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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-K

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934,

for the Fiscal Year Ended December 31, 2009,

or

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934,

for the transition period from N/A to                 .

Commission File Number:  0-23695

BROOKLINE BANCORP, INC.
(Exact name of registrant as specified in its charter)

Delaware 04-3402944
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(State or other jurisdiction of incorporation of organization) (I.R.S. Employer Identification No.)

160 Washington Street, Brookline, Massachusetts 02447-0469
(Address of principal executive offices) (Zip Code)

(617) 730-3500

(Registrant�s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Stock, par value of $0.01 per share Nasdaq Global Market

Securities registered pursuant to Section 12 (g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act of 1934. YES o  NO x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Securities Act of 1934. YES o  NO x

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 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 requirement for the past 90 days.  YES x  NO o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this chapter) is not contained
herein, and will not be contained, to the best of the registrant�s knowledge, in definitive proxy or information statements incorporated by
reference in Part III of this Form 10-K or any amendments 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 Regulation 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).  Yes o No o

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 definition of �large accelerated filer�, �accelerated filer� and �smaller reporting company� in Rule 12-b of the Exchange Act (Check
one).
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Large accelerated filer x Accelerated filer o

Non-accelerated filer o Smaller reporting company o

Indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Act).  YES o  NO x

The number of shares of common stock held by nonaffiliates of the registrant as of February 24, 2010 was 58,558,082 for an aggregate market
value of $619.8 million. This excludes 472,604 shares held by Brookline Bank Employee Stock Ownership Plan and Trust.

At February 24, 2010, the number of shares of common stock, par value $0.01 per share, issued and outstanding were 64,404,419 and
59,030,686, respectively.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the Annual Meeting of Stockholders dated March 18, 2010 are incorporated by reference into Part III.
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PRIVATE SECURITIES LITIGATION REFORM ACT SAFE HARBOR STATEMENT

This Annual Report on Form 10-K contains certain forward-looking statements within the meaning of the Private Securities Litigation Reform
Act of 1995, which provides a �safe harbor� for forward-looking statements made by or on behalf of the Company.

The following discussion contains forward-looking statements based on management�s current expectations regarding economic, legislative and
regulatory issues that may impact the Company�s earnings and financial condition in the future. Any statements contained herein that are not
statements of historical fact may be deemed to be forward-looking statements. Any statements included herein preceded by, followed by or
which include the words �may�, �could�, �should�, �will�, �would�, �believe�, �expect�, �anticipate�, �estimate�, �intend�, �plan�, �assume� or similar expressions
constitute forward-looking statements.

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

Readers of this report should not rely solely on the forward-looking statements and should consider all risks and uncertainties, including those
discussed under Item 1A. �Risk Factors� herein. The statements are representative only as of the date they are made and the Company undertakes
no obligation to update any forward-looking statements.

PART I

Item 1.      Business

General

Brookline Bancorp, Inc. (the �Company�) was organized in November 1997 for the purpose of acquiring all of the capital stock of Brookline
Savings Bank (�Brookline� or the �Bank�) upon completion of the reorganization of Brookline from a mutual savings bank into a mutual holding
company structure. The Company is a Delaware corporation. In January 2003, Brookline Savings Bank changed its name to Brookline Bank.
Brookline, which was established as a savings bank in 1871, is a wholly-owned subsidiary of the Company.
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On January 7, 2005, the Company completed the acquisition of Mystic Financial, Inc. (�Mystic�) for approximately $69.1 million. Total assets
acquired were $483 million and liabilities assumed were $420 million, including $332 million of deposits.

Mystic was the parent of Medford Co-operative Bank, a bank headquartered in Medford, Massachusetts with seven banking offices serving
customers primarily in Middlesex County in Massachusetts. The acquisition of Mystic provided expanded commercial and retail banking
opportunities in that market and enabled the Company to deploy some of its excess capital.

On April 13, 2006, the Company increased its ownership interest in Eastern Funding LLC (�Eastern�) from approximately 28% to 87% through a
payment of $16.6 million in cash, including transaction costs. The acquisition added $115 million to the Company�s assets, $108 million of
which were loans. Eastern specializes primarily in the financing of coin-operated laundry, dry cleaning and convenience store equipment and
businesses in the greater metropolitan New York area and selected other locations throughout the United States of America. The acquisition has
enabled the Company to originate high yielding loans to small business entities. For additional information about the acquisition, see note 2 of
the Notes to Consolidated Financial Statements appearing elsewhere herein.

