequent 1o foreclosure, o valuation
allowsnee Is recorcled through expense, Costs after
acepuisilion are expensed,

Premdses and Equipmend; Tand s carried a1 cosl.
Dremises und cquipment are stated at cost less accumu-
latec clepreciation. Buildings and related compeonents
are deprecinted using the wraight line method with use-
ful lives ranging from 7 w 440 years, Furnitare, fixtures
and equipmnent arc depreciated using the straight line
method with useful lives ranging from 3 to 25 yoars.
Leasehold improvements are amortized over (he lives
of the respective leases.

Bank Ownied Life Fesorance: The Conpany has purchased
life insurance policies on certain hey cxecutives. Tank
vaned life insurince Is recorded ul s cash surrender
value, or the amount that can be realized.

Goodwitl and Other tntangible Assels: Goodwill results
from husiness acquisitions and represents the excess of
the purclise price aver the (air value of aceuired tangible
assets and liabilities and identifiable intangible assets.
Goodwill is assessed ar lesst annually for impairment
and any such impairment will be recognived in the
period dentilied.

Othier inrangible assets consist of @ noncompete ayrecment
and prior owner intanpible assets arising from the acqui
silion of Reserve Mortpage Services, Ine. They are initally
measyred at fair value und then are ainerized on the
slradght-line merthod over their estimated usefil Hves,

Long-term Assets: Premises and equipment, other intan-
gible wssels, and other long-term assets are reviewed lor
impairment when events indicate their carrving amoum
may nol be recoverable [rom future urglisconnted cash
Floms, 1 impaired, 1he assets are recorded at fair value,

Loan Comritments and Related Financial Instranients:
Financial mstruments include off-balance-sheel credit
insrrurnents, such as commitments to muke loans and
commercial letters of credit, issued to meet customer
financing needs. The [uce amount for thege tems
reprosents the exposure to loss, belore congicdering
customer eodlateral or ability to repay, Such financial
mstruments are recorded when they are funded.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINVED)

Stock Comprensation: Eriployee compensation expense under stock oplions is reported using the intrinsic value
method. Ney siock-bused compensation cost Is reflected i ne incone, a5 all options granied had an cxercise price
ecpual (o or greater than the markel price of the underlying commen stock ar cdate of grant, The following talle
illustranes the effect on oet income and carnings per share 10 expense was measured using the fair value recognition
Prowvisioms o FASBH Statement No. 123 dcconnting for Stock-Hesed Compensation.

2003 2002
Net income (loss) as reporied $(2,374) $ 674
Derucl; Steck-based compensation expense
determined undor fair value based method 183 175 121
ED lorina net income (loss) § {1,845) o - % (2,549) "5 03 —
Basic earnings {luws) per share as reportead 8 (o',sz‘) R F 0.3 3 0.4
Pra Tonma basic earnings (loss) per share (D.'Qf)- £1.40) 096
Diluted earnings (loss) per share as reported R DA 5 {131 1 0.43
Pro forma iluled earnings (loss) per share - {nglﬂ-) {1.403) 0.35%

The prer Tormy cffects are compuled using option pricing mexdels, using the fellowing welghted average assinpiions
as of gran date,

2003
Risk-tree intarast rate 2.96%
Expected option lite {yaars) 2.9 years
Expected siack price volatility A%
I2ividend yield 2.13%
Weighted average Tair value of options
grantad during year g 346

Fcerme Taxes: [noome ax cxpense is the toral of the
current year incorne lax due or refundable and the
change in ceferred x assets andd habilides. Deferred
tax assels and linbilites are the expected fumre tax
armenmts for the wmporary dilferences hetween camying
amcinls wnd wx bases of assets and lighilities, compuled
wsing ermcted oy rares. A vatoadon allowance, i necded,
resluces deforred tax asses (o the amount expecied Lo
e realized. Deferred tax assels are recognized (o nel
operating losses that expire primarily in 2023 and 2024

Preacpuse the benefit s more likely than no 1o be realized.

Fmplopee Slock Cwnership Plan: The cost of shares
imsuedl o the ESOPR, but not vet allocated to peerticipants,
is shown as a reduction of shurchalders™ equity,
Compensaton expenss iy based on the oarket price of
shares as they are commilled o be released 1o partici-
pant accounts. 1vicdends on allocated TSOP sharcs
recoce retained earnings; dividends on unesrmed ESOD
shares reduce debn amdd accrued interest. Se Nole 13
ESOP Pran for information regarding termmination of this
plan in 2003,

CENTRAI

FFRERAL

Farnings Per Common Shave: Basic cumings per com-
rmom share s net income divided by the weighted ave-
apc number of commmaon shares outstanding <uring the
period. ESCOR shares are considered ourstanding [or this
caleulation unless uncarned. Swock basecd incenlive plan
shares are comsidered outstanding as they ure caracd
cver the vesting period. Diluted earmings per common
share inchucles the dilutive effect of slock bused incen-
tive plan shares and additional potential comumon shares
issualde under stock optioms.

Comprebensive Income: Comprehensive incomme consists
of net inconie and other comprehensive income. Other
comprehensive neeme inchules unrcalized paing ancd
[osases on securitics available Tor sule, which are also
recognivasd 25 3 SOPArAE component of cauity.

