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As we expand our organization and its capabilities, we always do so with a focus on
return on our investment. In 2005, we opened a new full service branch location in
Lexington and acquired an $85 million bank in Danville. Both cities are within our Central

Kentucky Region. Also, we added two new branches in our Eastern Kentucky Region; in-

Paintsville (Johnson County), and Allen (Floyd County), Kentucky. These additions .. |

(the fastest growing retail, commercial and residential section within Fayette Couh‘ty\)\ahd

onstructing a new facility to relocate our Tug Valley branch in Pike County.

; ‘\kerage are two. lines of business that are relationship driven and
see growth and‘improving profitability in both lines
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JEAN R. HALE
Chairman, President and CEQO

I am pleased to report that 2005 was a
year of many accomplishments for
your Company. As the largest bank
holding company
domiciled in
Kentucky with
total assets of $2.8
billion, we take
pride in our
accomplishments
detailed in our
annual report.
First among them
is the financial
performance of
your Company
and the return to
our investors. We
had another year of record earnings
with net income of $34.4 million, or
$2.31 per share. For the 25th
consecutive year, our cash dividend to
shareholders was increased. Our 2006
dividend per share will be $1.04, a 6.1%
increase from the 2005 dividend of
$0.98 which was a 12.6% increase from
our 2004 dividend of $0.87 per share.

Your management team continues to be
dedicated to meeting and exceeding the
expectations of our shareholders. To
accomplish this, we must achieve our
goals in loan growth, asset quality,
price competitiveness, sales, service,
internal growth and expansion. We
must meet or exceed the expectations
of all of our constituents: our
shareholders, our customers, our
employees and our communities.

Because our franchise is community
banking, our employees are often asked
“What makes Community Trust so
successful and so unique?” Although
there are many answers, the most
succinct one is this: we haven't
achieved our current levels of
prominence overnight. Instead, we
have built on our reputation for
“building communities, built on trust”
for 100+ years. We are proud to be a
part of the lives, businesses and
various civic organizations which
together make up the fabric of the
communities we serve. We are rock
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solid in our financial strength. We tailor
our products and services to the
specific regions we serve. With our
roots in Kentucky, we are committed to
helping enhance our Commonwealth’s
future and the future of the markets we
serve in West Virginia.

With our ongoing focus on community
banking, we continue to empower our
local market presidents with
decentralized decision making
authority, supported by centralized
operations and risk management. We
are able to customize our product and
service offerings to meet the specific
demands of each market area. To
ensure efficiencies across our system,
we maximize our usage of technology.
Even at our size, we still utilize an
operating model which allows us to
meet the significantly unique needs of
our customers in each of our market
areas and to do so on a person-to-
person relationship level.

Your Community Trust Bancorp
organization proudly serves its four
constituents. We appreciate their
contributions to our ongoing successes,
and we look forward to meeting or
exceeding their separate and mutual
expectations of us in 2006.
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JEAN R. HALE
Chairman, President and CEQ




in thousands INCREASE
{except ratios and per share amounts) 2005 2004 (DECREASE)

FOR THE YEAR

Net income $ 34412 $§ 30950 1119 %
Basic earnings per share $ 2.31 $ 2.09 10.53 %
Diluted earnings per share $ 227 $ 2.05 10.73 %
Cash dividends per share $ 098 $ 0.87 12.64 %
Average shares outstanding 14,908 14,811 065 %
AT YEAR END _
Assets $2,848,213 $ 2,709,094 517 %
Earning assets $ 2,580,949 $2,472,435 4.39 %
Deposits $ 2,246,551 $2,140,418 496 %
Loans held for sale $ 135 $ 0 0.00 %
Loans, net of unearned income $2,107,334 $1,902,519 10.77 %
Allowance for loan losses $ (29,506) $ (27.017) 921 %
Shareholders’ equity $ 253,945 $ 236,169 753 %
Book value per share $ 16.93 $§ 1591 6541 %
Common shares outstanding 14,997 14,845 1.02 %
Market price per common share $ 30.75 $ 3236 {4.98) %
Full ime equivalent employees 1,003 954 514 %
SIGNIFICANT RATIOS FOR THE YEAR

Return on average assets 1.22 % 1.22 % 0.00 %
‘ Return on average common equity 13.98 % 13.48 % 3N %

i Capital ratios:
' Tier 1 leverage 8.94 % 8.78 % 1.82 %
Tier 1 risk based 1152 % 11.82 % {2.54} %
% Total risk based 12.76 % 13.07 % (237) %
Equity to assets {year-end) 891 % 8.72 % 2.18 %
Allowance to net loans 1.40 % 1.42 % {1.41) %
Net charge-offs to average loans 0.37 % 0.35 % 5.71 %
Allowance to nonperforming loans 137.87 % 134.41 % 257 %
Net interest margin 4.03 % 4.05 % {0.49) %

Operating efficiency ratio 56.83 % 58.25 % (2.44) %
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Although we are Kentucky-based, our investors are a broad spectrum of individuals, mutual funds,
trusts, pension funds and other institutional investors who recognize our long history of posting
significant, stable returns on their investments. Worthy of note, many of our shareholders have owned
our stock for generations, providing us a real sense of pride for their long-term support of our mission
and operational philosophies. The focus of our investors on core value and long-term growth has
allowed management to make decisions for the future of the Company that are not short-term in nature.

Current shareholders and others will appreciate the fact that we have posted 25 years of consecutive
increases in cash dividends, with a 5-year compound growth rate of those dividends at 11.8%. Our 2005
earnings per share were $2.31 as compared to our EPS of $2.09 posted at year-end 2004.

In January 2006, Community Trust Bancorp, Inc. was added to the Mergent Dividend Achievers 50, the
highest yielding U.S. dividend achievers. Additionally, on February 28, 2006, Community Trust Bancorp,
Inc. was named a founding member of the NASDAQ Dividend Achievers Index. CTBI continues to be
included in the Russell 2000 and the Russell Microcap Index.

Community Trust Bancorp, Inc. is listed for trading on the NASDAQ Stock Market. NASDAQ recently
announced the creation of a new market tier for public companies that will have the highest initial
listing standards in the world. The NASDAQ Global Select Market will have financial and liquidity
standards that are higher than those on any other market, as well as world-class corporate governance
standards. We are pleased to report that Community Trust Bancorp, Inc. has been notified by NASDAQ
that it qualifies for this higher listing category which will be effective in July 2006.

The directors, officers and staff of Community Trust focus on providing a stable and competitive return
for those who, through their purchase of shares, have placed their confidence and trust in our ability to
do just that. Our entire Community Trust team is committed to realizing that goal, and our employees,
as a group, have evidenced their trust in our Company by being our largest shareholder group, through
their KSOP, at 7.4%.
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We currently operate in twenty markets which are operationally organized
into four regions within Kentucky and West Virginia. We recognize that
our customers, their businesses and their particular banking needs can
vary depending upon their geographic location. Our Eastern Region, our
“home base,” serves individuals and businesses in an area rich in coal and
natural gas. Both are critical to the realization of America’s urgent desire to
free itself from its “addiction to foreign 0il.” As a result of the nationally
escalating demand for coal and natural gas energy, we have experienced a
higher demand from customers for financing equipment and providing
working capital for the extraction and transportation of these natural
resources from our region. Having served this region for many years, we
have developed the expertise to manage the cyclical nature of these
markets. Our Eastern Kentucky Region also serves customers representing
expanding tourism industries, growing retail and
service industries, and a growing number of legal,
medical and educational entities; each of whom
deserves and receives a high level of personal

attention and service from us.

Our Northeast Region serves a very diverse base of
customers. Qur customers are involved in the tobacc
and cattle farming businesses, the medical sector, and

because of the region’s proximity to the Ohio River, coal mining and transportation,
electrical power generation, and steel manufacturing.




We recognize that our
customers, their businesses and
| their particular banking needs
‘can vary depending upon their
geographic location.

The center of the state forms our Central Kentucky Region, where we have
positioned ourselves to serve customers in several college/ university-
centered communities, as well as those in numerous light manufacturing
enterprises. Due to the strong growth in this region, we provide outstanding
service in residential real estate development. Also, in this and other regions, we’'ve built
an impressive cadre of new customers through our popular “pre-qualify for your home
loan” program. Since the Central Kentucky Region is world famous as being the horse
capital of the world, we provide equine lending —a specialty in itself.

j Our South Central Kentucky Region stretches along both the east and west sides of 1-75 as

; that bustling interstate corridor approaches the Tennessee state line. Within this sector,
many of our customers are involved in the area’s expanding tourism, light manufacturing
and retail distribution industries. Such diverse challenges require the expertise of seasoned,
flexible bankers, and our South Central Community Trust team fits that description
extremely well.




Despite our high tech
conveniences, such as multiple
machine-facilitated transaction

terminals, at Community Trust we

are still very much into one-on-

one, person-to-person, relationship

banking. We have over 200,000
active customers, with each of
them assigned one or more
account numbers. In this age of
computerized efficiencies, such
nomenclature is mandatory.
However, with over 1,000
employees, we're committed to
focusing on names, not numbers;
faces and families and companies
and relationships, not just screens
laden with data.

We have recruited, hired, and
retained some of the finest hard-
working, purpose-driven
individuals in both Kentucky and
West Virginia. We seek employees
who understand the values of

loyalty, trustworthiness, and
relationship building. Our
executive management team sets
an example of longevity for others
to emulate. Among our top eleven
executives, we benefit from a
cumulative of almost 300 years of
professional banking experience.
Not coincidentally, we have many
long-term employees elsewhere
across our service area—and our
customers, shareholders and
communities all richly benefit
from these individuals’
commitment to our Company.

We reward hard work and
dedication. Annually, we honor
employees who provide




exemplary customer service and
who serve their communities in
outstanding ways. We provide
incentive bonuses, in-service
training and learning
opportunities, and frequent
opportunities to compete for other
awards within the Company. Our
popular Pinnacle Awards Program
recognizes “above and beyond”
achievements by members of our
employee team and there is strong
competition among employees for
this honor.

Our operational philosophy
supports our belief that the
Company’s most valuable asset is
our employees. Our employee and

management team “wins
together,” so everyone shares
monetarily if we meet our goals.
The hard work and dedication of
our employees resulted in meeting
the performance goals established
for the Company for the second
consecutive year and allowed
them to share in the financial
incentive.

Our operational
philosophy supports
our belief that the
Company’s most
valuable asset is our
employees.




There’s an old adage which
advises that the best way to
accomplish anything meaningful is
“to plan your work and work your
plan.” Within our organization,
we've been consciously doing that
since our Bank was founded 103
years ago —as Pikeville National —
a community bank chartered to
serve the needs of the surrounding
Appalachian coal field-dominated
area. The plan then and the plan
today are virtually identical: to
provide services and products
which attract and retain customers
within the communities we serve;
to be corporately and individually
involved within each community;
and to generate a stable and
competitive return on our
shareholders’ investments.

What's different today than back
then? The scope of the execution
of the plan. Pikeville National

grew steadily outward from its
home base and was renamed
Community Trust Bancorp, Inc. in
1997. Today, just as our name aptly
describes our mission, we remain
a collection of community oriented
banks, each immersed in the lives
of the towns, cities, and counties
we serve — by helping individuals,
families, companies and
organizations within each of those
communities to realize their
potential and their dreams.

With empowered decision making

on a market-by-market basis, we
are able to stay closely in touch
with the unique needs of those we




commerce, and volunteering their
time to charities, churches, fire
departments and the like.

By collectively and successfully
planning our work and working
our plan for over a century, we
have grown substantially and
profitably, while remaining

serve, company-wide. Also, by Commonwealth-based, and

successfully “planning our work
and working our plan” for over a
century, we've grown substantially
and profitably, while choosing to
remain Kentucky-based and
proudly independent.

Beyond being Kentucky-based, we
empower our decision makers on
a market-by-market level.
Resultantly, our local bankers in
each region make knowing and
understanding the needs of each
community they serve a top
priority. That's why you'll find our
bankers involved in civic
organizations, PTA’s, chambers of




CONSOLIDATED STATEMENTS OF INCOME

Twelve months ended December 31 INCREASE
{in thousands except per share data) 2005 2004 (DECREASE)
Interest income $ 160,162 $ 130401 2282 %
Interest expense 56.957 37,189 53.16 %
Net interest income 103,209 93,212 1072 %
Provision for loan losses . 8,285 8,648 (4.20) %
Noninterest income 33,467 33,917 (1.33) %
Noninterest expense + 78,569 74,595 5.33 %
Income before income taxes 49,818 43,886 1352 %
fncome tax expense 15.406 12,936 19.09 %
Net Income $ 34412 $ 30950 11.19 %
Cash dividends per share $ 0.98 $ 087 12.64 %
Book value per share $ 16.93 $ 15.91 6.41 %
Average shares outstanding 14,908 14,811 0.65 %
CONSOLIDATED BALANCE SHEETS
December 31 INCREASE
(in thousands) 2005 2004 {DECREASE)
Assets: .
Cash and due from banks $ 91,066 $ 78725 15.68 %
Federal funds sold 31,145 50,855 {38.76) %
Securities 470,697 544,951 {13.63} %
Loans held for sale 135 0 0.00 %
i Loans (net) 2,107,344 1,902,519 1077 %
; Other assets : 148,826 132,044 1271 %
E' Total Assets $ 2849213 $ 2,709,094 517 %
i Liabilities and Shareholders’ Equity:
’ Deposits $ 2,246,551 $ 2,140,418 4.96 %
Repurchase agreements 129,156 88,404 46.10 %
Federal funds purchased and other
short-term borrowings 17,485 4,240 312.38 %
Advances from Federal Home Loan Bank 122,835 162,391 (24.36) %
_ Long-term debt 69,500 59,500 0.00 %
L QOther liabilities 19741 17.972 9.84 %
f Total Liabilities $ 2,595,268 $ 2,472,925 4.95 %
Shareholders’ Equity 253,945 236,169 7.53 %

Total Liabilities and Shareholders’ Equity $ 2,849,213 $ 2,709,004 517 %
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Consolidated Balance Sheets

(dollars in thousands)

December 31 2005 2004
Assets:
Cash and due from banks 91,066 $ 78,725
Federal funds sold 31,145 50,855
Securities available-for-salc and other at fair value
(amortized cost of $428,923 and $480,671, respectively) 422.253 482,280
Securities held-to-maturity at amortized cost
(fair value of $46,528 and $61,947, respectively) 48,444 62,671
Loans held for sale 135 0
Loans 2,107,344 1,902,519
Allowance for loan losses (29,506) (27,017)
Net loans 2,077,838 1,875,502
Premises and equipment, net 57,966 53,111
Goodwill 63,523 60,122
Core deposit intangible (net ol accumulated amortization of $4.319 and
$3,711, respectively) 3,186 3,249
Other assets 53,657 42,579
Total assets 2,849213 § 2,709,094
Liabilitics and shareholders’ equity:
Deposits
Nonintercst bearing 445929 § 403,792
Interest bearing 1,800,622 1,736,626
Total deposits 2,246,551 2,140,418
Repurchase agreements 129,156 88,404
Federal funds purchased and other short-term borrowings 17,485 4,240
Advances from Federal Home Loan Bank 122,835 162,391
Long-term debt 59,500 59,500
Other liabilitics 19,741 17,972
Total liabilities 2,595,268 2,472,925
Sharcholders’ equity:
Preferred stock, 300,000 shares authorized and unissued
Common stock, $5 par value, shares authorized 25,000,000;
shares outstanding 2005 — 14,997,369, 2004 - 14,845,217 74,987 74,226
Capital surplus 147,626 145,023
Retained earnings 35,667 15,874
Accumulated other comprehensive income (loss), net of tax (4,335) 1,046
Total sharcholders’ equity 253,945 236,169
Total liabilities and shareholders’ equity 2,849213 § 2,709,094

See notes to consolidated [inancial statements.
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Consolidated Statements of Income

(in thousands except per share data)

Year Ended December 31 2008 2004 2003
Interest income:
Interest and fees on loans, including loans held for sale $ 137,291 $ 111,181 § 108,885
Interest and dividends on securities
Taxable 18,892 16,409 16,667
Tax exempt 2,104 2,204 2,215
Other, including interest on federal funds sold 1,875 607 747
Total interest income 160,162 130,401 128,514
Interest expense:
Interest on dcposits 43,011 28,460 37,210
Interest on repurchase agreements and other short-term borrowings 3,819 1,568 1,132
Interest on advances rom Federal Home Loan Bank 4,872 1,907 230
Interest on Jong-term debt 5,255 5,254 5,323
Total interest expense 56,957 37,189 43,895
Net interest income 103,205 93,212 84,619
Provision for loan losses 8,285 8,648 9,332
Net interest income after provision for loan losses 94,920 84,564 75,287
Nonintcrest income:
Service charges on deposit accounts 18,050 17,658 17,057
Gains on sales of loans, net 1,481 1,619 5,693
Trust income 3,067 2,456 2,457
Securities gains, net 3 639 3,042
Other 10,866 11,545 8,123
Total noninterest income 33,467 33,917 36,372
Noninterest expense:
Salaries and employee benefits 42,535 39,501 34,593
Occupancy, net 6,387 5,629 5,819
Equipment 4,352 3,855 3,688
Data processing 4,479 4,166 3,841
Stationery, printing, and office supplies 1,525 1,461 1,407
Taxes other than payroll, property, and income 3,103 3,197 2,772
FDIC insurance 289 301 319
Legal and professional fees 2,855 3,187 3,937
Other 13,044 13,298 14,359
Total noninterest expense 78,569 74,595 70,735
Income before income taxes 49 818 43 886 40,924
Income taxes 15,406 12,936 12,033
Net income $ 34412 § 30,950 % 28,891
Basic earnings per share § 231§ 209 % 1.95
Diluted earnings per sharc b 227§ 205 § 1.93

See notes to consolidated financial statcments.
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Consolidated Statements of Changes in Shareholders’ Equity

Accumulated
Other
Comprchensive
(in thousands except per share Commeon Common Capital Retained Income (Loss),
and share amounts) Shares Stock Surplus Earnings Net of Tax Total
Balance, January 1, 2003 12,348,177 % 61,741  § 73,723 % 66,540 % 7415 § 209,419
Net income 28,891 28,891
Net change in
unre¢alized depreciation
on sccurities available-
for-sale, net of tax of
$1,385 (2,572) (2,572)
Comprehensive income 26,319
Cash dividends declared
($0.75 per sharc) (11,055) (11,055
To record 10% common
stock dividend 1,222,853 6,114 34,599 (40,713) 0
Issuance of common stock 86,289 431 1,389 1,820
Purchase of common stock (195,719) (978) (4,132) (5,110)
Balance, December 31, 2003 13,461,600 67,308 105,579 43,663 4,843 221,393
Net income 30,950 30,950
Net change in
unrealized depreciation
on securitics available-
for-gale, net of tax of
$2,044 (3,797) (3,797)
Comprehensive income 27,153
Cash dividends declared
($0.87 per share) (12,854) (12,854)
To record 10% common
stock dividend 1,349,146 6,746 39,139 (45,885) 0
Issuance of common stock 84,471 422 1,409 1,831
Purchasc of common stock (50,000) (250) (1,150) (1,400)
Other 46 46
Balance, December 31, 2004 14,845,217 74,226 145,023 15,874 1,046 236,169
Net income 34,412 34,412
Net change in
unrealized depreciation
on sceurities available-
for-sale, net of lax of
$2,898 (5,381) (5,381)
Comprehensive income 29,031
Cash dividends declared
($0.98 per share) (14,619) (14,619)
Tssuance of common stock 152,152 761 2,603 3,364
Balance, December 31, 2005 14,997,369 § 74,987 § 147,626 35,667 % (4,335) $§ 253,945

See notes to consolidated financial statements.