The principal business of Brookline and its subsidiaries is to accept consumer and commercial deposits, originate loans to individuals and
commercial businesses, and to provide cash management and investment advisory services.  The latter services represent new product offerings
within the past two years.  Lending activities are concentrated in the origination of mortgage loans secured by commercial and residential
properties, secured and unsecured commercial loans to small and mid-sized businesses, indirect automobile loans, home equity loans and other
consumer loans.

1
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Brookline Securities Corp. (�BSC�) is a wholly-owned subsidiary of the Company and BBS Investment Corp. (�BBS�) and Longwood Securities
Corp. (�Longwood�) are wholly-owned subsidiaries of Brookline. These companies were established as Massachusetts security corporations for
the purpose of buying, selling and holding investment securities on their own behalf and not as a broker. The income earned on their investment
securities is subject to a significantly lower rate of state tax than that assessed on income earned on investment securities owned by the Company
and Brookline. At December 31, 2009, BSC, BBS and Longwood had total assets of $38.7 million, $271.8 million and $6.0 million,
respectively, of which $36.4 million, $269.2 million and $5.9 million, respectively, were in investment securities and short-term investments.

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

The $5.0 million of trust preferred securities issued by MFCI were called and paid off by MFCI on April 22, 2007. The $7.0 million of trust
preferred securities issued by MFCII were called and paid off by MFCII on February 15, 2008. MFCI and MFCII were dissolved upon payoff of
their trust preferred securities.

Market Area and Credit Risk Concentration

As of December 31, 2009, Brookline operated eighteen full-service banking offices in Brookline, Medford and adjacent communities in
Middlesex County and Norfolk County in Massachusetts.

Brookline�s deposits are gathered from the general public primarily in the communities in which its banking offices are located. Brookline�s
lending activities are concentrated primarily in the greater Boston metropolitan area and eastern Massachusetts. The greater Boston metropolitan
area benefits from the presence of numerous institutions of higher learning, medical care and research centers and the corporate headquarters of
several significant mutual fund investment companies. Eastern Massachusetts also has many high technology companies employing personnel
with specialized skills. It should be noted, however, that Massachusetts has had rising unemployment as a result of a weakening economy. These
factors affect the demand for residential homes, multi-family apartments, office buildings, shopping centers, industrial warehouses and other
commercial properties.

Brookline�s urban and suburban market area is characterized by a large number of apartment buildings, condominiums and office buildings. As a
result, multi-family and commercial real estate mortgage lending has been a significant part of Brookline�s activities for many years. These types
of loans typically generate higher yields, but also involve greater credit risk. Many of Brookline�s borrowers have more than one multi-family or
commercial real estate loan outstanding with Brookline. Moreover, the loans are concentrated in the market area described in the preceding
paragraph.

Another important part of Brookline�s lending activities has been the origination of one-to-four family residential mortgage loans. For several
years, market value prices for residential properties rose significantly, but more recently, residential property market values have declined.
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While, historically, Brookline has not experienced significant losses from commercial and residential mortgage lending, current economic
conditions could cause an increase in loan delinquencies and further declines in property values, ultimately culminating in higher loan losses. To
mitigate the potential for such losses, Brookline has consistently applied conservative underwriting criteria in originating commercial and
residential mortgage loans. Construction lending has not been a significant part of Brookline�s lending activities.

In the first quarter of 2003, we commenced originating indirect automobile loans. In general, the success of lending in this business segment
depends on many factors, the more significant of which include the policies established for loan underwriting, the monitoring of portfolio
performance, and the effect of economic conditions on consumers and the automobile industry. For regulatory purposes, our loan portfolio is not
classified as �subprime lending�. Most of our loans are originated through automobile dealerships in Massachusetts, Connecticut, Rhode Island
and New Hampshire. Due to rising delinquencies and charge-offs, as well as deteriorating trends in the economy and the auto industry, we took
steps in the second half of 2007 and thereafter to tighten our underwriting criteria. As auto industry sales plummeted in a weakening economic
environment, the volume of loan originations declined in 2009. This trend will likely continue in 2010 until the economy recovers.