CCRPQRAT 0N 2004 ANNUATL RKREPORT

g 25




poge 20

NGTE 1 - SUNMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fiffect of Newly Issied Bur Not Yet Effective Accounting
Standards: n Decemboer 2004, the Financial Accounting
Standards Board (FASE) issued Statemoent of Financial
Accounting Standards L23R, Share Based Payniend,

a revision of STAS 123, Accounting for Stock Beased
Compensalion. 'The revised SFAS 123, Share-RBased
Foyment, requires measurement of the cost of employoee
setvices recehved in exchange for an award of cquily
instruments based on the grant-date fair value of the
awiard, The cost is 1o be recognized over the period dur-
ing which an employee is required to provide service in
exchange for the award. The provisions of this statement
will become effective January 1, 2006 for all equity
awards granted zlier the elfective date. The statement
reguires compensation cost for the portion of awards for
which the requisite service lus not been rendered that
are outstanding as of the offective date be recognized
as the service is rendered on or after the offective date.
The Company currently reports cmployce compensalion
expense under stock options using the intrinsic value
metheel and no stock-hased compensation cost is reflected
i net ncome, ds all options were granted at an exercise
price equal to or greater than the market price of the
uncherlying commmen siock al dare of grant. The adoption
ol this stancdarl 15 expecled 1o reduce net income by
$115 in 2006 rellecting Lhe compensation cost relative
to unvested aptions at January 1, 2006

In March 2004, the Finuncial Accounting Stamedards Bourd
(FASBE) Emerging lssucs ‘Task Force (ENUED) released [ssue
05-1, Megring of Other Thare Tempordry fmpoirmenl,
which addressed other-than-temporary impairment for
certain debl and cquity investments, The recognition
and measurement requirements of ssuc 03-1, and other
disclosure requircments not already implemented, woere
cffective for periods beginning afier Junc 1%, 2004,

In September 2004, the FASB staff issucd FASB Staff
Posilion (TSP TITT 03-1-1, which delaved the effective
dale for cerain measurement ancd recognition guidance
contained in lssoc 03-1, The FSP requires the applicalion
of pre-cxisting olher-than-lemporary guidance during

the period of deluy until a final consensos is reached,
Managemenl docs not anticipate the issuance of the fnal
conschasus will have o muterial impact on e Gompany's
fimancial condition, resulls of operations or liquidity,

In Toecember 2003, the American [nstitute of Cettifiecd
Public Accounrants issued Statement of Position (5017
03-3, Acconnting for Cerlain Logrns or Deld Securilie
Acguired i a Transfor, 5O 03-3 requires acguined
Ioans, including debt sceurilics, w be recorded ac the
amount of the purchuser's initial investnent and prohibils
carrving over valuation allowances from the seller for
those individually-cvaluated losns i have evidenco
of deterioration in credit gquality since orgination, and
it is probable all contractual cash flows on the loan will
be unable to be collected, S0P 03-3 wlso requires the
cxcess of all undiscounted cash flows expeated to be
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cadllected at acouisition over the purchasers initial invest-
menl W he recognized as interest income on a level-
vicld basis aver the lile of the loan. Subsequent increases
in cash Nows expected o0 be aolleced are recognized
prospectively through an adjustment of the loan's yield
nver its remaining life, while subscquent decreases are
recognized as impairment. Loans carried at fair value,
morlgae loans held for sale, and loans to horrawers

in good standing under revolving credit agreements are
excluded from the scope of SOP 03-3. The gnidance

is effective for loans scguired in Bscal vears beginning
after Decomber 15, 2004 and s nol expecied 10 have

a material impact on the Company's Hoancial condition,
results of operations, or liquidity,

Loss Condingencies: Loss contingencies, incliding claims
and legal acticns arising in the ordinary course of business,
are recorded as liabilities when the likelihood of loss s
proballe and an ameount or range of loss can be reason-
ably estimated. Management does not believe there
now are such marters that will have a material effect
em the financial statements.

Restrictions on Casp: Cash on hand or on depesil with
the Federal Reserve Bank of $439 and $500 was required
to meet regulatory reserve and clearing requiremeents

al year-end 2004 and 2003 These halances do not

UL nlerest.

Dividend Restriciion: Banking regulations require
tginiaining certain capizal levels and may limit the
ividends paicd by the bank to the holding company
ot by the holding company to shareholders.

Fair Valie of Financial Instrionents; Foir vadues of
tinancial instruments are estimated using relevant muarket
information and other assumptions, as more fully disclosed
ina separate note, Failr value estimates involve uncer-
tuintics und matters of significant judgment regarding
interest rates, credit risk, prepayments, angd other faclors,
especially in the abscace of broad markets for panticular
items. Changes In assumptions or in murket condilions
could significantly affeor die cstimales,

Cfweraling Sepments: While the chief decision-makers
menilor the revenue streams of the various products
amel services, the wentifiable sepments are not material
arel cperations are managed and financial performance
is evaluaied on o Compuny-wide basis, Accordingly,

all of the financial service operations ure considerced
by Management to be aggregated in one reportable
nperating segent.

Reclassiffcations; Some tems in the price year financial

satements wers reclassilied to conform to the current
Prosenlation.

L




NOTE 2 - BUSINESS COMEBINATION

Om Octoler 22, 2004, the Company accuired 100%

of the vulatanding common stock of RIO Pinancial
Services, Inc., doing business as Reserve Morigage
Services (Reserve), un Akron, Ohio bused company
licensed s w mongage bunker in Ohie, Florida and
Georgia, Beserve's name changed o Reserve Morgage
Services, Ine. and it became un operating subsidiary
of the Bank on the date of the acquisition. Operating
resilts of Reserve are inchuded in the comaolidated finan-
cial stalernents since the date of the acoquisition. As

d Tesult of (his weguisition, the Company expects
significantly expand morlgage services amd morcase
mongige losn produciion, The Company expects

10 sl st of the mongzge loun production on g
servicing-reloascd busis,

The aggregne purchase price was $2,208, including $419
in cash and $1,787 in common siock, The value ol the
127,077 common shares msucd was determined bused
o the average market price over the woeck betore and
afrer the terms of the acquisition were agreed o and
anmounced.

