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Financial Highlights

Year ended December 31,
Amounts in thousands, except per share data

2009 2008 2007 2006 2005
Selected Results of Operations
Interest income $ 49,410 $ 50,765 $ 48,900 $ 43,177 $ 33,837
Interest expense 21,582 23,474 24,474 19,432 11,603
Net interest income 27,828 27,291 24,426 23,745 22,234
Provision for loan losses 8,000 4,500 1,550 1,550 1,850
Other-than-temporary impairment charges
and net security gains (losses) (1,756) (1,918) (571) 69 69
Other noninterest income 3,896 4612 6,511 7,569 8,121
Noninterest expense 23,947 22,939 22,113 21,045 18,676
Provision (benefit) for income taxes (898) 616 1,978 2,943 3,688
Net income (loss) (1,081) 1,930 4,725 5,845 6,210
Preferred dividends and discount accretion 1,496 110 - - -
Income available (loss attributable)
to common shareholders (2,577) 1,820 4,725 5,845 6,210
Per Share Data
Net income (loss) per common share - Basic $ (036) $ 026 % 0.65 $ 081 % 0.88
Net income (loss) per common share - Diluted (0.36) 0.25 0.63 0.77 0.83
Book value per common share 6.91 6.99 6.70 6.34 5.68
Market value per common share 4.02 3.90 8.10 13.34 12.10
Cash dividends declared on common shares - 0.10 0.19 0.18 0.16
Selected Balance Sheet Data
Assets $ 930,357 $ 898310 $ 752,196 $ 694,106 $ 614,172
Loans 657,016 685,946 590,132 507,690 448,567
Allowance for loan losses 13,842 10,326 8,383 7,624 6,892
Securities 169,022 149,509 98,591 105,457 104,160
Deposits 758,239 707,117 601,268 566,465 521,860
Borrowed funds and subordinated debentures 100,465 120,465 100,465 79,744 49,279
Shareholders’ equity 67,865 67,803 47,260 46,228 40,929
Common shares outstanding 7,144 7,119 7,063 7,296 7,206
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Letter from the Chairman and President

Despite today’s economic challenges, 2009 was a year
with many successes. This year we have continued to build
on our sales and marketing efforts and we had record growth
in both core deposits and customer relationships. While the
larger banks are continuing to alienate their small business
customers, there is a tremendous opportunity for local com-
munity banks to increase market share. We are committed
to taking advantage of these opportunities by increasing our
sales efforts and building on our existing relationships.

Needless to say, 2009 was a year of significant turmoil for
this country. As we are all painfully aware, this has been the
worst recession ever experienced by most Americans. After
years of excessive real estate appreciation and rampant con-
sumer spending, the pendulum has finally swung back, leaving
unemployment at record highs, real estate values in significant
decline, and National, State and Local Municipal deficits at all
time highs. Despite the severity and duration of the reces-
sion, many experts now believe that the economy is starting
to recover. However, all are in agreement that this recovery
will be slow and protracted and that it may take years for real
growth. One thing is for certain, things will not return to the
way they were. At Unity, we are ready for the new tomorrow.

There is an old expression in the financial services in-
dustry, “as the economy goes, so does the banking industry.”
This year, Unity’s operating results were significantly impacted
by the recession. For the year ended December 31,2009,
the Company reported a net loss to common shareholders of
$2.6 million. Earnings for the year were materially impacted
by a $2.6 million impairment charge on two pooled trust pre-
ferred securities and a $408 thousand one-time FDIC special
assessment. Excluding these items, we would have reported
a net loss to common shareholders of approximately $584
thousand.

