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UNITED STATES DEPARTMENT OF THE TREASURY
1500 PENNSYLVANIA AVENUE, NW
WASHINGTON, D.C, 20220

Dear Ladies and Gentlemen:

The company set forth on the signaturc page hereto (the “Company™) intends to 1ssue in a
private placement the number of shares of a series of its preferrced stock set forth on Schedule A
hereto (the “Preferred Shares™) and & warrant to purchase the number of shares of a series of its
preferred stock set forth on Schedule A hercto (the “Warrant” and, together with the Preferred
Shares, the “Purchased Securities”™) and the United States Department of the Treasury (the
“fivestor”) intends to purchase from the Company the Purchased Securities.

The purpose of this letter agreement 1s to confirm the terms and conditions of the
purchase by the Investor of the Purchased Securities. Except to the extent supplemented or
superseded by the terms set forth herein or in the Schedules hereto, the provisions contained in
the Sccurnties Purchase Agreement - Standard Terms attached hereto as Exhibit A (the
“Securitios Purchase Agreement”™) are incorporated by reference herein. Terms that arc defined
in the Securities Purchase Agreement are used in this [etter agrcement as so defined. In the cvent
of any mconsistency between this letter agreement and the Securities Purchase Agreement, the
terms of this letter agreement shall govern.

Each of the Company and the Investor hereby confirms its agreement with the other party
with respect to the issuance by the Company of the Purchased Securities and the purchase by the
Investor of the Purchased Securities pursuant to this letter agreement and the Securities Purchase
Agreement on the terms specified on Schedule A hereto.

This letter agrecment (including the Schedules hereto) and the Securitics Purchase
Agreement (including the Annexcs thereto), the Disclosure Schedules and the Warrant constitute
the entire agreement, and supersede all other prior agreements, understandings, representations
and warranties, both written and oral, between the parties, with respect to the subject matter
hercof. This letter agrecment constitutes the “Letter Agreement” relerred to in the Securitics
Purchase Agrecment.

This letter agreement may be exccuted in any number of separate counterparts, each such
counterpart being deemed to be an original instrument, and all such counterparts will together
constitute the same agreement., Exccuted signature pages to this letter agreement may be
delivered by facsimile and such facsimiles will be deemed as sufficient as if actual signature
pages had been delivered.
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UST Sequence Number: 151

In witness whereof, this letter agreement has been duly executed and delivered by the
duly authorized representatives of the parties hereto as of the date written below.

UNITED STATES DEPARTMENT OF THE

TREA%
By:

‘Name: Neel Kashkari
Title: Interim Assistant Secretary
For Financtal Stability

Namel Anfhogy F. Bisceglio
Title: Exdeftive Vice President,
Chief Financial Officer and

Treasurer

Date: M_,.hh 17 1%9
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SECURITIES PURCHASE AGREEMENT — STANDARD TERMS
Recitals:

WHEREAS, the United States Department of the Treasury (the “/nvestor™) may from
time to time agree to purchase shares of preferred stock and warrants [rom cligible financial
institutions which elect to participate in the Troubled Asset Relief Program Capital Purchase
Program ("CPP7);

WIIERIAS, an eligible financial institution electing to participate in the CPP and issue
securities to the [nvestor (referred o herein as the “Company™) shall enter into a letter agreement
(the “Letter Agreement™) with the Investor which incorporates this Securities Purchase
Agreement — Standard Terms;

WHEREAS, the Company agrees to expand the flow of credit to U.S. consumers and
businesses on competitive terms 1o promote the sustained growth and vitality of the U.S,
economy;

WHEREAS, the Company agrees to work diligently, under existing programs, to modify
the terms of residential mortgages as appropriate 1o strengthen the health of the U.S. housing
market:

WHEREAS, the Company intends to issue in a private placement the number of shares of
the series of its Preferred Stock (“Preferred Srock™) set forth on Schedule A to the Letter
Agreement {the “Preferred Shares™) and a warrant to purchase the number of shares of the series
of its Preferred Stock (“Warrant Preferred Stock™) set forth on Schedule A to the Letter
Agreement (the “Warrani™ and, together with the Preferred Shares, the “Purchased Securities™)
and the Investor interds to purchase (the = Purchase™) from the Company the Purchased
Securities: and

WEHERLEAS. the Purchase will be governed by this Securities Purchase Agreement -
Standard Terms and the Letter Agreement, including the schedules thereto (the “Schediles™).
specifying additienal terms of the Purchase. This Securities Purchase Agrecment — Standard
Terms (including the Annexes hereto} and the Letter Agreement (including the Schedules
thereto} are together reterred to as this “Agreement”. All references in this Securities Purchase
Agreement — Standard Terms to “Schedules™ are to the Schedules attached to the Letter

Agreement.

NOW, THEREFORE. in consideration of the premises, and of the representations,
warranties, covenants and agreements set forth herein, the parties agree as follows:

Article |
Purchase; Closing

1.1 Purchase. On the terms and subject to the conditions set forth in this Agreement,
the Company agrees to sell to the Investor, and the Investor agrees to purchase from the
Company, at the Closing (as hereinafter defined), the Purchased Securities for the price set forth
on Schedule A (the “Purchase Price”).
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1.2 Closing.

(a) On the terms and subject to the conditions set [orth in this Agreement, the closing
of the Purchase (the "Closing™) will take place at the location specified in Schedule A, at the
time and on the date set forth in Schedule A or as soon as practicable thereafter. or at such other
place, time and date as shall be agreed between the Company and the Investor. The time and date
on which the Closing occurs is referred to in this Agreement as the “Closing Date™.

(b) Subject to the fulfillment or waiver of the conditions 1o the Closing in this Section
t.2, at the Closing the Company will deliver the Preferred Shares and the Warrant, in each case
as evidenced by ene or more certificates dated the Closing Date and bearing appropriate legends
as hereinafter provided for, in exchange for payment in full of the Purchase Price by wire
transter of immediately available United States funds to a bank account designated by the
Company on Schedule A.

(c) The respective obligations of each of the Investor and the Company to
consummate the Purchase are subject to the fulfillment {or waiver by the Investor and the
Company, as applicable} prior to the Closing of the conditions that (i} any approvals or
authorizations of all United States and other governmental, regulatory or judicial authoritics
(collectively, “Governmental Entities™) required for the consummation of the Purchase shall
have been obtained or made in form and substance reasonabiy satistactory to each party and shall
be in full force and effect and ali waiting periods reguired by United States and other applicable
law, if any, shall have expired and (i) no provision of any applicable United States or other law
and no judgment, injunction. order or decree of any Governmental Entity shall prohibit the
purchase and sale of the Purchased Securities as contemplated by this Agreement.

(d) The obligation of the Investor to consummate the Purchase is also subject to the
fulfillment (or waiver by the Investor) at or prior to the Closing of each of the following
conditions:

(i) (A} the representations and warranties of the Company set forth in (x)
Section 2.2(g) of this Agreement shall be true and correct in all respects as though made
on and as of the Closing Date, (y) Sections 2.2(a) through (f) shall be true and correct in
all material respects as though made on and as of the Closing Date (other than
represeniations and warranties that by their terms speak as of another date, which
representations and warrantics shall be true and correct in all material respects as of such
other date) and (z) Sections 2.2(h} through {v) (disregarding all qualifications or
limitations set forth in such representations and warranties as to “materiality”, “*Company
Material Adverse Effect” and words of similar import) shall be truc and correct as though
made on and as of the Closing Date (other than representations and warranties that by
their terms speak as of another date, which representations and warranties shall be true
and correct as of such other date), except to the extent that the failure of such
representations and warranties referred to in this Section T.2(d)(i){AX2) to be so true and
correct, individually or in the aggregate, does not have and would not reasonably be
expected to have a Company Material Adverse Effect and (B) the Company shall have

2.
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performed in all material respects all obligations required to be performed by it under this
Agreement at or prior to the Closing;

(i) the Investor shail have received a certificate signed on behalf of the
Company by a sentor executive officer certifying to the effect that the conditions set forth
in Section 1.2(d){i} have becn satisficd;

(iti)  the Company shall have duly adopted and filed with the Secretary of State
of its jurisdiction of organization or other applicable Governmental Entity the
amendments to its certificate or articles of incorporation, articles of association. or similar
A and Annex B (the “Certificates of Designations™) and such filing shall have been
dccepted:

(iv} (A} the Company shall have effected such changes to its compensation,
bonus, incentive and other benefit plans, arrangements and agreements (including golden
parachute, severance and cmployment agreements) (collectively, “Benefit Pluns™) with
respect Lo its Senior Executive Officers (and to the extent necessary for such changes to
be legally enforceable, cach of its Senior Executive Offtcers shall have duly consented in
writing to such changes}, as may be necessary, during the period that the Investor owns
any debt or equity securitics of the Company acquired pursuvant to this Agreement or the
Warrant. in order to comply with Sectien 111(b) of the Emergency Economic
Stabilization Act of 2008 (“EESA™) as implemented by guidance or regulation thercunder
that has been issucd and is in effeet as of the Closing Date, and (B) the Investor shall
have received a certificate signed on behalf of the Company by a senior executive officer
certifying to the effect that the condition set forth in Section 1.2(d){(iv)(A) has been
satistied;

(v) each of the Company’s Senior Executive Officers shall have delivered to
the Investor a written waiver in the form attached hereto as Annex C releasing the
investor from any claims that such Scnior Executive Ofticers may otherwise have as a
result of the issuance. on or prior to the Closing Date, of any regulations which require
the medification of. and the agreement of the Company hereunder to modify, the terms of
any Benefit Plans with respect to its Senioer ixecutive Officers to eliminate any
provisions of such Benefit Plans that would not be in compliance with the requirements
of Section 11 1{b) ot the LESA as implemented by guidance or regulation thereunder that
has been issued and is in etfect as of the Closing Date;

(vi)  the Company shall have delivered to the investor a written opinion [rom
counse! to the Company (which may be internal counsel), addressed to the [nvestor and
dated as of the Closing Date, in substantially the form attached hereto as Annex D;

(vii)  the Company shall have delivered certificates in proper form or, with the
prior consent of the Investor, evidence of shares in book-entry form, evidencing the
Preferred Shares to lnvestor or its designee(s): and

3.
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(viiiy the Company shall have duly executed the Warrant in substantially the
form attached hereto as Annex E and delivered such executed Warrant to the Investor or
its designee(s).

1.3 Interpretation. When a reference is made in this Agreement to “Recitals,”
“Articles,” “Sections,™ or “Annexes” such reference shall be to a Recital, Article or Section of,
or Anngx o, this Securitics Purchase Agreement - Standard Terms, and a reference to
*Schedules™ shall be to a Schedule to the Letter Agreement, in cach case, unless otherwise
indicated. The terms defined in the singular have a comparable meaning when used in the plural,
and vice versa. References to “herein”™, “hereof”, “hereunder” and the like refer to this
Agreement as a whole and not to any particular section or provision, unless the context requires
otherwise. The table of contents and headings contained in this Agrcement are for reference
purposes only and are not part of this Agreement. Whenever the words “include,” "includes™ or
“including” are used in this Agreement, they shall be deemed followed by the words “without
limitation.” No rule of construction against the draftsperson shall be applied in connection with
the interpretation or enforcement of this Agreement, as this Agreement is the product of
ncgotiation between sophisticated parties advised by counsel. All references to 8§ or “daollars™
mean the lawful currency of the United States of America. Except as expressly stated in this
Agreement, all references to any statute, rule or regulation are to the statute, rule or regulation as
amended, modified, supplemented or replaced from time to time (and, in the case of statutes.
include any rules and regulations promulgated under the statute) and to any section of any
statute, rule or regulation include any successor 1o the section. References to a “husiness day™
shall mean any day except Saturday, Sunday and any day on which banking institutions in the
State of New York generally are authorized or required by law or other governmental actions to
close.

Article [I
Representations and Warranties

2.1 Disclosure.

(a} On or prior to the Signing Date, the Company delivered ta the [nvestor a schedule
(" Disclosure Schedule™) setting torth. among other things, items the disclosure of which is
necessary or appropriate either in responsc to an express disclosure requirement contained in a
provision hercof or as an ¢xception 10 one or maore representations or warranties contained in
Section 2.2.

{b) “Company Material Adverse Effect” means a material adverse eftect on (i) the
business, results of operation or financial condition of the Company and its consolidated
subsidiaries taken as a whole; provided. however, that Company Material Adverse Effect shall
not be deemed to inciude the effects of (A) changes after the date of the Letter Agreement (the
“Signing Date”) in general business, economic or market conditions (including changes
generally in prevailing interest rates, credit availability and liquidity, currency exchange rates
and price levels or trading volumes in the United States or foreign securities or credit markets).
or any outbreak or escalation of hostilities, dec¢lared or undeclared acts of war or terrorism, in

4.
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cach case generally affecting the industries in which the Company and its subsidiaries operate,
(B) changes or proposed changes after the Signing Date in generally accepted accounting
principles in the United States (“GAAP”) or regulatory accounting requirements, or authoritative
interpretations thereof, or (C) changes or proposed changes after the Signing Date in securitics,
banking and other laws of general applicability or related policies or interpretations of
Governmental Entities (in the case of each of these clauses (A), (B) and (C), other than changes
or occurrences to the extent that such changes or occurrences have or would reasonably be
expected 10 have a materially disproportionate adverse ctfect on the Company and its
consolidated subsidiarics taken as a whole relative to comparable LS. banking or financial
services organizations); or (i) the ability of the Company to consummate the Purchase and other
transactions contemplated by this Agreement and the Warrant and perform its obligations
hereunder or thereunder on a timely basis.

(c) “Previously Disclosed” means information set forth on the Disclosure Schedule,
provided, however, that disclosure in any section of such Disclosure Schedule shall apply only to
the indicated section ol this Agreement except to the extent that it is reasonably apparent from
the face of such disclosure that such disclosure is relevant 1o another section of this Agreement.

2.2 Representations and Warranties of the Company. Except as Previously Disclosed,
the Company represents and warrants to the Investor that as of the Signing Date and as of the
Closing Date (or such other date specified herein):

(a) Organization, Authority and Significant Subsidiaries. The Company has been
duly incorporated and is validly existing and in good standing under the laws of its jurisdiction of
organization, with the necessary power and authority to own its properties and conduct its
business in all material respects as currently conducted, and except as has not, individually or in
the aggregate, had and would not reasonably be expected to have a Company Material Adverse
Effect, has been duly qualified as a foreign corporation for the transaction ol business and is in
good standing under the laws of each other jurisdiction in which it owns or leases properties or
conducts any business so as to require such qualification; cach subsidiary of the Company that
would be considered a “significant subsidiary™ within the meaning of Rule 1-02{w}) of
Reguiation S-X under the Securities Act of 1933 {the “Securitics Act™). has been duly organized
and is validly existing in good standing under the laws of 1ts jurisdiction of organization. The
Charter and bylaws of the Company, copies of which have been provided 1o the Investor prior (o
the Signing Date, arc true, complete and correct copies of such documents as in full force and
effect as of the Signing Date.

(b} Capitalization. The authorized capital stock of the Company, and the outstanding
capital stock of the Company (including securities convertible into, or cxercisable or
exchangeable for, capital stock of the Company) as of the most recent fiscal month-end
preceding the Signing Date (the “Capitalization Date™) is set forth on Schedule B, The
outstanding shares of capital stock of the Company have been duly authorized and are validly
issued and outstanding. fully paid and neonassessable, and subject to no preemptive rights {and
were not issued in violation of any preemptive rights). As of the Signing Date, the Company
does not have outstanding any securities or other obligations providing the holder the right to

5.
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acquire its Common Stock (“Conmmon Stock™) that is not reserved for issuance as specified on
Schedule B, and the Company has not made any other commitment to authorize, issue or sell any
Common Stock. Since the Capitalization Date, the Company has not issued any shares of
Common Stock, other than (i) shares issued upon the exercise of stock opticns or delivered under
other equity-based awards or other convertible securities or warrants which were issued and
outstanding on the Capitalization Date and disclosed on Schedule B and (ii) shares disclosed on
Schedule B. Each holder of 5% or more ot any class of capital stock of the Company and such
holder’s primary address are set forth on Schedule B.

() Preferred Shares, The Preferred Shares have been duly and validly authorized,
and, when issued and delivered pursuant to this Agreement, such Preferred Shares wili be duly
and validly issued and fully paid and non-assessable, will not be issued in violation of any
preemptive rights, and will rank pari passu with or senior to all other serics or classes of
Preferred Stock, whether or not issued or outstanding, with respect to the payment of dividends
and the distribution of assets in the cvent of any dissolution. liquidation or winding up of the
Company.

(d) The Warrant and Warrant Shares. The Warrant has been duly authorized and.
when executed and delivered as contemplated hereby. will constitute a valid and legally binding
obligation of the Company enforceable against the Company in accordance with its terms, except
as the same may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or
similar laws affecting the enforcement of creditors’ rights generally and general equitable
principles, regardless of whether such enforceability is considered in a proceeding at law or in
equity (“Bankruptcy Exceptions™). The shares of Warrant Preferred Stock issuable upon exercise
of the Warrant (the “Wearrant Shares™) have been duly authorized and reserved for issuance upon
exercise of the Warrant and when so issued in accordance with the terms of the Warrant will be
validly issued, fully paid and non-assessable, and will rank pari passu with or senior to ail other
series or classes of Preferred Stock, whether or not issued or outstanding, with respect to the
payment of dividends and the distribution of assets in the event of any dissolution, liquidation or
winding up of the Company.

(¢) Authorization, Enforceability.

(i} The Company has the corporate power and authority to ¢xecutc and
deliver this Agreement and the Warrant and to carry out its obligations hereunder and
thereunder (which includes the issuance of the Preferred Shares, Warrant and Warrant
Shares}, The execution, delivery and performance by the Company of this Agreement and
the Warrant and the consummation of the transactions contemplated hereby and thereby
have been duly authorized by all necessary corporate action on the part of the Company
and its stockholders, and no further approval or authorization is required on the part of
the Company. This Agreement is a valid and binding obligation of the Company
enforceable against the Company in accordance with its terms, subject to the Bankruptey
Exceptions.
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(iiy  The execcution, delivery and performance by the Company of this
Agreement and the Warrant and the consummaticon of the transactions contemplated
hereby and thereby and compliance by the Company with the provisions hereot and
thereof, will not (A) violate, conflict with, or result in a breach of any provision of, or
constitute a default (or an event which, with notice or lapse of time or both, would
constitute a default) under, or resuit in the termination of, or accelerate the performance
required by, or result in a right of termination or acceleration of, or result in the creation
of, any lien, security interest, charge or encumbrance upon any of the properties or assets
of the Company or any subsidiary of the Company (each a “*Company Subsidiary™ and.
collectively, the “Company Subsidiaries™) under any of the terms, conditions or
provisions of (i} its organizational documents or (it) any note, bond, mortgage, indenture,
deed ol trust, license, lease, agreement or other instrument or obligation to which the
Company or any Company Subsidiary is a party or by which it or any Company
Subsidiary may be bound, or to which the Company or any Company Subsidiary or any
of the properties or assets of the Company or any Company Subsidiary may be subject, or
(B) subject to compiiance with the statutes and regulations referred to in the next
paragraph, violaic any statute, rule or regulation or any judgment. ruling, order, writ,
injunction or decree applicable to the Company or any Company Subsidiary or any of
their respective properties or assets except, in the case of clauses (A){(ii} and (B), for
those occurrences that, individualiy or in the aggregate, have not had and would not
reasonably be expected to have a Company Material Adverse Effect.

(i) Other than the filing of the Certificates of Designations with the Secretary
of State of its jurisdiction of organization or other applicable Governmental Entity, such
filings and approvals as are required 10 be made or obtained under any state “blue sky™
laws and such as have been made or obtained, no notice to, filing with, exemption or
review by, or autharization, consent or approval of, any Governmental Entity is rcquired
to be made or obtained by the Company in connection with the consummation by the
Company of the Purchase except for any such notices, filings, exemptions, reviews,
authorizations, consents and approvals the failure of which to make ¢r obtain would not,
individually or in the aggregate, reasonably be expected to have a Company Material
Adverse Eftect.

H Anti-takeover Provisions and Rights Plan. The Board of Directors of the
Company (the “Board of Directors™) has taken all necessary action to ensure that the transactions
contemplated by this Agreement and the Warrant and the consummation of the transactions
contemplated hereby and thereby, including the exercise of the Warrant in accordance with its
terms, will be exempt from any anti-takeover or simifar provisions of the Company’s Charter and
bylaws, and any other provisions of any applicable *moratorium™, “control share™, ~“fair price”.
“interested stockholder™ or other anti-takeover laws and regulations of any jurisdiction,

(g) No Company Material Adverse Effect. Since the last day of the last completed
fiscal period for which financial statements are included in the Company Financial Statements
(as defined below), no fact, circumstance, event, change, occurrence, condition or development

-7-
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has occurred that, individually or in the aggregate, has had or would reasonably be expected to
have a Company Material Adverse Effect.

(h) Company Financial Statements, The Company has Previously Disclosed each of
the consolidated financial statements of the Company and its consolidated subsidiaries for cach
of the last three completed fiscal years of the Company (which shall be audited to the extent
audited financial statements are available prior to the Signing Date) and each completed
quarterly period since the last completed fiscal year (collectively the “Company Financial
Statements™). The Company Financial Statements present fairly in all material respects the
consolidated financial position of the Company and its conselidated subsidiaries as of the dates
indicated therein and the consolidated results of their operations for the periods specified therein;
and except as stated therein, such financial statements (A) were prepated in conformity with
GAAP applied on a consistent basis (except as may be noted therein) and (B) have been prepared
from, and are in accordance with. the books and records ol the Company and the Company
Subsidiaries.

(1) Reports,

(i) Since December 31, 2006, the Company and each Company Subsidiary
has filed all reports, registrations, documents, tilings, statements and submissions,
together with any amendments thereto, that it was required to file with any Governmental
Entity (the foregoing, collectively, the “Company Reports”} and has paid all fees and
assessments due and payable in connection therewith, except, in each case, as would not,
individually or in the aggregate. reasonably be expected o have a Company Material
Adverse Effect. As of their respective dates of filing, the Company Reports complied in
all material respects with all statutes and applicable rules and regulations of the
applicable Governmental Entities.

(i) The records, systems, controls, data and information of the Company and
the Company Subsidiaries are recorded, stored, maintained and operated under means
(including any ¢lectronic, mechanical or photographic process, whether computerized or
not) that are under the exclusive ownership and direct controt of the Company or the
Company Subsidiaries or their accountants (including all means of access thereto and
therefrom), except for any non-exclusive ownership and non-direct control that would not
reasonably be expected 10 have a material adverse effect on the system of internal
accounting controls described below in this Section 2.2(i)(ii). The Company (A} has
implemented and maintains adequate disclosure controls and procedures to ensure that
material information relating to the Company, including the consolidated Company
Subsidiaries, is made known to the chiet executive officer and the chief financial ofticer
of the Company by others within those entities, and (B) has disclosed. based on its most
recent evaluation prior to the Signing Date, to the Company’'s outside auditors and the
audit committee ot the Board of Directors (x) any significant deficiencies and material
weaknesses in the design or operation of internal controls that are reasonably likely to
adversely affect the Company’s ability to record, process, summarize and report financial
information and (y) any fraud, whether or not material, that involves management or
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other employees who have a significant role in the Company’s internal controls over
financial reporting.

() Ne Undisclosed Liabilities. Neither the Company nor any of the Company
Subsidiaries has any liabilities or obligations of any nature (absolute, accrued, contingent or
otherwise) which are not properly reflected or reserved against in the Company Financial
Statements to the extent required to be so reflected or reserved against in accordance with
GAAP, except for (A) liabilities that have arisen since the last fiscal year end in the ordinary and
usual course of business and consistent with past practice and (B} liabilities that, individually or
in the aggregate, have not had and would not reasonably be expected to have a Company
Material Adverse Effect.

(k) Offering of Securities. Neither the Company nor any persen acting on its behalf
has taken any action (including any offering of any securities of the Company under
circumstances which would require the integration of such offering with the offering of any of
the Purchased Securities under the Securities Act, and the rules and regulations of the Securities
and Exchange Commission (the “SEC™"} promulgated thereunder), which might subject the
offering, issuance or sale of any of the Purchased Securities to Investor pursuant to this
Agrecment to the registration requirements of the Sccurities Act.

(h Litigation and Other Proceedings. Except (i) as set forth on Schedule C or (ii) as
would not, individually or in the aggregate, reasonably be expected to have a Company Material
Adverse Effect, there is no (A} pending or, to the knowledge of the Company, threatened, claim,
action, suit, investigation or procceding, against the Company or any Company Subsidiary or to
which any of their assets are subject nor is the Company or any Company Subsidiary subject to
any order, judgment or decree or (B) unresolved violation, ¢riticism or exception by any
Governmental Entity with respect to any report or relating 1o any examinations or inspections of
the Company or any Company Subsidiaries.

(m)  Compliance with Laws. Except as would not, individually or in the aggregate,
reasonably be expected to have a Company Material Adverse Effect, the Company and the
Company Subsidiaries have all permits, licenses, franchises, authorizations, orders and approvals
of, and have made all filings, applications and registrations with, Governmental Intities that arc
required in order to permit them to own or lease their properties and assets and to carry on their
busincss as presently conducted and that are material to the business of the Company or such
Company Subsidiary. Except as set forth on Schedule D, the Company and the Company
Subsidiaries have complied in all respects and are not in defauvlt or violation of, and none of them
is, to the knowledge of the Company, under investigation with respect to or, to the knowledge of
the Company, have been threatened to be charged with or given notice of any violation of, any
applicable domestic (federal, state or local) or foreign law, statute, ordinance, license, rule,
regulation, policy or guideline, order, demand, writ, injunction, decree or judgment of any
Governmental Entity, other than such noncompliance, defaults or violations that would not,
individually or in the aggregate, reasonably be cxpected to have a Company Material Adverse
Effect. Except for statutory or regulatory restrictions of gencral application or as set forth on
Schedule DD, no Governmental Entity has placed any restriction on the business or propertics of
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the Company or any Company Subsidiary that would. individually or in the aggregate.
reasonably be expected to bave a Company Material Adverse EfTect.

(1) limployee Benefit Matters. Except as would not reasonably be expecied to have,
cither individually or in the aggregate. a Company Material Adverse Effect: (A) each “emplovee
benefit plan™ (within the meaning of Scetion 3(3) of the limployec Retirement Income Security
Act of 1974, as amended ("ERISA™Y) providing benetits o any current or former employee,
officer or director of the Company or any member of its “Controfled Group™ {defined as any
organization which 1s a member of a controlled group of corporations within the meaning of
Section 414 of the Internal Revenue Code of 1986, as amendced (the “Code™)) that is sponsored,
maintained or contributed to by the Company or any member of its Controlled Group and for
which the Company or any member of its Controlied Group would have any liability, whether
actual or contingent (each, a “Plan’™) has been maintained in compliance with its terms and with
the requirements of all applicable statutes, rules and regulations, including FRISA and the Code;
{B) with respect to each Plan subject 1o Title IV of ERISA (including, for purposes of this clause
{13). any plan subject to Title IV of ERISA that the Company or any member ol'its Controlled
Group previously maintained or contributed to in the six years prior to the Signing Date), (1) no
“reportable cvent™ (within the meaning of Section 4043(¢) of ERISA), other than a reportable
event for which the notice period referred to in Section 4043(¢) of ERISA has been waived, has
occurred in the three years prior 1o the Signing Date or is reasonably expected to oceur, (2) no
“accumulated funding deficiency™ (within the meaning of Section 302 of ERISA or Scction 412
of the Code), whether or not waived, has occurred in the three vears prior to the Signing Dute or
1s reasonably expected to occur, (3) the fair market value of the assets under each Plan exceeds
the present value of all benefits acerued under such Plan (determined based on the assumptions
uscd to fund such Plan) and (4) neither the Company nor any member of its Controlled Group
has incurred in the six vears prior to the Signing Date, or reasonably expects to incur, any
liability under Title IV of ERISA (other than contributions to the Plan or premiums to the PBGC
in the ordinary course and without default) in respect of a Plan (including any Plan that is a
“multicmployer plan”, within the meaning of Section 4001H{c)}(3) of LRISA); and (C) each Plan
that is intended to be qualified under Section 401{a) of the Code has received a tavorable
delermination letier from the Internal Revenue Service with respect to its qualified status that has
not been revoked, or such a determination letier has been timely applied for but not received by
the Signing Date, and nothing has occurred, whether by action or by failure 10 act, which could
reasonuably be expected 1o cause the loss, revocation or denial of such qualified status or
lavorabie delermination letter,

{0} Taxes. Except as would not, individually or in the aggregate, reasonably be
expected to have a Company Material Adverse Eftect, (i) the Company and the Company
Subsidiaries have filed all federal. state. local and foreign income and franchise Tax returns
required to be filed through the Signing Date, subject to permitied extensions, and have paid all
Taxes due thercon, and (i1) no Tax deficiency has been determined adversely to the Company or
any of the Company Subsidiaries, nor does the Company have any knowledge ol any Tax
deficiencies. “Zux™ or “Taves” means any federal, state, local or foreign income, gross receipts.
property, sales, use, license, excise, franchise, employment. payroll, withholding. alternative or
add on minimum, ad valorem, transfer or excise tax, or any other tax, custom, duty,
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governmental fee or other like assessment or charge of any kind whatsoever, together with any
interest or penalty, imposed by any Governmental Entity.

(p) Properties and Leases. Except as would not, individually or in the aggregate,
reasonably be expected to have a Company Material Adverse Effect, the Company and the
Company Subsidiarics have good and marketabie title to all real propertics and all other
properties and assets owned by them, in each case free from ligns, encumbrances, claims and
detects that would affect the value thereof or interfere with the use made or to be made thereof
by them, Except as would not, individually or in the aggregate, reasonably be expected to have a
Company Materizal Adverse Effect, the Company and the Company Subsidiaries hold all leased
real or personal property under valid and enforceable leases with no exceptions that would
interfere with the use made or to be made thereof by them.

(q) Lnvironmental Liabitity. Except as would not, individually or in the aggregate,
reasonably be expected to have a Company Material Adverse Effect:

(i) there is no legal, administrative, or other proceeding, claim or action of’
any nature seeking to impose, or that would reasonably be expected to result in the
imposition of, on the Company or any Coempany Subsidiary, any liability relating to the
release of hazardous substances as defined under any local, state or federal environmental
statute, regulation or ordinance, including the Comprehensive Bnvironmental Response,
Compensation and L.iability Act of 1980, pending or, to the Company’s knowledge,
threatened against the Company or any Company Subsidiary;

(i1) 1o the Company’s knowledge, there is no reasonable basis for any such
proceeding, claim or action; and

(i1i)  neither the Company nor any Company Subsidiary is subject to any
agreement, order, judgment or decree by or with any court, Governmental Entity or third
parly imposing any such environmental liability.

(r) Risk Management Instruments, Except as would not, individually or in the
aggregate, reasonably be expected to have a Company Material Adverse Effect, all derivative
instruments, including, swaps. caps, floors and option agreements, whether entered into for the
Company's own account, or for the account of one or more of the Company Subsidiaries or its or
their customers, were entered into (i) only in the ordinary course of business, (ii) in accordance
with prudent practices and in all material respects with all applicable laws, rules, regulations and
regulatory policies and (iif) wilh counterparties believed to be financially responsible at the time;
and each of such instruments constitutes the valid and legally binding obligaticn of the Company
or one of the Company Subsidiaries, enforceable in accordance with its terms, except as may be
limited by the Bankruptcy Exceptions. Neither the Company or the Company Subsidiaries, nor,
to the knowledge of the Company, any other party thereto, is in breach of any of its obligations
under any such agrecement or arrangement other than such breaches that would not, individually
or in the aggregate, reasonably be expected to have a Company Material Adverse Effect.
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(s) Agreements with Regujatory Agencies. Except as set forth on Schedule I, neither
the Company nor any Company Subsidiary is subject to any material ceasc-and-desist or other
similar order or enforcement action issued by, or is a party to any material written agreement,
consent agreement or memorandum of understanding with, or is a party to any commitment letter
or similar undertaking to, or is subject to any capital directive by, or since December 31, 2006,
has adopted any board resolutions at the request of, any Governmental Entity (other than the
Appropriate Federal Banking Agencies with jurisdiction over the Company and the Company
Subsidiaries) that currently restricts in any material respect the conduct of its business or that in
any material manner relates to its capitat adequacy, its liquidity and funding policies and
practices, its ability to pay dividends, its credit, risk management or compliance policies or
procedures, its internal controls, its management or its operations or business (each item in this
sentence, a “‘Regulatory Agreement™), nor has the Company or any Company Subsidiary been
advised since December 31, 2006 by any such Governmental Entity that it is considering issuing,
initiating, ordering, or requesting any such Regulatory Agrecement. The Company and each
Company Subsidiary are in compliance in all material respects with each Regulatory Agreement
to which it is party or subject, and neither the Company nor any Company Subsidiary has
received any notice from any Governmental Entity indicating that either the Company or any
Company Subsidiary is not in compliance in all material respects with any such Reguiatory
Agreement. "dppropriate Federal Banking Agency” means the “appropriate Federal banking
agency with respect to the Company or such Company Subsidiaries, as applicable. as defined in
Scction 3(g) of the Federal Deposit Insurance Act (12 U.S.C, Section 1813(q)}.

(1 Insurance. The Company and the Company Subsidiaries are insured with
reputable insurers against such risks and in such amounts as the management of the Company
reasonably has determined to be prudent and consistent with industry practice. The Company
and the Company Subsidiaries are in material compliance with their insurance policies and are
not in default under any of the material terms thercof, each such policy is outstanding and in full
force and effect, all premiums and other payments due under any material policy have been paid,
and all ¢laims thereunder have been filed in due and timely fashion, except, in each case, as
would not, individually or in the aggregate, reasonably be expected to have a Company Material
Adverse Elfect.

{u) Intelectual Property. Except as would not, individually or in the aggregate,
reasonably be expected to have a Company Material Adverse Effect, (i) the Company and each
Company Subsidiary owns or otherwise has the right fo use, all intellectual property rights,
including all trademarks, trade dress, trade names. service marks, domain names, patents,
inventions. trade secrets, know-how, works of authorship and copyrights therein, that are used in
the conduct of their existing businesses and all rights relating to the plans, design and
specifications ol any of its branch facilities ("Proprietary Rights™) free and clear ot all Hens and
any claims of ownership by current or former employees, contractors, designers or others and {ii)
neither the Company nor any of the Company Subsidiaries is materially infringing, diluting,
misappropriating or violating, nor has the Company or any or the Company Subsidiaries received
any written {or, to the knowledge of the Company, oral) communications alleging that any of
them has materially infringed, diluted, misappropriated or violated, any of the Proprietary Rights
owned by any other person. Except as would not, individually or in the aggregate, reasonably be
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expected to have a Company Material Adverse Effect, to the Company’s knowledge, no other
person is infringing, diluting, misappropriating or violating, nor has the Company or any or the
Company Subsidiaries sent any written communications since Januvary 1, 2006 alteging that any
person has infringed, diluted, misappropriated or violated, any of the Proprietary Rights owned
by the Company and the Company Subsidiaries.

(v) Brokers and Finders, Ne broker, finder or investment banker is entitled to any
financial advisory, brokerage, finder's or other fee or commission in connection with this
Agreement or the Warrant or the transactions contemplated hereby or thereby based upon
arrangements made by or on behaif of the Company or any Company Subsidiary for which the
investor could have any liability.

Article 11
Covenants

3.1 Commercially Reasonable Efforts. Subject to the terms and conditions of this
Agreement, each of the parties will use its commercially reasonable cfforts in good faith to take,
or cause to be taken, all actions, and to do, or cause to be done, all things necessary, proper or
desirable, or advisable under applicable laws, so as to permit consummation of the Purchase as
promptly as practicable and otherwise to enable consummation of the transactions contemplated
hereby and shall use commercially reasonable efforts to cooperate with the other party to that
end.

3.2  Expenses. Uniess otherwise provided in this Agreement or the Warrant, each of
the parties hereto will bear and pay all costs and expenses incurred by it or on its behalf in
connecetion with the transactions contemplated under this Agreement and the Warrant, including
fees and expenses of its own financial or other consultants, investment bankers, accountants and
counsel.

33 Sufficiency ol Authorized Warrant Preferred Stock: Exchange Listing.

(a) During the period from the Closing Date until the date on which the Warrant has
been fully exercised, the Company shall at all times have reserved for issuance, free of
preecmptive or similar rights, a sufficient number of authorized and unissued Warrant Shares to
effectuate such exercisc.

(b} [f the Company lists its Common Stock on any national securities exchange, the
Company shall, it requested by the investor, promptly use its reasonable best efforts to cause the
Preferred Shares and Warrant Shares to be approved for listing on a national securities exchange
as promptly as practicable following such request.

34 Certain Notifications Untit Closing. From the Signing Date until the Closing, the
Company shall promptly notify the Investor of (i) any fact, event or circumstance of which it is
aware and which would reasonably be expected to cause any representation or warranty of the
Company contained in this Agreement to be untrue or inaccurate in any material respect or to
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cause any covenant or agrecment of the Company contained in this Agreement not to be
complied with or satisfied in any material respect and (11) except as Previousty Disclosed, any
fact, circumstance, event, change, occurrence, condition or develepment of which the Company
is aware and which, individually or in the aggregate, has had or would reasonably be expecied to
have a Company Material Adverse Effect; provided, however, that delivery of any notice
pursuant to this Section 3.4 shall not limit or affect any rights of or remedies available to the
Investor; provided, further, that a failure to comply with this Section 3.4 shall not constitute a
breach of this Agreement or the failure of any condition set forth in Section 1.2 1o be satisfied
unless the underlying Company Material Adverse Effect or material breach would independently
result in the failure of a condition set forth in Section 1.2 to be satisfied.

3.5 Access, Information and Confidentiality.

(2) I'rom the Signing Date until the date when the Investor holds an amount of
Preferred Shares having an aggregate liquidation value of less than 10% of the Purchase Price.
the Company will permit the Investor and its agents, consultants, contractors and advisors (x)
acting through the Appropriate Federal Banking Agency. or atherwise to the extent necessary to
evaluate, manage, or transfer its investment in the Company. to examine the corporate books and
make copies thereof and to discuss the affairs, finances and accounts of the Company and the
Company Subsidiaries with the principal officers of the Company, all upon reasonable notice and
at such reasconable times and as often as the Investor may reasenably request and (y) {o review
any information material to the Investor’s investment in the Company provided by the Company
to its Appropriate Federal Banking Agency. Any investigation pursuant to this Section 3.3 shall
be conducted during normal business hours and in such manner as not to interfere unreasonably
with the conduct of the business of the Company, and nothing herein shall require the Company
or any Company Subsidiary {o disclose any information to the Investor to the extent (i)
prehibited by applicable law or regulation, or (ii) that such disclosure would reasonably be
expected to causc a viclation of any agreement to which the Company or any Company
Subsidiary is a party or would cause a risk of a loss of priviiege to the Company or any Company
Subsidiary (provided that the Company shall use commercially reasonable efforts to make
appropriate substitute disclosure arrangements under circumstances where the restrictions in this
clause (i1) apply).

(b} From the Signing Date until the date on which all of the Preferred Shares and
Warrant Shares have been redeemed in whole, the Company will deliver, or will cause to be
delivered, to the [nvestor:

) as soon as available after the end of each fiscal year of the Company, and
in any cvent within 90 days therealter, a consolidated balance sheet of the Company as of
the end of such fiscal year, and consolidated statements of income. retained earnings and
cash flows of the Company for such year, in each case prepared in accordance with
GAAP and setting forth in each case in comparative form the figures for the previous
fiscal year of the Company, and which shall be audited to the extent audited financial
statements are available; and
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(i) as soon as available after the end of the first, second and third quarterly
periods in each fiscal year of the Company, a copy of any quarterly reports provided to
other stockholders of the Company or Company management.

(c) The tnvestor will use reasonable best efforts to hold, and will use reasonable best
efforts to cause its agents, consultants, contractors and advisors to hold, in confidence all non-
public records, books, contracts, instruments, computer data and other data and information
(collectively, “Information™) concerning the Company furnished or made avatlable to it by the
Company or its representatives pursuant to this Agreement (except to the extent that such
information can be shown to have been (1) previously known by such party on a non-confidential
basis, (ii) in the public domain through no tault of such party or (iti} later fawfully acquired from
other sources by the party to which it was furnished (and without violation of any other
confidentiality obligation)); provided that nothing herein shall prevent the Investor from
disclosing any Information 1o the extent required by applicable laws or regulations or by any
subpoena or similar fegal process,

{d) The Investor's information rights pursuant to Section 3.5(b) may be assigned by
the Investor to a transferce or assignee of the Purchased Securities or the Warrant Shares or with
a liquidation preference or, in the case of the Warrant, the liquidation preference of the
underlying shares of Warrant Preferred Stock, no less than an amount equal to 2% of the initial
aggregate liquidation preference of the Preferred Shares.

Article [V
Additionai Agreements

4.1 Purchase for Investment. The Investor acknowledges that the Purchased Securities
and the Warrant Shares have not been registered under the Securities Act or under any state
securities laws, The Investor (a) is acquiring the Purchased Securities pursuant to an exemption
from registration under the Securities Act solely for investment with no present intention to
distribute them to any person in violation of the Securities Act or any applicable U.S. state
securities faws, {b) will not sell or otherwise dispose of any of the Purchased Securities or the
Warrant Shares, except in compliance with the registration requirements or exemption provisions
of the Sccurities Act and any applicable U.S. state securities laws, and (c) has such knowledge
and experience in financial and business matters and in investments of this type that it is capable
of evaluating the merits and risks of the Purchase and of making an informed investment
decision,

4.2 Legends.

(a) The investor agrees that all certificates or other instruments representing the
Warrant will bear a fegend substantially to the following effect:

“THE SECURITIES REPRESENTED BY THIS INSTRUMENT HAVE NOT BEEN
REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED, OR THL:
SECURITIES LAWS OF ANY STATLE AND MAY NOT BE TRANSFLRRED, SOL.D
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OR OTHERWISE DISPOSED OF EXCEPT WHILE A REGISTRATION
STATEMENT RELATING THERETO IS IN EFFECT UNDER SUCH ACT AND
APPLICABLE STATE SECURITIES LAWS OR PURSUANT TO AN EXEMPTION
FROM REGISTRATION UNDER SUCH ACT OR SUCH LAWS,

THIS INSTRUMENT IS ISSUED SUBJECT TO THE RESTRICTIONS ON
TRANSFER AND OTHER PROVISIONS OF A SECURITIES PURCHASE
AGREEMENT BETWLEEN THE ISSUER OF THESE SECURITIES AND THE
INVESTOR REFERRED TO THEREIN, A COPY OF WHICH IS ON FILE WITH THE
ISSUER. THE SECURITIES REPRESENTED BY THIS INSTRUMENT MAY NOT
BE SOLD OR OTHERWISE TRANSFERRED EXCEPT IN COMPLIANCE WITH
SAID AGREEMENT. ANY SALE OR OTHER TRANSFER NOT IN COMPLIANCE
WITH SAID AGREEMENT WILL BE VOID.”

(b) in addition, the Investor agrees that all certificates or other instruments
representing the Preferred Shares and the Warrant Shares witl bear a legend substantially to the
following effect:

“THE SECURITIES REPRESENTED BY THIS INSTRUMENT ARE NOT SAVINGS
ACCOUNTS, DEPOSITS OR OTHER OBLIGATIONS OF A BANK AND ARLE NOT
INSURED BY THE FEDERAL DEPOSIT INSURANCE CORPORATION OR ANY
OTHLIR GOVERNMENTAL AGENCY.

TIHE SECURITIES REPRESENTED BY TillS INSTRUMENT HAVE NOT BEEN
REGISTERLED UNDER THE SECURITIES ACT OF 1933, AS AMENDED (THE
“SECURITIES ACT™), OR THE SECURITIES LAWS OF ANY STATE AND MAY
NOT BE TRANSFERRED, SOLI OR OTHERWISE DISPOSED OF EXCEPT WHILE
A REGISTRATION STATEMENT RELATING THERETO IS IN EFFECT UNDER
SUCH ACT AND APPLICABLE STATE SECURITIES LAWS OR PURSUANT TO
AN EXEMPTION FROM REGISTRATION UNDER SUCH ACT OR SUCH LAWS.
EACH PURCHASER OF THE SECURITIES REPRESENTED BY TIHS
INSTRUMENT IS NOTIFIED THAT THE SELLER MAY BLE RELYING ON THE
EXEMPTION FROM SECTION 5 OF THE SECURITIES ACT PROVIDED BY RULE
J44A THEREUNDLER. ANY TRANSFLEREE OF THE SECURITIES REPRESENTLED
BY THIS INSTRUMENT BY ITS ACCEPTANCE HERLEOF (1) REPRESENTS THAT
IT IS A “QUALIFIED INSTITUTIONAL BUYER™ (AS DEFINED IN RULE 144A
UNDILR THE SECURITIES ACT), (2) AGREES THAT [T WILL NOT OFFER, SELL
OR OTHERWISE TRANSFER THE SECURITIES REPRESENTED BY THIS
INSTRUMENT EXCEPT {A) PURSUANT TO A REGISTRATION STATLEMENT
WHICH IS THEN EFFECTIVE UNDER THE SECURITIES ACT, (B) FOR SO LONG
AS THE SECURITIES REPRESENTED BY THIS INSTRUMENT ARE ELIGIBLE
FOR RESALE PURSUANT TO RULE 144A, TO A PERSON IT REASONABLY
BELIEVES IS A “QUALIFIED INSTITUTIONAL BUYER™ AS DEFINED IN RULE
144A UNDER THE SECURITIES ACT THAT PURCHASES FOR TS OWN
ACCOUNT OR FOR THE ACCOUNT OF A QUALIFIED INSTITUTIONAL BUYLER
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TO WHOM NOTICE 1S GIVEN THAT THLE TRANSFER [S BEING MADE IN
RELIANCE ON RULE 144A, {C) TO THIL ISSUER OR (D) PURSUANT TO ANY
OTHER AVAILABLE EXEMPTION FROM THE REGISTRATION
REQUIREMENTS OF THE SECURITIES ACT AND (3) AGREES THAT [T WiLL
GIVE TO EACH PERSON TO WHOM THE SECURITIES REPRESENTED BY THIS
INSTRUMENT ARE TRANSFERRED A NOTICE SUBSTANTIALLY TO THE
EFFECT OF THIS LEGEND.

THIS INSTRUMENT IS {SSUED SUBJECT TO THE RESTRICTIONS ON
TRANSIER AND OTHI:R PROVISIONS OF A SECURITIES PURCHASL
AGREEMENT BETWEEN THE [SSUER OF THESE SECURITIES AND THE
INVESTOR REFERRED TO THEREIN, A COPY OF WHICH IS ON FILE WITH THE
ISSUER. THE SECURITI:S REPRESENTED BY THIS INSTRUMENT MAY NOT
BE SOLD OR OTHERWISE TRANSFERRED LXCEPT IN COMPLIANCLE WITH
SAID AGREEMENT. ANY SALE OR OTHER TRANSFER NOT IN COMPLIANCE
WITH SAID AGREEMENT WILL BE VOID.”

(c) In the event that any Purchased Securitics or Warrant Shares (i) become registered
under the Securities Act or (i1) are eligible 1o be transferred withous restriction in accordance
with Rufe 144 or another exemption from registration under the Securities Act (other than Rule
144A), the Company shall issue new certificates or other instruments representing such
Purchased Securities or Warrant Shares, which shall not contain the applicable legends in
Sections 4.2(a) and (b) above, provided thal the Investor surrenders to the Company the
previously issued certificates or other instruments.

4.3 Certain Transactions, The Company will not merge or consolidate with, or sell,
transfer or lease ali or substantially all of its property or assets to, any other party unless the
successor, transferee or fessee party (or its ultimate parent entity). as the case may be (it not the
Company), expressly assumes the due and punctual performance and observance of each and
every covenant, agreement and condition of this Agreement to be pertormed and observed by the
Company.

4.4 Transfer of Purchased Securities and Warrant Shares; Restrictions on Exercise of
the Warrant. Subject 1o compliance with applicable securities laws, the Investor shall be
permitted to transfer, setl, assign or otherwise dispose of ("*Transfer’™) all or a portion of the
Purchased Securities or Warrant Sharcs at any time, and the Company shall take all steps as may
be reasonably requested by the Investor to facilitate the Transfer of the Purchased Securities and
the Warrant Shares; provided that the Investor shall not Transfer any Purchased Securitics or
Warrant Shares if such transfer would require the Company to be subject to the periodic
reporting requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934 (the
“Exchange Act”). In furtherance of the foregoing, the Company shall provide reasonable
coaperation to facilitate any Transfers of the Purchased Sccurities or Warrant Shares, including,
as is reasonable under the circumstances, by tfurnishing such information concerning the
Company and its business as a proposed transferce may reasonably request (including such
information as is required by Section 4.5(k)) and making management of the Company
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reasonably available to respond to questions of a proposed transferec in accordance with
customary practice, subject in all cases to the proposed transferee agreeing to a customary
confidentiality agreement.

4.5 Registration Rights.

{a) Unless and until the Company becomes subject to the reporting requirements of
Section 13 or 15(d) of the Exchange Act, the Company shall have no obligation to comply with
the provisions of this Section 4.5 (other than Section 4.5(b)(iv)-(vi}}; provided that the Company
covenants and agrees that it shall comply with this Section 4.5 as soon as practicable after the
date that it becomes subject to such reporting requirements.

{h) Registration.

() Subject to the terms and conditions of this Agreement, the Company
covenants and agrees that as promptly as practicable after the date that the Company
becomes subject to the reporting requirements of Section 13 or 15(d) of the Exchange Act
(and in any event no later than 30 days thereafter), the Company shall prepare and file
with the SEC a Shelf Registration Statement covering all Registrable Securities (or
otherwise designate an existing Shelt Registration Statement filed with the SEC to cover
the Registrable Securities), and, to the extent the Shelf Registration Statement has not
theretofore been declared effective or is not automatically effective upon such filing, the
Company shall use reasonable best efforts to cause such Shelf Registration Statement to
be declared or become effective and to keep such Shelf Registration Statement
continuously effective and in compliance with the Securities Act and usable for resale of
such Registrable Securities for a period from the date of its initial effectivencss until such
time as there are no Registrable Sceurities remaining (including by refiling such Shelf
Registration Statement {or a new Shelf Registration Statement) if the initial Shelf
Registration Statement expires). Notwithstanding the foregoing, if the Company is not
eligible to file a registration statement on Form S-3, then the Company shall not be
obligated 10 file a Shelf Registration Statement unless and until requested to do so in
writing by the Investor.

{il)  Any registration pursuant to Section 4.5(b)(i) shall be effected by mcans
of a shelf registration on an appropriate form under Rule 4135 under the Securities Act (a
“Shelf Registration Statement”™). 1f the Investor or any other FHolder intends to distribute
any Registrable Securities by means of an underwritten offering it shall promptly so
advisc the Company and the Company shall take all reasonable steps to facilitate such
distribution, including the actions required pursuant to Section 4.5(d); provided that the
Coempany shall not be required to facilitate an underwritten offering of Registrable
Securities unless the expected gross procceds from such offering exceed (i) 2% of the
initial aggregate liquidation prefercnce of the Preferred Shares if such initial aggregate
liquidation preference is less than $2 billion and (ii) $200 million if the initial aggregate
liguidation preference of the Preferred Shares is equal to or greater than $2 biliion. The
lead underwriters in any such distribution shall be selected by the Holders of a majority
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of the Registrable Sccurities to be distributed; provided that to the extent appropriate and
permitted under applicable law, such Holders shall consider the qualifications of any
broker-dealer Aflfiliate of the Company in selecting the lead underwriters in any such
distribution.

(iii)  The Company shall not be required to eftect a regisiration (including a
resale of Registrable Securities from an effective Shelf Registration Statement) or an
underwritten offering pursuant to Section 4.5(b): (A) with respect to securities that are
not Registrable Securitics; or (B) it the Company has notified the Investor and all other
Holders that in the good faith judgment of the Board of Directors, it would be materially
detrimental to the Company or its securityholders for such registration or underwritten
offering 10 be eflected at such time, in which event the Company shall have the right to
defer such registration [or a period of not more than 45 days after receipt of the request of
the Investor or any other Holder: provided that such right to delay a registration or
underwritten ofTering shall be excreised by the Company (1) only if the Company has
generally exercised (or is concurrently exercising) similar black-out rights against holders
of similar securities that have registration rights and {2) not more than three times in any
12-month period and not more than 90 days in the aggregate in any 12-month period.

(iv)  [fduring any period when an effective Shelf Registration Statement is not
available, the Company proposes to register any of its equity securities, other than a
registration pursuant to Section 4.5(b)}(1) or a Special Registration, and the registration
form to be filed may be used lor the registration or gualification for distribution of
Registrable Securities, the Company will give prompt wrilten notice to the Investor and
all other Holders of its intention to eficct such a registration (but in no event less than ton
days prior to the anticipated filing date) and will include in such registration all
Registrable Securities with respect to which the Company has received written requests
for inclusion therein within ten business days after the date of the Company’s notice (a
“Pigeyback Registration™). Any such person that has made such a written request may
withdraw its Registrable Sccurities trom such Piggyback Registration by giving wrilten
notice to the Company and the managing underwriter, if any, on or before the fifth
business day prior to the planned effective date of such Piggyback Registration. The
Company may terminate or withdraw any registration under this Section 4.5(b)(iv) prior
to the effectiveness of such registration. whether or not Investor or any other Holders
have clected o include Registrable Sceurities in such registration.

(v) [f the registration referred to in Scction 4.5(b){(iv) is proposcd to be
underwritten, the Company will so advise Investor and all other Holders as a part of the
written notice given pursuant to Scetion 4.5(b)(iv}. [n such event, the right of [nyestor
and all other Holders Lo registration pursuant to Section 4.5(b) will be conditioned upon
such persons’ participation in such underwriting and the inclusion of such person’s
Registrable Sccurities in the underwriting il such securitics are of the same class of
sccurities as the securitics (o be offered in the underwritten offering, and each such
person will (together with the Company and the other persons distributing (heir securitics
through such underwriting) enter into an underwriting agreement in customary form with
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the underwriter or underwriters selected for such underwriting by the Company; provided
that the Investor (as opposed to other Holders) shall not be required to indemnify any
person in connection with any registration. I any participating person disapproves of the
terms of the underwriting, such person may elect to withdraw therefrom by written notice
to the Company, the managing underwriters and the Investor (if the Investor is
participating in the underwriting).

(vi)  Ifeither (x) the Company grants “piggyvback™ registration rights to one or
more third parties to include their securities in an underwritten offering under the Shelf
Registration Statement pursuant to Section 4.5(b)(ii) or (v} a Piggyback Registration
under Scction 4.5(b){iv) relates to an underwritten offering on behalf of the Company,
and in either case the managing underwriters advise the Company that in their reasonable
opinion the number of securities requested to be included in such offering exceeds the
number which can be sold without adversely affecting the marketability of such offering
{inctuding an adverse cffect on the per share offering price), the Company will inctude in
such offering only such number of securities that in the reasonable opinion of such
managing underwriters can be sold without adversely affecting the marketability of the
offering {(including an adverse etfect on the per share offering price), which sccurities
will be so included in the following order of priority: (A) first, in the case of a Piggyback
Registration under Section 4.3(b)(iv), the securities the Company proposes to seli, (B)
then the Registrabie Securities of the Investor and all other Holders who have requested
inclusion of Registrable Securities pursuant to Section 4.3(b){ii) or Section 4.5(b)(iv}, as
applicable, pro rata on the basis of the aggregale number of such securities or shares
owned by cach such person and (C) lastly. any other securities of the Company that have
been requested to be so included, subject to the terms of this Agreement; provided,
however, that if the Company has, prior to the Signing Date, entered into an agreement
with respect to ils securitics that is inconsistent with the order of priority contemplated
hereby then it shall apply the order of priority in such conflicting agreement 1o the extent
that it would otherwise result in a breach under such agreement.

{c) Expenses of Registration. All Registration Expenses incurred in connection with
any registration, qualification or compliance hercunder shall be borne by the Company. All
Selling Expenses incurred in connection with any registrations hereunder shall be borne by the
holders of the securities so registered pro rata on the basis of the aggregate offering or sale price
of the securities so registered.

(d) Obligations of the Company. Whenever required to effect the registration of any
Registrabie Sceurities or facilitate the distribution of Registrable Securities pursuant to an
effective Shelf Registration Statement, the Company shall, as cxpeditiously as reasonably
practicable:

() Prepare and tile with the SEC a prospectus supplement or post-effective
amendment with respect to a proposed offering of Registrable Securitics pursuant to an
effective registration statement. subject 1o Section 4.5(d), keep such registration
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statement cffective and keep such prospectus supplement current until the securities
described therein are no tonger Registrable Securities.

(it) Prepare and file with the SEC such amendments and supplements to the
applicable registration statement and the prospectus or prospectus supplement used in
connection with such registration statement as may be necessary to comply with the
provisions of the Securities Act with respect to the disposition of all securitics covered by
such registration statement,

(ii1)  Furnish to the Holders and any underwriters such number of copies of the
applicable registration statement and each such amendment and supplement thereto
(including in each case all exhibits) and of a prospectus, including a preliminary
prospectus, in conformity with the requirements of the Securities Act, and such other
documents as they may reasonably request in order to facilitate the disposition of
Registrable Securities owned or to be distributed by them.

(iv)  Use its reasonable best efforts to register and qualify the securities covered
by such registration statement under such other securities or Blue Sky laws of such
jurisdictions as shall be reasonably requested by the Holders or any managing
underwriter(s}, to keep such registration or qualification in effect for so long as such
registration statement remains in effect, and to take any other action which may be
reasonably necessary to enable such seller to consummate the disposition in such
jurisdictions of the securities owned by such Holder; provided that the Company shali not
be reguired in connection therewith or as a condition thereto to qualify to do business or
to tile a general consent to service of process in any such states or jurisdictions.

(v) Notify each Holder of Registrable Securities at any time when a
prospectus relating thereto is required to be delivered under the Securities Act of the
happening of any event as a result of which the applicable prospectus. as then in elfect,
includes an untrue statement of a material fact or omits to state a material fact required to
be stated therein or necessary to make the statements therein not misleading in light of
the circumstances then cxisting.

(vi)  Give written notice to the Holders:

(A)  when any registration statcment filed pursuant to Section 4.5(a) or
any amendment thereto has been filed with the SEC (except for any amendment
effected by the filing of a document with the SEC pursuant to the Exchange Act)
and when such registration statement or any post-effective amendment thereto has
become effective;

(B)  of any request by the SEC for amendments or supplements to any
registration statement or the prospectus included therein or for additional
information;
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(C)y  of'the issuance by the SEC of any stop order suspending the
effectivencss of any registration statement or the initiation of any proceedings for
that purpose;

(DY  ofthe receipt by the Company or its legal counsel of any
notification with respect to the suspension of the qualification of the applicable
Registrable Securities for sale in any jurisdiction or the initiation or threatening of
any proceeding for such purpose;

{E)  ofthe happening of any event that requires the Company to make
changes in any effective registration statement or the prospectus related to the
registration statement in order to make the statements therein not misleading
(which notice shall be accompanied by an instruction to suspend the vse of the
prospectus until the requisite changes have been made); and

(1 it at any time the representations and warrantices of the Company
contained in any underwriting agreement contemplated by Section 4.5(d)x) cease
to be true and correct.

(vii)  Usc its rcasonable best efforts to prevent the issuance or obtain the
withdrawal of any order suspending the effectiveness of any registration statement
referred to in Section 4.5(d)(vi)(C) at the earliest practicable time.

(vitiy  Upon the occurrence of any event contemplated by Section 4.5(d)(v) or
4. 5(d)(vi)(E), promptly prepare a post-elfective amendment to such registration statement
or a supplement to the related prospectus or file any other required document so that, as
thereafter delivered to the Holders and any underwriters, the prospectus will not contam
an untrue statement of a material fact or omit to state any material fact necessary to make
the statements therein, in light of the circumstances under which they were made, not
misteading, if the Company notifies the Holders in accordance with Section 4.5(d){(v1)(1-)
to suspend the use of the prospectus until the requisite changes 1o the prospectus have
becn made. then the Holders and any underwriters shall suspend use of such prospectus
and use their reasonable best efforts Lo return to the Company all copies of such
prospectus (at the Company’s expense) other than permanent {ile copies then in such
Holders” or underwriters’ possession.  The total number of days that any such suspension
may be ineffect in any 12-month period shall not exceed 90 days.

