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FORWARD-LOOKING STATEMENTS

In the normal course of business, we, in an eÅort to help keep our shareholders and the public
informed about our operations, may from time to time issue or make certain statements, either in writing
or orally, that are or contain forward-looking statements, as that term is deÑned in the U.S. federal
securities laws. Generally, these statements relate to business plans or strategies, projected or anticipated
beneÑts from acquisitions made by or to be made by us, projections involving anticipated revenues,
earnings, proÑtability or other aspects of operating results or other future developments in our aÅairs or the
industry in which we conduct business. Forward-looking statements may be identiÑed by reference to a
future period or periods or by the use of forward-looking terminology such as ""anticipate,'' ""believe,''
""expect,'' ""intend,'' ""plan,'' ""estimate'' or similar expressions.

Although we believe that the anticipated results or other expectations reÖected in our forward-looking
statements are based on reasonable assumptions, we can give no assurance that those results or
expectations will be attained. Forward-looking statements involve risks, uncertainties and assumptions
(some of which are beyond our control), and as a result actual results may diÅer materially from those
expressed in forward-looking statements. Factors that could cause actual results to diÅer from forward-
looking statements include, but are not limited to, the following, as well as those discussed elsewhere
herein:

‚ our investments in our businesses and in related technology could require additional incremental
spending, and might not produce expected deposit and loan growth and anticipated contributions to
our earnings;

‚ general economic or industry conditions could be less favorable than expected, resulting in a
deterioration in credit quality, a change in the allowance for loan and lease losses or a reduced
demand for credit or fee-based products and services;

‚ changes in the domestic interest rate environment could reduce net interest income and could
increase credit losses;

‚ the conditions of the securities markets could change, which could adversely aÅect, among other
things, the value or credit quality of our assets, the availability and terms of funding necessary to
meet our liquidity needs and our ability to originate loans and leases;

‚ changes in the extensive laws, regulations and policies governing Ñnancial holding companies and
their subsidiaries could alter our business environment or aÅect our operations;

‚ the potential need to adapt to industry changes in information technology systems, on which we are
highly dependent, could present operational issues or require signiÑcant capital spending;

‚ competitive pressures could intensify and aÅect our proÑtability, including as a result of continued
industry consolidation, the increased availability of Ñnancial services from non-banks, technological
developments such as the internet or bank regulatory reform;

‚ acquisitions may result in large one-time charges to income, may not produce revenue
enhancements or cost savings at levels or within time frames originally anticipated and may result
in unforeseen integration diÇculties; and

‚ 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 aÅect business and
economic conditions in the United States generally and in our principal markets, which could have
an adverse eÅect on our Ñnancial performance and that of our borrowers and on the Ñnancial
markets and the price of our common stock.

You should not put undue reliance on any forward-looking statements. Forward-looking statements
speak only as of the date they are made, and we undertake no obligation to update them in light of new
information or future events except to the extent required by federal securities laws.
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PART I.

Item 1. Business

General

We, Banknorth Group, Inc., are a Maine corporation and a registered bank holding company and
Ñnancial holding company under the Bank Holding Company Act of 1956, as amended. We conduct
business from our headquarters in Portland, Maine and, as of December 31, 2002, 326 banking oÇces
located in Maine, New Hampshire, Massachusetts, Vermont, New York and Connecticut. At
December 31, 2002, we had consolidated assets of $23.4 billion and consolidated shareholders' equity of
$2.1 billion. Based on total assets at that date, we are one of the 35 largest commercial banking
organizations in the United States.

Our principal asset is all of the capital stock of Banknorth, NA, a national bank which was initially
formed as a Maine-chartered savings bank in the mid-19th century. EÅective January 1, 2002, we
consolidated all of our other banking subsidiaries and our trust company subsidiary into Banknorth, NA,
which was known as ""Peoples Heritage Bank'' prior to these consolidations. Banknorth, NA operates under
the trade name ""Peoples Heritage Bank'' in Maine, ""Bank of New Hampshire'' in New Hampshire and
""Evergreen Bank'' in New York to take advantage of the strong brand identity associated with the names
of these predecessor banks. Banknorth, NA operates under its name elsewhere in our market areas.
Through Banknorth, NA we oÅer a full range of banking services and products to individuals, businesses
and governments throughout our market areas, including commercial, consumer and trust and investment
services.

Unless the context otherwise requires, the words ""Banknorth,'' ""we,'' ""our'' and ""us'' herein refer to
Banknorth Group, Inc. and its subsidiaries.

Business

Our principal business consists of attracting deposits from the general public through our oÇces and
using these deposits to originate loans secured by Ñrst mortgage liens on existing single-family (one-to-four
units) residential real estate and existing multi-family (over four units) residential and commercial real
estate, construction loans, commercial business loans and leases and consumer loans. We also provide
various mortgage banking services and investment management services, as well as, through subsidiaries of
Banknorth, NA, engage in equipment leasing, investment planning, securities brokerage and insurance
brokerage activities. We also invest in investment securities and other permitted investments.

We derive our income principally from interest charged on loans and leases and, to a lesser extent,
from interest and dividends earned on investments. We also increasingly derive income from non-interest
sources such as fees received in connection with various lending services, deposit services, trust and
investment management services, investment planning services and merchant and electronic banking
services, as well as insurance brokerage commissions and, from time to time, gains on the sale of assets.
Our principal expenses are interest expense on deposits and borrowings, operating expenses, provisions for
loan and lease losses and income tax expense. Funds for activities are provided principally by deposits,
advances from the Federal Home Loan Bank, securities sold under repurchase agreements, amortization
and prepayments of outstanding loans, maturities and sales of investment securities and other sources.

Through Banknorth, NA we provide extensive trust and investment management services to our
customers. We oÅer employee beneÑt trust services in which we act as trustee, custodian, administrator
and/or investment advisor, among other things, for employee beneÑt plans and for corporate, self-
employed, municipal and not-for-proÑt employers located throughout our market areas. In addition, we
serve as trustee of both living trusts and trusts under wills and in this capacity hold, account for and
manage Ñnancial assets, real estate and special assets. Custody, estate settlement and Ñduciary tax services,
among others, also are oÅered by us. Assets held in a Ñduciary capacity by us are not included in our
consolidated balance sheet for Ñnancial reporting purposes.



We are subject to extensive regulation and supervision under federal and state banking laws. For
additional information in this regard, see ""Supervision and Regulation'' below.

Acquisitions

Our proÑtability and market share have been enhanced in recent years through internal growth and
acquisitions of both Ñnancial and nonÑnancial institutions. We continually evaluate acquisition opportuni-
ties and frequently conduct due diligence in connection with possible acquisitions. As a result, acquisition
discussions and, in some cases, negotiations frequently take place and future acquisitions involving cash,
debt or equity securities can be expected. Acquisitions typically involve the payment of a premium over
book and market values, and therefore, some proforma dilution of our book value and net income per
common share may occur in connection with any future transactions. Moreover, acquisitions commonly
result in signiÑcant one-time charges against earnings, although cost-savings, especially incident to in-
market acquisitions, frequently are anticipated, as are revenue enhancements.

Subsidiaries and Other Equity Investments

Our only direct subsidiaries at December 31, 2002 were Banknorth, NA, Northgroup Realty, Inc., an
acquired subsidiary which holds certain commercial real estate located in Burlington, Vermont, Northgroup
Captive Insurance, Inc. and the Ñnancing vehicles Peoples Heritage Capital Trust I, Banknorth Capital
Trust I, Banknorth Capital Trust II and Ipswich Statutory Trust I. For additional information on these
trusts, see Note 15 to the Consolidated Financial Statements included in Item 8 hereof. Northgroup
Captive Insurance, Inc. is a subsidiary formed in 2002 to self-insure against certain risks of Banknorth.
Northgroup Captive, Inc. has, in turn, formed a subsidiary Ì Northgroup Sponsored Captive Insurance
Co. Ì to provide a vehicle for other entities to self-insure against certain risks.

Set forth below is a brief description of certain of our indirect non-banking subsidiaries and certain
other equity investments.

Insurance Brokerage Activities. We conduct insurance brokerage activities through Banknorth
Insurance Group, Inc., which holds all of the outstanding stock of Morse, Payson & Noyes Insurance, the
largest insurance brokerage Ñrm in Maine. Morse Payson & Noyes Insurance also conducts business in
(i) New Hampshire under the trade name A.D. Davis Insurance, (ii) Massachusetts through Catalano
Insurance Agency Inc., a wholly-owned subsidiary of Morse, Payson & Noyes Insurance, and under the
trade names Waters Insurance Agency and Palmer Goodell Insurance Agency, (iii) Connecticut through
Arthur A. Watson & Co., Inc., a wholly-owned subsidiary of Morse Payson & Noyes Insurance and
(iv) upstate New York under the trade name Community Insurance Agencies.

Investment Planning and Securities Brokerage Activities. We conduct investment planning and
securities brokerage activities through Bancnorth Investment Planning Group, Inc. We also oÅer, through
Bancnorth Investment Planning Group, investments in mutual funds and annuities throughout our market
areas. Bancnorth Investment Planning Group oÅers its services to individuals and small businesses from its
oÇce located in Portland, Maine and from certain of our other locations in Maine, Massachusetts, New
Hampshire, Vermont, New York and Connecticut. Sales professionals at Bancnorth Investment Planning
Group are registered representatives of Primevest Financial Services, Inc., a registered broker/dealer, and
all securities brokerage activities are conducted through Primevest Financial Services, Inc. The sales
professionals receive referrals from our branch oÇces throughout our market areas.

In addition to the foregoing, Bancnorth Investment Planning Group conducts insurance sales activities
directly in Maine, New Hampshire, Connecticut, Vermont and New York and indirectly, through its
wholly-owned insurance agency, Bancnorth Investment and Insurance Agency, Inc., in Massachusetts.
Bancnorth Investment Planning Group, either directly or through other agencies, oÅers life insurance and
long-term care insurance products in conjunction with the sales of investments and annuities.

Equipment Leasing Activities. We conduct equipment leasing activities through Banknorth Leasing
Corp. This company is headquartered in Portland, Maine and engages in direct equipment leasing
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activities, primarily involving oÇce equipment, in the States of Maine, New Hampshire, Massachusetts,
Vermont, New York, Connecticut, Rhode Island and California. At December 31, 2002, Banknorth
Leasing Corp. had $102.9 million of leases outstanding.

Other Equity Investments. We hold certain other equity investments, primarily through Banknorth,
NA and Four Eighty-One Corp., a wholly-owned subsidiary of Banknorth, NA. At December 31, 2002,
these investments consisted of (i) $51.8 million of interests in limited partnerships formed for the purpose
of investing in real estate for lower-income families, elderly housing projects and/or the preservation or
restoration of historically or architecturally signiÑcant buildings or structures and (ii) an aggregate of
$14.9 million of interests in limited partnerships which invest in small business investment companies and
equity investments in entities which generally are intended to promote community welfare. For additional
information about these investments see Note 19 to the Consolidated Financial Statements included in
Item 8 hereof.

Competition

We are subject to vigorous competition in all aspects and areas of our business from banks and other
Ñnancial institutions, including savings and loan associations, savings banks, Ñnance companies, credit
unions and other providers of Ñnancial services, such as money market mutual funds, brokerage Ñrms,
consumer Ñnance companies and insurance companies. We also compete with non-Ñnancial institutions,
including retail stores that maintain their own credit programs and governmental agencies that make
available low-cost or guaranteed loans to certain borrowers. Certain of these competitors are larger
Ñnancial institutions with substantially greater resources, lending limits, larger branch systems and a wider
array of commercial banking services than us. Competition from both bank and non-bank organizations
will continue.

The banking industry is experiencing rapid changes in technology. In addition to improving customer
services, eÅective use of technology increases eÇciency and enables Ñnancial institutions to reduce costs.
Technological advances also likely will enhance competition by enabling more companies to provide
Ñnancial resources. As a result, our future success will depend in part on our ability to address our
customers' needs by using technology. We cannot assure you that we will be able to eÅectively develop
new technology-driven products and services or be successful in marketing these products to our
customers. Many of our competitors have far greater resources than we have to invest in technology.

Employees

We had approximately 6,600 full-time equivalent employees as of December 31, 2002. None of these
employees is represented by a collective bargaining agent, and we believe that we enjoy good relations with
our personnel.

Supervision and Regulation

The following discussion sets forth certain of the material elements of the regulatory framework
applicable to bank holding companies and their subsidiaries and provides certain speciÑc information
relevant to Banknorth. The regulatory framework is intended primarily for the protection of depositors and
the insurance funds administered by the FDIC and not for the protection of security holders. To the extent
that the following information describes statutory and regulatory provisions, it is qualiÑed in its entirety by
reference to the particular statutory and regulatory provisions. A change in applicable statutes, regulations
or regulatory policy may have a material eÅect on our business.

General. Banknorth currently is registered as a bank holding company and a Ñnancial holding
company under the Bank Holding Company Act of 1956, as amended. As such, we are subject to
regulation, supervision and examination by the Federal Reserve Board. We also are registered as a Maine
Ñnancial institution holding company under Maine law and as such are subject to regulation and
examination by the Superintendent of Banking of the State of Maine. Banknorth, NA is a national bank
subject to regulation, supervision and examination by the OÇce of the Comptroller of the Currency
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(""OCC''), its chartering authority, and by the Federal Deposit Insurance Corporation (""FDIC''), which
insures Banknorth, NA's deposits to the maximum extent permitted by law.

Financial Modernization. EÅective March 11, 2000, the Gramm-Leach-Bliley Act permits bank
holding companies to become Ñnancial holding companies and thereby aÇliate with securities Ñrms and
insurance companies and engage in other activities that are Ñnancial in nature and which are not
authorized for bank holding companies. A bank holding company may become a Ñnancial holding
company if each of its subsidiary banks is ""well capitalized'' under the prompt corrective action provisions
of the Federal Deposit Insurance Corporation Improvement Act of 1991 (""FDICIA'') and the applicable
regulations thereunder, is ""well managed'' and has at least a satisfactory rating under the Community
Reinvestment Act by Ñling a declaration with the Federal Reserve Board that the bank holding company
seeks to become a Ñnancial holding company. Banknorth became a Ñnancial holding company eÅective
January 25, 2002.

No regulatory approval is required for a Ñnancial holding company to acquire a company, other than a
bank or savings association, engaged in activities that are Ñnancial in nature or incidental to activities that
are Ñnancial in nature, as determined by the Federal Reserve Board. The Gramm-Leach-Bliley Act deÑnes
""Ñnancial in nature'' to include securities underwriting, dealing and market making; sponsoring mutual
funds and investment companies; insurance underwriting and agency; merchant banking activities; and
activities that the Federal Reserve Board has determined to be closely related to banking. A national bank
also may engage, subject to limitations on investment, in activities that are Ñnancial in nature, other than
insurance underwriting, insurance company portfolio investment, real estate development and real estate
investment, through a Ñnancial subsidiary of the bank, if the bank is well capitalized, well managed and
has at least a ""satisfactory'' Community Reinvestment Act rating. Subsidiary banks of a Ñnancial holding
company or national banks with Ñnancial subsidiaries must continue to be well capitalized and well
managed in order to continue to engage in activities that are Ñnancial in nature without regulatory actions
or restrictions, which could include divestiture of the Ñnancial in nature subsidiary or subsidiaries. In
addition, a Ñnancial holding company or a bank may not acquire a company that is engaged in activities
that are Ñnancial in nature unless each of the subsidiary banks of the Ñnancial holding company or the
bank has a Community Reinvestment Act rating of ""satisfactory'' or better.

Bank Acquisitions. Pursuant to the Bank Holding Company Act, we are required to obtain the prior
approval of the Federal Reserve Board before acquiring more than 5% of any class of voting stock of any
bank that is not already majority owned by us. Pursuant to the Riegle-Neal Interstate Banking and
Branching EÇciency Act of 1994 (the ""Interstate Banking and Branching Act''), a bank holding company
became able to acquire banks in states other than its home state beginning September 29, 1995, without
regard to the permissibility of such acquisitions under state law, but subject to any state requirement that
the bank has been organized and operating for a minimum period of time, not to exceed Ñve years, and
the requirement that the bank holding company, prior to or following the proposed acquisition, controls no
more than 10% of the total amount of deposits of insured depository institutions in the United States and
less than 30% of such deposits in that state (or such lesser or greater amount set by state law).

The Interstate Banking and Branching Act also authorizes banks to merge across state lines, subject
to certain restrictions, thereby creating interstate branches. Pursuant to the Interstate Banking and
Branching Act, a bank also may open new branches in a state in which it does not already have banking
operations if the state enacts a law permitting such de novo branching.

Capital and Operational Requirements. The Federal Reserve Board, the OCC and the FDIC have
issued substantially similar risk-based and leverage capital guidelines applicable to U.S. banking
organizations such as Banknorth and Banknorth, NA. In addition, those regulatory agencies may from time
to time require that a banking organization maintain capital above the minimum levels, whether because
of its Ñnancial condition or actual or anticipated growth. The Federal Reserve Board risk-based guidelines
deÑne a three-tier capital framework. ""Tier 1 capital'' generally consists of common and qualifying
preferred stockholders' equity, less certain intangibles and other adjustments. ""Tier 2 capital'' and ""Tier 3
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capital'' generally consist of subordinated and other qualifying debt, preferred stock that does not qualify as
Tier 1 capital and the allowance for credit losses up to 1.25% of risk-weighted assets.

The sum of Tier 1, Tier 2 and Tier 3 capital, less investments in unconsolidated subsidiaries,
represents qualifying ""total capital,'' at least 50% of which must consist of Tier 1 capital. Risk-based
capital ratios are calculated by dividing Tier 1 capital and total capital by risk-weighted assets. Assets and
oÅ-balance sheet exposures are assigned to one of four categories of risk weights, based primarily on
relative credit risk. The minimum Tier 1 risk-based capital ratio is 4% and the minimum total risk-based
capital ratio is 8%. At December 31, 2002, our Tier 1 risk-based capital and total risk-based capital ratios
under these guidelines were 9.66% and 12.15%, respectively.

The ""leverage ratio'' requirement is determined by dividing Tier 1 capital by adjusted average total
assets. Although the stated minimum ratio is 3%, most banking organizations are required to maintain
ratios of at least 100 to 200 basis points above 3%. At December 31, 2002, our leverage ratio was 7.13%.

Federal bank regulatory agencies require banking organizations that engage in signiÑcant trading
activity to calculate a capital charge for market risk. SigniÑcant trading activity means trading activity of
at least 10% of total assets or $1 billion, whichever is smaller, calculated on a consolidated basis for bank
holding companies. Federal bank regulators may apply the market risk measure to other banks and bank
holding companies as the agency deems necessary or appropriate for safe and sound banking practices.
Each agency may exclude organizations that it supervises that otherwise meet the criteria under certain
circumstances. The market risk charge will be included in the calculation of an organization's risk-based
capital ratios.

FDICIA identiÑes Ñve capital categories for insured depository institutions (""well capitalized,''
""adequately capitalized,'' ""undercapitalized,'' ""signiÑcantly undercapitalized'' and ""critically undercapital-
ized'') and requires the respective U.S. federal regulatory agencies to implement systems for ""prompt
corrective action'' for insured depository institutions that do not meet minimum capital requirements
within such categories. FDICIA imposes progressively more restrictive constraints on operations,
management and capital distributions, depending on the category in which an institution is classiÑed.
Failure to meet the capital guidelines could also subject a banking institution to capital raising
requirements. An ""undercapitalized'' bank must develop a capital restoration plan and its parent holding
company must guarantee that bank's compliance with the plan. The liability of the parent holding
company under any such guarantee is limited to the lesser of 5% of the bank's assets at the time it became
undercapitalized or the amount needed to comply with the plan. Furthermore, in the event of the
bankruptcy of the parent holding company, such guarantee would take priority over the parent's general
unsecured creditors. In addition, FDICIA requires the various regulatory agencies to prescribe certain non-
capital standards for safety and soundness related generally to operations and management, asset quality
and executive compensation and permits regulatory action against a Ñnancial institution that does not meet
such standards.

The various federal bank regulatory agencies have adopted substantially similar regulations that deÑne
the Ñve capital categories identiÑed by FDICIA, using the total risk-based capital, Tier 1 risk-based capital
and leverage capital ratios as the relevant capital measures. Such regulations establish various degrees of
corrective action to be taken when an institution is considered undercapitalized. Under the regulations, a
""well capitalized'' institution must have a Tier 1 capital ratio of at least 6%, a total capital ratio of at least
10% and a leverage ratio of at least 5% and not be subject to a capital directive order. An ""adequately
capitalized'' institution must have a Tier 1 capital ratio of at least 4%, a total capital ratio of at least 8%
and a leverage ratio of at least 4%, or 3% in some cases. Under these guidelines, Banknorth, NA is
considered ""well capitalized.''

The Federal bank regulatory agencies also have adopted regulations which mandate that regulators
take into consideration concentrations of credit risk and risks from non-traditional activities, as well as an
institution's ability to manage those risks, when determining the adequacy of an institution's capital. That
evaluation will be made as part of the institution's regular safety and soundness examination. Banking
agencies also have adopted Ñnal regulations requiring regulators to consider interest rate risk (when the
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interest rate sensitivity of an institution's assets does not match the sensitivity of its liabilities or its oÅ-
balance sheet position) in the determination of a bank's capital adequacy. Concurrently, banking agencies
have proposed a methodology for evaluating interest rate risk. The banking agencies do not intend to
establish an explicit risk-based capital charge for interest rate risk but will continue to assess capital
adequacy for interest rate risk under a risk assessment approach based on a combination of quantitative
and qualitative factors and have provided guidance on prudent interest rate risk management practices.

Distributions. We derive funds for cash distributions to our stockholders primarily from dividends
received from our banking subsidiary. Banknorth, NA is subject to various regulatory policies and
requirements relating to the payment of dividends, including requirements to maintain capital above
regulatory minimums. The appropriate U.S. federal regulatory authority is authorized to determine under
certain circumstances relating to the Ñnancial condition of the bank or bank/Ñnancial holding company
that the payment of dividends would be an unsafe or unsound practice and to prohibit payment thereof.

In addition to the foregoing, the ability of us and Banknorth, NA to pay dividends may be aÅected by
the various minimum capital requirements and the capital and non-capital standards established under
FDICIA, as described above. Our right and the right of our stockholders and creditors to participate in
any distribution of the assets or earnings of our subsidiaries is further subject to the prior claims of
creditors of such subsidiaries.

""Source of Strength'' Policy. According to Federal Reserve Board policy, bank/Ñnancial holding
companies are expected to act as a source of Ñnancial strength to each subsidiary bank and to commit
resources to support each such subsidiary. This support may be required at times when a bank/Ñnancial
holding company may not be able to provide such support. Similarly, under the cross-guarantee provisions
of the Federal Deposit Insurance Act, in the event of a loss suÅered or anticipated by the FDIC Ì either
as a result of default of a banking or thrift subsidiary of a bank/Ñnancial holding company such as
Banknorth or related to FDIC assistance provided to a subsidiary in danger of default Ì the other banking
subsidiaries of such bank/Ñnancial holding company may be assessed for the FDIC's loss, subject to
certain exceptions.

Community Investment and Consumer Protection Laws. In connection with its lending activities,
Banknorth, NA is subject to a variety of federal laws designed to protect borrowers and promote lending to
various sectors of the economy and population. Included among these are the federal Home Mortgage
Disclosure Act, Real Estate Settlement Procedures Act, Truth-in-Lending Act, Equal Credit Opportunity
Act, Fair Credit Reporting Act and Community Reinvestment Act.

The Community Reinvestment Act requires insured institutions to deÑne the communities that they
serve, identify the credit needs of those communities and adopt and implement a ""Community
Reinvestment Act Statement'' pursuant to which they oÅer credit products and take other actions that
respond to the credit needs of the community. The responsible federal banking regulator must conduct
regular Community Reinvestment Act examinations of insured Ñnancial institutions and assign to them a
Community Reinvestment Act rating of ""outstanding,'' ""satisfactory,'' ""needs improvement'' or ""unsatis-
factory.'' In 2002, the Community Reinvestment Act rating of Banknorth, NA was ""outstanding.''

Miscellaneous. Banknorth, NA is subject to certain restrictions on loans to Banknorth or its non-
bank subsidiaries, on investments in the stock or securities thereof, on the taking of such stock or
securities as collateral for loans to any borrower, and on the issuance of a guarantee or letter of credit on
behalf of Banknorth or its non-bank subsidiaries. Banknorth, NA also is subject to certain restrictions on
most types of transactions with Banknorth or its non-bank subsidiaries, requiring that the terms of such
transactions be substantially equivalent to terms of similar transactions with non-aÇliated Ñrms.

Regulatory Enforcement Authority. The enforcement powers available to federal banking regulators
is substantial and includes, among other things, the ability to assess civil money penalties, to issue cease-
and-desist or removal orders and to initiate injunctive actions against banking organizations and institution-
aÇliated parties, as deÑned. In general, these enforcement actions may be initiated for violations of laws
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and regulations and unsafe or unsound practices. Other actions or inactions may provide the basis for
enforcement action, including misleading or untimely reports Ñled with regulatory authorities.

Sarbanes-Oxley Act of 2002. On July 30, 2002, President George W. Bush signed into law the
Sarbanes-Oxley Act of 2002, which generally establishes a comprehensive framework to modernize and
reform the oversight of public company auditing, improve the quality and transparency of Ñnancial
reporting by those companies and strengthen the independence of auditors. Certain of the new legislation's
more signiÑcant reforms are noted below.

‚ The new legislation creates a public company accounting oversight board which is empowered to set
auditing, quality control and ethics standards, to inspect registered public accounting Ñrms, to
conduct investigations and to take disciplinary actions, subject to SEC oversight and review. The
new board will be funded by mandatory fees paid by all public companies. The new legislation also
improves the Financial Accounting Standards Board, giving it full Ñnancial independence from the
accounting industry.

‚ The new legislation strengthens auditor independence from corporate management by, among other
things, limiting the scope of consulting services that auditors can oÅer their public company audit
clients.

‚ The new legislation heightens the responsibility of public company directors and senior managers
for the quality of the Ñnancial reporting and disclosure made by their companies. Among other
things, the new legislation provides for a strong public company audit committee that will be
directly responsible for the appointment, compensation and oversight of the work of the public
company auditors.

‚ The new legislation contains a number of provisions to deter wrongdoing. CEOs and CFOs will
have to certify that company Ñnancial statements fairly present the company's Ñnancial condition. If
a misleading Ñnancial statement later resulted in a restatement, the CEO and CFO must forfeit and
return to the company any bonus, stock or stock option compensation received in the twelve months
following the misleading Ñnancial report. The new legislation also prohibits any company oÇcer or
director from attempting to mislead or coerce an auditor. Among other reforms, the new legislation
empowers the SEC to bar certain persons from serving as oÇcers or directors of a public company;
prohibits insider trades during pension fund ""blackout periods;'' directs the SEC to adopt rules
requiring attorneys to report securities law violations; and requires that civil penalties imposed by
the SEC go into a disgorgement fund to beneÑt harmed investors.

‚ The new legislation imposes a range of new corporate disclosure requirements. Among other things,
the new legislation requires public companies to report all oÅ-balance-sheet transactions and
conÖicts, as well as to present any pro forma disclosures in a way that is not misleading and in
accordance with requirements to be established by the SEC. The new legislation also accelerated
the required reporting of insider transactions, which now generally must be reported by the end of
the second business day following a covered transaction; requires that annual reports Ñled with the
SEC include a statement by management asserting that it is responsible for creating and
maintaining adequate internal controls and assessing the eÅectiveness of those controls; and requires
companies to disclose whether or not they have adopted an ethics code for senior Ñnancial oÇcers,
and, if not, why not, and whether the audit committee includes at least one ""Ñnancial expert,'' a
term which is to be deÑned by the SEC in accordance with speciÑed requirements. The new
legislation also requires the SEC, based on certain enumerated factors, to regularly and
systematically review corporate Ñlings.

‚ The new legislation contains provisions which generally seek to limit and expose to public view
possible conÖicts of interest aÅecting securities analysts.

‚ Finally, the new legislation imposes a range of new criminal penalties for fraud and other wrongful
acts, as well as extends the period during which certain types of lawsuits can be brought against a
company or its insiders.

7



Taxation

We are subject to those rules of federal income taxation generally applicable to corporations under the
Internal Revenue Code. Banknorth and its subsidiaries, as members of an aÇliated group of corporations
within the meaning of Section 1504 of the Internal Revenue Code, Ñle a consolidated federal income tax
return, which has the eÅect of eliminating or deferring the tax consequences of inter-company
distributions, including dividends, in the computation of consolidated taxable income.

We also are subject to various forms of state taxation under the laws of Maine, New Hampshire,
Massachusetts, Vermont, New York and Connecticut as a result of the business which we conduct in
these states.

Statistical Disclosure by Bank Holding Companies

The following information, included under Items 6, 7 and 8 of this report, is incorporated by reference
herein.

Table 1 Ì Three-Year Average Balance Sheets, which presents average balance sheet amounts,
related taxable equivalent interest earned or paid and related average yields earned and rates paid and is
included in Item 7;

Table 2 Ì Changes in Net Interest Income, which presents changes in taxable equivalent interest
income and expense for each major category of interest-earning assets and interest-bearing liabilities and is
included in Item 7;

Table 5 Ì Securities Available for Sale and Held to Maturity, which presents information regarding
carrying values of investment securities by category of security and is included in Item 7;

Table 6 Ì Maturities of Securities, which presents information regarding the maturities and weighted
average yield of investment securities by category of security and is included in Item 7;

Table 7 Ì Composition of Loan Portfolio, which presents the composition of loans and leases by
category of loan and lease and is included in Item 7;

Table 8 Ì Scheduled Contractual Amortization of Certain Loans and Leases at December 31, 2002,
which presents maturities and sensitivities of loans and leases to changes in interest rates and is included
in Item 7;

Table 15 Ì Five Year Schedule of Nonperforming Assets, which presents information concerning
non-performing assets and accruing loans 90 days or more overdue and is included in Item 7;

""Credit Risk Management'' and Note 1 to the Consolidated Financial Statements, which discuss our
policies for placing loans on non-accrual status, as well as in the case of the former potential problem
loans, which are included in Items 7 and 8, respectively;

Table 12 Ì Five-Year Table of Activity in the Allowance for Loan and Lease Losses, included in
Item 7;

Table 13 Ì Allocation of the Allowance for Loan and Lease Losses Ì Five Year Schedule, included
in Item 7;

Table 14 Ì Net Charge-oÅs as a Percent of Average Loans and Leases Outstanding, included in
Item 7;

Table 1 Ì Three-Year Average Balance Sheets, which includes average balances of deposits by
category of deposit and is included in Item 7;

Table 11 Ì Maturity of CertiÑcates of Deposit of $100,000 or more at December 31, 2001, included
in Item 7;
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""Selected Financial Data,'' which presents return on assets, return on equity, dividend payout and
equity to assets ratios and is included in Item 6; and

Note 12 to the Consolidated Financial Statements, which includes information regarding short-term
borrowings and is included in Item 8.

For additional information regarding our business and operations, see ""Selected Financial Data'' in
Item 6 hereof, ""Management's Discussion and Analysis of Financial Condition and Results of Operations''
in Item 7 hereof and the Consolidated Financial Statements in Item 8 hereof.

Availability of Information

We make available on our web site, which is located at http://www.banknorth.com, our annual report
on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K on the date which we
electronically Ñle these reports with the Securities and Exchange Commission. Investors are encouraged to
access these reports and the other information about our business and operations on our web site.

Item 2. Properties

At December 31, 2002, we conducted business from our executive oÇces at Two Portland Square,
Portland, Maine and 326 oÇces located in Maine, New Hampshire, Massachusetts, Vermont, New York
and Connecticut.

The following table sets forth certain information with respect to our oÇces as of December 31, 2002.

Number of
State Banking OÇces Deposits

(Dollars in Thousands)

Maine ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61 $ 2,634,355

New Hampshire ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 76 3,795,324

Massachusetts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 114 5,684,484

Vermont ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36 1,676,863

New York ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27 1,123,447

Connecticut ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12 750,128

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 326 $15,664,601

For additional information regarding our premises and equipment and lease obligations, see Notes 7
and 19 respectively, to the Consolidated Financial Statements included in Item 8 hereof.

Item 3. Legal Proceedings

We are involved in routine legal proceedings occurring in the ordinary course of business which in the
aggregate are believed by us to be immaterial to our Ñnancial condition and results of operations.
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Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of our security holders in the fourth quarter of 2002.

PART II.

Item 5. Market for Registrant's Common Stock and Related Stockholder Matters

Our common stock is traded on the New York Stock Exchange, Inc. The following table sets forth
the high and low prices of the common stock as reported on the New York Stock Exchange, Inc. and the
dividends declared per share of common stock for the periods indicated.

