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NEW ENGLAND BANCSHARES, INC. AND SUBSIDIARY
SELECTED CONSOLIDATED FINANCIAL HIGHLIGHTS

At or for the years ended March 31, 2009 2008 2007 2006 2005
(In thousands, except per share data)

Balance Sheet Data:

Total assets $571,664 $518,179 $284,158 $257,799 $213,202
Investment securities available-for-sale 71,821 63,544 49,469 52,297 46,585
Loans, net 413,566 371,769 198,447 149,749 133,994
Allowance for loan losses 6,458 4,046 1,875 1,636 1,437
Deposits 419,436 370,312 181,675 169,044 162,991
Stockholders' equity 63,954 68,737 57,266 56,821 28,439
Book value per share $ 11.47 $ 11.96 $ 11.65 $ 1145 $ 13.02
Tangible book value per share $ 844 $ 894 $ 11.30 $ 11.09 $ 1217
Income Statement Data:

Net interest income $ 15,718 $ 13,861 $ 9,369 $ 8,117 $ 7,203
Provision for loan losses 2,929 307 242 210 131
Noninterest (charges) income (550) 1,338 991 835 805
Noninterest expense 14,957 12,949 8,643 6,789 6,059
Income tax (benefit) expense (916) 728 505 644 630
Net (loss) income (1,802) 1,215 970 1,309 1,188

(Loss) earnings per share ©:

Basic $ (0.32) $ 022 $ 020 $ 027 $ 023
Diluted $ (0.32) $ 021 $ 0.19 $ 026 $ 023
Selected ratios:
Return on average assets (0.18)% 0.27% 0.36% 0.57% 0.57%
Return on average equity (1.56)% 1.83% 1.70% 3.63% 4.25%

@ Amounts for fiscal year 2005 have been adjusted for the Company's second step conversion.



LETTER TO OUR SHAREHOLDERS
Dear Fellow Shareholder:

In last year's Annual Report we reported we were entering a unique and challenging
economic period. As anticipated, 2008 was an extraordinarily difficult year. No one could
predict just how harsh the economic problems would be. To that end, several once-respected
financia institutions collapsed, credit costs increased steadily over the year, and unemployment
rose sharply. Despite this, we maintained a positive and optimistic outlook for our future.

Financial Results

We are pleased to report we had a record year in loan and deposit growth. Our loan
portfolio grew by $44.2 million, an 11.8% increase, and our deposits increased by $49.1 million,
a 13.3% increase. However, the Company’s earnings performance was impacted by the severe
downturn in the economy coupled with the impairment of certain investment securities. The
Company’s net loss was $1.8 million, or $0.32 per share. In spite of these results, the Company
remains financially sound, well-capitalized, and did not need capital from the government to
maintain its strength.

In view of the challenging environment, we took a number of appropriate steps. The
Company cut its dividend to $0.02 from $0.04 inthe second quarter 2009. Thiswas adifficult
decision but necessary to maintain our capital strength and financial stability in these uncertain
times. We also lowered our expense base by accelerating the consolidation of our banking
subsidiaries. This consolidation allowed us to eliminate redundancies and reduce regulatory and
administrative cost. The consolidation will alow continued improvements in our operations
while maintaining all of the financial products and services and our halmark high quality
customer service.

Investing in the Future

In the midst of all this we made a key acquisition. We announced the acquisition of
Apple Valley Bank and Trust Company giving us our first branch presence in New Haven
County. Apple Valey will greatly enhance our retail presence. It affords tremendous
opportunity to significantly penetrate this growing market with our full set of services for
commercial customers. This transaction delivers on our stated commitment to strategically
deploy capital for profitable growth and to build long term stockholder value. We plan to
complete this acquisition in June 2009.

During the year we continued to enhance our customer services. We upgraded our
electronic banking services including a complete redesign of the Bank’s website which now
provides easier access to loan and deposit information. Consumers can apply online for loansin
a quick, easy manner, and compare interest rate options. Deposit customers also have access to
enhanced online banking options and an updated 24 Hour Telephone Banking system to access
information on their accounts. The Bank has enhanced its ATM network. Customers now have
surcharge free access to a network of over 10,000 ATMs at SUM®" and MoneyPass® terminals
nationwide.



Managing Risk

Our continued focus on risk management is built on the philosophy of balancing control,
growth, and profits.

» Control: We compete in a highly regulated industry with a blizzard of new mandates,
directives and laws imposed on us each year. Staying in compliance with these
regulations is a critical priority for us and requires an increased level of investment and
management resources each year.

» Growth: We seek to grow the organization by developing solid and lasting relationships
within our communities. We selectively do business with customers that view us as their
trusted financial partner. When we make loans, we do so using conservative and rigorous
underwriting standards that seek to foster strong credit quality. When we pursue other
banks for acquisition, we seek like-minded partners who share our goals and philosophy.

> Profits: We pursue business opportunities that will yield long term and consistent
profitability. We do not engage in business development that offers short term gains at
the expense of increased or inappropriate risks.

In view of the volatility within financial markets and the anticipated level of economic
deterioration in our local marketplace, we took the initiative in 2008 to further strengthen our
risk management practices. These actions included:

» Hiring a senior risk manager that reports directly to the Audit Committee.

» Installing a new, state of the art, credit underwriting system.

» Proactively reviewing our commercial loan portfolio to identity and exit weak or
deteriorating relationships. While this action resulted in an increase to our reserve for
loan losses, we view the early identification of problem loans as critical in our efforts to
manage credit risk.

Our management team is comprised of experienced bankers who were involved in
banking in the early 1990’s and have weathered difficult times, and will continue to do that in
these difficult times.

Value and Commitment

Continuing to execute our strategy and chart our way through one of the worst economic
environments in our nation’s history, will indeed be a challenge. But, with the strength of our
capable and experienced team, we are confident we will succeed. The Board and Management
want to thank our employees for their dedicated support as we continue to be “All the Bank
You’ll Ever Need.”

Sincerely,

S e

Peter T. Dow David ¥ O’Connor
Chairman of the Board President & Chief Executive Officer
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CORPORATE PROFILE

New England Bancshares, Inc. is an independent, publicly-owned
banking and financial services company which was organized in 2005. The
Company’s banking subsidiary, New England Bank, consists of two
divisions, Enfield Savings Bank and Valley Bank.

New England Bancshares, Inc. is a commercial bank holding
company with assets of $572 million at March 31, 2009 and offers a broad
range of services which includes an extensive array of deposit services and
multiple mortgage and commercial loans. New England Bancshares, Inc.
has twelve (12) full-service banking offices located in Bristol, East Windsor,
Ellington, Enfield, Manchester, Plymouth, Southington, Suffield, and
Windsor Locks, Connecticut.

On June 8, 2009 the Company acquired Apple Valley Bank which
was consolidated into New England Bank and will be an additional division
retaining the Apple Valley Bank name. Apple Valley Bank’s three branches
are located in Cheshire, Southington and Wallingford, Connecticut.

New England Bancshares, Inc. shares are traded on the NASDAQ
Global Market under the symbol “NEBS.”

For more information call (860) 253-5200 or visit our website
www.nebankct.com.
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SECURITIES AND EXCHANGE COMMISSION
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As of June 5, 2009, there were outstanding 5,873,960 shares of the Registrant’s Common Stock.

The aggregate market value of the voting and non-voting common equity held by non-affiliates of the Registrant,
computed by reference to the last sale price on June 5, 2009, is $31,323,203.

DOCUMENTS INCORPORATED BY REFERENCE

Proxy Statement for the 2009 Annual Meeting of Stockholders of the Registrant (Part I11).
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This annual report on Form 10-K contains certain forward-looking statements which are based on certain
assumptions and describe the Company’s future plans, strategies and expectations. These forward-looking
statements may be identified by the use of such words as ““believe,”” “expect,” “intend,”” “anticipate,” *““estimate,”
“project,” or similar expressions. The Company’s ability to predict results or the actual effect of future plans or
strategies is inherently uncertain. Factors which could have a material adverse effect on the Company’s operations
include, but are not limited to, the items described in “‘Risk Factors™ appearing in Part I, Item 1A of this annual
report and changes in: interest rates, general economic conditions, legislative/regulatory changes, monetary and
fiscal policies of the U.S. Government, including policies of the U.S. Treasury and the Federal Reserve Board, the
quality and composition of our loan and investment portfolios, demand for loan products, deposit flows,
competition, demand for financial services in the Company’s market area and accounting principles and guidelines.
These risks and uncertainties should be considered in evaluating forward-looking statements and undue reliance
should not be placed on such statements. The Company does not undertake — and specifically disclaims any
obligation — to publicly release the result of any revisions that may be made to any forward-looking statements to
reflect events or circumstances after the date of such statements or to reflect the occurrence of anticipated or
unanticipated events.

PART I
ITEM 1. DESCRIPTION OF BUSINESS
General

New England Bancshares, Inc. New England Bancshares, Inc. (the “Company”) is a Maryland corporation,
which was organized in 2005. In December 2005, New England Bancshares, Inc. became the holding company
parent of Enfield Federal Savings following the completion of the “second-step” mutual-to-stock conversion of
Enfield Mutual Holding Company. Reference is made to “New England Bancshares” or the “Company” for periods
both before and after the second-step conversion. The principal assets of the Company are its investments in Enfield
Federal Savings and Loan Association (the “Association” or “Enfield Federal”) and Valley Bank (the “Bank” or
“Valley Bank™). In the second-step conversion, the Company sold 3,075,855 shares resulting in net proceeds of
$27.2 million, of which $12.2 million was retained as capital by the Company and $15.0 million was infused as
capital into the Association. Shareholders of the Company immediately prior to the completion of the second-step
conversion received 2.3683 shares for each share of common stock they held in the Company, resulting in an
additional 1,311,863 shares being issued.

The second-step conversion was accounted for as a change in corporate form with no subsequent change in the
historical carrying amounts of the Company’s assets and liabilities. Consolidated stockholders’ equity increased by
the net cash proceeds from the offering. All references in the consolidated financial statements and notes thereto to
share data (including the number of shares and per share amounts) have been adjusted to reflect the additional shares
outstanding as a result of the offering and the share exchange.

On July 12, 2007, the Company acquired First Valley Bancorp, Inc., Bristol, Connecticut. First Valley
Bancorp was the holding company for Valley Bank, Bristol, Connecticut. Under the terms of the transaction,
shareholders of First VValley Bancorp received 0.8907 shares of Company common stock and $9.00 in cash for each
share of First Valley Bancorp common stock for a total of 1,068,625 shares and $10.8 million. In addition, the
Company incurred cash payments for transaction expenses, payout of stock options and employee expenses totaling
$2.4 million, creating $13.6 million of goodwill.

Enfield Federal Savings and Loan Association. The Association, incorporated in 1916, is a federally
chartered savings association headquartered in Enfield, Connecticut. The Association’s deposits are insured by the
Federal Deposit Insurance Corporation (the “FDIC”). The Association is engaged principally in the business of
attracting deposits from the general public and investing those deposits primarily in residential and commercial real
estate loans, and to a lesser extent, in consumer, construction, commercial and small business loans. In June 2002,
the Association reorganized from the mutual form of organization to the mutual holding company structure. In
December 2003, the Association acquired Windsor Locks Community Bank, FSL. At March 31, 2009, the



Association operated from eight locations in Connecticut and had total assets of $325.8 million and total deposits of
$227.5 million.

Valley Bank. The Bank, incorporated in 1999, is a state chartered commercial bank headquartered in Bristol,
Connecticut. The Bank’s deposits are insured by the FDIC. The Bank is engaged principally in the business of
attracting deposits from the general public and investing those deposits primarily in commercial real estate loans,
and commercial and small business loans. At March 31, 2009, the Bank operated from four locations in Connecticut
and had total assets of $245.1 million and total deposits of $194.0 million.

Merger of Enfield Federal and Valley Bank. On January 5, 2009, the Company announced its intention to



According to published statistics, Hartford County’s 2006 population was approximately 882,000 and
consisted of approximately 344,000 households. The population increased approximately 2.1% from 2000. Per
capita income in 2005 for Hartford County was approximately $32,000, which was less than the Connecticut
average of approximately $35,000. Likewise, median household income for Hartford County was $59,000,
compared to approximately $63,000 for Connecticut.

Competition

We face intense competition both in making loans and attracting deposits. As of June 30, 2008, the most
recent date for which data is available from the FDIC, we held approximately 1.3% of the deposits in Hartford
County, which was the 11" largest share of deposits out of 30 financial institutions in the county. North-central
Connecticut has a high concentration of financial institutions and financial services providers, many of which are
branches of large money centers, super-regional and regional banks which have resulted from the consolidation of
the banking industry in New England. Many of these competitors have greater resources than we do and may offer
products and services that we do not provide.

Our competition for loans comes from commercial banks, savings institutions, mortgage banking firms,
credit unions, finance companies, insurance companies and brokerage and investment banking firms. Our most
direct competition for deposits has historically come from commercial banks, savings banks, savings and loan
associations, credit unions and mutual funds. We face additional competition for deposits from short-term money
market funds and other corporate and government securities funds and from brokerage firms and insurance
companies.

We expect competition to increase in the future as a result of legislative, regulatory and technological
changes and the continuing trend of consolidation in the financial services industry. Technological advances, for
example, have lowered the barriers to market entry, allowed banks to expand their geographic reach by providing
services over the Internet and made it possible for non-depository institutions to offer products and services that
traditionally have been provided by banks. Changes in federal law permit affiliation among banks, securities firms
and insurance companies, which promotes a competitive environment in the financial services industry.
Competition for deposits and the origination of loans could limit our future growth.

Lending Activities

General. The largest segments of our loan portfolio are residential real estate loans and commercial real
estate loans. The other significant segments of our loan portfolio are commercial loans, construction loans and
consumer loans. We originate loans for investment purposes.

Residential Loans. At March 31, 2009, residential loans, excluding home equity loans and lines of
credit, totaled $125.2 million or 29.8% of total loans. At March 31, 2009, 84.0% of our residential loans were fixed-
rate and 16.0% were adjustable-rate.

We originate fixed-rate fully amortizing loans with maturities ranging between 10 and 30 years.
Management establishes the loan interest rates based on market conditions. We offer mortgage loans that conform
to Fannie Mae and Freddie Mac guidelines, as well as jumbo loans, which presently are loans in amounts over
$417,000.

We also currently offer adjustable-rate mortgage loans, with an interest rate based on the one-year Constant
Maturity Treasury Bill index, which adjust annually from the outset of the loan or which adjust annually after a
three-, five- or ten-year initial fixed period and with terms of up to 30 years, with the majority of adjustable rate
loans adjusting after a five-year period. Interest rate adjustments on such loans are generally limited to no more than
2% during any adjustment period and 6% over the life of the loan.

We underwrite fixed-rate and variable-rate one- to four-family residential mortgage loans with loan-to-



value ratios of up to 100% and 95%, respectively, provided that a borrower obtains private mortgage insurance on
loans that exceed 80% of the appraised value or sales price, whichever is less, of the secured property. We also
require that fire, casualty, title, hazard insurance and, if appropriate, flood insurance be maintained on all properties
securing real estate loans made by us. An independent licensed appraiser generally appraises all properties.

The Association previously offered its full-time employees who satisfy certain criteria and our general
underwriting standards fixed- and adjustable-rate residential mortgage loans with reduced interest rates that are
currently 50 basis points below the rates offered to our other customers. The employee mortgage rate normally
ceases upon termination of employment. Upon termination of the employee mortgage rate, the interest rate reverts
to the contract rate in effect at the time that the loan was extended. All other terms and conditions contained in the
original mortgage and note continued to remain in effect. Currently, the Bank does not offer this type of program.
As of March 31, 2009, we had $2.6 million of employee residential mortgage loans, or 0.63% of net loans.

Home Equity Loans and Lines of Credit. We offer home equity loans and home equity lines of
credit, both of which are secured by owner-occupied one- to four-family residences. At March 31, 2009, home
equity loans and equity lines of credit totaled $33.1 million, or 7.9% of total loans. Additionally, at March 31, 2009,
the unadvanced amounts of home equity lines of credit totaled $8.8 million. Home equity loans are offered with
fixed rates of interest and with terms up to 15 years. Home equity lines of credit are offered with adjustable rates of
interest that are indexed to the prime rate as reported in The Wall Street Journal. Interest rate adjustments on home
equity lines of credit are limited to a maximum of 18% or 6% above the initial interest rate, whichever is lower.