In 2006, Brookline hired two senior officers with extensive experience in originating commercial loans for working capital and other
business-related purposes. Brookline is concentrating such lending to companies located primarily in Massachusetts.  As with commercial real
estate mortgage loans, commercial business loans involve greater credit risk.

2
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Loans originated by Eastern generally earn higher yields of interest because the borrowers are typically small businesses with limited capital.
For this reason, however, the loans involve greater credit risk.

Economic Conditions and Governmental Policies

The earnings and business of the Company are affected by external influences such as general economic conditions and the policies of
governmental authorities, including the Federal Reserve Board. The Federal Reserve Board regulates the supply of money and bank credit to
influence general economic conditions throughout the United States of America. The instruments of monetary policy employed by the Federal
Reserve Board affect interest rates earned on investment securities and loans and interest rates paid on deposits and borrowed funds.

Repayment of multi-family and commercial real estate loans made by the Company generally is dependent on sufficient income from the
properties to cover operating expenses and debt service. Repayment of commercial loans and Eastern loans generally is dependent on the
demand for the borrowers� products or services and the ability of the borrower to compete and operate on a profitable basis. Repayment of
residential mortgage loans and indirect automobile loans generally is dependent on the financial well-being of the borrowers and their capacity
to service their debt levels. The asset quality of the Company�s loan portfolio, therefore, is greatly affected by the economy.

The rate setting actions of the Federal Open Market Committee of the Federal Reserve System over the past two and one half years had a
significant effect on the Company�s operating results and the level of growth in its loans and deposits.  For additional information, see Item 7.
�Management�s Discussion and Analysis of Financial Condition and Results of Operations - Economic Environment, - Financial Condition and -
Operating Results� appearing elsewhere herein.

Competition

The Company faces significant competition both in making loans and in attracting deposits. The Boston metropolitan area has a high density of
financial institutions, many of which are branches of significantly larger institutions which have greater financial resources than the Company,
and all of which are competitors of the Company to varying degrees. The Company�s competition for loans comes principally from commercial
banks, savings banks, savings and loan associations, mortgage banking companies, credit unions, insurance companies and other financial
service companies. Its most direct competition for deposits has historically come from commercial banks, savings banks, savings and loan
associations and credit unions. The Company faces additional competition for deposits from non-depository competitors such as the mutual fund
industry, securities and brokerage firms, and insurance companies.

Personnel

As of December 31, 2009, the Company had 225 full-time employees and 20 part-time employees. The employees are not represented by a
collective bargaining unit and the Company considers its relationship with its employees to be good.
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Supervision and Regulation

General

The Bank is a federally chartered stock savings institution subject to regulation, examination and supervision by the Office of Thrift Supervision
(�OTS�) and, to a lesser extent, the Federal Deposit Insurance Corporation (�FDIC�). The Bank is also regulated by the Board of Governors of the
Federal Reserve System with respect to reserves to be maintained against deposits and other matters. This regulation and supervision establishes
a comprehensive framework of activities in which an institution may engage. Under this system of federal regulation, financial institutions are
periodically examined to ensure that they satisfy applicable standards with respect to their capital adequacy, assets, management, earnings,
liquidity and sensitivity to market interest rates. The OTS examines the Bank and prepares reports for the consideration of its board of directors
on any operating deficiencies.

Any change in these laws or regulations, whether by the FDIC, the OTS or Congress, could have a material adverse impact on the Company and
the Bank and their operations.

Federal Banking Regulation

Business Activities. A federal savings bank derives its lending and investment powers from the Home Owners� Loan Act, as amended, and the
regulations of the OTS. Under these laws and regulations, the Bank may invest in mortgage loans secured by residential and commercial real
estate, commercial business and consumer loans, certain types of debt securities and certain other assets. The Bank also may establish
subsidiaries that may engage in activities not otherwise permissible for the Bank, including real estate investment and securities brokerage.

3
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Capital Requirements.  OTS regulations require federal savings banks to meet three minimum capital standards: a 1.5% tangible capital ratio, a
4% leverage ratio (3% for savings associations receiving the highest rating on the CAMELS rating system) and an 8% risk-based capital ratio.

