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Central Bank, whose legal name is Central Co-operative Bank, was founded in 1915 as a Massachusetts
chartered co-operative bank to provide savings deposits and originate mortgage loans. In
October 1986, it became a public company by converting to a capital stock co-operative bank. As a
result of a reorganization in 1999, the Bank became a wholly-owned subsidiary of a newly formed
holding company, Central Bancorp, Inc.

Central Bancorp’s common stock is traded over-the-counter on the NASDAQ Global Markets.
‘The Company implemented a cash dividend policy in October 1996 and, during the fiscal year ended
March 31, 2011, paid quarterly dividends of 5 cents a share. & v e

As a full-service community bank, Central Bank provides a variety of deposits and lending services,. .. -
including savings and checking accounts for retail and business customers, mortgage loans for
constructing, purchasing and refinancing residential and commercial properties, and loans for other:.

consumer and business purposes . Through an arrangement with a third party broker-dealer, the Bank™ "
also offers mutual funds and other investment products to its customers.

The Bank operates nine full-service offices in the Massachusetts communities of Somerville, Arlington,
Burlington, Chestnut Hill, Malden, Medford, Melrose and Woburn (two branches), a limited service
branch at Woburn High School, and a stand alone 24-hour automated teller machine in Somerville.




Dear Shareholder,

Fiscal 2011 continued to be a year of economic and regulatory turmoil. Financial markets
remain volatile with no clear direction for the short term. Interest rates fluctuated widely throughout
the year and that uncertainty continues today. Additionally, the passage of Dodd-Frank legislation has
added new challenges for all financial institutions. Regulations to implement Dodd-Frank are still being
written so we will have to wait until they are finalized before we can gauge the full impact for the
Company going forward.

During these uncertain times, we have continued to focus on increasing capital ratios and
reducing our concentration of Commercial Real Estate (“CRE”) loans. As detailed elsewhere in this
annual report, capital ratios continue to improve and are well above stated regulatory minimums to be
considered well capitalized. This was done through a combination of asset reductions and a shift in
risk categories from higher risk CRE loans to lower risk residential mortgages and agency guaranteed
mortgage backed securities as well as additions to capital from earnings. In addition, at March 31, 2011,
our CRE concentration ratio was 330%, compared to a ratio of 466% at March 31, 2010, and 600% at
March 31, 2009. These substantial improvements reduce the risk profile of the Company.

Although net income declined by $268 thousand, the net interest rate spread and the net interest
margin improved from 2.92% and 3.21%, respectively, for the year ended March 31, 2010 to 3.25%
and 3.50%, respectively, for the 2011 fiscal year, primarily due to a 63 basis point reduction in the cost
of funds, partially offset by a 29 basis point decrease in the average rate earned on interest-earning
assets. It is important to note that income before taxes was only $7 thousand less in 2011 than 2010,
notwithstanding the major balance sheet adjustments undertaken to enhance capital ratios and reduce
CRE, both of which can have a negative impact on the bottom line. In fiscal 2010, we had a one-time
tax benefit that significantly reduced our effective tax rate.

Management and the Board of Directors closely monitor and manage our asset quality and we
believe that we have adequate reserves at this time related to known and unknown difficulties in our
loan portfolio. However, our asset quality is a reflection of our local markets so any change in the local
marketplace would have an impact on our asset quality.

For the last two years we have said in this report that there remains much uncertainty in
financial markets as well as the economy in our market area, especially related to real estate. We
believe that our balance sheet adjustments will reap important benefits going forward. We continue to
have a strong franchise and market presence, with many loyal customers and a favorable reputation
within the communities we serve in the Boston area. As in the past, our focus moving forward
continues to be to ensure that we are well positioned to take advantage of the improving economic
climate when it emerges, while we keep an eye out for surprises that may derail or delay the recovery.

The Board of Directors joins me in thanking you for your continuing support during these
difficult economic times.

Sincerely,

A do/&g

John D. Doherty
Chairman & Chief Executive Officer
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PART1I
Note Regarding.F orward-Looking Statements | -

... This document, as well as other written communications made_from time to time by Central Bancorp, Inc.
( the “Company”) and substdtarzes and oral communications. made from time to time by authorized officers of the
Company, may contain statements relating to the future results of the Company (including certain projections, such
as earnings projections, necessary tax pravisions, and business trends) that. are considered “forward looking
statements” -as defined in the Private Securities Litigation Reform Act of 1995 (the “PSLRA”). Such forward-
lookzng statements .may- be -identified by the use of such words as. “intend,” ‘believe,” “expect,” “should,”

‘planned,” “estimated,” and “potential.” For these statements, the Company claims the protection -of the safe
harbor for forward-looking statements contamed in the PSLRA. The Company’s ability to predict future ) results is
znherently uncertain and the Company cautions you that.a number of lmportant factors could cause.actual results to
differ materially from those currently anticipated in any forward-looking statement. These factors include but are
not limited.to: recent.and future bail-out actions by the government,. the impact of the Company’s participation in
the U.S. Department of Treasury’s Troubled Asset Relief Program; a further slowdown in the national and
Massachusetts economies; a further deterioration in asset values locally and nationwide; the volatility of rate-
sensitive. deposits; changes in the regulatory environment; increasing competitive pressure in the banking industry;
operationdl risks including data processing system failures or fraud; asset/liability matching risks and liquidity
risks; continued access to liquidity sources; changes in our borrowers’ performance on loans; changes in critical
accounting policies and judgments; changes. in accounting policies or procedures as may be required by the
Financial Accounting Standards Board or other regulatory agencies; changes in the equity and debt securities
markets; governmental-action as a.result of our inability to comply with regulatory. orders and agreements; the
effect of additional provision for loan losses; the effect of an impairment charge on our deferred tax asset;
fluctuations of our stock price; the success and timing of our business strategies; the impact of reputation risk
created by these developments on:such matters as business generation and. retention; funding and liquidity; the
impact of regulatory restrictions on-our ability to receive dividends from our subsidiaries; and political
developments, wars or other hostilities may disrupt or increase volatility in securities.or otherwise affect economic
conditions.

The Company.does not undertake and specifically disclaims any obligation to update any forward-looking
statements to reflect the occurrence of anticipated or unantzczpated events or circumstances aﬁer the date of such
statements. : - ; : S

Item 1.-‘Busi'ness‘= . : N R S
General

The Company. Central Bancorp, Inc. (the “Company”), a Massachusetts corporation, was organized by
Central Co-operative Bank (the “Bank™) on September 30, 1998, to acquire all of the capital stock of the Bank as
part of its reorganization into: the holding company form of ownership, which was completed on January 8, 1999.
Upon-completion: of the holding company reorganization, the Company’s common stock, par value $1.00 per share
(the “Common Stock”), became registered under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”). The Company is a registered bank holding company subject to regulation and examination by the Board of
Governors of the Federal Reserve System (the “Federal Reserve Board”).. The Company has.no significant assets or
liabilities other than loans to the Central Co-operative Bank Employee Stock Ownership Plan. (“ESOP”) and
subordinated debentures as well as common stock of the Bank and various other liquid assets in which it invests in
the ordinary course of business. For that.reason, substantially all of the dlscuss1on in this Annual.Report on Form
10-K relates to the operatlons of the Bank and its subsidiaries. - : »

The Bank. Central Co-operative Bank was organized as a Massachusetts chartered co-operative bank in
1915 and converted from mutual to stock form of ownership in 1986. The primary business of the Bank is to
generate funds in the form of deposits and use the funds to make mortgage loans for the purchase, refinancing, and
construction of residential properties and to make loans on commercial real estate in its market area. In addition, the
Bank makes a limited amount of consumer loans including secured and unsecured personal-loans, and commercial
and industrial loans. . The Bank sells some of its residential mortgage loan production in-the secondary:mortgage



market. The Bank also maintains an investment portfolio of various types of debt securities, including corporate
bonds and mortgage-backed securities, and common and preferred equity securities. The Bank also offers
investment services (including annuities) to its customers through a third party broker-dealer. e

The Bank is headquartered in Somerville, Massachusetts and its operations are conducted through nine full-
service office facilities located  in Somerville, Arlington, Burlington, Chestnut Hill, Malden, Medford, Melrose and
Woburn, Massachusetts, a‘limited servi¢e high school branch in Wobuin, Massachusétts, ‘a stand-alone 24-hour
antomated teller'machlne (“ATM”) in Somerville, Massachuseits, as well as over-the Internet. *Each full-service
branch office -also has'a 24 hour ATM.- The Bank is a member of the Federal Home Loan Bank (“FHLB”) of
Boston and its: deposits are- insured to*applicable limits by the Deposit Insuranice: Fund of the: Federal Deposit
Insurance. Corporation (“FDIC”). Due-to issues associated with the recent €économic downturn FDIC deposit
insurance costs have increased considerably. See “Regulation and Supervision of the Bank = Insurance of Deposzt
Accounts for addmonal 1nformat1on regardmg depos1t insurance premrums ' i :

All Massachusetts chartered co- operatlve banks are: requlred to be members of the Share Insurance Fund.
The Share Insurance Fund maintains a deposit insurance fund which insures'all deposits in member banks ‘which are
not covered by federal insurance. In past years, a premium of 1/24 of 1% of insured deposits had been assessed
annually on‘ member banks such as the Bank for- th1s depos1t 1nsurance However no prermum has been assessed in
recent years i P : : k - :

“The'. main ofﬁces of the - Company and Bank are located at- 399 nghland Avenue Somervﬂle
Massachusetts 02144 ‘and théir telephone number is (617) 628-4000. The Bank -also’ maintains ‘a website: at
www, centralbk com. Informatron on: the Bank s websrte should not be. consrdered a part of this Annual Report on-
Form 10-K: : : ANy ' : : ‘

The operations of the Bank'are generally influénced by overall-economic conditions, the related monetary
and fiscal - policies of the federal government and the regulatory policies of financial institution regulatory
authorities, including the Massachusetts Comrmssroner of Banks (the “Commissioner”), the Federal Reserve Board'
and the FDIC. :

Market Area Co . T IR Dy

All of the Bank’s offices are located in the northwestern suburbs of Boston, which are its principal market
area for deposits. The majority of the properties securing the Bank’s loans are located in Middlesex County,
Massachusetts. The Bank’s market area consists of established suburban areas and includes portions of: the Route
128 high-technology corridor.

Competltlon

The Bank s competmon for.savings-deposits-has historically come from other co- operatrve banks, savings
banks, credit unions, savings-and loan associations‘and commercial banks located in Massachusetts generally, and in
the Boston metropolitan area; specifically. With the advent of interstate banking, the Bank also faces competition
from out-of-state banking organizations.. In the past, during times of high -intetest “rates, the Bank has also
experienced additional significant competition for deposits from short-term money market funds-and other corporéte
and government securities. The Bank has faced 'continuing competmon “for depos1ts from other financial
1ntermed1ar1es 1nc1ud1ng those operatmg over the Internet. ’ & :

The 'Bank. competes for dep‘osns pnncrpally bylfoffering-deposit'ors a wide variety of savings programs,
convenient branch locations, 24-hour automated teller machines, Internet banking, preauthorized- payment and
withdrawal systems, tax-deferred retirement programs and other miscellaneous services such as money orders,
travelers’ checks and safe'deposit boxes. ‘The Bank usually does not rely upon any individual, group or entlty for a
material portlon of 1ts deposus S L

- The Bank’s.‘ competltlonifor real estate loans comes principally from mortgage banking comipanies, co-
operative banks and savings banks, credit unions, savings and loan associations, commercial banks, insurance
companies and other institutional lenders. The Bank competes for loan originations primarily through the interest



rates and loan fees it charges and the efficiency and quality of services it provides borrowers, real estate brokers and
builders. “The competition for loans-encountered by the Bank, as well as the types of institutions with which the
Bank competes, varies from time to time depending upon certain factors, including the general availability of
lendable funds and.credit, general and local economic conditions, current interest rate levels, volatility in the
mortgage markets and other factors Wthh are not readﬂy predlctable

Changes in bank regulatlon such as changes in the products and services banks can offer and involvement

- in non-banking*activities by bank holding companies, as well as bank -mergers and' acquisitions, can affect the

Bank’s ability to compete successfully. Legislation and regulations have also expanded the activities m which

-depository institutions may engage. The ability of the Bank to compéte succéssfully will depend upon bow

successfully it can respond to the evolving competitive; regulatory, technological and demographic developments
affecting its operations.

Lendmg Act1v1t1es

The Bank’s lend1ng focus is concentrated in real estate secured transactlons 1nc1ud1ng res1dentlal mortgage
and home equity loans, commercial mortgage loans and construction loans. For the year ended March 31, 2011, the
Bank originated loans totaling $70.0 million. Of the total loans originated during fiscal 2011, $64.8 million, or
92.6%, were residential mortgage and home equity loans; $4.4 million, or 6.3%, were. commercial real estate loans;
and $800 thousand, or 1.1%, were commercial and industrial, and other loans. During the years ended March 31,
2011 and 12010, the Bank sold-$21.2 ‘million and- $38.9 million, respectively, of residential mortgage loan
ongmatlons The sale of loans in the secondary market allows the Bank to continue to. make loans during periods
when savings deposit flows decline-or funds are not otherw1se available for lending purposes and to- manage mterest
rate risk... , : : : : :

The Bank’s loan portfolio decreased by $67.3 million, or 14.6%, to $394.2 million at March 31, 2011 from
$461.5 million:at' March 31, 2010. The decrease was primarily due to decreases in the commercial real estate,
construction and land; and residential loan portfolios. During fiscal 2011 and 2010, management de-emphasized
higher-risk commercial real estate and construction and land lending in accordance with the Company’s business
plan. Construction and land loans totaled $456 thousand at March 31, 2011 compared to $2.7 million at March 31
2010. Commercial and industrial loans decreased primarily due to the repayment of such loans. During fiscal 2011
and 2010, management focused on increasing the residential real estate portfolios as these loans generally have less
risk compared to commercial and construction lending, however, these balances declined during fiscal 2011 due to
higher than anticipated loan payoffs.