The procedures for underwriting home equity loans and lines of credit include an assessment of the



interest-only phase during construction, which is usually 12 months, and then convert to permanent financing.
Disbursements of funds are at the sole discretion of the Association and Bank and are based on the progress of
construction. At March 31, 2009, commercial construction loans totaled $14.7 million, or 3.6% of total loans. At
March 31, 2009, the unadvanced portion of these construction loans totaled $8.1 million. Loans generally can be
made with a maximum loan-to-value ratio of 75% of the appraised value or cost of the project, whichever is less. At
March 31, 2009, the largest commercial loan commitment was for $2.3 million, all of which was disbursed. The
loan was performing according to its terms at March 31, 2009.

Commercial Loans. AtMarch 31, 2009, we had $76.9 million in commercial loans, which amounted
to 18.3% of total loans. In addition, at such date, we had $26.2 million of unadvanced commercial lines of credit.
We make commercial business loans primarily in our market area to a variety of professionals, sole proprietorships
and small businesses. Commercial lending products include term loans, revolving lines of credit and Small Business
Administration guaranteed loans. Commercial loans and lines of credit are made with either variable or fixed rates
of interest. Variable rates are based on the prime rate as published in The Wall Street Journal, plus a margin. Fixed-
rate business loans are generally indexed to the two-, five- or ten-year FHLB Amortizing Advance Rate, as
corresponds to the term of the loan, plus a margin. The Company generally does not make unsecured commercial
loans.

When making commercial loans, we consider the financial statements of the borrower, our lending history
with the borrower, the debt service capabilities of the borrower, the projected cash flows of the business and the
value of the collateral, primarily accounts receivable, inventory and equipment, and are supported by personal
guarantees. Depending on the collateral used to secure the loans, commercial loans are made in amounts of up to
80% of the value of the collateral securing the loan. At March 31, 2009, our largest commercial loan was a $3.3
million loan secured by all business assets. This loan was classified as substandard and on non-accrual status at
March 31, 2009.

Consumer Loans. We offer fixed rate loans secured by mobile homes. These loans have terms up to
25 years and loan to values up to 90% of the home’s value and require that the borrower obtain hazard insurance. At
March 31, 2009, mobile home loans totaled $4.2 million or 1.0% of total loans and 64.0% of consumer loans. We
also offer fixed-rate automobile loans for new or used vehicles with terms of up to 66 months and loan-to-value
ratios of up to 90% of the lesser of the purchase price or the retail value shown in the NADA Car Guide. At March
31, 2009, automobile loans totaled $800,000 or 0.2% of total loans and 12.3% of consumer loans. For the fiscal
year ended March 31, 2009, the Company originated $1.4 million of mobile home loans.

Other consumer loans at March 31, 2009 amounted to $1.5 million, or 0.4% of total loans and 23.7% of
consumer loans. These loans include secured and unsecured personal loans. Personal loans generally have a fixed-
rate, a maximum borrowing limitation of $10,000 and a maximum term of four years. Collateral loans are generally
secured by a passbook account or a certificate of deposit.

Loan Underwriting Risks. While we anticipate that adjustable-rate loans will better offset the
adverse effects of an increase in interest rates as compared to fixed-rate mortgages, the increased mortgage
payments required of adjustable-rate loan borrowers in a rising interest rate environment could cause an increase in
delinquencies and defaults. The marketability of the underlying property also may be adversely affected in a high
interest rate environment. In addition, although adjustable-rate mortgage loans help make our asset base more
responsive to changes in interest rates, the extent of this interest sensitivity is limited by the annual and lifetime
interest rate adjustment limits.

Loans secured by multi-family and commercial real estate generally have larger balances and involve a
greater degree of risk than one- to four-family residential mortgage loans. Of primary concern in multi-family and
commercial real estate lending is the borrower’s creditworthiness and the feasibility and cash flow potential of the
project. Payments on loans secured by income properties often depend on successful operation and management of
the properties. As a result, repayment of such loans may be subject to a greater extent than residential real estate
loans to adverse conditions in the real estate market or the economy. To monitor cash flows on income properties,
we require borrowers and loan guarantors, if any, to provide annual financial statements on multi-family and



commercial real estate loans. In reaching a decision on whether to make a multi-family and commercial real estate
loan, we consider the net operating income of the property, the borrower’s expertise, credit history, and profitability
and the value of the underlying property. In addition, with respect to commercial real estate rental properties, we
will also consider the term of the lease and the quality of the tenants. We have generally required that the properties
securing these real estate loans have debt service coverage ratios (the ratio of earnings before debt service divided
by debt service) of at least 1.20x. Independent appraisals and environmental surveys are generally required for
commercial real estate loans of $250,000 or more.

Construction financing is generally considered to involve a higher degree of risk of loss than long-term
financing on improved, occupied real estate. Risk of loss on a construction loan depends largely upon the accuracy
of the initial estimate of the property’s value at completion of construction and the estimated cost (including interest)
of construction. During the construction phase, a number of factors could result in delays and cost overruns. If the
estimate of construction costs proves to be inaccurate, we may be required to advance funds beyond the amount
originally committed to permit completion of the building. If the estimate of value proves to be inaccurate, we may
be confronted, at or before the maturity of the loan, with a building having a value which is insufficient to assure full
repayment. If we are forced to foreclose on a building before or at completion due to a default, there can be no
assurance that we will be able to recover all of the unpaid balance of, and accrued interest on, the loan as well as
related foreclosure and holding costs.

Unlike residential mortgage loans, which generally are made on the basis of the borrower’s ability to make
repayment from his or her employment or other income, and which are secured by real property whose value tends
to be more easily ascertainable, commercial loans are of higher risk and typically are made on the basis of the
borrower’s ability to make repayment from the cash flow of the borrower’s business. As a result, the availability of
funds for the repayment of commercial loans may depend substantially on the success of the business itself. Further,
any collateral securing such loans may depreciate over time, may be difficult to appraise and may fluctuate in value.

Consumer loans may entail greater risk than do residential mortgage loans, particularly in the case of
consumer loans that are unsecured or secured by assets that depreciate rapidly. In such cases, repossessed collateral
for a defaulted consumer loan may not provide an adequate source of repayment for the outstanding loan and the
remaining deficiency often does not warrant further substantial collection efforts against the borrower. In addition,
consumer loan collections depend on the borrower’s continuing financial stability, and therefore are more likely to
be adversely affected by job loss, divorce, illness or personal bankruptcy. Furthermore, the application of various
federal and state laws, including federal and state bankruptcy and insolvency laws, may limit the amount which can
be recovered on such loans.

Loan Originations, Purchases and Sales. Our mortgage lending activities are conducted by
our salaried loan representatives. We underwrite all loans that we originate under our loan policies and procedures,
which model those of Fannie Mae and Freddie Mac. We originate both adjustable-rat



underwriting analysis on each of our participation interests before purchasing such loans and therefore believe there
is no greater risk of default on these obligations. However, in a purchased participation loan, we do not service the
loan and thus are subject to the policies and practices of the lead lender with regard to monitoring delinquencies,
pursuing collections and instituting foreclosure proceedings. We are permitted to review all of the documentation
relating to any loan in which we participate, including any annual financial statements provided by a borrower.
Additionally, we receive periodic updates on the loan from the lead lender. We have not historically purchased any
whole loans. However, we would entertain doing so if a loan was presented to us that met our underwriting criteria
and fit within our interest rate strategy.

Loan Approval Procedures and Authority. Our lending policies and loan approval limits are
recommended by senior management, reviewed by the Executive Credit Committee of the Boards of Directors and
approved by the Association’s and Bank’s Board of Directors. The Executive Credit Committee consists of 5
independent directors of the Association’s or Bank’s Board of Directors and the Chief Executive Officer and
President of the Company. One of the independent directors serves as the Chairman of the Committee. The Senior
Loan Officers of the Association and Bank and the Senior Risk Officer of the Company also serve as non-voting
members of the committee. Each individual’s lending authority limit is based on his or her experience and
capability and reviewed annually by the Association’s and Bank’s board. Loan approvals consist of at least 2
management signatures with the higher lending authority determining the level of approval. Any extension of credit
that exceeds management’s authority requires the approval of the Association’s or Bank’s Credit Committee. The
Association’s and Bank’s Credit Committee can approve extensions of credit in amounts up to $1.5 million.
Extensions of credit between $1.5 million and $4.5 million must be approved by the Executive Credit Committee.
Any extensions of credit which would exceed $4.5 million for the Company also require the approval of each
subsidiaries’ Board of Directors. Notwithstanding individual and joint lending authority, board approval is required
for any request involving any compromise of indebtedness, such as the forgiveness of unpaid principal, accrued
interest, accumulated fees, or acceptance of collateral or other assets in lieu of payment.

Loan Commitments. We issue commitments for fixed-rate and adjustable-rate mortgage loans , and
commercial loans conditioned upon the occurrence of certain events. Commitments to originate mortgage loans are
legally binding agreements to lend to our customers.

Investment Activities

The Boards of Directors of the Association and the Bank review and approve the respective investment
policies annually. The Boards of Directors are responsible for establishing policies for conducting investment
activities, including the establishment of risk limits. The Boards of Directors review the investment portfolio and
review investment transactions on a monthly basis and is responsible for ensuring that the day-to-day management
of the investment portfolio is conducted by qualified individuals. The Boards of the Association and the Bank have
directed the Association and the Bank to implement investment policies based on the Boards’ established guidelines
as reflected in the respective written investment policies, and other established guidelines, including those set
periodically by the Asset/Liability Management Committees. The Association and the Bank present the respective
Asset/Liability Management Committees with potential investment strategies and investment portfolio performance
reports, on a quarterly basis.

The investment portfolio is primarily viewed as a source of liquidity. Our policy is to invest funds in assets
with varying maturities that will result in the best possible yield while maintaining the safety of the principal
invested and assists in managing interest rate risk. The investment portfolio management policy is designed to:

1. enhance profitability by maintaining an acceptable spread over the cost of funds;

2. absorb funds when loan demand is low and infuse funds into loans when loan demand is high;

3. pro_vi_d_e both the regulatory and the operational liquidity necessary to conduct our daily business
activities;

4, provide a degree of low-risk, quality assets to the balance sheet;



5. provide a medium for the implementation of certain interest rate risk management measures
intended to establish and maintain an appropriate balance between the sensitivity to changes in
interest rates of: (i) interest income from loans and investments, and (ii) interest expense from
deposits and borrowings;

6. have collateral available for pledging requirements;
7. generate a favorable return on investments without undue compromise of other objectives; and
8. evaluate and take advantage of opportunities to generate tax-exempt income when appropriate.

In determining its investment strategies, we consider the interest rate sensitivity, yield, credit risk factors,
maturity and amortization schedules, collateral value and other characteristics of the securities to be held. We also
consider the secondary market for the sale of assets and the ratings of debt instruments in which it invests and the
financial condition of the obligors issuing such instruments.

We have authority to invest in various types of assets, including U.S. Treasury obligations, securities of
various federal agencies, mortgage-backed securities, certain certificates of deposit of insured financial institutions,
overnight and short-term loans to other banks, corporate debt instruments, and auction market securities. We
primarily invest in: U.S. agency obligations; collateralized mortgage obligations and mortgage-backed securities;
municipal obligations; and equity investments. With respect to municipal obligations, our investment policy
provides that all municipal issues must be rated investment grade or higher to qualify for its portfolio. If any such
municipal issues in our investment portfolio are subsequently downgraded below the minimum requirements, it is
our general policy to liquidate the investment.

Deposit Activities and Other Sources of Funds

General. Deposits and loan repayments are the major sources of our funds for lending and other
investment purposes. Loan repayments are a relatively stable source of funds, while deposit inflows and outflows
and loan prepayments are significantly influenced by general interest rates and money market conditions.

Deposit Accounts. Substantially all of our depositors are residents of the State of Connecticut.
Deposits are attracted from within our market area through the offering of a broad selection of deposit instruments,
including non interest-bearing demand accounts (such as checking accounts), interest-bearing demand accounts
(such as NOW and money market accounts), passhook and savings accounts, and certificates of deposit. At March
31, 2009, core deposits, which consist of savings, demand, NOW and money market accounts, comprised 40.8% of
our deposits. We do not currently utilize brokered funds. Deposit account terms vary according to the minimum
balance required, the time periods the funds must remain on deposit and the interest rate, among other factors. In
determining the terms of our deposit accounts, we consider the rates offered by our competition, our liquidity needs,
profitability to us, matching deposit and loan products and customer preferences and concerns. We generally review
our deposit mix and pricing weekly. Our current strategy is to offer competitive rates, but not to be the market
leader.

In addition to accounts for individuals, we also offer deposit accounts designed for the businesses operating
in our market area. Our business banking deposit products and services include a non-interest-bearing commercial
checking account, a NOW account for sole proprietors and a commercial cash management account for larger
businesses. We have sought to increase our commercial deposits through the offering of these products, particularly
to our commercial borrowers.

Borrowings. We utilize advances from the Federal Home Loan Bank of Boston and securities sold
under agreements to repurchase to supplement our supply of investable funds and to meet deposit withdrawal
requirements. The Federal Home Loan Bank functions as a central reserve bank providing credit for member
financial institutions. As members, the Association and Bank are required to own capital stock in the Federal Home



Loan Bank and are authorized to apply for advances on the security of such stock and certain of our mortgage loans
and other assets (principally securities which are obligations of, or guaranteed by, the United States), provided
certain standards related to creditworthiness have been met. Advances are made under several different programs,
each having its own interest rate and range of maturities. Depending on the program, limitations on the amount of
advances are based either on a fixed percentage of an institution’s net worth or on the Federal Home Loan Bank’s
assessment of the institution’s creditworthiness. Under its current credit policies, the Federal Home Loan Bank
generally limits advances to 25% of a member’s assets, and short-term borrowings of less than one year may not
exceed 10% of the institution’s assets. The Federal Home Loan Bank determines specific lines of credit for each
member institution.

Securities sold under agreements to repurchase are customer deposits that are invested overnight in U.S.
government or U.S. government agency securities. The customers, predominantly commercial customers, set a
predetermined balance and deposits in excess of that amount are transferred into the repurchase account from each
customer’s checking account. The next banking day, the funds are recredited to their individual checking account
along with interest earned at market rates. These types of accounts are often referred to as sweep accounts.

Financial Services

In 2006 the Bank started offering full-time access to advisory and investment services to consumers and
businesses on retirement planning, individual investment portfolios, and strategic asset management. The services
provided by the Bank through Riverside Investment Services include mutual funds, life insurance, tax and estate
planning, and investment portfolio analysis. The Bank has a broker/dealer relationship with Linsco/Private Ledger.
For the period ended March 31, 2009 the Bank recorded income of $341,000 from such services.

The Association had a partnership with a third-party registered broker-dealer, Infinex Investments, Inc.,
which was terminated during fiscal 2008. Infinex operated an office at Enfield Federal and offered customers a
complete range of nondeposit investment products, including mutual funds, debt, equity and government securities,
retirement accounts, insurance products and fixed and variable annuities. The Association received a portion of the
commissions generated by Infinex from sales to customers. For the year ended March 31, 2008 the Association
received fees of $17,000 through the relationship with Infinex.

Personnel

As of March 31, 2009, we had 98 full-time employees and 19 part-time employees, none of whom is
represented by a collective bargaining unit. We believe our relationship with our employees is good.

REGULATION AND SUPERVISION
General

As a bank holding company, New England Bancshares is required by federal law to file reports with and
otherwise comply with, the rules and regulations, of the Federal Reserve. Enfield Federal, as a federal savings
association, is subject to extensive regulation, examination and supervision by the Office of Thrift Supervision, as its
primary federal regulator, and the Federal Deposit Insurance Corporation, as its deposit insurer. Valley Bank, as a
state commercial bank, is subject to extensive regulation, examination and supervision by the Connecticut
Department of Banking, as its primary state regulator, and the Federal Deposit Insurance Corporation, as its deposit
insurer. Both Enfield Federal and Valley Bank are members of the Federal Home Loan Bank System. Enfield
Federal must file reports with the Office of Thrift Supervision and the Federal Deposit Insurance Corporation
concerning its activities and financial condition in addition to obtaining regulatory approvals before entering into
certain transactions such as mergers with, or acquisitions of, other savings institutions. The Office of Thrift
Supervision conducts periodic examinations to test Enfield Federal’s safety and soundness and compliance with
various regulatory requirements. Valley Bank must file reports with the Connecticut Department of Banking and the
Federal Deposit Insurance Corporation concerning its activities and financial condition in addition to obtaining



regulatory approvals before entering into certain transactions such as mergers with, or acquisitions of, other savings
institutions. The Connecticut Department of Banking and the Federal Deposit Insurance Corporation conduct
periodic examinations to test Valley Bank’s safety and soundness and compliance with various regulatory
requirements. This regulation and supervision establishes a comprehensive framework of activities in which an
institution can engage and is intended primarily for the protection of the insurance fund and depositors. The
regulatory structure also gives the regulatory authorities extensive discretion in connection with their supervisory
and enforcement activities and examination policies, including policies with respect to the classification of assets
and the establishment of adequate loan loss reserves for regulatory purposes. Any change in such regulatory
requirements and policies, whether by the Office of Thrift Supervision, Connecticut Department of Banking, the
Federal Deposit Insurance Corporation, the Federal Reserve Board or the United States Congress, could have a
material adverse impact on New England Bancshares, Enfield Federal, Valley Bank and their operations.

