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#2p COMMUNITY
¢ National Bank

Dear Shareholder:

You are cordially invited to attend the Annual Meeting of Shareholders of Community National Bank of
the Lakeway Area (the “Bank”) to be held at 10:00 a.m. EDT, on June 21, 2010, Rose Center, 442 West Second
North Street, Morristown, Tennessee 37814.

At this important meeting, you will be asked to consider the following proposals:

1. Reclassification of Stock. To amend our Articles of Association to reclassify certain of our shares
of existing common stock into Class A Preferred Stock and Class B Preferred Stock for the purpose of discontinuing
the registration of our common stock under the National Bank Act and the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). This form of reclassification is commonly referred to as a “going private”
transaction; more information about the reclassification is discussed below.

2. Electing Directors. To elect four (4) directors to serve as Class | Directors of the Bank until the
2013 Annual Meeting of Shareholders and until their successors have been elected and qualified, and to elect one (1)
director to serve as a Class Il Director of the Bank until the 2012 Annual Meeting of Shareholders and until his
successor has been elected and qualified.

3. Ratifying Auditors. To ratify the appointment of Pershing Yoakley & Associates, P.C. as the
independent auditors for the Bank for the fiscal year ending December 31, 2010.

4, Adjournment. To vote on a proposal to grant our management the authority to adjourn the
meeting to another time and date in order to allow the Board of Directors to solicit additional proxies or attendance
at the meeting.

5. Other Business. To transact such other business as may properly come before the Annual Meeting
or any adjournment of the Annual Meeting.

In connection with the proposal to reclassify our common stock, shares of our existing common stock held
by shareholders who own between 200 and 999 shares will be reclassified into shares of Class A Preferred Stock.
Shares of our existing common stock held of record by shareholders who own fewer than 200 shares will be
reclassified into shares of Class B Preferred Stock. All shares held in street name will continue to be common
shares. The reclassification will be made on the basis of one share of Class A Preferred Stock or Class B Preferred
Stock for each share of common stock held. The purpose of amending our Articles to reclassify our common stock
is to discontinue the reporting requirements associated with our common stock under the National Bank Act and the
Exchange Act.

If approved at the Annual Meeting, the transaction will affect you as follows:

If, on record date, you are
a shareholder with Effect

Any shares of common You will continue to hold the same number of shares of common stock
stock held in street name

1,000 or more shares of You will continue to hold the same number of shares of common stock
common stock held in
record name

Between 200 and 999 shares  You will no longer hold shares of common stock, but will instead hold a number of

of common stock held in shares of Class A Preferred Stock equal to the same number of shares of common
record hame stock that you held before the reclassification

Less than 200 shares of You will no longer hold shares of common stock, but will instead hold a number of
common stock held in shares of Class B Preferred Stock equal to the same number of shares of common

record name stock that you held before the reclassification



The primary effect of this transaction will be to reduce our total number of record holders of common stock
to below 300. As a result, we will terminate the registration of our common stock under federal securities laws,
suspend our public reporting obligations under the National Bank Act and the Exchange Act, and will no longer be
considered a “public” company, although our common stock will continue to be traded on the Pink Sheets and the
OTCBB. This transaction is known as a Rule 13e-3 “going private” transaction under the Exchange Act.

Dissenters’ rights are being made available to you under the National Bank Act and Tennessee law if you
do not vote in favor of Proposal One, relating to the reclassification of our common stock, and elect to dissent. If
you comply with the statutory requirements to perfect your dissenters’ rights, you will be entitled to receive the “fair
value” of your shares. A copy of the relevant provisions of the National Bank Act and the Tennessee Business
Corporation Act is attached as an exhibit to the enclosed Proxy Statement. You must strictly comply with the above
requirements in order to exercise your dissenters’ rights. Please read “- Dissenters’ Rights” beginning on page 11 of
the Proxy Statement in its entirety for complete disclosure on your dissenters’ rights. Should a substantial number
of shareholders exercise dissenters’ rights, we will not proceed with the transaction.

We are proposing the reclassification of our common stock because our Board of Directors has concluded,
after careful consideration, that the direct and indirect costs associated with being a public reporting company under
the National Bank Act and the Exchange Act outweigh any of the advantages. OUR BOARD RECOMMENDS
THAT YOU VOTE “FOR” ALL OF THE PROPOSALS LISTED ABOVE, INCLUDING THE
RECLASSIFICATION OF OUR COMMON STOCK. We encourage you to read carefully the Proxy Statement and
attached appendices.

Your vote is very important. Whether or not you plan to attend the Annual Meeting, please
complete, date, sign and return your proxy promptly in the enclosed envelope, which requires no postage if
mailed in the United States. If you attend the Annual Meeting, you may vote in person if you wish, even if
you have previously returned your proxy.

THE PROXY STATEMENT FOR THE 2010 ANNUAL MEETING OF SHAREHOLDERS, PROXY CARD,
AND 2009 ANNUAL REPORT ARE AVAILABLE ONLINE AT

http://www.cnbla.com

On behalf of our Board of Directors, | would like to express our appreciation for your continued interest in
the affairs of the Bank.

Sincerely,
/sl Samuel F. Grigshy, Jr.

Samuel F. Grigshy, Jr.,
Chairman and Chief Executive Officer

Neither the Office of the Comptroller of the Currency, the Securities and Exchange Commission, nor
any state securities commission has passed upon the merits or fairness of the amendment to our Articles of
Association relating to the reclassification or passed upon the adequacy or accuracy of the disclosure in this
document. Any representation to the contrary is a criminal offense.

Common shareholders who receive Class A Preferred Stock or Class B Preferred Stock in the
Reclassification will not receive any cash consideration for their shares of common stock and will lose voting
rights on any matter other than a change in control transaction. All shareholders will lose the benefits of the
Bank’s registration under the Exchange Act. See “PROPOSAL ONE - Overview of the Reclassification,”
and “— Effects of the Reclassification on Shareholders of Community National Bank” below for additional
information.

This Proxy Statement is dated May 10, 2010 and is being mailed to shareholders on or about May 12, 2010.




COMMUNITY NATIONAL BANK OF THE LAKEWAY AREA

225 West First North Street
Morristown, Tennessee 37814

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD JUNE 21, 2010

Notice is hereby given that a Annual Meeting of Shareholders of Community National Bank of the
Lakeway Area (the “Bank™) will be held at 10:00 a.m. EDT, on June 21, 2010 at the Rose Center, 442 West Second
North Street, Morristown, Tennessee 37814, for the following purposes:

1. Reclassification of Stock. To amend our Articles of Association to reclassify certain of our shares
of existing common stock into Class A Preferred Stock and Class B Preferred Stock for the purpose of discontinuing
the registration of our common stock under the National Bank Act and the Securities Exchange Act of 1934.

2. Electing Directors. To elect four (4) directors to serve as Class | Directors of the Bank until the
2013 Annual Meeting of Shareholders and until their successors have been elected and qualified, and to elect one (1)
director to serve as a Class Il Director of the Bank until the 2012 Annual Meeting of Shareholders and until his
successor has been elected and qualified.

3. Ratifying Auditors. To ratify the appointment of Pershing Yoakley & Associates, P.C. as the
independent auditors for the Bank for the fiscal year ending December 31, 2010.

4. Adjournment. To vote on a proposal to grant our management the authority to adjourn the
meeting to another time and date in order to allow the Board of Directors to solicit additional proxies or attendance
at the meeting.

5. Other Business. To transact such other business as may properly come before the Annual Meeting
or any adjournment of the Annual Meeting.

Shareholders of record at the close of business on April 12, 2010 are entitled to notice of and to vote at the
Annual Meeting of Shareholders and any adjournment or postponement of the Annual Meeting of Shareholders.

Dissenters’ rights are available to you under the National Bank Act and the Tennessee Business
Corporation Act if you do not vote in favor of the reclassification of our common stock, we complete the
reclassification, and you perfect your right to receive the fair value of your shares. Please see the section entitled
“INFORMATION REGARDING THE ANNUAL MEETING OF SHAREHOLDERS - Dissenters’ Rights”
beginning on page 11 of the accompanying Proxy Statement for a discussion of the availability of dissenters’ rights
and the procedures required to be followed to assert dissenters’ rights in connection with the reclassification.

By order of the Board of Directors
/sl Samuel F. Grigshy, Jr.

Samuel F. Grigsby, Jr.,
Chairman and Chief Executive Officer

YOUR VOTE IS IMPORTANT

WHETHER YOU EXPECT TO ATTEND THE ANNUAL MEETING OR NOT, PLEASE COMPLETE,
SIGN, DATE AND RETURN THE ENCLOSED PROXY CARD AS PROMPTLY AS POSSIBLE IN THE
ENCLOSED ENVELOPE.
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COMMUNITY NATIONAL BANK
OF THE LAKEWAY AREA
225 West First North Street
Morristown, Tennessee 37814
(423) 587-2345

PROXY STATEMENT
For the Annual Meeting of Shareholders
To Be Held on June 21, 2010

The Board of Directors of Community National Bank of the Lakeway Area (“Community National Bank”
or the “Bank”) is furnishing this Proxy Statement in connection with its solicitation of proxies for use at the Annual
Meeting of Shareholders. Among other proposals to be considered at the meeting, shareholders will be asked to
vote on a proposed amendment to our Articles of Association that would reclassify certain shares of the Bank’s
common stock into Class A Preferred Stock and Class B Preferred Stock (the “Reclassification”).

The Reclassification is designed to reduce the number of Community National Bank common shareholders
of record to below 300, which will allow us to terminate the registration of our common stock under the Securities
Exchange Act of 1934, as amended (the “Exchange Act”), and suspend our public reporting obligations under the
National Bank Act and the Exchange Act. The Board has determined that it is in the best interests of Community
National Bank and our shareholders to effect the Reclassification because the Bank will realize significant cost
savings as a result of the suspension of our reporting obligations under the National Bank Act and the Exchange Act.
The Board believes these cost savings and the other benefits of deregistration described in this Proxy Statement
outweigh the loss of the benefits of registration to our shareholders, such as a reduction in publicly available
information about the Bank and the elimination of certain corporate safeguards resulting from the Sarbanes-Oxley
Act. Our common stock will continue to be traded on the Pink Sheets and the OTCBB after the Reclassification.

No cash will be paid to shareholders as consideration for their shares—only shares of Class A Preferred
Stock and Class B Preferred Stock will be issued to shareholders of record holding 999 or fewer shares of the
Bank’s common stock. All other shares of Community National Bank common stock, including all shares held in
street name, will remain outstanding without modification. Please see “SUMMARY TERM SHEET” and
“QUESTIONS AND ANSWERS ABOUT THE RECLASSIFICATION AND THE ANNUAL MEETING” below
for additional information regarding the Reclassification.

In addition, at our Annual Meeting, shareholders will be asked to vote on several other proposals, which are
each described in greater detail below, including (i) a proposal granting our management the authority to adjourn the
meeting; (ii) a proposal to elect directors; (iii) a proposal to ratify the appointment of Pershing Yoakley &
Associates, P.C.; and (iv) any other business that may properly come before the Annual Meeting.

This Proxy Statement provides you with detailed information about the proposed Reclassification or the
other proposals being brought before the Annual Meeting for consideration by our shareholders. We encourage you
to read this entire document carefully.

The Board of Directors has determined that the Reclassification is fair to Community National Bank’s
unaffiliated shareholders and has approved the Articles of Amendment that include the proposed Reclassification.
The Reclassification cannot be completed, however, unless the Reclassification is approved by the holders of a two-
thirds of the votes entitled to be cast on the proposed Reclassification. The current directors and executive officers
of Community National Bank own approximately 22.42% of the outstanding shares. The directors and executive
officers have indicated that they intend to vote their shares in favor of the proposed Reclassification.

Neither the Office of the Comptroller of the Currency (the “OCC”), the Securities and Exchange
Commission (the “SEC™) nor any state securities commission has approved or disapproved the proposed
Reclassification or the transactions contemplated thereby or has determined if this Proxy Statement is
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truthful or complete. The OCC has not passed upon the fairness or merits of the proposed Reclassification or
the transactions contemplated thereby, nor upon the accuracy or adequacy of the information contained in
this Proxy Statement. Any representation to the contrary is a criminal offense.

The date of this Proxy Statement is May 10, 2010. We first mailed this Proxy Statement to the
shareholders of Community National Bank on or about May 12, 2010.



SUMMARY TERM SHEET

The following is a summary of the material terms of the Reclassification. We urge you, however, to review
the entire Proxy Statement and accompanying materials carefully. Much of the following information is presented
in an alternative format in the “QUESTIONS AND ANSWERS ABOUT THE RECLASSIFICATION AND THE
ANNUAL MEETING” beginning on page 60.

e Structure of the Reclassification. The Articles of Amendment provide for the reclassification of
shares of Community National Bank common stock into shares of Class A Preferred Stock and Class B
Preferred Stock. In the Reclassification, each shareholder who is the record holder of between 200 and
999 shares of our common stock will receive one share of our Class A Preferred Stock for each share
of common stock owned on the effective date of the Reclassification, and those shareholders owning
fewer than 200 shares of our common stock will receive one share of Class B Preferred Stock for each
share of common stock owned on the effective date of the Reclassification. All other shares of
Community National Bank common stock will remain outstanding and will be unaffected by the
Reclassification. No cash will be paid to shareholders as consideration for their shares - only shares of
Class A Preferred Stock and Class B Preferred Stock will be issued. Dissenters’ rights are available,
however, and shareholders who exercise those rights as described in this proxy statement and in
Appendix B will be entitled to receive cash for their shares. See “INFORMATION REGARDING
THE ANNUAL MEETING OF SHAREHOLDERS - Dissenters’ Rights” on page 11 for additional
information.

We selected this structure, as opposed to a transaction in which some of our shareholders would
receive cash for their shares, principally because it presented a means by which all of our shareholders
could retain an equity interest in the Bank while enabling us to maintain capital levels and to reduce
our common shareholder base to the extent necessary to permit us to terminate our reporting
obligations under the National Bank Act and the Exchange Act. Our common stock will continue to be
traded on the Pink Sheets and the OTCBB after the Reclassification.

e Terms of the Class A Preferred Stock to be Issued in the Reclassification. Upon approval of the
Reclassification, the Board of Directors will designate 200,000 shares of our authorized Preferred
Stock as the “Class A Preferred Stock,” which will be reserved for issuance in connection with the
Reclassification. If the Reclassification is not approved by our shareholders, we do not intend to file
articles of amendment solely to designate either the Class A Preferred Stock or the Class B Preferred
Stock. The proposed terms of the Class A Preferred Stock are set forth in Appendix A and principally
provide as follows:

» Rank: The Class A Preferred Stock ranks senior to our common stock and junior to our Class B
Preferred Stock with respect to dividend rights and rights upon liquidation, dissolution or winding
up of the Bank.

» Voting Rights. Unlike the common stock, the Class A Preferred Stock will only have voting rights
in very limited circumstances. Except as provided by law, holders of Class A Preferred Stock are
entitled to vote only upon (i) proposals that change the rights and privileges of the Class A
Preferred Stock or (ii) proposals for a business transaction resulting in the transfer of a majority of
our outstanding stock or of all or substantially all of the Bank’s assets (a “Change in Control”) and
upon which holders of our common stock are entitled to vote. When voting on a proposed Change
in Control, the holders of Class A Preferred Stock will vote together with the holders of common
stock and not as a separate class. Although all shareholders of our common stock will be eligible
to vote on all of the proposals contained in this Proxy Statement during the 2010 Annual Meeting,
following the Reclassification, holders of the Bank’s Class A Preferred Stock, for example, will no
longer be eligible to vote for the Bank’s directors at future shareholder meetings.




» Dividend Rights: Holders of Class A Preferred Stock are entitled to a 5% preference in the
distribution of cash dividends in relation to holders of our common stock, when and if declared
and paid by Community National Bank, so that holders of the Class A Preferred Stock are entitled
to receive dividends for each share of Preferred Stock held in a amount not less than 105% of the
per-share amount paid to holders of common stock, prior to the receipt of dividends by the holders
of common stock.

»  Conversion Rights Upon a Change of Control: The shares of Class A Preferred Stock will have a
right to the same consideration, on a share-for-share basis, as holders of common stock in the
event of a Change of Control. Neither the holders of Class A Preferred Stock nor Community
National Bank will have the right to otherwise cause the conversion of shares of Class A Preferred
Stock.

See pages 17-20 for more detailed information regarding the terms of the Class A Preferred Stock and the
Class B Preferred Stock.

e Terms of the Class B Preferred Stock to be Issued in the Reclassification. Upon approval of the
Reclassification, the Board of Directors will designate 100,000 shares of our authorized Preferred
Stock as the “Class B Preferred Stock,” which will be reserved for issuance in connection with the
Reclassification. If the Reclassification is not approved by our shareholders, we do not intend to file
articles of amendment solely to designate either the Class A Preferred Stock or the Class B Preferred
Stock. The proposed terms of the Class B Preferred Stock are set forth in Appendix A and principally
provide as follows:

e Rank: The Class B Preferred Stock ranks senior to our common stock and our Class A Preferred
Stock with respect to dividend rights and rights upon liquidation, dissolution or winding up of the
Bank.