Consolidated Statements of Cash Flows

(in thousands)

Year Ended December 31 2005 2004 2003
Cash flows from operating activities:
Net income 34412 % 30,950 % 28,891
Adjustments to reconcile net income to net cash provided by
opcrating activities:
Depreciation and amortization 5,141 4,469 4,418
Change in net deferred tax assct 745 1,886 561
Provision for loan and other real estate losses 8,410 8,934 9,541
Securitics gains 3) (796) (3,404)
Sceuritics losses 0 157 362
Gains on salc of mortgage loans held for sale (1,493) (1,619) (5,378)
Gains (Iosscs) on sale of other loans 13 0 (315)
Gains (losscs) on sale of assets, net 28) (238) 90
Proceeds from sale of mortgage loans held for sale 66,883 68,573 195,794
Funding of loans held for sale (65,525) (66,639) (188,452)
Amortization of securitics premiums, net 1,682 1,252 1,435
Changes in:
Other liabilities 3,003 1,153 2,306
Other agsets (7,688) 4,938 (8,549)
Net cash provided by operating activities 45,552 53,020 37,300
Cash flows from investing activities:
Securities available-for-sale:
Proceeds from sales 53,850 141,801 189,628
Proceeds from prepayments and maturitics 106,721 95,166 138,504
Purchase of securities (108,082) (303,485) (224,837)
Sceurities held-to-maturity:
Proceeds from prepayments and maturities 13,966 26,027 44,646
Purchase of securitics 0 (1,562) (81,060)
Proceeds from sale of loans 105 0 7,315
Change in loans, net (142,112) (174,166) (124,712)
Purchase of premises, cquipment, and other real estate (5,321) (7,039) (3,065)
Proceeds from salc of premises and equipmicent 32 35 15
Proceeds from salc of other real estate and other repossessed
assets 3,557 3.846 4,134
Additions in other real estatc owned (327) 0 0
Net cash paid in acquisition (4,313) 0 0
Net cash used in investing activities (81,924) (219,377) (49,432)
Cash flows from financing activities:
Change in deposits, nct 36,317 72,803 (60,101)
Change in repurchasc agreements and other short-term
borrowings, net 53,997 (12,649) 36,862
Advances from Federal 1Tlome Loan Bank 0 200,000 0
Payments on advances from Federal Home Loan Bank (50,056) (40,801) (2,425)
Payments on long-term debt 0 0 (1,104)
Issuance of common stock 3,304 1,831 1,820
Purchasc of common stock 0 (1,400) (5,110)
Other equity adjustments 0 46 0
Dividends paid (14,619) (12,854) (11,055)
Net cash provided by (used in) financing activities 29,003 206,976 (41,113)
Net increase (decrease) in cash and cash equivalents (7,369) 40,619 (53,245)
Cash and cash equivalents at beginning of year 129,580 88,9601 142,206
Cash and cash ¢quivalents at end of year 122211 § 129,580 § 88,961

Sce notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
1. Accounting Policies

Basis of Presentation — The consolidated financial statements include Community Trust
Bancorp, Inc. (the "Corporation") and its subsidiaries, including its principal subsidiary, Community
Trust Bank, Inc. (the "Bank"). Intercompany transactions and accounts have becn climinated in
consolidation. In preparing the consolidated financial statements, management must make certain
estimates and assumptions. These estimates and assumptions affect the amounts reported for assets,
liabilities, revenues, and expenses, as well as affecting the disclosurcs provided. Future results could
differ from the current estimates. Such estimates include, but are not limited to, the allowance for loan
losses, fair value of securities and mortgage servicing rights, and goodwill (the excess of cost over net
asscts acquired).

Nature of Operations — Substantially all assets, liabilities, revenues, and cxpenses are related to
banking operations, including lending, investing of funds, obtaining of deposits, trust operations, full
service brokerage operations, and other financing activitics. All of the Corporation’s business offices and
the majority of its business are located in eastern, northeast, central, and south central Kentucky and
southern West Virginia.

Cash and Cash Equivalents — Cash and cash cquivalents include cash on hand, amounts due
from banks, interest bearing deposits in other financial institutions, and federal funds sold. Generally,
federal funds are sold for one-day periods.

Investments - Management determines the classification of securities at purchase. In accordance
with Statcment of Financial Accounting Standards ("SFAS") No. 115, Accounting for Certain Investments
in Debt and Equity Securities, the Corporation classifics securities into held-to-maturity or available-for-
sale categories. Held-to-maturity securitics are those which the Corporation has the positive intent and
ability to hold to maturity and are reported at amortized cost. Available-for-sale securities are those the
Corporation may decide to sell if necded for Liquidity, asset/liability management, or other reasons.
Availablc-for-sale securities are reported at fair value, with unrealized gains and losscs included as a
separate component of shareholders’ equity, net of tax. If declines in fair value are not temporary, the
carrying value of the securities is written down to fair value as a realized loss.

Gains or losses on disposition of securities arc computed by specific identification for all
securities except for shares in mutual funds, which are computed by average cost. TInterest and dividend
income, adjusted by amortization of purchase premium or discount, is included in carnings.

Loans — Loans are reported at the carrying value of unpaid principal reduced by unearned interest
and an allowance for loan losses. Income is recorded on the level yield basis. Interest accrual is
discontinued when management believes, after considering economic and business conditions, collateral
value, and collection efforts, that the borrower’s financial condition is such that collection of interest is
doubtful. Any loan greater than 90 days past due must be well secured and in the process of collection to
continue accruing interest. Cash payments received on nonaccrual loans generally are applied against
principal, and interest income is only recorded once principal recovery is reasonably assured. Loans are
not reclassified as accruing until principal and interest payments are brought current and future payments
appear reasonably certain,

Allowance for Loan Losses — The adequacy of the allowance is reviewed quarterly by
management using a methodology that includes several key factors. The Corporation utilizes an internal
risk grading system for commercial credits, and those larger commercial credits identified through this
grading system as having weaknesses are individually reviewed for the customer's ability and potential to
repay their loans. The borrower’s cash flow, adequacy of collateral held for the loan, and other options
available to the Corporation including legal avenues are all evaluated. Based upon this individual credit
evaluation, a specific allocation to the allowance may be made for the loan.
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For other commercial loans that are not individually evaluated, an allowance allocation is
determincd by applying an eight-quarter moving average historical loss rate for this group of loans.
Consumer installment and residential mortgage loans are not individually risk graded. Allowance
allocations are provided for these pools of loans based upon an eight-quarter moving average historical
loss rate for cach of these categorics of loans.

An unallocated portion of the allowance is also dctermined in recognition of the inherent inability
to precisely determine the loss potential in any particular loan or pool of loans. The factors considered by
management in determining this amount of inherent risk include delinquency trends, current economic
conditions and trends, strength of the supcrvision and administration of the loan portfolio, level of
nonperforming loans, trend in loan losses, recovery rates associated with previously charged-off loans,
concentrations within commercial credits, problem loan identification strengths and weaknesses,
collateral cvaluation strengths and weaknesses, and the level of financial statement exceptions. These
factors are reviewed quarterly and weighted as deemed appropriate by management. The total of these
weighted factors is then applied against the total loan portfolio and the allowance is adjusted accordingly.

Loans Held for Sale — Mortgage loans originated and intended for sale in the secondary market
are carried at the lower of cost or cstimated market value in the aggregate. Net unrealized losses, if any,
arc recognized in a valuation allowance by charges to income.

Valuation of Servicing Rights — When the Corporation sells loans through individual loan sales
in accordance with its investment policies, it often retains servicing rights. Scrvicing rights resulting from
loan sales are amortized in proportion to and over the period ol estimated net servicing revenues.
Scrvicing rights arc assessed for impairment quarterly, based on fair value, with temporary impairment
recognized through a valuation allowance and permanent impatrment recognized through a write-oft of
the servicing asset and related valuation allowance. Key cconomic assumptions used in measuring any
potential impairment of the servicing rights include the prepayment speeds of the underlying loans, the
weighted average lite of the loan, the discount rate, the weighted average coupon, and the weighted
average default rate, as applicable. The primary risk of material changes to the value of the servicing
rights resides in the potential volatility in the economic assumptions used, particularly prepayment speeds
and inlcrest rate volatility.

The Corporation monitors risk and adjusts its valuation allowance as necessary to adcquately
reserve for any probable impairment in the portfolio. For purposes of measuring impairment, the
servicing rights are stratified based on the financial asset type and interest rates. The Corporation obtains
an independent third-party valuation of mortgage servicing rights on a quarterly basis. Fees reccived for
servicing loans owned by investors are based on a percentage of the outstanding monthly principal
balance of such loans and are included in noninterest income as loan payments are received. Costs of
scrvicing loans arc charged to expense as incurred.

Premises and Equipment - Premises and equipment are stated at cost less accumulated
depreciation and amortization. Capital leases are included in premises and equipment at the capitalized
amount less accumulated amortization.

Depreciation and amortization are computed primarily using the straight-line method. Estimated
useful lives range up to 40 years for buildings, 2 to 10 years for fumiture, fixtures, and cquipment, and up

to the lease term for leaschold improvements. Capitalized lcased assets are amortized on a straight-line
basis over the lives of the respective leases.




Other Real Estate - Real estate acquired by [oreclosure 1s carried at the lower of the investment
in the property or its fair value. Other real cstatc owned by the Corporation included in other asscts at
December 31, 2005 and 2004 was $5.4 million and $4.8 million, respectively.

Goodwill — The Corporation evaluates total goodwill for impairment, bascd upon SFAS No. 142,
Goodwill and Other Intangible Assets and SFAS No. 147, Acquisitions of Certain Financial Institutions,
using fair value techniques including multiples of price/equity. Goodwill is evaluated for impairment on
an annual basis,

Income Taxes — Income tax expense is bascd on the taxes due on the consolidated tax return plus
deferred taxes based on the expected future tax consequences of temporary differences between carrying
amounts and tax bascs of assets and liabilities, using cnacted tax rates.

Earnings Per Share ("EPS') — Basic EPS is calculated by dividing net income available to
common shareholders by the weighted average number of common shares outstanding.

Diluted EPS adjusts the number of weighted average shares of common stock outstanding under
the treasury stock method, which includes the dilutive effcct of stock options.

Segments — Management analyzes the operation of the Corporation assuming one operating
segment, community banking services. The Corporation, through its operating subsidiaries, offers a wide
range of consumer and commercial community banking services. These services include: (i) residential
and commercial real estate loans; (ii) checking accounts; (iii) regular and term savings accounts and
savings certificates; (iv) full scrvice securities brokerage scrvices; (v) consumer loans; (vi) debit cards;
(vi1) annuity and lifc insurance products; (viii) Individual Retirement Accounts and Keogh plans; (ix)
commercial loans; (x) trust services; and (xi) commercial demand deposit accounts,

Bank Owned Life Insurance — The Corporation's bank owned life insurance policies are carried
at their cash surrender value. The Corporation recognizes tax-free income from the periodic increases in
cash surrender valuc of these policies and from death benefits.

News Accounting Standards —

» Accounting for Certain Loans and Debt Securities Acquired in a Transfer - In
December 2003, the Accounting Standards Executive Committee of the American Institute of Certified
Public Accountants issued Statement of Position ("SOP") 03-3, Accounting for Certain Loans and Debt
Securities Acquired in a Transfer. SOP 03-3 addresses the accounting for certain acquired loans that show
evidence of credit deterioration since their origination (i.e. impaired loans) and for which a loss is deemed
probable of occurring. SOP 03-3 prohibits the carryover of an allowance for loan loss on certain acquired
loans within its scope. SOP 03-3 is effective for loans that are acquired in fiscal years beginning after
December 15, 2004. The adoption of this Statement had no material effect on the Corporation’s
consolidated financial statements.

¥ Stock-Based Employee Compensation - The Corporation currently maintains two
incentive stock option plans covering key employees; however, only one plan is active. The 1998 Stock
Option Plan ("1998 Plan") was approved by the Board of Directors and the Sharcholders in 1998, The
1998 Plan had 1,046,831 shares authorized, 252,981 of which were available at December 31, 2005 for
future grants. All options granted have a maximum term of ten years. Options granted as management
retention options vest after tive ycars; all other options vest ratably over four years.
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Had compensation cost for the Corporation’s stock options granted in 2005, 2004, and 2003 been
determined under the fair value approach dcscribed in SFAS No. 123, Accounting for Stock-Based
Compensation, the Corporation’s ncl income and earnings per share would have been reduced to the pro
forma amounts indicated below:

(in thousands, except per share amounts)

Years ended December 31 2005 2004 2003
Net income as reported S 34412 % 30,950 § 28,891
Stock-based compensation expense (994) (558) (614)
Tax effect 141 142 110
Net income pro forma $ 33,559 § 30,534 28,387
Basic net income per sharc As reported $ 231 % 2.09 1.95
Pro forma 2.25 2.06 1.92
Diluted net income per share As reported $ 227 % 2.05 1.93
Pro forma 222 2.02 1.89

The fair value of the options presented above was estimated at the date of the grant using a Black-
Scholes option pricing model with the following weighted average assumptions for 2005, 2004, and 2003,
respectively: risk-free interest rates of 3.92%, 3.70%, and 2.69%, dividend yields of 3.11%, 3.02%, and
3.29%, volatility factors of the expected market price of the Corporation’s common stock of 0.960, 0.756,
and 0.593, and a weighted average expected option life of 6.5, 6.8, and 4.0 ycars.

In December 2004, SFAS No. 123R, Share-Based Pavment, was issued. SFAS No. 123R is a
revision of SFAS No. 123, Accounting for Stock-Based Compensation, and supersedes APB Opinion No.
25. Among other items, SFAS No. 123R climinates the use of APB Opinion No. 25 and the intrinsic value
method of accounting and requires companies to recognize the cost of employce scrvices received in
exchange for awards of equity instruments, based on the grant date fair value of those awards, in the
financial statements. The effective date of SFAS No. 123R for the Corporation is January 1, 2006.

SFAS No. 123R permits companies to adopt its requirements using either a "modified prospective"
method, or a "modified retrospective” method. Under the "modificd prospective" method, the compensation
cost 1s recognized in the financial statements beginning with the effective date, based on the requirements of
SFAS No. 123R for all share-bascd payments granted after that date, and based on the requirements of
SFAS No. 123 for all unvested awards granted prior to the effective date of SFAS No. 123R.  Under the
"modified rctrospective” method, the requirements are the same as under the "modified prospective”
method, but this method also permits entities to restate financial statements of previous periods based on pro
forma disclosures made in accordance with SFAS No. 123. The Corporation currently utilizes a standard
option pricing model (i.e., Black-Scholes) to measure the fair valuc of stock options granted to employees.
While SFAS No. 123R permits entities to continue to use such a model, the standard also permits the usc of
a "latticc" model. The Corporation has not yct determined which model it will use to measure the fair value
of employee stock options upon the adoption of SFAS No. 123R. SFAS No. 123R also requires that the
benefits associatcd with the tax deductions in excess of recognized compensation cost be reported as a
financing cash flow, rather than as an opcrating cash flow as required under current literature. This
requirement will reduce net operating cash flows and increase net financing cash flows in periods after the
effective date. These future amounts cannot be estimated, because they depend on, among other things,
when employees exercise stock options. llowever, the amount of operating cash flows rccognized in prior
periods for such excess tax deductions, as shown in the Corporation's Consolidated Statements of Cash
Flows, were $0.7 million, $0.3 million, and $0.2 million, respectively for 2005, 2004, and 2003. The
Corporation has not yet determined which of the aforementioned adoption methods it will usc.