Certain of the applicable regulatory requirements are referred to below. This description of statutory
provisions and regulations applicable to savings institutions and their holding companies does not purport to be a
complete description of such statutes and regulations and their effect on New England Bancshares, Enfield Federal
and Valley Bank and is qualified in its entirety by reference to the actual statutes and regulations involved.

Federal Banking Regulation

Business Activities. The activities of Enfield Federal, a federal savings association, are governed by
federal law and regulations. These laws and regulations delineate the nature and extent of the activities in which
federal associations may engage. In particular, certain lending authority for federal associations, e.g., commercial,
non-residential real property loans and consumer loans, is limited to a specified percentage of the institution’s
capital or assets. The activities of Valley Bank, a state commercial bank, are governed by the Connecticut
Department of Banking and the FDIC, which regulate, among other things, the scope of the business of a bank, the
investments a bank must maintain, the nature and amount of collateral for certain loans a bank makes, the
establishment of branches and the activities of a bank with respect to mergers and acquisitions.

Loans-to-One-Borrower Limitations. Enfield Federal and Valley Bank are generally subject to the same
limits on loans to one borrower as a national bank. With specified exceptions, the Association’s and Bank’s total
loans or extensions of credit to a single borrower cannot exceed 15% of its unimpaired capital and surplus. They
may lend additional amounts up to 10% of its unimpaired capital and surplus, if the loans or extensions of credit are
fully-secured by readily-marketable collateral. At March 31, 2009, Enfield Federal’s and Valley Bank’s loans-to-one
borrower limitation were $4.0 million and $3.7 million, respectively. Enfield Federal’s and Valley Bank’s largest
aggregate outstanding balance of loans to one borrower was $5.2 million and $3.4 million, respectively.

QTL Test. Under federal law, Enfield Federal must comply with the qualified thrift lender, or “QTL” test.
Under the QTL test, Enfield Federal is required to maintain at least 65% of its “portfolio assets” in certain “qualified
thrift investments” in at least nine months of the most recent 12-month period. “Portfolio assets” means, in general,
Enfield Federal’s total assets less the sum of:

Q) specified liquid assets up to 20% of total assets;

2 goodwill and other intangible assets; and

3) the value of property used to conduct Enfield Federal’s business.

“Qualified thrift investments” includes various types of loans made for residential and housing purposes,
investments related to such purposes, including certain mortgage-backed and related securities, and loans for
personal, family, household and certain other purposes up to a limit of 20% of Enfield Federal’s portfolio assets.
Recent legislation broadened the scope of “qualified thrift investments” to include 100% of an institution’s credit

card loans, education loans and small business loans. Enfield Federal may also satisfy the QTL test by qualifying as
a “domestic building and loan association” as defined in the Internal Revenue Code of 1986 (the “Code”).
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If Enfield Federal fails the QTL test it must either operate under certain restrictions on its activities or
convert to a bank charter. Enfield Federal met the QTL test at March 31, 2009, and in each of the prior 12 months,
and, therefore, qualifies as a thrift lender.

Capital Requirements. Office of Thrift Supervision regulations require Enfield Federal to meet three
minimum capital standards:

Q) a tangible capital ratio requirement of 1.5% of total assets, as adjusted under the Office of Thrift
Supervision regulations;

2 a leverage ratio requirement of 3% of core capital to adjusted total assets, if a savings association
has been assigned the highest composite rating of 1 under the Uniform Financial Institutions
Ratings System (the minimum leverage capital ratio for any other depository institution that does
not have a composite examination rating of 1 is 4%, unless a higher leverage capital ratio is
warranted by the particular circumstances or risk profile of the depository institution) and is not
anticipating or expecting significant growth and have well-diversified risks; and

3) a risk-based capital ratio requirement of 8% of core and supplementary capital to total risk-
weighted assets of which at least half must be core capital.

In determining compliance with the risk-based capital requirement, Enfield Federal must compute its risk-
weighted assets by multiplying its assets and certain off-balance sheet items by risk-weights, which range from 0%
for cash and obligations issued by the United States Government or its agencies to 100% for consumer and
commercial loans, as assigned by the Office of Thrift Supervision capital regulation based on the risks that the
Office of Thrift Supervision believes are inherent in the type of asset.

Tangible capital is defined, generally, as common stockholders’ equity (including retained earnings),
certain non-cumulative perpetual preferred stock and related surplus and minority interests in equity accounts of
fully consolidated subsidiaries, less intangibles (other than certain mortgage servicing rights) and investments in and
loans to subsidiaries engaged in activities not permissible for a national bank. Core capital is defined similarly to
tangible capital, but core capital also includes certain qualifying credit card relationships. Supplementary capital
currently includes cumulative and other perpetual preferred stock, mandatory convertible securities, subordinated
debt and intermediate preferred stock and the allowance for loan and lease losses. In addition, up to 45% of
unrealized gains on available-for-sale equity securities with a readily determinable fair value may be included in
supplementary capital. The allowance for loan and lease losses includable in supplementary capital is limited to a
maximum of 1.25% of risk-weighted assets, and the amount of supplementary capital that may be included as total
capital cannot exceed the amount of core capital.

The Office of Thrift Supervision also has authority to establish individual minimum capital requirements in
appropriate cases upon a determination that an institution’s capital level is or may become inadequate in light of the
particular circumstances. At March 31, 2009, Enfield Federal met each of its capital requirements.

The following table presents the Association’s capital position at March 31, 2009.

OTS Minimum
Capital Requirements
Actual Ratio Actual Ratio
(Dollar amounts in thousands)
Tangible.......c.ccovevriinnene. $24,502 7.52% $ 4,887 >1.5%
Core (Leverage)................ $24,502 7.52% $13,031 >4.0%
Risk-based..........cccoerraen. $26,756 12.19% $17,564 >8.0%

Valley Bank is subject to capital adequacy rules and guidelines issued by the FDIC. The rules require the
Bank to maintain certain minimum ratios of capital to adjusted total assets and/or risk-weighted assets. Under the
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provision of the Federal Deposit Insurance Corp. Improvement Act of 1991, the Federal regulatory agencies are
required to implement and enforce these rules in a stringent manner.

The following table presents the Bank’s capital position at March 31, 2009.

For Capital
Actual Adequacy Purposes
Amount Ratio Amount Ratio

(Dollar amounts in thousands)

Total Capital (to Risk Weighted Assets) $22,882 11.56% $15,841 >8.0%
Tier 1 Capital (to Risk Weighted Assets) 20,385  10.29 7,921 >4.0
Tier 1 Capital (to Average Assets) 20,385 8.98 9,076 >4.0

Standards For Safety and Soundness. The Office of Thrift Supervision and Connecticut Department of
Banking have adopted a set of guidelines prescribing safety and soundness standards. These guidelines establish the
safety and soundness standards that the federal banking agencies use to identify and address problems at insured
depository institutions before capital becomes impaired. If the Office of Thrift Supervision or Connecticut
Department of Banking determines that an institution fails to meet any standard prescribed by the guidelines, it may
require the institution to submit and implement an acceptable plan to achieve compliance with the standard.

Limitation on Capital Distributions. Office of Thrift Supervision and Connecticut Department of Banking
regulations impose limitations on capital distributions, including cash dividends, payments to repurchase its shares
and payments to stockholders of another institution in a cash-out merger. Under the regulations, an application to
and the prior approval of the appropriate regulatory agency is required prior to any capital distribution if the
institution does not meet the criteria for “expedited treatment” of applications under the regulations (i.e., generally,
examination ratings, including safety and soundness, compliance and Community Reinvestment Act, in the two top
categories), the total capital distributions for the calendar year exceed net income for that year plus the amount of
retained net income for the preceding two years, the institution would be undercapitalized following the distribution
or the distribution would otherwise be contrary to a statute, regulation or agreement with the regulatory agency. If
an application is not required, the institution must still provide prior notice to the regulatory agency of the capital
distribution if the institution is a subsidiary of a holding company. If the Association’s or Bank’s capital fell below
its regulatory requirements or a regulatory agency notified it that it was in need of increased supervision, its ability
to make capital distributions could be restricted. In addition, a regulatory agency could prohibit a proposed capital
distribution by any institution, which would otherwise be permitted by the regulation, if the regulatory agency
determines that such distribution would constitute an unsafe or unsound practice.

Assessments. Savings institutions are required to pay assessments to the Office of Thrift Supervision to
fund the agency’s operations. The general assessments, paid on a semi-annual basis, are computed upon the savings
institution’s total assets, including consolidated subsidiaries, as reported in the institution’s latest quarterly thrift
financial report. The assessments paid by Enfield Federal for the year ended March 31, 2009 totaled $88,000.

Valley Bank’s operations are subject to examination by the FDIC and the State of Connecticut Department
of Banking. The assessments paid by Valley Bank for the year ended March 31, 2009 totaled $7,000.

Prompt Corrective Regulatory Action. The Office of Thrift Supervision is required to take certain
supervisory actions against undercapitalized institutions, the severity of which depends upon the institution’s degree
of undercapitalization. Generally, a savings institution that has a ratio of total capital to risk weighted assets of less
than 8%, a ratio of Tier 1 (core) capital to risk-weighted assets of less than 4% or a ratio of core capital to total
assets of less than 4% (3% or less for institutions with the highest examination rating) is considered to be
“undercapitalized.” A savings institution that has a total risk-based capital ratio less than 6%, a Tier 1 capital ratio
of less than 3% or a leverage ratio that is less than 3% is considered to be “significantly undercapitalized” and a

12



savings institution that has a tangible capital to assets ratio equal to or less than 2% is deemed to be “critically
undercapitalized.” Subject to a narrow exception, the Office of Thrift Supervision is required to appoint a receiver
or conservator within specified time frames for an institution that is “critically undercapitalized.” The regulation
also provides that a capital restoration plan must be filed with the Office of Thrift Supervision within 45 days of the
date a savings institution receives notice that it is “undercapitalized,” “significantly undercapitalized” or “critically
undercapitalized.” Compliance with the plan must be guaranteed by any parent holding company. In addition,
numerous mandatory supervisory actions become immediately applicable to an undercapitalized institution,
including, but not limited to, increased monitoring by regulators and restrictions on growth, capital distributions and
expansion. The Office of Thrift Supervision could also take any one of a number of discretionary supervisory
actions, including the issuance of a capital directive and the replacement of senior executive officers and directors.

Valley Bank is subject to capital adequacy rules and guidelines issued by the FDIC. The rules require the
Bank to maintain certain minimum ratios of capital to adjusted total assets and/or risk-weighted assets. Under the
provision of the Federal Deposit Insurance Corp. Improvement Act of 1991, the Federal regulatory agencies are
required to implement and enforce these rules in a stringent manner.

Enforcement. The Office of Thrift Supervision has primary enforcement responsibility over savings
institutions and has the authority to bring action against the institution and all “institution-affiliated parties,”
including stockholders, and any attorneys, appraisers and accountants who knowingly or recklessly participate in
wrongful action likely to have an adverse effect on an insured institution. Formal enforcement action may range
from the issuance of a capital directive or cease and desist order to removal of officers or directors, receivership,
conservatorship or termination of deposit insurance. Civil penalties cover a wide range of violations and can
amount to $25,000 per day, or $1.0 million per day in especially egregious cases. The Federal Deposit Insurance
Corporation has the authority to recommend to the Director of the Office of Thrift Supervision that enforcement
action be taken with respect to a particular savings institution. If action is not taken by the Director, the Federal
Deposit Insurance Corporation has authority to take such action under certain circumstances. Federal and state law
also establishes criminal penalties for certain violations. Valley Bank is subject to the federal regulations
promulgated pursuant to the Financial Institutions Supervisory Act to prevent banks from engaging in unsafe and
unsound practices, as well as various other federal and state laws and consumer protection laws.

Insurance of Deposit Accounts. The Federal Deposit Insurance Corporation imposes an
assessment against all depository institutions for deposit insurance. This assessment is based on the risk category of
the institution and, prior to 2009, ranged from five to 43 basis points of the institution’s deposits. On October 7,
2008, as a result of decreases in the reserve ratio of the Deposit Insurance Fund, the Federal Deposit Insurance
Corporation issued a proposed rule establishing a Restoration Plan for the Deposit Insurance Fund. The rulemaking
proposed that, effective January 1, 2009, assessment rates would increase uniformly by seven basis points for the
first quarter 2009 assessment period. The rulemaking proposed to alter the way in which the Federal Deposit
Insurance Corporation’s risk-based assessment system differentiates for risk and set new deposit insurance
assessment rates, effective April 1, 2009. Under the proposed rule, the Federal Deposit Insurance Corporation would
first establish an institution’s initial base assessment rate. This initial base assessment rate would range, depending
on the risk category of the institution, from 10 to 45 basis points. The Federal Deposit Insurance Corporation would
then adjust the initial base assessment (higher or lower) to obtain the total base assessment rate. The adjustment to
the initial base assessment rate would be based upon an institution’s levels of unsecured debt, secured liabilities, and
brokered deposits. The total base assessment rate would range from eight to 77.5 basis points of the institution’s
deposits. On December 22, 2008, the Federal Deposit Insurance Corporation published a final rule raising the
current deposit insurance assessment rates uniformly for all institutions by seven basis points (to a range from 12 to
50 basis points) for the first quarter of 2009. However, the Federal Deposit Insurance Corporation approved an
extension of the comment period on the parts of the proposed rulemaking that would become effective on April 1,
2009. The Federal Deposit Insurance Corporation expects to issue a second final rule early in 2009, to be effective
April 1, 2009, to change the way that the Federal Deposit Insurance Corporation’s assessment system differentiates
for risk and to set new assessment rates beginning with the second quarter of 2009.

On February 27, 2009, as later amended, the Federal Deposit Insurance Corporation announced a one-time

special assessment on all depository institutions equal to 5 basis points of total assets less Tier 1 Capital. This
special assessment is payable by September 30, 2009 based on data as of June 30, 2009, and is expected to result in
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additional non-interest expense ranging from $300,000 to $350,000. In addition, the Federal Deposit Insurance
Corporation may assess additional special premiums in the future.

Insurance of deposits may be terminated by the Federal Deposit Insurance Corporation upon a finding that
the institution has engaged in unsafe or unsound practices, is in an unsafe or unsound condition to continue
operations or has violated any applicable law, regulation, rule, order or condition imposed by the Federal Deposit
Insurance Corporation or the Office of Thrift Supervision. The management of Enfield Federal and Valley Bank do
not know of any practice, condition or violation that might lead to termination of deposit insurance.

Transactions with Related Parties. Enfield Federal’s authority to engage in transactions with its
“affiliates” (e.g., any company that controls or is under common control with an institution, including New England
Bancshares) is limited by federal law. In general, these transactions must be on terms which are as favorable to
Enfield Federal as comparable transactions with non-affiliates. In addition, certain types of these transactions are
restricted to an aggregate percentage of Enfield Federal’s capital. Collateral in specified amounts must usually be
provided by affiliates to receive loans from Enfield Federal. The purchase of low quality assets from affiliates is
generally prohibited. In addition, the Office of Thrift Supervision regulations prohibit a savings association from
lending to any of its affiliates that is engaged in activities that are not permissible for bank holding companies and
from purchasing the securities of any affiliate, other than a subsidiary.

Valley Bank’s authority to engage in transactions with its affiliates is governed by the Federal Reserve Act
and implementing regulations. The Federal Reserve Act limits the extent to which a bank or its subsidiaries may
engage in “covered transactions” with any one affiliate to an amount equal to 10% of such bank’s capital stock and
retained earnings, and limits all such transactions with all affiliates to an amount equal to 20% of such capital stock
and retained earnings. Any covered transaction with an affiliate, such as the making of loans, purchase of assets,
issuance of guarantees and other similar types of transactions, must be on terms that are substantially the same, or at
least as favorable to the bank, as those that would be provided to a non-affiliate.