(ix)  Use rcasonable best efforts to procure the cooperation ot the Company's
transfer agent in scttling any offering or sale of Registrable Securitics, including with
respect o the transfer of physical stock certificates into book-entry form in accordance
with any procedures reasonably requested by the Holders or any managing
underwriter(s),

(x) It an underwritten offering is requested pursuant 1o Section 4, 5(b)(ii),
cnter into an underwriting agreement in customary form, scope and substance and take all
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such other actions reasonably requested by the Holders of a majority of the Registrable
Securities being sold in connection therewith or by the managing underwriter(s), if any,
to expedite or facilitate the underwritten disposition of such Registrable Securities, and in
connection therewith in any underwritten offering (including making members of
management and executives of the Company available to participate in “road shows™,
similar sales events and other marketing activities), (A) make such representations and
warrantics (o the Holders that are selling stockholders and the managing underwriter{s), if
any, with respect to the business of the Company and its subsidiaries, and the Shelf
Registration Statement, prospectus and documents, if any, incorporated or deemed to be
incorporated by reference thercin, in each case, in customary form, substance and scope,
and, if true, confirm the same if and when requested, (B) use its reascnable best efforts to
turniish the underwriters with opinions of counsel to the Company, addressed to the
managing underwriter(s)}, if any, covering the matters customarily covered in such
opinions requested in underwritten offerings, (C) use its reasonable best efforts to obtain
“cold comfort™ letters from the independent certified public accountants of the Company
(and, it necessary, any other independent certified public accountants of any business
acquired by the Company for which financial statements and financial data are included
in the Shelf Registration Statement) who have certified the financial statements included
in such Shelf Registration Statement, addressed to each of the managing underwriter(s), if
any, such letters to be in customary form and covering matters of the type customarily
covered in “cold comfort™ letters, (D) if an underwriting agreement is entered into, the
sarme shall contain indemnification provisions and proccdures customary in underwritten
offerings {(provided that the Investor shall not be obligated to provide any indemnity), and
([} detiver such documents and certificates as may be reasonably requested by the
Holders of a majority of the Registrable Securities being sold in connection therewith,
their counsel and the managing underwriter(s), if any, to evidence the continued validity
of the representations and warranties made pursuant to clause (i) above and to evidence
compliance with any customary conditions contained in the underwriting agreement or
other agreement entered into by the Company.

(xi)  Make available for inspection by a representative of Holders that are
selting stockholders. the managing underwriter(s), if any, and any attorneys or
accountants retained by such Holders or managing underwriter(s), at the offices where
normally kept, during reasonable business hours, financial and other records, pertinent
corporate documents and properties of the Company, and cause the officers, directors and
employees of the Company to supply all information in cach case reasonably requested
(and of the type customarily provided in connection with due diligence conducted in
connection with a registered public offering of securitics) by any such representative,
managing underwriter(s), attorney or accountant in connection with such Shelf
Registration Statement.

(xii}  Use reasonable best efforts to cause all such Registrable Securities o be
listed on cach national securitics exchange on which similar securitics issued by the
Company are then listed or, if no similar securities issued by the Company are then listed
on any national securities exchange, use its reasonable best cfforts 1o cause all such
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Registraubie Securities to be listed on such securities exchange as the Investor may
designate.

(xiii) [frequested by Holders of a majority of the Registrabic Sceurities being
registered and/or sold in connection therewith, or the managing undcrwriter(s), if any,
promptly include in a prospectus supplement or amendment such information as the
lolders of'a majority of the Registrable Sccuritics being registered and/or sold in
connection therewith or managing underwriter(s), if any, may rcasonably request in order
to permit the intended method of distribution of such securities and make all required
fifings of such prospectus supplement or such amendment as soon as practicable after the
Company has received such request,

(xiv} Timely provide to its sceurity holders earning statements satisfying the
provisions of Section | I{a) of the Sccurities Act and Rule 158 thereunder.

(e) Suspension of Sales. Upon receipt of written notice Irom the Company that a
registration statement, prospectus or prospectus supplement containg or may contain an untrue
statement of @ material [act or omits or may omit to state a material fact required 1o be stated
therein or necessary o make the statements therein not misleading or that ¢ircumstances exist
that make inadvisable use of such registration statement, prospectus or prospectus supplement,
the Investor and each Holder of Registrable Securities shall forthwith discontinuc disposition of
Registrable Securities until the Investor and/or IHolder has received copies of a supplemented or
amended prospectus or prospectus supplement, or until the Investor and/or such Holder is
adviscd in writing by the Company that the usc of the prospectus and, if applicable, prospectus
supplement may be resumed, and, if so directed by the Company, the Investor and/or such
Holder shall deliver to the Company (at the Company’s expense) all copies, other than
permanent file copies then in the Investor and/or such Holder's possession, of the prospectus
and, if applicable, prospectus supplement covering such Registrable Securities current at the time
of receipt of such notice. The total number ol days that any such suspension may be in effect in
any 12-month period shall not exceed 90 days.

(N Termination of Registration Rights, A Holder's registration rights as to any
securities held by such Holder (and its Affiliates, partners, members and former members) shall
not be avatlabie unless such securities are Registrable Securities.

{g) Furnishing Information.
(1) Neither the Investor nor any Holder shall use any {ree writing prospectus

{as defined in Rule 405) in connection with the sale of Registrable Securities without the
prior written consent of the Company.

(i) It shail be a condition precedent to the obligations of the Company to take
any action pursuant to Scction 4.5(d) that Investor and/or the selting Holders and the

underwriters, if any, shall furish to the Company such information regarding
themscelves, the Registrable Securities held by them and the intended method of
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disposition of such securities as shall be required to effect the registered offering of their
Registrable Securities,

{h) Indemnification.

(i) The Company agrees to indemnify each Holder and, if a Holder is a
person other than an individual, such Holder's officers, directors, employvees. agents,
representatives and Affiliates, and each Person, if any, that controls a 11older within the
meaning of the Securitics Act (cach, an “indemniiee™), against any and all losses, claims,
damages, actions, liabilitics, costs and expenses (inciuding reasonable fees, expenses and
disbursements of attorneys and other professionals incurred in conncction with
investigating, defending, settling, compromising or paying any such losses, claims,
damages, actions, liabilities, costs and expenses), joint or several, arising out of or based
upon any untrue statement or alleged untrue statement of material fact contained in any
registration statement, including any preliminary prospectus or final prospectus contained
therein or any amendments or supplements thereto or any documents incorporated therein
by reference or contained in any free writing prospectus {as such term is defined in Rule
4035) prepared by the Company or authorized by it in writing for use by such Holder (or
any amendment or supplement thereto); or any omission to state thercin a material fact
required to be stated therein or necessary to make the statements therein, in light of the
circumstances under which they were made, not misleading; provided, that the Company
shall not be tiable to such Indemnitee in any such case to the extent that any such loss,
claim, damage, liability (or action or proceeding in respect thereof) or expense arises out
of or is based upon (A) an untrue statement or omission made in such registration
statement, including any such preliminary prospectus or final prospectus contained
therein or any such amendments or supplements thereto or contained in any free writing
prospectus (as such term is defined in Rule 403) prepared by the Company or authorized
by it in writing for use by such Holder (or any amendment or supplement thereto), in
retiance upon and in conformity with information regarding such Indemnitee or its plan
of distribution or ownership interests which was furnished in writing to the Company by
such Indemnitee for use in connection with such registration statement, including any
such preliminary prospectus or finai prospectus contained therein or any such
amendments or supplements thereto, or (B) offers or sales effected by or on behalf of
such Indemnitee “by means of” (as defined in Rule {59A) a “free writing prospectus™ (as
defined in Rule 405} that was not authorized in writing by the Company.

(ii} If the indemnitication provided for in Section 4.5(h)(i} is unavailable to an
Indemnitee with respect to any losses, claims, damages, actions, liabilities, costs or
expenses referred to therein or is insufficient to hold the Indemnitee harmless as
confemplated therein, then the Company, in lien of indemnitfying such Indemnitece, shall
contribute to the amount paid or payable by such Indemnitee as a result of such losses,
¢laims, damages, actions, liabilities, costs or expenses in such proportion as is appropriate
to reflect the relative fauit of the Indemnitee, on the one hand, and the Company. on the
other hand, in connection with the statements or omissions which resulted in such losses,
claims, damages, actions, liabilities, costs or expenses as well as any other relevant
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equitable considerations. The relative fault of the Company. on the one hand, and of the
Indemnitee, on the other hand, shall be determined by reference Lo, among other factors,
whether the untrue statement of a material fact or omission to slate a material fact relates
to information supplicd by the Company or by the indemnitee and the parties’ relative
intent, knowledge, access Lo information and opportunity to correct or prevent such
slatement or omission; the Company and cach Hoelder agree that it would not be just and
equitzble if contribution pursuant to this Section 4.5(h)(i1) were determined by pro raia
allocation or by any other method of allocation that does not take account of the equitable
considerations referred to tn Section 4.5(h)(i). No Indemnitee guitty of fraudulent
misrepresentation (within the meaning of Section 11(f) of the Securities Act) shall be
entitled to contribution from the Company if the Company was not guilty of such
fraudulent misrepresentation.

(1} Assignment of Regristration Rights. The rights of the Investor to registration of
Registrable Securities pursuant to Scetion 4.5(b) may be assigned by the Investor to a transtferee
or assignee of Registrable Sceurities with a liquidation preference or, in the case of the Warrant,
the liquidation preference of the underlying shares of Warrant Preferred Stock. no less than an
amount equal to (i} 2% of the initial aggregate liquidation prefercnce ol the Preferred Shares i
such initial aggregate liquidation preference is less than $2 hillion and (1) $200 million if the
initial aggregate liquidation preference of the Preferred Shares is equal to or greater than $2
billion; provided, however, the transferor shall, within ten days after such transfer, furnish 10 the
Company written notice of the name and address of such transtferee or assignee and the number
and type of Registrable Securities that are being assigned.

(n Clear Market. With respect to any underwritlen offering of Registrable Scecuritics
by the Investor or other Holders pursuant to this Section 4.3, the Company agrees not to effect
(other than pursuant to such registration or pursuant to a Special Registration) any public sale or
distribution, or to file any Shelf Registration Statement (other than such registration or a Special
Registration} covering any preferred stock of the Company or any securities convertible into or
exchangeable or exercisable for preferred stock of the Company. during the period not to exeeed
tent days prior and 60 days following the effective date of such offering or such longer period up
to 90 days as may be requested by the managing underwriter for such underwritten oflering. The
Company also agrees to causc such of its directors and semor executive officers 1o execute and
deliver customary lock-up agreements in such form and for such time period up to 90 days as
may be requested by the managing underwriter. “Special Registrafion’” mceans the registration ol
{A) cquity securities and/or options or other rights in respect thercof solely registered on Form S-
4 or Form S-8 (or successor form) or (13} shares of equity securitics and/or options or other rights
in respect thereot to be offered 1o directors. members ol management, cmployees. consultants,
customers, lenders or vendors of the Company or Company Subsidiaries or in connection with
dividend reinvestment plans.

(k) Rule 144; Rule 144A. With a view to making available to the Investor and
Holders the benelits of certain rules and regulations of the SEC which may permit the sale of the
Registrable Sccurities to the public without registration, the Company agrees to usc its
reasonable best efforts to;
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(1) make and keep public information available, as those terms are understood
and defined tn Rule 144(c){ 1) or any similar or analogous rule promulgated under the
Securities Act, at ali times afier the Signing Date;

(i)  (A) file with the SEC, in a timely manner, all reports and other documents
required of the Company under the Exchange Act, and (B) if at any time the Company is
not required to {ile such reports, make available, upon the request of any Holder, such
information necessary to permit sales pursuant to Rule 144A (including the information
required by Rule 144A(d)(4) under the Securities Act);

(iii)  so long as the Investor or a Holder owns any Registrable Securities,
furnish to the Investor or such Holder forthwith upon request: a written statement by the
Company as to its compliance with the reporting requirements of Rule 144 under the
Securities Act, and of the Exchange Act; a copy of the most recent annual or quarterly
report of the Company; and such other reports and documents as the Investor or Holder
may reasonably request in availing itself of any rule or regutation of the SEC allowing it
to sell any such securities to the public without registration; and

{iv)  take such further action as any Holder may reasonably request, all to the
extent required from time to time to enable such Holder to sell Registrable Securities
without registration under the Securities Act.

')} As used in this Section 4.5, the following terms shall have the following
respective meanings:

{1 “Holder™ means the Investor and any other holder of Registrable
Securities to whom the registration rights conferred by this Agreement have been
transferred in compliance with Section 4.5(h} hereef.

(i1} “Holders ' Counse!l” means one counsel for the selling Holders chosen by
Holders holding a majority interest in the Registrable Securities being registered.

(i)  “Register,” “registered,” and “registration” shall refer to a registration
elfected by preparing and (A) filing a registration statement or amendment thereto in
compliance with the Securities Act and applicable rules and regulations thereunder, and
the declaration or ordering of effectiveness of such registration statement or amendment
thereto or (B) filing a prospectus and/or prospectus supplement in respect of an
appropriate effective registration statement on Form S-3.

(iv)  “Registrable Securities” means {A) all Preferred Shares, (B) the Warrant
(subject 1o Section 4.5(q)) and {C) any equity securities issued or issuable directly or
indirectly with respect to the securities referred to in the foregoing clauses (A) or (B) by
way of conversion, exercise or exchange thereof, including the Warrant Shares, or share
dividend or share split or in connection with a combination of shares, recapitalization,
reclassification, merger, amalgamation, arrangement, consolidation or other
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reorganization, provided that, once issued, such securities will not be Registrable
Securities when (1) they are sold pursuant to an effective registration statement under the
Securities Act, {2} except as provided below in Section 4.5(p), they may bc sold pursuant
to Rule 144 without limitation thereunder on volume or manner of sale, (3} they shali
have ceased to be outstanding or (4} they have been sold in a private transaction in which
the transferor's rights under this Agreement are not assigned to the transferee of the
securities. No Registrable Securities may be registered under more than one registration
statement at any onc time.

(v) “Registration Expenyes” mean all expenses incurred by the Company in
effecting any registration pursuant to this Agreement (whether or not any registration or
prospectus becomes cffective or final) or otherwise complying with its obligations under
this Section 4.5, including all registration, filing and listing fees, printing expenses, fecs
and disbursements ol counsel for the Company, blue sky fees and expenses, expenses
incurred in connection with any “road show™, the reasonable fees and disbursements of
Holders' Counsel, and expenses ol the Company’s independent accountants in
connection with any regular or special reviews or audits incident to or required by any
such registration, but shall not include Sclling Expenses.

(vi}  TRule 1447, " Rule 14447, “Rule 15947, " Rule 405" and "Rule 415" mean,
in each case, such rule promulgated under the Securities Act {or any successor proviston),
as the same shall be amended from time to time.

{vit) “Selling Expenses™ mean all discounts, selling commissions and stock
transfer taxcs applicable to the sale of Registrable Securitics and fees and disbursements
of counsel for any Holder (other than the fees and disbursements of Holders” Counsel
included in Registration Expenses).

(m} At any time, any holder of Securities (including any 1iolder) may elect to forfeit
its rights set forth in this Section 4.5 from that date forward; provided, that a Holder forfeiting
such rights shall nonetheless be entitled to participate under Section 4.5(b}(iv) — (vi) in any
Pending Underwritten Offering to the same exient that such Holder would have been entitled to
if the holder had not withdrawn; and provided, further, that no such forfeiture shall terminate a
Holder's rights or obligations under Section 4,5(g) with respect Lo any prior registration or
Pending Underwritten Otfering. “Pending Underwritten Offering " means. with respect to any
Holder forfeiting its rights pursuant to this Section 4.5(m), any underwritten offering of
Registrable Securities in which such Holder has advised the Company of its intent to register its
Registrable Securities cither pursuant to Section 4.5(b}(ii) or 4.5(b){(iv) prior to the date of such
Holder’s forfeiture.

(n) Specific Performance. The parties hereto acknowledge that there would be no
adequate remedy at law if the Company fails to perform any of its obligations under this Section
4.5 and that the Investor and the Holders from time to time may be irreparably harmed by any
such failure, and accordingly agree that the [nvestor and such Holders, in addition o any other
remedy to which they may be entitled at law or in equity, to the fullest extent permitted and
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enforceable under applicable law shall be entitled to compel specific performance of the
obligations of the Company under this Section 4.5 in accordance with the terms and conditions
of this Section 4.5.

(o) No Inconsistent Agreements. The Company shall not, on or after the Signing
Date, enter into any agreement with respect to its securities that may impair the rights granted to
the [nvestor and the lolders under this Section 4.5 or that otherwise conflicts with the provisions
hereof in any manner that may impair the rights granted to the Investor and the Holders under
this Section 4.5. In the event the Company has, prior to the Signing Date, entered into any
agreement with respect to its securities that is inconsistent with the rights granted to the Investor
and the Helders under this Section 4.5 {including agreements that are inconsistent with the order
of priority contemplated by Section 4.5(b)(vi)) or that may otherwise conflict with the provisions
hereof, the Company shall use its reasonable best efforts to amend such agreements to ensure
they are consistent with the provisions of this Section 4.5.

) Certain Offerings by the Investor. In the case of any securities held by the
Investor that cease to be Registrable Securities solely by reason of clause (2} in the definition of
“Registrable Securities,” the provisions of Sections 4.5(b)(ii), clauses (iv), (ix) and (x)-(xii) of
Section 4.5{d), Section 4.5(h} and Section 4.5(}) shall continue to apply until such securities
otherwise cease to be Registrable Securities. [n any such case, an “underwritten” offering or
other disposition shall include any distribution of such securities on behalf of the Investor by one
or more broker-dealers, an “underwriting agreement” shall inciude any purchase agrecement
entered into by such broker-dealers, and any “registration statement™ or “prospectus™ shall
include any offering document approved by the Company and used in connection with such
distribution.

(q) Registered Sales of the Warrant. The Helders agree to sell the Warrant or any
portion thereof under the Shelf Registration Statement only beginning 30 days atter notitying the
Company of any such sale, during which 30-day period the investor and all Holders of the
Warrant shall take reasonable steps to agree to revisions to the Warrant to permit a public
distribution of the Warrant, including entering into a warrant agrecment and appointing a warrant
agent.

4.6 Depositary Shares. Upon request by the Investor at any time following the
Closing Date, the Company shall promptly enter into a depositary arrangement, pursuant to
customary agreements reasonably satisfactory to the Investor and with a depositary reasonably
acceptable to the Investor, pursuant to which the Preferred Shares or the Warrant Shares may be
deposited and depositary shares, each representing a fraction of a Preferred Share or Warrant
Share, as applicable, as specified by the Investor, may be issued. I'rom and after the execution of
any such depositary arrangement, and the deposit of any Preferred Shares or Warrant Shares, as
applicable, pursuant thereto, the depositary shares issued pursuant thereto shall be deemed
“Preferred Shares™, “Warrant Shares™ and. as applicable, *Registrable Securities™ for purposes of
this Agreement.

4.7 Restriction on Dividends and Repurchases.
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(a) Prior to the earlicr of (x) the third anniversary of the Closing Date and (y) the date
on which all of the Preferred Shares and Warrant Shares have been redeemed in whole or the
Investor has transferred all of the Preferred Shares and Warrant Shares to third parties which are
not Affiliates of the Investor, neither the Company nor any Company Subsidiary shall, without
the consent of the Investor, declare or pay any dividend or make any distribution on capital stock
or other equity securities of any kind of the Company or any Company Subsidiary (other than (i)
regular quarterly cash dividends of not more than the amount of the last quarterly cash dividend
per share declared or, if lower, announced to its holders of Comnmion Stock an intention Lo
declare, on the Common Stock prior 1o November 17, 2008, as adjusted for any stock split, stock
dividend, reverse stock split, reclassification or similar transaction, (ii) dividends payable solely
in shares of Common Stock, (iit) regular dividends on shares of preferred stock in accordance
with the terms thereof and which arc permitted under the terms of the Preferred Shares and the
Warrant Shares, (iv) dividends or distributions by any wholly-owned Company Subsidiary or {v)
dividends or distributions by any Company Subsidiary required pursuant to binding contractual
agreements entered into prior to November 17, 2008},

(b) During the period beginning on the third anniversary of the Closing Date and
ending on the carlicr of {1) the tenth anniversary of the Closing Date and (ii} the date on which all
of the Preferred Shares and Warrant Shares have been redeemed in whole or the [nvestor has
transterred all of the Preferred Shares and Warrant Shares to third parties which are not Affiliates
of the Investor, neither the Company ner any Company Subsidiary shall, without the consent of
the Investor, (A) pay any per share dividend or distribution on capitai stock or other equity
securities of any kind of the Company at a per annum rate that is in excess of 103% of the
aggregate per share dividends and distributions for the immediately prior fiscal yvear (other than
regular dividends on shares of preferred stock in accordance with the terms thereof and which
are permitted under the terms of the Preferred Shares and the Warrant Shares); provided that no
increase in the aggregate amount of dividends or distributions on Common Stock shall be
permitted as a result of any dividends or distributions paid in shares of Common Stock, any stock
split or any similar transaction or (B} pay aggregate dividends or distributions on capital stock or
other equity securities of any kind of any Company Subsidiary that is in excess of 103% of the
aggregate dividends and distributions paid for the immediately prior fiscal year (other than in the
case of this clause (B), (1) regular dividends on shares of preferred stock in accordance with the
terms thereot and which are permitted under the terms of the Preferred Shares and the Warrant
Shares, (2) dividends or distributions by any wholly-owned Company Subsidiary, {3} dividends
or distributions by any Company Subsidiary required pursuant to binding contractual agreements
entered into prior to November 17, 2008) or (4) dividends or distributions on newly issued shares
of capital sto¢k for cash or other property.

(c) Prior to the carlier of (x) the tenth anniversary of the Closing Date and (¥) the date
on which all of the Preflerred Shares and Warrant Shares have been redeemed in whole or the
Investor has transferred all ol the Preferred Shares and Warrant Shares to third parties which are
not Affiliates of the Investor, neither the Company nor any Company Subsidiary shall, without
the consent of the Investor, redeem, purchase or acquire any shares of Common Stock or other
capital stock or other equity securitics of any kind of the Company or any Company Subsidiary,
or any trust preferted securities issued by the Company or any Affiliate of the Company. other
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than (i) redemptions, purchases or other acquisitions of the Preferred Shares and Warrant Shares,
(1i) in connection with the administration of any employee benefit plan in the ordinary course of
business and consistent with past practice. (iii} the acquisition by the Company or any of the
Company Subsidiaries of record ownership in Junior Stock or Parity Stock for the beneficial
ownership of any other persons (other than the Company or any other Company Subsidiary),
including as trustees or custodians, (iv) the exchange or conversion of Junior Stock for or into
other Junior Stock or of Parity Stock or trust preferred securities for or into other Parity Stock
(with the same or lesser aggregate liquidation amount) or Junior Stock, in cach case set forth in
this clause {iv), solely to the extent required pursuant to binding contractual agreements entered
into prior to the Signing Date or any subsequent agreement for the accelerated exercise,
settlement or exchange thereof for Common Stock (clauses (i1} and (iii), cotlectively, the
“Permitted Repurchases™), {v) redemptions of securities held by the Company or any wholly-
owned Company Subsidiary or (vi) redemptions, purchases or other acquisitions of capial stock
or other equity sccurities of any kind of any Company Subsidiary required pursuant to binding
contractual agreements entered into prior to November 17, 2008.

(d) Until such time as the [nvestor ceases to own any Preferred Shares or Warrant
Shares, the Company shall not repurchase any Preferred Shares or Warrant Shares from any
holder thereof, whether by means of open market purchase, negotiated transaction, or otherwise,
other than Permitted Repurchases, unless it ofters to repurchase a ratable portion of the Preferred
Shares or Warrant Shares, as the casc may be, then held by the Investor on the same terms and
conditions.

{9 During the pertod beginning on the tenth anniversary of the Closing and ending
on the date on which all of the Preferred Shares and Warrant Shares have been redeemed in
whole or the investor has transferred all of the Preferred Shares and Warrant Shares to third
parties which are not Affiliates of the [nvestor, neither the Company nor any Company
Subsidiary shall, without the consent of the Investor, (i} declare or pay any dividend or make any
distribution on capital stock or other equity securities of any kind of the Company or any
Company Subsidiary; or (ii) redeem, purchase or acquire any shares of Common Stock or other
capital stock or other equity securities of any kind of the Company or any Company Subsidiary,
or any trust preferred securities issued by the Company or any Aftiliate of the Company, other
than {A) redemptions. purchases or other acquisitions of the Preferred Shares and Warrant
Shares, (B) regular dividends on shares of preferred stock in accordance with the terms thercol
and which are permitted under the terms of the Preferred Shares and the Warrant Shares, or (C)
dividends or distributions by any wholly-owned Company Subsidiary,

() “Junior Stock" means Common Stock and any other class or scrics of stock of the
Company the terms of which expressly provide that it ranks junior to the Preferred Shares as 1o
dividend rights and/or as to rights on liquidation, dissolution or winding up of the Company.
“Parity Stock ™ means any class or serics of stock of the Company the terms of which de not
expressiy provide that such class or series will rank senior or junior to the Preferred Shares as to
dividend rights and/or as to rights on liquidation. dissolution or winding up of the Company (in
each case without regard to whether dividends accrue cumulatively or non-cumulatively).
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4.8 Executive Compensation. Until such time as the Investor ceases to own any debt
or equity securities of the Company acquired pursuant to this Agreement or the Warrant, the
Company shall take all necessary action to ensure that its Benefit Plans with respect to its Senior
Executive Otficers comply in all respects with Section 111{b} of the EESA as implemented by
any guidance or regulation thereunder that has been issued and is in effect as of the Closing Date,
and shall not adopt any new Benefit Plan with respect to its Senior Executive Officers that does
not comply therewith. “Senior Fxecutive Officers” means the Company’s "senior executive
officers" as defined in subsection 111(b)}(3) of the EESA and regulations issued thereunder,
including the rules set forth in 31 C.F.R, Part 30.

4.9 Related Party Transactions. Until such time as the [nvestor ceases to own any
Purchased Securities or Warrant Shares, the Company and the Company Subsidiaries shall not
enter into transactions with Affiliates or related persons (within the meaning of ltem 404 under
the SEC’s Regulation S8-K) unless (i} such transactions are on terms no less favorabie to the
Company and the Company Subsidiarics than could be obtained from an unaffiliated third party,
and (ii) have been approved by the audit commitiec of the Board of Directors or comparable
body of independent directors of the Company.

4,10 Bank and Thrift Holding Company Status. [f the Company is a Bank Holding
Company or a Savings and Loan Holding Company on the Signing Date, then the Company shall
maintain its status as a Bank Holding Company or Savings and Loan Holding Company, as the
case may be, for as long as the Investor owns any Purchased Securities or Warrant Shares. The
Company shall redeem all Purchased Securities and Warrant Shares held by the Investor prior to
terminating its status as a Bank 1llolding Company or Savings and L.oan Holding Company, as
applicable. “Bank Holding Company’ means a company registered as such with the Board of
Governors ol the Federal Reserve System (the “Federal Reserve™) pursuant to 12 U.S.C. §1842
and the regulations of the Federal Reserve promulgated thereunder. “Savings and Loan Holding
Company” means a company registered as such with the Office of Thriflt Supervision pursuant to
12 £1.5.C. §1467(a) and the regulations of the Oftice of Thrift Supervision promuigated
thereunder.

4.11  Predominantly Financial. For as long as the Investor owns any Purchased
Securitics or Warrant Shares, the Company, to the extent it is not itself an insured depository
institution. agrees to remain predominantly engaged in financial activities. A company is
predominantly engaged in financial activities if the annual gross revenues derived by the
company and all subsidiarics of the company (excluding revenues derived from subsidiary
depository institutions), on a consolidated basis, from engaging in activities that are financial in
naturc or are incidental to a financial activity under subsection (k) of Section 4 of the Bank
Holding Company Act of 1956 (12 U.S.C. 1843(k)) represent at least 85 percent of the
consolidated annual gross revenues of the company.

Article V
Miscellaneous

Termination. This Agreement may be terminated at any time prior to the Closing:

L]
—
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{a} by either the Investor or the Company if the Closing shall not have occurred by
the 30" calendar day following the Signing Date: provided. however, that in the event the
Closing has not occurred by such 30" calendar day, the parties will consult in good faith to
determine whether to extend the term of this Agreement, it being understood that the parties shall
be required to consult only until the fifth day after such 30™ calendar day and not be under any
obligation to extend the term of this Agreement thereafier; provided, further, that the right to
terminate this Agreement under this Section 5.1(a) shall not be available to any party whose
breach of any representation or warranty or failure to perform any obligation under this
Agrecement shall have caunsed or resulted in the failure of the Closing to occur on or prior to such
date; or

(b} by either the Investor or the Company in the event that any Governmental Entity
shall have issucd an order, decree or ruling or taken any other action restraining, enjoining or
otherwise prohibiting the transactions contemplated by this Agreement and such order, decree,
ruling or other action shall have become final and nonappealuable; or

(c) by the mutual written consent of the Investor and the Company.

in the event of termination of this Agreement as provided in this Section 5.1, this Agreement
shall forthwith become void and there shall be no liability on the part of either party hereto
except that nothing herein shall relieve either parly {rom liability for any breach of this
Agreement.
32 Survival of Representations and Warrantics. All covenants and agreements, other
than those which by their terms apply in whole or in part after the Closing. shall terminate as of
the Closing. The representations and warranties of the Company made herein or in any
certificates delivered in connection with the Closing shall survive the Closing without fimitation.

3.3 Amendment. No amendment of any provision of this Agreement will be effective
unless made in writing and signed by an ofticer or a duly authorized representative of cach party:
provided that the Tnvestor may unilaterally amend any provision of this Agreement Lo the extent
required to comply with any changes after the Signing Date in applicable federal stalutes. No
failure or delay by any party in exercising any right, power or privilege hereunder shall operate
as a walver thereof nor shall any single or partial exercise thereof preclude any other or further
exercise of any other right, power or privilege. The rights and remedics herein provided shall be
cumulative of any rights or remedies provided by law,

5.4 Waiver of Conditions. The conditions to cach party’s obligation to consummate
the Purchase are for the sole benefit of such party and may be waived by such party in whole or
in part to the extent permitted by applicable taw. No waiver will be effective unless it is in a
writing signed by a duly authorized officer of the waiving party that makes express reference to
the provision or provisions subject to such waiver.

53 Governing Law: Submission to Jurisdiction, Fte. This Agreement will be

governed by and construed in accordance with the federal iaw of the United States if and to
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the extent such law is applicable, and otherwise in accordance with the laws of the State of
New York applicable to contracts made and to be performed eatirely within such State.
Each of the parties hereto agrees (a) to submit to the exclusive jurisdiction and venue of the
United States District Court for the District of Columbia and the United States Court of
Federal Claims for any and all civil actions, suifs or proceedings arising out of or relating
to this Agreement or the Warrant or the transactions contemplated hereby or thereby, and
{b) that notice may be served upon (i} the Company at the address and in the manner set
forth for notices fo the Company in Section 3.6 and (ii} the Investor in accordance with
federal law. To the extent permitted by applicable law, cach of the parties hereto hereby
unconditionally waives trial by jury in any civil legal action or proceeding rciating to this
Agreement or the Warrant or the transactions contemplated hereby or thereby.

5.6 Notices. Any notice, request, instruction or other document 1o be given hereunder
by any party 1o the other will be in writing and will be deemed to have been duly given (a) on the
date of delivery if delivered personally. or by facsimile, upon confirmation of receipt, or (b} on
the second business day following the date of dispatch if delivered by a recognized next day
courier service. All notices to the Company shall be delivered as set forth in Schedule A, or
pursuant to such other instruction as may be designated in writing by the Company to the
Investor. All notices to the Investor shall be delivered as sct forth below, or pursuant to such
other instructions as may be designated in writing by the [nvestor to the Company.

[ to the Investor:

{inited States Department of the Treasury

1500 Pennsylvania Avenue, NW, Room 2312

Washington, [2.C, 20220

Attention: Assistant General Counsel (Banking and Finance}
Facsimile: (202) 622-1974

3.7 Dctinitions

(a) When a reference is made in this Agreement to a subsidiary of a person, the term
“subsidiary” means any corporation, partnership, joint venture, limited liability company or other
entity (x) ol which such person or a subsidiary of such person is a general partner or (y) of which
a majority of the voling securities or other voting interests, or a majority of the sccurities or other
interests of which having by their terms ordinary voting power to cleet a majority of the board of
directors or persons performing similar [unctions with respect to such entity, is directly or
indircctly owned by such person and/or one or more subsidiarics thereof.

{(by  Theterm “Affiliate” means, with respect to any person, any person directly or
indirectly controlling, controlled by or under common control with, such other person. For
purposes of this definition, “conrrol” (including, with correlative meanings, the terms “controlled
by and “under conunon control with’) when used with respect to any person, means the
possession, dircctly or indirectly, of the power 1o cause the direction of management and/or
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policics of such person, whether through the ownership of voting securitics by contract or
otherwise.

{c) The terms “knowledee of the Compamy™ or “Company 's knowledge” mean the
actual knowledge after reasonable and due inquiry of the “officers” (as such term 1s defined in
Rule 3b-2 under the Exchange Act, but excluding any Vice President or Secretury) of the
Company.

5.8 Assignment. Neither this Agreement nor any right. remedy, obligation nor
liability arising hereunder or by rcason hereof shall be assignable by any party hereto without the
prior written consent of the other party, and any attempt Lo assign any right, remedy, obligation
or Hability hereunder without such consent shall be void, except (a} an assignment, in the casc of
a merger, consolidation, statutory share exchange or similar transaction that requires the approval
of the Company’s stockholders (a “Business Combination”™) where such party is not the surviving
entity, or a sale of substantially all ol its assets, to the entity which is the survivor of such
Business Combination or the purchaser in such sale and (b) as provided in Sections 3.3 and 4.5,

5.9 Scverability. 1T any provision of this Agreement or the Warrant, or the application
thereof Lo any person or circumstance, is determined by a court of competent jurisdiction to be
invalid, void or unenforceable, the remaining provisions hereof, or the application of such
provision to persons or circumstances other than those as 1o which it has been held invalid or
unenforceable, will remain in full force and cffect and shall in no way be affected, impaired or
invalidated thereby, so fong as the economic or legal substance of the transactions contemplated
hereby is not affected in any manner materially adverse to any party. Upon such determination,
the parties shall negotiate in good faith in an effort to agree upon a suitable and equitable
substitute provision to cffect the original intent of the parties.

5.10  No Third Party Beneficiaries, Nothing contained in this Agreement. expressed or
implied. is intended to confer upon any persen or entity other than the Company and the [nvestor
any benefit, right or remedies, except that the provisions of Section 4.5 shall inure to the benefit
of the persons referred to in that Section.
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ANNEX A

FORM OF CERTIFICATE OF DESIGNATIONS FOR PREFERRED STOCK

[SEE ATTACHED]
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ANNEX A
FORM OF [CERTIFICATE OF DESIGNATIONS]
- OF
FIXED RATE CUMULATIVE PERPETUAL PREFERRED STOCK, SERIES [e]
OF
[o]
Insert name of Issuer], a [corporation/bank/banking association] organized and existing

under the laws of the [Insert jurisdiction of organization] (the “lssuer”), in accordance with the
provisions of Section[s] [e] of the [Insert applicable statute| thereof, does hereby certify:

The board of directors of the Issuer (the “Board of Directors™) or an applicable committee
of the Board of Directors, in accordance with the [[certificate of incorporation/articles of
association] and bylaws] of the Issuer and applicable law, adopted the following resolution on
|®] creating a series of [e] shares of Preferred Stock of the Issuer designated as “Fixed Rate
Cumulative Perpetual Preferred Stock, Series {o]”.

RESOLVED, that pursuant to the provisions of the [[certificate of incorporation/articles
of association] and the bylaws] of the [ssuer and applicable law, a series of Preferred Stock, par
value ${e] per share, of the Issuer be and hereby is created, and that the designation and number
of shares of such series, and the voting and other powers, preferences and relative, participating,
optional or other rights, and the qualifications, [imitations and restrictions thereof, of the shares
of such series, are as follows:

Part 1. Designation and Number of Shares. There is hereby created out of the authorized
and unissued shares of preferred stock of the Issuer a series of preferred stock designated as the
“Fixed Rate Cumulative Perpetual Preferred Stock, Series [¢]” (the “Designated Preferred
Stock™). The authorized number of shares of Designated Preferred Stock shall be [e].

Part 2. Standard Provisions. The Standard Provisions contained in Schedule A attached
hereto are incorporated herein by reference in their entirety and shall be deemed to be a part of
this [Certificate of Designations] to the same extent as if such provisions had been set forth in
full herein.

Part. 3. Definitions. The tollowing terms are used in this [Certificate of Designationsj
(including the Standard Provisions in Schedule A hereto) as defined below:

(a) “Common Stock™ means the common stock, par value $|e] per share, of the
Issuer.

(b) “Dividend Payment Date” means February 15, May 15, August !5 and November
15 of each year.
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(€) *Junior Stock™ means the Common Stock, [Insert titles of any existing Junior
Stock] and any other class or series of stock of the Issuer the terms of which expressly provide
that it ranks junior to Designated Preferred Stock as to dividend rights and/or as to rights on
liquidation, dissolution or winding up of the Issuer.

(d) “Liquidation Amount” means ${1,0600}' per share of Designated Preferred Stock.

(2) “Minimum Amount” means $[Insert § amount equal to 25% of the aggregate
value of the Designated Preferred Stock issued on the Original Issue Date.

() “Parity Stock” means any class or series of stock of the Issuer (other than
Designated Preferred Stock) the terms of which do not expressly provide that such class or series
will rank sentior or junior to Designated Preferred Stock as to dividend rights and/or as to rights
on liquidation, dissolution or winding up of the Issuer (in each case without regard to whether
dividends accrue cumulatively or non-cumulatively). Without limiting the foregoing, Parity
Stock shall include the Issuer’s [Insert title(s) of existing classes or series of Parity Stock].

(g}  “Signing Date™ means [Insert date of applicable securities purchase agreement).

Part. 4. Certain Voting Matters. |To be inserted if the Charter provides for voting in
proportion to liguidation preferences: Whether the vote or consent of the holders of a plurality,
majority or other portion of the shares of Designated Preferred Stock and any Voting Parity
Stock has been cast or given on any matter on which the holders of shares of Designated
Preferred Stock are entitled to vote shall be determined by the 1ssuer by reference 1o the specified
tiquidation amount of the shares voted or covered by the consent as if the Issuer were liquidated
on the record date for such vote or consent, if any, or, in the absence of a record date, on the date
for such vote or consent. For purposes of determining the voting rights of the holders of
Designated Preferred Stock under Section 7 of the Standard Provisions forming part of this
[Certificate of Designations], each helder will be entitled to one vote for each $1,000 of
liquidation preference to which such holder’s shares are entitled.] [To be inserted if the Charter
does not provide for voting in proportion to liguidation preferences: Holders of shares of
Designated Preferred Stock will be entitled to one vote for each such share on any matter on
which holders of Designated Preferred Stock are entitled to vote, including any action by written
consent.]

[Remainder of Page Intentionally Left Blank]

LIf Tssuer desires to issue shares with a higher dollar amount liquidation preference, liquidation preference
references will be modified accordingly. In such case (in accordance with Section 4.6 of the Securities
Purchase Agreement), the issuer will be required to enter into a deposit agreement.
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IN WITNESS WHEREQF, [Insert name of Issuer] has caused this [Certificate of
Designations| to be signed by [e}], its | ®], this [e] day of {e].

|[Insert name of Issuer)
By:

Name:
Title:
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Schedule A

STANDARD PROVISTIONS

Section 1. General Matters. Each share of Designated Preferred Stock shall be identical
in all respects to every other share of Designated Preferred Stock. The Designated Preferred
Stock shall be perpetual, subject to the provisions of Section 5 of these Standard Provisions that
form a part of the Certificate of Designations. The Designated Preferred Stock shall rank equally
with Parity Stock and shall rank senior to Junior Stock with respect to the payment of dividends
and the distribution of assets in the event of any dissolution. liquidation or winding up of the
Issuer.

Section 2. Standard Definitions. As used herein with respect to Designated Preferred
Stock:

(a) “Applicable Dividend Rate” means (i) during the period from the Original Issue
Date to, but excluding, the first day of the first Dividend Period commencing on or after the fifth
anniversary of the Original Issue Date, 5% per annum and (ii) from and after the first day of the
first Dividend Period commencing on or after the fifith anniversary of the Original Issue Date,
9% per annum.

(b) “Appropriate Federal Banking Agency” means the “appropriate Federal banking
agency” with respect to the Issuer as defined in Section 3(q) of the Federal Deposit Insurance
Act {12 U.S.C. Section 1813(q)), or any successor provision.

(c) “Business Combination” means a merger, consolidation, statutory share
exchange or similar transaction that requires the approval of the Issuer’s stockholders.

(d)  “Business Day™ means any day except Saturday, Sunday and any day on which
banking institutions in the State of New York generally are authorized or required by law or
other governmenta! actions to close.

(e) “Bylaws” means the bylaws of the [ssuer, as they may be amended from time to
time.

H “Certificate of Designations” means the Certificate of Designations or comparable
instrument relating to the Designated Preferred Stock, of which these Standard Provisions form a
past, as it may be amended from time to time.

(g) “Charter”” means the [ssuer’s certificate or articles of incorporation, articles of
association, or similar organizational document.

(h)  *“Dividend Period” has the meaning set forth in Section 3(a).

(i) “Dividend Record Date™ has the meaning set forth in Section 3(a).

() “Liquidation Preference” has the meaning set forth in Section 4(a).
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{k)  “Original Issue Date” means the date on which shares of Designated Preferred
Stock are first issued.

't} “Pretferred Director™ has the meaning set forth in Section 7(b).

(m)  “Preferred Stock™ means any and all series of preferred stock of the Issuer,
including the Designated Preferred Stock.

{n)  “Qualified Equity Offering™ means the sale and issuance for cash by the Issuer to
persons other than the Issuer or any of its subsidiaries after the Original Issue Date of shares of
perpetual Preferred Stock, Common Stock or any combination of such stock, that, in each case,
qualify as and may be included in Tier 1 capital of the Issuer at the time of issuance under the
applicable risk-based capital guidelines of the Issuer’s Appropriate Federal Banking Agency
(other than any such sales and issuances made pursuant to agreements or arrangements entered
into, or pursuant to financing plans which were publicly announced, on or prior to November 17,
2008).

{0) “Standard Provisions™ mean these Standard Provisions that form a part of the
Certificate of Designations relating to the Designated Preferred Stock.

P “Successor Preferred Stock™ has the meaning set forth in Section 5(a).

(@)  “Voting Parity Stock™ means, with regard to any matter as to which the holders of
Designated Preferred Stock are entitled 1o vote as specified in Sections 7(a) and 7(b) of these
Standard Provisions that form a part of the Certificate of Designations, any and all series of
Parity Stock upon which like voting rights have been conferred and are exercisable with respect
to such matter.

Section 3. Dividends.

(a) Rate. Holders of Designated Preferred Stock shall be entitled to receive, on each
share of Designated Preferred Stock if, as and when declared by the Board of Directors or any
duly authorized committee of the Board ot Directors, but onty out of assets legally available
therefor, cumulative cash dividends with respect to each Dividend Period (as defined below) at a
rate per annum equal to the Applicable Dividend Rate on (i) the Liquidation Amount per share of
Designated Preferred Stock and (ii) the amount of accrued and unpaid dividends for any prior
Dividend Period on such share of Designated Preferred Stock, if any. Such dividends shall begin
to accrue and be cumulative from the Original [ssue Date, shall compound on each subsequent
Dividend Payment Date (i.e., no dividends shall accrue on other dividends unless and until the
first Dividend Payment Date for such other dividends has passed without such other dividends
having been paid on such date) and shall be pavable quarterly in arrears on each Dividend
Payment Date, commencing with the first such Dividend Payment Date to occur at least 20
calendar days after the Original Issue Date. In the event that any Dividend Pavment Date would
otherwise fall on a day that is not a Business Day, the dividend payment due on that date will be
postponed to the next day that is a Business Day and no additional dividends will accrue as a
result of that postponement. The period from and including any Dividend Payment Date to, but
excluding, the next Dividend Payment Date is a *Dividend Period™, provided that the initial
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Dividend Period shall be the period from and including the Original Issue Date to, but excluding,
the next Dividend Payment Date.

Dividends that are payable on Designated Preferred Stock in respect of any Dividend
Period shall be computed on the basis of a 360-day year consisting of twelve 30-day months. The
amount of dividends payable on Designated Preferred Stock on any date prior to the end of a
Dividend Period, and for the initial Dividend Period, shall be computed on the basis of a 360-day
year consisting of twelve 30-day months, and actual days elapsed over a 30-day month.

Dividends that are payable on Designated Preferred Stock on any Dividend Payment Date
will be payable to holders of record of Designated Preferred Stock as they appear on the stock
register of the [ssuer on the applicable record date, which shall be the 15th calendar day
immediately preceding such Dividend Payment Date or such other record date fixed by the
Board of Directors or any duly authorized committee of the Board of Directors that is not more
than 60 nor less than 10 days prior to such Dividend Payment Date (each, a “Dividend Record
Date™). Any such day that is a Dividend Record Date shall be a Dividend Record Date whether
or not such day is a Business Day.

Holders of Designated Preferred Stock shall not be entitled to any dividends, whether
payable in cash, securities or other property, other than dividends (if any) declared and payable
on Designated Preferred Stock as specified in this Section 3 (subject to the other provisions of
the Certificate of Designations).

(b) Priority of Dividends. So long as any share of Designated Preferred Stock
remains outstanding, no dividend or distribution shall be declared or paid on the Common Stock
or any other shares of Junior Stock (other than dividends payable solely in shares of Common
Stock) or Parity Stock, subject to the immediately following paragraph in the case of Parity
Stock, and no Common Stock, Junior Stock or Parity Stock shall be, directly or indirectly,
purchased, redeemed or otherwise acquired for consideration by the Issuer or any of its
subsidiaries unless all accrued and unpaid dividends for all past Dividend Periods, including the
latest completed Dividend Period (including, if applicable as provided in Section 3(a) above,
dividends on such amount), on all outstanding shares of Designated Preferred Stock have been or
are contemporaneously declared and paid in full (or have been declared and a sum sufficient for
the payment thereof has been set aside for the benefit of the holders of shares of Designated
Preferred Stock on the applicable record date). The foregoing fimitation shall not apply to (i)
redemptions, purchases or other acquisitions of shares of Common Stock or other Junior Stock in
connection with the administration of any employee benefit plan in the ordinary course of
business and consistent with past practice; (ii} the acquisition by the Issuer or any of its
subsidiaries of record ownership in Junior Stock or Parity Stock for the beneficial ownership of
any other persons (other than the Issuer or any of its subsidiaries), including as trustees or
custodians; and (iii) the exchange or conversion of Junior Stock for or into other Junior Stock or
of Parity Stock for or into other Parity Stock {with the same or lesser aggregate liquidation
amount) or Juaior Stock, in each case, solely to the extent required pursuant to binding
contractual agreements entered into prior to the Signing Date or any subsequent agreement for
the accelerated exercise, settlement or exchange thereof for Common Stock.
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When dividends are not paid (or declared and a sum sufficient for payment thereof set
aside for the benefit of the holders thereof on the applicable record date) on any Dividend
Payment Date (or, in the case of Parity Stock having dividend payment dates different from the
Dividend Payment Dates, on a dividend payment date falling within a Dividend Period related to
such Dividend Payment Date) in full upon Designated Preferred Stock and any shares of Parity
Stock, all dividends declared on Designated Preferred Stock and all such Parity Stock and
payable on such Dividend Payment Date (or, in the case of Parity Stock having dividend
payment dates different from the Dividend Payment Dates. on a dividend payment date falling
within the Dividend Period related to such Dividend Payment Date) shall be declared pro rata so
that the respective amounts of such dividends declared shall bear the same ratio to each other as
all accrued and unpaid dividends per share on the shares of Designated Preferred Stock
(including, if applicable as provided in Section 3(a) above, dividends on such amount) and all
Parity Stock payable on such Dividend Payment Date (or, in the case of Parity Stock having
dividend payment dates different from the Dividend Payment Dates, on a dividend payment date
falling within the Dividend Period related to such Dividend Payment Date) (subject to their
having been declared by the Board of Directors or a duly authorized committee of the Board of
Directors out of legally available funds and including, in the case of Parity Stock that bears
cumulative dividends, all accrued but unpaid dividends) bear to each other. If the Board of
Directors or a duly authorized committee of the Board of Directors determines not to pay any
dividend or a full dividend on a Dividend Payment Date, the Issuer will provide written notice to
the holders of Designated Preferred Stock prior to such Dividend Payment Date.

Subject to the foregoing, and not otherwise, such dividends {payable in cash, securities or
other property) as may be determined by the Board of Directors or any duly authorized
committee of the Board of Directors may be declared and paid on any securities, including
Common Stock and other Junior Stock, from time to time out of any funds legally available for
such payment, and holders of Designated Preferred Stock shall not be entitled to participate in
any such dividends.

Section 4. Liguidation Rights.

(a) Voluntary or Involuntary Liquidation. In the event of any liquidation, dissolution
or winding up of the affairs of the Issuer, whether voluntary or involuntary, holders of
Designated Preferred Stock shall be entitled to receive for each share of Designated Preferred
Stock, out of the assets of the Issuer or proceeds thereof (whether capital or surplus) available for
distribution to stockholders of the Issuer, subject to the rights of any creditors of the Issuer,
before any distribution of such assets or proceeds is made to or set aside for the holders of
Common Stock and any other stock of the Issuer ranking junior to Designated Preferred Stock as
to such distribution, payment in full in an amount equal to the sum of (i) the Liquidation Amount
per share and (ii) the amount of any accrued and unpaid dividends (including, if applicable as
provided in Section 3(a) above, dividends on such amount), whether or not declared, to the date
of payment {such amounts collectively, the “Liguidation Preference™).

(o) Partial Payment. If in any distribution described in Section 4(a) above the assets
of the Issuer or proceeds thereof are not sufticient to pay in full the amounts payable with respect
10 all outstanding shares of Designated Preferred Stock and the corresponding amounts payable
with respect of any other stock of the Issuer ranking equally with Designated Preferred Stock as
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to such distribution, holders of Designated Preferred Stock and the holders of such other stock
shall share ratably in any such distribution in proportion to the full respective distributions to
which they are entitled.

(©) Residual Distributions. If the LLiguidation Preference has been paid in full to all
holders of Designated Prefcrred Stock and the corresponding amounts payable with respect of
any other slock of the Issuer ranking equally with Designated Preferred Stock as to such
distribution has been paid in full, the holders of other stock of the Issuer shall be entitled to
receive all remaining assets of the Issuer (or proceeds thereof) according to their respective rights
and preferences.

(d)  Merger, Consolidation and Sale of Assets Not Liguidation. For purposes of this
Section 4, the merger or consolidation of the 1ssuer with any other corporation or other entity,
including a merger or consolidation in which the holders of Designated Preferred Stock receive
cash, securities or other property for their shares, or the sale, lease or exchange (for cash,
securities or other property) of all or substantially all of the assets of the Issuer, shall not
constitute a liquidation, dissolution or winding up of the Issuer.

Section 5, Redemption.

(a) Optional Redemption. Except as provided below, the Designated Preferred Stock
may not be redeemed prior to the first Dividend Payment Date falling on or after the third
anniversary of the Original [ssue Date. On or afier the first Dividend Payment Date Talling on or
after the third anniversary of the Original Issue Date, the Issuer, at its option, subject 10 the
approval of the Appropriate Federal Banking Agency, may redeem, in whole or in part, at any
time and from time to time, out of funds legally available therefor, the shares of Designated
Preferred Stock at the time outstanding, upon notice given as provided in Section 5(¢) below, at a
redemption price equal to the sum of (i) the Liquidation Amount per share and (ii) except as
otherwise provided below, any accrued and unpaid dividends (including, if applicable as
provided in Section 3(a) above, dividends on such amount} (regardless of whether any dividends
are actually declared) to, but excluding, the date fixed for redemption.

Notwithstanding the foregoing, prior to the first Dividend Payment Date falling on or
afier the third anniversary of the Original Issue Date, the Issuer, at its option, subject to the
approval of the Appropriate Federal Banking Agency, may redeem, in whole or in part, at any
time and from time to time, the shares of Designated Preferred Stock at the time outstanding,
upon notice given as provided in Section 5(c) below, at a redemption price equal to the sum of (i)
the Liquidation Amount per share and (ii} except as otherwise provided below, any accrued and
unpaid dividends (inctuding, if applicable as provided in Section 3(a) above, dividends on such
amount) (regardless of whether any dividends are actually declared) to, but excluding, the date
fixed for redemption; provided that (x) the Issuer (or any successor by Business Combination)
has received aggregate gross proceeds of not less than the Minimum Amount (plus the
“Minimum Amount™ as defined in the relevant certificate of designations for each other
outstanding series of preferred stock of such successor that was originally issued to the United
States Department of the Treasury (the “Successor Preferred Stock™) in connection with the
Troubled Asset Relief Program Capital Purchase Program) from one or more Qualified Equity
Offerings (including Qualitied Equity Ofterings of such successor), and (y) the aggregate
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redemption price of the Designated Preferred Stock (and any Successor Preferred Stock)
redeemed pursuant to this paragraph may not exceed the aggregate net cash proceeds received by
the Issuer {or any successor by Business Combination) tfrom such Qualified Equity Offerings
(inciuding Qualified Equity Offerings of such successor).

The redemption price for any shares of Designated Preferred Stock shall be payable on
the redemption date to the holder of such shares against surrender of the certificate(s) evidencing
such shares to the Issuer or its agent. Any declared but unpaid dividends payable on a
redemption date that occurs subsequent to the Dividend Record Date for a Dividend Period shall
not be paid to the holder entitled to receive the redemption price on the redemption date, but
rather shali be paid to the holder of record of the redeemed shares on such Dividend Record Date
relating to the Dividend Payment Date as provided in Section 3 above.

(b) No Sinking Fund. The Designated Preferred Stock will not be subject to any
mandatory redemption, sinking fund or other similar provisions. Holders of Designated Preferred
Stock will have no right to require redemption or repurchase of any shares of Designated
Preferred Stock.

{(c) Notice of Redemption. Notice of every redemption of shares of Designated
Preferred Stock shall be given by first class mail, postage prepaid, addressed to the holders of
record of the shares to be redeemed at their respective last addresses appearing on the books of
the Issuer. Such mailing shall be at least 30 days and not more than 60 days before the date fixed
for redemption. Any notice mailed as provided in this Subsection shall be conclusively presumed
to have been duly given, whether or not the holder receives such notice, but failure duly to give
such notice by mail, or any defect in such notice or in the mailing thereof, to any holder of shares
of Designated Preferred Stock designated for redemption shall not affect the validity of the
proceedings for the redemption of any other shares of Designated Preferred Stock.
Notwithstanding the foregoing, if shares of Designated Preferred Stock are issued in book-entry
form through The Depository Trust Company or any other similar facility, notice of redemption
may be given to the holders of Designated Preferred Stock at such time and in any manner
permitted by such facility. Each notice of redemption given to a holder shall state: (1) the
redemption date; (2) the number of shares of Designated Preferred Stock to be redeemed and, if
fess than all the shares held by such holder are to be redeemed, the number of such shares to be
redeemed from such holder; (3) the redemption price; and (4} the place or places where
certificates for such shares are to be surrendered for payment of the redemption price.

(d) Partial Redemption. In case of any redemption of part of the shares of Designated
Preferred Stock at the time outstanding, the shares to be redeemed shall be selected either pro
rata or in such other manner as the Board of Directors or a duly authorized committee thereof
may determine to be fair and equitable. Subject to the provisions hereof, the Board of Directors
or a duly authorized committee thereof shall have full power and authority to prescribe the terms
and conditions upon which shares of Designated Preferred Stock shail be redeemed from time to
time. If fewer than all the shares represented by any certificate are redeemed, a new certificate
shall be issued representing the unredeemed shares without charge to the holder thereof.

(e} Effectiveness of Redemption. If notice of redemption has been duly given and if
on or before the redemption date specified in the notice all funds necessary for the redemption
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have been deposited by the Issuer, in trust for the pro rata benefit of the holders of the shares
called for redemption, with a bank or trust company doing business in the Borough of
Manhattan, The City of New York, and having a capital and surplus of at least $500 million and
setected by the Board of Directors, so as to be and continue to be available solely therefor, then,
notwithstanding that any certificate for any share so called for redemption has mot been
surrendered for cancellation, on and after the redemption date dividends shall cease to accrue on
all shares so called for redemption, all shares so called for redemption shall no longer be deemed
outstanding and all rights with respect to such shares shall forthwith on such redemption date
cease and terminate, except only the right of the holders thereof to receive the amount payable on
such redemption from such bank or trust company, without interest. Any funds unclaimed at the
end of three years from the redemption date shall, to the extent permitted by law, be released to
the Issuer, after which time the holders of the shares so called for redemption shall fook only to
the Issuer for payment of the redemption price of such shares.

(f) Status of Redeemed Shares. Shares of Designated Preferred Stock that are
redeemed, repurchased or otherwise acquired by the Issuer shall revert to authorized but unissued
shares of Preferred Stock (provided that any such cancelled shares of Designated Preferred Stock
may be reissued only as shares of any series of Preferred Stock other than Designated Preferred
Stock).

Section 6. Conversion. Holders of Designated Preferred Stock shares shall have no right
to exchange or convert such shares into any other securities.

Section 7. Voting Rights.

(a) General. The holders of Designated Preferred Stock shall not have any voting
rights except as set forth below or as otherwise from time to time required by law.

(b) Preferred Stock Directors. Whenever, at any time or times, dividends payvable on
the shares of Designated Preferred Stock have not been paid for an aggregate of six quarterly
Dividend Periods or more, whether or not consecutive, the authorized number of directors of the
Issuer shall automatically be increased by two and the holders of the Designated Preferred Stock
shall have the right, with holders of shares of any one or more other classes or series of Voting
Parity Stock outstanding at the time, voting together as a class, to elect two directors (hereinafter
the “Preferred Directors " and each a “Preferred Director ”) to fill such newly created
directorships at the [ssuer’s next annual meeting of stockholders (or at a special meeting called
for that purpose prior to such next annual meeting) and at each subsequent annual meeting of
stockholders until all accrued and unpaid dividends for all past Dividend Periods, including the
latest compieted Dividend Period (including, if applicabie as provided in Section 3(a) above,
dividends on such amount), on all outstanding shares of Designated Preferred Stock have been
declared and paid in full at which time such right shall terminate with respect to the Designated
Preferred Stock, except as herein or by law expressly provided, subject to revesting in the event
of each and every subsequent default of the character above mentioned; provided that it shall be
a qualification for election for any Preferred Director that the election of such Preferred Director
shall not cause the Issuer to violate any corporate governance requirements of any securities
exchange or other trading facility on which securities of the Issuer may then be listed or traded
that listed or traded compantes must have a majority of independent directors. Upon any

AT
G95331-0002-11515-NY 02 2600860, 10



termination of the right of the holders of shares of Designated Preferred Stock and Voting Parity
Stock as a class to vote for directors as provided above, the Preferred Directors shall cease to be
qualified as directors, the term of office of all Preferred Directors then in office shall terminate
immediately and the authorized number of directors shall be reduced by the number of Preferred
Directors elected pursuant hereto. Any Preferred Director may be removed at any time, with or
without cause, and any vacancy created thereby may be filled, only by the affirmative vote of the
holders a majority of the shares of Designated Preferred Stock at the time outstanding voting
scparately as a class together with the holders of shares of Voting Parity Stock, to the extent the
voting rights of such holders described above are then exercisable. 1fthe office of any Preferred
Director becomes vacant for any reason other than removal from office as aforesaid. the
remaining Preferred Director may choose a successor who shalt hold office for the unexpired
term in respect of which such vacancy occurred.