The purchase price resulted in goodwill of wpproximacly
$1,749, a noncompete agreement of $23 and prior owner
inrangible of $295. The noncompete agresment will be
amorlized over iy one year term and the prior owner
intangitde will be amorized over 3 vears, nsing the
straighi-line methiod for book sl e pumsoses, Goodwill
will not e amortized but instead evaluated anmually for
impairment, Goodwill is not deducihble for b purposes,

The following table summarizes the estimated fair value of assets acquired and liabilities assamed at the date of

acruisition.
Al G0 IOBER 22, 2004

Cash % ”1'39" y
Loan sales procaeds recaivable Lo1,2990
Loars receivatle S~ S
Premnises and equipment BT
Other asscts - 2
Intangibla assats I i
Goodwil PRI
Total assels acquired oaee?
Loans payable 1,-2‘3"2
Other liabilities 259
Total liabilities assumed o 1481

Ml assels scquined 5.2,206 5'

The following table presents pro forma informarion as
if the acquisition had oocurred at the beginming of the
vears indicated. The pro forma inlommoslion includes
acljustroents Tor interest income on net cash used inthe
gequisition, smonization ol intangibles arsing from the
transaction, depreciition expense on property acquired,
and the related income tax offects. These amounts

inctude Reserve's actual results in 2004 for the months
prkor 1o the soguisition on Qctober 22, 2004, and
Hoserve's actual results (o 2003 and 2002, The

pro formy lnancisl inlormation is ol necessurily
indicative of the results of operations as they would
have been had the transactions hecn cffected on the
assumed daces.

2008 2 Lo e
Met interes: income 3 ‘:3,9'88 | - t 1,908 $ 3,597
Net incame {oss) (1,662) . (2,175 11
Basic earnings (loss) per share {0.79) ‘ (112 0.43
Diluted carnings {loss) par shara $(D79) - ‘5 (i A2y ;3 0.42
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NOTE 3 - SECURITIES

Thie iz value of available fov sale seouritics and the related gross unrealized gains and losses vecognized in
aceumulated other comprehensive income (loss) were as Rllows;

2004
Fecleral agency

Mortgage backed

Total o 5}1‘.;3‘;:55@3’
2003
ladaral agency $ 12,759 1 8 P
Slale and municipal 1,375 5 -
Martgage-backod 12,597 400 (107

lotl ’ 527,126 4 M3 5 (109
Sules of available for sale scouritics were as Tollows:

o -2004" . - 2003 2002

Fracceds o lss191 §3,078 5 386
Groms YaIns Lo E a1 o 4 16
Cires |osses S (95) A ‘.“:,‘ . R

The tux C(henclio) provision relaled o these ner realived gains and losses was (8100, 514 and $5%, rospectively,

The: lair value of debu securities ot year end 2004 by contracual maturity were as Iollows,  Securities oot due a
@ smgle maturity date, primarily mongage backed securitics, are shaown separaely.

Dua trom gne o five vears
Mortgage-hacked

Total

Securities pledged at year-end 2004 and 2003 with a0 carrying amount of $770 anct $1, 206 were pledged o secure
Tecteral Fome Loan Bank advances, Al vear end 2004 and 2003, there were no holdings of seourities of any o
issuer, ather an federal agencies, in an amount grester than 10% of shareholdens? equily.

securities with emrealized losses at year-end 2004 and 2003, agmegated by investment catepory and length of time
that indiviclual sevuritics have been in o continuous unrealized loss position, are as follows:

2004 T mswavwoms MONTHS G VHERE
Description of Sccurities - Fair Va'l;..le; . ”i_lnj.réza‘l‘i'zéd Lpss. ) F‘air‘.\;‘;“luén

Fedoral agancy . $9?ﬁ R ‘$(37"‘.)'~ T :
Marlgane-backed o ?00 - o . k,1) -

lutal tempcrarw’l\; irnpired 5; 4675 o " . T8 )
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NOTE 3 - SECURITIES {(CONTINUED)

10TAlL

2003 LESS THAN 12 MONTHE l ”1:) MONTIIS OR MDRE.

Description of Securilies | Fair Value Unrealized Loss Fair Value Unrealized Loss Fair Value
Faderallagency $ 4.026 ] (d} - 5 - 5 - $..c1;f)9.6
Mortyage-backed 4,021 (109 - 4,021
Tolal temporarily impaired % 8,047 $'(TO§)l . 5 - $ - B $ 8047

Lnrealized Loss

5@
(105)

$(109)

Unrealived losses on the above securitics have not been eoognized inincome because the issuers of the bonds ane
all federul wgencies andd the decline in fair value is temporary and largely due 10 changes in market interest rales,
The fair value is expedied o ecover ag the bonds approach their mawrity date ancl/or market rates decline.

Toy improve liquidity, in 200% the Company transierred all securities previously classiticd as “held o maturity”

»

which

hacl u cartying value of $10,533, to “"availablc for sale” The unrealized gain on the securitics transferrcd watalid $458
befure: Lax. The Company's equity and accumulated other comprehensive income increased $302 afior lax us o resull

ol the mansfer.

NOTE 4 - LOANS

Loans at your-cnd were as follows;

2003

Commercial S 3 4,116
Real estate: e
single-family residential n4T4s0- 34,810
Multi-fzmily residential L dBE07 1,250
Comenercial 0105 - 5,040
Construction R ArvisE 610
Consumer 13952 . 12,593
Subtotal 193,268 1 L 58,424
Less: Net deferred loan fees ' gy |
Allowance tor loan losses " o (R o {415)
Loans, net - $108,149 1 $ 58,024
Activity in the allowance for loan losses was us follows:
Coong 2003 2002
Beninning balance §415 $ 361 $373
Provision for loan losses oghE e 102 19
Loans charged-off {1 (50) {35)
Recoverias 2 4
Ending balance $ 415 4 381
Impaired loans are not materisl for any period presented.
MNemperforming loans were as follows:
2004 2003
Loans past due over 90 days stilf on acerual R R -
Monaccrual loans 286 741

Nonperforming loans include hoth smalier balance homogencous loans that are collectively evaluated for impairment

ancl incividually classified impaired loans.
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NOTE 5 - SECONDARY MORTGAGE MARKET ACTIVITIES

Morlgage loans serviced for others are not reponted as assels. The principal balances of these loany wers $27,319
and $32,584 a1 year-end 2004 and 2003,

Custoddial escrow halances maintained in connection with setviced loans were $282 and $100 al yeur-end 2004
ancl 2003,

Activity for cupilalized morlgage servicing rights and the related valuaton allowance follows:

. 2004 :-‘  ‘ 2003 2002

Serviting rights e T B
Beginning of year R S e § 200 $ 88

Additions SR B 195 162
Amortized to expense " _(5.2)  o (118} (50}
Prosision Tor loss in fair value IR ' o (56}

End of year H MH -3 208 . 322 $ 200

Valuation allowance

Beginning of year .3 - Po-
Addilions expansad 56 }
Reduction credited to oxpense - -
End of year %56 - %

The fuir value of capitalized mortgage servicing rights was $213 and $225 al yveur-end 2004 ancd 2003. Fair valuc
was determined vsing @ 10% discount rare and prepayment specds runging from 186% o 463%, depending on the
stratification ol the specific right.