Market Price Dividends Declared
2002 High Low Per Share

First Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $26.80 22.25 $0.135

Second Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.45 24.96 0.145

Third Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.40 20.70 0.150

Fourth Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24.58 20.68 0.150

2001

First Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $21.06 $18.13 $0.130

Second Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22.93 19.38 0.130

Third Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24.39 18.93 0.130

Fourth Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22.92 19.78 0.135

As of December 31, 2002, there were 150,578,767 shares of common stock outstanding which were
held by approximately 15,800 holders of record. Such number of record holders does not reÖect the
number of persons or entities holding stock in nominee name through banks, brokerage Ñrms and other
nominees.

We have historically paid quarterly dividends on our common stock and currently intend to continue
to do so in the foreseeable future. Our ability to pay dividends depends on a number of factors, however,
including restrictions on the ability of Banknorth, NA to pay dividends under federal laws and regulations,
and as a result there can be no assurance that dividends will be paid in the future.
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Item 6. Selected Consolidated Financial Data

2002 2001 2000 1999 1998

(In thousands, except per share data)

Condensed Income Statement(1)
Net interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 796,517 $ 679,890 $ 603,550 $ 614,395 $ 578,300
Provision for loan and lease lossesÏÏÏÏÏÏÏÏ 44,314 41,889 23,819 23,575 23,775
Noninterest income (excluding securities

transactions)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 267,226 239,176 226,644 191,140 161,124
Securities gains (losses) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,282 1,329 (15,456) 655 6,423
Noninterest expenses (excluding special

charges) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 564,701 501,708 459,385 460,306 446,110
Special charges(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,691 7,614 43,007 28,002 61,140
Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 298,638 238,795 191,734 196,958 141,744

Per Common Share
Basic earnings per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2.01 $ 1.70 $ 1.33 $ 1.35 $ 0.97
Diluted earnings per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.99 1.68 1.32 1.34 0.95
Dividends per shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.58 0.53 0.50 0.47 0.44
Book value per share at year endÏÏÏÏÏÏÏÏÏ 13.70 11.83 9.42 8.22 8.37
Tangible book value per share at year end 9.09 8.75 8.11 6.95 6.97
Stock price:

High ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.22 24.39 21.13 20.25 26.75
LowÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20.44 18.13 10.38 14.31 12.81
Close ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22.60 22.52 19.94 15.06 20.00

Period end common shares outstanding ÏÏÏ 150,579 151,221 141,245 144,974 146,105
Weighted average shares outstanding Ì

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149,829 141,802 145,194 147,428 148,965

Financial Ratios
Return on average assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.39% 1.29% 1.05% 1.12% 0.90%
Return on average equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16.25 16.48 15.69 16.42 11.96
Net interest margin(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.07 3.99 3.60 3.80 4.02
Average equity to average assets ÏÏÏÏÏÏÏÏÏ 8.56 7.82 6.66 6.81 7.55
EÇciency ratioÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54.10 55.34 61.67 60.57 68.01
Noninterest income as a percent of total

income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25.63 26.13 25.92 23.79 22.46
Tier 1 leverage capital ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.14 7.14 7.02 6.75 7.22
Dividend payout ratio(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28.76 30.27 36.91 33.19 40.38

Average Balance Sheet
Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $21,460,719 $18,545,709 $18,343,226 $17,607,344 $15,696,234
Loans and leases, gross ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,236,803 11,246,007 10,485,289 9,908,177 10,679,544
Deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,566,644 12,529,630 11,891,481 11,784,103 11,435,942
Shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,838,064 1,449,353 1,222,378 1,199,496 1,184,770

Year End Balance Sheet
Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $23,418,941 $21,076,586 $18,233,810 $18,508,264 $16,453,120
Loans and leases, gross ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,056,008 12,715,330 10,845,662 9,854,656 9,925,137
Securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,947,876 6,156,861 5,880,658 6,873,182 4,379,774
Goodwill and identiÑable intangible assets 695,158 466,633 185,520 184,381 204,587
Deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,664,601 14,221,049 12,107,256 11,710,501 12,016,212
Borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,432,581 4,602,388 4,659,390 5,466,253 3,040,173
Shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,063,485 1,789,115 1,330,857 1,192,274 1,222,390
Nonperforming assets(5) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 68,891 81,227 67,132 69,192 89,021
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(1) Certain amounts of prior periods have been restated to conform with current presentation.

(2) Special charges consist of merger charges, charter consolidation costs, asset write-downs and branch
closing costs where applicable.

(3) Net interest income calculated on a fully-taxable equivalent basis divided by average interest-earning
assets.

(4) Cash dividends paid divided by net income.

(5) Nonperforming assets consist of nonperforming loans, other real estate owned, repossessed assets and
investment securities placed on non-accrual status.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

The discussion and analysis which follows focuses on the results of operations of Banknorth Group,
Inc. during 2002, 2001, and 2000 and its Ñnancial condition at December 31, 2002 and 2001. The
Consolidated Financial Statements and related notes should be read in conjunction with this review.
Certain amounts in years prior to 2002 have been reclassiÑed to conform to the 2002 presentation.

General

Banknorth Group, Inc. is a Maine corporation and a registered bank holding company and Ñnancial
holding company under the Bank Holding Company Act of 1956, as amended. We conduct business from
our headquarters in Portland, Maine and, as of December 31, 2002, from our 326 banking oÇces located
in Maine, New Hampshire, Massachusetts, Vermont, New York and Connecticut. At December 31, 2002,
we had consolidated assets of $23.4 billion and consolidated shareholders' equity of $2.1 billion. Based on
total assets at that date, we are one of the 35 largest commercial banking organizations in the United
States.

Our principal asset is all of the capital stock of Banknorth, NA (the ""Bank''), which operates under
the trade name ""Peoples Heritage Bank'' in Maine, ""Bank of New Hampshire'' in New Hampshire and
""Evergreen Bank'' in New York to take advantage of the strong brand identity associated with the names
of these predecessor banks. The Bank operates under its own name elsewhere in our market areas.
Through the Bank, we oÅer a full range of banking services and products to individuals, businesses and
governments throughout our market areas, including commercial banking, consumer banking and
investment management and investment planning services. In addition, Banknorth Insurance Group, Inc., a
subsidiary of the Bank, oÅers insurance brokerage services.

We are subject to extensive regulation and supervision under federal and state banking laws. See
""Regulation and Supervision'' under Item 1.

Business Strategy

Our primary business segments are Community Banking, Insurance Brokerage, Investment Planning
and Investment Management. Our community banking business, which represents over 90% of our
consolidated income, consists of attracting deposits from the general public and using such deposits and
other sources of funds to originate commercial business loans and leases, commercial real estate loans,
residential mortgage loans and a variety of consumer loans and leases. In addition to keeping loans for our
own portfolio, we sell residential mortgage loans into the secondary market. We also invest in mortgage-
backed securities and securities issued by the United States Government and agencies thereof, as well as
other securities. Our Insurance Brokerage business earns commissions on insurance brokerage activities,
our Investment Planning business earns commissions from the sale of third party mutual funds, annuities,
stocks and bonds and our Investment Management business reÖects fees from trust and investment
management operations.

Our goal is to sustain proÑtable, controlled growth by focusing on increasing our loan and deposit
market share in New England and upstate New York; developing new Ñnancial products, services and
delivery channels; closely managing yields on earning assets and rates on interest-bearing liabilities;
increasing noninterest income through, among other things, expanded investment management, investment
planning and insurance brokerage services, and controlling the growth of noninterest expenses. It is also
part of our business strategy to supplement internal growth with targeted acquisitions of other Ñnancial
institutions and insurance agencies in our current or contiguous market areas. See ""Acquisitions'' below
and under Item 1.

We strive to maintain a diversiÑed loan and deposit mix and strong asset quality. We are focused on
improving eÇciencies as we integrate all of our acquisitions. We will continue to evaluate our operations
and organizational structures to ensure they are closely aligned with our goal of maximizing earnings per
share growth.

13



Outlook

ReÖecting trends in the national economy, our market area generally witnessed a decline in economic
growth in 2002, and interest rate decreases in 2002 and 2001 began to compress our net interest margin in
the second quarter of 2002. Although these developments have not had a materially adverse aÅect on us to
date, we continue to monitor them closely as discussed herein. The economies and real estate markets in
our primary market areas will continue to be signiÑcant determinants of the quality of our assets in future
periods and, thus, our results of operations, liquidity and Ñnancial condition. We believe future economic
activity will depend on consumer conÑdence, personal consumption expenditures and business expenditures
for new capital equipment. For a description of other factors which could aÅect our Ñnancial performance
and that of our common stock, see ""Forward-Looking Statements'' at the beginning of this report.

Acquisitions

We completed four acquisitions in 2002 and at December 31, 2002 our proposed acquisition of
American Financial Holdings, Inc. was pending. The following table describes the acquisitions for the
years ended 2002, 2001 and 2000. The 2002 acquisitions were accounted for as purchases, and as such,
were included in our results of operations from the date of acquisition.

Acquisitions 2002 Ó 2000

Transaction Related Items
Balance at Other Total

Acquisition DateAcquisition IdentiÑable Cash Shares Purchase
Date Assets Equity Goodwill Intangibles Paid Issued Price

(Dollars and shares in millions)

Warren Bancorp, Inc.(1) ÏÏÏÏÏÏÏÏ 12/31/2002 $ 466.1 $ 45.3 $ 88.8 $ 4.9 $ 59.8 2.7 $136.6

Bancorp Connecticut, Inc.(1) ÏÏÏÏ 8/31/2002 661.7 61.4 98.2 8.7 161.2 Ì 154.2

Ipswich Bancshares, Inc.(1) ÏÏÏÏÏ 7/26/2002 318.0 13.9 23.1 4.8 19.9 0.9 40.1

Andover Bancorp, Inc.(1) ÏÏÏÏÏÏÏ 10/31/2001 1,796.0 162.9 187.7 13.2 Ì 16.5 340.0

Metrowest Bank(1) ÏÏÏÏÏÏÏÏÏÏÏÏ 10/31/2001 907.7 62.0 97.1 5.0 164.8 Ì 164.8

Banknorth Group, Inc.
(Burlington, VT)(2) ÏÏÏÏÏÏÏÏÏ 5/10/2000 4,633.8 343.2 Ì Ì Ì 42.9 579.6

Insurance agency acquisitions(1) 2000 Ó 2002 16.3 1.2 29.1 2.2 23.7 0.3 32.3

(1) Accounted for as a purchase.

(2) Accounted for as a pooling.

For additional information regarding our acquisitions in 2002, see Note 3 to the Consolidated
Financial Statements.

Results of Operations

Comparison of 2002 and 2001

Overview

We reported net income of $298.6 million or $1.99 per diluted share in 2002, compared to
$238.8 million or $1.68 per diluted share in 2001. Return on average assets and return on average equity
were 1.39% and 16.25% in 2002 compared to 1.29% and 16.48% in 2001, respectively. The improved
results were attributable to increases in our net interest margin, contributions from acquisitions and the
discontinuance of goodwill amortization due to the required adoption of new Ñnancial accounting standards
in July 2001 and January 2002.

Net interest income and noninterest income increased 17% and 14% during 2002, respectively. The
increase in net interest income was attributable to the acquisitions in 2002 and 2001 and an 8 basis point
increase in the net interest margin. The small increase in the net interest margin reÖected pressure on
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interest rates in a falling interest rate environment as well as a change in the mix of earning assets to
reduce prepayment risk. Noninterest income increased due to strong increases in deposit services income,
loan fee income, merchant and electronic banking income and insurance brokerage commissions. These
increases were due in part to the introduction of our products in new market areas resulting from our
acquisitions.

The provision for loan and lease losses of $44.3 million in 2002 exceeded net charge-oÅs of
$38.7 million and increased $2.4 million compared to 2001. The coverage ratio (allowance for loan and
lease losses to nonperforming loans) was 319% at December 31, 2002 compared to 252% at December 31,
2001. Noninterest expenses, excluding special charges, increased 13% in 2002 due primarily to increases in
salaries and beneÑts, equipment and occupancy expenses, primarily resulting from our acquisitions, and the
write-oÅ of the branch automation project. Noninterest expense was also impacted by the adoption of new
accounting standards that required the discontinuation of amortization of goodwill eÅective January 1,
2002. Amortization expense on goodwill amounted to $11.9 million in 2001.

Net Interest Income

Net interest income is the diÅerence between interest income on earning assets such as loans, leases
and securities, and interest expense paid on liabilities such as deposits and borrowings, and continues to be
our largest source of net revenue. Net interest income is aÅected by changes in interest rates and by
changes in the amount and composition of interest-earning assets and interest-bearing liabilities.

Net interest income on a fully taxable-equivalent basis increased by $115.3 million, or 17%, during
2002 due largely to an increase in interest-earning assets. Average earning assets increased $2.5 billion, or
15%, for the year ended 2002 compared to the year ended 2001 as a result of acquisitions and internal
growth on commercial and consumer loans. Average loans and leases increased by $2.0 billion, or 18%, in
2002 compared to 2001. Excluding acquisitions, average loans and leases increased by approximately
$363 million, or 3%, primarily as a result of increases in commercial business loans and leases and
commercial real estate loans, oÅset by a reduction in residential real estate loans. Average securities
increased $479.8 million, or 8%, in 2002 due primarily to acquisitions. Average deposits increased
$2.0 billion, or 16% during 2002. Excluding acquisitions, average deposits increased by approximately
$216 million, or 2%, as strong growth in demand and money market accounts was oÅset by declines in
higher costing certiÑcates of deposit. Average borrowings increased $464.8 million, or 11%, in 2002
compared to 2001, primarily due to acquisitions.

The net interest margin increased to 4.07% in 2002 from 3.99% during 2001, an increase of 8 basis
points. Several factors contributed to this increase, including non-interest-bearing deposits comprising a
higher percentage of our total funding base in 2002 versus 2001 and the momentum from Federal Reserve
Board interest rate cuts during 2001 carrying over to 2002. Information on average balances, yields and
rates for the past three years can be found in Table 1. Table 2 shows the changes from 2001 to 2002 in
tax equivalent net interest income by category due to changes in rate and volume. Information on interest
rate sensitivity can be found under ""Asset-Liability Management'' below.

Provision and Allowance for Loan and Lease Losses

We recorded a provision for loan and lease losses in 2002 of $44.3 million, as compared to a
$41.9 million provision in 2001, which reÖected an increase in our classiÑed loans resulting from the
uncertain and slowing economy and an increase in net charge-oÅs. Net charge-oÅs were $38.7 million in
2002 compared to $36.9 million in 2001. Net charge-oÅs to average loans outstanding was 0.29% in 2002,
as compared to 0.33% in 2001.

The allowance for loan and lease losses amounted to $208.3 million at December 31, 2002, as
compared to $189.8 million at December 31, 2001. The increase was due to acquisitions and the provision.
The allowance to total portfolio loans and leases at December 31, 2002 and 2001 was 1.48% and 1.49%,
respectively. The ratio of the allowance for loan and lease losses to nonperforming loans was 319% at
December 31, 2002 and 252% at December 31, 2001. Nonperforming assets were $68.9 million, or 0.29%

15



of total assets, at December 31, 2002 as compared to $81.2 million, or 0.39% of total assets, at
December 31, 2001. The $12.3 million decrease in nonperforming assets from December 31, 2001 to
December 31, 2002 was primarily attributable to decreases in nonperforming commercial business loans
and leases and other nonperforming assets. Accruing loans 90 days or more past due were $3.4 million at
December 31, 2002, as compared to $6.2 million at December 31, 2001, a decrease of 45%.

The allowance for loan and leases losses is maintained at a level determined to be adequate by
management to absorb future charge-oÅs of loans and leases deemed uncollectable. This allowance is
increased by provisions charged to income and by recoveries on loans previously charged oÅ. Arriving at an
appropriate level of allowance for loan and lease losses necessarily involves a high degree of judgment and
is determined based on management's ongoing evaluation. As discussed under ""Critical Accounting
Policies,'' we believe that the methods used by us in determining the allowance for loan and lease losses
constitute a critical accounting policy. Although we utilize judgment in providing for losses, for the reasons
discussed under ""Critical Accounting Policies'' and ""Credit Risk Management Ì Nonperforming Assets,''
there can be no assurance that we will not have to increase the amount of our provision for loan and lease
losses in future periods.

For information about the allocation of and activity in our allowance for loan and lease losses, see
Tables 12 and 13.

Noninterest Income

Noninterest income was $274.5 million in 2002 compared to $240.5 million in 2001. This increase was
primarily due to increases of $9.5 million in deposit services income, $7.4 million in loan fee income,
$6.0 million in net securities gains, $5.7 million in merchant and electronic banking income and
$5.1 million in insurance commissions, which more than oÅset a $2.6 million decrease in mortgage
banking services income.

Deposit services income of $82.1 million in 2002 increased 13% from 2001 and was attributable to
volume and fee increases in checking account and overdraft fees, which were in part due to acquisitions.

Insurance brokerage commissions income was $44.4 million and $39.4 million in 2002 and 2001,
respectively, an increase of 13%. The increase was partly attributable to the acquisition of Community
Insurance Agencies, Inc. (""Community'') in the third quarter of 2002, which generated commission
income of $2.4 million in 2002.

Merchant and electronic banking income of $38.1 million in 2002 increased 17% from 2001 due to
increases in the volume of transactions processed. This income represents fees and interchange income
generated by the use of our ATMs, ATM and debit cards issued by us along with charges to merchants
for credit card transactions processed, net of third-party costs directly attributable to handling these
transactions.

Trust and investment management services income of $32.5 million decreased 5% during 2002
primarily due to broad-based declines in the stock market, which adversely impacted fees that are
dependent upon the market value of assets. Assets under management were $8.1 billion and $8.5 billion at
December 31, 2002 and 2001, respectively, a decrease of 5%.

Loan fee income amounted to $21.9 million and $14.5 million during 2002 and 2001, respectively, an
increase of 51%. Loan fee income includes letter of credit fees, late charges, transaction fees on
reÑnancings and other loan related fees. The $7.4 million increase in fee income in 2002 was primarily due
to increased volumes, reÑnancing activity and acquisitions.

Income from bank owned life insurance (""BOLI'') was $20.0 million and $18.4 million in 2002 and
2001, respectively. BOLI represents life insurance on the lives of certain employees who have provided
positive consent allowing the Bank to be the beneÑciary of such policies. The 9% increase in income
reÖected an increase in cash surrender value and included additional income resulting from a $40 million
purchase of BOLI in the Ñrst quarter of 2002, which resulted in higher cash surrender value. The cash
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surrender value of BOLI was $380.4 million at December 31, 2002 compared to $321.1 million at
December 31, 2001. Most of our BOLI is invested in the "general account' of insurance companies. All
such companies were rated AA- or better by Standard and Poors at December 31, 2002. Our investment
in BOLI represented 21.46% of capital and reserves at December 31, 2002.

Investment planning services income of $11.6 million increased 40% during 2002 primarily due to
sales of Ñxed annuities. Investment planning services income is primarily comprised of commissions earned
from the sale of third party mutual funds, annuities, stocks and bonds.

Mortgage banking services income of $8.5 million during 2002 decreased $2.6 million or 23% from
$11.1 million during 2001. This decrease was primarily due to a $1.4 million decline in residential
mortgage servicing income and a $2.9 million writedown of mortgage servicing rights, which were partially
oÅset by a $2.3 million increase in residential mortgage sales income. Strong originations and reÑnancings
in 2002, prompted by lower interest rates, led to proÑtable pricing, delivery and sales of conforming Ñxed-
rate loans. Our portfolio of residential mortgages serviced for investors was $701.3 million at December 31,
2002 compared to $964.0 million and $1.6 billion at December 31, 2001 and 2000, respectively. Mortgage
loans serviced for others decreased as a result of principal payments, loan prepayments and a sale of
mortgage servicing rights in the Ñrst quarter of 2001. Also, since January 1, 2001, substantially all
residential loans sold by us into the secondary market have been sold on a servicing-released basis. As a
result, new mortgage servicing rights assets are not being created as loans are sold. Capitalized mortgage
servicing rights decreased from $8.5 million at December 31, 2001 to $3.6 million at December 31, 2002
as we recorded amortization expense of $3.3 million and valuation write-downs of $2.9 million in 2002.
See Table 3 and Note 9 to the Consolidated Financial Statements.

Net securities gains amounted to $7.3 million and $1.3 million during 2002 and 2001, respectively. Of
the $7.3 million of net securities gains in 2002, $6.0 million was recorded in the fourth quarter of 2002 on
sales of $152.0 million of mortgage-backed securities. Net securities gains in 2001 included a $2 million
write-down reÖecting an other than temporary decline in the value of a trust preferred security. Gains from
the sale of securities are subject to market and economic conditions and, as a result, there can be no
assurance that gains reported in prior periods will be achieved in the future.

Other noninterest income amounted to $8.1 million and $8.4 million during 2002 and 2001,
respectively. In 2002, other noninterest income included $7.3 million of premium income on covered call
options related to mortgage-backed securities and $1.9 million of commissions on oÇcial checks, which
were oÅset in part by $2.8 million in losses on venture capital investments in small business investment
companies and start-up ventures in our market area. In 2001, other noninterest income included
$3.3 million of premium income recognized on covered call options related to mortgage-backed securities,
$3.1 million of commissions on oÇcial checks, a gain of $1.3 million on the sale of a limited partnership
interest and a $929 thousand gain on the sale of an equity interest in an ATM network.

Noninterest Expense

Noninterest expense was $579.4 million in 2002 compared to $509.3 million in 2001. Excluding
special charges, write-oÅ of certain costs incurred in connection with a branch automation project
(discussed below) and the eÅect of goodwill amortization in 2001, noninterest expense in 2002 was
$558.5 million compared to $489.8 million in 2001, an increase of $68.7 million or 14%. This increase was
primarily due to our acquisitions in 2002. The increased noninterest expense in 2002 was primarily due to
increases in salaries and beneÑts, equipment expense and occupancy expense. The eÇciency ratio improved
to 54.10% during 2002 from 55.34% in 2001 primarily as a result of the eÇciencies created by the
integration of recent acquisitions, as well as operating improvements.

Salaries and beneÑts expense of $311.4 million increased by $50.1 million or 19% from $261.3 million
during 2002. The increase was primarily due to additional employees from purchase acquisitions and
higher levels of incentive compensation. The total number of full-time equivalent employees was
approximately 6,596 at December 31, 2002 compared to 5,960 at December 31, 2001. Pension expense
(which is included in salaries and beneÑts expense) was $5.3 million and $3.0 million for the years ended
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December 31, 2002 and 2001, respectively. An important component in the determination of pension
expense next year will be the fair value of assets in the pension plan at the end of the year. The fair value
of plan assets as of December 31, 2002 was $154.9 million as compared to $141.0 million at December 31,
2001. Pension expense is expected to increase signiÑcantly in 2003 primarily due to the 2003 and 2002
acquisitions and the use of a lower discount rate and expected rate of return. In addition, pension expense
will increase due to the continued amortization of unrecognized actuarial losses (which occur when
investment returns are less than expected).

Data processing expense increased 5% to $40.7 million in 2002 from $38.7 million during 2001. The
increase was primarily attributable to continued investments in information technology, increased
transaction volume and vendor rate increases related to acquisitions. These increases were oÅset by a
change in check processing. Beginning in July 2002, check processing was insourced and the primary costs
are now recorded in salaries and beneÑts. Previously a third-party vendor handled check processing and its
charges were recorded as data processing costs.

Occupancy expense in 2002 increased 14% to $52.4 million from $45.9 million in 2001. The
$6.5 million increase was primarily due to the cost of new facilities and additional facilities from
acquisitions. Equipment expense increased $6.4 million or 18% in 2002 compared to 2001 due to increased
depreciation on new technology equipment and software (eg. e-commerce and imaging).

Advertising and marketing expense amounted to $17.2 million and $11.9 million for the years ended
December 31, 2002 and 2001, respectively. The $5.3 million increase was primarily attributable to
acquisitions in 2002 and additional expenses for the introduction of our products in new market areas.

Amortization of goodwill was $0 and $11.9 million for the years ended December 31, 2002 and 2001,
respectively. In accordance with SFAS No. 142, the amortization of goodwill was discontinued eÅective
January 1, 2002 and goodwill must now be reviewed for impairment at least annually. We perform
impairment reviews quarterly and no adjustments have yet been required. Amortization of identiÑable
intangible assets amounted to $6.5 million and $10.2 million for the years ended December 31, 2002 and
2001, respectively. The decline was largely due to our reclassiÑcation of unidentiÑable intangible assets
associated with branch acquisitions from intangible assets to goodwill in accordance with SFAS No. 147.
SFAS No. 147 was issued in October 2002 and requires that unidentiÑable intangible assets related to
branch acquisitions, which meet the deÑnition of the acquisition of a business, be recorded as goodwill and
therefore not be amortized but be subject to impairment reviews. SFAS No. 147 amended SFAS No. 72,
which previously required that these unidentiÑable intangibles be amortized over a term not to exceed the
estimated remaining life of the long-term interest-earning assets acquired. Banknorth had two branch
acquisitions in the 1990s that were covered by the provisions of SFAS No. 147, with a total of
$34.7 million of unidentiÑable intangible assets remaining as of December 31, 2001. Banknorth adopted
SFAS No. 147 retroactive to January 1, 2002 and reclassiÑed $34.7 million of intangible assets to goodwill.

Special charges amounted to $14.7 million and $7.6 million during 2002 and 2001, respectively.
Special charges include expenses related to acquisitions, charter consolidation costs, branch closing costs
and certain asset write-downs. For a tabular analysis of our special charges, see Note 11 to the
Consolidated Financial Statements.

In 2002, $6.2 million of previously capitalized costs related to a branch automation project were
written oÅ. The costs were incurred during the early phases of a multi-phase project to update all teller
and platform workstations and software in our branch network. These costs included direct vendor fees,
capitalized salaries, hardware and project speciÑc software. Design concerns and cost overruns prompted a
thorough review of the long-term viability of the project in its current form. In October 2002, management
met with the lead software vendor to discuss concerns related to cost overruns and project design. To
comply with contract provisions, shortly after this meeting, the vendor was notiÑed of our intent to
terminate the branch automation contract. In December 2002, we determined it was not prudent to
continue development and decided to abandon the project. A total of $9.1 million had been capitalized on
this project. The impairment charge was determined based on a review of all costs incurred. Management
concluded that $6.2 million should be written-oÅ related to the abandonment of that project and that
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$2.9 million of hardware and oÅ-the-shelf software programs were of on-going value and could be
redeployed throughout the Bank. This $6.2 million is included as a separate component of noninterest
expense.

Other noninterest expense, which is comprised primarily of general and administrative expenses,
increased $2.1 million in 2002. See Table 4 for a detail of other noninterest expenses for each of the years
ended December 31, 2002, 2001 and 2000.

Taxes

Our eÅective tax rate was 33% in 2002 and 34% in 2001. The decline in the eÅective tax rate was due
primarily to the adoption of SFAS No. 142 under which goodwill is no longer amortized for book purposes
as of January 1, 2002. Prior to January 1, 2002, we amortized goodwill that was not deductible on our tax
return.

Extraordinary Item

During the fourth quarter of 2001, we prepaid $174.6 million of Federal Home Loan Bank borrowings
and incurred a prepayment penalty of $6.0 million ($3.9 million net of tax), which was recorded as an
extraordinary item. The FHLB borrowings, which had relatively high rates, were prepaid to improve our
interest rate position and net interest margin in future periods. These FHLB borrowings had a weighted
average cost of 5.62% and a weighted average maturity of two years.

Cumulative EÅect of Accounting Change

We adopted SFAS No. 133, as amended by SFAS No. 138, eÅective January 1, 2001 and recognized
an after-tax loss from the cumulative eÅect of adoption of $290 thousand. This was recorded as a net
unrealized loss on forward sale commitments and commitments to originate rate-locked loans at
December 31, 2000, which hedged residential mortgage loans held for sale.

Comprehensive Income

Our comprehensive income amounted to $373.0 million and $313.9 million during 2002 and 2001,
respectively. Comprehensive income diÅered from our net income in 2002 because of a $77.3 million net
unrealized gain on securities, a $2.1 million net unrealized loss on cash Öow hedges and an $825 thousand
unrealized loss on a minimum pension liability. Our comprehensive income diÅered from our net income
in 2001 because of a $74.8 million net unrealized gain on securities and a $274 thousand net hedging gain
on cash Öow hedges. For additional information, see the Consolidated Statements of Changes in
Shareholders' Equity in the Consolidated Financial Statements.

Our available for sale investment portfolio had net unrealized gains (losses) of $181.3 million,
$62.0 million and ($53.1) million, ($117.5 million, $40.3 million and ($34.5) million net of applicable
income tax eÅects, respectively) at December 31, 2002, 2001 and 2000, respectively. The improvement
related to lower prevailing interest rates. For additional information, see Note 4 to the Consolidated
Financial Statements. The change in value of our liabilities, which tend to fall in rising interest rate
environments and rise in falling interest rate environments, is not included in ""other comprehensive
income.''

Segment Reporting

Our primary business segments are Community Banking, Insurance Brokerage, Investment Planning
and Investment Management. The Community Banking segment represents over 90% of the combined
revenues and income of the consolidated group, and thus, is the only reporting segment as deÑned by
SFAS No. 131, ""Disclosures about Segments of an Enterprise and Related Information.'' Insurance
Brokerage reÖects commissions on insurance brokerage activities, Investment Planning reÖects commis-
sions from the sale of third party mutual funds, annuities, stocks and bonds and Investment Management
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reÖects fees from trust and investment management operations. Selected operating data for these segments
is provided for informational purposes only in Table 16.

Fourth Quarter Summary

In the fourth quarter of 2002, we had net income of $77.1 million, or $0.52 per diluted share, as
compared to $61.6 million, or $0.42 per diluted share in the fourth quarter of 2001. Results for the
quarters ended December 31, 2002 and 2001 were reduced by special charges (which included merger-
related costs, branch consolidation costs, certain asset write-downs and branch closings). The results for
the fourth quarter ended December 31, 2002 also included a $6.2 million write-oÅ of certain capitalized
costs incurred in connection with a branch automation project and net securities gains of $6.7 million. The
fourth quarter of 2001 included $3.0 million of goodwill amortization, which ceased January 1, 2002 under
new accounting rules.

Annualized return on average equity (""ROE'') and return on average assets (""ROA'') were 15.75%
and 1.35%, respectively for the quarter ended December 31, 2002 and were 14.45% and 1.23%,
respectively, for the comparable quarter last year.

Results for the fourth quarter of 2002 improved over the fourth quarter of 2001 due primarily to
increased net interest income, which increased by 6% as a result of purchase acquisitions and, to a lesser
extent, internal growth. The net interest margin for the quarter ended December 31, 2002 was 3.86%, a
decrease of 27 basis points from the fourth quarter last year. This decrease was primarily due to long-term
rates declining more than short-term rates and the eÅects of prepayments on mortgage-related assets.
Noninterest income totaled $84.4 million and $63.6 million, an increase of $20.8 million, or 33%, for the
quarters ended December 31, 2002 and 2001, respectively. The increase was primarily due to increases of
$6.7 million in net securities gains, $2.9 million in deposit services income, $2.9 million in mortgage
banking services income and $2.6 million in insurance brokerage commissions income. Noninterest
expenses increased by 15% due primarily to acquisitions. The eÇciency ratio was 55.68% in the fourth
quarter of 2002 compared to 54.76% in the comparable period last year. The increase in the eÇciency ratio
was due in part to the write-oÅ of the branch automation project. See Table 17 ""Fourth Quarter
Summary'' and Note 25 in the Consolidated Financial Statements for selected quarterly data for the years
ended December 31, 2002 and 2001.

Comparison of 2001 and 2000

Our consolidated total assets increased by $2.9 billion, or 16%, from $18.2 billion at December 31,
2000 to $21.1 billion at December 31, 2001. This increase was primarily attributable to the acquisition of
Andover in the fourth quarter of 2001. Shareholders' equity totaled $1.8 billion and $1.3 billion at
December 31, 2001 and 2000, respectively. The increase was primarily attributable to net earnings and the
issuance of stock for an acquisition in the fourth quarter of 2001.

We reported net income of $238.8 million for 2001, or $1.68 per diluted share, compared with net
income of $191.7 million, or $1.32 per diluted share, for 2000. Return on average assets and return on
average equity were 1.29% and 16.48%, respectively, for 2001 and 1.05% and 15.69%, respectively, for
2000.

Net interest income on a fully taxable-equivalent basis totaled $686.3 million during 2001, as
compared with $609.7 million in 2000. The $76.6 million, or 13%, increase in 2001 was primarily
attributable to an 87 basis point decrease in average rates paid on interest-bearing liabilities, which more
than oÅset a 50 basis point decrease in the average yield on interest-earning assets. As a result, the net
interest margin increased 39 basis points to 3.99% compared to 3.60% in 2001 and 2000, respectively.

