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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)
p ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2009
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number 0-15752
CENTURY BANCORP, INC.
(Exact name of registrant as specified in its charter)

COMMONWEALTH OF MASSACHUSETTS 04-2498617
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification number)
400 MYSTIC AVENUE, MEDFORD, MA 02155
(Address of principal executive offices) (Zip Code)

Registrant s telephone number including area code:
(781) 391-4000
Securities registered pursuant to Section 12(b) of the Act:

Class A Common Stock, $1.00 par value Nasdaq Global Market
(Title of class) (Name of Exchange)

Indicate by check mark whether the registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities Act. Yeso Nop

Indicate by check mark whether the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of
the Act. Yeso Nop

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by section 13 or 15(d) of the
Securities and Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past

90 days. Yesp Noo

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements
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incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulations S-T (232.405
of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit
and post such files). Yeso Noo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yeso Nop

State the aggregate market value of the registrant s voting and nonvoting stock held by nonaffiliates, computed using
the closing price as reported on Nasdaq as of June 30, 2009 was $64,854,623.

Indicate the number of shares outstanding of each of the registrant s classes of common stock as of February 28, 2010:

Class A Common Stock, $1.00 par value 3,515,917 Shares
Class B Common Stock, $1.00 par value 2,014,380 Shares

DOCUMENTS INCORPORATED BY REFERENCE

List hereunder the following documents if incorporated by reference and the Part of the Form 10-K (e.g., Part I,

Part I1, etc.) into which the document is incorporated: (1) Any annual report to security holders; (2) Any proxy or
information statement; and (3) Any prospectus filed pursuant to Rule 424(b) or (c) under the Securities Act of 1933.
The listed documents should be clearly described for identification purposes (e.g., annual report to security holders for
fiscal year ended December 24, 1980).

(1) Portions of the Registrant s Annual Report to Stockholders for the fiscal year ended December 31, 2009 are
incorporated into Part II, Items 5-8 of this Form 10-K.
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ITEM 1. BUSINESS
The Company

Century Bancorp, Inc. (together with its bank subsidiary, unless the context otherwise requires, the Company )isa
Massachusetts state chartered bank holding company headquartered in Medford, Massachusetts. The Company is a
Massachusetts corporation formed in 1972 and has one banking subsidiary (the Bank ): Century Bank and

Trust Company, formed in 1969. The Company had total assets of approximately $2.3 billion on December 31, 2009.
Currently, the Company operates 22 banking offices in 17 cities and towns in Massachusetts ranging from Braintree in
the south to Beverly in the north. The Bank s customers consist primarily of small and medium-sized businesses and
retail customers in these communities and surrounding areas, as well as local governments and institutions throughout
Massachusetts.

The Company s results of operations are largely dependent on net interest income, which is the difference between the
interest earned on loans and securities and interest paid on deposits and borrowings. The results of operations are also
affected by the level of income/fees from loans, deposits, as well as operating expenses, the provision for loan losses,
the impact of federal and state income taxes and the relative levels of interest rates and economic activity.

The Company offers a wide range of services to commercial enterprises, state and local governments and agencies,
nonprofit organizations and individuals. It emphasizes service to small and medium-sized businesses and retail
customers in its market area. The Company makes commercial loans, real estate and construction loans and consumer
loans, and accepts savings, time and demand deposits. In addition, the Company offers to its corporate and
institutional customers automated lockbox collection services, cash management services and account reconciliation
services, and actively promotes the marketing of these services to the municipal market. Also, the Company provides
full service securities brokerage services through a program called Investment Services at Century Bank supported by
Linsco/Private Ledger Corp., a full service securities brokerage business.

The Company is also a provider of financial services, including cash management, transaction processing and short
term financing, to municipalities in Massachusetts and Rhode Island. The Company has deposit relationships with 175
(50%) of the 351 cities and towns in Massachusetts.

On August 17, 2007, the Company sold the building which houses one of its branches located at 55 High Street,
Medford, Massachusetts for $1.5 million at market terms. The Bank relocated this branch to 1 Salem Street (formerly
3 Salem Street), Medford, Massachusetts. This sale resulted in a pre-tax gain of $1,321,000. The branch opened on
May 5, 2008.

On April 14, 2008, the Company opened a branch located on Riverside Avenue in Medford, Massachusetts. On
November 17, 2008, the Company opened a branch located on Main Street in Winchester, Massachusetts. During
October 2008, the Company receive regulatory approval to close a branch on Albany Street in Boston, Massachusetts.
This branch closed during the first quarter of 2009. Also, during the fourth quarter of 2009, the Company received
regulatory approval to open a branch located at Coolidge Corner in Brookline, Massachusetts. This branch is expected
to open during the second quarter of 2010.

During the fourth quarter of 2007, the Company sold the assets associated with the Sherman Union branch located on
Commonwealth Avenue in Boston, Massachusetts as well as Automated Teller Machines (ATMs) located at or near
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Boston University. The buyer assumed the leases for the branch and ATMs. The deposits associated with the Sherman
Union branch were transferred to Century s Hotel Commonwealth branch located at 512 Commonwealth Avenue in
Boston, Massachusetts. This resulted in a gain of $115,000.

Availability of Company Filings
Under the Securities Exchange Act of 1934, Sections 13 and 15(d), periodic and current reports must be filed with the
Securities and Exchange Commission (the SEC ). The public may read and copy any materials filed with the SEC at

the SEC s Public Reference Room at 100 F Street, NE, Washington, DC 20549. The public may obtain

1
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information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0030. The Company
electronically files with the SEC its periodic and current reports, as well as other filings it makes with the SEC from
time to time. The SEC maintains an Internet site that contains reports and other information regarding issuers,
including the Company, that file electronically with the SEC, at www.sec.gov, in which all forms filed electronically
may be accessed. Additionally, our annual report on Form 10-K, quarterly reports on Form 10-Q and current reports
on Form 8-K and additional shareholder information are available free of charge on the Company s website:

www.century-bank.com.
Employees

As of December 31, 2009, the Company had 291 full-time and 78 part-time employees. The Company s employees are
not represented by any collective bargaining unit. The Company believes that its employee relations are good.

Financial Services Modernization

On November 12, 1999, President Clinton signed into law The Gramm-Leach-Bliley Act ( Gramm-Leach ) which
significantly altered banking laws in the United States. Gramm Leach enables combinations among banks, securities
firms and insurance companies beginning March 11, 2000. As a result of Gramm Leach, many of the depression-era
laws that restricted these affiliations and other activities that may be engaged in by banks and bank holding companies
were repealed. Under Gramm-Leach, bank holding companies are permitted to offer their customers virtually any type
of financial service that is financial in nature or incidental thereto, including banking, securities underwriting,
insurance (both underwriting and agency) and merchant banking.

In order to engage in these financial activities, a bank holding company must qualify and register with the Federal

Reserve Board as a financial holding company by demonstrating that each of its bank subsidiaries is well capitalized,
well managed, and has at least a satisfactory rating under the Community Reinvestment Act of 1977 (the CRA ). The

Company has not elected to become a financial holding company under Gramm-Leach.

These new financial activities authorized by Gramm-Leach may also be engaged in by a financial subsidiary of a
national or state bank, except for insurance or annuity underwriting, insurance company portfolio investments, real

estate investment and development and merchant banking, which must be conducted in a financial holding company.

In order for the new financial activities to be engaged in by a financial subsidiary of a national or state bank,
Gramm-Leach requires each of the parent bank (and any bank affiliates) to be well capitalized and well managed; the
aggregate consolidated assets of all of that bank s financial subsidiaries may not exceed the lesser of 45% of its
consolidated total assets or $50 billion; the bank must have at least a satisfactory CRA rating; and, if the bank is one

of the 100 largest banks, it must meet certain financial rating or other comparable requirements.

Gramm-Leach establishes a system of functional regulation, under which the federal banking agencies will regulate
the banking activities of financial holding companies and banks financial subsidiaries, the SEC will regulate their
securities activities, and state insurance regulators will regulate their insurance activities. Gramm-Leach also provides
new protections against the transfer and use by financial institutions of consumers nonpublic, personal information.

Holding Company Regulation

The Company is a bank holding company as defined by the Bank Holding Company Act of 1956, as amended (the
Holding Company Act ), and is registered as such with the Board of Governors of the Federal Reserve Bank (the
FRB ), which is responsible for administration of the Holding Company Act. Although the Company may meet the

qualifications for electing to become a financial holding company under Gramm-Leach, the Company has elected to

retain its pre-Gramm-Leach status for the present time under the Holding Company Act. As required by the Holding
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Company Act, the Company files with the FRB an annual report regarding its financial condition and operations,
management and intercompany relationships of the Company and the Bank. It is also subject to examination by the
FRB and must obtain FRB approval before (i) acquiring direct or indirect ownership or control of more than 5% of the
voting stock of any bank, unless it already owns or controls a majority of the voting stock of that bank, (ii) acquiring
all or substantially all of the assets of a bank, except through a subsidiary which is a bank, or

2
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(iii) merging or consolidating with any other bank holding company. A bank holding company must also give the FRB
prior written notice before purchasing or redeeming its equity securities, if the gross consideration for the purchase or
redemption, when aggregated with the net consideration paid by the company for all such purchases or redemptions
during the preceding 12 months, is equal to 10% or more of the Company s consolidated net worth.

