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services throughout central and western New
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employees, dedicates itself to consistent service of
the highest level for all customers, and
recognizes its responsibility to be an active
participant in, and advocate for, community

growth and prosperity.
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Letter to Stockholders

The Company realized a modest growth in assets year-over-year during 2010 while at the same time showing a
substantial increase in net income. It is interesting to note that we crossed the much-anticipated $1 billion mark for the
first time at the end of the third quarter, dipping just slightly below that level at year end as the result of a planned
reduction in short-term advances from the Federal Home Loan Bank. The process of crafting and drafting forward-
looking business plans and/or strategic plans in any company involves an embedded element of speculation and, while
the components of our balance sheet were different than we envisioned they might be by the end of 2010, the net results
met our anticipated predictions.

Despite the storm-clouds of regulatory uncertainty that have been gathering over the banking industry for the
last couple of years, we are pleased that the Company showed significant growth in our loan portfolio at a time when we
all heard repeatedly through a variety of media that ‘banks aren’t lending’ and more needs to be done. In addition to
originating a variety of retail and commercial loans for our own portfolio, the Company was an active producer and
seller of residential mortgage loans for the secondary market. With interest rates falling to historically record lows at
several points in 2010, the opportunity for qualified borrowers to either enter the market for the first time or to refinance
their existing indebtedness was a door that will soon close as interest rates begin their expected...and inevitable...rise in
the not too distant future.

As the economy begins to climb out of the depths of this most recent recessionary period, it is anticipated that
the next few years will be a time of healing...protracted as this may turn out to be...that will return us to a fuller and
more sustainable period of employment in most sectors. Fortunately, during this window of financial crises, the
Company is well-positioned in an area of the country...two of the three Northern New England states...that are
consistently shown by various measures to be the most economically stable, with both the lowest levels of
unemployment and the lowest percentage of troubled loans in our portfolio.

COMPANY EARNINGS

Earnings for 2010 increased by just over 20.00% over the previous year with consolidated net income for the
year-end December 31, 2010 of $7,947,435, or $1.29 per share of common stock (assuming dilution). This compares to
$6,597,706, or $1.06 per share of common stock (assuming dilution) that the Company reported for 2009. Interest rates
remained exceptionally low during most of the year, bringing renewed activity for the refinancing of residential
mortgage loans by the Company during the last two quarters of the year. While it appears that net interest spreads will
now be under pressure for some time to come, the Company was able to maintain a favorable margin between interest
income and interest expense throughout the year that helped to shape the underlying strength in core income. Rising
interest rates, which are commonly expected to begin within the next year or so to combat fears of inflation, are generally
not ‘net income friendly’ to financial institutions and concerted efforts will need to be made to retain the margins that the
Company has been able to achieve and maintain over the last couple of years.

The Company’s participation in the Treasury Department’s Capital Purchase Program early in 2009 continued
to support both the growth in assets and the portfolio diversification throughout 2010. Strategic shifts between asset
classifications provided funding sources for greater activity in the lending area than in our most recent prior periods,
leading the Company to a more traditional community-based balance sheet. For a more in depth analysis of the
Company’s financials, please refer to the “Management’s Discussion and Analysis” section of our annual report.

STOCKHOLDER VALUE

The fundamental strength of any financial institution like ours can be found in the successes of its communities
and its customers...individuals, families and businesses. It is here that we see the embedded link that sustains the
Company’s continuing growth in the areas and markets we serve through the customer-centric interactions of our staff as
the touchstone of a lasting and rewarding relationship. While it is clear to all that the fire under the financial crisis was
fueled far from ‘Main Street’ America, it is also quite clear that a concerted effort is now needed to help restore banking
to the position of respect and trust that it held not so very long ago.

As the Company moves forward, we find ourselves focused on the meaningful differences between the quality
of earnings quality and the quantity of earnings...a particularly important distinction when unemployment is high,
property values are low and businesses remain reluctant to invest in their futures. Growth, in these still uncertain times,



Letter to Stockholders (Continued)

needs to be as durable as possible so that a stream of predictable and recurring earnings can be created that will lead to
increases in shareholder value that are based on core, and not transient, income streams.

The Company’s stock price as of December 31, 2010 was $12.55 per share, a significant increase over last year
when the stock price closed-out 2009 at $9.69 per share...with daily sales prices having ranged from a low of $9.40 per
share during the first quarter of 2010 to a high of a $13.10 per share during the latter part of the fourth quarter of 2010.
Stockholder’s equity stood at $92,391,419 and resulted in a book value of $14.26 per share at December 31, 2010 based
on 5,773,772 shares of common stock outstanding as of that date, an increase of $0.78, or 5.79% over year-end 2009.
Tangible book value grew to $9.27 per share at year-end 2010, an increase of $0.87, or 10.36%, per share from a year
ago.

As a premise for our future growth and expanding marketplace presence, the Company continues to envision
and present itself as a longer-term investment and manages its daily operations so that all stockholders, no matter what
their entry point may be or has been, are rewarded with consistent stream of quarterly dividends, as well as stock value
appreciation over time.

BALANCE SHEET HIGHLIGHTS

Total assets of the Company stood at $995,053,884 on December 31, 2010 as compared to $962,601,187 at
December 31, 2009. By the end of the year, loans held in portfolio had increased by just over $50,000,000 to a total of
$675,513,787 from $620,332,606 at year-end 2009. Total gross loan production for the twelve months of 2010 totaled
$341,457,443 as compared to $309,592,066 for calendar year 2009. In addition, the Company’s loan servicing portfolio
increased to $370,331,523 at December 31, 2010 from $352,066,692 at year-end 2009.

With concerns over the stock market still overshadowing the economy, deposits increased by nearly
$44,000,000 to $778,219,117 by the end of the year, thereby helping to support the growth in loans as we continue to
transform core deposits intc new loans within our communities. Advances from the Federal Home Loan Bank of Boston
were decreased by over $20,000,000 from $95,962,006 at December 31, 2009 to $75,959,361 at December 31, 2010.

Going forward, the Company will continue to further diversify its balance sheet positioning by capturing new
commercial and retail customers and by expanding our presence with existing relationships. These initiatives, when
coupled with the timely and effective resolution of any credit issues, will help to further strengthen the underlying
quality of our portfolio. Delivering quality service and providing appropriate financial solutions to the communities we
serve is a primary goal of the Company.

REGULATORY ENVIRONMENT

The community banking business model is threatened once again by the push-down of new rules and
regulations...many as yet unwritten...as a direct result of last year’s passage of the Dodd-Frank Wall Street Reform and
Consumer Protection Act. This sweeping piece of legislation, which incorporates both the Durbin Amendment on debit
card interchange fees and the creation of the Consumer Financial Protection Bureau, will incrementally increase the
oversight and operating costs of all financial institutions regardless of size or complexity.

Filled with regulatory unknowns and uncertainties, the world of community banking awaits the release of the
next wave of pronouncements. As a Company, we are preparing ourselves for what this ‘new world” will bring and to
shift resources to those places where they will be most needed. While technology may help address some of this, it will
be our people who will rise. as always, to the occasion and address the newest of rules governing our industry. The
consequences of the financial meltdown and resulting recession appear to be falling quite hard on the banking
community as more than 200 new...or yet-to-be-written...regulations begin to appear. It is inevitable that these new
reforms will have a lasting impact on all of us.

As a direct result of the Dodd-Frank legislation, our primary regulator, the Office of Thrift Supervision (OTS),
will cease to exist effective July 21, 2011 and the oversight functions for the Bank will be folded into the Office of the
Comptroller of the Currency (OCC). Regional meetings have been scheduled and are now being held for companies like
ours to meet with representatives of the OCC to discuss, review and prepare for this change. Both the Company and the
Bank have been regulated by the same agency in the past, but this will change as well, with the Company being regulated
in the future by the Federal Reserve following the July 21st transition date.

il
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ECONOMIC ENVIRONMENT

The current outlook for the regional economy of the Northeast shows strong signs of gradual...sometimes
almost imperceptible...improvement. Unemployment has now begun to stabilize, real estate in certain markets shows
signs of positive movement and consumer spending appears to be resurfacing. When combined, these factors may help
us sidestep the deeper fears held by some that there will be a ‘double dip’ in the economy.

This is not to say that there won’t be modest interruptions in the early patterns of economic growth, as there are
still clouds on the horizon that take the form of inflationary fears and the certainty of higher interest rates. Controlled
growth should lead us all down the path to a sustainable recovery. There will be a new economic landscape to navigate
as we move forward from here, but ‘staying the course’ as we have always done should lead the Company through this
period of change.

As indicated earlier in this letter, northern New England has shown an economic strength and stability not seen
elsewhere during these difficult last couple of years and should, as a result, continue to be an area that leads instead of
follows when it comes to benefiting from a return to what more and more are referring to as the ‘new’ normal.

OUR BUSINESS MODEL

The Company’s operating platform is based on a relatively simple approach that serves as the building block for
what has been created over the years and what will keep us such a strong and vibrant institution into the future. We have
three primary clear and brief tenants... (1) support and strengthen our existing business relationships...(2) focus our
efforts on enhancing our core competencies...and...(3) build upon a reputation that will clearly differentiate us from the
competition.

In addition, as a continuing complement to our core business, the Bank increased its ownership position in
Charter Holding Corporation from a one-third interest to a 50/50 ownership relationship shared with Meredith Village
Savings Bank of Meredith, New Hampshire. Charter Holding Corporation is the parent company of Charter Trust
Company, an independent wealth management and trust company headquartered in Concord, New Hampshire.

A recent survey about community banks revealed clear recognition by those responding of the following
traits...we know and interact with our customers, we provide support for local activities and organizations...we are seen
as inter-connected with our communities...and...we are viewed as one the most essential partners for growth, success
and prosperity for all concerned.

Building and nurturing a ‘relationship’ culture with and among our customers and communities versus a simply
a ‘transactional’ culture is...and will be...the backbone of our business model. Shared values, then, are the undeniable
basis for a long and lasting road of successful growth.

A CLOSING COMMENT

The Company continually seeks to enhance its strategic positioning to advance and build upon its underlying
strengths. We will continue to be a ‘people helping people’ business and, as such, we fully recognize our responsibility
to leverage the talents of our people in a way that best meets the expectations of our employees...our customers...and
our stockholders.

On behalf of all those involved with furthering the success of our banking franchise, I want to take this
opportunity to express our appreciation for the continued support and confidence you have shown in and for the
Company.

Stephen WA. Ensign
Chairman of Board and
Chief Executive Officer
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Forward-Looking Statements and Factors that Could Affect Future Results

Certain statements contained in this Annual Report on Form 10-K that are not statements of historical fact constitute forward-
looking statements within the meaning of the Private Securities Litigation Reform Act of 1995 (the “Act”), notwithstanding that such
statements are not specifically identified as such. In addition, certain statements may be contained in the Company’s future filings
with the Securities and Exchange Commission (“the SEC™), in press releases, and in oral and written statements made by or with the
approval of the Company that are not statements of historical fact and constitute forward-looking statements within the meaning of the
Act. Examples of forward-looking statements include, but are not limited to: (i) projections of revenues, expenses, income or loss,
earnings or loss per share, the payment or nonpayment of dividends, capital structure and other financial items; (ii) statements of
plans, objectives and expectations of the Company or its management or Board of Directors, including those relating to products or
services or the impact or expected outcome of any legal proceedings; (iii) statements of future economic performance; and
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(iv) statements of assumptions underlying such statements. Words such as “believes”, “anticipates”, “expects”, “intends”, “targeted”,
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“continue”, “remain”, “will”, “should”, “may” and other similar expressions are intended to identify forward-looking statements but
are not the exclusive means of identifying such statements.

Forward-looking statements involve risks and uncertainties that may cause actual results to differ materially from those in such
statements. Factors that could cause actual results to differ from those discussed in the forward-looking statements include, but are not
limited to:

»  Local, regional, national and international economic conditions and the impact they may have on the Company and its
customers and the Company’s assessment of that impact.

*  Volatility and disruption in national and international financial markets.
*  Government intervention in the U.S. financial system.
*  Changes in the level of non-performing assets and charge-offs.

¢ Changes in estimates of future reserve requirements based upon the periodic review thereof under relevant regulatory and
accounting requirements.

e Adverse conditions in the securities markets that lead to impairment in the value of securities in the Company’s investment
portfolio.

+ Inflation, interest rate, securities market and monetary fluctuations.

»  The timely development and acceptance of new products and services and perceived overall value of these products and services
by users.

+  Changes in consumer spending, borrowings and savings habits.

¢ Technological changes.

»  The ability to increase market share and control expenses.

¢ Changes in the competitive environment among banks, financial holding companies and other financial service providers.

s The effect of changes in laws and regulations (including laws and regulations concerning taxes, banking, securities and
insurance) with which the Company and its subsidiaries must comply, including under the recently enacted Dodd-Frank Wall
Street Reform and Consumer Protection Act.

e The effect of changes in accounting policies and practices, as may be adopted by the regulatory agencies, as well as the Public
Company Accounting Oversight Board, the Financial Accounting Standards Board and other accounting standard setters.

»  The costs and effects of legal and regulatory developments including the resolution of legal proceedings or regulatory or other
governmental inquiries and the results of regulatory examinations or reviews.

*  The Company’s success at managing the risks involved in the foregoing items.
Forward-looking statements speak only as of the date on which such statements are made. The Company undertakes no

obligation to update any forward-looking statement to reflect events or circumstances after the date on which such statement is made,
or to reflect the occurrence of unanticipated events.



PART L.

Item 1. Business

GENERAL

Organization

New Hampshire Thrift Bancshares, Inc. (NHTB or the Company), a Delaware holding company organized on July 5, 1989, is
the parent company of Lake Sunapee Bank, fsb (the Bank), a federally chartered savings bank. The Bank was originally chartered by
the State of New Hampshire in 1868 as the Newport Savings Bank. The Bank became a member of the Federal Deposit Insurance
Corporation (FDIC) in 1959 and a member of the Federal Home Loan Bank of Boston in 1978. On December 1, 1980, the Bank was
the first bank in the United States 10 convert from a state-chartered mutual savings bank to a federally-chartered mutual savings bank.
In 1981, the Bank changed its name to “Lake Sunapee Savings Bank, fsb” and in 1994, refined its name to “Lake Sunapee Bank, fsb.”
The Bank’s deposits are insured b/ the Deposit Insurance Fund of the FDIC.

The Bank is a thrift institution established for the purposes of providing the public with a convenient and safe place to invest
funds, for the financing of housing, consumer-oriented products and commercial loans, and for providing a variety of other consumer-
oriented financial services. The Bunk is a full-service community institution promoting the ideals of thrift, security, home ownership
and financial independence for its customers. The Bank’s operations are conducted from its home office located in Newport, New
Hampshire and its branch offices Jocated in Sunapee, Newbury, New London, Bradford, Grantham, Guild, Lebanon, West Lebanon,
Hillsboro, Peterborough, Andover, Claremont, Enfield, and Milford, New Hampshire, and Brandon, Pittsford, Rutland, West Rutland,
and Woodstock, Vermont. The Company had assets of approximately $995.1 million as of December 31, 2010.

Through its subsidiary, Lake Sunapee Financial Services Corporation, the Bank offers brokerage services to its customers.

Market Area

The Bank’s market area is concentrated in the counties of Merrimack, Sullivan, Hillsborough, Grafton and Cheshire in central
and western New Hampshire and the counties of Rutland and Windsor in Vermont. These areas are best known for their recreational
facilities and their resort/retirement environment.

There are several distinct regions within the Bank’s market area. The Upper Valley region is located in the northwest-central
area of New Hampshire, and includes the towns of Lebanon, a commerce and manufacturing center, home to Dartmouth-Hitchcock
Medical Center, New Hampshire’s only academic medical center, and Hanover, home of Dartmouth College. The central and south-
east portion of the Bank’s market irea in New Hampshire is Lake Sunapee, a popular year-round recreation and resort area that
includes both Lake Sunapee and Mount Sunapee. Finally, the Monadnock region, in southwestern New Hampshire, is named after
Mount Monadnock, the major geographic landmark in the region, and consists of Cheshire, southern Sullivan and western
Hillsborough counties.

Rutland and Windsor counties are located in south central Vermont. This region is home to many attractions, including
Killington Mountain, Okemo Rescrt, and the city of Rutland. Popular vacation destinations in this region include Woodstock,
Brandon, Ludlow and Quechee.

Available Information

The Company files annual, (uarterly and current reports, proxy statements and other information with the Securities and
Exchange Commission (the SEC). You may read and copy any reports, proxy statements or other information filed by the Company at
the SEC’s public reference room in Washington, D.C., which is located at the following address: Public Reference Room, 100 F Street
N.E., Washington, D.C. 20549. You can request copies of these documents by writing to the SEC. Please call the SEC at 1-800-SEC-
0330 for further information on the: operation of the SEC’s public reference room. The Company’s SEC filings are also available to
the public from document retrieva.: services and at the SEC’s Internet website (http://www.sec.gov). We also make our filings
available free of charge on our website (http://www.nhthrift.com) by clicking on “SEC Filings.”

LENDING ACTIVITIES

The Bank’s net loan portfolio was $675,513,787 at December 31, 2010, representing approximately 68% of total assets. As of
December 31, 2010, approximately 70% of the mortgage loan portfolio had adjustable rates. As of December 31, 2010, the Bank had
sold $370,331,523 in fixed-rate mortgage loans in an effort to meet customer demands for fixed-rate loans, minimize the Bank’s
interest rate risk, provide liquidity and build a servicing portfolio.



REAL ESTATE LOANS. The Bank’s loan origination team solicits conventional residential mortgage loans in the local real
estate marketplace. Residential borrowers are frequently referred to the Bank by its existing customers or real estate agents. Generally,
the Bank makes conventional mortgage loans (loans of 80% of value or less that are neither insured nor partially guaranteed by
government agencies) on one- to four-family owner occupied dwellings. The Bank also makes residential loans up to 95% of the
appraised value if the top 20% of the loan is covered by private mortgage insurance. Residential mortgage loans typically have terms
up to 30 years and are amortized on a monthly basis with principal and interest due each month. Currently, the Bank offers one-year,
three-year and five-year adjustable-rate mortgage loans and long-term fixed-rate loans. Borrowers may prepay loans at their option or
refinance their loans on terms agreeable to the Bank. The Bank’s management believes that, due to prepayments in connection with
refinancing and sales of property, the average length of the Bank’s long-term residential loans is approximately seven years.

The terms of conventional residential mortgage loans originated by the Bank contain a “due-on-sale” clause which permits the
Bank to accelerate the indebtedness of a loan upon the sale or other disposition of the mortgaged property. Due-on-sale clauses are an
important means of increasing the turnover of mortgage loans in the Bank’s portfolio.

Commercial real estate loans are solicited by the Bank’s commercial banking team in the Bank’s local real estate market. In
addition, commercial borrowers are frequently referred to the Bank by its existing customers, local accountants, and attorneys.
Generally, the Bank makes commercial real estate loans up to 75% of value with terms up to twenty years, amortizing the loans on a
monthly basis with principal and interest due each month. Debt service coverage (the amount of cash left over after expenses have
been paid) required to cover the Bank’s interest and principal payments generally must equal or exceed 125% of the loan payments.

REAL ESTATE CONSTRUCTION LOANS. The Bank offers construction loan financing on one- to four-family owner
occupied dwellings in the Bank’s local real estate market. Generally, the Bank makes construction up to 80% of value with terms of
up to nine months. During the construction phase, inspections are made to assess construction progress and monitor the disbursement
of loan proceeds. The Bank also offers a “one-step” construction loan, which provides construction and permanent financing with one
loan closing. The “one-step” is provided under the same terms and conditions of the Bank’s conventional residential program.

CONSUMER LOANS. The Bank makes various types of secured and unsecured consumer loans, including home improvement
loans. The Bank offers loans secured by automobiles, boats and other recreational vehicles. The Bank believes that the shorter terms
and the normally higher interest rates available on various types of consumer loans is helpful in maintaining a more profitable spread
between the Bank’s average loan yield and its cost of funds.

The Bank provides home equity loans secured by liens on residential real estate located within the Bank’s market area. These
include loans with regularly scheduled principal and interest payments as well as revolving credit agreements. The interest rate on
these loans is adjusted quarterly and tied to the movement of the prime rate.

COMMERCIAL LOANS. The Bank offers commercial loans in accordance with regulatory requirements. Under current
regulation, the Bank’s commercial loan portfolio is limited to 20% of total assets.

MUNICIPAL LOANS. The Bank’s activity in the municipal lending market is limited to those towns and school districts
located within its primary lending area and such loans are extended for the purposes of either tax anticipation, building improvements
or other capital spending requirements. Municipal lending is considered to be an area of accommodation and part of the Bank’s
continuing involvement with the communities it serves.



The following table sets forth the zomposition of the Bank’s loan portfolio in dollar amounts and as a percentage of the portfolio at
December 31:

2010 2009 2008

Amount % of Total Amount % of Total Amount % of Total

(8 in thousands)
Real estate loans

Conventional ..........cceeuvveveeivveeeveiceeeeneeans $347,606 50.90% $327,691 52.24% $347,186 54.32%
Commercial .........coeeveereee eeereeeeereesieene 143,768 21.05 135,839 21.66 136,508 21.36
Home equity .......ccccocevvvcevnininreinreereeenens 74,884 10.97 73,611 11.74 67,398 10.54
ConStruction .......c.ueeeeeveeeeieiiveeeeriieeeeineens 19,210 2.81 18,308 2.92 13,515 2.11
Consumer 0ans...........coceeevereiieievierecriveeerneeneens 8,079 1.18 9,372 1.49 12,070 1.89
Commercial and municipal loans...........cccccc.... 89,361 13.09 62,387 9.95 62,491 9.78
Total 10ans........ccocevvrvenvereee evcrreceeerireecnnee. 682,908 100.00% 627,208 100.00% 639,168 100.00%
Unamortized adjustment to fair value.................. 1,202 1,303 1,400
Allowance for loan losses .............ccoeccrvreeerennnen. (9,864) (9,519) (5,594)
Deferred loan origination costs, net..................... 1,268 1,342 1,746
Loans receivable, Net ...........cceeeeveveeeeeeeererneennns $675,514 $620,334 $636,720
2007 2006
Amount % of Total Amount % of Total

($ in thousands)
Real estate loans

Conventional.........c.coe.covieiieieeiecieeiese et $ 335812 53.47% $ 281,755 56.93%
Commercial.........cooveieveeeeeiieieeieeececee et 142,440 22.67 103,247 20.86
HOmE €qUILY.....cccovvinriieritrneerereee et ereesvs e 60,896 9.70 51,436 10.39
CONSIIUCHON. ...eeeiiii ettt s e e s eeteaeeeeseraaeseas 21,704 3.46 17,109 3.46
CONSUMET 08NS ........evviiieiine ettt eee e e s eeeeees 14,723 2.34 11,841 2.39
Commercial and municipal [0ans...........cceeeeeceeeeievreeenenen. 52,515 8.36 29,522 5.97
TOtal L0ANS ....c.eeevirren ettt 628,090 100.00% 494,910 100.00%
Unamortized adjustment to {air value .......cocoevceveneivenennnnn, 1,496 36
Allowance for 10an 10SSes..........ccovvverereereneceeieereereeeeereseenes (5,181) (3,975)
Deferred loan origination costs, N€t........ccveeeereevneereeernennnn. 1,869 1,741
Loans receivable, NEt........... covevvieiieieeriiieieeeeeecee e $ 626,274 $ 492,712

Each loan type represents different levels of general and inherent risk within the loan portfolio. The Bank prepares an analysis
of this risk by applying loss factors to outstanding loans by type. This analysis stratifies the loan portfolio by loan type and assigns a
loss factor to each type based on an assessment of the risk associated with each type. The factors assessed include delinquency trends,
charge-off experience, economic conditions, portfolio trends, and portfolio concentration. Loss factors may be adjusted for qualitative
factors that, in management’s judgment, affect the collectability of the portfolio. These factors are calculated and assessed
independently within each identified loan category. Based on these loss factors, $2.9 million, or 29.61% of the total allowance, is
allocated to the commercial real estate portfolio. The commercial real estate portfolio represents 22.68% of total loans. In particular,
the commercial real estate portfolio has a higher delinquency trend and concentration assessment than the other categories resulting in
an overall higher comparative loss factor. For the same period, $4.0 million, or 40.37% of the total allowance, is allocated to the
residential real estate and home equity loan portfolio. The residential real estate and home equity loan portfolios represent 63.16% of
total loans. Due to the volume of this category and the underlying collateral, the overall loss factor results in an allocation percentage
that is below the percentage of the category to total loans. For the same period, $2.2 million, or 21.98% of the total allowance, is
allocated to the commercial and municipal loan portfolio. The commercial and municipal loan portfolio represents 8.36% of total
loans. The commercial and municipal loan portfolio has a moderate delinquency trend compared to other loan type within the loan
portfolio, representing 7.60% of the six-month average of delinquencies, higher charge-off factors than other categories, the highest
portfolio trend factor based a 43.24% growth within the category year-over-year, and a higher concentration assessment than the other
categories, with the exception of commercial real estate, resulting in an overall higher comparative loss factor.



The following table sets forth the maturities of the loan portfolio at December 31, 2010 and indicates whether such loans have
fixed or adjustable interest rates:

One year One through Over
Maturities or less Sfive years five years Total
Real Estate Loans with:
Predetermined interest rates..........c.cccveervenenee $ 3,347,731 § 9,371,029 § 140,092,818 $§ 152,811,578
Adjustable interest rates..........c.cocevevueercnenen. 8,638,238 33,741,715 390,275,857 432,655,810
11,985,969 43,112,744 530,368,675 585,467,388
Collateral/Consumer Loans with:
Predetermined interest rates............ccceeeuveennes 1,228,731 4,069,036 411,882 5,709,649
Adjustable interest rates...........coccovereereererenne 474,215 1,305,527 589,555 2,369,297
1,702,946 5,374,563 1,001,437 8,078,946
Commercial/Municipal Loans with:
Predetermined interest rates..............coeueennene. 22,050,943 11,578,409 28,549,652 62,179,004
Adjustable interest rates...........cocovceererrerrurnene 4,028,457 6,475,273 16,678,375 27,182,105
26,079,400 18,053,682 45,228,027 89,361,109
Unamortized adjustment to fair value ..................... — — 1,202,491 1,202,491
TOtALS ...ceeeee ettt e ebr e eae e $ 39,768,315 $§ 66,540,989 $ 577,800,630 $ 684,109,934

The preceding schedule includes 310,419,926 of non-performing loans categorized within the respective loan types.

Origination, Purchase and Sale of Loans

The primary lending activity of the Bank is the origination of conventional loans (i.e., loans of 80% of value or less that are
neither insured nor partially guaranteed by government agencies) secured by first mortgage liens on residential properties, principally
single-family residences, substantially all of which are located in the west-central area of New Hampshire and Rutland and Windsor
counties in Vermont.

The Bank evaluates the security for each new loan made. Appraisals, when required, are made for the Bank by qualified sub-
contracted appraisers. The appraisal of the real property upon which the Bank makes a mortgage loan is of particular significance to
the Bank in the event that the loan is foreclosed, since an improper appraisal may contribute to a loss by, or other financial detriment
to, the Bank in the disposition of the loan.

Detailed applications for mortgage loans are verified through the use of credit reports, financial statements and confirmations.
Depending upon the size of the loan involved, a varying number of senior officers of the Bank must approve the application before the
loan can be granted. The Loan Review Committee of the Bank’s Board of Directors reviews particularly large loans.

The Bank requires title certification on all first mortgage loans and the borrower is required to maintain hazard insurance on the
security property.

Delinquent Loans, Classified Assets and Other Real Estate Owned

Reports listing delinquent accounts are generated and reviewed by management and the Board of Directors on a monthly basis.
The procedures taken by the Bank when a loan becomes delinquent vary depending on the nature of the loan. When a borrower fails to
make a required loan payment, the Bank takes a number of steps to ensure that the borrower will cure the delinquency. The Bank
generally sends the borrower a notice of non-payment. The Bank then follows up with telephone and/or written correspondence. When
contact is made, the Bank attempts to obtain full payment, work out a repayment schedule, or in certain instances obtain a deed in lieu
of foreclosure. If foreclosure action is instituted and the loan is not brought current, paid in full, or refinanced before the foreclosure
sale, the property securing the loan generally is sold at foreclosure. If the Bank purchases the property, it becomes other real estate
owned.



Federal regulations and the 13ank’s Assets Classification Policy require that the Bank utilize an internal asset classification
system as a means of reporting problem assets and potential problem assets. The Bank has incorporated the Office of Thrift
Supervision (the OTS) internal asset classifications as part of its credit monitoring system. The Bank currently classifies problem and
potential problem assets as substandard, doubtful, or loss assets. An asset is considered substandard if it is inadequately protected by
the current net worth and paying capacity of the obligor or the collateral pledged, if any. Substandard assets include those
characterized by the distinct possibility that the insured institution will sustain “some loss” if the deficiency is not corrected. Assets
classified as doubtful have all the ‘weaknesses inherent in those classified substandard with the additional characteristics that the
weaknesses present make collection and liquidation in full, on the basis of currently existing facts, conditions and values, highly
questionable and improbable. Assets classified as loss are those considered uncollectible and of such little value that their continuance
as assets without the establishment of a specific loss reserve is not warranted. Assets which do not currently expose the insured
institution to sufficient risk to warrant classification in one of the aforementioned categories but possess weaknesses are required to be
designated special mention.

When an insured institution classifies one or more assets or portions thereof as substandard or doubtful, it is required to establish
a general valuation allowance for 'oan losses in an amount deemed prudent by management. General valuation allowances represent
loss allowances, which have been established to recognize the inherent risk associated with activities, but which, unlike specific
allowances, have not been allocated to particular problem assets. When an insured institution classifies one or more assets or portions
thereof as loss, it is required to establish a specific allowance for losses equal to 100% of the amount of the asset so classified or to
charge off such amount.

A savings institution’s determination as to the classification of its assets and the amount of its valuation allowances is subject to
review by the OTS, which can order the classification of additional assets and establishment of additional general or specific loss
allowances. The OTS, in conjunction with the other federal banking agencies, has adopted an interagency policy statement on the
allowance for loan and lease losses. The policy statement provides guidance for financial institutions on both the responsibilities of
management for the assessment ard establishment of adequate allowances and guidance for banking agency examiners to use in
determining the adequacy of general valuation guidelines. Generally, the policy statement recommends that institutions have effective
systems and controls to identify, monitor and address asset quality problems; that management has analyzed all significant factors that
affect the collectability of the portfolio in a reasonable manner; and that management has established acceptable allowance evaluation
processes that meet the objectives set forth in the policy statement.

Although management believes that, based on information currently available to it at this time, the Bank’s allowance for loan
losses is adequate, actual losses arz dependent upon future events and, as such, further additions to the allowance for loan losses may
become necessary.

The Bank classifies assets in accordance with the management guidelines described above. The total carrying value of classified
loans, excluding special mention, is of December 31, 2010 and 2009 were $18,998,657and $11,876,373, respectively. For further
discussion regarding nonperforming assets, impaired loans and the allowance for loan losses, please see Management’s Discussion
and Analysis of Financial Condition and Results of Operations herein.

SUBSIDIARY ACTIVITIES

Service Corporations

The Bank has an expanded service corporation authority because of its conversion from a state-chartered mutual savings bank to
a federal institution in 1980. This authority, grandfathered in that conversion, permits the Bank to invest 15% of its deposits, plus an
amount of approximately $825,000, in service corporation activities permitted by New Hampshire law. However, the first 3% of these
activities is subject to federal regulation and the remainder is subject to state law. This permits a 3% investment in activities not
permitted by state law.

As of December 31, 2010, the Bank owned two service corporations, the Lake Sunapee Group, Inc., and the Lake Sunapee
Financial Services Corporation. The Lake Sunapee Group owns and maintains the Bank’s buildings and investment properties. The
Lake Sunapee Financial Services (Corporation sells brokerage, securities, and insurance products to its customers.



NHTB Capital Trust II and 111

NHTB Capital Trust IT (Trust II) and NHTB Capital Trust III (Trust III) are statutory business trusts formed under the laws of
the State of Connecticut and are wholly owned subsidiaries of the Company. On March 30, 2004, Trust III issued $10.0 million of
6.06%, 5-year Fixed-Floating Capital Securities. On March 30, 2004, Trust II issued $10.0 million of Floating Capital Securities,
adjustable every three months at LIBOR plus 2.79%. On May 1, 2008, the Company entered into an interest rate swap agreement with
PNC Bank to convert the floating-rate payments on Trust II to fixed-rate payments. The terms of the interest rate swap agreement are
as follows:

Notional amount: $10,000,000

Trade date: May 1, 2008

Effective date: June 17, 2008

Termination date: June 17, 2013

Fixed-rate payer: New Hampshire Thrift Bancshares, Inc.
Payment dates: Quarterly

Fixed-rate: 6.65%

Floating rate payer: PNC Bank

Payment dates: Quarterly

Index: Three-month LIBOR

For more information, see Note 2 of the Consolidated Financial Statements.

COMPETITION

The Bank faces strong competition in the attraction of deposits. Its most direct competition for deposits comes from the other
thrifts and commercial banks as well as credit unions located in its primary market areas. The Bank faces additional significant
competition for investors’ funds from mutual funds and other corporate and government securities.

The Bank competes for deposits principally by offering depositors a wide variety of savings programs, a market rate of return,
tax-deferred retirement programs and other related services. The Bank does not rely upon any individual, group or entity for a material
portion of its deposits.

The Bank’s competition for real estate loans comes from mortgage banking companies, other thrift institutions and commercial
banks. The Bank competes for loan originations primarily through the interest rates and loan fees it charges and the efficiency and
quality of services it provides borrowers, real estate brokers and builders. The Bank’s competition for loans varies from time to time
depending upon the general availability of lendable funds and credit, general and local economic conditions, current interest rate
levels, volatility in the mortgage markets and other factors which are not readily predictable. The Bank has six loan originators on
staff who call on real estate agents, follow leads, and are available seven days a week to service the mortgage loan market.

INVESTMENT ACTIVITIES

Federally chartered savings institutions have the authority to invest in various types of liquid assets including United States
Treasury obligations, securities of various federal agencies, certificates of deposit of insured banks and savings institutions, bankers’
acceptances, repurchase agreements and federal funds. Subject to various restrictions, federally chartered savings institutions may aiso
invest their assets in commercial paper, investment-grade corporate debt securities and mutual funds whose assets conform to the
investments that a federally chartered savings institution is otherwise authorized to make directly.

The Bank categorizes its securities as held-to-maturity, available-for-sale, or held-for-trading according to management intent.
Please refer to Note 3 of the Consolidated Financial Statements for certain information regarding amortized costs, fair values and
maturities of securities.



Maturities of debt securities, excluding mortgage-backed and asset-backed securities, are as follows as of December 31, 2010:

Available-for-sale securities

Municipal bonds ...........coeurverernrererrriesee e
Other bonds and debentures............cocueeeiiiiieeiveecrereeereeeeennns

Total due in less than one year

Municipal bonds ......... ccoecrieeireriieenieeeere e
Other bonds and debentures...........cccovveeeeeeeevireiiieereesreesrnenens

Total due after one year through five years

U.S Government, including agencies
Municipal bonds ......... coeeveeeererenieenrcrnr e

Total due after five years through ten years

Municipal bonds ......... cccecvreneineeceinen e
Preferred stock with Maturities .......eeeveeeeeeeeeeeeeeeeeeneeeeeiseeeeeans
Other bonds and debentures.........oceeeeeeeeeeieeeereeieeeeeeerreereanens

The amortized cost of securities and their approximate fair values are summarized as follows:

December 31, 2010

Available-for-sale:
Bonds and notes-........ .cccceeveeunen.
U.S. Governmernt, including
AGENCIES ....... ceveereeereenen.
Mortgage-backed securities.
Municipal bonds...................
Other bonds and debentures
Preferred stock with maturities.....
Equity securities..........ccocecereerennnne.

Total available-for-sale securities...........

December 31, 2009

Available-for-sale:
Bonds and notes-...........c.ceveeeene.
U.S. Government, including
AZENCIES ..cocvvverirrrrrrenne.
Mortgage-backed securities.
Municipal bonds...................
Other bonds and debentures
Preferred stock with maturities .....
Equity securities...........cocecveeuenneen.

Total available-for-sale securities...........

Weighted
Amortized Average
Fair Value Cost Yield
$ 3,010,680 $ 3,009,558 1.87%

7,166,507 7,092,933 1.98

...................................... 10,177,187 10,102,491 1.95

2,850,722 2,842,423 2.46

29,531,083 28,751,134 2.80

................... 32,381,805 31,593,557 4.42

...................................... 5,817,188 6,000,000 2.75

7,620,186 7,902,407 3.15

.................. 13,437,374 13,902,407 2.97

18,085,489 19,109,823 2.89

3,403,121 3,445,850 6.75

186,660 225,000 6.79

21,675,270 22,780,673 3.56

$ 77671636 $ 78,379,128 2.92%
Gross
Unrealized Gross Unrealized
Amortized Cost Gains Losses Fair Value
6,000,000 $ — 3 182,812 §$ 5,817,188
117,428,093 659,893 298,977 117,789,009
32,864,211 38,718 1,335,852 31,567,077
36,069,067 853,523 38,340 36,884,250
3,445,850 — 42,729 3,403,121
494,666 30,414 1,210 523,870
196,301,887 § 1,582,548 $ 1,899,920 § 195,984,515
Gross
Unrealized Gross Unrealized
Amortized Cost Gains Losses Fair Value

2,004,184 $ 45,504 § —  § 2,049,688
169,448,355 367,048 991,800 168,823,603
1,361,988 69,486 — 1,431,474
40,821,399 215,896 162,789 40,874,506
5,000,000 — 348,000 4,652,000
494,666 23,380 56,216 461,830
219,130,592 § 721,314 $ 1,558,805 § 218,293,101




Gross

Amortized Unrealized Gross Unrealized
December 31, 2008 Cost Gains Losses Fair Value
Available-for-sale:
Bonds and notes-
U.S. Government, including
Y5 1103 11RO $ 13,015,080 $ 157,733 § — $ 13,172,813
Mortgage-backed securities............... 59,209,471 1,334,771 40,545 60,503,697
Asset-backed securities ..................... 1,499,732 — 305,642 1,194,090
Municipal bonds........ccoceevvvreceeeeuencne 1,836,098 70,695 — 1,906,793
Other bonds and debentures............... 565,000 425 — 565,425
Preferred stock with maturities.......... 5,000,000 — 722,000 4,278,000
Equity SECUTItIES...covvervrereeereereenreeeeneeneenees 494,666 540 127,536 367,670
Total available-for-sale securities...........c.cecuene.n. $ 81,620,047 $ 1,564,164 $ 1,195,723 $§ 81,988,488

DEPOSIT ACTIVITIES AND OTHER SOURCES OF FUNDS

The Bank offers a variety of deposit accounts with a range of interest rates and terms. The Bank’s deposits consist of business
checking, money market accounts, savings, NOW and certificate accounts. The flow of deposits is influenced by general economic
conditions, changes in money market rates, prevailing interest rates and competition. The Bank’s deposits are obtained predominantly
from within the Bank’s primary market areas. The Bank uses traditional means to advertise its deposit products, including print media,
and generally does not solicit deposits from outside its primary market areas. The Bank offers negotiated rates on some of its
certificate accounts. At December 31, 2010, time deposits represented approximately 45% of total deposits. Time deposits included
$162,069,863 of certificates of deposit in excess of $100,000.

