
















































































































































Union Bankshares, Inc. and Subsidiary 
Management's Discussion and Analysis of financial Condition and Results of Operations (continued) 

Contractual Obligations: The Company has various finonciol obligations, including controctuol obligations that 
may require future cosh payments. The following toble presents, os of December 31, 2008, significant fixed and 
determinable contractual obligations to third parties by payment dote: 

Payments Due By Period 

Operating lease commitments 
Controctuol poyments on borrowed funds (3) 
Deposits without stated maturity (1) (3) 
Certificates of deposit (1) (3) 
Pension plan contribufions (2) 
Deferred compensation payouts (4) 
Equity housing limited partnership 

Total 

Less than 
1 year 

$ 121 
906 

224,349 
114,540 

1,720 
105 
205 

$341,946 

2 & 3 
years 

4 & 5 
years Thereafter 

(Dollars in thousands) 

$ 163 
3,597 

— 
21,666 

— 
227 
168 

$25,821 

$ 56 
7,305 

— 
3,815 

— 
297 

— 
$11,473 

$ -
15,608 

— 
— 
— 

507 
— 

$16,115 

Total 

$ 340 
27,416 

224,349 
140,021 

1,720 
1,136 

373 
$395,355 

(1) While Union Bank has o controctuol obligation to depositors should they wish to withdraw oil or some of the 
funds on deposit, management believes, bosed on historical analysis as well os current conditions in finonciol 
markets, that fhe majority of fhese deposits will remoin on deposif for the foreseeable future. 

(2) Anficipofed funding for pension contributions offer 2009 ore excluded due to the significant variability in fhe 
assumptions required to project fhe amount and timing of future cosh contributions. 

(3) The amounts exclude interest poyable os omounts other than the $788 thousand currenfiy poyoble ore not 
estimtoble. 

(4) The amounts exclude $157 thousand where the payment period begins ot the individual's retirement which 
is undeterminable. 

The Company's subsidiary bonk is required (as ore oil bonks) to maintain vault cosh or o noninterest beoring 
reserve balance os established by Federal Reserve Board regulations. The averoge total reserve for the 14-day 
maintenance period including December 31, 2008 was $423 thousand, which was satisfied by vault cosh. The 
Company has also committed to mointoin o noninterest bearing contracted cleoring balance of $1.0 million at 
December 31, 2008 with the Federal Reserve Bonk of Boston. 

Interest Rate Sensitivity "Gap" Analysis. An interest rate sensitivity "gap" is defined as the difference between 
interesf earning assets and interest bearing liabilities maturing or repricing within o given time period. A gap is 
considered positive when the amount of interest rote sensitive assets exceeds fhe amount of interest rote sensitive 
liabilities. A gap is considered negotive when the amount of interest rote sensitive liabilities exceeds the amount 
of interest rote sensitive assets. During o period of rising interesf rotes, o negative gap would fend to odversely 
affect net interest income, while a posifive gap would tend to result in on increase in nef interest income. During 
a period of falling interest rotes, a negative gap would tend to result in on increase in net inferest income, 
while o positive gap would tend to affect net inferest income adversely. Because different types of assets and 
liabilities with the same or similar maturities may react differentiy to changes in overoll markef interest rates or 
conditions, changes in inferest rotes may affect net interesf income positively or negatively even if on insfitufion 
were perfectly matched in each maturity category. 

The Company prepares its interest rote sensifivity "gap" onolysis by scheduling inferest eorning assets and interesf 
bearing liobilities into periods bosed upon the next date on which such ossets and liabilities could moture or 
reprice. The amounts of assets and liabilifies shown within o particular period were determined in accordance 
with the contractual terms of the assets and liabilities, except that: 

• adjustable-rate loons, investment securities, variable-rate time deposits, and FHLB of Boston advances ore 
included in the period when they ore first scheduled to adjust and not in the period in which they mature; 

• fixed-rote mortgage-related securities and loons reflect estimated prepoyments, which were estimated 
based on onolyses of broker estimates, the results of o prepaymenf model utilized by the Company, and 
empirical data; 
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• other nonmortgage related fixed-rote loons refiect scheduled controctuol amortization, with no estimated 
prepayments; and 

• NOW, money markets, and savings deposits, which do not have contractual mafurities, refiect estimated 
levels of attrition, which are based on detailed studies by fhe Company of fhe sensitivity of each such 
category of deposit to changes in interest rotes. 