» Voting Rights. Unlike the common stock, the Class B Preferred Stock will only have voting rights
in very limited circumstances. Except as provided by law, holders of Class B Preferred Stock are
entitled to vote only upon proposals that change the rights and privileges of the Class B Preferred
Stock. For those matters on which holders of Class B Preferred Stock are entitled to vote, such
holders have the right to one vote for each share held, and are entitled to receive notice of any
shareholders’ meeting held to act upon such matters in accordance with our Bylaws. Although all
shareholders of our common stock will be eligible to vote on all of the proposals contained in this
Proxy Statement during the 2010 Annual Meeting, following the Reclassification, holders of the
Bank’s Class B Preferred Stock, for example, will no longer be eligible to vote for the Bank’s
directors at future shareholder meetings.

» Dividend Rights: Holders of Class B Preferred Stock are entitled to a 10% preference in the
distribution of cash dividends in relation to holders of our common stock, when and if declared
and paid by Community National Bank, so that holders of the Class B Preferred Stock are entitled
to receive dividends for each share of Preferred Stock held in a amount not less than 110% of the
per-share amount paid to holders of common stock, prior to the receipt of dividends by the holders
of common stock. Holders of Class B Preferred Stock will be entitled to dividends in the event
that the dividends are declared and paid on Community National Bank’s common stock or Class A
Preferred Stock.

»  Conversion Rights Upon a Change of Control: The shares of Class B Preferred Stock will have a
right to the same consideration, on a share-for-share basis, as holders of common stock in the
event of a Change of Control. Neither the holders of Class B Preferred Stock nor Community
National Bank will have the right to otherwise cause the conversion of shares of Class B Preferred
Stock.




See pages 17-20 for more detailed information regarding the terms of the Class A Preferred Stock and the
Class B Preferred Stock.

e Class A Preferred Stock and Class B Preferred Stock Issued in Reliance on Exemption from
Registration. We are issuing the shares of preferred stock without registration under the Securities Act
of 1933 in reliance on an exemption under Section 3(a)(9) of the Securities Act for the exchange by a
company of any security with its existing shareholders exclusively, where no commission or other
remuneration is paid or given directly or indirectly for soliciting the exchange. We believe that
exemption is available for the Reclassification because we are only issuing the Class A Preferred Stock
and the Class B Preferred Stock to our holders of common stock, and to no other persons or entities.
Further, we are not paying any commission or other remuneration for soliciting the exchange.

e Determination of Shares “Held of Record.” Because OCC rules require that we count “record
holders” for purposes of determining our reporting obligations, the Reclassification is based on shares
held of record without regard to the ultimate control of the shares. For administrative efficiency, the
Reclassification considers holders of record based upon the records of the Bank as of the effective date
of the Reclassification. Generally speaking, a shareholder “of record” is the shareholder whose name
is listed on the front of the stock certificate, regardless of who ultimately has the power to vote or sell
the shares. For example, if a shareholder holds separate certificates individually, as a joint tenant with
someone else, as trustee, and in an IRA, those four certificates represent shares held by four different
record holders, even if a single shareholder controls the voting or disposition of those shares. For OCC
counting purposes, shares held by a broker in “street name” on a shareholder’s behalf are held of
record by the broker. However, because brokers who manage their positions through Depository Trust
Company (“DTC”) appear on the records of the Bank under the name of DTC’s partnership nominee,
Cede & Co., as a single holder of record, all broker positions managed through DTC will be
aggregated for purposes of the Reclassification. As a result, even if you own fewer than 1,000 shares
you can avoid reclassification of your shares by placing your shares into “street name” with a broker
managing its account through DTC.

¢ Avoiding Reclassification by Consolidation or “Street Name” Ownership. In view of the OCC’s
shareholder-counting rules described above, a single shareholder with 1,000 or more shares held in
various accounts could receive Class A Preferred Stock or Class B Preferred Stock in the
Reclassification for all of his or her shares if those accounts individually hold between 200 and 999
shares, or fewer than 200 shares, respectively. To avoid this, the shareholder may either consolidate his
or her ownership into a single form of ownership representing 1,000 or more shares or acquire
additional shares in the market sufficient to bring each of his accounts to or above the 1,000 share
threshold prior to the effective date of the Reclassification. Alternatively, a shareholder who holds
fewer than 1,000 shares of common stock may place his or her shares into “street name” with a broker
managing his account through DTC. To ensure that the record ownership of the shares will be
reflected appropriately on our transfer agent’s records on the effective date of the Reclassification,
shareholders should initiate any transfers of their shares at least three business days prior to our special
shareholders’ meeting, as we intend to effect the Reclassification promptly thereafter and it will take
into account only those transfers that have settled by the effective date.

e Effects of the Reclassification. As a result of the Reclassification:

*  Our number of common shareholders of record, measured as of December 31, 2009, will be
reduced from approximately 740 to approximately 212 under the OCC’s counting rules, or from
approximately 712 to approximately 184 as reflected by the books of the Bank, and the number of
outstanding shares of Community National Bank common stock will decrease from approximately
1,891,426 to approximately 1,752,127, resulting in a decrease in the number of shares of our
common stock that will be available for purchase and sale in the market.

* We estimate that approximately 117,409 shares of Class A Preferred Stock will be issued to
approximately 311 shareholders of record in connection with the Reclassification.




We estimate that approximately 21,890 shares of Class B Preferred Stock will be issued to
approximately 217 shareholders of record in connection with the Reclassification.

We will become able to terminate the registration of our common stock under the National Bank
Act and the Exchange Act, which will mean that we will no longer be required to file reports with
the OCC or be classified as a public company. This will reduce the amount of information that is
publicly available about the Bank and will eliminate the legal requirement that the Bank abide by
certain corporate governance safeguards resulting from the Sarbanes-Oxley Act, such as the
requirement for an audited report on our internal controls and disclosure requirements relating to
our audit committee composition, code of ethics and director nomination process, although the
Bank has no intention to change its governance policies at the present time. Additionally, our
executive officers, directors and other affiliates will no longer be subject to many of the reporting
requirements and restrictions of the Exchange Act, including the reporting and short-swing profit
provisions of Section 16, and information about their compensation and stock ownership will not
be publicly available.

Following the Reclassification, we expect that the common stock of the Bank will continue to be
traded on the Pink Sheets and the Over the Counter Bulletin Board (OTCBB). In addition,
following the Reclassification, shares of the Class A Preferred Stock and the Class B Preferred
Stock will also be eligible for trading on the Pink Sheets and/or OTCBB if there is sufficient
market interest.

We will eliminate the direct and indirect costs and expenses associated with our registration under
the Exchange Act, which we estimate will be approximately $121,000 per year.

We estimate that professional fees and other expenses related to the Reclassification will be
approximately $119,000, which we intend to pay with existing working capital. Much of this
expense has been reflected in our 2009 results.

Pro forma diluted earnings (loss) per common share will decrease from ($1.26) per share to
($1.35) per share for the year ended December 31, 2009.

Book value per common equivalent share, which includes the Class A Preferred Stock and the
Class B Preferred Stock, will decrease on a pro forma basis from $6.58 to $6.57 as of
December 31, 2009.

The percentage of Community National Bank common stock owned by our executive officers and
directors as a group will increase from approximately 22.42% to 24.20%. We do not anticipate
that any of our executive officers or directors will receive either Class A Preferred Stock or Class
B Preferred Stock in the Reclassification. However, a total of 175 shares are held of record by the
spouses and children of certain directors. Unless ownership of these shares is consolidated or the
shares are transferred into street name to avoid reclassification, it is anticipated that these shares
will be reclassified into shares of either Class A Preferred Stock or Class B Preferred Stock. See
“—Security Ownership of Certain Beneficial Owners and Management” on page 56 for more
information regarding stock owned by our affiliates.

The decrease in the number of shares of common stock outstanding and the relatively small
number of shares of Class A Preferred Stock and Class B Preferred Stock that will be outstanding
after the Reclassification may further reduce the already limited liquidity of our common stock.
However, the Bank’s stock has little present liquidity, and the Bank does not anticipate a material
change in the liquidity of its capital stock as a result of the Reclassification.




For a more detailed description of these effects and the effects of the Reclassification on our affiliates and
shareholders generally, including those receiving either Class A Preferred Stock or Class B Preferred Stock and
those retaining common stock, see page 35.

o Reasons for the Reclassification. Our principal reasons for effecting the Reclassification are:

e The direct and indirect cost savings of approximately $250,000 per year that we expect to
experience as a result of the deregistration of our common stock under the Exchange Act; and

e Our belief that our shareholders have not benefited proportionately from the costs relating to the
registration of our common stock, principally as a result of the limited trading market for our
stock.

See page 22 for more detailed information.

e Fairness of the Reclassification. Based on a careful review of the facts and circumstances as described
beginning on page 25, our Board of Directors and each of our affiliates believe that the terms and
provisions of the Reclassification and the Class A Preferred Stock and the Class B Preferred Stock are
substantively and procedurally fair to our unaffiliated shareholders. Our Board of Directors
unanimously approved, and recommends that shareholders vote in favor of, the Reclassification.

Our affiliates are listed on page 32 and include all of our directors and executive officers. Because of
our affiliates” positions with Community National Bank, each is deemed to be engaged in the
Reclassification and has a conflict of interest with respect to the transaction because he or she is in a
position to structure it in a way that benefits his or her interests differently from the interests of
unaffiliated shareholders. At present, each of our directors and executive officers is the holder of record
of more than 1,000 shares of common stock, and we anticipate that they will retain these shares of
common stock in the transaction. In addition, a total of 175 shares are held of record by the spouses
and children of certain directors. Unless ownership of these shares is consolidated or the shares are
transferred into street name to avoid reclassification, it is anticipated that these shares will be
reclassified into shares of either Class A Preferred Stock or Class B Preferred Stock. After the
transaction, we anticipate that our directors and executive officers will be considered the beneficial
owner of approximately 24.20% of our common stock. See “—Security Ownership of Certain
Beneficial Owners and Management” on page 56 for more information regarding stock owned by our
affiliates.

In the course of determining that the Reclassification is fair to and in the best interests of our
unaffiliated shareholders, including both unaffiliated shareholders who will continue to hold shares of
common stock as well as those shareholders whose shares of common stock will be reclassified into
shares of Class A Preferred Stock or Class B Preferred Stock, the Board and each of our affiliates
considered a number of positive and negative factors affecting these groups of shareholders in making
their determinations. In connection with its fairness determination, the Board did not obtain any
appraisal or independent valuation of the Class A Preferred Stock, the Class B Preferred Stock or
common stock. The factors considered by the Board include—

e All shareholders will continue to hold an equity interest in Community National Bank, and no
shareholder will be forced to involuntarily liquidate his or her equity interest in the Bank, although
shareholders who wish to liquidate their holdings may do so through the exercise of dissenters’
rights;

e Holders of our common stock will have the opportunity to retain their common stock or receive
Class A Preferred Stock or Class B Preferred Stock by transferring or consolidating their shares or
placing them in (or removing them from) “street name” accounts as described above in “Avoiding
Reclassification by Consolidation or ‘Street Name’ Ownership;”




» The Board’s belief that the advantages and disadvantages of the rights, preferences and limitations
of the Class A Preferred Stock and/or Class B Preferred Stock will balance in comparison to the
relative rights of our common stock, given that the decreased value associated with the loss of
voting rights is offset by the increased value represented by the relative dividend preferences of
the Class A Preferred Stock and Class B Preferred Stock and that the Class A Preferred Stock is
entitled to vote and share equally in the proceeds with the common stock in the event of a change
in control of the Bank;

e Pro forma diluted earnings (loss) per common share will increase from ($1.26) per share to ($1.35)
per share for the year ended December 31, 2009.

*  Book value per common equivalent share, which includes the Class A Preferred Stock and Class B
Preferred Stock, will decrease on a pro forma basis from $6.58 to $6.57 as of December 31, 2009.

»  The Reclassification should not be a taxable event for shareholders, except for those who exercise
dissenters’ rights.

Effectiveness of the Reclassification. The Reclassification will not be effected unless approved by
at least two-thirds of the votes entitled to be cast on the Reclassification. If our common shareholders
vote to approve the Reclassification, no additional shareholder vote will be required for the Board of
Directors to designate the terms of the Class A Preferred Stock or the Class B Preferred Stock.
Assuming the shareholders approve the proposals, as shortly thereafter as is practicable, Community
National Bank will file the Articles of Amendment with the OCC to effect the Reclassification.
However, notwithstanding shareholder approval, at any time prior to the effective date of the
Reclassification, the Board of Directors may abandon the Reclassification without any further
shareholder action. If at any time prior to the effective date of the Reclassification the Board
determines that (1) the estimated cost of payments to dissenting shareholders or legal expenses
makes the Reclassification inadvisable or (2) the number of dissenting shareholders reflects a
material negative reaction among a significant portion of the shareholders, the Board may elect to
abandon the Reclassification.

We anticipate that the Reclassification will be effected in the second or third quarter of 2010. See
page 33 for more detailed information.

Conditions and Regulatory Approvals. Aside from approval of the Reclassification and the
Reclassification by our common shareholders, the Reclassification is also subject to (i) the OCC’s
review and approval of the terms of the Class A Preferred Stock and the Class B Preferred Stock; and
(ii) the OCC'’s review of a capital reduction plan relating to the potential disbursement of capital as a
result of shareholders exercising dissenters’ rights. These applications are being made simultaneously
with the filing of this proxy statement.

Dissenters’ Rights. Holders of our common stock are entitled to dissent from the Reclassification
under the National Bank Act and Article 23 of the Tennessee Business Corporation Act (Tenn. Code §
48-23-101, et. seq.). If you dissent, you are entitled to the statutory rights and remedies of dissenting
shareholders provided in Article 23 of the Tennessee Business Corporation Act so long as you comply
with the procedures of Article 23. Article 23 of the Tennessee Business Corporation Act provides that
a dissenting shareholder is entitled to receive cash in an amount equal to the “fair value” of his or her
shares.

To perfect dissenters’ rights, among other things, you must give the Bank written notice of your intent
to dissent from the Reclassification prior to the vote of the shareholders at the meeting and you must
not vote your shares in favor of the Reclassification. Any shareholder who returns a signed proxy but
fails to provide instructions as to the manner in which his or her shares are to be voted will be deemed
to have voted in favor of the Reclassification and will not be entitled to assert dissenters’ rights.




Generally, under Section 48-23-203 of the Tennessee Code, following approval of the Reclassification,
the Bank will make an initial offer of payment to dissenting shareholders, if any, of an amount it
estimates to be the “fair value” of the common stock, plus accrued interest, if any. If a dissenting
shareholder believes the payment offer is less than the fair value of the common stock, he or she may
notify the Bank of his or her estimate of fair value. If Community National Bank and any dissenting
shareholders cannot settle the amount of fair value, fair value will be determined in a court proceeding
in the appropriate state court. Should the appropriate state court decline to accept jurisdiction of an
appraisal action, the Bank must pay for binding arbitration by an independent third party to appraise the
stock, but the Bank will not be responsible for the costs of attorneys’ fees incurred by and the costs of
experts retained by the dissenting shareholders.

Further, should a substantial number of shareholders exercise dissenters’ rights, we will not proceed
with the Reclassification out of concerns over a potential capital reduction resulting from payments to
dissenting shareholders as well as concerns related to shareholder relations.

See page 11 and Appendix B for additional information regarding procedures for asserting dissenters’
rights and the determination of “fair value” of the common stock.




IMPORTANT NOTICES

Our common stock, our Class A Preferred Stock, and our Class B Preferred Stock are not deposits or bank
accounts and are not insured by the Federal Deposit Insurance Corporation (the “FDIC”) or any other governmental
agency.

We have not authorized any person to give any information or to make any representations other than the
information and statements included in this Proxy Statement. You should not rely on any other information. The
information contained in this Proxy Statement is correct only as of the date of this Proxy Statement, regardless of the
date it is delivered or when the Reclassification is effected.

We will update this Proxy Statement to reflect any factors or events arising after its date that individually or
together represent a material change in the information included in this document.

We make forward-looking statements in this Proxy Statement that are subject to risks and uncertainties.
Forward-looking statements include information about possible or assumed future results of the operations or our
performance after the Reclassification is accomplished. When we use words such as “believes,” “anticipates,”
“expects,” “intends,” “targeted,” and similar expressions, we are making forward-looking statements that are subject to
risks and uncertainties. Various future events or factors may cause our results of operations or performance to differ
materially from those expressed in our forward-looking statements. These factors include:

(1) changes in economic conditions, both nationally and in our primary market area;
(2) changes in governmental monetary and fiscal policies, as well as legislative and regulatory changes;

(3) the effect of changes in interest rates on the level and composition of deposits, loan demand, and the
values of loan collateral, securities and interest rate protection agreements;

(4) the effects of competition from other financial service providers operating in our primary market area and
elsewhere; and

(5) the failure of assumptions underlying the establishment of reserves for loan losses and estimations of
values of collateral and various financial assets and liabilities.

