


























































































































































































































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

other nonmortgage related fixed-rate loans reflect scheduled contractual amortization, with no estimated
prepayments; and

NOW, money markets, and savings deposits, which do not have confractual maturities, reflect estimated
levels of attrition, which are based on detailed studies by the Company of the sensitivity of each such
category of deposit to changes in interest rates.

Management believes that these assumptions approximate actual experience and considers them reasonable.
However, the interest rate sensitivity of the Company’s assets and liabilities in the tables could vary substantially
if different assumptions were used or actual experience differs from the historical experience on which the
assumptions are based.

The following table shows the Company’s rate sensitivity analysis as of December 31, 2008:

Cumulative repriced within

3 Months 41to 12 1to3 3to 5 Over 5
or Less Months Years Years Years Total

(Dollars in thousands, by repricing date)

Interest sensitive assets
Federal funds sold and overnight

deposits 2537 0% — 3% - - — 3 S 21,557
Interest bearing deposits in banks 3829 5,152 3,442 2,559 14,789

Investment securities
available-for-sale (1) (3) 1,699 4,397 6,850 88629 10,998 27,773
Loans (2) (3) 102,341 76,249 1582 65,696 37,703 353,310
FHLB Stock - — — - 1.922 1,922
Total interest sensitive assets $129,406 $85805 $ 81,613 71,884 8= 80623 $ 419 331

Interest sensitive liabilities
Time deposits $ 34910 $79.745 $ 21,552 3814 $ — $140,021
Money markets 7.185 - — — 48,803 55,958
Regular savings 3,649 — — — 37,073 40,722
NOW accounts 24,123 — — — 42,231 66,354
Borrowed funds 226 680 3,527 7305 15,608 27,416
Total interest sensitive liabilities $ 70063 $80,425 $25149 8T A 19" (S4B XI5 =SB0 AT

Net interest rate sensitivity gap $ 59343 §$ 5380 $ 56,464 $ 60,765 $ (93,092) $ 88,860
Cumulative net interest rate sensitivity gap  $ 59,343  $64,723 $121,187 $181,952 $ 88,860
Cumulative net interest rate sensitivity gap

as a percentage of total assets 13.5% 14.7% 27.5% 41.3% 20.2%
Cumulative interest sensitivity gap as a

percentage of total interest earning assets 14.2% 15.4% 28.9% 43.4% 21.2%
Cumulative net interest sensitivity gap as

percentage of total interest bearing

liabilities 18.0% 19.6% 36.7% 55.1% 26.9%

(1) Investment securities available-for-sale exclude marketable equity securities with a book value of $14
thousand and a fair value of $9 thousand and mutual funds with a book and fair value of $52 thousand,
respectively, that may be sold by the Company at any time.

(2) Balances shown net of unearned income of $106 thousand.

(3) Estimated repayment assumptions considered in Asset/Liability model.

Simulation Analysis. In its simulation analysis, the Company uses computer software to simulate the estimated
impact on net interest income and capital (Net Fair Value) under various interest rate scenarios, balance sheet
trends, and strategies over arelatively short time horizon. These simulationsincorporate assumptions about balance
sheet dynamics such as loan and deposit growth, product pricing, prepayment speeds on mortgage related
assets, principal maturities on other financial instruments, and changes in funding mix. While such assumptions
are inherently uncertain as actual rate 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 are reasonable. Based on the results of these simulations, the Company is able fo quantify its
estimate of interest rate risk and develop and implement appropriate strategies.

The following chart reflects the cumulative results of the Company’s latest simulation analysis for next year-end on
net interestincome, netincome, return on assets, return on equity and net fair value ratio. Shocks are intended fo
capture interest rate risk under extreme conditions by immediately shifting to the new level. The projection utilizes
a proportional rate shock of up 300 basis points and down 100 basis points from the year-end prime rate of 3.25%;
this is the highest internal slope monitored and this slope range was determined to be the most relevant during
this economic cycle.