The provision for loan and lease losses was $41.9 million in 2001 compared to a $23.8 million
provision in 2000. Net charge-oÅs were $36.9 million in 2001 compared to $25.3 million in 2000. The ratio
of the allowance to nonperforming loans at December 31, 2001 was 252% compared to 249% at December
31, 2000. The allowance for loan and lease losses represented 1.49% of total loans at December 31, 2001
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compared to 1.42% at December 31, 2000. Nonperforming assets increased $14.1 million from
$67.1 million, or 0.37% of total assets, at December 31, 2000 to $81.2 million, or 0.39% of total assets, at
December 31, 2001. This increase was primarily due to nonaccruing commercial loans and leases acquired
in acquisitions. Accruing loans 90 days past due were $6.2 million at December 31, 2001, up 4% from the
prior year end.

Noninterest income was $240.5 million and $211.2 million for the years ended December 31, 2001
and 2000, respectively. Increases of $5.6 million in deposit services income and $13.6 million in insurance
brokerage commissions more than oÅset a $10.8 million decrease in mortgage banking services income
related to the sale of the mortgage servicing rights portfolio. Deposit services income of $72.6 million
reÖected 8% growth from 2000. The 53% increase in insurance brokerage commissions reÖected our
purchase acquisitions of insurance agencies in Massachusetts and Connecticut late in the third quarter of
2000.

Noninterest expense was $509.3 million for 2001 compared with $502.5 million for 2000. Excluding
special charges, noninterest expense in 2001 was $501.7 million compared to $459.5 million in 2000, an
increase of $42.2 million, or 9%. The increase in 2001 was primarily due to increases in salaries and
beneÑts and occupancy expense and as a result of acquisitions. The eÇciency ratio improved to 55.34%
during 2001 from 61.67% in 2000 primarily as a result of the eÇciencies created by the integration of
acquired companies, as well as operating improvements.

Our comprehensive income amounted to $313.9 million and $282.6 million during 2001 and 2000,
respectively. Comprehensive income diÅered from our net income in 2001 primarily because of a
$74.8 million net unrealized gain on securities and a $274 thousand hedging gain on cash Öow hedges. For
additional information, see the Consolidated Statements of Shareholders' Equity in the Consolidated
Financial Statements.

Financial Condition

Our consolidated total assets increased by $2.3 billion, or 11%, from $21.1 billion at December 31,
2001 to $23.4 billion at December 31, 2002. Total average assets were $21.5 billion and $18.5 billion for
the years ended December 31, 2002 and 2001, respectively. These increases were primarily due to the
acquisitions in 2002 and 2001. See the acquisitions table under ""General Ì Acquisitions.'' Shareholders'
equity totaled $2.1 billion and $1.8 billion at December 31, 2002 and 2001, respectively.

Investment Securities and Other Earning Assets

The securities portfolio is utilized for several purposes. It serves as a vehicle to manage interest rate
and prepayment risk, generates interest and dividend income from the investment of excess funds, provides
liquidity to meet liquidity requirements and is used as collateral for public deposits and wholesale funding
sources.

The average balance of the securities portfolio, which consists of securities available for sale and
securities held to maturity, was $6.4 billion in 2002 and $5.9 billion in 2001, an increase of $480 million.
The portfolio is comprised primarily of U.S. Government and agency securities and mortgage-backed
securities, most of which are seasoned 15-year federal agency securities. Other securities in the portfolio
are collateralized mortgage obligations, which include securitized residential real estate loans held in
REMICS, and asset-backed securities. The majority of securities available for sale are rated AAA or
equivalently rated. In 2002, the portfolio was managed to mitigate prepayment risk by purchasing U. S.
Government agency securities as mortgage-backed securities were paid down. The average yield on
securities was 5.52% during the year ended December 31, 2002, compared to 6.29% for the year ended
December 31, 2001, which reÖects declines in interest rates during 2002. See Table 5 for a detail of
securities available for sale and held to maturity and Table 6 for information regarding the contractual
maturity of our debt securities at December 31, 2002.
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Securities available for sale are carried at fair value and had net unrealized gains of $181.3 million
and $62.0 million at December 31, 2002 and 2001, respectively. See Note 4 to the Consolidated Financial
Statements. These unrealized gains do not impact net income or regulatory capital but are recorded as
adjustments to shareholders' equity, net of related deferred income taxes. Unrealized gains, net of related
deferred income taxes, are a component of our ""Comprehensive Income'' contained in the Consolidated
Statement of Changes in Shareholders' Equity.

Loans

Total loans and leases (including loans held for sale) averaged $13.2 billion during the year ended
December 31, 2002 compared to $11.2 billion for the previous year, an increase of $2.0 billion, or 18%.
This increase was primarily attributable to acquisitions and growth in commercial real estate loans.
Average loans as a percent of average earning assets was 67% and 65% for the years ended December 31,
2002 and 2001, respectively.

Residential real estate loans (including loans held for sale) averaged $2.6 billion and $2.3 billion in
2002 and 2001, respectively, including the eÅects of acquisitions. While residential real estate loans
increased $345 million, acquisitions accounted for $754 million resulting in a net decrease in the portfolio
of $409 million. This decrease was primarily due to increased reÑnancing activity and prepayments in a
declining interest rate environment. Mortgage loans held for sale amounted to $128.6 million and
$117.7 million at December 31, 2002 and 2001, respectively. The increase in loans held for sale compared
to last year was due primarily to higher origination volumes resulting from declining interest rates. We are
currently selling substantially all 30-year conforming Ñxed-rate loans that we originate.

Commercial real estate loans averaged $4.3 billion in 2002 and $3.2 billion in 2001, a 33% increase.
Acquisitions accounted for approximately $568 million of the $1.1 billion increase.

Commercial loans and leases averaged $2.7 billion in 2002 and $2.3 billion in 2001, an increase of
14%. Acquisitions accounted for approximately $136 million of the $324 million increase. The remaining
increase in 2002 was largely attributable to additional opportunities in certain market areas due to
broadening our franchise.

Consumer loans and leases averaged $3.6 billion in 2002 and $3.4 billion in 2001, an increase of 7%.
Acquisitions accounted for approximately $169 million of the $245 million increase. The growth in
consumer loans was primarily in indirect automobile loans and home equity loans. Although the internal
increase in consumer loans in 2002 was relatively modest, new loan originations have been oÅset by
signiÑcant prepayment activity as proceeds of mortgage loans reÑnancings have been used to pay down
consumer loans.

For a description of the types of loans and leases in our loan and lease portfolio and a breakdown of
our consumer loans, see ""Credit Risk.''

Deposits

Total deposits averaged $14.6 billion during 2002 compared to $12.5 billion during 2001, an increase
of 16%. Acquisitions accounted for approximately $1.8 billion of the $2.0 billion increase. The deposit mix
also changed favorably in 2002 as certiÑcates of deposit and brokered deposits (which tend to pay higher
rates) declined to 33% of average deposits during 2002 from 37% of average deposits during 2001. For
additional information about changes in the composition of our deposits, see Table 10.

Average noninterest-bearing deposits increased 21% in 2002 to $2.6 billion from $2.2 billion in 2001.
Acquisitions accounted for approximately $257 million of the $455 million increase. The remainder of the
increase reÖected strong growth in commercial, government and personal accounts.

Average interest-bearing deposits increased by $1.6 billion during 2002 to $11.9 billion. Substantially
all of this increase resulted from acquisitions. Our existing base of interest-bearing deposits did not
increase over the prior year as growth in NOW and money-market accounts were oÅset by declines in
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higher-costing certiÑcates of deposits. Excluding acquisitions, the average balance of NOW and money-
market accounts increased $679 million while the average balance of certiÑcates of deposit (including
brokered certiÑcates of deposit) declined by $633 million. The average rate paid on certiÑcates of deposit
fell from 5.02% in 2001 to 3.18% in 2002. See Table 11 for the scheduled maturities of certiÑcates of
deposits of $100,000 or more. As part of our overall funding strategy, we may use deposits obtained
through investment banking Ñrms which obtain funds from their customers for deposit with us (""brokered
deposits''). There were no brokered deposits at December 31, 2002 compared to $72.2 million at
December 31, 2001.

Included within the deposit categories above are government banking deposits, which averaged
$1.4 billion in 2002 and $1.2 billion in 2001. Government banking deposits include deposits received from
state and local governments, school districts, public colleges/universities, utility districts, public housing
authorities and court systems in our market area. Many of these deposits exceed the FDIC insurance
coverage amounts and require us to pledge speciÑc collateral or maintain private insurance.

Other Funding Sources

We use both short-term and long-term borrowings to fund the growth of earning assets in excess of
deposit growth. Short-term borrowings, which include federal funds purchased, retail securities sold under
agreements to repurchase and other short-term borrowings, amounted to $1.3 billion at December 31,
2002, up $163 million, or 15%, from $1.1 billion at December 31, 2001. See Note 12 to the Consolidated
Financial Statements.

At December 31, 2002, we also had a $110 million unsecured line of credit. The line is renewable
every 364 days and, if used, carries interest at LIBOR plus 0.625%. The average balance outstanding under
this line of credit during 2002 was $2.1 million.

Long-term debt includes FHLB advances, subordinated notes, wholesale securities sold under
agreements to repurchase, capital lease obligations and other debt with terms greater than one year. Long-
term debt was $3.9 billion at December 31, 2002 up from $3.4 billion at December 31, 2001. The increase
in long-term debt was primarily due to borrowings assumed in acquisitions.

At December 31, 2002 and 2001, FHLB borrowings amounted to $2.5 billion and $2.6 billion,
respectively. FHLB collateral consists primarily of Ñrst mortgage loans secured by single-family properties,
certain unencumbered securities and other qualiÑed assets. These borrowings had an average cost of 4.50%
during 2002 as compared to 5.30% during 2001. Our additional borrowing capacity with the FHLB at
December 31, 2002 was approximately $2.1 billion. See Note 13 to the Consolidated Financial Statements.

Subordinated notes consisted of $200 million of 7.625% subordinated notes due 2011 issued by our
banking subsidiary in 2001. The notes qualify as Tier 2 capital for regulatory purposes.

At December 31, 2002 and 2001, wholesale securities sold under repurchase agreements amounted to
$1.2 billion and $571 million, respectively, and were collaterallized by mortgage-backed securities and U.S.
Government obligations. See Note 13 to the Consolidated Financial Statements.

At December 31, 2002, through subsidiary trusts, we had outstanding $295.1 million of capital
securities which qualify as Tier 1 capital for regulatory purposes. See the ""Capital'' section below.
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Contractual Obligations and Commitments

We have entered into numerous contractual obligations and commitments. The following table
summarizes our contractual cash obligations and other commitments at December 31, 2002.

Payments Due By Period

Less than After
Contractual Obligations(1) Total 1 Year 1-3 Years 4-5 Years 5 Years

(Dollars in thousands)

Long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,683,892 $386,846 $ 936,783 $513,573 $ 846,690

Capital lease obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,117 82 140 415 5,480

Repurchase agreements Ì wholesaleÏÏÏÏ 1,171,049 100,000 771,049 200,000 100,000

Total Long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,861,058 486,928 1,707,972 713,988 952,170

Capital trust securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 295,056 Ì Ì Ì 295,056

Operating lease obligations ÏÏÏÏÏÏÏÏÏÏÏÏ 120,692 20,384 33,863 25,002 41,443

Total contractual obligationsÏÏÏÏÏÏÏÏÏÏÏ $4,276,806 $507,312 $1,741,835 $738,990 $1,288,669

(1) Except for liabilities related to employee beneÑt plans, other liabilities are short term in nature.

Amount of Commitment Expiration Ì Per PeriodTotal
Amounts Less than After

Other Commitments Committed 1 Year 1-3 Years 4-5 Years 5 Years

(Dollars in thousands)

Lines of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,785,433 $ 463,722 $272,027 $128,893 $2,920,791

Standby letter of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 272,476 122,105 98,048 45,003 7,320

Other commitmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,519,635 990,977 227,961 66,679 234,018

Forward commitments to sell loans ÏÏÏÏÏ 234,651 234,651 Ì Ì Ì

Interest rate swaps (notional amount):

Interest rate swaps with borrowersÏÏÏÏ 60,325 Ì Ì 12,304 48,021

Interest rate swaps with third partiesÏÏ 60,325 Ì Ì 12,304 48,021

Total commitments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,932,845 $1,811,455 $598,036 $265,183 $3,258,171

Amount of Commitment Expiration Ì
Per PeriodTotal

Amounts Less than 1-3 4-5 After
Derivative Financial Instruments Committed 1 Year Years Years 5 Years

(Dollars in thousands)

Foreign currency forward contracts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $22,275 $14,859 $7,416 $0 $0

See Note 19 to the Consolidated Financial Statements for more information regarding the nature and
business purpose and the importance of all oÅ-balance sheet arrangements.

Risk Management

The primary goal of our risk management program is to determine how certain existing or emerging
issues in the Ñnancial services industry aÅect the nature and extent of the risks faced by us. Based on a
periodic self-evaluation, we determine key issues and develop plans and/or objectives to address risk. Our
board of directors and management believe that there are seven applicable ""risk categories,'' consisting of
credit, interest rate, liquidity, transaction, compliance, strategic and reputation risk. Each risk category is
viewed from a quantity of risk perspective (high, medium or low) coupled with a quality of risk
perspective. In addition, an aggregate level of risk is assigned as a whole as well as the direction of risk
(stable, increasing or decreasing). Each risk category and the overall risk level is compared to regulatory
views on a regular basis and then reported to the board with an accompanying explanation as to the
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existence of any diÅerences. The risk program includes risk identiÑcation, measurement, control and
monitoring.

Our board of directors has established the overall strategic direction. It approves our overall risk
policies and oversees our overall risk management process. The board has established two board
committees, consisting of Audit and Board Risk management, and has charged each committee with
overseeing key risks. In addition, there is a management operational risk committee, which is comprised of
senior oÇcers in key business lines, which identiÑes and monitors key operational risks. The Operational
Risk Committee reports to the Board Risk Committee on a regular basis.

Credit Risk Management

General

The Board Risk Management Committee monitors our credit risk management. Our strategy for
credit risk management includes stringent, centralized policies and uniform underwriting criteria for all
loans. The strategy also includes diversiÑcation on a geographic, industry and customer level, regular credit
examinations and quarterly management review of large loans and loans with a deterioration of credit
quality. We maintain an internal rating system that provides a mechanism to regularly monitor the credit
quality of our loan portfolio. The rating system is intended to identify and measure the credit quality of
lending relationships. For consumer loans, we utilize standard credit scoring systems to assess consumer
credit risks and to price consumer products accordingly. We strive to identify potential problem loans early,
take any necessary charge-oÅs promptly and maintain adequate reserve levels. See ""Results of
Operations Ì Provision and Allowance for Loan and Lease Losses'' and Note 1 to the Consolidated
Financial Statements.

Our residential loan portfolio accounted for 17% of the total loan portfolio at December 31, 2002 and
21% at December 31, 2001. Our residential loans are generally secured by single-family homes (one-to-
four units) and have a maximum loan to value ratio of 80%, unless the excess is protected by mortgage
insurance. At December 31, 2002, 0.24% of our residential loans were nonperforming, as compared to
0.32% at December 31, 2001, as nonperforming residential real estate loans decreased by $2.6 million
while the total residential loan portfolio decreased by $244.9 million. Net charge-oÅs to average residential
loans outstanding for the year ended December 31, 2002 was (.01%.)

Our commercial real estate loan portfolio accounted for 34% of the total loan portfolio at
December 31, 2002 and 32% at December 31, 2001. This portfolio consists primarily of loans secured by
income-producing commercial real estate (including oÇce and industrial buildings), service industry real
estate (including hotels and health care facilities), multi-family (over four units) residential properties and
retail trade real estate (food stores). These loans generally are secured by properties located in the New
England states and upstate New York. At December 31, 2002, 0.37% of our commercial real estate loans
were nonperforming, as compared to 0.42% at December 31, 2001. Net charge-oÅs to average commercial
real estate loans outstanding for the year ended December 31, 2002 was .03%.

Our commercial business loan and lease portfolio accounted for 21% of the total loan portfolio at
December 31, 2002 compared to 19% at December 31, 2001. Commercial business loans and leases are
generally made to small to medium size businesses located within our market areas. These loans are not
concentrated in any particular industry, but reÖect the broad-based economy of New England and upstate
New York. Commercial loans consist primarily of loans secured by various equipment, machinery and
other corporate assets, as well as loans to provide working capital to businesses in the form of lines of
credit. Through a subsidiary, we also oÅer direct equipment leases, which amounted to $102.9 million at
December 31, 2002. We do not emphasize the purchase of participations in syndicated commercial loans.
At December 31, 2002, we had $205 million of outstanding participations in syndicated commercial loans
and had an additional $295 million of unfunded commitments related to these participations. At
December 31, 2002, 1.10% of our commercial business loans were nonperforming, as compared to 1.64% at
December 31, 2001. Net charge-oÅs to average commercial business loans and leases outstanding for the
year ended December 31, 2002 was .58%.
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Consumer loans and leases accounted for 28% of our total loan portfolio at December 31, 2002 and
2001. At December 31, 2002, 0.23% of our consumer loans were nonperforming, as compared to 0.27% at
December 31, 2001. Net charge-oÅs to average consumer loans outstanding for the year ended
December 31, 2002 was .61%. The following table lists our consumer loans by type as of December 31,
2002 and 2001:

December 31,

2002 2001

% of % of
Amount Total Amount Total

(Dollars in thousands)

Home equity loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,554,264 39.72% $1,292,724 36.61%

Automobile and other vehicle loans and leases ÏÏÏ 1,478,228 37.77 1,287,731 36.47

Mobile home loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 171,715 4.39 161,521 4.57

Vision, dental, and orthodontia fee plan loans ÏÏÏÏ 172,861 4.42 153,035 4.33

Education loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 135,386 3.46 148,653 4.21

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 400,834 10.24 487,849 13.81

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,913,288 100.00% $3,531,513 100.00%

See Table 7 for information about the composition of our loan portfolio for the last Ñve years, Table 8
for information about the scheduled contractual amortization of certain parts of our loan portfolio at
December 31, 2002 and Table 10 for information about the geographic distribution of our commercial real
estate loans and commercial business loans and leases at December 31, 2002 and 2001.

Nonperforming Assets

Nonperforming assets consist of nonperforming loans (which do not include accruing loans 90 days or
more overdue), other real estate owned, repossessed assets and certain securities available for sale. Total
nonperforming assets as a percentage of total assets were 0.29% at December 31, 2002 and 0.39% at
December 31, 2001. Total nonperforming assets as a percentage of total loans and other nonperforming
assets was 0.49% and 0.64% at December 31, 2002 and 2001, respectively. See Table 15 for a summary of
nonperforming assets for the last Ñve years.

We continue to focus on asset quality issues and to allocate signiÑcant resources to the key asset
quality control functions of credit policy and administration and loan review. The collection, workout and
asset management functions focus on the reduction of nonperforming assets. Despite the ongoing focus on
asset quality and reductions of nonperforming asset levels, there can be no assurance that adverse changes
in the real estate markets and economic conditions in our primary market areas will not result in higher
nonperforming asset levels in the future and negatively impact our operations through higher provisions for
loan losses, net loan charge-oÅs, decreased accrual of interest income and increased noninterest expenses
as a result of the allocation of resources to the collection and workout of nonperforming assets.

Residential real estate loans are generally placed on nonaccrual when they become 120 days past due
or are in the process of foreclosure. All closed-end consumer loans 90 days or more past due and any
equity line in the process of foreclosure are placed on nonaccrual status. Consumer loans are charged-oÅ
upon reaching 120 or 180 days past due depending on the type of loan. We generally place all commercial
real estate loans and commercial business loans and leases which are 90 days or more past due, unless
secured by suÇcient cash or other assets immediately convertible to cash, on nonaccrual status. At
December 31, 2002, we had $3.4 million of accruing loans which were 90 days or more delinquent, as
compared to $6.2 million and $6.0 million of such loans at December 31, 2001 and 2000, respectively.

We also may place loans on nonaccrual and, therefore, nonperforming status currently less than
90 days past due or performing in accordance with their terms but which in our judgment are likely to
present future principal and/or interest repayment problems and which thus ultimately would be classiÑed
as nonperforming.
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Net Charge-oÅs

Net charge-oÅs were $38.7 million during 2002, as compared to $36.9 million in 2001. Net charge-
oÅs represented 0.29% and 0.33% of average loans and leases outstanding in 2002 and 2001, respectively.
See Table 14 for net charge-oÅs by loan type for the past three years and Table 12 for more information
concerning charge-oÅs and recoveries during the past Ñve years.

Potential Problem Loans

In addition to nonperforming loans as discussed in the ""Credit Risk Management'' section above, we
also have loans that are 30 to 89 days delinquent and still accruing. These loans amounted to $139 million
at December 31, 2002. These loans and delinquency trends are considered in the evaluation of the
allowance for loan and lease losses and the related determination of the provision for loan and lease losses.

Asset-Liability Management

The goal of asset-liability management is the prudent control of market risk, liquidity and capital.
Asset-liability management is governed by policies reviewed and approved annually by our board of
directors and monitored periodically by the Board Risk Committee. The board delegates responsibility for
asset-liability management to the Asset Liability Management Committee (""ALCO''), which is comprised
of members of senior management who set strategic directives that guide the day-to-day asset-liability
management of our activities. The ALCO also reviews and approves all major risk, liquidity and capital
management programs, except for product pricing. Product pricing is reviewed and approved by the Pricing
Committee, which is comprised of a subset of ALCO members and state presidents.

Market Risk

Market risk is the sensitivity of income to changes in interest rates, foreign exchange rates,
commodity prices and other market-driven rates or prices. We have no trading operations and thus are
only exposed to non-trading market risk.

Interest-rate risk, including mortgage prepayment risk, is by far the most signiÑcant non-credit risk to
which we are exposed. Interest-rate risk is the sensitivity of income to changes in interest rates. Changes
in interest rates, as well as Öuctuations in the level and duration of assets and liabilities, aÅect net interest
income, our primary source of revenue. This risk arises directly from our core banking activities Ì lending
and deposit gathering. In addition to directly impacting net interest income, changes in the level of interest
rates can also aÅect (i) the amount of loans originated and sold by the institution, (ii) the ability of
borrowers to repay adjustable or variable rate loans, (iii) the average maturity of loans, (iv) the rate of
amortization of premiums paid on securities and capitalized mortgage servicing rights, (v) the amount of
unrealized gains and losses on securities available for sale and (vi) the fair value of our saleable assets and
derivatives and the resultant ability to realize gains.

The primary objective of interest-rate risk management is to control our exposure to interest-rate risk
both within limits approved by our board and guidelines established by the ALCO. These limits and
guidelines reÖect our tolerance for interest-rate risk over both short-term and long-term horizons. We
attempt to control interest-rate risk by identifying, quantifying and, where appropriate, hedging our
exposure.

We quantify and measure interest-rate exposure using a model to dynamically simulate net interest
income under various interest rate scenarios over a 12-month period. Simulated scenarios include
deliberately extreme interest rate ""shocks'' and more gradual interest rate ""ramps.'' Key assumptions in
these simulation analyses relate to behavior of interest rates and spreads, increases or decreases of product
balances and the behavior of our deposit and loan customers. The most material assumptions relate to the
prepayment of mortgage assets (including mortgage loans, mortgage-backed securities and mortgage
servicing rights). The risk of prepayment tends to increase when interest rates fall. Since future
prepayment behavior of loan customers is uncertain, the resultant interest rate sensitivity of loan assets
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cannot be determined exactly. Complicating our eÅorts to measure interest rate risk is the uncertainty of
the maturity, repricing and/or runoÅ of some of our assets and liabilities.

To cope with these uncertainties, we give careful attention to our assumptions. For example, many of
our interest-bearing deposit products (e.g. interest checking, savings and money market deposits) have no
contractual maturity and based on historical experience have only a limited sensitivity to movements in
market rates. Because we believe we have some control with respect to the extent and timing of rates paid
on non-maturity deposits, certain assumptions regarding rate changes are built into the model. In the case
of prepayment of mortgage assets, the majority of assumptions are derived from a vendor supported loan
prepayment model that is periodically tested using observed loan prepayment behavior.

We manage the interest-rate risk inherent in our core banking operations primarily using on-balance
sheet instruments, which sometimes contain embedded options, mainly Ñxed-rate investment securities and
borrowed funds. When appropriate, we consider interest rate instruments such as interest-rate swaps,
interest rate Öoors, interest rate caps and interest rate corridor agreements, among other instruments. At
December 31, 2002, the only such instruments which we had were forward commitments related to
hedging our mortgage banking operations and swaps and caps oÅered to commercial borrowers through our
commercial borrower derivative hedging program. We believe that our exposure to commercial customer
derivatives is minimal because these contracts are secured by loan collateral and are matched with a
similar Ñxed-rate swap product. The program is designed to retain variable-rate commercial loans while
allowing the commercial borrowers to synthetically Ñx the loan rate by entering into a variable-to-Ñxed
interest rate swap. Since its inception in 2002, we have recorded a notional amount of approximately
$60 million in derivative contracts with commercial borrowers. It is anticipated that, over time, customer
interest rate derivatives will reduce the interest rate risk inherent in our longer-term, Ñxed-rate commercial
business and commercial real estate loans.

We manage the interest-rate risk inherent in our mortgage banking operations by entering into
forward sales contracts and, to a lesser extent, by using purchased mortgage-backed security options. An
increase in market interest rates between the time we commit to terms on a loan and the time we
ultimately sell the loan in the secondary market will have the eÅect of reducing the gain (or increasing the
loss) we record on the sale. We attempt to mitigate this risk by entering into forward sales commitments
in amounts suÇcient to cover all closed loans and approximately 75% to 80% of loan commitments on
rate-locked loans. Purchased mortgage-backed security options are used to hedge a percentage of rate-
locked loans.

The average balances during 2002 and 2001 of residential mortgage loans held for sale and related
average hedge positions are summarized below:

Year Ended December 31,

2002 2001

(Dollars in thousands)

Residential mortgage loans held for saleÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 85,337 $110,186

Rate-locked loan commitments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 94,397 88,206

Forward sales contracts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 158,092 143,609

Purchased mortgage-backed security/treasury options ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,333 24,167

Our policy on interest-rate risk simulation speciÑes that if interest rates were to shift gradually up or
down 2%, estimated net interest income for the subsequent 12 months should decline by less than 5%. Our
gradual 2% rising rate scenario was within compliance guidelines at December 31, 2002 and 2001.
However, the gradual 2% falling rate scenario was slightly outside guidelines at December 31, 2002 and
2001. ALCO voted to approve the guidelines exception because a gradual 2% decreasing rate scenario was
deemed unlikely based on the current level of interest rates. ALCO currently is more focused on the
gradual decreasing 1% rate scenario than on the gradual decreasing 2% scenario and on strategies that
prove beneÑcial to income should rates decline or the yield curve Öatten. Strategies under review include
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swapping or restructuring existing Ñxed-term borrowings and buying interest rate Öoors related to wholesale
funding arrangements.

The following table sets forth the estimated eÅects on our net interest income over a 12-month period
following the indicated dates in the event of the indicated increases or decreases in market interest rates.

200 Basis Point 100 Basis Point 100 Basis Point 200 Basis Point
Rate Increase Rate Increase Rate Decrease Rate Decrease

December 31, 2002ÏÏÏÏÏÏÏÏÏÏÏÏ 3.40% 2.15% (2.64)% (6.22)%

December 31, 2001ÏÏÏÏÏÏÏÏÏÏÏÏ 2.73% 1.71% (2.45)% (5.37)%

The results implied in the above table indicate estimated changes in simulated net interest income for
the subsequent 12 months assuming a gradual shift up or down in market rates of 100 and 200 basis points
across the entire yield curve. Assuming a downward shift in rates, most deposit accounts have implied
interest rate Öoors and it is assumed that the related interest expense on these accounts will not decrease
in proportion to the downward shift in rates. Assuming an upward shift in rates of 200 basis points, the
simulated increase in interest income would be more than the simulated increase in interest expense
because total adjustable earning assets will reprice more quickly than will total adjustable cost liabilities. It
should be emphasized, however, that the results are dependent on material assumptions such as those
discussed above. For instance, asymmetrical rate behavior can have a material impact on the simulation
results.

The most signiÑcant factors aÅecting market risk exposure of net interest income during the year
ended December 31, 2002 were (i) the shape of the U.S. Government securities and interest rate swap
yield curve, (ii) changes in the composition of the investment portfolio, (iii) changes in the composition of
mortgage assets and prepayment speeds of mortgage assets, (iv) reduction of deposit interest expense, and
(v) changes in the wholesale borrowings portfolio structure. Since December 2001, the yield curve fell
signiÑcantly in both the 5-year and 10-year terms (approximately 160 and 121 basis points, respectively).
As a result, projected mortgage and loan prepayments increased throughout 2002 as interest rates reached
levels not seen in 40 years. Because of historically low rates and increased loan cash inÖows, eÅective
duration estimates for loans and mortgage-backed securities became much shorter in 2002 than in 2001,
thus increasing asset sensitivity. Asset liability management actions taken throughout 2002 helped to
reduce asset sensitivity and included the purchase of investments with more structured cash Öows and
Öoating rate wholesale borrowings with embedded caps and Öoors. The above table reÖects the net impact
of these changes. The relatively small net change in the estimated sensitivity of our net interest income to
changes in interest rates during 2002 was a result of these factors and asset liability management actions.
We remain asset sensitive and project net interest income to increase if short and long interest rates move
symmetrically higher.

In connection with the acquisition of Andover in 2001, we acquired mortgage servicing rights with a
fair value of $8.8 million. As a result of prepayments and valuation adjustments, mortgage servicing rights
declined from $8.5 million at December 31, 2001 to $3.6 million at December 31, 2002. Mortgage
servicing rights represented 0.51% of the underlying balance of loans serviced for others at December 31,
2002. New mortgage servicing rights from originations are sold on a Öow basis shortly after the mortgages
are sold. As a result, future earnings exposure to changes in the value of mortgage servicing rights is not
expected to be material.

Our earnings are not directly and materially impacted by movements in foreign currency rate or
commodity prices. Virtually all transactions are denominated in the U.S. dollar. Movements in equity
prices may have an indirect but modest impact on earnings by aÅecting the volume of activity or the
amount of fees from investment-related businesses.
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Liquidity

Our Board Risk Management Committee establishes policies and analyzes and manages liquidity to
ensure that adequate funds are available to meet normal operating requirements in addition to unexpected
customer demands for funds, such as high levels of deposit withdrawals or loan demand, in a timely and
cost-eÅective manner. The most important factor in the preservation of liquidity is maintaining public
conÑdence that facilitates the retention and growth of a large, stable supply of core deposits and wholesales
funds. Ultimately, public conÑdence is generated through proÑtable operations, sound credit quality and a
strong capital position. Liquidity management is viewed from a long-term and a short-term perspective, as
well as from an asset and liability perspective. We monitor liquidity through a regular review of loan and
deposit maturities, yield and rate scenarios and loan and deposit forecasts to minimize funding risk. Other
factors aÅecting a bank's ability to meet liquidity needs include variations in the markets served and
general economic conditions. We have various funding sources available to us on a parent-only basis as
well as through our banking subsidiary, as outlined below.

On a parent-only basis, our commitments and debt service requirements at December 31, 2002
consisted primarily of junior subordinated debentures (including accrued interest) issued to four
subsidiaries totaling $295.1 million which mature starting in 2027. See ""Capital'' and Notes 14 and 23 to
the Consolidated Financial Statements. The principal sources of funds for us to meet parent-only
obligations are dividends from our banking subsidiary, which are subject to regulatory limitations, and
borrowings from public and private sources. At December 31, 2002, our subsidiary bank had
$364.2 million available for dividends that could be paid without prior regulatory approval. See also
""Financial Condition Ì Other Funding Sources'' above. For information on restrictions on the payment of
dividends by our banking subsidiary, see Note 16 to the Consolidated Financial Statements.

Banking Subsidiary

For the Bank, liquidity represents the ability to fund asset growth, accommodate deposit withdrawals
and meet other contractual obligations and commercial commitments. See ""Contractual Obligations and
Commitments'' above.

In addition to traditional retail deposits, the Bank has various other liquidity sources, including
proceeds from maturing securities and loans, the sale of securities, asset securitizations and borrowed funds
such as FHLB advances, reverse repurchase agreements and brokered deposits.

We continually monitor and forecast our liquidity position. There are several interdependent methods
used by us for this purpose, including daily review of fed funds positions, monthly review of balance sheet
changes, monthly review of liquidity ratios, periodic liquidity forecasts and periodic review of contingent
funding plans.

As of December 31, 2002, the Bank had in the aggregate $3.2 billion of ""immediately accessible
liquidity,'' deÑned as cash that could be raised within 1-3 days through collateralized borrowings or
security sales. This represented 20% of deposits, as compared to a policy minimum of 10% of deposits.

Also as of December 31, 2002, the Bank had in the aggregate ""potentially volatile funds'' of
$1.5 billion. These are funds that might Öow out of the banks over a 90-day period in an adverse
environment. Management estimates this Ñgure by applying adverse probabilities to its various credit-
sensitive and economically-sensitive funding sources.