The risk-based capital standard for federal savings banks requires the maintenance of Tier 1 (core) and total capital (which is defined as core
capital and supplementary capital) to risk-weighted assets of at least 4% and 8%, respectively. In determining the amount of risk-weighted
assets, all assets, including certain off-balance sheet assets, are multiplied by a risk-weight factor of 0% to 100%, assigned by the OTS, based on
the risks believed inherent in the type of asset. Core capital is defined as common stockholders� equity (including retained earnings), certain
noncumulative perpetual preferred stock and related surplus and minority interests in equity accounts of consolidated subsidiaries, less
intangibles other than certain mortgage servicing rights and credit card relationships. The components of supplementary capital currently include
cumulative preferred stock, long-term perpetual preferred stock, mandatory convertible securities, subordinated debt and intermediate preferred
stock, the allowance for loan and lease losses limited to a maximum of 1.25% of risk-weighted assets and up to 45% of net unrealized gains on
available-for-sale equity securities with readily determinable fair market values. Overall, the amount of supplementary capital included as part of
total capital cannot exceed 100% of core capital. Additionally, a savings bank that retains credit risk in connection with an asset sale may be
required to maintain additional regulatory capital because of the purchaser�s recourse against the savings bank. In assessing an institution�s capital
adequacy, the OTS takes into consideration not only these numeric factors but also qualitative factors, and has the authority to establish higher
capital requirements for individual banks where necessary.

At December 31, 2009, the Bank�s capital exceeded all applicable requirements.

Loans-to-One Borrower.  Generally, a federal savings bank may not make a loan or extend credit to a single or related group of borrowers in
excess of 15% of unimpaired capital and surplus. An additional amount may be loaned, equal to 10% of unimpaired capital and surplus, if the
loan is secured by readily marketable collateral, which generally does not include real estate. As of December 31, 2009, the Bank was in
compliance with the loans-to-one borrower limitations.

Qualified Thrift Lender Test. As a federal savings bank, the Bank must satisfy the qualified thrift lender, or �QTL,� test.  Under the QTL test, the
Bank must maintain at least 65% of its �portfolio assets� in �qualified thrift investments� in at least nine months of the most recent 12 month period. 
�Portfolio assets� generally means total assets of a federal savings bank, less the sum of specified liquid assets up to 20% of total assets, goodwill
and other intangible assets, and the value of property used in the conduct of the bank�s business.

�Qualified thrift investments� includes various types of loans made for residential and housing purposes, investments related to such purposes,
including certain mortgage-backed and related securities, and loans for personal, family, household and certain other purposes up to a limit of
20% of portfolio assets.  �Qualified thrift investments� also include 100% of a federal savings bank�s credit card loans, education loans and small
business loans.

A federal savings bank that fails the qualified thrift lender test must either convert to a commercial bank charter or operate under specified
restrictions set forth in the Home Owners� Loan Act. At December 31, 2009, the Bank maintained 68.8% of its portfolio assets in qualified thrift
investments.
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Capital Distributions. OTS regulations govern capital distributions by a federal savings bank, which include cash dividends, stock repurchases
and other transactions charged to the savings bank�s capital account. A federal savings bank must file an application for approval of a capital
distribution if:

• the total capital distributions for the applicable calendar year exceed the sum of the bank�s net income for that year to date plus the
bank�s retained net income for the preceding two years;

• the bank would not be at least adequately capitalized following the distribution;

• the distribution would violate any applicable statute, regulation, agreement or OTS-imposed condition; or

• the bank is not eligible for expedited treatment of its filings.

Even if an application is not otherwise required, every federal savings bank that is a subsidiary of a holding company must still file a notice with
the OTS at least 30 days before the board of directors declares a dividend or approves a capital distribution.

4
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The OTS may disapprove a notice or application if:

• the bank would be undercapitalized following the distribution;

• the proposed capital distribution raises safety and soundness concerns; or

• the capital distribution would violate a prohibition contained in any statute, regulation or agreement.

In addition, the Federal Deposit Insurance Act provides that an insured depository institution shall not make any capital distribution, if after
making such distribution, the institution would be undercapitalized.

Liquidity.  A federal savings bank is required to maintain a sufficient amount of liquid assets to ensure its safe and sound operation.

