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FORWARD-LOOKING  STATEMENTS.  STATEMENTS IN THIS ANNUAL REPORT ON FORM 10-K THAT
ARE NOT BASED ON HISTORICAL FACT MAY BE "FORWARD-LOOKING  STATEMENTS" WITHIN THE
MEANING OF THE PRIVATE  SECURITIES  LITIGATION REFORM ACT OF 1995. WORDS SUCH AS
"BELIEVE",  "MAY", "WILL",  "EXPECT",  "ESTIMATE",  "ANTICIPATE",  "CONTINUE" OR
SIMILAR TERMS  IDENTIFY  FORWARD-LOOKING  STATEMENTS.  A WIDE VARIETY OF FACTORS
COULD CAUSE THE ACTUAL RESULTS AND  EXPERIENCES  OF BERKSHIRE  BANCORP INC. (THE
"COMPANY")  TO DIFFER  MATERIALLY  FROM THE RESULTS  EXPRESSED OR IMPLIED BY THE
COMPANY'S FORWARD-LOOKING  STATEMENTS.  SOME OF THE RISKS AND UNCERTAINTIES THAT
MAY AFFECT  OPERATIONS,  PERFORMANCE,  RESULTS OF THE  COMPANY'S  BUSINESS,  THE
INTEREST RATE SENSITIVITY OF ITS ASSETS AND LIABILITIES, AND THE ADEQUACY OF ITS
LOAN LOSS  ALLOWANCE,  INCLUDE,  BUT ARE NOT  LIMITED TO: (I)  DETERIORATION  IN
LOCAL,  REGIONAL,  NATIONAL OR GLOBAL  ECONOMIC  CONDITIONS  WHICH COULD RESULT,
AMONG OTHER THINGS, IN AN INCREASE IN LOAN DELINQUENCIES, A DECREASE IN PROPERTY
VALUES,  OR A CHANGE  IN THE  HOUSING  TURNOVER  RATE;  (II)  CHANGES  IN MARKET
INTEREST  RATES OR CHANGES IN THE SPEED AT WHICH MARKET  INTEREST  RATES CHANGE;
(III) CHANGES IN LAWS AND REGULATIONS AFFECTING THE FINANCIAL SERVICES INDUSTRY;
(IV) CHANGES IN COMPETITION;  (V) CHANGES IN CONSUMER PREFERENCES;  (VI) CHANGES
IN BANKING  TECHNOLOGY;  (VII)  ABILITY TO MAINTAIN  KEY MEMBERS OF  MANAGEMENT;
(VIII)  POSSIBLE   DISRUPTIONS  IN  THE  COMPANY'S  OPERATIONS  AT  ITS  BANKING
FACILITIES;  (IX) COST OF COMPLIANCE WITH NEW CORPORATE GOVERNANCE REQUIREMENTS;
AND OTHER  FACTORS  REFERRED TO IN THE SECTIONS OF THIS ANNUAL  REPORT  ENTITLED
"BUSINESS" AND "MANAGEMENT'S  DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS."

         CERTAIN INFORMATION  CUSTOMARILY  DISCLOSED BY FINANCIAL  INSTITUTIONS,
SUCH AS ESTIMATES OF INTEREST RATE SENSITIVITY AND THE ADEQUACY OF THE LOAN LOSS
ALLOWANCE, ARE INHERENTLY  FORWARD-LOOKING  STATEMENTS BECAUSE, BY THEIR NATURE,
THEY REPRESENT ATTEMPTS TO ESTIMATE WHAT WILL OCCUR IN THE FUTURE.

         THE  COMPANY  CAUTIONS  READERS NOT TO PLACE  UNDUE  RELIANCE  UPON ANY
FORWARD-LOOKING  STATEMENT  CONTAINED  IN THIS  ANNUAL  REPORT.  FORWARD-LOOKING
STATEMENTS  SPEAK ONLY AS OF THE DATE THEY WERE MADE AND THE COMPANY  ASSUMES NO
OBLIGATION TO UPDATE OR REVISE ANY SUCH STATEMENTS UPON ANY CHANGE IN APPLICABLE
CIRCUMSTANCES.

