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Independent Auditors’ Report 

The Board of Trustees 
Middlesex Savings Bank: 

We have audited the accompanying consolidated balance sheets of Middlesex Savings Bank and 
subsidiaries (the Bank) as of October 31, 2008 and 2007, and the related consolidated statements of 
income, changes in retained earnings, and cash flows for the years then ended. These consolidated financial 
statements are the responsibility of the Bank’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 auditing standards generally accepted in the United States of 
America. 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 Middlesex Savings Bank and subsidiaries at October 31, 2008 and 2007, 
and the results of their operations and their cash flows for the years then ended, in conformity with 
U.S. generally accepted accounting principles. 

 

February 25, 2009

 KPMG LLP Telephone 617 988 1000 
 99 High Street Fax  617 988 0800 
 Boston, MA 02110-2371 Internet www.us.kpmg.com 
 

KPMG LLP, a U.S. limited liability partnership, is the U.S. 
member firm of KPMG International, a Swiss cooperative.



MIDDLESEX SAVINGS BANK AND SUBSIDIARIES

Consolidated Balance Sheets

October 31, 2008 and 2007

(Dollars in thousands)

Assets 2008 2007

Cash and due from banks $ 57,764   44,668   
Federal funds sold and overnight funds 43,712   84,582   

Total cash and cash equivalents 101,476   129,250   

Investment securities available for sale (amortized cost of
$1,476,337 in 2008 and $1,257,772 in 2007) (notes 2 and 8) 1,409,968   1,251,055   

Loans (note 3) 1,915,634   1,824,931   
Less allowance for loan losses (note 4) (21,159)  (18,326)  

Loans, net 1,894,475   1,806,605   

Stock in Federal Home Loan Bank of Boston, at cost (note 5) 18,215   8,945   
Banking premises and equipment, net (note 6) 37,994   39,212   
Other real estate owned 300   —    
Accrued interest receivable 12,940   14,757   
Cash surrender value of life insurance (note 12) 43,308   42,317   
Deferred income tax asset, net (note 9) 42,457   14,566   
Other assets 2,900   2,762   

$ 3,564,033   3,309,469   

Liabilities and Retained Earnings

Deposits (note 7) $ 2,965,093   2,895,796   
Advances from Federal Home Loan Bank of Boston (note 5) 200,281   6,694   
Repurchase agreements (note 8) 64,887   54,247   
Official checks outstanding 12,792   15,377   
Accrued benefits payable (note 11) 13,798   8,637   
Escrow deposits of borrowers 1,478   1,448   
Other liabilities 3,179   3,297   

Total liabilities 3,261,508   2,985,496   

Commitments and contingencies (notes 6 and 13)

Retained earnings (note 10):
Undistributed earnings 345,328   328,616   
Accumulated other comprehensive loss (42,803)  (4,643)  

Total retained earnings 302,525   323,973   
$ 3,564,033   3,309,469   

See accompanying notes to consolidated financial statements.
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MIDDLESEX SAVINGS BANK AND SUBSIDIARIES

Consolidated Statements of Income

Years ended October 31, 2008 and 2007

(Dollars in thousands)

2008 2007

Interest and dividend income:
Mortgage loans $ 90,756   87,998   
Commercial loans 12,275   13,989   
Other loans 10,503   12,070   
Investment securities available for sale 11,155   23,613   
Mortgage-backed securities available for sale 58,472   42,883   
Other 2,542   3,264   

Total interest and dividend income 185,703   183,817   

Interest expense:
Deposits (note 7) 87,114   95,896   
Advances from Federal Home Loan Bank of Boston 3,516   438   
Repurchase agreements 1,029   1,118   

Total interest expense 91,659   97,452   

Net interest and dividend income 94,044   86,365   

Provision for loan losses (note 4) 11,150   2,250   

Net interest and dividend income after provision for
loan losses 82,894   84,115   

Noninterest income:
Deposit account fees 2,783   2,652   
Securities gains, net (note 2) 34   186   
Loss on write-down of investments to fair value (note 2) (516)  —    
BOLI income (note 12) 990   1,803   
Other 5,912   5,502   

Total noninterest income 9,203   10,143   

Noninterest expense:
Salaries and employee benefits (note 11) 39,173   38,990   
Office occupancy and equipment (note 6) 10,676   10,758   
Advertising 1,466   2,477   
Information technology 2,249   2,342   
Postage and office supplies 1,201   1,559   
Contributions 499   590   
Other operating expenses 11,242   10,080   

Total noninterest expense 66,506   66,796   

Income before income taxes 25,591   27,462   

Income taxes (note 9) 8,879   9,163   
Net income $ 16,712   18,299   

See accompanying notes to consolidated financial statements.
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MIDDLESEX SAVINGS BANK AND SUBSIDIARIES

Consolidated Statements of Changes in Retained Earnings

Years ended October 31, 2008 and 2007

(Dollars in thousands)

Accumulated
other Total

Undistributed comprehensive retained
earnings income (loss) earnings

Balance at October 31, 2006 $ 310,317   (5,844)  304,473   

Net income 18,299   —    18,299   

Other comprehensive income:
Unrealized gain on securities available for sale,

net of $723 deferred income taxes —    1,585   1,585   

Total comprehensive income 19,884   

Adjustment to initially apply
SFAS No. 158, net of tax of $(275) —    (384)  (384)  

Balance at October 31, 2007 328,616   (4,643)  323,973   

Net income 16,712   —    16,712   

Other comprehensive income:
Unrealized loss on securities available for sale,

net of $(24,460) deferred income taxes —    (35,392)  (35,392)  

Adjustment of accumulated obligation for
postretirement benefits, net of $(2,006)
deferred income taxes —    (2,768)  (2,768)  

Total comprehensive income (21,448)  
Balance at October 31, 2008 $ 345,328   (42,803)  302,525   

2008 2007

Disclosures of reclassification adjustment:
Unrealized holding (losses) gains arising during

the year (net of $24,490 tax benefit in 2008 and
$785 tax in 2007) $ (35,373)  1,709   

Reclassification adjustment for gains included
in net income (net of $14 tax in 2008
and $62 tax in 2007) (19)  (124)  

Net unrealized (loss) gain on
securities available for sale $ (35,392)  1,585   

See accompanying notes to consolidated financial statements.
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MIDDLESEX SAVINGS BANK AND SUBSIDIARIES

Consolidated Statements of Cash Flows

Years ended October 31, 2008 and 2007

(Dollars in thousands)

2008 2007

Cash flows from operating activities:
Net income $ 16,712   18,299   
Adjustments to reconcile net income to net cash provided by operating activities:

Provision for loan losses 11,150   2,250   
Depreciation, amortization, and disposal 4,987   5,954   
Deferred income taxes (1,625)  1,725   
Securities gains, net (34)  (186)  
Loss on write-down of investments to fair value 516   —    
Amortization of premiums on investment securities, net (513)  (697)  
Increase (decrease) in accrued interest receivable 1,817   (250)  
Increase in cash surrender value of life insurance (991)  (1,803)  
Increase in other assets (138)  (1,581)  
Decrease in official checks outstanding (2,585)  (82)  
Increase (decrease) in accrued benefits payable 290   (5,491)  
Increase in escrow deposits of borrowers 30   51   
Decrease in other liabilities (118)  (963)  