The Sarbanes-Oxley Act generally prohibits loans by the Company to its executive officers and directors.
However, that act contains a specific exception for loans by Enfield Federal and Valley Bank to its executive
officers and directors in compliance with federal banking laws. Under such laws, Enfield Federal’s and Valley
Bank’s authority to extend credit to executive officers, directors and 10% stockholders (“insiders™), as well as
entities such persons control, is limited. Among other things, these provisions require that extensions of credit to
insiders be made on terms that are substantially the same as, and follow credit underwriting procedures that are not
less stringent than, those prevailing for comparable transactions with unaffiliated persons and that do not involve
more than the normal risk of repayment or present other unfavorable features. There is an exception for loans made
pursuant to a benefit or compensation program that is widely available to all employees of the institution and does
not give preference to insiders. There are also certain limitations on the amount of credit extended to insiders,
individually and in the aggregate, which limits are based, in part, on the amount of Enfield Federal’s and Valley
Bank’s capital. In addition, extensions of credit in excess of certain limits must be approved by Enfield Federal’s
and Valley Bank’s board of directors.

Community Reinvestment Act. Under the Community Reinvestment Act (“CRA”), as implemented by
Office of Thrift Supervision and FDIC regulations, Enfield Federal and Valley Bank have a continuing and
affirmative obligation to help meet the credit needs of its entire community, including low and moderate income
neighborhoods. The CRA does not establish specific lending requirements or programs for Enfield Federal or
Valley Bank, nor does it limit their discretion to develop the types of products and services that it believes are best
suited to its particular community, consistent with the CRA. The CRA requires the Office of Thrift Supervision and
the FDIC, in connection with their examinations of Enfield Federal and Valley Bank, respectively, to assess Enfield
Federal’s and Valley Bank’s record of meeting the credit needs of its community and to take the record into account
in its evaluation of certain applications by Enfield Federal and Valley Bank. The CRA also requires all institutions
to make public disclosure of their CRA ratings. Both Enfield Federal and Valley Bank received a “Satisfactory”
CRA rating in their most recent examination.

Federal Home Loan Bank System. Enfield Federal and Valley Bank are members of the Federal Home
Loan Bank of Boston, which is one of the 12 regional Federal Home Loan Banks making up the Federal Home Loan
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Bank System. Each Federal Home Loan Bank provides a central credit facility primarily for its member institutions.
Enfield Federal is required to acquire and hold shares of capital stock in that Federal Home Loan Bank. As of
March 31, 2009, Enfield Federal and Valley Bank were in compliance with this requirement with investments in the
capital stock of the Federal Home Loan Bank of Boston of $3.1 million and $766,000, respectively.

The Federal Home Loan Banks have been required to provide funds for the resolution of insolvent thrifts
and to contribute funds for affordable housing programs. These requirements could reduce the amount of earnings
that the Federal Home Loan Banks can pay as dividends to their members and could also result in the Federal Home
Loan Banks imposing a higher rate of interest on advances to their members. If dividends were reduced, or interest
on future Federal Home Loan Bank advances increased, Enfield Federal’s and Valley Bank’s net interest income
would be affected.

Federal Reserve System

Under Federal Reserve Board regulations, Enfield Federal and Valley Bank are required to maintain
noninterest-earning reserves against its transaction accounts. The Federal Reserve Board regulations generally
require that reserves of 3% must be maintained against aggregate transaction accounts of $48.3 million or less,
subject to adjustment by the Federal Reserve Board, and reserves of 10%, subject to adjustment by the Federal
Reserve Board, against that portion of total transaction accounts in excess of $48.3 million. The first $7.8 million of
otherwise reservable balances, subject to adjustment by the Federal Reserve Board, are exempted from the reserve
requirements. Enfield Federal and Valley Bank are in compliance with these requirements.

Holding Company Regulation

New England Bancshares is subject to examination, regulation, and periodic reporting under the Bank
Holding Company Act of 1956, as amended, as administered by the Federal Reserve Board. New England
Bancshares is required to obtain the prior approval of the Federal Reserve Board to acquire all, or substantially all,
of the assets of any bank or bank holding company. Prior Federal Reserve Board approval would be required for
New England Bancshares to acquire direct or indirect ownership or control of any voting securities of any bank or
bank holding company if, after such acquisition, it would, directly or indirectly, own or control more than 5% of any
class of voting shares of the bank or bank holding company. In addition to the approval of the Federal Reserve
Board, before any bank acquisition can be completed, prior approval may also be required to be obtained from other
agencies having supervisory jurisdiction over the bank to be acquired.

A bank holding company is generally prohibited from engaging in, or acquiring, direct or indirect control
of more than 5% of the voting securities of any company engaged in non-banking activities. One of the principal
exceptions to this prohibition is for activities found by the Federal Reserve Board to be so closely related to banking
or managing or controlling banks as to be a proper incident thereto. Some of the principal activities that the Federal
Reserve Board has determined by regulation to be so closely related to banking are: (i) making or servicing loans;
(ii) performing certain data processing services; (iii) providing discount brokerage services; (iv) acting as fiduciary,
investment or financial advisor; (v) leasing personal or real property; (vi) making investments in corporations or
projects designed primarily to promote community welfare; and (vii) acquiring a savings and loan association.

The Gramm-Leach-Bliley Act of 1999 authorizes a bank holding company that meets specified conditions,
including being “well capitalized” and “well managed,” to opt to become a “financial holding company” and thereby
engage in a broader array of financial activities than previously permitted. Such activities can include insurance
underwriting and investment banking.

New England Bancshares is subject to the Federal Reserve Board’s capital adequacy guidelines for bank
holding companies (on a consolidated basis), which are substantially similar to those of the Office of Thrift
Supervision for Enfield Federal.

A bank holding company is generally required to give the Federal Reserve Board prior written notice of

any purchase or redemption of then outstanding equity securities if the gross consideration for the purchase or
redemption, when combined with the net consideration paid for all such purchases or redemptions during the
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preceding 12 months, is equal to 10% or more of the company’s consolidated net worth. The Federal Reserve Board
may disapprove such a purchase or redemption if it determines that the proposal would constitute an unsafe and
unsound practice, or would violate any law, regulation, Federal Reserve Board order or directive, or any condition
imposed by, or written agreement with, the Federal Reserve Board. The Federal Reserve Board has adopted an
exception to this approval requirement for well-capitalized bank holding companies that meet certain other
conditions.

The Federal Reserve Board has issued a policy statement regarding the payment of dividends by bank
holding companies. In general, the Federal Reserve Board’s policies provide that dividends should be paid only out
of current earnings and only if the prospective rate of earnings retention by the bank holding company appears
consistent with the organization’s capital needs, asset quality and overall financial condition. The Federal Reserve
Board’s policies also require that a bank holding company serve as a source of financial strength to its subsidiary
banks by standing ready to use available resources to provide adequate capital funds to those banks during periods
of financial stress or adversity and by maintaining the financial flexibility and capital-raising capacity to obtain
additional resources for assisting its subsidiary banks where necessary. Under the prompt corrective action laws, the
ability of a bank holding company to pay dividends may be restricted if a subsidiary bank becomes undercapitalized.
These regulatory policies can affect the ability of New England Bancshares to pay dividends or otherwise engage in
capital distributions.

Under the Federal Deposit Insurance Act, depository institutions are liable to the Federal Deposit Insurance
Corporation for losses suffered or anticipated by the Federal Deposit Insurance Corporation in connection with the
default of a commonly controlled depository institution or any assistance provided by the Federal Deposit Insurance
Corporation to such an institution in danger of default.

New England Bancshares, Enfield Federal and Valley Bank are affected by the monetary and fiscal policies
of various agencies of the United States Government, including the Federal Reserve System. In view of changing
conditions in the national economy and in the money markets, it is impossible for management to accurately predict
future changes in monetary policy or the effect of such changes on the business or financial condition of New
England Bancshares, Enfield Federal or Valley Bank.

The status of New England Bancshares as a registered bank holding company under the Bank Holding



the income, is equal to the amount of the distribution. Thus, in some situations, approximately one and one-half
times the non-dividend distribution would be includable in gross income for federal income tax purposes, assuming
a 34% federal corporate income tax rate. The Company does not intend to pay dividends that would result in the
recapture of any portion of the bad debt reserves.

Corporate Alternative Minimum Tax. The Code imposes a tax on alternative minimum taxable income at
a rate of 20%. Only 90% of alternative minimum taxable income can be offset by alternative minimum tax net
operating loss carryovers of which the Company currently has none. Alternative minimum taxable income is also
adjusted by determining the tax treatment of certain items in a manner that negates the deferral of income resulting
from the regular tax treatment of those items. Alternative minimum tax is due when it exceeds the regular income
tax. The Company has not had a liability for a tax on alternative minimum taxable income during the past five
years.

Elimination of Dividends. New England Bancshares may exclude from its income 100% of dividends
received from Enfield Federal and Valley Bank as a member of the same affiliated group of corporations.

State Taxation

New England Bancshares, Enfield Federal and Valley Bank file Connecticut income tax returns on a
consolidated basis. Generally, the income of financial institutions in Connecticut, which is calculated based on
federal taxable income, subject to certain adjustments, is subject to Connecticut tax. The Company is not currently
under audit with respect to its Connecticut income tax returns and its state tax returns have not been audited for the
past five years.

ITEM1A. RISKFACTORS

Our increased emphasis on commercial and construction lending may expose us to increased lending risks.

At March 31, 2009, our loan portfolio consisted of $162.8 million, or 38.8% of commercial real estate
loans, $15.5 million, or 3.7% of construction loans and $76.9 million, or 18.3% of commercial business loans. We
intend to increase our emphasis on these types of loans. These types of loans generally expose a lender to greater
risk of non-payment and loss than residential mortgage loans because repayment of the loans often depends on the
successful operation of the property, the income stream of the borrowers and, for construction loans, the accuracy of
the estimate of the property’s value at completion of construction and the estimated cost of construction. Such loans
typically involve larger loan balances to single borrowers or groups of related borrowers compared to residential
mortgage loans. Commercial business loans expose us to additional risks since they typically are made on the basis
of the borrower’s ability to make repayments from the cash flow of the borrower’s business and are secured by non-
real estate collateral that may depreciate over time. In addition, since such loans generally entail greater risk than
residential mortgage loans, we may need to increase our allowance for loan losses in the future to account for the
likely increase in probable incurred credit losses associated with the growth of such loans. Also, many of our
commercial and construction borrowers have more than one loan outstanding with us. Consequently, an adverse
development with respect to one loan or one credit relationship can expose us to a significantly greater risk of loss
compared to an adverse development with respect to a one- to four-family residential mortgage loan.

Changes in interest rates could h



Changes in interest rates also affect the value of our interest-earning assets, and in particular our securities
portfolio. Generally, the value of fixed-rate securities fluctuates inversely with changes in interest rates. Unrealized
gains and losses on securities available for sale are reported as a separate component of equity, net of tax. Decreases
in the fair value of securities available for sale resulting from increases in interest rates could have an adverse effect
on stockholders’ equity.

Strong competition within our market area could hurt our profits and slow growth.

We face intense competition both in making loans and attracting deposits. This competition has made it
more difficult for us to make new loans and has occasionally forced us to offer higher deposit rates. Price
competition for loans and deposits might result in us earning less on our loans and paying more on our deposits,
which reduces net interest income. As of June 30, 2008, we held 1.3% of the deposits in Hartford County, which
was the 10™ largest market share of deposits out of the 30 financial institutions in the county. Some of the
institutions with which we compete have substantially greater resources and lending limits than we have and may
offer services that we do not provide. We expect competition to increase in the future as a result of legislative,
regulatory and technological changes and the continuing trend of consolidation in the financial services industry.
Our profitability depends upon our continued ability to compete successfully in our market area.

If we do not achieve profitability on our new branches, they may negatively impact our earnings.

The Association opened its East Windsor branch office in October 2005 and its Ellington branch in April
2006, and the Bank opened its Farmington Avenue branch office in March 2007 and its Southington branch office in
January 2007. Numerous factors contribute to the performance of a new branch, such as a suitable location,
qualified personnel and an effective marketing strategy. Additionally, it takes time for a new branch to generate
significant deposits and make sufficient loans to produce enough income to offset expenses, some of which, like
salaries and occupancy expense, are relatively fixed costs. We expect that it may take a period of time before the
new branch offices can become profitable. During this period, operating these new branch offices may negatively
impact our net income.

A downturn in the Connecticut economy or a decline in real estate values could hurt our profits.

Nearly all of our real estate loans are secured by real estate in Connecticut. We are operating in a
challenging and uncertain economic environment, both nationally and locally, as the U.S. economy entered a
recession in early 2008. The continued declines in real estate values and home sales volumes along with greater
financial stress on borrowers due to the uncertain economic environment and rising unemployment could have an
adverse effect on our borrowers or their customers, which could adversely affect our financial condition and results
of operations. Decreases in real estate values could adversely affect the value of property used as collateral for our
loans. Continued economic uncertainty may also have a negative effect on the ability of our borrowers to make
timely repayments of their loans, which could result in increased loan delinquencies, problem assets and
foreclosures. If poor economic conditions result in decreased demand for the Company’s products and services our
financial condition and results of operations could be adversely affected.

We operate in a highly regulated environment and we may be adversely affected by changes in laws and
regulations.

The Company and its subsidiaries are subject to extensive regulation, supervision and examination by the
Office of Thrift Supervision, the Association’s chartering authority, the Connecticut Department of Banking, the
Bank’s chartering authority, and by the Federal Deposit Insurance Corporation, as insurer of its deposits. New
England Bancshares is subject to regulation and supervision by the Federal Reserve. Such regulation and
supervision govern the activities in which an institution and its holding company may engage, and are intended
primarily for the protection of the insurance fund and for the depositors and borrowers of Enfield Federal. The
regulation and supervision by the Office of Thrift Supervision, Connecticut Department of Banking, Federal
Reserve and the Federal Deposit Insurance Corporation are not intended to protect the interests of investors in New
England Bancshares common stock. Regulatory authorities have extensive discretion in their supervisory and
enforcement activities, including the imposition of restrictions on our operations, the classification of our assets and
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determination of the level of our allowance for loan losses. Any change in such regulation and oversight, whether in
the form of regulatory policy, regulations, legislation or supervisory action, may have a material impact on our
operations.

ITEM 1B. UNRESOLVED STAFF COMMENTS

Not applicable.
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ITEM 2. PROPERTIES

The Company currently conducts its business through twelve full-service banking offices and two
administrative offices. The net book value of the Company’s properties or leasehold improvements was $6.0
million at March 31, 2009.

Original

Leased or Year Leased Date of Lease
Location Owned or Acquired Expiration
Executive/Branch Office:
855 Enfield Street, Enfield, Connecticut.................... Leased 2006 2031
Enfield Federal Branch Offices:
268 Hazard Avenue, Enfield, Connecticut .................. Owned 1962 —
112 Mountain Road, Suffield, Connecticut.................. Leased 1988 2010
23 Main Street, Manchester, Connecticut.................... Owned 2002 —
124 Main Street, Broad Brook, Connecticut................ Owned 2003 —
20 Main Street, Windsor Locks, Connecticut.............. Leased 2002 2012™
One Shoham Road, East Windsor, Connecticut .......... Leased 2005 2015@
287 Somers Road, Ellington, Connecticut................... Owned 2005 —
Valley Bank Branch Offices:
Four Riverside Avenue, Bristol, Connecticut.............. Leased 1999 2014 @
Eight South Main Street, Terryville, Connecticut ....... Leased 2002 2012 @
98 Main Street, Southington, Connecticut................... Leased 2006 2028 ©
888 Farmington Avenue, Bristol, Connecticut ............ Owned 2004 —
Valley Bank Operations Center:
45 North Main Street, Bristol, Connecticut.................. Leased 2006 2017©

We have an option to renew this lease for one additional five-year term.
We have an option to renew this lease for two additional seven-year terms.
We have an option to renew this lease for three additional five-year terms.
We have an option to renew this lease for one additional ten-year term.
We have an option to terminate this lease in 2018.

We have an option to renew this lease for two additional five-year terms.
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ITEM 3. LEGAL PROCEEDINGS

Periodically, there have been various claims and lawsuits involving the Company, the Association and the
Bank, such as claims to enforce liens, condemnation proceedings on properties in which the Association or the Bank
hold security interests, claims involving the making and servicing of real property loans and other issues incident to
the Association's or the Bank's business. In the opinion of management, after consultation with the Company’s legal
counsel, no such pending claims or lawsuits are expected to have a material adverse effect on the financial condition
or operations of the Company, taken as a whole. The Company is not a party to any material pending legal
proceedings.

ITEM 4. SUBMISSION OF MATTERS TO AVOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of the year ended March
31, 2009.