The following table presents deposit activity of the Bank for the years ended December 31:

2010 2009 2008
($ in Thousands)
Net deposits (WIthdrawals) .........coueeiecueiercnieercrerenereeeseieieesessenenevens $ 37,155 § 72,313 § (12,537)
Interest credited on deposit aCCOUNLS ........ccoveeeveerieeierrneeeseresierce e 6,635 8,762 12,938
Total increase in dEPOSit ACCOUNLS ........coevevrerveereerrerscnsrrnnesaesneeeessenienns $ 43,790 § 81,075 §$ 401

At December 31, 2010, the Bank had approximately $162.1 million in certificate of deposit accounts in amounts of $100,000 or
more maturing as follows:

Maturity Period Amount Weighted Average Rate
($ in thousands)
3 months Or 1€8S......covvveiiieceeeeiceeecee e e, $ 59,558 0.97%
Over 3 through 6 months..........ccccevneriniennnncieceeenen, 21,978 1.29%
Over 6 through 12 months........... etreeeererenan e ——————rreeenannnn: 38,397 1.45%
OVer 12 mMmonthS.......cc.coovevieeiieieecteeectee e e e, 42,137 2.54%
o] 7 1 OSSR UURUS SO $ 162,070 1.54%



The following table sets forth the distribution of the Bank’s deposit accounts as of December 31 of the years indicated and the

percentage to total deposits:

2010 2009 2008
Amount % of Total Amount % of Total Amount % of Total
($ in thousands)
Checking acCounts..........cccceeevries weverercrercrcressenencnns $ 53,265 6.8% $ 48,430 6.6% $ 45968 7.0%
NOW aCCOUNLS.......coeriiiniiiiines e 201,469 25.9 178,049 24.2 155,662 239
Money market aCCOURtS ........c.cce. veeevemruercmenecreenennas 36,328 4.7 38,806 5.3 40,424 6.2
Regular savings accounts............. wooceeeeceeerenccrennnee 10,956 1.4 10,958 1.5 11,063 1.7
Treasury savings aCCounts ........... cocevceeeeecrerirvensuenns 124,004 15.9 116,817 15.9 107,110 16.4
Club deposits.........ccovviriiuiiieinns v 95 — 96 — 93 —
Total ....ooveiiiiiiciiiici e 426,117 54.7 393,156 53.5 360,320 55.2
Time deposits
Less than 12 months............ cccevecininicecccncnnne. 261,854 33.7 268,298 36.5 261,556 40.0
Over 12 through 36 months ..........ccccceuvnenen. 57,102 7.3 68,686 9.4 29,248 4.5
Over 36 months .......c.covvvers vevreeeereeiinreennennnns 33,146 43 4,289 0.6 2,229 0.3
Total time deposits ......cc.ocee veevereereceriereenrennnas 352,102 45.3 341,273 46.5 293,033 448
Total Deposits........c.. cvereeerercrcerevennenns $778,219 100.0% $734,429 100.0% $653,353 100.0%

The following table presents the average balance of each type of deposit and the average rate paid on each type of deposit for

the year indicated.
For the Years Ended December 31,
2010 2009 2008
Average Average Average Average Average Average
Balance Rate Paid Balance Rate Paid Balance Rate Paid
($ in thousands)
NOW ettt cveeteie e saesre et e s ae e eaas $196,566 0.12% $170,268 0.10% $169,835 0.27%
Savings deposits.......cccccureererierinee eeerieieee e senes 132,166 0.28 126,015 0.51 122,516 1.06
Money market deposits.........ccccees veeverveevreniereeieeeenenn. 34,675 0.50 37,069 0.70 39,235 1.46
TIME AEPOSILS ...cveurereeerererirreries eereerieeiesiereeeeeaeeeaeaas 344,875 1.70 310,994 2.47 290,648 3.59
Demand deposits........cocceeueeverriens ceeecrereneee e 26,517 — 27,917 — 29,286 —
Total DEPOSILS ......ccveeveeeriee e $734,799 $672,263 $651,520

The following table presents, by various rate categories, the amount of time deposits as of December 31:

Time Deposits 2010 2009 2008
($ in thousands)

0.00% — 0.99%..cceiriree ettt $ 106,804 $ 3,130 § 1,117
LL00% — 1.99%.ccneiee ittt 153,202 257,229 18,563
2.00%0 — 2.99%0. et ettt ettt st et 41,668 42,670 118,986
3.00% — 3.99%0. ettt st en 49,399 36,041 134,865
4.00% — 4.99%0..c.ceeneeeieeeetet sttt nr e 1,026 2,201 19,256
5.00% — 5.99%0..cceieet et 3 2 246

TOtAL .t s $ 352,102 $ 341,273 $§ 293,033

Borrowings

The Bank utilizes advances from the Federal Home Loan Bank of Boston (FHLB) as a funding source alternative to retail
deposits. By utilizing FHLB advances, the Bank can meet its liquidity needs without otherwise being dependent upon retail deposits.
These advances are collateralized primarily by mortgage loans and mortgage-backed securities held by the Bank and secondarily by
the Bank’s investment in capital siock of the FHLB. The maximum amount that the FHLB will advance to member institutions
fluctuates from time-to-time in accordance with the policies of the FHLB. At December 31, 2010, the Bank had outstanding advances
of $76.0 million from the FHLB compared to advances outstanding of $96.0 million from the FHLB at December 31, 2009.
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The following table represents the balances, average amount outstanding, maximum outstanding, and average interest rates for
short-term borrowings reported in Note 8 of the financial statements for the year indicated:

2010 2009 2008
($ in thousands)
Balance at Year end.........coeucueveuereerrieneriereeenrrneens e esesessnessesesenees $ e $ 40,000 $ 5,000
Average amount outsStanding ..........ccceeveeenreneniinin—. 14,822 16,233 861
Maximum amount outstanding at any month-end .........ccc.oeeeniennnee 30,000 50,000 5,000
Average interest rate for the year..........ccocoevvvviinniinninncnnnnee 0.33% 0.40% 1.28%
Average interest rate on year-end balance...........ccoccocenineiniiiiniinnnne — 0.22% 1.28%

REGULATION

General. NHTB is regulated as a savings and loan holding company by the OTS. NHTB is required to file reports with, and
otherwise comply with the rules and regulations of, the OTS and the SEC under the federal securities laws. The Bank, as a federal
savings bank, is subject to regulation, examination and supervision by the OTS, as its primary regulator, and the Federal Deposit
Insurance Corporation (FDIC) as its deposit insurer. The Bank must file reports with the OTS and the FDIC concerning its activities
and financial condition. Pursuant to the Dodd-Frank Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act), enacted
on July 21, 2010, the OTS will be abolished as of July 21, 2011, and its rights and duties transferred to the Federal Reserve, as to
savings and loan holding companies, and to the Office of the Comptroller of the Currency (OCC), as to savings banks. Therefore, as of
that date (the “Transfer Date””), NHTB will be regulated by the Federal Reserve rather than the OTS, and the Bank will be regulated
by the OCC rather than the OTS. The Dodd-Frank Act also creates a new Consumer Financial Protection Bureau (CFPB) as an
independent bureau of the Federal Reserve, to begin operations on the Transfer Date. The CFPB will have broad authority to issue
regulations implementing numerous consumer laws, and we will be subject to those regulations.

The regulations to which NHTB and the Bank will be subject may, therefore, change after the Transfer Date. Our description
here of the laws, regulations, and supervisory and enforcement regime to which NHTB and the Bank are subject are those to which
NHTB and the Bank are currently subject. We cannot predict at this time how these may change after the Transfer Date.

The following references to the laws and regulations under which NHTB and the Bank are regulated are brief summaries
thereof, do not purport to be complete, and are qualified in their entirety by reference to such laws and regulations. The OTS and the
FDIC have significant discretion in connection with their supervisory and enforcement activities and examination policies under the
applicable laws and regulations. Any change in such laws, regulations or policies, whether by the OTS, the FDIC, the Federal Reserve,
the OCC, the SEC or the Congress, could have a material adverse impact on NHTB and the Bank, and their operations and
stockholders.

Regulation of Federal Savings Associations

Business Activities. The Bank derives its lending and investment powers from the Home Owners’ Loan Act, as amended (the
“HOLA”), and the regulations of the OTS. Under these laws and regulations, the Bank may invest in mortgage loans secured by
residential and commercial real estate, commercial and consumer loans, certain types of debt securities, and certain other assets. The
Bank may also establish service corporations that may engage in activities not otherwise permissible for the Bank, including certain
real estate equity investments. The Bank’s authority to invest in certain types of loans or other investments is limited by federal law
and regulation.

Loans to One Borrower. The Bank is generally subject to the same limits on loans to one borrower as a national bank. With
specified exceptions, the Bank’s total loans or extensions of credit to a single borrower cannot exceed 15% of the Bank’s unimpaired
capital and surplus which does not include accumulated other comprehensive income. The Bank may lend additional amounts up to
10% of its unimpaired capital and surplus which does not include accumulated other comprehensive income, if the loans or extensions
of credit are fully-secured by readily-marketable collateral. The Bank currently complies with applicable loans-to-one borrower
limitations.

QTL Test. Under federal law, the Bank must comply with the qualified thrift lender, or “QTL” test. Under the QTL test, the
Bank 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, the Bank’s total assets less the sum of:

» specified liquid assets up to 20% of total assets;
»  goodwill and other intangible assets; and

+ the value of property used to conduct the Bank’s business.
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“Qualified thrift investments” include certain assets that are includable without limit, such as residential and manufactured
housing loans, home equity loans. education loans, small business loans, credit card loans, mortgage backed securities, Federal Home
Loan Bank stock and certain U.S. government obligations. The term also includes assets that are includable up to 20% of portfolio
assets, such as certain consumer loans and loans in “credit-needy” areas.

The Bank 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 Bank met the QTL test at December 31, 2010, and in each of the prior 12 months, and, therefore, is a
“qualified thrift lender.” If the Bank fails the QTL test, and is unable to correct that failure for a period of time, it must either operate
under certain restrictions on its activities or convert to a bank charter.

Capital Requirements. OTS regulations require savings associations to meet three minimum capital standards:
(1) atangible capital ratio requirement of 1.5% of total assets as adjusted under the OTS regulations;

(2)  aleverage ratio requirement of 3.0% of core capital to such adjusted total assets, if the Bank has been assigned the highest
composite rating of 1 (one) under the Uniform Financial Institutions Rating System; the minimum leverage capital ratio
for any other depository institution that does not have a composite rating of 1 (one) will be 4.0%;

(3)  arisk-based capital ratio requirement of 8.0% of core and supplementary capital to total risk-based assets, provided that
the amount of supplernentary capital used to satisfy this requirement shall not exceed the amount of core capital.

Higher capital ratios may be required if warranted by particular circumstances, including the risk profile of the depository
institution. In determining the amount of risk-weighted assets for purposes of the risk-based capital requirement, a savings association
must compute its risk-based asset: 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, commercial loans, home
equity and construction loans and certain other assets as assigned by the OTS capital regulations based on the risks found by the OTS
to be inherent in the type of asset. The risk weight for certain positions in eligible rated securities ranges from 20% for the highest or
second highest rating category to :200% for one rating category below investment grade.

Tangible capital is defined, zenerally, as common stockholder’s equity (including retained eamings), certain noncumulative
perpetual preferred stock and related earnings, minority interests in equity accounts of fully consolidated subsidiaries, less intangible
assets (other than certain servicing rights and nonsecurity financial instruments) and investments in and loans to subsidiaries engaged
in activities not permissible for a national bank. Core capital (or tier 1 capital) is defined similarly to tangible capital, but core capital
also includes certain qualifying supervisory goodwill and certain purchased credit card relationships. Supplementary capital (or tier 2
capital) includes cumulative and other preferred stock, mandatory convertible debt 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 tier 2 capital. The allowance for loan and lease losses includable in
tier 2 capital is limited to a maximum of 1.25% of risk-weighted assets.

At December 31, 2010, the 3ank met each of its capital requirements. The table below presents the Bank’s regulatory capital as
compared to the OTS regulatory capital requirements at December 31, 2010:

Bank Capital Requirements Excess Capital
(8 in thousands)
Tangible capital ............ccoveereieveenreeeecece e $ 79,763 § 14454 § 65,309
Core Capital........oovveeneeeeeiieeieeeee e 79,763 38,543 41,220
Risk-based capital.........c.cccoeereveevenreieerereeeceeee e 83,956 53,003 30,953

Community Reinvestment Act. Under the Community Reinvestment Act (CRA), as implemented by OTS regulations, the
Bank has a continuing and affirmative obligation consistent with its safe and sound operation to help meet the credit needs of its entire
community, including low and mederate income neighborhoods. The CRA does not establish specific lending requirements or
programs for the Bank nor does it limit the Bank’s 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 OTS, in connection with its examination of a
savings association, to assess the association’s record of meeting the credit needs of its community and to take such record into
account in its evaluation of certain applications by such association. The CRA also requires all institutions to make public disclosure
of their CRA ratings. The Bank received a “Satisfactory” rating in its most recent CRA examination, dated March 31, 2010.
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The CRA regulations establish an assessment system that bases an association’s rating on its actual performance in meeting
community needs. The assessment system for institutions of the Bank’s size focuses on two tests:

+ alending test, to evaluate the institution’s record of making loans in its assessment areas;

* acommunity development test, to evaluate the institution’s record of investing in community development projects,
affordable housing, and programs benefiting low or moderate income individuals and businesses in its assessment area or
a broader area that includes its assessment area; and to evaluate the institution’s delivery of services through its retail
banking channels and the extent and innovativeness of its community development services.

Transactions with Affiliates. The Bank’s authority to engage in transactions with its “affiliates” is limited by the OTS
regulations, the Federal Reserve Board’s Regulation W and Sections 23A and 23B of the Federal Reserve Act (FRA). In general, these
transactions must be on terms which are at least as favorable to the Bank as comparable transactions with non-affiliates. In addition,
certain types of these transactions referred to as “covered transactions” are subject to quantitative limits based on a percentage of the
Bank’s capital, thereby restricting the total dollar amount of transactions the Bank may engage in with each individual affiliate and
with all affiliates in the aggregate. Affiliates must pledge qualifying collateral in amounts between 100% and 130% of the covered
transaction in order to receive loans from the Bank. In addition, applicable regulations prohibit a savings association from lending to
any of its affiliates that engage in activities that are not permissible for bank holding companies and from purchasing low-quality (e.g.,
non-performing) assets from an affiliate or purchasing the securities of any affiliate, other than a subsidiary.

Loans to Insiders. The Bank’s authority to extend credit to its directors, executive officers and principal stockholders, as well
as to entities controlled by such persons, is governed by the requirements of Sections 22(g) and 22(h) of the FRA and Regulation O of
the Federal Reserve Board. 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 non-insiders and that do not involve more that the normal risk of
repayment or present other features that are unfavorable to the Bank; and

*  not exceed certain limitations on the amount of credit extended to such persons, individually and in the aggregate, which
limits are based, in part, on the amount of the Bank’s capital.

The regulations allow small discounts on fees on residential mortgages for directors, officers and employees, but, generally,
specialized terms must be made widely available to all employees rather than to a select subset of insiders, such as executive officers.
In addition, extensions for credit to insiders in excess of certain limits must be approved by the Bank’s Board of Directors.

Enforcement. The OTS has primary enforcement responsibility over savings associations, including the Bank. This
enforcement authority includes, among other things, the ability to assess civil money penalties, to issue cease and desist orders and to
remove directors and officers. In general, these enforcement actions may be initiated in response to violations of laws and regulations
and to unsafe or unsound practices.

Prompt Corrective Action Regulations. Under the prompt corrective action (PCA) statute and regulations implemented by the
OTS, the OTS is required to take certain, and is authorized to take other, supervisory actions against savings associations whose

capital falls below certain levels. For this purpose, a savings association is placed in one of the following four categories based on the
association’s capital:

»  well capitalized;

» adequately capitalized,;

*  undercapitalized; or

»  critically undercapitalized.

The PCA statute and regulations provide for progressively more stringent supervisory measures as a savings association’s
capital category declines. At December 31, 2010, the Bank met the criteria for being considered “well-capitalized.”

Standards for Safety and Soundness. Pursuant to the Federal Deposit Insurance Act, the OTS has adopted a set of guidelines
prescribing safety and soundness standards. These guidelines establish general standards relating to areas including internal controls,
information systems, internal audit systems, loan documentation, credit underwriting, interest rate risk exposure, asset growth, asset
quality, earnings standards, compensation, fees and benefits. In general, the guidelines require appropriate systems and practices to
identify and manage the risks and exposures specified in the guidelines.
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In addition, the OTS adopted regulations that authorize, but do not require, the OTS to order an institution that has been given
notice that it is not satisfying these safety and soundness standards to submit a compliance plan. If, after being notified, an institution
fails to submit an acceptable plan or fails in any material respect to implement an accepted plan, the OTS must issue an order directing
action to correct the deficiency. Further, the OTS may issue an order directing corrective actions and may issue an order directing
other actions of the types to which an undercapitalized association is subject under the “prompt corrective action” provisions of
federal law. If an institution fails to comply with such an order, the OTS may seek to enforce such order in judicial proceedings and to
impose civil money penalties.

Limitations on Capital Distributions. The OTS imposes various restrictions or requirements on the Bank’s ability to make
capital distributions, including cash dividends. A savings institution that is the subsidiary of a savings and loan holding company must
file a notice with the OTS at least 30 days before making a capital distribution. The Bank must file an application for prior approval if
the total amount of its capital distributions, including the proposed distribution, for the applicable calendar year would exceed an
amount equal to the Bank’s net income for that year plus the Bank’s retained net income for the previous two years.

The OTS may disapprove a notice or application if:
»  The Bank would be undercapitalized following the distribution;
+ the proposed capital distribution raises safety and soundness concerns; or

*  the capital distribution would violate a prohibition contained in any statute, regulation or agreement.

NHTB’s ability to pay dividends, service debt obligations and repurchase common stock is dependent upon receipt of dividend
payments from the Bank.

Liquidity. The Bank is requ.ired to maintain a sufficient amount of liquid assets to ensure its safe and sound operation.

Insurance of Deposit Accounts. The deposits of the Bank are insured by the FDIC up to the applicable limits established by
law and are subject to the deposit insurance premium assessments of the FDIC’s Deposit Insurance Fund (“DIF”). The FDIC currently
maintains a risk-based assessment system under which assessment rates vary based on the level of risk posed by the institution to the
DIF. The assessment rate may, therefore, change when that level of risk changes.

In February 2011, the FDIC adopted a final rule making certain changes to the deposit insurance assessment system, many of
which were made as a result of provisions of the Dodd-Frank Act. The final rule also revises the assessment rate schedule effective
April 1, 2011, and adopts additional rate schedules that will go into effect when the Deposit Insurance Fund (DIF) reserve ratio
reaches various milestones. The final rule changes the deposit insurance assessment system from one that is based on domestic
deposits to one that is based on avarage consolidated total assets minus average tangible equity. In addition, the rule suspends FDIC
dividend payments if the DIF reserve ratio exceeds 1.5 percent but provides for decreasing assessment rates when the DIF reserve
ratio reaches certain thresholds.

In calculating assessment rates, the rule adopts a new “scorecard” assessment scheme for insured depository institutions with
$10 billion or more in assets. It retains the risk category system for insured depository institutions with less than $10 billion in assets,
assigning each institution to one of four risk categories based upon the institution’s capital evaluation and supervisory evaluation, as
defined by the rule. It is possible that our deposit insurance premiums may increase in the future.

The rule will take effect for the quarter beginning April 1, 2011, and will be reflected in the invoices for assessments due
September 30, 2011. Assessments under the new rule will be netted out against any amounts already prepaid.

On October 14, 2008, the FDIC announced a new program, the Temporary Liquidity Guarantee Program (“TLGP”), that
provides unlimited deposit insurance on funds invested in noninterest-bearing transaction deposit accounts in excess of the existing
deposit insurance limit of $250,000. Participating institutions are assessed a $0.10 surcharge per $100 of deposits above the existing
deposit insurance limit. The TLGF also provides that the FDIC, for an additional fee, will guarantee qualifying senior unsecured debt
issued prior to October 2009 by participating banks and certain qualifying holding companies. The Bank opted to remain in the
transaction account guarantee portion of the TLGP, but opted out of the debt guarantee portion.

In addition, all FDIC-insured institutions are required to pay a pro rata portion of the interest due on obligations issued by the
Financing Corporation to fund the closing and disposal of failed thrift institutions by the Resolution Trust Corporation. At
December 31, 2010, the Federal Deposit Insurance Corporation assessed Deposit Insurance Fund-insured deposits 1.30 basis points
per $100 of deposits to cover thosc: obligations. The Financing Corporation rate is adjusted quarterly to reflect changes in assessment
bases of the Deposit Insurance Fund. This obligation will continue until the Financing Corporation bonds mature in 2017.
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Federal Home Loan Bank System. The Bank is a member of the Federal Home Loan Bank of Boston, which is one of the
regional FHLBs comprising the FHLB System. Each FHLB provides a central credit facility primarily for its member institutions. The
Bank, as a member of the FHLB of Boston, is required to acquire and hold shares of capital stock in the FHLB of Boston. While the
required percentages of stock ownership are subject to change by the FHLB, the Bank was in compliance with this requirement with
an investment in FHLB of Boston stock at December 31, 2010 of $7.6 million. Any advances from a FHLB must be secured by
specified types of collateral, and all long-term advances may be obtained only for the purpose of providing funds for residential
housing finance.

The FHLBs are 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 FHLBs can pay as dividends to their members and could
also result in the FHLBs imposing a higher rate of interest on advances to their members. If dividends were reduced, or interest on
future FHLB advances increased, the Bank’s net interest income would be affected.

Federal Reserve System. Under regulations of the FRB, the Bank is required to maintain noninterest-earning reserves against
its transaction accounts (primarily NOW and regular checking accounts). The FRB regulations exempt $8,500,000 of otherwise
reservable balances from the reserve requirements. A 3% reserve is required for transaction account balances over $9,300,000 and up
to $34,600,000. Transaction account balances over $34,600,000 are subject to a reserve requirement of $1,038,000 plus 10% of any
amount over $34,600,000. The Bank is in compliance with the foregoing reserve requirements. Because required reserves must be
maintained in the form of vault cash, a noninterest-bearing account at a Federal Reserve Bank, or a pass-through account as defined by
the FRB, the effect of this reserve requirement is to reduce the Bank’s interest-earning assets. The balances maintained to meet the
reserve requirements imposed by the FRB may be used to satisfy liquidity requirements imposed by the OTS. FHLB System members
are also authorized to borrow from the Federal Reserve discount window.

Prohibitions Against Tying Arrangements. The Bank is subject to prohibitions on certain tying arrangements. A depository
institution is prohibited, subject to certain exceptions, from extending credit to or offering any other service, or fixing or varying the
consideration for such extension of credit or service, on the condition that the customer obtain some additional product or service from
the institution or its affiliates or not obtain services of a competitor of the institution.

The Bank Secrecy Act. The Bank and NHTB are subject to the Bank Secrecy Act, as amended by the USA PATRIOT Act,
which gives the federal government powers to address money laundering and terrorist threats through enhanced domestic security
measures, expanded surveillance powers, and mandatory transaction reporting obligations. By way of example, the Bank Secrecy Act
imposes an affirmative obligation on the Bank to report currency transactions that exceed certain thresholds and to report other
transactions determined to be suspicious.

Title III of the USA PATRIOT Act takes measures intended to encourage information sharing among financial institutions, bank
regulatory agencies and law enforcement bodies. Further, certain provisions of Title III impose affirmative obligations on a broad
range of financial institutions, including banks, thrifts, brokers, dealers, credit unions, money transfer agents and parties registered
under the Commodity Exchange Act. Among other requirements, the USA PATRIOT Act imposes the following obligations on
financial institutions:

» financial institutions must establish anti-money laundering programs that include, at minimum: (i) internal policies,
procedures, and controls, (ii) specific designation of an anti-money laundering compliance officer, (iii) ongoing employee
training programs, and (iv) an independent audit function to test the anti-money laundering program;

 financial institutions must establish and meet minimum standards for customer due diligence, identification and
verification;

 financial institutions that establish, maintain, administer, or manage private banking accounts or correspondent accounts
in the United States for non-United States persons or their representatives (including foreign individuals visiting the
United States) must establish appropriate, specific, and, where necessary, enhanced due diligence policies, procedures,
and controls designed to detect and report money laundering through those accounts;

 financial institutions are prohibited from establishing, maintaining, administering or managing correspondent accounts for
foreign shell banks (foreign banks that do not have a physical presence in any country), and are subject to certain
recordkeeping obligations with respect to correspondent accounts of foreign banks; and

*  bank regulators are directed to consider a bank’s or holding company’s effectiveness in combating money laundering
when ruling on Federal Reserve Act and Bank Merger Act applications.

Office of Foreign Assets Control. The Bank and NHTB, like all United States companies and individuals, are prohibited from
transacting business with certain individuals and entities named on the Office of Foreign Assets Control’s list of Specially Designated
Nationals and Blocked Persons. Failure to comply may result in fines and other penalties. The Office of Foreign Asset Control issued
guidance directed at financial institutions in which it asserted that it may, in its discretion, examine institutions determined to be high-
risk or to be lacking in their efforts to comply with these prohibitions.
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Holding Company Regulation

NHTB is a savings and loar holding company regulated by the OTS. As such, NHTB is registered with and subject to OTS
examination and supervision, as well as certain reporting requirements. In addition, the OTS has enforcement authority over NHTB
and any of its non-savings institution subsidiaries. Among other things, this authority permits the OTS to restrict or prohibit activities
that are determined to be a serious risk to the financial safety, soundness or stability of a subsidiary savings institution. Unlike bank
holding companies, federal savings and loan holding companies are not currently subject to regulatory capital requirements or to
supervision by the FRB, but, as noted above, this will change as of the Transfer Date.

HOLA prohibits a savings and loan holding company, directly or indirectly, or through one or more subsidiaries, from acquiring
control (as defined under HOLA) of another savings institution without prior OTS approval. In addition, a savings and loan holding
company is prohibited from directly or indirectly acquiring, (i) through mergers, consolidation or purchase of assets, another savings
association or a holding company thereof, or acquiring all or substantially all of the assets of such association or company without
prior OTS approval; and (ii) control of any depository institution not insured by the FDIC (except through a merger with and into the
holding company’s savings institution association that is approved by the OTS).

A savings and loan holding company may not acquire as a separate subsidiary an insured institution that has a principal office
outside of the state where the principal office of its subsidiary institution in located, except, (i) in the case of certain emergency
acquisitions approved by the FDIC; (ii) if the holding company controls a savings institution subsidiary that operated a home or
branch office in such additional state as of March 5, 1987; or (iii) if the laws of the home state of the savings institution to be acquired
specifically authorize a savings institution chartered by that state to be acquired by a savings institution chartered by the state where
the acquiring savings institution or savings and loan holding company is located or by a holding company that controls such a state
chartered association.

Laws governing savings and loan holding companies historically have classified such entities based upon the number of thrift
institutions which they control. NHTB is classified as a unitary savings and loan holding company because it controls only one thrift,
the Bank. Under the Gramm Leach Bliley Act of 1999 (GLB Act), any company which becomes a unitary savings and loan holding
company pursuant to a charter application filed with the OTS after May 4, 1999, is prohibited from engaging in non-financial
activities or affiliating with non-financial companies. All unitary savings and loan holding companies in existence prior to May 4,
1999, such as NHTB, are “grandfathered” under the GLB Act and may continue to operate as unitary savings and loan holding
companies without any limitation: in the types of businesses with which they may engage at the holding company level, provided that
the thrift subsidiary of the holding company continues to satisfy the QTL test.

Transactions between the Bank and NHTB and its other subsidiaries are subject to various conditions and limitations. See
“Regulation of Federal Savings Associations - Transactions with Affiliates” and “Regulation of Federal Savings Associations -
Limitation on Capital Distributions.”

The Sarbanes-Oxley Act. As a public company, NHTB is subject to the Sarbanes-Oxley Act. Sarbanes-Oxley Act-related
principal legislation and the derivative regulation and rule making promulgated by the SEC includes:
+ the creation of an independent accounting oversight board;
*  auditor independence provisions which restrict non-audit services that accountants may provide to their audit clients;

*  additional corporate governance and responsibility measures, including the requirement that the chief executive officer
and chief financial officer certify financial statements;

*  arequirement that cornpanies establish and maintain a system of internal control over financial reporting and that a
company’s management provide an annual report regarding its assessment of the effectiveness of such internal control
over financial reporting to the company’s independent accountants and that such accountants provide an attestation report
with respect to management’s assessment of the effectiveness of the company’s internal control over financial reporting;

* the forfeiture of bonu:es or other incentive-based compensation and profits from the sale of an issuer’s securities by
directors and senior officers in the twelve month period following initial publication of any financial statements that later
require restatement;

*  anincrease in the oversight of, and enhancement of certain requirements relating to audit committees of public companies
and how they interact with the company’s independent auditors;

*  the requirement that audit committee members must be independent and are absolutely barred from accepting consulting,
advisory or other compensatory fees from the issuer;

¢ the requirement that companies disclose whether at least one member of the audit committee is a “financial expert” (as
such term is defined by the SEC) and if not, why not;

*  expanded disclosure requirements for corporate insiders, including accelerated reporting of stock transactions by insiders
and a prohibition on insider trading during pension blackout periods;
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« aprohibition on personal loans to directors and officers, except certain loans made by insured financial institutions;
» disclosure of a code of ethics and filing a Form 8-K to notify investors of a change or waiver of such code;
* mandatory disclosure by analysts of potential conflicts of interest; and

» arange of enhanced penalties for fraud and other violations.

Section 402 of the Sarbanes-Oxley Act of 2002 prohibits the extension of personal loans to directors and executive officers of
issuers (as defined in the Sarbanes-Oxley Act). The prohibition, however, does not apply to mortgages advanced by an insured
depository institution, such as the Bank, that are subject to the insider lending restrictions of Section 22(h) of the Federal Reserve Act.

Federal Securities Laws. NHTB’s common stock is registered with the SEC under Section 12(b) of the Securities Exchange
Act of 1934, as amended (Exchange Act). NHTB is subject to information, proxy solicitation, insider trading restrictions and other
requirements under the Exchange Act.

Quotation on Nasdaq. NHTB’s common stock is quoted on The Nasdaq Global Market of the NASDAQ Stock Market LLC
(NASDAQ). In order to maintain such quotation, NHTB is subject to certain corporate governance requirements, including:

* amajority of its board must be composed of independent directors;

* the requirement to have an audit committee composed of at least three directors, each of whom is an independent director,
as such term is defined by both the rules of NASDAQ and by the Exchange Act, as amended, and regulations promulgated
thereunder;

» that the nominating committee and compensation committee must also be composed entirely of independent directors; and

+ that the audit committee and nominating committee must each have a publicly available written charter.

Taxation

A thrift institution organized in stock form which utilizes the bad debt reserve method for bad debt will be subject to certain
recapture taxes on such reserves in the event it makes certain types of distributions to its stockholders. Dividends may be paid out of
appropriated retained income without the imposition of any tax on an institution to the extent that the amounts paid as dividends do
not exceed such current and accumulated earnings and profits as calculated for federal income tax purposes. Stock redemptions,
dividends paid in excess of an institution’s current and accumulated earnings and profits as calculated for tax purposes, and partial or
complete liquidation distributions made with respect to an institution’s stock, however, are deemed under applicable provisions of the
Internal Revenue Code to be made from the institution’s bad debt reserve, to the extent that such reserve exceeds the amount that
could have been accumulated under the actual experience method. In the event a thrift institution makes a distribution that is treated as
having been made from the tax bad debt reserve, the distribution is treated as an after tax distribution and the institution will be liable
for tax on the gross amount before tax at the then current tax rate. Amounts added to the bad debt reserves for federal income tax
purposes are also used by the Bank to meet the OTS reserve requirements described under “Regulation-Insurance of Accounts.”

The Bank’s tax returns have been audited and accepted through December 31, 1996 by the Internal Revenue Service.

State Income Tax

The Bank is subject to an annual Business Profits Tax imposed by the State of New Hampshire at the rate of 8.50% of the total
amount of federal taxable income, less deductions for interest earned on United States government securities. The State of New
Hampshire has also instituted a Business Enterprise Tax which places a tax on certain expense items, including interest, dividends,
wages, benefits and pensions which are each taxed at a rate of 0.75%. Business Enterprise Taxes are allowed as a credit against the
Business Profits Tax.

Upon conversion to a holding company, NHTB became subject to a state franchise tax imposed by Delaware. For the year ended
2010, the Delaware franchise tax amounted to $101,944.

EMPLOYEES

At December 31, 2010, Lake Sunapee Bank had a total of 215 full-time employees and 34 part-time employees. These
employees are not represented by collective bargaining agents. The Bank believes that its relationship with its employees is good.

Item 1A. Risk Factors

As a smaller reporting company, we are not required to provide the information required by this Item.
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Item 1B. Unresolved Staff Comments

As a smaller reporting company, we are not required to provide the information required by this Item.

Item 2. Properties
At December 31, 2010, the 3ank had 28 banking offices located in New Hampshire and Vermont as follows:

Location Leased Owned Total
New Hampshire:
L ANAOVET ..o ettt et e be e re s er e beernesrsesas e snesvens 1 — 1
2. Bradford ......... coooceieiieeeeeeeeeee e e, — 1 1
3. ClaremOnL........cocceeecriereceeteeeeeeeereesreereseesse e resse et e et nsesseeaseereenbeeseens 1 — 1
4, ENfICld.. oot et s ae e s e aa e ne e, 1 — 1
5. Grantham.........ccoociiiiiiiiiieeiecee ettt ettt te e er e e e e ne e e e e eaans — 1 1
6. HBNOVET .....cocu eiieeiiieteercnreccer e esteenressne s ee s eresan e et e e aa e s saassbesenrennns 1 — 1
T HILISDOTO.....vcve vreievieeieiere e stee ettt vebesanesbe s beaee e srseresa e s ensesesns — 1 1
8. Lebanon.......c..coeciiieeeece e e 1 2 3
9. MIIfOId ... et re e st ar e ea e ere e — 1 1
JO.NEW LONAON. ....ooiiiiiiciiiecteeceeeete ettt et st eea e sanesanen. — 2 2
L1 NEWDUIY ..ot ittt ettt et e ba s e s b ssa s nnas 1 — 1
L2, NEWPOTL ..ot ieiieieceriier ettt ste st e en et et sesree s e s e e b e sa e s sseneas — 2 2
13, Peterborough .......c.coiiiriiiieeeieeceenre sttt 1 — 1
14, SUNAPEE ...ttt sttt et — 1 1
15. WeSt Lebanoi......couieeceieiciiiceiieceeeeeteeeee et st aa s, 1 — 1
Vermont:
L. BIandomn......c...coovieiiiiiciieccreecieecet s e e sere s ere e s st e e bae s st s et e e nane e, 1 2 3
2. PAttSTOIA.....eee ettt et s et e, — 1 1
3L RULIANG .. e e, 1 1 2
4. West RUtland. ........coooeieeiieieeeceee et e e, — 1 1
5. WOOASLOCK. ... ceeeeeeieieeceer ettt e e e et e et e e s e e e e aeeaessens — 2 2
Total Banking OffiCes. ....c.ccceirirrnincrccircririe et e, 10 18 28

Lease expiration dates range from 1 to 5 years with renewal options of 1 to 5 years.

Lake Sunapee Group, Inc. i headquartered in Newport, New Hampshire and has no other offices. Lake Sunapee Financial
Services Corp. is headquartered in Newport, New Hampshire and has no other offices.

The total net book value of premises and equipment at December 31, 2010 was $16.7 million. See Note 5 — Premises and
equipment in the Notes to Consolidated Financial Statements elsewhere in this report for additional information.

Item 3. Legal Proceedings

There is no material litigaticn pending in which the Company or any of its subsidiaries is a party or of which any of their
property is subject, other than ordinary routine litigation incidental to the Company’s business.

Item 4. Removed and Reserved
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PART I
Item 5. Market for the Registrant’s Common Stock, Related Stockholder Matters and Issuer Purchases of Equity Securities

The following table shows the market range for the Company’s common stock based on reported sales prices on the NASDAQ
Global Market. New Hampshire Thrift Bancshares, Inc. is traded under the symbol “NHTB.”

Period High Low
2010 First Quarter $§ 1088 § 9.40
Second Quarter 11.65 9.90
Third Quarter 10.71 9.79
Fourth Quarter 13.10 10.95
2009 First Quarter $ 830 $ 6.40
Second Quarter 10.40 6.95
Third Quarter 10.38 9.21
Fourth Quarter 9.99 8.77

As of March 16, 2011, the Company had approximately 738 stockholders of record. The number of stockholders does not reflect
the number of persons or entities who held their stock in nominee or “street” name through various brokerage firms.

The following table sets forth certain information regarding per share dividends declared on the Company’s common stock:

2010 2009
First QUATTET ......cocvevuereieieiectieereecstee ettt er et e s et sns e e s saesasons $ 01300 $ 0.1300
Second QUATLET...........ceeveeerereeeeeeeeete ettt sess e s saeeee 0.1300 0.1300
Third QUATET......c.ceveieriieriereeieceeeeteee sttt s s s st s s e eneons 0.1300 0.1300
Fourth QUATLET..........ccooveieieieteeteeteeeeceet et er e sn s st aennens 0.1300 0.1300

For information regarding limitations on the declaration and payment of dividends by New Hampshire Thrift Bancshares, Inc.,
see Note 16 of the Consolidated Financial Statements. The Company anticipates continuing to pay dividends in 2011.