Estimated amortization expense for the next five yoars:

2005
2006
007
2008
2005

NOTE & - PREMISES AND EQUIPMENT

Year-cnd premiscs and equipmenl were as follows:

Fand and land improvements
Buildings

Furniture, fixturcs and cquipment
Ledsehold mprovemants

Less: accumulated depreciation
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NOTE 6 - PREMISES AND EQUIPMENT (€CONTINUED)

The Company leases certain office properties and awlos. Rent cxpense was $209, $14, and 30 for 2004, 2003 and 2002

Rent commitments under noncancelable operating leases woere as follows, before consicering renuswal oplions that
generally are present.

2005 I - Ty 237
06 ' 87
2007 ' 265
2008 © 251
2009 203
Therealler 662
TTotal ' T $ 1,960

The Company is 4 one-third awner of a limited Kalility company that owns and manages the oflice building at

2923 Smith Toad, Tairlawn, Ohio 44333 where the Gormpany's headquarters ancd CTRanks Faitdawn office are locared.

The Company entered ino a 10 year lease with the lmiled dability company in March 2004 that calls for montlily
puyiments of 811, increasing 3% unnually for the life of the lease thea February 2004, Total ren expense under this
operating lease was $114 in 2004,

The President ol Reserve Mottgage Services, Inc, is @ 100% owner of a company thal owns and manages the olfice
building ar 1730 Akron-Peninsula Road, Akron, Ohio 44313 where the Company’s mongage services ollice is kecated,
Lease agreemenls are for 5 year terms expiving g various times from May 2007 thru December 20060, and call lor
monthly rental paynients of $4 as of Tecemnbxer 31, 2004, increasing to $7 st January 1, 2005, Total rent expense

was 58 in 2004,

NOTE 7 - GOODWILL AND INTANGIBLE ASSETS

Gaodwill
‘The change in balince lor goodwill during the year is a5 lollows:
‘ 7004
Beginning of year . o R S
Acquired goodwill 1,749
Impairnent -
End of year ) o ) - 5 1,749
Acquired Intangible Assets
2004
h Gross Carrying . Accumuiated T
Amount Amartizatinn

NonxffnTn;'::—‘eie agreament e $ 25 h o } 4

Price owne intangible A9h 17
ol T $ 320 ' g 21
Agarewale amnortization expense wus 521 Lor 204,
Tstirnale] yroorization expense for aach of the next three vears:
2005 - ‘ ' i g9
FO06 o3
2007 | 82
o ' ‘ § 299
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NOTE B - DEPOSITS 2005

Time deposits of 8100 or more were $11,258 and 84,285 _mﬂ?
dl year-cned 2004 and 2003, 2007

2003
Scheduled maturities of time deposits for the next live 2004

vedrs were as follows,

NOTE % - FEDERAL HOME LOAN BANK ADVANCES

AU yedr end, advanoes [rom the Feders]! Home Loan Bank were as follows.

004 - 2003

Maturity January 2005 at 2.20% tloating rale : 4 28,90(}‘ o 4 -
Maturily January 2004 40 1.09% floating rate - o= 7,500
Maturities March 2005 thru September 2008, fixed : o -
at rates from 1.50% to 3.41%, averaging 2.70% ‘ 12270 00

Totz) - $41,170, - K 7500 '
In Decembcr 2005, the Company prepaid 811,195 in Peyament Infirrmetion;

Federal Home Loan Bank adiances, with an average
cost of 5.52% and an average remaining marurily of
1.5 years. These fixed-rate advances were originated 2005
primarily in 1998 and 1999 and were used to finance 2006
mentgage loans which had prepaid.  Accordingly, the

Rexpuired pavinents over the next five yeurs ans

T TR

. . 2007
loans represented an inappropriate and costly source
of funding which was not necessary due o the lguidily 78
pasition of the Company. The pre-lax prepayiment 2009 ‘ L e
penalty wssociated with (his ransaction was $1,270 and Total CodAAae e

is included ininerest expense on Federal Home Loan
Rank acdvances and olher debt in the 2003 Consolidated
Statement of Operations.

The floaling vate advances vulstanding ol year-cnd
2004 can be prepaid At any Hme with no penalty,
The advances were collateralized by $41,269 and
$34.795 of first mordgage loans under a blanket licn
artangement, 5695 and $0 second monguge loans,
$10,572 and $0 ol muli-lumily mortgage loans, $3,236
andh $0 of home eguity lines of credit, $14,964 and $0
ol commercial real estale loans and $770 and $1,290
of securities gl year-cnd 2004 and 2003, Based on this
collateral and the Company's holdings of TTTLR stock,
the Company is eligible to homow up w $42,713
year end 2004,
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NOTE 10 - OTHER BORROWINGS

The Company had a revelving line of credit with an
unaffiliated bank, acquired in the Resetve acouisition,
which provides financing upr to 53,000 and nrlures
June 30, 2005. Tnterest on the oulstancding balanoe

ts payalble monchly a1 the prime rate plus 23%. The
line of creclit is collaterslived by loan sles procecds
receivable, The oolslunding balance was $2,2348 and
thee interest male was 5.5% at year end 2004,

NOTE 11 - SUBORDINATED DEBENTURES

A trust formed Dy the Company issucd $5.000 of

3 month LIDOR plus 2.85% floating rate trust preferred
securitics in 2005 as part of a pooled offering of such
securitivs, The Company ssued subordinated debentures
to the trust in exchange for the proceeds of the offering,
which debentures represent the sole asset of the trust,
The Company may redeem the subordinsled debentures,
in whole but not in part, any time afier Bve years at par.
The subordinated debettures minst be redecmed oo laler
than 2033.