                                     PART I

ITEM 1. BUSINESS

         GENERAL.  Berkshire  Bancorp  Inc., a Delaware  corporation,  is a bank
holding  company  registered  under  the  Bank  Holding  Company  Act  of  1956.
References  herein to  "Berkshire",  the "Company" or "we" and similar  pronouns
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shall  be  deemed  to refer  to  Berkshire  Bancorp  Inc.  and its  consolidated
subsidiaries  unless  the  context  otherwise  requires.  Berkshire's  principal
activity  is  the  ownership  and   management  of  its  indirect   wholly-owned
subsidiary,  The  Berkshire  Bank  (the  "Bank"),  a New  York  State  chartered
commercial bank. The Bank is owned through Berkshire's  wholly-owned subsidiary,
Greater American Finance Group, Inc. ("GAFG").

         We file annual,  quarterly and current  reports,  proxy  statements and
other information with the Securities and Exchange  Commission (the "SEC").  You
may read and copy our  reports or other  filings  made with the SEC at the SEC's
Public Reference Room, located at 450 Fifth Street, N.W., Washington,  DC 20549.
You can also access information that we file electronically on the SEC's website
at WWW.SEC.GOV.

         We do not presently  have a website.  However,  as soon as  practicable
after filing with or furnishing to the SEC, we will provide at no cost, paper or
electronic copies of our Annual Reports on Form 10-K,  Quarterly Reports on Form
10-Q,  Current  Reports on Form 8-K and  amendments to those  reports.  Requests
should be directed to:

         Berkshire Bancorp Inc.
         Investor Relations
         160 Broadway, First Floor
         New York, NY 10038
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         TRUST PREFERRED SECURITIES.  As of May 18 2004, the Company established
Berkshire  Capital Trust I, a Delaware  statutory trust,  ("BCTI").  The Company
owns all the common  capital  securities  of BCTI.  BCTI issued $15.0 million of
preferred capital securities to investors in a private  transaction and invested
the proceeds,  combined with the proceeds from the sale of BCTI's common capital
securities,  in the Company  through the purchase of $15.464  million  aggregate
principal  amount of Floating  Rate  Junior  Subordinated  Debentures  (the 2004
"Debentures")  issued by the Company.  The 2004  Debentures,  the sole assets of
BCTI,  mature on July 23, 2034 and bear interest at a floating rate, three month
LIBOR plus 2.70%, currently 7.85%.

         On April 1, 2005, the Company established Berkshire Capital Trust II, a
Delaware  statutory  trust,  ("BCTII").  The Company owns all the common capital
securities of BCTII.  BCTII issued $7.0 million of preferred capital  securities
to investors in a private  transaction and invested the proceeds,  combined with
the proceeds from the sale of BCTII's common capital securities,  in the Company
through the purchase of $7.217 million  aggregate  principal  amount of Floating
Rate  Junior  Subordinated  Debentures  (the  "2005  Debentures")  issued by the
Company.  The 2005 Debentures,  the sole assets of BCTII, mature on May 23, 2035
and bear interest at a floating  rate,  three month LIBOR plus 1.95%,  currently
6.96%.  See Note A of Notes to  Consolidated  Financial  Statements  for further
discussion of Trust Preferred Securities.

         BUSINESS OF THE BANK - GENERAL.  The Bank's principal business consists
of gathering  deposits  from the general  public and  investing  those  deposits
primarily  in loans,  debt  obligations  issued by the U.S.  Government  and its
agencies,  debt  obligations  of  business  corporations,   and  mortgage-backed
securities. The Bank currently operates from seven deposit-taking offices in New
York City, four deposit-taking offices in Orange and Sullivan Counties, New York
and one deposit-taking office in Ridgefield, NJ.