Item 6. Selected Financial Data

As a smaller reporting company, we are not required to provide the information required by this Item.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
General

The Company’s profitability is derived from the Bank. The Bank’s earnings are primarily generated from the difference between
the yield on its loans and investments and the cost of its deposit accounts and borrowings. Loan origination fees, retail-banking service
fees, and gains on security and loan transactions supplement these core earnings.

Overview

*  Total assets stood at $995,053,884 at December 31, 2010, an increase of $32,452,697, or 3.37%, from $962,601,187 at
December 31, 2009.

*  Net loans increased $55,181,181, or 8.90%, to $675,513,787 at December 31, 2010 from $620,332,606 at December 31,
2009.

* In 2010, the Bank originated $341,457,443 in loans, compared to $309,592,066 in 2009.

*  The Bank’s loan servicing portfolio increased to $370,331,523 at December 31, 2010 from $352,066,692 at December 31,
2009, an increase of $18,264,831, or 5.19%.

¢ The Company earned $7,947,435, or $1.29 per common share, assuming dilution, for the year ended December 31, 2010,
compared to $6,597,706, or $1.06 per common share, assuming dilution, for the year ended December 31, 2009.

* Net interest and dividend income for the year ended December 31, 2010 increased $1,604,272, or 5.87%, to $28,912,232
from $27,307,960 for the same period in 2009.

»  The Bank’s interest rate spread decreased to 3.17% at December 31, 2010 from 3.32% at December 31, 2009.
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Economic Conditions

Nationally, concerns remain regarding discretionary consumer spending. Consumers may have more of a willingness to spend,
but they continue to be encumbered by debt. The impact of higher debt levels and lower incomes is expected to continue to restrict
consumer spending. The economic outlook remains cautious as the national unemployment rate remains high and is expected to
continue to decrease gradually. Overall, economic conditions are expected to improve slowly in a half-speed recovery. Unemployment
affects all lending categories through its impact on consumer spending, commercial cash flows and capacities for debt repayment. In
addition as general market conditions improve, a certain sector of deposits historically returns to the investment market leaving the
security of banks behind.

The states of New Hampshire and Vermont benefit from unemployment rates that are within the lowest 10% across the country
at December 31, 2010. The seasonally adjusted unemployment rate in New Hampshire was 5.50% in December 2010, remaining well
below the 9.40% seasonally adjusted National rate. The December 2010 rate in New Hampshire decreased 20.29% compared to the
December 2009 rate of 6.90%, while the National rate decreased 5.05% during the same period. In December 2010, Vermont’s
seasonally adjusted unemployment rate was 5.80%, a decrease of 13.43% over the rate of 6.70 % in December 2009.

The AP Economic Stress Index (AP-ESI) measures the relative impact of the recession and its recovery by integrating the
cumulative effect of three economic indicators: unemployment, foreclosures, and bankruptcy. Higher stress indices indicate a
worsening economy, while decreases indicate an improving economy. The December 2010 AP-ESI for New Hampshire was 6.95%,
or 123 basis points lower than December 2009, a decrease of 15.04%. The December 2010 AP-ESI for Vermont was 6.19%, or 95
basis points lower than December 2009, a decrease of 13.31%. Foreclosures and bankruptcies in both states measured at December 31,
2010 were up compared December 31, 2009.

On the residential real estate front, New Hampshire home sales statewide were down 1.47% for the year ended December 31,
2010 compared to the same period in 2009 while the median home price was flat comparing the same periods. There were 3.38% more
New Hampshire listings on the market during the year ended December 31, 2010 compared to the same period in 2009, and the time
on the market increased 2.29% to 134 days for the same year-to-date period comparison. Vermont home sales statewide were up
1.72% for the year ended December 31, 2010 compared to the same period in 2009 while the median home price increased $1,500, or
0.82%, during the same period. There were 4.59% fewer Vermont listings on the market during the year ended December 31, 2010
compared to the same period in 2009, and the time on the market increased 13.91% to 172 days for the same year-to-year comparison.

Management expects these :conomic factors to continue to impact lending, deposits and net interest income during 2011.
Management continually assesses current and changing economic conditions and their impacts on the financial instruments of the
institution including, but not limited to, the collectability of loans, delinquencies, asset quality, funding, liquidity, and specific and
general earnings impacts.

Critical Accounting Policies

The Company considers the following accounting policies to be most critical in their potential effect on its financial position or
results of operations:

Allowance for Loan Losses

The allowance for loan losses is established through a charge to the provision for loan losses. Provisions are made to reserve for
estimated losses in outstanding loan balances. The allowance for loan losses is a significant estimate and is regularly reviewed by the
Company for adequacy by assessing such factors as changes in the mix and volume of the loan portfolio; trends in portfolio credit
quality, including delinquency and charge-off rates; and current economic conditions that may affect a borrower’s ability to repay. The
Company’s methodology with respect to the assessment of the adequacy of the allowance for loan losses is more fully discussed on
pages 30-34 of Management’s Discussion and Analysis of Financial Conditions and Results of Operations.

Income Taxes

The Company must estimat: income tax expense for each period for which a statement of operations is presented. This involves
estimating the Company’s actual current tax exposure as well as assessing temporary differences resulting from differing treatment of
items, such as timing of the deduction of expenses, for tax and accounting purposes. These differences result in deferred tax assets and
liabilities, which are included in the Company’s consolidated balance sheets. The Company must also assess the likelihood that any
deferred tax assets will be recovered from future taxable income and to the extent that recovery is not likely, a valuation allowance
must be established. Significant management judgment is required in determining income tax expense and deferred tax assets and
liabilities. At December 31, 2010, there were no valuation allowances set aside against any deferred tax assets.
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Interest Income Recognition

Interest on loans is included in income as eamned based upon interest rates applied to unpaid principal. Interest is not accrued on
loans 90 days or more past due. Interest is not accrued on other loans when management believes collection is doubtful. All loans
considered impaired are nonaccruing. Interest on nonaccruing loans is recognized as payments are received when the ultimate
collectibility of interest is no longer considered doubtful. When a loan is placed on nonaccrual status, all interest previously accrued is
reversed against current-period interest income.

Capital Securities

On March 30, 2004, NHTB Capital Trust II (“Trust II”’), a Connecticut statutory trust formed by the Company, completed the
sale of $10.0 million of Floating Capital Securities, adjustable every three months at LIBOR plus 2.79% (“Capital Securities II”).
Trust II also issued common securities to the Company and used the net proceeds from the offering to purchase a like amount of
Junior Subordinated Deferrable Interest Debentures (“Debentures II”) of the Company. Debentures II are the sole assets of Trust II.
Total expenses associated with the offering of $160,402 are included in other assets and are being amortized on a straight-line basis
over the life of Debentures II.

Capital Securities II accrue and pay distributions quarterly based on the stated liquidation amount of $10 per capital security.
The Company has fully and unconditionally guaranteed all of the obligations of Trust II. The guaranty covers the quarterly
distributions and payments on liquidation or redemption of Capital Securities II, but only to the extent that Trust II has funds
necessary to make these payments.

Capital Securities II are mandatorily redeemable upon the maturing of Debentures II on March 30, 2034 or upon earlier
redemption as provided in the Indenture. The Company has the right to redeem Debentures II, in whole or in part, on or after
March 30, 2009 at the liquidation amount plus any accrued but unpaid interest to the redemption date.

On March 30, 2004, NHTB Capital Trust III (“Trust III’), a Connecticut statutory trust formed by the Company, completed the
sale of $10.0 million of 6.06% 5 Year Fixed-Floating Capital Securities (“Capital Securities III”’). Trust III also issued common
securities to the Company and used the net proceeds from the offering to purchase a like amount of 6.06% Junior Subordinated
Deferrable Interest Debentures (“Debentures 1II”) of the Company. Debentures III are the sole assets of Trust III. Total expenses
associated with the offering of $160,402 are included in other assets and are being amortized on a straight-line basis over the life of
Debentures I11.

Capital Securities III accrue and pay distributions quarterly at an annual rate of 6.06% for the first 5 years of the stated
liquidation amount of $10 per capital security. The Company has fully and unconditionally guaranteed all of the obligations of the
Trust. The guaranty covers the quarterly distributions and payments on liquidation or redemption of Capital Securities III, but only to
the extent that the Trust has funds necessary to make these payments.

Capital Securities III are mandatorily redeemable upon the maturing of Debentures III on March 30, 2034 or upon earlier
redemption as provided in the Indenture. The Company has the right to redeem Debentures III, in whole or in part, on or after
March 30, 2009 at the liquidation amount plus any accrued but unpaid interest to the redemption date.

Interest Rate Swap

On May 1, 2008, the Company entered into an interest rate swap agreement with PNC Bank, effective on June 17, 2008. The
interest rate agreement converts Trust II’s interest rate from a floating rate to a fixed-rate basis. The interest rate swap agreement has a
notional amount of $10 million maturing June 17, 2013. Under the swap agreement, the Company is to receive quarterly interest
payments at a floating rate based on three month LIBOR plus 2.79% and is obligated to make quarterly interest payments at a fixed-
rate of 6.65%.

Comparison of Years Ended December 31, 2010 and 2009
Financial Condition

Total assets increased $32,452,697, or 3.37%, to $995,053,884 at December 31, 2010 from $962,601,187 at December 31, 2009.
Cash and Federal Home Loan Bank overnight deposits decreased $4,825,758, or 12.69%, as cash was used to partially fund loan
growth.

Total net loans receivable excluding loans held-for-sale increased $55,181,181, or 8.90%, to $675,513,787 at December 31,
2010 compared to $620,332,606 at December 31, 2009. The Bank’s conventional real estate loan portfolio increased $19,914,619, or
6.08%, to $347,605,965 at December 31, 2010 from $327,691,346 at December 31, 2009. The outstanding balances on home equity
loans and lines of credit increased $1,273,296 to $74,883,507 over the same period. Construction loans increased $902,225, or 4.93%,
to $19,210,102. Commercial real estate loans increased $7,929,275 over the same period, or 5.84%, to $143,767,814. The increase in
commercial real estate loans represents loans to existing commercial customers, new commercials customers and a participation loan

21



purchase of $5,000,000 offset by rnormal amortizations and prepayments as well as principal pay-downs. Additionally, consumer loans
decreased $1,292,531, or 13.79%, to $8,078,946 and commercial and municipal loans increased $26,974,283, or 43.24%, to
$89,361,109. In particular, the Bank saw an increase of $21,438,925 in loans to municipalities. Sold loans totaled $370,331,523 at
December 31, 2010, an increase of $18,264,831, or 5.19%, compared to $352,066,692 at December 31, 2009. Sold loans are loans
originated by the Bank and sold to the secondary market with the Bank retaining the majority of servicing of these loans. The Bank
expects to continue to sell fixed-rate loans into the secondary market, retaining the servicing, in order to manage interest rate risk and
control growth. Typically, the Bark holds adjustable-rate loans in portfolio. At December 31, 2010, adjustable-rate mortgages
comprised approximately 70% of the Bank’s real estate mortgage loan portfolio, which is lower than in prior years as the Bank in
2010 originated shorter-term loans, such as the ten-year fixed mortgage loan, which are held in portfolio. Non-performing assets were
1.01% of total assets and 1.46% o total loans at December 31, 2010, compared to 0.64% and 0.98%, respectively, at December 31,
2009, primarily due to an increase of $4,501,229 in loans classified as troubled debt restructured.

The fair value of investment securities available-for-sale decreased $22,308,586, or 10.22%, to $195,984,515 at December 31,
2010, from $218,293,101 at December 31, 2009. The Bank realized $2,082,910 in the gains on the sales and calls of securities during
2010, compared to $3,648,795 in gains on the sales and calls of securities recorded during 2009. At December 31, 2010, the Bank’s
investment portfolio had a net unrcalized holding loss of $317,372, compared to a net unrealized holding loss of $837,491 at
December 31, 2009. The securities in the Bank’s investment portfolio that are temporarily impaired at December 31, 2010 consist of
debt securities issued by U.S. Government corporations or agencies, corporate debt with investment-grade credit ratings, municipal
bonds and preferred stock issued by corporations. Management does not intend to sell these securities in the near term. As
management has the ability to hold debt securities until maturity and equity securities for the foreseeable future, no declines are
deemed to be other than temporarv.

Real estate owned and property acquired in settlement of loans was at $75,000 at December 31, 2010, representing one property
located in New Hampshire, compzred to $100,000 at December 31, 2009, representing one property located in New Hampshire.

Goodwill was unchanged at $27,293,470 at December 31, 2010, compared to December 31, 2009. Goodwill includes
$7,503,046 related to the acquisition of First Brandon Financial Corporation and $7,650,408 related to the acquisition of First
Community Bank, both of which occurred in 2007. Goodwill also includes $2,471,560 relating to the acquisition of Landmark Bank in
1998 and $9,668,456 relating to the acquisition of three branch offices of New London Trust in 2001. An independent third-party
analysis of goodwill indicates no impairment at December 31, 2010.

Core deposit intangibles decreased to $1,550,139 at December 31, 2010, compared to $2,023,806 at December 31, 2009. The
Bank amortized $473,667 during 2010 and utilized the sum-of-the-years-digits method over ten years to amortize the core deposit
intangibles. An independent third-party analysis of core deposit intangibles indicates no impairment at December 31, 2010.

Total deposits increased $4,790,349, or 5.96%, to $778,219,117 at December 31, 2010 from $734,428,768 at December 31,
2009. The Bank was able to retain and attract deposits as customers were drawn to the safety and guarantee of FDIC insurance
resulting from uncertain credit markets and a lingering national recession. In addition, the Bank saw increases in deposits by
municipalities as more of its bids for such deposits were accepted.

Advances from the Federal Home Loan Bank (FHLB) decreased $20,002,645, or 20.84%, to $75,959,361 from $95,962,006 at
December 31, 2009. The Bank prepaid $30 million during December 2010 utilizing excess cash generated by deposit increases and
investment activity. The weighted average interest rate for the outstanding FHLB advances was 2.40% at December 31, 2010,
compared to 1.71% at December 1, 2009.

Liquidity and Capital Resources

The Bank is required to maiatain sufficient liquidity for safe and sound operations. At year-end 2010, the Bank’s liquidity was
sufficient to cover the Bank’s anticipated needs for funding new loan commitments of approximately $39.8 million. The Bank’s
source of funds is derived primarily from net deposit inflows, loan amortizations, principal pay downs from loans, sold loan proceeds,
and advances from the FHLB. At December 31, 2010, the Bank had approximately $161.6 million in additional borrowing capacity
from the FHLB.

At December 31, 2010, the Company’s stockholders’ equity totaled $92,391,419, compared to $87,776,253 at December 31,
2009. The increase of $4,615,166 reflects net income of $7,947,435, the payout of $3,001,321 in common stock dividends, the payout
of $500,000 in preferred stock dividends, the exercise of stock options in the amount of $19,901, including a tax benefit, and other
comprehensive income in the amount of $149,151.
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On June 12, 2007, the Company reactivated a previously adopted but incomplete stock repurchase program to repurchase up to
an additional 253,776 shares of common stock. At December 31, 2010, 148,088 shares remained to be repurchased under the plan.
The Board of Directors of the Company has determined that a share buyback is appropriate to enhance stockholder value because such
repurchases generally increase earnings per common share, return on average assets and on average equity; three performing
benchmarks against which bank and thrift holding companies are measured. The Company buys stock in the open market whenever
the price of the stock is deemed reasonable and the Company has funds available for the purchase. During 2010, no shares were
repurchased. As a participant in the Capital Purchase Program established by the U.S. Department of the Treasury (“Treasury”) under
the Emergency Economic Stabilization Act of 2009 (the “EESA”), the Company is prohibited from repurchasing shares of its common
stock, except in certain circumstances, without the consent of the Treasury prior to January 16, 2012.

At December 31, 2010, the Company had funds in the amount of $5,599,507. Total cash needs for the Company during 2011 are
estimated to be approximately $4.8 million with $3.0 million projected to be used to pay dividends on the Company’s common stock,
$1.0 million to pay interest on the Company’s capital securities, $0.5 million to pay interest dividends on the Company’s Series A
Preferred Stock (as defined below), and approximately $300,000 for ordinary operating expense. The Bank pays dividends to the
Company as its sole stockholder, within guidelines set forth by the Office of Thrift Supervision (OTS). Since the Bank is well
capitalized and has capital in excess of regulatory requirements, it is anticipated that funds will be available to cover additional
Company cash requirements for 2011, if needed, as long as earnings at the Bank are sufficient to maintain adequate Tier I capital.

Net cash provided by operating activities increased $4,620,500 to $10,400,950 in 2010 from $6,140,450 in 2009. The increase
includes a decrease in the amount of $3,770,000 in provision for loan losses, a decrease in gains on sales and calls of securities of
$1,565,885, an increase in amortization of securities, net, of $678,698, a decrease in the change in mortgage servicing rights of
$703,657, an increase in loans held-for sale of $3,669,091, a decrease in deferred tax benefit of $1,096,422, a decrease in accrued
interest receivable and other assets of $2,494,966 in 2010 as compared to an increase in 2009, and an increase of $1,443,270 in the
change in accrued expenses and other liabilities.

Net cash flows used in investing activities totaled $37,502,607 in 2010, compared to net cash flows used in investing activities
of $105,093,049 in 2009, a decrease of $67,590,442. During 2010, net cash used by loan originations and net principal collections
increased by $59,358,954 as the Bank’s loans held in portfolio increased while net cash provided by securities available-for-sale
increased $137,226,307. In addition, $1,765,000 was used to purchase an additional investment in Charter Holding Corp. during 2010.

Net cash flows provided by financing activities totaled $22,275,899 in 2010, compared to net cash flows provided by financing
activities of $114,429,560 in 2009, a change of $92,153,661. Net cash used for FHLB advances increased $49,617,754 during 2010
compared to 2009 as cash provided by deposits decreased $37,285,094.

The Bank expects to be able to fund loan demand and other investing activities during 2011 by continuing to utilize the FHLB’s
advance program and cash flows from securities and loans. On December 31, 2010, approximately $39.8 million in commitments to
fund loans had been made. Management is not aware of any trends, events, or uncertainties that will have, or that are reasonably likely
to have, a material effect on the Bank’s liquidity, capital resources or results of operations.

On January 16, 2009, as part of the Capital Purchase Program, the Company entered into a Letter Agreement with the Treasury
pursuant to which the Company issued and sold to Treasury 10,000 shares of the Company’s Fixed-rate Cumulative Perpetual
Preferred Stock, Series A, par value $0.01 per preferred share, having a liquidation reference of $1,000 per preferred share (the “Series
A Preferred Stock™) and a ten-year warrant to purchase up to 184,275 shares of the Company’s common stock, par value $0.01 per
common share (the “Common Stock”), at an initial exercise price of $8.14 per common share (the “Warrant™), for an aggregate
purchase price of $10.0 million in cash. All of the proceeds from the sale of the Series A Preferred Stock are treated as Tier 1 capital
for regulatory purposes.

Cumulative dividends on the Series A Preferred Stock accrue on the liquidation preference at a rate of 5% per annum for the
first five years, and at a rate of 9% per annum thereafter, but will be paid only when declared by the Company’s Board of Directors.
The Series A Preferred Stock has no maturity date and ranks senior to the Common Stock with respect to the payment of dividends
and distributions and amounts payable upon liquidation, dissolution and winding up of the Company.

The Series A Preferred Stock generally is non-voting, other than class voting on certain matters that could adversely affect the
Series A Preferred Stock. Please refer to Note 19 of the Consolidated Financial Statements for further discussion.

The OTS requires that the Bank maintain tangible, core, and total risk-based capital ratios of 1.50%, 4.00%, and 8.00%,
respectively. At December 31, 2010, the Bank’s ratios were 8.28%, 8.28%, and 12.67%, respectively, well in excess of the OTS
requirements for well-capitalized banks.
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Book value per common share was $14.26 at December 31, 2010, compared to $13.48 per common share at December 31, 2009.
Tangible book value per common share was $9.27 at December 31, 2010. Tangible book value per common share is a non-GAAP
financial measure calculated using GAAP amounts. Tangible book value per common share is calculated by dividing tangible
common equity by the total number of shares outstanding at a point in time. Tangible common equity is calculated by excluding the
balance of goodwill, other intangible assets and preferred stock from the calculation of shareholder’s equity. The Company believes
that tangible book value per common share provides information to investors that is useful in understanding its financial condition.
Because not all companies use the same calculation of tangible common equity and tangible book value per common share, this
presentation may not be comparable to other similarly titled measures calculated by other companies.

A reconciliation of these non-GAAP financial measures is provided below:

December 31, 2010 December 30, 2009
Shareholders’ equity........cccocevmrvinerineieininincncees $ 92,391,419 § 87,776,253
Less goodWill.......ccoveveniieeniniineiceeceneeneerene 27,293,470 27,293,470
Less other intangible assets ..........ccccceveeveenieercncrncnns 1,550,139 2,023,806
Less preferrad Stock........coveveeverieieenennvnieeercnnenn 10,000,000 10,000,000
Tangible cOMMON EQUILY.......cccoeevererrerecirrterereeeneseeeereeens $ 53,547,810 § 48,458,977
Ending common shares outstanding............ccccoceevvrvrvenecnen 5,773,772 5,771,772
Tangible book value per common share................ccecuenn... $ 927 $ 8.40

Impact of Inflation

The financial statements ancl related data presented elsewhere herein are prepared in accordance with generally accepted
accounting principles (GAAP), which require the measurement of the Company’s financial position and operating results generally in
terms of historical dollars and current market value, for certain loans and investments, without considering changes in the relative
purchasing power of money over time due to inflation. The impact of inflation is reflected in the increased cost of operations.

Unlike other companies, nerly all of the assets and liabilities of a bank are monetary in nature. As a result, interest rates have a
far greater impact on a bank’s performance than the effects of the general level of inflation. Interest rates do not necessarily move in
the same direction or to the same extent as the price of goods and services, since such prices are affected by inflation. Liquidity and
the maturity structure of the Bank's assets and liabilities are important to the maintenance of acceptable performance levels.

Interest Rate Sensitivity

The principal objective of the Bank’s interest rate management function is to evaluate the interest rate risk inherent in certain
balance sheet accounts and determine the appropriate level of risk given the Bank’s business strategies, operating environment, capital
and liquidity requirements and performance objectives, and to manage the risk consistent with the Board of Director’s approved
guidelines. The Bank’s Board of Directors has established an Asset/Liability Committee (ALCO) to review its asset/liability policies
and interest rate position. Trends and interest rate positions are reported to the Board of Directors monthly.

Gap analysis is used to examine the extent to which assets and liabilities are “rate 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. The interest rate sensitivity gap is
defined as the difference between the amount of interest-earning assets maturing or repricing within a specified period of time and the
amount of interest-bearing liabilities maturing or repricing within the same specified period of time. The strategy of matching rate
sensitive assets with similar liabilities stabilizes profitability during periods of interest rate fluctuations.

The Bank’s one-year cumulative interest-rate gap at December 31, 2010, was positive 0.60%, compared to the December 31,
2009 gap of negative 7.10%. At December 31, 2010, repricing liabilities over the next twelve months were $5.3 million less than
repricing assets for the same period compared to repricing liabilities exceeding repricing assets in the amount of $60.8 million at
December 31, 2009. With an asset sensitive (positive) gap, if rates were to rise, net interest margin would likely increase and if rates
were to fall, the net interest margin would likely decrease. At 0.60%, the assets and liabilities scheduled to reprice during 2011 are
fairly well-matched.

The Bank continues to offer adjustable-rate mortgages, which reprice at one, three, five and seven-year intervals. In addition, the
Bank sells most fixed-rate mortgayzes into the secondary market in order to minimize interest rate risk and provide liquidity.

As another part of its interest rate risk analysis, the Bank uses an interest rate sensitivity model, which generates estimates of the
change in the Bank’s net portfolio value (NPV) over a range of interest rate scenarios. The OTS produces the data quarterly using its
own model and data submitted by the Bank.
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NPV is the present value of expected cash flows from assets, liabilities and off-balance sheet contracts. The NPV ratio, under
any rate scenario, is defined as the NPV in that scenario divided by the market value of assets in the same scenario. Modeling changes
require making certain assumptions, which may or may not reflect the manner in which actual yields and costs respond to the changes
in market interest rates. In this regard, the NPV model assumes that the composition of the Bank’s interest sensitive assets and
liabilities existing at the beginning of a period remain constant over the period being measured and that a particular change in interest
rates is reflected uniformly across the yield curve. Accordingly, although the NPV measurements and net interest income models
provide an indication of the Bank’s interest rate risk exposure at a particular point in time, such measurements are not intended to and
do not provide a precise forecast of the effect of changes in market rates on the Bank’s net interest income and will likely differ from
actual results.

The following table shows the Bank’s interest rate sensitivity (gap) table at December 31, 2010:

0-3 3-6 6 Months- 13 Beyond
Months Months 1 Year Years 3 Years Total
($ in thousands)
Interest-earning assets:
LOANS.....ciiiieieiertetreert ettt $ 151,246 § 59,453 $ 108,791 § 185,823 $ 170,201 § 675,514
Investments and ..........coeeeevevienieninncneeneeren e,
overnight deposit..........coeevevreerenrrenrrcnerceeencnn, 21,004 11,319 20,601 55,931 98,830 207,685
TOtAL...ceiiceee ettt et 172,250 70,772 129,392 241,754 269,031 883,199
Interest-bearing liabilities:
DEPOSILS ...vveereereeieetererteerteeteereseseeetaeseseesssasssesnens 192,883 56,287 86,795 57,102 331,887 724,954
Repurchase agreements............ccceceveereneceeceserseeneenee 16,165 — — — — 16,165
BOITOWINES ....coovieirieirieie ettt ree e e sseenees — 5,000 10,000 30,000 30,959 75,959
TOtAL..ceeeieete ettt 209,048 61,287 96,795 87,102 362,846 817,078
Period Sensitivity ap......c.cocveeeereerrererennereeseesenseenen: (36,798) 9,485 32,597 154,652 (93,815) $ 66,121
Cumulative Sensitivity gap........ccoovveeverreereeereronesconens $ (36,798) $ (27,313) $§ 5284 $159936 $ 66,121
Cumulative sensitivity gap as a percentage of
interest-earning assets .........coeveervrrresenscreeeacrecns —4.17% —-3.09% 0.60% 18.11% 7.49% 7.49%

The following table sets forth the Bank’s NPV at December 31, 2010, as calculated by the OTS:

Change Net Portfolio Value NPV as % of PV Assets
in Rates $ Amount $ Change % Change NPV Ratio Change
(8 in thousands)

F300 DP ettt e st e $ 69,323  $-38,808 -36% 7.28% -352bp

F200 DP ettt st 85,589 —22,542 —21% 8.81% —199bp

FLO0 DP ettt et sr e s nes 99,434 -8,697 —8% 10.05% —75bp
F50 DP crereeeree ettt sttt et et e e s 104,808 -3,323 -3% 10.52% —28bp

O DD et 108,131 — — 10.80% —

S0 DD et e 110,211 2,080 +2% 10.96% +16bp

FLO0 DP ettt 115,505 7,374 +7% 11.41% +61bp

Comparison of Years Ended December 31, 2010 and 2009
Net Interest and Dividend Income

Net interest and dividend income for the year ended December 31, 2010 increased $1,604,272, or 5.87%, to $28,912,232. The
increase was primarily due to the Bank’s lower cost of funds during 2010. Total interest and dividend income decreased $727,610, or
1.85%, to $38,656,532, despite higher average balances on interest-earning assets during 2010, as the yield on interest-earning assets
decreased to 4.32% from 4.92%. Interest and fees on loans decreased $1,220,289, or 3.67%, to $31,955,755 in 2010, despite an
increase in average balances of $13.7 million, due primarily to a decrease in the average yield on loans to 4.87% from 5.16%.

Interest on taxable investments increased $5,221, or 0.09%, to $6,084,711 in 2010 compared to $6,079,490 in 2009. Dividends
decreased $3,663, or 17.71%, to $17,026. Interest on other investments increased $491,121, or 455.08%, to $599,040 due primarily to
increase in tax-exempt municipal bonds of $35,452,766 (fair value) during 2010. The yield on the Bank’s investment portfolio
declined from 3.94% for the year ended December 31, 2009 to 2.80% for the year ended December 31, 2010 due to lower yielding
investments purchased as well as the lower rates on tax-exempt investments.
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Total interest expense decreased $2,331,882, or 19.31%, to $9,744,300 for the year ended December 31, 2010. The decrease is
primarily due to the 28.75% decrease in the combined cost of funds on deposits and borrowings to 1.14% for the year ended
December 31, 2010 from 1.60% for the year ended December 31, 2009. For the year ended December 31, 2010, interest on deposits
decreased $2,127,613, or 24.28%, to $6,634,538, despite an increase in average deposits as the cost of deposits decreased to 0.94%
from 1.36% compared to the same period in 2009. Interest on FHLB advances and other borrowed money decreased $58,505, or
2.79%, for the twelve months end:d December 31, 2010 to $2,039,544 compared to the same period in 2009 as FHLB advances
outstanding decreased to $75,959,361 at December 31, 2010 from $95,962,006 at December 31, 2009.

For the year ended December 31, 2010, the Bank’s combined cost of funds decreased to 1.14% as compared to 1.60% for 2009.
The cost of deposits, including repurchase agreements, decreased 41 basis points for 2010 to 0.93 % compared to 1.34% in 2009, due
primarily to the downward repricing of maturing time deposits and advances.

The Bank’s interest rate spread, which represents the difference between the weighted average yield on interest-earning assets
and the weighted average cost of interest-bearing liabilities, decreased to 3.18% in 2010 from 3.32% in 2009. The Bank’s net interest
margin, representing net interest income as a percentage of average interest-earning assets, decreased to 3.23% during 2010, from
3.41% during 2009.

The following table sets forth the average yield on loans and investments, the average interest rate paid on deposits and
borrowings, the interest rate spread, and the net interest rate margin:

For the Years Ended December 31,

2010 2009 2008 2007 2006
Yield ON J0ANS .....cocuirieeiiriiriiirtre ettt ve st b ettt et st a e nsasea et e s ebaanns 487% 5.16% 5.86% 6.20% 5.80%
Yield on investment SECUTIHIES ..... c.ccceveeeererirenenriecreeteesereteserenenteetastesteesesessaesens 2.80% 394% 4.67% 4.93% 441%
Combined yield on loans and iNVEStMENLS...........cceeeecririereresrnernsieeeesesseesesesnaen, 432% 4.92% 5.69% 5.99% 5.53%
Cost of deposits, including repurchase agreements ............ccceveveeerrueresresesisresecnenenen. 093% 134% 2.07% 259% 1.77%
Cost of other borrowed funds....... ..coeeeerienetereiirreceesereie st ere e eeseaen: 233% 329% 4.19% 537% 5.22%
Combined cost of deposits and BOTOWINGS ........ccccueeveeievecierieirieriieireresreeeree s, 1.14% 1.60% 2.32% 3.08% 2.66%
INtErest TAE SPIEAd ......cuiierieureerees vt eeiet et et et e s et ear e b e bt e senesanen, 3.18% 332% 337% 291% 2.87%
Net INtErest MATGIN......c.coviuiiiiieii ittt sttt e s e e st sesbebe et e, 323% 341% 346% 3.06% 3.02%
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The following table presents, for the years indicated, the total dollar amount of interest income from interest-earning assets and
the resultant yields as well as the interest paid on interest-bearing liabilities, and the resultant costs:

Years ended December 31, 2010 2009 2008
Average Yield/ Average Yield/ Average Yield/
Balance” Interest Cost Balance” Interest Cost Balance'” Interest Cost
($ in thousands)
Assets:
Interest-earning assets:
Loans @......ccoceevvvenne. $ 656,355 $31,956 4.87% $642,655 $33,176 5.16% $641,100 $37,571 5.86%
Investment securities
and other............... 238,897 6,701 2.80% 157,405 6,208 3.94% 108,533 5,065 4.67%
Total interest-earning
ASSELS uvevreeeerieeeiererenneens 895,252 38,657 4.32% 800,060 39,384 492% 749,633 42,636 5.69%
Noninterest-earning assets:
Cash.....ccovevceeecreeennn, 18,259 15,983 17,541
Other noninterest-
earning assets @ .... 87,321 84,867 66,151
Total noninterest-
earning assets........ 105,580 100,850 83,692
Total....oooeriieiieeeeereeeeees $ 1,000,832 $900,910 $ 833,325
Liabilities and
Stockholders’ Equity:
Interest-bearing liabilities:
Savings, NOW and
MMAS ....ccovvrennen. $ 363,407 $ 766 021% $333,352 $1,080 032% $331,586 $2,512 0.76%
Time deposits ............ 344,875 5,869 1.70% 310,994 7,682 247% 290,648 10,426 3.59%
Repurchase
agreements............ 13,182 59 0.45% 13,705 58 0.42% 14,184 234 1.65%
Capital securities and
other borrowed
funds.......ccoeveeennenns 130,718 3,051 2.33% 98,913 3,256 3.29% 84,276 3,542 4.20%
Total interest-bearing
liabilities ............... 852,182 9,745 1.14% 756,964 12,076 1.60% 720,694 16,714 2.32%
Noninterest-bearing
liabilities:
Demand deposits ....... 26,517 27917 29,286
Other......ccovevvvrereene, 30,936 30,880 10,309
Total noninterest-bearing
liabilities.......ccccccerreunenne. 57,453 58,797 39,595
Stockholders’ equity ........... 91,197 85,149 73,036
Total.....ooeeveiieiecieeee, $ 1,000,832 $900,910 $ 833,325
Net interest income/Net
interest rate spread ......... $28,912 3.18% $27,308 3.32% $25,922 3.37%
Net interest margin.............. 3.23% 341% 3.46%
Percentage of interest-earning assets to
interest-bearing liabilities.............c....... 105.05% 105.69 % 104.02%

@ Monthly average balances have been used for all periods.

@ Loans include 90-day delinquent loans which have been placed on a non-accruing status. Management does not believe that
including the 90-day delinquent loans in loans caused any material difference in the information presented.

@ Other noninterest-earning assets include non-earning assets and other real estate owned.
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The following table sets forrth, for the years indicated, a summary of the changes in interest earned and interest paid resulting
from changes in volume and rates The net change attributable to changes in both volume and rate, which cannot be segregated, has
been allocated proportionately to the change due to volume and the change due to rate.

Year ended December 31, 2010 vs. 2009
Increase (Decrease)

due to
Volume Rate Total
(8 in thousands)

Interest iNCOME ON 10A1S .....c.cveerireiriireiiereceeee e $ 740 §  (1,960) $ (1,220)
Interest income on INVESTMENLS........cocceerieiieriirinreeiesierrereereee e eeenens 1,111 (618) 493

Total Interest INCOME........ccovevirenrenierirrinrirteeee et 1,851 (2,578) (727)
Interest expense on savings, NOW and MMAS.......c.ccooevvenenrccnccnnnnennnn. 113 427) 314)
Interest expense on time depoSits ......c..c.cevevereererrenrienienreneenenerreeenns 971 (2,790) (1,813)
Interest expense on repurchase agreements .........ccceeevvereecreeveneecvereerenns (1) 2 1
Interest expense on capital securities and other borrowings.................... (2,139) 1,934 (205)

Total INTEIESt EXPEMSE.....cvevrueeireririrteenreesisienereereeeseseresseseseassens (1,050) (1,281) (2,331)

Net INErest INCOIME ......coveereeeerrerieieriereeeeeeresteeeseesessresesensesersens $ 2901 $ (1,297) $ 1,604

Year ended December 31, 2009 vs. 2008
Increase (Decrease)

due to
Volume Rate Total
(8 in thousands)

Interest iINCOME ON L0AIIS ......cueeveveeeeeieeeeeteeereee e $ 80 $§ (4475 $ (4,395
Interest INCOME ON INVESIMNENLS.......cveverrerieceererterieiisesiesteenereerenseanesessenes 1,927 (784) 1,143

Total interest iNCOME........c.covecreierereeieriertesertee e 2,007 (5,259) (3,252)
Interest expense on savings, NOW and MMAS..........cccocuevieeiecrvereirnnnnen. 6 (1,438) (1,432)
Interest expense on time dePOSIts .....c.cccvuerererererrrinersineeseiesieeeereseeens 503 (3,246) (2,743)
Interest expense on repurchase agreements ..........ccoceeveeereeieveenneerrerennenne. ?) (185) (187)
Interest expense on capital securities and other borrowings.................... 482 (757) (275)

Total INtErest EXPENSE. .....ccoeveerererrreeieriereereseririeereesesre e seessssesens 989 (5,626) (4,637)

Net INLETESE IMCOITIE ....oeveveeeeeeieeeeieeeecentee e sesesbe st raeneesseeeeeeaneeanes $ 1,018 § 367 $ 1,385

Allowance and Provision for Loan Losses

Lake Sunapee Bank maintains an allowance for loan losses to absorb losses inherent in the loan portfolio. Adjustments to the
allowance for loan losses are charged to income through the provision for loan losses. The Bank tests the adequacy of the allowance
for loan losses at least quarterly bv preparing an analysis applying loss factors to outstanding loans by type. This analysis stratifies the
loan portfolio by loan type and assigns a loss factor to each type based on an assessment of the risk associated with each type. In
determining the loss factors, the Bank considers historical losses and market conditions. Loss factors may be adjusted for qualitative
factors that, in management’s judgment, affect the collectibility of the portfolio.

The allowance for loan losses incorporates the results of measuring impairment for specifically identified non-homogenous
problem loans in accordance with ASC 310-10-35, “Receivables-Loans and Debt Securities Acquired with Deteriorated Credit
Quality-Subsequent Measurement.” In accordance with ASC 310-10-35, the specific allowance reduces the carrying amount of the
impaired loans to their estimated fair value. A loan is recognized as impaired when it is probable that principal and/or interest are not
collectible in accordance with the contractual terms of the loan. Measurement of impairment can be based on the present value of
expected cash flows discounted at the loan’s effective interest rate, the market price of the loan, or the fair value of the collateral if the
loan is collateral dependent. Measurement of impairment does not apply to large groups of smaller balance homogenous loans such as
residential mortgage, home equity, or installment loans that are collectively evaluated for impairment. Please refer to Note 4 of the
notes to the Consolidated Financizl Statements for information regarding impaired loans.