> Accounting for Conditional Asset Retirement Obligations — In March 2005, the
Financial Accounting Standards Board ("FASB") issued Interpretation No. 47, Accounting for
Conditional Asset Retirement Obligations ("FIN 47"), to clarify the term "conditional asset retirement"” as
used in SFAS 143, Accounting for Asset Retirement Obligations. FIN 47 requires that a liability bc
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recognized for the fair value of a conditional asset retirement obligation when incurred, if the fair value of
the liability can be rcasonably estimated. Uncertainty about the timing or mecthod of settlement of a
conditional asset retirement obligation would be factored into the measurement of the liability when
sufficient information exists. This interpretation is effective no later than the end of fiscal years ending
after December 15, 2005. Accordingly, the Corporation will adopt FIN 47 no later than the fourth fiscal
quarter in 2006. Management is currently assessing the impact FIN 47 may have on the Corporation's
consolidated balance sheet; however, the adoption of FIN 47 is not expected to have a material impact on
the Corporation's financial position, results of operations, or cash flows.

Reclassification — Certain reclassifications have been made in the prior year consolidated
financial statements to conform to current year classifications.

2. Business Combinations

On June 10, 2005, Community Trust Bank, Inc., the bank subsidiary of Community Trust
Bancorp, Inc., completed the acquisition of Heritage Community Bank of Danville, Kentucky. All former
Heritage Community Bank offices now operate as branch offices of Community Trust Bank, Inc. The
Corporation obtained loans totaling approximately $73.7 million, cash and cash equivalents of
approximately $8.1 million, and deposits totaling approximately $69.8 million from this acquisition. The
total cost of the acquisition, including direct acquisition costs, was $12.4 million. Goodwill and core
deposit intangible of approximately $3.9 million was recorded.

3. Cash and Due from Banks

Included in cash and due from banks is noninterest bearing deposits that are required to be held at
the Federal Reserve or maintained in vault cash in accordance with regulatory reserve requirements. The
balance requirements were $40.0 million and $36.8 million at December 31, 2005 and 2004, respectively.
Cash paid during the years ended 2005, 2004, and 2003 for interest was $55.1 million, $36.4 million, and
$45.4 million, respectively. Cash paid during the same periods for income taxes was $13.1 million, $11.5

million and $9.3 million, respectively.
4. Securities
Amortized cost and fair value of securities at December 31, 2005 are as follows:
Available-for-Sale and Other
Gross Gross

Amortized Unrealized Unrealized
{in thousands) Cost Gains Losses Fair Value

U.S. Treasury and government agencies $ 2,005 % 0 % 0 $ 2,003
State and political subdivisions 45911 1,058 37} 46,932
U.S8. agency mortgage-backed pass through certificates 295,822 773 (7,964) 288,631
Collateralized mortgage obligations 1,003 9 0 1,012
Other debt securities 17,500 0 (509) 16,991

Total debt securities 362,241 1,840 (8,510) 355,571
Marketable equity securities 40,000 0 0 40,000
Federal Reserve and Federal Home Loan Bank stock 26,682 0 0 26,682

$ 428923 § 1,340 (8,510) § 422253

Held-to-Maturity
Gross Gross
Amortized Unrealized Unrealized
(in thousands) Cost Gains Losses Fair Value

State and political subdivisions $ 3,134 § $ (191) $ 2,982

39
U.S. agency mortgage-backed pass through certificates 45,310 0 (1,764) 43,546
$ 48444 § 39§ (1,955 $§ 46,528




Amortized cost and fair value of sccurities at December 31, 2004 are as follows:

Available-for-Sale and Other

Gross Gross
Amortized Unrealized Unrecalized

(in thousands) Cost Gains 1.osses Fair Value
U.S. Treasury and government agencics $ 1,006 § 0 3 2y % 1,004
State and political subdivisions 47.048 2,387 0 49,435
U.S. ageney mortgage-backed pass through certificates 379,503 2,323 (2,992) 378,834
Collateralized mortgage obligations 2,336 58 0 2,394
Other debt sceurities 10,000 0 (165) 9,835

Total dcbt securities 439 893 4,768 (3,159) 441,502
Markctable equity securities 15,700 0 0 15,700
Federal Reserve and Federal Home [.oan Bank stock 25,078 0 0 25,078

$ 480,671 % 4,768 § (3,159) & 482,280

Held-to-Maturity

Gross Gross
Amortized Unrealized Unrealized
(in thousands) Cost Gains Losses Fair Value
U.S. Treasury and government agencies $ 500 % (U 0 % 500
State and political subdivisions 3,285 92 (42) 3,335
U.S. agency mortgage-backed pass through certificates 58,886 0 (774) 58,112
$ 62,671 § 92§ (816) § 61,947

The amortized cost and [air value of sccurities at December 31, 2005 by contractual maturity are
shown below. FExpected maturities will differ from contractual maturitics because borrowers may have
the right to call or prepay obligations with or without call or prepayment penalties.

Available-for-Sale

and Other Held-to-Maturity
Amortized Amortized

(in thousands) Cost Fair Value Cost Fair Value
Duc in one year or less % 3561 $ 3,569 % 0 3 0
Duc after one through five years 26,191 26,886 1,390 1,421
Due after five through ten years 18,164 18,481 199 206
Dug after ten years 0 0 1,544 1,354
Mortgage-backed sceurities and collateralized mortgage
obligations 296,825 289.644 45311 43,547
Other sccurities 17,500 16,991 0 0

Total debt securities 362,241 355,571 48,444 46,528
Marketable equity securitics 40,000 40,000 0 0
Federal Reserve and Federal Home Loan Bank stock 26,682 26,682 0 0

$ 428923 § 422253 % 48444 § 46,528

There were no significant pre-tax gains or losses rcalized on sales and calls in 2005. Pre-tax
gains of $0.8 million and losses of $0.2 million werc realized on sales and calls in 2004, and pre-tax gains
of $3.4 million and losses of $0.4 million were realized on sales and calls in 2003.

Securities in the amount of $350 million and $370 million at December 31, 2005 and 2004,
respectively, were pledged to sccure public deposits, trust funds, repurchase agreements, and advances
from the Federal Home Loan Bank.

The Corporation evaluates its investment portfolio on a quarterly basis for impairment. The
analysis performed as of December 31, 2005 indicates that all impairment is considered tcmporary, due
primarily to fluctuations in interest rates, and not credit-relatcd. The following tables provide the
amortized cost, gross unrcalized losses, and fair value, aggregated by investment category and length of
time the individual securities have been in a continuous unrealized loss position as of December 31, 2005,
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Available-for-Sale

Gross
Amortized Unrealized

(in thousands) Cost Losses Fair Value
Less Than 12 Months
States and political subdivision $ 4,701 % (37) % 4,664
U.S. agency mortgage-backed pass through certificates 22,669 (723) 21,946
Other debt securities 7,500 (218) 7,282

$ 34,870 % (978) % 33,892
12 Months or More
U.S. agency mortgage-backed pass through certificates $ 244,899 § (7,242) % 237,657
Other debt securities 10,000 (291) 9,709

$ 254,899 (7.533) § 247,366
Total
States and political subdivision $ 4,701  § (37) $ 4,664
U.S. agency mortgage-backed pass through certificates 267,568 (7,965) 259,603
Other debt securities 17,500 (509) 16,991

$ 289,769 % (8,511) $ 281,258
Held-to-Maturity

Gross
Amortized Unrealized

(in thousands) Cost Losses Fair Value
Less Than 12 Months
States and political subdivision $ 1,545 % (191) % 1,354
12 Months or More
U.8. agency mortgage-backed pass through certificates $ 45311 § (1,764) $ 43,547
Total
States and political subdivision $ 1,545 § (191) §$ 1,354
U.S. agency mortgage-backed pass through certificates 45311 (1,764) 43,547

$ 46,856 % (1,955) § 44,901

The analysis performed as of December 31, 2004 indicated that all impairment was considered
temporary, due primarily to fluctuations in interest rates, and not credit-related. The following tables
provide the amortized cost, gross unrcalized losses, and fair market value, aggregated by investment
category and length of time the individual securities had been in a continuous unrcalized loss position as

of December 31, 2004.
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Available-for-Sale

Gross
Amortized Unrealized
(in thousands) Cost Losses Fair Value
L.ess Than 12 Meonths
U.S. Treasury and government agencics $ 1,006 % 2) % 1,004
U.S. agency mortgage-backed pass through certificates 282,272 (2,264) 280,008
Other debt securities -10,000 (165) 9,835

$ 293278 § (2431) § 290,847
12 Months or More¢

U.S. agency mortgage-backed pass through certificates $ 30,070 § (728) $ 29,342
Total

U.S. Treasury and government agencies $ 1,006 $ 2) $ 1,004
U.S. agency mortgage-backed pass through certilicates 312,342 (2,992) 309,350
Other debt sceurities 10,000 (165) 9,835

$ 323,348 § (3,159) § 320,189

Held-to-Maturity

Gross
Amortized Unrealized
(in thousands) Cost Losses Fair Value
Less Than 12 Months
Statc and political subdivisions $ 1,562 § 42y $ 1,520
U.S. agency mortgage-backed pass through certificates 58,886 (774) 58,112
$ 60,448 § (816) $ 59,632

No held-to-maturity securities had been impaired for 12 months or more.
5. Loans

Major classifications of loans, net of unearned incomc and deferred loan origination costs, are
summarized as follows:

(in thousands)

December 31 2008 2004

Commercial construction $ 115,721 % 75,078
Commercial secured by real estate 665,911 613,059
Commercial other 301,828 276,921
Real cstate construction 51,232 30,456
Real cstate mortgage 542,809 499,410
Consumer 414,920 395,588
Equipment lease financing 14,923 12,007

$ 2,107,344 8 1,902,519

Not included 1n the loan balances above are loans held for sale in the amount of $0.1 million at
December 31, 2005.

The amount of loans on a non-accruing income status was $12.2 million, $13.8 million, and $9.7
million at December 31, 2005, December 31, 2004, and Dccember 31, 2003, respectively. The total of
loans on nonaccrual that are in homogeneous pools and not evaluated individually for impairment were
$4.1 million, $5.0 million, and $3.2 million at December 31, 2005, December 31, 2004, and Dccember
31, 2003, respectively. Additional interest which would have been recorded during 2005, 2004, and 2003
if such loans had been accruing intercst was approximately $1.3 million, $0.9 million, and $0.9 million,
respectively.




At December 31, 2005, 2004, and 2003, the recorded investment in impaired loans was $8.1
million, $8.8 million, and $6.5 million, respectively. Included in these amounts at December 31, 2005,
2004, and 2003, respectively, were $5.1 million, $6.8 million, and $3.1 million of impaired loans for
which specific reserves for loan losses are carried in the amounts of $2.3 million, $3.1 million, and $1.1
million. The average investment in impaired loans for 2005, 2004, and 2003 was $9.0 million, $8.9
million, and $6.6 million, respectively, while interest income of $0.1 million, $0.1 million, and $0.!
million was recognized on cash payments of $1.6 million, $0.4 million, and $0.4 million.

6. Mortgage Banking Activitics

Mortgage banking activitics primarily include residential mortgage originations and scrvicing.
The following table presents the components of mortgage banking nonintercst income.

(in thousands)

Year Ended December 31 2005 2004 2003

Net gain on sale of loans held for sale $ 1,480 & 1,619 § 5,693

Net loan servicing income (expense) 559 385 (1,019)
Mortgage banking income $ 2,039 §$ 2,004 S 4,674

At December 31, 2005, 2004, and 2003, loans serviced for the benefit of others (primarily
FHLMC) totaled $372 million, $377 million, and $383 million, respectively. Servicing loans for others
generally consists of collecting mortgage payments, maintaining escrow accounts, disbursing payments to
investors, and processing foreclosures. Net loan servicing income (expense) reflected in the above table
includes amortization of servicing rights noted below and loan servicing income of $0.9 million for cach
of the ycars ended December 31, 2005, 2004, and 2003.

Activily for capitalized mortgage servicing rights is as follows:

(in thousands) 2005 2004 2003

Balance, beginning of year $ 4225 % 6,054 § 3,456
Additions 381 480 2,148
Amortized to cxpense (638) (595) (656)
Valuation adjustments (308) (1,714) 1,106
Balance, end of year $ 3,660 % 4225 % 6,054
Valuation allowance (included in above) $ 0 % (615) $ (2,375)

The fair value of capitalized mortgage servicing rights was $3.7 million, $3.6 million, and $3.7
million at December 31, 2005, 2004, and 2003, respectively, Fair value for the year ended December 31,
2005 was detcrmined by a third party valuation using a discount rate of 9.14%, prepayment speeds
ranging {rom 130% to 327%, depending on the stratification of the specific right, and a weighted average
default rate of 1,1%.

Amortization expense for the next five years 1s estimated at approximately $0.6 million annually;
however, actual amortization expensce will be impacted by serviced loan payoffs that occur during cach
year.

7. Related Party Transactions

In the ordinary course of business, the Corporation’s banking subsidiary has made loans at
prevailing interest rates and terms to directors and cxecutive officers of the Corporation or its subsidiaries,
including their associales (as defined by the Securitics and Exchange Commission). Management
believes such loans were made on substantially the same terms, including interest ratc and collateral, as
those prevailing at the same time for comparable transactions with other persons. The aggregate amount
of these loans at January 1, 2005 was $31.7 million. During 2005, activity with respect to these loans
included new loans of $5.6 million, repayment of $3.4 million, and a net decrcasc of $1.1 million
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resulting from the change in status of executive officers and directors. As a result of these activities, the
aggregate balance of these loans was $32.8 million at December 31, 2005.

8. Allowance for Loan Losses

Activity in the allowance for 1oan losses was as follows:

(in thousands) 2005 2004 2003

Balarnce, beginning of year $ 27,017 $ 24653 § 23,271
Provision charged to operations 8,285 8,648 9,332
Recoveries 3,413 3,304 3,754
Charge-offs (10,968) (9,588) (11,704)
Allowance of acquired bank 1,759 0 0
Balance, end of ycar $ 29,506 § 27,017 $ 24,653

9. Premises and Equipment

Premises and equipment are summarized as follows:

(in thousands)

December 31 2005 2004
Land and buildings $ 63,401 § 58,875
Leaschold improvements 5,749 5,333
Fumiture, fixtures, and equipment 37,010 33,523
Construction in progress 1,553 765
107,713 98,496
Less accumulated depreciation and amortization (49,747) (45,385)

$ 57,966 % 53,111

Depreciation and amortization of premises and equipment for 2005, 2004, and 2003 was $4.5
million, $3.9 million, and $3.8 million, respectively.

10. Deposits

Major classifications of deposits are categorized as follows:

(in thousands)

Deccmber 31 2005 2004

Noninterest bearing deposits $ 445929 § 403,792
NOW accounts 19,542 15,101
Money market deposits 383,070 378,531
Savings 215,210 223,953
Certificates of deposit of $100,000 or morc 411,749 389,011
Certificates of deposit less than $100,000 and other time deposits 771,051 730,030

$ 2246,551 § 2,140,418

Intcrest expense on deposits is categorized as follows:

(in thousands) 2005 2004 2003

Savings, NOW, and money market accounts $ 8,787 % 5360 $ 6,309
Certificates of deposit of $100,000 or more 12,635 8,080 10,092
Certificates of deposit less than $100,000 and other time deposits 21,589 15,020 20,809

$ 43,011 § 28460 § 37,210
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11. Advances from Federal Home Loan Bank

Federal Home Loan Bank advances consisted of the following monthly amortizing and term
borrowings at December 31:

_{in thousands) 2005 2004
Monthly amortizing $ 1,835 $ 2,391
Term 121,000 160,000

$ 122,835 $ 162,391

The advances from the Federal Home Loan Bank that require monthly principal payments were
due for repayment as follows:

Principal Payments Due by Period at December 31, 2005

(in thousands) Total Within 1 Year 1-5 Years 5-10 Years After 10 Years
Outstanding advances,

weighted average

interest rate - 5.06% % 1,835 § 632 % 1,148 % 37 % 18

Principal Payments Due by Period at December 31, 2004

(in thousands) " Total Within | Year 1-5 Years 5-10 Years  After 10 Years

Outstanding advances,
weighted average
interest rate - 5.33% $ 2,391 % 604 $ 1,120 § 646 § 21

The term advances that require the total payment to be made at maturity follow:

(in thousands)

December 31 2005 2004
Advance #143, 2.37%, duc 8/30/05 $ 0 $ 40,000
Advance #144, 2.88%, due 8/30/06 40,000 40,000
Advance #145, 3.31%, due 8/30/07 40,000 40,000
Advance #146, 3.70%, due 8/30/08 40,000 40,000
Advance #148, 1,76%, due 6/6/13 1,000 0
b 121,000 $ 160,000

The advances are collateralized by Federal Home Loan Bank stock of $22.4 million and certain
first mortgage loans totaling $165.8 million as of December 31, 2005. Advances totaling $122.8 million
at December 31, 2005 had fixed interest rates ranging from 1.00% to 7.05% with a weighted avcrage rate
of 3.31%. The term advance #148 was obtained in connection with the acquisition of Heritage
Community Bank of Danville on June 10, 2005.

12. Borrowings

Short-term debt is categorized as follows:

(in thousands)

December 31 2005 2004
Subsidiaries:
Repurchase agreements $ 129,156 $ 88,404
Federal funds purchased 17,485 4,240
$ 146,641 $ 92,644

On April 29, 2005, the Corporation entered into a revolving note agreement for a line of credit in
the amount of $12 million, all of which is currently available to mect any future cash needs. The
agrecement will mature on April 28, 2006. The Corporation expects to renew this agreement upon
maturity.
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All federal funds purchased and the majority of repurchase agreements mature and reprice daily.
The average rates paid for federal funds purchased and repurchase agreements on December 31, 2005
were 4.15% and 4.00%, respectively.