Community Reinvestment Act and Fair Lending Laws. All federal savings banks have a responsibility under the Community Reinvestment Act
and related regulations of the OTS to help meet the credit needs of their communities, including low and moderate-income borrowers. In
conducting an examination of a federal savings bank, the OTS is required to assess the bank�s record of compliance with the Community
Reinvestment Act.  In addition, the Equal Credit Opportunity Act and the Fair Housing Act prohibit lenders from discriminating in their lending
practices on the basis of characteristics specified in those statutes. A savings bank�s failure to comply with the provisions of the Community
Reinvestment Act could, at a minimum, result in regulatory restrictions on its activities. The failure to comply with the Equal Credit Opportunity
Act and the Fair Housing Act could result in enforcement actions by the OTS, as well as other federal regulatory agencies and the Department of
Justice. The Bank received a satisfactory Community Reinvestment Act rating in its most recent examination conducted by the OTS.

Transactions with Related Parties.  A federal savings bank�s authority to engage in transactions with its �affiliates� is limited by Sections 23A and
23B of the Federal Reserve Act (the �FRA�) and its implementing Regulation W promulgated by the Board of Governors of the Federal Reserve
System. The term �affiliates� for these purposes generally means any company that controls or is under common control with an insured
depository institution. The Company and its non-savings bank subsidiary are affiliates of the Bank. In general, transactions between an insured
depository institution and its affiliates are subject to certain quantitative and collateral requirements. In addition, OTS regulations prohibit a bank
from lending to any of its affiliates that are engaged in activities that are not permissible for bank holding companies and from purchasing the
securities of any affiliate, other than a subsidiary. Finally, transactions with affiliates must be consistent with safe and sound banking practices,
not involve low-quality assets and be on terms that are as favorable to the institution as comparable transactions with non-affiliates.  The OTS
requires savings banks to maintain detailed records of all transactions with affiliates.

The Bank�s authority to extend credit to its directors, executive officers and 10% or higher shareholders, as well as to entities controlled by such
persons, is governed by the requirements of Sections 22(g) and 22(h) of the FRA and Regulation O of the Federal Reserve Board. Among other
things, these provisions require that extensions of credit to insiders (i) be made on terms that are substantially the same as, and follow credit
underwriting procedures that are not less stringent than, those prevailing for comparable transactions with unaffiliated persons and that do not
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involve more than the normal risk of repayment or present other unfavorable features, and (ii) not exceed certain limitations on the amount of
credit extended to such persons, individually and in the aggregate, which limits are based, in part, on the amount of the Bank�s capital. In
addition, extensions of credit to insiders must be approved by the Bank�s board of directors.

Enforcement.  The OTS has primary enforcement responsibility over federal savings institutions and has the authority to bring enforcement
action against all �institution-affiliated parties� which includes officers, directors, stockholders and attorneys, appraisers and accountants who
knowingly or recklessly participate in wrongful action likely to have an adverse effect on the institution. Formal enforcement action by the OTS
may range from the issuance of a capital directive or cease and desist order to removal of officers and/or directors of the institution, and the
appointment of a receiver or conservator. Civil penalties cover a wide range of violations and actions, and range up to $25,000 per day, unless a
finding of reckless disregard is made, in which case penalties may be as high as $1 million per day. The FDIC also has the authority to terminate
deposit insurance or to recommend to the Director of the OTS that enforcement action be taken with respect to a particular savings institution.  If
action is not taken by the Director, the FDIC has authority to take action under specified circumstances.

Standards for Safety and Soundness.  Federal law requires each federal banking agency to prescribe certain standards for all insured depository
institutions.  These standards relate to, among other things, internal controls, information systems and audit systems, loan documentation, credit
underwriting, interest rate risk exposure, asset growth, compensation, and other operational and managerial standards as the agency deems
appropriate.  Interagency guidelines set forth the safety and soundness standards that the federal banking agencies use to identify and address
problems at insured depository institutions

5
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before capital becomes impaired.  If the appropriate federal banking agency determines that an institution fails to meet any standard prescribed
by the guidelines, the agency may require the institution to submit to the agency an acceptable plan to achieve compliance with the standard.  If
an institution fails to meet these standards, the appropriate federal banking agency may require the institution to implement an acceptable
compliance plan.  Failure to implement such a plan can result in further enforcement action, including the issuance of a cease and desist order or
the imposition of civil money penalties.