The Bank’s commercial loan officers review the financial condition of commercial loan customers on a regular basis and
perform visual inspections of facilities and inventories. The Bank also has loan review, internal audit, and compliance programs with
results reported directly to the Audit Committee of the Bank’s Board of Directors.
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The allowance for loan losses (not including allowance for losses from the overdraft program described below) at December 31,
2010 was $9,841,030 compared to $9,494,007 at December 31, 2009. At $9.8 million, the allowance for loan losses represents 1.44%
of total loans, down from 1.51% at December 31, 2009. Total non-performing assets at December 31, 2010 were $10.0 million,
representing 101.86% of the allowance for loan losses. Modestly improving economic and market conditions, coupled with internal
risk rating changes, resulted in the Bank adding $2,100,000 to the allowance for loan and lease losses during 2010 compared to
$5,846,000 in 2009. The provisions during the twelve months ended December 31, 2010 have been offset by loan charge-offs of
$1,627,137 and recoveries of $49,160 during the same period. The overall increase is not specific to any individual credit. The effects
of national economic issues continue to be felt in the Bank’s local communities and the national recession as well as portfolio
performance and charge-offs influenced the Bank’s decision to increase its allowance for loan losses during 2010. The provisions
made in 2010 reflect loan loss experience in 2010 and changes in economic conditions that increase the risk of loss inherent in the
loan portfolio. Management anticipates making additional provisions in 2011 to maintain the allowance at an adequate level.

In addition to the allowance for loan losses, there is an allowance for losses from the fee for service overdraft program. The
Bank seeks to maintain an allowance equal to 100% of the aggregate balance of negative balance accounts that have remained
negative for 30 days or more. Negative balance accounts are charged-off when the balance has remained negative for 60 consecutive
days. At December 31, 2010, the overdraft allowance was $22,874 compared to $24,625 at year-end 2009. Provisions for overdraft
losses were $82,000 during the twelve month period ended December 31, 2010, compared to $106,000 for the same period during
2009. On-going provisions are anticipated as overdraft charge-offs continue and the Bank adheres to its policy to maintain an
allowance for overdraft losses equal to 100% of the aggregate negative balance of accounts remaining negative for 30 days or more.

Loan charge-offs (excluding the overdraft program) were $1,627,137 during the twelve months ended December 31, 2010
compared to $2,131,758 for the same period in 2009. Recoveries were $49,160 during the twelve months ended December 31, 2010
compared to $211,906 for the same period in 2009. This activity resulted in net charge-offs of $1,577,977 for the twelve months ended
December 31, 2010 compared to $1,919,852 for the same period in 2009. One-to-four family residential mortgages, commercial real
estate mortgages and commercial loans accounted for 61%, 20%, and 13%, respectively, of the amounts charged-off during the twelve
months ended December 31, 2010.

The following is a summary of activity in the allowance for loan losses account for the years ended December 31:

2010 2009 2008 2007 2006
Balance, beginning of year ........c.cccccoeeeeeeneercrnenne. e $ 9,494,007 $ 5,567,859 $ 5,160,628 $ 3,950,986 $ 3,990,503
Charge-offs and writedowns:
Residential real estate.........coeevveeeveverenveennnenne 998,883 296,801 243,480 89,872 —
Commercial real estate .......ccovveeeeiieeeeeccieneeienns 323,459 1,387,525 133,447 — —
Land and Construction ...........c.cceveevveeecvveeenieenas 45,434 45,102 — — —
ConSumer lOans...........ccoveveeerreveerreeseeeseeessnsnnens 45,908 105,326 78,812 33,530 18,498
Commercial 10anS........oooovvevveeeeeeerirceirenenrienens 213,453 297,004 89,665 5,164 56,698
Total charged-off loans..........cccceereeruenee 1,627,137 2,131,758 545,404 128,566 75,196
Recoveries
Residential real estate.........ccccooveeveveiecrerenneneenne 9,177 99,570 31,838 5,317 —
Commercial real estate ..........cccoevrverecvieeecsieenne — 1,000 — — —
CONSITUCHION .....vvvveeeeeririeeeeeeeeesceraresessnseesssnnees — — — — —
Consumer 10ans...........coceeveevereeceecneereeereennnes 13,739 11,000 10,797 29,530 5,979
Commercial 10anS........cooovvvevrireereerercriireneanneenes 26,244 100,336 — — —
Total FECOVETIES....uvvierreeireeeeereeeereeerneanens 49,160 211,906 42,635 34,847 5,979
Net charge-offs ......ccceevrvereniniiininiincrces 1,577,977 1,919,852 502,769 93,719 69,217
Allowance from AcquiSitions ........cccceccevecrveecueercrnenes — — — 1,303,361 —
TIANSTET ... veeeeeereeteete et erecsessee e (175,000) — — — —
Provision for loan loss charged to income ................. 2,100,000 5,846,000 910,000 — 29,700
Balance, end of year...........ccccevvenniricnninicicininnnnn, $ 9,841,030 $ 9,494,007 $ 5,567,859 $ 5,160,628 $ 3,950,986
Ratio of net charge-offs to average loans.................... 0.25% 0.30% 0.08% 0.02% 0.01%
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The following is a summary of activity in the allowance for overdraft privilege account for the years ended December 31:

2010 2009 2008 2007 2006
Beginning Balance..........cccocoeieeiiievveeireeec e $§ 24625 $ 26453 $ 20843 § 24,136 $§ 31,838
Overdraft Charge-offS..........cccevuiiieieecrcececeeeeeee e 250,288 313,736 373,598 273,872 391,821
Overdraft RECOVETIES .......ccvverreriiieieieeeretentcenee e 166,537 205,908 188,108 148,079 183,809
Net Overdraft LOSSES .......ccccoverirriverrenerineeeeiesreeeeeenee e 83,751 107,828 185,490 125,793 208,012
Provisions for Overdrafls..............cooveviveeiicinireiieeeereeeeeeeeeesenens 82,000 106,000 191,100 122,500 200,310
Ending Balance..........ccccvrviiiint ivnvecieneeeeeeee s $ 22,874 § 24,625 $§ 26453 $ 20,843 $ 24,136

The following table sets forth the allocation of the loan loss allowance (excluding overdraft allowances), the percentage of
allowance to the total allowance and the percentage of loans in each category to total loans at December 31 ($ in thousands):

2010 2009 2008

Real estate loans -

Residential, 1-4 family ....... reverenarans

and home equity loans........................ $3,887 40% 64% $3,984 42% 64% $1,965 35% 64%

Residential, S or more units............... 142 1% 2% 151 2% 2% 74 1% 2%

Commercial ........ooocvevreeecr vieereenrennen, 2,683 27% 19% 2,855 30% 20% 1,408 25% 20%

Land and Construction ....................... 575 6% 3% 227 2% 3% 421 8% 2%
Collateral and consumer loans..... ............... 70 1% 1% 100 1% 3% 139 2% 2%
Commercial and municipal loans. ................ 2,004 20% 11% 2,012 21% 8% 1,376 25% 9%
Impaired loans...........ccoeeeeereirenns ceveererenen, 480 5% — 165 2% — 210 4% 1%
Unallocated........cccooveveecrieicciees veevvervenenn, — — — — — — — — —
AllOWANCE .....coveeveieeerciereerees et $9,841 100% 100% $9,494 100% 100% $5,593 100%  100%
Allowance as a percentage of tota. loans..... 1.44% 1.51% 0.87%
Non-performing loans as a percentage of

allowance .........coeeeeeveeecricieneens e, 101.86% 64.87% 131.38%
2007 2006

Real estate loans -

Residential, 1-4 family and home equity loans ...........cccccovmen...... $1,723 33% 65% $1,477 37%  65%

Residential, 5 o MOTe UBILS.......coevvveeeeieeeeeiiieeeee e eeeeeeeeeens 65 1% 2% 56 1% 2%

COMMEICIAL .....oeeiirereie ettt e eeeee e e e e e s e eenaans 1,235 24% 19% 1,059 27%  19%

Land and ConstruCtion ...........ceceveeeeeeereueieeereeeeeceeece s sene 501 10% 2% 357 9% 2%
Collateral and consumer 10ans.............cc.ceeeeveireieceieeieeceeeeeeeeeeesereenas 199 4% 3% 130 4% 3%
Commercial and municipal 10ans. ..........cceeeveeeerievreieiiiieeeeeeeee e 1,413 27% 8% 850 21% 9%
IMpaired 10anS.........cccuvveviiiieiciriciiee ettt 45 1% 1% 46 1% —
UNAHOCALE ...t ettt ettt en e — — — — — —
ATIOWANCE ....cevnvrnireenereriininierasteeteese st s et ese st e st st ses oo seeeseans $5,181 100% 100% $3,975 100% 100%
Allowance as a percentage of total [0ans.............ccccceeeveevieviieciiicnennen. 0.82% 0.80%
Non-performing loans as a perceniage of allowance..............c.cccevenue... 96.62% 19.08%
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Classified loans include non-performing loans and performing loans that have been adversely classified, net of specific reserves.
Total classified loans at carrying value were $18,998,657 at December 31, 2010 compared to $12,049,895 at December 31, 2009. The
increase comes from the change in risk ratings of some commercial relationships due to the weaker cash flows those borrowers are
experiencing. In addition, the Bank had $75,000 of OREO at December 31, 2010 representing one property acquired during the twelve
months ended December 31, 2010, compared to $100,000 at December 31, 2009. During the twelve months ended December 31,
2010, the Bank sold two properties, one of which was classified as OREO at December 31, 2009 while the other was acquired during
2010. Losses are incurred in the liquidation process and the Bank’s loss experience suggests it is prudent for the Bank to continue
funding provisions to build the allowance for loan losses. While, for the most part, quantifiable loss amounts have not been identified
with individual credits, the Bank anticipates more charge-offs as loan issues are resolved. The impaired loans meet the criteria
established under ASC 310-10-35. Eleven loans considered impaired loans at December 31, 2010 have specific reserves identified and
assigned. The eleven loans are secured by real estate, business assets or a combination of both. At December 31, 2010, the allowance
included $479,960 allocated to impaired loans. The portion of the allowance allocated to impaired loans at December 31, 2009 was
$165,000.

Loans over 90 days past due were $2,106,659 at December 31, 2010 compared to $2,753,645 at December 31, 2009. Loans 30
to 89 days past due were $8,955,612 at December 31, 2010 compared to $9,883,831 at December 31, 2009. The level of loan losses
and loan delinquencies and changes in loan risk ratings resulting in more classified loans, combined with weaker economic and
commercial and residential real estate market conditions all contributed to the decision to increase the amount of the allowance. As
previously noted, the Bank anticipates more charge-offs as loan issues are resolved. As a percentage of assets, non-performing loans
increased from 0.65% at December 31, 2009 to 1.00% at December 31, 2010, and as a percentage of total loans, increased from 0.98%
at the end of 2009 to 1.46% at the end of 2010.

Loans classified for regulatory purposes as loss, doubtful, substandard, or special mention do not reflect trends or uncertainties
which the Bank reasonably expects will materially impact future operating results, liquidity, or capital resources. For the period ended
December 31, 2010, all loans about which management possesses information regarding possible borrower credit problems and doubts
as to borrowers’ ability to comply with present loan repayment terms or to repay a loan through liquidation of collateral are included
in the tables below or discussed herein.

At December 31, 2010, the Bank had twenty-one loans with net carrying values of $7,970,889 considered to be “troubled debt
restructurings” as defined in ASC 310-40, “Receivables-Troubled Debt Restructurings by Creditors.” At December 31, 2010, the
majority of “troubled debt restructurings” were performing under contractual terms and are included in impaired loans Of the twenty-
one loans classified as troubled debt restructured, six were more than thirty days past due at December 31, 2010. The balances of these
loans were $2.5 million and the loans have assigned specific allowances of $67,743. One $2.0 million loan was considered troubled
debt restructured at both December 31, 2010 and 2009. The loan was not considered collateral dependent at December 31, 2010, but
the appraised value of the commercial real estate suggests no loss of principal and supports the current valuation. At December 31,
2009, the Bank had eight loans with net carrying values of $3,469,660 considered to be “troubled debt restructurings” as defined in
ASC 310-40, “Receivables-Troubled Debt Restructurings by Creditors.”

At December 31, 2010 there were no other loans excluded in the tables below or discussed above where known information
about possible credit problems of the borrowers caused management to have doubts as to the ability of the borrowers to comply with
present loan repayment terms and which may result in disclosure of such loans in the future.

The following table shows the breakdown of the carrying value of non-performing assets and non-performing assets (dollars in
thousands) as a percentage of the total allowance and total assets for the periods indicated:

December 31, 2010 December 31, 2009
Percentage Percentage Percentage Percentage
Carrying to Total to Total Carrying to Total to Total
Value Allowance Assets Value Allowance Assets
90 day delinquent loans @ ............cccceiniiiiniiiinnnns $ 600 6.10% 0.06% $ 2,152 22.67% 0.22%
Non-accrual impaired 10ans .........cococveveivvinnenne, 1,378 14.00% 0.14% 437 4.60% 0.04%
Trouble debt restructured...........cooeveeeveveerecnnen, 7,971 81.00% 0.80% 3,470 36.55% 0.36%
Other real estate owned.........c.ccocoieniinininnininnnnns 75 0.76% 0.01% 100 1.05% 0.01%
Total non-performing assets .........ccocvvvenieiennen, $ 10,024 101.86% 1.01% $ 6,159 64.87% 0.63%

@ All loans 90 days or more delinquent are placed on non-accruing status.
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The following table sets forth the breakdown of non-performing assets at December 31:

2010 2009 2008 2007 2006
Nonaccrual 10ans @ .........ooovviiiiiiiviirieieieeeeeeeeeeveeeenesns $ 9948311 $ 6,059,103 § 7,026,992 $ 4,744,729 § 753,992
Real estate and chattel property owned........................... 75,000 100,000 288,305 241,346 —
Total nonperforming assets............cccccevevueemeeeeerercennenenn, $ 10,023,311 $§ 6,159,103 $ 7315297 $ 4,986,075 $ 753,992

@ All loans 90 days or more delinquent are placed on a nonaccruing status.

The following table sets forth nonaccrual “loans by category at December 31:

2010 2009 2008 2007 2006

Real estate 10ans - ..........cooeevvieees eveeieeececeeee e,

Conventional ...........cceevvier cveveeeieiieieeecee e $ 1645254 § 3,161,330 $§ 2,249,146 $ 578,068 $§ 278,322

Commercial ..........ocevevviere veveeerveneieereeeeeeere e, 7,448,570 2,844 581 4,198,840 4,068,944 361,184

Home equity ......cccoeerveveenes vevreeieeeeienneceeese s, 119,999 42,179 47,257 — —

Land and construction ........ ....ceceeeveeveeneveeeenerannnn. 140,401 140,401 —_ — 87,500
CONSUMET 10ANS........eocveiriiiniiiiies cereeeereeenreeresrensenesernn, 18,074 35,612 7,622 97,717 —
Commercial and municipal loans. .............ccccvevenvrueennce, 1,047,628 —_ 524,127 — 26,986

TOtAL ..t et $ 10,419,926 $ 6,224,103 $ 7,026,992 $ 4,744,729 $ 753,992

@ All loans 90 days or more dzlinquent are placed on a nonaccruing status.

The Bank believes the allowance for loan losses is at a level sufficient to cover inherent losses, given the current level of risk in
the loan portfolio. At the same time, the Bank recognizes that the determination of future loss potential is intrinsically uncertain.
Future adjustments to the allowance may be necessary if economic, real estate, and other conditions differ substantially from the
current operating environment ancl result in increased levels of non-performing loans and substantial differences between estimated
and actual losses. Adjustments to the allowance are charged to income through the provision for loan losses.

Noninterest Income and Expense

Total noninterest income decreased $2,571,792, or 20.02%, to $10,274,243 for the twelve months ended December 3 1, 2010.
The net gain on the sales and calls of securities and the net gain on the sales of loans (each discussed below) accounted for 94.30% of
the decrease.

+  Customer service fees decreased $239,190, or 4.40%, due primarily to a reduction of 14.96% in fees assessed on the
Bank’s overdraft protection program during 2010 offset in part by increased volume and the related revenue from ATM
and debit card usage.

*  Net gain on sales and calls of securities decreased $1,565,885, or 42.92%, due to a lower volume of sales of securities in
the amount of $109,5539,228 in 2010 compared to $249,601,020 during 2009 and the related lower gains recorded,
respectively. As market conditions changed, the Company elected to hold investments during 2010 versus taking
advantage of the market conditions for sales present in 2009,

*  Net gain on sales of Icans decreased $859,213, or 33.68%, as the Bank sold $96.3 million of 1-4 family conventional
mortgage loans into the secondary market during 2010, down from $136.5 million of loans sold during 2009 resulting in
lower resulting revenu.e. The Bank retained a higher portion of originated mortgage loans within their portfolio during
2010, resulting in balance sheet increases of $25,806,758 and $8,178,867 of conventional real estate loans and
commercial real estate loans, respectively.

* Net loss on sale of other real estate owned and fixed assets increased $59,038 during 2010 as the Bank recognized gains of
$49,603 on other real sstate and chattel property owned during 2010 compared to the recognition of losses in 2009 that
included losses of $9,435 on other real estate and chattel property owned.

*  Rental income decreased $2,727, or 0.39%, as revenue within this category remained relatively unchanged.

*  The realized gain in Charter Holding Corp. increased $85,558, or 80.49%, to $191,853 for the twelve months ended
December 31, 2010, from $106,295 for the same period in 2009, as a direct reflection of earnings reported by Charter
Holding Corp. On September 30, 2010, the Bank increased its investment in CHC from a one-third owner to one-half
owner.

*  Brokerage service income decreased in the amount of $7,430 to $2,402 for the year ended December 31, 2010.
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Other income decreased to zero for the twelve months ended December 31, 2010 compared to $26,348 for the same
period in 2009. The revenue recorded in 2009 represents the recovery of real estate tax payments from a long-term tenant.

Total noninterest expenses increased $1,021,714, or 4.17%, to $25,513,494 for the twelve months ended December 31, 2010,
from $24,491,780 for the same period in 2009.

Salaries and employee benefits increased $1,012,294, or 8.19%, to $13,370,442 for the twelve months ended

December 31, 2010 from $12,358,148 for the same period in 2009. Gross salaries and benefits paid, which exclude the
deferral of expenses associated with the origination of loans, increased $901,343, or 6.54%, to $14,674,403 for the twelve
months ended December 31, 2010, from $13,773,060 for the same period in 2009. Gross salaries increased $724,690, or
6.82%, to $11,352,125 for the twelve months ended December 31, 2010, compared to the same pertod in 2009. Average
full time equivalents decreased to 231 for the twelve months ended December 31, 2010, compared to 234 for the same
period in 2009. Benefits costs increased $152,915. This increase includes an increase of $191,151 related to retirement
costs offset in part by decreases in health insurance costs and pension costs. The deferral of expenses associated with the
origination of loans decreased $110,951, or 7.84%, to $1,303,961 for the twelve months ended December 31, 2010, from
$1,414,912 for the same period in 2009. This deferral represents salary and employee benefits expenses associated with
origination costs which are recognized over the life of the loan.

Occupancy and equipment expenses decreased $72,692, or 1.90%, to $3,743,232 for the twelve months ended

December 31, 2010 from $3,815,924 for the same period in 2009, due primarily to savings on depreciation as a number of
fixed assets became fully depreciated and a reduction in maintenance expenses including lower costs for seasonal
expenses such as snow removal and heating fuel during 2010.

Advertising and promotion increased $55,632, or 14.78%, to $432,063 for the twelve months ended December 31, 2010
from $376,431 for the same period in 2009, due primarily to increases in the utilization of print, television, and web media
and associated costs as well as the direct mail costs associated with the implementation of changes pursuant to

Regulation E.

Depositors’ insurance decreased $157,288 to $1,020,231 at December 31, 2010, compared to $1,177,519 at December 31,
2009.

Professional fees decreased $58,506, or 5.78% to $953,355 for the twelve months ended December 31, 2010 from
$1,011,861 for the same period in 2009, due to decreased legal fees of $114,095 offset in part by increases in exam, audit
and consulting fees during 2010.

Data processing and outside services fees increased $16,726, or 1.82%, to $933,896 for the twelve months ended
December 31, 2010 from $917,170 for the same period in 2009 due to increases in core processing, statement rendering
and service expenses offset in part by decreases in contingency and correspondent expenses as well as expenses associated
with the overdraft protection program.

ATM processing fees decreased $94,444, or 15.37%, to $520,072 for the twelve months ended December 31, 2010 from
$614,516 for the same period in 2009, due to the increase in part to the negotiation of reduced processing costs.

Net (benefit) amortization of mortgage servicing rights (MSR) and mortgage servicing income increased $234,693 to a
benefit of $112,965 for the twelve months ended December 31, 2010 from an expense of $121,728 for the same period in

2009, due to an increase of $75,271 in mortgage service income as the servicing portfolio grew from $352,066,692 at
December 31, 2009 to $370,331,523 at December 31, 2010 and a decrease of $159,422 in amortization expense during
2010.

Other expenses increased $534,315, or 14.40%, to $4,245,538 for the twelve months ended December 31, 2010 from
$3,711,223 for the same period in 2009. In particular, periodic impairment benefits associated with mortgage servicing
rights decreased $490,563 to $97,013 for the twelve months ended December 31, 2010 compared to periodic impairment
benefits of $587,576 for the same period in 2009, and contributions increased $236,603 to $433,020 for the twelve months
ended December 31, 2010. The contributions for 2010 include tax credit-qualified contributions of $231,000 and $40,500
in the states of New Hampshire and Vermont, respectively.
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Selected Financial Highlights and Ratios

For the Years Ended December 31, 2010 2009 2008 2007 2006
(In thousands, except per share and percentage data)

Net INCoOmeE......coeeiiieiiiccieeecereeeeeeecrereeeens $ 7,947 $ 6,598 $ 5,725 $ 4,516 $ 5,040
Per Share Data:

Basic Earnings @ ........cccccoiivveneenennn, 1.29 1.06 1.00 0.93 1.20

Diluted Earnings..........ccoocccovueevveennnnn. 1.29 1.06 0.99 0.92 1.17

Dividends Paid .........cccceveeivivveeiiennen. 0.52 0.52 0.52 0.52 0.52

Dividend Payout Ratio ...............c........ 40.31 49.06 52.00 55.91 43.33
Return on Average Assets..........cccoevveerenennee. 0.79% 0.73% 0.69% 0.61% 0.75%
Return on Average Equity ...........cccconenennenns 8.71% 7.75% 7.84% 7.98% 11.04%
As of December 31, 2010 2009 2008 2007 2006

(In thousands, except per share, percentage and branch data)
Total ASSELS ..ueevvereerereeereecieeiece et ceeeaes 3 994,536 $ 962,601 $ 843,198 $ 834,210 $ 672,031
Total Securities @.........ccceeeerveeceeiireecrereesreenns 203,599 224,469 86,935 94,343 99,063
Loans, Net.....ocovoiververieeciieicieenes ceeeeecvnee e 675,514 620,333 636,720 626,274 492,712
Total DepoSits......ccceceereerverrerrecrerrecreeirenreenean, 778,219 734,429 653,353 652,952 465,506
Federal Home Loan Bank Advances.............. 75,959 95,962 66,317 63,387 120,000
Stockholders’ EQUitY......c.cccocvveeiveriervvnnnnnnns 92,391 87,776 74,677 72,667 48,409
Book Value per Common Share . .................. $ 1426 § 1348 § 1299 § 1269 $ 11.58
Average Common Equity to Average
ASSELS ..eeererieeeieeeecire e e e eneeens 9.11% 9.45% 8.76% 7.84% 6.91%

Shares Outstanding ...........ccccceeeeievreevecreennnn 5,773,772 5,771,772 5,747,772 5,726,772 4,180,080
Number of Branch Locations......................... 28 28 28 29 18

(1) See Note I to Consolidated Financial Statements regarding earnings per share.
(2) Includes available-for-sale securities shown at fair value, held-to-maturity securities at cost and Federal Home Loan Bank
stock at cost.

Impact of New Accounting Standards

In June 2009, the Financial Accounting Standards Board “FASB” issued SFAS No. 166, “Accounting for Transfers of Financial
Assets,” and SFAS No. 167, “Amendments to FASB Interpretation No. 46(R).” These standards are effective for the first interim
reporting period of 2010. SFAS No. 166 amends the guidance in ASC 860 to eliminate the concept of a qualifying special-purpose
entity (“QSPE”) and changes some of the requirements for derecognizing financial assets. SFAS No. 167 amends the consolidation
guidance in ASC 810-10. Specifically, the amendments will (a) eliminate the exemption for QSPEs from the new guidance, (b) shift
the determination of which enterprise should consolidate a variable interest entity (“VIE™) to a current control approach, such that an
entity that has both the power to rake decisions and right to receive benefits or absorb losses that could potentially be significant, will
consolidate a VIE, and (c) change when it is necessary to reassess who should consolidate a VIE. These standards did not have a
significant impact on the Company’s financial statements.

In March 2010, the FASB issued ASU 2010-11, “Scope Exception Related to Embedded Credit Derivatives.” The ASU clarifies
that certain embedded derivatives, such as those contained in certain securitizations, CDOs and structured notes, should be considered
embedded credit derivatives subject to potential bifurcation and separate fair value accounting. The ASU allows any beneficial interest
issued by a securitization vehicle to be accounted for under the fair value option at transition. At transition, the Company may elect to
reclassify various debt securities {on an instrument-by-instrument basis) from held-to-maturity (HTM) or available-for-sale (AFS) to
trading. The new rules are effective July 1, 2010. The ASU did not have a material impact on the Company’s financial condition and
results of operations.

In January 2010, the FASB issued ASU 2010-06, “Improving Disclosures about Fair Value Measurements.” The ASU requires
disclosing the amounts of significant transfers in and out of Level 1 and 2 of the fair value hierarchy and describing the reasons for the
transfers. The disclosures are effective for reporting periods beginning after December 15, 2009. The Company adopted ASU 2010-06
as of January 1, 2010. The required disclosures are included in Note 15. Additionally, disclosures of the gross purchases, sales,
issuances and settlements activity in the Level 3 of the fair value measurement hierarchy will be required for fiscal years beginning
after December 15, 2010.
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In April 2010, the FASB issued ASU 2010-18, “Effect of a Loan Modification When the Loan is Part of a Pool That is
Accounted for as a Single Asset.” As a result of this ASU, modifications of loans that are accounted for within a pool under Subtopic
310-30 do not result in the removal of those loans from the pool even if the modification of those loans would otherwise be considered
a troubled debt restructuring. An entity will continue to be required to consider whether the pool of assets in which the loan is included
is impaired if expected cash flows for the pool change. The amendments in this ASU are effective for modifications of loans
accounted for within pools under Subtopic 310-30 occurring in the first interim or annual period ending on or after July 15, 2010.

In July 2010, the FASB issued ASU 2010-20, “Disclosures about the Credit Quality of Financing Receivables and the
Allowance for Credit Losses.” This ASU is created to provide financial statement users with greater transparency about an entity’s
allowance for credit losses and the credit quality of its financing receivables. This ASU is intended to provide additional information
to assist financial statement users in assessing the entity’s credit risk exposures and evaluating the adequacy of its allowance for credit
losses. The amendments in this ASU are effective as of the end of a reporting period for interim and annual reporting periods ending
on or after December 15, 2010. The disclosures about activity that occurs during a reporting period are effective for interim and
annual reporting periods beginning on or after December 15, 2010.

In December 2010, the FASB issued ASU 2010-28, “Intangibles — Goodwill and Other.” This ASU addresses when to perform
step 2 of the goodwill impairment test for reporting units with zero or negative carrying amounts. For public entities, the amendments
in this ASU are effective for fiscal years and interim periods beginning after December 15, 2010.

In December 2010, the FASB issued ASU 2010-29, “Disclosure of Supplementary Pro Forma Information for Business
Combinations.” This ASU addresses diversity in practice about the interpretation of the pro forma revenue and earnings disclosure
requirements for business combinations. The amendments in this ASU are effective prospectively for business combinations for which
the acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2010.

For additional information on the above-referenced new accounting standards, refer to Note 1 of the Consolidated Financial
Statements beginning on page 43 of this report.

Accounting for Income Taxes

The provision for income taxes for the years ended December 31, 2010, 2009, and 2008 includes net deferred income tax benefit
of $104,521, $1,200,943, and $681,082, respectively. These amounts were determined by the asset and liability method in accordance
with generally accepted accounting principles for each year.

The Bank has provided deferred income taxes on the difference between the provision for loan losses permitted for income tax
purposes and the provision recorded for financial reporting purposes.

Comparison of Years Ended December 31, 2009 and 2008

The Company earned $6,597,706, or $1.06 per common share, assuming dilution, for the year ended December 31, 2009,
compared to $5,725,072, or $0.99 per common share, assuming dilution, for the year ended December 31, 2008.

Financial Condition

Total assets increased $119,402,773, or 14.16%, to $962,601,187 at December 31, 2009 from $843,198,414 at December 31,
2008. Cash and Federal Home Loan Bank overnight deposits increased $15,476,961.

Total net loans receivable excluding loans held-for-sale decreased $16,387,684, or 2.57%, to $620,332,606 at December 31,
2009. The Bank’s conventional real estate loan portfolio decreased $10,469,964, or 3.04%, to $333,531,436. Construction loans
decreased $1,047,422, or 7.75%, to $12,467,786. Commercial real estate loans decreased $3,753,796, or 2.69%, to $135,838,539.
Additionally, consumer loans increased $3,513,309, or 4.42%, to $82,981,689 and commercial and municipal loans decreased
$104,519, or 0.17%, to $62,386,826. Sold loans totaled $352,066,692 at year-end 2009, compared to $311,228,362, at year-end 2008.
Sold loans are loans originated by the Bank and sold to the secondary market with the Bank retaining the majority of servicing of
these loans. At December 31, 2009, the Bank expected to continue to sell fixed-rate loans into the secondary market, retaining the
servicing, in order to manage interest rate risk and control growth. Typically, the Bank holds adjustable-rate loans in portfolio. At
December 31, 2009, adjustable-rate mortgages comprised approximately 80% of the Bank’s real estate mortgage loan portfolio, which
was consistent with prior years. Non-performing assets were 0.29% of total assets and 0.98% of total loans at December 31, 2009,
compared to 0.83% and 1.10%, respectively, at December 31, 2008, as the Bank continued to originate loans using conservative,
standardized underwriting.

The fair value of investment securities available-for-sale increased $136,304,613, or 166.25%, to $218,293,101 at December 31,
2009, from $81,988,488 at December 31, 2008. The Bank realized $3,648,795 in the gains on the sales and calls of securities during
2009, compared to $909,919 in gains on the sales and calls of securities recorded during 2008. The U.S. Treasury’s actions during
2008 to place Fannie Mae under conservatorship resulted in an other-than-temporary impairment to the fair market value of 20,000
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shares of Fannie Mae Preferred Stock, Series F held by the Bank as previously disclosed in Current Report Form 8-K dated October 1,
2008. As a result, the Company recorded a writedown of $879,720 due to the other-than-temporary impairment of Fannie Mae
Preferred Stock during 2008. At December 31, 2009, the Bank’s investment portfolio had a net unrealized holding loss of $837,491,
compared to a net unrealized holding gain of $368,441 at December 31, 2008. The securities in the Bank’s investment portfolio that
are temporarily impaired at December 31, 2009 consist of debt securities issued by U.S. Government corporations or agencies,
corporate debt with investment-grade credit ratings and preferred stock issued by corporations and government sponsored agencies. At
December 31, 2009, one investment held in the Company’s portfolio as available-for-sale, U.S. Bank Capital Trust Preferred VI1II, had
an unrealized market loss of $348,000 compared an unrealized market loss of $722,000 at December 31, 2008. The unrealized loss
was primarily attributable to changes in market interest rates. At December 31, 2009, management did not intend to sell these
securities in the near term. As management had the ability to hold debt securities until maturity and equity securities for the
foreseeable future, no declines were deemed to be other than temporary.

Real estate owned and property acquired in settlement of loans was at $100,000 at December 31, 2009 compared to $263,000 at
December 31, 2008.

Goodwill was unchanged at $27,293,470 at December 31, 2009, compared to December 31, 2008. Goodwill includes
$7,503,046 related to the acquisition of First Brandon Financial Corporation and $7,650,408 related to the acquisition of First
Community Bank, both in 2007. Goodwill also includes $2,471,560 relating to the acquisition of Landmark Bank in 1998 and
$9,668,456 relating to the acquisition of three branch offices of New London Trust in 2001.

Core deposit intangibles decreased to $2,023,806 at December 31, 2009, compared to $2,560,527 at December 31, 2008. The
Bank amortized $536,721 during 2009 and utilized the sum-of-the-years-digits method over ten years to amortize the core deposit
intangibles.

Total deposits increased $81,075,443, or 12.41%, to $734,428,768 at December 31, 2009 from $653,353,325 at December 31,
2008. The Bank was able to retain and attract deposits as customers were drawn to the safety and guarantee of FDIC insurance
resulting from uncertain credit markets and a lingering national recession.

Advances from the Federal Home Loan Bank (FHLB) increased $29,644,521, or 44.70%, to $95,962,006 from $66,317,485 at
December 31, 2008. The weighted average interest rate for the outstanding FHLB advances was 1.71% at December 31, 2009,
compared to 2.94% at December 31, 2008.

Net Interest and Dividend Income

Net interest and dividend income for the year ended December 31, 2009 increased $1,386,231, or 5.35%, to $27,307,960. The
increase was primarily due to the Bank’s lower cost of funds during 2009. Total interest and dividend income decreased $3,251,635,
or 7.63%, to $39,384,142 as the yield on interest-earning assets decreased to 4.92% from 5.69%. Interest and fees on loans decreased
$4,394,628, or 11.70%, to $33,176,044 in 2009, due primarily to a decrease in the average yield on loans to 5.16% from 5.86%.

Interest on taxable investments increased $1,671,709, or 37.48%, to $6,131,899, due primarily to an increase in average taxable
investments as the Bank leveraged the capital funds to purchase investments, primarily mortgage-backed securities issued by Fannie
Mae and Freddie Mac. Dividends decreased $309,188, or 93.73%, to $20,689. Interest on other investments decreased $219,528, or
79.82%, to $55,510. The yield on the Bank’s investment portfolio declined from 4.67% for the year ended December 31, 2008 to
3.94% the year ended December 31, 2009 due to lower yielding investments purchased to replace maturing and called securities in a
falling interest rate environment.

Total interest expense decreased $4,637,866, or 27.75%, to $12,076,182 for the year ended December 31, 2009. For the year
ended December 31, 2009, interest on deposits decreased $4,175,506, or 32.27%, to $8,762,151, despite an increase in average
deposits as the cost of deposits decreased to 1.36% from 2.08%, compared to the same period in 2008. The increase on average
deposits resulted primarily from customers seeking the safety of insured deposits. Interest on FHLB advances and other borrowed
money decreased $128,507, or 5.77%, for the twelve months ended December 31, 2009, to $2,098,049 for the same period in 2008, as
FHLB advances outstanding increased to $95,962,006 at December 31, 2009, from $66,317,485 at December 31, 2008. The Bank was
able to replace maturing advances at substantially lower rates during 2009 resulting in overall lower costs due to the falling interest
rate environment.

For the year ended December 31, 2009, the Bank’s combined cost of funds decreased to 1.60% as compared to 2.32% for 2008.
The cost of deposits, including repurchase agreements, decreased 73 basis points for 2009 to 1.34% compared to 2.07% in 2008, due
primarily to the downward repricing of maturing time deposits and advances.

The Bank’s interest rate spread, which represents the difference between the weighted average yield on interest-earning assets
and the weighted average cost of interest-bearing liabilities, decreased to 3.32% in 2009 from 3.37% in 2008. The Bank’s net interest
margin, representing net interest income as a percentage of average interest-earning assets decreased to 3.41% during 2009, from
3.46% during 2008.
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Allowance and Provision for Loan Losses

At December 31, 2009, the allowance for loan losses was $9,494,007 compared to $5,567,859 at year-end 2008. The increase
was due to provisions of $5,846,000 and recoveries of $211,906, which were partially offset by loan charge-offs of $2,131,758. The
amounts shown in this paragraph and the next two paragraphs do not include amounts associated with overdrafts on checking
accounts.

The $5,846,000 provision made in 2009 reflected both the higher loan loss experience in 2009 and the changes in economic
conditions that increase the risk of loss inherent in the loan portfolio. The higher loan loss experience was largely attributable to
weaker real estate market conditions. Management anticipated making additional provisions in 2010 to maintain the allowance at an
adequate level.

Loan charge-offs were $2,131,758 in 2009 compared to $545,404 in 2008. The increase reflects a writedown of approximately
$1.0 million in commercial real estate in addition to higher charge-offs in all other categories. Recoveries were $211,906 for the
period ended December 31, 2009, compared to $42,635 for the same period in 2008 resulting in net charge-offs for 2009 and 2008 of
$1,919,852 and $502,769, respectively. The increase in the amount of the allowance for loan losses, due to the provisions made during
2009, increased the allowance from 0.87% to 1.51% of total loans.

In addition to the allowance for loan losses, the Bank maintains an allowance for losses associated with the fee for service
overdraft privilege program, which was introduced in July 2005. The Bank seeks to maintain an allowance equal to 100% of the
aggregate balance of negative balance accounts that have remained negative for 30 days or more. Negative balance accounts are
charged-off when the balance has remained negative for 60 consecutive days.

The allowance for overdrafts was $24,626 at December 31, 2009, compared to $26,453 at year-end 2008. The tables in this
section show the activity in the accounts for both the allowance for loan losses and the allowance for overdraft losses.

Total classified loans, excluding special mention loans, at December 31, 2009 and 2008, were $11,876,373 and $9,122,365,
respectively. Special mention loans were $14,054,577 at December 31, 2009, compared to $12,153,366 at year-end 2008. These
changes were a reflection of the lingering national recession which adversely affected borrowers’ capacity to service debt. At
December 31, 2009, the special mention loans continued to perform and did not warrant adverse classification at that time.

