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LANDSTAR SYSTEM, INC.

13410 Sutton Park Drive South

Jacksonville, Florida 32224

April 10, 2018

To the Stockholders of Landstar System, Inc.:

You are cordially invited to attend the Annual Meeting of Stockholders of Landstar System, Inc., on Tuesday,
May 22, 2018, at 9:00 a.m., local time, to be held in the first floor conference room of the principal offices of Landstar
System, Inc., at the address above. A notice of meeting, a proxy card, the 2017 Annual Report on Form 10-K and a
Proxy Statement containing information about the matters to be acted upon are enclosed. It is important that your
shares be represented at the meeting. Accordingly, please vote promptly by telephone, via the Internet or by signing,
dating and returning the enclosed proxy card in the enclosed pre-addressed, postage-paid envelope even if you are
planning to attend the meeting. Instructions for voting by telephone or via the Internet are included on the enclosed
proxy card.

I look forward to the Annual Meeting of Stockholders and I hope you will attend the meeting or be represented by
proxy.

JAMES B. GATTONI
President and Chief Executive Officer
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LANDSTAR SYSTEM, INC.

13410 Sutton Park Drive South

Jacksonville, Florida 32224

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

To Be Held May 22, 2018

Notice is hereby given that the 2018 Annual Meeting of Stockholders (the �2018 Annual Meeting�) of Landstar System,
Inc., a Delaware corporation (the �Company�), will be held in the first floor conference room of the principal offices of
Landstar System, Inc., at the address above, on Tuesday, May 22, 2018, at 9:00 a.m., local time, for the following
purposes:

(1) To elect two Class I Directors whose terms will expire at the 2021 Annual Meeting of Stockholders;

(2) To ratify the appointment of KPMG LLP as the Company�s independent registered public accounting firm for fiscal
year 2018;

(3) To hold an advisory vote on executive compensation; and

(4) To transact such other business as may properly come before the meeting or any adjournment thereof.

Only stockholders of record at the close of business on March 27, 2018 will be entitled to notice of, and to vote at, the
meeting. A list of stockholders eligible to vote at the meeting will be available for inspection at the meeting and
during business hours from May 8, 2018 to the date of the meeting at the address set forth above, the Company�s
corporate headquarters.

Important Notice Regarding the Availability of Proxy Materials for the Stockholder meeting to be held on
May 22, 2018:

� The proxy statement and annual report to security holders are available at www.landstar.com.
All stockholders are cordially invited to attend the meeting in person. Whether you expect to attend the 2018 Annual
Meeting or not, your proxy vote is very important. To assure your representation at the meeting, please sign and
date the enclosed proxy card and return it promptly in the enclosed envelope, which requires no additional postage
if mailed in the United States or Canada.

By Order of the Board of Directors

MICHAEL K. KNELLER
Vice President, General Counsel and Secretary

Jacksonville, Florida

April 10, 2018
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IT IS IMPORTANT THAT THE ENCLOSED PROXY CARD BE COMPLETED

AND RETURNED PROMPTLY
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LANDSTAR SYSTEM, INC.

PROXY STATEMENT

April 10, 2018

INTRODUCTION

This Proxy Statement (the �Proxy Statement�) is furnished to the stockholders of Landstar System, Inc., a Delaware
corporation (the �Company�), in connection with the solicitation of proxies on behalf of the Board of Directors of the
Company (the �Board�) to be voted at the 2018 Annual Meeting of Stockholders to be held on Tuesday, May 22, 2018
at 9:00 a.m., local time (the �2018 Annual Meeting�). The 2017 Annual Report to Stockholders (which, notwithstanding
anything herein to the contrary, does not form a part of the proxy solicitation material relating to this Proxy
Statement), including the financial statements of the Company for fiscal year 2017, is enclosed herewith (the �2017
Annual Report�). The mailing address of the principal executive offices of the Company is 13410 Sutton Park Drive
South, Jacksonville, Florida 32224. This Proxy Statement, accompanying form of proxy, Notice of 2018 Annual
Meeting and 2017 Annual Report are being mailed to the stockholders of the Company on or about April 10, 2018.

RECORD DATE

The Board has fixed the close of business on March 27, 2018 as the record date for the 2018 Annual Meeting. Only
stockholders of record on that date will be entitled to vote at the 2018 Annual Meeting in person or by proxy.

PROXIES

Shares cannot be voted at the 2018 Annual Meeting unless the owner thereof is present in person or by proxy. The
proxies named on the enclosed proxy card were appointed by the Board to vote the shares of Common Stock of the
Company, par value $0.01 per share (�Common Stock�), represented by the proxy card. If a stockholder does not return
a signed proxy card with respect to any of his or her shares, such shares cannot be voted by proxy. Stockholders are
urged to mark the boxes on the proxy card to show how his or her shares are to be voted. All properly executed and
unrevoked proxies in the accompanying form that are received in time for the 2018 Annual Meeting will be voted at
the 2018 Annual Meeting or any adjournment thereof in accordance with any specification thereon, or if no
specification is made, will be voted as follows: (i) �FOR� the election of the two Class I Directors nominated by the
Board and named in this Proxy Statement; (ii) �FOR� the ratification of KPMG LLP as the independent registered
public accounting firm for the Company; and (iii) �FOR� the proposal regarding an advisory vote on executive
compensation. Each of these proposals is more fully described in this Proxy Statement. The proxy card also confers
discretionary authority on the proxies to vote on any other matter not presently known to management that may
properly come before the 2018 Annual Meeting.

Any proxy delivered pursuant to this solicitation is revocable at the option of the person(s) executing the same
(i) upon receipt by the Company before such proxy is voted of a duly executed proxy bearing a later date, (ii) by
written notice of the revocation of such proxy to the Secretary of the Company received before such proxy is voted or
(iii) by such person(s) voting in person at the 2018 Annual Meeting.

The Board has selected Broadridge Investor Communication Solutions, Inc. as Inspector of Election (the �Inspector�)
pursuant to Article I of the Company�s Bylaws, as amended and restated (the �Bylaws�). The Inspector shall ascertain the
number of shares of Common Stock outstanding, determine the number of shares
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represented at the 2018 Annual Meeting by proxy or in person and count all votes. Each stockholder shall be entitled
to one vote for each share of Common Stock held by such stockholder and such votes may be cast either in person or
by proxy.

PROXY SOLICITATION

The cost of the preparation of proxy materials and the solicitation of proxies will be paid by the Company. The
Company has engaged Georgeson LLC. as the proxy solicitor for the 2018 Annual Meeting for a fee of approximately
$7,500 plus reasonable expenses. In addition to the use of the mails, certain directors, officers or employees of the
Company may solicit proxies by telephone or personal contact. Upon request, the Company will reimburse brokers,
dealers, banks and trustees, or their nominees, for reasonable expenses incurred by them in forwarding proxy materials
to the beneficial owners of shares.

STOCKHOLDER COMMUNICATIONS WITH THE BOARD OF DIRECTORS

A description of the procedures as to how stockholders may send communications to the Board or individual Board
members is included on the Company�s website at www.landstar.com under Investor Relations/Corporate Governance.

VOTING SECURITIES

Shares of Common Stock are the only class of voting securities of the Company which are outstanding. On March 27,
2018, 42,067,495 shares of Common Stock were outstanding. At the 2018 Annual Meeting, each stockholder of
record at the close of business on March 27, 2018 will be entitled to one vote for each share of Common Stock owned
by such stockholder on that date as to each matter properly presented to the 2018 Annual Meeting. The holders of a
majority of the total number of the issued and outstanding shares of Common Stock on such date shall constitute a
quorum for purposes of the 2018 Annual Meeting (a �Quorum�).

PROPOSAL NUMBER ONE � ELECTION OF DIRECTORS

The Board is divided into three classes (Class I, Class II and Class III), with directors of the Board (collectively,
�Directors�) in each class serving staggered three-year terms. At each annual meeting of stockholders, the terms of the
Directors in one of these three classes is scheduled to expire. At that annual meeting of stockholders, Directors are
elected to a class to succeed the Directors whose terms are then expiring, with the terms of that class of Directors so
elected to expire at the third annual meeting of stockholders thereafter. Pursuant to the Bylaws, in furtherance of
dividing the Board into classes that are as nearly equal in number as possible, the Board may nominate one or more
persons for election to the Board and the stockholders may elect such nominee to a class of Directors having a term
that expires less than three years after the annual meeting of stockholders at which such nominee is elected.

There are currently seven members of the Board: two Class I Directors whose terms will expire at the 2018 Annual
Meeting, three Class II Directors whose terms will expire at the 2019 Annual Meeting of Stockholders (the �2019
Annual Meeting�), and two Class III Directors whose terms will expire at the 2020 Annual Meeting of Stockholders
(the �2020 Annual Meeting�). The Board has nominated Mr. James B. Gattoni and Mr. Anthony J. Orlando as Class I
Directors for election at the 2018 Annual Meeting.

It is intended that the shares represented by the accompanying form of proxy will be voted at the 2018 Annual
Meeting for the election of nominees Mr. Gattoni and Mr. Orlando as Class I Directors, each for a term to expire at the
2021 Annual Meeting, unless the proxy specifies otherwise. Mr. Gattoni and Mr. Orlando have each indicated his
willingness to serve as a member of the Board, if elected.
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If, for any reason not presently known, Mr. Gattoni or Mr. Orlando is not available for election at the time of the 2018
Annual Meeting, the shares represented by the accompanying form of proxy may be voted for the election of one or
more substitute nominee(s) designated by the Board or a committee thereof, unless the proxy withholds authority to
vote for such substitute nominee(s).

Assuming the presence of a Quorum, to be elected, a nominee must receive the affirmative vote of a majority of the
votes cast by the holders of Common Stock with respect to that director�s election at the 2018 Annual Meeting.
Abstentions from voting and broker non-votes will have no effect on the outcome of this proposal.

THE BOARD RECOMMENDS A VOTE FOR THIS PROPOSAL

3
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DIRECTORS OF THE COMPANY

The following information describes the principal occupation or employment, other affiliations and business
experience of each of the nominees named above for election as a Class I Director and the other persons whose terms
as Directors will continue after the 2018 Annual Meeting.

Name Age Business Experience
CLASS I � Nominees to serve as Directors until the 2021 Annual Meeting of Stockholders
James B. Gattoni 56 Mr. Gattoni was appointed as a Director of the Company

by the Board on January 29, 2015, and, subsequently, was
elected by the Company�s stockholders at the 2015 Annual
Meeting as a Class I Director. Mr. Gattoni has been
President and Chief Executive Officer of the Company
since December 29, 2014, the first business day of the
Company�s 2015 fiscal year. Mr. Gattoni was President and
Chief Financial Officer of the Company from January
2014 to December 28, 2014. Mr. Gattoni was Executive
Vice President and Chief Financial Officer from January
2013 to January 2014. Mr. Gattoni was Vice President and
Chief Financial Officer of the Company from April 2007
to January 2013. Mr. Gattoni was Vice President and
Co-Chief Financial Officer of the Company from January
2007 to April 2007. He was Vice President and Corporate
Controller of Landstar System Holdings, Inc. (�LSHI�) from
July 2000 to January 2007. He was Corporate Controller
of LSHI from November 1995 until July 2000. He is also
an officer or director of each of the Company�s subsidiaries
and is a trustee of the Landstar Scholarship Fund.

Mr. Gattoni has significant financial, administrative and
operational experience with the Company, having served
as the Chief Financial Officer from 2007 through 2014 and
as President of the Company since 2014. Mr. Gattoni has
been instrumental in contributing to the growth of
Landstar over his twenty-plus year career with the
Company and, as Chief Executive Officer, is responsible
for leading the overall strategic direction of the enterprise.
Prior to joining the Company, Mr. Gattoni was a certified
public accountant with KPMG for approximately eight
years.

4
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Name Age Business Experience
Anthony J. Orlando 58 Mr. Orlando was appointed as a Director of the

Company by the Board on May 19, 2015, and,
subsequently, was elected by the Company�s
stockholders at the 2016 Annual Meeting as a Class I
Director. Mr. Orlando is currently a private investor.
From October 2004 until March 2015, Mr. Orlando
served as the President and Chief Executive Officer
of Covanta Holding Corporation (�Covanta�), a
leading provider of sustainable waste and energy
solutions listed on the New York Stock Exchange
(�NYSE�). Prior to serving as the President and Chief
Executive Officer of Covanta, Mr. Orlando was the
President and Chief Executive Officer of Covanta
Energy from November 2003 to October 2004. From
March 2003 to November 2003, Mr. Orlando served
as Senior Vice President, Business and Financial
Management of Covanta Energy. Mr. Orlando
served in various other capacities with Covanta and
its affiliates beginning in 1987. Mr. Orlando also
serves on the board of directors of Contura Energy,
Inc., a privately held company, and formerly served
on the board of directors of Covanta from 2005 to
2017.

Mr. Orlando has extensive business experience,
having served in a number of different roles at
Covanta with responsibility for, among other areas,
strategic, operational and financial matters. The
Board believes Mr. Orlando�s service, in particular as
Chief Executive Officer of Covanta, adds valuable
expertise to the Board.

5
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Name Age Business Experience
CLASS II � Directors whose terms expire at the 2019 Annual Meeting of Stockholders
Homaira Akbari 57 Dr. Akbari was appointed as a Director of the

Company by the Board in January 2013, and,
subsequently, was elected by the Company�s
stockholders at the 2013 Annual Meeting of
Stockholders as a Class II Director. Dr. Akbari is
currently the President and Chief Executive Officer
of AKnowledge Partners, LLC, a global advisory
firm providing high-impact consultative strategies
and advice to Fortune 1000 companies and private
equity firms in the sectors of The Internet of Things,
security, big data and analytics. From 2007 to 2012,
Dr. Akbari was the President and Chief Executive
Officer of SkyBitz, Inc., a leading provider of remote
asset tracking and security solutions specializing in
real-time decision-making tools for companies with
unpowered assets such as truck trailing equipment,
intermodal containers and rail cars. Prior to her
service with SkyBitz, Dr. Akbari held executive
positions at Microsoft Corporation, Thales Group,
TruePosition, Inc., a subsidiary of Liberty Media
Corporation, and Cambridge Strategic Management
Group (CSMG). Dr. Akbari holds a Ph.D. in particle
physics from Tufts University and also presently
serves as the Chair of the Johns Hopkins University
Physics and Astronomy Advisory Council.
Dr. Akbari also serves on the Board of Directors of
Banco Santander, S.A., a company incorporated in
Spain and listed on the BME Madrid, GEMALTO
N.V., a company incorporated in the Netherlands and
listed on the Euronext Amsterdam and Euronext
Paris and Veolia S.A., a company incorporated in
France and listed on the Euronext Paris. Dr. Akbari
formerly served from 2014 to 2016 on the board of
directors of Covisint Corporation, a company
formerly listed on the NASDAQ.

Dr. Akbari has extensive business experience, with
an emphasis on the use of technology within the
transportation and logistics sector. The Board
believes Dr. Akbari�s experience as leading
AKnowledge Partners and as the former Chief
Executive Officer of SkyBitz, a major technology
vendor to the transportation sector, as well as to
many industrial sectors served by the Company,
provides important technological and business
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expertise to the Board. The Board also believes that
Dr. Akbari�s prior executive service in various
capacities with a number of large multinational
corporations provides the Board with additional
expertise in international matters.

6
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Name Age Business Experience
Diana M. Murphy 61 Ms. Murphy was elected by the Board of Directors

as non-executive Chairman of the Board on May 19,
2015. Ms. Murphy served as Lead Independent
Director of the Board from May 2012 to May 2015.
Ms. Murphy has been a Director of the Company
since February 1998. Ms. Murphy is a Managing
Director of Rocksolid Holdings, LLC, a private
equity firm. She was the Managing Director of the
Georgia Research Alliance Venture Fund from 2012
to 2015. From 1997 to 2007, she was a Managing
Director at Chartwell Capital Management
Company, a private equity firm. Prior to that time,
Ms. Murphy spent over 15 years in various senior
management positions in the publishing industry.
Ms. Murphy also serves on the Board of Directors of
CTS Corporation, a NYSE listed company, and
Synovus Financial Corporation, a NYSE listed
company. Ms. Murphy serves on the Board of
Directors of several private companies and
non-profit organizations and was President of the
United States Golf Association from 2016 to 2017.

Ms. Murphy has extensive experience in business
management, having served as a Managing Director
of several private equity firms, as a board member of
numerous portfolio companies of these private
equity firms and as an executive in the media and
communications industry. The Board believes
Ms. Murphy�s work across a range of companies
operating in different industry sectors, together with
her strong background in strategic planning,
marketing and management development, allows her
to add important perspective and experience to the
Board.

7
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Name Age Business Experience
Larry J. Thoele 67 Mr. Thoele was appointed as a Director of the

Company by the Board in January 2013, and,
subsequently, was elected by the Company�s
stockholders at the 2013 Annual Meeting of
Stockholders as a Class II Director. Mr. Thoele
served as an audit partner with KPMG LLP from
1982 to 2009. Mr. Thoele also served as Managing
Partner of the Jacksonville office of KPMG from
1991 to 2007, partner in charge of the North Florida
audit practice of KPMG from 1996 to 2007 and as a
lead partner in KPMG�s private equity practice from
2007 to 2009. Mr. Thoele also served as KPMG�s
audit engagement partner with the Company from
2002 to 2006.

Mr. Thoele has extensive financial and audit
experience, having served as an audit partner for
KPMG for 27 years. During his career with KPMG,
Mr. Thoele served as the engagement partner for a
number of transportation and logistics companies in
addition to the Company. Mr. Thoele also has
extensive experience working with companies in
sectors served by the Company, including oil and
gas, manufacturing, food and beverage and retail. In
addition to his breadth of experience and expertise in
the accounting, auditing and risk management fields,
the Board believes Mr. Thoele�s service as the
Company�s audit engagement partner while with
KPMG brings valuable in-depth knowledge of the
Company�s accounting policies, systems and internal
controls to the Board.

