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A CONSERVATIVE BANKING TRADITION



SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial and other data of the Company set forth below are derived in part from, and should be read in conjunction with, the
Consolidated Financial Statements of the Company and Notes thereto presented elsewhere in this Annual Report.

At December 31, 2008 2007 2006 2005 2004

(in thousands)

Selected Financial Condition Data:

Total assets $2,613,005 $2,418,510 $2,373,040 $2,214,704 $1,694,499
Loans 2,105,551 1,890,896 1,792,062 1,636,755 1,269,637
Allowance for loan losses 28,296 24,445 23,024 22,248 17,540
Debt securities:

Available for sale 291,162 280,000 332,571 371,363 251,392

Held to maturity 161 189 233 410 889
Marketable equity securities 1,177 4,051 2,675 3,543 9,460
Goodwill and identified intangible assets 47,824 48,879 50,893 45,086 -
Retail deposits 1,327,844 1,250,337 1,210,206 1,168,307 773,958
Brokered deposits 26,381 67,904 78,060 - -
Borrowed funds and subordinated debt 737,418 555,023 475,898 423,725 320,171
Stockholders’ equity 493,869 518,708 582,893 602,450 585,013
Non-performing loans 6,059 2,730 900 480 111
Non-performing assets 8,195 5,399 1,959 973 439

“ The amounts at December 31, 2005 and 2004 include $1,263 and $866,
respectively, representing an allowance for unfunded loan commitments
which in years subsequent to 2005 were included in other liabilities.

Year Ended December 31, 2007 2006 2005 2004
(in thousands)
Selected Operating Data:
Interest income $ 143,661 $ 145,542 $ 132,650 $ 107,096 $ 72,110
Interest expense 68,995 73,462 62,471 39,050 21,124
Net interest income 74,666 72,080 70,179 68,046 50,986
Provision for credit losses 11,289 6,882 2,549 2,483 2,603
Net interest income after provision
for credit losses 63,377 65,198 67,630 65,563 48,383
Gains (losses) on write-downs and sales
of securities, net (2,849) 47 558 853 1,767
Other non-interest income 4,097 4,296 3,292 4,444 3,443
Merger/conversion expense = - - (894) -
Amortization of identified intangible assets (1,751) (2,014) (2,234) (2,370) -
Other non-interest expense (41,164) (38,169) (34,635) (30,693) (22,989)
Income before income taxes and
minority interest 21,710 29,358 34,611 36,903 30,604
Provision for income taxes 8,658 11,411 13,614 14,873 12,837
Net income before minority interest 13,052 17,947 20,997 22,030 17,767
Minority interest in earnings of subsidiary 202 205 185 - -

Net income 12,850 $ 17,742 $ 20812 $ 22,030 $ 17,767
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SELECTED FINANCIAL RATIOS AND OTHER DATA

At or For the Year Ended December 31, 2007 2006 2005 2004
Performance Ratios:
Return on average assets 0.75% 0.89% 1.01% 1.10%
Return on average stockholders’ equity 3.23 3.53 3.61 2.99
Interest rate spread " 212 2.14 2.48 2.34
Net interest margin @ 3.16 3.13 3.24 3.21
Dividend payout ratio 246.67 217.65 200.00 238.71
Capital Ratios:
Stockholders’ equity to total assets

at end of year 18.90% 21.45% 24.56% 27.20% 34.52%
Tier 1 core capital ratio at end of year @ 16.47 18.03 19.39 20.64 27.66
Asset Quality Ratios:
Non-performing assets as a percent of

total assets at end of year 0.22% 0.08% 0.04% 0.03%
Allowance for loan losses as a percent of

loans at end of year © 1.29 1.28 1.36 1.38
Per Share Data:
Basic earnings per common share $ 030 $ 0.34 $ 037 $ 031
Diluted earnings per common share $ 030 $ 034 $ 0.36 $ 031
Number of shares outstanding at end

of year (in thousands) 57,990 61,584 61,584 59,143
Dividends paid per common share $ 074 $ 074 $ 074 $ 074
Book value per common share at

end of year $ 894 $ 947 $ 978 $ 989
Tangible book value per common share

at end of year $ 8.10 $ 864 $ 9.05 $ 9.89
Market value per common share

at end of year $ 10.16 $ 1317 $ 1417 $ 16.32

 Calculated on a fully-taxable equivalent basis.
@ This regulatory ratio relates only to Brookline Bank.

@ The allowance for loan losses at December 31, 2005 and 2004 included $1,263 and $866 (in thousands), respectively, representing an allowance for unfunded loan commitments which in years subsequent to 2005
were included in other liabilities. If such amounts were excluded, the allowances as a percent of total loans at December 31, 2005 and 2004 would have been 1.28% and 1.31%, respectively.

@ Common stock issued less treasury stock.

$2,613 $2,419 $2,373 $2,215 $1,694 $2,106 $1,891 $1,792 $1,637 $1,270 $494  $519  $583 $602 $585
08 07 06 05 04 08 07 06 05 04 08 07 06 05 04
TOTAL ASSETS TOTAL LOANS TOTAL STOCKHOLDERS’ EQUITY
at 12/31, in millions at 12/31, in millions at 12/31, in millions



STABILITY >

Since 1871, Brookline Bank has
maintained a traditional banking model
with a conservative lending philosophy.
We continue to have stable and steady
growth in our assets and geographic
footprint, despite the turbulent
economic environment.

COMMUNITY ~ GROWTH ~

Active involvement in the communities in which we operate is a hallmark Brookline Bank has consistently and moderately

of Brookline Bank, and we invest in and sponsor many local organizations. grown both its assets and its branch network. In

Here a family enjoys a community event sponsored by Brookline Bank. 2008 we added an 18th branch in Burlington
and relocated our Malden Branch. The ribbon
cutting ceremony at our new Malden Branch is
shown above.

< SERVICE

Providing excellent customer service

is a top priority at Brookline Bank.
Pictured at left are two representatives
in our call center, where experienced,
local staff members ensure that our
customers receive responsive, caring
service at all times.

STRENGTH ~

Brookline Bank is well-positioned in today’s
uncertain economy due to its strong capital
base, its focus on a traditional banking model,
and a knowledgeable and experienced staff.
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DEAR SHAREHOLDERS,

“We have involved ourselves in a colossal mudadle, having
blundered in the control of a delicate machine, the working
of which we do not understand.”

John Maynard Keynes
December 1930

As we all know, last year was a disaster from both an economic and
financial standpoint. There have been negative headlines every day
for months, and there is no reason to believe the drum beat will end
anytime soon. If there is any good news that | can convey to you, it is
that we have been somewhat akin to a port in a terrible storm which
has destroyed or brought to their knees some of the largest, most
venerable financial institutions and businesses in our nation.

Against this daunting backdrop, we have actually made some
progress in important areas, maintained, for the most part, the quality
of the balance sheet, and continued to generate solid earnings, albeit
not at the level we would like.

Earnings for the year fell 28% to $12.8 million or $.22 per share
under the weight of a jump in the loan loss provision, securities
write-downs and a $47 million reduction in the average balance
of stockholders’ equity.

The provision for loan losses increased from $6.9 million in 2007
to $11.3 million in 2008, reflecting, in particular, higher losses at
Indirect Auto, where provisioning climbed from $5.5 million in 2007
to $8.9 million in 2008. Total net charge-offs for the company in
2008 were $7.7 million. By taking a larger provision expense
than charge-offs, the allowance for loan losses was raised from
$24.4 million to $28.3 million, or 1.34% of total loans.

Net security write-downs amounted to $2.8 million
($1.8 million after taxes) and related almost entirely to investments in
the preferred stock of Merrill Lynch and the Federal National Mortgage
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Association (FNMA) which was placed in conservatorship in September.
The carrying values of our holdings in Merrill Lynch and Fannie Mae on
December 31, 2008 were $932,000 and $135,000, respectively.

The loss of pre-tax income from the $47 million reduction in
the average balance of stockholders’ equity was estimated to be
$1.7 million, in effect, the cost of replacing capital with funds on
which interest was paid at 2008’s average cost of 3.63%. Stockholders
equity has declined from $602 million on December 31, 2005 to
$494 million on December 31, 2008 as a result of the $.20 per share
semi-annual extra dividends and stock repurchases. Since the
semi-annual dividend program was instituted in August of 2003, $2.40
per share in excess capital has been returned to shareholders. It is
perhaps important to note that these special dividends have not been
earned and to remind shareholders, as we have done in the past, that
future payments and the magnitude of any such payments will depend
on the assessment of the company’s capital needs and opportunities
to deploy capital to grow the company business.

A very positive story in 2008 was the pickup in loan production
in our core business, mortgage lending, and the improvement in
lending margins. The mortgage portfolio increased by 17% or nearly
$188 million, led by owner-occupied residential and commercial real
estate. These gains came after several years of relative stagnation
due to intense and frequently illogical competition from non-banks.
The virtual elimination of these competitors presents an important
opportunity. However, it should also be cautioned there is heightened
risk just about everywhere.

While mortgage lending was moving ahead, Indirect Auto and
Eastern Funding were struggling with credit issues. Indirect Auto’s
portfolio increased modestly to $597 million and Eastern Funding’s
portfolio grew 4%. Underwriting has been steadily and significantly
tightened. Loan production has taken a back seat to improving credit

$12.8 $17.7 $208 $22.0 $17.8

08 07 06 05 04

NET INCOME, in millions

18.90% 21.45% 24.56% 27.20% 34.52%

08 07 06 05 04

STOCKHOLDERS’ EQUITY
TO TOTAL ASSETS at 12/31

310% 3.16% 3.13% 3.24% 3.21%

08 07 06 05 04

NET INTEREST MARGIN

0.51% 0.75% 0.89% 1.01% 1.10%

08 07 06 05 04

RETURN ON
AVERAGE ASSETS

2.56% 3.23% 3.53% 3.61% 2.99%

08 07 06 05 04

RETURN ON AVERAGE
STOCKHOLDERS’ EQUITY
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quality. Importantly, both divisions continue to be profitable, albeit at
reduced levels.

In the commercial lending space we are building our presence
and capacity, with a number of new services added in 2008. The
commercial portfolio grew by 16% to $179 million and further progress
is anticipated this year. As noted in past years, the expansion of this
business is a critical part of our long-term strategy. We welcome the
opportunities that are emerging in the current environment, but are
proceeding with more than our usual caution.

Retail banking was another area of solid progress despite very
intense competition for deposits through much of the year, particularly
from large banks with funding problems. Our retail deposits rose by
6.2% or $78 million to $1.33 billion. Importantly, the shift to certificates
of deposit was reversed with all of the gain coming from transaction
accounts. Transaction balances were 41% of the retail total at the end
of 2008 versus 36% at the end of 2007 and 39% at the end of 2006.
The average cost of interest-bearing retail deposits fell from 3.88% in
2007 to 3.24% in 2008, coincidentally, the same cost as in 2006.

Our retail banking facilities continue to be expanded and
upgraded. A new office was opened in Burlington that strengthened
our presence in Middlesex County and in serving office workers in the
Route 128 corridor. Additionally, we re-located our Malden office to a
much better site, totally renovated our South Brookline and Washington
Square offices, and refurbished the exterior of the Main Office,
including the construction of a state-of-the-art ATM kiosk.

Commenting on future prospects is always problematic and
should never be attempted without a great deal of qualification. All the
risks in 2009 seem on the down side. If, indeed, economic conditions
deteriorate materially from where they are today, it will be a struggle to
match 2008 profitability. On the other hand, if the proposed massive
government intervention takes hold and stabilizes the financial and
economic environment, loan growth and margin improvement have the
potential to drive earnings significantly higher.

As | was completing this letter, | received the very sad and totally
unexpected news that director Dennis Aronowitz had died. A law
professor at Boston University and Director of its Banking Law Center,
Dennis joined the board in 1991 and brought to its deliberations
much erudition and wisdom, as well as great charm. He will be missed
very much.

This is my last letter to you. After 35 years as chief executive
officer, | am retiring. | do not believe that being a CEQ of a public
company is a part-time job and the clock is signaling that it is time to
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step aside. | have steered a conservative course and retire with the
confidence that our strong balance sheet and management team will
see us successfully through the current economic and financial crisis.
| have been honored and pleased to serve Brookline for so long and
to have had the opportunity to meet and work with so many
outstanding people.

I look forward to continuing to serve the company as its chairman
and a director and to welcoming my successor, Paul Perrault, the
long-time chief executive of the highly regarded Chittenden Corporation.
Paul brings deep experience in commercial banking at the community
level and is exceptionally qualified to continue our transition to a full
commercial bank model.

With best wishes to him and to you.
Sincerely,

Richard P. Chapman, Jr.

President and Chief Executive Officer




MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following should be read in conjunction with the Consolidated Financial Statements of Brookline Bancorp, Inc. (the
“Company”) and the Notes thereto presented elsewhere in this Annual Report.

Forward-Looking Statements and Factors Affecting Those Statements

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for forward-looking statements made by or on
behalf of the Company.

The following discussion contains forward-looking statements based on management’s current expectations regarding
economic, legislative and regulatory issues that may impact the Company’s earnings and financial condition in the future.
Any statements contained herein that are not statements of historical fact may be deemed to be forward-looking statements.
Any statements included herein preceded by, followed by or which include the words “may”, “could”, “should”, “will”,

“would”, “believe”, “expect”, “anticipate”, “estimate”, “intend”, “plan”, “assume” or similar expressions constitute forward-
looking statements.

Forward-looking statements, implicitly and explicitly, include assumptions underlying the statements. While the Company
believes the expectations reflected in its forward-looking statements are reasonable, the statements involve risks and
uncertainties that are subject to change based on various factors, some of which are outside the control of the Company. The
following factors, among others, could cause the Company’s actual performance to differ materially from the expectations,
forecasts and projections expressed in the forward-looking statements: general and local economic conditions, changes in
interest rates, demand for loans, real estate values, deposit flows, regulatory considerations, competition, technological
developments, retention and recruitment of qualified personnel, and market acceptance of the Company’s pricing, products
and services.

Readers of this Annual Report should not rely solely on the forward-looking statements and should consider all risks and
uncertainties mentioned in this Annual Report as well as those discussed under Item 1 A. “Risk Factors” of the Company’s
2008 Annual Report on Form 10-K. The statements are representative only as of the date they are made and the Company
undertakes no obligation to update any forward-looking statements.

Executive Level Overview

The following tables summarize the operating and financial condition highlights of the Company as of and for each of the
years in the three year period ended December 31.

Operating Highlights
Year ended December 31,

2008 2007 2006
(In thousands except per share amounts)
NEt INLETESE INCOINE ...ttt ettt ettt e e e ee e, $ 74666 $ 72,080 $ 70,179
Provision for Credit I0SSES .....oovvuvriiiiiiiieieeeieee e 11,289 6,882 2,549
Gains (losses) on write-downs and sales of securities, net ............cccueeueee.ne. (2,849) 47 558
Other NON-INEETESt INCOME ......eeeieeveiieeieeeeeetiee et e eeee e e e e eeaeeeeas 4,097 4,296 3,292
Amortization of identified intangible assets .........c.cocceeveerievierieecieeieseennn, 1,751 2,014 2,234
Other NON-INtEIESt EXPENSE ...vvervreerrreiieeiiieeieeeireeereeerieesreesreessseessseessseenns 41,164 38,169 34,635
Income before income taxes and minority interest ...........coooeeveereevereennenn. 21,710 29,358 34,611
Provision fOr iNCOME tAXES .........ccovvvieieieieeeeeieeeeeeeeeeeeee e e eeree e 8,658 11,411 13,614
Minority interest in earnings of subsidiary ..........cccoceevvveviieieicienieneereeeee, 202 205 185
INELINCOIMIE .ot e et e e e e et e e e e e e e eetaaeeeeeesseenaaens 12,850 17,742 20,812
Basic earning per common Share .............ccoceeveeveirieieiiieeeieieeeereeeeerenenns $ 022 $ 0.30 $ 034
Diluted earning per common Share ............cccecevvieriierieneecie e 0.22 0.30 0.34
Interest rate SPread .......ooveiieriiriie e 232% 2.12% 2.14%
Net INtETest MATZIN ..eeveeueeeereieterienieene ettt ettt sttt eeeeseeeeaennes 3.10% 3.16% 3.13%



Financial Condition Highlights

At December 31,
2008 2007 2006
(In thousands)
TOLAL @SSELS ..ovvieeriieiieticete ettt ettt ettt et e ettt e te s e teeere v e $ 2,613,005 $ 2,418,510 $ 2,373,040
B[S Lo TSR TRPRT 2,077,255 1,866,451 1,769,038
Retail dEPOSILS ..vviieieieieiiciieieciieeeet ettt et 1,327,844 1,250,337 1,210,206
BroKered dePOSItS ......ccvievuieeriiieiieeiieeieeeciee et et ettt ere e sre e 26,381 67,904 78,060
Borrowed funds and subordinated debt ..............ccccoooeiiiiiiiiiii, 737,418 555,023 475,898
StoCKNOIAETS” CQUILY ...evvevieeiieieeiieieeie e ree sttt see e 493,869 518,708 582,893
NON-PETTOIMING ASSELS ....vvevivieieriieeieriiteeretee ettt eee et ete et teere s etesseanenns $8,195 $5,399 $ 1,959
Non-performing assets as a percent of total assets ..........ccevveeeververreenene, 0.31% 0.22 % 0.08%
Stockholders’ equity to total @SSELS ........ccceveeieieievieniinieneneeeeeeeeee, 18.90% 21.45 % 24.56%

Among the factors that influenced the operating and financial condition highlights summarized above were the following:

The interest rate environment. Interest rate spread and net interest margin are greatly influenced by the rate setting
actions of the Federal Open Market Committee (the “FOMC”) of the Federal Reserve System. The FOMC lowered the
rate for overnight federal fund borrowings between banks ten times from 5.25% on September 18, 2007 (the rate that
had been in effect since June 29, 2006) to 2.00% on April 30, 2008, 1.50% on October 8, 2008 and to a target range
between zero and 0.25% on December 16, 2008. The last change was the first time in fifty years that the rate was lower
than 1%. The rate reductions had an immediate negative effect on the yield of the Company’s assets adjustable to
market rates and those assets that replaced maturing or refinanced assets. The impact on rates paid for certificates of
deposit and borrowed funds was less rapid as many of those liabilities matured later on. Interest rate spread and net
interest margin started to improve in the 2008 second quarter as maturing certificates of deposit and borrowed funds
were refinanced at lower rates. That trend continued in the 2008 third and fourth quarters and is expected to continue in
the next few quarters. Recent volatility in national and international financial markets, however, could cause
unexpected changes in interest rates and economic conditions.

Foregone interest income. Primarily as a result of the payment of semi-annual extra dividends and repurchases of the
Company’s common stock, the average balance of stockholders’ equity was $47.0 million less in 2008 than in 2007 and
$40.4 million less in 2007 than in 2006. Foregone net interest income as a result of these reductions in stockholders’
equity was $1,708,000 ($993,000 after taxes) in 2008 and $1,715,000 ($998,000 after taxes) in 2007 based on the
average cost of funds.

Higher provisions for credit losses. The provision for credit losses was $11,289,000 in 2008 compared to $6,882,000
in 2007 and $2,549,000 in 2006. The higher provisions were due primarily to rising charge-offs in the indirect
automobile (“auto”) loan portfolio and growth in the mortgage and commercial loan portfolios.

Loss on write-downs and sales of securities. A loss of $2,849,000 ($1,850,000 after taxes) was recognized in 2008 as
a result of the write-downs and sales of securities related substantially to perpetual preferred stock issued by the
Federal National Mortgage Association (“FNMA”) and Merrill Lynch & Co., Inc. (“Merrill”).

Assets quality and stockholders’ equity remain strong. Non-performing assets were $8.2 million, or 0.31% of total
assets at December 31, 2008 compared to $5.4 million (0.22%) at December 31, 2007. The allowance for loan losses
($28.3 million) equaled 1.34% of total loans outstanding at December 31, 2008 and stockholders’ equity was $493.9
million, resulting in an equity to assets ratio of 18.9% as of that date.

Prospects for 2009

We expect the operating environment in 2009 to remain challenging. Economic signs suggest that borrowers will be under
pressure to service their debt. This could result in higher loan losses, particularly with respect to the auto loan portfolio and
Eastern’s loan portfolio. In view of this environment, we intend to continue to apply tight underwriting criteria. While this
will likely limit auto loan growth and perhaps Eastern’s loan growth, we are optimistic about the potential for growth of our
mortgage loan business.



Critical Accounting Policies

The accounting policies described below are considered critical to understanding our financial condition and operating
results. Such accounting policies are considered to be especially important because they involve a higher degree of
complexity and require management to make difficult and subjective judgments which often require assumptions or
estimates about matters that are inherently uncertain. The use of different judgments, assumptions and estimates could result
in material differences in our operating results or financial condition.

Allowance for Loan Losses

The allowance for loan losses is maintained through provisions for loan losses charged to operating earnings. Loan losses
are charged off in the period loans, or portions thereof, are deemed uncollectible. The determination of the loans on which
full collectibility is not reasonably assured, the estimates of the fair value of the underlying collateral and the assessment of
economic and other conditions are subject to assumptions and judgments by management. Valuation allowances could differ
materially as a result of changes in, or different interpretations of, these assumptions and judgments.

The allowance is comprised of specific valuation allowances, general valuation allowances and an unallocated allowance.
Management evaluates the adequacy of the allowance on a quarterly basis and reviews its conclusion as to the amount to be
established with the Watch Committee and the Audit Committee. The Watch Committee is comprised of the lead
independent director of the Board of Directors, the chief executive officer, the chief financial officer, the senior lending
officer, the credit officer and several other lending officers representing the loan segments of the Company. The Audit
Committee is comprised of three independent directors.

Specific valuation allowances are established in connection with individual loan reviews and the asset classification process,
including the procedures for impairment. A loan is classified as “impaired” when, based on current information and other
factors, it is probable that a creditor will be unable to collect all amounts due under the contractual terms of the loan.
Evaluation procedures are applied to all loans except smaller balance homogenous loans. Loan evaluation considers the
appraised value of a loan’s underlying collateral, loan payment history, the impact that local real estate market conditions
may have on collateral values, the impact that current economic and business conditions may have on a borrower, current
and historical experience of similar loans, internal and regulatory risk ratings, and the direction of interest rates. For multi-
family and commercial real estate mortgage loans, the following additional factors related to the borrower or the underlying
collateral are considered: occupancy levels for the property, the composition of tenants, cash flow estimates and the financial
strength of personal guarantors.

The Company utilizes an internal rating system to monitor and evaluate the credit risk inherent in its loans. Ratings assigned
to larger loans are subject to periodic review by a credit officer. Adverse internal ratings are assigned to loans that are either
not performing or exhibit certain weaknesses that could jeopardize payment in accordance with the original terms. On a
quarterly basis, management reviews with the Watch Committee the status of each loan assigned one of the Company’s four
adverse internal ratings and the judgments made in determining the valuation allowances allocated to such loans.

General valuation allowances represent loss allowances not allocated to individual problem loans. Allowances for groups of
similar loans are established based on factors such as historical loss experience, the level and trend of loan delinquencies,
and the impact that existing and projected economic and market conditions may have on the loans. General valuation
allowances are inherently subjective because, even though they are based on objective data, it is management’s
interpretation of that data that determines the amount of allowance deemed appropriate.

The unallocated part of the allowance for loan losses is even more subjective in nature. It is determined based on an
evaluation of broader trends in the economy and values of real estate and other assets serving as loan collateral.
Management believes the unallocated allowance is an important component of the total allowance because it addresses the
probable inherent risk in loans with payments extended over many years and helps to minimize the risk related to the margin
of imprecision in estimating allocated components of the allowance. The unallocated portion of the allowance is not
allocated to the major categories of loans because such an allocation would imply a degree of precision that does not exist.

Goodwill Impairment

Goodwill is presumed to have an indefinite useful life and is tested at least annually for impairment at the reporting unit
level. Impairment exists when the carrying amount of goodwill exceeds its implied fair value. If the fair value of a reporting
unit exceeds its carrying amount at the time of testing, the goodwill of the reporting unit is not considered impaired. Quoted
market prices in active markets are the best evidence of fair value and are considered to be used as the basis for
measurement, when available. Other acceptable valuation methods include present-value measurements based on multiples
of earnings or revenues, or similar performance measures. Differences in valuation techniques could result in materially
different evaluations of impairment.



For the purposes of goodwill impairment testing, we identified two reporting units, the Company and Eastern Funding LLC
(“Eastern”). We performed our annual goodwill impairment test of the Company as of November 30, 2008, using the quoted
market price of the Company’s common stock as of that date. On that basis, we determined that the fair value of the
Company as a reporting unit was in excess of its carrying value. We performed our annual goodwill impairment test of
Eastern as of December 31, 2008. Due to the absence of a quoted market price, the following factors were evaluated to
determine whether Eastern’s goodwill had been impaired: Eastern’s operating performance since our acquisition of a
controlling interest in April 2006, the soundness of Eastern’s business fundamentals, Eastern’s projected operating results
for the next five years, the acquisition premium that a willing buyer would have to pay for the Company to recover its
investment in Eastern and the present value of projected cash flows. Based on our evaluation of those factors, we concluded
there was no indication of goodwill impairment.