-10-



INFORMATION REGARDING THE ANNUAL MEETING OF SHAREHOLDERS
Time and Place of Meeting

We are soliciting proxies through this proxy statement for use at the annual meeting of Community National
Bank shareholders. The annual meeting will be held at 10:00 a.m., local time, on Monday, June 21, 2010, at the Rose
Center, 442 West Second North Street, Morristown, Tennessee 37814.

Record Date and Mailing Date

The close of business on April 12, 2010 is the record date for the determination of shareholders entitled to
notice of and to vote at the annual meeting. We first mailed the proxy statement and the accompanying form of proxy to
shareholders on or about May 12, 2010.

Number of Shares Outstanding

As of the close of business on the record date, Community National Bank had 4,000,000 shares of common
stock authorized, of which 1,891,426 shares were issued and outstanding, and 2,000,000 shares of preferred stock, no
par value authorized, none of which are issued and outstanding. Each outstanding share of our common stock is entitled
to one vote on all matters presented at the meeting.

Proposals to be Considered
Shareholders will be asked to vote on the following proposals:

1. Reclassification of Stock. To amend our Articles of Association to reclassify certain of our shares of
existing common stock into Class A Preferred Stock and Class B Preferred Stock for the purpose of discontinuing the
registration of our common stock under the Exchange Act.

2. Electing Directors. To elect four (4) directors to serve as Class | Directors of the Bank until the 2013
Annual Meeting of Shareholders and until their successors have been elected and qualified, and to elect one (1) director
to serve as a Class 1l Director of the Bank until the 2012 Annual Meeting of Shareholders and until his successor has
been elected and qualified.

3. Ratifying Auditors. To ratify the appointment of Pershing Yoakley & Associates, P.C. as the
independent auditors for the Bank for the fiscal year ending December 31, 2010.

4. Adjournment. To vote on a proposal to grant our management the authority to adjourn the meeting to
another time and date in order to allow the Board of Directors to solicit additional proxies or attendance at the meeting.

5. Other Business. To transact such other business as may properly come before the Annual Meeting or
any adjournment of the Annual Meeting.

The Articles of Amendment containing the proposed amendment described above, as well as the terms and
conditions of the Class A Preferred Stock and the Class B Preferred Stock, are attached as Appendix C to this proxy
statement.

Dissenters’ Rights

Under Tennessee and federal law, shareholders who comply with the procedures set forth in Article 23 of the
Tennessee Business Corporation Act (the “TBCA”) relating to dissenters’ appraisal rights are entitled to receive in cash
the fair value of his or her shares of common stock. A shareholder must comply strictly with the procedures set
forth under Tennessee law relating to dissenters’ rights, which, along with certain dispute resolution provisions
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of the National Bank Act, are set forth in Appendix B to this Proxy Statement. Failure to follow such procedures
will result in a termination or waiver of his or her dissenters’ rights. A vote in favor of the Reclassification will
constitute a waiver of your dissenters’ rights. Additionally, not voting in favor of the Reclassification, without
compliance with the other requirements, including sending us notice of your intent to dissent prior to the Annual
Meeting, does not perfect your dissenters’ rights.

To perfect dissenters’ appraisal rights, a holder of stock must not vote in favor of the proposed
Reclassification, and must deliver to us, before the vote is taken, written notice of the shareholder’s intent to demand
payment for his or her shares if the proposed Reclassification is effectuated. Such written notification should be
delivered either in person or by mail (certified mail, return receipt requested, is the recommended form of transmittal) to
Darwin K. Kilday, our Executive Vice President and Chief Financial Officer. A shareholder who does not properly
deliver this written notice is not entitled to payment for the shareholder’s shares.

Within ten (10) days after the corporate action is taken, we will send each shareholder who satisfied the
requirements above a dissenters’ notice. The dissenters’ notice will include direction as to where the shareholder must
send a payment demand, where and when the certificates for the shares must be deposited. The dissenters’ notice from
us will also set a date by which we must receive the payment demand, which date may not be fewer than thirty (30) nor
more than sixty (60) days after the date such dissenters’ notice is delivered. The dissenters’ notice will also be
accompanied by a copy of Article 23 of the TBCA and the dispute resolution provisions of the National Bank Act.

A shareholder asserting his or her appraisal rights must execute and send a payment demand to us and deposit
his or her certificates in accordance with the terms of the dissenters’ notice before the date specified in the dissenters’
notice.

A shareholder who does not send us a demand for payment and deposit his or her certificates by the date set
forth in the dissenters’ notice will no longer be entitled to dissenters’ appraisal rights.

A record shareholder may assert dissenters’ rights as to fewer than all the shares registered in his name only if
he dissents with respect to all shares beneficially owned by any one (1) beneficial shareholder and notifies the
corporation in writing of the name and address of each person on whose behalf he asserts dissenters’ rights. The rights
of a partial dissenter are determined as if the shares as to which he dissents and his other shares were registered in the
names of different shareholders.

Within ten days of the later of the date the proposed corporate action is taken, or receipt of a payment demand
if made within the prescribed period, we shall, by notice to each dissenter who complied with the above requirements,
offer to pay to such dissenter the amount we estimate to be the fair value of his or her shares, plus accrued interest. The
offer of payment will be accompanied by: (1) our balance sheet as of the end of a fiscal year ending not more than 16
months before the date of payment, an income statement for that year, a statement of changes in shareholders’ equity for
that year, and the latest available interim financial statements, if any; (2) a statement of our estimate of the fair value of
the shares; (3) an explanation of how the interest was calculated; (4) a statement of the dissenters’ right to demand
payment under Section 48-23-209 of the TBCA,; and (5) a copy of Article 23 of the TBCA and the dispute resolution
provisions of the National Bank Act.

If we do not take the proposed action within sixty (60) days after the date set for demanding payment and
depositing share certificates, we shall return the deposited certificates to the dissenting shareholders.

If the dissenting shareholder accepts our offer by written notice to us within thirty (30) days after our offer or is
deemed to have accepted such offer by failure to respond within said thirty (30) days, we shall make payment for his or
her shares within sixty (60) days after the making of the offer or the taking of the proposed corporate action, whichever
is later.

Should a dissenter choose not to accept our offer, the dissenter may notify us in writing of their own estimate
of the fair value of heir shares and amount of interest due and demand payment of their estimate of the fair value of their
shares and interest due, if: (i) they believe that the amount we offered is less than the fair value of their shares or that the
interest due is incorrectly calculated; or (ii) we, having failed to effectuate the Reclassification, do not return their
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deposited share certificates within sixty (60) days after the date set for demanding payment. A dissenting shareholder
will waive their right to demand payment under Section 48-23-209 of the TBCA and be deemed to have accepted our
offer unless they notify us of their demand in writing within 30 days after our offer of payment for their shares.

If a dissenting shareholder makes a demand for payment that remains unsettled, we shall commence, at our
sole expense, a proceeding within sixty (60) days after receiving the payment demand and petition a court of competent
jurisdiction to receive a judicial appraisal of the fair value of your shares and accrued interest. If we do not commence
the proceeding within the sixty (60) day period, we shall pay each dissenter whose demand remains unsettled the
amount demanded. We shall serve a copy of the petition in the proceeding upon each dissenting shareholder who is a
resident of the State of Tennessee in the manner provided by Tennessee law for the service of a summons and
complaint, and upon each nonresident dissenting shareholder either by registered or certified mail or statutory overnight
delivery or by publication, or in any other manner permitted by law. Each dissenter made a party to the proceeding is
entitled to judgment for the amount which the court finds to be the fair value of his shares, plus interest to the date of
judgment. Should the appropriate court refuse jurisdiction over the appraisal of the shares, the Bank will enter into
binding third-party arbitration, at its sole expense, with the dissenting shareholder to determine the fair value of the
dissenting shares.

No action by any dissenter to enforce dissenters’ rights shall be brought more than three years after a corporate
action was taken, regardless of whether notice of the corporate action and of the right to dissent was given by the
corporation in compliance with the provisions of Article 23 of the TBCA.

This is a summary of the material rights of a dissenting shareholder, and is qualified by reference to the
dissenters’ appraisal rights provisions contained in the TBCA and the National Bank Act, which are reproduced in full
in Appendix B to this Proxy Statement and are incorporated herein by reference. As previously approved by the OCC,
the National Bank Act pre-empts and supersedes state law in regard to the disposition of costs relating to certain dispute
resolution processes, including the Bank’s coverage of court costs and independent third party arbitration relating to the
appraisal of dissenting shares. If you intend to dissent from approval of the Reclassification, you should carefully
review the text of Appendix B and should also consult with your attorney. We will not give you any further notice of
the events giving rise to dissenters’ rights or any steps associated with perfecting dissenters’ rights, except as indicated
above or as otherwise required by law.

We plan to estimate the “fair value” of our shares of common stock from the average of two values, one using
a multiple of earnings and the other using book value. This price may also take into account the last known trade price
for the common stock. The Board may also choose to rely on an independent third party to determine the “fair value” of
our shares.

Finally, should a significant number of shareholders exercise their dissenters’ rights, we will not proceed with
the Reclassification out of concerns related to the costs of repurchasing the dissenting shares, as well as concerns related
generally to shareholder relations. The Board elected to pursue the Reclassification as it allowed all current
shareholders to maintain an equity position in the Bank while also reducing the Bank’s operating expenses in a cost-
effective manner.

Procedures for Voting by Proxy

If you properly sign, return and do not revoke your proxy, the persons appointed as proxies will vote your
shares according to the instructions you have specified on the proxy. If you sign and return your proxy but do not
specify how the persons appointed as proxies are to vote your shares, your proxy will be voted FOR approval of each of
the proposals identified in this proxy statement, and in the best judgment of the persons appointed as proxies on all
other matters that are unknown to us as of a reasonable time prior to this solicitation and that are properly brought
before the annual meeting.

You can revoke your proxy at any time before it is voted by delivering to Community National Bank’s
Corporate Secretary, 225 West First North Street, Morristown, Tennessee 37814, either a written revocation of the
proxy or a duly signed proxy bearing a later date or by attending the annual meeting and voting in person.
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Requirements for Shareholder Approval

A quorum will be present at the meeting if a majority of the outstanding shares of Community National Bank
common stock are represented in person or by valid proxy. Based on the 1,891,426 shares outstanding as of the record
date, a quorum will consist of 945,714 shares represented either in person or by proxy. We will count abstentions and
broker non-votes, which are described below, in determining whether a quorum exists.

Proposal One, relating to the reclassification amendment to Community National Bank’s Articles of
Association, requires approval by two-thirds of the shares of common stock outstanding as of the Record Date and
entitled to be voted at the meeting.

Proposal Two, relating to the election of four Class | Directors and one Class 111 Director, requires approval by
a plurality of the votes cast by the holders of shares of common stock entitled to vote with respect to this proposal. For
example, the four (4) nominees to serve as Class | Directors receiving the greatest number of votes will be elected.
Abstentions and Broker Non-Votes will have no effect on the outcome of the vote with respect to this proposal.

Proposal Three, as well as any other proposal that is properly brought before the Annual Meeting, will require
more votes cast in favor of such proposal than against the proposal. Abstentions and Broker Non-Votes will have no
effect on the outcome of the vote with respect to these proposals.

Proposal Four, relating to the authority of Community National Bank to adjourn the meeting, requires that the
number of shares voted in favor of the proposal exceed the number of shares voted against the proposal.

Community National Bank’s directors and executive officers beneficially own 424,143 shares, representing
approximately 22.42% of the outstanding shares of common stock. All of the directors and executive officers, including
all independent directors, have indicated that they each intend to vote his or her shares in favor of each of these four
proposals.

Abstentions and Broker Non-Votes. A shareholder who is present in person or by proxy at the Annual
Meeting and who abstains from voting on any or all proposals will be included in the number of shareholders present at
the Annual Meeting for the purpose of determining the presence of a quorum. Abstentions do not count as votes in
favor of or against a given matter.

Brokers who hold shares for the accounts of their clients may vote these shares either as directed by their
clients or in their own discretion if permitted by the exchange or other organization of which they are members. Proxies
that contain a broker vote on one or more proposals but no vote on one or more other proposals are referred to as
“broker non-votes” with respect to the proposal(s) not voted upon. Broker non-votes are included in determining the
presence of a quorum. A broker non-vote, however, does not count as a vote in favor of or against a particular proposal
for which the broker has no discretionary voting authority. Broker votes are permitted in connection with uncontested
elections of directors and proposals to ratify the appointment of independent accountants.

Abstentions and broker non-votes will have the effect of a vote against Proposal One, as approval of Proposal
One is dependent on the total number of affirmative votes received, but will have no effect on the other proposals, or to
our knowledge, on any other matter properly brought before the annual meeting.

Solicitation of Proxies

Proxies are being solicited by our Board of Directors, and Community National Bank pays all costs for such
solicitation. In addition, our directors, officers and employees may, without additional compensation, solicit proxies by
personal interview, telephone or fax. We will direct brokerage firms or other custodians, nominees or fiduciaries to
forward our proxy solicitation materials to the beneficial owners of common stock held of record by these institutions
and will reimburse them for the reasonable out-of-pocket expenses they incur in connection with this process.
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PROPOSAL ONE: APPROVAL OF THE RECLASSIFICATION AMENDMENT
Overview of the Reclassification

Structure. If this Proposal One is approved, the Reclassification will provide for the reclassification of shares
of our common stock held by shareholders who own between 200 and 999 shares into shares of Class A Preferred
Stock, and shares of our common stock held by shareholders who own less than 200 shares into shares of Class B
Preferred Stock. The Reclassification will be made on the basis of one share of Class A Preferred Stock or Class B
Preferred Stock as described above for each share of common stock held. The Board of Directors will designate the
terms and conditions of each of the Class A Preferred Stock and the Class B Preferred Stock; the terms of each class of
preferred stock are described more fully beginning on page 17 below.

Record shareholders holding 1,000 or more shares of common stock before the Reclassification will hold the
same number of shares of common stock following the Reclassification and record holders of less than 1,000 shares of
common stock will no longer hold common stock in the Bank. We intend, immediately following the Reclassification,
to terminate the registration of our shares of common stock and suspend our reporting obligations under the National
Bank Act and the Exchange Act.

If approved by our shareholders at the Annual Meeting and implemented by our Board of Directors, the
Reclassification will generally affect our shareholders as follows:

IF, PRIOR TO THE TRANSACTION,

YOU ARE A RECORD

SHAREHOLDER WITH AFTER THE TRANSACTION

Common stock held in “street name” The Reclassification will be effected at the record shareholder level as

through a nominee (such as a bank or reflected on the books of the Bank. Therefore, regardless of the number of

broker) beneficial holders or the number of shares held by each beneficial holder,
shares held in “street name” will be treated as subject to the
Reclassification based on the aggregate number of shares held in street
name. Consequently, even if you beneficially own only 100 shares of
common stock but they are held in street name prior to the
Reclassification, you will continue to beneficially own 100 shares of
common stock after the Reclassification.

1,000 or more shares You will continue to own your shares of common stock, and we expect

that the common stock of the Bank will continue to be traded on the Pink
Sheets and the Over the Counter Bulletin Board (OTCBB).

Between 200 and 999 shares You will no longer hold shares of our common stock. Instead, you will
hold a number of shares of Class A Preferred Stock equal to the same
number of shares of common stock that you held before the
Reclassification. Shares of Class A Preferred Stock will be eligible for
trading on the Pink Sheets and/or OTCBB if there is sufficient market
interest. Sales may also be made in privately negotiated transactions.

Less than 200 shares You will no longer hold shares of our common stock. Instead, you will
hold a number of shares of Class B Preferred Stock equal to the same
number of shares of common stock that you held before the
Reclassification. Shares of Class B Preferred Stock will be eligible for
trading on the Pink Sheets and/or OTCBB if there is sufficient market
interest. Sales may also be made in privately negotiated transactions.

The effects of the Reclassification on each group of shareholders are described more fully below under
“- Effects of the Reclassification on Shareholders of Community National Bank” beginning on page 35 and the effects
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on the Bank are described more fully below under “- Effects of the Reclassification on Community National Bank”
beginning on page 33.

