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Union Bankshares, Inc.

Market for Union Bankshares’ Common Stock

On March 18, 2013, there were 4,455,406 shares
of common stock outstanding held by 616 stock-
holders of record. The number of stockholders
does not reflect the number of beneficial owners,
including persons or entities who may hold the
stock in nominee or “street name.”

2012

High Low
First Quarter $20.00 $18.56
Second Quarter $19.90 $18.75
Third Quarter $21.00 $18.80
Fourth Quarter $20.09 $19.26

Union Bankshares’ common stock is listed on the
NASDAQ Global Market trading under the symbol
UNB.

On January 16, 2013, the Company declared a
regular dividend of $0.25 per share to stockholders
of record as of January 26, 2013 payable February
7, 2013,

2011
Dividends High Low Dividends
$ 0.25 $22.39 $17.95 $ 0.25
$ 0.25 $20.00 $18.80 $ 0.25
S0.25 $19.99 $18.75 $ 0.25
$ 0.25 $19.80 $18.11 500,25

Union Bankshares Awarded Sm-All Star Status by Sandler O'Neill

In 2012, for the second time, Sandler O'Neill
recognized Union Bankshares as one of the top
performing small-cap banks and thrifts in the
United States. The first time was in 2009. Ranking
methodology begins with a list of publicly traded
banks and thrifts with market caps between $25
million and $2 billion. Further evaluation focused
on growth, profitability, credit quality and capital
strength. Eight financial variables were evaluated
to determine performance as well as growth trends

that measure momentum. In order to qualify, the
banks and thrifts needed to be at or above the
peer median for these seven metrics: growth in
earnings per share, loans and deposits; and in the
following ratios—return on average equity; non-
performing assets to loans plus OREO (Other Real
Estate Owned) ratio; net charge-off ratio and re-
serve to nonperforming assets ratio; plus be Well
Capitalized per the Tier 1 risk-based capital ratio.

Performance Metrics: 2012 Sm-All Stars vs. Industry Medians

Last Twelve Months

EPS Growth 19.1%
Loan Growth 5.0%
Deposit Growth 6.1%
ROAE 14.2%
NPAs! / Loans and OREO 1.3%
NCOs / Avg. Loans 0.07%
Reserves / NPAs! 81%

! Accruing TDRs are excluded from NPAs
Source: SNL Financial and Sandler O'Neill

Union Bankshares

Sm-All Stars All Banks & Thrifts

37.7% 16.6%
11.0% 2.1%
12.5% 3.6%
11.5% 6.0%

1.5% 2.6%
0.24% 0.66%

89% 61%
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March 29, 2013

Dear Shareholder,

We are pleased to report on the activities of your
Company for the year ended December 31, 2012.

Union Bankshares earned net income of $6.8 mil-
lion in 2012, a 31% improvement over 2011. Loan
interest income increased $1.4 million compared to
2011 due to increases in the loan portfolio resulting
from the May 2011 New Hampshire acquisition of
branches and organic growth.

Another year of strong residential lending gener-
ated fee income and premiums on loans originated
and subsequently sold on the secondary market.
$126 million in loans were sold compared to $80
million in 2011, and there was year-over-year
growth on premiums on the loan sales of $2 mil-
lion. These increases in income were partially off-
set by a $3 million increase in noninterest expense.

In order to reduce pension plan expense, and the
volatility of capital, on October 5, 2012 we froze
our defined benefit pension plan. The cost of the
pension plan was projected to rise to approximate-
ly 17% of salary expense for 2012, up from 11%
in 2011. In addition, because of market conditions,
our Liability for the defined pension plan increased
to $5.7 million at year end 2011 from $2.5 million
at year end 2010. We have enhanced our existing
401k plan for our staff to assist them in saving for
the future,

We continue to be well capitalized under current
regulatory measures and preliminary indicators
suggest that we will be considered well capitalized
under the proposed Basel III Capital Standards.
We maintain a close watch on the developments of
the Basel III Capital Standards being promulgated
by our regulatory authorities. We believe regula-
tors will continue to urge banks to hold more capi-
tal than in the past, and we must plan accordingly.

