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U.S. SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

x Quarterly report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934
for the quarterly period ended March 31, 2009.

¨ Transition report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934
for the transition period from             to             .

Commission file number: 001-31724.

FEDERAL TRUST CORPORATION
(Exact name of registrant as specified in its charter)

Florida 59-2935028
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(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

312 West 1st Street Sanford, Florida 32771
(Address of principal executive offices) (Zip Code)

(407) 323-1833

Registrant�s telephone number, including area code

Not applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.     YES  x    NO  ¨

Indicate by check mark whether the Registrant has submitted electronically and posted on its corporate website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the Registrant was required to submit and post such files.)    YES  ¨    NO  ¨

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer ¨ Smaller reporting company x
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Act).    YES  ¨    NO  x

State the number of shares outstanding of each of the issuer�s classes of common equity, as of the latest practicable date:

Common stock, par value $.01 per share 9,436,305 Shares
(class) Outstanding at June 10, 2009
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

Consolidated Balance Sheets

($ in thousands)

At
March 31,

2009
December 31,

2008
(Unaudited) (Audited)

Assets
Cash and due from banks $ 3,886 $ 5,793
Interest-earning deposits 52,637 39,756

Cash and cash equivalents 56,523 45,549

Securities available for sale 28,998 33,237
Loans, less allowance for loan losses of $26,575 in 2009 and $25,977 in 2008 440,224 450,172
Accrued interest receivable 2,571 2,845
Premises and equipment, net 17,817 18,039
Foreclosed assets 16,273 16,411
Federal Home Loan Bank of Atlanta stock 7,758 8,505
Mortgage servicing rights, net 349 375
Bank-owned life insurance 7,862 7,778
Other assets 1,762 1,979

Total assets $ 580,137 $ 584,890

Liabilities and Stockholders� Deficit

Liabilities:
Noninterest-bearing demand deposits $ 10,301 $ 9,718
Interest-bearing demand deposits 26,749 28,048
Money-market deposits 81,362 68,802
Savings deposits 2,279 2,250
Time deposits 288,679 302,937

Total deposits 409,370 411,755

Federal Home Loan Bank of Atlanta advances 149,000 161,500
Other borrowings 20,000 �  
Junior subordinated debentures 5,155 5,155
Accrued interest payable 1,300 1,088
Official checks 1,094 834
Other liabilities 7,006 7,365

Total liabilities 592,925 587,697
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Commitments and contingencies

Stockholders� deficit:
Common stock, $.01 par value, 15,000,000 shares authorized; 9,436,305 shares issued and outstanding 94 94
Additional paid-in capital 44,182 44,162
Accumulated deficit (54,673) (45,335)
Accumulated other comprehensive loss (2,391) (1,728)

Total stockholders� deficit (12,788) (2,807)

Total liabilities and stockholders� deficit $ 580,137 $ 584,890

See Accompanying Notes to Consolidated Financial Statements.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Consolidated Statements of Operations (Unaudited)

($ in thousands, except per share information)

Three Months Ended
March 31,

2009 2008
Interest income:
Loans $ 5,161 $ 7,999
Securities - taxable 368 548
Securities - nontaxable 77 93
Other 12 366

Total interest income 5,618 9,006

Interest expense:
Deposits 3,543 5,099
Borrowings 1,608 1,867

Total interest expense 5,151 6,966

Net interest income 467 2,040

Provision for loan losses 3,797 1,965

Net interest income after provision for loan losses (3,330) 75

Other income:
Service charges and fees 109 125
Gain on sale of loans held for sale 1 199
Net gain on sale of securities available for sale �  58
Net loss on sale of foreclosed assets (285) (81)
Rental income 99 104
Increase in cash surrender value of life insurance policies 84 109
Other 30 53

Total other income 38 567

Other expenses:
Salary and employee benefits 1,594 1,986
Occupancy expense 683 700
Professional services 199 331
Data processing 279 285
Marketing and advertising �  63
Deposit insurance premium 530 307
Foreclosure expenses 191 152
Other-than-temporary impairment of securities available for sale 2,262 �  
Other 308 470

Total other expenses 6,046 4,294
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Loss before income taxes (9,338) (3,652)

Income tax benefit �  7,531

Net loss $ (9,338) $ (11,183)

Loss per share:
Basic $ (.99) $ (1.19)

Diluted $ (.99) $ (1.19)

Weighted-average shares outstanding for (in thousands):
Basic 9,436 9,394

Diluted 9,436 9,394

Cash dividends per share $ �  $ �  

See Accompanying Notes to Consolidated Financial Statements.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Consolidated Statements of Stockholders� Equity (Deficit)

For the Three Months Ended March 31, 2009 and 2008

($ in thousands)

Common Stock
Additional

Paid-In Accumulated
Unallocated

ESOP

Accumulated
Other

Comprehensive

Total
Stockholders�

Equity
Shares Amount Capital Deficit Shares Loss (Deficit)

Balance at December 31, 2007 9,436,305 $ 94 $ 44,433 $ (3,755) $ (358) $ (728) $ 39,686

Comprehensive loss:
Net loss (unaudited) �  �  �  (11,183) �  �  (11,183) 

Change in unrealized loss on securities
available for sale, net of deferred tax asset
valuation allowance (unaudited) �  �  �  �  �  (724) (724) 

Comprehensive loss (unaudited) �  �  �  �  �  �  (11,907) 

ESOP shares committed to be allocated �  �  (74) �  74 �  �  

Share-based compensation (unaudited) �  �  25 �  �  �  25

Balance at March 31, 2008 (unaudited) 9,436,305 $ 94 $ 44,384 $ (14,938) $ (284) $ (1,452) $ 27,804

Balance at December 31, 2008 9,436,305 $ 94 $ 44,162 $ (45,335) $ �  $ (1,728) $ (2,807) 

Comprehensive loss:
Net loss (unaudited) �  �  �  (9,338) �  �  (9,338) 
Change in unrealized loss on securities
available for sale, net of deferred tax asset
valuation allowance (unaudited) �  �  �  �  �  (663) (663) 

Comprehensive loss (unaudited) �  �  �  �  �  �  (10,001) 

Share-based compensation (unaudited) �  �  20 �  �  �  20

Balance at March 31, 2009 (unaudited) 9,436,305 $ 94 $ 44,182 $ (54,673) $ �  $ (2,391) $ (12,788) 

See Accompanying Notes to Consolidated Financial Statements.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Consolidated Statements of Cash Flows (Unaudited)

($ in thousands)

Three Months Ended
March 31,

2009 2008
Cash flows from operating activities:
Net loss $ (9,338) $ (11,183)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amortization 222 254
Provision for loan losses 3,797 1,965
Net loss on sale of foreclosed assets 285 81
Net amortization of premiums and discounts on securities (62) (47)
Net amortization of loan origination fees, costs, premiums and discounts 221 293
Amortization of mortgage servicing rights 26 26
Increase in cash surrender value of life insurance policies (84) (109)
Proceeds from sales of loans held for sale 169 601
Loans originated for sale (168) (634)
Gain on sale of loans held for sale (1) (199)
Loss on disposal of fixed assets �  11
Net gain on sales of securities available for sale �  (58)
Other-than-temporary impairment of securities available for sale 2,262 �  
Deferred tax expense �  7,544
Share-based compensation 20 25
Cash provided by (used in) resulting from changes in:
Accrued interest receivable 274 862
Other assets 217 2,222
Accrued interest payable 212 (330)
Official checks 260 (346)
Other liabilities (775) (39)

