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CAUTIONARY STATEMENT REGARDING FORWARDING LOOKING STATEMENTS

This document, including information incorporated by reference, contains, and future filings by Community Financial Corporation on
Form 10-K, Form 10-Q and Form 8-K and future oral and written statements by Community Financial Corporation and its management may contain,
forward-looking statements about Community Financial Corporation which we believe are within the meaning of the Private Securities Litigation
Reform Act of 1995. These forward-looking statements include, without limitation, statements with respect to anticipated future operating and
financial performance, including revenue creation, lending origination, operating efficiencies, loan sales, charge-offs and |oan loss provisions,
growth opportunities, interest rates, cost savings and funding advantages. These forward-l1ooking statements are based on currently available
competitive, financial and economic data and management's views and assumptions regarding future events. These forward-looking statements are
inherently uncertain and investors must recognize that actual results may differ from those expressed or implied in the forward-looking statements.
Accordingly, Community Financial Corporation cautions readers not to place undue reliance on any forward-looking statements.

Words such as may, could, should, would, believe, anticipate, estimate, expect, intend, plan and similar expressions are intended to
identify these forward-looking statements. The important factors discussed below, as well as other factors discussed el sewhere in this document
and factorsidentified in our filings with the Securities and Exchange Commission and those presented el sewhere by our management from time to
time, could cause actual resultsto differ materially from those indicated by the forward-looking statements made in this document. Among the
factorsthat could cause our actual resultsto differ from these forward-looking statements are:

- the strength of the United States economy in general and the strength of the local economiesin which we conduct our operations;
genera economic conditions, either nationally or regionally, may be less favorable than expected, resulting in, among other things,
adeterioration in the credit quality of our loans and other assets;

- the effects of, and changes in, trade, monetary and fiscal policies and laws, including interest rate policies of the Board of
Governors of the Federal Reserve System;

- financial market, monetary and interest rate fluctuations, particularly the relative relationship of short-term interest rates to long-
term interest rates;

- thetimely development of and acceptance of new products and services of Community Financial Corporation and Community Bank,
and the perceived overall value of these products and services by users, including the features, pricing and quality compared to
competitors' products and services;

- the impact of changes in financial services laws and regulations (including laws concerning taxes, accounting standards, banking,
securities and insurance); legislative or regulatory changes may adversely affect the business in which we are engaged,;

- the impact of technological changes;
- changesin consumer spending and saving habits; and
- our success at managing the risksinvolved in the foregoing.

We do not intend to update our forward-looking information and statements, whether written or oral, to reflect change. All forward-
looking statements attributabl e to us are expressly qualified by these cautionary statements.



PART |
ITEM 1. BUSINESS
General

Community Financial Corporation isaVirginia corporation, which owns Community Bank. Community Bank was organized in 1928 asa
Virginia-chartered building and loan association, converted to afederally-chartered savings and loan association in 1955 and to afederally-
chartered savings bank in 1983. 1n 1988, Community Bank converted to the stock form of organization through the sale and issuance of shares of
our common stock. Referencesin this document to we, us, our, the Corporation, the Company and the Bank refer to Community Financial and/or
Community Bank asthe context requires.

Our principal asset isthe outstanding stock of Community Bank, our wholly owned subsidiary. Our common stock trades on The
Nasdag Stock Market under the symbol “CFFC.”

Community Financial Corporation and Community Bank are subject to comprehensive regulation, examination and supervision by the
Office of Thrift Supervision, Department of the Treasury and by the Federal Deposit Insurance Corporation. The Bank isamember of the Federal
Home Loan Bank (“FHLB") System and our deposits are backed by the full faith and credit of the United States Government and are insured to the
maximum extent permitted by the Federal Deposit Insurance Corporation. At March 31, 2008, Community had $491.2 million in assets, deposits of
$350.7 million and stockholders' equity of $38.7 million. Community’s primary business consists of attracting deposits from the general public and
originating real estate loans and other types of investments through our offices located in Staunton, Waynesboro, Stuart Drafts, Raphine, VVerona,
Lexington, Harrisonburg and Virginia Beach, Virginia.

Likeal financial institutions Community Bank’s operations are materially affected by general economic conditions, the monetary and
fiscal policies of the federal government and the policies of the various regulatory authorities, including the Office of Thrift Supervision and the
Board of Governors of the Federal Reserve System (“ Federal Reserve Board”). Our results of operations are largely dependent upon our net
interest income, which isthe difference between the interest we receive on our loan portfolio and our investment securities portfolio, and the
interest we pay on our deposit accounts and borrowings.

Our main officeislocated at 38 North Central Avenue, Staunton, Virginia 24401. Our telephone number is (540) 886-0796. Thisannual
report on Form 10-K, aswell as other public information that we file with the Securities and Exchange Commission, is also available on our website
at www.cbnk.com and on the Securities and Exchange Commission’s website at www.sec.gov.

Our Operating Strategy
Our goal isto operate and grow a profitable community-oriented financial institution, and to maximize stockholder value by:
- retaining our community-oriented focus to meet the financial needs of the communities we serve;
- enhancing our focus on core deposits, including savings and checking accounts;
- maintaining ahigh level of asset quality.
- selectively emphasizing products and services to provide diversification of revenue sources and to capture our customer’s full

relationship. We intend to continue to expand our business by cross selling our loan and deposit products and services to our
customers,



- growing and diversifying our loan portfolio by emphasizing the origination of commercial and multi-family real estate loans, one- to
four-family residential mortgage loans, construction loans, secured business |oans and consumer loans;

- expanding our banking network by opening de novo branches and by selectively acquiring branch offices, although currently we
do not have any specific expansion plans;

- controlling operating expenses while continuing to provide quality personal service to our customers;
- utilizing borrowings as needed to fund growth and enhance profitability; and
Lending Activities

General. We concentrate our lending activities on first mortgage conventional loans secured by residential properties, commercial and
multi-family real estate with an emphasis on multi-family housing, and to alesser extent construction loans secured by commercial and multi-family
real estate and one-to four-family residential properties. Additionally, we make consumer loansin order to increase the diversification and decrease
the interest rate sensitivity of our loan portfolio, and to increase interest income as these loans typically carry higher interest rates than residential
mortgage loans. Substantially all of our loans are originated within our market area which includes Shenandoah, Rockingham, Page, Highland,
Augusta, Albemarle, Bath, Rockbridge and Nelson Counties, and the Hampton Roads areain Virginia. Since 2004, our residential |oan portfolio as
apercentage of our total loan portfolio has steadily declined while our commercial real estate, construction, commercial business and consumer
lending portfolios have increased. The changeisthe result of our attempt to diversify our loan portfolio, maximize the expertise of our loan officers
and exploit the growth in our market areas. Additionally, the changein our loan portfolio has occurred due to customers’' preference for fixed rate
mortgage loansin ahistorically low interest rate environment rather than adjustable rate mortgage loans. As part of our asset liability management
strategy, we have not originate fixed rate residential loans with terms of 15 years or more for our portfolio for approximately six years.

Residential loan originations come primarily from walk-in customers, real estate brokers and builders. Commercial and multi-family real
estate |oan originations are obtained through broker referrals, direct solicitation of developers and continued business from customers. All
completed loan applications are reviewed by our salaried loan officers. As part of the application process, information is obtained concerning the
income, financial condition, employment and credit history of the applicant and any related businessinterests. If commercial or multi-family real
estateisinvolved, information is also obtained concerning cash flow after debt service. The quality of loansis analyzed based on our experience
and on guidelines with respect to credit underwriting aswell as the guidelinesissued by Freddie Mac and Fannie Mae and other purchasers of
loans, depending on the type of loansinvolved. The one-to four-family, adjustable-rate mortgage loans originated by us, however, are not readily
saleable in the secondary market due to the fact that we do not typically require title insurance or written verifications of employment history and
deposit relationships. All real estate is appraised by independent fee apprai sers who have been pre-approved by our Board of Directors.

Our loan commitments are approved at different levels, depending on the size and type of the loan being sought. Our Board of Directors
has authorized different loan limits for individual loan officers depending on the types of loans being approved. Individual loan officer limitsfor
one-to four-family real estate loans range from $100,000 to $300,000 and for commercial real estate loans range from $100,000 to $175,000. One- to
four-family real estate loans not exceeding $350,000 and commercial real estate |oans not exceeding $225,000 may be approved by the President of
the Bank. One- to four-family real estate loans not exceeding $950,000 and commercial real estate loans not exceeding $875,000 may be approved
by one member of senior management and two other officers. Any loan not exceeding $1,000,000 may be approved by the Bank’sloan
committee. All mortgage loansin excess of $1,000,000



must be approved by the Board of Directors. Individual loan officer limits for unsecured non-real estate |oans range from $10,000 to $50,000 and
secured non-real estate loans range $15,000 to $175,000. Non-real estate loans up to $375,000 on a secured basis and $150,000 on an unsecured
basis require the approval of one member of senior management and two other officers. Non-real estate loansin excess of individual loan officer or
collective senior management loan authority must be approved by a majority of our Loan Committee or Board of Directors.

The aggregate amount of loans that the Bank is permitted to make to any one borrower, including related entities, and the aggregate
amount that the Bank may invest in any one real estate project, with certain exceptions, islimited to the greater of 15% of our unimpaired capital
and surplus or $500,000. At March 31, 2008, the maximum amount which we could have loaned to one borrower and the borrower’ s rel ated entities
or invested in any one project was approximately $6.3 million. At March 31, 2008, we only had 11borrowers, or groups of related borrowers, with an
aggregate outstanding |oan balance at March 31, 2008, in excess of $3.0 million, with the largest being a $6.25 million relationship consisting of four
loans secured by residential real estate and amotel. All of theseloansin excess of $3.0 million are performing in accordance with their payment
terms. We also had 14 other borrowers, or groups of related borrowers, with an aggregate outstanding loan balance at March 31, 2008 of between
$2.0 million and $3.0 million, all of which loans are performing in accordance to their payment terms.

Loan Portfolio Composition. The following table sets forth the composition of our total loan portfolio in dollars and percentages as of
the dates indicated.

March 31,
2008 2007 2006 2005 2004
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollarsin Thousands)
Real Estate Loans:
Residential $122,605 27.08% $118,044  28.59% $115,169 30.77% $123,256 34.94% $121,143 41.50%
Commercial 150,059 33.14 119,354  28.91 105,990 28.32 95,700 27.12 73,107 25.04
Construction 53,891 11.90 48,857 11.83 41,645 11.13 35,019 9.92 25,321 8.68
Total rea estate 326,555 72.12 286,255  69.33 262,804 70.22 253,975 71.98 219,571 75.22
Consumer Loans:
Home equity 32,780 7.24 30,806 7.46 20,992 5.61 17,963 5.09 14,557 4.99
Automobile 44,961 9.93 50,992 12.34 49,996 13.36 44,112 12.50 31,297 10.72
Other 6,930 153 7,171 174 6,911 184 6,638 1.88 7,844 3.46
Total consumer 84,671 18.70 88,969 21.54 77,899 20.81 68,713 19.47 55,939 19.17
Commercial business 41,578 9.18 37,691 9.13 33,564 8.97 30,174 8.55 16,361 5.61
Total loans receivable 452,804 100.00% 412,915 100.00% 374,267 100.00% 352,862 100.00% 291,871 100.00%
Less.
Undisbursed loansin
process 13,599 11,884 13,822 14,133 10,480
Deferred (costs) fees and
unearned discounts (1,184) (1,299) (1,235) (1,1200) (556)
Allowance for losses 3,215 3,078 2,966 3,021 2,646
Total loans receivable, net $437,174 $399,252 $358,714 $336,808 $279,301



The following table shows the composition of our loan portfolio by fixed and adjustable-rate, at the dates indicated.

Fixed-Rate Loans:
Readl Estate:

Residential
Commercial
Constriicti nn(l)

Total real estate loans
Home equity
Automobile
Other

Total consumer loans

Commercial business

Total fixed-rate loans

Adjustable-Rate loans:
Readl Estate:

Residential
Commercial
Constriicti nn(z)

Total real estate loans
Home equity
Automobile
Other
Total consumer loans
Commercial Business

Total adjustable-rate
loans

Total loansreceivable

March 31,

2008 2007 2006 2005 2004
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(Dollarsin Thousands)
$ 22,146 489% $ 24,657 597% $ 25,952 6.93% $ 34,129 9.67% $ 27,132 9.30%

22,592 4,99 15,097 3.66 13,651 3.65 12,303 3.49 11,482 3.93
6,870 152 -- 0.00 855 0.23 -- 0.00 643 0.22
51,608 11.40 39,754 9.63 40,458 10.81 46,432 13.16 39,257 13.45
5,692 1.26 4,972 1.20 4,816 1.29 4,413 1.25 7,779 2.67
44,843 9.90 50,895 12.32 49,840 13.32 43,970 12.46 31,115 10.65
5,872 1.30 5,619 1.36 5,548 147 5,488 155 4,096 141
56,407 12.46 61,486 14.88 60,204 16.08 53,871 15.26 42,990 14.73
19,912 4.40 17,721 4.29 15,340 4.10 11,330 321 6,218 213
127,927 28.26 118,961 28.80 116,002 30.99 111,633 31.63 88,465 30.31
100,459 22.19 93,387 22.62 89,217 23.84 89,127 25.27 94,011 32.20
127,467 28.15 104,257 25.25 92,339 24.67 83,397 23.63 61,625 21.11
47,021 10.38 48,857 11.83 40,790 10.90 35,019 9.92 24,678 8.46
274,9471 60.72 246,5011 59.70 222,346 59.41 207,543 58.82 180,314 61.77
27,088 5.98 25,834 6.26 16,176 4.32 13,550 3.84 6,778 2.33
118 0.03 97 0.02 156 0.04 142 0.04 182 0.06
1,058 0.23 1,552 0.38 1,363 0.37 1,150 0.33 5,989 2.05
28,264 6.24 27,483 6.66 17,695 4,73 14,842 4.21 12,949 4.44
21,666 4,78 19,970 4.84 18,224 4.87 18,844 5.34 10,143 348
324,877 71.74 293,954 71.20 258,265 69.01 241,229 68.37 203,406 69.69
$ 452,804 100.00% $ 412,915 100.00% $374,267 100.00% $352,862 100.00% $291,871 100.00%

(2) Includesresidential real estate construction loans of $247,000, $0, $0, $0, and $643,000, and commercial real estate construction loans of $6.6 million, $0,
$855,000, $0, and $0 at March 31, 2008, 2007, 2006, 2005, and 2004, respectively.

(2) Includes residential real estate construction loans of $43.3 million, $47.2 million, $39.6 million, $33.1 million, and $22.7 million, and commercial rea estate
construction loans of $3.7 million, $1.7 million, $1.2 million, $1.9 million, and $2.0 million at March 31, 2008, 2007, 2006, 2005 and 2004, respectively.



Loan Maturity and Repricing. Thefollowing scheduleillustrates the contractual maturity of our real estate construction and
commercial businessloan portfolios as of March 31, 2008, before net items. Loansthat have adjustable or renegotiable interest rates are shown as
maturing in the period during which the contract isdue. The schedule does not reflect the effects of possible prepayments or enforcement of due-
on-sale clauses.

Real Estate
Construction Commercial
or Development Business Total
(Dollarsin Thousands)

Due during periods
ending March 31,
2009 $ 47422 $ 21,833 $ 69,255
2010t0 2013 6,469 18,184 24,653
After 2013 -- 1,561 1,561

Totals $ 53891 $ 41578 $ 95,469

Thetotal amount of loans in the above table due after March 31, 2009, which have fixed interest ratesis $22.4 million, while the total
amount of loans due after such date which have floating or adjustable interest ratesis $3.8 million.

One-to Four-Family Residential Real Estate Lending. We originate |oans secured by one- to four-family residences, substantially all
of which arelocated in our market areas. We evaluate both the borrower’ s ability to make principal and interest payments and the value of the
property that will secure the loan. Although federal law permits us to make loans in amounts of up to 100% of the appraised value of the
underlying real estate, we generally make one-to four-family residential real estate loansin amounts of 80% or less of the appraised value. In
certain instances, we will lend up to 90% of the appraised value of the underlying real estate and require the borrower to purchase private
mortgage insurance in an amount sufficient to reduce our exposure to 80% or less. For the year ended March 31, 2008, 84.5% of all one-to four-
family residential loans we originated had adjustable interest rates. At March 31, 2008, only $22.1 million, or 4.9%, of our total loans receivable,
before net items, consisted of fixed-rate residential mortgage loans.

To compete with other lendersin our market area, we make one, three, five, and to amuch lesser extent, seven and ten-year adjustable-
rate mortgage (“ARM”) loans at interest rates which, for theinitial period, may be below the index rate which would otherwise apply to these
loans. Borrowers are qualified, however, at the fully indexed interest rate. Our one- to four-family residential ARM loans primarily have interest
rates that adjust annually after the initial period, based on a stated interest margin over the yields on oneyear U.S. Treasury Bills. Our ARM loans
generally limit interest rate increases to 2% each rate adjustment period and have an established ceiling rate at the time the loans are made of up to
6% over the original interest rate. At March 31, 2008, residential ARM loans totaled $100.5 million, representing 81.9% of our total residential real
estate |oans and 22.2% of our total loans receivable, before net items. ARM loans generally pose different credit risks than fixed-rate loans
primarily because during periods of rising interest rates, the risk of defaults on ARM loans may increase due to the upward adjustment of interest
costs to borrowers.

All one- to four-family real estate mortgage loans originated by us contain a“due-on-sale” clause that allows usto declare the unpaid
principal balance due and payable upon the sale of the mortgaged property. It isour policy to enforce these due-on-sal e clauses concerning fixed-
rated loans and to permit assumptions of ARM loans, for afee, by qualified borrowers.



We require, in connection with the origination of residential real estate loans, title opinions and fire and casualty insurance coverage, as
well asflood insurance where appropriate, to protect our interests. The cost of thisinsurance coverageis paid by the borrower. We generally do
not require escrows for taxes and insurance.

Commercial Real Estate and Construction Lending. We have originated and, in the past have purchased, commercial real estate |loans
and loan participations. We also make commercial and residential real estate construction loans. Our commercial real estate |oans are secured by
varioustypes of collateral, including raw land, multi-family residential buildings, hotels and motels, convenience stores, commercial and industrial
buildings, shopping centers and churches. At March 31, 2008, commercial real estate and construction loans aggregated $204.0 million or 45.0% of
our total loansreceivable, before net items, with $174.5 million of these loans having adjustable interest rates and $29.5 million having fixed interest
rates. Our commercial real estate and construction loans are secured primarily by propertieslocated in our market areas.

Our commercial real estate loans are generally made at interest rates that adjust annually based on yields for one-year U.S. Treasury
securities, with a 2% annual cap on rate adjustments and a 6% cap on interest rates over the life of the loan. Typically, we charge origination fees
ranging from 1% to 2% on these loans. Commercial real estate loans made by us are fully amortizing with maturities ranging from five to 30
years. Our construction loans are generally for aterm of 12 months or lesswith interest only due monthly. Construction loans are generally made
with permanent financing to be provided by us, although not required. Construction loans to builders may be made on a basis where a buyer has
contracted to buy the house or the construction may be on a speculative basis. Limits are set by us as to the number of each type of construction
loan for each builder, whether speculative or pre-sold, dependent on the determination made by us during the underwriting process.

In our underwriting of commercial real estate and construction loans, we may lend, under federal regulations, up to 100% of the security
property’s appraised value, although the loan to original appraised value ratio on such propertiesis generally 80% or less. Our commercial real
estate and construction loan underwriting requires an examination of debt service coverage ratios, the borrower’s creditworthiness and prior
credit history and reputation, and we generally require personal guarantees or endorsements of borrowers. We also carefully consider the location
of the security property.

At March 31, 2008, we had commercial real estate loans totaling $150.1 million, including 68 commercial real estate loans (or multiple loans
to one borrower) in excess of $1.0 million with an aggregate balance of $130.7 million. The largest loan or lending relationship to asingle borrower
was for $6.25 million, which consisted of four loans secured by residential real estate and a motel.



The following table presents information asto our commercial real estate and commercial construction lending portfolio as of March 31,
2008, by type of project.

Number Principal
of loans Balance

(Dollarsin Thousands)

Permanent financing:

Multi-family residential buildings 31 $ 12,793
Hotel and motel 19 18,184
Commercial and industrial buildings 102 33,350
Raw land 194 42,231
Church 10 1,584
Restaurant 11 2477
Warehouse 29 9,268
Retail Store 74 25,532
4,640
School/Recreational 14 10,304
Commercial construction 5
Total 484 $ 160,363

The largest portion of our commercial real estate portfolio consists of loans secured by raw land. The Company originates loansto local
real estate developerswith whom it has established relationships for the purpose of developing residential subdivisions (i.e., installing roads,
sewers, water and other utilities), aswell asloansto individualsto purchase building lots. Land loans are secured by alien on the property and
made for a period usually not to exceed twelve months with an interest rate that adjusts with the prime rate, and are made with loan-to-valueratios
not exceeding 80%. Monthly interest payments are required during the term of the loan. Land loans for subdivisions are structured so that we are
repaid in full upon the sale by the borrower of approximately 90% of the subdivision lots. All of our land loans are secured by property located in
our primary market area. We also generally obtain personal guarantees from financially capable parties based on areview of personal financial
statements. Loans secured by raw land increased from $34.8 million at March 31, 2007 to $42.2 million at March 31, 2008, due primarily to the
employment of additional oan officers and the increased development activity in our market areas.

L oans secured by undeveloped land or improved lots involve greater risks than one- to four- family residential mortgage loans because
these loans are advanced upon the predicted future value of the developed property. If the estimate of the future value provesto be inaccurate, in
the event of default and foreclosure, the Company may be confronted with a property the value of which isinsufficient to assure full repayment.
Loans on raw land may run the risk of adverse zoning changes, environmental or other restrictions on future use. At March 31, 2008, we had
$442,000 of non-performing raw land loans.

We also make construction loans to individual s for the construction of their residences as well asto builders and developersfor the
construction of non-residential properties, one-to four-family residences and the development of one-to-four family lotsin Virginia. Theloan
amount on construction loansis generally limited to 80% of the completed value of the project with inspections made during the course of the
project to ensure work is completed consistent with draws. These construction loans are generally for aterm of 12 months or less with interest
only due monthly. Construction loans are generally made with permanent financing to be provided by us, although not required. Construction
loansto builders may be



made on a basis where abuyer has contracted to buy the house or the construction may be on a speculative basis. Limits are set by us asto the
number of each type of construction loan for each builder, whether speculative or pre-sold, dependent on the determination made by us during the
underwriting process. At March 31, 2008, we had $43.5 million or 9.6% of our total loans receivable, before net items, in 154 residential

construction loans, the largest of which was $956,000, compared to $47.2 million or 11.4% at March 31, 2007. Residential construction loanstotaled
approximately 80.7% of the total construction loan portfolio.

At March 31, 2008, we had five commercial construction loans totaling $10.4 million, the largest one having an outstanding balance of
$5,000,000. These loans are presently performing in accordance with their terms. Our commercial construction loans are generally made for aone
year term or less, with arequirement that the borrower have acommitment for permanent financing prior to funding the construction loan. The loan
amount on construction loansis generally limited to 80% of the completed value of the project with inspections made during the course of the
project to ensure work is completed consistent with draws. Our construction loans generally provide for afixed rate of interest at the prevailing
prime rate or slightly above. Such loans are generally secured by the personal guarantees of the borrowers and by first mortgages on the projects.

