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PART 1 — FINANCIAL INFORMATION

ITEM 1. ANANCIAL STATEMENTS

BANKWELL FINANCIAL GROUP, INC.
CONSOLIDATED BALANCE SHEETS - (UNAUDITED)
(Dollars in thousands, except share data)

June 30, December 31
2014 2013
ASSETS
Cash and due from ban $ 130,53! $ 82,01
Held to maturity investment securities, at amodizest (Note 2 13,74: 13,81¢
Available for sale investment securities, at fatue (Note 2 49,11 28,59"
Loans held for sal 32t 10C
Loans receivable (net of allowance for loan losHe®8,985 at June 30, 2014 and $8,382 at Deceml
31, 2013) (Note 3 671,50( 621,83(
Foreclosed real esta 82¢ 82¢
Accrued interest receivab 2,46¢ 2,36(
Federal Home Loan Bank stock, at c 4,83¢ 4,83¢
Premises and equipment, | 8,07¢ 7,06(
Bank-owned life insuranc 10,20z 10,03:
Other intangible asse 427 481
Deferred income taxes, n 5,47¢ 5,84¢
Other assets 4,25¢ 1,822
Total assets $ 901,78 $ 779,61
LIABILITIES AND SHAREHOLDERS ' EQUITY
Liabilities
Deposits
Noninterest bearing depos $ 146,59t $ 118,61
Interest bearing deposits 583,59( 542,92
Total deposit: 730,18t 661,54!
Advances from the Federal Home Loan B 47,00( 44,00(
Accrued expenses and other liabilities 7,431 4,58¢
Total liabilities 784,61 710,13:
Commitments and contingenci
Shareholder equity (Notes 4, 5 and
Preferred stock, senior noncumulative perpetualeS€, no par; 10,980 shares issued at June 34@, 2(
and December 31, 2013, respectively; liquidationeaf $1,000 per sha 10,98( 10,98(
Common stock, no par value; 10,000,000 shares am¢tth 6,593,485 and 3,876,393 shares issued al
30, 2014 and December 31, 2013, respecti 97,29¢ 52,10¢
Retained earning 8,271 5,97¢
Accumulated other comprehensive income 623 424
Total shareholders equity 117,17( 69,48!
Total liabilities and shareholders’ equity $ 901,78 $ 779,61

See accompanying notes to consolidated finanassients (unaudited)
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BANKWELL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF INCOME — (UNAUDITED)
(Dollars in thousands, except per share amounts)

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013

Interest and dividend income
Interest and fees on loa $ 7,55¢ $ 6,57 $ 14,98¢ $ 12,87
Interest and dividends on securit 437 31¢ 84¢ 68E
Interest on cash and cash equivalents 49 11 71 21

Total interest income 8,04+ 6,901 15,90¢ 13,57
Interest expense
Interest expense on depos 73C 514 1,352 958
Interest on Borrowings 16€ 13¢ 25¢ 291

Total interest expense 89¢€ 653 1,611 1,24+
Net interest income 7,14¢ 6,24¢ 14,29 12,33
Provision for loan losses 70 252 282 44z
Net interest income after provision for loan losse 7,07¢ 5,99¢ 14,01: 11,89:
Noninterest income
Gains and fees from sales of lo: 212 757 642 765
Net gain on sale of available for sale securi - 64¢ - 64¢
Service charges and fe 142 101 267 19¢
Bank owned life insuranc 86 - 171 -
Gain (loss) on sale of foreclosed real estate - 5) - 66
Other 24C 23 372 131

Total noninterest income 682 1,524 1,45 1,80¢
Noninterest expenst
Salaries and employee bene 3,28¢ 2,752 6,62¢ 5,257
Occupancy and equipme 1,03( 787 2,09¢ 1,55¢
Professional service 272 421 641 79C
Data processin 30C 251 63¢ 50¢
Marketing 21¢ 27C 32¢ 39¢
Director fees 14z 144 282 284
Merger and acquisition related expen 12z 64 263 64
FDIC insurance 107 10C 22t 23C
Amortization of intangible: 27 - 54 -
Foreclosed real ests - 4 12 4
Other 394 33¢ 774 644
Total noninterest expense 5,891 5,131 11,93¢ 9,72¢

Income before income tax expense 1,86: 2,38¢ 3,52¢ 3,97(
Income tax expenst 63€ 921 1,17¢ 1,49(
Net income $ 1227 $ 1,46¢ $ 235 $ 2,48(
Net income attributable to common shareholders $ 1,17 $ 1,42C $ 223 $ 2,38¢
Earnings per common shé- basic $ 02: $ 04: $ 051 $ 0.7¢
Earnings per common she- diluted 0.2z 0.4z 0.51 0.72

See accompanying notes to consolidated finanasstents (unaudited)




Table of Content

BANKWELL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME — (UNAUDITED )

(In thousands)

Net income

Other comprehensive income (loss'
Unrealized gains (losses) on securit
Unrealized holding gains (losses) on availablestde securitie
Reclassification adjustment for gain realized ihineome
Net change in unrealized gain (lo
Tax effect - (expense) benefit
Unrealized gains (losses) on securities, net of tax
Unrealized losses on interest rate sv
Unrealized losses on interest rate swaps desigaateesh flow

hedge
Tax effect - benefit

Unrealized losses on interest rate swap
Total other comprehensive income (lo
Comprehensive income

Three Months Ended

Six Months Ended

June 30, June 30,
2014 2013 2014 2013

1,227 $ 1,46¢ 235 $ 2,48(
18¢ (7179) 437 (907)
- (649) - (649)
18¢€ (1,365 437 (1,55¢)
(73) 531 (16€) 60E
11F (834) 26E (950)
(195) - (10€) -
76 - 42 -
(11€) = (66) B
(4) (834) 19¢ (950)
1,22: $ 634 $ 254¢ % 1,53(

See accompanying notes to consolidated finan@&sients (unaudited)
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BANKWELL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQuITY — (UNAUDITED)
(In thousands, except share data)

Balance at December 31, 201

Net income

Other comprehensive loss, net of

Preferred stock dividenc

Stock based compensation expe
Capital from exercise of stock optio
Capital from private placement

Balance at June 30, 2013

Balance at December 31, 201

Net income

Other comprehensive income, net of

Preferred stock dividenc

Stock based compensation expe
Capital from exercise of stock optio
Issuance of 2,702,703 shares, net of expense:

Balance at June 30, 201

Accumulated

Other
Preferred Common Retained Comprehensive
Stock Stock Earnings Income (Loss) Total

$ 10,98C $ 38,117 $ 92¢ $ 1,511 51,53¢
. - 2,48( - 2,48(
- - - (950) (950)
- - (55 - (55
- 13¢€ - - 13¢€
- 87 - - 87
- 7,32¢ - - 7,32¢

$ 10,98( $ 45,667 $ 3,35] $ 561 60,55¢

Accumulated
Other
Preferred Common Retained Comprehensive
Stock Stock Earnings Income Total

$ 10,98C $ 52,10¢ $ 597¢ $ 424 69,48¢
- - 2,35( - 2,35(
- - - 19¢ 19¢
- - (55 - (55
- 28C - - 28C
- 207 - - 207
- 44,70¢ = - 44,70¢

$ 10,98( $ 97,29¢ $ 8,271 $ 623 117,17(

See accompanying notes to consolidated finanassients (unaudited)
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BANKWELL FINANCIAL GROUP, INC.
CONSOLIDATED STATEMENTS OF CAsH FLows — (UNAUDITED )
(In thousands)

Six Months Ended

June 30,
2014 2013
Cash flows from operating activities

Net income $ 2,35C $ 2,48(

Adjustments to reconcile net income to net caskigeal by operating activitie:
Net amortization of premiums and discounts on itmesit securitie 46 52
Provision for loan losse 282 442
Provision (benefit) for deferred tax 11€ (45)
Net gain on sales of available for sale secur - (64¢)
Depreciation and amortizatic 497 303
Increase in cash surrender value of t-owned life insuranc (171 -
Loan principal solc (20,26¢) (26,03:)
Proceeds from sales of loa 18,87¢ 26,79:
Net gain on sales of loa (642) (765)
Equity-based compensatic 28C 13¢
Net accretion of purchase accounting adjustm (29€) -
Gain on sale of foreclosed real esf - (66)

Net change in
Deferred loan fee 332 18¢
Accrued interest receivab (1049 (75)
Other asset (614) (63)
Accrued expenses and other liabilities 31t (1,719
Net cash provided by operating activities 1,00 99C
Cash flows from investing activities

Proceeds from principal repayments on availablesébe securitie 20z 46E
Proceeds from principal repayments on held to nitgitsecurities 7C 10¢
Net proceeds from sales and calls of available#&be securitie 40C 10,19«
Purchases of available for sale securi (18,200 -
Net increase in loar (49,940 (45,327
Purchases of premises and equipn (1,519 (119
Purchase of Federal Home Loan Bank st - (139
Proceeds from sale of foreclosed real estate - 1,001
Net cash used by investing activities (68,98:) (33,817)

See accompanying notes to consolidated finanassients (unaudited)
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CONSOLIDATED STATEMENTS OF CAsH FLows - (Continued)
(In thousands)

Six Months Ended

June 30,
2014 2013
Cash flows from financing activities
Net change in time certificates of depc $ 63,01¢ $ 40,09¢
Net change in other depos 5,62¢ 17,057
Net proceeds from short term FHLB advan 10,00¢( (22,000
Net repayments from long term FHLB advan (7,000 -
Proceeds from issuance of common si 44,70 7,32¢
Proceeds from exercise of optic 207 87
Dividends paid on preferred stock (55) (55)
Net cash provided by financing activities 116,50. 42,51(
Net increase in cash and cash equivalen 48,52 9,68:
Cash and cash equivaler
Beginning of year 82,01: 28,92]
End of period $ 130,53 $ 38,61(
Supplemental disclosures of cash flows informat
Cash paid for
Interest $ 1,72 $ 1,25¢
Income taxe: 63C 1,05¢

Noncash investing and financing activit
Loans transferred to foreclosed real es

See accompanying notes to consolidated finanassients (unaudited)
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BANKWELL FINANCIAL GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (U NAUDITED )

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Bankwell Financial Group, Inc. (the “Company” ordBkwell”) is a bankiolding company located in New Canaan, Connectidue. Compan
offers a broad range of financial services throitgtvanking subsidiary, Bankwell Bank, (the “BankBankwell Bank was originally chartet
as two separate banks, The Bank of New Canaan (“BAi The Bank of Fairfield (“TBF”)In September 2013, BNC and TBF were me
and rebranded as “Bankwell Bank.” In November 20tti® Bank acquired The Wilton Bank (“Wilton"yhich added one branch ¢
approximately $25.1 million in loans and $64.2 faill in deposits. See Note 1Rlergers and Acquisitions for further information on tt
acquisition.

The Bank is a Connecticut state chartered comnidsaiak, founded in 2002, whose deposits are insureter the Deposit Insurance Fi
administered by the Federal Deposit Insurance Catjom (“FDIC”). The Bank provides a full range of banking servitesommercial ar
consumer customers, primarily concentrated in thefield County region of Connecticut, with brankdtations in New Canaan, Stamfc
Fairfield and Wilton Connecticut. The Company haseived approval from its regulators to establistbranch location in Norwal
Connecticut, which is expected to open in the foguarter of 2014.

Principles of consolidation

The consolidated interim financial statements idelthe accounts of the Company and the Bank. ghiicant intercompany accounts :
transactions have been eliminated in consolidation.

Use of estimates

The accounting and reporting policies of the Conypaonform to accounting principles generally acedpin the United States of Amer
(“GAAP”) and general practices within the banking industrypreparing the interim consolidated financiatetaents, management is requ
to make estimates and assumptions that affecefi@ted amounts of assets and liabilities, andafisces of contingent assets and liabilitie
of the date of the balance sheet and revenue grehsgs for the period. Actual results could diffem those estimates. Material estimates
are particularly susceptible to significant changehe near term relate to deferred taxes, the Vaines of financial instruments and
determination of the allowance for loan losses.

Basis of consolidated financial statement presentan

The unaudited consolidated financial statementsgmted herein have been prepared pursuant to kb ofi the Securities and Excha
Commission (“SEC”) for quarterly reports on FormQGand Rule 10-1 of Regulation>Sand do not include all of the information ande
disclosures required by GAAP. In the opinion of mgement, all adjustments (consisting of normal méey adjustments) and disclosu
considered necessary for the fair presentatiorhefaiccompanying unaudited interim consolidatednfifed statements have been inclu
Interim results are not necessarily reflective i tesults that may be expected for the year endexgmber 31, 2014. The accompan
unaudited interim consolidated financial statemeisuld be read in conjunction with the auditedsodidated financial statements and n
thereto included in the Registration Statement@mFS-1 for the year ended December 31, 2013.

Significant concentrations of credit risk

Most of the Company’ activities are with customers located within fi@lid County and the surrounding region of Conredtiand declines
property values in these areas could significaimigact the Company. The Company has significanteotrations in commercial real es
loans. Management does not believe they presentspagial risk. The Company does not have any sogmif concentrations in any ¢
industry or customer.

Derivative Instruments

The Company enters into interest rate swap agresnasnpart of the Comparsyinterest rate risk management strategy. Manageapgiie:
the hedge accounting provisions of Accounting Statsl Codification (“ASC”) Topic 815, and formally documents at inception
relationships between hedging instruments and lteilgms, as well as its risk management objectivesstrategies for undertaking the var
hedges.
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BANKWELL FINANCIAL GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (U NAUDITED )

Additionally, the Company uses dollar offset orregsgion analysis at the hedgénception and for each reporting period thereafteasse:
whether the derivative used in its hedging trarisads expected to be and has been highly effedtiveffsetting changes in the fair value
cash flows of the hedged item. The Company disnaes hedge accounting when it is determined tligrizative is not expected to be or
ceased to be highly effective as a hedge, and riects changes in fair value of the derivativeearnings after termination of the he
relationship.

The Company has characterized all of its interatd swaps that qualify under Topic 815 hedge adomyas cash flow hedges. Cash f
hedges are used to minimize the variability in cBeivs of assets or liabilities, or forecasted sactions caused by interest rate fluctuat
and are recorded at fair value in other assetsiwitie consolidated balance sheet. Changes inaihevdlue of these cash flow hedges
initially recorded in accumulated other comprehemsncome and subsequently reclassified into egmiwhen the forecasted transac
affects earnings. Any hedge ineffectiveness asdesspart of the Company’s quarterly analysisésmed directly to earnings.

Reclassification

Certain prior period amounts have been reclassifiedonform to the 2014 financial statement prest@n. These reclassifications o
changed the reporting categories and did not afffectesults of operations or consolidated findrmiaition.

Recent accounting pronouncements
The following section includes changes in accougngirinciples and potential effects of new accountinidance and pronouncements.

Accounting Standards Update No. 2-04, Reclassification of Residential Real Estatela@etalized Consumer Mortgage Loans u
Foreclosure(*ASU 2014-0411")

The Update clarifies that an in substance repossess foreclosure occurs upon either the creditotaining legal title to the residential r
estate property or the borrower conveying all ie$€in the residential real estate property toctieelitor to satisfy that loan through comple
of a deed in lieu of foreclosure or through a simiegal agreement. The amendments are effectivarfioual periods, and interim report
periods within those annual periods, beginningrddecember 15, 2014. The amendments may be adopiegl either a modified retrospeci
transition method or a prospective transition methgarly adoption is permitted. Management doeshetieve the amendments will hav
material impact on the Company’s Consolidated FirsrStatements.

Accounting Standards Update No. 2-11, Income Taxes (Topic 740), Presentation of anetlrgnized Tax Benefit When a Net Oper:
Loss Carryforward, a Similar Tax Loss, or a Tax diteCarryforward Exists(“*ASU 2013-11")

This Update states that an unrecognized tax bewefd portion of an unrecognized tax benefit, $thdne presented in the financial statem
as a reduction to a deferred tax asset for a revtatipng loss carryforward, a similar tax loss, dexacredit carryforward, except as follows.
the extent a net operating loss carryforward, alairtex loss, or a tax credit carryforward is motilable at the reporting date under the ta»
of the applicable jurisdiction to settle any adatitil income taxes that would result from the disa#ince of a tax position or the tax law of
applicable jurisdiction does not require the entiyuse, and the entity does not intend to usedt#ferred tax asset for such purpose
unrecognized tax benefit should be presented ifitla@cial statements as a liability and should m®tcombined with deferred tax assets.
amendments in ASU 2018t are effective for public entities for fiscal yeaand interim periods within those years, begigrafter Decemb
15, 2013, with early adoption permitted. The ameawli®m should be applied prospectively to all unrecey tax benefits that exist at
effective date. Retrospective application is peedit Implementation of this update did not have atemial effect on the Comparsy’
consolidated financial statements.