8
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Name Age Business Experience
CLASS III �Directors whose terms expire at the 2020 Annual Meeting of Stockholders
David G. Bannister 62 Mr. Bannister has been a Director of the Company

since April 1991. Mr. Bannister is a private investor.
From May 2005 to September 2014, Mr. Bannister
held a number of positions with FTI Consulting, Inc.
(�FTI�), a global business consulting firm listed on the
NYSE. Effective April 1, 2011, Mr. Bannister was
elected to the position of Chairman of the North
American Region of FTI. In this capacity,
Mr. Bannister had operating and profitability
responsibility for FTI�s client-service operations and
business segments. Mr. Bannister served as
Executive Vice President and Chief Financial Officer
of FTI from March 2010 to April 2011, Executive
Vice President � Corporate Development and Chief
Administrative Officer from December 2008 to
March 2010, Executive Vice President � Corporate
Development from June 2006 to December 2008 and
Senior Vice President � Business Development from
May 2005 to June 2006. From 1998 to 2003, Mr.
Bannister was a General Partner of Grotech Capital
Group, Inc., a private equity and venture capital firm.
Prior to joining Grotech Capital Group, Inc. in May
1998, Mr. Bannister was a Managing Director at
Deutsche Bank Alex Brown Incorporated.

Mr. Bannister has broad financial and strategic
experience through a long career that has included
work as (i) an investment banker focused on the
transportation sector, (ii) a private equity and venture
capital investor and (iii) as a senior executive with
FTI. In his former capacity as a senior executive with
FTI, Mr. Bannister was involved extensively with
FTI�s operational strategy and global expansion, with
responsibility for all of FTI�s business segments,
budgeting and strategic growth initiatives. Earlier in
his career, Mr. Bannister was a certified public
accountant with Deloitte, Haskins and Sells and has
extensive experience with financial reporting and
auditing matters. The Board believes Mr. Bannister�s
experience, together with his over 25 years of service
as a Director of the Company, allows him to bring a
sophisticated, diverse and seasoned business
perspective to the Board.
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Name Age Business Experience
George P. Scanlon 60 Mr. Scanlon is a private investor. From 2010 to 2013,

Mr. Scanlon was the Chief Executive Officer of Fidelity
National Financial, Inc. (�FNF�) after serving as Chief
Operating Officer of FNF earlier in 2010. FNF, listed on
the NYSE, is the nation�s largest title insurance company
through its title insurance underwriters and a leading
provider of technology and transaction services to the real
estate and mortgage industries. Mr. Scanlon also served as
the Executive Vice President�Finance of Fidelity National
Information Services from 2009 to 2010, and the Chief
Financial Officer of Fidelity National Information
Services, also listed on the NYSE, from 2008 to 2009.
Prior to working at FNF, Mr. Scanlon served as the Chief
Financial Officer at several companies, including BFC
Financial Corporation (now BBX Capital Corporation)
from 2007 to 2008, Levitt Corporation from 2004 to 2008
and DataCore Software Corporation from 2001 to
2004. Earlier in his career, Mr. Scanlon also worked
approximately 18 years for Ryder System, Inc., a
NYSE-listed transportation and supply chain management
solutions company, in a number of financial, audit and
strategic roles, and at Price Waterhouse (now
PricewaterhouseCoopers International Limited) (�PwC�) as
an accountant. Mr. Scanlon currently serves on the board
of directors of Cyndx Holdco, Inc., a privately held
company.

Mr. Scanlon has broad business, financial and strategic
expertise through a long career with both public and
private companies in a number of industries. Mr. Scanlon�s
service as an executive at FNF, and particularly his service
as the former Chief Executive Officer of FNF, brings
valuable experience to the Board. FNF also owned
minority or majority equity positions in a number of
private portfolio companies on whose boards Mr. Scanlon
served, including Comdata, Inc., a leading provider of fleet
management and B2B payment solutions for the trucking
industry and a key vendor to the Company. Mr. Scanlon
also offers a very strong financial background, having
served as the chief financial officer at a number of
companies, as a financial executive at Ryder System, Inc.,
and as an accountant at PwC.

10
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INFORMATION REGARDING BOARD OF DIRECTORS AND COMMITTEES

The business of the Company is managed under the direction of the Board. The Board meets on a regularly scheduled
basis four times a year to review significant developments affecting the Company and to act on matters requiring
Board approval. It also holds special meetings and acts by written consent when matters require Board action between
scheduled meetings. In addition, the Independent Directors (as defined below) of the Board meet regularly in
executive session without any other members of management or the Board present.

Attendance at Annual Meetings

Each member of the Board is required to attend all meetings (whether special or annual) of the stockholders of the
Company. In the case where a Director is unable to attend a special or annual stockholders� meeting, such absence
shall be publicly disclosed in the subsequent Proxy Statement on Schedule 14A filed by the Company with the
Securities and Exchange Commission (the �SEC�) and an explanation for such absence shall be provided to the
Company�s Nominating and Corporate Governance Committee. Any consideration of additional Company action, as
appropriate, with respect to such absence shall be solely within the discretion of the Nominating and Corporate
Governance Committee of the Board. All current Board members attended the 2017 Annual Meeting.

Attendance at Board Meetings

During the Company�s 2017 fiscal year, the Board held four regular meetings, eight telephonic meetings, and acted
once by unanimous written consent. During the Company�s 2017 fiscal year, each current Director who served on the
Board in 2017 attended 75% or more of the total number of meetings of the Board and all committees of the Board on
which such Director serves.

Independent Directors

Each of Homaira Akbari, David G. Bannister, Diana M. Murphy, Anthony J. Orlando, George P. Scanlon and Larry J.
Thoele is an �independent director,� as defined in Rule 5605(a)(2) of the Listing Rules of the NASDAQ Stock Market
and Item 407(a) of Regulation S-K promulgated under the Securities Act and meets the requirements of Rule
5605(c)(2)(A) of such NASDAQ rules and Item 407(a) of Regulation S-K promulgated under the Securities Act (such
Directors are, collectively, the �Independent Directors�). The Independent Directors held five meetings during fiscal
year 2017, in each case in executive session without any other members of management or the Board present.

Structure and Committees of the Board

The Board has established an Audit Committee, a Compensation Committee, a Nominating and Corporate
Governance Committee, a Safety and Risk Committee and a Strategic Planning Committee to devote attention to
specific subjects. The functions of these committees and the number of meetings held during 2017 are described
below. The Board does not currently have an Executive Committee. The Independent Directors have elected a
non-executive Chairman, whose role is further described below. In addition, the Board has established a Disclosure
Committee comprised of members of management, including one employee member of the Board, to establish and
maintain certain disclosure controls and procedures to ensure accurate and timely disclosure in the Company�s periodic
reports filed with the SEC.

Each of the Audit Committee, Compensation Committee and Nominating and Corporate Governance Committee
solely consist of the Independent Directors, with a different Independent Director serving as the Chairman for each
such committee. In addition, Dr. Akbari serves as the Chairman of the Strategic Planning Committee and Mr. Orlando
serves as the Chairman of the Safety and Risk Committee, each of which is comprised of all of the Directors on the
Board. Historically, each of the Audit Committee, Compensation
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Committee and Nominating and Corporate Governance Committee has typically invited Mr. Gattoni, the Director who
does not serve on those committees, to attend all regular meetings of these three committees, excluding any meetings
of the Compensation Committee to the extent pertaining to his executive compensation arrangements.

Leadership Structure of the Board

The leadership structure of the Board consists of: (i) a non-executive Chairman; (ii) an Independent Director serving
as Chairman of the Audit Committee; (iii) an Independent Director serving as Chairman of the Compensation
Committee; (iv) an Independent Director serving as Chairman of the Nominating and Corporate Governance
Committee; (v) an Independent Director serving as Chairman of the Strategic Planning Committee; (vi) an
Independent Director serving as the Chairman of the Safety and Risk Committee; and (vii) an employee Director who
also serves as the Company�s President and Chief Executive Officer. Each of the Audit Committee, the Compensation
Committee and the Nominating and Corporate Governance Committee consists solely of Independent Directors.

The Board believes this leadership structure is appropriate for the Company as the Company�s Chief Executive Officer
is responsible for leading the overall strategic direction of the enterprise; however, the Independent Directors, led by
the non-executive Chairman of the Board, retain the decision making authority of the Board because the Independent
Directors consist of a majority of the members of the Board. In addition, the Independent Directors constitute the sole
members of the Audit Committee, Compensation Committee and Nominating and Corporate Governance Committee
and a majority of members of the Strategic Planning Committee and the Safety and Risk Committee. The Board also
believes that its leadership structure is supported by Independent Directors serving as the Chairman of each committee
of the Board, as the Chairman of each committee of the Board has responsibility for setting the agenda for each
meeting of that committee. Ms. Murphy, as non-executive Chairman, sets the agenda for the meetings of the
Independent Directors. Further, the Company�s internal audit function reports directly to the Audit Committee. Finally,
there are no meetings of the Board or any committee of the Board at which each Independent Director is not an invited
member, the Independent Directors meet regularly in executive session without any members of management present,
including Mr. Gattoni, and the Independent Directors have significant input regarding the Board�s agenda and
information flow.

Non-Executive Chairman

On May 19, 2015, the Board elected Diana M. Murphy to serve as non-executive Chairman of the Board for such term
as the Board may determine. In appointing Ms. Murphy as the non-executive Chairman of the Board following the
Company�s 2015 Annual Meeting, the Board considered Ms. Murphy�s extensive experience with the Company having
served on the Board since 1998, including her service as Independent Lead Director since 2012 and her service at
various times as Chairman of the Nominating and Corporate Governance Committee, the Strategic Planning
Committee and the Compensation Committee.

The duties and responsibilities of the non-executive Chairman include: (i) to preside as the chairman at all meetings of
the Board; (ii) to preside as the chairman at all meetings of the Independent Directors; (iii) to serve as a liaison
between the Independent Directors and Mr. Gattoni; (iv) to coordinate with Mr. Gattoni to prepare meeting agendas
and related materials for meetings of the Board; (v) to coordinate with the other Independent Directors of the Board to
develop the agenda with respect to all meetings of the Independent Directors; (vi) to have the authority to call
meetings of the Board and meetings of the Independent Directors; (vii) to approve the annual schedule of meetings of
the Board; (viii) to ensure that the Board has adequate resources, including full, timely information necessary to
enable the members of the Board to perform their duties; and (ix) to communicate to management, as appropriate, the
results of private discussions among the Independent Directors.

In addition to the aforementioned duties, the non-executive Chairman of the Board is also the Chairman of the
Nominating and Corporate Governance Committee. In that capacity, Ms. Murphy leads the process by which
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potential new Independent Directors are identified and evaluated. The Board believes it is important to confer this
responsibility on the non-executive Chairman in order to support a Board structure where the Independent Directors
retain the decision making authority of the Board.

Separation of the Roles of Chairman and Chief Executive Officer

Ms. Murphy, the former Lead Independent Director of the Company, was appointed non-executive Chairman of the
Board, effective May 19, 2015. Historically, the Company has experienced periods during which the roles of
Chairman of the Board and Chief Executive Officer have been combined and periods during which these roles have
been separated. The Board believes that an analysis of whether the roles of Chairman of the Board and Chief
Executive Officer should be separated is based on the facts and circumstances applicable at the time of the analysis
and that it may not be appropriate under all circumstances to separate the roles of Chairman of the Board and Chief
Executive Officer.

Classified Structure of the Board

As described above, the Board is divided into three classes (Class I, Class II and Class III), with Directors in each
class serving staggered three-year terms. The Board believes it is appropriate for the Board to retain its classified
structure for several reasons, including: (i) to promote the best interests of the Company and its stockholders by
providing continuity and stability with respect to leadership; (ii) to facilitate long-term planning and enhance the
ability of the Board to implement long-term business strategies; (iii) to help attract and retain highly qualified
directors; (iv) to enhance the Company�s bargaining power on behalf of stockholders in the event of a hostile takeover
attempt or other activist shareholder undertakings; and (v) to reduce vulnerability to a coercive takeover attempt and
thereby make it more likely that a potential acquiror would initiate discussions with the existing Board since it cannot
replace all Directors in a single election cycle.

Audit Committee

The members of the Audit Committee are Homaira Akbari, David G. Bannister, Diana M. Murphy, Anthony J.
Orlando, George P. Scanlon and Larry J. Thoele (Chairman), each an Independent Director.

The Charter of the Audit Committee was amended and restated by the Board at the July 28, 2016 Board meeting. The
Charter of the Audit Committee more fully describes the purposes, membership, duties and responsibilities of the
Audit Committee described herein. A copy of the Charter of the Audit Committee is available on the Company�s
website at www.landstar.com under Investor Relations/Corporate Governance.

The Audit Committee (i) appoints the independent registered public accounting firm for the Company and monitors
the performance of such firm, (ii) reviews the scope and results of the annual audits, (iii) evaluates with the
independent registered public accounting firm the Company�s annual audit of the consolidated financial statements and
audit of internal control over financial reporting, (iv) monitors the performance of the Company�s internal audit
function, (v) reviews with management the annual and quarterly financial statements, (vi) reviews with management
and the internal auditors the status of internal control over financial reporting, (vii) reviews and maintains procedures
for the anonymous submission of complaints concerning accounting and auditing irregularities and (viii) reviews
problem areas having a potential financial impact on the Company which may be brought to its attention by
management, the internal auditors, the independent registered public accounting firm, the Board or through an
anonymous submission of complaints. In addition, the Audit Committee preapproves all non-audit related services
provided by the Company�s independent registered public accounting firm, currently KPMG, and approves the
independent registered public accounting firm�s fees for services rendered to the Company. During the 2017 fiscal
year, the Audit Committee held four meetings, six telephonic meetings and did not act by written consent.
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Compensation Committee

The members of the Compensation Committee are Homaira Akbari, David G. Bannister (Chairman), Diana M.
Murphy, Anthony J. Orlando, George P. Scanlon and Larry J. Thoele, each an Independent Director.

The Compensation Committee functions include: (i) reviewing and making determinations with respect to matters
having to do with the compensation of Executive Officers and Directors of the Company and (ii) administering certain
plans relating to the compensation of officers and Directors. During the Company�s 2017 fiscal year, the Compensation
Committee held four meetings, four telephonic meetings and did not act by written consent.

The Charter of the Compensation Committee was amended and restated by the Board at the May 23, 2013 Board
meeting. The Charter of the Compensation Committee more fully describes the purposes, membership, duties and
responsibilities of the Compensation Committee described herein. A copy of the Charter of the Compensation
Committee is available on the Company�s website at www.landstar.com under Investor Relations/Corporate
Governance.

The Compensation Committee has full and complete discretion to establish the compensation payable to the
Company�s Chief Executive Officer and the other Executive Officers and oversees the compensation payable to other
employees of the Company. With regard to the Executive Officers other than the Chief Executive Officer, the
Compensation Committee considers the recommendations of the Chief Executive Officer. The Compensation
Committee, following authorization by the Board, has delegated to the Company�s Chief Executive Officer authority
with respect to management annual salary decisions for employees making up to $150,000 in annual salary. In
addition, the Compensation Committee has delegated to the Company�s Chief Executive Officer the authority with
respect to the grant of restricted stock units and/or nonvested restricted stock up to an aggregate grant date fair value
of $150,000 per employee (other than Executive Officers) with vesting over a period of no less than three years from
the date of the grant following consultation with the Chairman of the Compensation Committee. The Compensation
Committee has otherwise not delegated to management any of its responsibilities with respect to the compensation of
the Executive Officers of the Company, except with respect to the day-to-day operations of the Company�s
compensation plans.

The Compensation Committee has the authority to hire and negotiate the terms of compensation for its advisers,
including compensation consultants. The Compensation Committee periodically reviews the Company�s compensation
programs. In 2017, the Compensation Committee was assisted by Compensation Strategies, Inc. in this process. See
�Compensation, Discussion and Analysis � Compensation Consultants.�

Compensation Committee Interlocks and Insider Participation

As noted above, the members of the Compensation Committee are Homaira Akbari, David G. Bannister, Diana M.
Murphy, Anthony J. Orlando, George P. Scanlon and Larry J. Thoele. All members of the Compensation Committee
are Independent Directors, and no member is or has been an employee of the Company. During the Company�s 2017
fiscal year, no Executive Officer of the Company served as a member of the compensation committee (or its
equivalent) or board of directors of another entity whose executive officer served on the Board or the Compensation
Committee.

Nominating and Corporate Governance Committee

The members of the Nominating and Corporate Governance Committee are Homaira Akbari, David G. Bannister,
Diana M. Murphy (Chairman), Anthony J. Orlando, George P. Scanlon and Larry J. Thoele, each an Independent
Director.
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Governance Committee held one meeting, one telephonic meeting and did not act by written consent. Stockholders
who wish to submit names to the Nominating and Corporate Governance Committee for consideration for nomination
to the Board should do so in writing addressed to the Nominating and Corporate Governance Committee, c/o
Corporate Secretary, Landstar System, Inc., 13410 Sutton Park Drive South, Jacksonville, Florida 32224.

The Charter of the Nominating and Corporate Governance Committee was amended and restated by the Board at the
July 29, 2015 Board meeting. The Charter more fully describes the purposes, membership, duties and responsibilities
of the Nominating and Corporate Governance Committee described herein. A copy of the Charter of the Nominating
and Corporate Governance Committee is available on the Company�s website at www.landstar.com under Investor
Relations/Corporate Governance. Following the recommendation of the Nominating and Corporate Governance
Committee, the Board approved revised Corporate Governance Guidelines at its July 28, 2016 meeting. The Corporate
Governance Guidelines set forth, among other things, guidelines with respect to Director qualification standards and
Board membership criteria, limitations on the number of public company boards on which a Director may serve,
attendance of Directors at Board meetings, Director compensation, Director education, evaluation of the Company�s
Chief Executive Officer and Board self-assessment. A copy of the Corporate Governance Guidelines is available on
the Company�s website at www.landstar.com under Investor Relations/Corporate Governance.