Loan Portfolio Composition. The following table summarizes thé composition of  the ‘Bank’s loan
portfolio by type of loan and: the percentage each type represents of the total loan portfolio-at the dates indicated:

. : : AtMarch31t,. . . - . o L
2011 - 2010 L .. 2009 . i 2008 2007 .
Amount % Amount % ~ Amount % Amount % Amount %
(Dollars in Thousands)

Mortgage loans: : S L T ’ : o - - .
Residential........cccoineereanene . $183,157 . 46.56% . .. $217,053." 47.03% $183,327 39.80% - ' $178,727 -37.6% .$175,259 . 38.1%
Commercial ......ccouuene . 199,074 . 50.50 . 227,938 . 49.39 . 249941 5425 244,496 - 515 235,535 .51.1
Construction and Land ......, 456 012 27227 059 .. -14,089 = 3.06 30,950 6.5 35011 7.6
Home equity .......coueeunenn. . __ 8426 _214 - 8817 _1.91 7347 159 6.559 1.4 6901 ‘1.5

Total mortgage loans.........  -391113 -99.21 - "' _456,530 '98.92 - _454.704 98.70 "i460,732 970 452706 :98.3
Other loans:
Commercial and industrial .. 2,212 0.56 4,037 0.88 4834 1.05 13,173 28 . 6605 14
CONSUIMET.....covererererererserereras 892 _0.23 943 _0.20 1,132 _0.25 1,037 0.2 1231 03
Total other loans.. . 3,104 079 4980 _1.08 5966 _1.30 14.210 3.0 7.836 __1.7
. Total Joans....... . .:394217 -1000% 461,510 100.0% . . _460.670 . 100.0% 474,942 100.0% _460.542 100.0%
Less: o ) ) ) : .
‘Allowance for loan lqsses..."' 3892 - ~ 23038 7 3191 -__ 3613 ‘ 3,881

L0ans, Net vu..c. ioveereniloennnes $390.325 $458.472 - - - © o $457.479 $471329 $456,661

.Loan Portfolio Sensitivity. - The following: table " sets :forth certain- ‘maturity :information as of
March 31, 2011 regarding the dollar .amount of commercial and industrial:loans as well as construction and land
loans in the Bank’s portfolio, including scheduled repayments. of principal, based on contractual terms to maturity.
Demand loans, loans having no schedule of repayments and no stated maturity are reported as due in one year or
less.

b T : e .. Due After .
-Due Within . One Through Due After -
_.-OneYear . FiveYears . .. Five Years . Total
a . *..(In Thousands) .
Commercial and industrial 10ans..........coceerererenenes N - - $ 1,087 - $ 733 $ 392 . $2.212
Land 10anS.....ccoueeceeererereinenennsecressnenaenne e y 305 . .22 129 . 456
Total...orreerireeressnanee S . $1392 $.755 . . 21 2,668

Residential Lending. Residential mortgage loans at March 31, 2011 totaled $183.2 millioﬁ; or 46.5%, of
the total loan portfolio. Fixed-rate residential mortgages totaled $142.6 million, or 77.8%, of the residential loan
portfolio and adjustable-rate loans totaled $40.5 million, or 22.2%, of the residential loan portfolio.

In recent years the Bank has sought to increase its origination of residential mortgage loans and to generate
additional noninterest income via loan sale gains, management regularly assesses the desirability of holding or
selling newly-originated long-term, fixed-rate residential mortgage loans. A number of factors are evaluated to
determine whether or not to hold such loans including, current and projected liquidity, current and projected interest
rate risk profile, projected growth in other interest-earning assets, e.g., commercial real estate loans, and projected
interest rates and economic conditions. During fiscal 2009, the economy experienced a recession that resulted in
declines in home values and high unemployment rates. . During fiscal 2010, demand strengthened somewhat in the
residential real estate market and home prices experienced modest increases. However, during fiscal 2011,
residential property values in the Company’s primary market area decreased slightly, reversing what appeared to be
a turnaround in the housing market.

Also, during fiscal 2011 and 2010, management strategically increased its emphasis on residential lending
to reduce credit risk and increase regulatory capital levels. Despite the emphasis on increasing residential lending,
the relatively low interest rate environment contributed to faster than expected pay-downs and the Bank’s residential
loan portfolio decreased by $33.9 million or 15.6% during fiscal 2011 as compared to fiscal 2010.

The Bank’s adjustable-rate residential mortgage loans have a maximum term of 30 years, and allow for
periodic interest rate adjustments. The Bank prices the initial rate competitively, but generally avoids initial deep



discounts from contracted indices and margins. The Bank has adopted the U.S. Treasury Securities Index, adjusted
to.a constant maturity of one to three years, as.its primary index. The margin at which adjustable-rate loans is
generally set is 2.875 percentage points over the stated index. Interest rate adjustments on adjustable mortgage loans
are capped at two percentage pomts per adjustment and six percentage points over-the life of the loan.

Resrdentral loans may be granted as construction loans -or permanent loans on resrdennal propertres
Construction loans on owner-occupied residential properties may convert to residential loans. at fixed or adjustable
rates upon completion of construction. Loans secured by one- to four-family residential properties are typically
written in amounts up to 80% of the appraised value of the residential property. The Bank generally requires private
mortgage insurance for loans-in excess of 80% of appraised value: - The maximum loan-to-value ratio on owner
occupied -tesidential - properties is 95% ‘The maximum loan- to—value ratio on non-owner-occupied residential
properties is 80%. . S : o . :

Commercial Real-Estate and Construction Lending. The Bank- originates permanent commercial
mortgages and construction: loans on commercial and residential real estate projects. Commercial real estate loans
are typically - secured by income-producing properties such as apartment buildings; office buildings,. industrial
buildings and various retail properties and are written with either fixed or adjustable interest rates. ‘Commercial real
estate loans with fixed interest rates have terms generally ranging from one to five years while the interest rate on
adjustable rate loans is generally set to the five-year FHLB: classic advance rate plus:a margin of 175 to 300 basis
points. As of March 31, 2011, the Bank’s commercial mortgage portfolio totaled $199.1 million and- constituted
50.5% of the total loan portfolio, compared to a balance of-$227.9 million, or 49.4%, of.total loans at. March 31,
2010. The decline in the commercial mortgage loan portfolio during fiscal 2011, which totaled $28.9 million, or
12.7%, -is attributable  to management S. decreased emphasrs on this type of lendmg in- the -current economic
environment. . : s . e . .

: Commercial real estate doans are generally made-for up.to-75% of the appraised value. of the property.
Commercial real estate loans currently offered by the Bank can have :amortization periods of up to 20:16 25 years:
Title insurance, fire, casualty insurance and flood insurance are required in amounts sufficient to protect the Bank’s
interest, where apphcable _In.some cases, commercial real estate loans are granted in pamc1pat1on with other
lenders. . - . S S R R A » :

_ The Bank s land loans totaled $456 thousand; or 0. 12% of the Bank s loan portfoho at- March 31, 2011
compared to: a construction and land loan balance of $2.7 million or 0.6% of total. loans at March 31, 2010. - The
decline in these loans is attributable to. management’s decreased emphasis on this type of lending in the current
economic environment. Construction loans -are generally short-term in. nature and have maturities- of up -to two
years. The Bank grants loans to construct residential dwellings and commercial real estate projects. The Bank also
originates loans for the construction of single-family homes for resale by professional builders..:Construction loans
are.made for up to 75% of the projected value of the completed property, based on.independent appraisals.. Funds
are disbursed based on a schedule of. completed work presented-to the Bank and conﬁrmed by physrcal mspectron of
the property by a construction consultant and after receipt of title updates. . SRR

Home Egquity Lmes of Credit. The Bank offers home equity lines of credit that are secured by the
borrower’s equity. in his or her primary residence and may take the. form of a first or second mortgage. Equity loans
are made. in amounts. up-to'80% of the appraised value. less any first mortgage. Payment of-interest is required
monthly and the rate is. adjusted monthly based on changes in the prime rate;:as quoted in the Wall Street Journal..
Loans are not contingent upon proceeds being used for home improvement.. Generally, the loan term is:20 years
with interest only due during the first 10 years, and then principal and-interest due for the remaining 10 years. The
Bank’s home equity loans outstandmg totaled $8.4 million, or 2.1% of total loans at March 31, 2011:

Commercial, and Industrlal Consumer and Other Loans - The : Bank S commerc1al and mdustnal
consumer, and other loans-totaled $2.2 million, or-0.56% of the total loan portfolio on:March 31, 2011. The
commercial and industrial portfolio consists primarily -of-time, demand and line-of-credit loans to a variety of local.
small businesses that are generally. made on a secured basis: - The decrease in commercial and industrial loans in.
fiscal 2011 was primarily attributable to the repayment of loans. The Bank engages in consumer lendmg primarily
as an accommodation to existing customers.: : : o ; -



" Risks of Residential and Commercial Real- Estate, Construction and Land, and Commercial and
Industrial Lending. Declining home values and default risk are the primary risks ‘associated with residential
lending. - However, commercial real-estate; construction and land, and commercial and industrial lending- entail
significant additional risks compared to residential mortgage lending. The repayment of loans secured by income-
producing properties is typically dependent on the successful operation of the properties and thus may be subject to
a greater extent to adverse conditions in the local real estate market or in‘the economy generally.- Construction loans
involve a higher degree of risk of loss than long-term financing on improved occupied real estate because of the
uncertainties inherent in estimating construction costs, delays arising: from labor problems; material shortages, and
other unpredictable contingencies. ‘Commiercial‘and industrial loans are generally not secured by real estate and' may
involve greater risks than other types of lending. Because payments on such Joans are. often dépendent on the
successful operation of the business involved, repayment of such loans:may be subject to a greater extent to- adverse
conditions in the economy. For more information see “Nonperforming Assets” below. Sl

Origination Fees and:Other Fees. The Bank currently -collects origination fees on’ some of the'real estate
and commercial loan products it offers. Fees to cover the cost of appraisals, credit-réports and other direct costs are
also collected. Loan origination fees collected vary in propomon to the level of lend1ng act1v1ty, as” Well as
competmve and economrc condrtrons ‘ : V4R

The Bank imposes late charges on all loan. products it offers wrth the exceptron of equrty lines of credlt and
loans secured by deposits. ‘The Bank also collects prepayment premiums and partial release fees on commerc1a1 real
estate and constructlon loans where such 1tems are negotrated as part of the loan agreement o T :

Loan Sollcltatwn and Processmg Loan ongmatrons come from a‘ number of sources and are attr1butab1e
to walk-in customers, existing customers, real estate brokers and builders, as well as the purchase of residential and
commercial loans from other financial institutions. The Bank also utilizes in-house originators in the origination of
residential real estate loans. Commercial real éstate:loans are: orrgmated by the Bank ] team of commercral loan
ofﬁcers Consumer loans result from both- walk-m and exrstlng customers‘ + b :

v \ B [P R

Each loan ongmated by the Bank is underwrrtten by lendmg personnel of the: Bank or, in the case of certain
residential mortgage loans to be sold, qualified independent contract underwriters. Individual lending officers, a
committee of loan officers and the Bank’s Security Committee have the authority to approve loans up to various
limits: . Bank-approved. independent certified and licensed appraisers are‘used to appraise the property. intended to
secure real estate loans. The Bank’s underwriting criteria are designed to minimize the risks of each loan. Theré are
detailed guidelines concerningthe types. of loans that may be made, the nature of the collateral, the information:that
must be obtained concernmg the loan apphcant and follow-up 1nspectrons of collateral after the loan is: made Lol

Nonperformmg Assets. .The Bank notrﬁes a borrower of a dehnquency when any- payment becomes 15
days past due. Repeated contacts are.-made if the loan remains delinquent for 30 ‘daysor more; The Bank will
consider working out a‘payment schedule with a borrower: to cleara delinquency; if necessary. If, however; a
borrower is unwilling or unable to resolve such a default after 90 days; the Bank will generally proceed to foreclose
and 11qu1date the property to satlsfy the debt

Loans on whlch the accrual of 1nterest has been dlscontmued are desrgnated as nonaccrual loans " Accrual
of interest on loans ‘and amortization of net deferred loan fees or costs are-discontinued ¢ither wheri redsonable doubt
exists as-to the full and timely collection-of interest or principal; or when a loan bécomes: contractually - past due 90
days with:respect to interest or pnncrpal The accrual on some loans, however; may continue even though they are
more than 90 days past due if management deems it appropriate, provided that the loans are well seciired and in the
process of collection. When a loan is placed on nonaccrual status, all interest previously accrued but not collected is'
reversed against current period interest income. Interest accruals are resumed on such loans only when they are
brought fully‘current with respect to interest and principal and when, in the judgment of management, the loans are
estimated to be fully collectable as to both principal and interest. For somié nonaccrual loans that are generally well-
secured, cash interest payments that are received are tiéated as interest income on a “cash basis as long as the
remalmng recorded investment is. deterrmned by management to'be fully collectrble A

The Bank has instituted addmonal procedures to closely monitot* loans and bnng potentral problems to
management’s attention early in the collection process. The Bank prepares a monthly watch list of potential



problem loans including currently performing loans, and the Bank’s Senior Loan Officer reviews delinquencies with
the Security Committee of the Board of Directors at least. monthly. Due to.the high priority given to monitoring
asset quality, senior management is involved in the early detection and resolution of problem loans. Additionally,
the Bank has a workout committee: comprised of the Bank’s Senior Loan Officer and other lending and Bank
personnel that meets.regularly to dlscuss the ongomg resolution of any 1oans identified for spec1al review.

The follow1ng table sets forth 1nformat1on w1th respect to the Bank s nonperformmg assets at the dates
1nd1cated

" AtMarch 31,

|

20T 2000 2000 2008 2007
o o (DollarsmThousands) ' o
Loans accounted for on a nonaccrual ”
Nonperformlng loans $8578 .0 $ 5575 $4.617 . $9,606 $330
Restructured TORTS wrosresreesieeessseeeerrens 1,003 1| 150 -
Re_al estate acqu1red by foreclosure or ' ' e T : o
de N nheu offoreclosure ‘ __60 . 2986 - -
“Total nonperforrmng assets.l $ 6306 $7.753 $9.606 5330
ImpaJred loans, ACCTUING ovooreernsgoeeseneeemnsnsze 7171 10597 = § - $ 136 $ -
Nonperfdrrning loans t,o“"t’d'ta‘l loan . 2.49% Q% , 1.03% 2.02% 0.07%
Nonperforrmng assets t0 total assets ' y 1.99% 116% ; 1.35% L_,ﬁ;&%‘ i6%

: The Company’:s nonperfo‘rming assets at March 31, 2011 exceeded the balances at March 31, 2010 and
March: 31, 2009. : At March 31,2008, loans to two customers totaled $8.3 million, or 86.3% of total nonperforming
assets.~‘One relationship was- comprised of residential:construction loans to construct two homes, ‘and-the other:
relationship was a .commercial real estate loan secured: by a.property: containing ‘residential - and commercial
condominiums. : During . fiscal 2009, ‘the two ‘residential properties were acquired through a-deed in lieu of
foreclosure,:and these two: propertles represented the majonty of the balance of other real estate owned (OREO) at
March 31 2009 ’ : o S . :

Nonperformmg assets decreased from $7 8 nulhon at March 31,2009 to $6 3 nulhon at March 31, 2010
prrmanly due to.the sale-in.fiscal 2010 of:the two.OREOQ properties acquired during fiscal 2009: Partially offsetting:
the decrease in'OREQ were.increases in nonperforming and restructured loans which represeiited eleven customer:
relationships totahng $6 2: mrlhon at March 31 2010 compared to seven customer relat10nsh1ps totalmg $4.8 rnllllon
at March 31 2009 : : Fnn e

If the ~1nterest on »nonaccrual loans had been recogmzed in’ accordance with onglnal interest rates, 1nterest
income would have 1ncreased by $208 thousand for ﬁsca] year 2011 and $94 thousand for ﬁscal 2010. '

Impa1red loans /whlch were ‘accruing- interest- at March 31 2010 totaled $10 6 million, compnsed of 16
commerc1al loans to seven borrowers which totaled $9.7 million, and four residential loans to-four borrowers' which
totaled $898 thousand. Two customer relationships which totaled $7.0 million comprised most of the impaired but
accruing commercial real estate loans at March 31, 2010. One relationship which totaled $4.6 million was a
troubled debt restructuring (TDR), and for which this customer’s loans were accruing interest prior to the
restructuring. Management’s conclusion that it was appropriate for this relationship to continue to accrue interest
subsequent to the restructuring was based on the customer’s satisfactory repayment performance prior to the
restructuring and management’s analysis which determined that the remaining contractual principal and interest are
expected to be collected. The other impaired but accruing commercial real estate loan relationship at March 31,
2010 was comprised of five loans which totaled $2.4 million. As of March 31, 2011, this customer has paid-in-full



four of the five loans. . The remaining loan which totaled $764 thousand was placed on nonaccrual status during
fiscal 2011 however management expects to collect the outstanding principal balance

At March 31, 2011 1mpa1red accruing loans totaled $7. 2 million and were pnmanly compnsed of the
aforementioned $4.6 million commercial real estate relationship which was restructured. in fiscal 2010 and totaled
$4.5 million at March 31, 2011, and a $1.4 million commercial real estate loan added during fiscal 2011. The $4.5
million commercial real estate relationship’s TDR was renewed during fiscal 2011 as the customer exercised a six
month interest only option. The $1.4 million relationship added during fiscal 2011 was experiencing temporary cash
flow difficulties and the restructuring included the advancement of funds to pay past due real estate taxes and six
months of interest only payments: N onperforming assets increased by $3.4 million, from $6.3 million at March 31,
2010 to $9.7 million at March 31, 2011 primarily due to the addition of three commercial real estate customer
relationships which totaled $23 million' and six residential customer relationships which totaled $1.5 million,
pamally offset by the removal of three loans totaling $400 thousand. At March 31, 2011, TDRs which were
accruing interest totaled $7.2 million compared to $5.7 million at March 31, 2010. "While bankruptcy filings have
extended the time required to resolve some situations involving nonperforming assets, management continues to
work with borrowers and bankruptcy trustees to resolve thése situations as soon as possible. Management believes
there are adequate reserves and collateral securing these loans to cover losses that may result from nonperforming
loans. At March 31, 2011, there were no loans that are not listed on the table above where known information about
possible credit problems of borrowers caused management to have serious doubts as to the ab111ty of such borrowers
" ‘to comply with present loan repayment terms. For more information regarding non-performing Ioans, see “Item 7,
Managément s Dzscusszon and Analys:s of Fmanczal Condmon and Results of Operatzons Provzszon for Loan
Losses.”