Net cash provided by operating activities 29,498   17,226   

Cash flows from investing activities:
Proceeds from sales of investment securities available for sale 232,474   10,141   
Proceeds from calls and maturities of investment securities available for sale 255,000   205,000   
Purchase of investment securities available for sale (85,625)  (64,640)  
Purchase of mortgage-backed investments securities available for sale (794,142)  (200,216)  
Principal paydowns of investment securities available for sale 173,759   138,355   
Net increase in outstanding loans (99,320)  (32,838)  
Purchase of Federal Home Loan Bank of Boston stock (9,270)  (796)  
Sale of Federal Home Loan Bank of Boston stock —    153   
Capital expenditures (3,672)  (8,453)  

Net cash (used in) provided by investing activities (330,796)  46,706   

Cash flows from financing activities:
Net (decrease) increase in time deposit accounts (6,967)  30,258   
Net increase (decrease) in other deposit accounts 76,264   (76,708)  
Repayment to Federal Home Loan Bank of Boston (6,413)  —    
Advances from Federal Home Loan Bank of Boston 200,000   6,399   
Increase in repurchase agreements 10,640   8,439   

Net cash provided by (used in) financing activities 273,524   (31,612)  

Net (decrease) increase in cash and cash equivalents (27,774)  32,320   

Cash and cash equivalents, beginning of year 129,250   96,930   
Cash and cash equivalents, end of year $ 101,476   129,250   

Supplemental cash flow information:
Cash paid during year for:

Interest $ 91,584   97,450   
Income taxes 11,315   8,730   

Noncash transactions:
Foreclosures and properties substantively repossessed 300   —    
Change in unrealized gains on securities available for sale, net of taxes 

of $(24,460) (35,392)  1,585   
Change in additional pension and other postretirement plan liabilities, net

of taxes of $(2,006) (2,768)  (384)  

See accompanying notes to consolidated financial statements.
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MIDDLESEX SAVINGS BANK AND SUBSIDIARIES 

Notes to Consolidated Financial Statements 

October 31, 2008 and 2007 

(Dollars in thousands) 

 6 (Continued) 

(1) Organization and Summary of Significant Accounting Policies 

(a) Organization 

Middlesex Savings Bank (the Bank) is a state-chartered mutual savings bank. The Bank provides a 
variety of loan, deposit, and other financial services to its customers and is subject to competition 
from other financial service companies, including commercial banks, savings banks, credit unions, 
mortgage banking companies, insurance agencies, and investment companies. The Bank is also 
subject to the regulations of, and periodic examination by, the Federal Deposit Insurance Corporation 
(FDIC) and the Massachusetts Division of Banks. The Bank’s deposits are insured in full by a 
combination of FDIC and Depositors Insurance Fund (DIF) deposit insurance. Interest-bearing, 
nontransaction account deposits up to $250 per owner or beneficiary, including retirement accounts, 
are insured by the Bank Insurance fund of the FDIC. Furthermore, the Bank is a participant in the 
Transaction Account Guarantee Program component of the FDIC Temporary Liquidity Guarantee 
Program. As such, all amounts held in noninterest bearing transaction accounts, including NOW 
accounts and Interest on Lawyers Trust Accounts, are also insured by the FDIC through 
December 31, 2009. Amounts above those insured by the FDIC are insured by the DIF. 

(b) Basis of Presentation 

The consolidated financial statements include the accounts of the Bank and its wholly owned 
subsidiaries, Middlesex Securities Corp. and First Evergreen Properties, LLC. All intercompany 
accounts and transactions have been eliminated in consolidation. 

The accounting and reporting policies of the Bank conform to U.S. generally accepted accounting 
principles and prevailing practices within the banking industry. In preparing the consolidated 
financial statements, management is required to make estimates and assumptions that affect the 
reported amounts of assets and liabilities at the consolidated balance sheet date and income and 
expenses for the year. Actual results could differ from those estimates. The estimate that is 
particularly susceptible to change in the near term relates to the allowance for loan losses. 

(c) Investment Securities 

Debt and equity securities are classified as available-for-sale and reported at fair value, with 
unrealized gains and losses (net of related income taxes) excluded from earnings and reported as 
other comprehensive income. 

Premiums and discounts on debt securities are amortized and accreted using a method that 
approximates the interest method. 

The Bank records investment security transactions on a trade-date basis. Gains and losses on sales of 
investment securities are recognized at the time of sale using the specific-identification method. A 
charge to income is recognized on investment securities when a decline in value is considered other 
than temporary. 



MIDDLESEX SAVINGS BANK AND SUBSIDIARIES 

Notes to Consolidated Financial Statements 

October 31, 2008 and 2007 

(Dollars in thousands) 

 7 (Continued) 

(d) Loans 

Loans are reported at the principal balance outstanding, net of unearned discounts and net deferred 
loan origination costs. Loan origination costs, net of certain origination fees, are considered 
adjustments of interest rate yield and amortized into interest income over the loan term. 

Loans held for sale are carried at the lower of aggregate cost or market value. Calculations are done 
on an individual basis. Gains on the sale of loans are recognized on the date the transaction is settled. 

Nonaccrual loans are those on which the accrual of interest is discontinued when collectibility of 
principal or interest is uncertain or payments of principal or interest have become contractually past 
due 90 days. Upon such discontinuance, all unpaid accrued interest is reversed. A loan may remain 
on accrual status if both the value of any collateral securing the loan is sufficient to cover principal 
and accrued interest and the loan is in the process of collection. Interest received on impaired loans is 
recognized in income on a cash basis. 

Nonaccrual and impaired loans are returned to accrual status when the loan is brought current, there 
no longer exists concern over collectibility, and the borrower has demonstrated, over time, both the 
intent and ability to repay the loan. 

Impaired loans reported are commercial and commercial real estate loans for which it is probable 
that the Bank will not be able to collect all amounts due according to the contractual terms of the 
loan agreement. Factors generally considered by management in determining impairment 
classification include payment status and terms and, to a lesser extent, collateral value. The amount 
of impairment for these types of impaired loans is determined by the difference between the present 
value of the expected cash flows to be derived from the loan, using the original contractual interest 
rate, and its recorded value, or, as a practical expedient in the case of collateral dependent loans, the 
difference between the fair value of the collateral and the recorded amount of the loan. When 
foreclosure is probable, impairment is measured based on the fair value of the collateral. Residential 
mortgage and consumer loans are measured for impairment collectively. Loans that experience 
insignificant payment delays and insignificant shortfalls in payment amounts generally are not 
classified as impaired. Management determines the significance of payment delays and payment 
shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding the 
loan and the borrower, including the length of the delay, the reasons for the delay, the borrower’s 
prior payment record, and the amount of the shortfall in relation to the principal and interest owed. 

Commercial loans over 90 days delinquent and/or with a risk rating of doubtful or loss are reviewed 
on a monthly basis and are charged off as appropriate after an evaluation of collectibility considering 
collateral values, less cost to sell, or if the borrower has additional assets not secured by the debt. 

