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RP FINANCIAL, LC.
Financial Services Industry Consultants

March 28, 2002

Board of Directors

Brookline Bancorp, MHC
Brookline Bancorp, Inc.
Brookline Savings Bank

160 Washington Street
Brookline, Massachusetts 02147

Members of the Board of Directors:

At your request, we have completed and hereby provide an independent appraisal
(“Appraisal”) of the estimated pro forma market value of the common stock to be issued by
Brookline Bancorp, Inc., Brookline, Massachusetts (“Brookline Bancorp” or the “Holding
Company”) in connection with the mutual-to-stock conversion of Brookline Bancorp, MHC (the
“MHC”). The MHC currently has a majority ownership interest in, and its principal asset
consists of, approximately 57.6 percent of the common stock of Brookline Bancorp (the “MHC
Shares™), the mid-tier holding company for Brookline Savings Bank, Brookline, Massachusetts
(“Brookline Savings” or the “Bank™). The remaining 42.4 percent of Brookline Bancorp’s
common stock is owned by public stockholders. Brookline Bancorp, organized in March 1998,
owns 100 percent of the outstanding common stock of Brookline Savings. It is our-
understanding that Brookline Bancorp will offer its stock in a Subscription offering to the Bank's
Eligible Account Holders, Supplemental Eligible Account Holders and Other Members. To the
extent that shares remain available for purchase after satisfaction of all subscriptions received in
the Subscription offering, the shares may be offered for sale in a Direct Community offering.

This Appraisal is furnished pursuant to the requirements of the Code of Federal
Regulations 563b.7 and has been prepared in accordance with the “Guidelines for Appraisal
Reports for the Valuation of Savings and Loan Associations Converting from Mutual to Stock
Form of Organization” of the Office of Thrift Supervision (“OTS”), which have been adopted in
practice by the Federal Deposit Insurance Corporation (“FDIC”), including the most recent
revisions as of October 21, 1994, and applicable interpretations thereof.

Plan of Conversion

The respective Board of Directors of Brookline Bancorp and the MHC have approved the
plan of conversion pursuant to which the MHC will be merged into the Bank and the MHC will
no longer exist. Pursuant to the plan of conversion, Brookline Bancorp, which owns 100 percent
of the Bank, will be succeeded by a new corporation with the same name. As part of the
conversion, the Holding Company will sell shares of common stock in an offering that will
represent the ownership interest in Brookline Bancorp currently owned by the MHC. As of
December 31, 2001, the MHC’s ownership interest in Brookline Bancorp approximated

Washington Headquarters

Rosslyn Center _ Telephone: (703) 528-1700
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57.6 percent. The Holding Company will also issue shares of its common stock to the public
stockholders of Brookline Bancorp pursuant to an exchange ratio that will result in the public
shareholders owning the same aggregate percentage of the newly issued Brookline Bancorp
common stock as owned immediately prior to the conversion. As of December 31, 2001, the
public stockholders’ ownership interest in Brookline Bancorp approximated 42.4 percent.

RP Financial, LC.

RP Financial, LC. (“RP Financial”) is a financial consulting firm serving the financial
services industry nationwide that, among other things, specializes in financial valuations and
analyses of business enterprises and securities, including the pro forma valuation for savings
institutions converting from mutual-to-stock form. The background and experience of RP
Financial is detailed in Exhibit V-1. We believe that, except for the fee we will receive for our
appraisal and assisting Brookline Savings and Brookline Bancorp in the preparation of the post-
conversion business plan, we are independent of the Holding Company, the Bank, the MHC and
the other parties engaged by Brookline Savings or Brookline Bancorp to assist in the stock
conversion process.

Valuation Methodology

In preparing our Appraisal, we have reviewed the regulatory applications of Brookline
Bancorp, Brookline Savings and the MHC, including the prospectus as filed with the OTS and
the Securities and Exchange Commission (“SEC”). We have conducted a financial analysis of
Brookline Bancorp, Brookline Savings and the MHC that has included a review of audited
financial information for the years ended December 31, 1997 through 2001, a review of various
unaudited information and internal financial reports through December 31, 2001, and due
diligence related discussions with Brookline Bancorp’s’ management; Grant Thornton LLP,
Brookline Bancorp’s independent auditor; Luse Lehman Gorman Pomerenk & Schick, P.C,,
Brookline Bancorp’s conversion counsel; and Ryan, Beck & Co., LLC Brookline Bancorp’s
marketing advisor in connection with the stock offering. All assumptions and conclusions set
forth in the Appraisal were reached independently from such discussions. In addition, where
appropriate, we have considered information based on other available published sources that we
believe are reliable. While we believe the information and data gathered from all these sources
are reliable, we cannot guarantee the accuracy and completeness of such information.

We have investigated the competitive environment within which Brookline Bancorp
operates and have assessed Brookline Bancorp’s relative strengths and weaknesses. We have
kept abreast of the changing regulatory and legislative environment for financial institutions and
analyzed the potential impact on Brookline Bancorp and the industry as a whole. We have
analyzed the potential effects of the stock conversion on Brookline Bancorp’s operating
characteristics and financial performance as they relate to the pro forma market value of
Brookline Bancorp. We have analyzed the assets held by the MHC, which will be consolidated
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with Brookline Bancorp’s assets and equity pursuant to the completion of conversion. We have
reviewed the overall conditions in Brookline Bancorp’s primary market area as set forth in
demographic, economic and competitive information prepared by CACI, SNL Securities and
other third party private and governmental sources. We have compared Brookline Bancorp’s
financial performance and condition with selected publicly-traded thrifts in accordance with the
Valuation Guidelines, as well as all publicly-traded thrifts and thrift holding companies. We
have reviewed the current conditions in the securities markets in general and in the market for
thrift stocks in particular, including the market for existing thrift issues, initial public offerings
by thrifts and thrift holding companies and second step conversion offerings. We have excluded
from such analyses thrifts subject to announced or rumored acquisition and/or institutions that
exhibit other unusual characteristics.

The Appraisal is based on Brookline Bancorp’s representation that the information
contained in the regulatory applications and additional information furnished to us by Brookline
Bancorp and their respective independent auditors, legal counsel and other authorized agents are
truthful, accurate and complete. We did not independently verify the financial statements and
other information provided by Brookline Bancorp or their respective independent auditors, legal
counsel and other authorized agents nor did we independently value the assets or liabilities of
Brookline Bancorp. The valuation considers Brookline Bancorp only as a going concern and
should not be considered as an indication of Brookline Bancorp’s liquidation value.

Our appraised value is predicated on a continuation of the current operating environment
for Brookline Bancorp and for all thrifts and their holding companies. Changes in the local, state
and national economy, the legislative and regulatory environment for financial institutions and
mutual holding companies, the stock market, interest rates and other external forces (such as
natural disasters or significant world events) may occur from time to time, often with great
unpredictability and may materially impact the value of thrift stocks as a whole or the value of
Brookline Bancorp’s stock alone. It is our understanding that there are no current plans for
selling control of Brookline Bancorp following completion of the second step stock offering. To
the extent that such factors can be foreseen, they have been factored into our analysis.

The estimated pro forma market value is defined as the price at which Brookline
Bancorp’s common stock, immediately upon completion of the second step stock offering, would
change hands between a willing buyer and a willing seller, neither being under any compulsion
to buy or sell and both having reasonable knowledge of relevant facts.

Valuation Conclusion

It is our opinion that, as of March 28, 2002, the estimated aggregate pro forma valuation
of the shares to be issued in the conversion of the MHC, including: (1) newly-issued shares
representing the MHC’s ownership interest in Brookline Bancorp and (2) exchange shares issued
to existing public shareholders of Brookline Bancorp, is $442,643,970 at the midpoint, equal to
44.264,397 shares at a per share value of $10.00. Based on this valuation and taking into
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account the ownership interest represented by the shares owned by the MHC, the midpoint of the
offering range was $255,000,000, equal to 25,500,000 shares at $10.00 per share. The offering
range includes a minimum value of $216,750,000, equal to 21,675,000 shares at $10.00 per share
(85.0 percent of the midpoint) and a maximum value of $293,250,000, equal to 29,325,000
shares at $10.00 per share (115.0 percent of the midpoint). In the event the appraised value is
subject to an increase, the offering range may be increased up to a supermaximum value of
$337,237,500, equal to 33,723,750 shares at $10.00 per share, without requiring a resolicitation.

Establishment of the Exchange Ratio

OTS regulations provide that in a conversion of a mutual holding company, the minority
stockholders are entitled to exchange the public shares for newly issued shares of Brookline
Bancorp stock as a fully converted company. The Board of Directors of the MHC has
independently established a formula to determine the exchange ratio. The formula has been
designed to preserve the current aggregate percentage ownership in Brookline Bancorp equal to
42.39 percent as of December 31, 2001. Pursuant to this formula, the exchange ratio to be
received by the existing minority shareholders of Brookline Bancorp will be determined at the
end of the offering, based on the total number of shares sold in the Subscription and Direct
Community offerings. Based upon this formula, and the valuation conclusion and offering range
concluded above, the exchange ratio would be 1.4056 shares, 1.6537 shares, 1.9017 shares and
2.1870 shares of newly issued shares of Brookline Bancorp stock for each share of stock held by
the public shareholders at the minimum, midpoint, maximum and supermaximum of the offering
range, respectively. RP Financial expresses no opinion on the proposed exchange of newly
issued Holding Company shares for the shares held by the public stockholders or on the
proposed exchange ratio.

Limiting Factors and Considerations

Our valuation is not intended, and must not be construed, as a recommendation of any
kind as to the advisability of purchasing shares of the common stock. Moreover, because such
valuation is necessarily based upon estimates and projections of a number of matters, all of
which are subject to change from time to time, no assurance can be given that persons who
purchase shares of common stock in the conversion will thereafter be able to buy or sell such
shares at prices related to the foregoing valuation of the estimated pro forma market value
thereof. The appraisal does not take into account any trading activity with respect to the
purchase and sale of common stock in the secondary market and reflects only a valuation range
as of this date for the pro forma market value of Brookline Bancorp immediately upon issuance
of the stock.

RP Financial’s valuation was determined based on the financial condition, operations and
shares outstanding of Brookline Bancorp as of December 31, 2001, the date of the financial data
included in the prospectus. The proposed exchange ratio to be received by the current public




RP Financial, LC.
Boards of Directors
March 28, 2002
Page 5

stockholders of Brookline Bancorp and the exchange of the public shares for newly issued shares
of Brookline Bancorp common stock as a full public company was determined independently by
the Boards of Directors of the MHC. RP Financial expresses no opinion on the proposed
exchange ratio to public stockholders or the exchange of public shares for newly issued shares.

RP Financial is not a seller of securities within the meaning of any federal and state
securities laws and any report prepared by RP Financial shall not be used as an offer or
solicitation with respect to the purchase or sale of any securities. RP Financial maintains a
policy which prohibits RP Financial, its principals or employees from purchasing stock of its
client institutions.

This valuation will be updated as provided for in the conversion regulations and
guidelines. These updates will consider, among other things, any developments or changes in
the financial performance and condition of Brookline Bancorp, management policies and current
conditions in the equity markets for thrift shares, both existing issues and new issues. These
updates may also consider changes in other external factors which impact value including, but
not limited to: various changes in the legislative and regulatory environment for financial
institutions, the stock market and the market for thrift stocks and interest rates. Should any such
new developments or changes be material, in our opinion, to the valuation of the shares,
appropriate adjustments to the estimated pro forma market value will be made. The reasons for
any such adjustments will be explained in the update at the date of the release of the update. The
valuation will also be updated at the completion of Brookline Bancorp’s stock offering.

Respectfully submitted,

RP FINANCIAL, LC.

Wt C %

William E. Pommerening
Chief Executive Officer

regory E. Dunn

Senior Vice President
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I. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Brookline Savings Bank ("Brookline Savings” or the "Bank"), chartered in 1871, is a
federally-chartered stock savings bank headquartered in Brookline, Massachusetts. Brookline
Savings conducts business through the main office in Brookline, which ihcludes a full service
branch office, and five full service branch offices. Five of the Bank’s branches are located in the
Town of Brookline, an urban/suburban community adjacent to the City of Boston, and one
branch is maintained in the City of Newton, a community adjacent to the Town of Brookline.
The Brookline offices are located in Norfolk County and the Newton office is located in
Middlesex County. A map of the Bank’s branch office locations is included as Exhibit I-1.
Brookline Savings is a member of the Federal Home Loan Bank ("FHLB") system and its
deposits are insured up to the maximum allowable amount by the Federal Deposit Insurance

Corporation ("FDIC").

Brookline Bancorp, Inc. (“Brookline Bancorp” or the “Holding Company”) is a federally
chartered stock holding company that was organized in November 1997 for the purpose of
acquiring all of the capital of the Bank upon completion of the Bank’s reorganization from a
mutual savings bank into a mutual holding company structure. As part of the reorganization, the
Holding Company offered for sale 47.0 percent of the shares of its common stock in a public
offering. The remaining 53.0 percent of the Holding Company’s shares of common stock were
issued to Brookline Bancorp, MHC (the “MHC”), a federally-chartered mutual holding
company. The reorganization and public stock offering were completed on March 24, 1998. Net
proceeds from the public stock offering amounted to $134.8 million. As of December 31,2001,
the MHC owned 15,420,350 shares or 57.6 percent of the Holding Company’s shares of common
stock outstanding and the public owned the remaining 11,347,199 shares or 42.4 percent of the
Holding Company’s shares. As of December 31, 2001, Brookline Bancorp had $1.1 billion in
assets, $620.9 million in deposits and total equity of $285.4 million or 26.0 percent of total

assets. Brookline Bancorp audited financial statements are included by reference as Exhibit I-2.
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Plan of Conversion

The respective Board of Directors of Brookline Bancorp and the MHC have approved the
plan of conversion pursuant to which the MHC will be merged into the Bank and the MHC will
no longer exist. Pursuant to the plan of converéion, Brookline Bancorp, which owns 100 percent
of the Bank, will be succeeded by a new corporation with the same name. As part of the
conversion, the Holding Company will sell shares of common stock in an offering that will
represent the ownership interest in Brookline Bancorp currently owned by the MHC. As of
December 31, 2001, the MHC’s ownership interest in Brookline Bancorp approximated 57.6
percent. The Holding Company will also issue shares of its common stock to the public
stockholders of Brookline Bancorp pursuant to an exchange ratio that will result in the public
shareholders owning the same aggregate percentage of the newly issued Brookline Bancorp
common stock as owned immediately prior to the conversion. As of December 31, 2001, the

public stockholders’ ownership interest in Brookline Bancorp approximated 42.4 percent.

Strategic Overview

Brookline Bancorp maintains a local community banking emphasis, with a primary
strategic objective of meeting the borrowing and savings needs of its local customer base. The
Holding Company’s lending activities have emphasized origination of commercial real estate
and multi-family loans secured by properties in the Boston metropolitan area and eastern
Massachusetts. In comparison to a traditional thrift lender, which emphasizes the origination of
1-4 family loans, such loans constitute a smaller portion of the Holding Company’s loan
portfolio composition. On a more limited basis, the Holding Company’s lending activities
include diversification into construction, commercial business and consumer loans. Retail
deposits obtained from the six branch offices and, on a more limited basis, through the internet
represent the primary source of interest-bearing funds, while borrowings from the FHLB serve as

an alternative funding source for purposes of managing funding costs and interest rate risk.

The Holding Company’s lending emphasis on commercial real estate and multi-family
loans implies a greater degree of credit risk compared to loan portfolios that reflect higher

concentrations of lower balance 1-4 family loans. However, Brookline Bancorp has sought to
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limit the credit risk exposure associated with its lending strategy, through emphasizing
origination of such loans in local markets and to established lending relationships with favorable
credit histories. Credit risk associated with the loan portfolio has also been limited by the
strength of the local economy, implementation of what are believed by management to be
conservative underwriting guidelines and building a high level of loss reserves relative to non-
performing assets and loans outstanding. Economic growth has been supported by expansion of
the technology and financial services sectors, which serve as the cornerstone of the Boston MSA
economy and, in turn, has facilitated growth in most areas of the regional economy. In general,
the primary market area has had low unemployment and increasing real estate values, which has
increased demand for new construction of both residential and commercial properties. More
recently, the local economy has slowed in conjunction with the national recession, although there
has yet to be any notable impairment in Boston metropolitan area commercial real estate values
and no deterioration in credit quality has yet to be experienced in the Holding Company’s loan

portfolio.

Investments serve as a supplement to the Holding Company’s lending activities. The
Holding Company’s investment strategy emphasizes low risk types of investments, with the
intent of providing and maintaining liquidity and to generate a favorable return within the
context of supporting interest rate and credit risk objectives. Investments securities held by the
Holding Company consist primarily of collateralized mortgage obligations (“CMOs”), corporate
bonds and U.S. Government and agency securities. In recent years, the Holding Company has
emphasized purchases of CMOs with average maturities of approximately three years for yield
enhancement. The Holding Company’s investment strategy also continues to emphasize
investment in corporate bonds and U.S. Government and agency obligations. Corporate

obligations are generally required to be rated “A” or better at the time of acquisition.

Retail deposits have consistently served as the primary interest-bearing funding source
for the Holding Company and the Holding Company has sustained positive deposit growth over
the past four years. In recent years, deposit growth has consisted mostly of transaction and
savings accounts and such deposits constitute the largest component of the Holding Company’s
current deposit composition. The shift in deposit composition towards a higher concentration of

transaction and savings accounts is believed to be in part attributable to the decline in CD market
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rates, which has resulted in a general increase in depositor preference to maintain funds in liquid

transaction accounts.

To facilitate deposit growth and marketing of other retail banking services, the Holding
Company established Lighthouse Bank (“Lighthouse”), an internet only bank subsidiary, The
Holding Company made a $25 million capital investment in Lighthouse at the beginning of May
2000. Lighthouse commenced doing business with the public in the last week of June 2000. In
April 2001, the Holding Company announced the decision to either sell Lighthouse to a third
party or to merge it into the Bank. That decision was reached after determining the amount of
additional operating losses Lighthouse would likely incur before achieving satisfactory
profitability. On July 17, 2001, the existence of Lighthouse as a separate corporate entity was
terminated by its merger into Brookline Savings. Brookline Savings continues to provide on-line
electronic banking services to the former customers of Lighthouse. In contemplation of the
Lighthouse merger, a pre-tax restructuring charge of $3.9 million was recorded in the second

quarter of 2001 to provide for merger-related expenses.

Borrowings serve as an alternative funding source for the Holding Company to support
control of funding costs and to manage interest rate risk. The Holding Company’s use of
borrowings has emphasized FHLB advances with five year fixed rate terms for purposes of
managing the interest rate risk associated with commercial real estate and multi-family loan

portfolio.

Brookline Bancorp’s earnings base is largely dependent upon net interest income and
operating expense levels. Net interest income has consistently been maintained at a relatively
high level, which has been supported by the Holding Company’s maintenance of a high interest-
eaming assets-to-interest-bearing liabilities (“IEA/IBL”) ratio. The Holding Company’s strong
TEA/IBL ratio is realized through maintaining a high level of interest-earnings assets relative to
total assets, which is supported by low investment in fixed assets, low balances of non-
performing assets and no intangibles. Most significantly, the strength of the IEA/IBL ratio has
been sustained through maintaining a high capital position, which, in turn, has provided for a low
level of interest-bearing liabilities relative to total assets. The Holding Company’s lending
strategy, which has emphasized relatively higher yielding commercial real estate and multi-

family loans, has also facilitated maintenance of a strong net interest margin.
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Operating expenses have been maintained at relatively low levels, reflecting efficiency in
operations and relatively low personnel requirements for implementation of the Holding
Company’s operating strategy. In particular, the Holding Company’s maintains a high ratio of
assets per employee, which is supported by the relatively lower staffing needs for origination and
servicing of larger balance commercial real estate and multi-family loans, as compared to lower
balance 1-4 family and consumer loans, and the small size of the branch network relative to total
deposits and total assets. Brookline Baﬂcorp’s limited diversification into other lending areas, as
well as other types of retail banking activities have also contained staffing levels. While the
Holding Company’s implementation of a fairly streamlined operating strategy has supported
containment of operating expenses, it has also limited development of revenues from non-
interest income sources. Accordingly, income generated from such sources as fees and service

charges is only a modest contributor to the Holding Company’s earnings.

A key component of the Holding Company’s business plan is to complete a second step
conversion offering. In particular, the additional equity capital raised in the conversion will
provide a larger capital cushion for asset growth, including growth through acquisitions of local
thrifts, commercial banks or other financial service providers as opportunities arise. As a fully-
converted institution, it is contemplated that the ability to offer Holding Company stock as
consideration will facilitate increased opportunities to grow through acquisition., Comparatively,
in the current MHC structure, growth through acquisition is substantially limited to utilizing cash
as consideration, which is often viewed as a less attractive type of consideration by potential

acquisition candidates.

The Holding Company anticipates that growth opportunities will also result from
implementation of a more aggressive retail banking strategy, in which growth will be realized
through establishing ‘additional branches that complement the existing branch network and
through placing more of an emphasis on developing and marketing products and services that
address the needs of retail customers. Additionally, opportunities for retail growth will continue
to be realized from large bank consolidation in the local market and the resulting fallout of
customers who are attracted to Brookline Savings’ communify—bank orientation and emphasis on -

customer service.
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The increase in capital provided by the second step conversion is also expected to support
growth of the commercial real estate loan portfolio, as the Holding Company’s higher pro forma
capital position will facilitate the ability to make additional commercial real estate loans to some
of the Holding Company’s current large borrowers, as well as reducing the necessity of
participating out commercial real estate loans that are currently considered to be large for the
Holding Company’s current capital position. Growth in commercial business lending is also a
strategic growth area for the Holding Company. In connection with the implementation of the
retail banking strategy, the Holding Company will be introducing products and services that will
address the cash management and deposit needs of the Holding Company’s commercial
borrowers. The projected uses of stock proceeds are highlighted below.

0 The Holding Company. The Holding Company will retain up to 50 percent of the

net conversion proceeds after expenses. Most of the funds retained by the-
Holding Company will be deployed into Brookline Securities Corp., a wholly-
owned subsidiary of Brookline Bancorp, and held in investment securities. Over
time, the Holding Company funds may be utilized for various corporate purposes,

including the possible payment of regular and/or special cash dividends,
acquisitions, and/or repurchases of common stock.

0 The Bank. The remaining 50 percent of the net conversion proceeds will be
infused into the Bank. The net cash proceeds are likely to be lower based on
expectations of deposit withdrawals to fund stock purchases. Cash proceeds
infused into the Bank will initially become part of general funds, pending
deployment into whole loans.

Balance Sheet Trends

Table 1.1 shows the Holding Company’s historical balance sheet data from December 31,
1997 through December 31, 2001. Over the past four years, Brookline Bancorp exhibited annual
asset growth of 11.9 percent. Asset growth has been primarily sustained by loan growth, while
growth in cash and investments has been more modest. Accordingly, the Holding Company’s
interest-earning asset composition has exhibited a shift towards a higher concentration of loans
and a decline in the concentration of cash and investments comprising interest-earning assets.
Asset growth has been funded by a combination of deposits, borrowings and capital, with the

Holding Company’s funding composition showing increases in the level of borrowings and
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capital funding assets and a decline in the level of deposits funding assets. A summary of

Brookline Bancorp’s key operating ratios for the past five years is presented in Exhibit I-3.