Commercial real estate and construction lending is generally considered to involve a higher level of credit risk than one-to four-family
residential lending due to the concentration of principal in alimited number of loans and borrowers and the effects of general economic conditions
on real estate devel opers and managers. Our risk of 10ss on a construction loan is dependent largely upon the accuracy of the initial estimate of the
property’s sale value upon completion of the project and the estimated cost of the project. If the estimated cost of construction or development
proves to be inaccurate, we may be required to advance funds beyond the amount originally committed to permit completion of the project. If the
estimate of value proves to be inaccurate, we may be confronted, at or prior to the maturity of the loan, with a project with value which is
insufficient to assure full repayment. Because we usually provide loans to a devel oper for the entire estimated cost of the project, defaultsin
repayment generally do not occur during the construction period and it is therefore difficult to identify problem loans at an early stage. When loan
payments become due, borrowers may experience cash flow from the project which is not adequate to service total debt. This cash flow shortage
can result in the failure to make loan payments. In such cases, we may be compelled to modify the terms of the loan. In addition, the nature of these
loansis such that they are generally less predictable and more difficult to evaluate and monitor.

Consumer Lending. We offer avariety of secured consumer loans, including new and used automobile loans, home equity loans and
lines of credit, and deposit account, installment and demand loans. We also offer unsecured loans. We originate our consumer loans primarily in
our market areas. At March 31, 2008, our consumer loans totaled $84.7 million or 18.7% of our total loans receivable, before net items. With the
exception of $27.1 million of home equity lines of credit loans at March 31, 2008, our consumer loans primarily have fixed interest rates and
generally have termsranging from 90 daysto five years.

The largest component of our consumer |oans is automobile loans. We originate automobile loans on a direct and indirect
basis. Automobileloanstotaled $45.0 million at March 31, 2008, or 9.9% of our total loan portfolio, before net items, with $6.8 million in direct loans
and $38.2 millionin indirect loans. Our automobile loan portfolio hasincreased from $31.3 million for fiscal 2004 to $45.0 million at March 31, 2008,
or 43.8%. Theincrease in automobile loansis attributable to indirect lending relationships with automobile dealershipsin our lending areas. The
bulk of our indirect lending comes from relationships with approximately 40 car deal erships under an arrangement providing apremium for the
amount over our interest rate to the referring dealer, with approximately half of these loans originated through four deal erships located in our
market area. Indirect lending is highly competitive; however, our ability to



provide same day funding makes our product competitive. Automabile loans may be written for aterm of up to six years and have fixed rates of
interest. Loan-to-valueratios are up to 110% of the manufacturer's suggested retail price for new direct auto loans and 125% of the manufacturer's
invoice for new indirect auto loans. For used car loans we use the same | oan-to-val ue ratios based on National Automobile Dealers Association
("NADA") retail value for direct loans and NADA trade-in value for indirect loans.

The automobile loans are generally evenly divided between new and used vehicles. The automobile loans are primarily without recourse
to the dealer but the Bank may require either full or partial recourse to the dealer under certain circumstances. If the customer’s credit history or the
loan to value of the vehicle warrants, the Bank may require full or partial recourseto the dealer.

We follow our internal underwriting guidelinesin evaluating direct automobile loans, including credit scoring. Indirect automobile loans
are underwritten by athird party on our behalf, using substantially similar guidelinesto our internal guidelines. However, because these loans are
originated through athird party and not directly by us, they present greater risks than other types of lending activities. At March 31, 2008, we had
$1.0 million in non-performing automobile loans, which included $640,000 in indirect automobile loans.

At March 31, 2008, our home equity loans totaled $32.8 million and comprised 7.2% of our total loan portfolio, before net items, including
$27.1 million of home equity lines of credit. Home equity loans may be originated in amounts, together with the amount of the existing first
mortgage, of up to 90% of the value of the property securing the loan. The amount of the line of credit may also not exceed 90% of the value of the
property securing the loan. Home equity lines of credit are originated with an adjustable rate of interest, based on the prime rate of interest or with
afixed rate of interest. Home equity lines of credit have a 20 year term and amounts may be reborrowed after payment at any time during the life of
theloan. At March 31, 2008, unfunded commitments on these lines of credit totaled $21.5 million.

During our fiscal year 2008, we evaluated the benefits of the increased yields on our credit card portfolio with the higher risk and
operating costs related to maintaining and servicing an unsecured credit card portfolio. We believed that offering a credit card product was
important to our existing customer base and for obtaining new customers. As a result of this evaluation, we entered into an agent-bank
relationship with an unaffiliated non-bank pursuant to which our customers can obtain credit cards with the Community Bank brand and for which
we earn commissions for new accounts and a percentage of interchange fees, but for which we incur no liability or credit risk. At the same time, we
sold our existing credit card portfolio to that unaffiliated organization. During the September 30, 2007 quarter, we sold our credit card portfolio with
an approximate loan balance of $500,000 which resulted in again of $37,000.

The underwriting standards employed by us for consumer loans include a determination of the applicant’s payment history on other
debts and an assessment of ability to meet existing obligations and payments on the proposed loan. The stability of the applicant’s monthly
income may be determined by verification of gross monthly income from primary employment, and additionally from any verifiable secondary
income. Although creditworthiness of the applicant is of primary consideration, the underwriting process also includes a comparison of the value
of the security in relation to the proposed |oan amount.

Consumer loans may entail greater risk than do residential mortgage loans, particularly in the case of consumer loans which are
unsecured, such as credit card receivables, or secured by rapidly depreciable assets such as automobiles. In such cases, any repossessed
collateral for a defaulted consumer loan may not provide an adequate source of repayment of the outstanding |oan balance as aresult of the
greater likelihood of damage, loss or depreciation. The remaining deficiency often does not warrant further substantial collection efforts against
the borrower. In addition, consumer loan collections
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are dependent on the borrower’s continuing financial stability, and thus are more likely to be adversely affected by job loss, divorce, illness or
personal bankruptcy. Furthermore, the application of various federal and state laws, including federal and state bankruptcy and insolvency laws,
may limit the amount which can be recovered on such loans. Such loans may also give rise to claims and defenses by a consumer loan borrower
against an assignee of such loan such as us, and a borrower may be able to assert against such assignee claims and defenses which it has against
the seller of the underlying collateral. We add general provisionsto our loan loss allowance, in amounts determined in accordance with industry
standards, at the time the loans are originated. Consumer loan delingquencies often increase over time as the loans age. Accordingly, athough the
level of non-performing assets in our consumer loan portfolio has generally been low ($59,000 at March 31, 2008), there can be no assurance that
delinquencieswill not increase in the future.

Commercial Business Lending. At March 31, 2008, our commercial business|oans totaled $41.6 million, or 9.2%, of our total loans
receivable, before net items. We offer commercial business loans to service existing customers, to consolidate our banking relationships with these
customers, and to further our asset/liability management goals. Our commercial business lending activities encompass loans with avariety of
purposes and security, including but are not limited to business automobiles, equi pment and accounts receivable. We recognize the generally
increased credit risk associated with commercial business lending. Our commercial business lending practi ce emphasi zes credit file documentation
and analysis of the borrower’s character, management capabilities, capacity to repay the loan, the adequacy of the borrower’s capital and
collateral. An analysis of the borrower’s past, present and future cash flowsis also an important aspect of our credit analysis.

Unlike residential mortgage loans which generally are made on the basis of the borrower’s ability to make repayment from his or her
employment and other income, and which are secured by real property whose val ue tends to be more easily ascertainable, commercial business
loans are of higher risk and typically are made on the basis of the borrower’s ability to make repayment from the cash flow of the borrower’s
business. Asaresult, the availability of funds for the repayment of commercial business |oans may be dependent upon the success of the
businessitself. Our commercial businessloans almost always include personal guarantees and are usually, but not always, secured by business
assets. However, the collateral securing the loans may depreciate over time, may be difficult to appraise and may fluctuate in value based on the
success of the business.

Loan Originations

Federal regulations authorize usto make real estate loans anywhere in the United States. However, at March 31, 2008, substantially all of
our real estate |oans were secured by real estate located in our market area.

We originate both fixed-rate and adjustable-rate loans. Our ability to originate loans, however, is dependent upon customer demand for
loansin our market areas. Demand is affected by competition and the interest rate environment.

L oans purchased must conform to our underwriting guidelines. We have not purchased any loans during the last four fiscal
years. Management believes that purchases of loans and loan participations are generally desirable only when local mortgage demand is less than
the supply of funds available for local mortgage origination. We have not originated any fixed-rate loans with maturities equal to or greater than 15
yearsinthelast six years and as aresult have not sold any loans recently.

During the past few years, we, like many other financial institutions, have experienced significant prepayments on loans due to the low
interest rate environment prevailing in the United States. In periods
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of economic uncertainty, the ability of financial institutions, including us, to originate or purchase large dollar volumes of real estate |oans may be
substantially reduced or restricted, with aresultant decrease in interest income.

The following table shows our loan origination and repayment activities for the periodsindicated. We did not purchase or sell any loans
during the reported periods.

Y ear Ended March 31,
2008 2007 2006
(In Thousands)

Origination by Type:

Adjustable Rate:
Real estate - 1-4 family residential $ 34113 $ 38,784 $ 27,140
- commercial 37,837 24,554 20,906
Non-real estate — consumer 531 656 8,703
Total adjustable rate 72,481 63,994 56,749
Fixed Rate:
Real estate - 1-4 family residential 6,256 7,006 1,416
- commercial 9,452 2,506 10,242
Non-real estate- consumer 21,252 26,143 28,422
Total fixed rate 36,960 35,655 40,080
Sales and Repayments:
Principal repayments 69,552 61,001 75,423
Total reductions 69,552 61,001 75,423
Increase/(Decrease) in other items, net 1,967 (1,890) (500)
Net increase $ 37922 $ 40538 $ 21,906
Asset Quality

Delinquent Loans. When a borrower failsto make arequired payment on aloan, we attempt to cause the deficiency to be cured by
contacting the borrower., generally with 15 days of the loan becoming delinquent. A noticeis mailed to the borrower after a payment is 15 days
past due and again when the loan is 30 days past due. For most loans, if the delinquency is not cured within 30 days we issue a notice of intent to
foreclose on the property and if the delinquency is not cured within 60 days, we may institute foreclosure action. If foreclosed on, real property is
sold at apublic sale and may be purchased by us.

The following table sets forth information concerning delinquent mortgage and other loans at March 31, 2008. The amounts presented
represent the total remaining principal balances of the related loans, rather than the actual payment amounts which are overdue.
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Commercia Real
Residential Estate, Multi- Commercial
Real Estate Family and Land Construction Consumer Business Total

Number Amount Number Amount Number Amount Number Amount Number Amount Number Amount
(Dollarsin Thousands)

Loans Delinquent for:

30-59 days 8 $ 1,125 2 $ 294 1 $ 119 89 $ 79 6 $ 155 106 $ 2,487
60-89 days 2 120 - - - - 9 87 5 55 16 262
90 days and over 4 447 2 442 - - 7 59 2 78 15 1,026
Total delinquent loans 4 $ 1692 4§ 736 1 § 119 105 $ 940 13 § 288 137 $ 3775

Non-Performing Assets. The table below sets forth the amounts and categories of non-performing assets in our loan portfolio. Non-
performing assets include non-accruing loans, accruing loans delinquent 90 days or more asto principal or interest payments and real estate
acquired through foreclosure, which include assets acquired in settlement of loans. Typically, aloan becomes nonaccruing wheniit is 90 days
delinguent. All consumer loans more than 120 days delinguent are charged against the allowance for loan losses. Accruing mortgage loans
delinquent more than 90 days are loans that we consider to be well secured and in the process of collection. For the years presented, we have ho
accruing loans 90 days or more delinquent and no troubled debt restructurings (which involve forgiving a portion of interest or principal on any
loans or making loans at arate materially less than market rates).

March 31,
2008 2007 2006 2005 2004
(Dollarsin Thousands)

Non-accruing loans:

Commercial business and consumer $ 137 $ 142 3 230 $ 70 $ 37

Red Estate 839 1,173 239 339 1,076

Total non-accruing loans 1,026 1,315 469 409 1,113

Real estate acquired through

foreclosure 593 181 120 139 621

Total non-performing assets $ 1619 $ 149% $ 589 $ 548 $ 1,734
Total as apercentage of total assets .33% .32% 14% 14% 51%

Allowance for |oan losses $ 3215 $ 3078 $ 2966 $ 3021 $ 2,646

Non-performing assets at March 31, 2008 were comprised primarily of real estate owned, repossessed automobiles and loans delinquent
90 days or more. Based on current market values of the properties securing these loans, management anticipates no significant losses in excess of
the reserves for losses previously recorded.

Nonaccrual loans amounted to $1,026,000 at March 31, 2008. If interest on these loans had been accrued, such income would have
approximated $45,000 for the year ended March 31, 2008, none of whichisincluded in interest income.
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Other Loans Of Concern. In addition to the non-performing assets set forth in the table above, as of March 31, 2008, we had
approximately $5.1 million of loans with respect to which known information about the possible credit problems of the borrowers or the cash flows
of the security properties have caused management to have doubts as to the ability of the borrowersto comply with present loan repayment terms
and which may result in the future inclusion of such itemsin the non-performing asset categories. Although management believes that these
loans are adequately secured and no material 10ssis expected, certain circumstances may cause the borrower to be unable to comply with the
present |oan repayment terms at some future date. These |oans have been considered in management's determination of our allowance for loan
|osses.

Of the $5.1 million in other loans of concern, $2.8 million is comprised of residential real estate and consumer loans and $2.3 million
commercial real estate and business |oans.

Classified Assets. Federal regulations provide for the classification of loans and other assets, such as debt and equity securities
considered by the Office of Thrift Supervision to be of lesser quality, as "substandard,” "doubtful" or "loss." An asset is considered
"substandard"” if it isinadequately protected by the current net worth and paying capacity of the obligor or of the collateral pledged, if
any. "Substandard" assetsinclude those characterized by the "distinct possibility" that theinsured institution will sustain "someloss" if the
deficiencies are not corrected. Assets classified as "doubtful" have all of the weaknesses in those classified "substandard," with the added
characteristic that the weaknesses present make "collection or liquidation in full," on the basis of currently existing facts, conditions and values,
"highly questionable and improbable." Assetsclassified as"loss" are those considered "uncollectible" and of such little value that their
continuance as assets without the establishment of a specific lossreserve is not warranted.

When an insured institution classifies problem assets as either substandard or doubtful, it may establish general allowancesfor loan
lossesin an amount deemed prudent by management. General allowances represent |0ss allowances which have been established to recognize the
risk associated with lending activities, but which, unlike specific allowances, have not been allocated to particular problem assets. When an
insured institution classifies problem assets as "loss," it isrequired either to establish a specific allowance for losses equal to 100% of that portion
of the asset so classified or to charge off such amount. An institution's determination asto the classification of its assets and the amount of its
valuation allowancesis subject to review by the Office of Thrift Supervision and the Federal Deposit Insurance Corporation, which may order the
establishment of additional general or specific loss allowances.

We regularly review the problem assets in our portfolio to determine whether any assets require classification in accordance with
applicableregulations. On the basis of management’sreview of our assets, at March 31, 2008, we had classified $3.2 million of our assets as
substandard, none as doubtful and none asloss. The $3.2 million in classified loansis comprised primarily of residential and commercial real estate
loans.

Allowance for Losses on Loans and Real Estate. We provide valuation allowances for anticipated |osses on loans and real estate when
management determines that a significant decline in the value of the collateral has occurred, as aresult of which the value of the collateral isless
than the amount of the unpaid principal of the related |oan plus estimated costs of acquisition and sale. In addition, we also provide allowances
based on the dollar amount and type of collateral securing our loansin order to protect against unanticipated losses. Although management
believesthat it uses the best information available to make such determinations, future adjustments to allowances may be necessary, and net
income could be significantly affected, if circumstances differ substantially from the assumptions used in making theinitial determinations. See
"Management's Discussion and Analysis of Financial Condition
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and Results of Operations - Results of Operations - Provision for Loan Losses” in Item 7 of this report and Note 2 of the Notes to Consolidated
Financial Statementsin Item 8 of this report.

The following table sets forth an analysis of our allowance for loan losses.

Y ear Ended March 31,
2008 2007 2006 2005 2004
(Dollarsin Thousands)
Balance at beginning of period $ 3078 $ 2966 $ 3021 $ 2646 $ 1,940
Provision charged to operations 625 388 177 870 846
Charge-offs:
Residential rea
estate (44) (46)
Commercial Real Estate, Multifamily and
Land. 3 (241)
Construction (25) (51) (24)
Home Equity
Automobile (437) (279) (236) (332 (176)
Other (73) (76) (79) (50) (43)
Commercia
Business (41) 2 (29) (6)
Recoveries:
Residential rea
estate 11 69
Commercial Real Estate, Multifamily and
Land. 1 43
Construction
Home Equity 4
Automobile 79 55 63 85 54
Other 10 26 49 29 26
Commercia
Business 45 13
Net charge-offs (488) (276) (232) (495) (140)
Balance at end of
period $ 3215 §$ 3078 §$ 2966 $ 3021 $ 2,646
Ratio of net charge-offs during the
period to average |oans outstanding
during the
period .12% .07% .07% .16% .05%
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Thedistribution of the allowance for losses on loans at the dates indicated is summarized as follows:

Commercial
Real
Estate,
Multi-
Family and Commercia Home
Residential Land Construction  Business Equity Consumer Total

(Dollarsin Thousands)

March 31, 2008:
Amount of loan
lossallowance $ 258 % 91 $ 383 $ 565 $ 130 $ 898 $ 3,215
Percent of loans
in each category
to total loans 27.08% 33.14% 11.90% 9.18% 7.24% 11.46% 100.00%

March 31, 2007:
Amount of loan
lossallowance $ 238 % 819 $ 34 % 530 $ 109 §$ 1,028 $ 3,078
Percent of loans
in each category
to total loans 28.59% 28.90% 11.83% 9.13% 7.46% 14.09% 100.00%

March 31, 2006:
Amount of loan
lossallowance $ 250 $ 713 % 30 $ 514 $ % $ 1043 $ 2,966
Percent of loans
in each category
to total loans 30.77% 28.32% 11.13% 8.97% 5.61% 15.20% 100.00%

March 31, 2005:
Amount of loan
lossallowance $ 308 $ 718 $ 409 $ 554 $ 109 §$ 923 $ 3,021
Percent of loans
in each category
to total loans 34.94% 27.12% 9.92% 8.55% 5.09% 14.38% 100.00%

March 31, 2004:
Amount of loan
lossallowance $ 283 $ 839 $ 299 $ 286 $ 112 $ 777 $ 2,646
Percent of loans
in each category
to total loans 41.49% 25.05% 8.68% 5.61% 4.99% 14.18% 100.00%
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Investment Activities

Federally chartered savingsinstitutions have the authority to invest in various types of liquid assets, including United States Treasury
obligations, securities of various federal agencies, including callable agency securities, certain certificates of deposit of insured banks and savings
institutions, certain bankers' acceptances, repurchase agreements and federal funds. Subject to variousrestrictions, federally chartered savings
institutions may also invest their assetsin investment grade commercial paper and corporate debt securities and mutual funds whose assets
conform to the investments that afederally chartered savingsinstitution is otherwise authorized to make directly. See"Regulation - Qualified
Thrift Lender Test" below for adiscussion of additional restrictions on our investment activities.

The senior vice president/chief financial officer has the basic responsibility for the management of our investment portfolio, subject to
the direction and guidance of the asset/liability management committee. The senior vice president/chief financial officer considers various factors
when making decisions, including the marketability, maturity and tax consequences of the proposed investment. The maturity structure of
investmentswill be affected by various market conditions, including the current and anticipated slope of theyield curve, the level of interest rates,
the trend of new deposit inflows, and the anticipated demand for funds via deposit withdrawals and |oan originations and purchases.

The general objectives of our investment portfolio are to assist in maintaining earnings when loan demand islow and to maximize
earnings while satisfactorily managing risk, including credit risk, reinvestment risk, liquidity risk and interest rate risk. See also "Management's
Discussion and Analysis of Financial Condition and Results of Operations - Asset and Liability Management" in Item 7 of this Form 10-K.

Asamember of the Federal Home Loan Bank of Atlanta, we had $5.2 million in stock of the Federal Home L oan Bank of Atlantaat March
31, 2008 and for the year ended March 31, 2008, we received $311,000 in dividends on such stock.

The contractual maturities and weighted average yields of our investment securities portfolio, excluding FHLB of Atlanta stock and
Freddie Mac stock, areindicated in the following table.

March 31, 2008
After 1 After 5

Within 1 Year Years Total
Yearor  through5  through Investment

Less Years 10 Years Securities™

Book Book Book Book Market

Value Value Value Value Value

(Dollarsin Thousands)

Federal agency obligations $ 500 $ 2,000 $ - $ 2500 $ 2,507
State agency obligations
and commercial paper 240 200 440 441
Total Investment Securities $ 740 $ 2200 $ - $ 2940 $ 2,948
Weighted Average Yield® 2.98% 4.05% % 3.78% 3.77%

(1) Included in the above table are $2.0 million of securitiesthat are callable in three years or less.

(2) Theweighted average yield is not computed on atax equivalent basis.

17



The following table sets forth the composition of our available for sale and held to maturity securities portfolios at the dates
indicated. At March 31, 2008, our securities portfolio did not contain securities of any issuer with an aggregate book valuein excess of 10% of our
equity capital, excluding those issued by the United States Government or its agencies. See Note 1 of the Notesto Consolidated Financial
Statementsin Item 8 of thisreport for additional information on our investment securities.

March 31,
2008 2007 2006
Book % of Book % of Book % of
Vaue Total Vaue Total Vaue Total

(Dollarsin Thousands)
Interest-bearing deposits with
banks $ 12,762 100.0% $ 1,045 100.0% $ 1,742 100.0%

I nvestment securities:

Federal agency obligations  $ 2,500 141% $ 22,581 529% $ 23,333 53.9%
State agencies and commercial
paper 440 25 1,005 24 2,138 49
United States agency equity
securities 9,562 54.0 14,250 334 13,539 312
Subtotal 12,502 70.6 37,836 88.7 39,010 90.0
FHLB stock 5211 294 4,822 11.3 4,350 10.0
Total investment securities
and FHLB stock $ 17,713 100.0% $ 42,658 100.0% $ 43,360 100.0%
Average remaining life or term
torepricing @ 2Years 2Years 3Years

(1) Excludes Freddie Mac common stock and other marketable equity securities.

During fiscal 2008, the market rates paid on investment securities decreased. During fiscal 2008 and 2007, we made limited investment
securities purchases due to the minimal spread between short and long term rates during most of these reporting periods.

The above tableincludes preferred stock issued by government agencies that are investment grade or better. One of the preferred stock
issuesisthe Freddie Mac preferred series L with apar value of $50 per share. At March 31, 2008, this preferred stock issue had afair value of
$759,500 and unrealized loss of $469,240. The dividend rate of thisissue resets every five years based on the five year treasury rate. The next
dividend reset date for this security is December 31, 2009. During the fiscal year 2007, management engaged an investment advisor to assist in the
determination of the expected fair value of this preferred issue at the next dividend reset date and to assess for any potential permanent
impairment. Management anticipates that the fair value of thisissue will approximate the security’s par value on the next dividend reset date. The
Corporation has the intent and ability to retain itsinvestment in the issuer for aperiod of time sufficient to allow for any anticipated recovery in fair
value.

Sour ces of Funds
General. Deposits have traditionally been the principal source of our fundsfor use in lending and for other general business purposes.