The maximum balance for federal funds purchased and repurchase agreements at any month-end
during 2005 occurred at December 31, 2005, with a month-cnd balance of $146.6 million.

Long-term debt is categorized as follows:

(in thousands)

December 31 2005 2004

Parent:
Junior subordinated debentures, 9.00%, duc 3/31/27 34,500 34,500
Junior subordinated debentures, 8.25%, due 3/31/32 25,000 25,000

59,500 59,500

13. Federal Income Taxes

The components of the provision for income taxes, exclusive of tax effect of unrealized securities
gains, are as follows:

(in thousands) 2005 2004 2003

Current imcome taxes 8 14,661 § 11,050 3 11,472
Deferred income taxes 745 1,886 561

$ 15,406 % 12,936 12,033

The components of the net deferred tax assct as of December 31 are as follows:

(in thousands) 2005

Deferred tax assets
Allowance for loan losscs b 10,327 b 9,729
Net operating loss carryfoward 981 0
Interest on nonperforming loans 865 767
Other 1,733 1,271

Total deferred tax assets 13,906 11,767

Deferred tax liabilitics
Depreciation (9,217) (7,775)
FHLB stock dividends (3,984) (3,586)
Other (1,730) (2,222)

Total deferred tax liabilities (14,931) (13,583)

Net deferred tax liability (1,025) § (1,816)

On June 10, 2005, the net deferred tax assct recorded as a result of the Danville acquisition
totaled $1.5 million. The largest component of the temporary diffcrence was Heritage Community Bank's
net operating loss carryfoward which totaled $1.1 million at the time of acquisition.




The Corporation reports income taxes on the liability method, which places primary emphasis on
the valuation of current and deferred tax assets and liabilities. The amount of income tax expense
recognized for a period is the amount of income taxes currently payable or refundable, plus or minus the
changc in aggregate deferred tax asscts and liabilities. The mcthod focuses first on the consolidated
balance sheet, and the amount of income tax expense is determined by changes in the components of the
consolidated balance sheet.

(in thousands) _ 2005 2004 2003

Tax at statutory rate $ 17436 $ 15,360 § 14,323

Tax-cxempt interest (1,025) (1,023) (1,037)

Housing and new market credits (406) (903) (747)

Other, net ) (599) (498) (506)
$ 15,406 % 12,936 § 12,033

14. Employee Benefits

The Corporation has a KSOP plan covering substantially all cmployees. Half of the first 8% of
wages contributed by an employee is matched and goes into the savings and retirement portion of the
plan. Employees may contribute additional non-matched amounts up to maximum limits provided by IRS
regulations, and the Corporation may at its discretion, contribute an additional percentage of covered
cmployees’ gross wages.

The Corporation currently contributes 4% of covered employces’ gross wages to the employce
stock ownership plan (ESOP) portion of the plan. The ESOP uscs the contribution to acquire shares of
the Corporation’s common stock. The KSOP plan owned 1,105,393 shares of Corporation stock at
December 31, 2005. Substantially all shares owned by the KSOP were allocated to employees’ accounts
at December 31, 2005. The market price of the shares at the date of allocation is essentially the same as
the market price at the date of purchasc.

The total retirement plan expense, including KSOP expense, for 2005, 2004, and 2003 was $2.0
million, $1.8 million and $1.6 million, respectively.

The Corporation currenily maintains two incentive stock option plans covering key employces;
however, only onc plan is active. The 1998 Stock Option Plan ("1998 Plan") was approved by the Board
of Directors and the Shareholders in 1998. The 1998 Plan had 1,046,831 shares authorized, 252,981 of
which were available at December 31, 2005 for futurc grants. All options granted have a maximum term
of ten years. Options granted as management rctention options vest after five years; all other options vest
ratably over four ycars.

The Corporation has elected to follow APB Opinion No. 25, Accounting for Stock Issued to
Employees and related interpretations in accounting for its employee stock options, Under APB Opinion
No. 25, because the exercise price of all employee stock options cquals the market price of the underlying
stock on the date of the grant, no compensation ¢xpense is recognized.
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The Corporation’s stock option activity for the 1998 Plan for the years ended December 31, 2005,

2004, and 2003 is summarized as follows:

December 31

2005

2004 2003

Options

Weighted
Average
Exercise

Price

Weighted
Average
Exercise

Price

Weighted
Average
Exercise

Price

Options Options

Outstanding at beginning of year
Granted

Exercised

Forfeited/expired

614,061
107,996
(61.810)
(38,754)

$18.25
30.88
14.54
18.99

600,913

75,900
(52,292)
(10,460)

$16.75
27.77
15.07
17.07

566,218

126,719
(41,353)
(50,671)

$15.66
20,98
15.96
15.74

QOutstanding at end of year 621,493

$20.77 614,061 $18.25 600,913 $16.75

Fxercisable at end of year 115,440

$16.60 112,185 $15.81 43,538 $13.26

The 1998 Stock Option Plan had options with the following remaining lives at December 31,

2005:

1998 Option Plan

Remaining Life

Outstanding
Options

Weighted
Average Price

Three years
Four years
Five years
Six years
Seven years
Eight years
Nine years

3,206
70,804
74,536
80,694

219,634
71,775
100,844

$15.29
14.56
11.83
16.81
20.38
27.81
30.88

Total outstanding

621,493

Weighted average price

$20.77

The 1989 Stock Option Plan ("1989 Plan") has no remaining oplions available for grant. The
maximum term is ten years. Options granted as management retention options vest after five years; all

other options vest ratably over four years,

The Corporation’s stock option activity for the 1989 Plan for the years ended December 31, 2005,

2004, and 2003 is summarized as follows:

December 31

2005

2004 2003

Options

Weighted
Average
Exercise

Price

Weighted
Average
Exercise

Price

Weighted
Average
Exercise

Price

Options Options

Outstanding at beginning of ycar 93,645
Exercised (57,026)
Forfeited/expired 0

$13.29
12.42
0.00

107,852
(13,212)
(995)

$13.38
13.52
0.00

$1335 132,917
13.28 (25,065)
19.47 0

Qutstanding at end of year 36,619

$ 14.65 93,645 $13.29 107,852 $13.35

Excreisable at end of year 36,619

$ 14.65 93,645 $13.29 107,852 $13.35




The 1989 Stock Option Plan had options with the following remaining lives at December 31,

2005:
1989 Option Plan
Outstanding Weighted
Remaining Life Options Average Price
" One year or less 31,787 §13.94
Two years 4,832 19.33
Total outstanding 36,619
Weighted average price ¥ 14.65

No options were granted in 2005, 2004, or 2003 from the 1989 Plan.

The weighted average fair valuc of options granted during the years 2005, 2004, and 2003 was
$9.72, $7.75, and $4.53 per share, respectively.

15. Operating Leases
Certain premiscs and equipment are leased under operating leascs. Additionally, certain premises

are leased or subleased to third partics. Minimum non-cancellable rental payments and rental reccipts arc
as follows:

{in thousands) Payments Receipts
2006 $ 1,335 § 785
2007 ‘ 1,042 773
2008 769 686
2009 625 567
2010 554 499
Therealler 7,650 7,019
$ 11,975 § 10,329

Rental expense net of rental income under operating leases was $0.7 million in 2005 and $0.5
million each year in 2004 and 2003.

16. Fair Market Valuc of Financial Instruments

The following methods and assumptions were used to estimate the fair value of cach class of
financial instruments for which it is practicable to estimate that valuc:

Cash and Cash Equivalcnts - The carrying amount approximates fair value.

Securities - Fair values arc bascd on quoted market prices or dealcr quotes.

Loans and Loans Held for Sale - The fair value of fixed rate loans and variable ratc mortgage
loans is estimated by discounting the future cash flows using current rates at which similar loans would be
made to borrowers with similar credit ratings and for the same remaining maturities. For other variable

rate loans, the carrying amount approximates fair value.

FHLB Stock - The carrying value of Federal Home Loan Bank stock approximates fair value
based on the redemption provisions of the Federal Home Loan Bank.

Deposits - The fair value of deposits is estimated by discounting the future cash flows using the
rates currently otfered for deposits of similar remaining maturities.

Short-term Borrowings - The carrying amount approximates fair value.




Advances from Federal Home Loan Bank - The fair value of these fixed-maturity advancces is
estimated by discounting future cash flows using rates currently offered for advances of similar remaining
marturities.

Long-term Debt - The fair value is estimated by discounting futurc cash flows using current rates.

Other Financial Instruments - The estimated fair valuc for other financial instruments and oftf-
balance shect loan commitments approximates cost at December 31, 2005 and 2004. Off-balance sheet
loan commitments at December 31, 2005 and 2004 were $435.9 million and $366.1 million, respectively.

Commitments to Extend Credit - The fair value of commitments to extend credit is based upon
the difference between the interest rate at which the Corporation is committed o make the loans and the
current rates at which similar loans would be made to borrowers with similar credit ratings and for the
same remaining maturities, adjusted for the estimated volume of loan commitments actually expected to
close. The fair valuc of such commitments is not material.

(in thousands)

December 31 2005 2004
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial asscts
Cash and cash equivalents $ 122211 % 122211 § 129,580 § 129,580
Securities 470,697 468,781 544,951 544,227
Loans and loans held forsale 2,107479 2,099,335 1,902,519 1,895,139
$ 2700387 $§ 2,690,327 § 2577050 § 2,568,946
Financial liabilitics
Deposits $ 2,246,551 § 2.236,357 $§ 2,140,418 § 2,143,750
Short-term borrowings 146,641 146,308 92.644 92.369
Advances from Federal Home Loan Bank 122,835 117,260 162,391 156,364
Long-term debt 59,500 61412 59,500 66,390

$ 2,575,527 § 2,561,337 § 2454953 § 2,458,873

17. Oft-Balance Sheet Transactions and Guarantees

The Bank is a party to transactions with off-balance sheet risk in the normal course of business to
meet the financing needs of its customers. These financial instruments include standby letters of credit
and commitments to extend credit in the form of unused lines of credit. The Bank uses the same credit
policies in making commitments and conditional obligations as it does for on-balance sheet instruments.

At December 31, the Bank had the following off-balance sheet {inancial instruments, whose
approximate contract amounts represent additional credit risk to the Corporation:

(in thousands) o 2005 2004
Standby letters of credit $ 54,948 % 39,313
Commitments to extend credit 380,904 326,784

Standby letters of credit represent conditional commitments to guarantee the performance of a
third party. The credit risk involved is essentially the same as the risk involved in making loans. At
December 31, 2005, the Corporation maintained a credit loss reserve of approximatcly $20 thousand
relating to these financial standby letters of credit. The reserve coverage calculation was determined
using essentially the same methodology uscd for the allowance for loan losses. Approximatcly 93% of
the total standby letters of eredil are secured, with $36.4 million of the total $54.9 million secured by
cash. Collateral for the remaining secured standby letters of credit varies but is comprised primarily of
accounts receivable, inventory, property, equipment, and income-producing properties.
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Commitments to extend credit arc agrcements to lend to a customer as long as there is no
violation of the contract. Commitments generally have fixed expiration dates or other termination clauses
and may requirc payment of a fee. The Bank cvaluates cach customer’s credit-worthiness on a casc-by-
casc basis. Since many of the commitments are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent futurc cash requirements. A portion of the
commitments is to extend credit at fixed ratcs. Fixed rate loan commitments at Dccember 31, 2005 of
$20.9 million had interest rates and terms ranging predominantly from 5.00% to 6.99% and 6 months to 1
year, respectively. These credit commitments were based on prevailing rates, terms, and conditions
applicable to other loans being made at December 31, 2005,

18. Concentrations of Credit Risk

The Corporation’s banking subsidiary grants commercial, residential, and consumer loans to
customers primarily located in eastern, northeast, central, and south central Kentucky and southern West
Virginia. The Bank 1s contimiing to manage all components of its portfolio mix in a manner to reducc
risk from changes in economic condittons. Concentrations of credit, as defined for regulatory purposes,
are reviewed quartcrly by management to ensurc that internally established limits based on Tier 1 Capital
plus the allowance for loan losses arc not exceeded. At December 31, 2005 and 2004, the Corporation’s
concentration of hotel/motel industry credits were 44% and 41% of Ticr 1 Capital plus the allowance for
loan losses, respectively. Coal mining and related support industrics credits at December 31, 2005 and
2004 based on established limits were 39% and 37% of Tier | Capital plus the allowance for loan losses,
respectively. Lessors of residential buildings and dwellings credits at December 31, 2005 and 2004 werc
31% and 26% of Tier 1 Capital plus the allowance for loan losses, respectively. Single family
construction credits at December 31, 2005 and 2004 were 30% and 22% of Tier 1 Capital plus the
allowance for loan losses, respectively. These percentages are within the Corporation’s internally
established limits regarding concentrations of credit.

19. Commitments and Contingencies

The Corporation and its subsidiaries, and from time (o time, its officers arc named defendants in
legal actions arising from ordinary business activities. Management, after consultation with legal counsel,
belicves these actions are without merit or that the ultimate liability, if any, will not materially affect the
Corporation’s consolidated financial position or results of operations.

20. Regulatory Matters

The Corporation’s principal source of funds is dividends received from the subsidiary bank.
Regulations limit the amount of dividends that may be paid by the Corporation’s banking subsidiary
without prior approval. During 2006, approximately $37.4 million plus any 2006 net profits can be paid
by the Corporation’s banking subsidiary without prior regulatory approval.

The Federal Rescrve Bank adopted quantitative measures which assign risk weightings to assets
and off-balance sheet items and also define and set minimum regulatory capital requircments (risk-based
capital ratios). All banks are required to have a minimum Tier 1 (core capital) leverage ratio of 4% of
adjusted quarterly average assets, Ticr | capital of at least 4% of risk-weighted asscts, and total capital of
at least 8% of risk-weighted asscts. Tier 1 capital consists principally of shareholders’ equity including
capital-qualifying subordinated debt but cxcluding unrealized gains and losses on securitics available-for-
sale, less goodwill and certain other intangibles. Total capital consists of Ticr 1 capital plus certain debt
instruments and the rescrve for credit losses, subject to limitation. Failure to meet certain capital
rcquirements can initiatc certain actions by regulators that, if undertaken, could have a direct material
effect on the consolidated financial statements of the Corporation. The regulations also dcfine well-
capitalized levels of Ticr 1 leverage, Tier 1, and total capital as 5%, 6%, and 10%, rcspectively. The
Corporation had Tier 1 leverage, Tier |, and total capital ratios above the well-capitalized levels at
December 31, 2005 and 2004, Management believes, as of December 31, 2005, the Corporation meets all
capital adequacy requirements for which it is subject to be defincd as well-capitalized under the
regulatory framework for prompt corrective action.
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Under the current Federal Reserve Board’s regulatory framework, certain capital sccuritics
offered by wholly owned unconsolidated trust preferred entities of the Corporation arc included as Tier 1
regulatory capital. On March 1, 2005, the Federal Reserve Board adopted a final rule that allows the
continued limited inclusion of trust preferred sccuritics in the Tier | capital of bank holding companies
("BHCs"). Under the final rule, trust preferred securities and other restricted core capital elements are
subject to stricter quantitative limits. The Board's final rule limits restricted core capital clements to 25
percent of all core capital clements, nct of goodwill less any associated deferred tax liability.
Internationally active BHCs, defined as those with consolidated assets greater than $250 billion or on-
balance sheet forcign exposurc greater than $10 billion, arc subject to a 15 percent limit, but they may
include qualitying mandatory convertible preferred securities up to the generally applicable 25 percent
limit. Amounts of restricted core capital elements in excess of these limits gencrally may be included in
Tier 2 capital. The final rule provides a five-year transition period, ending March 31, 2009, for
application of the quantitative limits. The requirement [or trust preferred securities to include a call
option has been eliminated, and standards for the junior subordinated debt underlying trust preferred
securitics cligible for Tier 1 capital treatment have been clarified. The final rule addresses supervisory
concerns, competitive equity considerations, and the accounting for trust preferred securities. The final
rule also strengthens the definition of regulatory capital by incorporating longstanding Board policies
regarding the acceptable terms of capital instruments included in banking organizations' Tier 1 or Tier 2
capilal. The final rule did not have a material impact on the Corporation's regulatory ratios.