Brookline Bancorp’s balance of net loans receivable increased at a 14.1 percent annual
rate from the year end 1997 through year end 2001, increasing as a percent of assets from 69.0
percent at year end 1997 to 74.5 percent at year end 2001. Loan growth was recorded
throughout the past four years, with net loan growth ranging from a low of $57.3 million in 1999
to a high of $95.8 million in 1998. Growth of the loan portfolio has mostly consisted of

commercial real estate and multi-family loans followed by growth of 1-4 family loans.

Brookline Bancorp’s emphasis on commercial real estate and multi-family lending is
reflected in its loan portfolio composition, as 69.8 percent of total loans receivable consisted of
commercial real estate and multi-family loans at December 31, 2001. The Holding Company’s
second largest loan concentration consists of 1-4 family loans with such loans, inclusive of
second mortgages, equaling 21.6 percent of total loans outstanding at December 31, 2001.
Diversification into other lending areas has been somewhat limited for the Holding Company,
consisting primarily of commercial business loans. It should be noted that the ratios indicated in
this paragraph and in the following paragraph exclude money market loan participations in the
calculation of total loans, with such loans ranging from a high of $44.3 million at year end 1998
to a low of $6.0 million at year end 2001. The net loans receivable balances indicated in Table

1.1 include the money market loan participations.

Trends in the Holding Company’s loan portfolio composition over the past five years
indicate that the concentration of commercial real estate and multi-family loans has declined
from 76.4 percent of total loans at year end 1997 to 69.8 percent of total loans at year end 2001,
which was attributable to a decline in the level of multi-family loans comprising total loans.
Comparatively, over the same time period, 1-4 family loans and second mortgages increased
from 17.5 percent of total loans to 21.6 percent of total loans. Commercial business loans have
also become a more prominent component of total loans outstanding, increasing from 1.9 percent
of total loans at year end 1997 to 4.9 percent at year end 2001. Other lending areas, such as
consumer loans and construction and development loans, remained fairly consistent as a percent

of total loans outstanding and have been minor areas of lending diversification.
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The intent of the Holding Company’s investment policy is to provide adequate liquidity
and to generate a favorable return within the context of supporting Brookline Bancorp’s overall
credit and interest rate risk objectives. Over the past five years, the Holding Company’s balance
of cash and total investment securities ranged from a high of 32.9 percent of assets at year end
1998 to a low of 24.1 percent of assets at year end 2001. In recent years, the Holding
Company’s investment strategy has emphasized investment in CMOs, which has been in part
funded by reduced holdings of U.S. Government and agency obligations, corporate bonds and
marketable equity securities. As of December 31, 2001, CMOs accounted for $79.7 million or
43.7 percent of the investment portfolio. Other investments held by the Holding Company at
December 31, 2001 consisted of U.S. Government and agency obligations ($14.2 million),
corporate bonds ($58.9 million), marketable equity securities ($17.2 million), mortgage-backed
securities ($3.0 million) and restricted equity securities ($9.3 million). The Holding Company’s
$8.9 million investment in FHLB stock accounted for the substantial portion of the restricted
equity securities balance. To support management of interest rate risk and liquidity, the Holding
Company’s current philosophy has been to maintain all new investment purchases as available-
for-sale. As of December 31, 2001, secﬁrities maintained as available for sale and held to
maturity equaled $163.4 million and $9.6 million, respectively. The Holding Company
maintained an unrealized gain of $10.6 million on investments held as available-for-sale, as of
December 31, 2001. Brookline Bancorp maintained cash and cash equivalent funds totaling
$82.7 million or 7.5 percent of assets at December 31, 20001, which was at the high end of the
range of cash and cash equivalents that has been maintained by the Holding Company over the
past five years. Exhibit I-4 provides historical detail of the Holding Company’s investment

portfolio.

Over the past five years, Brookline Bancorp’s funding needs have been substantially met
through retail deposits, internal cash flows, borrowings and retained earnings. From year end
1997 through year end 2001, the Holding Company’s deposits increased at an annual rate of 6.5
percent. Deposit growth has been sustained throughout the past four years, with the most notable
increase occurring in 2000. The Holding Company recorded deposit growth of $96.5 million in
2000, which was supported by internet deposits generated through Lighthouse and the opening of
a new branch. Since year end 1997 deposit growth has not kept pace with asset growth, as total
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deposits declined from 68.8 percent of assets at year end 1997 to 56.5 percent of assets at year
end 2001. In recent years, the Holding Company’s deposit composition has exhibited a shift
towards a higher concentration of transaction and savings accounts, reflecting stronger growth in
those accounts compared to CD growth. Most of the recent growth in transaction and savings
accounts has consisted of money market accounts. As of December 31, 2001, transaction and

savings accounts equaled 59.0 percent of total deposits.

The decline in the level of deposits funding assets has been offset by increased utilization
of borrowings and capital growth. Borrowings as a percent of assets increased from 9.9 percent
at year end 1997 to 16.2 percent at year end 2001, exhibiting an annual growth rate of 26.6
percent. As of December 31, 2001, the Holding Company held $178.1 million of borrowings,
which consisted entirely of FHLB advances. FHLB advances held by the Holding Company

have fixed terms with laddered maturities generally out to five years.

Since fiscal year end 1997, retained eamings, an incfease in the unrealized gain
maintained on securities designated as available-for-sale and net proceeds realized from the
minority stock offering translated into an annual capital growth rate of 21.1 percent for the
Holding Company. The most significant capital growth was recorded in 1998, as the result of
the completion of the minority stock offering on March 24, 1998. Net proceeds from the
minority stock offering amounted to $134.8 million, which supported an increase in the Holding
Company’s equity-to-assets ratio from 18.9 percent at year end 1997 to 31.7 percent at year end
1998. Since 1998, capital growth has been slowed by dividend payments and stock repurchases,
which combined with asset growth, has served to leverage the Holding Company’s equity-to-
assets ratio down to 26.0 percent at year end 2001. All of the Holding Company’s capital is
tangible capital and the Bank maintains significant capital surpluses relative to all of its
regulatory capital requirements. The additional capital realized from the second step conversion
offering will serve to further strengthen the Holding Company’s capital position and support the
growth strategies contemplated in its business plan. At the same time, as the result of the
Holding Company’s relatively high pro forma capital position, Brookline Bancorp’s ROE will

initially be depressed from current levels following its conversion.
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Income and Expense Trends

Table 1.2 shows the Holding Company’s historical income statements for the years ended
1997 through 2001. Earnings for the Holding Company over the past five years ranged from a
low of 1.80 percent of average assets in 2001 to a high of 2.33 percent of average assets in 1999.
Net interest income and operating expenses represent the primary components of Brookline
" Bancorp’s core earnings. Non-interest operating income has been a relatively modest contributor
to the Holding Company’s earnings and the Holding Company’s historically strong credit quality
has served to limit the impact of loss provisions on eamnings. Gains realized from the sale of
investment securities have served to bolster eamings throughout the past five years, although the
amount of gains recorded vary from year-to-year and are not considered to be a recurring source
of earnings for the Holding Company. In 2001, the Holding Company recorded a non-recurring
gain from the termination of Brookline Savings’ defined benefit plan and a non-recurring charge

related to the merger of Lighthouse into the Bank.

Over the past five years, the Holding Company’s net interest income to average assets
ratio has ranged from a low of 4.01 percent during 2001 to a high of 4.34 percent during 2000.
The recent decline in the net interest income ratio has been in part attributable to a declining
level of capital and resulting higher level of interest-bearing liabilities funding assets. Brookline
Bancorp’s lower net interest income ratio for 2001 also reflects the impact of a narrowing
interest rate spread, as the result of a steeper decline in the average yield eamed on interest-
earning assets relative to the average cost paid for interest-bearing liabilities. The less significant
decline in the cost of interest-bearing funds was in part attributable to increased utilization of
higher rate, longer term fixed rate borrowings. From 2000 to 2001, the Holding Company’s
interest rate spread declined from 2.95 percent to 2.83 percent. Overall, the Holding Company
has maintained a relatively high and stable net interest rﬁargin throughout the past five years,
which has been supported by the strength of the Holding Company’s IEA/IBL ratio. Brookline
Bancorp’s historical net interest rate spreads and yields and costs are set forth in Exhibits I-3 and

I-5.

Sources of non-interest operating income have been a modest contributor to the Holding
Company’s earnings, reflecting limited diversification into fee oriented activities and a general

de-emphasis of retail banking activities. Throughout the period shown in Table 1.2, non-interest
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operating income has ranged from a low of 0.16 percent of average assets in 1997 to a high of
0.19 percent of average assets in 1999 and 2001. Sources of non-interest operating income
consist substantially of fees and service charges and on a more limited basis income earned on
real estate owned and miscellaneous sources of income that consists primarily of income
representing Brookline Bancorp’s 30.5 percent equity interest in the earnings of Eastern Funding
LLC, a company specializing in the financing of coin operated laundry and dry cleaning
equipment in the greater metropolitan New York area and selected other locations in the
Northeast. Growth of non-interest income may be enhanced by the Holding Company’s planned
implementation of a more diverse retail banking strategy and the introduction of cash
management services for commercial accounts. However, notwithstanding the potential increase
in non-interest income that may be generated from new products and services, as well as more
aggressive marketing of current products and services, Brookline Bancorp’s earnings can be

expected to remain highly dependent upon the net interest margin for the intermediate term.

Operating expenses represent the other major component of the Holding Company’s
earnings, ranging from a low of 1.12 percent of average assets during 1998 to a high of 1.78
percent of average assets during 2000. For the year ended 2001, operating expenses as a percent
of average assets equaled 1.57 percent. As previously noted, the Holding Company’s relative
low operating expense ratio is supported by a current operating strategy that is not highly
diversified and has limited staffing needs relative to total asset size. As of December 31, 2001,
the Holding Company’s ratio of assets per full time equivalent employee equaled $9.6 million,
versus $4.5 million for all publicly-traded thrifts. The increase in the operating expense ratio
since 1998 was attributable to several factors, including expenses related to the vesting of the
recognition and retention plan implemented in the minority stock offering, the expense of the
ESOP implemented in the minority stock offering, start-up expenses related to Lighthouse,
higher marketing and advertising expenses related to the opening of Lighthouse in 2000 and
higher data processing expenses. As the result of accelerated vesting of the recognition and
- retention plan, most of that expense was incurred in 1999 ($3.6 million) and in 2000 ($1.2
million). The Holding Company’s operating expense ratio for 2001 is considered to be

indicative of its recurring operating expenses.
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Overall, the general trends in the Holding Company’s net interest margin and operating
expense ratio since 1997 indicate a decline in core earnings, as the Holding Company’s expense
coverage ratio (net interest income divided by operating expenses) declined from 3.38 times
- during 1997 to 2.55 times during 2001. Likewise, Brookline Bancorp’s efficiency ratio
(operating expenseé, net of amortization of intangibles, as a percent of the sum of net interest
income and non-interest operating income) of 37.4 percent for the year ended 2001 was less
favorable than the 28.5 percent efficiency ratio maintained during 1997. Notwithstanding, the
comparatively less favorable expense coverage and efficiency ratios indicated for 2001, both

ratios remain superior to industry averages.

Over the past five years, negligible asset quality problems and a strong local real estate
market has served to limit the impact of loss provisions on the Holding Company’s earnings.
Loan loss provisions established by the Holding Company ranged from a low of zero loss
provisions in 1997 to a high of 0.09 percent of average assets during 2001. The higher level of
loss provisions established during 2001 takes into consideration the loan growth realized during
the period, including growth of higher risk commercial real estate and multi-family loans. As of
December 31, 2001, the Holding Company maintained valuation allowances of $15.3 million,
equal to 1.87 percent of net loans receivable and 968.4 percent of non-performing assets. Exhibit

I-6 sets forth the Holding Company’s loan loss allowance activity during the past five years.

Gains realized from the sale of securities have had a varied impact on the Holding
Company’s earnings, ranging from a low of 0.01 percent of average assets in 1997 to a high of
0.87 percent of average assets in 2000. For the year ended 2001, gains on the sale of securities
equaled 0.33 percent of average assets. Such gains reflect ongoing management of the Holdings
Company’s portfolio of marketable equity securities and are considered to be subject to a high
degree of volatility aﬁd, therefore, do not represent a source of core earnings for the Holding
Company. In 2001, the Holding Company also recognized a one time gain of $3.7 million or
0.34 percent of average assets from the termination of Brookline Savings’ defined benefit plan
and a non-recurring charge of $3.9 million or 0.37 percent of average assets related to the merger
of Lighthouse into the Bank.

Currently, the Holding Company is subject to a federal tax on income in the amount of

35.0 percent. The Commonwealth of Massachusetts imposes a state income tax of 10.5 percent,
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although certain state tax advantages reduce the Holding Company’s overall effective tax rate.
Brookline Bancorp and Brookline Savings have established tax qualified Massachusetts
securities companies which provide a certain level of state tax benefits to the Bank. and the
Holding Company with regard to interest income and/or capital gains realized on the investment
portfolio. Additionally, the Bank maintains a subsidiary established as a Massachusetts
Corporation to engage in real estéte business activities that enable it to be taxed as a real estate
investment trust for Massachusetts tax purposes. Brookline Bancorp’s effective tax rate ranged

from a low of 34.8 percent in 1997 to a high of 36.7 percent in 2001.

Interest Rate Risk Management

The Holding Company pursues a number of strategies to manage interest rate risk, which
have been fairly effective in limiting the repricing mismatch between interest rate sensitive assets
and liabilities. Management of the Holding Company’s intere‘st rate risk is conducted on an
ongoing basis and is reviewed formally by the Asset/Liability Committee (“ALCO”) monthly.
Brookline Bancorp relies on in-house modeling to monitor and analyze the effects that interest
rate movements will have on the balance sheet and on net interest income. Based on the Holding
Company’s balance sheet as of December 2001, a 200 basis point instantaneous and sustained
rise in interest rates would result in a 6.25 percent decline in net interest income over a one year
period. The Holding Company maintained a one year cumulative gap-to-assets ratio of negative

12.2 percent as of December 31, 2001 (see Exhibit I-7).

The Holding Company manages interest rate risk from the asset side of the balance sheet,
through such strategies as maintaining investments as available-for-sale and investing in
securities with short-terms or floating rates, selling originations of 1-4 family fixed rate loan
originations to the secondary market and emphasizing the origination and retention of adjustable
rate loans or loans with maturities matched with those of the deposits and borrowings funding
the loans. As of December 31, 2001, of the total loans due after December 31, 2002, ARM loans
comprised 77.2 percent of those loans (see Exhibit I-8). On the liability side of the balance
sheet, management of interest rate risk has been pursued through utilizing fixed rate FHLB
advances with laddered maturities generally out to five years and maintaining a high level of less

interest rate sensitive and lower cost core deposits in the form of savings and transaction
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accounts. The Holding Company’s management of interest rate risk is also facilitated by
maintenance of a high IEA/IBL ratio, thereby lessening the dependence on the interest rate

spread to sustain net interest income.

On a limited basis, the Holding Company has utilized off-balance sheet hedgihg
instruments to support management of interest rate risk. Effective April 14, 1998, the Holding
Company entered into an interest-rate swap agreement with a third party that matures April 14,
2005. The notional amount of the agreement is $5.0 million. Under this agreement, each quarter
the Holding Company pays interest on the notional amount at an annual fixed rate of 5.9375
percent and receives from the third-party interest on the notional amount at the floating three
month U.S. dollar LIBOR rate. The Holding Company entered into this transaction to match
more closely the repricing of its assets and liabilities and to reduce its exposure to increases in
interest rates. For the year ended 2001, the Holding Company recorded a loss of $241,000 for
the market value adjustment of the swap contract. The loss is reflected as non-interest operating

income on the Holding Company’s income statement.

Lending Activities and Strategy

Brookline Bancorp’s urban and suburban market is characterized by a large number of
apartment buildings, condominiums and office buildings. As a result, for many years, Brookline
Bancorp has emphasized multi-family and commercial mortgage lending. Beyond multi-family
-and commercial real estate loans, lending diversification by the Holding Company includes loans
secured by 1-4 family properties, construction and development loans, commercial lines of credit
primarily to condominium associations, home equity loans and other consumer loans. Another
component of the loan portfolio consists of participations in commercial loans to national
companies and organizations originated and serviced primarily by money center banks. Exhibit
I-9 provides historical detail of Brookline Bancorp’s loan portfolio composition over the past
five years and Exhibit I-10 provides the contractual maturity of the Holding Company’s loan
portfolio by loan type as of December 31, 2001.

Commercial real estate and multi-family loans are generally originated up to a maximum

loan-to-value (“LTV”) ratio of 75.0 percent and typically require a minimum debt-coverage ratio
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of 1.25 times based on current loan rates. Loan terms typically provide for amortization periods
of twenty to twenty-five years and a balloon provision after ten years. Commercial real estate
loans are typically offered as a fixed rate loan that convert to a floating rate loan after an initial
fixed rate period of five to seven years or, at the borrower’s option, may be renewed as a fixed
rate loan up to the balloon date. The Holding Company’s commercial real estate loan portfolio
includes loan participations secured by local properties and purchased from locally-based
financial institutions. The Holding Company also participates out commercial real estate loans
that are considered too large to hold as a single-credit or would result in loan-to-one borrower
concentrations above internal lending limits. In light of the higher credit risk associated with
commercial real estate and multi-family loans, loan rates offered on those loans are at a premium
to the Holding Company’s 1-4 family loan rates. As of December 31, 2001, the Holding
Company’s commercial real estate and multi-family loan portfolio totaled $611.0 million or 69.8
percent of total loans outstanding (exclusive of money market loan participations). Brookline
Bancorp intends to continue to emphasize the origination of commercial real estate and multi-
family loans, as the Holding Company has been effective in establishing a lending niche in thé
$1 million to $4 million range. Growth of the commercial real estate portfolio will also be
facilitated by the increase in capital provided by the infusion of conversion proceeds, as the
Holding Company’s higher capital position will increase the loans-to-one borrower limit and

provide for increased flexibility with respect to retaining larger credits without participants.

Brookline Bancorp originates both fixed rate and adjustable rate 1-4 family permanent
mortgage loans, retaining all ARM loan originations for portfolio. Fixed rate loans are generally
sold to the secondary market on a servicing released basis. Fixed rate loans are offered for terms
of 15 and 30 years. ARM loans offered by the Holding Company include loans that reprice
every one or three years, as well as loans that convert to a one-year adjustable rate loan following
an initial fixed rate period of three or five years. ARM loans are indexed to the Constant
Maturity Treasury Index with the same term as the repricing period. The Holding Company
typically requires a LTV ratio of 80.0 percent or less for 1-4 family loans, but will lend up to a
95.0 percent LTV ratio with private mortgage insurance (“PMI”). As of December 31, 2001, the
Holding Company’s 1-4 family permanent mortgage loan portfolio totaled $189.3 million,
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including second mortgages, or 21.6 percent of total loans outstanding (exclusive of money

market loan participations).

Construction loans originated by the Holding Company consist of loans to finance the
construction of 1-4 family residences, commercial properties and multi-family properties.
- Construction loans are typically floating rate loans tied to the Wall Street Journal Prime Rate and
require payment of interest only during the construction period. Different criteria are applied in
underwriting construction loans for which the primary source of repayment is the sale of the
property than in underwriting construction loans for which the primary source of repayment is
the stabilized cash flow from the completed project. For those loans where the primary source of
repayment is from the resale of the property, in addition to the normal credit analysis performed
on other loans, the Holding Company also analyzes project costs, the attractiveness of the
property in relation to the market in which it is located and demand within the market area. For
those construction loans where the source of repayment is the stabilized cash flow from the
completed project, Brookline Bancorp analyzes not only project costs but also how long it might
take to achieve satisfactory occupancy and the reasonableness of projected rental rates in relation
to market rental rates. As of December 31, 2001, Brookline Bancorp’s outstanding balance of
construction loans totaled $20.9 million or 2.4 percent of total loans outstanding (exclusive of
money market loan participations), which included $493,000 of land loans originated for

purposes of development.

Home equity lines of credit are floating rate loans tied to the Wall Street Journal Prime
Rate and are limited to a maximum LTV ratio of 75.0 percent of the appraised value of the
property less the balance of any first loan. The line of credit is available for as long as the home
that is securing the loan is owned by the borrower. A higher interest rate is earned on lines of
credit for less than $I0,000 and a slightly discounted rate is offered to borrowers with a
minimum of $20,000 of deposits maintained at the Bank. As of December 31, 2001, the
outstanding balance of home equity lines of credit equaled $8.9 million or 1.0 percent of total

loans outstanding (exclusive of money market loan participations).

Diversification into non-mortgage lending consists primary of commercial business loans
and, to a lesser extent, consumer loans. Commercial business loans extended by the Holding

Company consist primarily of loans to condominium associations for the purpose of funding
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capital improvements. Typically such loans are extended as five year fixed rate loans with 10
year amortization periods and are secured by a general assignment of the revenue of the
condominium. Among the factors considered in the underwriting of such loans are the level of
owner occupancy, the financial condition and history of the condominium association, the
attractiveness of the property in relation to the market in which it is located and the
reasonableness of estimates of the cost of capital improvements to be made. Beyond loans
extended to condominium associations, the only other commercial business loan currently held
by the Holding Company is a $10 million one year note extended to a local university for
purposes of funding student loans. As of December 31, 2001, the outstanding balance of
commercial business loans totaled $42.6 million or 4.9 percent of total loans outstanding
(excluding money market loan participations). Commercial business lending into more
traditional types of commercial business loans is expected to become a greater area of lending
emphasis for the Holding Company, in which Brookline Bancorp will be targeting small- and
mid-size companies as well as current lending relationships maintained with commercial real

estate borrowers as the primary sources of commercial loan growth.

The Holding Company’s loan portfolio also includes money market loan participations,
which consist of participations in commercial loans to national companies and organizations
originated and serviced primarily by money center banks. Generally, the participations mature
between one day and three months and are viewed by the Holding Company as an alternative
short-term investment for liquidity management purposes rather than as traditional commercial
loans. As of December 31, 2001, Brookline Bancorp’s holdings of money market loan
participations totaled $6.0 million. Over the past five years, the balance of money market loan
participations ranged from a low of $6.0 million at year end 2001 to a high of $44.3 million at
year end 1998.

Consumer loans represent a minor area of lending diversification for the Holding
Company, as the consumer loan balance equaled $3.1 million or 0.4 percent of total loans
outstanding (exclusive of money market loén participations) at December 31, 2001. The
consumer loan portfolio consists primarily of loans secured by deposits, with the balance of the

portfolio consisting of miscellaneous types of installment loans and outstanding credit card
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balances. Consumer lending is expected to remain as a limited area of lending diversification for

the Holding Company.

Asset Quality

The Holding Company’s emphasis on credit risk management and generally favorabie
real estate market conditions have served to effectively limit asset quality problems. Over the
past five years, Brookline Bancorp’s balance of non-performing assets ranged from a high of
0.45 percent of assets at year end 1997 to a zero balance of non-performing assets at year end
2000. As of December 31, 2001, the Holding Company maintained non-performing assets equal
to 0.14 percent of total assets. The higher balance of non-performing assets maintained at year
end 1997 was primarily attributable to holding $2.4 million of other real estate owned and $2.3
million of restructured loans. As of December 31, 2001, the Holding Company maintained zero
balances of other real estate owned and restructured loans. As shown in Exhibit I-11, the
substantial portion of the Holding Company’s non-performing asset balance at December 31,
2001 consisted of defaulted corporate debt security with a carrying value of $1.4 million. In the
second quarter of 2001, Brookline Bancorp charged earnings $495,000 to recognize an other
than temporary impairment in the carrying value of a $2.0 million bond issued by Southern
California Edison. On March 1, 2002, principal and interest due on the bond was paid in full

resulting in credit to income of $592,500.