Determination of Shares “Held of Record.” Each shareholder who is the record holder of between 200 to 999
shares of Community National Bank common stock, as reflected on the books of the Bank, will receive one share of
Class A Preferred Stock for each share of Community National Bank common stock they own on the effective date of
the Reclassification. In addition, each shareholder who is the record holder of fewer than 200 shares of Community
National Bank common stock, as reflected on the books of the Bank, will receive one share of Class B Preferred Stock
for each share of Community National Bank common stock they own on the effective date of the Reclassification. A
record holder on the books of the Bank of 1,000 or more shares will be unaffected. Because SEC rules require that we
count “record holders” for purposes of determining our reporting obligations, the Reclassification is based on shares
held of record without regard to the ultimate control of the shares. For administrative efficiency, the Reclassification
considers holders of record based upon the records of the Bank as of the effective date of the Reclassification.

Generally speaking, a shareholder “of record” is the shareholder whose name is listed on the front of the stock
certificate, regardless of who ultimately has the power to vote or sell the shares. For example, if a shareholder holds
separate certificates individually, as a joint tenant with someone else, as trustee, and in an IRA, those four certificates
represent shares held by four different record holders, even if a single shareholder controls the voting or disposition of
those shares. For OCC counting purposes, shares held by a broker in *“street name” on a shareholder’s behalf are held of
record by the broker. However, because brokers who manage their positions through DTC appear on the records of the
Bank under the name of DTC’s partnership nominee, Cede & Co., as a single holder of record, all broker positions
managed through DTC will be aggregated for purposes of the Reclassification. As a result, you can avoid
reclassification of your shares by placing your shares into “street name” with a broker that manages its account through
DTC.

A single shareholder with 1,000 or more shares held in various accounts could receive Class A Preferred Stock
or Class B Preferred Stock in the Reclassification for all of his or her shares if those accounts individually hold fewer
than 1,000 shares. To avoid this, the shareholder could either consolidate his or her ownership into a single form of
ownership representing 1,000 or more shares, or acquire additional shares in the market prior to the effective date of the
Reclassification, or place all of the shares into a “street name” account with a broker that manages its position through
DTC.

Legal Effectiveness. As soon as practicable after shareholder approval, we will file Articles of Amendment to
our Articles of Association with the OCC and will send a Letter of Transmittal to all record holders of Community
National Bank common stock who are entitled to receive either Class A Preferred Stock or Class B Preferred Stock in
the Reclassification directing them to submit their common stock certificates for exchange. The Reclassification will be
effective upon the filing of the Articles of Amendment with the OCC. We anticipate that this will occur in the second or
third quarter of 2010.

On the effective date of the Reclassification, each shareholder who owns fewer than 1,000 shares of record, as
reflected on the books of the Bank, immediately prior to the Reclassification will not have any rights as a holder of
Community National Bank common stock and will instead have the rights of either a Class A Preferred or Class B
Preferred shareholder.

Regulatory Requirements. In connection with the Reclassification, we will be required to make a number of
filings with, and obtain a number of approvals from, various federal and state governmental agencies, including:

e filing of the terms of the Class A Preferred Stock and the Class B Preferred Stock with the OCC for its
review and approval, in accordance with the National Bank Act;

e filing of a regulatory application with the OCC for approval of a capital reduction plan relating to the
possible capital expenditures of the Bank in response to the exercise of dissenters’ rights by holders of our
common stock, in accordance with the National Bank Act and the Tennessee Business Corporation Act;
and
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e complying with federal securities laws, including filing of this Proxy Statement on Schedule 14A and a
transaction statement on Schedule 13E-3 with the OCC.

Accounting Treatment. The accounting treatment of the Reclassification will be in accordance with U.S.
generally accepted accounting principles. For shares of common stock purchased from dissenters, additional paid-in
capital will be reduced by the amount paid for the shares.

Fees and Expenses. We will be responsible for paying the Reclassification related fees and expenses,
consisting primarily of fees and expenses of our attorneys and accountants and other related charges. We estimate that
our expenses will total approximately $119,000, assuming the Reclassification is completed. This amount consists of
the following estimated fees:

Description Amount

Legal fees and expenses $100,000
Accounting fees and expenses 2,000
Printing and mailing costs 17,000
Total $119,000

We anticipate that these fees will be paid through cash-on-hand, and much of the expense has been reflected in
our 2009 results.

Exchange of Stock Certificates for Class A Preferred Stock or Class B Preferred Stock. The Letter of
Transmittal will provide the means by which shareholders will surrender their Community National Bank common
stock certificates and obtain either the Class A Preferred Stock or the Class B Preferred Stock certificates to which they
are entitled. If certificates evidencing Community National Bank common stock have been lost or destroyed, the Bank
may, in its sole discretion, accept a duly executed affidavit and indemnity agreement of loss or destruction in a form
satisfactory to the Bank in lieu of the lost or destroyed certificate. If a certificate is lost or destroyed, the shareholder
will be required to submit, in addition to other documents, a bond or other security, satisfactory to the Board,
indemnifying Community National Bank and all other persons against any losses incurred as a consequence of the
issuance of a new stock certificate. Shareholders whose certificates have been lost or destroyed should contact the Bank
as soon as possible. Additional instructions regarding lost or destroyed stock certificates will be included in the Letter of
Transmittal that will be sent to shareholders after the Reclassification becomes effective.

Except as described above with respect to lost stock certificates, there will be no service charges or costs
payable by shareholders in connection with the exchange of their common stock certificates for Class A Preferred Stock
or the Class B Preferred Stock certificates in the Reclassification. Community National Bank will bear these costs.

The Letter of Transmittal will be sent to shareholders promptly after the effective date of the
Reclassification. Do not send in your common stock certificates until you have received the Letter of Transmittal.
Assuming you submit your common stock certificates promptly thereafter, we expect that you will receive your
Class A Preferred Stock or Class B Preferred Stock certificates approximately four weeks after the effective date
of the Reclassification.

Terms of the Class A Preferred Stock
General

The shares of Class A Preferred Stock to be issued in the Reclassification will be fully paid and nonassessable
shares of Class A Preferred Stock.
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Rank

The Class A Preferred Stock, with respect to dividend rights, ranks senior to the common stock and to all other
classes and class of equity securities of the Bank, other than the Class B Preferred Stock and any classes or class of
equity securities that we subsequently issue ranking on a parity with, or senior to the Class A Preferred Stock, as to
dividend rights. The relative rights and preferences of the Class A Preferred Stock may be subordinated to the relative
rights and preferences of holders of subsequent issues of other class or classes of Class A Preferred Stock and equity
securities designated by our Board of Directors. The Class A Preferred Stock is junior to indebtedness issued from time
to time by the company, including notes and debentures.

Dividend Rights

In the event that dividends are paid on our common stock, holders of Class A Preferred Stock shall be entitled
to receive dividends which are 105% of the dividends paid on our common stock. No dividend, however, may be paid
to the holders of the Class A Preferred Stock unless dividends are also paid to the holders of shares of the Class B
Preferred Stock. We are not required to pay any dividends on the Class A Preferred Stock, and dividends will not
cumulate, and any dividends on the Class A Preferred Stock will not accumulate to future periods and will not represent
a contingent liability. As a national bank, the Bank is subject to the dividend restrictions set forth by the OCC. Under
such restrictions, the Bank may not, without the prior approval of the OCC, declare dividends in any one year in excess
of the sum of the Bank’s current year earnings plus undistributed Bank earnings from the prior two years. In addition,
under applicable OCC guidelines, we are not permitted to issue dividends until the Bank achieves cumulative
profitability.

For additional information regarding the ability of the Bank to pay dividends and the regulatory and statutory
limitations on that ability, please refer to “INFORMATION ABOUT COMMUNITY NATIONAL BANK - Market for
Our Common Equity and Related Matters — Dividends” on page 58.

Voting Rights

Holders of Class A Preferred Stock shall have no general voting control over the Bank and shall be entitled to
vote only upon any merger, share exchange, sale of substantially all of the assets, voluntary dissolution of the Bank, on
proposals that would change the rights and privileges of the Class A Preferred Stock, or as otherwise required by law.
On those matters on which the holders of the Class A Preferred Stock are entitled to vote, the holders have the right to
one vote for each such share, and are entitled to receive notice of any shareholders’ meeting held to act upon such
matters in accordance with our bylaws. Except as may otherwise be provided for by law, the holders of Class A
Preferred Stock vote together with the holders of common stock on matters to which they are entitled to vote.

Conversion Rights

The shares of Class A Preferred Stock are automatically converted to shares of common stock at a 1:1 ratio on
a change in control of the Bank. The shares are not convertible otherwise.

Liquidation Rights

Holders of Class A Preferred Stock are entitled to a distribution of assets of Community National Bank in the
event of any voluntary or involuntary liquidation, dissolution or winding-up of Community National Bank, on a basis
with the holders of common stock The Class A Preferred Stock is entitled to distribution of assets following
distribution of amounts designated to holders of Class B Preferred Stock, and prior to distribution of assets to holders of
the common stock.
Preemptive or Anti-Dilutive Rights

Holders of Class A Preferred Stock do not have any preemptive rights to purchase any additional shares of
Class A Preferred Stock or shares of any other class of our capital stock that may be issued in the future or any
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protection from having their interest in the Bank economically diluted through the issuance of additional shares of
stock.

Terms of the Class B Preferred Stock
General

The shares of Class B Preferred Stock to be issued in the Reclassification will be fully paid and nonassessable
shares of Class B Preferred Stock.

Rank

The Class B Preferred Stock, with respect to dividend rights, ranks senior to the common stock, the Class A
Preferred Stock, and to all other classes and class of equity securities of the company, other than any classes or class of
equity securities that we subsequently issue ranking on a parity with, or senior to the Class B Preferred Stock, as to
dividend rights. The relative rights and preferences of the Class B Preferred Stock may be subordinated to the relative
rights and preferences of holders of subsequent issues of other class or classes of Class B Preferred Stock and equity
securities designated by our Board of Directors. The Class B Preferred Stock is junior to indebtedness issued from time
to time by the company, including notes and debentures.

Dividend Rights

In the event that dividends are paid on our common stock or Class A Preferred Stock, holders of Class B
Preferred Stock shall be entitled to receive dividends which are equal to 110% of the dividends paid on our common
stock. We are not required to pay any dividends on the Class B Preferred Stock, and any dividends on the Class B
Preferred Stock will not accumulate to future periods and will not represent a contingent liability. As a national bank,
the Bank is subject to the dividend restrictions set forth by the OCC. Under such restrictions, the Bank may not,
without the prior approval of the OCC, declare dividends in any one year in excess of the sum of the Bank’s current
year earnings plus undistributed Bank earnings from the prior two years. In addition, under applicable OCC guidelines,
we are not permitted to issue dividends until the Bank achieves cumulative profitability.

For additional information regarding the ability of the Bank to pay dividends and the regulatory and statutory
limitations on that ability, please refer to “INFORMATION ABOUT COMMUNITY NATIONAL BANK — Market for
Our Common Equity and Related Matters — Dividends” on page 58.

Voting Rights

Holders of Class B Preferred Stock shall have no general voting control over the Bank and shall have no voting
rights except on proposals that would change the rights and privileges of the Class B Preferred Stock, or except as
otherwise required by law. On those matters on which the holders of the Class B Preferred are entitled to vote, the
holders have the right to one vote for each such share, and are entitled to receive notice of any shareholders’ meeting
held to act upon such matters in accordance with our bylaws. Except as may otherwise be provided for by law, the
holders of Class B common stock vote together with the holders of common stock and Class A Preferred Stock on
matters to which they are entitled to vote. If a proposed amendment would uniquely affect the Class B Preferred Stock
in one or more of the ways described above, the shares of the Class B Preferred Stock would be entitled to vote as a
separate voting group on the proposed amendment.

Conversion Rights

The shares of Class B Preferred Stock are automatically converted to shares of common stock at a 1:1 ratio on
a change in control of the Bank. The shares are not convertible otherwise.
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Liquidation Rights

Holders of Class B Preferred Stock are entitled to a distribution of assets of Community National Bank in the
event of any voluntary or involuntary liquidation, dissolution or winding-up of Community National Bank, on a basis
with the holders of common stock. The Class B Preferred Stock is entitled to distribution of assets prior to the
distribution of assets to the holders of the Class A Preferred Stock and holders of the common stock.

Preemptive/Anti-Dilutive Rights

Holders of Class B Preferred Stock do not have any preemptive rights to purchase any additional shares of
Class B Preferred Stock or shares of any other class of our capital stock that may be issued in the future, or any
protection from having their interest in the Bank economically diluted through the issuance of additional shares of
stock.

SPECIAL FACTORS RELATING TO THE RECLASSIFICATION
Background of the Reclassification

We became a publicly reporting company in 2004. As a reporting company under the National Bank Act and
the Exchange Act, we are required to prepare and file with the OCC, among other items, the following:

e Annual Reports on Form 10-K;

e Quarterly Reports on Form 10-Q;

»  Proxy Statements and related materials as required by Regulation 14A under the Exchange Act;
e Current Reports on Form 8-K; and

»  On-going reports regarding stock transfers by affiliates and insiders.

In addition to the administrative burden on management required to prepare these reports, the costs associated with
these reports and other filing obligations comprise a significant corporate expense. These costs include securities
counsel fees, auditor fees, costs of printing and mailing shareholder documents and other miscellaneous costs associated
with filing periodic reports with the OCC. Administrative burdens include the time spent preparing the periodic reports
and monitoring compliance with Section 16 of the Exchange Act, including preparing forms relating to such
compliance. These registration and reporting related costs have been increasing over the years, and we believe they will
continue to increase. While we complied with these requirements and believe they are generally beneficial to our
shareholders, the compliance costs have steadily increased while our personnel resources available to deal with these
requirements has remained constant.

In 2008, in response to the declining state of the national economy in general, the state of the capital markets
with respect to financial institutions in particular, and a desire to improve the profitability of the Bank, our Board of
Directors undertook a proactive examination of potential strategic alternatives to improve the Bank going forward. In
view of the extensive nature of our compliance obligations and the Bank’s limited personnel and economic resources,
the Board of Directors directed management to evaluate, among other alternatives, a “going private” transaction as a
possible strategic alternative. This form of transaction had been discussed preliminarily by management, the Board of
Directors and legal counsel, Bryan Cave LLP, among other strategic alternatives periodically. In light of the need to
obtain OCC and shareholder approval, and the timing requirements associated therein, the Board deferred action on a
going private transaction. However, the Board approved the de-listing of the Bank’s securities from the Nasdaq stock
market, effective December 29, 2008. The Bank delisted from the Nasdaq stock market to reduce and more effectively
manage its regulatory and administrative costs, and to enable Bank management to better focus on the growth and
development of the Bank’s business and prospects.

On July 10, 2009, members of Bryan Cave LLP met with the Board of Directors at a special board meeting to
discuss the potential positive and negative aspects of a “going private” transaction and discussed whether such a
transaction could be appropriate for the Bank. The relative costs and benefits of various transactional structures,
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including a reclassification, cash-out merger, reverse stock split and tender offer were discussed in some specific detail.
Counsel summarized potential terms of a going private transaction, including possible designations for the classes of
preferred stock and possible thresholds for a reclassification.

In order to cause the common stock, Class A Preferred Stock, and Class B Preferred Stock each to be a
different class of stock under the applicable federal securities laws, the Board discussed with counsel the various
possible rights and designations of the preferred stock. With respect to voting, counsel recommended that there be a
distinction in the voting rights of each class. For example, while holders of the common stock would continue to hold
unlimited voting rights, recipients of the Class A Preferred Stock could have their voting rights limited to transactions
involving a change in control of the Bank, such as a merger or sale, any proposed amendments to the Articles of
Association that would amend the relative rights and terms of the Class A Preferred Stock, or where otherwise required
by law, while the Class B Preferred Stock holders would only have voting rights as required by law.

Counsel also discussed differing dividend rights as another method of drawing a distinction between the three
classes. For example, the Class A Preferred Stock could have a right to dividends not less than 105% of the dividends
paid to the common shareholders, and the Class B Preferred Stock could be granted a dividend right of 110% of any
dividends paid to the common shareholders. These distinctions would not only help provide a distinction between the
classes, but could also help compensate for the loss of voting rights.

Counsel also discussed that the classes of preferred stock could provide that the shares would automatically
convert into common stock upon a merger, share exchange or other transaction that results in the disposition of all or
substantially all of the assets of the Bank. Counsel expressed the possibility that the distinction in voting and dividend
rights could offset each other. Counsel also discussed that the cutoff for the number of shares held prior to the
Reclassification in order to be reclassified into the Class A Preferred Stock or Class B Preferred Stock could be based
entirely upon the number of holders of record in each group, with thresholds established to divide the groups based
upon the registration requirement thresholds.

Because the Bank does not have a holding company, its securities reporting obligations are to the OCC rather
than the SEC, lending additional uncertainty to a reclassification transaction. While the SEC had seen dozens of
comparable transactions over the last several years, the OCC had not. Counsel expressed concern that a going private
transaction of this sort would be considered a novel transaction by the OCC. Following discussion by the Board and
management with counsel, the Board found the Reclassification transaction to be one that should merit further action
and requested that counsel begin preparing an initial proposal for a reclassification transaction that would be consistent
with the general principles and consideration of the Board to that point.