In addition to deposits, we derive funds from loan repayments, cash flows generated from operations, which includesinterest credited to our
deposit accounts, repurchase agreements entered into with commercial banks and FHLB of Atlanta advances.
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Contractual loan payments are arelatively stable source of funds, while deposit inflows and outflows and the related cost of such funds
have varied widely. Borrowings may be used on a short-term basis to compensate for reductions in deposits or deposit inflows at less than
projected levels and may be used on alonger-term basis to support expanded lending activities.

Deposits. We attract both short-term and long-term deposits from the general public by offering awide assortment of accounts and
rates. We have been required by market conditionsto rely on short-term accounts and other deposit alternatives that are more responsive to
market interest rates than fixed interest rate, fixed-term certificates that were our primary source of depositsin the past. We offer regular passbook
accounts, checking accounts, various money market accounts, fixed-rate long-term certificates with varying maturities, $100,000 or more jumbo
certificates of deposit and individual retirement accounts. We do not solicit brokered deposits due to our ability historically to attract funds from
our local markets or borrow from the FHLB at lower rates.

The following table sets forth the dollar amount of savings depositsin the various types of deposit programs offered by us at the
periodsindicated.

March 31,
2008 2007 2006
(In Thousands)
Passbook and statement accounts $ 27520 $ 27584 $ 31,228
NOW and Super NOW accounts 55,034 58,109 58,484
Money market accounts 22,364 20,122 21,345
One-to five-year fixed-rate certificates 210,903 221,069 185,501
Six-month and 91 day certificates 34,910 3,654 10,291
Total $ 350,731 $ 330,538 $ 306,849

The variety of deposit accounts we offer has allowed usto be competitive in obtaining funds and has allowed us to respond with
flexibility (by paying rates of interest more closely approximating market rates of interest) to, although not eliminate the threat of, disintermediation
(the flow of funds away from depository institutions such as thrift institutionsinto direct investment vehicles such as government and corporate
securities). In addition, we have become much more subject to short-term fluctuations in deposit flows, as customers have become more interest
rate conscious. Our ability to attract and maintain deposits, and our cost of funds, has been, and will continue to be, significantly affected by
money market conditions.
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The following table sets forth our deposit flows during the periods indicated.

Y ear Ended March 31,
2008 2007 2006

(Dollarsin Thousands)
Opening balance $ 330,538 $ 306,849 $ 275,430
Net deposits 8,677 15,811 25,547
Interest credited 11,516 7,878 5,872
Ending balance $ 350,731 $ 330,538 $ 306,849
Net increase $ 20193 $ 23689 $ 31,419
Percent increase 6.11% 7.72% 11.41%

During fiscal 2006, the change in deposits was related primarily to rising interest rates and customers’ preference for higher rate time
deposits. We remained competitive on deposit rates and in particular on time deposits. Due to these efforts we experienced an increase in both
non-interest bearing demand and time deposits during fiscal 2006. During fiscal 2007, the change in deposits was related primarily to rising interest
rates and customers' preference for higher rate time deposits. We remained competitive on deposit rates and in particular on time deposits. During
fiscal 2008, the increase in deposits was related primarily to customers' preference for relatively higher rate short-term time depositsin adeclining
rate environment. We may use borrowings from time to time as an alternative source of funds. See “- Borrowings.”

The following table contains information pertaining to the average amount of and the average rate paid on each of the following deposit
categoriesfor the periods indicated.

Y ear Ended March 31,
2008 2007 2006
Average Average Average Average Average Average
Balance Rate Paid Balance Rate Paid Balance Rate Paid

(Dollarsin Thousands)

Deposit Category:

Non-interest bearing demand

deposits $ 27641 % $ 29549 % $ 28,602 %
Interest bearing demand

deposits 45,747 150 45,042 132 45,960 0.96
Savings

deposits 27,690 133 28,115 0.80 35,893 0.73
Time

deposits 236,530 4.78 208,501 443 175,811 3.52
Total

deposits $ 337,608 3.66% $ 311,207 323% $ 286,266 2.41%
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The following table shows rate information for our certificates of deposit as indicated.

Less Than
2.00% 2.00- 3.009% 3.01-4.0006 4.01-5.00% 5.01-6.00% 6.01- 7.00%  Total
(Dollarsin Thousands)
March 31,2008 $ 8 $ 4253 $ 56806 $ 136432 $ 48234 § - $ 245813
March 31,2007 $ —- $ 10366 $ 25536 $ 78910 $ 109911 $ - $ 224723
March 31,2006 $ 1627 $ 32378 $ 58252 $ 100,186 $ 3349 $ - $ 195792

The following table indicates the amount of the certificates of deposit by time remaining until maturity as of March 31, 2008.

Maturity
Over 3 Over 6
Months Months
3 Months through through Over 12

or less 6 Months 12 Months Months Tota
(Dollarsin Thousands)
Certificates of deposit less than $100,000 $ 38416 $ 72,001 $ 35350 $ 27656 $ 173,423
Certificates of deposit of $100,000 or more 14,921 31,246 15,023 11,200 72,390
Total certificates of deposit $ 53,337 $ 103247 $ 50,373 $ 38,856 $ 245,813

Borrowings

We generally utilize borrowings to supplement deposits when they are available at alower overall cost to usor they can beinvested at a
positive rate of return. Our borrowings generally consist of advances from the FHLB of Atlanta. Each FHLB credit program hasits own interest
rate, which may be fixed or variable, and range of maturities. The FHLB of Atlantamay prescribe the acceptabl e uses to which these advances may
be put, aswell as limitations on the size of the advances and repayment provisions.

Our borrowings, from time to time, a so include securities sold under agreements to repurchase, with mortgage-backed securities or other
securities pledged as collateral. At March 31, 2008, we had $2,834,000 of securities sold under agreements to repurchase which adjust with the
federal funds rate. For additional information on our borrowings and securities sold under agreements to repurchase, see Notes 6 and 7 of the
Notesto Consolidated Financial Statements contained in Item 8 of this report.

The following table sets forth information as to our borrowings and the weighted average interest rate paid on such borrowings at the
dates indicated.
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At March 31,
2008 2007 2006
(Dollarsin thousands)

Securities sold under agreementsto repurchase $ 2834 $ 1740 $ 976
FHLB advances 96,000 89,000 78,000
Total Borrowings $ 98834 $ 90,740 $ 78,976
Weighted average interest rate of borrowings 2.74% 5.18% 4.71%

Information related to short-term borrowing activity from the Federal Home Loan Bank is asfollows:

At or for the Y ear Ended March 31, 2008 2007 2006
(Dollarsin Thousands)

Amount outstanding at year

end $ 76000 $ 84,000 $ 73,000
Averageinterest rate on amount at year end 2.75% 5.35% 4.85%
Average amount outstanding during the year $ 87962 $ 85003 $ 67,167
Averageinterest rate during the

year 4.80% 5.34% 4.00%
Maximum amount outstanding during the year $ 100,000 $ 91,000 $ 77,000

Subsidiary Activities
There are no significant subsidiary activities.
Competition

Community faces strong competition both in originating real estate loans and in attracting deposits. Competition in originating real
estate |oans comes primarily from other thrift institutions, commercial banks and mortgage bankers who also make loans secured by real estate
located in our market area. We compete for real estate loans principally on the basis of our interest rates and loan fees, the types of loans and the
quality of services provided to borrowers.

We face substantial competition in attracting deposits from other thrift institutions, commercial banks, money market and mutual funds,
credit unions and other investment vehicles. Our ability to attract and retain deposits depends on our ability to provide an investment opportunity
that satisfies the requirements of investors asto rate of return, liquidity, risk and other factors. We compete for these deposits by offering a variety
of deposit accounts at competitive rates and convenient business hours.

We consider our primary markets for deposits to be Augusta County and Hampton Roads and for mortgage loans to be Augusta and
Rockingham Counties and the Hampton Roads area. We estimate that our market share of savings depositsin Augusta County is approximately
15% and our share of mortgage loans in Augusta and Rockingham Countiesis|ess than 10%. The opening of an office by the Bank in April, 1997
inVirginiaBeach, Virginia expanded the Bank’s market areato the Hampton Roads area of Virginia.
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Regulation

General. Set forth below isabrief description of certain laws and regulations that are applicable to Community Financial and Community
Bank. The description of these laws and regulations, aswell as descriptions of laws and regulations contained el sewhere herein, does not purport
to be complete and is qualified in its entirety by reference to the applicable laws and regulations.

Legislative or regulatory changesin the future could adversely affect our operations and financial condition. No assurance can be given
asto whether or in what form any such changes may occur.

The Office of Thrift Supervision has extensive enforcement authority over all savings associations and their holding companies,
including Community Financial and Community Bank. This enforcement authority includes, among other things, the ability to assess civil money
penalties, to issue cease-and-desist or removal orders and to initiate injunctive actions. In general, these enforcement actions may be initiated for
violations of laws and regulations and unsafe or unsound practices. Other actions or inactions may provide the basis for enforcement action,
including misleading or untimely reports filed with the Office of Thrift Supervision. Except under certain circumstances, public disclosure of final
enforcement actions by the Office of Thrift Supervisionisrequired by law.

Federal Regulation of Savings Associations. Community Bank, as afederally chartered savings bank, is subject to regulation and
oversight by the Office of Thrift Supervision extending to all aspects of its operations. Thisregulation of Community Bank isintended for the
protection of depositors and the insurance of accounts fund and not for the purpose of protecting shareholders. Community Bank is required to
maintain minimum levels of regulatory capital and is subject to some limitations on the payment of dividendsto Community Financial. See“-
Regulatory Capital Requirements’ and “- Limitations on Dividends and Other Capital Distributions.” Community Bank also is subject to regulation
and examination by the Federal Deposit Insurance Corporation, which insures the deposits of Community Bank to the maximum extent permitted by
law.

We are subject to periodic examinations by the Office of Thrift Supervision. During these examinations, the examiners may require
Community Bank to provide for higher general or specific loan loss reserves, which can impact our capital and earnings. Asafederal savings
bank, Community Bank is subject to a semi-annual assessment, based upon its total assets, to fund the operations of the Office of Thrift
Supervision.

The Office of Thrift Supervision has adopted guidelines establishing safety and soundness standards on such matters asloan
underwriting and documentation, asset quality, earnings standards, internal controls and audit systems, interest rate risk exposure and
compensation and other employee benefits. Any institution regulated by the Office of Thrift Supervision that failsto comply with these standards
must submit a compliance plan.

I nsurance of Accountsand Regulation by the FDIC. Community Bank’s deposits are insured up to applicable limits by the Deposit
Insurance Fund of the FDIC. The Deposit Insurance Fund is the successor to the Bank Insurance Fund and the Savings Association Insurance
Fund, which were merged effective March 31, 2006. Asinsurer, the FDIC imposes deposit insurance premiums and is authorized to conduct
examinations of and to require reporting by FDIC-insured institutions. It also may prohibit any FDIC-insured institution from engaging in any
activity the FDIC determines by regulation or order to pose a serious risk to the fund. The FDIC also has the authority to initiate enforcement
actions against savingsinstitutions, after giving the OTS an opportunity to take such action, and may terminate the
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deposit insurance if it determines that the institution has engaged in unsafe or unsound practices or isin an unsafe or unsound condition.

The FDIC recently amended its risk-based assessment system for 2007 to implement authority granted by the Federal Deposit Insurance
Reform Act of 2005, which was enacted in 2006 (“Reform Act”). Under the revised system, insured institutions are assigned to one of four risk
categories based on supervisory evaluations, regulatory capital levels and certain other factors. An institution's assessment rate depends upon
the category to which it is assigned. Risk category |, which contains the least risky depository institutions, is expected to include more than 90%
of all institutions. Unlike the other categories, Risk Category | contains further risk differentiation based on the FDIC's analysis of financial ratios,
examination component ratings and other information. Assessment rates are determined by the FDIC and currently range from five to seven basis
points for the healthiest institutions (Risk Category 1) to 43 basis points of assessable deposits for the riskiest (Risk Category 1V). The FDIC may
adjust rates uniformly from one quarter to the next, except that no single adjustment can exceed three basis points. No institution may pay a
dividend if in default of the FDIC assessment.

The Reform Act also provided for a one-time credit for eligible institutions based on their assessment base as of December 31, 1996.
Subject to certain limitations with respect to institutions that are exhibiting weaknesses, credits can be used to offset assessments until exhausted.
Community Bank’s had exhausted all its one-time credits as of March 31, 2008. The Reform Act also provided for the possibility that the FDIC may
pay dividendsto insured institutions once the Deposit Insurance Fund reserve ratio equals or exceeds 1.35% of estimated insured deposits.

In addition to the assessment for deposit insurance, institutions are required to make payments on bonds issued in the late 1980s by the
Financing Corporation to recapitalize a predecessor deposit insurance fund. This payment is established quarterly and during the calendar year
ending March 31, 2008 averaged 1.16 basis points of assessable deposits.

The Reform Act provided the FDIC with authority to adjust the Deposit Insurance Fund ratio to insured deposits within arange of 1.15%
and 1.50%, in contrast to the prior statutorily fixed ratio of 1.25%. The ratio, which isviewed by the FDIC as the level that the fund should achieve,
was established by the agency at 1.25% for 2007.

The FDIC has authority to increase insurance assessments. A significant increase in insurance premiumswould likely have an adverse
effect on the operating expenses and results of operations of the Bank. There can be no prediction as to what insurance assessment rates will bein
the future. Insurance of deposits may be terminated by the FDIC upon afinding that the institution has engaged in unsafe or unsound practices,
isin an unsafe or unsound condition to continue operations or has violated any applicable law, regulation, rule, order or condition imposed by the
FDIC or the OTS. We are not aware of any practice, condition or violation that might lead to termination of the Bank’s deposit insurance.

Transactionswith Affiliates. Transactions between Community Bank and its affiliates generally are required to be on terms as
favorable to the institution as transactions with non-affiliates, and certain of these transactions, such asloansto an affiliate, arerestricted to a
percentage of Community Bank's capital. In addition, Community Bank may not lend to any affiliate engaged in activities not permissible for a
bank holding company or acquire the securities of most affiliates. Community Financial is an affiliate of Community Bank.
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Regulatory Capital Requirements. To be considered well capitalized, an institution must have aratio of Tier 1 capital to total adjusted
assets of at least 5.0%, aratio of Tier 1 capital to risk-weighted assets of at |east 6.0%, and aratio of total capital to risk-weighted assets of at |east
10.0%. Tier 1 capital generally consists of common stockholders’ equity, retained earnings and certain noncumulative perpetual preferred stock,
plus certain intangibles. At March 31, 2008, Community Bank had no intangiblesin Tier 1 capital.

Total capital consistsof Tier 1 and Tier 2 capital. Tier 2 capital generally consists of certain permanent and maturing capital instruments
that do no qualify as Tier 1 capital and up to 1.25% of risk-weighted assetsin allowance for loan and lease losses. The amount of Tier 2 capital
includable in total capital may not exceed the amount of Tier 1 capital. Risk-weighted assets are determined by assigning arisk weight ranging
from 0% to 100% to all assets and certain off-balance sheet items. At March 31, 2008, Community Bank was adequately capitalized.

To be adequately capitalized, an institution must have aratio of Tier 1 capital to total adjust assets of at |east 4.0%, aratio of Tier 1
capital to risk-weighted assets of at least 4.0% and aratio of total capital to risk-weighted assets of at least 8.0%. The Office of Thrift Supervision
isauthorized to require Community Bank to maintain an additional amount of total capital to account for concentration of credit risk, level of
interest rate risk, equity investmentsin non-financial companies and the risk of non-traditional activities.

The Office of Thrift Supervision is authorized, and under certain circumstances required, to take certain actions against savings banks
that are not at |least adequately capitalized. Any such institution must submit a capital restoration plan and until such plan is approved by the
Office of Thrift Supervision may not increase its assets, acquire another institution, establish abranch or engage in any new activities, and
generally may not make capital distributions. Additional restrictions may apply, including aforced merger, acquisition, or liquidation of the
institution. The Office of Thrift Supervision generally is authorized to reclassify an institution into alower capital category and impose the
restrictionsif the institution is engaged in unsafe or unsound practices or isin an unsafe or unsound condition. Theimposition by the Office of
Thrift Supervision of any of these measures on Community Bank may have a substantial adverse effect on our operations and
profitability. Regulatory capital is discussed further in Note 10 of the Notes to Consolidated Financial Statements contained in Item 8 of this
report.

Community Financial is not subject to any specific capital requirements. The Office of Thrift Supervision, however, expects Community
Financial to support Community Bank, including providing additional capital to the bank when it does not meet its capital requirements. Asa
result of this expectation, the Office of Thrift Supervision regulates the ability of Community Bank to pay dividendsto Community Financial.

Limitations on Dividends and Other Capital Distributions. Office of Thrift Supervision regulations impose various restrictions on
savingsinstitutions with respect to the ability of Community Bank to make distributions of capital, which include dividends, stock redemptions or
repurchases, cash-out mergers and other transactions charged to the capital account. Community Bank must file anotice or application with the
Office of Thrift Supervision before making any capital distribution. Community Bank generally may make capital distributions during any calendar
year in an amount up to 100% of net income for the year-to-date plus retained net income for the two preceding years, solong asit iswell-
capitalized after the distribution. 1f Community Bank, however, proposes to make a capital distribution when it does not meet the requirementsto
be adequately capitalized (or will not following the proposed capital distribution) or that will exceed these net income limitations, it must obtain
Office of Thrift Supervision approval prior to making such distribution. The Office of Thrift Supervision may object to any distribution based on
safety and soundness concerns.
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Community Financial will not be subject to Office of Thrift Supervision regulatory restrictions on the payment of dividends. Dividends
from Community Financial, however, may depend, in part, upon its receipt of dividends from Community Bank.

Qualified Thrift Lender Test. All savings associations, including Community Bank, are required to meet aqualified thrift lender test to
avoid certain restrictions on their operations. Thistest requires a savings association to have at |east 65% of its portfolio assets (as defined by
regulation) in qualified thrift investments on amonthly average for nine out of every 12 months on arolling basis. As an alternative, the savings
association may maintain 60% of its assets in those assets specified in Section 7701(a)(19) of the Internal Revenue Code. Under either test, such
assets primarily consist of residential housing related loans and investments. At March 31, 2008, Community Bank met the test and has always met
the test since its effective date.

Any savingsinstitution that fails to meet the qualified thrift lender test must convert to a national bank, unlessit requalifiesasa
qualified thrift lender and thereafter remains aqualified thrift lender. If any institution that fails the qualified thrift lender test is controlled by a
holding company, then within one year after the failure, the holding company must register as a bank holding company and become subject to all
restrictions on bank holding companies. See"-Holding Company Regulation.”

Community Reinvestment Act. Under the Community Reinvestment Act, every Federal Deposit Insurance Corporation insured
institution has a continuing and affirmative obligation consistent with safe and sound banking practices to help meet the credit needs of its entire
community, including low and moderate income neighborhoods. The Community Reinvestment Act does not establish specific lending
reguirements or programs for financial institutions nor doesit limit an institution’s discretion to devel op the types of products and servicesthat it
believes are best suited to its particular community, consistent with the Community Reinvestment Act. The Community Reinvestment Act requires
the Office of Thrift Supervision, in connection with the examination of Community Bank, 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, such asamerger or the establishment of a
branch, by Community Bank. An unsatisfactory rating may be used as the basis for the denial of an application by the Office of Thrift Supervision.
Community Bank was examined for Community Reinvestment Act compliance in January, 2005 and received arating of “ Satisfactory”.

Holding Company Regulation. Community Financial isaunitary savings and loan holding company subject to regulatory oversight by
the Office of Thrift Supervision. As such, we are required to register and file reports with the Office of Thrift Supervision and are subject to
regulation and examination by the Office of Thrift Supervision. In addition, the Office of Thrift Supervision has enforcement authority over us and
our non-savings association subsidiaries, which also permits the Office of Thrift Supervision to restrict or prohibit activities that are determined to
be aseriousrisk to the subsidiary savings association.

Asaunitary savings and loan holding company that acquired Community Bank before May 4, 1999, we generally are not subject to
activity restrictions. If we acquire control of one or more savings associations as a separate subsidiary, our activities and those of any of our
subsidiaries (other than Community Bank or any other SAIF-insured savings association) would become subject to such restrictions unless such
other associations each qualify asa QTL and were acquired in supervisory acquisitions.

Federal SecuritiesLaws. The stock of Community Financial is registered with the SEC under the Securities Exchange Act of 1934, as
amended. Community Financial is subject to the information,
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proxy solicitation, insider trading restrictions and other requirements of the SEC under the Securities Exchange Act of 1934.

The SEC and the NASDAQ have adopted regulations and policies under the Sarbanes-Oxley Act of 2002 that apply to Community
Financial as aregistered company under the Securities Exchange Act of 1934 and aNASDAQ-traded company. The stated goals of these
Sarbanes-Oxley requirements are to increase corporate responsibility, provide for enhanced penalties for accounting and auditing improprieties at
publicly traded companies and to protect investors by improving the accuracy and reliability of corporate disclosures pursuant to the securities
laws. The SEC and NASDAQ Sarbanes-Oxley-related regulations and policiesinclude very specific additional disclosure requirements and
corporate governancerules. The Sarbanes-Oxley Act represents significant federal involvement in matters traditionally |eft to state regulatory
systems, such as the regulation of the accounting profession, and to state corporate law, such as the relationship between a board of directors and
management and between a board of directors and its committees.

Federal and State Taxation

Federal Taxation. Savings associations such as Community Bank that meet certain definitional testsrelating to the composition of
assets and other conditions prescribed by the Internal Revenue Code of 1986, as amended, had been permitted to establish reserves for bad debts
and to make annual additions thereto which could, within specified formulalimits, be taken as a deduction in computing taxable income for federal
income tax purposes. The amount of the bad debt reserve deduction for “non-qualifying loans” was computed under the experience method. The
amount of the bad debt reserve deduction is now actual net charge-offs. Asaresult, the Bank must recapture as taxable income that portion of the
reserve that exceeds the amount that could have been taken under the experience method for post- 1987 tax years. At March 31, 2008, Community
Bank’s had no excess reserves to be recaptured.

In addition to the regular income tax, corporations, including savings associations such as Community Bank, generally are subject to a
minimum tax. An aternative minimum tax isimposed at aminimum tax rate of 20% on aternative minimum taxable income, which isthe sum of a
corporation’s regular taxable income (with certain adjustments) and tax preference items, less any available exemption. The alternative minimum tax
isimposed to the extent it exceeds the corporation’s regular income tax and net operating losses can offset no more than 90% of alternative
minimum taxable income.

To the extent earnings appropriated to a savings association’s bad debt reserves for “qualifying real property loans’ and deducted for
federal income tax purposes exceed the allowable amount of such reserves computed under the experience method and to the extent of the
association’s supplemental reserves for losses on loans (“ Excess’), such Excess may not, without adverse tax consequences, be utilized for the
payment of cash dividends or other distributions to a shareholder (including distributions on redemption, dissolution or liquidation) or for any
other purpose (except to absorb bad debt losses).

Community Financial and Community Bank file consolidated federal income tax returns on afiscal year basis. Savings associations, such
as the Community Bank, that file federal income tax returns as part of a consolidated group are required by applicable Treasury regulationsto
reduce their taxable income for purposes of computing the percentage bad debt deduction for losses attributable to activities of the non-savings
association members of the consolidated group that are functionally related to the activities of the savings association member.