The Holding Company reviews and classifies assets on a quarterly basis and establishes
loan loss provisions based on the overall quality, size and composition of the loan portfolio, as
well other factors such as historical loss experience, industry trends and local real estate market
and economic conditions. For the past several years, a portion of the Holding Company’s
allowance for loan losses has been categorized as unallocated rather than being allocated to
specific loan categories. The unallocated part of the allowance has been maintained in
recognition of the inherent risks resulting from the following concentrations in the Holding
Company’s loan portfolio: the significance of loans in the higher risk categories of multi-family,
commercial real estate and construction mortgage loans and other commercial loans,
concentrations in geographic locations of properties on which such loans have been made and the

aggregate amount of loans outstanding to large borrowers. The combination of these three
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concentrations creates a higher than normal degree of risk in the Holding Company’s loan
portfolio. The unallocated portion of the allowance tends to be a greater percent of the total
allowance in periods when the economy is strong. The Holding Company maintained valuation
allowances of $15.3 million at December 31, 2001, equal to 1.87 percent of net loans receivable

and 968.4 percent of non-performing assets.

Funding Composition and Strategy

Depoéits have consistently served as the Holding Company’s primary source of funds and
at December 31, 2001 deposits accounted for 77.7 percent of Brookline Bancorp’s interest-
bearing funding composition. Exhibit I-12 provides historical detail of the Holding Company’s
deposit composition. Lower cost savings and transaction accounts comprise the largest
component of the Holding Company’s deposit composition, with such deposits amounting to
$366.5 million or 59.0 percent of total deposits at December 31, 2001. Money market accounts
comprise the largest component of the Holding Company’s transaction and savings account
balance, equaling $259.7 million or 70.9 percent of total transaction and savings accounts at
December 31, 2001. The Holding Company experienced strong growth in money market
accounts during 2001, which is believed to be primarily attributable to increased depositor
preference to hold funds in liquid accounts as the result of the general decline in CD market

rates.

CDs comprise the balance of the Holding Company’s deposit composition, with the
current CD composition reflecting a higher concentration of short-term CDs (maturities of one
year or less). As of December 31, 2001, the CD portfolio totaled $254.4 million or 41.0 percent
of total deposits, with 76.0 percent of the CD balance maturing in less than one year. As of
December 31, 2001, jumbo CDs (CD‘ accounts with balances of $100,000 or more) amounted to
$62.0 million or 24.4 percent of total CDs. The Holding Company does not hold any brokered
CDs. Exhibit I-13 provides the interest rate and maturity composition of the CD portfolio at
December 31, 2001,

Borrowings serve as an alternative funding source for the Holding Company to support

control of funding costs and to manage interest rate risk. Borrowings have become a more
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prominent funding source of the Holding Company’s over the past five years, increasing from
9.9 percent of assets at year end 1997 to 16.2 percent of assets at year end 2001. As of
December 31, 2001, the Holding Company held $178.1 million of FHLB advances. FHLB
advances held by the Holding Company are fixed rate borrowings with laddered maturities
generally out to five years. Exhibit I-14 provides detail of the Holding Company’s borrowings

activities during the past three years.

Subsidiaries

Brookline Securities Corp. (“BSC”) is a wholly-owned subsidiary of Brookline Bancorp
and BBS Investment Corporation (“BBS”) is a wholly-owned subsidiary of Brookline Savings.
These companies were established as Massachusetts security corporations for the purpose of
buying, selling and holding investment securities on their own behalf and not as a broker. The
income earned on their investment securities is subject to a significantly lower rate of state tax
than that assessed on income earned on investment securities owned by Brookline Bancorp and
Brookline Savings. At December 31, 2001, BSC and BBS had total assets of $51.4 million and
$111.3 million, respectively, of which $50.7 million and $110.4 million, respectively, were in
investment securities and short-term investments. Most of the net conversion proceeds will

initially be deployed into BSC and BBS and maintained in investment securities.

160 Associates, Inc. (“Associates”) is a wholly-owned subsidiary of Brookline Savings
established as a Massachusetts corporation primarily for the purpose of acquiring and holding
stock in a subsidiary engaged in business that qualifies as a real estate investment trust. The
amount of capital Associates invested in such activity amounted to $265.9 million at December

31, 2001.

Brookline Preferred Capital Corporation (“BPCC”) is a 99.9 percent owned subsidiary of
Associates established as a Massachusetts corporation to engage in real estate business activities
(including the acquisition and holding of secuﬁties and mortgage loans) that enable it to be taxed
as a real estate investment trust for federal and Massachusetts tax purposes. At December 31,
2001, BPCC had total assets of $266.6 million, $226.1 million of which were mortgage loans

originated and acquired from Brookline Savings.
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Legal Proceedings

The Holding Company is involved in routine legal proceedings ocburring in the ordinary
course of business which, in the aggregate, involve amounts which are believed by management

to be immaterial to the Holding Company’s financial condition and results of operations.
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II. MARKET AREA

Introduction

Brookline Bancorp operates five full-service banking offices in the Town of Brookline,
an urban/suburban community adjacent to the City of Boston, and a full service banking office in
the City of Newton, a community adjacent to the Town of Brookline. The Brookline offices are
located in Norfolk County and the Newton office is located in Middlesex County. Brookline
Bancorp’s deposits are gathered from the general public primarily in the Town of Brookline and
surrounding communities, while the Holding Company’s lending activities are concentrated
primarily in the greater Boston metropolitan area and eastern Massachusetts. The Holding
Company also maintains an operations center in Brookline and a call center in Waltham,

Massachusetts. Exhibit II-1 provides information on the Holding Company’s office facilities.

Consistent with large metropolitan areas in general, the economy in the Holding
Company’s market area is based on a mixture of service, manufacturing, wholesale/retail trade,
and state and local government. The market area suffered a downturn in terms of economic
.activity and real estate values in the late-1980s and early-1990s -- in lockstep with the national
recession. However, during the mid- and late-1990s as well as 2000, the Boston economy
flourished in connection with the national economic expansion and a resulting increase in
demand for the products and services produced by the Boston metropolitan economy,
particularly with respect to the technology and financial services sectors. The national recession
experienced in 2001 has adversely impacted the Boston metropolitan economy, most notably in
the technology sector. Real estate values in the Boston metropolitan area have generally not
deteriorated as occurred in the previous recession and unemployment in the primary market area
counties remains at rélatively low levels. Maintaining operations in a large metropolitan area
serves as a benefit to the Holding Company in periods of economic growth, while at the same
time fosters significant competition for the financial services provided by Brookline Bancorp.
The Holding Company’s competitive environment includes a large number of thrifts, commercial
banks and other financial services companies, some of which have a regional or national

presence.
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Future business and growth opportunities will be partially influenced by economic and
demographic characteristics of the markets served by the Holding Company, particularly the
future growth and stability of the regional economy, demographic growth trends, and the nature
and intensity of the competitive environment for financial institutions. These factors have been
examined to help determine the growth potential that exists for the Holding Company and the

relative economic health of the Holding Company’s market area.

Market Area Demographics

Demographic growth in the Holding Company’s market area has been measured by
changes in population, number of households and median household income, with trends in those
areas summarized by the data presented in Table 2.1. Population growth has been experienced in
both Middlesex and Norfolk Counties during the past decade, with the less populous Norfolk
County posting a stronger annual growth rate than Middlesex County (0.5 percent versus 0.2
percent for Middlesex County). The population growth rates for Norfolk County and Middlesex
County were slightly above and below the comparable Massachusetts growth rate, while both
counties exhibited slower population growth rates than indicated for the U.S. Norfolk County's
comparatively higher population growth rate reflects the outward expansion of the Boston MSA,
with Norfolk County's proximity to Boston and less urban market area serving as attractive
residential characteristics to individuals who maintain jobs in the Boston MSA. Population
growth rates for both Middlesex and Norfolk Counties are projected to be slightly below the 0.5
percent annual growth rate projected for the Commonwealth of Massachusetts over the next five

years.

Growth in the number of households paralleled population growth, as Norfolk County
recorded a higher rate of household growth during the past decade compared to Middlesex
County and Massachusetts, and a lowér growth rate compared to the U.S. In general, the
increased demand for housing resulting from the population growth and expanding economy has
provided for significant appreciation in property values over the past ten years in the primary
market érea served by Brookline Bancorp. This has been favorable for the Holding Company in

terms of limiting credit risk exposure and providing opportunities for loan growth.
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Population (000)

United States
Massachusetts
Norfolk County
Middlesex County

Households {000)
United States

Massachusetts
Norfolk County
Middlesex County

A

Median Household [ncome ($)

United States
Massachusetts
Norfolk County
Middlesex County

Per Capita Income -2000 ($}

United States
Massachusetts
Norfolk County
Middlesex County

2000 Age Distribution(%)

United States
Massachusetts
Norfolk County
Middlesex County

2000 HH Income Dist.(%)
United States
Massachusetts

Norfolk County

Middlesex County

Source: CACI.

Table 2.1
Brookline Bancorp, Inc.
Summary Demographic Data
Annual Annual
Year Growth Rate Growth Rate
1990 2000 2005 1990-00 2000-2005
(%) (%)
248,710 275,247 287,640 1.0% 0.9%
6,016 6,206 6,354 0.3% 0.5%
616 646 656 0.5% . 0.3%
1,398 1,432 1,458 0.2% 0.4%
91,947 103,400 108,897 ) 1.2% 1.0%
2,247 2,386 2,481 0.6% 0.8%
228 249 258 0.9% 0.7%
520 553 5§74 0.6% 0.7%
29,199 41,914 49,127 3.7% 3.2%
36,286 48,636 56,863 3.0% 3.2%
46,132 62,429 70,370 3.1% 2.4%
42,559 56,950 63,419 3.0% 2.2%
13,179 22,162 -— 5.3% —
16,241 25,526 e 4.6% -
19,867 34,215 — 5.6% -
18,694 30,592 e 5.0% -

0-14 Years 15-24 Years 25-44 Years 45-64 Years 65+ Years Median Age
21.3 13.9 29.9 22.2 12.7 357
200 11.9 32.0 222 13.9 36.8
18.7 10.1 328 2386 14.9 385
18.8 114 34.0 226 131 373

Less Than $15,000 to $25,000 to $50,000 to $100,000 to

$15,000 24,999 $49,999 $99.999 $149.999 $150,000+
14.5 125 323 29.8 7.4 35
13.5 9.1 28.8 34.4 9.5 47
8.2 5.8 23.1 39.0 14.5 9.5

9.9 71 254 38.0 126 7.0
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Median household and per capita income levels in Middlesex and Norfolk Counties were
higher than the comparative medians for Massachusetts and the U.S., reflecting the relative
affluence of the market area that serves as home to a high concentration of white collar
professionals who work in the Boston MSA. Household income distribution measures further
imply Middlesex and Norfolk Counties are affluent markets, as the income distribution measures
for Middlesex and Norfolk Counties indicated significantly higher percentages of households
with incomes above $100,000 compared to Massachusetts and the U.S. Growth in household
income in the primary market area counties approximated the Massachusetts growth rate during
the past decade, but was lower than the U.S. growth rate. Household income for both Middlesex
and Norfolk Counties is projected to increase over next five years, but will increase at a slower
pace than the projected growth rates for Massachusetts and the U.S. Based on these
demographic trends, the markets served by the Holding Company are viewed as continuing to be

conducive for lending and deposit growth opportunities.

National Economic Factors

The future success of the Holding Company’s operations is partially dependent upon
various national and local economic trends. In assessing economic trends over the past year,
signs of slower economic growth became more pronounced in the first quarter of 2001, as a
number of companies initiated lay-offs to offset profit erosion caused by slackening demand for
products and services in general. The economic slow down and the general decline in the stock
market combined to erode consumer confidence as well. Despite the general downturn in the
economy, the housing sector continued to prosper from the decline in mortgage rates. Home
sales of previously owned homes rose in May 2001 to the third highest monthly level ever
recorded and year-to-date sales of existing homes were up 2.6 percent compared to a year ago.
The slowing economy also negatively impacted the budget surplus, which declined to $2.5
billion in July 2001, half its year ago level. However, inflation remained in-check, as consumer

prices held steady with the support of lower energy prices.

The September 11, 2001 terrorist attack had negative implications throughout the U.S.

economy and increased expectations that a recession was unavoidable. The U.S. economy
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shrank at a 0.4 percent annual rate in the third quarter of 2001, existing home sales fell 11.7
percent in September and the index of leading economic indicators fell 0.5 percent in September.
Consumer confidence in October fell to its lowest level in seven years, as the October
‘unemployment rate hit a five-year high of 5.4 percent. A decline in the manufacturing index for
October provided another sign that the economy was continuing to struggle. The Federal
Reserve’s “beige book™ report indicated that economic activity generally remained soft in
October and the first half of November, with evidence of additional slowing in most regions of
the U.S. Residential mortgage delinquencies rose in the third quarter, reflecting the impact of a
rising unemployment rate. The unemployment rate increased to 5.8 percent in December,
although increased working hours in the manufacturing sector provided indications of a possible

economic rebound.

Signs of a healing economy became more prominent at the beginning of 2002, as
manufacturing showed signs of expanding for the first time in 18 months, GDP growth was
slightly positive in the fourth quarter of 2001 and the national unemployment rate declined from
5.8 percent in December 2001 to 5.6 percent in January 2002. January data for industrial
production and retail sales provided further signs that the economic recovery was gaining
traction and ra;sed hopes that the recession was nearing an end. An upward revision in the fourth
- quarter GDP, a strong increase in a key manufacturing index for February and a decline in the
February unemployment rate signaled that the U.S. economy was recovering more rapidly than
expected. Consumer confidence surged in March to its highest level since December 2000,

increasing expectations of a broad economic recovery in the U.S.

Interest rates generally trended lower through most of 2001. Concerns of a slumping
economy prompted the Federal Reserve to reduce the overnight federal funds rate by 50 basis
points in early-J anuary 2001, which was followed by ten more rate cuts over the course of 2001.
In total, the eleven rate cuts by the Federal Reserve sliced the target federal funds rate from 6.50
percent to 1.75 percent and provided for a reversion to a normal yield curve. The rate cuts
implemented throughout 2001 served to widen the gap between short-and long-term interest rates
as the year progressed and provided for a general decline in consumer rates. Lower mortgage
rates spurred peak lending volumes for 1-4 family lenders, as the result of both refinancing

activity as well as strong demand for new home purchases. Expectations of a slow economic
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recovery and low inflation provided for a stable interest rate environment at the beginning of
2002. The Federal Reserve left interest rates unchanged at its late-January meeting, based on
indications that the economy stopped shrinking at the end of last year. After stabilizing through
mid-February, interest rates moved higher in late-February and early-March as the economic
rebound increased expectations that the Federal Reserve may raise interest rates by mid-year to
keep inflation in check. The upward trend interest rates continued to prevail through most of
March, as the Federal Reserve left interest rates unchanged at its mid-March meeting and
indicated a shift in its policy directive to a neutral stance from one that favored additional easing.
As of March 28, 2002, the yields for one- and ten-year U.S. Government notes equaled 2.66
percent and 5.39 percent, respectively, versus comparable year ago yields of 4.22 percent and
4.97 percent. Exhibit II-2 provides historical interest rate trends from 1991 through March 28,
2002.

Local Economy

The Holding Company’s primary market area has a fairly diversified local economy, with
employment in services, wholesale/retail trade and manufacturing serving as the basis of the
local economy. Service jobs represent the largest employer in both of the primary market
counties, with jobs in wholesale/retail trade accounting for the second largest employment sector.
The manufacturing industry, once the backbone of the local economy, remains a notable
employment sector in both Middlesex and Norfolk Counties. Manufacturing employment has
generally experienced a decline in the Holding Company's primary market area during the 1990s,
reflecting the general trend of a shrinking manufacturing base throughout the northeast.
However, manufacturing jobs increased in Middlesex County during 1997 and 1998 and then
declined in 1999. Demographic growth has facilitated job growth in most sectors of the local
economy, with services, wholesale/retail trade, financial services and construction all reflecting
strong job growth in the primary market area counties during the second half of the past decade.
Since 1995, the primary market area has experienced job shrinkage in the manufacturing sector,

while the number of government jobs in both counties has remained fairly stable.




RP Financial, LC.
Page 2.7

Comparative unemployment rates for Middlesex and Norfolk Counties, as well as for the
U.S. and Massachusetts, are shown in Table 2.2. The unemployment data for the market area
further indicates the strength of the local economy, as the most recent unemployment rates for
Middlesex and Norfolk Counties were lower than the comparable measures for the U.S. and
. Massachusetts. As the result of the national recession, the U.S., Massachusetts and the counties
served by the Holding Company have all experienced higher unemployment levels as of January

2002 compared to the prior year ago period.

Table 2.2
Unemployment Trends(1)
January 2001 January 2002

Region Unemployment Unemployment
United States 4.7% 6.3%
Massachusetts 33 5.0
Middlesex County 2.1 43
Norfolk County 2.2 3.7

(1)  Unemployment rates have not been seasonally adjusted.

Source: U.S. Bureau of Labor Statistics.

Market Area Deposit Characteristics and Competition

Competition among financial institutions in the Holding Company’s market area is
significant, and, as larger institutions compete for market share to achieve economies of scale,
the market environment for the Holding Company’s products and services is expected to remain
highly competitive in the future. Among the Holding Company’s competitors are much larger
and more diversified institutions, which have greater resources than maintained by Brookline
Bancorp. Financial institution competitors in the Holding Company’s primary market area
include other locally-based thrifts and banks, as well as money center banks and other regional
and super regional banks. From a competitive standpoint, Brookline Bancorp has sought to

emphasize its community-orientation in the markets served by its branches.
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The Holding Company’s retail deposit base is closely tied to the economic fortunes of the
Boston MSA and, in particular, the areas of the region that are nearby to one of Brookline
Bancorp’s six branches. Table 2.3 displays deposit market trends from June 30, 1998 through
“June 30, 2001 for the two counties where the Holding Company maintains branches. The
Holding Company did not maintain a branch in Middlesex County prior to the opening of its
office in Newton in October 2000. Additional data is also presented for the Commonwealth of
Massachusetts. The data indicates that deposit growth in the Holding Company’s primary
market area has been stronger than the comparable growth rate posted by all banks and thrifts in
the Commonwealth of Massachusetts. In contrast to the Commonwealth of Massachusetts,
savings institutions maintained a larger market share of deposits than commercial banks in both
Middlesex and Norfolk Counties. Additionally, savings institutions gained deposit market share

in Middlesex and Norfolk Counties from 1998 to 2001.

Brookline Bancorp’s largest concentration and largest market share of deposits is
maintained in Norfolk County, where the Holding Company is headquartered and currently
maintains five of its six branch offices. The Holding Company’s $575.3 million of deposits at
the Norfolk County branches represented a 4.5 percent market share of thrift and bank deposits at
June 30, 2001. An annual deposit growth rate of 6.8 percent served to maintain the Holding
Company’s market share of Norfolk County bank and thrift deposits from June 30, 1998 through
June 30, 2001. The Middlesex County branch was able to acquire $11.9 million of deposits
during its first eight months of operation as of June 30, 2001, which represented a nominal

market share of total county deposits.

Future deposit growth may be enhanced by the infusion of the conversion proceeds, as
the additional capital will improve Brookline Bancorp’s competitive pdsition and leverage
capacity. Most notably, deposit growth should be enhanced by implemehtation of a retail
banking strategy that will place more of an emphasis on gaining deposit market share through
more aggressive marketing of products and services to existing customers, as well as building
Brookline Bancorp’s brand identity as the community bank of choice.’ Deposit growth should
also be enhanced By the introduction of cash management services for commercial accounts and
possible expansion of the branch network. Brookline Bancorp should also continue to benefit

from its favorable image as a locally-owned and community-oriented institution, as the trend of
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A. Deposit Summary
State of Massachusetts

Commercial Banks
Savings Institutions

Norfolk County
Commercial Banks
Savings Institutions

Brookline Bancorp(1)

Middlesex County
Commercial Banks
Savings Institutions

Brookline Bancorp(1)

(1) Percent of total county deposits.

Sources: FDIC; OTS.

Table 2.3

Brookline Bancorp, Inc.

Deposit Summary

As of June 30, Annual
1998 2001 Deposit
Market Number of Market Numberof  Growth Rate
Depaosits Share Branches Deposits Share Branches 1998-2001
(%)

$118,409,720 100.0% 1,954 $136,697,385 100.0% 2,007 4.9%
71,201,870 60.1% 916 78,607,787 57.5% 849 34%
47,207,850 39.9% 1,038 58,089,598 42.5% 1,158 7.2%
$10,403,926 100.0% 21 $12,799,622 100.0% 217 7.2%
4,899,450 47.1% 94 5,701,365 44.5% 76 52%
5,504,476 52.9% 117 7,098,257 55.5% 141 8.8%
471,702 4.5% 5 575,265 4.5% 5 6.8%
$23,006,017 100.0% 449 $28,408,437 100.0% 467 7.3%
10,380,202 451% 215 12,279,608 43.2% 195 5.8%
12,625,815 54.9% 234 16,128,829 56.8% 272 8.5%
0 0.0% 0 11,930 0.0% 1 NA
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consolidation among financial institutions is expected to provide Brookline Bancorp with
additional opportunities to acquire customers and key personnel that become available as the
result of community banks being acquired, and, most notably, as the result of large bank

combinations.
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II1. PEER GROUP ANALYSIS

This chapter presents an analysis of Brookline Bancorp’s operations versus a group of
comparable savings institutions (the "Peer Group") selected from the universe of all publicly-
traded savings institutions in a manner consistent with the regulatory valuation guidelines. The
basis of the pro forma market valuation of Brookline Bancorp is derived from the pricing ratios
of the Peer Group institutions, incorporating valuation adjustments for key differences in relation
to the Peer Group. Since no Peer Group can be exactly comparable to Brookline Bancorp, key
areas examined for differences are: financial condition; profitability, growth and viability of
earnings; asset growth; primary market area; dividends; liquidity of the shares; marketing of the

issue; management; and effect of government regulations and regulatory reform.

Peer Group Selection

The Peer Group selection process is governed by the general parameters set forth in the
regulatory valuation guidelines. Accordingly, the Peer Group is comprised of only those
publicly-traded savings institutions whose common stock is either listed on a national exchange
(NYSE or AMEX) or is NASDAQ listed, since their stock trading activity is regularly reported
and generally more frequent than non-publicly traded and closely-held institutions. Non-listed
institutions are inappropriate since the trading activity for thinly-traded or closely-held stocks is
typically highly irregular in terms of frequency and price and thus may not be a reliable indicator
of market value. We have also excluded from the Peer Group those companies under acquisition
or subject to rumored acquisition, mutual holding companies and recent conversions, since their
pricing ratios are subject to unusual distortion and/or have limited trading histories. A recent

listing of the universe of all publicly-traded savings institutions is included as Exhibit [II-1.