                     BRANCH LOCATIONS OF THE BERKSHIRE BANK
                                DECEMBER 31, 2007
                 --------------------------------------------------
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                  4 East 39th Street      2 South Church Street
                  New York, NY            Goshen, NY

                  5 Broadway              214 Harriman Drive
                  New York, NY            Goshen, NY

                  5010 13th Avenue        80 Route 17M
                  Brooklyn, NY            Harriman, NY

                  1421 Kings Highway      60 Main Street
                  Brooklyn, NY            Bloomingburg, NY

                  4917 16th Avenue        1119 Avenue J
                  Brooklyn, NY            Brooklyn, NY

                  600 Broad Avenue        210 Pinehurst Avenue
                  Ridgefield, NJ          New York, NY 10033

         In September  2005, the Bank entered into a Branch Purchase and Deposit
Assumption   Agreement  (the   "Agreement")   with  the  Oritani   Savings  Bank
("Oritani"),  a New Jersey  Chartered  Savings  Bank.  Pursuant to the Agreement
which  closed in May 2006,  the Bank (i)  assumed  certain  commercial  checking
account deposit  liabilities,  (ii) purchased  certain fixed assets and the real
property of this Oritani  bank branch  located in  Ridgefield,  New Jersey for a
cash purchase  price of $850,000 and (iii) opened a branch of The Berkshire Bank
at the Ridgefield, New Jersey location.

         In  August  2005,  the  Bank  formed   Berkshire  1031  Exchange,   LLC
("Berkshire  1031"), a wholly owned limited  liability  company.  Berkshire 1031
will act as a qualified intermediary in connection with tax free exchanges under
Section  1031 of the  Internal  Revenue  Code of 1986,  as amended.  A qualified
intermediary is an individual or business entity that assists owners of property
who  wish  to  exchange  their  property  for  property  of a  "like-kind"  in a
transaction  that is tax free in whole or part for  federal  (and in some  cases
state) income tax
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purposes. In accordance with detailed procedures set forth in federal income tax
regulations,  Berkshire  1031 will  assist the owner in the sale of the  owner's
property  and the  purchase  of  replacement  property  so that the  transaction
qualifies as a non-taxable exchange of property.

         PRINCIPAL LOAN TYPES.  The Bank's  principal loan types are residential
and commercial mortgage loans and commercial  non-mortgage loans, both unsecured
and secured by personal  property.  The Bank's  revenues come  principally  from
interest on loans and investment securities. The Bank's primary sources of funds
are deposits,  borrowings and proceeds from  principal and interest  payments on
loans and investment securities.

         OPERATING  PLAN. The Bank's  operating plan  concentrates  on obtaining
deposits from a variety of businesses,  professionals  and retail  customers and
investing those funds in  conservatively  underwritten  loans. Due to the Bank's
underwriting  criteria,  its deposits have  significantly  exceeded the level of
satisfactory  loans  available for investment in recent years.  Hence,  the Bank
has, in recent years,  invested a portion of its available  funds in investment,
mortgage-backed and auction rate securities.

         MARKET AREA. The Bank draws its customers principally from the New York
City  metropolitan  area and the Villages of Goshen and  Harriman,  New York and
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their surrounding communities,  representing most of Orange County, NY. The Bank
also has a branch in Bloomingburg, New York, just over the border between Orange
and Sullivan  Counties.  Predominantly  rural with  numerous  small towns,  many
residents of Orange and Sullivan  Counties work in New York City.  Consequently,
the health of the economy in the New York City  metropolitan  area has, and will
continue to have a direct  effect on the economic  well being of  residents  and
businesses  in these  counties.  With the  completion  of the  transaction  with
Oritani in May 2006,  the Bank's  market area expanded into northern New Jersey.
From time to time, the Bank may make loans or accept deposits from outside these
areas, but such transactions  generally  represent  outgrowths of existing local
customer relationships.