Investment Securities

At December 31, 2008, the investment portfolio included $292.3 million of investments classified as available for sale and
$161,000 of mortgage-backed securities issued by U.S Government-sponsored enterprises classified as held for investment.
Investments classified as available for sale consisted of mortgage-related debt securities issued by U.S. Government-
sponsored enterprises ($279.4 million), other debt securities issued by U.S. Government-sponsored enterprises ($3.1
million), municipal obligations ($752,000), corporate obligations ($3.4 million), auction rate municipal obligations ($4.5
million) and marketable equity securities ($1.2 million).

Securities classified as available for sale are carried at estimated fair value, with any unrealized gains and losses, net of
taxes, reported as accumulated other comprehensive income or loss in stockholders’ equity. Debt securities that we have the
positive intent and ability to hold to maturity are classified as “held to maturity”” and are carried at amortized cost.

The market values of our securities, particularly our fixed rate securities, are affected by changes in market interest rates. In
general, as interest rates rise, the market value of fixed rate securities will decrease; as interest rates fall, the market value of
fixed-rate securities will increase. On a quarterly basis, we review and evaluate fair value based on market data obtained
from independent sources or, in the absence of active market data, from model-derived valuations based on market
assumptions. If we deem any decline to be other than temporary, the security is written down to a new cost basis and the
resulting loss is charged to earnings.

In 2008, we concluded that other-than-temporary impairment occurred regarding perpetual preferred stock owned that was
issued by FNMA and Merrill. Aggregate pre-tax losses of $2,644,000 were recorded from the write-down of those
securities. At December 31, 2008, gross unrealized gains and gross unrealized losses on the securities available for sale
portfolio amounted to $4,137,000 and $2,344,000, respectively. See the section “Valuation of Certain Investment Securities”
which follows for information regarding such gross unrealized gains and losses.

At December 31, 2008, the Company owned stock in the Federal Home Loan Bank of Boston (“FHLB”) with a carrying
value of $36.0 million. The FHLB had announced that it had an unrealized loss of approximately $1.3 billion relating to
private-label mortgage-backed securities it owned at September 30, 2008. If this unrealized loss were deemed to be an other-
than-temporary loss in the future, it could exceed the FHLB’s current level of retained earnings and possibly put into
question whether the fair value of FHLB stock owned by the Company was less than its carrying value. The Company will
continue to monitor its investment in FHLB stock.



Average Balances, Net Interest Income, Interest Rate Spread and Net Interest Margin

The following table sets forth information about the Company’s average balances, interest income and rates earned on
interest-earning assets, interest expense and rates paid on interest-bearing liabilities, interest rate spread and net interest
margin for 2008, 2007 and 2006. Average balances are derived from daily average balances and yields include fees and costs
which are considered adjustments to yields.

Year ended December 31,

2008 2007 2006
Average Average Average
Average yield/ Average yield/ Average yield/
balance Interest M cost balance Interest M cost balance Interest M cost
(Dollars in thousands)
Assets:
Interest-earning assets:
Short-term investments .............. $ 98,169 $ 2,556 260% $ 131,271 $ 6,697 5.10% $ 108,522 $ 5,338 4.92%
Debt securities @ ....vvvvenn.n. . 296334 13,914 470 283,841 14,251 5.02 354,174 15,292 432
Equity securities @ e, 34,914 1,497 4.29 28,726 1,928 6.71 30,174 1,656 5.49
Mortgage loans G e 1,121,366 66,412 5.92 1,033,749 65,865 6.37 1,078,769 69,015 6.40
Commercial loans - Eastern ) 143,671 13,747 9.57 134,773 14,264 10.58 90,837 9,838 10.83
Other commercial loans ) ....... 109,704 6,149 5.60 79,356 5,565 7.01 66,744 4,643 6.96
Indirect automobile loans *..... 612,564 39,443 6.44 598,751 37,092 6.19 522,977 27,019 5.17
Other consumer loans © ... 3,855 242 628 3413 264 7.74 3,030 229 7.56
Total interest-earning assets .. 2,420,577 143,960 5.95% 2,293,880 145,926 6.36 % 2,255,227 133,030 5.90 %
Allowance for loan losses ........... (25,554) (23,266) (24,261)
Non interest-earning assets 102,005 98,898 102,244
Total assets ......cooeeeeeevererennnn $ 2,497,028 $ 2,369,512 $ 2,333,210
Liabilities and Stockholders’
Equity:
Interest-bearing liabilities:
Deposits:
NOW accounts ..........cceeveeneeeee $ 83,868 229 027% $ 83,991 258 031% $ 89,008 219 0.25%
Savings accounts ............co....... 88,105 1,205 1.37 93,346 1,512 1.62 112,774 1,804 1.60
Money market
savings accounts .................. 255,468 6,158 2.41 218,691 6,215 2.34 219,533 5,335 2.43
Retail certificates of deposit .... 791,889 31,853 4.02 765,078 37,061 4.84 684,503 28,417 4.15
Total retail deposits ............. 1,219,330 39,445 3.24 1,161,106 45,046 3.88 1,105,818 35,775 3.24
Brokered certificates of deposit . 40,922 2,208 5.40 74,558 4,013 5.38 49,598 2,663 5.37
Total deposits .........ccccueuenee. 1,260,252 41,653 3.31 1,235,664 49,059 3.97 1,155,416 38,438 3.33
Borrowed funds ..........cccccveneennne 641,131 27,277 4.25 488,210 23,737 4.86 491,946 23,127 4.70
Subordinated debt ..............c....... 861 65 7.55 8,580 666 7.76 12,160 906 7.45
Total interest-bearing
liabilities.......c.coovvveverennnnn. 1,902,244 68,995 3.63 % 1,732,454 73,462 4.24 % 1,659,522 62,471 3.76 %
Non-interest-bearing demand
checking accounts 66,651 62,803 61,869
Other liabilities .......... . 26,450 25,533 22,655
Total liabilities 1,995,345 1,820,790 1,744,046
Stockholders’ equity ..........cccuee... 501,683 548,722 589,164
Total liabilities and
stockholders’ equity .......... $ 2,497,028 $ 2,369,512 $ 2,333,210
Net interest income (tax equivalent
basis)/interest rate spread ¥ ..... 74965  2.32% 72,464 2.12% 70,559 2.14%
Less adjustment of
tax exempt iNCOME ........cceremenee 299 384 380
Net interest inCome...........ocveveevenenne $ 74,666 $ 72,080 $ 70,179
Net interest margin S 3.10 % 3.16% 3.13%

1
)

Tax exempt income on equity and debt securities is included on a tax equivalent basis.

Average balances include unrealized gains (losses) on securities available for sale. Equity securities include marketable equity securities (preferred and
common stocks) and restricted equity securities.

Loans on non-accrual status are included in average balances.

Interest rate spread represents the difference between the yield on interest-earning assets and the cost of interest-bearing liabilities.

Net interest margin represents net interest income (tax equivalent basis) divided by average interest-earning assets.

3)
“)
%)



Highlights from the table on the preceding page follow.

Interest rate spread improved to 2.32% in 2008 from 2.12% in 2007 and 2.14% in 2006 as the average rate paid on
interest-bearing liabilities declined more rapidly than the average rate realized on interest-earning assets.

The decline in net interest margin from 3.16% in 2007 to 3.10% in 2008 was due primarily to foregone interest income
resulting from a $47.0 reduction in the average balance of stockholders’ equity between the two years caused by the
payment of semi-annual extra dividends and repurchases of the Company’s common stock.

The improvement in net interest margin from 3.13% in 2006 to 3.16% in 2007 was due primarily to the increase in the
average balance and yield on auto loans and the increase in the average balance of higher yielding Eastern loans, but
was diminished by foregone net interest income resulting from a $40.4 million reduction in the average balance of
stockholders’ equity between the two years caused by the payment of semi-annual extra dividends and repurchases of
the Company’s common stock.

Certificates of deposit comprised 64.9% of the average balance of total retail deposits in 2008 compared to 65.9% in
2007 and 61.9% in 2006. Offsetting the reduction in certificates of deposit in 2008 was a rise in money market savings
accounts from 19.9% of the average balance of total retail deposits in 2006 and 18.8% in 2007 to 21.0% in 2008. Since
money market accounts can be withdrawn at any time, the interest rate paid on those deposits is generally lower than
the interest rate paid on certificates of deposit. We believe the shift in the mix of deposits was attributable primarily to
the recent turmoil in financial markets which led a number of depositors to place their funds in more liquid accounts.

In 2008, $1.458 billion of certificates of deposit and advances from the FHLB with a weighted average rate of 4.14%
matured while $1.530 billion of certificates of deposit and FHLB advances were added or rolled over at a weighted
average rate of 3.05%. The resulting reduction in funding costs had a significant positive effect on net interest income
in 2008.

The average balance of loans outstanding grew $141.1 million (7.6%) in 2008 compared to 2007 and $87.7 million
(5.0%) in 2007 compared to 2006. The growth in 2008 was in mortgage loans and commercial loans while the growth
in 2007 was primarily in auto loans.

The average balance of loans outstanding as a percent of the average balance of total interest-earning assets increased
from 78.1% in 2006 to 80.7% in 2007 and 82.3% in 2008. Generally, the yield on loans is higher than the yield on
investment securities.

The average balance of short-term investments in 2008 was $33.1 million (25.2%) less than in 2007. The average rate
earned on short-term investments declined from 5.10% in 2007 to 2.60% in 2008, reflecting the rate setting actions of
the FOMC described earlier herein. Part of the reduction in short-term investments was used to fund the increase in
debt and equity securities.

The average balance of borrowings from the FHLB rose from $488.2 million in 2007 to $641.1 million in 2008. The
additional borrowings were used primarily to fund part of the loan growth and the $47.0 million reduction in the
average balance of stockholders’ equity between the two years. The average rate paid on FHLB borrowings declined
from 4.86% in 2007 to 4.25% in 2008.



Rate/Volume Analysis

The following table presents, on a tax equivalent basis, the extent to which changes in interest rates and changes in volume
of interest-earning assets and interest-bearing liabilities have affected the Company’s interest income and interest expense
during the years indicated. Information is provided in each category with respect to: (i) changes attributable to changes in
volume (changes in volume multiplied by prior rate), (ii) changes attributable to changes in rate (changes in rate multiplied
by prior volume), and (iii) the net change. The changes attributable to the combined impact of volume and rate have been
allocated proportionately to the changes due to volume and the changes due to rate.

Year ended December 31, 2008 Year ended December 31, 2007

compared to compared to
year ended December 31, 2007 year ended December 31, 2006
Increase (decrease) Increase (decrease)
due to due to
Volume Rate Net Volume Rate Net
(In thousands)
Interest income:
Short-term iNVEStMENtS .........c.ccvevevieveriererieereeeereeeeen $ (1,408) $ (2,733) $§ (4,141) § 1,154 $ 205 $ 1,359
Debt SECUIIHIES ...cuveveeiieieiiieiieieeiceie e 611 (948) (337) (3,308) 2,267 (1,041)
Equity securities .... 359 (790) (431) (83) 355 272
Mortgage loans 5,368 (4,821) 547 (2,869) (281) (3,150)
Commercial loans - Eastern ...........ccoceververieneeeenen. 905 (1,422) (517) 4,766 (340) 4,426
Other commercial loans 1,848 (1,264) 584 884 38 922
Indirect automobile loans 868 1,483 2,351 4,243 5,830 10,073
Other consumer 10ans .........ccocceeceeveeeeneeciereeeenieennn 32 (54) (22) 30 5 35
Total interest iNCOME .......cc.cceeevveeecieeeereeeennnen. 8,583 (10,549) (1,966) 4817 8,079 12,896
Interest expense:
Deposits:
NOW ACCOUNLES ..ovvreeririeieriieieeiieieeeeereeerereeseeeee e - (29) (29) (13) 52 39
Savings accounts (81) (226) (307) (314) 22 (292)
Money market savings accounts 962 (1,019) (57) 21) 901 880
Retail certificates of deposit ............ 1,261 (6,469) (5,208) 3,576 5,068 8,644
Total retail deposits ................. 2,142 (7,743) (5,601) 3,228 6,043 9,271
Brokered certificates of deposit (1,815) 10 (1,805) 1,347 3 1,350
Total deposits 327 (7,733) (7,406) 4,575 6,046 10,621
Borrowed funds ............ 6,771 (3,231) 3,540 177) 787 610
Subordinated debt ...........ccocereoiiiiininine (583) (18) (601) (277) 37 (240)
Total interest EXpense ........coceecvereereervereenuennens 6,515 (10,982) (4,467) 4,121 6,870 10,991
Net change in net interest iNCOME ..........ccocveveveveeeerennnn. $ 2,068 $ 433 § 2501 $ 696 $ 1209 $ 1,905

Highlights from the above table follow.

e  The increase in net interest income in 2008 compared to 2007 resulted from asset growth (primarily in the mortgage
loan, commercial loan and auto loan portfolios) and lower rates paid on deposits and borrowed funds, offset in part by a
reduction in asset yields and an increase in the outstanding balances of retail certificates of deposit and borrowings
from the FHLB.

e  The increase in net interest income in 2007 compared to 2006 resulted from asset growth (primarily in the auto and
Eastern loan portfolios) and higher asset yields, most notably in auto loans and debt securities. Partly offsetting the
benefit derived from asset growth and improved asset yields was the increasing percent of retail deposits comprised of
certificates of deposit and the higher rates paid on retail deposits.

Auto Loans

The auto loan portfolio amounted to $597.2 million at the end of 2008 compared to $604.5 million at September 30, 2008,
$594.3 million at the end of 2007 and $540.1 million at the end of 2006. Loan originations, which declined in the 2008
fourth quarter as auto industry sales plummeted in a weakening economic environment, are expected to continue to decline
in 2009.



Due to rising delinquencies and charge-offs, as well as deteriorating trends in the economy and the auto industry, the
Company took steps in the second half of 2007 to tighten its underwriting criteria. Also, effective July 1, 2008, the Company
curtailed dealer accommodation loans due to higher risks normally associated with such loans.

The changes in underwriting mentioned above had a positive effect on loan quality. Loans originated to borrowers with
credit scores below 660 declined from $44.0 million, or 13.7% of loans originated in 2006, to $40.0 million, or 11.8% of
loans originated in 2007, and $14.9 million, or 5.1% of loans originated in 2008. In the 2008 fourth quarter, loans originated
to borrowers with credit scores below 660 were $1.5 million, or 2.6% of loans originated in that period. The average credit
scores of loans originated in 2008 and 2007 were 751 and 728, respectively, and the average credit score of loans
outstanding at December 31, 2008 was 737.

Auto loans delinquent 30 days or more increased from $10.4 million, or 1.72% of loans outstanding, at September 30, 2008
and $11.7 million (1.98%) at December 31, 2007 to $13.1 million (2.20%) at December 31, 2008. While part of the increase
in the 2008 fourth quarter was attributable to the normal effect of the year-end holiday season, it was also attributable to the
further weakening of the economy that took place in that period. According to data published by the American Bankers
Association, the rate of all indirect auto loans in Massachusetts delinquent 30 days or more at September 30, 2008 (the latest
date available) was 3.14%. In view of the worsening economy, delinquencies and charge-offs are expected to be higher in
2009, but should be somewhat tempered because of the strengthened underwriting criteria applied to loans originated over
the past several quarters.

Auto loan net charge-offs increased from $1,839,000 in 2006 (0.36% of average loans outstanding) to $3,989,000 (0.68%) in
2007 and $6,671,000 (1.12%) in 2008; net charge-offs in the 2008 fourth quarter were $1,863,000 (an annualized rate of
1.24%). The annual increases were attributable to the weakened economy as well as higher per unit losses from sales of
repossessed vehicles caused in part by higher fuel prices.

Mortgage Loans

Mortgage loans outstanding at December 31, 2008 amounted to $1.282 billion. The portfolio grew $187.9 million in 2008
and $12.2 million in 2007. The average balance of loans outstanding increased $87.6 million (8.5%) in 2008 compared to
2007, but declined $45.0 million (4.2%) in 2007 compared to 2006.

The decline in the average balance of mortgage loans outstanding in 2007 was due to intensive competitive pricing pressure,
especially in the multi-family mortgage sector, and competition from financial intermediaries who packaged loans for sale as
debt instruments securitized by mortgage loans. Due to these conditions, it became increasingly more difficult to incorporate
rising funding costs into the pricing of mortgage loan originations. Some financial institutions and other entities active in
mortgage lending sought to enhance yields by originating higher risk loans. We refrained from originating option adjustable
rate and “no documentation” mortgage loans and, accordingly, our portfolio did not include mortgage loans that we would
classify as subprime. While the maintaining of high underwriting standards and a reluctance to match aggressive loan
pricing by certain competitors resulted in fewer loan originations, it also resulted in an absence of significant non-
performing mortgage loans.

The growth of the mortgage loan portfolio in 2008 was attributable to a change in the competitive landscape. Many of the
market participants who were lenient in their underwriting criteria experienced a significant increase in non-performing
mortgage loans and mortgage loan losses in 2008. In some instances, those participants failed and were absorbed into other
financial institutions. These developments resulted in a more rational market place and enabled us to compete more
effectively for quality mortgage loans. Growth in 2008 was concentrated primarily in commercial real estate mortgage loans
($77 million), residential mortgage loans ($68 million) and multi-family mortgage loans ($34 million).

Provision for Credit Losses

The provision for credit losses was $11,289,000 in 2008, $6,882,000 in 2007 and $2,549,000 in 2006. The provision for
credit losses is comprised of amounts relating to the auto loan portfolio, the Eastern portfolio, the remainder of the loan
portfolio and unfunded commitments.

The provision for loan losses related to the auto loan portfolio was $8,946,000 in 2008, $5,474,000 in 2007 and $3,098,000
in 2006. Each of these amounts exceeded the net charge-offs in those respective years. See the preceding subsection, “Auto
Loans”, for a discussion of the reasons for the increase in auto loan net charge-offs and the status of the auto loan portfolio.

The provision for loan losses related to the Eastern loan portfolio was $1,143,000 in 2008, $1,223,000 in 2007 and $851,000
for the period from the date of acquisition of a controlling interest (April 2006) to the end of 2006. Net charge-offs were
$993,000 (0.69% of average loans outstanding) in 2008, $1,101,000 (0.82%) in 2007 and $515,000 (0.57% on an annualized



basis) in the 2006 period. Eastern’s loans delinquent 30 days or more increased from $1.4 million (1.13% of total loans) at
December 31, 2006 to $2.7 million (1.87%) at December 31, 2007 and $2.9 million (1.99%) at December 31, 2008.
Eastern’s typical customer is a small business owner with limited capital resources who must rely primarily on the cash flow
from his or her business to service debt. Such borrowers are less able to cope when economic conditions soften and,
accordingly, represent higher risk borrowers. It is for this reason that rates charged on Eastern’s loans are significantly above
those charged on other loans in our loan portfolio. In view of worsening economic conditions, it is likely that Eastern will
experience higher loan charge-offs in 2009 than in 2008.

The remainder of the Company’s loan portfolio is comprised primarily of mortgage loans and commercial loans. Such loans,
net of unadvanced funds, increased $205.4 million in 2008 and $27.7 million in 2007, but declined $56.1 million in 2006.
The provision for loan losses related to this part of the loan portfolio was $1,504,000 in 2008 and $175,000 in 2007. In
2006, a credit of $1,400,000 to the provision for loan losses was taken to income. The provisions in 2008 and 2007 were
established substantially in recognition of loan growth, as charge-offs and delinquencies in this segment of the loan portfolio
were insignificant. The credit to income in 2006 resulted from reduction in loans outstanding through pay downs (including
loans classified as higher risk loans) and a reduction in the reserve factor applied to the multi-family mortgage loan portfolio
from 1.25% to 1.00%. The change in the reserve factor, which accounted for $828,000 of the credit to income in 2006, was
made after consideration of a number of factors including loss experience, pay down of the portfolio and market conditions.

At December 31, 2006, the allowance for credit losses related to unfunded credit commitments amounting to $1,286,000 was
reclassified from the allowance for loan losses to a liability account for unfunded credit commitments. In 2007, the liability
account was increased to $1,487,000 by a $201,000 charge to the provision for credit losses in recognition of the increase in
unfunded credit commitments in that year. In 2008, the liability account for unfunded credit commitments was reduced to
$1,183,000 at December 31, 2008 by a $304,000 credit to the provision for credit losses in light of the lack of losses related
to unfunded credit commitments over the past several years.

Valuation of Certain Investment Securities
FNMA Perpetual Preferred Stock

Brookline Securities Corp. (“BSC”), a wholly-owned subsidiary of the Company, acquired 100,000 shares of FNMA
perpetual preferred stock on October 26, 2007 at a total cost of $2,520,000. Thereafter and through the first quarter of 2008,
the market value of the stock declined due to announcement of significant losses by FNMA in connection with its
involvement in the mortgage lending and mortgage securities markets. The magnitude of the losses prompted FNMA to raise
additional capital. Based on these developments, we concluded that an other-than-temporary impairment in the value of our
FNMA stock had occurred. The carrying value of the stock was written down to its $1,747,000 market value at March 31,
2008 by a $773,000 pre-tax charge to earnings.

On September 7, 2008, the United States Department of the Treasury and the Federal Housing Finance Agency (“FHFA”)
announced that FNMA was placed under conservatorship and that management of FNMA would be under the control of
FHFA, its regulator. The Plan announced by the U.S. Government included, among other things, the elimination of
dividends on FNMA common and preferred stocks and an agreement by the U.S. Government to provide equity capital to
cover mortgage defaults in return for $1 billion of senior preferred stock in FNMA and warrants for the purchase of 79.9%
of the common stock of FNMA. On the day following the announcement, the market value of our FNMA perpetual preferred
stock declined dramatically to $190,000.

Based on the developments described above, we concluded that further other-than-temporary impairment in the carrying
value of our FNMA perpetual preferred stock had occurred. During September, we sold 12,900 shares. This resulted in a
pre-tax loss of $212,000 for financial reporting purposes. The carrying value of the remaining 87,100 shares at September
30, 2008 was written down to the $135,000 market value of the shares at that date by a $1,386,000 pre-tax charge to
earnings.

During the 2008 fourth quarter, the market value of FNMA perpetual preferred stock fluctuated from a high of $2.10 per
share to a low of $0.37 per share. Based on the closing price of $0.46 per share, the market value of the Company’s FNMA
shares was $40,000 compared to our carrying value of $135,000. The unrealized loss of $95,000 was considered to be
immaterial to the Company’s consolidated financial statements as of and for the year ended December 31, 2008.

Merrill Perpetual Preferred Stock
BSC acquired 58,075 shares of Merrill adjustable rate preferred stock series 4 on August 28, 2007 at a total cost of

$1,408,000. After the announcement of a significant 2007 third quarter loss by not only Merrill but other brokerage firms
and major banks, the market price of our Merrill stock declined significantly. The subsequent reporting of further losses, as



well as the collapse of Bear Stearns & Co., Inc., caused a further decline in the market value of our Merrill stock. Based on
these developments, we concluded that an other-than-temporary impairment in the carrying value of our Merrill stock had
occurred and, accordingly, we wrote down the carrying value of our Merrill stock to its $932,000 market value at March 31,
2008 by a $476,000 pre-tax charge to earnings.

On July 28, 2008, Merrill filed a Form 8-K announcing its plans to sell certain troubled assets at significant losses and that it
would report a net loss in the 2008 third quarter, its fifth consecutive quarter of reported net losses. Merrill also announced
that it was enhancing its capital by a $9.8 billion common stock offering and a pre-tax gain of $4.3 billion from the sale of
its 20% interest in Bloomberg, L.P. Subsequent to the reporting of these developments, the per share price of the Merrill
perpetual preferred stock dropped to a low of $8.08 per share on September 11, 2008. The per share stock rebounded as a
result of the announcement on September 15, 2008 that Merrill would be acquired by Bank of America Corporation (“B of
A”) in an all stock transaction. Completion of the acquisition took place on January 1, 2009.

At December 31, 2008, the per share market price of the Merrill perpetual preferred stock was $11.15 which resulted in an
unrealized loss of $285,000 on our Merrill stock on that date. Subsequent to the closing of the acquisition, it was announced
in January 2009 that (a) Merrill had a 2008 fourth quarter loss of $15.31 billion, (b) B of A had a 2008 fourth quarter loss of
$1.79 billion, (c) the former chief executive officer of Merrill resigned from his executive position at B of A and (d) a new
agreement had been entered into whereby the U. S. Government would provide B of A with $20 billion in additional capital
and loss protection on $118 billion in toxic assets, and B of A would cut its quarterly dividend on common stock to $0.01
per share.

While the developments described in the preceding paragraph had a significant adverse effect on the market value of B of A
common stock and the former Merrill perpetual preferred stock, the additional capital support and loss protection provided
by the U.S. Government prompted a “buy” recommendation by one analyst reporting on B of A common stock.