We are extremely confident that there will be no future
impairments in our investment portfolio, however the level
of loan loss provisions and FDIC premiums will continue
to be elevated until there is substantial improvement in the
economy. Despite the short term uncertainty, we remain

“At Unity, we are ready
forthe new tomorrow.”

extremely positive and anticipate a return to profitability in
2010. We refocused our SBA program in the fourth quarter
of 2008 from being a national lender to one serving the small
businesses in our footprint. Nonetheless, the portfolio of SBA
loans is our primary area of stress. Virtually all of our SBA
loans are to small retail businesses that have been impacted
by the economy. While most of these credits have real estate
collateral and the substantial guarantee of the SBA, default
rates continue to be high and the collection efforts are signifi-
cant. We continue to be aggressive in working with our bor-
rowers to mitigate our losses and have doubled our resources
in the collection of past due loans. While the process is slow
and deliberate, we believe that working through these credits
is the best way to maximize recoveries, rather than taking
steep discounts on the sale of non-performing notes.

Last year we significantly upgraded our operating system
and all transactions are now processed electronically. In
addition, item and check processing is now done in-house at
a tremendous savings for our shareholders. This year, we will
be implementing electronic statements and mobile banking, as
well as continuing to upgrade our remote deposit technology.
While we continue to grow the number of relationships and
products, our transaction expenses have decreased. We are
committed to our ongoing investment in technology for our




customers while maintaining expense control for our share-
holders.

You may have noticed that many of the larger banks are
now closing or consolidating many of their retail branch loca-
tions. While it is extremely expensive to open new branch
locations, we will be increasing our efforts to look for op-
portunities in our markets. Real estate values are becoming
much more affordable and we are hopeful that we can once
again start to expand our franchise. We are planning to break
ground on our |7th branch in Washington, NJ this spring.

We recognize that to be successful in this highly com-
petitive business, it is critical that our employees are aligned
with our principles. Hiring the best employees, training
them well, and keeping them highly motivated remains a top
priority. With great employees providing the highest level of
service for our customers, we will continue to grab market
share from the big banks. Banking is a commaodity business,

Employee Spotlight

the only way to grow is to provide excellent service on a
consistent basis.

Our vision and strategy for Unity have not changed, we
are committed to exceptional customer service, personal
attention, local decision-making and concern for the financial
well being of our customers and shareholders. We are com-
mitted to achieving our financial goals and look forward to
the challenges ahead.

The Board of Directors, management and staff thank you
and we continue to appreciate your loyalty and support.

S i

David D. Dallas
Chairman

James A. Hughes
President/CEO

In 2009, Walter Deutsch
marked his 10th year with
Unity Bank. Walter has been
supporting the Highland Park
area since May of 1999 when
he joined the Bank. He opened
the Highland Park branch’s first
business account over coffee
with the owner of a local strip
mall and gift shop, beginning
one of countless partnerships
with local businessmen. The
Highland Park branch has grown steadily over the years and
now ranks third in overall deposits.

In addition to the Highland Park community, Walter has
extended his sales efforts into New Brunswick and other
neighboring towns, bringing Unity’s quality products and
services into those communities.

Walter started his banking career as a part-time summer
employee with New Brunswick Savings Bank, while attending
Lawrence University in Appleton, Wisconsin. After graduation,
the bank had been so impressed with Walter’s talents that they
welcomed him as the first candidate for their Management
Training Program. Walter’s diverse experience includes roles
in Human Resources, Marketing and various other branch
positions. Over 25 of the past 30 years, Walter has served
Highland Park and its surrounding communities, having opened
new branches, worked on trouble shooting existing branches,

and he has managed branch locations as large as $150 million
in deposits.

Walter believes in being actively involved in civic and not-
for-profit organizations. Through his efforts, he has coached
grade school girls for St. Matthias School’s basketball program
and worked with field participants and throwers for Mount
St. Mary Academy’s high school track team. In addition,
Walter is a former President of the Highland Park Chamber
of Commerce, former member of the Board of Trustees of
Rutger’s Preparatory School, former Chair of St. Ladislaus’
School Board and was al2-year volunteer for the Komen Race
for the Cure in New Jersey. Walter currently serves on the
Advisory Board of Middlesex County Vocational and Technical
High Schools and is Chair of Main Street Highland Park, the
managing entity for its Downtown Business Improvement
District.

