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PART T
Item 1. Description of Business.
Southern Connecticut Bancorp, Inc. ("Bancorp"), a Connecticut

corporation, was incorporated on November 8, 2000 to serve as a bank holding
company. Bancorp owns one hundred percent of the capital stock of The Bank of
Southern Connecticut ("Bank"), a state chartered bank in New Haven, Connecticut,
which commenced operations on October 1, 2001 after receiving its Final
Certificate of Authority from the Connecticut Banking Commissioner and its
deposit insurance from the Federal Deposit Insurance Corporation ("FDIC").
Bancorp invested $10,000,000 of the net proceeds of its July 26, 2001 stock
offering to purchase the capital stock of the Bank and an additional $360,000 to
cover the Bank's pre-opening deficit. The $10,000,000 of initial equity capital
for the Bank required under the Bank's Temporary Certificate of Authority
substantially exceeded the statutory minimum equity capital for a new
Connecticut bank of $5,000,000. Bancorp chose a holding company structure
because it provides flexibility that would not otherwise be available. For
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example, Bancorp could acquire additional banks, establish de novo banks and
other businesses, including mortgage companies, leasing companies, insurance
agencies and small business investment companies. Bancorp may in the future
decide to engage in additional businesses permitted to bank holding companies or
financial holding companies. Before Bancorp could acquire interests in other
banks, establish de novo banks or expand into other businesses, it may need to
obtain regulatory approvals and might need additional capital.

Bancorp has leased a free-standing building located at 215 Church
Street, New Haven, Connecticut, located in the central business and financial
district of New Haven. It has assigned this lease to the Bank, and the Bank has
assumed all rights and obligations under this lease. Both Bancorp and the Bank
operate from this facility. On October 7, 2002 the Bank opened a new branch
office in Branford, Connecticut at West Main Street and Summit Place. On August
15, 2002 the Bank also purchased a building at 1475 Whalley Avenue in the
Westville section of New Haven for a branch office site to be opened in the
first quarter of 2003.

The following table sets forth the location of the Bank's branch
offices and other related information:

Office Location Status
;;;;_5ffice ;1;_;;;;ch Street, New Haven, Connecticut L;;;;é
Branford Office 445 West Main Street, Branford, Connecticut Leased
Amity Office* 1475 Whalley Avenue, New Haven, Connecticut Owned

* Office scheduled to open in March 2003

Management believes that Bancorp's short-term assets have sufficient
liquidity to cover potential fluctuations in deposit accounts and loan demand
and to meet other anticipated operating cash requirements. For a more detailed
discussion of Bancorp's liquidity, see Liquidity on page 22 of this Form 10-KSB.
Currently, there are no plans involving the significant purchase or sale of
property or equipment in the next twelve months. Outside of staffing the new
branches, Bancorp does not anticipate a significant change in the number of its
employees.

The Bank does not expect to compete with large institutions for the
primary banking relationships of large corporations, but it competes for niches
in this business segment and for the consumer business of employees of such
entities. The Bank focuses on small to medium-sized businesses, professionals
and individuals and their employees. This focus includes retail, service,
wholesale distribution, manufacturing and international businesses. The Bank
attracts these customers based on relationships and contacts which the Bank's
directors and management have within and beyond the Bank's primary service area.

Greater New Haven is currently served by approximately 70 offices of
commercial banks, none of which is headquartered in New Haven. In addition, New
Haven Savings Bank, a mutual savings bank, has 16 branches in the New Haven
market. All of these banks are substantially larger than the Bank expects to be
in the near future and are able to offer products and services which may be
impracticable for the Bank to provide at this time.

There are numerous banks and other financial institutions serving the
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communities surrounding New Haven which also draw customers from New Haven,
posing significant competition for the Bank to attract deposits and loans. The
Bank also experiences competition from out-of-state financial institutions.
Bancorp will have to obtain customers from the customer base of such existing
banks and financial institutions and from growth in New Haven and the
surrounding area. Many of such banks and financial institutions are well
established and well capitalized, allowing them to provide a greater range of
services (including trust services) than the Bank will be able to offer in the
near future.

Intense market demands, economic pressures and significant legislative
and regulatory actions have eroded banking industry classifications which were
once clearly defined and have increased competition among banks and other
financial institutions. Market dynamics and legislative and regulatory changes
impacting banks and other financial institutions have resulted in a number of
new competitors offering services historically offered only by commercial banks;
non-bank corporations offering services traditionally offered only by banks;
increased customer awareness of product and service differences among
competitors; and increased merger activity.

Additional legislative and regulatory changes may affect the bank in
the future; however, the nature of such changes and the effect of their
implementation cannot be assessed. New rules and regulations may, among other
things, revise limits on interest rates on various categories of deposits and
may limit or influence interest rates on loans. Monetary and fiscal policies of
the United States government and its instrumentalities, including the Federal
Reserve, significantly influence the growth of loans, investments and deposits.
The present bank regulatory scheme is undergoing significant change both as it
affects the banking industry itself and as it affects competition between banks
and non-bank financial institutions.

The Bank currently offers products and services described as "core"
products and services which are more completely described below. Through
correspondent and other relationships, it is expected that the Bank will be able
to help our customers meet all of their banking needs, including obtaining
services which the Bank may not offer directly.

The Bank is seeking to establish a sound base of core deposits,
including checking accounts, money market accounts, savings accounts, sweep
accounts, NOW accounts and a variety of certificates of deposits and IRA
accounts. To attract deposits, the Bank is employing an aggressive marketing
plan in its service area and features a broad product line and rates and
services competitive with those offered in the New Haven market. The primary
sources of deposits have been and are expected to be, residents of, and
businesses and their employees located in, New Haven and the surrounding
communities. The Bank is obtaining these deposits through personal solicitation
by its officers and directors, outside programs and advertisements published and
/ or broadcasted in the local media.

Deposits and the Bank's equity capital are the sources of funds for
lending and investment activities. Repayments on loans, investment income and
proceeds from the sale and maturity of investment securities will also provide
additional funds for these purposes. While scheduled principal repayments on
loans and investment securities are a relatively predictable source of funds,
deposit flows and loan prepayments are greatly influenced by general interest
rates, economic conditions and competition. We expect to manage the pricing of
deposits to maintain a desired deposit balance. We offer drive-in teller
services, wire transfers and safe deposit services.
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The Bank's loan strategy is to offer a broad range of loans to
businesses and individuals in its service area, including commercial and
business loans, personal loans, mortgage loans, home equity loans, automobile
loans and education loans. The Bank has received lending approval status from
the Small Business Administration ("SBA") to enable it to make SBA loans to both
the Greater New Haven business community and companies throughout the State of
Connecticut. Our marketing focus on small to medium-size businesses and
professionals may result in an assumption of certain lending risks that are
different from or greater than those which would apply to loans made to larger
companies or consumers. Commercial loans generally entail certain additional
risks because repayment is usually dependent on the success of the enterprise.
The Bank seeks to manage the credit risk inherent in its loan portfolio through
credit controls and loan diversification. Prior to approving a loan the Bank
evaluates: the credit histories of potential borrowers; the value and liquidity
of available collateral; the purpose of the loan; the source and reliability of
funds for repayment and other factors considered relevant in the circumstances.

Loans are made on a variable or fixed rate basis with fixed rate loans
limited to five year terms. All loans are approved by the Bank's management and
the Loan Committee of the Bank's Board of Directors. At the present time, the
Bank 1is not purchasing participation in loans nor is it syndicating or
securitizing loans. The Bank may consider participation in multi-bank loans for
companies in its service area. Commercial loans and commercial real estate loans
may be written for terms of up to twenty years. Loans to purchase or refinance
commercial real estate are collateralized by the subject real estate. Loans to
local businesses are generally supported by the personal guarantees of the
principal owners and are carefully underwritten to determine appropriate
collateral and covenant requirements.

Other services provided currently or to be provided include, cashier's
checks, money orders, travelers checks, bank by mail, direct deposit and U. S.
Savings Bonds. The Bank is associated with a shared network of automated teller
machines that its customers are able to use throughout Connecticut and other
regions. The Bank does not currently expect to offer trust services but may
offer trust services through a joint venture with a larger institution. To offer
such services in the future, the Bank would need the approval of the Connecticut
Banking Commissioner.

Another significant activity for the Bank is maintaining an investment
portfolio. Although granting a variety of loans to generate interest income and
loan fees is an important aspect of the Bank's business plan, the aggregate
amount of loans will be subject to maintaining a satisfactory loan-to-deposit
ratio. The Bank's overall portfolio objective is to maximize the long-term total
rate of return through active management of portfolio holdings taking into
consideration estimated asset/liability and liquidity needs, tax equivalent
yields and maturities. Permissible investments include debt securities such as
U. S. Government securities, government sponsored agency securities, municipal
bonds, domestic certificates of deposit that are insured by the FDIC,
mortgage-backed securities and collateralized mortgage obligations. The Bank
expects that investments in equity securities will be very limited. The Bank's
current investment portfolio is limited to U. S. government obligations which
have been classified as available for sale. Accordingly, the principal risk
associated with the Banks current investing activities is market risk
(variations in value resulting from general changes in interest rates) rather
than credit risk.