Allowance for Loan Losses. The Compaty provides for loan losses in order to maintain thé allowance for
loan losses at a level that management estimates is adequate. to absorb probable losses based on an evaluation of
known and inherent risks in the portfolio. In determining the appropriate level of the allowance for loan losses,
management considers past and anticipated loss experience, evaluations of underlying collateral, financial condition
of the borrower, prevailing economic conditions, the nature and volume of the loan portfolio and the levels of non
performing and other classified loans. The amount of the allowance is based on estimates and ultimate losses may
vary from such estimates. Management assesses the allowance for loan losses on a quarterly basis and provides for
loan losses monthly when appropriate to maintain the adequacy of the allowance. . The Company uses a process: of
portfolio segmentation to calculate the appropriate reserve level at the end of each quarter.. Management analyzes
required- reserve allocations for loans .considered impaired under Accounting Standards Codification (“ASC”).310
Receivables (“ASC 3107) and the allocation percentages used when calculating potential losses under ASC 450
Contingencies (“ASC 450”). -Although management uses available information to establish the: appropriate level of
the allowance for loan losses, future additions or reductions to the allowance may be necessary based on estimates
that are susceptible to change as a result of changes in loan composition or volume, changes in economic market
area conditions or-other. factors. As a result, our allowance for loan-losses may not be-sufficient to cover actual loan
losses, and future provisions for loan losses could materially adversely affect the Company’s operating results.  :In
addition,. various regulatory agencies, as an.integral part of their examination process, periodically review- the
Company’s allowance for loan losses. = Such agencies may requiré the Company to recognize adjustments to-the
allowance based on their judgments about information available to them at the time of their examination. During.
fiscal year ended March 31, 2011, a $1.1 million provision was recorded based upon management’s quarterly
evaluations- of the loan portfolio. Certain loan. loss. factor ratios were increased during fiscal 2011 .due to the
continued recessionary economic conditions. Management currently believes that there are adequate reserves:and
collateral securing non-performing loans to cover losses that may result from these loans at March 31, 2011. See
Note 1 ito the Consolidated -Finaneial Statements for a-detailed description of management s estimation process and
methodology -related to-the allowance for loan losses ‘ TR



The following table presents activity in the allowance for loan losses during the years indicated:

Balance at beginning of year..........ccouun.e.
Provision (reduction of provision)...............

Charge-offs:
CONSLIUCHON. 1. eeeeerereracenteessisissieesaeenasses
Residential mortgage
Commercial mortgage.........cocveevvereerncsenaenns
Other 10anS......cccoeeerervcreiisinnninneenneninaseses
Total charge-offs........cocovnrinivernniniennene

Recoveries:
Residential MOrtgage ........c.cceeeverueruesrerennans
Commercial mortgage...
Other 1oans.........ocverreeneveninaiens

Total recoveries

Net (charge-offs) recoveries ..........oeeeveuennne
Balance at end of year.........c.coecevvverneierennns

Average loans outstanding during the year*...
Ratio of net charge-offs to average loans.....
Total loans outstanding at end.of year........
Ratio of allowance for loan losses to

loans at end of year.........cccceiiueennnns e

At or For the Years Ended March 31,

n/a means either not applicable or not meaningful

* Does not include loans held for sale

0.66% .0.69% 0.76%

2011 2010 ° - 2009 2008 2007
‘(Dollars in Thousands)

$ 3.038 $ 3,191 $3.613 $3.881 " $3.788
1,100 . 600 12,125 - (70) 80

~ - (2,201) - -

(69) S (250) (144) - -
Qa7 (469) (178) 173) -

: 10) (54) -~ __(36) (16) (48)
250) (7173) (2.559) 249 - (48)

- - 3 - -

- - 7 43

4 1200 9 14 18

4 20 12 51 61

(246) (753) (2,547 (198) 13
3,892 3,038 $ 3,191 $3.613 3,881
$424,993. $461,592 - $464,288 $462,164 '$433,935
0.06% - 0.16% 0.55% 0.04% n/a
$394,217 $461,510 $460,670 $474,942 $460,542
0.99% 0.84%
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Investment Activities

The primary objectives of the investment portfolio are to achieve a competitive rate of return over a
reasonable period of time and to provide liquidity. As a Massachusetts chartered bank, the Bank is authorized to
invest-in various obligations of federal and state governmental agencies, corporate bonds and other obligations and,
within certain limits, common and preferred stocks. The Bank’s investment policy requires that corporate debt
securities be rated as “investment grade” at the time of purchase. A security that is downgraded below investment
grade - will require  additional analysis relative to perceived credit- quality, market price, and .overall impact on
capital/earnings before, a decision is made as to hold or sell. For all sub-investment grade. corporate holdings,
additional analysis of creditworthiness is required. The Bank’s investment.in common and preferred stock is
generally. limited to-large, well-known corporations whose shares -are-actively. traded. The size .of the Bank’s
holdings in an individual company’s stock is also limited by policy A portion of the Bank’s investment portfolio
1nclude securities issued and guaranteed by the Federal National Mortgage Ass001at10n (“FNMA”) Federal Home
Loan Mortgage Corporatlon (“FHLMC”) and the Government National Mortgage Association (“GNMA”) as well as
collateralized mortgage obhgatlons (“CMOs”) issued primarily by FNMA and FHLMC.

. Investments are classified as “held to maturity,” “available for sale,” tradmg ? Investments classified as
tradmg securities are reported at fair value. with unrealized gains and losses 1ncluded in earnings. Investments
classified as available for sale are reported at fair value, with unrealized gains and losses, net of taxes, reported as a
separate component of stockholders’ equity. Securities held to maturity are carried at amortized cost. At March 31,
2011, all of the Bank’s marketable investments were classified as available for sale.

As previously reported, the Company’s investments in the perpetual preferred stock of the FNMA and

- FHLMC were significantly impacted by the September 2008.conservatorship of FNMA and FHLMC, giving control
of their management to the Federal Housmg Finance Agency and prohibiting FNMA and FHLMC from paying

.dividends on their existing common and preferred stock. This event resulted in a $9.4 million impairment of the
value of the Company’s investment. in these entities during the quarter ended September 30, 2008. These

’1mpa1rment changes were: partlally -offset by -a-tax:benefit of approximately $3.5 million due to the October 2008
enactment -of the-Emergency-Economic Stablhzatlon Act of 2008, which perrmtted the Company to treat losses

incurred on the FNMA and FHLMC preferred stock as ordinary losses for federal income tax purposes.
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The following table sets forth a summary of the Bank’s investment securities, as well as the percentage
such investments comprise of the Bank’s total assets, at the dates indicated:

3 At March 31, -
2001 2010 - 2009 -
*"- (Dollars in Thousaiids) :

U.S. Government and agency ob11gat10ns .................... ; $ - - e $ 1,503

‘Corporite bonds.......... SOOI SR - 1,752 701
Government agency and government sponsored - B e ' R
" enferprise mortgage-backed securities........ el 18,823 74 24993 - 28:353:
Slngle issuer trust preferred securities issued by - LT e oo
financial 1nst1tut10ns........;.‘.L........;.; .............. reieveees C 1049 1045 750"
Total debt secuntles ........................ ,'...'.'.L ................. T19.872 .- 227,790 - 31,307
Perpetual preferred stock issued bywﬁnancial R oo T SRR
INSHEULONS «..ovvveverreereesereesssieees s e 3,185 3,255 1,650
COMINON SLOCK ..v-rvevoreesereeireesenesneesieesssenesesessrraserensees - 2,128 T 3323 2258
Total investment securities..............c.oeveve. e $25.185 - 834368 $35215
Percentage oftotal assets...‘.'.‘..........‘....,........_.._ ............. W __516% . __6 35% " 6.12%

There were no investment holdings, othér than those of the U.S. government and its agen01es for wh1ch the
Company’s aggregate holdlng of one issuer exceeded 10% of stockholders equlty. as of March 31_ 2011.

The followmg table sets forth the scheduled maturmes amortlzed cost fa1r values and average ylelds for
the Bank’s debt secuntles at March 31, 2011 ’ : ‘

One Year or Less- - One t6 Five Years © _ Five'to Ten Years © _More than Ten Years Total Investment Portfolio

Amortized Average -Amortized  Average Amortized . Average Amortized:' Average . Amortized Fair . - Average
Cost Yield Cost Yield Cost Cost Cost Yield Cost__ Value Yield

(Dollars in Thdils;mds)

Government agency and
government sponsored
enterprise mortgage-backed :
SECUTILIES woovuvreerrirnecrnnrannns $ - . % $2970 418% $ 11 4.75% $15,148 471% $18,129 $18,823 4.62%
Single issuer trust preferred
securities issued by

financial institutions......... - -- - - - - 1,002 7.78 1,002 1,049 7.78
Total ...coercerrcrcenicrinns $ - $2.970 811 ’ $16,150 $19.131 $19.872

Deposits, Borrowed Funds, and Other Sources of Funds

General. Savings accounts and other types of deposits have traditionally been an important source of the
Bank’s funds for use in lending and for other general business purposes. In addition to deposits, the Bank derives
funds from loan repayments, loan sales, borrowings and from other operations. The availability of funds is
influenced by the general level of interest rates and other market conditions. Scheduled loan repayments are a
relatively stable source of funds while deposit inflows and outflows vary widely and are influenced by prevailing
interest rates and market conditions. Borrowings may be used on a short-term basis to compensate for reductions in
deposits or deposit inflows at less than projected levels and may be used on a longer term basis to support expanded
lending activities. During fiscal 2003, the Bank entered into a retail CD brokerage agreement with a major
brokerage firm. Since entering into the agreement, the Bank has not obtained brokered deposits but rather maintains
the relationship as a potential secondary source of liquidity. :

Deposits. Consumer, business and municipal deposits are attracted principally from within the Bank’s
market area through the offering of a broad selection of depos1t instruments including demand deposit accounts,
NOW accounts, money market deposit accounts, regular savings accounts, term deposit accounts and retirement
savings plans. The Bank has historically not actively solicited or advertised for deposits outside of its market area or
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solicited . brokered deposits. .- The. Bank. attracts: deposits -through its branch officeé network, automated teller
machines, the Internet and by paying rates competitive with other financial institutions-in its market area. From time
to time, the Bank bids on short:term certificates of deposit from the Commonwealth of Massachusetts, which
penod1ca11y awards’ deposrts to financial institution bidders throughout Massachusetts.

) Deposzt Accounts.. The followmg table shows the drstnbutlon of the average balance of the Bank’s deposrt
accounts- at the dates indicated and the weighted average rate:paid for each category of -account for the years
indicated:

Years Ended March 31,
2011 2010 2009
Average - . Average Average

Average % of ' “Rate ~Average % of-  Rate Average % of Rate

_Balanc¢  Deposits _~ Paid Balance Deposits _ Paid _Balance Deposits __ Paid

(Dollars in Thousands)

Demand deposit accounts ...... $42,534 - '12.84%. % $ 42 247  12.04% % $ 38,807 10.92%: - %
NOW accounts............... R 28,697 866 . . 0.27 27,856 . 793 --:.029 - 26029 - 732 - 037
Passbook and other savings .

ACCOURNLS cvovvnrerresenannnnrasnenins & 54,584 1648 023 51,577 - 14.69 .. 045 50,240 . . 14.13 0.51
Money market deposrt o . . o e ;

accounts .. 79,089  23.88 069 . 79,583 2267 = 132, 67,111  18.88 2.30
Term deposit certi vlcates......ﬁ.. 126,326 _38.14 131 _149814 _42.67 208 _173.303 _48.75 295

Total dep051ts ..... $3‘31,2’3Q 100.00%  0.83% $351.077 100.00% - - 145% $355,490” 100,11(}7 _&'Z%

: Time Deposrts in Excess of $100, 000 The following table indicates the ‘amount of the Bank’s time
deposrts of $100 000 or more by tlme remarnmg until matur1ty as of March 31, 2011 (In Thousands)

Maturlty Period:

Three months or less .........c.ivevveceioerevennens SR
Three through six MONths...........c.eeueevererrescssiierersennee.