Net cash provided by (used in) operating activities (2,463) 939

Cash flows from investing activities:
Proceeds from principal repayments and sales of securities available for sale 1,376 11,097
Loan principal repayments, net of originations 2,454 25,480
Proceeds from sales of loans transferred to held for sale �  12,051
Purchase of premises and equipment �  (79)
(Purchase) redemption of Federal Home Loan Bank stock 747 (534)
Net proceeds from sale of foreclosed assets 3,329 432

Net cash provided by investing activities 7,906 48,447

Cash flows from financing activities:
Net decrease in deposits (2,385) (27,686)
Net increase (decrease) in Federal Home Loan Bank advances (12,500) 13,000
Net increase in other borrowings 20,000 �  
Net increase in advance payments from borrowers for taxes and insurance 416 399

Net cash provided by (used in) financing activities 5,531 (14,287)
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Net increase in cash and cash equivalents 10,974 35,099

Cash and cash equivalents at beginning of period 45,549 9,177

Cash and cash equivalents at end of period $ 56,523 $ 44,276

(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Consolidated Statements of Cash Flows (Unaudited), Continued

($ in thousands)

Three Months Ended
March 31,

2009 2008
Supplemental disclosure of cash flow information- Cash paid during the period for:
Interest $ 4,939 $ 7,296

Income taxes $ �  $ �  

Noncash transactions:

Foreclosed assets acquired in settlement of loans $ 3,476 $ 1,084

Other comprehensive loss, net change in unrealized loss on securities available for sale, net of tax $ (663) $ (724)

Transfer of loans in portfolio to loans held for sale $ �  $ 4,227

Mortgage servicing rights recognized upon sale of loans held for sale $ �  $ 42

Transfer from other assets to premises and equipment $ �  $ 106

See Accompanying Notes to Consolidated Financial Statements.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited)

(1) Description of Business and Basis of Presentation

Organization. Federal Trust Corporation (�Federal Trust�) is the sole shareholder of Federal Trust Bank (the �Bank�) and Federal Trust Mortgage
Company (the �Mortgage Company�). Federal Trust operates as a unitary savings and loan holding company. Federal Trust�s primary business
activity is the operation of the Bank and the Mortgage Company. The Bank is a federally-chartered stock savings bank. The Bank�s deposits are
insured up to applicable limits by the Federal Deposit Insurance Corporation. The Bank provides a wide range of banking services to individual
and corporate customers through its 11 full-service branch offices located in Orange, Seminole, Volusia, Lake and Flagler Counties, Florida.
Until April 30, 2008, the Mortgage Company originated residential mortgage loans, purchased and sold mortgage loans in the secondary market,
and serviced residential mortgage loans including loans in the Bank�s portfolio. In April 2008, the Bank assumed the staff and operations of the
Mortgage Company.

The consolidated financial statements include the accounts of Federal Trust, the Bank and the Mortgage Company (collectively referred to
herein as, the �Company�). All significant intercompany accounts and transactions have been eliminated in consolidation.

In the opinion of management, the accompanying consolidated financial statements contain all adjustments (principally consisting of normal
recurring accruals) necessary to present fairly the financial position as of March 31, 2009, and the results of operations and cash flows for the
three-month periods ended March 31, 2009 and 2008. The results of operations for the three-month period ended March 31, 2009, are not
necessarily indicative of the results to be expected for the entire year ending December 31, 2009. These statements should be read in conjunction
with the consolidated financial statements included in the Company�s Annual Report on Form 10-K for the year ended December 31, 2008.

Going Concern. The accompanying financial statements have been prepared assuming that we will continue as a going concern. Although we
have entered into a merger agreement and certain conditions to the merger have been satisfied, the Company is unable at this time to determine
whether the merger will be completed. In addition, the Bank�s operating and capital requirements, the recurring losses due to recent increases in
nonperforming loans, declining net interest margin and continuing high levels of operating expenses are also factors which raise substantial
doubt about the Company�s ability to continue as a going concern. The consolidated financial statements do not include any adjustments that
might result from the outcome of this uncertainty.

Recent Accounting Pronouncements. See the Company�s Annual Report on Form 10-K for the year ended December 31, 2008, for discussion of
recent accounting pronouncements.

7
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements

(2) Securities

Information pertaining to securities with gross unrealized losses at March 31, 2009 and December 31, 2008 aggregated by investment category
and length of time that individual securities have been in a continuous loss position, follows ($ in thousands):

Less Than Twelve Months Over Twelve Months
Gross

Unrealized
Losses

Fair
Value

Gross
Unrealized

Losses
Fair

Value
At March 31, 2009:
Mortgage-backed securities $ �  �  (72) 2,789
Municipal bonds �  �  (1,260) 6,062
Corporate bonds �  �  (1,416) 584
Trust preferred securities �  �  (458) 516

$ �  �  (3,206) 9,951

At December 31, 2008:
Mortgage-backed securities $ (3) 174 (61) 17,493
Municipal bonds �  �  (1,286) 6,039
Corporate bonds �  �  (1,064) 936

$ (3) 174 (2,411) 24,468

At March 31, 2009, the unrealized losses on the Company�s seven mortgage-backed securities, six municipal bonds, one corporate bond and one
trust preferred security were caused primarily by decreased liquidity and larger risk premiums for these securities. Management of the Company
has the ability and intent to hold these investments until a recovery of fair value, which may be maturity. Accordingly, the Company does not
consider those securities to be other-than-temporarily impaired at March 31, 2009.

At December 31, 2008, the unrealized losses on the Company�s seven mortgage-backed securities, six municipal bonds and one corporate bond
were caused primarily by decreased liquidity and larger risk premiums for these securities. Management of the Company has the ability and
intent to hold these investments until a recovery of fair value, which may be maturity. Accordingly, the Company does not consider those
securities to be other-than-temporarily impaired at December 31, 2008.

The Company recognized an other-than-temporary impairment (�OTTI�) loss of $2.3 million on two trust preferred securities during the three
months ended March 31, 2009. There was no OTTI loss recognized in the three months ended March 31, 2008. The Company used a discounted
cash flow analysis to provide an estimate of the OTTI loss, which resulted from the fair value amount being less than the carrying amount.
Inputs to the discount model included default rates, deferrals of interest and other factors. The discount rate was based upon spreads currently
observed in the market for similar securities. The increase in the defaults and deferrals, to a range of 17.5% to 19.4%, contributed to the OTTI
loss.