INTEREST RATE SENSITIVITY SIMULATION ANALYSIS
DECEMBER 31, 2008
(Dollars in thousands)

Year Prime Net Interest Change Net Return on  Return on Net Fair
Ending Rate Income Do Income Assets Equity Value Ratio
December—09 6.25%  $20,881 17.36 $6,702 1.55% 16.94% 6.18
3.25% 17,792 0.00 4,598 1.07% 11.91% 10.16
2.25% 16,592 (6.74) 3,782 0.88% 9.89% 11.55

The resulting projected cumulative effect of these estimates on net interest income and the net fair value ratio
for the year ending December 31, 2009 are within the approved ALCO guidelines but the return on assets and
equity in the flat and down 100 basis point shock are lower than Board guidelines. The simulations of earnings
do not incorporate any management actions, which might moderate the negative consequences of interest
rate deviations. Therefore, they do not reflect likely actual results, but serve as conservative estimates of interest
rate risk. Noninterest income and expenses in the simulation are based on the budget for 2009 and will change
over the course of the next twelve months as management actions are taken in response to current economic
conditions and operational changes.

Liquidity. Managing liquidity risk is essential to maintaining both depositor confidence and stability in earnings.
Liquidity is a measurement of the Company's ability to meet potential cash requirements, including ongoing
commitments to fund deposit withdrawals, repay borrowings, fund investment and lending activities, and for other
general business purposes. The Company's principal sources of funds are deposits, amortization and prepayment
of loans and securities, maturities of investment securities and other short-term investments, sales of securities and
loans available-for-sale, earnings, and funds provided from operations. Maintaining a relatively stable funding
base, which is achieved by diversifying funding sources, competitively pricing deposit products, and extending
the confractual maturity of liabilities, reduces the Company's exposure to rollover risk on deposits and limits
reliance on volatile short-term purchased funds. Short-term funding needs arise from declines in deposits or other
funding sources, funding of loan commitments, draws on unused lines of credit and requests for new loans. The
Company's strategy is fo fund assets, fo the maximum extent possible, with core deposits that provide a sizable
source of relatively stable and low-cost funds.

For the year ended December 31, 2008, the Company's ratio of average loans to average deposits was 97.0%
compared to the average for the year ended December 31, 2007 of 96.8% reflecting the higher loan demand
and competition for deposit dollars. The 2008 and 2007 average loans to average deposits ratios are higher than
historical ratios but are consistent with management's philosophy, given the low short term investment interest
rates available and the active daily role taken in managing liquidity by the senior managers of the Company.

As a member of the FHLB of Boston, Union has access to preapproved lines of credit up to $3.9 milion at
December 31, 2008 over and above the term advances already drawn on the line. This line of credit could be
used for either short-term or long-term liquidity or other needs. The December 31, 2008 analysis by FHLB of Boston
shows additional borrowing capacity for Union Bank of approximately $50.3 million which would require additional
purchase of FHLB of Boston Class B common stock as well as the evaluation by FHLB of the underlying collateral
available. Union maintains a $3.0 million preapproved Federal Funds line of credit with an upstream correspondent
bank and a repurchase agreement line with a brokerage house. There were no balances outstanding on either
line at December 31, 2008. Union is a member of the Certificate of Deposit Account Registry Service (*CDARS")
of Promontory Interfinancial Network which allows Union to provide higher FDIC deposit insurance to customers
by exchanging deposits with other members and allows Union to purchase deposits from other members as
another source of funding. Subsequent to year end, Union has opened a new correspondent relationship with
BankersBank Northeast and has received a $3.0 million preapproved Federal Funds line of credit. Also, Union has
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made successful application to participate in the Federal Reserve Discount window programs which will provide
the Company with another avenue for liquidity.

Union maintains an IDEAL Way Line of Credit with the FHLB of Boston. The total line available was $551 thousand
at December 31, 2008 and 2007. There were no borrowings against this line of credit at either year-end. Interest
on these borrowings is chargeable at a rate determined by the FHLB of Boston and payable monthly. Should
Union utilize this line of credit, qualified portions of the loan and investment portfolios would collateralize these
borrowings.