Ideally, the Peer Group, which must have at least 10 members to comply with the
regulatory valuation guidelines, should be comprised of locally or regionally-based institutions
with comparable resources, strategies and financial characteristics. There are approximately 265
publicly-traded institutions nationally and, thus, it is typically the case that the Peer Group will

be comprised of institutions with relatively comparable characteristics. To the extent that
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differences exist between the converting institution and the Peer Group, valuation adjustments
will be applied to account for the differences. Since Brookline Bancorp will be a full public
company upon completion of the offering, we considered only full public companies to be viable
candidates for inclusion in the Peer Group. From the universe of publicly-traded thrifts, we
selected ten institutions with characteristics similar to those of Brookline Bancorp. In the

selection process, we applied two “screens” to the universe of all public companies:

0 Screen #1. New England institutions with assets between $500 million and $5
billion, equity-to-assets ratios of at least 8.0 percent and positive core return on
assets ratios of greater than 0.75 percent. Eight companies met the criteria for
Screen #1 and seven were included in the Peer Group: American Financial
Holdings of CT, Bay State Bancorp of MA, Berkshire Hills Bancorp of MA,
Connecticut Bancshares of CT, MassBank Corp. of MA, Port Financial Corp. of
MA and Seacoast Financial Services Corp. of MA. NewMil Bancorp of CT was
the eighth company which met the selection criteria, but was excluded due to its
relatively low level of tangible capital, which equaled 6.8 percent of assets.
Exhibit III-2 provides financial and public market pricing characteristics of all
publicly-traded New England thrifts.

0 Screen #2. Mid-Atlantic institutions with assets between $500 million and $5
billion, equity-to-assets ratios of at least 10.0 percent and positive core return on
assets ratios of greater than Q.75 percent. Three companies met the criteria for
Screen #2 and all were included in the Peer Group: First Sentinal Bancorp of NJ,
Hudson River Bancorp of NY and Troy Financial Corp. of NY. Exhibit III-3
provides financial and public market pricing characteristics of all publicly-traded
Mid-Atlantic thrifts.

Table 3.1 shows the general characteristics of each of the ten Peer Group companies and
Exhibit III-4 provides summary demographic and deposit market share data for the primary
market areas served by each of the Peer Group companies. While there are expectedly some
differences between the Peer Group companies and Brookline Bancorp, we believe that the Peer
Group companies, on average, provide a good basis for valuation subject to valuation
adjustments. The following sections present a comparison of Brookline Bancorp’s financial
condition, income and expense trends, loan composition, interest rate risk and credit risk versus

the Peer Group as of the most recent publicly available date.

A summary description of the key characteristics of each of the Peer Group companies is

detailed below.
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American Financial Holdings of CT. Selected due to high capital position, comparable
funding composition, high return on assets, low level of operating expenses and favorable
credit quality measures.

Bay State Bancorp of MA. Selected due to Boston metropolitan market area, similar size
of branch network, strdng net interest margin, modest earnings contribution from sources
of non-interest operating income, high degree of lending diversification into commermal
real estate and multi-family loans and favorable credit quality measures.

Berkshire Hills Bancorp of MA. Selected due to comparable asset size, high level of
capital, similar interest-earning asset composition, similar funding composition, strong
net interest margin, significant lending diversification into higher yielding and higher risk
types of lending and favorable credit quality measures.

Connecticut Bancshares of CT. Selected due to strong net interest margin and favorable
credit quality measures.

First Sentinal Bancorp of NJ. Selected due to strong return on assets, modest earnings
contribution from sources of non-interest operating income, low level of operating
expenses and favorable credit quality measures.

Hudson River Bancorp of NY. Selected due to comparable interest-earning asset
composition and strong net interest margin.

MassBank Corp. of MA. Selected due to Boston metropolitan market area, comparable
asset size, modest earnings contribution from sources of non-interest operating income,
low level of operating expenses and favorable credit quality measures.

Port Financial Corp. of MA. Selected due to Boston metropolitan market area,
comparable asset size, modest eamnings contribution from sources of non-interest
operating income, notable lending diversification into commercial real estate and multi-
family loans and favorable credit quality measures.

Seacoast Financial Services Corp. of MA. Eastern Massachusetts market area, similar
interest-earning asset composition, low level operating expenses, notable lending
diversification into higher yielding and higher risk types of loans and favorable credit
quality measures.

Troy Financial Corp. of NY. Selected due to comparable asset size, high level of capital,
strong net interest margin, notable lending diversification into commercial real estate and
multi-family loans and favorable credit quality measures.

In aggregate, the Peer Group companies maintain a slightly higher level of capital than

the industry average (12.33 percent of assets versus 10.49 percent for all public companies),

generate higher earnings as a percent of average assets (1.02 percent core ROAA versus 0.72

percent for all public companies), and generate a slightly higher core ROE (7.91 percent core

ROE versus 7.31 percent for all public companies). Overall, the Peer Group's average P/B ratio

and average core P/E multiple were above the respective averages for all publicly-traded thrifts.
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All
Publicly-Traded Peer Group

Financial Characteristics (Averages)

Assets ($Mil) $2,243 $1,652
Market capitalization ($Mil) $294 $292
Equity/assets (%) 10.49% 12.33%
Core return on assets (%) 0.72% 1.02%
Core return on equity (%) 7.31% 7.91%
Pricing Ratios (Averages)(1)

Core price/earnings (x) 16.50x 18.33x
Price/book (%) 126.46% 143.71%
Price/assets (%) 12.94% 17.65%

¢)) Based on market prices as of March 28, 2002.

Ideally, the Peer Group companies would be comparable to Brookline Bancorp in terms
of all of the selection criteria, but the universe of publicly-traded thrifts does not provide for an
appropriate number of such companies. However, in general, the companies selected for the
Peer Group were fairly comparable to Brookline Bancorp, as will be highlighted in the following

comparative analysis.

Financial Condition

Table 3.2 shows comparative balance sheet measures for Brookline Bancorp and the Peer
Group, reflecting the expected similarities and some differences given the selection procedures
outlined above. The Holding Company’s and the Peer Group's ratios reflect balances as of
December 31, 2001, unless indicated otherwise for the Peer Group companies. Brookline
Bancorp’s equity-to-assets ratio of 26.0 percent was well above the Peer Group's average net
worth ratio of 12.3 percent. Accordingly, following the increase in capital provided by the
infusion of net conversion proceeds, the difference between the Holding Company’s and the Peer
Group’s capital positions will become more significant. All of the Holding Company’s capital
consisted of tangible capital, while the Peer Group’s capital included intangibles equal to 0.9
percent of assets. Brookline Bancorp’s significantly higher pro forma capital position is

considered to be favorable from a risk perspective and in terms of future earnings potential that
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could be realized through leverage and lower funding costs. At the same time, the Holding
Company’s significantly higher pro forma capitalization will initially depress return on equity.
Both the Holding Company’s and the Peer Group's capital ratios reflected healthy capital
: surphises with respect to the regulatory capital requirements, with the Holding Company’s ratios

currently exceeding the Peer Group’s ratios.

The interest-earning asset compositions for the Holding Company and the Peer Group
were somewhat similar, with loans constituting the bulk of interest-earning assets for Brookline
Bancorp and the Peer Group. Brookline Bancorp maintained a higher concentration of loans as a
percent of assets than the Peer Group (74.5 percent versus 66.3 percent for the Peer Group),
while the Holding Company’s cash and investments-to-assets ratio was lower than the
comparable ratio for the Peer Group (24.1 percent versus 29.2 percent for the Peer Group).
Overall, Brookline Bancorp’s interest-earning assets amounted to 98.6 percent of assets, which
was above the comparable Peer Group ratio of 95.5 percent. The Holding Company’s higher
ratio of interest-earning assets was supported by its relatively low investment in fixed assets and

absence of intangible assets.

Brookline Bancorp’s funding liabilities reflected some minor differences relative to that
of the Peer Group's funding composition. The Holding Company’s deposits equaled 56.5
percent of assets, which was below the Peer Group average of 68.8 percent. Likewise,
borrowings accounted for a lower portion of the Holding Company’s interest-bearing funding
composition, as reflected by borrowings-to-assets ratios of 16.2 percent and 17.2 percent for
Brookline Bancorp and the Peer Group, respectively. Total interest-bearing liabilities
maintained as a percent of assets equaled 72.7 percent and 86.0 percent for Brookline Bancorp
and the Peer Group, respectively, with the Holding Company’s lower ratio resulting from

maintenance of a higher level of capital.

A key measure of balance sheet strength for a thrift institution is its interest-earning
assets-to-interest-bearing liabilities ("[EA/IBL") ratio. Presently, the Holding Company’s
IEA/IBL ratio is well above the Peer Group’s ratio, based on respective ratios of 135.6 percent

and 111.0 percent. The additional capital realized from stock proceeds should serve to further
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increase Brookline Bancorp’s IEA/IBL ratio, as the capital realized from Brookline Bancorp’s

stock offering will be primarily deployed into interest-earning assets.

v The growth rate section of Table 3.2 shows annual growth rates for key balance sheet
items, based on annual growth for the twelve months ended December 31, 2001. Asset growth
rates of 6.1 percent and positive 18.4 percent were posted by the Holding Company and the Peer
Group, respectively. The Peer Group's stronger growth rate was in part supported by acquisition
related growth, which substantially contributed to Hudson River Bancorp’ asset growth rate of
60.4 percent and Connecticut Bancshares’ asset growth rate of 74.3 percent. Brookline
Bancorp’s asset growth was realized through a 12.1 percent increase in loans, which was in part
funded by a 7.8 percent decline in cash and investments. Comparatively, asset growth for the
Peer Group showed stronger growth rates for both loans and cash and investments, once again
reflecting the impact of the acquisition related growth. Following the conversion, the increase in
capital provided by the conversion proceeds will serve to further increase Brookline Bancorp’s
curreﬁt advantage with respect to leverage capacity. Overall, net of the Peer Group’s acquisition
related growth, the Holding Company’s asset growth measures and future asset growth potential

were considered to be more favorable than the Peer Group’s.

Asset growth for the Holding Company was primarily funded by borrowings and, to a
lesser extent, deposits and equity. Asset growth for the Peer Group was funded by a combination
of deposits and borrowings. Deposit growth of 2.0 percent posted by the Holding Company was
not as strong as the Peer Group’s deposit growth rate of 20.0 percent. As noted above, the Peer
Group’s deposit growth was in part supported by acquisition related growth. Comparatively, the
Holding Company’s deposit growth was achieved only through internal growth. Brookline
Bancorp’s borrowings growth rate of 33.5 percent exceeded the comparable Peer Group growth
rate of 14.4 percent,- although the Peer Group average was understated by the Peer Group
companies which recorded borrowing growth rates in excess of 100 percent. For the period
shown in Table 3.2, both of the "NM" borrowing growth rates shown for the Peer Group
companies in Table 3.2 were attributable to companies recording borrowing growth rates in
excess of 100 percent. Capital growth rates posted by the Holding Company and the Peer Group
equaled 1.01 and a decline of 3.4 percent, respectively. Both the Holding Company’s and the

Peer Group’s capital growth rates were depressed by dividend payments and stock repurchases.
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The increase in capital realized from conversion proceeds, as well as dividend payments on 100
percent of the stock outstanding and possible stock repurchases will pose further limitations on
the Holding Company’s capital growth rate following the stock offering. However, given
Brookline Bancorp’s significant pro forma capital position, the need for further growth of the

Holding Company’s capital is substantially diminished.

Income and Expense Components

Brookline Bancorp and the Peer Group reported net income to average assets ratios of
1.80 percent and 1.05 percent, respectively (see Table 3.3), based on eamings for the twelve
months ended December 31, 2001, unless indicated otherwise for the Peer Group companies. A
higher net interest margin, a lower level of operating expenses, higher net gains and lower loss
provisions, which were partially offset by the Peer Group’s higher level of non-interest operating

income, accounted for the Holding Company’s higher return.

The Holding Company’s stronger net interest margin resulted from both a higher interest
income ratio and a lower interest expense. ratio. Brookline Bancorp’s higher interest income
ratio was consistent with its higher yield earned on interest-earning assets (7.21 percent versus
7.06 for the Peer Group) and maintenance of a higher level of interest-earning assets as a percent
of total assets (98.6 percent versus 95.5 percent for the Peer Group). The lower interest expense
ratio posted by the Holding Company was supported by maintenance of a lower level of interest-
bearing liabilities as a percent of assets (72.7 percent versus 86.0 percent for the Peer Group),
which was partially offset by the Peer Group’s lower cost of funds (3.93 percent versus 4.38
percent for the Holding Company). Overall, Brookline Bancorp and the Peer Group reported net

interest income to average assets ratios of 4.01 percent and 3.42 percent, respectively.

, In another key area of core earnings, the Holding Company maintained a lower level of
operating expenses than the Peer Group. For the period covered in Table 3.3, the Holding
Company and the Peer Group recorded operating expense to average assets ratios of 1.57 percént
and 2.20 percent, respectively. The Holding Company’s lower operating expense ratio was

indicative of its greater efficiency with respect to maintaining a lower number of employees
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relative to its asset size. Assets per full time equivalent employee equaled $9.6 million for the
Holding Company, versus a comparable measure of $5.2 million for the Peer Group. The
Holding Company’s lower staffing requirements can in part be attributed to a lending strategy
that émphasizes origination of relatively high balance commercial real estate and multi-family
loans, which tend to be less costly to service compared to a similar balance of relatively small
balance 1-4 family loans. Other factors contributing to the Holding Company’s high ratio of
assets per employee is the relatively small size of the branch network and maintaining a funding

composition that consists of a relatively low percentage of deposits.

When viewed together, net interest income and operating expenses provide considerable
insight into a thrift's earnings strength, since those sources of income and expenses are typically
the most prominent components of earnings and are generally more predictable than losses and
gains realized from the sale of assets or other non-recurring activities. In this regard, as
measured by their expense coverage ratios (net interest income divided by operating expenses),
the Holding Company earnings strength was more favorable than the Peer Group's. Expense
coverage ratios posted by Brookline Bancorp and the Peer Group equaled 2.55x and 1.55x,
respectively. An expense coverage ratio of greater than 1.0x indicates that an institution is able

to sustain pre-tax profitability without having to rely on non-interest sources of income.

Sources of non-interest operating income provided a larger contribution to the Peer
Group’s earnings, with such income amounting to 0.44 percent and 0.19 percent of the Peer
Group’s and Brookline Bancorp’s average assets, respectively. The Holding Company’s
relatively low earnings contribution from sources of non-interest operating income stems from a
lack of diversification into areas that generate revenues from non-interest sources, as well as a
funding composition that generates only modest revenues from fees and service charges. Taking
non-interest operating- income into account in comparing the Holding Company’s and the Peer
Group's earnings, Brookline Bancorp’s efficiency ratio of 37.4 percent was more favorable than

the Peer Group's efficiency ratio of 55.4 percent.

Loan loss provisions had a slightly larger impact on the Peer Group’s earnings,
amounting to 0.17 percent and 0.09 percent of the Peer Group’s and Brookline Bancorp’s

average assets, respectively. In comparison to the Holding Company, the higher loss provisions
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established by the Peer Group was consistent with its lower reserve coverage ratios and

maintenance of a higher non-performing assets-to-assets ratio.

Net gains made a larger contribution to the Holding Company’s earnings, with such gains
amounting to 0.31 and 0.03 percent of average assets for Brookline Bancorp and the Peer Group,
respectively. The Holding Company’s net gains included the restructuring charge related to
merger of Lighthouse into the Bank. Given the less predictable and more non-recurring nature of
gains and losses resulting from the sale of loans and investments, as well as other assets, the net"
gains reflected in the Holding Company’s and the Peer Group's earnings will be discounted in
evaluating the relative strengths and weaknesses of their respective earnings. Extraordinary

items were not a factor in either the Holding Company’s or the Peer Group's earnings.

Taxes were a slightly larger factor in the Peer Group’s earnings, as Brookline Bancorp

and the Peer Group posted effective tax rates of 36.74 percent and 38.27 percent, respectively.

Loan Composition

Table 3.4 presents data related to the loan composition of Brookline Bancorp and the
Peer Group. In comparison to the Holding Company, the Peer Group’s loan portfolio
composition reflected a higher concentration in the aggregate of 1-4 family residential mortgage
loans and mortgage-backed securities (53.0 percent versus 24.6 percent for the Holding
Company). The Peer Group maintained higher concentrations of both 1-4 family loans and
mortgage-backed securities. Reflecting the Peer Group’s generally greater emphasis on 1-4
lending, loans serviced for others represented a larger off-balance sheet item for the Peer Group,
equaling $36.2 million and $112.1 million for Brookline Bancorp and the Peer Group,
respectively. The Peer Group maintained a modest balance of servicing intangibles, while

servicing intangibles were not a factor on the Holding Company’s balance sheet.

Diversification into higher risk types of lending was more significant for Holding
Company, particularly in the area of commercial real estate and multi-family loans. Commercial
real estate/multi-family loans equaled 55.6 percent of the Holding Company’s assets. The Peer
Group’s lending diversification consisted primarily of commercial real estate/ multi-family loans

and commercial business loans, with those portfolios equaling 14.1 percent and 5.6 percent of
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assets, respectively. Beyond commercial real estate/multi-family loans, lending diversification
for the Holding Company was fairly modest consisting mostly of commercial business loans (4.4
percent of assets). Consistent with the Holding Company’s greater diversification into higher
risk types of lending, the Holding Company maintained a higher risk-weighted assets-to-assets

ratio compared to the Peer Group (81.9 percent versus 61.9 percent for the Peer Group).

Interest Rate Risk

Table 3.5 reflects various key ratios highlighting the relative interest rate risk exposure of
the Holding Company versus the Peer Group. In terms of balance sheet composition, Brookline
Bancorp’s interest rate risk characteristics were considered to be more favorable than the Peer
Group’s, as implied by the Holding Company’s higher equity-to-assets and IEA/IBL ratios. A
lower level of non-interest earning assets also represented an advantage for the Holding
Company with respect to limiting interest rate risk associated with the balance sheet. On a pro
forma basis, the infusion of stock proceeds should serve to provide the Holding Company with
more significant comparative advantages over the Peer Group's balance sheet interest rate risk
characteristics, particularly with respect to the increases that will be realized in the Holding

Company’s equity-to-asséts and IEA/IBL ratios.

To analyze interest rate risk associated with the net interest margin, we reviewed
quarterly changes in net interest income as a percent of average assets for Brookline Bancorp and
the Peer Group. In general, the relative fluctuations in both the Holding Company’s and the Peer
Group's net interest income to average assets ratios were considered to be fairly comparable and,
thus, based on the interest rate environment that prevailed during the period covered in Table 3.5,
the degree of eamings volatility associated with their respective net interest margins were
considered to be similar. The stability of the Holding Company’s net interest margin should be
enhanced by the infusion of stock proceeds, as interest rate sensitive liabilities will be funding a
lower portion of Brookline Bancorp’s assets and the proceeds will be substantially deployed into

interest-earning assets.
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Credit Risk

The Holding Company’s credit risk exposure appears to be somewhat lower than the Peer
Group's, as indicated by Brookline Bancorp’s higher reserve coverage ratios and lower ratios of
non-performing loans and non-performing assets. As shown in Table 3.6, the Holding
Company’s non-performing loans/loans and non-performing assets/assets ratios of 0.02 percént
and 0.14 percent, respectively, were below the Peer Group's respective ratios of 0.36 and 0.27
percent. Loss reserve ratios were also stronger for the Holding Company, as Brookline Bancorp
maintained a higher level of loss reserves as a percent of non-performing assets and accruing
loans that are more than 90 days past due (968.4 percent versus 330.0 percent for the Peer
Group) and as a percent of loans (1.83 percent versus 1.25 percent for the Peer Group). Net loan
charge-offs were also a larger factor for Peer Group, as the Holding Company recorded a slight
net recovery during the twelve month period. Overall, both the Holding Company’s and the Peer
Group's credit quality measures were considered to be representative of fairly limited credit risk

exposure.

Summary

Based on the above analysis and the criteria employed in the selection of the companies
for the Peer Group, RP Financial concluded that the Peer Group forms a reasonable basis for
determining the pro forma market value of Brookline Bancorp. Such general characteristics as
asset size, capital position, interest-earning asset composition, funding composition, core
earnings measures, loan composition, credit quality and exposure to interest rate risk all tend to
support the reasonability of the Peer Group from a financial standpoint. Those areas where

differences exist will be addressed in the form of valuation adjustments to the extent necessary.
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IV. VALUATION ANALYSIS

Introduction

This chapter presents the valuation analysis and methodology used to determine
Brookline Bancorp’s estimated pro forma market value of the common stock to be issued in
conjunction with the conversion transaction. The valuation incorporates the appraisal
methodology promulgated by the OTS, particularly regarding selection of the Peer Group,
fundamental analysis on both the Holding Company and the Peer Group and determination of the

Holding Company’s pro forma market value utilizing the market value approach.

Appraisal Guidelines

The OTS written appraisal guidelines, originally released in October 1983 and updated in
late-1994, specify the market value methodology for estimating the pro forma market value of an
institution pursuant to a mutual-to-stock conversion. The valuation methodology provides for:
(1) the selection of a peer group of comparable publicly-traded institutions, excluding from
consideration institutions which have recently converted, subject to acquisition or in MHC form;
(2) a financial and operational comparison of the subject company to the selected peer group,
identifying key differences and similarities; and (3) a valuation analysis in which the pro forma
market value of the subject company is determined based on the market pricing of the peer group
as of the date of valuation, incorporating valuation adjustments for key differences. In addition,
the pricing characteristics of recent conversions, both at conversion and in the aftermarket, must

be considered.

RP Financial Approach to the Valuation

The valuation analysis herein complies with such regulatory approval guidelines.
Accordingly, the valuation incorporates a detailed analysis based on the Peer Group, discussed in
Chapter III, which constitutes "fundamental analysis" techniques. Additionally, the valuation
incorporates a "technical analysis" of recently completed stock conversions, including closing

pricing and aftermarket trading of such offerings. It should be noted that such analyses cannot
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possibly fully account for all the market forces which impact trading activity and pricing

characteristics of a stock on a given day.

The pro forma market value determined herein is a preliminary value for the Holding
Company’s to-be-issued stock. Throughout the conversion process,.RP Financial will: (1)
review changes in the Holding Company’s operations and financial condition; (2) monitor the
Holding Company’s operations and financial condition relative to the Peer Group to identify any
fundamental changes; (3) monitor the external factors affecting value including, but not limited
to, local and national economic conditions, interest rates, and the stock market environment,
including the market for thrift stocks; and (4) monitor pending bonversion offerings (including
those in the offering phase) both regionally and nationally. If material changes should occur
prior to closing the offering, RP Financial will evaluate if updated valuation reports should be
prepared reflecting such changes and their related impact on value, if any. RP Financial will also
prepare a final valuation update at the closing of the offering to determine if the prepared

valuation analysis and resulting range of value continues to be appropriate.

The appraised value determined herein is based on the current market and operating
environment for the Holding Company and for all thrifts. Subsequent changes in the local and
national economy, the legislative and regulatory environment, the stock market, interest rates,
and other external forces (such as natural disasters or major world events), which may occur
from time to time (often with great unpredictability) may materially impact the market value of
all thrift stocks, including Brookline Bancorp’s value, or Brookline Bancorp’s value alone. To

‘the extent a change in factors impacting the Holding Company’s value can be reasonably
anticipated and/or quantified, RP Financial has incorporated the estimated impact into its

analysis.