As of December 31, 2002, the ratio of ""immediately accessible liquidity'' to ""potentially volatile
funds'' was 207%, compared to a policy minimum of 100%.

In addition to the liquidity sources discussed above, we believe that our residential and consumer loan
portfolios provide a signiÑcant amount of contingent liquidity that could be accessed in a reasonable time
period through sales or securitizations. We believe we also have signiÑcant untapped access to the national
brokered deposit market. These sources are contemplated as secondary liquidity in our contingent funding
plan. We believe that the level of liquidity is suÇcient to meet current and future funding requirements.
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For additional information regarding oÅ-balance sheet risks and commitments, see Note 19 to the
Consolidated Financial Statements.

We have a shelf registration on Ñle with the Securities and Exchange Commission which allows us to
sell up to $1.0 billion of debt securities, preferred stock, depository shares, common stock and warrants and
which allows subsidiary trusts to sell capital securities. We had $800 million remaining on this shelf
registration statement as of December 31, 2002.

In addition, at December 31, 2002, we also had a $110 million unsecured line of credit. The line is
renewable every 364 days and, if used, carries interest at LIBOR plus 0.625%.

Capital

We are committed to managing capital for shareholder beneÑt and maintaining protection for
depositors and creditors. At December 31, 2002 and 2001, our shareholders' equity totaled $2.1 billion and
$1.8 billion, respectively, or 8.81% and 8.49% of total assets, respectively. In addition, through subsidiary
trusts, we had outstanding at December 31, 2002 $295.1 million of capital securities as follows:

Issuance Stated Maturity
Name Date Amount Rate Date

Peoples Heritage Capital Trust I ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1/31/1997 $ 61,556 9.06% 2/1/2027

Banknorth Capital Trust I ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5/1/1997 30,000 10.52% 5/1/2027

Ipswich Statutory Trust I ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2/22/2001 3,500 10.20% 2/22/2031

Banknorth Capital Trust IIÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2/22/2002 200,000 8.00% 4/1/2032

$295,056

The capital securities qualify as Tier 1 capital for regulatory purposes. A total of $333.5 million of
capital trust securities were originally issued, of which $38.4 million had been repurchased by us as of
December 31, 2002.

The changes in shareholders' equity included net income for the year ended December 31, 2002 of
$298.6 million and a $77.3 million net unrealized gain on securities available for sale, which were partially
oÅset by $154.1 million of stock repurchases (6,350,100 shares) and $85.9 million in dividends to
shareholders. In addition, we issued shares of our common stock with an aggregate value of $102.9 million
in connection with acquisitions in 2002.

In February 2002, our board authorized 8 million shares to be repurchased in the open market. As of
December 31, 2002, a total of 7.3 million shares were available for repurchase under existing Board
authorizations.

Capital guidelines issued by the Federal Reserve Board require us to maintain certain ratios. We
manage various capital ratios to exceed ""well capitalized'' capital levels in accordance with capital
guidelines approved by our board of directors. Our Tier 1 Capital, as deÑned by the Federal Reserve
Board, was $1.6 billion or 7.13% of average assets at December 31, 2002, compared to $1.4 billion or
7.14% of average assets at December 31, 2001. We also are required to maintain capital ratios based on
the level of our assets, as adjusted to reÖect their perceived level of risk. Our regulatory capital ratios
currently exceed all applicable requirements. See Note 15 to the Consolidated Financial Statements.

The Bank is also subject to federal regulatory capital requirements. At December 31, 2002, the Bank
was deemed to be ""well capitalized'' under the regulations of the OÇce of the Comptroller of Currency of
the United States and in compliance with applicable capital requirements. See Note 15 to the
Consolidated Financial Statements.

31



Critical Accounting Policies

We consider the following to be our critical accounting policies due to the potential impact on our
results of operations and the carrying value of certain of our assets based on any changes in judgments and
assumptions required to be made by us in the application of these policies.

Allowance for Loan and Lease Losses

We maintain an allowance for loan and lease losses at a level, which we believe, is suÇcient to cover
potential charge-oÅs on loans and leases deemed to be uncollectible based on continuous review of a
variety of factors. These factors consist of the character and size of the loan portfolio, business and
economic conditions, loan growth, charge-oÅ experience, delinquency trends, nonperforming loan trends,
portfolio migration data and other asset quality factors. The primary means of adjusting the level of this
allowance is through provisions for loan and lease losses, which are established and charged to income on a
quarterly basis. Although we use available information to establish the appropriate level of the allowance
for loan and lease losses, future additions to the allowance may be necessary because our estimates of the
potential losses in our loan and lease portfolio are susceptible to change as a result of changes in the
factors noted above. Any such increases would adversely aÅect our results of operations. At December 31,
2002, our allowance for loan and lease losses amounted to $208.3 million, and during 2002, 2001 and 2000
our provisions for loan and lease losses amounted to $44.3, $41.9 and $23.8 million, respectively. See also
""Credit Risk Management'' below.

For the commercial business loans and leases and the commercial real estate loans portfolios, we
evaluate speciÑc loan status reports on certain loans rated ""substandard'' or worse in excess of a speciÑed
dollar amount. On an ongoing basis, an independent loan review function reviews classiÑed loans to ensure
the accuracy of the loan classiÑcations. Estimated reserves for each of these credits are determined by
reviewing current collateral value, Ñnancial information, cash Öow, payment history and trends and other
relevant facts surrounding the particular credit. In addition, the appraisal function reviews the
reasonableness of the third party appraisals. Provisions for losses on the remaining commercial loans are
based on pools of similar loans using a combination of historical loss experience and migration analysis,
which considers the probability of a loan moving from one risk rating category to another over the passage
of time, transition matrix and qualitative adjustments.

For the residential real estate and consumer loan portfolios, the range of reserves is calculated by
applying historical charge-oÅ and recovery experience to the current outstanding balance in each loan
category, with consideration given to loan growth over the preceding twelve months.

Accounting for Acquisitions and Review of Goodwill and Other Intangible Assets

In connection with acquisitions of other companies, we generally record as assets on our Ñnancial
statements both goodwill, an intangible asset which is equal to the excess of the purchase price which we
pay for another company over the estimated fair value of the net assets acquired, and identiÑable
intangible assets such as core deposit intangibles, non-compete agreements and customer lists. Due to a
change in an accounting standard, since January 1, 2002 we are no longer required to amortize the amount
of our goodwill through a charge to expense over the period of its expected life, and instead regularly
evaluate whether the carrying value of our goodwill has become impaired, in which case we reduce its
carrying value through a charge to our earnings. Goodwill is evaluated for impairment at the reporting unit
level, and there is goodwill recorded in the following reporting units: Community Banking, Insurance
Brokerage and Investment Management. Core deposit and other identiÑable intangible assets are amortized
to expense over their estimated useful lives and are reviewed for impairment whenever events or changes
in circumstances indicate that the carrying amount of the asset may not be recoverable. The valuation
techniques used by us to determine the carrying value of tangible and intangible assets acquired in
acquisitions and the estimated lives of identiÑable intangible assets involve estimates for discount rates,
projected future cash Öows and time period calculations, all of which are susceptible to change based on
changes in economic conditions and other factors. Any changes in the estimates which we use to
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determine the carrying value of our goodwill and identiÑable intangible assets or which otherwise adversely
aÅects their value or estimated lives would adversely aÅect our results of operations. At December 31,
2002, our goodwill and identiÑable intangible assets amounted to $660.7 and $34.5 million, respectively,
and during 2002, 2001 and 2000 our amortization expense amounted to $6.5 million, $22.1 million and
$21.0 million, respectively (which reÖects our cessation of the amortization of goodwill).

Accounting for Pension Plans

We use a December 31 measurement date to determine our pension expense and related Ñnancial
disclosure information. In accordance with SFAS No. 87, we set the discount rate for our retirement plans
by reference to investment grade bond yields. We use Moody's published AA yield for long-term corporate
bonds for the month of December as an index, and our discount rate is set within 25 basis points of the
index. Moody's AA yield dropped from 7.19% for December 2001 to 6.63% for December 2002. Similarly,
we evaluate the expected long-term rate of return on the assets held in our deÑned beneÑt pension plan
based on market and economic conditions, the Plan's asset allocation and other factors. As a consequence
of our most recent annual review, we reduced the discount rate for all of our employee beneÑt plans from
7.25% as of December 31, 2001 to 6.75% as of December 31, 2002 and reduced our expected rate of
return on our pension plan assets from 9.0% for 2002 to 8.5% for 2003. Pension expense is very sensitive to
changes in the discount rate and the expected return on assets. For example, a change in the discount rate
by 0.25% (while holding other assumptions constant) would result in a $1.0 million change in our annual
pension expense, and a change in the expected rate of return by 0.25% (while holding other assumptions
constant) would result in a $.4 million change in our annual pension expense.

As with the computations on pension expense, cash contribution requirements to the pension plan are
sensitive to changes in the assumed discount rate and the assumed rate of return on plan assets. We have
traditionally contributed the maximum tax-deductible amount to the pension plan each year, and we do
not anticipate that any increases in contribution requirements generated by recent poor stock market
performance will have a material impact on future cash Öows.

Unrecognized actuarial losses (which occur when investment returns are less than expected)
amounted to $25 and $18 million in 2002 and 2001, respectively, and will continue to be amortized into
pension expense in future periods. For a discussion of pension expense in recent periods and a projected
increase in pension expense in 2003 as a result of these changes in our pension plan estimates, see
""Results of Operations Ì Comparison of 2002 and 2001 Ì Noninterest Expense.''

Impact of New Accounting Standards

In January 2003,the FASB issued Interpretation No. 46, ""Consolidation of Variable Interest Entities,
an interpretation of ARB No. 51''. This Interpretation addresses the consolidation by business enterprises
of variable interest entities as deÑned in the Interpretation. The Interpretation applies immediately to
variable interest in variable interest entities created or obtained after January 31, 2003. The Interpretation
requires certain disclosures in Ñnancial statements issued after January 31, 2003 if it is reasonably possible
that we will consolidate or disclose information about variable interest entities when the Interpretation
becomes eÅective. We do not expect that the provisions of this Interpretation will have a material impact
on our Ñnancial condition or results of operations.

In December 2002, the FASB issued SFAS No. 148, ""Accounting for Stock-Based Compensation Ì
Transition and Disclosure''. SFAS No. 148 amends SFAS No. 123, ""Accounting for Stock-Based
Compensation'' to provide alternative methods of transition when companies elect to change from the
intrinsic method to the fair value method of accounting for stock-based employee compensation, including
stock options. In addition, the Statement amends the disclosure requirement of SFAS No. 123 to require
prominent disclosures in both annual and interim Ñnancial statements about the fair value based method of
accounting for stock-based employee compensation and the eÅect of the method used on reported results.
The statement is eÅective for Ñscal years ended after December 15, 2002 and the disclosures to be
provided in interim Ñnancial reports will be required for interim periods beginning after December 15,

33



2002. We currently use the intrinsic method of accounting for stock options and have not yet determined if
we will change from the intrinsic value method to the fair value method of accounting for employee stock
options. For additional information regarding our accounting for stock compensation, including a tabular
presentation of the eÅects on our net income and earnings per share had we utilized the fair value method
of accounting for stock options and other stock compensation, see ""Stock Compensation Plans'' in Note 1
to the Consolidated Financial Statements under Item 8.

In November 2002, the FASB issued FASB Interpretation No. 45, ""Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.'' This
Interpretation requires the recording at fair value the issuance of guarantees which would include the
issuance of standby letters of credit. The disclosure provisions of this Interpretation were implemented by
us as of December 31, 2002 and the initial recognition and measurement provisions will be implemented
beginning January 1, 2003. Adoption of the Interpretation is not expected to materially aÅect our Ñnancial
condition, results of operations, earnings per share or cash Öows. See also Note 19 to the Consolidated
Financial Statements.

In July 2002, the FASB issued SFAS No. 146, ""Accounting for Costs Associated with Exit or
Disposal Activities.'' SFAS No. 146 requires the recognition of certain costs associated with exit or
disposal activities when they are incurred rather than at the date of a commitment to an exit or disposal
plan. This Statement is to be applied prospectively to exit or disposal activities initiated after
December 31, 2002. Adoption of this standard is not expected to materially aÅect our Ñnancial condition,
results of operations, earnings per share or cash Öows.

In April 2002, the FASB issued SFAS No. 145 which rescinds SFAS No. 4, which required all gains
and losses from extinguishment of debt to be aggregated and, if material, classiÑed as an extraordinary
item, net of related income tax eÅect. Additionally, SFAS No. 145 amends SFAS No. 13 to require that
certain lease modiÑcations that have economic eÅects similar to sale-leaseback transactions be accounted
for in the same manner as sale-leaseback transactions. We will adopt SFAS 145 in 2003. Upon adoption,
we must reclassify prior period items that do not meet the extraordinary item classiÑcation criteria in
Opinion No. 30. In the fourth quarter of 2001, under the provisions of SFAS No. 4, we recorded an
extraordinary item from the early extinguishment of debt of $3.9 million after-tax, or $.03 per diluted
share. Upon adoption of SFAS No. 145, this will no longer qualify for extraordinary treatment and must
be reclassiÑed and included with noninterest expense.

In June 2001, the FASB issued SFAS No. 143, ""Accounting for Asset Retirement Obligations.''
SFAS No. 143 applies to legal obligations associated with the retirement of long-lived assets that result
from the acquisition, construction, development and (or) the normal operation of a long-lived asset. It is
eÅective for Ñnancial statements issued for Ñscal years beginning after June 15, 2002. The adoption of this
standard is not expected to have a material impact on our Ñnancial condition, results of operations,
earnings per share or cash Öows.

Forward Looking Statements

Certain statements contained herein are not based on historical facts and are ""forward-looking
statements'' within the meaning of federal securities laws. See ""Forward Looking Statements'' at the
beginning of this report.
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FINANCIAL TABLES

Table 1 Ì Three-Year Average Balance Sheets

The following table sets forth, for the periods indicated, information regarding (i) the total dollar amount of
interest income on interest-earning assets and the resultant average yields; (ii) the total dollar amount of interest
expense on interest-bearing liabilities and the resultant average cost; (iii) net interest income; (iv) interest rate
spread; and (v) net interest margin. For purposes of the table and the following discussion, (i) income from interest-
earning assets and net interest income is presented on a fully-taxable equivalent basis primarily by adjusting income
and yields earned on tax-exempt interest received on loans to qualifying borrowers and on certain of our securities to
make them equivalent to income and yields earned on fully-taxable investments, assuming a federal income tax rate
of 35%, and (ii) unpaid interest on nonaccrual loans has not been included for purposes of determining interest
income. Information is based on average daily balances during the indicated periods.

Table 1 Ì Three-Year Average Balance Sheets
Year Ended December 31,

2002 2001 2000

Average Yield/ Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate Balance Interest Rate

(Dollars in thousands)

Loans and leases (1)

Residential real estate mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,635,952 $ 177,837 6.75% $ 2,290,968 $ 169,962 7.42% $ 2,325,791 $ 174,450 7.50%

Commercial real estate mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,293,816 298,412 6.95% 3,216,865 265,280 8.25% 2,863,464 255,447 8.92%

Commercial loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,665,973 158,260 5.94% 2,342,009 180,705 7.72% 2,136,255 195,003 9.13%

Consumer loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,641,062 250,971 6.89% 3,396,165 280,180 8.25% 3,159,779 273,547 8.66%

Total loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,236,803 885,480 6.69% 11,246,007 896,127 7.97% 10,485,289 898,447 8.57%

Investment securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,403,807 353,576 5.52% 5,924,001 372,788 6.29% 6,405,415 434,225 6.78%

Federal funds sold and other short-term investmentsÏÏÏÏÏÏÏÏ 60,257 1,064 1.77% 34,620 1,168 3.37% 63,901 3,677 5.75%

Total earning assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,700,867 1,240,120 6.30% 17,204,628 1,270,083 7.38% 16,954,605 1,336,349 7.88%

Noninterest earning assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,759,852 1,341,081 1,388,621

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $21,460,719 $18,545,709 $18,343,226

Interest-bearing deposits:

Regular savingsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,743,501 15,444 0.89% $ 1,439,551 18,921 1.31% $ 1,498,197 29,750 1.99%

Now and money market accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,463,179 79,384 1.45% 4,257,428 109,998 2.58% 3,811,128 128,911 3.38%

CertiÑcates of depositÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,693,518 149,028 3.18% 4,512,284 226,437 5.02% 4,521,217 244,985 5.42%

Brokered deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,311 792 1.83% 151,980 8,618 5.67% 118,791 7,604 6.40%

Total interest-bearing deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,943,509 244,648 2.05% 10,361,243 363,974 3.51% 9,949,333 411,250 4.13%

Borrowed fundsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,870,795 193,952 3.98% 4,406,017 219,925 4.99% 5,104,043 315,487 6.18%

Total interest-bearing liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,814,304 438,600 2.61% 14,767,260 583,899 3.95% 15,053,376 726,737 4.83%

Non-interest bearing deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,623,135 2,168,387 1,942,148

Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 185,216 160,709 125,324

Shareholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,838,064 1,449,353 1,222,378

Total liabilities and shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $21,460,719 $18,545,709 $18,343,226

Net earning assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,886,563 $ 2,437,368 $ 1,901,229

Net interest income (fully-taxable equivalent)ÏÏÏÏÏÏÏÏÏÏÏÏÏ 801,520 686,184 609,612

Less: fully-taxable equivalent adjustmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,003) (6,294) (6,062)

Net interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 796,517 $ 679,890 $ 603,550

Net interest rate spread (fully-taxable equivalent)ÏÏÏÏÏÏÏÏÏÏ 3.69% 3.43% 3.05%

Net interest margin (fully-taxable equivalent) ÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.07% 3.99% 3.60%

(1) Loans and leases include portfolio loans and leases, loans held for sale and nonperforming loans, but unpaid
interest on nonperforming loans has not been included for purposes of determining interest income.
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Table 2 Ì Changes in Net Interest Income

The following table presents certain information on a fully-taxable equivalent basis regarding changes
in our interest income and interest expense for the periods indicated. For each category of interest-earning
assets and interest-bearing liabilities, information is provided with respect to changes attributable to
(1) changes in rate (change in rate multiplied by prior year volume), (2) changes in volume (change in
volume multiplied by prior year rate) and (3) changes in rate/volume (change in rate multiplied by
change in volume).

Year Ended December 31, 2002 vs. 2001 Year Ended December 31, 2001 vs. 2000
Increase (Decrease) Due to Increase (Decrease) Due to

Rate and Total Rate and Total
Volume (1) Rate Volume (2) Change Volume (1) Rate Volume (2) Change

(Dollars in thousands)

Interest income:
Loans and leases ÏÏÏÏÏÏÏÏ $158,666 $(143,949) $(25,364) $(10,647) $ 65,194 $(62,912) $(4,602) $ (2,320)
Investment securitiesÏÏÏÏÏ 30,180 (45,615) (3,777) (19,212) (32,640) (31,387) 2,590 (61,437)
Federal funds sold and

other short-term
investmentsÏÏÏÏÏÏÏÏÏÏÏ 864 (554) (414) (104) (1,684) (1,521) 696 (2,509)

Total interest income ÏÏÏÏ 189,710 (190,118) (29,555) (29,963) 30,870 (95,820) (1,316) (66,266)

Interest expense:
Interest-bearing deposits

Regular savings ÏÏÏÏÏÏÏ 3,982 (6,046) (1,413) (3,477) (1,167) (10,188) 526 (10,829)
NOW and money

market accountsÏÏÏÏÏ 31,108 (48,109) (13,613) (30,614) 15,085 (30,489) (3,509) (18,913)
CertiÑcates of deposit ÏÏ 9,098 (83,026) (3,481) (77,409) (484) (18,085) 21 (18,548)
Brokered deposits ÏÏÏÏÏ (6,162) (5,836) 4,172 (7,826) 2,124 (867) (243) 1,014

Total interest-bearing
depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38,026 (143,017) (14,335) (119,326) 15,558 (59,629) (3,205) (47,276)

Borrowed funds ÏÏÏÏÏÏÏÏÏ 23,192 (44,501) (4,664) (25,973) (43,138) (60,738) 8,314 (95,562)

Total interest expense ÏÏÏÏ 61,218 (187,518) (18,999) (145,299) (27,580) (120,367) 5,109 (142,838)

Net interest income (fully
taxable equivalent) ÏÏÏÏ $128,492 $ (2,600) $(10,556) $115,336 $ 58,450 $ 24,547 $(6,425) $ 76,572

(1) Volume increases include the eÅects of the acquisitions of Andover Bancorp, Inc. and MetroWest
Bank on October 31, 2001, Ipswich Bancshares, Inc. on July 26, 2002 and Bancorp Connecticut, Inc.
on August 31, 2002.

(2) Includes changes in interest income and expense not due solely to volume or rate changes.

Table 3 Ì Mortgage Banking Services Income

The following table sets forth certain information relating to our mortgage banking activities at the
dates and for the period indicated.

At or For the Year Ended December 31,

2002 2001 2000

(In thousands)

Residential mortgages serviced for investorsÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $701,274 $964,027 $1,618,610

Residential mortgage sales incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 11,404 $ 9,122 $ 2,811

Residential mortgage servicing income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15) 1,364 8,414

Change in impairment reserve for mortgage servicing rights Ì Ì 2,895

Valuation adjustment of mortgage servicing rights ÏÏÏÏÏÏÏÏ (2,850) (62) (197)

Gain on sale of mortgage servicing rights ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 706 8,040

Mortgage banking services income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 8,539 $ 11,130 $ 21,963
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Table 4 Ì Other Noninterest Expenses

The following table sets for other noninterest expenses for the periods indicated.

Year Ended December 31,

2002 2001 2000

(Dollars in thousands)

Telephone ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $13,396 $11,574 $13,261

OÇce supplies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,736 9,106 9,877

Postage and freight ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,707 9,366 9,365

Miscellaneous loan costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,290 7,380 6,893

Deposits and other assessmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,541 3,460 4,118

Collection and carrying costs of non-performing assets ÏÏÏÏÏÏÏÏÏ 2,713 3,511 1,140

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,975 42,840 42,977

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $89,358 $87,237 $87,631

Table 5 Ì Securities Available for Sale and Held to Maturity

The following table sets forth our investment securities at the dates indicated.

December 31,

2002 2001 2000

(Dollars in thousands)

Securities available for sale:

U.S. Government and federal agencies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,539,447 $ 531,256 $ 544,392

Tax-exempt bonds and notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 95,332 112,845 83,133

Other bonds and notesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 356,551 560,090 426,199

Mortgage-backed securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,659,334 3,577,405 3,591,923

Collateralized mortgage obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 581,357 681,366 575,091

Total debt securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,232,021 5,462,962 5,220,738

Federal Home Loan Bank stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 275,768 264,943 242,632

Federal Reserve Bank stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,250 23,159 13,312

Other equity securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,177 4,183 1,488

Total equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 318,195 292,285 257,432

Net unrealized gain (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 181,251 61,991 (53,059)

Fair value of securities available for saleÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,731,467 $5,817,238 $5,425,111

Securities held to maturity:

Collateralized mortgage obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 216,409 $ 339,623 $ 455,547

Amortized cost of securities held to maturityÏÏÏÏÏÏÏÏÏÏ $ 216,409 $ 339,623 $ 455,547

Fair value of securities held to maturity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 221,571 $ 340,737 $ 457,110

Excess of fair value over recorded value ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 5,162 $ 1,114 $ 1,563

Fair value as a % of amortized costÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 102.4% 100.3% 100.3%
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Table 6 Ì Maturities of Securities

The following table sets forth the contractual maturities and fully-taxable equivalent weighted average
yields of our debt securities at December 31, 2002. Actual maturities will diÅer from contractual
maturities because borrowers may have the right to call or prepay obligations with or without call or
prepayment penalties.

Amortized Cost Maturing in

Less Than 1 More than 5 More than 10
Year 1 to 5 Years to 10 Years Years Total

Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield

(Dollars in thousands)

Available for Sale:

U.S. Government and
federal agencies ÏÏÏÏÏÏÏÏ $ 62,581 2.71% $1,202,902 3.72% $ 273,964 4.33% $ Ì Ì $1,539,447 3.78%

Tax-exempt bonds and
notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 72,111 3.10% 8,031 4.47% 5,204 4.56% 9,986 5.51% 95,332 3.55%

Other bonds and notes ÏÏÏÏ 9,710 5.35% 136,351 5.46% 28,104 6.87% 182,386 6.18% 356,551 5.94%

Mortgage-backed securities 4,348 4.88% 20,514 5.62% 1,007,355 5.50% 2,627,117 5.68% 3,659,334 5.63%

Collateralized mortgage
obligations ÏÏÏÏÏÏÏÏÏÏÏÏ 3,951 6.64% 802 7.54% 236,445 5.02% 340,159 5.81% 581,357 5.50%

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $152,701 3.23% $1,368,600 3.93% $1,551,072 5.24% $3,159,648 5.72% $6,232,021 5.15%

Held to Maturity:

Collateralized mortgage
obligations ÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì $ 221,571 7.09% $ 221,571 7.09%

Table 7 Ì Composition of Loan and Lease Portfolio

The following table sets forth the composition of our loan and lease portfolio at the dates indicated.

December 31,

2002 2001 2000 1999 1998

% of % of % of % of % of
Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans

(Dollars in thousands)

Residential real estate loansÏÏ $ 2,382,197 16.95% $ 2,627,125 20.66% $ 2,248,714 20.73% $2,270,417 23.04% $3,088,864 31.13%

Commercial real estate loans:

Permanent Ñrst mortgage
loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,151,674 29.54% 3,509,311 27.60% 2,663,775 24.56% 2,493,492 25.30% 2,078,725 20.94%

Construction and
development loansÏÏÏÏÏÏ 640,375 4.55% 584,728 4.60% 291,388 2.69% 202,825 2.06% 204,372 2.06%

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,792,049 34.09% 4,094,039 32.20% 2,955,163 27.25% 2,696,317 27.36% 2,283,097 23.00%

Commercial business loans
and leasesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,968,474 21.12% 2,462,653 19.37% 2,308,904 21.29% 1,924,201 19.53% 1,836,412 18.50%

Consumer loans and leasesÏÏÏ 3,913,288 27.84% 3,531,513 27.77% 3,332,881 30.73% 2,963,721 30.07% 2,716,764 27.37%

Total loans receivable ÏÏÏÏÏÏÏ $14,056,008 100.00% $12,715,330 100.00% $10,845,662 100.00% $9,854,656 100.00% $9,925,137 100.00%

38



Table 8 Ì Scheduled Contractual Amortization of Certain Loans and Lease at December 31, 2002

The following table sets forth the scheduled contractual amortization of our construction and
development loans and commercial business loans and leases at December 31, 2002, as well as the amount
of loans which are scheduled to mature after one year which have Ñxed or adjustable interest rates.

Real Estate
Construction Commercial

and Development Business Loans
Loans and Leases Total

(Dollars in thousands)

Amounts due:

Within one yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $187,304 $1,490,205 $1,677,509

After one year through Ñve years ÏÏÏÏÏÏÏÏÏÏÏÏÏ 281,424 1,186,866 1,468,290

Beyond Ñve years ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 171,647 291,403 463,050

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $640,375 $2,968,474 $3,608,849

Interest rate terms on amounts due after one year:

FixedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $175,724 $ 674,124 $ 849,848

Adjustable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 277,347 804,145 1,081,492

Table 9 Ì Commercial Loans by State

The following table presents commercial loans by geographical area at the dates indicated.

Commercial Real Estate Commercial Business Total Commercial Loans
December 31, December 31, December 31,

2002 2001 2002 2001 2002 2001

(Dollars in thousands)

Massachusetts ÏÏÏÏÏÏÏ $2,174,534 $1,811,387 $ 982,078 $ 877,183 $3,156,612 $2,688,570

Maine ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 868,091 781,191 640,258 533,392 1,508,349 1,314,583

New Hampshire ÏÏÏÏÏÏ 703,743 634,032 461,079 403,056 1,164,822 1,037,088

Vermont ÏÏÏÏÏÏÏÏÏÏÏÏ 594,849 562,482 419,291 412,454 1,014,140 974,936

Connecticut ÏÏÏÏÏÏÏÏÏ 286,658 145,816 265,503 94,460 552,161 240,276

New York ÏÏÏÏÏÏÏÏÏÏÏ 164,174 159,131 200,265 142,108 364,439 301,239

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏ $4,792,049 $4,094,039 $2,968,474 $2,462,653 $7,760,523 $6,556,692

Table 10 Ì Change in Deposit Balances by Category of Deposit

The following table presents the changes in the balances of deposits outstanding at the dates
indicated.

December 31, 2002-2001 Change

2002 2001 2000 Amount Percent

(Dollars in thousands)

Demand depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,974,199 $ 2,603,339 $ 2,114,600 $ 370,860 14.25%

Money market access/NOW
accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,091,429 5,129,626 3,975,318 961,803 18.75%

Savings accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,940,195 1,604,556 1,386,286 335,639 20.92%

CertiÑcates of deposit ÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,658,778 4,811,357 4,461,983 (152,579) (3.17%)

Brokered deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 72,171 169,069 (72,171) (100.00%)

Total deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $15,664,601 $14,221,049 $12,107,256 $1,443,552 10.15%
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Table 11 Ì Maturity of CertiÑcates of Deposits of $100,000 or more at December 31, 2002

The following table sets forth the scheduled maturity of certiÑcates of deposit of $100,000 or more at
December 31, 2002.

December 31, 2002

Balance Percent

(Dollars in thousands)

3 months or lessÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 328,467 30%

Over 3 to 6 months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 269,627 25%

Over 6 to 12 months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 190,495 17%

More than 12 months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 302,142 28%

$1,090,731 100%

Table 12 Ì Five-Year Table of Activity in the Allowance for Loan and Lease Losses

The following table sets forth information concerning the activity in our allowance for loan and lease
losses during the periods indicated.

Year Ended December 31,

2002 2001 2000 1999 1998

(Dollars in thousands)

Allowance at the beginning of
periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 189,837 $ 153,550 $ 155,048 $ 155,098 $ 150,615

Additions due to acquisitions ÏÏÏ 12,794 31,277 Ì Ì 2,200

Charge-oÅs:

Real estate loans ÏÏÏÏÏÏÏÏÏÏÏ 1,152 2,893 5,394 8,698 10,233

Commercial business loans
and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,455 20,899 7,790 5,125 7,718

Consumer loans and leases ÏÏÏ 26,395 21,860 21,508 22,211 20,459

Total loans charged oÅ ÏÏÏÏ 52,002 45,652 34,692 36,034 38,410

Recoveries:

Real estate loans ÏÏÏÏÏÏÏÏÏÏÏ 239 463 2,478 3,153 6,912

Commercial business loans
and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,972 4,800 2,334 3,188 4,040

Consumer loans and leases ÏÏÏ 4,119 3,510 4,563 6,068 5,966

Total loans recoveredÏÏÏÏÏÏ 13,330 8,773 9,375 12,409 16,918

Net charge-oÅsÏÏÏÏÏÏÏÏÏÏÏ 38,672 36,879 25,317 23,625 21,492

Provision for loan and lease
losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,314 41,889 23,819 23,575 23,775

Allowance at the end of the
periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 208,273 $ 189,837 $ 153,550 $ 155,048 $ 155,098

Average loans and leases
outstanding (excluding loans
held for sale) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $13,182,785 $11,173,723 $10,449,753 $9,616,914 $10,183,379

Ratio of net charge-oÅs to
average loans and leases
outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.29% 0.33% 0.24% 0.25% 0.21%

Ratio of allowance to total
portfolio loans and leases at
end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.48% 1.49% 1.42% 1.57% 1.56%

Ratio of allowance to
nonperforming loans and
leases at end of periodÏÏÏÏÏÏÏ 319.17% 252.29% 249.13% 266.74% 206.71%
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Table 13 Ì Allocation of the Allowance for Loan and Lease Losses Ì Five Year Schedule

The allowance for loan and lease losses is available for oÅsetting credit losses in connection with any
loan, but is internally allocated to various loan categories as part of our process for evaluating the adequacy
of the allowance for loan and lease losses. The following table sets forth information concerning the
allocation of our allowance for loan and lease losses by loan categories at the dates indicated.

December 31,

2002 2001 2000 1999 1998

Percent of Percent of Percent of Percent of Percent of
Loans in Each Loans in Each Loans in Each Loans in Each Loans in Each
Category to Category to Category to Category to Category to

Amount Total Loans Amount Total Loans Amount Total Loans Amount Total Loans Amount Total Loans

(Dollars in thousands)

Real estate

loans ÏÏÏÏÏÏÏÏ $108,094 51.04% $103,271 52.86% $ 81,026 47.98% $ 79,147 50.40% $ 77,516 54.13%

Commercial

business loans

and leasesÏÏÏÏ 63,940 21.12% 58,090 19.37% 50,486 21.29% 49,316 19.53% 46,753 18.50%

Consumer loans

and leasesÏÏÏÏ 36,239 27.84% 28,476 27.77% 22,038 30.73% 26,585 30.07% 30,829 27.37%

$208,273 100.00% $189,837 100.00% $153,550 100.00% $155,048 100.00% $155,098 100.00%

Table 14 Ì Net Charge-oÅs as a Percent of Average Loans and Leases Outstanding

The following table presents net charge-oÅs for the periods indicated.