Union Bankshares, Inc.

Letter to Shareholders

To that end, in 2012 between retained earnings
and the pension freeze, we improved our capital
by $4.7 million, a 12% increase year-over-year.

On May 16, 2012 the management succession plan
that began in 2010 was completed as Ken Gibbons
retired from his CEO role and settled into his new
role as nonexecutive Chairman, and having been
designated as President in April of 2011, David
Silverman added the title of CEO to his position.
The transition was smooth and seamless, and your
Company continues to benefit from Ken’s banking
knowledge as well as the continuity in manage-
ment that David provides.

2012 was a strong year for Union and we believe
we are positioned for continued success in 2013.
We are indeed fortunate to have the support, pa-
tronage and efforts provided by our shareholders,
customers and staff. The market area in which we
operate continues to value our community bank-
ing model, where people meet face-to-face and
together determine the best way to meet each
customer’s financial needs. We remain commit-
ted to the success of the communities in which we
live and work, and to delivering to our owners with
long-term, sound financial returns.

Sincerely,

Pl

Kenneth D. Gibbons
Chairman

I

David S. Silverman
President & Chief Executive Officer
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Union Bankshares, Inc. Board of Directors

Cynthia D. Borck
Owner

Consulting Services
Information

Kenneth D. Gibbons
Chairman

Union Bankshares, Inc.
and Union Bank

John H. Steel
Founder
Steel Construction

Schuyler W. Sweet
Owner

Stony River
Properties, LLC

Steven J. Bourgeois
CEO

Strategic Initiatives
for Business LLC

Timothy W. Sargent
Attorney/Owner
Sargent Law Office

David S. Silverman
President & CEO

Union Bankshares, Inc.
and Union Bank

Neil J. Van Dyke
President
Golden Eagle Resort
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Shareholder Assistance & Investor Information

If you need assistance with a change in registra-
tion of certificates, combining your certificates
into one, reporting lost certificates, nonreceipt or
loss of dividend checks, assistance regarding di-
rect deposit of dividends, information about the
Company, or to receive copies of financial reports,
please contact either:

JoAnn A. Tallman, Assistant Secretary
Union Bankshares, Inc.

P.O. Box 667

Morrisville, VT 05661-0667

Phone: 802-888-6600
Fax: 802-888-4921
Email:  ubexec@unionbankvt.com

Registrar & Transfer Company
Attn: Stock Transfer Department
10 Commerce Drive

Cranford, NJ 07016

Phone: 1-800-368-5948
Fax: 1-908-497-2318
E-mail:  info@rtco.com

NASDAQ Stock Market Ticker Symbol: UNB
Corporate Name: Union Bankshares, Inc.

To view additional information about the Company
or to receive alerts when public filings are posted,
please view the Investor Relations page at www.
unionbankvt.com.

Union Bankshares, Inc., operates as a one bank
holding company for Union Bank, which provides
commercial, municipal, trust and retail banking
services in northern Vermont and northwestern
New Hampshire. Currently the Company oper-
ates 12 community banking locations in Lamoille,
Caledonia and Franklin counties of Vermont; four
community banking locations in Grafton and Cods
counties of New Hampshire; and one loan center
in South Burlington (Chittenden County), Vermont;

as well as 34 ATMs throughout northern Vermont
and northwestern New Hampshire. Union Bank
was founded in 1891 in Morrisville, Vermont, where
the Bank and holding company headquarters are
located.

Union Bank promotes personal service and bank-
ing expertise within the communities it serves,
with a focus on small- to middle-market business-
es, local municipalities, non-profits, retail and trust
customers. To leverage its local expertise, Union
Bank continues to enhance its niche capabilities
and focuses on expanding to additional neighbor-
ing communities.