The Nominating and Corporate Governance Committee oversees an annual self-evaluation conducted by the Board in
order to determine whether the Board and its committees are functioning effectively. The Nominating and Corporate
Governance Committee also oversees individual Director self-assessments in connection with the evaluation of each
Director for purposes of making a recommendation to the Board as to the persons who should be nominated for
election or re-election, as the case may be, at each upcoming annual meeting of stockholders.

The Nominating and Corporate Governance Committee considers candidates for the Board suggested by its members
and other Board members, as well as management and stockholders. There are no differences in the manner in which
the Nominating and Corporate Governance Committee evaluates nominees for the Board based on whether or not the
nominee is recommended by one of its members, another Board member, management or a stockholder. The
Nominating and Corporate Governance Committee evaluates prospective nominees against a number of minimum
standards and qualifications, including business experience and financial literacy. The Nominating and Corporate
Governance Committee also considers such other factors as it deems appropriate, including the current composition of
the Board, the balance of management Directors and Independent Directors, the need for Audit Committee or other
relevant expertise, the evaluations of other prospective nominees and other individual qualities and attributes that
contribute to a broad spectrum of experience among members of the Board. The Nominating and Corporate
Governance Committee then determines whether to interview the prospective nominees, and, if warranted, one or
more of the members of the Nominating and Corporate Governance Committee, and others as appropriate, interview
such prospective nominees whether in person or by telephone. After completing this evaluation and, if warranted,
interview, the Nominating and Corporate Governance Committee makes a recommendation to the Board as to the
persons who should be nominated by the Board. The Board then determines the nominees after considering the
recommendation and report of the Nominating and Corporate Governance Committee.

Safety and Risk Committee

The members of the Safety and Risk Committee are Homaira Akbari, David G. Bannister, James B. Gattoni, Diana M.
Murphy, Anthony J. Orlando (Chairman), George P. Scanlon and Larry J. Thoele.

The Safety and Risk Committee functions include the review and oversight of the Company�s safety performance,
goals and strategies and the Company�s enterprise-wide risk identification, policies and procedures. The Company has
also established a management risk committee, consisting of those members of executive management of the
Company with ultimate responsibility for the Company�s enterprise risk management
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practices. The members of this committee include the President and Chief Executive Officer, the Vice President and
Chief Financial Officer, the Vice President and Chief Commercial and Marketing Officer, the Vice President and
Chief Safety and Operations Officer, the Vice President and Chief Information Officer, the Director of Internal Audit,
the Vice President, General Counsel and Secretary, the Vice President, Transportation Administrative Services and the
Vice President, Corporate Controller. The management risk committee meets on a quarterly basis to review the
Company�s enterprise-wide risk identification and monitoring practices, policies and procedures. The Chairman of the
management risk committee meets with the Safety and Risk Committee at least twice annually to review and discuss
enterprise risk management within the Company.

During the Company�s 2017 fiscal year, the Safety and Risk Committee held two meetings, no telephonic meetings and
did not act by written consent.

Strategic Planning Committee

The members of the Strategic Planning Committee are Homaira Akbari (Chairman), David G. Bannister, James B.
Gattoni, Diana M. Murphy, Anthony J. Orlando, George P. Scanlon and Larry J. Thoele.

The Strategic Planning Committee functions include the review and consideration of the strategic objectives of the
Company as well as the policies and procedures designed to achieve these strategic objectives. The Strategic Planning
Committee solicits the views of the Company�s senior management and assesses strategic directions for
implementation. During the Company�s 2017 fiscal year, the Strategic Planning Committee held two meetings, no
telephonic meetings and did not act by written consent.

COMPENSATION OF DIRECTORS

For fiscal year 2017, each Independent Director was paid an annual fee of $75,000 with no additional fees payable for
attendance at or participation in Board or committee meetings or service as a chairman of a committee of the Board.
Ms. Murphy, the non-executive Chairman of the Board, was paid an additional $50,000 annual fee to serve in that
capacity. Directors are not paid a retainer fee upon election or re-election to the Board. Directors are reimbursed for
expenses incurred in connection with attending Board meetings and other company-related expenses such as attending
director educational events.

In addition, a Director who was neither an officer nor an employee of the Company, received a grant under the
Amended and Restated 2013 Directors Stock Compensation Plan, on the first business day immediately following the
May 2017 Annual Meeting, of a number of restricted shares of Common Stock or a number of deferred stock units
equal to the quotient of $110,000 divided by the fair market value of a share of Common Stock on the date of such
grant, rounded to the nearest whole number of shares. Each such grant of restricted stock or deferred stock units vests
on the date of the next Annual Meeting. The unvested shares of restricted stock or deferred stock units are subject to
forfeiture upon early departure of a Director from the Board for any reason prior to the Annual Meeting that
immediately follows the Annual Meeting in respect of which such shares were granted.

Mr. Gattoni, who is not an Independent Director, did not receive any compensation for services as Director, for
services on committees of the Board or for attendance at meetings, but he was reimbursed for expenses incurred in his
capacity as a Director.
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Compensation paid to Directors

The following table summarizes the compensation paid to Directors, other than Mr. Gattoni, during 2017.

Director Compensation

Name
Fees earned or
paid in cash ($)

Stock awards
($) (1)

All Other
Compensation ($)

Total
($)

Homaira Akbari 75,000 110,039 414 185,453
David G. Bannister 75,000 110,039 418 185,457
Michael A. Henning(2) 29,464 � 155 29,619
Diana M. Murphy 125,000 110,039 414 235,453
Anthony J. Orlando 75,000 110,039 414 185,453
George P. Scanlon 45,742 110,039 263 156,004
Larry J. Thoele 75,000 110,039 414 185,453

(1) Dr. Akbari, Mr. Bannister, Ms. Murphy, Mr. Scanlon and Mr. Thoele were each granted 1,315 restricted shares
and Mr. Orlando was granted 1,315 deferred stock units on May 24, 2017, the first business day immediately
following the date of the Company�s 2017 Annual Meeting. The fair market value of a share of Common Stock on
May 24, 2017 was $83.68. At December 30, 2017, Dr. Akbari, Mr. Bannister, Ms. Murphy, Mr. Scanlon and
Mr. Thoele each had 1,315 restricted shares outstanding and Mr. Orlando had 1,315 deferred stock units
outstanding. Dr. Akbari, Mr. Bannister, Mr. Henning, Ms. Murphy, Mr. Scanlon and Mr. Thoele were paid
dividends on unvested restricted stock of $414, $418, $155, $414, $263 and $414, respectively, in 2017.
Mr. Orlando was paid dividend equivalents on deferred stock units of $414 in 2017. Dividends paid on shares of
unvested restricted stock and dividend equivalents paid on deferred stock units are included in All Other
Compensation in the table above.

(2) As previously disclosed, Mr. Henning retired from the Board in May 2017 upon the completion of his most
recent three year term.

Director Stock Ownership Guidelines

The Compensation Committee of the Board has established stock ownership guidelines for Directors that recommend
that each Director own a number of shares of the Company�s Common Stock in an amount no less than five times the
annual cash fee payable to an outside Director within five years of such Director�s initial election to the Board. At
March 27, 2018, each current Director who has served five years on the Board was in compliance with the stock
ownership guidelines.

Hedging and Pledging of Common Stock by Directors

The Board has established a policy that prohibits the hedging and pledging of the Common Stock by all Directors
under any circumstances.
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REPORT OF THE AUDIT COMMITTEE

The Audit Committee of the Board is responsible for providing independent, objective oversight of the Company�s
accounting functions and internal controls. The Audit Committee has the sole authority and responsibility to select,
evaluate and, when appropriate, replace the Company�s independent registered public accounting firm. The Audit
Committee is comprised of all of the Independent Directors. The Audit Committee operates under a written charter
approved by the Board.

Management is responsible for the Company�s internal control over financial reporting. The independent registered
public accounting firm is responsible for performing an independent audit of the Company�s consolidated financial
statements in accordance with the standards of the Public Company Accounting Oversight Board (United States) and
to issue a report thereon. The independent registered public accounting firm is also responsible for auditing the
Company�s internal control over financial reporting. The Audit Committee is responsible for monitoring these
processes. The Audit Committee is not, however, professionally engaged in the practice of accounting or auditing and
does not provide any expert or other special assurance as to such financial statements concerning compliance with
laws, regulations or generally accepted accounting principles or as to the independent registered public accounting
firm�s independence. The Audit Committee relies, without independent verification, on the information provided to it
and on presentations and statements of fact made by management, the internal auditors and the independent registered
public accounting firm.

In connection with these responsibilities, as discussed elsewhere in this Proxy Statement, the Audit Committee held
four meetings and six telephonic meetings during the Company�s 2017 fiscal year. These meetings were designed,
among other things, to facilitate and encourage communication among the Audit Committee, management, the
internal auditors and the independent registered public accounting firm. The Audit Committee discussed with
representatives of the independent registered public accounting firm the overall scope and plans for these audits. The
Audit Committee also met with representatives of KPMG, with and without management and the internal auditors
present, to discuss the Company�s fiscal year 2017 financial statements and the Company�s internal control over
financial reporting. The Audit Committee also reviewed and discussed the December 30, 2017 audited financial
statements with management and reviewed and discussed the status of the Company�s internal control over financial
reporting with management and the internal auditors. The Audit Committee also discussed with representatives of the
independent registered public accounting firm the matters required to be discussed by Auditing Standard No. 1301,
�Communications with Audit Committees,� adopted by the Public Company Accounting Oversight Board, and also
received written disclosures and the letter from KPMG required by the Public Company Accounting Oversight Board
regarding KPMG�s independence from the Company. The Audit Committee had discussions with representatives of the
independent registered public accounting firm concerning the independence of the independent registered public
accounting firm under the rules and regulations governing auditor independence promulgated under the
Sarbanes-Oxley Act. The Audit Committee had discussions with management and the internal auditors concerning the
process used to support certifications by the Company�s Chief Executive Officer and Chief Financial Officer that are
required by the Securities and Exchange Commission (�SEC�) and the Sarbanes-Oxley Act to accompany the Company�s
periodic filings with the SEC.

The Board has determined that Mr. Bannister, Mr. Orlando and Mr. Thoele, each an independent director under the
NASDAQ and SEC audit committee structure and membership requirements, meet the SEC criteria of an �audit
committee financial expert� under the standards established by Item 407(d) of Regulation S-K under the Securities Act.
Mr. Bannister�s background and experience includes serving as a Managing Director of Deutsche Bank Alex Brown
Incorporated, a General Partner of Grotech Capital Group, and as a senior executive with FTI Consulting, Inc., a
global business consulting firm listed on the New York Stock Exchange. In addition, Mr. Bannister was a certified
public accountant employed as an audit manager at the firm of Deloitte, Haskins and Sells. Mr. Orlando�s background
and experience includes serving as the CEO of Covanta from 2004 to 2015, during which time he actively supervised
the principal financial and accounting officer of Covanta and helped to oversee and assess the performance of public
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of Covanta�s financial statements. Mr. Orlando also has a Masters in Business Administration (Finance) from Seton
Hall University. Mr. Thoele�s background and experience includes service as an audit partner with KPMG from 1982
to 2009. Mr. Thoele served as Managing Partner of the Jacksonville office of KPMG from 1991 to 2007, the partner in
charge of the North Florida audit practice of KPMG from 1996 to 2007 and as a lead partner in KPMG�s private equity
practice from 2007 to 2009.

During 2017, the Audit Committee preapproved the continuation of all non-audit services to be rendered to the
Company by the independent registered public accounting firm in 2017 (which services are disclosed elsewhere in this
Proxy Statement) and concluded that these services were compatible with maintaining the independence of the
registered public accounting firm.

Based upon the Audit Committee�s discussions with management and the independent registered public accounting
firm, and the Audit Committee�s review of the representations of management and the independent registered public
accounting firm, the Audit Committee recommended that the Board include the audited consolidated financial
statements in the 2017 Annual Report, filed with the SEC on February 23, 2018. The Audit Committee has also
selected KPMG LLP as the Company�s independent registered public accounting firm for the fiscal year ending
December 29, 2018 and has recommended to the Board that this selection be presented to the stockholders for
ratification.

THE AUDIT COMMITTEE

Larry J. Thoele, Chairman

Homaira Akbari

David G. Bannister

Diana M. Murphy

Anthony J. Orlando

George P. Scanlon
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EXECUTIVE OFFICERS OF THE COMPANY

The following table sets forth the name, age, principal occupation and business experience during the last five years of
each of the current executive officers (the �Executive Officers�) of the Company. The Executive Officers of the
Company serve at the discretion of the Board and until their successors are duly elected and qualified. For information
regarding ownership of Common Stock by the Executive Officers of the Company, see �Security Ownership by
Management and Others.� There are no family relationships among any of the Directors and Executive Officers of the
Company or any of its subsidiaries.

Name Age Business Experience
James B. Gattoni 56 See previous description under �Directors of the Company.�

L. Kevin Stout 49 Mr. Stout has been an Executive Officer of the Company
since December 2014. He has been Vice President, Chief
Financial Officer and Assistant Secretary since December
2014. Mr. Stout served as Vice President of Finance and
Corporate Controller from January 2014 to December
2014. Mr. Stout served as Vice President, Corporate
Controller from 2007 to 2014. Mr. Stout held various other
positions with subsidiaries of the Company since 1997. He
is also an officer or director of each of the Company�s
subsidiaries and is a trustee of the Landstar Scholarship
Fund.

Michael K. Kneller 43 Mr. Kneller has been an Executive Officer of the
Company since June 2005. He has been Vice President,
General Counsel and Secretary of the Company since June
2005. Prior to joining the Company in 2005, Mr. Kneller
was a corporate attorney at the law firm of Debevoise &
Plimpton LLP. He is also an officer or director of each of
the Company�s subsidiaries and is a trustee of the Landstar
Scholarship Fund.

Patrick J. O�Malley 59 Mr. O�Malley has been an Executive Officer of the
Company since January 2008. He has been Vice President
and Chief Commercial and Marketing Officer of the
Company since May 2011. Mr. O�Malley served as Vice
President and Chief Operating Officer of the Company
from January 2011 until May 2011. Mr. O�Malley served
as Vice President and Co-Chief Operating Officer of the
Company from August 2009 until January 2011.
Mr. O�Malley has served as President of Landstar Global
Logistics, Inc. and Landstar Transportation Logistics, Inc.
since February 2011. Mr. O�Malley has served as President
of Landstar Express America, Inc., Landstar Gemini, Inc.
(�Landstar Gemini�), Landstar Inway, Inc. (�Landstar Inway�),
Landstar Ligon, Inc. (�Landstar Ligon�) and Landstar
Ranger, Inc. (�Landstar Ranger�) since January 2008.
Mr. O�Malley was Executive Vice President of Operations
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Landstar Ranger from January 2005 to December 2007.
Mr. O�Malley held various other positions with subsidiaries
of the Company since 1988.
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Name Age Business Experience
Joseph J. Beacom 53 Mr. Beacom has been an Executive Officer of the

Company since January 2006. He has been Vice President
and Chief Safety and Operations Officer since May 2011.
Mr. Beacom served as Vice President and Chief Safety,
Security and Compliance Officer of the Company from
January 2006 until May 2011. Mr. Beacom served as Vice
President and Chief Safety, Security and Compliance
Officer of LSHI from May 2005 to May 2011. Prior to
May 2005, Mr. Beacom held various other positions with
subsidiaries of the Company since 1993.

Ricardo S. Coro 54 Mr. Coro has been an Executive Officer of the Company
since May 2017. He has been Vice President and Chief
Information Officer of the Company since May 2017.
Prior to joining the Company in 2017, Mr. Coro served
from 2012 to 2017 as Senior Vice President and Chief
Information Officer for Southeastern Grocers, LLC, parent
company of BI-LO, Fresco y Más, Harveys and
Winn-Dixie supermarkets. From 2005 to 2012, he served
as Senior Vice President and Chief Information Officer of
Advance Auto Parts, Inc., a leading retailer of automotive
replacement parts and accessories. From 2002 to 2005,
Mr. Coro served as Vice President of North American
Information Technology at Office Depot, a leading retailer
of office supplies. Earlier in his career, Mr. Coro served in
various roles at other employers in the technology and
engineering fields.
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Compensation Discussion and Analysis

Overall Policy

The Company�s executive compensation philosophy is to attract and motivate executive talent best suited to develop
and implement the Company�s business strategy. These objectives are attained by tying a significant portion of each
executive�s compensation to the Company�s success in meeting specified annual corporate financial performance goals
and, through the grant of stock-based awards, aligning the interests of the Named Executives to the interests of our
stockholders. The Company�s philosophy is to recognize individual contributions while supporting a team approach in
achieving overall business objectives and increasing shareholder value.

The key elements of the Company�s executive compensation consist of base salary, annual performance-based
incentive payments and stock-based awards. The Company�s policies with respect to each of these elements, including
the basis for the compensation awarded, are discussed below.

The Company�s philosophy is to pay annual compensation generally in cash, with long-term incentive compensation
paid in the form of stock-based awards. Base salary is intended to constitute a modest percentage of total
compensation. The annual incentive compensation plan is designed to pay substantial compensation for superior
performance. Stock-based awards have historically accounted for a significant portion of each Named Executive�s total
compensation. In 2017, the Company awarded both performance stock units and restricted stock to each of its Named
Executives based on each individual�s level of responsibility and performance and to help align management�s future
interests with that of the Company�s stockholders. No stock options were granted to a Named Executive in 2017. The
Company believes that its compensation practices align executive compensation with financial performance and, as
such, executive compensation arrangements are generally aligned with the Company�s variable cost business model.

The Compensation Committee of the Board is solely responsible for decisions with respect to the compensation of the
Company�s President and Chief Executive Officer, James B. Gattoni. The Compensation Committee is also
responsible, taking into consideration recommendations of the President and Chief Executive Officer, for decisions
with respect to the compensation awarded to the other individuals whose compensation is detailed below (such other
officers, together with Mr. Gattoni, collectively herein referred to as the �Named Executives�), subject to review by the
entire Board.