Net Charge-oÅs to Average
Loans and Leases Outstanding

2002 2001 2000

Residential real estate mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ -0.01% 0.02% 0.08%

Commercial real estate mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.03% 0.06% 0.04%

Commercial business loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.58% 0.69% 0.26%

Consumer loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.61% 0.54% 0.54%

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.29% 0.33% 0.24%
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Table 15 Ì Five-Year Schedule of Nonperforming Assets

The following table sets for information regarding our nonperforming assets at the dates indicated.

December 31,

2002 2001 2000 1999 1998

(Dollars in thousands)

Nonaccrual loans Residential real estate loans ÏÏÏÏÏ $ 5,719 $ 8,311 $ 9,894 $17,283 $15,503

Commercial real estate loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,649 17,124 12,155 16,754 22,481

Commercial business loans and leases ÏÏÏÏÏÏÏÏÏÏ 32,693 40,341 32,583 17,027 18,736

Consumer loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,194 9,470 6,329 5,951 11,455

Total nonaccrual loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 65,255 75,246 60,961 57,015 68,175

Troubled debt restructurings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 673 1,112 6,857

Total nonperforming loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 65,255 75,246 61,634 58,127 75,032

Other nonperforming assets:

Other real estate owned, net of related reserves ÏÏ 100 1,861 4,074 8,154 10,354

Repossessions, net of related reservesÏÏÏÏÏÏÏÏÏÏÏ 3,536 2,016 1,424 2,911 3,635

Securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,104 Ì Ì Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,636 5,981 5,498 11,065 13,989

Total nonperforming assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $68,891 $81,227 $67,132 $69,192 $89,021

Accruing loans 90 days or more overdue ÏÏÏÏÏÏÏÏÏÏ $ 3,449 $ 6,227 $ 5,973 $12,131 $24,450

Total nonperforming loans as a percentage of total
loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.46% 0.59% 0.57% 0.59% 0.76%

Total nonperforming assets as a percentage of total
assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.29% 0.39% 0.37% 0.37% 0.54%

Total nonperforming assets as a percentage of total
loans and other nonperforming assets ÏÏÏÏÏÏÏÏÏÏÏ 0.49% 0.64% 0.62% 0.70% 0.90%
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Table 16 Ì Business Segment Reporting

The following table presents selected operating data for our business segments for the year ended
December 31, 2002.

Community Insurance Investment Investment
Banking Brokerage Planning Management Total

(Dollars in thousands)

Net interest income (expense) ÏÏÏÏÏÏÏÏÏÏÏÏ $796,859 ($ 341) ($ 12) $ 11 $796,517

Provision for loan and lease losses ÏÏÏÏÏÏÏÏÏ 44,314 Ì Ì Ì 44,314

Net interest income (expense) after
provision for loan and lease losses ÏÏÏÏÏÏÏ 752,545 (341) (12) 11 752,203

Noninterest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 184,802 44,840 11,571 33,295 274,508

Salaries and beneÑtsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 260,948 27,285 8,021 15,131 311,385

Occupancy and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 87,727 3,587 494 1,547 93,355

Data processing/aÇliate chargesÏÏÏÏÏÏÏÏÏÏÏ 35,039 635 742 4,286 40,702

Advertising and marketingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,436 287 200 316 17,239

Special charges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,691 Ì Ì Ì 14,691

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 87,158 4,861 917 2,592 95,528

Total non-interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 501,999 36,655 10,374 23,872 572,900

Income before taxes and amortization of
intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 435,348 7,844 1,185 9,434 453,811

Amortization of intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,360 132 Ì Ì 6,492

Pre-tax income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $428,988 $ 7,712 $ 1,185 $ 9,434 $447,319
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Table 17 Ì Fourth Quarter Summary

The following table presents operating results for the quarter ended December 31, 2002 and 2001.

Three Months Ended December 31,

2002 2001

(Dollars in thousands,
except per share data)

Condensed Income Statement

Net interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $199,563 $188,458

Provision for loan and lease lossesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,829 13,378

Net interest income after loan and lease loss provision ÏÏÏÏÏÏÏÏÏ 188,734 175,080

Noninterest income (excluding securities transactions) ÏÏÏÏÏÏÏÏÏ 77,736 63,560

Net securities gains ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,705 39

Noninterest expenses (excluding special charges)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 154,868 136,016

Special charges (1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,258 2,007

Income before income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 115,049 100,656

Income tax expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,911 35,152

Net income before extraordinary item ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 77,138 65,504

Extraordinary item-early extinguishment of debt, net of tax ÏÏÏÏÏ Ì 3,897

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 77,138 $ 61,607

Per Common Share

Basic earnings per share:

Net income before extraordinary item ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.52 $ 0.45

Extraordinary item-early extinguishment of debt, net of tax Ì (0.03)

$ 0.52 $ 0.42

Diluted earnings per share:

Net income before extraordinary item ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.52 $ 0.45

Extraordinary item-early extinguishment of debt, net of tax Ì (0.03)

$ 0.52 $ 0.42

Financial Ratios

Return on average assets (2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.35% 1.23%

Return on average equity (2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15.75% 14.45%

Net interest margin (fully-taxable equivalent) (2) ÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.86% 4.13%

Noninterest income as a percent of total income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29.73% 25.23%

EÇciency ratio (3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55.68% 54.76%

(1) Special charges consist of merger charges, charter consolidation costs, asset write-downs and branch
closing costs where applicable.

(2) Annualized.

(3) Represents noninterest expenses as a percentage of net interest income and noninterest income.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The information contained in the section captioned ""Management's Discussion and Analysis of
Financial Condition and Results of Operations -Asset Liability Management'' in Item 7 hereof is
incorporated herein by reference.
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Item 8. Consolidated Financial Statements and Notes to Consolidated Financial Statements
December 31, 2002 and 2001

BANKNORTH GROUP, INC.

CONSOLIDATED BALANCE SHEETS

December 31,

2002 2001

(In thousands, except number
of shares and per share data)

Assets
Cash and due from banks ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 690,250 $ 650,588
Federal funds sold and other short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 79,753 270,623
Securities available for sale, at market value ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,731,467 5,817,238
Securities held to maturity, market value $221,571 in 2002 and $340,737 in 2001 ÏÏÏÏÏÏÏ 216,409 339,623
Loans held for sale, market value $135,799 in 2002 and $117,674 in 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏ 128,622 117,674
Loans and leasesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,056,008 12,715,330

Less: Allowance for loan and lease losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 208,273 189,837

Net loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,847,735 12,525,493

Premises and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 271,677 237,440
Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 660,684 409,340
IdentiÑable intangible assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,474 57,293
Mortgage servicing rights ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,598 8,484
Bank owned life insuranceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 380,405 321,113
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 373,867 321,677

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $23,418,941 $21,076,586

Liabilities and Shareholders' Equity
Deposits:

Savings accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,940,195 $ 1,604,556
Money market access and NOW accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,091,429 5,129,626
CertiÑcates of deposit (including certiÑcates of $100 or more of $1,090,731 in 2002

and $1,133,699 in 2001) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,658,778 4,811,357
Brokered deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 72,171
Noninterest-bearing depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,974,199 2,603,339

Total deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,664,601 14,221,049
Short term borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,276,467 1,091,219
Long term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,861,058 3,417,413
Company obligated, mandatorily redeemable securities of subsidiary trusts holding solely

parent junior subordinated debentures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 295,056 93,756
Other liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 258,274 464,034

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,355,456 19,287,471

Commitments and contingencies
Shareholders' equity:

Preferred stock, par value $0.01; 5,000,000 shares authorized, none issued ÏÏÏÏÏÏÏÏÏÏÏ Ì Ì
Common stock, par value $0.01; 400,000,000 and 200,000,000 shares authorized,

168,892,284 issued in 2002 and 165,123,674 issued in 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,689 1,651
Paid-in capitalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,059,778 958,764
Retained earningsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,269,422 1,056,678
Unearned compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (1,017)
Treasury stock at cost (18,313,517 shares in 2002 and 13,903,074 shares in 2001) ÏÏÏÏ (382,350) (267,529)
Accumulated other comprehensive incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 114,946 40,568

Total shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,063,485 1,789,115

Total liabilities and shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $23,418,941 $21,076,586

See accompanying notes to Consolidated Financial Statements.
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BANKNORTH GROUP, INC.

CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

2002 2001 2000

(In thousands, except per share data)
Interest and dividend income:

Interest and fees on loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 882,190 $ 892,197 $ 894,449
Interest and dividends on securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 352,927 371,592 435,838

Total interest and dividend income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,235,117 1,263,789 1,330,287

Interest expense:
Interest on deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 244,648 363,974 411,250
Interest on borrowed fundsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 193,952 219,925 315,487

Total interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 438,600 583,899 726,737

Net interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 796,517 679,890 603,550
Provision for loan and lease lossesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,314 41,889 23,819

Net interest income after provision for loan and lease losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 752,203 638,001 579,731

Noninterest income:
Deposit services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 82,139 72,634 67,053
Insurance brokerage commissions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,439 39,360 25,748
Merchant and electronic banking income, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38,081 32,411 29,318
Trust and investment management services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,453 34,060 35,436
Loan fee income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,893 14,501 8,316
Bank-owned life insurance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,002 18,392 17,701
Investment planning services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,572 8,286 6,998
Mortgage banking services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,539 11,130 21,963
Net securities gains (losses) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,282 1,329 (15,456)
Other noninterest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,108 8,402 14,111

274,508 240,505 211,188

Noninterest expenses:
Salaries and employee beneÑtsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 311,385 261,317 230,184
Data processing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,702 38,670 37,607
Occupancy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52,422 45,921 39,198
Equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,933 34,572 31,740
Advertising and marketing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,239 11,907 12,009
Amortization of goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 11,061 10,466
Amortization of identiÑable intangible assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,492 11,023 10,550
Special charges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,691 7,614 43,007
Write-oÅ of branch automation project ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,170 Ì Ì
Other noninterest expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 89,358 87,237 87,631

579,392 509,322 502,392

Income before income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 447,319 369,184 288,527
Applicable income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 148,681 126,202 96,793

Net income before extraordinary item and cumulative eÅect of change in accounting
principle ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 298,638 242,982 191,734

Extraordinary item Ì early extinguishment of debt, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (3,897) Ì
Cumulative eÅect of change in accounting principle, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (290) Ì

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 298,638 $ 238,795 $ 191,734

Basic earnings per share:
Net income before extraordinary item and cumulative eÅect of accounting change ÏÏÏÏÏÏÏ $ 2.01 $ 1.73 $ 1.33
Extraordinary item, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (0.03) Ì
Cumulative eÅect of change in accounting principle, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2.01 $ 1.70 $ 1.33

Diluted earnings per share:
Net income before extraordinary item and cumulative eÅect of accounting change ÏÏÏÏÏÏÏ $ 1.99 $ 1.71 $ 1.32
Extraordinary item, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (0.03) Ì
Cumulative eÅect of change in accounting principle, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.99 $ 1.68 $ 1.32

Weighted average shares outstanding:
Basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 148,213 140,473 144,270
Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149,829 141,802 145,194

See accompanying notes to Consolidated Financial Statements.
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BANKNORTH GROUP, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Unearned Accumulated Other
Par Paid-in Retained Compen- Treasury Comprehensive

Value Capital Earnings sation Stock Income (Loss) Total

(In thousands)

Balances at December 31, 1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,496 $ 617,523 $ 787,238 $(2,751) $ (85,838) $(125,394) $1,192,274
Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 191,734 Ì Ì Ì 191,734
Unrealized gains on securities, net of

reclassiÑcation adjustment and taxesÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 90,657 90,657
Minimum pension liability, net of taxÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 250 250

Comprehensive incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 282,641

Cancellation of treasury shares at acquisition ÏÏÏÏ (1) (2,206) Ì Ì 2,207 Ì Ì
Treasury stock issued for employee beneÑt plans Ì Ì (10,790) Ì 30,486 Ì 19,696
Treasury stock purchased ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (96,585) Ì (96,585)
Issuance and distribution of restricted stock ÏÏÏÏÏ Ì (119) (195) Ì 484 Ì 170
Amortization of employee restricted stock ÏÏÏÏÏÏÏ Ì (390) Ì 992 Ì Ì 602
Common stock issued for acquisitions ÏÏÏÏÏÏÏÏÏÏ 1 1,324 Ì Ì Ì Ì 1,325
Decrease in unearned compensation Ì ESOPÏÏÏÏ Ì 1,122 Ì 405 Ì Ì 1,527
Payment of fractional shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (20) Ì Ì Ì Ì (20)
Cash dividends paid ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (70,773) Ì Ì Ì (70,773)

Balances at December 31, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,496 617,234 897,214 (1,354) (149,246) (34,487) 1,330,857
Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 238,795 Ì Ì Ì 238,795
Unrealized gains on securities, net of

reclassiÑcation adjustment and taxesÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 74,781 74,781
Unrealized gains on cash Öow hedges, net of

reclassiÑcation adjustment and taxesÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 274 274

Comprehensive incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 313,850

Premium on repurchase of trust preferred
securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (71) Ì Ì Ì Ì (71)

Treasury stock issued for employee beneÑt plans Ì 297 (6,811) Ì 32,662 Ì 26,148
Treasury stock purchased ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (151,546) Ì (151,546)
Issuance and distribution of restricted stock ÏÏÏÏÏ Ì (161) (243) Ì 601 Ì 197
Common stock issued for acquisitions ÏÏÏÏÏÏÏÏÏÏ 155 339,804 Ì Ì Ì Ì 339,959
Decrease in unearned compensation Ì ESOPÏÏÏÏ Ì 1,668 Ì 337 Ì Ì 2,005
Payment of fractional shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (7) Ì Ì Ì Ì (7)
Cash dividendsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (72,277) Ì Ì Ì (72,277)

Balances at December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,651 958,764 1,056,678 (1,017) (267,529) 40,568 1,789,115
Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 298,638 Ì Ì Ì 298,638
Unrealized gains on securities, net of

reclassiÑcation adjustment net of tax ÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 77,257 77,257
Unrealized losses on cash Öow hedges, net of

reclassiÑcation adjustment net of tax ÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì (2,054) (2,054)
Minimum pension liability, net of taxÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì (825) (825)

Comprehensive incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 373,016

Treasury stock issued for employee beneÑt plans Ì (6,989) Ì Ì 37,395 Ì 30,406
Treasury stock purchased ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (154,054) Ì (154,054)
Issuance and distribution of restricted stock ÏÏÏÏÏ Ì (963) Ì Ì 1,838 Ì 875
Common stock issued for acquisitions ÏÏÏÏÏÏÏÏÏÏ 38 102,829 Ì Ì Ì Ì 102,867
Decrease in unearned compensation Ì ESOPÏÏÏÏ Ì 6,137 Ì 1,017 Ì Ì 7,154
Cash dividendsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (85,894) Ì Ì Ì (85,894)

Balances at December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,689 $1,059,778 $1,269,422 $ Ì $(382,350) $ 114,946 $2,063,485

See accompanying notes to Consolidated Financial Statements.

47



BANKNORTH GROUP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2002 2001 2000

(In thousands)

Cash Öows from operating activities:
Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 298,638 $ 238,795 $ 191,734
Adjustments to reconcile net income to net cash provided by operating activities:

Provision for loan and lease lossesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,314 41,889 23,819
Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61,322 50,036 32,730
Write-oÅ of branch automation project ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,170 Ì Ì
Amortization of goodwill and other intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,492 22,084 21,016
Net decrease (increase) in deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,522 6,940 (3,445)
ESOP and restricted stock expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,154 2,005 1,527
Issuance and amortization of restricted stock units ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 875 197 772
Net (gains) losses realized from sales of securities and loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,456) (1,325) 10,726
Net (gains) losses realized from sales of loans held for sale (a component of

mortgage banking services) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12,577) (11,066) 915
Earnings from bank owned life insuranceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (20,002) (18,392) (17,701)
Net decrease (increase) in mortgage servicing rights ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,487 23,451 29,499
Proceeds from sales of loans held for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 863,560 911,347 308,191
Residential loans originated and purchased for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (865,068) (966,824) (277,919)
Net decrease (increase) in interest and dividends receivable and other assets ÏÏÏÏÏ (71,742) 21,924 (26,003)
Net increase (decrease) in other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 63,619 (22,278) (10,396)

Net cash provided by operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 391,308 298,783 285,465

Cash Öows from investing activities:
Proceeds from sales of securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,001,605 717,514 278,984
Proceeds from maturities and principal repayments of securities available for saleÏÏ 2,263,728 1,779,234 958,835
Purchases of securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,110,201) (1,905,296) (231,383)
Proceeds from maturities and principal repayments of securities held to maturity ÏÏ 123,214 115,924 98,510
Net (increase) decrease in loans and leasesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (545,822) (22,466) (1,045,822)
Proceeds from sales of loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 104,366 39,303 34,234
Net additions to premises and equipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (65,562) (41,759) (32,235)
Purchase of bank owned life insurance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (40,000) Ì Ì
Proceeds from policy coverage on bank owned life insurance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,690 1,213
Payment for acquisitions, net of cash acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12,074) 14,877 (22,274)

Net cash provided (used) by investing activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,280,746) 701,021 40,062

Cash Öows from Ñnancing activities:
Net increase (decrease) in deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 375,074 113,271 396,755
Net increase (decrease) in securities sold under repurchase agreements ÏÏÏÏÏÏÏÏÏÏ 729,645 583,929 (316,195)
Proceeds from Federal Home Loan Bank borrowingsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,092 5,737,151 12,799,452
Payments on Federal Home Loan Bank borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (325,849) (6,921,371) (13,449,029)
Net increase (decrease) in other borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (37,340) (29,772) 6,441
Issuance of subordinated long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 197,982 Ì
Proceeds from issuance (repurchase) of securities of subsidiary trustsÏÏÏÏÏÏÏÏÏÏÏÏ 193,150 (5,090) Ì
Treasury stock issued for employee beneÑt plans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30,406 26,141 21,001
Purchase of treasury stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (154,054) (151,546) (96,585)
Cash dividends paid to shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (85,894) (72,277) (70,773)

Net cash (used) provided by Ñnancing activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 735,230 (521,582) (708,933)

(Decrease) increase in cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (154,208) 478,222 (383,406)
Cash and cash equivalents at beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 871,211 392,989 776,395

Cash and cash equivalents at end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 717,003 $ 871,211 $ 392,989

In conjunction with the purchase acquisitions detailed in Note 3 to the Consolidated Financial Statements, assets were acquired
and liabilities were assumed as follows:

Fair value of assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,693,715 $ 3,025,847 $ 13,534
Less liabilities assumedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,355,197 2,521,054 12,263

For the years ended December 31, 2002, 2001 and 2000, interest of $434,685, $596,315 and $712,843 and income
taxes of $104,810, $121,592 and $92,970 were paid, respectively. During 2000 $3,094 of investment securities were
transferred to securities available for sale.

See accompanying notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(All dollar amounts expressed in thousands, except per share data)

1. Summary of SigniÑcant Accounting Policies

The accounting and reporting policies of Banknorth Group, Inc. (""Banknorth'') and its subsidiaries
conform to accounting principles generally accepted in the United States of America and to general
practice within the banking industry. Banknorth's principal business activities are retail and commercial
banking as well as trust and investment management, investment planning and insurance brokerage
services, and are conducted through the Banknorth's direct and indirect subsidiaries located in Maine, New
Hampshire, Massachusetts, Connecticut, Vermont and New York. Banknorth and its subsidiaries are
subject to regulation of, and periodic examination by, the OÇce of the Comptroller of Currency and the
Federal Reserve Board and the Superintendent of the Maine Bureau of Financial Regulations, among
other agencies. The following is a description of the more signiÑcant accounting policies.

Financial Statement Presentation

The Consolidated Financial Statements include the accounts of Banknorth and its subsidiaries.
Banknorth's principal operating subsidiary is Banknorth, NA (the ""Bank''). All signiÑcant intercompany
balances and transactions have been eliminated in consolidation. Certain amounts in prior periods have
been reclassiÑed to conform to the current presentation.

Assets held in a Ñduciary capacity are not assets of Banknorth and, accordingly, are not included in
the Consolidated Balance Sheets.

In preparing Ñnancial statements in conformity with accounting principles generally accepted in the
United States of America, management is required to make estimates and assumptions that aÅect the
reported amount of assets and liabilities and the disclosure of contingent assets and liabilities at the date of
the Ñnancial statements and revenues and expenses during the reporting period. Actual results could diÅer
from those estimates. Material estimates that are particularly susceptible to change relate to the
determination of the allowance for loan and lease losses, accounting for acquisitions and review of goodwill
and intangible assets, and accounting for pension plans.

Cash and Cash Equivalents

Banknorth is required to comply with various laws and regulations of the Federal Reserve Board
which require that Banknorth maintain certain amounts of cash on deposit and is restricted from investing
those amounts.

For purposes of reporting cash Öows, cash and cash equivalents include cash and due from banks,
federal funds sold and other short-term investments with maturities less than 90 days minus federal funds
purchased. Generally, federal funds are sold or purchased for one-day periods.

Securities

Investments in debt securities that management has the positive intent and ability to hold to maturity
are classiÑed as ""held to maturity'' and reÖected at amortized cost.

Investments not classiÑed as ""held to maturity'' are classiÑed as ""available for sale.'' Securities
available for sale consist of debt and equity securities that are available for sale in order to respond to
changes in market interest rates, liquidity needs, changes in funding sources and other similar factors.
These assets are speciÑcally identiÑed and are carried at market value. Changes in market value of
available for sale securities, net of applicable income taxes, are reported as a separate component of
shareholders' equity and comprehensive income. When a decline in market value of a security is
considered other than temporary, generally six months or longer, the cost basis of the individual security is

49



BANKNORTH GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

written down to market value as the new cost basis and the loss is charged to net securities gains
(losses) in the consolidated statements of income as a writedown. Banknorth does not have a trading
portfolio.

Premiums and discounts are amortized and accreted over the term of the securities on a method that
approximates the interest method. Gains and losses on the sale of securities are recognized at the time of
the sale using the speciÑc identiÑcation method.

Loans and Leases

Loans are carried at the principal amounts outstanding adjusted by partial charge-oÅs and net
deferred loan costs or fees. Residential real estate loans are generally placed on nonaccrual when reaching
120 days past due or in process of foreclosure. All closed-end consumer loans 90 days or more past due
and any equity line in the process of foreclosure are placed on nonaccrual status. Secured consumer loans
are written down to realizable value and unsecured consumer loans are charged-oÅ upon reaching 120 or
180 days past due depending on the type of loan. Commercial real estate loans and commercial business
loans and leases which are 90 days or more past due are generally placed on nonaccrual status, unless
secured by suÇcient cash or other assets immediately convertible to cash. When a loan has been placed on
nonaccrual status, previously accrued and uncollected interest is reversed against interest on loans. A loan
can be returned to accrual status when collectibility of principal is reasonably assured and the loan has
performed for a period of time, generally six months. Loans are considered impaired when it is probable
that Banknorth will not be able to collect all amounts due according to the contractual terms of the loan
agreement. Factors considered by management in determining impairment include payment status and
collateral value.

Loan origination and commitment fees and certain direct origination costs are deferred, and the net
amount is amortized as an adjustment of the related loan's yield using methods that approximate the level
yield method over the estimated lives of the related loans.

Consumer lease Ñnancing loans are carried at the amount of minimum lease payments plus residual
values, less unearned income which is amortized into interest income using the interest method.

Allowance for Loan and Lease Losses

The allowance for loan and lease losses is maintained at a level determined to be adequate by
management and approved by the Board Risk Committee to absorb future charge-oÅs of loans and leases
deemed uncollectable. This allowance is increased by provisions charged to operating expense and by
recoveries on loans previously charged oÅ, and reduced by charge-oÅs on loans and leases.

Arriving at an appropriate level of allowance for loan and lease losses necessarily involves a high
degree of judgment. The ongoing evaluation process includes a formal analysis of the allowance each
quarter, which considers, among other factors, the character and size of the loan portfolio, business and
economic conditions, loan growth, charge-oÅ experience, delinquency trends, nonperforming loan trends,
portfolio migration data and other asset quality factors.

For the commercial business loan and lease and the commercial real estate loan portfolios, we
evaluate speciÑc loan status reports on certain commercial and commercial real estate loans rated
""substandard'' or worse in excess of a speciÑed dollar amount. Estimated reserves for each of these credits
is determined by reviewing current collateral value, Ñnancial information, cash Öow, payment history and
trends 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 loss experience and migration analysis, which considers the probability of a loan moving from
one risk rating category to another over the passage of time, transition matrix and qualitative adjustments.
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For the residential real estate and consumer loan portfolios, the range of reserves is calculated by
applying historical charge-oÅ and recovery experience to the current outstanding balance in each loan
category, with consideration given to loan growth over the preceding twelve months.

Although management uses available information to establish the appropriate level of the allowance
for loan and lease losses, future additions to the allowance may be necessary because estimates are
susceptible to change as a result of changes in economic conditions and other factors. In addition, various
regulatory agencies, as an integral part of their examination process, periodically review Banknorth's
allowance for loan and lease losses. Such agencies may require Banknorth to recognize adjustments to the
allowance based on their judgments about information available to them at the time of their examination.

Bank Owned Life Insurance

Bank owned life insurance (""BOLI'') represents life insurance on the lives of certain employees who
have provided positive consent allowing the Bank to be the beneÑciary of such policies. Increases in the
cash value of the policies, as well as insurance proceeds received, are recorded in other noninterest income,
and are not subject to income taxes. The cash value is included in assets. Banknorth reviews the Ñnancial
strength of the insurance carrier prior to the purchase of BOLI and annually thereafter, and BOLI with
any individual carrier is limited to 10% of capital plus reserves.

Premises and Equipment

Premises and equipment are stated at cost less accumulated depreciation and amortization.
Depreciation and amortization are computed on the straight-line method over the estimated useful lives of
related assets; generally 25 to 40 years for premises and 3 to 7 years for equipment.

Costs of software developed for internal use, such as those related to software licenses, programming,
testing, conÑguration and integration, are capitalized and included in premises and equipment. Included in
the capitalized costs are those costs related to both Company personnel and third party consultants
involved in the development and installation. Once placed in service, the capitalized asset is amortized on
a straight-line basis over its estimated useful life, generally Ñve to seven years. Capitalized costs of
software developed for internal use are reviewed on an ongoing basis for compliance with accounting
standards. In addition, management periodically reviews capitalized costs for impairment. SigniÑcant
judgment is exercised in these impairment reviews including the periodic evaluation of the cost/beneÑt
analyses of software projects under development and the determination of the remaining useful life of
completed software projects.

Goodwill and IdentiÑable Intangible Assets

Banknorth's acquisition strategy has historically used both the pooling-of-interest and purchase
method of accounting for acquisitions. EÅective July 1, 2001, the purchase method of accounting is the
only acceptable accounting method. For acquisitions accounted for under the purchase method, assets
acquired and liabilities assumed must be recorded based on their estimated fair value, which in many
instances involves estimates based on third party valuations, discounted cash Öows or other valuation
techniques. Certain liabilities such as employee severance, facility closings and contract terminations may
be accrued as part of the cost of acquisition. Purchase acquisitions typically result in goodwill or other
intangible assets which are subject to ongoing periodic impairment tests. Goodwill is evaluated for
impairment at least annually using several fair value techniques, including market capitalization,
discounted future cash Öows and multiples of revenues/earnings. The valuation techniques contain
estimates such as discount rate, projected future cash Öows and time period in their calculations.
Furthermore, the determination of which intangible assets have Ñnite lives is subjective, as is the
determination of the amortization period for such intangible assets. Goodwill is evaluated for impairment
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at the reporting unit level, and there is goodwill recorded in the following reporting units: Community
Banking, Insurance Brokerage and Investment Management.

IdentiÑable intangible assets consists of core deposit intangibles, noncompete agreements and
customer lists and are amortized over their estimated useful lives on a method that approximates the
amount of economic beneÑts to Banknorth. They are reviewed for impairment whenever events or changes
in circumstances indicate that the carrying amount of the asset may not be recoverable. The useful lives
are shown below:

Core deposit intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 Ó 10 years

Noncompete agreementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 Ó 3 years

Customer lists ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 Ó 8 years

Impairment of Long-Lived Assets Other than Goodwill

Banknorth reviews long-lived assets, including premises and equipment and other intangible assets for
impairment at least annually or whenever events or changes in business circumstances indicate that the
remaining useful life may warrant revision or that the carrying amount of the long-lived asset may not be
fully recoverable. Banknorth performs undiscounted cash Öow analyses to determine if impairment exists.
If impairment is determined to exist, any related impairment loss is calculated based on fair value.
Impairment losses on assets to be disposed of, if any, are based on the estimated proceeds to be received,
less costs of disposal.

Mortgage Banking and Loans Held for Sale

Residential mortgage loans originated for sale are classiÑed as held for sale. These loans are
speciÑcally identiÑed and carried at the lower of aggregate cost or estimated market value. Market value is
estimated based on outstanding investor commitments or, in the absence of such commitments, current
investor yield requirements. Forward commitments to sell residential real estate mortgages are contracts
that Banknorth enters into for the purpose of reducing the market risk associated with originating loans for
sale should interest rates change. Forward commitments to sell are recorded at fair value and are included
with loans held for sale. Commitments to originate rate-locked loans are also accounted for at fair value
and are classiÑed in loans held for sale.

Gains and losses on sales of mortgage loans are determined using the speciÑc identiÑcation method
and recorded as mortgage sales income, a component of mortgage banking services income. The gains and
losses resulting from the sales of loans with servicing retained are adjusted to recognize the present value
of future servicing fee income over the estimated lives of the related loans. Since the fourth quarter of
2000, Banknorth has generally sold residential loans and the related servicing rights on a Öow basis.

Mortgage servicing rights are amortized on a method that approximates the estimated weighted
average life of the underlying loans serviced for others. Amortization is recorded as a charge against
mortgage service fee income, a component of mortgage banking services income. Banknorth's assumptions
with respect to prepayments, which aÅect the estimated average life of the loans, are adjusted periodically
to reÖect current circumstances. In evaluating the realizability of the carrying values of mortgage servicing
rights, Banknorth obtains third party valuations based on loan level data including note rate, type and term
on the underlying loans.

Mortgage servicing fees received from investors for servicing their loan portfolios are recorded as
mortgage servicing fee income when received. Loan servicing costs are charged to noninterest expenses
when incurred.
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Derivative Financial Instruments

EÅective January 1, 2001, Banknorth adopted Statement of Financial Accounting Standards
(""SFAS'') No. 133, ""Accounting for Derivative Instruments and Hedging Activities.'' SFAS 133 sets
accounting and reporting standards for derivative instruments and hedging activities and requires that all
derivatives be recognized on the balance sheet at fair value. Banknorth recognized an after-tax loss of
$290 thousand from the cumulative eÅect of adoption of this accounting standard.

Starting January 1, 2001, Banknorth recognizes all derivatives on the balance sheet at fair value. On
the date the derivative is entered into, Banknorth designates whether the derivative is part of a hedging
relationship (cash Öow or fair value hedge). Banknorth formally documents relationships between hedging
instruments and hedged items, as well as its risk management objective and strategy for undertaking hedge
transactions. Banknorth also assesses, both at the hedge's inception and on an ongoing basis, whether the
derivatives used in hedging transactions are highly eÅective in oÅsetting changes in cash Öows or fair
values of hedged items.

From time to time Banknorth may use certain hedging strategies which include the use of derivative
Ñnancial instruments. The primary objective of Banknorth's hedging strategies is to reduce net interest rate
exposure arising from Banknorth's asset and liability structure and mortgage banking activities. Banknorth
uses forward delivery contracts to reduce interest rate risk on closed residential mortgage loans held for
sale and rate-locked loans expected to be closed and held for sale. Banknorth also purchases mortgage-
backed security options to modify its forward mortgage commitments. Changes in fair value of the options
are included in the calculation of the carrying value of loans held for sale.

Changes in fair value of a derivative that is highly eÅective and that qualiÑes as a cash Öow hedge are
recorded in other comprehensive income and are reclassiÑed into earnings when the related forecasted
transaction aÅects earnings, generally within 60 to 90 days. Banknorth discontinues hedge accounting when
it is determined that the derivative is no longer eÅective in oÅsetting changes in the cash Öows of the
hedge item, because it is unlikely that the forecasted transaction will occur, or management determines
that the designation of the derivative as a hedging instrument is no longer appropriate.