10
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BANKWELL FINANCIAL GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (U NAUDITED )

Accounting Standards Update No. 2-10, Derivatives and Hedging (Topic 815), Inclusadrihe Fed Funds Effective Swap Rate (or Over
Index Swap Rate) as a Benchmark Interest Rate daigkl Accounting Purpos(“ASU No. 2013-10")

This update permits the Fed Funds Effective Swape R®IS”) to be used as a U.S. benchmark interest rate figehaccounting purposes
addition to U.S. Treasury and the London InterBéarifered Rate (“LIBOR”).The amendments also remove the restriction on ulififeren
benchmark rates for similar hedges. Prior to thermments in this ASU, only U.S. Treasury and thBQR swap rates were conside
benchmark interest rates. Including the OIS ascaemtable U.S. benchmark interest rate in addttdd.S. Treasury and LIBOR rates provi
a more comprehensive spectrum of interest ratdsetatilized as the designated benchmark interdst ek component under the he
accounting guidance. The amendments in ASU 2002we effective prospectively for qualifying new designated hedging relationst
entered into on or after July 17, 2013. The impletaton of this update did not have a material@ften the Compang’ consolidated financi
statements.

Accounting Standards Update No. 2-02, Other Comprehensive Income (Topic 220): Repgmif Amounts Reclassified Out of Accumul
Other Comprehensive IncorfdSU 2013-02")

In February 2013, the FASB issued ASU 2@3-to supersede and replace the presentationreegemts for reclassifications out
accumulated other comprehensive income in ASUs -BBl({issued in June 2011) and 202 {issued in December 2011). The amendn
require an entity to report the effect of signifitaeclassifications out of accumulated other cahpnsive income on the respective line il

in net income if the amount being reclassifieceiguired under U.S. GAAP to be reclassified in itirety to net income. For other amounts
are not required under U.S. GAAP to be reclassifietheir entirety to net income in the same reipgrperiod, an entity is required to cross
reference other disclosures required under U.S. BA#at provide additional detail about those amaufihe amendments in ASU 2003-
were effective for public entities for reportingrjpels beginning after December 15, 2012, however Gompany did not meet the definitior

a public company until January 1, 2014, and adop®d 201302 at that time. The implementation of this updfitenot have a material efft
on the Company’s consolidated financial statements.

11
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BANKWELL FINANCIAL GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (U NAUDITED )

2. INVESTMENT SECURITIES

The amortized cost, gross unrealized gains anédoasd fair values of available for sale and helehaturity securities at June 30, 2014 wel
follows:

June 30, 201«
Amortized Gross Unrealized Fair
Cost Gains Losses Value
(In thousands)

Available for sale securities:
U.S. Government and agency obligatit

Due from one through five yea $ 1,00C $ - $ 3 $ 997
Due from five through ten yea 16,45: 22 (15§ 16,31°
Due after ten years 2,00( - (1) 1,99¢
19,45 22 (162) 19,31
State agency and municipal obligatic
Due from five through ten yea 5,551 21¢ (4) 5,76¢
Due after ten years 8,78¢ 564 - 9,35¢
14,34( 788 (4) 15,11¢
Corporate bond
Due in less than one ye 1,00: 3 - 1,00¢
Due from one through five yea 9,21t 412 9 9,61¢
Due from five through ten years 3,04 2 (6) 3,04
13,26! 417 (15) 13,66°
Government-sponsored mortgage-backed securities 92¢ 87 - 1,01t
Total available for sale securities $ 4798t $ 1,30¢ $ (181) $ 49,11«
Held to maturity securities:
U.S. Government and agency obligations
Due from one through five yea $ 1,01¢ $ - $ - 8 1,01¢
State agency and municipal obligations
Due after ten yeal 11,42¢ - - 11,42¢
Corporate bonds
Due from five through ten yea 1,00(¢ 14 - 1,014
Government-sponsored mortgage-backed securities 297 34 - 331
Total held to maturity securities $ 13,74: $ 48 $ - $ 13,79(

12
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BANKWELL FINANCIAL GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (U NAUDITED )

The amortized cost, gross unrealized gains anéscesd fair values of available for sale and helehaturity securities at December 31, 2013
were as follows:

December 31, 201
Amortized Gross Unrealized Fair
Cost Gains Losses Value
(I'n thousands)

Available for sale securities:
U.S. Government and agency obligatit

Due from one through five yea $ 1,00C $ - $ @an $ 98¢
Due from five through ten years 4,997 - (292) 4,70¢
5,997 - (309) 5,68¢

State agency and municipal obligatic
Due from five through ten yea 3,12¢ 152 - 3,271
Due after ten years 8,48( 37& - 8,85¢
11,60t 527 - 12,13:

Corporate bond

Due from one through five years 9,16¢ 411 (11) 9,56¢
Government-sponsored mortgage-backed securities 1,13 78 - 1,211
Total available for sale securities $ 27,90 $ 1,01¢ $ (320 $ 28,591

Held to maturity securities:
U.S. Government and agency obligations

Due from one through five yea $ 1,021 $ - $ 2 $ 1,01¢
State agency and municipal obligations
Due after ten yeal 11,46: - - 11,46
Corporate bonds
Due from five through ten yea 1,00(¢ - (27 973
Government-sponsored mortgage-backed securities 334 28 - 362
Total held to maturity securities $ 13,81¢ $ 28 $ (29) $ 13,81t

There were no sales of, or realized gains or loseesivestment securities during the three andveixths ended June 30, 2014. The rea
gain on the sale of investment securities tota¢B&thousand for the three and six months endeel 30n2013.

At June 30, 2014 and December 31, 2013, secuwiithisapproximate fair values of $5.9 million and &énillion, respectively, were pledgec
collateral for public deposits.

13
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BANKWELL FINANCIAL GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (U NAUDITED )

The following table provides information regardimyestment securities with unrealized losses, ageel by investment category and lel
of time that individual securities had been in atawous unrealized loss position at June 30, 2001December 31, 2013:

Length of Time in Continuous Unrealized Loss Positin

Less Than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Loss Value Loss Value Loss

(I'n thousands)

June 30, 201¢

U.S. Government and agency obligatis $ 444t 3% (18) $ 585 $ (144 $ 10,30 $ (162

State agency & municipal obligatio 91C 4 - - 91C 4

Corporate bonds 2,044 (6) 991 (9) 3,03t (15)
Total investment securities $ 7,40 $ (28) $ 6,84 $ (153 $ 14,24¢ $ (181)

December 31, 201

U.S. Government and agency obligati $ 5797 % (222) $ 91C $ 89 $ 6,707 $ (311)

Corporate bonds - - 1,961 (398) 1,961 (398)
Total investment securities $ 5797 $ (222) $ 2871 % (127 $ 8,66¢ $ (349

There were fourteen and eight individual investrsadurities, respectively, in which the fair vabhfethe security was less than the amort
cost of the security at June 30, 2014 and Dece®be013. Management believes the unrealized lcsetemporary and are the resu
recent market conditions, and determined that thasebeen no deterioration in credit quality subsegito purchase.

The U.S. Government and agency obligations owned esther direct obligations of the U.S. Governmentare issued by one of 1
shareholder-owned corporations chartered by the G&ernment. The Comparsy’corporate and municipal bonds are all rated &
investment grade. The U.S. Government and agenligatibns, state agency and municipal bonds, angacate bonds have experien
declines due to general market conditions. Managéhetermined that there has been no deterioratioredit quality subsequent to purch
and believes that unrealized losses are temparsylting from recent market conditions.

14
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BANKWELL FINANCIAL GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (U NAUDITED )

3. LoANS RECEIVABLE AND ALLOWANCE FOR LOAN LOSSES

Loans acquired in connection with the Wilton acgige in November 2013 are referred to as “acquirleéins as a result of the manne
which they are accounted for. All other loans afenmred to as “originateddans. Accordingly, selected credit quality disciees that follow at

presented separately for the originated loan plasténd the acquired loan portfolio.

The following table sets forth a summary of thenlgartfolio at June 30, 2014 and December 31, 2013:

June 30, 201+ December 31, 201
(I'n thousands) Originated Acquired Total Originated Acquired Total
Real estate loan

Residentia $ 165,06( $ - $ 165,060 $ 155,87 $ - $ 155,87
Commercial 349,84 7,03¢ 356,88! 305,82: 9,93¢ 315,76:
Constructior 45,70¢ 85¢ 46,56 44,18" 7,30¢ 51,49¢
Home equity 9,39¢ 3,257 12,65¢ 9,62¢ 3,87z 13,49
570,01: 11,15: 581,16 515,50¢ 21,11¢ 536,62¢
Commercial busines 98,66¢ 2,00¢ 100,67: 92,17: 2,37¢ 94,547
Consumer 417 36E 782 22F 612 837
Total loans 669,09¢ 13,51¢ 682,61¢ 607,90° 24,10t 632,01:
Allowance for loan losse (8,989 D (8,985 (8,382 - (8,382
Deferred loan origination fees, r (2,149 - (2,149 (1,78%) (32) (1,81¢)
Unamortized loan premiums 1€ - 16 1€ - 16
Loans receivab|e, ne $ 657,98 $ 13,51¢ $ 671,50( $ 597,75t $ 24,07 $ 621,83(

Lending activities are conducted principally in tharfield County region of Connecticut, and consisresidential and commercial real es
loans, commercial business loans and a varietyonumer loans. Loans may also be granted for theteation of residential homes ¢
commercial properties. All residential and commedroiortgage loans are collateralized by first @osel mortgages on real estate.

The following table summarizes activity in the atable yields for the acquired loan portfolio fbe tthree and six months ended June 30, :

Three Months Endec

(I'n thousands) June 30, 201«

Balance at beginning of peric $ 1,22¢
Acquisition -
Accretion (1279
Other (a) (294)
Balance at end of period $ 817

Six Months Ended

(I'n thousands) June 30, 201«

Balance at beginning of peric $ 1,41¢
Acquisition -
Accretion (257)
Other (a) (344)
Balance at end of period $ 817

a) Represents changes in cash flows expected to leeisal due to loan sales or payo
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Risk management

The Company has established credit policies adgkcto each type of lending activity in which itgages. The Company evaluates
creditworthiness of each customer and, in mosts;asdends credit of up to 80% of the market valfithe collateral at the date of the cr
extension, depending on the borrowengditworthiness and the type of collateral. Theketvalue of collateral is monitored on an ongt
basis and additional collateral is obtained whemmavdaed. Real estate is the primary form of cotiteOther important forms of collateral
business assets, time deposits and marketabletsscWVhile collateral provides assurance as arsdary source of repayment, the Comg
ordinarily requires the primary source of repayminbe based on the borrower’s ability to genecatetinuing cash flows. The Compasy’
policy for collateral requires that, generally, #imount of the loan may not exceed 90% of the maighppraised value of the property. Pri
mortgage insurance is required for that portiothefresidential loan in excess of 80% of the agprvalue of the property.

Credit quality of loans and the allowance for loarosses

Management segregates the loan portfolio into pliotsegments which is defined as the level at Wiie Compangevelops and document
systematic method for determining its allowanceléan losses. The portfolio segments are segredrtseld on loan types and the underl
risk factors present in each loan type. Such @skdrs are periodically reviewed by managementranded as deemed appropriate.

The Company’s loan portfolio is segregated intoftll®wing portfolio segments:

Residential Real Estaterhis portfolio segment consists of the originatiminfirst mortgage loans secured by one-to ftamily owne
occupied residential properties and residentialstiootion loans to individuals to finance the comstion of residential dwellings f
personal use located in our market area.

Commercial Real Estaté&his portfolio segment includes loans secured byroercial real estate, non-owner occupied one-to-family
and multifamily dwellings for property owners and businessesur market area. Loans secured by commercélastate generally ha
larger loan balances and more credit risk than owoeupied one-to four-family mortgage loans.

Construction : This portfolio segment includes commercial condtion loans for commercialevelopment projects, includi
condominiums, apartment buildings, and single famsilbdivisions as well as office buildings, retaild other income producing proper
and land loans, which are loans made with landeasrgy. Construction and land development finagajenerally involves greater cre
risk than long-term financing on improved, owmecupied real estate. Risk of loss on a constmdi@an depends largely upon
accuracy of the initial estimate of the value @ iroperty at completion of construction comparethe estimated cost (including inter
of construction and other assumptions. If the esnof construction cost proves to be inaccurateompany may be required to adv:
additional funds beyond the amount originally conted in order to protect the value of the propektpreover, if the estimated value
the completed project proves to be inaccurateptteowermay hold a property with a value that is insuffiti¢o assure full repayme
Construction loans also expose the Company toiske that improvements will not be completed oretiim accordance with specificatic
and projected costs and that repayment will dementhe successful operation or sale of the pragerivhich may cause some borrov
to be unable to continue with debt service whichases the Company to greater risk of non-paymeshtass.

Home Equity This portfolio segment primarily includes homeuityg loans and home equity lines of credit securg@wner occupied one-
to fourfamily residential properties. Loans of this type aritten at a maximum of 80% of the appraisedieadf the property and t
Company requires a second lien position on the gitgp These loans can be affected by economic tiondiand the values of 1
underlying properties.
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Commercial Businesshis portfolio segment includes commercial busideass secured bgssignments of corporate assets and pei
guarantees of the business owners. Commercial éassiloans generally have higher interest ratessharer terms than other loans,
they also may involve higher average balanceseasad difficulty of loan monitoring and a higheskriof default since their repaym
generally depends on the successful operationedbdiirower’s business.

Consumer:This portfolio segment includes loans secured lwnga or certificate accounts, automobiles, as well as unsecured per:
loans and overdraft lines of credit. This typeadn entails greater risk than residential mortdages, particularly in the case of loans
are unsecured or secured by assets that depreaidiéy.

An unallocated component is maintained, when neeiedover uncertainties that could affect manageimestimate of probable loss
The unallocated component of the allowance refl¢isés margin of imprecision inherent in the undertyiassumptions used in
methodologies for estimating allocated and genesakrves in the portfolio. The unallocated alloweans used to provide for
unidentified loss that may exist in emerging prablans that cannot be fully quantified or may Wfiecded by conditions not ful
understood as of the balance sheet date. The vatdlb allowance was $307 thousand and $0 at Jun203@ and December 31, 20
respectively.

Allowance for loan losses

The following tables set forth the activity in tB®@mpany’s allowance for loan losses for the threg six months ended June 30, 2014 and
2013, by portfolio segment:

Residential Commercial Commercial
Real Estate Real Estate  Construction  Home Equity Business Consumer Unallocated Total
(I'n thousands)
Three Months Ended June 30, 201
Originated
Beginning balanc $ 1,29¢ $ 3,761 % 1,01z  $ 192 $ 2331 % 3 8 = 8,601
Chargroffs - - - - - (1) - 1)
Recoveries - - - - - 41z - 41z
Provisions 94 257 (236) (4) (40) (409) 307 (31)
Ending balance $ 139 $ 4,02: $ 77€  $ 18t $ 2291 $ 6 $ 307 8,98
Acquired
Beginning balanc $ -8 - $ - 8 -8 $ - $ - -
Chargr-offs - - (100 - - - (200)
Recoveries - - - - - - -
Provisiong - = 10C = - - 101
Ending balanc: $ -3 - - $ -3 1 $ -3 R 1
Total
Beginning balanc $ 1,29¢ $ 3761 % 1,012 $ 192 $ 2331 % 3 3 - 8,60:
Chargr-offs - - (200) - - 0] - (107)
Recoveries - - - - - 413 - 413
Provisions 94 257 (136€) (4 (39) (409) 307 7C
Ending balanc $ 1,392 $ 4,02 $ 77¢  $ 18t $ 229: $ 6 3 307 8,98¢
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Three Months Ended June 30, 201

Beginning balanc
Chargr-offs
Recoveries
Provisions

Ending balanc:

Six Months Ended June 30, 201
Originated
Beginning balanc
Chargr-offs
Recoveries
Provisions
Ending balanc:

Acquired

Beginning balanc
Chargr-offs
Recoveries
Provisions

Ending balanc

Total

Beginning balanc
Chargroffs
Recoveries
Provisions

Ending balance

Six Months Ended June 30, 201

Beginning balanc
Chargroffs
Recoveries
Provisions

Ending balanc

Residential Commercial Commercial
Real Estate Real Estate  Construction  Home Equity Business Consumer Unallocated Total
(I'n thousands)
$ 1,26¢ $ 388 $ 93: $ 214  $ 1821 $ 15 3 = 8,13¢
- (16€) - - - 1) - (167)
- - - - - 5 - 5
62 (49) 8C (1) (55) 72 14Z 252
$ 1,32¢ $ 367: $ 1,01 $ 21:  $ 1,76¢€ 91 $ 143 8,22¢
Residential Commercial Commercial
Real Estate Real Estate  Construction  Home Equity Business Consumer Unallocated Total
(I'n thousands)
$ 1,31C $ 3,61 $ 1,03 $ 19C $ 2,22t 9 3 = 8,38:
- - - - - (1) - (1)
- - - - - 42z - 42z
82 40¢ (25€) (2 66 (429 307 181
$ 1,392 $ 4,02¢  $ 77€  $ 18¢ $ 2,291 6 $ 307 8,98¢
$ - $ - - % - $ - - $ - -
- - (200) - - - - (200)
- - 10C - - - 101
$ - $ - $ - 3 - 3 1 - 3 - 1
$ 1,31C $ 361 $ 1,03 $ 19C $ 2,22¢ 9 3 = 8,38
- - (100 - - (1) - (103
- - - - - 42z - 42z
82 40¢ (15€) (2 67 (429 307 282
$ 1392 $ 4,02¢  $ 77€ $ 18¢ $ 2,29: 6 $ 307 8,98t
Residential Commercial Commercial
Real Estate Real Estate  Construction  Home Equity Business Consumer Unallocated Total
(I'n thousands)
$ 1,230 $ 384: $ 92¢ $ 22C % 1,71¢ 2 3 = 7,941
- (16€) - - - 3) - (169)
- - - - - 10 - 1C
96 (4) 84 (7) 48 82 14Z 44z
$ 1,32¢ $ 367: $ 1,018 $ 21:  $ 1,76¢€ 91 $ 145 8,22«
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With respect to the originated portfolio, the aliion to each portfolio segment is not necessanilycative of future losses in any partict
portfolio segment and does not restrict the usd@fllowance to absorb losses in other portf@ignsents.