On October 14, 2008, the Office of the Chief Accountant (“OCA”) of the Securities and Exchange Commission issued a
letter, after consultation with and concurrence of the Financial Accounting Standards Board (“FASB”) staff, giving guidance
on how to assess whether declines in the fair value of perpetual preferred stocks constitute other-than-temporary impairment.
The OCA stated that it would not object to impairment tests in conjunction with filings subsequent to October 14, 2008
applied through use of an impairment model (including an anticipated recovery period) similar to a debt security provided
there was no evidence of credit deterioration (such as a decline in the cash flows from holding the investment or a
downgrade in the rating of the security below investment grade) until this matter can be addressed by the FASB.

We believe the former Merrill perpetual preferred stock owned by BSC possesses debt-like characteristics. The stock
provides for periodic cash flows in the form of quarterly dividends, contains call features and is rated similar to debt
securities. At December 31, 2008, the former Merrill stock had an investment grade rating and there had been no default in
the payment of quarterly dividends. Subsequent to December 31, 2008, one of the rating agencies down-graded the former
Merrill perpetual preferred stock to below investment grade. That event did not have a material impact on the Company’s
financial position or results of operations.

Preferred Term Securities (“PreTSLs”)

PreTSLs represent an investment instrument comprised of a pool of trust preferred securities issued by a number of financial
institutions and insurance companies. The investment instrument can be segregated into tranches (segments) that establish
priority rights to cash flows from the underlying trust preferred securities. At December 31, 2008, we owned two PreTSLs.

On June 26, 2002, we purchased $2.0 million of the mezzanine tranche of PreTSL VI. The investment instrument matures on
July 3, 2032 and is callable at the option of the issuers. Interest, which is payable quarterly at a floating rate per annum equal
to three-month U.S. dollar Libor plus 1.80%, was last paid on January 4, 2009. The instrument is rated investment grade. At
December 31, 2008, the carrying value of the instrument and its estimated fair value (determined through use of a present
value technique) were $259,000 and $231,000, respectively. No other-than-temporary impairment was believed to exist at
December 31, 2008 because we have first priority to future cash redemptions and none of the remaining issuers in the
investment instrument had defaulted in making required payments. On February 20, 2009, one of the remaining issuers (the
“Issuer””) announced that it will defer interest payments on its trust preferred securities. The Issuer had previously announced
that it had filed an application to participate in the U.S. Treasury’s Capital Purchase Plan (the “CPP”). As of February 20,
2009, the U.S. Treasury had not acted on the Issuer’s application. The Issuer also announced that, in the event it received
approval to participate in the CPP and chose to do so, it expected that it would end the deferral period using its existing
funds to pay all accrued amounts owed on its trust preferred securities. We will continue to monitor developments affecting
the Issuer.
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On November 28, 2007, we purchased $1.0 million of the senior class A-1 tranche of PreTSL XXVIIIL. The investment
instrument matures on March 22, 2038 and is callable at the option of the issuers on September 24, 2012. Interest, which is
payable quarterly at a floating rate per annum equal to the three-month U.S. dollar Libor rate plus 0.90%, was last paid on
December 22, 2008. The instrument is rated “AAA”. At December 31, 2008, the carrying value of the instrument and its
estimated fair value (determined through use of a present value technique) were $986,000 and $780,000, respectively. No
other-than-temporary impairment was believed to exist at December 31, 2008 because we have first priority to future cash
redemptions and over 40% of the issuers would have to default before recovery of our investment could be in doubt. Of the
47 financial institution issuers and 11 insurance company issuers comprising the issuer pool, no issuer represents more than
4% of the entire pool. Only three issuers representing approximately 4% of the remaining aggregate investment pool at
December 31, 2008 were in default at that date.

Other Corporate Debt Obligations

At December 31, 2008, the aggregate carrying value of other trust preferred securities and corporate debt obligations owned
by the Company was $3,349,000 and the aggregate market value was $2,417,000. The aggregate unrealized loss on these
securities of $932,000 was not considered to be an other-than-temporary impairment loss because of the financial soundness
and prospects of the issuers and our ability and intent to hold the securities for a period of time to recover the unrealized
losses.

Auction Rate Municipal Obligations

Auction rate municipal obligations are debt securities issued by municipal, county and state entities that are generally repaid
from revenue sources such as hospitals, transportation systems, student education loans and property taxes. The securities
are not obligations of the issuing government entity. The obligations are variable rate securities with long-term maturities
whose interest rates are set periodically through an auction process. The auction period typically ranges from 7 days to 35
days. The amount invested in such obligations was $5,200,000 at December 31, 2008 compared to $13,050,000 at December
31, 2007. The reduction in 2008 resulted from a combination of payments received from debt issuers who called certain
obligations and proceeds from sales, all of which were at face value and, accordingly, resulted in no losses.

The auction rate obligations owned by the Company were rated “AAA” at the time of acquisition due, in part, to the
guarantee of third party insurers who would have to pay the obligations if the issuers fail to pay the obligations when they
become due. In the 2008 first quarter, public disclosures indicated that certain third party insurers were experiencing
financial difficulties and, therefore, might not be able to meet their guarantee obligations should issuers fail to pay their
contractual obligations. As a result, auctions relating to obligations owned by us and others failed to attract a sufficient
number of investors. Upon an auction rate failure, generally the obligations become subject to a penalty imposing a rise in
the interest rate to be paid on the obligation. Auction failures have continued throughout 2008, thus creating a liquidity
problem for those investors who were relying on the obligations to be redeemed at auctions. Continued auction failures can
result in an investment that investors expected to be short in duration becoming an investment with a long-term duration.

The failed auctions raise the question as to whether the fair value of the obligations as of December 31, 2008 was less than
their face value. No active market has developed for auction rate municipal obligations. It is our understanding that periodic
sales have occurred at prices in the range of 90% of face value, although we have not seen any authoritative published
information to support our understanding. Further, we do not know to what extent investors who sold their auction rate
municipal obligations were compelled to do so for a reason such as addressing a liquidity concern. Based on a cash flow
analysis, the fair value of our auction rate municipal obligations was estimated to be $4,517,000, or $683,000 less than their
carrying value. While the underlying assumptions used to arrive at estimated fair value are imprecise, the resulting estimate
is considered reasonable in the circumstances.

Full collectibility of the municipal obligations owned by us has never been a concern. None of the issuers has defaulted on
scheduled payments, the financial condition of the issuers is considered sound and we have the ability and intent to hold the
debt obligations for a period of time to recover the unrealized losses.

Other Operating Highlights

Gains (Losses) on Write-downs and Sales of Securities. In addition to the losses recognized and described in the previous
section “Valuation of Certain Investment Securities”, an additional net loss of $2,000 resulted from disposition of
marketable equity securities in 2008. The sale of debt securities in 2007 resulted in a gain of $47,000 and the sale of
marketable equity securities in 2006 resulted in a gain of $558,000.

Other Non-Interest Income. Other non-interest income amounted to $4,097,000 in 2008, $4,296,000 in 2007 and $3,292,000
in 2006. The decline in 2008 from 2007 was due primarily to lower loan fees and less revenue on balances relating to
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outstanding checks, offset in part by a payment received in connection with resolution of litigation in our favor. The rise in
other non-interest income in 2007 compared to 2006 resulted primarily from higher deposit service and loan fees. Fees from
mortgage loan prepayments in 2008, 2007 and 2006 were $360,000, $515,000 and $246,000, respectively.

Non-Interest Expense

Amortization of identified intangible assets amounted to $1,751,000 in 2008, $2,014,000 in 2007 and $2,234,000 in 2006.
Excluding those charges, non-interest expenses rose from $34.6 million in 2006 to $38.2 million in 2007 (a 10.2% increase)
and to $41.2 million in 2008 (a 7.8% increase).

The higher expenses in 2008 compared to 2007 were due primarily to legal fees relating to non-recurring matters, higher
FDIC insurance premiums, supplemental retirement costs and marketing expenses, costs associated with a new branch,
added personnel in the commercial lending and deposit areas, and higher costs for loan collection and auto repossessions.
The higher expenses in 2007 compared to 2006 were due primarily to the inclusion of Eastern’s operations for all of 2007
compared to nine months in 2006, legal fees related to a purported class action complaint, higher fees for other professional
services, compensation expense resulting from the vesting of restricted stock upon the retirement of members of the Board
of Directors, and higher costs for loan collection and auto repossessions.

Provision for Income Taxes

The effective rate of income taxes was 39.9% in 2008, 38.9% in 2007 and 39.3% in 2006. The higher rate in 2008 was
attributable primarily to a higher level of non-deductible expenses and a $98,000 charge to adjust deferred income taxes as a
result of a legislative change that will reduce the tax rate payable to the Commonwealth of Massachusetts on future net
income of the Company. The current rate of 10.5% will drop to 10.0%, 9.5% and 9.0% for the Company’s tax years
beginning January 1, 2010, January 1, 2011 and January 1, 2012, respectively. Partially offsetting these charges was a credit
resulting from adjustment of the Company’s liability for income taxes.

The decline in rate in 2007 was due primarily to a higher portion of taxable income being earned by the Company’s
investment securities subsidiaries. Income in those subsidiaries is subject to a lower rate of state taxation than income earned
by the Company and its other subsidiaries.

Other Financial Condition Highlights

Retail Deposits. Total retail deposits increased $77.5 million (6.2%) in 2008 and $40.1 million (3.3%) in 2007. Based on
average balances outstanding, total retail deposits increased $58.2 million (5.0%) in 2008 and $55.2 million (5.0%) in
2007.The increases were due in part to the opening of a new branch in each year and to marketing initiatives.

Certificates of deposit comprised 59.2% of total retail deposits at December 31, 2008 compared to 63.7% at December 31,
2007 and 61.3% at December 31, 2006. Competition for deposits was intense in 2006 and 2007, resulting in elevated interest
rates. The mix of deposits changed in 2008, especially in the third quarter, as funds flowed out of certificates of deposit into
money market savings accounts. We believe the shift occurred due to the desire of depositors to place their funds in more
liquid accounts as uncertainties arose regarding the health of the economy.

Brokered Deposits. Brokered deposits amounted to $26.4 million at the end of 2008 compared to $67.9 million at the end of
2007 and $78.1 million at the end of 2006. The reductions resulted from payoffs upon maturity. The deposits were not rolled
over because the rates offered on new brokered deposits were higher than rates available on alternative funding sources.

Borrowed Funds. Borrowings from the FHLB increased from $463.8 million at the end of 2006 to $548.0 million at the end
0f' 2007 and $737.4 million at the end of 2008. The increased borrowings were used primarily to fund loan growth and to
pay off brokered deposits and subordinated debt ($7.0 million in 2007 and $5.0 million in 2006).

Stockholders’ Equity. Stockholders’ equity declined from $582.9 million at the end of 2006 to $518.7 million at the end of
2007 and $493.9 million at the end of 2008. The decline in 2007 was due primarily to the repurchase of 3,928,022 shares of
the Company’s common stock at a total cost (including transaction costs) of $43.6 million and the payment to stockholders
of two extra dividends of $0.20 per share each. The decline in 2008 was due primarily to the payment to stockholders of two
extra dividends of $0.20 per share each.

Payment of the extra dividends semi-annually exceeded earnings and, accordingly, represented a return of capital to

stockholders (subject to taxation) rather than a distribution of earnings. The total of extra dividends paid between August
2003 (the date of the first extra payment) and February 2009 (the date of the most recent declared payment), amounted to
over $143 million, or $2.40 per share. Such payments have been an effective means of distributing part of the Company’s
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excess capital in a measured way that treats all stockholders equally. Future extra dividends and the per share amount of any
such dividends will depend on an assessment of the Company’s capital needs and opportunities to deploy capital to grow the
Company’s business, including through acquisitions, and to repurchase shares of the Company’s common stock.

Non-Performing Assets

The following table sets forth information regarding non-performing assets, restructured loans and the allowance for loan
losses:
Year ended December 31,
2008 2007 2006 2005 2004
(In thousands)

Non-accrual loans:
Mortgage loans:

One-to-four family .........cccoooeviiieiiiiieeee e $ 632 § 29 % - 3 167 $ -
Commercial real estate ..........ccoceeevvvveeevceeeeeieeeeeneee. 2,318 - 90 - -
Commercial loans - EaStern ..........coooevvvvevieeeeeineeeineennn. 2,641 2,265 657 - -
Indirect automobile 10ans ..........ccceeeveeciieecieenciienieeenn 468 427 153 313 111
Other consumer 10ans ...........ccceeeeeeviieecieeecieesreesveeeneen - 9 - - -
Total non-accrual 10ans .........cccccoeevvvvievieeeiennnnn. 6,059 2,730 900 480 111
Repossessed Vehicles .......ooverieriiiiiiiiiierieeee e 1,274 1,621 784 493 328
Repossessed eqUIPMENt .......cc.eeceeeeeeriieieeieniienieeieeee e 762 531 178 - -
Other real estate owWned ..........cccoeevevieriieciieciecieseere e, 100 517 - - -
Other 1eCeiVabIle ......c.ccocvieeviiiiiieeieecieece e - - 97 - -
Total non-performing assets ...............ccceeveeveenee. $ 8,195 $ 5399 $ 1959 $ 973 § 439
ReStructured LOANS .......oveeveeeeeeeeeeeeeeee et $ 3,358 $ 887 $ - 3 - 3 -
Allowance for loan losses as a percent of total loans ........ 1.34% 1.29% 1.28% 1.36% " 1.38% "
Non-performing loans as a percent of total loans .............. 0.29 0.14 0.05 0.03 0.01
Non-performing assets as a percent of total assets ............ 0.31 0.22 0.08 0.04 0.03

() The allowance for loan losses at December 31, 2005 and 2004 included $1,263 and $866, respectively, representing an
allowance for unfunded loan commitments which in years subsequent to 2005 was included in other liabilities. If such
amounts had been excluded from the allowance for loan losses, the allowance for loan losses as a percent of total loans
would have been 1.28% at December 31, 2005 and 1.31% at December 31, 2004.

Loans are placed on non-accrual status either when reasonable doubt exists as to the full timely collection of interest and
principal or automatically when a loan becomes past due 90 days. Restructured loans represent performing loans for which
concessions (such as reductions of interest rates to below market terms and/or extension of repayment terms) were granted
due to a borrower's financial condition.

Non-performing assets include other real estate owned resulting from foreclosures of properties securing mortgage loans or
acceptance of a deed in lieu of foreclosure, repossessed vehicles resulting from non-payment of amounts due under auto
loans and repossessed equipment resulting from non-payment of amounts due under Eastern loans. Other real estate owned
and repossessed vehicles and equipment are recorded at estimated fair value less costs to sell.

Non-accrual loans at December 31, 2008 included residential mortgage loans to four borrowers and two commercial
mortgage loans to one borrower that were adequately secured by the estimated values of the underlying properties. Due to
the weakening economy, disposition of the one of the properties securing one of the commercial mortgage loans could take
some time and could result in a loss. A specific reserve has been established for the potential loss exposure. Eastern and auto
loans on non accrual are comprised of several loans. See the subsections “Auto Loans” and “Provision for Credit Losses”
appearing elsewhere herein for information about rising delinquencies and net charge-offs in the Eastern and auto loan
portfolios.

Other real estate owned at December 31, 2007 was comprised of two residential properties resulting from foreclosure. One
of the properties was sold in 2008 without a loss. At the time of acquisition of the other property, the balances of the related
loan exceeded the estimated fair value of the property less costs to sell by $165,000 and, accordingly, that amount was
charged to the allowance for loan losses. The property remains in other real estate owned at December 31, 2008.

The increases in repossessed equipment in 2008 and 2007 were attributable to a rise in the number of Eastern borrowers who
were unable to make required loan payments. The increase in repossessed vehicles in 2007 was attributable to an increase in
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borrowers who were unable to make required loan payments and weaker demand for repossessed vehicles at dealer auctions.
The increase in repossessed vehicles during 2003 through 2006 was due primarily to growth of the auto loan portfolio during
that time.

Restructured loans at December 31, 2008 and 2007 were comprised of Eastern loans in which the maturity date of the loans
was extended and/or interest rates were reduced to drop required monthly payments to more manageable amounts for the
borrowers.

The other receivable amounting to $97,000 at December 31, 2006 was collected in full subsequent to that date.

Allowance for Loan Losses

The allowance for loan losses is management’s estimate of probable known and inherent credit losses in the loan portfolio.
The manner in which the allowance is established is based on judgments, assumptions and estimates that are difficult,
complex and subjective. Use of different judgments, assumptions and estimates could result in material differences in our
operating results or financial condition. Accordingly, the policies that govern our assessment of the allowance for loan losses
are considered “Critical Accounting Policies” and are discussed under that heading earlier in this report.

The following table sets forth activity in the Company’s allowance for loan losses for the years presented in the table.

Year ended December 31,

2008 2007 2006 2005 2004
(In thousands)
Balance at beginning of Year ..........c.ccccoevevveeveieeirinierieeeeeeenns $ 24445 § 23,024 $ 22,248 $§ 17,540 $ 16,195
Provision for 10an 10SSES ........cccvvevvviiiiiieieiieeeeeeeeeeee s 11,593 6,681 2,549 2,483 2,603
Allowance obtained through acquisitions - - 1,959 3,501 -
Transfer for off-balance sheet loan commitments ..................... - - (1,286) - -
Charge-offs:
Indirect automobile 10ans ..........c.cccoeveviveeiiiiiiiiiieeeeeeees 7,410 4,645 2,277 1,803 1,384
Other consumer loans ........... 23 17 7 17 25
One-to-four family mortgage loans.... - 165 65 - -
Commercial loans - Eastern ..........cccccooevvvvieviiiineieeiieeennen. 1,339 1,319 638 - -
Other commercial 10ans .............ccceeevvevieeciieciicieceeeereene 65 - 38 - -
Total charge-offs .......c.ccoeveiieoiiiiiiee 8,837 6,146 3,025 1,820 1,409
Recoveries:
Commercial real estate mortgage 1oans...........cceceevveeeeuennenne 4 4 4 79 7
Indirect automobile 10ans ...........cccoevvevvieeciieiieiii e 739 657 439 445 138
Other consumer 10ans .............ccoeeeeveeeeeiveeeeieee e 6 8 6 20 6
Commercial loans - Eastern ... 346 217 123 - -
Other commercial 10ans ...........ccc.cooevveeeeiieeeciiee e - - 7 - -
Total FECOVETIES ...voecveieeeeeceieereeee e 1,095 886 579 544 151
Net charge-0ffS .......ocviiiriiiiiicceceee e (7,742) (5,260) (2,446) (1,276) (1,258)
Balance at end of Year .........ccoeeevieirieeieeeeeeee e $ 28296 § 24445 § 23,024 § 22248 $§ 17,540

See the subsection “Provision for Credit Losses” appearing earlier in this report for a discussion of the rising provision for
loan losses and loan charge-offs recognized in the Company’s consolidated financial statements during the past three years.

Prior to December 31, 2006, the allowance for loan losses included amounts for unfunded credit commitments. Such
amounts were determined by multiplying the reserve factors assigned to each loan segment times the balance of unfunded
commitments by loan segment. None of the unfunded commitments at December 31, 2006 was considered to have other than
normal credit risk.

Effective December 31, 2006, the allowance related to unfunded credit commitments of $1,286,000 was transferred from the
allowance for loan losses to a separate liability account. This change, which was made to comply with the requirements of
generally accepted accounting principles, had no effect on the consolidated earnings of the Company. This accounting
treatment was not followed prior to that date due to immateriality. The amounts transferred would have been $1,263,000 at
the end of 2005 and $866,000 at the end of 2004.

During the past five years, mortgage loan and commercial loan charge-offs were $230,000 and $103,000, respectively.

While we believe this favorable experience is attributable to our adhering to conservative underwriting policies, it is also due
to the generally strong economy that existed during that time. Such favorable experience may not be sustainable over normal
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lending cycles. When the economy is strong, an inherent higher level of risk continues to exist because of the long-term
nature of our mortgage and commercial loan portfolios. Mortgage loans tend to have an average life of several years. The
higher level of risk in such loans becomes more evident when the economy weakens.

The following tables set forth the Company's percent of allowance by loan category and the percent of loans to total loans in
each of the categories listed at the dates indicated.

Mortgage loans:
One-to-four-family .................
Multi-family ..............
Commercial real estate ...........
Construction and development
Home equity
Second ....ooevveiviiirinene

Commercial loans — Eastern........

Other commercial loans ..............

Indirect automobile loans .

Other consumer loans .................

Unallocated ........ccoovevveeenveennennne

Total

M

Mortgage loans:

One-to-four-family ...........c.c.c.....

Multi-family .......c.c.....
Commercial real estate ......

Construction and development .

Home equity .....c.ccccoevevruennnnee
Second ....cooveeievieiieeiinnne,
Commercial loans - Eastern .

Other commercial loans ...................
Indirect automobile loans ................

Other consumer loans ....

Unallocated ......cccoovverveenieeniecrienne

Total

Based on gross loans, net of unfunded credit commitments.

At December 31,
2008 2007 2006
Percent Percent Percent
of loans of loans of loans
Percent of in each Percent of in each Percent of in each
allowance  category allowance  category allowance category
to total to net to total to net to total to net
Amount allowance loans ®  Amount allowance loans '  Amount allowance loans
(Dollars in thousands)
$ 1,085 3.83% 1736% $ 883 3.61% 1571% $ 858 3.73% 16.08 %
3,020 10.67 14.46 2,853 11.67 15.23 3,020 13.12 16.99
7,094 25.07 22.06 5,867 24.00 19.71 5,909 25.66 20.58
604 2.14 1.45 462 1.89 1.23 629 2.73 1.77
421 1.49 2.02 351 1.44 1.87 364 1.58 2.05
334 1.18 1.28 299 1.22 1.27 208 0.90 0.94
2,577 9.11 7.06 2,427 9.93 7.56 2,296 9.97 7.16
1,645 5.81 5.52 1,615 6.61 5.50 1,339 5.82 3.87
7,937 28.05 28.60 5,662 23.16 31.71 4,176 18.14 30.38
40 0.14 0.19 39 0.16 0.21 33 0.14 0.18
3,539 12.51 - 3,987 16.31 - 4,192 18.21 -
$ 28,296 100.00% 100.00% $ 24,445 100.00% 100.00% $ 23,024 100.00%  100.00 %
At December 31,
2005 2004
Percent Percent
of loans of loans
Percent of in each Percent of in each
allowance  category allowance  category
to total to gross to total to gross
Amount allowance loans Amount allowance loans
(Dollars in thousands)
............. $ 929 4.18% 16.77% $ 408 233 % 10.32 %
4,747 21.34 22.15 4,808 27.41 25.42
5,887 26.46 22.02 5,043 28.75 22.55
739 3.32 2.10 803 4.58 2.67
429 1.93 2.50 141 0.80 1.07
287 1.29 1.34 802 4.58 4.06
............. 2,147 9.65 6.15 1,337 7.62 5.72
............. 2,917 13.11 26.79 1,416 8.07 28.01
31 0.14 0.18 24 0.14 0.18
............. 4,135 18.58 - 2,758 15.72 -
............. $ 22248 100.00% 100.00% $ 17,540 100.00 %  100.00 %

The long-term nature of the Company's mortgage and commercial loan portfolios as well as the impact of economic changes
make it most difficult, if not impossible, to conclude with precision the amount of loss inherent in those loan portfolios at a
point in time. In determining the level of the allowance, management evaluates specific credits and the portfolio in general
using several methods that include historical performance, collateral values, cash flows and current economic conditions.
This evaluation culminates with a judgment on the probability of collection of loans outstanding.

The Company utilizes an internal rating system as one of its methods to monitor and evaluate credit risk. At the time of
approval, all loans other than auto loans, one-to-four family residential mortgage loans, home equity loans and other
consumer loans are assigned a rating based on all the factors considered in originating the loan. The initial loan rating is
recommended by the loan officer and approved by the individuals or committee responsible for approving the loan. Loan
officers are expected to recommend to the Loan Committee changes in loan ratings when facts come to their attention that
warrant an upgrade or downgrade in a loan rating.

Problem and potential problem assets (including those in the Eastern loan portfolio) are assigned ratings that coincide with
the "Substandard", "Doubtful" and "Loss" classifications used by federal regulators in their examination of financial
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institutions. Generally, an asset is considered Substandard if it is inadequately protected by the current net worth and paying
capacity of the obligors and/or the collateral pledged. Substandard assets include those characterized by the distinct
possibility that the Company will sustain some loss if the deficiencies are not corrected. Assets classified as Doubtful have
all the weaknesses inherent in those classified Substandard with the added characteristic that the weaknesses make collection
or liquidation in full, on the basis of currently existing facts, highly questionable and improbable. Assets classified as Loss
are those considered uncollectible and of such little value that their continuance as assets without the establishment of a
specific loss reserve and/or charge-off is not warranted. Assets which do not currently expose the Company to sufficient risk
to warrant classification in one of the aforementioned categories but possess weaknesses are designated "Special Mention".
The Company assigns its fourth lowest rating to loans meeting this designation.

On a quarterly basis, management reviews with the Watch Committee the status of each loan assigned one of the Company’s
four adverse internal ratings and the judgments made in determining the valuation allowances allocated to such loans. Loans,
or portions of loans, classified Loss are either charged off against valuation allowances or a specific allowance is established
in an amount equal to the amount classified Loss.