In 2002, Banknorth began oÅering commercial customers interest rate swap and cap products to
enable these customers to synthetically Ñx the interest rate on variable interest rate loans. These pay
variable, receive Ñxed interest rate swaps on our books are oÅset by entering into simultaneous pay Ñxed,
receive variable rate swaps with a third party broker/dealer. Both of these swap products are marked to
market and are carried on our balance sheet at fair value.

Pension, 401(k), and Other Employee BeneÑt Plans

Banknorth has non-contributory deÑned beneÑt pension plans that cover most employees. The beneÑts
are based on years of service and the employee's career average earnings. Banknorth has historically made
cash contributions to the deÑned beneÑt pension plan for the maximum amount that can be deducted for
federal income tax purposes. Contributions are intended to provide not only for beneÑts attributed to
service to date, but also for those expected to be earned in the future.

Banknorth uses a December 31 measurement date to determine its pension expense and related
Ñnancial disclosure information. In accordance with SFAS No. 87, the discount rate is set for the
retirement plans by reference to investment grade bond yields. Banknorth uses Moody's published AA
yield for long-term corporate bonds for the month of December as an index, and the discount rate is set
within 25 basis points of the index. Moody's AA yield dropped from 7.19% for December 2001 to 6.63%
for December 2002. Similarly, the expected long-term rate of return on the assets held in our deÑned
beneÑt pension plan was evaluated based on market and economic conditions, the Plan's asset allocation
and other factors. As a consequence of the most recent annual review, the discount rate for all of our
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employee beneÑt plans was reduced from 7.25% as of December 31, 2001 to 6.75% as of December 31,
2002 and the expected rate of return on the pension plan assets was reduced from 9.0% for 2002 to 8.5%
for 2003. Pension expense is very sensitive to changes in the discount rate and the expected return on
assets.

SigniÑcant actuarial losses (which occur when investment returns are less than expected) resulted
during 2002 and 2001 when one-year investment returns were substantially lower than the long-term
assumption as a result of declines in the stock market. These actuarial losses amounted to approximately
$25 million and $18 million in 2002 and 2001, respectively. The unrecognized actuarial loss will continue
to be amortized into earnings in future periods. Continued volatility in pension expense is expected as
assumed investment returns vary from actual.

Banknorth maintains Section 401(k) savings plans for substantially all of its employees. Employees
are eligible to participate in the 401(k) Plan on the Ñrst day of the month following their date of hire.
Under the plans, Banknorth makes a matching contribution of a portion of the amount contributed by
each participating employee, up to a percentage of the employee's annual salary. The plans allow for
supplementary proÑt sharing contributions by Banknorth, at its discretion, for the beneÑt of participating
employees.

Banknorth previously sponsored a ProÑt Sharing Employee Stock Ownership Plan (the ""ESOP'')
which was designed to invest primarily in Banknorth common stock. The ESOP was merged into the
401(k) Plan eÅective January 1, 2001. Banknorth previously sponsored a leveraged employee stock
ownership plan which was merged with and into the ESOP. The debt of the ESOP was fully paid in the
fourth quarter of 2002.

Stock Compensation Plans

Statement of Financial Accounting Standards SFAS No. 123, ""Accounting for Stock-Based
Compensation'' encourages all entities to adopt a fair value based method of accounting for employee
stock compensation plans, whereby compensation cost is measured at the grant date based on the value of
the award and is recognized over the service period, which is usually the vesting period. However, it also
allows an entity to continue to measure compensation cost for those plans using the intrinsic value based
method of accounting prescribed by APB Opinion No. 25, ""Accounting for Stock Issued to Employees,''
whereby compensation cost is the excess, if any, of the quoted market price of the underlying stock at the
grant date (or other measurement date) over the amount an employee must pay to acquire the stock upon
exercise of the stock option. Banknorth has elected to continue with the accounting methodology in
Opinion No. 25 and, as a result, must make pro forma disclosures of net income and earnings per share as
if the fair value based method of accounting had been applied. The pro forma disclosures include the
eÅects of all awards granted on or after January 1, 1995 and the eÅects of the Employee Stock Purchase
Plan. Had Banknorth determined cost based on the fair value at the grant date for its stock options and
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expense related to the employee stock purchase plan under SFAS No. 123, its net income would have
been reduced to the pro forma amounts indicated as follows:

Year Ended December 31,

2002 2001 2000

Net Income, as reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $298,638 $238,795 $191,734

Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards,
net of related tax eÅectsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,806) (5,218) (4,708)

Proforma net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $290,832 $233,577 $187,026

Earnings per share

Basic Ì As reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2.01 $ 1.70 $ 1.33

Proforma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.96 $ 1.66 $ 1.30

Diluted Ì As reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.99 $ 1.68 $ 1.32

Proforma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.94 $ 1.65 $ 1.29

Investments in Limited Partnerships

Banknorth has investments in both tax advantaged and small business investment limited partnerships.
The tax advantaged limited partnerships are primarily involved in approved low income housing investment
tax credit projects in Banknorth's market area while the small business investment limited partnerships are
primarily providing seed money to small businesses also in Banknorth's market area. These investments are
included in other assets. Investments in the tax advantaged limited partnerships are amortized over the
same period the tax beneÑts are expected to be received. The investments in small business investment
limited partnerships, for which Banknorth has the ability to exercise signiÑcant inÖuence (generally, a 3%
or greater ownership interest), are reviewed and adjusted quarterly based on the equity method. If
Banknorth does not exercise signiÑcant inÖuence, Banknorth's investment is accounted for under the cost
method and the carrying value is periodically evaluated for other than temporary impairment. Except for
Ñxed capital or loan commitments agreed to in advance, the partnerships have no recourse to Banknorth.

Income Taxes

Banknorth uses the asset and liability method of accounting for income taxes. Under this method,
deferred tax assets and liabilities are recognized for the future tax consequences attributable to diÅerences
between the Ñnancial statement carrying amounts of existing assets and liabilities and their respective tax
bases. If current available information raises doubt as to the realization of the deferred tax assets, a
valuation allowance is established. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary diÅerences are expected to be
recovered or settled. The eÅect on deferred tax assets and liabilities of a change in tax rates is recognized
in income in the period that includes the enactment date. Income taxes are allocated to each entity in the
consolidated group based on its share of taxable income. Management exercises signiÑcant judgment in
evaluating the amount and timing of recognition of the resulting tax liabilities and assets, including
projections of future taxable income. These judgments and estimates are reviewed on a regular basis as
regulatory and business factors change.

Tax credits generated from limited partnerships are reÖected in earnings when realized for federal
income tax purposes.
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Earnings Per Share

Earnings per share have been computed in accordance with SFAS No. 128, ""Earnings Per Share.''
Basic earnings per share have been calculated by dividing net income by weighted average shares
outstanding before any dilution and adjusted to exclude the weighted average number of unallocated shares
held by the ESOP. Diluted earnings per share have been calculated by dividing net income by weighted
average shares outstanding after giving eÅect to the potential dilution that could occur if the potential
common shares were converted into common stock using the treasury stock method.

Segment Reporting

An operating segment is deÑned as a component of a business for which separate Ñnancial information
is available that is evaluated regularly by the chief operating decision-maker in deciding how to allocate
resources and evaluate performance. Banknorth's primary business is community banking, which provides
over 90% of its revenues and proÑts. Accordingly, disaggregated segment information is not presented in
the notes to the Ñnancial statements.

2. New Accounting Pronouncements

In January 2003,the FASB issued Interpretation No. 46, ""Consolidation of Variable Interest Entities,
an interpretation of ARB No. 51''. This Interpretation addresses the consolidation by business enterprises
of variable interest entities as deÑned in the Interpretation. The Interpretation applies immediately to
variable interest in variable interest entities created or obtained after January 31, 2003. The Interpretation
requires certain disclosures in Ñnancial statements issued after January 31, 2003 if it is reasonably possible
that Banknorth will consolidate or disclose information about variable interest entities when the
Interpretation becomes eÅective. Banknorth does not expect that the provisions of this Interpretation will
have a material impact on its Ñnancial condition or results of operations.

In December 2002, the FASB issued SFAS No. 148, ""Accounting for Stock-Based Compensation Ì
Transition and Disclosure''. SFAS No. 148 amends SFAS No. 123, ""Accounting for Stock-Based
Compensation'' to provide alternative methods of transition when companies elect to change from the
intrinsic method to the fair value method of accounting for stock-based employee compensation, including
stock options. In addition, the Statement amends the disclosure requirement of SFAS No. 123 to require
prominent disclosures in both annual and interim Ñnancial statements about the fair value based method of
accounting for stock-based employee compensation and the eÅect of the method used on reported results.
The statement is eÅective for Ñscal years ended after December 15, 2002 and the disclosures to be
provided in interim Ñnancial reports will be required for interim periods beginning after December 15,
2002. We currently use the intrinsic method of accounting for stock options and have not yet determined if
we will change from the intrinsic value method to the fair value method of accounting for employee stock
options.

In November 2002, the FASB issued FASB Interpretation No. 45, ""Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.'' This
Interpretation requires the recording at fair value the issuance of guarantees which would include the
issuance of standby letters of credit. The disclosure provisions of this Interpretation have been
implemented as of December 31, 2002 and the initial recognition and measurement provisions will be
implemented beginning January 1, 2003. Adoption of the Interpretation is not expected to materially aÅect
our Ñnancial condition, results of operations, earnings per share or cash Öows. As of December 31, 2002,
the approximate fair value of the premium guarantees on the standby letters of credit was $890 thousand.
See also Note 19 to the Consolidated Financial Statements.
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In July 2002, the FASB issued SFAS No. 146, ""Accounting for Costs Associated with Exit or
Disposal Activities.'' SFAS No. 146 requires the recognition of certain costs associated with exit or
disposal activities when they are incurred rather than at the date of a commitment to an exit or disposal
plan. This Statement is to be applied prospectively to exit or disposal activities initiated after
December 31, 2002. Adoption of this standard is not expected to materially aÅect our Ñnancial condition,
results of operations, earnings per share or cash Öows.

In April 2002, the FASB issued SFAS No. 145 which rescinds SFAS No. 4, which required all gains
and losses from extinguishment of debt to be aggregated and, if material, classiÑed as an extraordinary
item, net of related income tax eÅect. Additionally, SFAS No. 145 amends SFAS No. 13 to require that
certain lease modiÑcations that have economic eÅects similar to sale-leaseback transactions be accounted
for in the same manner as sale-leaseback transactions. We will adopt SFAS 145 in 2003. Upon adoption,
we must reclassify prior period items that do not meet the extraordinary item classiÑcation criteria in
Opinion No. 30. In the fourth quarter of 2001, under the provisions of SFAS No. 4, we recorded an
extraordinary item from the early extinguishment of debt of $3.9 million after-tax, or $.03 per diluted
share. Upon adoption of SFAS No. 145, this will no longer qualify for extraordinary treatment and must
be reclassiÑed and included with noninterest expense.

In June 2001, the FASB issued SFAS No. 143, ""Accounting for Asset Retirement Obligations.''
SFAS No. 143 applies to legal obligations associated with the retirement of long-lived assets that result
from the acquisition, construction, development and (or) the normal operation of a long-lived asset. It is
eÅective for Ñnancial statements issued for Ñscal years beginning after June 15, 2002. The adoption of this
standard is not expected to have a material impact on our Ñnancial condition, results of operations,
earnings per share or cash Öows.

3. Acquisitions

Acquisitions are an important part of Banknorth's strategic plans. The following table summarizes
acquisitions completed since January 1, 2000. The 2002 acquisitions were accounted for as purchases, and
as such, were included in our results of operations from the date of acquisition.

Acquisitions 2002 Ó 2000

Transaction Related Items
Balance at Other Total

Acquisition DateAcquisition IdentiÑable Cash Shares Purchase
Date Assets Equity Goodwill Intangibles Paid Issued Price

(Dollars and shares in millions)

Warren Bancorp, Inc.(1)ÏÏÏÏÏÏ 12/31/2002 $ 466.1 $ 45.3 $ 88.8 $ 4.9 $ 59.8 2.7 $136.6

Bancorp Connecticut, Inc.(1)ÏÏ 8/31/2002 661.7 61.4 98.2 8.7 161.2 Ì 154.2

Ipswich Bancshares, Inc.(1) ÏÏÏ 7/26/2002 318.0 13.9 23.1 4.8 19.9 0.9 40.1

Andover Bancorp, Inc.(1)ÏÏÏÏÏ 10/31/2001 1,796.0 162.9 187.7 13.2 Ì 16.5 340.0

Metrowest Bank(1) ÏÏÏÏÏÏÏÏÏÏ 10/31/2001 907.7 62.0 97.1 5.0 164.8 Ì 164.8

Banknorth Group, Inc.
(Burlington, VT)(2) ÏÏÏÏÏÏÏ 5/10/2000 4,633.8 343.2 Ì Ì Ì 42.9 579.6

Insurance agency
acquisitions(1) ÏÏÏÏÏÏÏÏÏÏÏÏ 2000 Ó 2002 16.3 1.2 29.1 2.2 23.7 0.3 32.3

(1) Accounted for as a purchase.

(2) Accounted for as a pooling.
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During 2002, Banknorth acquired Ipswich Bancshares, Inc. (""Ipswich''), Bancorp Connecticut, Inc.
(""Bancorp''), Community Insurance Agencies, Inc. (""Community'') and Warren Bancorp (""Warren'').
The following table summarizes the estimated fair value of the assets acquired and liabilities assumed for
Ipswich, Bancorp, CIA and Warren at the date of acquisition. Banknorth expects that some adjustments of
the estimated fair values assigned to the assets acquired and liabilities assumed will be recorded in 2003,
although such adjustments are not expected to be signiÑcant. It is estimated that none of the goodwill will
be deductible for income tax purposes.

Assets:

InvestmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 315,275

Loans held for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,377

Loans and leases, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 920,909

Premises and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,937

Mortgage servicing rights ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 252

Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 215,586

Other intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,571

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 209,808

Total assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,693,715

Liabilities:

DepositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,068,478

Borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 258,911

Other liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,808

Total liabilities assumed ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,355,197

Net assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 338,518
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4. Securities Available for Sale and Held to Maturity

A summary of the amortized cost and market values of securities available for sale and held to
maturity follows:

Gross Gross
Amortized Unrealized Unrealized Market

Cost Gains Losses Value

Available for Sale

December 31, 2002:

U.S. Government obligations and obligations of U.S.
Government agencies and corporations ÏÏÏÏÏÏÏÏÏÏ $1,539,447 $ 21,514 $ (13) $1,560,948

Tax-exempt bonds and notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 95,332 2,053 (7) 97,378

Other bonds and notesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 356,551 14,796 (3,192) 368,155

Mortgage-backed securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,659,334 139,974 (87) 3,799,221

Collateralized mortgage obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 581,357 7,112 (1,143) 587,326

Total debt securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,232,021 185,449 (4,442) 6,413,028

Federal Home Loan Bank stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 275,768 0 0 275,768

Federal Reserve Bank stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,250 0 0 35,250

Other equity securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,177 415 (171) 7,421

Total equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 318,195 415 (171) 318,439

Total securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,550,216 $185,864 $ (4,613) $6,731,467

December 31, 2001:

U.S. Government obligations and obligations of
U.S. Government agencies and corporations ÏÏÏÏÏ $ 531,256 $ 6,592 $ (364) $ 537,484

Tax-exempt bonds and notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 112,845 1,443 (115) 114,173

Other bonds and notesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 560,090 8,461 (10,628) 557,923

Mortgage-backed securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,577,405 50,935 (1,321) 3,627,019

Collateralized mortgage obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 681,366 7,788 (1,313) 687,841

Total debt securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,462,962 75,219 (13,741) 5,524,440

Federal Home Loan Bank stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 264,943 Ì Ì 264,943

Federal Reserve Bank stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,159 Ì Ì 23,159

Other equity securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,183 569 (56) 4,696

Total equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 292,285 569 (56) 292,798

Total securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $5,755,247 $ 75,788 $(13,797) $5,817,238

Held to Maturity:

December 31, 2002:

Collateralized mortgage obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 216,409 $ 5,162 Ì $ 221,571

Total securities held to maturity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 216,409 $ 5,162 Ì $ 221,571

December 31, 2001:

Collateralized mortgage obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 339,623 $ 1,114 Ì $ 340,737

Total securities held to maturity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 339,623 $ 1,114 Ì $ 340,737
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The amortized cost and market values of debt securities at December 31, 2002 by contractual
maturities are shown below. Actual maturities will diÅer from contractual maturities because borrowers
may have the right to call or prepay obligations with or without call or prepayment penalties. At
December 31, 2002, Banknorth had $830.1 million of securities available for sale with call provisions.

Available for Sale Held to Maturity

Amortized Market Amortized Market
Cost Value Cost Value

December 31, 2002:

Due in one year or less ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 152,701 $ 153,801 $ Ì $ Ì

Due after one year through Ñve years ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,368,600 1,394,984 Ì Ì

Due after Ñve years through ten yearsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,551,072 1,600,383 Ì Ì

Due after ten years ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,159,648 3,263,860 216,409 221,571

Total debt securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $6,232,021 $6,413,028 $216,409 $221,571

A summary of realized gains and losses on securities available for sale for 2002, 2001 and 2000
follows: Included in realized losses for 2001 was a $2.1 million other than temporary impairment loss on a
trust preferred security.

Gross Realized

Gains Losses

2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $9,823 $ 2,541

2001ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,291 2,962

2000ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 443 15,899

5. Loans and Leases

Banknorth's lending activities are conducted principally in New England and upstate New York. The
principal categories of loans in Banknorth's portfolio are residential real estate loans, which are secured by
single-family (one to four units) residences; commercial real estate loans, which are secured by multi-
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family (Ñve or more units) residential and commercial real estate; commercial business loans and leases;
and consumer loans and leases. A summary of loans and leases follows:

December 31,

2002 2001

Residential real estate loans

Permanent Ñrst mortgage loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,354,001 $ 2,600,650

Construction and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,196 26,475

2,382,197 2,627,125

Commercial real estate loans:

Permanent Ñrst mortgage loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,151,674 3,509,311

Construction and development ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 640,375 584,728

4,792,049 4,094,039

Commercial business loans and leases

Commercial business loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,865,617 2,353,933

Commercial business leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 102,857 108,720

2,968,474 2,462,653

Consumer loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,913,288 3,531,513

Total loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $14,056,008 $12,715,330

Loans and leases include net deferred charges of $14.5 million at December 31, 2002 and $7.5 million
at December 31, 2001. Deferred charges included deferred loan origination costs, net of deferred loan
origination fees, and unearned income on leases.

Non-performing Loans

The following table sets forth information regarding nonperforming loans and accruing loans 90 days
or more overdue at the dates indicated:

December 31,

2002 2001

Nonaccrual loans

Residential real estate mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 5,719 $ 8,311

Commercial real estate loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,649 17,124

Commercial business loans and leasesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,693 40,341

Consumer loans and leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,194 9,470

Total nonperforming loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $65,255 $75,246

Accruing loans which are 90 days or more overdue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3,449 $ 6,227

Interest income that would have been recognized for 2002 and 2001 if nonperforming loans at
December 31, 2002 and 2001 had been performing in accordance with their original terms approximated
$2.9 million in 2002 and $3.1 million in 2001.

Impaired loans are commercial and commercial real estate loans which Banknorth believes will
probably not result in the collection of all amounts due according to the contractual terms of the loan
agreement. The deÑnition of ""impaired loans'' is not the same as the deÑnition of ""nonaccrual loans,''
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although the two categories overlap. All commercial and commercial real estate nonaccrual loans are
impaired, but not all such impaired loans are on nonaccrual. Accrual of interest on commercial and
commercial real estate loans is generally discontinued when collectibility of principal or interest is
uncertain or on which payments of principal or interest have become contractually past due 90 days.
Banknorth may choose to place a loan on nonaccrual status due to payment delinquency or uncertain
collectibility. The amount of reserves for impaired loans is determined by the diÅerence between the
present value of the expected cash Öows related to the loan, using the original contractual interest rate, and
its recorded value, or, as a practical expedient in the case of collateralized loans, the diÅerence between
the fair value of the collateral and the recorded amount of the loans. When foreclosure is probable,
impairment is measured based on the fair value of the collateral less cost to sell.

At December 31, 2002 and 2001, total impaired loans were $50.3 million and $57.5 million, of which
$33.6 million and $53.6 million had related allowances of $10.9 million and $14.7 million, respectively.
During the years ended December 31, 2002 and 2001, the income recognized related to impaired loans was
$1.8 million and $2.6 million, respectively, and the average balance of outstanding impaired loans was
$53.3 million and $54.2 million, respectively. Banknorth generally applies cash received on impaired loans
to the principal balance of the loan.

6. Allowance for Loan and Lease Losses

A summary of changes in the allowance for loan and lease losses follows:

Year Ended December 31,

2002 2001 2000

Balance at beginning of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $189,837 $153,550 $155,048

Allowance related to business combinations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,794 31,277 Ì

Provisions charged to operations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,314 41,889 23,819

Loans and leases charged oÅÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (52,002) (45,652) (34,692)

Recoveries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,330 8,773 9,375

Balance at end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $208,273 $189,837 $153,550

7. Premises and Equipment

A summary of premises and equipment follows:

December 31,

2002 2001

Land ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 23,079 $ 22,075

Buildings and leasehold improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 245,400 230,273

Capital lease on buildingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,475 Ì

Furniture, Ñxtures and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 388,903 343,030

680,857 595,378

Accumulated depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (408,528) (357,938)

Accumulated amortization on capital leaseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (652) Ì

Net book valueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 271,677 $ 237,440

Internally developed software, which is comprised of $20.9 million of software in use and $8.9 million
of software in development, had a remaining book value of $21.3 million at December 31, 2002 and is
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included in furniture, Ñxtures and equipment above. A project to develop software to automate teller
stations and customer service platforms was abandoned in December 2002. As a result, $6.2 million of
previously capitalized costs that have no future beneÑt were written-oÅ in December 2002.

During 2002, Banknorth entered into a 15-year lease to occupy 140,000 square feet of oÇce space in
the Greater Portland, Maine area. This lease is being accounted for as a capital lease. As of December 31,
2002, the gross amount of premises under the capital lease was $23.5 million. Amortization of the asset
held under the capital lease is included with depreciation expense. As of December 31, 2002, the capital
lease obligation was partially oÅset by a $17.1 million outstanding loan held by Banknorth on the property.
The net obligation under the capital lease obligation of $6.1 million is included in other long-term debt.

8. Goodwill and Other Intangible Assets

Banknorth adopted the provisions of SFAS No. 142, ""Goodwill and Other Intangible Assets''
(""SFAS No. 142'') eÅective January 1, 2002. As of the date of adoption, we had unamortized goodwill
totaling $409.3 million and unamortized identiÑable intangible assets totaling $57.3 million, all of which
were subject to the transition provisions of SFAS No. 141, ""Business Combinations'' and SFAS No. 142.
Banknorth has completed the transitional impairment test on goodwill assets and has concluded that the
amount of recorded goodwill was not impaired as of January 1, 2002. Banknorth does not currently have
any other indeÑnite-lived intangible assets recorded in the consolidated balance sheet. No material
reclassiÑcations or adjustments to the useful lives of Ñnite-lived intangible assets were made as a result of
adopting the new standards. At December 31, 2002, Banknorth had $34.5 million in unamortized
identiÑable intangible assets consisting of core deposit intangibles, noncompete agreements and customer
lists.

In October 2002, the FASB issued SFAS No. 147, ""Acquisitions of Certain Financial Institutions, an
amendment of SFAS Nos. 72 and 144 and FASB Interpretation No. 9.'' SFAS No. 147 amends SFAS
No. 72 to exclude from its scope most acquisitions of Ñnancial institutions and to require that such
transactions be accounted for in accordance with SFAS No. 141 and, under certain circumstances,
previously recognized SFAS No. 72 intangible assets be reclassiÑed as goodwill. SFAS No. 147 also
amends SFAS No. 144 to include within its applicability long-term customer-relationship intangible assets
of Ñnancial institutions. Banknorth has adopted SFAS No. 147 eÅective January 1, 2002 and has
reclassiÑed $34.7 million of SFAS No. 72 intangible assets to goodwill in accordance with SFAS No. 142.
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The changes in the carrying amount of goodwill and other intangibles for the years ended
December 31, 2001 and 2002 are as follows:

Other Total
Core Deposit IdentiÑable IdentiÑable

Goodwill Intangibles Intangibles Intangibles

Balance, December 31, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $134,875 $ 8,944 $ 41,701 $ 50,645

Recorded during the year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 285,526 16,846 1,350 18,196

Amortization expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (11,061) (3,944) (7,079) (11,023)

Reduction due to sale of branches ÏÏÏÏÏÏÏÏÏÏÏ Ì (525) Ì (525)

Balance, December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 409,340 21,321 35,972 57,293

Recorded during the year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 215,586 14,817 5,754 20,571

ReclassiÑcation under SFAS No. 147 ÏÏÏÏÏÏÏÏ 34,695 Ì (34,695) (34,695)

Other reclassiÑcation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,214 (2,214) Ì (2,214)

Amortization expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (5,486) (1,006) (6,492)

Adjustment of purchase accounting estimates (1,151) Ì 11 11

Balance, December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $660,684 $28,438 $ 6,036 $ 34,474

Estimated Annual Amortization Expense:

2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì $ 3,763 $ 1,892 $ 5,655

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,056 1,822 4,878

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,992 1,017 4,009

2006ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,988 269 3,257

2007ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,985 269 3,254

The components of identiÑable intangible assets follows:

December 31, 2002

Gross Carrying Accumulated Net Carrying
Amount Amortization Amount

IdentiÑable intangible assets:

Core deposit intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $57,087 $28,649 $28,438

Other identiÑable intangibles ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,023 987 6,036

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $64,110 $29,636 $34,474
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The following table sets forth the reconcilement of net income and earning per share excluding
goodwill and SFAS No. 72 intangible amortization for the years ended December 31, 2002, 2001 and
2000:

Year Ended December 31,

2002 2001 2000

Reported net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $298,638 $238,795 $191,734

Add back, on a net of tax basis:

Goodwill amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 10,986 10,986

SFAS No. 72 Intangible amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 4,666 4,666

Adjusted net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $298,638 $254,447 $207,386

Basic earnings per share:

Reported net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2.01 $ 1.70 $ 1.33

Add back, on a net of tax basis:

Goodwill amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.08 0.08

SFAS No. 72 Intangible amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.03 0.03

Adjusted basic earnings per shareÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2.01 $ 1.81 $ 1.44

Diluted earnings per share:

Reported net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.99 $ 1.68 $ 1.32

Add back, on a net of tax basis:

Goodwill amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.08 0.08

SFAS No. 72 Intangible amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.03 0.03

Adjusted diluted earnings per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1.99 $ 1.79 $ 1.43
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9. Mortgage Servicing Rights

An analysis of mortgage servicing rights for the years ended December 31, 2002, 2001 and 2000
follows:

Mortgage Balance of
Servicing Valuation Loans Serviced
Rights Allowance Total for Others

Balance as of December 31, 1999 ÏÏÏÏÏÏÏÏÏÏÏ $ 59,010 $(6,286) $ 52,724 $4,540,948

Mortgage servicing rights capitalizedÏÏÏÏÏÏÏÏÏ 3,977 Ì 3,977

Amortization charged against mortgage
servicing fee income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8,306) Ì (8,306)

Reduction of impairment reserve (credit to
mortgage servicing fee income) ÏÏÏÏÏÏÏÏÏÏÏ Ì 2,895 2,895

Mortgage servicing rights sold ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (28,065) Ì (28,065)

Balance as of December 31, 2000 ÏÏÏÏÏÏÏÏÏÏÏ 26,616 (3,391) 23,225 $1,618,610

Mortgage servicing rights capitalizedÏÏÏÏÏÏÏÏÏ 559 Ì 559

Mortgage servicing rights acquired through
purchase acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,804 Ì 8,804

Amortization charged against mortgage
servicing fee income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,140) Ì (1,140)

Mortgage servicing rights sold ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (26,355) 3,391 (22,964)

Balance as of December 31, 2001 ÏÏÏÏÏÏÏÏÏÏÏ 8,484 Ì 8,484 $ 964,027

Mortgage servicing rights capitalizedÏÏÏÏÏÏÏÏÏ 653 Ì 653

Mortgage servicing rights acquired through
purchase acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 601 Ì 601

Amortization charged against mortgage
servicing fee income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,290) Ì (3,290)

Valuation adjustmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,850) Ì (2,850)

Mortgage servicing rights sold ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì

Balance as of December 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏ $ 3,598 $ Ì $ 3,598 $ 701,274

10. Income Taxes

The current and deferred components of income tax expense follow:

Year Ended December 31,

2002 2001 2000

Current

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $128,523 $125,570 $95,015

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,636 7,572 5,223

Deferred

Federal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,419 (6,620) (4,733)

State ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103 (320) 1,288

$148,681 $126,202 $96,793
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The following table reconciles the expected federal income tax expense (computed by applying the
federal statutory tax rate to income before taxes) to recorded income tax expense:

Year Ended December 31,

2002 2001 2000

Computed federal tax expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $156,561 $129,214 $100,984

State income tax, net of federal beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,030 4,714 4,232

BeneÑt of tax-exempt income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,494) (4,319) (4,553)

Nondeductible merger expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 3,043

Amortization of goodwill and other intangiblesÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 3,271 3,369

Low income/rehabilitation credits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,540) (1,530) (4,362)

Increase in cash surrender value of life insuranceÏÏÏÏÏÏÏÏÏÏÏ (7,000) (6,437) (6,195)

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (876) 1,289 275

Recorded income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $148,681 $126,202 $ 96,793

The tax eÅects of temporary diÅerences that give rise to deferred tax assets and deferred tax
liabilities, which are included in Other Assets and Other Liabilities, respectively, at December 31, 2002
and 2001 follow:

December 31,

2002 2001

Deferred tax assets

Allowance for loan and lease losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 75,214 $69,500

Compensation and employee beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,788 14,603

Net tax deferred expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,093 4,497

Intangible assetÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,010 4,778

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,426 1,248

Total gross deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 106,531 94,626

Deferred tax liabilities

Leases ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,889 12,935

Premises and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,377 19,313

Partnership investmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,119 6,022

Loan origination costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,143 9,505

Purchase accounting ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,239 7,618

Deferred Income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,122 3,595

Tax bad debt reserve ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,739 3,375

Unrealized appreciation on securities and hedgingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62,338 22,958

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,386 1,849

Total gross deferred tax liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149,352 87,170

Net deferred tax (liability) asset ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(42,821) $ 7,456

Banknorth has determined that a valuation allowance is not required for any of the deferred tax assets
since it is more likely than not that these assets will be realized principally through carryback to taxable
income in prior years, and future reversals of existing taxable temporary diÅerences.
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State Tax Assessment

During 2002, notices to assess tax plus interest for the years 2001, 2000 and 1999 were received from
the Massachusetts Department of Revenue (""DOR'') related to certain banks that we have acquired. To
our knowledge, the acquired banks are among approximately 40 banking institutions in Massachusetts that
have received notices of this type. The notices relate to four Massachusetts-based banks that have been
acquired by us through December 2002 and had a real estate investment trust (""REIT'') in their
corporate structure. These banks have since been combined with Banknorth, N.A. The DOR contends that
dividend distributions from a REIT to a parent company are fully taxable in Massachusetts. We disagree
with the position of the DOR and contend that Massachusetts law provides for a 95% dividends-received
deduction. Because the legal issues raised are substantially similar for all of the Ñnancial institutions
involved, we have acted together with those institutions to appeal assessments and to pursue all available
means to defend our position. This appeal is still pending. The aggregate assessment of tax in connection
with our acquired REITs for 2001, 2000 and 1999 is approximately $5.9 million, net of Federal beneÑt. It
is our intention to record this assessment in the Ñrst quarter of 2003 as taxes payable (with an oÅsetting
increase to goodwill previously recorded by us in connection with these acquisitions) pending resolution of
the appeal.

Codifying the DOR position discussed above, on March 5, 2003, legislation was signed into
Massachusetts law that retroactively disallows the dividends received deduction from a REIT eÅective for
tax years ending on or after December 31, 1999 and, for tax years 2002 and later, gives the DOR
expanded powers for reviewing the business purpose of transactions that have tax beneÑts. At the current
time we do not believe that this legislation will have a material adverse aÅect on our Ñnancial condition,
results of operations, earnings per share or cash Öows.

11. Special Charges

Special charges include merger-related, charter consolidation, asset write-downs and branch closing
expenses. The following table summarizes special charges for the years ended December 31, 2002, 2001
and 2000.