The following tables are a summary, by portfoligeent and impairment methodology, of the allowafeedoan losses and related portf
balances at June 30, 2014 and December 31, 2013:

Originated Loans Acquired Loans Total
Portfolio Allowance Portfolio Allowance Portfolio Allowance
(I'n thousands)

June 30, 201+
Loans individually evaluated for impairment:

Residential real esta $ 864 $ - $ - % - $ 864 $ -
Commercial real esta 2,15¢ - - - 2,15¢ -
Constructior - - - - - -
Home equity 9€ - - - 96 -
Commercial busines 1,031 23 53¢ 1 1,56¢ 24
Consumer - - - - - -
Subtotal $ 4,147 $ 23 $ 53: $ 1 $ 468 $ 24
Loans collectively evaluated for impairment:
Residential real esta $ 164,19 $ 1392 $ - $ - $ 164,19¢ $ 1,39:
Commercial real esta 347,69: 4,02¢ 7,03¢ - 354,72¢ 4,02¢
Constructior 45,70¢ 77¢€ 85¢ - 46,56 77¢€
Home equity 9,30: 18¢ 3,251 - 12,56( 18¢
Commercial busines 97,63¢ 2,26¢ 1,47( - 99,10¢ 2,26¢
Consumer 417 6 36& - 782 6
Subtotal $ 664,95 $ 865/ $ 1298t $ - $ 67793t $ 8,65/
Unallocated Allowance - 307 - - - 307
Total $ 669,090 $ 8,98 $ 1351¢ $ 1 $ 68261 $ 8,98¢
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December 31, 201:

Loans individually evaluated for impairment:

Residential real esta
Commercial real esta
Constructior
Home equity
Commercial busines
Consumer

Subtotal

Loans collectively evaluated for impairment:

Residential real esta
Commercial real esta
Constructior
Home equity
Commercial busines
Consumer

Subtotal

Total

Originated Loans Acquired Loans Total

Portfolio Allowance Portfolio Portfolio Allowance
(I'n thousands)

$ 1,867 $ 73 $ = $ 1,867 $ 73
1,113 56 - 1,115 56
97 4 - 97 4
642 12 - 642 12
$ 3,72: $ 145 $ o $ 3,72: $ 14¢
$ 154,000 $ 1237 $ = $ 154,000 $ 1,23;
304,70t 3,56( 9,93¢ 314,64! 3,56(
44,18’ 1,032 7,30¢ 51,49¢ 1,03z
9,52¢ 187 3,87 13,40( 187
91,53: 2,21: 2,37¢ 93,90¢ 2,21:
22¢ 9 61z 837 9
$ 604,18: $ 8,231 $ 24,10 $ 628,28 $ 8,23
$ 607,90 $ 8,38 $ 24,10¢ $ 632,010 $ 8,38:
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Credit quality indicators

The Companys policies provide for the classification of loant the following categories: pass, special maentsubstandard, doubtful €
loss. Consistent with regulatory guidelines, lodrad are considered to be of lesser quality argsiflad as substandard, doubtful, or loss a¢
A loan is considered substandard if it is inadegjygprotected by the current net worth and payiagacity of the obligor or of the collate
pledged, if any. Substandard loans include thoaadaharacterized by the distinct possibility tiet Company will sustain some loss if
deficiencies are not corrected. Loans classifiedatful have all of the weaknesses inherent ase¢hclassified substandard with the ac
characteristic that the weaknesses present malexiwoh or liquidation in full, on the basis of cently existing facts, conditions and valt
highly questionable and improbable. Loans clagsifis loss are those considered uncollectible arsdiaif little value that their continuance
loans is not warranted. Loans that do not expose€tmpany to risk sufficient to warrant classificatin one of the aforementioned catego
but which possess potential weaknesses that desleseattention, are designated as special mention

Loans that are considered to be impaired are amdly@ determine whether a loss is possible and, ibsalculation is performed to detern
the possible loss amount. If it is determined thatloss amount is $0, no reserve is held agdiesasset. If a loss is calculated, then a sp
reserve for that asset is determined.

The following tables are a summary of the loanfpba quality indicators by portfolio segment an&u30, 2014 and December 31, 2013:

Commercial Credit Quality Indicators
At June 30, 201/ At December 31, 201.
Commercial Commercial Commercial Commercial
Real Estate Construction Business Real Estate Construction Business
(I'n thousands)

Originated loans

Pass $ 34769 $ 4570¢ $ 97,65« $ 304,46¢ $ 44,18 $  91,09:
Special mentiol 1,04t - 41¢% 237 - 43¢
Substandar 1,111 - 60C 1,115 - 64z
Doubtful - - - - - -
Loss - - - - - -

Total originated loans 349,84 45,70t 98,66¢ 305,82: 44,18" 92,17

Acquired loans

Pass 6,011 - 1,15¢ 9,58( 4,63¢ 1,80¢
Special mentiol - - 34z 24 161 252
Substandar 1,02t 85¢ 503 33t 2,50¢ 31¢€
Doubtful - - - - - -
Loss - - - - - -

Total acquired loans 7,03¢ 85¢ 2,00: 9,93¢ 7,30¢ 2,37¢

Total $ 356,888 $ 46,556 $ 100,67: $ 31576: $ 51,49 $ 94,54
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Residential and Consumer Credit Quality Indicators
At June 30, 201« At December 31, 201:
Residential Residential
Real Estate Home Equity Consumer Real Estate Home Equity Consumer
(I'n thousands)

Originated loans

Pass $ 163,64 $ 9,227 $ 417 $ 153,440 $ 9,447 $ 22F
Special mentiol 1,41¢ 172 - 2,431 17¢ -
Substandar: - - - - - -
Doubtful - - - - - -
Loss - - - - - -

Total originated loan 165,06( 9,39¢ 417 155,87 9,62¢ 22t

Acquired loans

Pass - 3,251 36E - 3,82¢ 46¢
Special mentiol - - - - - 143
Substandar: - - - - 46 -
Doubtful - - - - - -
Loss = s = s = &

Total acquired loan - 3,251 36& - 3,87 612

Total $ 165,06( $ 12,65¢ $ 782 $ 15587: $ 13,497 $ 837

Loan portfolio aging analysis

When a loan is 15 days past due, the Company déedsorrower a late notice. The Company also cosittee borrower by phone if t
delinquency is not corrected promptly after theaehas been sent. When the loan is 30 days pastitzi Company mails the borrower a I¢
reminding the borrower of the delinquency, andraftis to contact the borrower personally to deteentive reason for the delinquency
ensure the borrower understands the terms of #re lbnecessary, subsequent delinquency notieessued and the account will be monit
on a regular basis thereafter. By the 90th day adinduency, the Company will send the borrower raalfidemand for payment and n
recommend foreclosure. A summary report of all 80 days or more past due is provided to the boadirectors of the Company e
month. Loans greater than 90 days past due arealgneut on nonaccrual status. A nonaccrual IGarestored to accrual status when it i
longer delinquent and collectability of interestigsrincipal is no longer in doubt. A loan is coresied to be no longer delinquent when tin
payments are made for a period of at least six h®oftne year for loans providing for quarterly emsannual payments) by the borrowe
accordance with the contractual terms.
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The following tables set forth certain informatiatith respect to our loan portfolio delinquenciesgdnyrtfolio segment and amount as of .
30, 2014 and December 31, 2013:

As of June 30, 201«

Carrying
Amount > 90
31-60 Days 61-90 Days Greater Than Total Past Days and
Past Due Past Due 90 Days Due Current Accruing
(In thousands)
Originated Loan:
Real estate loan
Residential real esta $ 86C $ - % - % 86C $ 164,200 $ -
Commercial real esta 1,84¢ - 1,111 2,95¢ 346,89( -
Constructior - - - - 45,70¢ -
Home equity - - - - 9,39¢ -
Commercial busines - 244 - 244 98,42°¢ -
Consumer - 4 - 4 413 -
Total originated loans 2,70¢ 24¢€ 1,111 4,067 665,03: -
Acquired Loans
Real estate loan
Residential real esta - - - - - -
Commercial real esta - - 43¢ 43¢ 6,60( 43¢
Constructior - - 85¢ 85¢ - 85¢
Home equity - - - - 3,25] -
Commercial busines - - - - 2,00: -
Consumer - - - - 365 -
Total acquired loans - - 1,29¢ 1,29¢ 12,22¢ 1,294
Total loans $ 2,70¢ $ 24€ $ 2,408 $ 5361 $ 677,25 $ 1,29¢
As of December 31, 201
Carrying
Amount > 90
31-60 Days 61-90 Days Greater Than Total Past Days and
Past Due Past Due 90 Days Due Current Accruing
(I'n thousands)
Originated Loan:
Real estate loan
Residential real esta $ - % - % 1,00: $ 1,00 $ 15487 $ -
Commercial real esta - - - - 305,82: -
Constructior - - - - 44,18 -
Home equity - - - - 9,62¢ -
Commercial busines - - - - 92,17: -
Consumer - - - - 22F -
Total originated loans - - 1,00:¢ 1,00:¢ 606,90 s
Acquired Loans
Real estate loan
Residential real esta - - - - - -
Commercial real esta - - 797 797 9,14: 797
Constructior - - 2,50¢ 2,50¢ 4,80( 2,50¢
Home equity - - - - 3,87 -
Commercial busines - - 31E 31E 2,05¢ 31t
Consumer - - - - 612 -
Total acquired loans - - 3,62( 3,62( 20,48t 3,62(
Total loans $ - 9% - $ 4.62: $ 462: $ 627,38 $ 3,62(
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Loans on nonaccrual status

The following is a summary of nonaccrual loans bytfplio segment as of June 30, 2014 and Decembe2(BL 3:

June 30, December 31
2014 2013
(I'n thousands)
Residential real esta $ - $ 1,00z
Commercial real estate 1,117 -
Total $ 1,111 $ 1,00:

The amount of income that was contractually duenmttrecognized on originated nonaccrual loandedt&67 thousand, and $83 thous
respectively for the six months ended June 30, 2@hd 2013. The amount of income that was contadlgtwlue but not recognized
originated nonaccrual loans totaled $44 thousamd $60 thousand, respectively for the three moatftled June 30, 2014 and 2013. There
no and $8 thousand actual interest income recodminghese loans for the six months ended Jun2(@@, and 2013.

At June 30, 2014 and December 31, 2013, there meoommitments to lend additional funds to any &ar on nonaccrual status.

The preceding table excludes acquired loans tleabecounted for as purchased credit impaired It@ating $3.3 million and $6.2 millio
respectively at June 30, 2014 and December 31,.281¢h loans otherwise meet the Compardeéfinition of a nonperforming loan but
excluded because the loans are included in loais fgbat are considered performing. The discourtsngr from recording these loans at
value were due, in part, to credit quality. Thewrd loans are accounted for on either a poohdividual basis and the accretable yiel
being recognized as interest income over the fith®@loans based on expected cash flows.

Impaired loans

An impaired loan generally is one for which it ipable, based on current information, the Compaitiynot collect all the amounts due un
the contractual terms of the loan. Loans are inldigily evaluated for impairment. When the Compdagsifies a problem loan as impaire:
provides a specific valuation allowance for thattjpm of the asset that is deemed uncollectible.
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The following table summarizes impaired loans bytfoio segment as of June 30, 2014 and Decemhge2(RII3:

Carrying Unpaid Principal Associated
Amount Balance Allowance
December December December
June 30, 31, June 30, 31, June 30, 31,
2014 2013 2014 2013 2014 2013
(In thousands)
Originated
Impaired loans without a valuation allowan
Residential real esta $ 864 $ — $ 864 % — $ — $ —
Commercial real esta 2,15¢ — 2,161 — — —
Home equity 96 — 96 — — —
Commercial business 25E — 25E — — —
Total impaired loans without a valuation allowance $ 3,371 $ — $ 337 $ — $ — $ —
Impaired loans with a valuation allowan:
Residential real esta $ — $ 1861 $ — $ 188 $ — $ 73
Commercial real esta — 1,117 — 1,117 — 56
Home equity — 97 — 97 — 4
Commercial business 77€ 642 79C 642 23 12
Total impaired loans with a valuation allowance $ 77¢ $ 3,72  $ 79C $ 3,73¢ $ 23 $ 14E
Total originated impaired loans $ 4147 $ 3728 $ 4166 $ 3,73 $ 23 3 14£
Acquired
Impaired loans without a valuation allowan
Commercial business $ 242§  — $ 242 % — $ — $ —
Total impaired loans without a valuation allowance $ 24 $ — $ 245 $ — $ — $ —
Impaired loans with a valuation allowan:
Commercial business $ 29C % — $ 29C % — $ 1 3 —
Total impaired loans with a valuation allowance $ 29C $ — $ 29C % — $ 1 $ —
Total acquired impaired loans $ 53 $ — $ 53 % — $ 1 3 —

The following table summarizes the average reconegstment balance of impaired loans and inténestme recognized on impaired loan:
portfolio segment for the six months ended June€8@4 and 2013:

Average Recorded Investmen Interest Income Recognizec
Six months ended June 3( 2014 2013 2014 2013
(In thousands)
Originated
Impaired loans without a valuation allowan
Residential real esta $ 864 $ — $ 14 $ —
Commercial real esta 2,16¢ — — —
Home equity 96 — 1 _
Commercial business 25€ — 5 —
Total impaired loans without a valuation allowance $ 3,38( $ — $ 20 $ —
Impaired loans with a valuation allowan:
Residential real esta $ — $ 1,90z $ — $ 22
Commercial real esta — 191 — 6
Home equity — 24¢€ — 4
Commercial business 80€ 701 23 19
Total impaired loans with a valuation allowance $ 80€ $ 3,04( $ 23 51
Total originated impaired loans $ 4,18¢ $ 3,04¢( $ 43 $ 51
Acquired
Impaired loans without a valuation allowan
Commercial business $ 242 $ — $ 4 $ —
Total impaired loans without a valuation allowance  $ 243 $ — $ 4 $ —
Impaired loans with a valuation allowan:
Commercial business $ 29C $ — $ 12 $ —
Total impaired loans with a valuation allowance $ 29C $ — $ 12 $ —
Total acquired impaired loans $ 532 $ — $ 16 $ —
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Troubled debt restructurings (TDRS)

Modifications to a loan are considered to be alited debt restructuring when one or both of thofeihg conditions is met: 1) the borrowe
experiencing financial difficulties and/or 2) thedification constitutes a concession that is ndinia with market rates and/or terms. Modi
terms are dependent upon the financial position reeetls of the individual borrower. Trouble debtmegurings are classified as impai
loans.

If a performing loan is restructured into a TDRdtnains in performing status. If a nonperformingrias restructured into a TDR, it contin
to be carried in nonaccrual status. Nonaccruakiflaation may be removed if the borrower demonssaompliance with the modified ter
for a minimum of six months. Troubled debt restiwet! loans are reported as such for at least oaefy@n the date of restructuring. In ye
after the restructuring, troubled debt restructloaohs are removed from this classification if thstructuring agreement specifies a marke
of interest equal to that which would be providedtborrower with similar credit at the time oftresturing and the loan is not deemed t
impaired based on the modified terms.