At December 31, 2008, there were loans of $14.0 million classified Special Mention, $5.6 million classified Substandard and
$1.0 million classified Doubtful. There were specific reserves of $902,000 on such loans. At December 31, 2007, there were
loans of $6.2 million classified Special Mention, $3.6 million classified Substandard and $1.1 million classified Doubtful.
There were specific reserves of $1,385,000 on such loans. The increase in loans classified Special Mention is attributable to
a $5.1 million commercial loan and three commercial real estate mortgage loans aggregating $3.1 million that are adequately
secured and on which all required payments have been made on schedule. The commercial loan borrower has strong capital,
but is experiencing declining profitability. Deteriorating economic conditions locally, regionally and nationally could cause
some of the Company’s borrowers to experience difficulty in meeting their loan obligations, resulting in a higher level of
non-performing assets in the future.

The allowance for loan losses related to the auto loan portfolio is established based on an estimate of cumulative losses over
the life of the loans by year of origination. The projected cumulative loss is spread over the thirty month average life of the
portfolio. Each quarter, based on actual experience and an assessment of economic factors, projected cumulative losses are
updated for each year of loan originations. When projected cumulative losses exceed provisions charged to earnings to date
plus provisions to be charged over the remainder of the 30 month average life period, the excess is added to the allowance
for loan losses by a charge to the provision for loan losses.

The annual provision for loan losses related to auto loans has exceeded net charge-offs every year since we commenced auto
lending in 2003. As a result, the allowance for loan losses allocated to the auto loan portfolio expressed as a percent of auto
loans outstanding increased from 0.77% at the end of 2006 to 0.95% at the end of 2007 and 1.33% at the end of 2008. The
latter percent exceeds the 1.12% annualized rate of net charge-offs experienced in 2008 and the annualized rate of 1.24%
experienced in the fourth quarter of 2008.

The unallocated part of the allowance is based on an evaluation of factors such as real estate values in the areas where we
lend money, concentrations in the amount of loans we have outstanding to large borrowers and trends in the economy that
affect real estate values, the consumer, the auto industry and the business sectors in which the Company makes loans.
Determination of this portion of the allowance is a very subjective process. Management believes the unallocated allowance
is an important component of the total allowance because it addresses the probable inherent risk of loss that exists in that
part of the Company’s loan portfolio with repayment terms extended over many years. It also helps to minimize the risk
related to the margin of imprecision inherent with the estimation of the allocated components of the allowance. We have not
allocated the unallocated portion of the allowance to the major categories of loans because such an allocation would imply a
degree of precision that does not exist.

The reserve factors assigned to the various loan categories have remained unchanged for several years. Upon a review of the
factors used, we decided to reduce the reserve factor applied to the balance of multi-family mortgage loans from 1.25% to
1.00% effective December 31, 2006. This change was made for the following reasons:

e  We had not charged off any multi-family mortgage loans in the prior thirteen years.

e  Our loan loss experience was not unique. Many of the financial institutions involved in that market segment, both
locally and in other metropolitan areas, likewise reported excellent loss experience.

e  The total of multi-family mortgage loans outstanding had been declining due to added competition for such loans.
National markets had developed whereby multi-family mortgage loans were combined into pools and sold in a manner
similar to mortgage-backed securities comprised of one-to-four family mortgage loans. This market developed in part
because multi-family mortgage loans were considered low risk loans.

e  Absent the existence of countervailing factors, the further seasoning of the multi-family mortgage loan portfolio
reduced the remaining inherent risk in those loans.
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e  Demand for multi-family housing remained strong and there appeared to be no signs that would suggest deterioration in
that lending segment.

As of December 31, 2006, the change in the reserve factor applied to multi-family mortgage loans resulted in an $828,000
reduction in the allowance for loan losses allocated to that portfolio segment. That was credited to earnings in 2006.

In reviewing reserve factors in 2006, we decided not to change the factors assigned to commercial real estate mortgage
loans, construction loans and other commercial loans for the following reasons:

e  Despite excellent loan loss experience in those segments over the past ten years, the degree of risk associated with
those loans had not lessened.

e  The collectibility of commercial real estate mortgage loans and other commercial loans is highly dependent on the
strength of the economy. In light of current economic uncertainties, we considered it unwise to reduce the reserve
factors assigned to these segments of the loan portfolio.

Prior to January 1, 2005, the Company allocated part of its allowance for loan losses to address the risk associated with the
normal lag that exists between the time deterioration might occur in a higher risk loan (commercial loans and mortgage
loans excluding residential and home equity mortgage loans) and when such deterioration becomes known. While this lag
represents an additional risk, the Company determined that measurement of that risk was not readily quantifiable and that the
amounts previously allocated for such risk were based on somewhat arbitrary assumptions. Accordingly, commencing
January 1, 2005, amounts previously allocated for such risk were included in the unallocated portion of the allowance. The
amount allocated for such risks included in the table above was $1.5 million at December 31, 2004.

The amount of the unallocated allowance at December 31, 2008 is considered reasonable in light of current real estate
market conditions and economic conditions affecting consumers and small business owners.

Quantitative and Qualitative Disclosure About Market Risk

Market risk is the risk of loss from adverse changes in market prices and/or interest rates. Since net interest income is the
Company’s primary source of revenue, interest rate risk is the most significant non-credit related market risk to which the
Company is exposed.

The Company’s Asset/Liability Committee, comprised of several members of senior management, is responsible for
managing interest rate risk in accordance with policies approved by the Board of Directors regarding acceptable levels of
interest rate risk, liquidity and capital. The Committee reviews with the Board of Directors on a quarterly basis its activities
and strategies, the effect of those strategies on the Company’s operating results, the Company’s interest rate risk position and
the effect subsequent changes in interest rates could have on the Company’s future net interest income. The Committee is
involved in the planning process as well as in the monitoring of pricing for the Company’s loan and deposit products.

The Committee manages interest rate risk through use of both earnings simulation and GAP analysis. Earnings simulation is
based on actual cash flows and assumptions of management about future changes in interest rates and levels of activity (loan
originations, loan prepayments and deposit flows). The assumptions are inherently uncertain and, therefore, actual results
will differ from simulated results due to timing, magnitude and frequency of interest rate changes as well as changes in
market conditions and strategies. The net interest income projection resulting from use of actual cash flows and
management’s assumptions (“Base Case”) is compared to net interest income projections based on an immediate shift of 200
basis points upward or downward in the first year of the model (“Interest Rate Shock™). The following table indicates the
estimated impact on net interest income over a one year period under scenarios of a 200 basis points change upward or
downward as a percentage of Base Case earnings projections.

Changes in interest Estimated percentage change
rates (basis points) in future net interest income
F200 OVET ONE YEAT ..eeeuveeeiiieeiieeieeesieeeieeesieeeteeesseeesseesseeeseesnseessseessseessseesns (2.37) %

BaSE CASE ...oeeeeiiieeiiieeee et e et e e -

2200 OVEL ONE YEAT ....coomvvorrieomeeireeesieeseesesessseeesssessssssesssesssssesssssesessses st ssssssssssneees 2.68 %

The Company’s interest rate risk policy states that an immediate 200 basis points change upward or downward should not
negatively impact estimated net interest income over a one year period by more than 15%.

The results shown above are based on the assumption that there are no significant changes in the Company’s operating
environment and that short-term interest rates will remain at current levels for all of 2009. Further, in the case of the 200
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basis points downward adjustment, it was assumed that it would not be possible to reduce the rates paid on certain deposit
accounts by 200 basis points. Instead, it was assumed that NOW accounts would be reduced by 10 basis points and savings
accounts by 115 basis points. There can be no assurance that the assumptions used will be validated in 2009.

GAP analysis measures the difference between the assets and liabilities repricing or maturing within specific time periods.
An asset-sensitive position indicates that there are more rate-sensitive assets than rate-sensitive liabilities repricing or
maturing within specific time horizons, which would generally imply a favorable impact on net interest income in periods of
rising interest rates and a negative impact in periods of falling rates. A liability-sensitive position would generally imply a
negative impact on net interest income in periods of rising rates and a positive impact in periods of falling rates. GAP
analysis has limitations because it cannot measure the effect of interest rate movements and competitive pressures on the

repricing and maturity characteristics of interest-earning assets and interest-bearing liabilities.

Generally, it is the Company’s policy to reasonably match the rate sensitivity of its assets and liabilities. The interest rate
sensitivity gap is defined as the difference between the amount of interest-earning assets maturing or repricing within a
specific time period and the amount of interest-bearing liabilities maturing or repricing within the same time period.

The table below shows the Company’s interest rate sensitivity gap position as of December 31, 2008.

At December 31, 2008
More than More than More than  More than More than
One one year two years three years  four years five years More than
year to two to three to four to five to ten ten
or less years years years years years years Total
(Dollars in thousands)

Interest-earning assets:
Short-term investments..................... $ 99,082 $ - $ - $ - $ - $ - $ - $ 99,082

Weighted average rate . . 1.95 % - - - - - - 1.95%
Debt securities @ ........ . 126,004 67,283 30,489 21,821 16,744 23,933 2,932 289,206

Weighted average rate 4.19 % 421% 4.23% 4.18% 4.19 % 4.34% 6.90 % 4.24%
Mortgage loans @ ......oooovvvrveirnennn 468,032 205,751 150,715 131,199 137,945 124,109 6,546 1,224,297

Weighted average rate ................ 5.11 % 5.85% 6.15% 6.17% 5.88 % 6.09 % 6.46 % 5.67%
Commercial loans - Eastern ) _...... 47,155 33,806 26,224 15,576 9,340 14,847 521 147,469

Weighted average rate 10.03 % 10.24% 10.09 % 9.74 % 9.43 % 9.09 % 8.37% 9.92%
Indirect automobile loans © 225,588 158,333 101,387 59,147 27,263 25,512 - 597,230

Weighted average rate . 6.67 % 6.85% 7.04% 7.06 % 7.05 % 7.16% - 6.86 %
Other 10ans @ ....ooovovoocereeeecrrn, 75,957 12,692 8,651 8,231 4,767 8,843 - 119,141

Weighted average rate ................ 3.94 % 6.55% 6.80 % 6.82 % 6.68 % 6.37 % - 491 %
Total interest-earning assets ............ 1,041,818 477,865 317,466 235,974 196,059 197,244 9,999 2,476,425

Weighted average rate ................ 5.17 % 6.28 % 6.59 % 6.47 % 6.09 % 6.25% 6.69 % 5.86%
Interest-bearing liabilities: ™
NOW accounts ........ceeeeeveeeerererenenn 28,868 28,868 28,871 - - - - 86,607

Weighted average rate ................ 0.18 % 0.18% 0.18% - - - - 0.18%
Savings accounts ..........coceceeereennnne 28,052 28,052 28,055 - - - - 84,159

Weighted average rate 1.19 % 1.19% 1.19% - - - - 1.19%
Money market savings accounts ..... 279,791 23,726 - - - - - 303,517

Weighted average rate ................ 2.58 % 1.76 % - - - - - 2.52%
Retail certificates of deposit @ ...... 621,633 136,387 15,771 3,062 8,939 - - 785,792

Weighted average rate ................ 3.28% 3.60% 4.28% 4.30% 3.80 % - - 3.37%
Brokered certificates of deposit ® 26,381 - - - - - - 26,381

Weighted average rate 537 % - - - - - - 537%
Borrowed funds @ ... . 393,400 188,884 67,443 25,843 29,050 23,306 9,432 737,358

Weighted average rate 3.57% 3.66 % 4.00 % 4.56 % 4.09 % 4.74 % 5.18% 3.75%
Total interest-bearing liabilities ...... 1,378,125 405,917 140,140 28,905 37,989 23,306 9,432 2,023,814

Weighted average rate ................ 3.15% 3.11% 2.68 % 4.53% 4.02 % 4.74 % 5.18% 3.18%
Interest sensitivity gap @ e $ (336,307) $ 71,948 $ 177,326 $ 207,069 $ 158,070 $ 173938 § 567 $ 452,611

Cumulative interest sensitivity gap . $ (336,307) $ (264,359) §$ (87,033) §$ 120,036 $ 278,106 $ 452,044

$ 452,611

Cumulative interest sensitivity gap

as a percentage of total assets ....... (12.87)% (10.12)% (3.33)% 4.59 % 10.64 % 17.30%

Cumulative interest sensitivity gap
as a percentage of total

interest-earning assets .................. (13.58)% (10.68)% (3.51)% 4.85% 11.23 % 18.25%

Q)]

result of anticipated prepayments, scheduled rate adjustments and contractual maturities.

17.32%

18.28%

Interest-earning assets and interest-bearing liabilities are included in the period in which the balances are expected to be redeployed and/or repriced as a

@ Debt securities include all debt securities. Unrealized gains and losses on securities, all other marketable equity securities and restricted equity

securities are excluded.
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® For purposes of the gap analysis, the allowance for loan losses, deferred loan fees and costs on loans and fair value adjustments are excluded.
@ Interest sensitivity gap represents the difference between interest-earning assets and interest-bearing liabilities.

Interest rates paid on NOW accounts, savings accounts and money market savings accounts are subject to change at any time
and such deposits are immediately withdrawable. A review of rates paid on these deposit categories over the last several
years indicated that the amount and timing of rate changes did not coincide with the amount and timing of rate changes on
other deposits when the Federal Reserve adjusted its benchmark federal funds rate. Because of this lack of correlation and
the unlikelihood that such deposits would be withdrawn immediately, the Company allocates money market savings
accounts between the “one year or less” and the “more than one year to two years” columns and NOW accounts and savings
accounts equally over those two columns and the “more than two years to three years” column in its gap position table.

At December 31, 2008, interest-earning assets maturing or repricing within one year amounted to $1.042 billion and interest-
bearing liabilities maturing or repricing within one year amounted to $1.378 billion, resulting in a cumulative one year
negative gap position of $336 million, or 12.9% of total assets. At December 31, 2007, the Company had a cumulative one
year negative gap position of $209 million, or 8.6% of total assets. The change in the cumulative one year gap position from
the end of 2007 resulted primarily from the shortening of the average duration of borrowed funds and the shifting of a
portion of certificates of deposit to money market savings accounts.

The Company’s cumulative positive interest sensitivity gap of assets and liabilities with expected maturities of more than
three years changed from approximately $414 million, or 17.1%, of total assets at December 31, 2007 to $540 million, or
20.7%, of total assets at December 31, 2008. The change was due primarily to the shortening of the average duration of
certificates of deposit and borrowed funds.

Other Market Risks. Included in the Company’s investment portfolio at December 31, 2008 were marketable equity
securities with a market value of $1.2 million. That amount is net of unrealized losses of $422,000. Movements in the market
price of securities may affect the amount of gains or losses ultimately realized by the Company from the sale of its equity
securities.

Off-Balance Sheet Arrangements

The Company had no off-balance sheet arrangements at December 31, 2008. Periodically, the Bank enters into stand-by
letters of credit. The effect of such activity on the Company’s financial condition and results of operations are immaterial.

Contractual Obligations

A summary of contractual obligations at December 31, 2008 by the expected payment period follows.

Payment due by period
Less than One to Three to Over
one year  three years five years five years Total
(In thousands)

Borrowed funds from the FHLB ..................... $ 393,460 $ 256,327 $ 54,893 $§ 32,738 $ 737,418
Loan commitments V...........cooocoooroooors, 245,162 - - - 245,162
Occupancy lease commitments D 1,960 3,549 2,220 2,213 9,942
Service provider contracts G 6,167 10,598 2 - 16,767
Retirement benefit obligations ® ... 5,771 68 112 272 6,223

§ 652,520 $§ 270,542 § 57,227 § 35223 §1,015,512

(" These amounts represent commitments made by the Company to extend credit to borrowers as long as there is no violation of any

condition established in the contract. Commitments generally have fixed expiration dates or other termination clauses. Since some of
the commitments are expected to expire without being drawn upon, the total commitment amount does not necessarily represent
future cash requirements.

The leases contain escalation clauses for real estate taxes and other expenditures.

Payments to service providers under most of the existing contracts are based on the volume of accounts served or transactions
processed. Some contracts also call for higher required payments when there are increases in the Consumer Price Index. The expected
payments shown in this table are based on an estimate of the number of accounts to be served or transactions to be processed, but do
not include any projection of the effect of changes in the Consumer Price Index.

The amount recognized as a liability for aggregate benefits payable to two executive officers under supplemental retirement income
agreements at December 31, 2008 was $5,749,000. Since the officers were eligible to retire at that date and can elect to receive the
amount owed to them under the agreements in a lump sum, such liability is included in the “less than one year” column of this table.
If such elections were not made, the executives would receive the amounts due to them over 20 years in the case of one executive and
15 years in the case of the other executive commencing upon retirement.

(2]
3)

“4)
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Liquidity and Capital Resources

The Company’s primary sources of funds are deposits, principal and interest payments on loans and debt securities and
borrowings from the FHLB. While maturities and scheduled amortization of loans and investments are predictable sources
of funds, deposit flows and mortgage loan prepayments are greatly influenced by interest rate trends, economic conditions
and competition.

Based on its monitoring of historic deposit trends and its current pricing strategy for deposits, management believes the
Company will retain a large portion of its existing deposit base. While retail deposits grew $77.5 million, or 6.2%, in 2008,
growth in 2009 will depend on several factors, including the strength of the economy, the interest rate environment and
competitor pricing.

The Company obtained $78.1 million of brokered deposits in 2006 and used the funds primarily to pay off some of the
higher rate borrowed funds of Eastern. Brokered deposits were obtained through brokerage firms operating on a national
basis. An attractive feature of brokered deposits is that collateral does not have to be pledged to obtain the funds. Rates on
the funds obtained were in the range of those offered by the FHLB. Brokered deposits amounted to $26.4 million at
December 31, 2008. Maturing deposits were not rolled over because the rates offered on new brokered deposits were higher
than rates available on alternative funding sources.

The Company utilizes advances from the FHLB to fund growth and to manage part of the interest rate sensitivity of its assets
and liabilities. Generally, borrowings from the FHLB result in more interest expense than would be incurred if growth was
funded solely by deposits. Advances outstanding from the FHLB increased from $464 million at the end of 2006 to $548
million at the end of 2007 and $737 million at the end of 2008. The increases were used primarily to fund part of the loan
growth in 2007 and 2008, fund repurchases of the Company’s common stock in 2007, replace maturing brokered deposits
and pay off $7.0 million of floating rate debentures. At December 31, 2008, the Company had the capacity to borrow an
additional $121 million from the FHLB.

The Company’s most liquid assets are cash and due from banks, short-term investments and debt securities that generally
mature within 90 days. At December 31, 2008, such assets amounted to $121.4 million, or 4.6% of total assets.

At December 31, 2008, Brookline Bank exceeded all regulatory capital requirements. Brookline’s Tier I capital was $418.3
million, or 16.5% of adjusted assets. The minimum required Tier I capital ratio is 4.00%.

Recent Accounting Pronouncements

Statement of Financial Accounting Standards No. 157 (“SFAS 1577), “Fair Value Measurements”. In September 2006, the
FASB issued SFAS 157 to provide consistency and comparability in determining fair value measurements and to provide for
expanded disclosures about fair value measurements. The definition of fair value maintains the exchange price notion in
earlier definitions of fair value but focuses on the exit price of the asset or liability. The exit price is the price that would be
received to sell the asset or paid to transfer the liability adjusted for certain inherent risks and restrictions. Expanded
disclosures are also required about the use of fair value to measure assets and liabilities. The effective date is for financial
statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years.
Adoption of SFAS 157 did not have a material impact on the Company’s financial position.

Statement of Financial Accounting Standards No. 159 (“SFAS 1597), “Fair Value Option for Financial Assets and
Financial Liabilities . In February 2007, the FASB issued SFAS 159 which generally permits the measurement of selected
eligible financial instruments, including investment securities, at fair value as of specified election dates and to report
unrealized gains or losses on those instruments in earnings at each subsequent reporting date. Generally, the fair value
option may be applied on an instrument by instrument basis but, once applied, the election is irrevocable and is applied to
the entire instrument. The provisions of SFAS 159 were effective as of January 1, 2008. The Company did not elect the fair
value option under SFAS 159.

Statement of Financial Accounting Standards No. 141 (Revised 2007), “Business Combinations” (“SFAS 141R”) and
Statement of Financial Accounting Standards No. 160, “Noncontrolling Interests in Consolidated Financial Statements, an
Amendment of ARB No. 51 (“SFAS 160”). In December 2007, the FASB issued SFAS 141R and SFAS 160. These
statements require significant changes in the accounting and reporting for business acquisitions and the reporting of
noncontrolling interests in subsidiaries. Among many changes under SFAS 141R, an acquirer will record 100% of all assets
and liabilities at fair value for partial acquisitions, contingent consideration will be recognized at fair value at the acquisition
date with changes possibly recognized in earnings, and acquisition related costs will be expensed rather than capitalized.
SFAS 160 establishes new accounting and reporting standards for the noncontrolling interest in a subsidiary. Key changes
under the standard are that noncontrolling interests in a subsidiary will be reported as part of equity, losses allocated to a
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noncontrolling interest can result in a deficit balance, and changes in ownership interests that do not result in a change of
control are accounted for as equity transactions and, upon a loss of control, gain or loss is recognized and the remaining
interest is remeasured at fair value on the date control is lost. SFAS 141R applies prospectively to business combinations for
which the acquisition is on or after the beginning of the first annual reporting period beginning on or after December 15,
2008. The effective date for applying SFAS 160 is also the first annual reporting period beginning on or after December

15, 2008. Adoption of these statements will affect the Company’s accounting for any business acquisitions occurring after
the effective date and the reporting of any noncontrolling interests in subsidiaries existing on or after the effective date.

FASB Staff Position FAS 142-3 (“FSP FAS 142-3”), “Determination of the Useful Life of Intangible Assets”. In April 2008,
the FASB issued FSP FAS 142-3, which amends the factors that should be considered in developing renewal or extension
assumptions used to determine the useful life of a recognized intangible asset under FASB Statement No. 142, “Goodwill
and Other Intangible Assets”. The intent of this FSP is to improve the consistency between the useful life of a recognized
intangible asset under SFAS 142 and the period of expected cash flows used to measure the fair value of the asset under
FASB Statement No. 141 (revised 2007) (“SFAS 141 R”), “Business Combinations”, and other U.S. generally accepted
accounting principles. This Statement is effective for fiscal years beginning on or after December 15, 2008, and interim
periods within those years. Early application is not permitted. The Company has not yet determined the impact of the
adoption of FSP FAS 142-3 on the Company’s financial position or results of operations.

FASB Staff Position Emerging Issues Task Force 03-6-01 (“FSP EITF 03-6-01"), FSP EITF 03-6-01, “Determining
Whether Instruments Granted in Share-Based Payment Transactions Are Participating Securities”. In June 2008, the FASB
issued this FSP, which addresses whether instruments granted in share-based payment transactions are participating
securities prior to vesting and, therefore, need to be included in the earnings allocation in computing earnings per share
(“EPS”) under the two-class method described in paragraphs 60 and 61 of FASB Statement No. 128 (“SFAS 128”),
“Earnings Per Share”. The guidance in this FSP applies to the calculation of EPS under SFAS 128 for share-based payment
awards with rights to dividends or dividend equivalents. Unvested share-based payment awards that contain nonforfeitable
rights to dividends or dividend equivalents (whether paid or unpaid) are participating securities and shall be included in the
computation of EPS pursuant to the two-class method. This Statement is effective for fiscal years beginning on or after
December 15, 2008, and interim periods within those years. All prior-period EPS data presented shall be adjusted
retrospectively (including interim financial statements, summaries of earnings and selected financial data) to conform with
the provision of this FSP. Early application is not permitted. The Company has not yet determined the impact of the
adoption of FSP EITF 03-6-01 on the Company’s financial position or results of operations.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

The management of Brookline Bancorp, Inc. is responsible for establishing and maintaining adequate internal control over
financial reporting. Brookline Bancorp Inc.’s internal control system was designed to provide reasonable assurance to the
Company’s management and board of directors regarding the preparation and fair presentation of 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 reasonable assurance with respect to financial statement preparation and
presentation.

Brookline Bancorp, Inc.’s management assessed the effectiveness of the Company’s internal control over financial
reporting as of December 31, 2008. In making this assessment, it used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control-Integrated Framework. Based on our
assessment, we believe that, as of December 31, 2008, the Company’s internal control over financial reporting is effective
based on those criteria.

Brookline Bancorp, Inc.’s independent registered public accounting firm has issued an audit report on the effectiveness of
the Company’s internal control over financial reporting. This report appears on page F-2.

Lo /47»—«4/% @w&ﬁﬁw‘\k

Richard P. Chapman, Jr. Paul R. Bechet
Chief Executive Officer Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Brookline Bancorp, Inc.:

We have audited Brookline Bancorp, Inc.’s internal control over financial reporting as of December 31, 2008, based on
criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Brookline Bancorp, Inc.’s management is responsible for maintaining effective internal
control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting,
included in the accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility is to
express an opinion on the Company’s internal control over financial reporting based on our audit.

We conducted our audit 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 reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audit also
included performing such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed 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. A company's internal control over financial reporting includes those policies and
procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Brookline Bancorp, Inc. maintained in all material respects, effective internal control over financial
reporting as of December 31, 2008, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of Brookline Bancorp, Inc. and subsidiaries as of December 31, 2008 and 2007, and the
related consolidated statements of income, comprehensive income, stockholders’ equity and cash flows for each of the years
in the three-year period ended December 31, 2008, and our report dated February 27, 2009 expressed an unqualified opinion on
those consolidated financial statements.