The Holding Company Act prohibits a bank holding company, with certain exceptions, from (i) acquiring direct or
indirect ownership or control of more than 5% of any class of voting shares of any company which is not a bank or a
bank holding company, or (ii) engaging in any activity other than managing or controlling banks, or furnishing
services to or performing services for its subsidiaries. A bank holding company may own, however, shares of a
company engaged in activities which the FRB has determined are so closely related to banking or managing or
controlling banks as to be a proper incident thereto.

The Company and its subsidiaries are examined by federal and state regulators. The FRB has responsibility for
holding company activities and performed a review of the Company and its subsidiaries as of September 2008.

Federal Deposit Insurance Corporation Improvement Act of 1991

On December 19, 1991, the FDIC Improvement Act of 1991 (the 1991 Act ) was enacted. This legislation provides for,
among other things: enhanced federal supervision of depository institutions, including greater authority for the
appointment of a conservator or receiver for undercapitalized institutions; the establishment of risk-based deposit
insurance premiums; a requirement that the federal banking agencies amend their risk-based capital requirements to
include components for interest-rate risk, concentration of credit risk, and the risk of nontraditional activities;

expanded authority for cross-industry mergers and acquisitions; mandated consumer protection disclosures with

respect to deposit accounts; and imposed restrictions on the activities of state-chartered banks, including the Bank.

Provisions of the 1991 Act relating to the activities of state-chartered banks significantly impact the way the Company
conducts its business. In this regard, the 1991 Act provides that insured state banks, such as the Bank, may not engage
as principal in any activity that is not permissible for a national bank, unless the FDIC has determined that the activity
would pose no significant risk to the Bank Insurance Fund ( BIF ) and the state bank is in compliance with applicable
capital standards. Activities of subsidiaries of insured state banks are similarly restricted to those activities permissible
for subsidiaries of national banks, unless the FDIC has determined that the activity would pose no significant risk to
the BIF and the state bank is in compliance with applicable capital standards.

Interstate Banking

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994, as amended (the Interstate Banking Act ),
generally permits bank holding companies to acquire banks in any state and preempts all state laws restricting the
ownership by a bank holding company of banks in more than one state. The Interstate Banking Act also permits a

bank to merge with an out-of-state bank and convert any offices into branches of the resulting bank if both states have
not opted out of interstate branching; permits a bank to acquire branches from an out-of-state bank if the law of the
state where the branches are located permits the interstate branch acquisition; and operated de novo interstate branches
whenever the host state opts-in to de novo branching. Bank holding companies and banks seeking to engage in
transactions authorized by the Interstate Banking Act must be adequately capitalized and managed.

USA PATRIOT Act
Under Title IIT of the USA PATRIOT Act, also known as the International Money Laundering Abatement and

Anti-Terrorism Act of 2001 , all financial institutions are required in general to identify their customers, adopt formal
and comprehensive anti-money laundering programs, scrutinize or prohibit altogether certain transactions of special
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concern, and be prepared to respond to inquiries from U.S. law enforcement agencies concerning their customers and
their transactions. Additional information-sharing among financial institutions, regulators, and law enforcement
authorities is encouraged by the presence of an exemption from the privacy provisions of the Gramm-Leach Act for
financial institutions that comply with this provision and the authorization of the Secretary of

3
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the Treasurer to adopt rules to further encourage cooperation and information-sharing. The effectiveness of a financial
institution in combating money laundering activities is a factor to be considered in any application submitted by the
financial institution under the Bank Merger Act.

Sarbanes-Oxley Act

The Sarbanes-Oxley Act, signed into law July 30, 2002, addresses, among other issues, corporate governance, auditor
independence and accounting standards, executive compensation, insider loans, whistleblower protection and
enhanced and timely disclosure of corporate information. The SEC has adopted a substantial number of implementing
rules and the Financial Industry Regulatory Authority (FINRA) has adopted corporate governance rules that have been
approved by the SEC and are applicable to the Company. The changes are intended to allow stockholders to monitor
more effectively the performance of companies and management. As directed by Section 302(a) of the
Sarbanes-Oxley Act, the Company s Co-Chief Executive Officers and Chief Financial Officer are each required to
certify that the Company s quarterly and annual reports do not contain any untrue statement of a material fact. This
requirement has several parts, including certification that these officers are responsible for establishing, maintaining
and regularly evaluating the effectiveness of the Company s disclosure controls and procedures and internal controls
over financial reporting; that they have made certain disclosures to the Company s auditors and the Board of Directors
about the Company s disclosure controls and procedures and internal control over financial reporting, and that they
have included information in the Company s quarterly and annual reports about their evaluation of the Company s
disclosure controls and procedures and internal control over financial reporting, and whether there have been
significant changes in the Company s internal disclosure controls and procedures or in other factors that could
significantly affect such controls and procedures subsequent to the evaluation and whether there have been any
significant changes in the Company s internal control over financial reporting that have materially affected or
reasonably likely to materially affect the Company s internal control over financial reporting, and compliance with
certain other disclosure objectives. Section 906 of the Sarbanes-Oxley Act requires an additional certification that
each periodic report containing financial statements fully complies with the requirements of Section 13(a) and 15(d)
of the Securities Exchange Act of 1934 and that the information in the report fairly presents, in all material respects,
the financial conditions and results of operations of the Company.

Deposit Insurance Premiums

The Bank s deposits have the benefit of FDIC insurance up to applicable limits. The FDIC s Deposit Insurance Fund is
funded by assessments on insured depository institutions, which depend on the risk category of an institution and the
amount of insured deposits that it holds. The FDIC may increase or decrease the assessment rate schedule on a
semi-annual basis.

The Bank is also a participant in the Temporary Liquidity Guarantee Program as discussed within the Management s
Discussion and Analysis of Results of Operations and Financial Condition under Recent Market Developments.

On May 22, 2009, the FDIC announced a special assessment on insured institutions as part of its efforts to rebuild the
Deposit Insurance Fund and help maintain public confidence in the banking system. The special assessment is five
basis points of each FDIC-insured depository institution s assets minus Tier 1 capital, as of June 30, 2009. The
Company recorded a pre-tax charge of approximately $1.0 million in the second quarter of 2009 in connection with
the special assessment.

On September 29, 2009, the FDIC adopted a Notice of Proposed Rulemaking (NPR) that would require insured
institutions to prepay their estimated quarterly risk-based assessments for the fourth quarter of 2009 and for all of
2010, 2011 and 2012. The FDIC Board voted to adopt a uniform three-basis point increase in assessment rates
effective on January 1, 2011, and extend the restoration period from seven to eight years. This rule was finalized on
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November 2, 2009. As a result, the Company is carrying a prepaid asset of $8.8 million as of December 31, 2009. The
Company s quarterly risk-based deposit insurance assessments will be paid from this amount until the amount is
exhausted or until December 30, 2014, when any amount remaining would be returned to the Company.

4
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Competition

The Company experiences substantial competition in attracting deposits and making loans from commercial banks,
thrift institutions and other enterprises such as insurance companies and mutual funds. These competitors include
several major commercial banks whose greater resources may afford them a competitive advantage by enabling them
to maintain numerous branch offices and mount extensive advertising campaigns. A number of these competitors are
not subject to the regulatory oversight that the Company is subject to, which increases these competitors flexibility.

Forward-Looking Statements

Certain statements contained herein are not based on historical facts and are forward-looking statements within the
meaning of Section 21A of the Securities Exchange Act of 1934. Forward-looking statements, which are based on
various assumptions (some of which are beyond the Company s control), may be identified by a reference to a

estimate, anticipate  continue or similar terms or variations on those terms, or the negative of these terms. Actual
results could differ materially from those set forth in forward-looking statements due to a variety of factors, including,
but not limited to, those related to the economic environment, particularly in the market areas in which the Company
operates, competitive products and pricing, fiscal and monetary policies of the U.S. Government, changes in
government regulations affecting financial institutions, including regulatory fees and capital requirements, changes in
prevailing interest rates, acquisitions and the integration of acquired businesses, credit risk management, asset/liability
management, the financial and securities market and the availability of and costs associated with sources of liquidity.