Our federal income tax returns and our consolidated subsidiary for the last three years are open to possible audit by the Internal

Revenue Service. In the opinion of management, any examination of still open returns (including returns of subsidiaries and predecessors of, or
entities merged into, Community
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Bank) would not result in adeficiency which could have amaterial adverse effect on the financial condition of Community Financial and our
consolidated subsidiaries.

Virginia Taxation. We conduct our businessin Virginiaand conseguently are subject to the Virginia corporate income tax. The
Commonwealth of Virginiaimposes a corporate income tax on abasis similar to federal income tax at arate of 6% on Virginiataxable income.

Executive Officers

The following information as to the business experience during the past five yearsis supplied with respect to executive officers of
Community Financial. Except as otherwise indicated, the persons named have served as officers of Community Financial since it becamethe
holding company of Community Bank, and all offices and positions described below are also with Community Bank.

P. Douglas Richard, age 64, is President and Chief Executive Officer of the Company. He was appointed to those positionsin April, 2000
and prior to those appointments he was a Senior Vice President and Regional President of the Hampton Roads division. Prior to joining the
Company in 1997, Mr. Richard was Chief Executive Officer of Seaboard Savings Bank in VirginiaBeach, Virginia.

R. Jerry Giles, age 59, is our Chief Financial Officer and Senior Vice President, aposition he has held since April 1994. Prior to joining the
Company in April 1994, Mr. Giles was a Certified Public Accountant in public accounting and the Chief Financial Officer with a savings bank for

eleven years.

Chris P. Kyriakides, age 45, is our Senior Vice President and Regional President, a position he has held since January, 1997. Prior to
joining the Company, Mr. Kyriakides was Chief Operations Officer of Seaboard Savings Bank in VirginiaBeach, Virginia.

Benny N. Werner, age 59, isour Senior Vice President of Retail Banking, a position he has held since May 1998. Prior to joining the
Company, Mr. Werner was employed by Crestar for three years as President-Warrenton area and employed by Jefferson Savings and Loan,
Warrenton, Virginiaas Senior Vice President of Retail Banking for seventeen years.

Norman C. Smiley, |11, age 46, was appointed President of Community Bank in March, 2008. He was previously the Chief Lending
Officer and Senior Vice President. Prior to joining the Company in April 1996, Mr. Smiley was a Branch Manager for First Virginiawhere he was
employed for 14 years.

Employees

At March 31, 2008, we had atotal of 134 employees, including 28 hourly employees. None of our employees are represented by any
collective bargaining group. Management considers our employee relations to be good

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

The following table sets forth information at March 31, 2008, with respect to our offices, furniture and equipment. We believe that our
current facilities are adequate to meet our present and foreseeabl e need.

Net Book
Vaue
Owned or Gross at March
Lease Square 31,
Location Opened Expiration Footage 2008
38 North Central Avenue
Staunton, Virginia 1965 Owned 17,000 $ 1,187,000
Rte 250 West
Waynesboro, Virginia 1989 Owned 5,300 586,000
Route 340 and 608
Stuarts Draft, Virginia 1993 Owned 3,000 940,000
621 Nevan Road
VirginiaBeach, Virginia 1998 2038 13,000 854,000
101 Community Way
Staunton, Virginia 1999 2039 4500 558,000
2134 Raphine Road,
Raphine, Virginia 2001 2011 2,308 53,000
21 Dick Huff Lane
Verona, Virginia 2002 Owned 3,850 1,260,000
123 West Frederick Street
Staunton, Virginia 2003 Owned 22,000 1,587,000
1201 Lake James Drive
VirginiaBeach, Virginia 2005 2012 3,900 287,000
463 Hidden Creek Lane
Harrisonburg, Virginia 2005 2008 2,000 62,000
102 Walker Street
Lexington, Virginia 2006 2028 2,200 274,000
211 West Frederick Street
Staunton, Virginia 2008 Owned 4,445 275,000

Our accounting and record-keeping activities are maintained on an in-house computer system. The net book value of our computer
equipment at March 31, 2008 was $242,610.
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ITEM 3. LEGAL PROCEEDINGS
There are no material pending legal proceedings to which we or our subsidiary is aparty or to which any of our property is subject.
ITEM 4. SUBMISSION OF MATTERSTO A VOTE OF SECURITY HOLDERS
No matter was submitted to a vote of security holders, through the solicitation of proxies or otherwise, during the quarter ended March
31, 2008.
PART Il

ITEM 5. MARKET FOR REGISTRANT'SCOMMON EQUITY, RELATED STOCKHOLDER MATTERSAND |ISSUER PURCHASES OF
EQUITY SECURITIES

Asof May 31, 2008, there were approximately 449 holders of record of Community Financial common stock. Community Financial
common stock istraded on The Nasdaq Capital Market under the symbol “CFFC.” The number of shareholders of record does not reflect persons
or entitieswho hold their stock in nominee or “ street” name.

The following tables present the high, low and closing sales prices of our common stock as reported by the Nasdag Stock Market during
the last two fiscal years and the dividends declared by usfor the stated periods. All information for the periods presented has been retroactively
restated to reflect the stock split declared July 26, 2006.

Dividend
Fiscal 2008 High Low Close Declared
March 2008 $ 9.09 $ 703 $ 800 $ .065
December 2007 10.40 8.37 8.99 .065
September 2007 11.00 9.20 9.30 .065
June 2007 11.89 11.00 11.43 .065

Dividend
Fiscal 2007 High Low Close Declared
March 2007 $ 1275 $ 1105 $ 1175 $ .065
December 2006 12.50 11.00 11.72 .065
September 2006 12.97 10.59 11.81 .065
June 2006 12.03 10.94 11.70 .060

The Board of Directors of Community Financial makes dividend payment decisions with consideration of avariety of factors, including
earnings, financial condition, market considerations and regulatory restrictions. Our ability to pay dividendsislimited by restrictionsimposed by
the Virginia Stock Corporation Act, and indirectly, by the Office of Thrift Supervision. Restrictions on dividend payments from Community Bank
to Community Financial (Community Financial’s primary source of funds for the payment of dividendsto its stockholders) are described in Note 10
of the Notesto Consolidated Financial Statements contained in Item 8 of this Form 10-K.

The Equity Compensation Plan information contained in Item 13 of this Form 10-K isincorporated herein by reference. No stock was
repurchased by the Company during the fourth quarter of fiscal 2008.
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The following graph compares the performance of the Company’s common stock with The Nasdag Stock Market Index and the Hemscott
Savings and Loan Group Index. The comparison assumes $100 was invested on March 31, 2003 in Community Financial common stock and in
each of the foregoing indices and assumes the reinvestment of all dividends. Historical stock price performance is not necessarily indicative of
future stock price performance.

Comparison of Cumulative Total Return
Among Community Financial Corporation, Nasdag Market Index
and Hemscott Savings and Loan Group Index
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ITEM 6. SELECTED FINANCIAL DATA

At March 31,
2008 2007 2006 2005 2004
(In thousands)
Selected Financial Condition Data:
Total assets 491,246 $ 463112 $ 422606 $ 399,604 $ 336,947
Loans receivable, net 437,174 399,252 358,714 336,809 279,301
Investment securities and other earning assets'?) 30,475 43,703 45,102 45,911 39,620
Real estate owned, net 593 181 120 138 621
Deposits 350,731 330,538 306,849 275,430 260,231
Advances and other borrowed money 98,834 90,740 78,976 91,650 46,429
Stockholders’ equity 38,705 38,570 35,167 31,325 29,269
Y ear Ended March 31,
2008 2007 2006 2005 2004
(Inthousands)
Selected Operations Data:
Total interest income 32,244  $ 29419 $ 24,466 $ 20038 $ 17,524
Total interest expense 16,978 14,792 10,312 6,281 5,542
Net interest income 15,266 14,627 14,154 13,757 11,982
Provision for loan losses 625 388 177 870 846
Net interest income after provision for
loan losses 14,641 14,239 13,977 12,887 11,136
Service charges and fees 3,007 2,816 2,557 2,293 2,683
Gain on sale of subsidiary 241
Other noninterest income® 336 369 444 415 301
Noninterest expenses 12,292 11,306 10,791 10,060 9,684
Income before income taxes 5,692 6,118 6,187 5,535 4,677
Income taxes 1,856 2,027 1,919 1,729 1,195
Net income 3836 $ 4001 $ 4268 $ 3806 $ 3,482
At or For the Y ear Ended March 31,
2008 2007 2006 2005 2004
Other Data:
Average interest-earning assets
to average interest bearing liabilities 105.21% 104.86% 104.81% 104.81% 106.57%
Averageinterest rate spread during year 3.14 3.30 351 3.84 3.86
Non-performing assets to total assets .33 .32 14 14 51
Return on assets (ratio of net income to
average total assets) .80 .92 1.04 1.04 112
Return on equity (ratio of net income to
average total equity) 9.77 11.06 12.79 12.56 12.45
Equity-to-assetsratio (ratio of average
equity to average assets) 8.18 8.36 8.16 8.28 931
Allowancefor loan |ossesto total |oans .73 77 .82 .89 .94
Allowance for loan | osses to non-performing
loans 313.30 234.16 503.57 551.28 152.60
Per Share Data: (3)
Net income-diluted 087 $ 093 $ 98 $ 8 % .82
Book value 8.93 8.98 8.29 7.51 7.04
Dividends .260 .255 225 210 195
Dividend payout ratio 29.22% 26.54% 22.13% 22.97% 23.22%
Number of full-service offices 10 10 9 8 8
1) Includes federal funds sold, securities purchased under resal e agreements and overnight deposits.
2 Other income includes customer service fees and commissions, gain or loss on disposal of property and other items.
3) Per share data for the periods presented has been restated to reflect the 2-for-1 stock split declared on July 26, 2006, as applicable.
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ITEM 7.MANAGEMENT’S DISCUSSION AND ANALYSISOF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Executive Overview

Community Financial Corporation isaVirginia corporation. Certain of the information presented herein relates to Community Bank, a
wholly owned subsidiary of Community Financial. Community Financial and Community Bank, like all thrift institutions and their holding
companies, are subject to comprehensive regulation, examination and supervision by the Office of Thrift Supervision and the Federal Deposit
Insurance Corporation.

The following information isintended to provide investors a better understanding of our financial position and the operating results of
Community Financial Corporation and its subsidiary, Community Bank. This discussion is primarily from management’s perspective and may not
contain all information that is of importance to the reader. Accordingly, the information should be considered in the context of the consolidated
financial statements and other related information contained herein.

Our net income is primarily dependent on the difference or spread between the average yield earned on loans and investments and the
average rate paid on deposits and borrowings, as well as the relative amounts of such assets and liabilities. The interest rate spread is affected by
regulatory, economic and competitive factors that influence interest rates, loan demand and deposit flows. Like other financial institutions, we are
subject to interest rate risk to the degree that our interest bearing liabilities, primarily deposits and borrowings with short and medium term
maturities, mature or reprice more rapidly, or on adifferent basis, than interest earning assets, primarily loans with longer term maturities than
deposits and borrowings. While having liabilities that mature or reprice more frequently on average than assets may be beneficial in times of
declining interest rates, such an asset/liability structure may result in lower net income or net losses during periods of rising interest rates, unless
offset by other noninterest income. Our net incomeis also affected by, among other things, fee income, provision for loan losses, operating
expenses and income taxes.

The primary factor contributing to the increase in net interest income for the fiscal year ended March 31, 2008 was the growth in interest-
earning assets, primarily loans, partially offset by a decreasing interest rate spread resulting both from the reduced difference (flat interest rate
curve) between short and long term interest rates and aggressive rate reductions by the Federal Reserve. The aggressive rate reductions resulted
in atiming differencein the repricing of assets and liabilities. Management is optimistic concerning an increase in the interest spread as the
difference between short and long term rates has increased and the scheduled repricing of time deposits and borrowings. We will monitor the
impact achange in interest rates may have on both the growth in interest-earning assets and our interest rate spread. The pace and extent of future
interest rate changes will impact our loan growth and interest rate spread, as well asinterest rate adjustments on certain adjustable rate loans that
are subject to caps.

Funding for the growth in interest-earning assets combined with aflat interest rate curve has impacted the composition of our interest-
bearing liabilities. While both borrowings and deposits increased, deposits were the primary source of funding during the fiscal year ended March
31, 2008. We were aggressive in our time deposit and money market pricing during the fiscal year to fund the growth in our loans. Management
recognizes the need to continue to increase deposits and was successful in attracting time deposit accounts. While we have the capacity to
continue to utilize borrowings to meet funding needs, management recognizes the practical long-term limitations of such afunding strategy.

33



Management is also cognizant of the potential for compression in our net interest margin related to the need to acquire funds and the pace of
interest rate changes. Management will continue to monitor the level of deposits and borrowingsin relation to the current interest rate
environment.

Critical Accounting Policies

General. Our financial statements are prepared in accordance with accounting principles generally accepted in the United States
(“GAAP"). Thefinancial information contained within our financial statementsis, to asignificant extent, financial information that is based on
measures of the financial effects of transactions and events that have already occurred. A variety of factors could affect the ultimate value that is
obtained either when earning income, recognizing an expense, recovering an asset or relieving aliability. We use historical 1oss factors as one
factor in determining the inherent loss that may be present in our loan portfolio. Actual losses could differ significantly from the historical factors
that we use. In addition, GAAP itself may change from one previously acceptable method to another method. Although the economics of our
transactions would be the same, the timing of events that would impact our transactions could change.

Allowancefor Loan Losses. The allowance for loan losses is an estimate of the losses that may be sustained in our loan portfolio. The
allowanceis based on two basic principles of accounting: (i) Statement of Financial Accounting Standard ("SFAS") No.5, Accounting for
Contingencies, which requires that losses be accrued when they are probable of occurring and estimable and (ii) SFAS No. 114, Accounting by
Creditorsfor Impairment of aLoan, which requires that losses be accrued based on the differences between the value of collateral, present value of
future cash flows or values that are observable in the secondary market, and the loan balance.

The allowance for loan lossesis maintained at alevel considered by management to be adequate to absorb future loan losses currently
inherent in the loan portfolio. Management's assessment of the adequacy of the allowance is based upon type and volume of the loan portfolio,
past loan loss experience, existing and anticipated economic conditions, and other factors which deserve current recognition in estimating future
loan losses. Thisevaluation isinherently subjective asit requires estimates that are susceptible to significant revision as more information
becomes available. Additionsto the allowance are charged to operations. Subsequent recoveries, if any, are credited to the allowance. Loans are
charged-off partially or wholly at the time management determines collectibility is not probable. Management's assessment of the adequacy of the
allowance is subject to evaluation and adjustment by our regulators.

The allowance consists of specific, general and unallocated components. The specific component relatesto loansthat are classified as
either doubtful, substandard or special mention. For such loansthat are also classified asimpaired, an allowance is established when the
discounted cash flows (or collateral value or observable market price) of theimpaired loan islower than the carrying value of that loan. The
general component covers non-classified loans and is based on historical 10ss experience adjusted for qualitative factors. An unallocated
component is maintained to cover uncertainties that could affect management’s estimate of probable losses. The unallocated component of the
allowance reflects the margin of imprecision inherent in the underlying assumptions used in the methodol ogies for estimating specific and general
lossesin the portfolio.

A loan is considered impaired when, based on current information and events, it is probable that we will be unable to collect the
scheduled payments of principal or interest when due according to the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status, collateral value, and the probability of collecting scheduled principal and interest
payments when due. Loans that experience insignificant payment delays and payment shortfalls generally



are not classified asimpaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case basis, taking
into consideration all of the circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for the delay, the
borrower’s prior payment record, and the amount of the shortfall in relation to the principal and interest owed. Impairment is measured on aloan-
by-loan basis for commercial and construction loans by either the present value of expected future cash flows discounted at the loan’s effective
interest rate, the loan’s obtainable market price, or the fair value of the collateral if theloan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, we do not separately
identify individual consumer and residential loans for impairment disclosures, unless such loans are the subject of arestructuring agreement.

Asset/Liability Management

Management believesit isimportant to manage the rel ationship between interest rates and the effect on our net portfolio value. This
approach calculates the difference between the present value of expected cash flows from assets and the present value of expected cash flows
from liabilities, as well as cash flows from off-balance sheet contracts. Management of our assets and liabilities is done within the context of the
marketplace, but also within limits established by the board of directors on the amount of changein net portfolio value which is acceptable given
certain interest rate changes.

Presented in the following table, as of March 31, 2008 and 2007, is an analysis of our interest rate risk as measured by changesin net
portfolio value for instantaneous and sustained parallel shiftsin theyield curve and compared to our board policy limits. Information is presented
in accordance with Office of Thrift Supervision regulations and based on its assumptions. The Board limits have been established with
consideration of the dollar impact of various rate changes and our strong capital position. Our net portfolio values at March 31, 2008 were within
the parameters set by the Board of Directors. Asillustrated in the table, net portfolio value is not significantly impacted by rising or falling rates as
of the date indicated.

March 31, 2008 March 31, 2007
Changein Board Limit $ $
Interest Rate NPV as% Change NPV as % of Change NPV as % of
(Basis Points) of Assets in NPV Assets in NPV Assets
(Dollarsin Thousands)
+200 7 (4,538) 9.0% (6,048) 9.5%
+100 8 (2,192 94 (2,658) 10.1
-0- 9 9.8 10.6

-1 8 899 9.9 2,403 11.0
-200 7 1,647 10.0 4,105 11.3

Generally, management strives to maintain aneutral position regarding interest raterisk. 1nthe current interest rate environment, our
customers are interested in obtaining long-term credit products and short-term savings products. Management has taken action to counter this
trend. A significant effort has been made to reduce the duration and average life of our interest-earning assets. As of March 31, 2008,
approximately 71.7% of our gross loan portfolio consisted of loans which reprice during the life of the loan. We emphasize adjustable-rate
mortgage loans and have increased our portfolio of short-term consumer loans. Longer term fixed-rate mortgage loans, 15 to 30 years, are generally
referred to other organizations.
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On the deposit side, management has worked to reduce the impact of interest rate changes by emphasizing non-interest bearing or low
interest deposit products and maintai ning competitive pricing on longer term certificates of deposit. We have also used Federal Home Loan Bank
advances to provide funding for loan originations and to provide liquidity as needed.

In managing our asset/liability mix depending on the relationship between long- and short-term interest rates, market conditions, and
consumer preference, we may place somewhat greater emphasis on maximizing our net interest income than on strictly matching the interest rate
sensitivity of our assets and liabilities. We believe the increased net income that may result from an acceptable mismatch in the actual maturity or
repricing of our asset and liability portfolio can provide sufficient returnsto justify the increased exposure to sudden and unexpected increasesin
interest rates which may result from such a mismatch. We have established limits, which may change from time to time, on the level of acceptable
interest rate risk. There can be no assurance, however, that in the event of an adverse change in interest rates, our effortsto limit interest rate risk
will be successful.

Aswith any method of measuring interest rate risk, certain shortcomings are inherent in the method of analysis presented in the
foregoing table. For example, although certain assets and liabilities may have similar maturities or periods to repricing, they may react in different
degreesto changesin market interest rates. Also, the interest rates on certain types of assets and liabilities may fluctuate in advance of changes
in market interest rates, while interest rates on other types may lag behind changesin market rates. Additionally, certain assets, such as
adjustable-rate mortgage |oans, have features which restrict changes in interest rates on a short-term basis and over the life of the asset. Further, in
the event of achangein interest rates, expected rates of prepayments on loans and early withdrawals from certificates could likely deviate
significantly from those assumed in calculating the information in the table above. Finaly, the ability of many borrowersto service their debt may
decrease in the event of an interest rate increase. We consider all of these factorsin monitoring our exposure to interest rate risk.
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Average Balances, Interest Ratesand Yields

The following table sets forth certain information relating to categories of our interest-earning assets and interest-bearing liabilities for
the periodsindicated. All average balances are computed on adaily basis. Non-accruing loans have been included in the table asloans carrying a

zeroyield. Theyields have not been adjusted for tax preferences.

| nterest-Earning Assets
Loans
Investment securities and other
investments
Total interest-earning assets
Non-interest earning assets
Total Assets

Interest-Bearing Liabilities
Deposits
FHLB advances and other
borrowings
Total interest-bearing liabilities
Non-interest bearing Liabilities
Total Liabilities
Stockholder’s equity
Total Liabilitiesand
Stockholders' Equity

Net interest income

Interest rate spread
Net interest-earning assets/net yield
on interest-earning assets

Percentage of interest-earning assets

to interest-bearing liabilities

Y ear Ended March 31,
2008 2007 2006
Average Yield/ Average Yield/ Average Yield/
Balance  Interest Cost Balance  Interest Cost Balance  Interest Cost
(Dollarsin Thousands)
$417,897 $ 30,248 7.24% $377,894 $ 27,268 7.22% $345,031 $ 22,386 6.49%
41,064 1,996 486% 44,321 2,151 485% 44,930 2,080 4.63%
458,961 32,244 7.03% 422,215 29,419 6.97% 389,961 24,466 6.27%
20,959 20,261 18,883
$479,920 $442,476 $408,844
$337,608 12,354 3.66% $311,207 10,047 3.23% $286,266 6,889 2.41%
98,636 4,624 469% 91,454 4,745 519% 87,316 3,423 3.92%
436,244 16,978 3.89% 402,661 14,792 3.67% 373,582 10,312 2.76%
4414 2,815 1,887
440,658 405,476 375,469
39,262 37,000 33,375
$479,920 $442,476 $408,844
$ 15,266 $ 14,627 $ 14,154
3.14% 3.30% 3.51%
$ 22717 3.33% $ 19,554 346% $ 16,379 3.63%
105.21% 104.86% 104.38%
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Rate/Volume Analysis

The following table describes the extent to which changesin interest rates and changesin volume of interest-rel ated assets and
liabilities have affected our interest income and expense during the periodsindicated. For each category of interest-earning assets and interest-
bearing liabilities, information is provided on changes attributable to (i) changes in volume (change in volume multiplied by prior year rate), (ii)
changesin rate (change in rate multiplied by prior year volume), and (iii) total changesin rate and volume. The combined effect of changesin both
volume and rate, which cannot be separately identified, has been allocated proportionately to the change due to volume and the change due to
rate.

Y ear Ended March 31,
2008 v. 2007 2007 v. 2006
Increase Increase
(Decrease) Total (Decrease) Total
Dueto Increase Dueto Increase
Volume Rate (Decrease) Volume Rate (Decrease)

(Dollarsin Thousands)
Interest-Earning Assets

Loans $ 28% $ 85 $ 2980 $ 2371 3% 2511 % 4,882

Investment securities and other

investments (158) 3 (155) (30) 101 71
Total Interest-earning assets $ 2737  $ 88 $ 2825 $ 2341 $ 2612 $ 4,953

Interest-Bearing Liabilities

Deposits $ %6 $ 1341 $ 2307 $ 805 $ 2353 $ 3,158
FHL B advances and other
borrowings 337 (458) (121) 215 1,107 1,322
Total interest-
bearing liabilities $ 1303 $ 883 $ 2186 $ 1,020 $ 3460 $ 4,480
Net interest income $ 639 $ 473

Financial Condition

Total assetsincreased $28.1 million, or 6.1%, to $491.2 million at March 31, 2008, primarily as aresult of anincreasein loans of $37.9
million, offset by a$25.3 million decrease in investments. The increase in assets was funded by a$20.2 million, or 6.1%, increase in deposits and a
$7.0 million, 7.9% increase in advances from the Federal Home Loan Bank. The increase in depositsisreflected primarily inincreased time deposits
of $21.1 million and money market accounts of $2.2 million, partially offset by a $3.1 million decrease in transaction accounts. The changein
depositsisrelated primarily to customers preference for higher rate time deposits. Management believes the increase in time and money market
depositsis primarily attributable to maintaining competitive pricing. Management attributes the increase in loans receivable primarily to excellent
customer service and competitive pricing on both mortgage and consumer loans.