Union Bankshares, through Union Bank, is com-
mitted to the communities it serves, and encour-
ages employee participation in community events
and charitable services. The Company views small
businesses as foundations for thriving local econo-
mies; these businesses provide jobs, attract other
businesses and create wealth. Currently, Union
Bank employs approximately 200 professionals,
many of whom are leaders in community organiza-
tions throughout the Bank's service area.

e Union Bankshares’ growing asset base of over
$577 million provides the financial strength to
successfully serve its constituents.

e The Company reported a Return on Average
Equity of 16.35% and a Return on Average As-
sets of 1.22% for 2012.

e Union Bank has consistently been recognized
for our Community Reinvestment efforts.

e The US Small Business Administration has
designated Union Bank as a Preferred Lender.

e The Department of Housing and Urban
Development has granted Union Bankshares an
unconditional direct endorsement approval.

Union Bankshares, Inc.
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Union Bankshares, Inc.

Selected Financial Data

At or For The Years Ended December 31,
2012 2011 2010 2009
(Dollars in thousands, except per share data)

2008

Balance Sheet Data

Total assets $ 577256 $ 552,751 $ 452,995 $ 447522 $ 440,104
Investment securities 26,126 46,954 24,280 24,649 27,834
Lf;ig; get i 455,298 429,384 382,071 358,167 353,310
Allowance for loan losses (4,657) (4,226) (3,755) (3,493) (3,556)
Deposits 509,993 473,439 376,660 368,827 364,370
Borrowed funds 15,747 29,015 28,986 30,993 27,416
Stockholders’ equity (1) 45,046 40,339 41,725 41,180 39,150
Income Statement Data
Total interest income $ 25028 $ 23,669 $ 22907 $ 23,217 $ 24,721
Total interest expense (3,351) (3,908) 4,117) (5,294) (7,177)
Net interest income 21,677 19,761 18,790 17,923 17,544
Provision for loan losses (660) (775) (520) (400) (335)
Noninterest income 10,525 7125 5,649 5,521 4,329
Noninterest expenses (23,035) (19,773) (16,630) (16,397) (15,412)
e 8,507 6,338 7,289 6,647 6,126
Provision for income taxes (1,663) (1,119) (1,702) (1,420) (1,020)
Net income $ 6844 $ 5219 $ 5,587 . $ 5227 . $ 5,106
Per Common Share Data

Net income (2) $ 1.54 $ 37 125 NS 17 1.14
Cash dividends paid 1.00 1.00 1.00 1.00 1.12
Book value (1) 10.11 9.05 9.36 9.23 8.75
V‘s’ﬁ‘g]r';tfglft‘gﬂ%?ng“mber Of 4457029 4456842 4458193 4,466,760 4,488,888
Number of shares outstanding 4,456,081 4,457,204 4,455,704 4,461,208 4,474,598

(1) Stockholders’ equity includes unrealized gains or losses,
net of applicable income taxes, on investment securities
classified as “available-for-sale” and the unfunded
liability for pension benefits, net of taxes for the defined
benefit pension plan.

(2) Computed using the weighted average number of shares
outstanding for the period.
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Union Bankshares, Inc.

Key Financial Indicators

Return on Average Equity
Source: SNL Financial LC
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Union Bankshares, Inc.

Key Financial Indicators

Net Interest Margin
Source: SNL Financial LC

Source: SNL Financial LC, Charlottesville, VA, www.snl.com, ©2013
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Working Together Builds Strong Communities

It is no coincidence that strong communities
surround strong banks. Banks spur growth by
providing capital to area businesses. They enable
people to own homes by providing mortgages, and
provide investment expertise that helps people re-
tire well or leave an estate for their heirs.

At Union Bank our goal is to do all that, and more.
We are very proud to showcase three business
projects that we helped finance—a high-tech ex-
pansion at Sterling Technologies, a new fire station
in Cambridge and big changes at Woodstock Inn
Station & Brewery. But first, we will share with you
some of the educational tools we provide to the
youth in our local communities. We believe that by
providing educational programs to the young and
learning experiences through internships for our
local college students we are further strengthening
our communities.