The Company does not undertake, and specifically disclaims any obligation, to publicly release the result of any
revisions which may be made to any forward-looking statements to reflect the occurrence of anticipated or
unanticipated events or circumstances after the date of such statements.

ITEM 1A. RISK FACTORS
The risk factors that may affect the Company s performance and results of operations include the following:

(i) the Company s business is dependent upon general economic conditions in Massachusetts. Currently the national
and local economies are in recession; this may adversely affect the Company s performance and results of operations;

(i1) the Company s earnings depend to a great extent upon the level of net interest income generated by the Company,
and therefore the Company s results of operations may be adversely affected by increases or decreases in interest rates
or by the shape of the yield curve;

(iii) the banking business is highly competitive and the profitability of the Company depends upon the Company s
ability to attract loans and deposits in Massachusetts, where the Company competes with a variety of traditional
banking companies, some of which have vastly greater resources, and nontraditional institutions such as credit unions
and finance companies;

(iv) at December 31, 2009, approximately 57.3% of the Company s loan portfolio was comprised of commercial and
commercial real estate loans, exposing the Company to the risks inherent in financings based upon analyses of credit

risk, the value of underlying collateral, including real estate, and other more intangible factors, which are considered

in making commercial loans;

(v) at December 31, 2009, approximately 34.9% of the Company s loan portfolio was comprised of residential real

estate loans, exposing the Company to the risks inherent in financings based upon analyses of credit risk and the value
of underlying collateral. Accordingly, the Company s profitability may be negatively impacted by errors in risk
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analyses, by loan defaults and the ability of certain borrowers to repay such loans may be adversely affected by any
downturn in general economic conditions;

(vi) economic conditions and interest rate risk could adversely impact the fair value and the ultimate collectability of
the Company s investments. Should an investment be deemed other than temporarily impaired , the Company would be
required to writedown the carrying value of the investment through

5
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earnings. Such writedown(s) may have a material adverse effect on the Company s financial condition and results of
operations;

(vii) writedown of goodwill and other identifiable intangible assets would negatively impact our financial condition
and results of operations. The amount of the purchase price which is allocated to goodwill is determined by the excess
of the purchase price over the net identifiable assets acquired. At December 31, 2009, our goodwill and other
identifiable intangible assets were approximately $3.6 million;

(viii) acts or threats of terrorism and actions taken by the United States or other governments as a result of such acts or
threats, including possible military action, could further adversely affect business and economic conditions in the
United States of America generally and in the Company s markets, which could adversely affect the Company s
financial performance and that of the Company s borrowers and on the financial markets and the price of the
Company s Class A common stock;

(ix) changes in the extensive laws, regulations and policies governing bank holding companies and their subsidiaries
could alter the Company s business environment or affect the Company s operations; and

(x) the potential need to adapt to industry changes in information technology systems, on which the Company is
highly dependent to secure bank and customer financial information, could present operational issues, require
significant capital spending or impact the Company s reputation.

These factors, as well as general economic and market conditions in the United States of America, may materially and
adversely affect the Company s performance, results of operations and the market price of shares of the Company s
Class A common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS

No written comments received by the Company from the SEC regarding the Company s periodic or current reports
remain unresolved.

ITEM 2. PROPERTIES

The Company owns its main banking office, headquarters, and operations center in Medford, Massachusetts, which
were expanded in 2004, and 11 of the 21 other facilities in which its branch offices are located. The remaining offices
are occupied under leases expiring on various dates from 2010 to 2026. The Company believes that its banking offices
are in good condition.

On April 14, 2008, the Company opened a branch located on Riverside Avenue in Medford, Massachusetts. On
November 17, 2008, the Company opened a branch located on Main Street in Winchester, Massachusetts. During
October 2008, the Company receive regulatory approval to close a branch on Albany Street in Boston, Massachusetts.
This branch closed during the first quarter of 2009. Also during the fourth quarter of 2009, the Company received
regulatory approval to open a branch located at Coolidge Corner in Brookline, Massachusetts. This branch is expected
to open during the second quarter of 2010.

During the fourth quarter of 2007, the Company sold the assets associated with the Sherman Union branch located on
Commonwealth Avenue in Boston, Massachusetts as well as Automated Teller Machines (ATMs) located at or near
Boston University. The buyer assumed the leases for the branch and ATMs. The deposits associated with the Sherman
Union branch were transferred to Century s Hotel Commonwealth branch located at 512 Commonwealth Avenue in
Boston, Massachusetts. This resulted in a gain of $115,000.
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On August 17, 2007, the Company sold the building which houses one of its branches located at 55 High Street,
Medford, Massachusetts for $1.5 million at market terms. The Bank has relocated this branch to 1 Salem Street
(formerly 3 Salem Street), Medford, Massachusetts. This resulted in a pre-tax gain of $1,321,000.

6
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ITEM 3. LEGAL PROCEEDINGS

The Company and its subsidiaries are parties to various claims and lawsuits arising in the course of their normal
business activities. Although the ultimate outcome of these suits cannot be ascertained at this time, it is the opinion of
management that none of these matters, even if it resolved adversely to the Company, will have a material adverse
effect on the Company s consolidated financial position.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of the Company s Stockholders during the fourth quarter of the fiscal year ended
December 31, 2009.
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PART I1

ITEMS. MARKET FOR REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

(a) The Class A Common Stock of the Company is traded on the NASDAQ National Global Market under the symbol

CNBKA. The price range of the Company s Class A common stock since January 1, 2008 is shown on page 11. The
Company s Class B Common Stock is not traded on any national securities exchange or other public trading market.

Issuer Purchases of Equity Securities

Total Number of
Weighted Shares Maximum Number of
Total Purchased as Part Shares That May Yet
Number  Average of be
of Price
Shares Paid Publicly Announced Purchased Under the
per
Period Purchased Share Plans or Programs Plans or Programs(1)
October 1  October 31, 2009 300,000
November 1 November 30, 2009 300,000
December 1 December 31, 2009 300,000

(1) On July 14, 2009, the Company announced a reauthorization of the Class A common stock repurchase program
to repurchase up to 300,000 shares. The Company placed no deadline on the repurchase program. There were no
shares purchased other than through a publicly announced plan or program.

The shares of Class A Common Stock are generally not entitled to vote on any matter, including in the election of
Company Directors, but, in limited circumstances, may be entitled to vote as a class on certain extraordinary
transactions, including any merger or consolidation (other than one in which the Company is the surviving corporation
or one which by law may be approved by the directors without any stockholder vote) or the sale, lease, or exchange of
all or substantially all of the property and assets of the Company. Since the vote of a majority of the shares of the
Company s Class B Common Stock, voting as a separate class, is required to approve certain extraordinary corporate
transactions, the holders of Class B Common Stock have the power to prevent any takeover of the Company not
approved by them.

(b) Approximate number of equity security holders as of December 31, 2009:

Approximate Number

Title of Class of Record Holders
Class A Common Stock 1,050
Class B Common Stock 100
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(c) Under the Company s Articles of Organization, the holders of Class A Common Stock are entitled to receive
dividends per share equal to at least 200% of dividends paid, if any, from time to time, on each share of Class B
Common Stock.

Table of Contents

20



Edgar Filing: CENTURY BANCORP INC - Form 10-K

Table of Contents

The following table shows the dividends paid by the Company on the Class A and Class B Common Stock for the
periods indicated.

Dividends per
Share
Class

A Class B
2008
First quarter $ .12 $ .06
Second quarter A2 .06
Third quarter A2 .06
Fourth quarter A2 .06
2009
First quarter $ .12 $ .06
Second quarter A2 .06
Third quarter A2 .06
Fourth quarter A2 .06

As a bank holding company, the Company s ability to pay dividends is dependent in part upon the receipt of dividends
from the Bank, which is subject to certain restrictions on the payment of dividends. A Massachusetts trust company
may pay dividends out of net profits from time to time, provided that either (i) the trust company s capital stock and
surplus account equal an aggregate of at least 10% of its deposit liabilities, or (ii) the amount of its surplus account is
equal to at least the amount of its capital account.

(d) The following schedule provides information with respect to the Company s equity compensation plans under

which shares of Class A Common Stock are authorized for issuance as of December 31, 2009:

Number of Shares
Remaining Available

for
Future Issuance
Under
Equity
Number of Shares Compensation
to be Issued Weighted-Average Plans (Excluding
Upon Exercise of Exercise Price of Shares Reflected in
Outstanding Outstanding
Options Options Column (a))
Plan Category (a) (b) (c)

Equity compensation plans approved by

security holders 68,637 $ 26.09 202,909
Equity compensation plans not approved

by security holders

Total 68,637 $ 26.09 202,909
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(e) The performance graph information required herein is shown on page 10.
ITEM 6. SELECTED FINANCIAL DATA
The information required herein is shown on pages 11 and 12.