KPMme LoP

Boston, Massachusetts
February 27, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Brookline Bancorp, Inc.:

We have audited the accompanying consolidated balance sheets of Brookline Bancorp, Inc. and subsidiaries (the
Company) as of December 31, 2008 and 2007, and the related consolidated statements of income, comprehensive income,
stockholders’ equity and cash flows for each of the years in the three-year period then ended. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated 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 reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of Brookline Bancorp, Inc. and subsidiaries as of December 31, 2008 and 2007, and the results of their operations
and their cash flows for each of the years in the three-year period ended December 31, 2008, in conformity with U.S.
generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Brookline Bancorp, Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO), and our report dated February 27, 2009 expressed an unqualified opinion on the
effectiveness of the Company’s internal control over financial reporting.

KPMe P

Boston, Massachusetts
February 27, 2009



BROOKLINE BANCORP, INC. AND SUBSIDIARIES

Consolidated Balance Sheets
(In thousands except share data)

ASSETS

Cash and due from banks ...........cccoecveviiriiiiieciieieeeeeeee e
ShOrt-term INVESTMENTS .....veeiiiieeieeiieeeieeeieeree e erieeeteeereesreeereesseesseennnas
Securities available for sale...........cccveeiiiiiieriieeee e
Securities held to maturity (market value of $171 and $199, respectively) ....
Restricted eqUILY SECUTTHES ...ooviieieiieriieiecteeieeieeeteete e sre e eaeeae e e
OGNS .ottt e e et e e et e e nnes
Allowance for 10an 10SSES .......ccuievuiieiieeiiii et sve e
INEETOANS ..ttt be et e e s sbeetaeessaeensees
Accrued interest reCeivable.........ccvivierierieiiciceereeeee e
Bank premises and equipment, Net..........ccoeccveerererieeiieeseeeiieeseeesieessveeenee e
Deferred taX @SSEL....cuiiiiiieeiieiiieeiiecteeete e st eete e ste e e e sr e e e e eesrae e beeaae e
Prepaid iNCOME TAXES ...vveveeieeiieiiesieeieeee et et ete e se e eaeseaeseeesseeneeens
GOOAWILL ..ttt ettt ae e beebeenseenaeses

Identified intangible assets, net of accumulated amortization
0f $8,369 and $6,618, 1€SPECLIVELY ..cuvevireeiiiciieiieiieieiee e
OthET @SSEES ..uvieuvieeieeiieriieieeieeteste et e st et et e et e eteesteesbeesbeessesssessaesseenseenseensenens
TOA] @SSELS...eeiuveeeirieiiieeiti ettt ettt et e et e e te e et e e e eree e beeeebeeeareeeanes

LIABILITIES AND STOCKHOLDERS’ EQUITY

REtail dePOSIES....eeieiieieieciieeiieie ettt e e enes
BroKered dePOSILS ......ccveevieieiieiiieiieeiecte ettt ettt sr e b e esaesaaesaeeeas
Borrowed fUNAS.......coeeiieiiiiei e e
Subordinated debt ..........ccoiieiiiieiiicicee e
MoOTtZagors’ ESCTOW ACCOUNLS ....eevvieurerireeiieeieeeieesteesteeeteesbeesseesreesneenas
Accrued expenses and other Liabilities ..........cccvevveeiieierierieieeie e

Total HaDILILIES ....eeveeiieriieieieeicete e

Minority interest in SUDSIAIATY .....cc.eeeeieiiriirieninereeeeteeeeese e

Stockholders’ equity:

Preferred stock, $0.01 par value; 50,000,000 shares

AUthorized; NONE ISSUEd .........vviiiieiiiieiiieeeeee e
Common stock, $0.01 par value; 200,000,000 shares authorized;

63,746,942 shares and 63,323,703 shares issued, respectively ...............
Additional paid-in capital...........cccceeeeriieriieriieniee e
Retained earnings, partially restricted.........ccoeveveiiiciirienierii e
Accumulated other comprehensive iNCOMe...........ceveerueeiieienieneeieeieneene
Treasury stock, at cost - 5,373,733 shares

and 5,333,633 shares, respectively.......ccccverieviieeieiienienieie e
Unallocated common stock held by ESOP — 522,761 shares

and 574,974 shares, respectively..........ccoeoeveiieiiiiiieeeeeee e

Total stockholders’ €qUIty.........cceevvveeriieiiiieiiieiieerie e

Total liabilities and stockholders’ equity ........c..cccovvvevievieieeeenienens

See accompanying notes to the consolidated financial statements.
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December 31,

December 31,

2008 2007
$ 22,270 $ 17,699
99,082 135,925
292,339 284,051
161 189
36,335 28,143
2,105,551 1,890,896
(28,296) (24,445)
2,077,255 1,866,451
8,835 9,623
10,218 9,045
13,328 10,849
193 2,105
43241 42,545
4,583 6,334
5,165 5,551
$ 2,613,005 $ 2,418,510
$ 1,327,844 $ 1,250,337
26,381 67,904
737,418 548,015
- 7,008
5,655 5,051
20,040 20,116
2,117,338 1,898,431
1,798 1,371
637 633
518,712 513,949
38,092 68,875
1,385 121
(62,107) (61,735)
(2,850) (3,135)
493,869 518,708
$ 2,613,005 $ 2,418,510




BROOKLINE BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Income
(In thousands except share data)

Year ended December 31,

2008 2007 2006
Interest income:
LLOGIS ...ttt e ettt e et et e et e e reeeaeas $ 125993 $ 123,050 $ 110,744
DEDE SECUTITLIES ..veveeeeeieeeeeeeeieee e ettt e e e e e et e e e e e e e s aaaeeeeeeeeennaaeeeeeeas 13,689 13,910 14,960
Short-term INVESTMENTS .........cccvevieirieieereee et e eeeeeeeeeeeeeeeeeeeeeeeeeeereee e 2,556 6,697 5,338
Restricted eqUILY SECUTTHES ...ecvvirverierieeiieieeieeeereereereeeee e sreeae e e . 1,229 1,778 1,484
Marketable equity SECUIItIES ......ccceeuerierieriieieeie et . 194 107 124
Total INTEreSt INCOIME ......eeivviieiiiiieeieeieieeee et e e e e e e e e seeaaaees 143,661 145,542 132,650
Interest expense:
Retail dEPOSILS ...ecoveeiieiieiiieiieciieteeie ettt sttt reenre s 39,445 45,046 35,775
Brokered dePOSitS.......cueecuiiirieeiiieiiiieeiiecree et et e e sreesere e esaeeetreenee s 2,208 4,013 2,663
Borrowed fUNS .....c..ovviiiiiiieeeeee e 27,277 23,737 23,127
Subordinated debt ........cc.cooiiiiiiiiiice e 65 666 906
Total INtErESt EXPEISE ..ovvreevereieriieiiereereeeeesteesreereeebeeseesseeseenseessesanes . 68,995 73,462 62,471
Net INTETESE INCOIME ...vveieiiiiieiiieeeeeeeeeeeeeeeee et eeeeeeeeaeeeeeesesssnnaeeeeessesnnnees . 74,666 72,080 70,179
Provision fOr Credit LOSSES ......ccoviiiiiiuiieeiiiieeeeeeee et eeee e 11,289 6,882 2,549
Net interest income after provision for credit 10Sses .........ccoeeveeernnen. 63,377 65,198 67,630
Non-interest income:
Fees and charges .......ccocveoeeieiieiieeeee e . 3,938 4,248 3,264
Gains (losses) on write-downs and sales of securities, net ...................... . (2,849) 47 558
OTNET oottt et et e et e e etaeeaee s 159 48 28
Total NON-INtEreSt INCOME ......ovvnriii ittt 1,248 4,343 3,850
Non-interest expense:
Compensation and employee benefits ..........coccovvvevveviveienienieieeeeenn 21,004 20,523 19,305
OCCUPANCY ..evieiiieiiieniieeniteste ettt estteestteebteebeeebeesateessbeesaseesnseessseesnseensees . 3,760 3,389 3,225
Equipment and data processing .........ccceveereererrienienieneene e . 6,847 6,652 6,017
Professional SEIVICES .....ccoovevuriiiiiiiiiieiiee e et eee et e e s e eeaaaeeeee e . 2,552 1,950 1,488
Advertising and Marketing ...........ccccvevverierieniiecieeiesieneee e . 1,251 1,036 1,019
Amortization of identified intangible assets........cccccevvieviieieeiereenreenennn. 1,751 2,014 2,234
(07411 SR TR S U 5,750 4,619 3,581
Total NON-INtEIESt EXPENSE ....vereeereierereriieieeieeeiereeeteeeeeeeeeesreeseeeneens 42915 40,183 36,869
Income before income taxes and Minority iNterest ...........ocevverveeeveevervennens 21,710 29,358 34,611
Provision fOr iNCOME TAXES ......ccveeiiiueieieiiieeeeeeeeeeeee e eeee e e eaeeeeesaeeeeennes 8,658 11,411 13,614
Net income before minority INtErest.........ocvvveeveerieeniieerieerie e 13,052 17,947 20,997
Minority interest in earnings of SubSIdiary .........ccoccveveeiiiierienieeeeeeee 202 205 185
NEEINCOME ...ttt et e eee e $ 12850 $ 17,742 $ 20,812
Earnings per common share:
BSIC vttt ns $ 022 $ 030 $ 0.34
DAIULEA .ttt 0.22 0.30 0.34
Weighted average common shares outstanding during the year:
BASIC .uviitiiectie ettt ettt e aeeeare s 57,607,498 59,133,252 60,369,558
DAIULEA .ottt 57,851,406 59,664,347 61,073,491

See accompanying notes to the consolidated financial statements.
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BROOKLINE BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income
(In thousands)

Net income

Other comprehensive income, net of taxes:

Unrealized securities holding (10sses) gains.......cccccecevveeneenceneeneeneenne.
Income tax (benefit) EXPEenSe. .......ceerveeruerrierieriereeie e
Net unrealized securities holding (losses) gains..........cocceevereveneene

Adjustment of accumulated obligation

for postretirement benefits ...........ccoeoevoeiieiieiieeeee e
Income tax Benetit.........coveevuivieuiriinieiiiieice e

Net adjustment of accumulated obligation

for postretirement benefits..........coocevoerieniiiiiineeeeeee

Net unrealized holding (10SS€S) ZAINS ......eevverevereieeieiieieeieiienee

Less reclassification adjustment for securities (losses) gains
included in net income:

Realized (10SSES) ZAINS ...ccvvevieeieeiieriieieeie et
Income tax (benefit) EXPEenSe .......ccccveevververierieriieie et
Net reclassification adjustment ...........ccoceveereencnieiieneneeceee

Net other comprehensive income from securities

and postretirement benefits ...........ccocevvievierieciiiceieeee e

Comprehensive IMNCOME ........eecuieiieieeeieiieieeie et

See accompanying notes to the consolidated financial statements.
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Year ended December 31,

2007 2006
17,742 20,812
1,264 1,626
464 581
800 1,045
(14) -
) -
©) -
791 1,045
47 558
17 200
30 358
761 687
18,503 21,499
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BROOKLINE BANCORP, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(In thousands)

Cash flows from operating activities:
INEE INCOIME ...ttt ettt sttt nae e
Adjustments to reconcile net income
to net cash provided from operating activities:
Provision for credit IoSSES .......oovevereriiininieieieriesee e
Compensation under recognition and retention plans ............cccceeeueenee.

Depreciation and amortization of bank premises and equipment .......... .

Accretion, net of amortization, of securities premiums and discounts....
Amortization of deferred loan origination costs, net ..........ccc.cceevvenennen.
Amortization of identified intangible assets ..........cccccecevieniencincnnennen.
Net accretion of acquisition fair value adjustments .............ccccceveeeeenee.
Amortization of mortgage servicing rights .........ccceceeeevieiinencnenenenn
Net losses (gains) from write-downs and sales of securities ..................
Equity interest in earnings of other investment .........c.ccocceveereercenennee.
Minority interest in earnings of subsidiary .........ccccooceeveeienieneenenenen.
Write-down of other real estate owned ..........ccccevevenencnierieniinienenenn
Deferred INCOME tAXES ....c.eeueeverieriirierierieeiieiietee ettt
Release of ESOP Shares .........coccoevveiieiieiiniiiieiienceeee e

(Increase) decrease in:
Accrued interest reCeivable .......oocviiviieiieeiieeiie et
Prepaid INCOME tAXES ...ovvveieieriieiieiieie e eeesee et eae e eae s sse e eeennes
OhEr @SSELS ..eovieuieiieiiierieetert ettt st

Increase (decrease) in:
Income taxes payable .........ccccovierieiieiieeeee e
Accrued expenses and other liabilities ..........cccccoevvvcieriienieieecieneenne,
Net cash provided from operating activities ........c..ccoocereeereenereene

Cash flows from investing activities:
Proceeds from sales of securities available for sale ........c..cccecevienencnennnn,
Proceeds from redemptions and maturities of securities available for sale
Proceeds from redemptions and maturities of securities held to maturity ..
Purchase of securities available for sale...........cocoovevinininininiiiiiincenn,
(Purchase) redemption of Federal Home Loan Bank of Boston stock .......
Net increase in I0ANS .....oo.eerieiiiiiie e
Acquisition, net of cash and cash equivalents acquired ..........cccceeeeeenee
Purchase of bank premises and equipment .............cccocevcierieniecieecienienienns
Sale of other real estate OWNEd ..........ccceevieierieiininineeeee e
Net cash used for investing activities ..........ceccvrrerierieneerieeeeeeeene

F-10

Year ended December 31,

2008 2007 2006
$ 12,850 $ 17,742 $ 20,812
11,289 6,382 2,549
2,123 2,604 2,858
1,370 1,453 1,452
(672) (1,058) (132)
10,513 10,175 8,468
1,751 2,014 2,234
(428) (781) (1,221)
23 19 16
2,849 47) (558)
- - (1)
202 205 185
67 - -
(3,201) (255) (250)
545 638 791
788 687 (446)
1,709 (304) (1,801)
(54) (1,126) 575
- - (630)
(123) 406 (138)
41,601 39,254 34,763
7,964 29,706 903
145,162 138,914 230,091
28 45 177
(161,468) (114,935) (189,364)
(8,192) 424 (5,486)
(232,246) (114,286) (57,612)
- - (10,603)
(2,607) (1,227) (580)
350 - -
(251,009) (61,359) (32,474)
(Continued)



BROOKLINE BANCORP, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows (Continued)
(In thousands)

Cash flows from financing activities:
Increase (decrease) in demand deposits and NOW, savings
and money market savings acCOUNts ........c.ccceccvevereverueennenns
(Decrease) increase in retail certificates of deposit .................
(Decrease) increase in brokered certificates of deposit
Proceeds from Federal Home Loan Bank of Boston advances
Repayment of Federal Home Loan Bank of Boston advances
Repayment of subordinated debt ...........cceeeevveviieniieeniieniens
Repayment of borrowed funds of subsidiary ...........cccccoeeeenne.
Increase (decrease) in mortgagors’ escrow accounts

Income tax benefit, net, from exercise of non-incentive stock options,
payment of dividend equivalent rights, dividend distribution on
allocated ESOP shares and vesting of recognition and retention plan

SHATES ..ttt
Exercise of stock options
Reload stock options granted
Purchase of treasury Stock..........oceveerienirieiie e
Payment of dividends on common Stock .........c..ceceeceeeerenncnne.
Payment of dividend equivalent rights
Payment of dividend to minority owners of subsidiary ...........

Proceeds from issuance of units of ownership
to minority owners of subsidiary ..........cccccceeevevierreciennenen.

Net cash provided from financing activities ................

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of year ..........cc..ccccceuee.
Cash and cash equivalents at end of year ...........ccocceeeeveenienns

Supplemental disclosures of cash flow information:
Cash paid during the year for:
Interest on deposits, borrowed funds and subordinated debt
INCOME tAXES ..ot

Transfer of loans to other real estate owned .............coeeuveeee...

Acquisition of Eastern Funding LLC:
Assets acquired (excluding cash and cash equivalents)
Liabilities assumed..........ccocceverriiiiiniinienceeeee e
Minority interest in SUbSIdIary ........ccccoveeevieriieiieeeieseeens

See accompanying notes to the consolidated financial statements.

Year ended December 31,

2008 2007 2006
$ 88,102 $ (14,685) $ (53,163)
(41,523) 54,868 95,334
(10,593) (10,156) 78,060
8,286,940 1,098,500 2,966,500
(8,097,505)  (1,014,251) (2,914,133)
(7,000) (5,000) -

) ; (95,410)
604 (63) (263)
1,073 1,814 670
1214 827 ]
97 116 -
(372) (43,591) -
(42,606) (44,114) (44,665)
(1,027) (982) (960)
(375) (339) -
107 131 -
177,136 23,075 31,970
(32,272) 970 34,259
153,624 152,654 118,395
$ 121352 $ 153,624 $ 152,654
$ 69,052 $ 73595 $ 61,631
9,073 10,468 14,896
- 517 -
] ; 111,765
- - 99,972
) - 1,190



BROOKLINE BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2008, 2007 and 2006

(1) Summary of Significant Accounting Policies and Related Matters

Brookline Bancorp, Inc. (the "Company") is a Delaware chartered savings and loan holding company and the parent of
Brookline Bank ("Brookline" or the “Bank™), a federally chartered stock savings institution.

Brookline operates eighteen full service banking offices in Brookline and adjacent communities. The primary activities of
Brookline include acceptance of deposits from the general public, origination of mortgage loans on residential and commercial
real estate located principally in Massachusetts, origination of commercial loans and indirect automobile loans, origination of
loans to finance equipment in the greater metropolitan New York area and selected other locations in the United States of
America, and investment in debt and equity securities. The Company is subject to competition from other financial and non-
financial institutions and is supervised, examined and regulated by the Office of Thrift Supervision (“OTS”). Brookline’s
deposits are insured by the Federal Deposit Insurance Corporation (“FDIC”).

As a federally-chartered institution, Brookline is required to meet a qualified thrift lender test. Under that test, Brookline must
maintain at least 65% of its “portfolio assets” in “qualified thrift investments” in at least nine months of the most recent twelve
month period. “Portfolio assets” are Brookline’s total assets less the sum of specified liquid assets, goodwill, other intangible
assets and property used in the conduct of Brookline’s business. “Qualified thrift investments” include various types of loans
and investments related to housing, consumer and certain other purposes. A financial institution that fails the qualified thrift
lender test is subject to certain operating restrictions and may be required to convert to a bank charter. Brookline has met the
requirements of the thrift lender test and, at December 31, 2008, 71.1% of its assets were in “qualified thrift investments”.

The accounting and reporting policies of the Company conform to general practices within the banking industry and to
accounting principles generally applied in the United States of America. The Company’s critical accounting policies relate to
the allowance for loan losses, the valuation of investment securities and the evaluation of goodwill and identified intangible
assets for impairment. The following is a description of those policies and the Company’s other significant accounting policies.

Principles of Consolidation and Basis of Financial Statement Presentation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries, Brookline and
Brookline Securities Corp. (“BSC”). Brookline includes its wholly-owned subsidiary, BBS Investment Corp. (“BBS”), and its
86.0% owned subsidiary, Eastern Funding LLC (see note 2). BSC and BBS are engaged in buying, selling and holding
investment securities. Mystic Financial Capital Trust I and Mystic Financial Capital Trust II are unconsolidated special purpose
entities. See note 10 for information about those entities.

The Company operates as one reportable segment for financial reporting purposes. All significant intercompany transactions
and balances are eliminated in consolidation. Certain amounts previously reported have been reclassified to conform to the
current year’s presentation.

Use of Estimates

In preparing these consolidated financial statements, management has made estimates and assumptions that affect the reported
amounts of assets, liabilities, income and expenses and the disclosure of contingent assets and liabilities. 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 and the valuation of investment securities.

Cash Equivalents

For purposes of reporting cash flows, cash equivalents include highly liquid assets with an original maturity of three months or
less. Highly liquid assets include cash and due from banks and short-term investments.

Securities
Marketable equity securities are classified as available for sale. Debt securities are classified as either held to maturity or

available for sale. Management determines the classification of debt securities at the time of purchase. Debt securities for which
the Company has the positive intent and ability to hold to maturity are classified as held to maturity and carried at amortized



BROOKLINE BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2008, 2007 and 2006

cost. Those securities held for indefinite periods of time and not intended to be held to maturity are classified as available for
sale. Securities held for indefinite periods of time include securities that management intends to use as part of its asset/liability
management strategy and that may be sold in response to changes in interest rates or other business factors.

Securities available for sale are carried at estimated fair value. Effective January 1, 2008, estimated fair value is determined by
applying the valuation framework specified in Statement of Financial Accounting Standards No. 157 (“SFAS 1577), “Fair
Value Measurements”. SFAS 157 specifies a hierarchy of valuation techniques based on whether the inputs to those techniques
are observable or unobservable. Observable inputs reflect market data obtained from independent sources, while unobservable
inputs reflect the Company’s market assumptions.

Unrealized gains (losses), net of related income taxes, are included in the “accumulated other comprehensive income (loss)”
component of stockholders’ equity. Restricted equity securities are carried at cost which approximates market value.

Realized gains and losses are determined using the specific identification method. Management evaluates securities for other-
than-temporary impairment on a quarterly basis. Factors considered in determining whether an impairment is other-than-
temporary include: (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 Company to hold the investment for a period
of time sufficient to allow for any anticipated recovery in fair value. If the decline in the value of any security is deemed to be
other-than-temporary, the security is written down to a new cost basis and the resulting loss is charged to income. Security
transactions are recorded on the trade date.

Premiums and Discounts on Debt Securities

Premiums and discounts on debt securities are amortized to expense and accreted to income over the life of the related debt
security using the interest method. Premiums paid and discounts resulting from purchases of collateralized mortgage obligations
(“CMOs”) and pass-through mortgage-backed securities (collectively referred to as “mortgage securities™) are amortized to
expense and accreted to income over the estimated life of the mortgage securities using the interest method. At the time of
purchase, the estimated life of mortgage securities is based on anticipated future prepayments of loans underlying the mortgage
securities. The anticipated prepayments take into consideration several factors including the interest rates of the underlying
loans, the contractual repayment terms of the underlying loans, the priority rights of the investor to the cash flow from the
mortgage securities, the current and projected interest rate environment, and other economic conditions.

When differences arise between anticipated prepayments and actual prepayments, the effective yield is recalculated to reflect
actual payments to date and anticipated future payments. Unamortized premium or discount is adjusted to the amount that
would have existed had the new effective yield been applied since purchase. The unamortized premium or discount is adjusted
to the new balance with a corresponding charge or credit to interest income.

Loans

Loans are reported at the principal amount outstanding, reduced by net deferred loan origination fees and unadvanced funds
due borrowers on loans and increased by deferred loan origination costs.

Loan origination fees and direct loan origination costs are deferred, and the net fee or cost is recognized in interest income
using the interest method. Deferred amounts are recognized for fixed rate loans over the contractual life of the loans and for
adjustable rate loans over the period of time required to adjust the contractual interest rate to a yield approximating a market
rate at origination date. Deferred loan origination costs include payments to dealers originating indirect automobile loans. The
difference between the rate charged by a dealer to originate an indirect automobile loan and the “buy rate”, or the rate earned
by the Company, is referred to as the “spread”. The computed dollar value of the spread paid to a dealer is amortized as a
charge to income over the life of the loan. If a loan is prepaid, the unamortized portion of the loan origination costs not subject
to rebate from the dealer is charged to income.

Accrual of interest on loans is discontinued either when reasonable doubt exists as to the full timely collection of interest and
principal or when a loan becomes past due 90 days. All interest previously accrued and not collected is reversed against interest
income. Interest payments received on non-accrual and impaired loans are recognized as income unless further collections are
doubtful, in which case the payments are applied as a reduction of principal. Loans are generally returned to accrual status
when principal and interest payments are current, full collectibility of principal and interest is reasonably assured and a
consistent record of performance has been achieved.

F-13



BROOKLINE BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2008, 2007 and 2006

A loan is considered impaired when, based on current information and events, it is probable that the Bank will be unable to
collect principal or interest due according to the contractual terms of the loan. Impaired loans are measured and reported based
on one of three methods: the present value of expected future cash flows discounted at the loan’s effective interest rate, the
loan’s observable market price or the fair value of the collateral if the loan is collateral dependent. If the measure is less than an
impaired loan’s recorded investment, an impairment loss is recognized as part of the allowance for loan losses.

Allowance for Loan Losses

The allowance for loan losses is established through provisions for loan losses charged to earnings. Loans are charged off
against the allowance when the collectibility of principal is unlikely. Indirect automobile loans delinquent 120 days are charged
off, net of recoverable value, unless it can be clearly demonstrated that repayment will occur regardless of the delinquency
status. Recoveries of loans previously charged off are credited to the allowance. The allowance for loan losses is management's
estimate of probable known and inherent credit losses in the loan portfolio. In determining the level of the allowance,
management evaluates specific credits and the portfolio in general using several methods that include historical performance,
collateral values, cash flows and current economic conditions. This evaluation culminates with a judgment on the probability of
collection of loans outstanding.