PART Il

ITEMS5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Beginning on December 28, 2005, the Company’s common stock was quoted on the NASDAQ Global
Market under the symbol “NEBS.” Before that date, the Company’s common stock was quoted on the OTC
Bulletin Board under the symbol “NEBS.” According to the records of its transfer agent, the Company had
approximately 1,008 stockholders of record as of June 5, 2009. This number does not reflect stockholders who hold
their shares in “street name.” The following table sets forth the high and low bid information for the Company’s
common stock for each of the fiscal quarters in the two-year period ended March 31, 2009. The stock prices and
dividends have been adjusted to reflect that each share of former New England Bancshares common stock was
exchanged for 2.3683 shares of current New England Bancshares common stock in connection with the Company’s
second-step conversion on December 28, 2005.

High Low Dividends

Fiscal 2009:

Fourth Quarter ........c..ccoeeeveevnee. $ 850 $ 570 $ 004

Third Quarter ........ccccccvevvveveennens 10.00 7.97 0.04

Second Quarter .......c.ccocevveernenn 10.25 8.75 0.04

First Quarter........ccooevervrereenn, 11.25 10.25 0.03
Fiscal 2008:

Fourth Quarter .........c..c.cceveveveee.. $ 1135 $ 10.50 $ 003

Third Quarter..........ccoeeeveieieas 12.20 10.00 0.03

Second Quarter .........coceevverenen, 10.90 10.26 0.03

First Quarter........ccccoceveenvesvnne. 13.57 12.31 0.03
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The Company repurchased 56,700 shares of its common stock in the quarter ended March 31, 2009 as
follows:

Total number of shares Maximum number
For the three Average purchased as part of shares that may
months ended Total shares price paid of publicly announced yet be purchased under
March 31, 2009 repurchased per share plan or program the plan or program
January 1-31 $ - 177,700 127,224
February 1-28® 26,700 6.60 204,400 100,524
March 1-31% 30,000 6.04 234,400 70,524

Total 56,700 $ 6.30

@ This repurchase of stock was pursuant to the Company’s stock repurchase program that was authorized on May
12, 2008 to repurchase 304,924 shares, or 5% of the Company's outstanding shares. The repurchases were made on
the open market and through privately negotiated transactions.

ITEM 6. SELECTED FINANCIAL DATA

Not completed due to Registrant's status as a smaller reporting company.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITIONS AND
RESULTS OF OPERATIONS

The objective of this section is to help understand our views on our results of operations and financial
condition. You should read this discussion in conjunction with the consolidated financial statements and notes to
the consolidated financial statements that appear under Part I1, Item 8 of this annual report.

Overview

Income. Our primary source of pre-tax income is net interest and dividend income. Net interest and
dividend income is the difference between interest and dividend income, which is the income that we earn on our
loans and investments, and interest expense, which is the interest that we pay on our deposits and borrowings. To a
much lesser extent, we also recognize pre-tax income from service charge income — mostly from service charges on
deposit accounts, from the increase in cash surrender value of our bank-owned life insurance and from the sale of
securities and loans.

Allowance for Loan Losses. The allowance for loan losses is a valuation allowance for probable
losses inherent in the loan portfolio. We evaluate the need to establish allowances against losses on loans on a
monthly basis. When additional allowances are necessary, a provision for loan losses is charged to earnings.

Expenses. The expenses we incur in operating our business consist of salaries and employee benefits
expenses, occupancy and equipment expenses, advertising and promotion expenses, professional fees, data
processing expense, stationery and supplies expense, amortization of identifiable intangible assets and other
miscellaneous expenses.

Salaries and employee benefits expenses consist primarily of the salaries and wages paid to our employees,
payroll taxes and expenses for health insurance, retirement plans and other employee benefits. It also includes
expenses related to our employee stock ownership plan and restricted stock awards granted under our stock-based
incentive plan. Expense for the employee stock ownership plan is based on the average market value of the shares
committed to be released. An equal number of shares are released each year over terms of the two loans from New
England Bancshares that were used to fund the employee stock ownership plan’s purchase of shares in the stock
offering in both the mutual holding company reorganization and the second-step conversion. Expense for shares of
restricted stock awards is based on the fair market value of the shares on the date of grant. Compensation and
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related expenses is recognized on a straight-line basis over the vesting period. We began expensing stock options in
fiscal 2007 and are included in salaries and employee benefits expenses and the consolidated statements of income.

Occupancy and equipment expenses, which are the fixed and variable costs of land, building and
equipment, consist primarily of lease payments, real estate taxes, depreciation charges, furniture and equipment
expenses, maintenance and costs of utilities. Depreciation of premises and equipment is computed using the
straight-line method based on the useful lives of the related assets, which range from ten to 50 years for buildings
and premises and three to 20 years for furniture, fixtures and equipment. Leasehold improvements are amortized
over the shorter of the useful life of the asset or term of the lease.

Advertising and promotion expenses include expenses for print advertisements, promotions and premium
items.

Professional fees primarily include fees paid to our independent auditors, our attorneys, our internal auditor
and any consultants we employ, such as to review our loan or investment portfolios.

Data processing expenses include fees paid to our third-party data processing service and ATM expense.
Stationery and supplies expense consists of expenses for office supplies.

Amortization of identifiable intangible assets consists of the amortization, on a straight-line basis over a
ten-year period, of the $886,000 core deposit intangible that was incurred in connection with Enfield Federal’s
acquisition of Windsor Locks Community Bank, FSL in December 2003 and on a sum-of-years digits basis over a
ten year period, of the $2.5 million core deposit intangible that was incurred in conjunction with the Company’s
acquisition of First Valley.

Other expenses include federal insurance deposit premiums, charitable contributions, regulatory
assessments, telephone, insurance and other miscellaneous operating expenses.

Critical Accounting Policies

We consider accounting policies involving significant judgments and assumptions by management that
have, or could have, a material impact on the carrying value of certain assets or income to be critical accounting
policies. We consider accounting policies relating to the allowance for loan losses and goodwill and other
intangibles to be critical accounting policies.

Allowance for Loan Losses. The allowance for loan losses is the amount estimated by
management as necessary to cover losses inherent in the loan portfolio at the balance sheet date. The allowance is
established through the provision for loan losses, which is charged to income. Determining the amount of the
allowance for loan losses necessarily involves a high degree of judgment. Among the material estimates required to
establish the allowance are: loss exposure at default; the amount and timing of future cash flows on impacted loans;
the value of collateral; and determination of loss factors to be applied to the various elements of the portfolio. All of
these estimates are susceptible to significant change.

Management reviews the level of the allowance on a monthly basis and establishes the provision for loan
losses based on an evaluation of the portfolio, past loss experience, economic conditions and business conditions
affecting our primary market area, credit quality trends, collateral value, loan volumes and concentrations, seasoning
of the loan portfolio, the duration of the current business cycle, bank regulatory examination results and other factors
related to the collectability of the loan portfolio. Although we believe that we use the best information available to
establish the allowance for loan losses, future additions to the allowance may be necessary if certain future events
occur that cause actual results to differ from the assumptions used in making the evaluation. For example, a
downturn in the local economy could cause increases in non-performing loans. Additionally, a decline in real estate
values could cause some of our loans to become inadequately collateralized. In either case, this may require us to
increase our provisions for loan losses, which would negatively impact earnings. Further, the Office of Thrift
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Supervision, and Federal Deposit Insurance Corporation and State of Connecticut Department of Banking, as an
integral part of their examination processes, review the Association’s and Bank’s allowances for loan losses. Such
agencies may require us to recognize adjustments to the allowance based on its judgments about information
available to it at the time of its examination. An increase to the allowance required to be made by an agency would
negatively impact our earnings. Additionally, a large loss could deplete the allowance and require increased
provisions to replenish the allowance, which would negatively affect earnings. See notes 2 and 4 to the notes to
consolidated financial statements included in Part I1, Item 8 of this annual report.

Goodwill and Other Intangibles. We record all assets and liabilities acquired in purchase
acquisitions, including goodwill and other intangibles, at fair value as required by Statement of Financial
Accounting Standards No. 141. Goodwill is subject, at a minimum, to annual tests for impairment. Other intangible
assets are amortized over their estimated useful lives using straight-line and accelerated methods, and are subject to
impairment if events or circumstances indicate a possible inability to realize the carrying amount. The initial
goodwill and other intangibles recorded, and subsequent impairment analysis, requires us to make subjective
judgments concerning estimates of how the acquired assets will perform in the future. Events and factors that may
significantly affect the estimates include, among others, customer attrition, changes in revenue grown trends,
specific industry conditions and changes in competition.

Operating Strategy

Our mission is to operate and further expand a profitable community-oriented financial institution. We
plan to achieve this by executing our strategy of:

° pursuing opportunities to increase multi-family and commercial real estate and commercial
business lending in our market area;

° continuing to emphasize the origination of one- to four-family residential real estate loans;

o expanding our delivery system through a combination of increased uses of technology and
additional branch facilities;

° aggressively attracting core deposits;

° managing our net interest margin and net interest spread by having a greater percentage of our
assets in loans, especially higher-yielding loans, which generally have a higher yield than
securities; and

° managing interest rate risk by emphasizing the origination of adjustable-rate or shorter duration
loans.

Pursue opportunities to increase commercial real estate and commercial business lending in our market
area

Commercial real estate and commercial business loans provide us with the opportunity to earn more
income because they tend to have higher interest rates than residential mortgage loans. In addition, these loans are
beneficial for interest rate risk management because they typically have shorter terms and adjustable interest rates.
Commercial real estate and commercial business loans increased $49.3 million and $121.6 million for the years
ended March 31, 2009 and 2008, respectively, and at March 31, 2009 comprised approximately 57.1% of total loans.
There are many multi-family and commercial properties and businesses located in our market area, and with the
additional capital we raised in the offering we may pursue the larger lending relationships associated with these
opportunities, while continuing to originate any such loans in accordance with what we believe are our conservative
underwriting guidelines. We have added expertise in our commercial loan department in recent years. Additionally,
we may employ additional commercial lenders in the future to help increase our multi-family and commercial
lending.
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However, these types of loans generally expose a lender to greater risk of non-payment and loss than one-
to four-family residential mortgage loans because repayment of the loans often depends on the successful operation
of the property and the income stream of the borrowers. Such loans typically involve larger loan balances to single
borrowers or groups of related borrowers compared to one- to four-family residential mortgage loans. Commercial
business loans expose us to additional risks since they typically are made on the basis of the borrower’s ability to
make repayments from the cash flow of the borrower’s business and are secured by non-real estate collateral that
may depreciate over time. In addition, since such loans generally entail greater risk than one- to four-family
residential mortgage loans, we may need to increase our allowance for loan losses in the future to account for the
likely increase in probable incurred credit losses associated with the growth of such loans. Also, many of our
commercial borrowers have more than one loan outstanding with us. Consequently, an adverse development with
respect to one loan or one credit relationship can expose us to a significantly greater risk of loss compared to an
adverse development with respect to a one- to four-family residential mortgage loan.

Expand our delivery system through a combination of increased uses of technology and additional branch
facilities

We intend to expand the ways in which we reach and serve our customers. We implemented internet
banking in fiscal 2003, which allows our customers to access their accounts and pay bills online. In fiscal 2006, we
introduced an enhancement to our website to enable customers to obtain loan information to apply for a residential
or commercial loan online. Additionally, in fiscal 2008 we introduced remote deposit capture, a product which
allows commercial customers to deposit checks from their office with the use of a scanner; thereby eliminating the
need to physically visit an office to make a deposit. Also, we opened new branch offices in East Windsor,
Connecticut in October 2005 and Ellington, Connecticut in April 2006 and the Bank opened its Farmington Avenue
branch office in March 2007 and its Southington branch office in January 2007. We intend to pursue expansion in
our market area in the future, whether through de novo branching or acquisition. However, we have not entered into
any binding commitments regarding our expansion plans.

Aggressively attract core deposits

Core deposits (accounts other than certificates of deposit) comprised 40.8% of our total deposits at March
31, 2009. We value core deposits because they represent longer-term customer relationships and a lower cost of
funding compared to certificates of deposit. We aggressively seek core deposits through competitive pricing and
targeted advertising. In addition, we offer business checking accounts for our commercial customers. We also hope
to increase core deposits by pursuing expansion inside and outside of our market area through de novo branching.

Manage net interest margin and net interest spread by having a greater percentage of our assets in loans,
especially higher-yielding loans, which generally have a higher yield than securities

We intend to continue to manage our net interest margin and net interest spread by seeking to increase
lending levels and by originating higher-yielding loans. Loans secured by multi-family and commercial real estate
and commercial business loans are generally larger and involve a greater degree of risk than one-to four-family
residential mortgage loans. Consequently, multi-family and commercial real estate and commercial business loans
typically have higher yields, which increase our net interest margin and net interest spread. In addition, the Bank
has started, and expects to continue, to sell one- to four-family mortgage loans in an effort to increase yields on the
overall loan portfolio.

Manage interest rate risk by emphasizing the origination of adjustable-rate or shorter duration loans

We manage our interest rate sensitivity to minimize the adverse effects of changes in the interest rate
environment. Deposit accounts typically react more quickly to changes in market interest rates than longer-term
loans because of the shorter maturities of deposits. As a result, sharp increases in interest rates may adversely affect
our earnings while decreases in interest rates may beneficially affect our earnings. To reduce the potential volatility
of our earnings, we have sought to: (1) improve the match between asset and liability maturities and rates, while
maintaining an acceptable interest rate spread; and (2) decrease the maturities of our assets, in part by the origination
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of adjustable-rate and shorter-term loans. To this end the Company started to sell some of its long term fixed rate
residential mortgage loans.

Balance Sheet Analysis

Loans. We originate real estate loans secured by residential real estate, commercial real estate and
construction loans, which are secured by residential and commercial real estate. At March 31, 2009, real estate
loans totaled $336.6 million, or 80.1% of total loans, compared to $317.8 million, or 84.5%, of total loans at March
31, 2008.

The largest segment of our real estate loans is commercial real estate loans. Commercial real estate loans
totaled $162.8 million at March 31, 2009, which represented 48.4% of real estate loans and 38.8% of total loans,
compared to $138.5 million at March 31, 2008, which represented 43.6% of real estate loans and 36.8% of total
loans. Commercial real estate loans increased $24.3 million, or 17.6%, for the year ended March 31, 2009 primarily
due to the Company focusing on this type of lending.

Residential real estate loans totaled $158.3 million at March 31, 2009, which represented 47.0% of real
estate loans and 37.7% of total loans compared to $158.3 million at March 31, 2008, which represented 49.8% of
real estate loans and 42.1% of total loans. Residential real estate loans increased $51,000 for the year ended March
31, 2009.

We originate construction loans secured by residential and commercial real estate. This portfolio totaled
$15.5 million at March 31, 2009, which represented 3.7% of total loans, compared to $21.0 million at March 31,
2008, which represented 5.6% of total loans. Construction loans decreased $5.5 million, or 26.4%, for the year
ended March 31, 2009 primarily due to loans being transferred to other loan categories after successful completion
of construction, partially offset by advances and originations.

We also originate commercial business loans secured by business assets other than real estate, such as
business equipment, inventory and accounts receivable and letters of credit. Commercial business loans totaled
$76.9 million at March 31, 2009, which represented 18.3% of total loans, compared to $52.0 million at March 31,
2008, which represented 13.8% of total loans. Commercial business loans increased $25.0 million, or 48.1% for the
year ended March 31, 2009 primarily due to the Company focusing on this type of lending.

We originate a variety of consumer loans, including loans secured by mobile homes, automobiles and

passbook or certificate accounts. Consumer loans totaled $6.5 million and represented 1.6% of total loans at March
31, 2009 and $6.3 million at March 31, 2008 which represented 1.7% of total loans.
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The following table sets forth certain information at March 31, 2009 regarding the dollar amount of principal
repayments becoming due during the periods indicated. The table does not include any estimate of prepayments that
significantly shorten the average life of our loans and may cause our actual repayment experience to differ from that
shown below. Demand loans having no stated schedule of repayments and no stated maturity are reported as due in one
year or less.

Commercial
Resi- Real Total
dential Estate Construction Consumer Commercial Loans
(In thousands)
Amounts due in:
One year Or 1eSS .......cocvevreereneeeeereees $ 637 $ 9,392 $ 7,761 $ 660 $26,240 $ 44,690
More than one year to three years.......... 1,539 2,167 1,224 1,045 11,733 17,708
More than three years to five years........ 4,231 2,227 1,489 581 17,339 25,867
More than five years to ten years........... 27,472 26,038 2,322 150 16,229 72,211
More than ten years to fifteen years....... 21,494 26,841 1,527 1,054 50,916
More than fifteen years..........cccccoeervennen. 102,946 96,144 2,702 2,528 4,340 208,660

Total amount due .........ccovvvvrveirinnenne _$158,319 _$162,809 $15,498 $ 6,491 $76,935  $420,052




The following table shows loan activity during the periods indicated.