ITEM7. MANAGEMENT S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND
FINANCIAL CONDITION

The information required herein is shown on pages 13 through 35.
Item 7a. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
The information required herein is shown on page 30 through 31.

9
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The information required herein is shown on pages 36 through 75.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES

The Company s principal executive officers and principal financial officer have evaluated the Company s disclosure
controls and procedures as of December 31, 2009. Based on this evaluation, the principal executive officers and
principal financial officer have concluded that the Company s disclosure controls and procedures effectively ensure
that information required to be disclosed in the Company s filings and submissions with the Securities and Exchange
Commission under the Exchange Act is accumulated and reported to Company management (including the principal
executive officer and principal financial officer) and is recorded, processed, summarized and reported within the time
periods specified by the Securities and Exchange Commission. In addition, the Company has reviewed its internal
control over financial reporting and there have been no significant changes in its internal control over financial
reporting or in other factors that could significantly affect its internal control over financial reporting. Management s
report on internal control over financial reporting is shown on page 78. The audit report of the registered public
accounting firm is shown on page 77.

ITEM 9B. OTHER INFORMATION
None.

10
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FOR THE YEAR
Interest income
Interest expense

Net interest income
Provision for loan losses

Net interest income after
provision for loan losses
Other operating income
Operating expenses

Income before income taxes
Provision for income taxes

Net income

Average shares outstanding,
basic

Average shares outstanding,
diluted

Shares outstanding at
year-end

Earnings per share:

Basic

Diluted

Dividend payout ratio

AT YEAR-END

Assets

Loans

Deposits

Stockholders equity

Book value per share
SELECTED FINANCIAL
PERCENTAGES

Return on average assets
Return on average
stockholders equity

Net interest margin, taxable
equivalent
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2009

79,600
31,723

47,877
6,625

41,252
16,470
46,379

11,343
1,183

10,160

5,532,249
5,534,340
5,530,297
1.84
1.84
21.4%
2,254,035
877,125
1,701,987
132,730
24.00
0.50%
7.98 %

2.69%
0.63%

Financial Highlights
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2008

2007

2006

(Dollars in thousands, except share data)

80,693
35,914

44,779
4,425

40,354
13,975
43,028

11,301
2,255

9,046

5,541,983
5,543,702
5,538,407
1.63
1.63
24.0%
1,801,566
836,065
1,265,527
120,503
21.76
0.54%
7.43%

3.00%
0.38%

$

@ L

$

83,008
43,805

39,203
1,500

37,703
13,948
40,255

11,396
3,532

7,864

5,542,461
5,546,707
5,543,804
1.42
1.42
27.6%
1,680,281
726,251
1,130,061
118,806
21.43
0.49%
7.05%

2.65%
0.22%

$

“ &

$

80,707
43,944

36,763
825

35,938
11,365
40,196

7,107
2,419

4,688

5,540,966
5,550,722
5,541,188
0.85
0.84
46.2%
1,644,290
736,773
1,268,965
106,818
19.28
0.28%
4.45%

2.40%
0.06%

$

&+L &L

$

2005

72,811
32,820

39,991
600

39,391
10,973
40,318

10,046
3,166

6,880

5,535,202
5,553,009
5,535,422
1.24
1.24
31.3%
1,728,769
689,645
1,217,040
103,201
18.64
0.41%
6.57%

2.58%
0.04%
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Net charge-offs as a percent
of average loans
Average stockholders equity

to average assets 6.26 % 7.23% 6.97% 6.39% 6.31%
Efficiency ratio 68.5% 70.6% 77.5% 83.5% 79.1%
2009, Quarter Ended
Per Share Data December 31, September 30, June 30, March 31,
Market price range (Class A)
High $ 25.00 $ 24.99 $ 18.99 $ 17.75
Low 18.53 17.60 13.00 9.46
Dividends Class A 0.12 0.12 0.12 0.12
Dividends Class B 0.06 0.06 0.06 0.06
2008, Quarter Ended
December 31, September 30, June 30, March 31,
Market price range (Class A)
High $ 18.00 $ 20.51 $ 21.62 $ 2248
Low 11.50 12.76 17.00 18.25
Dividends Class A 0.12 0.12 0.12 0.12
Dividends Class B 0.06 0.06 0.06 0.06
11
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The stock performance graph below compares the cumulative total shareholder return of the Company s Common
Stock from December 31, 2004 to December 31, 2009 with the cumulative total return of the NASDAQ Market Index
(U.S. Companies) and the NASDAQ Bank Stock Index. The lines in the table below represent monthly index levels
derived from compounded daily returns that include all dividends. If the monthly interval, based on the fiscal
year-end, was not a trading day, the preceding trading day was used.

Comparison of Five-Year
Cumulative Total Return*

Value of $100 Invested on December 31, 2004 at: 2005 2006 2007 2008 2009

Century Bancorp, Inc. $ 100.83 $ 95.75 $ 72.26 $ 58.04 $ 83.35
NASDAQ U.S. 102.13 112.19 121.68 58.64 84.28
NASDAQ Banks 97.69 109.64 86.90 63.36 53.09

*  Assumes that the value of the investment in the Company s Common Stock and each index was $100 on
December 31, 2004 and that all dividends were reinvested.

12
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Management s Discussion and Analysis of Results of Operations and Financial Condition
FORWARD-LOOKING STATEMENTS

Certain statements contained herein are not based on historical facts and are forward-looking statements within the

meaning of Section 21 A of the Securities Exchange Act of 1934. Forward-looking statements, which are based on

various assumptions (some of which are beyond the Company s control), may be identified by reference to a future

period or periods, or by the use of forward-looking terminology, such as may, will, believe, expect, estimate,
anticipate, continue or similar terms or variations on those terms, or the negative of these terms. Actual results could

differ materially from those set forth in forward-looking statements due to a variety of factors, including, but not

limited to, those related to the economic environment, particularly in the market areas in which the Company operates,

competitive products and pricing, fiscal and monetary policies of the U.S. Government, changes in government

regulations affecting financial institutions, including regulatory fees and capital requirements, changes in prevailing

interest rates, acquisitions and the integration of acquired businesses, credit risk management, asset/liability

management, the financial and securities markets, and the availability of and costs associated with sources of liquidity.

The Company does not undertake, and specifically disclaims any obligation, to publicly release the result of any
revisions which may be made to any forward-looking statements to reflect the occurrence of anticipated or
unanticipated events or circumstances after the date of such statements.

RECENT MARKET DEVELOPMENTS

The financial services industry is facing unprecedented challenges in the face of the current national and global
economic crisis. The global and U.S. economies are experiencing significantly reduced business activity. Dramatic
declines in the housing market during the past two years, with falling home prices and increasing foreclosures and
unemployment, have resulted in significant write-downs of asset values by financial institutions, including
government-sponsored entities and major commercial and investment banks. These write-downs, initially of
mortgage-backed securities but spreading to credit default swaps and other derivative securities, have caused many
financial institutions to seek additional capital; to merge with larger and stronger institutions; and, in some cases, to
fail. The Company is fortunate that the markets it serves have been impacted to a lesser extent than many areas around
the country.

In response to the financial crises affecting the banking system and financial markets, there have been several
announcements of federal programs designed to purchase assets from, provide equity capital to, and guarantee the
liquidity of the industry.

On October 3, 2008, the Emergency Economic Stabilization Act of 2008 (the EESA ) was signed into law. The EESA
authorizes the U.S. Treasury to, among other things, purchase up to $750 billion of mortgages, mortgage-backed
securities, and certain other financial instruments from financial institutions for the purpose of stabilizing and

providing liquidity to the U.S. financial markets. The Company does not expect to participate in the sale of any of our
assets into these programs. EESA, as amended, also increases the FDIC deposit insurance limit from $100,000 to
$250,000 through December 31, 2013.

On October 14, 2008, the U.S. Treasury announced that it would purchase equity stakes in a wide variety of banks and
thrifts. Under this program, known as the Troubled Assets Relief Program Capital Purchase Program (the TARP
Capital Purchase Program ), the U.S. Treasury made $250 billion of capital available (from the $750 billion authorized
by the EESA) to U.S. financial institutions in the form of preferred stock. In conjunction with the purchase of
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preferred stock, the U.S. Treasury received warrants to purchase common stock with an aggregate market price equal
to 15% of the preferred investment. Participating financial institutions were required to adopt the U.S. Treasury s
standards for executive compensation, dividend restrictions and corporate governance for the period during which the
Treasury holds equity issued under the TARP Capital Purchase Program. The U.S. Treasury also announced that nine
large financial institutions had already agreed to participate in the TARP Capital Purchase Program. Subsequently, a
number of smaller institutions had participated in the TARP Capital Purchase Program. On December 18, 2008, the
Company announced in a press release, it had received preliminary approval from the U.S. Treasury to participate in
the TARP Capital Purchase Program, in an amount up to $30 million in the form of

13
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Century Bancorp, Inc. preferred stock and warrants to purchase Class A common stock. In light of uncertainty
surrounding additional restrictions that may be imposed on participants under pending legislation, the Company, on
January 14, 2009, informed the U.S. Treasury that it would not be closing on the transaction on January 16, 2009, as
originally scheduled. The Company subsequently withdrew its application.