The recorded investment in TDRs was $3.4 millioduate 30, 2014 and $1.6 million at December 313201

The following table presents loans whose terms wedified as TDRs during the periods presented:

Qutstanding Recorded Investmen

Number of Loans Pre-Modification Post+Modification
(Dollarsin thousands) 2014 2013 2014 2013 2014 2013
Three months ended June 3(
Commercial real esta 2 - 1,33¢ - 1,33¢ -
Commercial business 3 - 46€ - 46€ -
Total 5 - $ 1,79¢ $ - $ 1,80: $ =
Outstanding Recorded Investmen
Number of Loans Pre-Modification Post+Modification
(Dollarsin thousands) 2014 2013 2014 2013 2014 2013
Six months ended June 3(
Commercial real esta 2 - 1,33: - 1,33¢ -
Home equity - 1 - 97 - 97
Commercial business 3 - 46€ - 46€ -
Total 5 1 $ 1,79¢ $ 97 $ 1,80 $ 97

All TDRs at June 30, 2014 and December 31, 2012 werforming in compliance under their modifiedrierand therefore, were on acc
status.
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The following table provides information on how ihsawere modified as a TDR during the three anangirths ended June 30, 2014 and 2013

Three months Six months
Periods ended June 3C 2014 2013 2014 2013
(In thousands)
Maturity/amortization concessic $ 631 $ 97 $ 631 $ 97
Payment concession $ 1,171 $ 1,171
Total $ 1,80z $ 97 $ 1,80: $ 97

There was $1.1 million and no loans modified imaubled debt restructuring, for which there wasagrpent default during the three or
months ended June 31, 2014 and 2013, respectively.
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4. SHAREHOLDERS’ EQuUITY
Common stock

On May 15, 2014, the Company priced 2,702,703 comsfmares in its initial public offering (“IPO3t $18.00 per share, and on May 15, 2
Bankwell common shares began trading on the NaSdack Market. The Company issued a total of 2,7WR2,gdommon shares in its IF
which closed on May 20, 2014. The net proceeds fittenPO were approximately $44.7 million, afteddeting the underwriting discount
approximately $2.5 million and approximately $1.8lion of expenses.

Between 2007 and 2013, four private placementth®isale of common stock were completed for thegae of capitalizing the Company i
allowing for continued growth. The private placemefferings were in addition to the initial and eadary offerings completed in 2002 i
2007, respectively. A total of 3,429,623 sharesavissued and net proceeds of $47.8 million wereived in connection with these offerings.

Preferred stock

In 2011, the Company elected to participate inUtfe. Treasury’s Small Business Lending Fund Progt&BLF”"). The SBLF is a $30 billic
fund established under the Small Business JobfA2010 to encourage lending to small businessegrbyiding Tier 1 capital to qualifie
community banks with assets of less than $10 billithe SBLF is intended to expand the ability todléo small businesses, in order to |
stimulate the economy and promote job growth. Thasaction resulted in net capital proceeds toGbmpany of $5.9 million, of which
least 90% was invested in the Banks as Tier 1 @lapit

The Series C Preferred stock pays noncumulativelelids. The dividend rate on the Series C Prefestedk for the initial ten quartel
dividend periods, commencing with the period enSedtember 30, 2011 and ending with the period ebaegmber 31, 2013, was determi
each quarter based on the increase in the Bakalified Small Business Lending over a baselinewam The Company has paid dividenc
a rate of 1.0% since issuance. For the eleventttamiadividend payment through four and dmef years after its issuance, the dividend ra
the Series C Preferred Stock will be fixed at thie 1in effect at the end of the ninth quarterlyidéwnd period, which is 1.0%. In the sec
quarter of 2016, four and one-half years fromdtiance, the dividend rate will be fixed at 9.0%gaum.

The Series C Preferred Stock has no maturity daderanks senior to the Compasyommon stock with respect to the payment of et
and distributions and amounts payable upon ligiodatdissolution and winding up of the Company. eries C Preferred Stock is non
voting, other than voting rights on matters thatildoadversely affect the Series C Preferred Stackl is redeemable at any time by
Company, subject to the approval of its federalkiban regulator. The redemption price is the aggrediguidation preference of the SB
Preferred Stock plus accrued but unpaid dividemaks@o rata portion of any lending incentive fed. rBdemptions must be in an amour
least equal to 25% of the number of originally esshares of SBLF Preferred Stock, or 100% oftiba-utstanding shares if less than 25¢
the number of shares originally issued. In conoectiith the IPO, the U.S. Treasury exercised iggpback registration rights under the St
and the Series C Preferred Stock held by the U&ashiry was registered under the Securities At988, as amended.

Warrants

The initial and secondary offerings completed i®2@&nd 2007 each call for the issuance of UnitghBanit issued pursuant to these
offerings represented one share of common stockomednontransferable Warrant. The Warrants were exercisablany time from ar
including October 1, 2009 and prior to or on Novem®0, 2009, unless extended or accelerated byaaed of directors in their discretion. 1
board of directors has extended the exercise peado@ctober 1, 2014 through December 1, 2014. BaAthrant allows a holder
purchase .3221 shares of common stock at an ezqudie of $14.00 per share. None of the warraat® tbeen exercised as of June 30, -
Assuming that all of the Warrants issued are esgettiin full during the exercise period, the Compamuld receive $4.3 million in gro
capital and issue 304,640 shares of common stotttahof 945,789 units were sold generating guagstal of $17.2 million.
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Dividends

The Companys shareholders are entitled to dividends when fadedlared by the board of directors, out of fufedslly available. Connectic
law prohibits the Company from paying cash divideescept from its net profits, which are definedstate statutes.

The payment of dividends is subject to additioesttictions in connection with the SBLF preferréntk.

For the six months ended June 30, 2014 and 20&3;émpany declared and paid cash dividends onrpedfstock of $55 thousand. To d
the Company has not declared or paid dividend$soecommon stock, nor has it repurchased any a@bitsmon stock.

5. COMPREHENSIVE INCOME

Comprehensive income represents the sum of netmieand items of other comprehensive income or lasfjding net unrealized gains
losses on securities available for sale and neatsgar losses on derivatives accounted for as chsh liedges. The Comparsy’tota
comprehensive income or loss for the three andnwixths ended June 30, 2014 and 2013 is reportédeirConsolidated Statements
Comprehensive Income.

The following table presents the changes in accatedlother comprehensive income (loss) by componenof tax for the three and six

months ended June 30, 2014 and 2013:

Net Unrealized Gain
(Loss) on Available

Net Unrealized
Loss on Interest

for Sale Securities Rate Swap Total
(I'n thousands)
Balance at March 31, 20: $ 574 $ 53 $ 627
Other comprehensive income (loss) before reclassifins 115 (119 (4
Amounts reclassified from accumulated other
comprehensive income - - -
Net other comprehensive income (lo 11¢F (119 (4
Balance at June 30, 2014 $ 68 $ (66) $ 623
Net Unrealized Gain Net Unrealized
(Loss) on Available Loss on Interest
for Sale Securities Rate Swap Total
(I'n thousands)
Balance at December 31, 20 $ 424 % - % 424
Other comprehensive income (loss) before reclassifins 26& (66) 19¢
Amounts reclassified from accumulated other
comprehensive income - - -
Net other comprehensive income (la 26E (66) 19¢
Balance at June 30, 2014 $ 68 $ (66) $ 622
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Net Unrealized Gain
(Loss) on Available
for Sale Securities

(In thousands)

Balance at March 31, 20: $ 1,39t
Other comprehensive loss before reclassificat (839
Amounts reclassified from accumulated other comgmsive income -
Net other comprehensive lc (834)
Balance at June 30, 2013 $ 561

Net Unrealized Gain
(Loss) on Available
for Sale Securities

(In thousands)

Balance at December 31, 20 $ 1,511
Other comprehensive loss before reclassificat (950
Amounts reclassified from accumulated other comgmsive income -
Net other comprehensive lc (950)
Balance at June 30, 2013 $ 561

6. EARNINGS PER SHARE

Basic earnings per share (“EPS”) is computed bidalig income available to common shareholders eywikightedaverage number of sha
of common stock outstanding for the period. DiluEgeS reflects the potential dilution that could wrcif securities or other contracts to is
common stock (such as stock options) were exer@samnverted into common stock or resulted iniflsgance of common stock that t
shared in earnings. Unvested share-based paymemtiswwhich include the right to receive rfonfeitable dividends, are considerec
participate with common stock in undistributed é&ags for purposes of computing EPS.

The Companys unvested restricted stock awards are participegécurities, and therefore, are included in thepugation of both basic a
diluted earnings per common share. EPS is calailagéng the twazlass method, under which calculations (1) excliude the numerator a
dividends paid or owed on participating securii@sl any undistributed earnings considered to bbathble to participating securities and
exclude from the denominator the dilutive impacttaf participating securities.
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The following is a reconciliation of earnings aahille to common shareholders and basic weightedage common shares outstandir
diluted weighted average common shares outstandéfigcting the application of the two-class method

Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
(I'n thousands, except per share data)

Net income $ 1,227 % 1,46¢ $ 235 $ 2,48(
Preferred stock dividenc (27 (27 (55 (55
Dividends and undistributed earnings allocatedaitigipating

securities (27) (21) (60) (37)
Net income available to common shareholc $ 1,172 $ 1,42 $ 223 $ 2,38¢
Weighted average shares outstanding, t 5,02: 3,32 4,39¢ 3,23¢
Effect of dilutive equity-based awards 22 75 28 62
Weighted average shares outstanding, diluted 5,04¢ 3,40: 4,42¢ 3,30(
Net earnings per common sha

Basic earnings per common sh $ 0.2 $ 04: $ 051 $ 0.7¢

Diluted earnings per common shi 0.2: 0.4z 0.51 0.72

7. REGULATORY MATTERS

The Bank and Company are subject to various regylatapital requirements administered by federa state banking agencies. Failur
meet minimum capital requirements can initiate aartmandatory — and possibly additional discretigna actions by regulators that,
undertaken, could have a direct material effecthrenCompanys consolidated financial statements. Under capiialquacy guidelines and
regulatory framework for prompt corrective actidthe Bank must meet specific capital guidelines thablve quantitative measures of
assets, liabilities, and certain off-balarsteeet items as calculated under regulatory acamyptiactices. The capital amounts and classifin
are also subject to qualitative judgments by tlyell@ors about components, risk weightings, anerdiictors.

Quantitative measures established by regulaticensure capital adequacy require the Bank and Coynmgamaintain minimum amounts €
ratios of total and Tier | capital to riskeighted assets and of Tier | capital to averagetasas defined by regulation. Management belje
of June 30, 2014, the Bank and Company meet aitata@alequacy requirements to which they are stibfes of June 30, 2014, the Bank \
well capitalized under the regulatory framework fwompt corrective action, as shown in the follogvethedules. There are no condition
events since then that management believes hangetidhis category.
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The capital amounts and ratios for the Bank and ffizom at June 30, 2014 and December 31, 2013, wdmlaws:

(Dollarsin thousands)
Bankwell Bank
June 30, 201
Total Capital to Ris-Weighted Asset
Tier | Capital to Ris-Weighted Asset
Tier | Capital to Average Asse
Bankwell Financial Group, In
June 30, 201
Total Capital to Ris-Weighted Asset
Tier | Capital to Ris-Weighted Asset
Tier | Capital to Average Asse

(Dollarsin thousands)
Bankwell Bank
December 31, 201
Total Capital to Ris-Weighted Asset
Tier | Capital to Ris-Weighted Asset
Tier | Capital to Average Asse
Bankwell Financial Group, Inc
December 31, 201
Total Capital to Ris-Weighted Asset
Tier | Capital to Ris-Weighted Asset
Tier | Capital to Average Asse

Restrictions on dividends

To be Well
Capitalized Under

For Capital Prompt Corrective
Actual Capital Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
$ 110,33t 16.4¢% 53,55¢ 8.0(% 66,94¢ 10.0(%
101,95¢ 15.2% 26,77¢ 4.0(% 40,16¢ 6.0(%
101,95¢ 12.4%% 32,64( 4.0(% 40,80( 5.00(%
$ 124,55: 18.4&% 53,91¢ 8.0(% N/A N/A
116,12( 17.2% 26,95¢ 4.0(% N/A N/A
116,12( 13.7% 33,73¢ 4.0(% N/A N/A
To be Well
Capitalized Under
For Capital Prompt Corrective
Actual Capital Adequacy Purpose: Action Provisions
Amount Ratio Amount Ratio Amount Ratio
$ 66,67 10.7% 49,68: 8.0(% 62,10: 10.0(%
58,90¢ 9.4% 24,84 4.0(% 37,26: 6.0(%
58,90¢ 7.91% 29,77 4.0(% 37,21t 5.00(%
$ 76,53 12.32% 49,68 8.0(% N/A N/A
68,76¢ 11.0% 24,84 4.0(% N/A N/A
68,76¢ 9.15% 30,06¢ 4.0(% N/A N/A

The ability of the Company to pay dividends depeimgpart, on the ability of the Bank to pay diviis to the Company. In accordance
State of Connecticut Banking Rules and Regulatioempilatory approval is required to pay dividendgxcess of the Bark’earnings retain
in the current year plus retained earnings frompifexious two years. The Bank is also prohibitexfipaying dividends that would reduce
capital ratios below minimum regulatory requirensent
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8. Srtock-BASED COMPENSATION
Equity award plans

The Company has five equity award plans, whichcatkectively referred to as the “PlanThe current plan under which any future issuané
equity awards will be made is the 2012 BNC Finan@i@up, Inc. Stock Plan, or the “2012 Plaarhended on June 26, 2013. All equity aw
made under the 2012 Plan are made by means of @l agreement, which contains the specific ternsiscamditions of the grant. To date,
equity awards have been in the form of share ogtimnrestricted stock. At June 30, 2014, there wiel® 125 shares reserved for fu
issuance under the 2012 Plan.

Share OptionsThe Company accounts for stock options based ofathgalue at the date of grant oute vesting period of such awards ¢
straight line basis. For the six months ended 3&014 and 2013, the Company recorded expersedeab options granted under the var
plans of approximately $16 thousand and $41 thaljg@spectively.

There were no options granted during the six moetited June 30, 2014.

A summary of the status of outstanding stock opstias of and for the six months ended June 30, Bdresented below:

Six Months Ended
June 30, 201¢

Weighted

Number Average

of Exercise

Shares Price

Options outstanding at beginning of per 208,56¢ $ 16.6
Granted - -
Forfeited (4,270 18.3:
Exercisec (20,309 10.15
Expired (480 10.0(
Options outstanding at end of period 183,51: 17.3%
Options exercisable at end of period 172,15 17.51
Weightec-average fair value of options granted during theopk N/A

Intrinsic value is the amount by which the fairualof the underlying stock exceeds the exerciseef an option on the exercise date.
total intrinsic value of share options exercisedrythe six months ended June 30, 2014 was $2uEHnd.

Restricted StockRestricted stock provides grantees with rightshares of common stock upaompletion of a service period and cer
performance goals. Shares of unvested restrictaxdk sire considered participating securities. Retstli stock awards generally vest over ot
five years.
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The following table presents the activity for ragtrd stock for the six months ended June 30, 2014:

Six Months Ended
June 30, 201«

Weighted

Number Average

of Grant Date

Shares Fair Value
Unvested at beginning of perit 122,14 $ 15.9¢
Granted - -
Vested (4,900 14.8(
Forfeited (5,916 16.57
Unvested at end of period 111,32 16.0C

The Company'’s restricted stock expense for thensirths ended June 30, 2014 and 2013 was $264 titbasa $95 thousand, respectively.
9. D ERIVATIVE | NSTRUMENTS

The Company entered into a derivative transactidfebruary, 2014. Information about derivativermstents at June 30, 2014 was as follows

Notional Fair
(Dollarsin thousands) Amount Maturity Received Paid Value
Cash flow hedge:
Interest rate swap on FHLB advar $25,000 4.7 years 0.23% 1.62% $(108)

The effective portion of unrealized changes inftievalue of derivatives accounted for as castvfleedges is reported in other compreher
income and subsequently reclassified to earninglsarsame period or periods during which the hedgestasted transaction affects earni
The Bank assesses the effectiveness of each hedgatgpnship by comparing the changes in cashdlofvthe derivative hedging instrum
with the changes in cash flows of the designatedgée item or transaction. The ineffective portidnchanges in the fair value of 1
derivatives is recognized directly in earnings.