Overall, the Bank's plan of operation is focused on responsible growth
and pricing of deposits and loans, and investment in high quality U. S.
government securities to achieve a net interest margin sufficient to cover



Edgar Filing: SOUTHERN CONNECTICUT BANCORP INC - Form 10KSB
operating expenses, achieve profitable operations and maintain liquidity.

Currently, the Bank has 21 full-time and no part-time employees. Most
routine day-to-day banking transactions are performed at the Bank by its
employees. However, the Bank has entered into a number of arrangements for
banking services such as correspondent banking, data processing and armored
carriers.

Supervision and Regulation

Banks and bank holding companies are extensively regulated under both
federal and state law. The Bank has set forth below brief summaries of various
aspects of supervision and regulation which do not purport to be complete and
which are qualified in their entirety by reference to applicable laws, rules and
regulations.

Regulations to which Bancorp is subject

As a bank holding company, Bancorp is regulated by and subject to the
supervision of the Board of Governors of the Federal Reserve System (the "FRB")
and is required to file with the FRB an annual report and such other information
as may be required. The FRB has the authority to conduct examinations of Bancorp
as well.

The Bank Holding Company Act of 1956 (the "BHC Act") limits the types
of companies which Bancorp may acquire or organize and the activities in which
they may engage. In general, a bank holding company and its subsidiaries are
prohibited from engaging in or acquiring control of any company engaged in
non-banking activities unless such activities are so closely related to banking
or managing and controlling banks as to be a proper incident thereto. Activities
determined by the FRB to be so closely related to banking within the meaning of
the BHC Act include operating a mortgage company, finance company, credit card
company, factoring company, trust company or savings association; performing
certain data processing operations; providing limited securities brokerage
services; acting as an investment or financial advisor; acting as an insurance
agent for certain types of credit-related insurance; leasing personal property
on a full-payout, non-operating basis; providing tax planning and preparation
service; operating a collection agency; and providing certain courier services.
The FRB also had determined that certain other activities, including real estate
brokerage and syndication, land development, property management and
underwriting of life insurance unrelated to credit transactions, are not closely
related to banking and therefore are not a proper activity for a bank holding
company .

In November 1999, Congress amended certain provisions of the BHC Act
through passage of the Gramm-Leach-Bliley Act. Under this new legislation, a
bank holding company may elect to become a "financial holding company" and
thereby engage in a broader range of activities than would be permissible for
traditional bank holding companies. In order to qualify for the election, all of
the depository institution subsidiaries of the bank holding company must be well
capitalized and well managed, as defined under FRB regulations, and all such
subsidiaries must have achieved a rating of "satisfactory" or better with
respect to meeting community credit needs. Pursuant to the Gramm-Leach-Bliley
Act, financial holding companies are permitted to engage in activities that are
"financial in nature" or incidental or complementary thereto, as determined by
the FRB. The Gramm-Leach-Bliley Act identifies several activities as "financial
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in nature", including, among others, insurance underwriting and agency
activities, investment advisory services, merchant bank and underwriting, and
dealing in or making a market in securities.

The Gramm-Leach-Bliley Act also makes it possible for entities engaged
in providing various other financial services to form financial holding
companies and form or acquire banks. Accordingly, the Gramm-Leach-Bliley Act
makes it possible for a variety of financial services firms to offer products
and services comparable to the products and services offered by the Bank.

There are various statutory and regulatory limitations regarding the
extent to which present and future banking subsidiaries of Bancorp can finance
or otherwise transfer funds to Bancorp or its non-banking subsidiaries, whether
in the form of loans, extensions of credit, investments or asset purchases,
including regulatory limitation on the payment of dividends directly or
indirectly to Bancorp from the Bank. Federal and state bank regulatory agencies
also have the authority to limit further the Bank's payment of dividends based
on such factors as the maintenance of adequate capital for such subsidiary bank,

which could reduce the amount of dividends otherwise payable. Under the policy
of the FRB, Bancorp is expected to act as a source of financial strength to the
Bank and to commit resources to support the Bank in circumstances where we might
not do such absent such policy.

The FRB has established capital adequacy guidelines for bank holding
companies that are similar to the Federal Deposit Insurance Corporation ("FDIC")
capital requirements for the Bank described below.

Regulations to which the Bank is subject

The Bank is organized under the Banking Law of the State of
Connecticut. Its operations are subject to federal and state laws applicable to
commercial banks and to extensive regulation, supervision and examination by the
Connecticut Banking Commissioner, as well as by the FDIC, as its primary federal
regulatory and insurer of deposits. While the Bank is not a member of the
Federal Reserve System, it is subject to certain regulations of the FRB. In
addition to banking laws, regulations and regulatory agencies, the Bank is
subject to various other laws, regulations and regulatory agencies, all of which
directly or indirectly affect the Bank's operations. The Connecticut Banking
Commissioner and the FDIC examine the affairs of the Bank for the purpose of
determining its financial condition and compliance with laws and regulations.

The Connecticut Banking Commissioner and the FDIC have significant
discretion in connection with their supervisory and enforcement activities and
examination policies, including policies with respect to the classification of
assets and the establishment of adequate loan loss reserves for regulatory
purposes. Any change in such policies whether by the FDIC, Congress, the
Connecticut Banking Commissioner or the Connecticut General Assembly could have
a material adverse impact on the Bank.

Federal laws and regulations also limit, with certain exceptions, the
ability of state banks to engage in activities or make equity investments that
are not permissible for national banks. Bancorp does not expect such provisions
to have a material adverse effect on Bancorp or the Bank.
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Capital Standards

The FDIC has adopted risk-based capital guidelines to which
FDIC-insured, state-chartered banks that are not members of the Federal Reserve
System, such as the Bank, are subject. The guidelines establish a systematic
analytical framework that makes regulatory capital requirements more sensitive
to the differences in risk profiles among banking organizations. Banks are
required to maintain minimum levels of capital based upon their total assets and
total "risk-weighted assets." For purposes of these requirements, capital is
comprised of both Tier 1 and Tier 2 capital. Tier 1 capital consists primarily
of common stock and retained earnings. Tier 2 capital consists primarily of loan
loss reserves, subordinated debt, and convertible securities. In determining
total capital, the amount of Tier 2 capital may not exceed the amount of Tier 1
capital. A bank's total "risk-based assets" are determined by assigning the
bank's assets and off-balance sheet items (e.g., letters of credit) to one of
four risk categories based upon their relative credit risks. The greater the
risk associated with an asset, the greater the amount of such asset that will be
subject to capital requirements.

Safety and Soundness Standards

Federal law requires each federal banking agency to prescribe for
depository institutions under its jurisdiction standards relating to, among
other things: internal controls; information systems and audit systems; loan
documentation; credit underwriting; interest rate risk exposure; asset growth;
compensation; fees and benefits; and such other operational and managerial
standards as the agency deems appropriate. The federal banking agencies adopted
final regulations and Interagency Guidelines Establishing Standards for Safety
and Soundness (the "Guidelines") to implement these safety and soundness
standards. The Guidelines set forth the safety and soundness standards that the
federal banking agencies use to identify and address problems at insured

depository institutions before capital becomes impaired. The Guidelines address
internal controls and information systems; internal audit system; credit
underwriting; loan documentation; interest rate risk exposure; asset quality;
earnings and compensation; fees and benefits. If the appropriate federal banking
agency determines that an institution fails to meet any standards prescribed by
the Guidelines, the agency may require the institution to submit to the agency
an acceptable plan to achieve compliance with the standard set by the Federal
Deposit Insurance Act. The final regulations establish deadlines for submission
and review of such safety and soundness compliance plans.

The federal banking agencies also have adopted final regulations for
real estate lending prescribing uniform guidelines for real estate lending. The
regulations require insured depository institutions to adopt written policies
establishing standards, consistent with such guidelines, for extensions of
credit secured by real estate. The policies must address loan portfolio
management, underwriting standards and loan to value limits that do not exceed
the supervisory limits prescribed by the regulations.

Prompt Corrective Action and Other Enforcement Mechanisms

Federal law requires each federal banking agency to take prompt
corrective action to resolve the problems of insured depository institutions,
including but not limited to those that fall below one or more prescribed
minimum capital ratios. The law requires each federal banking agency to
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promulgate regulations defining the following five categories in which an
insured depository institution will be placed, based on the level of its capital
ratios: well capitalized, adequately capitalized, undercapitalized,
significantly undercapitalized and critically undercapitalized. In September
1992, the federal banking agencies issued uniform final regulations implementing
the prompt corrective action provisions of federal law.

An institution that, based upon its capital levels, is classified as
"well capitalized," "adequately capitalized" or "undercapitalized" may be
treated as though it were in the next lower capital category if the appropriate
federal banking agency, after notice and opportunity for hearing, determines
that an unsafe or unsound condition or an unsafe or unsound practice warrants
such treatment. At each successive lower capital category, an insured depository
institution is subject to more restrictions. The federal banking agencies,
however, may not treat an institution as "critically undercapitalized" unless
its capital ratio actually warrants such treatment.