The Hampton Roads region of the Bank experienced loan growth of $20.1 million, primarily residential and commercial real estate |oans,

for the fiscal year ended 2008. The Shenandoah Valley region of the Bank had loan growth of approximately $17.8 million, primarily commercial rea
estate |oans.
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Asset quality is an important factor in the successful operation of afinancial institution. Theloss of interest income and principal that
may result from non-performing assets has an adverse effect on earnings, while the resolution of those assets requires the use of capital and
managerial resources. At March 31, 2008, total non-performing assets, consisting of non-performing loans, foreclosed real estate and repossessed
automobiles, were $1.6 million or .33% of total assets compared to $1.5 million or .32% of total assets at March 31, 2007. Non-performing assets at
March 31, 2008 were comprised primarily of single family residential properties and commercial real estate delinquent 90 days or more and real
estate owned. Based on current market values of the collateral securing these loans, management anticipates no significant lossesin excess of the
reserves for losses previously recorded. Dueto an uncertain real estate market and the economy in general, no assurances can be given that our
level of non-performing assets will not increase in the future.

Stockholders' equity increased $134,000, or .4%, to $38.7 million at March 31, 2008 compared to $38.6 million at March 31, 2007. The
increase was the result of $3.8 million of net income, proceeds from option exercises and an adjustment for SFAS No. 158 for the Corporation’s
pension liability, partially offset by dividends paid to stockholders of $1.1 million, and adecrease in the unrealized gain on equity securities of $2.9
million.

Results of Operations

Our results of operations depend primarily on the level of our net interest income and noninterest income and the level of our operating
expenses. Net interest income depends upon the value of interest-earning assets and interest-bearing liabilities and the interest rate earned or paid
on them.

Comparison of Years Ended March 31, 2008 and 2007

General. Netincomefor the year ended March 31, 2008 was $3.8 million or $0.87 diluted earnings per share compared to $4.1 million or
$0.93 diluted earnings per share for the year ended March 31, 2007, a decrease of $255,000 or 6.2%. Net income decreased due primarily to an
increase in noninterest expenses of $986,000 and an increased provision for loan losses of $237,000.

Interest Income. Total interest income increased $2.8 million, or 9.6%, to $32.2 million for the year ended March 31, 2008 as compared to
$29.4 million for the year ended March 31, 2007. Theincrease in total interest income can be attributed to both an increase in the average dollar
volume of interest-earning assets, primarily $40.0 million in loans receivable, and an increase in the yield on interest earning assets. Averageyields
on total interest-earning assetsincreased 6 basis points from 6.97% in fiscal 2007 to 7.03% for the current fiscal year primarily dueto anincreasein
higher yielding commercial loans offset by a decreasing rate environment.

Interest Expense. Total interest expense increased $2.2 million, or 14.8%, to $17.0 million for the year ended March 31, 2008 from $14.8
million for the year ended March 31, 2007. The increase in total interest expense is attributable to both an increase in the average dollar volume and
anincreasein the cost of interest-bearing liabilities, primarily $26.4 million in deposits and $7.1 million FHLB advances and other borrowings. The
cost of fundsincreased 22 basis points from 3.67% for the year ended March 31, 2007 to 3.89% for the current year. Theincrease in deposit
balances was due primarily to increasesin time deposits for the current fiscal year.

Provision for Loan Losses. We establish provisionsfor loan losses, which are charged to earnings, at alevel required to reflect credit

lossesinherent in the loan portfolio. In evaluating the level of the allowance for loan losses, management considers historical |oss experience, the
types of loans and the amount of loansin the loan portfolio, adverse situations that may affect borrowers’ ability to repay,
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estimated value of any underlying collateral, peer group data, prevailing economic conditions, and current factors. Large groups of smaller balance
homogeneous loans, such asresidential real estate, small commercial real estate, home equity and consumer loans, are evaluated in the aggregate
using historical loss factors adjusted for current economic conditions and other relevant data. Larger non-homogeneous loans, such as
commercial loans for which management has concerns about the borrowers’ ability to repay, are evaluated individually, and specific loss
allocations are provided for these loans when necessary.

In the current economic environment, management has considered the potential impact of subprime lending in certain areas of the
national economy. These circumstances do not appear to have significantly impacted economic conditions in our market areas which to date
remain stable. We did not experience significant increases in either delinquency or charge-off rates during the fiscal year ended March 31, 2008 and
we have maintained experienced and stable lending personnel during that period. We also evaluated our risk in certain lending areas and reduced
our exposure in automobile lending by $6.0 million.

Based on management’s evaluation of these factors, the provision for loan losses increased $237,000, or 61.0%, to $625,000 for the fiscal
year ended March 31, 2007 from $388,000 for the fiscal year ended March 31, 2007. Theincreasein the provision for fiscal 2008 was dueto an
increase in the rate of loan growth and reserves for non-performing assets. We monitor our loan |oss allowance on aquarterly basis and make
allocations as necessary. Management believes that the level of our loan loss allowance is adequate. As of March 31, 2008, the total allowance for
loan losses amounted to $3.2 million. At March 31, 2008, our allowance as a percentage of total |oans receivable was .73% and as a percentage of
total non-performing loans was 313%.

Noninterest Income. Noninterest incomeincreased $158,000, or 4.9%, to $3.3 million in fiscal 2008 as compared to $3.2 million for the
year ended March 31, 2007. Theincrease in noninterest income was primarily due to overdraft fees.

Fiscal 2008 Fiscal 2007  Change

Loan feeincome 655,548 608,937 46,611
Deposit fee income 2,351,277 2,207,027 144,250
Other 336,211 369,421 (33,210)

Total noninterest income $ 3,343,036 $ 3,185,385 $ 157,651

Noninterest Expense. Total noninterest expense increased $986,000, or 8.7%, to $12.3 million for the year ended March 31, 2008 from
$11.3 million for the year ended March 31, 2007, due primarily to increased compensation expense of $497,000, expenses related to implementing the
evaluation and monitoring of internal controls as required by Section 404 of the Sarbanes-Oxley Act of 2002 of $92,000 and data processing
expenses of $185,000. The increase in compensation expense was related to merit pay increases and the addition of aloan officer. Theincreasein
data processing was related to the updating of our software and computer hardware and the addition of one additional computer person.

Taxes. Total taxes decreased $171,000, or 8.4%, to $1.9 million during the year ended March 31, 2008 from $2.0 million during fiscal 2007.
The effective tax rate for the year ended March 31, 2008 was 32.6% compared to 33.1% for fiscal 2007.
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Comparison of Yearsended March 31, 2007 and 2006

General. Netincomefor the year ended March 31, 2007 was $4.1 million or $0.93 diluted earnings per share compared to $4.3 million or
$0.98 diluted earnings per share for the year ended March 31, 2006, a decrease of $177,000 or 4.1%. Net income decreased due primarily to an
increase in the noninterest expenses of $516,000.

Interest Income. Total interest income increased $5.0 million, or 20.2%, to $29.4 million for the year ended March 31, 2007 as compared to
$24.5 million for the year ended March 31, 2006. Theincrease in total interest income can be attributed to both an increase in the average dollar
volume of interest-earning assets, primarily $32.9 million in loans receivable, and an increase in the yield on interest earning assets. Averageyields
on total interest-earning assets increased 70 basis points from 6.27% in fiscal 2006 to 6.97% for the fiscal year 2007 due primarily to ahigher
interest rate environment.

Interest Expense. Total interest expense increased $4.5 million, or 43.4%, to $14.8 million for the year ended March 31, 2007 from $10.3
million for the year ended March 31, 2006. The increase in total interest expense is attributable to both an increase in the average dollar volume and
anincreasein the cost of interest-bearing liabilities, primarily $25.0 million in deposits and $4.1 million FHLB advances and other borrowings. The
cost of fundsincreased 91 basis points from 2.76% for the year ended March 31, 2006 to 3.67% for the current year. Theincrease in deposit
bal ances was due primarily to increasesin time deposits for the fiscal year ended March 31, 2007.

Provision for Loan Losses. Based on management’s evaluation, the provision for loan losses increased $211,000, or 119.3%, to $388,000
for the fiscal year ended March 31, 2007 from $177,000 for the fiscal year ended March 31, 2006. The increasein the provision for fiscal 2007 was
dueto an increase in the rate of loan growth offset by adecrease in allowances for certain loan categories based on historical charge-off rates. We
monitor our loan loss allowance on a quarterly basis and make allocations as necessary. Management believesthat the level of our loan loss
allowance is adequate. As of March 31, 2007, the total allowance for loan |osses amounted to $3.1 million. At March 31, 2007, our allowance as a
percentage of total loans receivable was.77% and as a percentage of total non-performing loans was 234%.

Noninterest Income. Noninterest incomeincreased $184,000, or 6.1%, to $3.2 million in fiscal 2007 as compared to $3.0 million for the
year ended March 31, 2006. Theincrease in noninterest income was primarily due to overdraft fees.

Fiscal 2007 Fiscal 2006  Change

Loan feeincome 608,937 532,647 76,290
Deposit fee income 2,207,027 2,023,878 183,149
Other 369,421 444 547 (75,126)

Total noninterest income $ 3,185,385 $ 3,001,072 $ 184,313

Noninterest Expense. Total noninterest expense increased $516,000, or 4.8%, to $11.3 million for the year ended March 31, 2007 from
$10.8 million for the year ended March 31, 2006, due primarily to increased compensation expense related to the employment of additional
commercial loan officers and an additional branch location.

Taxes. Tota taxesincreased $107,000, or 5.6%, to $2.0 million during the year ended March 31, 2007 from $1.9 million during fiscal 2006.
The effective tax rate for the year ended March 31, 2007 was
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33.1% compared to 31.0% for fiscal 2006. The fiscal year 2006 included atax credit of approximately $96,000.
Liquidity and Capital Resour ces

Our principal sources of funds are customer deposits, advances from the Federal Home Loan Bank of Atlanta, amortization and
prepayment of |oans, proceeds from the sale of loans and funds provided from operations. Management maintainsinvestmentsin liquid assets
based upon its assessment of (i) our need for funds, (ii) expected deposit flows, (iii) the yields available on short-term liquid assets, (iv) the
liquidity of our loan portfolio and (v) the objectives of our asset/liability management program.

Liquidity represents our ability to meet our on-going funding requirements for contractual obligations, the credit needs of customers,
withdrawal of customers' deposits and operating expenses.

Our dominant source of funds during the year ended March 31, 2008 was from deposits which increased by $20.2 million and FHLB
advances which increased by $7.0 million. Our cash increased $12.4 million from $3.6 million at March 31, 2007 to $16.0 million at March 31,
2008. Theincreasein cash was related to calls of our held to maturity securities.

At March 31, 2008, we had commitments to purchase or originate $22.0 million of loans. Certificates of deposit scheduled to maturein
oneyear or less at March 31, 2008 totaled $207.0 million. Based on our historical experience, management believes that asignificant portion of such
depositswill remain with us. Management further believes that |oan repayments and other sources of funds will be adequate to meet our
foreseeable short- and long-term liquidity needs.

At March 31, 2008, we had tangible and core capital of 7.81% of adjusted total assets, which wasin excess of their respective
requirements of 1.5% and 4.0%. We also had risk-based capital of 9.98% of risk weighted assets, which also exceeded its requirement of 8.0%. The
Bank was considered “ adequately capitalized” as of March 31, 2008. Regulatory capital is discussed further in Note 10 of the Notesto
Consolidated Financial Statements contained in Item 8 of this report.

Contractual Obligations and Off-Balance Sheet Arrangements
Asof March 31, 2008, we have not participated in any unconsolidated entities or financial partnerships, such as entities often referred to
as structured finance or special entities. We do have significant commitmentsto fund loansin the ordinary course of business. Such commitments

and resulting off-balance sheet risk are further discussed in Note 14 of the Consolidated Financial Statements contained in Item 8 of this report.

The following table presents our contractual cash obligations, excluding deposit obligations, as of March 31, 2008.

Lessthan 1-3 35 More than
Total 1year years years 5years
Operating L eases $ 1219676 $ 185261 $ 386881 $ 334193 $ 313341
Long-Term Debt 20,000,000 20,000,000
Total $ 21,219,676 $ 185261 $ 20,386,881 $ 334193 $ 313341
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Impact of Inflation and Changing Prices

The consolidated financial statements and related data presented herein have been prepared in accordance with accounting principles
generally accepted in the United States of Americawhich require the measurement of financial position and results of operationsin terms of
historical dollars without considering changesin the relative purchasing power of money over time because of inflation. Unlike most industrial
companies, virtually all of the assets and liabilities of afinancial institution are monetary in nature. Asaresult, interest rates have amore
significant impact on afinancial institution's performance than the effects of general levels of inflation. Interest rates do not necessarily movein
the same direction or the same magnitude as the price of goods and services. In the current interest-rate environment, equity, maturity structure
and quality of our assets and liahilities are critical to the maintenance of acceptable performance levels.

Recent Accounting Pronouncements

For adiscussion of recent accounting pronouncements implemented by us during fiscal 2008 and new pronouncements which will be
implemented in the future, see “ Summary of Accounting Policies’ in our Consolidated Financial Statements contained in Item 8 of this report.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

See “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Assset/Liability Management” in [tem
7 of thisreport.
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Yount, Hyde & Barbour, P.C,

Certified Public Account

REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders
Community Financial Corporation
Staunton, Virginia

We have audited the accompanying consolidated balance sheets of Community Financial Corporation and Subsidiary as of March 31, 2008 and
2007, and the related consolidated statements of income, stockholders' equity and cash flows for each of the three yearsin the period ended
March 31, 2008. Thesefinancial statements are the responsibility of the Corporation’s management. Our responsibility isto express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonabl e assurance about whether the financial statements are free of material

misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosuresin the financial statements. An
audit also includes assessing the accounting principles used and 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 al material respects, the financial position of Community
Financial Corporation and Subsidiary as of March 31, 2008 and 2007, and the results of their operations and their cash flows for each of the three
yearsin the period ended March 31, 2008, in conformity with U.S. generally accepted accounting principles.

We were hot engaged to examine management’ s assertion about the effectiveness of Community Financial Corporation and Subsidiary’sinternal
control over financial reporting as of March 31, 2008 included in Management’s Annual Report on the Internal Control Over Financial Reporting
and, accordingly, we do not express an opinion thereon.

{ Kyole S 1

Winchester, Virginia
May 30, 2008

50 South Cameron Street
P.O. Box 2560
Winchester, VA 22604
(540) 662-3417 Officeslocated in: Winchester, Middleburg, L eesburg, Culpeper, and Richmond, Virginia
FAX (540) 662-4211 Member: American Ingtitute of Certified Public Accountants/ Virginia Society of Certified Public Accountants
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March 31, 2008 2007

Assets

Cash (including interest bearing deposits of $12,762,079

and $1,045,270) $ 15,998,041 $ 3,625,796
Securities
Held to maturity (fair value approximates $2,948,329
and $23,232,322) 2,940,217 23,585,975
Availablefor sale, at fair value 9,562,410 14,250,095
Restricted investment in Federal Home Loan Bank stock, at cost 5,210,800 4,822,100
Loans receivable, net of allowance for loan losses of
$3,214,771 and $3,078,397 437,173,797 399,252,394
Real estate owned, net 592,609 181,212
Property and equipment, net 7,923,481 8,021,271
Accrued interest receivable 2,079,073 2,232,265
Prepaid expenses and other assets 9,765,345 7,141,113
Total assets $ 491,245,773 $ 463,112,221

Liabilitiesand Stockholders Equity

Liabilities
Deposits $ 350,730,834 $ 330,537,704
Advances from Federal Home L oan Bank 96,000,000 89,000,000
Securities sold under agreements to repurchase 2,834,412 1,739,690
Advance payments by borrowers for taxes and insurance 150,545 142,511
Other liabilities 2,825,279 3,121,904
Total liabilities 452,541,070 424,541,809

Commitmentsand Contingencies - -

Stockholders Equity
Preferred stock, $.01 par value, authorized 3,000,000
shares, none outstanding - -
Common stock, $.01 par value, 10,000,000 authorized

shares, 4,335,958 and 4,295,732 shares outstanding 43,360 42 957
Additional paid-in capital 5,391,704 5,097,321
Retained earnings 34,992,515 32,277,332
Accumulated other comprehensive income (loss), net (1,722,876) 1,152,802

Total stockholders' equity 38,704,703 38,570,412
Total liabilities and stockholders' equity $ 491,245,773 $ 463,112,221

See accompanying summary of accounting policies and notes to consolidated financial statements.
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Year Ended March 31, 2008 2007 2006

Interest and dividend income

Loans $ 30,247,693 $ 27,268,394 $ 22,385,916
Investment securities 827,673 1,012,695 1,055,833
Other investments 1,168,394 1,138,199 1,024,684
Total interest and dividend income 32,243,760 29,419,288 24,466,433

Interest expense

Deposits 12,354,281 10,047,423 6,888,553
Borrowed money 4,623,819 4,744,520 3,423,542
Total interest expense 16,978,100 14,791,943 10,312,095
Net interest income 15,265,660 14,627,345 14,154,338
Provision for loan losses 624,717 388,074 176,942

Net interest income after provision for
loan losses 14,640,943 14,239,271 13,977,396

Noninter est income

Service charges, fees and commissions 3,006,825 2,815,964 2,556,525
Other 336,211 369,421 444 547
Total noninterest income 3,343,036 3,185,385 3,001,072

Noninterest expense

Compensation and employee benefits 7,291,661 6,794,357 6,364,222
Occupancy 1,450,116 1,431,263 1,392,249
Data processing 1,406,813 1,222,229 1,195,329
Advertising 438,815 393,640 423,242
Professional fees 448,725 218,316 239,112
Deposit insurance 38,851 37,370 37,242
Other 1,217,551 1,209,700 1,139,772
Total noninterest expense 12,292,532 11,306,875 10,791,168
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]
Year Ended March 31, 2008 2007 2006
Income befor eincome taxes $ 5,691,447 $ 6,117,781 $ 6,187,300
Incometaxes 1,855,625 2,026,573 1,919,568
Net income $ 3,835,822 $ 4,091,208 $ 4,267,732
Earningsper share

Basic $ 0.89 $ 096 $ 1.02
Diluted $ 087 $ 093 $ 0.98

See accompanying summary of accounting policies and notesto consolidated financial statements.
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Accumulated
Additional Other Compre- Total
Common Paid-in Retained hensivelncome  Stockholders’
Stock Capital Earnings (Loss), Net Equity
Balance, March 31, 2005 $ 20851 $ 4292815 $ 25,948,758 $ 1,062,660 $ 31,325,084

Comprehensive income:
Net income - - 4,267,732 - 4,267,732
Changein unrealized gain
on availablefor sale

securities, net of tax - - - 28,811 28,811
Total comprehensive income 4,296,543
Cash dividends, $.225 per share - - (944,549) - (944,549)
Exercise of stock options 360 489,311 - - 489,671
Balance, Mar ch 31, 2006 21,211 4,782,126 29,271,941 1,091,471 35,166,749

Comprehensive income:
Net income - - 4,091,208 - 4,091,208
Changein unrealized gain
on availablefor sale

securities, net of tax - - - 443,390 443,390
Total comprehensive income 4,534,598
Adjustment to initially apply

SFAS No. 158, net of tax - - - (382,059) (382,059)
Cash dividends, $.255 per share - - (1,085,817) - (1,085,817)
Exercise of stock options 509 336,432 - - 336,941
Stock split 21,237 (21,237) - - -
Balance, March 31, 2007 42,957 5,097,321 32,277,332 1,152,802 38,570,412

Comprehensive income:
Net income - - 3,835,822 - 3,835,822
Changein unrealized gain
(loss) on available for sale

securities, net of tax - - - (2,888,476) (2,888,476)
Pension liability adjustment,
net of tax - - - 12,798 12,798
Total comprehensive income 960,144
Cash dividends, $.260 per share - - (1,120,639) - (1,120,639)
Exercise of stock options 483 375,042 - - 375,525
Repurchase of common stock (80) (80,659) - - (80,739)
Balance, March 31, 2008 $ 43360 $ 5391704 $ 34992515 $ (1,722,876) $ 38,704,703

See accompanying summary of accounting policies and notes to consolidated financial statements.
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Year Ended March 31, 2008 2007 2006

Operating activities
Net income $ 3835822 $ 4,091,208 $ 4,267,732
Adjustments to reconcile net income to
net cash provided by operating activities

Provision for loan losses 624,717 388,074 176,942

Depreciation 613,008 594,548 563,732
Amortization of premium and accretion

of discount on securities, net 5,758 9,675 10,215
(Increase) decreasein net deferred loan

origination costs 115,508 (64,276) (134,423)

Deferred income tax (benefit) (155,330) (184,604) (66,960)

(Increase) in other assets (532,555) (536,054) (531,522)

Increase (decrease) in other liabilities (288,591) 1,033,436 416,743

Net cash provided by operating activities 4,218,337 5,332,007 4,702,459

Investing activities
Proceeds from maturities of held to

maturity securities 21,140,000 1,875,000 1,150,000
Proceeds from redemption of available

for sale securities 28,852 4125 4,123
Purchase of held to maturity securities (500,000) - -
Net increase in loans (39,508,792) (40,923,574) (21,948,107)
Purchase of property and equipment (515,218) (400,769) (932,837)
Proceeds from sale of real estate owned 435,767 - 18,245
Purchase of FHLB stock (388,700) (471,800) (121,600)

Net cash (used in)
investing activities (19,308,091) (39,917,018) (21,830,176)
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Year Ended March 31, 2008 2007 2006

Financing activities

Net increase in certificates of deposit $ 21,090,110 $ 28,930,995 $ 32,536,369
Net (decrease) in savings and
checking deposits (896,980) (5,241,836) (1,118,212)
Proceeds from issuance of common stock 375,525 336,941 489,671
Repurchase of common stock (80,739) - -
Increase (decrease) in securities sold under
agreements to repurchase 1,094,722 763,263 (14,674,070)
Dividends paid (1,120,639) (1,085,817) (944,549)
Proceeds from FHL B advances, net 7,000,000 11,000,000 2,000,000
Net cash provided by financing activities 27,461,999 34,703,546 18,289,209
Increasein cash and cash equivalents 12,372,245 118,535 1,161,492
Cash and cash equivalents— beginning of year 3,625,796 3,507,261 2,345,769
Cash and cash equivalents— end of year $ 15,998,041 $ 3,625,796 $ 3,507,261

Supplemental Disclosure of Cash Flow

Information
Cash payments of interest expense $ 17,409,308 $ 13,613522 $ 10,467,694
Cash payments of income taxes $ 1,806,188 $ 2,500,620 $ 1,618,184

Supplemental Schedule of Non-Cash
Investing and Financing Activities

Net change in unrealized gain (10ss) on
securities available for sale $ (4,658,833) $ 715145 $ 46,470

Pension liability adjustment $ 14,788 $ (610,368) $ -

Transfersfrom loansto real estate acquired
through foreclosure $ 847,164 $ 61,343 $ -

See accompanying summary of accounting policies and notesto consolidated financial statements.
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Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Community Financial Corporation (the "Corporation™) and its
wholly-owned subsidiary, Community Bank (the "Bank"). All material intercompany accounts and transactions have been eliminated in
consolidation.