(e) Allowance for Credit Losses 

Allowance for Loan Losses 

The allowance for loan losses is maintained at a level believed by management to be adequate to 
meet reasonably foreseeable loan losses on the basis of many factors, including the risk 



MIDDLESEX SAVINGS BANK AND SUBSIDIARIES 

Notes to Consolidated Financial Statements 

October 31, 2008 and 2007 

(Dollars in thousands) 
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characteristics of the portfolio, underlying collateral, economic conditions that may affect the 
borrower’s ability to pay, and trends in loan delinquencies and charge-offs. The allowance is 
increased by provisions charged to earnings and reduced by loan charge-offs, net of recoveries. 

The allowance for loan losses is determined using a systematic analysis based on historical 
experience, product types, and industry benchmarks. The loan loss calculation is determined by 
applying reserve allocation percentages to groups of loans based on risk. A system of periodic loan 
reviews is performed to assess the inherent risk and assign risk ratings to each loan individually. 
Reserve allocations are determined utilizing historical and other objective information; however, the 
classification of loans and the establishment of the allowance for loan losses rely to a great extent on 
the judgment and experience of management. 

While management uses available information to recognize losses on loans, future additions to the 
allowance may be necessary based on changes in economic conditions. In addition, various 
regulatory agencies, as an integral part of their examination process, periodically review the Bank’s 
allowance for loan losses. Such agencies may require the Bank to recognize additions to the 
allowance based on judgments different from those of management. 

Allowance for Off-Balance-Sheet Credit 

The Bank classifies the portion of the allowance for loan losses related to off-balance-sheet credit 
risk, amounting to $1,280 and $1,180 for the years ended October 31, 2008 and 2007, respectively, 
in other liabilities. 

(f) Banking Premises and Equipment 

Banking premises and equipment are stated at cost, net of accumulated depreciation and 
amortization. Depreciation and amortization are computed to approximate the straight-line method 
over the estimated useful lives of the assets or terms of related leases, if shorter. 

(g) Cash and Cash Equivalents 

Cash and cash equivalents are defined to include cash and due from banks, federal funds sold, and 
certificates of deposit with maturities of three months or less. 

(h) Income Taxes 

The Bank recognizes income taxes under the asset and liability method. Under this method, deferred 
tax assets and liabilities are established for the temporary differences between the accounting basis 
and the tax basis of the Bank’s assets and liabilities at enacted tax rates expected to be in effect when 
the amounts related to such temporary differences are realized 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. To the extent that current available evidence about the future raises doubt about the 
realization of a deferred tax asset, a valuation allowance must be established. 
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Notes to Consolidated Financial Statements 

October 31, 2008 and 2007 

(Dollars in thousands) 
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(i) Pension Benefits 

The Bank provides pension benefits to its employees under a noncontributory, defined benefit plan, 
which is funded on a current basis in compliance with the requirements of the Employee Retirement 
Income Security Act of 1974 and recognizes costs over the estimated employee service period. 

(j) Reclassification 

Certain prior year amounts have been reclassified to conform to the current year’s presentation. 

(k) Recent Accounting Pronouncements 

FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48), among other 
things, defines the threshold for recognizing the benefits of the Bank’s tax return position in its 
financial statements as “more-likely than-not” to be sustained by the taxing authority. FIN 48 will be 
applicable for the Bank for the fiscal year ending October 31, 2009. The Bank believes the adoption 
of FIN 48 will not have a material impact on the Bank’s financial condition or results of operations. 

In March 2006, the FASB Emerging Issues Task Force (EITF) issued interpretive guidance in Issue 
No. 06-4, in which agreements by companies to share a portion of the proceeds of life insurance 
policies with an employee during the postretirement period is a postretirement benefit arrangement 
that must be accounted for under SFAS No. 106, Employers’ Accounting for Postretirement Benefits 
Other Than Pensions. Under EITF No. 06-4, the EITF also concluded the purchase of a split-dollar 
life insurance policy does not constitute a settlement of the postretirement benefit as defined in SFAS 
No. 106. Thus, companies are required to record an accrual for this postretirement benefit upon 
adoption of EITF No. 06-4. The adoption of EITF No. 06-4 on November 1, 2007 did not have an 
impact on the Bank’s consolidated financial statements. 

SFAS No. 157, Fair Value Measurements (SFAS 157). In September 2006, the FASB issued 
SFAS 157. This Statement defines fair value, establishes a framework for measuring fair value, and 
expands disclosures of fair value measurements. SFAS 157 applies to the accounting principles that 
currently use fair value measurement, and does not require any new fair value measurements. The 
expanded disclosures focus on the inputs used to measure fair value as well as the effect of the fair 
value measurements on earnings. SFAS 157 is effective as of the beginning of the first fiscal year 
beginning after November 15, 2007 and interim periods within that fiscal year. The Bank believes 
the adoption of SFAS 157 will not have a material impact on the Bank’s financial position or results 
of operations. 

SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities—including an 
amendment of FASB Statement No. 115 (SFAS 159). SFAS 159 permits entities to choose to measure 
eligible items at fair value at specific election dates. Unrealized gains and losses on items for which 
the fair value option has been elected are reported in earnings at each subsequent reporting date. The 
fair value option (i) may be applied instrument-by-instrument with certain exceptions, (ii) is 
irrevocable (unless a new election date occurs) and (iii) is applied only to entire instruments and not 
to portions of instruments. SFAS 159 is effective as of the beginning of the first fiscal year that 
begins after November 15, 2007. Early adoption was permitted as of the beginning of a fiscal year 
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Notes to Consolidated Financial Statements 
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that begins on or before November 15, 2007, provided the entity also elected to apply the provisions 
of SFAS 157. 

In December 2007, the FASB issued SFAS No. 141, Business Combinations (Revised 2007) 
(SFAS 141R). SFAS 141R replaces SFAS No. 141, Business Combinations, and applies to all 
transactions and other events in which one entity obtains control over one or more other businesses. 
SFAS 141R requires an acquirer, upon initially obtaining control of another entity, to recognize the 
assets, liabilities and any noncontrolling interest in the acquirer at fair value as of the acquisition 
date. Contingent consideration is required to be recognized and measured at fair value on the date of 
acquisition rather than at a later date when the amount of that consideration may be determinable 
beyond a reasonable doubt. This fair value approach replaces the cost-allocation process required 
under SFAS 141 whereby the cost of an acquisition was allocated to the individual assets acquired 
and liabilities assumed based on their estimated fair value. SFAS 141R requires acquirers to expense 
acquisition-related costs as incurred rather than allocating such costs to the assets acquired and 
liabilities assumed, as was previously the case under SFAS 141. Under SFAS 141R, the 
requirements of SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities, 
would have to be met in order to accrue for a restructuring plan in purchase accounting. 
Pre-acquisition contingencies are to be recognized at fair value, unless it is a noncontractual 
contingency that is not likely to materialize, in which case, nothing should be recognized in purchase 
accounting and, instead, that contingency would be subject to the probable and estimable recognition 
criteria of SFAS No. 5, Accounting for Contingencies. The Bank does not anticipate the adoption of 
SFAS 141R will materially impact its consolidated financial statements upon adoption on 
November 1, 2009. 