While scheduled loan and securities payments and FHLB of Boston advances are relatively predictable sources
of funds, deposit flows and prepayments on loans and mortgage-backed securities are greatly influenced by
general interest rates, economic conditions, and competition. The Company’s liquidity is actively managed on a
daily basis, monitored by the ALCO, and reviewed periodically with the subsidiary’s Board of Directors. The ALCO
measures the Company's marketable assets and credit available to fund liquidity requirements and compares
the adequacy of that aggregate amount against the aggregate amount of the Company's interest sensitive
or volatile liabilities, such as core deposits and time deposits in excess of $100,000, borrowings and term deposits
with short maturities, and credit commitments outstanding. The primary objective is to manage the Company’s
liquidity position and funding sources in order to ensure that it has the ability to meet its ongoing commitments
to its depositors, to fund loan commitments and unused lines of credit and to maintain a portfolio of investment
securities.

The Company's management monitors current and projected cash flows and adjusts positions as necessary to
maintain adequate levels of liquidity. Although approximately 81.8% of time deposits will mature within twelve
months, which is in line with the preceding four years that ranged from 74.0% to 87.8%. the deposit gathering
activities of financial institutions generally have been affected by the low interest rates which has made customers
reluctant to lock in funds for a longer term. “Deposit Specials” in the marketplace have emphasized the shorter
end of the curve as that is where the customer demand was. Since rates have fallen during the last two years, as
customers’ time deposits matured, the rollover interest rate available to those customers is most often much lower
than their previous deposit rate and therefore the cost of funding has been dropping but the maturity dates have
not started to lengthen out. This phenomenon is happening throughout the banking industry and the Company is
optimistic that it can maintain and grow its customer deposit base through good customer service, new deposit
products offered, competitive but prudent pricing strategy and the continuing expansion of the branch network
with the opening of full service branches in St. Albans and Danville, Vermont during the second half of 2008. The
infroduction of more electronic options for deposit products and their off premise utilization through the internet
will also assist in the growth of the deposit base.

Areduction in total deposits could be offset by purchases of federal funds, purchase of deposits, short-orlong-term
FHLB borrowings, utilization of the repurchase agreement line or liquidation of investment securities, loans held for
sale, or brokerage certificates of deposit. Such steps could result in an increase in the Company’s cost of funds
and adversely impact the net interest spread and margin. Management believes the Company has sufficient
liquidity to meet all reasonable borrower, depositor and creditor needs in the present economic environment.
However, any projections of future cash needs and cash flows are subject to substantial uncertainty. Management
continually evaluates opportunities to buy/sell securities and loans available-for-sale, obtain credit facilities from
lenders, or restructure debt for strategic reasons or to further strengthen the Company'’s financial position.

Capital Resources. Management of the Company's capital resources is designed to maintain an optimum level
of capital in a cost-effective structure that: meets target regulatory ratios; supports management’s internal
assessment of economic capital; funds the Company's short and long-term business strategies; and builds long-
term stockholder value. Dividends have generally been increased in line with long-term trends in earnings per
share growth and conservative earnings projections, while sufficient profits are retained to support anticipated
business growth, fund strategic investments and provide continued support for deposits.

The total dollar value of the Company's stockholders' equity decreased from $42.1 milion at December 31,
2007 to $39.2 milion at December 31, 2008, reflecting net income of $5.1 million for 2008 and a $5 thousand
increase due to the issuance of stock options, offset by an increase in the net unrealized other comprehensive
loss of $88 thousand on investment securities available-for-sale, an increase of $2.4 million in the net other
comprehensive loss attributable to the unfunded defined benefit pension liability, cash dividends paid of $5.0
million, and the purchase of 28,371 shares of Treasury stock during 2008 totaling $561 thousand. The large increase
in the comprehensive loss attributable to the unfunded defined benefit pension plan liability was mainly due
to the decrease in the market value of the underlying pension plan investments, which are measured as of
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December 31, 2008. An economic recovery, future contributions to the plan by the Company or a reduction in
future amounts payable would eventually reduce this unrealized loss.