(c) Class Voting Rights as to Particular Matters. So long as any shares of Designated
Preferred Stock are outstanding, in addition to any other vote or consent of stockholders required
by law or by the Charter, the vote or consent of the hoiders of at least 66 2/3% of the shares of
Designated Preferred Stock at the time outstanding, voting as a separate class, given in person or
by proxy. either in writing without a meeting or by vote at any meeting called for the purpose,
shall be necessary for effecting or validating:

{i) Authorization of Senior Stock. Any amendment or alteration of the
Certificate of Designations for the Designated Preferred Stock or the Charter to authorize
or create or increase the authorized amount of, or any issuance of, any shares of, or any
securities convertible into or exchangeable or exercisable for shares of, any class or series
of capital stock of the Issuer ranking senior to Designated Preferred Stock with respect to
either or both the payment of dividends and/or the distribution of assets on any
liquidation, dissolution or winding up of the Issuer;

(i) Amendment of Designated Preferred Stock. Any amendment, alteration
or repeal of any provision of the Certificate of Designations for the Designated Preferred
Stock or the Charter (including, unless no vote on such merger or consolidation is
required by Section 7(c)(iii} below, any amendment, alteration or repeal by means of a
merger, consolidation or otherwise) so as to adversely affect the rights, preferences,
privileges or voting powers of the Designated Preferred Stock; or

(iii}y  Share Exchanges, Reclassifications, Mergers and Consofidations. Any
consummation of a binding share exchange or reclassification involving the Designated
Preferred Stock. or of a merger or consolidation of the Issuer with another corporation or
other entity, unless in each case (xX) the shares of Designated Preterred Stock remain
outstanding or, in the case of any such merger or consolidation with respect to which the
[ssuer is not the surviving or resulting entity, are converted into or exchanged for
preference securities of the surviving or resulting entity or its ultimate parent, and (v)
such shares remaining outstanding or such preference securities, as the case may be, have
such rights, preferences, privileges and voting powers, and limitations and restrictions
thereof, taken as a whole, as are not materially less favorable to the holders thereof than
the rights, preferences. privileges and voting powers, and limitations and restrictions
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thereof, of Designated Preferred Stock immediately prior to such consummation, taken as
a whole;

provided. however, that for all purposes of this Section 7(c}, any increase in the amount of the
authorized Preferred Stock, including any increase in the authorized amount of Designated
Preferred Stock necessary to satisfy preemptive or similar rights granted by the Issuer to other
persons prior to the Signing Date, or the creation and issuance, or an increase in the authorized or
issued amount, whether pursuant to preemptive or similar rights or otherwise, of any other series
of Preferred Stock, or any securities convertible into or exchangeable or exercisable for any other
series of Preferred Stock, ranking equally with and/or junior to Designated Preferred Stock with
respect to the payment of dividends (whether such dividends are cumulative or non-cumulative)
and the distribution of assets upon liquidation, dissolution or winding up of the Issuer will not be
deemed to adversely aftect the rights, preferences, privileges or voting powers, and shall not
require the affirmative vote or consent of, the holders of outstanding shares of the Designated
Preferred Stock.

(d) Changes after Provision for Redemption. Ne vote or consent of the holders of
Designated Preferred Stock shall be required pursuant to Section 7(c) above if, at or prior to the
time when any such vote or consent would otherwise be required pursuant to such Section, all
outstanding shares of the Designated Preferred Stock shall have been redeemed, or shall have
been called for redemption upon proper notice and sufficient funds shall have been deposited in
trust for such redemption, in each case pursuant to Section 5 above.

(e) Procedures for Voting and Consents. The rules and procedures for calling and
conducting any meeting of the holders of Designated Preferred Stock (including, without
limitation, the fixing of a record date in connection therewith), the solicitation and use of proxies
at such a meeting, the obtaining of written consents and any other aspect or matter with regard to
such a meeting or such consents shall be governed by any rules of the Board of Directors or any
duly authorized committee of the Board of Directors, in its discretion, may adopt from time to
time, which rules and procedures shall conform to the requirements of the Charter, the Bylaws,
and applicable law and the rules of any national securities exchange or other trading facility on
which Designated Preferred Stock is listed or traded at the time.

Section 8. Record Helders. To the fullest extent permitted by applicable law, the Issuer
and the transfer agent for Designated Preferred Stock may deem and treat the record holder of
any share of Designated Preferred Stock as the true and lawful owner thereof for all purposes,
and neither the [ssuer nor such transfer agent shall be affected by any notice to the contrary.

Section 9. Notices. All notices or communications in respect of Designated Preferred
Stock shall be sufficiently given if given in writing and delivered in person or by first class mail,
postage prepaid, or if given in such other manner as may be permitied in this Certificate of
Designations, in the Charter or Bylaws or by applicabie law. Notwithstanding the foregoing, if
shares of Designated Preferred Stock are issued in book-entry form through The Depository
Trust Company or any similar facility, such notices may be given to the holders of Designated
Preferred Stock in any manner permitted by such faciiity.
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Section 10. No Preemptive Rights. No share of Designated Preferred Stock shall have
any rights of preemption whatsoever as to any securities of the Issuer, or any warrants, rights or
options issued or granted with respect thereto, regardiess of how such securities, or such
warrants, rights or options, may be designated, issued or granted.

Section |}. Replacement Certificates. The Issucr shall replace any mutilated certificate at
the holder’s expense upon surrender of that certificate to the [ssuer. The [ssuer shall replace
certificates that become destroved, stolen or lost at the holder’s expense upon delivery to the
Issuer of reasonably satisfactory evidence that the certificate has been destroyed, stelen or lost,
together with any indemnity that may be reasonably required by the Issuer.

Section 12, Other Rights. The shares of Designated Preferred Stock shall not have any
rights, preferences, privileges or voting powers or relative, participating, optional or other special
rights, or qualifications, limitations or restrictions thereof, other than as set forth herein or in the
Charter or as provided by applicable law.
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ANNEX B

FORM OF CERTIFICATE OF DESIGNATIONS
FOR WARRANT PREFERRED STOCK

[SEE ATTACHED]
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ANNEX B
FORM OF [CERTIFICATE OF DESIGNATIONS]
OF
FIXED RATE CUMULATIVE PERPETUAL PREFERRED STOCK, SERIES |e)
OF
[o]
[Insert name of Issuer], a [corporation/bank/banking association] organized and existing

under the laws of the [Insert jurisdiction of organization] (the “Issuer™), in accordance with the
provisions of Section[s] [®] of the [Insert applicable statute] thereof, does hereby certify:

The board of directors of the Issuer {the *Board of Directors™) or an applicable committee
of the Board of Directors, in accordance with the [{certificate of incorporation/articles of
association} and bylaws] of the Issuer and applicable law, adopted the following resolution on
|®] creating a series of [e] shares of Preferred Stock of the Issuer designated as “Fixed Rate
Cumulative Perpetual Preferred Stock, Series [e]”.

RESOLVED. that pursuant 1o the provisions of the |[certificate of incorporation/articles
of association| and the bylaws} of the tssuer and applicable law, a series of Preferred Stock, par
value $|®] per share, of the Issuer be and hereby is created, and that the designation and number
of shares of such series, and the voting and other powers, preferences and relative, participating,
optional or other rights, and the qualifications, limitations and restrictions thereof, of the shares
of such series, are as follows:

Part 1. Designation and Number of Shares. There is hereby created out of the authorized
and unissued shares of preferred stock of the Issuer a series of preferred stock designated as the
“Fixed Rate Cumulative Perpetual Preferred Stock, Series [#]” (the “Designated Preferred
Stock™). The authorized number of shares of Designated Preferred Stock shall be [e].

Part 2. Standard Provisions. The Standard Provisions contained in Schedule A attached
hereto are incorperated herein by reference in their entirety and shall be deemed to be a part of
this [Certificate of Designations| to the same extent as if such provisions had been set forth in
full herein.

Part. 3. Definitions. The following ferms are used in this [Certificate of Designations]
(including the Standard Provisions in Schedule A hereto) as defined below:

(a) “Common Stock™ means the common stock, par value ${#] per share, of the
[ssuer.

(b) “Dividend Payment Date™ means February 15, May 15, August 15 and November
15 of each year.
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{c) “Junior Stock™ means the Common Stock, [Insert titles of any existing Junior
Stock] and any other class or series of stock of the Issuer the terms of which expressly provide
that it ranks junior to Designated Preferred Stock as to dividend rights and/or as to rights on
tiquidation, dissclution or winding up of the Issuer.

(d) “Liguidation Amount™ means $[l,000]' per share of Designated Preferred Stock.

(e) “Minimum Amount”™ means $[Insert § amount equal to 25% of the aggregate
value of the Designated Preferred Stock issued on the Original Issue Date].

(f) “Parity Stock™ means any class or series of stock of the Issuer (other than
Designated Preferred Stock) the terms of which do not expressly provide that such class or series
will rank senior or junior to Designated Preferred Stock as to dividend rights and/or as to rights
on liquidation, dissolution or winding up of the Issuer (in each case without regard to whether
dividends accrue cumulatively or non-cumulatively). Without limiting the foregoing, Parity
Stock shall include the Issuer’s UST Preferred Stock [and] [Insert title(s) of any other classes or
series of Parity Stock).

(g) “Signing Date” means [Insert date of applicable securities purchase agreement).

(h) “UST Preferred Stock™ means the Issuer’s Fixed Rate Cumulative Perpetual
Preferred Stock, Series [#].

Part. 4. Certain Voting Matters. [To be inserted if the Charter provides for voting in
proportion to liguidation preferences: Whether the vote or consent of the holders of a plurality,
majority or other portion of the shares of Designated Preferred Stock and any Voting Parity
Stock has been cast or given on any matter on which the holders of shares of Designated
Preferred Stock are entitled to vote shall be determined by the Issuer by reference to the specified
liquidation amount of the shares voted or covered by the consent as if the Issuer were liquidated
on the record date for such vote or consent, if any, or, in the absence of a record date, on the date
for such vote or consent. For purposes of determining the voting rights of the holders of
Designated Preferred Stock under Section 7 of the Standard Provisions forming part of this
[Certificate of Designationsi, each holder will be entitled to one vote for each $1,000 of
liquidation preference to which such holder’s shares are entitled.] [To be inserted if the Charter
does not provide for voting in proportion to liguidation preferences: Holders of shares of
Designated Preferred Stock will be entitled to one vote for each such share on any maiter on
which holders of Designated Preferred Stock are entitled to vote, including any action by written
consent.|

[Remainder of Page Intentionally Left Blank]

' If Issuer desires to issue shares with a higher dollar amount liquidation preference, liquidation preference
references will be modified accordingly. In such case (in accordance with Section 4.6 of the Securities
Purchase Agreement), the issuer will be required to enter into a deposit agreement.
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IN WITNESS WHEREQF, [Insert name of Issuer] has caused this [Certificate of
Designations] to be signed by [e], its [#], this [e] day of [e].

|Insert name of Issuer}
By:

Name:
Title:
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Schedule A

STANDARD PROVISIONS

Section . General Matters. Each share of Designated Preferred Stock shall be identical
in all respects to every other share of Designated Preferred Stock. The Designated Preferred
Stock shall be perpetual, subject to the provisions of Section 5 of these Standard Provisions that
form a part of the Certificate of Designations. The Designated Preferred Stock shall rank equaily
with Parity Stock and shall rank senior to Junior Stock with respect to the payment of dividends
and the distribution of assets in the event of any dissolution, liguidation or winding up of the
[ssuer,

Section 2. Standard Definitions. As used herein with respect to Designated Preferred
Stock:

(a) “Appropriate Federal Banking Agency” means the “appropriate Federal banking
agency™ with respect to the Issuer as defined in Section 3(q) of the Federal Deposit Insurance
Act (12 U.S.C. Section 1813(q)), or any successor provision.

(b) *Business Combination™ means a merger, consolidation, statutory share
exchange or similar transaction that requires the approval of the Issuer’s stockholders.

{c) “Business Day” means any day except Saturday, Sunday and any day on which
banking institutions in the State of New York generally are authorized or required by law or
other governmental actions to close.

(d) “Bylaws™ means the bylaws of the Issuer, as they may be amended from time to
time.

(e) “Certificate of Designations™ means the Certificate of Designations or comparabie
instrument relating to the Designated Preferred Stock, of which these Standard Provisions form a
part, as it may be amended from time 1o time.

(H “Charter” means the [ssuer’s certificate or arficles of incorporation, articles of
association, or similar organizational document.

(2 “Dividend Period™ has the meaning set forth in Section 3(a).

(h) “Dividend Record Date™ has the meaning set forth in Scction 3(a).

(i) “l.iquidation Preference™ has the meaning set forth in Section 4(a).

) “Original [ssue Date” means the date on which shares of Designated Preferred
Stock are first issued.

(k)  “Preferred Director™ has the meaning set forth in Section 7(b).
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H “Preferred Stock™ means any and all series of preferred stock of the Issuer,
including the Designated Preferred Stock.

(m)  “Qualificd Equity Offering™ means the sale and issuance for cash by the [ssuer to
persons other than the Issuer or any of its subsidiaries after the Original Issue Date of shares of
perpetual Preferred Stock, Common Stock or any combination of such stock, that, in each case,
qualify as and may be included in Tier 1 capital of the Issuer at the time of issuance under the
applicable risk-based capital guidelines of the Issuer’s Appropriate Federal Banking Agency
{other than any such sales and issuances made pursuant to agreements or arrangements entered
into, or pursuant to {inancing plans which were publicly announced, on or prior to November 17,
2008).

(n) “Standard Provisions” mean these Standard Provisions that form a part of the
Certificate of Designations relating to the Designated Preferred Stock.

(©) “Successor Preferred Stock™ has the meaning set forth in Section 5(a).

(p) “Voting Parity Stock™ means, with regard to any matter as to which the holders of
Designated Preferred Stock are entitled to vote as specified in Sections 7(a) and 7(b) of these
Standard Provisions that form a part of the Certificate of Designations, any and all series of
Parity Stock upon which like voting rights have been conferred and are exercisable with respect
to such matter.

Section 3, Dividends.

(a) Rate. Holders of Designated Preferred Stock shall be entitled to receive, on each
share of Designated Preferred Stock if, as and when declared by the Board of Directors or any
duly authorized committee of the Board of Directors, but enly out of assets legally available
therefor, cumulative cash dividends with respect to each Dividend Period (as defined below) at a
per annum rate of 9.0% on (i) the Ligquidation Amount per share of Designated Preferred Stock
and (ii) the amount of accrued and unpaid dividends for any prior Dividend Period on such share
of Designated Preferred Stock, if any. Such dividends shall begin to accrue and be cumulative
from the Original Issuc Date, shall compound on each subsequent Dividend Payment Date (i.e.,
no dividends shall accrue on other dividends unless and until the first Dividend Payment Date for
such other dividends has passed without such other dividends having been paid on such date) and
shall be payable quarterly in arrears on each Dividend Payment Date, commencing with the first
such Dividend Payment Date to occur at least 20 calendar days after the Original Issue Date. In
the event that any Dividend Payment Date would otherwise fall on a day that is not a Business
Day. the dividend payment due on that date will be postponed to the next day that is a Business
Day and no additional dividends will accrue as a result of that postponement. The period from
and including any Dividend Payment Date to, but excluding, the next Dividend Payment Date is
a“Dividend Period”, provided that the initial Dividend Period shall be the period from and
including the Original 1ssue Date to, but excluding, the next Dividend Payment Date,

Dividends that are payabie on Designated Preferred Stock in respect of any Dividend
Period shall be computed on the basis of a 360-day year consisting of twelve 30-day months. The
amount of dividends payable on Designated Preferred Stock on any date prior to the end of a
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Dividend Period, and for the initial Dividend Period, shall be computed on the basis of a 360-day
vear consisting of twelve 30-day months, and actual days elapsed over a 30-day month,

Dividends that are payable on Designated Preferred Stock on any Dividend Payment Date
will be payable to holders of record of Designated Preferred Stock as they appear-on the stock
register of the Issuer on the applicable record date, which shall be the {5th calendar day
immediately preceding such Dividend Payment Date or such other record date fixed by the
Board of Directors or any duly authorized committee of the Board of Directors that is not more
than 60 nor less than 10 days prior to such Dividend Payment Date {each, a “Dividend Record
Date™). Any such day that is a Dividend Record Date shall be a Dividend Record Date whether
or not such day is a Business Day.

Helders of Designated Preferred Stock shall not be entitled to any dividends, whether
payable in cash, securities or other property, other than dividends (if any) declared and payable
on Designated Preferred Stock as specified in this Section 3 (subject to the other provisions of
the Certificate of Designations).

b) Priority of Dividends. So long as any share of Designated Preferred Stock
remains outstanding, no dividend or distribution shall be declared or paid on the Common Stock
or any other shares of Junior Stock (other than dividends payable solely in shares of Common
Stock) or Parity Stock, subject to the immediately following paragraph in the case of Parity
Stock, and no Common Stock, Junior Stock or Parity Stock shall be, directly or indirectly,
purchased, redeemed or otherwise acquired for consideration by the Issuer or any of its
subsidiaries unless all accrued and unpaid dividends for all past Dividend Periods, including the
latest completed Dividend Period (including, if applicable as provided in Section 3(a) above,
dividends on such amount), on all outstanding shares of Designated Preferred Stock have been or
are contemporancousty declared and paid in full (or have been declared and a sum sufficient for
the payment thereof has been set aside for the benefit of the holders of shares of Designated
Preferred Stock on the applicabte record date). The foregoing limitation shall not apply to (i)
redemptions, purchases or other acquisitions of shares of Common Stock or other Junior Stock in
connection with the administration of any employee benefit plan in the ordinary course of
business and consistent with past practice; (ii) the acquisition by the Issuer or any of its
subsidiaries of record ownership in Junior Stock or Parity Stock for the beneficial ownership of
any other persons {other than the Issuer or any of its subsidiaries), including as trustees ot
custodians; and (iii) the exchange or conversion of Junior Stogk for or into other Junior Stock or
of Parity Stock for or into other Parity Stock (with the same or lesser aggregate liquidation
amount) or Junior Stock, in each case, solely to the extent required pursuant to binding
contractual agreements entered into prior to the Signing Date or any subsequent agreement for
the accelerated exercise, settlement or exchange thereof for Common Stock.

When dividends are not paid (or declared and a sum sufficient for payment thereof set
aside for the benefit of the holders thereof on the applicable record date} on any Dividend
Payment Date (or, in the case of Parity Stock having dividend payment dates different from the
Dividend Payment Dates, on a dividend payment date falling within a Dividend Period related to
such Dividend Payment Date} in full upon Designated Preferred Stock and any shares of Parity
Stock, all dividends declared on Designated Preferred Stock and all such Parity Stock and
payable on such Dividend Payment Date (or, in the case of Parity Stock having dividend
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payment dates different from the Dividend Payment Dates, on a dividend payment date falling
within the Dividend Period related to such Dividend Payment Date) shall be declared pro rata so
that the respective amounts of such dividends declared shali bear the same ratio to each other as
all accrued and unpaid dividends per share on the shares of Designated Preferred Stock
(including, if applicable as provided in Section 3(a) above, dividends on such amount) and all
Parity Stock payable on such Dividend Payment Date (or, in the case of Parity Stock having
dividend payment dates different from the Dividend Payment Dates, on a dividend payment date
falling within the Dividend Period related to such Dividend Payment Date) (subject to their
having been declared by the Board of Directors or a duly authorized committee of the Board of
Directors out of legally available funds and including, in the case of Parity Stock that bears
cumulative dividends, all accrued but unpaid dividends) bear to each other. If the Board of
Directors or a duly authorized committee of the Board of Directors determines not to pay any
dividend or a full dividend on a Dividend Payment Date, the Issuer will provide written notice to
the holders of Designated Preferred Stock prior to such Dividend Payment Date.

Subject to the foregoing, and not otherwise, such dividends (payable in cash, securities or
other property) as may be determined by the Board of Directors or any duly authorized
committee of the Board of Directors may be declared and paid on any securities, including
Common Stock and other Junior Stock, from time to time out of any funds legally available for
such payment, and holders of Designated Preferred Stock shall not be entitled to participate in
any such dividends.

Section 4. Liquidation Rights.

(a) Voluntary or Involuntary Liguidation. In the event of any liquidation, dissolution
or winding up of the affairs of the Issuer, whether voluntary or involuntary, holders of
Designated Preferred Stock shall be entitled to receive for each share of Designated Preferred
Stock, out of the assets of the Issuer or proceeds thereof (whether capital or surplus) available for
distribution to stockholders of the Issuer, subject to the rights of any creditors of the Issuer,
before any distribution of such assets or proceeds is made to or set aside for the holders of
Common Stock and any other stock of the Issuer ranking junior to Designated Preferred Stock as
to such distribution, payment in full in an amount equal to the sum of (i) the Ligquidation Amount
per share and (ii) the amount of any accrued and unpaid dividends (including, if applicable as
provided in Section 3(a) above, dividends on such amount), whether or not declared, to the date
of payment (such amounts collectively, the “Liguidation Preference”).

(b) Partial Pavment. If in any distribution described in Section 4(a) above the assets
of the Issuer or proceeds thereof are not sufficient to pay in full the amounts payable with respect
to all outstanding shares of Designated Preferred Stock and the corresponding amounts payable
with respect of any other stock of the Issuer ranking equally with Designated Preferred Stock as
to such distribution, holders of Designated Preferred Stock and the holders of such other stock
shall share ratably in any such distribution in proportion to the full respective distributions fo
which they are entitled.

(c) Residual Distributions. If the Liquidation Preference has been paid in full to all
holders of Designated Preferred Stock and the corresponding amounts payable with respect of
any other stock of the Issuer ranking equally with Designated Preferred Stock as to such
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distribution has been paid in full, the holders of other stock of the Issuer shall be entitled to
receive all remaining assets of the [ssuer (or proceeds thereof) according to their respective rights
and preferences.

(d) Merger, Consolidation and Sale of Assets Not4 iguidation. For purposes of this
Section 4, the merger or consolidation of the Issuer with any other corporation or other entity,
including a merger or consolidation in which the helders of Designated Preferred Stock receive
cash, securities or other property for their shares, or the sale, lease or exchange {for cash,
securities or other property) of all or substantially all of the assets of the Issuer, shall not
constilute a liguidation, dissolution or winding up of the [ssuer.

Section 5. Redemption.

(a) Optionai Redemption. Except as provided below, the Designated Preferred Stock
may not be redeemed prior to the later of (i) first Dividend Payment Date falling on or after the
third anniversary of the Original 1ssue Dale; and (ii) the date on which all outstanding shares of
UST Preferred Stock have been redeemed. repurchased or otherwise acquired by the Issuer, On
or after the first Dividend Payment Date falling on or afier the third anniversary of the Original
Issue Date, the Issuer, at its option. subject to the approval of the Appropriate Federal Banking
Agency, may redeem, in whole or in part, at any time and from time to time, out of funds legally
available therefor, the shares of Designated Preferred Stock at the time outstanding, upon notice
given as provided in Section 5(c) below, at a redemption price equal to the sum of (i) the
Liquidation Amount per share and (ii) except as otherwise provided below, any accrued and
unpaid dividends {including, if applicable as provided in Section 3(a) above, dividends on such
amount) (regardless of whether any dividends are actually declared) to, but excluding, the date
fixed for redemption.

Notwithstanding the foregoing, prior to the first Dividend Payment Date failing on or
after the third anniversary of the Original ssue Date, the Issuer, at its option, subject to the
approval of the Appropriate Federal Banking Agency and subject to the requirement that all
outstanding shares of UST Preferred Stock shall previously have been redeemed, repurchased or
otherwise acquired by the Issuer, may redecm, in whole or in part, at any time and from time to
time, the shares of Designated Preferred Stock at the time outstanding, upon notice given as
provided in Section 5(c) below, at a redemption price equal to the sum of {i) the Ligquidation
Amount per share and (ii) except as otherwise provided below, any accrued and unpaid
dividends (including, if applicable as provided in Section 3(a) above, dividends on such amount)
(regardiess of whether any dividends are actually declared) to, but excluding, the date fixed for
redemption; provided that (x) the Issuer {or any successor by Business Combination) has
received aggregate gross proceeds of not less than the Minimum Amount {plus the “Minimum
Amount” as defined in the relevant certificate of designations for each other outstanding series of
preferred stock of such successor that was originally issued to the United States Department of
the Treasury (the “Successor Preferred Stock™) in connection with the Troubled Asset Relief
Program Capital Purchase Program) from one or more Qualified Equity Offerings (including
Qualified Equity Offerings of such successor), and (y) the aggregate redemption price of the
Designated Preferred Stock (and any Successor Preferred Stock) redeemed pursuant to this
paragraph may not exceed the aggregate nct cash proceeds received by the Issuer (or any
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successor by Business Combination) from such Qualified Equity Offerings (including Qualified
Equity Offerings of such successor).

The redemption price for any shares of Designated Preferred Stock shall be payable on
the redemption date to the holder of such shares against surrender of the certificate(s) evidencing
such shares to the Issuer or its agent. Any declared but unpaid dividends payable on a
redemption date that occurs subsequent to the Dividend Record Date for a Dividend Period shall
not be paid to the holder entitled to receive the redemption price on the redemption date, but
rather shall be paid to the holder of record of the redeemed shares on such Dividend Record Date
relating 1o the Dividend Payment Date as provided in Section 3 above.

(b}  No Sinking Fund. The Designated Preferred Stock will not be subject to any
mandatory redemption, sinking fund or other similar provisions. Holders of Designated Preferred
Stock will have no right to require redemption or repurchase of any shares of Designated
Preferred Stock.

(c) Notice of Redemption. Notice of every redemption of shares of Designated
Preferred Stock shall be given by first class mail, postage prepaid, addressed to the holders of
record of the shares to be redeemed at their respective last addresses appearing on the books of
the Issuer. Such mailing shall be at least 30 days and not more than 60 days before the date fixed
for redemption. Any notice mailed as provided in this Subsection shall be conclusively presumed
to have been duly given, whether or not the holder receives such notice, but faifure duly to give
such notice by mail, or any defect in such notice or in the mailing thereof, to any holder of shares
of Designated Preferred Stock designated for redemption shall not affect the validity of the
praceedings for the redemption of any other shares of Designated Preferred Stock.
Notwithstanding the foregoing, if shares of Designated Preferred Stock are issued in book-entry
form through The Depository Trust Company or any other similar facility, notice of redemption
may be given to the holders of Designated Pretferred Stock at such time and in any manner
permitted by such facility. Each notice of redemption given to a holder shall state: (1) the
redemption date; (2) the number of shares of Designated Preferred Stock to be redeemed and, if
tess than all the shares held by such holder are to be redeemed, the number of such shares to be
redeemed from such holder; (3) the redemption price; and (4) the place or places where
certificates for such shares are to be surrendered for payment of the redemption price.

(d) Partial Redemption. In case of any redemption of part of the shares of Designated
Preferred Stock at the time cutstanding, the shares to be redeemed shall be selected either pro
rata or in such other manner as the Board of Directors or a duly authorized committee thereof
may determine to be fair and equitable. Subject 1o the provisions hereof, the Board of Directors
or a duly authorized committee thereof shall have full power and authority to prescribe the terms
and conditions upon which shares of Designated Preferred Stock shall be redeemed from time to
time. I fewer than all the shares represented by any certificate are redeemed, a new certificate
shall be issued representing the unredeemed shares without charge fo the holder thereof.

(e) Effectiveness of Redemption. If notice of redemption has been duly given and if
on or before the redemption date specified in the notice all funds necessary for the redemption
have been deposited by the Issuer, in trust for the pro rata benefit of the holders of the shares
called for redemption, with a bank or trust company doing business in the Borough of
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Manhattan, The City of New York, and having a capital and surplus of at least $500 mitlion and
selected by the Board of Directors, so as to be and continue 1o be available solely therefor, then,
notwithstanding that any certificate for any share so called for redemption has not been
surrendered for cancellation, on and after the redemption date dividends shall cease to accrue on
all shares so called for redemption, ail shares so called for redemption shall no longer be deemed
outstanding and all rights with respect to such shares shall forthwith on such redemption date
cease and terminate, except only the right of the holders thereof to receive the amount payable on
such redemption from such bank or trust company, without interest. Any funds unclaimed at the
end of three years from the redemption date shall, to the extent permitted by law, be released to
the Issuer, after which time the holders of the shares so called for redemption shall look only to
the Issuer for payment of the redemption price of such shares.

(H Status of Redeemed Shares. Shares of Designated Preferred Stock that are
redeemed, repurchased or otherwise acquired by the Issuer shall revert to authorized but unissued
shares of Preferred Stock (provided that any such cancelled shares of Designated Pretferred Stock
may be reissued only as shares of any series of Preferred Stock other than Designated Preferred
Stock),

Section 6. Conversion. Holders of Designated Preferred Stock shares shall have no right
to exchange or convert such shares into any other securities.

Section 7. Voting Rights.

(a) General. The holders of Designated Preferred Stock shall not have any voting
rights except as set forth below or as otherwise from time to time required by law.

(b) Preferred Stock Directors. Whenever, at any time or times, dividends payable on
the shares of Designated Preferred Stock have not been paid for an aggregate of six quarterly
Dividend Periods or more, whether or not consecutive, the authorized number of directors of the
Issuer shail automatically be increased by two and the holders of the Designated Preferred Stock
shall have the right. with holders of shares of any one or more other classes or series of Voting
Parity Stock outstanding at the time, voting together as a class, to elect two directors (hereinafter
the “Preferred Directors " and each a "Preferred Director ™) to fill such newly created
directorships at the Issuer’s next annual meeting of stockholders (or at a special meeting called
for that purpose prior to such next annual meeting) and at each subsequent annual meeting of
stockholders until all accrued and unpaid dividends for alt past Dividend Periods, including the
latest completed Dividend Period (including, if applicable as provided in Section 3(a) above,
dividends on such amount), on all outstanding shares of Designated Preferred Stock have been
declared and paid in full at which time such right shall terminate with respect to the Designated
Preferred Stock, except as herein or by law expressly provided, subject to revesting in the event
of each and every subsequent default of the character above mentioned; provided that it shall be
a qualification for election for any Preferred Director that the election of such Preferred Director
shall not cause the [ssuer to violate any corporate governance requirements of any securities
exchange or other trading facility on which securities of the Issuer may then be listed or traded
that listed or traded companies must have a majority of independent directors. Upon any
termination of the right of the holders of shares of Designated Preferred Stock and Voting Parity
Stock as a class to vote for directors as provided above, the Preferred Directors shall cease to be
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qualified as directors, the term of office of all Preferred Directors-then in office shall terminate
immediately and the authorized number of directors shall be reduced by the number of Preferred
Directors elected pursuani hereto. Any Preferred Director may be removed at any time, with or
without cause, and any vacancy created thereby may be filled, only by the affirmative vote of the
holders a majority of the shares of Designated Preferred Stock at the time outstanding voting
separately as a class together with the holders of shares of Voting Parity Stock, to the extent the
voting rights of such holders described above are then exercisable, 1f the office of any Preferred
Director becomes vacant for any reason other than removal from office as aforesaid, the
remaining Preferred Director may choose a successor who shall hold office for the unexpired
term in respect of which such vacancy occurred.

(c) Class Voting Rights as to Particular Matters. So long as any shares of Designated
Preferred Stock are outstanding, in addition to any other vote or consent of stockholders required
by law or by the Charter, the vote or consent of the holders of at least 66 2/3% of the shares of
Designated Preferred Stock at the time outstanding, voting as a separate class, given in person or
by proxy, either in writing without a meeting or by vote at any meeting called for the purpose,
shall be necessary for effecting or validating:

(i) Authorization of Senior Stock. Any amendment or alteration of the
Certificate of Designations for the Designated Preferred Stock or the Charter o authorize
or create or increase the authorized amount of, or any issuance of, any shares of, or any
securities convertible into or exchangeable or exercisable for shares of, any class or series
of capital stock of the Issuer ranking senior 1o Designated Preferred Stock with respect to
either or both the payment of dividends and/or the distribution of assets on any
liquidation, dissolution or winding up of the [ssuer;

(i1) Amendment of Designated Preferred Stock. Any amendment, alteration
or repeal of any provision of the Certificate of Designations for the Designated Preferred
Stock or the Charter {including, unless no vote on such merger or consolidation is
required by Section 7(c)(iii) below, any amendment, alteration or repeal by means of a
merger, consolidation or otherwise) so as to adversely affect the rights, preferences,
privileges or voting powers of the Designated Preferred Stock; or

(iii)  Share Exchanges, Reclassifications, Mergers and Consolidations. Any
consummation of a binding share exchange or reclassification involving the Designated
Preferred Stock, or of a merger or consolidation of the Issuer with another corporation or
other entity, unless in each case (x) the shares of Designated Preferred Stock remain
outstanding or, in the case of any such merger or consolidation with respect to which the
Issuer is not the surviving or resulting entity, are converted into or exchanged for
preference securities of the surviving or resulting entity or its ultimate parent, and (y)
such shares remaining outstanding or such preference securities, as the case may be, have
such rights, preferences, privileges and voting powers, and limitations and restrictions
thereof, taken as a whoie, as are not materially less favorable to the holders thereof than
the rights, preferences, privileges and voting powers, and limitations and restrictions
thereof, of Designated Preferred Stock immediately prior to such consummation, taken as
a whole;
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provided, however, that for all purposes of this Section 7(c}), any increase in the amount of the
authorized Preferred Stock, including any increase in the authorized amount of Designated
Preferred Stock necessary to satisfy preemptive or similar rights granted by the Issuer to other
persons prior to the Signing Date, or the creation and issuance, or an increase in the authorized or
issued amount, whether pursuant to preemptive or similar rights or otherwise, of any other series
of Preferred Stock, or any securities convertible into or exchangeable or exercisable for any other
series of Preferred Siock, ranking equally with and/or junior to Designated Preferred Stock with
respect to the payment of dividends (whether such dividends are cumulative or non-cumulative)
and the distribution of assets upon liquidation, dissolution or winding up of the Issuer will not be
deemed to adversely affect the rights, preferences, privileges or voting powers, and shall not
require the affirmative vote or consent of, the holders of outstanding shares of the Designated
Preferred Stock.

D Changes afier Provision for Redemption. No vote or consent of the holders of
Designated Preferred Stock shall be required pursuant to Section 7(c) above if, at or prior to the
time when any such vote or consent would otherwise be required pursuant to such Section, all
outstanding shares of the Designated Preferred Stock shall have been redeemed, or shall have
been called for redemption upon proper notice and suftficient funds shall have been deposited in
trust for such redemption, in each case pursuant to Section 5 above.

(e) Procedures for Voting and Consents. The rules and procedures for calling and
conducting any meeting of the holders of Designated Preferred Stock (including, without
limitation, the fixing of a record date in connection therewith), the selicitation and use of proxies
at such a meeting, the obtaining of written consents and any other aspect or matter with regard to
such a meeting or such consents shall be governed by any rules of the Board of Directors or any
duly authorized committee of the Board of Directors, in its discretion, may adopt from time to
time, which rules and procedures shall conform to the requirements of the Charter, the Bylaws,
and applicable law and the rules of any national securities exchange or other trading facility on
which Designated Preferred Stock is listed or traded at the time.

Section 8. Record Holders. To the fullest extent permitted by applicable law, the Issuer
and the transter agent for Designated Preferred Stock may deem and treat the record holder of
any share of Designated Preferred Stock as the true and lawful owner thereof for all purposes,
and neither the Issuer nor such transfer agent shall be affected by any notice to the contrary.

Section 9. Natices. All notices or communications in respect of Designated Preferred
Stock shall be sufficiently given if given in writing and delivered in person or by first class mail,
postage prepaid, or if given in such other manner as may be permitted in this Certificate of
Designations, in the Charter or Bylaws or by applicable law. Notwithstanding the foregoing, if
shares of Designated Preferred Stock are issued in book-entry form through The Depository
Trust Company or any similar facility, such notices may be given to the hoiders of Designated
Preferred Stock in any manner permitted by such facility.

Section 10. No Preemptive Rights. No share of Designated Preferred Stock shall have
any rights of preemption whatsoever as to any securities of the Issuer, or any warrants, rights or
options issued or granted with respect thereto, regardless of how such securities, or such
warrants, rights or options, may be designated, issued or granted.
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Section 11. Replacement Certificates. The Issuer shall replace any mutilated certificate at
the holder’s expense upon surrender of that certificate to the Issuer. The Issuer shall replace
certificates that become destroyed, stolen or lost at the holder’s expense upon delivery to the
Issuer of reasonably satisfactory evidence that the certificate has been destroyed, stolen or lost,
together with any indemnity that may be reasonably required by the Issuer,

Section 12. Other Rights. The shares of Designated Preferred Stock shall not have any
rights, preferences, privileges or voting powers or relative, participating, optional or other special
rights, or qualifications, limitations or restrictions thereof, other than as set forth herein or in the
Charter or as provided by applicable law.
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ANNEX C

FORM OF WAIVER

In consideration for the benefits [ will reccive as a result of my employer’s participation in the
United States Department of the Treasury’s TARP Capital Purchase Program. 1 hereby
voluntarily waive any claim against the United States or my employer for any changes to my
compensatien or benefits that are required to comply with ihe regulation issued by the
Department of the Treasury as published in the Federal Register on October 20, 2008.

| acknowledge that this regulation may require modification of the compensation, bonus,
incentive and other benetit plans, arrangements, policies and agreements (including so-called
*goiden parachute™ agreements) that | have with my employer or in which 1 participate as they
relate to the period the United States hoids any equity or debt securities of my employer acquired
through the TARP Capital Purchase Program.

This waiver includes ali ¢claims [ may have under the laws of the United States or any state
related to the requirements imposed by the aforementioned regulation, including without
limitation a claim for any compensation or other payments | would otherwise receive, any
chalienge 1o the process by which this regulation was adopted and any tort or constitutional
claim about the eftect of these regulations on my employment relationship.
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ANNEX D

FORM OF OPINION

(a) The Company has been duly incorporated and is validly existing as a corporation
in good standing under the laws of the state of its incorporation.

{b) The Preferred Shares have been duty and validly authorized, and, when issued and
delivered pursuant to the Agreement, the Preferred Shares will be duly and validly issued and
fully paid and non-assessable, will not be issued in violation of any preemptive rights, and wilt
rank pari passu with or senior to all other series or classes of Preferred Stock issued on the
Closing Date with respect to the payment of dividends and the distribution of assets in the event
of any dissolution, liquidation or winding up of the Company.

{c} The Warrant has been duly authorized and, when executed and delivered as
contemplated by the Agreement, will constitute a valid and legally binding obligation of the
Company enfor¢eable against the Company in accordance with its terms, except as the same may
be limited by applicable bankruptcy. insolvency. reorganization, moratorium or similar laws
affecting the enforcement of creditors’ rights generally and general equitable principles,
regardless of whether such enlorceability is considered in a proceeding at law or in equity.

(d) The shares of Warrant Preferred Stock issuable upon exercise of the Warrant have
been duly authorized and reserved for issuance upon exercise of the Warrant and when so issued
in accordance with the terms of the Warrant will be validly issued, fully paid and non-assessable,
and will rank pari passu with or senior to all other series or classes of Preferred Stock, whether
or not issucd or outstanding, with respect to the payment of dividends and the distribution of
assets in the event of any dissolution, liquidation or winding up of the Company.

(e) ‘The Company has the corporate power and authority 1o execute and deliver the
Agreement and the Warrant and to carry out its obligations thereunder (which includes the
issuance of the Preferred Shares, Warrant and Warrant Shares).

(1) The execution, delivery and performance by the Company of the Agreement and
the Warrant and the consummation of the transactions contemplated thereby have been duly
authorized by all necessary corporate action on the part of the Company and its stockholders, and
no further approvatl or authorization is required on the part of the Company.

(2) The Agreement is a valid and binding obtligation of the Company enforceable
against the Company in accordance with its terms, except as the same may be limited by
applicable bankruptcy, insolvency, reorganization, moratorium or similar laws attecting the
enforcement of creditors’ rights generally and general equitable principles, regardless of whether
such enforceability is considered in a proceeding at law or in equity; provided, however, such
counsel need express no opinion with respect to Section 4.5(h} or the severability provisions of
the Agreement insofar as Section 4.5(h) is concerned.
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ANNEX E

FORM OF WARRANT

[SEE ATTACHED]
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ANNEXE
FORM OF WARRANT TO PURCHASE PREFERRED STOCK

THE SECURITIES REPRESENTED BY THIS INSTRUMENT HAVE NOT BEEN
REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED, OR THE
SECURITIES LAWS OF ANY STATE AND MAY NOT BE TRANSFERRED, SOLD OR
OTHERWISE DISPOSED OF EXCEPT WHILE A REGISTRATION STATEMENT
RELATING THERETO IS IN EFFECT UNDER SUCH ACT AND APPLICABLE STATE
SECURITIES LAWS OR PURSUANT TO AN EXEMPTION FROM REGISTRATION
UNDER SUCH ACT OR SUCH LAWS. THIS INSTRUMENT IS ISSUED SUBJECT TO
THE RESTRICTIONS ON TRANSFER AND OTHER PROVISIONS OF A SECURITIES
PURCHASE AGREEMENT BETWEEN THE ISSUER OF THESE SECURITIES AND THE
INVESTOR REFERRED TO THEREIN, A COPY OF WHICH IS ON FILE WITH THE
ISSUER. THE SECURITIES REPRESENTED BY THIS INSTRUMENT MAY NOT BE
SOLD OR OTHERWISE TRANSFERRED EXCEPT IN COMPLIANCE WITH SAID
AGREEMENT. ANY SALE OR OTHER TRANSFER NOT IN COMPLIANCE WITH SAID
AGREEMENT WILL BE VOID.

WARRANT
to purchase

Shares of Preferred Stock

of

{ssue Date:

1. Definitions. Unless the context otherwise requires, when used herein the
following terms shall have the meanings indicated.

“Board of Directors” means the board of directors of the Company, including any duly
authorized committee thereof.

“husiness day” means any day except Saturday, Sunday and any day on which banking
institutions in the State of New York generally are authorized or required by law or other
governmental actions to close.

“Charter” means, with respect to any Person, its certificate or articles of incorporation,
articles of association, or similar organizational document.

“Company” means the Person whose name, corporate or other organizational form and
jurisdiction of organization is set forth in Item 1 of Schedule A hereto.
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“Exchange Act” means the Securities Exchange Act of 1934, as amended, or any
successor statute, and the rules and regulations promulgated thereunder.

“Exercise Price” means the amount set forth in ltem 2 of Schedule A hereto.
“Expiration Time™ has the meaning set forth in Section 3.

“Issue Date™ means the date set forth in Item 3 of Schedule A hereto.
*Liguidation Amount”™ means the amount set forth in ltem 4 of Schedule A hereto.

“QOriginal Warrantholder” means the United States Department of the Treasury. Any
actions specified to be taken by the Original Warrantholder hereunder may only be taken by such
Person and not by any other Warranthoider.

“Person” has the meaning given to it in Section 3(a)(9) of the Exchange Act and as used
in Sections 13(d)(3) and 14(d)}2) of the Exchange Act.

*Preferred Stock™ means the series of perpetual preferred stock set forth in ftem 5 of
Schedule A hereto.

“Purchase Agreement” means the Securities Purchase Agreement — Standard Terms
incorporated into the Letter Agreement, dated as of the date set forth in Hem 6 of Schedule A
hereto, as amended from time to time, between the Company and the United States Department
of the Treasury (the “Letter Agreement’™), including all annexes and schedules thereto.

“Regulatory Approvals” with respect to the Warrantholder, means, to the extent
applicable and required to permit the Warrantholder to exercise this Warrant for shares of
Preferred Stock and to own such Preferred Stock without the Warrantholder being in violation of
applicable law, rule or regulation, the receipt of any necessary approvals and authorizations of,
filings and registrations with, notifications to, or expiration or termination of any applicable
waiting period under, the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended,
and the rules and regulations thereunder.

“SEC” means the U.S. Securities and Exchange Commission.

“Securities Act” means the Securities Act of 1933, as amended, or any successor statute,
and the rules and regulations promulgated thereunder.

“Shares™ has the meaning set forth in Section 2.
“Warrantholder” has the meaning set forth in Section 2.
“Warrant” means this Warrant, issued pursuant to the Purchase Agreement.

2. Number of Shares; Exercise Price. This certifies that, for value received, the
United States Department of the Treasury or its permitted assigns (the “Warrantholder™) is
entitled, upon the terms and subject to the conditions hereinafter set forth, to acquire from the

(3]
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Company, in whole or in part, afier the receipt of all applicable Regulatory Approvals, if any, up
to an aggregate of the number of fully paid and nonassessable shares of Preferred Stock set forth
in [tem 7 of Schedule A hereto (the “Shares™), at a purchase price per share of Preferred Stock
equal to the Exercise Price.

3. Exercise of Warrant: Term. Subject to Section 2, to the extent permitted by
applicable laws and regulations, the right to purchase the Shares represented by this Warrant is
exercisable, in whole or in part by the Warrantholder, at any time or from time to time after the
execution and delivery of this Warrant by the Company on the date hereof, but in no event later
than 5:00 p.m., New York City time on the tenth anniversary of the Issue Date (the “Expiration
Time™), by (A) the surrender of this Warrant and Notice of Exercise annexed hereto, duly
completed and executed on behalf of the Warrantholder, at the principal executive office of the
Company located at the address sct forth in Item 8 of Schedule A hereto (or such other office or
agency of the Company in the United States as it may designate by notice in writing to the
Warrantholder at the address of the Warrantholder appearing on the books of the Company), and
{B) payment of the Exercise Price for the Shares thereby purchased, by having the Company
withhold, from the shares of Preferred Stock that would otherwise be delivered to the
Warrantholder upon such exercise, shares of Preferred Stock issuable upon exercise of the
Warrant with an aggregate Liquidation Amount equal in value to the aggregate Exercise Price as
to which this Warrant is so exercised.

If the Warrantholder does not exercise this Warrant in its entirety, the
Warrantholder will be entitled to receive from the Company within a reasonable time, and in any
event not exceeding three business days, a new warrant in substantially identical form for the
purchase of that number of Shares equal to the difference between the number of Shares subject
to this Warrant and the number of Shares as to which this Warrant is so exercised.
Notwithstanding anything in this Warrant 1o the contrary, the Warrantholder hereby
acknowledges and agrees that its exercise of this Warrant for Shares is subject to the condition
that the Warrantholder will have first received any applicable Regulatory Approvals.

4. Issuance of Shares; Authorization. Certificates for Shares issued upon exercise of
this Warrant will be issued in such name or names as the Warrantholder may designate and will
be delivered to such named Person or Persons within a reasonable time, not to exceed three
business days after the date on which this Warrant has been duly exercised in accordance with
the terms of this Warrant. The Company hereby represents and warrants that any Shares issued
upon the exercise of this Warrant in accordance with the provisions of Section 3 will be duly and
validly authorized and issued, fully paid and nonassessable and free from all taxes, liens and
charges (other than liens or charges created by the Warrantholder, income and franchise taxes
incurred in connection with the exercise of the Warrant or taxes in respect of any {ransfer
occurring contemporaneously therewith). The Company agrees that the Shares so issued will be
deemed to have been issued to the Warrantholder as of the ¢close of business on the date on which
this Warrant and payment of the Exercise Price are delivered to the Company in accordance with
the terms of this Warrant, notwithstanding that the stock transfer books of the Company may
then be closed or certificates representing such Shares may not be actually delivered on such
date. The Company will at ali times reserve and keep available, out of its authorized but
unissued preferred stock, solely for the purpose of providing for the exercise of this Warrant, the
aggregate number of shares of Preferred Stock then issuable upon exercise of this Warrant at any

3
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time. The Company will use reasonable best efforts to ensure that the Shares may be issued
without violation of any applicable law or regulation or of any requirement of any securities
exchange on which the Shares are listed or traded.

5. No Rights as Stockholders; Transfer Books. This Warrant does not entitle the
Warrantholder to any voting rights or other rights as a stockholder of the Company prior to the
date of exercise hereof. The Company will at no time close its transfer books against transfer of
this Warrant in any manner which interferes with the timely exercise of this Warrant.

6. Charges, Taxes and Expenses. Issuance of certificates for Shares to the
Warrantholder upon the exercise of this Warrant shall be made without charge to the
Warrantholder for any issue or transfer tax or other incidental expense in respect of the issuance
of such certificates, all of which taxes and expenses shall be paid by the Company.

7. Transfet/Assiznment.

(A)  Subject to compliance with clause (B) of this Section 7, this Warrant and all rights
hereunder are transferable, in whole or in part, upon the books of the Company by the registered
holder hereof in person or by duly authorized attorney, and a new warrant shall be made and
delivered by the Company, of the same tenor and date as this Warrant but registered in the name
of one or more transferees, upon surrender of this Warrant, duly endorsed, to the office or agency
of the Company described in Section 3. All expenses {(other than stock transfer taxes) and other
charges payable in connection with the preparation, execution and delivery of the new warrants
pursuant to this Section 7 shall be paid by the Company.

(B)  The transfer of the Warrant and the Shares issued upon exercise of the Warrant
are subject to the restrictions set forth in Section 4.4 of the Purchase Agreement. [fand for so
long as required by the Purchase Agreement, this Warrant shall contain the legends as set forth in
Section 4.2(a) of the Purchase Agreement.

8. Exchange and Registry of Warrant. This Warrant is exchangeable, upon the
surrender hereof by the Warrantholder to the Company, for a new warrant or warrants of like
tenor and representing the right to purchase the same aggregate number of Shares. The
Company shall maintain a registry showing the name and address of the Warrantholder as the
registered holder of this Warrant. This Warrant may be surrendered for exchange or exercise in
accordance with its terms, at the office of the Company, and the Company shall be entitled to
rely in all respects, prior to written notice to the contrary, upon such registry.

9. Loss, Theft, Destruction or Mutilation of Warrant. Upon receipt by the Company
of evidence reasonably satisfactory to it of the loss, theft, destruction or mutilation of this
Warrant, and in the case of any such loss, theft or destruction, upon receipt of a bond, indemnity
or security reasonably satisfactory to the Company, or, in the case of any such mutilation, upon
surrender and cancellation of this Warrant, the Company shall make and deliver, in lieu of such
lost, stolen, destroyed or mutilated Warrant, a new Warrant of like tenor and representing the
right to purchase the same aggregate number of Shares as provided for in such lost, stolen,
destroyed or mutilated Warrant.
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i0.  Saturdays. Sundavs. Holidays. etc. If the last or appointed day for the taking of
any action or the expiration of any right required or granted herein shall not be a business day,
then such action may be taken or such right may be exercised on the next succeeding day that is
a business day.

11.  Rule 144 Information. The Company covenants that it will use its reasonable best
efforts to timely file all reports and other documents required to be filed by it under the
Securities Act and the Exchange Act and the rules and regulations promulgated by the SEC
thereunder (or, if the Company is not required to file such reports, it will, upon the request of any
Warrantholder, make publicly available such information as necessary to permit sales pursuant to
Rule 144 under the Securities Act), and it will use reasonable best efforts to take such further
action as any Warrantholder may reasonably request, in each case to the extent required from
time to time 1o enable such holder to, if permitted by the terms of this Warrant and the Purchase
Agreement, sell this Warrant without registration under the Securities Act within the limitation
of the exemptions provided by (A) Rule 144 under the Securities Act, as such rule may be
amended from time to time, or (B) any successor rule or regulation hereafter adopted by the
SEC. Upon the written request of any Warrantholder, the Company will deliver to such
Warranthoider a written statement that it has complied with such requirements.

12.  Adjustments and Other Rights. For so long as the Original Warrantholder holds
this Warrant or any portion thereof, if any event occurs that, in the good faith judgment of the
Board of Directors of the Company, would require adjustment of the Exercise Price or number of
Shares into which this Warrant is exercisable in order to fairly and adequately protect the
purchase rights of the Warrants in accordance with the essential intent and principles of the
Purchase Agreement and this Warrant, then the Board of Directors shall make such adjustments
in the application of such provisions, in accordance with such essential intent and principles, as
shall be reasonably necessary, in the good faith opinion of the Board of Directors, to protect such
purchase rights as aforesaid.

Whenever the Exercise Price or the number of Shares into which this Warrant is
exercisable shall be adjusted as provided in this Section |2, the Company shall forthwith file at
the principal office of the Company a statement showing in reasonable detail the facts requiring
such adjustment and the Exercise Price that shall be in effect and the number of Shares into
which this Warrant shall be exercisable after such adjustment, and the Company shall also cause
a copy of such statement to be sent by mail, first class postage prepaid, to each Warrantholder at
the address appearing in the Company’s records.

3. Nolmpairment. The Company will not, by amendment of its Charter or through
any reorganization, transfer of assets, consolidation, merger, dissolution, issue or sale of
securities or any other voluntary action, avoid or seek to avoid the observance or performance of
any of the terms to be observed or performed hereunder by the Company, but will at all times in
good faith assist in the carrying out of all the provisions of this Warrant and in taking of all such
action as may be necessary or appropriate in order to protect the rights of the Warrantholder.

14, Governing Law. This Warrant will be governed by and construed in accordance
with the federal faw of the United States if and to the extent such law is applicabie, and
otherwise in accordance with the laws of the State of New York applicable to contracts made and

5
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to be performed entirely within such State. Each of the Company and the Warrantholder agrees
{a) 1o submit to the exclusive jurisdiction and venue of the United States District Court for the
District of Columbia for any civil action, suit or proceeding arising out of or relating to this
Warrant or the transactions contemplated hereby, and (b) that notice may be served upon the
Company at the address in Section 17 below and upon the Warrantholder at the address for the
Warrantholder set forth in the registry maintained by the Company pursuant to Section 8 hereof.
To the extent permitied by applicable law, each of the Company and the Warrantholder hereby
unconditionally waives trial by jury in any civil legal action or proceeding relating to the
Warrant or the transactions contemplated hereby or thereby.

15.  Binding Effect. This Warrant shall be binding upon any successors or assigns of
the Company.

16.  Amendments. This Warrant may be amended and the observance of any term of
this Warrant may be waived only with the written consent of the Company and the
Warrantholder.

17.  Notices. Any notice, request, instruction or other document to be given hereunder
by any party to the other will be in writing and will be deemed to have been duly given (a) on the
date of delivery if delivered personally, or by facsimile, upon confirmation of receipt, or (b) on
the second business day following the date of dispatch if delivered by a recognized next day
courier service. All notices hereunder shall be delivered as set forth in Itemn 9 of Schedule A
hereto, or pursuant to such other instructions as may be designated in writing by the party to
receive such notice.

18.  Entire Agreement. This Warrant, the forms attached hereto and Schedule A
hereto (the terms of which are incorporated by reference herein), and the Letter Agreement
(including all documents incorporated therein), contain the entire agreement between the parties
with respect to the subject matter hereof and supersede all prior and contemporaneous
arrangements or undertakings with respect thereto.

[Remainder of page intentionally left blank]
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[Form of Notice of Exercise]
Date:

TO: [Company]
RE:  Election to Purchase Preferred Stock

The undersigned, pursuant to the provisions set forth in the attached Warrant, hereby
agrees to subscribe for and purchase such number of shares of Preferred Stock covered by the
Warrant such that after giving effect to an exercise pursuant to Section 3(B) of the Warrant, the
undersigned will receive the net number of shares of Preferred Stock set forth below. The
undersigned, in accordance with Section 3 of the Warrant, hereby agrees to pay the aggregate
Exercise Price for such shares of Preferred Stock in the manner set forth in Section 3(B) of the
Warrant,

Number of Shares of Preferred Stock:'

The undersigned agrees that it is exercising the attached Warrant in full and that, upon
receipt by the undersigned of the number of shares of Preferred Stock set forth above, such
Warrant shall be deemed to be cancelled and surrendered to the Company.

Holder:
By:
Name:
Title:
1. Number of shares to be received by the undersigned upon exercise of the attached Warrant pursuant o
Section 3(B) thereof,
7
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IN WITNESS WHEREOF, the Company has caused this Warrant to be duly execuzed by
a duly authorized officer.

Dated;

COMPANY:

By:

Name:
Title:

Attest:

By:

Name:
Title:

[Signature Page to Warrant]
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[tem 1
Name:

Cerporate or other organizational form:

Jurisdiction of organization:

liem 2
Exercise Price:”

ftem 3
Issue Date:

[tem 4
Liquidation Amount:

ltem 5
Series of Perpetual Preferred Stock:

[tem 6

SCHEDULE A

Date of Letter Agrecment between the Company and the United States Department of the

Treasury:

Item 7
Number of shares of Preferred Stock:”

ltem 8
Company’s address:

Item 9
MNotice information:

$0.01 per share or such greater amount as the Charter may require as the par value of the Preferred Stock.

T'he initial number of shares of Preferred Stock for which this Warrant is exercisable shall inctude the

number of shares required to effect the cashless exercise pursuant to Section 3tB) of this Warrant {e.g.,
such number of shares of Preferred Stock having an aggregate Liquidation Amount equal in valoe to the
aggregate Exercise Price) such that, following exercise of this Warrant and payment of the Exercise Price
in accordance with such Section 3(B), the net number of shares of Preferred Stock delivered to the
Warrantholder (and rounded {0 the nearest whole share) would have an aggregate Liquidation Amount
equal to 3% of the apgregate amount invested by the United States Department of the Treasury on the

investment date.
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UST Sequence Number: 151

SCHEDULE A

ADDITIONAL TERMS AND CONDITIONS

Company Information:

Name of the Company: SBT Bancorp, Inc.

Corporate or other organizational form: Corporation

Jurisdiction of Organization: Connecticut

Appropriate Federal Banking Agency: Federal Deposit Insurance Corporation

Notice Information;

Terms of the Purchase:

SBT Bancorp, Inc.

760 Hopmeadow Street

P.O. Box 248

Simsbury, CT 06070-0248

Attention: Martin J, Geitz, President and Chief Executive Officer
Facsimile No.: (860} 651-2075

Copy to:

Day Pitney LLP

242 Trumbull Street

Hartford. CT 06103-1213

Attn.: Robert M. Taylor, 111, Esq.
Facsimile No.: (860) 275-0343

Series of Preferred Stock Purchased: Fixed Rate Cumulative Perpetual Preferred Stock,

series A

Per Share Liquidation Preference of Preferred Stock: $1,000 per share

Number of Shares of Preferred Stock Purchased: 4,000 shares

Dividend Payment Dales on the Preferred Stock: 2/15, 5/15, 8/15, 11/15

Series of Warrant Preferred Stock: Fixed Rate Cumulative Perpetual Preferred Stock,

Scries B

Number of Warrant Shares; 200.002 shares



Number of Net Warrant Sharcs (after net settlement): 200 shares
Exercise Price of the Warrant: $0.01 per shure
Purchase Price: $4,000,000

Closing:

Location of Closing: Squire, Sanders & Dempsey LLP
221 E. Fourth Sireet, Suite 2900
Cincinnati, OH 45202

Time of Closing; 9:00 a.m. Eastem Standard Time

Date of Closing: March 27, 2009

Wire Information for Closing:

Contact for Confirmation of Wire Information: =




SCHEDULE B
CAPITALIZATION

Capitalization Date: February 28, 2009

Common Stock

Par valuc: no par value
Total Authorized: 2,000,000 sharcs
Ouistanding: 864,976 shares

Subjcct to warrants, options, convertible
securities, etc.: 40,689 shares

Reserved for benefit plans and other 1ssuances: None
Remaming authorized but unissucd: 1,135,024 shares
Shares 1ssued after Capitalization Date

(other than pursuant to warrants. options.

convertible securities, ete. as set forth
above), Nong

Par value: N/A

Total Authorized: None
QOutstanding (by series): None
Reserved [or issuance: None

Remaining authorzed but unissued: None

Holders of 3% or more of any class of capital stock Primary Address

Friedlander & Co.. Inc. 322 Last Michigan Street, Suite 250
Milwaukee, W1 53202



SCHEDULE C

LITIGATION

List any exceptions to the representation and warranty in Section 2.2(1) of the Securities
Purchase Agreement — Standard Terms.

[f none, please so indicate by checking the box: v



SCHEDULE D

COMPLIANCE WITH LAWS

List any exceptions to the representation and warranty in the second sentence of Section 2.2{(m)
of the Securities Purchase Agreement — Standard Terms.