Management believes that these ossumptions approximate octual experience and considers them reasonable. 
However, the interesf rote sensitivity of the Company's assets and liabilifies in the fables could vary substantially 
if different assumptions were used or actual experience differs from the historical experience on which the 
ossumptions ore based. 

The following table shows the Compony's rote sensitivity analysis as of December 31, 2008: 

Cumulative repriced within 
3 Months 

or Less 
4 to 12 
Months 

1 to 3 
Years 

3 to 5 
Years 

Over 5 
Years Total 

(Dollars in thousands, by repricing date) 

Inferest sensitive assets 
Federal funds sold ond overnight 
deposits 

Interest bearing deposits in bonks 
Investment securities 
avoiloble-for-sale (1) (3) 

Loons (2) (3) 
FHLB Stock 

$ 21,537 $ — 
3,829 5,159 

1,699 
102,341 

4,397 
76,249 

3,442 

6,850 
71,321 

$ - $ 
2,359 

3,829 
65,696 

— $ 21,537 
— 14,789 

10,998 27,773 
37,703 353,310 

1,922 1,922 
Totol interesf sensitive ossets 

Inferest sensitive liabilities 
Time deposits 
Money markets 
Regular savings 
NOW accounts 
Borrowed funds 

Total interest sensitive liabilities 

$129,406 

$ 34,910 
7,155 
3,649 

24,123 
226 

$ 70,063 

$85,805 

$79,745 
— 
— 
— 

680 
$80,425 

$81,613 

$ 21,552 
— 
— 
— 

3,597 
$ 25,149 

$ 

$ 

$ 

71,884 

3,814 
— 
— 
— 

7,305 
11,119 

$ 50,623 

$ -
48,803 
37,073 
42,231 
15,608 

$143,715 

$419,331 

$140,021 
55,958 
40,722 
66,354 
27,416 

$330,471 

Net interest rate sensitivity gap 
Cumulative net interest rote sensitivity gap 
Cumulative net interesf rote sensitivity gap 

OS o percentage of total assets 
Cumulative interest sensitivity gap os o 
percentage of total interest earning assets 

Cumulative net interest sensitivity gap os 
percentage of total interest bearing 
liabilities 

59,343 
59,343 

13.5% 

14.2% 

18.0% 

$ 5,380 
$64,723 

14.7% 

15.4% 

19.6% 

$ 56,464 
$121,187 

27.5% 

28.9% 

36.7% 

$ 60,765 
$181,952 

41.3% 

43.4% 

55.1% 

(93,092) $ 
88,860 

20.2% 

21.2% 

26.9% 

88,860 

(1) 

(2) 
(3) 

Investment securities ovailoble-for-sole exclude marketable equity securities with o book value of $14 
thousond and a fair value of $9 thousand and mutual funds with o book ond fair value of $52 thousand, 
respectively, that may be sold by the Company of ony time. 
Balances shown net of unearned income of $106 thousand. 
Estimated repayment assumptions considered in Asset/Uobility model. 

Simulation Analysis. In ifs simulation analysis, fhe Company uses computer software to simulate the estimated 
impoct on net interesf income and capital (Nef Fair Value) under various inferest rote scenarios, balance sheet 
frends, and strotegies over a relafively short time horizon. These simulations incorporate assumpfions about balance 
sheet dynamics such as loan and deposit growth, product pricing, prepayment speeds on mortgage related 
assets, principal maturities on ofher finonciol instruments, and changes in funding mix. While such assumptions 
ore inherently uncertain as actual rote changes rarely follow any given forecast and asset - liability pricing and 
other model inputs usually do not remain constant in their historical relationships, management believes that 
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these assumptions ore reosonoble. Based on the results of fhese simulations, the Company is able fo quantify its 
estimate of interest rote risk and develop and implement appropriate strategies. 