NOTE 12 -BENEFIT PLANS

Mudti-empinyer pensian plan: The Compuny purlicipales
in a multi-employer contributory trusteed pension plan.
The relirement benefits to be provided by the plan were
frocen as ol June 30, 2005 and futire employee partici-
prtion in the plan was stopped. The plan was main-
Tained for all cligible cmployees and the benefits were
fumeled wy acerued through the purchase of individual
lile insurance policies, The cost of funding was chargerl
direclly 1o operations. The unfunded liahility at June 30,
2004 totaled $193. The Company’s contribution in 2004,
tor the plan year ending June 30, 2005, and in 2003, lur
the plan vear ended June 30, 2004, towled $66 and %34
The Company macde o contnbulion bor 2002,

A0Ik) Plan, 1o 2003, the Company institutecd a $07¢k)
benefil plan, Employecs 21 vears of age and older are
eligible 1o puntivipate and are eligible for Company
malching contributions after one vear of service. The
plan allows employvee contributions up to 90% of their
compensation, which may be matched by the Company
on 4 discretionary hasis. There was no malch in 2004
or X3

CFRNTERAL

FebERAL

The Company had a term note payable to an unaffiliatecl
bank, aequired in the Reserve acquisition, payable in
monthly installments of principal and interest of 51,
Interest an the note is af the prime rate plos  50%,
The nate is collateralized by equipment and sccounts
receivable of Reserve and malures in August 2005,
The outslanding balance was $11 and the interest cate
wiis 2. 79% ul yeur-cnd 20014,

Under FASE lnterpretation No. 40, as revised in
Lecember 2003, the trust is not consolicited with the
Company. Accordingly, the Company doss not repeorl
the securities issuecd by the rust as Ralilides, and instead
reponts as liabiliies the subordinaied debentres jssued
by the Company and held by the trust

There are n¢ required payments on the subordinated
debentures aver the next 5 years.

Stock Based Incentive Plans: Stock hased incentive
plans (SBTP) provide for stock option grants aned resiricied
asfewck awardy o directors, olficers and employees. The
1090 Siock Tused Incentive Plan was approved by
sharehalders on July 13, 1999, ‘The plan provided for
193,887 shares for stock oplon grans and 77,334
shares Tor resiricied stock wwards, The 2005 Equity
Compensalion Plun was rulificd by sharcholders on
April 23, 2003 und provided an aggregate of 100,000
shiares for stock option grants and restricted stock
awards, including up to a maximum of 30,000 shares for
restricted stocke awards. An amendment and restaterment
of the 2003 Fouity Compensation Plan was approved by
stockholders on April 20, 2004 1o provide an additional
100,000 shatres of Company for slock options grants and
restricted stock awards, inclcling np o 53 maximum of
30,000 shares for restricted stock awards, Toth plans
provide for options o e granted for wrms of up 1o, but
not exceeding ren years from (he dale ol grant and can-
nat be grantecd at a price less than the fir macket value
of the cormmon stock on the duwe of grane Shares relaced
ter forledted stock oplions and restricted stock awards
[ecome svailuble for subsequent grant under the terms

of the plans. Sce Note 16 for discussion of stock options.
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NOTE 12 -BENEFIT PLANS (CONTINUED)

Compensalion expense for restricted stock wwards is recognized over the vesting period of the shares based on the
fair value of the shares on the e of grunt Locarned compensation is reported as a reduction of shareholders'
equity until eamed. Compensation expense was $243, §141 and $110 for 2004, 2003 and 2002,

A surnmary of the activity in the plan s as follows:

2004

2002

2003

Unvested shares outstanding

al beginning of year 40,518 28,695 13,043
Granted 26,028 28,500 -
Vestad (19,968) (12.024) (14,348)
Forfeited {5.32%) (4,653 -
Lnveslied shares outstanding -

at end of year 41,253 40,518 78,69
sharey available for grant 8,659 10,028 3,875

Sealary Contintiation Agreemend; 1n 2004, the Company
inftiarecd » nongualilicd salary continnation agreement
lor the Chairman of the Board of Directors. Benelin.
provided under the plan are unfunded, and payments 1o
e Chairman will be made the by Compuny, Under the
plan. the Company prys him, or his bencficiary, a bene
fit of 525,000 anmually Tor 20 years, beginning the earlier
of March 2008 or terminaticn of his employment. The
cxpense related o this plan wotaded $38 in 2004 The
acerual is inchuded i accrued interest payable and other
liahilities in the consolicated balance sheets and totaled
$58 at year end 2004,

NOTE 13 - ES50F PLAN

il the plan was terminated in 2008, employecs partic-
ipated inan Employee Swock Oranership Plan (SO,
The ESQF borrowed from the Company 1o purchase
153,111 shares of stock at $10 per share. The Company
myde discretionary contributions o the TSOP, and paid
dividends on unallocated shares wo the TSOPR, and the
501 used funds it received o repay the loan, When
loan payments were muade, TSOP sharcs were allocated
L participants based on relative: conpensation and
cxpense was recorded. Dividends on allocated shares
increasecd participanl accounts.,

The ESQL reccived $738 from a return ol capilal disti-
bution puid by the Company in 2000 and purctiscd
an additional 83,353 shares with the procecds,

CTMRAL FELERA L OCORPORAT.ON 004
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Life Insurance Benefifts; The Company colered ineo
agrecnenls with cenain cmplovecs, former employess
and dircctors o provide life insurance benefits which
are: funded through life insurance policies purchased
and owned by the Company, The expense related o
these benelits otled $101 in 2004, The acerual is
included in acered imerest payable and other Babilitics
in the consolidated Malimee sheets and wtaled $101 at
vear-end 2004,

At the time of termination, there were 122,882 uncarned
ESOP shares of which 81,000 shates were sold and the
proceeds were used w repay the ourstanching balunce
of the loan incurred to fnd the FSOP plan ot inception.
‘The remuining (1,882 shares were alloc
punls on o fully vested basis. The cost associaled with
Lerminating the FESOP totaled 3038 and s included in
salaries and employee benelits cxpense in the 2003
Consolidated Starement ol Oporations,

e 1o parici-

Contributions o the TSOP during 2003 and 2002
woere $0 and 3150, Tapense Tor 2003 amd 2002 was
%048 and $222.