The Company provides its stockholders with the opportunity to cast an annual advisory vote on Named Executive
compensation as described elsewhere in this Proxy Statement (commonly known as a �say-on-pay� proposal). At the
Company�s 2017 Annual Meeting, approximately 97% of the votes cast on the say-on-pay proposal at that meeting
were voted in favor of the proposal. The Compensation Committee believes this affirms stockholders� support of the
Company�s approach to executive compensation. As noted above, the say-on-pay vote is advisory and therefore not
binding on the Compensation Committee. However, the Compensation Committee values the opinion of the
Company�s stockholders and, to the extent there were any significant vote against the Named Executive compensation
as disclosed in this Proxy Statement, would consider the stockholders� concerns and evaluate whether any actions are
necessary to address those concerns.

Base Salaries

Base salaries for Named Executives are initially determined by evaluating the responsibilities of the position held and
the experience of the individual. Salary adjustments are determined by evaluating the performance of the Company
and of each Named Executive, and also take into account the Named Executive�s assumption of, or changes in,
responsibilities, if any. The financial results of the operating functions which report into a Named Executive or for
which a Named Executive otherwise has responsibility are also considered. The base salaries of the five Named
Executives are detailed in the Summary Compensation Table that follows. As of January 1, 2018, the Compensation

Edgar Filing: LANDSTAR SYSTEM INC - Form DEF 14A

38



Committee approved increases in the annual base salaries of Mr. Gattoni to $500,000 per year and Mr. Beacom,
Mr. Kneller, Mr. O�Malley and Mr. Stout to $300,000 per year.
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Performance Based Compensation

The Company maintains performance based compensation programs that are designed to encourage the Company�s
Named Executives to achieve various financial goals linked to operating objectives both for the Company�s upcoming
fiscal year as well as for the longer term performance of the enterprise. The Company�s performance based
compensation programs includes the Company�s annual incentive program and stock-based awards program, each of
which are further described below.

Annual Incentive Compensation

The Company�s objective with respect to the Landstar System, Inc. Executive Incentive Compensation Plan, adopted
by the Board and approved by the Company�s stockholders effective January 1, 2017 (the �EICP�), is to encourage the
Company�s Named Executives to achieve various financial goals linked to operating objectives for the Company�s
upcoming fiscal year. These annual goals are developed as part of the Company�s budgeting process and in general are
aligned with the Company�s long-term objectives with respect to earnings growth. For each annual fiscal period, the
Compensation Committee reviews and approves, among other financial metrics, the budgeted amount for diluted
earnings per share. In establishing budgeted amounts for diluted earnings per share for 2017, the Company considered
2016 operating results, historical operating trends and forecasted 2017 U.S. economic factors such as industrial
production, estimated freight demand and capacity availability. Once the annual budgeted goal is approved by the
Compensation Committee, the EICP is designed to incent management to meet and, when possible, to exceed their
goals. An executive�s incentive compensation payment continues to increase as actual results for the fiscal year exceed
budgeted amounts. As further described below, actual payments under the EICP are calculated based upon how much
actual results exceed budgeted diluted earnings per share, using a predetermined formula, up to the maximum annual
payment per eligible participant as per the EICP as approved by the Company�s stockholders, and subject to the
discretion of the Compensation Committee. For the 2017 fiscal year, the maximum annual payment per eligible
participant was $3 million.

With respect to the 2017 fiscal year, each of the Named Executives had a target under the EICP based on a specific
budgeted diluted earnings per share amount approved in connection with the Company�s annual operating budget. The
Compensation Committee believes it is appropriate to establish the target under the EICP based on diluted earnings
per share because (1) each of the Named Executives were in positions of broad responsibility over various
components that affect the Company�s diluted earnings per share amount, (2) the Compensation Committee believes
that diluted earnings per share is the primary financial measure reflecting the performance of the Company�s overall
strategic direction and on that basis evaluates the performance of the Named Executives and (3) the Compensation
Committee believes it is appropriate to compensate the Named Executives upon achievement of Company-wide,
rather than function specific budgeted targets in order to focus executive management on Company-wide strategic and
financial performance goals.

The �threshold� amount of diluted earnings per share under the EICP refers to the budgeted amount for diluted earnings
per share, before giving effect to the amount of diluted earnings per share that would be required to give effect to a
�one-time incentive payment.� A �one-time incentive payment� under the EICP equals the executive�s EICP percentage
multiplied by such executive�s base salary. The EICP percentages for the Named Executives in 2017 were as follows:
Mr. Gattoni, 100%, Mr. Stout, 65%, Mr. Kneller, 50%, Mr. O�Malley, 50% and Mr. Beacom, 50%.

The �target� amount of diluted earnings per share under the EICP refers to the amount of diluted earnings per share that
would be required to give effect to a �one-time incentive payment.�

For example, each Named Executive would have received no incentive payout if the Company�s actual diluted
earnings per share amount for the fiscal year equaled budgeted diluted earnings per share before giving effect to the
funding of a one-time incentive payment. Each Named Executive would have received a �one-time incentive payout� if
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diluted earnings per share after giving effect to such one-time incentive payment. If the Company�s actual diluted
earnings per share for the fiscal year were greater than the �target� amount of diluted earnings per share after giving
effect to a one-time incentive payment, the EICP payment for each Named Executive would be calculated by
multiplying each such executive�s base salary by such executive�s EICP percentage multiplied by a �multiplier� that is
equal to one plus a predetermined factor. The factor equaled 33 1/3 percent for each one percent by which actual
diluted earnings per share exceeded target diluted earnings per share up to a multiplier of 3.0 for each executive if
actual diluted earnings per share, after giving effect to a one-time incentive payout, exceeded target diluted earnings
per share by six percent. In the event actual diluted earnings per share, after giving effect to a one-time incentive
payout, exceeded target diluted earnings per share by more than six percent, a bonus pool accrues as if the multiplier
was not capped at 3.0 for each participant under the EICP. The bonus pool is allocable among EICP participants based
on the discretion of the Compensation Committee. These calculations of individual amounts for each Named
Executive may be adjusted downwards at the discretion of the Compensation Committee in accordance with the
Company�s 162(m) stockholder-approved EICP and subject to the $3 million maximum.

The �target� amount of diluted earnings per share under the EICP with respect to the 2017 fiscal year was $3.06. Diluted
earnings per share for the 2017 fiscal year was $4.21, which exceeded �target� diluted earnings per share by 37.6%, or
$1.15 per share. As further described below, the Compensation Committee used $3.78 in diluted earnings per share in
determining the 2017 multiplier, reflecting an adjustment in light of the impact of the enactment of the Tax Cuts and
Jobs Act (the �Tax Reform Act�) in December 2017, on 2017 diluted earnings per share.

Landstar�s financial performance in fiscal year 2017 was the best in the Company�s history. Landstar set many annual
financial and operational records in 2017, including revenue, gross profit, operating income, net income, diluted
earnings per share and truck loads. Revenue in fiscal 2017 was approximately $3.6 billion, an annual record. Gross
profit in 2017 was $544 million, also an annual record. Record revenue and gross profit in 2017 was provided on the
strength of approximately 1,903,000 loads hauled via truck capacity, the highest number of loads hauled via truck in
any year in Landstar history. Operating income in 2017 was an annual record of $244 million and diluted earnings per
share in 2017 was an annual record of $4.21.

Landstar diluted earnings per share for the 2017 fiscal year increased 30% over diluted earnings per share for the 2016
fiscal year of $3.25. The year-over-year earnings growth rate is particularly impressive given (i) a significant increase
in the provision for incentive compensation in 2017 as compared to 2016 when none of the Named Executives
received any payments under the EICP, (ii) the fact that 2016 had one additional week of operations compared to 2017
due to the Company�s fiscal year being defined as the 52 or 53 week period ending on the last Saturday in December,
and (iii) the less favorable timing of Christmas in 2017 as compared to 2016, as Christmas 2017 fell on a Monday and
Christmas 2016 fell on a Sunday, making the week including Christmas in 2017 much less productive than that in
2016.

The Company�s 2017 results were favorably impacted by a one-time tax benefit of approximately $19,500,000 related
to the Company�s reasonable estimate of the change in future tax rates on net deferred tax liabilities as a result of the
Tax Reform Act in December 2017. Excluding the impact of the revaluation of deferred tax liabilities as a result of the
enactment of the Tax Reform Act, the Company�s fiscal year 2017 diluted earnings per share would have been $3.75,
which also would have been an annual record. The Compensation Committee used its negative discretion under the
EICP to exclude the one-time tax benefit, net of the after-tax cost of the incremental stock-based compensation
expense resulting solely from the impact of the Tax Reform Act, from the EICP multiplier calculation for purposes of
determining incentive compensation payable to Named Executives under the EICP for 2017. As a result, diluted
earnings per share utilized for purposes of the calculation of the multiplier was $3.78, or 23.5% above target, not
$4.21.

2017 also included several significant strategic and operational achievements. For example, the Company opened (i) a
significant new transload facility in Laredo, Texas to focus on increasing U.S./Mexico cross-border
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shipments and (ii) Landstar Metro, a new intra-Mexico operation based in Mexico City, Mexico, as part of its
expanded Mexico services. The Company also took a number of positive steps with respect to several of the
technology initiatives it has been working on over the past 18 months. First, Landstar completed the integration of its
new transportation management system (TMS) to its legacy system and is moving forward with transitioning agents to
the new tool. Second, the Company launched a new and improved dynamic pricing tool for its agents. Third, Landstar
released an enhanced mobile application to its entire BCO population to better enable BCOs to access all available
loads on smartphones. And, fourth, the Company launched an analytics tool for its agents so they can better monitor
and manage their businesses.

As actual results for fiscal 2017 exceeded the target, a bonus pool accrued as if the multiplier was not capped at 3.0 for
each participant under the EICP. The Compensation Committee exercised its discretion to apportion the pool and
determine the EICP payment for each Named Executive by multiplying each such Named Executive�s base salary by
such Named Executive�s EICP percent multiplied by 8.86 (or, one plus (23.5 multiplied by 0.33)). On this basis, the
payment that would have been generated under the EICP relating to Mr. Gattoni would have been in excess of the
maximum annual payment per eligible participant of $3,000,000. The amount of the bonus pool attributable to
Mr. Gattoni that would have resulted in a payment in excess of $3,000,000 was instead used to fund one-time
additional bonus amounts for all eligible hourly and salary employees of the Company, other than the Named
Executive Officers and certain other employees who were eligible to participate in the Company�s other incentive
compensation programs.

Inclusive of fiscal year 2017, the Company has achieved the �target� amount of diluted earnings per share in four of the
five preceding fiscal years and eight of the preceding ten fiscal years.

Annual Incentive Compensation � Clawback Rights

The EICP provides that if the Company is required to restate its financial results due to material noncompliance with
any financial reporting requirement under the securities laws, the Compensation Committee may, in its discretion after
considering the costs and benefits of doing so, recover that portion of any bonus paid under the EICP to any current or
former Named Executive during the three-year period preceding the date on which the Company files the restatement
of such financial statement(s) with the Securities and Exchange Commission, which portion exceeds the amount or
value that the Compensation Committee determines would have been payable or received in respect of such bonus had
the revised financial statement(s) reflected in the restatement been applied to determine such bonus. Subject to
applicable law, the Compensation Committee may seek such excess compensation by requiring the Named Executive
to pay such amount to the Company by set-off, by reducing future compensation or by such other means or
combination of means as the Committee determines to be appropriate.

Stock-based Awards

Under the Company�s 2011 Landstar System, Inc. Equity Incentive Plan, stock-based awards may be granted to the
Company�s Named Executives and certain other key employees. No further grants of stock-based awards can be made
under the Amended and Restated 2002 Employee Stock Option and Stock Incentive Plan (together with the 2011
Equity Incentive Plan, the �Employee Equity Plans�). The Compensation Committee determines the type and number of
stock-based awards to be granted to a Named Executive based on such Named Executive�s job responsibilities, the
individual performance evaluation of such Named Executive and overall Company performance. Stock-based awards
are typically granted to Named Executives once a year.

The Compensation Committee believes that stock options, restricted stock, restricted stock units (the �RSUs�) and other
forms of stock-based awards that may be granted under the Employee Equity Plans are effective methods that may be
used as part of the Company�s long-term compensation program. The Company historically granted stock options and
restricted stock under the Employee Equity Plans. Over the past five years, the Compensation Committee approved
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Named Executives on an annual basis (the �Regular RSU Awards�). In 2016, the Compensation Committee modified
the structure of the Regular RSU Awards program and, in connection with those modifications, initiated a program to
grant annual restricted stock awards to Named Executives (the �Regular Restricted Stock Awards�) along with the
Regular RSU Awards.

Stock-based Awards � Stock Option Grants

In prior years, Named Executives were granted stock options on an annual basis that vested 100% after a period that
ranged from three to five years from the date of grant or in three or five equal annual installments commencing on the
first anniversary of the date of grant. Stock options are granted with an exercise price equal to the fair market value of
the Common Stock on the date of grant. In 2017, no stock option awards were made to Named Executives.

Stock-based Awards � Regular RSU Awards

On January 2, 2013, the Company granted in aggregate 68,000 RSUs to Named Executives. Under these Regular RSU
Awards, Mr. Gattoni received 18,000 RSUs, Messrs. Beacom, Kneller and O�Malley each received 15,000 RSUs and
Mr. Stout received 5,000 RSUs. The Compensation Committee awarded Mr. Gattoni a larger grant than Messrs.
Beacom, Kneller and O�Malley in 2013 in reflection of the breadth of Mr. Gattoni�s responsibilities which at the time
covered the Company�s financial, administrative and information systems functions. Mr. Stout received a smaller grant
than the other Named Executives as he was not an executive officer of the Company at the time of these grants.

On January 2, 2014, the Company granted in aggregate 80,000 RSUs to Named Executives. Under these Regular RSU
Awards, Mr. Gattoni received 30,000 RSUs, Messrs. Beacom, Kneller and O�Malley each received 15,000 RSUs and
Mr. Stout received 5,000 RSUs. The Compensation Committee awarded Mr. Gattoni a larger grant on January 2, 2014
in connection with Mr. Gattoni�s promotion to President and Chief Financial Officer of the Company, effective
January 1, 2014. Mr. Stout received a smaller grant than the other Named Executives as he was not an executive
officer of the Company at the time of this grant.

For the Regular RSU Awards granted in 2013 and 2014, each RSU represents the contractual right to receive one
share of Common Stock (subject to adjustment as provided in the Employee Equity Plans) when the award becomes
vested. The number of RSUs that vest under the 2013 and 2014 Regular RSU Awards is determined annually, for each
year in the five-year period from the date of grant, by multiplying the number of RSUs granted by the sum of (a) the
average of the percentage change (positive or negative) in operating income and diluted earnings per share in each of
the five years immediately following the base year as compared to operating income and diluted earnings per share
reported in the base year (base year being the fiscal year immediately preceding the year in which the RSUs were
granted), plus (b) 5%, rounded to the nearest whole number, less (c) the number of RSUs under such grant that
previously vested. The fair value of a Regular RSU Award is determined based on the market value of the Company�s
Common Stock on the date of grant, discounted for lack of marketability for a minimum post-vesting holding
requirement.

On January 27, 2015, the Company granted an aggregate of 50,000 RSUs to Named Executives. Under these Regular
RSU Awards, Mr. Gattoni received 15,000 RSUs, Mr. Stout received 12,500 RSUs and Messrs. Beacom, Kneller, and
O�Malley each received 7,500 RSUs. The Compensation Committee awarded Mr. Gattoni a larger grant in recognition
of Mr. Gattoni�s broader responsibilities as President and Chief Executive Officer of the Company. Mr. Stout received
a larger grant than Messrs. Beacom, Kneller, and O�Malley in recognition of his promotion to Chief Financial Officer
of the Company. The number of RSUs that vest under the 2015 Regular RSU Awards is determined annually, for each
year in the five-year period from the date of grant.

On January 29, 2016, the Company granted an aggregate of 40,560 RSUs to Named Executives. Under these Regular
RSU Awards, Mr. Gattoni received 13,520 RSUs, and Messrs. Beacom, Kneller, O�Malley and Stout
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each received 6,760 RSUs. The Compensation Committee awarded Mr. Gattoni a larger grant in recognition of
Mr. Gattoni�s broader responsibilities as President and Chief Executive Officer of the Company. Unlike prior grants of
Regular RSU Awards, the number of RSUs that vest under the 2016 Regular RSU Awards is determined on the third,
fourth and fifth anniversary from the date of grant.

On February 2, 2017, the Company granted an aggregate of 27,169 RSUs to Named Executives. Under these Regular
RSU Awards, Mr. Gattoni received 9,057, and Messrs. Beacom, Kneller, O�Malley and Stout each received 4,528
RSUs. The Compensation Committee awarded Mr. Gattoni a larger grant in recognition of Mr. Gattoni�s broader
responsibilities as President and Chief Executive Officer of the Company. Similar to the 2016 Regular RSU award
grant, the number of RSUs that vest under the 2017 Regular RSU Award is determined on the third, fourth and fifth
anniversary from the date of grant.