The classified loans included $4,237,087 of impaired loans at December 31, 2009, compared to $4,547,504 at December 31,
2008. The impaired loans met the criteria established under ASC 310-10-35, although one $2.0 million loan considered restructured at
year-end 2009 and impaired at year-end 2008 continued to perform. The $2.0 million loan was not considered collateral dependent at
December 31, 2009, but the appraised value of the commercial real estate suggested no loss of principal and supported the current
valuation. Four loans considered impaired loans at December 31, 2009, with specific reserves, were all under $200,000 and are
secured with real estate. At December 31, 2009, the allowance included $165,000 allocated to impaired loans. The portion of the
allowance allocated to impaired loans at December 31, 2008 was $209,500.

Loans 30 to 89 days past due were $9,883,831 and $10,018,803 at December 31, 2009 and 2008, respectively. Total non-
performing loans amounted to $2,754,443 and $7,026,992 at December 31, 2009 and 2008, respectively. Loans over 90 days past due
are placed on nonaccrual status and are included in non-performing loans. Loans over 90 days past due were $2,754,443 at
December 31, 2009 compared to $3,003,615 at December 31, 2008. At year-end 2009, there were 18 loans over 90 days past due
compared to 28 at the end of 2008.

As a percentage of assets, non-performing loans decreased from 0.87% at the year-end 2008 to 0.29% at December 31, 2009,
and as a percentage of total loans, decreased from 1.10% at the end of 2008 to 0.98% at the end of 2009. At December 31, 2009, the
Bank held $100,000 of other real estate owned and repossessed assets. This represented a decrease over the $263,000 held at the end
of 2008. During 2009, the Bank sold three properties that were acquired in previous periods and sold two properties that were acquired
during 2009. One property acquired during 2009 remained in OREO at December 31, 2009 with a book value of $100,000.
Adjustments to the valuation of OREOQ are charged against earnings and do not impact the allowance for loan losses. If all non-
accruing loans had been current in accordance with their terms during the years ended December 31, 2009 and 2008, interest income
realized on such loans would have amounted to approximately $139,520 and $118,700, respectively.

At December 31, 2009, the Bank had eight loans with net carrying values of $3,469,660 considered to be “troubled debt
restructurings” as defined in ASC 310-40, “Receivables-Troubled Debt Restructurings by Creditors.” At December 31, 2009, all
“troubled debt restructurings” were performing under contractual terms and are included in impaired loans. At December 31, 2008, the
Bank had no loans considered “troubled debt restructures.”
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Noninterest Income and Expense

Total noninterest income increased $5,148,937, or 66.89%, to $12,846,035 for the twelve months ended December 31, 2009.
The net gain on the sales and calls of securities and the net gain on the sales of loans accounted for 86.46% of the increase.

Customer service fees decreased $55,686, or 1.01%, due primarily to reduced fees assessed on the Bank’s overdraft
protection program during 2009.

Net gain on sales and calls of securities increased $2,738,876 due to the sales, maturities and calls of securities in the
amount of $289,998,085 as the Bank took advantage of interest rate volatility on the long-end yield curve.

Net gain on sales of lpans increased $1,713,145, or 204.34%, as the Bank sold $136.5 million in loans to the secondary
market during 2009, up from $48.3 million of loans sold during 2008.

Net loss on sale of other real estate owned and fixed assets decreased $50,443 during 2009 as the Bank recognized losses
of $9,435 on other real estate and chattel property owned during 2009 compared to the recognition of losses in 2008 that
included losses on leasehold improvements of $38,535 as a result of closing the retail branch in Killington, Vermont, in
August 2008, and losses on other real estate owned in the amount of $27,644 during 2008.

Rental income increased $28,316, or 4.19%, primarily as a result of ordinary consumer price index-based increases during
2009.

The realized gain in Charter Holding Corp. decreased $146,819, or 58.01%, to $106,295 for the twelve months ended
December 31, 2009, from $253,114 for the same period in 2008, as a direct reflection of earnings reported by Charter
Holding Corp. This includes a non-recurring expense of $54,983 recorded during the second quarter of 2009.

Brokerage service income decreased in the amount of $75,469, or 88.47%, to $9,832 for the year ended December 31,
2009, as the Company saw a decline due to the resignation of the Bank’s principal broker who was not replaced.

Total noninterest expenses decreased $126,549, or 0.51%, to $24,491,780 for the twelve months ended December 31, 2009,
from $24,618,329 for the same period in 2008.

Salaries and employee benefits increased $167,684, or 1.38%, to $12,358,148 for the twelve months ended December 31,
2009 from $12,190,464 for the same period in 2008. Gross salaries and benefits paid, which exclude the deferral of
expenses associated with the origination of loans, increased $582,326, or 4.41%, to $13,773,060 for the twelve months
ended December 31, 2009, from $13,190,734 for the same period in 2008. Gross salaries increased $181,730, or 1.74%, to
$10,627,440 for the twelve months ended December 31, 2009, compared to the same period in 2008. Average full time
equivalents decreased to 234 for the twelve months ended December 31, 2009, compared to 250 for the same period in
2008. Benefits costs, particularly associated with retirement and pension benefits, increased $454,119. This increase
included an increase of $324,528 related to periodic pension costs. The deferral of expenses associated with the
origination of loans increased $414,642, or 41.45%, to $1,414,912 for the twelve months ended December 31, 2009, from
$1,000,270 for the same period in 2008. This increase was due to higher volume of loans originated in 2009 compared to
2008, resulting in a higher amount of deferred salary and employee benefits expenses associated with origination costs.

Occupancy and equipment expenses decreased $173,398, or 4.35%, to $3,815,924 for the twelve months ended
December 31, 2009 from $3,989,322 for the same period in 2008, due primarily to savings on depreciation as a number of
fixed assets became fully depreciated and a reduction in maintenance expenses.

Advertising and promotion decreased $106,998, or 22.13%, to $376,431 for the twelve months ended December 31, 2009
from $483,429 for the same period in 2008, due primarily to a reduction in the utilization of print media and associated
Costs.

Depositors’ insurance increased $1,048,902 to $1,117,519 at December 31, 2009, compared to $128,617 at December 31,
2008, due primarily to an FDIC Special Assessment of $415,887 recorded during the nine months ended September 30,
2009 and the depletion of deposit insurance premium credits.

Professional fees increased $176,905, or 21.19% to $1,011,861 for the twelve months ended December 31, 2009 from
$834,956 for the same period in 2008, due to increased audit, accounting and legal fees during 2009.

Data processing and outside services fees decreased $65,237, or 6.64%, to $917,170 for the twelve months ended
December 31, 2009 from $982,407 for the same period in 2008.

ATM processing fees increased $31,649, or 5.43%, to $614,516 for the twelve months ended December 31, 2009 from
$582,867 for the same period in 2008, due to the increase in ATM transaction activity, which was offset by fees generated
from ATM transaction activity.

Amortization of mortgage servicing rights (MSR) in excess of mortgage servicing income increased $95,885, or 371.03%,
to $121,728 for the twelve months ended December 31, 2009 from $25,843 for the same period in 2008, due to a higher
volume of prepayments of sold loans during 2009.
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»  Other expenses decreased $1,229,461, or 24.88%, to $3,711,223 for the twelve months ended December 31, 2009 from
$4,940,684 for the same period in 2008. In particular, periodic impairment benefits associated with mortgage servicing
rights increased $1,306,849 to $587,576 for the twelve months ended December 31, 2009 compared to periodic
impairment costs of $719,273 for the same period in 2008.

Off-Balance Sheet Arrangements

The Company is party to financial instruments with off-balance sheet risk in the normal course of business to meet the financing
needs of its customers. These financial instruments include commitments to originate loans, standby letters of credit and unadvanced
funds on loans. The instruments involve, to varying degrees, elements of credit risk in excess of the amount recognized in the balance
sheets. The contract amounts of those instruments reflect the extent of involvement the Company has in particular classes of financial
instruments. Further detail on the financial instruments with off-balance sheet risk to which the Company is party is contained in Note
20 to the Consolidated Financial Statements.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

As a smaller reporting company, we are not required to provide the information required by this Item.
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Item 8. Financial Statements

HATSWELL, MacLEOD & COMPANY, P.C.

CERTIFIEDR PUBLIC ACCOUNTANTS

The Board of Directors
New Hampshire Thrift Bancshares, Inc.
Newport, New Hampshire

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have audited the accompanying consolidated balance sheets of New Hampshire Thrift Bancshares, Inc. and Subsidiaries as of
December 31, 2010 and 2009 and the related consolidated statements of income, changes in stockholders’ equity, comprehensive
income and cash flows for each of the years in the three-year period ended December 31, 2010. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its
internal control over financial reporting. Our audit included consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
consolidated financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated {inancial statements referred to above present fairly, in all material respects, the consolidated financial
position of New Hampshire Thrift Bancshares, Inc. and Subsidiaries as of December 31, 2010 and 2009 and the consolidated results of
their operations and their cash flows for each of the years in the three-year period ended December 31, 2010, in conformity with
accounting principles generally accepted in the United States of America.

Shatrell Spucerd + Company, £.¢ .

SHATSWELL, MacLEOD & COMPANY, P.C.

West Peabody, Massachusetts
March 25, 2011

83 PINE STREET » WEST PEABOOY, MASSACHUSETTS 01960-3635 « TELEPHONE (978) 535-0206 « FACSIMILE (978) 535-9908
smc@shatswall . com www. shalswell.com

40



New Hampshire Thrift Bancshares, Inc. and Subsidiaries
Consolidated Balance Sheets

As of December 31, 2010 2009

ASSETS ettt ettt s eetr s e bt e et e e b b e b e e ba e bt e ea b e e sttt e a bt st et e satae bt e satesateenteaseeatsentsestenatens
Cash and due from DADIKS ...........ccceeeeeieieiiicieccecereerecresr et eae e e eseseneeareerressessressnesnnas $ 21,512,894 § 20,338,652
Federal Reserve Bank interest bearing deposit..........cccocevieriinieeriiriecrenveenessesesssessessessessessnns 11,700,000 17,700,000

Total cash and cash equUIVALENES..........cceeeriirreriiiiceeecee et cneenenens 33,212,894 38,038,652

Securities available-fOr-Sale ..........cccvvuiriirirerreninenerrcee e et b e e ea e anen 195,984,515 218,293,101
Federal Home Loan Bank StOCK ..........ccoveeiinrirenierinniriiiiteeieeeeeeesieetesessessaessessensensenesnenns 7,614,600 6,175,800
L0ans held-fOr-5ale.........c.ccciminiiniiniiiierrecer ettt ee s r e e et ereesa et e eresseerasane s ennensenas 5,887,141 2,077,900
Loans receivable, net of the allowance for loan losses of $9,863,904 as of December 31,

2010 and $9,518,632 as of December 31, 2009........c..covvmivirineeiiiiieeereeeresteeeseeessesesnsesnas 675,513,787 620,332,606
Accrued INterest TECEIVADIE .......c.ciiieiiiieicciieictecesree et re e nesbe b seeneesn et sensenne 2,986,348 2,972,403
Premises and eqUIPIMENt, DL ........cc.ecveeeereceriereeerieeessetetereestere e besbenrereeseesessereesensenserensns 16,671,896 17,034,220
INVEStMENLS 1N TEAL ESTALE ....eocvveeeeeeieeiie ettt et e s eeare s seareesenee e teesseeesaeeesssessaeenes 3,550,427 3,505,828
Other real €State OWIIEM ........ccecveeveeiirriirerieeeeeeste sttt et e e e s vecsteesesseeseessessessessesssesesssansans 75,000 100,000
GOOAWILL....eeiceeeecceeceeee e e et et e ettt este e st e e ts e be e b e e re e s se s e seesabsesesenssesssessssnseensessesnsens 27,293,470 27,293,470
Intangible assets - COre AEPOSILS .........eeeeeeiieeiieerieeiteeie e cir e eeeeree e e er et ebecbessne e s eseensens 1,550,139 2,023,806
Investment in partially owned Charter Holding Corp., at €quity.........ccccovrevervrereerereeerenrnenes 4,898,869 3,083,084
Bank owned Lfe IMSUTAIICE ........cveiiuiiiiiieeiieceeeete e esee et s st eessesseveeste st aesesesesesesanenanesenens 10,358,288 9,965,068
ORET ASSELS ...euuieieeiiecieeieereecrrere et receeeee e seebe et e e teesbesaseeatsseanssesesonsesansersesnnesnsessronnsessensnans 9,456,510 11,705,249

TOLAL @SSEES....eeeiueiieriitieriitecitecsteeetr et e et e ebesas s err e st essteserseeensessaessesonsesatensaessaensesosssneenne $ 995,053,884 § 962,601,187
LIABILITIES AND STOCKHOLDERS’ EQUITY LIABILITIES
DEPOSIES ... eerereiereierieeeeite s e e cteeetees e e esreeteeeseesseesaeeabesanseresenseesatesenssesaseantaeassaassorserasensenresnean
NONINLETESL-DEATING ......ceveieeieeieeieeteeieeiee e ere et e e e ete e e e e eteesbeesreereessesresassssssssssenseseasssnen $ 53,265,124 § 48,430,291
INETESE-DEATING ......cueeuieieieiecieeeeceeseeiee e e teeesnesaesees s s beasssenbaessssbenbanbsensennensereensernennens 724,953,993 685,998,477
TOtAl AEPOSILS...eccveerereireeeeieieeeeierte e e e te e e ste e eteebente s e esaseassesnesteonssasessesssesesssestssesasrens 778,219,117 734,428,768
Federal Home Loan Bank adVances .............cueiveeveeieeiieeiciireesereeeeesssesseesssesssssssssssssesnsseens 75,959,361 95,962,006
Oher DOITOWINES......cc.vieieeeieerieeieerteeeeteeetieeaeeseesteesseesseesseesseeessesessbesssesssanssasssenssessessseseesenas — 2,077,500
Securities sold under agreements t0 rePUIChASE ........c.cocevvecrierieciiereceeeecreeeee e 16,165,074 12,118,953
Subordinated dEDENLUIES ..........cc.eeviiiiiiiciieietece et sae s ae e sas et e et s esasssessesone 20,620,000 20,620,000
Accrued expenses and other Habilities ........c.ccceeeeieeeieriececieiececce e 11,698,913 9,617,707
TOtAl HADIITIES ..eecuveeeeeeeie e ettt be et e esabeere s sesasesaneeansensenne 902,662,465 874,824,934
Commitments and CONtINZEIICIES .......cceereruieierinerreererteesiestetseseesseseeseeseessssessessssassessasssssssesassns

STOCKHOLDERS’ EQUITY
Preferred stock, $.01 par value, per share: 2,500,000 shares authorized, fixed rate
cumulative perpetual Series A; 10,000 shares issued and outstanding; liquidation value
$1,000 PEI SHATE......ccvoviiirrreiertrineetrert ettt etste e e e sas st se e e e s s s assasasesaneees 100 100
Common stock, $.01 par value, per share: 10,000,000 shares authorized, 6,234,051 shares
issued and 5,773,772 shares outstanding as of December 31, 2010 and 6,232,051 shares

issued and 5,771,772 shares outstanding as of December 31, 2009 ............c.ccocveevereernenene. 62,341 62,321
WAITANLS ....cooveeeicciee st cteeee e ee e aeessteeeeseseeaseesseesssesbeeesstreseassesessssesssessseeensesssseessssesnes 85,020 85,020
Paid-in CAPILAL......cviiiiriiiceee ettt r e e r e e nerenne 55,920,664 55,884,604
Retained €armiNgGS .........cccvvvirerriiiecieieese et ee et st e et e st s et eesnecanereereessennesnesserneresrsenenss 46,000,732 41,570,797
Accumulated other cOMPreRenSIVE LOSS .......ccvcvrieriiiieieiieiiciieer e cresteetnerenreene s eneereeseerenne (2,526,715) (2,675,866)
Treasury stock, 460,279 shares as of December 31, 2010 and 2009, at cost...........c.cccuveune.... (7,150,723) (7,150,723)

Total StockhOlders” €qUILY........cccceiciiiiiiccecetrercre et e e ebebesas s rrens 92,391,419 87,776,253
Total liabilities and stockholders’ €qUIt .........ccoevrveririierieeeecceeeeee e, $ 995,053,884 § 962,601,187

The accompanying notes are an integral part of these consolidated financial statements.
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New Hampshire Thrift Bancshares, Inc. and Subsidiaries
Consolidated Statements of Income

For the years ended December 31, 2010 2009 2008
INTEREST AND DIVIDEND INCOME ........ooiiieireeceeeveneeectesasneesscveeeenneeenes
Interest and fE€S ON LOANS .........oevveiirvieeitiereeeecereereeerecereersteeseeeesseearsenneens $ 31,955,755 $ 33,176,044 $ 37,570,672
Interest on debt iINVEStMENtS .......cceveeiiiiiieeieeeeeeeee e eee e s e
TAXADIE ...oeecureeeieecieieieeeeeee e ee e e e e e e e e e e e e e ae e e e rn e e e eeaaa e e nnaaean 6,084,711 6,079,490 4,460,190
DIVIAEIAS .....eeevvreeiiiecieecir et eeee e eeeteeeeeeseseeeeseaeesesereesseeesenneeesansreeenssaesansases 17,026 20,689 329,877
BT ...ttt eeteete e e e et e e s tee st e s e ese s s e s saessbeassaesasseesseassaasseessesanraenreenns 599,040 107,919 275,038
Total interest and dividend INCOME .......eevveeevervreeeeeeiirreeee e, 38,656,532 39,384,142 42,635,777
INTEREST EXPENSE
Interest 0N dePOSILS........ccvierierieciirinieiiiet ettt 6,634,538 8,762,151 12,937,657
Interest on advances and other borrowed money ..........ccccecceveievniencrieeneenenne. 2,039,544 2,098,049 2,226,556
Interest 0N dEDENIULES...........ccouviiiiiiiieiicie ettt eeeee e serere s eereereereeeeeanaeeas 1,011,037 1,157,953 1,315,365
Interest on securities sold under agreements to repurchase........c..coceeercruenne. 59,181 58,029 234,470
Total INtErest EXPENSE....cveververererrrrrirreriereriteeeeieesreneeseseassesans 9,744,300 12,076,182 16,714,048
Net interest and dividend inCome...........ccccveecveeeiicineecsiieeecneeean, 28,912,232 27,307,960 25,921,729
PROVISION FOR LOAN LOSSES .....teetieteeieeieeteeerreeiteeseeesseessseeesesenssesssassaneens 2,182,000 5,952,000 1,101,100
Net interest and dividend income after provision for loan
JOSSES wveerreercerreeerereecieeieiteesteeteesteee e e sseesbessaeessasenseessaeeasaannnes 26,730,232 21,355,960 24,820,629
NONINTEREST INCOME
CUSLOMET SEIVICE fEES...uuviiieiieeciiieeeeetieeeiteeeeeeecrraeseesnseeseseesnsareeseesasssssneesans 5,197,963 5,437,153 5,492,839
Net gain on sales and calls of SECUTIIES ..........cocereerreireneciinirirererereseeane 2,082,910 3,648,795 909,919
WritedOWn Of SECUTILIES. ... ..eeeceeerieiierenteierieeeeeeeeseeree e s e e b s e e s — — (879,720)
Net gain on sales of 10ans.........ccccooiiiriiiiriieieerieeeeerece et 1,692,332 2,551,545 838,400
Net gain (loss) on sales of other real estate owned, other assets and fixed
ASSEES.cuveeuriierreestressserseeiesteseaasteaeesaeasesessaeeassaasansaaseesraeeebreesenaeeenasreeenraneeans 49,603 (9,435) (59,878)
ReNtAl INCOMIE........ueevieeiiieeeecirieee ettt e ettt e e e e ctsea s e searassesaseesabseneeannnnns 700,845 703,572 675,256
Realized gain in Charter Holding Corp. .......cocvvirieneininniieniecieeeee e 191,853 106,295 253,114
Brokerage SErvice IMCOIME ..........coeiieiiriireiieieeneieceeeretesreesee et esseeseaeesaseaeaneas 2,402 9,832 85,301
Bank owned life InSUrance iNCOME.............cocveeivvveeiviiieeeeeeiiiieeeeeeeerreeeeesenneens 356,335 371,930 380,195
OLhET INCOMIE ..c.eevieeeeeeeeeeeeeereeee e e eeeee e e eereeneeeeesenttnssaeeesssbssansseaesnrneeessnssnrens — 26,348 1,672
Total NONINLETESt INCOIMIE ......eceveeeeeeeeriiiieeeeceiiieeeeeeeeeteeeeeeeensranees 10,274,243 12,846,035 7,697,098
NONINTEREST EXPENSES
Salaries and employee bencfits .........ccoooiverieieciiniininn e, 13,370,442 12,358,148 12,190,464
Occupancy and eqUIPMENt EXPENSES «....c..erueruereeererrecrreerinersesseerseesrerseesesessenses 3,743,232 3,815,924 3,989,322
Advertising and Promotion ........c..cccvevecieererecrcrnenenre st 432,063 376,431 483,429
DEPOSItOrS’ IMSUTANCE ........ eereeeeireeertereeeeereaeseeaseesaseesaressseessessenessseessseessessaes 1,020,231 1,177,519 128,617
ProfesSional SEIVICES ....cccu. cecveieeeiieieitieseeeeieeectrreestreeesraeesneessessneesessesessasessnns 953,355 1,011,861 834,956
Data processing and outside Services fees.......cc.coovernrrcnneiennennenrenenneencne. 933,896 917,170 982,407
ATM Processing fEeS......... coueerierrieiirincecrieerecienrenre st s e et ene s e 520,072 614,516 582,867
Net (benefit) amortization of mortgage servicing rights and mortgage
SEIVICINE IMCOIME.....eeruerteueieureeneetercreteeneeessesseeseesseessnensessessreeseeeneesaesaseranens (112,965) 121,728 25,843
SUPPLIES ..ttt ceeete et e et et et ete e ce e e st st eeaees et e seeenee et esns e s ae s aesaenan 407,630 387,260 459,740
Other EXPENSES ....ooueirneiiint ettt et e srne s et e e sre e e cane 4,245,538 3,711,223 4,940,684
Total NONINLETESt EXPENSES ....coverueerueenreeereeereereereereeeeeseeeeeeenne 25,513,494 24,491,780 24,618,329
INCOME BEFORE PROVISION FOR INCOME TAXES .....cccocoeivveeveere e, 11,490,981 9,710,215 7,899,398
PROVISION FOR INCOME TAXES ...ttt sse s sreessenessaessne s 3,543,546 3,112,509 2,174,326
NET INCOME ...ttt crecieereeeesaeeae s enasbe s s s essbe s st aesbassssessssesaseessassasessnses $ 7947435 $§ 6,597,706 $§ 5,725,072
NET INCOME AVAILABLE T() COMMON STOCKHOLDERS .........cccccveean..e. $ 7431,256 $§ 6,103,445 § 5,725,072
Earnings per common Share...........ccoccoveevierinieccnenieenennertecirenenee e seeereesseeeseseens $ 129 § 1.06 § 1.00
Earnings per common share, assuming dilution ...........cccceceviivinnniinncnineinnnneenenns $ 1.29 § 1.06 § 0.99
Dividends declared per common share .........c..cccoevvinininininniini $ 052 § 0.52 § 0.52

The accompanying notes are an integral part of these consolidated financial statements.
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New Hampshire Thrift Bancshares, Inc. and Subsidiaries

Consolidated Statements of Changes in Stockholders’ Equity

For the years ended December 31, 2010 2009 2008
PREFERRED STOCK .......cooioieiiinteieencentcneercneente e sesesnessnessessasnsessnessessanees
Balance, beginning of Year..........ccceeevevceninirieiecciirtrrr e 100 — —
Issuance of preferred StOCK.......ccvveieiirenciinnicc e — 100 —
Balance, end Of YEar ..........ccceveviieerneirieeereeeetee ettt ere s 100 100 —
COMMON STOCK
Balance, beginning of year..........cccovevevereninniceecieece e 62,321 62,081 61,821
Exercise of stock options (2,000 shares in 2010, 24,000 shares in 2009 and
26,000 shares in 2008).........cccveeirereerereriereneteseerereseseseesestesesesessesessesenns 20 240 260
Balance, end 0f Year..........ccvevveeieveriniecireececesee ettt 62,341 62,321 62,081
WARRANTS
Balance, beginning of Year.........ccccoeceveriecerieerirenireeeeeerestee e e s ss v 85,020 — —
ISSUANCE Of WAITANLS ......ccvvireriereererieereneeenr et st seresssesseesassanensessssnonsenes — 85,020 —
Balance, nd Of YEAT .........covveveeieveereeeieeree et et esserr e ssreeeanse e saeans 85,020 85,020 -
PAID-IN CAPITAL
Balance, beginning Of YEaT ..........ccuevveeeeereeriereiereeeeeseenrenrereereeseeesresseresnenees 55,884,604 45,756,112 45,480,955
Increase on issuance of common stock from the exercise of stock options..... 18,230 180,260 248,865
Tax benefit for StOCK OPHONS .......cceeveeveieeriieceteiee et 1,651 17,173 26,292
Issuance of preferred StOCK.........ovuvvererceriecticieeeecieecee e — 9,914,880 —
Preferred StOCK NEt ACCTELION ........ecuveieeieeei et ceetee e e ssereessesensesetesesenens 16,179 16,179 —
Balance, end Of YEaT ........cvoveriieieiereeecceeeceee ettt 55,920,664 55,884,604 45,756,112
RETAINED EARNINGS
Balance, beginning of Year ...........ccoeccevieeeeierininenieresiecteeteste e se e e e 41,570,797 38,399,369 35,982,392
NELINCOIMIE ...covvrererivcrrireerreseesteessesesesetesestesesessssessesessesnssensesessnsessesessnsesens 7,947,435 6,597,706 5,725,072
Cumulative effect of a change in accounting principle - initial application
OF ASC 715 = 60....ceiiieiieieieireeteteeteetect et e et e b e s e ens b rens — — (320,034)
Preferred Stock Net aCCTEHON .......cvcveeuieiecereieieictcce e e eas (16,179) (16,179) —
Cash dividends paid, preferred stock..........c.covvueereeereieeeceeieeciee e, (500,000) (415,278) —
Cash dividends paid, common stock ............ et eeetteeeeererrreeeeaaaareeeen—rrreoaaares (3,001,321) (2,994,821) (2,988,061)
Balance, end Of YEaT ...........ccooiviiireceeeeeecceeeeeecctetc et sr e 46,000,732 41,570,797 38,399,369
ACCUMULATED OTHER COMPREHENSIVE LOSS
Balance, beginning of YEar..........cceveuieeeeeiereeereeeee et eeaeereseeeereerenenees (2,675,866) (2,389,747) (1,768,076)
Unrealized holding gain (loss) on securities available- for- sale, net of tax
EEFECE ..ttt ettt ettt sttt 314,100 (728,263) 1,226,878
Other comprehensive (loss) income - pension plan, net of tax effect.............. (131,665) 291,498 (1,356,767)
Other comprehensive (loss) income - derivative, net of tax effect.................. (95,682) 146,845 (480,741)
Other comprehensive income (loss) - equity investment..............ccoeoveveeneenene. 62,398 3,801 (11,041)
Balance, end Of YEar........c..cuiiiiiiiiriciereeeceeereeecee et (2,526,715) (2,675,866) (2,389,747)
TREASURY STOCK
Balance, beginning 0f YEar..........ccceevvueerereerieieeereeeteee ettt vt renes (7,150,723) (7,150,723) (7,089,769)
Shares repurchased (5,000 Shares) .........c.coccoeevieieiereeeceecieee et — — (60,954)
Balance, end Of YEAT .........coceeveeieiereieeecece ettt r et (7,150,723) (7,150,723) (7,150,723)

The accompanying notes are an integral part of these consolidated financial statements.
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New Hampshire Thrift Bancshares, Inc. and Subsidiaries
Consolidated Statements of Comprehensive Income

For the years ended December 31, 2010 2009 2008
NELIMCOITIE .....eoevevieereeeeeceeeettessreesssresseeesseesaessaesesesteesesenseeansessanensesnteessessassassnren $ 7,947435 $§ 6,597,706 $ 5,725,072
Other comprehensive income (loss), net of tax effect .........c.cooevvvnivninccncnnnnne. 149,151 (286,119) (621,671)

Comprehensive IMCOME.......c.covuvreieeiinteierereriererrre st saesesessesnnes $ 8,096,586 $ 6,311,587 $ 5,103,401

Reclassification disclosure for the years ended December 31:

2010 2009 2008
Net unrealized holding gains on available-for-sale securities..........cccoceeeevvvcrcrrenrnncace. $ 2,603,029 $ 2442863 $ 2,061,789
Reclassification adjustment for realized gains in net inCOME .........oceverveecenerercenne (2,082,910) (3,648,795) (30,199)
Other comprehensive income (loss) before income tax effect.............ccccouennenee. 520,119 (1,205,932) 2,031,590
Income tax (expense) benefit..........cocoverieirireerieierieccrie et (206,019) 477,669 (804,712)
314,100 (728,263) 1,226,878
Other comprehensive (10ss) income - pension plan .........ccccceeveevevrenrerieririnrnrenersneens (218,025) 482,693 (2,246,677)
Income tax benefit (EXPENSE) ....c..ooeirreirrirriieeeeniieneerteereeeeeere st eeresstessaessteessaesssaas 86,360 (191,195) 889,910
(131,665) 291,498 (1,356,767)
Change in fair value of derivatives used for cash flow hedges........ccocevivncniinnenne (158,438) 243,162 (796,061)
Income tax benefit (EXPEMSE) ........ocuevueerurrrecriireiieiiiesi e stree et s seest st st sesseseeeens 62,756 (96,317) 315,320
(95,682) 146,845 (480,741)
Other comprehensive income (loss) - equity investment .........c.cocoecervervcrecerenencenenne 62,398 11,042 (18,282)
Income tax (exXpense) Benefit .........cccocieeirevirricinnniere ettt —_ (7,241) 7,241
62,398 3,801 (11,041)
Other comprehensive income (loss), net of tax effect.........ccoceeeevervenvecrevniicenencnne $ 149,151 $§  (286,119) §  (621,671)
Accumulated other comprehensive loss consists of the following as of December 31:
2010 2009 2008
Net unrealized holding (losses) gains on available-for-sale securities, net of taxes ... $  (191,661) §$ (505,761) $ 222,502
Unrecognized net actuarial loss, defined benefit pension plan, net of tax .................. (1,960,634) (1,828,969) (2,120,467)
Unrecognized net loss, derivative, net 0f taX ......c.cccoceeerecrieneirincienrceerieeeeneeeene (429,578) (333,896) (480,741)
Unrecognized net income (loss), ecquity investment, net of tax ..........cocevevercnveeene 55,158 (7,240) (11,041)
Accumulated other comprehensive LSS . ........cevvirreireeeirriennrennteeetse s reeee e $ (2,526,715) $ (2,675,866) $ (2,389,747)

The accompanying notes are an integral part of these consolidated financial statements.

44



New Hampshire Thrift Bancshares, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

For the years ended December 31, 2010 2009 2008
Cash flows from operating activities:
NELINCOME ....vuvereeieeeerente sttt ste bt sae et e see st st e sbeste e seesassnene $ 7,947,435 $ 6,597,706 $ 5,725,072
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation and amortization...........coceeveererererivnenseeneesseeoncesseenns 1,418,381 1,497,721 1,521,290
Net (increase) decrease in mortgage servicing rights..................... (279,318) (982,975) 953,619
Amortization of SECUIILIES, NEL.........cccuevvreveirrieeevereeeeeeee s 1,069,916 391,218 8,541
Amortization of deferred expenses relating to issuance of capital
securities and subordinated debentures .........coeevvvvvereveviererennns 10,693 10,694 10,693
Amortization of fair value adjustments, net (loans, deposits and
DOITOWINEZS) ...evrvereereriieerieseseastssesesesssetasesteseseseasasasesassensssases 98,122 123,409 273,863
Amortization of core deposit intangible...........cc.ccevervenenerieeneennne 473,667 536,721 599,776
Net (increase) decrease in loans held-for-sale ...........cccovevvervenenne. (3,809,241) (140,150) 570,130
Writedown of other real estate............ccoceerevreeerieesvreneenreereeeeeens — — 53,741
Net (gain) loss on sales of premises, equipment, investment in
real estate, other real estate owned and other assets.................. (49,603) 9,435 59,878
Net gain on sales and calls of securities............cccoveveevrecenrercrennane. (2,082,910) (3,648,795) (909,919)
Writedown Of SECUIILIES .........cecveruieieeriiiecieeeeereestec e te e eee e, — — 879,720
Equity in gain of partially owned Charter Holding Corp............... (191,853) (117,334) (253,116)
Provision for 10an 10SSES ..........covieireeimreiirneeeeieeeneeceesineeeesneeeenans 2,182,000 5,952,000 1,101,100
Deferred tax benefit..........ccoveeceereecieniecieceeieeeee et (104,521) (1,200,943) (681,082)
Change in cash surrender value of life insurance............ccccccone.... (382,125) (397,806) (403,223)
Decrease (increase) in accrued interest receivable and other
BSSCLS veuveuerurererenreerreaseteessesesestesastesaaesessasensenseneesaesesanseseesenas 2,494,966 (2,982,905) (340,816)
Change in deferred loan origination costs, net..........c.cceccereruecvrnnn. 73,947 404,330 123,037
Increase in accrued expenses and other liabilities..............cc......... 1,531,394 88,124 2,093,924
Net cash provided by operating activities ..........coccoveveeverrerrceencnnene 10,400,950 6,140,450 11,386,228
Cash flows from investing activities:
Proceeds from sale of premises and equipment.............ccceceeverercrveeennenee — — 16,000
Capital expenditures - investment in real estate ............coceoeveeeerenrrennenes (140,448) (12,503) (164,692)
Capital expenditures - SOftWare..........c.cocceervervirevneene et (76,452) (32,148) (191,779)
Capital expenditures - premises and eqUIPMENt ........ccccocereeveeceerreereeenne (868,185) (681,617) (1,381,003)
Proceeds from sales of securities available-for-sale............cccoeeuvvveennnenn. 109,539,228 249,601,020 20,191,593
Purchases of securities available-for-sale.............ccccovvvvverniiineeenreirnnenn. (131,963,998) (403,382,693) (76,008,596)
Proceeds from maturities of securities available-for-sale........................ 46,266,469 40,397,065 41,823,406
Purchases of Federal Home Loan Bank StocK ........ccccovvveevereivcneeecennenen. (1,438,800) (1,229,500) (660,700)
Redemption of Federal Home Loan Bank stock..........ccceeeiiniiinnnnnnne. — — 3,247,100
Capital distribution - Charter Holding Corp., at equity ......ccccocvcerurvvenenee. 203,466 170,145 251,171
Additional investment in Charter Holding Corp. .......cccooveceevencninrccenne. (1,765,000) — —
Loan originations and principal collections, net...........ccceccvnvrrencerncnnenne. (48,789,593) 10,569,361 (10,918,367)
Purchases of [0ans ...........coccvieiiiviieiiiiecieee ettt (8,980,000) (1,176,964) (1,326,296)
Recoveries of loans previously charged off............cccoceevvmieiiiieninceennnne 215,698 417,815 230,744
Proceeds from sales of other real estate and other assets ..........c.ccoeeue..... 306,103 278,065 173,318
Premium paid on life insurance policies........c..ccceouevuerieveneenienenennceneenn (11,095) (11,095) (11,095)
Net cash used in Investing aCtiVities .........ccccurevreerienerreernerceseesuens (37,502,607) (105,093,049) (24,729,196)
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New Hampshire Thrift Bancshares, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

(Continued)
For the years ended December 31, 2010 2009 2008
Cash flows from financing activities:
Net increase in demand deposits, savings and NOW accounts .................. 32,961,675 32,835,474 2,700,885
Net increase in time dePOSILS.....ccvvrreerrerreeerieriirireeirereeereensesesesnesseeeesesasses 10,828,674 48,239,969 (2,484,827)
(Decrease) increase in short-term advances from Federal Home Loan
BanNK. ..ottt e (40,000,000) 35,000,000 4,383,000
Principal advances from Federal Home Loan Bank................cccoeevvenenee. 75,000,000 5,000,000 60,000,000
Repayment of advances from Federal Home Loan Bank........................... (55,000,000) (10,382,246) (61,481,048)
Increase in other borrowed funds .........ccccoveemevieeeerciecieeeieceeeee e — — 2,000,000
Repayment of other borrowed funds...........ccceevvevenecieieececeeceeee, (2,077,500) (80,000) (80,000)
Net increase (decrease) in repurchase agreements ..........c..ccevevvverrerenenenne. 4,046,121 (2,954,038) (368,002)
Proceeds from issuance of preferred stock ..........ccovuvuviereviecrnecierenieeirenans — 10,000,000 —
Repurchase of treasury stocK.........oevivviviniininisicececccee s — — (60,954)
Dividends paid on preferred StoCK.........cooevvevveeericieeiirereereeeeece e (500,000) (415,278) —
Dividends paid on common StOCK .........ccceceereecrirenuenrnieceseeiesesresssseseienens (3,001,321) (2,994,821) (2,988,061)
Proceeds from exercise of StoCk OPHONS .......cccuecvevvveceerereeeeereeeereee e, 18,250 180,500 249,125
Net cash provided by financing activities ............evevvvvveeuereiveinenenns 22,275,899 114,429,560 1,870,118
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS....... (4,825,758) 15,476,961 (11,472,850)
CASH AND CASH EQUIVALENTS, beginning of year.........c.ccooerveeeerereerenenns 38,038,652 22,561,691 34,034,541
CASH AND CASH EQUIVALENTS, end of Year...........c.ccceueeeevvecverivsereerennens 33,212,894 $ 38,038,652 § 22,561,691
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
INtErest PAIA.....coveevieiieeeee ettt ettt st es 9,769,267 $§ 12,232380 $ 17,216,587
INCOME taXes PAId......cooveiie ittt e 4,630,331 $ 4,036,885 $ 2,966,932
Loans transferred to other real estate owned............cocovveeeeeenveereceeeieennn. 310,000 $ 350,000 $ 284,000
Loans originated from sales of other real estate owned...............cccocu.n...... 119,000 § 225,500 $ —
Change in due from broker..........cccoveveeviecinniecceicceceeetee e $ (20,868,360) $ 20,868,360
Allowance for loan losses transferred to other liabilities .............ccveuenne.. 175,000 $ $

The accompanying notes are an integral part of these consolidated financial statements.
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NOTE 1. Summary of significant accounting policies:

Nature of operations - New Hampshire Thrift Bancshares, Inc. (the “Company”) is a savings and loan holding company
headquartered in Newport, New Hampshire. The Company’s subsidiary, Lake Sunapee Bank, fsb (the “Bank™), a federal stock savings
bank, operates twenty eight branches primarily in Grafton, Hillsborough, Sullivan, Chester and Merrimack counties in west central
New Hampshire and Rutland and Windsor Counties in Vermont. Although the Company has a diversified portfolio, a substantial
portion of its debtors’ abilities to honor their contracts is dependent on the economic health of the region. Its primary source of
revenue is providing loans to customers who are predominately small and middle-market businesses and individuals.