(2) Investment Securities Available for Sale 

The cost and fair value of investment securities available for sale at October 31 are as follows: 

2008
Amortized Unrealized Unrealized

cost gains losses Fair value

U.S. government obligations $ 85,541   149   (49)  85,641   
Other bonds and obligations 73,421   —    (30,389)  43,032   
Marketable equity securities 5,464   —    (345)  5,119   
Mortgage-backed securities 1,311,911   159   (35,894)  1,276,176   

$ 1,476,337   308   (66,677)  1,409,968   
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Notes to Consolidated Financial Statements 
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2007
Amortized Unrealized Unrealized

cost gains losses Fair value

U.S. government obligations $ 344,492   641   (667)  344,466   
Other bonds and obligations 88,447   223   (1,904)  86,766   
Marketable equity securities 5,980   —    (329)  5,651   
Mortgage-backed securities 818,853   2,654   (7,335)  814,172   

$ 1,257,772   3,518   (10,235)  1,251,055   
 

The cost and fair value of U.S. government obligations, other bonds and obligations, and mortgage-backed 
securities at October 31, 2008, by contractual maturity, are shown below. Actual maturities will differ from 
contractual maturities due to prepayments. 

Cost Fair value

Within one year $ 35,153   35,258   
One to two years 50,389   50,383   
Two to five years 676   652   
Five to ten years 65,536   63,113   
After ten years 1,319,119   1,255,443   

$ 1,470,873   1,404,849   
 

Proceeds from sales of investment securities available for sale amounted to $232,474 in 2008. Such sales 
resulted in gross realized gains of $3,863 and realized losses of $3,829. Proceeds from sales of investment 
securities available for sale amounted to $10,141 in 2007. Such sales resulted in gross realized gains of 
$186 and realized losses of $0. 

At October 31, 2008, included in investment securities available for sale are investments of $73,421 that 
could be called prior to the contractual maturity date. 

At October 31, 2008, the Bank pledged as collateral $8,245 for federal tax deposits, $16,491 for the 
discount window at the Federal Reserve Bank, $825 for international letters of credit, and $84,050 for 
repurchase agreements. All securities pledged as collateral are U.S. government obligations and 
mortgage-backed securities. 
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Gross unrealized losses on investment securities and the fair value of the related securities, aggregated by 
investment category and length of time that individual securities have been in a continuous unrealized loss 
position, at October 31, 2008 and 2007 were as follows: 

Less than 12 months 12 months or longer Total
Unrealized Unrealized Unrealized

Fair value losses Fair value losses Fair value losses

October 31, 2008:
U.S. government obligations $ 30,190  (49) —  —  30,190  (49) 
Marketable equity securities —  —  5,119  (345) 5,119  (345) 
Mortgage-backed securities 1,234,458  (35,824) 1,682  (70) 1,236,140  (35,894) 
Other bonds and obligations 14,244  (5,756) 28,788  (24,633) 43,032  (30,389) 

$ 1,278,892  (41,629) 35,589  (25,048) 1,314,481  (66,677) 

 
Less than 12 months 12 months or longer Total

Unrealized Unrealized Unrealized
Fair value losses Fair value losses Fair value losses

October 31, 2007:
U.S. government obligations $ —  —  194,288  (667) 194,288  (667) 
Marketable equity securities 966  (14) 4,685  (315) 5,651  (329) 
Mortgage-backed securities 131,606  (544) 287,325  (6,791) 418,931  (7,335) 
Other bonds and obligations 56,512  (1,904) —  —  56,512  (1,904) 

$ 189,084  (2,462) 486,298  (7,773) 675,382  (10,235) 

 

U.S. government obligations: The unrealized losses on investments in U.S. government obligations were 
caused by changes in the interest rate environment. Because the decline in fair value is not attributable to 
credit quality, and the Bank has the intent and the ability to hold these securities until a market price 
recovery or maturity, these investments are not considered to be other than temporarily impaired. 

Marketable equity securities: The unrealized losses on marketable equity securities were predominantly 
caused by broader conditions in the formal organized equity markets and/or public exchanges or from 
specific conditions that are unique to each company represented in the portfolio. Management continuously 
monitors equity securities for impairment by reviewing the financial condition of the issuer, 
company-specific events, industry developments, and general economic conditions. In addition, 
management carefully evaluates the conditions across broader equity markets to ascertain any applicable 
impact upon its own portfolio. Based on this evaluation and the Bank’s intent to hold these securities for a 
reasonable period of time sufficient for a forecasted recovery of fair value, the Bank does not consider 
these investments to be other-than-temporarily impaired. Management reviews corporate financial reports, 
credit agency reports, and other publicly available information. 

Mortgage-backed securities: The unrealized losses on mortgage-backed securities were caused by changes 
in the interest rate environment and general economic conditions. 

Other bonds and obligations: The Bank’s other bonds and debt obligations consist of investments in 
corporate bonds and trust preferred securities. The unrealized losses on these bonds and obligations were 
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caused by the recent volatility of the collateralized debt market caused by the subprime mortgage crisis. At 
October 31, 2008, the aggregate unrealized loss on these securities was not considered to be 
other-than-temporary impairment loss because of the financial soundness of the issuers. All of the debt 
obligations are rated investment grade or higher and are performing according to the contractual terms of 
the securities. The Bank has the ability and the intent to hold these securities until a market price recovery 
or maturity. 

(3) Loans 

October 31
2008 2007

Mortgage loans:
Residential – fixed $ 354,278   300,391   
Residential – variable 492,852   524,453   
Commercial – fixed 100,565   81,953   
Commercial – variable 386,484   354,254   

Total mortgage loans 1,334,179   1,261,051   

Commercial loans 187,816   165,094   
Construction and development loans 205,500   226,189   
Other loans:

Equity and second mortgage 174,758   157,793   
Collateral 6,146   7,777   
Personal and other 6,779   6,796   

Total other loans 187,683   172,366   

Deferred loan costs, net 456   231   

Total loans 1,915,634   1,824,931   

Allowance for loan losses (21,159)  (18,326)  
Net loans $ 1,894,475   1,806,605   

 

The Bank’s lending activities are conducted principally in eastern Massachusetts. The Bank grants 
single-family and multifamily residential loans, commercial real estate loans, commercial loans, and a 
variety of consumer loans. In addition, the Bank grants loans for the construction of residential homes, 
multifamily properties, commercial real estate properties, and land development. Most loans granted by the 
Bank are collateralized by real estate. The ability and willingness of single-family residential and consumer 
borrowers to honor their repayment commitments is generally dependent on the level of overall economic 
activity within the borrower’s geographic area and real estate values. The ability and willingness of 
commercial real estate, commercial, and construction loan borrowers to honor their repayment 
commitments is generally dependent on the health of the real estate economic sector in the borrower’s 
geographic area and the economy in general. As of October 31, 2008, the general economy and values of 
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collateral are declining in this region, which has been considered by management in arriving at the estimate 
of the allowance for loan loss. 

At October 31, 2008 and 2007, loans held for sale amounted to $296 and $0, respectively. Loans sold 
during the year were $16,361 in 2008 and $32,583 in 2007, with gains recorded of $183 and $356, 
respectively. 