For the Fiscal Year Ended March 31,

2009 2008 2007
(In thousands)
Beginning balance, [08NS, NEL ...........cccveveeveeeverieeeeee e ees $371,769 $198,447 $148,113
Originations:
Mortgage loans:
RESIAENTIAl [0ANS.......c.vviriiii s 19,734 27,978 29,478
Commercial real ESALE.............ceeveveveiiceeeee e 29,947 29,735 19,161
CONSLIUCHION T0ANS .....cvoveveceeeeceee e 2,220 6,691 12,505
Total MOrtgage l08NS ........c.cveveeeeeceeieecee e 51,901 64,404 61,144
CONSUMET T0ANS ...ttt 2,503 3,262 2,290
COMMENCIAl I0ANS ... 32,561 14,201 11,170
Total 10aN OFigINATIONS ........cvveeeevrceeeeeceeeeeeeee e enae e 86,965 81,867 74,604
LOANS SOI......ovovireeeveeeeee et senen (3,684) (6,958) (3,816)
Loan participations PUIChASEM ............c.ceveeivereeerereeeeies e 13,828 5,860 18,268
L0aNS aCOUITED N MEIGET ....covveeerieeeeteeetetet sttt 141,041
Deduct:
Principal loan repayments and other, Net..............c.ccovvuveveeeeeein, (54,795) (48,371) (38,719)
Loan charge-0ffs, Net Of reCOVENIES. ..........oovueeeieeeee e (517) (117) (3)
Ending balance, 10aNS, NEL ..........ccvviviverveeeieeeceeeeee s $413,566 $371,769 $198,447

Available-for-Sale Securities. Our securities portfolio consists primarily of U.S. government and
agency securities, mortgage-backed securities, marketable equity securities, municipal securities and, to a lesser
extent, corporate debt securities. Although corporate debt securities and municipal securities generally have greater
credit risk than U.S. Treasury and government securities, they generally have higher yields than government
securities of similar duration. Available-for-sale securities increased $8.3 million, or 13.0%, in the year ended
March 31, 2009 due to increases in the municipal and mortgage-backed securities categories, partially offset by calls
the sale of the majority of the marketable equity securities. The majority of our mortgage-backed securities were
issued by Ginnie Mae, Fannie Mae or Freddie Mac.

The following table sets forth the carrying values and fair values of our securities portfolio at the dates
indicated.

At March 31,
2009 2008 2007
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value

(In thousands)
Investments in available-for-sale securities:

U.S. government and federal agencies................. $11,930  $12,068 $11,426 $11,501 $23,774  $23575
Municipal SECUNLIES .......cveveverviierircrerereieie e, 16,917 15,712 12,719 12,504 7,493 7,405
Corporate debt SECUNItIES ......coovvveviviveeiiiiin, --- --- 65 66 100 101
Mortgage-backed securities 43,618 44,041 38,982 39,473 12,030 11,941
Marketable equity securities 7 7 5,373 5,373 7,224 7,034
B o] -1 SRR 72,472 71,828 68,565 68,917 50,621 50,056
Money market mutual funds included in cash
and cash equIvalents ............ccoo.coovvevveerevcrnnnns () (1)  (5373)  (5373) (587) (587)
TOtAl i $72,465 $71,821 $63,192 $63,544 $50,034  $49,469
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The following table sets forth our available-for-sale securities:

Mortgage-related securities:

Mortgage-related securities, beginning of period )

At and For the Fiscal Year Ended March 31,

ACQUITEd INMEIGET ... .t ieeii e
PUICRESES. .. ..t eet it s

Sales.. .
Repayments and prepayments .....................
Decrease in net premium .........ccoceeevreeeennne

(Decrease) increase in net unrealized gain..........c.ccocceeeveieenenne.
Net increase (decrease) in mortgage-related securities .....

Mortgage-related securities, end of period

Investment securities:
Investment securities, beglnnlng of perlod
Acquired in merger..

PUICNESES. ... ettt e

Sales..
Maturltles .
Increase (decrease) in net premlum ............

Reclass from securities to other assets........
(Decrease) increase in net unrealized gain..............c.......

Net increase (decrease) in investment securities
Investment securities, end of period @ ..........cc.ccoovevvveiicenns

W At fair value

The following table sets forth the maturities and weighted average yields of securities at March 31, 2009.

2009 2008 2007
(In thousands)
$39,473 $11,941 $12,530
11,589
13,251 22,533 2,609
(753) (2,438)
(7,607) (4,705) (3,224)
(32) (27) (44)
(291) 580 70
4,568 27,532 (589)
$44,041 $39,473 $11,941
$24,071 $37,528 $39,767
11,059
22,732 19,575 15,218
(8,824) (19,215) (14,842)
(9,636) (21,785) (2,996)
94 96 21
(3,524) -
(657) 337 360
3,709 (13,457) (2,239)
$27,780 $24,071 $37,528

Weighted average yields are presented on a tax-equivalent basis.

Within One Year One To Five Years Five To Ten Years After Ten Years Total
Weighted Weighted Weighted Weighted Weighted
Carrying Average Carrying  Average Carrying  Average Carrying Average Carrying Average
Value Yield Value Yield Value Yield Value Yield Value Yield
(Dollars in thousands)
Auvailable-for-sale securities:
U.S. Government and
Federal agencies...... $ - ---% $ 101 5.02% $ 3,454 5.01% $ 8513 5.78% $12,068 5.55%
Municipal securities - 552  4.84 3,307 5.67 11,853 6.44 15,712 6.22
Mortgage-backed securities........... 130 3.64 35 756 1,030 4.96 42,846 5.04 44,041 5.04
Total s $ 130 3.64% $ 688  5.00% $7,791 5.28% $63,212  5.40% $71,821 5.38%

Deposits. Our primary source of funds is our deposit accounts, which are comprised of demand

deposits, savings accounts and time deposits. These deposits are provided primarily by individuals and, to a lesser
extent, commercial customers, within our market area. We do not currently use brokered deposits as a source of
funding. Deposits increased $49.1 million for the year ended March 31, 2009 due primarily to an increase in the

certificates of deposit category. The Company has continued to experience disintermediation, as rates on other types

of investments (CDs and money market accounts) have increased substantially over the past several years resulting

in customers moving funds from the generally lower rates of savings accounts.
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The following table sets forth the balances of our deposit products at the dates indicated.

At March 31,
2009 2008

(In thousands)
Non-interest bearing accounts................... $ 37,483 $ 40,347
NOW and money market accounts.............. 75,137 74,017
SaVviNgs aCCOUNES......vvveviveriieceiierieeenanas 58,413 55,211
Certificates of deposit.............cooeveiennnnn 248,403 200,737
Total. .o $419,436 $370,312

The following table indicates the amount of jumbo certificates of deposit by time remaining until maturity
as of March 31, 2009. Jumbo certificates of deposit require minimum deposits of $100,000.

Weighted
Maturity Period Amount Average Rate
(Dollars in thousands)

Three MONthS OF [ESS.......cveiiiiiiieeic e $15,198 3.26%
Over three through SiX MONthS .........ccccoeveiiiiiiiicec s 10,931 3.07
Over six through twelve months...........ccooeiiiiiiiciie 28,510 3.17
OVEr tWEIVE MONENS ...t 33,250 3.96

10 | SRS $87,889 3.48%

The following table sets forth the time deposits classified by rates at the dates indicated.

At March 31,
2009 2008 2007
(In thousands)

Certificate accounts:

0.00t0 2.00% .......c0ouvvnns $ 18291 ¢ 111 $ 756
2.01t03.00%......cccoeee. 83,462 19,291 6,332
3.01t04.00%.................. 87,793 63,448 29,176
4.01t05.00%.......ccc....... 50,616 88,801 51,130
5.01t06.00%.................. 8,241 29,086 2,717

Total ..o $248,403  $200,737 $90,111

The following table sets forth the amount and maturities of time deposits classified by rates at March 31,

2009.
Amount Due
Percent of
One Two to Over Total
Less than to Two Three Three Certificate
One Year Years Years Years Total Accounts
(In thousands)
Certificate accounts:
0t0 2.00%........c0ou.... $ 18,279 $ 12 $ $ $ 18,291 7.4%
2.01t03.00%.......c.ccueue.. 53,293 27,021 3,149 83,463 33.6
3.01t0 4.00%........c.cu...... 50,637 14,568 9,583 13,005 87,793 35.3
4.01t05.00%........cc0ou..... 22,513 9,522 1,795 16,786 50,616 20.4
5.01t0 6.00%..........cocvu.. 269 95 505 7,371 8,240 3.3
Lo ]v: | $144,991 $51,218 $15,032 $37,162 $248,403 100.0%
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The following table sets forth the deposit activity for the periods indicated.

For the Fiscal Year Ended March 31,
2009 2008 2007
(In thousands)

Net deposits (withdrawals) ............cccceveverieiiciniieierenen, $39,113 $ 10,696 $ 8,427
Deposits acquired through merger ..........cccccveevverieiennn. 168,369
Interest credited on deposit accounts @ .............coc.ce...... 10,011 9,572 4,204
Total increase in deposit aCCOUNTS ..........ccevvvererienienenn $49,124 $188,637 $12,631

(1) Includes amortization of fair value adjustment.

Borrowings. We use advances from the Federal Home Loan Bank to supplement our supply of funds
for loans and investments and to meet deposit withdrawal requirements.

The following table sets forth certain information regarding our borrowed funds:

At or For the Years
Ended March 31,
2009 2008 2007
(Dollars in thousands)

Federal Home Loan Bank advances:

Average balance outstanding ..........ccoccereerireiiieieneee e $62,888 $47,400 $27,465
Maximum amount outstanding at any month-end during the period ..... 67,650 62,221 33,587
Balance outstanding at end of period...........ccocooeveieiiiniencieee 66,833 61,928 33,587
Weighted average interest rate during the period..........c.cccoeveivniernnn 4.35% 4.70% 4.34%
Weighted average interest rate at end of period..........ccoccceevveinicrnnnn 4.10% 4.33% 4.50%

Subordinated Debentures. On July 28, 2005, FVB Capital Trust | (“Trust I””), a Delaware statutory
trust formed by First Valley Bancorp, completed the sale of $4.1 million of 6.42%, 5 Year Fixed-Floating Capital
Securities (“Capital Securities”). Trust I also issued common securities to First Valley Bancorp and used the net
proceeds from the offering to purchase a like amount of 6.42% Junior Subordinated Debentures (“Debentures”) of
First Valley Bancorp. Debentures are the sole assets of Trust I.

Capital Securities accrue and pay distributions quarterly at an annual rate of 6.42% for the first 5 years of
the stated liquidation amount of $10 per Capital Security. First Valley Bancorp fully and unconditionally
guaranteed all of the obligations of the Trust, which are now guaranteed by the Company. The guaranty covers the
quarterly distributions and payments on liquidation or redemption of Capital Securities, but only to the extent that
Trust | has funds necessary to make these payments.

Capital Securities are mandatorily redeemable upon the maturing of Debentures on August 23, 2035 or
upon earlier redemption as provided in the Indenture. The Company has the right to redeem Debentures, in whole or
in part on or after August 23, 2010 at the liquidation amount plus any accrued but unpaid interest to the redemption
date.

The trust and guaranty provide for the binding of any successors in the event of a merger, as is the case in
the merger of First VValley Bancorp and the Company. The Company has assumed the obligations of First Valley
Bancorp in regards to the subordinated debentures due to the acquisition of First Valley Bancorp by the Company.
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Results of Operations for the Years Ended March 31, 2009 and 2008

Overview.
2009 2008 % Change
(Dollars in thousands)
Net (10SS) INCOME ......ccovevveiericiiricieiee $(1,802) $1,215 (248.31)%
Return on average assetS..........cccccvvvennee. (0.33)% 0.27% (222.22)
Return on average equity .........ccccceeuene.. (2.70)% 1.83% (248.09)
Average equity to average assets............. 12.27% 15.04% (18.42)

Net income increased due primarily to increases in net interest and dividend income and noninterest
income, partially offset by increases in noninterest expense, the provision for loan losses and income tax expense.
Net interest income increased primarily as a result of a higher volume of and yield on interest-earning assets,
partially offset by an increase in the cost of funds.

Net Interest and Dividend Income. Net interest and dividend income totaled $15.7 million for the
year ended March 31, 2009, an increase of $1.9 million or 13.4% compared to the prior fiscal year. This resulted
mainly from a $107.4 million increase in average interest-earning assets during the year, partially offset by a $96.5
million increase in average interest-bearing liabilities. Our interest rate spread decreased 21 basis points to 2.72%
for the year ended March 31, 2009 and net interest margin decreased 35 basis points to 3.18% for the same time

period.

Interest and dividend income increased $2.9 million, or 11.3%, from $26.0 million for fiscal 2008 to $28.9
million for fiscal 2009. Average interest-earning assets were $506.9 million for fiscal 2009, an increase of $107.4
million, or 26.9%, compared to $399.5 million for fiscal 2008. The increase in average interest-earning assets
resulted primarily from increases in the Company’s loan and securities portfolios. The yield on interest-earning
assets decreased from 6.57% to 5.79% due primarily to a decline in interest rates which affected the Company’s loan
portfolio, the yield on which decreased 60 basis points, and the Company’s short-term assets, primarily federal funds
sold, the yield on which decreased 348 basis points.

Interest expense increased $1.1 million, or 8.9%, from $12.1 million for fiscal 2008 to $13.2 million for
fiscal 2009. Average interest-bearing liabilities grew $96.5 million, or 28.9%, from $333.9 million for fiscal 2008 to
$430.4 million for fiscal 2009 due primarily to increases in deposits and Federal Home Loan Bank advances. The
average rate paid on interest-bearing liabilities decreased to 3.07% for fiscal 2009 from 3.64% due to the decline in
interest rates on deposits and securities sold under agreements to repurchase.
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Average Balances and Yields. The following table presents information regarding average
balances of assets and liabilities, as well as the total dollar amounts of interest income and dividends from average
interest-earning assets and interest expense on average interest-bearing liabilities and the resulting average yields
and costs. The yields and costs for the periods indicated are derived by dividing income or expense by the average
balances of assets or liabilities, respectively, for the periods presented. For purposes of this table, average balances
have been calculated using the average of month-end balances and non-accrual loans are included in average
balances; however, accrued interest income has been excluded from these loans.

For the Fiscal Years Ended March 31,

2009 2008 2007
Average Average Average
Average Yield/  Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate Balance  Interest Rate

(Dollars in thousands)
Assets:
Federal funds sold, interest-bearing
deposits and marketable
EQUILY SECUITLIES ..v.vovieiicieieieee s $37,467 $ 268 0.72% $20,796 $ 874  4.20% $18,710 $ 966  5.16%
Investments in available for sale
securities, other than mortgage-backed

and mortgage-related securities D s 31,553 2,044 6.48 38,451 2,254 5.86 44,283 2,179 492
Mortgage-backed and mortgage-related
securities 44,276 2,291 5.17 24,087 1,278 531 12,549 643 5.13
Federal Home Loan Bank stock. . 3,686 85 231 2,859 168 5.88 1,735 95 5,50
Loans, net @ ... 389,922 24,640 6.32 313,334 21,674 6.92 175,238 11,483 6.55
Total interest-earning assets. 506,904 29,328 5.79 399,527 26,248  6.57 252,515 15,366  6.09
Noninterest-earning assets............. 26,617 36,520 11,813
Cash surrender value of life insurance.. . 9,022 4,338 4,138
TOtAl ASSELS ...t $542,543 $440,385 $268,466

Liabilities and Stockholders’ Equity:
Deposits:

Savings accounts . $ 56,245 $ 478 0.85% $50820 $ 361 0.71% $ 43,810 $ 266 0.61%

NOW accounts ........ . 11,444 55 0.48 10,470 91 0.87 7,564 32 042
Money market accounts .. . 61,896 1,299 2.10 47,081 1,660 3.52 19,021 651 3.42
Certificate accounts...... 221,772 8,230 3.71 166,563 7,434 4.46 86,174 3,255 3.78
Total deposits 351,357 10,062 2.86 274,934 9,546 3.47 156,569 4,204 2.68
Federal Home Loan Bank advances and
subordinated debentures.............ccoveverierniinirienne s 66,785 3,004 4.50 47,400 2,234 471 27,721 1,204 434
Advanced payments by borrowers for taxes and
INSUFANCE ...ttt 1,006 14 1.39 890 12 1.35 846 10 1.22
Securities sold under agreements to repurchase............ 11,245 146 1.30 10,678 356 3.33 9,335 376 4.03
Total interest-bearing liabilities 430,393 13,226 3.07 333,902 12,148 3.64 194,471 5794 298
Demand deposits 38,042 31,177 15,294
Other liabilities.... . 7,559 9,083 1,741
Total liabilities 475,994 374,162 211,506
Stockholders’ Equity 66,549 66,223 56,960
Total liabilities and stockholders’ equity . $542,543 $440,385 $268,466




Rate/Volume Analysis. The following table sets forth the effects of changing rates and volumes on
our net interest income. The rate column shows the effects attributable to changes in rate (changes in rate multiplied
by prior volume). The volume column shows the effects attributable to changes in volume (changes in volume
multiplied by prior rate). The net column represents the sum of the prior columns. For purposes of this table,
changes attributable to changes in both rate and volume that cannot be segregated have been allocated
proportionately based on the changes due to rate and the changes due to volume.