Walter has been recognized many times for his
achievements while serving as Unity’s Vice President and
Relationship Manager of Highland Park, including, Employee
of the Quarter in 2006 and Unity Bank’s Salesperson of the
Year award in both 2008 and 2009. Walter was promoted
to Market Leader in 2008, mentoring other branches, while
utilizing his leadership and expertise to attain year-over-year
growth in his markets.

Unity Bank is proud to have Walter Deutsch represent
our institution. He has been, and will continue to be, one of
Unity’s best assets.




Unity Bank, growing with you!

Our Brand Promise

This past year has seen a continuation of our ongoing commitment to our brand promise, “growing with you!” Our
steadfast dedication to this promise is evident in the ways we serve our employees, local small businesses, individual

customers and local communities.

ith deep roots in community,

we are committed to the growth
of our branches. Unity Bank has contin-
ued its financial growth year over year,
despite the severity of the economy
and the current credit climate. In fact,
2009 was a record year in terms of
core deposit growth. We've continued
to grow because, unlike larger financial
institutions, we continue to help our
customers grow — through the strength
of our branches and our community
bank brand. Our strength lies in know-
ing our customers — who they are, what
they do, where they live and what they
need. These relationships can only be
developed and fostered in a local com-
munity bank setting where everybody
really does know your name.

Unity Bank continues to grow
because of our unique connection to
our employees, our small businesses,
our individual consumers and the com-
munities we serve. These connections
are the Unity difference that set us
apart from other banking institutions.

Our Employee Connection

As a progressive, sales-minded
community bank, Unity invests in our
greatest asset — our people. Our train-
ing goes far beyond traditional opera-
tional training; we're not looking to
build short-term job relationships, we
want to grow employees into long-
term careers with us.

Investing in personal growth
training, sales training and relationship
building makes good business sense
because it translates to better service
and career longevity. In addition, Unity
offers incentive programs that reward
employees at every level for their active
roles in growing our business through
referrals of new customers.

Our Small Business Connection

At a time when larger banking
institutions, leery of extending credit,
are saying, “no,” to potential small busi-
ness clients, Unity Bank is saying, “yes.”
Single proprietors and small businesses
are discovering that community banking
provides more value by granting them
face-to-face accessibility to key decision
makers who can assist them directly
with their financial needs.

As an SBA-approved lender, Unity
has been able to offer our business cus-
tomers enhanced SBA loans at lower
interest rates, thanks to modifications
in government economic stimulus
packages.

Supporting local small businesses
builds brand loyalty and creates refer-
rals, leading to other growth opportu-
nities and revenue sources.

Our Individual Consumer Connection

While the housing market con-
tinued to decline, so did the num-
ber of residential mortgage loans avail-
able to homebuyers eager to cash in
on “buyers’ market” home prices.

Unfortunately, the dream of home own-
ership evaporated for many potential
buyers due to difficulty in obtaining
financing.

For Unity Bank, 2009 was the year
of opportunity in finding solutions for
these dashed hopes and broken dreams.
As an approved lender for Fannie Mae,
Freddie Mac, FHA/VA and USDA Rural
Housing, we’re able to offer mortgage
program solutions to even the most
challenged borrowers. We understand
that the “cookie-cutter” approach to
mortgage lending is seldom realistic:
that just makes us work harder to find
the best solution for each buyer and
each situation.

Our Community Connection

By supporting our local residents
and small business, Unity Bank helps to
support local communities and chari-
ties. Unity has also worked side-by-side
with organizations such as Habitat for
Humanity, providing not only our finan-
cial support, but also the type of close-
knit community emotional support that
isn’t usually part of the fabric of larger

financial institutions.