At October 31, 2008 and 2007, total impaired loans were $17,812 and $3,640, respectively. Loans totaling 
$976 and $16 required specific allowances of $182 and $16 at October 31, 2008 and 2007, respectively. 
Impaired loans on nonaccrual status at October 31, 2008 and 2007 amounted to $17,812 and $3,640, 
respectively. Interest income that would have been recognized had the impaired loans been current in 
accordance with their original terms, amounted to $836 and $102 for the years ended October 31, 2008 and 
2007, respectively. The average recorded investment in impaired loans during the years ended October 31, 
2008 and 2007 was $12,991 and $4,812, respectively. Loans on nonaccrual status amounted to $24,444 
and $7,386 at October 31, 2008 and 2007, respectively. Interest income for the years ended October 31, 
2008 and 2007 that would have been recognized had nonaccrual loans been current in accordance with 
their original terms, amounted to $992 and $223, respectively. 

Loans made to trustees and senior management of the Bank in the ordinary course of business amounted to 
approximately $23,773 and $22,648 at October 31, 2008 and 2007, respectively. Principal paydowns 
amounted to $7,130 and additions amounted to $7,386 during 2008. All loans and commitments included 
in such amounts were made on substantially the same terms, including interest rates and collateral, as those 
prevailing at the time for comparable transactions with other persons and do not involve more than the 
normal risk of collectibility or present other unfavorable features. 

(4) Allowance for Loan Losses 

An analysis of the allowance for loan losses for the years ended October 31 is as follows: 

2008 2007

Balance at beginning of year $ 18,326   16,915   
Provision charged to operations 11,150   2,250   
Charge-offs:

Commercial mortgages —    —    
Construction and development loans (5,607)  (150)  
Commercial loans (2,417)  (844)  
Residential mortgages (164)  —    
Home equity loans (69)  —    
Other loans (137)  (145)  

Total charge-offs (8,394)  (1,139)  

Recoveries on accounts previously charged off 77   300   
$ 21,159   18,326   
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(5) Stock in and Advances from Federal Home Loan Bank of Boston 

The Federal Home Loan Bank (FHLB) capital structure mandates that members must own stock as 
determined by their Total Stock Investment Requirement, which is the sum of a member’s Membership 
Stock Investment Requirement and Activity-Based Stock Investment Requirement. The Membership Stock 
Investment Requirement is calculated as 0.35% of a member’s Stock Investment Base, subject to a 
minimum investment of $10 and a maximum investment of $25,000. The Stock Investment Base is the 
amount of certain assets eligible to secure advances held by a member that are reflected on call reports 
submitted to applicable regulatory authorities. The Activity-Based Stock Investment Requirement is 
calculated as 4.50% of a member’s outstanding Activity-Based Assets, as adjusted. Activity-Based Assets 
include, but are not limited to, advances, advance commitments, and standby letters of credit. When such 
stock is redeemed, the Bank will receive an amount equal to the par value of the stock. 

At October 31, 2008 and 2007, the Bank had outstanding advances from the FHLB Boston of $200,281 
and $6,694, respectively. The weighted average rate of these advances was 1.89% at October 31, 2008. 
These advances are scheduled to mature within one year, with the exception of one that will mature 2026. 

First lien 1–4 family residential mortgage loans designated as qualified collateral for FHLB borrowing 
capacity amounted to $781,296 and $760,551 at October 31, 2008 and 2007, respectively. 

In December 2008, in light of the current market conditions, the FHLB Boston placed a moratorium on all 
excess stock repurchases. In a letter to all of its member banks, the FHLB Boston has a revised retained 
earnings target to $600.0 million. The previous targeted minimum retained earnings range was 
$375.0 million to $400.0 million. The FHLB Boston has indicated its quarterly dividend payout will be 
limited to no more than 50% of quarterly earnings in the event that the retained earnings target exceeds the 
FHLB’s current level of retained earnings. As a result of these two actions by the FHLB Boston, the Bank 
will continue to monitor its investment in FHLB stock. 

(6) Banking Premises and Equipment 

The following table shows banking premises and equipment at October 31: 

2008 2007

Land $ 6,943   6,943   
Buildings and leasehold improvements 33,545   32,157   
Furniture and fixtures 27,055   28,647   

67,543   67,747   

Accumulated depreciation and amortization (29,549)  (28,535)  
$ 37,994   39,212   

 

Depreciation and amortization expense related to premises was $4,850 and $4,766 for the years ended 
October 31, 2008 and 2007, respectively. The net decrease in furniture and fixtures and the corresponding 
accumulated depreciation and amortization relates to the consolidation of the operations centers over the 
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past year and the disposal of assets, the majority of which were fully depreciated. The estimated useful 
lives for leasehold improvements and buildings are 5–20 years and 40 years, respectively. The estimated 
useful life for furniture, fixtures, and equipment is 2–10 years, with the exception of computer software 
and equipment, which is 2–5 years. 

The Bank occupied leased quarters at 14 branch locations and two loan production centers as of 
October 31, 2008. An unoccupied operations center in Natick was sublet during the year for $100. The 
leases expire at various dates, with options for renewal, and contain several provisions and clauses 
providing for increased rentals based on, among other things, increases in common area maintenance. 
Rental expense for the years ended October 31, 2008 and 2007 was $2,032 and $2,083, respectively. 

A summary of minimum rentals for future periods under noncancelable long-term operating leases is as 
follows: 

Amount

Year ending October 31:
2009 $ 1,955   
2010 1,910   
2011 1,773   
2012 1,489   
Thereafter 4,633   

$ 11,760   
 

(7) Deposits 

The following table shows deposits by type at October 31: 

2008 2007

Demand deposit accounts $ 323,786   295,740   

Interest-bearing transaction deposits:
NOW 130,734   131,688   
Regular savings 83,028   87,529   
Money fund 711,159   657,486   

Total interest-bearing transaction deposits 924,921   876,703   

Time deposits:
IRA/Keogh accounts 431,451   429,540   
Certificate of deposit accounts 1,284,935   1,293,813   

Total time deposits 1,716,386   1,723,353   
Total deposits $ 2,965,093   2,895,796   
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Scheduled maturities of time deposits at October 31 are as follows: 

2008 2007

Within one year $ 1,146,294   1,254,689   
One to three years 426,907   212,443   
Over three years 143,185   256,221   

$ 1,716,386   1,723,353   
 

Interest expense for each category of savings deposits for the years ended October 31 is as follows: 

2008 2007

NOW accounts $ 382   639   
Regular savings 548   938   
Money fund 11,190   15,275   
Time deposits 74,994   79,044   

$ 87,114   95,896   
 

Time deposits in denominations of $250 or more amounted to approximately $288,169 and $259,472 at 
October 31, 2008 and 2007, respectively. 