In addition to restrictions and sanctions imposed under the prompt
corrective action provisions, commercial banking organizations may be subject to
potential enforcement actions by the federal regulators for unsafe or unsound
practices in conducting their businesses or for violations of any law, rule,
regulation or any condition imposed in writing by the agency or any written
agreement with the agency. Enforcement actions may include the imposition of a
conservator or receiver, the issuance of a cease and desist order that can be
judicially enforced, the termination of insurance of deposits (in the case of a
depository institution), the imposition of civil money penalties, the issuance
of directives to increase capital, the issuance of formal and informal
agreements, the issuance of removal and prohibition orders against
institution-affiliated parties and the enforcement of such actions through
injunctions or restraining orders based upon a judicial determination that the
agency would be harmed if such equitable relief was not granted.

Premiums for Deposit Insurance

The FDIC has implemented a risk-based assessment system, under which an
institution's deposit insurance premium assessment is based on the probability
that the deposit insurance fund will incur a loss with respect to the
institution, the likely amount of any such loss, and the revenue needs of the
deposit insurance fund.

Under this risk-based assessment system, banks are categorized into one
of three capital categories (well capitalized, adequately capitalized, and
undercapitalized) and one of three categories based on supervisory evaluations
by its primary federal regulatory. The three supervisory categories are:
financially sound with only a few minor weaknesses (Group A), demonstrates
weaknesses that could result in significant deterioration (Group B), and poses a
substantial probability of loss (Group C). The capital ratios used by the FDIC
to define well-capitalized, adequately capitalized and undercapitalized are the
same in the FDIC's prompt corrective action regulations. As of December 31,
2002, the most recent notification from the Federal Deposit Insurance
Corporation and the State of Connecticut Department of Banking categorized the
Bank as welll capitalized under the regulatory framework for prompt corrective
action. There are no conditions or events then, that management believes have
changed the Bank's category.

FDIC insurance of deposits may be terminated by the FDIC, after notice
and hearing, upon finding by the FDIC that the insured institution has engaged

10
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in unsafe or unsound practices, or is in an unsafe or unsound condition to
continue operations, or has violated any applicable law, regulation, rule or
order of, or conditions imposed by, the FDIC.

Community Reinvestment Act

Under the Community Reinvestment Act ("CRA"), as implemented by FDIC
regulations, the Bank has a continuing and affirmative obligation consistent
with its safe and sound operation to help meet the credit needs of its entire
community, including law and moderate income neighborhoods. The CRA does not
prescribe specific lending requirements or programs for financial institutions
nor does it limit an institution's discretion to develop the types of products
and services that it believes are best suited to its particular community,
consistent with the CRA. The CRA requires the FDIC, in connection with its
examination of a savings institution, to assess the institution's record of
meeting the credit needs of its community and to take such record into account
in its evaluation of certain applications by such institution. The Financial
Institutions Reform, Recovery and Enforcement Act (FIRREA) amended the CRA to
require public disclosure of an institution's CRA rating and require the FDIC to
provide a written evaluation of an institution's CRA performance utilizing a
four-tiered descriptive rating system. Institutions are evaluated and rated by
the FDIC as "Outstanding", "Satisfactory", "Needs to Improve", or "Substantial
Non Compliance." Failure to receive at least a "Satisfactory" rating may inhibit
an institution from undertaking certain activities, including acquisitions or
other financial institutions, which require regulatory approval based, in part,
on CRA Compliance considerations.

Interstate Banking and Branching

Under the Riegel-Neal Interstate Banking and Branching Efficiency Act
of 1994, as amended (the "Interstate Act, a bank holding company that is
adequately capitalized and managed may obtain approval under the BHCA to acquire
an existing bank located in another state generally without regard to state law
prohibitions on such acquisitions. A bank holding company, however, can not be
permitted to make such an acquisition if, upon consummation, it would control
(a) more than 10% of the total amount of deposits of insured depository
institutions in the United States or (b) 30% or more of the deposits in the
state in which the bank is located. A state may limit the percentage of total
deposits that may be held in that state by any one bank or bank holding company
if application of such limitation does not discriminate against out of state
banks. An out of state bank holding company may not acquire a state bank in
existence for less than a minimum length of time that may be prescribed by state
law except that a state may not impose more than a five year existence
requirement. Since June 1, 1997 (and prior to that date in some instances),
banks have been able to expand across state lines where qualifying legislation
adopted by certain states prior to that date prohibits such interstate
expansion. Banks may also expand across state lines through the acquisition of
an individual branch of a bank located in another state or through the
establishment of a de novo branch in another state where the law of the state in
which the branch is to be acquired or established specifically authorizes such
acquisition or de novo branch establishment.

10
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In response to the events of September 11, 2001, the Uniting and
Strengthening America by Providing Appropriate Tools Required to Intercept and
Obstruct Terrorism Act of 2001, or the USA PATRIOT Act, was signed into law on
October 26, 2001. The USA PATRIOT Act gives the federal government new powers to
address terrorist threats through enhanced domestic security measures, expanded
surveillance powers, increased information sharing and broadened anti-money
laundering requirements. By way of amendments to the Bank Secrecy Act, Title III
of the USA PATRIOT Act takes measures intended to encourage information sharing
among bank regulatory agencies and law enforcement bodies. Further, certain
provisions of Title III impose affirmative obligations on a broad range of
financial institutions, including banks, thrifts, brokers, dealers, credit
unions, money transfer agents and parties registered under the Commodity
Exchange Act.

Among other requirements, Title III of the USA PATRIOT Act imposes the following
requirements with respect to financial institutions:

o Pursuant to Section 352, all financial institutions must
establish anti-money laundering programs that include, at
minimum: (i) internal policies, procedures, and controls; (ii)
specific designation of an anti-money laundering compliance
officer; (iii) ongoing employee training programs; and (iv) an
independent audit function to test the anti-money laundering
program.

o Section 326 authorizes the Secretary of the Department of
Treasury, in conjunction with other bank regulators, to issue
regulations by October 26, 2002 that provide for minimum
standards with respect to customer identification at the time
new accounts are opened.

o Section 312 requires financial institutions that establish,
maintain, administer, or manage private banking accounts or
correspondence accounts in the United States for non-United
States persons or their representatives (including foreign
individuals visiting the United States) to establish
appropriate, specific, and, where necessary, enhanced due
diligence policies, procedures, and controls designed to
detect and report money laundering.

o Financial institutions are prohibited from establishing,
maintaining, administering or managing correspondent accounts
for foreign shell banks (foreign banks that do not have a
physical presence in any country), and will be subject to
certain record keeping obligations with respect to
correspondent accounts of foreign banks.

o Bank regulators are directed to consider a holding company's
effectiveness in combating money laundering when ruling on
Federal Reserve Act and Bank Merger Act applications.

The federal banking agencies have begun to propose and implement
regulations pursuant to the USA PATRIOT Act. These proposed and interim
regulations would require financial institutions to adopt the policies and
procedures contemplated by the USA PATRIOT Act.

Sarbanes-Oxley Act of 2002

On July 30, 2002, the President signed into law the Sarbanes-Oxley Act
of 2002 ("Sarbanes-Oxley"), which implemented legislative reforms intended to
address corporate and accounting fraud. In addition to the establishment of a
new accounting oversight board that will enforce auditing, quality control and

12
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independence standards and will be funded by fees from all publicly traded
companies, Sarbanes-Oxley places certain restrictions on the scope of services
that may be provided by accounting firms to their public company audit clients.
Any non-audit services being provided to a public company audit client will
require preapproval by the company's audit committee. In addition,
Sarbanes-Oxley makes certain changes to the requirements for audit partner
rotation after a period of time. Sarbanes-Oxley requires chief executive
officers and chief financial officers, or their equivalent, to certify to the
accuracy of periodic reports filed with the Securities and Exchange Commission,
subject to civil and criminal penalties if they knowingly or willingly violate
this certification requirement. The Company's Chief Executive Officer and Chief
Financial Officer have signed certifications to this Form 10-KSB as required by
Sarbanes-Oxley. In addition, under Sarbanes-Oxley, counsel will be required to
report evidence of a material violation of the securities laws or a breach of
fiduciary duty by a company to its chief executive officer or its chief legal
officer, and, if such officer does not appropriately respond, to report such
evidence to the audit committee or other similar committee of the board of
directors or the board itself.

Under Sarbanes-Oxley, longer prison terms will apply to corporate
executives who violate federal securities laws; the period during which certain
types of suits can be brought against a company or its officers is extended; and
bonuses issued to top executives prior to restatement of a company's financial
statements are now subject to disgorgement if such restatement was due to
corporate misconduct. Executives are also prohibited from trading the company's
securities during retirement plan "blackout" periods, and loans to company
executives (other than loans by financial institutions permitted by federal
rules and regulations) are restricted. In addition, a provision directs that
civil penalties levied by the Securities and Exchange Commission as a result of
any judicial or administrative action under Sarbanes-Oxley be deposited to a
fund for the benefit of harmed investors. The Federal Accounts for Investor
Restitution provision also requires the Securities and Exchange Commission to
develop methods of improving collection rates. The legislation accelerates the
time frame for disclosures by public companies, as they must immediately
disclose any material changes in their financial condition or operations.
Directors and executive officers must also provide information for most changes
in ownership in a company's securities within two business days of the change.