On October 14, 2008, the U.S. Treasury and the FDIC jointly announced a new program, known as the Temporary
Liquidity Guarantee Program ( TLGP ), to strengthen confidence and encourage liquidity in the nation s banking
system. The TLGP consists of two programs: the Debt Guarantee Program ( DGP ) and the Transaction Account
Guarantee Program ( TAGP ). Under the DGP, as amended, the FDIC will guarantee certain newly issued senior
unsecured debt of participating banks, thrifts and certain holding companies issued from October 14, 2008 through
October 31, 2009, which debt matures on or prior to December 31, 2012, up to a fixed maximum amount per
participant. In addition, under the TAGP, the FDIC will fully guarantee deposits in noninterest bearing transaction
accounts without dollar limitation through December 31, 2009. Institutions opting to participate in the DGP will be
charged a 50-, 75- or 100-basis point fee (depending on maturity) for the guarantee of eligible debt, and a 10-basis
point assessment will be applicable to deposits in noninterest bearing transaction accounts at institutions participating
in the TAGP that exceed the existing deposit insurance limit of $250,000. The Company opted to participate in both
the DGP and the TAGP. The TAGP has been extended through June 30, 2010. The annual assessment rate that will
apply during the extension period will be either 15, 20 or 25 basis points, depending on the risk category assigned to
the institution under the FDIC s risk-based premium system.

On May 22, 2009, the FDIC announced a special assessment on insured institutions as part of its efforts to rebuild the
Deposit Insurance Fund and help maintain public confidence in the banking system. The special assessment is five
basis points of each FDIC-insured depository institution s assets minus Tier 1 capital, as of June 30, 2009. The
Company recorded a pre-tax charge of approximately $1.0 million in the second quarter of 2009 in connection with
the special assessment.

On September 29, 2009, the FDIC adopted a Notice of Proposed Rulemaking (NPR) that would require insured
institutions to prepay their estimated quarterly risk-based assessments for the fourth quarter of 2009 and for all of
2010, 2011 and 2012. The FDIC Board voted to adopt a uniform three-basis point increase in assessment rates
effective on January 1, 2011, and extend the restoration period from seven to eight years. This rule was finalized on
November 2, 2009. As a result, the Company is carrying a prepaid asset of $8.8 million as of December 31, 2009. The
Company s quarterly risk-based deposit insurance assessments will be paid from this amount until the amount is
exhausted or until December 30, 2014, when any amount remaining would be returned to the Company.

OVERVIEW

Century Bancorp, Inc. (together with its bank subsidiary, unless the context otherwise requires, the Company )is a
Massachusetts state-chartered bank holding company headquartered in Medford, Massachusetts. The Company is a
Massachusetts corporation formed in 1972 and has one banking subsidiary (the Bank ): Century Bank and

Trust Company formed in 1969. At December 31, 2009, the Company had total assets of $2.3 billion. Currently, the
Company operates 22 banking offices in 17 cities and towns in Massachusetts, ranging from Braintree in the south to
Beverly in the north. The Bank s customers consist primarily of small and medium-sized businesses and retail
customers in these communities and surrounding areas, as well as local governments and institutions throughout
Massachusetts.

The Company s results of operations are largely dependent on net interest income, which is the difference between the
interest earned on loans and securities and the interest paid on deposits and borrowings. The results of operations are
also affected by the level of income/fees from loans and deposits, as well as operating expenses, the provision for loan
losses, the impact of federal and state income taxes and the relative levels of interest rates and economic activity.
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The Company offers a wide range of services to commercial enterprises, state and local governments and agencies,
nonprofit organizations and individuals. It emphasizes service to small and medium-sized businesses and retail
customers in its market area. The Company makes commercial loans, real estate and construction loans, and consumer
loans and accepts savings, time and demand deposits. In addition, the Company offers to its corporate and institutional
customers automated lockbox collection services, cash management services and account
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reconciliation services, and it actively promotes the marketing of these services to the municipal market. Also, the

Company provides full-service securities brokerage services through a program called Investment Services at Century
Bank, which is supported by Linsco/Private Ledger Corp., a full-service securities brokerage business.

The Company is also a provider of financial services, including cash management, transaction processing and
short-term financing, to municipalities in Massachusetts and Rhode Island. The Company has deposit relationships
with 175 (50%) of the 351 cities and towns in Massachusetts.
The Company had net income of $10,160,000 for the year ended December 31, 2009, compared with net income of
$9,046,000 for the year ended December 31, 2008 and net income of $7,864,000 for the year ended December 31,
2007. Diluted earnings per share were $1.84 in 2009, compared to $1.63 in 2008 and $1.42 in 2007. Included in
income for 2007 is a $1,321,000 pre-tax gain on the sale of the building that houses the Company s Medford Square
branch.
Throughout 2008, the Company had seen improvement in its net interest margin; however, the first quarter of 2009
reflects a decrease in the net interest margin with a modest increase during the second and third quarters of 2009
followed by a decrease during the fourth quarter of 2009 as illustrated in the graph below:
The primary factors accounting for the increase in net interest margin during 2008 are:

a continuing decline in the cost of funds as a result of increased pricing discipline related to deposits

an increase in average loans outstanding during 2008

the maturity of lower-yielding investment securities

an increase in the slope of the yield curve

an increase in investment yields due, in part, to taking advantage of elevated yields in the municipal auction
rate securities market, particularly in the third quarter of 2008

The primary factors accounting for the general decrease in the net interest margin during 2009 were a large influx of
deposits, primarily from municipalities, and a corresponding increase in short-term investments.

While management will continue its efforts to improve the net interest margin, there can be no assurance that certain

factors beyond its control, such as prepayments of loans and changes in market interest rates, will continue to
positively impact the net interest margin.

15
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A yield curve is a line that typically plots the interest rates of U.S. Treasury Debt, which have different maturity dates
but the same credit quality, at a specific point in time. The three main types of yield curve shapes are normal, inverted
and flat.

During 2009, the Company s earnings were positively impacted primarily by an increase in net interest income. This
increase was primarily due to an increase in earning assets. During 2009 and 2008, the U.S. economy experienced a
lower rate environment along with a steepening of the yield curve, which means that the spread between the long-term
and short-term yields has increased. The lower short-term rates negatively impacted the net interest margin for 2009
as the rate at which short-term deposits could be invested declined more than the rates offered on those deposits. The
steeper yield curve positively impacted the net interest margin for 2008. During 2007, rates fell and the yield curve
steepened somewhat, positively impacting the net interest margin.

Total assets were $2,254,035,000 at December 31, 2009, an increase of 25.1% from total assets of $1,801,566,000 on
December 31, 2008.

On December 31, 2009, stockholders equity totaled $132,730,000, compared with $120,503,000 on December 31,
2008. Book value per share increased to $24.00 at December 31, 2009 from $21.76 on December 31, 2008.

On August 17, 2007, the Company sold the building that houses one of its branches located at 55 High Street,
Medford, Massachusetts, for $1.5 million at market terms. The Bank relocated this branch to 1 Salem Street (formerly
3 Salem Street), Medford, Massachusetts. This sale resulted in a pre-tax gain of $1,321,000. The branch opened on
May 5, 2008.

On April 14, 2008, the Company opened a branch located on Riverside Avenue in Medford, Massachusetts. On
November 17, 2008, the Company opened a branch located on Main Street in Winchester, Massachusetts. During
October 2008, the Company received regulatory approval to close a branch on Albany Street in Boston,
Massachusetts. This branch closed during the first quarter of 2009. Also, during the fourth quarter of 2009, the
Company received regulatory approval to open a branch located at Coolidge Corner in Brookline, Massachusetts. This
branch is expected to open during the second quarter of 2010.

During the fourth quarter of 2007, the Company sold the assets associated with the Sherman Union branch located on
Commonwealth Avenue in Boston, Massachusetts, as well as automated teller machines ( ATMs ) located at or near
Boston University. The buyer assumed the leases for the branch and ATMs. The deposits associated with the Sherman
Union branch were transferred to Century s Hotel Commonwealth branch located at 512 Commonwealth Avenue in
Boston, Massachusetts. This resulted in a gain of $115,000.

CRITICAL ACCOUNTING POLICIES

Accounting policies involving significant judgments and assumptions by management, which have, or could have, a
material impact on the carrying value of certain assets and impact income, are considered critical accounting policies.