If none, please so indicate by checking the box: {v].

List any exceptions to the representation and warranty in the iast sentence of Section 2.2(m) of .
the Securities Purchase Agreement -— Standard Terms.

If none, please so indicate by checking the box: [v]. .




SCHEDULE E

REGUILATORY AGREEMENTS

List any exceptions to the representation and warranty m Scction 2.2(s) of the Sccurities
Purchase Agreement - Standard Terms.

If none, please so indicate by checking the box: v .



UST Seq. No. 151

SCHEDULE F

COMPANY FINANCIAL STATEMENTS

The December 31, 2008 financial statements are not yet completed and will be provided to the
Investor promptly when available. The remaming Company Financial Statements that were
Previously Disclosed pursuant to Section 2.2(h) of the Securities Purchase Agreement - Standard
Terms are atlached hereto.
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SBTB 10KSB 12/31/2005

Section 1: 10KSB (§BT BANCORP, INC. 10-KSB)

UNITED STATES
SECURITIES AND EXTHANGE COMMISSIoN
Washington, L.C. 20429
FORM 10-KER

[Z] ANNUAL REPCURT PURSUANT T SECTION 13 OR 15{d) OF THE SE{URITIES EXCHANGE
ACT OF 1934

For the fiscal year ended Decemper i1, Z0OCh

aR

[ '] TRANSITICN REPORT PURSUANT To SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE RCUT OF 1334

Far Che frangiticn period from To

Commission file number: 000-518132

{Exact name ot small business issuer as specified in its charrter)

Connect Lout 20-4345972
{$babte or pther jurisdicrtion of [I.R.&. Emplioyer
incorporation or oraanization) Identificaticn No.

T4E0 Hopmoadow Shrest,
.0, Box 2am,
Simsbury, Cr QEgTn

(Address of principal ¢xecurive offiqes) (Zip Code)

Isguer's telephone number, including area code: [(B6D) 408-54%3

Securities regigtered under Scction 120h) of the Exchange Act:

Name of sach exchangs
Title of each classa T0 which reqgistered

Fecyrities rogistered under Section i12ig) of the Exchange Acr:

Ticle ot each class

Common Stock, no par value

Cheek whether the issuer is not regquired Uc file reports pursuane to
Sectisn 13 or 15(d) of the Bxaohange Act.

Note - checking the box above will not relieve any registrant cegquired to
file teporcbg pursuart to Sectinnld or 15{d4} of the Exchange Act from their
chligationa under those Sectiona.

Check whether the issuer (1) filed all reports required to be filed by
Section 13 or 1b{d! of che Exchange Act during the past 12 menths (or for such
shorter periud that the registrant was required to file such repartal, and (2)
has beer subiect to such filing regquirements for the past %0 days. ¥Yes X No

Check if there is no disclosure of delinguent filers in response to Item
405 of FRegulation &-8 contalned in this form, and no disclosure will be
contained, to the best of registranc's knowledge, in defiairive proxy oc
information gtatements incorpovated by reference in Part III of thia Form 19 K88
or any amendment to this Form 10-KS8 [X]



indicate by check mark whethnr the regiatrant is a shell conpany fas
defined in Rule 12b0Z2 of the Exchanae Act). Yes Ho X

The issuer's rewvenues, which incinde iptevest ircome and cother income, for
its fiscal year ended December 31, 2005, were 510,730,595

A8 ot Februazy 14. 20066, 840,674 shares of Commen Stoock, no par valae per
share, were outstanding. The aggregate marker walue, held by non-affiliates, cf
shares of the Common Stock, based upen the average of the bid and ask prices for
auch stoack oo that date, way approximately 525,583,052,

Tranzitianal small buginess digclosures format (check onel:

¥es x No

DOTUMENTS INCOGRPORATED BY REFERENCE

Portions of the SBET Bancorp, Ine. definitive Braxy Statement for che 2006
Annual Meeting aof Sharehoiders to ke held May %, 2006 (the "Proxy Statemsnt”) to
pe filed with the Segurities and Exchange Commisgion are incorporated by
referencs into Part 310 of thig Porm 10.K3B, and porricns of The Simsbury Sank &
Trust Company, Inc.  Aanual Report to  Shareholders for the fiscal year ended
Cecember 31, 2005 (the "Annual Repork") are incorporated by reference inta Part
Il of this Form LO-K3B.

This Annual Report on Form 10-X88 ia being filed by the registrant, SBT
Bahcarp, Ing., on behaif of the Simsbury Hank & Trust Cempany, I[nc,  (the
"Bank"), as successEcr bo the Bank pursuant o an Agresment  and  Plan of
gecrganization dated February 15, Z006. The =zecrganizaticn was effective az af
March Z, 200&. On Marck 7, 2006, SBT EBancorp, Inc. [filed a Current Report on
Porm d-Kl2ig) [3) succeeding to the registration of the Bank pursuant to Rule
l2g-3{a) under the HExchange Act,

INDEX

THE SIMSBURY BANK & TRUST CoMBANY, 1NC.
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I'teM L, DESCRIETION OF 3USINESS
Cenaral

The Simsabury Bank & Trust Cempany, Irc., icne "Sank'") was  inccrporated  on
April 28, 139%2 and commenced operations as a Cconnecticut chartered tank on March
3L, 199%, The Bank's degcszit accounty are insured under the Federal Deposic
Inzurange AcC, up to the maximum  applicabie limits cherecsf., The Bank is not a
mawber of the Federal Keserve Syatem, The Back's main sffice and ocrporate
offices are located in che town of Simskhury, Cernecticut. The Bank has branch
sffiges in Avon, Canton and Sranny, Connecticut., Simshury has a population over
23,900, The aggregate population far the Bank's market area ig ¥¢,020 peagple and
is comprised of approximately 29,000 households, The towns aof Avon and Granby
have had scme of the most signifizant grewth in tke Farmingten Valley of
Connecticut over the last ten years., The Bank's customer kbase consgists primarily
of individual <onsgumers and small businesses in the Farmington Valley. The Eank
Mas over 1%, 900 deposit aczounts,

The Hank algo has fiwve ATMg; two are located at its main office insluding a
drive-through ATM, and ore at gach branch cffige. The ATMs generate activity
fees based upecn utiiization by other banxs' customers.

The Banax offers a full range of commercia: banking services, including
making comnereial loansg, Yert real eatate loans, oonatruction lcans, SEA loans
and varicus types of consumer  icans; accepting checking, savings, and time
deposits; NOW, Suger NOW and money market depesit accounts; and providing
travelera' chegko, safe deposit and other customary non-depcosit banking
services. The Bark does not have a trust department. The Bank affers investment
producry te customers  through SET  Investment Services, Ing., a wholly-owned
aukaidiary of the Banx, and through its affiliation witk the s=securities
broker/dealer Infinex Financial Sarvices.

Az of December 31, 29G5, approximately 72% of the Bank's loans were secured
by regidential prcperty lecated in Cennecticor.

The deposit growth  expertenced during the Bark s first ten years continued
during Z005. Depogits increased by $3.0 =illion {4.3%) in 200%, compared tco
511.1 willion in growth during 2004. Tokal assets grew to almoat 5210 million,
erding the year at 550%.5 miil-on, an Ingrease of 37.3 rillicn. The Bank's locan
portfol io ales grew, increasing by $4.€ million (3.2%' to end che year at 3$147%.%
miiiion. ‘he Bank's lwan-ig-deposit ratic, an important decerminant of net
laterest ircome remained steady at 77% at year-end 2005, substantially the same
A8 year-end 2004,

¥er  income of $1,573,677 ($2.00 per common share) far the year ending
Cecember 31, 2005 was a 6% decrease from the net income of 51,778,250 (52.17 per
gommen share!  reporied for the year ended December 3

3i, 2004, This decrease was
primarily due oz the expenses incurred for the opening of the new branch in
Cantoln.

Banking is a business that depends on rate differencials, In genesral, the
diffarence bpecwesn the interest rate paid by the Bank on its depoaita and its
ather borrowings and the interegt vate received by the Bank on leans extended to
its cugtomers and securi 3 held in the Bank'a portfoliz comprise the major
porticon of vhe Baank's earnings. These rates are highly sensitive o many factors
that are peycend the conctrol of the Bank, Accordingly, the earnings and growth af
rneg Bank are subject to the ipfiuence of domestic and fore:gnr economic
conditicna, iacluding inflation, recession angd unemployment.

The vommercial Panking business 1a not only affected by general economic
conditions but is alsc  influenced by the monetary and fiscal policies cf the
fedaral government and the policies of regulatary agencies, particulazly the
Federal Reserve Board. The Federyal Reserve Board implementa national monetary
plicies (with objectives such as gurbing irflatien and combating recessions) by

its ocpen-rarket cperaticns in United Srtates Sovernment asecurities, oy adjustcing
the required level of regerves for financial instituticas subject to 1ts reaprve
requirements and by vavying the discount rates applicakle to berrowings by
depositoxry ingrtituticns. The acticns of the Pederai Reserve Soard in these areas
influence the grewth cf bank loans, investments and deposics and alsc affect
interest rates charged on loars and pa:d on depogits. The nature and impact of
any future changes in monetary palicies caanot be predicred.

Recent Developments
On March 2, 200% the Bank completed a reorganization into a helding ccmpany

srructure. Aa a result of the reorganization, the Banx became 2 wheolly-cwned
subgidiary of 38T Bancorp, ing, ‘the "Companyt: and the former shareholders of



the Bank beceme shareholdars of the Compsny. On March 7, 2006, the Company filed
a Current Feport on Form #8-X12(q) (3} succeeding to the regiatraticn of the Bank
puradant to Rule 12g9-iial undev Lhe Securities Exchange Act of 1934, The common
stock of the Company 19 wsurcently  gquoted on the OTC Bulletin Board under the
trading symbol "SBTS."

Markat Area

Ths towns @f Simspury, Sranby and Avon, which comprise the Bank's primary
market, are located in Northwestern Cotnecticut, weso of the Connecticut River
near the northern corner of Hartford. 2ll rchree rcowns are situated near
Interstate Routes 21 and A4. Bradley Internarional Alrport is within cen miles
off  Simsbury, Granby sid Avon and provides a convenient alternative co road
systems fOTY DIHSENGRES ar Cargo.

The road network from each of the fowng  included in the Bank's secondary
market of Barkhamsted, <anton, Ragt Sranby and New Harcfovd, leads through
Simskbury, OGranby oc¢ Avon. keaidents of [hese ¢ompunitiss, thervefore, may travel
near the Bank's offices and may find it convenient teo hank there.

Zased wn the most current informatien avaiiable, rthe Bank's primary and
secondary markers bave a median household income of $73,6731. This level places
che overall markst approximately 36% above the median income of all

Connect.ious's hougehoida, Compaced to the nation a3 a whole, the median iocome
in the Jank's pirimary and secondary markefs is  approximately  75% greater than
the median income for all 1.8, heusehelds. By thease!ves, the towns of Simsbury
and Avan had median housghold incomes of over $83,428, placing them 6% aver the
median income for the U.8. and almost 53% over the median income of all
hausgeholds in Connecticat.

Educational attainment in the Bank's primary and seccondary markecs iag
similaviy high. Fifty-seven percent uf the residents aged twenty-five and over
in the seven towns are college graduates. [n Simsbury, Granby and Avon, this
figure averagesa £3%.

Employees

At December i3, 2005, the Bank employed a total of 5% people, 52 full-time
employees and 7 part-time employees. The Bank's employees are not represcnted by
any union ar other c<collective bargaining agreement and che Bank helieves its
amployee relatlons arve gatisfacrory.

Competirion

The banking and financia!l services business in Connecticut generally,  amd
in the Bank's markeb areas apecifically, is highly competicive. The increasingly
competitive envirpnment {9 a result primarily of changes in vegulation, changes
in techneleogy and produnt  deliveyy systemg, and the accelerating pace of
consolidation amang financial services providers. The Bank competes for loans
and depcsits and customers for financial services with other commercial banks,
Bavinaa and loan  associations, securities and brokerage companies, mortgage
companies, insurance companies, fipance companies, money market funds, credit
unioas and other nonbank firancial service providers. Many cof Chese competitors
are much larger in total assets and capitalization, have greater access to
capital markets and offer a broader array of firancial services than the Bank.
n order to compete with the other financial services providers, the Bank

pringipally relies upon lacal promotional  activities, personal relatlonships
established by oificers, directors and employees with its custemers, and
speciatized services ‘tailored to meet its customers' needs. In thoge instances
where the Bank is unable to accommodate a customer's needs, the Bank will zeek
to have those services provided by its correspondents.

The Bank's primary and secondary markets bave a numpber of  banking
institutions which offer a wvariety of financial pradects. The typea of
institutions range from large rpaticnwide banks to vavious institutions  of
smailer =size., Other than the Rank, no bkank iz headquarcered in the Bank'a
primacy marZet area. Simshury is served by seven depository insticturions with a
total of seven offices. OF rthese institutions, there are three commercial banks,
two  savings bhankg and two  grediz  upions.  Avon s servad by ten depository
inetitutions with thirteen ctfices. 0Of these institutieons, there are three
commerciai kbanks, five savings banks and two credit unicns. Oranby is served by
five depository institurtions with the same numker of offices. Two af these
institutions are commetcial banks and three are savings banks. Canton is servad
by four depesitary inscituticns with five offices. Two of these institubiocns are
opmmereial  banks and two are savings banka, The totat seven-town area of the
Bank's primary and secondary markets is served by thirteen institutions.

As of June 3G, 2065, by deposit  account markes share, the top three banks
in Simsbury are Bank of America {31%), Simabury Bank & Trust Company (27%), and
Webster Bank (2Z0%). The top three banks in Avon are People's Bank (23%), Bank of
America (21%b, and Webster Bank (16%). In Granby, the top three banks are Bank
of  America (3%}, Windsor Fedecal Savings And Loan Assoclation  [24%) and



Simsbury Baank & Trust Company {24%). In Canton, the cep three banks  are

Cellinsville Savings Society (41%), Webster BRank {28%! and Bank of America
{25%). In the Bank's primary market [(Simsbury,. Granby and Avon), the top 3 banks
are Bank of America with 26% of the market, The Simsbury Bank & Trust Camgpany

with 17% and Webster fank with 14%. Ia the toral s#even-town area of the Bank's
primary and secondary markets, the top three banks are Bank of America with 26%
of the market, Webster Bank with 15% and The Simabury Bank & Trust Company with
13%.

The present bank regulatory scheme is undergoing significant  change, koth
as it affects the banking industry itself and ag it atfrcts competition between
banks anrd nor-banking firancial institutions. There hag been a significant
regulatcry change in the bank merger and acquisition area, in the producta and
services wanks can wvifer, and in the non-banking activities in which hank
hiwlding companies may  engage. Under the Gramm-Leach-Bliley Act enacted by
Tongress  an Movember 12, 1399, banks and bank holding companies may now
atfiliate with ilngurance and securities companies. In Part as a result of theze
changes, banks are now actively competing with other types of aoo-depository
institutions, such as meoney market funds, brokerage firmg, insurance companies
and other tinancial service gnterprisea.

Moreaver, certain legiszlation and regqulatory proposals that could affect
the Bank and the panking industry in general are pending or may ke introduced
before the United States Congress,  the Conpecticut General Agsembly and wvarious
guvernmental agenciea. These propousals include measures that may further alter
the structure, vegulation and competiiive relationship of financial ingtitutions
and that may subject the Hank to increased regulation, diselosure and reporting

requirements. In additicn, the varinus barking regulatory agencies freguently
propose rulea and regulatiens to implement and enforge already exiscing
regulation. It cannot be predicted whether cr in what form any legislation or

reguelations will be enacted or the extent to which the busineszs of the Bank wiil
be affescred thereby.

Supervision and Regulation

Banks are extensively regulated under botk federal and state law. Set forth
below is a summary description of certain laws which relare e the requlaticn of
the Bank., The degeriprion does not purpart oo be complete and is qualified in
its entirety oy reference tc the applicable laws and regulations.

The Bstk, as a Counnecticut state-chartered bank, is subjeckt te supervision,
pericodic examinatlisn and yegulation by the Connecticut Commissicner of Banking
(the "Commissioner™) and the Federal Deposit insurance Corperation {the "FDIC") .
It, as a resuit pf an examinacioa af a bank, the FOIC gshould determine that the
financial conditicon., capital rescurces, asset gquality, earnings prospects,
TATIAGJEMENT , liguidity wor olher aspects of the Ppank's operatisns are
unsatigfactery o¢ Lihat the bank oy iLs management is wvlolatisng ar has vialated
any law or regulation, varinug remedies are available to the FRUC. Such remedies
include the power to enjein  "unsafs or urgound practices, Lo regquire

affirmative ag¢tion ta correst any coaditions resulting from any vielation ar
practica, to isgue an administraclve order that can be judicially entoreed, to
direct an  increase in capital, to restrict the growth of the bank, to assess
civil monetary penalties, to remove cfficers and directoys, and ultimately, to
terminate a kank's depozit  ingurance, which for a Connecricut state-charterad
bank would result in a ¥evocation of the bank's charter. The Commissicaner has
many of the same remedial powers.

The deposits of the Bank are insured by the PDIC in the manner and to the
extent provided by law., For this protecticn, the 8Sank is sukject ta a semiannual
statutory agsessmant. {See "Premiums for Deposit Insurance."! Although the Bank
iz not a member of vthe Federal Reserve System, it 2 oevertheless subject Eo
certain regulations of the Board ot Governors of the Federal Reserve System,

Varipus requirements and restrictions under the laws of the State of
Connecticut  and the United 3Srates affect the cperatlens of the Bank. State and
federal statutes and regulatioos relate to many aspects of the Bank's

aperations, including reserves agaiogt deposits, isterest  rates pavable on
dopnsics, leana, investments, mergers and acquisivions, hborrowings,  dividends,
locaciaons  of branch offices and capital rvegquirements. fFurther, the Bank is

required to maintain certain levels of capital.
Capital Etandards

The FDIC has adepted risk-hased capital guidelines to which FDIC-iasured,
state-chartered banks that are not members cf the Federal Reserve Systam,  such
as the Hank, are subject. ‘fthe guidelines establizh a aystematie analytical
framewarlk that makes regulatory capital reguivements more sensitive to the
difterences in risk profiles among banking organizaticns. Hanks are regquired to
maintain minimum levels of capivtal based upon their total assets aad rfotal
"risk-weighted agsets." For puvposes of these reqguitrements, capital is comprised
of bork Tier 1 and Tier 2 capital. Tier 1 capital cousists primarily of commen



stock and retained earnings. Tier 2 capital congists primacily of leoan loss
reserves, subordinated debt, and convertible asecurities. in determining total
capital, the amount of Tier # capiral may oot excesd the amount of Tier 1
capital. A bank's toetal ‘“risk based assets” are determined by assigning the
pank's assets and eofif-palance sheet items le.g., letters of crediv} to ope of
four risk categories gased upon their relative credit rigks. The greater the
rigk assccliated with an agset, the greater the amount of guch asser that will bhe
subject to capital requirements. Banks must satisfy the fellowing chree minimum
capivel standavdg: (i Tier 1 capital in an amount equal to hertween 4% and 5% of
total assets ithe "leverage ratic®); {2) Tier 1 capital in an amount equal te 4%
of  rigk weighted assets; and {3} total Tier 1 and Tier 2 capital in an amount
equal ta A% of risk- weighted ausets.

Thne Federal Deposit Insutraboe Corporation Improvement Act of 1391
(*FOICIA“Y defines specific gapital cataegories based upon an inacitution®s
vapital ratios. The capital cazegories, in declining order, ave: (i} weil
capitalized; {ii)  adegquately capitalized; [iiil undercapical {zed; tivl
signifivantly undercapitalized; and (v] cricically undercapitalized. Undex
FOICIA and the FROYIC's prompt corrective action rules, the FDIC may take any one
ar more of the following acrtions against an undercapitalized bank: restrice
dividends and management fean, restricet asset growth and prehibit new
acquisirions, new hranches cor new lines of businessz without prior FDIC approval.
It a bank is significancly undercapitalized, the #¥01C may alse require the bank
to raise capltal, reatrict interest rates a bank may pay on deposits, reguire a
reducticon in assets, restrict any activities that might cause risk to the bank,
require improved managetenst, prohibit the acceptance of depoaits  fram
carvespondent  hanks and restrict  compensation to any seniar execucive officer.
Wren a bLank becones critically undercapitalized, {i.e., the ratio of tangible
equicy to total assets is equal to or less than 2%), the FUOIC must, within 20
days thereafrer, appeint a receiver for the bank cor take such action as the FDIC
determines would better achiewve the purpoeses of the law, Even where such other
action i= taken, the FDOLC generally mwust appoint a4 receiver for a bank if che
bank remaing zritically undercapitalized during the calendar guarter beginning
27¢ days atter the Jdate on which the bank became critically undercapitalized.

To be considered ‘“adegquately capitalized." an institution must gensrally
have a leveradge ratio of at least 4%, a Tiery 1 <apital o igk-waighted asgsety
ratio of at least 4% and total Tier 1 and Tier 2 capital co risk.weighted assets
ratio of at least B%. As of Degcember 31, 2005 the must recent notification fram
the FRIC categorized the Bank as well capitalized under the regulatory framework

for prompt ¢ourrective action. To be categorized as well capiralirxed, the Hank
nust maintain minimum tetal risk based., Tiex 1 risk-based and Tier 1 levervage
raviog as 8285 forth in the table below. There are ne conditions tharc Management

believes have chnanged the Bank's category.

The fovllowing rable presents the amounts of regulatory capital and the
capital ratics for the Bamk comparsed toa its minimum zegulatory capital
raquirements as of Degember 31, 2005 and 2004.

Necember 31, 2005 December 3L, 2004
Capital Minimum Capital Minmimum
Ratic Requlrement Ratio Raequirement
Leverage ratio T.ELE 4.00% T.il% 4.00%
Tier i risk based ratia 12.al% 4.00% 12 .02% 4.00%
Tokal risk-based rvatio 11 .66% 5.00% 13.27% B.0OGE

Safety and Seundness Standards

Federal law requitres weach federal hanking agency to prescribe  far
depositary inscticutions under its  Zfurisdiction standards relating Lo, ameong
other things: internal contreoly; information systems and audit systems; locan
documentation; credit underwriting; infevsst race ¥isk exposure;: agset grawth;
compensation; fees and benefits; and such ather aperational and managerial
standards ag Lhe agency deems appropriate. The federal banking agencies adopted
final regulations and Interagency Cuidelines Establishing Standards for Safery
and  Soundoess  (the  "Guidelines') to  implement thenoe safety and soundness
standards. The Guidelines ger forth the safety and soundness standards that the
tfederal kanking agencies use to ideatify and address preblemsa at insured
depository institutions before capital becames impaired. The Guidelines address
internal <antrols and  laoformagion  systems;  internal  audic  syarem; ovedit
underwriting; leoan documentation; interess vate risk axpasure; asset Qlality;
earniaga akd compensatlon; fees and benefits. If the appropriate federal hanking
agenay determineg that an ingtitution fails toc meet any standard prescrikbed by
ke Guidelines, the agency may reguire the institution to submit to the agency
an acceptable plan to achieve compliance with the standard set by the Federal
Deposit Insurance Act, as amended. The final regulations establish deadlloes for



submission and review ol such =afety and soundness compliance plans.

The federal banking agencies aiszo have adopted (inal regulations for real
esrate lendiog prescribing uniform  guidelines for real esatarte lending. The
regulations  sequire insured depositooy  lustitutions re adopt writkten policies
estabplishing standards, congistent with such guidelines, for extensions of
cradit  secured by real agtate. The policies musc addrese loan portfolio
maragement, underwriting standards and loan te wvalue limits that do not exceed
the supervisory limits prescribed by the reguiationa.

Appraisals for "real estate-related financial trangactions," generally
transacticns with a walue of 3250,00C or more, must be conducted, depending an
the walue of the trangaction by either state gertified or state licensed
appraisers, State certified appraisers are reguired for: all transactions with a
transaction vaiue of $1,000,000 or more; nonresidential trangacticns wvalued at
Z2R0,000 or more; apd transactiona of %250, 000 or more invoelving "complex® 1-4
family zegidential properties. An appraisal or real estate 'evaluation” axecured
by a state licensed appraiser is required for all other federally related
transactions. Federally related transactions include the sale, lease, purchage,
investment in, or exchange cof, real property or interests in real property, the
financing wor refinancing of resl property, and the use of real property cr
intereata in real property as security for a ican or investment, iociuding
mort gage-backead securities,

Premiums for Deposit Ingurance

The FDIC has implemented a risk-based assesament syatem, under which an
institubtion's depasit insurance premium assessment is based on the probability

that the deposit ingurance fund will lncur a ioss with respect to the
inetituticn, Yhe likely amount of any auch lose, and the revenue needs of the
deposit lnsuerance fund.

Under this risk-based asgessment system, banke are categorized into cne of
three capital vategories J{(well capitalized, adeguately capitalized, and
undercapitalized! and one vl three categories based on supervisory ewvaluations
by its primary fnderal regulater {(in the Bank's case, the FRIC). The three
sSupervisary categories are: financially sound with cnly a few minor weaknegsges
{Group B}, demonstrates wegknesses tkat could rasult  in signifigcant
deterioration {3Group B), and peses a substential probability of loss (Group C).
The capital ratics uwsed by the FDIC ta define well-capitalized, adegquately
capitalized and undercapitalized are the same in the ¥OIC's prampt  COTrect ive
accion regulations. The Bank is currently considered a "Well Capitalized Group
A" dnstituticn and, therefcre, is not subject to any quarcteriy FDRIT Bank
Insurance Fund ("EIFY) or Savings Aagaciation Inauratce Fund ["SAIF®
aggegaments.  This could change in che future based an the capicalization of the
Bi¢ and SAIF. The Bank iz, however, subject ta gquarterly assessments by The
Fimancing Corporation ("FICO“! to service the interest on its bond obligationg.
The rate for this assessment is determined guarterly and is paid pased on the
Rank's average dJdeposits for a given gquarter. The Bank paid $24.348 in FICO
asgesaments during 2004

Interstate Banking and Branching

The Riegle Feal Inuergtate Banking and Branching Efficiency Act of 1994
("Riggle -Heal”) was enacted to reage reatrictlions on  interstate bhankiog.
Bffecnive Septembey 25, 1993, Riegle Weal allows the Federal Regerve Board to
approve an applicatioun of an adequately capitalized and adegquately managed hank
helding company Do acguire contrel of, or acquire all or substantially 211 af
the asaets of, a bank lucated in & svate other that such holding company's bome
state, without regard to whether the transaction is prohibired by the laws of
any srtate, The Pederal EReserve Board may not approve the acquisition of a bank
that has net been in  existence for a minimum time pericd fnot exceading five
veara) sSpecified By the statuteory law of the hoest state. Riegle ¥eal also
prohibits the Federal Reserve Board from approving an  application if rthe
applicant (and its dAepository ilnstitution affiliates) controls or would control
mare chan 10% of the insured deposits in the United States or 0% or more of the
depeeits in the target bpank's home state or in any state in which the target
bark maintains a branch. Riegle-Heal does ncot affect the authority of stazmea [a
limit the percentage of total insured deposits in the state which may ke held or
ceontrolled by a bank ox bank holding company to the extent such limicaticn does
nut  discriminate ada inst gut.-of-state banks or kank helding companies,
Tndividual gdtates may also waive bthe 30% state wide concentration limit
contained in Riegle Neal.

Community Reinvestment Aot

Under the Community Reinvestment Act, as amended, ("CRR"), as implementead
by FDIC reguiationz, the Bank has a coatinuing and afficmative gobligation
consistent with its safe and sound operation to help meet the credit needs af
its enrire communicy, including lew and moderate- income npeighborhcods. The CRA
dossz got prescrine  specific lending requivements ov programs for financial



institutions nor dees it Limit an institution's discretion to develop the types
of products and services that it pelieves are best suited to its particular
community, consistent wich the CRA. The CRA requires the FDIC, in coanecticon
with its examination of a savings ingtitucion, to assags the institutiantz
recard of meeting the credit needs of its community and to take such record into
ancount in its  evaluation of certain applicationa by such  institution. The
Financial Institutions Reform, Recovery and Entorcement Aot [FIRREA} amended the
CRA teo reguire public disciosure of an institution'e CRA rating and reguire the
FOIC to  provide a written evaluation of an institution's CRA perfarmance
utilizing a tfour-tiered descriptive rating system. The Bank's latest CRA rating,
received from the FDIC, was "sacisfactory."

Executive CEficera

The following table shows the name, age, positions held with the Bank and
principal oecupations  during the @aast five yeavs of the Hankr'a exeQutive
afficers.

HAME LCGE POSITIONS HELD / PRINCIPAL QUCUPATIONS

Martin J. Geitz £9 Frazident and Chief Executive Officer of the Bank
President and Chief singe Ootober 2004; Vice President of Massachusetts
Executive Sfficer Murual Life Insurance Company, 2903 to 2004; Chief

Exacutive Cfficer and Chief Financial Officer af
Cigna Bank & Trust Company, 209G to

2003; President of Fleet Cewvelvpment

Ventures, LLC and Fleet Communitcy

Development Corg, 1297 to 2000

Charles L. Fergle 63 Executive Vice President and Chief Lendineg Cfficer of
krecutive Viece President the Bank since 1995.
and Chief Lending Officer

Antheny F. Blsceglio, Fh.D. SH Execucive Vice Fresident and CFO of the Hank since
Executive Vice president and January 2005; Senilor Vice President and Chiet
Chief Financial Cftficer Financial Officer wf the Banxk Erom 1935 through

January, 2005.

Terry L. Boulton 49 Fenior vice FPresident and Chief Retail Banking
Senior Vice Fresident Cfficer of rthe Bank since January 2005; Vice
Fresident of Bank of America, formerly
Fieet Bank, from 1968 through January,
2604,

ITEM 2. DESCRIPTION OF PROPERTY

The Bank's main office i3 located at 981 Hopmeadow Styeet, Simshuory,
Conpecticut . The Bank leases its main affice pursuant to a lease with an initial
term of ten years, explring 2011, and which containa renewal options for a total
of an additicnal ten years. The Bank also has the option to purchase the office
during =he fifth year of the leasge. This lease alsc rcavers the lot at 328
Hopmeadow Street and the building ar 3587 Hopmeadow Street chat i3 being used as
additional administrative offices and is partially subleased to small local
busginesses.

The Bank's Grandy branch office is located at 31 Hartford Avenues, Gracby,
Connecticut. The Bank leases chis office pursuant te a lease with an initial
term of fifteen years, expiring in 2013, and which contains renewal aptions far
a total of an additional ten years.

The Sank''s Aven branch office iz logated at 27 Dale Road, Avon,
Connectimut.  The Bank leases this office pursuant to a leassge with an initial
term of tifteen years, «oxpiring in 2014, and which cantaing renewal aptions for
a tatal of an additinonal ten yeays.

The Bank'sa {antcn Branch coffice is located at 250 Aibany Turnpike, Cantcn,
{onngcticut.  The Bank leases this cffice pursuant to a lesse with an initial
term of cen years, expiring in 2015, and which zoncainag  renewal options for a
total of an additienal fifteen years,

The Bank's administrative offices are located at 760 Heopmeadow Street,
Simsbury, Connectizut. The Bank leases this building pursuant ta a leage with an
initial term of 63 menths commencing in February 2901, and which contains two
renewal options of five years each.

The Bank made $4C0,962 in toeral rental paymeats during 200%.

TEAR OF HIRE

2004

1335

1334
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The Rank's [nvestment #alicy permits the Aank to invest in  aortogage-kacked
securities. It is the policy of the Hank te invast in mactgage backed securities
that have no more risk than the underlying mortgages. The Investment Palicy aliso
permits the Bank to invest in Preferred 3rtock issued by Fedaral MNationsl
Mortgage Rosociation (FNMA] and Federal Home Loan Mortgage Corporaticn (FHLMCY |

17¥M 3., LEGAL PROCEERINGS

The Bank is uet a party to any pending  Llegal proceediby, ooy is its
property the subject af any pending legal proceeding, eother than routine
litigation that is incidental o its business, and the Bank is not aware of any
pending or threatened litigation that could have a material adverse effeck upon
its business, operating results, or financial cendition. Moreover, the Eank iag
not a party to any adminiscrative or judicial proceeding, including but nat
limited to proceedings arising upnder Section 8 of the Federal Deposit Insurance
Aot

To the heat of our knowledge, no divactoer, vfficer, affiliate ar holder, ot
record or beneficially, of 5% or mors of our securities Ls a party adverse to
the Bank or has a material interest adverse to the Bank in any proceeding.

ITEM 4. SUSMISSION OF MATTERS TO A VSTE OF SECURITY HOLDERS
No matiers were gubmitted tw a vote of security holders during the fourth
quartey of the fiscal year ended December 31, 2005.
PART II
ITEM &5, MARKET FOR COMMON EQUITY, RELATED STOOKHOLLER MATTERS AND SMALL BUSINESS
LS8UER SURCHASES OF EQUILITY SRCURITIZG
The information reguired by this Item 5 is incorporated inteo this Form

I0-KEB by reference to the Bank's Anmwal Report under che caption  "SHAREHOLDER
DaT

ITEM 6. MANAGEMENT'S DISCUSSIOH AND ANALYSIS OR PLANR OF OPERATICON

The infermeation reguired by this [tem & is  locerporated into this Form
LD-KSH by reference to the Bank's Annual Report under che caption  "MANAGEMENT'S
DISCUISSTION AND AMNALYSIS QF FIWANCIAL CONDITION AND RESULTS OF OPERATIONS ¢
ITEM 7. FINANCIAL STATEMENTE

The infocrmabion required by this Item 7 (5 incarporated  inte this Form
10-K88 oy reference to the Bank's Annual Report under the captiong "SHELECTED
FINANCIAL AND OTHEE DATA" and "MANAGEMENT'S DISCUSSION RND ANALYSIS OF FINANCTAL
CONDITION AND RESULTS OF OPERATIONS v

ITEM §. CHANCES (N AND DISASREEMENTS WITH ACCOUNTANTS ON  ACCOUNTING AND
FINAMCIAL DISCLOSURE

During the fiscal years ended December 31, 2005 and 2004, the Bank's

priogipal independent accouniant wag not digmigsed and did not resign or decline
to stand for reeiegtion.

16

ITEM da. CONTROLS AKD PRCCEDURES

The Hangk has initiatives i place to  ensure compliance with the

Sarbaneg-Oxley  Act of 200¢ (the »"agt*) . ‘The Bank bhas an Ionternal Compliance
Cocmmittee that is responsigle for che monitaring of and compliance with ail
tederal vregulations. This commictes reports to the Audit and Compliance

Committee ©f the Board of Direcfors,
Evaluaticn of Risclosure Control Procedurea

The Bank's Chief Exgoutive 0fficer and Chief Financial Gificer have
evaluated the effectiveness of the Bank's disciosure controls and procedures as
of Decemker 31, 2005 and hawve o©oncluded that, as of that date, the Bank's
disclosure controls and procedures were effective at ensuring that regquired
information will pe diz¢leged on a timely bazis. This conclusion is based con the
aveve-referenced officers’ evaluation of such controls and procedures.

Changes in Interpal Controls

There were no  significant changes in che Bank's internal conbrols over
firancial reporting or in other factors that cowuld significantly affect the



Bank's controls during the fiscal year onded Degember 31, 2005,
ITEM RE. OTHER INFORMATION
Net applicable.

PART TII

ITEM 5. DIRECTORS AND EXECUTIVE CFFICERS OF THE REGLSETRANT
Directars

The information required by this Item 9 is incorporated into this Form -
L0-KSH by referenne to the Proxy Statement of 3BT Dancorp, Inc. for Lhe anazal
meeting of shareholders cf tne Company to be held on May 9. 2006 under the
captien "ELECTICN SF OIRECTORS.!

Executive Officera

The information required by this Item 9 is incorporvated inta this Form
\U- K58 by raferenge to rthe Company's Proxy Statement under the caption
“INFORMATICN ABOOT OUR DIRECTORS."  Additiomal information regarding the Bank's
executive officers is included in Item 1 of part I of this Form 17-KSB.

Compliance with Sectian 16 fay

The informaticn reguired by Lhig item 9 ia incorporated inte thig Form
10-KSH by reference toc the Dampany's Proxy Stacement under the caption  "SECTION
lsia! BENEFICIAL OWHERSHIP REPZRTING COMPLIANCE .M

Code of EBthics

The Bank haa adopted a Code of #thics and onflicts of Intecresc Policy
applivable to divegtors, officers and employees. The text of the Bank's Cade of
Ethics and Conflicta of Interest Policy was filed previcusly as an exhibit to
the Bank's Form 10-KS3 for the fiscal yesar ended Cecember 31, 2003, We will
provide to any sharehelder, without charge, upon written redquest, a copy of our
Code of Ethigs and Conflicty of [nterest bolicy, ALl such  reguescs should he
directsd to The Simsbury Bank & Trust Company, Attenticn: Jane F.  wvon
Holzhausen, Secretary, 981 licpmeadow Street, P.2. Bax 248, Simsbury,
Connecticut, 06070

ITEM 10. EXECUTIVE COMBENSATION

The information required by this Item 10 is incorpeorated intc vhis Form
1:-KS8H by zreference to the Coumpany's Proxy Statement wunder the captions
PEXECUTIVE COMPENSATION" and "EMPLOYMERT AGCREEMENTS."

ITEM 11, SECURITY OWNERSHI® OF CERTAIN BENEFICLIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The fFollowing table seta forth the =securizies authorized for {ssuance under
equity compensation plans.

Number of securities
remaining availakble for

Humbey of future issuance under
securities to equity compensaticn
be issued upon Weighted-average plans (excluding
oxarcise af axercise orice of gacurities reflected
outstarding cpticng autngtanding options in cojumn (al:
(al (h} )

Equity compensation plans

appraved by security

holders E3,204 524,39 25,303
Equity compengation gplans not

approverd by security

holders 1] 4] ]

Total B3, 204 524 .34 25,303

The remalning informarion reguired by this Item 11 is oeontained in the
Campany's Proxy Statement under the caption “SECURITY OWNERSHER OF CERTARIN
BHENEFICIAL OWNERS AND  MANAGEMENT* and iz herebhy incorporated by reference
nerein.



ITEM 12. CERTAIN RELATIONSHIPS ANC EELATED TRANSACTICNS

The informatien reguired By Them 12 lg incorporated  into this form LO-KSE

by reference
TRANSACTIONS . "

to the Company's  Proxy  Statement  under the capticn  "CERTAIN

ITEM 13. EXHIBITS

Exhibits.

The following exhibits reguired by [cem 601 are filed bherewith or are
inrarporated by reference Lo the £ilings  previously made by the Bank as nated

belaw ithe

referance  in parentheses at the end of an Fxhibit  dadicates  the

number of the Exhibit as it was filed in the document referenced below):

Exhibit No.

1c.2

1G6.2

1G.4

10.5

10.8

10.8

13

14

41

31.1

Lescripltion

Lert cate of incorporation {incerporated by seference to
Exhinit (L) (1) {a) of the Bank's Form ¥ 1 dated Apcil 26, 19%6

Bylawa [incorporated by reterence to Exhibit {b) (1]l {p) of the
Bank's Fcrm P-I darted April 26, 1936 except for Seccion 3.2 as
amended an January 19, 2060 and incorporated by reference to the
Bank's Fuarm 10 X353 dated Mapch 30, 4000 and Section 3.4 as
amended Octobev 23, 2003)

Speoimen Common Stock Certificate {incorparated by reference to
Exhibit [(b){3) 2f the Bank's Form F-1 dated April 25, 1396}

Employmernt Agresmsnt, dated as of Seprember 1, 2004, by and
hetween the Bank and Maprtin J. Geitz (incorporated by referonce
tn Exhibit 10.13 of the Bank's 10 03B dated November 12, Z0C4]

Employmernt Agreement, dated as of February 6, 2004, by and
betwrsno the Bank aod Charleg D, Forgie and amended as of
November 15, 2005 filed herewith

Employment Agreement, dated as of February &, 2004, by and
between the Bank and Anthony F. Biaceglio {incorporated by
reference to Exhibhit 10.3% of the Bank's Furm 13- KSB dated
March 17, 2004)

Supplemental Executive Retirement Plan Agreement, dated as of
April 23, 2001, by and between the Bank and Charles D, Forgie
tincorporated oy reference to Exhibic 10.5 of the Bank's 10-KSB
dated March 17, 20041t

Supplemental Executive Retirement Flan Agreement, dated as of
Aprii 23, 2001, by and betwaen the Bank and Anthony F. Higceglio
[ingorporated oy reference to Exhibirn 1g.6 of the Back's 0. KSB
datad March 17, 2004)

Chanyge in Contrel hgreement, dated as of July 20, £993, by and
petween rhe Bank and Charies T, Forgie {incorgarated by
reference te Exhibirt 10.7 of tche Bank's 10 -KSB dated March 17,
20040

Change in Control Agreement, darted as of July 30, 1933, by and
patwean the Baok and Anthany £, Bisceglio [(incorporated by
refarence ta Exhibit 10.8 of che Bank's 10-KSB dated March 17,
20040

20605 Annual Report (except for those portions expressliy
incorpuaratved by reference, the 2005 Annual Report iz turnished
for lnformational purposes and is nat to be deemed filed ag part
of this Form 70-KSH)

Code of Ethics l{inccrpaorated by veference tn Exhibit 14 cf the
Bank's 10-KSB dated March 17, 2004

Subsidiaries (incorporated by reference to Exhibit 2@ ={ the
Bank's 10 -K3B daned March 13, 2003

11

Section Rule 13ia) -14(a) /14 (dr-14la) Certification by Chief
Fxpcutive Officer



1.2 Section Rule 13(a)-14{a)/15{di-14{a) Cercification by {hief
Financial Ofticer

2.1 Sectian 1350 Certification by Chief Executive Officer

3z.2 Section 1350 Cevtification by Chief Financial Officer

ITEM 14, FRINCIPFAL ACCOUNTANT FEES AND SERVICES

The infeormacion reguired by this Item 14 appears in the Company's Proxy
Sratement under rhe caption “RATIWICATION O APFOINTMENT ©OF [NDEFENDENT
AUDITORS" and is incorporated by reference herein.

1%
Selected Financial and Other Data
At 12731700 RE 12731704 AL 12/31/03
Balance Eneet Yara;
Total assets 5209,544, 654 £202,154,434 & 1B8,407,171
Loans, net 145,805,738 141,22%,.419 131,124,054
Investment securities 41,195,740 13,448,445 17,964,879
Federal funds gold and other
interast sarning deposits 6,R33,970 10,010,972 8,871,456
Deposits 141,115, 5680 183,132,283 172,076,021
3tockhelders' equity 15,375,598 la,255,257 12,772,123
For the Year Far rthe Year For the Year
Ended 12/31/05 Ended 12731704 Ended 12/31/03
Statement of Jncome Data:
Total interesr and dividend income £ 9,785,483 5 B,67D,u61 1 H,667,078
Tatal intercegt expenso 2,129, 398 1,662,982 1,988, 070
Net interest and dividend income T7.E313,084 P,007,2B81 &, 679,008
Frovision for loan losses ic. 000 25,000 l120,aG0
et interest and divideand inoome after
provisiaon for loan losses T R0T, 084 6, 982,281 6,499, 006
Gaips oh loang gold, ast 61,222 44,728 67,293
Ocher noninterest income 309,890 441,702 831, 0C&
Noninterest expense 6,035,101 5,186,427 4,776,205
Income tax expensa 445,414 Fil4, 032 398,466
Mgt income 1,673,677 3,774,250 1,722,634
Zarnings per common share 5 2.00 5 2,17 S 2.16
Earnings per comman share,
assuming dilutian 4 1.96 G 2.10 5 2.149
Other Data:
Het interest spread T.80% 1.66% 3.75%%
Net interest margin 4.06% 3_85% 1.96%
Eeturn on average assets 0.83% 0.92% 0.96%
REeturn on average stockholders' equity 11.13% 33.17% 14.26%
Averayge stackholders' egquity to
average aggets 7.45% 6.99% 6.712%
13

Management's Discussion and Analysis of
Financial Conditlons and Results of Sperations

Forward Looking Statements

When used ir chis Annual Report or any press reiease, public announcement
or £iling, the words "intends," ‘“expects," “plans," "esktimated," VYprojecta,™
"kelieves, " Tanticipates" and uimilar expressions are  intended to ildenkify
farward-looking statementas., The Banx (defined below) haz made and may cattinue

ta make various forward-locking statements with respect to earnings, credit
quality and cther Ffinancial and buslness matters for periods  gubseguent to
Decemhar 31, 200%. All statements, other than sratements of hisrorical facts,
are forward-loocking statements. The Bank caubions that these forward-locking
statements are not guarantees of future performanse and are subiect to numerous
assumpticons, risks and uncertainties, and that statements relating to subseguentc



pericds are subject Lo greater uncertainty because of the increased likelihond
cf charges in underlying factcors and assumptiona. Actual results could differ
materially from forward-locking starements. In additien to those factore
previoustly disciosed by the Bank and those factors identified elsewhere herein,
the following factors could cause actual results to differ materialiy from such
forward-locking gtatements: coppetibive pregsures of loan and deposit product
pricing; other agrions of pompetizovs: changes ik economic  conditiens;  the
externt and timing of actions of the Federal Regerve Board; gustomner deposie
digintermediacicn; crarges in cugrcmers' acceptance 0fF the Bank's products and
services; and the extent and timing of legiglacive and regulatory astions and
reforms.

?.eage  do not rely unduly on any forward-looring  statement, as  such
statements  gpeak only as of the date wade and the Bamx undertakes no obl:gatiern
ta revise or update such statements o reflect events or circumstances after che
date hereof or to reflec Lhe cocurrence of urankticipated evants  or
ClLrcumstanses,

Jenerai

This discussion Lls desigred to a=Esiac you in better wunderstardirng Che
Banz'a financial conditicn, resuits of operaticens, liquidity and «capigal
resources  and  any significant changes and  trends related therevao. This
digousgaion  should be read in contuncrtion with the financial statements of the
Bank,

The Simsbury Bank & Truet Company, Inc. ithe "Bank") wasg incorporazed an
Epral 2%, 19%2 and commenced operations as & Connecticub chartered bank cn Marzhn
31, 1%%5, The 3ank's deposlt accounts are insured under the Federal Deposit
Insurance Avi, up ko the maxlmum applicable limita theresf. The Bark is not a
memher of tChe Federal Reserve System. The Sank's main office and its corporate
cffices are located in the town of  Simsbury, Conneccicut., The Bank hasg branch
cffices in the tcwns of Grarby, Avon and Zanten, Connecticuat. Simsbury has a
pepulation of more than 23,000. The aggregate poptlation for the Bank's marxet
area .5 75,000, cormprised of approximately 23,000 households. The EBank's
cugtomer kase coangisto primarily of irdividual copsumers and small businesses in
Lhe Farmington WValley of Cennecticut. The Bank has in exgegs of 19,000 deposit
accounts.

The Bark offers a full range of banking services including commercial
lgany, term real esgtate laang, construction  loansz, SPA leans and & variety of
congumer  loans;  checxing,  savings, certifigates of depozoit and money marked
depasait  accountsa; and travelers® <checks, gafe deposit and ortaer  customarny
non-depssit banking services. Az of DJecemcer 311, 2805, approximately 72% of cthe
Bank's lcans were secured by residential preperty lcocated in Connecticut.  The
Bank has Gtwo ATMs at ita main office and one ATM at each of ita kraach
tocaticns. The ATMs generate  activity fees based upon utilization by other
kankg' customers., The Bank deeg nct have a cxust department. The Sank offers
investment products to customers  threough SBT  Investment Services, Inc., a
wholly-owned subs:diary of the Ban®, and through itg affiliation with the
gecurities broker/dealer infinex Financial Services.

The deposzsit growth experiepnced during she Bank's §£iryst ten years of
cperation eontinued during 2035, Ceposits  increased by 6.0 millicn (4.4%) in
2005, <ompared to 11,1 million grewth during 2004, Total assers ended the year
ab 520%2.% million, an Lncreagse of $7.3% million (3.6%) over $5202.2 miilicn at
year-end 2004. The Bank's lnan portfolic algo grew, increasing by 54.6 million
(3.2%) tc end the year at $147.% miilion. The Banx's leoan-ta-depesit  ratio, an
important determinant of net interest income, remained steady at 77% at year-end
2005, subkstantially the zame as year-end 2004,

1a

Xer income of $£1,€73,677 (%2.00 per gommono share)]  for the vear ended
December 31, 2605 was a &% decreage from the ret income of 53,778,230 {§3.:7 per
comman ahare)  reported for the year ended December 31, 2004, ard a 3% decrease
frocm the net income of §1,72Z,634 (52.16 per ccmmon share) regorted for the year
ended [ecenper 31, 2003

Regults of Operat:ons for the Years Ended Dececber 31, 200%, 2004 and 2053,
et Interest Income and Her Interest Margin

The Hank's earnings depend laraely upon the difference betwesn the income
received fram lts loar portfolic and investment securities and the interest paid
an its  liabilitieg, mainiy interest pald on deposits, This difference is '"nmex
interest income." The net interest income, when expregdsed as a percentage of
average total intersst-earning assets, i3 referred to as the net  interest
margin. The Bank's net interest income 1s affected by the change in the ievel

and the mix cf interest-earning assets and interest-kearing Iiabilirties,
referred to as voiume changes. The 3ank's net interest margin is alao affected
oy changes in yields earned on assets and rates paid on liabilicies, referred o



gy rate changes. Ikterest rates charged on the Bank's lqang are affected
principally by the demand for such loans, the supply of money available for
lending purpeses and competitive [actors. These factars are in turn affected by
general economic conditions and other factors peyond the Bank's contrel, such aa
federal econcmic policies, the gepnercal suppiy of wmoney in the  economy,
legidlative tax policies, governmental budgetary matters, and the actions of the
Federal Resevve.

Mat interast and dividend income, which frcaled $7,633,084 in 2005, has
increased  in each year since the Bank kbegan operations in Marck of 19%5. The
majority «f this increase has been due toc an increase iao the volume of earning
agsets. Karning assets have gcown from $30 miliion on December 31, 1995 to over
5191 million at Decamber 31, 2004 and to almost 3194 million al December 31,
2005, a growth rate of 1.6% over the past year and a 36% growth rate over the
last four years, The Bank'as net inrerest spread and net invearest  margin
inereased To 3.80% and 4.08% duying 200% as compared ta 3.658% and 3.85% during
2004, This was primariiy due to the rising interest rate senvironment that was
prevalent during the year

The follcwing table presents the average amcunts outstanding for the major
cacegories of the Bank's interest-earning agssets  and interest pearing
liapilities and the average intereatr rates esarned wr pald therecn for the years
ended December 31, 2005, 2004 and 2063,

NET INTEREST INCOME
(Dollarg in thousands)

For the Year snded 12/31/05

(1]
Average Balance Interest Yield
Federal funds sold and overnight deposits S 5.z87 5 1E% 3.21%
Thvedtments (1] 40, 636 1,628 4.G1
Marcgage loans BO, 176 4, 364 5.43
Commercial loans 12,493 2,108 6.41
Consumer loans 19,9389 1,573 5.10
Term federal funds sald 542 14 1.48
Total loansz 144,749 3,064 5.57
Total interedf-earning aggets $1490,652 59,062 5.17%
HOW depaszits % 28,731 & 27 .10%
Savings deposits 73,9594 557 g.81
Time deposits 51, 684 1,427 z.76
Total inteyest-beariayg deposics 152,399 2,081 1.35
Securities sold under agreements to
repurchage 2,007 3z L.5%
Federal Home Loan Bank advances L2201 44 3.66
Total intevest-bearing liabilities 2155,607 22,127 1.37%
mwanrz
Net interest income 57,735
Net interest spread EIN -1+
=evz
Mgt interest margin 4.06%
For the Year Ended 12/31/04
#%
average Balance Interest vield
Federal funds =old and aovernight deposits $ 11,19 5 1as 1.24%
Investments (1] 1%, 601 1,478 31.73

Mortgage ioans 93,349 4.61% 5.54
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Frovieicns  for leoan  losses  are charged To 2drnings  to bring zhe e
alicwance for lzan losses to oa level deemed appropriate oy the Bank!

1 Tactors as histeorical @xperlence,  the volume and

manage

baaed o0 o3
conducted by Lhe Sark, the amcunt of pon-performing  loans,
rally accepied acoounting pr i aensral
Aated to the  oelis sl loans

leragement

Bank s portfolia,

e Bank  reviews rthe  allowanne “ow loan losges  sand makes
3z te the al ance, asz feeded. Forx o the yoar snded December
31, 2093, <the al ance was increased by 518,000, net of charge offs  and
recoverLes. Trke tntal allowance for loan lasseg  at  December 31, p Yowad
SL,IE0C,%00 or 1.16% of ouls: iy ioans. Tnis compar with a tota: allaowancoe
for Inan losses of —31, 703,000 av year-end 2004, whioh represented  1.1.%% of
outetanding  lcans. With the exclusion of loans co i ¢tial ifpostitutions {term
Federal Tunds o wes 1.18% gt year-erd 20405 and i1,231% at vear-end
2004, Durd i005, arged off fTour losns for a tetal of $12,5C0.  The
Aank regovered one Loan for 294 dure : : 04, bhe Sack  charged-
@ix ioans for a netal of 514,000, The Hank  recovered  Four loans for 521

o omonth

addizicnral pro

T

ank

during 2004, Managorment believes the allowanor for lcan losses is adequate.

neome and Non

IRYERT BMDONSe

The Zollowing table zmets forth the wvarious componerts af the Bank's
nterest income and neninterest  expense for lhe yesars ended  Decemnbeor i,

2004 and 20023,

NONIKTEREST INCOME

For Yeaar

12.3% % 331,374

Lervice rcharges

A TOENL a

Sate de foos L £1,475 G.3
Buziness maniger 131 11a, Tel i3
Cain on leoans ao 3 44, THE

Glher inccme N 330, 98%

Tokal

Poxr Yaar
Ended
12731763

For Year Bar Year Fr Year
Erded Znded ¥ ot arnderd
12731705 12731704 Toral 12731/ 0%
Sa’arie= and empioyes benefics .5% 42 Sz.4% $4,388,5843
SoCUpancy expense -4 12.1 H53,284
uipment expenue 210,475 1.5 4.3 54,414
Formz and supplies 150,599 3 2.6 l&d,a97
Advertising and promoztions anll, 157 i 4.4 _7d, 557
DProfesszonal feea 2B, EE0 z.4 5.2 152,410
Insurance TR, TER 1.3 1.4 T 471
Loan expenses 345,41 1.4 A 149,647
Telepnone and postage 134,458 2.3 2.3 LG4,
Urher sxponsoeg K94, 235 14.80 1g.,4 GCE,s03
Total S5, 1230.2% O 34,776,205

moninnerest  iococme tor the  twelve months  ended  Decerber 4,
£971,1.2, an increage oaf almest 585,000 £rom the twelve months erded
31, 20%4. The 2205
soid and cther  incone
dnpos P
chiroy year naturities during 200% o
lpane resulting in gaine of 344, 726 2t
an depasit accounts was due te decreases in trangaction  wolumes,  The largest
Tory such  Lransacticns  as wire transfers
and foreign item collecticr The Bank collected approximately 523,000 in thegs
charaes during 2005 compares bo approximately 537 llected during 2004. Ar
Necemizer 31, 2005, bthe Bark bead aver 19,502 deposit accounvy, 1,370 or 11% rmore
abt year-end 003 and 2,370 or 14% more

frease was due primariiy to the lucreases in gaing on loacs
of Tser by a decrease in service charges collected  on
Yark centinued Lo sell  residertial  wortgage loans with

2340

suiting in gains of 561,242, The Banx =old
g 2004, The decrease in goarvice charges

denreacze was in orther service charges

SUOG aconnt

the apprex.omately

t of
Tetal

ARSI T R

m o

J
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thar

n the approximately L6, 700 arcounts at year-end 023, The increase in athnor

3 privarily due to an  ircredse  in octher fees  received
insrease in inoome from

ineceme  during 200
related Lo ATM znd pol of gales tzansacticas
irguranze,  The Bank did not

InvestTent securitics

2 December 31, X000 was 6,055,101, an
Honirtorest  expense for L yodr ended

for Lhe yoar on
7R, o

increzse of 3% fraom Zood
curred in dalarien and
sirg. The |

witre primar:ly  relatsd nooa fouroh service  hrangh  and the 3ank's
to promokbe tkzelif as the kank of chcice in nhe Farminglon
Crher factocrs - thnis incresse are expenses  rolated
u.atory  requirerents and —he Loz af a zank hold
iu very favorable wversus

Faoan
$Srerdsns

December 31, 2004 wadg 5%, 186,427
LIonTnlaters
ALY EXRense, n

adver iraases in

cantimied eiftorn

Valley of Conne

riiance with new :
The Bank''=m ocperaling  expenge ratios r

raries and employee nenetiy rised 5:% of nobal e
during  200%,  ag compared to H2% 0040 2z d nig £G05
rneluded  coupancy  eNpense and sguipment  cxpenaes approx:zmately (2% and 4%
cmcnions at approximately 6%, ard prefessional
slzo included ococuparncay
spect ively., The largesc
0% and $743,314 in 20Ce,

tErest EXpELRIE

¥ M3jor  categor

reppeatively, advertising and

major cabtegories 1o 4004
wimately L3% andg 4%,

4294 ,335 in
2 and

fees at approximately %%, Other

ard sguipment  exXpEnSSSs an appro
CHDENESE

unents of other
algted of correspondent hankd

1ied Decewmper 31, 2005, 2704 and 2303

ion ab Years

average balances of each
acd capital acoounts Tor the vesrs

The follc
category af Lhe
ended Docember 55

Digoributien of Assena, Liabilizies and 5n

(nllars in £aclsands:

bhe Year Ended For the Year Znded For Frided

127317048 1a
Fercent of fercent of Percent. of
AVOTage Total Average Tokal Burerage tal

Balan Angels Galance Asgets Ealance

Aozers

Cash and due trcm banks 3 3 n,hle Z.9% 5 LG99 ¥
investment securities 1%, 0602 0.5 i, 483 17.40

faeds sold and overnighn

A 2,267 i.a 3.2
rec 143,145 T1l.4 5a8.%
es and aguipment 570 2.3 [
2 Interest and obher azsens &, Br2 .1 2.4
Tota FEGD, 825 1 14,305 LG, 0% 5179,6581

Ligbilities and Stocxhollders' Bguit
L

rorard ard NOW Aepo 5 4G,639 ZH.2Y g 53,782 AT.BE $ 18,293 26.2%
Savirgs deposits A B84 iG.8 P aR2 4. & EEFRE ] 471
Time depozite 51, 6HE4 £5.7 4, G0 22 .4 4%, 5481 24 .4

Tutal depos 182,307 176,234 a..2 03,120 EIHN
el interest and other lianilinies 3,648 3,507 ! 4,429 2.5
Total liakilities 22.5 EEI TRTL,ET7S 93 .3

clders! eguity:
- B, 4% a,1%7 4.3 7LRTY 4.4
Betatnmd carnings and otkex

twe ipcome 5,563 1.1 5,307 2.7 4,205 .3

L4, 360 7.2 i, Ad &5
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Investwment 2ocrifaolic

T order tn mainrtaiv a rescrwve of  rveadily marketable assets o omesh Lhe
Bapk'd liguidiby and lecan roquirements, rh Bank purchases Uniced States
Trragury secutities and other iavestments. eg of "federal funds" {shart term
loans ba other banza) are regulariy atilized. arement of funds in certificates
af deposzit with other financial insti g may be mads as slternative
investmants pending utilizat:en of funds for leoans or sther purposes.

Securities may be pledoged Lo meer  gegurity  requirements impoged &89 oa
on for receipt af deposits of publis funds and vepurchase agreements. At
Decenber 3L, 2003, the Bank had fourtesn segurities wich a2 hosk value tot
xdged for suck purposes.