Sarbanes-Oxley also increases the oversight of, and codifies certain
requirements relating to audit committees of public companies and how they
interact with the company's "registered public accounting firm." Audit Committee
members must be independent and are absolutely barred from accepting consulting,
advisory or other compensatory fees from the issuer. In addition, companies must
disclose whether at least one member of the committee is a "financial expert"
(as such term is defined by the Securities and Exchange Commission) and if not,
why not. Under Sarbanes-Oxley, a company's registered public accounting firm is
prohibited from performing statutorily mandated audit services for a company if
such company's chief executive officer, chief financial officer, comptroller,
chief accounting officer or any person serving in equivalent positions had been
employed by such firm and participated in the audit of such company during the
one-year period preceding the audit initiation date. Sarbanes-Oxley also
prohibits any officer or director of a company or any other person acting under
their direction from taking any action to fraudulently influence, coerce,
manipulate or mislead any independent accountant engaged in the audit of the
company's financial statements for the purpose of rendering the financial
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statements materially misleading. Sarbanes-Oxley also requires the Securities
and Exchange Commission to prescribe rules requiring inclusion of any internal
control report and assessment by management in the annual report to
shareholders. Sarbanes-Oxley requires the company's registered public accounting
firm that issues the audit report to attest to and report on management's
assessment of the company's internal controls.

Although we anticipate that we will incur additional expense in
complying with the provisions of the Sarbanes-Oxley Act and the resulting
regulations, management does not expect that such compliance will have a
material impact on our results of operations or financial condition.
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Factors Affecting Future Results

In addition to historical information, this Form 10-KSB includes
certain forward looking statements that involve risks and uncertainties such as
statements of Bancorp's plans, expectations and unknown outcomes. Bancorp's
actual results could differ materially from management expectations. Factors
that could contribute to those differences include, but are not limited to,
general economic conditions, legislative and regulatory changes, monetary and
fiscal policies of the federal government, changes in tax policies, rates and
regulations of federal and local tax authorities, changes in interest rates,
deposit flows, the cost of funds, demand for loan products, demand for financial
services, competition, changes in the quality or composition of the Bank's loan
and investment portfolios, changes in ownership status resulting in, among other
things, change in accounting principles, policies or guidelines, and other
economic, competitive, governmental and technological factors affecting the
Company's operations, markets, products, services and prices.

Item 2. Description of Property.

Bancorp executed a lease for a free-standing building located at 215
Church Street, New Haven, Connecticut, in the central business and financial
district of New Haven. The lease was assigned to the Bank, and the Bank assumed,
all obligations there under. The location is a former bank branch, which has
been renovated for use as the headquarters of the Bank and Bancorp. The building
has a drive-up teller, an automated teller machine, two vaults and a night
deposit drop.

The lease is for an initial term of five years and three months, with
an option to extend the lease for up to three additional terms of five years.
There was no base rent payable for the first three months of the initial term
and monthly rent was $4,117 until August 1, 2001. The annual base rent during
the balance of the initial term will be $107,400 for the first year and
increases each year to $125,500 for the fifth year. The base rent for the option
periods 1is also fixed in the lease. The Bank is responsible for all costs to
maintain the building, other than structural repairs, and for all real estate
taxes. The Bank, as Bancorp's assignee, will have a right of first refusal to
purchase the building.

To the extent that the building contains space not needed for our
operations, the Bank expects to sublease such excess to the extent practicable.
The Bank had subleased approximately 160 square feet of office space to Michael
M. Ciaburri d/b/a Ciaburri Bank Strategies, Joseph V. Ciaburri's son. Such lease
was terminated in February 2003 when Michael Ciaburri was appointed President
and Chief Operating Officer of the Bank. In addition, the Bank had subleased
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approximately 1,045 square feet to Laydon and Company, LLC, an entity owned by
Elmer A. Laydon, the son of Elmer F. Laydon, one of our directors.

The Bank entered into a lease agreement on August 7, 2002 to lease the
facility at 445 West Main Street, Branford, Connecticut, the site of the
Branford branch which opened for business on October 7, 2002.

The Branford branch lease is for an initial term of five years, with an
option to extend the lease for up to three additional terms of five years. The
base rent payable for the initial term and monthly rent is $3,095 until
September 30, 2007. The base rent for the option periods increases and is fixed
in the lease. The Bank is responsible for all costs to maintain the building,
other than structural repairs, and for all real estate taxes.

On August 15, 2002 the Bank also purchased an additional branch
facility at 1475 Whalley Avenue, New Haven, Connecticut, the site of the Amity
branch location which is scheduled to be opened in by the end of the first
quarter of 2003. The cost of this facility including improvements through
December 31, 2002, was approximately $640,000. Additional costs of $492,000 are
anticipated to renovate, furnish and equip this branch for operation.

13

Item 3. Legal Proceedings.

There are no legal proceedings currently pending or threatened against
Bancorp or the Bank or their property. Bancorp is not aware of any proceeding
contemplated by a governmental entity involving Bancorp or the Bank.

Item 4. Submission of Matters to a Vote of Security Holders.

No matter was submitted to a vote of shareholders of Bancorp
during the fourth quarter of the fiscal year covered by this Form 10-KSB.

PART IT
Item 5. Market for Common Equity and Related Stockholder Matters.

Bancorp's Common Stock is quoted on the Over the Counter Market System
under the symbol "SCNO."

The following table sets forth the high and low sales price per share
of Bancorp's Common Stock, as reported on the Over the Counter Market as quoted
on www.bigcharts.marketwatch.com, on and after July 26, 2001, the date of stock
issuance:

(The prices listed may not reflect actual transactions.)

Quarter Ended High Low
March 31, 2002 S 12.00 $ 8.50
June 30,2002 $ 11.00 $ 8.50
September 30, 2002 $ 10.00 $ 7.85
December 31, 2002 S 9.50 S 8.05

15
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September 30, 2001 S 12.10 S 7.00
December 31, 2001 S 10.25 S 7.00

Holders

There were approximately 96 registered shareholders of record of
Bancorp's Common Stock as of February 28, 2003.

Dividends

No dividends have been declared to date. Management expects that
earnings, if any, will be retained and that no cash dividends will be paid in
the near future. Bancorp may, however, declare stock dividends at the discretion
of its Board of Directors.

The policy of the Connecticut Banking Commissioner is to not permit
payment of any cash dividends prior to recapture of organization and
pre-operating expenses from operating profits. In addition, the Bank is
prohibited by Connecticut law from declaring a cash dividend on its Common Stock
without prior approval of the Connecticut Banking Commissioner except from its
net profits for that year and any retained net profits of the preceding two
years. "Net profits" is defined as the remainder of all earnings from current
operations. In some instances, further restrictions on dividends may be imposed
by the FDIC. However, during 2002, the Bank requested, and was granted,
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permission from the State of Connecticut Department of Banking, to pay a special
dividend to Bancorp in the amount of $200,000. At December 31, 2002 and 2001, no
dividends may be declared by the Bank without regulatory approval.

The payment of dividends by the Bank may also be affected by other
factors, such as the requirement to maintain capital in accordance with
regulatory guidelines. If, in the opinion of the Connecticut Banking
Commissioner, the Bank were engaged in or was about to engage in an unsafe or
unsound practice, the Commissioner could require, after notice and a hearing,
the Bank to cease and desist from the practice. The federal banking agencies
have indicated that paying dividends that deplete a depository institution's
capital base to an inadequate level would be an unsafe and unsound banking
practice. Under the Federal Deposit Insurance Corporation Improvements Act of
1991, a depository institution may not pay any dividend if payment would cause
it to become undercapitalized or if it already is undercapitalized. Moreover,
the federal banking agencies have issued policy statements that provide that
bank holding companies and insured banks should generally only pay dividends out
of current operating earnings.

Equity Compensation Plan Information

The following schedule provides information with respect to the
compensation plans (including individual compensation arrangements) under which
equity securities of Bancorp are authorized for issuance as of December 31,
2002:

Plan Category Number of securities to be Weighted-average exercise
issued upon exercise of price of outstanding
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outstanding options, options, warrants futu
warrants and rights and rights equity
(a) (excl
(b) refle
Equity compensation plan 2,500 $12.00
approved by security holders
Equity compensation plans not 64,900 $12.00
approved by security holders
Total 67,400 $12.00

The equity compensation plan approved by security holders referenced in
the chart, above, 1is the 2002 Plan. The plans not approved by security holders
are the Option Plan and the Warrant Plans.

(1) The Option Plan was terminated on May 14, 2002.
recent Sales of Unregistered Securities

Bancorp has not sold unregistered securities.
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Item 6. Management's Discussion and Analysis or Plan of Operation.
(a) Plan of Operation

Bancorp currently has no business operations other than owning and
managing the Bank. The Bank's plan of operation for the next twelve months
contemplates the continuation of the business currently being conducted, with
the possibility of offering certain additional banking services, and the further
development of its customer base in the Bank's target market, which includes the
City of New Haven, Connecticut and the surrounding areas. For a description of
business currently being conducted, see Part I. Item 1. Description of Business.