8
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements

(3) Loans

The components of loans are summarized as follows ($ in thousands):

At March 31,
2009

At December 31,
2008

(unaudited)
Residential lending:
Mortgages (1) $ 307,233 $ 312,219
Lot 34,689 36,703
Construction 3,108 3,661

Total residential lending 345,030 352,583

Commercial lending:
Real estate secured 48,505 47,794
Land, development and construction 41,967 43,051
Commercial loans 29,977 30,856

Total commercial lending 120,449 121,701

Consumer loans 110 121

Total loans 465,589 474,405

Add (deduct):
Allowance for loan losses (26,575) (25,977)
Net premiums, discounts, deferred fees and costs 1,652 1,950
Loans in process (442) (206)

Loans, net $ 440,224 $ 450,172

(1) There were no loans held for sale at March 31, 2009 or December 31, 2008.
(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(3) Loans, Continued

During the first quarter of 2009, there was continued weakness in the real estate market in Central Florida and increases in loan delinquencies.
As a result, we recorded a provision for loan losses in the 2009 first quarter of $3.8 million. Our loan charge-offs during the 2009 first quarter
were $3.3 million, we recognized $71,000 in recoveries and our allowance for loan losses increased from $26.0 million at December 31, 2008, to
$26.6 million at March 31, 2009.

The activity in the allowance for loan losses is as follows ($ in thousands):

Three Months Ended
March 31,

2009 2008
Balance at beginning of period $ 25,977 $ 13,869
Provision for loan losses 3,797 1,965
Charge-offs (3,270) (50) 
Recoveries 71 9

Balance at end of period $ 26,575 $ 15,793

The following is a summary of information regarding nonaccrual and impaired loans ($ in thousands):

At March 31,
2009

At December 31,
2008

Non-accrual loans $ 76,403 $ 62,643

Accruing loans past due 90 days or more $ �  $ �  

Recorded investment in impaired loans for which there is a related allowance
for loan losses $ 15,919 $ 16,416

Recorded investment in impaired loans for which there is no related
allowance for loan losses $ 35,813 $ 37,646

Allowance for loan losses related to impaired loans $ 9,471 $ 10,683

Three Months Ended
March 31,

2009 2008
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Interest income recognized and received on impaired loans $ 211 $ 418

Average net recorded investment in impaired loans $ 52,897 $ 47,843

(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(3) Loans, Continued

March 31,
2009

December 31,
2008

Non-accrual loans:
Residential loans:
Mortgages $ 33,619 $ 22,921
Lot 11,314 11,507
Construction 1,778 2,747

Total residential loans 46,711 37,175

Commercial loans:
Real estate secured 13,210 11,407
Land, development and construction 14,173 11,774
Commercial business 2,307 2,287

Total commercial loans 29,690 25,468

Consumer loans 2 �  

Total non-accrual loans 76,403 62,643
Foreclosed assets 16,273 16,411

Total non-performing assets $ 92,676 $ 79,054

Total non-accrual loans to total loans 16.4% 13.2%

Total non-accrual loans to total assets 13.2% 10.7%

Total allowance for loan losses to total non-accrual loans 34.8% 41.5%

Total non-performing assets to total assets 16.0% 13.5%

At March 31, 2009, we had no accruing loans that were contractually past due 90 days or more as to principal or interest and no troubled debt
restructurings as defined by Statement of Financial Accounting Standards No. 15, �Accounting by Debtors and Creditors for Troubled Debt
Restructuring.� For the three months ended March 31, 2009, interest income that would have been recorded under the original terms of
non-accrual loans and interest income actually recognized is summarized below ($ in thousands):

Three Months
Ended

March 31, 2009
Interest income that would have been recorded $ 1,210
Interest income recognized 26

Edgar Filing: FEDERAL TRUST CORP - Form 10-Q

Table of Contents 17



Interest income foregone $ 1,184

Total non-performing assets, which includes non-accrual loans and foreclosed properties, increased from $79.1 million at December 31, 2008, to
$92.7 million at March 31, 2009. The increase in non-performing assets during the first quarter of 2009 resulted primarily from a higher level of
non-accrual residential loans. Non-accrual loans to borrowers who reside in the United Kingdom securing homes located primarily in Lake,
Polk, Osceola and Orange counties, near Orlando attractions, increased from $16.4 million at December 31, 2008, to $23.0 million at March 31,
2009. Other non-accrual residential loans secured by properties located primarily in the state of Florida, increased from $6.5 million at
December 31, 2008, to $10.4 million at March 31, 2009.

In addition to our non-performing assets discussed above, at March 31, 2009, we had $17.7 million in performing loans that exhibited weakness
or concerns and were classified as substandard and $16.3 million in loans were graded as special mention. Accruing loans classified as
substandard and other loans graded as special mention were $22.4 million and $14.0 million, respectively, at December 31, 2008.

11

Edgar Filing: FEDERAL TRUST CORP - Form 10-Q

Table of Contents 18



Table of Contents

FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(4) Regulatory Capital

The Bank is subject to certain restrictions on the amount of dividends that it may declare and distribute to the Holding Company without prior
regulatory notification or approval.

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

The following tables summarize the capital thresholds for the minimum and well capitalized designations at March 31, 2009 and December 31,
2008. An institution�s capital category is based on whether it meets the threshold for all three capital ratios within the category. At March 31,
2009 and December 31, 2008, the Bank�s Tier 1 capital ratio was 2.7% and 0.8%, respectively, and accordingly, the Bank was designated as a
�significantly under capitalized� institution at March 31, 2009. See note 11 for discussion of the Bank�s plans and actions to become �adequately
capitalized� and regulatory restrictions placed on the Company and Bank.

Actual
For Minimum Capital

Adequacy Purposes

To Be Well Capitalized
Under Prompt

Corrective Action
Provisions

Amount % Amount % Amount %
At March 31, 2009:
Total capital (to risk-weighted assets) $ 20,721 5.4% $ 30,560 8.0% $ 38,200 10.0%
Tier I capital (to risk-weighted assets) 15,779 4.1 15,281 4.0 22,920 6.0
Tier I capital (to average adjusted assets) 15,779 2.7 23,305 4.0 29,131 5.0

At December 31, 2008:
Total capital (to risk-weighted assets) $ 9,915 2.6% $ 30,446 8.0% $ 38,058 10.0%
Tier I capital (to risk-weighted assets) 5,010 1.3 15,223 4.0 22,834 6.0
Tier I capital (to average adjusted assets) 5,010 0.8 23,469 4.0 29,337 5.0

12
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(5) Loss Per Share of Common Stock

The Company follows the provisions of Statement of Financial Accounting Standards (�SFAS�) No. 128, Earnings Per Share (�SFAS No. 128�).
SFAS No. 128 provides accounting and reporting standards for calculating loss per share. Basic loss per share of common stock, has been
computed by dividing the net loss for the period by the weighted-average number of shares outstanding. Shares of common stock purchased by
the Company�s Employee Stock Ownership Plan (�ESOP�) are considered outstanding when the shares are allocated to participants. Diluted loss
per share is computed by dividing net loss by the weighted-average number of shares outstanding including the dilutive effect of stock options
computed using the treasury stock method and the restricted stock units.

The following table presents the calculation of basic and diluted loss per share for the three-month periods ending March 31, 2009 and 2008.

Three Months Ended
March 31,

2009 2008
Weighted-average shares outstanding before adjustment for unallocated ESOP shares 9,436 9,436
Adjustment to reflect the effect of unallocated ESOP shares �  �  

Weighted-average shares outstanding for basic and diluted loss per share 9,436 9,436

Basic and diluted loss per share $ (.99) $ (1.19) 

None of the options or awards were included in the loss per share calculations because they were anti-dilutive.