(8) Repurchase Agreements 

The following table discloses certain information regarding repurchase agreements as of October 31: 

2008 2007

Balance outstanding at end of year $ 64,887 54,247
Maximum outstanding during year 71,390 56,933
Average amount outstanding during year 55,235 43,247
Cost of collateral pledged as security for agreements(a) 84,050 68,587
Fair value of collateral pledged as security for agreements(a) 81,995 69,034
Weighted average interest rates 1.85% 2.59%

(a) Repurchase agreements are collateralized by certain investment securities, which have been
specifically identified within the portfolio.
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(9) Income Taxes 

The components of income tax expense for the years ended October 31 were as follows: 

2008 2007

Current income tax expense:
Federal $ 10,057   6,872   
State 447   566   

10,504   7,438   

Deferred income tax benefit (expense):
Federal (1,616)  1,171   
State (39)  780   
Change in valuation allowance 30   (226)  

(1,625)  1,725   
$ 8,879   9,163   

 

The Bank had gross deferred income tax assets and gross deferred income tax liabilities at October 31 as 
follows: 

2008 2007

Deferred income tax assets:
Allowance for loan losses $ 9,166   8,089   
Unrealized loss on investment securities 26,717   2,457   
Loss on write-down of investments to fair value 211   —    
Deferred compensation 1,881   1,804   
Pension and retirement liabilities 3,819   1,780   
Depreciation 998   1,071   
Charitable contributions 29   —    
Nonaccrued interest 405   80   
Other 82   —    

Gross deferred income tax assets 43,308   15,281   

Valuation allowance (30)  —    

Deferred income tax assets, net 43,278   15,281   

Deferred income tax liabilities:
Deferred loan costs 821   715   

Gross deferred income tax liabilities 821   715   
Deferred income tax asset, net $ 42,457   14,566   
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Based on the Bank’s historical and current pretax earnings, management believes it is more likely than not 
that the Bank will realize the net deferred income tax asset existing at October 31, 2008. As of October 31, 
2008, the valuation allowance of $30 relates to the State Tax portion of the loss on write-down of 
investments to fair value. It is management’s assumption that the State Tax portion of the loss on 
write-down of investments to fair value will not be realized. Management believes the remaining existing 
net deductible temporary differences, which give rise to the net deferred tax asset, will reverse during 
periods in which the Bank generates net taxable income. In addition, gross deductible temporary 
differences are expected to reverse in periods during which offsetting gross taxable temporary differences 
are expected to reverse. Factors beyond management’s control, such as the general state of the economy 
and real estate values, can affect future levels of taxable income, and no assurance can be given that 
sufficient taxable income will be generated to fully absorb gross deductible temporary differences. 

Income tax expense for the years ended October 31 differed from the expected expense, computed by 
applying the statutory federal income tax rate to income before income taxes, due to the following 
principal reasons: 

2008 2007
Amount Rate Amount Rate

Expected tax expense at
statutory rate $ 8,957   35.0% $ 9,612   35.0%

Differences resulting from:
State income tax, net 265   1.0 874   3.2
Dividends received

deduction available for
income tax purposes (21)  (0.1) (11)  (0.1)

Change in valuation allowance 30   0.1 (226)  (0.8)
Bank-owned life insurance (347)  (1.3) (631)  (2.3)
Tax-exempt interest (407)  (1.6) (174)  (0.6)
Other 402   1.6 (281)  (1.0)

$ 8,879   34.7% $ 9,163   33.4%
 

On July 3, 2008, the State of Massachusetts enacted a law that included reducing the tax rate on net income 
applicable to financial institutions. The rate drops from the current rate of 10.5% to 10% for tax years 
beginning on November 1, 2011, and to 9.0% for tax years beginning on or after November 1, 2012 and 
thereafter. The Bank has recorded approximately $321,000 as additional tax expense for the year ended 
October 31, 2008 and continues to analyze the impact of this law and the results on its net deferred tax 
asset. 

(10) Capital Requirements 

The Bank is subject to various regulatory capital requirements administered by federal banking agencies. 
Failure to meet minimum capital requirements can initiate certain mandatory – and possibly additional 
discretionary – actions by regulators that, if undertaken, could have a direct material effect on the Bank’s 
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consolidated financial statements. Under capital adequacy guidelines and the regulatory framework for 
prompt corrective action, the Bank must meet specific capital guidelines that involve quantitative measures 
of the Bank’s assets, liabilities, and certain off-balance-sheet items as calculated under regulatory 
accounting practices. The Bank’s capital amounts and classification are also subject to qualitative 
judgments by the regulators about components, risk weightings, and other factors. 

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain 
minimum amounts and ratios (set forth in the following table) of total and Tier I capital (as defined in the 
regulations) to risk-weighted assets (as defined), and of Tier I capital (as defined) to average assets (as 
defined). Management believes, as of October 31, 2008, that the Bank meets all capital adequacy 
requirements to which it is subject. 

As of October 31, 2008, the most recent notification from the FDIC categorized the Bank as well 
capitalized under the regulatory framework for prompt corrective action. To be categorized as well 
capitalized, the Bank must maintain minimum total risk-based, Tier I risk-based, and Tier I leverage ratios 
as set forth in the following table. There are no conditions or events since that notification that 
management believes would cause a change in the Bank’s categorization. 

The Bank’s actual capital amounts and ratios are presented in the following table: 

To be well capitalized
under prompt corrective

Actual For capital adequacy action provisions
amount Ratio Amount Ratio Amount Ratio

October 31, 2008:
Total risk-based capital

(to risk-weighted assets) $ 366,380  17.1% $ 171,834  > 8.0% $ 214,793  > 10.0%
Tier I capital

(to risk-weighted assets) 345,220  16.1 85,917  4.0 128,876  6.0
Tier I capital (to average assets) 345,220  9.8 140,623  4.0 175,779  5.0

October 31, 2007:
Total risk-based capital

(to risk-weighted assets) $ 347,758  17.4% $ 159,816  > 8.0% $ 199,770  > 10.0%
Tier I capital

(to risk-weighted assets) 329,366  16.5 79,908  4.0 119,862  6.0
Tier I capital (to average assets) 329,366  10.0 132,043  4.0 165,054  5.0

 

(11) Employee Benefits 

(a) Pension Plan 

The Bank provides a noncontributory, defined benefit pension plan for its employees through 
membership in the Savings Banks Employees Retirement Association (SBERA). Benefits under the 
plan are generally based on years of service and the level of compensation earned by employees 
during the final years of employment. The Bank normally contributes to the plan the maximum 
amount that can be deducted for federal income tax purposes. SBERA offers a common and 
collective trust as the underlying investment structure for pension plans participating in SBERA. The 
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target allocation mix for the common and collective trust portfolio calls for an equity-based 
investment deployment range from 55.0% to 75.0% of total portfolio assets. The remainder of the 
portfolio is allocated to fixed income. The approximate investment allocation of the portfolio as of 
October 31, 2008 is approximately 45.8% equities, and 54.2% fixed income, including money 
markets. The trustees of SBERA, through SBERA’s investment committee, select investment 
managers for the common and collective trust portfolio. A professional investment advisory firm is 
retained by the investment committee to provide allocation analysis, performance measurement and 
to assist with manager searches. The overall investment objective is to diversify equity investments 
across a spectrum of investment types (e.g., small cap, large cap, international, etc.) and styles (e.g., 
growth, value, etc.). 