Fiscal Year Ended Fiscal Year Ended

March 31, 2009 March 31, 2008
Compared to Compared to

Fiscal Year Ended Fiscal Year Ended

March 31, 2008 March 31, 2007
Increase (Decrease) Increase (Decrease)
Due to Due to
Rate Volume Net Volume Rate Net

(In thousands)
Interest-earning assets:
Federal funds sold, interest-bearing
deposits and marketable equity securities........... $(1,014) $ 408 $ (606) $ (230) $ 138 $ (92
Investments in available-for-sale securities,
other than mortgage-backed and

mortgage-related securities ..........ccococeveenennnn. 229 (439) (210) 241 (166) 75
Mortgage-backed and mortgage-related
SECUMLIES vttt (27) 1,040 1,013 23 612 635
Federal Home Loan Bank stocK...........c..cccccvevnnae (158) 75 (83) 7 66 73
Loans, net @ ... (1,552) 4,518 2,966 672 9,519 10,191
Total interest-earning assets...........ccooeverervenas (2,522) 5,602 3,080 713 10,169 10,882
Interest-bearing liabilities:
SaVINGS ACCOUNES......cviiiiieieeiieieric e 77 40 117 48 47 95
NOW aCCOUNTS......eeviiinieiieieciiciesie e (45) 9 (36) 43 16 59
Money market aCCOUNtS ........covovevrreeriieirieenieienes (775) 414 (361) 21 988 1,009
Certificate aCCOUNES........cccvveieiiiiirieeee e (801) 1,597 796 681 3,498 4,179
Federal Home Loan Bank advances and
subordinated debentures...........cccccoeveiiiiieriennn, (90) 860 770 110 920 1,030
Advanced payments by borrowers for taxes
AN INSUFANCE ... -- 2 2 1 1 2
Securities sold under agreements to repurchase..... (230) 20 (210) (122) 102 (20)
Total interest-bearing liabilities ....................... (1,864) 2,942 1,078 782 5,572 6,354
Increase in net interest iNCOME.........ccoevvveiiricenan. $ (658) $2,660 $2,002 $ (69) $4597 $4,528

@ Amount is net of deferred loan origination costs, undisbursed proceeds of construction loans in process,
allowance for loan losses and includes non-accruing loans. We record interest income on non-accruing loans.
We record interest income on non-accruing loans on a cash basis. Loan fees are included in interest income.

Provision for Loan Losses. The provision for loan losses are charges to earnings to bring the total
allowance for losses to a level considered by management as adequate to provide for estimated losses inherent in the
loan portfolio. The size of the provision for each year is dependent upon many factors, including loan growth, net
charge-offs, changes in the composition of the loan portfolio, delinquencies, management’s assessment of loan
portfolio quality, the value of collateral and general economic factors.

We recorded a $2.9 million and $307,000 provision for loan losses in the years ended March 31, 2009 and

2008, respectively. The increase in the provision was caused primarily by the $10.8 million increase in
nonperforming loans and the $44.0 million, or 11.7%, increase in total loans.
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Although management utilizes its best judgment in providing for losses, there can be no assurance that we
will not have to change its provisions for loan losses in subsequent periods. Management will continue to monitor
the allowance for loan losses and make additional provisions to the allowance as appropriate.

An analysis of the changes in the allowance for loan losses, non-performing loans and classified loans is
presented under “—Risk Management—Analysis of Non-Performing and Classified Assets™ and “—Risk
Management—Analysis and Determination of the Allowance for Loan Losses.”

Noninterest (Charges) Income. The following table shows the components of noninterest (charges)
income and the percentage changes from 2009 to 2008.

2009 2008 % Change
(In thousands)

Service charges on deposit aCCOUNES ..........ccccecverereieieieinieeiere e, $1,024 $ 886 15.6%
Gain (loss) on sales and calls of securities, Net ..........ccccceeereriene. 189 (93) 303.2
Gain 0N sale Of 10ANS ....cvciiiiie e 72 53 35.8
Increase in cash surrender value of life insurance policies............. 359 154 133.1
Impairment 10SS 0N SECUTITIES .....cveveiieieiiecece e, (2,741)
OtNEr INCOME ...vviiiiiee e 547 338 61.8

TOAL ..o $ (550) $1,338 (141.1)%

The decrease in noninterest income was due to the investment securities other-than-temporary-impaired
write down of $2.7 million recorded during fiscal year 20009.

Noninterest Expense. The following table shows the components of noninterest expense and the
percentage changes from fiscal 2009 to fiscal 2008.

2009 2008 % Change
(In thousands)
Salaries and employee benefits...........ccoccovveviiiiiciennnn, $ 7,752 $ 6,966 11.3%
Occupancy and equipment EXPENSES ........ccvrvereererenneas 2,966 2,653 11.8
Advertising and promotion............ccccoevveneineneienenns 295 229 28.8
Professional fEeS.........ccocvvviviiiieiieece e 741 534 38.8
Data processing EXPENSE......c.vuvrevrrerieerereeesrereeesieeas 502 450 11.6
FDIC insurance asseSSMENtS........ccoouerveruererenienieerinnnens 322 119 170.6
Stationery and SUPPIIES.......cccooereiiiiiiiiieee e 190 165 15.2
Amortization of identifiable intangible assets............... 506 387 30.7
Other BXPENSE ....veveveitecteeeeiesie ettt aaea 1,683 1,446 16.4
TOAL e $14,957 $12,949 15.5
Efficiency ratio @ ..o, 98.6% 85.2%

@ Computed as noninterest expense divided by the sum of net interest and dividend income and other income.

The increase in noninterest expense was due primarily to fiscal 2008 including only nine months of
expense for Valley Bank. Which was acquired in July 2007, compared to twelve months of expense for fiscal 2009.

Income Taxes. The Company recorded a $916,000 income tax benefit for the year ended March 31,

2009 compared to income tax expense of $728,000 in the previous year. The tax benefit for the current year was
due to the pre-tax loss of $2.7 million. The effective tax rate for the year ended March 31, 2008 was 37.4%.
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Risk Management

Overview. Managing risk is an essential part of successfully managing a financial institution. Our most
prominent risk exposures are credit risk, interest rate risk and market risk. Credit risk is the risk of not collecting the
interest and/or the principal balance of a loan or investment when it is due. Interest rate risk is the potential
reduction of interest income as a result of changes in interest rates. Market risk arises from fluctuations in interest
rates that may result in changes in the values of financial instruments, such as available-for-sale securities that are
accounted for on a mark-to-market basis. Other risks that we encounter are operational risks, liquidity risks and
reputation risk. Operational risks include risks related to fraud, regulatory compliance, processing errors,
technology and disaster recovery. Liquidity risk is the possible inability to fund obligations to depositors, lenders or
borrowers. Reputation risk is the risk that negative publicity or press, whether true or not, could cause a decline in
our customer base or revenue.

Credit Risk Management. Our strategy for credit risk management focuses on having well-defined
credit policies and uniform underwriting criteria and providing prompt attention to potential problem loans.

When a borrower fails to make a required loan payment, we take a number of steps to have the borrower
cure the delinquency and restore the loan to current status. We make initial contact with the borrower when the loan
becomes 15 days past due. If payment is not received by the 30" day of delinquency, additional letters and phone
calls generally are made. Typically, when the loan becomes 60 days past due, we send a letter notifying the
borrower that we may commence legal proceedings if the loan is not paid in full within 30 days. Generally, loan
workout arrangements are made with the borrower at this time; however, if an arrangement cannot be structured
before the loan becomes 90 days past due, we will send a formal demand letter and, once the time period specified in
that letter expires, commence legal proceedings against any real property that secures the loan or attempt to
repossess any business assets or personal property that secures the loan. If a foreclosure action is instituted and the
loan is not brought current, paid in full or refinanced before the foreclosure sale, the real property securing the loan
generally is sold at foreclosure.

Management informs the Boards of Directors monthly of the amount of loans delinquent more than 90
days, all loans in foreclosure and all foreclosed and repossessed property that we own.

Analysis of Non-performing and Classified Assets. We consider repossessed assets and
loans that are 90 days or more past due to be non-performing assets. When a loan becomes 90 days delinquent, the
loan is placed on non-accrual status at which time the accrual of interest ceases and an allowance for any
uncollectible accrued interest is established and charged against operations. Typically, payments received on a non-
accrual loan are applied to the outstanding principal and interest as determined at the time of collection of the loan.

Real estate that we acquire as a result of foreclosure or by deed-in-lieu of foreclosure is classified as
foreclosed real estate until it is sold. When property is acquired, it is recorded at the lower of the recorded
investment in the loan or at fair value. Thereafter, we carry foreclosed real estate at fair value, net of estimated
selling costs. Holding costs and declines in fair value after acquisition of the property result in charges against
income.

Non-performing assets totaled $12.1 million, or 2.11% of total assets, at March 31, 2009, which was an
increase of $10.9 million from March 31, 2008. As a result, nonperforming loans as a percentage of loans increased
from 0.31% at March 31, 2008 to 2.84% at March 31, 2009. At March 31, 2009 the Company had one residential
property classified as other real estate owned with a balance of $141,000; there were no properties classified as other
real estate owned at March 31, 2008. At March 31, 2009, non-accrual loans consisted of fourteen residential real
estate loans, ten commercial loans, eight commercial real estate loans, three consumer loans and two construction
loans, compared to six residential real estate loans, one construction loan, one consumer loan and one commercial
loan at March 31, 2008.
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The following table provides information with respect to our non-performing assets at the dates indicated.
We did not have any troubled debt restructurings at the dates presented.

At March 31,

2009 2008 2007 2006 2005

(Dollars in thousands)
Non-accruing loans:
Mortgage loans:

Residential [0anS..........coeviiiiienieieeen, $ 1,905 $ 737 $824 $331 $464
Commercial real estate..........cccccovvvveieiieeiiiee i, 3,918 --- --- ---
CoNSruCtion 10aNS .......ccvvveiveiieiee e, 439 398
Total mortgage 10ans .........cccccovivienieieiciinenens 6,262 1,135 824 331 464
COoNSUMET 108NS ..., 28 22 -—- --- -
Commercial 10anS ........cccveveveieiieie e 5,636 10 - 269 -
Total nonaccrual 10ans...........ccccoceovveiiinennnins, 11,926 1,167 824 600 464
Other real estate OWNEd .........ccocvervveriieiiiiieen, 141
Total nonperforming assets..........ccoceeervveennans, $12,067 $1,167 $824 $600 $464
IMPaired 10ANS ........ooveerierieeec e, $10,135 $398 $--- $--- $---
Accruing loans 90 days or more past due ................... 15 8
Allowance for loan losses as a percent of loans ....... 1.54% 1.08% 0.94% 1.09% 1.07%
Allowance for loan losses as a percent
of nonperforming 10ans @.............cccooovvivceecinenn, 54.15% 346.70% 227.55% 272.67% 309.70%
Nonperforming loans as a percent of loans V@ ......... 2.84% 0.31% 0.41% 0.40% 0.35%
Nonperforming assets as a percent of total assets........ 2.11% 0.23% 0.29% 0.23% 0.22%

W Loans are presented before allowance for loan losses.
@ Non-performing loans consist of all loans 90 days or more past due and other loans which have been identified
as presenting uncertainty with respect to the full collection of interest or principal.

Other than as disclosed in the above table, there were no other loans at March 31, 2009 that management
has serious doubts about the ability of the borrowers to comply with the present repayment terms.

Interest income that would have been recorded for the year ended March 31, 2009 had non-accruing loans
been current according to their original terms amounted to $358,000, none of which was recognized in interest
income.

Banking regulations require us to review and classify our assets on a regular basis. In addition, the Office
of Thrift Supervision and FDIC have the authority to identify problem assets and, if appropriate, require them to be
classified. There are three classifications for problem assets: substandard, doubtful and loss. “Substandard assets”
must have one or more defined weaknesses and are characterized by the distinct possibility that we will sustain some
loss if the deficiencies are not corrected. “Doubtful assets” have the weaknesses of substandard assets with the
additional characteristic that the weaknesses make collection or liquidation in full on the basis of currently existing
facts, conditions and values questionable and there is a high possibility of loss. An asset classified “loss” is
considered uncollectible and of such little value that continuance as an asset of the institution is not warranted. The
regulations also provide for a “special mention” category, described as assets that do not currently expose us to a
sufficient degree of risk to warrant classification but do possess credit deficiencies or potential weaknesses
deserving our close attention. When we classify an asset as substandard or doubtful, we establish a specific
allowance for loan losses. If we classify an asset as loss, we charge off an amount equal to 100% of the portion of
the asset classified as loss.
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The following table shows the aggregate amounts of our classified assets at the dates indicated.

At March 31,
2009 2008

(In thousands)
Special mention assets ........c.coceeveiveiiiennnn, $26,882 $23,598
Substandard assets ........cccooevviiiiiiieieiiennenn 16,161 7,890
Doubtful aSsets........cccovvvviieiiiieiiciee i 1,872 -
Loss assets 234 -
Total classified assets..........cocevvveereeennnnne. $45,149 $31,488

Classified assets at March 31, 2009 included twenty loans totaling $10.0 million that were considered non-
performing. Classified assets at March 31, 2008 included nine loans totaling $1.2 million that were considered non-
performing.

Classified assets increased $13.7 million to $45.1 million at March 31, 2009 and were 10.7% and 8.4% of
total loans at March 31, 2009 and 2008, respectively. The increase was caused primarily by the deterioration in the
local economy as evidenced by the increase in unemployment.

Delinquencies. The following table provides information about delinquencies in our loan portfolio at
the dates indicated.

At March 31, 2009 At March 31, 2008 At March 31, 2007
30-89 Days 90 Days or More 30-89 Days 90 Days or More 30-89 Days 90 Days or More
Number Principal Number Principal Number Principal Number Principal Number Principal Number Principal
of Balance of Balance of Balance of Balance of Balance of Balance
Loans  of Loans Loans of Loans Loans of Loans Loans of Loans Loans of Loans Loans of Loans
(Dollars in Thousands)
Mortgage loans:

Residential loans................... 16 $2,240 6 $ 793 7 $ 784 1 $ 57 30 $3,403 $--
Commercial real estate . 2 177 4 1,838 3 315 - - - - -

Construction loans................ - - 2 399 1 183 1 398 - -

Total mortgage loans ... 18 2,417 12 3,030 11 1,282 2 455 30 3,403 --
Consumer 10ans..........cccoeeeeenne. 8 96 2 16 1 -- -- -- 3 12 --
Commercial loans . 7 345 7 2,457 8 204 - - - - -

Total oo, 33 $2,858 21 $5,503 20 $1,486 2 $ 455 33 $3,415 $ -
Delinquent loans to loans ...... 0.68% 1.31% 0.40% 0.12% 1.70% %

@ Loans are presented before the allowance for loan losses and net of deferred loan origination fees.

Analysis and Determination of the Allowance for Loan Losses. We maintain an
allowance for loan losses to absorb probable losses inherent in the existing portfolio. When a loan, or portion
thereof, is considered uncollectible, it is charged against the allowance. Recoveries of amounts previously charged-
off are added to the allowance when collected. The adequacy of the allowance for loan losses is evaluated on a
regular basis by management. Based on management’s judgment, the allowance for loan losses covers all known
losses and inherent losses in the loan portfolio.

Our methodology for assessing the appropriateness of the allowance for loan losses consists of specific
allowances for identified problem loans and a general valuation allowance on the remainder of the loan portfolio.
Although we determine the amount of each element of the allowance separately, the entire allowance for loan losses
is available for the entire portfolio.

Specific Allowances for Identified Problem Loans. We establish an allowance on identified problem loans
based on factors including, but not limited to: (1) the borrower’s ability to repay the loan; (2) the type and value of
the collateral; (3) the strength of our collateral position; and (4) the borrower’s repayment history.