In Conclusion...

v We infuse our
A 4 brand promise,
“growing with

you!” into all

our commu-

</ nications and

4 it's reflected

in the faces of
our employ-
ees, our cus-
tomers and
the members
of our local
- communities. We
intend to continue
this success story.




Management’s Discussion & Analysis of Financial
Condition & Results of Operations

The following discussion and analysis should be
read in conjunction with the Consolidated Financial
Statements and the notes relating thereto included
herein. When necessary, reclassifications have
been made to prior period’s data for purposes of
comparability with current period presentation without
impacting earnings.

Overview

Unity Bancorp, Inc. (the “Parent Company”) is a
bank holding company incorporated in New Jersey and
registered under the Bank Holding Company Act of 1956,
as amended. Its wholly-owned subsidiary, Unity Bank (the
“Bank,” or when consolidated with the Parent Company, the
“Company”) is chartered by the New Jersey Department
of Banking and Insurance. The Bank provides a full range
of commercial and retail banking services through the
Internet and its sixteen branch offices located in Hunterdon,
Middlesex, Somerset, Union and Warren counties in New
Jersey and Northampton County in Pennsylvania. These
services include the acceptance of demand, savings and time
deposits and the extension of consumer, real estate, Small
Business Administration (“SBA”) and other commercial
credits.

Results of Operations

Beginning in 2008 and continuing through 2009, there
has been unprecedented financial, credit and capital market
stress. Factors such as lack of liquidity in the credit
markets, financial institution failures, asset “fair market
value” write-downs, and capital adequacy and credit quality
concerns resulted in a lack of confidence by the markets in
the financial industry. Consumer sentiment remained low,
consumer spending contracted, housing values declined, the
stock market remained volatile, and unemployment remained
at approximately 10 percent.

Corporate layoffs, hiring freezes and bankruptcies persist
and capital spending plans have been postponed. Individual’s
uncertainties regarding the labor market have re-prioritized
spending habits and have curbed discretionary spending.
The majority of the financial sector continues to trade at a
discount to book value due to credit concerns and negative
publicity in the news media. Secondary markets for many
types of financial assets remain very restrictive.

The Company’s 2009 results were impacted by the
magnitude of the recession and its subsequent impact on
our customers and our loan and securities portfolios. Items
which materially impacted earnings for the year included:

* A $3.5 million increase year over year in the

provision for loan losses due to the inherent credit
risk within the loan portfolio,

e $2.6 million in other-than-temporary impairment
charges (“OTTI”) on two bank pooled trust
preferred securities due to the deterioration of the
underlying collateral for the issues,

* A $1.1 million increase in FDIC insurance premiums
due to an increase in assessment rates and a $408
thousand special assessment, and

*  An $824 thousand decrease in gains on the sale of
SBA loans.

Despite this challenging operating environment, the
Company’s performance included the following accomplish-
ments:

*  Controlled operating expenses, which remained flat
when the increased FDIC insurance premiums and
special assessment are excluded.

»  Continued market share expansion as total deposits
increased 7.2 percent from one year ago, and

*  The Company remained well-capitalized.

For the year ended December 31, 2009, the Company
reported a net loss attributable to common shareholders of
$2.6 million compared to net income available to common
shareholders of $1.8 million for 2008. Performance ratios
included:

2009 2008
Net income (loss) per common
share - Basic (1) $ 0280 0.2
Net income (loss) per common
share - Diluted (1) abig). 025
Return (loss) on average assets (0.12)% 0.24%
Return (loss) on average equity (2) (5.29)% 3.83%
Efficiency ratio 75.49 % 71.90%

1) Defined as net income adjusted for dividends accrued and accre-
tion of discount on perpetual preferred stock divided by weight-
ed average shares outstanding.

2) Defined as net income adjusted for dividends accrued and accre-
tion of discount on perpetual preferred stock divided by average
shareholders’ equity (excluding preferred stock).