According to SBERA’s actuary, the estimated funded status of the Bank’s plan at October 31 is as 
follows: 

2008 2007

Projected benefit obligation for service rendered to date $ 27,945   28,882   
Plan assets at fair value, invested primarily in marketable

equity and U.S. Treasury securities 20,106   25,840   
Funded status $ (7,839)  (3,042)  

Accumulated benefit obligation $ 19,252   17,417   
Accrued pension cost recognized in consolidated

balance sheet 2,593   2,871   
 

Assumptions used in determining the actuarial present value of the benefit obligation as of 
October 31 were as follows: 

2008 2007

Discount rate 7.00% 6.00%
Rate of increase in compensation levels 4.50 4.50

 

The following table presents certain assumptions used in determining the net pension expense for the 
years ended October 31: 

2008 2007

Discount rate 6.00% 5.75%
Expected long-term rate of return 8.00 8.00
Assumed rate of future compensation increases 4.50 4.50
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The benefits expected to be paid for each of the following five fiscal years and the aggregate 
thereafter for the five fiscal years are as follows: 

Amount

Year ending October 31:
2009 $ 1,868   
2010 1,017   
2011 740   
2012 3,259   
2013 1,724   
2014 – 2018 10,640   

 

The Bank expects to contribute a minimum of $1,709 to the plan during the fiscal year ending 
October 31, 2009. 

Effective October 31, 2007, the Bank adopted SFAS No. 158, Employers’ Accounting for Defined 
Benefit Pension and Other Postretirement Plans—an amendment of SFAS No. 87, 88, 106, and 
132(R), and recorded an additional $384 of pension and SERP liability, net of deferred taxes, 
through accumulated other comprehensive income (loss) as a result of this adoption. 

Amounts recognized in accumulated other comprehensive income (loss), which have not yet been 
recognized as components of net periodic benefit cost as of October 31, 2008: 

Pension plan SERP Total

Transition liability $ 2   2   
Net actuarial loss 3,024   —    3,024   
Prior service cost 20   105   125   

Total $ 3,046   105   3,151   
 

The following table summarizes the amounts included in accumulated other comprehensive income 
(loss) at October 31, 2008 expected to be recognized as components of net periodic benefit cost in 
the next year: 

Plan SERP

Amortization of transition liability $ 3   —    
Amortization of net actuarial loss 291   —    
Amortization of prior service cost 38   25   

 

Assumptions for the expected return on plan assets and discount rates in the Bank’s plan and 
supplemental plan are periodically reviewed. As part of the review, management in consultation with 
independent consulting actuaries performs an analysis of expected returns based on the plan’s asset 
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allocation. This forecast reflects the Bank’s and SBERA’s expected return on plan assets for each 
significant asset class or economic indicator. The range of returns developed relies on forecasts and 
on broad market historical benchmarks for expected return, correlation, and volatility for each asset 
class. Also, as part of the review the Bank’s management in consultation with SBERA perform an 
analysis of expected returns of high-grade fixed income debt securities. 

(b) Defined Contribution Plan 

The Bank maintains an employee savings plan under Section 401(k) of the Internal Revenue Code. 
Under the savings plan, the Bank matches 50% of contributions made by employees, with a limit of a 
3% total match on an annual basis. Total expense recorded for the 401(k) plan amounted to $614 and 
$546 in 2008 and 2007, respectively. 

(c) Supplemental Employee Retirement Plan 

The Bank has a supplemental employee retirement plan for certain senior officers. The plan provides 
benefits designed to supplement the Bank’s retirement plan for employees. As of October 31, 2008 
and 2007, the Bank had an accrued liability of $5,055 and $4,313, respectively, in recognition of this 
future obligation. The liability is discounted using a discount rate of 7.00% and 6.00% for the years 
ended October 31, 2008 and 2007, respectively. Total expense recorded for this benefit amounted to 
$1,067 and $1,676 in 2008 and 2007, respectively. 

(d) Retiree Medical and Dental Plans 

Prior to 1995, the Bank offered as a benefit to all full-time retirees 60 years of age or older, the 
payment of their medical and dental insurance premiums for the life of the retired employee and their 
spouse in accordance with the provisions of these plans. The Bank also offered an early retirement 
package in 1997 that included a benefit payment of all medical and dental insurance premiums for 
the retiree and their spouse in accordance with the provisions of this plan for a period of 10 years, 
which expired in July of 2007. 

(12) Cash Surrender Value of Life Insurance Policies 

The Bank has purchased life insurance policies for certain senior officers for which the Bank is the primary 
beneficiary. The Bank records as income the increase in cash surrender value as a result of appreciation of 
the policies. 

(13) Financial Instruments with Off-Balance-Sheet Risk 

The Bank is party to financial instruments with off-balance-sheet risk in the normal course of business to 
meet the financing needs of its customers. These financial instruments include commitments to originate 
loans, unused lines of credit, standby letters of credit, and unadvanced portions of construction loans. The 
instruments involve, to varying degrees, elements of credit and interest rate risk in excess of the amounts 
recognized in the consolidated balance sheets. 

The Bank’s exposure to credit loss in the event of nonperformance by the other party to the financial 
instruments for loan commitments, unused lines of credit, standby letters of credit, and unadvanced 
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portions of construction loans is represented by the contractual amount of these instruments. The Bank 
uses the same credit policies in making commitments and conditional obligations as it does for 
on-balance-sheet instruments. 

Contractual amounts of financial instruments with off-balance-sheet risk at October 31 are as follows: 

2008 2007

Commitments to originate loans $ 61,893   45,955   
Unused lines of credit 182,833   153,761   
Unused equity lines of credit 183,373   174,020   
Standby letters of credit 3,108   1,999   
Unadvanced portions of construction loans 99,182   107,495   

 

Commitments to originate loans, unused lines of credit, and unadvanced portions of construction loans are 
agreements to lend to a customer provided there is no violation of any condition established in the contract. 
Commitments generally have fixed expiration dates or other termination clauses and may require payment 
of a fee. Since a portion of the commitments is expected to expire without being drawn upon, the total 
commitment amounts do not necessarily represent future cash requirements. The Bank evaluates each 
customer’s creditworthiness on a case-by-case basis. 

Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance by 
a customer to a third party. The credit risk involved in issuing letters of credit is essentially the same as that 
involved in extending loan facilities to customers. 

(14) Fair Values of Financial Instruments 

The following disclosure of the fair values of financial instruments has been determined by using available 
quoted market information or other valuation methodologies. The fair value estimates provided are made at 
a specific point in time based on relevant market information and the characteristics of the financial 
instrument. The estimates do not provide for any premiums or discounts that could result from 
concentrations of ownership of financial instruments. Certain fair value estimates are based on subjective 
judgments regarding current economic conditions, risk characteristics of the financial instruments, future 
expected loss experience, prepayment assumptions, and other factors. The resulting estimates involve 
uncertainties and, therefore, cannot be determined with precision. Changes made to any of the underlying 
assumptions could significantly affect the estimates. 
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The carrying value and fair value of the Bank’s financial instruments at October 31 are as follows: 

2008 2007
Carrying Carrying

value Fair value value Fair value

Assets:
Cash and cash equivalents $ 101,476   101,476   129,250   129,250   
Investment securities

available for sale 1,409,968   1,409,968   1,251,055   1,251,055   
Loans, net 1,894,475   1,848,619   1,806,605   1,793,138   
Stock in FHLB Boston 18,215   18,215   8,945   8,945   
Accrued interest receivable 12,940   12,940   14,757   14,757   

Liabilities:
Deposits 2,965,093   2,987,595   2,895,796   2,901,422   
Advances from the FHLB

Boston 200,281   200,281   6,694   6,694   
Repurchase agreements 64,887   64,887   54,247   54,247   
Escrow deposits of borrowers 1,478   1,478   1,448   1,448   

 

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

(a) Cash and Cash Equivalents, Accrued Interest Receivable, Escrow Deposits of Borrowers, 
Repurchase Agreements, and Federal Home Loan Bank Advances 

The carrying value approximates fair value because of the short-term nature of these financial 
instruments. 