The Banks cash flow hedge positions are all forward stgriiMierest rate swap transactions. As of FebruaB0&4 the Bank entered into
following forward starting interest rate swap tractions:

Notional Effective Date of Duration of
(Dollarsin thousands) Amount Hedged Borrowing Borrowing Counterparty
Type of borrowing:
FHLB 9C-day advanci $25,000 April 1, 2014 4.7 years Bank of Montrea

This hedge strategy converts the LIBOR based rfatgerest on certain FHLB advances to fixed ins¢rates, thereby protecting the Bank f
floating interest rate variability.
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Changes in the consolidated statements of compsalesimcome related to interest rate derivativesgiated as hedges of cash flows were as
follows for the three and six months ended June6@4:

Three Months Ended Six Months Ended
(I'n thousands) June 30, 201+ June 30, 201+
Interest rate swap on FHLB advance
Unrealized loss recognized in accumulated othemeehensive incom $ (19%) $ (20¢)
Income tax benefit on items recognized in accunedl@ther comprehensive incom 76 42
Other comprehensive loss $ (119) $ (66)
Interest expense recognized on hedged FHLB advance $ 88 $ 88

10. FAIR VALUE OF FINANCIAL INSTRUMENTS

GAAP requires disclosure of fair value informatiabout financial instruments, whether or not recpgdiin the statements of condition,
which it is practicable to estimate that value.chses where quoted market prices are not availtbteyalues are based on estimates L
present value or other valuation techniques. Theseniques are significantly affected by the asdionp used, including the discount rates
estimates of future cash flows. In that regard,dbaved fair value estimates cannot be substaatiny comparisons to independent mai
and, in many cases, could not be realized in imatediettlement of the instrument.

Management uses its best judgment in estimatindaih@alue of the Compang’financial instruments; however, there are inhenesaknesst
in any estimation technique. Therefore, for sulitdliy all financial instruments, the fair valuetiesates presented herein are not neces:
indicative of the amounts the Company could haadized in a sales transaction at either June 304 20 December 31, 2013. The estim
fair value amounts have been measured as of tipeagtge periodends, and have not been reevaluated or updatedufposes of the
consolidated financial statements subsequent teethrespective dates. As such, the estimated fdiresaof these financial instrume
subsequent to the respective reporting dates maffieeent than the amounts reported at each periat]
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The carrying values, fair values and placemenhénfair value hierarchy of the Company’s finanaistruments at June 30, 2014 and

December 31, 2013 were as follows:

Financial Assets
Cash and due from ban
Available for sale securitie
Held to maturity securitie
Loans held for sal
Loans receivable, ni
Accrued interest receivab
FHLB stock

Financial Liabilities:
Demand deposil
NOW and money mark
Savings
Time deposit:
Advances from the FHLI
Derivative liability

Financial Assets
Cash and due from ban
Available for sale securitie
Held to maturity securitie
Loans held for sal
Loans receivable, ni
Accrued interest receivab
FHLB stock

Financial Liabilities:
Demand deposil
NOW and money mark
Savings
Time deposit:
Advances from the FHLI

June 30, 201«

Carrying Fair
Value Value Level 1 Level 2 Level 3
(I'n thousands)
$ 130,53 $ 130,53 $ 130,53 $ - -
49,11« 49,11+ - 49,11+ -
13,74 13,79( - 13,79( -
32t 32t - 32t -
671,50( 675,15« - - 675,15:
2,46¢ 2,46¢ - - 2,46¢
4,83¢ 4,83¢ - - 4,83¢
146,59¢ 146,59¢ - - 146,59¢
233,65¢ 233,65¢ - - 233,65!¢
89,91« 89,91 - - 89,91
260,01 261,41 - - 261,41
47,00( 46,94¢ - - 46,94¢
10¢€ 10¢€ - 10¢€ -
December 31, 201
Carrying Fair
Value Value Level 1 Level 2 Level 3
(I'n thousands)
$ 82,011 $ 82,01: $ 82,01: $ - -
28,59; 28,59 - 28,59 -
13,81¢ 13,81t - 13,81t -
10C 10C - 10C -
621,83( 623,87t - - 623,87t
2,36( 2,36( - - 2,36(
4,83¢ 4,83¢ - - 4,83¢
118,61 118,61 - - 118,61
238,23: 238,23: - - 238,23.
107,69: 107,69: - - 107,69:
197,00 197,76: - - 197,76:.
44,00( 43,90: - - 43,90:

The following methods and assumptions were usetidryagement in estimating the fair value of itsriicial instruments:

Cash and due from banks and accrued interest rab&#vThe carrying amount is a reasonable estimate p{/édile.
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Investment securitiegair values are based on quoted market pricesaleidquotes, if available. H quoted market price is not availa
fair value is estimated using quoted market prioesimilar securities.

FHLB stock:The carrying value of FHLB stock approximates failue based on the most recent redemption prowsibthe FHLB.
Loans held for saleThe fair value is based upon prevailing marketgsic

Loans receivable For variable rate loans which reprice frequemthd have no significant changedredit risk, fair values are based
carrying values. The fair value of fixed rate loare estimated by discounting the future cash flogisg the year end rates at wt
similar loans would be made to borrowers with sémdredit ratings and for the same remaining miggsri

Derivative asset (liability):The valuation of the Company’s interest rate swapltained from a thirgarty pricing service and
determined using a discounted cash flow analysitherexpected cash flows of each derivative. Theng analysis is based on observi
inputs for the contractual terms of the derivatjiasluding the period to maturity and intereseratirves.

Deposits: The fair value of demand deposits, regular savangs certain money market depositghie amount payable on demand ai
reporting date. The fair value of certificates efpdsit and other time deposits is estimated usidg@unted cash flow calculation t
applies interest rates currently being offereddeposits of similar remaining maturities to a scheaf aggregated expected maturitie
such deposits.

Advances from the FHLBEhe fair value of the advances is estimated usidgeounted cash flowalculation that applies current FH
interest rates for advances of similar maturita chedule of maturities of such advances.

11. FAIR VALUE MEASUREMENTS

The Company is required to account for certaintassed liabilities at fair value on a recurringmem+ecurring basis. As discussed in Not
the Company determines fair value in accordanch GWAP, which defines fair value and establishédeamework for measuring fair valt
Fair value is defined as the exchange price thatldvbe received for an asset or paid to transiébdity (exit price) in the principal or mc
advantageous market for the asset or liabilityriroederly transaction between market participantshe measurement date. GAAP establi
a fair value hierarchy which requires an entityntaximize the use of observable inputs and minintieeuse of unobservable inputs w
measuring fair value. The standard describes tereds of inputs that may be used to measure Hires:

Level 1 — Quoted prices (unadjusted) for identasdets or liabilities in active markets thta entity has the ability to acc
as of the measurement de

Level 2 — Significant other observable inputs ottiean Level 1 prices such as quoted prices forlaimaiss ets or liabilities
quoted prices in markets that are not active; bewoinputs that are observable or can be corroboitay observab
market data

Level 3 — Significant unobservable inputs that eefla compang own assumptions about the assumptions that n
participants would use in pricing an asset or lighi

Valuation techniques based on unobservable inpathighly subjective and require judgments regaydiignificant matters such as the am
and timing of future cash flows and the selectidérdiscount rates that may appropriately reflect kmtirand credit risks. Changes in tt
judgments often have a material impact on thevaiue estimates. In addition, since these estimatess of a specific point in time they
susceptible to material near-term changes.
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Financial instruments measured at fair value on a&curring basis

The following tables detail the financial instrunercarried at fair value on a recurring basis aeJ80, 2014 and December 31, 2013,
indicates the fair value hierarchy of the valuatiechniques utilized by the Company to determimef#ir value. The Company had no trans
into or out of Levels 1, 2 or 3 during the six munended June 30, 2014 and the year ended Dec8mliz013.

Fair Value
Level 1 Level 2 Level 3
(I'n thousands)

June 30, 2014
Available-for-sale investment securitie

U.S. Government and agency obligatis $ - $ 19,31 $ =
State agency and municipal obligatic - 15,11¢ -
Corporate bond - 13,66 -
Mortgage backed securiti - 1,01t -
Derivative liability - (20¢) -

December 31, 2013
Available-for-sale investment securitie

U.S. Government and agency obligatit $ - $ 568t $ =
State agency and municipal obligatic - 12,13: -
Corporate bond - 9,56¢ -
Mortgage backed securiti - 1,211 -

Available for sale investment securit: The fair value of the Company’s investment sdmsgiareestimated by using pricing models or qut
prices of securities with similar characteristice.(matrix pricing) and are classified within Lé&weof the valuation hierarchy.

Derivative liability: The Company’s derivative liability is an intereate swap, initiated in February 2014 as part ofagament strategy t
manage interest rate risk. The valuation of the @amy’'s interest rate swap is obtained from a thady pricing service and is determil
using a discounted cash flow analysis on the ergecash flows of each derivative. The pricing asialys based on observable inputs fol
contractual terms of the derivatives, including flegiod to maturity and interest rate curves. Then@any has determined that the majorit
the inputs used to value its interest rate defreatiall within Level 2 of the fair value hierarchy

Financial instruments measured at fair value on a anrecurring basis
Certain assets are measured at fair value on agumring basis in accordance with GAAP. Theseuidelassets that are measured at the-low

of-cost-ormarket that were recognized at fair value belovt abshe end of the period as well as assets tieat@ measured at fair value or
ongoing basis but are subject to fair value adjestsiin certain circumstances, such as when thereidence of impairment.
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The following table details the financial instruntearried at fair value on a nonrecurring basiduate 30, 2014 and December 31, 2013
indicates the fair value hierarchy of the valuatiechniques utilized by the Company to determiref#ir value:

Fair Value
Level 1 Level 2 Level 3
(In thousands)

June 30, 2014
Impaired loan: $ - $ - $ 4,68(
Foreclosed real esta - - 82¢

December 31, 2013
Impaired loan: $ - $ - % 3,72¢
Foreclosed real esta - - 82¢

The following table presents information about gitative inputs and assumptions for Level 3 finah@hstruments carried at fair value ¢
nonrecurring basis at June 30, 2014 and Decembh&03B:

Fair Valuation Unobservable Range
(Dollarsin thousands) Value Methodology Input (Weighted Average)
June 30, 2014
Impaired loan: $ 4,68( Appraisals Discount for dated apprais: 8.0%- 28.0%
Discounted cash flow Discount rate 3.25%- 7.00%
Foreclosed real ests $ 82¢ Appraisals Discount for dated appraise 29.4% to 46.0Y
December 31, 2013
Impaired loan: $ 3,72: Appraisals Discount for dated appraise 3.5% to 5.0%
Discounted cash flow Discount rate 1.9%
Foreclosed real ests $ 82¢ Appraisals Discount for dated appraise 29.4% to 46.0Y

Impaired loans.Loans are generally not recorded at fair value oecarring basis. Periodically, tf@ompany records nonrecurring adjustm
to the carrying value of loans based on fair vaheasurements for partial chargis of the uncollectible portions of those loaN®nrecurring
adjustments also include certain impairment amodats collateral-dependent loans calculated in agaoce with ASC 3100 whet
establishing the allowance for credit losses. Sardbunts are generally based on the fair valueettiderlying collateral supporting the Ic
Collateral is typically valued using appraisalsadher indications of value based on recent comparassles of similar properties or ot
assumptions. Estimates of fair value based onteotlbare generally based on assumptions not ahiskerin the marketplace and therefore
valuations have been classified as Level 3. FosdHoans where the primary source of repaymenass dlow from operations, adjustme
include impairment amounts calculated based opéneeived collectability of interest payments o basis of a discounted cash flow ana
utilizing a discount rate equivalent to the oridinate rate.

Foreclosed real estatéThe Company classifies property acquired througbdiosure or acceptance of deediéw of foreclosure as foreclos
real estate and repossessed assets in its finataiaments. Upon foreclosure, the property segutlia loan is written down to fair value |
selling costs. The writdown is based upon differences between the apgraisiee and the book value. Appraisals are basedbservabl
market data such as comparable sales, however pgsummade in determining comparability are unolegle and therefore these asset:
classified as Level 3 within the valuation hierarch
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12. MERGERS AND ACQUISITIONS

On November 5, 2013, the Company acquired all efathitstanding common shares of The Wilton Bank ([{twi"). This business combinati
expanded the Ban& presence in Fairfield County and enhanced oppitiea for businesses, customer relationships, eyegls and tt
communities served by the Bank.

On the acquisition date, Wilton had 372,985 outhitagn common shares, net of 108,260 shares of trgasock, and shareholdersguity o
$6.3 million. Wilton shareholders received $13.80 ghare resulting in a consideration value of $&ilon.

The assets and liabilities in the Wilton acquisitiwere recorded at their fair value based on managés best estimate using informat
available at the date of acquisition. Consideragiaid and fair values of Wiltos’assets acquired and liabilities assumed are stizgddn the
following tables:

Consideration paid: (In thousands) Amount

Cash consideration paid to Wilton shareholders $ 5,03¢

Recognized amounts of identifiable assets acquire Fair Value As Recorded

and (liabilities) assumed:(In thousands) As Acquired Adjustments at Acquisition
Cash $ 3591¢ $ - 9% 35,91¢
Held to maturity investments securit 1,022 - 1,022
Loans 27,09° (2,009a 25,08¢
Premises and equipme 4,30: - 4,30:
Other real estate ownt 1,89¢ (450)b 1,44t
Core deposit intangible - 49¢c 49¢
Deferred tax assets, r - 1,99d 1,99
Other asset 587 - 587
Deposits (64,14%) (12)e (64,157
Other liabilities (33€) - (33€)
Total identifiable net assets $ 6,342 $ 26 $ 6,36¢
Gain on purchase $ (1,339

Explanation of fair value adjustments:

a) The adjustment represents the write down of thekh@bue of loans to their estimated fair value loasa current interest rates
expected cash flows, which includes an estimatxpécted loan loss inherent in the portfc

b) The adjustment represents the write down of thekhadue of foreclosed real estate to their estiohdéer value based on curr
appraisals

c) Represents the economic value of the acquired depesit base (total deposits less jumbo time deg)odihe core deposit intangi
will be amortized over an estimated life of 9.3 ngelased on the double declining balance methagnafrtization.

d) Represents net deferred tax assets resulting frenfair value adjustments related to the acquikstta and liabilities, identifiak
intangibles and other purchase accounting adjussr

e) The adjustment represents the fair value of timeodits, which were valued at a premium of 0.11%hay bore slightly higher rat
than the prevailing marke

Except for collateral dependent loans with detatied credit quality, the fair values for loans drepifrom Wilton were estimated using ¢
flow projections based on the remaining maturity agpricing terms. Cash flows were adjusted byresting future credit losses and the rat
prepayments. Projected monthly cash flows were tfisoounted to present value using a aslusted market rate for similar loans.

collateral dependent loans with deteriorated crgaidlity, to estimate the fair value, the Companglgzed the value of the underlying collat
of the loans, assuming the fair values of the loaai®e derived from the eventual sale of the calidte
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Those values were discounted using market derigtss of return, with consideration given to theiqubof time and costs associated with
foreclosure and disposition of the collateral. Eheas no carryover of Wiltos’allowance for credit losses associated with daad that we
acquired as the loans were initially recorded atalue.

Information about the acquired loan portfolio sabje purchased credit impaired accounting guidgA&C 31030) as of November 5, 20
was as follows:

November 5,
(I'n thousands) 2013
Contractually required principal and interest ajlasition $ 14,52¢
Contractual cash flows not expected to be colle@tedaccretable discount) (1,417)
Expected cash flows at acquisiti 13,11¢
Interest component of expected cash flows (acdestdibcount) (1,519
Fair value of acquired loans $ 11,60

Pending

On March 31, 2014, the Company entered into a meageeement with Quinnipiac Bank & Trust Compan@fnnipiac”),located in Ne\
Haven County, Connecticut. Quinnipiac has one brdocated in Hamden, Connecticut, and a seconcchramthe neighboring town of Noi
Haven. At June 30, 2014, Quinnipiac had approxitp&i#l5 million in assets, $98 million in depositsd loans of $90 million.

Total consideration for the acquisition is expediede comprised of our common stock (75%) and ¢aSPo). The total consideration to
paid to Quinnipiac shareholders, based on therdogriice of a share of our common stock on the ®@Uldetin Board, or OTCBB, on Mart
31, 2014, is approximately $15 million. Pursuantit® merger agreement, each outstanding shareinhiQiac will be converted at the elect
of the holder into the right to receive 0.56 sharesur common stock, or $12.00 in cash, subjegtrtorata adjustments to meet the propo
of stock and cash consideration described abovest&uling options to purchase Quinnipiac sharésling 109,000 as of March 31, 2014,
be exchanged for options in our common stock ae§ufr the 0.56 fixed exchange ratio. The exerpisee per share of our common st
under the new option shall be equal to the exeqmig® per share of Quinnipiac common stock suliig¢he Quinnipiac stock option divid
by the 0.56 fixed exchange ratio. Outstanding wasréheld by founders of Quinnipiac, totaling 12258s of June 30, 2014, will
automatically converted into a warrant to purch@sg6 shares of our common stock for $17.86. Upomsemmation of the transacti
Quinnipiac will be merged into Bankwell Bank.