(6) Stock Compensation Plans

The Company has three stock benefit plans. The Key Employee Stock Compensation Program (the �Employee Plan�) is authorized to issue up to
10% of the issued shares up to a maximum of 1,020,000 shares through the exercise of incentive stock options, compensatory stock options,
stock appreciation rights or performance shares. All awards granted under the Employee Plan have been incentive stock options. These options
have five to ten year terms and vest over various terms up to five years. At March 31, 2009, the Company had 488,217 options available for
future grants under the Employee Plan.

The Directors� Stock Option Plan (the �Directors� Plan�) is authorized to issue up to 141,000 shares through the exercise of stock options. All
options granted under the Directors� Plan have ten-year terms, are fully vested and exercisable and all options authorized under the Plan had been
granted as of March 31, 2009.

The 2005 Directors� Stock Plan (�2005 Directors� Plan�) is authorized to issue up to 91,800 shares through the exercise of stock options and the
issuance of restricted stock shares. Awards made under the 2005 Directors� Plan may be in the form of restricted shares, restricted stock units, or
stock options. A restricted stock unit is the right to receive a share of common stock, after vesting, on a date selected by the director. While any
restricted stock unit is outstanding the director holding the restricted stock unit will be entitled to receive a dividend in the form of additional
restricted stock units, if cash or stock dividends are declared on outstanding shares of common stock. Each restricted stock unit, including
fractional restricted stock units, will be converted to one share of common stock, after vesting, on the date which has been selected by the
director.

(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(6) Stock Compensation Plans, Continued

Awards of restricted shares or restricted stock units may be awarded to a director as an annual stock retainer, which is dependent upon the
amount of the director�s annual cash retainer. Under terms of those respective agreements, the units vest over periods from three to four years,
unless there is a change in control, at which point the units vest immediately.

Options are granted to certain employees and directors at a price equal to the market value of the stock on the dates the options were granted. In
accordance with SFAS 123(R), the fair value of each option is amortized using the straight-line method over the requisite service period of each
option. We have estimated the fair value of all option awards as of the grant date by applying the Black-Scholes pricing valuation model. The
application of this valuation model involves assumptions that are judgmental and sensitive in the determination of compensation expense. The
weighted average amounts for key assumptions used in determining the fair value of options granted during the three-months ended March 31,
2009 and 2008 follows:

Three Months Ended
March 31,

2009

Three Months Ended
March 31,

2008
Expected stock price volatility �  32.67%
Risk-free interest rate �  2.64%
Weighted average expected life in years 4.0
Expected dividend yield �  0.00%
Per share weighted-average grant date fair value of options issued
during the period �  $ 0.64

As part of its adoption of SFAS 123(R), the Company examined its historical pattern of option exercises in an effort to determine if there was
any pattern based on certain employee populations. From this analysis, the Company could not identify any patterns in the exercise of options.
As such, the Company used the guidance in Staff Accounting Bulletin No. 110 issued by the Securities and Exchange Commission to determine
the estimated life of options issued. As such, the expected life of the options was based on the average of the option life and vesting period.
Historical information was the primary basis for the selection of expected volatility and expected dividend yield. The risk-free rate was selected
based upon yields of U.S. Treasury issues with a term equal to the expected life of the option being valued.

A summary of stock option transactions for the three-month period ended March 31, 2009, follows: ($ in thousands, except per share data):

Number
of

Options

Weighted
Avg. Per Option

Exercise
Price

Weighted
Avg. Remaining
Contract Term

(in years)

Aggregate
Intrinsic

Value
Options Under the Employee Plan:

Outstanding at December 31, 2008 163,567 $ 6.03 5.54
Options exercised �  
Options forfeited (50,800) $ 6.69

Outstanding at March 31, 2009 112,767 $ 5.73 7.37 $ �  
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Exercisable at March 31, 2009 66,929 $ 6.72 4.10 $ �  

(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(6) Stock Compensation Plans, Continued

Number
of

Options

Weighted
Avg. Per Option

Exercise
Price

Weighted
Avg. Remaining
Contract Term

(in years)

Aggregate
Intrinsic

Value
Options Under the Directors� Plans:

Outstanding at December 31, 2008 113,854 $ 7.62 5.30
Options granted �  �  
Options forfeited �  �  

Outstanding at March 31, 2009 113,854 $ 7.62 5.81 $ �  

Exercisable at March 31, 2009 60,087 $ 7.01 4.98 $ �  

As of March 31, 2009, the Company had 156,756 nonvested options outstanding resulting in approximately $193,000 of total unrecognized
compensation expense related to these nonvested options. This expense is expected to be recognized monthly over the related vesting periods
using the straight-line method through December 2011.

A summary of the status of the Company�s nonvested restricted stock units as of March 31, 2009, and changes during the three-months ended
March 31, 2009, is presented below:

Nonvested Shares

Number
of

Units

Weighted-Average
Grant-Date
Fair Value

Nonvested at December 31, 2008 2,532 $ 10.12
Dividends credited �  �  
Forfeited �  �  
Vested �  �  

Nonvested at March 31, 2009 2,532 $ 10.12

Total unrecognized compensation cost related to these non-vested restricted stock units amounted to $21,000 at March 31, 2009. This cost is
expected to be recognized monthly over the related vesting period using the straight-line method through November 2009.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(7) Fair Value Measurements

General. The Company applies the provisions of SFAS No. 157, �Fair Value Measurements,� for financial assets and liabilities. SFAS No. 157
defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. The fair value hierarchy prioritizes the assumptions that market participants would use in pricing the assets
or liabilities (the �inputs�) into three broad levels.

The fair value hierarchy gives the highest priority (Level 1) to quoted prices in active markets for identical assets and liabilities and the lowest
priority (Level 3) to unobservable inputs in which little, if any, market activity exits, requiring entities to develop their own assumptions and
data.

Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or
indirectly. These inputs include quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets or
liabilities in market areas that are not active, inputs other than quoted prices that are observable for the asset or liability (such as interest rates,
volatilities, prepayment speeds, credit risks and default rates) or inputs that are derived principally from or corroborated by observable market
data by correlation or other means.

Valuation Techniques. Available for sale securities are carried at fair value on a recurring basis utilizing Level 2 and Level 3 inputs. Level 2
securities include mortgage-backed securities, municipal bonds, government sponsored agency notes, collateralized mortgage obligations and
corporate bonds, which the Company obtains fair value measurements from an independent third party pricing services using computerized
models or indicative values provided by their trading desk. The fair value measurements consider observable data that may include dealer
quotes, live trading levels, trade execution data, cash flows, market consensus prepayment speeds, market spreads, credit information and the
U.S. Treasury yield curve. Level 3 securities include trust preferred securities, which the Company obtains fair values using a discounted cash
flow analysis. Assumptions used in the analysis include the default rate, deferral of interest and other factors. The discount rate was based upon
spreads currently observed in the market for similar securities.