(b) Investment Securities 

The fair values presented for investment securities are based primarily on quoted market prices. 

(c) Loans, Net 

Loans have been segregated by homogeneous groups for calculation purposes and presented as a 
single-line item for disclosure purposes. Fair value estimates are estimated by discounting 
contractual cash flows, adjusted for prepayment estimates, and using rates approximately equal to 
current market rates on loans with similar characteristics and maturities. Incremental credit risk for 
classified and nonaccrual loans has been considered. 

(d) Stock in Federal Home Loan Bank of Boston 

The book value of the stock in FHLB Boston equals fair value since, upon redemption, the Bank will 
receive an amount equal to the book value of the stock. 
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(e) Deposits 

The fair values reported for demand, NOW, regular savings, and money fund accounts are equal to 
their respective book values since such amounts equal the amount payable on demand at the 
reporting date. The fair values reported for time deposits are based upon the discounted value of 
contractual cash flows. The discount rates are representative of approximate rates currently offered 
on time deposits with similar remaining maturities. 

(f) Cash Surrender Value of Life Insurance 

The fair values presented for cash surrender value of life insurance are based on third-party reports. 

(15) Subsequent Event 

On December 5, 2008, the Bank entered into an agreement and plan of merger with Service Bancorp, 
MHC that is the bank holding company of Strata Bank. Pursuant to the agreement, the mutual holding 
company structure of Service Bancorp, MHC will be eliminated and Strata Bank will remutualize and 
merge with Middlesex Savings Bank. The transaction is subject to several conditions, including the receipt 
of regulatory approvals and the approval of the corporators of Service Bancorp, MHC and the stockholders 
of Service Bancorp, Inc., which is the majority owned subsidiary of Service Bancorp, MHC. 



Trustees and Corporators

TRUSTEES

Peter M. Burke
Robert E. Carr �

Arthur J. Chaves �

Robert G. Ciccarelli *
James F. Coleman �

Betty C. Courtemanche �

Joan M. Craig *
Arthur B. Fair, III *
George F. Fiske, Jr. �

Carolyn Hatch Flood
Paul J. Gerry, Jr. *
Anisia Gifford-Lundberg
Robert M. Greenough
Janice P. Guy
John R. Heerwagen �

Donald A. Hoyt *
William W. Jackson
A. James Lavoie
Jean H. Lynch
Richard J. Massarelli �

Joann C. McKenna
Richard J. Napoli �

Raymond L. Page �

Richard M. Presti
Lauren Stiller Rikleen
Carl W. Schnapp *
William G. Wilkinson �

CORPORATORS

Robert E. Anderson
Neil E. Aresty
Desiree Caldwell Armitage
John R. Balcom
Bruce N. Beauchesne
Mark A. Blumenthal
Joyce M. J. Boiardi
Marilou Bonetti
Margaret B. Briggs
Edward A. Byrne
Gary F. Casaly
Francis P. Colantonio
A. Nicholas Coppola
Andrew O. Crain
John C. Cutting
Richard D’Ortenzio
Blaine J. DeFreitas
Richard J. Delaney
James P. DiGiovanni
Michelle A. Drolet

Jon Dunn
Brandie L. Erb
John E. Erb
Bruce L. Ey
James D. Fenton
Karen Jennings Flynn
Patrick R. Forsyth
John N. Fossett
Raymond D. Gallant
Barbara G. Gardner
Robert P. Gilligan
Steven M. Greenberg
James P. Hackett, III
Ellen G. Harwood
O. Bryant Hill, Jr.
Francis W. Hunnewell
Susan Dee Johnson
Susan Keir
Jonathan M. Keyes
Robert P. Kiley
Brian D. Lanigan
Helen N. Lemoine
Thomas F. McCarthy
Virginia H. McEachern
David W. McWalter
Maurice McWalter
John A. Mill, Sr.
Paula Sullivan Morrison
Michael J. Murphy
George Lyman Richards, III
Craig P. Richardson
Amy D. Rossi
Charles F. Rousseau
Ian E. Rubin
John D. Shannahan
Paul M. Shea
Richard M. Sluyski
Ellen S. Sturgis
Timothy J. Sullivan
Kevin B. Sweeney
Christine L. Tibor
Edmund H. Tunnicliffe, IV
Kathleen Vorce
William M. Watt
William F. Williams
A. David Zaltas

MSB HONORARY TRUSTEES

Karl A. Bremner
Frederick H. Bubier
Rudman J. Ham
Charles W. Pappas

� Member of Board of Investment
* Member of Audit Committee
As of 10.31.08

Bank Locations

RETAIL BANKING OFFICES

291 Main Street
Acton, MA 01720
(978) 263-7751

577 Massachusetts Avenue
West Acton, MA 01720
(978) 263-8006

2 West Union Street
Ashland, MA 01721
(508) 881-4911

186 The Great Road
Bedford, MA 01730
(781) 276-7864

629 Massachusetts Avenue
Boxborough, MA 01719
(978) 263-1711

64 Main Street
Concord, MA 01742
(978) 369-8112

1208 Main Street
West Concord, MA 01742
(978) 369-1150

899 Edgell Road
Framingham, MA 01701
(508) 877-7200

235 Old Connecticut Path
Framingham, MA 01701
(508) 370-4037

598 Worcester Road
Framingham, MA 01702
(508) 935-2970

112 Boston Road
Groton, MA 01450
(978) 448-5110

830 Washington Street
Holliston, MA 01746
(508) 429-2393

10 Main Street
Hopkinton, MA 01748
(508) 435-6888

308 Great Road
Littleton, MA 01460
(978) 952-6366

17 Nason Street
Maynard, MA 01754
(978) 897-3232

72 Powdermill Road
Maynard, MA 01754
(978) 897-1808

495 Main Street
Medfield, MA 02052
(508) 359-6410

24 Milliston Road
Millis, MA 02054
(508) 376-6067

6 Main Street
Natick, MA 01760
(508) 653-0300

50 Chestnut Street
Needham, MA 02492
(781) 455-0320

162 Cordaville Road
Southborough, MA 01772
(508) 460-7036

454 Boston Post Road
Sudbury, MA 01776
(978) 443-7752

150 Commonwealth Road
Wayland, MA 01778
(508) 655-8274

200 Linden Street
Wellesley, MA 02482
(781) 237-5233

160 Littleton Road
Westford, MA 01886
(978) 692-7990

COMMERCIAL
BANKING CENTERS

200 Baker Avenue
Suite 203
Concord, MA 01742
(978) 344-5056

6 Main Street
Natick, MA 01760
(508) 653-0300

400-2 Totten Pond Road
Suite 110
Waltham, MA 02451
(781) 890-3766

120 Flanders Road
Westborough, MA 01581
(508) 599-5851
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1-877-463-6287 www.middlesexbank.com