For the Regular RSU Awards granted in 2015, 2016 and 2017, each RSU represents the contractual right to receive up
to two shares of Common Stock (subject to adjustment as provided in the Employee Equity Plans) when the award
becomes vested. For the 2015, 2016 and 2017 Regular RSU Awards, the number of RSUs that vest each year will be
determined by (a) multiplying the number of RSUs credited to the Named Executive as of the applicable vesting date
by (b) the Performance Multiple derived from the chart below, and (c) subtracting therefrom the number of RSUs that
have previously vested; provided that, in no event, may the aggregate number of RSUs that become vested exceed
200% of the RSUs credited to the Named Executive under this grant. For purposes of the 2015, 2016 and 2017
Regular RSU Awards, the Performance Hurdle means the sum of (a) the average of the percentage change (positive or
negative) in operating income and diluted earnings per share, in each case from continuing operations, from the most
recently completed fiscal year as compared to the results from continuing operations for the base year, plus (b) 5%,
and is as set forth in the chart below, with linear interpolation between Performance Hurdles:

Performance Hurdle Performance Multiple Performance Level
0% 0%
25% 50%
50% 100% Target
75% 150%
100% 200% Maximum

No dividends are paid on the Regular RSU Awards and Regular RSU Awards have no voting rights. However,
dividend equivalents are credited to the Named Executive with respect to the 2015, 2016 and 2017 Regular RSU
Awards each time that a dividend is paid on the Company�s Common Stock. The aggregate amount of such dividend
equivalents so credited in respect of each such dividend are equal to the dividend paid on a share of Common Stock
multiplied by, respectively, the number of 2015, 2016 and 2017 Regular RSU Awards credited to the Named
Executive on the dividend record date. The dividend equivalents are converted into additional 2015, 2016 and 2017
Regular RSU Awards credited to the Named Executive on the dividend payment date based upon the fair market value
of a share of Common Stock on such date.

For 2015, 2016 and 2017, the Compensation Committee changed the manner in which performance-based restricted
stock unit awards are deemed to be earned to better reflect the level of performance that the Committee expects to be
achieved, with a targeted number of units earned if the targeted level of performance is attained, and a maximum
number of units earned if the maximum level of performance is attained. Prior to 2015, each Regular RSU Award
represented the contractual right to receive one share of Common Stock based on a straight-line average change in
operating income and diluted earnings per share over the relevant performance period. For the 2015, 2016 and 2017
awards, an increasing percentage of the Regular RSU award is earned based on an increasing level of positive average
change in operating income and diluted earnings per share for each year of the five year performance period, such that
no portion of the award is earned if there is no positive change based on the applicable calculation, 100% of the
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increase is achieved, and a maximum of 200% of the number of units is earned if a maximum level of positive
increase is achieved, with interpolation between these levels of performance. The Compensation Committee believes
the use of a �target� and �maximum� better sets expectations associated with these awards both internally to employee
recipients as well as to stockholders and other third parties to help them understand the derivation of the value
attributed by the Company to these awards at the time of grant. The Compensation Committee further believes that the
revised manner in which these awards are deemed to be earned emphasizes to employee recipients and investors that
the expectation at the time of grant is that the employee recipients would need to perform at a high level in order for
the Company�s performance to reach the targeted level of operating income and diluted earnings per share for the
employees to earn the �target� number of units during the term of the award, and, moreover, that superior performance
by the Company is required for the employee recipients to earn the �maximum� performance-based award.

In 2016, as noted above, the Compensation Committee also changed the vesting schedule upon which
performance-based restricted stock unit awards are deemed to be earned. With respect to the 2016 and 2017 Regular
RSU Awards, the number of RSUs that vest is determined on the third, fourth and fifth anniversary from the date of
grant whereas vesting of all prior Regular RSU Grants is determined annually for each year in the five-year period
from the date of grant. The Compensation Committee believes this change to the vesting schedule so that no awards
are subject to vesting until three years from the date of grant is consistent with the long term performance goals these
awards are intended to reward. Accordingly, the performance period of all Regular RSU Awards issued in 2016 and
2017 is no less than three, and up to five, years in duration.

In 2016, the Compensation Committee initiated Regular Restricted Stock Awards to each of the Named Executives.
On January 29, 2016, 13,518 shares of restricted stock were issued in the aggregate to Named Executives that vest in
three equal annual installments on January 31 of 2017, 2018 and 2019. Under these restricted stock awards,
Mr. Gattoni received 4,506 shares, and Messrs. Beacom, Kneller, O�Malley and Stout each received 2,253 shares. The
Compensation Committee awarded Mr. Gattoni a larger grant in recognition of Mr. Gattoni�s broader responsibilities
as President and Chief Executive Officer of the Company.

On February 2, 2017, 9,055 shares of restricted stock were issued in aggregate to Named Executives that vest in three
equal annual installments on January 31 of 2018, 2019 and 2020. Under these restricted stock awards, Mr. Gattoni
received 3,019 shares, and Messrs. Beacom, Kneller, O�Malley and Stout each received 1,509 shares. The
Compensation Committee awarded Mr. Gattoni a larger grant in recognition of Mr. Gattoni�s broader responsibilities
as President and Chief Executive Officer of the Company.

The Compensation Committee believes that whereas the Regular RSU Awards are designed to incentivize the
attainment of specific financial goals over a multi-year period (as well as rewarding for stock price appreciation), the
Regular Restricted Stock Awards serve as a retention tool as they retain value during periods of adverse market
volatility while also rewarding for stock price appreciation over time. The Compensation Committee believes that
these two equity vehicles when used in conjunction with each other will serve to reward long term financial
performance and stock price appreciation while also providing a retention-based benefit for the Named Executive in
the event of shorter term market and/or economic turbulence. In determining the amount of the 2016 and 2017
Regular RSU Awards and the Regular Restricted Stock Awards for each Named Executive, the Compensation
Committee considered the full equity compensation component of each Named Executive�s annual compensation and
allocated such component between Regular RSU Awards and Regular Restricted Stock Awards such that each Named
Executive was awarded three RSUs for each share of restricted stock.

The Compensation Committee has established post-vesting holding period requirements with respect to shares of
Common Stock received upon vesting of Regular RSU Awards. Each Named Executive is subject to a one year
post-vesting holding requirement with respect to the shares received upon settlement of Regular RSU Awards, net of
any applicable withholding obligations in connection with such settlement.
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Stock-based Awards � Grant of TSR-based RSU Awards to the CEO

On March 17, 2015, and in connection with his promotion to the position of Chief Executive Officer, the Company
and James B. Gattoni entered into an agreement granting to Mr. Gattoni, as of May 1, 2015, a special
performance-related stock award under the Company�s 2011 Equity Incentive Plan in the form of 20,000 RSUs (the
�CEO Promotion Award�). In general, the CEO Promotion Award RSUs will vest on April 30 of 2019, 2020, and 2021,
with the number of RSUs that vest on each vesting date determined by multiplying one-third of the number of RSUs
credited to Mr. Gattoni pursuant to the CEO Promotion Award by a �payout percentage� that is based on the Company�s
total shareholder return (�TSR�) compound annual growth rate (�CAGR�) over the vesting period, adjusted to reflect
dividends (if any) paid during such period, and as may be necessary to take into account capital adjustments. Under
the terms of the CEO Promotion Award, TSR CAGR over the applicable vesting period is determined as of the
beginning and end of each performance period using a sixty day measurement period, other than in the event of a
change in control. The �payout percentage� as of each vesting date is as follows, with straight line interpolation between
performance levels:

Performance Level If TSR CAGR is:
Then the Payout

Percentage is:
Maximum 12.0% or greater 150%

Target 10.0% 100%
Threshold 8.0% 50%

<Threshold Less than 8.0% 0%
To the extent these RSUs are not vested at the maximum level in the chart above as of the first or second vesting
dates, such RSUs will again be eligible to vest at the next vesting date based on the �payout percentage� achieved as of
such next vesting date. In addition, if any dividends are paid by the Company during the vesting period, dividend
equivalents will be credited to Mr. Gattoni under the CEO Promotion Award as additional RSUs that are eligible to
vest based on the �payout percentage� achieved as of the future vesting dates of the underlying RSUs to which such
dividend equivalents relate. Any RSUs that vest will be settled in shares of Common Stock as soon as practicable after
the applicable vesting date. Any units that do not become vested as of April 30, 2021 (or earlier upon Mr. Gattoni�s
termination of employment or a change in control of the Company) will be forfeited.

Mr. Gattoni�s right to receive shares underlying the CEO Promotion Award is generally conditioned upon his
continued employment through the applicable vesting dates. In the event of his death or disability prior to a vesting
date, a pro rata number of the units then credited to Mr. Gattoni pursuant to the CEO Promotion Award (based on the
number of days he remained employed during the vesting period) will vest based on the �payout percentage� achieved
as of his termination of employment. Similarly, if there is a change in control of the Company prior to a vesting date, a
pro rata number of the units then credited to Mr. Gattoni pursuant to the CEO Promotion Award (based on the number
of days during the vesting period prior to the change in control) will vest based on the �payout percentage� achieved as
of the date of the change in control.

There are several reasons why the Compensation Committee believes the nature and terms of the CEO Promotion
Award to Mr. Gattoni, on the one hand, as opposed to the Regular RSU Awards, including those to Mr. Gattoni, on
the other, are appropriate. The CEO Promotion Award to Mr. Gattoni is intended to be a special non-recurring award
that ties the amount of future vesting directly to the Company�s TSR over the vesting period, using the growth in TSR
as an additional means to measure the performance of the Chief Executive Officer of the Company. The Regular RSU
Awards are intended to be annual, recurring grants, subject to the discretion of the Compensation Committee, that the
Compensation Committee believes will be the principal long-term performance based compensation vehicle through
which the Named Executives will be granted additional equity in the Company, along with, to a lesser extent, grants
of restricted stock. The Compensation Committee believes that growth in operating income and diluted earnings per
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maximum level with respect to a Regular RSU Award granted in 2013, 2014 or 2015. For example, in order for a
Named Executive to vest at the maximum level with respect to a Regular RSU Award outstanding at the end of 2015,
the average increase in diluted earnings per share and operating income must equal or exceed the base year (the year
immediately preceding the date of grant) operating income and diluted earnings per share by 95 percent in any of the
five years following the base year.

The Company believes that the granting of stock-based awards in the form of RSUs, stock options and restricted stock
is designed to encourage the creation of long-term stockholder value as the number of RSUs that vest is dependent
upon growth in the Company�s operating income and diluted earnings per share and their value varies directly with the
Company�s stock price, no benefit can be realized from stock options unless the stock price exceeds the exercise price
over the vesting period and the benefit realized from restricted stock varies directly with the Company�s stock price.
Further, the Compensation Committee believes that the Company�s use of stock-based awards is key as a retention
tool, as the continued employment of the Named Executives is an important factor relating to the Company�s strategic
execution and growth.

Stock-based Awards � Clawback Rights

The 2011 Equity Incentive Plan provides that any payment paid or award made to a participant under such plan is
subject to recovery or �clawback� by the Company if the payment or award is based on materially inaccurate financial
statements or any other materially inaccurate performance metric criteria. The Compensation Committee has also
provided for a �clawback right� as a condition of all RSUs granted in 2015, 2016 and 2017, including the CEO
Promotion Award and each Regular RSU Award. If the Company were required to restate its financial results due to
material noncompliance with any financial reporting requirement under the securities laws, the Compensation
Committee may, in its discretion after considering the costs and benefits of doing so, recover all or a portion of any
shares delivered or payment made that is related to an RSU award during the three-year period preceding the date on
which the Company files the restatement of such financial statement(s) with the Securities and Exchange
Commission, to the extent the value of such shares or the amount of such payment exceeds the amount or value that
the Committee determines would have been payable in respect of the award had the revised financial statement(s)
reflected in the restatement been applied to determine such amount or value.

Equity Ownership Guidelines

The Company believes that equity interests held by management help to align the interests of stockholders and
management and maximizes stockholder returns over the long term. To that end, the Compensation Committee has
established equity ownership guidelines for each Named Executive based on a multiple of the annual salary of such
Named Executive. These guidelines recommend that the Chief Executive Officer of the Company beneficially own
equity value in the Company�s Common Stock of no less than seven times the annual salary of such Chief Executive
Officer and that each of the other Named Executives of the Company beneficially own equity value in the Company�s
Common Stock of no less than four times the annual salary of such Named Executive, in each case to be achieved
within five years of an individual�s initial appointment as a Named Executive. For purposes of these equity ownership
guidelines, equity value in the Company�s Common Stock includes: (1) the value of shares of Common Stock
beneficially owned by the Named Executive, plus (2) the value of outstanding restricted shares of Common Stock,
either vested or unvested, beneficially owned by the Named Executive, plus (3) the intrinsic value of outstanding,
exercisable stock options to purchase shares of Common Stock held by the Named Executive. On the basis of these
criteria, each of the Named Executives is currently in compliance with these stock ownership guidelines. In the event
a Named Executive is not in compliance with these stock ownership guidelines, the Named Executive is expected to
hold no less than 50% of the after-tax number of shares of Common Stock received upon exercise of stock options and
vesting of restricted stock units until compliance with these stock ownership guidelines is achieved.
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Policy Regarding Hedging and Pledging of Company Stock

The Board has established a policy that prohibits the hedging and pledging of the Common Stock by certain members
of the Company�s leadership, including all Named Executives, under any circumstances.

Deferred Compensation

The Company maintains an Internal Revenue Service Code Section 401(k) Savings Plan (the �401(k) Plan�) for all
eligible employees. The Company maintains a Supplemental Executive Retirement Plan (the �SERP�) for all officers,
including the Named Executives, of the Company and its subsidiaries. The SERP is designed to provide officers with
the option to receive the benefits�tax deferred investment of a certain percentage of the executive�s salary and/or bonus
and a Company matching contribution on a certain portion of the executive�s contribution�that are offered under the
Company�s 401(k) Plan on the portion of the executive�s salary that is not eligible to be included under the Company�s
401(k) Plan, because it is above the various limitations established in the Internal Revenue Code. Except for the
elimination of the maximum salary limitations, the benefits and the investment options of the SERP are the same as
the 401(k) Plan. Messrs. Gattoni, Kneller, O�Malley and Beacom have elected to participate in the SERP.

Key Executive Employment Protection Agreements

The Board has approved the execution of Key Executive Employment Protection Agreements for each of the Named
Executives to assure that each of these officers will have a minimum level of personal financial security in the context
of a change in control transaction to avoid undue distraction due to the risks of job security and to enable such officer
to act in the best interests of stockholders without being influenced by such officer�s economic interests. Each
agreement provides certain severance benefits in the event of a change in control of the Company. Generally, (i) if on
or before the second anniversary of a �change in control� (x) the Company terminates the covered executive�s
employment for any reason other than for �cause� or �disability� or (y) the covered executive voluntarily terminates his
employment for �good reason� or (ii) if the covered executive�s employment is terminated by the Company for any
reason other than death, �disability� or �cause� or by the covered executive for �good reason� after the execution of a
definitive agreement with respect to a change in control transaction but prior to the consummation thereof, and the
transaction contemplated by such definitive agreement is subsequently consummated, such executive will be entitled
to severance benefits consisting of a lump sum cash amount equal to a multiple of the sum of (A) the executive�s
annual base salary and (B) the amount that would have been payable to the executive as an annual �target� incentive
compensation bonus for the year in which the change in control occurs, determined by multiplying his annual base
salary by his total �participant�s percentage participation� established for such year under the EICP (or any successor
plan thereto). The applicable multiples are: three times for Mr. Gattoni; two times for Messrs. Stout and Kneller and
one time for Messrs. O�Malley and Beacom. Severance multiples for Named Executives were established based on
their position and the potential impact to their continued employment in the event of a change in control and to remain
competitive within our industry. Each agreement also provides the covered executive with a pro rata payout of the
�target� annual bonus amount for the year of employment termination of such covered executive and for continuation of
medical benefits for up to one year from the date of employment termination.

The Company believes that the terms of our Key Executive Employment Protection Agreements are consistent with
market practice and assist us in retaining the services of our Named Executives.

Other Benefits and Arrangements

The Company provides the Named Executives with certain other benefits and arrangements that the Company
believes are reasonable and consistent with its overall compensation program to enable the Company to continue to
attract and maintain highly qualified individuals in key positions. The Company pays the premium associated with
term life insurance policies covering each of the Named Executives. The dollar value paid by the
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Company on behalf of each of the Named Executives with respect to these policies is included in the Summary
Compensation Table below. The Board has approved and the Company has entered into indemnification agreements
with each of the Named Executives providing each such Named Executive with a contractual obligation from the
Company to indemnify such individual in connection with such individual�s service as an employee of the Company
(and in the case of Mr. Gattoni, his service as a member of the Board) to the fullest extent permitted by applicable law.
The Company retains discretion to provide Named Executives with the use of certain equipment in connection with
their job responsibilities, including cell phone, and other computer and communications equipment and maintenance
of connectivity for such equipment in the Named Executive�s home.

Compensation Consultants

The Compensation Committee has the authority to hire and negotiate the terms of compensation for its advisers,
including compensation consultants. During 2017, the Compensation Committee used the services of Compensation
Strategies, Inc. to assist it in analyzing the Company�s current executive compensation program, including the
consideration of a potential peer group for purposes of benchmarking Named Executive compensation. During 2015,
the Compensation Committee also engaged the consultants to review the Company�s compensation philosophy and the
structure and design features of each component of the program, as well as Director compensation, the Company�s
stock ownership guidelines for its Directors and Named Executives, and in connection with the CEO Promotion
Grant. The Compensation Committee determined that the work of the consultants did not raise any conflicts of interest
taking into consideration the independence factors enumerated in Rule 10C-1(b) of the Securities Exchange Act of
1934, as amended. No member of the Compensation Committee or any Named Executive has any affiliation with the
consultants. In 2017, the Company paid $30,250 in fees and expense reimbursements to Compensation Strategies, Inc.

Tax Considerations

Section 162(m) of the Internal Revenue Code of 1986, as amended, generally denies a publicly traded company a
federal income tax deduction for compensation in excess of $1 million paid to certain of its Named Executives unless,
for tax years prior to 2018, such compensation is based solely upon the attainment of objective performance criteria.
The Company has undertaken to qualify substantial components of the performance based incentive compensation it
made available to its Named Executives in 2017 and prior years for the performance exception to non-deductibility.
Outstanding performance-based equity awards under the Company�s Employee Equity Plans currently meet these
requirements. At the 2017 Annual Meeting of Stockholders, the Company received stockholder approval for the EICP
so that any annual awards payable thereunder (subject to certain limits) would qualify for the performance exception
under Section 162(m). Under the EICP as approved, the maximum annual bonus payment per participant that could be
awarded is $3 million.