The Company considers the following to be its critical accounting policies: allowance for loan losses and impairment
of investment securities. There have been no significant changes in the methods or assumptions used in the accounting
policies that require material estimates and assumptions.

Allowance for Loan Losses

Arriving at an appropriate level of allowance for loan losses necessarily involves a high degree of judgment.
Management maintains an allowance for loan losses to absorb losses inherent in the loan portfolio. The allowance is
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based on assessments of the probable estimated losses inherent in the loan portfolio. Management s methodology for

assessing the appropriateness of the allowance consists of several key elements, which include the formula allowance
and specific allowances for identified problem loans.

The formula allowance evaluates groups of loans to determine the allocation appropriate within each portfolio
segment. Individual loans within the commercial and industrial, commercial real estate and real estate construction
loan portfolio segments are assigned internal risk ratings to group them with other loans possessing similar risk
characteristics. Changes in risk grades affect the amount of the formula allowance. Risk grades are determined by
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reviewing current collateral value, financial information, cash flow, payment history and other relevant facts
surrounding the particular credit. Provisions for losses on the remaining commercial and commercial real estate loans
are based on pools of similar loans using a combination of historical net loss experience and qualitative adjustments.
For the residential real estate and consumer loan portfolios, the reserves are calculated by applying historical
charge-off and recovery experience and qualitative adjustments to the current outstanding balance in each loan
category. Loss factors are based on the Company s historical net loss experience, as well as regulatory guidelines.

Specific allowances for loan losses entail the assignment of allowance amounts to individual loans on the basis of loan
impairment. Certain loans are evaluated individually and are judged to be impaired when management believes it is
probable that the Company will not collect all the contractual interest and principal payments as scheduled in the loan
agreement. Under this method, loans are selected for evaluation based upon a change in internal risk rating,
occurrence of delinquency, loan classification or nonaccrual status. A specific allowance amount is allocated to an
individual loan when such loan has been deemed impaired and when the amount of a probable loss is able to be
estimated on the basis of: (a) present value of anticipated future cash flows, (b) the loan s observable fair market price
or (c) fair value of collateral if the loan is collateral dependent.

The formula allowance and specific allowances also include management s evaluation of various conditions, including
business and economic conditions, delinquency trends, charge-off experience and other quality factors.

Management has identified certain risk factors, which could impact the degree of loss sustained within the portfolio.
These include: (a) market risk factors, such as the effects of economic variability on the entire portfolio and (b) unique
portfolio risk factors that are inherent characteristics of the Company s loan portfolio. Market risk factors may consist
of changes to general economic and business conditions that may impact the Company s loan portfolio customer base
in terms of ability to repay and that may result in changes in value of underlying collateral. Unique portfolio risk
factors may include industry concentrations and geographic concentrations or trends that may exacerbate losses
resulting from economic events which the Company may not be able to fully diversify out of its portfolio.

Management believes that the allowance for loan losses is adequate. In addition, various regulatory agencies, as part
of the examination process, periodically review the Company s allowance for loan losses. Such agencies may require
the Company to recognize additions to the allowance based on their judgments about information available to them at
the time of their examination.

Impaired Investment Securities

If a decline in fair value below the amortized cost basis of an investment security is judged to be

other-than-temporary, the cost basis of the investment is written down to fair value. The amount of the writedown is
included as a charge to earnings. The amount of the impairment charge is recognized in earnings with an offset for the
noncredit component which is recognized through other comprehensive income. Some factors considered for
other-than-temporary impairment related to a debt security include an analysis of yield which results in a decrease in
expected cash flows, whether an unrealized loss is issuer specific, whether the issuer has defaulted on scheduled
interest and principal payments, whether the issuer s current financial condition hinders its ability to make future
scheduled interest and principal payments on a timely basis or whether there was a downgrade in ratings by rating
agencies.

The Company does not intend to sell any of its debt securities with an unrealized loss, and it is not likely that it will be
required to sell the debt securities before the anticipated recovery of their remaining amortized cost, which may be

maturity.

FINANCIAL CONDITION
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Investment Securities
The Company s securities portfolio consists of securities available-for-sale ( AFS ) and securities held-to-maturity.
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Securities available-for-sale consist of certain U.S. Treasury and U.S. Government Sponsored Enterprise
mortgage-backed securities; state, county and municipal securities; privately issued mortgage-backed securities;
foreign debt securities; and other marketable equities.

These securities are carried at fair value, and unrealized gains and losses, net of applicable income taxes, are
recognized as a separate component of stockholders equity. The fair value of securities available-for-sale at
December 31, 2009 totaled $647,796,000 and included gross unrealized gains of $9,442,000 and gross unrealized
losses of $2,656,000. A year earlier, securities available-for-sale were $495,585,000 including gross unrealized gains
of $4,783,000 and unrealized losses of $5,244,000. In 2009, the Company recognized gains of $2,734,000 on the sale
of available-for-sale securities. In 2008, the Company recognized gross gains of $251,000 and gross losses of $2,000
on the sale of available-for-sale securities. The Company also recognized $76,000 in realized losses in 2008 on the
writedown of two stocks.

Securities which management intends to hold until maturity consist of U.S. Government Sponsored Enterprises and
mortgage-backed securities. Securities held-to-maturity as of December 31, 2009 are carried at their amortized cost of
$217,643,000 and exclude gross unrealized gains of $4,526,000 and gross unrealized losses of $756,000. A year
earlier, securities held-to-maturity totaled $184,047,000 excluding gross unrealized gains of $1,820,000 and gross
unrealized losses of $434,000.

The following table sets forth the fair value and percentage distribution of securities available-for-sale at the dates
indicated.

Fair Value of Securities Available-for-Sale
2009 2008 2007

At December 31, Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

U.S. Treasury $ 2,003 03% $ 2,028 04% $ 2,036 0.5%
U.S. Government Sponsored
Enterprises 192,364 29.7% 161,292 32.5% 218,729 56.4%

U.S. Government Agency and
Sponsored Enterprises

Mortgage-Backed Securities 418,512 64.6 % 260,132 52.5% 145,638 37.5%
Privately Issued Residential

Mortgage-Backed Securities 4,910 0.8% 5,659 1.1% 10,161 2.6%
Privately Issued Commercial

Mortgage-Backed Securities 544 0.1% 3,367 0.7% 6,363 1.6%
Obligations Issued by States and

Political Subdivisions 26,289 4.1% 60,259 12.2% 1,678 0.4%
Other Debt Securities 2,259 0.3% 2,100 0.4% 2,090 0.6%
Equity Securities 915 0.1% 748 0.2% 1,409 0.4%
Total $ 647,796 100.0% $ 495,585 100.0% $ 388,104 100.0%

Included in Obligations Issued by States and Political Subdivisions as of December 31, 2009, are $11,635,000 of
auction rate municipal obligations (  ARSs ) and $5,000,000 of variable rate demand notes ( VRDNs ) with unrealized
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losses of $468,000 for ARSs. VRDNs fair value equals the carrying value. These debt securities were issued by
governmental entities but are not necessarily debt obligations of the issuing entity. Of the total of $16,635,000 of
ARSs and VRDNS, $5,000,000 are obligations of governmental entities and the remainder are obligations of large
nonprofit entities. These obligations are variable rate securities with long-term maturities whose interest rates are set
periodically through an auction process for ARSs and by prevailing market rates for VRDNs. Should the auction not
attract sufficient bidders, the interest rate adjusts to the default rate defined in each obligation s underlying documents.
The Company increased its holdings in these types of securities during the second and third quarters of 2008 to take
advantage of yields available due to market disruption. Although many of these issuers have bond insurance, the
Company purchased the securities based on the creditworthiness of the underlying obligor.

In the case of a failed auction, the Company may not have access to funds as only a limited market exists for failed
ARSs. As of December 31, 2009, two of the Company s ARSs were purchased subsequent to their failure with a fair
value of $7,820,000 and an amortized cost of $8,288,000.
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As of December 31, 2009, the weighted average taxable equivalent yield on these securities was 0.52%.

The majority of the Company s securities AFS are classified as Level 2, as defined in footnote 1 of the Notes to
Consolidated Financial Statements. The fair values of these securities are obtained from a pricing service, which
provides the Company with a description of the inputs generally utilized for each type of security. These inputs
include benchmark yields, reported trades, broker/dealer quotes, issuer spreads, two-sided markets, benchmark
securities, bids, offers and reference data. Market indicators and industry and economic events are also monitored. The
decline in fair value from amortized cost for available-for-sale securities is not attributable to changes in credit
quality. Because the Company does not intend to sell any of its debt securities and it is not likely that it will be
required to sell the debt securities before the anticipated recovery of their remaining amortized cost, the Company
does not consider these investments to be other-than-temporarily impaired at December 31, 2009.