The following chart refiects the cumulative results of fhe Company's lotesf simulotion analysis for next yeor-end on 
nef interest income, nef income, return on assets, return on equity ond net foir value ratio. Shocks ore intended fo 
capture interest rote risk under extreme conditions by immediately shifting to the new level. The projection utilizes 
o proportionol rote shock of up 300 basis points and down 100 bosis points from fhe yeor-end prime rote of 3.25%; 
this is the highest internal slope monitored and this slope range was determined fo be fhe most relevant during 
fhis economic cycle. 

INTEREST RATE SENSITIVITY SIMULATION ANALYSIS 
DECEMBER 31, 2008 

(Dollars in thousands) 

Year 
Ending 

December—09 

Prime 
Rate 

6.25% 
3.25% 
2.25% 

Net Interest 
Income 

$20,881 
17,792 
16,592 

Change 
% 

17.36 
0.00 

(6.74) 

Net 
Income 

$6,702 
4,598 
3,782 

Return on 
Assets 

1.55% 
1.07% 
0.88% 

Return on 
Equity 

16.94% 
11.91% 
9.89% 

Net Fair 
Value Ratio 

6.18 
10.16 
11.55 

The resulting projected cumulative effect of these estimates on net inferest income and the net fair value ratio 
for the yeor ending December 31, 2009 ore wifhin the approved ALCO guidelines but the return on assets and 
equity in the fiat and down 100 basis point shock ore lower than Board guidelines. The simulations of earnings 
do not incorporate any monogement octions, which might moderote the negative consequences of interesf 
rote deviafions. Therefore, they do not refiect likely octual results, but serve as conservative estimates of interest 
rote risk. Noninterest income and expenses in the simulation ore based on fhe budget for 2009 and will change 
over the course of fhe next twelve months as management actions ore taken in response to current economic 
conditions ond operational changes. 

Liquidity. Monoging liquidity risk is essentiol to maintaining both depositor confidence and sfobility in earnings. 
Uquidify is o measuremenf of fhe Company's ability to meet potential cosh requirements, including ongoing 
commitments fo fund deposit withdrawals, repay borrowings, fund investment and lending activities, and for other 
general business purposes. The Company's principal sources of funds ore deposits, amorfization and prepaymenf 
of loons and securities, maturities of investment securities and other short-term investments, soles of securities and 
loans ovailoble-for-sole, earnings, and funds provided from operations. Mointoining o relatively stable funding 
base, which is achieved by diversifying funding sources, competitively pricing deposit products, and extending 
fhe contractual maturity of liabilities, reduces the Company's exposure fo rollover risk on deposits ond limits 
reliance on volotile short-term purchased funds. Short-term funding needs arise from declines in deposits or ofher 
funding sources, funding of loon commitments, draws on unused lines of credit and requests for new loons. The 
Compony's strategy is to fund ossets, to the maximum extent possible, with core deposits that provide a sizable 
source of relatively stable ond low-cost funds. 

For the year ended December 31, 2008, the Company's ratio of overage loons fo overage deposits was 97.0% 
compared fo the overage for the yeor ended December 31, 2007 of 96.8% reflecting the higher loan demand 
and competition for deposit dollars. The 2008 and 2007 average loons to overage deposits rotios ore higher than 
historical ratios but ore consistent with management's philosophy, given the low short term investment interesf 
rotes available and fhe acfive doily role token in managing liquidity by fhe senior managers of the Company. 

As o member of the FHLB of Boston, Union hos access to preapproved lines of credit up to $3.9 million of 
December 31, 2008 over ond above the term advances olreody drown on the line. This line of credit could be 
used for either short-term or long-term liquidity or ofher needs. The December 31, 2008 onolysis by FHLB of Boston 
shows additional borrowing capacity for Union Bank of approximately $50.3 million which would require addifional 
purchase of FHLB of Boston Class B common stock os well os the evaluation by FHLB of the underlying collateral 
available. Union maintains o $3.0 million preopproved Federal Funds line of credif with on upstream correspondent 
bonk and a repurchase agreement line with o brokerage house. There were no balances outstanding on either 
line of December 31, 2008. Union is o member of fhe Certiflcate of Deposif Accounf Registry Service ("CDARS") 
of Promontory Inferflnonciol Network which ollows Union to provide higher FDIC deposit insurance to customers 
by exchanging deposits with other members and allows Union to purchose deposits from other members os 
another source of funding. Subsequent to year end. Union has opened o new correspondent relationship with 
BankersBank Northeast and has received o $3.0 million preopproved Federal Funds line of credit. Also, Union hos 
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mode successful opplicofion to participate in the Federol Reserve Discounf window programs which will provide 
the Compony with another avenue for liquidify. 