Net Interest Income

The primary source of income for the Company is
net interest income, the difference between the interest
earned on earning assets such as investments and loans,
and the interest paid on deposits and borrowings. Factors
that impact the Company’s net interest income include the
interest rate environment, the volume and mix of interest-
earning assets and interest-bearing liabilities, and the
competitive nature of the Company’s marketplace.

In 2008 the Federal Open Market Committee lowered
interest rates 400 basis points in an attempt to stimulate
economic activity. By year-end 2008, the Fed Funds target
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rate had fallen to 0.25 percent and the Prime rate to 3.25
percent. During 2009, interest rates remained stable at this
low level. Consequently, the Company realized lower yields
on earning assets and lower funding costs.

During 2009, tax-equivalent interest income decreased
$1.4 million or 2.7 percent to $49.5 million. This decrease
was driven by the lower average yield on earning assets and
a shift in the mix of earning assets:

*  Of the $1.4 million decrease in interest income

on a tax-equivalent basis, a $5.5 million decrease
is attributed to reduced yields on interest-earning
assets, which was partially offset by a $4.2 million
increase due to the increase in average interest-
earning assets.

*  The average volume of interest-earning assets
increased $85.7 million to $866.9 million in 2009
compared to $781.2 million in 2008. This was due
primarily to a $61.9 million increase in average
investment securities and a $22.6 million increase in
average loans.

*  The mix of asset growth was concentrated in
investment securities due to attractive pricing
opportunities as the stressed economic environment
tapered creditworthy lending opportunities.

* The yield on interest-earning assets decreased 81
basis points to 5.71 percent in 2009 due to the
lower overall interest rate environment compared
to 2008. Yields on all earning assets, particularly
those with variable rates, fell due to these lower
market rates. For example, the yield on SBA 7(a)
loans fell 219 basis points to 6.06 percent from 8.25
percent in 2008.

Total interest expense was $21.6 million in 2009, a
decrease of $1.9 million or 8.1 percent compared to 2008.
This decrease was driven by the lower overall interest rate
environment in 2009 combined with the shift in deposit mix
from higher priced products:

*  Of the $1.9 million decrease in interest expense in

2009, $3.5 million was attributed to a decrease in

the rates paid on interest-bearing liabilities, partially
offset by a $1.6 million increase due to a higher
volume of these liabilities.

* Interest-bearing liabilities averaged $757.4 million in
2009, an increase of $65.9 million, or 9.5 percent,
compared to 2008. The increase in interest-bearing
liabilities was a result of increases in all deposit
categories and borrowed funds.

*  The average cost of interest-bearing liabilities
decreased 55 basis points to 2.84 percent, primarily
due to the repricing of deposits and borrowings
in a lower interest rate environment. The cost of
interest-bearing deposits decreased 59 basis points
to 2.66 percent in 2009 and the cost of borrowed
funds and subordinated debentures decreased 30
basis points to 3.88 percent.

¢  The lower cost of funding was also attributed to a
shift in the mix of deposits from higher cost time
deposits to lower cost savings deposits.

Tax-equivalent net interest income amounted to $28.0
million in 2009, an increase of $503 thousand, or 1.8 percent,
compared to 2008. Net interest margin decreased 29 basis
points to 3.22 percent for 2009, compared to 3.51 percent in
2008. The net interest spread was 2.87 percent, a 26 basis
point decrease from 3.13 percent in 2008.

The table on pages 8 and 9 reflects the components of
net interest income, setting forth for the periods presented
herein: (1) average assets, liabilities and shareholders’ equity,
(2) interest income earned on interest-earning assets and
interest expense paid on interest-bearing liabilities, (3)
average yields earned on interest-earning assets and average
rates paid on interest-bearing liabilities, (4) net interest
spread (which is the average yield on interest-earning assets
less the average rate on interest-bearing liabilities), and (5)
net interest income/margin on average earning assets. Rates/
Yields are computed on a fully tax-equivalent basis, assuming
a federal income tax rate of 34 percent.
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