Securities available-for-sale totaling $13,677,000, or 0.61% of assets, are classified as Level 3, as defined in footnote
1 of the Notes to Consolidated Financial Statements. These securities are generally equity investments or municipal
securities with no readily determinable fair value. The securities are carried at fair value with periodic review of
underlying financial statements and credit ratings to assess the appropriateness of these valuations.

Debt securities of Government Sponsored Enterprises primarily refer to debt securities of Fannie Mae and Freddie
Mac. Control of these enterprises was directly taken over by the U.S. Government in the third quarter of 2008.

The following table sets forth the amortized cost and percentage distribution of securities held-to-maturity at the dates
indicated.

Amortized Cost of Securities Held-to-Maturity

2009 2008 2007
At December 31, Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

U.S. Government Sponsored

Enterprises $ 69,555 320% $ 44,000 23.9% $ 94,987 51.7%
U.S. Government Agency and

Sponsored Enterprise

Mortgage-Backed Securities 148,088 68.0 % 140,047 76.1% 88,723 48.3%

Total $ 217,643 100.0% $ 184,047 100.0% $ 183,710 100.0%

For all years presented, all mortgage-backed securities are obligations of U.S. Government Sponsored Enterprises.
The following two tables set forth contractual maturities of the Bank s securities portfolio at December 31, 2009.
Actual maturities will differ from contractual maturities because borrowers may have the right to call or prepay

obligations with or without call or prepayment penalties.
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Fair Value of Securities Available-for-Sale Amounts Maturing

Within
One
Year
y $
nent
nent
cked
23,762
led
cked
led
cked
f
6,355
100
ities
$ 30,217

% of
Total

0.0%

0.0%

3.7%

0.0%

0.0%

1.0%

0.0%
0.0%

4.7%

U.S. Treasury
U.S. Government Sponsored

Enterprises
U.S. Government Agency and
Sponsored Enterprise
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Weighted
Average
Yield

0.00%

0.00%

4.00%

0.00%

0.00%

1.49%

2.19%
0.00%

3.47%

Five
One Year Weighted Years
to Five % of  Average to Ten % of
Years Total Yield Years Total
(Dollars in thousands)
$ 2,003 0.3% 095% $ 0.0%
115,098 17.8% 1.89% 77,266 11.9%
348,048 53.7% 3.86% 36,268 5.6%
4,910 0.8% 3.08% 0.0%
544 0.1% 3.90% 0.0%
3,299 0.5% 3.22% 5,000 0.8%
700 0.1% 3.19% 0.0%
0.0% 0.00% 0.0%
$ 474,602 73.3% 335% $ 118,534 18.3%
Weighted
Non- % of Average
Maturing Total Yield Total
(Dollars in thousands)
$ 0.0% 0.00% $ 2,003
0.0% 0.00% 192,364
0.0% 0.00% 418,512

Weighted
Average
Yield

0.00%

2.89%

4.05%

0.00%

0.00%

0.35%

0.00%
0.00%

3.14%

% of
Total
0.3%

29.7%
64.6 %

Over
Ten
Years

10,434

11,635

$ 22,069

Weighted
Average

Yield

0.95%

2.29%
3.88%
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% of
Total

0.0

0.0

1.6

0.0

0.0
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0.0
0.0
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Mortgage-Backed Securities
Privately Issued Residential

Mortgage-Backed Securities 0.0% 0.00% 4,910 0.8% 3.08 %
Privately Issued Commercial

Mortgage-Backed Securities 0.0% 0.00% 544 0.1% 3.90 %
Obligations of States and Political

Subdivisions 0.0% 0.00% 26,289 4.1% 0.98 %
Other Debt Securities 1,459 0.2% 5.00% 2,259 0.3% 4.40%
Equity Securities 915 0.1% 2.73% 915 0.1% 2.73%
Total $ 2,374 0.3% 412% $ 647,796 100.0% 3.28%

Amortized Cost of Securities Held-to-Maturity Amounts Maturing

Five
Within Weighted One Year Weighted Years Weighted
One % of  Average to Five % of  Average to Ten % of  Average % of
Year Total Yield Years Total Yield Years Total Yield Total Total

(Dollars in thousands)

$ 0.0% 0.00% $ 20,572 9.5% 2.74% $ 48,983 22.5% 249% $ 69,555 32.0%

4,693 2.2% 3.98% 142,949 65.6% 4.46 % 446 0.2% 2.31% 148,088 68.0%

$ 4,693 2.2% 3.98% $ 163,521 75.1% 4.24% $ 49,429 22.7% 249% $ 217,643 100.0%

At December 31, 2009 and 2008, the Bank had no investments in obligations of individual states, counties,
municipalities or nongovernment corporate entities which exceeded 10% of stockholders equity. Additionally, in
2009, there were sales totaling $16,185,000 in gross proceeds in state, county or municipal securities resulting in gross
gains of $0 and gross losses of $0. In 2009, sales of securities totaling $94,142,000 in gross proceeds resulted in a net
realized gain of $2,734,000. In 2008, there were sales totaling $123,704,000 in gross proceeds in state, county or
municipal securities resulting in gross gains of $46,000 and gross losses of $0. In 2008, sales of securities
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totaling $238,894,000 in gross proceeds resulted in a net realized gain of $249,000. The book value of two equity
securities was written down $76,000 during 2008.

Management reviews the investment portfolio for other-than-temporary impairment of individual securities on a
regular basis. The results of such analysis are dependent upon general market conditions and specific conditions
related to the issuers of our securities.

Loans

The Company s lending activities are conducted principally in Massachusetts. The Company grants single and
multi-family residential loans, commercial and commercial real estate loans, and a variety of consumer loans. To a
lesser extent, the Company grants loans for the construction of residential homes, multi-family properties, commercial
real estate properties and land development. Most loans granted by the Company are secured by real estate collateral.
The ability and willingness of commercial real estate, commercial, construction, residential and consumer loan
borrowers to honor their repayment commitments are generally dependent on the health of the real estate market in the
borrowers geographic areas and of the general economy.

The following summary shows the composition of the loan portfolio at the dates indicated.

2009 2008 2007 2006 2005
Percent Percent Percent Percent Perc
of of of of )
iber 31, Amount Total Amount Total Amount Total Amount Total Amount Tof

(Dollars in thousands)

uction
1d
pment $ 60,349 69% $ 59,511 71% $ 62412 8.6% $ 49,709 6.7% $ 58,846

ercial
dustrial 141,061 16.1% 141,373 16.9% 117,332 16.2% 117,497 15.9% 94,139 ]

ercial

tate 361,823 41.2% 332,325 39.8% 299,920 41.3% 327,040 44 4% 302,279 4
ntial real

188,096 21.4% 194,644 23.3% 168,204 23.2% 167,946 22.8% 146,355 P
mer 7,105 0.8% 8,246 1.0% 8,359 1.1% 7,104 1.0% 8,318
equity 118,076 13.5% 98,954 11.8% 68,585 9.4% 66,157 9.0% 78,369 ]
rafts 615 0.1% 1,012 0.1% 1,439 0.2% 1,320 0.2% 1,339

$ 877,125 100.0% $ 836,065 100.0% $ 726,251 100.0% $ 736,773 100.0% $ 689,645 1C

At December 31, 2009, 2008, 2007, 2006 and 2005, loans were carried net of discounts of $645,000, $692,000,
$3,000, $3,000 and $4,000, respectively. Net deferred loan fees of $71,000, $81,000, $38,000, $183,000 and $482,000
were carried in 2009, 2008, 2007, 2006 and 2005, respectively.

The following table summarizes the remaining maturity distribution of certain components of the Company s loan

portfolio on December 31, 2009. The table excludes loans secured by 1-4 family residential real estate and loans for
household and family personal expenditures. Maturities are presented as if scheduled principal amortization payments
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are due on the last contractual payment date.

Remaining Maturities of Selected Loans at December 31, 2009

One
Year One to Five Over
or Less Years Five Years Total
(Dollars in thousands)
Construction and land development $ 10435 $ 1288 $ 37,046 $ 60,349
Commercial and industrial 60,578 40,150 40,333 141,061
Commercial real estate 24,551 138,595 198,677 361,823
Total $ 95,564 $ 191,613 $ 276,056 $ 563,233
21
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The following table indicates the rate variability of the above loans due after one year.

One to
Five Over
December 31, 2009 Years Five Years Total
(Dollars in thousands)
Predetermined interest rates $ 100,346 $ 46,760 $ 147,106
Floating or adjustable interest rates 91,267 229,296 320,563
Total $ 191,613 $ 276,056 $ 467,669

The Company s commercial and industrial ( C&I ) loan customers represent various small and middle-market
established businesses involved in manufacturing, distribution, retailing and services. Most clients are privately owned
with markets that range from local to national in scope. Many of the loans to this segment are secured by liens on
corporate assets and the personal guarantees of the principals. The regional economic strength or weakness impacts
the relative risks in this loan category. There is little concentration in any one business sector, and loan risks are
generally diversified among many borrowers.