Impaired loans are carried at fair value on a non-recurring basis utilizing Level 3 inputs, consisting of appraisals of underlying collateral. A loan
is impaired when full payment under the loan terms is not expected. Commercial and commercial real estate loans are individually evaluated for
impairment. If a loan is impaired, a portion of the allowance is allocated so that the loan is reported net, at the fair value of collateral if
repayment is expected solely from the collateral. Large groups of smaller balance homogeneous loans, such as consumer and residential real
estate loans, are collectively evaluated for impairment, and accordingly, they are not separately identified for impairment disclosures.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(7) Fair Value Measurements, Continued

Financial Assets Measured at Fair Value on a Recurring Basis. The following table summarizes financial assets measured at fair value on a
recurring basis at March 31, 2009 and December 31, 2008, segregated by the level of the inputs within the hierarchy used to measure fair value:

Quoted Prices in
Active

Markets
for Identical

Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Total
Fair

Value
Assets at March 31, 2009

Available for sale securities:
Mortgage-backed securities $ �  16,499 �  $ 16,499
Municipal bonds �  6,062 �  6,062
U.S. government sponsored enterprise securities �  5,190 �  5,190
Corporate bonds �  584 �  584
Trust preferred securities �  �  663 663

$ �  28,335 663 28,998

Quoted Prices in
Active

Markets
for Identical

Assets
(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Total
Fair

Value
Assets at December 31, 2008

Available for sale securities:
Mortgage-backed securities $ �  17,667 �  $ 17,667
Municipal bonds �  6,039 �  6,039
U.S. government sponsored enterprise securities �  5,211 �  5,211
Corporate bonds �  936 �  936
Trust preferred securities �  �  3,384 3,384

$ �  29,853 3,384 33,237

(Continued)
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(7) Fair Value Measurements, Continued

Assets Measured at Fair Value on a Recurring Basis Using Significant Unobservable Inputs (Level 3). A reconciliation of the beginning
and ending balances for trust preferred securities using Level 3 inputs was as follows:

Three Months Ended March 31,
2009 2008

Balance, beginning of period $ 3,384 4,784
Unrealized losses in other comprehensive loss (459) (565) 
Other-than-temporary impairment loss included in non-interest expense (2,262) �  
Amortization �  (1) 

Balance, end of period $ 663 4,218

Financial Assets Measured at Fair Value on a Non-Recurring Basis. Assets measured at fair value on a non-recurring basis at March 31,
2009 and December 31, 2008, include impaired loans of $51,732, and $54,062, respectively, utilizing level 3 inputs. The impaired loans are
collateral dependent and the allowance for losses on the impaired loans was $9,471 and $10,683 at March 31, 2009 and December 31, 2008,
respectively.

The activity in the allowance for losses on impaired loans during the three months ended March 31, 2009 and 2008, respectively, was as follows:

Three Months Ended March 31,
2009 2008

Balance, beginning of period $ 10,683 5,556
Provision for loan losses 332 46
Charge-offs (1,544) �  

Balance, end of period $ 9,471 5,602
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(8) Comprehensive Loss

Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net loss. Although certain changes in
assets and liabilities, such as unrealized gains and losses on available-for-sale securities, are reported as a separate component of the
stockholders� equity (deficit) section of the consolidated balance sheets, such items, along with net loss, are components of comprehensive loss.
The components of the net change of other comprehensive loss and related tax effects, net of valuation allowance, are as follows ($ in
thousands):

Three Months Ended March 31,
2009 2008

Unrealized holding losses on securities available for sale $ (2,925) (244)
Reclassification adjustments for:
Gains from sales realized in operations �  (58)
Other-than-temporary impairment of securities 2,262 �  

Net change in unrealized amount (663) (302)

Valuation allowance and income tax benefit �  (422)

Net change amount $ (663) (724)

(9) Legal Contingencies

Various legal claims arise from time to time in the normal course of business. In the opinion of management of the Company, none have
occurred that will have a material effect on the Company�s consolidated financial statements.

(10) Reclassification

Certain amounts in the prior period consolidated financial statements have been reclassified to conform with the 2009 presentation.
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(11) Regulatory Matters, Merger Agreement, including Subsequent Events

In 2007, the Office of Thrift Supervision concluded examinations of the operations of Federal Trust and the Bank. The Office of Thrift
Supervision noted weaknesses and failures relating primarily to the Company�s real estate lending practices and asset quality, and their impact on
capital and earnings. As a result, the Office of Thrift Supervision has issued Cease and Desist Orders to the Company and Bank, which orders
are designed to ensure that the weaknesses noted in the recently concluded examinations are properly addressed. The orders provide that:

� Federal Trust must submit for review and approval or non-objection by the Office of Thrift Supervision a capital plan to raise
additional capital for the Bank and, if the additional capital cannot be raised to enter into a merger agreement with a merger or
acquisition partner;

� The Bank must submit for review and approval or non-objection by the Office of Thrift Supervision a detailed business plan to
strengthen and improve the Bank�s operations, earnings and capital;

� Until the Office of Thrift Supervision has approved or provided its non-objection to the Bank�s business plan, the Bank will not be
permitted to increase its current levels of construction loans, acquisition and development loans, non-residential permanent mortgage
loans, land loans and certain other loans without the prior approval of the Office of Thrift Supervision;

� Until the Office of Thrift Supervision has approved or provided its non-objection to the Bank�s business plan, the Bank will not be
permitted to increase its total assets during any quarter in excess of an amount equal to the net interest credited on deposit liabilities
during the quarter without the prior approval of the Office of Thrift Supervision;

� The Bank must submit for review and approval or non-objection by the Office of Thrift Supervision an asset review program that
will (i) strengthen and ensure the timely identification and proper classification of problem assets, (ii) ensure adequate and proper
levels of the Allowance for Loan and Lease Losses, and (iii) establish individualized resolution plans for problem assets;

� The Bank will not be permitted to declare a dividend without the prior written approval of the Office of Thrift Supervision;

� The Bank must revise its legal lending limit policies and procedures to ensure compliance with applicable law and devise an action
plan to correct any legal lending limit violations;
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements (Unaudited), Continued

(11) Regulatory Matters, Merger Agreement, including Subsequent Events, Continued

� The Bank will not be permitted to enter into, renew or modify any agreements with Federal Trust or enter into affiliated transactions
with Federal Trust, without prior approval of the Office of Thrift Supervision;

� The Bank will not be permitted to enter into any third-party contracts for services outside the normal course of business without prior
review and approval of the Office of Thrift Supervision;

� The Board of Directors of the Bank must submit a plan to strengthen the Board of Directors� oversight of management and The Bank�s
operations;

� The Board of Directors of the Bank must conduct a review of the Bank�s lending functions and assess the qualifications, experience
and proficiency of the Bank�s management and lending staff; and

� The Board of Directors of the Bank must establish a committee comprised of non-employee directors to monitor and coordinate the
Bank�s compliance with the provisions of the enforcement order.

On April 15, 2008, the Federal Reserve Bank (the �FRB�) placed restrictions on the activities and transactions of the Bank. Those restrictions
include being placed on a Real-Time Monitor status of the Bank�s account and a zero limit on the daylight overdraft capacity. In addition, the
FRB has requested pledged collateral to the discount window as a result of these restrictions.