The Company has 7,500,000 shares of $2.00 par value common stock authorized. As of December 31, 2008, the
Company had 4,921,786 shares issued, of which 4,474,598 were outstanding and 447,188 were held in Treasury.
Also as of December 31, 2008, there were outstanding and exercisable 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 have been issued
under this plan.

On November 18, 2005, the Company announced a stock repurchase program, which was most recently
reauthorized on March 19, 2008. The Board of Directors has authorized the repurchase of up to 100,000 shares of
common stock, or approximately 2.2% of the Company's outstanding shares, for an aggregate repurchase cost not
to exceed $2.15 million. Shares can 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 for an unspecified period of time. As of December 31, 2008
the Company had repurchased 86,240 shares under this program, for a total cost of $1.8 million.

For the Company at December 31, 2008 and December 31, 2007 total capital to risk weighted assets was 15.3%
and 16.7%, respectively. Tier | capital to risk weighted assets was 14.2%, and 15.5% respectively and Tier | capital
to average assets was 9.9% and 10.9%, respectively. Union is categorized as well capitalized under the regulatory
framework and the Company is well over the minimum capital requirements. Based upon the Company’s strong
capital position, continued earnings strength and potentially restrictive covenants, the Company elected during
the fourth quarter of 2008 not to participate in the Federal Government's TARP Capital Purchase Program.

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

Interest rates do not necessarily move in the same direction or change in the same magnitude as the prices of
goods and services, although periods of increased inflation may accompany a rising interest rate environment.
Inflation in the price of goods and services, while not having a substantial impact on the operating results of the
Company, do affect all customers and therefore may impact their ability to keep funds on deposit or make loan
payments in a fimely fashion. The Company is aware of this risk and evaluates that risk along with others in making
business decisions. Unprecedented deficit spending by the federal government may have unanticipated impacts
on interest rates or inflation in future periods that could have an unfavorable impact on the future operating
results of the Company.

Regulatory Matters. The Company and its subsidiary bank are subject to periodic examinations by the various
regulatory agencies. These examinations include, but are not limited to, procedures designed to review lending
practices, risk management, credit quality, liquidity, compliance and capital adequacy. During 2008, Vermont
State Department of Banking and the Federal Reserve Bank of Boston performed various examinations of the
Company and Union pursuant to their regular, periodic regulatory reviews. No comments were received from
these bodies that would have a material adverse effect on the Company's or Union's financial condition, liquidity,
capital resources, or results of operations.
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Market for Union Bankshares' Common Shares and Related Stockholder Matters

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 not reflect the number of persons or entities who may hold the stock in nominee
or “street name."

Union Bankshares' common stock is listed on the Nasdag Global Market (“Nasdag”) and trades under the symbol
UNB.

2008 2007
High Low Dividends High Low Dividends
First Quarter $20.94 $18.90 $0.28 $22.55 $21.00 $0.28
Second Quarter $20.60 $18.60 $0.28 $24.11 $20.55 $0.28
Third Quarter $21.50 $18.78 $0.28 $22.00 $18.97 $0.28
Fourth Quarter $22.40 $15.02 $0.28 $21.40 $19.80 $0.28

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

Shareholder Assistance and Investor Information
If you need assistance with a change in registration of certificates, reporting lost certificates, non-receipt or loss

of dividend checks, assistance regarding direct deposit of dividends, information about the Company, or to
receive copies of financial reports, please contact either:

JoAnn A. Tallman, Assistant Secretary Registrar & Transfer Company
Union Bankshares, Inc. Attn: Stock Transfer Department
P.O. Box 647 10 Commerce Drive
Morrisville, VT 05661-0667 or Cranford , NJ 07016
Phone: 802-888-6400 Phone: 800-368-5948
Facsimile: 802-888-4921 Facsimile: 908-497-2318
E-mail: ubexec@unionbankvt.com E-mail: info@rtco.com
Form 10-K