Six through twelve months Leees oent

Over twelve months ........c.ceeeeevcevenveenvnenaenns renteereeieresasesnsasresinersansoneas Vi

Borrowings. From time to time, the Bank borrows funds from the FHLB of Boston. All advances from the
FHLB of Boston are secured by ‘a blanket lien on residential first mortgage loans, certain investment securities and
commercial real estate loans, and all of the Bank’s stock in the FHLB of Boston. At March 31, 2011, the Bank had
advances outstanding from the FHLB of Boston of $117.4 million and unused borrowing capacity, based on
available collateral, of approximately $53.6 million. Proceeds from these advances were primarily used to fund the
Bank’s loan growth. Additional sources of borrowed funds include The Co- operatrvc Central Bank Reserve Fund
the Federal Reserve Bank and a line of credlt with a correspondent bank

The followmg table sets forth certain information regarding borrowings “from the FHLB of Boston,
including short-term FHLB of Boston borrowings under a line of credit, at the dates and for the periods indicated:

‘At or for the
'Years Ended March 31,
2011 2010 2009
! - (Dollars in Thousands)
Amounts outstanding at end of Period...........ceuerriveririrviciininrieneninennen. $117,351 $143,469 $144,583
Weighted average rate at end of périod.... . . - 3:68% 3.98% 4.52%
Maximum amount of borrowings outstanding at any month end........... $139,460 $161,509 $156,682
Approximate average amounts outstanding at any month end ............... $129,505 $146,210 $147,117
Approximate weighted average rate during the year ...........ccccecererecruncn. 3.83% 4.43% . 4.59%
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Troubled Asset Relief Program Capital: Purchase Program. ~On Decerhber 5, 2008, the Company sold
$10.0 million in Series A preferred stock (the “Series. A Preferred Stock™) to the U:S:Department of Treasury (“U.S:
Treasury™) as-a participant in the-federal government’s Troubled Asset Relief Program (“TARP”) Cdpital Purchase
Program. This represented approximately.2.6% of the. Company’s risk-weighted -assets as of September:30, 2008.
The TARP Capital Purchase Program is a voluntary program for healthy U.S. financial institutions designed to
encourage these institutions:to build-capital to increase the flow of financing:to U.S. businesses and:consumers and
to support the weakened U.S: economy. " Participation in this-program provided an additional source of funds during
the fiscal year ended March 31, 2009. . R
Subsidiaries - -

. In September 2004, the Company established, Central Bancorp ‘Capital Trust I (the “Trust”), a Delaware
* statutory tryst. The Trust issued and sold $5.1 million of trust preferred securitiés in a private placement and issued
$158,000 of trust common securities to the Company. The Trust used the proceeds of these issuances to purchase
$5.3 million of the Company’s floating rate junior subordinated debentures due September 16, 2034 (the “Trust I
Debentures”). The interest rates on the Trust I Debentures and trust preferred securities are variable and :adjustable
* quarterly at 2.44% overt the three month LIBOR.- At March 31, 2011, the interest rate was 2.75%. . - AR

On January 31, 2007, the Company completed a trust preferred securities financing in the amount of $5.9
million. In the transaction, the Company formed a Connecticut statutory trust, known as Central Bancorp Statutory
Trust I (“Trust I”). Trust IT issued and sold $5.9 million of trust preferred securities in a private placement and
issued $183,000 of tiuist cormon securities. to' the Company. Trust 1l used, the proceeds of these_issuances. to
purchase $6.1 million of the Company’s floating raté junior subordinated debentures due March 15,2037 (the “Trust
I Debentures”). From January 31, 2007, until March 15, 2017 (the “Fixed Rate Period”), the integest rate on the
Trust II Debentures and. the trust preferred securities is fixed at 7.015% .per annum. . Upon the. expiration -of: the
Fixed Rate Period, the interest rate on the Trust IT Debentures and the trust preferred securities will be at a variable
per annum rate, reset quarterly, equal to three month LIBOR plus 1.65%. The Trust II Debentures are the sole assets
of Trust II. The Trust II Debentures and the trust preferred securities each have 30-year lives. The trust preferred
securities and the Trust II Debentures will each be callable by the Company or Trust I, at their respective option,
after ten years, and sooner in certain specific events, including in the event that the securities are -not eligible for
treatment as Tier 1 capital, subject to prior approval by the Federal Reserve Board, if then required. Interest on the
trust preferred securities and the Trust I Debentures may be deferred at any time or from time to time for a period
not exceeding 20 consecutive quarterly payments (five years), provided there is no event of default.

and are subordinate to all.of the Company’s existing and future obligations for borrowed money:. -

or

The Trust I Debenﬁigeé and the T_rus'_t_II‘Debchtﬁ»rc’s aIe the soIe:::.assets of Trust I._énqurhst 1, réspectively,

- The trust preferred securities generally rank equal to the trust common securities in priority of payment, but
will rank prior to the trust common securities if and so-long as. the Company. fails to make principal or interest
payments on the Trust I Debentures and the Trust II Debentures. Concurrently with the issuance of the Trust I and
Trust II Debentures and the trust preferred securities, the Company issued guarantees related to each trust’s

securities for the benefit of the holders of Trust I and TrustIL. .- : ... —l e

In April 1998 and July 2003, the Bank established Central Securities Corporation and Central Securities
Corporation 11, respectively, Massachusetts corporations, as wholly-owned subsidiaries of the Bank for the purpose
of engaging exclusively in buying, selling and holding, on their own behalf, securities that may be held directly by
the Bank. From time- to time these subsidiaries hold securities such as government agency obligations, corporate
bonds, mortgage-backed securities, preferred stocks, and trust preferred securities, and qualify under Section 38B of
Chapter 63 of the Massachusetts General Laws as Massachusetts securities corporations.

. During Jam_laryr 2009, the Bank established a Wholly—ow'nedlsubslidia;'y, MetroReal Estate Holdlngs, LLC
The subsidiary was formed to, among other things,. hold, maintain, and dispose of certain foreclosed properties.
acquired from the Bank. S . ' o ' ) '

s
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REGULATION AND SUPERVISION
Regulatlon and Supervnsnon of the Company

The Bank is a Massachusetts chartered co-operative bank - and is. the wholly owned subs1d1ary of the
Company, a Massachusetts corporation and registered bank holding company. The Bank’s deposits are insured up to
applicable limits by the Federal Deposit.Insurance Corporation and by the Share Insurance Fund of Massachusetts
for..amounts in ‘excess of ' the -FDIC :insurance limits.: The-Bank is‘ subject to extensive regulation by .the
Massachusetts Commissioner of Banks; as its chartering agency, and-by. the FDIC, as its primary federal regulator
and deposit insurer. The Bank is required to file reports with, and is periodically examined by, the FDIC and the
Massachusetts Commissioner of Banks concerning its activities and financial condition and must obtain regulatory
approvals. prior to entering into certain transactions; including, but not limited to, mergers with or acquisitions of
other-financial institutions. As aregistered bank holding company, the Company is regulated by the Federal Reserve
Board.- This regulation and supervision establishes a comprehensive: framework -of  activities in which an institution
can engage and is intended:primarily for the.protection of depositors-and the.deposit insurance funds, rather than for
the protection of stockholders and creditors: The regulatory:structure-also. gives the regulatory authorities extensive
discretion :in ‘connection. with :their supervisory’ and' enforcement:activities. and examination policies, including
policies with respect to the &stablishment of ‘deposit: insurance :assessment fees; the classification of assets and the
establishment-of adequate loan loss:-reserves for regulatory purposes. Any change in such regulatory- requirements
and :policies, whether by the Massachusetts.legislature, the Massachusetts Commissioner of Banks, the FDIC, the
Federal Reserve Board:or Congress, could have a:material adverse impact-on the financial condition and results of
operations of the Company and the Bank. ,

' Set forth below is a brief description.of certain regulatory requirements-applicable to the Company and the
Bank.: The description-below .is. limited to.certain material aspects of the statutes and regulations -addressed, and is
not mtended to. be a complete description of such statutes. and regulations :and their effects on the Company and the
B ank Co . pets .

Recent Regulatory Reform R

The Dodd Frank'. Wall Street Reform and Consumer Protection Act (the “Dodd Frank Act”) which was
enacted on.July 21, 2010, will ‘significantly’ change the:current bank regulatory structure and affect the.lending,
investment, trading . and .operating ‘activities :of financial institutions and their holding companies. The Dodd-Frank
Act will -eliminate the Office of Thrift Supervision and require that federal savings associations be regulated by the
Office of the Comptroller of the Currency (the primary federal regulator for national banks).. The Dodd-Frank -Act
also authorizes the Federal Reserve Board to supervise and regulate all savings and loan holding companies.

The Dodd Frank Act requires the Federal Reserve Board to set minimum capital levels for bank holding
compames "that are as stringent as those'required for insured depository institutions, and the components of Tier 1
capital would be restricted to- capital instruments that are- currently considered to be Tier 1 capital for insured
depository institutions: In addition, the proceeds of trust preferred‘securities are excluded from Tier 1 capital unless
such ‘securities were issued prior'to May 19,2010 by bank or savings ‘and loan holding companies with less than $15
billion of assets. The legislation also establishes a floor for capital of insured depository institutions that cannot be
lower than the standards in-efféct today, and directs the federal banking regulators to implement new leverage and
capital requirements within 18 months. These new leverage and capital requirements must take into account off-
balance sheet activities and other risks including risks relating to securitized products and derivatives.

The Dodd-Frank Act also creates a new Consumer Financial Protectlon Bureau with broad powers to
supervise and enforce consumer protection laws. The Consumer Flnan01al Protection Bureau has broad rulemaking
authority for a wide range of consumer protection laws that apply to all banks and savings institutions, including the
authority to prohibit “unfair, deceptive or abusive” acts and practices. The Consumer Financial Protection Bureau
has examination and enforcement authority over all banks and savings institutions with more than $10.0 billion in
assets. Banks and savings institutions with $10.0 billion or less in assets will be examined by their applicable bank
regulators. The new leg1slatlon also weakens the federal preemption available for national banks and federal savings
assoc1ations and gives the state attorneys general the ability to enforce applicable federal consumer protection laws.
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General. The Company is a bank holding company subject to regulation by the Federal Reserve Board
under the Bank Holding Company. Act of 1956, as amended. (the “BHCA”). As a.result, the activities of the
Company are subject to certain limitations, which are described below. In addition, as a bank holding company, the
Company is required to file.annual and quarterly reports with the Federal Reserve Board.:and to furnish .such
additional information as the Federal Reserve Board may require. pursuant to the BHCA. The. Company is also
subject to regular examination by and the enforcement authonty of the Federal Reserve Board

. Activities. W1th certam exceptlons the BHCA proh1b1ts a bank holding company from acquumg dlrect or
indirect ownership or control of more than. 5% of the voting shares of a company that is not a bank or a.bank holding
company, or from engaging directly -or-indirectly in activities other than those of banking, managing or controlling
bariks, or providing services for its. subsidiaries:: The -principal exceptions to. these prohibitions involve certain
non-bank -activities . which, by statute or byFederal Resérve Board regulation or order,. have been identified as
activities closely related to the business-of banking: . The activities of the Company are subject to these legal and
regulatory limitations under the BHCA and the related .Federal Reserve Board regulations. Notwithstanding .the
Federal Reserve Board’s prior approval of specific nonbanking activities, the Federal Reserve Board has' the power
to order a holding company- or its subsidiaries to terminate any: activity, or to terminate its- ownership or coitrol of
any subsidiary, when it -has reasonable cause to believe that the continuation of such activity or-such-ownership or.
control constitutes a serious risk to the financial safety, soundness or stability of any bank subS1d1ary of that holdmg
company. i oo . .

Effective with the enactment of the Gramm-Leach-Bliley Act (the “G-L-B Act”) on November.12, 1999,
bank .holding companies whose financial institution.subsidiaries are well capitalized and well managed and have
satisfactory Community, Reinvestment Act. (“CRA”) records can elect.to .become. “financial holding companies”
which are permitted to engage in a broader range of financial activities than are permitted to bank holding
companies, including investment banking and insurance companies. Financial holding companies are authorized to
engage in, directly or indirectly, financial activities. A financial activity is an activity that is: (i) financial in nature;
(ii) incidental to an activity that is financial in nature; or (iii) complementary to a financial activity and that does not
pose a safety and soundness risk.."The G-L-B-Act includes a list of activities that -are deemed to be financial in
nature. Other activities also may be decided by the Federal Reserve Board to be financial in nature or incidental
thereto if they meet. specified criteria. A financial holding company that intends to-engage in a new activity or to
acquire a company to engage in such an activity is required to give prior notice to the-Federal Reserve Board. If the
activity is not either specified in the G-L-B Act as being a financial activity or.one that the Federal Reserve Board
has determined by rule or regulation to be financial in nature, the prior approval of the Federal Reserve Board is
requued .

Acquzsmons Under the BHCA, a. bank holdmg company must obtaln the pnor approval of the Federal
Reserve Board before (1) acquiring direct.or indirect ownership or control of any voting shares of any bank or bank
holding company if, after such acquisition, the -bank holding company would directly: or 1nd1rect1y own or control
more than 5% of such shares; (2):acquiring all or substantially- all of the assets of another bank or bank holding
company; or (3) merging or consolidating with another bank holding company. Satisfactory financial condition,
particularly with regard to capital adequacy, and satlsfactory CRA ratings generally.are prerequisites to obtaining
federal regylatory approval to make acqulsltlons .

Under the BHCA, any company must obtain approval of the Federal Reserve Board prior to acquiring
control of the Company or the Bank. For purposes of the BHCA, “control” is defined as ownership of more than
25% of any class of voting securities of the Company or the Bank, the ability to control the election of a majority of
the directors, or the exercise of a controlling influence over management or policies of the Company. .In addition,
the Change in Bank Control Act and -the related regulations of the Federal Reserve Board require any person or
persons. acting in concert (except for companies required to make application under the BHCA) to file a written
notice with the Federal Reserve Board before such person or.persons may acquire control of the Company. The
Change in Bank Control Act defines “control” as. the power, directly or indirectly, to vote 25% or more of any
voting securities or to direct the management or pohcles of a bank holding company or an insured bank. There is a
presumption of ¢ ‘control” where the acquiring person will own, control or hold with power to vote 10% or more of
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any class of voting security of a bank holding company ‘or insured bank if, like the Company, the company involved
has reglstered securities under- Sectlon 12; of the Secuntles Exchange Act of 1934

Under Massachusetts bankmg law ‘prior approval of the Massachusetts D1v1s1on of Banks is also requlred
before any person may acquire control of a Massachusetts bank or bank holding company. Massachusetts law
generally prohibits a bank holding company from acquiring control of an additional bank if the bank to be acquired
has been in existence for less than three years or, if after such acquisition, the bank holding company would control
more than 30% of the FDIC- msured depos1ts in the Commonwealth of Massachusetts

Capztal Requtrements -The Federal Reserve: Board has adopted gurdelmes regarding the capltal adequacy
of bank holding companies, which require bank holding companies to maintain specified minimum ratios of capital
to total assets and capital to: nsk—we1ghted assets See- “Regulation and Sup'ervision .of the Bank—Capital
Requzrements , , - : C - et c

Dmdends The Federal Reserve Board has the power to proh1b1t dividends by bank holdmg companies 1f

- their actions are believed to constitute unsafe or unsound practices. The Federal Reserve Board has issued a policy

statement on the payment of cash dividends by bank holding companies, which expresses the Federal Reserve
Board’s view that a bank holding company should pay cash dividends only to the extent that the company’s net

.income ‘for :the past year is :sufficient to cover both.the:cash dividends and a rate of earnings retention that is

consistent with the company’s- capital needs, asset quality ‘and:overall financial condition. The Federal Reserve
Board also indicated that it would be inappropriate for a-bank-holding company experiencing serious financial
problems to borrow: funds to pay dividends. Under the prompticorrective action regulations adopted by. the Federal
Reserveé Board pursuant to-the Federal Deposit Insurance. Corporation Improvement Act of 1991 (“FDICIA”), the
Federal Reserve Board may prohibit a bank holding company: from paying any: dividends if the holding company’s
bank subsidiary is classified as “undercapitalized” or worse.” See “Regulation and Supervision of the Bank—
Prompt Correcttve Regulatory Actmn' = : S e :

~In addltlon under the terms of the TARP Capltal Purchase program prior to the earlier of (1) December 5
2011 ‘or- (ii) the date on which all of the Company’s preferred shares held by the U.S. Department of Treasury have
been redeemed in full, the Company cannot increase its quarterly cash dividend. above: $0 18 per common share

Stock Repurchases Bank holdmg compames are required to give the Federal Reserve Board prior written
notice of any purchase or redemption of its outstanding equity securities if the gross consideration for the purchase
or redemption; when combined with the net consideration paid for all such purchases or redemptions during the
preceding 12 months, is equal to 10%.or more of the Company’s consolidated net worth.  The Federal Reserve
Board may disapprove such a purchase or redemption if it determines that the proposal would violate any law,
regulation, Federal Reserve Board order, directive or any condition imposed by, or written agreement with, the
Federal Reserve Board. This requirement does not apply to bank-holding companies that are “well-capitalized,”
received .one . of the two highest examination rat1ngs at their last’ exammatlon and are not the SllbjCCt of any
unresolved superv1sory issues:: :

. The Sarbanes-Oxley Act of 2002 1mp1emented leglslanve reforms intendedto -address corporate and
accountmg fraud. The Sarbanes-Oxley Act restricts the scope of services that may be provided by accounting firms
to their public company-audit clients and any non-audit services being provided to a public company audit client will
require pre-approval by the company’s.-audit committee. In addition, the Sarbanes-Oxley Act requires chief
executive officers and chief financial officers, or their equivalents, to.certify to the accuracy of periodic reports filed
with the Securities and Exchange Comnnss1on subJect to c1v11 and criminal penaltres if they knowingly or willingly
violate this certification requirement. -

Under the Sarbanes-Oxley Act, bonuses issued to top executives before restatement of a company’s
financial statements are ‘now: subject to idisgorgement if such restatement was due to corporate misconduct.