On December 22, 2017, the performance-based exception under Section 162(m) was repealed for fiscal years
commencing on or after January 1, 2018, subject to transition relief that applies for pre-existing written binding
contracts, such as the outstanding equity awards under the Company�s Employee Equity Plans. For 2018 and future
years, the Compensation Committee will review and consider the deductibility of executive compensation under
Section 162(m), taking into account the changes to Section 162(m) effective for years after 2017. The Company
believes that tax deductibility of compensation is an important factor, but not the sole factor, to be considered in
setting executive compensation policy, and in light of the changes to Section 162(m), it is expected that the
Compensation Committee will authorize payments that are not deductible for federal income tax purposes when the
committee believes that such payments are appropriate to attract, retain and incentivize executive talent.
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COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis required by
Item 402(b) of Regulation S-K with management and, based on such review and discussions, the Compensation
Committee recommended to the Board that the Compensation Discussion and Analysis be included in this Proxy
Statement.

THE COMPENSATION COMMITTEE

David G. Bannister, Chairman

Homaira Akbari

Diana M. Murphy

Anthony J. Orlando

George P. Scanlon

Larry J. Thoele

Compensation of Named Executives. The following table summarizes the compensation paid to (i) the President and
Chief Executive Officer, (ii) the Vice President and Chief Financial Officer and (iii) the Company�s three most highly
compensated Executive Officers other than the Chief Executive Officer and the Chief Financial Officer (such five
individuals, collectively, the �Named Executives�).

Summary Compensation Table

Name and Principal Position Year
Salary
(1) ($)

Stock
Awards
(2) ($)

Non-Equity
Incentive

Plan
Compensation

(3) ($)

Change
in

Pension
Value
And

Nonqualified
Deferred

Compensation
Earnings

(4) ($)

All
Other

Compensation
(5) ($) Total ($)

James B. Gattoni 2017 450,000 947,398 3,000,000 19,003 18,275 4,434,676
President and Chief 2016 450,000 947,406 � 8,831 24,918 1,431,155
Executive Officer 2015 450,000 1,508,904 487,000 387 20,379 2,466,670

L. Kevin Stout 2017 250,000 473,619 1,438,000 � 13,556 2,175,175
Vice President and Chief

Financial Officer
2016
2015

250,000
250,000

473,703
724,586

�
176,000

�

�
13,150
11,839

736,853
1,162,425

Joseph J. Beacom 2017 275,000 473,619 1,217,000 14,635 14,496 1,994,750
Vice President and Chief
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Safety and Operations Officer 2016
2015

275,000
264,583

473,703
434,752

�
135,000

7,057
�

15,974
15,488

771,734
849,823

Michael K. Kneller 2017 275,000 473,619 1,217,000 4,467 13,345 1,983,431
Vice President, General

Counsel and Secretary

2016
2015

275,000
275,000

473,703
434,752

�
149,000

7,507
�

12,509
8,303

768,719
867,055

Patrick J. O�Malley 2017 275,000 473,619 1,217,000 13,076 14,329 1,993,024
Vice President and Chief

Commercial and Marketing

Officer

2016
2015

275,000
275,000

473,703
434,752

�
149,000

5,188
�

14,431
16,754

768,322
875,506

(1) Amounts shown include any salary deferred at the election of the Named Executive under the Landstar 401(k)
Savings Plan and/or the SERP.

(2) Stock award amounts for 2017 and 2016 reflect the aggregate grant date fair value of RSUs and restricted stock
computed in accordance with generally accepted accounting principles. Stock award amounts for 2015
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reflect the aggregate grant date fair value of RSUs computed in accordance with generally accepted accounting
principles. Assumptions used in calculating the fair market value of RSUs and restricted stock granted are
disclosed in the footnotes to the Company�s audited consolidated financial statements included in the Company�s
Annual Report on Form 10-K for the fiscal year ended December 30, 2017 filed with the SEC. Amounts shown
are based upon the most probable outcome of the performance conditions for these stock awards. Assuming the
highest level of performance is achieved, the maximum possible value of the stock awards granted to the named
executive officers in 2017, using the grant date fair value, is: (i) $1,644,824 for Mr. Gattoni; and (ii) $822,293 for
Messrs. Stout, Beacom, Kneller, and O�Malley. Assuming the highest level of performance is achieved, the
maximum possible value of the RSUs granted to the named executive officers in 2016, using the grant date fair
value, is: (i) $1,644,863 for Mr. Gattoni; and (ii) $822,432 for Messrs. Stout, Beacom, Kneller, and O�Malley.
Assuming the highest level of performance is achieved, the maximum possible value of the RSUs granted to the
named executive officers in 2015, using the grant date fair value, is: (i) $3,657,207 for Mr. Gattoni; (ii)
$1,449,173 for Mr. Stout; and (iii) $869,504 for Messrs. Beacom, Kneller and O�Malley.

(3) These payments constitute payments under the EICP.

(4) Represents aggregate earnings during each fiscal year on investments held on behalf of the Named Executives
under the SERP. Amounts for 2015 exclude losses of $622, $1,090 and $117 for Messrs. Beacom, Kneller and
O�Malley, respectively.

(5) Amounts include contributions made by the Company under the Landstar 401(k) Savings Plan on behalf of the
Named Executives, contributions made by the Company under the SERP on behalf of the Named Executives,
Health Savings Account (HSA) contributions made by the Company for those Named Executives electing to
participate in the Company�s high deductible medical plan, the dollar value of term life insurance premiums paid
by the Company on behalf of the Named Executives and dividends paid on unvested restricted stock in the
following amounts:

401(k) SERP HSA
Insurance
Premiums

Dividends Paid on
Unvested
Restricted

Stock Total
2017
James B. Gattoni $ 10,600 $ 1,000 $ 4,386 $ 2,289 $ 18,275
L. Kevin Stout 10,600 1,000 812 1,144 13,556
Joseph J. Beacom 10,722 $ 1,247 1,383 1,144 14,496
Michael K. Kneller 10,600 1,000 601 1,144 13,345
Patrick J. O�Malley 10,600 2,585 1,144 14,329
2016
James B. Gattoni $ 10,600 $ 7,400 $ 1,000 $ 4,386 $ 1,532 $ 24,918
L. Kevin Stout 10,572 1,000 812 766 13,150
Joseph J. Beacom 11,976 1,369 1,383 1,246 15,974
Michael K. Kneller 10,142 1,000 601 766 12,509
Patrick J. O�Malley 10,600 2,585 1,246 14,431
2015
James B. Gattoni $ 10,600 $ 6,985 $ 1,000 $ 1,794 $ 20,379
L. Kevin Stout 10,028 1,000 811 11,839
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Joseph J. Beacom 10,276 1,312 $ 3,900 15,488
Michael K. Kneller 6,733 1,000 570 8,303
Patrick J. O�Malley 10,400 2,454
        $0.66 per share - (1,892 ) - - (1,892 )
  T r e a s u r y  s h a r e s
purchased - - (306 ) - (306 )

Balance at September
30, 2009 $7,200 $43,320 $(12,544 ) $4,589 $ 42,565

(unaudited)
Balance at December
31, 2007 $7,200 $40,505 $(10,681 ) $1,437 $ 38,461

Comprehensive Income
     Net income - 2,802 - - 2,802

    Other comprehensive
gain, net of tax:
 Unrealized net gain on
securities - - - 351 351
Total Comprehensive
Income 3,153

C u m u l a t i v e  e f f e c t
accounting adjustment
   o n  b e n e f i t  p l a n
reserve - (431 ) - - (431 )
C a s h  d i v i d e n d s
declared
        $0.62 per share - (1,848 ) - - (1,848 )
  T r e a s u r y  s h a r e s
purchased - - (1,411 ) - (1,411 )

Balance at September
30, 2008 $7,200 $41,028 $(12,092 ) $1,788 $ 37,924

The accompanying notes are an integral part of these consolidated financial statements.
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COMMERCIAL NATIONAL FINANCIAL CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

(dollars in thousands)
(unaudited)

For Nine Months
Ended September 30
2009 2008

OPERATING ACTIVITIES
Net income $3,596 $2,802
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization 292 310
Amortization of intangibles 73 73
Net accretion of loans and securities (255 ) (180 )
Income from investment in life insurance (428 ) (434 )
Increase in other assets (368 ) (490 )
Decrease in other liabilities (417 ) (170 )
Net cash provided by operating activities 2,493 1,911

INVESTING ACTIVITIES
     Increase in federal funds sold - (700 )
     Purchase of securities (47,134 ) (39,902 )
Maturities and sales of securities 31,610 31,209
Purchase of restricted investments in bank stock (600 ) (2,583 )
Redemption of restricted investments in bank stock - 1,085
Net decrease (increase) in loans 10,614 (9,987 )
Proceeds from sale of foreclosed real estate 4 8
Purchase of premises and equipment (196 ) (129 )
Net cash used by investing activities (5,702 ) (1,025 )

FINANCING ACTIVITIES
Net increase (decrease) in deposits 7,094 (23,954 )
Net increase in other short-term borrowings 18,675 26,825
     Maturities of long-term borrowings (20,000 ) -
Dividends paid (1,892 ) (1,848 )
     Purchase of treasury stock (306 ) (1,411 )
Net cash provided (used) by financing activities 3,571 (388 )
Increase in cash and cash equivalents 362 498

Cash and cash equivalents at beginning of year 7,132 9,929

Cash and cash equivalents at end of quarter $7,494 $10,427

Supplemental disclosures of cash flow information:

Cash paid during the period for:
Interest $3,650 $5,363
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Income Taxes $1,535 $940

The accompanying notes are an integral part of these consolidated financial statements.
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COMMERCIAL NATIONAL FINANCIAL CORPORATION
                  NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

September 30, 2009

Note 1    Basis of Presentation

The accompanying consolidated financial statements include the accounts of Commercial National Financial
Corporation (the Corporation) and its wholly owned subsidiaries, Commercial Bank & Trust of PA and Ridge
Properties, Inc.  All material inter-company transactions have been eliminated.

The accompanying unaudited consolidated interim financial statements have been prepared in accordance with
generally accepted accounting principles for interim financial information.  However, they do not include all
information and footnotes required by generally accepted accounting principles for complete financial statements and
should be read in conjunction with the annual financial statements of the Corporation for the year ended December 31,
2008, including the notes thereto. In the opinion of management, the unaudited interim consolidated financial
statements include all adjustments (consisting of only normal recurring adjustments) necessary for a fair statement of
financial position as of September 30, 2009 and the results of operations for the three and nine-month period ended
September 30, 2009 and 2008. The results of operations for the three and nine months ended September 30, 2009 are
not necessarily indicative of the results to be expected for the entire year.

Note 2   Allowance for Loan Losses

The provision for loan losses is the amount added to the allowance against which actual loan losses are charged. The
amount of the provision is determined by management through an evaluation of the size and quality of the loan
portfolio, economic conditions, concentrations of credit, recent loan loss trends, delinquencies and other risks inherent
within the loan portfolio.

The corporation did not record a provision for the nine-month periods ended September 30, 2009 and September 30,
2008.

Description of changes:
(dollars in thousands)

2009 2008

Allowance balance January 1 $ 1,821 $ 1,869

Provision charged to operating expenses 0 0
Recoveries on previously charged off loans 0 12
Loans charged off (23 ) (64)

Allowance balance September 30 $ 1,798 $ 1,817
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Note 3   Securities

The amortized cost and fair values of securities available for sale are as follows:

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
(In Thousands)

September 30, 2009:
Obligations of states and political
Subdivisions $   28,873   $ 1,120 $   (44) $    29,949
Mortgage-backed securities  97,910      5,877 - 103,787

$126,783  $6,997 $   (44) $133,736

December 31, 2008:
Obligations of states and political
Subdivisions $    2,700   $     43 $      - $    2,743
Mortgage-backed securities   108,298 3,730 - 112,028

$110,998 $3,773 $      - $114,771

The amortized cost and fair value of securities at September 30, 2009, by contractual maturities are shown
below.  Expected maturities will differ from contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties.

Amortized
Cost

Fair
Value

(In Thousands)

Due within one year    $         - $           -
Due after one year through five years 1,700   1,734
Due after five years through ten years - -
Due after ten years 27,173   28,215
Mortgage Backed Securities 97,910 103,787

$126,783 $133,736

The following table shows the Corporation’s gross unrealized losses and fair value, aggregated by investment category
and length of time that individual securities have been in a continuous unrealized loss position at September 30, 2009:

(In Thousands)
September 30, 2009

Less than 12 Months 12 Months or More Total
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Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

(In Thousands)

Obligations of states
and political
subdivisions $ 2,959 $     (44) $     - $    - $2,959 $     (44)

The Corporation reviews its position quarterly to determine if there is Other-Than-Temporary Impairment (OTTI) on
any of its securities.   All of the Corporation’s securities are debt securities and we assess whether OTTI is present
when the fair value of a security is less than its amortized cost basis.  The Corporation monitors the credit ratings of
all securities for downgrades as well as any other indication of OTTI condition.  As of September 30, 2009 there were
two municipal bonds in an unrealized loss position.  These unrealized losses are considered to be temporary
impairments.  The decline in the value of these debt securities is due only to interest rate fluctuations and not any
deterioration in credit quality.  As a result, the Corporation currently expects full payment of contractual cash flows,
including principal from these securities. Management has the intent and ability to hold these securities until market
recovery or maturity, therefore none of the unrealized losses on securities are deemed to be other than temporary.

At December 31, 2008, no securities held by the Corporation were in unrealized loss position.
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Note 4   Comprehensive Income

The components of other comprehensive income and related tax effects for the three and nine month periods ended
September 30, 2009 and 2008 are as follows: (dollars in thousands)

For three months For nine months
Ended September 30 Ended September 30
2009 2008 2009 2008

Net unrealized gains on
   securities available for sale $ 1,901 $ 1,778 $   3,180 $      531

Income tax effect (646) (605) (1,081) (180)

Net of tax amount $ 1,255 $  1,173 $   2,099 $      351

Note 5   Legal Proceedings

Other than proceedings which occur in the normal course of business, there are no legal proceedings to which either
the Corporation or it’s subsidiary is a party, which, in the opinion of management, will have any material effect on the
financial position or results of operations of the Corporation and its subsidiaries.

Note 6   Guarantees

The Corporation does not issue any guarantees that would require liability recognition or disclosure, other than its
standby letters of credit.  Standby letters of credit written are conditional commitments issued by the Bank to secure
the performance of a customer to a third party. Of these letters of credit, $448,000 automatically renews within the
next twelve months and $2,152,000 will expire within thirteen to one hundred and nineteen months. The Bank,
generally, holds collateral and/or personal guarantees supporting these commitments. The credit risk involved in
issuing letters of credit is essentially the same as those that are involved in extending loan facilities to customers. The
current amount of the liability as of September 30, 2009 for guarantees under standby letters of credit issued is not
material.

Note 7   Earnings per share

The Corporation has a simple capital structure. Basic earnings per share equals net income divided by the weighted
average common shares outstanding during each period presented. The weighted average common shares outstanding
for the nine months ended September 30, 2009 and 2008 was 2,868,152 and 2,971,398 respectively.

Note 8   New Accounting Standards

In August 2009, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2009-05, Fair Value Measurements and Disclosures (Topic 820): Measuring Liabilities at Fair Value.  The
amendments within ASU 2009-05 clarify that in circumstances in which a quoted price in an active market for the
identical liability is not available, a reporting entity is required to measure fair value using one or more of the
following techniques:

A valuation technique that uses:

a. The quoted price of the identical liability when traded as an asset.
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b. Quoted prices for similar liabilities or similar liabilities when traded as assets.

          Another valuation technique that is consistent with the principles of Topic 820.

Two examples would be an income approach, such as a present value technique, or a market approach, such as a
technique that is based on the amount at the measurement date that the reporting entity would pay to transfer the
identical liability or would receive to enter into the identical liability.
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When estimating the fair value of a liability, a reporting entity is not required to include a separate input or adjustment
to other inputs relating to the existence of a restriction that prevents the transfer of the liability.

Both a quoted price in an active market for the identical liability at the measurement date and the quoted price for the
identical liability when traded as an asset in an active market when no adjustments to the quoted price of the asset are
required are Level 1 fair value measurements.

This guidance is effective for the first reporting period (including interim periods) beginning after issuance.

In June 2009, FASB issued FASB Accounting Standards Codification (ASC) Topic 105, “Generally Accepted
Accounting Principles.” ASC Topic 105 established the FASB Accounting Standards Codification (the “Codification”) to
become the single source of authoritative GAAP recognized by FASB to be applied by nongovernmental entities, with
the exception of guidance issued by the SEC and its staff. All guidance contained in the Codification carries an equal
level of authority. The provisions of ASC Topic 105 are effective for interim and annual periods ending after
September 15, 2009. As the Codification did not change GAAP, the adoption of ASC Topic 105 had no impact on
First Commonwealth’s financial condition or results of operations.

Following issuance of this statement, the Board will not issue new standards in the form of Statements, FASB Staff
Positions ("FSP"), or Emerging Issues Task Force Abstracts. Instead, it will issue Accounting Standards Updates. The
Board will not consider Accounting Standards Updates as authoritative in their own right. Accounting Standards
Updates will serve only to update the Codification, provide background information about the guidance, and provide
the bases for conclusions on the change(s) in the Codification.

Note 9   Restricted Investment in Bank Stock

Federal law requires the Bank, a member institution of the Federal Home Loan Bank system, to hold stock of its
district Federal Home Loan Bank according to a predetermined formula.  This restricted stock is carried at cost and as
of September 30, 2009, consists of the common stock of FHLB of Pittsburgh.  In December 2008, the FHLB of
Pittsburgh notified member banks that it was suspending dividend payments and the repurchase of capital stock.