The transaction is expected to close in the fogutharter of 2014, subject to the requisite apprafahe shareholders of Quinnipiac, requ

regulatory approvals, and satisfaction of othertamsary closing conditions. Upon effectiveness af therger, change in control paym
totaling $631,466 are expected to be paid.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

This section presents managemergerspective on our financial condition and resudf operations. The following discussion and asig
should be read in conjunction with the unauditetgriim consolidated financial statements and relatetes contained elsewhere in this re
on Form 10Q. To the extent that this discussion describesr rérformance, the descriptions relate only to pleeiods listed, which may not
indicative of future financial outcomes. In additito historical information, this discussion comtsiforwardiooking statements that invo
risks, uncertainties and assumptions that couldseanesults to differ materially from managemsmxpectations. Factors that could cause
differences are discussed in Company’s Registrafitatement on Form B{iled for the year ended December 31, 2013 insteions title
“Cautionary Note Regarding Forward-Looking Staterrs8rand “Risk Factors” We assume no obligation tpdate any of these forward-
looking statements.

General

Bankwell Financial Group, Inc. is a bank holdingmpany headquartered in New Canaan, Connecticubugtrour wholly owned subsidia
Bankwell Bank, or the Bank, we serve small and mm@diized businesses and retail customers in greatdieleh County, Connecticut. W
have a history of building lontgrm customer relationships and attracting newoensts through what we believe is our strong cust@agrice
and our ability to deliver a diverse product offeyi

The following discussion and analysis presentsresults of operations and financial condition ocoasolidated basis. However, becaus:
conduct all of our material business operationsugh the Bank, the discussion and analysis relatestivities primarily conducted at 1
Bank.

As a bank holding company, we generate most ofreuenue from interest on loans and investmentsfeatased revenues. Our prim
source of funding for our loans is deposits. Ougéat expenses are interest on these depositsatartes and related employee benefits.
measure our performance primarily through our ntrest margin, efficiency ratio, ratio of allowanr loan losses to total loans, returr
average assets and return on average equity, aotbeg metrics, while maintaining appropriate retpia leverage and riskased capit
ratios.

Critical Accounting Policies and Estimates

The discussion and analysis of our results of djgersiand financial condition are based on our cbaated financial statements, which h
been prepared in accordance with GAAP and with géngractices within the financial services indystThe preparation of financ
statements in conformity with GAAP requires us take significant estimates and assumptions thattaffee reported amounts of ass
liabilities, revenues and expenses. Actual reszdtdd differ from our current estimates, as a resfichanging conditions and future eve
The current economic environment has increasedebese of uncertainty inherent in these signifieatimates.

We believe that accounting estimates for the allmeafor loan losses, fair values of securities deférred taxes are particularly critical .
susceptible to significant near-term change. Tlaeseunting estimates are discussed further in tmapganys Registration Statement on Fc
S-1 filed for the year ended December 31, 201Bénsection “Critical Accounting Policies and Esttesd under ManagemestDiscussion ar
Analysis of Financial Condition and Results of Cyteems.

Executive Overview

We are focused on becoming the “Hometovaahk and the banking provider of choice in our higittractive market area, and to serve
locally based alternative to our larger competit@ve aim to do this through:

« Responsive, customeentric products and services and a community f
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« Strategic acquisition
« Utilization of efficient and scalable infrastruotgianc
« Disciplined focus on risk manageme

During 2014 we entered into a merger agreementcanepleted an initial public offering, or IPO, fdne sale of 2,702,703 shares of
common stock.

On March 31, 2014, we entered into a merger agreemih Quinnipiac Bank & Trust Company, or Quiniaip, located in New Haw
County, Connecticut. Quinnipiac has one branchtégt&n Hamden, Connecticut and a second brancheldéa the neighboring town of No
Haven, Connecticut. At June 30, 2014, Quinnipiad &pproximately $115 million in assets, $98 milliondeposits and loans of $90 milli
Upon consummation of the transaction, Quinnipialt lvé merged into Bankwell Bank. The transactiomypected to close in the fourth qua
of 2014, subject to the requisite approval of tharsholders of Quinnipiac, required regulatory appls, and satisfaction of other custon
closing conditions.

On May 15, 2014, Bankwell Financial Group, Inc.ced 2,702,703 common shares in its IPO at $18.0Glp&re, and on May 15, 20
Bankwell common shares began trading on the NaSt#ack Market. The net proceeds from the IPO wepr@agpmately $44.7 million, afti
deducting the underwriting discount of approximat$R.5 million and approximately $1.3 million of genses. We intend to use the
proceeds for general corporate purposes, whichintyde maintaining liquidity at the holding compamproviding equity capital to the Ba
to fund balance sheet growth or working capitaldseeour working capital needs, and funding acqoisét of branches, whole financ
institutions and related lines of businesses iaround our existing market that further our objesdi

Earnings Overview

Net income available to common shareholders wa2 #iillion, or $0.23 per diluted share, and $1.4lion|, or $0.42 per diluted sha
respectively, for the three months ended June @04 2nd 2013. Returns on average equity and avessgts for the three months ended
30, 2014 were 5.46% and 0.58%, respectively, coetptr 9.71% and 0.90%, respectively, for the saemog@ in 2013.

Net income available to common shareholders wag $illion, or $0.51 per diluted share, and $2.4lionl, or $0.72 per diluted sha
respectively, for the six months ended June 304201d 2013. Returns on average equity and avessgdsafor the six months ended June
2014 were 5.93% and 0.59%, respectively, compar&d34% and 0.80%, respectively, for the same gen®013.

For the three months ended June 30, 2014, we hadterest income of $7.1 million, an increase 0f%million, or 14%, over the three mor
ended June 30, 2013. Our net interest margin (fabgpble equivalent basis) for the three month&dridine 30, 2014 and 2013 was 3.68%
3.97%, respectively. We experienced a decline imnmn-interest income, which totaled $682 thousand fer ttiree months ended June
2014 representing 9% of our total revenue, dowmf&i.5 million, or 20% of total revenue, for theeth months ended June 30, 2013.
decline in our nonnterest income was driven by a reduction of gaind fees from sales of loans of $544 thousand amet gain on sale
available for sale securities recognized in 2018628 thousand.

For the six months ended June 30, 2014, we hauhteeést income of $14.3 million, an increase of0$aillion, or 15.9%, over the six mon
ended June 30, 2013. Our net interest margin (fabable equivalent basis) for the six months entiete 30, 2014 and 2013 was 3.82%
4.03%, respectively. We experienced a decline innmm-interest income, which totaled $1.5 million for thi& months ended June 30, 2
representing 9.2% of our total revenue, down frdn8$nillion, or 13% of total revenue, for the siomths ended June 30, 2013. The declii
our noninterest income was driven by a reduction of gaind fees from sales of loans of $123 thousand aret gain on sale of available
sale securities recognized in 2013 of $648 thousand

43




Table of Content

Results of Operations
Net | nterest Income

Net interest income is the difference between @geearned on loans and securities and interedtgpadeposits and other borrowings, ar
the primary source of our operating income. Negriegt income is affected by the level of interagts, changes in interest rates and chan
the amount and composition of interest-earningtassed interesbearing liabilities. Included in interest income aertain loan fees, such
deferred origination fees and late charges. THeviahg tables and discussion present net interesime on a fully taxable equivalent, or F
basis, by adjusting income and yields on tax-exelmgts and securities to be comparable to taxal@asl and securities. We convert tax
exempt income to a FTE basis using the statutatgréd income tax rate adjusted for applicable stateme taxes net of the related federa
benefit. The average balances are principally dailsrages and, for loans, only include performoank. Average balances of nperforming
loans for the six months ended June 30, 2014 ahd #faling $1.1 million and $1.0 million, respeetly, have been excluded. Interest inc
on loans includes the effect of deferred loan s costs accounted for as yield adjustments, des dot include interest on loans for wi
we have ceased to accrue interest. Premium amtaotizand discount accretion are included in theeetve interest income and intel
expense amounts.

FTE net interest income for the three months erlee: 30, 2014 and 2013 was $7.3 million and $6IBomi respectively. FTE net inter
income for the six months ended June 30, 2014 848 %vas $14.5 million and $12.5 million, respediiv©ur net interest margin declined
basis points to 3.68% for the three months ended 30, 2014, compared to the same period in 20&3pdmarily to the effects of the I
interest rate environment and an increase in cashfed funds sold as a result of the capital raisech the IPO. Our net interest mar
declined 21 basis points to 3.82% for the six merhded June 30, 2014, compared to the same perftl3 due primarily to the effects
the low interest rate environment and an increaseash and fed funds sold as a result of the dagitsed from the IPO. While we he
experienced significant growth in average loan s, in the current low interest rate environmeratket yields on new loan originations
below the average yield of our existing loan pditfoDue to the combined effect of new loan growatid the runoff of higher yielding lo
balances, we anticipate that interest rates oh ¢atraing assets will continue to decline. The iotp this trend is likely to exceed the ber
to be realized in reduced funding costs, resultingpodestly lower net interest margin results ia tiear term.

FTE basis interest income for the three months @ddee 30, 2014 increased by $1.2 million, or 1@%8.2 million, compared to FTE be
interest income for the three months ended Jun@@D3 due primarily to loan growth in our commercial estate and commercial busir
portfolios. Average interegtarning assets were $789.0 million for the threatmended June 30, 2014, up by $151.0 million ftbensam
period in 2013. The average balance of total loao®ased $81.1 million, or 14%, contributing $iniiion to the increase in interest incol
Commercial real estate and commercial businessdwearage balances grew by $26.3 million and $35lkbm respectively.

FTE basis interest income for the six months entlete 30, 2014 increased by $2.4 million, or 17%%16.1 million, compared to FTE be
interest income for the six months ended June 803 2lue primarily to loan growth in our commerdaiedl estate and commercial busit
portfolios. Average interegarning assets were $760.1 million for the six msrgnded June 30, 2014, up by $143.0 million frbom sam
period in 2013. The average balance of total loao®ased $97.7 million, or 18%, contributing $tillion to the increase in interest incot
Commercial real estate and commercial businessdwearage balances grew by $35.5 million and $35l18om respectively.

Interest expense for the three months ended Juriz02@, increased by $245 thousand, or 38%, cordparmterest expense for the three
months ended June 30, 2013 due to a $102.1 mifinease in the average balances of interest-tipbaipilities.
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Average balances of total funding liabilities ftwetthree months ended June 30, 2014, increased 48.45million, or 25%, from the sal
period in 2013, primarily due to higher averageahaés in money market and time accounts and iredeases on time deposits.

Interest expense for the six months ended Jun2CB04, increased by $367 thousand, or 30%, comparederest expense for the six mor
ended June 30, 2013 due to a $102.8 million inerémshe average balances of inteflesaring liabilities. Average balances of total fing
liabilities for the six months ended June 30, 20hdreased by $145.1 million, or 26%, from the sgmeeod in 2013, primarily due to higt
average balances in money market and time accaudticreased rates on time deposits.
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Average Balance Sheet, FTE basis Interest and geeYaelds/Rate

The following tables present the average balanndsy&lds earned on interesé&rning assets and the average balances and wkNdeag
rates paid on our funding liabilities for the thraed six months ended June 30, 2014 and 2013. Belcls and costs are derived by divic
annualized income or expense by the average baleihd®erest-earning assets or interesaring liabilities, respectively, for the peri
presented.

Three Months Ended June 30

2014 2013
Average Yield / Average Yield /
(Dollarsin thousands) Balance Interest Rate Balance Interest Rate
Assets:
Cash and Fed funds sc $ 78,64t $ 49 0.22% $ 22,69: % 11 0.1%%
Securities (1 51,75¢ 52¢ 4.05 38,21¢ 392 4.11
Loans: (2)
Commercial real esta 335,26: 4,08¢ 4.82 308,97. 3,81¢ 4.8¢
Residential real esta 160,89¢ 1,46 3.61 152,35! 1,38( 3.6:
Construction (3 42,37: 51t 4.8( 36,924 44¢ 4.8(
Commercial busines 98,11 1,23¢ 4.9¢ 62,74¢ 81¢ 5.1¢
Home equity 13,12« 122 3.74 10,82¢ 10z 3.7¢
Consume 714 15 8.17 747 9 5.0t
Acquired Loan Portfolio Non accrual loans
(net of mark) 3,22( 11€ 14.4¢
Total loans 653,71( 7,56( 4,57 572,56¢ 6,57 454
Federal Home Loan Bank stock 4,881 18 1.47 4,521 4 0.37
Total earning assets 788,99. $ 8,15¢ 4.0% 638,00: $ 6,98( 4.37%
Other assets 57,41t 16,97¢
Total assets $ 846,40¢ $ 654,97¢
Liabilities and shareholde equity:
Deposits:
Noninteres-bearing $ 127,05 $ - -% $ 85,74 $ - -%
NOW 52,60¢ 15 0.11 36,61« 12 0.1z
Money marke 173,20: 167 0.3¢ 105,33: 11C 0.4z
Savings 92,50: 68 0.3C 120,35t 13¢ 0.4¢
Time 233,04« 481 0.8: 148,95 252 0.6¢
Total deposit: 678,40: 731 0.52 497,00! 514 0.5C
Borrowed Money 48,08¢ 16€ 1.3¢ 86,101 13¢ 0.64
Total funding liabilities 726,49. $ 897 0.6(% 583,11. $ 652 0.52%
Other liabilities 29,79¢ 11,20¢
Shareholders’ equity 90,11: 60,657
Total liabilities and shareholders’ equity $  846,40¢ $ 654,97
Net interest income (4) $ 7,25¢ $ 6,32¢
Interest rate spree 3.4% 3.8(%
Net interest margin (£ 3.6&% 3.97%

(1) Average balances and yields for securities arecbasemortized cos

(2) Average balances and yields for loans exclude nboqeing loans

(3) Includes commercial and residential real estatetcoction.

(4) The adjustment for securities and loans taxabldévatgncy amounted to $111 thousand and $80 thoysasgectively, for the thr
months ended June 30, 2014 and 2|

(5) Annualized net interest income as a percentagarofreg asset:
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Six Months Ended June 30

2014 2013
Average Yield / Average Yield /
(Dollarsin thousands) Balance Interest Rate Balance Interest Rate
Assets:
Cash and Fed funds sc $ 5567 $ 71 0.2¢% $ 19,49: $ 21 0.22%
Securities (1 49,75 1,031 4.14 40,99¢ 842 4.1F
Loans: (2)
Commercial real esta 329,70( 8,051 4.8¢ 294,17! 7,41°F 5.01
Residential real esta 158,50¢ 2,86: 3.61 149,51: 2,78t 3.7¢
Construction (3 45,85¢ 1,04t 4,52 35,20: 857 4.84
Commercial busines 98,081 2,40¢ 4.8¢ 62,19( 1,60¢ 5.1t
Home equity 13,66¢ 24¢ 3.6¢ 10,68: 19¢ 3.7¢
Consume 61C 27 8.8C 40€ 11 5.5¢
Acquired Loan Portfolio Non accrual loans
(net of mark) 3,46¢ 344 20.0¢
Total loans 649,89: 14,98: 4.5¢ 552,16« 12,87¢ 4.64
Federal Home Loan Bank stock 4,83¢ 36 1.4¢ 4,517 8 0.37
Total earning assets 760,14¢ $ 16,12t 4.22% 617,17( $ 13,74 4.45%
Other assets 47,324 11,16/
Total assets $ 807,47: $ 628,33
Liabilities and shareholde equity:
Deposits:
Noninteres-bearing $ 12447 % - % $ 82,11 $ - -%
NOW 52,66¢ 28 0.11 35,08 24 0.14
Money marke 172,85¢ 34¢€ 0.4C 99,97 20C 0.4C
Savings 100,24¢( 151 0.3C 126,44 294 0.47
Time 208,15! 827 0.8C 135,47 43k 0.6t
Total deposit: 658,39 1,352 0.51 479,08! 958 0.4C
Borrowed Money 48,90: 25€ 1.07 83,07 291 0.71
Total funding liabilities 707,29: $ 1,611 0.56% 562,16: $ 1,244 0.45%
Other liabilities 20,26¢ 6,19
Shareholders’ equity 79,91 59,97%
Total liabilities and shareholders’ equity $ 807,47. $ 628,33
Net interest income (4) $ 14,51« $ 12,50
Interest rate spree 3.6% 3.9¢%
Net interest margin (£ 3.82% 4.05%

(1) Average balances and yields for securities arecbasemortized cos

(2) Average balances and yields for loans exclude nboqeing loans

(3) Includes commercial and residential real estatstcoction.

(4) The adjustment for securities and loans taxablévatgncy amounted to $220 thousand and $170 thalisaspectively, for the six mon
ended June 30, 2014 and 20

(5) Annualized net interest income as a percentagarofreg asset:

Effect of changes in interest rates and volumevefage earning assets and average intebearing liabilities
The following table shows the extent to which ctemm interest rates and changes in the volumgeyhge earning assets and average intere
bearing liabilities have affected net interest meo For each category of earning assets and itHeeasing liabilities, information is provid

relating to: changes in volume (changes in avelmd@nces multiplied by the prior yesraverage interest rates); changes in rates (char
average interest rates multiplied by the prior igeaverage balances); and the total change.
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Changes attributable to both volume and rate haem lallocated proportionately based on the relghignof the absolute dollar amount
change in each.