Valuation Analysis

A fundamental analysis discussing similarities and differences relative to the Peer Group
was presented in Chapter III. The following sections summarize the key differences between the
Holding Company and the Peer Group and how those differences affect the pro forma valuation.
Emphasis is placed on the specific strengths and weaknesses of the Holding Company relative to

the Peer Group in such key areas as financial condition, profitability, growth and viability of
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earnings, asset growth, primary market area, dividends, liquidity of the shares, marketing of the
issue, management and the effect of government regulations and/or regulatory reform. We have
also considered the market for thrift stocks, in particular new issues, to assess the impact on

value of Brookline Bancorp coming to market at this time.

1. Financial Condition

The financial condition of an institution is an important determinant in pro forma market
value, because investors typically look to such factors as liquidity, capital, asset composition and
quality and funding sources in assessing investment attractiveness. The similarities and
differences in the Holding Company's and the Peer Group's financial strength are noted as

follows:

0 Overall A/L. Composition. Loans funded by retail deposits were the primary
components of both Brookline Bancorp’s and the Peer Group's balance sheets.
The Holding Company’s interest-earning asset composition exhibited a higher '
level of loans and a greater concentration of higher risk and higher yielding types
of loans. The Peer Group’s lower concentration of loans and less significant
lending diversification translated into a lower risk weighted assets-to-assets ratio
than maintained by the Peer Group. Brookline Bancorp’s funding composition
reflected a lower level of deposits and a similar level of borrowings relative to the
comparable Peer Group ratios. Overall, as a percent of assets, the Holding
Company maintained a higher level of interest-earning assets and a lower level of
interest-bearing liabilities, which resulted in a significantly higher IEA/IBL ratio
for the Holding Company. The infusion of stock proceeds should serve to further
increase the Holding Company’s IEA/IBL ratio and provide a more significant
comparative advantage relative to the Peer Group’s IEA/IBL ratio on a pro forma
basis. For valuation purposes, RP Financial concluded that a slight upward
adjustment was warranted for the Holding Company’s overall asset/liability
composition.

) Credit Quality. Both the Holding Company’s and the Peer Group's credit quality
measures were indicative of fairly limited credit risk exposure. However, in
general, the Holding Company’s credit quality measures were considered to be
more favorable than the Peer Group's. The Holding Company maintained a lower
non-performing assets-to-assets ratio and a lower non-performing loans-to-loan
ratio than the comparable Peer Group ratios. While the Holding Company’s risk
weighted assets-to-assets ratio was also slightly higher than the Peer Group's
ratio, the Holding Company maintained higher loss reserve ratios than maintained
by the Peer Group, as a percent of non-performing assets and as a percent of net




RP Financial, LC.

Page 4.4

loans receivable. Overall, in comparison to the Peer Group, the Holding
Company’s measures implied a more limited degree of credit exposure and, thus,
RP Financial concluded that a slight upward adjustment was warranted for the
Holding Company’s credit quality.

Balance Sheet Liquidity. The Holding Company operated with a slightly lower
level of cash and investment securities relative to the Peer Group (24.1 percent of
assets versus 29.2 percent for the Peer Group). Following the infusion of stock
proceeds, the Holding Company’s cash and investments ratio is expected to
increase as the proceeds retained at the Holding Company level are anticipated to
be initially deployed into investments. Brookline Bancorp’s future borrowing
capacity was considered to be somewhat greater than Peer Group’s, as the
Holding Company’s stronger capital position implied a greater capacity to
leverage through utilization of borrowings. Overall, balance sheet liquidity for
the Holding Company was considered to be comparable to the Peer Group and,
thus, RP Financial concluded that no adjustment was warranted for the Holding
Company’s balance sheet liquidity.

Funding Liabilities. Retail deposits served as the primary interest-bearing source
of funds for the Holding Company and the Peer Group, with the Peer Group’s
funding composition reflecting a higher level of deposits and a comparable level
of borrowings relative to the Holding Company’s ratios. The Holding Company’s
overall funding composition provided for a higher cost of funds than maintained
by the Peer Group. In total, the Peer Group maintained a higher level of interest-
bearing liabilities than the Peer Group. Accordingly, following the stock offering,
the increase in the Holding Company’s capital ratio will serve to further lower the
Holding Company’s level of interest-bearing liabilities relative to the Peer
Group’s. Overall, RP Financial concluded that no adjustment was warranted for
Brookline Bancorp’s funding liabilities.

Capital. The Holding Company operates with a higher pre-conversion capital
ratio than the Peer Group, 26.0 percent and 12.3 percent of assets, respectively.
Accordingly, following the stock offering, Brookline Bancorp’s pro forma capital
position will be significantly above the Peer Group's equity-to-assets ratio. The
Holding Company’s higher pro forma capital position implies greater leverage
capacity, lower dependence on interest-bearing liabilities to fund assets and a
greater capacity to absorb unanticipated losses. Overall, RP Financial concluded
that a moderate upward adjustment was warranted for the Holding Company’s pro
forma capital position.

On balance, Brookline Bancorp’s financial condition was considered to be more

favorable than the Peer Group’s, as implied by the more favorable credit quality, capital strength

and overall asset/liability composition of the Holding Company’s pro forma balance sheet.
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Accordingly, we concluded that a slight upward valuation adjustment was warranted for the

Holding Company's financial strength.

2. Profitability, Growth and Viability of Earnings

Earnings are a key factor in determining pro forma market value, as the level and risk
characteristics of an institution's earnings stream and the prospects and ability to generate future
earnings heavily influence the multiple the investment community will pay for earnings. The

major factors considered in the valuation are described below.

0 Reported Earnings. The Holding Company recorded higher earnings on a ROAA
basis (1.80 percent of average assets versus 1.05 percent for the Peer Group). A
stronger net interest margin and lower level of operating expenses largely
accounted for the Holding Company’s more favorable reported earnings. A
slightly lower level of loss provisions and higher net gains were also factors that
supported the Holding Company’s higher return. A higher earnings contribution
from sources of non-interest operating income represented an earnings advantage
for the Peer Group. Reinvestment of stock proceeds into interest-earning assets
will serve to increase the Holding Company’s earnings, with the benefit of
reinvesting proceeds expected to be somewhat offset by higher operating
expenses associated with opening additional branches and plans to more
aggressively grow the commercial loan portfolio. Overall, the differences
between the Holding Company’s and the Peer Group's reported earnings were
considered to be representative of the Holding Company’s superior earnings
strength and, thus, Brookline Bancorp’s higher reported earnings warranted a
moderate upward adjustment for valuation purposes.

o} Core Earnings. Both the Holding Company's and the Peer Group's earnings were
derived largely from recurring sources, including net interest income, operating
expenses, and non-interest operating income. In these measures, the Holding
Company operated with a higher net interest margin, a lower operating expense
ratio and a lower level of non-interest operating income. The Holding Company’s
higher net interest margin and lower level of operating expenses translated into a
lower expense coverage ratio (2.55x versus 1.55x for the Peer Group). The
Holding Company’s efficiency ratio was also more favorable than the Peer
Group’s (37.4 percent versus 55.4 percent for the Peer Group), as the Holding
Company’s higher net interest margin and lower level of operating expenses more
than offset the Peer Group’s higher level of non-interest operating income. Loss
provisions had a slightly larger impact on the Peer Group's earnings, although loss
provisions established by both the Holding Company and the Peer Group were
considered to be limited and indicative of favorable credit quality measures.

- Qverall, these measures, as well as the expected eamnings benefits the Holding
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Company should realize from the redeployment of stock proceeds into interest-
earning assets, indicated that Brookline Bancorp’s core earnings were stronger
than the Peer Group's and a moderate upward adjustment was warranted for the
Holding Company’s core earnings.

Interest Rate Risk. Quarterly changes in the Holding Company’s and the Peer
Group's net interest income to average assets ratios indicated a similar degree of
interest rate risk exposure in their respective net interest margins. Other measures
of interest rate risk, such as capital ratios, IEA/IBL ratios and the level of non-
interest earning assets-to-total assets were more favorable for the Holding
Company, thereby indicating a lower dependence on the yield-cost spread to
sustain net interest income. On a pro forma basis, the Holding Company’s capital
position and IEA/IBL ratio will be enhanced by the infusion of stock proceeds
and, thus, provide, the Holding Company with more significant comparative
advantages relative to the Peer Group’s balance sheet ratios. Accordingly, RP
Financial concluded that the Holding Company’s balance sheet interest rate risk
exposure on a pro forma basis was less than the Peer Group's and a slight upward
adjustment was warranted for valuation purposes.

Credit Risk. Loan loss provisions were a slightly larger factor in the Peer Group’s
earnings, but were not considered to be significant for either the Holding
Company or the Peer Group. In terms of future exposure to credit quality related
losses, lending diversification into higher risk types of loans was greater for the
Holding Company. However, the credit risk exposure associated with the
Holding Company’s earnings was considered to be more favorable with respect to
maintaining a lower level of non-performing assets and stronger reserve coverage
ratios. Overall, RP Financial concluded that no adjustment was warranted for the
Holding Company’s earnings credit risk exposure. ‘

Earnings Growth Potential. Several factors were considered in assessing earnings
growth potential. First, the Holding Company’s recent historical growth has been
less than the Peer Group's, due largely to acquisition related growth by some of
the Peer Group companies. Second, the infusion of stock proceeds will increase
the Holding Company’s earnings growth potential with respect to leverage
capacity and providing the Holding Company with additional liquidity for
purposes of funding loan growth. Lastly, the markets served by the Peer Group
companies are simtilar to or in many cases the same markets served by the
Holding Company and, thus, do no represent an advantage or disadvantage in
terms of providing opportunities for loan and deposit growth. Overall, on the
basis of the Holding Company’s significant pro forma leverage capacity, the
Holding Company’s earnings growth potential appears to be more favorable than
the Peer Group's, and, thus, we concluded that a slight upward adjustment was
warranted for this factor.

Return on Equity. The Holding Company’s return on equity will be below the
comparable averages for the Peer Group and the industry, owing to Brookline




RP Financial, LC.
Page 4.7

Bancorp’s significantly higher pro forma capital position. In view of the
downward pressure that will be placed on the Holding Company’s ROE following
the conversion, we concluded that a moderate downward adjustment was
warranted for the Holding Company’s ROE.

Overall, the Holding Company’s more favorable repbrted and core earnings, lower
interest rate risk exposure and more favorable earnings growth potential were only partially
negated by its expected lower return on equity. Accordingly, RP Financial concluded that a
slight upward adjustment was warranted for the Holding Company’s profitability, growth and

viability of earnings.

3, Asset Growth

Brookline Bancorp’s asset growth was lower than Peer Group’s during the period
covered in our comparative analysis (positive 6.1 percent versus positive 18.4 percent for the
Peer Group), largely on the basis of acquisition related growth realized by two of the Peer Group
companies. On a pro forma basis, the Holding Company’s tangible equity-to-assets ratio will be
well above the Peer Group's ratio, indicating a continuance of greater leverage capacity for the
Holding Company. The demographic characteristics of the primary market areas served by the
Holding and the Peer Group companies do not represent a decisive advantage for either the
Holding Company or the Peer Group with respect to supporting retail growth opportunities.
Following the conversion and as a fully-converted stock company, the Holding Company will
also be better positioned to pursue growth through acquisition. On balance, we believe a slight

upward adjustment was warranted for this factor.

4, Primary Market Area

The general condition of an institution's market area has an impact on value, as future
success is in part dependent upon opportunities for profitable activities in the local market
served. Operating in the Boston metropolitan area, the Holding Company faces significant
competition for loans and deposits from larger financial institutions, who provide a broader array
of services and have significantly larger branch networks than maintained by the Holding

Company. Brookline Bancorp’s primary market area for deposits and loans is considered to be

\
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Middlesex and Norfolk Counties, where all of the Holding Company’s branches are located, and
surrounding contiguous markets. In conjunction with the national recession, the Boston
economy has slowed from the robust pace maintained during the late-1990s and into 2000.
However, the downturn in the primary market area economy has been relatively limited
compared to the previous recession and the primary market area continues to experience growth
in population as well as other demographic measures. Per capifa and household income
measures indicate that the Holding Company operates in a relatively affluent market area, which
is also viewed as a positive in terms of limiting credit risk exposure and supporting growth

opportunities.

Overall, the markets served by the Peer Group companies were fairly comparable to the
Holding Company’s primary market. Several of the Peer Group companies maintain operations
in eastern Massachusefts and the majority of the Peer Group companies maintain operations in
large metropolitan areas in the Northeastern corridor of the U.S. The size of the markets served
with respect to population were similar for the Holding and the Peer Group, with the markets
served by the Peer Group’s generally experiencing slightly stronger growth than Norfolk County.
The Holding Company’s primary market area was considered to be more affluent than the
markets served by the Peer Group companies, based on Norfolk County’s higher per capita
income. The median deposit market share maintained by the Peer Group companies was higher
than the Holding Company’s market share of deposits in Norfolk County, indicating a less
favorable competitive position for the Holding Company relative to the majority of the Peer
Group companies. Summary demographic and deposit market share data for the Holding
Company and the Peer Group companies is provided in Exhibit III-4. As shown in Table 4.1,
January 2002 unemployment rates for the markets served by the Peer Group companies generally
did not vary significantly from the comparable unemployment rates indicated for Norfolk and
Middlesex Counties. On balance, we concluded that no adjustment was appropriate for the

Holding Company’s market area.
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Table 4.1
Market Area Unemployment Rates
Brookline Bancorp and the Peer Group Companies (1)
January 2002

County Unemployment
Brookline Bancorp - MA ' Norfolk 3.7%

Middlesex 43
The Peer Group
American Financial Holdings - CT Hartford 4.2%
Bay State Bancorp - MA Norfolk 3.7
Berkshire Hill Bancorp - MA Berkshire 4.8
Connecticut Bancshares - CT Hartford 4.2
First Sentinel Bancorp - NJ Middlesex 4.5
Hudson River Bancorp - NY Columbia 4.0
MassBank Corp. - MA Middlesex 43
Port Financial Corp. - MA Middlesex 43
Seacoast Financial Services - MA Bristol 6.4
Troy Financial Corp. -NY Rensselaer 5.4

(1)  Unemployment rates are not seasonally adjusted.

Source: U.S. Bureau of Labor Statistics.

5. Dividends

The Holding Company has indicated its intention to pay-an annual cash dividend. At this
time, the Holding Company has indicated that the annual dividend payment will equal $0.42 per
share at the midpoint of the valuation range, which would provide for a yield of 4.2 percent
based on the $10.00 per share initial offering price. As set forth in the prospectus, the indicated
annual dividend would range from $0.48 per share at the minimum of the valuation range to
$0.38 per share at the maximum of the valuation range. However, future declarations of
dividends by the Board of Directors will depend upon a number of factors, including investment
opportunities, growth objectives, financial condition, profitability, tax considerations, minimum
capital requirements, regulatory limitations, stock market characteristics and general economic

conditions.
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All ten of the Peer Group companies pay regular cash dividends, with implied dividend
yields ranging from 1.27 percent to 2.87 percent. The average dividend yield on the stocks of the
Peer Group institutions was 2.03 percent as of March 28, 2002, representing an average core
earnings payout ratib of 37.34 percent. As of March 28, 2002, approximately 88 percent of all
publicly-traded thrifts (non-MHC institutions) had adopted cash dividend policies (see Exhibit
IV-1) exhibiting an average yield of 2.41 percent and an average core earnings payout ratio of
33.17 percent. The dividend paying thrifts generally maintain higher than average profitability

ratios, facilitating their ability to pay cash dividends.

The Holding Company’s indicated dividend provides for a higher yield than the Peer
Group’s average dividend yield. Furthermore, based on earnings and capital, the Holding
Company’s dividend capacity is viewed as greater than the Peer Group’s. Most notably, the
Holding Company’s significantly higher capital position facilitates the ability to maintain a high
dividend payout ratio, given the limited need to retain earnings for capital purposes. On balance,

we concluded that a slight upward adjustment was warranted for purposes of dividends relative

to the Peer Group.
6. Liquidity of the Shares

The Peer Group is by definition composed of companies that are traded in the public
markets. Eight of the Peer Group companies trade on the NASDAQ system and two Peer Group
companies trade on the AMEX. Typically, the number of shares outstanding and market
capitalization provides an indication of how much liquidity there will be in a particular stock.
The market capitalization of the Peer Group companies ranged from $69.5 million to $548.5
million as of March 28, 2002, with average and median market values of $292.0 million and
$290.9 million, respectively. The shares issued and outstanding to the public shareholders of the
Peer Group members ranged from approximately 1.6 million to 30.9 million, with average and
median shares outstanding of approximately 13.0 million and 10.7 million, respectively. The
Holding Company’s pro forma market value and shares outstanding are expected to be in the
upper end of the range or above the comparable averages and medians for the Peer Group. It is
anticipated that the Holding Company’s stock will continue to be quoted on the NASDAQ

National Market System. Overall, we anticipate that the Holding Company’s stock will have a
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comparable trading market as the Peer Group companies on average and, therefore, concluded no |

adjustment was necessary for this factor.

7. Marketing of the Issue

We believe that four separate markets need to be considered for thrift stocks such as
Brookline Bancorp’s coming to market: (1) the after-market for public companies, in which
trading activity is regular and investment decisions are made based upon financial condition,
earnings, capital, ROE, dividends and future prospects; (2) the new issue market in which
converting thrifts are evaluated on the basis of the same factors, but on a pro forma basis without
the benefit of prior operations as a publicly-held company and stock trading history; (3) the thrift
acquisition market for thrift franchises in Massachusetts; and (4) the market for the public stock
of Brookline Bancorp. All of these markets were considered in the valuation of the Holding

Company’s to-be-issued stock.

A. The Public Market

The value of publicly-traded thrift stocks is easily measurable, and is tracked by
most investment houses and related organizations. Exhibit IV-1 provides pricing and financial
data on all publicly-traded thrifts. In general, thrift stock values react to market stimuli such as
interest rates, inflation, perceived industry health, projected rates of economic growth, regulatory
issues and stock market conditions in general. Exhibit IV-2 displays historical stock market
trends for various indices and includes historical stock price index values for thrifts and

commercial banks. Exhibit IV-3 displays historical stock price indices for thrifts only.

In terms of assessing general stock market conditions, the performance of the
overall stock market has been mixed over the past year: The first quarter of 2001 concluded as
the worst first quarter ever for the NASDAQ and the worst first quarter for the DJIA in 23 years.
On March 30, 2001, the DJIA closed at 9878.78, a decline of 8.4 percent since year end 2000.
Comparatively, the NADAQ declined 25.5 percent in the first quarter. Stocks continued to slide
in early-April 2001, amid fears that first quarter earnings would contain more bad surprises and

generally fall short of reduced expectations. However, favorable earnings reports by Dell
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Computer Corporation and Alcoa served as a catalyst to one of the largest one-day gains in stock
market history on April 5, 2001 with the DJIA and NASDAQ posting gains of 4.2 percent and
8.9 percent, respectively. The upward momentum in stocks was sustained into mid-April, as
investors gained confidence that the economy would improve in the second half of the year.
Stocks moved sharply higher following a surprise inter-meeting rate cut by the Federal Reserve
on April 18, 2001. The Federal Reserve cited slowing business investment and falling profits in
its decision to lower rates by 50 basis points a month ahead of its regularly scheduled meeting.
Following some profit taking on the heels of the rate cut, stocks moved higher at the end of
April. Favorable economic data, including stronger than expected GDP growth for the first

quarter, served as the basis for the general increase in stocks.

The positive trend in stocks did not extend into May 2001, as concerns over the
business outlook generally pulled stocks lower through mid-May. Implementation of a fifth rate
cut by the Federal Reserve at its mid-May meeting served to reverse the downward trend in
stocks, as NASDAQ posted a six-day winning streak following the rate cut. However, profit
taking and second quarter earnings jitters ended the rally in late-May. In early-June, the
performance of the broader market was mixed, reflecting uncertainty over the prospects for a
recovery in the economy and stronger corporate eamings. Amid more profit wamings and
growing concerns about the corporate earnings outlook, stocks moved lower in mid-June.
Technology stocks experienced the most significant selling pressure, as evidenced by a seven-
day losing streak in the NASDAQ from June 8 through June 18, 2001. Speculation of another
rate cut by the Federal Reserve at its late-June meeting provided for a relatively flat market
ahead of the policy meeting. Stocks reacted mildly to the 0.25 percent rate cut implemented by
the Federal Reserve in late-June and continued to trade in a narrow range to close out the second
quarter. Generally weak second quarter earnings and growing uncertainty of an economic

recovery in the second half of the year combined to pull stocks lower during most of July.

. Weak economic data and more bad eamnings news from the technology sector
continued to pressure stocks lower during the first half of August 2001. The Federal Reserve’s
0.25 percent rate cut at its mid-August meeting did little to lift the sagging stock market, as
stocks tumbled sharply on the Federal Reserve’s gloomy outlook for the economy. News that

consumer confidence declined for the second month in a row in August and second quarter GDP
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growth of 0.2 percent was the slowest growth in eight years served to sharpen the sell-off in late
August, reflecting growing pessimism about the chances of a near term economic recovery. The
stock' market continued to slump in early-September, as the sharp increase in August

‘unemployment sparked a broad-based sell-off.

On September 11, 2001, all major financial markets closed in the wake of the
terrorist attack on the World Trade Center and remained closed for the balance of the week.
Prior to the resumption of trading on September 17, 2001, the Federal Reserve cut short-term
rates by 0.50 percent as an attempt to provide support to the stock market. However, stocks sank
sharply in the first day of trading after the terrorist attack, with some of the most significant
losses occurring in the airline, travel and insurance stocks. Fears over an extended war on
terrorism and further erosion of the nation’s weakening economy extended the sell-off through
the remainder of the week, as blue chip stocks posted their biggest weekly loss since the
Depression. For the week ended September 21, 2001, the DJIA dropped nearly 1,370 points or
14.3 percent. On September 24, 2001, stocks posted their first gains since the terrorist attack, as
the DJIA regained approximately 25 percent of the pribr week’s losses with a one-day increase
in the average of 368 points or 4.5 percent. Stocks continued to rebound through the end of
September, regaining approximately half of the decline recorded in the first week of trading

following the terrorist attack.

The positive trend in the broader stock market generally prevailed through most
of October 2001, despite a continuation of bad economic news. Growing confidence about the
U.S. military attack in Afghanistan and hopes for a tumaround in the economy were factors that
contributed to the stock market recovery. Stocks retreated in late-October, amid uncertainties
about the job market and a decline in consumer confidence. Anticipation of another rate cut by
the Federal Reserve sérved to lift stocks in early-November and the rally strengthened following
the Federal Reserve’s implementation of another half point rate cut at its regularly scheduled
meeting in early-November. The favorable trend in the broader stock market continued through
most of November, as the DJIA achieved a technical definition of a bull market in the third week

of November and closed just shy of 10000 at month’s end.
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In early-December 2001, technology stocks surged higher and the DJIA surpassed
the 10000 mark, reflecting growing optimism about an economic recovery. However, the stock
market rally ended on news of a larger than expected increase in the November unemployment
rate. Fresh concerns about the corporate earnings outlook pushed stocks lower in mid-
December, despite the Federal Reserve’s eleventh interest rate cut of the year. During the
second half of December, stocks generally moved higher on year end buying and favorable
economic data that showed surprisingly strong new home construction. Notwithstanding the
year end rally, the Dow Jones Industrial Average (“DJIA”) closed seven percent lower for the
year and the NASDAQ Composite Index (“NASDAQ”) declined 21 percent in 2001, providing

for the worst two-year performance in the stock market in 23 years.