Commercial real estate loans are extended to finance various manufacturing, warehouse, light industrial, office, retail
and residential properties in the Bank s market area, which generally includes Eastern Massachusetts and Southern
New Hampshire. Also included are loans to educational institutions, hospitals and other non-profit organizations.
Loans are normally extended in amounts up to a maximum of 80% of appraised value and normally for terms between
three and ten years. Amortization schedules are long term and thus a balloon payment is generally due at maturity.
Under most circumstances, the Bank will offer to rewrite or otherwise extend the loan at prevailing interest rates.
During recent years, the Bank has emphasized nonresidential-type owner-occupied properties. This complements our
C&I emphasis placed on the operating business entities and will continue. The regional economic environment affects
the risk of both nonresidential and residential mortgages.

Residential real estate (1-4 family) includes two categories of loans. Included in residential real estate are
approximately $6,860,000 of C&I type loans secured by 1-4 family real estate. Primarily, these are small businesses
with modest capital or shorter operating histories where the collateral mitigates some risk. This category of loans
shares similar risk characteristics with the C&I loans, notwithstanding the collateral position.

The other category of residential real estate loans is mostly 1-4 family residential properties located in the Bank s
market area. General underwriting criteria are largely the same as those used by Fannie Mae but normally only one- or
three-year adjustable interest rates are used. The Bank utilizes mortgage insurance to provide lower down payment
products and has provided a First Time Homebuyer product to encourage new home ownership. Residential real estate
loan volume has increased and remains a core consumer product. The economic environment impacts the risks
associated with this category.

Home equity loans are extended as both first and second mortgages on owner-occupied residential properties in the
Bank s market area. Loans are underwritten to a maximum loan to property value of 75%.

Bank officers evaluate the feasibility of construction projects, based on independent appraisals of the project,

architects or engineers evaluations of the cost of construction and other relevant data. As of December 31, 2009, the
Company was obligated to advance a total of $22,699,000 to complete projects under construction.
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The composition of nonperforming assets is as follows:

December 31, 2009 2008 2007 2006 2005
(Dollars in thousands)

Total nonperforming loans/loans on nonaccrual ~ $ 12,311 $ 3,661 $ 1,312 $ 135 $ 949

Other real estate owned 452

Total nonperforming assets $ 12,311 $ 3,661 $ 1,764 $ 135 $ 949
Troubled debt restructured loans $ 521 $ $ $ $

Loans past due 90 and still accruing 89 122 789
Nonperforming loans as a percent of gross loans 1.40% 0.44% 0.18% 0.02% 0.14%
Nonperforming assets as a percent of total assets 0.55% 0.20% 0.10% 0.01% 0.05%

The composition of impaired loans at December 31, is as follows:

2009 2008 2007 2006 2005
Residential real estate, multi-family $ $ 194 $ $ $
Commercial real estate 4,260 1,175
Construction and land development 4,900 675
Commercial and industrial 1,356 1,329 196 16 211
Total impaired loans $ 10,516 $ 2,608 $ 196 $ 16 $ 886

At December 31, 2009, 2008 and 2007, impaired loans had specific reserves of $745,000, $600,000 and $75,000,
respectively. There were no impaired loans with specific reserves at December 31, 2005 and December 31, 2006.

The Company was servicing mortgage loans sold to others without recourse of approximately $1,127,000, $768,000,
$559,000, $798,000 and $1,078,000 at December 31, 2009, 2008, 2007, 2006 and 2005, respectively. Additionally,
the Company services mortgage loans sold to others with limited recourse. The outstanding balance of these loans
with limited recourse was approximately $47,000, $56,000, $65,000, $72,000 and $80,000 at December 31, 2009,
2008, 2007, 2006 and 2005, respectively.

Directors and officers of the Company and their associates are customers of, and have other transactions with, the
Company in the normal course of business. All loans and commitments included in such transactions 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 normal risk of collection or present other unfavorable
features.

Loans are placed on nonaccrual status when any payment of principal and/or interest is 90 days or more past due,

unless the collateral is sufficient to cover both principal and interest and the loan is in the process of collection. The
Company monitors closely the performance of its loan portfolio. In addition to internal loan review, the Company has
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contracted with an independent organization to review the Company s commercial and commercial real estate loan
portfolios. This independent review was performed in each of the past five years. The status of delinquent loans, as
well as situations identified as potential problems, is reviewed on a regular basis by senior management and monthly
by the Board of Directors of the Bank.

Nonaccrual loans increased from 2008 to 2009 primarily as a result of three loan relationships, one primarily
commercial real estate and two construction totaling $7,379,000. Nonaccrual loans increased from 2007 to 2008
primarily as a result of eight consumer mortgages totaling $1,649,000. Nonaccrual loans increased from 2006 to 2007
primarily as a result of three consumer mortgages totaling $938,000. The relatively low level of nonperforming assets
of $135,000 in 2006 and $949,000 in 2005 resulted from fewer additions to nonperforming assets during the year
combined with an improvement in the resolution of nonperforming assets, including payments on nonperforming
loans.

The Company continues to monitor closely $35,229,000 and $21,807,000 at December 31, 2009 and 2008,
respectively, of loans for which management has concerns regarding the ability of the borrowers to perform. The
majority
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of the loans is secured by real estate and is considered to have adequate collateral value to cover the loan balances at
December 31, 2009, although such values may fluctuate with changes in the economy and the real estate market.

Allowance for Loan Losses

The Company maintains an allowance for loan losses in an amount determined by management on the basis of the
character of the loans, loan performance, the financial condition of borrowers, the value of collateral securing loans

and other relevant factors. The following table summarizes the changes in the Company s allowance for loan losses for
the years indicated.

Year Ended December 31, 2009 2008 2007 2006 2005
(Dollars in thousands)

Year-end loans outstanding (net of
unearned discount and deferred loan
fees) $ 877,125 $ 836,065 $ 726,251 $ 736,773 $ 689,645

Average loans outstanding (net of
unearned discount and deferred loan

fees) $ 853,422 $ 775,337 $ 725,903 $ 723,825 $ 641,103
Balance of allowance for loan losses at

the beginning of year $ 11,119 $ 9,633 $ 9,713 $ 9,340 $ 9,001
Loans charged-off:

Commercial 1,498 2,869 1,828 386 366
Construction 3,639 15

Residential real estate 490

Consumer 443 489 311 322 324
Total loans charged-off 6,070 3,373 2,139 708 690

Recovery of loans previously
charged-oft:

Commercial 352 159 268 96 75
Construction 25

Real estate 4 5 149 49 235
Consumer 318 270 142 111 119

Total recoveries of loans previously

charged-off: 699 434 559 256 429
Net loan charge-offs 5,371 2,939 1,580 452 261
Additions to allowance charged to

operating expense 6,625 4,425 1,500 825 600
Balance at end of year $ 12,373 $ 11,119 $ 9,633 $ 9,713 $ 9,340
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Ratio of net charge-offs during the
year to average loans outstanding 0.63 % 0.38% 0.22% 0.06% 0.04%

Ratio of allowance for loan losses to
loans outstanding 1.41% 1.33% 1.33% 1.32% 1.35%

These provisions are the result of management s evaluation of the quality of the loan portfolio considering such factors
as loan status, specific reserves on impaired loans, collateral values, financial condition of the borrower, the state of
the economy and other relevant information. The pace of the charge-offs depends on many factors, including the
national and regional economy. Cyclical lagging factors may result in charge-offs being higher than historical levels.
Charge-offs increased during 2007 through 2009 due to an increase in commercial loan charge-offs and construction
loan charge-offs for 2009 as a result of the weakening of the overall economy and real estate market.

In evaluating the allowance for loan losses the Company considered the following categories to be higher risk:
Small business loans  The outstanding loan balances of small business loans is $50,414,000 at December 31, 2009.
These are considered higher risk loans because small businesses have been negatively impacted by the current
economic conditions. In a liquidation scenario, the collateral, if any, is often not sufficient to fully recover the

outstanding balance of the loan. As a result, the Company often seeks additional
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collateral prior to renewing maturing small business loans. In addition, the payment status of the loans is monitored
closely in order to initiate collection efforts in a timely fashion.

Construction loans  The outstanding loan balance of construction loans at December 31, 2009 is $60,349,000. As
noted above, a major factor in nonaccrual loans is two large construction loans. Based on this fact, and the general
local construction conditions facing construction, the management closely monitors all construction loans and
considers this type of loan to be higher risk.

Higher balance loans Loans greater than $1.0 