De Novo banks in Connecticut have reached profitability on average
within three to four years after commencement of operations. The Company
anticipates that the Bank will reach profitability within that tine frame.

(b) Management's Discussion and Analysis of Financial Condition and Results of
Operations

Southern Connecticut Bancorp, Inc.
Financial Highlights

As of and for the years ended December 31, 2002 and 2001:

2002 2001

Operating Data

17
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Interest and dividend income $ 1,135,723 S 131,916
Interest expense 441,813 52,774
Net interest income 693,910 79,142
Provision for loan losses 220,000 12,000
Noninterest income 75,761 581
Noninterest expenses 1,933,684 951, 940
Net loss (1,384,013) (884,217)
Basic and diluted loss per share (1.43) (2.10)

Balance Sheet Data

Cash and due from banks $ 1,245,010 S 686,467
Federal funds sold 1,144,000 3,670,000
Short-term investments 662,419 6,079,864
Investment securities 9,501,492 4,085,428
Loans, net 19,049,212 1,195,344
Assets 35,500,115 17,412,399
Total deposits 24,992,931 6,784,031
Securities sold under

agreements to repurchase 822,259 -
Total shareholders equity 8,274,679 9,596,147
Assets

Bancorp's total assets were $35.5 million as of December 31, 2002.
Earning assets comprise $30.6 million of the total asset volume. Bancorp has
maintained liquidity by maintaining balances in overnight Federal Funds and
Money Market Mutual Funds, to provide funding for higher yielding loans as they
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are approved. In addition, during 2002, investment securities of $7.5 million
were transferred from held to maturity classification to available for sale
classification to provide additional ligquidity. As of December 31, 2002, Federal
Funds Sold were $1.1 million and Money Market Mutual Fund balances were
$662,000. In addition, the Bank has invested $9.5 million in U.S Government
Agency securities classified as available for sale. The loan portfolio was $19.3
million as of December 31, 2002.

The earning asset growth has been funded partially by the initial
investment by Bancorp into the Bank and partly by deposit growth within the
Bank's market area. Deposits were $25.0 million as of December 31, 2002. The mix
of deposits includes non-interest bearing checking accounts of $6.4 million, low
cost funds including interest- bearing checking deposits of $2.4 million,
savings deposits of $1.0 million, money market deposit balances of $8.9 million,
as well as time certificates of deposit of $6.3 million. The Bank does not have
any brokered deposits.

The following table presents the maturity distribution of investment
securities at December 31, 2002 and the weighted average yield of such
securities. The weighted average yields were calculated based on the amortized
cost and effective yields to maturity of each security.

One Year After One
One Year Through but Within Over
Available for sale or Less Five Years Ten Years Ten Year
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U. S. Government

agency obligations $ 2,008,973 $ 5,008,709 $ 1,300,000
Weighted average yield 2.54% 3.83% 3.63%

The following table presents a summary of investments for any issuer that
exceeds 10% of shareholders' equity at December 31, 2002.

Amortized Fair
Cost Value
U. S. Government agencies:
Federal Farm Credit Bank $1,007,225 $1,015,000
Federal Home Loan Mortgage 3,797,343 3,846,810
Federal Home Loan Bank 3,104,935 3,131,955
Federal National Mortgage Association 993,179 1,018,170

Loans

The Bank's net loan portfolio was $19.0 million at December 31, 2002.
Loan demand has been strong throughout the year. The loan to deposit ratio as of
December 31, 2002 was 77.1%. As this ratio increases toward the targeted 80% to
83% range, 1t is expected that the higher yielding loans versus Federal Funds
Sold, money market funds and investments will produce a positive impact on net
interest spread - see the table depicting the Distribution of Assets,
Liabilities and Shareholders' Equity; Interest Rates and Interest Differential
on Page 21 of this Form 10-KSB. There are no significant loan concentrations in
the loan portfolio.
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The following table presents the maturities of loans in Bancorp's
portfolio at December 31, 2002 by type of loan, and the sensitivities of loans
to changes in interest rates:

Due after

Due in one year

one year through Due After
(Thousands of dollars) or less five years five years
Commercial real estate S 432 S 140 $ 8,236
Residential real estate 520 164 847
Construction loans 500 69 -
Commercial loans 2,270 1,336 3,798
Consumer installment 303 320 88
Consumer home equity - - 314
Total $ 4,025 $ 2,029 $13,283
Fixed rate loans S 759 $ 1,692 $ 3,901
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Variable rate loans 3,266 337 9,382

Total $ 4,025 $ 2,029 $13,283

Critical Accounting Policy

In the ordinary course of business, Bancorp has made a number of
estimates and assumptions relating to the reporting results of operations and
financial condition in preparing its financial statements in conformity with
accounting principals generally accepted in the United States of America. Actual
results could differ significantly from those estimates under different
assumptions and conditions. Bancorp believes the following discussion addresses
Bancorp's only critical accounting policy, which is the policy that is most
important to the portrayal of Bancorp's financial condition and results and
requires management's most difficult, subjective and complex judgments, often as
a result of the need to make estimates about the effect of matters that are
inherently uncertain.

Allowance for Loan Losses

The allowance for loan losses, a material estimate susceptible to
significant change in the near-term, is established as losses are estimated to
have occurred through a provision for losses charged against operations, and is
maintained at a level that management considers adequate to absorb losses in the
loan portfolio. Management's Jjudgment in determining the adequacy of the
allowance is inherently subjective and is based on the evaluation of individual
loans, pools of homogeneous loans, the known and inherent risk characteristics
and size of the loan portfolios, the assessment of current economic and real
estate market conditions, estimates of the current value of underlying
collateral, past loan loss experience, review of regulatory authority
examination reports and evaluations of specific loans and other relevant
factors. Loans, including impaired loans, are charged against the allowance for
loan losses when management believes that the uncollectibility of principal is
confirmed. Any subsequent recoveries are credited to the allowance for loan
losses when received. In connection with the determination of the allowance for
loan losses, management obtains appraisals for significant properties, when
considered necessary.

Based upon this evaluation, management believes the allowance for loan
losses of $232,000 or 1.2% of gross loans at December 31, 2002 is adequate,
under prevailing economic conditions, to absorb losses on existing loans.
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The accrual of interest income on loans 1is discontinued whenever
reasonable doubt exists as to its collectibility and generally is discontinued
when loans are past due 90 days as to either principal or interest, or are
otherwise considered impaired. When the accrual of interest income is
discontinued, all previously accrued and uncollected interest is reversed
against interest income. The accrual of interest on loans past due 90 days or
more may be continued if the loan is well secured, and it is believed all
principal and accrued interest income due on the loan will be realized, and the
loan is in the process of collection. A non-accrual loan is restored to an
accrual status when it is no longer delinquent and collectibility of interest
and principal is no longer in doubt.

20
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Management considers all non-accrual loans, other loans past due 90
days or more, based on contractual terms, and restructured loans to be impaired.
In most cases, loan payments that are past due less than 90 days are considered
minor collection delays, and the related loans are not considered to be
impaired. Bancorp considers consumer installment loans to be pools of smaller
balance homogeneous loans, which are collectively evaluated for impairment.

Analysis of Allowance for Loan Losses

2002 2001
Balance at beginning of period $ 12,000 $ -
Charge-offs —— __
Recoveries - -
Net (charge-offs) recoveries —— ——
Additions charged to operations 220,000 12,000
Balance at end of period $232,000 $ 12,000

There were no charge-offs or recoveries during 2002.

Allocation of the Allowance for Loan Losses at December 31:

2002 2001

Percent of Percent o

Loans in Each Loans in Ea

Category to Category t

Balance Total Loans Balance Total Loan

Real Estate:

Commercial $ 88,083 45.56% $ 3,485 28.95%
Construction 8,538 2.94% —— -
Residential 3,828 7.92% —— -
Commercial 74,041 38.29% 6,990 61.45%
Consumer Installment 3,550 3.67% 1,525 6.29%
Consumer Home Equity 785 1.62% - 3.31%
Unallocated 53,175 - -
$232,000 100.00% $ 12,000 100.0%

Non-Accrual, Past Due and Restructured Loans

There were no non-accrual or restructured loans at December 31, 2002.
There were no loans in 2002 considered as "troubled debt restructurings."

Potential Problem Loans
At December 31, 2002, the Bank had no loans as to which management has

significant doubts as to the ability of the borrower to comply with the present
repayment terms.
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Deposits

Total deposits were $25.0 million at December 31, 2002. The deposit
total at December 31, 2002 consists of non-interest bearing checking at $6.4

million (25.6%), interest bearing checking and money market deposits at $11.2
million (44.8%), savings at $1.0 million (4.0%) and certificates of deposit at

$6.4 million (25.6%). The Bank does not have any brokered deposits.