On November 14, 2008, Federal Trust Corporation entered into a merger agreement with The Hartford Financial Services Group, Inc. (�The
Hartford�) and FT Acquisition Corporation (the �Merger Agreement�). Under the terms of the Merger Agreement, Federal Trust Corporation will
merge (the �Merger�) with FT Acquisition Corporation, a wholly owned subsidiary of The Hartford, and stockholders of Federal Trust
Corporation will receive $1.00 for each of their shares of Federal Trust Corporation common stock.

The Merger Agreement contains customary representations, warranties and covenants of The Hartford and Federal Trust Corporation. Federal
Trust Corporation has agreed not to (i) solicit proposals relating to alternative business combination transactions or (ii) subject to certain
exceptions, enter into discussions or an agreement concerning, or to provide confidential information in connection with, any proposals for
alternative business combination transactions.

If Federal Trust Corporation terminates the Merger to accept a superior proposal or breaches certain specified covenants in the Merger
Agreement, The Hartford will be entitled to receive a termination fee of $3.5 million from Federal Trust Corporation.
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Notes to Consolidated Financial Statements (Unaudited), Continued

(11) Regulatory Matters, Merger Agreement, including Subsequent Events, Continued

On January 12, 2009, the OTS approved the Bank�s capital restoration plan, subject to the Bank stipulating to the issuance of a Prompt Corrective
Action Directive (the �Directive�). The Directive was issued and became effective on February 3, 2009 and includes restrictions on the operations
of the Bank, many of which were already applicable to the Order; the Bank�s status as being in �troubled condition;� and the Bank falling into one
of the three categories of undercapitalized institutions under Prompt Corrective Action statutes and regulations. The Directive also requires the
Bank to comply with the terms of capital restoration plan and to either merge or be acquired by another financial institution.

On March 31, 2009, the Company and Bank entered into a Note Purchase Agreement (the �Agreement�) with The Hartford. Pursuant to the
Agreement, the Company has issued and sold a note to The Hartford with a principal amount of $20.0 million. The note bears interest at a rate of
10.00% per year, and matures March 31, 2010. The proceeds of the note have been contributed by the Company to the Bank.

In addition on March 31, 2009, the OTS modified the Directive to extend to June 30, 2009, the date by which the Company must either merge or
be acquired by another financial institution.

On May 14, 2009, The Hartford received preliminary approval to participate in Treasury�s Capital Purchase Program.

Although certain conditions to the merger have been satisfied, the Company is unable at this time to determine whether the merger will be
completed. In addition, the Bank�s operating and capital requirements, the recurring losses due to recent increases in nonperforming loans,
declining net interest margin and continuing high levels of operating expenses are also factors which raise substantial doubt about the Company�s
ability to continue as a going concern. The consolidated financial statements do not include any adjustments that might result from the outcome
of this uncertainty.
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Item 2. Management�s Discussion and Analysis of

Financial Condition and Results of Operations

Forward Looking Statements

This current report contains forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as amended,
Forward-looking statements can be identified by the use of words such as �estimate,� �project,� �believe,� �intend,� �anticipate,� �plan,� �seek,� �expect� and
words of similar meaning. These forward-looking statements include, but are not limited to:

� statements of our goals, intentions and expectations;

� statements regarding our business plans, prospects, growth and operating strategies;

� statements regarding the asset quality of our loan and investment portfolios; and

� estimates of our risks and future costs and benefits.
These forward-looking statements are based on current beliefs and expectations of our management and are inherently subject to significant
business, economic and competitive uncertainties and contingencies, many of which are beyond our control. In addition, these forward-looking
statements are subject to assumptions with respect to future business strategies and decisions that are subject to change.

The following factors, among others, could cause actual results to differ materially from the anticipated results or other expectations expressed in
the forward-looking statements:

� general economic conditions and real estate values, either nationally or in our market areas, that are worse than expected;

� competition among depository and other financial institutions;

� inflation and adverse changes in the securities markets;

� changes in laws or government regulations or policies affecting financial institutions, including changes in regulatory fees and capital
requirements;

� our ability to enter new markets successfully and capitalize on growth opportunities;

� changes in consumer spending, borrowing and savings habits;
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� changes in demand for new housing in our market area;

� unfavorable changes in economic conditions affecting housing markets, credit markets, real estate values or oil and gas prices, either
nationally or locally;

� changes in accounting policies and practices, as may be adopted by the bank regulatory agencies and the Financial Accounting
Standards Board;

� changes in our organization, compensation and benefit plans;

� the risk that the merger (the �Merger�) with a subsidiary of The Hartford Financial Services Group, Inc. (�The Hartford�) will not be
consummated in a timely manner, if at all; and

� conditions to the closing of the Merger may not be satisfied or the Agreement and Plan of Merger, dated as of November 14, 2008,
by and between The Hartford, FT Acquisition Corporation and Federal Trust Corporation may be terminated prior to closing.

Because of these and other uncertainties, our actual future results may be materially different from the results indicated by these forward-looking
statements.

Critical Accounting Policies

Critical accounting policies are defined as those that are reflective of significant judgments and uncertainties, and could potentially result in
materially different results under different assumptions and conditions. We believe that the critical accounting policies upon which our financial
condition and results of operation depend, and that involve the most complex subjective decisions or assessments, are included in Item 7,
�Management�s Discussion and Analysis of Financial Condition and Results of Operations,� in the Company�s Annual Report on Form 10-K for the
fiscal year ended December 31, 2008, as filed with the Securities and Exchange Commission. There are no material changes to the critical
accounting policies disclosed in the Annual Report on Form 10-K.
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Capital Resources and Liquidity

During the three months ended March 31, 2009, the Company�s primary source of funds consisted of net principal repayments and sales of loans
of $2.4 million, net principal repayments and sales of securities available for sale of $1.4 million and an increase in other borrowings of $20.0
million. We used $12.5 million to decrease our Federal Home Loan Bank of Atlanta advances and fund $2.4 million of deposit withdrawals. The
continued decline in residential real estate values in Florida and the increase in nonaccrual loans has had a significant negative impact on the
operations and capital resources of the Company.

On March 31, 2009, the Company and Bank entered into a Note Purchase Agreement (the �Agreement�) with The Hartford (see Note 11 to
Consolidated Financial Statements). Pursuant to the Agreement, the Company has issued and sold a note to The Hartford with a principal
amount of $20.0 million. The note bears interest at a rate of 10.00% per year, and matures March 31, 2010. The proceeds of the note have been
contributed by the Company to the Bank as capital.

Off-Balance-Sheet Arrangements

The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing needs of its
customers. These financial instruments include commitments to extend credit, unused lines of credit, standby letters of credit and loans in
process. These instruments involve, to varying degrees, elements of credit and interest-rate risk in excess of the amounts recognized in the
consolidated balance sheet. The contract amounts of those instruments reflect the extent of the Company�s involvement in particular classes of
financial instruments.