The stock market began 2002 with a New Year rally, as investors bet on a
forthcoming economic recovery and an upturn in corporate earnings. The momentum of the
advance faded in mid-January, reflecting concerns that the markets were pricing in more of a
recovery than the economy was showing. The Federal Reserve’s decision to leave interest rates
unchanged and indications that the economic downturn may be ending provided for a brief
rebound in the broader stock market at the end of January. Stock market activity was mixed
throughout most of February, as fears that accounting troubles similar to those impacting Enron
could affect more companies weighed against hopes for an economic recovery and improved
corporate earnings. The DJIA moved back above 10000 in late-February and sustained upward
momentum in early-March, as favorable economic news and the Federal Reserve’s cautiously
optimistic assessment of the economy served to rally the broader market. Stocks traded in a
narrow range in mid-March, reflecting uncertainty over the strength of the economic recovery
and the possibility of future rate increases by the Federal Reserve. The Federal Reserve’s
decision to leave short-term rates unchanged at its mid-March meeting, as well as a shift in its
policy directive to a neutral stance from one that favored additional easing, provided for a mixed
reaction in the stock market. Stocks moved lower in late-March, reflecting first quarter earnings
concerns and the prospect of rising interest rates.  As an indication of the general trends in the
nation's stock markets over the past year, as of March 28, 2002, the DJIA closed at 10403.94, an

increase of 6.2 percent from one year earlier, while the NASDAQ Composite Index stood at
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1845.35, an increase of 1.4 percent over the same time period. The Standard & Poors 500 Index
closed at 1147.39 on March 28, 2002, a decline of 0.1 percent from a year ago.

The market for thrift stocks has been mixed during the past twelve months, but, in
general, thrift stocks have outperformed the broader market. After following the broader market
lower in early-April 2001, thrift stocks recovered slightly in mid-April and generally
outperformed bank stocks. The more favorable performance by thrifts was supported by their
lower exposure to. the downturn in the commercial credit cycle and the more positive effect that
the interest rate cﬁts would have on their net interest margins. While the announced merger
between First Union and Wachovia had little impact on the overall market for thrift and bank
stocks, financial stocks gained on news of the surprise rate cut by the Federal Reserve in mid-
April. The largest gains in the thrift sector tended to be in the large-cap issues. Thrift prices

generally stabilized in late-April, as first quarter earnings generally met expectations.

Lower short-term interest rates and a steeper yield curve continued to benefit
thrift issues in May 2001, particularly following the 0.50 percent rate cut implemented by the
Federal Reserve in mid-May. Thrift issues traded in a narrow range in late-May, as interest rates
stabilized. Expectations of further rate cutes by the Federal Reserve and stronger second quarter
earnings translated into slightly higher thrift prices in early-June. Consolidation among thrift
stocks, including Washington Mutual’s proposed $5.2 billion acquisition of Dime Bancorp,
extended the rally in thrift issues through mid-June. The widely anticipated rate cut by the
Federal Reserve at its late-June meeting had little impact on thrift prices, as thrift prices eased
lower at the close of the second quarter on profit taking. Generally favorable second quarter
earnings realized from strong lending volumes and expansion of the net interest margin served to
boost thrift prices during July, in which the strongest gains were again posted by the large-cap
issues. | '

The positive trend in thrift stocks continued to prevail during the first half of
August 2001, reflecting a continuation of the favorable interest rate environment and little threat
of inflationary pressures. Thriﬁ stocks reacted mildly to the widely anticipated 0.25 percent rate
cut by the Federal Reserve in mid-August, which was followed a decline of more than 5.0

percent in the SNL Index for all publicly-traded thrifts in late-August. The decline in the




RP Financial LC.
Page 4.16

market-cap weighted SNL Index was prompted by news that some of the large publicly-traded
thrift lenders were experiencing net interest margin compression. Thrift stocks followed the
broader market lower in early-September, reflecting the potential negative implications that a

slowdown in consumer spending would have on financial stocks.

In a sharp contrast to the broader market, thrift stocks moved higher on the first
day of trading following the terrorist attack. The increase in thrift stocks was attributed to the
0.50 percent rate cut implemented by the Federal Reserve, which provided for a further
steepening of the yield curve, and large buyback programs announced by a number of the large-
cap thrifts following the Securities and Exchange Commission’s decision to waive many of the
regulations governing repurchases. However, thrift stocks experienced selling pressure at the
end of the week ended September 21, 2001, as investors became wary that the worsening U.S.
economy would negatively impact the housing market and related industries as well. Oversold
conditions in the thrift sector provided for a positive correction in thrift stocks at the close of

September.

Thrift stocks eased lower through mid-October 2001, reflecting expectations that
the series of interest rate cuts implemented by the Federal Reserve would be ending soon and the
slowing economy would also began to negatively impact residential lenders. The SNL Index
dropped sharply in mid-October, as third quarter results for two large-cap issues (Washington
Mutual and Golden West Financial) indicated an increase in problem assets. After trading in a
narrow range through the balance of October, thrifts stocks rebounded during most of November.
Attractive valuations on some of the large-cap issues that had become oversold and another rate
cut by the Federal Reserve in early-November were factors that contributed to the recovery in
thrift prices. Thrift stocks eased lower at the close of November and traded in a narrow range in
early-December, whiéh was largely attributed to profit taking in some of the large-cap issues
following their strong November performance. Expectations that earnings would benefit from
the additional interest rate cuts implemented by the Federal Reserve during the fourth quarter
supported an upward trend in thrift issues during mid- and late-December. For the year ended

2001, the SNL Index for all publicly-traded thrifts posted a gain of 5.0 percent.
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Further gains were registered in thrift stocks at the beginning of 2002, with the
strongest performances again turned in by the largest companies. Expectations of strong fourth
quarter eamnings and growing sentiment of a slow economic recovery that would support a
continuation of the steep yield curve were factors that contributed to the advance in thrift stocks.
Thrift issues stabilized in mid-January and then moved higher in late-January, as investors were
encouraged by fourth quarter earnings. In early-February, concerns about corporate accounting
practices spilled over into the financial services sector, which translated into a general decline in
bank and thrift stocks, particularly the large-cap issues. After stabilizing in mid-February, thrift
issues advanced in late-February and early-March on strong fundamentals and acquisition
speculation. Thrift stocks edged lower following the Federal Reserve meeting in March,
reflecting growing sentiment that the economic recovery would lead to higher interest rates in the
second half of the year. On March 28, 2002, the SNL Index for all publicly-traded thrifts closed

at 1006.7, an increase of 15.7 percent from one year ago.

B. The New Issue Market

In addition to thrift stock market conditions in general, the new issue market for
converting thrifts is also an important consideration in determining the Holding Company’s pro
forma market value. The new issue market is separate and distinct from the market for seasoned
stock thrifts in that the pricing ratios for converting issues are computed on a pro forma basis,
specifically: (1) the numerator and denominator are both impacted by the conversion offering
amount, unlike existing stock issues in which price change affects only the numerator; and (2)
the pro forma pricing ratio incorporates assumptions regarding source and use of proceeds,
effective tax rates, stock plan purchases, etc. which impact pro forma financials, whereas pricing
for existing issues are based on reported financials. The distinction between pricing of
converting and existing issues is perhaps no clearer than in the case of the price/tangible book
("P/TB") ratio in that the P/TB ratio of a converting thrift will typically result in a discount to
tangible book value whereas in the current market for existing thrifts the P/TB ratio often reflects
a premium to tangible book value. Therefore, it is appropriate to also consider the market for

new issues, both at the time of the conversion and in the aftermarket.
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The market for converting thrifts has continued to strengthen in recent months.
As shown in Table 4.2, four standard conversion offerings have been completed during the past
three months. The average pro forma price/tangible book and core price/earnings ratios of the
recent standard conversions equaled 59.6 percent and 30.1 times, respectively. No second-step
conversion offerings have been completed during the past three months, which are considered to
be more relevant for purposes of determining Brookline Bancorp’s pro forma pricing. The most
recent second step conversion offering was PHSB Financial Corporation of PA (“PHSB”), which
completed its offering on December 21, 2001. PHSB’s pro forma price/tangible book and core
price/earnings ratios at the closing value equaled 67.2 percent and 14.6 times, respectively. In
general, second-step conversions tend to be priced (and trade in the aftermarket) at a higher P/TB
ratio than standard conversions. We believe investors take into consideration the generally more
leveraged pro forma balance sheets of second-step companies, their track records as public
companies prior to conversion and their generally higher pro forma ROE measures relative to
standard conversions in pricing their common stocks. Exhibit IV-4 presents historical offering
data for second-step conversions, illustrating the historical trends and characteristics of second-

step offerings.

Shown in Table 4.3 are the current pricing characteristics of PHSB. Of the four
recent stand conversions offerings, none were large enough to be listed on NASDAQ or an
exchange. PHSB’s current P/B ratio of 88.8 percent reflects a discount of 29.8 percent from the
average P/B ratio of all publicly-traded thrifts (equal to 126.5 percent) and PHSB’s core P/E ratio
of 21.65 times reflects a premium of 31.2 percent from the average core P/E ratio of 16.50 times
for all publicly-traded thrifts. Accordingly, the current discount reflected in the P/B ratio of
PHSB suggests that the investment community has determined to discount its stocks on a book
basis until the earning improve through redeployment and leveraging of the proceeds over the

longer term or implementation of capital management strategies.

C. The Acquisition Market

Also considered in the valuation was the potential impact on Brookline Bancorp’s
stock price of recently completed and pending acquisitions of other savings institutions operating

in Massachusetts. As shown in Exhibit IV-5, there were six Massachusetts thrift acquisitions
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completed between January 1, 2000 through year-to-date 2002, and there are two acquisitions
currently pending of Massachusetts savings institutions. The recent acquisition activity
involving Massachusetts thrifts may imply a certain degree of acquisition speculation for the
Holding Company’s stock. 'However, the Holding Company’s significant pro forma capital
position following conversion will likely serve as somewhat of an impediment with respect to
fostering near term acquisition speculation in the stock. To the extent that acquisition
speculation may impact the Holding Company's offering, we have largely taken this into account
in selecting companies which operate markets that have experienced a comparable level of
acquisition activity as the Holding Company’s market and, thus, are subject to the same type of

acquisition speculation that may influence Brookline Bancorp’s trading price.

D. Trading in Brookline Bancorp’s Stock

Since Brookline Bancorp’s minority stock currently trades under the symbol
“BRKL” on the NASDAQ National Market System, RP Financial also considered the recent
trading activity in the valuation analysis. As of December 31, 2001, Brookline Bancorp had total
shares outstanding of 26,747,549, of which 11,327,199 were held by public sharéholders and
were traded as public securities. As of March 28, 2002, the Holding Company’s stock price
‘closed at $17.06 per share. There are significant differences between the Holding Company’s
minority stock (currently being traded) and the conversion stock that will be issued by the
Holding Company. Such differences include different liquidity characteristics (the new
conversion stock will be more liquid owing to greater public shares available to trade), a
different return on equity for the conversion stock and dividend payments will be made on all
shares outstanding; thereby, requiring a higher payout ratio to sustain the current level of
dividends paid to non-MHC shareholders. Since the pro forma impact has not been publicly
disseminated to date, it is appropriate to discount the current trading level. As the pro forma

impact is made known publicly, the trading level will become more informative.

k ok ok ok ok ok Kk ok sk ok ok

In determining our valuation adjustment for marketing of the issue, we considered

trends in the overall thrift market, the new issue market including the new issue market for
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second-step conversions, the acquisition market and recent trading activity in the Holding
Company’s minority stock. Taking these factors and trends into account, RP Financial
concluded that no adjustment was appropriate in the valuation analysis for purposes of marketing

of the issue.

8. Management

Brookline Bancorp’s management team appears to have experience and expertise in all of
the key areas of the Holding Company’s operations. Exhibit [V-6 provides summary resumes of
Brookline Bancorp’s Board of Directors and senior management. The financial characteristics of
the Holding Company suggest that it is effectively managed and there appears to be a well-
defined organizational structure. The Holding Company currently does not have any executive

management positions that are vacant.

Similarly, the returns, capital positions and other operating measures of the Peer Group
companies are indicative of well-managed financial institutions, which have Boards and
management teams that have been effective in implementing competitive operating strategies.
Therefore, on balance, we concluded no valuation adjustment relative to the Peer Group was

appropriate for this factor.

9, Effect of Government Regulation and Regulatory Reform

In summary, as a fully-converted OTS-regulated institution, Brookline Savings and the
Holding Company will operate in substantially the same regulatory environment as the Peer
Group members -- all of whom are adequately capitalized institutions and are operating with no
apparent restrictions. Exhibit IV-7 reflects the Bank’s pro forma regulatory capital ratios. On
balance, no adjustment has been applied for the effect of government regulation and regulatory

reform.
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Summary of Adjustments

Overall, based on the factors discussed above, we concluded that the Holding Company’s

pro forma market value should reflect the following valuation adjustments relative to the Peer

Group:
Key Valuation Parameters: Valuation Adjustment
Financial Condition Slight Upward
Profitability, Growth and Viability of Earnings Slight Upward
Asset Growth Slight Upward
Primary Market Area No Adjustment
Dividends Slight Upward
Liquidity of the Shares No Adjustment
Marketing of the Issue No Adjustment
Management No Adjustment

Effect of Government Regulations and Regulatory Reform  No Adjustment

Valuation Approaches

In applying the accepted valuation méthodology promulgated by the OTS and adopted by
the FDIC, i.e., the pro forma market value approach, including the fully-converted analysis
described above, we considered the three key pricing ratios in valuing Brookline Bancorp’s to-
be-issued stock -- price/earnings ("P/E"), price/book ("P/B"), and price/assets ("P/A") approaches
-- all performed on a pro forma basis including the effects of the conversion proceeds. In
computing the pro forma impact of the conversion and the related pricing ratios, we have
incorporated the valuation parameters disclosed in Brookline Bancorp’s prospectus for
reinvestment rate, the effective tax rate, offering expenses and stock benefit plan assumptions
(summarized in Exhibits IV-8 and IV-9). In our estimate of value, we assessed the relationship
of the pro forma pricing ratios relative to the Peer Group and the recent conversions including

second-step conversion offerings.

RP Financial's valuation placed an emphasis on the following:

0 P/E Approach. The P/E approach is generally the best indicator of long-term
value for a stock. Given the similarities between the Holding Company's and the
Peer Group's earnings composition and overall financial condition, the P/E
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approach was carefully considered in this valuation. At the same time, since
reported earnings for both the Holding Company and the Peer Group included
certain unusual items, we also made adjustments to earnings to arrive at core
earnings estimates for the Holding Company and the Peer Group and resulting
price/core earnings ratios.

P/B Approach. P/B ratios have generally served as a useful benchmark in the
valuation of thrift stocks, particularly in the context of a public offering, as the
eamnings approach involves assumptions regarding the use of proceeds. RP
Financial considered the P/B approach to be a valuable indicator of pro forma
value taking into account the pricing ratios under the P/E and P/A approaches.
We have also modified the P/B approach to exclude the impact of intangible
assets (i.e., price/tangible book value or “P/TB”), in that the investment
community frequently makes this adjustment in its evaluation of this pricing
approach.

P/A Approach. P/A ratios are generally a less reliable indicator of market value,
as investors typically assign less weight to assets and attribute greater weight to
book value and eamings - we have also given less weight to the assets approach.
Furthermore, this approach as set forth in the regulatory valuation guidelines does
not take into account the amount of stock purchases funded by deposit
withdrawals, thus understating the pro forma P/A ratio. At the same time, the P/A
ratio is an indicator of franchise value, and, in the case of highly capitalized
institutions, high P/A ratios may limit the investment community's willingness to
pay market multiples for earnings or book value when ROE is expected to be low.

Trading of BRKL stock. Converting institutions generally do not have stock
outstanding. Brookline Bancorp, however, has public shares outstanding due
to the mutual holding company form of ownership. Since BRKL stock is
currently traded on the NASDAQ), it is an indicator of investor interest in the
Holding Company’s conversion stock and therefore received some weight in
our valuation. Based on the March 28, 2002 stock price of $17.06 per share
and the 26.7 million shares of Holding Company stock issued and
outstanding, the implied value of $457 million was considered in the valuation
process.  However, since the conversion stock will have different
characteristics than the minority shares, and since pro forma information has
not been publicly disseminated to date, the current trading price of BRKL was
somewhat discounted herein but will become more important towards the
closing of the offering.

The Holding Company has adopted Statement of Position ("SOP") 93-6, which cause

earnings per share computations to be based on shares issued and outstanding excluding

unreleased ESOP and RRP shares. For purposes of preparing the pro forma pricing analyses, we
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have reflected all shares issued in the offering, including all ESOP and RRP shares, to capture
the full dilutive impact, particularly since the RRP and ESOP shares are economically dilutive,
receive dividends and can be voted. However, we did consider the impact of SOP 93-6 in the

valuation.

Based on the application of the three valuation approaches, taking into consideration the
valuation adjustments discussed above, RP Financial concluded that, as of March 28, 2002, the
aggregate pro forma market value of Brookline Bancorp’s conversion stock was $442,643,970 at
the midpoint, equal to 44,264,397 shares at $10.00 per share. The midpoint and resulting
valuation range is based on the sale of a 57.61 percent ownership interest to the public, which

provides for a $255.0 million public offering at the midpoint value.

1. Price-to-Earnings ("P/E"). The application of the P/E valuation method requires
calculating the Holding Company's pro forma market value by applying a valuation P/E 'multiple
to the pro forma eamings base. In applying this technique, we considered both reported earmnings
and a recurring earnings base, that is, earnings adjusted to exclude any one-time non-operating
items, plus the estimated after-tax earnings benefit of the reinvestment of the net proceeds. The
Holding Company’s reported earnings, incorporating the reinvestment of $8.529 million of MHC
assets at an after-tax reinvestment rate of 3.05 percent, equaled $19.594 million for the twelve
months ended December 31, 2001. In deriving Brookline Bancorp’s core earings, the
adjustments made to reported earnings were to eliminate net gains on the sale of securities, the
gain from the termination of the pension plan and the restructuring charge related to the merger
of Lighthouse into the Bank. The net gains on securities and the gain from the termination plan
equaled $3.5 million and $3.7 million, respectively, while the restructuring charge equaled $3.9
million. As shown below, on a tax effected basis, assuming an effective marginal tax rate of
36.0 percent, the Holding Company’s core earnings were determined to equal $17.5 million for
the twelve months ended December 31, 2001. (Note: see Exhibit IV-10 for the adjustments

applied to the Peer Group's earnings in the calculation of core earnings).




RP Financial, LC.

Page 4.26
Amount
($000)
Net income $19,594
Net gains on sale of securities(1) : (2,266)
Gain from termination of pension plan(1) (2,347)
Restructuring charge(1) 2,513
Core earnings estimate $17,494

(1) Tax effected at 36.0 percent.

Based on the Holding Company’s reported and estimated core earnings, and
incorporating the impact of the pro forma assumptions discussed previously, the Holding
-Company’s pro forma reported and core P/E multiples at the $442.6 million midpoint value
equaled 17.26 times and 18.80 times, respectively, which provided for a discount of 5.0 percent
and a premium of 2.6 percent relative to the Peer Group's average reported and core earnings
multiples of 18.16 times and 18.33 times, respectively (see Table 4.4). The implied premiums
reflected in the Holding Company’s pro forma P/E multiples take into consideration the

valuation adjustments and the discount implied for the Holding Company’s pro forma P/B ratio.

2. Price-to-Book ("P/B"). The application of the P/B valuation method requires
calculating the Holding Company’s pro forma market value by applying a valuation P/B ratio to
Brookline Bancorp’s pro forma book value. The Holding Company’s pre-conversion book value
was adjusted to include $8.5 million of equity held at the MHC level, which will be consolidated
with the Holding Company’s capital as a result of the conversion. Based on the $442.6 million
midpoint valuation, Brookline Bancorp’s pro forma P/B and P/TB ratios both equaled 82.72
percent. In comparison to the average P/B and P/TB ratios for the Peer Group of 143.71 percent
and 156.67 percent, the Holding Company’s ratios reflected a discount of 42.4 percent on a P/B
basis and a discount of 47.2 percent on a P/TB basis. RP Financial considered the discounts
under the P/B approach to be reasonable in light of the resulting premium core P/E multiple and
the Holding Company’s significant level of pro forma capital that, in effect, constrains the ability
to increases the P/B ratio without significantly depressing ROE and increasing the implied core

P/E multiple premium above what would be considered reasonable from a valuation perspective.
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3. Price-to-Assets ("P/A"). The P/A valuation methodology determines market
value by applying a valuation P/A ratio to the Holding Company’s pro forma asset base,
conservatively assuming no deposit withdrawals are made to fund stock purchases. In all
likelihood there will be deposit withdrawals, which results in understating the pro forma P/A
ratio which is computed herein. At the midpoint of the valuation range, Brookline Bancorp’s
value equaled 32.81 percent of pro forma assets. Comparatively, the Peer Group companies
exhibited an average P/A ratio of 17.65 percent, which implies a premium of 85.9 percent for the

Holding Company’s pro forma P/A ratio.

Comparison to Recent Conversions and Second-Step Offerings

As indicated at the beginning of this chapter, RP Financial's analysis of recent standard
conversion and second-step offering pricing characteristics at closing and in the aftermarket has
been limited to a "technical" analysis and, thus, the pricing characteristics of recent standard
conversions and second-step offerings are not the primary determinate of value herein.
Particular focus was placed on the P/TB abproach in this analysis, since the P/E multiples do not
reflect the actual impact of reinvestment and the source of the stock proceeds (i.e., external funds
vs. deposit withdrawals). The recent standard conversion closed at a price/tangible book ratio of
59.6 percent (see Table 4.2). The price of the recent standard conversion appreciated by 22.0

percent during the first week of trading.

PHSB’s second-step conversion offering, which was completed on December 21, 2001,
closed at a price/tangible book ratio of 67.2 percent. PHSB’s stock price increased 20.0 percent
during the first week of trading. The Holding Company’s P/TB ratio at the appraised midpoint
value reflects a premium of 23.1 percent relative to PHSB’s closing P/TB ratio. In comparison
to PHSB’s current aftermarket P/TB ratio of 88.8 percent, the Holding Company’s P/TB ratio at

the appraised midpoint value reflects a discount of 6.9 percent.

Valuation Conclusion

Based on the foregoing, it is our opinion that, as of March 28, 2002, the estimated

aggregate pro forma market value of the Holding Company, inclusive of the sale of the MHC’s
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ownership interest to the public shareholders was $442,643,970 at the midpoint. Based on this
valuation and the approximate 57.61 ownership interest being sold in the public offering, the
midpoint value of the Holding Company’s stock offering was $255,000,000, equal to 25,500,000
shares at a per share value of $10.00. Pursuant to conversion guidelines, the 15 percent offering
range indicates a minimum value of $216,750,000 and a maximum value of $293,250,000.
Based on the $10.00 per share offering price, this valuation range equates to an offering of
21,675,000 shares at the minimum and 29,325,000 shares at the maximum. In the event the
appraised value is subject to an increase, the offering range may be increased up to a
supermaximum value of $337,237,500 without requiring a resolicitation. Based on the $10.00
per share offering price, the supermaximum value would result in total shares outstanding of
33,723,750. The pro forma valuation calculations relative to the Peer Group are shown in Table
4.4 and are detailed in Exhibit IV-8 and Exhibit IV-9.