Over the next several months, management and counsel reviewed and evaluated existing guidance from the
OCC regarding comparable transactions, and conducted preliminary discussions with the OCC. Based on these
discussions with the OCC, management advised the Board of Directors that counsel believed that OCC approval of the
transaction, assuming a two-third shareholder approval and provision of dissenters’ rights, would receive due
consideration by the OCC upon a submission of a formal written request. On October 19, 2009, the Board of Directors
authorized counsel to prepare and submit a formal written request, and on November 6, 2009, the request was submitted
by counsel to the OCC. Following a number of subsequent conversations between counsel and the OCC, on February
11, 2010, the OCC confirmed the Bank could, following appropriate regulatory approvals as further discussed in this
proxy statement, effect the proposed share reclassification.

Accordingly, management instructed counsel to prepare a formal draft of this proxy statement and
accompanying Articles Amendment to effect the Reclassification. At its regularly scheduled Board Meeting on March
15, 2010, the Board reviewed a draft of the proxy statement, the designations of the classes of preferred stock, and the
thresholds for which shares would be reclassified. In addition to the members of the Board, this meeting was attended
via teleconference by legal counsel.

At this time, the Board’s discussion focused on the relative costs and benefits of being a public company as
described in “—Purpose of the Reclassification” and on the possibility of using various transactional structures
including a cash-out merger, reverse stock split or tender offer as well as a reclassification to effect the transaction. The
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Board first decided that going private would be in the Bank’s best interests for the reasons described in “—Purpose of
the Reclassification.” Among other items, members of the Board of Directors highlighted the potential cost savings
related to the Reclassification and the limited existing market for the Bank’s stock, as well as the ability of holders of
the Bank’s common stock to maintain their equity interest in the Bank following a reclassification transaction. After
further discussion, the Board determined that a reclassification transaction presented the best solution for the Bank and
its shareholders.

The Board discussed in more specific detail the possible effects of the Reclassification, as outlined below in
“—Effects of the Reclassification on Community National Bank, —Effects of the Reclassification on Shareholders
Generally, —Effects of the Reclassification on Affiliates,” and “—Effects of the Reclassification on Unaffiliated
Shareholders.” The Board also discussed and affirmed the substantive and procedural fairness of the terms of the “going
private” transaction to unaffiliated shareholders receiving Class A Preferred Stock or Class B Preferred Stock and to
those retaining common stock as described in “—Recommendation of the Board of Directors; Fairness of the
Reclassification.”

The Board determined it to be in the best interests of the Bank to amend its Articles of Association to designate
sufficient shares of new classes of Class A Preferred Stock and Class B Preferred Stock to effect the Reclassification.
Management presented the proposed 200 and 1,000 share thresholds, which it had concluded, with counsel’s advice,
represented the optimal division point based on the relative record ownership of the Bank’s shareholders and the need to
reduce the number of common shareholders of record under the Exchange Act to below 300 and generate two classes of
preferred shareholders, each with fewer than 500 shareholders of record, while also leaving room for expansion in each
class. The Board approved the 200 and 1,000 share reclassification thresholds, the proposed terms of the Class A
Preferred Stock, and the proposed terms of the Class B Preferred Stock. The Board directed management to finalize the
drafting of a proxy statement and related documents for the Reclassification.

Following Board approval, management, with the assistance of counsel, completed the proxy statement and
related documents for the Reclassification and circulated to the affiliates of the Bank for review and execution of the
Schedule 13E-3. On April 12, 2010, the Bank filed its preliminary proxy statement and Schedule 13E-3 with the OCC.

Reasons for the Reclassification; Fairness of the Reclassification; Board Recommendation
Reasons for the Reclassification

Since de-listing our stock with NASDAQ in 2008, shares of our common stock are traded on the Over the
Counter Bulletin Board (OTCBB) and the Pink Sheets. As a locally-owned community bank whose common stock is
traded relatively infrequently (See “INFORMATION ABOUT COMMUNITY NATIONAL BANK - Market for Our
Common Equity and Related Matters” below for additional information), we have struggled to justify the costs
associated with being a publicly-traded company. In 2009, management, along with its accounting and legal advisors,
began to discuss alternatives to reduce costs associated with Exchange Act compliance, including the burdens of
Section 404 of the Sarbanes-Oxley Act (SOX), and the other costs and time expended in complying with the registered
securities rules. We are undertaking the Reclassification at this time to suspend our reporting obligations under the
National Bank Act and the Exchange Act in order to save the Bank and our shareholders the substantial costs associated
with being a reporting company, and these costs are expected to increase over time. The specific factors considered in
electing at this time to undertake the Reclassification and suspend our reporting obligations are as follows:

*  We estimate that the reduction in the number of common shareholders and the suspension of our reporting
requirements under the Exchange Act will result in net savings of approximately $90,000 per year. This
estimate does not include anticipated SOX compliance expenses, which are described in a table set forth
below, and that will be eliminated entirely as a result of the Reclassification. Barring completion of the
Reclassification, we would anticipate incurring these costs annually starting this year.

We estimate that we incur the following fees and expenses related to the preparation, review and filing of
periodic reports on Form 10-K and Form 10-Q and annual proxy statements:
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Legal Fees $ 52,500

Independent Auditor Fees 63,000
Proxy Solicitation, Printing and Mailing Costs 17,000
Management and Staff Time 12,500
Total Annual Public Reporting Costs (Exclusive of Anticipated

SOX Costs) $ 145,000

We will continue to have our financial statements audited and will prepare an annual report for our
shareholders. We expect to incur lower costs due to the elimination of review by our auditors of our
quarterly and annual reports filed with the OCC as well as simplified disclosure. We expect to incur the
following fees and expenses related to the preparation and review of such annual reports:

Legal Fees $ 5,000
Independent Auditor Fees 44,000
Proxy Solicitation, Printing and Mailing Costs 3,500
Management and Staff Time 2,500
Total Annual Private Reporting Costs $ 55,000

As a result of these lower costs, we anticipate a net savings of approximately $90,000 related to the
preparation of an annual report for our shareholders in lieu of compliance with the periodic reporting
requirements under the National Bank Act and the Exchange Act.

Legal Fees $ 47,500
Independent Auditor Fees 19,000
Proxy Solicitation, Printing and Mailing Costs 13,500
Management and Staff Time 10,000

Net Annual Costs Savings (Exclusive of Anticipated SOX Costs) $ 90,000

We also expect to save the following fees and expenses related to compliance with the requirements of
Section 404 of SOX on an annual basis. Going forward, barring completion of the Reclassification, we
would anticipate incurring these costs annually starting this year.

Annual Consulting Fees (including IT compliance review) $ 67,500
Independent Auditor Fees — SOX Audit and Internal Testing 30,000
Management and Staff Time 63,000
Total Annual Costs (Only 404 Costs) $ 160,500

This results in a total estimated cost savings of approximately $250,000 annually based on current costs
for our periodic and annual reporting, as well as costs related to compliance with SOX.

We expect to continue to provide our shareholders with Bank financial information by disseminating our
annual reports, but, as noted above, the costs associated with these reports are substantially less than those
we incur currently;

In our Board of Directors’ judgment, little or no justification exists for the continuing direct and indirect
costs of registration under the Exchange Act, given the low trading volume in our common stock and that
we do not expect to raise capital in the public market in the near future. If it becomes necessary to raise
additional capital, we believe that there are adequate sources of additional capital available, although we
recognize that there can be no assurance that we will be able to raise additional capital when required, or
that the cost of additional capital will be attractive;
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e Operating as a non-reporting company will reduce the burden on our management that arises from the
increasingly stringent Exchange Act reporting requirements, thus allowing management to focus more of
its attention on our customers and the community in which we operate; and

» The Reclassification proposal allows those shareholders receiving shares of Class A Preferred Stock or
Class B Preferred Stock to still retain an equity interest in Community National Bank and therefore
participate at the same value per share as holders of common stock in the event of any sale of Community
National Bank.

We considered that some shareholders may prefer that we continue as a reporting company under the National
Bank Act and the Exchange Act, which is a factor weighing against the Reclassification. However, we believe that the
disadvantages of remaining a public company subject to the registration and reporting requirements of the National
Bank Act and the Exchange Act outweigh any advantages. Since de-listing our stock with NASDAQ in 2008, shares of
our common stock are traded on the Over the Counter Bulletin Board (OTCBB) and the Pink Sheets. Also, we have no
present intention to raise capital through sales of securities in a public offering in the future or to acquire other business
entities using stock as the consideration for such acquisition. Accordingly, we are not likely to make use of any
advantage that our status as a reporting company under the National Bank Act and the Exchange Act may offer.

In view of the wide variety of factors considered in connection with its evaluation of the Reclassification, our
Board of Directors did not find it practicable to, and did not quantify or otherwise attempt to assign relative weights to
the specific factors it considered in reaching its determinations.

The Reclassification, if completed, will have different effects on the holders of common stock and those
receiving shares of Class A Preferred Stock or Class B Preferred Stock. You also should read “- Our Position as to the
Fairness of the Reclassification” beginning on page 25 and “- Effects of the Reclassification on Shareholders of
Community National Bank” beginning on page 33 for more information regarding the effects of the Reclassification.

We considered various alternative transactions to accomplish the proposed transaction, including a tender
offer, a reverse stock split, and a merger whereby shareholders owning less than a certain number of shares would be
“cashed out.” Ultimately, however, the Board elected to proceed with the Reclassification because the alternatives
would be more costly, might not have reduced the number of shareholders below 300 and would not allow all
shareholders to retain an equity interest in Community National Bank. Our Board believes that by implementing a
“going private” transaction, our management will be better positioned to focus its attention on our customers and the
communities in which we operate, and we will reduce our expenses. See “- Purpose and Structure of the
Reclassification” on page 32 for further information as to why this Reclassification structure was chosen.

In making our decision to proceed with the Reclassification, we considered other alternatives. We rejected
these alternatives because we believed the Reclassification would be the simplest and most cost-effective manner in
which to achieve the purposes described above. These alternatives included:

Cash-Out Merger without Share Reclassification. The Board considered the reorganization of the
Bank through a merger with a new corporation formed solely to effect a reorganization. In a cash-out merger,
shareholders owning fewer than 1,000 shares of our common stock would receive cash in exchange for their
shares and all other shares of our common stock would have remained outstanding. Accordingly, a cash-out
merger would not offer all shareholders an opportunity to retain an equity interest in us, and, as such, they
would be unable to participate in future growth and earnings of the Bank, or to benefit from any future value
received as a result of the sale of the Bank. While shareholders could consolidate their accounts or acquire
sufficient shares to meet or exceed the 1,000-share threshold in order to retain an equity interest in the Bank,
the Board preferred to structure a transaction that would allow shareholders to retain an equity interest without
being required to pay for additional shares or consolidate their holdings in a way that might not otherwise be
advantageous for them. Additionally, the receipt of cash in exchange for shares of common stock would
generally result in a negative tax consequence for those shareholders receiving cash. Assuming that all of the
139,299 shares held of record by shareholders owning fewer than 1,000 shares as of December 31, 2009 were
exchanged for $3.00 in cash (the highest known share purchase price in the fourth quarter), the capital cost of
the transaction would be approximately $418 thousand. In light of the significant anticipated capital cost and
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the elimination of the opportunity for all shareholders to retain an equity interest, the Board rejected this
alternative.

Cash-Out Merger with Share Reclassification. The Board also considered a share reclassification
transaction in which some of our shareholders would retain their common stock, some would receive shares of
a newly created series of preferred stock, and some would receive cash in exchange for their shares. In such a
cash-out merger, shareholders owning fewer than 200 shares of our common stock would receive cash in
exchange for their shares, shareholders owning between 200 and 999 shares of our common stock would have
received shares of a newly created series of preferred stock with voting and dividend rights that would have
distinguished it from our common stock, and all other shares of our common stock would have remained
outstanding. Like a cash-out merger without a share reclassification, such a cash-out merger would not offer
all shareholders an opportunity to retain an equity interest in us, to participate in future growth and earnings of
the Bank, or to benefit from any future value received as a result of the sale of the Bank. While shareholders
could consolidate their accounts or acquire sufficient shares to meet or exceed the 200-share threshold in order
to retain an equity interest in the Bank, the Board preferred to structure a transaction that would allow
shareholders to retain an equity interest without being required to pay for additional shares or consolidate their
holdings in a way that might not otherwise be advantageous for them. Additionally, the receipt of cash in
exchange for shares of common stock would generally result in a negative tax consequence for those
shareholders receiving cash. Assuming that all of the 21,890 shares held of record by shareholders owning
fewer than 200 shares as of December 31, 2009 were exchanged for $3.00 in cash (the highest known share
purchase price in the first quarter of 2010), the capital cost of the transaction would be approximately $66
thousand. In light of the significant anticipated capital cost and the elimination of the opportunity for all
shareholders to retain an equity interest, the Board rejected this alternative.

Reverse Stock Split. The Board considered declaring a reverse stock split at a ratio of 1-for-1,000,
with cash payments to shareholders who would hold less than one share on a post-split basis. This alternative
would also have the effect of reducing the number of shareholders, but would require us either to account for
outstanding fractional shares after the transaction, engage in a forward stock split at the reverse split ratio, or
pay cash to shareholders holding any resulting fractional shares. Like the cash-out merger described above, a
reverse stock split would not have offered all shareholders an opportunity to retain an equity interest in our
company. As a result, a reverse stock split was rejected for the same reasons as the cash-out merger
alternative.

Issuer Tender Offer. We also considered an issuer tender offer to repurchase shares of our
outstanding common stock. The results of an issuer tender offer would be unpredictable, however, due to its
voluntary nature. We were uncertain as to whether this alternative would result in shares being tendered by a
sufficient number of shareholders so as to result in our common stock being held by fewer than 300
shareholders of record. As a result, we also rejected this alternative.

Expense Reductions in Other Areas. While we might be able to offset the expenses relating to
registration under the Exchange Act by reducing expenses in other areas, we have not pursued such an
alternative because there are no areas in which we could achieve comparable savings without adversely
affecting a vital part of our business or impeding our opportunity to grow. Our most significant area of
potential savings would involve personnel costs, and we are already thinly staffed. We believe the expense
savings a reclassification would enable us to accomplish will not adversely affect our ability to execute our
business plan, but will instead position us to execute it more efficiently. For these reasons, we did not analyze
cost reductions in other areas as an alternative to the Reclassification.

Business Combination. We have neither sought nor received any proposals from third parties for any
business combination transactions such as a merger, consolidation, or sale of all or substantially all of our
assets. Our Board did not seek any such proposals because these types of transactions are inconsistent with the
narrower purpose of the proposed transaction, which is to discontinue our reporting obligations under the
National Bank Act and the Exchange Act. The Board believes that by implementing a deregistration
transaction, our management will be better positioned to focus its attention on our customers and the
communities in which we operate and expenses will be reduced.
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Maintaining the Status Quo. The Board considered maintaining the status quo. In that case, we
would continue to incur the significant expenses, as outlined in “—Reasons for the Reclassification; Fairness
of the Reclassification; Board Recommendation” beginning on page 22, of being a reporting company under
the National Bank Act and the Exchange Act without the expected commensurate benefits. Thus, the Board
considered maintaining the status quo not to be in the best interests of the Bank or its unaffiliated shareholders.

Our Position as to the Fairness of the Reclassification

Based on a careful review of the facts and circumstances relating to the Reclassification, our Board of
Directors and our executive officers believe that the “going private” transaction, including all the terms and provisions
of the Reclassification, are substantively and procedurally fair to all unaffiliated shareholders as a whole, as well as each
group of our unaffiliated shareholders, specifically our unaffiliated shareholders who will retain their shares of common
stock, our unaffiliated shareholders who will receive shares of our Class A Preferred Stock and our unaffiliated
shareholders who will receive shares of our Class B Preferred Stock. Our Board of Directors, including our
independent directors, unanimously approved the Reclassification and has recommended that our shareholders vote
“For” the Reclassification.

Substantive Fairness

In concluding that the terms and conditions of the Amendment to our Articles of Association and the
Reclassification are substantively fair to unaffiliated shareholders, our Board of Directors considered a number of
factors. In its consideration of both the procedural and substantive fairness of the transaction, our Board considered the
potential effect of the transaction as it relates to all shareholders generally, to shareholders receiving Class A Preferred
Stock or Class B Preferred Stock and to shareholders continuing to own shares of common stock. See “- Effects of the
Reclassification on Shareholders of Community National Bank” beginning on page 35.

The factors that our Board of Directors considered positive for all shareholders, including both those that will
continue to hold common stock as well as those will have their shares converted into Class A or Class B Preferred
Stock, included the following:

» our common stock trades infrequently, with only 45 days of trading during 2009, involving only 124,700
shares, or approximately 6.59%, of our outstanding common stock, a volume that our Board felt did not
provide our shareholders with sufficient opportunity to obtain cash for their shares easily;

» following the Reclassification, we expect that the common stock of the Bank will continue to be traded on
the Pink Sheets and the Over the Counter Bulletin Board (OTCBB). In addition, following the
Reclassification, shares of the Class A Preferred Stock and the Class B Preferred Stock will also be
eligible for trading on the Pink Sheets and/or OTCBB if there is sufficient market interest. Consequently,
we believe that the Reclassification will have little practical effect on trading.