2002 2001 2000

(Dollars in thousands)

Andover/MetroWest Merger Charges

Personnel costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 735 $ 1,710 $ 0

Systems conversion and integration/customer communications ÏÏÏÏÏÏÏÏÏÏ 4,365 1,131 Ì

Other costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 730 932 Ì

5,830 3,773 Ì

Ipswich Merger Charges

Personnel costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62 Ì Ì

Systems conversion and integration/customer communications ÏÏÏÏÏÏÏÏÏÏ 1,537 Ì Ì

Other costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 301 Ì Ì

1,900 Ì Ì
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2002 2001 2000

(Dollars in thousands)

Bancorp Connecticut Merger Charges

Personnel costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 684 Ì Ì

Systems conversion and integration/customer communications ÏÏÏÏÏÏÏÏÏÏ 1,486 Ì Ì

Other costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 576 Ì Ì

2,746 Ì Ì

Warren Merger Charges

Systems conversion and integration/customer communications ÏÏÏÏÏÏÏÏÏÏ 207 Ì Ì

Other costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33 Ì Ì

240 Ì Ì

American Merger Charges

Systems conversion and integration/customer communications ÏÏÏÏÏÏÏÏÏÏ 735 Ì Ì

Other costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 120 Ì Ì

855 Ì Ì

Banknorth Group, Inc. (Vermont) Merger Charges (pooling of interest
method acquisition)

Personnel costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,329 13,050

Systems conversion and integration/customer communications ÏÏÏÏÏÏÏÏÏÏ Ì Ì 4,667

Asset write-downs/facility costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 Ì 12,336

Reversal of prior accrualsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (125) Ì Ì

Gain on regulatory-mandated branch sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (478) (2,906) Ì

Other costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 595 5,176

(574) 18 35,229

Charter Consolidation Costs

Personnel costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 778 Ì Ì

Branch signage ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 872 42 Ì

Customer noticesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 591 244 Ì

Forms and documents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 578 385 Ì

Other costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 782 303 Ì

3,601 974 Ì

Branch closings

Personnel costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 48 68

Asset write-downs/lease terminationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44 1,585 1,063

Branch decommissioning costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 82 755 Ì

Other costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 256

Reversal of prior accrualsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (33) (431) Ì

93 1,957 1,387
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2002 2001 2000

(Dollars in thousands)

Other Special Charges

Write-down of auto lease residuals ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 892 3,700

Contract termination Ì merchant processing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 3,091

Reversal of accrual remaining from CFX/SIS mergersÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (400)

Ì 892 6,391

Total Special Charges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $14,691 $ 7,614 $43,007

Merger-related personnel costs on business combinations accounted for under the purchase method of
accounting includes the costs of maintaining duplicate employees at the acquired bank during the systems
integration period and related employee beneÑts and outplacement services. For business combinations
accounted for under the purchase method of accounting, severance costs are accrued at merger date (and
are included in the determination of goodwill) for those employees identiÑed to be severed at time of
closing. Merger-related personnel costs on business combinations accounted for under the pooling of
interests method include severance costs, the costs of maintaining duplicate employees at the acquired
bank during the systems integration period, and related employee beneÑts and outplacement services. The
approximate number of employees that were severed in each of the banking acquisitions was: Andover/
MetroWest Ì 220, Ipswich Ì 30, Bancorp Connecticut Ì 75, and Banknorth Vermont Ì 220.

Systems conversions and integration costs and customer communications costs are recorded as
incurred and are associated with the costs of converting the accounts, records and data processing
equipment of the acquired companies to the systems maintained by Banknorth, as well as the costs of
required notices to customers of the acquired bank concerning the acquisition and conversion of their
accounts to Banknorth systems.

Asset write-downs/facility costs relate primarily to branch closings and acquisitions accounted for
under the pooling of interests. The costs represent lease termination costs and impairment of assets for
redundant oÇce space, closed branches and equipment to be disposed of or abandoned.

Charter consolidation costs represent costs incurred to consolidate the charters of the Company's eight
national bank subsidiaries to a single national bank charter eÅective January 1, 2002.

Other special charges include write-downs of $0.9 million and $3.7 million in 2001 and 2000,
respectively, on the residual values assigned to auto lease receivables that were acquired in mergers
completed prior to 2001. Banknorth ceased making auto leases in 1997. In 2000, Banknorth incurred a
$3.1 million termination charge in connection with the terminating a contract with a sales and marketing
organization that had helped sign-up new merchants under our merchant card processing program.
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The following table presents activity in the accrual account for special charges for the years ended
December 31, 2002 and 2001, respectively.

Non-cash Write
Balance Accrued at Special Cash Downs and Other Balance
12/31/01 Acquisition Charges Payments Adjustments 12/31/02

(Dollars in thousands)

Andover/MetroWest Merger $11,207 $ 0 $ 5,830 $(16,474) $ (242) $ 321

Ipswich MergerÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,791 1,900 (3,155) (536) Ì

Southington Bancorp Merger Ì 4,413 2,746 (4,062) Ì 3,097

Warren Merger ÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,250 240 (438) Ì 2,052

American Merger ÏÏÏÏÏÏÏÏÏÏ Ì Ì 855 (855) Ì Ì

Banknorth Group, Inc.
(Vermont) Merger ÏÏÏÏÏÏÏ 330 Ì (574) 244 Ì Ì

Charter Consolidation ÏÏÏÏÏÏ Ì Ì 3,601 (2,927) (674) Ì

Branch Closings ÏÏÏÏÏÏÏÏÏÏÏ 296 Ì 93 (310) 5 84

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $11,833 $8,454 $14,691 $(27,977) $(1,447) $5,554

Non-cash Write
Balance Accrued at Special Cash Downs and Other Balance
12/31/00 Acquisition Charges Payments Adjustments 12/31/01

(Dollars in thousands)

Andover/MetroWest Merger ÏÏ $ 0 $13,465 $3,773 $(6,031) $ 0 $11,207

Banknorth Group, Inc.
(Vermont) MergerÏÏÏÏÏÏÏÏÏ 4,368 Ì 18 (2,158) (645) 1,583

Charter Consolidation ÏÏÏÏÏÏÏÏ Ì Ì 974 (974) Ì Ì

Branch Closings ÏÏÏÏÏÏÏÏÏÏÏÏÏ 170 Ì 1,957 (753) (1,078) 296

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,253) Ì 892 Ì (892) (1,253)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3,285 $13,465 $7,614 $(9,916) $(2,615) $11,833

12. Short-term Borrowings

A summary of short-term borrowings follows:

At or for the Year Ended December 31,

2002 2001 2000

(Dollars in thousands)

Balance outstanding at end of period

Securities sold under agreements to repurchase Ì retailÏÏÏÏÏÏÏ $1,222,466 $ 999,506 $ 824,379

Federal funds purchased ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53,000 50,000 152,003

Treasury, tax and loan notesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,001 41,713 71,665

$1,276,467 $1,091,219 $1,048,047

Securities sold under agreements to repurchase Ì retail

Balance outstanding at end of periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,222,466 $ 999,506 $ 824,379

Market value of collateral at end of periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,614,686 1,072,288 1,021,141

Amortized cost of collateral at end of period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,563,198 1,056,099 1,023,869
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At or for the Year Ended December 31,

2002 2001 2000

(Dollars in thousands)

Average balance outstanding during the year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 955,887 803,186 685,857

Maximum outstanding at any month end during the year ÏÏÏÏÏ 1,200,524 999,506 824,379

Average interest rate during the year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.40% 3.31% 4.85%

Average interest rate at end of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.22% 1.72% 5.26%

Retail securities sold under repurchase agreements generally have maturities of 365 days or less and
are collateralized by mortgage-backed securities and U.S. Government obligations.

At December 31, 2002, Banknorth also had a $110 million unsecured line of credit. The line is
renewable every 364 days and, if used, carries interest at LIBOR plus 0.625%. The average balance
outstanding under this line of credit during 2002 was $2.1 million.

13. Long-term Debt

A summary of long-term debt (debt with original maturities of more than one year) follows:

December 31,

2002 2001

(Dollars in thousands)

Federal Home Loan Bank advances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,482,582 $2,644,105

Securities sold under agreements to repurchase Ì wholesaleÏÏÏÏÏÏÏÏÏ 1,171,049 571,049

Subordinated long-term debt 7.625%, due 2011ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 200,000 200,000

Other long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,427 2,259

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,861,058 $3,417,413

Wholesale securities sold under agreements to repurchase have maturities greater than one year and
are generally sold to broker/dealers.

The following table presents the maturities of long-term debt outstanding at the dates indicated:

December 31, 2002 December 31, 2001

Maturity Principal Maturity Principal
Dates Amounts Interest Rates Dates Amounts Interest Rates

2003 $1,170,870 1.68 Ó 7.14% 2002 $ 979,502 3.99 Ó 7.79%

2004 1,134,062 1.15 Ó 6.45% 2003 365,897 3.03 Ó 6.52%

2005 718,134 2.32 Ó 7.45% 2004 1,026,817 1.76 Ó 6.45%

2006 440,579 2.72 Ó 6.39% 2005 310,109 3.08 Ó 7.15%

2007 8,199 3.45 Ó 8.04% 2006 342,094 4.38 Ó 6.39%

2008 Ó 2022 389,214 2.51 Ó 8.14% 2007 Ó 2021 392,994 2.10 Ó 8.14%

$3,861,058 $3,417,413

Callable borrowings of $1.0 billion are shown in their respective periods assuming that the callable
debt is redeemed at the initial call date while all other borrowings are shown in the periods corresponding
to their scheduled maturity date.

Borrowings from the Federal Home Loan Bank, which consist of both Ñxed and adjustable rate
borrowings, are secured by a blanket lien on qualiÑed collateral, consisting primarily of loans with Ñrst
mortgages secured by one to four family properties, certain unencumbered investment securities and other
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qualiÑed assets. During the fourth quarter of 2001, Banknorth prepaid $174.6 million of FHLB borrowings
and incurred a prepayment penalty of $6.0 million ($3.9 million net of tax) which was recorded as an
extraordinary item. The FHLB borrowings which were prepaid had a weighted average cost of 5.62% and a
weighted average maturity of 2 years.

In June 2001, Banknorth's subsidiary issued $200 million of 7.625% subordinated notes due in 2011.
Banknorth incurred $2.0 million of debt issuance costs, which is being amortized over the ten-year term.
Interest is payable semi-annually in June and December. The notes qualify as Tier 2 capital.

14. Trust Preferred Securities

The following is a summary of the capital trust securities outstanding as of December 31, 2002:

Issuance Stated Maturity
Name Date Amount Rate Date

Peoples Heritage Capital Trust I ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1/31/1997 $ 61,556 9.06% 2/1/2027

Banknorth Capital Trust I ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5/1/1997 30,000 10.52% 5/1/2027

Ipswich Statutory Trust I ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2/22/2001 3,500 10.20% 2/22/2031

Banknorth Capital Trust IIÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2/22/2002 200,000 8.00% 4/1/2032

$295,056

There were issuance costs associated with the issuance of the capital trust securities. The net cost of
the securities, including the amortization of the issuance costs was 8.72% and 9.54% at December 31, 2002
and 2001.

On February 22, 2002, Banknorth Capital Trust II, a subsidiary of Banknorth issued $200 million of
8% trust preferred securities to the public and invested the proceeds from this oÅering in an equivalent
amount of junior subordinated debentures issued by Banknorth. The proceeds from the oÅering to
Banknorth, which was net of $6.8 million of issuance costs, were used for general corporate purposes.
These securities pay interest quarterly, are mandatorily redeemable on April 1, 2032 and may be redeemed
by the Trust at par any time on or after April 1, 2007.

In connection with the acquisition of Ipswich Bancshares, Inc. on July 26, 2002, Banknorth assumed
the obligations of Ipswich under Ipswich's outstanding 10.20% capital securities, of which $3.5 million was
outstanding at September 30, 2002.

Banknorth repurchased in the open market $5.0 million in 2001 and $31.2 million in 1999 of trust
preferred securities originally issued by Peoples Heritage Capital Trust I in 1997.

The trust preferred securities qualify as Tier 1 capital for regulatory purposes.

15. Regulatory Matters

Banknorth's subsidiary bank must maintain noninterest-bearing cash balances on reserve with the
Federal Reserve Bank (""FRB''). In 2002 and 2001, the average required reserve balances were
$60.0 million and $49.4 million, respectively.

FRB adopted quantitative measures which assign risk weightings to assets and oÅ-balance sheet items
and also deÑne and set minimum regulatory capital requirements (risk-based capital ratios.) Banks are
required to have core capital (Tier 1) of at least 4% of risk-weighted assets, total capital of at least 8% of
risk-weighted assets and a minimum Tier 1 leverage ratio of 3% of adjusted quarterly average assets.
Tier 1 capital consists principally of shareholders' equity, including qualiÑed perpetual preferred stock but
excluding unrealized gains and losses on securities available for sale, less goodwill and certain other
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intangibles. Total capital consists of Tier 1 capital plus certain debt instruments and the reserve for credit
losses, subject to limitations. Failure to meet certain capital requirements can initiate certain actions by
regulators that, if undertaken, could have a direct material eÅect on the Consolidated Financial
Statements. The regulations also deÑne well-capitalized levels of Tier 1, total capital and Tier 1 leverage as
6%, 10% and 5%, respectively. At December 31, 2002 and 2001, Banknorth and its depository subsidiary
were ""well-capitalized'', as deÑned, and in compliance with all applicable regulatory capital requirements.
There are no conditions or events since December 31, 2002 that management believes would cause a
change in Banknorth's well-capitalized status.

The following table summarizes Banknorth's and its depository subsidiary's regulatory capital
requirements at December 31, 2002 and 2001.

Actual Capital Requirements Excess

Amount Ratio Amount Ratio Amount Ratio

As of December 31, 2002

Banknorth Group, Inc.

Total capital (to risk weighted assets) ÏÏ $1,960,869 12.15% $1,291,616 8.00% $669,253 4.15%

Tier 1 capital (to risk weighted assets) 1,558,974 9.66% 645,808 4.00% 913,166 5.66%

Tier 1 leverage capital ratio (to average
assets) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,558,974 7.13% 874,180 4.00% 684,794 3.13%

Banknorth NA

Total capital (to risk weighted assets) ÏÏ $1,822,307 11.31% 1,288,562 8.00% 533,745 3.31%

Tier 1 capital (to risk weighted assets) 1,421,995 8.83% 644,281 4.00% 777,714 4.83%

Tier 1 leverage capital ratio (to average
assets) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,421,995 6.52% 871,830 4.00% 550,165 2.52%

As of December 31, 2001

Banknorth Group, Inc.

Total capital (to risk weighted assets) ÏÏ $1,763,236 12.23% $1,153,369 8.00% $609,867 4.23%

Tier 1 capital (to risk weighted assets) 1,382,903 9.59% 576,685 4.00% 806,218 5.59%

Tier 1 leverage capital ratio (to average
assets) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,382,903 7.14% 775,163 4.00% 607,740 3.14%

Banknorth NA*

Total capital (to risk weighted assets) ÏÏ 1,721,942 11.84% 1,163,958 8.00% 557,984 3.84%

Tier 1 capital (to risk weighted assets) 1,361,944 9.36% 581,979 4.00% 779,965 5.36%

Tier 1 leverage capital ratio (to average
assets) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,361,944 6.70% 813,243 4.00% 548,701 2.70%

* Banknorth NA was formed in January 2002 as a result of the consolidation of eight banking charters
within Banknorth Group. Ratios for 2001 are presented on a proforma combined basis.

16. Shareholders' Equity

In 2002, Banknorth issued 3.8 million shares in connection with acquisitions. In February 2002,
Banknorth's Board of Directors authorized the repurchase of up to 8 million shares, or approximately 6%
of the outstanding Company common stock in addition to the 13 million share repurchase program
authorized in 2001. During 2002, Banknorth repurchased 6.3 million shares at a total cost of
$154.1 million. A total of 7.3 million shares remained under this authorization at December 31, 2002.
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Dividend Limitations

Dividends paid by subsidiaries are the primary source of funds available to Banknorth for payment of
dividends to its shareholders. Banknorth's banking subsidiary is subject to certain requirements imposed by
federal banking laws and regulations. These requirements, among other things, establish minimum levels of
capital and restrict the amount of dividends that may be distributed by the banking subsidiary to
Banknorth. At December 31, 2002, Banknorth NA had $364.2 million available for dividends that could be
paid without prior regulatory approval.

Stockholder Rights Plan

In 1989, Banknorth's Board of Directors adopted a Stockholder Rights Plan declaring a dividend of
one preferred Stock Purchase Right for each outstanding share of Company common stock. The rights will
remain attached to the Common Stock and are not exercisable except under limited circumstances relating
to the acquisition of, the right to acquire beneÑcial ownership of, or tender oÅer for 15% or more of the
outstanding shares of Company common stock. The rights have no voting or dividend privileges and, until
they become exercisable, have no dilutive eÅect on the earnings of Banknorth. On July 27, 1999 the Board
of Directors amended and restated the Stockholder Rights Plan to, among other things, extend the
expiration date of the rights to September 25, 2009. On July 25, 2000, Banknorth again amended and
restated the Stockholder Rights Plan to reÖect its acquisition of Banknorth.

17. Accumulated Other Comprehensive Income, Net

The following table presents the reconciliation of transactions aÅecting Accumulated Other
Comprehensive Income included in shareholder's equity for the periods indicated.

Pre-tax Net of
Amount Tax EÅect Tax

December 31, 2002

Unrealized gain (loss) on securities available for sale ÏÏÏÏÏÏÏÏ $126,028 $(44,038) $81,990

Unrealized gain (loss) on cash Öow hedgesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,590) 3,355 (6,235)

Minimum pension liability ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,270) 445 (825)

ReclassiÑcation adjustment for gains realized in net incomeÏÏÏ (850) 298 (552)

Net unrealized gains (losses) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $114,318 $(39,940) $74,378

December 31, 2001

Unrealized gain on securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $116,377 $(40,732) $75,645

Unrealized gain (loss) on cash Öow hedgesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,365) 478 (887)

ReclassiÑcation adjustment for (gains) losses realized in net
income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 457 (160) 297

Net unrealized gains (losses) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $115,469 $(40,414) $75,055

December 31, 2000

Unrealized gain on securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $124,017 $(43,406) $80,611

Minimum pension liability ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 385 (135) 250

ReclassiÑcation adjustment for (gains) losses realized in net
income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,455 (5,409) 10,046

Net unrealized gains (losses) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $139,857 $(48,950) $90,907
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18. Earnings Per Share

The following table presents a computation of earnings per share for the periods indicated.

Year Ended December 31,

2002 2001 2000

(In thousands, except
per share amounts)

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $298,638 $238,795 $191,734

Weighted average shares outstanding

BasicÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 148,213 140,473 144,270

Dilutive eÅect of stock options ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,616 1,329 924

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149,829 141,802 145,194

Net income per share:

BasicÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2.01 $ 1.70 $ 1.33

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.99 1.68 1.32

Weighted average shares outstanding exclude unallocated ESOP shares which averaged 94 thousand,
283 thousand, and 378 thousand shares in 2002, 2001 and 2000, respectively.

19. Commitments, Contingent Liabilities and Other OÅ-Balance Sheet Risks

Banknorth is party to Ñnancial instruments with oÅ-balance sheet risk in the normal course of
business to meet the Ñnancing needs of its customers and to reduce its own exposure to Öuctuations in
interest rates. These Ñnancial instruments include commitments to originate loans, commitments to invest
in real estate limited partnerships, standby letters of credit, recourse arrangements on serviced loans,
forward commitments to sell loans, foreign currency forward contracts and commercial loan interest rate
swaps. The instruments involve, to varying degrees, elements of credit and interest rate risk in excess of
the amount recognized in the Consolidated Balance Sheets. The contract or notional amounts of those
instruments reÖect the extent of involvement Banknorth has in particular classes of Ñnancial instruments.

Banknorth's exposure to credit loss in the event of nonperformance by the other party to the Ñnancial
instrument for loan commitments, standby letters of credit and recourse arrangements is represented by the
contractual amount of those instruments. Banknorth uses the same credit policies in making commitments
and conditional obligations as it does for on-balance sheet instruments. For forward commitments to sell
loans, the contract or notional amounts do not represent exposure to credit loss. Banknorth controls the
credit risk of its forward commitments to sell loans through credit approvals, limits and monitoring
procedures.
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Financial instruments with oÅ-balance sheet risk at December 31, 2002 and 2001 follow:

Contract or Notional Amount
at December 31,

2002 2001

Financial instruments with notional or contract amounts which
represent credit risk:

Commitments to originate loans, unused lines, standby letters of
credit and unadvanced portions of construction loans ÏÏÏÏÏÏÏÏÏÏÏ $5,523,827 $4,398,307

Commitments to invest in real estate limited partnerships ÏÏÏÏÏÏÏÏÏ 24,863 21,520

Commitments to invest in small business investments limited
partnershipsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,751 15,997

Loans serviced with recourse ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,103 17,226

Financial instruments with notional or contract amounts which exceed
the amount of credit risk:

Forward commitments to sell loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 234,651 172,504

Foreign currency forward contracts (notional amount)ÏÏÏÏÏÏÏÏÏÏÏÏ 22,275 Ì

Commercial loan swaps (notional amount) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 120,650 Ì

Commitments to originate loans, unused lines of credit and unadvanced portions of construction loans
are agreements to lend to a customer provided there is no violation of any condition established in the
contract. Commitments generally have Ñxed expiration dates or other termination clauses and may require
payment of a fee. Because many of the commitments are expected to expire without being drawn upon,
the total commitment amounts do not necessarily represent future cash requirements. Banknorth evaluates
each customer's creditworthiness on a case-by-case basis. The amount of collateral obtained, if deemed
necessary by Banknorth upon extension of credit, is based on management's credit evaluation of the
borrower.

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

At December 31, 2002, Banknorth had $51.8 million of investments in tax advantaged limited
partnerships primarily involved in approved low income housing investment tax credit projects in
Banknorth's market area and commitments to invest up to an additional $24.9 million in such partnerships.
At December 31, 2002, Banknorth had $14.9 million invested in small business limited partnerships which
primarily provide seed money to businesses in Banknorth's market area and commitments to invest up to
an additional $15.8 million in such partnerships. Investments in both of the foregoing categories of assets
are included under other assets.

Loans serviced with recourse represent Banknorth's recourse obligations in certain of Banknorth's
servicing arrangements with investors for serviced loan portfolios. In the event of foreclosure on a serviced
loan, Banknorth is obligated to repay the investor to the extent of the investor's remaining balance after
application of proceeds from the sale of the underlying collateral. To date, losses related to these recourse
arrangements have been insigniÑcant and while Banknorth cannot project future losses, the fair value of
this recourse obligation is deemed to be likewise insigniÑcant.

Forward commitments to sell residential mortgage loans are contracts which Banknorth enters into for
the purpose of reducing the market risk associated with originating loans for sale. Risks may arise from the
possible inability of Banknorth to originate loans to fulÑll the contracts, in which case Banknorth would
normally purchase loans from correspondent banks or in the open market to deliver against the contract.
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Foreign currency forward contracts are contracts that Banknorth enters into as an accommodation for
customers involved in international trade for the future delivery or purchase of foreign currency at a
speciÑed price. For these customers, Banknorth generally sets aside a percentage of their available line of
credit until the foreign currency contract is settled. Generally, Banknorth enters into forward foreign
contracts with approved reputable dealers. Risks arise from the possible inability of the seller and/or our
customer to perform and from any resultant exposure to movement in foreign currency exchange rates,
limiting Banknorth's exposure to the replacement value of the contracts rather than the notional principal
or contract amounts. The foreign exchange contracts outstanding at December 31, 2002 all mature within
two years.

Commercial loan swaps enable customers to synthetically convert variable interest rate loans with
Ñxed rate loans. These pay variable, receive Ñxed interest rate swaps on our books are oÅset by entering
into simultaneous pay Ñxed, receive variable rate swaps with a third party broker/dealer. Both of these
swap products are marked to market and carried on our balance sheet at fair value.

Legal Proceedings

Banknorth and certain of its subsidiaries have been named as defendants in various legal proceedings
arising from their normal business activities. Although the amount of any ultimate liability with respect to
such proceedings cannot be determined, in the opinion of management, based upon the opinions of
counsel, any such liability will not have a material eÅect on the consolidated Ñnancial position, results of
operations or liquidity of Banknorth and its subsidiaries.

Operating Lease Obligations

Banknorth leases certain properties used in operations under terms of operating leases which include
renewal options. Rental expense under these leases approximated $20.9 million, $19.9 million and
$18.1 million for the years ended 2002, 2001 and 2000, respectively.

The following table sets forth the approximate future minimum lease payments over the remaining
terms of the leases as of December 31, 2002.

2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 20,384

2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,276

2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,587

2006 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,819

2007 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,183

2008 and after ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,443

$120,692

20. Stock-Based Compensation Plans

Stock Option Plans

In 1995, Banknorth adopted a stock option plan for non-employee directors, which was amended and
restated in 2000 to authorize the issuance of up to an additional 530,000 shares. The maximum number of
shares which may be issued under the amended plan is 1,060,000 shares, of which 161,250 shares had
been issued upon exercise of the stock options granted pursuant to this plan through December 31, 2002.
Options to purchase 113,500 shares were granted in 2002 at an exercise price of $26.34 per share, options
to purchase 109,750 shares were granted in 2001 at $19.80 per share and options to purchase
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100,000 shares were granted in 2000 at $14.13 per share. At December 31, 2002, there were 454,500 shares
available for future options under the plan.

Banknorth has adopted or assumed in acquisitions various stock option plans for key employees. These
plans include a stock option plan adopted in 1996 (the ""1996 Option Plan''). The 1996 Option Plan, as
amended, authorizes grants of options and other stock awards covering up to 13,000,000 shares of
Common Stock. Stock options are granted with an exercise price equal to the stock's fair market value at
the date of the grant and expire 10 years from the date of the grant. At December 31, 2002, there were
1,920,268 additional shares available for grant under the 1996 Option Plan.

The per share weighted-average fair value of all stock options granted by Banknorth during 2002,
2001 and 2000 was $7.09, $6.10 and $5.23 on the date of the grants using the Black Scholes option-pricing
model with the following average assumptions:

2002 2001 2000

Expected dividend yield ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.36% 2.48% 3.24%

Risk-free interest rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.82 4.50 6.14

Expected life ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.00 years 5.00 years 5.00 years

Volatility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36.26% 33.91% 38.27%

Activity for all stock option plans during the three-year period ended December 31, 2002 is
summarized as follows:

2002 2001 2000

Weighted Weighted Weighted
Number of Average Number of Average Number of Average

Shares Exercise Price Shares Exercise Price Shares Exercise Price

Outstanding at beginning of
yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,655,231 $16.90 7,195,939 $15.00 7,691,131 $13.72

Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,898,047 23.45 3,193,168 20.81 1,632,212 16.17

Granted in purchase
acquisitions ÏÏÏÏÏÏÏÏÏ 714,798 12.51 1,018,863 10.01 Ì Ì

Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,684,671) 12.58 (1,589,917) 11.46 (1,530,041) 8.60

ForfeitedÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (94,986) 20.71 (162,822) 18.76 (597,363) 18.66

Outstanding at end of year 12,488,419 $19.23 9,655,231 $16.90 7,195,939 $15.00

Options exercisable at year
end ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,729,062 $16.46 5,935,610 $14.98 5,118,724 $14.46
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The range of per share exercise prices for outstanding and exercisable stock options at December 31,
2002 was as follows:

Options Outstanding Options Exercisable

Number Weighted Average Number
Range of Outstanding Remaining Weighted Average Outstanding Weighted Average
Exercise Prices at 12/31/2002 Contractual Life Exercise Price at 12/31/2002 Exercise Price

up to $5.00 ÏÏÏÏÏÏÏÏÏÏ 21,313 2.1 years $ 3.54 24,313 $ 3.83

$ 5.01 Ó $10.00 ÏÏÏÏÏÏÏ 536,304 2.7 7.62 536,304 7.62

$10.01 Ó $15.00 ÏÏÏÏÏÏÏ 1,130,555 3.6 11.82 1,130,555 11.82

$15.01 Ó $20.00 ÏÏÏÏÏÏÏ 3,802,515 6.4 17.42 3,766,421 17.40

$20.00 Ó $25.00 ÏÏÏÏÏÏÏ 6,770,007 9.2 22.23 1,160,969 21.31

over $25.00 ÏÏÏÏÏÏÏÏÏÏ 227,725 9.2 26.26 113,500 26.34

12,488,419 7.5 19.23 6,732,062 16.46

401(k) Plan

Banknorth and its subsidiaries have 401(k) Plans covering substantially all permanent employees.
Banknorth matches employee contributions based on a predetermined formula and may make additional
discretionary contributions. EÅective January 1, 2001, Banknorth merged the ProÑt Sharing Employee
Stock Ownership Plan (the ""ESOP'') into the 401(k) Plan. The total expense for these plans in 2002,
2001 and 2000 was $7.5 million, $5.2 million and $5.0 million, respectively.

Employee Stock Purchase Plan

Banknorth has an Employee Stock Purchase Plan that is available to employees with one year of
service. Under the plan, shares of Banknorth's common stock may be purchased at six-month intervals at
85% of the lower of the fair market value on the Ñrst or the last business day of each six-month period,
subject to limitations set forth in the plan. Employees have the right to authorize payroll deductions up to
10% of their salary. During 2002, 2001 and 2000, employees purchased 180,955 shares, 139,427 shares and
162,537 shares at average prices of $19.24, $17.51 and $12.48 per share, respectively. The maximum
number of shares which may be issued under the Employee Stock Purchase Plan is 2,852,000 shares, of
which an additional 1,500,000 shares was approved by shareholders in April 2002. As of December 31,
2002, 1,427,004 shares have been issued out of this plan with 1,424,996 shares remaining to be issued. The
proforma expense calculated under SFAS No. 123 approximated $933 thousand, $709 thousand and
$813 thousand for 2002, 2001 and 2000, respectively.

Restricted Stock Plan

In 1990, Banknorth adopted a Restricted Stock Plan under which up to $10,000 of the annual fee
payable to each non-employee Director of Banknorth and participating subsidiaries is payable solely in
shares of Company common stock. Shares issued under this plan totaled 5,599, 6,358 and 12,066 in 2002,
2001 and 2000, respectively.

Incentive Plan

Banknorth has an Incentive Plan covering all full and part-time employees. Incentives are earned
based on Banknorth's, department or individual performance as measured against targets set in connection
with the annual budget. Each employee's incentive potential is a Ñxed percentage of their base pay and, for
a signiÑcant number of employees, can be modiÑed up or down based on actual performance versus target.
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In 2002, shareholders approved the Executive Incentive Plan under which Banknorth may pay cash
incentive awards to selected oÇcers based on Banknorth's performance over speciÑed periods. The
Executive Incentive Plan is administered by a committee of the Board of Directors. No awards have yet
been made under the Plan.

21. Retirement and Other BeneÑt Plans

Pension Plans

Banknorth has a noncontributory deÑned beneÑt plan covering most permanent, full-time employees.
BeneÑts are based on career average earnings and length of service. Banknorth has historically made cash
contributions to the deÑned beneÑt pension plan for the maximum amount that can be deducted for
federal income tax purposes. Contributions are intended to provide not only for beneÑts attributed to
service to date, but also for those expected to be earned in the future. Pension plan assets are invested in
stocks, bonds and mutual funds.

Banknorth has adopted supplemental retirement plans for certain key oÇcers. These plans were
designed to oÅset the impact of changes in the pension plans that limit the beneÑts for highly-paid
employees under qualiÑed pension plans.

Post Retirement BeneÑts Other Than Pensions

Banknorth and its subsidiaries sponsor limited post-retirement beneÑt programs which provide medical
coverage and life insurance beneÑts to a closed group of employees and directors who meet minimum age
and service requirements.

Banknorth and its subsidiaries recognize costs related to post-retirement beneÑts under the accrual
method, which recognizes costs over the employee's period of active employment. The impact of adopting
SFAS No. 106 is being amortized over a twenty-year period beginning January 1, 1993.