Establishment of the Exchange Ratio

OTS regulations provide that in a conversion of a mutual holding company, the minority
stockholders are entitled to exchange their shares of the Holding Company’s common stock for
newly issued shares of Brookline Bancorp stock as a fully converted company. The Board of
Directors of Brookline Bancorp MHC has independently established a formula to determine the
exchange ratio. The formula has been designed to preserve the current aggregate percentage
ownership in Brookline Bancorp equal to 42.39 percent as of December 31, 2001. Pursuant to
this formula, the exchange ratio to be received by the existing minority shareholders of
Brookline Bancorp will be determined at the end of the offering based on the total number of
shares sold in the Subscription and Direct Community offerings. As shown in Table 4.4, the
exchange ratio for the minority shareholders would be 1.4056 shares, 1.6537 shares, 1.9017
shares and 2.1870 shares at the minimum, midpoint, maximum and supermaximum of the
offering range, respectively. RP Financial expresses no opinion on the proposed exchange of
newly issued Holding Company shares for the shares held by the minority stockholders or on the

proposed exchange ratio.
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EXHIBIT I-1
Brookline Bancorp, Inc.
Map of Office Locations
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EXHIBIT I-2
Brookline Bancorp, Inc.
Audited Financial Statements

[Incorporated by Reference]




EXHIBIT I-3

Brookline Bancorp, Inc.
Key Operating Ratios
At and For the Year Ended December 31,
2001 2000 1999 1998 1997
(Dollars in Thousands)
Selected Performance Ratios:
Return on average assets (ratio of net income to average total assets)......cc.cceveeee 1.80% 2.29% 2.31% 2.33% 2.02%
Retum on average stockholders’ equity (rano of net income to average '
~ stockholders® equity):
Exclusive of net unrealized gains on securities avallable for sale,
net of income taxes 6.89 7.99 7.81 8.36 12.21
Inclusive of net unrealized gains on securities available for sale,
net of income taxes 6.74 7.83 747 7.88 11.19
Interest rate spread during the period (1) (2) 2.83 295 2.69 2.76 3.08
Net interest margin during the period (1) (3) 4.10 443 421 4.28 4.09
Average interest-earning assets to average interest-bearing liabilities...........c..o... 140.56 145.01 150.31 147.60 126.12
Efficiency ratio (4) 28.90 25.63 25.15 25.07 28.45
Dividend payout ratio (dividends declared per share divided by
net income per share) (5) 63.89 30.00 28.38 NM NA
Capital Ratios:

. Stockholders” equity to total assets at end of period 25.96% 27.27% 30.29% 31.65% 18.94%
Tier 1 core capital ratio at end of period (6) 21.75 22.37 24.57 25.86 17.82
Asset Quality Ratios:

Non-performing assets to total assets at end of period 0.14% - % 0.08% 0.26% 0.45%
Non-performing loans to total loans at end of period 0.02 - - 0.06 0.16
Allowance for loan losses to total loans at end of period 1.83 1.92 2.13 221 251
Allowance for loan losses to total non-performing loans at end of period (7) ....... M NM NM NM NM
Ratio of net charge-offs (recoveries) during the penod to average loans

outstanding during the period ... . - - (0.05) (0.06) (0.03)
Number of full-service offices at end of period................. 6 6 5 5 5

Deposits per branch at end Of PETIOd ..ttt an

(1)
@

(3)
@
)

©)
)

Calculated on a fully-taxable equwalent basis.

Interest rate spread represents the difference between the weighted average yield on average interest-earning assets and the weighted

average cost of average interest-bearing liabilities.

Net interest margin represents net interest income (tax equivalent basis) as a percent of average interest-eaming assets.

Represents the ratio of non-interest expenses (exclusive of restructuring charge and recognition and retention plan expense) divided by the
sum of net interest income and non-interest income (exclusive of gains on sales of securities). Lighthouse Bank’s income and expenses are

excluded.

Not presented for the year ended December 31, 1998 since dividends were paid only in the last two quarters of 1998. Conversion to stock

ownership occurred on March 24, 1998.
This regulatory ratio relates only to Brookline Savings Bank.
NM = Not meaningful. Exceeds 1,000% at end of each period.

Source: Brookline Bancorp's prospectus.




EXHIBIT I-4

Brookline Bancorp, Inc.
Investment Portfolio Composition

Securities available for sale:
Debt securities:
U.S. Government and Agency obligations
Corporate obligations
Collateralized mortgage obligations
Mortgage-backed securities .......ocoveerervcuriesnanne

Total debt securities...
Marketable equity securities....
Total securities available for sale........ccovccuneens

Net unrealized gains on securities available for sale.......
Total securities available for sale, net ...............

‘Securities held to maturity:
Corporate 0bligations....ccwerisenersrsisenesssnsasesisces
Mortgage-backed securities
Total securities held to maturity......cocoeevvemrunnes

Restricted equity securities:
Federal Home Loan Bank of Boston stock ............
Massachusetts Savings Bank Life Insurance
Company stock
Other stock
Total restricted equity SECUTtiEs ...ovevrrervriisennas

At December 31,
2001 2000 1999
Amortized Market Amortized Market Awmortized Market
Cost Value Cost Value Cost Yalue
- (Dollars in Thousands) :
$ 14093 $ 14208 § 10946 § 11,079 $§ 41,026 $ 403895
49,073 50,640 44,467 44,704 11,409 11,204
78.536 79,701 68,225 68,526 48,729 47,990
1,662 1,689 890 910 - -
143,364 146,238 124,528 125219 101,164 100,089
9,502 17,187 14,948 24,142 14,878 28,186
152,866 163,425 139,476 149,361 116,042 128,275 -
10,559 - 9,885 - 12,233 -
$163425 "§163427 §.149361 3 149361 § 128275 3 128275
$ 8264 $ 8,445 $ 48,969 548,860 $ 101,795 $ 100,854
1,294 1,321 1478 1.477 1,639 1,597
$ 9558 $_9.766 $ 50,447 $50337 $.103434 §.102451
$ 8,907 $ 6771 $ 5,905
253 253 253
121 121 12]
5 9281 3 7145 £ 6279

Source: Brookline Bancorp's prospectus.




EXHIBIT I-5

(1) Tax exempt income on equity securities is included on a tax equivalent basis.

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

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

(4) Excluded from interest income for the year ended December 31, 1999 is $232 collected from borrowers whose loans were on non-accrual

and which relate to interest eaned in periods prior to January 1, 1999.
(5) Savings accounts include mortgagors® escrow accounts.
(6) Interest rate spread represents the difference between the yield on interest-eamning assets and the cost of interest-bearing liabilities.
(7) Netinterest margin répresents net interest income (tax equivalent basis) divided by average interest-earning assets.

Source: Brookline Bancorp's prospectus.

Brookline Bancorp, Inc.
Yields and Costs
Year Ended December 31,
2001 2000 1992
Average Average Average
Average Yield/ Average Yield/ Average Yield/
Balance Interest (1) Cost Balance Interest (1) Cost Balance Interest (1) Cost
(Dollars in Thousands)
Assets:
Interest-eaming assets:
Short-term INVestments .....oceescerees $ 45122 § 1,936 4.29% $ 19628 3 1235 629% $ 12809 § 634 4.95%
Debt securities (2)........ 165,172 10,189 6.17 179,992 11,081 6.16 220,749 12,795 5.80
Equity securities (2)..... - 29,846 1,380 . 462 31,054 1,716 5.53 38,144 1,564 4.10
Mortgage loans (3) (4) ..vevuvnreneinnns 765,265 59,476 771 643,815 53,522 8.31 577,461 46,928 8.13
Money market loan participations.... © 20,741 1,017 4.90 30,696 2,054 6.69 29,618 1,539 5.20
Other commercial loans (3)......coee. 27,741 1,908 6.88 24,808 2,066 8.33 16,255 1,254 7.71
Consumer 10ans (3) .c.cervnescvenevcainens 2959 297 10.04 2,183 214 9.80 1,922 ___181 9.42
Total interest-earning assets......... 1,056,846 76,203 7.21 932,176 71,888 .71 896,958 64,895 124
Allowance for loan losses.......... (14,855) (14,136) (13,441)
Non-interest eamning assets. . 29,176 26,528 17,867
Total @SSELS wecvvvverenrirnnsrenransensannnne $ 1,071,167 $ 944,568 $_901.384
Liabilities and Stockholders’ Equity:
‘Interest-bearing liabilities:
‘Deposits: :
NOW account $ 68,968 815 1.18 $ 50,843 690 1.36 $ 43,897 542 1.23
Savings accounts ( 12,469 225 1.80 12,180 268 220 13,010 289 222
Money market savings accounts .. 240,177 7,856 3.27 206,093 8,140 3.95 190,813 7434 3.90
Certificate of deposit accounts..... 271.273 14,664 5.29 253.705 14,136 5.57 242,188 12.443 5.14
Total deposits.....cevsmsersrecereens 598,887 23,560 393 522,821 23,234 4.44 489,908 20,708 4.23
Borrowed funds.......occeeesnicsecenerene 153,002 9,344 6.11 120,023 7.338 6.11 106,812 6454 6.04
Total interest-bearing liabilities 751,889 32,904 4.38 642,844 30,572 4.76 596,720 27,162 4.55
Non-interest-bearing demand
checking accounts .....oecreerenieccnecnne 17,732 14,309 12,387
Other liabilities . 14,594 11177 14,069
Total liabilities .oerveerecrmrrecnenens 784,215 668,330 623,176
Stockholders’ equity. ..o rccnrerriceiseas 286,952 276,238 278,208
Total liabilities and
stockholders’ equity .........c.. $_1.071.167 3944568 8 901,384
Net interest income (tax equivalent : :
basis)/interest rate spread (6)............ 43,299 2.83% 41,316 2.95% 37,733 2.65%
Less adjustment of tax exempt income 243 _ 328 318
Net interest income (4)..cccceirvenseninnns 5 43,056 $_40.988 $ 37415
Net interest margin (7)... 4.10% 4.43% 421%




EXHIBIT I-6
Brookline Bancorp, Inc.

Loan Loss Allowance Activity

Year Ended December 31,

2001 2000 1999 1998 1997
(Dollars in Thousands)
Balance at beginning of year.......cucvceverereireressioreseerereeres $14315 $13,874 $13,094 $12,463 312,326
Provision for 10an 10SSES ..........uvwermecmeescrmmrisossraenssninnnns ' 974 - 427 450 300 -
Charge-offs:
MOrtgage 10anS ......cccerererriveeenrnrenreereeesresseeasssneasseaens - - - - -
Commercial 10ans .......oiiucrreiceereiorerceeninreseereesneresessonens - - - - -
ConSUIMET 10ANS «...oceeriiiriinericcrreeeresee st eaeeeaeseses 4 10 - 1 6
Money market loan participations ..........ccceceeeercerenereriens - - - - -
Total charge-offS....c.ccccceiiiuicncririeicsieiereececrcaene 4 10 - 1
Recoveries:
Mortgage loans:
Multi-family ......ccceorvrrrrerrrererersirseinreresessessssnesereans 6 6 2 1 25
Commercial real estate.......ccovveeervererninrrcceesmsenseraene 7 7 325 314 8
Construction and development...........cocovveeivrerininnns - - - - 103
Commercial 10anS ......cuuveceverrrienrersrenraerereeceresensnessisenss - - - 12 -
CONSUMET 1015 ...eoueereivireerieeeirninnesssecscoresnssesansasanesessos 3 11 3 S 7
TOtal TECOVETIES. ....verrreereceecrreeneeerearreeseentnesanaeasaenes 16 24 330 332 143
NEt TECOVEIIES 1evivrrrrerecrsiannineensinrsaesecaseasrensesorsissmesssasoseas 12 14 330 331 137
Balance at end of Year.......ceceiercinnininncisininntiiesnen $15301 $14315 $13874 $13.094 $12463

Source: Brookline Bancorp's prospectus.




EXHIBIT I-7

Brookline Bancorp, Inc.
GAP Analysis
At December 31, 2001
- MoreThan MoreThan  MoreThan More Than
More Than  Two Years Three - Four Years  Five Years
One Year One Year to to Three Years to to Five to Ten More Than
- or Less Two Years Years Four Years Years Years Ten Years Total
. (Dollars in Thousands)
Interest-earning assets (1): : . - - .
Short-term investments..ceeccerisenseie - 3 69,432 s - s - S - s - s - S - 3 69,432
Weighted average rate .... . o L75% ’ o . - - . ' o '
Debt securities (2).euceecens 68,865 49,135 28,898 1,053 702 387 3,882 152,922
Weighted average rate..... 6.51% 6.19% 4.87% 6.97% 577% 6.09% 7.85%
Mortgage loans (3)........ 236,835 116,142 99,541 100,443 155,380 79,877 6,150 794,368
Weighted average rate ..... 6.51% 7.62% 7.60% 7.99% . 119% 743% 7.87%
Money market loan participations...... 6,000 - - - - - . — 6,000
Weighted average tate veuemnerencnsnnnens 1.95% - . '
Other foans (3)..cceevee. . 33,003 196 204 214 217 422 - 34,256
Weighted average rate cuu.cveeencersensen 5.52% 12.30% 13.75% 15.04% 13.47% 897% -
Total interest-caming assets.....eveneenas 414,135 165,473 128,643 101,710 156,299 80,686 10,032 1,056,978
Weighted average rate ovevrcesnsrsaces 5.57% 1.20% 7.00% 7.99% 7.19% 7.43% 7.86%
Interest-bearing Habllities: s
NOW accounts . 75,439 - - - : - - - 75,439
Weighted average rate euueveesececssessess 050% . '
Savings accounts (4).cceeeeee . 12,951 - - - - ’ - - 12,951
Weighted average rate . 1.50%
Money market savings accounts ........ 259,695 - - - - - - 259,695
Weighted average rate ..o " 232%
Certificate of deposit accounts........... 193,429 39,350 11,262 7,341 2,998 - - 254,380
Weighted average rate......... " 4.16% 4.93% 4.94% 6.38% 523%
Borrowed funds ... . 11,300 32,950 32,000 . 43,000 47,880 11,000 - 178,130 ..
Weighted average rate ...enniricsenes 6.54% 496% ___ 591% 6.73% 5.30% 5.96%
Total interest-bearing liabitities ......... 552,814 72,300 43,262 50,341 50,878 . 11,000 .- 780,595
 Weighted average rate wuwecesressces : 278% . 4.94% _5.66% 6.68% - 5.30% 5.96% :
Interest sensitivity gap (5)-ccsrcccescssnree (138,679) 93,173 85,381 51,369 105,421 69,686 10,032 276,383
Impact of interest rate swap . (5,000) - - 5,000 - - -
Weighted average rate ....cucemensncuncne 2.43% 3.94%
Adjusted interest sensitivity gap .......... $(133679) § 93173 S _85381 5 46360 $.105421 5 6968 5 10032 §_276383
Curnulative interest sensitivity gap ...... $033679) §$(40506) 5 44875 5. 91244  § 196665 $266351  $£276383
Cumulative interest sensitivity gap as .
a percentage of total assets.umcnerensnns (12.16)% (3.68)% 4.08% 8.30% 17.89% 24.22% 25.13%
Cumulative interest sensitivity gap as
a percentage of tatal interest-camning )
assets (12.65)% (3.83)% 425% 8.63% 18.61% 25.20% 26.15%

(1) Interest-camning assets are included in the period in which the balances are expected to be redeployed and/or repriced as a result of
anticipated prepayments, scheduled rate adjustments and contractual maturities.
(2) Debt securities include all debt securities. The unrealized gain on securities, all other marketable equity securities and restricted equity

securities are excluded.
(3) For purposes of the gap analysis, the allowance for loan losses, deferred loan fees and non-pcrformmg loans have been excluded.

(4) Savings accounts include interest-bearing mortgagors® escrow accounts.
(5) Interest sensitivity gap represents the difference between interest-eaming assets and interest-bearing liabilities.

Source: Brookline Bancorp's prospectus.




EXHIBIT I-8
Brookline Bancorp, Inc.
Fixed Rate and Adjustable Rate Loans

Mortgage loans:
Cne-to-four family

Multi-family
Commercial real estate

Construction and development

Home equity and second mortgage..........

Total mortgage loans
Commercial and consumer loans

Total loans

Source: Brookline Bancorp's prospectus.

Due After One Year
Fixed Adjustable Total
(In Thousands)

s 126  § 140,109 $ 140,235
71,123 152,949 224,072
59,820 151,181 211,001

105 2,139 2,244

1,321 2,791 4,112
132,495 449,169 581,664
1.984 4,950 6,934
$134479 3454119  §588.508
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EXHIBIT I-10
Brookline Bancorp, Inc.

Contractual Maturity By Loan Type

At December 31, 2001
Real Estate Mortgage Loans
Home Other
Equity Commercial Money
One-to- Commercial - Construction and and Market
Four Multi- Real and Second - Consumer Loan Total
Family Family Estate Development Mortgages Loans Participations Loans
(In Thousands)
Amounts due (1): _
Within one year.....oeeceee § 19497 100796 § 56,772 $ 13,714 $22.061 $.27,326 6,000 $ 246,166
After one year:
More than one year to 37949 90,720 72,690 . 456 23818 - 204,633
three years .ooeeceeeeenseans
More than three years to
FIVE YERTS oorooeor s 96,480 78,438 94,665 2,244 2,428 4,116 - 278,371
More than five years to
LEN YEArS.urvererererracasroceense 5’76_2 52,546 36,370 . ° 1,228 i - 95,906
More than ten years............ 44 2.368 1,276 - - - - 9,688
T°‘;e‘;5’° after one 140235 _ 224072  _211.001 2244 4112 6.934 - 588,598
Total amount due $.324868  § 267713 $ 15958 $26,173 £.34,260 g 6.000 834,764
Less:
Deferred loan
origination fees......co..... —(409)
Net [0ans ..o ivereineranvens $ 834,360

(1)Amounts due are net of unadvanced funds on loans.

Source: Brookline Banéorp's prospectus.




EXHIBIT I-11
Brookline Bancorp, Inc.
Non-Performing Assets

At December 31,
2001 2000 1999 1998 . 1997
(Dollars in Thousands) ’
Non-accrual loans (1):

Mortgage loans:

One-to-four family ........ccoevecceremrnrnnscerensennene $ 136 5 - $ - s - $ 230
Multi-family ....ccoveveniirercrcicisrnneeresieeieaeiens - - - - -

" Commercial real €state ......ovvcvveerrrrrierereesrrerricerenes - - - 297 522
Construction and development...........ccccvereeecne. - - - - -
HOME EQUILY ....ccoverererrirereererrrassinnaresiniesesssesssasencs - - - 35 51

Commercial 108n0S ....ccovvveimecercceeiareresnsercseneronsessnes - - - - -

Consumer 10anS.......ccovrermnicniiierienenencsesisnneren 4 - - - -

Total non-accrual 10ams.......cooovveveneerieesereersenns 140 - - 332 803
Other real estate owned, net (2) ...cccocervvrrcerrerereneeeneencnes - - 707 1,940 2,373
Defaulted corporate debt security ........ccceveeeeeeerceereenne 1,440 - - - -
Total non-performing assets ..........ccoecverererence 31,580 3 - $ 707 $2272 $£3,176
Restructured 10ans.........ccuecervveerrnseeiennnnereresssneesssseens s - 3 - 3 - $ - $2287
Allowance for loan losses as a percent of total
TOAMS oottt eae e etenens 1.83% 1.92%  2.13% 221% 251%
Allowance for loan losses as a percent of total
non-performing 10ans (3) ......ccoccceerveriurnensincerennenen: NM NM NM NM NM
Non-performing loans as a percent of total ,
OADS .. 0.02 - - 0.06 0.16
Non-performing assets as a percent of total

BSSELS 1vvvvveveveveeerssesssses oo oe oo seeeseesessssemeeeseees e 0.14 - 0.08 0.26 0.45

(1) Non-accrual loans include all loans 90 days or more past due and other loans which have been identified by
Brookline Bancorp, Inc. as presenting uncertainty with respect to the collectibility of interest or principal.
(2) Other real estate owned balances are shown net of related loss allowances.
(3) Non-performing loans are comprised of non-accrual loans.
NM - not meaningful. Exceeds 1,000% at end of each period.

Source: Brookline Bancorp's prospectus.
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Interest Rate
2.00% -3.99%

EXHIBIT I-13
Brookline Bancorp, Inc.
Time Deposit Rate/Maturity

4.00% - 5.99%
6.00% - 7.99%

Total

Maturity Date
1 YearorLess Overlto2Years Over2to3Years Over3 Years Total
(In Thousands)
$ 94,160 $ 9,758 $ 1,448 $ 310 $ 105,676
66,020 - 18,976 9,479 2,691 97,166
33,248 10,617 335 7338 51,538
$193.428 $.39.351 $ 11,262 $£10.339 $ 254380

Source: Brookline Bancorp's prospectus.




I-14

Brookline Bancorp, Inc.

FHLB Advance Borrowing Activity

Advances from the FHLB:

Average balance outstanding
Maximum amount oufstanding at any month end during the year
Balance outstanding at end of year.

................................

Weighted average interest rate during the year

Weighted average interest rate at end of year

Source: Brookline Bancorp's prospectus.

Year Ended December 31,
2001 2000 1999
(Dollars in Thousands)

$ 153,002 $ 120,023 $ 106,812
178,130 135,400 112,800
178,130 133,400 108,800
6.11% 6.11% 6.04%
6.15% 591%

5.81%




EXHIBIT 1I-1
Description of Office Facilities

We own our main office. We lease from unrelated third parties our other five branch offices, our
operations center of Brookline Savings Bank and a space in Waltham, Massachusetts used as a call center. “The
operations center is used primarily to house operations and support services. At December 31, 2001, the net book
value of our premises and leasehold improvements was $814,000. Refer to Note 13 of the Notes to Consolidated

Financial Statements elsewhere in this prospectus for information regarding our lease commitments at December 31,
2001.

Source: Brookline Bancorp’s prospectus.




EXHIBIT II-2
Historical Interest Rates




Year/Qtr. Ended

1994:

1995:

1996:

1997:

© 1998:

1999:

2000:

2001:

2002: Mar. 28, 2002

(1) End of period data.

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Historical Interest Rates(1)

Prime
Rate

6.25%
7.25%
7.75%
8.50%

9.00%
9.00%
8.75%
8.50%

8.25%
8.25%
8.25%
8.25%

8.50%
8.50%
8.50%
8.50%

8.50%
8.50%
8.25%
7.75%

7.75%
7.75%
8.25%
8.50%

9.00%
9.50%
9.50%
9.50%

8.00%
6.75%
6.00%
4.75%

4.75% -

Exhibit I1-2

90 Day
T-Bill

3.56%
4.22%
4.79%
5.71%

5.86%
5.57%
5.42%
5.08%

5.14%
5.16%
5.03%
5.18%

5.32%
5.17%
5.10%
5.34%

5.12%
4.99%
4.36%
4.45%

4.47%
4.80%
4.85%
5.19%

5.86%
5.88%
6.23%
5.84%

4.19%
3.65%
2.40%
1.74%

1.75%

Sources: Federal Reserve and Wall Street Journal.