A= of rher 31, 2005, the Bank's investment portfoiio consisted of TS
goveranent  and  agency securities and preferred stocks, mCcrigage-bacxed
es, corporate ponds, wmunicipal securitiss,  and money market  manual

The Bank-a peolioy s to stamyer Lhe maturities of its investments to meet
averail liguidicy reguirements f the Bank. The Bank's ocurrent policy is ko
iy in securities with average matugibles of ie=s than ben ysarg,

The fallowing table summarizes the amzunts and  distribution of the Bapnk'sa
investment securities held as of December 33, I005, 20G4, and ZG03.

INVESTMENT FORTEOLIO
(Doliars in thousands)
Decemher 31, 2005

ir Yield

amortizaed Cost
Value
AVAILABLE-BOK-SALE SECURITIES
U. 5. Zovernment and Agency s
Due wikbbin one yvear 5 4,431 2.65%
e after one o five years 13,048 3.62
Cue afrer fiwve Lo ten years -
Tabtal T.8. Goveroment atcd Agerncy gecurities 3,38
Btatve and Municipal securities
Due within one year 1,000 280
Due one to five years 1,237 434
Due five o bLen yaars 1,821 5.3\
e Len years 212 S.&0
Total State and Municipal securities 4,590 4.39
Corpsrate debt securibies
Due after one to [ive years 475 454 330
Tatal Corporate debt securities 474 45% 3.30
Mortgage -kacked securibies
WARM* nin cne year - T4
WAEM* aftrer one La five yearsg 4._46
WAEM* alter five To han yearsg 5,30
tonal Mortgage-zacked securities 15,421 4.5%
Freferred stooks 1,655 2.R4
Toral Ava:lable-for sale secuvities 541,140 40,231 4.Z22%
« - Weighted- Average Remaining Maturity
Amorh iued Tieid
{oat
AVAILARLE  FOR - SALE SECURITIER
7.5, Governmen: ang Agency segurities
Tue within one vear S 2,300 5 £,208 4.00%
Dize after cne to five years 12,4099 12,3749 3.040
Total T.5. Govaroment atcd Agerncy gecarities 14,74y 14, 867 313
Grate and Munioipal securities
e aftar one to tive years 2,278 2,389 4,28
Tuze atter five to ten years . 2,013 h.18
Due after ten years 233 Bl



Total State and Mun.
Corporate debt sscurict

L one yoar

Due wi o0 A.484
Due after cne ra Tive yoars 1.i0
Tutal Jorpoerate debt gecurities 375 #67 3.%8
Marngaae -nacked spourities
WRARME noGne year 1,635 LLEad 5.%3
WARMT ¢ one to five yeax 15,063 14, 383 4.30
WARMY atter five To Lo years 4l 40 G20
Total Mortaage -hacked zoe 16,671 4 _F
Prefarred stccks 1,522 1.43
Total Avallaple-for-sale securities 534,483 3.91%

P

INVESTMENT PORTFOLIO
i thousands)

eoenher 31, 2003
Amcrtized Fait Tielid
Cogt Value

AVAILABLE-FOR-SALE SRULE]

and Agency securities

within one year 5 3,447 T.I5%
after cne Tive years 16,57
after five to ten years ENE:]
Toral U S, Goverament and AJQency securities LB, 539 3.5¢0
Srate and M ripal securities
e Wikt ann YEAE - -
Due aftsr one to Tive yoars acE Bt
Due after Tive Lo ten Yoars 2, &0 3,11= 4.°1T9
i afher oo years 233 k] 5.83
Toral State and Munioipal securivies 4,878 1,30
orporate debt securinies
Sue within one year 438 308 a3
Que after one Lo five yearo 530 301 3.8%
Tsotal Corporate debl securities EEE] L, L0B 4.86
Morlgaue -cacked secuvities
WARM* within one year 1,31 716
wWaEM* after one to five years 3. 4.39
WARMt after five to bLen y=ars 1,044 L]
Toval Mortgage-backed smourities 4.69
Freferved Htacks 1.393
Toral 2wvailable-Tor sale zeour:ztlies 3.57%

* - Weighted Average Bemaining Maturicy

P

Loar Portfalio

Oeneral The folliowing  table presernts  the Hank'a laan povlfolio as of
December 31, 2025, 2004 and 2H0%.

LZAN BORTTILIO
(Deliars in th

uszands)




e reial, Tinancial and agyriouloural * 3 11,385 TR 5014, G849
gl @drata - gonst oand tand
devealopmart 9,337 [ 6, 954

Rreal o L PE 6550 97,645
Hreal Tompe 13,3 i1, 1ET
Municipal c.7 L.aLs
Canzumer 7.1 Z1,850

Totai loano

Allowans (1,720
Jeferred 174

Mah lLoans

= - Includes Term federal funds =zold 32,000,000 At 1273072005, $4,000,200 at
L2AAL720064 and 54,000,000 at 1273172502

@ Hank'a  commercial loans arn made for 1he purpoese of providicg  working
cap:oidl,  firancing  She purchase of egquipment or for other FEusiress purpesecs.
5 ranging from chirsy days =z one vrar
nuritics normaily  rarging from one Ko
twenty-tive years. Shorv-ierm pusioess loans are generally intended bto finance

Such loans  dieciude _oans with  matuar

and "term loans® which are loans with ™

current transacticns and Uypioalliy provide for periodic principal payments, wzoch

intereat payable menbhl leans normalily provide for fixed or £loating
interest rates, with mernthly payments of both principal ard intarast,

“he Sank's oonstructicn  loans are primavily interim loans made to finance

the construction of commercial and singie family residential property. These

lzans are typicaliiy shorv-iegrom, The Bank genersliy pre- constructicn
rorrawers [or permancnb finan: > making Lhe

- i inan, The Banx oocasigraliy will makoe lcans

corptruction or for saoguisition and develspment of raw land.

a

The Bank's other real sslate ] i1y of luans made cased cn
2w and whioh are secured Dy deeds of brust oo comnercial

aMEs Cunoist priw

T Borrowertd o oasnh
Aand residenyial propercy Lo provide anot

nr gource of repayment in the avaent of
estate loans without oredirn
enbancement  to no more  than a0% of the 1he appraised walue or the
purchase price of the property depending on the type of preperty and ks
utiilization, The Barnk offers koth fixed arnd fleatng race loans. Maturities on
 leans  bypicatly range from re Lo Lwenty years.,  However, Smalil Business
Administraticon ["SBAY) and certain other real estate loans easily scid in nhe
secondary market are made [or jonger maturities. The Hack hag Deen designated an
approved SBA lender. The Bank's SBA loans are zatngorized as cammercial or real
cabate commaraial depenrding on nne underlying  ocliateral.  Also, the Bank hasg
en appraved as ar origiratcr of loans that can be scld to the Fedeval  Home
Lzan Mortgage Corpeoration,

defanlre. Iw is the Dank's molicy to rest

fa) Fs

inka oan agreement wilh Resaaroe Mortgage Scluticns,  a
aion of HetBank worbgsgqe  ioans  ariginabed By the Bank ta
Juring nhe year snded Tecember 31, 2005, nhe Dank sold  twenty-five  icans
balsnces of 56,4%5,550 to EMS resclving in tonal net gaing
of approximately 561,206 for the Gank, During the year ended Cecenber 31, 2204,

; 2 bi otetal principal  balanceg af 54,692,460 to
ng of apnrosimately 544,700 for vhe Bank.

The Bank nas enr

with tozal pris

Llhie Daunk sold twer
RME resulllng in Lotat

dongumer leans are made for the purpose of financing automobiles,  wvarious
types st censuamer goods, ang other perscnal purpcses. Consumer _oans generally
¢ paynert of priccipal ang i pdy ., Most of Lhe Bank's
rad by paergunal property ng purohaged.

provide for the ment

cungumer loana are ae

wWith cernailn mrcoepticns, the Bark i3 permitted under applicakle faw oo nake
reiated cxtensiona of credit te any one Dorvewing entity up o iS% of the Hanx's
= if the credit iz fully
en

capital and reserves. An  additvional  17% is
secured by gualiZied coilateral. The Bank sells partigipabions In ita loans
necssSsary to stvay wibthin Tendi 1imi As of December 10,
lTimits For bthe Bank wore 52,4964, 270 and 54,271, 7832, respoonively.

“hese leil

3

Loan  doncentraticns The Sank doss not have any significant  concentxations
indugtries. As af cember 30,

in ite loar porzfolio by induscry or group of
2005, appreximately 2% of the 3ank's loans were secursd by residencia
located in Connecticut.  As of December 11, 2004, 74% of the Bank's
secured by such property.

DYDpETTY
icans were

woan Poertfolio Maturities and Incerest Rate Sensinivity The Tollowing table
gummarizes the maturitiss and inTerest rave  dens:tciviny  of the Bank's lcan
nortiociio.

G.9% S OTELGCHE £
4.9 2
SH. 4 £
T.E g
a.7 4
B.3 -
13 150




MATURITIES ANC RATYE SENSITIVITY OF LCANS
Ag of Cepember 31, 200S
(In thousanda)

Over One
put lese
one ¥Year than over
or Leas Five Years Five Years Total
Commercial, finaneial and agricultaral 5 6,613 54,773 - $il1,386
Real Estate - cohstruction and land 5,037 - - 9,017
development
Real Estate - regidenc:al 21,8148 36,459
Real Eastate - commercial Mh, 414 1é,101
Municipal Gl 947
Conaumer 5,165 13,381
Total lcans 5 SB,0%3 3 $147, 351
Loang with fixed interest rates 58,163 i 26,338 5 47,873 t@4,850
Loans with war:zable intereat rates 45,929 | 19,829 2,511

Toctal lcans 4 54,C98 s 30,781 4 54,502 5147,351

The following table gets forth at December 31, 2005, 29004 and 29003 thne
Bank s lecan commitments, standby letters of oredit and unadvanced portions of
loans,

[[DAN COMMTITMENTS AND STRNCEY LETTERS CF CREDIT
[In thousands;

iz/31/01 12/31/04 12731703
Commitments to originate loans 5 1,545 % 4,366 5 2,023
Standby letters sof credit EET:] - -
Unadvanced pertion cof ijoans
Cormercial real estate 5,270
Commercial lines of credit £,654
Residential real estate -
Consumer a717
Eome eguity lines of credit 20,1316
Teral 3 34,820

Weorn-Perforwming  Assets Interest on performing leans is accrued and caken
into income daily. Loans aver 20 days past due are deemed ‘“non-performing” and
are placed on a4 nonaccrual statug, unleas the loan is well collateralized and in
the process of collecticn. Interest received on nonaccruaal icang is credited to
inCcome oSniy upon  receipt and in certain  circumstances may ke appilied ta
principal wuntil the loan has been repaid in full, ac which time the inaterest
recesved ig credited ¢o inceme, The Bank had one nenaccrual loan with a balance
of  approximately $32, 500 as of Cecember 3., 2085, The Bank had no nonaccrual
loar= as cf December 31, 2204. The Bank had two nonacorual  loang with balances
of approximately $1C,G00 as of December 31, 2GJ3. The Bank nad no lcans more
than 9% days past due and still accruing interest as of December 31, 2005, 2004
or 2003,

Whner appropriate cr necessary to protect the Bank's interests, real estate
taken as coilateral on a loan may be taZen by the Bank through foreclogure or a
deed in lieu of foreclcocsure. Real property acguired in thig manner by the Bank
will be known a8 "other real estbate owned" {("CREOQ"}, and w:ili be carried on the
pooks of the Bank a3 an asset, at the lesser cof the Bank's recorded inveatment
or the fairv walue less esat:imated costs to sell, A of December 311, 2005, 2004
and 2003, there was no OREC neld by tne Hank.

The riak of norpayment of leans is an  icherent feature cof the hanking
business, That risk waries with the type and puarpose of the Ioan, the coilateral
which is utilized to secure payment, and ultimately, the gredit wovthinesgs of
the borrower. In order to micimize this credit risk, the Bank requires chat mast
lzans ke approved by at least twe officers, one of whom must be an executive
officer, CJommercial Ipans greater than  $100,000 a5 well as cther loans in
certaln circumstances must be approved by the Board of Directors' Loan




mmiczas.

in new and

lew of  cert
graded from "pass”

4 a progran of annual

The Jank zlsa inta
renewed lcans £y an ourside

&I rev.ew oL Lunars ane

ta "less", depending on coedil guality, wibth "pass' representicg _oans that are
sarisfactory ag addifiang o che Bank s port are loans which
a degres= of risk thab g no orakle aspects of

Gl uhwarcanted
exh:ibit noth primary acd s ceg ol rapayrect,
E roview process  are added ro Khe  Bank's

the sre and whic
Clagaified loans  identified 10 =
invarcal  Wabohlial and an additiona:l "
for such leang 1f appropriate. Additicnally, rhe Sank :s sxamined regularly by
tne  Federal BDeprait Insurance Coerporaticn and  the State o©f  Cennectioun
iew of the loan portfolio is

Aaliowanae for lean laszes s establisghed

Tepartment of Jarking at which me a farther rew

conducted.

2y kalance of
N oa vonbined

Cied loang with a combirned oubatand
tepn olazstfied fecang wi

B olags

There were eighte
$2.715,370 4 of Decembex 3%,

sutstanding balance of 3,086, 70

Eoand f
0 ag of Cogespes 31, 2004
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allowanze for Loan Lossos

19528 to provide for p

The Bank majnctazns an al lowance  for Toan 1 antial
5 in the loan pertfclic.  Additziens oo the allcwance are made by chargoes ta
m for lcan losses.  ALl: leans bhat

Tos
opnrating  mxpecdes in the form of a provis
are judged to be uncollectizie are charged against the allowance while any
recaveries are credited to the allewance. Manage oniducts a  critical

evaliaaticn of the loan partfelio wonthkiy. This evaluation iceludes an assessment
of the [ollawing facters: the rosulbs of the Hank's interral loan review,  any
erternal  loan raview, any ragulatory  saxamicaliion, learn lass  experiecce,
estimated potential loss exposure on each credit, concentrations of oredin,

value =f ¢ollatera:, any koown  impaizment in the borrower's ability oo repay,

ard present and prospesiive economic conditions.

The  fol ¢ table FUTmATises rhe Hapk s loan lozs BRpETLence,
angaoticns in the allcwance for locan losses and cerctain prominent ratics ab or
2005, ZJdC4 and ZCoi.

gt

or the years anded December 31

TWANCE FOR LOAN 108!
(Zallars in thousand

ALY

AT or For AL or For At or For
Lhe Year Lne YRar Lhe Year
Erded Erded
L2/311/08 1Z/3L/0e

ALLTWANCE FOR LTAN L 8
Balance at beginning of perisd 4

Tox

al charge-offs izl il
Tctal recoveries :

¥et loang {charged-oft) weoocvered i12)

Provisiena for ioan losses 20 Z5

end cf pericd & 1.VED s 1

Average Lotal loans 5144, 749 2132,719 Siz4 3ZR
Toctal lzars at end of period la7, 151 14Z, 752 1Az, e85l
EATIOS
sllowannoe far

average loans 1.15% 1.23%
Aillowance for loan louagses o

loans at end cf pexricd 1.1 H L.246

The Tollowing  takle summarizes the allacarcicn of Zhe allowanse
an rype and the percent of loans in cach category compaved

ORENS DY
ioans at Cecember 21, 40645, ZC04 and ZC05.

ALLCCA i W ALLCWANY TR s

juoilarg in thousands)

¥ of
rilocaticn LOAnE

Allocation

§ af
Laans by

Decenber

Ellncaticn

.

4003
5 of
Loang by



of Allowanece Jategory of Rllowance

Real estate - residential % a1le 65.5% $ 512 68 4%
Eeal eatate - commercial 455 1c.9 264 7.8
Feal eatare - constructzon and land

development 208 6.1 1i6 4.9
Commercial, financial and agriculpural K] 7.7 525 9.9
Municipai 9 [ 26 9.7
Cangumar 2E0 .1 238 .3

Total 51,720 IoC.o¥ 51,702 1TH0.0%
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Jeposits

Depcsita are the Bank's primary gource of furds. At December 31, 2005, the
Bank had a deposit mix of 32% checkina, 35% savinasg and 313%Y certificates.
HNineteer. percent =f the total deposits of $1%1.. million wers ncn-irterest
pearing at Decemger 31, 2003, At Dergembexy 311, 2004, <che Bank had a deposit mix
of 32% ochecking, 43%% savings and 2%% certificates. Seventeen percent of the
total deposits of $:83.1 million were ron-inktereskt Dearing at Cecember 3%, 2004.
At December 31, 2095, 56,481,000 of the Banx's deposita were from public
pources. At Cecember 31, 2004, 510,178,200 cf cthe Bank's deposits were fxom
public sources. The Bank'g net interest income is enhanced by its percentage of
non-interesr hearing depogica.,

The Hanx's depos:ita are obtaired from a crogs-secrtion of the commynicies it
gevves, Nz material portion of the Bark's depcsita has been oktained frem or is
dependent upon any cne person or industry. The Bark's business iz not seascral
in nature. The Bank accepts deposits in excess of $100,000 frowm customers. Those
deposits are prleed to remain competitive. As of Decarmber 31, 2205 and 2094, the
dank had no brokered funds on deposiz.

Thne Banx is not dependent upecn funds from scurces outside the United States
and nasz not made loanz to any foreign enbicies,

The foliowing table summarizes the distribution of average deposits and the
average arnualized rates paid fcr the years ended Decerber 31, Z3CE, 2004 and
2007 .

AVERAGE IJEFQSITS
1Beliars in Chougands:

For the ¥Year Ended For the Year Eaded For the Year Erded
December 31, 2043 Qecemper 31, 2004 Cecember 31, 2503
Average hAverage RAverage Average hverage Average
Balance Rate Balance Rate Balance Rate
Cewand depagits Se8,3518 G.GO% §i6, 548 0.,00% 222,014 0.00%
NGW depoalbs 26,721 G.10 27,3514 G0 4,979 0.18
Savings depcsita 73,594 0.4l TB, 462 G4l T2 146 1.403
Time deposits 51,684 2.78 44,070 2.1%9 43,981 2.6L
Tatal averade depcsits ZLB2,337 1.12% GL95% 513,129 1.153%

The following table :ndigates the maturdty schedule for the Baak's time
deposiza of 5100,000 or moye as of Uecember 31, F06%, 2G04 and 2003,

SCHECULED MATURITY OF TIME DEPCOSITS OF 510G,0300 OR MCRE
[(Dollars in thousands!)

Cecember 11, 2005 December 31, Z004 Cecamoer 31, 2G33
¥ oo ¥ of ¥ of
Balance Total Balance Total Balance Total
Three monthks or less 5 7,521 35, 0% 5 5,6% 12.4% 5 2,4¢€5 19.5%
Owver three through six months 5,498 25 .8 4, H64 33.9 4,325 35.1
Jwer six through twelve months 5,218 24 .4 1,024 7.2 2,77h 2.6
Owver twelve wmonths 3,2z4 i5.10 2,739 1%.5 2,808 2.8

Teral Time Deposits 221,483 160,.0% 214,343
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saidity and Ass ~y HManagewent

raldity management  for banks requires that funds aiwaye be available to
iigaticns promprly

rds regquired i=s
genevally provided by payments cor lcans, sale of leans, liguidation of sssets
liakbilivwes. Orne method banks utilize
gh the e ol "brokered
depceits"  (defined ta include oot only  deposits sugh deposit
broksrs, but also degosita bearing 5 prinns aver
rat rateal, typically actracti large rtificates cf deposic at high
2rest  rates., The Bank, however, Thas oot acoepted and does net anticipate
aconpriag *hr

pated Sepanit withdrawals and maturing financias
ir terms. The kbalance ol

Dy A
and fully in aocordance  with

and —he acguis:tion of additional
el Tlabilacs

for acguiring  addit is thros

T in excess of 75

=ared deposita" ino the future.
To meet 1
ts in ooher kanrs, federal funds sold, and avai

December 1:, 2645, the Bank's  ligquidity ratie wag 38%, def!

idzty mneeds, the Bank malptains a poertion of its funds in caeh

Zeposl »le-foz-sale securities.

s of ned as the sum
of 58,7 Llion Fid . %40,%17 miliion in available. for.sale
irities at fair wailue, and $9%.3%7 million in cask and die Zrom banks and
bearing deposits at the Federxai HEeme loan Bank, a2z a percentage of

fg of Cesember 31, 3004, the Sark's  1igud Tio was 2%%, defined

qum of 57,974 miilison in federal funds scld,  $38.423 miliion in

availabie-for-zale securities at fair value, and %7.132 miliion in cash and due
trom banks and interedt Learing Jdeposits at the Federal Home Bank, as &
percentage ot depozita.

The careful piarning of as=es ard liabilirty maturities aad che matching of
interest razes o oorreapond with this maturicy matching s an integral parc of

3 rhe extant maturities of

the active management of an fnstitubion's net yield,

da st wmatch in a changing interegt rate enviro
affected. HEvon with parfec
risks remain in the form af propayment of assecs,
in agsets and liabilities that have varying sensiti
rates and pasis risk., In its overali atu vtch assets and
Too asoownt rates and maturivies to be offered In
variable rate Lnmang. The Hank
g 1lrtevest ratog by
g interest rate Icana

nk, net
v  matched vepricing of azsets and
: Tags oin
ities tao

asnets and
vields
liaks

a5, ¥anagement lLakss ir
ime deposics and by offerd
anie Lo conbrol lts exposu

et lon witn
generally bes
maictaicing  shorter-term  inovestments and offerving
ts abt relatively short maturities.

and a majarity of its time deposi

torelh che  interegt  rate  sSensitivicy of o Raok- g

ard nterest-sensitive liapiiities as of December 33,

The table Low
CEEMELL Ve AREBRLE A
4504 and @009, asing the irterest rate sensitivity gap ratic.  Yor che
table, an  asser  or  liabiiity ls  cons:dered
ced or matures

purpcses  cof  the followi
sersitive  within a gpecified period when it man be  ropoic

rate-

1 its contractual terms.

TNTZREST RATZ SENSITIVITY
xllavs in rhousands)

Decembier
Jue Within e in
Thres Threa to
Months Twelve Mcnths

Rate sensi

Rate sensili
XROW den

cRits § 1,877 -

Savings deposins 40,632

Time deposz 5,539 5 31.5C2
Se ties scld under agraements Lo
repurchass 2,311

Toval 559,32

leoexean rato sensl

Jumulative gap 5 i76

Lue After One

. 2005

Year ro Fiwve

Tears

Tue Alter
Fi

Wt

Yoars

iak
241

oo

oLl

[FTRNT, )




Cumulative gap ratic Lo torgl assets 0% Tl 13% LB%

51 RATE IWiTY
iCoilars n thouaatuds

December 31, 2G04

M Due Afver Qre e AlTter
Thrae Threse oo Twalve Fiva
Menhhs months Tosrs WEars Tbal
Rare asensinive assens
Yederval funds seld and overniaght
depooits 5 9,476 -
Investhnent securibies Z, 021 $ 3,50 230,03 5 F,3CE
Ttal loans 431,324 1
Toral 5 55,3234

Rate sencitive liabiiities

NOW deposiza 3 1,456 - 527,082 5 28,518
Savings depcoita S5C,. 447 - : 24,141 73,788
Time depozits 13,913 5 olA, 100 G14,327 4T, W40
T ns Bold under agreements to
repurchaze 2,138 - - - 2, 1ER
Federal Home Lean Pank advances 2,000 - - - 2,000

Tt al

Interest rate gensitivity gap i 34,375

At ive gap

gap ratio o

e g Due After One e After
cEoTo Twel Year Lo Five Five
Months Yeays ¥rara Total
Fate sensitive ggsebs
Federal funds seld and overnight
deposits % B,B65 . - .
Invesktwent SsAcurities 3,150 5 11,1cC3o 5i4,514 % B,235%
Total Loans 36,6748 5,944 29,0%3 EJ, 964
Total 3 17,086 541,607 69, 193

Rate senciziwve liabilities

NOW deposits 3 L, i8¢ - $2e,21% 5 27,531
SZavings deposing 44,555 . T,k 75,578
; W sitg 14,5548 £ 21,41 214,614 4,351
Securi r5 aoid under agreements to
reparchase 2,934 - - - 2,9%a
Federal Home Leoan Bank sdwances - - - -
Tolal s 1,487 5031, 514,614 TP R

fncerest race sersitivitly Jap S014,8535] 5 {4,295 3 OZA,010

Jumulat ive ossp

Cumislative gap ratio to toctal assecs 2% fli:% G¥ 0%
Since ereat  varge ohanges be ot alfest all  categories  of aszets and

liakilities equally or simultanesus a cumylative gap analysis aione cannot be
Loed to evaluate the Rank's intaragt v osensivivity posicion. To supp 2t
Loral gap asalysiz,  the Bank performs simelation meodeling no eatimatse Lhe

Lorad




potenzia’ eiffacos of changimg  interest raktes. g vrocess allows the Bank to

sxplore complex  relatl AROO] Yepricing azssts and liakilitiss cver time

in various interest rabe sivironments.

The Bank's emitive (Jommittce mests al least  quavterly Lo osorivor Lhe
Hank s ipvestments, ligquidity necds and overses (L5 asset-liabilwty wanagemant .
ings of the Executive Cemmittes, Management oversees the Hank's

JTapltal Reserve

Tne Federal Depoais Inauran Corp Azl of 1531
(PEQICTAM defines  specific cag Lodartwegories  Dased upon ac inaTltoetisnca
capirai  rvaties. The capital categeries, in declining order, are: {i: well
capiralined; [ adequately capi ired: undercapitaiizad; Tiv:
significantly undercapitalized; and (v oriticslly uadercapitalized. Under
FDICIA ard the FLIC's promphk  ccrrective action rules, the FDIC may take any one

At ion TR E e T

or more of the Zollowing actions  against an undercapitalized bank: rescrzzt
dividends arnd
acguisiticns, o
itoa nk is

regrrice  azs

2t Qrowth  and  prohibit nesw

af busziness w oul wrior FOIS approval.
¢ imed,  Lhe FOIC may also roguire the bank
Lo talas capital irterest rares a back may pay on deposits,  weguira a
rivdienon inoas restrict ary acnivibies chat might cause risk o o han,
require improved maAnsQemsn, prakibit  the & ptance of depesits  from
corresporndent  cankr and restrict  compensoaticn co any senlor executive cftficer.

When a banik beccmes  orilLically undercapital-zed, (i.e#., the ratiz of tangipie
gaaity Lo total  asse iz fqual to ov less than 2%, the FOIC musy withit %0
Aays theresalter, apps iver far tha bank or take suck accioe as Lhe

determinegs  wolid better achieve the purposes of the law. Even wnere suck o

T oa rec

the FDICT gensrally must appoint 8 receiver for a bank if the
ically  unide g the zalendar guarter beginning
the date on whia inicaliy undercapitalized.

pitalized du
whe bank hecame

"adeguarely capitalized," an instit
have a lewverage ratio of at least 4%, a Tier 1 capital e
o or at leact 4% and [otel Tier @ oand Tier 2 capital te risk-weighted ascets
leaszt B%. As of Leoomier 37, 200%, the most resent
T i iit Ingurance  Corporation cateqorized

capriatliz der Lhe reguliatory framework {or prompt corre 3
caregcorized a5 well capitalized, tke Bank wusk mainta:n minimam  total

—on must genevally
assets

inat ton from
Aank  asg ¥
ant

o

-zased, ier 1 risx-baged and Tier 1 leverage ralblos as forth in

There are no aohditions Managem=nt belioves

anged

a

Ar December 31,

i034 ard z0C3, <the Bank's caplital exceeded ail
minimum  reqgulatcry requiremsents and  the Bank  was  considered
capitalized” as defined in the regulations issved &y nhe FELO.

ke  rfwell

CARFITAL FRTICS

Roctiial Actual Actual
124317505 12s31/503

Toral capital ed assers: 3,56 131.27%
capital risk welchted s@setn) 2. 41k 12.02%
capibal average asgels: TL.ELY T.L1%

Irflazion

Thne impact of inflaticn ou a nancisl inscicvtion can differ sigrificantly

from tnat exsrted on otaer rpaniad,  Banks, as fivangsisl intar
mary d 8 and  lisbilities that may wove i concern with ief
inrarest reves apd value.  This is taily 1rue for  companies, such
Wwith a high percentage of interssn rato senst

woe impact of nflation if it oa

Nals]

Bk, ive asgsets ard liabijitie:

A banx can reduce manage its  iarerest rate

The Bars atbempts to  sorurtuze ilta mi " finarcial

ard macage  itd interest  rate sensitivity pesitlon ik order to
mize the poteptial  adverse  ef af fafiation ar

ay rarkelt forces on
ileg net inlterest :noome and thevefore 05 garncngs and oapital.

Micancial ~ngtituticns are also flaticon's impact  an

GorrdDEnCyY  eXpRNEes. During the

inberest  oxpenses,  siuch as salaries

i1

Kinimum
reaulatary
Reguirementy

Weli-

Capitalized




o ohag roma

period 1994 vhrough §00% inflan:
to oonbindods man the money supplt
£ Hank's iater

~d relativaly stakle, due primerd
1ty Loe Federal i

gqement ai
af  rite sSensitivity

at year-end

b tirs shory term trom rizi rates and adve
by falling inte L rates. As aucn, 3 ¥, Ti= manageme the
sUpDLly by Tne TFederal Reserve to contrcl cthe ¥ate of inflation may have an
impact en the earnings of the Bank. Alsc, a in intere rates may nave
a correcponding impact on Lhe abilicy of borrowers Lo repay leans wicn the Dank.
Sarbaned-Oxley dot ol 2002

The  3ank  hLas initianives in place 1o ansure complianog H 1
Sarkbares - Oxiey act of 200z, The rk nas an —ernal  CTomplilance Commicztes tnat
iz responsikle far the mon ing ot and covpiiance with al. fedevai

itiee of the

requlatizns. This commitbtes reports bo sthe hudit Tumpliance Com

Brard cf Direc

rs.

Fwalualion of Digclosure Jentrol Proocoadires

B

a;nd Ch Fivar Officer  hawvs

niup BFFY 1 7
Mlogure Ccontrals and procodurns as

The Bank's Chief
evaluatad the freeriveness of the Banx
of  Cecember 1L, 2305 and have concluded  zharn, az of that date. Thne Bank's

durea  were eiffsctive at 13 thar required
5 based on kthe

disclosure coaotrols and proo
informaticn wili ke disolosed on a timely basisz. This conel b3
above-referenced cificers’ evaluation of such contrels and procsdures within 30
days of the dare of this Form 10 KSH,

a1

Changes in leteynal Contraola

controls  over
affect

There were no  ogignif

finane:zal resporiing oY

Bank's inkesrnal

Thie
Ly conpendation plans.

Llewing tabhie gets forth the sesurities autnovized for lsgcance uvnder

Himher of

remair

ing availakble
for futures igeuance
under egquity
COMPENEATION PLAng
{exnluding

Tsgued upon Weighted avecas

exercise of exercise pr: aecuricies
outatanding opt long nutstanding spr s
(al ik ]

Agquicy conpensanion plans
approved by security

G3,404 24,34 25,303
2 1 i
Toeal 61,404 924,34 45,303

[CRAPHEIC CMIT

The Goard of Cirectors and Slockhicldera
Somnany, Voo,

The Simspury Bank & Trust

Simskury, Connes

¥We khave aud
Bank & Trust &

acuompanying  consciidated Datance  sheers of The mekury
pany, no. oand Subsidiary as of Droember 31, 200% and 14 and
Lhe related sonsollidated  statementsg af incone,  changes in stockholders' equity
and cash flows for the years then eoded. Thege congolidated firsncial dtavemsnts
are the veaponsikilicy of the Pank's  managemcnt..  Sar  razponsihilicy is
rarcial  statements  based aonoc

rinn  on these consclidarned

QXpreea an
avdirs.

e srandards of

We condacted cur audils in accordance with 12 Pubiic  Company

coe standards roguire Lthat we plan

T

Ahocounting Sversighl Hoard 10nined Stabsead



whether the
The Bank Ig
its internal

cbtain reasonable assurance about
atatements are
nor were we engaged to perform,
reporting. Our audit included

reparting as a basis for designing audit procedures thac

and perform  the audit to
consolidared financial
net regudired co have,

controcl over financial
control over finanoial

free of material misstacement.
ar audic of

ccrsideration of internal

are appragriate in the roumstances,  but not for the purpose of expressing an
cpinion on the effectiveness of the Bank's internal control over financial
reporting. Accordingly, we express no such cpinion. an audit inciudes exanmicing,
cn a et kasis, ewvidence supporting the ameunts &and discloguress in the
cocrgoiidated financial stazements, an audit  also  includes aggessing  the

accounting principles used aznd significant estimates made oy managemant, ag wail
as evaluating the overall ccnsolidated <finarcial statement presentatian, We
balieve that our audits provide 4 reasonakle basis fer our opirien.

firarcial statements referred to abcve present
fairly, ir all material vrespects, the conselidared finaneisl position of The
Simsbury Hank & Trust Company, Tnc. and Subsidiary ag of December 32, 2205 and
204 and thke consolidated rvesuits of thely aoperaticns and their pash flows for
the years then ended, in wirh acgounbing worinciples  generally
accepted in the Tnited States of America.

In our oplnicn, the consolidated
conformity

[SRAFHIZ CMITTED]
SHATSWELL, MacLIOD & COMPANY, P.C.

West Peabody, Massachusetcs
January 27, 2006, excepr for MNote 18,

a3 o which the date is Marck 2, 20C&
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THE SIMSBURY BANK & TRUST CCMPANY, INC. AND SUSSIDIAERY

Cecember 31, 2005 and 2004

ASEETS

Cagh and due from panka

Interest-cearing deposita with the Federal: Home Loan Bang
Money market rmutual Ifunds

Federal funds sald

Cash arnd cash eguivalents
Interest-bearing time deposit wita other hanx
Investmentsd i available-for-sale securities
Federal Home Loan dank stocok, at cost
Loang held-for-zale
loans, net of the alleowance far loan laosses 2F 31,719,532

and $1,701,%15 in 2004
Fremiges and egquipmant
Acorued interest receivabie
Hank owned life insurance
Tbher assets

fat fair wvalue)

i 2005

Toctal assetrs

LIA3ILITIES AND STOCKECQLOERS!

Cepcsita:
Woninterest-bearing
interest-hbearing

TOUITY

Totail depoaits
Federal Home Loan Bank adwvance
Securities so0ld under agreements Lo Yepurohase
Gther liabilities

Total liakiiities

Stacknolders' eguity:
Commen stock, no pay value; authorized 2,000,000
cutstanding 838,528 shares in 2005 and 829,831
Retarned earnings
Accurmiated other comprehensive loss

shares; issued and
sharea 1n 2004

Total stogkholders' egquity

5 9,349,045
4,234

SR, 464
6,767,272

16,183,015

40,431,140
363,600

145,805,714
1,006,357
783,488
2,681,367
1,877,943

S 36.074,540
155,041,240

181,115,680

Z,31z2.4832
740, 544

4,456,590
7,473,542
(554,634

5 5,117, 340
2,014,476
20,092
7,876,494
15,128,112
500, GO0
35,482,043
965,630

F4C, 000

141,229,413
563,558
724,807

2,836,178
1,28%,71s

5 30,486,332
15%, 645,351
183,132,283

2,060,500
2,137,224
579,072




Lianilities and staockhelders' equity

The acoompanying rotes are an integral  part of these consclidated

ETATETEDR

TEE SIWMEEURY BRNE & TRUST CGOMPANY, THC, AND SUBRSIDIARY

vears kEvded o vher 11, Z055 arnd 003

and dividend inoome:
est and fecs on loans

Interest on dekt securities:
Taxahle

Tax-exemnpt

ividenda

Jrher inberast

Toral interest and dividend income

Interest expense:

intenasn on depo 5
intorest on Fedoersl Home Loan Sank advancoes

Interest on seourities scld under agreements® oo Cepurchase

rreeEl oxponse

Net interest snd dividend income

Ercvisiorn for loan locsues

Het interesh and di

Nopintereat income:
Jervice charges on depos:t accounts
Trher services charges and [ess

Lnoon foans scld, net
Zraer incame

Total noninlersst incone

Moo ohom v EERTMETIES
Jalaries and employes benefits

Docupancy expense
pmernil expense
glonal Tres
and promotions

AdveThis

Forms and zupnlig
Carrespondent cnarges
Bostage

urs Tomg

B SsLITES

Total noainterest expense

Income betare
Tnoone Lag expengs

Lax mype

Met income

Earnings per common share

o share, assuming dilutbicn

The accompanying nobed are an lntegral part cof these  consel idated

Atatemsnts.,

Terd inoome afver provision for

Tnorease in cash surrender value of life icserance policies

LAl

53,565 276

1,273, 044
135,112

36,765

169,246
9,759,483

2

CONGL A0
23,778
11,599

4,148, 3538

AN B4
313,746

427,329
L2,

104,370
Lan
TET, 1

e
o
b

57,015R, 149

U181, T2
182,472
39,5660
1EE, 90

2, t6,515
582,675
222, iB3
154,931
215,589
124,127
15%,582

a5, 506
125,365




THE SIMSEURY [ANK & TRUST COMPANY, TINO. ANC SUASLDUARY

CONSCLICATED STATEMENTS CF CHANGES IN STCCHKHCLODERS' EQUITY

Avcumulated
Cther
Common Retained Camprehensive
Stock farnings Incame {Lesa) Tatal
Balance, IZecemher 33, 2003 %4,.C78,9CH 54,652, 9066 4 4,109 512,772,123
Comprenersive income:
Ret income 1,778,250
Nebt change in unrealized halding gain on
avallaple-for-gale securities, net of tax effect {239,366
Comprehensive income 1,53E,834
17,164 shares igsued cn astock options exercised 241,378 24%,178B
Cividends declared {$.36 per share) {297,128) {297,128
HBalance, December 21, 2504 B,32D,288 6,134 028 (199,087} 14,255,257
Comprekensive income:
Net income 1,673,677
Net change in unrealized holding leoss con
available-for-gale securities, net of tax effect (358,377
Comprehnengive income 1,318,19¢
4,695 shares issued on stock opticns exercised 129,441 129,481
Tax benefit for stcck cptians 6,923 G, 523
Cividends declared ($.40 per share! {334,163 (334,183}
Balance, Decempexr 31, 30405 %49, 456,630 57,473,542 SiGka €340 515,375,598

Reclasgification digclosure for the years ended December 31:

2004
Net unrealized holding losses on awvailable-for-sale securities -H';Eé;;:;é;;‘
Othey comprehengive 1088 pefore income tax effect _-_-;;;é:;;é;_
Income tax benefit 101,370
Other comprehensive lcas, net cf rax _—-;;;;;:é;é;“

EEL R

Accumulated other comprehensive loss as of Decemper 31, 2005 and 2004 copnsists
of net unrealized helding lecases con available-for-sale securities, net of taxes.

The accompany:nLyg notes are an integral part of cthese consolidated financial
statements.

3a

THE SIMSBURY BANK & TRUST CCOMPANY, INC. AND SUBSIDIARY

Yaare Ended Tecember 31, Z035 and ZC04

Cagh flows Irom coperating activities:
Net incove 5 1,871,877 5 1,778,250
Adjustments to recdoncile net income to net cash
provided by operating activities:



51,782
147,643)
25,050
40T, 240)
i

Amcrrizavion of

Change in deferr 1
? iaien for loan lossos

Decresse [lncreasci in

Gepreci andd amornization

‘2358 LN DLAEr azasbs il

renaid experoes
racezvsble

AgE in

se in

Cenreare in raxes receiwvatle

Incxeare in surrender value cf bank
ied Life insur: P, rEe [12G,022)
rncrease in " 2 ] Z,694
LhCrease Ln 123,165 A9, 086
nereage [(Gesrease) in intevest payabile 13,4862 11%,5.5)
Caeferred Lax benefin (34, 2na) B2l
Met cash provioded by cperating activities 2,237,080 L, 463, 475
Casgh [ilows from _nves g oAact lviblies;
Proceeds from maturities of interesk-bearing time
depozit with othar bank R ]
Inursase .n iokerast bearing time depos:t with other nank (SO0, O0C:
Furchases af ava.lakle -for =zale aecuric Loz (10,2 29 0159, 145, 744
Prooneds s maf.iricies of availakhie-for-sale sscurities r,308,242 17, L5
Lnan ariginations and principal ooliectians, aet 3,1.5,58% (1, 1%%, aze:
Loan plrohases 17,747,674} [B,9CE, 037}
Recoveries of previcusly charged off losns 44 Z1,148:
Capital experndituzes RlE, 609 (272,333
fremiunsg pald on life diesurance polioy {15,437 PR

men oash uzed i investing aonivities J7,l46,080

Cash tlows from tinancing activibies:
Meb Jdecgreasel lasroase i odemand deposits, NOW

and pavings scocunns 1%,239, LAR: 0,083,670
Wb increase in time deposits 17,222,5AR2 GE7, 152
Net charge in crt berm advances from

Yederal HBome Loan Barnik (2,009,000 2,305,000

rease idecrease! in socurities gsold undsr
Lo pepurchiase 125,008

Frocecds fram exercise of sztock opbions 123,481
Dividends paid

Het casn provided oy finanoing aulivilies

Net increase ir cash and cagh eguivalenta
Cash and cash squivalenl: 4t beginning of year

Cash and cagh agqivalents at end of year

Supplemental disciosures:

$1,675,437
e BCT, 000

Interest paid

coame Laxes paid

The avcompanying notes are an intogral  part of these cersolidared Tinano

stalemantd,

THE STM3BURY BANK & THUST (OMEANWY, MO, AND SURETDIARY

RIFTRE IO O

GTATEMENTS

Teara Ended Cecewmber and z4G34

nxz wairh

e Simsbury Bank & Trust Company, Ino. {Hank! R & state chartered oa
crparated  on April 23, 1892 and  Iis neadguartered i Simsbury,
Coonecticut, The Rank comnmenced operatizns on March 31, 1995 engaging
praruncipaliy in cthe puginess of altracting depcoits fyom the gensral public and
wnvesting thode deposits in securities,  residectial ard commeraial real eatate,
consumer and small busiress loans.

WaAs

MOTH 2 ACCOUNTTING PCLICIES

The accounting and repoerting policies of the Bank and it gubsidiary conform cao



accounctng  principies generaily accepted irn the Jnited States of America and
predominant practices within the kanking industry. The ceonsolidared financial
statements of the Banx were prepared using the accrual basis of aeccunting. The
significant accounting policies of the Bank are summarized below to asaist the
reader in kbetter urderstandirng the congelidated financial statements and other
data contained hereln.

T5E OF ESTIMATES:

The preparation of consclidated financial gtatements in confiornicy with
acgounting principles generally accepted in the United States of
Ameviza requires management to make estimates and assumptione  thac
atfect the reported amounts of assets and liakilities arnd disclecasure of
contingent  assets and liabilities at the date of the cocnsclidated
financial statements and the reported amounts of revenues and expenses
during the reporting perisd. Acrvual  results could differ frem those
egtimates.

BRZLS I8 PRESENTATICON:

The consclidaced financial statements include the accounts of the Bank
and its wholly-owned subsidiary, SBT Investment Services, Inc. SBT
Inrvestment Sexvices, Inc., waa estaklished sclely for the purpose of
providing investment products, financial advice and services to its
clients and the cemmunity., All significant lntervonpany ascounts and
trangactiona have beer eliminated in the congolidation.

CASE AND CRSH EDUIVALENTS.

For purposes of rerorting cash flews, cash and cash equivalents include
cash or. hand, ¢ash itema, due frem bankxs, Federal Home Loan Bank
intarest-pearing  demand and overnight depg3aits, woney marke:s mutual
fundes and federal funds acid.

Cash and due from bankz as of Cecember 31, 2005 and 2004 inciudes
51,812,000 and 51,904,000, respectively, which is subject to
withdrawals and ussge restricticns to satisfy the reserve reguirements
of the Federal Reserve Rank.

SECTORITIES:

Investments i dept securities are adjuated for amortization of

nremiuma and accretion of digcounts campubed 8o as tao approXimace  the
intereat mechad, Gaing or lesses on saleg of iavestment gecurities are
cmputed on a specific identification basia.

14

The Bank cliassifies debt and egquity securities into one of three
cateqories: held-to-maturity, available-far-gale, or trading. Theae
gecurity classifications may be moedified afrer acguisition only under
certain specified conditions. In general, securities may be claseified
as heid-tc-maturity only if the Barnk has the peosit:ve intent and
sbility to hold them to maturity. Trading securities are defined as
those bought and held principally for the purpese cof selling them in
the near term. AlL  oLhey ascurities must  bLe classified ag
availakble-for-sale.

-- deld-ro-maturity securities are meassured ar ameortized cost
in the consclidated kalance sheets. Unvealized holding gains
ard logsges ave not  included in sarnings,  or in a Separare
compenent of capital, They are merely discleosed in the notes
to thne conscl:dated financial scacementas.

-- Available-for-sale gecurities are carried at falr value on
the conscoiidated Dazance sheets. Unrealized holding gains
and osses are net  includad in earanings but are reported as
a net amoun:t [iess expected tax! in a separate componsant of
capital until realized.

-- Trading secuerities are ocarried ar fair wvalue on the
congolidated kalance sheets. Unrealized helding gains and
logaes for trading gsecurirties are included in earnings.

Declinea in the fair value of held-co-maturity and available-for-zale
securities pelow their cost that are deemed to be cther than rtemporary
are reflected in earninges as realized losses.

LOAMS HZLLC-FOR-SALE:

Loans held-for-sale in the secondary market are garvied at the lower of
cost or estimated fair value in the aggregate, Net unrealized logses
are provided for in a valuatien allowance by charges to cperations.
Interest income on mortgages helid-for-sale is accrued currentay and



classified as interest on lcanag.
LOANS -

Loars receivable <chat management has the intent ard apliity to hsold
urtil maturity or paycff, are repcrted at their ours+anding principal
ralances adjusted for amounts due to porrowers on unadvanced loanag, any
charge-alfs, the allowance Tor Iocan lozses and any deferred fees or
cofts on originated leans, of unamortized premiums or discounta cn
purchasged loana

interest on Loans is recognized on a simple interest hasis,

Loarf cr:ginat:on and commitment feea and certain direot origination
costs are deferred, and the aet amount amortized as an adjustment of

the reilated loan's yield. The Bank is amortizing these amcunts over the
contractua: :ife of the related ioans.

tegidential real sstate leans arye generally placed on nonascrual when
veaching 90 days past due cr in pracess of foregliosure. All ¢losed-end
consumer  loans 90 days or more past due and any  equity like in the
process of fcreclomure are placed on noraccrual  scatug.  Secured
consumer  loans are written down to realizakle wvalue and unsectred
sornsumer loans are charged-cff upen reacning 120 or 180 days past due
depending on the type of loan. Commerciai: real estace loana  and
commexrcial businesy loans and leases which are 90 days or more past due
are generally piaced on nonaccorual gtatus, unless secured by sufficient
cazh or otker aggets Immediately cohvertible to cagh, When a loan has
been placed on roracocrual status, previcialy acsrued and uncclleoted
interest i3 reversed against interest on loane. & loan can he yerurned
to accrual status when ccllectibility of principal is  reasanabkly
asgured and tne loan has perfcrmed for a pericd of rime, agererally six
months.
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Cash receipta of interest income on  impaired lgane are credited to
prineipal teo the extent necessary to eliminate doukt as te  the
callegctibitity af the net carrying ameunt of the loan, Some or all of
thke cash receipts of interveat income on impaired loans is recognized as
tnterest  iacome if the remaining net carrying  amount of the loan is
deemed *c ke fully collectible. When recognition of interest income on
an impaired loan cn a cash basis s appropriate, the amount of income
vhat is recognized is l:imited to that which would have been accried on
the nef carrvicg anount of bthe loan at the contractual interest rate.
ANy cagh  interest payments veceived n excess of the limit and not
applied to reduce the net carrying amount 2f the loan are recarded as
recoveries of charge-offs until the charge-offs are fully recocvered.

ALLOWANCE FOR LIAN LOSSES:

The allecwance for loan losses is establisned ag logses aye sstimated to
Lhave ccourred through a provisicn for loan lcsses charged to garnings.
Lean iosZsesy are charged against the allowance when management belisves
the uncollectibility of a loan balance L8 confirmed.  Subsequent
recoverzes, i1f any, are credited to the allawance.

The allowance Zfor lcan losses is  evaluated on a reguiax kasis by
management and is bagsed upon management's pericdic review af the
collectibility of the loans wn light of historical experience, the
nature and velume of the lecan parvycfoiia, adverse sicuvations that may
affect the borrower's akility to repay, estimated wvalue of aoy
underiying collateral and prevailing eccnomic corditiong. This
evaluation la inherently subjective as it requires estimates —hat axe
susceptible to significant revigion as more information Leccmes
availaple.

A lcan is considered zimpaired when, kased on curxrenc informacion and
events, it is probabie that the 3ank will be unabie to rcoliect the
geheduled payments of principal or interest when due according to the
connractyal  cterma of the loan  agreensnt., Factars ceonaidered by
management in determining impalrment include payment svatus, collaceral
value, and the grobabilivty of collecting secheduled prinecipal and
interest paymente when dus. Loans that experience insignificant payment
delays and payrment shortfalls generally are not classified as impaired.
Management determines the significance of payment delays and payment
shortfalls on & case-by-case baegis, taking inrc consideration all of
the circumstances suvraunding the loan and the borrower, including the
length of the delay, the reascns for the delay, =the borrower's pricr
payment record, and the awmount of the shortfall in relation tc the
crincipal and interest owed. Irmpairment :3 measured of a loan by loan
casie for commercial and constructicn loans gy either the present value
of expected Ffuture rash flows discounted at the loan's etffeactive
interest rate, the :oan's cbtainable marker price, or the fair walus of




the collaterals if the toan is collaceral dependent.

Large grcoups of smaller Ealance homogenecwes locans are collectively
evaluated for impairmernt. Accordingly, the Banx does not separately
identify individual corsumer and residential lecans for impairment
discliceures.

FPREMIEES ANC EQUIPWENT:

Fremises and eguipment are stated at  cost, lasgs acoumulated
depreciation and amoztization. {ogn and  relaced aliawancea far
depreciation and amersization of premisges and eguipment vetived ar
atherwise dreposed of are removed from the respective accounts with arny
gain ar less included in  income or expense. Cepreciacicn ard
amortizaTtion are calculated prirncipally on the straight-line method
over the estimated useful lives of the assets. Egtinated lives are 3 tc
20 years for furniture and egquipment. Leasehold improvements  are
amortized cwver the lesser of the life of the lease or the estimated
life ¢f the improvements,

FAIR VALUDRS OF #FINANCIAL INSTRIMENTS:

Statement of Financial Accounting Standards (SFAS) Ng.oo 107,
'"Cisclosures aboutr Fair Value of Financia: Instruments, " reguires that
thne Hanx disclose estimared fair wvalues for its financial instrumenta.
Fair value methods snd assumpticns uged by the Bank in estimaring its
fair value disclosures are as follows:

Cash and cash eguivalents: The carrying amounts reported 1nr the Dalance
sheers for cash and cash eguivalents approximate those assers' fair
valuges.
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Interest-bearing time depceit with bkank: The fair wvalue of the
intereat bearing time depositc with bhank is estimated using discounted
cash flow aralyses uging interest rates current.y keing offsred for
deposits wich siwmilar terms to investors.

Securities: Falr wvalues [or dgegurities  are based on guoted market
Frices, where avallapie, If guoted markeb prices ars not avaliabls,
fair walues are bkased on  guoted mar<et prices of camparacle
LREYIUMENTS

Loana held-for-sale: Fair values for loans held-for-sale are estimated
tased cn outstanding investor commcbments, or in the abzence of such
commitments, ave hased on current investor yield requirements,

Loans receivablie: For wvariable-rate loans that reprice fregquenciy and
with no #gignificant c¢hange in ¢redit  riask, fair values are based on
carrying wvaluss. The fair wvaluea for other loans are estimated by
disgounting the future sash flows, using interest rates currently keing
offered for lecans with similar terms tec beorrowers of similar credic
guality.

Aecrued interest  recelvabie; The farrving amount of accrued interest
veneivable appreximates ita fair value.

Deposit liabilities: The fair values disclosed for demand depeosits,
regular savings, HNOW accounts, and money market accounts are equal o
the amcunt payable on demand at the reporting date {i.e., their
garrying arountal . Falir wvalues for certificates of dJdepasit  are

estirated using a discourted cash £low calculation that applies
interest rates currently being offered on cerrificates to a achedule of
aggregated expected monthly maturities on time depoaits.

Federal Home Loan 2ank Advances: Fa:r values for Federal Rome Loan Bank
advances are estimated using a discourted cash flow  technique that
appliea interxest rates currently being cffered con  advancea Lo a
schedule cf aggregated expectsd monthly maturities sn Federal Home Loan
Eank advances.

Feagaricies g2oid under agreemsnta o repurchase: The carryying amounts cof
segurities aoid under agreements to repurchase appyoximate their fair
walues,

Off-kalance sheer instruments: The fair wvalue of commitmencs to
originate loars i[9 estimated using cthe fees currenktly charged to enter
simiiar agreements, taking inte account the remaining terms of che
agreements and the pregent creditworthiness of the counterparties. For
fixed-rate loan commitmenta and the unadvanced portion of loans, fair
value aissc cougiders the difference between curyrent levels of interest
rates and the committed rates. The fair value of lerters cf credit is
hased on fees currently charged £or simiiar agreements or con the
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al: eariciea subject o it na later than the end of the firat reporting
perviod ernding after December 15, 2004. However, Ericr —o the regquired
applicaticn cof FIN 46, aa revised, the Bank skall apply FIN 48 or FIN
46 (2] to tnose entities that are considered to be special -purpose
encities as of the end of the first fiscal year or irterim pericd
ending after December 15, 2002, The adepticn of this interpretation did
rnot fnave a material effect oo the Bank'e consolidated financial
statemeants,

42

In Cecember 20031, +the BAmerican Ingritute of Cercified Pukblic
hocountants (“RICEAY) issued A&tatement of Positicn 03-3 {"SOP 03-3)
*Accounting for Certain Loans cr Debt  Securities &cguired in a
Tranafer." S0P C3-31 requires loans acquired through a transfer, such as
a buainess combination, where there are differencea in expected cash
flows and concractual cash  Elows due ia part o credir guallty be
recegnized ar their fair walue, The excegs of contractua: cagh flows
ovey expected c¢ash flows :s not ta be reccgnized as an adiustment of

yield, lcsa  accrual, or wvaluatign allowance. Valuation allowances
cannot pe created neor  “carr:ed over" in the initia: accoune:ing for
lcans acquired in a transfer con leans sukject tc SFARS 114, ‘“Accounting

by Crediteres for Impairment of a Loan." This SCP is effective for loana
acquired in fiscal years beginning afrer December :5, 2004, with early
adoption encguraged. The adeption of 5CP 03-3 Ald not have a material
impace on the Bank's financial positieon ar resuilts of cperatieons.

Ir December 2004, the FASBE issued SFAS No. 1231 ireviged 2004},

"Share-Bafed Paymant" ({"SFAS 123R"}. This Statemeat revises FLSHE
Statement No. 123, ‘“Ascounting for Stock Based Ccompensation'  and
aupersedes APR Opinion Mo, 2B, "accounting  for Stock Igsued to

Employess, " and ice related implementation guidaace. SPFAS 123R regquires
that the coBt resuiting from all share-based payment <ransactions be
recognized in the coasclidated financial statements. It estaklishes
fair value as the measuramen: objective in accocunting for share-based
paymant ayrangements and reguives all entities to apply a falr-value
kased measurament method  in ageounting for share-hased Paymenz
transactions withk employees except  for equity inatrumernts hneld by
emplcyes share ownerahip plans. This Statement is effective fcr the
Sank as cf the beginning of the first annual reporting period that
beging after December 15, 2205, The Bank expects 2006 results to
include approximately $108,45% of additional pre-cax gSompensation
expense as a result of the adoption of SFAS 123R. Future compensation
expense wWill be impacted by wvarious factors, including the number of
awarda granted and their related fair wvalue at the date of grant.

SNVESTMENTS W AVAILABRLE-FOR-SALE ZECURITIES

Debt and eguity Securities have been classified in the consclidated balance

sheets

socording to management'ds  intent. The amortized cost of securities and

thely approximate fair valuea are ag fellows as of [December 31:

Groes
Rmortized Unrealized
Cost Gains
Cecember 31, 2005:
Debt segurivies issued by the U3, Tyeasury
and other U.3. government Corporafions
and agencies 2:17,B26,063 =
Obligaticons of states and municipalities 4,589,594 189,025
Corperate debt securitles 475,500
Mortgage-kacked gecurities 15, B46, 575 20, 856
V.8, government agenciea perpetualfcailabie
preferred stocks Z,000,C00
Marketable equiry securities 58,464
41,198,056 209, 881
Money warket muzualil funds included in cash
ard cash eguivalents {58,464
Tota. available-for-zale securities 441,133,632 5 Z0%,8EBL
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Gross
unreaiized
Losses

5 346,668
31,955
16,037

378,903

344,730

$1,118.373

Fair
Value

517,479, 395
5,147,064
458,303
15,490,529

1,455,250
58,454

43,282,604

[58,454)




Grosg drassz
Unreaiized Unreaiized
Gains Losses

tasued by the U5, Treasury

and other U.5, govs sratliang

and saencles £14, Y34, 757 5 18,925 5 $14.486,806

of gkaieg 4,339, 767} FUR, BAL B0807 4,635,431

rave debb securi 975, a0G0 8L B, G.2 366, 589

: =-haoked secur 3 16,739,405 e, a9 137,641 LB, T, 043
ULE wernment aygenciesn perpetual/calliable

preferred stocks 2,000,000 477,200 L,RES, 0G0

Marketahie eguity securitiss 20,092 20,022

I\, B2E, 5397 407, 366 id,502, 941

Money market mutaal fTunds L ded i ocash

and vash eguivalentsz LEO, DRI

Trral avai‘ablile-for-sale negurities 538, 482,843

The scheduled maturitises of debt  zecurities wore as folliows as of December 31,

Falir

Value
T Une year 4N, 4za, 28%
Trags after one year thrsagh ve years 15,457,232
Due a*rer five years through ten yesrs 1,349,437
Due in more than —en vy 250,408

Mortgage-backed secuy

400,524

228,575,8%0

re were no salea of available foo-sale gesurities during 2005 and 2094,

tThere wote no osegurities of issuers whose aggregate vanrying amcount exceeded 0%
af mraockholders' equity as of Zecember 31, 2005.

ha of Decewber 31, 2405 ard 904, the toual  carrying  amourts of  ascurities
piedoged far securities sclZ under agreements bo repurchase and public deposits

wag $3,704,Fl: and 6,650,734, respectively.

The aggrecate ir walue and unrealized iosges of gecurities that have haeen in &
tivunug  unreallized loss positicn fory less than twelve months and for twalwve
and are not cther than temporarily iwpa.red, are as follcows as

Less than 12 Manthg 12 MonrThse or lLongsrs Total
Fair Unrealized Fair [Inreatizead Fair L7end
value Losses Walue LoEaes value LOSEesR
Lebt securities Zssusdd Ly Lhe 0,45,
Treasury and cther U.d. goverpmoent
and ajencies 5 or,7a4,7av 3121, 480 5, uT0, 608 5225, L&A 516,475, 39% & 144, £n8
srvates and municipaiities 1,404,554 11,257 N, 1368 20,638 T,an4,739 EER
seEquvities 458,401 1E. 037 458, 503 , 097
Mortgage-oacked mequribies Fol4ah,427 TE%, 086 ‘ L84, 255 14,874,522 533
LI 3. government agencies
perpetualicallaple praforroed stocka 144,700 1,555,250 114,754

ToTaL temporarily impaired zecurities

Hank management o

LnvestmenTs with oan anrea i1,
2035 =c ke only te

alred becasde the dmgairnent 9 due to Lhe
CLITENT LLberest rabe vt factors.  &As management hag
the abilily o nold debt i1 mateyity, cr *aox the foresceakle
future 3 f oiaszified 2s available-tor-azale, 6o deg¢lines are desmed tc £e cther
Lhan Lemporary.