The Bank continues to offer competitive interest rates in the very
competitive New Haven County marketplace in order to fund expected loan growth.

As of December 31, 2002, the Bank's maturities of time deposits were:

$100,000 Less than
or greater $100,000

(Thousands of dollars)
Three months or less S 1,671 S 544
Over three months to one year 1,514 1,006
Over one year 555 1,061
$ 3,740 S 2,611

Other

The increase in accrued interest receivable is due to the interest
purchased on investments and accrued on earning assets.

The increase in other assets primarily reflects the purchase of the
cash surrender value amount of $521,000 of a previously issued whole life
insurance policy on the Chairman of the Company. The Bank is the beneficiary.

The increase in premises and equipment is due to the acquisition of the
building to be used for the Amity branch, and the capital lease incurred for,
and improvements made to, the Branford office.

The increase in Capital lease obligations from $850,000 to $1,191,000
is the result of the capital lease obligation incurred for the Branford office.

In September, 2002, the Bank began offering securities sold under
agreements to repurchase, which are classified as secured borrowings, and
generally mature within one to three days from the transaction date. Securities
sold under agreements to repurchase are recorded at the amount of cash received
in connection with the transaction. The Bank may be required to provide
additional collateral based on the changes in fair value of the underlying
securities.
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Totals
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The following table presents average balance sheets (daily

averages), interest income, interest expense,

and the corresponding annualized

rates on earning assets and rates paid on interest bearing liabilities for the
years ended December 31, 2002 and 2001.

Equity;
2002
Interest
Average Income/ Average
(Dollars in Thousands) Balance Expense Rate
Interest earning assets
Loans $ 9,095 $ 754 8.29%
Short term investments 3,642 59 1.62%
Investments 7,649 264 3.45%
Federal funds sold 3,692 59 1.60%
Total interest earning assets 24,078 1,136 4.72%
Cash and due from banks 902
Premises and equipment, net 1,915
Allowance for loan losses (70)
Other 756
Total assets $27,581
Interest bearing liabilities
Time certificates $ 5,106 156 3.06%
Savings deposits 625 10 1.60%
Money market / checking deposits 7,514 135 1.80%
Capital lease obligations 936 137 14.64%
Repurchase agreements 388 4 1.03%
Total interest bearing liabilities 14,569 442 3.03%
Non-interest bearing deposits 3,686
Accrued expenses and
other liabilities 210
Shareholder's equity 9,116
Total liabilities and equity $27,581
Net interest income $ 694
Interest margin 2.88%
Interest spread 1.69%

Distribution of Assets, Liabilities

Interest Rates and Intere

2001
Interest
Average Income/
Balance Expense
S 322 S 7
2,938 16
357 2
8,677 45
12,294 70
356
1,475
107
$ 14,232
S 1,559 $ 12
222 1
1,340 8
850 32
3,971 53
243
135
9,883
$ 14,232
S 17
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The Bank's operations began October 1, 2001. A quality loan portfolio
takes time to develop, but with the existing backlog in loan requests, it is
anticipated that the interest spread will improve as loan volume increases. The
liquidity in the lower yielding short-term investments and Federal Funds sold is
available for investment into higher yielding loans. Also, the deposit
liabilities have been gathered to support the anticipated loan growth.

The following are measurements of Bancorp's earnings (loss) in relation
to assets and equity, and average equity to average assets for the year ended
December 31, 2002 (first full year of operations) and 2001.

2002 2001
Return on average assets ( 5.02) % (13.83) %
Return on average equity (15.18) % (19.92) %
Average equity to average assets 33.05 % 69.44 %

Bancorp's net loss for the quarter ended December 31, 2001 was
$492,167.

Results of Operations

Since there were no operations during the first nine months of 2001,
comparisons of results of operations to the corresponding period in the prior
year 1s not meaningful. The income and expenses from operations during the year
ended December 31, 2002 are typical of a new bank and bank holding company, and
there were no unusual financial matters during the year ended December 31, 2002.

Liquidity

Bancorp's liquidity position as of December 31, 2002 and December 31,
2001 consisted of liquid assets totaling $12.6 million and $11.4 million,
respectively. This represents 35.5% and 65.6% of total assets at December 31,
2002 and 2001, respectively. The liquidity ratio is defined as the percentage of
liquid assets to total assets. The following categories of assets as described
in the accompanying balance sheet are considered liquid assets: Cash and due
from banks, federal funds sold, short-term investments, held to maturity
securities maturing in one year or less and securities available for sale.
Liquidity is a measure of Bancorp's ability to generate adequate cash to meet
financial obligations. The principal cash requirements of a financial
institution are to cover downward fluctuations in deposits and increases in its
loan portfolio.

Management believes Bancorp's short-term assets have sufficient
liquidity to cover potential fluctuations in deposit accounts and loan demand
and to meet other anticipated operating cash requirements.

Capital

The following table illustrates the Bank's regulatory capital ratios at
December 31:

2002 2001
Leverage Capital 23.76% 67.40 %
Tier 1 Risk - Based Capital 31.52% 90.54 %
Total Risk - Based Capital 32.43% 90.66 %
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Capital adequacy is one of the most important factors used to determine

the safety and soundness of individual banks and the banking system. Based on
the above ratios, the Bank is considered to be "well capitalized" under
applicable regulations. To be considered "well capitalized" an institution must
generally have a leverage capital ratio of at least 5%, a Tier 1 risk-based
capital ratio of at least 6% and a total risk-based capital ratio of at least
10%.

Bancorp is also considered to be well capitalized under the regulatory
framework specified by the Federal Reserve Bank ("FRB"). Bancorp's actual and
required ratios are not substantially different from those shown above.

Market Risk

Market risk is defined as the sensitivity of income to fluctuations in
interest rates, foreign exchange rates, equity prices, commodity prices and
other market-driven rates or prices. Based upon on the nature of the Company's
business, market risk is primarily limited to interest rate risk, which is the
impact that changing interest rates have on current and future earnings.

Bancorp's goal is to maximize long-term profitability, while minimizing
its exposure to interest rate fluctuations. The first priority is to structure
and price Bancorp's assets and liabilities to maintain an acceptable interest
rate spread, while reducing the net effect of changes in interest rates. In
order to reach an acceptable interest rate spread, Bancorp must generate loans
and seek acceptable long-term investments to replace the lower yielding balances
in Federal Funds sold and short-term investments. The focus also must be on
maintaining a proper balance between the timing and volume of assets and
liabilities re-pricing within the balance sheet. One method of achieving this
balance is to originate variable loans for the portfolio to offset the
short-term re-pricing of the liabilities. In fact, a number of the interest
bearing deposit products have no contractual maturity. Customers may withdraw
funds from their accounts at any time and deposits balances may therefore run
off unexpectedly due to changing market conditions.

The exposure to interest rate risk is monitored by the Asset and
Liability Management Committee ("ALCO") consisting of senior management
personnel and selected members of the Board of Directors. ALCO reviews the
interrelationships within the balance sheet to maximize net interest income
within acceptable levels of risk. ALCO reports to the Board of Directors on a
quarterly basis regarding the status of ALCO activities within the Company.

Impact of Inflation and Changing Prices

Bancorp's financial statements have been prepared in terms of
historical dollars, without considering changes in relative purchasing power of
money over time due to inflation. Unlike most industrial companies, virtually
all of the assets and liabilities of a financial institution are monetary in
nature. As a result, interest rates have a more significant impact on a
financial institution's performance than the effect of general levels of
inflation. Interest rates do not necessarily move in the same direction or in
the same magnitude as the prices of goods and services. Notwithstanding this
fact, inflation can directly affect the value of loan collateral, in particular,
real estate. Inflation, or disinflation, could significantly affect Bancorp's
earnings in future periods. "Safe Harbor" Statement Under Private Securities
Litigation Reform Act of 1995
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Certain statements contained in Bancorp's public reports, including
this report, and in particular in this "Management's Discussion and Analysis or
Plan of Operation", may be forward looking and subject to a variety of risks and
uncertainties. These factors include, but are not limited to, (1) changes in
prevailing interest rates which would affect the interest earned on Bancorp's
interest earning assets and the interest paid on its bearing liabilities, (2)
the timing of re-pricing of Bancorp's interest earning assets and interest
bearing liabilities, (3) the effect of changes in governmental monetary policy,
(4) the effect of changes in regulations applicable to Bancorp and the conduct
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of its business, (5) changes in competition among financial service companies,
including possible further encroachment of non-banks on services traditionally
provided by banks and the impact of recently enacted federal legislation, (6)
the ability of competitors which are larger than Bancorp to provide products and
services which it is impracticable for Bancorp to provide, (7) the effect of
Bancorp's opening of branches, (8) the effect of any decision by Bancorp to
engage in any business not historically permitted to it. Other such factors may
be described in Bancorp's filings with the SEC.

Although Bancorp believes that it offers the loan and deposit products
and has the resources needed for success, future revenues and interest spreads
and yields cannot be reliably predicted. These trends may cause Bancorp to
adjust its operations in the future. Because of the foregoing and other factors,
recent trends should not be considered reliable indicators of future financial
results or stock prices.