Consolidated Capital Ratios

To Be Well-Capitalized
Under Prompt
For Capital Adequacy Corrective Action
Actual Purposes Provision

(in thousands) Amount Ratio Amount Ratio Amount Ratio

As of December 31, 2005:
Ticr 1 capital

(to average assets) $250,375 8.94% $112,025 4.00% $140,031 5.00%
Tier | capital

(to risk weighted asscts) 250,375 11.52% 86,936 4.00% 130,404 6.00%
Total capital

(to risk weighted assets) 277,520 12.76% 173,994 8.00% 217,492 10.00%

As of December 31, 2004:
Tier 1 capital

(to average assels) $230,784 8.78% $105,141 4.00% $131,426
Tier 1 capital

(to risk weighted assets) 230,784 11.82% 78,099 4.00% 117,149
Total capital

(to risk weighted assets) 255,172 13.07% 156,188 8.00% 195,235




21. Parent Company Financial Statements

Condensed Balance Sheets

(in thousands)

December 31 2005 2004

Assets:

Cash on deposit $ 4,876 4,885

Investment in and advances to subsidiarics 303,173 287,281

Excess of cost aver net assets acquired (net of accumulated amortization) 4973 4973

Other asscts 6,213 4462
Total asscts $ 319,235 301,601

Liabilities and shareholders’ cquity:

Subordinated debt $ 61,341 61,341

Other liabilities 3,949 4,091
Total liabilities 65,290 65,432

_Shareholders’ equity 253,945 236,169

Total labilities and shareholders’ cquity 5 319,235 301,601

Condensed Statements of Income

(in thousands)

Year Ended December 31 2005 2004 2003

Income:

Dividends from subsidiary banks 17,160 % 17,810 18,660

Securities gains/losses 0 51 0

Other income 232 237 79
Total income 17,392 18,098 18,739

Expensces:

Interest cxpense 5,414 5,414 5415

Other cxpenses 1,006 1,096 1,018
Total expenses 6,420 6,510 6,433

Income belore mcome taxes and equity in undistributed

income of subsidiaries 10,972 11,588 12,306

Applicable income taxes (2,167) (2,609) (2,715)

Income belore cquity in undistributed income of

subsidiaries 13,139 14,197 15,021

Equity in undistributed income of subsidiaries 21,273 16,753 13,870

Net income 34412 % 30,950 28.891




Condensed Statements of Cash Flows

(in thousands)

Year Ended December 31 2005 2004 2003
Cash flows from operating activities:
Net income $ 34412 % 30,950 % 28,891

Adjustments to reconcile net income to net cash provided
by operating activities:

(Gains on sales of assets 0 (51) 0

Equity in undistributed earnings of subsidiaries (21,273) (16,753) (13,870)

Change in other asscts and liabilities, net (1,893) (841) 2,833
Net cash provided by operating activitics 11,246 13,305 17,854
Cash flows from investing activitics:

Proceeds from sale of investment securitics 0 250 0

Other 0 0 (2,066)
Net cash provided by (used in) investing activities 0 250 (2,066)
Cash flows from financing activities:

Dividends paid (14,619) (12,854) (11,055)

Issuance of common stock 3,364 1,831 1,820

Purchase of common stock 0 (1,400) (5,110)

Other 0 46 0
Net cash used in financing activities (11,255) (12,377) (14,345)
Net increase {decrease) in cash and cash equivalents (9 1,178 1,443
Cash and cash cquivalents at beginning of year 4,885 3,707 2,264
Cash and cash equivalents at end of year $ 4876 $ 4,885 $ 3,707

22. Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per share:

Year Ended December 31 2005 2004 2003
Numerator:
Net income (in thousands) $ 34412 % 30,950 % 28,891
Denominator:
Basic earnings per share:
Weighted average shares 14,907,706 14,811,493 14,820,915
Diluted earnings per share:
Effect of dilutive securities - stock options 231,710 270,985 223,982
Adjusted weighted average shares 15,139,416 15,082,478 15,044,897
Earnings per share:
Basic carnings per share $ 231 § 209 § 1.95
Diluted earnings per share 227 2.05 1.93

At December 31, 2005, all outstanding stock options were used in the computation of diluted
earnings per share. At December 31, 2004, 33,000 stock options at a price of $28.64 were outstanding
and were not used in the computation of diluted earnings per share because their exercise price was
greater than the average market value of the common stock. At December 31, 2003, all outstanding stock
options were used in the computation of diluted earnings per share.
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23. Accumulated Other Comprehensive Income

The Corporation has elected to present the disclosure required by SFAS No. 130, Reporting
Comprehensive Income, in the consolidated Statements of Changes in Shareholders' Equity. The subtotal
Comprehensive income represents total comprehensive income as defined in the statement.
Reclassification adjustments, related tax effects allocated to changes in equity, and accumulated other
comprehensive income as of and for the years ended December 31 were as follows:

(in thousands) 2005 2004 2003
Reclassification adjustment, pretax:
Change in unrcalized net gains arising during year $  (8276) $ (5203 % (915)
Reclassification adjustment for net gains included in net income 3 (639) (3,042)
Change in unrealized gains on securities available-for-sale (8,279) (5,842) (3,957)
Related tax effects:
Change in unrcalized net gains arising during year (2,897) (1,821) (320)
Reclassification adjustment for net gains included in net income (1) (224) (1,065)
Change in net deferred tax liability (2,398) (2,045) (1,385)
Reclassification adjustment, net of tax:
Change in unrcalized net gains arising during year (5,379) (3,382) (595)
Reclassification adjustment for net gains included in net income (2) (415) (1,977)
Change in other comprehensive income $ (538D § (3797 §  (2,572)
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Sharcholders
Community Trust Bancorp, Inc.
Pikeville, Kentucky

We have audited the accompanying consolidated statements of financial condition of Community Trust
Bancorp, Inc. and its subsidiaries (the “Corporation”) as of December 31, 2005 and 2004, and the rclated
consolidated statements of income, stockholders' equity, and cash flows for each of the three years in the
period ended December 31, 2005. Thesc consolidated financial statements are the responsibility of the
Corporation’s management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

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

In our opinion, such consolidated financial statements present fairly, in all matcrial respects, the financial
position of Community Trust Bancorp, Inc. and its subsidiaries as of December 31, 2005 and 2004, and
the results of their opcrations and their cash flows for each of the three years in the period ended
December 31, 2005, in conformity with accounting principles generally accepted in the United States of
Ampcrica.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United Statcs), the effectivencss of the Corporation’s internal control over financial reporting as of
December 31, 2005, based on the criteria established in Internal Control—Integrated Framework issued
by the Committec of Sponsoring Organizations of the Treadway Commission and our report dated March
9, 2006 expressed an unqualified opinion on management's assessment of the cffectiveness of the
Corporation's internal control over financial reporting and an unqualificd opinion on the effectiveness of
the Corporation's intcrnal control over financial reporting.

Delotle. € Trunde cop

Decloitte & Touche LLP
Louisville, Kentucky
March 9, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
Community Trust Bancorp, Inc.
Pikeville, Kentucky

We have audited management's assessment, included in the accompanying Management Report on
Internal Control, that Community Trust Bancorp, Inc. and its subsidiaries (the “Corporation’) maintained
effective internal control over financial reporting as of December 31, 2005, based on criteria established
in Internal Control—Integrated Framework issued by the Committce of Sponsoring Organizations of the
Treadway Commission. Because management's assessment and our audit were conducted to meet the
reporting requirements of Scction 112 of the Federal Deposit Insurance Corporation Improvement Act
(FDICTA), management's assessment and our audit of the Corporation’s internal control over financial
reporting included controls over the preparation of the schedules equivalent to the basic financial
statements in accordance with the instructions for the Federal Financial Institutions Examination Council
Instructions for Consolidated Reports of Condition and Income for Schedules RC, RI, and RI-A. The
Corporation’s management is responsible for maintaining effective intcrnal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express an opinion on managemecnt's assessment and an opinion on the effectiveness of
the Corporation’s internal control over financial reporting based on our audit,

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain rcasonable
assurance about whether eftective intcrnal control over financial reporting was maintained in all material
respects.  Our audit included obtaining an understanding of internal control over financial reporting,
cvaluating management's assessment, testing, and evaluating the design and operating cffectiveness of
internal control, and performing such other procedurcs as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed by, or under the supervision
of, the company's principal executive and principal financial officers, or persons performing similar
functions, and cffected by the company's board of directors, management, and other personnel to provide
reasonablc assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles. A
company's internal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of rccords that, in recasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide rcasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and cxpenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance rcgarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements duc to crror or fraud may
not be prevented or detected on a timely basis. Also, projections of any cvaluation of the effcctiveness of
the internal control over financial reporting to future periods arc subject to the risk that the controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

In our opinion, management's assessment that the Corporation maintained effective intcrnal control over
financial reporting as of December 31, 2005, is fairly stated, in all material respects, based on the criteria
established in 7Internal Control -Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Also, in our opinion, the Corporation maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2005, based on
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the criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission,

We have not examined and, accordingly, we do not express an opinion or any other form of assurance on
management's statement referring to compliance with laws and regulations.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated financial statements as of and for the year ended December 31,
2005 of the Corporation and our report dated March 9, 2006 expressed an unqualified opinion on those
consolidated financial statements.

VA%, 3 € Torucde cep
Deloitte & Touche LLP

Louisville, Kentucky
March 9, 2006
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MANAGEMENT REPORT ON INTERNAL CONTROL

We, as management of Community Trust Bancorp, Inc. and its subsidiaries (“the Corporation”), are
responsible for establishing and maintaining adequate internal control over financial reporting. Pursuant
to the rules and regulations of the Securities and Exchange Commission, internal control over financial
reporting is a process designed by, or under the supervision of, the company’s principal executive and
principal financial officers, or persons performing similar functions, and effected by the company’s board
of directors, management and other personnel, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles and includes those policies and procedures that:

e Pertain to the maintenance of records that in reasonable dctail accurately and fairly reflect the
transactions and dispositions of the assets of the company;

o Provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with gencrally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management
and directors of the company; and

¢ Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use
or disposition of the company’s assets that could have a matcrial effect on the financial statements.

All internal control systems, no matter how well designed, have inherent limitations, including the
possibility of human error and the circumvention of overriding controls. Accordingly, even cffective
internal control can provide only reasonable assurance with respect to financial statement preparation.
Further, becausc of changes in conditions, the effectivencss of internal control may vary over time.

Because of the inherent limitations, any system of internal control over financial reporting, no matter how
well designed, may not prevent or detect misstatements due to the possibility that a control can be
circumvented or overridden or that misstatements duc to error or fraud may occur that are not detected.
Also, projections of the effectiveness to future periods are subject to the risk that the internal controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies
and procedures included in such controls may deteriorate.

Management has evaluated the effectiveness of ils internal control over financial rcporting as of
Deccmber 31, 2005 based on the control criteria established in a report entitled Internal Control—
Integrated Framework, issued by the Committce of Sponsoring Organizations of the Treadway
Commission. Based on such evaluation, we have concluded that the Corporation’s internal control over
financial reporting is effective as of December 31, 2005.

The registered independent public accounting firm of Deloitte & Touche LLP, as auditors of the
Corporation’s consolidated financial statements, has issucd an attestation rcport on management’s
assessment of the Corporation’s internal control over financial reporting.

s

March 9, 2006

Jean R. Hale
Chairman, President and
Chief Executive Officer

vy

Kevin J. Stumbo
Executive Vice President and Treasurer
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Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

Community Trust Bancorp, Inc. reported record carnings of $34.4 million for 2005 compared to
$31.0 million for 2004 and $28.9 million for 2003. Basic earnings per share for 2005 were $2.31
compared to $2.09 per share for 2004 and $1.95 per share for 2003. Basic earnings per share for the year
2005 reflects the Corporation’s seventh consecutive year of increased earnings per share.

Return on average asscts for 2005 was 1.22% compared to 1.22% and 1.16% in 2004 and 2003,
respectively. Return on average equity for 2005 was 13.98% compared to 13.48% and 13.43% in 2004
and 2003, respectively.

The Corporation's assets grew 5.2%, or $140.1 million, during the year 2005. Asset growth
obtained through the Danville acquisition which occurred in June 2005 totaled $88.9 million. The loan
portfolio grew $204.8 million during the year with growth occurring in all three major loan categories—
commercial, residential real estatc, and consumer loans. Loans obtained in the Danville acquisition
totaled §73.7 million. The investment portfolio decrcased $74.3 million during the year as maturing
investments were used to partially [und the increased loan portfolio. Total deposits and repurchase
agreements of $2.4 billion at December 31, 2005 reflected growth of 6.6%, or $146.9 million, over prior
year-end. Deposits obtained in the Danville acquisition totaled $69.8 million.

Acquisitions

On Junc 10, 2005, Community Trust Bank, Inc., the bank subsidiary of Community Trust
Bancorp, Inc., completed the acquisition of llcritage Community Bank of Danville, Kentucky. All former
Heritage Community Bank offices now operate as branch offices of Community Trust Bank, Inc. The
Corporation obtained loans totaling approximately $73.7 million, cash and cash equivalents of
approximately $8.1 million, and deposits totaling approximately $69.8 million from this acquisition. The
total cost of the acquisition, including direct acquisition costs, was $12.4 million. Goodwill and core
deposit intangible of approximately $3.9 million was recorded.

Critical Accounting Policies and Estimates

The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires the appropriate application of certain
accounting policies, many of which require us to make estimates and assumptions about future events and
their impact on amounts reported in our consolidated financial statcments and related notes. Since future
events and their impact cannot be determined with certainty, the actual results will inevitably differ from
our estimates. Such differences could be material to the consolidated financial statcments.

We believe the application of accounting policics and the estimates required therein are
reasonable. These accounting policies and estimates are constantly reevaluated, and adjustments are
made when facts and circumstances dictate a change. Historically, we have found our application of
accounting policies to be appropriate, and actual results have not differed materially from those
determincd using necessary estimates.

Our accounting policies are morc fully described in note 1 to the consolidated financial
statements, We have identified the following critical accounting policies:

Loans - Loans arc reported at the carrying valuc of unpaid principal reduced by unearncd interest
and an allowance for loan losses. TIncome is recorded on the level yield basis. Intercst accrual is
discontinucd when management belicves, after considering economic and business conditions, collateral
value, and collection efforts, that the borrower’s financial condition is such that collection of intcrest is
doubtful. Any loan greater than 90 days past duc must be well secured and in the process of collection to
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continuc accruing interest. Cash payments received on nonaccrual loans generally are applied against
principal, and interest income is only recorded once principal recovery is reasonably assured. Loans are
not reclassified as accruing until principal and interest payments are brought current and future payments
appear rcasonably certain.

Allowance for Loan Losses - The adcquacy of the allowance is reviewed quarterly by
management using a methodology that includes several key factors. The Corporation utilizes an internal
risk grading system for commercial credits, and thosc larger commercial credits identified through this
grading system as having weaknesses arc individually revicwed for the customer's ability and potential to
repay their loans. The customer’s cash [low, adequacy of collateral held for the loan, and other options
available to the Corporation including legal avenues are all evaluated. Based upon this individual credit
evaluation, a specific allocation to the allowance may be made for the loan.

For other commercial loans that are not individually evaluated, an allowance allocation is
determined by applying an eight-quarter moving average historical loss rate for this group of loans.
Consumer installment and residential mortgage loans are not individually risk graded. Allowance
allocations arc provided for these pools of loans based upon an eight-quarter moving average historical
loss rate for each of these categories of loans.

An unallocated portion of the allowance is also determined in recognition of the inherent inability
to precisely determine the loss potential in any particular loan or pool of loans. The factors considered by
management in determining this amount of inherent risk include delinquency trends, current economic
conditions and trends, strength of the supervision and administration of the loan portfolio, level of
nonperforming loans, trend in loan losses, recovery rates associated with previously charged-off loans,
concentrations within commercial credits, problem loan identification strengths and weaknesscs,
collateral evaluation strengths and weaknesses, and the level of financial statement exceptions. These
factors are reviewed quarterly and weighted as deemed appropriate by management. The total of thesc
weighted factors is then applied against the total loan portfolio and the allowance is adjusted accordingly.

Investments - Management determincs the classification of securitics at purchase. In accordance
with Statement of Financial Accounting Standards ("SFAS") No. 115, Accounting for Certain Investments
in Debt and Equity Securities, the Corporation classifies sccurities into held-to-maturity or available-tor-
sale categorics. Held-to-maturity securitics are those which the Corporation has the positive intent and
ability to hold to maturity and arc reported at amortized cost. Available-for-salc securities arc those the
Corporation may decide to sell if needed for liquidity, asset/liability management, or other reasons.
Available-for-sale securities are rcported at fair value, with unrealized gains and losses included as a
scparate component of shareholders’ equity, net of tax. 1f declines in fair value are not temporary, the
carrying value of the sccurities is written down to fair value as a rcalized loss.

Gains or losses on disposition of securities arc computed by specific identification for all
securities except for shares in mutual funds, which arc computed by average cost. Interest and dividend
income, adjusted by amortization of purchase premium or discount, is included in earnings.

Loans Held for Sale - Mortgage loans originated and intended for sale in the secondary market
are carried al the lower of cost or estimated markct value in the aggregate. Net unrealized losses, if any,
are rccognized in a valuation allowance by charges to income.

Goodwill - The Corporation evaluates total goodwill for impairment, based upon SFAS No. 142,
Goodwill and Other Intangible Assets and SFAS No. 147, Acquisitions of Certain Financial Institutions,
using fair value techniques including multiples of price/cquity. Goodwill is evaluated for impairment on
an annual basis.

Segments - Managemenl analyzes the operation of the Corporation assuming one opcrating
segment, communily banking services. The Corporation, through its operating subsidiaries, offers a wide
range of consumer and commercial community banking services. These scrvices include: (i) residential
and commercial rcal estate loans; (i1) checking accounts; (iii) regular and term savings accounts and
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savings certificates; (iv) full service securities brokerage services; (v) consumer loans; (vi) debit cards;
(vii) annuity and life insurance products; (viii) Individual Retirement Accounts and Keogh plans; (ix)
commercial loans; (x) trust services; and (xi) commercial demand deposit accounts.

New Accounting Standards

> Accounting for Certain Loans and Debt Securities Acquired in a Transfer - In
December 2003, the Accounting Standards Exccutive Committee of the American Institute of Certified
Public Accountants issued Statcment of Position ("SOP") 03-3, Accounting for Certuin Loans and Debt
Securities Acquired in a Transfer. SOP 03-3 addresses the accounting for certain acquired loans that show
evidence of credit deterioration since their origination (i.c. impaired loans) and for which a loss is deemed
probable of occurring. SOP 03-3 prohibits the carryover of an allowance for loan loss on certain acquired
loans within its scope. SOP 03-3 is effective for loans that are acquired in fiscal years beginning after
December 15, 2004, The adoption of this Statement had no material effect on the Corporation’s
consolidated financial statements.