Union mointoins an IDEAL Way Line of Credit with the FHLB of Boston. The total line available was $551 thousand 
of December 31, 2008 and 2007. There were no borrowings ogoinst fhis line of credit of either yeor-end. Interest 
on these borrowings is chorgeoble of o rote determined by fhe FHLB of Boston and payable monthly. Should 
Union utilize this line of credif, qualifled portions of the loon and investment porffolios would collateralize fhese 
borrowings. 

While scheduled loon and securities payments and FHLB of Boston odvonces are relofively predictable sources 
of funds, deposit flows and prepayments on loons ond mortgage-booked securities ore greatiy influenced by 
general interesf rotes, economic conditions, and compefifion. The Company's liquidify is acfively managed on a 
doily basis, monitored by fhe ALCO, ond reviewed periodically with the subsidiary's Boord of Directors. The ALCO 
meosures the Company's morketoble assets and credit available to fund liquidity requirements and compores 
the adequacy of that aggregate amount ogoinst the aggregate amount of the Company's interest sensitive 
or volatile liabilities, such os core deposits ond time deposits in excess of $100,000, borrowings ond term deposits 
with short mafurities, and credif commifments outstanding. The primary objective is fo manage fhe Company's 
liquidity position and funding sources in order to ensure that if has the ability to meet its ongoing commitments 
to its depositors, to fund loan commitments and unused lines of credif and to maintoin o portfolio of investment 
securities. 

The Compony's management monitors current and projected cash flows and adjusts positions os necessary fo 
mointoin odequote levels of liquidify. Although approximotely 81.8% of time deposits will moture within twelve 
months, which is in line with the preceding four years that ranged from 74.0% to 87.8%, fhe deposit gothering 
activities of flnanciol institutions generally hove been affected by the low interest rotes which has mode customers 
reluctant to lock in funds for o longer term. "Deposit Specials" in the marketplace hove emphasized the shorter 
end of fhe curve as that is where fhe customer demand was. Since rotes hove fallen during fhe lost fwo years, os 
customers' time deposits matured, fhe rollover interest rote available to those customers is most often much lower 
than their previous deposit rote and therefore the cost of funding has been dropping but the maturity dotes have 
not started to lengthen out. This phenomenon is happening throughout the bonking industry and the Compony is 
optimistic that it con maintain and grow its customer deposit base through good customer service, new deposit 
products offered, competifive but prudent pricing strategy and fhe continuing expansion of fhe bronch network 
with fhe opening of full service branches in St. Albans and Danville, Vermont during the second half of 2008. The 
introduction of more electronic options for deposit products and their off premise utilization through the internet 
will also ossist in the growth of the deposit base. 

A reduction in total deposits could be offset by purchases of federal funds, purchase of deposits, short-or long-term 
FHLB borrowings, utilization of the repurchase agreement line or liquidation of investment securities, loons held for 
sole, or brokerage certiflcates of deposit. Such steps could result in on increase in the Company's cost of funds 
and adversely impoct the net interest spread and margin. Management believes the Company hos sufflcient 
liquidify to meet oil reasonable borrower, depositor and creditor needs in fhe present economic environment. 
However, any projections of future cosh needs ond cash flows ore subject fo substantial uncertainty. Management 
continuolly evaluates opportunities to buy/sell securities and loons ovoilable-for-sole, obtain credit facilities from 
lenders, or restructure debt for strategic reasons or to further strengthen the Company's flnonciol position. 

Capital Resources. Managemenf of fhe Company's capital resources is designed to maintain on optimum level 
of capital in o cost-effective structure that: meets target regulatory rotios; supports management's internal 
assessment of economic capital; funds fhe Compony's short ond long-term business strategies; and builds long-
term stockholder value. Dividends hove generolly been increosed in line with long-term trends in earnings per 
shore growth and conservative earnings projections, while sufficient profits ore retoined fo support anticipated 
business growth, fund strategic investments and provide continued support for deposits. 