Management's methodology provides for three allowance components. The first component represents allowances established
for specific identified loans. The second component represents allowances for groups of homogenous loans that currently
exhibit no identified weaknesses and are evaluated on a collective basis. Allowances for groups of similar loans are established
based on factors such as historical loss experience, the level and trends of loan delinquencies, and the level and trends of
classified assets. The last component is an unallocated allowance which is based on evaluation of factors such as trends in the
economy and real estate values in the areas where the Company lends money, concentrations in the amount of loans the
Company has outstanding to large borrowers and concentrations in the type and geographic location of loan collateral.
Determination of the unallocated allowance is a very subjective process. Management believes the unallocated allowance is an
important component of the total allowance because it (a) addresses the probable inherent risk of loss that exists in the
Company's loan portfolio (a large portion of which is comprised of mortgage loans with repayment terms extended over many
years) and (b) helps to minimize the risk related to the imprecision inherent in the estimation of the other two components of
the allowance.

Other Investment

Prior to April 13, 2006, the Company had a 28.3% ownership interest in Eastern Funding LLC (“Eastern”). The Company
accounted for its investment under the equity method of accounting and included its share of Eastern’s operating results in
other income. Upon acquisition of a controlling interest in Eastern, the Company included Eastern’s operating results in its
consolidated financial statements. See note 2 for additional information about the acquisition.

Bank Premises and Equipment

Bank premises and equipment are carried at cost less accumulated depreciation and amortization, except for land which is
carried at cost. Bank premises and equipment are depreciated using the straight-line method over the estimated useful life of the
assets. Leasehold improvements are amortized using the straight-line method over the shorter of the lease term or the estimated
useful life of the improvements.

Goodwill and Identified Intangible Assets

Goodwill represents the excess of the cost of an acquisition over the fair value of the net assets acquired. Goodwill is not
subject to amortization. Identified intangible assets are assets resulting from acquisitions that are being amortized over their
estimated useful lives. The recoverability of goodwill and identified intangible assets is evaluated for impairment at least
annually. If impairment is deemed to have occurred, the amount of impairment is charged to expense when identified.

Non-Performing Assets

In addition to non-performing loans, non-performing assets include other real estate owned and repossessed vehicles and
equipment. Other real estate owned is comprised of properties acquired through foreclosure or acceptance of a deed in lieu of
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foreclosure. Other real estate owned and repossessed vehicles and equipment are recorded initially at estimated fair value less
costs to sell. When such assets are acquired, the excess of the loan balance over the estimated fair value of the asset is charged
to the allowance for loan losses. An allowance for losses on other real estate owned is established by a charge to earnings
when, upon periodic evaluation by management, further declines in the estimated fair value of properties have occurred. Such
evaluations are based on an analysis of individual properties as well as a general assessment of current real estate market
conditions. Holding costs and rental income on properties are included in current operations while certain costs to improve such
properties are capitalized. Gains and losses from the sale of other real estate owned and repossessed vehicles and equipment are
reflected in earnings when realized.

Employee Benefits

Costs related to Brookline’s 401(k) plan, supplemental executive retirement agreements and postretirement benefits are
recognized over the vesting period or the related service periods of the participating employees. Effective December 31, 2006,
the Company commenced recognition of changes in the funded status of postretirement benefits through comprehensive income
in the year in which changes occur. (See note 12).

Compensation expense for the Employee Stock Ownership Plan (“ESOP”) is recorded at an amount equal to the shares
allocated by the ESOP multiplied by the average fair market value of the shares during the year. The Company recognizes
compensation expense ratably over the year based upon the Company’s estimate of the number of shares expected to be
allocated by the ESOP. The difference between the average fair market value and the cost of the shares allocated by the ESOP
is recorded as an adjustment to additional paid-in-capital.

The fair value of awarded stock options is determined as of the grant date and is recorded as compensation expense over the
period in which the stock options vest.

Earnings Per Common Share

Basic earnings per share is computed by dividing net income by the weighted average number of shares of common stock
outstanding for the applicable period, exclusive of unearned ESOP shares and unvested recognition and retention plan shares.
Diluted earnings per share is calculated after adjusting the denominator of the basic earnings per share calculation for the effect
of all potential dilutive common shares outstanding during the period. The dilutive effects of options and unvested restricted
stock awards are computed using the “treasury stock” method.

Income Taxes

Income taxes are accounted for under the asset and liability method. Under this method, deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases.

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that includes the enactment date.

Effective January 1, 2007, the Company adopted Financial Accounting Standards Board (“FASB”) Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes” - an interpretation of FASB Statement No. 109 (“FIN 48”), which requires that
only tax positions that are more likely than not to be sustained upon a tax examination are to be recognized in a company’s
financial statements to the extent that the benefit is greater than 50% likely of being recognized. Adoption of FIN 48 did not
have a material effect on the Company’s financial position or results of operation.

The Company’s policy is to classify interest resulting from underpayment of income taxes as income tax expense in the first
period the interest would begin accruing according to the provision of the relevant tax law. The Company classifies penalties
resulting from underpayment of income taxes as income tax expense in the period for which the Company claims or expects to
claim an uncertain tax position or in the period in which the Company’s judgment changes regarding an uncertain tax position.

The Company did not have any unrecognized tax benefits accrued as income tax liabilities or receivables or as deferred tax
items at December 31, 2008 and December 31, 2007.
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Treasury Stock

Common stock shares repurchased are recorded as treasury stock at cost.
(2) Acquisitions (Dollars in thousands)

Eastern Funding LLC (“Eastern”)

On April 13, 2006, the Company through its wholly-owned subsidiary, Brookline Bank, completed a merger agreement
increasing its ownership interest in Eastern from 28.3% to 86.7%. Eastern, which was founded by Michael J. Fanger in 1997,
specializes primarily in the financing of coin-operated laundry, dry cleaning and convenience store equipment and businesses in
the greater metropolitan New York area and selected other locations in the United States of America. The acquisition of a
controlling interest in Eastern enables the Company to originate high yielding loans to small business entities. Mr. Fanger
continues to serve as chief executive officer of Eastern and he, along with a family member and two executive officers of
Eastern, own the minority interest position.

As part of the merger, a member agreement was entered into which specifies the conditions under which the Company or the
minority interest owners can buy or sell their ownership interests in Eastern, and how the price of such purchases and sales is
to be determined. The minority interest owners may not sell or transfer their interests to anyone other than the Company except
for family-related transfers permitted under the merger agreement. During a five year period subsequent to the date of the
member agreement, Mr. Fanger is required to purchase additional units of interest in Eastern depending on the magnitude of
annual cash distributions of Eastern’s earnings. Mr. Fanger may also make discretionary purchases of additional units of
ownership during the five year period subsequent to the date of the member agreement. The per unit price of all required and
discretionary purchases by Mr. Fanger is book value as defined in the member agreement. The aggregate purchases made by
Mr. Fanger may not increase by more than 5% his percentage of ownership of Eastern as of the merger date. Mr. Fanger
purchased required and discretionary units of interest which resulted in an increase in total minority interest ownership from
13.3% at April 13, 2006 to 13.7% at April 1, 2007 and 14.0% at April 1, 2008.

The purchase was completed through payment of $16,575 in cash, including transaction costs. The transaction was accounted
for using the purchase method of accounting, which required that the assets and liabilities of Eastern be recorded at fair value as
of the acquisition date to the extent of the ownership interest acquired. The results of operations of Eastern are included in the
Company’s consolidated statements of income from the date of acquisition. Total assets acquired were $117.7 million and total
liabilities assumed were $101.1 million. Goodwill resulting from the acquisition was $7,626. Identified intangible assets of
$668 for the estimated value of Eastern’s customer list and $442 for the estimated value of the employment agreements with
three executive officers were recognized at the time of the acquisition. The values assigned to the customer list and the
employment agreements are being amortized over eight years and five years, respectively, on a straight-line basis. Amortization
of the identified intangible assets was $172 for each of the years ended December 31, 2008 and 2007, and $129 from the date of
the acquisition through December 31, 2006. Amortization expense will be $172 in each of 2009 and 2010, $106 in 2011 and
$84 in each of 2012 and 2013.

Moystic Financial, Inc. (“Mystic”)

On January 7, 2005, the Company acquired all of the outstanding common shares of Mystic, the holding company of Medford
Co-operative Bank (“Medford”). Goodwill resulting from the acquisition was $35,615. A core deposit intangible asset of
$11,841 recognized at the time of the acquisition is being amortized over nine years on an accelerated basis using the sum-of-
the-digits method. Amortization of the core deposit intangible in the years ended December 31, 2008, 2007 and 2006 amounted
to $1,579, $1,842 and $2,105, respectively. Amortization expense in the coming years ending December 31 will be as follows:
$1,316 in 2009, $1,053 in 2010, $789 in 2011, $526 in 2012 and $263 in 2013.
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(3) Cash and Short-Term Investments (In thousands)

Aggregate reserves (in the form of deposits with the Federal Reserve Bank and vault cash) of $4,894 and $5,662 were
maintained to satisfy federal regulatory requirements at December 31, 2008 and 2007, respectively.

Short-term investments are summarized as follows:
December 31,

2008 2007
Discount notes issued by U.S. Government-sponsored enterprises ................ $ 88,609 $ 46,720
Money market fUNdS .......ccoecieiieiieiiei e e 10,189 67,745
Federal TUNAS SOLA ...ovveeiiieieeeeeeeeeeeeeeeeeeee et e e e e e e e e e e eseeeans 84 21,260
OthEr AEPOSIES ..veeeevieiiiieeiieiiieeie e e ete e e steesbeeste e aeesaeesebeessaeensseessseensseas 200 200

$§ 99,082 § 135,925

Short-term investments are stated at cost which approximates market. Money market funds are invested in mutual funds whose
assets are comprised primarily of U.S. Treasury obligations, commercial paper and certificates of deposit with maturities of 90
days or less.

(4) Investment Securities (In thousands)

Securities available for sale and held to maturity are summarized below:

December 31, 2008
Gross Gross
Amortized unrealized unrealized Estimated
cost gains losses fair value
Securities available for sale:
Debt securities:
U.S. Government-sponsored enterprises .............c.oceevevnnn... $ 3,003 $ 86 § - $ 3,089
Municipal obligations........ccccevueerierierienieeeeee e 750 2 - 752
Auction rate municipal obligations.............ccceccveveeiereennen. 5,200 - 683 4,517
Corporate 0bligations ...........ccceevvereerierieerieneerieenenreneeenns 4,594 - 1,166 3,428
Collateralized mortgage obligations issued by U.S.
Government-sponsored enterprises .........o.ceevvereereeereenee. 100,614 1,019 - 101,633
Mortgage-backed securities issued by U.S.
Government-sponsored enterprises ...........ecveeverveervrenenne s 174,884 2,932 73 177,743
Total debt SECUTIILIES ....cvvvvvvieiiieiieeiiieee e 289,045 4,039 1,922 291,162
Marketable equity SECUTILICS .....c.cccververeeereeeieeieeieneeeieeeenns 1,501 98 422 1,177
Total securities available for sale .........cccocevvveeveennnne.. $ 290,546 $ 4,137 $§ 2,344 § 292,339
Securities held to maturity:
Mortgage-backed securities issued by U.S.
Government-sponsored enterprises..........oveevverreveevereerennane. $ 161 $ 10 $ - $ 171
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December 31, 2007
Gross Gross
Amortized unrealized unrealized Estimated
cost gains losses fair value
Securities available for sale:
Debt securities:
U.S. Government-sponsored enterprises ...........c.cooveeevnee. $ 80,621 $§ 288 $ 5 $ 80,904
Municipal Obligations..........ccecveeeverieieeneenieeie e seesie s 4,531 7 25 4,513
Auction rate municipal obligations...........cccceeeevenvieneennen. 13,050 - - 13,050
Corporate obligations ..........cccceecereeriereereeee e 4,779 - 201 4,578
Other ObligatioNS ........ccevviervieieeierieieeieeie e e 500 - - 500
Collateralized mortgage obligations issued by U.S.
Government-sponsored enterprises ............ceeevereerueenuennne. 129,137 532 118 129,551
Mortgage-backed securities issued by U.S.
Government-sponsored enterprises ...........ocververveerveenenne s 47,182 79 357 46,904
Total debt SECUTTHIES ......covvveeeeieeeeecieeeeeeeee e 279,800 906 706 280,000
Marketable equity SECUTILICS .....c.cecververeeerieeieeieeienieeie e 4,464 176 589 4,051
Total securities available for sale .........ccoocevvveeveennne.. $ 284264 $ 1,082 $ 1,295 § 284,051
Securities held to maturity:
Mortgage-backed securities issued by U.S.
Government-sponsored enterprises..........oveveevereevevvereerennane. $ 189 3§ 10 $ - $ 199

Debt securities of U.S. Government-sponsored enterprises include obligations issued by the Federal National Mortgage
Association (“FNMA?”), the Federal Home Loan Mortgage Corporation (“Freddie Mac”), the Government National Mortgage
Association (““ Ginnie Mae”), the Federal Home Loan Banks and the Federal Farm Credit Bank. None of those obligations is
backed by the full faith and credit of the U.S. Government, except for $3 of mortgage-backed securities at December 31, 2008.

Investment securities at December 31, 2008 and 2007 that have been in a continuous unrealized loss position for less than 12
months or 12 months or longer are as follows:

December 31, 2008
Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
value losses value losses value losses

Debt securities:
U.S. Government-sponsored
ENLEIPIISES ...voveveeerererererrererernans $ - $ - 3 - $ - $ - $ -
Municipal obligations ................. - - - - - -
Auction rate

municipal obligations .............. 4,517 683 - - 4,517 683
Corporate obligations .................. 1,103 297 1,825 869 2,928 1,166
Collateralized

mortgage obligations .............. - - - - - -
Mortgage-backed securities ........ 15,982 73 - - 15,982 73

Total debt securities ............ 21,602 1,053 1,825 869 23,427 1,922

Marketable equity securities ........... 688 380 155 42 843 422
Total temporarily

impaired securities ........... $§ 22290 $ 1,433 § 1,980 § 911 $§ 24270 $ 2,344
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December 31, 2007
Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
value losses value losses value losses
Debt securities:
U.S. Government-sponsored
ENLETPTISES vvvveererienieeeieseeeeeeeeene $ - $ - $ 1,434 $ 5 9 1,434 $ 5
Municipal obligations ................. - - 3,756 25 3,756 25
Corporate obligations .................. 3,638 201 - - 3,638 201
Collateralized
mortgage obligations .............. 34,314 118 - - 34,314 118
Mortgage-backed securities ........ 3,918 25 29,903 332 33,821 357
Total debt securities ............ 41,870 344 35,093 362 76,963 706
Marketable equity securities ........... 3,540 587 91 2 3,631 589
Total temporarily
impaired securities ........... $§ 45410 § 931 $§ 35,184 § 364 § 80,594 § 1,295

The unrealized losses on debt securities at December 31, 2008 were considered by management to be temporary in nature. The
unrealized loss on mortgage-backed securities related primarily to acquisition premiums to be amortized over the estimated
remaining life of the securities. Full collectibility of the auction rate municipal obligations and corporate obligations is
expected because the financial condition of the issuers is considered to be sound, the issuers have not defaulted on scheduled
payments, and the Company has the ability and intent to hold these securities for a period of time sufficient to recover all gross
unrealized losses.

In 2008, management concluded that other-than-temporary impairment occurred regarding perpetual preferred stock issued by
FNMA and Merrill Lynch and Co. Inc. (“Merrill”) owned by the Company. Aggregate losses of $2,644 were recorded from
write-downs of those securities. At December 31, 2008, the aggregate carrying value and market value of FNMA and Merrill
perpetual preferred stock owned by the Company amounted to $1,067 and $688, respectively. The unrealized loss on these
securities and a $43 unrealized loss on the common stock of a financial institution owned by the Company at December 31,
2008 were considered to be immaterial to the Company’s consolidated financial statements as of and for the year ended
December 31, 2008.

The maturities of the investments in debt securities at December 31, 2008 are as follows:

Available for sale
Amortized Estimated

cost fair value
WIHIN 1 YEAT L.ttt ettt ettt b e ettt aeeas e s ssesaesreenes $ 587 $ 586
After 1 year through 5 Years ......ccceeuiiiiiiiiiiie e 56,610 57,052
After 5 years through 10 YEArS .....c.cceevieiieiiiiieiieieere et 133,767 136,218
OVET 10 YEATS ..ottt 98,081 97,306

$ 289,045 § 291,162

Held to maturity
Amortized Estimated

cost fair value

WIHIN 1 WAL 1.ttt ettt ettt sttt na et ensenseeseenas $ 2 3 2
After 1 year through 5 YEarS .....c.ocvveiiiiieiieie e 1 1
OVET 10 YEATS .vveeviieireeiieeriie ettt esiteeteeertteebeesteesateessseesateesabeesaseessseesnseesnseensseesnseenssens 158 168
$ 161 § 171
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Mortgage-backed securities and collateralized mortgage obligations are included above based on their contractual maturities
(primarily 10 years); the remaining lives, however, are expected to be shorter due to anticipated payments.

Restricted equity securities are as follows:
December 31,

2008 2007
Federal Home Loan Bank of BOStON StOCK .........eeiiiuiiiiiieiee et $ 35961 $§ 27,769
Massachusetts Savings Bank Life Insurance Company Stock ..........ccccecvvvevvenieennnnen. 253 253
OBNET STOCK ..viiviiiiii ettt ettt ettt e e et e e et e e et e e e tte e eaaeeeareeeaseeeareesaseenaneas 121 121

$ 36335 $ 28,143

As a voluntary member of the Federal Home Loan Bank of Boston ("FHLB"), the Company is required to invest in stock of the
FHLB in an amount ranging from 3% to 4.5% of its outstanding advances from the FHLB, depending on the maturity of
individual advances. Stock is purchased at par value. Upon redemption of the stock, which is at the discretion of the FHLB, the
Company would receive an amount equal to the par value of the stock. At its discretion, the FHLB may also declare dividends
on its stock. Such dividends amounted to $1,221, $1,770 and $1,476 for the years ended December 31, 2008, 2007 and 2006,
respectively.

The FHLB has advised its members that it is focusing on preserving capital in response to ongoing market volatility and,
accordingly, there will be little or no dividend payout in future quarterly periods; further, a moratorium has been placed on
excess stock repurchases. It also announced that the estimated fair value of private-label mortgage-backed securities it owned at
September 30, 2008 was approximately $1.3 billion less than the $4.6 billion carrying value of the securities. If this unrealized
loss were deemed to be an other-than-temporary loss in the future, it could exceed the FHLB’s current level of retained
earnings and possibly put into question whether the fair value of FHLB stock owned by the Company was less than par value.
The FHLB has stated that it expects and intends to hold its private-label mortgage-backed securities to maturity. The Company
will continue to monitor its investment in FHLB stock.

Write-downs and sales of investment securities are summarized as follows:

Year ended December 31,

2008 2007 2006

Sales of debt securities:

PLOCEEAS .ottt et e e e e te et e e et et e s eeseeaeeneseeanes $§ 7850 $ 29,706 $ -

GTOSS GAINS ..ttt ettt ettt sttt et eie et et et eateeaeenaeens - 47 -
Write-downs and sales of marketable equity securities:

WIE-AOWIIS ..ottt et eeae e e e naaeeeeenes 2,644 - -

Proceeds from Sales..........cooouiiiiiiiii e 114 - 903

Gr0ss Zains from SALES ......cccevveviiririniririeectece e 7 - 560

Gross 108SeS from SAlES .........eceviiiiieciiiiciieecie e 212 - 2
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(5) Loans (In thousands)

A summary of loans follows:
December 31,

2008 2007
Mortgage loans:
ONe-to-four fAMILY ......ccoiviiiiiiieii e $ 362,722 $ 296,329
MULE-FAMILY oottt 338,677 330,925
Commercial real €State .........ccccovviiiiiiiiiiiiiiii e 474,847 381,300
Construction and development .............ccccocoiiiiiniiiiiiinicece 37,193 26,807
HOME @QUILY ..ottt 42,118 35,110
SECOMA ...ttt bt 26,717 23,878
Total MOrtgage 10ans ..........cceeeriiiiiiniiicieicceeee e 1,282,274 1,094,349
Indirect automobile LOANS .........ccceeiiiiiiiiieiiii e e 597,230 594,332
Commercial 10ans — EASTEIMN .......c....oooiuiiiiiiiii e 147,427 141,675
Other comMmETCIal IOANS ......cueieiiiiiiiiieiii ettt e ve e veeeeneas 178,887 154,442
Other coNSUMET 08NS .......cc.ciiiiiiiiiiiiiiiie s 3,979 3,909
Total GrOSS LOANS ....ecviieieiieiieieiesieete sttt ettt sttt seseeeneeneas 2,209,797 1,988,707
Unadvanced funds on L0ANS .............cooviiiiiiieiiiiii e (121,709) (114,651)
Deferred loan origination costs:
Indirect automobile 10ANS ........c..cooiiiiiiiiiiiieiee et 15,349 15,445
Commercial 10ans — EaSteIMN...........ocooiuiiiiiiiiiiiiiie e 752 824
OBRET .. 1,362 571
TOLAl JOANS ...vviieeiceieceeeeeeecee ettt ettt et e e e e e eaeenes $ 2,105,551 $ 1,890,896

Restructured loans amounted to $3,358 and $887 at December 31, 2008 and 2007, respectively. Loans on non-accrual at
December 31, 2008 and 2007 amounted to $6,059 and $2,730, respectively. Impaired loans, which included some of the
restructured loans and all the loans on non-accrual, amounted to $6,861 and $3,760 at December 31, 2008 and 2007,
respectively. Specific reserves of $902 and $920 existed on impaired loans at December 31, 2008 and 2007, respectively. If
interest payments on impaired loans had been made in accordance with original loan agreements, interest income of $709, $957
and $112 would have been recognized on the loans in 2008, 2007 and 2006 compared to interest income actually recognized of
$283, $664 and $65, respectively.

A portion of certain commercial real estate loans originated and serviced by the Company are sold periodically to other banks

on a non-recourse basis. The balance of loans acquired by other banks amounted to $10,433 and $7,869 at December 31, 2008
and 2007, respectively. No fees are collected by the Company for servicing such loan participations.

In the ordinary course of business, the Company makes loans to its Directors and their related interests, generally at the same
prevailing terms as those of other borrowers. A summary of related party activity follows:

December 31,

2008 2007
Balance at beginning Of YEATr ..........ccccveieieiieiesierece et $ 1,534 § 2,849
Addition of loans to a related Party ..........ccoeceevieieiienieeee e - 1,170
New loans granted during the Year ..........ccecvvvviiienienierececeeeee e 1,026 6,582
Removal of loans no longer to a related party .........ccccoeevereenieneencnicieneeceee (128) (6,473)
REPAYIMEGILS ...ttt ettt sttt et eneesae et ens (68) (2,594)
Balance at €nd OF YEAT .......coiviiiuiieiieeiceeeee e $ 2364 $ 1534
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(6) Allowance for Loan Losses (In thousands)

An analysis of the allowance for loan losses for the years indicated follows:
Year ended December 31,

2008 2007 2006
Balance at beginning of YEar ...........ccccoeeieivieieinieieieeeeeeeeeee $ 24445 $§ 23,024 § 22,248
Provision for 10an TOSSES .........ccouviiiiiieieiiiieeeeee e 11,593 6,681 2,549
Allowance obtained through acquisitions ...........ccocceveevirveinceneennenne - - 1,959
Transfer for off-balance sheet loan commitments ..............ccoceuveeneen. - - (1,286)
Charge-01TS ......cooeiieiecieeee e e (8,837) (6,146) (3,025)
RECOVEIIES .ovviiiiiiiiiieeieee et e e 1,095 886 579
Balance at end Of YEAr .......ccocveieivieieiiieieieeeeeeee e $ 28296 $ 24445 $§ 23,024

At December 31, 2006, the allowance for credit losses related to unfunded credit commitments amounting to $1,286 was
reclassified from the allowance for loan losses to a separate liability account. During the year ended December 31, 2007, the
liability for unfunded credit commitments was increased to $1,487 by a $201 charge to the provision for credit losses. During
the year ended December 31, 2008, the liability for unfunded credit commitments was decreased to $1,183 by a $304 credit to
the provision for credit losses.