¥ Stock-Based Employee Compensation - The Corporation currently maintains (wo
incentive stock option plans covering key employees; howcever, only one plan is active. The 1998 Stock
Option Plan ("1998 Plan") was approved by the Board of Directors and the Shareholders in 1998. The
1998 Plan had 1,046,831 sharcs authorized, 252,981 of which were available at December 31, 2005 for
future grants. All options granted have a maximum term of ten years. Options granted as management
retention options vest after tive years; all other options vest ratably over four years.

Ilad compensation cost for the Corporation’s stock options granted in 2005, 2004, and 2003 been
determined under the fair value approach described in SFAS No. 123, Accounting for Stock-Based
Compensation, the Corporation’s net income and earnings per share would have been reduced to the pro
forma amounts indicated below:

(in thousands, except per share amounts)

Years ended December 31 ] 2005 2004 2003
Net income as reported $ 34412 8 30,950 § 28,891
Stock-bascd compensation expensc {994) (558) (614)
Tax effect 141 142 110
Net income pro forma $ 33,559 % 30,534 % 28,387
Basic net income per share As reported $ 231 % 209 % 1.95
Pro forma 2.25 2.06 1.92
Diluted net income per share As reported $ 227§ 205§ 1.93
Pro forma 222 2.02 1.89

The fair value of the options presented above was estimated at the date of the grant using a Black-
Scholes option pricing model with the following weighted average assumptions for 2005, 2004, and 2003,
respectively: risk-free interest rates of 3.92%, 3.70%, and 2.69%, dividend yiclds of 3.11%, 3.02%, and
3.29%, volatility factors of the expected market price of the Corporation’s common stock of 0.960, 0.756,
and 0.593, and a weighted average expected option life of 6.5, 6.8, and 4.0 years.

In December 2004, SFAS No. 123R, Share-Based Payment, was issued. SFAS No. 123R i3 a
revision of SFAS No. 123, Accounting for Stock-Based Compensation, and supersedes APB Opinion No.
25. Among other items, SFAS No. 123R eliminatcs the use of APB Opinion No. 25 and the intrinsic value
method of accounting and requires companies to recognize the cost of employee services received in
exchange for awards of equity instruments, based on the grant date fair value of those awards, in the
financial statements. The effective date of SFAS No. 123R for the Corporation is January 1, 2006.

SFAS No. 123R permits companies to adopt its requirements using either a "modified prospective”
method, or a "modified retrospective" method. Under the "modified prospective” method, the compensation
cost is recognized in the financial statements beginning with the effective date, based on the requirements of
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SFAS No. 123R for all share-based payments granted after that date, and based on the requircments of
SFAS No. 123 for all unvested awards granted prior to the cffective date of SFAS No. 123R. Under the
"modified retrospective" mcthod, the requirements are the same as under the "modified prospective”
method, but this method also permits entitics to restate financial statements of previous periods based on pro
forma disclosures made in accordance with SFAS No. 123. The Corporation currently utilizes a standard
option pricing model (i.e., Black-Scholcs) to measure the fair value of stock options granted to employees.
While SFAS No. 123R permits entities to continue to usc such a model, the standard also permits the usc of
a "lattice" model. The Corporation has not yet determined which model it will use to measure the fair value
of employee stock options upon the adoption of SFAS No. 123R. SFAS No. 123R also requires that the
benetits associated with the tax deductions in excess of recognized compensation cost be reported as a
financing cash flow, rather than as an operating cash flow as rcquired under current literature. This
requirement will reduce net operating cash (lows and increase net financing cash flows in periods after the
effective date. These future amounts cannot be estimated, because they depend on, among other things,
when employees exercise stock options. However, the amount of operating cash flows recognized in prior
periods for such excess tax deductions, as shown in the Corporation's Consolidated Statements of Cash
Flows, were $0.7 million, $0.3 million, and $0.2 million, respectively for 2005, 2004, and 2003. The
Corporation has not yet determined which of the aforcmentioned adoption methods it will use.

)3 Accounting for Conditional Asset Retirement Obligations — In March 2005, the
Financial Accounting Standards Board ("FASB") issued Interpretation No. 47, Accounting for
Conditional Asset Retirement Obligations ("FIN 47"), to clarify the term "conditional asset retirement” as
used in SFAS 143, Accounting for Asset Retirement Obligations. FIN 47 requires that a liability be
rccognized for the fair value of a conditional asset retirement obligation when incurred, if the fair value of
the liability can be reasonably estimated. Uncertainty about the timing or method of settlement of a
conditional asset retircment obligation would be factored into the measurement of the liability when
sufficient information exists. This interpretation is effective no later than the end of fiscal years ending
after December 15, 2005, Accordingly, the Corporation will adopt FIN 47 no later than the fourth fiscal
quarter in 2006. Management is currently assessing the impact FIN 47 may have on the Corporation's
consolidated balance sheet; however, the adoption of FIN 47 is not expected to have a material impact on
the Corporation's financial position, results of operations, or cash flows.

Results of Operations
2005 Compared to 2004

Net income for 2005 was $34.4 million compared to $31.0 million in 2004. The increase in net
income was primarily driven by a 10.7% increase in net interest income. See the Net Intercst Income
section below for further information. Basic earnings per share for 2005 were $2.31 compared to $2.09
per share for 2004. The average shares outstanding in 2005 and 2004 were 14.9 million and 14.8 million,
respeclively.

Net interest income for 2005 was $103.2 million compared to $93.2 million in 2004, Nonintercst
income was $33.5 million compared to $33.9 million in 2004 and noninterest expense was $78.6 million
compared to $74.6 million in 2004. Scc the Noninterest Income and Nonintercst Expense sections below
for further information.

Return on average assets was 1.22% for 2005 and 2004, and return on average cquity increased
50 basis points from 13.48% for 2004 to 13.98% for 2005.

Net Interest Income:

The Corporation’s net interest margin for the year 2005 decrcased 2 basis points from 4.05% to
4.03%. However, the net interest margin for the quarter ended December 31, 2005 of 4.12% was a 15

basis point incrcase from the quarter ended December 31, 2004 and an incrcase of 4 basis points from

prior quarter. The increasc in the net intcrest margin for the quarler was primarily the result of the

increased yield on average ecarning asscts attributable to the reallocation of caming assets from the
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investment portfolio to the higher yielding loan portfolio. The yield on average earning assets for the
fourth quarter 2005 incrcased 87 basis points from the fourth quarter 2004 and 30 basis points from the
third quarter 2005. For further information, scc the table titled "Consolidated Average Balance Sheets
and Taxable Equivalent Income/Expense and Yields/Rates" in the Selected Statistical Information.

Average carning assets were $2.6 billion for the year 2005 compared to $2.3 billion for 2004.
Average interest bearing liabilities were $2.1 billion for the year 2005 compared to $1.9 billion for 2004.
Avcrage interest bearing liabilities as a percentage of average carning assets were 81.8% for the year
ended December 31, 2005 compared to 82.0% for the year ended December 31, 2004,

The taxable equivalent yicld on average earning assets was 6.22% for 2005 compared to 5.65% in
2004. The cost of average interest bearing liabilitics was 2.68% for 2005 compared to 1.94% for 2004,
Although the incrcasc in cost of average interest bearing liabilities surpassed the incrcasc in yield on
avcrage carning assets by 17 basis points, the net interest margin only decreased 2 basis points because
average interest bearing deposits including repurchase agrecments incrcased 7.0% during 2005 while
average noninterest bearing deposits increased 11.5%. The yield on interest bearing assets has been
impacted by the change in the earning asset mix between the loan portfolio and the investment portfolio
as well as by the change in market rates. Average loans accounted for 77.9% of average carning assets in
2005 and 77.7% of average earning assets in 2004. Avcrage loans accounted for 71.9% of total average
assets for the year ended December 31, 2005 compared to 71.4% for the year ended December 31, 2004.
Total loans as a percentage of total assets as of December 31, 2005 and 2004 were 74.0% and 70.2%,
respectively.

Provision for Loan Losscs and Allowance for Loan Losses:

The provision for loan losses that was added to the allowance was $8.3 million for the year ended
December 31, 2005 compared to $8.6 million for 2004. This provision represents a charge against currcnt
earnings in order to maintain the allowance at an appropriatc Ievel determined using the accounting
estimates described in the Critical Accounting Policies and Estimates section, Loan losses, nct of
recoveries, as a percentage of average loans outstanding were 0.37% in 2005 compared to 0.35% in 2004
as nct loan losses were $7.6 million for 2005 comparcd to $6.3 million for 2004.

Our reserve for losses on loans as a percentage of total loans outstanding decreased from 1.42%
as of Dccember 31, 2004 to 1,40% as of December 31, 2005.

Nonperforming loans at December 31, 2005 were $21.4 million, or 1.0% of total loans, compared
to $20.1 million, or 1.1% of total loans at December 31, 2004. Foreclosed properties at December 31,
2005 were $5.4 million compared to $4.8 million on December 31, 2004,

Noninterest Income:

Noninterest income for the year ended December 31, 2005 decreased 1.3% from prior year. The
following table displays the annual activity in the various significant noninterest income accounts,

Noninterest Income Summary
Year Ended Year Ended

(in thousands) 2005 2004
Deposit related fees $ 18,050 § 17,658
Loan rclated fees 5,331 5,203
Mortgagc scrvicing rights 307 46
Trust revenue 3,067 2,456
Gains on sales of loans 1,481 1,619
Securities gains 3 639
Other revenuc 5,228 6,296
Total noninterest income $ 33,467 $ 33,917




The increase in recutring revenue sources from the year ended 2004 to the ycar ended 2005
including dcposit related fees, loan related fees, and trust rcvenue was offset by the decline in
nonrceurring other revenue itcms and a decline in gains on sales of loans due to the rising interest rate
environment,

Noninterest Expensc:

Noninterest expense for the year ended December 31, 2005 increased 5.3% to $78.6 million from
the $74.6 million for the ycar ended December 31, 2004. The increase in nonintercst expense from prior
year was primarily attributable to an increase of $3.0 million in personnel expense due to normal salary
increases, the filling of budgeted key positions, the Danville bank acquisition, and new branch openings.
Occupancy and equipment expensc increased $1.3 million from 2004 to 2005 also as a result of the
Danville bank acquisition and new branch openings during the ycar.

The efficicncy ratio for the year ended December 31, 2005 improved to 56.83% from the 58.25%
for the year ended December 31, 2004. The deposit (including repurchase agreements) to FTE (full-time
equivalent) ratio increased to $2.4 million at December 31, 2005 from $2.3 million at December 31, 2004,

2004 Compared to 2003

Net income for 2004 was $31.0 million compared to $28.9 million for 2003, The incrcase in net
incomc was primarily driven by a 10.2% increasc in net interest income, as interest income increascd
1.5% and intercst expense decreased 15.3%. See the Net Interest Income section below for further
information. Basic earnings per share for 2004 were $2.09 compared to $1.95 per share for 2003. The
average shares outstanding in 2004 and 2003 were 14.8 million.

Net interest income for 2004 was $93.2 million compared to $84.6 million in 2003. Nonintercst
income was $33.9 million compared to $36.4 million in 2003 and noninterest expense was $74.6 million
compared to $70.7 million in 2003. See the Noninterest Income and Nonintercst Expense sections below
for further information,

Return on average assets was 1.22% for 2004 compared to 1.16% in 2003, and return on avcrage
cquity for 2004 was 13.48% compared to 13.43% in 2003,

Net Interest Income:

The Corporation's net interest margin of 4.05% was a 29 basis point increase from the 3.76% for
the year ended December 31, 2003. For further information, sec the table titled "Consolidated Average
Balance Sheets and Taxable Equivalent Income/Expensc and Yields/Rates" in the Selected Statistical
Information.

Average ecarning assets were $2.3 billion at December 31, 2004 and at December 31, 2003.
Average interest bearing liabilities were $1.9 billion at December 31, 2004 and at December 31, 2003.
Average interest bearing liabilities as a percentage of average carning assets were 82.0% at December 31,
2004 compared to 83.7% in 2003.

The taxable equivalent yield on average earning assets was 5.65% for 2004 compared to 5.68% in
2003. The cost of average interest bearing liabilities was 1.94% for 2004 compared to 2.29% for 2003,
The yicld on interest bearing assets was impacted by the change in the earning asset mix between the loan
portfolio and the investment portfolio as well as by the change in market ratcs. Average loans accounted
for 72.3% of average earning assets in 2003 while average loans accounted for 77.7% of average earning
asscts in 2004. Average loans accounted for 66.5% of total average assets for the year ended December
31, 2003 compared to 71.4% for the year ended December 31, 2004. Total loans as a percentage of total
assets as of Deccmber 31, 2004 and 2003 were 70.2%.
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Provision for Loan Losses and Allowance for Loan Losses:

The provision for loan losses that was added to the allowance was $8.6 million for the year ended
December 31, 2004 compared to $9.3 million for 2003. This provision represented a charge against
current earnings in order to maintain the allowancc at an appropriatec level determined using the
accounting cstimates described in the Critical Accounting Policies and Estimates section. Loan losses,
net of recoveries, as a pereentage of average loans outstanding were (0.35% in 2004 compared to 0.48% in
2003 as net loan losses were $6.3 million for 2004 compared to $8.0 million for 2003.

Our reserve for losses on loans as a percentage of total loans outstanding remained flat at 1.42%
as of December 31, 2004 and December 31, 2003.

Nonperforming loans at December 31, 2004 of $20.1 million, or 1.1% of total loans, increased
from the $16.9 million, or 1.0% of total loans, at December 31, 2003. The Corporation's continued focus
on hquidation ot foreclosed properties has resulted in the decreasce of foreclosed propertics to $4.8 million
on December 31, 2004 from the $6.6 million reported at December 31, 2003. Foreclosed propertics
consist primarily of 1-4 family residential real estate. Nonperforming assets at December 31, 2004 were
$24.9 million compared to $23.5 million at December 31, 2003.

Noninterest Income:

Noninterest income for the year ended December 31, 2004 decreascd 6.7% from prior year. The
following table displays the annual activity in the various significant noninterest income accounts,

Noninterest Income Summary
Year Ended Year Ended

(in thousunds) 2004 2003
Deposit related fees $ 17,658 % 17,057
Loan related fees 5,203 4,644
Mortgage servicing rights 46 (1,269)
Trust revenue 2,456 2,457
Giains on sales of loans 1,619 5,693
Securities gains 639 3,042
Other revenue 6,296 4,748
Total noninterest income $ 33917 § 36,372

Noninterest Expense;

Noninterest expense for the year ended December 31, 2004 of $74.6 million was a 5.5% increase
from the $70.7 million for the year ended December 31, 2003. The increase in noninterest expense from
prior ycar was primarily attributable to increased personnel cxpense duc to the filling of budgeted key
positions and the accrual of a performance-based incentive in the amount of $2.3 million. No incentive
accrual was booked in 2003. The Corporation’s performance incentive plan requires a performance
incentive payment to eligible employecs if the Corporation reaches goals established by the Board of
Directors. Thesc goals were not met in 2003; however, they were met for the year 2004.

The efficiency ratio for the ycar ended December 31, 2004 improved almost 100 basis points to
58.25% from the 59.17% for the year ended December 31, 2003. The deposit to FTE (full-time
equivalent) ratio decreased to $2.2 million at December 31, 2004 from $2.3 million at December 31,
2003,
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Liquidity and Market Risk

The objective of the Corporation’s Asset/Liability management function is to maintain consistent
growth in net interest income within the Corporation’s policy limits. This objective is accomplished
through management of the Corporation’s consolidated balance sheet composition, liquidity, and interest
rate risk exposures arising from changing economic conditions, interest rates, and customer preferences.
The goal of liquidity management is to provide adequate funds to meet changes in loan and lease demand
or unexpected deposit withdrawals. This is accomplished by maintaining liquid assets in the form of cash
and cash cquivalents and investment securities, maintaining sufficient unused borrowing capacity, and
growth in core deposits. As of December 31, 2005, the Corporation had approximately $122.2 million in
cash and cash equivalents and approximately $395.6 million in securities valued at estimated fair value
designated as available-for-sale and available to meet liquidity needs on a continuing basis. Additional
asset-driven liquidity is provided by the remainder of the securitics portfolio and the repayment of loans.
In addition to core deposit funding, the Corporation also accesses a varicty of other short-term and long-
term funding sources. The Corporation also relies on Federal Home Loan Bank advances for both liquidity
and management of its asset/liability position. Federal llome Loan Bank advances were $122.8 million at
December 31, 2005 compared to $162.4 million at December 31, 2004, As of December 31, 2005, the
Corporation had a $261.0 million available borrowing position with the Federal Home Loan Bank. The
Corporation generally relics upon net inflows of cash from financing activities, supplemented by net inflows
of cash from operating activities, to provide cash for its investing activitics. As is typical of many financial
institutions, significant financing activities include deposit gathering, use of short-term borrowing facilities
such as repurchase agrecments and federal funds purchased, and 1ssuance of long-term debt. At December
31, 2005, the Corporation had a $12 million revolving line of credit, all of which is currently available to
meet any future cash needs. The Corporation’s primary investing activities include purchasecs of securities
and loan originations. Management does not rely on any one source of liquidity and manages availability
in response to changing consolidated balance sheet necds.