The Company�s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to extend
credit, unused lines of credit, standby letters of credit and loans in process is represented by the contractual amount of those instruments. The
Company uses the same credit policies in making commitments as it does for on-balance sheet instruments.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in the contract.
Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee. Since many of the
commitments are expected to expire without being drawn upon, the total committed amounts do not necessarily represent future cash
requirements. The Company evaluates each customer�s credit worthiness on a case-by-case basis. The amount of collateral obtained, if it is
deemed necessary by the Company upon extension of credit, is based on management�s credit evaluation of the counter party.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a customer to a third party. The
credit risk involved in issuing letters of credit is essentially the same as that involved in extending loans to customers.
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A summary of the amounts of the Company�s financial instruments, with off-balance-sheet risk at March 31, 2009, follows ($ in thousands):

Contract
Amount

Commitments to extend credit $ 131

Unused lines of credit $ 9,927

Standby letters of credit $ 123

Loans in process $ 442

Management believes the Company has adequate resources to fund all its commitments. At March 31, 2009, the Company had approximately
$241.8 million in time deposits maturing in one year or less. Management also believes that, if so desired, it can adjust the rates on time deposits
to retain or obtain new deposits in a changing interest rate environment.
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The following table sets forth, for the periods indicated, information regarding: (i) the total dollar amount of interest income of the Company
from interest-earning assets and the resultant average yields; (ii) the total dollar amount of interest expense on interest-bearing liabilities and the
resultant average costs; (iii) net interest/dividend income; (iv) interest-rate spread; and (v) net interest margin ($ in thousands).

Three Months Ended March 31,
2009 2008

Average
Balance Interest

Average
Yield/
Cost

Average
Balance Interest

Average
Yield/
Cost

Interest-earning assets:
Loans (1) $ 470,338 $ 5,161 4.45% $ 557,196 $ 7,999 5.74%
Securities (2) 33,012 445 5.47 45,000 641 5.70
Other interest-earning assets (3) 48,396 12 0.10 39,629 366 3.69

Total interest-earning assets 551,746 5,618 4.13 641,825 9,006 5.61

Other noninterest-earning assets 26,569 53,063

Total assets $ 578,315 $ 694,888

Noninterest-bearing demand deposits $ 9,987 �  �  $ 14,388 �  �  
Interest-bearing liabilities:
Interest-bearing demand and money- market deposits 102,360 600 2.38 129,562 1,073 3.31
Savings deposits 2,259 3 0.54 2,437 4 0.66
Time deposits 297,511 2,940 4.01 324,894 4,022 4.95

Total deposit accounts 412,117 3,543 3.49 471,281 5,099 4.33

FHLB advances and other borrowings (4) 160,549 1,608 4.06 172,078 1,867 4.34

Total interest-bearing liabilities (5) 562,679 5,151 3.71 628,971 6,966 4.43

Other noninterest-bearing liabilities 11,324 12,006
Stockholders� equity (deficit) (5,675) 39,523

Total liabilities and stockholders� equity (deficit) $ 578,315 $ 694,888

Net interest/dividend income $ 467 $ 2,040

Net interest margin (6) 0.34% 1.27%

Interest-rate spread (7) 0.42% 1.18%

Ratio of average interest-earning assets to average interest-bearing
liabilities 98.06% 102.04%

(1) Includes nonaccrual loans.
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(2) No tax equivalent adjustments were made
(3) Includes Federal Home Loan Bank stock and interest-earning deposits.
(4) Includes Federal Home Loan Bank advances, other borrowings and junior subordinated debentures
(5) Total interest-bearing liabilities exclude noninterest-bearing demand deposits.
(6) Net interest margin is annualized net interest income divided by average interest-earning assets.
(7) Interest-rate spread represents the difference between the average yield on interest-earning assets and the average cost of interest-bearing

liabilities.

26

Edgar Filing: FEDERAL TRUST CORP - Form 10-Q

Table of Contents 37



Table of Contents

Comparison of the Three-Month Periods Ended March 31, 2009 and 2008

General. The Company had a net loss for the three-month period ended March 31, 2009, of $9.4 million, or $0.99 per basic and fully diluted
share, compared to a net loss of $11.2 million or $1.19 per basic and fully diluted share for the same period in 2008. The decrease in net loss for
the three months ended March 31, 2009 is primarily attributable to a $7.5 million income tax expense related to a valuation allowance
established on the deferred tax asset during the March 2008 quarter, partially offset by a $3.8 million provision for loan losses for the quarter
ended March 31, 2009, (compared to $2.0 million for the quarter ended March 31, 2008), together with interest income foregone as a result of
the increase in nonperforming assets, and a $1.8 million increase in other expenses.

Interest Income. Interest income decreased $3.4 million to $5.6 million for the 2009 first quarter, from $9.0 million for the quarter ended
March 31, 2008. The decrease in interest income was primarily due to a decrease in market interest rates from the first quarter of 2008 to the first
quarter of 2009, and $1.2 million in foregone interest for the three-months ended March 31, 2009.

Interest Expense. Interest expense decreased $1.8 million, or 26.1%, due to a decrease in the average rate paid on interest-bearing liabilities
from 4.43% in the quarter ending March 2008 to 3.71% for the 2009 first quarter. In addition, average interest bearing liabilities decreased from
$629.0 million for the 2008 first quarter to $562.7 million for the first quarter of 2009.

Provision for Loan Losses. A provision for loan losses is charged to operations based upon management�s evaluation of the loan portfolio.
During the quarter ended March 31, 2009, the Bank recorded a provision for loan losses of $3.8 million based on its evaluation of the loan
portfolio, compared to $2.0 million for the same period in 2008. The increased provision for the 2009 first quarter was due to the decline in real
estate collateral values and an increase in nonaccrual loans. The allowance for loan losses at March 31, 2009, was $26.6 million compared to
$15.8 million at March 31, 2008. Our evaluation of the allowance for loan losses at March 31, 2009, included an assessment of the current
market values for the nonaccrual loans, and an ongoing evaluation of the loan portfolio. As a percent of total loans outstanding, the allowance
for loan losses increased to 5.7% at March 31, 2009 from 5.5% at December 31, 2008, and 3.0% at March 31, 2008. Management believes the
allowance for loan losses at March 31, 2009, was adequate to absorb estimated loan losses in the loan portfolio at March 31, 2009. However, we
can make no assurance that our allowance will be adequate to cover future loan losses given current and future market conditions, including the
recent downturn in our local real estate markets. In addition, our regulators periodically review our allowance for loan losses and may require us
to increase our provision for loan losses or recognize further loan charge-offs, based on judgments different than those of our management. Any
increase in our allowance for loan losses or loan charge-offs as required by these regulatory agencies would have a negative effect on our
operating results.

Other Income. Other income decreased to $38,000 for the quarter ended March 31, 2009, from $567,000 for the 2008 first quarter due primarily
to an increase in net loss on the sale of foreclosed assets during the first quarter of 2009, as well as net gains on sales of loans and securities of
$257,000 in the 2008 first quarter, compared to $1,000 of such gains in the first quarter of 2009.
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Comparison of the Three-Month Periods Ended March 31, 2009 and 2008, Continued

Other Expenses. Total other expenses for the 2009 first quarter were $6.0 million, up $1.8 million or 40.8% from the first quarter of 2008. The
increase was primarily due to our taking a charge of $2.3 million for other-than-temporary impairment of securities during the first quarter of
2009, as discussed in Note 2 to the unaudited Consolidated Financial Statements.