One Year
T-Bill

4.44%

5.49%
5.94%
7.21%

6.47%
5.63%
5.68%
5.14%

5.38%
5.68%
5.69%
5.49%

6.00%
5.66%
5.44%
5.48%

5.39%
5.37%
4.39%
4.52%

4.70%
5.09%
5.18%
5.97%

6.40%
6.08%
6.07%
5.34%

4.15%
3.72%
2.49%
2.17%

2.66%

30 Year
T-Bond

7.09%
761%
7.82%
7.88%

7.43%
6.63%
6.51%
5.96%

6.67%
6.87%
6.92%
6.64%

7.10%
6.78%
6.40%
5.92%

5.93%
5.63%
4.98%
5.09%

5.63%
5.96%
6.05%
6.48%

5.84%
5.90%
5.88%
5.44%

5.46%
5.75%
542%
5.46%

5.81%




EXHIBIT III-1
General Characteristics of Publicly-Traded Institutions
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EXHIBIT III-2
Public Market Pricing of New England Thrifts
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EXHIBIT III-3
Public Market Pricing of Mid-Atlantic Thrifts
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EXHIBIT III-4
Peer Group Market Area Comparative Analysis
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EXHIBIT IV-1
Stock Prices:
As of March 28, 2002
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EXHIBIT IV-2
Historical Stock Price Indices




Year/Qtr. Ended

1994:

1995:;

1996:

1997:

1998:

1999:

2000:

2001:

2002: As of Mar. 28, 2002

(1) End of period data.
Sources: SNL Financial and Wall Street Journal.

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Quarter 1
Quarter 2
Quarter 3
Quarter 4

Exhibit V-2

Historical Stock Price Indices(1)

JIA

3625.1
3625.0
3843.2
3834.4

4157.7
4556.1
4789.1
5117.1

5587.1
5654.6
5882.2
6442.5

6583.5
7672.8
79453
7908.3

8799.8
8952.0
7842.6
91814

9786.2
10970.8
10337.0
114971

10921.9
10447.9
10650.9
10786.9

9878.8
10502.4
8847.6
10021.5

10403.9

S&P 500

4458
4443
462.6
459.3

500.7
544.8
584.4
615.9

645.5
670.6
687.3
737.0

7571
885.1
947.3
970.4

1101.8
1133.8
1017.0
1229.2

1286.4
1372.7
1282.7
1469.3

1498.6
1454.6
1436.5
1320.3

1160.3
1224.4
1040.9
11481

11474

NASDAQ
Composite

7435
706.0
764.3
752.0

817.2
933.5
1,043.5
1,052.1

1,101.4
1,185.0
1,226.9
1,280.7

1,221.7
1,442.1
1,685.7
1,570.4

1,835.7
1.894.7
1,693.8
2,192.7

2,461.4
2,686.1
2,746.2
4,069.3

4,572.8
3,966.1
3,672.8
24705

1,840.3
2,160.5
1,498.8
1,950.4

1,845.4

SNL
Thrift
Index

241.6

269.6
279.7
244.7

278.4
313.5
362.3
376.5

382.1
387.2
429.3
483.6

527.7
624.5
737.5
814.1

869.3
833.5
651.3
705.9

707.6
695.6
609.1
562.4

545.6
567.8
718.3
8743

885.2
964.5
953.9
918.2

1006.7

SNL
Bank
Index

1431
152.6
149.2 -
137.6-

152.1
171.7
195.3
207.6

225.1
2247
249.2
280.1

292.5
3333
381.7
414.9

456.1
457.7
363.5
438.6

4484
479.3
409.9
416.7

421.2
3874
464.6
4794

459.2
493.7
436.6
473.7

498.3




EXHIBIT IV-3
Historical Thrift Stock Indices




<Index Values>

THRIFTINVESTOR

Index Values Price Appreciation (%)

02/28/02  01/31/02  12/31/01  02/28/01 1 Month YD L™
Al Pub, Traded Thrifts 985.2 934.6 918.2 850.7 0.06 7.30 15.81
MHC Index - 13184 1,276.7 1,172.1 9524 327 - 12.48 3843
Insurance Indexes
SAIF Thrifts 963.1 941.9 880.6 783.9 2.24 9.36 22.86
BIF Thrifts 1,157.2 1,180.3 1,098.5 1,054.0 -1.96 5.34 9.79
Stock Exchange Indexes )
AMEX Thrifts 287.6 219.7 269.7 2225 2.84 6.63 29.21
NYSE Thrifts 653.0 664.3 620.8 614.2 -1.70 5.18 6.31
OTC Thrifts 1,1091  1,076.2 998.4 824.1 3.05 11.08 3459
Geographic Indexes
Mid-Atlantic Thrifts 2,269.5 2,220.5 1,999.8 1,644.2 221 13.49 38.03
Midwestern Thrifts 2,1180 2,059.9 1,943.0 1,755.1 2.82 9.01 20.68
New England Thrifts 808.8 776.2 7415 679.7 421 8.21 19.00
Southeastern Thrifts 945.3 929.2 850.2 649.8 1.724 11.18 4547
Southwestern Thrifts 8219 808.1 168.4 685.0 1.70 6.96 19.97
Western Thrifts ' 947.0 9715 917.8 9299 -2.53 3.18 1.84
Asset Size Indexes
Less than $250M 883.9 867.0 838.1 690.8 1.95 547 21.96
$250M to $500M 2,011.0 1,970.9 1,885.5 1,471.5 2.04 6.66 36.11
$500M fo $1B 996.2 970.1 9224 7235 2.70 8.00 37.69
$1B to $58 1,292.7 1,267.2 1,210.7 926.4 2.02 6.7 39.54
Over $58 607.3 610.1 565.3 549.5 -0.46 743 10.51
Pink Indexes
Pink Thrifts 2311 2213 2204 174.8 433 7.59 35.64
Less than $75M 252.8 246.6 239.7 198.0 253 5.48 27.69
Over $75M 245.6 234.6 2213 178.1 A70 8.04 37.91
Comparative Indexes
Dow Jones Industrials 10,106.1 99200  10,021.6 10,495.3 1.88 0.84 -3.71
S&P 500 1,106.7 1,130.2 1,148.1 1,236.8 -2.08 -3.60

-10.52

All SNL indexes are market-value weighted; i.e., an institution's effect on an index is propartionate to that institution's market capitafization. All SNL thrift indexes, except for the SNL MHC Index, began at 100 on March
30, 1984. The SNL MHC Index began at 201.082 on Dec. 31, 1992, the fevel of the SNL Thrift Index on that date. On March 30, 1984, the S&P 500 closed at 159.2 and the Dow Janes Industrials stood at 1,164.9.

Mid-Attantic: DE, DC, MD, NJ, NY, PA, PR; Midwest: IA, IL, IN, KS, KY, Mi, MN, MO, NO, NE, CH, SO, WI;
New England: CT, MA, ME, NH, RI, VT; Southeast: AL, AR, FL, GA, MS, NC, SC, TN, VA, WV,

Southwest: CO, LA, NM, OK, TX, UT; West: AZ, AK, CA, HI, 1D, MT, NV, OR, WA, WY

Source: SNL Financial

MARCH 2002




EXHIBIT IV-4
Pricing Characteristics and After-Market Trends Second Step Conversions
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EXHIBIT IV-5
Market Area Acquisition Activity
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EXHIBIT IV-6
Brookline Bancorp, Inc.
Director and Senior Management Summary Resumes




Directors

Richard P. Chapman, Jr. has served as President of Brookline Savings Bank from 1973 through April
2000 and Chief Executive Officer since 1975. He has served as President and Chief Executive Officer of Brookline
Bancorp, Inc. since its organization in 1998. Mr. Chapman is also a trustee of a number of John Hancock mutual
funds and a trustee of Northeastern University.

Charles H. Peck became President of Brookline Savings Bank in April 2000 and is an Executive Vice
President of Brookline Bancorp, Inc.” He has served as the Senior Loan Officer of Brookline Savings Bank since
1970.

George C. Caner, Jr. serves as the Secretary of Brookline Bancorp, Inc. Mr. Caner is an attorney at the
law firm of Ropes & Gray, where he was a partner from 1965 through 1996. Mr. Caner currently is Of Counsel at
the firm.

Oliver F. Ames has served as a member of the Executive Committee (formerly the Board of Investment) of
Brookline Savings Bank since 1974. Mr. Ames serves on the board of directors of a number of civic and charitable
organizations. From 1962 through 1970, Mr. Ames served as a State Senator.

Dennis 8. Aronowitz, an attorney, retired in 1996 from Boston University where he served on the faculty of
the Law School since 1967 and was Director of the Banking Law Center and Graduate Banking Law programs. He
also is a trustee of a number of John Hancock mutual funds.

David C. Chapin is a Principal of T. H. Niles Real Estate Group, Inc., a real estate investment, property
appraisal and management company, and has served in that capacity since 1998. From 1975 to 1998, he served as
President of Cameron Properties.

William G. Coughlin became a member of the Executive Committee in 1997. Mr. Coughlin is a private
investor in commercial real estate.

John L. Hall, II is President of Hall Properties, Inc., a real estate investment, management and
development company, and has served in that capacity since 1989.

Hollis W. Plimpton, Jr. is Rector of St. George’s Anglican Church.

Joseph J. Slotnik has served as a member of the Executive Committee since 1974. Mr. Slotnik is a private
investor and previously was managing partner of the Boston office of a brokerage and investment firm.

Witliam V. Tripp, III is an attorney and partner at Choate Hall & Stewart, and has been with that firm since
2001. Previously, he was a partner at Holland & Knight, LLP and had been with that firm since 1968.

Rosamond B. Vaule is active in volunteer work for various educational and charitable organizations.

Peter O. Wilde became President of Tuftane Extrusion Technologies, Inc., a manufacturing company, in
1998. In 1997, he became Managing Director of Beckwith Bemis Incorporated, a coatings and finishing company.
Previously, he was Vice President of Finance and Administration at Ran Demo, Inc., a materials technology
company, and served in that position since 1991.

Franklin Wyman, Jr. became a member of the Executive Committee in 1979. Mr. Wyman is Chairman
and Treasurer of O’Conor, Wright, Wyman, Inc.,, a consulting firm providing advisory services in mergers and
acquisitions, where he has been since 1984. He retired as a director of Fitchburg Gas & Electric Company in 1999
and retired as a director of Unitil Corporation, an electric utility company in New Hampshire, in 2000.

Executive Officers Who are Not Directors

Paul R. Bechet, age 60, is Senior Vice President and Chief Financial Officer of Brookline Savings Bank, a
position he has held since June 1997. He also serves as Senior Vice President and Chief Financial Officer of
Brookline Bancorp, Inc. He became Treasurer of Brookline Savings Bank and Brookline Bancorp, Inc. in January
2002. Mr. Bechet is a certified public accountant who, prior to joining Brookline Savings Bank, was a partner at
KPMG LLP since 1972. His primary areas of responsibility include financial reporting and risk management.

Source: Brookline Bancorp’s prospectus.




EXHIBIT IV-7
Brookline Bancorp, Inc.
Pro Forma Regulatory Capital Ratios
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EXHIBIT IV-8
Brookline Bancorp, Inc.
Pro Forma Analysis Sheet




Price Multiple Symbol!
Price-earnings ratio = P/E
Price-book ratio = P/B
Price-assets ratio = P/A

Valuation Parameters

Pre-Conversion Earnings (Y)
Pre-Conversion Book Value (B)
Pre-Conv. Tang. Book Value (B)
Pre-Conversion Assets (A)

Reinvestment Rate (2)(R) 3.05%
Est. Conversion Expenses (3)(X) 1.449,
Tax rate (TAX) 36.00%

Calculation of Pro Forma Value After Conversion

$19,594,000 (2)
$293,974,000 (3)
$293,974,000 (3)
$1,108,125,000 (3)

EXHIBIT V-8
PRO FORMA ANALYSIS SHEET
Brookline Bancorp, inc.
Prices as of March 28, 2002

Peer Group Massachusetts Co. All Public Thrifts
Subject (1) Mean ~ Median Mean Median Mean Median
17.26 x -18.16x 16.78x 14.95x 14.21x 15.16x 13.99x
82.729, 143.719% 143.62%  135.73% 128.07% 126.469, 115.52%
32819 17.65% 15.49%, 12.43% 13.48% 12,949, 11.55%
ESOP Stock Purchases (E) 0.00%
Cost of ESOP Borrowings (S) 0.00%
ESOP Amortization (T) 0.00 years
RRP Amount (M) 4.00%
RRP Vesting (N) 5.00 years
Percentage Sold (PCT) 57.61%
Franchise Tax (L) $0

1. v= P/E * (Y-1) V= $442,643,969
1-P/E*PCT * ((1-X-E-MY*R - (1-TAXY*E/T - (1-TAX)*M/N)
2. V= P/B * B V= $442,643,968
1-P/B*PCT*(1-X-E-M)
3. V= P/A*A V= $442,643,970
1-P/A*PCT * (1-X-E-M)
Full
Gross Exchange Conversion
Conclusion Proceeds Ratio Value
Minimum $216,750,000 1.4056 $376,247,380
Midpoint $255,000,000 1.6537 $442,643,970
Maximum $293,250,000 1.9017 $509,040,570
Super maximum value $337,237,500 2.1870 $585,396,660

(1) Pricing ratios shown reflect the midpoint value.

(2) Includes impact of reinvesting $8.529 million of MHC assets at an after-tax rate of 3.05 percent.

(3) Includes $8.529 million of MHC assets.




EXHIBIT IV-9
Brookline Bancorp, Inc.
Pro Forma Effect of Conversion Proceeds




Exhibit V-9
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Brookline Bancorp, Inc.
At the Minimum of the Range

Conversion Proceeds
Full Conversion Value
Exchange Ratio

Offering Proceeds .
Less: Estimated Offering Expense
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(1)

Net Proceeds Reinvested

Estimated net incremental rate of return

Earnings Increase
Less: Impact of State Franchise/Share Taxes
Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings
Less: Recognition Plan Vesting(2)

Net Earnings Increase

Pro Forma Earnings

12 Mos. ended December 31, 2001 (reported)
12 Mos. ended December 31, 2001 (core)

Pro Forma Net Worth

December 31, 2001

December 31, 2001 (Tangible)

Pro Forma Assets

December 31, 2001

Before

Conversion

$19,594,000
$17,494,000

Before

Conversion

$293,974,000
$293,974,000

Before

Conversion

$1,108,125,000

Net
Earnings
Increase

$5,136,610
$5,136,610

Net Cash
Proceeds

$204,799,000
$204,799,000

Net Cash
Proceeds

$204,799,000

(1) Refiects stock purchased by Recognition Plan equal to 4.0 percent of total offering.
(2) Stock purchased by Recognition Plan is amortized over 5 years, amortization is tax-effected.

$376,247,380
1.4056

$216,750,000
3.281.000
$213,469,000

$213,469,000

8,670,000

$204,799,000
3.05%

$6,246,370

0

0

0

1,109,760

$5,136,610

After
Conversion

$24.730,610
$22.630.610

After
Conversion

$498,773,000
$498,773,000

After
Conversion

$1,312,924,000




Exhibit V-9

PRO FORMA EFFECT OF CONVERSION PROCEEDS

Brookline Bancorp, Inc.
At the Midpoint of the Range

Conversion Proceeds
Full Conversion Value
Exchange Ratio

Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(l)

Net Proceeds Reinvested

Estimated net incremental rate of return

Earnings Increase
Less: Impact of State Franchise/Share Taxes
Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings
Less: Recognition Plan Vesting(2)

Net Earnings Increase

Pro Forma Earnings

12 Mos. ended December 31, 2001 (reported)
12 Mos. ended December 31, 2001 (core)

Pro Forma Net Worth

December 31, 2001

December 31, 2001 (Tangible)

Pro Forma Assets

December 31, 2001

Before

Conversion

$19,594,000
$17,494,000

Before
Conversion

$293,974,000
$293,974,000

Before
Copversion

$1,108,125,000

Net
Earnings
Increase

© $6,049,048
$6.049,048

Net Cash
Proceeds

$241,136,000
$241,136,000

Net Cash
Proceeds

$241,136,000

(1) Reflects stock purchased by Recognition Plan equal to 4.0 percent of total offering.
(2) Stock purchased by Recognition Plan is amortized over 5 years, amortization is tax-effected.

$442,643,970
1.6537

$255,000,000
3.664.000
$251,336,000

$251,336,000

10.200.000

$241,136,000
3.05%

$7,354,648

0

o]

0

1,305,600

$6,049,048

After
Conversion

$25,643,048
$23,543,048

After

Conversion

$535,110,000
$535,110,000

After

Conversion

$1,349,261,000




Exhibit V-9
PRO FORMA EFFECT OF CONVERSION PROCEEDS

Brookline Bancorp, Inc.
At the Maximum of the Range

Conversion Proceeds
Full Conversion Value
Exchange Ratio

Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional Income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(l)

Net Proceeds Reinvested

Estimated net incremental rate of return

Earnings Increase
Less: Impact of State Franchise/Share Taxes
Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings
Less: Recognition Plan Vesting(2)

Net Earnings Increase

Pro Forma Earnings

12 Mos. ended December 31, 2001 (reported)
12 Mos. ended December 31, 2001 (core)
Pro Forma Net Worth

December 31, 2001

December 31, 2001 (Tangible)

Pro Forma Assets

December 31, 2001

Before

Conversion

- $19,594,000
$17,494,000

Before

Conversion

$293,974,000
$293,974,000

Before

Conversion

$1,108,125,000

Net
Earnings
Increase

$6,961,517
$6,961,517

Net Cash
Proceeds

$277,474,000
$277,474,000

Net Cash
Proceeds

$277,474,000

(1) Reflects stock purchased by Recognition Plan equal to 4.0 percent of total offering.
(2) Stock purchased by Recognition Plan is amortized over 5 years, amortization is tax-effected.

$509,040,570
1.9017

. $293,250,000

4,046,000
$289,204,000

$289,204,000

11,730.000

$277,474,000
3.05%

$8,462,957

0

0

0

1,501,440

$6,961,517

After
Conversion

$26,555,517
$24,455,517

After
Conversion

$571,448,000
$571,448,000

After
Conversion

$1,385,599,000




Exhibit (V-9

PRO FORMA EFFECT OF CONVERSION PROCEEDS

Brookline Bancorp, Inc.
At the Superrange Maximum

Conversion Proceeds
Full Conversion Value
Exchange Ratio

Offering Proceeds
Less: Estimated Offering Expenses
Net Conversion Proceeds

Estimated Additional income from Conversion Proceeds

Net Conversion Proceeds

Less: Non-cash purchases(l)

Net Proceeds Reinvested

Estimated net incremental rate of return

Earnings Increase
Less: Impact of State Franchise/Share Taxes
Less: Estimated cost of ESOP borrowings
Less: Amortization of ESOP borrowings
Less: Recognition Plan Vesting(2)

Net Earnings Increase

Pro Forma Earnings

12 Mos. ended December 31, 2001 (reported)
12 Mos. ended December 31, 2001 (core)
Pro Forma Net Worth

December 31, 2001

December 31, 2001 (Tangible)

Pro Forma Assets

December 31, 2001

Before

Conversion

$19,594,000
$17,494,000

Before

Conversion

$293,974,000
$293,974,000

Before

Conversion

$1,108,125,000

Net
Earnings
Increase

$8,010,835
$8,010,835

Net Cash
Proceeds

$319,262,000
$319,262,000

Net Cash
Proceeds

$319,262,000

(1) Reflects stock purchased by Recognition Plan equal to 4.0 percent of total offering.
(2) Stock purchased by Recognition Plan is amortized over 5 years, amortization is tax-effected.

$585,396,660
2.1870

$337,237,500
4,486,000
$332,751,500

$332,751,500

13,489,500

$319,262,000
3.05%

$9,737,491

0

0

0

1,726,656

$8,010,835

After
Conversion

$27,604,835
$25,504,835

After
Conversion

$613,236,000
$613,236,000

After
Conversion

$1,427,387,000




EXHIBIT IV-10
Peer Group Core Earnings Analysis
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EXHIBIT V-1
RP Financial, LC.
Firm Qualifications Statement




RP FINANCIAL, LC.
Financial Services Industry Consultants

FIRM QUALIFICATION STATEMENT

RP Financial provides financial and management consulting and valuation services to the financial services industry nationwide,
particularly federally-insured financial institutions. RP Financial establishes long-term client relationships through its wide array of
services, emphasis on quality and timeliness, hands-on involvement by our principals and senior consulting staff, and careful
structuring of strategic plans and transactions. RP Financial's staff draws from backgrounds in consulting, regulatory agencies and
investment banking, thereby providing our clients with considerable resources.

STRATEGIC AND CAPITAL PLANNING

RP Financial's strategic and capital planning services are designed to provide effective workable plans with quantifiable resuits.
Through a program known as SAFE (Strategic Alternatives Financial Evaluations), RP Financial analyzes strategic options to
enhance shareholder value or other established objectives. Qur planning services involve conducting situation analyses;
establishing mission statements, strategic goals and objectives; and identifying strategies for enhancement of franchise value,
capital management and planning, earnings improvement and operational issues. Strategy development typically includes the
following areas: capital formation and management, asset/liability targets, profitability, return on equity and market value of stock.
Our proprietary financial simulation model provides the basis for evaluating the financial impact of alternative strategies and
assessing the feasibility/compatibility of such strategies with regulations and/or other guidelines.

MERGER AND ACQUISITION SERVICES

RP Financial's merger and acquisition (M&A) services include targeting candidates and potential acquirors, assessing acquisition
merit, conducting detailed due diligence, negotiating and structuring transactions, preparing merger business plans and financial
simulations, rendering fairness opinions and assisting in implementing post-acquisition strategies. Through our financial
simulations, comprehensive in-house data bases, valuation expertise and regulatory knowledge, RP Financial's M&A consulting
focuses on structuring transactions to enhance shareholder returns.

VALUATION SERVICES

RP Financial's extensive valuation practice includes valuations for a variety of purposes including mergers and acquisitions,
mutual-to-stock conversions, ESOPs, subsidiary companies, mark-to-market transactions, loan and servicing portfolios, non-traded
securities, core deposits, FAS 107 (fair market value disclosure), FAS 122 (loan servicing rights) and FAS 123 (stock options). Qur
principals and staff are highly experienced in performing valuation appraisals which conform with regulatory guidelines and
appraisal industry standards. RP Financial is the nation's leading valuation firm for mutual-to-stock conversions of thrift
institutions.

OTHER CONSULTING SERVICES AND DATA BASES

RP Financial offers a variety of other services including branching strategies, feasibility studies and special research studies, which
are complemented by our quantitative and computer skills. RP Financial's consulting services are aided by its in-house data base
resources for commercial banks and savings institutions and proprietary valuation and financial simulation models.

RP Financial's Key Personnel (Years of Relevant Experience)

Ronald S. Riggins, Managing Director (21)
William E. Pommerening, Managing Director (17)
Gregory E. Dunn, Senior Vice President (19)
James P. Hennessey, Senior Vice President (16)
James J. Oren, Senior Vice President (14)

Washington Headquarters

Rosslyn Center Telephone: (703) 528-1700
1700 North Moore Street, Suite 2210 Fax No.: (703) 528-1788
Arlington, VA 22209 Toll-Free No.: (866) 723-0594

www.rpfinancial.com E-Mail: mail@rpfinancial.com