         COMPETITION.  The Bank's  principal  competitors for deposits are other
commercial banks, savings banks, savings and loan associations and credit unions
in the Bank's  market areas,  as well as money market  mutual  funds,  insurance
companies,  securities brokerage firms and other financial institutions, many of
which are substantially  larger in size than the Company. The Bank's competition
for loans comes  principally from commercial banks,  savings banks,  savings and
loan associations,  mortgage bankers,  finance companies and other institutional
lenders.  Many of the institutions which compete with the Bank have much greater
financial and marketing resources than the Bank. The Bank's principal methods of
competition  include loan and deposit pricing,  maintaining  close ties with its
local communities, the quality of the personal service it provides, the types of
business services it provides, and other marketing programs.

         OPERATIONS OF THE BANK.  Reference is made to the information set forth
in Item 7 herein  ("Management's  Discussion and Analysis of Financial Condition
and Results of Operations")  for information as to various aspects of the Bank's
operations, activities and conditions.

         SUBSIDIARY  ACTIVITIES.  The Bank is permitted under New York State law
and federal law to own subsidiaries for certain limited  purposes,  generally to
engage in activities  which are permissible for a subsidiary of a national bank.
The Bank has two subsidiaries,  Berkshire Agency, Inc., a company engaged in the
title insurance  agency  business,  and Berkshire 1031, a company that acts as a
qualified  intermediary in connection with tax free exchanges under Section 1031
of the Internal Revenue Service Code.

         REGULATION.  Berkshire is a bank holding  company under federal law and
registered  as such with the  Federal  Reserve.  The Bank is a  commercial  bank
chartered  under the laws of New York State.  It is subject to regulation at the
state  level by the New York  Superintendent  of Banks and the New York  Banking
Board,  while at the federal level its primary  regulator is the Federal Deposit
Insurance Corporation (the "FDIC").
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         Both Berkshire and the Bank are subject to extensive  state and federal
regulation of their  activities.  The following  discussion  summarizes  certain
banking laws and regulations  that affect  Berkshire and the Bank.  Proposals to
change these laws and  regulations are frequently  proposed in Congress,  in the
New York  State  legislature,  and  before  state and  federal  bank  regulatory
agencies.  The  likelihood and timing of any changes and the impact such changes
might have on the Company are  impossible  to determine  with any  certainty.  A
change in applicable  laws or  regulations,  or a change in the way such laws or
regulations  are  interpreted  by  regulatory  agencies  or  courts,  may have a
material  impact on the business,  operations  and earnings of the Company,  the
nature and effect of which cannot be predicted.

         BANK HOLDING COMPANY  REGULATION.  The Federal Reserve is authorized to
make regular  examinations  of the Company and its nonbank  subsidiaries.  Under
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federal law and Federal Reserve regulations, the activities in which the Company
and its nonbank subsidiaries may engage are limited. The Company may not acquire
direct or indirect  ownership or control of more than 5% of the voting shares of
any  company,  including  a bank,  without  the prior  approval  of the  Federal
Reserve, except as specifically authorized under federal law and Federal Reserve
regulations.  The Company,  subject to the approval of the Federal Reserve,  may
acquire more than 5% of the voting shares of non-banking  corporations  if those
corporations  engage in  activities  which the  Federal  Reserve  deems to be so
closely  related to banking or managing or  controlling  banks as to be a proper
incident  thereto.  These  limitations  also  apply to  activities  in which the
Company engages directly rather than through a subsidiary.

         The  Federal  Reserve has  enforcement  powers over the Company and its
non-bank  subsidiaries.  This allows the Federal Reserve, among other things, to
stop  activities  that  represent  unsafe or  unsound  practices  or  constitute
violations  of  law,  rules,  regulations,   administrative  orders  or  written
agreements with a federal bank regulator.  These powers may be exercised through
the issuance of cease-and-desist orders, the imposition of civil money penalties
or other actions.