ROCFPORT



NOTE 14 - INCOME TAXES

Income tax expense (henelil) was as follows,

000 B 03 2002

urrent federal $ {283) § Gh $ 175
Doferrod tedaral {589) (1,083 138
Total 5 87 T T g jeas) $ 313

Tlective tax rates differ from federal statatory rede of 34% opplicd to ineome (loss) before income: wes due ©
the [ollowing,

2004 2003 2002

Federal statutory rate limes linancial
statament income (loss) 3 (861 3 (1.143) bo33G
EfMect of:

Bank owned lite insurance income (49) (GEN] (23)

ESOP shares released st far market value - 207 1

Other 38 12 (1
- sy % (o8| $313 -
tf%et_‘tive tax rate (344‘“;6} (2G.4%) ) 31.7%

year end deferred tax assets und lishbilitics were due 1o the following.

2004 ’ 2003
Deferred tax assets:
Alowance for loan losses ¥ 333 § 14
Delerred loan feey 159 160
Post retirament dealh benelits 34 -
Deferred compenzation ‘ 13
MNonacorual interest h 36
Agcrued stock awards 52 39
Met operating loss 1,810 : 1,345
Detarrad Lax credity 17 -
Dther & 14
‘ - 2435 1,715
Defarrad Lax liabilities:
Dopreciation 284 229
FHLE <lok dividend © 430 378
Inlangitale assety a5
Morlgage servicing rights 71 ’ 75
Prepaid expenszes 33 -
Unrealized gain on secutities available for sale L 103 ~
| | 944 | 785
el delerred Lax asset ) $ a0 g a0

Federal incomee 1ax laws pravided adelitiomal bad debt deductions through 1987, wotaling $2.250. Accounting standards
oo Mot regite o deferred tax Babiliny we be reconded onthis amount, which otherwise would woal $765 at vear-end
2004, Tf the Tank were lguidated or otherwise coases 1o be a banle or if tax laws were 1o change, this amount would
he expenseacd.

Mo valuation allowance has been recorded against the deferred tax assel lor el oporating losses hecause the

brenelil s more likely than not ro be realized. Net operating losses totaling 52,839 and 82045 expire in 2023
and 2024, respectively,
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NOTE 15 - RELATED PARTY TRAMNSACTIONS

There were no louns to principal officers, dircclors, anc their affiliates in 2004 or 2003, Deposits from principsl
officers, directors, and their affiliates at year-cnd 2004 and 2003 were $1,282 und 5384,

NOTE 16 - STOCR OPTIONS

Options o buy stock are granted o diveciors, officers and cmployees under the 1999 Siock Rused Tneentive Plan
and 2003 Teuity Compensation Plan, which provide for issue of up (o 393,887 options. Exercise price is the marlcet
price at dale of grant, so there is no compensalion expense recogaized in the income statement. The maximun
aption term is W years, ancd options vest over thre o five years.,

A summary of the activity in the plan is s lollows,

 doa. 2003 ‘ 2007

FHARES ) WEIGHTED AVERAGE | SHARES  WFIGHTCD AVERAGE | SHARES  WFIGHTED AVIRAGE

“l‘ ) ) . EXERCISE F‘R?CE EXERIZISE FRICF EXERLISE PRICF
Outstanding at beginning of year - 208,721 T410.17 182,497 $ 9.23 182,497 §9.23
Granted 110864 | L 1263 77,758 11,79 -
Exercised (44,9000 |77 99 | (37,30) 9.23 -
Forfoited (19,149 | 11.16 (13,232 9.26 C .
Dulstanding at end of year 256,536 | 11320 | 209,721 $10.17 182,447 $49.23
Qprticins excrcisable at year-end 106386 |- $ 9.86 101,285 $ 8.20 104,903 $9.22
Qptions options available for grant 12‘,‘1'49 1 18,364 11,3490 ‘

Opioms outstanding at yeur-cnd 2004 were as follows,

‘: . OUTSTANDING . U VEXERCISABRE. L |
RANGF CTF o ,WEIGHTED AVERAGE | '\hﬁfluHrEDAVEﬁA'GE'T o T e
EXERLISE FHICES -~ NUMBER. . REMAIMING EXERCISEPRIGE . . GHUMBER
o o . . C‘CINTRACTFJAL‘ UFE‘ e . el
$ 9.19-$ 10,05 © az,638 . |°  SOyeas . | §79@27 b 8L7E6
$11.50-312./0 146,666 . | . S9years - | $123¢ -0 | L Z1egA
$13.76- 5 13.94 17,232 9.1 years 1381 [oEee |
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NOGTE 17 - CAPITAL REQUIREMERNTS AND RESTRICTIONS ON RETAINED EARNMNINGS

The: Bunk is subject to regulatory capital requiremenly
administered by federal banking apencles. Capital
adeyuacy guidelines and, additionalty for banks, prompl
corrective action regulations involve quantilalive meus-
urcs of asscts, lahilities, and certain of-balance-shoeet
items calculated undert regululory wocounling practices.
Capital ametines andd clussifications are also subject to
qualitalive fudgrents by regulators. Failure o meet
capital requirements can itiare vegulatory sotion,

Prompl corective action regulations provide five classifi-

cations: well capitalized, adequately capitalized, under-
capilalized, significantly undercapitalizec, and critically

undercapitalized, although these terms are: ot 1sesd

1 represent overall financial condidon. T adequately
capitalized, repulatory approval s required o gucept
brokered deposits. TF undercapitalived, capiial diswibu-
tions are limited. as is asset growih and expunsion, and
capital restoration plans are reguired. Al year-cnd 20004
ancd 2003, the most recent regulatory notifications cate-
gorized the Bank as well capitalized under the regulatory
framewarl for prompt corrective action, There are no
conditions or events since thal notdfication that manage
ment believes have changed the ingiion’s categony.