General Valuation Allowance on the Remainder of the Portfolio. We also establish a general allowance by

applying loss factors to the remainder of the loan portfolio to capture the inherent losses associated with the lending
activity. This general valuation allowance is determined by segregating the loans by loan category and assigning
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loss factors to each category. The loss factors are determined based on our historical loss experience, delinquency
trends and management’s evaluation of the collectability of the loan portfolio. Based on management’s judgment,
we may adjust the loss factors due to: (1) changes in lending policies and procedures; (2) changes in existing general
economic and business conditions affecting our primary market area; (3) credit quality trends; (4) collateral value;
(5) loan volumes and concentrations; (6) seasoning of the loan portfolio; (7) recent loss experience in particular
segments of the portfolio; (8) duration of the current business cycle; and (9) bank regulatory examination results.
Loss factors are reevaluated quarterly to ensure their relevance in the current real estate environment.

The Office of Thrift Supervision, as an integral part of its examination process, periodically reviews our
loan and foreclosed real estate portfolios and the related allowance for loan losses and valuation allowance for
foreclosed real estate. The Office of Thrift Supervision may require the Association to increase the allowance for
loan losses or the valuation allowance for foreclosed real estate based on their judgments of information available to
them at the time of their examination, thereby adversely affecting our results of operations. Similarly, the
Connecticut Department of Banking and the Federal Deposit Insurance Corporation periodically reviews the Bank’s
loan and foreclosed loan portfolio and related allowance for loan losses and valuation allowance for foreclosed real
estate, and may require an increase to the Bank’s allowance for loan losses or the valuation allowance for foreclosed
real estate.

At March 31, 2009, our allowance for loan losses represented 1.54% of total loans and 54.15% of non-
performing loans. The allowance for loan losses increased $2.4 million from March 31, 2008 to March 31, 2009 due
to a provision for loan losses of $2.9 million, offset by net charge-offs of $517,000. The provision for loan losses
for the year ended March 31, 2009 reflected the deterioration in the local economy as well as continued growth of
the loan portfolio, particularly the increase in commercial real estate and commercial loans, which carry higher risks
of default than one-to four-family residential real estate loans and an increase in non-accrual loans and classified
assets.

The following table sets forth the breakdown of the allowance for loan losses by loan category at the dates
indicated.

At March 31,
2009 2008 2007 2006 2005
Percent of Percent of Percent of Percent of Percent of
Loans in Loans in Loans in Loans in Loans in
Each Each Each Each Each
Category Category Category Category Category
to Total to Total to Total to Total to Total
Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans

(Dollars in thousands)
Mortgage loans:

Residential 10ans ...........cocvveveinininiins $ 837  37.69% $ 819 42.09% $ 508 59.96% $ 483 63.07% $ 428 66.42%
Commercial real estate.. . 1,842 38.76 1,944 36.82 1,033 26.97 1,002 27.04 637 20.54
Construction loans..... . 143 3.69 258 5.60 156 4.38 84 5.63 235 8.15
Consumer loans........ . 68 1.55 53 1.67 6 1.34 12 0.67 20 0.81
Commercial 10ans.........c.cocovvienne . 3,568  18.31 972 13.82 172 7.35 55 3.59 117 4.08

Total allowance for loan losses............. $6,458  100.00% $4,046  100.00%  $1,875  100.00% $1,636  100.00% $1,437  100.00%

Although we believe that we use the best information available to establish the allowance for loan losses,
future adjustments to the allowance for loan losses may be necessary and results of operations could be adversely
affected if circumstances differ substantially from the assumptions used in making the determinations. Furthermore,
while we believe we have established our allowance for loan losses in conformity with generally accepted
accounting principles, there can be no assurance that regulators, in reviewing our loan portfolio, will not request us
to increase our allowance for loan losses. In addition, because future events affecting borrowers and collateral
cannot be predicted with certainty, there can be no assurance that the existing allowance for loan losses is adequate
or that increases will not be necessary should the quality of any loan deteriorate as a result of the factors discussed
above. Any material increase in the allowance for loan losses may adversely affect our financial condition and
results of operations.
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Analysis of Loan Loss Experience. The following table sets forth an analysis of the allowance
for loan losses for the periods indicated. Where specific loan loss allowances have been established, any difference
between the loss allowance and the amount of loss realized has been charged or credited to current income.

At or For the Fiscal Year
Ended March 31,
2009 2008 2007 2006 2005
(Dollars in thousands)

Balance at beginning of period ...........ccccovvvvvrririninen. $4,046 $1,875 $1,636 $1,437 $1,301
Provision for 10an 10SSES ..........coveveereeeciie e eeieeene 2,929 307 242 210 131
Charge-offs:

Residential [0aNS...........cccooiviiiiiiiicc e 127 24 83

Construction 10ans ...........ccceoveveiiiiiciiieeee 58

CoNSUMET 108NS ......cuviiiiiiiiiciee e 36 34 5 17 16

Commercial [0anS ..........ccoooviieiiiiiiieceee 354 15

Total charge-offs........cooiiiiieiie 517 131 5 17 99

Recoveries:

Residential 10ans............cccccvvivniiiiciciiiice, 80

CoNSUMET 10ANS ......cvviiiiiiieee e 3 2 6 2

Commercial [0ans ..........ccoooviiiiiiiiiiee e --- 11 22

Total RECOVENIES ..o --- 14 2 6 104

Net charge-offs (reCOVEries) .......cocoovvviviienciennenenn 517 117 3 11 (5)
Allowance obtained through merger............c.ccccevevee. 1,981
Balance at end of period ...........ccccovevveviiiiiiicieen, $6,458 $4,046 $1,875 $1,636 $1,437
Ratio of net charge-offs during the period to

average loans outstanding during the period........... 0.13% 0.04% ---% 0.01% ---%
Allowance for loan losses as a percent of loans ..... 1.54% 1.08% 0.94% 1.09% 1.07%
Allowance for loan losses as a percent of

nonperforming 10ans @ ..o, 54.15% 346.70% 227.55% 272.67% 309.70%

W™ Loans are presented before allowance for loan losses.
@ Non-performing loans consist of all loans 90 days or more past due and other loans which have been identified by the
Company as presenting uncertainty with respect to the collectibility of interest or principal.

During the fiscal year ended March 31, 2008, we acquired $2.0 million of allowance for loan losses in
connection with the acquisition of First VValley Bancorp. The loans acquired in the merger were primarily
commercial real estate loans, residential loans and commercial loans, which had a face value of $141.1 million and a
fair value of $141.0 million. In determining the fair value of the loans, we used a discounted cash flow method
utilizing the current loan rate as of the date of the consummation of the merger. The amount of the allowance for
loan losses that was attributable to these loans was calculated based on the collectibility of the loans, the nature and
volume of the loan portfolio, adverse situations that may affect the borrower’s ability to repay, estimated value of
any underlying collateral and prevailing economic conditions.

Liquidity Management. Liquidity is the ability to meet current and future financial obligations of a
short-term nature. Our primary sources of funds consist of deposit inflows, loan repayments, maturities and sales of
investment securities, borrowings from the Federal Home Loan Bank of Boston and securities sold under
agreements to repurchase. While maturities and scheduled amortization of loans and securities are predictable
sources of funds, deposit flows and mortgage prepayments are greatly influenced by general interest rates, economic
conditions and competition.

We regularly adjust our investments in liquid assets based upon our assessment of (1) expected loan
demand, (2) expected deposit flows, (3) yields available on interest-earning deposits and securities and (4) the
objectives of our asset/liability management program. Excess liquid assets are invested generally in money market
mutual funds, federal funds sold and short- and intermediate-term agency and municipal securities.
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Our most liquid assets are cash and cash equivalents and interest-bearing deposits. The levels of these
assets are dependent on our operating, financing, lending and investing activities during any given period. At March
31, 2009, cash and cash equivalents totaled $41.4 million. Securities classified as available for sale, which provide
additional sources of liquidity, totaled $71.8 million at March 31, 2009. In addition, at March 31, 2009, we had the
ability to borrow approximately $7.8 million from the Federal Home Loan Bank of Boston. On that date, we had
$66.8 million outstanding.

At March 31, 2009, we had $54.1 million in loan commitments outstanding, which included $8.4 million in
undisbursed construction loans and $34.9 million in unused lines of credit. Certificates of deposit due within one
year of March 31, 2009 totaled $145.0 million, or 34.6% of total deposits. If these maturing deposits do not remain
with us, we will be required to seek other sources of funds, including other certificates of deposit and lines of credit.
Depending on market conditions, we may be required to pay higher rates on such deposits or other borrowings than
we currently pay on the certificates of deposit due on or before March 31, 2010. We believe, however, based on






In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements and Amendment of ARB No. 51 (“SFAS No. 160”). The new pronouncement requires all entities to
report noncontrolling (minority) interests in subsidiaries as a component of stockholders’ equity. SFAS No. 160
will be effective for fiscal years beginning after December 15, 2008. Early adoption is prohibited. Management
does not anticipate that this statement will have a material impact on the Company’s financial condition and results
of operations.

In December 2007, the FASB issued SFAS No. 141 (Revised 2007), “Business Combinations” (SFAS
141(R)). SFAS 141(R) will significantly change the accounting for business combinations. Under SFAS 141(R), an
acquiring entity will be required to recognize all the assets acquired and liabilities assumed in a transaction at the
acquisition-date fair value with limited exceptions. It also amends the accounting treatment for certain specific items
including acquisition costs and non controlling minority interests and includes a substantial number of new disclosure
requirements. SFAS 141(R) applies prospectively to business combinations for which the acquisition date is on or after
April 1, 2009. The Company does not expect the adoption of this statement to have a material impact on its financial
condition and results of operations.

In February 2008, the FASB issued FSP FAS 140-3, “Accounting for Transfers of Financial Assets and
Repurchase Financing Transactions.” This FSP provides guidance on how the transferor and transferee should
separately account for a transfer of a financial asset and a related repurchase financing if certain criteria are met. This
guidance will be effective April 1, 2009. The adoption of this new FSP is not expected to have a material effect on the
Company’s results of operations or financial position.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging
Activities-an amendment of FASB Statement No. 133” (SFAS 161). SFAS 161 changes the disclosure requirements
for derivative instruments and hedging activities. Entities are required to provide enhanced disclosures about (a) how
and why an entity uses derivative instruments, (b) how derivative instruments and related hedged items are accounted
for under Statement 133 and its related interpretations, and (c) how derivative instruments and related hedged items
affect an entity’s financial position, financial performance, and cash flows. The guidance in SFAS 161 is effective for
financial statements issued for fiscal years and interim periods beginning after November 15, 2008, with early
application encouraged. This statement encourages, but does not require, comparative disclosures for earlier periods at
initial adoption. The Company does not expect the adoption of this statement to have a material impact on its financial
condition and results of operations.

In April 2008, the FASB issued FSP FAS 142-3, “Determination of the Useful Life of Intangible Assets.”
This FSP provides guidance as to factors considered in developing renewal or extension assumptions used to
determine the useful life of a recognized intangible asset under SFAS 142, “Goodwill and Other Intangible Assets.”
This guidance will be effective April 1, 2009. The adoption is not expected to have a material effect on the
Company’s results of operations or financial position.

In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting
Principles.” This standard formalizes minor changes in prioritizing accounting principles used in the preparation of
financial statements that are presented in conformity with GAAP. This standard became effective November 15,
2008.

In April 2009, the FASB issued FASB Staff Position 157-4, “Determining Fair Value When the Volume
and Level of Activity for the Asset or Liability Have Significantly Decreased and ldentifying Transactions That Are
Not Orderly” (FSP FAS 157-4). FSP FAS 157-4 provides additional guidance for estimating fair value
measurements in accordance with FASB Statement No. 157, “Fair Value Measurements,” when the volume and
level of activity for the asset or liability have significantly decreased. FSP FAS 157-4 is effective for interim and
annual reporting periods ending after June 15, 2009 with early adoption permitted for periods ending after March 15,
2009. The Company elected to early adopt this FSP effective January 1, 2009 and the adoption did not have a
material impact on the Company’s financial condition and results of operations.



In April 2009, the FASB issued FASB Staff Position 107-1 and Accounting Principles Board Opinion 28-1,
“Interim Disclosures About Fair Value of Financial Instruments” (FSP FAS 107-1 and APB 28-1). FSP FAS 107-1
amends FASB Statement No. 107, “Disclosures About Fair Value of Financial Instruments,” to require entities to
disclose the methods and significant assumptions used to estimate the fair value of financial instruments in both
interim and annual financial statements. APB 28-1 amends APB Opinion No. 28, “Interim Financial Reporting” to
require those disclosures in summarized financial information at interim reporting periods. FSP FAS 107-1 and
APB 28-1 are effective for interim and annual periods ending after June 15, 2009 with early adoption permitted for
periods ending after March 15, 2009. An entity may early adopt this FSP only if it also elects to early adopt FSP
FAS 157-4. The Company is currently evaluating the impact of the adoption of this FSP on its financial condition
and results of operations.

In April 2009, the FASB issued FASB Staff Position 115-2 and 124-2, “Recognition and Presentation of
Other-Than-Temporary Impairments” (FSP FAS 115-2 and FAS 124-2). FSP FAS 115-2 and FAS 124-2 amends the
other-than-temporary impairment (OTTI) guidance for debt securities to make the guidance more operational and to
improve the presentation and disclosure of OTTI on debt and equity securities in the financial statements. This FSP
does not amend existing recognition and measurement guidance related to OTTI of equity securities. FSP FAS 115-2
and FAS 124-2 are effective for interim and annual reporting periods after June 15, 2009 with early adoption permitted
for periods ending after March 15, 2009. The Company elected to early adopt this FSP effective January 1, 2009,
resulting in a reduction in OTTI charges recorded in earnings of $206,000, pre-tax, during the year ended March 31,
2009. See Note 3 — Investments in Available-for-Sale Securities for expanded disclosures related to this FSP.

Effect of Inflation and Changing Prices

The financial statements and related financial data presented in this annual report have been prepared in
accordance with generally accepted accounting principles in the United States, which require the measurement of
financial position and operating results in terms of historical dollars without considering the change in the relative
purchasing power of money over time due to inflation. The primary impact of inflation on our operations is
reflected in increased operating costs. Unlike most industrial companies, virtually all the assets and liabilities of a
financial institution are monetary in nature. As a result, interest rates generally have a more significant impact on a
financial institution’s performance than do general levels of inflation. Interest rates do not necessarily move in the
same direction or to the same extent as the prices of goods and services.

ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Interest Rate Risk Management. The Association and Bank manage the interest rate sensitivity of
their interest-bearing liabilities and interest-earning assets in an effort to minimize the adverse effects of changes in
the interest rate environment. Deposit accounts typically react more quickly to changes in market interest rates than
mortgage loans because of the shorter maturities of deposits. As a result, sharp increases in interest rates may
adversely affect their earnings while decreases in interest rates may beneficially affect their earnings. To reduce the
potential volatility of their earnings, the Association and Bank have sought to improve the match between asset and
liability maturities and rates, while maintaining an acceptable interest rate spread. Also, they attempt to manage
their interest rate risk through: their investment portfolio, an increased focus on commercial and multi-family and
commercial real estate lending, which emphasizes the origination of shorter-term adjustable-rate loans; and efforts to
originate adjustable-rate residential mortgage loans. In addition, the Association has commenced a program of
selling long term, fixed-rate one- to four-family residential loans in the secondary market. The Association and the
Bank currently do not participate in hedging programs, interest rate swaps or other activities involving the use of
off-balance sheet derivative financial instruments.

The Association and Bank each have Asset/Liability Committees, which includes members of both the
board of directors and management, to communicate, coordinate and control all aspects involving asset/liability
management. The committees establishes and monitors the volume, maturities, pricing and mix of assets and
funding sources with the objective of managing assets and funding sources to provide results that are consistent with
liquidity, growth, risk limits and profitability goals.
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Net Interest Income Simulation Analysis. The Association and Bank analyze their interest rate sensitivity
position to manage the risk associated with interest rate movements through the use of interest income simulation.
The matching of assets and liabilities may be analyzed by examining the extent to which such assets and liabilities
are “interest sensitive.” An asset or liability is said to be interest rate sensitive within a specific time period if it will
mature or reprice within that time period.

The Association’s and Bank’s goal is to manage asset and liability positions to moderate the effects of
interest rate fluctuations on net interest income. Interest income simulations are completed quarterly and presented
to the Asset/Liability Committees. The simulations provide an estimate of the impact of changes in interest rates on
net interest income under a range of assumptions. The numerous assumptions used in the simulation processes are
reviewed by the Asset/Liability Committees on a quarterly basis. Changes to these assumptions can significantly
affect the results of the simulation. The simulations incorporate assumptions regarding the pot