(b § rocmenT, ALYl ney T

aeouritics 1
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Loany consigted of the foilowing ags of December 31:

Commercial, financial and agricultural
Feal esatate - congrnrvuctbion and land development

Heal pgcate - residential
Eeal estate - commercial
Muricipal
Jonsumer

Allawance for lcan losaes
Deferred Cogts, nec

Net loana

Changes in the ailowance for loan
December 31:

Ralarce at beginning of yegar

logses were as foliows for the years ended

Recoveries of lcans previously charged cff

Charae cffs
Ercvigion for loan losses

Halance at end of year

The follswing tanle geca forth infovmation regarding acnaccrual  loans and

acoyuing foans 20 days or more overdue ag cof Decemher 31

Teral nenacerual loans

Acoryuing lgans which are 3C days or rore cverdus

Information about Igans that meet the definition of an impaired loan in S5FAS No.

124 is ag follows as cf December 21:

3005 2004
$ 11,385,701 5 14,088,724
3,037,438 £,954,394
35,458,618 37,645, B46
16,101,173 11,196, Baz
387,153 1,014,703
11,360,572 11,880,397
147,350,655 142, 751,146
{1,719,533; 11,701,918}
174,616 180,164
5145, 808,738 $141,229,418
2605 2004
51,701, %15 5 1,669,873
94 21,181
(12,4761 (14,4399
i, oo 25,000
& 1,701,915

Recorded
Investmen:
In Impaired
Loang

Lcans for which there is a related allowance

for credit losses

5 32,443

Leans for which there is no velated allowance

for credit losses

Totals

Average rececrded investment in Impaired loans during the

year ended December 31

0
] a2 a4l
5 5,483

Related amount of interest iccome recognized

Relatad
Allocwance

For Credit

s

ncasaes

1,244

Recordead
Irvestmant
In Impaired
Loansz

Related

Allowance

Far Credic

Logses

5 a
0

3 o



durirg the time, in the yzar ended
Cecember 31, that the Loans were impaired

Tohkai recognized g 0

Amount recognized uweing a cash-pasis methaod of
acoount ing ] bl

a5

RCTE 5 - PREMISES AND EQUIRMENT

The following is a summary of premises and eguipment as of December 31:

2005 2G04
Leagehald improvements g £66,102 B 377,676
Furniture and egquipment 1,863,479 1,545,431
1,923,167
Recumalated depreciation and anortizavion [1,353,543;

NOTE & - CDEPOSITSE

The aggregate amount of cime deposit  accounta :n Jenominations of $19C, 0800 or
more as of December i1, 2005 arnd 2004 wag 521,493,496 and S14,343.181,
reapectively,

ror time deposits as of Cecember 31, 2705, the scheduled maturities for years
anded december 31 are:

2006 547,342,908
07 10,226,370
ZU08 2,115,514
009 1,539,116
2519 1,33%,216

Total $62,563, 128

NCTE 7 - SECURITIEE S0LLD UHNDER AGREEMENTS TO REPFURCHASE

Securities go0ld undery agreements to repurchagse oconsist of funds borrowed from
ciECcmers on a short-term basis secured oy porticns of the Bank's investment
porcfoiio. The securities which were sold have been accounted for not as gales
put a8 borrowings. The securities consisred cof debt securities issued hy the
7.8, Treasury and other J.5. gavernmnent corperations  and agencies. The
gecurities were held in safeXeeping by the Federal Home Loan Bank of Boston and
Morgan Stanley, under the conrrol cf the Bank. The purchasers have aoresd to
sell to the Bank substant:zally iderntical securities at the maturity of the
agreements. The agreements mature generaily within three menths from date of
issue,

NOTE 8 - INCCME TAX EXPENGSE

The comgonents af income tax expense are ag fellows for the ye=ars ended December
11

2008 2004
Current;
Fedaral 57G8,211 5728,2384
Lraze 166,115 136,032
675,346 924,314
Deferred:
Federal (26,738 (14, TAZ}
TaTe 14,1%0) {5,500,
[34,908)

Total income fax expense 4345,318
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The reascna for rthe diifersnces between the stacutory {federal inceme tax rate
and the effestive tax rates are summarized as  follows for the years ended

Cevember 1i:

Faderal income tax ac StATiTory race
Tncrease (decrease) in tax resulting from:
Tax- exempt ingome
QOther
State tax, net of federal tax benefit

Effecrive tax rates

The 3ark had gregs deferved tax assets and gross deferred tax lisbilibiesa as

follows as of December 3i:

Ceferred tax assets:

Allowance for Ican loszes

Deferred compensation

Jthexr

Net unrealized holding icss on available-for-sale securities

Greas daeferred tax assets
Deferved tax _:apilities:
Cepreciacion{Z08,503}
Ceferred locan ccata/fees

Grasy deferred tax liabilities

mer deferred tax asset

Ag of December 31, 2005, the Sank had no operating loss  carryovers for inoowne
tax purposeas.

WOTE 9 - COMMITMENTS AKCD CONTINGENT LIABILITIES

As of Cecember 21, 2005 the Bank was obligated wunder non-cancelable gperating
leages for tank premises and eguipment expiring between April 2006 and June
2G16. The tatai minimum  rental due in future gpericds under cthese existing
agreements i1z as follows as of Decempber 31, 2006:

2006 & 434,018
2697 4G5, 014
2008 402,014
2008 404,516
2630 405,257
Thersafter 1,117,956

Total 5 3,387,395

Total rertal expense amounted to $408,361 and 3$288,C16 for the years ended
December 31, Z0GS and 20C4, respectively.

NOTE 149 FINANCIAL THMESTRUMENTS

The Bank is5 party to fimancial inetruments with off-baiance sheet risk in the
normal courgse of business to meet the financing needs of its  fustomars. Thase

financial instruments include commitments to coriginate loans, unadvanced funds
o loans and standby letters of credit. The iastruments invoive, <o varying
degrees, elements of eredit risk in excess of the amount recognized in che

palance sheets. The contract amounts af those instruments reflect the extent of

% of

$ 528,352
173,658
17,379
353,858
L,075,238

(:A1,564)
(6B, 014}
(276,517)

$516,867

153,639



irnvelverent the Bank has in particular classes cf financ:al instrumentg
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The Bank's expogure to cred:t lass ie the event of nonperformance by bthe cther
party to the fimancial iastrument <or lcan coomitments is8 represented by the
contractual amounts of theose fastruments. The Banx vaes the gane credit policies
in making commitmencts and conditional okligations as it daes for on-balance
sheet instruments.

Cetmitments  bte originate  loans are  agreements to lend to a customer provided
thnere g no violatich of any cendivicn estaklished in the contract. Commizments
genertalily have fixed expiration dates cor other termiration clauses and may
requrre paymert of a fee, Since many of the commitments are expectad bLo expire
without peing drawn uaper, the total commitment amounts do not  pecessarily
represent future cash requiremenca. The HBark evaluates each customer's
ateral gbtained, if

ereditworthiness on a case-oy-case basis. The amount af c

deemed necessary by the Banx upon extensicn of credit, 15 rcased on management'g
credit evaluation of the Yworrower., Collateral held wvaries, kEut may include
geoured interests in mortgages, ascounts receivaple, inventory, property, plant

and equipmens and lnecme-producing propertles.

Srandpy letters of credit are condic:ional commicments  igsued by the Bank to
guarantee the performance by a Customery Lo a *d party. The credit risk
rnvolved 1n issuing ietters of credit :s essentiaily the same ag that involved
in extending loan facilities to customerz. As of December 31, 2G4% che maximum
poterntial amount of the Bank's ckligation was $3%68,262 for financial and standby
tetbers of credic., There were no lecters of gredit as of Degember 1i, Z00C4. The
Zank's outgtanding letters of credit gererally bave a term of leas than cne
year. If a :etter of credit is drawn upon, the Sark may seex regourse  through
the customer's underlying line cf credir. If the customer-s line of credi: la
alsc in default, the Bank may take possgession of the collaceral, i1if any,
securing the line of credit.

The estimated fair waluea of the Bank's financial ingtrumencs, all of which are
held or issued for purposes other than trading, are as follaws ag of Cecember
31:

2008
Carrying Fair
Amcunt Value
Financial assets:

Zasn and cash egqaivalents § 16,183,015 5 IB,183,018
Interesat-bearing time deposit wirh other bank
Available-for-sale secur:ities 40,231, 140 40,231,140
Federal Home Loan Bank stock G65, 600 265,600
Lcane held-for-zale
woans, nat 145,805,738 143,769,000
Accrued intarent regeivanie F93, 488 793,438

Financial liabilities:
Depcaits 191,115,680 191,117,362
Federal Home Loan Hank advance
Securities =cld undey agreements tao
repurchase 2,3.2,832 A.0512,832

The carrying amcunts of  financial  instruments shown in the above takle are
included in the caonsoiidated kalance gheets under the indicated capticns.
Accounting policies related to financial instruments are described in Note 2.
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Moticnal amouatrs of financial instrument liabilicies with off-balance-sheet
credit risk are as follows a3 of Cecember 31

2005 2004
Commitments to originate loans S 1,54%, 500 % 4.565,6G0
Standby lekbters of credit 158,262
Unadvanced porticna of lcans:
Zommercial real eatate 5,270,221 4,432,023
Commercial lines of credic 6,654,353 4,655,239
Eegidentiai real estate 266,265
Consumer B76,3891 772,948

Home egquity 20,315,648 15,711,178

2004

sarrying rair

Bmount Value
4§ 15,138,112 $ 15,128,312
RGO, 909 H090,008
38,482,849 36,483,249
985,600 965,600
TAL, 000 746,687
141,229,419 144,345,000
724,807 T24,807
63,332,283 183,134,920
2,000,000 2,000,060
2,187,824 2,187,824



There i8 no material difference between the netional amounts and the egtimaced
fair values of the apove off-balance gneet liahilicies.

NOTE 1: - RELATED PARTY TRANRBACTIONS

Certain directors and executive officers of the Bank and companies in which they
have aignificant ownership interest were customars cof the Bank during 2205,
Total loang to such persong and cthelr comparieg amounted ¢ 52,647,136 as cof
December 11, 2045. During the year ended December 31, 2205 principal payments
totaled $1,:16,66€ and advances amzunted to $1,467, %26,

Yeposits from relaced parties held by the Bark as of Jecember 31, 2005 and 2004
amounted to $i,761,463 zand 31,635,257, reapectively.

Durirg 2095 and 2004, the Bank paid $65,C8% and 559,970, respectively, for rent
and related expense of the Bank's Sranby branch office to a company of which a
Pank director ia a principal. The rent expense for the Granby branch included in
Note 3 amcunted Lo $45,385 in ZC03 and $44, 935 in 2004,

Curxzrg 2005, the Hark paid %228,148 in conscructicen costs and related Teeg for
the Bank's Cantcn branch ocffice to a company of which a2 bark directer isg a
principal. This amount is Included irn 2905 capital expenditures.

Curing 2005 and 2004, a direcror of the Bank waa pald 35,283 and %0
respecrtively for legal services.

MOTE 12 - SIONIFICANT CROUP CONCENTRATICNS CF CREDIT RISK

Megt of the Bank's buginesa activity ig wlbll customers located within the state.
There are no concentracions of credit to herrowers Lhat have gimilar economic
characteristica. The majarity cf the Bank's loan partfolic ‘s comprised of loans
cocliateralized by real estate located in the State of Cconnecticut.

NZTE 13 - REGULATCEY MATTERS

The Bank is subject te various regulatory capital requirements adminigtered by
tne federal banking agencies. Failure o meet minimem capital reguirements can
initiate certazin mandatery and possibly additiconal discreticonary acticns by
regulatars  that, 1f undertaken, <ould have a direct marerial effsot on the
Bank's cengolidated financial statements. Urdey capital adeguacy guldelines and
the regulatcry Eramework for gprempt corrective action, the Bank must meet
specific capital guidelires that invelwe guantitative measures af che Bank's
apdgets, liaskilities and certain off-balance-sheet items as calculated under
regquiatary accounting practices. The Bank's capiral amounts and classificarioen
are also stbiect to gualitative judgments by the regulatoxs apout  componsents,
risk weigktings and otner factors.
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Quantitarive measures established by regulation to ensure capital adegquacy
require the Bank to mailntain minimum amounts and ratios (get forth Iin the table
pelow! of toeal and Tier 1 capital (as defined in the regulations) te risk
weighted asgets i(as defined}, and of Tier 1 capital {ze defined) tc average
agsets {as defined). Management believes, as of December 31, 20C8, that the Bank
meets all capital adeguacy requirements tc which it is sukjecrt.

As of Cecemper 31, 2005, the most recent notification from the Federal Depeosit
Insurarce Corporation categerized the Bank as well rgapitalized urnder the
reguiatory framework for prompe corrective action. To be categorized as well
capitaiized the Eank must maintain minimum fobtal risk-based, Tier . rigk-bhased
and Tier 1 leverage rabice as det forth in the table. There are no conditions or
events since that noetification that management believes hnave changed the
instituticn’s category.

The Bark's actual capital amounts and raticg are also presented in the fahle:

ror Capital

Acotual Rdequagcy Purpoage

Tz 3e HWell

Capitalized Under
Frompt Correctiwve
Acticn Provislions



Mallar amcunta in thousands

Az of December 31, 2Z005:

Total Zapital {tc Risk Weighted Assertrs) 517,183 13 . 6a% 5140, 046

Tier 1 Capital (to Risk Weighted Assets} 15,67% 12,41 5,023

Tier 1 Capital (to Average Assets) 15,579 7.61 3,188
Az of December 3:, 2004¢-

Total Tapital (te Risk Weighted Aasets) 15,433 13.27 3,301

Tier L Capital (to Rig¥ Weighted Asagets! 13,977 12.02 4,650

Tier 1 Capitai ita Average Azseta) 13,977 7.11 7. A65

NOTE 14 - EMFLOYEE BEREFITS

The Bank sponscrs a 401(k} savings and recirement plan. EBunployess who were 21
vears of age and employed on the plan's effective date were immediarely eligible
to parcigipace in the plan. Other employees whg have attalned age 21 are
eligihle for memiership on the first day of the montn foilowing completion of 99
days of service.

The provisions of the 401ik) plan allow eligible employees to contribute subject
to IRS limitatlona. The Bank's matching contributien egualed S0 cents per dellar
contriputed by the parricipant up to €% of the participant's annual salary. The
Banx's expense under this plan wag $4%9,20% 1o 2009% and $44,220 in 2004,

The Bank entered into emgployment agreementa  (the “Agreementa") with the
Executive Officers of the Bank. The Agreements provide for severance henefits
upor  termination following a change in sentrol as defired in the agreements in
amounts egual te cash ocompensaticn as defined in the agreements and fringe
benefita that the Executivels] would have received if the Executive(s; would
rave continued weorking for an additicnal five vears.

ROTE 15 - STCCK OPTICH PLAN

The Simgkury Bank & Trust Company, Iac., 1938 Stock Plan ("Plan®) providee for
the granting of optiens to purchage shares of common gtock or the granting of
shares of restricted stock up to an aggregate amount of 142,000 ghares af comman
atock of the Bank, Options granted under the Plan may be either Incentive Stock
Optiens ("I508") within the mesaning of Secticn 422 of the Internal Revenue Code
ot non-gualified options which do not quaiify as IS0 ("NZOs"). XNo restricted
srnox  awards or stoock  options  may be granted undey cthe Plan afver March 17,
2008 .
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The exercise price for shares sovered by an ISD may not ke less than 120% of the
fair market value af common stock on the dare of grant., The exercise price for
shares covered by an NG0 may not ke less than 50% of the falr wmarket wvalue of
common stock at the date of grant. Al opticrg must explire no later than ten
yvears from the date of grant. The Plan also provides the Board with authority ta
make grants that will provide thar osprions will become exercisable and
restricted awards will beccome fully vested upon a change in contrel of the 3anx.

In accordance with the Pian each neon-employee  divector 18 granted a NQO ta
purchase 1,030 shares cof commoa stocck at the fair marketr walue of the common
stoek on the grant date. These options will become  exercisable ia two egual
ingtailmencs peginning on the flrst anniversary of the date of grant.

Tre fair value of =ach optica granted in 2005 and 20C4 waa estimated con the date
cf grant using the Black-3cheies option-pricing model with the {ollowing
weighted-average assumprions: dividend yield of 1.50% in 2605 and 1.20% in 2004,
expected volatility of 14.6% in 2005 and 18.8% in 2004, risk-free interest rate
cf 4.4%% in 2205 and 4.25% in 2004, ard an expected 1life of 10 years in 2005 and
it yeara in 2004.

A summary of the status of the Bank's stock oprtion plan as cf Decerber 31 and
changes during the years ending oo that date is presented below:

Weighted-Average

Sharesa Exercise Price
Qukstanding at beginning of year 30, 8498 15,77
Granted 21,000 3L.50
Exercised [B, 595 14 .89

Forfeited

Jurstandlng at end of year 63,204 24,34

=4,
=4,
=4,

Ll i ]

=8.0
ad
»d .0

51%.853
1,535
10,238

11,626
£,97a
3,832

=20,

»E.0

=5,

=10
1
=5

Shares

55,369
13,131
(27, 164)

{43 ™

Weighrted-Average
Exercise Price




Cpliong exercisable at vear-end 14,764 17.76 15,382 15.09
WweighTted-average faix walue of
aptiong granted during the year 8. 60 511,858

The following takle summarizes information about fixed stock options outstanding
as of Tecerber 3, 2005

Opticng Jutstanding and Zxercisable

Weighrted-Average -
Humher Remaining Humber
Exercise Price Qutstarding Contractual Life sxercigable Exercise Price
473,625 21,916 .4 years 21,451€ 411,628
15.65 2,622 £.2 years 2,623 15.65
16.2% 5,433 5.3 years 5,435 16.25
33.2% 2,825 2.5 yearsa 275 33.23
i4 T 1,314 d.3 years 433 34.33
315,08 5,250 2.8 yeary 1,750 35.00
A6 .55 1,543 4.3 years &, 828 36.5%
31.5C 21,904 16,9 years
&1, 204 t.7 years 14,764
e semmmezoxas
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NGTE 16 - EARNINGS PER SHARE [ERGH

Fevenciliacion of the puwerators and the denominators of the basgic and dilured
per share computatisng for net income are as followg:

Inccme Shares Per-5hare
[Numerator: [Dencminator) Amcunt
Year ended Cecember 31, 2005
Basic EP3
Met income 51,673,677 235,079 42.00
Effect of dilurive gecurities, optians 18,276
Diluted EPS
Ner incom 51,673,677 353,355 51.96

Year ended Decembey 31, 240G4

Basic EPS
Net income 51,774,250 BA1,013 3z
Effect of dilative securities, optiond 27,760

Daluted BEES
Het income 51,778,250 A48, 773 3z,

NOTE 17 - RECLASSIFICATION

Certain amounts in the prior year nave been reclassified to oe consistent with
the current year’s gracement presentation,

NGTE 18 - HOLDING COMPRNY REQRGANIZATION

On March 2, 2006, the Bank reorganized into a holding ceompany struacture. Rs a
resuit, the Banx became a wholly-owned subsidiary of SBT Bancorp, Inc. {the
"Company”! and each outstanding share of common stoex of the 3ank was converted
irto the right ta receiwe one sharye of the common  stoek, ne par value, of the
Campany. The Jompany wil: Degin to file veports with the Securities and Exchange
Commission and will be supervised by the Board of Gaovernoras of the Federal
Regerve SBystem.

52

.17



Cata

Sharencldex

The Bank cvmpleted its organ:zation and began operaticns on Mareh 31, 1395,
The Bank 8 commen gtock was issved at & price of 510.CG0 per share. The stock of
che Bank's parent comparny, 5SBT Sancorn, Ianc. ., whlck was formed on March 3, 2008,
ig currently lisred on the OTC Bulletin Board !Symbol: “SETB") . At Dacember 31,
20G%, rtThere were #38.5:8 aghares of the fank's common stock  outstanding  and
approximately 1,100 shareholiers of recovd. 3t December 31, 2004, there were
429,832 shares gutstanding and appraximate:y 1,222 ghareholders of yecord, Since
cocmpleticn of the Eank's crganizatiecn there has beer a limited market fcr ira
The follcwing table sets forth tke nigh and low bid informatiecn for the
pericd indicated.

shares,

Year Inded Tear Snded

Decerhber 3%, 209% December 31, 2004
Eigh Low High Low
First Quarter 534.50 s32.90 438 .90 536 .54
Second Guarter 334.00 331.99 S38.9C 5311.30
Thzrd Quarter £33.00 %30.55 534,50 S3c. 7o
Fourth Quarter 233.592 %30.1% 537,25 533.15

The abeove guataticng reflect inter-dealer prices, without retail marx-up,
rark-down or commission, and may ot reflect actual transacticns.

Cividends

The Banx's
the Bocard

snarehclders
of Direcrors out cf

are entitled to dividends when and :f declared by
funds legally available therefore. Connecticut law
prohipits the Bank from paying cash dividends excepr from its net profits, which
are defined by state statutes. The Bank declared and paid cash dividends cf
£334,:63 during 2005, The Bank declared and paid cash dividends of $297,.128
during 2064,

Tne Bank did nct repurchase any of :kba securities
of 2045,

during the foureh guarter
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Section 2: EX-10.2 (EXHIBIT 10.2)

EXHIDIT 10.2

AMENCDED EMEPLOYMENT AGREEMERT

15 made and entered ir
0% by and hatween ClI'ne &
rgie ["Executbive") .

THIS AGRE
ot _Woverber
and Char.es

sz, effective as of vhe | 13th  day
Lury Bank & Trust Jompany ["Banz")

and Chief
Aaned

Wh vive ¥ion pre

Lerding ¢

Live kas Reen emplaoyed as Fxe
mhe Bank der an exiat

o
g Employment Agroem

ive desire to enter into T
rth:

FIEL

WHEREAS, Bang and
Agrooment (UAgrpesent ") onothe terms hervein ser §

is Aarmended Employment

B BFCRE, In consideraticn of the promises and the mitual aovenacts
herein contained, the warties nereto, intend-ng to e lecaliy Dound, do herenhy
matually covenant and agres agd [ollowss

i untind

iong. For purpcses of Agresment, the following Lerns shall

kave the folilowing meaninas:

fat  "Cauasme" shall mean;
113 #xecultive's conviction of, or plea of nols contendere Lo, a

felony or crime involving wmeral turpitvde;

{i1) Executive's commigsion of an ast of persocal dishonesty cr
Justiapy dubty, whether or pot involving perscrnal g

breach of ofit, in

cannection with kxecutiver s emplovment by 3ank oy any other crganizat:or of

public trusc,

L1l Ex

e ommiasion of an act which the Board of
Givertgorvs of Bank by a vote of at least two L dg 1273 of 4l of the Directors
shall have fourd to kave nvelwesd willful duct or gross aegligenoe on the
duct of nils dubkies ar public life or which causes

part cf Executive, in the o
matrerial embarrassment Lo the Zatk;

[iv! Habitual aksenteeisn, chionio alachalism or any other form
ecutive which prevents him from performing the
“nout reascnable accomm

of addiction on the part aof @

eosential functiors of hiis pomiticn with cor wi
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tal The expiracion of the Term as provided for in Paragraph 2.
in)  Teavmination of Executive's employment by Bank for "Causs.”

(i The wvoluntary fermiration of Executive's employment by Executive
sther than for "Good Reason.”

td)  The Digability of Executive. If this Agreement iz terminared by
veagon of tne Disability of the Exesutive, Bank shall give written necice to
chat effect to Executive in the manner previded in Paragraph 14 hers:in,

{e] The death of Executive

7. Fayment Upon Terminakion.

ta)  If Executive's smployrkent is terminated by #ank for “"Causme," as
defined ln Paragraph :ial, the ghiigatiors of Bark under tnis Agreement shall
ceasa and Executive anail forfeir all right to receive any compensation or other
berefirs under this Agreement except only salary and reimburssble expenses
acorued chrough ng dace of such termination.

th)  If Executive shall voluntarily zerminate his employment during
the Term cther than for "Good Reascn,” a6 defired in Paragraph lici, the
obligationg of Pank under this Agreement shail cease and Executive shall forfeit
a1l right cto receive any compensation or other benefits under this Agreement
except Cnly salary and reimbursable expenses accrued through the date of guch
rerminaticn

{c} If Executive's employment is terminated by veasgan of Disahility
or death, the apligations of Bank urnder this Agreement shail cease and Execubive
shail forfeic all right to receive any compensation or other benafirs under this
Agreement except only salary and reimbursable expenses accrued through the date
of such retirement.

(dl  1f Executive's empliloyment is terminated by Bank during the Term
for any reagon ciher than for "Cause," or "Disability," cr if Executive shall
woluntarily cerminate his employment duriag vhe Term for "Good Reagon,
Executive shall be entitled te receive, and Bank shall be obligaced to pay and
provide Executiwve, the folicwing amounts:

(i' The hage pal.ary cf Executive, at the rate in efferct
irmediately pricr o Executive's termination, for a pericd of iz months
folzowing terminaticn, from which akall be subiracted the amount, f any,
payabie rtc Executive under any then effective severance pay pian of Bank,
payable in accordance with noxmal payrell practices of Bank, or at Executive's
option the commured value (determined by disccunting all payments at a rate
egqual o the pond equivalent yield of the latest three-menth Treasury Biil
augtion) of such salary to be paid in caeh in & lJump sum in Che monbnh next
folliowing Executive's termination of employment and to be {reaced as a
supplemental wage payment under applicable Treasury Reguiations subject to
federal tax withholding at the flat percentage rate applicable thereto;

(ii; & paymeat egual to cne-half of the 2205 annual bonus
received by Executive;

(1ii)] To the extent that any form cf compeasation previously
granted ts Zxegut:ve, such aa, by way of example cnly, stonk option awarda,
zhall net be fully vested sr shall require additiecnal service as an employee at
the time of the :termination of Executive's employment, Executive shall ke
credited with additional service for such purpese through the end of the
six-month periad follewing Executive's bermination.

iiv) Juring the period cf eighteen months following Executive ' d
terminaticon af employment [(ocr such other pericd as shall be prescribed by the
then applicable COBRA law) (the ‘eontinuation pericd®), @xecutive shall continue
to receive such individual and/or fami:y health bensfits coverage as he was
receiving at the time of terminaticn of employment, with Bank and Executive
paying the same portion of the cogt of such coverage as existed ab the time of
Executive's Cermination, for so long during tne continuation periocd as Bxecutive
elects to gonbinue coverage and pays his portion sf the zeets of coverage.

{e] It Executive's employment is terminated by reason of retirement
at the end of the Term, Executive shkall be entitled to receive, and Bank shall
be abligated to pay toc and provide Executive, the following amounts:

(it The hase galary of Execut:ive, at the rate in effect
immediately prior o Executive's retirement thrcugh February 2B, 2007, payable
in aceordarce with normal payrolil practices of Bank; and



{til Dyring the ceriqd from Executive's retirement through March
i, 20c8, Executive shall cortinue to receiwve such individual and/or family
kealth benefits coverage as he was receiving at tke Sime of retiremsnt, with
Eank and Executive payirg the same portion of the cost of auchk covevage as
existed at the time of Zxecutive's refirement.

I8 Confidential Ianformati

n and Agreement Not to Compete.

fal Executive understands that in the course of his employmant by Banx,
Executive wWill receive or have access to confiderntial information cencevning the
buginess cr purposes of Bank, and which 8ank demires to protect. Such
confrdansial information shall te deemed to include, Dut rot be limited ta,
Bank'g cugstomer ists, loan lists ard information, and employee lists,
including, if known, personnel informaticn and data. Execubive agrees that he
will rot at any time diring the period ending cne year after trhe later cf (a}
the end of the Term and ‘bl the end of the period in which Execlutbive iz entitled
to receive any payments or bernefits under this Agreement, reveal To anyone
outgide Bank or wse for his own benefit any such informatior without speclfic
written authevization by Bank. Executive further agrees not to use any such
confidential information or trade secrets in competing with Hank ar any time
following terminaticn of employment with Bani.

in)  Bxecucive agrees that, if ke receives any zompensatien from Bank under
Paragraph !, he wiil not, for a pericd of three years folliowing the dare of hla
terminaticrn, perform any services or accept any remuneraticn of zompensaticn ae
an officer, director, employee, agent or cansultant with any depository or ocher
finanszlal institution which maintains any office inm the Farmington Valley of
Cannestigut,

{c)  In the ewvent that Executive's termination is the result of Executiwve‘s
retivement and payments are made Lo ExXecurcive under FParagraph Tied, Execurive
agrees o provide such reagsonakle agsigtance to the Bank as Bank may reguest
during the pericd chat sxecutive continues to receive paymenca under Paragraph
Tley i,

N No Obligation to Mitigate., 5c long asd Execubive =zhall not be in breach
of any provision of Paragraph 4, #xecutive shall bave no duty Lo mitigate
damages in the event of a termination and if ne volunzarily oktaing sther
employment (including self-employment), any compensation or profits received or
accrued, directly or indirectly, from such cther employment shall not reduce or
otherwise affect the cbligations of Bank to make payments hersunder.

19. Resignation., In the aveat that Executive's services hereunder are
terminated under any of the provisions of this Agreement (except by death),
Executive agrees that he will deliver his written resignaticn as an officer of
Sank., or ita subsidlaries and affiliates, to the Beard of Directcrs, such
resignaticn te become effective immediately ar, at the optien of the Board of
Divecters, on a later date as specified by the Board.

11. Insurance. Bank shall have the right at its cown cost and expense to
apply for and to secure in it8 ownd name, or stherwise, life, health or accident
ingurance or any or all of them covering Gxecutive, and Executive agrees to
sukbmit to the usual and customary medical examination and otherwise tLo fooperate
with Bank in coonectign with tkhe procurement of any suph insurance, and any
claima thereunder.

12, Releage, Upon Executive s termination, zs a condition of receiving
payments or benefics provided for in this Agreement, at the vequest of Bank,
Executive snall execute and deliwver for the benefit of Bank, and any subsidiary
or affjiijate of Bank, a general release in the form et forth in Atvachment A,
snd guch reieage zhall become effective in accordance with its terxrms. The
failure or refusal of Execttive 0 gign such a release or the vevecatlion of such
a release zhall cause the termination of any and all chligations of Bank to make
payments or provide benefits hereunder, and the forfeiture of the right of
Executive to receive any such payments and bernefits. Executive acknowiedges that
Bank ras adwvised him to congul: with an attcorney prior to signing this Agreement
and that he has had an opportunity to do s,

13. EBegulatcry Limitaticn. XNotwithetanding any gsther provisicn of this
Agreement, Bank shall not ke ckligated teo make, and Exeputive shail nave 1o
right to veceive, any payment, benefit or amount undey this Agreewent which
would wizlate any law, reguiation or regulatory crder applicable teo Bank at the
rime sucn payment, bkenefir or amount is due, inciuding, withour limitation,
Sectlon 1828(k) i3t of Title 12 of the United States Code and any regulation or
order thereunder of the Federal Depesit Insurance Corporation.

14. Motiges. All notices under this Agreement shall ke in writing and
shall be deemed effective when delivered in person to Executive or ta the
President cof the Bank, or if mailed, postage prepaid, registered or certified
mail, addressed, in the case of Executive, to hia last known address as rarried
on the personnel records of Bank, and, in the case of Bank, to the corporate
headquarters, attention of the President of the Bank, or ta such other addresa



as the party o ke notified rmay specify by notice to the other party. Sxecutive
hereby agrees fo give Banx neot less than sixty days' advance notice of his
irtended resignation or other terminaticn from 3ank, whether cor nct at the end
of the Texm,

15 . Suceedsord and Afsigrd. The rights and abligatiors of Bank undex thia
Agreement shall inure vo the henefit of and sha:l pe binding upcn the successors
and assigrs of Pank, includirg, witheour itimitation, any corporat:on, individuai
Qr cthar person or entity which may acguire al: cr substantially all of the
stock ar the assets and business of Bank, cor with or into which Bank may be
consolidated or merged or any surviving corporation in any merger invelving
Bank. All references in thia Agreement to Bank shall be deemed to include all
such secccesscrs and assignd.

16. Arbitration. Any dispute which tmay arise Setween the parties hereto
ghall be submitted o binding arbitravion in Hartford, Connecticutb in accordance
with the Ruleg of -he American Arbitration Asscciatien; provided that any such
drapute ghall firae bhe submicted to Bank's Board of Directors in an sffore o
resclve sugh dispure without resort to arbitration.

17, Severabilairy. If any of the terms or cvonditicns of this Agreement
shall be declared void or ubenforcgable by any court or adminigtrative kody of
competent jurigdictien, such term or sondivticn ghall pe deemed severable from
the vemainder of thig Agresment, and the other terms and conditicne of this
Agreewment gnall ccntinue =c be valid and enfcocroceable.

8. Amendment. Thig Agreement may be mod:fied or amended only by an
ingtrument in writing executed DY Lhe parties hereto.

19. Constyuctipn., This Agreement shall supergede and replace all prior
agreements and understandings between the parties herebo on the subiect matter
cavered hereby, other than the exigting Change-in-Zontrcl Agresment with
Executive, This Agreement shall be governsd and conscrued under the laws of the
Srate of CZonrecticut. Paragraph headings are for convenience anly and shall not
he congidered a part of the terms apnd provizions of the Agreement,

IN WITNESS WHERKEDQY, Bank has caused chis Agreement tc be execcted by a duly
authoarized officer, and Executive has hereunic get his hand, this _1sth  day of
_November , Z0C5.

Trhe Simsbury Bank & Trus: Company

Hy: f=/ Martin J. Qeitz
Martin J. Geitz
President arnd CRG

Executive /s/ Charies D. Forgie

charles o, Forgie

ATTACEMENT A

RELEASE

We advise you to consuit an attorney pefore vou sign this Release. You have
artil the dare which is aeven days after the Release is signed and returnsed o
The Simsbury fark & Trust Cempany (the "Banx") teo change your mind and rewvcke
Your Releage. Your Release shall not become effective cr enforceable until after
that date.

In consideraticn for the henefits provided under your Employment Agreement
with the Bank, and more gpecifically enumerated in xhikit 1 hereto, by your
gigrature below you agree to accept such henefits and net to make any c¢laims cf
ary ¥ind against tne Bank, its past and present and furture subsidiarxies,
divisions, subdiviaions, afiiliates and related companies or thelr successars
and agsigns cr any and all pas:, present and future directors, cfficers
fiduciaries or employees of any of the foregoing (all parties referred to in zhe
foregoing are hereinafter referved to as Lhe "Releasesa”] before any agenay,
court or other forum, and you agree bo releage the Releasees frem all claims,
koocwn or unknown, ariaing in any way from any actions taken by the Releasees up
o the date of tnis Release, inciuding, without limircing the foregoing, any
ciatm for wrongful discharge or breach of contract cr any claims arising under
the Age Digorimination in Employment Act of 13967, Ticle VII cf the Civil Rights



kot of 1964, the Bmericans with Disabil:ties Aev of 13930, the Employee
Eetirement Income Security Act of 1274, or any other federal, state or local
statute or regulation acd any claim for attorneys' fees, expenses or costs of
litigation, except that this Release is not intended, and shall not be
construed, tom (i) release the Bank from any vesved okligatione it may have under
ivg employee penasion berefit glans or {2} releage the Bank (or any insurance
carrier providing insurance coverade ta the RBank or ics officers and directors)
for any iademnificar:on or cther payment to which you may be entitled under the
Bank's Certificate of Ircorporation or Bylaws (or under any such ingurance) for
aptivities or actions occurring during your employment with the Bank,

THE PRECEDING PARACREPH MEANS THAT BY SIGNING THIS RELEASE YOU WILL HAVE
WAIVED ANY RIGHT YOU MAY HAVE TC BRINSG
A LAWSUIT CR MRKE ANY LEGAL CLAIM AGAINST THE RELERSEES BASED
ON ANY ACTIONS TAKEN BY THE RELEASEES UP T0O THE DATE OF THIS RELEASE.

By signing chie Release, you further agree as fzllows:

1. You have read this Release carefully and fully understand its terms;

2. You have had at ieaat twenty-cne days to scnsider the terms of the
Release;

3. You have seven davs from the date wou gign thiis Release bo revoke it

by written natificatiosn to the Bank. After cthis seven day period, this Release
ig final and bhinding and may nct be revcked:

4. You have heen advised to seek legal counsel and have had an
appcrtunity te do so;

5. You would not ctherwise be ent:tled to the benefits provided under
youy #mgloyment Agreement with the Bank had you not agreed to waive any right
vl have to bring a lawsuir or legal claim against the Releasees; and

a. Your agreement to the terma set forch above 1s wvoluntary.

Name:

Sigrnature: Cate

Received hy: Date

1.

2.

3.

4.

5.

avo .

NOTE: THIS EXHIB:IT 15 70 8E COMPLETET AT THE TIME OF TERMINATION TO REFLECT ALL
BEINEFITES AND BAYMENTE MADE UNDZR THE AGREEMENT.

Acknowledged and Agreed:
Tne Simspury 3anx & Truskt Company Executive

(Back To Top)
Section 3: EX-31.1 (EXHIBIT 31.1)



Exhipit 31.1

CERTIFICATION AS ADCETEDR FURZUANT TO
SECTION 352 OF THE SARBANES-OHLEY ACT QF 20C2

I, Martin J. Seicz, Chief Exegurave Cfficer cof 58T Banccrp, Inc. {the
"Campany") certify that:

i I have reviewed thie annual report on Form .0-KSB of the Company;

Z. Bazed on my knowiedge, this repert doesg ncb Contain any untrue
statement of a marerial fact or cmibt bEo state a material fact necegsary Lo make
the statemenrs made, ln light <f the circumstarces under whick such staterents
were made, not misleading with respect Lo the period covered by thim report;

3. Baged on my kerow:redge, t<he financial statements, and cother firaneial
laforration included in this report, fairly preasent in all wmaterial respects the
firancial corditieon, results of operations and cash Elows of che The Simgbury
EBanx & Trust Company, Inc. ithe "Banx"l+ as of, and [er, the pericds presented
in this report;

4. The Company's other zertifying cfficeria) and I are responsible feor
establiahirng and malnvaining disclosure gontrels and procedures (ag defined irn
Ex¢hange Act Rules 1la-i%(e: and 154-15ie!) fcor the Company f{and previously werse
raspongdihlie for establishing and maintaining such disclosure controls and
pracedures for the Bark), and have:

‘al Cesigned such diselssure zentrels and procedures, or caused such
diasclosure eonkrold and procedures Lo fe designed under ocur supervisicn, o
ensure thar material information relating to the Company or the Bank, aa
applivakle, ingiuding their ccneolidaced scbsidiaries, is made knewn rto us by
athers within those entities, particularly during the pericd in which thisas
report :s being prepared;

‘o)  Evaluated the effectivengss of -he disclosure controls and
procedurss of the Company cr the Bank, ag applicaple, arnd presented in thais
report cuy conciusions acour the effectiveness cof the disclosure conkrols and
progedures, as of the end of the pericd covered by this report hased on such
evaluarion; and

‘2] plagiosged in chig veport any change in the Bank®s internal
contral over financia: reporbing that ccourred during the fourth fiscal guarter
of Zank in the year ended December 31, 2005 that has nmaterially affecied, vr is
reasonably likely to materialiy affect, the internal control of the Bank or the
Company. as appiicable, over financial reporting: and

ER The Company 9 other certifying officeri{s} and I nave discliosed, based
an aur most racent evaluat:icn of internal cortrel owver financial reporting, to
the auditcrs of the Company or the Bank, as apoplicable, and the audit commitree
of the board of directora of the Company or the Bank, ag applicable (or pergons
performing the equivalent functionsi:

;a)l  ARli significant deficiencies and material weakneasea in the
dmsign or operaticn of internal controi over financial reporting which are
reasonably likely to adversely affect the akility of the Company cr the Bank, as
applicable, o record, pracess, gummarize and report financiail infermation: and

+ The Bank is a whally-owned subsldiary of the Comgany. In March Z00&, the
Company euceeeded To the registration of Bank pursuant te Rule 12g-3ia}l under
the ExXgchange AL,

{p)  Any fraud, whether or nct material, that iavelves managerment or
ather emp:oyees who have a significamt roie in the internal controi of the
Company or the Hank, as applicable, over financial reporting.

Martin J. Geitgz
Chief Executive 2fficer

Cate: March 24, 3006

{Back To Top)
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Exhibit 31.2

CERTIFICATION AS ADOPTED DURSUANT T
SECTICN 3102 OF THE SARBANES-CNLEY AT OF 2002

I, Aathaeny 7. Sigceglio, Chief Financial Officer cf 5BT Sancorp, Inc. (the
"Qompany"? certify thac:

1. I nave reviewed this annual report cn Form 13-KEB of the Company;

Z. Based on my kinowledge, thig report deea not contain any untrue
statement of a material fact or omit to state a material fact necessgary tco make
the statements made, in light 2f the circumgtances under which such statements
ware made, not misleading with regpecc o the pericd covered by this reportn;

3. Based on my knowledge, the financial atatements, and other firancial
information included in thia report, fairly present in all material respects the
firancial conditicon, resultas of operations and cash flews of the The Simabury
Sark & Trust Company, Inc. the "Bank"i+ as ¢f, and far, the periods presented
in this reportc;

4. The Company's other certifying officeri(s: and [ are responsible for
egtabliishing angd maintaining disclceure contrcls and procedures (as defined in
Exchange Act Rulea :3a-15(e] and 15d-157e!) fcr the Company 'and previously were
responsible for establishing ard maintaining such disclosure contrals and
procedures feor the Bank!, and have:

[a) Desigred guch disclosure controls and procedures, or caused such
disclosure gontrals and procedures toc be deasigned under our supervision, to
anaure that material information relating to tke Company or the Bank, as
applicable, including their consoliidated subsidiaries, is made known to us by
othera within thodge entitiesa, part:icularly during the period in which this
report is being nrepared;

{ibl  EBwvaluated the effectiveness of the discliosure controls and
praocedures of the Cempany or the Bank, as applicakle, and presented in this
report our cotclugions about the effectiveness of the disclosure controls and
procedures, as of the eand of the period covered by this report based on such
avaluation; anrd

gl Digelosed in this repcrt any shapnge in the Bank's internal
control over financial reporting that coourred during the fourth fiscal guarter
of Bank in the year ended December 31, 2005 that nas materialily affected, or 1e
reagonably likely to materially affect, the interral control of the Bank or the
Cempany, as applicable, over financial reporting; and

a5, The Company's other certifying officeris) and I have disclosed, kased
on cur moar recent evaluation of internal control cvey fipancial reporting, to
the auditcrs of the Cocmpany or the Bank, as applicable, and the audit committee
of the noard of directors of the Ccocmpany cr the Bank, as applicable (or persons
performing the eguivalent functions):

fa)  Ail significant deficiencies and material weaknesses it the
degign or aperation of internal controi over financial reporting which are
reagonaply likely to adversely affect the ability of the Company or the Bank, as
applicable, to record, process, summarize and report financial infermation: and

+ Tne Bank is a whclly-owned subsidiary of the Company. In March 2006, the
Company succeeded to the registratien of Bank pursuant to Ruie :2g9-3ial under
the Exchange Act.

(bt Any fraud, whether or not material, that invelves management or
cther employees whe have a significant role in the internal centrol of the
Company or the Bank, as applicable, aver firancial reporting.

/a/ Rathony F. Blseeglio, Ph.C.

Anthony F. Biaceglio, Ph.D.
Chief Financial Officer

Date: Mavch 34, 2908

{Back To Top}
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CERTIFICATICN AS ADDPTED PURSUANT TO
SECTTCH S0 OF THE SARBANES-TXLEY ACT OF ZI0Z

(1 gonrection with the Aorual Report of S85T Banoorp, Inc, ithe

Exhipit 32.:

"Conpany"!

on Form i0-#58 for the period ending Cecember 31, 2005, &8 filed with the

Securities and Exchange Commigsion on the date herscf, I, Martin J.

Geicz, tre

Cnief Executive Cfficer of the Company, pursuant to 18 U.§.2. Section 1350, as

adopted pursdant to Segtion %06 of the Sarkbanes-Oxley Act of 2502,
certify that:

nereby

(i)  The Report for the year ended Cecember 31, 20C5 fuily complies with
the regquirements of Secticn 13{al of the Securities Exchange Aot of 1934, as

amended; and

[ii}! The irnformaticn contained it the Report faivly presents,
material respecta, the financial condl
Simsbury Bank & Trust Zompany, lngc, (1)

/s Martin J. Geirz

Marcin J. Geizz
Chief Zxecutive Officer
Date: March 24, 230s

ir oaill

cn and resulcs of operations cof The

(1) The Simsbhury Bank & Trust Company, Inc. is a whelly-owned subsidiary of the
Compaltiy. n March 006, the Company succeeded to the registration of Bank

pursuant te Rule 12g-3ia) urnder the Zxchange Ach.

{Back To Top)

Section 6: EX-32.2 (EXHIBIT 32.2)

CERTIFICATION AS ARODTED PURSUANT TO
SECTION 506 OF THE SARBANES-CXLEY ACT OF 27202

In connection with the Anndal Report of 3BT Bancorp, Iing., (che

Exhikit 32.2

"ompany "t

on Form 13-KSE for the period ending Gecemkber 31, 2008, as fiied with the
Securities and Exchange Tommidsioan on the date hereof, I, Anthony F. Biaceglio,

the Chief Financial Sfficer of the Company, pursuant to 16 3.8.0C.

Section 1353,

a8 adcopred pursuart to Secticn 906 of the Sarbanes-Cxley Act of 2002, hereby

certify that:

(i1 The Report for the yeay ended Decemper 31, 2008 fully com

iies with

the requirements of Sectiecn 13({al of the Securities Exchange Act of 1934, as

amended; and

{ii} The information zontained 1o the Reporrt fairly presents,

in all

material r=specty, the financial condicicon and results of operatiors of The

Simshury Bank & Trust Compary, Inc. (2

/& Bnthony ¥. Biscegiia, ¥h.D,

anthecny F. Bisceglic, ?h.LD.

Chief Financial Officer
Date: March 24, Z0Ce

{2} Tke Simebury Bank & Trust Company. ine. ig a whally-cwned subsidiary of the
Campany. In March 2006, the Company sugceeded tc the registration of Bark

pursuant kto Rule 12g-3f{a) under the Exchange Act.
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Section 1: 10KSB (SBT BANCORP, INC. 10-KSB)

UNITED STATES
BECURITIES AND EXCRAENGE COMMISSICH
Washington, D.C. 20549
FORM 10-HSB

1X] ANNUAL REPORT TNLDER SECTICN 13 CR 15{d) OF THEZ SECURITIES
EXCHANGE ACT OF 1934

For the figgal year ended December 33, 2396
QR

{ 3 TRANSITION REPORT UNDER SECTICN 12 OR 15i{d) OF THE SECURITIES
EXTHANGE ACT OF 15934

For the trarsition period from _ Lo

Commission file number: £0CG-51832

SBT Bancorp, Inc.

{Mame of srall business issuer in its charter)

Connecticut 20-4346972
(State oy other Surisdiction of [I.R.5. Employer
Incorporation or organization) Identification No.)

7e] Hopmeadow Street,
P.O. Box 248,
Simabury, CT a6074

taddress of principal sxecutive offices) (Zip Code)

Issuer's telephone number, icciuding area code: (560} 498-5493

Securitiss registered under Sectiocnm 12{hy of the Exchange Act:

Wame of =ach exchangs
Title of each class Im which registered

Securities registered under Secticn 12ig} of the Exchange Act:

Title of each class

Check whether the issuer is not reguired to File reports pursuant ta
Section 13 or 15{d) of the Exchange Act. [ ]

Check whether the issuer (1} filed all reports reguired to be filed by
Zection 13 or 15!d) of the Exchange Act during the past 12 menths (or for asuch
ahorter pericd that the registrarnt was required to file such reports), and (2)
nag been subidect to such filing reguirements for the past 30 days. Yes [X]

Wo [ ]



Check if there iz ne digclosure of delinguent fllers in response to Ttem
0% of RAegulaticn 5-8 gontaired in thig form, and no disclosure will he
contained, tc the kest of registrant's knowledge, in definicive proxy or
information atatements incorporated by reference in Part TII of this Form 10-KSB
or any amendment to chia Porm 19-KSB X

‘ndicate by check mark whether the registrant is a shelil company (as
defined 1in Rule 12h72 of the Exchange Act). Yes [ | ¥Wao [X]

The issuer's reverues, which include interest income and otfer incowe, for
irg fiscal year ended December 31, 2006, wWere 512,251,859

ha of February 15, 2007, the agyregate market walue of the outsrtanding
commoll eguikty 1€ the registrant held by non-affiliates, hased upon the averuge
of the bid and ask prices for such stock on that date, wag approximately
§22,659,.698.

Tnere were 848,242 ghares of Common Stock, no par walue outstanding on
Fehruary 15, 2037,

Transitional gmall businesa diaclosures format i(check cnel: [ |¥es [X] No

LOCUMENTS INCORPCRATED BY REFERENCE

Poxtions of the SBT Bancorp, Inc. definitive PFroxy Statement for the 2007
Ennual Meeting of Sharsheclders to be held May 8, 2007 {the "Prvoxy 3tacement"} to
be filed with the Securities and Ixchange Commiesicon are inccrporated by
reference inteo Part III of rhis Form 1C0-KSB, and portions of the SBT Bancorp,
Inc. Annual Report to Sharseholders for the fiacal year ended December 31, 2C06
{khe "Annual Report'")} are incorporated by reference into Part IT of this Form
I0-K&B.
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ITEM 2. DESCTRIPTICHN CF BUSINTS3 -
General

SBT Bancorp, Inc., (the "Company"! is the holding comparny for The Simshury
Bank & Trust Compary, Ine. (the "Bank"]. The Company's only business is ita
invesktient in the Bank, which ia a cormunity orienred financia: insgtirution
providing a variety of barking and invesement servicas.

The Zimsbury Bark & Trust Company, Inc. was incorporated on April 28, 18%2
and cormenced operations as a Cenhecticut chartered hark on March 31, 1955, The
Bank's deposit accounts are insured under the Federal Deposit Insurance Act, up
to the maximum applicabie limits therecf., The Bank is not a member of the
Fedaral Reserve System. The Banx's main office and corporate offices are located
in the town of Zimskbury, Connecticut. The Bank has branch cffices in Awvon,
Hlsomtield, Cantorn and Granby, Connecticue., Simsbury has a population over
23,0480, The aggregate popularion for the Banx's market area is 75,CGCC people and
is comprised of approximately 25,000 households. The towns of Avon and Granby
have had some of the most significant grewth in the Farmington Valley of
Connecticur owver the laat ten yeara. The Hank's custowmer base ccnsists primarily
cf individual congumers and smatl businesses in the Farmington Valley. The Bank
hag gver 20,200 deposlE atcounts.

The Bark algo has seven ATMs; two are lecated at its main office ireluding
a drive-through ATM, two are logated at its Bloomfield office and one at sach of
the other branch offices. The ATMs generate activity fees based upon utilizarion
by other banks' custopers.

The Bark offers a full range of commercial banking sgervices, including
maxing commercial loans, term real @state loans, <onstruction loans, EBA loans
and varicus rypes of consumer loans; aceepting  checking, savings, and time
depeoaite; NOW, Super NOW and money wmarxet deposit accounts; and providing
travalers' cheecks, safe deposit and other coustomary nen-deposit  banking
services. The Bank does not have a trust department. The Bank offers investoent
oroducts to customers through SHT TInvestment Services, Inc., a waolly-owned
subaidiary of the Bank, and through its affiliacvion with the securities
broxer/dealer Infinex Firancial Services.

As of December 31, 2906, approximately 75% of the Bank's loans were gecured
by residential property located in Connrecticut.

The deposit growth experienced during the Bank's first eleven vyears
continued during 2906, Deposits increased by $7.3 milliem {3.8%) in 2046,
campared to 8.0 miilion in growth during 2905, Total assets grew ko 3217
miliion, an increase of $7.5 million {(3.6%) over the $2C%.5 million at year-end
2005. The Bank's loan portfolio also grew, increasing by $9.7 million (6.6%) teo
end the year at $:57.2 miillion. The Bank's lean-to-deposit ratiec, an impertant
determinant of net interest income increased to 75% at year-end 2006, compared
to 77% atbt year-end 2095,

Net dincome of §714,%33 (50.9% per common sharer for the year ending
Cecember 33, 2006 was a 57% decrease from the net income of  $1,673,677 (%2.00
per common share) reported for the year ended December 31, 2005, Thisg decrease
was primarily due to the expenses iacurred for the opening of the new branches
in Canton and Bloonfield and expenses related to the formation of the holding
company and to rvegulatory requirements of the Sarbanes-Oxley Act.

3acking ie a business rhat depends on rvate differentiala. In general, the
difference betwean the intevest rate paild by the Bank on its depesits and its
cther horrowings and the interest vate received by the Bank on loans extended to
ies custorera and securities held in the Bank's portfolio comprise the majeor
poertion of the Bark's earnings. These rates are highly sensirive to many factors
that are beyord the control of the Bank. Accordingly, the earnings and growth of
the Banxk are subject to the influence of domeatic and foreign economic
conditicons, including inflation, recession and unemployment.



The commercial bkanking business is not cnly affected by general economic
conditicns but is alse influenced by the monetary and flacal policies of the
federal goverrment and the policies of regalatery agenciea, pareicularly rhe
Federal Reserve Hoard. The Federal Resegrve Egard impiements rational monecary
policies (with objegrives such as curbing inflaticn and combating recessions) by
its open-market operaticons in United States Government securities, by adiusting
the reguired leval of reserves for financial institutions subject to its reserve
requirements and by warying tne discount ratea appiicable to borrowings by
depesitory inatirtutions. The actions of rthne Federal Regerve H3pard in these areas
influence the growth of banx lsans, inveatments and depoasits and also affect
interest rares charged orn locans and paid on depesits.  The nature and impact of
any future changes in monetarsy policles cannot be predicted.

Marzet Ares

The towna of Simsbury, Granby ard Aven, which comprize the Bank's primary
marker, are located in Northwestern Conrecticut, west of the Covuneceicut River
near che nortiera  corner of Hartford, AXL three rowns are situated near
Interstate Routes 91 and B4, Bradley International Alrpert is witnin ten miles
of Simsbury, Granby and Avon and provides a convenient alternative to road
aystens for passengers Qr cargo.

The road network from each ¢f the towns included in the Banx'a secondary
market of Barkhamsted, Bleoomfield, Canton, Fast Granby and New Hartford, leads
through Simsbury, Granby or Aven. Residents of these communiries, rherefore, may
travel near the Bank'a officea ard may find it convenient to bank rthere.

Saged on the moat current information awvaiilable, the Bank's primary znd
secondary markers have a median househeld income of 573,673, This Ievel places
che owverall market approximately 16% abeve the wmedian income of all
Connecticut's households. Compared to the ration as a whole, the median income
irn the Hank's primary and secondary markets iz approximately 75% greater than
the median income for a3 U.8. nouseholds. By themselves, the towns of Simshury
ard Avon had median household incomez of over 583,428, placing them 96% over the
median  income for the W. 2. and almest 53% gver the median  income of all
households ia Connectircut.

2dicational atrainment in the Bank's primary and secondary marketa ia
gimilarly high, Fifty-zeven percent of the residents aged twenty-five and over
in ehe eight towrs are zollege graduates. Tn Simshury, Granby and Zwvon, this
figure averazges 3%,

Employees

At Decermber 31, 2306, the Bank employed a total of 66 people, 59 full-time
employees and 7 part-time emwployees. The Bank's employees are not represented hy
any union or other collective bargaining agreement and the Bank believes its
employes relaticns are satisfactory.

Competition

The banking and financial services business in Connecticut generally, and
in the Bank's marxet areas apecifically, ia highly competitive. The increasingiy
competitive environment is a result primarily of charges in regulation, changes
in technolocgy and product delivery ayatems, and the accelerating pace of
conaclidation  among financial aervices providers. The Back cempetes for leans
and deposits and custemers for financial services with other commercial banks,
savings and loan associations, securities and brokerage companies, mortgage
companies, insurance companies, finance compaties, money market fundas, credit
uniensz anrd other ronbank financial service providers. Many of these competitors
are much arger 1n total assets and capitalization, =nave greater access to
capiral marxeta and offer a broader array of financial services than the Bank.
In arder bte compete with the other ficancial services providers, the Bank
principally relies upon local promotional  activities, persanal  relatisnshipa
estabiished by officers, directors and employees with its custcmers, and
specialized services taillored ko meet its customers’ needs. In those instances
where the Bank is unable to accomnmodate a customer's needs, the Bank will geek
te have those services provided by its correspondents.

The Bank's primary and secondary warkets have a rnucker of banking
irsrirutions which offer a variety of financial products. The types of
institutions range from large =zaticnwide banks to warious institutiena of
smaller size. Other than the Bank, no bank is headguartered in the Bank's
primary market area. Simsbury is served by seven depository instirutiens with a
total of seven offices. OFf these institutiona, there are three commercia? banks,
twoe savings bkanks and two credit unicna. Avon is  served by ren depository
irgritutions with thirteen offices. Cf rchese inatitutisns, there are three



comzercial banks, five savings panks and two credit unions. Sranky is served by
five depository institations wicth the same nunker of offices. Two of these
ingkbiturions are commercial banks and three ave gavings hanks., Canton is serwved
by six depository ingtitutions with seven offices. Four of these institutions
are comrercisl banks and two are savinga banks. The total eight-town area of the
Aazk's primazy and secondary markets ia served by fourteen instvirutions.

Az of June 30, 2006, by deposit asccount market share, the top three banks
in Zimshuvy ave Simzbury Bank & Trust Company {30%), Bank of Emerica {29%), and
Webster Bank (13%;. The torm three bhanks i1 Avon are People's Banx (1%%), Bank of
America (15%!, and Webster Sark {13%). In Granby, the top three bans are Bank
of  Aterica  {28%), Windscr Federal Savings And Loan Assoclarion  (25%) and
Zimsbury Bank & Trust Company (23%). In Canton, the top three banks are
Collinsville Savings Society (45%), Webster Bank (25%) and Bank of America
(21%}. In Bloomfield, the top thres banks are Wachovia Bank (32%), Webster Bank
(27%) and Bank of Awmerica [24%). In £he Bark's primary market (Simsbuxy, Srathy,
Avon and  Canton!), the top 2 banks are Bank of America with 23% of the market,
Webster Ranxk with 16% and Thne Simghury Bank apd Trust Company with 15%. In the
total eight -town area of the Sank's primary and secondary markets, the top three
kankxs are Bank ot Amevica with 24% of the market, Wekster Bank with 217% and The
Simsbury Bank & Trust Company wita 11i%.

The present bank rsqulatcory dchete iz undergoing  significant change, both
as it affects the banking industry itself and as it affects ocompetition between
banks and norn-hanking f£inancial institutions. There Hasz been a significant
regulatery ochange in the bank merger and acqguisiticn area, in the products and

services banks can offer, and in the non-banking activities in which bank
heiding comparies wmay engage. Under the Gramm-Leach-Rliley Act enacted by
Cangress on  November 12, 195%%, hanks and bank hoelding companies may now

affiiiate with insurance and securities companies. 7Tn part as a result of these
changes, banks are new actively competing with ather types of non-depository
ingrituticns, such as money market funds., brokerags firms, insurance companies
and other financial service snterprises.

Moregwver, certain legislation and reguilatory proposals rhat could affece
the Bank and the bankirng industry 1in general are pending or may be iatreduced
hefore the Tnited dtates Jongress, the Connecticut General Assembly and wvarious
governmental agencles. These propogals inceiude measures that may further alter
the stricture, regulation and competitive relarienship of financial iastituticns
anrd that =ay subject the Bank to increased reguelation, disclosure and reporting
regquiremenes. Iz additicn, the wvaricus banking rvegulatory agencies freguently
propose  ruleas and  regulaticons to  implement and enforce alrsady existing
regquiation. Xt cannot ke predicted whether or in what form any legislation or
reguiations wi he enacted or che extent ro which the business of the Bank will
be affected thereby.

Suparyision and Regulation

Baniks and bBank holding companiesa  are extensively reguliated under both
federal and skate law, Set forth beiow i a summary description of certain laws
which relate to the regulation of rhe 8ank and the Company. The description does
not purport be be complete  and ia gualified in irs entirery by reference to the
applivable laws and regulations.