(7) Bank Premises and Equipment (In thousands)

Bank premises and equipment consist of the following:
December 31,

2008 2007
| 520 sV OO $ 62 $ 62
Office building and iIMProVeMENtS ........ccceerieriieriiirieiieriereeeee e 10,998 9,468
Furniture, fixtures and eqUIPMENt ...........ccoooeiieiiiieiieeeeeee e 8,006 6,992
19,066 16,522
Accumulated depreciation and amortiZation ...........cccceeeeveeerveeiieeerieeniieeeieesreesveenenes 8,848 7,477

$ 10,218 $ 9,045

(8) Deposits (In thousands)

A summary of retail deposits follows:

December 31, 2008 December 31, 2007

Weighted Weighted

average average

Amount rate Amount rate

Demand checking accounts ............ccoeceevveeeeeeveneenieennenns $ 67,769 0.00% $ 66,538 0.00%
NOW ACCOUNLS ..unvniiiiieeiieiiieeeeee et eeeeaaeee e e e eenns 86,607 0.18 84,875 0.23
SaVINGS ACCOUNTS ....evviriieriieriieieeie e eiee et eeee e 67,473 0.96 67,351 0.94
Guaranteed Savings aCCOUNLS .........cccvervreverevervenereriennnnns 16,686 2.14 19,799 3.39
Money market savings aCCOUNLS .........ceecveeverreerveerenennns 303,517 2.52 215,387 3.07
Total transaction deposit accounts .............cceceeneen. 542,052 1.63 453,950 1.79

Retail certificate of deposit accounts maturing:

Within siX months ........cccceeveeieiieiieeeeeeceeeeee 343,274 3.14 433,023 4.88
After six months but within 1 year ..........ccccoevuvenenen. 278,359 3.46 328,568 4.94
After 1 year but within 2 years ............ccoecvevveecveevennen. 136,387 3.60 16,137 4.01
After 2 years but within 3 years ........c.ccccceveenveeneenene 15,771 4.28 6,553 4.08
After 3 years but within 4 years ..........ccccceeveeceereennen. 3,063 4.30 8,992 4.98
After 4 years but within 5 years ..........cccceevveecvervennenn 8,938 3.80 3,114 4.29
Total retail certificate of deposit accounts .............. 785,792 3.37 796,387 4.88

$ 1,327,844 2.66% $ 1,250,337 3.76 %
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Retail certificate of deposit accounts issued in amounts of $100 or more totaled $324,809 and $311,975 at December 31, 2008
and 2007, respectively.

A summary of brokered deposits follows.

December 31, 2008 December 31, 2007

Weighted Weighted
average average
Amount rate Amount rate
Brokered certificate of deposit accounts maturing:

Within siX MONthS ......cccecveviininininenenicieeiencseen, $ 26,381 537% $§ 40,807 539%

After six months but within 1 year ...........ccccoevvrennnnen, - - 666 5.45

After 1 year but within 2 years .........ccccceeeveevvvencveennen, - - 26,431 5.37
Total brokered certificate of deposit accounts ......... $ 26,381 537% $ 67,904 5.38%

Interest expense on deposit balances is summarized as follows:

Year ended December 31,

2008 2007 2006
Retail deposits:
NOW QCCOUNLS ...ouvivieeirieieriitieieteeteeeeteeteseetesteseetessessetessesseresseseesens $ 229§ 258 $ 218
SAVINGS ACCOUNLES ...vvievriieieieieriieieeteeeeeseeesteeseeseesaeseesseesseessessnenns 1,205 1,512 1,804
Money market Savings aCCOUNLS .......cevveeververieniienieeienieneeneeenees 6,158 6,215 5,335
Certificate of deposit ACCOUNLS ......cceeevrierieiieieieeeeeeeeeeeee 31,853 37,061 28,418
Total retail dEPOSILS .....cvevveeeereeeeeieteeeeeeeeeeete et $ 39,445 $ 45,046 $ 35,775
Brokered certificates of deposit .......ccceevevivieieirieieiieeeeeeeen $ 2208 § 4,013 § 2,663
(9) Borrowed Funds (In thousands)
Borrowed funds are comprised of the following advances from the FHLB:
December 31, 2008 December 31, 2007
Weighted Weighted
average average
Amount rate Amount rate
Within 1 Year .....cooceeiiiiiiieeeeee e $ 393,460 357%  $ 192,732 4.39%
Over 1 year t0 2 YEArS ..ocueevvveeeieerieeeieeniee et 188,884 3.66 254,029 4.77
Over 2 years t0 3 YEAIS ..eevcveervveerirerieeniieerieeeieesieenanees 67,443 4.00 40,228 4.90
OVer 3 years t0 4 YEAIS ....ccvveevveervrerieenireenireeieeeveennnees 25,843 4.56 14,394 5.07
Over 4 years t0 5 YearS ....ccevveeveereerienienieeieeieesiceieeneeas 29,050 4.09 21,463 4.77
OVET 5 YEAIS .eeeiiiiiiieiieeiiieeeie ettt 32,738 4.87 25,169 5.20
$ 737,418 3.75%  $ 548,015 4.67 %

The advances are secured by a blanket security agreement which requires the Bank to maintain as collateral certain qualifying
assets, principally mortgage loans and securities in an aggregate amount equal to outstanding advances.
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(10) Subordinated Debt (Dollars in thousands)

Mystic Financial Capital Trust I (“MFCI”) and Mystic Financial Capital Trust II (“MFCII””) were unconsolidated special
purpose entities that were formed for the purpose of issuing trust preferred securities to the public and investing the proceeds
from the sale of the securities in subordinated debentures issued by Mystic. The Company assumed the obligations related to
the debentures when it acquired Mystic. Interest paid by the Company on the subordinated debentures equaled the dividends
paid by MFCI and MFCII to the holders of the trust preferred securities.

The $5,000 of trust preferred securities issued by MFCI were called and paid off by MFCI on April 22, 2007. The interest rate
on the debentures, which changed semi-annually to six-month LIBOR plus 3.70%, was 9.09% at December 31, 2006 and at the
time of pay-off.

The $7,000 of trust preferred securities issued by MFCII were called and paid off by MFCII on February 15, 2008. The interest
rate on the debentures, which changed quarterly to three-month LIBOR plus 3.25%, was 8.12% at the time of pay-off and
December 31, 2007 and 8.66% at December 31, 2006.

(11) Income Taxes (Dollars in thousands)

Income tax expense is comprised of the following amounts:
Year ended December 31,

2008 2007 2006
Current provision:
FEAETAL ..o ettt $ 9,590 $ 9,886 $ 11,422
SEALE .veieeieeee ettt ettt ettt ettt et et e et te ettt et e ereeeteereens 2,023 1,785 2,263
Total CUrrent ProviSion ............ceeeveereeriierreeseeeeeseesseessenseseennes 11,613 11,671 13,685
Deferred provision (benefit):
Federal ......ccoooiiiiieeeeeeeeeeteee e (2,446) (85) 80
SEALE .veeevieeeeeeee ettt ettt e e ettt e et e et e et e ere e aeeae et et e eteeereereens (509) (175) (151)
Total deferred benefit ..........cccoeevevierienieieeeeeeen (2,955) (260) (71)
Total provision for iNCOME taXES.........ccvevreveveerrireeereeieeeeeeereeeeneas $ 8,658 $ 11411 $ 13,614

Total provision for income taxes differed from the amounts computed by applying the statutory U.S. federal income tax rate
(35.0%) to income before tax expense as a result of the following:
Year ended December 31,

2008 2007 2006
Expected income tax expense at statutory federal tax rate ................... $ 7,598 $ 10,275 $ 12,114
State taxes, net of federal income tax benefit .........cccceevvvvvviiinieiiiiinnns 984 1,046 1,373
Dividend income received deduction .............cecveeeeeienieniienieeieeienenn (50) (28) (32)
Tax exempt MUNICIPal INCOME .....vevvverereriierieiieieeeeeieere e et ereenees (146) (221) (215)
Non-deductible portion of ESOP eXpense .........ccceeeeeecvieecieenieenveennnenn 91 120 170
Non-deductible EXPENSES ......ceverreeriirrierieeiereere e eeeeee et eee e 342 205 206
Legislative change in state inCOmMe tax rate ..........ccceeveevvereenvenerenennenne 98 - -
OFRET, NMET ..einiiiiieieeeteeee ettt (259) 14 2)

$ 8,658 § 11411 § 13,614

Effective INCOME taX TALE .....vvevvieiiiiieiiieieee et e e e eeaeeeeeas 39.9% 38.9% 39.3%
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and liabilities at the dates
indicated are as follows:

December 31,

2008 2007
Deferred tax assets:

Allowance for Credit IOSSES ......cccuveiivueieeeieee e e $ 12,181 $ 10,224
Retirement and postretirement benefits ...........ccoceevierieviieciieiienieeee e 2,839 2,548
Recognition and retention Plans ...........cocceeoeeeeiienienieneie e 909 981
Unrealized loss on securities available for sale ...........ccccocveviiiviieniiccieeieeee, - 92

Write-downs of marketable equity SECUTIHIES ......cccvevveerieriereereierieeie e 925 -
Loss carry forward from acquiSition...........cceeeveeeviiieiierieneeie e - 437
DEPIECIATION ...eiuiiiiiieiiieiie ettt ettt sttt ettt e e bt e b e et 977 90
OTNET oottt s e et eetb e e e b e e s eb e e eabeesabeesaseesabeessseessseesnseesneas - 2
Total gross deferred tax assets .......cccccvevvvieriiieriieeniierieeee e e 17,831 14,374

Deferred tax liabilities:

Identified intangible assets and goOdWill ...........ccccevierieriiiciirieeeee e 2,623 2,421
Unrecognized gain relating to postretirement obligation .............cccceeeveeveneeennen. 162 174
Savings Bank Life Insurance Company Stock ..........ccccceevvemeenerrieniieneeneeneenne. 104 106
Deferred loan origination COSES .........eererruerierieriere et 396 336

Unrealized gain on securities available for sale ..........c..cocvveveniinicniienencnenene. 638 -
Capitalized Servicing rights ..........cccceevieeiieiieiieiiee e 74 85
Acquisition fair value adjustments ............coccoooiiiiiiiiiiiieeeee e 485 367
ONET oottt et e st e e e e e s b e e eabeesebeesaseesabeesaseessseesaseensrens 21 36
Total gross deferred tax liabilities ..........ccooceerieiiirienieiieeee e, 4,503 3,525
Net deferred tAX @SSEE ..o.vivviieeiieieeei ettt ettt eaeeaesnee e $ 13,328 $ 10,849

For federal income tax purposes, the Company has a $1,801 reserve for loan losses which remains subject to recapture. If any
portion of the reserve is used for purposes other than to absorb the losses for which it was established, approximately 150% of
the amount actually used (limited to the amount of the reserve) would be subject to taxation in the year in which used. As the
Company intends to use the reserve only to absorb loan losses, no provision has been made for the $753 liability that would
result if 100% of the reserve were recaptured.

The Company is subject to federal and state examinations for tax years after December 31, 2003.
(12) Employee Benefits (In thousands except share and per share amounts)
Postretirement Benefits

Postretirement benefits are provided for part of the annual expense of health insurance premiums for retired employees and
their dependents. No contributions are made by the Company to invest in assets allocated for the purpose of funding this benefit
obligation.

In September 2006, the Financial Accounting Standards Board 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”). SFAS 158 requires companies to recognize the funded status of defined benefit
plans (other than a multiemployer plan) and to recognize any changes in funded status through comprehensive income in the
year in which the changes occur. Additionally, SFAS 158 requires companies to measure the funded status of a plan as of the
date of their fiscal year end financial statements with limited exceptions. The Company adopted SFAS 158 at December 31,
2006 and, accordingly, reduced the liability for postretirement benefits to the amount of accumulated benefit obligation at that
date by transferring $431 ($250 net of taxes) to accumulated other comprehensive income.
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The following table provides the components of net periodic postretirement benefit cost and other amounts recognized in other
comprehensive income.
Year ended December 31,

2008 2007 2006
Net periodic benefit cost:
SEIVICE COSE evivrurririietiiitetiseetetet st eseteteseeesseseseeebesesseseseasenas $ 53 $ 65 $ 56
INEETESE COSE ettt 48 47 45
Prior SEIVICE COSE .eouviriiiieiieiieiieie ettt 21 21 (28)
Actuarial (Zain) 10SS .....ccvevevirieriieiieieeieee e (11) (6) 17
Net periodic benefit COSt .......cevviirieiiirieiiriieeereeeeeereane $ 69 $ 85 $ 90
Changes in postretirement benefit obligation
recognized in other comprehensive income:
NEE ZAIN oottt a e seeeas $ @ 3 3) $ -
Prior SErvice Credit .....c.ocvveervierieeiiieeieeciie e e e sre e (17) (11) -
Total postretirement benefit credit recognized in
other comprehensive INCOME............cceeveeeenreereeneennnn, § (21 $ (14) $ -

The reduction in net periodic benefit costs in 2008 and 2007 was attributable to the subsidy received from the federal Medicare

prescription drug program. The discount rate used to determine the actuarial present value of projected postretirement benefit
obligations was 5.75% in 2008 and 2007 and 6.00% in 2006.

The estimated prior service credit that will be amortized from accumulated other comprehensive income into net periodic
benefit cost in 2009 is $27.

The liability for the postretirement benefits included in accrued expenses and other liabilities was $1,057 at December 31, 2008
and $975 at December 31, 2007.

The assumed health care trend used to measure the accumulated postretirement benefit obligation was 9.5% initially,
decreasing gradually to 5% in 2015 and thereafter. Assumed health care trend rates may have a significant effect on the
amounts reported for the postretirement benefit plan. A 1% change in assumed health care cost trend rates would have the
following effects:

1 % Increase 1 % Decrease
Effect on total service and interest cost components
of net periodic postretirement benefit COSS ..........cevvevveveevievierieienenna, § 22 $ (17
Effect on the accumulated postretirement benefit obligation ..................... 167 (135)

401 (k) Plan

The Company maintains a 401(k) plan which is a qualified, tax-exempt profit sharing plan with a salary deferral feature under
Section 401 (k) of the Internal Revenue Code. Each employee reaching the age of twenty one and having completed one
thousand hours of service in a plan year is eligible to participate in the plan by making voluntary contributions, subject to
certain limits based on federal tax laws. The Company contributes to the plan an amount equal to 5% of the compensation of
eligible employees, subject to certain limits based on federal tax laws, but does not match employee contributions to the plan.
Expense for the Company plan contributions was $626 in 2008, $623 in 2007 and $528 in 2006.

Supplemental Executive Retirement Agreements
The Company maintains agreements that provide supplemental retirement benefits to certain executive officers. Total expense
for benefits payable under the agreements amounted to $633 in 2008, $395 in 2007 and $367 in 2006. Aggregate benefits

payable included in accrued expenses and other liabilities at December 31, 2008 and 2007 amounted to $5,749 and $5,116,
respectively.
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Employee Stock Ownership Plan

The Company maintains an Employee Stock Ownership Plan (“ESOP”) to provide eligible employees the opportunity to own
Company stock. Employees are eligible to participate in the Plan after reaching age twenty-one, completion of one year of
service and working at least one thousand hours of consecutive service during the year. Contributions are allocated to eligible
participants on the basis of compensation, subject to federal tax law limits.

A loan obtained by the ESOP from the Company to purchase Company common stock is payable in quarterly installments over
30 years and bears interest at 8.50% per annum. The loan can be prepaid without penalty. Loan payments are principally
funded by cash contributions from the Bank, subject to federal tax law limits. The outstanding balance of the loan at December
31, 2008 and 2007, which was $3,502 and $3,752, respectively, is eliminated in consolidation.

Shares used as collateral to secure the loan are released and available for allocation to eligible employees as the principal and
interest on the loan is paid. Employees vest in their ESOP account at a rate of 20% annually commencing in the year of
completion of three years of credited service or immediately if service is terminated due to death, retirement, disability or
change in control. Dividends on released shares are credited to the participants’ ESOP accounts. Dividends on unallocated
shares are generally applied towards payment of the loan. ESOP shares committed to be released are considered outstanding in
determining earnings per share.

At December 31, 2008, the ESOP held 522,761 unallocated shares at an aggregate cost of $2,850; the market value of such
shares at that date was $5,567. Compensation and employee benefits expense was $545 in 2008, $638 in 2007 and $791 in
2006 based on the commitment to release to eligible employees 52,213 shares in 2008, 54,107 shares in 2007 and 56,080 shares
in 2006.

Recognition and Retention Plans

The Company has a recognition and retention plan that has been in place since 1999 (the “1999 RRP”) and another plan that
has been in place since 2003 (the “2003 RRP”). Under both of the plans, shares of the Company’s common stock were reserved
for issuance as restricted stock awards to officers, employees and non-employee directors of the Company. Shares issued upon
vesting may be either authorized but unissued shares or reacquired shares held by the Company as treasury shares. Any shares
not issued because vesting requirements are not met will again be available for issuance under the plans. Shares awarded vest
over varying time periods ranging from six months up to eight years for the 1999 RRP and from less than three months to over
five years for the 2003 RRP. In the event a recipient ceases to maintain continuous service with the Company by reason of
normal retirement (only under the 1999 RRP), death or disability, or following a change in control, RRP shares still subject to
restriction will vest and be free of such restrictions. Expense for shares awarded is recognized over the vesting period at the fair
value of the shares on the date they were awarded.

Total expense for the 1999 RRP was none in 2008, $45 in 2007 and $134 in 2006. Total expense for the 2003 RRP was $2,123
in 2008, $2,559 in 2007 and $2,724 in 2006. Of the remaining 136,865 unvested RRP shares at December 31, 2008, 131,025
shares will vest on January 2, 2009 and 5,840 shares will vest on October 16, 2009. The expense to be recognized for those
shares will be $80 in 2009.

As of December 31, 2008, the number of shares available for award under the 1999 RRP and the 2003 RRP were 29,774 shares
and 132,920 shares, respectively.

Dividends paid on unvested RRP shares, which are recognized as compensation expense, were $112 in 2008, $238 in 2007 and
$415 in 2006.

Stock Option Plans

The Company has a stock option plan that has been in place since 1999 (the “1999 Option Plan”) and another plan that has
been in place since 2003 (the “2003 Option Plan). Under both of the plans, shares of the Company’s common stock were
reserved for issuance to directors, employees and non-employee directors of the Company. Shares issued upon the exercise of a
stock option may be either authorized but unissued shares or reacquired shares held by the Company as treasury shares. Any
shares subject to an award which expire or are terminated unexercised will again be available for issuance under the plans.
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The exercise price of options awarded is the fair market value of the common stock of the Company on the date the award is
made. Options vest over periods ranging from less than one month through over five years and certain of the options include a
reload feature whereby an optionee exercising an option by delivery of shares of common stock would automatically be granted
an additional option at the fair market value of stock when such additional option is granted equal to the number of shares so
delivered. If an individual to whom a stock option was granted ceases to maintain continuous service by reason of normal
retirement, death or disability, or following a change in control, all options and rights granted and not fully exercisable become
exercisable in full upon the happening of such an event and shall remain exercisable for a period ranging from three months to
five years.

As of December 31, 2008, the number of options available for award under the Company’s 1999 Stock Option Plan and 2003
Stock Option Plan were 285,980 options and 1,226,000 options, respectively. In accordance with the terms of the Plans,
dividend equivalent rights amounting to $1,027 in 2008, $982 in 2007 and $960 in 2006 were paid to holders of unexercised
vested options.

Activity under the option plans is as follows:
Year ended December 31,

2008 2007 2006
Options outstanding at beginning of year ........cc.ccoceeveervireieencennen, 2,722,960 3,182,988 3,177,988
Reload options granted at:
$9.19 Per OPLION ...veviieeiiiiet e 130,518 - -
$9.85 PEr OPLION ...veviieiiieietteeet e 25,378 - -
$10.10 PEr OPLION ....evvvieieieieiiieteeieeretee ettt 37,267 - -
$10.36 PT OPLON ...eveneiiie ettt - 28,717 -
$10.59 Per OPtION ...cveuveeiiiieiieeiet e - 23,861 -
$10.69 Per OPtION ...cvivieeiiiieiieieeteeeee e - 46,249 -
$10.87 PEI OPLON ....cvvvieieiereiiieteeiieieeeeretet e - 56,836 -
$12.46 DT OPLON ...eveniiie et - 7,929 -
Options granted at $12.91 per option ........ccoeevveevieeiieieieieieienen, - - 5,000
Cancelled reload options ($11.00 to $15.42 per option) - (16,849) -
Options exercised at $4.944 per option .........ccceeceeerieeeeeeiesienienen, (622,162) (522,271) -
Options forfeited at $12.91 per Option .........cceeceveeerveineeieieienen, (40,000) - -
Options forfeited at $15.02 per OPtion ........ccceeveeveeeeieiereieieiennen, (4,000) (84,500) -
Total options outstanding at end of year ...........cccccecveuenn, 2,249,961 2,722,960 3,182,988
Exercisable as of December 31 at:
$4.944 Per OPLION.....cccveivieeiieeiieieeieeteee e 627,135 1,249,297 1,771,568
$9.19 PEr OPLION ....evieieiiie ettt 130,518 - -
$9.85 Per OPLION ...ttt 25,378 - -
$10.10 Per OPtION ...eviuieeieiiieiieieet ettt 37,267 - -
$10.36 PET OPLION.....vcviivieiiereiiieteeceereieee e 28,717 28,717 -
$10.59 Per OPtION ...cuveiiiieiiiiieee e 23,861 23,861 -
$10.69 Per OPtION ...cuveeiiiieiiieieeetee e 46,249 46,249 -
$10.87 PET OPLON .....vvevvieeeeeeeeeee e 56,836 56,836 -
$11.00 Per OPHOM ... - - 5,393
$12.91 PO OPHON ...ttt 2,000 41,000 40,000
$15.02 Per OPtION ...euveiiiieeieeieeeee e 1,269,000 1,273,000 1,357,500
$15.42 Per OPLION.....eevieeiieeiieiieeieeeete et - - 3,527
Total options exercisable at end of year ..........ccccoevvveenennen. 2,246,961 2,718,960 3,177,988
Weighted average exercise price per option ..........cceeceeeeereeneeneenne. $ 1143 $ 10.11 $ 937
Weighted average fair value per option
of options granted during the year ..........c.ccccovevvrirecinirieenirienennn $ 0.50 § 111 $ 2.65
Weighted average remaining contractual
life in years at end of year .......c.ccooceeviiiiniinienieeeeeeeee, 2.9 3.5 4.4
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To calculate the weighted average data presented in this note and the compensation expense presented in the accompanying
financial statements, the fair value of each stock option award was estimated on the date of grant using the Black-Scholes
option pricing model with the following valuation assumptions:

Year ended December 31,

2008 2007 2006
Dividend yield ......cocoeoeeieiiniiniie e 7.84% 7.33% 3.92%
Expected VOlatility .......ccccooeriiniinieiiiene e 19.13 18.90 22.61
Risk-free interest rate ........occceeveieiieeiiii et 2.84 4.45 5.21
Expected life of OPtions ........ccccceveeriieiiiieiie e 1.1 years 1.6 years 7 years

(13) Commitments and Contingencies (In thousands)
Off-Balance Sheet Financial Instruments

The Company is party to off-balance sheet risk in the normal course of business to meet the financing needs of its customers
and to reduce its own exposure to fluctuations in interest rates. These financial instruments include commitments to extend
credit and involve, to varying degrees, elements of credit risk in excess of the amount recognized in the consolidated balance
sheet. The contract amounts reflect the extent of the involvement the Company has in particular classes of these instruments.
The Company's exposure to credit loss in the event of non-performance by the other party to the financial instrument is
represented by the contractual amount of those instruments. The Company uses the same policies in making commitments and
conditional obligations as it does for on-balance sheet instruments.

Financial instruments with off-balance sheet risk at the dates indicated follow:
December 31,

2008 2007
Financial instruments whose contract amounts represent credit risk:
Commitments to originate loans:
One-to-four family MOTtZAZE ......cceevvveiieieeiieieieee et $ 9444 $ 6,300
Multi-family MOTtEAZE .....ceecvveiiriieiiee ettt 21,054 8,467
Commercial real estate MOrtGage ........c.cccveeierieriieriiiieiieseeseesie e eeeseeesseeseens 10,846 25,641
COMMETCIAL ....vviiiiiiiie e e e e e e e et e 23,655 1,750
Unadvanced portion 0f LOANS ............cceeiirierieriieieie e 121,709 114,651
Unused lines of credit:
EQUILY eiitieiieieeeeeee ettt ettt ettt et be e aeenbe e e eseeereereens 52,470 49,480
(0111 1<) s R R USROS USRRRR 5,984 3,493

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

Lease Commitments

The Company leases certain office space under various noncancellable operating leases. A summary of future minimum rental
payments under such leases at the dates indicated follows:

Year ending December 31,

2009 e e e et a e e et e e e eaaeas $ 1,960
20T0 e e e e e e e a e e e e e e traaaaaaas 1,841
20T e e e e e e e e ettrraae s 1,708
2002 e e e e e e e eas 1,280
203 e et e e e et e e e eaaeas 941
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The leases contain escalation clauses for real estate taxes and other expenditures. Total rental expense was $2,024 in 2008,
$1,932 in 2007 and $1,804 in 2006.

Legal Proceedings

On February 21, 2007, Carrie E. Mosca (“Plaintiff”) filed a putative class action complaint against Brookline Bank in the
Superior Court for the Commonwealth of Massachusetts (the “Action”). Ms. Mosca defaulted on a loan obligation on an
automobile that she co-owned. She alleged that the form of notice of sale of collateral that the Bank sent to her after she and the
co-owner became delinquent on the loan obligation did not contain information required to be provided to a consumer under the
Massachusetts Uniform Commercial Code. The Action purported to be brought on behalf of a class of individuals to whom the
Bank sent the same form of notice of sale of collateral during the four year period prior to the filing of the Action. The Action
sought statutory damages, an order restraining the Bank from future use of the form of notice sent to Ms. Mosca, an order
barring the Bank from recovering any deficiency from other individuals to whom it sent the same form of notice, attorneys’
fees, litigation expenses and costs. The Bank answered, denying liability and opposing Plaintiff’s motion to certify a class. The
Court denied Plaintiff’s motion for class certification in an order dated July 18, 2008. On July 31, 2008, Plaintiff served a
motion for summary judgment seeking an award of damages in the amount of $2,928 to her individually. The Bank opposed
that motion and moved for summary judgment in its favor. On January 26, 2009, the Court denied Plaintiff’s motion for
summary judgment and granted summary judgment in favor of the Bank. On February 23, 2009, the Plaintiff filed a notice of
appeal.