Executives are also prohibited from insider trading during rétirement plan “blackout” periods and loans to company

executives (other than loans by financial institutions permitted by federal rules and regulations) are restricted. The
legislation accelerates the time frame ‘for disclosures by pubhc compames of changes in ownershlp in a company’s
secuntles by directors-and executive officers. : : .
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The Sarbanes-Oxley Act-also increases:the oversight.of, and codifies certain requirements relating to ‘audit
committees of public companies and how they interact with the company’s “registeréd public accounting firm.”
Among other requirements, companies must disclose whether at least one member of the audit committee is a
“financial -éxpert”: (as such term is defined: by. the: Securities and :Exchange .Commission) and if not, ‘why not.
Although the Company has incurred additional expense in complying with-the provisions of the Sarbanes-Oxley: Act
and the resulting regulatlons management does not believe that:such comphance has had a matenal 1mpact on. the
Company’s results of operatlons or: fman01al condltron , r 5 ‘ o L

Pursuant to Section 404 of the Sarbanes-Oxley Act, we are requlred to report on our assessment of the
effectiveness of our internal controls.over financial reporting during the fiscal yéar ending March 31,2011 in this
annual report:on Form 10-K. We have performed reviews regarding our-internal controls over financial reporting
during the fiscal year ended March 31, 2011, and we believe that such internal controls are adequate. -The Company
is currently considered a smaller reporting company with the SEC and is not required to comply with Section-404 of
the Sarbanes—Oxley Act of 2002 requlrements regardmg extemal audltor attestation of 1ntema1 controls over
financial: reportmg I S : e :

Regulatlon and Supervrsron 0f the Bank

General The Bank is subject to extensrve regulatlon by the )Massachusetts Commrssm)ner of Banks
(“Commissioner”) and the FDIC. : The lending activities: and other .investments .of the Bank :must. comply ‘with
various: regulatory:requirements. . The Commissioner-and FDIC periodically examine the Bank for compliance with
these requirements. The Bank must file reports. with the Commissioner and the FDIC ‘describing its :activities and
financial condition.:The Bank is also subject o certain reserve requirements promulgated by - the Federal Reserve
Board This: superv1s1on and regulatron is mtended prlmanly for the protectlon of deposrtors

Massachusetts State Law. As a Massachusetts chartered co- operatlve ‘bank, the Bank- is sub_]ect to- the
applicable provisions of Massachusetts lJaw and the regulations of the Commissioner. The Bank derives its lending
and investment powers from these laws, and is subject to'periodic examination and reportingrequirements by and of
the Commissioner. ‘Certain: powers granted under Massachusetts law may be constrained by federal regulation. In
addition, the Bank is required to make periodic reports to the:Co-opérative Central Bank. The approval of.the
Commissioner is required prior to any merger or consolidation, or the establishment or relocation of any branch
office Massachusetts .co-operative banks. are subject to the enforcement authority of the Commissioner-who may
suspend or remove: directors.or officers, issue cease and: desist orders ‘and appoint.:conservators’ or.receivers in
appropriate circumstances. . Co-operative banks are required to pay fees and assessments to the. Commissioner to
fund-that office’s operations. The cost of state exarmnatlon fees and assessments for the f1sca1 year endéd March 31,
2011tota1ed$50thousand o B P TR Lo Ly

Capttal Requzrements. Under FDIC regulatrons state chartered banks that are not members of the Federal
Reserve System are required to: maintain a minimum -leverage capital requirement consisting of a ratie of Tier 1
capital to total assets of 3% if the FDIC determines that the institution is not anticipating or experiencing significant
growth and has well-diversified risk, including no undue interest rate risk exposure, excellent asset quality, high
liquidity, -good earnings.and, in' general, a strong banking organization, rated composite ‘1 .under the Uniform
Financial Institutions Rating System (the CAMELS rating system) established by.the Federal Financial Institutions
Examination Council. - For:all but the most:highly-rated institutions meeting the. conditions “set:forth above, the
minimum :leverage capital ratio .is not less than.4%. Tier.1 capital is the sum of common stockholders’ equity,
noncumulative -perpetual -preferred . stock (including any . related surplus) and: minority interests:in consolidated
subsidiaries, .minus. all \intangible assets (other than certain mortgage and non-mortgage servicing assets and
purchased credit card relationships) minus identified losses, disallowed deferred tax assets, investments in financial
subsidiaries and certain non- ﬁnancral equ1ty investments.

In add1t10n to the 1everage ratio (the ratio of T1er 1 caprtal to total assets) state- chartered nonmember banks
must mamtam a minimumratio of qualifying, total -capital to risk-weighted :assets of at.least. 8%, of which at-least
half must be Tier 1 capital.. Qualifying total capital consists of Tier 1 capital plus Tier 2 or supplementary capital
items. . Tier 2 capital items include allowances for loan losses in-an amount of up to 1.25% of risk-weighted assets,
cumulative preferred stock and preferred stock with a maturity of over 20 years, term’ subordinated debt, certain
other capital instruments, and up to 45% of pre-tax net unrealized holding gains on equity securities. The includable
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amount of Tier 2 capital cannot exceed the institution’s-Tier 1 capital..:Qualifying total capital is further reduced by
the amount of the bank’s. investments in. banking and finance. subsidiaries that:are not:consolidated for regulatory
capital purposes,.reciprocal cross-holdings of capital .securities issued by:other banks, most intangible assets and
certain other deductions. Under the FDIC risk-weighting system, all of a-bank’s balance sheet assets and the credit
equivalent amounts of certain off-balance sheet items are assigned to one .of five broad risk weight categories from
0% t0200%, based on the risks inherent in the type of assets or item. The aggregate dollar amount of each category
is multiplied by the risk werght assrgned to. that category: The sum of these werghted values equals the bank s nsk-
weighted assets. : . : g

At March 31, 2011, the Bank’s ratio of Tier 1 capital to average assets was 9.58%, its ratio of Tier 1 capital
to: nsk—welghted assets was 15:40% and 1ts Tatio. of total rrsk based capltal to nsk-Welghted assets ‘was 16. 72%

Dtvzdend Limitations. The Bank may not pay d1v1dends on its caprtal stock 1f its’ regulatory capltal would
thereby be reduced below the amount then required for the liquidation account established for the benefit of certain
depositors of the Bank at the time of its conversion to stock form. ‘The approval of the Commissioner is necessary
for the payment of any dividend. Wthh exceeds the total net proﬁts for the year combmed with retamed net profits
for the prror two years T e : o : ‘ v

Earnmgs of the Bank approprtated to:bad debt reserves and deducted for Federal incore tax purposes are
not available: for payment of cash:dividends or other-distributions to stockholders without payment of taxes.at the
then current tax rate by the Bank on the amount of earnings removed from the reserves for such distributions. The
Bank vintends-to make full use of this favorable tax treatment and does not contemplate use of any earmngs in‘a
manner which would limit the Bank’s bad debt deduction or create federal tax liabilities:.

- Under FDIC regulations, the Bank is prohibited from making any capital distributions if, after making the
distribution, the Bank would be “undercapitalized” within the meaning of the Prompt Corrective. Actlon regulatlons
See “Regulatton and Supervzszon of the Bank— Prompt Correctzve Regulatory Actzon : -

. In addrtron, as: prev1ous1y mentroned under theiterms of the TARP Caprtal Purchase program ‘prior to: the
earlier of (1):December 5, 2011 or (ii).the date on which all of the€ompany’s preferred shares held by the U.S.
Department of Treasury have been redeemed in full the Company cannot increase its quarterly cash d1v1dend above
$0.18 per common share. - .= . . . -

Investment Activities. Under federal law, all state-chartered FDIC-insured banks have generally been
limited.to activities as principal and equity investments of the type and in the amount authorized for national banks,
notwithstanding state law. -The Federal Deposit Insurance Corporation Improvement-Act and the: FDIC. permit
exceptions to these limitations. For example, state chartered-banks, such as the Bank, may, with FDIC approval,
continue to exercise grandfathered state authority to invest in common or preferred stocks listed on anational
securities exchange or the NASDAQ Global Market and in the shares of an investment company registered under
federal law: In addition, the FDIC is.authorized to permit institutions that meet all applicable capital requirements to
engage in state authorized activities or investments that do'not meet this standard (other than non-subsidiary equity
investments) if it is determined that such activities or investments do not pose :a significant risk to the. Deposit
Insurance Fund. All non-subsidiary equity investments, unless otherwise authorized or approved by the FDIC, must
have been divested by December 19, 1996, under a FDIC-approved divestiture plan; unless such-investments were
grandfathered by: the FDIC.: The Bank has received grandfathering authority from the FDIC to invest in listed stocks
and/or tégistered shares. - The maximum permissible investment is 100% .of Tier.1 capital, as specified by ‘the
FDIC’s. regulations, .or the maximum amount permitted: by Massachusetts' Banking Law, whichever is less. - Such
grandfathering authority may be terminated upon the FDIC’s determination that such investments pose a safety:and
soundness I'lSk to the Bank or 1f the Bank converts its charter or undergoes a change in control.

o Insurance of Deposzt Accounts The Bank’s depos1ts are 1nsured up to: apphcable hmrts by the Deposit
Insurance Fund of the FDIC. The Deposit Insurance Fund is the successor to the Bank Insurance Fund and the
Savings Association Insurance Fund; which were merged in 2006. ' it

Under the FDIC’s previous risk-based assessment system, insured institutions were assigned to one of four
risk categories based on supervisory evaluations, regulatory capital levels and certain other factors, with less risky
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institutions paying lower assessments. An institution’s assessment rate depends upon the ‘category -to which it is -
assigned and assessment rates ranged from seven.to 77.5. basis points.-On February-7, 2011, however, the FDIC
approved a final rule that implemented-changes. to the deposit insurance assessment system mandated by the Dodd- ’
Frank Act. The final rule, which took efféct for the quarter beginning April'1, 2011, requires that the base on which-
deposit insurance assessments are charged be revised from one that. is based on domestic deposits to one that is -
based on -average consolidated total assets minus average tangible equity. Under the final rule, insured -depository
institutions are required to.report -their average consolidated total assets on .a daily: basis, ‘using the' regulatory
accounting methodology established for reporting total assets. For purposes of the final rule, tangible equity is-
defined as Tier 1 capital.

The FDIC may adjust rates unlforrnly from one quarter to the next except that no adJustment can devrate more than
three basis points from the base scale w1thout notice and comment rulemaking. No institution may pay a d1v1dend if
i default of the FDIC. assessment. S : :

_ . The FDIC 1mposed on all insured institutions. a- spe01a1 emergency asSessment: of ﬁve basis pomts of total
assets minus Tier 1 capital; as of June 30, 2009 (capped. at ten basis ‘points-of :an institution’s- deposit assessment
base), in order to cover losses to the Deposit Insurance Fund. That special assessment was collected on September
30, 2009. The FDIC provided for similar assessments during the final two quarters of 2009, if deemed necessary.
However, in lieu of further special assessments, the FDIC required insured-institutions to. prepay estimated quarterly
risk-based assessments forthe .fourth. quarter of 2009 through the fourth "quarter of 2012. ::The estimated
assessments, which include an assumed annual assessment base.increase of 5%, were recorded as a prepaid expense .
asset as of December 30, 2009. - As .of December 31, 2009, and each quarter thereafter, a charge to earnings will be
recorded for each regular assessment with an offsetting credit to.the prepaid asset. -

-Due to- the recent difficult economic conditions, deposit insurance per account owner has been raised to
$250,000 for.all-types of accounts until January 1, 2014. .In addition, :the FDIC adopted an optional Temporary
Liquidity Guarantee Program (“TLGP”) under .which; for.a fee, noninterest-bearing transaction accounts -would
receive unlimited insurance coverage until June 30, 2010, subsequently extended to December 31, 2012. The TLGP
also included a debt component under which certain senior unsecured debt issued by institutions and: their holding
companies between October 13, 2008 .and October 31, 2009 -would: be guaranteed by the FDIC:through-June 30,
2012, or in some cases, December 31, 2012. The Bank opted to participate in the unlimited-noninterest-bearing
transaction account coverage and the Bank and Company also opted to participate in the unsecured debt guarantee
program.