Three Months Ended Six Months Ended
June 30, 2014 vs 201 June 30, 2014 vs 201
Increase (Decrease Increase (Decrease
(I'n thousands) Volume Rate Total Volume Rate Total
Interest and dividend incom
Cash and Fed funds sc 34 $ 4 3 38 % 46 $ 4 % 50
Securities 13¢ D 137 182 6 18¢
Loans:
Commercial real esta 322 (52) 271 873 (237) 63€
Residential real esta 78 9 87 165 (87) 78
Constructior 66 1 67 24k (57) 18¢
Commercial busines 44¢ (28) 42( 88¢€ (87) 79¢
Home equity 21 (@D} 20 54 3 51
Consumel Q) 7 6 8 8 16
Wilton Non accrual loans (net of matr 11€ — 11€ 344 — 344
Total loans 1,05( (63) 987 2,57¢ (463) 2,112
Federal Home Loan Bank sto 1 13 14 1 27 28
Total change in interest and
dividend income 1,22: (47) 1,17¢ 2,802 (426) 2,37¢
Interest expenst
Deposits:
NOW 5 (2 3 10 (6) 4
Money marke 66 (9 57 147 (0] 14¢€
Savings (28) (43) (72) (539 (90 (1439
Time 16E 63 22¢ 272 12C 392
Total deposit: 20¢ 9 217 37€ 23 39¢
Borrowed Money (76) 104 28 (144) 112 (32
Total change in interest exper 132 112 24¢ 232 13t 367
Change in net interest income $ 1091 $ (160 $ 931 $ 257 $ (561 $ 2,011

Provision for Loan Losses

The provision for loan losses is based on managempariodic assessment of the adequacy of the aflosvéor loan losses which, in turn
based on such interrelated factors as the composifi the loan portfolio and its inherent risk ceeristics, the level of nonperforming lo
and net chargeffs, both current and historic, local economic anelit conditions, the direction of real estatkiga, and regulatory guidelin
The provision for loan losses is charged againgtiegs in order to maintain our allowance for Idasses and reflects managemsriies
estimate of probable losses inherent in our loatfgm at the balance sheet date.

Under accounting standards for business combirgtiacquired loans are recorded at fair value witHaan loss allowance on the date
acquisition. A provision for loan losses will becoeded for the emergence of new probable and eskéniasses on acquired loans which v
not impaired as of the acquisition date. As of &mdthe three and six months ended June 30, 20ikfe twas a $1 thousand provisiol
allowance for loan losses related to the loan pbeotthat we acquired from The Wilton Bank on Nousn5, 2013.

The provision for loan losses for the three momthded June 30, 2014 was $70 thousand compared®tB@usand provision for loan los

for the three months ended June 30, 2013. The gicovfor loan losses for the six months ended An014 was $282 thousand compare
$442 thousand provision for loan losses for themsinths ended June 30, 2013.
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For further information, see sections titled AQetlity and Allowance for Loan Losses.
Noninterest Income

The following tables compare noninterest incomefierthree and six months ended June 30, 2014 GiRi 2

Three Months Ended

June 30, Change

(Doallarsin thousands) 2014 2013 $ %
Service charges and fe $ 14: % 101 $ 42 42%
Gains and fees from sales of lo: 213 757 (5449) (72
Bank owned life insuranc 86 - 86 10C
Net gain on sale of available for sale securi - 64¢ (64¢) (100
Gain (loss) on sale of foreclosed real estate - (5) 5 10C
Other 24(C 23 217 942

Total noninterest income $ 68z $ 152/ $ (842) (55)%

Noninterest income decreased $842 thousand to $@8@and for the three months ended June 30, 2@hpared to the same period in 2(
reflecting a decrease in gains recorded on salésaof, and net gains recognized on the sale ofries for the three months ended Jun
2013 not repeated in 2014. During the three moatided June 30, 2014, the Company recorded $6 thdusaains on the sale of $0.5 mill
of residential real estate loans and $207 thouségains on the sale of $1.7 million of SBA loahsthe fourth quarter of 2013, the Comp
purchased $10.0 million in bardwned life insurance coverage and during the quartded June 30, 2014, the cash surrender valvease
by $86 thousand. Other income increased $217 tinousam $23 thousand for the three months ended 3002013 to $240 thousand for
three months ended June 30, 2014, primarily driserental income and investments services income.

Six Months Ended

June 30, Change

(Dollarsin thousands) 2014 2013 $ %
Service charges and fe $ 267 $ 196 % 69 35%
Gains and fees from sales of lo: 642 765 (129 (16)
Bank owned life insuranc 171 - 171 10C
Net gain on sale of available for sale securi - 64¢ (64¢) (100
Gain (loss) on sale of foreclosed real estate - 66 (66) (100)
Other 37z 131 241 184

Total noninterest income $ 145: $ 1,80¢ $ (35€6) (20)%

Noninterest income decreased $356 thousand tosillibn for the six months ended June 30, 2014 careg to the same period in 2(
reflecting a decrease in gains recorded on salésaof and net gains recognized on the sale ofiiesufor the three months ended Jun
2013 not repeated in 2014. During the six monttdednJune 30, 2014, the Company recorded incomd1 $housand on the sale of $1
million of commercial real estate loans, $22 thowkan the sale of $1.6 million of residential reatate loans and $207 thousand on the s
$1.7 million of SBA loans. In the fourth quarter 2013, the Company purchased $10.0 million in bawked life insurance and for the
months ended June 30, 2014, the cash surrender waiteased by $171 thousand.
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Other income increased $241 thousand from $131stmmlas of June 30, 2013 to $372 thousand as ef3lyr2014, primarily driven by ren

income and investments services income.

Noninterest Expense

The following tables compare noninterest expenséi®three and six months ended June 30, 20142@hgt

Three Months Ended

June 30, Change

(Dollarsin thousands) 2014 2013 $ %
Salaries and employee bene $ 3,28¢ $ 2,75 $ 532 19%
Occupancy and equipme 1,03( 787 243 31
Professional service 272 421 (149) (35)
Data processin 30C 251 49 20
Marketing 21¢ 27C (52 (29
Merger and acquisition related expen 122 64 58 91
FDIC insurance 107 10C 7 7
Director fees 142 144 1) (1)
Foreclosed real ests - 4 4 (200
Amortization of intangible: 27 - 27 10C
Other 394 33€ 56 17

Total noninterest expense $ 5897 $ 5131 $ 76€ 15%

Noninterest expense increased $0.8 million to $&lBon for the three months ended June 30, 20IMpared to the same period in 2013.
largest component of the total increase was salae employee benefits, primarily reflecting high&ffing levels, incentive accruals i
equitybased compensation expense. The increase in oayupad equipment expense largely reflects investsnexiated to technology a
other equipment as well as costs related to our\Wéten location acquired in November, 2013 andrthlecation of two branch locations. D
processing costs have increased reflecting higtaesaction volume. Merger and acquisition relategeases during the first quarter 2
primarily reflect costs associated with the defwsitmerger agreement with Quinnipiac signed on MaB&, 2014. Professional servi
declined $149 thousand from $421 thousand for liheet months ended June 30, 2013 to $272 thousaridefdhree months ended June

2014, primarily driven by a reduction in the feesdoto consultants.

Six Months Ended

June 30, Change

(Doallarsin thousands) 2014 2013 $ %
Salaries and employee bene $ 6,628 $ 5252 $ 1,37: 26%
Occupancy and equipme 2,09¢ 1,55¢ 53¢ 35
Professional service 641 79C (149 (29
Data processin 63¢ 50t 134 27
Marketing 32¢ 39¢ (70 (18)
Merger and acquisition related expen 263 64 19¢ 311
FDIC insurance 22t 23C 5) 2
Director fees 282 284 2 (@D}
Foreclosed real ests 12 4 8 20C
Amortization of intangible: 54 - 54 10C
Other 774 644 13C 20

Total noninterest expense $ 11,93¢ $ 9,72¢ $ 2,21( 23%
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Noninterest expense increased $2.2 million to $1ilBon for the six months ended June 30, 2014 parad to the same period in 2013.
largest component of the total increase was salane employee benefits, primarily reflecting high&ffing levels, incentive accruals
equitybased compensation expense. The increase in oayupad equipment expense largely reflects investsnexiated to technology a
other equipment as well as costs related to our\W@ten location acquired in November, 2013 andtlecation of two branch locations. D
processing costs have increased reflecting highasaction volume. Merger and acquisition relatgaeases during the six months ended
2014 primarily reflect costs associated with th&niltve merger agreement with Quinnipiac signedMarch 31, 2014. Professional serv
declined $149 thousand from $790 thousand as af 30n 2013 to $641 thousand as of June 30, 20iMaply driven by a reduction in tl
fees paid to consultants.

Income Tax Expense

Income tax expense for the three months ended 30n2014 and 2013 totaled $636 thousand and $3Ris#md, respectively. The effect
tax rates for the three months ended June 30, 20d4013 were 34.1%, and 38.6%, respectively. Hoeedse in the effective tax rate refl
increases in nontaxable income, including bank-alilife insurance.

Income tax expense for the six months ended Jun2@@! and 2013 totaled $1.2 million and $1.5 wrillirespectively. The effective tax re
for the six months ended June 30, 2014 and 2018 8&B%, and 37.5%, respectively. The decreadeieffective tax rate reflects increase
nontaxable income, including bank-owned life inswea

Financial Condition
Summary

At June 30, 2014, total assets were $901.8 milkos122.2 million, or 16%, increase over Decemier2B13. Total loans outstanding and |
deposits continued to show momentum during thersbcparter and totaled $682.6 million and $730.0ionj respectively at June 30, 20
Our credit quality remained strong, with nonperforgnassets to total assets of 0.22% and the allogvéor loan losses to total loans was 1.
Total shareholdersquity at June 30, 2014 and December 31, 2013 Ww&8.3 million and $69.5 million, respectively. Ténlg book valu
was $15.79 per share at June 30, 2014 comparekbtd@per share at December 31, 2013.

Loan Portfolio

We originate commercial and residential real eskaéms, including construction loans, commerciasibess loans, home equity and o
consumer loans. Lending activities are primarilypaocted within our market of Fairfield County ame tsurrounding Connecticut region. |
loan portfolio is the largest category of our eagnassets. Loans acquired in connection with thkoWiacquisition in November 2013 .
referred to as “acquired” loans as a result ofrttaner in which they are accounted for. All ottaans are referred to as “originatddans
Accordingly, selected disclosures that follow aresented separately for the originated loan paotfmhd the acquired loan portfolio.

Total loans before deferred loan fees were $682llomat June 30, 2014, up by $50.6 million, or 8%m December 31, 2013. Commer
real estate loans have experienced the most signtfgrowth, up by $41.1 million.
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The following table compares the composition of lman portfolio for the dates indicated:

(I'n thousands) June 30, 201+ December 31, 201. Change
Originated Acquired Total Originated Acquired Total Total

Real estate loan

Residentia $ 165,060 $ - $ 165,060 $ 15587: $ - $ 15587: $ 9,18¢
Commercial 349,84 7,03¢ 356,88! 305,82 9,93¢ 315,76: 41,12:
Constructior 45,70¢ 85¢ 46,56 44,18 7,30¢ 51,49¢ (4,939
Home equity 9,39¢ 3,251 12,65¢ 9,62°¢ 3,87: 13,497 (841)
570,01 11,15: 581,16 515,50¢ 21,11¢ 536,62¢ 44 53¢
Commercial busines 98,66¢ 2,00: 100,67: 92,17: 2,37¢ 94,54, 6,12¢
Consumer 417 36& 782 22E 61z 837 (55)
Total loans $ 669,09 $ 13,51¢ $ 682,61 $ 607,900 $ 24,108 $ 632,01: $ 50,60¢
Asset Quality

Asset quality metrics remained strong through tead quarter of 2014. Nonperforming assets totdlefl million and represented 0.22%
total assets at June 30, 2014, compared to $1li@midnd 0.23% of total assets at December 31, 2RbBaccrual loans totaled $1.1 millior
June 30, 2014, an increase of $0.1 million fromédelser 31, 2013. The balance of foreclosed reateestanained unchanged and was ¢
thousand at June 30, 2014 and December 31, 2048isting of four residential lots that were acqdifiom Wilton.

The following table presents nonperforming assetsadditional asset quality data for the datescaeid:

At June 30, 201< At December 31, 201
(I'n thousands) Originated Acquired Total Originated Acquired Total
Nonaccrual loans
Real estate loan
Residentia $ = G = G - 9 1,00 $ - 8 1,00:
Commercia 1,117 - 1,111 - - -
Constructior - - - - - -
Home equity - - - - - -
Commercial busines - - - - - -
Consumer - - - - - -
Total non accrual loar $ 1,111 $ - 9 1,111 $ 1,00 $ - 8 1,00z
Property acquired through foreclosure or
repossession, net - 82¢ 82¢ - 82¢ 82¢
Total nonperforming assets $ 1,111 $ 82¢ $ 1,94C $ 1,00 $ 82¢ % 1,83
Nonperforming assets to total ass 0.12% 0.0¢% 0.22% 0.1% 0.11% 0.2:%
Nonaccrual loans to total loa 0.17% 0.0% 0.1€% 0.1€% 0.00% 0.16%
Total past due loans to total log 0.61% 9.571% 0.7<% 0.16% 15.02% 0.72%
Accruing loans 90 days or more past | $ - 8 1,29« % 1,29¢ % - 3 3,62 $ 3,62(

Allowance for Loan Losses

Establishing an appropriate level of allowancelé@n losses, or the allowance, involves a high eegf judgment. We use a methodolog
systematically measure the amount of estimated loas exposure inherent in our loan portfolio fargoses of establishing a suffici
allowance for loan losses. We evaluate the adeqobtte allowance at least quarterly. Our allowafirdoan losses is our best estimate o
probable loan losses inherent in our loan portfamf the balance sheet date. The allowancetisarsed by provisions charged to earnings
by recoveries of amounts previously charged offl isnmeduced by charge-offs on loans.
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At June 30, 2014, our allowance for loan losses $&6 million and represented 1.32% of total loamsmpared to $8.4 million, or 1.33%
total loans, at December 31, 2013. The net incraatiee allowance primarily reflects a provision&#82 thousand and net recoveries of ¢
thousand. The carrying amount of total impaireditoat June 30, 2014 and December 31, 2013 wasafid. $3.7 million, respectively and
amount of related allowance totaled $24 thousamd$dd5 thousand, respectively. At June 30, 2014ired loans consisted of one reside
real estate loan, five commercial real estate loans home equity loan and seven commercial busiteess and at December 31, 2
impaired loans consisted of one residential morglgn, one substandard commercial mortgage lodnttanee performing troubled di
restructured loans.

The following tables present the activity in ouoalance for loan losses and related ratios foiddttes indicated, and include both originated
and acquired allowance activity:

Three Months Ended Six Months Ended
June 30, June 30,

(Dollarsin thousands) 2014 2013 2014 2013
Balance at beginning of peric $ 8,60 $ 8,13¢ $ 8,38 $ 7,941
Chargeoffs:

Residential real esta - - - -

Commercial real esta - (16€) - (16€)

Constructior (200) - (200) -

Home equity - - - -

Commercial busines - - - -

Consumer (1) (1) @ ©)]

Total charge-offs (102) (167) (107 (169)

Recoveries

Consumer 415 5 427 10

Total recoveries 415 5 422 10

Net recoveries (char-offs) 312 (162) 321 (159
Provision charged to earnings 7C 252 282 447
Balance at end of period $ 8,98t $ 822 $ 8,08t $ 8,22¢
Net recoveries (char-offs) to average loans 0.05% -0.0% 0.05% -0.0=%
Allowance for loan losses to total loans 1.32% 1.42% 1.32% 1.43%
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The following tables present the allocation of #iflewance for loan losses and the percentage sétlmans to total loans for the dates
indicated:

At June 30, At December 31,
2014 2013
Percent of Percent of
Loan Loan

(Dollarsin thousands) Amount Portfolio Amount Portfolio
Residential real esta $ 1,392 24.1¢% $ 1,31( 24.66%
Commercial real esta 4,02¢ 52.2¢ 3,61¢ 50.0¢
Constructior 77€ 6.82 1,03 8.1¢
Home equity 18¢ 1.8 19C 2.2C
Commercial busines 2,292 14.7¢ 2,22t 14.8(
Consume 6 0.11 9 0.1C
Unallocated 307 - - -

Total allowance for loan losses $ 8,98t 100.0% $ 8,38: 100.0(%

The allocation of the allowance for loan losseduate 30, 2014 reflects our assessment of crekliainid probable loss within each portfolio.
believe that the level of the allowance for loasskes at June 30, 2014 is appropriate to cover piol@sses.