The Bank, as a Connecticur state-chartered bank, is subject to supervision,
pericdic examination and regulakion by the Connecricut Commissioner of Banking
{the "Commissfioner”) and the Federal Deposit Insurance forporation (the "PDICY) .
If, as a re=zult of an examination of a bank, the FDIC shovld determine that the
firarcial condition, capital rescurces, asset gquality, sarnings prospects,
maragement, ligquidity c¢r other aspects of the bank's aperations are
unsatisfactory oy tihat the back or its management is violating ov has viclated
any law or regulation, various remedies ave available to the FITC. Such remedies
inglude the power to enjoin *'ungafe or unsound" practices, to  reguire
affirmative action to correct any conditions  resulting  from any wviglation or
practice, to issue an administrative order that can be Zudicially enforced, to
direct an iacrease in capital, €0 restrict the growth of the bank, bto assess
civil menetary pernalties, to rvemove officers and directors, and uvltimataly, o
rerminate a bank's deposit insuranca, which for a Connecrticut  state-chartered
hank would result in a reveocation of tie bank'as charter., The Commisgsioner has
matlty of the same -emedial powers.

Thne depesits ©f the Bank are irnsured by the FDIC in the manner and to the
extent provided by law, For this protection, the Hank is subject to a semiannual
statutory assessment. [(Ses "Premiums for Deposit Tosurance. ") Althougn the Bank
is not a member of the Federal Reserve System, 1t is newvertheless gubject to
certatn regulations of the Board of Governors of the Federal Reserve System.




Variovs reguirements and rearrigctiona under the laws of the State of
cornecticut and the Tnirved Staves affest the operations of the Bank. State and
federal statutes and rvegulaticna relate to marny aspecta of the Bank's
operationa, including reserves against deposits, interest rates pavabile on
deposirs, loans, investments, mergers and acguisitions, borrowinga, diwvidends,
ipcatiens  of branca offices and capital reguirements. Further, the Banx ia
reguired to maintain certain levels of capircai.

Capital Standards

The FOIC has adopted risk-kased capital guidelines to whigch FDIC-insured,
atare-chartered banksa that are not members of the Federal Reserve System, such
as the Bawk, are mubject. The guidelires establish a systematic arnalytical
Eramewcrx that makes regulatery capital requirements more s=ensitive re the
differences in riak profiles among banking organizations. Banks are reguired to
maintain minimum levels of capital based upon thelr total assets and total
"rigk-weighted assets." Por purposes of these requirements, capital is comprised
2f both Tier 1 and Tier 2 capital. Tier ! gapital consists prirarily of common
grock and retained earnings. Tier 2 capital consists primarily of loan loss
regerveas, subordinated debt, and convertible securities. In determining total
capital, the amount of Tier 2 capital may not exceed the amocunt of Tier &
capital. A bank'a total “risk-based assets" are determired by assigning the
bank's assets and osff-balance sheet items fe.g., fetters of oredit) to one of
four risk wcategories kased upen their relative credit risks. The greater the
risx associated with an asset, the greater the amount of such asset that will be
subiect to capital reguitements. Banks must zsatisfy the following thres minimum

capital standards: (1) Tier 1 capital in ar amecunt egual to between 4% and 5% of
totai assets (the "leverage vatie"); (2) Tier 1 capital in an amount egual to 4%
of risk-weighted assets; and {3) total Tier ! and Tier 2 capital in an amount

egual to 8% of risk- weighted assets.

The Federal! Deposit Insurance Corporaticn Improvement Act of 1391
{(*FDICIAY)  defines apecific capital categorias based upon an  inatitution's
capital ratices. The capital categories, in declining order, are: (i} well
capivalized; 1ii) adeguately capitacized; fiii) undercapiralized; tiv}

significantly undercapitalized; and (v} critically undercapitalized. Under
BDICYA and the FDIC'a prompt  correctbive action rules, the FDIC may taxe any one
or mere of the following actions against an  urndercapitaZized bank: restrict
dividends and management fees, reatrict asset growth and oprohibit new
acguigitions, new branches or new lines of business without prior FOIC approwal.
If a bank is significantly undercapiralized, the FDIC may also reguire the bank
to raise capital, restyict interest rates s bank may pay on deposits, regulire a
reduction in assets, restrict any ackivities that might cause risk ta the bank,
reguire improved management , prohibit  the acceptance of deposits from
correspondent bkarnks and restrict compernsation to any senior executive officer.
When a bank becomes critically undercapitalized, {i.e., tha ratio of tangihle
egquity to total assets is egual to or less than 2%}, the FLRIC must, within 20
daye thereafter, appeint a receiver for the bank or take such action as the FDIC
determines would better achieve the purpeses of the law, Bven where such other
action is taken, the FDIC generally mest appoint a receiver for a bank if the
bark remains critically undercapitalized during the calerndar guarter beginning
27¢ days after the date on which the barnk became critically undercapitalized.

To be considered "adequately capitalized," an institution must generalily
have a leverage ratio of at least 4%, a Tier 1 <apital to risk-weighted aseets
ratio of ar least 4% and total Tier 1 and Tier 2 capital to risk-weighted assete
ratio of at least BY. As of December 211, 2006 the mcst ryecent notificatien from
the FDRIC categorized the Bank as well capitalized under the regulatory framework
£ar prompt corrective action. To be categorized as well capitalized, the Banz
must maintain  minimum total risk-based, Tier I risk-based and Tier 1 leverage
ratios as set feorth in the table below. There are no conditicns that Managetrent
believes have changed the Bank's category.

7

The fellowing table presents the amgunta of regulatory capital and the
capital ratics for the Bank cempared to  its minlmsm  regulatory capital
requirements as of December ¥1, 2006 and 2005,

Necerber 31, 2005 Decemper 3%, 2005
Capital Capital
Minimum Minimuam
Ratio Requirement Ratio Regquirement
Leverage ratio................ 7.31% 4.00% 7.681% 4,00%
Tier I risk-based ratio....... 11.50% 4.00% 12.41% 4.00%

Total risk-based ratioc........ 12.75% g8.00% 13.66% 8.00%



Safety and Scundness Standards

Federal law requires each federa: barking agency to preacribe for
depcaitory institutions under its dJurisdiction standards relating to, among
cbher things: internal contreols; information systems and audit systems; laan
decurentation; credit underwriting; intereat rate risk exposure; azszet growth;
compengation; fees and benefits; and such other cperaticnal and managerial
standards as the agency deems appropriate. The federal banking agencies adopted
final regulations and Tnteragency CGuidelines Establishing Standards for 3Zafety
arnd Soundness (the "Suideliinegs”) to implement these aafety and aocundreas
standards. The Guidelines set forth the safety and soundness standards that the
T federa: backing agencies uae to identify and address problems at insured
depcository inscitutiona before capital becomes impaired. The Guidelines addreass
internal econtrols  and  information  systems;  internal  audit  system; credit
vnderwriting; lcan documentation; interest rate risk exposure; asset guality:;
earnings and corpensation; fees and benefivs, If the appropriate federal banking
agerncy determines that an institution fails to mweet any standard prescribed by
tne Guidelines, the agency may reguire the institukicn ko submit to the agency
an acceptable plan to achieve compliance with the standard set by the Federal
Jeposit Insurance Act, as amended. The final regulations establiah deadlines for
gubmissisn and review of such safety and socundness compliance plans.

The federal kanzing agenciea also have adopted final regulationz for real
estate lIending prescribing uniform guidelines for real estate lending. The
regulations reguire insured depogitory institutions to adopt written pelicies
establishing standards, consistent with such guidelirems, for extenosions of
eredit secured by real eatate. The policies must address  loan portfclic
management, uwnderwriting astandards and loan to value limits that do not exceed
the supervisory limits prescribed by the reguiations.

Appraisals for "real estate-related financial transactiona,* generally
trangactions with a wvalue of 3250,.900 or more, must be conducted, depending on
che wvalue of the transaction by either stakte certified or etate licenrsed
appralsers. State certifisd appraigers are reguired for: all tramsactiona with a
cransaction value of $1,.4C0,.000 or more; nonresidential transacticona valued at
$250,20C or more; arnd transacticons of S250,000 or more involving ‘“complex® 1-4
famiiy residential properkies. An appraisal or real estate "evaluarion' executed
by a state icensed appraiser is reguired for aii other federally =related
transacticns. Federally related transactions include the sale, leage, purchase,
investmenrt in, or exchange <f, real property or interests in real property, the
financirg or refinancing of real property, and the use of real pragerty o
interests in real property as security for a loan ar investment, including
martgage-backed securities.

Bremiums for Deposit Insurance

The FUDIC has implemented a risk-based assessment 3system, under which an
institution's deposit insurance premium assessment is hased on the oprobability
that the deposit insvrance fund will dineur a lozs with respect to the
institution, the ikely amount of any such lesa, and the revenue needs of the
deposit insuranece fund.

Under this risk-based agsessment system, banks are categorized intc one of
thres capital caktegories (well capitalized, adequately capitalized, and
undercapitalized) and one of three categories based on supervisory evaluatiecns
by its primary federal regulater (in the Bank's case, the FODIC). The three
supervisery categories are: financialiy sound with oniy a few minor weaknesses
{3rocup A, demonstrates weakneaseso that gould regult in significant
deteriorvation [(Group B)., and poses a substantial prebability of loss [Group €.
The c¢apital ratics used by the FDIC to define well-capitalized, adequately
capitaiieged and undercapitalized are the same in the FDIC's prompt  corrective
action regqulations. The Bans is currently considered a "Weil Capitalized Sroup
A" inatitution and, therefore, is not subject to any guarterly FDIC Bank
Irnsurance Fund ({"BIF"] or Savings Asgociarion Irsurance Fuzd ("SAIF™:
assessnents.  This could change in the Zuture based an the capitelization of the
BIF and SAIF. The Banx is, however, subiect to guarterly assessments by The
Financing Corporation ("FICC") vo service tae interest on its bond obligations.
The rate for this assesament iz determined gquarterly and is paid based on the
Bank's average deposits for a given quarter. The Bank paid 523.%%3 in FICOD
assessments during 2006.

Interatrate Banking and Branching
The Riegle-Xeal TInterstate Banking and Branching 2fficiency Act of 19594

["Riegie-Meal"} was enacted to ease restrictions on iaterstate hLankirg.
Effective September 25, 1595, Riegle-Neal allows the Federal Reserve Board ko



approve an applicaticn of an adegquately capitalized and adeguately managed bank
haoiding company to acguire control of, or acquire all or substantially all of
rhe assets of, a bark located in a state cther that such noldirg company'a zome
state, without regard to whether the rransaction is probibited by the Iaws of
any state. The Federal Reserve Board may not approve the acguisition of a bank
that has rmot been in  existence for a minimum time gpericd inst  exceeding five
years) specified by the statutory law of the host state. Riegle-Neal also
prchibits the Federal Reserve fRoard from approving an  application if the
applicant {and its depository institution affiliates) controls or wouird contrsl
mare than 16k of the inzured depoaita in the aited Srates or 30% or more of the
depesita  in the target bank'z  home stare or in any gtare in which the target
bark maintains a branch. Riegle-Neal does not affect cthe authority of states to
limit the percentage of total insured depositas ir the state which mey be held or
controzied by a bank or banz hoiding company to the extent such limitation does
not discriminate against sut-of-state banxks or kank holiding companies.
Individual states rmay alsc waive the 30% state-wide concentratiosn fimie
cortained irn Riegle-N¥eal.

Community Reiowvestment Aot

Under the CZommunity Reilnvestment Ack, aa amended, ["CRA"}, ap implemented
by F2IT regulations, the Bank has a ceontinuing and affirmative okligation
conaiatent with its =afe and scund operaticon to help meet tne credit needs of
ira entire community, including low and moderate-income neighborhoocds. The CRA
doea net prescribe specific lending reguirements or programs for financial
inatituktions nor deoes it limit an inatitution'a discretion te develop the types
of producta  and aservices that it believes are best suited to its particular
sommuniby,  consistent with the CRA. The CRA requires the FDIC, irn cornection
with ite examination of a savings inatitution, to assesas the institution's
record of meeting the credit needs of its community and ce take such record into
accpunt in its evaluvatien of certain applications by such institution. The
Tinanclal fnatirutions Reform, Recovery and fnforcement Ac¢e [(FIRREA) amended the
CRA to require public disclosure of an institukion's CRA rating and reguire the
FRIT to provide a written evaluation of an institution's ORA  performance
utilizing 2 four-tiered descriptive raking system. The Bank's latest CRA rating.
received frpom the FDIC, was “matisfactory . v

ITEM 2. DJESCRIFTICN OF PRCPERTY
The Company does not lease or own any properties.

Tne Bank's main office is located at 981 Hopmeadow Street, Simabury,
Connecticut. The Bank leases ita main office pursuant ro a lease with an inteiaz
term of ten years, expiring 2011, and which contains renswal options for a total
af an additional ten years. The Bank alsc haa the option to purchase the office
durinrg the fifth wvear of the lease. This lease alsc covers the lot at 98%
Hopmeadow Street and the building at 987 Hopmeadow Street that i1s beirng used as
additienal administrative offices and is partially subleased to =mall leocal
businesses,

The Bank's Sranby branch office ia located at 11 Hartford Avenue, Granby,
Connecticut. The Bank leasea rhias office pursuant to a lease with an initial
term of fifteen years, expiring in 29013, and which contains renewal options for
a total of an additional ten years.

The Bank's Avern branch office is  located at 27 Dale Road, Bvon,
Connecticut, The Barnk leasez this o2ffice pursuant to a lease with an initial
term of fifteen years, explring in 2014, and which contains renewal options for

a total of an additional ten years.

The Bank's Canton Branch office is lpcated a2r 250 Albany Turnpike, Canton,
Connecticut. The Bank leases this office pursuant to a lease with an initia:l
cerm of ten years, expiring in 2035, and which <¢ontains rtenewal optione for a
tortal of an additicnal fifceen years.

The Bank's EBEloomfield office 1is Iocated at 864 Cottage GSrove Read,
Bioomiield, Connecticut. Tie Bank leases this office pursuant to a lease with a
initial term of ten years, expiring in 2016, and which coentainag reznewal options
for a total of an additiconal ten years.

The Bank's administrative offiges are located at 760 Hopmeadow Strest,
simsbury, Connecticut. The Bank leases this building pursuant to a lease with an
initial term of 63 months commencing in February 20C1, and which contalna two
renewal options of five years esach. The first of those cpticns, as amended, was
exercised in April 2006,

The Bank made $568,266 in total rental payments during 2006.



The Bank's Inveatment Policy permits the Bank to invest in mortgage-backed
securities. Tt is the policy of the Bank to invest in mortgage-backed securities
that have no morve vigk than the anderiying mortgages. The Inveatment Policy alsc
permics  the Bank to inwvest in Preferred ZEtock issued by Federal Harcicnal
Mortgage Association (FNMA) and Federal Home Loan Mortgage Corporation {FHLMO) .

ITEM 3. LEGAL PROCEZNINGS

The Company is not a party to any pending legal proceeding, ner is its
property  the subject of any pernding legal proceeding, other than routine
lirigation that is irgidental to irs business, and the Company is not aware of
any perding or threaterned litigaticn that geould have a material adverse effect
vpon its business, operating results, or financial condition. Moregver, the
Company ism not a party oo any administrative or judicial progeeding, ingluding
but not limited to preceedirgs arising under Section 8 of the Federal Deposit
Irsurance Act.

To the best of cur inowledge, no director, sfficer, affiliate or holder. of
record or beneficially, of 5% or more of our securities is a parcy adverse to
the Company or has a material interest adverse to the Company in any proceeding.
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ITEM 4., SUBMIESICN GFf MATTERS TC A VOTE OF SECURITY HOLDERS

No makters were submitred to a vote of security holders during the fourth
guarter of the fiscal year ended Lecember 31, 20J6.

PART II

ITEM 5. MARKET TCR COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND SMALL BUSINESS
ISSUER PIURCHASES CF EQUITY SECURITTES

The information reguired Ly this Ttem 5 is 1incorporated inta this Form
1C -KSB by reference te the Company's Arnual Repoert under the caption
"SHARREHCLDER DATA."

ITEM 6. MANASEMENT'S DISCUSSION AND ANALYSIS CR PLAN OF OPERATION

The informwarion reguired by this Item 6 is incorperated inte this Form
1C-KSE by reference to rthe Company's Arnual Repcrt under the caption
"MANAGEMENT 'S LISCISSION AND ANALYEISE OF FINANCTAL CONDITION AND RESULTE OF
CPERATICHS."

ITEM 7. FINANCIAL STATEMENTS

The infermation reguired by this Item 7 ig incorporated into tnis Form
30-K83 by reference to the Company's Annual Report under the captions "SELECTED
TINANCIAL AND CTHER DATAY and "MANAGEMENT'S DISCUSSICON AND ANALYSIS OF FINANCIAL
CONDITICN AND RESULTS OF CGPERATICHS."

ITEM &. CHANGES IN AND DISAGREEMENTS WITH ACCCUNTANTS CN ACCOUNTING AND
FINAKCIAL CISCLOSURE

¥at Applicakle.
ITEM AA. TOWTRCLE AND PROUCELDURES

The Company has iritiatives in place to ensure cowpliance with the
Sarbanes-Oxley Act of 2002 (the "2ct"). The Company has an Internal Compliance
Committee that is respeonzible for the monitoring of and cowspliance with all
federal regulaticns. This committes reports to the Audir and Coepliance
Committee of the Bcard eof Directors.

Evaluation of Disclosure Control Procedures

The Company's Chief Executive Cfficer and Chief Financial Cfficer have
evaluated the effecrivenesa of the Cempany's disclcsure contrels and procedurss
as of December 31, 2006 arnd have conciluded that, as of that date, the Corpany's
disclesure gontrols and procedures were effecrive at ensuring that reguired
information will be discliosed on a timely basis. This conclusion is based on the
ahove-referenced officers' evaluation of such controls and procedures.

Changea in Internal Controls

There were nao significant charges in the Company's internal controls over



financial reperting  or ik

Company's controis during the fiscal year ended December 31,

ITEM BF. QTHER IXFORMATTON

Not Applicable.

LIRECTORS
WITH SECTION 1&ial

TTEM 9.

Directors

other

ZEXECUTIVE OFFICERS.
QF THE EXCHANGE

factors that could significantly affsce the

2006 .
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PRAT TTT

PROMOTERE AND CCNTROL PERSONI; CCUMPLIANCE

The information rvegquived ky this Item ¥ ig incorporated  intoe this Foym
1C-HSH by reference to the Proxy Statemsnt of 35T Bancoerp, Tno. for the annual
mesting of shareholders of the Company to be heid on May B, 2007 under the
caption "ELECTION CF LIRECTCRS" and “INFCRMATION ARBGUT OUR DIRECTCRS.®

Executive Officera

The following
and principgal
officers.

TARME AGE

Marktin J. Geitz 51
President and Chief

Executive Cfficer

Antheny F. Bisceqgiio, Ph 54

Ixecutive Vice President and
Chief Firnancial Officer

Terry L. Boulton 51
Senicr Vice Prealdent ang

Chief Retail Banking Cfficer
Paul R, Litkie 46

Senior Vice Bresident and
Chiet Lending Officey

Compliance with Zection le{a!l

table shows the
eccupations during the past five years of the Company's executive

name, age, positicns heid with the Company

POSITIONE HELD / PRINCIPAL CCCURATTOWS

President and Chief Executive Officer of rhe Company
since March 2006; President and Chief Execucive
O¥ficer of the Bark since October 2004; Viee President
of Massachusetts Mutual Life Insurance Company, 2003
to 20G4; Chisf Executive O0fficer and Chief Financial
COfficer of Ciygra Bank & Trust Company, 2000 ko 2003,
President ieat Develcpment Ventures, LLC and Fleset
Community Developnent Corp, 23%5%7 te 2000,

ot F

Treasurer and Chief Fiznancial Cfficer of the Company
since March 300&; Executive Vice President and CFRO

af the Bank siace January 200%5; Senior Vice President
and Chief Financial Officer of the Bank from 1955
chrough January, 2005,

Senior Vice President and Chief Retall Banking
Gfficer of the Bank aince January 2005; Vice
President of Bangk of America, formerly Fleet
Bank, from 1338 tarough Januvary, 20085,

Henlor Vice Preaident and Chief Lending Officer of
the Bank since May, 2006, Wice President, Zommercial
Real Batrate Lending, Liberty Bank, 20604 through May,
2eC6; Vice President, Commercial Real Estate Leans,
Zavings Bank of Manchester/New Alliance Bank, 1230
through 2004

The information reguired by this item 9% i3  incorporated  into this Ferm
10-KES8E by reference to the Company's Proxy EZtatement under the capticn  "SEITION
16{a) BENEFITIAL OWNERSHIE REPORTING COMPLTANCE. M

12
Cade of Ethics

The Company faz adopied a Oode of Erhics and Conflicts of Interest Policy
applicable to direcrors, officera ard exployees. The Company will provide to any
shareholder, without charge, upon written reguest, a copy of cur Code of Ethice
and Contlicts of Interest Policy. AT: such reguests should be directed to SBT
Bancoro, Inec., Attention: Jane F. wvon  Holzhausen, Segrerary, Ta0 Hopmeadow
Street, 0.0, Box 248, Simsbury, Connecticut, CELTC.

ZCUTIVE COMPENSATION

YEAR OF HIRE

4004

1335

2009

2008



The infarmarion reguired by this Item 10 is incorporaced into this Form
10-K3B by reference to the {empany's Proxy Statement under the captiona
"EXECUTIVE CCMPENSATION® and "EMPLOYMENT AGREEMENTS."

ITEM 2. SECURITY CWNERSHIP OF CERTAIN BEWEFICZIAL CWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Tne following tabkle sets forth the securities auchorized for issuance uader
eguity compensaticn plans.

Number of gecurities remaining

Number of securiries avallable for future issuance
ta ke iaaved upon Weighted-average tnder egquity compensatian
exercize of exercise price of plans [(excluding securities
cutstanding opkions outstanding optionas reflected in column (a})
fal (842} lch

Bguivy compensation plans

approved by gecurity holders 58,927 52522 16,117

Eguiry compenaation plans not

approved by security holders [ o] o]

Total 4,527 525.Z22 18,117

The remaining information reguired by this Ttem 71 ip centained in the
Company's  Proxy Statement under the caption “SECURITY CWNERSHIP OF CERTAIN
SENEFICIAL  OWMERS AND MANAGEMENT" and is hereby incorperated by reference
herein.

ITEM 12, CERTAIN RELATICHNSHIFS AND RELATED TRANSACTICNS, AND DIRECTCR
INDEPENDENCE

The information required by Item 12 is incorporated into ehis form 10-KSB
by reference to the Company's Proxy Starement under the captions "CERTAIN
TRANSADITICHE" and "INDEPENDENCE CF DIRECTORS AND NCMINEES."
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ITEM 13, EXHIBITS
Exhibits.

The fellowing exhibits zreguired by Item 601 are filed herewith or are
incorporated by reference to the filings previously made by the Zank and the
Company as neted below (the refgrence in parentheses at the end of an Exhibic
indicates the number of the Exhibit as it was filed in the document referenced
below) :

Exhibit No. Descyription

3li Certificate of Incorporaticn (incorporated by reference to
Exhikit 2.2 of the Company's Form 2K12G3 f€ited with the
Securities and Exchange Cocmmisaion on ¥arch 7, 2006)

LRSS Byiawa [(incorporated by reference to Exhibit 3.2 of the
Company's Form BK12G3 filed with the Securities and Bxchange
Commiasion on March 7, 2C06)

4 Specimen Common Stock Certificate (incorporated by reference to
2xhibkit 4 of the Company's 10-08B dated May 12, 20C6)

13 Fmployment Agregment, dated as of September 1, 2004, by and
between the Bank and Martin J. Geitz {incorporarted by reference
to Exhibit 10.13 of the Bank's 10-Q5H dated Noverber 23, 2004}

0.2 Zmployment Agresment, dated as of February 4, 2004, by arnd
between the Bank and Charles U. Forgie and amended as of November
15, 2099 lincerperated by reference to the Company's 1G-KSB dated
March 24, 2036)

IG.3 Zmployment Agreement, dated ae of February 6, 20C4, by and
ketween the Bank and Anthony F. Bisceglio {incorporated by
refprence to Exhibit 106.3 of the Banx's Form 10-K8E dated March
17, 2904}



RN A Supnlerenral Zxecutiwve Retirement Plan Agveement, dated as of
April 23, 2002, by ard between the Bank and Charles Tb. Forgie
Vircovporated by reference to Exhibir i¢.S of tie Bank's 10 KEB
dated March 17, 2004)

N Supplemental Executive Retirement Flan Agresment, dated =a of
April =1, 2001, by and between the Bank and Anthony F. Bisceglio
{incorporated by reference to Fxhikit 10.6 of the RBank's 1I2-KS5B

dated Mavrch 17, 23041

136 Tharge in Contro? 2greement, dated as of July 10, 19%%, by and
bketween thse Bank and Charies 2. Forgle lincovpovated by reference
ro Exhibit 13.7 of the Bank'a 10 K3B dated March 17, Z(0Ca)

ic.8 Change in Control Agresement, dated as of Juliy 33, 1939, by and
betwesen the Bank and Anthony F. Bisceglio {incorporated by
referance te Exhibie 10,8 of the Bank's 10-K58 dated March 17,

Z004)

e Change in Control agveement dated as of Jecember 23, 2005 by and
between tne Bank and Terry L. Bouliten (fited nerewith)

PRI 4 Letter Agreetent dated as of Rprii 25, 2136 by and betweern ths
Company and Paul R. Little lincorporated by reference to Exhibit

0.2 of the Company's #-K filed with the Securities and Exchanuge

Cammlssion on May 22, 2004;

13 2006 Annual RFeport lexcept for rthose portions expressly
incorporated by reference, the 2006 Annesl Report is furnished
for informational puvyposes and is not te be deemed filed as part
of thia Form 10 KSE)
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2t Subsidiaries !filed herewith)

3101 Ssotion Rule 13ia) -14{al/15(dl-144a; Certification by Chief
xacutive Gfficer

11.2 Segtiogn Rule 13iiaj-l4fa)/slaidl-1lafal Cerviticacion by Chief
Financial Cfficer

32, Secrion 1350 Certification by Chief Executive Cfficer

2.2 Section 1350 Certification by Chief Firancia: Gificer

TTEM 14. PFRINCIPAL ACCOUNTANT FEES ANID SERVICES
Tne information required by this Item .4 appears in the Company's Proxy
Statemert under the caption YRATIFICATICN ©F AFPPOINTMENT OCOF INDEPENDENT

ARUDITCRE" and is incorpovated by reference herein.
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SICGNATURES

fnioaccerdance with Section 13 or 150d) of the Ex e Act, the Heglistrant
caused this Feport to be signed on its behalf by the wondersigned, thereunto duly
authorized, on March 21, 203

SBT BANCORER, TRC.

3y fu/f
Martin J. Geite
President and Chief Executive Officer

Tn accordance with the Exchange Act, this Heport has been signed beliow by
the foilowing persons on hehaif of the Registrant znad in the capaciries and on

the dates indicated,

Name Capacity Date

fal Wa

~

ch 21, 2oo7?
B i ke L R ke President and
Martin J. Geitz Cihief Executive Officer



Zxecutive Vice Presidenc, March
---------- .- - Chief Firanciat Officer and
Mthony F, Risceglio nief Aooounting Officer
Cirector March
Director March
James T, Fieming
Jaf Director Mareh

Adward J.

Suarcoe

isf Director Maroh
sary ®. RKevoveian

Jirvector March
Barry ®. feucks
fa/f Director Maren
seorge B. Odtum, oz., TMD
faj Director Maroll
Savid . Sessioms

Jirector Maroh
cane F. von Holzhauser
is/ Jirector March
Pocry R. Wocdford
=N Lirector March

Tirmaelin 5. Youans
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At lzf31/08
Balance Sheet Data:
Total assetsg 217,045,880
T.oang, net 155,512,838
Tnvestment securities AH,485, 046
Trederal funds sold and octher interest

earning depcsits
Deposits
Stockholders!'

4,544,524
198,402,148

aquity 16,119,064

7oy the Year
Endsed 12/31/01a
Gtatement of Inoome Dakta:
Total irterest and dividend income 1,135,825
Total interegh expenss 3,596,887
Weat interest and dividend income 7,538,733
Provision for loan _ogses [
Net intevest and dividend ircome after-

provigsion for loan ilossee 7,038,733
Gaing on loana aoid, net 3,377

Gther asninterest income 1,152,262

at,

a1

i,

21

a2z,

21,

21,

21

21

2ot

2007

2907

007

2007

2207

i0ov

2007

2007

2207

209,544,654
45,805, 748
41, 196, 740

=1

5,813,370
231,115,650
15,375,538

Yor the Year
Erded 12/31/CE

THG, 483
2,.28,39%
T GEd
A0, GO0

T,e03, 084
61,242
983,627

At 12j31/04

3202,154,436
141,229,419
35,448,449

12,210,972
153,137,283
14,255,387

For the Year
Ended —zf31/04

25,400

6,382,281
44,726
dal, 702



Noninterest expense FL,ETh, B

Tncome bax expense 298,087
Net income Tle, 333
Tarniings per common share s0.,88
Farnings per comeson share,

aszumicg dilution 51 .84

ooher Tata:

Net interest spread 3.44%
Ket incerest margin 3.34%
Hebturn o averadge asgers
[SICE % 4
Return on average stockiolders® equity 4 _52%
Average shockholdera' eguity o
Aaverage amsets
7.45%
Management's Discusziern and Anslysis of
Firarngial Conditions and Results of Cperations
Forward Looking Statements
When tsed in this  Annual  Repert or any press  release, publiz
anmouscerent or filing, the wordas “"iatends, " ‘"expects, "™ "plans,” festiwates,”

rprgtecks, " fhelieves, " tanticipates® and similar expressions are intended to
identify forward-loecking statsments. The Conpany (defined below] haa wmade and
may continue to make wvarious  Forward-locking  statements  with respect  to
earnings, oredit guality and other finaneial and business matters for pericds
zubmequent  to Jeocember 31, 2006, All  statemencs, other than  statements of
historical facts, are forward-iosoking astatements. The Bank i(defined below!
cautions  that these forward-lookitiy atatements are not  gJuarantees of future
performance angd are subject Po nuterocus  assumptilons, risks and uncertainties,
and that statements relating to zubseguent perlods are  subfect to greater
unicertainty becauze of the increased likelihoed of changea in underlying facrtors
prtionz. Asrual resulrs could differ materd from forward-Tooking
losed by the Zank and
o factoers cou.d cavee

And  aszu
statements. Tn additicn co vhose factora  previcusliy di
those factors  iderntified elsewhere nerein, tha foll
actual rasuits to differ materiaily  from such

looking  statemerts:
competitive pressures on lcan and deposit product  pricing;  other actiona of
etitors; c¢hangea in economic conditiona; the extent and riming of actions of
¥ Federal Reserve HBoard; custocer deposit disidrerrmediation: changes in
customerzs'  acoeptance of che Bank's preducts and services;  and the axtent and
timing of legisiative aud regulatory sctions and reforms.

Please do not rely unduly on any forward-looking staterment, as such
statements speak only as of the date made and the Bank undertakes no obligacicn
to vevize or update such statements to reflect events or circumstances after the
date Therectf or to rveflect the ocourrence  of urarticipated avents  or
aircumstances,

General

This discussion is designed to assist you in hetter undarstanding the
Cowmpaty'a  FPlnanciai condition, rvesulrts of cpevations, liguidicy and capital
rescurces and  any significant  changes and trends related thereto. This
disousaing should ke rvead dn  conjuncticon with the Company's financial
srarements.

53T  Bancorp, Ing, ithe  “Company"d 1s the holding compary for The
Simsbury Bank & Trust Tompany,. Inc. ithe "Bauk"!, The Towpany's uwiuly business is
unity <riented fFinancial institution

its investment in tne Hank, which is & o

providing a variety of banking and icvestwmenr services.
The Banx waz incorporated on April 28, 159%2 and oo
a Tonnecticut chartered bank on March 31, 15%5. The Bank's deposit accounts are
insured under the Federal Deposit  Tnzurance Act, up to the maximum  appiicable
Limita therect. The Hank iz not 3 member of the Federal Regerve Systen. The
Banx's wmain officve and its coryporate offices are locared in the reown of
Simsbury, Connscticut. The Bank has branch offices in the towns of SGranby, Aven,

enced ogperations asz

Canton and  Bloom ,  Tonnecticuat.  Simsbury hlas a vopulatiesn  of more rthan
23,000, The aggregate population Zor the Bank's market area ia 75,000, comprised
of approximately 29,000 heuseholds. The Bank's cugtomer base consists primarily
cf  individual consurers  and  sm
Cannscticut. The Bank has in axcess of 20,200 depoesit sccounts.

businesses in the Farmingten Valley of

4,128, B4R
545,418
1,672,677
52.09
51.96
2.30%

4.06%

J.493%
11.15%%

L, lHe,
T
1,778,

=

& -

=)

227
01z
Z50

L

LBEY

1.85%

o

15.2



Tne Eank cffers a full vange of banking services including commercial
loars, term real estate loans, construction loans, SBA loans and a variaty of
consumer loans;  checking, savings, certificates of deposit and money market
depozit  accounets; and cravelers' checks, safe deposic and other customary
ron-deposit banking servicea. As of December 31, 2006, approximately 75% of the
Bank's -pans weve secured by regidential property located in Zonnecticur.  The
Eank has twe ATMz at its main office ard one ATM at  each of itz  branch
locaticens. The ATMs generate activity fees based ugon utilization by other
barks' cuatomers. The Bank doesa not have a trust department. The Bank offers
investment produces Lo customers through SBT Investment Services, Inc.., a
wholliy-owned subsidiary of the Bank, and ehrough its affiliation with the
securities broker/dealer nfinex Financial Berwices.

Tne deposit growth experienced during the Bank's first eleven years of
cperation continued during 20046, Deposits increased by $7.3 million (3.8%) in
2306, compared to $8.0 million growth during 27G3. Total assets ended the year
at $217.9 miliiaon, an increase of $7.5F millien (3.6%) cver %20%.5 miilion at
year-end 2205. The Bank's loan pvortfolio also grew, increasaing by $2.7 miilion
{6.6%) to end the year at 5$157.2 million. The Bank's loan-to-depeait rartio, an
impertant derexmsinant of net interest income, increased to 73% at year-end 2006,
compared to 77% at year-enrd 2005

Net income of 5716,933 (§50.8B5 per common anare) for the year ended
December 31, 2006 was a 57% decrease from the net income of 51,673,677 (52.00
per common  share! reported for the year ended December 31, 2905, and a 60%

decrease from the net inccme of 31,778,250 {52.17 per common share) reported for
tne year ended December 31, 2904.

Rezults of Cperations for the Years Ended December 31, 2926, 2005 and 2004.
Net Interesgc Income and Net Inreresst Margin

The HBank's earnings depend largely upcn the difference between the
incorme recelwved from its loan portfolio ard investment securities and the
interest ypaid on its liabiiities, mainly intereset paid on depoaita. This
difference is '"ret interest income."” The net interest income, when expressed as
a percentage of average toral interest-earning assetsa, is referred to as the nec
intereat margin. The Bark's net interest income is affected by the change in the
lewval and the mix of interest-earning asaets and interest-bearing liabilities,
referred to a3 voplume changes. The Bank'a net interest margin is a:so affected
by changes in yieids earned on asdets and rates paid on Ziabiliciles, referved to
as rate charnges. Interest rates charged op the Bank's loans are affected
priccipally by the demand for such  loana, the asupply of money available for
lending purposes and competitive factors. Thezge factors are in turn affected by
general ecenemic conditions and other factors heyond the Zank's conkrgl, such as
federai economic policies, the general supply of money in the economy,
legislative tax policies, governmezntal budgetary matters, and the actions of the
Federal Hegerve.

Met interest and dividend iacome, which totaled 57,538,733 in 2006,
decreased for the first time In 20C6 since the Bark began cperaticns in March of
1995, The main reason for thig decrease was the interest rate envircument that
was prevalent during most of 2096. Earning assets have grown from $30 million on
Jecember 31, 1335 to owver £1%4 wmillion at Jecemher 31, 2J34% and to almeat 5200
millicn at December 31, 2006, a growth rate of 3.1% over the past year and a Z4%
growth rate over the lLast four years., The Bank's net intersst spread and net
interest margin decreased to 3.44% and 3.84% duzring 2006 as compared to 3.B0%
and 4.06% during 2005, This waa primarily due to the unuawal interest rate
anvironment £nar was gprevalent during the y=ar. Tihis environment was
characterized by interest rates that were higher in the ahort term than they
were in the long term. Thnia wmade it neceasary for the Bank to pay ‘nore for
shorter term time deposits than it would have in a more normal iartersest rate
climate.

The following rtabkle presents the average arounta outstanding fgor the
major categories of the Bank's interest-earning assets and interest-kearing
ligbilities 2nd the average irtereat rates esarned or paid thereorn for the years
ended December 31, 2306, 2035 and 2004.

KET INTEREST ITWCOME
[(Opilars in thousands)

For tae Year Ended 12/3:/0¢

Average 1y
Balance Interest Yield



Fedaral funds soild and overnighe

deposivs S 04,348 5 ELE L.37%
ants 113 43,776 1,983 4.53
Mortgage lcans 77,054 4,.74 5.4z
Commeraial Loana 35,727 2,851 T8
Consumer loans a7, 9E0 i, 2398 5,05
Te federal funds =zoid 137 3 4.8
Toral loang 15,82z 9,070 5.37
Tata. interast earning assets £199, 946 511,369
WOW deposirs % 25,4852 3 28
Javings depcsita Gl,444 584
Time depocsics T2,271 2,874
Totral interest-hearing deposits 159,666 1,462 2.17
Securitier zold under agresments to
repurchase i, %03 41 Z2.:5
Federal Home Loan Bank advanoces L,7"m% =28 5.33
Total interest - -bearing Jilabilities & 3,587 2.20%

¥er interest income

Net iateresrc spread 3.44%

Net interest wmargin 3.84%

For the Year Ended 12/31/05

Rrmrage [
Ralance Iaterest ¥ield
Faderal funda so0ld and svernight
deposits 3 5,287 = 169 3.21%
Insestments (1 41,6368 T.625 4,321
Mortgage _oans 82,37 4,364 5,43
Commercial loans 22,893 2,08 .4l
Consumner _oans 30,918 1,578 £.110
Teri federal funds zold 54 14 Z.58
Total leans 144,729 B, CaR 587
Total intersest  earning assets $130,652 S %, 882 5.17%
ROW deposits %5 26,721 3 27 0.10%
Zavings deposits 72,994 597 [
Time denomits El, B84 1.427 2,78
Total interssc-bearing depcsits 182,35y 2,051 1.35
Securities sold under ayreements Lo
TEPUTCNASE 2,007 k¥ 1.59
Pederal Home Loan Bank advances 1,201 1.66
Tatal interest besring 5285, 807 L.17%
liabilitie = =
Met interest income
Net interest spresd 1.83%
Met iaterest margin 4.06%

1
El
El
3l

NET INTEREST TNCOME
(Collars in thousands!



For the Year Ended 12731704

hvarage [N
Halance Interest Yield

Tederal funda sold and overnighe
deposits 5 11,391 E] 139 1.24%
Investments (L) 39,603 1,478 1.73
Morrgage Loans 93,349 4,619 5.54
Commarcial lsana 24,082 1,368 5,68
Cangumer 1o&ans 28,560 1,28t 4.54
Ternm federal funds sold T -] 1.11

Total loans 133,7%9 7,156 5.35

Total interest-earning assets $184,513 s 8,773 4.75%
HOW deposits 3 27,514 5 27 0.10%
davings deposita 78,482 635 0.81
Time deposzits 44,07C 363 2.13

Toral interest-bearing deposits 1E0, Q48 1,625 1.08
Securities s¢ld under agresments to

repurcthage 2,883 i3 1.32
Federal Hpme Loan Bank advances 5 - -
Toral interest-bearing liabilities 5152, 940 1.09%

Wet interest income

Net intereat spread 1.66%

Nat interest margin 3.B5%

e _ On a fully taxable eguivalent
Tnterest income on invest=sents

adjustment of 5122,000 ia 2CGs,

The table setg

interest

following
volumes on our  leb

attributable to changes in rate
The volume column sheows the effects

in volume multiplied Ly prior rate}.
priocr columns. For purposes of this table,
both rate and volume that cannot  he

income. The

irncludes a
$103,0390 in Z00% and 5193,000 in 2004,

fortn the
rate
ichanges in rate
attributahle
The net golumn
changes
degregated

basis based on a tax rate of 318.55%.

fully taxable eguivalent

rates and
effects

gffects of changirg
column  shows the
multiplied hy prior wvolume!}.
to changes in wvolume (changes
represents the sum of the
atrributabie to changes in
have been allocated

proportionally based on the changes due Lo rate and the changes due to volume.

Year Ended December 31, 2006 Year Ended Decenber 31, 206CS
Compared £o Conmpared to
Year Ended December 31, 2018 Year Ended December 31, 2004
Increase {Decrease) inarease {Decrease;}
Due to Dues to
Ve lume Rate Net Volume Rate Ket
{In thousands}
Interest and dividend income:
Faderal furds sold ard overnight deposits 3 69 £{221 % 47 $ 45 5 i1si g 30
Inveztments 2273 132 155 z11 39 159
Loans 5939 436 1,GGE ERVE) g8 903
Total interest-earning assers BRIl 518 1,407 459 B3l 1,083
Interest expense:
NOW deposita 0 [ {1] | ] i}



Savings deposits 111 [150] {33}
Time deposivs rl-E (31 1,451

Total irterest-bkearirng deposits a74 537 1.all

Jecurities sold under agreements to
repurchase Mt 121 E
FELB advarces 5 25 50

Total interest-bearing
liabilicies 310 5649 1,470

¥Net change in interest income 5119) - $ida) 5163

Provigion for Leoan Losses

Proviaions for loan losses are charged to earnings to brirng the total
alicwance for loan lesses to a ievel deemed appropriate by the Barnk's management
{"Management": based on such facters as historical experience, the volume arnd
type of lendirng conducted by the Bank, the amount of non-performing loans,
ragulatery policies, generally accepted accounting principlea, general economic
conditicons, and other factors related ke the gollectability of lecans in the
fSank's portfoiis,

Each monatih the Bank rewiews the allgowance for loan iosses and makes
additional provisions to the allowance., as needed. For the year ended December
31, 2946, the allowance wag decreasged Ly $21,204, net of charge-cffs and
recoveriaes. The total allowzance for lcan leoasea at  Decerber 31, 2008 was
$1,6398,329 or 1.08% of outstanding leoana. Thiy compares with a tortal allowance
for loan losses of 51,719,532 at year-end 2005, which represented 1.16% of
cutstanding loans. With the exclusion of loans ce financial institutions lterm
federal funds soldl, this ratic waa 1.08% at vyear-end 2006 and 1.:1#% at year-end
2005, During 2006, tne Bank charged-off five loanz for a total of 521,308. The
Bank recovered one lvan for $104 during 2906, During ZC0C5, the Bank charged-of£
four loans for a total of 512,476. The Bank recovered one lean £or 594 during
2705, Management believes the aliowance for loan lossea is adequate.

Noninterest Incowe and Nonintereat Expense

The foileowing table sets forth the varicus components of the Bank's
noninterest income and nonintersat  expense for the years ended December 31,
2006, 2005 and 2004,

NONINTEREST INCOME

For Year For Year
Ended % of Ended %
12/31/08 Total 12/31/08 Ta
Service charges on deposit 5 336,664 29.1% 5 313, 746
aCcoRnte
Safe deposit fees 74,039 6.4 54,819
Businessa manager income 129,232 11.2 127,157
Gain on loans socxd, net 3,977 0.3 §1,222
Cther income £12,327 53.4 477, %15
Total 5 1,188,239 *00.0% 51,044,859
NCHINTEREST EXPENSE
For Year For Year
Ended 12/31/Ck % of Ended
Total 12/31/05
Salaries and emplicyes bgnefita 54,036,284 52.6% $3,114,881
Coocupancy expense 1,028,280 13.4 T8I, 452

Equipment expense 324,683 4.2 211,354

121 (19
280G 184
278 lag
14 (20%
44 2
33s izg
$123 $ 502 $
For Year
af Ended
tal i2/31/04
36.0% 3 311,374
A2 81,475
1z2.2 18,768
5.3 44, 736
45.7 330,635
190.3% 5086,428
For Year
¥ of Inded
Total 12/331/04
50, 8% 52,716,535
12.3 622,675
3.4 222,353

{33}

164

426

(&)



163,881
350G, 630
328,850

7 132,127
s

7

o 78,757

3

9

4

215,689
le4,031
74,591
LG9, 195
a,7a?
T48,814

Forms and supplies 209,358
Adverrising and promorions 346,677
Professional fees 364,18
Insurance 75,023
Loan expenass 120,848
Teiephone and postage 147,885
Grher axpenses 1,026,738 1

85,142
135,457
303,384

L p* b R s B
B ]

Tatal 47,673,352 1C0.0% 56,128,948 122.9% 55,186,427

Noninteraest income for the twelve moroths erded December 31, 2C0CH was
51,1%6,229, an increase of over 5111,000 from the ewelwve months ended Dececher
31, 2005, The 2006 i1ncrease was dus primarily eo the ipcyeases 1a service
charges on deposirt accounts, =#afe depesit fees, and other income offset by a
decrease in gaina on loana sold. The Back continued te sell residential morogage
lpans with thirty year maturitiles during 2008 resulting in gains of $3,977. The
Bank sold loans resulting in gaing of %61,222 during 2005. The increase in
service charges on deposit accownts was primarily due te an  increase in
aoverdraft fess collected. The Bank cclliected approximately $214,000 in thesze
charges during 2006 compared to approximately 5205,C000 collected during 2005, Ak
Degesxber 21, 2906, the Hark had cver 20,294 depozit accounts, 1,700 2 &% more
than the approximately 19,000 accounts at year-end 2005 and 3,100 or 18% more
chan the approximately 17,100 accounta ak yeav-end 2004. The increaze in other
income dJduring 2006 ia primarily duae te an  increase i other fees received
relared ro ATM and point of sales transactiong, an  increase in ingoeme  from
bark-owned :ife ingurance and an increase in  investment services fess and
commigaions.  The Sank did not sell any  inveastment securities during 2006 or
2005,

Moninkerest expense for the year ended December 31, 2CC6 was
57,673,952, an increase of $§1,551,104 or 25%, cver 200%5. Noninterest expense for
the year ended Cecember 31, 2005 was 36,128,248, This compares to an increase of
3% from 2004 to 2005 in noninterest expense. The largest increases occurred in
salaries and benefits, occuparncy expense., eguipment expensze and professional
fees. The increases in 2006 weve primarily related to the addition of our fourth
and fifth full-service Lkranches and the Banx's continued efforts te promote
itseif as the hank of cholce in the Farmington Valley of Cenpeceicut, Other
factors in this increase are ewpeases related to compliance with new regulatory
requirements ard the formation of a bank nolding corpany.

Salaries and employee Lenefits comprised 53% of tobal noninterest
expense during 2006, as compared to 51% in 200%. Cther major categoriea during
2006 included occupancy expense and egquipment expense at approximately 13% and
1%, respectively, adverrising and promotions at approximately 5%, angd
profeassional fees at approximately 5%. Other major categories in 2005 alao
included ocoupancy and eguipment expenses at  approximately 12%  and 3%,
respectively. The largest components of other expenses, totaling 51,026,733 in
2006 and 5903,384 in 2005, conmisted of corrvespondent banking charges and
software Costs.

Financial Condition at Years Ernded December 3I, 2006, 2005 and 2004
The following table sets forth the average balatces of sach prirncipal

rategory of the Bank's assets, liabilitdies and capital accounts for the vears
ended December 31, 2006, 2005 and 2204,

Distvibution of Assets, Liabilirvies and Stocknolders' Equity
(Dollara in thousands)

T S o R PRI S 8 ]
W B R R Y

=

For the Year Ended For the Year Znded For the Year Ended

1z2/31/04 12/31/05 12/31/04

Percent Fercent
Average af Total Average of Average
Balance Assers Balance Total Assets Halance

Lasets

Tasn and due from banks 5 6,511 3.1% 4 4£,195 3.1% $ 5,518
Investment securities 43,774 20.7 4,638 0.2 39,673
Federal funds soid and

Percent
of
Total hssets



overnighe 4,348 2.1 5,267 2.8
dencsita
Loans, net a0, 192 Z43, 3BE 1.4
Fremises and eguipment 1,323 570 a.3
Accrued interest and other asmets &, 482 5.872 2.4
Tota: zszseats 5211, 538 L4009, 226 130.35%
Liabitities and Stockrolders' Tquity
Depoairs
Demand and 30W depcsits 5 57,882 d7.4a% G 06,639 28.2%
Savings deposits £l 4%% 25,1 ¥4,354 ic. 8
Time deposits T, 2l 34.1 Bi, 684 i5.7
Toxtal depoaits - 191,897 SC.E LEBEL 31T 0.7
hAosrued intevest and otherw
liabilities 3,984 - 3,548 1.5
Tota: liabilitiea LA, AL] S2.5 TBGS, 565 2.5
Srockholdars' equity:
COMMOT BLock B,ERE 4.1 8,357 4.2
Retaired marnirngs and other
asmprehensive ircoms 7,292 3.4 6,563 1.1
Total stockhoiders' egulty 1R, 847 T.B 14, 350 T8
Total liabilities anrd
stockiaolders' eguity %211, 528 I0C.0%

Investment Portfalis

In arder to mairtain a reserve of readily marketable assets to meet bthe
Sank's liguidity and lean reguirements, the Bank purchaszes United States
Treasury secuvities and othey investments., Saleg of “"federal furds" (short-ternm
_oane oo other banks) are regularly urilized., Placement of funds in certificates
wf deposit with other firancial instituriong may be made az  alternative
investmaents pending utilization of funds for losnsg or other purposes,

Securities may be pledged to meer security reguirements irpcged as a
condirion for veceipt of deposits of public funds and repurchase ayreaments. At
Decetber 31, 7006, the Bark had fourteen securities with a carrying wvalue
totaling %5,4231,325 pledged for such purposes.

2e aof Tecewmber 31, 2606, the Bark's investment pertfolis consisted of
0.5, government and agency 5 rities and preferred stocks, mortdadge-backed
seqcurities, corporate  honds,
funds. The Bank's policy is to stagger the raturities of its investments to meet
i liguidity reguirerments of the Bank. The Bank's current pelicy is to
years,

micipal securities,  and money markst sutual

OVEra
irwest only in securities with average maturities of less than ten

Tae foliowing table summarizes the amcunts and distribution of the
Bark's investment securities neld as of Decemsber 33, 3006, 2005, and 2904,

INVESTMENT PCRTFOLTO
(Doliars in thoeusands;

Lecembar 31,
mmortized Fair
Cost Value
YAILABLE - FOR -SALE SEIUAITIES
U.s. Goverament and Agency securities
Tue within <ne year 5 7,176 5 T,0Le
Due after cne to five vears 19,750 1C,r46
Total U.5. Sovernsent and Agenoy securities 17,828 17,862
State and Municipal securities
Due after one to five years 2,281 2,263

ue after five to ten years 1,724 1,833

11,191

132,508
548
4,473
£133, 105

53,762
T8, 462
44,079
176,294

i

179,801

8,137

93,308

3.45%
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Total ESrate and Municipal securities
Corporate debt sec
Tue after one to five yearg

urities

Total Csrporate dekt securities
WMortgage-backed securiries

WARM* within one ysar

WARMY after one to Tive yearaz

Total Mortgage-hacked securities
Preferred stocks

Total Available-for sale securities

* . Weightad-Average Remalning Matuzity

AVAILAELE FOR-SALE ERCIURITIZS

T 8. Governmant and Agency securities
Lue within one vear
Cue afrey ore to five years

Toral U8, Government and Agency
gecurities
State and Municipal securities
Cue within ore year
Cue after one to five years
Due after fiwve to fen years
Due afrer Cen vears

Tobal State and Municipal securities
Corporate debr securities
Cue =2frfer one te five years

Total Corporate debt securities
Mortgage-backed securicid
WARM®* within one year
WREM* afrer cne to five years
WARM* after five to ten years

Total Mortgage-backed securiries
Prafevred stocks

Total Avallable-for-sale securities

* - Waighted-Average Remaining Maturity

3,985 4,034 4,749
£78 465 3.30
475 455 .49
B0 7,54 4.4
H,261 6,242 4. 57
14,112 13,840 4.6%
2,027 1,758 4.1
3 18,398 35 317,817 4. 239%

INVESTMENT FORTEFOLIO
iDollars in thousands)

AVAILABLE-FUR- SALE SECURITIFS
J.E, GQovernment and Agensy seduritiesd

Tue within one yvear
Tue after one to five years

Total 7.3,
securities

State snd Municipal securities
Tue afrter onpe to Zive vears

Government and Agency

TJue after fiwve Co fen vears

Amcrtized Fair
jol~1-34 Yalue Yield
% 4,520 5 4,431 Z.850%
11,1326 13, n4E 3
17,8726 17,479 1,48
1,000 988 2,80
1,937 1,350 4 .14
1,820 1,349 5 .3E
xR =50 S.GE
4,990 R,147 4 .33
475 455 3349
475 455 1.370
3,877 3,244 4. 95
11,846 LR, 522 4 .45
26 ) 5.0
15,494% L5490 4.5%
2,00 1,685 2. H4
S5 42,140 5 40,231 4. 73%
December 37, o004
Amoartized Tair
Coat Vield

3 2,32 32, 1
12,2495 12, 374 3,09
14,795 14,687 3.8
7,278 428
1,820 5.8




Tue after ten years 232 253
Total State and Municipal securities 4,330 4,835
Corporate debt securities
Oye within cne year Efe]s] 509
Due after one ta five years 475 467
Teral Corporate debt securities 375 367
Mortgage-backed securities
WARM* within one year 1,605 1,642
WARM* after cne to five years 15,083 14,289
WARM+* afrer five to ten years 41 40
- Total Mortgage-backed securites 16,709 16,671
freferred stocks 2,000 1,523
Teseal Available-for-gsale aecurities 5 38,809 532,453
¥ - Weighted-Averaga Remaining Maturity
Lwan Portfolis
Gengral The followilng table presents the Bank's loan portfoelio ag of
Decerber 31, 2006, 2005 and 2004.
LOAN POCRTFCLIC
[Dollars in thousands)
December 31, 2336 Deceamber 31, 2005
% Total ¥ Total
Balance Loans Balance Loans
Commercial, financial apd agricvltural * $ 10,947 7.0% $ 11,186 7.7%
Rea: estate - construction and land
development 11,113 7.1 3,037 6.1
Real egtate - residential 06,378 a7y .7 9,459 65.5
Real estate - commercial 15,374 i,z 16,101 1a.9
Municipal 287 0.6 387 0.7
Consumer 11,582 7.4 13,382 3.1
Total loans 156, 378 190, 0% 147,351 130.60%
Allowance for lopan locsses [1.638} zzz== {1,720} ===zug
efarred costs, net 233 175
Wet Loans $185,513 $14%,808
* -  iIncludes Term federal funds sold of 50 at 12/31/2Z006, &2,000,000 at

12/31/2605 and $4,000,00C0 at 13/321/2004.

The Bank's ccommercial lgans are made for the purpose of providing
working capital, financing the purcnase of eguipment or for other busineas
purposes. Such loans include Icans with maturities ranging from thirty days to
ane year and "term leoana" which are loans with maturities normally ranging from
arle to twenty-five vyears. Short-term business lcana are generally intended to
finance current transactions and typically provide for periedic pripeipal
payments, with intereat rvayable monthly. Term loans normaily provide for fixed
or £floating intereat rates, with meonthly payments of both principal ard
interest.

The Bank's construction loans are primariiy  interis loans made to
finance the ceonstruction of commercial and single family residential property.
These loans are typicaily short-term. the Zank generally pre-gquaiifies
construction ican borrowers for permanent "take-cut® financing as a sonditdion to
making the construction lean. The Bank occasicnally will make Ioans  for
speculative housing construction or for acquisiticon and development of raw land.

The Bank's other real eatate loans censist primarily of loans made
bazed on the borrower'as cash flow and which are secured by deeds of trust on
commercial and reajdential property to provide ancther source of repayment in
the event of default. It is the Bank's policy te restrict real estate loansg
without credit enhancement fo no more than 820% of the lower of the appraised
value or the purchase price of the rproperty depending on the type of property
and 1its wutilization. The Bank offers both fixed and floating rate leans.

L

4.,

-1

LB

.85
.30
.58

L339
-1
L300

65

1.53
3.81%

December 31, 2004

Total
Loans



¥aturitties sn such loans typically rarge from five to hwenty years. However,
Smail Business Administraticorn ("§BA'} and certain other real esatarte loans eaaily
soid in the secondary market arve made for longer maturities, The Banx has bean
designated an approved 8SBA  lender. Tihe Bank's SHA loans are categorized ag
carmercial or real estate - commercial  deperding on the urnderlying collateral.
Alsa,  the Hanx has beern approved as an originator of loans that can ke sald co
the Federa: Home Loan Mortgage Corpovation.

The Bank has entered into an agreement with Reasurce Mortgage
Sciutions, a division of NetBank ("RMS") to sell mortgage lsans originated by
the Hank to RMS. During the vear ended December 31, 2996, the Bank sold four
loans with toral principal balances of 55%B8,000 to M8 resulting in total nec
gaing of $3,977 for the Bank. During the year gnded December 31, 2945, the Bank
sold twenpty-five Tgang with total principal balances of $6,49%5,85C to RMS
resutlting in total net gains of 561,222 for the Bank.

Consumer  loans are made for the purpoge of financing auvtomobiles,
various types cof consumer goods, and other personal purposes. Consumer loans
generally provide for thne monthly payment of principal and interest. Mozt of the
Bark's corsumer lpans are secured by the personal property being purchased.

Wirh certain exceptions, the Hank 1is permitted under applicable law to
make related extensions of credit to any one borrowing entity up to 15% of the
Zank'a capital and reserves. &n additional 10% ia allowable if the credit is
fully sgecured by qualified coilateral. The Bank sells participaticns in ita
loana when rnecessary to stay within lending limies. As of December 31, 2008,
these lending limits for the Bank were $2,291,286 and $4,322.143, respectively.

Loan Concentrations The PBank does not  have any significant
concertrations in ita lecan portfolio by industry or group of industries. Ag of
December 31, 2006, spproXimately 5% of the Bank's iocang were ssecured by
residential property located in Comnecticub. As of Yecember 33, 2005, 72% of the
Bank's loans were secured by such property.

Loan Fortfalie Maturities and Interest Sate Bensirivicy The following
rable surmarizes the marurities and interesc rate aensireivicy of the Barnk's loan
portfolis.

MATURITIES AND RATE SENSITIVITY OF LOANS
Az of December 3, 2006
{In thousards)

Over One
Cne Year but less
Or Less than

Five Years

Commercial, financial ard agricultural 5 6,358 % 4,539
Real Eestate - construction and land 31,113 -
development
Real Estate - residential 24,061 15,081
Real Estate - commercial 15,292 454
Municipal 61 %26
Consumer 4,462 7.120
Total loans 5 61,347 5 31,140
Loaws with fixed interesc rates 5 11,921 5 23,258
Loans with variable interest rates £0,328 1,882

Total loang 3 61,347

Tne follawing takle sets forth at December 31, 2006, 2005 and 2004 the
dank's lcan cocrmitments, standby letters of credit and unadvanced portions of
loara.