.In addition to the assessment for deposit insurance, institutions are required to make payments on bonds
issued in the late 1980s by the Financing Corporation to recapitalize a predecessor deposit insurance fund. This
payment is ‘established quarterly and dunng the caléndar year ended March 31, 2011 averaged 1.0 basrs point of
assessable deposrts . - . . v . :

The PDIC has authorrty to increase insurance assessments. A s1gn1flcant inicrease in insurance premiums
would hkely have ‘an -adverse effect on the operating expenses and results of operatrons of the Bank. Management
cannot predict what insurance assessment rates will be in the future. c ;

Insurance of deposits may be terrninated by the Federal Deposit-Insurance Corporation upon a finding that
the institution has engaged in unsafe or. unsound practices, is in an unsafe or unsound condition - to- continue
operations or-has violated any.applicable law, regulation, rule, order or condition imposed by the FDIC. The
management of the Bank does not know of any practlce, condition or violation that rmght lead to termmatron of
deposit-insurance. . ,

All Massachusetts chartered co-operative banks are required to be members of the Share Insurance Fund.
The Share Insurance Fund maintains a deposit insurance fund which insures all deposits in member banks which are
not covered by federal insurance. In past-years, a premium of 1/24 of.1% of insured deposrts has been assessed:
annually on member banks such as the Bank for this deposit insurance. However, no premium has been assessed in
recent years.
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-Prompt Corrective Regulatory Action. Federal banking regulators are required to take prompt corrective
action if an insured depository institition fails to satisfy certain minimum capital requirements, including a leverage
limit, a risk-based capital requirement and any other measure deemed appropriate by the federal banking regulators
for measuring the capital adequacy of an insured depository institution. All institutions, regardless of their capital
levels, are restricted .from making any -capital distribution or paying any management fees if the institution would
thereafter fail to satisfy the minimum levels for any of its capital requirements. An institution that fails to meet the
minimum level for any relevant-capital measure (an “‘undercapitalized institution”) may be: (i) subject to increased
monitoring by the appropriate federal banking regulator; (ii) required to submit.an acceptable capital restoration plan
within. 45 days; (iii) subject to asset growth limits; and (iv) required to obtain prior regulatory :approval for
acquisitions, branching and new lines of businesses. The capital restoration plan must include a guarantee by the
institution’s holding company:that the institution will comply with: the plan until it has been adequately capitalized
on average for four consecutive quarters, under which: the holding company would be liable up to the lesser of 5% of
the institution’s total assets or the amount necessary to bring the institution into:capital compliance as of the date it
failed to comply with its capital restoration plan. - A “significantly undercapitalized” institution, as well as any
undercapitalized institution that:does not submit an acceptable capital restoration plan, may be subject to regulatory
demands for recapitalization, broader application of restrictions on transactions with affiliates, limitations on interest
rates paid on deposits, asset growth and other activities, -possible replacement. of directors and officers, and
restrictions on- capital- distributions :by any bank holding .company controlling the institution. "Any-.company
controlling the institution may also be required to divest the.institution or the institution could be required to.divest
subsidiaries:: The senior executive officers of a significantly undercapitalized: institution may not receive bonuses or
increases in compensation without prior approval and the institution is.prohibited from making payments of
principal or interest on its subordinated debt. In their discretion, the federal banking regulators may also impose the
foregoing sanctions on.an undercapitalized institution if the:regulators determrne that suchactions are necessary to
carry. out the purposes of the prompt corrective prov1s10ns :

; Under the 1mp1ement1ng regulatlons ‘the federal bankrng regulators generally measure -an institution’s
capital adequacy on the basis of its total risk-based capital ratio (the ratio of its total capital to risk-weighted assets),
Tier: 1 risk-based capital ratio (the ratio of its core capital to risk-weighted ‘assets) and leverage ratio (the ratio of its
core capital to adjusted total assets). The followmg table shows the cap1ta1 ratios requ1red for the .various prompt
corrective action categories: - o :

Adequately Significantly

Well Capitalized Capitalized Undercapitalized Undercapltallzed
Total risk-based . = -, _ - v : e . :
capital ratio | 10.0% or more . 80%ormore .  Less than 8.0% _ Less than 6.0%
Tier 1 risk-based ) . » ' - :
capital ratio 6.0% or more 4.0% or more Less than 4.0% "~ Less than 3.0%
Leverage ratio 5.0% or more 4.0% ormore* - Lessthan4.0% * ~  Lessthan3.0% |

* 3, 0% if the institution has a composrte 1 CAMELS rating. "~ **

If ‘an institution’s capltal falls below the “critically undercapltalrzed” level, it is subject to conservatorshlp
or receivership within specified time frames. A “critically undercapitalized” institution is’defined as an institution
that has a ratio of “tangible equity” to total assets.of less than 2.0%. Tangible equity is defined as core capital plus
cumulative perpetual preferred stock (and related surplus)-less all intangible assets other than certain purchased
mortgage servicing rights. - The FDIC may reclassify a“well capitalized depository institution as adequately
capitalized and may require an adequately capitalized or undercapitalized institution to comply with the supervisory
actions applicable to institutions in the next lower capital category (but may not reclassify a significantly
undercapitalized institution as critically undercapitalized) if the FDIC determines, after notice and an opportunity for
a hearing, that the savings institution is in an unsafe or unsound condition or that the 1nst1tut10n has recerved and not
corrected a less-than- satrsfactory ratmg for any CAMELS rating category :

Loans to Executive 0jﬁcers, Dzrectors and:Principal Stockholders. Loans to directors, executive officers
and principal stockholders of a state nion-member bank like the Bank must'be made on substantially the same terms
as- those prevailing for comparable ‘transactions with persons who ‘are not executive officers, directors, principal
stockholders or employees of the Bank unless the loan is made pursuant to a compensation or benefit plan that is
widely available to employees and does not favor insiders. Loans to any executive officer, director and principal
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stockholder, together with all other outstanding:loans to such person and related interests, generally may not exceed
15% of the bank’s unimpaired capital and surplus, and aggregate loans to all such persons may not exceed the
institution’s unimpaired capital and unimpaired surplus. Loans to.directors, executive:officers:and -principal
stockholders, and their. respective related interests, in excess of the greater-of $25,000 or 5% of capital-and surplus
(and any loans or loans aggregating $500,000 or more) must be approved in advance by a majority of the board of
directors of the bank with any “interested” director not participating :in the voting.: State non-member banksare
generally prohibited from paying the overdrafts of any of their executive officers or directors unless-payment is
made pursuant to a written, pre-authorized interest-bearing extension of credit plan that specifies:a  method of
repayment or transfer of funds from another account at the bank.- Loans to executive officers are restricted. as to
type, amount and terms of credit. Massachusetts law- also contains restrictions on lending to directors and officers
which are, in some cases, stricter: than:federal law. Im addition, federal law: prohibits extensiens of credit to
executive officers, directors.and greater than  10% stockholders: of a depository.institution by any other institution
which has' a correspondent banking relationship:-with the -institution, unless such extension of* credit-is on
substantially the same terms as those prevailing at the time for comparable transactions with other persons and does
not 1nvolve more than the normal nsk of repayment or. present other unfavorable features i

: Transactlons wzth Afﬁhates A state non- member bank or. 1ts subs1d1anes may not engage m' ‘covered
transactions” with any one affiliate in an amount greater. than 10% of such bank’s capital stock: and surplus; and for
all such: transactions ‘with all affiliates a state non-member -bank is limited to an amount equal t0:20% of capital
stock and:surplus. All such transactions.must also be on terms substantially the same, or at least as favorable, to the
bank or subsidiary ‘as those provided.to a non-affiliate; The term “covered transaction™ includes:the making.of
loans, purchase of assets, issuance of a guarantee -and similar other types of transactions.: Speoified. collateral
requirements. apply to certain covered transactions such as loans and guarantees issued-on behalf. of an affiliate. An
affiliate of a state non-member bank is any company or entity which controls or is under common control with the
state non-member bank and, for purposes of the aggregate limit on transactions with affiliates, any subsidiary that
would be ‘deemed a financial subsidiary -of :a national "bank. ° In:a holding company ‘context, the parent holding
company of a state non-member bank (such: as the: Comparly) and any companies whrch are:controlled by-such
parent holding company are affiliates of the state hon-member bank. . Federal law further prohibits a-depository
institution from extending credit to or offering any other services, or fixing or varying the consideration for such
extension of credit or service, on the condition that the customer obtain some additional service from the institution
or certain of its affiliates or not obtain services of a competltor of the institution, subject to certain limited
exceptions. - :

Enforcement The FDIC has extensive enforcement authorlty over 1nsured non—member banks, 1nclud1ng
the Bank. This enforcement authority includes, among other things, the ability to assess civil money penalties, to
issue cease and desist orders.and to remove directors and officers. In general, these enforcement actions may be
initiated in response to violations of laws and regulatrons and unsafe or unsound practices. »

The FDIC has authority under federal law to appoint a conservator or receiver for an insured bank under
limited circumstances. The FDIC is required, with certain exceptions, to appoint a receiver or conservator for an
insured state non-member bank if that bank was “critically undercapitalized” on average during.the calendar quarter
beginning 270 days after the date on which the institution became “critically undercapitalized.” -See “Prompt
Corrective Regulatory Action.”  The FDIC.may. also appoint itself as conservator or receiver for an insured state
non-member institution under specific circumstances on the basis of the institution’s financial condition or uponthe
occurrence of other-events, including: (1), insolvency; (2) substantial dissipation of assets or earnings through
violations of:law or unsafe or unsound practices; (3) existence.of an unsafe. or unsound. condition to. transact
business; and (4) insufficient capital, or the incurring of losses. that will deplete substantlally all of the 1nst1tut10n s
capltal with no reasonable prospect of replemshment without federal assistance. - : S

Federal Reserve System The Federal Reserve Board regulatlons requrre depos1tory 1nst1tut10ns to
maintain noninterest-earning reserves against their transaction accounts (primarily NOW and regular checking
accounts). The Federal Reserve Board regulations generally provide that reserves:be maintained against aggregate
transaction accounts as follows: for that portion of transaction accounts aggregating $55.8 million less an exemption
of $10.7 million (which may be :adjusted annually by the Federal Reserve Board) the reserve requirement is 3%; and
for accounts greater than: $58.8 million, the reserve: requrrement is 10%. (whrch may be adJusted annually by the
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Federal Reserve Board between 8% and 14%) of the portion in excess of $58.8 million. The Bank is in-compliance
with these requ1rements ,

Commumty Remvestment Act Under the. Community Reinvestment Act, as.implemented -by. FDIC
regulations, a state non-member bank has a continuing and affirmative obligation consistent-with its safe and sound
operation to help:meet the credit needs of its entire community, including low-and moderate-income neighborhoods.
The Community -Reinvestment Act: nieither establishes specific.lending.requirements or-programs for: financial
institutions.nor limits an institution’s discretion to develop the types of products and services that it believes are best
suited to its particular community. - The Community ‘Reinvestment-Act requires the. EDIC, in connection with its
examination of an institution, to assess the institution’s record: of meeting the credit needs of its community and to
consider such record when it evaluates applications made by such institution. The Community Reinvestment Act
requires public disclosire of an institution’s Community Reinvestment: Act rating. The Bank s latest Community
Reinvestment Act rating received from the FDIC was “Satisfactory. B G

The Bank is also subject to similar obligations under Massachusetts Law: - The Massachusetts Community
Reinvestment .Act requires. the - Massachusetts Banking ; Commissioner 'to consider -abank’s Massachusetts
Community Reinvestmént Act rating: when reviewing :a’ bank’s application. to engage in certain transactions,
including -mergers, -asset purchasesiand the establiShment: of branch offices or automated teller machines, and
provides - that ‘such. assessment may serve as a basis for.:the denial of'such application. - The Bank’s: latest
Massachusetts Communrty Reinvestment Act rating received from the‘Massachusetts Division of Banks was “High
Satlsfactory

Federal Home Loan Bank System The Bank isa member of the Federal Home Loan Bank system which
cons1sts of. 12.regional,Federal Home Loan :Banks. The Federal Home Loan Banks provide-a central credit facility
primarily. for member. institutions, and- provide..funds for: certain other.purposes including affordable housing
programs.- The Bank, as a member of the Federal Home Loan Bank of Boston (“FHLB of;Boston™), is required to
acquire and-hold shares of capital stock in the. FHL.B of Boston.. The Bank was in comphance with this requlrement
with an.investment in FHLB of Boston stock at March 31, 2011 of $8.5 million. .- - - .. =5 o

During February 2011, the FHLB of Boston declared a d1v1dend based upon average stock outstandmg for
the fourth quarter-of 2010 The-FHLB-of Boston’s board -of directors anticipates that -it:will: continue: to declare
modest cash dividends through 2011, but cautioned that adverse events such as negative trend in:credit losses-on the
Federal Home: Loan Bank of Beston’s private label mortgage backed securities or mortgage portfoho a meamngful
dechne in income, or regulatory dlsapproval could lead to reconsideration of this plan.

For the years ended March 31, 2011 2010 and 12009 cash d1v1dends from the Federal Home Loan Bank of
Boston: to the Bank amounted to $6, $0, and-approximately $202 thousand, respectively. Further, there can be no
assurance that the impact of economic events or recent or future legislation on the Federal Home Loan Banks -will
not also cause a decrease in the value of the Federal Home Loan: Bank stock held by the Bank. s

Employees
- At March 31, 2011, the.Company and the Bank employed 92.full-time and 37 part-time employees. The

Company s and Bank’s employees are not represented by anycollective bargammg agreement Management of the
Company and Bank considers its relations with its ernployees to be good , -
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Item 1A. Risk Factors:

An investment in shares of our common stock involves various risks. Before deciding to invest in our
common stock, you should. carefully consider the risks described below in conjunction with the other information in
this Annual Report on Form 10-K and information incorporated by reference into this Annual Report on Form 10-K,
including our consolidated financial statements and related notes. Our business, financial condition and results of
operations could be harmed by any of the following risks or by other risks that have not been identified or that we
may believe are.immaterial or unlikely. The value or market price of our common stock could decline due to any of
these risks, and you may lose all or part of your-investment. The risks discussed below also include forward-looking
statements an‘d our actual results maytdiﬁer substantially from those discussed in thes’e forWard-lo'oking statements.‘

Our nonreStdenttal real estate, land and constructmn lendmg may expose us to a greater risk of loss and hurt our
earnings and profitability.

-Our business strategy centers, in part, on offering nonresidential real estate and construction loans in order
to expand our net interest margin. These types of 1oans generally.have: higher risk-adjusted returns and shorter
maturities than' traditional one-to four-family residential mortgage loans. At March 31, 2011, nonresidential real
estate and land loans totaled $199.5 million, which represented 50.6% of total loans. If we increase the level of our
nonresidential real estate and construction and land loans, we will ificrease our credit risk profile relative to’ other
financial institutions that have higher concentrations of one to-four-family residential mortgage loans.

Loans secured by commercial, land or nonresidential real estate properties are generally for larger amounts
and involve a greater.degree of risk than one-to four-family residential mortgage loans.” Payments on loaiis secured
by nonresidential real estate buildings generally are dependent on the income produced by the underlying properties
which, in turn, depends o the successful operation and management of the properties. Accordingly, repayment-of
these loans 'is. subject to ‘adverse conditions ‘in the real :estate market or the local economy. - While we seek to
minimize these risks in a variety of ways, including limiting the size of our nonresidential real estate loans, generally
restricting such loans to our primary market area and attempting to employ conservative underwntmg criteria, there
can be no assurance that these measures will protect agamst cred1t related losses

Constructlon ﬁnancmg typlcally involves. a- hlgher degree of credlt risk than long-term financing on
improved, owner-occupied real estate. Risk of loss on a construction loan is largely.dependent upon the accuracy of
the initial estimate of the property’s value at completion of construction' and -the" bid price and estimated cost
(including interest) of construction. If the estimate of construction costs proves to betinaccurate, the Bank may be
required to advance funds beyond the amount originally committed to permit completion of the project. If the
estimate of the value proves to be inaccurate, the Bank may:be confronted, at or prior to the maturity -of the loan,
with a project whose value is insufficient to assure full repayment. When lending: to- builders, the cost of
construction breakdown is provided by the builder, as well as supported by the appraisal. - Although management
believes that the Bank’s underwriting criteria are designed to evaluate and minimize the risks of each construction
loan, there can be no guarantee that these practices will safeguard against material delinquencies and losses to our
operations.

Severe, adverse and preczpttous economic and market conditions have adversely affected us and our mdustry

The recent negatlve events in the housmg market mcludmg 51gmﬁcant and contmumg home price
reductions coupled with the upward trends in delinquencies and foreclosures, have resulted and will likely continue
to result in poor performance of mortgage and construction loans and in significant asset write-downs by many
financial institutions. Reduced availability of commercial credit and increasing unemployment further contribute to
deteriorating credit performance of commercial and consumer credit, resulting in additional write-downs. Financial
market and economic instability have caused financial institutions to severely restrict their lending to customers and
each other. This market turmoil and credit tightening has exacerbated commercial and consumer deficiencies, the
lack of consumer confidence, market volatility and widespread reduction in general business activity. Financial
institutions also have experienced decreased access to deposits and borrowings. The resulting economic pressure on
consumers and businesses and the lack of confidence in the financial markets has and may continue to adversely
affect our business, financial condition, results of operations and stock price. We do not expect that the difficult
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conditions in the financial markets are likely- to: 1mprove in the near future. In pamcular we may face the followmg
risks.in connection with these events:.

e  We potentially. face increased ‘regulation of our industry including heightened legal standards and

©._regulatory requirements or expectations imposed in connection with recent and anticipated legislation.