The Corporation’s stock repurchase program began in December 1998 with the authorization to
acquire up to 500,000 shares and was increased by an additional 1,000,000 shares in July 2000. The
Corporation issucd a press release on May 13, 2003 announcing its intention to repurchase up to 1,000,000
additional sharcs. During the year 2005, the Corporation did not acquire sharcs of the Corporation’s
stock. As of December 31, 2005, a total of 1,921,481 sharcs have been repurchased through this program.
The following table shows Board authorizations and repurchascs made through the stock repurchase
program for the years 1998 through 2005:

Board Repurchases* Shares Available
Authorizations Average Price (%) # of Shares for Repurchase
1998 500,000 - 0
1999 0 15.89 131,517
2000 1,000,000 11.27 694,064
2001 0 14.69 444,945
2002 0 19.48 360,287
2003 1,000,000 21.58 235,668
2004 0 25.45 55,000
2005 0 - 0
Total 2,500,000 15.59 1,921,481 578,519

*Repurchased shares and average prices have been restated to reflect stock dividends that have occurred;
however, board authorized shares have not been adjusted.

Management considers intercst rate risk onc of the Corporation’s most significant market risks.
Interest rate risk is the exposure to adverse changes in net interest income due to changes in interest rates.
Consistency of the Corporation’s net interest revenue is largely dependent upon the cffective management
of interest rate risk. The Corporation employs a variety of measurement techniques to identity and
manage its interest rate risk including the use of an earnings simulation model to analyze nct interest
income sensitivity to changing interest rates. The model is based on actual cash flows and repricing
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characteristics for on and off-balance sheet instruments and incorporates market-based assumptions
rcgarding the cffect of changing interest rates on the prepayment rates of certain asscts and liabilities.
Assumptions based on the historical behavior of deposit rates and balances in relation to changes in
interest rates are also incorporated into the model. These assumptions are inherently uncertain, and as a
result, the model cannot precisely measure net interest income or precisely predict the impact of
fluctuations in interest rates on net interest income. Actual results will differ from simulated results duc
to timing, magnitude, and frequency of interest rate changes as well as changes in market conditions and
management strategies.

The Corporation’s Assct/l.iability Management Committee (ALCO), which includes executive
and senior management representatives and reports to the Board of Directors, monitors and manages
interest rate risk within Board-approved policy limits. The Corporation’s current cxposure to interest rate
risks is determined by mcasuring the anticipated change in net interest income over a twelve-month
period assuming a 200 basis point increase or decrease in rates, spread evenly over the twelve-month
period.  The following table shows the Corporation’s estimated earnings sensitivity profile as of
December 31, 2005:

Change in Interest Rates Percentage Change in Net Interest Income
(basis points) (12 Months)

+200 5.11%
-200 (5.32)%

The following table shows the Corporation’s cstimated carnings sensitivity profile as of
December 31, 2004:

Change in Interest Rates Percentage Change in Net Interest Income
(basis points) (12 Months)

+200 5.26%
-200 (5.42)%

The simulation model used a 200 basis point increase in the yield curve sprcad cvenly over a
twelve-month period. The measurement at December 31, 2005 estimates that net interest income for the
Corporation would increasc by 5.11% over onc year. A 200 basis point immediate and sustained decrease
in interest rates would decrease net interest income by 5.32% over one year. In order to reduce the
cxposurc to intercst ratc fluctuations and to manage liquidity, the Corporation has developed sale
procedures for several types of interest-sensitive assets. Virtually all long-term, fixed rate single family
residential morigage loans underwritten according to Federal lome Loan Mortgage Corporation
guidelines are sold for cash upon origination. Periodically, additional assets such as commercial loans are
also sold. In 2005 and 2004, $66.9 million and $68.6 million, respectively, was realized on the sale of
fixed rate residential mortgages. Management focuses its efforts on consistent net interest revenue and
net interest margin growth through each of the retail and wholesale business lines. The Corporation does
not currently engage in trading activities.

Capital Resources

The Corporation continues to grow its sharcholders’ cquity while also providing an average
annual dividend yield during 2005 of 3.19% to shareholders. Shareholders’ equity of $253.9 million on
Dccember 31, 2005 was a 7.5% increase from the $236.2 million on December 31, 2004, The primary
source of capital growth for the Corporation is retained earnings. Cash dividends were $0.98 per share
for 2005 and $0.87 per share for 2004. The Corporation retained 57.6% of its earnings in 2005 compared
to 58.4% in 2004.

Regulatory guidelines require bank holding companies, commercial banks, and savings banks to
maintain certain minimum capital ratios and define companies as "well-capitalized" that sufficiently
exceed the minimum ratios. The banking regulators may alter minimum capital requirements as a result
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of revising their internal policies and their ratings of individual institutions. To be "well-capitalized”
banks and bank holding companics must maintain a Ticr 1 leverage ratio of no less than 5.0%, a Ticr 1
risk based ratio of no less than 6.0%, and a total risk bascd ratio of no less than 10.0%. The Corporation’s
ratios as of December 31, 2005 were 8.94%, 11.52%, and 12.76%, respectively. Community Trust
Bancorp, Tne, and it subsidiaries met the criteria for "well-capitalized" at December 31, 2005. See note
20 to the consolidated financial statements for further information.

Upon the carly adoption of FIN 46 effective July 1, 2003, the Corporation deconsolidated CTBI
Preferred Capital Trust and CTBI Preferred Capital Trust II, resulting in a recharacterization of the
underlying consolidated debt obligations from the previous trust preferred securities obligations to junior
subordinated debenture obligations. Under the current Federal Reserve Board’s regulatory framework,
the junior subordinated dcbenture obligations both qualify as total capital for regulatory capital purposcs.
The Federal Reserve Board is currently evaluating whether these capital securities should continue to
qualify as Tier 1 capital as a result of deconsolidating the related trust preferred sccurities in accordance
with generally accepted accounting principals. If the Federal Rescrve Board disallows the capital
sceurities as Tier 1 regulatory capital, the effect of such a change could have a material impact on the
Corporation’s regulatory ratios.

As of Dcecember 31, 2005, management is not aware of any current recommendations by banking
regulatory authorities which, if they were to be implemented, would have, or arc rcasonably likely to
have, a material adverse impact on the Corporation’s liquidity, capital resources, or operations.

Impact of Inflation, Changing Prices, and Local Economie Conditions

The majority of the Corporation’s assets and liabilities arc monetary in nature. Therefore, the
Corporation differs greatly from most commercial and industrial companies that have significant
investments in non-monetary asscts, such as fixed assets and inventories. However, inflation does have
an important impact on the growth of assets in the banking industry and on the resulting need to increase
equity capital at higher than normal rales in order to maintain an appropriate equity to assets ratio.
Inflation also affects other expenses, which tend to rise during periods of general inflation.

Management believes thc most significant impact on financial and opcrating results is the
Corporation’s ability to rcact to changes in interest ratcs. Management seeks to maintain an essentially
balanced position between interest sensitive assets and liabilities in order to protect against the effects of
wide interest rate fluctuations.

Our success is dependent on the general economic conditions of the communitics we serve.
Unlike larger banks that are morc geographically diversified, we provide financial and banking scrvices
primarily to eastern, northeast, central, and south central Kentucky and southern West Virginia. The
cconomic conditions in these arcas have a significant impact on loan demand, the ability of borrowers to
repay loans, and the value of the collateral securing loans. A significant decline in general economic
conditions will affect these local economic conditions and will negatively affect the financial results of
our banking operations.  Factors influencing gencral conditions include inflation, recession,
unemployment, and other factors beyond our control.




Contractual Obligations and Commitments

As disclosed in the notes to the consolidated financial statements, the Corporation has certain
obligations and commitments to make future payments under contracts. At December 31, 20035, the
aggregate contractual obligations and commitments arc:

Contractual Obligations: Payments Due by Period

(in thousands) Total 1 Year 2-5 Years After 5 Years
Deposits without stated maturity $ 1,063,751 § 1,063,751 § 0 $ 0
Certificates of deposit 1,182,800 1,044,048 137,840 912
Repurchasce agreements and other short-term

borrowings 146,641 128,756 17,885 0
Advances from Federal Home Loan Bank 122,835 40,590 81,190 1,055
Interest on advances from Federal Home

Loan Bank* 7,585 4,020 3,517 48
Long-term debt 59,500 0 0 59,500
Interest on long-term debt* 123,839 5,327 21,310 97,202
Annual rental commitments under leases 11,975 1,335 2,990 7,650
Total $ 2718926 % 2287827 § 264,732 § 166,367

*The amounts provided as interest on advances from Federal Home Loan Bank and interest on long-term debt
assume the liabilities will not be prepaid and interest is calculated to their individual maturities,

Other Commitments: Amount of Commitment - Expiration by Period

(in thousands) Total 1 Year 2-5 Years After 5 Years
Standby letters of credit $ 54,948 % 49237 § 5711 % 0
Commitments to exlend credit 380,904 267,836 103,835 9233
Total $ 435,852 % 317.073 § 109,546 § 9,233

Commitments to extend credit and standby letters of credit do not necessarily represcnt futurc
cash requirements in that these commitments often expire without being drawn upen.

Quantitative and Qualitative Disclosures about Market Risk

The Corporation currently does not engage in any hedging activity. The only derivative activity
in which the Corporation engages is an interest-only strip in the amount of $185 thousand and loans held
for sale in the amount of $135 thousand as of December 31, 2005. Analysis of the Corporation’s interest
rate sensitivity can be found in the Liquidity and Market Risk section of Management’s Discussion and
Analysts of Financial Condition and Results of Operations.
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The following tables set forth certain statistical information relating to the Corporation and its
subsidiaries on a consolidated basis and should be read together with the consolidated financial statements

of the Corporation.

Consolidated Average Balance Sheets and Taxable Equivalent Income/Expense and Yields/Rates

2005 2004 2003
Average Average Average Average Average Average
(in thousands) Balances Interest Rate Balances Interest Rate Balances Interest Rate
Earning assets:
Loans, net of unearned income
(1)2)3) $ 2,024,756 $137.602 6.80% $ 1,816,146 $111,417  6.13% $ 1,658,289 $108,827  6.56%
Loans held for salc 1,135 131 11.54% 1,498 151 10.08% 5,456 460 8.43%
Securitics:
U).8. Treasury and agencies 391,810 15,984  4.08% 333,654 13,520 4.05% 284,980 12378  4.34%
Tax exempt statc and
political subdivisions (3) 50,995 3,237 6.35% 53,179 3,391 6.38% 50,419 3408  6.76%
Other securitics 72,433 2,909  4.02% 87,251 2,889 331% 226,505 4,289 1.89%
Federal funds sold 57,394 1,849  3.22% 44,960 596 1.33% 66,499 746 1.12%
Interest bearing deposits 993 26 2.62% 852 1L 1.29% 103 I 0.97%
Total earning assets 2,599,516 $161,738  6.22% 2,337,540 $131,975 5.65% 2,292,251 $130,109 5.68%
Allowance for loan losses (29,236) (26,380) (23,966)
2,570,280 2,311,160 2,268,285
Nonearning assets:
Cash and due from banks 78,251 74,112 69,111
Premises and equipment, net 55,480 50,941 49,956
Other asscts 111,677 107,059 104,934
Total assets $ 2,815,688 $ 2,543,272 $ 2,492,286
Interest bearing liabilities:
Decposits:
Savings and demand
deposits $ 624908 $8787 141% $ 621,543 $5360 0.86% § 631424 $6,309 1.00%
Time deposits 1,169,680 34,225 293% 1,077,795 23,100 2.14%  1,139419 30,901 2.71%
Repurchase agreements and
federal funds purchased 118,906 3,819 3.21% 93,281 1,496  1.60% 83,270 1,108 1.33%
Other short-term borrowings 0 0 0.00% 688 72 10.47% 262 24 9.16%
Advances from Federal [lome
Loan Bank 152,823 4,872 3.19% 63,546 1,907  3.00% 4,123 230 5.58%
Long-term debt 59,500 5,254  8.83% 59,500 5,254  8.83% 60,304 5,323 8.83%
Tota) intercst bearing
liabilities 2,125,817  $56,957  2.68% 1,916,353 $37,189  1.94% 1918802 $43,895 2.29%
Noninterest bearing liabilitics:
Demand deposits 423,147 379,353 338,909
Other liabilities 20,603 18,005 19,489
Total liabilities 2,569,569 2,313,711 2,277,200
Sharcholders’ equity 246,119 229,561 215,086
Total liabilitics and
shareholders’ equity $ 2,815,688 $ 2,543,272 $ 2,492 286
Net interest income $£104,781 $94,786 $ 86,214
Net interest spread 3.54% 3.71% 3.39%
Benefit of interest free funding 0.49% (.34% 0.37%
Net interest margin 4.03% 4.05% 3.76%

(1) Interest includes fees on loans of $2,841, $2,646, and $3,267 in 2005, 2004, and 2003, respectively.
(2) Loan balances include principal balances on nonacerual loans.
(3) Tax exempt income on securities and loans is reported on a fully taxable cquivalent basis using a 35% rate.




Net Interest Differential

The following table illustrates the approximate effect of volume and rate changes on net interest
differentials between 2005 and 2004 and also between 2004 and 2003.

Total Total
Change Change Due to Change Change Due to

(in thousands) 2005/2004 Volume Rate 2004/2003 Volume Rate
Interest income

Loans $ 26,185 % 13,509 § 12,676 S 2590 § 9939 §  (7.369)

Loans held for sale (20) (33) 13 (309) (282) (27

U.S. Treasury and federal

agencies 2,464 2,372 92 1,142 2,012 (870)

Tax exempt state and

political subdivisions (154) (140) (14) a7n 181 (198)

Other sccuritics 20 (444) 464 (1,400) (1,747) 347

Federal funds sold 1,253 203 1,050 (150) (214) 64

Intercst bearing deposils L5 2 13 10 10 0
Total interest income 29,763 15,469 14,294 1,866 9,919 (8,053)
Interest expense

Savings and demand

deposits 3,427 29 3,398 (949) (100) (849)

Time deposits 11,125 2,105 9,020 (7,801) (1,743) (6,058)

Repurchase agreements and

federal funds purchased 2,323 500 1,823 388 143 245

Other short-term borrowings (72) 0 (72) 48 44 4

Advances from Federal

Home Loan Bank 2,965 2,839 126 1,677 1,831 (154)

Long-term debt 0 0 0 (69) (71) 2
Total interest expense 19,768 5,473 14,295 (6,706) 104 (6,810)
Net inlerest income $ 9995 §  99% § (1 § 8572 $ 9815 § (1,243)

For purposes of the above table, changes which are due to both rate and volume are allocated
based on a percentage basis, using the absolute values of ratc and volume variance as a basis for
> g
percentages. Income is stated at a fully taxable equivalent basis, assuming a 35% tax ratc.

Investment Portfolio

The maturity distribution and weighted average interest rates of securities at December 31, 2005
are as follows:

Estimated Maturity at December 31, 2005

Amortized
Within 1 Year 1-5 Years 5-10 Years After 10 Years  Total Fair Valuce Cost

(in thousands) Amount Yield Amount Yield Amoant Yield Amount Yicld Amount Yield Amount
Available-for-salc
and other
U.S. Treasury
and government
agencies § 3,087 2.24% $247.743 4.41% § 38,317 4.76% § 1,490 5.62% $290,637 4.44% § 297,827
State and
municipal
obligations 1,564 6.94% 26,886 6.72% 18,481 6.32% 0 0.00% 46,931 6.57% 45,911
Other securities 21,012 3.64% 16,991 3.88% 0 0.00% 46,682 4.70% 84,685 4.27% 85,185
Total § 25663 3.68% $291,620 4.59% $§ 56,798 5.27% $ 48,172 4.73% $422,253 4.64% § 428923
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Estimated Maturity at December 31, 2005

Total

Within 1 Year 1-5 Years 5-10 Years After 10 Years  Amortized Cost Fair Value
(in thousands)  Amount  Yield Amount Yield Amount Yield Amount Yield Amount Yield Amount
Held-to-maturity
U.S. Treasury
and government
agencics $ 0 0.00% $ 45311 371% § 0 0.00% $ 0 0.00% § 45311 3.71% $ 43,547
State and
municipal
obligations 0 0.00% 1,390 6.65% 199  6.64% 1,544 5.96% 3,133 6.31% 2,981
Total $ 0 0.00% $ 46,701 3.80% $ 199 6.64% § 1,544 596% § 48,444 3.88% § 46,528

Total sccurities § 25,663 3.68% $338321 4.48% $ 56,997 527% $ 49,716 4.77% $470,697 4.57%

The calculations of the weighted average intcrest rates for each maturity category are based upon
yield weighted by the respective costs of the securities. The weighted average rates on state and political
subdivisions are computed on a taxable equivalent basis using a 35% tax rate. For purposes of the above
presentation, maturities of morlgage-backed pass through certificates and collateralized mortgage
obligations are based on cstimated maturities.

Excluding those holdings of the investment portfolio in U.S. Treasury securities and other
agencies of the U.S. Government, there were no securities of any one issuer that exceeded 10% of the

shareholders’ equity of the Corporation at December 31, 2005.

The book values of securitics available-for-salc and securities held-to-maturity as of December
31, 2005 and 2004 are presented in note 4 to the consolidated financial statements.