« our smaller shareholders who prefer to remain as holders of common stock of the Bank, may elect to do so
by acquiring sufficient shares so that they hold at least 1,000 shares of common stock in their own names
immediately prior to the Reclassification, or may seek to transfer their shares into “street name” with a
broker that would own at least 1,000 shares of common stock;

»  beneficial owners who hold their shares in “street name,” who would receive shares of Class A or Class B
Preferred Stock if they were record owners instead of beneficial owners, and who wish to receive shares of
Class A or Class B Preferred Stock as if they were record owners instead of beneficial owners, can work
with their broker or nominee to transfer their shares into a record account in their own name so that they
receive shares of Class A Preferred Stock or Class B Preferred Stock;

» shareholders would have the opportunity to liquidate their shares of common stock through the exercise of
dissenters’ rights;
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» shareholders receive limited benefit from our being a reporting company under the National Bank Act and
the Exchange Act because of our small size, the lack of analyst coverage and the very limited trading of
our common stock compared to the costs associated with the disclosure and procedural requirements of
Sarbanes-Oxley Act, in addition to the legal, accounting and administrative costs in being a public
company; accordingly we believe that the costs to our shareholders of being a public company are not
commensurate with the benefits to our shareholders of being a public company;

e notwithstanding that the Bank will suspend its reporting obligations under the National Bank Act and the
Exchange Act, the Bank will remain subject to both internal and external audit controls, as well as
supervision by various regulatory agencies, with the Bank still required to report a significant amount of
financial information publicly through the filing of quarterly call reports with the OCC;

» the Reclassification should not result in a taxable event for any of the shareholders; and

» all shareholders will realize the potential benefits of termination of registration of our common stock,
including reduced expenses of approximately $90,000 per year as a result of no longer needing to comply
with the reporting requirements of the National Bank Act and the Exchange Act.

In addition to the positive factors applicable to all of our shareholders set forth above, the factors that our
Board of Directors considered positive for those shareholders receiving Class A Preferred Stock or Class B Preferred
Stock included:

e they would continue to have an equity interest in Community National Bank and therefore participate in
any future value received as a result of any sale of the Bank at the same value per share as holders of
common stock;

» the holders would receive a premium in the payment of any dividends by the Bank, and, in the unlikely
event of the liquidation or dissolution of the Bank, before any payment is made to the holders of the
common stock, the holders of the Class A Preferred Stock and the Class B Preferred Stock would be
entitled to be paid in full (on a per share basis); and

* no brokerage or other transaction costs are to be incurred by them in connection with the reclassification
of their shares of common stock into Class A Preferred Stock or Class B Preferred Stock.

Our Board considered each of the foregoing factors to weigh in favor of the substantive fairness of the
Reclassification to all of our shareholders, whether they are shareholders continuing to hold common stock or
shareholders having their shares of common stock converted into Class A Preferred Stock or Class B Preferred Stock.

Our Board is aware of, and has considered, the impact of certain adverse factors on the substantive fairness of
the Reclassification to our shareholders receiving Class A Preferred Stock or Class B Preferred Stock. In particular, the
factors that our Board of Directors considered as potentially negative for those shareholders receiving Class A Preferred
Stock or Class B Preferred Stock included:

» they will be required to surrender their shares involuntarily in exchange for the Class A Preferred Stock or
Class B Preferred Stock, although they will still have the opportunity to participate in any future growth
and earnings of the Bank; and

» they will lose voting rights except in certain limited situations, which loss may result in making the shares
of Class A Preferred Stock or Class B Preferred Stock less valuable; although the Board considered the
potential loss in value, and took into account the fact that the premium on the dividends for the Class A
Preferred Stock and Class B Preferred Stock may have the benefit of making this stock more valuable then
the common.

The factors that our Board of Directors considered as potentially negative for all shareholders included:
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» following the Reclassification, you will continue to have limited ability to transfer your shares of our
common stock, Class A Preferred Stock and Class B Preferred Stock because our shares will be tradable
only in privately-negotiated transactions, although based on the historically low trading volume for the
common stock, and the fact that the stock has never been listed on any exchange, this will not vary from
the current situation and is expected to have limited impact;

e you will have reduced access to our financial information once we are no longer a reporting company
under the National Bank Act and the Exchange Act, although we do intend to continue to provide all
shareholders with our annual reports and periodic information (e.g., shareholder letters that would include
information updating our financial performance and any other news affecting the Bank, such as new
offices, acquisitions, economic updates or new product offerings);

» you will lose certain statutory safeguards since we will no longer be subject to the requirements of the
Sarbanes-Oxley Act, which require our CEO & CFO to certify as to our financial statements and internal
controls over financial reporting and as to the accuracy of our reports filed with the OCC; and

« you will lose certain protections currently provided under the Exchange Act, as amended, such as
limitations on short-swing transactions by executive officers and directors under Section 16 of the
Exchange Act.

Our Board of Directors believes that these adverse factors did not, individually or in the aggregate, outweigh
the overall substantive fairness of the Reclassification to our shareholders and that the adverse factors are outweighed
by the positive factors previously described.

Determination of Exchange Ratio

Our Board of Directors believes that the exchange of one share of common stock for one share of Class A
Preferred Stock or one share of Class B Preferred Stock, depending on the number of shares of common stock held prior
to the Reclassification, is fair to our unaffiliated shareholders.

While the Class A Preferred Stock and the Class B Preferred Stock both have limited voting rights, the Board
determined that the value of the Class A Preferred Stock and the Class B Preferred Stock are equivalent to the value of
the common stock because both classes of preferred stock have the right to equal participation with common stock in a
change in control and both contain a dividend and liquidation preference to the common stock, notwithstanding that
dividends on each of the classes of preferred stock are non-cumulative and payable at the discretion of the Board of
Directors and liquidation of the Bank is unlikely for the foreseeable future. This determination was made based on the
Board’s review of the relative rights and preferences of each class of preferred stock as compared to the common stock,
and no quantitative analysis of the value of Class A Preferred Stock, the Class B Preferred Stock or common stock was
considered. Specifically, the Board weighed subjectively the collective advantages of the two classes of preferred
stock—the existence and amounts of the respective dividends and, to a lesser extent, liquidation preferences—against
the relative advantages of the common stock, such as unlimited voting rights and the resulting right to select the Bank’s
Board of Directors and thereby determine its strategic direction, and determined that those rights were in balance. It also
weighed subjectively the relative disadvantages of the two classes of preferred stock and the common stock—the
general lack of voting power in the case of the Class A Preferred Stock and the Class B Preferred Stock and the
subordination in terms of rank, dividends and liquidation preference in the case of the common stock, and determined
that the relative drawbacks were also in balance. Finally, it considered the benefits that would be shared by the classes,
such as the voting and consideration payable upon a change in control, and the ability to benefit from the expense
savings of the Reclassification and share in future growth of the Bank, and determined that these represented factors that
would have the same immediate and long-term effect on the value of each class. As a result of these analyses, the Board
determined that the advantages and disadvantages of the terms of the Class A Preferred Stock and the Class B Preferred
Stock were in balance compared to those of our common stock and that a one-for-one exchange ratio between each class
of preferred stock and the common stock was therefore appropriate.

The Board did not consider that holders of the Class A Preferred Stock and the Class B Preferred Stock who
sold their stock subsequent to the Reclassification but prior to the declaration of a dividend on either Class A Preferred
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Stock and the Class B Preferred Stock or the liquidation of the Bank or holders of the common stock that sold their
shares subsequent to the Reclassification but prior to a matter being brought before the common shareholders for a vote
may not directly realize the respective, relative benefits of the Class A Preferred Stock and the Class B Preferred Stock
and the common stock following the Reclassification

Although the Class A Preferred Stock and the Class B Preferred Stock each have substantially different rights
and preferences from our common stock, the Board believes that the value of each class of preferred stock is equivalent
to our common stock. Although the Class A Preferred Stock and the Class B Preferred Stock are generally nonvoting,
each will enjoy a preference on dividends relative to the common stock when and if declared by the Board of Directors
in its discretion. The Board determined subjectively and in its business judgment based on its discretionary view of the
matter, that the decrease in value based on the nonvoting nature of the Class A Preferred Stock and the Class B
Preferred Stock is balanced by an increase in value attributable to the potential for increased dividend flow. The
liquidation preference of each class of our preferred stock relative to our common stock, while an advantage for the
holders of our Class A Preferred Stock and the Class B Preferred Stock, is not as significant in the banking industry as it
is in others, as banks generally liquidate only following being taken into receivership by the FDIC, and generally lack
assets to distribute to equity holders under such circumstances. The Board does not expect the Bank to be liquidated in
the foreseeable future. The Board therefore gave the liquidation preference of each class of preferred stock less weight
than the other factors it considered in determining the relative balance of the value of the preferred stock versus the
common stock. Because the Board believes the value of the Class A Preferred Stock and the Class B Preferred Stock are
each equivalent to the value of the common stock, the actual cash value of the shares in each class is immaterial to the
determination of the fairness of the Reclassification because those values would be the same. Additionally, an appraisal
of the two classes of preferred stock was not necessary for tax purposes because the Bank determined that the
Reclassification should not be taxable to shareholders receiving Class A Preferred Stock and the Class B Preferred
Stock or to shareholders retaining common stock. As a result, the Board decided not to seek an independent valuation or
appraisal of either Class A Preferred Stock and the Class B Preferred Stock or the common stock from a financial
advisor.

In reaching its conclusion that the Reclassification is substantively fair to our unaffiliated shareholders who
will receive Class A Preferred Stock or the Class B Preferred Stock and who will retain their shares of common stock,
the Board did not consider the current or historical market price of our common stock, repurchase prices we paid for our
common stock (which are shown in “INFORMATION ABOUT COMMUNITY NATIONAL BANK—Recent Affiliate
Transactions in Community National Bank Stock” and “—Market for Our Common Equity and Related Matters™), our
net book value ($6.57 per share at December 31, 2009), our going concern value, or the liquidation value of our assets
to be material because shareholders are not being “cashed out” in connection with the Reclassification. Shareholders
receiving Class A Preferred Stock or Class B Preferred Stock will continue to hold an equity interest in the Bank and
will participate equally with the holders of common stock on the sale or a change in control of the Bank. Additionally,
the Board determined that the overall terms of the Class A Preferred Stock and the Class B Preferred Stock were fair to
all of our unaffiliated shareholders. In the Board’s opinion, the qualitative advantages and disadvantages of the terms of
the Class A Preferred Stock and the Class B Preferred Stock, when compared to the rights and preferences attributable
to the common stock, are balanced. Therefore, the Board determined no quantitative analysis, such as a review of the
current, historical or repurchase prices of our common stock, our net book value or going concern value, or the
liquidation value of our assets, was necessary and did not undertake a quantitative analysis. For the same reasons, the
Board also did not request or receive any reports, opinions or appraisals from any outside party relating to the value of
each of the Class A Preferred Stock and the Class B Preferred Stock. There have not been any firm offers to acquire the
Bank.

Moreover, with respect to the current and historical market prices of our common stock, there is a limited
market for our common stock. Accordingly, because of the limited market price information for the Board to consider,
it did not consider any repurchases by the Bank over the past two years or any report, opinion or appraisal, or firm
offers by unaffiliated parties within the past two years.

The Board is not aware of any material contracts, negotiations or transactions, other than in conjunction with
the Reclassification as described in “—Background of the Reclassification” on page 20, or as otherwise disclosed in the
reports filed by the Bank under the Exchange Act, during the preceding two years for (1) the merger or consolidation of
Community National Bank into or with another person or entity; (2) the sale or other transfer of all or any substantial
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part of the assets of Community National Bank; (3) a tender offer for any outstanding shares of Community National
Bank common stock; or (4) the election of directors to our Board.

Procedural Fairness

We believe that the Reclassification is procedurally fair to all of our shareholders. In concluding that the
Reclassification, including the Class A Preferred Stock or Class B Preferred Stock to be received by holders of common
stock, is procedurally fair to our shareholders, our Board of Directors considered a number of factors. The factors that
our Board of Directors considered positive for all shareholders, included the following:

» the Reclassification is being effected in accordance with all applicable requirements of federal and
Tennessee law;

e management and our Board considered alternative methods of effecting a transaction that would result in
our becoming a non-reporting company, each of which was determined to be impractical, more expensive
than the Reclassification, involving a cash-out of certain of our shareholders, or potentially ineffective in
achieving the goals of allowing shareholders to retain an equity ownership in the Bank while at the same
time, eliminating the costs and burdens of public company status;

» our shareholders will have the opportunity to exercise dissenters’ rights under federal and Tennessee law
to the extent that they do not believe that the 1:1 exchange ratio of their shares of common stock into Class
A Preferred Stock or Class B Preferred Stock is acceptable or fair to them; and

» shareholders will have the opportunity to determine whether or not they will remain shareholders owning
common stock, or shares of Class A Preferred Stock or Class B Preferred Stock after the Reclassification
by acquiring sufficient shares so that they hold at least 1,000 shares of common stock immediately prior to
the Reclassification or disposing or subdividing sufficient shares so that they hold less than 1,000 shares of
common stock immediately prior to the Reclassification, so long as they act sufficiently in advance of the
Reclassification so that the sale or purchase is reflected in our shareholder records by the close of business
(local time) on June 28, 2010, the expected effective date of the Reclassification, although due to the
limited market for our common stock, shareholders may have difficulty in acquiring shares.

Our Board of Directors considered each of the foregoing factors to weigh in favor of the procedural fairness of
the Reclassification to all of our shareholders, whether they are receiving shares of Class A Preferred Stock or Class B
Preferred Stock or will continue to hold shares of common stock.

The Board is aware of, and has considered, the impact of other factors which could adversely affect both
shareholders receiving Class A Preferred Stock or Class B Preferred Stock as well as those continuing to own common
stock, on the procedural fairness of the Reclassification:

e although members of the Board have a potential conflict of interest since they will primarily retain shares
of common stock based on current ownership, neither the full Board nor any of the independent directors
retained an independent, unaffiliated representative to act solely on behalf of the shareholders receiving
shares of Class A Preferred Stock or Class B Preferred Stock for the purpose of negotiating the terms of
the Reclassification;

« we did not receive a report, opinion, or appraisal from an outside party as to the value of our common
stock or Class A Preferred Stock or Class B Preferred Stock, the fairness of the transaction to those
shareholders receiving shares of Class A Preferred Stock or Class B Preferred Stock, or the fairness of the
transaction to the Bank.

Our Board of Directors believes that the foregoing adverse factors do not, individually or in the aggregate,
outweigh the overall procedural fairness of the Reclassification to our shareholders, whether receiving shares of Class A
Preferred Stock or Class B Preferred Stock or continuing to own shares of common stock, and the foregoing factors are
outweighed by the procedural safeguards previously described. In particular, the Board felt that the consideration of the
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transaction by the full Board, whose sole conflict of interest is a relatively insignificant increase in aggregate share
ownership of common stock following the Reclassification (equaling an increase of 1.78%, from 22.42% to 24.20%, in
total share ownership for all directors and executive officers, inclusive of their exercisable options) and who will be
treated identically to other shareholders in the Reclassification, was a sufficient procedural safeguard that made it
unnecessary to retain an independent fairness advisor.

In addition, with respect to the determination not to seek a valuation, our Board felt that the fact that
shareholders receiving Class A Preferred Stock or Class B Preferred Stock would continue to retain an equity interest in
the Bank and also would receive premiums to holders of common stock in any payment of dividends by the Bank,
presented sufficient protection in value to such shareholders. However, no assurances can be given that any dividend
will be declared or, if declared, what the amount of such dividend would be or whether such dividends would continue
in future periods.

Approval of the Reclassification by a majority of the unaffiliated shareholders is not required. Our Board of
Directors believes that such a provision is unnecessary in light of the facts that: (i) the provisions of the Reclassification
apply regardless of whether a shareholder is an affiliate, and shareholders will receive either Class A Preferred Stock or
Class B Preferred Stock, or will retain their common stock, based on the number of shares owned and regardless of
whether they are affiliated or unaffiliated shareholders; and (ii) although our affiliated shareholders beneficially own
22.42% of the outstanding stock, approval of the Reclassification will require two-thirds of the outstanding shares
eligible to vote in favor of the Reclassification in order to effect it and, therefore, the affiliated shareholders do not
solely control the outcome of the vote on the Reclassification. Our Board of Directors also determined that the other
safeguards regarding the procedural fairness of the transaction as described above supported its decision not to require
separate approval of the Reclassification by the unaffiliated shareholders.