I nvestment Securities

At June 30, 2014, the carrying value of our invesitsecurities portfolio totaled $62.9 million amgbresented 7% of total assets, compar
$42.4 million and 5% of total assets at December Z13. The increase of $20.5 million, or 48%, ity reflects purchases of U
Government agency obligations, corporate and mpaidionds totaling $23.3 million. We purchase inresnt grade securities with a focus
earnings, duration exposure and for use as cdlater public funds. There were no sales of avdddbr-sale investment securities during
second quarter of 2014.

The net unrealized gain position on our investnprtfolio at June 30, 2014 and December 31, 2018 $#a2 million and $695 thousa
respectively and included gross unrealized losde$181 thousand and $349 thousand, respectivelg gitoss unrealized losses w
concentrated in U.S. Government, agency obligatioms corporate bonds, reflecting interest ratetdiation. At June 30, 2014, we determi
that there had been no deterioration in creditigugalbsequent to purchase and believe that akalized losses are temporary. All of
investment securities are investment grade.

Sources of Funds

Total deposits were $730.2 million at June 30, 2@Mincrease of $68.6 million, or 10%, from théabae at December 31, 2013 reflecting
growth in noninterest bearing deposits and timeodip.

We utilize advances from the Federal Home Loan BainBoston, or FHLBB, as part of our overall funglistrategy and to meet shoerr
liquidity needs. Total FHLBB advances were $47.0iam at June 30, 2014 compared to $44.0 milliolDatember 31, 2013. The increas
$3.0 million, or 7%, reflects normal operating tuation in our borrowings.

Liquidity

The Company is required to maintain levels of kihassets sufficient to ensure the Comparsgfe and sound operation. Liquidity is define
the ability to generate sufficient cash flows toemell present and future funding requirementseasonable costs. Our primary sourc
liquidity is deposits. Other sources of fundinglirte discretionary use of FHLBB term advances atfeéroborrowings, cash flows from ¢
investment securities portfolios, loan repaymemtd aarnings. Investment securities designated asable-forsale may also be sold
response to short-term or long-term liquidity needs
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The Company anticipates that it will have suffi¢cifumds available to meet its current loan and otwenmitments. As of June 30, 2014,
Company had cash and cash equivalents of $130IBbménd available-fosale securities of $49.1 million. At June 30, 20&4tstandin
commitments to originate loans totaled $84.1 millend undisbursed funds from approved lines ofigredme equity lines of credit a
secured commercial lines of credit totaled $49.Bioni Time deposits scheduled to mature in one yedess at June 30, 2014 totaled $1
million. Historically, the Company’s deposit flowstory has been that a significant portion of sdeposits remain with the Company.

Capital Resources

Total shareholder®quity was $117.2 million at June 30, 2014 comp&pe$69.5 million at December 31, 2013. The inceeafs$47.7 milliol
primarily reflected capital raised from the IPO$df4.7 million and net income of $2.3 million foretkix months ended June 30, 2014. The
of total equity to total assets was 13% at Jun€804, which compares to 9% at December 31, 2013.

The Bank is subject to various regulatory capiémjuirements administered by the federal bankingn@ge. Failure to meet minimum cap
requirements can initiate certain mandatory andipsadditional discretionary actions by regulattinat, if undertaken, could have a di
material effect on the Comparsyfinancial statements. At June 30, 2014, the Baret, all capital adequacy requirements to whicly there
subject and exceeded the regulatory minimum cajstals to be considered welapitalized under the regulatory framework for ppt
corrective action. At June 30, 2014, the Bank’soraf total capital to risk-weighted assets wasA886, Tier 1 capital to riskreighted asse
was 15.23% and Tier 1 capital to average assetd 2d98%.

On May 15, 2014, Bankwell Financial Group, Inccpd 2,702,703 common shares in its initial pubffering at $18.00 per share, and on |
15, 2014, Bankwell common shares began tradinghenNasdaq Stock Market. The net proceeds from Rt were approximately $4«
million, after deducting the underwriting discourftapproximately $2.5 million and approximately $illion of expenses.

Interest Rate Sensitivity Analysis

We measure interest rate risk using simulation yalto calculate earnings and equity at risk. €hesk measures are quantified u:
simulation software from one of the leading firmghe field of asset/liability modeling. Key assuiops relate to the behavior of interest r
and spreads, prepayment speeds and theffuni- deposits. From such simulations, interesé nask, or IRR, is quantified and appropr
strategies are formulated and implemented. We matR@& by using two primary risk measurement techesy simulation of net intert
income and simulation of economic value of equithese two measurements are complementary and provaith short-term and lortgsrr
risk profiles for us. Because income simulationsuase that our balance sheet will remain static dversimulation horizon, the results do
reflect adjustments in strategy that the AssetilitgtfCommittee (ALCO) could implement in resporntserate shifts.

We use two sets of standard scenarios to meastiiateeest income at risk. For the “core” scenaraie changes are ramped over a twelv
month horizon based upon a parallel yield curvét sinid no growth assumptions and then maintaingtcete levels over the remainder of
simulation horizon. Parallel shock scenarios assimstantaneous parallel movements in the yieldewampared to a flat yield curve scen:
Simulation analysis involves projecting a futurdapae sheet structure and interest income and sepander the various rate scena
Internal policy regarding internal rate risk sintidas currently specifies that for instantaneousalpa shifts of the yield curve, estimated
income at risk for the subsequent g period should not decline by more than: 6%afdi00 basis point shift; 12% for a 200 basis |
shift; 18% for a 300 basis point shift; and 24%doct00 basis point shift.
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The following tables set forth the estimated petaga change in our net interest income at risk onesyear simulation periods beginning Ji
30, 2014 and December 31, 2013:

Parallel Ramp Estimated Percent Change
in Net Interest Income
June 30, December 31
Rate Changes (basis points 2014 2013
-100 (1.06)% (0.79%
+200 (1.32) (3.69)
Parallel Shock Estimated Percent Change
in Net Interest Income
June 30, December 31
Rate Changes (basis points 2014 2013
-100 (2.91% (1.97%
+100 (0.5%) (3.1
+200 0.3C (5.99)
+300 0.5€ (10.20)

We conduct economic value of equity at risk simalain tandem with net interest income simulaticiesascertain a longer term view of
interest rate risk position by capturing longemteepricing risk and options risk embedded in the badasheet. It measures the sensitivit
economic value of equity to changes in interestsaEconomic value of equity at risk simulationues only the current balance sheet and
not incorporate the growth assumptions used inmmecsimulation. As with the net interest income datian, this simulation captures prod
characteristics such as loan resetsprieing terms, maturity dates, rate caps and flokey assumptions include loan prepayment sp
deposit pricing elasticity and nanaturity deposit attrition rates. These assumptizanrs have significant impacts on valuation resatisthi
assumptions remain in effect for the entire lifeeath asset and liability. We conduct moaturity deposit behavior studies on a periodidd
to support deposit assumptions used in the valugtiocess. All key assumptions are subject to gierreview.

Base case economic value of equity at risk is ¢atled by estimating the net present value of alirs cash flows from existing assets
liabilities using current interest rates. The beasse scenario assumes that future interest ratesnmeinchanged.

The following table sets forth the estimated petaga change in our economic value of equity at @skuming various shifts in interest rates:

Parallel Shock Estimated Percent Change

in Economic Value of Equity

June 30, December 31

Rate Changes (basis points 2014 2013
-100 (1.70% (4.30%
+100 (5.40) (9.30)
+200 (10.90) (20.10)
+300 (15.80) (29.20)

The Companys interest rate position continues to remain ligb#ensitive. The sensitivity improved somewhatinly the period ended Ju
30, 2014 due to the decrease in rate sensitive ynoaeket deposit account balances. In February 20@4Company entered into a $25 mil
interest rate swap effective April 1, 2014, slighdiminishing its liability sensitive position. THgank remains within all internally establisl
guidelines for interest rate risk and the econoraloe of equity calculation.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
Interest Rate Risk Management

Interest rate risk management is our primary marisé&t See “Managemest’'Discussion and Analysis of Financial Conditiom d&esults ¢
Operations — Interest Rate Sensitivity Analysiseire for a discussion of our management of ouré@gerate risk.

Inflation Risk Management
Inflation has an important impact on the growthathl assets in the banking industry and causesed to increase equity capital higher 1
normal levels in order to maintain an appropriajeigy-to-assets ratio. We cope with the effects of inflatgnmanaging our interest r.
sensitivity position through our asset/liability naaement program, and by periodically adjustingpiging of services and banking prodt
to take into consideration current costs.
ITEM 4. CONTROLS AND PROCEDURES.
(a) Evaluation of disclosure controls and procedu
The Company carried out an evaluation, under tipersision and with the participation of the Companmanagement, including
Company’s Executive Chairman and Chief Financialio®f, of the effectiveness of the design and aj@maof the Company
disclosure controls and procedures pursuant to &gh Act Rule 1345. Based upon that evaluation, the Executive @Gieairan
Chief Financial Officer concluded that as of thel ari the period reported on in this report, the @any’s disclosure controls a
procedures are effective in timely alerting thermtaterial information relating to the Company (irdihg its consolidated subsidia
required to be included in the Company’s period#CSilings.
(b) Change in internal contro

There has been no change in the Commaimternal controls over financial reporting durithg quarter that has materially affectec
is reasonably likely to affect, the Company’s intdrcontrol over financial reporting.

PART Il - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.

The Company and the Bank are periodically involiediarious legal proceedings as normal incidenthir businesses. In the opinion
management, no material loss is expected from acdy pending lawsuit.

ITEM 1A. RISk FACTORS.

There have been no material changes in risk fagimsiously disclosed in the CompagsyRegistration Statement dated April 4, 201+
amended, filed with the SEC except as follows;

Effective August 7, 2014, Peyton R. Patterson resigas the Chief Executive Officer and PresideB\WG and the Chief Executive Offic
of Bankwell Bank. Although BWFG is engaged in a poelhensive search for a permanent Chief Executiffiedd, it is possible that tt
disruption caused by the resignation of BWFG's Badkwell Bank's chief executive could adverselgefBWFG's future results of operati
or BWFG's ability to maintain relationships withetits, customers, depositors and employees. ChaiBrake S. Drexler has been appoi
executive chairman by the Board of Directors antl agssume Ms. Patterson's responsibilities. Blak®@xler does not have any previ
experience as an executive officer of a depositwijtution.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

None.
ITEM 3. DEFAULTS UPON SENIOR SECURITIES.

None.

ITEM 4. MINE SAFETY DISCLOSURES.

None.
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ITEM 5. OTHER INFORMATION .
None.
ITEM 6. EXHIBITS

The following exhibits are filed herewith:

31.1 Certification of Blake S. Drexler pursuant to Rl&e-14(a)

31.2 Certification of Ernest J. Verrico, Sr. pursuanRiole 13-14(a)

32 Certification pursuant to Section 906 of the Sads-Oxley Act of 200z

101 The following materials from Bankwell Financ@toup, Inc.’s Quarterly Report on Form 10-Q foe fheriod ended June

30, 2014, formatted in eXtensible Business Repgriimnguage (XBRL): (i) Consolidated Statements afaRcial
Condition; (ii) Consolidated Statement of Incomeij) (Consolidated Statements of Comprehensive Irgoriv)
Consolidated Statements of Shareholders’ Equity; Qonsolidated Statements of Cash Flows; and (vixeBl to
Consolidated Financial Statemer
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant duly caused #iort to be signed on its behalf by the
undersigned thereunto duly authorized.

Bankwell Financial Group, In

Date: August 14, 2014 /sl Blake S. Drexle

Blake S. Drexle
Executive Chairma

Date: August 14, 2014 /sl Ernest J. Verrico, S

Ernest J. Verrico, S
Executive Vice President and Ch
Financial Officer
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Exhibit 31.1

CERTIFICATIONS

I, Blake S. Drexler certify that:

1.

2.

| have reviewed this quarterly report on Forn-Q of Bankwell Financial Group, In

Based on my knowledge, this report does not cormmajnuntrue statement of a material fact or om#téde a material fact necessatr
make the statements made, in light of the circunt&s under which such statements were made, ntgauisg with respect to t
period covered by this repo

Based on my knowledge, the financial statementd,adiner financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the Registrant as of, amdtfe periods presented in 1
report;

The Registrang’ other certifying officer and | are responsible éstablishing and maintaining disclosure contesid procedures (
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtifas defined in Exchange ¢
Rules 13-15(f) and 15-15(f)) for the Registrant and hax

(a) designed such disclosure controls and proceduresawsed such disclosure controls and procedurd® tdesigned under ¢
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhsubsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) designed such internal control over financial réipgr or caused such internal control over finahporting to be designed uni
our supervision, to provide reasonable assurargardang the reliability of financial reporting arnlde preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip

(c) evaluated the effectiveness of the Registsatisclosure controls and procedures and preseantai report our conclusions ab
the effectiveness of the disclosure controls armteutures, as of the end of the period covered tsyréport based on st
evaluation; ant

(d) disclosed in this report any change in thgi&eant’s internal control over financial repodithat occurred during the Registrant’
most recent fiscal quarter (the Registrarfburth fiscal quarter in the case of an annupbr® that has materially affected, o
reasonably likely to materially affect, the Redist’ s internal control over financial reportir

The Registrang’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrdver financis
reporting, to the Registrant’'s auditors and theitaodmmittee of the Registrast’board of directors (or persons performing
equivalent functions

(a) all significant deficiencies and material weaknsdsethe design or operation of internal contradofinancial reporting which a
reasonably likely to adversely affect the Regig’s ability to record, process, summarize and refrmahcial information; an

(b) any fraud, whether or not material, that irées management or other employees who have d&isati role in the Registrarst’
internal control over financial reportin

Date August 14, 2014

/sl Blake S. Drexle
Blake S. Drexle
Executive Chairma




Exhibit 31.2

CERTIFICATIONS
I, Ernest J. Verrico, Sr. certify that:

1. | have reviewed this quarterly report on Forn-Q of Bankwell Financial Group, In
2. Based on my knowledge, this report does not cormmajnuntrue statement of a material fact or om#téde a material fact necessatr

make the statements made, in light of the circunt&s under which such statements were made, ntgauisg with respect to t
period covered by this repo

3. Based on my knowledge, the financial statementd,adiner financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the Registrant as of, amdtfe periods presented in 1
report;

4. The Registrang’ other certifying officer and | are responsible éstablishing and maintaining disclosure contesid procedures (

defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtifas defined in Exchange ¢
Rules 13-15(f) and 15-15(f)) for the Registrant and hax

(a) designed such disclosure controls and proceduresawsed such disclosure controls and procedurd® tdesigned under ¢
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhsubsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

(b) designed such internal control over financial réipgr or caused such internal control over finahporting to be designed uni
our supervision, to provide reasonable assurargardang the reliability of financial reporting arnlde preparation of financ
statements for external purposes in accordancegeitierally accepted accounting princip

(c) evaluated the effectiveness of the Registsatisclosure controls and procedures and preseantai report our conclusions ab
the effectiveness of the disclosure controls armteutures, as of the end of the period covered tsyréport based on st
evaluation; ant

(d) disclosed in this report any change in thgi&eant’s internal control over financial repodithat occurred during the Registrant’
most recent fiscal quarter (the Registrarfburth fiscal quarter in the case of an annupbr® that has materially affected, o
reasonably likely to materially affect, the Redist’ s internal control over financial reportir

5. The Registrang’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abrdver financis
reporting, to the Registrant’'s auditors and theitaodmmittee of the Registrast’board of directors (or persons performing
equivalent functions

(a) all significant deficiencies and material weaknsdsethe design or operation of internal contradofinancial reporting which a
reasonably likely to adversely affect the Regig’s ability to record, process, summarize and refrmahcial information; an

(b) any fraud, whether or not material, that ies management or other employees who have disantirole in the Registrarst
internal control over financial reportin

Date August 14, 2014

/sl Ernest J. Verrico, S

Ernest J. Verrico, S

Executive Vice President and Chief
Financial Officer




Exhibit 32

CERTIFICATION PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

The undersigned, Blake S. Drexler and Ernest JiaerSr. hereby jointly certify as follows:
They are the Executive Chairman and the Chief Fiah®fficer, respectively, of Bankwell Financiat@p, Inc. (the “Company”);

To the best of their knowledge, the Company’s QubrtReport on Form 10-Q for the quarter ended Bhe2014 (the “Report’tomplies ii
all material respects with the requirements of i®act3(a) of the Securities Exchange Act of 19%amended; and

To the best of their knowledge, based upon a rewéthe Report, the information contained in thep&te fairly presents, in all mater
respects, the financial condition and results @rapions of the Company.

/sl Blake S. Drexle
BLAKE S. DREXLER
Executive Chairma
Date: August 14, 201

/s/ Ernest J. Verrico, S

ERNEST J. VERRICO, SR.
Executive Vice President and Chief
Financial Officer

Date: August 14, 201