         FEDERAL RESERVE CAPITAL REQUIREMENTS. The Federal Reserve requires that
the Company, as a bank holding company,  must maintain certain minimum ratios of
capital to assets.  The Federal  Reserve's  regulations  divide capital into two
categories.  Primary capital includes common equity, surplus, undivided profits,
perpetual preferred stock, mandatory convertible instruments,  the allowance for
loan and lease  losses,  contingency  and other capital  reserves,  and minority
interests in equity accounts of  consolidated  subsidiaries.  Secondary  capital
includes  limited-life  preferred stock,  subordinated  notes and debentures and
certain unsecured long term debt.

         The Federal  Reserve  requires that bank holding  companies  maintain a
minimum ratio of primary  capital to total assets of 5.5% and a minimum level of
total capital (primary plus secondary  capital) equal to 6% of total assets.  In
calculating capital ratios, the allowance for loan losses,  which is a component
of primary capital,  is added back in determining total assets.  Certain capital
components,  such as debt and  perpetual  preferred  stock,  are  includable  as
capital only if they satisfy certain definitional tests.

         The Company must also meet a risk-based capital standard.  Capital, for
the  risk-based  capital  requirement,  is  divided  into  Tier  I  capital  and
Supplementary capital, determined as discussed below in connection with the FDIC
capital  requirements imposed on the Bank. The Federal Reserve requires that the
Bank  maintain a ratio of total  capital  (defined as Tier I plus  Supplementary
capital)  to  risk-weighted  assets of at least 8%, of which at least 4% must be
Tier I capital.  Risk weighted assets are also determined in a manner comparable
to the determination of risk-weighted assets under FDIC regulations as discussed
below.

         At December  31, 2007 and 2006,  the  Company met the  definition  of a
"well capitalized" bank holding company.

         INTER-STATE BANKING. Bank holding companies may generally acquire banks
in any state. Federal law also permits a bank to merge with an out-of-state bank
and convert any offices into branches of the resulting  bank if both states have
not opted out of interstate  branching;  permits a bank to acquire branches from
an  out-of-state  bank if the law of the state  where the  branches  are located
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permits the interstate  branch  acquisition;  and permits banks to establish and
operate  new  interstate  branches  whenever  the  host  state  opts-in  to that
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authority.  Bank  holding  companies  and  banks  that  want to  engage  in such
activities must be adequately capitalized and managed.

         The New York Banking Law generally  authorizes  interstate branching in
New York as a result of a merger, purchase of assets or similar transaction.  An
out of state  bank may not first  enter New York by  opening a new branch in New
York,  but once a branch is acquired as  described  in the  preceding  sentence,
additional new branches may be opened state wide.

         REGULATION OF THE BANK. In general,  the powers of the Bank are limited
to the  express  powers  described  in the  New  York  Banking  Law  and  powers
incidental  to the  exercise  of those  express  powers.  The Bank is  generally
authorized to accept deposits and make loans on terms and conditions  determined
to be acceptable to the Bank. Loans may be unsecured, secured by real estate, or
secured by personal property. The Bank may also invest assets in bonds, notes or
other debt  securities  which are not in default and certain  limited classes of
equity  securities  including  certain  publicly traded equity  securities in an
amount  aggregating  not more than 2% of assets or 20% of capital.  The Bank may
also engage in a variety of other  traditional  activities for commercial banks,
such as the issuance of letters of credit.

         The  exercise  of these  state-authorized  powers  is  limited  by FDIC
regulations  and  other  federal  laws  and  regulations.  In  particular,  FDIC
regulations  limit the investment  activities of  state-chartered,  FDIC-insured
banks such as the Bank.