Management evaluates the restricted stock for impairment in accordance with Statement of Position (SOP) 01-6,
Accounting by Certain Entities (Including Entities With Trade Receivables) That Lend to or Finance the Activities of
Others.  Management’s determination of whether these investments are impaired is based on their assessment of the
ultimate recoverability of their cost rather than by recognizing temporary declines in value.  The determination of
whether a decline affects the ultimate recoverability of their cost is influenced by criteria such as (1) the significance
of the decline in net assets of the FHLB as compared to the capital stock amount for the FHLB and the length of time
this situation has persisted, (2) commitments by the FHLB to make payments required by law or regulation and the
level of such payments in relation to the operating performance of the FHLB, and (3) the impact of legislative and
regulatory changes on institutions and, accordingly, on the customer base of the FHLB.

Management believes no impairment charge is necessary related to the FHLB stock as of September 30, 2009. Our
evaluation of the factors described above in future periods could result in the recognition of impairment charges on
FHLB stock.

Note 10   Fair Value Disclosures

The Corporation adopted FASB ASC 820 “Fair Value Measurements” effective January 1, 2008 for financial assets and
liabilities that are measured and reported at fair value.  There was no impact from the adoption of FASB ASC-820 on
the amounts reported in the consolidated financial statements. FASB ASC-820 primary impact on the Corporation’s
financial statements was to expand required disclosures pertaining to the methods used to determine fair values.
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FASB ASC-820 establishes a fair value hierarchy that prioritizes the inputs to valuation methods used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or
liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three
levels of the fair value hierarchy under FASB ASC-820 are as follows:

Level 1:  Unadjusted quoted prices in active markets that are accessible at the measurement date for
identical,unrestricted assets or liabilities.

Level 2:  Quoted prices in markets that are not active, or inputs that are observable either directly or indirectly, for
substantially the full term of the asset or liability.

Level 3:  Prices or valuation techniques that require inputs that are both significant to the fair value measurement
andunobservable (ie., supported with little or no market activity).

10
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For assets measured at fair value on a recurring basis, the fair value measurement by level within the fair value
hierarchy used at September 30, 2009 are as follows  (in thousands).

                 ( Level  1)                                                         (Level 2)                                  (Level 3)
  Quoted Prices                                           Significant Other                        Significant
                                                                                   I n  a c t i v e
Markets                                                Observable                           Unobservable
For Identical Assets                                                Inputs                                     Inputs

 Securi t ies  avai lable for  sale                                         -                                                        
$      133,736                                                        - 

For assets measured at fair value on a recurring basis, the fair value measurement by level within the fair value
hierarchy used at December 31, 2008 are as follows (in thousands).

                 (Level 1)                                                           (Level 2)                                    (Level 3)
  Quoted Prices                                           Significant Other                         Significant
                                                                                    I n  a c t i v e
Markets                                                Observable                           Unobservable
For Identical Assets                                         Inputs                                          Inputs

     Securit ies available for sale                                    -                                                          
 $     114,771                                                           - 

   The following valuation techniques were used to measure fair value for available for sale securities as of September
30, 2009 and December 31, 2008

Securities Available for Sale: The Corporation utilizes a third party in determining the fair values for securities held as
available for sale.  For the Corporation’s agency mortgage backed securities, the third party utilizes market data,
pricing models that vary based on asset class and include available trade, bid and other market information.
Methodology includes
broker quotes, proprietary modes, vast descriptive terms and conditions.  The third party uses their own proprietary
valuation Matrices in determining fair values for municipal bonds.  These Matrices utilize comprehensive municipal
bond interest rate tables daily to determine market price, movement and yield relationships.

We may be required to measure certain other financial assets at fair value on a nonrecurring basis.  These adjustments
to fair value usually result from the application of lower-of-cost-or-market accounting or write-downs of individual
assets.  The Level 3 disclosures shown below represent the carrying value of loans for which adjustments are
primarily based on the appraised value of collateral or the present value of expected future cash flows, which often
results in significant management assumptions and input with respect to the determination of fair value.  There were
no realized or unrealized gains or losses relating to Level 3 financial assets and liabilities measured on a nonrecurring
basis for the quarter ended September 30, 2009 and December 31, 2008.

For assets measured at fair value on a nonrecurring basis, the fair value measurement by level within the fair value
hierarchy used at September 30, 2009 are as follows  (in thousands).

     (Level 1)                                                       (Level 2)                                      (Level 3)
  Quoted Prices                                           Significant Other                            Significant
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                                                    In active Markets                                                Observable                         
    Unobservable
For Identical Assets                                         Inputs                                       Inputs

Impaired Loans                                    -                                             -                              $  867                      

Impaired loans at September 30, 2009, which are measured using the fair value of the collateral less estimated costs to
sell for collateral-dependent loans, had a carrying amount of $986,000 with a valuation allowance of $119,000.

For assets measured at fair value on a nonrecurring basis, the fair value measurement by level within the fair value
hierarchy used at December 31, 2008 are as follows  (in thousands).

   (Level 1)                                                        (Level 2)                                     (Level 3)
Quoted Prices                                           Significant Other                             Significant
                                                 I n  a c t i v e
Markets                                                Observable                                Unobservable
For Identical Assets                                         Inputs                                     Inputs

Impaired Loans                                -                                               -                                 $3,361                      

11
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Impaired loans at December 31, 2008, which are measured using the fair value of the collateral less estimated costs to
sell for collateral-dependent loans, had a carrying amount of $3,576,000 with a valuation allowance of $215,000.

The decrease in impaired loans from December 31, 2008 to September 30, 2009 is due to changes in two loan
relationships. One was upgraded, a  $2.8 million relationship, which had lost a sizable anchor tenant, resulting in a
need for restructured terms of repayment.  Since year-end 2008, the borrower has been able to negotiate a favorable
lease with a replacement tenant.  The other is a $265,000 loan that was downgraded due to the loan being restructured
to interest only.

FASB ASC 825-10-65, Transition Related to FSP FAS 107-1 and APB 28-1, “Interim Disclosures about Fair Value of
Financial Instruments,” require disclosure of the fair value of financial assets and financial liabilities, including those
financial assets and financial liabilities that are not measured and reported at fair value on a recurring basis or
non-recurring basis. The methodologies for estimating the fair value of financial assets and financial liabilities that are
measured at fair value on a recurring or non-recurring basis are as discussed above. The methodologies for other
financial assets and financial liabilities are discussed below.

The carrying amounts and fair values of the Corporation’s financial instruments as of September 30, 2009 and
December 31, 2008 are presented in the following table:

September 30, 2009
December 31,

2008

Carrying
Amount

 Fair

Value
 Carrying        

Amount
        Fair

         Value
(In Thousands)

Financial assets:
Cash and equivalents $ 7,494 $ 7,494 $ 7,132 $ 7,132
Securities available for sale 133,736 133,736 114,771 114,771
Restricted investments in bank stock 4,567 4,567 3,967 3,967
Net loans receivable 203,491 205,192 214,112 222,442
Financial liabilities:
Deposits $ 264,181 $ 259,615 $ 257,087 $ 258,190
Short-term borrowings 49,850 49,850 31,175 31,175
Long-term borrowings 10,000 10,162 30,000 30,585

Off-balance sheet financial instruments - - - -

The following methods and assumptions were used by the Corporation in estimating the fair value disclosures for
financial instruments:

Cash and Short-Term Investments

The carrying amounts for cash and short-term investments approximate the estimated fair values of such assets.

Securities
The Corporation utilizes a third party in determining the fair values for securities held as available for sale.  For the
Corporation’s agency mortgage backed securities, the third party utilizes market data, pricing models that vary based
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on asset class and include available trade, bid and other market information. Methodology includes broker quotes,
proprietary modes, vast descriptive terms and conditions.  The third party uses their own proprietary valuation
Matrices in determining fair values for municipal bonds.  These Matrices utilize comprehensive municipal bond
interest rate tables daily to determine market price, movement and yield relationships.

Restricted Investments in Bank Stock

The carrying amounts of restricted investments in bank stock approximate the estimated fair value of such assets.

Loans Receivable

Fair values of variable rate loans subject to frequent repricing and which entail no significant credit risk are based on
the carrying values.  The estimated fair values of other loans are estimated by discounting the future cash flows using
interest rates currently offered for loans with similar terms to borrowers of similar credit quality.

12
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Deposits

For deposits which are payable on demand at the reporting date, representing all deposits other than time deposits,
management estimated that the carrying value of such deposits is a reasonable estimate of fair value.  Fair values of
time deposits are estimated by discounting the future cash flows using interest rates currently being offered and a
schedule of aggregate expected maturities.

Short-Term Borrowings

The carrying amounts for short-term borrowings approximate the estimated fair value of such liabilities.

Long-Term Borrowings

Fair values of long-term borrowings are estimated by discounting the future cash flows using interest rates currently
available for borrowings with similar terms and maturity.

Off-Balance Sheet Instruments

The fair value of commitments to extend credit and for outstanding letters of credit is estimated using the fees
currently charged to enter into similar agreements, taking into account market interest rates, the remaining terms and
present credit worthiness of the counterparties.

Note 11 Subsequent Events

Commercial National Corporation has evaluated subsequent events through November 13, 2009, the date these
financial statements were filed with the Securities and Exchange Commission. We have incorporated into these
financial statements the effect of all material known events determined by ACS Topic 855, “Subsequent Events,” to be
recognizable events.

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

SAFE HARBOR STATEMENT

Forward-looking statements (statements which are not historical facts) in this Quarterly Report on Form 10-Q are
made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. For this purpose,
any statements contained herein that are not statements of historical fact may be deemed to be forward-looking
statements. Without limiting the generality of the foregoing, words such as “may,” “will,” “to,” “expect,” “believe,” “anticipate,”
“intend,” “could,” “would,” “estimate,” or “continue” or the negative or other variations thereof or comparable terminology are
intended to identify forward-looking statements. These statements are based on information currently available to the
Corporation, and the Corporation assumes no obligation to update these statements as circumstances change. Investors
are cautioned that all forward-looking statements involve risk and uncertainties, including changes in general
economic and financial market conditions, unforeseen credit problems, and the Corporation’s ability to execute its
business plans. The actual results of future events could differ materially from those stated in any forward-looking
statements herein.

CRITICAL ACCOUNTING ESTIMATES
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Disclosure of the Corporation’s significant accounting policies is included in Note 1 to the Corporation’s Consolidated
Financial Statements contained in the Corporation’s Annual Report on Form 10-K for the year ended December 31,
2008 (the 2008 Annual Report). Some of these policies are particularly sensitive, requiring that significant judgments,
estimates and assumptions be made by management. Additional information is contained in the Management’s
Discussion and Analysis section of the 2008 Annual Report for the most sensitive of these issues, including the
provision and allowance for loan losses.

Significant estimates are made by management in determining the allowance for loan losses. Management considers a
variety of factors in establishing these estimates, including current economic conditions, diversification of the loan
portfolio, delinquency statistics, results of internal loan reviews, financial and managerial strengths of borrowers,
adequacy of collateral (if collateral dependent) and other relevant factors. Estimates related to the value of collateral
also have a significant impact on whether or not the Corporation continues to accrue income on delinquent loans and
on the amounts at which foreclosed real estate is recorded in the Consolidated Statements of Financial Condition.
Management discussed the development and selection of critical accounting estimates and related Management and
Discussion and Analysis disclosure with the Corporation’s Audit Committee. There were no material changes made to
the critical accounting estimates during the periods presented within.
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OVERVIEW

The Corporation had net income of $3.6 million or $1.25 per share, for the nine months ended September 30, 2009
compared to $2.8 million or $0.94 per share for the nine months ended September 30, 2008. The Corporation’s return
on average assets for the first nine months of 2009 and 2008 was 1.30% and 1.06%, respectively.  Return on average
equity for the same two periods was 11.76% and 9.84%, respectively.

The Corporation’s largest segment of operating results is dependent upon net interest income. Net interest income is
interest earned on interest-earning assets less interest paid on interest-bearing liabilities. For the nine months ended
September 30, 2009 and 2008, net interest income was $11.3 million and $9.8 million, respectively.

The Federal Deposit Insurance Corporation’s emergency assessment amounted to five (5) basis points on each
institution’s assets minus Tier 1 capital as of June 30, 2009, subject to a maximum equal to 10 basis points times the
institution’s assessment base. Our special assessment, which was reflected in earnings for the quarter ended June 30,
2009, was $165,000. In addition, the FDIC may impose additional emergency special assessments after June 30, 2009
of up to five (5) basis points per quarter on each institution’s assets minus Tier 1 capital if necessary to maintain public
confidence in federal deposit insurance or as a result of deterioration in the deposit insurance fund reserve ratio due to
institution failures. The latest date possible for imposing any such additional special assessment is December 31,
2009, with collection on March 30, 2010. Any additional emergency special assessment imposed by the FDIC would
impact our earnings. In lieu of imposing a special assessment, the FDIC has adopted the proposal that all institutions
prepay their assessments for the fourth quarter of 2009 and all of 2010, 2011 and 2012.

FINANCIAL CONDITION

The Corporation’s total assets increased by $9.9 million, or 2.8%, from December 31, 2008 to September 30,
2009.  Total cash and cash equivalents increased by $362,000.  Investment securities available for sale increased by
$19.0 million, this increase in investments was mainly due to security purchases of $47.1 million, security maturities
of $1.0 million, principal pay-downs of $30.6 million and market value increases of $3.2 million on the securities. Net
loans outstanding decreased by $10.6 million.  The decrease in loans was mainly the result of declines in the following
categories; $7.9 million in mortgages, $4.0 million in installment loans and a $376,000 decrease in tax-free
loans.  These decreases were slightly offset by increases of $1.1 million in commercial loans and an $894,000 increase
in construction mortgages.  The Corporation attributes the loan declines to consumer and commercial customers being
cautious in 2009.

The Corporation’s total deposits increased $7.1 million from December 31, 2008 to September 30, 2009. The
non-interest bearing deposits increased by $9.2 million and the interest-bearing deposits decreased by $2.1 million.
The increase in non-interest bearing deposits is a result of customers maintaining higher average balances in demand
accounts.  The decline in the interest-bearing deposits was due to decreases in certificates of deposits of $10.8 million.
These decreases in certificates were offset by increases of $4.0 million in money market funds and a $3.4 million
increase in savings accounts. The Corporation made the decision during the first nine months not to match higher rates
on certificates of deposits, which resulted in the decrease in certificate balances.

Shareholders' equity was $42.6 million on September 30, 2009 compared to $39.1 million on December 31, 2008.
Total shareholders equity increased due to following; $3.6 million in net income, a $2.1 million increase in other
comprehensive income due to increases in fair value of securities available for sale, a  $306,000 decrease from the
purchase of treasury stock and the $1.9 million decrease from cash dividends paid to shareholders. Book value per
common share increased from $13.56 at December 31, 2008 to $14.88 at September 30, 2009.

RESULTS OF OPERATIONS
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First Nine Months of 2009 as compared to the First Nine Months of 2008

Net income for the first nine months of 2009 was $3.6 million compared to $2.8 million for the same period of 2008,
representing a 28.34% increase.  The increase is primarily due to lower market costs for interest bearing deposits and
Federal Home Loan borrowings in 2009 compared with 2008.

Interest income for the nine months ended September 30, 2009 was $14.7 million, an increase of 0.86% from interest
income of $14.6 million for the nine months ended September 30, 2008. Loan income for the nine months ended
September 30, 2009 was $9.1 million compared to $9.9 million in 2008.  The decrease in loan income was due to
lower average loan balances in 2009 compared to 2008. Loan averages in 2009 were $10.8 million lower than 2008.
In addition, loan yields for the first nine months of 2009 decreased eighteen  (18) basis points to 5.80%. This decrease
in the loan yield is due to lower market rates for new loans in 2009.  Investment income from securities increased
$900,000 or 19.07% for the first nine months of 2009 compared with the same period of 2008. Investment income
increased due to a $22.8 million or 21.57% increase in average outstanding investments in 2009 compared with 2008.
The yield on the securities portfolio in 2009 decreased twelve (12) basis points to 5.83%.  The yield on total average
earning assets for the first nine months of 2009 and 2008 was 5.81% and 5.97%, respectively.
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Total interest expense of $3.4 million for the first nine months of 2009 decreased by $1.4 million or 29.45% compared
with the same period of 2008.  The average interest bearing liabilities in 2009 were $255 million, an increase of $9.0
million or 3.67% over 2008 averages.  Interest on deposits decreased $1.4 million or 36.10% in 2009 compared to
2008. The cost of certificates of deposits decreased by $1.3 million in 2009 compared with 2008. The decrease was
due a decline of  $18.4 million in certificates of deposit average balances in 2009 compared with 2008 and lower
market cost for the certificates in 2009 compared with 2008.  The expense on short-term borrowings
decreased  $233,000 from the first nine months of 2009 compared to the same period in 2008.  Long-term borrowing
expense increased $172,000 to $839,000 in 2009.  The corporation increased short and long-term borrowings from the
FHLB to offset the decreases in interest bearing deposit accounts and to fund the increase in investments available for
sale. The cost of the FHLB advances decreased significantly in 2009 compared with 2008. The average cost of
interest-bearing liabilities for the first nine months of 2009 was 1.77%, an eighty-three (83) basis points decrease from
the same period in 2009.  These factors led to the decrease in interest expense for the first nine months of 2009.

As a result of the foregoing, net interest income for the first nine months of 2009 was $11.3 million compared to $9.8
million for the first nine months of 2008.

The Corporation did not record any loan loss provision expense in either of the nine-month periods ending September
30, 2009 or September 30, 2008.

Non-interest income for the first nine months of 2009 was $2.3 million, a decrease of $77,000 from non-interest
income for the first nine months of 2008.  The $77,000 decrease is the result of the following; asset management and
trust income declined by $60,000 and service charges on deposit accounts decreased by $35,000. Other service
charges and fees increased by $17,000. The decrease in asset management and trust is due to lower market values on
assets under management, the decrease in other service charges is due a lower volume of overdrafts and related fees.