LCaN COMMITMENTS AND STANDBY LETTERS OF CZREDIT

1In thousanda)

12731706 1z2/31/058

Jver

Five Yegars

§ 64,263
228

14,885

12/31/04

Total

5 10,947
11,13

106,375

15,374
S87




Commitments to originate loang 5 3.521 5 x,545%
Standby letters of credit 428 358
Unadvanced portion of leoans
Congtruction 5,638 5,270
Commercial IZines of credie 6,380 6,654
Regidential real estate - -
Consumer 7840 B77
Home equity iines of credit 22,898 20,118

Toatal 5 40,7058 3 34,820

Won-Performing Assets Interest on performing loans i accrued and taken
into incorme daily. Loans over 30 days past dus are deemsd ‘"neon-performing" and
are placed on a nonaccorcal status, unless the loan is well celliateralized and in
the process c¢f collectior. Interest receiwved on neoraccrual leana is credited to
incameg only upon receipt and in  certain circumstances may be applied to
principal until the loan has been repaid in full, at which time the interest
received i5 credited to income. The Bank had sne acnacerual Isan with a balance
of approximately $78,CC0 as of December 31, 2006. The EBank had one noraccrual
lpan with a baiance of approximately 532,500 as of December 31, 2005. The Bark
had ne =onaccrual leans as of December 31, 2004, The EBank had ne lcans mare than
97 daya past due and still accruing intersst as of Degemher 31, 2006, 2103% or
2024,

When appropriare or necessary Eo protect the Bank's intereats, real
estate taken as collateral on a loan may be taken by the Bank through
foreclosure or a deed in lieu cf forecleosure. Real property acquired in this
manner by the Bank will be kanown as "other real eatate owned" (YCREOM), and will
be carried on the booksa of the Banx as an asset, at the lesser of thae Zank's
recorded inveatment or the fair wvalue less estimated coses to gelli.  As of
December 31, Z200&, 2795 and 2004, there was no CRED held by the Bank.

The risk of nornpayment of 2oans lg an inherent feature of the banking
busiress. Thakt riami varies with the type and purpese of the loan, rthe collateral
which is utilized to secure payment, and ulbipately, the credit worthiness of
the borrower. In order to minimize this eredie risk, the Bank reguires that most
loans be approved by at Teast twa officers, one of whom must be arn  executive
officer. Commercia’ Ipans dareatery than S10C,0C0 as well as other Ioans in
certain ecircumstances must be approved by the Loan Committee of the Company's
Board of Directors.

The Bank alsc maintains a program of annual review of certain new and
renewed oans by an outside loan veview congultant. Leans are graded from "pass"
to “losa", depending on credit quality, with "pasg" representing loans that are
fuiliy satisfactory as additions to the Bank's partfealiszs. These are loans which
invalve a degree of risk that is not unwarranted giwvern the favorable aspects of
the credit ard which exhibit both primary and secondary scources of repayment.
Claxwaified leoans identified in the review process are added to the Bank's
Internal Watehlist and an additionral allowance for loan losses 1s  eatablished
far such loans if appropriate. Additicnally, the Bank is examined regularly by
the Federal Cepcsit Insurance Corporation aad the State of Connecticur
Cepartment of Banking at which time a further review of the loan portfolio is
canducted.

There were fourteen classified lpans with a  combined outatanding
balance of 52,168,600 as of December 31, 2006 and eighteen clasmsified Zoans with
a gombined outstanding balance of 52,711,270 az of December 3%, 2005.

Allowance for Loan Loesses

The Bank maintains an allowance for toan  losses to provide for
potential lIosses in the loan portfeolio. Additions to the allewance are made by
charges bto operating expenses in the form of a provision for loan lesses. AL
loana rhat are judged te be uncoilectible are charged against the allowance
whiie any recoveries are credited to the aliowance. Management conducts a
critical evaluation of the lecan portfolio monrchiy. Thia evaluarion includes an
assessment of the following #actors: the results of the Bank's internal loan
review, any exterrnal loan review, any regulatory examination, loan loss
experience, estimated potential loss exposure on sach credit, concentrations of
credit, wvalue of collateral, any known impairment in the borrower's ability te
rapay, and present and prospective economic conditicons.

The following table summarizes the Bank's loan loas experience,




transactiona in tae allowance fcy loan lesses and certain prominent ratics at or
for the years ended December 31, 2336, 20605 and 2304.

ALLOWANCE FOR LOAN LOSSES
{Dollars in thousands)

Ar or For it or For Rt or For

che Year the Year the Year

Ended Ended Ended

T2/31/06 12/31/08 12/31/04
ALLOWANCE FOR LOAN LCSEES
falance at beginning of period 51,722 § 1.792 S 1,890
Toral charge-offa iz (12 (143
Tatal regoveries - - 21
Wet loans i(charged-off} recovered [22) 122 7
Proviaion for loan losses - a0 25

falance at end of peried

BALANCES
Average total loans 5151,822 5144, 749 5133,719
Total Igans at erd of period 156,378 I47,352 14z,751
RATICS
Allowance for loan lozzes to average loans i.12% 1.19% 1.28%
Allowance for loan losses te loans at ernd of perisd ro08 1.17 1.9
The following table summarizes the alloraticon of the allowance for loan
lcssea by ican type and the percent of loans in each category compared to total
loans at Decemker 31, 2006, 2005 and 2004
ALLOCATICN CGF ALLOWRNCE FOR LOAN LOSSES
Doliars in thousands)
Decembar 3i, 2008 December 33, 2005 December 31, 20C4
% of % of ¥ of
Allocation Loans by Allocation Loans by Allocation Loans by
of Allowance Catagory of RAllowance Category of Allowance Category
Feal estate - residential 5 464 67.7% $ 418 65 5% 5 5132 58.4%
Real esstate - commercial 365 10.2 4585 15,9 264 7.8
Feal estakte - construction and land
development 212 7.1 z048 .2 116 4.5
Commercial, financia: and
agricultural 131 7.0 379 7.7 528 3.3
Menicipal | [ 3 5.7 26 2.7
Consumer 217 7.4 269 k) 258 8.3
Total 51,638 1C3.3% 51,720 100.G% 23,702 ifd.0%
Cepoaits
Deposita are the Banx's primary scurce of funds., At December 3%, 2006,

the Bank had a deposit mix of 34% checking, 28% zavings and 38% certificates.
Twenty percent of the total deposits of $19%8.4 miilion were anoninterest bearing
at December 311, 20086, At Derember 31, 2005, the 3ank had a deposit wmix of 32%

checking, 35% savings ard 33% certificates. Ninsteean percent aof the total
deposits of $131.1 millizsn were ooninterest bearing at December 31, 2005. At
December 3131, 29068, 57,142,000 of the Banx's deposits were from public =scurces.

At  December 31, 20305, $6,461,.030C of the Ban<'s deposits were from public
sources, The Bank'a net interest inceme 1s  enhanced by its percentage of
neninterest bearing deposits.



The Hank's depasitas are obtained from a croas-section af  the
communities it serves. WNo material portion of the RBank's depoesits has been
obrained from or is dependent upon any one person or indestry. The Bank's
bBusiness iz aot seasonal  in nature. The Bank accepts deposits in excess of
5100, 000 from customers. Those deposits are priced to remain competitive. As of
Decembey 31, 2006 and 2005, the Bank had ne brokered funda on deposit.

The RBank is net  dependent upon funds from sources gutside the United
Stares and has not made loans to any foreign entities.

The foliowing table summarizes the distvibution of average deposirs and
the averaye annualized rates paid for the years ended December 31, 20064, 2005

and 2004.
AVERACE DEPOEITS
(Dollars in thousands)
For the Year Ended For the Year Ended Por the Year Ernded
Dacapber 31, 2006 December 31, 2005 December 31, 2004
Average Average Averaye Average Average Fverage
Balance Rate Baiance Rate Balance Rate
Demand deposits 532,031 0.00% 329,518 0.09% $26,248 D.00%
NOW deposits Z5,5951 0.143 26,721 0,14 27,5814 .10
Savings deposita BLl,444 0,31 T3, 5584 0.81 TH, 462 J.681
Time deposits F2,271 3.9% 51,684 2.76 44,070 2.1%
Total average deposita 5191, 849% 1.81% 5182, 317 1.12% 5176,3254 0.92%

The following table indicates the maturity schedsle £or the Bank's time
deposits of 31040,400 or more as of December 31, 20048, 2005 and 2004.

SCHEDULED MATURITY OF TIME DEPOSITS OF $100,000 OR MORE
(Pollars in thousands)

December 31, 2006 Devrember 31, 2065 December 3@, 2004
¥ of ¥ of ¥ of

Balance Total Balance Total Balance Total

Three months or leas 515,322 60.5% 5 7,521 a5 0% § 5,658 33.4%
Gver three through six menths 5,026 23.9 5,498 25.6 4,864 13.%
Cver six through twelwve months 1,938 7.9 5,236 24 .4 1,024 7.2
{ver twelwvae months 1,948 7.7 3,228 35.0 2,795% 3.5
Total Time Deposita £35,304 100.0% $21,.483 100.0% 514,342 100.0%

Liguidity and Asset-Liability Management

Liguidity manaygement for kanks requires that funds always be available
ta pay anticipated deposit withdrawals and maturing financial obligations
promptly  and fully in  accordance with their terms. The balance of the funds
required is generaily provided by payments on leans, sale of leans, liguidation
of assets and the acguigition of additicnal deposgit liabllitiesz. Ong method
banks utilize fov acgquiring additional liabilities is through the acceptance of

"brokered deposita" ldefined to include not only deposits  received through
deposit brokers, but also deposits bearing interest in excess of 75 basis points
over market rates), typically attracting large certificates of deposit at high

interest rates. The Bank, howaver, has not accepted and does not  anticipate
accepting "brokered deposits” in the future.

To meet iiguidirty needs, the Bank maintains a portion of its funds in
cash deposits ig other banks, federal funds soid, and awvallable-for-sale
zecurities. As of December 31, 2006, the Bank's liguidity ratio was 27%, defined
as the sum of £4.8%% mwillion 1n federal funds s=sold, 537.817 million 1in
available-for-sale securities at fair value, and $310.879 million in cash and due
from banks and interest-bearing deposits at the Fedeval Home Loan Rank, a3 a
percentage of deposits. As of December 31, 2005, the Bank's liguidity rario was
29%, defined as the sum of $6.767 miliion in federal funds scld, $490.231 million



i available-for-sale secuorities at faiv value, and $3.357 million in cash anrd
due from banks and interest bearing deposits ar the Federal Home Loan Sank, as a
percentage oI depcsits.

apility maturities and the matching

The careful planning of asset and
interest rates to correspond with this maturity matching is an integral part
nt of a2n instituticn's net yield., Te the extent wmaturities
do not match in a changing interest rate snyironment,
vields may be aff »d,  Twven with perfectly matched repri
in the form of prepayment  of assets,  ni

of the active manage:

ing of assets and
ities, risks =Y ng laygs in
sting certain asgsers and liabilities that have varying senzitiwviries to
market interest rates and basis riskx. In it owverall attempt to match assers and
lilabiliries, Management taXesa into scoount rates arnd maturities to be offered in
nmection with its time depogits and by offering wariable rate loane., The Bank
has generally hkeen able to control its exposure to changing interest rates by

rmaintaining  shorter-term  investments and offering flcating interest rate loans

and a4 majericy of its vime deposits ar relatively short maturities.

The rable below sets forth the interest rate sensitivikty of the Rank's
inrerest-gensitive assers ard interest-sensitive  “iabilities as of Tecember 31,
270048, 2005 and 2004, using the interest vate genaitivity gap ratic. For the
an  agset or liakilicy iz conziderved

purpnoses  of the tollowing t
rate-zengitive within a specified period when it zan be repriced or marures

within its countractual terms.

INTEREET RATE SENSITIVITY
(Tollarg in thousarndsz:

Due Within Tue in Due After One Due After
Thiee Three to Twelve Year to Fiwve Flve
Marths Months Years Tears Total
Rate s e asgeta
Fader funds 2old and
svernight deposits 3 4,378 & 4,875
Availakle-for-g4ale securities 1,391 5 0131,469 5 . 5 1,831 17,817
Tutal leans B4, B35 E,.512 14 G4, 45] 156,978
Total 562,711 5 o.9,98: 5 RO, 654 5 OR&,324 5.92,670

Ezte sernsitive liakbilirties

oW depozits =S HE Y 5 27,70 3 29,:59
Zavings depasits 32,641 .- -- 23,238 CE.B7R
Time deposits A0, 294 5 26,338 st 94s 74,878
Securities sold under
agreements to repurchase 1.628 - -- BS 1,628
Total g Te, U021 % 2s8,338 57,945 4 RC, %38 516l1,238
Trterest vate sensitivity gap
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~ulative gap

rulative gap -fatico to total assebs 51 % AR p ER

INTEREZST HATE SENSITIVITY
Doilars in susands)

December 11, 2335

Tue Within Due in Cue After One Due Aftar



Thrae Three to Twelwve Year to Flve Five
Months Montha Tears Years Total
Rate gensitive asgets
Federal funds sold and
overnight deposits 5 &,767 -- -- 5 6,767
Available for-zale securities 1,656 5 9,172 5 26,3739 & 2,224 40,231
Total loaus B2, 274 5,208 30,367 53,502 147,381
Tevtal 5 60,897 3 15,580 & 57,146 % 60,726 £194,149
Rate sensitive liabilities
NOW deposits 5 1,277 - 4 24,7266 & 25,543
Savings deposits 40,632 -- .- 26,3243 66,5935
Time deposits 15,539 5 31,803 5 15,221 62,563
Securiries sold under
agreements to repurchase 2,313 - -- - - 2,311
Total $ 59,821 4 31,803 % 15,221 5 50,509 £157,354%
Interest rate sensitivity gap & 576 % 42,128 5 1G, 217
Cumulative gap S a7e $015,347) S 26,778 S 36, 395

Cumulative gap ratic to total assets 0%

December 31, 2004

Lue Within Due in Due After Cne Due After
Three Three to Twelwve Year to Five Five
Months Montha Years Years Total
Rate sensitive assets
Pedsral funds =sold and
avernight deposits 59,376 -- -- - 59,976
Available-for-zsale securities 2,023 5 3,350 5 IG,2013 5 2,306 38,482
Total Loans 43,324 6,761 32,6013 &0, 063 42,751
Total $ 55,323 5 10,711 £ &2, 808
Rate sensitiwve liahilities
NOW deposite 5 1,428 --
Savings deposits 50,447 -- .-
Time deposits 2,913 $ 18,1990 $ 14,327
Securiries sold under
4yreemsnts to repurchase 2,188 - - -- 2,188
Fedaral Home Loan Bank advances 2,000 L - - - 2,000
Total $ 68,974 3156,H834
Imterest rate seasitivity gap $413,851) 4 48,479 5 34,317%
Cumulative gap £{13,851) & 27,439
Cumulative gap ratic to total aseets (7% 14% 17%

Sinee interest rate changes do not affect all categories of aszets and
liabilities equally or simultanecusly, a cumulative gap analysis zlone cannct be
used to evaluate the Bank's interest rate =sansitivity position., To supplement
traditrional gap analysis, the Bank performg simulaticon medeling to estimate the
potential seffects of changing interest rates. This provess allows the Barnk to
explore complex relationships among vepricing assets and liabllities over time
in wvaricus inrerest rate environments.

The Company's Executive Committree meets ab least guarterly to monitor
the Bank's investmentsa, liquidity needs and oversee ita aszet-liability
maniagement . Eetwesn meetings of the Executive Committse, Management oversees kthe
Bank's liguidity.

Capital Reserve



The Feder Teposit  Thsurance Corporvaticn Improvement  Act of 1591
"ERICTAYY  defines specifle capltal categeriss  based upon an inatitution's
capital  ranics. The capital caregoriea, in declining order, asre: | well

capitalized; 1) asdeyuabtely «capitalized; (iitid undercapitalized; v
slgnifi
FLTCIA ard the FPRICs promprt covvective action rules, the FRIC may tfaXe any one
or more of the following actions  against a2n undercapitalized kank: restrict
dividends and  managemsnt fues, restrict asser growth and prollibit new
acguisiticns, new branches or new “ines of business wirhout pricr ¥DIC approval.
TE 4 barck is significantly undercapitalized, fthe FOIC way also reguire the bank

antly undercapitazlized; and vl oriricatlly undercapitalized, Urnder

to rajse capital, restrict inferest rates a hark may pay on deposits,  reguirae a
reductien in sssets,  reatrict any activities that might cacse tisk £ the bank,
require improved AR &g e pronibit the acceptance  of  depozits frem

aorrespondent  banxs and restrict  compensation to any senicr executive officer.
When a bank hecomes critically undercapitalized, fi.e., the ratic of tangibie
equity o rstal assets 15 egual to or less chan 2%, the FDIC maat,  within %o

days thereafter, appolat a recelver for the bark or take such acrion as the FOIC
determines would better achiewve the purposes of the law. BEven where such other
avtlon ts tafen, thae FCIC generally must appoint a raceiver for a bank it the

kankx rer g uritically uandervapitalized during the calendar guarter begianing
270 daye after rthe date on Wl v

ich Ehe bank became critically undercapi

Toe he considerved "adsgquately capitalized," arn inscircution  must
generally hawve A leverage tatic of  at  least 4%, a Tier I capital to
rigk-welighted asszets ratio of at ieast 4% and total Tier & ard Tier 2 capital to
risik-weighted asseta ratio of ar least 3%. Az of December 31, 2006, the moznt
recent notificarion from the Federal Depesit Insurance Corporation sfaregorized
the Bank &8 well capiltalirzed under the regulatory frameworx for prompt
cortrective actisn. To be rategorized as we
minirum total risk-based, Tier 1 rluk-bkased and Tier 1 leverage ratlios aa zet
forth in the table below, There are no conditiong that Management healisves have

L ecapltalized, tie Bank must maintain

changed the Bank's categuozny.

At Lecembes 31, 2006, 2008 and 2904, the Bank's capital exceeded altl

minimum  regularory  reguirements  and  kthe Bank  was  considered  to be  "well

capttalized" aa defined in the regqulations iszued by the PLIC.

CAPTTRL RATIOS

Aotyual
l2/31/04

Bank:
Total capital {to risk weighted azssets) 13.56% 13.27%
Tier i1 cavital [co risk welighted aszete:) TE.L4LE 12.902%
Tier 1 carital {to averasze assats) 7.51% TOLAY¥
Intlarion

The impact o©f inflation on a financial instirution can ditfer

slgrificantly from that sxerted oo other companies., Banks, as  financial
intermediaries, bave many assets and liabilities that may move in conferst with
inElation both as to  interest rates and value., This is  especizily true for
companies, such as the Bank, witn a high percentage of interest rats sensitive
agzers and  liabkilities. & kanx can reduce tne impact of inflarien 1if it 2an
manage ilts intersst ravre sensitivity positicn.  The Bank attemprs £o gtructure
its mix of firaccial instruments  and manage its  interest rabte  sersitiviny
positicn in order to minimize the potential adverse effects of inflation or
other market forces on its net interest  income and  therefore its ezrnings and

capitat .

Firnancial  instirvtions are also affected by inflation's impact on
aon-interest  expences,  such as salaries  and  ocoupaney  expenses.  During the
perisd 15532 through 2006 inflation has remained relatively stakle, due primarily

to continuous management of the money supplied by the FPederal Reserve. Rased on
the Bank's interest rate gensicivity pofition at year-end 2338, the Bank
benefits in the shore term {rom rising interest rates and iz adversely dimpacted
Ly Fslling interest rates. As such, indirectly, fhe aanagement of the money
pply by thue Federal FReserve to contro:  the rate of inflaticn may have an

the sarnpirgs of the Bank. Also, the changes in interest rates may have

iompact on
a covrezpornding impact enr the ability of borrowera to repay Zoains with the Bark,

Sarbanes Oxley Act of 2702

Minimum
Regu_atoary
Regquirements

8.0C%
4.09%
1.00%

Weli-
Capitalized

10.00%
€.00%
5.90%



The Company has initiarives in place to ensure compliance with rthe
Sarbanea-0xley act of 2002. The Company has an Internal Compliatnce Committee
rhat is responsible for the monitoring of and cempliance with all  federal
regulations. This committes reports to the Audit and Compliance Committee of the
Roard of Directors.

BEvaluation of Diaclosure Contro: Procedures

The Company's Chief Executive Cfficer and Chief Financial ©Officer have
evaluated the effectiveness of the Company's discleosuve controls and procedures
as of December 31, 2006 and have concluded that, as of that date, the Company's
disglesure contrels and procedures were effective at ensuring that required
information wiii be disclesed on a timely baais. This concluzion is based on the
above-referenced officers' evaluation of such controls and procedures within se
days of tne date of this Form 10-KSH.

Chanyges in Internai Coatrols

Thetre were no sgignificant cohanges in the Company's internal controls over
firancial reporting or in other factors tiaat could significantly affect the
Company's internal controls during the fiscal year ended Decamber 33, 290&.

Cptiona Qutstanding

The following table sets forth the securities authorized for issuance under
equity compensationl plansg.

Number of
securities
rematning available
for future igsuance

¥umber of under eguity
securities ro be compensation plans
issued upon Weighted-average {excluding
exerciae of exercise price of securities
cutatarding optiona outstanding opticns reflected in column
fal b} {2}l
fel
Equity compensation plans
approved by security holdera 68,927 sr5.32 16,117
Pquity compensaticn plans not
approved by security holders 1} a 0
Total 58,927 525.22 16,117

[GRAPHIT OMITTED)
SHATSWELL, MacLEOD & COMPANY, P.C.

Wezt Peabody, Massachusetts
February &, 2007

The Board of Divectors and Stockholders
SBT BRancorp, Tnc.
Simsbury, Connecticut

REPCGRT OF INDEPENDENT EEGTUSTERED PUBLIC ACCOUNTINMNG FIRM

We have audited the accompanying conscolidated balance sheets of SBT Bancorp,
Ine. and Subsidiary as of December 31, 2308 and 2005 and the related
conaolidated statementsz of income, changes in  stockholders'  eguity and cagh
flows for the vears then ended. These consalidated financial statements are the
responsibility of the Company's management . CQupr responsibility is to express an
opinicn on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Publie Company
Accounting Overaight Board (United States). Those standards reguire that we plan
and perform the audit to cbtain reascnable assurance about whether the
consolidated financial statements are free of material misstatement. The Company
iz not reguired to have, nor were we engaged to perform, an audit of its



internal centraol gver financial reporting. Cur audit included consideration of
internal control sver financial reporting as a basis for designing andit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectivensss of the Company's internal control
ovetr financial veporting. Accordingly, we express ac such opinion. An audit
ingludes examining, on a2 test hagis, evidence supporeing the amcunts and
disclosures in the conselidated financial staremants. An audit also includes
assegaing the accounting principles used and significant estimates made by
matiagement, as well as evaluating rhe overall consolidated financial statement
presentation. We helieve that our auvdits provide a reasgnable basis for our
oplnion.

Tn our vpinion, the consolidated financial statements referrved ro above present
fairly, in all matsrial respects, the consolidated financial position of S8BT
Bancorp, Inc. and Subsidiary as of December 31, 2006 and 2005 and the
consolidated resulta of rheir operations and their cash flows for the years then
ended, in conformity with accounting principles generally accepted in the United
States of America,

/s/ BHATEWELL, MacTEQD & COMPANY, PB.C.

SHATEWELL, MacLEOD & COMPANY, P.C.

Weat Peabody, Massachuserts
February &, 2047

SET BANCORR, INC. AND SUBSIDTARY
CCNSOLIDATED BALANCE SHRETS
December 31, 2006 and 20035

ASEETS 2006
Cash and dus from banks $ 10,881,262
Interest-bearing deposits with the Fedeval Howme Loan Bank 1%,807
Money market mutual funds C1,717
Faderal funds sold 4,875,200
Cash and cash equivalents 15,805, 786
Inveatments in avaiiable for-sale securities {at faiv wvaius} 37,817,246
Federal Home Loan Bank stock, at cosc 667,809
Loans held-for-sale 268,009

157,211,164
1,698,323

155,512,435

Loang
Less allewance for loan losses

Loans, net

Premiszes and equipment 1,551,367
heeriued interest raceivable 594,043
Bank owned life insurance 2,827,480
Geher assets 1,700,464
Total asseta 45 217,046,%50
LIABTILITIES AND STOCKHOLDERS' ECUITY
Deposits:
Demand deposits 5 38,791,256
Favings and NOW deposits 85,038,535
Time depesits T4, 575,367

158,402,158
1,627,85%6
257,432

200,927,484

Total deposits
Securiries sold under agreements to repurchase
Other liakilities

Toral liabilities

Stockholders' sguity:
Common stock, no par value; asthorized 2,000,000 shares; 1zsued and

outstanding 841,391 shares in 2006 and 838,522 shares in 2005 8,636,380
Retained earnings 7,837,022
Accumulated other comprehensive loss (364,338}

3 2,343,045
8,234

58,4484
&,767,272
16,183,615
40,231,140
985,600

147,525,271
1,719,533
145,805,738
1,006,357
793, 4488
2,881,367
1,877,949

5 209,544,654

= )

£ 16,074,649
92,477,912
62,563,128

191,115,680
2,312,832
740,544

2,456,830

7,473,542
1554 ,634)



Total stockholders' squity 16,119,064

Total liabilities and stockholders' equity 5 217,046,554

The accompanying netes are an integral part of these
consolidated financial statements.

SET BANCORP, THC, AND SURSTIRIARY
COMSOLIDATED STATEMENTS OF INCOME
Yeara Ended December 3:, 2006 and 20065

2006 2008
Interest and dividend income:
Interest and feea on loans $ 3,068,964 % 8,065,276
Interest on debt securities:
Taxable 1,588,164 1,273,044
Tax-exampt 208,551 195 112
Dividends 83,544 56,765
Qther interest 216,357 163, 288
Total interest and dividend income 11,135,620 3,759,483
Tnterest expense:
interest on deposits 3,452,049 2,050,630
Tnterest on Federal Fome Loan Bank advances $3,8619 413,370
Interest on securities sold undevy agreements to repurchase 41,219 31,9399
Total interest expenge 3,596,587 2,125,399
Wet interest and dividend income 7,538,733 7,633,084
Provision for loan losses 30,004
Netr intevest and dividend income after provision for loan losses 7,538,733 T.603, 084
Moninterest income:
Service charges on deposit accounts 336,664 %13,748
Investment services fees and commissions 165,436 83,705
Other service charges and fees 486,458 427,320
Increage in cash surrender walue of life insurance pelicies 130, 6548 127,754
Gain on loans sold, et 1,977 61,222
Crher income 12,388 31,093
Total noninterest income 1,156,239 1,044, 8558
Nonintersst expense:
Salaries and employee benefits 4,036, 284 3,114,881
Cooupancy axpense 1,028,280 TER3, 452
Egquipment expense 324,683 211,354
Frofesaiovnal fees 164,181 328,850
Advertising and promotions 346,677 359,680
Forms and supplies 209, 3585 163,881
Correspondent charges 196,001 195,458
Postage 1492, 850 1da,07d
Mrectors' fees 128,335 13a0,30404
Ctheyr expenge 942,596 776,212
Total noninterest expense 7,679,552
Income before income tax expense },015,020 2,519,095
Income tax expanse 238, Ga7 845,418
Wet income $ T16,933 1.673,677

Barnings per ¢ommon share 3 .85

Earnings per common share, assuming dilution 5 .84 8 1.96



The accompanying notes are an integral part of these
consoridated financial stacements,

SBET BANCORP, INC. ANt sUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
Yeary Ended December 31, 2006 and 2C05

Accumulated
Orner
Comresty Rerained Comprehensive
Stock Earnings Loss Toral
Balance, facember 31, 2094 38,320,288 §6,134,028 $0399,357} 534,285,257
Comprehensive income:
Ner income 1,673,877
Yet change in unrealizmed hclding loss cn
avatiable-for-sale securities, net of tax
effect (385, 577)
Comprehensive income 1,328,100
8,695 shares issued on stock options exercised 129,481 129,481
Tax benefit for stock cptions 6,923 6,523
Dividends declared {($.40 per share!l (334,183, 1334,163)
Balance, December 31, 2005 H,456,68C 7,471,542 (554,634} 15,375,588
Comprehenaive income:
et income 716,933
¥et change in unrealized heolding loss on
avaliable-for-sale securicies, net of rax
effect 200,206
Comprehensive incomne 917,229
3,463 shares issued on stock options exercised 55,880 EE, BAD
Stock based compengation 123,810 123,811
Dividends declared (5.42 per share) (353,453} {183,453}
Balance, December 311, 2CCh 58,636,380 $7,837,022 5{384,338) 516,119,064
Raclassification disclosure for the years ended Dececber 31:
2308 Z200%
Net unrealized hoiding gains {losses) on avallable-for-zale securitiea 5328, 087 51582, 436])
Orher comprehensive income {loss) before income tax effect izg, 087 1582,438)
Ireome tax {expense) benefit {227,791} 226,889
Cther comprehensive incowme (Iosa), net of tax 4260, 296 3(355,57T

Accurmulated cther comprehensive 1088 as aof December 21, 2006 and 2065 consigts
af ret unrealized holding lesses on avallable-for-sale securitlies, net of taxes.

The accompanying ngtes are an integral part of these
consoiidated financial statsements.

SBT BANCCRE, INT. AND SUBSICIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Yaars Ended Decermber 33, 2096 and 2008



Cazh fluws from opevating activities:
Net income

Adjustments to reconcile het income te net cash provided by vperating activities:

Amortizaticn of securiries, net
Change in deferred lean costs, net
Provision for loan loss=es
{Tncreasel decrease in loana held
Depreciation and amertization

for-sale

Tecrease [increase) in other aszzers

Increase in interest receivabie

tIncrease]| decrease in taxes veceivakble
Inerease in cash surrender value of bank owned

Increase in other liabilities
Increase in other liabilities
Tnerease in interest payable

Teferred tax expense (benefit}

123,810

¥et cash provided by operating activities

Cash flows trom investing activities:

Proceeds from maturities of interest-bearing time depsosit with other hank

Purchases of available-for-sale zecu

vities

life insurance

Proceeds from maturities of available for-sale securities

fedemption of Federal Home Loan Bank
bean originations and principal ecoll
Loan purchases

Recoverles of previously charged off
Capital expenditures

Premiuma pald on l1ife ingurance poli

stock
actions, net

loans

cy

Net cash used in investing activities

Cash flows from financing activities:

Wet decrease in demand deposits, NOW and savings aceounts

¥et increase in time deposits

Wet change in short term advances from Federal Home Loan Bank

Net {decrease) increase in securitles sold under agreswments to repurchase

Progeeds from exercise of stock gptions

Dividends paid

Wet cash provided by financing activities

Nat (decrease! increase in cash and cash egquivalents

Cash and cash sguivalents at beginning

of year

Cagh and cash eguivatlents at end of year

Supplemental disclosures:
Interest paid
Income taxes paid

53T BANCORP, THC.

AND SUBSIDIARY

Years Ended Degembar 37,

2006 and 2005

NOTE 1 - WATURE CF CPERATIONS

Q1 Marceh 2, 2006, The Simsbury Bank & Trust Company,

veorganized into a holding company struckture. As a result,
Ine. ithe "Company"} and each
outstanding share of common stock of the Bank was converted inta the right to

of the Company. The Cotpany
files reports with the Securikies and Exchange Commizcsion and is supervised by

wholly-owned subsidiary of 53T Bancorp,

receive one share of the common stock,

no par value,

Inc. [(cthe "Bank")
the Bank became a

4T

716,333

21,0589
(58,262}

30,000
(268, 0G0)
314,817
117,937
(101,511}
{70,880}
{133,656)

144,587
12,301
12,366

A35,101
500, 004
(6,915, 828)
3,636,750
237,800
{5,085, 846)
(4,563,093}
104

ta70, 749)
{15,437}

{7,516,2399)

(4,725,761)
12,012,238
(2,000,000)
(684,936}
55,881
(353,453)

{377,223)
iB, 183,015

% 15,805, 786

$ 3,584,586
356,001

2005

$ 1,673,877

71,416
5,572

740, 600
175, 804
{357, 331)
(68,681)
20,353
1127, 754)

148,010
13,462
(30,508}

(10,210, 385)
1,808,242

3,135,689
{7,727,674)
94
(616,609)
(15,437}
17,146, CHOD)

19,25%,185)
17,222,582

125,008
129,481
(33%,163)

5,503,723

1,054,703
15,128,312

§ 16,183,015

5 2,112,937
B55,5373



the Board of Sovernors of the Federal Reserwve System.

The Banrk iz 3 state chartered bank which was inoosrporated on Agril 28, 15%2 and
i5 headguartered in Simshury, Connecticut. The Zark ccmmenced operaticns an
March 31, 1235 engaging prinecipaliy in the busineas of atrracting deposirvs from
the general pubilic and investing those depeosits in securiries, residential and
commercia: real estate, consuwemer and small businezs loans.

NQTE 2 - ACCQUNTING POLICIER

The accounting and reporting pelicies of the Company and ita subsidiary cenform
to aceounting principles generaily accepted in the United States of America and
predominant practices within the bankirg industry. The cansglidated firarcial
statements of the Company were prepared vsing the acerual kasis of aceourting.
The significane accounting policies of the Company are summarized below ta
assiat the readery in better understanding the consslidated financial statemernts
and other data contaired hergin.

VISE OF EBTIMATES:

The preparation of consolidated financial statements in conformity with
accounting principles gererally accepted in the United States of America
requires rmanagement to make escimates and assumprions that affect the
reported amounts of assetg and liabiliries and disclesure of contingent
assets and liabilities ak the date of the consolidated financial statements
and the reported amounts of revenues arnd eXpenses during the reperting
pericd. Actual results could differ from those estimates.

BASIS OF PRESENTATION:

The consgolidated firancial statements include the accounts of the Company
and ite wholly-owned subsidiary the Bank and the Bank's wholly-owned
gsubgidiary, SBT Invegtment Services, Inc. SBT Investment Services, Inc. waa
established sclely for the purpocse of providing investment prodocta,
finarncial advice and services tc ica clients and the community. All
significant irtercompany accounts and transactions have been eliminated in
the congolidaricn.

TASH AND TASH EQUIVALINTS:

For purposes of reporting cash flows, cagh and cash eguivalents include
cash on hard, cash irems, due from banza, Federal Home Loan Bank
interest-bearing demand and overnight deposits, money market mutual funds
and federal funds sold.

Casih and due from banks asgs of December 11, 2008 and 2005 includes
52,446,000 and $%,512,000, respectively, which ia subject ko withdrawais
and usage restrictions to satisfy the reserve reguirements af the Federal
Reserve Rank.

SECURITIES:

Investments in debt securities are adjusted for amcrtization of premiums
ard accretion of discounts computed so as to approximate the interest
method. Galns or losses on sales of investment securities are computed om a
apecific identificaticon basis.

The Company classifies debt and equity securities intoc cne of three
categories: held-to-maturity, available-for-sale, or trading. These
security classificaticons may be moedified after acquisiticon onily under
certain specified conditiona. In general, securities may ke classified as
neld-to-maturity oniy if the Company has the positive intent and ability to
nald them to maturity, Trading securities are defined as those bought and
held principally for the purpcse of gelling them in the near term. A1l
ather securities must be classified as available-for-zale.

-- Helid-to-maturity securities are measured at amortized cost in the
wonaolidated balance sheeta. Unrealized holding gains and logses are
net included in earnings, or in a geparate component of capital. They
are merely disclosed in the notes to the consolidated financial
statements.

-- Available-for-sale securities are carried at fair value on the
consolidated balance sheets. Urrealized holding gains and losses are
not ineluded in earnings but are reported as a net amount (less
expected tax) in a separate companent of capital until realized.



-- Trading securities are tarried at fair wvalue on the conaoclidated
balance sheests. Unrealized helding gains and losses for trading
securities are included in earninga.

Declines in the fair walue of held-tu-maturity and available-for-=zale
aecurities bhelow their cost that are deemed to be other than temporary are
reflected in earnings as realized losses.

LOANS HELD -FOR-SALE:

Loans held-for-sale in the secondary market are carried at the lower of
cost or estimated fair value in the aggregate. Net unrealized losses are
provided for in a valuation allowance by charges to operaticns. Interest
income on mortgages held-for-gzate is accrued currently and classified as
intersat on loans.

LOANS:

Loars receivable that management fhas the intent and ability to held until
maturity or pavolf, are reported at their ocutstanding prinecipal balances
adjusted for amounts due o borrowers on unadvanced loans, any charge-offs,
the allowance for lean iloszes and any deferred fees or costs onh eriginated
luans, or uynamoertized premiums or discounts on purchazed loans.

Interest on ioans is recognized on a simple interest basis.

Loan origination and commitment fees and certain direct crigination costs
are deferred, and the net amount amortized as an adjustment of the related
loan's yield. The Company is amortizing rthese amounts over the contractual
life of the related loans.

Residential real estate loans are generally placed on nonaccrual when
reaching %0 days past due or in process of foreclasure. All clozed-end
congumer loans 90 days or more past due and any equity line in the process
of foreclesure are placed on nonaccrual status. Secured congumer loans are
written down bEo realizable value and unsecured consumer loans are
charged-ovff upon reaching 120 or 180 days past due depending on the type of
loan. Commercial real estate loans and comnercial business loans and leases
which are 90 days or more past due are geferally placed on nonaccrual
status, unless secured by sufficlent cash or other assets immediacely
convertible to cash. Whe:n a loan has been placed on nonaccrual status,
previously accrued and uncollected intervest is reversed against interest on
leans. A& loan can be returned to acerual status when collectibility of
principal is reaspnably assured and the loan has performed for a peried of
time, generally six months.

Cash receipts of interest income on impaired loans are credited to
principal to the extent necessary to eliminate doubt as to the
collectibility of the net carrying amount of the leoan. Some or all of the
cash receipts of interest income on impaired leans is recognized as
interest income if the vemaining net carrying amount of the lcan iz deemed
to be fully collectible. When recognition of interest income on an impaired
loan on a cash basis is appropriate, the amount of income rhat is
vecoynized is limited to that which would have been accrued on the nee
carrying amount of the loan at the contractual intevest rare. Any <ash
interest payments receiwved in excess of the limit and not applied to reduce
the net carrying amount of the loan are recorded as vecoveries of
charge-offs until the charge-offs are fully recovered.

ALLOWARNCE FOR LOAN LOSSES:

Tae allowance for loan losses iz established asa losses are estimated to
have vceurred chrough a provisieon for lean losses charged to sarnings. Loan
logsea are charged against the allowance when management helieves the
uncollectibility of a luan kalanee is confirmed. Subsequent recoveries, if
any, are credibted to the allowance.

The allewance for loan losses is evaluated on a vegulax basis by management
and is baged upon management's pericdic review of the collectibility of the
loans in light of nistorical expevience, the nature and volume of the locan
portfolic, adverse situations that may atfect the borrower's ability to
repay, estimated walue of any underiying eollateral and prevailiny economic
conditions. This evaluation is inherently subjectiwve as it requires
eatimates that are susceptible to significant revigion as more information
besomes available.

A loan 15 conaidered impaired when, based on current information and
events, it is probable that the Company will be unable to colilect the



scheduled paymernts of principa: or intereat when due acocording to the
contractual terms of the loan agreement. Factora considered by management
in derermining impairment include payment status, collateral walue, and the
probability of zelecking scheduled priccipal ard interest payments when
dus. Loans that expevience insignificant payment delays and payment
zhartfalls generally are not clazssified as impaired. Management determinecs
the significance of payment delays and payment shortfalls on a case-by-case
basis, taking irnto consideraticon all of the circumstances surrcunding the
logarn and the borrower, inciuding the Zength of the delay, the reazconzs Sfor
the delay, the borrower’'s pricr payment record, and the amount of the
shortfall in relation to the principal and interest owed. Impairment ia
meazured on a lean by loan basis for commercial and construction loans by
either the present value of expected future cash flows discounted at the
loarn's effective interest rate, the lean's obtainable market price, or the
fair walue of the zcllateral if the Ican is coliateral denendenc.

Large groups of smaller balance homogenecus loans are collectively
evaluated for impairuwent. Accordingliy, the Company does not zeparately
idertify indiwvidual consumer and resildential loans for impairment
disciosures .,

PREMISES AND EQUIPMENT:

Premises and eguipment are stated at cosc, less accurulated depreciarion
ard amertizarion. Cost and related allowancea for depreciation and
amortizaticon of premiases and egquipment retired or otherwise disposed of are
removed from the respeckive accounts with any gain or 2zas included in
income or expenge. Depresciation and amertization are caleulated pringipally
on the straight-lire merhod over the estimated useful livea of the asgets.
Estimated lives are 3 to 20 years for furriture and esguipment. Leasehold
improvements are amortized over the lesser of the life of the iease or the
eatimated life of rhe improvemenks.

FRIR VALUFS OF FINANCIAL ITHNSTRUMENTS:

Statement cf Financlal Acgounting Starndards (SFAE! Ne. 107, "Disclosures
about Fair Vvalue of Financial Instruments,"' requires that the Company
disclose estimated fair wvalues for ita financial instrumente. Fair vaiue
metnods end assumptions used by the Jompany ir estimating its fair value
digclasures are as follows:

Cash and cash eguivalents: The carrying amcunta reported in the balance
sheets for cash and cash equivalents approximate those assets' falr walues,

Securities: Fair waluea for securities are based on guoted market prices,
where available. If guoted market pricea are not available, fair values are
based on gquoted market prices of comparabie instruments.

Loans held-for-gale: Failr wvalues for leans held-for-sale are estimated
based on cutatanding investor commitmenta, or in the absence of such
commitments, are based on current investor yield regquirements.

Loana receivable: For wariable-rare loans rthat reprice frequeatly and with
no significant change in credit risk, failr walues are bhased on carrying
values. The fair values for other loans are estimated by discounting the
future cash flows, using interest rates currently heirng offered for Igans
with similar terma to borrowera of similar credit guality.

Accrued interest recelwvablie: The carrying awmount of aceorued interesat
receivable approximates its fair wvalue.

Depostt tiabilities: The fair values disclosed for demand depecsits, regular
savings, NCW accounts, and monsey market accounts are equal to the amount
payable on demand at the reporting date i(i.e., their carrying amounts).
Fair waliues for certificates of deposit are estimated using a disccounted
cash flow calculation that appiies interest rates currently keing offered
on caertificates to a schedule of aggregared expected monthly maturities on
time deposits.

Securiries scld under agreements to repurchase: The carrying amounts of
gecuriries scld under agreements to repurchass approximate thelrs faiy
values.

Qff-halance sheet instruments: The falr value of commitments to origirate
lpans i@ estimated using the fees currently charged to enter similar
agreements, taking into account the remaining terme of the agreementrs and
the present sreditworthiness of the counterparties. For fixed-rate igan
commitments and the unadvanced portion of lcans, fair walue alsze considers



the difference betwsen current Tevels of interest rates and the committed
rates. The Fair wvalue of letters of credit iz haped on fees currently
charged Ffor szimilar agreements or on the estimated cost to terminate them
or otherwise settle the obligation wirh the counrerparties at the reporting
date.

ADVERTISING:

The Compaty directly expenses costs asscciated with advertising as they are
incurred.

INCCME TAXES:

The Company recognizea income taxes under the asset and liakility method.
Under this method, daferred tax assets and liabilities are sacablished for
the temporary ditterences between the accounting hasis and the tax hasis of
the Corpany's assets and liabilities at enacted tax rates expected to be in
effect when the amounts relared to such temporary differences ave realized
or settled.

STOCH BASED COMPENZATTON:

ht Decembar 31, 2006, the Jompany has a stoack-baged employee compensation
plan which ia described more fully in Note 15. The Company aceounts for the
plar under SFAS No. 123({R) "Share-based payment". During the year ended
December 31, 2006, 5123,810 in stock based smployee compensation was
recognized. Prier to January 1, 2006, the Company accounted for the plan
under the recognition and measurement principles of APBE Opinion No. 25,
"Rogounting for Stock Issued to Employees, " and related Interpretaticns. No
stock-based ewployee compensdation cost was reflected in ner income, aa all
options granted under this pian prior to January 1, 2006 had an exercise
price egqual to the market wvalue of the underlying common stock on the date
af grant.

The following table illustrates the effect on net income and earnings per

share if the Company had appiied the fair walue recognitien provisions of

SFAS Wo. 123 {revised 20604), "Share Based Payment" to stock-based employee
compensation for the year ended December 31, 2005.

Yet income, as reperted 51,673,677
Deduct: Total stock based employee compensation expendge

determined undevr fair wvalue based method for all awards,

net of related tax effects 60,583
Pro forma net income $1,613,088

Earnings per share:

Bagic - am reported §2.00
Basic pro forma $1.93
Dilured - as reported 51.96
Diiured - pro forma §1.8%

EARNINGS PER SHARE:

Basic earnings per share (EPZ2) excludes dilution and is computed by
dividing income available to common stockhoiders by the weighted-average
number of common shares outstanding for the period. Diluted EPS reflects
the potential dilution that could occcur if securities or other contracts to
issue common stuck were exercised or coeaverted into common atock or
resuited in the issuance of common etock that then shared in the earnings
of the entity.

RECENT ACCCQUNTING PRONQUNCEMENTS :

In February 2006, the Financial Accounting Standarvds Board (FASB) isgued
SFAE No. 155, "Accounting for Certain Hybrid TnstTwneats"™ [SFAS 155), which
permits, bur does not reguive, fair value accounting for any hybrid
financial instrument that contains an embedded derivative that would
atherwige regquire bifurcartion in accordance with SFAS 133, The statement
alsc subjects beneficial interests issued by securitization wehicies to the
reguirements of SFAS No. 133. The statement is effective as of January 1,
20G07. The adoption of SFAS 585 is not expected rto have a material impact on
the Company's finapcial condition and results of operations.

In March 2006, the FASB issued SFAS Nao. 158, "Accounting for Servicing of
Financial Assets- an amendment of FASB Statement Wo. 140" (SFAS 156). SFAS
156 requires an entity to recognize a servicing asset or servicing



ligkility each time it undertakes an obligation to aervice a firancia:
asset by entering into a servicing contract in specific situations.
Additiernally, the servicing asseb or servicing liability shall be initially
measured at fair wvalue; however, an entity may elect the "amortization
mathod" or “fair wvaliue method" f{or subsegquent balance sheet reporting
periods. SFAS 156 is effecrive as of an ertity's first fizcal vyear
peginning afrer September 15, 2006. Early adoption is permitted as of
beginning af an ertity's fiscal year, provided the entity has rot yer
including interim financeial statements, for
ary period of that fiscal year. The Company coes not expect the adeoption of
this atatement te have a material impact ar ira financial senditign,
rasuita of operaticons or cash fiows,

the

issued financial =2tatements,

I Seprember 2206, the FASRE issued SFAS Mo, 157, “"Fair Value Measurements®
{SFAS 187) . SFAS 157 defines fair value, establishes a framework for
measuring fair value under generally accepted aceounting principles {GAAPR)
and enhances diacleosures about fair walug measurements. SFAS 1857 retaihs
the exchange price norion and clarifies that the exchange price iz the
prige that would ke veceived for an asset or paid to transfer a liability
fan exit price} ip an aorderly transaction bebween market parkigipants con
the measurement date. SFAS 157 is effective for the Company's consolidated
financial statements for the yeay beginning on January 1., 2008, with
garlier adeption pernmitted. The Company does not expect the adoption of
this statement to have a material irpact on its finaneial coadition ard
results of operacions.

WOTE 3 -

INVISTMENTS IN AVATI

Debt and eguity securities nave been classified in the consciidated balanca
sheets according to management's intent. The amortized cost of securities ard
rtheir approXimate falr walues are as follows as of December 3

Srosa Gross
Amortized Unreaiized Unrealized Fair
Cost Gains Logses Value
Cecember 3%, 2006:
Debt securities issued by the U.S8. Treasury
and other U.5. government corporations and
agencies 5 17,825,395 3 6,189 5 169,644 5§ 17,681,920
Chligations of stares and municipalities 3,885,050 137,626 28,388 4,094,308
Corporate debt securities 475,000 3,588 465,412
Mortgage-backed securities 14,112,206 15,723 287,523 13,840,006
L.8. government agencies perpetual/callable
preferred stacks 2,000,000 244,400 1,755,600
Marketable eguity securities 51,7317 51,717
38,449,368 159,518 129,923 17,868,063
wcney market mutual funds included in cash
and cash equivalents 15x,717]) (51,717
Total available-for-zale sSecurities % 38,397,851 $ 159,518 5 735,923 5 37,817,3246

Cecembey 31, 2005:
Debt securitiea issued by the U.S5. Treasury
and other U.8. government corporatisns

and agercies % 17,826,063 E $ 248,558 % 17,473,395
Obiigations of states and municlgpalities 4,989,994 183,025 31,955 5,147,064
Corporate debt securities 478, G000 16,0397 458,903
Martgage-backed securities 15,348,575 20,856 378,303 15,490,528
U.5. government agenciles perpetual/callable

preferred atocks 2.332,CC00 344,750 1,685,250
Marketable egquicy securities 58,464 56,464

431,198,088 205,88z 1,118,373 40,289,604

Money market mutual funds included irn cash
and cash egquivalents (58,464} (52,464
Tota: available-for-zale securikies 5 41,133,612 5 209,881 £ 1,118,373 % 40,221,140

The scheduled maturities of debt securities were
2006

as followa as of December 31,

Fair



Tue within ocne yeav
e after one
Due sfter €
Mortgage-hacked zecuricies

year fthrough five yeaos

ve years through ten years

There were ne sales of available-for-male securities during 29206 and 2095,

izzuers whose agqregate carvying amount exceeded 10%
2076,

There were ng securities o

of =ztocknolders' eguity as of Decembar 13,

As cf Degember 352, ZCCE and 2906, the coral caryying amcunts of securities
piedged Zor szecirities s01d under agreements to vepurchase and public deposits
8,421,325 and §5,704,7%1%, reaspectively.

The agaregate fair value and vnvealized lesses of securities that have been in a
continusus unrealized #8 position for less than twelwve montha ard for twelwve
e more, and are not other than tewporazily impaired, are as follows
of TDecerber 31, 2004

ithe or

48

Tass than 12 Months
fair ] Fair
Valus Losses WValue
Debt securities issued by Che T 5.
Treasury and cther 3. sgoveroment
corperahbions and agencies 4 3,990,188 & 9,820 3 11,865,571
ations of states and muricipaiities 02,855
rate debt sprurities 165,412
Mortgage-hacyed sacurities 122,744 1,859 15,882,440
7.5, government agencies
perpetual fecallable prefe-red stocks 1,755,600

Tora, temporarily impatred securities 5

loss at December 31,

Company management considers investments with an
2006 ta be only temporarily impaired because the impairment ig due te the
nat other credit factorsz. As managsment haa
ot for the forsseesble
ines are deemed to be other

currvent interest rate ervircoment,
the ability to holid debt zecuribies until maturity
future if ciasgitied as availakle for sale, no decg

than

temporaty.

HNOTRE 4 LORKRS

laans consisted of tne fellewing as of December 31:

Comwercial, firancial and agricultural

Heal satate - conatructicn arnd iand development
Real eatate - residential
Heal sutate - commercial

Municipal

(Consumear

Allaowance for loan lesses

Tefarred cosBts, net

Net iopans

Cnanges in the allowance for loan losses were ag follows for the yvears ended

Jecember 31:

4 26,691,878

$ 7,0

5,544

13,173, 00

12 WMontns or Longer

TUnrea.ized
LOSses

5 189,824

2008

5 10,947,764

@
)

21,112,238
106,375,264
15,371,601
387,153
11,881, 91¢
156,978, 286
(1,848, 3249
232,878

155,51%, 535

Total
Fair Unrealized
Value Los5es
5,655, 701 % 1E9,B44
an2,48% 25,488
455,413 9, 588
, 215,134 287,824

aoos
5 11,385,701
9,017,438

96,458, al3
lE, 105,173

987,153
13,353,572




1,713,533
104
21,3281

Balance at beginning of year 2]
Eecovaries of lgaus previaonsiy charged off

Charge oifa

losnes

Pfrovisien for loan

Y5, 123

Balance at end of year 5

Loans and

(12,476}
310,090
g o

ACCTRAL

The following table mets Torth informacion regarding non
acereing Soans 30 days or movre overdue as of Decembsr 31

Total nonaccorua: oans

Aocruing icans which are 50 days or more overdus 3 H

Tnformacion about loans that meet the definiricon of an impaired loan in SFAS No.
Lecewhber 311:

4 1s asg foullowz as of

2006

Recorded Related
Tnvestment Al lowance
Tn Tmpaired For Creditc

Tcans Losses
Loans for wnich thete ia a related allowance for credit lozzes 8 T8, 247 3 1,788
Loans for which there is no related atlowance for credit losses a G
Totals 5 18, 0aT 1 1,758

Recorded
Trnvestment
In Impaired

Ll

Relared
Allowanoe
For Credib
Losses

Average vecorded investment in impaired leans during the

year ended Dacember 5 EC,LHS
Rgiated amount of interest income recognized during the time,
in the year ended December 31, that the Toans were impaired

Toral recognized

Amount recogrnirmed using a casih basiz methed of

accounting & 4,735

PEEMISZEES AND ROTTPMENT

NCTE &

The following is a summary of premises and esguipment as of December 3I:

23705

EE6, 1703

5 1,148,740 3

Leasehold improven

Furniture and aoud 2,242 8519 1,863,473
2,535,581

Acoumiiated depvectation and amortization 1,523, 224;

HOTE & DEPCETTE

The aggredgate amount of time deposit accounts iz denominarions of $100,000 or

more as of DJecepber 35, 2006 3nd 2205 was 525,304,338 and $21,4B5,4%6,
raspectivaly.
Tor time deposits as of Decerber 211, 2006, the gcohedulsad maturities for years

arded Dacember 31 are:




2207 % 66,629,818

2708 5,528,686
20093 1,232,342
2010 764,072
2011 422,432

Total § 74,575,387

HOTE 7 - SECURITIES SCLD UNDER AGREEMENTS TO REFPIJRCHASE

Securities soid under agreements to repurchage consist of funds barrowed frowm
cuatomers on a ahort-term bagig secured hy portions of the Company's investment
portfolio. Tae securities which were s0ld have been accounted for not as salies
but as borrowings. The securities consisted of debt securities issusd by the
U.5. Treasury and other U.S. guvernment corporations and agencies. The
securitiea were held in safereeping by Morgan Stanley, under the contrel of the
Company. The purchasgsers have agreed to sell to the Company substantially
identical securities at the maturity of the agreements. The agreements mature
genarally within three months from date of igsue.

NCTE B - TNCOME TAX EXPENSE

The componenta of income tax expense are a5 folilows for the ysars ended December
31:

2004 2015
Current:
Federal 5 222.8le $ 708,211
Zrate 62,305 168,115
285,121 B76, 326
Neferred:
Federal 8,330 {26,718
Srate 4,638 t4,180;
12,9686
Total income tax sxpense 4 298,0B7

The reasons for the differences between the statutory federal incowme tax rate
and the effective tax rates are summarized as folleows for the years ended
Decemker 21:

20C8 2605
¥ of § of
Incaome Income
rederal income tax at statutory rake i4.0% i4.0%
Increase (decrease) in tax resulting from:
Tax-exempt income (14.6} 15.1}
ceher 1.4
stocx based compensaticn 4.2
State tax, net of federal tax henefit 4.4 4.8
Effective tax rates 2%.4% 33.6%

Tha Company had gross deferred tax assets and gross deferred tax liabilities as
follows as of December 31:

2006 2905
Ceferred tax asgseta:
Allewance for loan losses $ 528,353 5 528,352
Deferred compensaticn 196,329 173,658
Cther 6,586 17,370
Net unrealized holding loss on available-for-sale
securities 23€, 067

Grogs deferred tax assets 957,334



Deferred tax liabilities:
Lepreciation (204,664, z0g, 533
Deferred loan costs/fees t30,708) {68,014}

Gross deferred tax liabilities

et defarred rax asset 5

ag of Decerber 31, 2006, the Company had no operafing ioss carryovers for income
tax purposes.

HOTE 5 - COMMITMENTS AND CONTINGENT LIABILITIES

As of December 11, 2006 the Company was obligated under non-cancelable operating
ieagses for bank premises and eguipment expiring bekween 2007 and 2016. The total
minimem rental due in feture pericds under these existing agreements is as
follows as of December 31, 2006:

2087 5 £85,010
2008 CEA, 307
zo04 597,327
acin £04,811
2oi1 AE%, 754
Thereafter 1,080,087

Total $ 3,754,266

Total rental expense amounted to $574, 782 and 44CH, 3681 for che yesars ended
December 31, 2006 and 2005, respectively.

NCOTE 10 - FINANCIAL INSTRUMENTS

The Company is party to financial instruments with off-balance sheet risk in the
normal course of business to meet the financing needs of its customers. These
financial instruments inciude commitments ta criginate loans, unadvanoed funds
on loans and standby ietters of credit. The inztruments invelwve, to varying
degrees, elements of credit riak in excess of the amount recognized in the
balance sheets. The contract amounts of those instruments reflect the extent of
invplvement the Company haa in particular claeses of firancial instruments.

The Company's exposure to credit loss in the event of nonperformance by the
other party to the financial instrument for laan commitments is represented by
the contractual amounts of those instruments. The Company uses the same credit
policiea in making commitments and cenditional cobligationg as it does for
on-balance sheet inatruments.

Commitments to griginate loans are agreements to lend to a customer provided
there i3 no viclation of any condition eatablished in the contract. Commitments
generally have fixed expiration dates or other terminaticn clauses and may
require payment of a fee. Since many of the commitments are expected to expire
without being drawn upon, the total commnitment amounts do not neceszarily
represent future cash requiremernts. The Company evaluatess each customer's
creditworthiness on a case-by-cage basis. The amount of collateral obtained, if
deemsd necessary by the Company upon extension of credit, is based on
management 's eredit evaiuatian of the borrower . Collateral held varies, buk may
include secured interests in mortgages, accounta recelvable, inventory,
property, plant and equipment and income-producing properties.

Standby letters of credit are conditional commitments issued by the Company to
guarantee the performance by a customer to a third party. The credit risk
irnvelved in issuing letters of credit is essentially the same as that invelwved
ir extending loan facilities to customers. As of December 31, 2006 and 2008 the
maximum potential amount of the Company's obiigation was 5428,312 and 5358,262,
rezpectively, for financial and standby lettera of credit. The Company's
outstanding letters of credit generally have a term of less than one year. If a
letter of credit is drawn upon, the Company may sSeei recourse through the
custoner's underlying line of credit. If the customer's iins of credit is aiso
in defauit, the Company may take possession of the collateral, if any, securing
the iiane of credit.

The estimated fair valuea of the Company's financial instruments, all of which



are neld or issued for purposes other than trading, are as ilows an of

December 31:

Carrying Pair
Amount Value

‘inancial assets:

Zash and cash equiwvalents % 15,803,784 4 15,825,785 5 If,.183,01% 5 16,183,218
Avrailable for sale zecurities 37,BL1T . 246 37T 817,248 &0, 231,149 40,231,143
Faderal Fome Loan Bans sTook &6T, 3020 667,900 485,509 985,429
Lecans held-for-sale 288,000 268,388
loans, net 155,532,535 153,402,209 145,805,738 143, %69, 0400
Acerued interest recelwahle Bgod, 99l 294,399 T33,488 T4, 458
Financial Yiabilitiea:
szits l19s, 402, .58 158 404, 00 151,115,580 191,117, GG0G
Fpcurities go’d under agreements to
repurchasse 1,627,885 1,427,856 2,312,842 2,312,832

The varrying amcunts of financias! instruments ghown in the shove table are
included in tne consolidated balance sheets urnder the indicated captions.
ribed in Note 2.

nancial instrunetits are degs

heceounting palicies related to £

Notisnal ampunts of financial instrument Tiebilities with off -balance- sheert

credit risk are as follows as of Decerbker 31

2006 2005
Commitments to originake lgans g 3,840,850 3 1, 544,500
stardhy iletters of credit 428,312 IRA, 262
Unadvanced portiors of Toans:
Construction 5, 6%7T,932 5,272,221
Commarcial lizes of creditc 4,340,518 6,654,353
Congurar 175, R23 a476, 891

Home egquity 22,8%F, 750 20,115,648

3 40,758,228 % 14,819,875

There ils no material dif€ference betwesn the notichkal amounts and the sstbimated
falr values of tlhe above off-balance sheer Ziabllirties.

NCTE 1: - RELATED PARTY TRANSACTIONS

Certain directors and executive officers of the Company and companies in which
they have significant ownership interest were customers of the Bank during 2086,
Total ioans toe such persons and rheir compantes amcunted ta 53,349,315 as of
Degerber 3L, YGUe. During the year snded December 31, 2006 principal payments
toataled $2,704,242 and advances amounted to 53,875, 066

Leposits from relisted parties held by the Company as of Decemkey 311, 2006 and

2005 amounted ro 51,857,419 and $2,761,4583, respectively.

Zuring 20C6 and Z0CS, the Company patd 553,933 and 565,089, respectively, fov
rent and related expense of the Company's Granky branch office to a company of
th & barnk director iz a prir