Acmnal aned required capital amounts and ratios are presented below 2l veur-end,

. FOR CARITAL ADEQUACY PURPOSES

TO BE WELL CAPTALIZED UNDER

L UacTuAL
amounT | ‘;'RA'TIQ:}
2004
Total Capital 0 risk o

weighted assets $ 14,555 12,2%
Tier 1 (Care) Capital to ‘

risk weighled assels 13,576 11.3%
lier 1 (Core) Capital to o

adjusted assets 13,576 8.1%
Tangible Capital ' )

{to adjusted total assets) 13,576 B1%
2002 ‘
lalal Capital to risk

weighted assets $ 15,093 £1.6%
Tier 1 {Cora) Capital 10

sk weighted assets 14,678 21.0%
Tier 1 (Core) Capital to

adfjusted assets 14,678 13.9%
Tangible Capital

(tor acljusled Loyl assets) 14,678 13.9%

The Qualificd Thrift Lender test requires at Teast 63%
of usscts be maintained in housing-related inance und
other speeificd arcas. If this test is not met, limils are
placed on growth, branching, new investmerns, TTLT
advances and divideads, or the Banl must conver 1o
w conunercial bank chater. Managesment helieves thual
lhis test i met.

The Tank converted from a mutual o 2 stock matitution,
and g “liguldaton account™ was establishec u $14,300,
which was net worth reporied in the conversion
prospectus. Eligible deposilors who have maintained
their accounts, less annual reductions W the extent they
have reduced thelr depasits, woull receive o distribution

CrYTRAT

SEDERAL

PROAMPT CDARECTME ACTION F"RQVlS!ONS
AMGUN:TW o RATIO ;ilMDU NT - . RATlG
19,580 B.0% % 11,975 10.0%
4,79 4.0% 7,185 6.0%
6,726 4.0% 8,408 5.0%
25522 1.5%' NA : N/A
45,597 B 0% ' § 5,997 10.0%
2,799 4.0% 4,198 B6.0%
4217 4.0% 5,272 5.0%
Thed | 1.5% MfA - WA

from this account if the Bank liquidated. Dividends
may not reduce sharehelders' ecquity below the required
liguidation account balance.

Office of Thrilt Supervision GO1S) regulalions limit capital
distributions by savings wssocialions. Generally, capital
cistributions are limiled w undistributed net income for
the current and prior lwo yedars. At year-end 2004, no
amounl is available w pay dividends o the Company
without prior appraval from the OTS. The Company's
ahility to pay dividends is Jependent on the Bank,
which 15 restricied by regulutions, Thoese regulations
may limit the Ceampany’s ability 1o pay dividends at
historical levels.

COERPORATION 2004 ANNUDRAL HERODOH]
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Some financial instooments, such as loan commitments,
credil lines, leters of eredil, and overchalt protection,
are ssued womeet cuslomer fnancing needs. These are
agreements W peovide credil or (o support the credit of
athers, o8 long as conditions estabaizhed in the contract
are met, and usually luve expiration dales,

NOTE 18 - LOAN £OMMITMENTS AND OTHER RELATED ACTIVITIES

Cormmitments may cxpire without heing used. OfT-
balance sheet risk w credit loss exisis up o the face
amount of these instruments, ahhough material losses
are not anticipated. The same credit policies are used o
make such commitments as are wsed for Joans, mehwling
obraining collateral at excrcise of the commitmen,

Thc contractus] amount of nancial instruments with off-balance sheet risle was as follows al year-end.

2004 2003
FINED RATC VARIABLE FINEL BAF VARIARI F RATF
Commitments to make loans $ 832 § 9y § 486 3 520
Unused lines of oredil 543 8.406 - | 4757

Commitments to make loans are generally made lor poricds of 60 days or less, The fixed rate loan commitments

have interest rates ranging from 3

with mnanrities ranging from 15 years to 30 yoars.

NOTE 12 - FAIR VALUES OF FINANCIAL INSTRUMENTS

Carrving amounts snd estimated [air values ol fpancial instrnents were as folloos at year-end:

7l 1o ©.0E ul December A1, 2004 and 5.23% to 7.00% ar December 31, 2003%

?ﬂf)li S 2003

CARRYING AMOUNT FAIR WALLIE CARRYING ANOUNT FAIR VALUE
Financial assets
Cash and cash equivalents § 32,675 $ 32,875 % 8,938 % B,93¢
Interest-tearing doposits in other
financial institutions - - 1,587 1,587
Securitios available for sale 13,508 13,508 206 27,126
Inans held tor sale - - 106 107
Loans, net 108,149 108,712 58,024 59,341
Mederal tlome Loan Bank stock 3,778 3,778 3,076 3,626
Loan sales procesads receivable 1,888 1,888 - -
Accrued nterest receivable 501 501 48/ 487
Financial Rahilities
Deposits (101,624} {102,030 {/4,30L8) (73,927)
Federal Fome Loan Bank advances (A1,170) (41,017 {7.500) {7,500)
Cither borrenainggs (2,249) (2,249) - -
subordinated debentures (", 155} (5,155) {5,155) {5,155}
Accrued interest pavable (36) (36) (&0} (65

CrN"Ral 70T RAL
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NOTE 19 - FAIR VYALUES OF FINANCIAL INSTRUMENTS (CONTINUED)

The: methiodds and assumptions used Lo cstimate fair For fixed rare loans or deposits and for variable rue
valuye are described as follows, loans ar deposils with infrequent repricing or repricing,
limits, fair value is based on discounted cash fows using
Carrying wmount is the estimared [air value for cash curtent market rates applied w the estimated life and
and cash equivalents, shon wrm Borrowings, Federal credit risk. Tair values for impaired fnans are estimated
Home Loan Bank stock, loan sales proceeds recotvable, using discountec] cash {low analvsis or underlying collat
accrued interest receivable and payable, demand cral values. Fair value of loans held for sale is based on
deposits, short-term debt, and variable rate loans or market quotes. TFair valye of debt is based on current
deposits that repwice frequently and fully. Security fair rtes for similar financing, The fair value of of-bulange-
values are basedl on market prices or deater quoles, shoeet items 15 bhasedd on (e current fees or cost that
and if no such information is available, on the mate and would he charged 1o enter into or erminare such
term of the securily and information abougl the issuer. arrangements.