Income Taxes. The Company�s consolidated tax position resulted in no income tax expense or benefit for the three-months ended March 31,
2009, compared to a tax expense of $7.5 million for the same period in 2008. During the three months ended March 31, 2008, the Company
determined that it is more likely than not that the deferred tax asset will not be realized in the near term. Accordingly, a valuation allowance was
recorded on the previously recognized deferred tax assets.

Comparison of Financial Condition at March 31, 2009 and December 31, 2008

Total assets at March 31, 2009 were $580.1 million, compared to $584.9 million at December 31, 2008. This decrease in total assets during 2009
was part of our continued strategy to improve our liquidity and shrink the balance sheet due to our losses and the need to strengthen our
regulatory capital ratios, combined with our efforts to change our asset/liability mix through a reduction in wholesale loan purchases and
borrowed funds. Our portfolio of securities available for sale decreased by $4.2 million, or 12.8%, to $29.0 million at March 31, 2009, from
$33.2 million at December 31, 2008. Total loans declined $8.7 million, or 1.8%, to $465.6 million at March 31, 2009, from $474.3 million at
December 31, 2008. Residential loans declined $7.5 million, or 2.1%, from December 31, 2008. In addition, commercial loans declined $1.3
million, or 1.0%, from December 31, 2008. The funds provided by the sales and payoffs of loans and investments were used to repay brokered
deposits and increase our liquidity. Cash and cash equivalents increased from $45.5 million at December 31, 2008 to $56.5 million at March 31,
2009.

Total deposits at March 31, 2009 were $409.4 million compared to $411.8 million at December 31, 2008. This decrease was primarily the result
of a decrease of $14.2 million, or 4.7% in time deposits from $302.9 million at December 31, 2008, to $288.7 million at March 31, 2009.
Included in the decline of time deposits for the three-month period ending March 31, 2009, were $5.0 million in brokered deposits that matured
and were not renewed, rolled over or replaced and a decline in our retail time deposits of $9.2 million. The decline in time deposits was part of
our ongoing strategy to reduce our reliance and high cost sources of funding and shrink the balance sheet. Federal Home Loan Bank advances
decreased $12.5 million, or 7.7%, during 2009 to $149.0 million at March 31, 2009. We no longer have access to additional Federal Home Loan
Bank advances. Total stockholders� deficit was $12.8 million at March 31, 2009 due primarily to the $9.3 million loss for the three months ended
March 31, 2009.
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Item 3. Quantitative and Qualitative Disclosures about Market Risk
There has been no significant change in the Company�s market risk exposure since December 31, 2008.

Item 4. Controls and Procedures
Not applicable

Item 4T. Controls and Procedures
Evaluation of Disclosure Controls and Procedures. Management, including the Company�s Chief Executive Officer (who is acting as the
Company�s Chief Financial Officer), has made an evaluation of the effectiveness of the design and operation of the Company�s disclosure controls
and procedures as of the end of the period covered by this quarterly report pursuant to Exchange Act Rule 13(a)-15. Based upon the evaluation,
the Chief Executive Officer has concluded, as of the end of the period covered by this report, that the Company�s disclosure controls and
procedures are not effective to ensure that the information required to be disclosed by the Company in the reports that it files or submits under
the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified in the Securities and
Exchange Commission�s rules and forms.

The Chief Executive Officer�s conclusion was based upon the fact that, at March 31, 2009, the Company did not have a Chief Financial Officer
or other employee with requisite experience to ensure that the information required to be disclosed by the Company in the reports that it files or
submits under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission�s rules and forms and, at March 31, 2009, as previously disclosed, the Company had not yet been permitted
by the Office of Thrift Supervision to hire an outside firm or consultant to assist the Company with such tasks.

Notwithstanding the foregoing, management believes that the unaudited financial statements included in this Quarterly Report fairly present in
all material respects the Company�s consolidated financial position, results of operations and cash flows for the periods presented in accordance
with accounting principles generally accepted in the United States of America.

Changes in Internal Controls. During the period covered by this report, there was no change in internal controls over financial reporting that has
materially affected, or is reasonably likely to materially affect the Company�s internal controls over financial reporting.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings
There are no material legal proceedings to which the Company is a party or of which any of its property is subject. From time to time, the
Company is a party to various legal proceedings incident to its business.

Item 1A. Risk Factors
Not required for smaller reporting companies. See the Company�s Annual Report on Form 10-K for the year ended December 31, 2008 for
discussion of risk factors at December 31, 2008.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

a. There were no sales of registered equity securities during the period covered by this Report.
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b. Not applicable.

c. There were no issuer repurchases of equity securities during the period covered by this Report.
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Item 3. Defaults under Senior Securities
As disclosed in previous filings with the Securities and Exchange Commission, on June 27, 2008, Federal Trust Corporation notified the trustee
of Federal Trust Statutory Trust I of Federal Trust Corporation�s intention to defer its payments on the Junior Subordinated Debentures due
September 17, 2033 related to the trust preferred securities issued by Federal Trust Statutory Trust I, meaning that Federal Trust Statutory Trust I
will defer its payments of dividends on the trust preferred securities. Federal Trust Corporation may not resume these interest payments on the
debentures until it receives prior regulatory approval from the Office of Thrift Supervision. At March 31, 2009, accrued interest payable on these
debentures amounted to $222,000.

Item 4. Submission of Matters to a Vote of Security Holders
A Special Meeting of Shareholders (the �Special Meeting�) of Federal Trust was held on January 26, 2009, to consider (i) the Agreement and Plan
of Merger, dated as of November 14, 2008, by and between The Hartford Financial Services Group, Inc., FT Acquisition Corporation (formed
by The Hartford to facilitate the merger) and Federal Trust Corporation (the �Merger Agreement�) and (ii) any adjournment or postponement of
the special meeting, if deemed necessary or appropriate, to solicit additional proxies in the event there were not sufficient votes represented in
person or by proxy at the time of the Special Meeting to approve the Merger Agreement.

At the Annual Meeting, 5,877,558 shares were present in person or by proxy. The following is a summary and tabulation of the matters that were
voted upon at the Annual Meeting:

Proposal I.

The proposal to approve the Agreement and Plan of Merger, dated as of November 14, 2008, by and between The Hartford Financial Services
Group, Inc., FT Acquisition Corporation and Federal Trust Corporation, pursuant to which FT Acquisition Corporation, a newly incorporated
wholly owned subsidiary of The Hartford Financial Services Group, Inc., will merge with and into Federal Trust Corporation and each of the
outstanding shares of Federal Trust Corporation common stock will be converted into the right to receive $1.00 in cash:

For Against Abstain Broker Non-Votes
5,799,553 72,628 5,377 0

Proposal II.

The potential adjournment of the special meeting of shareholders if necessary or appropriate to solicit additional proxies:

For Against Abstain Broker Non-Votes
5,752,039 91,422 34,097 0

Item 5. Other Information
None

Item 6. Exhibits

31.1 Certification of Chief Executive Officer, pursuant to Rule 13a � 14(a)

32.1 Certification of Chief Executive Officer, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
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FEDERAL TRUST CORPORATION AND SUBSIDIARIES

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

FEDERAL TRUST CORPORATION
  (Registrant)

Date: June 12, 2009        By: /s/ Dennis T. Ward
Dennis T. Ward
President and Chief Executive Officer
(Principal Executive Officer and Principal
Financial Officer)
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