The Board also considered whether there is any impact on the value of the Class A Preferred Stock and Class B
Preferred Stock as compared to the common stock due to the limited voting rights held by the Class A Preferred Stock
and Class B Preferred Stock. The Board determined the difference in voting rights was generally offset by the preferred
dividend rights. Moreover, the Board determined that the difference in voting rights was not material since the holders
of common stock whose shares would be converted into Class A Preferred Stock or Class B Preferred Stock in the
transaction currently own a minority of our shares, or approximately 7.36% of the outstanding shares of common stock
and voting rights. Conversely, the holders of the outstanding shares of common stock whose shares will be continued
after the transaction currently own shares representing approximately 92.64% of the outstanding voting rights, and will
continue to control the vote of the Bank after the Reclassification.

Therefore, we believe that the Reclassification is substantively and procedurally fair to all shareholders. In
reaching this determination, we have not assigned specific weights to particular factors, but have considered all factors
as a whole. None of the factors that we considered led us to believe that the Reclassification is unfair to any of our
shareholders.

We have not made any provision in connection with the Reclassification to grant you access to our corporate
files or to obtain appraisal services at our expense. With respect to access to our corporate files, under Section 48-26-
102 of the Tennessee Business Corporation Act, shareholders of a corporation are entitled to inspect and copy, during
regular business hours, records of the Bank that are required to be kept at the Bank’s principal office which include: (1)
current Articles of Association; (2) current bylaws; (3) resolutions relating to the rights and preferences of the
outstanding stock of the Bank; (4) minutes of shareholder meetings and records of all actions taken without a meeting
for the past three years; (5) all written communications to shareholders over the last three years; (6) names and business
addresses of the Bank’s officers and directors; and (7) the most recent annual report delivered to the OCC. The
shareholder must give the Bank written notice at least five business days in advance of any inspection. In addition, a
shareholder may inspect the following records only if (1) the shareholder’s demand to see such records is made in good
faith and for a proper purpose, (2) that purpose is described with reasonable specificity, (3) the records inspected are
directly connected to that purpose and (4) the shareholder gives the Bank written notice at least five business days
beforehand. Records eligible for inspection are excerpts of any meeting of the Board of Directors, records of any action
of a Board committee, records of any action taken without a meeting, accounting records and the record of shareholders.
Under the National Bank Act (12 U.S.C. § 62), the Bank is required to make available to shareholders at our main
office, upon their request, a full and correct list of the names and residences of all the shareholders of the Bank, and the
number of shares held by each. In light of the extensive access shareholders are given to the Bank’s records under the
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TBCA and the National Bank Act, the Board believed these statutory safeguards adequately protect shareholders ability
to access information on the Bank. Furthermore, our Board determined that this Proxy Statement, together with our
other filings made under the Exchange Act, and shareholders’ ability to access our corporate records under Tennessee
law and the National Bank Act, as described above, provide you with adequate information. With respect to obtaining
appraisal services at our expense, except in the circumstance of a shareholder exercising statutory dissenters’ rights, the
Board did not consider these actions necessary or customary.

Determination of Fairness by Community National Bank Affiliates

Our affiliates consist of our directors and executive officers, and holders of a significant portion of our common
stock:

Steven J. Adams Ronald D. Ailey
Jerry C. Cranford Uriel Edde, Jr.
Samuel F. Grigshy, Jr. Charles A. Hughes
Darwin K. Kilday Claude Leroy Royston
Thomas D. Rush, Jr. M. Edward Stiner, Jr.
Eric N. Ward Donald Watson

For each of our affiliates, their purpose and reasons for engaging in the Reclassification, alternatives considered
and analyses regarding substantive and procedural fairness of the Reclassification to unaffiliated shareholders receiving
either Class A Preferred Stock or Class B Preferred Stock in the Reclassification and to those retaining their shares of
common stock were the same as those of the Board of Directors, and each of these affiliates adopted the analyses of the
Board of Directors with respect to these issues. Based on these factors and analyses, each of our affiliates has concluded
that the Reclassification is procedurally and substantively fair to our unaffiliated shareholders who will receive either
Class A Preferred Stock or Class B Preferred Stock and to our unaffiliated shareholders who will retain their shares of
common stock. See, “— Our Position as to the Fairness of the Reclassification — Substantive Fairness,” beginning on
page 26, and “ — Procedural Fairness,” beginning on page 29 for a description of the analyses of the Board of Directors
as to these issues.

Our affiliates are deemed to be “filing persons” for purposes of this transaction. The business address and
telephone number of each filing person listed on the cover of this Schedule is c/o Community National Bank of the
Lakeway Area, 225 West First North Street, Morristown, Tennessee 37814, telephone (423) 587-2345. Each filing
person is a citizen of the United States and is a director of the Bank. Samuel F. Grigsby, Jr. is also the Chairman and
Chief Executive Officer of the Bank, Charles A. Hughes is also the President of the Bank, Darwin K. Kilday is also its
Executive Vice President and Chief Financial Officer, M. Edward Stiner, Jr. is its Regional President and Thomas D.
Rush, Jr. is its Executive Vice President. For more information regarding the filing persons, see “PROPOSAL TWO -
ELECTING DIRECTORS—Director Nominees,” and “PROPOSAL TWO — ELECTING DIRECTORS—Continuing
Directors,” on pages 44-45. No filing person has been (i) convicted in a criminal proceeding (other than traffic
violations or similar misdemeanors) or (ii) party to any judicial or administrative proceeding (other than matters that
were dismissed without sanction or settlement) that resulted in a judgment, decree or final order enjoining the person
from future violations of, or prohibiting activities subject to, federal or state securities laws, or a finding of any violation
of federal or state securities laws during the past five years.

Purpose and Structure of the Reclassification
The purposes of the Reclassification are to:

* reduce the number of holders of record of our common stock to under 300, which will suspend our
reporting requirements under the National Bank Act and the Exchange Act, thereby achieving significant
cost savings;
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» allow all of our shareholders to retain an equity interest in the Bank; and

» allow our management to refocus time spent on reporting obligations under the National Bank Act and the
Exchange Act to our business operations and growth.

For further background on the reasons for undertaking the Reclassification at this time, see “- Background of
the Reclassification” beginning on page 20 and “- Reasons for the Reclassification; Fairness of the Reclassification;
Board Recommendation” beginning on page 22.

Effects of the Reclassification on Community National Bank
The Reclassification will have various effects on Community National Bank, which are described below.
Effect of the Proposed Transaction on Our Outstanding Common Stock

Our Articles of Association currently authorizes the issuance of 4,000,000 shares of voting common stock.
The number of authorized shares of common stock will remain unchanged after completion of the Reclassification. As
of the record date, the number of outstanding shares of common stock was 1,891,426. Based upon our best estimates, if
the Reclassification had been consummated as of the record date, and assuming no shareholders exercise dissenters’
rights, the number of outstanding shares of common stock will be reduced from 1,891,426 to approximately 1,752,127.
The shares of common stock that will be reclassified as Class A Preferred Stock or Class B Preferred Stock will be
retired and held as authorized but unissued common stock.

We have no current plans, arrangements or understandings to issue any common stock except as options may
be exercised pursuant to our stock option plans. However, in the event that we later desire to issue additional shares of
stock in order to raise capital or as part of an acquisition, the requirement to limit the number of holders of record could
be impeded.

Effect of the Proposed Transaction on Our Class A Preferred Stock and Class B Preferred Stock

Our Articles of Association currently authorize us to issue up to 2,000,000 shares of preferred stock, the
designation powers, preferences and relative rights of which are determined by an article of amendment to the Articles
of Association approved solely by the Board of Directors. An amendment to our Articles of Association, which was
approved by the Board of Directors on March 15, 2010, authorizes the issuance of up to 200,000 shares of Class A
Preferred Stock and up to 100,000 shares of Class B Preferred Stock. The shares of Class A Preferred Stock or Class B
Preferred Stock that will be issued in the Reclassification constitute two new and separate classes of preferred stock
having those rights described in “- Terms of the Class A Preferred Stock” beginning on page 17, “- Terms of the
Class B Preferred Stock” beginning on page 19, as well as in the attached Appendix A. Based on current estimates,
after completion of the Reclassification, we will have approximately 117,409 shares of Class A Preferred Stock
outstanding and 21,890 shares of Class B Preferred Stock outstanding. For additional information regarding our capital
structure after the Reclassification, see “-- Description of Capital Stock” beginning on page 42. If approved by our
shareholders, the Reclassification will be completed during the second or third quarter of 2010.

Termination of our Registration and Reporting Requirements under the National Bank Act and the Exchange
Act

Upon the completion of the Reclassification, we expect that our common stock will be held by fewer than 300
record shareholders and each of the Class A and Class B Preferred Stock will be held by fewer than 500 record
shareholders. Accordingly, our obligation to continue to file periodic reports with the OCC will be suspended pursuant
to Rule 12g-4 and Rule 12h-3 of the Exchange Act. We will apply for suspension of our reporting obligations as soon
as practicable following completion of the Reclassification. Following completion of the Reclassification, we intend to
continue to provide our shareholders with financial information by continuing to disseminate our annual reports.

The suspension of the filing obligations will substantially reduce the information required to be furnished by us
to our shareholders and to the OCC. We estimate that we will save approximately $90,000 in annual and periodic
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reporting costs on an annual basis. See “—Reasons for the Reclassification; Fairness of the Reclassification; Board
Recommendation” beginning page 22 for a breakdown of these anticipated savings.

Effect on Trading of Common Stock

Following the Reclassification, we expect that the common stock of the Bank will continue to be traded on the
Pink Sheets and the Over the Counter Bulletin Board (OTCBB). In addition, following the Reclassification, shares of
the Class A Preferred Stock and the Class B Preferred Stock will also be eligible for trading on the Pink Sheets and/or
OTCBB if there is sufficient market interest. Consequently, we believe that the Reclassification will have little practical
effect on trading.

Other Financial Effects of the Reclassification

We expect that the professional fees and other expenses related to the Reclassification will be approximately
$119,000, much of which has been reflected in our 2009 results. We plan to pay these fees and expenses out of our
existing working capital and do not expect that the payment of these expenses will have a material adverse effect on our
capital adequacy, liquidity, results of operations or cash flow.

Effect on Outstanding Options

We currently have an option plan, the 2002 Stock Option Plan, under which our officers may purchase shares
of our common stock. The Reclassification will not affect any outstanding options and each option, after the
Reclassification, will continue to be exercisable for one share of common stock. There are currently outstanding
options to purchase 123,250 shares of common stock under the 2002 Stock Option Plan at a weighted average strike
price of $13.50 per share, of which all are vested.

Effect on Conduct of Business after the Reclassification

We expect our business and operations to continue as they are currently being conducted and, except as
disclosed below, the Reclassification is not anticipated to have any effect upon the conduct of our business.

Effect on Our Directors and Executive Officers

It is not anticipated that the Reclassification will have any effect on our directors and executive officers, other
than with respect to their relative share ownership, and related changes in the book value and earnings per share
associated with those shares. We expect that all of our directors and executive officers will hold more than 1,000 shares
at the effective time of the Reclassification. As a result, they will continue to hold the same number of shares after the
Reclassification. However, because the total outstanding shares of common stock will be reduced, this group will hold
a larger relative percentage of the voting common stock of the company. As of the record date, these directors and
executive officers beneficially held 424,143 shares collectively, or 22.42% of our common stock (including their
exercisable options to purchase shares of common stock). Based upon our estimates, taking into account the effect of
the Reclassification on our outstanding shares as described above, the directors and executive officers will beneficially
hold 24.20% of our common stock collectively (including exercisable stock options).

In connection with the suspension of our reporting obligations under the National Bank Act and the Exchange
Act, our directors and executive officers will no longer be subject to the reporting and short-swing profit rules of
Section 16 of the Exchange Act, and thus may realize “short-swing” profits on purchase and sales of our securities that
occur within a six-month period. Currently, under Section 16 of the Exchange Act, the Bank is entitled to receive any
short-swing profits from the affiliate. In addition, information about our directors and executive officers compensation
and stock ownership will no longer be publicly available. The suspension of our reporting obligation will also relieve
our directors and executive officers from liability under Section 18 of the Exchange Act for any statements made by him
or her in any our filings under the Exchange Act that, in light of the circumstances at the time the statement is made, is
false or misleading with respect to any material fact.
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Because our reporting obligations under the National Bank Act and the Exchange Act will be suspended, our
executive officers and directors will be deprived of the ability to dispose of their shares of our common stock under
Rule 144 of the Securities Act of 1933, which provides a “safe harbor” for resales of stock by affiliates of an issuer. As
a result, they will need to resell their shares in a private transaction, which could result in a lower purchase price for the
shares.

Because all shares issued in the Reclassification will be equivalent to common shares in the event of a
liquidation or sale of the Bank, the Reclassification will not have a material effect on the value of our directors and
executive officers’ interest in the Bank, in the Bank’s book value per common equivalent share or in the Bank’s diluted
earnings per share.

Effects of the Reclassification on Shareholders of Community National Bank

The general effects of the Reclassification on the shareholders owning common stock and the shareholders
who will own Class A Preferred Stock or Class B Preferred Stock are described below.

Effects of the Reclassification on Shareholders Receiving Class A Preferred Stock

The Reclassification will have both positive and negative effects on the shareholders receiving Class A
Preferred Stock. Our Board of Directors considered each of the following effects in approving the Reclassification.

Positive Effects:
As a result of the Reclassification, the shareholders receiving Class A Preferred Stock will:
e be entitled to receive a dividend premium equal to 105% of any dividend paid on the common stock; and

* have dissenters’ rights in connection with the Reclassification. See “INFORMATION REGARDING THE
ANNUAL MEETING OF SHAREHOLDERS - Dissenters’ Rights” beginning on page 11.

Negative Effects:

As a result of the Reclassification, the shareholders receiving Class A Preferred Stock will:

» have their voting rights limited to matters involving (i) a change in the rights an privileges of the Class A
Preferred Stock; (ii) a merger, sale of all or substantially all of the assets of the Bank or transfer of shares
that would involve a change in control of the Bank; or (iii) where otherwise required by law; this would
effectively preclude holders of the Class A Preferred Stock from casting votes to elect directors in future
years, and

e continue to hold shares that, like our shares of common stock, will not have any public trading market.

Effects of the Reclassification on Shareholders Receiving Class B Preferred Stock

The Reclassification will have both positive and negative effects on the shareholders receiving Class B
Preferred Stock. Our Board of Directors considered each of the following effects in approving the Reclassification.

Positive Effects:
As a result of the Reclassification, the shareholders receiving Class B Preferred Stock will:

»  be entitled to receive a dividend premium equal to the greater of 110% of any dividend paid on the shares
of common stock; and
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» have dissenters’ rights in connection with the Reclassification. See “INFORMATION REGARDING THE
ANNUAL MEETING OF SHAREHOLDERS - Dissenters’ Rights” beginning on page 11.

Negative Effects:
As a result of the Reclassification, the shareholders receiving Class B Preferred Stock will:

* no longer have any voting control over the general affairs of the company and will be entitled to vote only
on matters that would change the rights and privileges of the Class B Preferred Stock or in other limited
circumstances where otherwise required by statute; this would effectively preclude holders of the Class B
Preferred Stock from casting votes to elect directors in future years, and

» continue to hold shares that, like our shares of common stock, will not have any public trading market.
Effects of the Reclassification on the Common Shareholders

The Reclassification will have both positive and negative effects on the shareholders continuing to own
common stock. Our Board of Directors considered each of the following effects in determining to approve the
Reclassification.

Positive Effects:
As a result of the Reclassification, the shareholders retaining their common stock will:
e continue to exercise the sole voting control over the Bank;

e because the number of outstanding shares of common stock will be reduced, have a relative increase in
voting power; and

» have dissenters’ rights in connection with the Reclassification. See “INFORMATION REGARDING THE
ANNUAL MEETING OF SHAREHOLDERS - Dissenters’ Rights” beginning on page 11.

Negative Effect:

As a result of the Reclassification, the shareholders retaining their common stock will be subject to certain
dividend preferences of the Class A Preferred Stock and Class B Preferred Stock.