Stock Split

On July 26, 2006, the Corporation declared a 2-for-1 stock split payable on August 23, 2006. All per share information for all periods presented has
been retroactively restated to reflect the stock split.

Natur e of Business and Regulatory Environment
The Bank isafederally chartered savings association and the primary asset of the Corporation. The Bank provides afull range of banking services
to individual and corporate customers primarily in the Shenandoah Valley and Hampton Roads regions of Virginia through its wholly-owned

subsidiary.

The Office of Thrift Supervision ("OTS") isthe primary regulator for federally chartered savings associations, as well as well as savings and loan
holding companies.

The Bank's deposits are insured up to applicable limits by the Deposit Insurance Fund ("DIF"), which is administered by the Federal Deposit
Insurance Corporation ("FDIC"). The FDIC has specific authority to prescribe and enforce such regulations and issue such orders as it deems

necessary to prevent actions or practices by savings associations that pose a serious threat to the DIF.

The Federal Deposit Insurance Corporation Improvement Act of 1991 ("FDICIA") was effective January 1, 1993. FDICIA contained provisions
which allow regulators to impose prompt corrective action on undercapitalized institutionsin accordance with a categorized capital-based system.

Estimates

In preparing consolidated financial statements in conformity with U.S. generally accepted accounting principles, management is required to make
estimates and assumptions that affect the reported amounts of assets and liabilities as of the date of the balance sheet and reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates. Material estimates that are particularly
susceptible to significant change in the near term relate to the determination of the allowance for loan losses.

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash on hand, amounts due from banks, interest-bearing deposits and
federal funds sold.
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]
Securities

Investments in debt securities classified as held to maturity are stated at cost, adjusted for amortization of premiums and accretion of discounts
using the level yield method. Management has a positive intent and ability to hold these securities to maturity and, accordingly, adjustments are
not made for temporary declinesin their market value below amortized cost. Investment in Federal Home L oan Bank stock is stated at cost.

Investments in debt and equity securities classified as available for sale are stated at market value with unrealized holding gains and losses
excluded from earnings and reported as a separate component of accumulated other comprehensive income, net of tax effect, until realized.

Purchase premiums and discounts are recognized in interest income using the interest method over the terms of the securities. Declinesin the fair
value of held to maturity and available for sale securities below their cost that are deemed to be other than temporary are reflected in earnings as
realized losses. Management evaluates securities for other than temporary impairment on aquarterly basis, and more frequently when economic or
market concerns warrant such evaluation. In estimating other than temporary impairment losses, management considers (1) the length of time and
the extent to which the fair value has been less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and
ability of the Corporation to retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair
value. Gainsand losses on the sale of securities are recorded on the trade date and are determined using the specific identification method.

L oans Receivable

Loans receivable consists primarily of long-term real estate loans secured by first deeds of trust on single family residences, other residential
property, commercial property and land located primarily in the state of Virginia. Interest income on mortgage loans is recorded when earned and
is recognized based on the level yield method. The Corporation provides an allowance for accrued interest deemed to be uncollectible, which is
netted against accrued interest receivable in the consolidated balance sheets.

The Corporation defers loan origination and commitment fees, net of certain direct loan origination costs, and the net deferred fees are amortized
into interest income over the lives of the related loans as yield adjustments. Any unamortized net fees on loans fully repaid or sold are recognized
asincome in the year of repayment or sale.

The Corporation places |loans on nonaccrual status after being delinquent greater than 90 days or earlier if the Corporation becomes aware that the
borrower has entered bankruptcy proceedings, or in situations in which the loans have developed inherent problems prior to being 90 days
delinquent that indicate payments of principal or interest will not be made in full. Whenever the accrual of interest is stopped, previously accrued
but uncollected interest income is reversed. Thereafter, interest is recognized only as cash is received until the loan is reinstated to accrual
status. Loans arereturned to accrual status when all the principal and interest amounts contractually due are brought current and future payments
are reasonably assured.
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Allowancefor Loan L osses

The allowance for loan losses is maintained at alevel considered by management to be adequate to absorb future loan losses currently inherent in
the loan portfolio. Management's assessment of the adequacy of the allowance is based upon type and volume of the loan portfolio, past loan
loss experience, existing and anticipated economic conditions, and other factors which deserve current recognition in estimating future loan
losses. This evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes
available. Additionsto the allowance are charged to operations. Subsequent recoveries, if any, are credited to the allowance. Loans are charged-
off partially or wholly at the time management determines collectibility is not probable. Management's assessment of the adequacy of the
allowance is subject to evaluation and adjustment by the Corporation's regulators.

The allowance consists of specific, general and unallocated components. The specific component relates to loans that are classified as either
doubtful, substandard or special mention. For such loans that are also classified as impaired, an allowance is established when the discounted
cash flows (or collateral value or observable market price) of the impaired loan is lower than the carrying value of that loan. The general
component covers non-classified loans and is based on historical 1oss experience adjusted for qualitative factors. An unallocated component is
maintained to cover uncertainties that could affect management’s estimate of probable losses. The unallocated component of the allowance
reflects the margin of imprecision inherent in the underlying assumptions used in the methodol ogies for estimating specific and general losses in
the portfolio.

A loan is considered impaired when, based on current information and events, it is probable that the Corporation will be unable to collect the
scheduled payments of principal or interest when due according to the contractual terms of the loan agreement. Factors considered by
management in determining impairment include payment status, collateral value, and the probability of collecting scheduled principal and interest
payments when due. Loans that experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration
all of the circumstances surrounding the loan and the borrower, including the length of the delay, the reasons for the delay, the borrower’ s prior
payment record, and the amount of the shortfall in relation to the principal and interest owed. Impairment is measured on aloan-by-loan basisfor
commercial and construction loans by either the present value of expected future cash flows discounted at the loan’s effective interest rate, the
loan’s obtainable market price, or the fair value of the collateral if theloan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Corporation does not separately
identify individual consumer and residential loans for impairment disclosures, unless such loans are the subject of arestructuring agreement.
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]
Real Estate Owned

Real estate acquired through foreclosure isinitially recorded at the lower of fair value, less selling costs, or the balance of the loan on the property
at the date of foreclosure. Costs relating to the development and improvement of property are capitalized, whereas those relating to holding the
property are charged to expense.

Valuations are periodically performed by management, and an allowance for losses is established by a charge to operationsif the carrying val ue of
aproperty exceeds its estimated net realizable value.

Property and Equipment

Land is carried at cost. Property and equipment is stated at cost less accumulated depreciation. Provisions for depreciation are computed using
the straight-line method over the estimated useful lives of the individual assets. Expenditures for betterments and major renewals are capitalized
and ordinary maintenance and repairs are charged to operations as incurred. Estimated useful lives are three to ten years for furniture and
equipment and five to fifty yearsfor buildings and improvements.

Income Taxes

Deferred income tax assets and liabilities are determined using the balance sheet method. Under this method, the net deferred tax asset or liability
is determined based on the tax effects of the temporary differences between the book and tax bases of the various balance sheet assets and
liabilities and gives current recognition to changesin tax rates and laws.

When tax returns are filed, it is highly certain that some positions taken would be sustained upon examination by the taxing authorities, while
others are subject to uncertainty about the merits of the position taken or the amount of the position that would be ultimately sustained. The
benefit of atax position isrecognized in the financial statementsin the period during which, based on all available evidence, management believes
it is more likely than not that the position will be sustained upon examination, including the resolution of appeals or litigation processes, if
any. Tax positions taken are not offset or aggregated with other positions. Tax positions that meet the more-likely-than-not recognition threshold
are measured as the largest amount of tax benefit that is more than 50 percent likely of being realized upon settlement with the applicable taxing
authority. The portion of the benefits associated with tax positions taken that exceeds the amount measured as described above is reflected as a
liability for unrecognized tax benefit in the accompanying balance sheet along with any associated interest and penalties that would be payable to
the taxing authorities upon examination. Interest and penalties associated with unrecognized tax benefits are classified as additional income taxes
in the statement of income.
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EarningsPer Share

Basic earnings per share represents income available to common shareholders divided by the weighted-average number of common shares
outstanding during the period. Diluted earnings per share reflects additional common shares that would have been outstanding if dilutive
potential common shares had been issued, as well as any adjustment to income that would result from the assumed issuance. Potential common
shares that may be issued by the Corporation relate solely to outstanding stock options and are determined using the treasury stock method.
Stock-Based Compensation Plan

Effective April 1, 2006, the Corporation adopted SFAS 123 (revised 2004) "Share-Based Payment." SFAS 123R requires the costs resulting from all
share-based payments be recognized in the financial statements. Share-based compensation is estimated at the date of grant using the Black-
Scholes option valuation model for determining fair value. Prior to adopting SFAS 123R, the Corporation accounted for the plan under the
recognition and measurement principles of APB Opinion 25, "Accounting for Stock Issued to Employees," and related Interpretations. No stock-
based employee compensation cost was reflected in net income, as all options granted under the plan had an exercise price equal to the market
value of the underlying common stock on the date of grant.

Advertising Costs

The Corporation follows the policy of charging the costs of advertising to expense asincurred.

Comprehensive Income

Accounting principles generally require that recognized revenue, expenses, gains and losses be included in net income. Although certain changes
in assets and liabilities, such as unrealized gains and losses on available for sale securities and pension liability adjustments, are reported as a
separate component of the equity section of the balance sheet, such items, along with net income are components of comprehensive income.

Reclassifications

Certain reclassifications have been made to prior period balances to conform to the current year presentation.
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Recent Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No. 157, “Fair Vaue
Measurements” (SFAS 157). SFAS 157 defines fair value, establishes a framework for measuring fair value in generally accepted accounting
principles, and expands disclosures about fair value measurements. SFAS 157 does not require any new fair value measurements, but rather,
provides enhanced guidance to other pronouncements that require or permit assets or liabilities to be measured at fair value. This Statement is
effective for financial statementsissued for fiscal years beginning after November 15, 2007 and interim periods within those years. The FASB has
approved a one-year deferral for the implementation of the Statement for nonfinancial assets and nonfinancial liabilities that are recognized or
disclosed at fair value in the financial statements on a nonrecurring basis. The Corporation does not expect the implementation of SFAS 157 to
have amaterial impact on its consolidated financial statements.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 158, “Employers Accounting for Defined Benefit Pension
and Other Postretirement Plans— an amendment of FASB Statements No. 87, 88, 106, and 132(R)" (SFAS 158). This Statement requires that
employers measure plan assets and obligations as of the balance sheet date. This requirement is effective for fiscal years ending after December
15, 2008. The other provisions of SFAS 158 were implemented by the Corporation as of March 31, 2007. The Corporation does not expect the
implementation of the measurement date provisions of SFAS 158 to have a material impact on its consolidated financial statements.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities” (SFAS 159). This Statement permits entities to choose to measure many financial instruments and certain other items at fair
value. The objective of this Statement is to improve financial reporting by providing entities with the opportunity to mitigate volatility in reported
earnings caused by measuring related assets and liabilities differently without having to apply complex hedge accounting provisions. The fair
value option established by this Statement permits all entities to choose to measure eligible items at fair value at specified election dates. A
business entity shall report unrealized gains and losses on items for which the fair value option has been elected in earnings at each subsequent
reporting date. The fair value option may be applied instrument by instrument and is irrevocable. SFAS 159 is effective as of the beginning of an
entity’s first fiscal year that begins after November 15, 2007, with early adoption available in certain circumstances. The Corporation does not
expect the implementation of SFAS 159 to have a material impact on its consolidated financial statements.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141(R), “Business Combinations’ (SFAS 141(R)). The
Standard will significantly change the financial accounting and reporting of business combination transactions. SFAS 141(R) establishes
principles for how an acquirer recognizes and measures the identifiable assets acquired, liabilities assumed, and any noncontrolling interest in the
acquiree; recognizes and measures the goodwill acquired in the business combination or again from a bargain purchase;
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and determines what information to disclose to enable users of the financial statements to evaluate the nature and financial effects of the business
combination. SFAS 141(R) is effective for acquisition dates on or after the beginning of an entity’s first year that begins after December 15,
2008. The Corporation does not expect the implementation of SFAS 141(R) to have amaterial impact on its consolidated financial statements.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160, “Noncontrolling Interests in Consolidated Financial
Statements an Amendment of ARB No. 51" (SFAS 160). The Standard will significantly change the financial accounting and reporting of
noncontrolling (or minority) interests in consolidated financial statements. SFAS 160 is effective as of the beginning of an entity’sfirst fiscal year
that begins after December 15, 2008, with early adoption prohibited. The Corporation does not expect the implementation of SFAS 160 to have a
material impact on its consolidated financial statements.

In March 2008, the FASB issued Statement of Financial Accounting Standards No. No. 161, “Disclosures about Derivative Instruments and
Hedging Activities— an amendment of FASB Statement No. 133" (SFAS 161). SFAS 161 changes the disclosure requirements for derivative
instruments and hedging activities. Entities are required to provide enhanced disclosures about how and why an entity uses derivative
instruments, how derivative instruments and related hedged items are accounted for under Statement 133 and its related interpretations, and how
derivative instruments and related hedged items affect an entity’s financial position, financial performance and cash flows. SFAS 161 is effective
for fiscal years and interim periods beginning after November 15, 2008, with early application permitted. The Corporation does not expect the
implementation of SFAS 161 to have amaterial impact on its consolidated financial statements.

In September 2006, the Emerging Issues Task Force (EITF) issued EITF 06-4, “ Accounting for Deferred Compensation and Postretirement Benefit
Aspects of Endorsement Split-Dollar Life Insurance Arrangements.” This consensus concludes that for a split-dollar life insurance arrangement
within the scope of this Issue, an employer should recognize a liability for future benefits in accordance with SFAS 106 (if, in substance, a
postretirement benefit plan exists) or APB Opinion No. 12 (if the arrangement is, in substance, an individual deferred compensation contract) based
on the substantive agreement with the employee. The consensus is effective for fiscal years beginning after December 15, 2007, with early
application permitted. The Corporation does not expect the implementation of EITF 06-4 to have a material impact on its consolidated financial
statements.

In November 2006, the EITF issued “ Accounting for Collateral Assignment Split-Dollar Life Insurance Arrangements’ (EITF 06-10). Inthislssue, a
consensus was reached that an employer should recognize aliability for the postretirement benefit related to a collateral assignment split-dollar life
insurance arrangement in accordance with either SFAS 106 or APB Opinion No. 12, as appropriate, if the employer has agreed to maintain a life
insurance policy during the employee's retirement or provide the employee with a death benefit based on the substantive agreement with the
employee. A consensus also was reached that an employer should recognize and measure an asset based on the nature and substance of the
collateral assignment split-dollar life insurance arrangement. The consensuses are effective for fiscal years beginning after December 15, 2007,
including
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interim periods within those fiscal years, with early application permitted. The Corporation does not expect the implementation of EITF 06-10 to
have amaterial impact on its consolidated financial statements.

In February 2007, the FASB issued FSP No. FAS 158-1, “ Conforming Amendmentsto the lllustrations in FASB Statements No. 87, No. 88 and No.
106 and to the Related Staff Implementation Guides.” This FSP provides conforming amendmentsto theillustrationsin SFAS 87, 88, and 106 and to
related staff implementation guides as aresult of the issuance of SFAS 158. The conforming amendments made by this FSP are effective as of the
effective dates of SFAS 158. The unaffected guidance that this FSP codifies into SFAS 87, 88, and 106 does not contain new requirements and
therefore does not require a separate effective date or transition method. The Corporation does not expect the implementation of FSP No. FAS
158-1 to have amaterial impact on its consolidated financial statements.

In November 2007, the Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin No. 109, “Written Loan Commitments
Recorded at Fair Value Through Earnings’ (SAB 109). SAB 109 expresses the current view of the staff that the expected net future cash flows
related to the associated servicing of the loan should be included in the measurement of all written loan commitments that are accounted for at fair
value through earnings. SEC registrants are expected to apply the views in Question 1 of SAB 109 on a prospective basis to derivative |oan
commitments issued or modified in fiscal quarters beginning after December 15, 2007. The Corporation does not expect the implementation of SAB
109 to have amaterial impact on its consolidated financial statements.

In December 2007, the SEC issued Staff Accounting Bulletin No. 110, “Use of a Simplified Method in Developing Expected Term of Share
Options” (SAB 110). SAB 110 expresses the current view of the staff that it will accept a company’s election to use the simplified method
discussed in SAB 107 for estimating the expected term of “plain vanilla’ share options regardless of whether the company has sufficient
information to make more refined estimates. The staff noted that it understands that detailed information about employee exercise patterns may
not be widely available by December 31, 2007. Accordingly, the staff will continue to accept, under certain circumstances, the use of the simplified
method beyond December 31, 2007. The Corporation does not expect the implementation of SAB 110 to have a material impact on its consolidated
financial statements.
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1. Securities

A summary of the amortized cost and estimated market values of securitiesis asfollows:

March 31, 2008

Gross Gross Estimated
Amortized Unrealized Unrealized Mar ket
Cost Gains Losses Value
Held to Maturity
United States government and
agency obligations $ 2,500,000 $ 7250 $ - % 2,507,250
State and municipal obligations 440,217 913 51 441,079
2,940,217 8,163 51 2,948,329
Availablefor Sale
Equity securities 11,745,663 1,236,958 3,420,211 9,562,410
$ 14,685,880 $ 1,245121 % 3,420,262 $ 12,510,739
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March 31, 2007

Gross Gross Estimated
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
Held to Maturity
United States government and
agency obligations $ 22581344 $ - $ 342,744 $ 22,238,600
State and municipal obligations 1,004,631 290 11,199 993,722
23,585,975 290 353,943 23,232,322
Availablefor Sale
Equity securities 11,774,515 2,973,477 497,897 14,250,095
$ 35,360,490 $ 2,973,767 $ 851,840 $ 37,482,417
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The amortized cost and estimated market value of securitiesat March 31, 2008, by contractual maturity, are asfollows:

Estimated
Amortized Market
Cost Value
Held to Maturity
Dueinoneyear or less $ 740,170 $ 743,133
Duein onethrough five years 2,200,047 2,205,196
2,940,217 2,948,329
Availablefor Sale
Equity securities 11,745,663 9,562,410

$ 14,685880 $ 12,510,739

Securities having a market value of $1,002,750 and $980,000 at March 31, 2008 and 2007, respectively, were pledged by the Corporation for
purposes required by law.

62



Community Financial Cor poration
and Subsidiary

Notesto Consolidated Financial Statements
(continued)
]
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Information pertaining to securities with gross unrealized losses at March 31, 2008 and 2007, aggregated by investment category and length of time
that individual securities have been in acontinuous loss position, follows:

March 31, 2008

Less Than Twelve Months Over Twelve Months
Gross Estimated Gross Estimated
Unrealized Market Unrealized Market
Losses Value Losses Value
Held to Maturity
United States government and $ - $ - $ - $ _
agency obligations
State and municipal obligations - - 51 199,996
Availablefor Sale
Equity securities 1,657,000 4,475,500 1,763,211 3,800,125

$ 1,657,000 $  4,475500 $ 1,763,262 $ 4,000,121

March 31, 2007

Less Than Twelve Months Over Twelve Months
Gross Estimated Gross Estimated
Unrealized Market Unrealized Market
Losses Value Losses Value
Held to Maturity
United States government and
agency obligations $ 30,004 $ 2,051,250 $ 312650 $ 20,187,350
State and municipal obligations 218 562,750 10,981 389,860
30,312 2,614,000 323,631 20,577,210
Availablefor Sale
Equity securities - - 497,897 11,226,814
$ 30312 $ 2,614,000 $ 821528 $ 31,804,024
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At March 31, 2008, one debt security had an unrealized loss with depreciation of 0.03% from the Corporation’s amortized cost basis. The
unrealized lossisrelated to atax free municipal. Inanalyzing anissuer’sfinancial condition, management considers whether the securities are
issued by the federal government or its agencies and whether downgrades by bond debt rating agencies have occurred. As management has the
ability and intent to hold debt securities until maturity, or for aperiod of time sufficient to allow for any anticipated recovery in fair value, no
declines are deemed to be other than temporary.

At March 31, 2008, four marketable equity securities had unrealized losses with aggregate depreciation of 29.24% from the Corporation’s cost basi
securities have an investment grade rating of AA or better. Two of the securities with unrealized |osses relate primarily to government agencies ar
existed for less than twenty-four months. The movement in the market value of the securitiesis closely related to changesin interest rates. In analyz
issuer’sfinancial condition, management considers whether the securities are issued by the federal government or its agencies and whether downgr:
bond debt rating agencies have occurred. As management has the ability and intent to hold these equity securities for the foreseeable future, no d
are deemed to be other than temporary.

2. L oans Receivable, Net

Loans receivable are summarized as follows:

March 31, 2008 2007
Residential real estate $ 122,604,826 $ 118,044,383
Commercial red estate 150,059,098 119,353,129
Construction 53,891,019 48,857,156
Commercial business 41,577,858 37,690,485
Consumer 84,671,436 88,970,208
452,804,237 412,915,361

Less:
Loansin process 13,599,373 11,883,782
Deferred loan (costs), net (1,183,704) (1,299,212)
Allowance for loan losses 3,214,771 3,078,397
15,630,440 13,662,967

$ 437,173,797 $ 399,252,394

Loans serviced for others amounted to approximately $390,094 and $609,599 at March 31, 2008 and 2007, respectively. The loans are not include
accompanying consolidated balance sheets.
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2. L oans Receivable, Net (continued)

A summary of the allowance for loan lossesis as follows:

Year Ended March 31, 2008 2007 2006
Balance at beginning of year $ 3,078,397 $ 2,966,077 $ 3,021,493
Provision for loan loss 624,717 388,074 176,942
L oans charged-off (623,055) (356,659) (347,353)
Recoveries of loans previously charged-off 134,712 80,905 114,995
Balance at end of year $ 3,214,771  $ 3,078,397 $ 2,966,077

Impaired loans without a valuation allowance totaled $47,768, $1,098,438 and $38,368 as of March 31, 2008, 2007 and 2006, respectively. The ¢
investment in impaired loans for the years ended March 31, 2008, 2007 and 2006 totaled $871,220, $875,698, and $22,722, respectively. No interest
was recognized on these loans.

No additional funds are committed to be advanced in connection with impaired loans. There were no loans past due 90 days and still accruing intere
Nonaccrual loans excluded from impaired loan disclosure amounted to $1,026,298, $322,780 and $460,156 at March 31, 2008, 2007 and 2006,
respectively. If interest on these loans had been accrued, such income would have approximated $44,880, $19,156 and $19,059 for the years ended
March 31, 2008, 2007 and 2006, respectively.

3. Property and Equipment

Property and equipment are summarized as follows:

March 31, 2008 2007
Buildings $ 7,495,040 $ 7,303,385
Land and improvements 2,636,832 2,553,843
Furniture and equipment 5,061,235 4,864,274
Construction in progress 43,613 -

15,236,720 14,721,502
L ess accumulated depreciation and amortization 7,313,239 6,700,231
Property and equipment, net $ 7,923,481 $ 8,021,271

Depreciation expense for the years ended March 31, 2008, 2007 and 2006 amounted to $613,008, $594,548 and $563,732, respectively.
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4. Deposits
Deposits are summarized as follows:

March 31, 2008 2007

Demand deposits

Noninterest bearing $ 28,319635 $ 31,370,625
Savings accounts 27,520,369 27,584,252
NOW accounts 26,713,601 26,737,235
Money market deposit accounts 22,363,900 20,122,373
Total demand deposits 104,917,505 105,814,485
Time deposits 245,813,329 224,723,219

$ 350,730,834 $ 330,537,704

The aggregate amount of time deposit accounts with a minimum denomination of $100,000 was $72,389,880 and $62,367,103 at March 31, 2008 and
2007, respectively.