Item 7. Financial Statements

The consolidated balance sheets of Bancorp as of December 31, 2002 and
2001, and the related consolidated statements of operations, shareholders'
equity and cash flows for the years then ended, together with the report thereon
of McGladrey & Pullen, LLP dated March 11, 2003 are included as part of this
Form 10-KSB in the "Financial Report" following page 31 hereof.

Item 8. Changes in and Disagreements with Accountants on Accounting and
Financial Disclosure

Not applicable.
PART TITII
Item 9. Directors and Executive Officers of the Registrant
The information required by this Item 9 is incorporated into this Form
10-KSB by reference to Bancorp's definitive proxy statement for its 2003 Annual
Meeting of Shareholders (the "Definitive Proxy Statement").

Item 10. Executive Compensation

The information required by this Item 10 is incorporated into this Form
10-KSB by reference to the Definitive Proxy Statement.

Item 11. Security Ownership of Certain Beneficial Owners and Management

The information required by this Item 11 is incorporated into this Form
10-KSB by reference to the Definitive Proxy Statement.
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Item 12. Certain Relationships and Related Transactions and Related Stockholder
Matters

The information required by this Item 12 is incorporated into this Form
10-KSB by reference to the Definitive Proxy Statement.

Item 13. Exhibits, List and Reports on Form 8-K

(a) Exhibits

24

3(1) Amended and Restated Certificate of Incorporation of the Issuer
(incorporated by reference to Exhibit 3(i) to the Issuer's Registration
Statement on Form SB-2 (No. 333-59824))

3(1i1) By-Laws of the Issuer (incorporated by reference to Exhibit 3(ii) to
the Issuer's Registration Statement on Form SB-2 (No. 333-59824))

21. Subsidiaries (See Exhibit 21 attached hereto)
(b) Reports on Form 8-K

The issuer filed one report on Form 8-K during the fourth quarter of
2002.

Resignation, effective November 26, 2002, of Paul V. Erwin, the Chief
Financial Officer of Bancorp.

The 8-K report was filed on November 27, 2002.
Item 14. Controls and Procedures
(a) Evaluation of disclosure controls and procedures

Under the supervision and with the participation of our management,
including our Chairman and Chief Executive Officer and Interim Controller, we
evaluated the effectiveness of the design and

operation of our disclosure controls and procedures (as defined in Rule

13a-14 (c) under the Exchange Act) as of a date (the "Evaluation Date") within 90
days prior to the filing date of this report. Based upon that evaluation, the
Chairman and Chief Executive Officer and Interim Controller concluded that, as
of the Evaluation Date, our disclosure controls and procedures were effective in
timely alerting him to the material information relating to us required to be
included in our periodic SEC filings.

(b) Changes in Internal Controls
There have not been any significant changes in Bancorp's internal

controls or in other factors that could significantly affect these controls
subsequent to the evaluation referenced in paragraph (a) above.
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SIGNATURES

In accordance with Section 13 or 15 (d) of the Exchange Act, the
registrant has caused this report to be signed on its behalf by the undersigned,
thereunto duly

SOUTHERN CONNECTICUT BANCORP, INC.
(Registrant)

By: /S/ Joseph V. Ciaburri
Name: Joseph V. Ciaburri
Title: Chairman and

Chief Executive Officer

Date: March 31, 2003

In accordance with the Exchange Act, this report has been signed
below by the following persons on behalf of the registrant and in capacities and
on the dates indicated.

/S/ Joseph V. Ciaburri March 31, 2003

Joseph V. Ciaburri Date
Chief Executive Officer and Director

/S/ Elmer F. Laydon March 31, 2003

Elmer F. Laydon Date
Vice Chairman and Director

/S/ Juan Jose Alvarez de Lugo March 31, 2003
Juan Jose Alvarez de Lugo Date

Director

/S/ G. Leon Jacobs March 31, 2003
G. Leon Jacobs Date

Director

/S/ Joshua H. Sandman March 31, 2003
Joshua H. Sandman Date

Director

/S/ Alphonse F. Spadaro, Jr. March 31, 2003
Alphonse F. Spadaro, Jr. Date

Director

/S/ Carl R. Borrelli March 31, 2003
Carl R. Borrelli Date

Director

/S/ Anthony M. Avellani March 31, 2003
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Anthony M. Avellani Date
Interim Controller
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CERTIFICATION

I, Joseph V. Ciaburri, Chairman and Chief Executive Officer of Southern
Connecticut Bancorp, Inc., certify that:

1. I have reviewed this annual report on Form 10-KSB of Southern
Connecticut Bancorp, Inc.;

2. Based on my knowledge, this annual report does not contain any
untrue statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this
annual report;

3. Based on my knowledge, the financial statements, and other financial
information included in this annual report, fairly present in all material
respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and I are responsible for
establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

(a) Designed such disclosure controls and procedures to ensure that
material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly
during the period in which this annual report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls
and procedures as of a date within 90 days prior to the filing date of this
annual report (the "Evaluation Date"); and

(c) Presented in this annual report our conclusions about the
effectiveness of the disclosure controls and procedures based on our evaluation
as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed,
based on our most recent evaluation, to the registrant's auditors and the audit
committee of registrant's board of directors (or persons performing the
equivalent functions):

(a) All significant deficiencies in the design or operation of internal
controls which could adversely affect the registrant's ability to record,
process, summarize and report financial data and have identified for the
registrant's auditors any material weaknesses in internal controls; and

(b) Any fraud, whether or not material, that involves management or
other employees who have a significant role in the registrant's internal
controls; and

6. The registrant's other certifying officers and I have indicated in
this annual report whether there were significant changes in internal controls
or in other factors that could significantly affect internal controls subsequent
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to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

Date: March 31, 2003

By: /S/ Joseph V. Ciaburri
Joseph V. Ciaburri
Chairman and Chief Executive Officer
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CERTIFICATION

I, Anthony M. Avellani, Interim Controller of Southern Connecticut
Bancorp, Inc., certify that:

1. I have reviewed this annual report on Form 10-KSB of Southern
Connecticut Bancorp, Inc.;

2. Based on my knowledge, this annual report does not contain any
untrue statement of a material fact or omit to state a material fact necessary
to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this
annual report;

3. Based on my knowledge, the financial statements, and other financial
information included in this annual report, fairly present in all material
respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and I are responsible for
establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

(a) Designed such disclosure controls and procedures to ensure that
material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly
during the period in which this annual report is being prepared;

(b) Evaluated the effectiveness of the registrant's disclosure controls
and procedures as of a date within 90 days prior to the filing date of this
annual report (the "Evaluation Date"); and

(c) Presented in this annual report our conclusions about the
effectiveness of the disclosure controls and procedures based on our evaluation
as of the Evaluation Date;

5. The registrant's other certifying officers and I have disclosed,
based on our most recent evaluation, to the registrant's auditors and the audit
committee of registrant's board of directors (or persons performing the
equivalent functions):

(a) All significant deficiencies in the design or operation of internal
controls which could adversely affect the registrant's ability to record,
process, summarize and report financial data and have identified for the
registrant's auditors any material weaknesses in internal controls; and
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(b) Any fraud, whether or not material, that involves management or
other employees who have a significant role in the registrant's internal
controls; and

6. The registrant's other certifying officers and I have indicated in
this annual report whether there were significant changes in internal controls
or in other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

Date: March 31, 2003

By: /S/ Anthony M. Avellani
Anthony M. Avellani
Interim Controller
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CERTIFICATION

I, Joseph V. Ciaburri, the Chairman and Chief Executive Officer of
Southern Connecticut Bancorp, Inc. (the "Company") certify, pursuant to Section
906 of the Sarbanes-Oxley Act of 2002, that:

(1) the annual report on Form 10-KSB of the Company for the period
ended December 31, 2002 fully complies with the requirements of Section 13(a) of
the Securities Exchange Act of 1934; and

(1ii) the information contained in such annual report fairly presents,

in all material respects, the financial condition and results of operations of
the Company.

Date: March 31, 2003

By: /S/ JOSEPH V. CIABURRI

Joseph V. Ciaburri
Chairman & Chief Executive Officer
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CERTIFICATION

I, Anthony M. Avellani, Interim Controller of Southern Connecticut
Bancorp, Inc. (the "Company") certify, pursuant to Section 906 of the
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Sarbanes-Oxley Act of 2002, that:

(1) the annual report on Form 10-KSB of the Company for the period
ended December 31, 2002 fully complies with the requirements of Section 13(a) of
the Securities Exchange Act of 1934; and

(1ii) the information contained in such annual report fairly presents,
in all material respects, the financial condition and results of operations of
the Company.