Non-interest expense for the first nine months of 2009 was $8.6 million, an increase of $350,000 or 4.25% from
non-interest expense for the first nine months of 2008. The major change in 2009 was the $337,000 increase in FDIC
expense compared with 2008. This increase was the result of the FDIC insurance costs increasing $172,000 in 2009
compared with 2008 and the FDIC special assessment of $165,000 in 2009.  Personnel costs decreased $16,000, net
occupancy increased $67,000, furniture and equipment expense decreased  $37,000. Legal and professional fees
decreased by $9,000 and other expenses increased slightly by $24,000.

Federal income tax for the first nine months of 2009 was $1.4 million compared to $1.1 million for the same period in
2008. The effective tax rates for the first nine months of 2009 and 2008 were 28.35% and 28.26%, respectively. The
effective tax rates are lower than the federal statutory rate of 34% due principally to income from tax-exempt loans,
securities, and bank owned life insurance.

RESULTS OF OPERATIONS

Three Months Ended September 30, 2009 as Compared to the Three Months Ended September 30, 2008

The Corporation’s net income for the three months ended September 30, 2009 was $1.3 million, compared to $1.0
million for the same period of 2008, representing a 23.51% increase.  Net income was higher due to higher total
interest income and lower interest expense in 2009 compared to 2008.

Interest income for the three months ended September 30, 2009 was $4.8 million, an increase of $114,000 compared
with the three months ended September 30, 2008. Security income increased $348,000 or 23.18% in 2009 compared
to 2008.  This increase in security income was due a $30 million increase in average investment securities balances for
the three months ending September 30, 2009 compared with same period 2008.  The investments yielded 5.59% for
the three months ended September 30, 2009 compared to 5.88% for the same period in 2008. Loan income decreased
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$234,000 or 7.28% for the three months ending September 30, 2009 compared with same period 2008. The decrease
was due to both a decrease in average loan outstanding and a decrease in loan yields. Loan outstanding averages in
2009 were $10.78 million lower than 2008. The loan yield decreased fourteen  (14) basis points to 5.80% from 5.94%.

Interest expense during the third quarter of 2009 was $1.0 million, or $314,000 less when compared to the third
quarter of 2008.  The interest bearing liability cost decreased to 1.66%, a sixty-three (63) basis points decrease from
third quarter of 2008. The interest expense has declined due to lower market rates on certificate of deposits and lower
cost for short and long term FHLB advances.  The average interest bearing liabilities increased  $14.7 million in the
third quarter of 2009 compared with 2008.
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As a result of the foregoing, net interest income increased $428,000 or 12.72% to $3.8 million during the third quarter
of 2009 and yielded 4.11% of average total assets compared to 3.91% during the same period a year ago.

The Corporation recorded no provision for loan losses for the third quarter of 2009 and 2008, respectively.

Non-interest income decreased by $43,000 or 5.42%, to $750,000 during the third quarter of 2009 compared with
2008. Asset management and trust income decreased $34,000 due to lower market values for assets under
management. The service charges on deposit accounts decreased $10,000, other service charges and fees increased
$16,000, and bank owned life insurance income decreased $17,000 due to lower interest rates paid on the cash
surrender values.

Non-interest expense increased $114,000 during the third quarter of 2009, a 4.20% increase from the same period in
2008. Personnel costs increased by $17,000, occupancy cost increased $39,000 primarily due to a $33,000 increase in
repair and maintenance costs, furniture and fixture costs decreased $20,000, mainly due to a $15,000 decrease in
equipment depreciation cost.  Legal and professional costs decreased for the three-month period in 2009 by $11,000
compared to same period 2008. FDIC insurance expense increased by $79,000 due to higher FDIC assessment rates in
2009. Other expenses increased by $16,000.

Federal income tax on third quarter 2009 earnings was $449,000 compared to $419,000 a year ago. The third quarter
effective tax rates for 2009 and 2008 were 26.18% and 29.02%, respectively. The effective tax rate decreased due to
higher municipal bond balances in 2009 compared with 2008.

LIQUIDITY

Liquidity measurements evaluate the Corporation’s ability to meet the cash flow requirements of its depositors and
borrowers. The most desirable source of liquidity is deposit growth. Additional liquidity is provided by the maturity of
investments in loans and securities and the principal and interest received from those earning assets. Another source of
liquidity is represented by the Corporation’s ability to sell both loans and securities. The Bank is a member of the
Federal Home Loan Bank (FHLB) system. The FHLB provides an additional source for liquidity for long- and
short-term funding. Additional sources of funding from financial institutions have been established for short-term
funding needs.

The statement of cash flows for the first nine months of 2009 indicates cash provided by the increase in deposits and
the cash provided by the decrease in loans was used to purchase investment securities.

As of September 30, 2009, the Corporation had available funding of approximately $65 million at the FHLB, with an
additional $19 million of short term funding available through other lines of credit.  The Corporation’s maximum
borrowing capacity with the Federal Home Loan Bank (FHLB) as of September 30, 2009 was $120 million, with $55
million borrowed resulting in the $65 million as available.

OFF BALANCE SHEET ARRANGEMENTS

The Corporation’s financial statements do not reflect off balance sheet arrangements that consist of commitments to
purchase securities or commitments to extend credit. The Corporation has entered into agreements to purchase $3.75
million in municipal bond securities with settlement dates in October 2009. Commitments to extend credit are
agreements to lend to a customer as long as there is no violation of any condition established in the contract.
Commitments generally have fixed expiration dates or other termination clauses and may require payment of a
fee.  Since many of the commitments are expected to expire without being drawn upon, the total commitment amounts
do not necessarily represent future cash requirements.  The Corporation evaluates each customer's credit worthiness
on a case-by-case basis. The amount of collateral, if any, which the Corporation obtains from the customer upon
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extension of credit, is based on management's credit evaluation of the customer or other obligor.  The types of
collateral obtained by the Corporation may include accounts receivable, inventory, property, plant and equipment and
income-producing commercial properties.

Standby letters of credit, financial standby letters of credit and commercial letters of credit written are conditional
commitments issued by the Corporation to guarantee the performance of a customer to a third party.  Those guarantees
are primarily issued to support public and private borrowing arrangements.  The credit risk involved in issuing letters
of credit is essentially the same as that involved in extending loan facilities to customers.
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The following table identifies the Corporation’s commitments to extend credit, obligations under letters of credit and
commitments to purchase securities as of September 30, 2009 (dollars in thousands):

TOTAL
AMOUNT

COMMITTED

Financial instruments whose contractual amounts represent credit
risk:
Commitments to extend credit $33,452
Standby letters of credit 448
Financial standby letters of credit 2,152
Commitments to purchase securities
               Commitments to purchase municipal bond securities 3,750

CREDIT QUALITY RISK

The following table presents a comparison of loan quality as of September 30, 2009 to the loan quality as of
December 31, 2008. Cash payments received on non-accrual loans are recognized as interest income as long as the
remaining balance of the loan is deemed to be fully collectible. When doubt exists as to the collectibility of a loan in
non-accrual status, any payments received are applied to principal to the extent the doubt is eliminated. Once a loan is
placed on non-accrual status, any unpaid interest is charged against income.

At or For
the

Nine
month
ended

At or For
the

Year ended
September
30, 2009

December
31, 2008

(dollars in thousands)
Non-performing loans:
Loans on non-accrual basis $331 $29
Past due loans > 90 days  -  -
Renegotiated loans   979   3,566
Total non-performing loans 1,310 3,595
Foreclosed real estate  610   614

Total non-performing assets $1,920 $4,209

Loans outstanding at end of period $205,289 $215,933
Average loans outstanding (year-to-date) $209,097 $219,000

Non-performing loans as a percent of total loans 0.64 % 1.66 %                
Provision for loan losses $0 $15
Net charge-offs $23 $63
Net charge-offs as a percent of average loans  0.01 %  0.03 %
Provision for loan losses as a percent of net charge-offs 0.00 % 23.81 %
Allowance for loan losses $1,798 $1,821
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Allowance for loan losses as a percent of average loans outstanding 0.86 % 0.83 %

As of September 30, 2009, $42,000 of non-accrual loans were paying principal or principal and interest with payments
recognized on a cash basis. The majority of renegotiated loans as of December 31, 2008 were two loan relationships, a
$2.8 million loan relationship and a $715,000 loan relationship. These two renegotiated loan relationships are
involved in the retail segment.  The $2.8 million relationship lost a sizable anchor tenant, resulting in a need for
restructured terms of repayment.  Since year-end 2008, the borrower has been able to negotiate a favorable lease with
a replacement tenant, therefore the loan has since returned to a current market rate and is no longer under restructured
terms. At present, the Corporation has no knowledge of other outstanding loans that present a serious doubt in regard
to the borrower’s ability to comply with current loan repayment terms.
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CAPITAL RESOURCES

The Federal Reserve Board's risk-based capital guidelines are designed principally as a measure of credit risk. These
guidelines require that: (1) at least 50% of a banking organization's total capital be common and certain other "core"
equity capital ("Tier I Capital"); (2) assets and off-balance sheet items be weighted according to risk; and (3) the total
capital to risk-weighted assets ratio be at least 8.00%; and (4) a minimum 4.00% leverage ratio of Tier I capital to
average total assets be maintained for financial institutions that meet certain specified criteria, including asset quality,
high liquidity, low interest-rate exposure and the highest regulatory rating. As of September 30, 2009, Commercial
Bank & Trust of PA, under these guidelines, had Tier I and total equity capital to risk weighted assets ratios of
17.97% and 18.83% respectively. The leverage ratio was 10.38%.

The table below represents the Bank’s capital position at September 30, 2009
(Dollar amounts in thousands)

Percent
of Adjusted

Amount Assets

Tier I Capital                           $ 37,649                              17.97%
Tier I Capital Requirement                                8,380                                  4.00

Total Equity Capital                          $ 39,447                             18.83%
Total Equity Capital Requirement                             16,760                                 8.00

Leverage Capital                          $ 37,649                               10.38%
Leverage Requirement                             14,510                                 4.00

ITEM 3.   QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Corporation’s primary market risk is interest rate risk. Interest rate risk arises due to timing differences between
interest sensitive assets and liabilities. Interest rate management seeks to maintain a balance between consistent
income growth and the risk that is created by variations in the ability to reprice deposit and investment categories. The
effort to determine the effect of potential interest rate changes normally involves measuring the "gap" between assets
(loans and securities) subject to rate fluctuation and liabilities (interest bearing deposits and long-term borrowings)
subject to rate fluctuation as related to earning assets over different time periods and calculating the ratio of interest
sensitive assets to interest sensitive liabilities.

Repricing periods for the loans, securities, interest bearing deposits and long-term borrowings are based on contractual
maturities, where applicable, as well as the Corporation's historical experience regarding the impact of interest rate
fluctuations on the prepayment and withdrawal patterns of certain assets and liabilities. Regular savings, NOW and
other similar interest bearing demand deposit accounts are subject to immediate withdrawal without penalty.
However, based upon historical performance, management considers a certain portion of the accounts to be stable core
deposits and therefore are projected to reprice over a variety of time periods.

The Corporation utilizes a computer simulation analysis that projects the impact of changing interest rates on earnings.
Simulation modeling projects a baseline net interest income (assuming no changes in interest rate levels) and
estimates changes to that baseline resulting from changes in interest rate levels. The Corporation utilizes the results of
this model in evaluating its interest rate risk. This model incorporates a number of additional factors. These factors
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include: (1) the expected exercise of call features on various assets and liabilities; (2) the expected rates at which
various rate sensitive assets and liabilities will reprice; (3) the expected relative movements in different interest rate
indexes that are used as the basis for pricing or repricing various assets and liabilities; (4) expected changes in
administered rates on interest-bearing transaction, savings, money market and time deposit accounts and the expected
impact of competition on the pricing or repricing of such accounts; and (5) other factors. Inclusion of these factors in
the model is intended to estimate the Corporation’s changes in net interest income resulting from an immediate and
sustained parallel shift in interest rates up 100, 200 and 300 basis points or 100, 200 and 300 basis points down. While
the Corporation believes this model provides a useful projection of its interest rate risk, the model includes a number
of assumptions and predictions that are subject to continual refinement. These assumptions and predictions include
inputs to compute baseline net interest income, growth rates and a variety of other factors that are difficult to
accurately predict.
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The September 30, 2009 computer simulations analysis projects the following changes in net interest income based on
an immediate and sustained parallel shift in interest rates for a twelve month period compared to baseline, with
baseline representing no change in interest rates.  The model projects net interest income will decrease 2.4% if rates
rise 100 bps, will decrease 6.2% if rates rise 200 bps and projects a 10.5% decrease of net interest income if rates rise
300 bps.  If rates decrease 100 bps, the model projects no change in net interest income, a 1.1% decrease if rates
decrease 200 bps and if rates decrease 300 bps, the model projects net interest income will decrease 2.5%.

Management regularly monitors the interest sensitivity position and considers this position in its decisions with regard
to the Corporation’s interest rates and maturities for interest-earning assets and interest-bearing liabilities.

ITEM 4.    CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures
The Corporation maintains a system of disclosure controls and procedures that is designed to ensure that information
required to be disclosed by the Corporation in this Form 10-Q, and in other reports required to be filed under the
Securities Exchange Act of 1934 (Exchange Act), is recorded, processed, summarized and reported within the time
periods specified in the rules and forms for such filings. Management of the Corporation, under the direction of the
Corporation’s Chief Executive Officer and Chief Financial Officer, reviewed and performed an evaluation of the
effectiveness of the Corporation’s disclosure controls and procedures (as defined in Rules 13a-15a(e) and 15d-15(e)
under the Exchange Act) as of September 30, 2009. Based on that review and evaluation, the Chief Executive Officer
and Chief Financial Officer, along with other key management of the Corporation, have determined that the disclosure
controls and procedures were and are effective as designed to ensure that material information relating to the
Corporation and its consolidated subsidiaries required to be disclosed by the Corporation by the Exchange Act, was
recorded, processed, summarized and reported within the applicable time periods.

Changes in Internal Controls

There have been no significant changes in our internal controls or in other factors that could significantly affect our
internal controls during the quarter-ended September 30, 2009.

ITEM 4T.                       CONTROLS AND PROCEDURES

See Item 4. above.
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PART II - OTHER INFORMATION

ITEM 1.                      LEGAL PROCEEDINGS

Other than proceedings that occur in the normal course of business, there are no legal proceedings to which either
theCorporation or any of its subsidiaries is a party, which, in management’s opinion, will have any material effect on
the financialposition of the Corporation and its subsidiaries.

ITEM 1A.                      RISK FACTORS

A smaller reporting company is not required to provide information required of this item.

ITEM 2.                      UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
2 (a)  None
2 (b)  None
2 (c) In 2000, the Board of Directors authorized the repurchase of up to 360,000 shares of the Corporation’s common
stock from          time to time when warranted by market conditions.  There have been 245,174 shares purchased under
this authorization                through September 30, 2009, see table below.

ISSUER PURCHASES OF EQUITY SECURITIES
Period (a) Total Number

of Shares
Purchased

(b) Average Price
Paid per Share

(c) Total Number of
Shares  Purchased as

Part of Publicly
Announced Plans

(d) Maximum Number
of Shares that May Yet
Be Purchased Under the

Plans
July 1-
July 31 1,000 15.30 1,000  114,826

August 1 –
August 31  0 0 0  114,826

September 1-
September 30 0 0 0  114,826

Total 1,000 15.30 1,000  114,826

ITEM 3.                      DEFAULTS UPON SENIOR SECURITIES

Not applicable.

ITEM 4.                      SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None

Edgar Filing: LANDSTAR SYSTEM INC - Form DEF 14A

89



ITEM 5.                      OTHER INFORMATION

                        Not applicable
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ITEM 6.                      EXHIBITS

Exhibit
Number Description

Page Number or
Incorporated by

Reference to

3.1 Articles of Incorporation Exhibit C to Form S-4
Registration Statement Filed
April 9, 1990

3.2 By-Laws of Registrant Exhibit D to Form S-4
Registration Statement Filed
April 9, 1990

3.3 Amendment to Articles of Incorporation Exhibit A to definitive Proxy
Statement filed for the special
meeting of shareholders held
September 18, 1990

3.4 Amendment to Articles of Incorporation Exhibit A to definitive Proxy
Statement filed for the meeting
of shareholders held on April 15,
1997

3.6 Amendment to Articles of Incorporation Exhibit A to definitive Proxy
Statement filed for the meeting
of shareholders held September
21, 2004

3.8 Amendment to the Bylaws of Registrant Exhibit 3.8 to Form 10-Q for the
quarter
ended September 30, 2004

10.1 Amended and Restated Employment
agreement between Gregg E. Hunter and
Commercial Bank & Trust of PA

Exhibit 10.1 to Form 10-K for
the year ended December 31,
2008

10.3 Mutual Release and Non-Disparagement
Agreement between Commercial Bank of
Pennsylvania and Louis T. Steiner

Exhibit 10.3 to Form 10-K for
the year ended December 31,
2003

10.4
Stock Purchase Agreement between the
Corporation and all of the Shareholders of
Ridge Properties, Inc.

Exhibit 10.4 to Form 10-Q for
the quarter ended June 30, 2008
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31.1 Rule 13a-15(e) and 15d-15(e) Certification
of Chief Executive Officer

Filed herewith

31.2 Rule 13a-15(e) and 15d-15(e) Certification
of Chief Financial Officer

Filed herewith

32.1 Section 1350 Certification of the Chief
Executive Officer

Filed herewith

32.2 Section 1350 Certification of the Chief
Financial Officer

Filed herewith
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

C O M M E R C I A L  N A T I O N A L  F I N A N C I A L
CORPORATION
(Registrant)

Dated:  November 13, 2009 /s/ Gregg E. Hunter
Gregg E. Hunter, Vice Chairman
President and Chief Executive Officer

Dated:  November 13, 2009 /s/ Thomas D. Watters
Thomas D. Watters, Senior Vice President and
Chief Financial Officer

22

Edgar Filing: LANDSTAR SYSTEM INC - Form DEF 14A

93



Edgar Filing: LANDSTAR SYSTEM INC - Form DEF 14A

94