The total dollar value of fhe Compony's stockholders' equity decreased from $42.1 million at December 31, 
2007 to $39.2 million of December 31, 2008, reflecting nef income of $5.1 million for 2008 and o $5 thousand 
increase due to the issuance of stock options, offset by on increase in the net unrealized other comprehensive 
loss of $88 thousand on investment securities avoiloble-for-sole, on increase of $2.4 million in the net other 
comprehensive loss attributable to fhe unfunded deflned beneflt pension liobility, cosh dividends paid of $5.0 
million, and the purchase of 28,371 shores of Treasury stock during 2008 totaling $561 thousand. The large increase 
in fhe comprehensive loss attributable to the unfunded defined benefit pension plan liobility was mainly due 
to fhe decrease in the market volue of the underlying pension plon investments, which ore measured os of 

Page 74 • Union Bankshares, Inc. 2008 Annual Report 



Union Bankshares, Inc. and Subsidiary 
Management's Discussion and Analysis of financial Condition and Results of Operations (continued) 

December 31, 2008. An economic recovery, future contributions to the plan by fhe Company or o reduction in 
future omounts poyable would eventually reduce this unrealized loss. 

The Company has 7,500,000 shores of $2.00 par value common stock authorized. As of December 31, 2008, the 
Company hod 4,921,786 shores issued, of which 4,474,598 were outstanding and 447,188 were held in Treosury. 
Also as of December 31, 2008, there were outstanding and exercisoble employee incentive stock options with 
respect to 10,000 shares of the Company's common stock, granted pursuant to the Company's 1998 Incentive 
Stock Option Plan. 

At the May 21, 2008 annual shareholders meeting, the shareholders approved the 2008 Incentive Stock Option 
Plan which authorized 50,000 shares for issuance. As of December 31, 2008 no options or shares hove been issued 
under this plan. 

On November 18, 2005, the Company announced o stock repurchase program, which was most recently 
reauthorized on Morch 19, 2008. The Board of Directors has authorized the repurchase of up fo 100,000 shares of 
commonstock, or approximafely 2.2% of the Company's oufsfonding shares, for on oggregote repurchase cost not 
to exceed $2.15 million. Shares con be repurchased in the open market or in negotiated transactions. Shares may 
be reacquired for reissuance in connection with the stock option plan, stock dividend declaration and for general 
corporate purposes. The repurchase program is open foran unspecified period of time. Asof DecemberSI, 2008 
the Company hod repurchased 86,240 shares under this program, for a totol cosf of $1.8 million. 

For the Company of December 31, 2008 and December 31, 2007 totol capital to risk weighted assets was 15.3% 
and 16.7%, respectively. Tier I capitol to risk weighted assets was 14.2%, ond 15.5% respectively ond Tier I capitol 
fo overoge ossets was 9.9% and 10.9%, respectively. Union is cotegorized os well capitalized under the regulotory 
framework and the Company is well over the minimum capital requirements. Based upon the Company's strong 
capital position, continued eornings strength and potentially restrictive covenants, fhe Company elected during 
the fourth quarter of 2008 not to participate in fhe Federal Government's TARP Capital Purchase Program. 

Impact of Inflation and Changing Prices. The Company's consolidoted financial statements hove been prepared 
in accordance with U.S. generally accepted accounting principles, which allow for the measurement of financiol 
position and results of operations in terms of historical dollars, without considering changes in the relafive purchasing 
power of money over time due to inflation. Bonks hove asset and liability structures that ore essentially monetary 
in nature, and their general and administrotive costs constitute relatively small percentages of total expenses. 
Thus, increases in the general price levels for goods and services hove a relatively minor effect on the Company's 
total expenses. Interest rotes have o more significant impact on the Company's financial performance than the 
effecf of general inflation. During the first eight months of 2007, fhe Federal Reserve maintained o forget federal 
funds rote of 5.25% while the U.S. prime rate, which is the base rote that bonks use in pricing short-term maturity 
commercial loons to their best, or most creditworthy, customers remained of 8.25%. Starting in September 2007, 
the forget federal funds rote and the U.S. prime rote stepped down ten times in increments from 25 to 75 basis 
points so that by December 2008 the target federal funds rote was between 0.00% and 0.25% while the prime rote 
hod dropped to 3.25%. The Federal Reserve took these dromofic steps regarding the forget federal funds rote in 
response to the mortgage market problems and the weakening U.S. and global economies. The forget federal 
funds rote has never been this low ond fhe lost time the prime rate was ot 3.25% was in 1955. These changes are 
out of fhe Compony's control but hove hod o dramatic impact on net interest income. 