Prompt Corrective Action Regulations. Under prompt corrective action regulations, the OTS is authorized and, under certain circumstances,
required to take supervisory actions against undercapitalized savings institutions. For this purpose, a federal savings bank is placed in one of the
following five categories based on the bank�s capital:

• well-capitalized (at least 5% leverage capital, 6% Tier 1 risk-based capital and 10% total risk-based capital);

• adequately capitalized (at least 4% leverage capital, 4% Tier 1 risk-based capital and 8% total risk-based capital);

• undercapitalized (less than 3% leverage capital, 4% Tier 1 risk-based capital or 8% total risk-based capital);

• significantly undercapitalized (less than 3% leverage capital, 3% Tier 1 risk-based capital or 6% total risk-based capital); and

• critically undercapitalized (less than 2% tangible capital).

Generally, the OTS is required to appoint a receiver or conservator for a savings bank that is �critically undercapitalized� within specific
timeframes. The regulations also provide that a capital restoration plan must be filed with the OTS within 45 days of the date a savings bank
receives notice that it is �undercapitalized�, �significantly undercapitalized� or �critically undercapitalized�. In addition, numerous mandatory
supervisory actions become immediately applicable to the bank, including, but not limited to, restrictions on growth, investment activities,
capital distributions and affiliate transactions. Any holding company for a savings bank that is required to submit a capital restoration plan must
guarantee the lesser of an amount equal to 5% of the bank�s assets at the time it was notified or deemed to be undercapitalized by the OTS, or the
amount necessary to restore the bank to adequately capitalized status. This guarantee remains in place until the OTS notifies the bank that it has
maintained adequately capitalized status for each of four consecutive calendar quarters, and the OTS has the authority to require payment and
collect payment under the guarantee. Failure by a holding company to provide the required guarantee will result in certain operating restrictions
on the bank, such as restrictions on the ability to declare and pay dividends, pay executive compensation and management fees, and increase
assets or expand operations. The OTS may also take any one of a number of discretionary supervisory actions against undercapitalized savings
banks, including the issuance of a capital directive and the replacement of senior executive officers and directors.

At December 31, 2009, the Bank met the criteria for being considered �well-capitalized.�
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Insurance of Deposit Accounts. The bank is a member of the Deposit Insurance Fund, which is administered by the FDIC. Deposit accounts in
the Bank are insured by the FDIC, generally up to a maximum of $100,000 for each separately insured depositor and up to a maximum of
$250,000 for self-directed retirement accounts. However, the FDIC increased the deposit insurance available on all deposit accounts to
$250,000, effective until December 31, 2013. In addition, certain non-interest-bearing transaction accounts maintained with financial institutions
participating in the FDIC�s Temporary Liquidity Guarantee Program are fully insured regardless of the dollar amount until June 30, 2010. The
Bank opted to participate in the FDIC�s Temporary Liquidity Guarantee Program.  See �Temporary Liquidity Guarantee Program.�

The FDIC imposes an assessment against all depository institutions for deposit insurance. This assessment is based on the risk category of the
institution and, prior to 2009, ranged from five to 43 basis points of the institution�s deposits. On December 22, 2008, the FDIC issued a final
rule that raises the current deposit insurance assessment rates uniformly for all institutions by seven basis points (to a range from 12 to 50 basis
points) effective for the first quarter of 2009.  On February 27, 2009, the FDIC issued a final rule that alters the way it calculates federal deposit
insurance assessment rates beginning in the second quarter of 2009 and thereafter.

Under the rule, the FDIC first establishes an institution�s initial base assessment rate.  This initial base assessment rate ranges, depending on the
risk category of the institution, from 12 to 45 basis points.  The FDIC then adjusts the initial base assessment (higher or lower) to obtain the total
base assessment rate.  The adjustments to the initial base assessment rate are based upon an institution�s levels of unsecured debt, secured
liabilities and brokered deposits.  The total base assessment rate ranges from 7 to 77.5 basis points of the institution�s deposits. Additionally, on
May 22, 2009, the FDIC issued a final rule that imposed a special five basis points assessment on each FDIC-insured depository institution�s
assets, minus its Tier 1 capital on June 30, 2009, which was collected on September 30, 2009. The special assessment is capped at 10 basis
points of an institution�s domestic deposits.  Future special assessments could also be assessed.  We incurred expense of $1,102,000 during the
quarter ended June 30, 2009 as a result of the special assessment.
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