The book value of securities at December 31, 2003 is prescnted below:

Available-for- Held-to-

(in thousands) Sale and Other Maturity
U.S. Treasury and government agencies $ 34314 % 9,499
State and political subdivisions 92.072 3,726
U.S. agency and mortgage-backed pass through certificates 183,740 74,272
Collateralized mortgage obligations 4,375 0
Other debt securities 31,149 0
Total debt sccurities 345,650 87,497
Marketable equity securities 24,241 0
Federal Reserve and Federal ITome .oan Bank stock 51,964 0

Total securities $ 421,855 % 87,497




Loan Portfolio

(in thousands) 2005 2004 2003 2002 2001
Commercial:
Construction $ 115,721 % 75,078 & 67,147  $ 66,797 § 78,508
Secured by real estate 665,911 613,059 583,924 509,856 496,790
Other 301,828 276,921 256,837 280,492 293,502
Total commercial 1,083,460 965,058 907,908 857,145 868,800
Real estate construction 51,232 30,456 32,495 23,311 19,932
Real estate mortgage 542.809 499,410 413,939 377,109 423,953
Consumer 414,920 395,588 368,578 366,493 390,311
Equipment lease financing 14,923 12,007 13,340 10,549 6,830
Total loans $ 2,107344 $ 1,902,519 $ 1,736,260 $ 1,634,607 § 1,709,826
Percent of total year-end loans
Commercial:
Construction 549 % 395 % 387 % 4.08 % 459 %
Secured by real estate 31.60 32.22 33.63 31.19 29.06
Other 14.32 14.56 14,79 17.16 17.17
Total commercial 51.41 50.73 52.29 5243 50.82
Real cstate construction 243 1.60 1.87 1.43 1.16
Real estatc mortgage 25.76 26.25 23.84 23.07 24.80
Consumer 19.69 20.79 21.23 22.42 22.82
Equipment lease financing 0.71 0.63 0.77 0.65 0.40
Total loans 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

The total loans above are net of unearned income,

The following table shows the amounts of loans (excluding residential mortgages of 1-4 family
residences, consumer loans, and lease financing) which, based on the remaining scheduled repayments of
principal are due in the periods indicated. Also, the amounts are classified according to sensitivity to
changes in interest rates (fixed, variable).

Maturity at December 31, 2005

After One
Within One but Within After Five
(in thousands) Year Five Years Years Total
Commercial secured by real estate and commercial
other § 210,627 $ 347476 409,636 $ 967,739
Commercial and real estate construction 110,520 24,189 32,244 166,953
$§ 321,147 § 371,665 441,880 $ 1,134,692
Rate sensitivily:
Predetermined rate $ 66,252 % 84,405 21,500 % 172,157
Adjustable rate 254,895 287,260 420,380 962,535
$ 321,147 § 371,665 441,880 $§ 1,134,692
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Nonperforming Assets

(in thousands) 2005 2004 2003 2002 2001

Nonaccrual loans $ 12,219 § 13,808 § 9,705 % 19.649 § 30,496

Restructured loans 899 974 1,726 276 518

90 days or more past due and

still accruing interest 8,284 5,319 5,463 2,814 2,640
Total nonperforming loans 21,402 20,101 16,894 22,739 33,654

Foreclosed properties 5,410 4756 6,566 2,761 1,982

Total nonperforming assets  § 26,812 § 24,857 % 23,460 § 25,500 % 35,636

Nonperforming assets to total

loans and forcclosed properties 1.27 % 1.30 % 135 % 1.56 % 208 %
Allowance to nonperforming
loans 137.87 % 13441 % 14593 % 102.34 % 7027 %

Nonaccrual, Past Due, and Restructured Loans

Asa % of Asa%of  Accruing As a % of
Loan Loan Loans Past Loan
Nonaccrual Balances by Restructured Balances by Due 90 Days Balances by

(in thousands) loans Category Loans Category or More Category Balances
December 31, 2005
Commercial
construction $ 0 000 % % 0 0.00 % 3§ 0 000 % § 115721
Commercial secured by
real estate 4,150 0.62 0 0.00 4,706 0.71 665,911
Commercial other 3,918 1.30 20 0.03 858 0.28 301,828
Consumer real estate
construction 112 0.22 819 1.60 172 0.34 51,232
Consumer real estate
secured 4,032 0.74 0 0.00 1,970 0.36 542,809
Consumecr other 7 0.00 0 0.00 578 0.14 414,920
Equipment lcase
financing 0 0.00 0 0.00 0 0.00 14,923

Total $ 12,219 0.58 % § 899 004 % § 8,284 039 % $ 2,107,344
December 31, 2004
Commercial
construction $ 271 036 % 0 0.00 % $ 650 087 % % 75,078
Commercial secured by
real estate 5,003 0.83 858 0.14 2,603 0.42 613,059
Commercial other 3,473 1.25 116 0.04 569 0.21 276,921
Consumecr real estate
construction 114 0.37 0 0.00 0 0.00 30,456
Consumer real estate
secured 4,828 0.97 0 0.00 1,131 0.23 499,410
Consumer other 29 0.01 0 0.00 366 0.09 395,588
Equipment lcasc
financing (0 0.00 0 0.00 0 0.00 12,007

Total $ 13,808 073 % § 974 005 % § 5,319 028 % § 1,902,519

In 2005, gross interest income that would have been recorded on nonaccrual loans had the loans
been current in accordance with their original terms amounted to $1.3 million. Interest income actually
reccived and included in net income for the period was $0.1 million, lcaving $1.3 million of interest
income not recognized during the period.




Discussion of the Nonaccrual Policy

The accrual of interest income on loans is discontinued when the collection of interest and
principal in full is not expected. When interest accruals are discontinued, interest income accrucd in the
current period is reversed and interest income accrued in prior periods is charged to the allowance for
loan losses. Any loans past due 90 days or more must be well secured and in the process of collection to
continue accruing interest.
Potential Problem Loans

Interest accrual is discontinued when management believes, after considering economic and
business conditions, collateral value, and collection efforts, that the borrower’s financial condition is such
that collection of interest is doubtful. Any loan greater than 90 days past due must be well secured and in
the process of collection to continue accruing interest.
Foreign Outstandings

None

Loan Concentrations

The Corporation had no concentration of loans exceeding 10% of total loans at December 31,
2005. See note 18 to the consolidated financial statements for further information.
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Analysis of the Allowance for Loan Losses

(in thousands) 2005 2004 2003 2002 2001
Allowance for loan losses,
beginning of year 5 27,017 °$ 24,653 % 23271 % 23,648 % 25,886
Loans charged off:
Commereial construction 56 339 164 662 275
Commercial sccured by real
cstate 826 1,135 773 2,386 3,252
Commercial other 4,233 2,331 4,085 3,393 2,406
Real estate construction 10 20 0 0 0
Real estate mortgage 746 683 957 1,098 1,061
Consumcr 5,097 5,080 5,725 6,598 8,452
Equipment leasc financing 0 0 0 0 0
Total charge-offs 10,968 9,588 11,704 14,137 15,446
Recoverics of loans previously
charged off:
Commercial construction 0 1 32 0 25
Commereial secured by real
estate 94 301 243 156 105
Commercial other 766 382 450 207 224
Real estate construction 20 0 0 0 0
Real cstate mortgage 310 244 159 107 76
Consumer 2,223 2,376 2,870 3,204 3,593
Equipment lease [inancing 0 0 0 0 0
Total recoveries 3,413 3,304 3,754 3,674 4,023
Net charge-ofts:
Commercial coustruction 56 338 132 662 250
Commercial secured by real
estate 732 834 530 2,230 3,147
Commercial other 3,467 1,949 3,635 3,186 2,182
Real estate construction (10) 20 0 0 0
Real estate mortgage 436 439 798 991 985
Consumer 2,874 2,704 2,855 3,394 4,859
Equipment leasc financing 0 0 0 0 0
Total net charge-offs 7,555 6,284 7,950 10,463 11,423
Provisions charged against
operations 8,285 8,648 9,332 10,086 9,185
Allowance of acquired bank 1,759 0 0 0 0
Balance, end of year $ 29506 $ 27017 % 24,653 % 23271 $ 23,648

Allocation of allowance, end of

year:
Commercial construction $ 1,799 % 1,123 § 2,623 § 615 % 853
Commercial securcd by real
eslate 10,354 8,285 7,010 4,109 5,994
Commercial other 4,693 3,745 1,392 2,088 3,077
Real estate construction 159 107 1,034 124 146
Real estate mortgage 1,677 1,435 741 1,592 2,247
Consumer 4,602 3,104 3,341 3,987 8,382
Equipment lcase financing 232 168 160 88 95
Unallocated 5,990 9,050 8,352 10,668 2,854
Balance, end of year $ 29,506 § 27,017 % 24,653 % 23271 $ 23,648
Average loans outstanding, net of
uncarned interest $ 2,024,756  $ 1,816,146 § 1,658,289 § 1,660,912 § 1,748,241
Loans outstanding at end of ycar,
nct of unearned interest $ 2,107,344 § 1,902,519 § 1,736,260 $ 1,634,607 § 1,709,826
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Analvsis of the Allowance for L.oan Losses (cont.)

2005 2004 2003 2002 2001
Net charge-otfs to average loan type:
Commereial construction 0.06 % 047 % 0.19 % 094 % 032 %
Commercial secured by real estate 0.11 % 0.14 % 0.10 % 0.44 % 0.63 %
Commercial other 1.18 % 076 % 129 % 112 % 0.70 %
Real estate construction 0.03) % 006 % 0.00 % 0.00 % 0.00 %
Rcal estatc mortgage 0.08 % 0.09 % 0.20 % 025 % 022 %
Congumer 071 % 070 % 0.79 % 0.90 % 122 %
Equipment lease financing 0.00 % 0.00 % 0.00 % 0.00 % 0.00 %
Total 037 % 035 % 048 % 0.63 % 065 %
Other ratios:
Allowanee to net loans, end of
year 140 % 142 % 142 % 142 % 138 %
Provision for loan losses to
average loans 041 % 048 % 0.56 % 0.61 % 053 %

The allowance for loan losses balance is maintained by management at a level considered
adcquate to cover anticipated probable losses based on past loss experience, general economic conditions,
information about specific borrower situations including their financial position and collateral values, and
other factors and cstimates which are subjcct to change over time. This analysis i1s completed quarterly
and forms the basis for allocation of the loan loss reserve and what charges to the provision may be
required. See note 1 to the consolidated financial statements for further information.

Average Deposits and Other Borrowed Funds

(in thousands) 2005 2004 2003
Dcposits:
Noninterest bearing deposits $ 423,147 379,353 % 338,909
NOW accounts 16,486 15,374 15,852
Money market accounts 383,900 382,147 403,314
Savings accounts 224,522 224,022 212,258
Certificates of deposit of $100,000 or more 409,866 357,994 361,037
Certificates of deposit < $100,000 and other time deposits 759,814 719,801 778,382
Total deposits 2,217,735 2,078,691 2,109,752
Other borrowed funds:
Repurchase agreements and federal funds purchased 118,906 93,281 83,270
Other short-term borrowings 0 688 262
Advances from Federal Home Loan Bank 152,823 63,546 4,123
Long-term debt 59,500 59,500 60,304
Total other borrowed funds 331,229 217,015 147,959
Total deposits and other borrowed funds $ 2548964 § 2295706 $ 2,257,711

The maximum balance for federal funds purchased and repurchase agreements at any month-end
during 2005 occurred at December 31, 2005, with a month-end balance of $146.6 million. The maximum
balance for federal funds purchased and repurchase agreements at any month-end during 2004 occurred at
February 29, 2004, with a month-end balance of $117.1 million., The maximum balance for federal funds
purchased and repurchasc agreements at any month-cnd during 2003 occurred at November 30, 2003,

with a month-end balance of $112.7 million.
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Maturities and/or repricing of time deposits of $100,000 or more outstanding at December 31,
2005 arc summarized as follows:

Certificates of  Other Time

(in thousands) Deposit Deposits Total
Three months or less $ 152,282 § 4811 § 157,093
Over three through six months 54,654 3,461 58,115
Over six through twelve months 160,407 6,957 167,364
Over twelve through sixty months 44,305 7,348 51,653
Over sixty months 101 0 101
$ 411,749 § 22,577 § 434,326
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Quarterly Financial Data
(Unaudited)

(in thousands except per share amounts)

Three Months Ended December 31  September 30 June 30 March 31
2005
Net interest income § 26,990 $ 26,747 $ 25,089 § 24379
Net interest income, taxable equivalent basis 27,384 27,139 25,482 24,776
Provision for loan losses 2,748 2,470 1,700 1,367
Noninterest income 8,556 8,668 8,538 7,705
Noninterest expense 19,888 19,790 19,684 19,207
Net income 8,890 9,083 8,478 7,961
Per common share:
Basic earnings per share $ 0.59 $ 0.6l $ 0.57 $ 0.54
Diluted earnings per share 0.58 0.60 0.56 0.53
Dividends declared 0.26 0.24 0.24 0.24
Common stock price:
High $ 34.69 $ 35.01 $ 3378 $ 3290
Low 30.12 30.77 27.94 28.00
Last trade 30.75 3218 32,72 28.81
Selected ratios:
Return on average assets, annualized 1.23% 1.26% 1.21% 1.18%
Return on average common equity, annualized 13.94% 14.50% 13.96% 13.50%
Net interest margin, annualized 4.12% 4.08% 3.95% 3.97%
2004
Net interest income $ 24,392 $ 23,485 $ 22,654 $ 22,681
Net interest income, taxable equivalent basis 24,794 23,883 23,039 23,070
Provision for loan losses 2,685 2,045 1,785 2,133
Noninterest income 8,207 8,575 9,120 8,015
Noninterest expense 18,712 18,917 18,772 18,194
Net income 7,900 8,014 7,756 7,280
Per common share:
Basic earnings per share 5 0.53 $ 0.54 $ 0.53 $ 0.49
Diluted earnings per sharc 0.52 0.53 0.52 0.48
Dividends declared 0.24 0.21 0.21 0.21
Common stock price:
TTigh $ 34.48 $ 29.55 $§ 3118 $ 30.00
Low 28.18 26.56 25.84 25.16
Last trade 32.36 28.26 27.73 30.00
Selected ratios:
Return on average assets, annualized 1.17% 1.26% 1.26% 1.18%
Return on average common cquity, annualized 13.31% 13.83% 13.81% 12.97%
- Net interest margin, annualized 3.97% 4.08% 4.09% 4.09%

There were approximately 4,065 holders of record of the Corporation's outstanding common shares at February 28, 2006,
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Selected Financial Data 2001-2005

(in thousands except per share amounts)

Year Ended December 31 2005 2004 2003 2002 2001
Tnterest income 3 160,162 § 130,401 % 128,514  § 146,550 $ 176,835
Intcrest expense 56,957 37,189 43,895 57,293 93,717
Net interest income 103,205 93,212 84,619 89,257 83,118
Provision for loan losses 8,285 8,648 9,332 10,086 9,185
Noninterest income 33,467 33,917 36,372 27,928 23,774
Noninterest expensc 78,569 74,595 70,735 67,341 64,938
Income before income taxes 49,818 43,886 40,924 39,758 32,769
Income taxes 15,406 12,936 12,033 12,158 10,497
Net income $ 34412 % 30,950 $ 28,891 § 27,600 § 22,272
Per comimon share:
Basic earnings per sharc $ 231 8§ 209 % 195 % 1.83 § 1.45
Cash dividends declared- $ 098 % 087 $ 075 % 065 § 0.61
as a % of nct income 42.42% 41.63% 38.46% 35.52% 42.07%
Book value, end of year $ 1693 % 1591 § 1495 % 1402 % 12.60
Market price, end of ycar $ 3075 § 3236 § 2746 § 2078 % 17.85
Market value to book value, end
of year : 1.82x 2.03% 1.84x 1.48x 1.42x
Price/earnings ratio, end of year 13.31x 15.48x 14.08x 11.36x 12.31x
Cash dividend yicld, end of year 3.19% 2.69% 2.73% 3.13% 3.42%
At year-end:
Total assets $ 2849213 § 2,709,094 $ 2474039 $§ 2487911 $ 2,503,905
Long-term debt 59,500 59,500 59,500 60,604 47,944
Shareholders’ equity 253,945 236,169 221,393 209,419 191,606
Averages;
Assets $ 2815688 § 2543272 § 2492286 $ 2,467,469 $ 2444695
Deposits 2,217,735 2,078,691 2,109,752 2,110,714 2,094,296
Farning assets 2,599,516 2,337,540 2,292,251 2,268,579 2,256,341
Loans 2,024,756 1,816,146 1,658,289 1,660,912 1,748,241
Sharcholders™ equity 246,119 229,561 215,086 202,562 187,899
Profitability ratios:
Return on average assets 1.22% 1.22% 1.16% 1.12% 091%
Return on average equity 13.98% 13.48% 13.43% 13.63% 11.85%
Capital ratios:
Equity to assets, end of year 8.91% 8.72% 8.95% 8.42% 7.65%
Average equity L0 average assets 8.74% 9.03% 8.63% 8.21% 7.69%
Risk based capital ratios:
Tier 1 capital
(to average assets) 8.94% 8.78% 8.73% 8.23% 6.44%
Tier 1 capital
(to risk weighted assets) 11.52% 11.82% 11.35% 10.98% 9.11%
Total capital
(to risk weighted asscts) 12.76% 13.07% 12.60% 12.22% 10.32%
Other significant ratios:
Allowance to net loans, end of
year 1.40% 1.42% 1.42% 1.42% 1.38%
Allowance to nonperforming
loans, end of year 137.87% 134.41% 145.93% 102.34% 70.27%
Nonperforming assets to loans
and foreclosed properties, end of
year 1.27% 1.30% 1.35% 1.56% 2.08%
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(in thousands except per share amounts)

Year Ended December 31 2005

2004

2003

2002

2001

Net interest margin 4.03%

Other statistics:

Average commmon shares

outstanding 14,908
Number of full-time equivalent

employees, end of ycar 1,003

4.05%

14,811

72

954

3.76%

14,821

901

4.02%

15,095

874

3.77%

15,329
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