Use of estimates in the preparation of financial statements - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Principles of consolidation - The consolidated financial statements include the accounts of the Company, the Bank, Lake
Sunapee Group, Inc. (LSGI), which owns and maintains all buildings and investment properties, and Lake Sunapee Financial Services
Corp. (LSFSC), which sells brokerage securities and insurance products to customers. LSGI and LSFSC are wholly owned
subsidiaries of the Bank. All significant intercompany accounts and transactions have been eliminated in consolidation.

NHTB Capital Trust IT and NHTB Capital Trust III, affiliates of the Company, were formed to sell capital securities to the
public through a third party trust pool. In accordance with ASC 810-10, “Consolidation - Overall,” the subsidiaries have not been
included in the consolidated financial statements.

As described in recent accounting pronouncements, in June 2009 ASC 810-10 was amended by SFAS No. 166 and SFAS
No. 167, which were effective for the Company in the first interim reporting period of 2010. SFAS No. 167 amended the
consolidation guidance in ASC 810-10. These amendments to ASC 810-10 did not have a material impact on the Company’s financial
statements.

Cash and cash equivalents - For purposes of reporting cash flows, the Company considers cash and due from banks and
Federal Reserve Bank interest bearing deposit to be cash equivalents. Cash and due from banks as of December 31, 2010 and 2009
includes $9,747,000 and $9,049,000, respectively, which is subject to withdrawal and usage restrictions to satisfy the reserve
requirements of the Federal Reserve Bank and PNC Bank.

Securities available-for-sale - Available-for-sale securities consist of bonds, notes, debentures, and certain equity securities.
Unrealized holding gains and losses, net of tax, on available-for-sale securities are reported as a net amount in a separate component
of stockholders’ equity until realized. Gains and losses on the sale of available-for-sale securities are determined using the specific-
identification method. -

Securities held-to-maturity - Bonds, notes and debentures which the Company has the positive intent and ability to hold to
maturity are reported at cost, adjusted for premiums and discounts recognized in interest income using the interest method over the
period to maturity. No write-downs have occurred for securities held-to-maturity.

For any debt security with a fair value less than its amortized cost basis, the Company will determine whether it has the intent to
sell the debt security or whether it is more likely than not it will be required to sell the debt security before the recovery of its
amortized cost basis. If either condition is met, the Company will recognize a full impairment charge to earnings. For all other debt
securities that are considered other-than-temporarily impaired and do not meet either condition, the credit loss portion of impairment
will be recognized in earnings as realized losses. The other-than-temporary impairment related to all other factors will be recorded in
other comprehensive income.

Declines in marketable equity securities below their cost that are deemed other than temporary are reflected in earnings as
realized losses.

Securities held for trading - Trading securities are carried at fair value on the consolidated balance sheets. Unrealized holding
gains and losses for trading securities are included in earnings.
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Federal Home Loan Bank stock - As a member of the Federal Home Loan Bank (FHLB), the Company is required to invest in
$100 par value stock of FHLB. The FHLB capital structure mandates that members must own stock as determined by their Total Stock
Investment Requirement which is the sum of a member’s Membership Stock Investment Requirement and Activity-Based Stock
Investment Requirement. The Membership Stock Investment Requirement is calculated as 0.35% of member’s Stock Investment Base,
subject to a minimum investment of $10,000 and a maximum investment of $25,000,000. The Stock Investment Base is an amount
calculated based on certain assets held by a member that are reflected on call reports submitted to applicable regulatory authorities.
The Activity-Based Stock Investment Requirement is calculated as 4.5% of a member’s outstanding principal balances of FHLB
advances plus a percentage of advance commitments, 4.5% of standby letters of credit issued by the FHLB and 4.5% of the value of
intermediated derivative contracts. Management evaluates the Company’s investment in FHLB of Boston stock for other-than-
temporary impairment at least on a quarterly basis and more frequently when economic or market conditions warrant such evaluation.
Based on its analysis of the FHLB of Boston as of December 31, 2010, management deems its investment in FHLB of Boston stock to
be not other-than-temporarily impaired.

On December 8, 2008, the FHLB of Boston announced a moratorium on the repurchase of excess stock held by its members.
The moratorium will remain in effect indefinitely.

Investment in Charter Holding Corp. - As of December 31, 1999, the Company had an investment of $79,999 in the common
stock of Charter Holding Corp. (CHC). This investment was included in other investments on the consolidated balance sheet and was
accounted for under the cost method of accounting for investments. On October 2, 2000, the Bank and two other New Hampshire
banks acquired CHC and Phoenix New England Trust Company (PNET) from the Phoenix Home Life Mutual Insurance Company of
Hartford, Connecticut. Contemporaneous with the acquisition, CHC and PNET merged under the continuing name of Charter Holding
Corp. with assets of approximately $1.7 billion under management. As a result of the acquisitions and merger, the Bank and each of
the other two banks owned one-third of CHC at an additional cost of $3,033,337 each. Goodwill resulting from the acquisition was
“pushed down” to the financial statements of CHC. On September 30, 2010, the Company and one of the other banks purchased the
third bank’s ownership interest. As a result, the Company and one other bank each hold 50% ownership of CHC at December 31,
2010. Headquartered in Concord, New Hampshire, CHC provides trust and investment services from seven offices across New
Hampshire. Charter New England Agency, a subsidiary of CHC, provides life insurance, fixed and variable annuities and mutual fund
products, in addition to full brokerage services.

The Bank uses the equity method of accounting to account for its investment in CHC. An investor using the equity method
initially records an investment at cost. Subsequently, the carrying amount of the investment is increased to reflect the investor’s share
of income of the investee and is reduced to reflect the investor’s share of losses of the investee or dividends received from the
investee. The investor’s share of the income or losses of the investee is included in the investor’s net income as the investee reports
them. Adjustments similar to those made in preparing consolidated financial statements, such as elimination of intercompany gains
and losses, also are applicable to the equity method.

Loans held-for-sale - Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost
or estimated market value in the aggregate. Net unrealized losses are recognized through a valuation allowance by charges to income.
No losses have been recorded.

Nonaccrual loans - Residential real estate loans and consumer loans are placed on nonaccrual status when they become 90 days
past due. Commercial loans are placed on nonaccrual status when they become 90 days past due or when it becomes probable that the
Bank will be unable to collect all amounts due pursuant to the terms of the loan agreement. When a loan has been placed on
nonaccrual status, previously accrued interest is reversed with a charge against interest income on loans. Interest received on
nonaccrual loans is generally booked to interest income on a cash basis. Residential real estate loans and consumer loans generally are
returned to accrual status when they are no longer over 90 days past due. Commercial loans are generally returned to accrual status
when the collectibility of principal and interest is reasonably assured.

Allowance for loan losses - The allowance for loan losses is established as losses are estimated to have occurred through a
provision for loan losses charged to earnings. Loan losses are charged against the allowance when management believes the
uncollectibility of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic review
of the collectability of the loans in light of historical experience, 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. This
evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes
available.
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General component - The general component of the allowance for loan losses is based on historical loss experience adjusted
for qualitative factors stratified by the following loan segments: residential real estate, commercial real estate, construction,
commercial and consumer. Management uses a rolling average of historical losses based on a time frame appropriate to capture
relevant loss data for each loan segment. This historical loss factor is adjusted for the following qualitative factors: levels/trends in
delinquencies; trends in volume and terms of loans; effects of changes in risk selection and underwriting standards and other changes
in lending policies, procedures and practices; experience/ability/depth of lending management and staff; concentration of credit risk
and national and local economic trends and conditions. There were no significant changes in the Company’s policies or methodology
pertaining to the general component of the allowance for loan losses during 2010.

The qualitative factors are determined based on the various risk characteristics of each loan segment. Risk characteristics
relevant to each portfolio segment are as follows:

Residential real estate: The Company generally does not originate loans with a loan-to-value ratio greater than 80 percent and
does not grant subprime loans. All loans in this segment are collateralized by owner-occupied residential real estate and repayment is
dependent on the credit quality of the individual borrower. The overall health of the economy, including unemployment rates and
housing prices, will have an effect on the credit quality in this segment. This segment also includes home equity loans.

Commercial real estate: Loans in this segment are primarily income-producing properties throughout New Hampshire and
Vermont. The underlying cash flows generated by the properties are adversely impacted by a downturn in the economy as evidenced
by increased vacancy rates, which in turn, will have an effect on the credit quality in this segment. Management periodically obtains
rent rolls and continually monitors the cash flows of these loans.

Construction loans: The Bank offers construction loan financing on one-to-four family owner occupied dwellings in the Bank’s
local real estate market. Generally, the Bank makes construction up to 80% of value with terms of up to nine months. During the
construction phase, inspections are made to assess construction progress and monitor the disbursement of loan proceeds. The Bank
also offers a “one-step” construction loan, which provides construction and permanent financing with one loan closing. The “one-
step” is provided under the same terms and conditions of the Bank’s conventional residential program.

Commercial loans: Loans in this segment are made to businesses and are generally secured by assets of the business. Repayment
is expected from the cash flows of the business. A weakened economy, and resultant decreased consumer spending, will have an effect
on the credit quality in this segment.

Consumer loans: Loans in this segment are unsecured or secured by collateral such as automobiles, boats and other recreational
vehicles. Repayment is dependent on the credit quality of the individual borrower.

Allocated component - The allocated component relates to loans that are classified as impaired. Impairment is measured on a
loan by loan basis for commercial, commercial real estate and construction loans by either the present value of expected future cash
flows discounted at the loan’s effective interest rate or the fair value of the collateral if the loan is collateral dependent. An allowance
is established when the discounted cash flows (or collateral value) of the impaired loan is lower than the carrying value of that loan.
Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Company does not
separately identify individual consumer and residential real estate loans for impairment disclosures, unless such loans are subject to a
troubled debt restructuring agreement.

A loan is considered impaired when, based on current information and events, it is probable that the Company will be unable to
collect the scheduled payments of principal or interest when due according to the contractual terms of the loan agreement. Factors
considered by management in determining impairment include payment status, collateral value, and the probability of collecting
scheduled principal and interest payments when due. Loans that experience insignificant payment delays and payment shortfalls
generally are not classified as impaired. Management determines the significance of payment delays and payment shortfalls on a case-
by-case basis, taking into consideration all of the circumstances surrounding the loan and the borrower, including the length of the
delay, the reasons for the delay, the borrower’s prior payment record, and the amount of the shortfall in relation to the principal and
interest owed. Impairment is measured on a loan by loan basis for commercial and construction loans be either the present value of
expected future cash flows discounted at the loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the
collateral if the loan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Company does
not separately identify individual consumer and residential loans for impairment disclosures.

The Company periodically may agree to modify the contractual terms of loans. When a loan is modified and a concession is
made to a borrower experiencing financial difficulty, the modification is considered a troubled debt restructuring (“TDR”). All TDRs
are initially classified as impaired.
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Unallocated component - An unallocated component is maintained to cover uncertainties that could affect management’s
estimate of probable losses. The unallocated component of the allowance reflects the margin of imprecision inherent in the underlying
assumptions used in the methodologies for estimating allocated and general reserves in the portfolio.

Deferred loan origination fees - Loan origination, commitment fees and certain direct origination costs are deferred, and the
net amount is amortized as an adjustment of the related loan’s yield. The Company amortizes these amounts over the contractual life
of the related loans.

Loan servicing - The Company recognizes as separate assets from their related loans the rights to service mortgage loans for
others, either through acquisition of those rights or from the sale or securitization of loans with the servicing rights retained on those
loans, based on their relative fair values. To determine the fair value of the servicing rights created, the Company uses the market
prices under comparable servicing sale contracts, when available, or alternatively uses a valuation model that calculates the present
value of future cash flows to determine the fair value of the servicing rights. In using this valuation method, the Company incorporates
assumptions that market participants would use in estimating future net servicing income, which includes estimates of the cost of
servicing loans, the discount rate. ancillary income, prepayment speeds and default rates.

Mortgage servicing rights ure amortized in proportion to, and over the period of, estimated net servicing revenues. Refinance
activities are considered in estimating the period of net servicing revenues. Impairment of mortgage servicing rights is assessed based
on the fair value of those rights. Fair values are estimated using discounted cash flows based on a current market interest rate. For
purposes of measuring impairment, the rights are stratified based on the interest rate risk characteristics of the underlying loans. The
amount of impairment recognized is the amount by which the capitalized mortgage servicing rights for a stratum exceed their fair
value.

Concentration of credit risk - Most of the Company’s business activity is with customers located within the states of New
Hampshire and Vermont. There are no concentrations of credit to borrowers that have similar economic characteristics. The majority
of the Company’s loan portfolio is comprised of loans collateralized by real estate located in the states of New Hampshire and
Vermont.

Premises and equipment - Company premises and equipment are stated at cost, less accumulated depreciation. Depreciation is
computed using straight-line and accelerated methods over the estimated useful lives of the assets. Estimated lives are 5 to 40 years for
buildings and premises and 3 to 15 years for furniture, fixtures and equipment. Expenditures for replacements or major improvements
are capitalized; expenditures for normal maintenance and repairs are charged to expense as incurred. Upon the sale or retirement of
Company premises and equipment, the cost and accumulated depreciation are removed from the respective accounts and any gain or
loss is included in income.

Investment in real estate - Investment in real estate is carried at the lower of cost or estimated fair value. The buildings are
being depreciated over their useful lives. The properties consist of three buildings that the Company rents for commercial purposes.
Rental income is recorded in income when received and expenses for maintaining these assets are charged to expense as incurred.

Real estate owned and property acquired in settlement of loans - The Company classifies loans as in-substance repossessed
or foreclosed if the Company receives physical possession of the debtor’s assets regardless of whether formal foreclosure proceedings
take place. At the time of foreclosure or possession, the Company records the property at the lower of fair value minus estimated costs
to sell or the outstanding balance of the loan. All properties are periodically reviewed and declines in the value of the property are
charged against income.

Earnings per share - Basic earnings per share excludes dilution and is computed by dividing income available to common
stockholders by the weighted-average number of common shares outstanding for the period. Diluted earnings per share, if applicable,
reflects the potential dilution that could occur if securities or other contracts to issue common stock were exercised or converted into
common stock or resulted in the issuance of common stock that then shared in the earnings of the entity.

Advertising - The Company directly expenses costs associated with advertising as they are incurred.

Income taxes - The Company recognizes income taxes under the asset and liability method. Under this method, deferred tax
assets and liabilities are established for the temporary differences between the accounting basis and the tax basis of the Company’s
assets and liabilities at enacted tax rates expected to be in effect when the amounts related to such temporary differences are realized
or settled.

Fair value of financial instruments - The following methods and assumptions were used by the Company in estimating fair
values of financial instruments as disclosed herein:
Cash and cash equivalents - The carrying amounts of cash and cash equivalents approximate their fair value.
Available-for-sale securities - Fair values for available-for-sale securities are based on quoted market prices.

Other investments - The carrying amounts of other investments approximate their fair values.
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Loans held-for-sale - Fair values of loans held-for-sale are based on estimated market values.

Loans receivable - For variable-rate loans that reprice frequently and have no significant change in credit risk, fair values
are based on carrying values. Fair values for all other loans are estimated using discounted cash flow analyses, using interest
rates currently being offered for loans with similar terms to borrowers of similar credit quality. Fair values for impaired loans
are estimated using discounted cash flow analyses or underlying collateral values, where applicable.

Investment in unconsolidated subsidiaries - Fair value of investment in unconsolidated subsidiaries is estimated using
discounted cash flow analyses, using interest rates currently being offered for similar investments.

Accrued interest receivable - The carrying amounts of accrued interest receivable approximate their fair values.

Deposit liabilities - The fair values disclosed for demand deposits are, by definition, equal to the amount payable on
demand at the reporting date (that is, their carrying amounts). The carrying amounts of variable-rate, fixed term money-market
accounts and certificates of deposits (CDs) approximate their fair values at the reporting date. Fair values for fixed-rate CDs are
estimated using a discounted cash flow calculation that applies interest rates currently being offered on certificates to a schedule
of aggregated expected monthly maturities on time deposits.

Federal Home Loan Bank advances - Fair values for FHLB advances are estimated using a discounted cash flow
technique that applies interest rates currently being offered on advances to a schedule of aggregated expected monthly maturities
on FHLB advances.

Other borrowed funds - The carrying amounts of other borrowed funds approximate their fair values.

Securities sold under agreements to repurchase - The carrying amounts of securities sold under agreements to repurchase
approximate their fair values.

Subordinated debentures - Fair values of subordinated debentures are estimated using discounted cash flow analyses,
using interest rates currently being offered for debentures with similar terms.

Derivative financial instruments - Fair values for interest rate swap agreements are based upon the amounts required to
settle the contracts.

Off-balance sheet instruments - Fair values for loan commitments have not been presented as the future revenue derived
from such financial instruments is not significant.

Interest rate swap agreement - For asset/liability management purposes, the Company uses interest rate swap agreements to
hedge various exposures or to modify interest rate characteristics of various balance sheet accounts. Such derivatives are used as part
of the asset/liability management process and are linked to specific assets or liabilities, and have high correlation between the contract
and the underlying item being hedged, both at inception and throughout the hedge period.

The Company utilizes interest rate swap agreements to convert a portion of its variable-rate debt to a fixed rate (cash flow
hedge). Interest rate swaps are contracts in which a series of interest rate flows are exchanged over a prescribed period. The notional
amount on which the interest payments are based is not exchanged.

The effective portion of the gain or loss on a derivative designated and qualifying as a cash flow hedging instrument is initially
reported as a component of other comprehensive income and subsequently reclassified into earnings in the same period or periods
during which the hedged transaction affects earnings. The ineffective portion of the gain or loss on the derivative instrument, if any, is
recognized currently in earnings.

Interest rate derivative financial instruments receive hedge accounting treatment only if they are designated as a hedge and are
expected to be, and are, effective in substantially reducing interest rate risk arising from the assets and liabilities identified as exposing
the Company to risk. Those derivative financial instruments that do not meet the hedging criteria discussed below would be classified
as trading activities and would be recorded at fair value with changes in fair value recorded in income. Derivative hedge contracts
must meet specific effectiveness tests (i.e., over time the change in their fair values due to the designated hedge risk must be within 80
to 125 percent of the opposite change in the fair values of the hedged assets or liabilities). Changes in fair value of the derivative
financial instruments must be effective at offsetting changes in the fair value of the hedged items due to the designated hedge risk
during the term of the hedge. Further, if the underlying financial instrument differs from the hedged asset or liability, there must be a
clear economic relationship between the prices of the two financial instruments. If periodic assessment indicates derivatives no longer
provide an effective hedge, the derivatives contracts would be closed out and settled or classified as a trading activity.

Hedges of variable-rate debt are accounted for as cash flow hedges, with changes in fair value recorded in other assets or
liabilities and other comprehensive income. The net settlement (upon close out or termination) that offsets changes in the value of the
hedged debt is deferred and amortized into net interest income over the life of the hedged debt. The portion, if any, of the net
settlement amount that did not offset changes in the value of the hedged asset or liability is recognized immediately in non-interest
income.
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Cash flows resulting from the derivative financial instruments that are accounted for as hedges of assets and liabilities are
classified in the cash flow statement in the same category as the cash flows of the items being hedged.

Stock based compensation - At December 31, 2010, the Company has two stock-based employee compensation plans. The
Company accounts for those plans under ASC 718-10, “Compensation - Stock Compensation - Overall.”

Recent accounting pronouncements - In June 2009, the Financial Accounting Standards Board “FASB” issued SFAS No. 166,
“Accounting for Transfers of Financial Assets,” and SFAS No. 167, “Amendments to FASB Interpretation No. 46(R).” These
standards are effective for the first interim reporting period of 2010. SFAS No. 166 amends the guidance in ASC 860 to eliminate the
concept of a qualifying special-purpose entity (“QSPE”) and changes some of the requirements for derecognizing financial assets.
SFAS No. 167 amends the consolidation guidance in ASC 810-10. Specifically, the amendments will (a) eliminate the exemption for
QSPEs from the new guidance, (b) shift the determination of which enterprise should consolidate a variable interest entity (“VIE™) to
a current control approach, such that an entity that has both the power to make decisions and right to receive benefits or absorb losses
that could potentially be significant, will consolidate a VIE, and (c) change when it is necessary to reassess who should consolidate a
VIE. These standards did not have a significant impact on the Company’s financial statements.

In March 2010, the FASB issued ASU 2010-11, “Scope Exception Related to Embedded Credit Derivatives.” The ASU clarifies
that certain embedded derivatives, such as those contained in certain securitizations, CDOs and structured notes, should be considered
embedded credit derivatives subject to potential bifurcation and separate fair value accounting. The ASU allows any beneficial interest
issued by a securitization vehicle to be accounted for under the fair value option at transition. At transition, the Company may elect to
reclassify various debt securities (on an instrument-by-instrument basis) from held-to-maturity (HTM) or available-for-sale (AFS) to
trading. The new rules are effective July 1, 2010. The ASU did not have a material impact on the Company’s financial condition and
results of operations.

In January 2010, the FASB issued ASU 2010-06, “Improving Disclosures about Fair Value Measurements.” The ASU requires
disclosing the amounts of significant transfers in and out of Level 1 and 2 of the fair value hierarchy and describing the reasons for the
transfers. The disclosures are effective for reporting periods beginning after December 15, 2009. The Company adopted ASU 2010-06
as of January 1, 2010. The required disclosures are included in Note 15. Additionally, disclosures of the gross purchases, sales,
issuances and settlements activity in the Level 3 of the fair value measurement hierarchy will be required for fiscal years beginning
after December 15, 2010.

In April 2010, the FASB issued ASU 2010-18, “Effect of a Loan Modification When the Loan is Part of a Pool That is
Accounted for as a Single Asset.”” As a result of this ASU, modifications of loans that are accounted for within a pool under Subtopic
310-30 do not result in the removal of those loans from the pool even if the modification of those loans would otherwise be considered
a troubled debt restructuring. An entity will continue to be required to consider whether the pool of assets in which the loan is included
is impaired if expected cash flows for the pool change. The amendments in this ASU are effective for modifications of loans
accounted for within pools under Subtopic 310-30 occurring in the first interim or annual period ending on or after July 15, 2010.

In July 2010, the FASB issued ASU 2010-20, “Disclosures about the Credit Quality of Financing Receivables and the
Allowance for Credit Losses.” This ASU is created to provide financial statement users with greater transparency about an entity’s
allowance for credit losses and the credit quality of its financing receivables. This ASU is intended to provide additional information
to assist financial statement users in assessing the entity’s credit risk exposures and evaluating the adequacy of its allowance for credit
losses. The amendments in this ASU are effective as of the end of a reporting period for interim and annual reporting periods ending
on or after December 15, 2010. The disclosures about activity that occurs during a reporting period are effective for interim and
annual reporting periods beginning on or after December 15, 2010.

In December 2010, the FASB issued ASU 2010-28, “Intangibles — Goodwill and Other.” This ASU addresses when to perform
step 2 of the goodwill impairment test for reporting units with zero or negative carrying amounts. For public entities, the amendments
in this ASU are effective for fiscal years and interim periods beginning after December 15, 2010.

In December 2010, the FASB issued ASU 2010-29, “Disclosure of Supplementary Pro Forma Information for Business
Combinations.” This ASU addresses diversity in practice about the interpretation of the pro forma revenue and earnings disclosure
requirements for business combinations. The amendments in this ASU are effective prospectively for business combinations for which
the acquisition date is on or after the beginning of the first annual reporting period beginning on or after December 15, 2010.
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NOTE 2. Issuance of Capital Securities:

On March 30, 2004, NHTB Capital Trust IT (“Trust II””), a Connecticut statutory trust formed by the Company, completed the
sale of $10.0 million of Floating Capital Securities, adjustable every three months at LIBOR plus 2.79% (“Capital Securities I1”).
Trust II also issued common securities to the Company and used the net proceeds from the offering to purchase a like amount of
Junior Subordinated Deferrable Interest Debentures (“Debentures 11”’) of the Company. Debentures II are the sole assets of Trust II.
The Company used a portion of the proceeds to redeem the balance of securities issued by NHTB Capital Trust I, which were callable
on September 30, 2004. The balance of the proceeds of Trust II are being used for general corporate purposes. Total expenses
associated with the offering of $160,402 are included in other assets and are being amortized on a straight-line basis over the life of
Debentures II.

Capital Securities II accrue and pay distributions quarterly based on the stated liquidation amount of $10 per Capital Security.
The Company has fully and unconditionally guaranteed all of the obligations of Trust II. The guaranty covers the quarterly
distributions and payments on liquidation or redemption of Capital Securities II, but only to the extent that Trust II has funds
necessary to make these payments.

Capital Securities II are mandatorily redeemable upon the maturing of Debentures II on March 30, 2034 or upon earlier
redemption as provided in the Indenture. The Company has the right to redeem Debentures II, in whole or in part, on or after
March 30, 2009 at the liquidation amount plus any accrued but unpaid interest to the redemption date.

On March 30, 2004, NHTB Capital Trust III (“Trust III”’), a Connecticut statutory trust formed by the Company, completed the
sale of $10.0 million of 6.06% 5 Year Fixed-Floating Capital Securities (“Capital Securities I1I”). Trust III also issued common
securities to the Company and used the net proceeds from the offering to purchase a like amount of 6.06% Junior Subordinated
Deferrable Interest Debentures (“Debentures 111”°) of the Company. Debentures III are the sole assets of Trust III. The Company used
the proceeds to redeem the securities issued by NHTB Capital Trust I, a wholly owned subsidiary of the Company, which were
callable on September 30, 2004. Total expenses associated with the offering of $160,402 are included in other assets and are being
amortized on a straight-line basis over the life of Debentures III.

Capital Securities III accrue and pay distributions quarterly at an annual rate of 6.06% for the first 5 years of the stated
liquidation amount of $10 per Capital Security. The Company has fully and unconditionally guaranteed all of the obligations of the
Trust. The guaranty covers the quarterly distributions and payments on liquidation or redemption of Capital Securities III, but only to
the extent that the Trust has funds necessary to make these payments.

Capital Securities III are mandatorily redeemable upon the maturing of Debentures III on March 30, 2034 or upon earlier
redemption as provided in the Indenture. The Company has the right to redeem Debentures III, in whole or in part, on or after
March 30, 2009 at the liquidation amount plus any accrued but unpaid interest to the redemption date.

On May 1, 2008, the Company entered into an interest rate swap agreement with PNC Bank to convert the floating rate
payments on Trust II to fixed rate payments. The terms of the interest rate swap agreement are as follows:

Notional amount: $10,000,000

Trade date: May 1, 2008

Effective date: June 17, 2008

Termination date: June 17, 2013

Fixed rate payer: New Hampshire Thrift Bancshares, Inc.
Payment dates: Quarterly

Fixed rate: 6.65%

Floating rate payer: PNC Bank

Payment dates: Quarterly

Index: Three month LIBOR
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NOTE 3. Securities:

Debt and equity securities have been classified in the consolidated balance sheets according to management’s intent.

The amortized cost of securities and their approximate fair values are summarized as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Available-for-sale:
December 31, 2010:
Bonds and notes -.......cccceeeveeiieennnenn.
U. S. Government, including
AZENCIES...cvvrereverererrerereenn, $ 6,000,000 $ — 3 182,812 $ 5,817,188
Mortgage-backed securities....... 117,428,093 659,893 298,977 117,789,009
Municipal bonds ............c.......... 32,864,211 38,718 1,335,852 31,567,077
Other bonds and debentures...... 36,069,067 853,523 38,340 36,884,250
Preferred stock with maturities........... 3,445,850 — 42,729 3,403,121
Equity SeCUrIti€s ....oervereeererreereeeeneanees 494,666 30,414 1,210 523,870
Total available-for-sale.............. $ 196,301,887 $ 1,582,548 $ 1,899,920 $ 195,984,515
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Available-for-sale:
December 31, 2009:
Bonds and notes -
U.S. Government, including
AGENCILS.....crvererieaeariareereerenane. $ 2,004,184 $ 45,504 § — 3 2,049,688
Mortgage-backed securities........... 169,448,355 367,048 991,800 168,823,603
Municipal bonds ...............ueune...., 1,361,988 69,486 — 1,431,474
Other bonds and debentures.......... 40,821,399 215,896 162,789 40,874,506
Preferred stock with maturities............... 5,000,000 — 348,000 4,652,000
Equity securities .......ccceeeeveereeeeeeeeeennen, 494,666 23,380 56,216 461,830
Total available-for-sale.................. $ 219,130,592 $§ 721,314 $ 1,558,805 $ 218,293,101

For the year ended December 31, 2010, proceeds from sales of securities available-for-sale amounted to $109,539,228. Gross
gains of $2,038,171 and gross losses of $2,910 were realized during 2010 on sales of available-for-sale securities. The tax provision
applicable to these net realized gains amounted to $806,167. For the year ended December 31, 2009, proceeds from sales of securities
available-for-sale amounted to $249,601,020. Gross gains of $3,664,809 and gross losses of $27,889 were realized during 2009 on
sales of available-for-sale securities. The tax provision applicable to these net realized gains amounted to $1,440,584. For the year
ended December 31, 2008, proceeds from sales of securities available-for-sale amounted to $20,191,593. Gross gains of $909,919
were realized during 2008 on sales of available-for-sale securities. The tax provision applicable to these gross realized gains amounted
to $360,419.
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Maturities of debt securities, excluding mortgage-backed securities, classified as available-for-sale are as follows as of

December 31, 2010:

Fair

Value
MUnICipal BONMS ......eevevveeeeeeneercrerereneieretrnc e 3 3,010,680
Other bonds and debentures.........c..ccueeeeerierrenireneiencie et 7,166,507
Total due in less than ONe Year.........c.ccceerirerenierriircneniniiencnvienaens $ 10,177,187
Municipal BOnds ........cccceeecmreiiriniiniiiiin e $ 2,850,722
Other bonds and debentures..........ccoveeveviiieeciierenerecreree e e seeeeeseeeeees 29,531,083
Total due after one year through five years.........c.coocceiivnicniiinns § 32,381,805
U.S. Government, including agencies ..........c.cccceueeerermnnnnenrniiinnnnnenenn. $ 5,817,188
Municipal BOndS ........cocoeeeriiiriinniiiii s 7,620,186
Total due after five years through ten years...........cccoevvvivvnicrinnnnnns $ 13,437,374
Municipal BOndS ........ccocceieiiiniieiertiriencrir $ 18,085,489
Preferred stock with Maturities .......cocuvveeeieeereiciiieienceeeseeeeeees e e e e eenenane 3,403,121
Other bonds and debentures.............ccoeevveiirvieniieneninnee e 186,660
Total due after teN YEArs.......cceeveeeveeircrereeerereeneseeeeeseesaeseereseeseenens $ 21,675,270

There were no issuers of securities, other than U.S. government and agency obligations, whose aggregate carrying value
exceeded 10% of equity as of December 31, 2010.

Securities, carried at $123,451,446 and $154,067,231 were pledged to secure public deposits, the treasury, tax and loan account
and securities sold under agreements to repurchase as of December 31, 2010 and 2009, respectively.
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The aggregate fair value and unrealized losses of securities that have been in a continuous unrealized-loss position for less than
twelve months and for twelve months or more, and are not other than temporarily impaired, are as follows as of December 31:

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
December 31, 2010:
Bonds and notes -..................
U.S. Government,
including agencies... $ 5,817,188 $ 182,812 § — 3 — 3 5,817,188 $ 182,812
Mortgage-backed
securities ................. 34,743,025 298,977 — — 34,743,025 298,977
Municipal bonds .......... 25,420,287 1,335,852 — — 25,420,287 1,335,852
Other bonds and
debentures ............... — — 186,660 38,340 186,660 38,340
Preferred stock with
MAtUriti€s ......cvveveeenenn s 3,403,121 42,729 3,403,121 42,729
Equity securities..................... — — 147,015 1,210 147,015 1,210
Total temporarily
impaired securities.. $ 65,980,500 $ 1,817,641 $ 3,736,796 $ 82,279 $ 69,717,296 $ 1,899,920
December 31, 2009:
Bonds and notes - ..................
Mortgage-backed
SeCurities ................. $ 136,208,493 $ 991,800 $ — 8 — $ 136,208,493 $ 991,800
Other bonds and
debentures............... 13,625,504 162,789 — — 13,625,504 162,789
Preferred stock with
maturities ........coeeeveuveeenens — — 4,652,000 348,000 4,652,000 348,000
Equity securities..................... — — 432,630 56,216 432,630 56,216

Total temporarily
impaired securities.. $ 149,833,997 § 1,154,589 $ 5,084,630 $ 404,216 $ 154,918,627 $ 1,558,805

The investments in the Company’s investment portfolio that are temporarily impaired as of December 31, 2010 consist primarily
of debt securities and mortgage-backed securities issued by U.S. Government sponsored enterprises and agencies, a trust preferred
security issued by a bank, and municipal bonds. The unrealized losses on debt securities are primarily attributable to changes in
market interest rates and current market inefficiencies. The unrealized losses in equity securities are due to general stock market
declines and are not specific to the issuer of the security. As Company management has the ability and intent to hold debt securities
until maturity and equity securities for the foreseeable future, no declines are deemed to be other than temporary

56



NOTE 4. Loans receivable:

Loans receivable consisted of the following as of December 31:

2010 2009
Real estate loans

Conventional...........cecovivveecreeirierereieeieereee e seeebensseeaeeas 347,605,965 327,691,346

HOME €QUILY ..o.voveeerereeereceerere ettt a e e eeaees 74,883,507 73,610,211

CONSIIUCLION ...eovveeveeieeteene et sae e e eeeesseensseneas 19,210,102 18,307,877

COMMETCIAL ....oeovveiiieieeccieeeeccercecceree e st s araees 143,767,814 135,838,539

585,467,388 555,447,973

CONSUMET LOANS .......evveiiieeieieeeeceerereeeeeensrrereeeeesesssssassraeeens 8,078,946 9,371,477

Commercial and municipal 10ans...........cccoeecereerenrecrncennnnnn. 89,361,109 62,386,826

Unamortized adjustment to fair value............ccoeereeverccecerenene 1,202,491 1,303,258

TOtal OGNS ......ccverererieieeeeeeee ettt e eaee e 684,109,934 628,509,534
Allowance for 10an 10SS€S ..........ccoeverrecrerurreerecrennnns (9,863,904) (9,518,632)

Deferred loan origination costs, net...........cco.ou...... 1,267,757 1,341,704

L0ans receivable, Net.........c.coovvieeeiieviiineiinieeeerenreeesreeseeeesnns $ 675,513,787 $ 620,332,606

The following is a summary of activity of the allowance for loan losses for the years ended December 31:

2010 2009 2008
BALANCE, beginning of year ..........c.ccccevvrvereeerervesnnnnnns $ 9,518,632 $ 5,594,312 § 5,181,471
Charged-off 10ans ...........ccceeeeieniiecceeceece e e e (1,877,426) (2,445,495) (919,003)
Recoveries of loans previously charged-off......................... 215,698 417,815 230,744
Transfer to allowance for unfunded commitments .............. (175,000) — —
Provision for loan losses charged to income........................ 2,182,000 5,952,000 1,101,100
BALANCE, end of Year.........ccceeueeeieererieeneneeeeesereesenes $ 9,863,904 $ 9,518,632 § 5,594,312

Certain directors and executive officers of the Company and companies in which they have significant ownership interest were
customers of the Bank during 2010. Total loans to such persons and their companies amounted to $378,568 as of December 31, 2010.
During 2010, principal advances of $644,500 were made and principal payments totaled $998,187.