Compliance with- such regulatron may increase our costs and limit our ability to pursue business
v.opportumtres ~ SO

e The process we use to estimate losses inherent in our credit exposure requires difficult, subjective and
complex judgments, including forecasts of economic conditions and how these economic conditions
might impair the ability of our borrowers to repay their loans. The level. of uncertainty concerning
economic conditions may adversely affect the accuracy of our estimates Wthh may, in turn, impact
the rehabrhty of the process : : :

e We may be requrred 1o pay significantly higher FDIC premiums because -market developments have
-significantly -depleted the insurance fund of the FDIC and reduced the ratio of reserves to insured
- deposits, also our current risk proﬁle may cause us to- pay hrgher premlums

- The number of our borrowers that 'may- be- unable to make tlmely repayments ‘of their loans, of the
“decrease in-value of real estate collateral securing the payment of such loans could continue to
escalate ‘and result in significant credit losses, incteased delinquencies, foreclosures and customer
bankruptcies, any of which could have a matérial adverse effect on our operating results.

e Further disruptions in the capital markets or other events, including actions by rating agencies and
deteriorating investor expectations, may result in an inability to borrow on favorable terms or on any
terms from other ﬁnanc1al institutions.

o Increased competition among financial services companies due to the recent consolidation of certain
" competing financial institutions, the conversion of certain investment banks to bank holding
‘companies - and’ the -favorable governmental treatment afforded to the “largest of the financial
institutions may adversely affect our ab111ty to market our products and ‘services and contrnue to
obtain market share

Legislative and regulatory initiatives to address d;fﬁcult market and economic condmons ‘may not stabilize the
U.S. banking system. If current levels of market disruption and volatility continue or worsen, there can be no
assurance that we will not eéxperience an adverse effect, which may be material; on our ability to access capttal
and on our business, financial condition, results of operanons, and cash flows.

The legislation that established the U.S. Treasury’s Troubled Assets Relief Program (“TARP”) was signed
into law on October 3, 2008. As part of TARP, the U.S: Treasury established the TARP Capital Purchase Program
(“CPP”) to provide up to $700 billion of funding to eligible financial institutions through the purchase of capital
stock and other financial instruments for the purpose of stabilizing and providing liquidity to the U.S. financial
markets. - Subsequently, on February 17, 2009 the American Recovery ‘and Reinvestment Act of 2009 (the

“ARRA”) was signed 'inio law as a sweeping economic recovery package 7inténded to stimulate the economy and
prov1de for broad infrastructure, energy, health, and education needs. There can be no assurance as to the actual
impact any of this legislation 'will have on the national economy or financial markets. The failure of ‘these
significant legislative measures to help stabilize the financial markets-and a continuation or worsening of current
financial market’ conditions could materrally and adversely affect our business, ﬁnancral condition, results of
operatrons access to credit or the tradrng prrce of our common stock. .

* There have been numerous actions: undertaken in connection with or following the recent legislation by the
Federal Reserve, Congress, U.S. Treasury, the Securities and Exc¢hange Commission and the federal bank regulatory
agencies in efforts to address the current liquidity and credit crisis in the financial industry that followed the sub-
prime mortgage market meltdown which began in late 2007. These measures include homeowner relief that
encourages loan restructuring and modification; the temporary increase in FDIC deposit insurance from $100,000 to
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$250,000; the establishment of significant liquidity and credit facilities for financial instititions ‘and ‘investment
banks; the lowering of the federal funds rate; emergency action against short selling practices; a témporary guaranty
program for money market funds; the establishment of a commercial paper funding facility to provide back-stop
liquidity . to: commercial paper issuers; and coordinated international efforts to” address illiquidity and other
weaknesses in. the banking sector. The purpose of these legislative and regulatory actions is to help stabilize the U.S.
banking’ system. - The recent legislation and the other regulatory initiatives described above may not have their
desired effects. If the volatility in the markets continues and economic conditions fail to' improve. or worsen, our
business, financial condltron and results of operatlons could be matenally and adversely affected

U.S. and lnternatlonal ﬁnanczal markets and economic condztmns, partzcularly in:-.our market area, could
adversely affect our lzquulzty, results of operatlons and ﬁnancml condmon : EEILUERS

Recent turmorl and downward economic trends have been partlcularly acute in the ﬁnanmal sector We are
considered “well-capitalized” under the FDIC’s prompt corrective action regulations. While our management has
taken aggressive measures to maintain-and increase our liquidity, the cost and availability of funds may be adversely
affected by illiquid credit markets-and the demand for our products: and. services may decline as our borrowers and
customers experience the impact of an economic slowdown and recession. In view of the concentration of our
operations and the collateral securlng our loan portfolio in the metropolitan Boston area, we may be particularly
susceptible to adverse economic conditions in the metropolitan Boston area; where our business. is concentrated. In
addition; the severity.and duration. of these adverse conditions is- unknown and may exacerbate-our exposure to
credit risk and adversely affect the ability of borrowers to ‘perform under the terms of their lending arrangements
with us. In addition, the severity-and duration of these-adverse conditions is unknown:and may exacerbate our
exposure to credit risk and adversely affect the ability of borrowers to perform under the terms of their lending
arrangements with us. Accordingly; continued turbulence in the U.S. and international markets and ‘economy may
adversely affect our liquidity, financial condition, results.of operatrons and proﬁtab111ty

Recently enacted regulatory reform may have a material tmpact on our operatwns »

. OnJ uly 21 2010 the Presrdent srgned 1nto law The Dodd Frank Wall Street Reform and Consumer
Protectlon Act (the “Dodd- Frank Act”).. The Dodd Frank Act contains various provisions desrgned to enhance the
regulatron of depos1tory institutions and prevent the recurrence of a f1nan01a1 crisis such as occurred:in 2008-2009.
These. include provisions strengthening holding company capital requirements, requiring retention of a portion of the
risk of securitized loans and regulating debit card interchange fees. The Dodd-Frank Act also creates a new federal
agency to administer consumer protection and fair lending laws, a function that is now. performed by. the depository
institution regulators. The full impact of the Dodd-Frank Act on our. business and operations will-not be known for
years, until regulations implementing the statute are written and adopted., However, it is likely that the | provisions of
the Dodd-Frank Act will have an adverse impact on qur operations, pamcularly through increased regulatory burden
and comphance costs.

quuulzty is essentzal to our. Imsmesses and we rely on external sources to ﬁnance a. szgntﬁcant portzon of our
operatlons oo . h »

L1qu1d1ty is essentral to our busmessesa Our hqurdlty could be substantlally affected ina neganve fashlon
by.an 1nab111ty to raise fundrng in the long-term or short-term debt capltaLmarkets or the equity. capital markets:or an
inability to access the secured lendlng markets. Current condltlons in the capital markets-are: such. that traditional
sources of. cap1ta1 ;may not be ‘available to us on reasonable terms if it needed to raise capital. As prev1ously
reported the. Company’s investments in the perpetual preferred stock of the FNMA and FHLMC were srgmﬁcantly
impacted by. the September 2008 conservatorshlp of FNMA and FHL.MC, giving control of their management to the,
Federal Housing Finance Agency and prohibiting FNMA. and FHLMC from paying dividends on- their.existing
common and preferred stock. This impairment to the Company s securities portfolio caused the Company to be

“adequately -capitalized” under the federal prompt.corrective action.regulations as of September 30, 2008. On
December 5, 2008, the Company sold $10. 0 nnlhon in preferred shares to the U.S. Treasury as a: partlcrpant in the
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TARP-Capital Purchase Program, which represented .approximately 2.6% of the Company’s risk-weighted assets as
of September-30, 2008. With the U.S. Treasury’s $10.0 million: investment in the. Company; the Company-and the
_ Bank met all regulatory requirements to be considered “well capitalized” under the federal prompt corrective action
regulations.at both: March 31, 2010 and March 31,.2011. - In the event that the. Company needs to raise- additional
capital in-the future, there is no ‘guarantee that we will be able to borrow funds or successfully raise additional
capital at all or on terms that are favorable or otherwise not dilutive to existing shareholders:  If we are unable to
raise funding using the methods described above, we would likely need to finance or liquidate unencumbered assets
to meet maturing liabilities We may be unable to sell some of our assets, or we may have to sell assets ata discount

The lzmztattons on executtve compensatzon tmposed through our partzczpatton in the TARP Capttal Purchase
Program may restrict our abthty to attract, retain and motivate key employees, which.could adversely aﬁect our
operatzons. i -

As part of our partlmpatlon in the TARP Caprtal Purchase Program we agreed to be bound by certam
executive. compensation. restrictions, including limitations on severance payments and the clawback of any .bonus
and incentive compensation that. were. based 'on materially inaccurate financial statements or:any other materially
inaccurate performance metric criteria. Subsequent to-the issuance of the preferred stock, the ARRA was enacted,
which provides more stringent limitations on severance pay and: the payment of bonuses. -To the extent that-any of
these compensation restrictions do- not.permit us ‘to-provide a comprehensive compensation package to our key
employees-that is competitive in our market area, we have-difficulty in attracting, retammg and. motxvatmg our key
employees which could have an adverse effect-on our:results of operations. : .

. b
Future dzvtdend payments and common stock repurchases are restricted by the terms of the U.S. Treasuty s
equity investment in us. - U :

- . Underthe terms,of the TARP Capital Purchase Program, until the earlier of the third anniversary of the date
of issuance of the Company’s Series A Preferred Stock and the date on which the Series A Preferred Stock has been
redeemed in whole or the U.S. Treasury has transferred all of the Series A Preferred Stock to third parties, we are
prohibited from increasing dividends-on our.common stock from the last quarterly cash dividend per.share ($0.18)
declared on the common stock prior to December 5, 2008, as adjusted for subsequent stock dividends and other
similar actions,-and from making certain repurchases of equity securities, including our common stock, without the
consent of the U.S. Treasury. -Furthermore, as long as the Series A Preferred Stock is outstanding,. dividend
payments and repurchases or redemptions relating to certain equity securities, -including our common stock,:are
prohibited. until all accrued and unpaid dividends are paid on such preferred stock, subject.to:-certain limited
exceptions. -

The terms.governing the issuance of the preferred stock to the U.S. Treasury may be changed; the effect of which
may have an.adverse effect on our operations. . - - : i

The terms of the Secuntles Purchase Agreement-in whlch we entered into w1th U.s. Treasury pursuant to
the TARP Capital Purchase Program provides that the U.S. Treasury may unilaterally amend any provision of the
Purchase Agreement to the extent required to comply with any changes in applicable federal law that may occur in
the future. We have no assurances that changes in the terms of the transaction will not occur 'in the future. - Such
changes may place restrictions on our business or results of operation, which may adversely affect the market price
of our common stock.

Our busmess is subject to the success of the local economy in whtch we operate

. Because the majonty of our borrowers. and depos1tors are 1nd1v1duals and businesses located and domg
vbusmess in the northwestern -suburbs-of Boston, our success: ‘depends to a significant extent upon economic
conditions in that market area. :Adverse economic conditions in our market area could reduce our growth rate,:affect
the ability of our customers to repay. their loans and generally affect our financial condition and results-of operations.
Conditions such as inflation, recession, unemployment, high interest rates, short money supply, scarce natural

9
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resources, ‘initernational: disorders, - terrorism and- other factors beyond our control may adversely affect our
profitability. We are less able than-a larger institution to spread the risks of unfavorable local economic conditions
across -a large number of diversified economies. - Any sustained ‘period of increased payment delinquencies,
foreclosures or losses caused by adverse market or economic conditions in the Commonwealth ‘of Massachusetts
could adversely affect the value of our assets, revenues, results of operations and financial condition. Moreover, we
cannot give any assurance we will benefit from any: ma.rket growth or favorable economic condmons in our pnmary
market areas.. Co

If the value of real estate in northwestern suburbs bf Boston -were to decline materially, a significant portion of
our loan ponfolw could become under-collateraltzed which could have a materlal adverse eﬂect on us.

With most of our loans concentrated in the northwestern suburbs of Boston, a dechne in local economic
conditions could adversely affect the value of the real estate collateral securing our loans. Generally, it appears that
the local commercial real estate and residential real estate markets remain weak. Commercial real estate prices have
generally declined by 5% during calendar year 2010 compared to a 10% decline during calendar 2009 and a 2%
decline during calendar 2008. Boston area residential property values:decreased slightly during calendar year 2010,
réversing what appeared to be a turnaround in the housing market. Housing prices increased slightly -during 2009
compared to a decline of approximately 8% to 9% during calendar 2008. Further declines in property values ‘would
diminish our ability to recover-on defaulted loans by selling the real estate collateral, making it more likely that we
would suffer losses on-defaulted loans. - Additionally, a-decrease in asset quality could require additions to our
allowance for loan losses through increased provisions for loan losses, which would hurt our profits. Also, a decline
in local economic conditions may have a greater effect on our earnings and capital than on the earnings and capital
of larger financial institutions whose real estate loan portfolios are more geographically diverse. Real estate values
are affected by various factors in addition to local economiic. conditions, including, among other things, changes in
general or regional economic conditions, governmental rules or policies and natural disasters.

Our continued pace of growth may require us to ratse addttwnal capztal in the future, but that capital may not be
avatlable when it is needed. o T

We are r'equired'by regulatory authorities to maintain adequate levels of capital to support our operations.
We anticipate our capital resources will satisfy our capital requirements for the foreseeable future. We may at-some
point, however, need to raise additional capital to support our continued growth. If we raise capital through the
issuance of additional shares of our common stock or other securities, it could dilute the ownership interests of
current investors -and may dilute the per.share book value of our common stock. New investors may also have
rights,  preferences and privileges senior to our current stockholders, which- may adversely impact our current
shareholders. : :

Our ability to raise additional ‘capital, if needed, will depend on conditions in the capital markets at that
time, which are outside our control, and on our financial performance. Accordingly, we cannot assure you of our
ability to raise additional capital, if needed, on terms acceptable to us. If we cannot raise additional capital when
needed, our ability to further expand our operations through 1ntemal growth and acqulsltlons could be materially
1mpa1red . : :

Competltwn from [financial institutions and other financial service provrders may adversely affect our growth and
profitability.

The banking business is highly competitive and we experience competition in each of our markets from
many other financial institutions. We compete with' commercial banks, credit unions, savings and loan associations,
mortgage banking firms, consumer finance companies, securities brokerage firms, insurance companies, money
market funds; and other mutual funds, as well as other super-regional, national and international financial
institutions that operate offices in our primary market areas and elsewhere. We compete with these institutions both
in attracting deposits arid in making loans. This competition has made it more difficult for us to make new loans and
has' occasionally: forced. us to-offer higher deposit rates. Price competition for loans and deposﬁs might result in us
earning less on ouir loans and paying more on our deposits, which reduces net interest income. While we believe we
can and do successfully compete with these other financial institutions in our primary markets, we may face a
competitive disadvantage as a result of our smaller size, smaller resources and smaller lending limits, lack of
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geographic diversification and inability to spread.our marketing ‘costs ‘across a broader market. - Although we
compete by concentrating our marketing efforts in our primary markets with local advertisements, personal contacts,
and greater flexibility and responsxveness in worklng with local customers, we can glve no assurance thlS strategy
will be successful.. T w : S AR ;

Future FDIC assessments may reduce:our-earnings.