A copy of the Form 10-K Report filed with the Securities and Exchange Commission may be obtained 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 Bankshares, Inc.
Corporate Transfer Agent: Registrar & Transfer Company, 10 Commerce Drive, Cranford, NJ 07016
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Administration @ Management

Directors

UNION BANKSHARES, INC & UNION BANK

Richard C. Marron
Robert P. Rollins
John H. Steel
Schuyler W. Sweet

Richard C. Sargent, Chairman
Cynthia D. Borck

Steven ]. Bourgeois
Kenneth D. Gibbons
Franklin G. Hovey II

Officers — union BANKSHARES, INC

Richard C. Sargent, Chairman

Kenneth D. Gibbons, President & CEO
Marsha A. Mongeon, Vice President/Treasurer
Robert P. Rollins, secretary

David S. Silverman, Vice President

JoAnn A. Tallman, Assistant Secretary

Regional Advisory Board Members

Judy F. Aydelott - Littleton
Steven ]. Bourgeois - st. Albans
J.R. Alexis Clouatre - st. Johnsbury
Coleen K. Condon - st. Albans
Dwight A. Davis - st. Johnsbury
Kirk Dwyer - st. Johnsbury

Stanley T. Fillion - Littleton
Kenneth D. Gibbons - an
Franklin G. Hovey II - st. Johnsbury
Samuel H. Ruggiano - st. Albans
Schuyler W. Sweet - Littleton

Norrine A. Williams - Littleton

Officers — unton sank

Rhonda L. Bennett
Stacey L.B. Chase
Jeffrey G. Coslett

Vice President
Assistant Treasurer

Vice President

Morrisville
Morrisville

Morrisville

Michael C. Curtis Vice President St. Albans

Peter . Eley Senior Vice President Morrisville
Kenneth D. Gibbons President & CEO Morrisville
Don D. Goodhue Information Systems Officer Morrisville
Melissa A. Greene Assistant Treasurer Hardwick

Karyn J. Hale Assistant Treasurer Morrisville
Claire A. Hindes Assistant Vice President Morrisville
Patricia N. Hogan Vice President Morrisville

Tracey D. Holbrook

Regional Vice President

St. Johnsbury

Lura L. Jacques Asst. V.P., Trust Officer St. Albans
Lynne P. Jewett Assistant Treasurer Morrisville
Peter R. Jones Vice President Morrisville
Stephen H. Kendall Vice President Morrisville
Susan O. Laferriere Vice President St. Johnsbury

Dennis |. Lamothe
Susan F. Lassiter

Vice President

Vice President

St. Johnsbury

Jeffersonville

Robyn A. Masi Assistant Vice President Stowe
Marsha A. Mongeon Senior Vice President & CFO Morrisville
Mildred R. Nelson Vice President Littleton
Karen C. Noyes Assistant Vice President Morrisville

Barbara A. Olden Vice President St. Johnsbury
Deborah . Partlow Asst. V.P., Senior Trust Officer Morrisville
Lois . Pigeon Branch Manager St. Albans
Bradley S. Prior Assistant Treasurer Morrisville
Colleen D. Putvain Assistant Treasurer Morrisville
Craig S. Provost Assistant Vice President Stowe
Suzanne L. Roberts Vice President Lyndonville
Robert P. Rollins Secretary Morrisville
Ruth P. Schwartz Vice President Morrisville
David S. Silverman Senior Vice President Morrisville
Curtis C. Swan Assistant Vice President Fairfax
JoAnn A. Tallman Assistant Secretary Morrisville
Francis E. Welch Assistant Vice President Morrisville
Lorraine G. Willett Assistant Vice President Morrisville

For more Company information, please visit Union Bank’s web
pages at www.unionbankvt.com.
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