Plans or Proposals

Other than as described in this Proxy Statement, neither we nor our management have any current plans or
proposals to effect any extraordinary corporate transaction, such as a merger, reorganization or liquidation, to sell or
transfer any material amount of our assets, to change our Board of Directors or management, to change materially our
indebtedness or capitalization, or otherwise to effect any material change in our corporate structure or business. As
stated throughout this Proxy Statement, we believe there are significant advantages in effecting the Reclassification and
suspending our reporting obligations. Nevertheless, there is always a possibility that we may enter into such an
arrangement or transaction in the future, including, but not limited to, entering into a merger or acquisition transaction,
making a public or private offering of our shares of our capital stock or entering into any other arrangement or
transaction we may deem appropriate. In this event, our shareholders may receive payment for their shares of our
common stock, Class A Preferred Stock or Class B Preferred Stock in any such transaction lower than, equal to or in
excess of the amount paid to those shareholders who exercise their dissenters’ rights and receive the fair value of their
shares in connection with the Reclassification.
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Record and Beneficial Ownership of Common Stock

It is important that our shareholders understand how shares that are held by them in “street name” will be
treated for purposes of the Reclassification described in this Proxy Statement. Shareholders who have transferred their
shares of our common stock into a brokerage or custodial account are no longer shown on our shareholder records as the
record holder of these shares. Instead, the brokerage firms or custodians typically hold all shares of our common stock
that its clients have deposited with it through a single nominee; this is what is meant by “street name.” If that single
nominee is the record shareholder for 1,000 or more shares, then the stock registered in that nominee’s name will be
unaffected by the Reclassification. Because the Reclassification only affects record holders, it does not matter whether
any of the underlying beneficial owners for whom that nominee acts own less than 1,000 or fewer shares. Upon
completion of the Reclassification, these beneficial owners will continue to beneficially own the same number of shares
of our common stock as they did prior to the Reclassification, even if the number of shares they own is less than 1,000.
If you hold your shares in “street name,” you should talk to your broker, nominee or agent to determine how they expect
the Reclassification to affect you. Because other “street name” holders who hold through your broker, agent or nominee
may adjust their holdings prior to the Reclassification, you may have no way of knowing whether you will receive
shares of Class A Preferred Stock or Class B Preferred Stock in the Reclassification until it is consummated. However,
because we think it is likely that any brokerage firm or other nominee will hold more than 1,000 shares in any one
account, we think it is likely that all “street name” holders will remain shareholders of common stock.

Shareholders who would prefer to remain as holders of common stock of Community National Bank, may elect
to do so by acquiring sufficient shares such that they hold at least 1,000 shares in their own name immediately prior to
the Reclassification, although this may be difficult based upon the limited market which currently exists for our
common stock. In addition, beneficial owners who would receive shares of Class A Preferred Stock or Class B
Preferred Stock if they were record owners instead of beneficial owners, and who wish to receive such shares of Class A
Preferred Stock or Class B Preferred Stock from Community National Bank as a part of the Reclassification, should
inquire of their broker or nominee as to the procedure and cost, if any, to transfer their shares into a record account into
their own name. In either case, these shareholders will have to act far enough in advance of the Reclassification so that
any consolidation, purchase or transfer is completed by the close of business (local time) on the day of the effective
time.

Interests of Certain Persons in the Reclassification

Our executive officers and directors who are also shareholders will participate in the Reclassification in the
same manner and to the same extent as all of the other shareholders. We anticipate that all of our directors and officers
will own more than 1,000 shares of common stock, and will therefore continue as holders of common stock if the
Reclassification is approved. In addition, because there will be fewer outstanding shares of common stock, these
directors will own a larger relative percentage of the common stock on a post-reclassification basis. This represents a
potential conflict of interest because our directors unanimously approved the Reclassification and are recommending
that you approve it. Despite this potential conflict of interest, the Board believes the proposed Reclassification is fair to
all of our shareholders for the reasons discussed in the Proxy Statement.

The fact that each director’s percentage voting ownership of our common stock will increase as a result of the
Reclassification was not a consideration in the Board’s decision to approve the Reclassification or in determining the
1,000-share cutoff for retaining common stock. In this regard, the directors as a group will be treated exactly the same
as other shareholders. In addition, the Board determined that any potential conflict of interest created by its members’
ownership of our stock is relatively insignificant. In addition, the increase in each director’s percentage voting
ownership of our stock resulting from the Reclassification is expected to be insignificant. As a group, the percentage
beneficial ownership of all directors and executive officers would increase from approximately 22.42% to
approximately 24.20% after the Reclassification, which also is very unlikely to have a practical effect on their collective
ability to control the Bank.

In addition, our Board of Directors recognized that holders of common stock who will receive Class A
Preferred Stock or Class B Preferred Stock in the transaction may wish to remain voting shareholders of the Bank.
However, the Board of Directors believes that such relative voting control is not material as compared to the potential
value available to such shareholders by retaining an equity interest in the Bank through their ownership of Class A
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Preferred Stock or Class B Preferred Stock. See “- Background of the Reclassification” beginning on page 20 and “-
Reasons for the Reclassification; Fairness of the Reclassification; Board Recommendation” beginning on page 22.

None of our executive officers or directors who beneficially own in excess of an aggregate of 1,000 shares of
common stock has indicated to us that he intends to sell some or all of his shares of our common stock during the period
between the public announcement of the transaction and the effective date. In addition, none of these individuals has
indicated his intention to divide shares among different record holders so that fewer than 1,000 shares are held in each
account, so that the holders would receive shares of Class A Preferred Stock or Class B Preferred Stock in connection
with the conversion of their common stock.

Financing of the Reclassification

We expect that the Reclassification will require approximately $119,000 consisting of professional fees and
other expenses payable by us related to the Reclassification, and much of this expense has been reflected in our 2009
results. See “PROPOSAL ONE: APPROVAL OF THE RECLASSIFICATION AMENDMENT - Fees and Expenses”
beginning on page 17 for a breakdown of the expenses associated with the Reclassification. We intend to pay for the
expenses of the Reclassification through cash-on-hand.

Federal Income Tax Consequences of the Reclassification

Presented below are the material federal income tax consequences of the Reclassification to: (1) shareholders
(including any affiliated shareholders) who will receive Class A Preferred Stock or Class B Preferred Stock in the
Reclassification, (2) shareholders (including any affiliated shareholders) who will retain shares of Community National
Bank common stock after the Reclassification and (3) Community National Bank itself.

The discussion does not address all U.S. federal income tax considerations that may be relevant to certain
shareholders in light of their particular circumstances. The discussion assumes that the Bank shareholders hold their
shares of common stock as capital assets (generally for investment). In addition, the discussion does not address any
foreign, state or local income tax consequences of the Reclassification. The following summary does not address all
U.S. federal income tax considerations applicable to certain classes of shareholders, including:

. financial institutions;

. insurance companies;

. tax-exempt organizations;

. dealers in securities or currencies;

. traders in securities that elect to mark-to-market;

. persons that hold Community National Bank common stock as part of a hedge, straddle or conversion

transaction;
. persons who are considered foreign persons for U.S. federal income tax purposes;

. persons who acquired or acquire shares of Community National Bank common stock pursuant to the
exercise of employee stock options or otherwise as compensation; and

. persons who do not hold their shares of Community National Bank common stock as a capital asset.
No ruling has been or will be obtained from the Internal Revenue Service (“IRS”) as to the tax consequences of

the Reclassification. In addition, the IRS is not obligated to follow the tax consequences as described herein and may
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conclude that different tax consequences apply to a shareholder with respect to the exchange of his or her stock in the
Reclassification.

Accordingly, we recommend that shareholders consult their own tax advisors as to the specific tax
consequences of the Reclassification, including applicable federal, foreign, state and local tax consequences to
them of the Reclassification in light of their own particular circumstances.

Federal Income Tax Consequences to Shareholders Receiving Class A Preferred Stock and Class B
Preferred Stock in the Reclassification. The Reclassification will be treated as a “recapitalization,” which is considered
a “tax-free” reorganization for federal income tax purposes. Accordingly, a shareholder who receives either Class A
Preferred Stock or Class B Preferred Stock in the Reclassification should not recognize any gain or loss. Further, the
shareholder’s basis in either the Class A Preferred Stock or Class B Preferred Stock should be the same as such
shareholder’s basis in his or her common stock surrendered in the Reclassification and the period such shareholder is
considered to have held either the Class A Preferred Stock or Class B Preferred Stock should include the period the
shareholder held his Community National Bank common stock surrendered in the Reclassification.

Although the Reclassification will be treated as a “tax-free” reorganization and the exchange of the Class A
Preferred Stock or Class B Preferred Stock for common stock should not result in the recognition of gain or loss, no
assurance can be given that the IRS will agree and/or will not challenge such characterization for federal income tax
purposes. While ordinarily the receipt of stock, such as both the Class A Preferred Stock and Class B Preferred Stock, in
a transaction such as the Reclassification would not result in a taxable transaction for federal income tax purposes,
certain types of stock, such as “nonqualified preferred stock” may not be exchanged “tax-free” in a reorganization.

The term “nonqualified preferred stock” is “preferred stock” in which (1) the holder of such stock has the right
to require the issuer (or a related person) to redeem or purchase the stock within 20 years of the date of issue of such
stock, (2) the issuer (or a related person) is required to redeem or purchase such stock within 20 years of the date of
issue of such stock, (3) the issuer (or a related person) has the right to redeem or purchase the stock within 20 years of
the date of issue of such stock and, as of the issue date of such stock, it is more likely than not that such right will be
exercised, or (4) the dividend rate on such stock varies in whole or in part (directly or indirectly) with reference to
interest rates, commodity prices, or similar indices. Further, “preferred stock” means stock which is limited and
preferred as to dividends and does not participate in corporate growth to any significant extent. Stock shall not be
treated as participating in corporate growth to any significant extent unless there is a real and meaningful likelihood of
the shareholder actually participating in the earnings and growth of the corporation.

Neither the Class A Preferred Stock nor the Class B Preferred Stock should be considered to be “preferred
stock” for federal income tax purposes (and therefore should not be considered “nonqualified preferred stock™) because
each class of preferred stock is not limited as to dividends vis-a-vis the common stock and each is able to participate in
corporate growth to the same extent as the common due to the fact that:

. the amount distributed with respect to a share of either the Class A Preferred Stock or the Class B Preferred
Stock in the event of a liquidation cannot be less than the amount distributed with respect to one share of
Community National Bank common stock; and

. both the Class A Preferred Stock and the Class B Preferred Stock automatically will convert on a share-for-
share basis in the event of a transaction that results in a change in control of the Bank.

Nevertheless, if the IRS were to successfully contend that either the Class A Preferred Stock or the Class B Preferred
Stock should be treated as “nonqualified preferred stock” for federal income tax purposes, the receipt of the Class A
Preferred Stock or the Class B Preferred Stock would be treated the same as the receipt of cash in the Reclassification.

Federal Income Tax Consequences to Shareholders Who Do Not Receive Class A Preferred Stock or the Class
B Preferred Stock in the Reclassification. Affiliated and unaffiliated shareholders who remain common shareholders
following the Reclassification will not recognize gain or loss as a result of the Reclassification. The Reclassification
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will not affect the adjusted tax basis or holding period of any shares of Community National Bank common stock that a
shareholder continues to own after the Reclassification.

Federal Income Tax Consequences to Community National Bank. Community National Bank will not
recognize gain or loss for U.S. federal income tax purposes as a result of the Reclassification.

Federal Income Tax Consequences to Shareholders Who Exercise Their Right to Dissent and Receive Cash for
Their Community National Bank Common Stock. A holder of Community National Bank common stock who exercises
his or her right to dissent and receive cash in exchange for his or her Community National Bank common stock generally
will recognize capital gain or loss with respect to those shares equal to the difference between the amount of cash received
and his or her basis in the Community National Bank common stock, so long as he or she no longer holds shares of
Community National Bank common stock after the Reclassification. Generally, such gain or loss will be long-term capital
gain or loss if the shares have been held by the shareholder for more than one year or short-term capital gain if the
shareholder has held the Community National Bank common stock for one year or less. Long-term capital gain is generally
subject to federal income taxation currently at a maximum rate of 15%, while short-term capital gain is taxed currently at
ordinary income tax rates of up to 35% for federal income tax purposes. If the shareholder either actually or constructively
owns shares of Community National Bank stock after the Reclassification, the full amount of cash amount received for the
shares (without reduction for any basis in the shares of stock cancelled in the Reclassification) may be taxable to the
shareholder as a dividend, instead of giving rise to long-term capital gain or loss, unless the shareholder satisfies one of
the tests for redemption treatment contained in Section 302 of the Internal Revenue Code (“IRC”). Currently, dividend
income also is subject to federal income taxation at a maximum rate of 15%. The redemption rules of IRC Section 302
and the IRC’s constructive ownership rules are, in part, fact specific as to a shareholder’s particular situation.
Accordingly, shareholders who exercise their right to dissent and who continue to actually or constructively own shares
of Community National Bank stock after the Reclassification should consult their tax advisers to determine whether they
satisfy any of the redemption tests of IRC Section 302 after application of the constructive ownership rules. Any capital
loss resulting from a shareholder’s exercising his or her right to dissent may be subject to limitation as to the amount of
loss that may be deducted currently by the shareholder.

Section 306 Stock. Section 306 stock is defined as stock, other than common stock, received by a shareholder as
a distribution on common stock or in a reorganization that has the potential of converting ordinary dividend income into
capital gain without dilution of the shareholder’s underlying equity investment in the corporation. An example of
Section 306 stock is stock issued as part of a distribution on common stock or in a reorganization that is classified as
preferred stock for federal income tax purposes. As stated above in the discussion titled “Federal Income Tax
Consequences to Shareholders Receiving Class A Preferred Stock and Class B Preferred Stock in the Reclassification,”
we believe that, despite the inclusion of the word “preferred” in the name of the Class A and Class B stocks, neither the
Class A Preferred Stock nor the Class B Preferred Stock should be considered “preferred” stock as that term is defined
for federal income tax purposes (which means the each class of stock would be considered common stock for federal
income tax purposes) because both the Class A Preferred Stock and the Class B Preferred Stock are entitled to dividends
only when and at the same time as when dividends are declared and paid with respect to the common stock (although in
slightly greater amounts to offset the loss of other rights with respect to their common stock such as certain voting
rights), and the Class A Preferred Stock and the Class B Preferred Stock share equally with the common stock in the
event of a sale or liquidation of the bank. Accordingly, we expect that the proceeds from a subsequent sale of the Class
A Preferred Stock or the Class B Preferred Stock by a shareholder holding such stock will be treated as capital gain or
loss so long as the shareholder holds such stock as a capital asset. However, the IRS could contend that the Class A
Preferred Stock or the Class B Preferred Stock should be characterized as Section 306 stock as defined by the IRC, and
in that case the proceeds from a subsequent sale of Class A Preferred Stock or Class B Preferred Stock, other than a sale
in connection with a sale of control of the bank where the stock is converted to common stock, (i) will be treated as
ordinary income (dividend income) to the extent that the fair market value of the stock sold, on the date distributed to
the shareholder, would have been a dividend to such shareholder had the bank distributed cash in lieu of such stock;
(ii) any excess of the amount received over the amount treated as ordinary income plus the cost basis of the stock will
be treated as a capital gain; and (iii) no loss, if any, will be recognized. Under current tax law, if proceeds are treated as
dividend income, such proceeds will be taxed at the same rates that apply to net capital gains (i.e., 5% and 15%). The
current tax law provision in which dividends are taxed at net capital gain rates will not apply for tax years beginning
after December 31, 2010. Unless any intervening tax legislation is enacted, ordinary income tax rates will be applicable
for dividend income beginning January 1, 2011.
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Backup Withholding. Non-corporate shareholders of Community National Bank may be subject to backup
withholding at a rate of 28% on cash payments received in the Reclassification. Backup withholding will not apply,
however, to a shareholder who (1) furnishes a correct taxpayer identification number and certifies that he or she is not
subject to backup withholding on the substitute Form W-9 included in the letter of transmittal sent by the Bank to
collect stock certificates from shareholders who will be exchanging their shares of common stock for shares of Class A
Preferred Stock or Class B Preferred Stock as part of the Reclassification, (2) who provides a certificate of foreign
status on an appropriate Form W-8, or (3) who is otherwise exempt from backup withholding. A shareholder who fails
to provide the correct taxpayer identification number on Form W-9 may be subject to a $50 penalty imposed by the IRS.

The preceding discussion does not purport to be a complete analysis or discussion of all potential tax effects
relevant to the Reclassification. Thus, shareholders are urged to consult their own tax advisors as to their specific
tax consequences of the Reclassification, including tax return reporting requirements, the applicability and effect
of foreign, federal, state, local and other applicable tax laws and the effect of any proposed changes in the tax
laws.

Pro Forma Effect of the Reclassification

The following selected pro forma financial data illustrate the pro forma effect of the Reclassification on
Community National Bank’s statement of operations for the year ended December 31, 2009, and its balance sheet as of
December 31, 2009 as if the Reclassification had been completed. Management has prepared this information based on its
estimate that 139,299 shares of Community National Bank common stock will be reclassified into 117,409 shares of Class
A Preferred Stock and 21,890 shares of Class B Preferred Stock in the Reclassification and that the transaction expenses
related to the Reclassification will be $119,000, with much of this cost having been reflected in our 2009 results. Please see
“Pro Forma Consolidated Financial Information” for the complete pro forma financial information relating to this
transaction.

As of and for the year ended

(in thousands, except per share data) December 31, 2009

Net interest income $3,678
Provision for loan losses 1,139
Other income 510
Other expense 5,744
Income (Loss) before income taxes (2,695)
Inc