NOTE 0 - PARENT COMPANY ONLY CONDENSED FINANCIAL "NFORMATION

Condensed financal information of Central Vederal Corporation lollows,

CONDENZED BALAMNCE SHERTS

DECEMBER 31 - . . -
2004 o 2003
Assets ‘ . . ,
Cash and cash eguivalents - '$ 8,504 $ 9238
Investment in banking subsidiary h .. 15,708 15,009
Investrment in and advances to athar subsidianes ) : 296‘ ‘ . 289
{(her assets - S 389 N ‘ 621
Total assots . h o § 24,907 S | § 75,247
Liabilities and equity . ‘ .
Lebt oo 4 5,155 : 5,155
Accrued sxpenses and ather liabilitias - o 245 | 236
Shareholders' equity . 19,507 : 19,856
:rmal ligbsilities and sharehalders’ equify § 24,907 o $ 25,2}17
CONDENSED STATEMENTS OF OPERATIONS
YPARS ENDEDH DECEMEER 41 —_—— )
2004 ] } 2003 2002

Interest income 5 - ‘ 3 20 3 77
Dividdends from subsidiaries ‘ g . ‘ h,437 2,800
Other income e 11 -
Interest expcnse L 25 54 297
Other experne S 3E 338 173
Inconne (loss) befors iné.ome tax and o o ' '

undistributed subsidiaries operations {531) 5,071 2.407
Income tax benefit o143 ‘ 125 137
Effect of subsidiaries” operations - (1,274) : (7,570 {1,807
Nel income (ss) " 5 (1,662  szae Y s
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NOTE 20 - PARENT COMPANY

CONDENSED STATEMENTS OF CASH FLOWS
YEARS ENDIT DECFMETR 31

ONLY CONDERNSED FINANCIAL INFORMATION (CONTINUED)

2003

2002

Cash flows from operating activities ]
Mat income {loss) G62) . $ (2,374} 3 674
Adjustments: ] 'I"": .
Fffect of subsidiaries’ operations ‘ 1, 7,570 1.870
Change in other assets and other liabilities : 296 "  (0 {230)
Net cash from operating activitios (92) 5,094 2314
Cash flows from investing activities
Cash received in repayment of ES0P loan 853 212
Investments in subsidiaries (89} -
) Npr_rash from investing activities « 564 212
Cash flows fram financing activities e S
Proceeds of borrowings - EREL -
Repayments of borrowings : f“-:», {4,900 (2.100)
Prosceedds from stock issue ‘ " - 3,419
Proceeds from exercise of stock options LAz 344 -
Purchase ot treasury stock (319} ‘ (1,044)
Dividends paidl (735 (655) (551)
Dividends on unaltocated C5QP shares N - - (53)
Net cash from financing activities -(642) 3,064 {3,748)
Met change in cash and cash equivalents o (734) : B.722 (1,222)
Beginning cash and cash equivalents ' 9,238 ' 516 1,738
Ending cash and cash equivalents R 8504 $ 9238 $ 51§
CENTRAL FTTDTRAI CORFORATION 2004 ANMUAIL RTPORT



NOTE 21 - EARNINGS PER SHARE

‘The factors wsed in the earnings por share computation follow.

2003 2002
Basic
Met incomc (loss) @ £ 674
Weighted average comman shares outstanding 1,815,210 1,530,429
Badic earnings (loss) per common share % {1.3M) 3 D.44
Diluted
Net income (foss) 3 (2374 3 674
Waighted average common shares oulstanding
for basic earnings (loss) per share 1,815,210 1,530,429
Add: Dilutive offects of assumed cxercises of
stock options and stock based incentyve
plan shares 31,570
Average shares and dilutive potential
comman shares 1,815,210 1,561,999
Diluted earnings (Ioss) fer comman share 1 {1.31} ] 0.43

The following polentiad average common shares were ant-dilutive and nol considered in compuling dilured earnings
Clossy per shure because the Gompany had a lows [rom continuing operations, the exercise price of the oplions was
greater than the average stock price for the periods or the fair value of the stock hased incentive plan shares at the
date of gram was greater than the average stock price for the periods,

2003 2002

Stock options 225,285 B,000

Stock based incentive plan shares 28927 -

T 2003, the Company had included srock oplions and swsck based incentive plun shares that increased the mumber
of sutstanding shares in computing cilned loss per share, However, because the Company lud o Joss from continuing

operations, these polential commen shares were anti-ilulive and shontlel nol have been comsidercd for the commpulation.

As a result, the Company revised 2003 diluted loss per share amounts. The impuct of this clange was not material 10
the difuted loss per share amounts disclosed.

CONTRAL FrIDCRATI COKPORATION 2004 ANNOUAL RLPFIORT
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A copy of the Annual Report on Torm 10-KET filed
with the Securities ancd Txchange Commission will be
available March 30, 2005 withoul charge upon wrillen
requesl e

Therese A. Liutlus, CPA

Treasurer and Chief Financial Cfficer
Cenrral Federal Comaoration

2923 Srnith Rouel

Tairlawn,Ohio 44333

Phune: 330-666-7979 cxl, 1012
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ANNUAL MEETINCG

The Annual Meeting of Shareholders of Central Tederl
Comoration will be held at 10 am. on Thursday, May 19,
2005 al ke CFBank Fairlawn Office, 2925 smith Road,
Fairlawn,Ohio 44333,

SHAREHOLDER SERVICES
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transfer agent for Ceneral Federal Corporation shares.
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