57



The following table sets forth information regarding the allowance for loan and lease losses by portfolio segment as of

December 31, 2010:

Real Estate:

Land and
Residential Commercial Construction

Total

Allowance for loan and
lease losses:
Ending balance:
Individually
evaluated for
impairment......... $ 10,856 $ 275,891 $
Ending balance:
Collectively
evaluated for

impairment......... 3,970,851 2,644,424 566,711

$ 479,960

9,383,944

Total allowance for loan
and lease loss ending

balance ........cccccceruenee. $ 3,981,707 $§ 2920315 $ 566,711

$ 2,168,549

$ 9,863,904

Loans:
Ending balance:
Individually
evaluated for

impairment......... $ L191,771 § 7,859,713 $§ 140,401

Ending balance:
Collectively
evaluated for

$ 9,959,661

674,150,273

impairment......... 422,368,833 135,829,877 19,069,701
Total loans ending
balance ........ocevveenne... $423,560,604 § 143,689,590 § 19,210,102

$89,544,461 § 8,105,177 $

$684,109,934

The following table sets forth information regarding nonaccrual loans and past-due loans as of December 31, 2010:

Recorded
Investments
Nonaccrual

Loans

$ 1,768,041 § 461,828 $ 6,380,082

$ 1,645,254

7,448,570
119,999
140,401

1,047,628

18,074

30-59 Days

Real estate:
Conventional .........cceevivveeiveeiecieeseeeeeseeeeenen, $ 4,150,213
Commercial .........ccooeeeieee v, 1,579,749
Home eqUity .....cccevvevvrvrees cereeeereeeeceve e, 395,674
Land and construction ...........ccceeeeevveeeveeveeennnn, 21,348
Commercial..........ccooeoiveiievieinee e, 268,777
CONSUMET .......eviiecnreeeeecreeeeeeree e eeerreeeeeeesereeser e saanes. 65,591
Total ..o, $ 6,481,352

$ 2,474260 $ 2,106,659 $11,062,271

$10,419,926

The following table sets forth information regarding nonaccrual loans and accruing loans 90 days or more overdue as of December 31,

2009:
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Information about loans that meet the definition of an impaired loan in ASC 310-10-35 is as follows as of December 31, 2010:

Related
Unpaid Allowance
Recorded Principal For
Investment Balance Credit Losses
December 31, 2010:
With no related allowance recorded:
Real estate:
Conventional...........c.couvverererveeererneneens $ 651,222 $ 651,222 § —
Commercial.........evveveeeevrernnreeereeiirnannnes 6,313,120 6,313,120 —
Total impaired with no related
AllOWANCE ... $ 6964342 $ 6964342 $ —
With an allowance recorded:
Real estate:
Conventional..........ccoveeeveveeerverireneeinenereens $ 540,549 $ 540,549 $ 10,856
Commercial ..........cocveeereeeeerecreeereeeseereeenens 1,546,593 1,546,593 199,240
Land and construction............cccceevvveeeeeveenenne 140,401 140,401 76,651
Commercial and industrial ...........cccoooveevireiniirinenn, 767,776 767,776 193,213
Total impaired with an
allowance recorded................. $ 2995319 $§ 2995319 § 479,960
Total:
Real Estate:
Residential .........ccoovuevreereenecieeeeieeeeeieeans $ 1,191,771 $§ 1,191,771 § 10,856
Commercial .........oooveeeveeereieniecreeesieeesieeenees 7,859,713 7,859,713 199,240
Land and construction..........cccccceveevuveeeveennee 140,401 140,401 76,651
Commercial and industrial ...........ccccocoviveiievuiennnnnn. 767,776 767,776 193,213
Total impaired loans................... $ 9959661 $§ 9,959,661 $ 479,960

Information about loans that meet the definition of an impaired loan in ASC 310-10-35 is as follows as of December 31, 2009:

December 31, 2009
Recorded Related
Investment In Allowance
Impaired For Credit
Loans Losses
Loans for which there is a related allowance for credit losses............... $ 602,118 § 165,000
Loans for which there is no related allowance for credit losses............ 3,634,969 —
TOLALS ..eeeeeeetiecie et etie et e et e e e e e etee e s beeesae s se e s e ner e e s e eeesaeenns $ 4,237,087 § 165,000

The average recorded investment and the related amount of interest income recognized during the time the loans were impaired
as defined in ASC 310-10-35 is as follows for the years ended December 31, 2010 and 2009:

2010 2009 2008
Recorded Recorded Recorded
Investment In Investment In Investment In
Impaired Impaired Impaired
Loans Loans Loans
Average recorded investment in impaired loans during the
year ended December 31 ..........coeveeirveeeieieniecieeeieienan $ 7,862,724 § 4,990,862 $ 3,923,353
Related amount of interest income recognized during the
time, in the year ended December 31 that the loans were
impaired
Total reCOZNIZEd. .....coveerreveiiriiieiererertrieeeee e $ 452,540 $ 114,353 § 144,512
Amount recognized using a cash-basis method of
ACCOUNLING ....oeveveerevereaiereetereevessesesteseereseersessesasseraseone 3 452,540 $ 52,482 $ 144,512




The following table presents the Company’s loans by risk rating as of December 31, 2010:

Credit quality indicators

Real Estate

Land and
Residential Commercial Construction Commercial Consumer Total
Grade:
Pass.....ccoeeeireiiiiceee, $ 421,918,297 § 116,963,627 $ 19,069,701 § 87445365 $ 8,087,103 $ 653,484,093
Special Mention.............. — 10,032,201 — 1,115,023 — 11,147,224
Substandard.................... 1,642,307 16,693,762 140,401 984,073 18,074 19,478,617
Total...................... $ 423,560,604 $ 143,689,590 $ 19,210,102 $§ 89,544,461 $ 8,105,177 $ 684,109,934

Credit Quality Information

The Company utilizes a nine grade internal loan rating system for commercial real estate, construction and commercial loans as
follows:

Loans rated 10-35: Loans in these categories are considered “pass” rated loans with low to average risk.

Loans rated 40: Loans in this category are considered “special mention.” These loans are starting to show signs of potential
weakness and are being closely monitored by management.

Loans rated 50: Loans in this category are considered “substandard.” Generally, a loan is considered substandard if it is
inadequately protected by the current net worth and paying capacity of the obligors and/or the collateral pledged. There is a distinct
possibility that the Company will sustain some loss if the weakness is not corrected.

Loans rated 60: Loans in this category are considered “doubtful.” Loans classified as doubtful have all the weaknesses inherent
in those classified substandard with the added characteristic that the weaknesses make collection or liquidation in full, on the basis of
currently existing facts, highly questionable and improbable.

Loans rated 70: Loans in this category are considered uncollectible (“loss”) and of such little value that their continuance as
loans is not warranted.

On an annual basis, or more often if needed, the Company formally reviews the ratings on all commercial real estate,
construction and commercial loans over $250,000.

In addition to total loans previously shown, the Company services loans for other financial institutions. Participation loans are
loans originated by the Company for a group of banks. Sold loans are loans originated by the Company and sold to the secondary
market. The Company services these loans and remits the payments received to the buyer. The Company specifically originates long-
term, fixed-rate loans to sell. The amount of loans sold and participated out which are serviced by the Company are as follows as of
December 31:

2010 2009
SOId L0ANS ..ceiee et e sae e § 370,331,523 § 352,066,692
Participation 10ans.........c..cevveeeeeeeieeeiieeecceeesee st esese e eaen $ 32,307,800 $ 27,168,509

The balance of capitalized servicing rights, net of valuation allowances, included in other assets at December 31, 2010 and 2009
was $1,983,488 and $1,704,170, respectively.

Servicing rights of $976,653, $1,349,169 and $583,738 were capitalized in 2010, 2009 and 2008, respectively. Amortization of
capitalized servicing rights was $794,348 in 2010, $953,770 in 2009 and $818,084 in 2008.
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The fair value of capitalized servicing rights was $2,294,012 and $2,077,317 as of December 31, 2010 and 2009, respectively.
Following is an analysis of the aggregate changes in the valuation allowances for capitalized servicing rights:

2010 2009
Balance, beginning of Year..........cccccoeirueenecreneneineneneereneneeesesesieeenens $ 142241 $ 729,817
DIECIEASE ......eeeeeerriereeererererirereeetesreeeneeseser e sesse st esetesesstsaseeseesesaseenne (97,013) (587,576)
Balance, end of YEar........ccocceeerrreeieeccnrenneetreseeee e nnenes $ 45,228 § 142,241

NOTE 5. Premises and equipment:

Premises and equipment are shown on the consolidated balance sheets at cost, net of accumulated depreciation, as follows as of
December 31:

2010 2009

Land and land improvements.........c.cccocninciinninniinniinnneincecnnenen. $ 2,437,784 §$ 2,437,784

Buildings and premises ..........ccoecvevveeienininnninnn, 18,819,118 18,509,782

Furniture, fixtures and equipment ...........ccooverircriinnnininninninnene, 9,213,215 8,654,366
30,470,117 29,601,932

Less - Accumulated depreciation .........c..coceeceevnenereninicnneescnncenenne. 13,798,221 12,567,712

$§ 16,671,896 § 17,034,220

Depreciation expense amounted to $1,230,509, $1,297,021 and $1,345,106 for the years ending December 31, 2010, 2009 and
2008, respectively.

NOTE 6. Investment in real estate:

The balance in investment in real estate consisted of the following as of December 31:

2010 2009
Land and land improvements............cocceeververnniinennnieneeeesneeneeeneenens $ 411,828 § 411,828
BUIlAING.....veeviieiieereeiee ettt ettt s e 3,656,572 3,516,124
4,068,400 3,927,952
Less ~ Accumulated depreciation ...........c.cocceeveeviererinieencesiencricneeneenn. 517,973 422,124

$ 3,550,427 $ 3,505,828

Rental income from investment in real estate amounted to $248,865, $267,983 and $210,918 for the years ended December 31,
2010, 2009 and 2008, respectively. Depreciation expense amounted to $95,849, $93,695 and $89,798 for the years ending
December 31, 2010, 2009 and 2008, respectively.

NOTE 7. Deposits:

Deposits are summarized as follows as of December 31:

2010 2009
Demand deposits.........cooreecreeeiererineneeeieretneeereenseeseessernenes $ 53,265,124 § 48,430,291
SAVINGS ...eeverecrerierierieeieeee sttt neres et e e n e e ran s eseatae 135,055,221 127,871,076
NUOLW . ettt et e ee e e e e s eaesereeesae s e ves st e s besnnaessreesnenans 201,468,728 178,048,057
Money Market ........cccevieniereicncriririrccnreisr s 36,328,490 38,806,464
TIE dEPOSILS ..eevvereerireereeiceriecsteetce et csee st sr e eenns 352,101,554 341,272,880

$ 778,219,117 § 734,428,768
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The following is a summary of maturities of time deposits as of December 31, 2010:

2011 ......... ettt h e h e st e e b e e st s eb et st ese e et e e e e seeaen $ 261,853,714
2002 ettt s e 47,291,296
2003 ettt et et b et ser e 9,810,620
200 ottt e 2,397,480
2015 et e a et as e enn 30,748,444

$ 352,101,554

Interest expense by major category of interest-bearing deposits is summarized as follows for the years ended December 31:

2010 2009 2008
Time dePOSItS ....cccovees wovirrericiece et ¥ 5868991 § 7,682,078 $§ 10,425,592
NUOW . e ettt et 227,270 162,079 466,225
MoOnEyY MATKet .......c.c..coevievieiereereceecreeece ettt eane 173,170 258,054 572,185
SAVINES .cvvrenrereirieene ceteeirtse ettt s ten e nae e 365,107 659,940 1,473,655

$ 6,634,538 § 8,762,151 $ 12,937,657

Deposits from related parties held by the Bank as of December 31, 2010 and 2009 amounted to $2,438,476 and $2,485,630
respectively.

s

As of December 31, 2010 and 2009, time deposits include $162,069,863 and $149,961,410, respectively, of certificates of
deposit with a minimum balance of $100,000. Generally, deposits in excess of $250,000 are not federally insured.

NOTE 8. Federal Home Loan Bank Advances:
Advances consist of funds borrowed from the FHLB,

Maturities of advances from the FHLB for the years ending after December 31, 2010 are summarized as follows:

201 ettt ettt e e e ereereteerere st ers ettt s e ereeeneereenna $ 15,000,000
2003 ettt et aete et ts et e s e s entt s s e seeenenens 30,000,000
2014 ettt et ettt aeeae sttt seneene 5,000,000
2015 e ettt ettt e et atenese e e enene 16,000,000
TRETEALIET ...ttt 10,000,000
Fair value adjustment ............coouevvieeeiericeececeeee e (40,639)

$ 75,959,361

As of December 31, 2010, the following advances from the FHLB were redeemable at par at the option of the FHLB:

MATURITY DATE OPTIONAL REDEMPTION DATE AMOUNT
January 28, 2013 ... January 28, 2011 $ 10,000,000
April 30, 2018 ... January 28, 2011 and quarterly thereafter 10,000,000

$ 20,000,000

As of December 31, 2010, the Company had a $1,000,000 putable advance (Knock-out Advance) from the FHLB which
matures on September 1, 2015, and has a fixed interest rate of 4.13%. The FHLB will require that this borrowing become due
immediately upon its Strike Date (most recent strike date was March 1, 2011 and quarterly thereafter) if the three month LIBOR
equals or exceeds the Strike Rate of 6.75%. As of December 31, 2010, the three month LIBOR was at 0.30%.

At December 31, 2010, the interest rates on FHLB advances ranged from 0.94% to 4.13%. The weighted average interest rate at
December 31, 2010 is 2.40%.

Amortizing advances are being repaid in equal monthly payments and are being amortized from the date of the advance to the
maturity date on a direct reduction basis.

Borrowings from the FHLB are secured by a blanket lien on qualified collateral, consisting primarily of loans with first
mortgages secured by one to four family properties, certain unencumbered investment securities and other qualified assets.
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NOTE 9. Other borrowed funds:

Other borrowed funds consist of a line of credit from PNC Bank with no outstanding balance at December 31, 2010. The terms
of the line of credit are as follows:

ORIGINAL DATE EXPIRATION DATE INTEREST RATE LINE OF CREDIT AMOUNT
March 28, 2008.......c.covreeererennns March 25,2011 3 month LIBOR plus 2.00%  § 2,000,000

NOTE 10. Securities sold under agreements to repurchase:

The securities sold under agreements to repurchase as of December 31, 2010 are securities sold on a short-term basis by the
Bank that have been accounted for not as sales but as borrowings. The securities consisted of U.S. agencies. The securities were held
in the Bank’s safekeeping account at Bank of America under the control of the Bank and pledged to the purchasers of the securities.
The purchasers have agreed to sell to the Bank substantially identical securities at the maturity of the agreements.

NOTE 11. Income taxes:

The components of income tax expense are as follows for the years ended December 31:

2010 2009 2008
CUITENt tAX EXPEIISE ...vvveererrrrerrereervaraeeereerseenesseseensesessereraens $ 3,716,467 $ 4,537,591 $ 3,079,548
Benefit from net operating loss carryovers.........c.cceevevinnnn. (68,400) (224,139) (224,140)
Deferred tax BENESIt . .....o.neveeereeereeeeeserereeeeessssesessessessens (104,521) (1,200,943) (681,082)
Total iNCOME taX EXPENSE....ccvverrereerererrerereerresernenneas $ 3,543,546 $ 3,112,509 $ 2,174,326

The reasons for the differences between the tax at the statutory federal income tax rate and the effective tax rates are
summarized as follows for the years ended December 31:

2010 2009 2008

Federal income tax at Statutory rate........c..ccocercirveeniiniineiineneninmnioecreseeeaeenes 34.0% 34.0% 34.0%
Increase (decrease) in tax resulting from:

TaX-EXEMPL INCOIME. ....vereererreeenrrtrtetrtrseeseseeeersaressssesossssssssssesssssssnses 4.8) 3.2) 4.5

Dividends received deduction ............ccceeveeiriieencieeneeneerenree e eatsenesnens (.5) (.6) 2.1

Federal tax Credits ......oeevvereieeeiiiereeereeeececeeseere s e st sne e s saneeonnesnenas 3) (4) (1.3)

OFNET, NEL.....eeeeeeeeeee ettt e e e e ttee e eeree e e st e aeeessaeesseeseenessensansesonaaes 2.4 2.3 14

Effective taX TateS ..c.eevureeeieeeecrerecceee e nee e e 30.8% 32.1% 27.5%
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The Company had gross deferred tax assets and gross deferred tax liabilities as follows as of December 31:

2010 2009
Deferred tax assets:
Interest on non-performing loans...........ccccccveverrrveviccrerennee, $ 41,920 $ 41,888
Allowance for 10an 10SSeS.........cc.eviveuiiiviveeeeeeeeeeeeeeeeevesaneens 3,763,824 3,559,598
Deferred compensation...........ceoueeveverereesenresnnreeceeseecenenenns 652,760 576,368
Deferred retirement eXpense..........cceevveeveevevereieeeerieenenesnne 629,354 480,416
Accrued directors fEES .......ccouviivvviiieiicriiieceeeeee et ne s, 38,550 44207
Accrued group health contingency ...........ccoceeeeevrrerrriennnenn. 27,992 38,770
Writedown of SECUTIHIES.......ccueerevireirecreecteeecce et 345,235 367,772
Net operating loss carryforwards..........cc.cvecrverinrveeerinneanns — 68,400
Net unrealized loss on available-for-sale securities............... 125,711 331,730
Net unrealized loss on derivative.............cccecvvvivveenieerernennen.. 281,759 219,003
Unrecognized employee benefits under ASC 715-10............ 1,285,987 1,199,627
OhET ..ottt ettt 44,992 40,111
Gross deferred tax assets...........oovevvrveeereireeeerevesereeeenn, 7,238,084 6,967,890
Deferred tax liabilities:
Deferred loan costs, net of fees.........ccevevvivvivevivverrirereenne. (499,166) (530,987)
Prepaid pension..........cccoveeeieevirieieeeeee e, (1,417,366) (1,427,265)
Accelerated depreciation ...............cooeveeeeeveneeeiviveeieirieseeeennn, (538,673) (459,381)
Purchased go0dwill...........cccoecivrrenneciiieececrce e, (2,664,650) (2,368,579)
Mortgage servicing rights.......c..ccccocevvevrevcenrinececeeeere. (785,659) (675,022)
Core deposit intangibles and other market value
AQJUSLINENLS ..ottt ettt seeean (1,111,196) (1,332,900)
Gross deferred tax liabilities ............ccceeeevverecveerennnennn, (7,016,710) (6,794,134)
Net deferred tax assel......c.coeeevvveeieiviieicce et $ 221,374 § 173,756

The Company adopted ASC 740-20, “Income Taxes - Intraperiod Tax Allocation,” as of December 31, 2009. It is the
Company’s policy to provide for uncertain tax positions and the related interest and penalties based upon management’s assessment of
whether a tax benefit is more likely than not to be sustained upon examination by tax authorities. As of December 31, 2010 and 2009,
there were no material uncertain tax positions related to federal and state income tax matters. The Company is currently open to audit
under the statute of limitations by the Internal Revenue Service and state taxing authorities for the years ended December 31, 2007
through December 31, 2010. There was no effect on the Company’s balance sheet or income statement from adoption of ASC 740-20.

NOTE 12. Stock compensation plans:

At December 31, 2010, the Company has two fixed stock-based employee compensation plans under which options are
outstanding. As of December 31, 2010, 209,000 options are available to be granted. Under the plans, the exercise price of each option
equals the market price of the Company’s stock on the date of grant and an option’s maximum term is 10 years. Options are
exercisable immediately.

No modifications have been made to the terms of the option agreements.
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A summary of the status of the Company’s fixed stock option plans as of December 31, 2010, 2009 and 2008 and changes
during the years ending on those dates is presented below:

2010 2009 2008

Weighted Weighted Weighted

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price
Outstanding at beginning of year..........c.coccevveerceciirccennnencnn, 308,042 $ 1264 337,042 § 1228 378,042 § 12.10
FOrfeited. ......ccovviiivieeceieceiee ettt ee e see e — — (5,000) 13.13 (15,000) 12.27
EXEICISEA....oeiiiereeieeccnieee ettt et e sne e s cae e e s e s ae s sn e s naesaes (2,000) 9.13 (24,000) 7.52 (26,000) 9.58
Outstanding at end of year.........ccceevveirmniininerincnicnccniinnn, 306,042 § 12.66 308,042 § 12.64 337,042 $§ 1228
Options exercisable at year-end.........c.ccooeevvinmecnnniinnnninennens 306,042 308,042 337,042
Weighted-average fair value of options granted during the
DLzt SO PO PP TOPSOOSOTRO — — —

The following table summarizes information about fixed stock options outstanding as of December 31, 2010:

Options Outstanding and Exercisable

Number
Outstanding Remaining
Exercise Prices as of 12/31/10 Contractual Life

$ 913 42,042 1.5 years
13.05 107,500 2.8 years

13.25 149,000 4.9 years
15.30 7,500 5.1 years
12.66 306,042 3.7 years

NOTE 13. Employee benefit plans:
Defined Benefit Pension Plan

The Company has a defined benefit pension plan covering substantially all full-time employees who have attained age 21 and
have completed one year of service. Annual contributions to the plan are based on actuarial estimates. In December 2006, the
Company elected to suspend the plan so that employees no longer earn additional benefits for future service under this plan.

The following tables set forth information about the plan for the years ended December 31, 2010, 2009 and 2008:

Years Ended December 31,
2010 2009 2008
Change in projected benefit obligation:
Benefit obligation at beginning of year....................... $ 5566363 $ 5232,843 § 5,074,576
INEETESt COSE ..vvnninrreiiieeeiciitte et e eree e 332,590 319,947 312,584
Actuarial 1088 (ZaIN) ......ovceereerrverrieniecreeeecnieeeeceeennenn 528,402 153,100 3,577
Benefits paid.......c.cccoveveeirenieeenernnenerese e (404,875) (139,527) (150,740)
Benefit obligation at end of year........................ 6,022,480 5,566,363 5,232,843
Change in plan assets:
Plan assets at estimated fair value at beginning of
VAT o.evveveveueresesesesesesesesessesesasssssesesesessssessssassesasans 6,141,061 5,422,254 7,283,542
Actual return on plan assets ........ccocevveveerieencriniennees 617,975 858,334 (1,710,548)
Benefits paid.......ccccocvereeverceienienceieenreeeesree e (404,875) (139,527) (150,740)
Fair value of plan assets at end of year............. 6,354,161 6,141,061 5,422,254
Funded StAtUS .......c.eviiereeiieeieeesieeceree e b sereeaesaeas $ 331,681 $ 574,698 $ 189,411

Amounts recognized in accumulated other comprehensive loss, before tax effect, consist of unrecognized net actuarial losses of
$3,246,621 and $3,028,596 as of December 31, 2010 and 2009, respectively.

65



The discount rate and rate of increase in future compensation levels used in determining the actuarial present value of the
projected benefit obligation were 5.50% and 0%, respectively, at December 31, 2010, 6.00% and 0% at December 31, 2009,
respectively and 6.25% and 0% at December 31, 2008, respectively.

The accumulated benefit obligation for the defined benefit pension plan was $6,022,480 and $5,566,363 at December 31, 2010
and 2009, respectively.

Components of net periodic cost and other comprehensive loss:

Years Ended December 31,
2010 2009 2008
Interest cost on benefit obligation..........c..ecveeeeveeeeneerenverenenen. $ 332590 $ 319,947 § 312,584
Expected return on assets.........cccevveevreveeneneeiienienneceenseneneensennens (485,231) (428,082) (§76,915)
Amortization of unrecognized net 10ss ........cccocvevveeveireirienirennene, 177,633 205,541 37,209
Net periodic cost (benefit)..........ccoeveerevreceeriviceerierereirinnee, 24,992 97,406 (227,122)
Other changes in plan assets and benefit obligations
recognized in other comprehensive loss, before tax effect:
Actuarial 108s (Z2I0)......cccoeerecrerrierrercrereeirercenen, 395,658 (277,152) 2,283,886
Amortization of unrecognized actuarial loss ........... (177,633) (205,541) (37,209)
Total recognized in other comprehensive loss......... 218,025 (482,693) 2,246,677

Total recognized in net periodic cost
(benefit) and other comprehensive loss..... $ 243017 $§ (385287) $§ 2,019,555

The estimated net loss that will be amortized from accumulated other comprehensive loss into net periodic pension cost over the
year ended December 31, 2011 is $209,399.

For the years ended December 31, 2010, 2009 and 2008, the assumptions used to determine the net period pension cost are as
follows:

Years Ended December 31,
2010 2009 2008
DiSCOUNL FALE........cenvi ettt ettt s s ss et st s s s et sens e s 5.50% 6.25% 6.25%
Increase in future compensation 1evels ..........ccccovvvevivenicierereeeeeeeee e, 0% 0% 0%
Expected long-term rate of return on plan assets.............c.ocoeeeeeeveeeiccreinenncncncns 8.00% 8.00% 8.00%

The Bank has examined the historical benchmarks for returns in each asset class in its portfolio, and based on the target asset
mix has developed a weighted-average expected return for the portfolio as a whole, partly taking into consideration forecasts of long-
term expected inflation rates of 2.0% to 3.5%. The long-term rate of return used by the Bank is 8.0%. This rate was determined by
adding the expected inflation rates to the weighted sum of the expected long-term return on each asset allocation.

Plan Assets

The Company’s pension plan assets measured at fair value at December 31, 2010, by asset category, are as follows:

Fair Value Measurements at Reporting Date Using:

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
Asset Category December 31, 2010 Level 1 Level 2 Level 3
U.S. equity SECUTItIes......ccoercerierrererreerrnennnn, $ 986,932 § 986,932 § — § —
Registered investment companies (a)............ 2,795,043 — 2,795,043 —
Corporate debt securities.........cccoeevevervennennn. 976,601 — 976,601 —
U.S. Government and agency securities........ 1,197,392 — 1,197,392 —
Money market .........ccceeevvevveeieeeeieceeeneeae, 398,193 398,193 — —
TOtalS ...cvveeireiieeeeeeeceeee e, 3 6,354,161 $ 1,385,125 § 4,969,036 $ —

(@) Includes 5.9% invested in fixed income funds and 94.1% invested in equity and index funds.
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The Company’s pension plan assets measured at fair value at December 31, 2009, by asset category, are as follows:

Fair Value Measurements at Reporting Date Using:

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
Asset Category December 31, 2009 Level 1 Level 2 Level 3
U.S. equity SECUTILIES.....cvoeevererereerererecreerenen. $ 1,028,967 $ 1,028,967 $ — S —
Registered investment companies (a)............ 2,436,494 — 2,436,494 —
Corporate debt securities.........cccocerverinennne. 955,144 — 955,144 —
U.S. Government and agency securities........ 1,508,118 — 1,508,118 —
Money market .......ccocevvevcernireiiiicnniinienn 212,338 212,338 — —
TOtAlS ....cevvieecireee e $ 6,141,061 $ 1,241,305 $ 4,899,756 $ —

(@) Includes 6.5% invested in fixed income funds and 93.5% invested in equity and index funds.

The Company’s pension plan assets are generally classified within level 1 or level 2 of the fair value hierarchy (See Note 15,
“Fair Value Measurements,” to the Consolidated Financial Statements for a description of the fair value hierarchy) because they are
valued using quoted market prices, broker or dealer quotations, or alternative pricing sources with reasonable levels of price
transparency.

Equity securities include 30,294 shares of the Company’s common stock as of December 31, 2010 and December 31, 2009. The
fair values of the shares on those dates were $380,190 (6.0% of total plan assets) and $293,549 (4.8% of total plan assets),
respectively.

The investment policy for the defined benefit pension plan sponsored by the Bank is based on ERISA standards for prudent
investing. The Bank seeks maximum return while limiting risk, through a balanced portfolio of equity and fixed income investments.
The investment objectives also include appreciation of principal with modest requirement for current income. The investment horizon
varies with circumstances. Within each asset class, a diversified mix of individual securities and bonds is selected.

To maximize the ability of achieving the Company’s overall goals for the plan’s assets and to provide the required level of
income each year, the allocation between common stocks, bonds and cash equivalents shall adhere to the following target allocation
based on market value:

Target Allocation
EQUILIES ..ceueeireiieteteee ettt r e st nenssnsane e 40-60%
FiXed INCOME .....ooviiiiiiiieeteeecrceit et re e sar e seee s e e s e e samesse e 40-60%
Money MAarket.........coceiiricrimiiniicnn s 0-10%

The Bank does not expect to contribute to the defined benefit pension plan in 2011.

Estimated future benefit payments, which reflect expected future service, as appropriate, are as follows:

2011 e e e s e ae e bt e e ab e ea e e s e n e s se e e e e e nanassnnes s $ 156,000
2002 et e e et et s e bt seae e et e be e s aeeseneaesaae s neeesrreenas 235,000
2003 ettt et e et e e e et e e ar e s e e e ane s e tte s nte s e bae s saeasre s neeanne 232,000
2004 et e et e e aa e st e e s st e s e e et n e nee e raneas 246,000
205 ettt e e e e e e e te e eeeab e e ettt e aearaae e e anreee e anaesesaneeaennraee 311,000
Years 2016-2020........uuemieiieiireeieeeeiiereecrtreeresecrerreeesesesesssassasassssssnsnnnseanens 1,845,000

Defined Contribution Plan
The Bank sponsors a Profit Sharing - Stock Ownership Plan. The Bank may elect, but is not required, to make discretionary
and/or matching contributions to the Plan.

For 2010, 2009 and 2008, participating employees’ contributions totaled $634,563, $582,800 and $535,985, respectively. The
Bank made contributions totaling $543,584 for 2010, $527,798 for 2009 and $468,370 for 2008. A participant’s retirement benefit will
depend on the amount of the contributions to the Plan together with the gains or losses on the investments.
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Effective January 1, 2008, the Bank amended the Profit Sharing - Stock Ownership Plan whereby employees will receive a safe
harbor, nonelective contribution equal to 3% of compensation for the plan year, as defined in the plan. In addition, the Bank shall
make a matching contribution in an amount equal to employees’ elective deferrals up to a percentage of compensation for the plan
year, to be determined annually, not to exceed 4%. Finally, the Bank may make an additional profit sharing contribution, determined
annually, to be allocated on a pro rata basis to eligible employees based on their compensation in relation to the compensation of all
participants.

The Company has entered into salary continuation agreements for supplemental retirement income with certain executives and
senior officers. The total liability for these agreements included in other liabilities was $1,864,755 and $1,390,196 for the years ended
December 31, 2010 and 2009, respectively. Expense recorded under these agreements was $506,327, $258,874 and $191,330 in 2010
2009 and 2008, respectively.

’

The Company and the Bank have entered into parallel employment agreements (the “Agreements”) with the Chief Executive
Officer of the Company and with the President and Chief Financial Officer of the Company. The Agreements are for a period of five
years and extend automatically each day unless either the Company or the executive give contrary written notice in advance. The
Agreements provide for a guaranteed minimum salary and certain benefits.

The Agreements also provide for severance benefits upon termination without cause or following a change in control as defined
in the agreements in an amount equal to the present value of the cash compensation and fringe benefits that the executive(s) would
have received if the executive(s) would have continued working for an additional five years.

The severance payments described above are limited to the extent required by virtue of the Company’s participation in the
United States Department of the Treasury’s Capital Purchase Program.

In 2008, the Company adopted ASC 715, “Compensation — Retirement Benefits,” and recognized a liability for the Company’s
future postretirement benefit obligations under endorsement split-dollar life insurance arrangements. The Company recognized this
change in accounting principles as a cumulative effect adjustment in 2008 to retained earnings of $320,034. The total liability for the
arrangements included in other liabilities was $470,818 at December 31, 2010 and $394,095 at December 31, 2009. The Company
recorded expense under this arrangement of $76,723 in 2010, $63,039 in 2009 and $11,022 in 2008.

NOTE 14. Commitments and contingencies:

In the normal course of business, the Company has outstanding various commitments and contingent liabilities, such as legal
claims, which are not reflected in the consolidated financial statements. Management does not anticipate any material loss as a result
of these transactions.

As of December 31, 2010, the Company was obligated under non-cancelable operating leases for bank premises and equipment
expiring between February 22, 2011 and December 20, 2016. The total minimum rent commitments due in future periods under these
existing agreements is as follows as of December 31, 2010:

20T et ettt e eeeen $ 397,941
2012 ottt et a ettt ne e e een 295,378
2003 ettt e bt seeeene 223,729
2004 ettt et n e et ena 213,155
2015 ottt ettt ettt s 31,655
Years therGufler......cccoo ittt e aen 31,655

Total minimum lease payments........c.c.cccuvvererererereneeevereseseeseeeeenen $ 1,193,513

Certain leases contain provisions for escalation of minimum lease payments contingent upon increases in real estate taxes and
percentage increases in the consumer price index. The total rental expense amounted to $481,321, $428,133 and $404,704 for the
years ended December 31, 2010, 2009 and 2008, respectively.

NOTE 15. Fair value measurements:

ASC 820-10, “Fair Value Measurements and Disclosures,” provides a framework for measuring fair value under generally
accepted accounting principles. This guidance also allows an entity the irrevocable option to elect fair value for the initial and
subsequent measurement for certain financial assets and liabilities on a contract-by-contract basis.

In accordance with ASC 820-10, the Company groups its financial assets and financial liabilities measured at fair value in three
levels, based on the markets in which the assets and liabilities are traded and the reliability of the assumptions used to determine fair
value.
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Level 1 - Valuations for assets and liabilities traded in active exchange markets, such as the New York Stock Exchange. Level 1
also includes U.S. Treasury, other U.S. Government and agency mortgage-backed securities that are traded by dealers or brokers in
active markets. Valuations are obtained from readily available pricing sources for market transactions involving identical assets or
liabilities. :

Level 2 - Valuations for assets and liabilities traded in less active dealer or broker markets. Valuations are obtained from third
party pricing services for identical or comparable assets or liabilities.

Level 3 - Valuations for assets and liabilities that are derived from other methodologies, including option pricing models,
discounted cash flow models and similar techniques, are not based on market exchange, dealer, or broker traded transactions. Level 3
valuations incorporate certain assumptions and projections in determining the fair value assigned to such assets and liabilities.

A financial instrument’s level within the fair value hierarchy is based on the lowest level of input that is significant to the fair
value measurement.

A description of the valuation methodologies used for instruments measured at fair value, as well as the general classification of
such instruments pursuant to the valuation hierarchy, is set forth below. These valuation methodologies were applied to all of the
Company’s financial assets and financial liabilities carried at fair value for December 31, 2010 and 2009. The Company did not have
any significant transfers of assets between level 1 and level 2 of the fair value hierarchy during the year ended December 31, 2010.

The Company’s cash instruments are generally classified within level 1 or level 2 of the fair value hierarchy because they are
valued using quoted market prices, broker or dealer quotations, or alternative pricing sources with reasonable levels of price
transparency.

The Company’s investment in mortgage-backed securities, asset-backed securities, preferred stock with maturities and other
debt securities available-for-sale are generally classified within level 2 of the fair value hierarchy. For these securities, the Company
obtains fair value measurements from independent pricing services. The fair value measurements consider observable data that may
include dealer quotes, market spreads, cash flows, the U.S. treasury yield curve, trading levels, market consensus prepayment speeds,
credit information and the instrument’s terms and conditions.

The Company’s derivative financial instruments are generally classified within level 2 of the fair value hierarchy. For these
financial instruments, the Company obtains fair value measurements from independent pricing services. The fair value measurements
utilize a discounted cash flow model that incorporates and considers observable data, that may include publicly available third party
market quotes, in developing the curve utilized for discounting future cash flows.

Level 3 is for positions that are not traded in active markets or are subject to transfer restrictions, valuations are adjusted to
reflect illiquidity and/or non-transferability, and such adjustments are generally based on available market evidence. In the absence of
such evidence, management’s best estimate is used. Subsequent to inception, management only changes level 3 inputs and
assumptions when corroborated by evidence such as transactions in similar instruments, completed or pending third-party transactions
in the underlying investment or comparable entities, subsequent rounds of financing, recapitalization and other transactions across the
capital structure, offerings in the equity or debt markets, and changes in financial ratios or cash flows.

The Company’s impaired loans are reported at the fair value of the underlying collateral if repayment is expected solely from
the collateral. Collateral values are estimated using level 2 inputs based upon appraisals of similar properties obtained from a third
party. For level 3 inputs, fair value is based upon management estimates of the value of the underlying collateral or the present value
of the expected cash flows.

Other real estate owned values are estimated using level 2 inputs based upon appraisals of similar properties obtained from a
third party. For level 3 inputs fair values are based on management estimates.

The following summarizes assets and liabilities measured at fair value for the period ending December 31, 2010 and 2009.
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Assets measured at fair value on a recurring basis

Fair Value Measurements at Reporting Date Using:

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
December 31, 2010 Total Level 1 Level 2 Level 3
Securities available-for-sale ............................ $ 195984,515 $ 523870 $ 195,460,645 $ —
TotalS ot $§ 195,984,515 § 523,870 $ 195,460,645 $ —
December 31, 2009 Total Level 1 Level 2 Level 3
Securities available-for-sale ...............ccu........ $ 218,293,101 § 461,830 § 217,831,271 §$ —
Totals ..coceeeiireiieenes e $ 218,293,101 § 461,830 $ 217,831,271 § —

Liabilities measured at fair value on a recurring basis

Fair Value Measurements at Reporting Date Using:

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
December 31, 2010 Total Level 1 Level 2 Level 3
Derivative - interest rate SWap..........ccceevuvereeererennen. $ 711,337 § — 3 711,337 § —
TOtaALS ..o e, $ 711,337 § — 8 711,337 § —
December 31, 2009 Total Level 1 Level 2 Level 3
Derivative - interest rate SWap.........c.ccooevvevevenenenn, $ 552,899 § — 8 552,899 $ —
TOtalS ..o e, $ 552,899 $ — 3 552,899 § —

Assets measured at fair value on a nonrecurring basis

The following table presents the financial instruments carried on the consolidated balance sheet by caption and by level in the
fair value hierarchy at December 31, 2010 and 2009, for which a nonrecurring change in fair value has been recorded:

Fair Value Measurements at Reporting Date Using:

Quoted Prices in Significant Significant
Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs
December 31, 2010 Total Level 1 Level 2 Level 3
Impaired l0ans........c..ocveevvevveveerreiececeeeeeeee e $ 2,515,359 § — 3 — $ 2,515,359
Other real estate owned. ...........occoeeeveevvvereveenennn. 75,000 — — 75,000
ToOtals oot $ 2,590,359 $ — 3 — $ 2,590,359
December 31, 2009 Total Level 1 Level 2 Level 3
Impaired 10ans...........ccoeeeerieveeeeereeerieeeeeeeeene. $ 437,118 $ — % 437118 $ —
TOtalS oo $ 437,118 $ — 3 437,118 § —
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Fair Value Measurements
Using Significant Unobservable Inputs

Level 3
Impaired Other Real
Loans Estate Owned Total
Beginning balance December 31, 2009 ........cccccoveveverieeririenane. $ — 3 -— 8 —
Transfers in and out of Level 3 ..o, 2,515,359 75,000 2,590,359
Ending balance December 31, 2010 .......ccocoevurreneirnnernnrrnenne. $ 2515359 § 75,000 $ 2,590,359

The estimated fair values of the Company’s financial instruments, all of which are held or issued for purposes other than trading,
were as follows as of December 31:

2010 2009
Carrying Carrying
Amount Fair Value Amount Fair Value
Financial assets:
Cash and cash equivalents........cccccoeeeeerencrrsiicnnenenene $ 33,212894 $ 33212,894 $ 38,038,652 $§ 38,038,652
Securities available-for-sale ...........ccoeoveeveerienvieriencrennn. 195,984,515 195,984,515 218,293,101 218,293,101
Federal Home Loan Bank stock .........ccceeeeieivieeieennnnn. 7,614,600 7,614,600 6,175,800 6,175,800
Loans held-for-sale.........ooocvvvieeieieecrireeeecceieeeeeeecnnnn. 5,887,141 5,926,801 2,077,900 2,102,912
LLOANS, NEL ....occvvieireieiitiereresieeeteesreeesraeesnreeessesseessneanses 675,513,787 680,808,000 620,332,606 626,101,000
Other INVESLMENL .........vvveruveeeeieeirrreeeenreeeresisreresneseseannes — — 2,000,000 2,000,000
Investment in unconsolidated subsidiaries .................... 620,000 546,332 620,000 546,828
Accrued interest receivable ..........cccoeevieriivecninnreeiiennns 2,986,348 2,986,348 2,972,403 2,972,403
Financial liabilities:
DIEPOSILS ....eereereerirerrenereeeseeanesraeeseseesesaessensenesnsrsnesaene 778,219,117 782,619,000 734,428,768 737,282,000
FHLB advances...........cccerueerueerereceecseneesnesinesssnnessnesnes 75,959,361 76,983,000 95,962,006 96,598,000
Other DOTTOWINGS.......coeevevierieiereereneerienrerieeeeresaesaneeens — — 2,077,500 2,077,500
Securities sold under agreements to repurchase............. 16,165,074 16,165,074 12,118,593 12,118,593
Subordinated debentures ...........cccoevvvmeeeveeeeericiiireeeeennnn. 20,620,000 18,170,062 20,620,000 18,186,529
Derivative - interest rate SWap ........ccocceeveereereerceserneenns 711,337 711,337 552,899 552,899

The carrying amounts of financial instruments shown in the above table are included in the consolidated balance sheets under
the indicated captions, except for investment in unconsolidated subsidiaries and other investment which are included in other assets
and derivatives which are included in other liabilities. Accounting policies related to financial instruments are described in Note 1.