Save For Success

Our award-winning Save for Success program is
designed to start the next generation on a healthy
financial path, which begins with saving. We be-
lieve that by educating young people about finan-
ces and saving, they will make better financial de-
cisions when they are adults.

The Save for Success program is currently imple-
mented in 21 area schools that serve grades K-12.
Participating students receive a statement sav-
ings account with an opening balance of one dol-
lar. These initial deposits are courtesy of Union
Bank. After that, students make their own deposits
and watch their quarterly statements to see their
savings grow. For the four months of September
through December, 2012, these students made
2,888 deposits.

We welcome our two newest participating schools,
both in New Hampshire: Lin-Wood Public School
in Lincoln and the Mildred C. Lakeway School in
Littleton. And we are very pleased to report that
Lin-Wood Public School has the highest number of
consistent savers and deposits of all our Save for
Success schools.

Internship Program Leads to Jobs

Working with Johnson State College and Lyndon
State College, Union Bank has developed an In-
ternship Program that prepares participating col-
lege students to work in the world of banking.
Highly structured, the program bridges the gap
between what is taught in the classroom and the
work that takes place at a financial institution. The
bank works with one intern at a time in order to
provide that student with the attention necessary
to make the experience invaluable.

Johnson State College

The students are required to train as a teller
and in this way learn the guidelines and confi-
dentiality policies of the bank. After being in-
troduced to the “front line” they may choose to
work on either the retail or the lending side of
the bank or in one of the support functions. The
students set goals, maintain a journal and dis-
cuss the outcomes in a weekly meeting with
their supervisor. These weekly meetings ensure
that students make the connection between what
they learn in the classroom and the jobs they are
performing at the bank.

A recent intern began as a teller and worked be-
side two branch managers focusing on residential
lending. It was arranged for her to follow the same
loans from the initial interview and application in
the branch through the underwriting and loan pro-
cessing in the main office. Once her internship was
completed we were able to offer her a permanent
position as loan assistant.

By engaging students in this way, we are giving
back to the community and addressing the prob-
lem of youth leaving our state. The interns are
more aware of the earning potential Vermont has
to offer after college and the bank benefits by be-
ing able to attract college prospects who may offer
long-term potential.

Union Bankshares, Inc.
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Working Together Builds Strong Communities

A New Fire Station in Cambridge

The importance of a fire station to the towns it
serves cannot be understated. Equipment needs
to be in tip-top working order and at the ready.
Emergency responders need fire trucks and ATVs
to start the first time, every time and that means
equipment must be stored under cover.

The Cambridge Fire Department is the primary re-
sponder for the Town of Cambridge, the Villages
of Cambridge and Jeffersonville, Smugglers Notch,
and approximately half of Fletcher. The former
5,500 square foot fire station was under increas-
ing pressure to meet the demands of the towns it
serves.

The new fire station is a 12,000 square foot state-
of-the-art facility designed to meet the area’s
needs thirty to forty years into the future. The op-
erational aspects of the new building are far more
efficient and the responders are still recognizing
the benefits.

The new station houses the department’s two
pumpers, tanker, rescue and utility trucks, ATV
rescue sled, HAZMAT decontamination equipment

and air compressor. The station has an elevator, is
ADA accessible and meets code for future bunk-
rooms. There is also space for more trucks and
equipment when the need arises.

One of the most critical pieces of equipment is the
air compressor that produces breathing air. The
compressor is housed in a trailer making it porta-
ble, and is one of only three in Vermont. The com-
pressor is used to fill air tanks for fire fighters as
well as SCUBA tanks for dive teams. It can be set
up on site and stay for days.

Financing projects that provide communities with
critical services is perhaps the most important
lending we do. We work diligently with local govern-
ments to bring their taxpayers reliable solutions.

Progress Abounds in New Hampshire

We are very pleased to now own the Main Street,
Littleton branch facility and property. Upgrades in-
cluded the installation of a drive-up ATM, improved
parking and increased overall accessibility. Our
new ATM features both cash delivery and deposit
ability.
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