         Under  FDIC  regulations,  the  Bank  generally  may  not  directly  or
indirectly acquire or retain any equity investment that is not permissible for a
national  bank. In addition,  the Bank may not directly or indirectly  through a
subsidiary,  engage as "principal" in any activity that is not permissible for a
national bank unless the FDIC has determined that such activities  would pose no
risk to the applicable  FDIC  insurance fund and the Bank is in compliance  with
applicable regulatory capital requirements.  FDIC regulations permit real estate
investments under certain circumstances. The Bank does not engage in real estate
investing activity.

         LOANS TO ONE BORROWER.  With certain exceptions,  the Bank may not make
loans or other  extensions of credit to a single  borrower,  or certain  related
groups of borrowers,  in an aggregate  amount in excess of 15% of the Bank's net
worth,  plus an additional 10% of the Bank's net worth if such amount is secured
by certain types of readily marketable collateral.  In addition, the Bank is not
permitted  to make a mortgage  loan in excess of 15% of capital  stock,  surplus
fund and undivided profits.

         FDIC CAPITAL  REQUIREMENTS.  The FDIC  requires  that the Bank maintain
certain  minimum  ratios of  capital to assets.  The FDIC's  regulations  divide
capital  into two tiers.  The first  tier  ("Tier I")  includes  common  equity,
retained earnings,  certain non-cumulative  perpetual preferred stock (excluding
auction rate issues) and minority  interests in equity  accounts of consolidated
subsidiaries,  minus  goodwill  and other  intangible  assets  (except  mortgage
servicing  rights and  purchased  credit card  relationships  subject to certain
limitations).  Supplementary  ("Tier II") capital  includes,  among other items,
cumulative  perpetual  and long-term  limited-life  preferred  stock,  mandatory
convertible  securities,  certain hybrid capital instruments,  term subordinated
debt and the allowance for loan, subject to certain  limitations,  less required
deductions.

         The FDIC  requires  that the  highest  rated  banks  maintain  a Tier I
leverage  ratio (Tier I capital to adjusted  total assets) of at least 3.0%. All
other banks subject to FDIC capital requirements must maintain a Tier I leverage
ratio of 4.0% to 5.0% or more. As of December 31, 2007 and 2006, the Bank's Tier
I leverage capital ratio was 9.7% and 10.9%, respectively.
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         The Bank must also meet a risk-based  capital standard.  The risk-based
standard  requires  the Bank to maintain  total  capital  (defined as Tier I and
Supplementary capital) to risk-weighted assets of at least 8%, of which at least
4% must be Tier I capital.  In determining the amount of  risk-weighted  assets,
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all  assets,  plus  certain  off-balance  sheet  assets,  are  multiplied  by  a
risk-weight of 0% to 100%,  based on the risks the FDIC believes are inherent in
the type of asset. As of December 31, 2007 and 2006, the Bank maintained a 13.9%
and 18.6% Tier I risk-based capital ratio and a 14.5% and 19.3% total risk-based
capital ratio, respectively.

         In addition to the foregoing regulatory capital requirements,  the FDIC
Improvements Act of 1991 created a "prompt corrective  action" framework,  under
which decreases in a depository  institution's  capital category trigger various
supervisory actions.  Pursuant to implementing  regulations adopted by the FDIC,
for purposes of the prompt  corrective  action  provisions,  a  state-chartered,
nonmember bank, such as the Bank, is deemed to be well  capitalized if it has: a
total risk-based  capital ratio of 10% or greater;  a Tier I risk-based  capital
ratio of 6% or greater;  and a leverage  ratio of 5% or greater.  As of December
31, 2007 and 2006, the Bank met the definition of a "well capitalized" financial
institution.