NOTE 16. Shareholders’ equity:

Liquidation account - On May 22, 1986, Lake Sunapee Bank, fsb received approval from the Federal Home Loan Bank Board
and converted from a federally chartered mutual savings bank to a federally chartered stock savings bank. At the time of conversion,
the Bank established a liquidation account in an amount of $4,292,510 (equal to the Bank’s net worth as of the date of the latest
financial statement included in the final offering circular used in connection with the conversion). The liquidation account will be
maintained for the benefit of eligible account holders who maintain their deposit accounts in the Bank after conversion. In the event of
a complete liquidation of the Bank subsequent to conversion (and only in such event), each eligible account holder will be entitled to
receive a liquidation distribution from the liquidation account before any liquidation distribution may be made with respect to capital
stock. The amount of the liquidation account is reduced to the extent that the balances of eligible deposit accounts are reduced on any
year-end closing date subsequent to the conversion. Company management believes the balance in the liquidation account would be
immaterial to the consolidated financial statements as of December 31, 2010.

Dividends - The Bank may not declare or pay a cash dividend on or purchase any of its stock if the effect would be to reduce the
net worth of the Bank below either the amount of the liquidation account or the net worth requirements of the banking regulators.

Special bad debts deduction - In prior years, the Bank, a wholly owned subsidiary of the Company, was allowed a special tax-
basis under certain provisions of the Internal Revenue Code. As a result, retained income of the Bank, as of December 31, 2010,
includes $2,069,878 for which federal and state income taxes have not been provided. If the Bank no longer qualifies as a bank as
defined in certain provisions of the Internal Revenue Code, this amount will be subject to recapture in taxable income ratably over
four (4) years, subject to a combined federal and state tax rate of approximately 40%.
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NOTE 17. Earnings per share (EPS):

Reconciliation of the numerators and the denominators of the basic and diluted per share computations for net income are as
follows:

Income Shares Per-Share
(Numerator) (Denominator) Amount
Year ended December 31, 2010
BaSiC EPS ...ttt ettt et st ettt et e e e e e et eene e e e,
Net inCOME 8 TEPOTTEA........covierurucreiieiereeenereeeris sttt $ 7,947,435 —
Preferred StoCk NEt ACCTEHON .........coveuerereiieteeetceeeee sttt ee st e e e see e (16,179)
Cumulative preferred stock dividend earned.............co.oveverereiieieniveniiiieee e, (500,000)
Net income available to common StoCKhOIAETS ........coveevveveeeeeeeeeeeeeeeeeeeennn, 7,431,256 5,772,123  § 1.29
Effect of dilutive securities, OPtIONS ...........ccooveeevveeteeieseeeeeeeeeeeeeee e esee e e, —_ 6,912
DilUted EPS ..ottt nrreseiite ettt s s en s s e s e e se e e e nana,
Income available to common stockholders and assumed conversions............... $ 7,431,256 5,779,035 §$ 1.29
Year ended December 31, 2009
BasiC EPS ...ttt ettt ettt et a e e n e e,
Net INCOME 8S TEPOTLEA.........ovevererereireteeeeteriietceee et cteeesesee e teeeesee et eeseseeseesesesseseeea, $ 6,597,706 —
Preferred StoCk Nt CCTEHION .......veveviuieeeeceteecceeeee et s e e e eeen, (16,179)
Cumulative preferred stock dividend earned..............ccoveveeemereereeeeeeeeeeeereeeeeeesnn, (478,082)
Net income available to common StockhOIders .........cc.eeveveeeevrveereeeeeeeeeeeon, 6,103,445 5,760,240 $ 1.06
Effect of dilutive securities, OPHONS ............c.coevieeveeiviieirieeeeeeeseeeeeeeseesersens, — 1,708
DiIIUEd EPS ...ttt ettt ettt st s e seee e nee st ee e sen s saseere e e e e seeseen
Income available to common stockholders and assumed conversions............... $ 6,103,445 5,761,948 $ 1.06
Year ended December 31, 2008
BaSIC EPS ...t ettt ettt ettt et s s eneran e ee st e
Net income and income available to common stockholders .............oovvevveeeonon. $ 5,725,072 5,745,735 $ 1.00
Effect of dilutive securities, OPtONS .............oveveveveeeeeeeeeeeeceesere et esenanenns, — 12,495
DIIULEA EPS ...t ettt st e s ee e e e vt e esesee e s s e eee e seseesesen,
Income available to common stockholders and assumed conversions............... $ 5,725,072 5,758,230 $ 0.99

NOTE 18. Regulatory matters:

The Bank is subject to various capital requirements administered by its primary federal regulator, the Office of Thrift
Supervision (OTS). Failure to meet minimum regulatory requirements can initiate certain mandatory and possibly additional
discretionary actions by regulators that, if undertaken, could have a direct material effect on the Company’s and the Bank’s
consolidated financial statements. Under the regulatory capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Bank must meet specific capital guidelines involving quantitative measures of the Bank’s assets, liabilities, and
certain off-balance-sheet items as calculated under regulatory accounting practices. The Bank’s capital amounts and classifications
under the prompt corrective action guidelines are also subject to qualitative judgments by the regulators about components, risk
weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum amounts and
ratios (set forth in the table below) of total capital to risk-weighted assets (as defined in the regulations), core capital to adjusted
tangible assets (as defined) and tangible capital to tangible assets (as defined). Management believes, as of December 31, 2010 and
2009, that the Bank meets all capital requirements to which it is subject.
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As of December 31, 2010, the most recent notification from the Office of Thrift Supervision categorized the Bank as well
capitalized under the regulatory framework for prompt corrective action. To be categorized as well capitalized the Bank must maintain
minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in the table. There are no conditions or events since
that notification that management believes have changed the Bank’s category.

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
(Dollar amounts in thousands)
As of December 31, 2010:
Total Capital (to Risk Weighted Assets) .........ceevrnenene. $ 83,956 12.67% $ 53,003 > 8.0% $ 66,254 > 10.0%
Core Capital (to Adjusted Tangible Assets)................... 79,763 8.28 38,543 = 4.0 48,179 = 5.0
Tangible Capital (to Tangible ASSets).......cccoeverevruennne 79,763 8.28 14454 > 1.5 N/A N/A
Tier 1 Capital (to Risk Weighted Assets)........c.ccceununee. 79,763 12.04 N/A N/A 39,749 = 6.0
As of December 31, 2009:
Total Capital (to Risk Weighted ASSets)........ccceevvruvunene $ 82,891 1327% $ 49,964 > 80% $ 62,457 = 10.0%
Core Capital (to Adjusted Tangible Assets)................... 78,571 8.45 37,201 > 4.0 46,498 > 5.0
Tangible Capital (to Tangible Assets)..........ccecerereunnnne. 78,571 8.45 13,949 > 1.5 N/A N/A
Tier 1 Capital (to Risk Weighted Assets).........c.cocevnnene. 78,571 12.58 N/A N/A 37,474 = 6.0

The following is a reconcilement of the Bank’s total equity included in the consolidated balance sheet to the regulatory capital
ratios disclosed in the table above:

December 31, 2010 December 31, 2009
Tier 1 Total Tier 1 Total
Capital Capital Capital Capital
(in thousands)

TOtal EQUILY ceveeereeeerreeiecre et e $ 106,708 $§ 106,708 $ 105716 $ 105,716
Accumulated other comprehensive 10Ss .....c.coevviiviiiiinninnnns 2,097 2,097 2,342 2,342
Allowable allowance for l0an 10SSes ........ccccceeeiereecieneirenennne — 8,267 — 7,826
Goodwill and core deposit intangible...........c.ccooevvieerirniinnns (28,844) (28,344) (29,317) (29,317)
Mortgage SErviCing aSSeL........ccovirismrerreninsnsireiiereieseesnsneesens (198) (198) (170) (170)
Equity investments and other assets..........ccoeoeieeeicinecincncann — 4,074) — (3,506)

8 79,763 $ 83,956 § 78,571 $ 82,891

NOTE 19. Preferred stock:

On January 16, 2009, as part of the Capital Purchase Program established by the U.S. Department of the Treasury (“Treasury”)
under the Emergency Economic Stabilization Act of 2008 (the “EESA”), the Company entered into a Letter Agreement (including the
Securities Purchase Agreement-Standard Terms incorporated by reference therein, the “Purchase Agreement”) with the Treasury
pursuant to which the Company issued and sold to Treasury (i) 10,000 shares of the Company’s Fixed Rate Cumulative Perpetual
Preferred Stock, Series A, par value $0.01 per share, having a liquidation preference of $1,000 per share (the “Series A Preferred
Stock™) and (ii) a ten-year warrant to purchase up to 184,275 shares of the Company’s common stock, par value $0.01 per share (the
“Common Stock”), at an initial exercise price of $8.14 per share (the “Warrant”), for an aggregate purchase price of $10 million in
cash. All of the proceeds from the sale of the Series A Preferred Stock is treated as Tier 1 capital for regulatory purposes. The Warrant
is immediately exercisable.

Cumulative dividends on the Series A Preferred Stock accrue on the liquidation preference at a rate of 5% per annum for the
first five years, and at a rate of 9% per annum thereafter, but will be paid only when declared by the Company’s Board of Directors.
The Series A Preferred Stock has no maturity date and ranks senior to the Common Stock with respect to the payment of dividends
and distributions and amounts payable upon liquidation, dissolution and winding up of the Company. The Series A Preferred Stock
generally is non-voting, other than class voting on certain matters that could adversely affect the Series A Preferred Stock. The
Company may redeem the Series A Preferred Stock upon payment of the Redemption Amount which is the liquidation amount plus
accrued and unpaid dividends.
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The Company has allocated the $10 million in proceeds received from the U.S. Treasury Department between Series A
Preferred Stock and the Warrants assuming that the Preferred Stock would be replaced with a qualifying equity offering and the
Preferred Stock would therefore be redeemed at the end of 5 years. The allocation has been recorded assuming a discount rate of 13%
on the cash flows of each instrument.

The allocation of the proceeds is as follows:

Series A Preferred StOCK.........oueveueeereveieereeectieccete e s e s s s enns $ 9,914,980
WALTANS ....eoviereeeiecciee et e et s st ee et s esaee s saeeeseeessesssseessessssnson 85,020
Proceeds received from the Treasury Department..........cc.cuveeviinncnnnnneee.e. $ 10,000,000

The Series A Preferred Stock is being accreted over a 5 year period, so that at the end of 5 years, the balance in Preferred Stock
would equal $10,000,000.

Estimated accretion from retained earnings for each of the four remaining years succeeding 2010 is as follows:

20T ottt sttt s et st n st s $ 16,929
20012 1ttt e bbbttt es 17,004
2003 ettt ettt sttt aen 16,986
2014 ottt et ettt ettt s et 1,743

$ 52,662

NOTE 20. Financial instruments:

The Company is party to financial instruments with off-balance sheet risk in the normal course of business to meet the financing
needs of its customers. These financial instruments include commitments to originate loans, standby letters of credit and unadvanced
funds on loans. The instruments involve, to varying degrees, elements of credit risk in excess of the amount recognized in the balance
sheets. The contract amounts of those instruments reflect the extent of involvement the Company has in particular classes of financial
Instruments.

The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for loan
commitments and standby letters of credit is represented by the contractual amounts of those instruments. The Company uses the same
credit policies in making commitments and conditional obligations as it does for on-balance sheet instruments.

Commitments to originate loans are agreements to lend to a customer provided there is no violation of any condition established
in the contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee.
Since many of the commitments are expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. The Company evaluates each customer’s creditworthiness on a case-by-case basis. The amount of
collateral obtained, if deemed necessary by the Company upon extension of credit, is based on management’s credit evaluation of the
borrower. Collateral held varies, but may include secured interests in mortgages, accounts receivable, inventory, property, plant and
equipment and income-producing properties.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance by a customer to a
third party. The credit risk involved in issuing letters of credit is essentially the same as that involved in extending loan facilities to
customers. As of December 31, 2010 and 2009, the maximum potential amount of the Company’s obligation was $637,185 and
$1,276,703, respectively, for financial and standby letters of credit. The Company’s outstanding letters of credit generally have a term
of less than one year. If a letter of credit is drawn upon, the Company may seek recourse through the customer’s underlying line of
credit. If the customer’s line of credit is also in default, the Company may take possession of the collateral, if any, securing the line of
credit.

Notional amounts of financial liabilities with off-balance sheet credit risk are as follows as of December 31:

2010 2009
Commitments to extend Credit .............ccovevvvveeivevirveereereeeeeeeeeeenn, $ 39,774,935 § 18,292,104
Letters Of CTedit......ccoveeieeirecieieeeceece ettt ee e e eenan $ 637,185 $ 1,276,703
Lines of CTedit ......cveieieiiieetieieeiee ettt $ 90,840,967 $ 89,715,566
Unadvanced portion of construction 1oans...............c.ccveveeurneenennne. $ 4,617,881 §$ 3,114,383
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NOTE 21. Goodwill and intangible assets:

The Company’s assets as of December 31, 2010 include goodwill of $15,153,454 relating to the acquisitions of First Brandon
and First Community in 2007. Goodwill also includes $2,471,560 relating to the acquisition of Landmark Bank and $9,668,456
relating to the acquisition of New London Trust in prior years.

The Company evaluated its goodwill and intangible assets as of December 31, 2010 and 2009 and found no impairment.

A summary of acquired amortizing intangible assets is as follows:

As of December 31,2010
Gross
Carrying Accumulated Net Carrying
Amount Amortization Amount
Core deposit intangible-First Brandon............ccccovvniveinnennnen $ 2,476,000 $ 1,399,316 $§ 1,076,684
Core deposit intangible-First Community.........ccceeveviienrnnnes 992,000 518,545 473,455
TOtAL ..ttt ne e $ 3468000 $§ 1917861 $ 1,550,139
As of December 31, 2009
Gross
Carrying Accumulated Net Carrying
Amount Amortization Amount
Core deposit intangible-First Brandon..........c.ooevniiiiiiinninines $ 2,476,000 $§ 1,065430 $§ 1,410,570
Core deposit intangible-First Community.......c.cccccovevvviinennne. 992,000 378,764 613,236
TOtAL ...ttt s $ 3,468,000 $ 1,444,194 $ 2,023,806

Aggregate amortization expense was $473,667 in 2010, $536,721 in 2009 and $599,776 in 2008. Amortization is being
calculated on the sum-of-the-years digit method over ten years.

Estimated amortization expense for each of the five years succeeding 2010 is as follows:

0 1 O OO O OO $ 410612
2012 e et e s a et aen 347,558
2013 et e e s s a e a e bes 284,503
0 43 U OO UOS 221,448
2015 ettt e s et a s rasaneae s 158,394
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NOTE 22. Condensed parent company only financial statements:

The following are condensed balance sheets, statements of income and cash flows for New Hampshire Thrift Bancshares, Inc.

(“Parent Company”) as of and for the years ended December 31:

CONDENSED BALANCE SHEETS

2010 2009
ASSETS
CaSH ettt s $ 5,599,507 § 1,887,922
Investment in subsidiary, Lake Sunapee Bank ................. 106,708,401 105,715,992
Investment in affiliate, NHTB Capital Trust II................. 310,000 310,000
Investment in affiliate, NHTB Capital Trust III ............... 310,000 310,000
Other INVESMENL...........ccveeiieereieeeie et eee e s — 2,000,000
Deferred eXpenses..........oeveueueereereeremeneniieireeeeeeseeereenns 251,296 261,989
Advances to Lake Sunapee Bank............c...cooevevvvernenenne.. 34,864 44,246
OheT @SSELS.....covveerirrerieieeiereererererr et eere e eresteeereseeseseene 559,873 467,021
TOtal ASSELS...ccuvineeeeiieiieeeeeeeeeeee e s eeeee e e ee e $ 113,773,941 $ 110,997,170
LIABILITIES
Subordinated debentures............ccoeeeeeveeeeeeeeeeeerrereerennnn, $ 20,620,000 $ 20,620,000
Loan payable — PNC.........ccccooviiniieeceeeeeeeeeean — 2,000,000
Other Habilities .......ceovvvveeeeeiieieiisreee e eee s eeevens 762,522 600,917
Total Habilities .......cccccveevveeeeiiieiiiceeree e 21,382,522 23,220,917
STOCKHOLDERS’ EQUITY .oooviitieriectieeeeeeeeeeeeerese e 92,391,419 87,776,253
Total liabilities and stockholders’ equity ................ $ 113,773,941 $ 110,997,170
CONDENSED STATEMENTS OF INCOME
2010 2009 2008
Dividends from subsidiary, Lake Sunapee Bank ..................... $ 8,000,000 $ 5,000,000 $ 4,500,000
Dividends from subsidiaries, NHTB Capital Trust Il and I1I .. 19,651 26,484 38,144
Investment interest iNCOIME .........c.oovveeeeeiiieeeeeeeeeeeresee e 166,895 240,000 182,000
Interest expense on subordinated debentures...............c............ 1,011,037 1,157,953 1,315,365
Interest expense on other borrowings ............cccocveuevvereeernnnne. 33,227 61,644 71,129
Net operating income including tax benefit............................. 57,574 134,026 242,574
Income before equity in undistributed earnings of
SUDSIAIATIES . ...uvve it e e s e e eeseeeeeeeeessesereeseeessanes 7,199,856 4,180,913 3,576,224
Equity in undistributed earnings of subsidiaries....................... 747,579 2,416,793 2,148,848
NEL INCOIME.....cciriiiieecteetiete ettt vee e erteesesreeesseeereeaeans $ 7947435 $ 6,597,706 $ 5,725,072

76



CONDENSED STATEMENTS OF CASH FLOWS

Net income.......ccccevveeeeeenne.

Cash flows from operating activities:

Decrease (increase) in other assets.........cc.coeververuenne
Increase (decrease) in accrued interest payable and

other liabilities...............
Increase in taxes receivable

Decrease (increase) in prepaid expenses.................
Amortization of deferred expenses relating to
issuance of capital securities and subordinated

debentures......................

Net cash provided by operating activities ...............

Cash flows from investing activities:

Purchase of other investment ..............cccccceeveeeennnne
Redemption of other investment .........c..cccceeeeenenee.
Investment in subsidiary, Lake Sunapee Bank........
Net change in advances to subsidiary, Lake

Sunapee Bank................

Net cash used in investing activities..........cccocevvennnnn

Cash flows from financing activities:

Proceeds from exercise of stock options..................

Issuance of preferred stock.

Proceeds from other borrowed money ....................

Repayment of loan payable

Dividends paid on preferred stock............cccecvrvunene
Dividends paid on common stock .........cccoceeernenenne.
Repurchase of treasury stock.........c.coeevevercevcreennnnen

Net cash (used in) provided
activities ......ccoceeceveeneens

by financing
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2010 2009 2008
7947435 $ 6,597,706 § 5,725,072
20,000 — (20,000)
3,167 (42,143) 34,668
(56,957) (104,315) (60,160)
8,515 (9,180) 10,169
10,693 10,694 10,693
(747,579) (2,416,793) (2,148,848)
7,185,274 4,035,969 3,551,594
— — (2,000,000)
2,000,000 — —
— (10,000,000) —
9,382 8,418 1,075
2,009,382 (9,991,582) (1,998,925)
18,250 180,500 249,125
— 10,000,000 —
— — 2,000,000
(2,000,000)
(500,000) (415,278) —
(3,001,321) (2,994,821) (2,988,061)
— — (60,954)
(5,483,071) 6,770,401 (799,890)
3,711,585 814,788 752,779
1,887,922 1,073,134 320,355
5,599,507 $ 1,887,922 $§ 1,073,134

The Parent Company Only Statements of Changes in Stockholders’ Equity are identical to the Consolidated Statements of
Changes in Stockholders’ Equity for the years ended December 31, 2010, 2009 and 2008, and therefore are not reprinted here.



NOTE 23. Quarterly Results of Operations (UNAUDITED)
Summarized quarterly financial data for 2010 and 2009 follows:

(In thousands, except earnings per share)

2010 Quarters Ended
March 31 June 30 Sept. 30 Dec. 31
Interest and dividend INCOME .......ccueeeereeeireeieeieee e ere s $ 10,027 $§ 9981 § 9,607 § 9,041
INLETESt EXPEMSE .....eeuiereerriiitereerntee ettt st e sne s e saee s s 2,449 2,380 2,496 2,419
Net interest and dividend inCOmMe ..........coccevvveevreerieinienenneineeecnnn. 7,578 7,601 7,111 6,622
Provision for 10an 0SSES.........cceriieieiiiiieeciiienireecireeesre e et e ree e enes 1,014 531 475 162
INODINLETESE INCOIMIE .eeevveverrieeeerivrrereeearrreeeerareaseeinrseeesessssseesessesessrnsreeeeses 2,186 2,145 3,205 2,738
INODINLETESt EXPEIISE ....covvveiiirieeiiireseiirieeeeenesrtreseesresestesreesresreesrsesaseesans 6,102 6,399 6,662 6,350
Income before INCOME tAXES .....cocvereererrerirerieieeiiereineesiesseeeaesssnens 2,648 2,816 3,179 2,848
INCOME taX EXPENSE ....coueemviiuiiriieririieiiteiece et st sttt e e s s 927 814 1,076 727
NELINCOIMIE. ....cuvviiierierreeeerreecnreeeereeernreessneeeasneesaseaessseesseressanesnssens $ 1,721 '§ 2,002 $ 2,103 $§ 2,121
Net income available to common stockholders ............cccccveuenen.. $ 1,594 $§ 1869 $ 1,978 $ 1,990
Basic earnings per COMMON Share ..........coeveeereeeereerierenierereerererrsnseresenaens $ 028 $ 032§ 034 § 034
Earnings per common share, assuming dilution..........cccecceverrevcrenecncne $ 028 § 032 § 034 § 0.34
(In thousands, except earnings per share)
2009 Quarters Ended
March 31 June 30 Sept. 30 Dec. 31
Interest and dividend INCOME ..........ocecueeeiiiriieeiiieee e $ 9,892 § 9,766 $ 9,879 $ 9,847
INEEIeSt EXPENSE .....eviireiieiie et ete ettt ste s et e st et e et e e s essnnenanas 3,316 3,199 2,950 2,611
Net interest and dividend INCOME .......cc.uevvereevemeeeiiieeee e ceaenes 6,576 6,567 6,929 7,236
Provision for 10an 10SSES........ccecevierecieeceiieceeeecee e ecte vt e e e eennes 1,765 630 931 2,626
INONINLETESE IMCOIMIE .e.evvvieeeriecireeeireeeeeeeeessaeesseesssseesessesseereseessesesansasenes 2,835 2,827 2,916 4,268
INODINEETESE EXPEISE ...coveereiinreeriieerieiereeerernesreseeeteeesseeseseeseteesstessesnann 5,695 6,300 6,164 6,333
Income before INCOME tAXES .....ccocvveeeiueeiirereiieeererenrreeresreeeennees 1,951 2,464 2,750 2,545
INCOME taX EXPENSE ..cuveemernernrenierireeneerecrere ettt st st e e st neeeesavens 619 782 941 770
NEL ITICOIME.....cveereriecveeireeeereessessaereenessesseesaessessessarsesserssesnessesssens $ 1,332 § 1,682 § 1,809 § 1,775
Net income available to common stockholders ............cccoceevreurnnen. $ 1,227 § 1554 § 1,679 $§ 1,644
Basic earnings per common Share ..........ccococeeevcererncnenrerennercsneenseneens $ 021 $ 027 $ 029 § 028
Earnings per common share, assuming dilution.........cccooeeevceenevnecenccnnens $ 021 3 027 § 029 § 028

NOTE 24. Reclassification

Certain amounts in the prior year have been reclassified to be consistent with the current year’s statement presentation.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

78



Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Management, including the Company’s President and Chief Executive Officer and Chief Financial Officer, has evaluated the
effectiveness of the Company’s disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) as of
the end of the period covered by this report. Based upon that evaluation, the Company’s President and Chief Executive Officer and
Chief Financial Officer concluded that the disclosure controls and procedures were effective to ensure that information required to be
disclosed in the reports the Company files and submits under the Exchange Act is (i) recorded, processed, summarized and reported as
and when required, and (ii) accumulated and communicated to the Company’s management, including the Company’s President and
Chief Executive Officer and the Company’s Chief Financial Officer, as appropriate to allow timely decisions regarding required
disclosure.

Management Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting (as defined in Rules
13a-15(f) and 15d-15(f) of the Exchange Act) of the Company. Internal control over financial reporting is a process designed to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with accounting principles generally accepted in the United States of America.

The Company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company;

(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with accounting principles generally accepted in the United States of America, and that receipts and expenditures of the
Company are being made only in accordance with authorizations of management and directors of the Company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets
that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 2010. In
making this assessment, we used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in
Internal Control—Integrated Framework. Based on our assessment we believe that, as of December 31, 2010, the Company’s internal
control over financial reporting is effective at a reasonable assurance level based on those criteria.

This annual report does not include an attestation report of the Company’s registered public accounting firm regarding internal control
over financial reporting.

There have been no changes in the Company’s internal control over financial reporting identified in connection with the evaluation
that occurred during the Company’s last fiscal quarter that has materially affected, or that is reasonably likely to materially affect, the
Company’s internal control over financial reporting.

Item 9B. Other Information

None.

PART III.
Item 10. Directors, Executive Officers and Corporate Governance

Incorporated by reference to “Information about Nominees and Continuing Directors,” “Committees of the Board,” “Executive
Officers,” “Section 16(a) Beneficial Ownership Reporting Compliance,” from the Company’s definitive proxy statement in connection
with its Annual Meeting of Stockholders to be held on May 12, 2011, which definitive proxy statement will be filed with the SEC on
or about March 25, 2011.
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Code of Ethics. The Company has adopted a Code of Ethics Policy, which applies to all employees, directors and officers of the
Company and Lake Sunapee Bank. The Company has also adopted a Code of Ethics for Senior Financial Officers of the Company,
which applies to the Company’s principal executive officer, principal financial officer, principal accounting officer or controller or
person performing similar functions for the Company and Lake Sunapee Bank, and which requires compliance with the Conflict of
Interest Policy and Code of Conduct. The Code of Ethics for Senior Financial Officers of the Company meets the requirements of a
“code of ethics” as defined by Item 406 of Regulation S-K.

You may obtain a copy of the Code of Ethics for Senior Financial Officers, free of charge, by sending a request in writing to Laura
Jacobi at the following address:

Laura Jacobi

Corporate Secretary

New Hampshire Thrift Bancshares, Inc.
9 Main Street

P.O. Box 9

Newport, New Hampshire 03773-0009

Item 11. Executive Compensation

Incorporated by reference to “Executive Compensation,” “Outstanding Equity Awards at Fiscal Year-End Table” and “Directors’
Compensation” from the Company’s definitive proxy statement in connection with its Annual Meeting of Stockholders to be held on
May 12, 2011, which definitive proxy statement will be filed with the SEC on or about March 25, 2011.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholders Matters

Incorporated by reference to “Security Ownership of Management” from the Company’s definitive proxy statement in connection with
its Annual Meeting of Stockholders to be held on May 12, 2011, which definitive proxy statement will be filed with the SEC on or
about March 25, 2011.

The following table sets forth the aggregate information of our equity compensation plans in effect as of December 3 1, 2010.

Number of securities

Number of securities remaining available for
to be issued Weighted-average future issuance under equity
upon exercise of exercise price of compensation plans
outstanding options, outstanding options, (excluding securities
Plan category warrants and rights warrants and rights reflected in column (a))

@) ®) ©
Equity compensation plans approved by
security holders.........cccccevvveenennnnneee. 306,042 $ 12.66 —
Equity compensation plans not
approved by security holders ............ — — —

Total ... e, 306,042 $ 12.66 —

Item 13. Certain Relationships and Related Transactions, and Director Independence

Incorporated by reference to “Certain Transactions with Management and Others” and “Information about Nominees and Continuing
Directors” from the Company’s definitive proxy statement in connection with its Annual Meeting of Stockholders to be held on
May 12, 2011, which definitive proxy statement will be filed with the SEC on or about March 25, 2011.

Item 14. Principal Accountant Fees and Services

Incorporated by reference to “Information about our Relationship with our Independent Registered Public Accounting Firm” from the
Company’s definitive proxy statement in connection with its Annual Meeting of Stockholders to be held on May 12, 2011, which
definitive proxy statement will be filed with the SEC on or about March 25, 2011.
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PART IV.
Item 15. Exhibits and Financial Statement Schedules
The exhibits filed as a part of this Registration Statement are as follows:
(a) Listed below are all financial statements filed as part of this report:

(1) The consolidated balance sheets of New Hampshire Thrift Bancshares, Inc. and Subsidiaries as of December 31,
2010 and 2009 and the related consolidated statements of income, changes in stockholders’ equity, comprehensive
income, and cash flows for each of the years in the three-year period ended December 31, 2010, together with the

related notes and the report of independent registered public accounting firm of Shatswell, MacLeod & Company,
P.C. independent public accountants.

(2) Schedules omitted as they are not applicable.

(3) A list of the exhibits to this Form 10-K is set forth on the Exhibit Index immediately preceding such exhibits and
is incorporated herein by reference.

(b)  Exhibits to this Form 10-K are attached or incorporated herein by reference as stated above.
(c) Not applicable.
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Signatures
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

New Hampshire Thrift Bancshares, Inc.

By: /s/ _STEPHEN W. ENSIGN Chairman of the Board March 25, 2011
(Stephen W. Ensign) and Chief Executive Officer
(Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the Registrant and in the capacities and on the dates indicated.

Name Title Date
/s/  STEPHEN W. ENSIGN Chairman of the Board March 25, 2011
(Stephen W. Ensign) and Chief Executive Officer

(Principal Executive Officer)

/s/  STEPHEN R. THEROUX Vice Chairman of the Board, March 25, 2011
(Stephen R. Theroux) President, Chief Operating Officer, Chief Financial Officer
(Principal Financial Officer)

/s/  LAURA JACOBI Chief Accounting Officer March 25, 2011
(Laura Jacobi) and Corporate Secretary
(Principal Accounting Officer)

/s/ LEONARD R. CASHMAN Director March 25, 2011
(Leonard R. Cashman)

/s/  WILLIAM C. HORN Director March 25, 2011
(William C. Horn)

/s/  PETER R. LOVELY Director March 25, 2011
(Peter R. Lovely)
/s/ Jack H. NELSON Director March 25, 2011

(Jack H. Nelson)

/s/  MICHAEL T. PUTZIGER Director March 25, 2011
(Michael T. Putziger)

/s/  JOSEPH B. WILLL:Y Director March 25, 2011
(Joseph B. Willey)
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Exhibit No.

Exhibit Index

Description

3.1.1
3.1.2

3.2
4.1

4.2

43

4.4

4.5

4.6

4.7

10.1

10.2

10.3

104

Certificate of Incorporation of NHTB (as amended).

Certificate of Designations establishing the rights of NHTB’s Fixed Rate Cumulative Perpetual Preferred Stock, Series A
(filed as Exhibit 3.1 to NHTB’s Current Report on Form 8-K filed with the Commission on January 22, 2009 and
incorporated herein by reference).

Amended and Restated Bylaws of NHTB (as amended).

Stock Certificate of NHTB (filed as Exhibit to NHTB’s Registration Statement on Form S-4 filed with the Commission
on March 1, 1989 and incorporated herein by reference).

Indenture by and between NHTB, as Issuer, and U.S. Bank National Association, as Trustee, dated March 30, 2004 for
Floating Rate Junior Subordinated Deferrable Interest Debentures (filed as Exhibit 4.2 to NHTB’s Annual Report on
Form 10-K for the year ended December 31, 2004 filed with the Commission on March 29, 2005 and incorporated herein
by reference).

Form of Floating Rate Junior Subordinated Deferrable Interest Debentures issued by NHTB to U.S. Bank National
Association dated March 30, 2004 (filed as Exhibit A to Exhibit 4.2 to NHTB’s Annual Report on Form 10-K for the
year ended December 31, 2005 filed with the Commission on March 29, 2004 and incorporated herein by reference).

Indenture by and between New NHTB, as Issuer, and U.S. Bank National Association, as Trustee, dated March 30, 2004
for Fixed/Floating Rate Junior Subordinated Deferrable Interest Debentures (filed as Exhibit 4.4 to NHTB’s Annual
Report on Form 10-K for the year ended December 31, 2004 filed with the Commission on March 29, 2005 and
incorporated herein by reference).

Form of Fixed/Floating Rate Junior Subordinated Deferrable Interest Debentures issued by NHTB to U.S. Bank National
Association dated March 30, 2004 (filed as Exhibit A to Exhibit 4.4 to NHTB’s Annual Report on Form 10-K for the
year ended December 31, 2004 filed with the Commission on March 29, 2005 and incorporated herein by reference).

Form of specimen stock certificate for NHTB’s Fixed Rate Cumulative Perpetual Preferred Stock, Series A (filed as
Exhibit 4.1 to NHTB’s Current Report on Form 8-K filed with the Commission on January 22, 2009 and incorporated
herein by reference).

Warrant to purchase shares of NHTB common stock (filed as Exhibit 4.2 to NHTB’s Current Report on Form 8-K filed
with the Commission on January 22, 2009 and incorporated herein by reference).

Profit Sharing-Stock Ownership Plan of Lake Sunapee Bank, fsb (filed as Exhibit 10.1 to NHTB’s Registration
Statement on Form S-4, as amended, filed with the Commission on November 5, 1996 and incorporated herein by
reference).*

New Hampshire Thrift Bancshares, Inc. 1996 Stock Option Plan (filed as Exhibit 10.2 to NHTB’s Registration Statement
on Form S-4, as amended, filed with the Commission on November 5, 1996 and incorporated herein by reference).*

Employment Agreement between NHTB and Stephen W. Ensign (filed as Exhibit 10.5 to NHTB’s Registration
Statement on Form S-4, as amended, filed with the Commission on November 5, 1996 and incorporated herein by
reference).*

Employment Agreement between Lake Sunapee Bank, fsb and Stephen R. Theroux (filed as Exhibit 10.6 to NHTB’s
Registration Statement on Form S-4, as amended, filed with the Commission on November 5, 1996 and incorporated
herein by reference).*
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10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

21.1
23.1
31.1
31.2
321
322
99.1

99.2

Guarantee Agreement by and between NHTB and U.S. Bank National Association dated March 30, 2004 (filed as Exhibit
10.7 to NHTB’s Annual Report on Form 10-K for the year ended December 31, 2004 filed with the Commission on
March 29, 2005 and incorporated herein by reference).

Guarantee Agreement by and between New NHTB and U.S. Bank National Association dated March 30, 2004 (filed as
Exhibit 10.8 to NHTB’s Annual Report on Form 10-K for the year ended December 31, 2004 filed with the Commission on
March 29, 2005 and incorporated herein by reference).

NHTB’s 1998 Stock Option Plan (filed as Appendix A to NHTB’s Definitive Proxy Statement filed with the Commission
on March 6, 1998 and incorporated herein by reference).*

NHTB’s 2004 Stock Incentive Plan (filed as Appendix B to NHTB’s Definitive Proxy Statement filed with the Commission
on April 8, 2004 and incorporated herein by reference).*

Amended and Restated Supplemental Executive Retirement Plan of New Hampshire Thrift Bancshares, Inc. (filed as
Exhibit 10.9 to NHTB’s Current Report on Form 8-K filed with Commission on December 14, 2005 and incorporated
herein by reference).*

Amendment to the Supplemental Executive Retirement Plan of New Hampshire Thrift Bancshares, Inc. (filed as Exhibit
10.9 to NHTB’s Current Report on Form 8-K filed with Commission on March 14, 2006 and incorporated herein by
reference).*

Amendment to the Supplemental Executive Retirement Plan of New Hampshire Thrift Bancshares, Inc. (filed as Exhibit
10.13 to NHTB’s Current Report on Form 8-K filed with the Commission on April 2, 2007 and incorporated herein by
reference). *

Forms of Executive Salary Continuation Agreement among NHTB, Lake Sunapee Bank, fsb and Stephen W. Ensign and
Stephen R. Theroux (filed as Exhibit 10.14 to NHTB’s Current Report on Form 8-K filed with the Commission on February
21, 2008 and incorporated herein by reference). *

First Amendment to Executive Salary Continuation Agreement between Lake Sunapee Bank, fsb and Stephen R. Theroux
(filed as Exhibit 10.15 to NHTB’s Current Report on Form 8-K filed on December 15, 2010 and incorporated herein by
reference). *

Letter Agreement, dated as of January 16, 2009, between New Hampshire Thrift Bancshares, Inc. and the United States
Department of the Treasury, and the Securities Purchase Agreement — Standard Terms attached thereto (filed as Exhibit
10.1 to NHTB’s Current Report on Form 8-K filed with the Commission on January 22, 2009 and incorporated herein by
reference).

Subsidiaries of NHTB.

Consent of Shatswell, MacLeod & Company, P.C.

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, signed by the Principal Executive Officer.
Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, signed by the Principal Financial Officer.
Written statement pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, signed by the Principal Executive Officer.
Written statement pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, signed by the Principal Financial Officer.

Certification of Chief Executive Officer pursuant to Section III (b) (4) of the Emergency Economic Stabilization Act of
2008.

Certification of Chief Financial Officer pursuant to Section III (b) (4) of the Emergency Economic Stabilization Act of
2008.

* Denotes management contract or compensatory plan or arrangement.
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NEW HAMPSHIRE THRIFT BANCSHARES, INC.
PO BOX 9, NEWPORT, NEW HAMPSHIRE 03773-0009
(603) 863-0886
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