Interest rotes do not necessarily move in the some direction or change in the some mognitude as the prices of 
goods and services, although periods of increased inflation may accompany o rising interest rote environment. 
Inflation in the price of goods and services, while not hoving o substantial impact on the operoting results of the 
Compony, do offeet all customers and therefore may impact their obility to keep funds on deposit or moke loon 
payments in o timely fashion. The Company is owore of fhis risk and evaluates that risk along with others in making 
business decisions. Unprecedented deflcit spending by fhe federal government may hove unanticipated impacts 
on interest rotes or inflation in future periods that could hove on unfavorable impact on the future operating 
results of the Company. 

Regulatory Matters. The Company and its subsidiary bonk ore subject to periodic examinations by the various 
regulatory ogencies. These examinations include, but ore not limited to, procedures designed fo review lending 
practices, risk management, credit quality, liquidity, compliance and capital adequacy. During 2008, Vermont 
State Department of Banking and the Federal Reserve Bonk of Boston performed various examinafions of the 
Company and Union pursuant to their regular, periodic regulatory reviews. No comments were received from 
these bodies that would hove o material adverse effect on the Company's or Union's flnonciol condition, liquidity, 
capital resources, or results of operations. 
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On March 20, 2009, there were 4,470,351 shares of common stock outstanding held by 651 stockholders of record. 
The number of stockholders does nof reflect the number of persons or entities who may hold the stock in nominee 
or "sfreet name." 

Union Bankshares' common stock is listed on fhe Nasdaq Global Markef | 
UNB. 

'Nosdoq") and frades under fhe symbol 

2008 2007 
High Low Dividends High Low Dividends 

First Quarter 
Second Quarter 
Third Quarter 
Fourth Quarter 

$20.94 
$20.60 
$21.50 
$22.40 

518.90 
il8.60 
il8.78 
il5.02 

$0.28 
$0.28 
$0.28 
$0.28 

$22.55 
$24.11 
$22.00 
$21.40 

$21.00 
$20.55 
$18.97 
$19.80 

$0.28 
$0.28 
$0.28 
$0.28 

On January 21, 2009, the Company declared a regular dividend of $0.28 per shore to stockholders of record as 
of January 31, 2009 payable February 11, 2009. 

Shareholder Assistance and Investor Information 

If you need assistance with o change in regisfration of certiflcates, reporting lost certiflcates, non-receipt or loss 
of dividend checks, assistance regarding direct deposif of dividends, information about the Company, or fo 
receive copies of flnonciol reports, pleose contact either: 

JoAnn A. Tallmon, Assistant Secretory 
Union Bankshares, Inc. 
P.O. Box 667 
Morrisville, VT 05661-0667 
Phone: 802-888-6600 
Facsimile: 802-888-4921 
E-mail: ubexec@unionbankvt.com 

or 

Registrar & Transfer Company 
Attn: Stock Transfer Department 
10 Commerce Drive 
Cranford , NJ07016 
Phone: 800-368-5948 
Facsimile: 908-497-2318 
E-mail: info@rtco.com 

Form 10-K 

A copy of fhe Form 10-K Report filed with the Securities ond Exchange Commission may be obtoined without 
charge upon written request to: 

Marsha A. Mongeon, Treasurer and Chief Financial Officer 
Union Bankshares, Inc. 
P.O. Box 667 
Morrisville, VT 05661-0667 

Corporate Name: Union Bonkshores, Inc. 
Corporate Transfer Agent: Regisfrar & Transfer Company, 10 Commerce Drive, Cronford, N J 07016 
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For more Company information, please visit Union Bank's web 

pages at www.un ionbankv t .com. 
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