The following tables set forth the funded status and amounts recognized in Banknorth's Consolidated
Balance Sheets at December 31, 2002 and 2001 for the pension plans (deÑned beneÑt and supplemental
executive retirement plans) and other post-retirement beneÑt plans:

Other
Post-Retirement

Pension Plans BeneÑts

2002 2001 2002 2001

Change in beneÑt obligation

BeneÑt obligation at beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $138,822 $119,866 $ 12,416 $ 11,954

Service costÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,018 5,063 99 87

Interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,545 9,273 1,001 883

Assumption changes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,188 8,651 1,788 441

Plan amendment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 892 Ì Ì Ì

Actuarial (gain) loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,855 (1,777) 1,777 20

Acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,721 5,467 307 370

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,523) (7,721) (1,575) (1,339)

Expenses paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (564) Ì Ì Ì

BeneÑt obligation at end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $168,954 $138,822 $ 15,813 $ 12,416
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Other
Post-Retirement

Pension Plans BeneÑts

2002 2001 2002 2001

Change in plan assets

Fair value of plan assets at beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏ $140,971 $121,019 $ Ì $ Ì

Actual return (loss) on plan assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12,576) (6,893) Ì Ì

Employer contributionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,587 27,252 1,575 1,339

BeneÑts paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,523) (7,721) (1,575) (1,339)

Expenses paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (564) Ì Ì Ì

Acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,007 7,314 Ì Ì

Fair value of plan assets at end of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $154,902 $140,971 $ Ì $ Ì

Funded (unfunded) status ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(14,052) $ 2,149 $(15,813) $(12,416)

Unrecognized net actuarial (gain) loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51,115 12,193 5,107 1,608

Unrecognized prior service cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,835 1,130 1,215 1,354

Unrecognized net transition obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (882) (1,062) 4,078 4,471

Prepaid (accrued) beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 38,016 $ 14,410 $ (5,413) $ (4,983)

Amounts recognized in the statement of Ñnancial position
consist of:

Prepaid (accrued) beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 52,201 $ 14,410 $ (5,413) $ (4,983)

Accrued beneÑt liability ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (17,365) Ì Ì Ì

Intangible assetÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,910 Ì Ì Ì

Accumulated other comprehensive incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,270 Ì Ì Ì

Net amount recognized ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 38,016 $ 14,410 $ (5,413) $ (4,983)

Weighted-average assumptions as of December 31

Discount rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.75% 7.25% 6.75% 7.25%

Expected return on plan assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.50% 9.00% Ì Ì

Rate of compensation increase ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.50% 4.50% Ì Ì

Year Ended December 31, Year Ended December 31,

2002 2001 2000 2002 2001 2000

Components of net periodic beneÑt cost

Service costÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 7,018 $ 5,063 $ 5,636 $ 99 $ 87 $ 312

Interest cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,545 9,273 9,296 1,001 883 1,019

Expected return on plan assetsÏÏÏÏÏÏÏÏÏ (12,373) (10,670) (11,018) Ì Ì Ì

Net amortization and deferral ÏÏÏÏÏÏÏÏÏ 77 (644) (1,842) 664 534 571

Net periodic beneÑt cost ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 5,267 $ 3,022 $ 2,072 $1,764 $1,504 $1,902

The expected return on plan assets equals the long-term rate of return multiplied by the market
related value, plus the expected contributions, weighted for timing, plus expected expenses, minus the
expected distributions, weighed for timing.

Interest cost equals the discount rate multiplied by the projected beneÑt obligation plus the service
cost minus expected expenses, minus the expected distributions, weighted for timing.

82



BANKNORTH GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

22. Fair Value of Financial Instruments

Banknorth discloses fair value information about Ñnancial instruments for which it is practicable to
estimate fair value. Fair value estimates are made as of a speciÑc point in time based on the
characteristics of the Ñnancial instruments and relevant market information. Where available, quoted
market prices are used. In other cases, fair values are based on estimates using present value or other
valuation techniques. These techniques involve uncertainties and are signiÑcantly aÅected by the
assumptions used and judgments made regarding risk characteristics of various Ñnancial instruments,
discount rates, estimates of future cash Öows, future expected loss experience and other factors. Changes in
assumptions could signiÑcantly aÅect these estimates. Derived fair value estimates cannot be substantiated
by comparison to independent markets and, in certain cases, could not be realized in an immediate sale of
the instrument. Also, because of diÅerences in methodologies and assumptions used to estimate fair values,
Banknorth's fair values should not be compared to those of other banks.

Fair value estimates are based on existing Ñnancial instruments without attempting to estimate the
value of anticipated future business and the value of assets and liabilities that are not considered Ñnancial
instruments. Accordingly, the aggregate fair value amounts presented do not purport to represent the
underlying market value of Banknorth. For certain assets and liabilities, the information required under
SFAS No. 107 is supplemented with additional information relevant to an understanding of the fair value.

The following describes the methods and assumptions used by Banknorth in estimating the fair values
of Ñnancial instruments and certain non-Ñnancial instruments:

Cash and cash equivalents, including cash and due from banks, short-term investments and federal
funds sold. For these cash and cash equivalents, which have maturities of 90 days or less, the carrying
amounts reported in the balance sheet approximate fair values.

Securities and loans held for sale. Fair values are based on quoted bid market prices, where
available. Where quoted market prices for an instrument are not available, fair values are based on quoted
market prices of similar instruments, adjusted for diÅerences between the quoted instruments and the
instrument being valued. Fair values are calculated based on the value of one unit without regard to
premiums or discounts that might result from selling all of Banknorth's holdings of a particular security in
one transaction.

Loans and leases. The fair values of portfolio loans and leases are estimated by discounting the
contractual cash Öows using interest rates currently being oÅered for loans with similar terms to borrowers
of similar quality.

For certain variable-rate consumer loans, including home equity lines of credit the carrying value
approximates fair value.

For nonperforming loans and certain loans where the credit quality of the borrower has deteriorated
signiÑcantly, fair values are estimated by discounting cash Öows at a rate commensurate with the risk
associated with those cash Öows.

Commitments and letters of credit not included in the table have contractual values of $5.5 billion
and $4.4 billion at December 31, 2002 and 2001, respectively. These instruments generate ongoing fees at
Banknorth's current pricing levels. Of the commitments at December 31, 2002, 28% mature within one
year.

Mortgage Servicing Rights. The fair value of Banknorth's mortgage servicing rights at December 31,
2002 was based on a third party valuation analysis which considered the expected present value of future
mortgage servicing income, net of estimated servicing costs, considering market consensus loan prepayment
predictions at that date.
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Deposits. The fair value of deposits with no stated maturity is equal to the carrying amount. The fair
value of time deposits is based on the discounted value of contractual cash Öows, applying interest rates
currently being oÅered on the deposit products of similar maturities.

The fair value estimates for deposits do not include the beneÑt that results from the low-cost funding
provided by the deposit liabilities compared to the cost of alternative forms of funding (""deposit base
intangibles'')

Borrowings, including federal funds purchased, securities sold under repurchase agreements,
borrowings from the Federal Home Loan Bank and other borrowings. The fair value of Banknorth's long-
term borrowings is estimated by discounting cash Öows based on current rates available to Banknorth for
similar types of borrowing arrangements. For short-term borrowings that mature or reprice in 90 days or
less, carrying value approximates fair value.

OÅ-balance sheet Ñnancial instruments:

Forward commitments to sell loans held for sale. The fair value of Banknorth's forward
commitments to sell loans reÖects the amount Banknorth would receive or pay to terminate the
commitment at the reporting date. Of the $234.7 million of forward sales commitments at December 31,
2002, Banknorth had $128.6 million in loans available to sell at that date as well as suÇcient loan
originations subsequent to December 31, 2002 to fulÑll the commitments. Consequently, Banknorth
expects to meet all of its forward sales commitments.

Rate-lock commitments to originate loans held for sale. The fair values on commitment to originate
residential loans at an agreed upon rate (rate-locked) are based on the estimated gain or loss that would
be recognized had the underlying loans been funded and sold on the reporting date (i.e., mark-to-market
value).

Commercial loan interest rate swaps. The estimated fair value of these derivative Ñnancial
instruments is based on dealer quotes.

Loans serviced with recourse. Under certain of Banknorth's servicing arrangements with investors,
Banknorth has $13.1 million of recourse obligations to those serviced loan portfolios. In the event of
foreclosure on a serviced loan, Banknorth is obligated to repay the investor to the extent of the investor's
remaining balance after application of proceeds from the sale of the underlying collateral. To date, losses
related to these recourse arrangements have been insigniÑcant and while Banknorth cannot project future
losses, the fair value of this recourse obligation is deemed to be likewise insigniÑcant.

A summary of the carrying values and estimated fair values of Banknorth's signiÑcant Ñnancial
instruments at December 31, 2002 and 2001 follows:

2002 2001

Carrying Fair Carrying Fair
Value Value Value Value

Assets:

Cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 717,003 $ 717,003 $ 871,211 $ 871,211

Securities Ì available for sale ÏÏÏÏÏÏÏÏÏÏÏÏ 6,731,467 6,731,467 5,817,238 5,817,238

Securities Ì held to maturityÏÏÏÏÏÏÏÏÏÏÏÏÏ 216,409 221,571 339,623 340,737

Loans held for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 128,622 135,799 117,674 117,674

Loans and leases, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,847,735 14,202,064 12,525,493 12,861,157

Mortgage servicing rights ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,598 3,598 8,484 8,603
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2002 2001

Carrying Fair Carrying Fair
Value Value Value Value

Liabilities:

Deposits (with no stated maturity) ÏÏÏÏÏÏÏÏ 11,005,823 11,005,823 9,408,702 9,408,702

Time deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,658,778 4,719,291 4,812,347 4,842,734

Borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,432,581 5,595,742 4,552,388 4,601,406

Financial instruments with oÅ-balance sheet
notional amounts:

Forward commitments to sell loans ÏÏÏÏÏÏÏÏ (3,532) (3,532) 1,011 1,011

Rate-lock commitments to originate loans
held for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 766 766 (189) (189)

Commercial loan interest rate swaps with
borrower ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,546 1,546 Ì Ì

Commercial loan interest rate swaps with
broker ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,546) (1,546) Ì Ì

23. Condensed Financial Information Ì Parent Company Only

Condensed Financial Statements of Banknorth

December 31,

2002 2001

Balance Sheets

Assets:

Cash and due from banks ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 22,879 $ 12,356

Interest bearing deposits with subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 115,452 18,355

Securities available for saleÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42,180 39,311

Investment in subsidiariesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,235,116 1,796,728

Goodwill and other intangiblesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 618 9,209

Amounts receivable from subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 83 23,701

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,917 70,609

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,433,245 $1,970,269

Liabilities and shareholders' equity

Amounts payable to subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì $ 1,029

Subordinated debentures supporting mandatory redeemable trust
securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 344,424 134,021

Other liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,511 46,104

Shareholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,064,310 1,789,115

Total liabilities and shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,433,245 $1,970,269

In connection with the consolidation of its eight subsidiary bank charters into one charter on
January 1, 2002, Banknorth contributed $64.5 million of non-monetary assets and $4.8 million of liabilities
to the banking subsidiary in 2002. These assets and liabilities were previously held by the parent company
as they related to services provided across all banks. However, after the consolidation of banking charters,
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these assets and liabilities were contributed to the bank in the form of a non-cash capital contribution. The
assets contributed were comprised principally of furniture, equipment, software and intangible assets. The
liabilities contributed related mainly to accrued expense of telephone, data processing and marketing costs.

Statements of Income

Year Ended December 31,

2002 2001 2000

Operating income:

Dividends from subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $112,331 $175,793 $140,480

Net gains (losses) on sales of securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 648 Ì Ì

Other operating income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,456 4,989 7,909

Total operating incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 119,435 180,782 148,389

Operating expenses:

Interest on borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26,994 12,900 12,712

Amortization of goodwill and other intangiblesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,847 1,853

Special charges ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 4,277 7,758

Write-oÅ of branch automation project ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,170 Ì Ì

Other operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,603 224 336

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,767 19,248 22,659

Income before income taxes and equity in undistributed net income of
subsidiariesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 82,668 161,534 125,730

Income tax beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,736) (4,485) (2,319)

Income before equity in undistributed net income of subsidiaries ÏÏÏÏÏ 92,404 166,019 128,049

Equity in undistributed net income of subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 206,234 72,776 63,685

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $298,638 $238,795 $191,734

The Parent Company's Statement of Changes in Shareholders' Equity are identical to the
Consolidated Statement of Changes in Shareholders' Equity and therefore are not presented here.

86



BANKNORTH GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Statements of Cash Flows

Year Ended December 31,

2002 2001 2000

Cash Öows from operating activities:

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 298,638 $ 238,795 $ 191,734

Adjustments to reconcile net income to net cash (used) provided
by operating activities:

Undistributed net income from subsidiariesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (206,234) (72,776) (63,685)

Amortization of goodwill and other intangiblesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1,847 1,853

Decrease in unearned compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,005 1,527

Write-oÅ of branch automation project ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,170 Ì Ì

(Increase) decrease in amounts receivable from subsidiaries ÏÏÏÏ 23,618 (19,869) 57,705

Decrease (increase) in other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,969) (13,705) (15,525)

Increase (decrease) in amounts payable to subsidiariesÏÏÏÏÏÏÏÏÏ (1,029) (5,920) (21,771)

Increase (decrease) in other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,813 24,931 (18,785)

Other, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 68 (42)

Net cash provided by operating activitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 122,007 155,376 133,011

Cash Öows from investing activities:

Net decrease (increase) in interest bearing deposits with
subsidiariesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (97,097) 49,539 (2,009)

Purchase of available for sale securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,037) (4,990) Ì

Sales of held to maturity securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 2,854

Maturity of securities purchased under agreements to resell ÏÏÏÏÏ Ì Ì 12,250

Cash acquired in acquisition ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,110 6,328 Ì

Net cash (used) provided by investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (94,024) 50,877 13,095

Cash Öows from Ñnancing activities:

Proceeds from line of creditÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,000 35,000 Ì

Payment of line of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (25,000) (35,000) Ì

Proceeds from sale of trust preferred securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 193,150 Ì Ì

Payment of notes payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,068) (356) (1,227)

Dividends paid to shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (85,894) (72,277) (70,773)

Treasury stock acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (154,054) (151,546) (96,585)

Proceeds from stock issued in connection with employee beneÑt
plans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30,406 26,148 21,001

Net cash (used in) provided by Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (17,460) (198,031) (147,584)

Net increase (decrease) in cash due from banks ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,523 8,222 (1,478)

Cash and due from banks at beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,356 4,134 5,612

Cash and due from banks at end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 22,879 $ 12,356 $ 4,134

Supplemental disclosure information:

Interest paid on borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 25,229 $ 12,900 $ 12,712
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24. Subsequent Events (unaudited)

On August 22, 2002, Banknorth announced that it had entered into an agreement to acquire
Connecticut-based American Financial Holdings, Inc (""American''), parent company of American Savings
Bank. American had $2.8 billion of consolidated assets and $438.1 million of shareholders' equity at
December 31, 2002. Under terms of the agreement, each outstanding share of common stock of American
will be converted into the right to receive $32.00 in cash or 1.22 shares of Banknorth common stock, plus
cash in lieu of any fractional share interest, subject to election and allocation procedures which are
intended to ensure that 50% of the outstanding shares of American common stock will be converted into
the right to receive Banknorth common stock and 50% of the outstanding American common stock will be
converted into cash. The Banknorth and American boards of directors and the American shareholders have
approved the agreement. Banknorth has received all required regulatory approvals. The acquisition was
completed on February 14, 2003.

25. Selected Quarterly Data (unaudited)

2002 2001

Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $306,569 $313,156 $309,387 $306,006 $314,484 $306,125 $316,635 $326,545

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 107,006 112,160 109,914 109,520 126,027 136,341 150,935 170,596

Net interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 199,563 200,996 199,473 196,486 188,457 169,784 165,700 155,949

Provision for loan and lease losses ÏÏ 10,829 10,829 10,828 11,828 13,378 12,061 9,311 7,138

Net interest income after provision
for loan and lease losses ÏÏÏÏÏÏÏÏ 188,734 190,167 188,645 184,658 175,079 157,723 156,389 148,811

Noninterest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 84,441 65,505 62,986 61,576 63,599 60,551 57,597 58,756

Special chargesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,258 2,168 1,061 8,204 2,007 Ì Ì 5,608

Noninterest expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏ 154,868 139,409 135,730 134,693 136,015 124,632 121,827 119,233

Income before income taxes ÏÏÏÏÏÏÏ 115,049 114,095 114,840 103,337 100,656 93,642 92,159 82,726

Income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,911 37,233 38,680 34,859 35,152 31,440 32,266 27,343

Net income before extraordinary
item and cumulative eÅect of
change in accounting principle 77,138 76,862 76,160 68,478 65,504 62,202 59,893 55,383

Extraordinary item, net of taxÏÏÏÏ Ì Ì Ì Ì (3,897) Ì Ì Ì

Net income before cumulative
eÅect of change in accounting
principleÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 77,138 76,862 76,160 68,478 61,607 62,202 59,893 55,383

Cumulative eÅect of change in
accounting principle, net of tax ÏÏ Ì Ì Ì Ì Ì Ì Ì (290)

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 77,138 $ 76,862 $ 76,160 $ 68,478 $ 61,607 $ 62,202 $ 59,893 $ 55,093
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BANKNORTH GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

2002 2001

Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

Basic earnings per share:

Net income before extraordinary
item and cumulative eÅect of
change in accounting principle $ 0.52 $ 0.52 $ 0.52 $ 0.46 $ 0.45 $ 0.45 $ 0.44 $ 0.39

Extraordinary item, net of taxÏÏÏÏ Ì Ì Ì Ì (0.03) Ì Ì Ì

Cumulative eÅect of change in
accounting principle, net of tax Ì Ì Ì Ì Ì Ì Ì Ì

Basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 0.52 $ 0.52 $ 0.52 $ 0.46 $ 0.42 $ 0.45 $ 0.44 $ 0.39

Diluted earnings per share:

Net income before extraordinary
item and cumulative eÅect of
change in accounting principle $ 0.52 $ 0.51 $ 0.51 $ 0.45 $ 0.44 $ 0.45 $ 0.43 $ 0.39

Extraordinary item, net of taxÏÏÏÏ Ì Ì Ì Ì (0.03) Ì Ì Ì

Cumulative eÅect of change in
accounting principle, net of tax Ì Ì Ì Ì Ì Ì Ì Ì

$ 0.52 $ 0.51 $ 0.51 $ 0.45 $ 0.41 $ 0.45 $ 0.43 $ 0.39

89



Independent Auditors' Report

The Board of Directors
Banknorth Group, Inc.:

We have audited the accompanying consolidated balance sheets of Banknorth Group, Inc. and
subsidiaries (""Banknorth'') as of December 31, 2002 and 2001, and the related consolidated statements of
income, changes in shareholders' equity, and cash Öows for each of the years in the three-year period
ended December 31, 2002. These consolidated Ñnancial statements are the responsibility of Banknorth's
management. Our responsibility is to express an opinion on these consolidated Ñnancial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by
management, as well as evaluating the overall Ñnancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated Ñnancial statements referred to above present fairly, in all material
respects, the Ñnancial position of Banknorth Group, Inc. and subsidiaries as of December 31, 2002 and
2001, and the results of their operations and their cash Öows for each of the years in the three-year period
ended December 31, 2002, in conformity with accounting principles generally accepted in the United
States of America.

As discussed in Note 8 to the Consolidated Financial Statements, eÅective January 1, 2002,
Banknorth adopted Statement of Financial Accounting Standards (""SFAS'') No. 142, ""Goodwill and
Other Intangible Assets'' and SFAS No. 147, ""Acquisitions of Certain Financial Institutions.''

Boston, Massachusetts
January 13, 2003
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

PART III.

Item 10. Directors and Executive OÇcers of the Registrant

Incorporated by reference to ""Election of Directors'' on pages 2 through  and ""Executive OÇcers
who are not Directors'' on pages  and  of our deÑnitive proxy statement, dated March 10, 2003 (the
""Proxy Statement'').

Item 11. Executive Compensation

Incorporated by reference to ""Compensation of Executive OÇcers and Transactions with Manage-
ment'' on pages  through  of the Proxy Statement.

Item 12. Security Ownership of Certain BeneÑcial Owners and Management and Related Stockholder
Matters

Information regarding security ownership of certain beneÑcial owners and management is incorporated
by reference to ""BeneÑcial Ownership of Common Stock by Certain BeneÑcial Owners and Management''
on pages  through  of the Proxy Statement.

Information regarding our equity compensation plans is incorporated by reference to ""Equity
Compensation Plan Information'' on page  of the Proxy Statement.

Item 13. Certain Relationships and Related Transactions

Incorporated by reference to ""Indebtedness of Management'' and ""Certain Transactions'' on page 
of the Proxy Statement.

Item 14. Controls and Procedures

Within 90 days prior to the date of this annual report, we carried out an evaluation, under the
supervision and with the participation of our management, including our Chief Executive OÇcer and Chief
Financial OÇcer, of the eÅectiveness of the design and operation of our disclosure controls and procedures.
Based upon that evaluation, the Chief Executive OÇcer and Chief Financial OÇcer concluded that our
disclosure controls and procedures are eÅective. There were no signiÑcant changes in our internal controls
or in other factors that could signiÑcantly aÅect these controls subsequent to the date of their evaluation.

Disclosure controls and procedures are our controls and other procedures that are designed to ensure
that the information required to be disclosed by us in our reports Ñled or submitted under the Exchange
Act is recorded, processed, summarized and reported within the time periods speciÑed in the Securities
and Exchange Commission's rules and forms. Disclosure controls and procedures include, without
limitation, controls and procedures designed to ensure that information required to be disclosed by us in
our reports Ñled under the Exchange Act is accumulated and communicated to our management, including
the principal executive oÇcer and principal Ñnancial oÇcer, as appropriate to allow timely decisions
regarding required disclosure.
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PART IV.

Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a)(1) The following Ñnancial statements are incorporated by reference from Item 8 hereof:

Consolidated balance sheets at December 31, 2002 and 2001

Consolidated statements of income for each of the years in the three-year period ended December 31,
2002

Consolidated statements of changes in shareholders' equity for each of the years in the three-year
period ended December 31, 2002

Consolidated statements of cash Öows for each of the years in the three-year period ended
December 31, 2002

Notes to Consolidated Financial Statements

Independent Auditors' Report

(a)(2) All other schedules for which provision is made in the applicable accounting regulations of the
Securities and Exchange Commission are omitted because of the absence of conditions under which they
are required or because the required information is included in the Ñnancial statements and related notes
thereto.

(a)(3) The following exhibits are included as part of this Form 10-K. Where applicable, references to
Banknorth include Peoples Heritage Financial Group, Inc., its name prior to May 10, 2000.

Exhibit No. Exhibit Location

3(a)(1) Amended and Restated Articles of Incorporation of Banknorth (1)

3(a)(2) Amendments to the Articles of Incorporation of Banknorth (2)

3(b) Bylaws of Banknorth (3)

4(a) Specimen Common Stock certiÑcate (4)

4(b) Stockholder Rights Agreement, dated as of September 12, 1989 and amended and
restated as of July 27, 1999 and as of July 25, 2000, between Banknorth and
American Stock Transfer & Trust Company, as Rights Agent (5)

4(c) Instruments deÑning the rights of security holders, including indentures (6)

10(a) Form of Severance Agreement between Banknorth and William J. Ryan

10(b) Form of Severance Agreement between Banknorth and each executive oÇcer of
Banknorth identiÑed in the Proxy Statement, other than William J. Ryan

10(c) Amended and Restated Supplemental Retirement Agreement among Banknorth, its
subsidiaries and William J. Ryan

10(d)(1) Supplemental Retirement Agreement among Banknorth, its subsidiaries and
Peter J. Verrill (7)

10(d)(2) Amendment to Supplemental Retirement Agreement among Banknorth, its
subsidiaries and Peter J. Verrill (3)

10(e)(1) Supplemental Retirement Agreement among Banknorth, its subsidiaries and
John W. Fridlington (8)

10(e)(2) Amendment to Supplemental Retirement Agreement among Banknorth, its
subsidiaries and John W. Fridlington

10(f) Banknorth Group, Inc. Supplemental Retirement Plan (which covers each executive
oÇcer of Banknorth named in the Proxy Statement, other than Messrs. Ryan, Verrill
and Fridlington)

10(g) Amended and Restated Deferred Compensation Plan for Non-Employee Directors
and Key Employees, eÅective January 1, 2003
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Exhibit No. Exhibit Location

10(h) 1986 Stock Option and Stock Appreciation Rights Plan, as amended (9)

10(i) Amended and Restated Employee Stock Purchase Plan (10)

10(j) Amended and Restated Restricted Stock Plan for Non-Employee Directors (11)

10(k) Amended and Restated 1995 Stock Option Plan for Non-Employee Directors (12)

10(l)(1) Amended and Restated 401(k) Plan, eÅective January 1, 2001 (12)

10(l)(2) Form of First Amendment to Amended and Restated 401(k) Plan, dated October 1,
2002

10(l)(3) Form of Second Amendment to Amended and Restated 401(k) Plan, dated
December 18, 2002

10(m) 1996 Equity Incentive Plan, as amended

10(n) Executive Incentive Plan

10(o) Bank of New Hampshire Corporation Executive Excess BeneÑt Plan for
Paul R. Shea (13)

10(p) Supplemental Executive Retirement Plan of Evergreen Bancorp, Inc. (which covers
only Director Dougan) (14)

10(q) 2003 Equity Incentive Plan (15)

21 Subsidiaries of Banknorth Group, Inc.

23 Consent of KPMG LLP

99(a) CertiÑcation of Chief Executive OÇcer Under 18 U.S.C. Û1350

99(b) CertiÑcation of Chief Financial OÇcer Under 18 U.S.C. Û1350

(1) Incorporated by reference to Exhibit A to the Agreement and Plan of Merger, dated as of
October 27, 1997, between Banknorth and CFX Corporation, which agreement is included as
Exhibit A to the Prospectus/Proxy Statement included in the Form S-4 Registration Statement
(No. 333-23991) Ñled by Banknorth with the SEC on December 31, 1997.

(2) Exhibits are incorporated by reference to (i) the proxy statement Ñled by Banknorth with the SEC
on March 23, 1998, (ii) the proxy statement Ñled by Banknorth with the SEC on March 22, 2000
and (iii) the Form S-4 Registration Statement (No. 333-95587) Ñled by Banknorth with the SEC
on January 28, 2000, which describes an amendment which changed the name of the registrant to
""Banknorth Group, Inc.''

(3) Exhibit is incorporated by reference to the Form 10-K report Ñled by Banknorth for the year ended
December 31, 2000.

(4) Exhibit is incorporated by reference to the Form S-4 Registration Statement (No. 333-95587) Ñled
by Banknorth with the SEC on January 28, 2000.

(5) Exhibit is incorporated by reference to the Form 8-A/A report Ñled by Banknorth with the SEC on
July 26, 2000.

(6) Banknorth has no instruments deÑning the rights of holders of its long-term debt where the amount
of securities authorized under any such instrument exceeds 10% of the total assets of Banknorth and
its subsidiaries on a consolidated basis. Banknorth hereby agrees to furnish a copy of any such
instrument to the SEC upon request.

(7) Exhibit is incorporated by reference to Banknorth's Form 10-K report for the year ended
December 31, 1990.

(8) Exhibit is incorporated by reference to Banknorth's Form 10-K report for the year ended
December 31, 1995.

(9) Exhibit is incorporated by reference to the Form S-4 Registration Statement (No. 33-20243) Ñled
by Banknorth with the SEC on February 22, 1988. An amendment to the 1986 Stock Option and
Stock Appreciation Rights Plan is incorporated by reference to the proxy statement Ñled by
Banknorth with the SEC on March 24, 1994.
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(10) Exhibit is incorporated by reference to the proxy statement dated March 22, 2002 Ñled by Banknorth
with the SEC.

(11) Exhibit is incorporated by reference to the Form 10-K report Ñled by Banknorth for the year ended
December 31, 1996.

(12) Exhibit is incorporated by reference to the Form 10-K report Ñled by Banknorth for the year ended
December 31, 2001.

(13) Exhibit is incorporated by reference to the Form 10-K report Ñled by Bank of New Hampshire
Corporation (File No. 0-9517) for the year ended December 31, 1994.

(14) Exhibit is incorporated by reference to the Form 10-K report Ñled by Evergreen Bancorp, Inc. for
the year ended December 31, 1996.

(15) Exhibit is incorporated by reference to the proxy statement dated March 10, 2003 Ñled by Banknorth
with the SEC.

Banknorth's management contracts or compensatory plans or arrangements consist of Exhibit Nos.
10(a)-(p).

(b) Banknorth did not Ñle a Current Report on Form 8-K during the fourth quarter of the period
covered by this report.

(c) See (a)(3) above for all exhibits Ñled herewith and the Exhibit Index.

(d) There are no other Ñnancial statements and Ñnancial statement schedules which were excluded
from this report which are required to be included herein.
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SIGNATURES

Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, Banknorth has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

BANKNORTH GROUP, INC.

By: /s/ WILLIAM J. RYAN

William J. Ryan
Chairman, President and Chief

Executive OÇcer

Date: March 7, 2003

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons in the capacities and on the dates indicated.

/s/ GARY G. BAHRE Director Date: March 7, 2003

Gary G. Bahre

/s/ P. KEVIN CONDRON Director Date: March 7, 2003

P. Kevin Condron

/s/ GEORGE W. DOUGAN Director Date: March 7, 2003

George W. Dougan

Director

Allen M. Glick

/s/ LUTHER F. HACKETT Director Date: March 7, 2003

Luther F. Hackett

/s/ COLLEEN KHOURY Director Date: March 7, 2003

Colleen Khoury

/s/ DANA S. LEVENSON Director Date: March 7, 2003

Dana S. Levenson

/s/ JOHN M. NAUGHTON Director Date: March 7, 2003

John M. Naughton

/s/ MALCOLM W. PHILBROOK, JR. Director Date: March 7, 2003

Malcolm W. Philbrook, Jr.

/s/ ANGELO P. PIZZAGALI Director Date: March 7, 2003

Angelo P. Pizzagali
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/s/ IRVING E. ROGERS, III Director Date: March 7, 2003

Irving E. Rogers, III

/s/ WILLIAM J. RYAN Chairman, President and Chief Date: March 7, 2003
Executive OÇcer (principalWilliam J. Ryan

executive oÇcer)

/s/ CURTIS M. SCRIBNER Director Date: March 7, 2003

Curtis M. Scribner

Director

Paul R. Shea

/s/ GERRY S. WEIDEMA Director Date: March 7, 2003

Gerry S. Weidema

/s/ PETER J. VERRILL Senior Executive Vice President, Date: March 7, 2003
Chief Operating OÇcer, ChiefPeter J. Verrill
Financial OÇcer and Treasurer

(principal Ñnancial oÇcer)

/s/ STEPHEN J. BOYLE Executive Vice President and Date: March 7, 2003
Controller (principalStephen J. Boyle
accounting oÇcer)
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SECTION 302 CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER

I, William J. Ryan, certify that:

1. I have reviewed this annual report on Form 10-K of Banknorth Group, Inc. (the
""Registrant'');

2. Based on my knowledge, this annual report does not contain any untrue statement of a
material fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by this annual report;

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

4. The Registrant's other certifying oÇcers and I are responsible for establishing and
maintaining disclosure controls and procedures (as deÑned in Exchange Act Rules 13a-14 and 15d-
14) for the Registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information
relating to the Registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this annual report is being prepared;

b) evaluated the eÅectiveness of the Registrant's disclosure controls and procedures as of a
date within 90 days prior to the Ñling date of this annual report (the ""Evaluation Date''); and

c) presented in this annual report our conclusions about the eÅectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The Registrant's other certifying oÇcers and I have disclosed, based on our most recent
evaluation, to the Registrant's auditors and the audit committee of Registrant's board of directors (or
persons performing the equivalent functions):

a) all signiÑcant deÑciencies in the design or operation of internal controls which could
adversely aÅect the Registrant's ability to record, process, summarize and report Ñnancial data
and have identiÑed for the Registrant's auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who
have a signiÑcant role in the Registrant's internal controls; and

6. The Registrant's other certifying oÇcers and I have indicated in this annual report whether
or not there were signiÑcant changes in internal controls or in other factors that could signiÑcantly
aÅect internal controls subsequent to the date of our most recent evaluation, including any corrective
actions with regard to signiÑcant deÑciencies and material weaknesses.

/s/ WILLIAM J. RYAN

William J. Ryan
Chief Executive OÇcer

Date: March 10, 2003
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SECTION 302 CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Peter J. Verrill, certify that:

1. I have reviewed this annual report on Form 10-K of Banknorth Group, Inc. (the
""Registrant'');

2. Based on my knowledge, this annual report does not contain any untrue statement of a
material fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements were made, not misleading with respect to the period
covered by this annual report;

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

4. The Registrant's other certifying oÇcers and I are responsible for establishing and
maintaining disclosure controls and procedures (as deÑned in Exchange Act Rules 13a-14 and
15d-14) for the Registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information
relating to the Registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this annual report is being prepared;

b) evaluated the eÅectiveness of the Registrant's disclosure controls and procedures as of a
date within 90 days prior to the Ñling date of this annual report (the ""Evaluation Date''); and

c) presented in this annual report our conclusions about the eÅectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The Registrant's other certifying oÇcers and I have disclosed, based on our most recent
evaluation, to the Registrant's auditors and the audit committee of Registrant's board of directors (or
persons performing the equivalent functions):

a) all signiÑcant deÑciencies in the design or operation of internal controls which could
adversely aÅect the Registrant's ability to record, process, summarize and report Ñnancial data
and have identiÑed for the Registrant's auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who
have a signiÑcant role in the Registrant's internal controls; and

6. The Registrant's other certifying oÇcers and I have indicated in this annual report whether
or not there were signiÑcant changes in internal controls or in other factors that could signiÑcantly
aÅect internal controls subsequent to the date of our most recent evaluation, including any corrective
actions with regard to signiÑcant deÑciencies and material weaknesses.

/s/ PETER J. VERRILL

Peter J. Verrill
Chief Financial OÇcer

Date: March 10, 2003
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