Time deposits mature as follows:

Year Ending March 31,

2009 $206,957,333
2010 25,119,771
2011 7,882,170
2012 2,817,668
2013 3,036,387

$245,813,329

At March 31, 2008 and 2007, overdraft demand deposits reclassified to loans totaled $77,926 and $72,080, respectively.
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4. Deposits (continued)

Interest expense on deposits is summarized as follows:

Year Ended March 31, 2008 2007 2006
Time deposits $ 11,300,885 $ 9,227,349 $ 6,187,760
Money market deposit and NOW accounts 686,406 594,225 438,572
Savings 366,990 225,849 262,221

$ 12,354,281 $ 10,047,423  $ 6,888,553

5. Fair Value of Financial Instruments
The estimated fair values of the Corporation’s financial instruments are as follows:
March 31, 2008 2007

Carrying Fair Carrying Fair
(In Thousands) Amount Value Amount Value

Financial assets

Cash and cash equivalents $ 15,998 $ 15,998 $ 3626 $ 3,626
Securities 12,503 12,511 35,836 37,482
Federal Home Loan Bank stock, restricted 5,211 5,211 4,822 4,822
Loans, net 437,174 449,159 399,252 400,290
Accrued interest receivable 2,079 2,079 2,232 2,232

Financial liabilities

Deposits $ 350,731 $ 355,167 $ 330538 $ 330,241
Advances from Federal Home Loan Bank 96,000 96,325 89,000 88,786
Securities sold under agreements to repurchase 2,834 2,834 1,740 1,740
Accrued interest payable 910 910 1,341 1,341
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5. Fair Value of Financial Instruments (continued)

The fair value of a financial instrument is the current amount that would be exchanged between willing parties, other than in a forced
liquidation. Fair valueis best determined based upon quoted market prices. However, in many instances, there are no quoted market prices for the
Corporation’s various financial instruments. In cases where quoted market prices are not available, fair values are based on estimates using
present value or other valuation techniques. Those techniques are significantly affected by the assumptions used, including the discount rate and
estimates of future cash flows. Accordingly, the fair value estimates may not be realized in an immediate settlement of the instrument. SFAS No.
107 excludes certain financial instruments and all non-financial instruments from its disclosure requirements. Accordingly, the aggregate fair value
amounts presented may not necessarily represent the underlying fair value of the Corporation.

The following methods and assumptions were used to estimate the fair value of each class of financial instruments for which it is practicable to
estimate that value.

Cash and cash equivalents

For those short-term investments, the carrying amount is areasonable estimate of fair value.
Securities

Fair values for securities, excluding Federal Home L oan Bank stock, are based on quoted market prices or dealer quotes. |f aquoted market priceis
not available, fair valueis estimated using quoted market prices for similar securities. The carrying value of Federal Home Loan Bank stock
approximates fair value based on the redemption provisions of the Federal Home L oan Bank.

L oans receivable

For variable-rate |oans that reprice frequently and with no significant change in credit risk, fair values are based on carrying values. Fair valuesfor
certain mortgage loans (e.g., one-to-four family residential), credit card loans, and other consumer |oans are based on quoted market prices of
similar loans sold in conjunction with securitization transactions, adjusted for differencesin loan characteristics. Fair valuesfor other loans (e.g.,
commercial real estate and investment property mortgage loans, commercial and industrial loans) are estimated using discounted cash flow
analyses, using interest rates currently being offered for loans with similar termsto borrowers of similar credit quality. Fair valuesfor non-
performing loans are estimated using discounted cash flow analyses or underlying collateral values, where applicable.
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5. Fair Value of Financial Instruments (continued)

Deposit liabilities

The fair values disclosed for demand deposits (e.g., interest and non-interest checking, passbook savings, and certain types of money market
accounts) are, by definition, equal to the amount payable on demand at the reporting date (i.e., their carrying amounts). The carrying amounts of
variable-rate, fixed-term money market accounts and certificates of deposit approximate their fair values at the reporting date. Fair valuesfor fixed-
rate certificates of deposit are estimated using a discounted cash flow calculation that applies interest rates currently being offered on certificates
to aschedule of aggregated expected monthly maturities on time deposits.

Advances from Federal Home Loan Bank

For advances that mature within one year of the balance sheet date, carrying value is considered a reasonable estimate of fair value. The fair
values of al other advances are estimated using discounted cash flow analysis based on the Corporation's current incremental borrowing rate for
similar types of advances.

Securities sold under agreements to repurchase

Securities sold under agreements to repurchase are treated as short-term borrowings and the carrying value approximates fair value.
Accrued interest
The carrying amounts of accrued interest approximate fair value.

Off-balance sheet instruments

The fair value of commitments to extend credit is estimated using the fees currently charged to enter into similar agreements, taking into account
the remaining terms of the agreements and the present credit worthiness of the counterparties. For fixed-rate loan commitments, fair value also
considers the difference between current levels of interest rates and the committed rates. The fair value of standby letters of credit is based on
fees currently charged for similar agreements or on the estimated cost to terminate them or otherwise settle the obligations with the counterparties
at thereporting date. At March 31, 2008 and 2007, the fair value of loan commitments and standby |etters of credit were deemed immaterial.
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6. Advances from Federal Home L oan Bank
Advances from the Federal Home Loan Bank are summarized as follows:

Duein year ending March 31,

2009 $76,000,000
2011 20,000,000
$96,000,000

The weighted average interest rate on advances was 2.80% and 5.22% at March 31, 2008 and 2007, respectively. These advances are collateralized
by the investment in FHL B stock and the Corporation’s portfolio of first mortgage loans, multi-family, commercial real estate, second mortgage and
home equity lines of credit under a Blanket Floating Lien Agreement. Value of this collateral as of March 31, 2008 was $145,083,177.

Information related to borrowing activity from the Federal Home Loan Bank isasfollows:

Year Ended March 31, 2008 2007 2006
Maximum amount outstanding during the year $105,000,000 $ 96,000,000 $ 82,000,000
Average amount outstanding during the year $96,049,162 $ 90,002,740 $ 72,167,123
Averageinterest rate during the year 4.75% 5.22% 3.94%
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7. Securities Sold Under Agreementsto Repurchase

Securities sold under agreements to repurchase are secured borrowings that generally mature within one to four days from the transaction
date. These amounts are recorded at the amount of cash received in connection with the transaction. The Corporation may be required to provide
additional collateral based on the fair value of the underlying securities.

Thefollowing isasummary of certain information regarding the Corporation’s repurchase agreements:

Year Ended March 31, 2008 2007 2006
Balance at end of year $2,834,412 $ 1,739,690 $ 976,427
Weighted average interest rate during the year 2.54% 3.18% 3.82%
Average amount outstanding during the year $2,586,392 $ 1,540,939 $ 15,149,098

Maximum amount outstanding at any month end
during the year $3,921,662 $ 2,361,835 $ 17,589,331
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8. Income Taxes

The Corporation filesincometax returnsin the U.S. federal jurisdiction and the state of Virginia. With few exceptions, the Corporation is no longer
subject to U.S. federal, state and local income tax examinations by tax authorities for years prior to 2004.

The Corporation adopted the provisions of FIN 48, “ Accounting for Uncertainty in Income Taxes,” on April 1, 2007 with no impact on the financial
statements.

Deferred tax assets (liabilities), included in the consolidated balance sheets are as follows:

March 31, 2008 2007

Deferred tax assets
Allowance for |osses $ 1,221,613 $ 1,169,791
Deferred compensation 480,789 339,793
Unrealized loss on securities available for sale 829,637 -
Pension - 150,620
Other 248,726 50,146
2,780,765 1,710,350

Deferred tax liabilities

Depreciable assets (211,013) (229,318)

Unrealized gain on securities available for sale - (940,720)
Pension (111,598) -
(322,611) 1,170,038

Net deferred tax asset $ 2,458,154 $ 540,312

The provision for income taxes charged to operations for the years ended March 31, 2008, 2007 and 2006, consists of the following:

Year Ended March 31, 2008 2007 2006
Current $ 2,010,955 $ 2211177  $ 1,986,528
Deferred (155,330) (184,604) (66,960)

$ 1,855,625 $ 2,026,573 $ 1,919,568
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8. Income Taxes (continued)

Differences between the statutory and effective tax rates are summarized as follows:

Year Ended March 31, 2008 2007 2006
Tax at statutory rate 34.0% 34.0% 34.0%
Increases (decreases) in taxes resulting from:
State income taxes, net of federal benefit 30 29 19
Non-taxable interest and dividend received deduction (2.8) (2.8) (2.7)
Bank-owned lifeinsurance (1.5 (11) (1.4)
Other (0.1) 0.1 (0.8)
32.6% 33.1% 31.0%

9. Comprehensive Income

The components of other comprehensive income (loss) are summarized as follows:

Year Ended March 31, 2008 2007 2006

Unrealized gains (losses) on securities:

Unrealized holding gain (loss) arising during the period $ (4,658,833) $ 715145 $ 46,470
Pension liability adjustment 14,788 - -
Income tax (expense) benefit related to items of other
comprehensive income 1,768,367 (271,755) (17,659)
Other comprehensive income (10ss), net of tax $ (2,875,678) $ 443390 $ 28,811

The components of accumulated other comprehensive income, included in stockholders' equity, are asfollows:

March 31, 2008 2007

Net unrealized gain (l0ss) on securities available for sale $ (2,183,253) $ 2,475,580
Tax effect 829,637 (940,719)

Net-of-tax amount (1,353,616) 1,534,861
Pension liability adjustment (595,580) (610,368)

Tax effect (226,320) 228,309
Net-of -tax amount (369,260) (382,059)

$ (1,722,876) $ 1,152,802
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10. Stockholders Equity and Regulatory Capital Requirements

Savingsinstitutions must maintain specific capital standards that are no less stringent than the capital standards applicable to national banks. The
OTSregulations currently have three capital standardsincluding (i) atangible capital requirement, (ii) a core capital requirement, and (iii) arisk-
based capital requirement. Thetangible capital standard requires savings institutions to maintain tangible capital of not less than 1.5% of adjusted
total assets. The core capital standard requires a savings institution to maintain core capital of not less than 4.0% of adjusted total assets. The
risk-based capital standard requires risk-based capital of not less than 8.0% of risk-weighted assets.

The following table represents the Bank's regulatory capital levels, relative to the OTS requirements applicable at that date:

Amount Percent Actual Actual Excess
March 31, 2008 Required Required Amount Percent Amount
(In Thousands)
Tangible Capital $ 7,466 150% $ 38,872 781% $ 31,406
Core Capital 19,910 4.00 38,872 7.81 18,962
Risk-based Capital 33,699 8.00 42,042 9.98 8,343
Amount Percent Actual Actual Excess
March 31, 2007 Required Required Amount Percent Amount
Tangible Capital $ 6,955 150% $ 35,932 7.75% $ 28,977
Core Capital 18,545 4.00 35,932 7.75 17,387
Risk-based Capital 30,418 8.00 40,064 10.54 9,646

The Bank may not declare or pay a cash dividend, or repurchase any of its capital stock if the effect thereof would cause the net worth of the Bank
to be reduced below certain requirements imposed by federal regulations.

Capital distributions by OTS-regulated savings banks are limited by regulation ("Capital Distribution Regulation"). Capital distributions are
defined to include, in part, dividends, stock repurchases and cash-out mergers. The Capital Distribution Regulation permits a"Tier 1" savings
bank to make capital distributions during a calendar year equal to net income for the current year plus the previous two years net income, less
capital distributions paid over that sametime period. Any distributionsin excess of that amount require prior OTS notice, with the opportunity for
OTS to object to the distribution. A Tier 1 savings bank is defined as a savings bank that has, on a pro forma basis after the proposed
distribution, capital equal to or greater than the OTS fully phased-in capital requirement and has not been deemed by the OTS to be "in need of
more than normal supervision". The Bank is currently classified as a Tier 1 institution for these purposes. The Capital Distribution Regulation
reguires that savings banks provide the applicable OTS District Director with a 30-day advance written notice of all proposed capital distributions
whether or not advance approval is required by the regulation.
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During the year ended March 31, 2003, the Board of Directors authorized a stock repurchase program under which 368,706 shares of the
Corporation’s stock may be repurchased. 8,074 shares were repurchased during the fiscal year ended March 31, 2008. No shareswere
repurchased during the fiscal years ended March 31, 2007 and 2006. All information for the periods presented has been retroactively restated to
reflect the stock split declared on July 26, 2006.

Earnings per shareis calculated as follows:

Year Ended March 31, 2008 2007 2006

Basic earnings per share

Income avail able to common shareholders $ 3,835,822 $ 4091,208 $ 4,267,732
Weighted average shares outstanding 4,305,445 4,258,737 4,198,210
Basic earnings per share $ 089 $ 09 $ 1.02

Diluted earnings per share

Income avail able to common shareholders $ 3,835,822 $ 4091,208 $ 4,267,732
Weighted average shares outstanding 4,305,445 4,258,737 4,198,210

Dilutive effect of stock options 93,576 157,433 162,640
Total weighted average shares outstanding 4,399,021 4,416,170 4,360,850
Diluted earnings per share $ 087 $ 093 $ 0.98

During the years ended March 31, 2008 and 2006, stock options representing 142,000 shares and 95,900 shares, respectively, on average were not
included in the calculation of earnings per share because their effect would have been antidilutive. No stock options were excluded for the year
ended March 31, 2007. For the years presented, there was no adjustment to income for potential common shares.
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12. Employee Benefit Plans
Pension Plan

The Corporation has a noncontributory defined benefit pension plan covering substantially all of its employees. The benefits are based on years
of service and final average compensation. The Corporation's funding policy isto contribute amountsto the pension trust at least equal to the
minimum funding requirements of the Employee Retirement Income Security Act of 1974 (ERISA), but not in excess of the maximum tax deductible
amount. Contributions are intended to provide not only for benefits attributed to service to date but also for those expected to be earned in the
future. The measurement date for the pension plan was December 31, 2007, 2006 and 2005. Prepaid pension cost includes any contributions made
after the measurement date but prior to thefiscal year end. The following isasummary of information with respect to the plan:

March 31, 2008 2007 2006

Changein benefit obligation:

Benefit obligation at beginning of year $ 2,956,892 $ 2525278 $ 2,196,256
Service cost 345,315 300,774 287,727
Interest cost 182,931 149,327 132,037
Actuarial (gain) loss (32,329) 9,631 (59,837)
Benefits paid (29,919) (28,118) (30,905)
Benefit obligation at end of year 3,422,890 2,956,892 2,525,278

Changein plan assets:

Fair value of plan assets at beginning of year 2,530,479 2,067,665 1,665,881
Actual return on plan assets 130,956 100,574 82,004
Employer contribution 1,065,840 390,358 350,685
Benefits paid (29,919) (28,118) (30,905)
Fair value of plan assets at end of year 3,697,356 2,530,479 2,067,665
Funded status 274,466 (426,413) (457,613)
Unrecognized net actuarial 1oss — - 585,842
(Accrued) prepaid pension cost 274,466 $ (426,413) $ 128,229
Amountsrecognized in the balance sheet:
Other assets $ 274,466 $ - $ 128,229
Other liabilities - 426,413 -

Amountsrecognized in accumulated other
compr ehensiveincome (10ss):
Net loss

&

(595,580) $ 610,368 $ -

76



Community Financial Cor poration
and Subsidiary

Notesto Consolidated Financial Statements
(continued)
]

12. Employee Benefit Plans (continued)

The accumulated benefit obligation for the defined benefit pension plan was $2,358,379, $2,013,062 and $1,684,750 as of March 31, 2008, 2007 and
2006, respectively.

Year Ended March 31, 2008 2007 2006

Components of net periodic pension cost:

Service cost $ 345,315 $ 300,774 $ 287,727
Interest cost 182,931 149,327 132,037
Expected return on plan assets (175,740) (143,504) (124,077)
Recognized net actuarial 1oss 27,243 28,035 34,386
Net periodic benefit cost 379,749 334,632 330,073

Other changesin plan assets and benefit obligations
recognized in accumulated other compr ehensive

income:
Net loss (gain) (14,788) 610,368 -
Deferred income tax expense (benefit) 1,990 (228,309) -
Total recognized in other comprehensive income (12,798) 382,059 -

Total recognized in net periodic benefit cost and
Accumul ated other comprehensive income $ 366,951 $ 716691 $ 330,073

The following assumed rates were used in determining the benefit obligations:

Year Ended March 31, 2008 2007 2006
Weighted average discount rate 6.25% 6.00% 5.75%
Increase in future compensation levels 4.00% 4.00% 4.00%
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12. Employee Benefit Plans (continued)

The following assumed rates were used in determining the net periodic pension costs:

Year Ended March 31, 2008 2007 2006

Weighted average discount rate 6.00% 5.75% 6.00%
Expected long-term rate of return on plan assets 7.00% 7.00% 7.50%
Increase in future compensation levels 4.00% 4.00% 5.00%

Long-Term Rate of Return

The plan sponsor selects the expected long-term rate of return on assets assumption in consultation with their investment advisors. Therateis
intended to reflect the average rate of earnings expected to be earned on the funds invested to provide plan benefits. Historical performanceis
reviewed with respect to real rates of return (net of inflation) for the major asset classes held or anticipated to be held by the trust, and for the trust
itself. Undueweight is not given to recent experience that may not continue over the measurement period, with higher significance placed on
current forecasts of future long-term economic conditions.
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Asset Allocation

The pension plan’s weighted-average asset allocations at December 31, 2007 and 2006, by asset category are as follows:

December 31, 2007 2006

Fixed income securities 7% 66%

Equity securities 11% 9%

Cash 3% 25%

Other 9% -
100% 100%

Funds are invested in a participation guarantee contract of the selected insurance company. The funds are in the general assets of the
guaranteeing company which are primarily long-term bonds and long-term mortgages. Funds are guaranteed by the insurance company against
failed investments. Interest is credited annually to the funds.

The Corporation expects to contribute $492,000 to its pension plan during the year ending March 31, 2009.

Estimated future benefit payments, which reflect expected future service, as appropriate, are as follows:

Year Ending March 31,

2009 $ 55,825
2010 108,067
2011 117,128
2012 137,125
2013 160,438
2014-2017 1,338,284
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Employee Stock Ownership Plan

The Employee Stock Ownership and 401(k) Profit Sharing Plan (the "Plan") is a combination of a profit sharing plan with 401(k) and a stock bonus
plan. The Plan providesfor retirement, death, and disability benefits for all eligible employees.

An employee becomes eligible for participation after completion of one year of service. After meeting the eligibility requirements, an employee
becomes a member of the Plan on the earliest January 1, April 1, July 1, or October 1 occurring on or after his or her qualification.

The contributions to the Plan are discretionary and are determined by the Board of Directors. The contributions are limited annually to the
maximum amount permitted as atax deduction under the applicable Internal Revenue Code provisions.

Profit-sharing expenses were approximately $181,000, $168,000 and $156,000 for the years ended March 31, 2008, 2007 and 2006, respectively.
Deferred Compensation Plans

During the year ended March 31, 2004, the Corporation adopted deferred compensation plans for the Board of Directors, President and four
Executive Officers. Benefitsareto be paid in monthly installments commencing at retirement and ending upon the death of the director or

officer. The agreement providesthat if board membership or employment isterminated for reasons other than death or disability prior to retirement
age, the amount of benefitswould be reduced. The deferred compensation expense for the years ended March 31, 2008, 2007 and 2006, based on
the present value of the retirement benefits, was $371,000, $357,000 and $267,000, respectively. The deferred compensation liability was $1,265,000
and $894,000 at March 31, 2008 and 2007, respectively. The plans are unfunded; however, life insurance has been acquired on the life of the
employees in amounts sufficient to discharge the obligation.
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13. Stock Option Plan

The Corporation has a noncompensatory stock option plan (the "Plan") designed to provide long-term incentives to employees. All optionsare
exercisable at end of year. All information has been retroactively restated to reflect the stock split declared on July 26, 2006.

The following table summarizes options outstanding:

Year Ended March 31, 2008

Weighted -
Average Aggregate
Exercise  Intrinsic

Shares Price Value

Outstanding at

beginning of year 478500 $ 8.21
Granted - -
Forfeited (1,200) 5.06
Exercised (48,300) 1.77
Outstanding at

end of year 429,000 $ 8.28
Exercisable at end

of year 429,000 $ 8.28

The aggregate intrinsic value of astock option in the table above represents the total pre-tax intrinsic value (the amount by which the current
market val ue of the underlying stock exceeds the exercise price of the option) that would have been received by option holders had all option
holders exercised their options on March 31, 2008. This amount changes based on changesin the market value of the Corporation's stock.

Thetotal intrinsic value of options exercised during the year ended March 31, 2008 was $72,000.

No options were granted during the years ended March 31, 2008 and 2007.
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13. Stock Option Plan (continued)

The following table summarizes information about stock options outstanding and exercisable at March 31, 2008:

Options Outstanding and Exercisable

Weighted
Average Weighted
Remaining Average
Contractual Exercise
Range of Exercise Price Number Life(in Years) Price
$4.82-$7.19 160,800 1.66 $ 5.50
$7.50-$9.40 154,200 161 9.05
$10.90-$11.22 114,000 7.13 11.16

The following tableillustrates the effect on net income and earnings per share if the Corporation had applied the fair value recognition provisions of ¢
123, "Accounting for Stock-Based Compensation," to stock-based employee compensation for the year ended March 31, 2006. In determining the pre
amounts below, the value of each grant is estimated at the grant date using the Black-Scholes option-pricing model, with the following weighted-aver
assumptions for grantsin 2006; dividend rate of 2.46%, risk-free interest rate of 5.00%; expected lives of 10 years; and expected price volatility of 19.2
expected volatility is based on historical volatility. Therisk-freeinterest ratesfor periods within the contractual life of the awards are based on the U.
Treasury rate effect at the time of the grant. The expected life is based on historical exercise experience. The dividend yield assumptionis based ont
Corporation's history and expectation of dividend payouts. There were no option grants during the years ended March 31, 2008 and 2007.

Year Ended March 31, 2006
Net income, as reported $ 4,267,732
Additional expense had the Corporation

Adopted SFAS No. 123 57,954
Pro formanet income $ 4,209,778

Earnings per share:

Basic - as reported $ 1.02
Basic - pro forma 101
Diluted - as reported 0.98
Diluted - pro forma 097
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14. Commitments and Contingencies

The Corporation is a party to credit related financial instruments with off-balance-sheet risk in the normal course of business to meet the financing
needs of its customers. These financia instruments include commitmentsto extend credit, standby letters of credit and commercial letters of
credit. Such commitmentsinvolve, to varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the
consolidated balance sheets.

The Corporation’s exposure to credit loss is represented by the contractual amount of these commitments. The Corporation follows the same
credit policiesin making commitments asit does for on-bal ance-sheet instruments.

At March 31, 2008 and 2007, the following financial instruments were outstanding whose contract amounts represent credit risk:

Contract
Amount
March 31, 2008 2007
(In Thousands)
Commitmentsto grant loans $ 22,028 $ 14,972
Unfunded commitments under lines of credit 43,281 38,109
Standby letters of credit 2,497 1,944
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14. Commitmentsand Contingencies (continued)

Commitments to extend credit are agreementsto lend to a customer aslong asthereisno violation of any condition established in the

contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of afee. The commitmentsfor
equity lines of credit may expire without being drawn upon. Therefore, the total commitment amounts do not necessarily represent future cash
requirements. The amount of collateral obtained, if it is deemed necessary by the Corporation, is based on management’s credit evaluation of the
customer.