(14) Stockholders’ Equity (In thousands except share and per share amounts)

Preferred Stock

The Company is authorized to issue 50,000,000 shares of serial preferred stock, par value $0.01 per share, from time to time in
one or more series subject to limitations of law, and the Board of Directors is authorized to fix the designations, powers,
preferences, limitations and rights of the shares of each such series. As of December 31, 2008, there were no shares of preferred
stock issued.

Capital Distributions and Restrictions Thereon

OTS regulations impose limitations on all capital distributions by savings institutions. Capital distributions include cash
dividends, payments to repurchase or otherwise acquire the institution’s shares, payments to shareholders of another institution
in a cash-out merger and other distributions charged against capital. The regulations establish three tiers of institutions. An
institution, such as the Bank, that exceeds all capital requirements before and after a proposed capital distribution (“Tier 1
institution”) may, after prior notice but without the approval of the OTS, make capital distributions during a year up to 100% of
its current year net income plus its retained net income for the preceding two years not previously distributed. Any additional
capital distributions require OTS approval.

Common Stock Repurchases

In 2008, the Company repurchased 40,100 shares of its common stock at a total cost of $372, or $9.28 per share including
transaction costs, and in 2007, the Company repurchased 3,928,022 shares of its common stock at a total cost of $43,591, or
$11.10 per share including transaction costs.

As of December 31, 2008, the Company was authorized to repurchase up to 4,804,410 shares of its common stock. The Board
of Directors has delegated to the discretion of the Company’s senior management the authority to determine the timing of the
repurchases and the prices at which the repurchases will be made.

Restricted Retained Earnings
As part of the stock offering in 2002 and as required by regulation, Brookline established a liquidation account for the benefit
of eligible account holders and supplemental eligible account holders who maintain their deposit accounts at Brookline after the

stock offering. In the unlikely event of a complete liquidation of Brookline (and only in that event), eligible depositors who
continue to maintain deposit accounts at Brookline shall be entitled to receive a distribution from the liquidation account.

F-30



BROOKLINE BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
December 31, 2008, 2007 and 2006

Accordingly, retained earnings of the Company are deemed to be restricted up to the balance of the liquidation account. The
liquidation account balance is reduced annually to the extent that eligible depositors have reduced their qualifying deposits as
of each anniversary date. Subsequent increases in deposit account balances do not restore an account holder’s interest in the
liquidation account. The liquidation account totaled $29,969 (unaudited) at December 31, 2008.

(15) Regulatory Capital Requirements (In thousands)

OTS regulations require savings institutions to maintain a minimum ratio of tangible capital to total adjusted assets of 1.5%, a
minimum ratio of Tier 1 (core) capital to total adjusted assets of 4.0% and a minimum ratio of total (core and supplementary)
capital to risk-weighted assets of 8.0%.

Under its prompt corrective action regulations, the OTS is required to take certain supervisory actions with respect to an under-
capitalized institution. Such actions could have a direct material effect on the institution’s financial statements. The regulations
established a framework for the classification of depository institutions into five categories: well capitalized, adequately
capitalized, undercapitalized, significantly undercapitalized and critically undercapitalized. Generally, an institution is
considered well capitalized if it has a Tier 1 (core) capital ratio of at least 5.0%, a Tier 1 risk-based capital ratio of at least 6.0%
and a Total risk-based capital ratio of at least 10.0%.

The following table reconciles stockholders’ equity under U.S. generally accepted accounting principles (“GAAP”) with
regulatory capital for the Bank at the dates indicated.

December 31,

2008 2007
Stockholders’ equity (GAAP) ...oceoeiei et $ 432952 $§ 431,537
Deduct disallowed unrealized gains on debt securities available for sale .................... (2,242) (429)
Deduct disallowed identified intangible assets and loan servicing assets .................... (12,388) (13,466)
Regulatory capital (tangible capital) ..........cccoovveriieiiieiiieieieeeee e 418,322 417,642
Add allowance for loan losses equal to 1.25% of adjusted total assets .............ccoc....... 26,287 24,268
Total risk-based capital ..........cccevuiiiriii e $ 444,609 $ 441,910

The foregoing capital ratios are based in part on specific quantitative measures of assets, liabilities and certain off-balance sheet
items as calculated under regulatory accounting practices. Capital amounts and classifications are also subject to qualitative
judgments by the OTS about capital components, risk weightings and other factors. These capital requirements apply only to
the Bank and do not consider additional capital retained by Brookline Bancorp, Inc.

The following is a summary of the Bank’s actual capital amounts and ratios as of December 31, 2008 and 2007, compared to
the OTS requirements for minimum capital adequacy and for classification as a well-capitalized institution:

OTS requirements

Minimum capital Classified as
Bank actual adequacy well capitalized
Amount Ratio Amount Ratio Amount Ratio
At December 31, 2008:

Tangible capital ........cccccveereeinnnene $ 418,322 165% $ 38,106 1.5%
Tier 1 (core) capital .........cocereenenne. 418,322 16.5 101,616 4.0 $ 127,020 5.0%
Risk-based capital:

Tier 1 oo 418,322 19.9 126,057 6.0

Total oo, 444,609 21.2 168,077 8.0 210,096 10.0
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OTS requirements

Minimum capital Classified as
Bank actual adequacy well capitalized
Amount Ratio Amount Ratio Amount Ratio
At December 31, 2007:

Tangible capital..........cccceeeereennennee. $§ 417,642 180% $ 34,739 1.5%
Tier 1 (core) capital..........cccceeeueeene 417,642 18.0 92,638 4.0 $ 115,798 5.0%
Risk-based capital:

Tier 1. 417,642 21.5 116,476 6.0

Total .o 441,910 22.8 155,302 8.0 194,127 10.0

(16) Fair Value of Financial Instruments (In thousands)

The following is a summary of the carrying values and estimated fair values of the Company’s significant financial and non-
financial instruments as of the dates indicated:

December 31, 2008 December 31, 2007
Carrying Estimated Carrying Estimated
value fair value value fair value
Financial assets:
Cash and due from banks ..........ccccceeveeevieeiieiiieeeeceeeeeee $ 22270 $ 22270 $ 17,699 $ 17,699
Short-term INVEStMENTS ...........cccveeeeveeeeeeieeeeereeeeereeeeeieeeens 99,082 99,082 135,925 135,925
SECUIILIES ..vviivieectieieiie ettt ettt ettt e et e e eveeeveeeanee s 328,835 328,845 312,383 312,393
OGNS, TEL ..eoveieiie ettt ettt eaee e 2,077,255 2,104,496 1,866,451 1,875,910
Accrued interest receivable ........cooooviiiiiiiiiiiiiieee, 8,835 8,835 9,623 9,623
Financial liabilities:
Demand, NOW, savings and money
market savings depPOSItS ......ccceeverruerierienieierie e 542,052 542,052 453,950 453,950
Retail certificates of deposit ........ccceeevevievieneeiiiereeeees 785,792 790,905 796,387 798,222
Brokered certificates of deposit .......cccoeeveverieriiecieeieniieins 26,381 26,605 67,904 68,448
Borrowed funds ..........cooooiiiiiiiiieee e 737,418 745,954 548,015 551,828
Subordinated debt ...........ooovvviiiiiiiiiiee s - - 7,008 7,010

Effective January 1, 2008, the Company adopted Statement of Financial Accounting Standards No. 157 (“SFAS 157”), “Fair
Value Measurements”’, which provides a framework for measuring fair value under U.S. generally accepted accounting
principles. SFAS 157 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability
in the principal or most advantageous market for the asset or liability in an orderly transaction between market participants on
the measurement date. In addition, SFAS 157 specifies a hierarchy of valuation techniques based on whether the inputs to those
techniques are observable or unobservable. Observable inputs reflect market data obtained from independent sources, while
unobservable inputs reflect the Company's market assumptions. These two types of inputs have the following fair value
hierarchy:

Level 1 - Quoted prices for identical instruments in active markets

Level 2 - Quoted prices for similar instruments in active or non-active markets and model-derived valuations in which
all significant inputs and value drivers are observable in active markets

Level 3 - Valuation derived from significant unobservable inputs

Valuation techniques based on unobservable inputs are highly subjective and require judgments regarding significant matters
such as the amount and timing of future cash flows and the selection of discount rates that may appropriately reflect market and
credit risks. Changes in these judgments often have a material impact on the fair value estimates. In addition, since these
estimates are as of a specific point in time, they are susceptible to material near-term changes. The fair values disclosed do not
reflect any premium or discount that could result from the sale of a large volume of a particular financial instrument, nor do
they reflect the possible tax ramifications or estimated transaction costs.
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The Company uses fair value measurements to record certain assets at fair value on a recurring basis. Additionally, the
Company may be required to record at fair value other assets on a nonrecurring basis. These nonrecurring fair value
adjustments typically involve the application of lower-of-cost-or market value accounting or write-downs of individual assets.
In accordance with Financial Accounting Standards Board (“FASB”) Staff Position No. 157-2, “Effective Date of FASB
Statement No. 157", we have delayed the application of SFAS 157 for non-financial assets, such as goodwill and real property
held for sale, and non-financial liabilities until January 1, 2009.

The following table presents the balances of certain assets reported at fair value as of December 31, 2008:

Carrying Value
Level 1 Level 2 Level 3 Total
Assets measured at fair value on a recurring basis:
Securities available for Sale ..........coooeeiveeieeeeeieeeeee $ 1,177 $ 285,134 $ 6,028 $ 292,339
Assets measured at fair value on a non-recurring basis:
Collateral dependent impaired loans .............cccoceeriennnnee $ - 3 1,850 $ - $ 1,850

The securities comprising the balance at December 31, 2008 in the level 3 column included $5,200 of auction rate municipal
obligations, $1,245 of pools of trust preferred obligations and $500 of a trust preferred obligation issued by a financial
institution, all of which lacked quoted prices in active markets. Based on a cash flow analysis, the fair value of the auction rate
municipal obligations and the pools of trust preferred obligations was estimated to be $4,517 and $1,011, respectively. In the
judgment of management, the fair value of the trust preferred obligation was considered to approximate its carrying value
because it was deemed to be fully collectible and the rates paid on the security was higher than rates paid on securities with
similar maturities.

In 2008, the fair value of securities available for sale using significant unobservable inputs (level 3) declined by $8,422 as a
result of $6,300 of redemption and $1,550 of sales of auction rate municipal obligations at their face value, the full payment of
a $500 debt obligation, the movement of a $400 trust preferred security to level 2, a $683 reduction in the estimated fair value
of the auction rate municipal obligations and the addition of $1,011 of pools of trust preferred obligations.

Collateral dependent loans that are deemed to be impaired are valued based upon the fair value of the underlying collateral. The
inputs used in the appraisals of the collateral are observable and, therefore, the loans are categorized as level 2.

The following is a further description of the principal valuation methods used by the Company to estimate the fair values of its
financial instruments.

Securities

The fair value of securities is based principally on market prices and dealer quotes. Certain fair values are estimated using
pricing models or are based on comparisons to market prices of similar securities. The fair value of stock in the FHLB equals
its carrying amount since such stock is only redeemable at its par value.

Loans

The fair value of performing loans is estimated by discounting the contractual cash flows using interest rates currently being
offered for loans with similar terms to borrowers of similar quality. For non-performing loans where the credit quality of the
borrower has deteriorated significantly, fair values are estimated by discounting cash flows at a rate commensurate with the risk
associated with those cash flows.

Deposit Liabilities

The fair values of deposit liabilities with no stated maturity (demand, NOW, savings and money market savings accounts) are
equal to the carrying amounts payable on demand. The fair value of retail and brokered certificates of deposit represents
contractual cash flows discounted using interest rates currently offered on deposits with similar characteristics and remaining
maturities. The fair value estimates for deposits do not include the benefit that results from the low-cost funding provided by
the deposit liabilities compared to the cost of alternative forms of funding ("deposit based intangibles").
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Borrowed Funds and Subordinated Debt

The fair value of borrowings from the FHLB and subordinated debt represents contractual repayments discounted using interest
rates currently available for borrowings with similar characteristics and remaining maturities.

Other Financial Assets and Liabilities

Cash and due from banks, short-term investments and accrued interest receivable have fair values which approximate the
respective carrying values because the instruments are payable on demand or have short-term maturities and present relatively
low credit risk and interest rate risk.

Off-Balance Sheet Financial Instruments

In the course of originating loans and extending credit, the Company will charge fees in exchange for its commitment. While
these commitment fees have value, the Company has not estimated their value due to the short-term nature of the underlying
commitments and their immateriality.

(17) Condensed Parent Company Financial Statements (In thousands)

Condensed parent company financial statements as of December 31, 2008 and 2007 and for the years ended December 31,

2008, 2007 and 2006 follow. The statement of stockholders’ equity is not presented below as the parent company’s
stockholders’ equity is that of the consolidated company.

Balance Sheets
December 31,

2008 2007
Assets
Cash and due from BaNKS .............c.cooviviiveeeeeeeeeeee oo $ 292§ 171
SHhOTt-tErM INVESIIMENES ...vvviiiiiiiiiiieieeeeeeeiiieee e e e e eeeee e e e e e eeeaaeeeeeeeeeesaareeeeeeseeaaaeeeeeeeean 760 24,566
Loan to subsidiary bank ESOP ........ccoooiiiiiiiiiii e 3,502 3,752
Investment in Subsidiaries, at EQUILY ........cccceeeeerierierieeieeieeeesie et eee e seesreesseeseennes 453,163 458,159
GOOAWILL ..ttt ettt e et eete e e e b e esbeesbeesaesseeseesseensesnnas 35,615 35,615
Prepaid iNCOME tAXES ...cccuvieriieeriiieiieeiieeieeeieeeieeeteeeteesbeesteesebeessseessseesnsaessseessseenssens 218 1,747
(011115 g T - RSOSSNt 530 2,310
TOTAL ASSELS ...eiieeiiieeieceeee ettt ettt ettt e e ettt e et e et esa e e st e e eneeenes $ 494,080 $ 526,320
Liabilities and Stockholders’ Equity
SUDOTAINALEA AEDL ...ttt sne e $ - $ 7,008
Accrued expenses and other [iabilities ..........cccerieiiereriiieneeeeeee e 211 604
StOCKNOLIACTS” EQUILY ..veevveieieiietieie ettt ettt ettt e e e e snaesneenseenseenes 493,869 518,708
Total liabilities and stockholders’ equity .........ccccovevierieviiicieiieecie e $ 494,080 $ 526,320
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Statements of Income

Year ended December 31,

2008 2007 2006
Dividend income from SubSidiari€s ...........cccoevvivvieviiivieiieiieieeie e $ 15000 $ 32268 $ 10,086
Interest income:
Short-term INVEStMENTS ..........coovuiieieiiieeeeiiee et eeeee e e 138 98 13
Loan to subsidiary bank ESOP .........ccccoeiiiiiiiiieeeeceeeeee e, 312 332 353
Equity interest in earnings of other investment .............ccocceeeveiereerieenennen. - - 1
TOtal INCOME ..eeiiiiieiiiiieee et e e et e e e e e e ennaes 15,450 32,698 10,453
Expenses:
Interest on subordinated debt ............cccoooiiiiiiiiiiiiiii e, 65 666 906
DIrECLOrS” TEES .vviiuviiiiieeiiecie ettt ettt ettt et e e eeeaee e 108 58 109
Delaware franchisSe taX ...........ccooeveeiiiuiieieiiie e e 168 168 166
Professional fEES .......cc.eiiiiuiiiieeee e 75 44 71
OTNET oottt ettt e et e ete e e re e eraeereeens 204 202 269
TOtal EXPEINSES ...eveevierietieieeie ettt ettt see st et ee e neeneens 620 1,138 1,521
Income before income taxes and equity in
undistributed net income of subsidiaries ..........ccccoeeveeeeenneeenne.. 14,830 31,560 8,932
Income tax expense (Denefit).........ccccvevvieiieienieniieieeieceeeeee e 100 31) (234)
Income before equity in undistributed net income of subsidiaries .. 14,730 31,591 9,166
Equity in undistributed (overdistribution of) net income of subsidiaries .... (1,880) (13,849) 11,646
NEEINICOME ...ttt ettt et ea e eaeeaeeneeeais $ 12850 $ 17,742 $ 20,812
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Statements of Cash Flows

Year ended December 31,

2008 2007 2006
Cash flows from operating activities:
NEE INCOME ...ttt ettt ettt e et s et esaeesaaee s $ 12850 $ 17,742 $ 20,812
Adjustments to reconcile net income to
net cash provided from operating activities:
Equity in undistributed (overdistribution of) net income
OF SUDSIAIATIES ..e.veeieeieiiierieeieeeee e 1,880 13,849 (11,646)
Equity interest in earnings of other investment .............c.ccccceeeueenee - - €8]
Accretion of acquisition fair value adjustments ..............ccccceeeeennns ) (84) (126)
Decrease in prepaid iNCOME tAXES .....cvevveerreerveeeereerieesreevenneneennens 1,529 417 160
Decrease in Other @SSELS .......coovvvveeiiiiiiiiieeiee e 1,606 119 75
Increase (decrease) in accrued expenses and other liabilities ......... 152 (370) (330)
Net cash provided from operating activities ...........ccceeevverveennnn. 18,009 31,673 8,944
Cash flows from investing activities:
Distributions from SubSIdIari€s ........cccccveieiiiiivieieiieiieiiieeeee e 4,900 75,257 39,394
Repayment of ESOP loan by subsidiary bank ............cccccoveveiieiinnnnenne. 250 250 250
Payment from subsidiary bank for shares
vested in recognition and retention plans ...........c.ceceeeeeeevierieenieenennnnns 2,296 2,590 2,981
Net cash provided from investing activities .............cccoeeereeenne 7,446 78,097 42,625
Cash flows from financing activities:
Payment of dividends on common Stock ..........cccceevveviirciiniienieniieienns (44,055) (45,528) (46,117)
Income tax benefit, net, from exercise of non-incentive stock options,
payment of dividend equivalent rights, dividend distribution on
allocated ESOP shares and vesting of recognition and retention plan
SRATES ... 1,073 1,814 670
Exercise of StOCK OPHONS .....c.ocvieviieiieiieiieieeieseese et 1,214 827 -
Purchase of treasury StOCK .........cocoeviieiirienieieeeeeeeee e (372) (43,591) -
Repayment of subordinated debt ...........ccceeieiieiieiiee e (7,000) (5,000) -
Net cash used for financing activities ...........ccceceeveererrereencenne. (49,140) (91,478) (45,447)
Net increase (decrease) in cash and cash equivalents ..........ccccceevverveennenn. (23,685) 18,292 6,122
Cash and cash equivalents at beginning of year ...........ccocceveevieneenennenes. 24,737 6,445 323
Cash and cash equivalents at end of YEar .........c.ccoceeveiviecieeniecieenieeseienens $ 1,052 $ 24737 $ 6,445
Supplemental disclosures of cash flow information:
Cash paid (refund) during the year for income taxes ............cccoceeevennnn. $ 198 (311) $ 36
Interest on subordinated debt ..........cccoccveviiiiiiiiiiiiiiiiii e 138 844 1,014
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(18) Quarterly Results of Operations (Unaudited, dollars in thousands except per share amounts)

2008 Quarters
Fourth Third Second First

INEEreSt INCOIME ....veivvieeeieeciie ettt e enee s $ 36,441 $ 35991 $§ 35,378 $ 35,851
INLETeSt EXPENSE ...eevrevieiiieiiieiieeie ettt 16,323 16,649 17,332 18,691

Net Interest iNCOME .......ccuveeeeeueieeeeieeeeeteeeeeeeee e e 20,118 19,342 18,046 17,160
Provision for credit LOSSES ......ccoveeeveuveeeeieeeeeeeeeeeeeee e 3,433 3,162 2,579 2,114

Net interest income after provision for credit losses ............ 16,685 16,180 15,467 15,046
Losses on write-downs and sales of securities, net ................... - (1,600) - (1,249)
Other NON-INETESt INCOME .....oovveeeiriiiieeiieeeeeee e 1,022 958 1,123 994
Amortization of identified intangible assets ...........ccccceeeveenee. (438) (438) (438) (438)
Other NON-INterest EXPENSE .......ceoverreerreereeereeeieneeenieeeeeeeseeneens (10,583)  (10,719) (9,997) (9,865)

Income before income taxes and minority interest ............... 6,686 4,381 6,155 4,488
Provision for INCOME tAXES ......ccoovvvvveeiieiiiiiiieeieee e eeiieeeee e 1,926 2,567 2,417 1,748

Net income before minority interest ............ocveeveeeveeiereennenns 4,760 1,814 3,738 2,740
Minority interest in earnings of subsidiary..........ccccceevevvueneennen. 30 63 64 46

NELINCOME ..ottt ettt eae e $ 4730 $ 1,751 $ 3,674 $ 2,694
Earnings per share:

BASIC weviiiieeiie et $§ 008 $ 003 $ 0.06 $ 0.05

DIIULEd oo 0.08 0.03 0.06 0.05

2007 Quarters
Fourth Third Second First

INEEIEST INCOIME ...vvveviiieieee ettt ettt es e $ 37,035 $ 36,843 $ 36,097 $ 35,567
INLETESt EXPENSE ..eveeeevieiiiieeiiieiieeie ettt ettt sbee e 19,136 18,846 18,046 17,434

Net INterest INCOME .....c.vveeeevveeeiirieeeeeeeeeeeeee e e e 17,899 17,997 18,051 18,133
Provision for credit IOSSES ......coovevivviveiieiiieeeiee e 3,023 1,503 1,107 1,249

Net interest income after provision for credit losses ............ 14,876 16,494 16,944 16,884
Gains 0N SECUTILIES, NEL ...ccvvviiiieiieeeieeeeeeee e 47 - - -
Other NON-INtErest INCOME .........oevvviveeeieeeeeiiiiieeeeeeeeeiiereeeeeens 1,039 927 1,281 1,049
Amortization of identified intangible assets ............cc.ccevveeene (504) (503) (504) (503)
Other NON-INtEreSt EXPENSE ...evereverrrerreerreiierierieeieeeeeeeseeeeens (9,228) (9,892) (9,722) (9,327)

Income before income taxes and minority interest ............... 6,230 7,026 7,999 8,103
Provision for inCOME taXes ..........coovveeeeeveeeeeveeeeireeeeereeeeennns 2,479 2,711 3,103 3,118

Net income before minority interest ..........cceveveeeeveerveenneens 3,751 4315 4,896 4,985
Minority interest in earnings of subsidiary...........cccceccevveeveennen. 51 66 44 44

NEEINCOME ..ttt ettt eeae e $ 3,700 $ 4249 $ 4852 $§ 4,941
Earnings per share:

BASIC vttt $§ 006 $ 007 $ 0.08 $ 0.08

DIIULEA oo 0.06 0.07 0.08 0.08

Differences between annual amounts and the total of quarterly amounts are due to rounding.
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SHAREHOLDER INFORMATION

Brookline Bancorp, Inc. is the parent corporation of Brookline Bank. Brookline Bancorp, Inc. common stock trades on the NASDAQ exchange under the
symbol BRKL. At December 31, 2008, there were 58,373,209 shares outstanding and 2,197 stockholders of record. Stockholders of record do not reflect the
number of persons or entities who hold stock in nominee or “street” name.

COMMON STOCK INFORMATION

Market prices for the Company’s common stock and dividends paid per quarter during 2008 and 2007 follow.

2008 High Low Dividend Paid Per Share
First Quarter $ 11.97 $ 8.99 $ 0.285
Second Quarter 12.10 9.44 0.085
Third Quarter 16.00 8.76 0.285
Fourth Quarter 13.01 8.90 0.085
2007 High Low Dividend Paid Per Share
First Quarter $ 1355 $ 12.05 $ 0.285
Second Quarter 12.99 11.51 0.085
Third Quarter 13.49 10.10 0.285
Fourth Quarter 12.25 9.24 0.085

BROOKLINE BANCORP, INC. TOTAL RETURN PERFORMANCE

At December 31, 2003 2004 2005 2006 2007 2008
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of Brookline Bancorp, Inc. will be held at assistance in changing your address, elimination available without charge upon request.
10:90 a.m. on April 30, 2009 at the Broo.klme of duplicate mailings, transferring stc.)c'k, replacing Brookline Bancorp, Inc.
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Massachusetts 02446. dividend reinvestment or dividend checks: P.0. Box 470469
American Stock Transfer Brookline, MA 02447-0469
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59 Maiden Lane, New York, NY 10038
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BANKING LOCATIONS
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Chestnut Hill Brookline Bancorp, Inc.
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Brookline, Massachusetts 02445
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