Date: March 31, 2003

By: /S/ Anthony M. Avellani
Anthony M. Avellani
Interim Controller
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Exhibit and Index

No. Description Referral

3 (1) —— -

3(ii) - -

21 Subsidiaries Attached hereto
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SOUTHERN CONNECTICUT BANCORP, INC.

FINANCIAL REPORT
December 31, 2002 and 2001

INDEPENDENT AUDITOR'S REPORT
To the Board of Directors

Southern Connecticut Bancorp, Inc.
New Haven, Connecticut

We have audited the accompanying consolidated Dbalance sheets of Southern
Connecticut Bancorp, Inc. and Subsidiary (the "Company") as of December 31, 2002

and 2001, and the related consolidated statements of operations, shareholders'
equity and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Company's management . Our

responsibility 1s to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
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significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the financial position of Southern Connecticut
Bancorp, Inc. and Subsidiary as of December 31, 2002 and 2001, and the results
of their operations and their cash flows for the years then ended, in conformity
with accounting principles generally accepted in the United States of America.

/s/ McGladrey & Pullen, LLP

New Haven, Connecticut
March 11, 2003

SOUTHERN CONNECTICUT BANCORP, INC.

CONSOLIDATED BALANCE SHEETS
December 31, 2002 and 2001

ASSETS

Cash and due from banks (Note 3)
Federal funds sold
Short—-term investments (Note 3)

Cash and cash equivalents

Available for sale securities (at fair value) (Note 4)

Held to maturity securities (fair value: 2001 $4,081,373) (Note 5)
Federal Home Loan Bank stock (Note 9)

Loans receivable (net of allowance for loan losses: 2002 $232,000;
2001 $12,000) (Note 6)

Accrued interest receivable

Premises and equipment, net (Note 7)

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Liabilities

Deposits (Note 8)
Noninterest bearing deposits
Interest bearing deposits

Total deposits

$ 1,
1,

9,

19,

3,

245,01
144,00
662,41

501,49

50

049,21
187,67
052,92
656, 88

$ 6,
18,

24,
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Securities sold under agreements to repurchase
Accrued expenses and other liabilities

Capital lease obligations (Note 10)

Deferred tax liability (Note 11)

Total liabilities

Commitments and Contingencies (Notes 9, 10, 12, 14, 15 and 18)

Shareholders' Equity (Notes 2, 12 and 15)

Preferred stock, no par value; 500,000 shares authorized;

none issued

Common stock, par value $.01; shares authorized: 2002 - 5,000,000;

2001 - 2,500,000; shares issued and outstanding: 966,667 in 2002 and 2001
Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive income - net unrealized gain on

available for sale securities

Total shareholders' equity

Total liabilities and shareholders' equity

See Notes to Consolidated Financial Statements.

SOUTHERN CONNECTICUT BANCORP, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2002 and 2001

822,25
178,48

1,191, 85

39,90

9,66

10,705, 38
(2,502, 91

Interest Income:

Interest and fees on loans

Interest on securities

Interest on Federal funds sold and short-term investments

Total interest income
Interest Expense:
Interest expense on deposits (Note 8)
Interest expense on capital lease obligations

Interest expense on repurchase agreements

Total interest expense

$ 753,9
263,5
118, 2
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Net interest income

Provision for Loan Losses (Note 6)

Net interest income after
provision for loan losses

Noninterest Income - service charges and fees

Noninterest Expenses:

Salaries and benefits (Note 9)
Professional services

Occupancy and equipment expense
Advertising and promotional expenses

Data processing and other outside services
Forms, printing and supplies

Organizer warrant expense (Note 12)

Other operating expenses

Total noninterest expenses

Net loss

Basic and Diluted Loss per Share

Dividends per Share

See Notes to Consolidated Financial Statements.

SOUTHERN CONNECTICUT BANCORP, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

For the Years Ended December 31, 2002 and 2001

Additional
Paid-In Accumulated
Capital Deficit

Balance, December 31, 2000

Net loss

$ - $ (234,685

- (884,217
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Issuance of common stock (Note 2) 966,667 9,667

Issuance of common stock warrants (Note 12) - -

OKSB

10,635,382

Balance, December 31, 2001 966,667 9,667

Comprehensive income:

Net loss - -
Unrealized holding gain on available for

sale securities (Note 17) - -

Total comprehensive income (loss)

10,705,382

(1,118,902

(1,384,013

Balance December 31, 2002 966,667 $ 9,667

See Notes to Consolidated Financial Statements.

SOUTHERN CONNECTICUT BANCORP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2002 and 2001

Cash Flows From Operations
Net loss
Adjustments to reconcile net loss to net cash used in
operating activities:
Amortization and accretion of premiums and discounts
on investments, net
Provision for loan losses
Depreciation and amortization
Issuance of stock warrants to organizers
Changes in assets and liabilities:
Increase in deferred loan fees
Increase in accrued interest receivable
Decrease (increase) 1in other assets
(Decrease) increase in accrued expenses and other liabilities

Net cash used in operating activities

Cash Flows From Investing Activities
Purchases of available for sale securities
Principal repayments on available for sale securities
Purchases of held to maturity securities
Maturities of held to maturity securities
Purchase of FHLB stock
Net increase in loans receivable

$

(1,384,01

47,44
220,00
117,49

54,009
(109,78
1,89
(3,73

(1,890, 69
7,17
(6,277,52
2,800, 00
(50
(18,127, 95
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Purchase of life insurance policy (521,00
Purchases of premises and equipment (1,348,76
Net cash used in investing activities (25,359,27

Cash Flows From Financing Activities

Net increase in demand, savings and money market deposits 15,295, 34
Net increase in time certificates of deposit 2,913,55
Net increase in securities sold under agreements to repurchase 822,25
Principal repayments on capital lease obligations (18

Decrease in deferred stock issuance costs
Decrease in advances from organizers and other individuals
Net proceeds from sale of common stock

Net cash provided by financing activities 19,030, 97

Net (decrease) increase in cash and cash equivalents (7,384,90

Cash and cash equivalents
Beginning 10,436,33

Ending $ 3,051,42

SOUTHERN CONNECTICUT BANCORP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS, Continued
For the Years Ended December 31, 2002 and 2001

2002
Supplemental Disclosures of Non-Cash Investing and Financing Activities:
Transfer of held to maturity securities to available for sale securities (Note 5) $ 7,517
Unrealized holding gains on available for sale securities arising during the period S 102
Capital lease incurred for acquisition of building S 342
Supplemental Disclosures of Cash Flow Information:
Cash paid for:
Interest S 417

Income taxes $
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See Notes to Consolidated Financial Statements.

SOUTHERN CONNECTICUT BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2002 and 2001

Note 1. Nature of Operations and Summary of Significant Accounting Policies

Southern Connecticut Bancorp, Inc. (the "Company"), a Connecticut corporation,
is a bank holding company incorporated on November 8, 2000 for the purpose of
forming, and becoming the sole shareholder of, the Bank of Southern Connecticut

(the "Bank"). The Bank provides a full range of banking services to commercial
and consumer customers, primarily concentrated in the New Haven County area of
Connecticut, through its main office in New Haven, Connecticut and one branch

office in Branford, Connecticut.

Formation of the Bank and development stage activities

On September 7, 2000, the Bank received preliminary approval to operate as a
commercial bank from the Connecticut State Banking Commissioner, the Connecticut
State Treasurer and the Connecticut State Comptroller (the "Connecticut
Chartering Authority"). From December 1999 to September 2001, the Company was

primarily involved with raising capital and satisfying other conditions
precedent to receiving final regulatory approval to commence operations.

On July 26, 2001 the Company sold 966,667 shares of the Company's common stock
at $12.00 per share and, on October 1, 2001, invested $10,360,000 of the common
stock proceeds and certain net assets into the Bank to meet the capital required
under the Temporary Certificate of Authority granted to the Bank by the
Connecticut Chartering Authority as a condition of the Bank's receiving a Final
Certificate of Authority.

On October 1, 2001 the Bank received its Final Certificate of Authority,
received its deposit insurance from the Federal Deposit Insurance Corporation
and commenced operations.

Prior to October 1, 2001, the Company was a development stage enterprise.

Significant group concentrations of credit risk

Most of the Company's activities are with customers located within the New Haven
County region of Connecticut. Notes 4 and 5 discuss the types of securities that
the Company invests 1in and Note 6 discusses the types of lending that the
Company engages in. The Company does not have any significant concentrations in
any one industry or customer.

Principles of consolidation and basis of financial statement presentation
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The consolidated financial statements include the accounts of the Company and
its wholly-owned subsidiary, the Bank, and have been prepared in accordance with
accounting principles generally accepted in the United States of America and
general practices within the banking industry. All significant intercompany
balances and transactions have been eliminated. 1In preparing the consolidated
financial statements, management is required to make estimates and assumptions
that affect the reported amounts of assets and liabilities, and disclosures of

SOUTHERN CONNECTICUT BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued
December 31, 2002 and 2001

contingent assets and liabilities as of the date of the balance sheet and the
reported amounts of income and expenses for the reporting period. Actual results
could differ from those estimates.

The following is a summary of the Company's significant accounting policies.

Cash and cash equivalents and statement of cash flows

Cash and due from banks, Federal funds sold, and short-term investments are
recognized as cash equivalents in the statements of cash flows. Federal funds
sold generally mature in one day. For purposes of reporting cash flows, the
Company considers all highly liquid debt instruments purchased with an original
maturity of three months or less to be cash equivalents. Cash flows
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