         COMMUNITY  REINVESTMENT ACT. The Bank must, under federal law, meet the
credit needs of its community, including low and moderate income segments of its
community. The FDIC is required, in connection with its examination of the Bank,
to assess  whether the Bank has satisfied this  requirement.  Failure to satisfy
this requirement could adversely affect certain  applications which the Bank may
make, such as branch  applications,  merger  applications,  and applications for
permission to purchase branches.  In the case of Berkshire,  the Federal Reserve
will  assess  the  record  of  each  subsidiary  bank  in  considering   certain
applications by Berkshire.  The New York Banking Law contains similar provisions
applicable  to the  Bank.  As of the  most  recent  Community  Reinvestment  Act
examinations  by the FDIC and the New York State  Banking  Department,  the Bank
received "satisfactory" ratings.

         DIVIDENDS  FROM THE  BANK TO THE  COMPANY.  One  source  of  funds  for
Berkshire to pay  dividends to its  stockholders  is dividends  from the Bank to
Berkshire.  Under  the New York  Banking  Law,  the Bank  may pay  dividends  to
Berkshire, without regulatory approval, equal to its net profits for the year in
which the payment is made, plus retained net profits for the two previous years,
subject to certain  limits  not  generally  relevant.  The Bank's  retained  net
profits  for the 2006 and  2007  calendar  years  totaled  approximately  $11.93
million.

         Under  federal law, the Bank may not make any capital  distribution  to
Berkshire,  including any dividend or repurchase of the Bank's stock,  if, after
making such  distribution,  the Bank fails to meet the required  minimum capital
ratio  requirements  discussed below. The FDIC may prohibit the Bank from paying
dividends  if, in its opinion,  the payment of  dividends  would  constitute  an
unsafe or unsound practice.

         TRANSACTIONS WITH RELATED PARTIES.  The Company, its direct non-banking
subsidiaries  and other  companies  controlled by  stockholders  who control the
Company are  affiliates,  within the meaning of the Federal  Reserve Act, of the
Bank and its  subsidiaries.  The Bank's authority to engage in transactions with
its  "affiliates" is limited by Sections 23A and 23B of the Federal Reserve Act.
Section 23A limits the  aggregate  amount of  transactions  with any  individual
affiliate  to 10% of the  capital  and  surplus of the Bank and also  limits the
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aggregate  amount  of  transactions  with all  affiliates  to 20% of the  Bank's
capital  and  surplus.  Extensions  of credit to  affiliates  must be secured by
certain  specified  collateral,  and the  purchase  of low  quality  assets from
affiliates   is  generally   prohibited.   Section  23B  provides  that  certain
transactions  with affiliates,  including loans and asset purchases,  must be on
terms and under circumstances,  including credit standards, that are at least as
favorable  to  the  Bank  as  those   prevailing  at  the  time  for  comparable
transactions  with  non-affiliated  companies.  In  the  absence  of  comparable
transactions,  such  transactions may only occur under terms and  circumstances,
including  credit  standards,  that in good  faith  would be offered to or would
apply to non-affiliated companies.

         In accordance with banking regulations,  the Bank may make loans to its
and the Company's directors,  executive officers, and 10% stockholders,  as well
as to entities controlled by them, subject to specific federal and state limits.
Among other things, these loans must (a) be made on terms that are substantially
the  same  as,  and  follow  credit  underwriting  procedures  that are not less
stringent

                                       7

than, those prevailing for comparable transactions with unaffiliated persons and
that do not involve  more than the normal  risk of  repayment  or present  other
unfavorable  features and (b) not exceed  certain  limitations  on the amount of
credit extended to such persons, individually and in the aggregate, which limits
are based, in part, on the amount of the Bank's capital. In addition, extensions
of credit in excess of certain  limits must be  approved by the Bank's  Board of
Directors. However, the Bank may make loans to executive officers, directors and
principal  stockholders on preferential terms,  provided the extension of credit
is made pursuant to a benefit or compensation program of the Bank that is widely
available  to  employees  of the  Bank  or its  affiliates  and  does  not  give
preference  to any insider over other  em

Edgar Filing: BERKSHIRE BANCORP INC /DE/ - Form 10-K

9