Unfunded commitments under commercial lines of credit, revolving credit lines and overdraft protection agreements are commitments for possible
future extensions of credit to existing customers. These lines of credit are uncollateralized and usually do not contain a specified maturity date and
may not be drawn upon to the total extent to which the Corporation is committed.

Standby letters of credit are conditional commitmentsissued by the Corporation to guarantee the performance of a customer to athird

party. Those lettersof credit are primarily issued to support public and private borrowing arrangements. Essentially all letters of credit issued
have expiration dates within one year. The credit risk involved inissuing letters of credit is essentially the same asthat involved in extending loan
facilitiesto customers. The Corporation generally holds collateral supporting those commitments if deemed necessary.

L eases

The Corporation is obligated under several noncancellable operating leases. Future minimum annual rental commitments under the leases are as
follows:

Year Ending March 31, Amount
2009 $ 185,261
2010 191,033
2011 195,848
2012 183,049
2013 151,144
Thereafter 313,341
$1,219,676

Total lease expense was approximately $182,000, $186,000 and $153,000 for the years ended March 31, 2008, 2007 and 2006, respectively.

In the normal course of business, the Corporation has entered into employment or severance agreements with certain officers of the Bank.
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14. Commitments and Contingencies (continued)

The Corporation maintains its cash accountsin several correspondent banks. Asof March 31, 2008, depositsin excess of amountsinsured by the
Federal Deposit Insurance Corporation (FDIC) were approximately $12,516,000.

15. Related Party Transactions

The Corporation has had, and may be expected to have in the future, banking transactionsin the ordinary course of business with directors,
principal shareholders, executive officers, their immediate families and affiliated companiesin which they are principal shareholders (commonly
referred to as related parties), on the same terms, including interest rates and collateral, as those prevailing at the time for comparable transactions
with others. At March 31, 2008 and 2007, these |oans totaled $915,665 and $451,338, respectively. During the year ended March 31, 2008, total
principal additions were $596,525 and total principal payments were $132,198.

Deposits from related parties held by the Corporation at March 31, 2008 amounted to $509,869.

16. Selected Quarterly Financial Data (Unaudited)

Condensed quarterly consolidated financial datais shown asfollows:

(Dollarsin thousands except per share data)

First Second Third Fourth

Year Ended March 31, 2008 Quarter Quarter Quarter Quarter
Total interest income $ 8,058 $ 8,185 $ 8,087 $ 7,914
Total interest expense 4,238 4,356 4,432 3,952
Net interest income 3,820 3,829 3,655 3,962
Provision for loan losses 135 217 103 170
Net interest income after provision

for loan losses 3,685 3,612 3,552 3,792
Other income 829 857 917 740
Other expenses 2,980 3,179 3,108 3,025
Income before income taxes 1,534 1,290 1,361 1,507
Income tax expense 505 413 437 501
Net income $ 1,029 $ 877 $ 924 % 1,006
Earnings per share

Basic $ 024 $ 020 $ 021 $ 0.24

Diluted $ 023 $ 0.20 $ 021 $ 0.23
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16. Selected Quarterly Financial Data (Unaudited) (continued)
First Second Third Fourth

Year Ended March 31, 2007 Quarter Quarter Quarter Quarter
Total interest income $ 6910 $ 7299 $ 7492 $ 7,719
Total interest expense 3,273 3,635 3,876 4,008
Net interest income 3,637 3,664 3,616 3,711
Provision for loan losses 41 81 101 165
Net interest income after provision

for loan losses 3,596 3,583 3,515 3,546
Other income 732 856 840 758
Other expenses 2,807 2,817 2,799 2,884
Income before income taxes 1,521 1,622 1,556 1,420
Income tax expense 498 539 514 476
Net income $ 1,023 $ 1,083 $ 1,042 $ 944
Earnings per share

Basic $ 024 $ 026 $ 024 $ 0.22

Diluted $ 023 $ 025 $ 024 $ 0.21
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17. Condensed Financial Information of the Corporation (Parent Company Only)

Condensed Balance Sheets

March 31, 2008 2007
Assets

Investment in subsidiary $37,149,004 $ 37,085,068

Cash 765,640 667,352

Prepaid expenses and other assets 790,059 817,998

Total assets $38,704,703 $ 38,570,418

Liabilitiesand Stockholders Equity

Liabilities, other liabilities $ - $ 6

Stockholders Equity

Preferred stock - -
Common stock 43,360 42 957
Additional paid-in capital 5,391,704 5,097,321
Retained earnings 34,992,515 32,277,332
Accumulated other comprehensive income (loss), net (1,722,876) 1,152,802
Total stockholders' equity 38,704,703 38,570,412
Total liabilities and stockholders' equity $38,704,703 $ 38,570,418
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17. Condensed Financial Information of the Corporation (Parent Company Only) (continued)

Condensed Statements of Income

Year Ended March 31, 2008 2007 2006
Income
Dividend from subsidiary $ 1,000,000 $ 1,000,000 $ -
Interest income 52,460 86,492 93,133
Total income 1,052,460 1,086,492 93,133
Noninterest expenses 219,758 108,832 125,627

Income (loss) befor e equity in undistributed net

income of subsidiary 832,702 977,660 (32,494)
Equity in earnings of subsidiary, net of distributions 2,939,614 3,105,068 4,275,362
Income beforeincome taxes 3,772,316 4,082,728 4,242,868
Income tax (benefit) (63,506) (8,480) (24,864)
Net income $ 3,835,822 $ 4,091,208 $ 4,267,732
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17. Condensed Financial Information of the Corporation (Parent Company Only) (continued)

Condensed Statements of Cash Flows

Year Ended March 31, 2008 2007 2006

Operating activities

Net income $ 3835822 $ 4,091,208 $ 4,267,732
Adjustments

Equity in earnings of subsidiary, net of distributions (2,939,614) (3,105,068) (4,275,362)

(Increase) in prepaid and other assets 27,939 (75,816) (102,879)

Increase (decrease) in other liabilities (6) (139) 12

Net cash provided by (used in) operating activities 924,141 910,185 (110,497)

Investing activities
Net cash provided by investing activities - - -

Financing activities

Cash dividends paid on common stock (1,120,639) (1,085,817) (944,549)

Proceeds from issuance of common stock 375,525 336,941 489,671

Repurchase of common stock (80,739) - -
Net cash (used in) financing activities (825,853) (748,876) (454,878)
I ncrease (decrease) in cash 98,288 161,309 (565,375)
Cash, beginning of year 667,352 506,043 1,071,418
Cash, end of year $ 765,640 $ 667,352 $ 506,043
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ITEM 9. CHANGESIN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

There has been no current report on Form 8-K filed within 48 months prior to the date of the most recent financial statements reporting a
change in accountants and/or reporting disagreements on any matter of accounting principle on financial statements disclosure.

ITEM 9A. CONTROLSAND PROCEDURES

An evaluation of the Company’s disclosure controls and procedures (as defined in Rule 13a-15(€) of the Securities Exchange Act of 1934
(the"Act")) as of March 31, 2008, was carried out under the supervision and with the participation of the Company's Chief Executive Officer, Chief
Financial Officer and several other members of the Company's senior management. The Corporation's Chief Executive Officer and Chief Financial
Officer concluded that the Corporation's disclosure controls and procedures currently in effect are effective in ensuring that the information
required to be disclosed by the Company in the reportsit files or submits under the Act is: (i) accumulated and communicated to the Company's
management (including the Chief Executive Officer and Chief Financial Officer) in atimely manner and (ii) recorded, processed, summarized and
reported within the time periods specified in the SEC's rules and forms. In addition, there have been no changesin our internal control over
financial reporting (as defined in Rule 13a-15(f) of the Act) that occurred during the quarter ended March 31, 2008, that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.

The Company does not expect that its disclosure controls and procedures and internal control over financial reporting will prevent all
errorsand al fraud. A control procedure, no matter how well conceived and operated, can provide only reasonable, not absol ute, assurance that
the objectives of the control procedure are met. Because of the inherent limitationsin all control procedures, no evaluation of controls can provide
absolute assurance that all control issues and instances of fraud, if any, within the Company have been detected. These inherent limitations
include the realities that judgmentsin decision-making can be faulty, and that breakdowns can occur because of simple error or mistake.
Additionally, controls may be circumvented by the individual acts of some persons, by collusion of two or more people, or by override of the
control. The design of any control procedure also isbased in part upon certain assumptions about the likelihood of future events, and there can be
no assurance that any design will succeed in achieving its stated goals under all potential future conditions; over time, controls may become
inadequate because of changesin conditions, or the degree of compliance with the policies or procedures may deteriorate. Because of the inherent
limitationsin a cost-effective control procedure, misstatements due to error or fraud may occur and not be detected.

Management's Report on Internal Control over Financial Reporting

The management of Community Financial Corporation isresponsible for establishing and maintaining adequate internal control over
financial reporting. Thisinternal control system has been designed to provide reasonabl e assurance to the Company’ s management and board of
directors regarding the preparation and fair presentation of the Company’s published financial statements.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems determined to be
effective can provide only reasonabl e assurance with respect to financial statement preparation and presentation.

The management of Community Financial Corporation has assessed the effectiveness of the Company’sinternal control over financial

reporting as of March 31, 2008. To make the assessment, we used the criteriafor effective internal control over financial reporting described in
Internal Control —
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Integrated Framework, issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on our assessment, we believe
that, as of March 31, 2008, the Company’sinternal control over financial reporting was effective based on those criteria. Thisannual report does
not include the attestation report of the Corporation’sregistered public accounting firm regarding internal control over financial

reporting. Management’s report was not subject to attestation by the Corporation’s registered public accounting firm pursuant to temporary rules
of the Securities and Exchange Commission that permit the Corporation to provide only management’s report in this annual report.

ITEM 9B. OTHER INFORMATION
None.
PART I11
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERANCE

Directorsand Executive Officers. Information concerning directors of the Registrant isincorporated herein by reference from our
definitive Proxy Statement for the 2008 Annual Meeting of Stockholders, copy of which will befiled not later than 120 days after the close of the
fiscal year.

Information concerning executive officersis set forth in Item 1 of thisreport under the caption “ Executive Officers.”

Compliance with Section 16(a). Information concerning compliance with Section 16(a) of the Securities Exchange Act of 1934 is
incorporated herein by reference from our definitive Proxy Statement for the 2008 Annual Meeting of Stockholders, a copy of which will be filed
not later than 120 days after the close of the fiscal year.

Audit Committee Matters and Audit Committee Financial Expert. Information concerning the audit committee of the Company’s
Board of Directors, including information regarding audit committee financial experts serving on the audit committee, isincorporated herein by
reference from the definitive Proxy Statement for the 2008 Annual Meeting of Stockholders, acopy of which will befiled not later than 120 days
after the close of the fiscal year.

Code of Ethics. The Company has adopted awritten Code of Ethics based upon the standards set forth under Item 406 of Regulation S-
K of the Securities Exchange Act. The Code of Ethics appliesto all of the Company’s directors, officers and employees. A copy of the Company’s
Code of Ethicswasfiled with the SEC as Exhibit 14 to its Annual Report on Form 10-KSB for the year ended March 31, 2004 and as posted in the
Investor Relations section of our web site at www.cbnk.com. Y ou may obtain acopy of the Code of Ethicsfree of charge from the Company by
writing to the Secretary of Community Financial Corporation at 38 North Central Avenue, Staunton, Virginia 24401, or by calling (540) 886-0796.

Nomination Procedures. There has been no material changes to the procedures by which sharehol ders may recommend nomineesto
the Company’s Board of Directors.

ITEM 11. EXECUTIVE COMPENSATION

Information concerning executive compensation isincorporated herein by reference from our definitive Proxy Statement for the 2008
Annual Meeting of Stockholders, a copy of which will be filed not later than 120 days after the close of the fiscal year.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND MANAGEMENT AND RELATED STOCKHOLDER

MATTERS

Information concerning security ownership of certain beneficial owners and management isincorporated herein by reference from our
definitive Proxy Statement for the 2008 Annual Meeting of Stockholders, acopy of which will be filed not later than 120 days after the close of the

fiscal year.

The following table summarizes our equity compensation plans as of March 31, 2008.

Equity Compensation Plans

Number of
securities
remaining
available
Number of for future
securities issuance
to beissued Weighted- under equity
upon average compensation
exerciseof out-  exercise price of plans
standing outstanding (excluding
options, options, securities
warrants and warrants and reflectedin
Plan Category rights rights column)
Equity compensation
plans approved by
security holders 429,000 $ 8.28 15,800
Equity compensation
plans not approved
by security holders 0 0 0
Total 429,000 $ 8.28 15,800

The number of shares available for issuance are adjusted for changesin capitalization due to reorganization, recapitalization, stock splits,
stock dividends combination or exchange of shares, merger, consolidation or any change in the corporate structure.

ITEM 13. CERTAIN RELATIONSHIPS, RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

Information concerning certain relationships and transactions and director independence is incorporated herein by reference from our
definitive Proxy Statement for the 2008 Annual Meeting of Stockholders, acopy of which will be filed not later than 120 days after the close of the

fiscal year.

ITEM 14. PRINCIPAL ACCOUNTING FEESAND SERVICES

Information concerning fees and services by our principal accountantsisincorporated herein by reference from our definitive Proxy
Statement for the 2008 Annual Meeting of Stockholders, a copy of which will befiled not later than 120 days after the close of the fiscal year.

ITEM 15 EXHIBITS, FINANCIAL STATEMENT SCHEDULES

See Exhibit Index.

PART IV
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to
be signed on its behalf by the undersigned, thereunto duly authorized.

COMMUNITY FINANCIAL CORPORATION

Date:  June 27, 2008 By: /s P. Douglas Richard

P. Douglas Richard
(Duly Authorized Representative)

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed bel ow by the following persons on
behalf of the Registrant and in the capacities and on the dates indicated.

By: /s P. Douglas Richard By: /s James R. Cooke, Jr.
P. Douglas Richard James R. Cooke, Jr.
President and Chief Chairman of the Board
Executive Officer and Director

(Principal Executive Officer)

Date: June 27, 2008 Date: June 27, 2008

By: /9l Jane C. Hickok By: /s/ Charles F. Andersen
Jane C. Hickok Charles F. Andersen
Vice Chairman of the Board Director
and Director

Date: June 27, 2008 Date: June 27, 2008

By: /9 Dale C. Smith By: /s Morgan N. Trimyer, Jr.
Dale C. Smith Morgan N. Trimyer, Jr.
Director Director

Date: June 27, 2008 Date: June 27, 2008

By: /9 R. Jerry Giles By: /s Charles W. Fairchilds
R. Jerry Giles CharlesW. Fairchilds
Chief Financia Officer Director

(Principal Financial and  Accounting Officer)

Date: June 27, 2008 Date: June 27, 2008
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INDEX TO EXHIBITS

Regulation
S-K Exhibit
Number Document

31 Amended and Restated Articles of Incorporation, filed on July 5, 1996 as an exhibit to the Registrant’s Definitive Proxy
Statement on Schedule 14A (SEC File No. 000-18265), are incorporated herein by reference.

3.2 Bylaws, as amended and restated and currently in effect, filed on December 20, 2007 as Exhibit 3.2 to the Registrant’s Current
Report on Form 8-K (SEC File No. 000-18265), isincorporated herein by reference.

4 Registrant’s Specimen Common Stock Certificate, filed on June 29, 1999 as Exhibit 4 to the Annual Report on Form 10-KSB
(SEC File No. 000-18265) for the fiscal year ended March 31, 1999, isincorporated herein by reference.

10.1 Amended and Restated Employment Agreement by and between Community Bank and P. Douglas Richard, filed on May 5,
2006, as Exhibit 99.2 to the Registrant’s Current Report on Form 8-K (SEC File No. 000-18265), isincorporated herein by
reference.

10.2 Form of Changein Control Agreement by and between Community Financial Corporation and each of P. Douglas Richard
and Chris P. Kyriakides, filed on May 5, 2006 as Exhibit 99.4 to the Registrant’s Current Report on Form 8-K (SEC File No.
000-18265), isincorporated herein by reference.

10.3 Registrant’s 1996 Incentive Plan, filed on July 5, 1996 as an exhibit to the Registrant’s Definitive Proxy Statement on
Schedule 14A (SEC File No. 000-18265), isincorporated herein by reference.

104 Amended and Restated Employment Agreement by and between Community Bank and Chris P. Kyriakides, filed on May 5,
2006 as Exhibit 99.3 to the Registrant’s Current Report on Form 8-K (SEC File No. 000-18265), isincorporated herein by
reference.

105 Form of Changein Control Agreement by and between Community Financial Corporation and each of R. Jerry Giles, and
Benny N. Werner, filed on May 5, 2006 as Exhibit 99.5 to the Registrant’s Current Report on Form 8-K (SEC File No. 000-
18265), isincorporated herein by reference.

10.6 Retirement Agreements by and between Community Bank and Non-Employee Directorsfiled on June 29, 2004 as an exhibit
to the Registrant’s Annual Report on Form 10-KSB (SEC File No. 000-18265) for the fiscal year ended March 31, 2004, and
incorporated here by reference.

10.7 Form of First Amendment to the Retirement Agreements by and between Community Bank and Non-Employee Directors,

filed on June 29, 2005 as an exhibit to the Registrant’s Annual Report on Form 10-K (SEC File No. 000-18265) for the fiscal
year ended March 31, 2005, isincorporated here by reference.
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10.8

10.9

10.10

10.11

10.12

10.13

11

14

21

23

311

31.2
32

Salary Continuance Agreements by and between Community Bank and Officers Richard, Kyriakides, Giles, Smiley and
Werner filed on June 29, 2004 as an exhibit to the Registrant’s Annual Report on Form 10-KSB (SEC File No. 000-18265) for
the fiscal year ended March 31, 2004, and incorporated here by reference.

Form of Director Deferred Fee Agreement, as amended, filed on June 29, 2005 as an exhibit to the Registrant’s Annual Report
on Form 10-K (SEC File No. 000-18265) for the fiscal year ended March 31, 2005, isincorporated here by reference.
Registrant’s 2003 Stock Option and Incentive Plan, filed on June 27, 2003 as an exhibit to the Registrant’s Definitive Proxy
Statement on Schedule 14A (SEC File No. 000-18265), isincorporated herein by reference.

Form of Incentive Stock Option Agreement and Non-Qualified Stock Option Agreement for Registrant’s 2003 Stock Option
and Incentive Plan, filed on August 12, 2005 as an exhibit to the Registrant’s Quarterly Report on Form 10-Q (SEC File No.
000-18265) for the quarter ended June 30, 2005, are incorporated herein by reference.

Employment Agreement by and between Community Bank and Norman C. Smiley, 111, filed on June 16, 2008 as an exhibit to
the Registrant’s Current Report on Form 8-K (SEC File No. 000-18265), is incorporated herein by reference.

Changein Control Agreement by and between Community Financial Corporation and Norman C. Smiley, 111, filed on June 16,
2008 as an exhibit to the Registrant’s Current Report on Form 8-K (SEC File No. 000-18265), isincorporated herein by
reference.

Statement re computation of per share earnings (see Note 12 of the Notes to Consolidated Financial Statementsincluded in
Item 8 of this Annual Report on Form 10-K).

Code of Ethics, filed on June 29, 2004 as an exhibit to the Registrant’s Annual Report on Form 10-KSB (SEC File No. 000-
18265) for the fiscal year ended March 31, 2004, and incorporated here by reference.

Subsidiaries of the Registrant, filed on June 29, 2005 as an exhibit to the Registrant’s Annual Report on Form 10-K (SEC File
No. 000-18265) for the fiscal year ended March 31, 2005, isincorporated here by reference.

Consent of Independent Auditors

Rule 13(a)-14(a) Certification (Chief Executive Officer)

Rule 13(a)-14(a) Certification (Chief Financial Officer)

Section 1350 Certifications
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Section 2: EX-23

Exhibit 23
Consent of Independent Registered Public Accounting Firm

Community Financial Corporation
Staunton, Virginia

We consent to the incorporation by reference in Registration Statement No. 333-109218 of Community Financial Corporation on Form S-8 of our
report dated May 30, 2008, relating to our audits of the consolidated balance sheets of Community Financial Corporation and subsidiary as of
March 31, 2008 and 2007 and the related consolidated statements of income, stockholders' equity and cash flows for the years ended March 31,
2008, 2007 and 2006, which appear in this Form 10-K of Community Financial Corporation for the year ended March 31, 2008.

/9 'Y ount, Hyde and Barbour, P.C.

Winchester, Virginia
June 27, 2008

(Back To Top)

Section 3: EX-31.1

Exhibit 31.1
CERTIFICATION

I, P. Douglas Richard, certify that:
1. | have reviewed this annual report on Form 10-K of Community Financial Corporation (the “ Registrant”);

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state amaterial 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 thisreport;

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

4. The Registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(€e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the Registrant and we have:

a) designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us
by otherswithin those entities, particularly during the period in which this report is being prepared,;

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial

statements for external purposes in accordance with generally accepted accounting principles;

¢) evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our conclusions



about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by thisreport based on such
evaluation; and

d) disclosed in thisreport any changesin the Registrant'sinternal control over financial reporting that occurred during the
Registrant's most recent fiscal quarter that has materially affected, or isreasonably likely to materially affect, the Registrant's internal
control over financial reporting; and

5. The Registrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial reporting,
to the Registrant's auditors and the audit committee of Registrant's board of directors (or persons performing the equivalent function):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant's ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant rolein the Registrant's
internal controls over financial reporting.

Date: June 27, 2008 /s/ P. Douglas Richard
President and Chief Executive Officer
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Exhibit 31.2
CERTIFICATION

I, R. Jerry Giles certify that:
1. | have reviewed this annual report on Form 10-K of Community Financial Corporation (the “ Registrant”);

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state amaterial 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 thisreport;

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

4. The Registrant's other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(€e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15
(f) and 15d-15(f))for the Registrant and we have:

a) designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our
supervision, 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 report is being prepared,;

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

¢) evaluated the effectiveness of the Registrant's disclosure controls and procedures and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by thisreport based on such
evaluation; and

d) disclosed in thisreport any changesin the Registrant'sinternal control over financial reporting that occurred during the
Registrant's most recent fiscal quarter that has materially affected, or isreasonably likely to materially affect, the Registrant's internal
control over financial reporting; and

5. The Registrant's other certifying officer and | have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the Registrant's auditors and the audit committee of Registrant's board of directors (or persons performing the equivalent
function):



a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the Registrant's ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant rolein the Registrant's
internal controls over financial reporting.

Date: June 27, 2008 /SIR. Jerry Giles
Senior Vice President and Chief Financial Officer
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Exhibit 32
SECTION 1350 CERTIFICATION

Each of the undersigned hereby certifiesin his capacity as an officer of Community Financial Corporation, that, to the best of his
knowledge, the Registrant’s Annual Report on Form 10-K for the period ended March 31, 2008, fully complies with the requirements of Section 13
(a) of the Securities Exchange Act of 1934 and that the information contained in such report fairly presents, in all material respects, the
consolidated financial condition of the Registrant at the end of such period and the results of operations of the Registrant for such period.

Dated: June 27, 2008 /s P. Douglas Richard

P. Douglas Richard
Chief Executive Officer

Dated: June 27, 2008 /9 R. Jerry Giles

R. Jerry Giles
Senior Vice President and Chief Financial Officer
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