On September 29, 2009, the FDIC adopted an Amended Restoration Plan to eénable the Déposit Insurance
Fuind to return to'its minimam reserve ratio of 1.15% over- eight years. Under this plan; the FDIC did not impose a
previously-planned second special assessment (on September 30, 2009, the Bank: paid the first special assessment
which totaled $270 thousand). Also, the plan calls for deposit insurance premiums to increase by 3 basis points

effective January-1, 2011.' *Additionally, to meet bank failure cash flow needs, the FDIC assessed ‘a three year

insurance premium prepayment, which was paid by banks in December 2009 covers the period of January 1, 2010
through December 31,2012. The FDIC estimates that bank fallures will total approximately $100 billion during the
period, but only projects revenues of approximately $60 billion. The shortfall will be met through the collection of
the prepaid premiums, which is estimated to be $45 billion. The:Bank’s prepaid premium totaled $2.3 million and
was paid during the quarter endeéd December 31, 2009, and it is being amortized mionthly over the three year period.
This-prepaid deposit premium is carried on the balance sheet in the other assets category and amounted to $1.6
million at March 31; 2011 “Any addltlonal emergency spe01a1 assessment unposed by the FDIC w111 further reduce
the Company s earnmgs '

o

Fluctuatwns in interest rates cow’d reduce our proﬁtabzltty and affect the value of our assets

Like other financial institutions, we are subject to interest rate risk. Our primary source of income is net
intérest income, which is the difference between interest earned on loans and investments and the interest paid on
deposits and borrowings. We expect that we will periodically experience imbalances in the interest rate sensitivities
of our assets and liabilities and the relationships of various interest rates to each other. Over any defined period of
time, our interest-earning assets may be more sensitive to changes in market interest rates than -our interest-bearing
liabilities; or vice versa. In addition, the individual market interest rates underlying our loan and deposit products
(e.g., prime) may not change to the same degree over a given time period. In any event, if market interest rates
should move contrary to our position, our earnings may be negatively affected. In addition, loan volume and quality
and deposit volume and mix can be affected by market interest rates. Changes in levels of market interest rates
could materially adversely affect our net interest spread, asset quality, origination volume and overall profitability.

During fiscal 2006, short-term market interest rates (which we use as a guide to price our deposits) had
risen from historically low levels, while longer-term market interest rates (which we use as a guide to price our
longer-term-loans) did not: This “flattening” of the market yield curve existed during fiscal 2007 and for part of .
2008 and had a negative impact on‘our interest rate spread-and fiet interest margin as rates on our deposits repriced

-upwards faster than the rates on our longer-term loans and investments. For fiscal years 2007, 2008, 2009, 2010 and

2011, our: interest rate spread was 2.21%, 2.06%, 2.63%, 2.92%, and 3.26% respectively. In addition, the U.S.
Federal Reserve has decreased the federal funds target rate from 5.25% in September 2007 to a rate ‘of 0.25% ‘at
March 31, 2011. However, decreases in interest rates can result in increased prepayments of loans and mortgage-
related securities, as borrowers refinance to reduce their borrowing costs. -Under these circumstances, we are subject
to reinvestment risk as we may have to redeploy such loan or securities proceeds into lower-yielding assets, which
might also negatlvely 1mpact our mcome

We prmmpally manage interest tate risk by thanaging our volume and mix of our earning assets and
funding liabilities. In'a changing interest rate environment, we may not be able to manage this risk effectively. If
we are unable to manage interest rate risk effectively, our business, financial condition and results of operatlons
could be materially harmed.

Changes in the level of interest rates also may negatively affect our ability to originate real estate loans, the

value of our assets and our ability to realize gains from the sale of our assets, all of which ultimately-affect our
earnmgs
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- For.more information on how changes in.interest rates could 1mpact us, see ltem' 7A “'Qu"c‘mtitative and
Qualztatzve Dtsclosures About Market Risk.” e , , . o :
-

Our allowance for loan losses may prove to be msuﬂ“ icient to absorb losses in our loan portfolw. o

Like all financial institutions, we maintain an allowance for loan losses to provide for loans in ‘Gur portfolio
that may not be repaid in their entirety. We believe that our allowance for loan losses is maintained at a level
adequate. to absorb. probable losses inherent.in our loan portfolio as of. the :corresponding balance sheet date.
Howeyver, our allowance for.loan losses may not be sufficient to cover actual loan losses and- future prov1s1ons for
loan losses could matenally adversely affect our. operatmg results. S t

. In evaluating the adequacy of our allowance for loan losses we consider numerous quantitative factors,
including our historical charge-off experience;.growth of our loan portfolio, changes.in the-composition of our loan
portfolio and the volume- of delinquent and criticized loans... In addition, we use information-about specific borrower
situations, mcludlng their financial position-and estimated collateral values,-to estimate the.risk and-amount of loss
for those borrowers. Finally, we also consider many qualitative factors, including general and economic business
conditions, duratron of the current business cycle, quality of underwriting. standards, current general:market
collateral valuations, trends apparent in.loan concentrations, loan:to value:ratios, lenders’ experience, past due and
nonaccrual loans, and other matters, which are by nature more subjective and fluid. Our estimates of the risk of loss
and amount of loss on any loan are complicated by the significant uncertainties surrounding our borrowers’ abilities
to successfully execute their business models through changing economic environments, competitive challenges and
other factors. Because of the degree of uncertainty and susceptibility of these factors to change, our -actual.losses
may vary from our current estimates.

At March 31, 2011 our allowance for loan losses asa percentage of total loans was 0 99% The FDIC and
the, Massachusetts Conmnssloner of Banks periodically: review. our allowance for loan losses and may require us to
increase. our allowance for loan losses by recognizing additional provisions for loan losses charged to expense, or to
decrease our allowance for.loan losses by recognizing-loan charge-offs, net of recoveries.. Any such additional
provisions for loan losses or charge-offs, as: required by these regulatory agencies, could have a matenal adverse
effect on, our financial condltron and results of operatlons - :

We are dependent upon the services of our management team

~ Our future success and proﬁtablhty is substant1a11y dependent upon the management and banklng ab111t1es
of our senior executives. We believe that our future results will also depend in part upon our attracting and retaining
highly skilled and qualified management. We are especially dependent on'a.limited number:of key management
personnel and the loss of our chief executive officer or other senior executive officers could have a material adverse
impact on our operations because other officers may not have the experience and expertise to readily replace these
1nd1v1duals Competition for such,p,ersonnel is intense, and we. cannot assure you that we will be successful in
attracting or retaining such personnel.  Changes in key personnel and their responsibilities may be disruptive to our
business and could have a material adverse effect on our business, financial condition and results of operatlons

Our fatlure to continue to recruzt and retam qualtﬁed loan ongmators could adversely affect our ablltty to
compete successfully and affect our profitability. S : -

Our continued success and future growth depend heavily on our ability to attract and retain highly skilled
and motivated loan originators and. other.banking professionals. We compete. against many institutions with greater
financial resources, both within our industry and in -other industries, to attract these qualified individuals. . Our
fa11ure to recruit and retain adequate talent could reduce our ability to compete successfully and adversely affect our
business and proﬁtablhty : R

We operate in a. hzghly regulated environment and we may be adyersely affected by changes in laws and
regulations. . . , , .

The Bank is subject to regulation, supervision and examination by the Massachusetts Commissioner of
Banks and the FDIC, as insurer of its deposits. Such regulation and supervision govern the activities in which a co-
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operative bank and its holding company may engage and are intended primarily for the protection of the depesit
insurance funds and for the depositors-of Central Co-operative Bank and are not intended to protect the interests of
investors-.in . our -common-‘stock. . Regulatory authorities have extensive discretion in -their::supervisory and
enforcement activities, including the imposition of restrictions on our operations, the classification of our .assets and
determination of the level of our allowance for loan losses. Any.change.in such regulation and oversight; whether in
the form of regulatory policy, regulations, -legislation or supervisory action; may have a material impact on our:
operations. In addition, the Sarbanes-Oxley Act of 2002, and the relatéd riles-and regulations promulgated by the
Securities and Exchange Commission and NASDAQ that are applicable to us,:have iticreased the scope, complexity.
and cost of corporate governance, reporting and disclosure practices, including the costs of completing our audit and
maintaining our internal controls.

We are subject ta security and operatzonal risks relatmg to our use of technology that could damage our
reputation and our business. :

"Security breaches in our Internet banking activities could expose us to possible liability and damage our
reputation. Any compromise of our security also could deter customers from using our internet banking services that
involve the transmission of confidential information. We rely on standard internet security systems to provide the
security: and authentication necessary.to effect secure transmission of data. These precautions may not protect our
systems from compromises or breaches of our security measures that could result in damage to our reputation and
our business. Additionally, we outsource our data processing to third parties. If our third party providers encounter
difficulties or if we have difficulty in communicating with such third parties, it will significantly affect our ab111ty to
adequately process and account for customer transactions, which would significantly affect our business operatlons

We may have Jewer resources than many of our competitors to invest in technologzcal lmprovements

" ‘The financial services mdustxy is undergoing rapid technological changes, w1th frequenf 1ntroduct10ns of
new technology-driven products and services. The effective use of technology increases efficiency and enables
financial-institutions to better serve customers and to reduce costs. Our future success will depend, in.part, upen.our
ability to address the needs of our customers by using technology to provide products and services that will satisfy
customer demands for convenience, as well as to create additional efficiencies in our operations.. Many of our
competitors have substantially greater resources to invest in technological improvements. We may not be able to
effectively implement new technology-driven products and services or be successful in marketing these products
and services to our customers. . '

Our ability to service our debt, pay dividends and otherwise pay our obligations as they come due is substantially
dependent on capital distributions from Central Co-operative Bank, and these distributions are subject to
regulatory limits and other restrictions. 4 .

A substantial source of our income from which we service our debt, pay our obligations and from wh1ch we
can pay dividends is the receipt of dividends from Central Co-operative Bank. The availability of dividends from
Central Co-operative Bank is limited by various statutes and regulations. It is also possible, depending upon the
financial condition of Central Co-operative Bank, and other factors, that the applicable regulatory authorities’could
assert that payment of dividends or other payments is an unsafe or unsound practice. In the event that Central Co-
operative Bank is unable to pay dividends to us, we may not be able to service our debt, pay_our obligations or,pay
dividends on our common stock. The inability to receive dividends from Central Co- operatlve Bank would;
adversely affect our business, financial condition, results of operations and prospects. :

Item 1B. Unresolved Staff Comments

Not applicable.
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Item 2. Properties-

- The Bank owns all its offices, except the Burlington, Malden and Woburn High School branch offices, the
stand-alone ATM,; the loan centers located in Somerville and: the branch and: operations center located. in Medford.
Net book value includes the cost.of land, buildings and improvements as well as leasehold improvemients, net of
depreciation and amortization. ' At March 31, 2011, all of the‘Bank’s offices were in reasonable condition and'met
the: business needs of the Bank. The following table sets forth the location- of the Bank s-offices, as well as certain

1nformat10n relatmg to these ofﬁces as of March 31 2011 - o
- o ° 'NetBook
Year ’ Value at
Office Location - Opened March 31, 2011
S ; - S ST T -(In Thousands)-
Main Office oL e
399 Highland Avenue
Somerville, MA (owned) . . , o 1914 . $ 366
Branch Offices: k . o ' . o
175 Broadway - ' : g ' S C _
Arlington; MA (owned) B . A oo 01982 0 - 105 -
85 WllmmgtonRoad IR L - . - - o g
Burlmgton MA (Ieased) . o ‘ o 1978() = 15
1192 Boylston Street k coo : ‘ ' B o
Chestnut Hill (Brookhne) MA (owned) 1954 250
137 Pleasant Street o R o |
Malden, MA (leased)., S B A 1975 () - 27
846 Main Street , a - : ' ‘ R
Melrose, MA (owned) -+ =~ C - 1994 - o 175 ¢
275 Main Street \ R - | S
Woburn, MA (owned) . , o ‘ 1980 , 433 .
198 Lexington Street - S '
Woburn, MA (owned) 1974 ‘ 164
Woburn High School i : : L
Woburn, MA (leased) -~ - . 2002 (c) 11
Stand-Alone ATM ’
94 Highland Avenue . ‘
Somerville, MA (leased) ‘ : ' ‘ o 2004 (d) ’ -
Loan Center - | |
401 Highland Avenue ) - L , _
Somerv111e MA (leased) ’ , ’ A ., 2002 (e) 170
Operations Center/Branch Office R v _
270 Mystic-Avenue - - R h : ' : :
Medford, MA (leased) S - 2006 (f) T 384

(a) The lease for the Burlington branch expires October 31, 2012 with a five-year renewal optlon

(b) The lease for the Malden branch expires August 31, 2015.

(c) The lease for the Woburn High School branch is for one year, renewable annually on an automatic basis. :

(d) The lease for the stand-alone ATM expires November 30, 2013 with an option to extend for two additional three-year terms.

(e) The lease for the Commercial Loan Center expires May 1, 2015 with two five-year renewal options.

(f) In March 2005, the Bank signed a lease for a combined retail branch and operations center to be located at 270 Mystic
Avenue, Medford. The lease was subsequently renegotiated and the Bank took occupancy in May 2006. The initial rent
under the lease is for $150,000 per year and the initial term is 10 years. There are options to extend the lease by two five-
year terms.

At March 31, 2011 the aggregate net book value of the Bank’s premises and equipment was $2.7 million.
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Item 3. Legal Proceedings

Periodically, there have been various.claims and lawsuits involving the Company, such as claims to enforce
liens, condemnation proceedings on: properties in which we hold security interests, claims involving the making and
servicing of real property loans and other issues incident to our business. We are not party to any pending legal
proceedings that we believe- would have a material adverse effect on our financial condition, results of operations or

cash ﬂows

Item 4. |RenioVed and Reserved]

PARTII

- Item 5. Market for Reg!strant’s Common Egulty and Related Stockholder Matters and Issuer Purchases of
‘ Egmty Securltles

The Compa.ny $ common stock is quoted on ‘the NASDAQ Global MarketSM under the symbol “CEBK.”
At March 31, 2011, there were 1,681,071 shares of the Company’s common stock outstanding and approximately
196 holders of record. The foregoing number of holders does not reflect the number of persons or entities who held
the stock in nominee or “street name” through various brokerage firms. In October 1996, the Company established
a quarterly cash dividend policy and made its first dividend distribution on November 15, 1996. -The Company has
paid cash dividends on a quarterly basis since initiating the dividend program.

-The following tables list the high and low prices for the Company’s common stock ‘during each quarter of
fiscal 2011 and fiscal 2010 as reported by NASDAQ, and the amounts and payable dates of the cash dividends paid
during each quarter of fiscal 2011 and fiscal 2010. The stock quotations constitute interdealer prices without retail
markups, markdowns or commissions and may not necessanly represent actual transactions. '

- Common Stock Prices : - Cash D1v1dends (payable dates)
Fiscal 2011 - High Low Fiscal 2011 Amount
June 30, 2010 $ 11.51 $8.56 May 21,2010 - $0.05
September 30, 2010 14.17 9.80 August 20, 2010 005
December 31, 2010 15.30 1243 November 19, 2010 0.05
March 31,2011 20.00 - 13.50 - February 18, 2011~ ] “0.05
Fiscal 2010 High Low Fiscal 2010 v Amount
June 30, 2009 $ 800 $4.05 May 15,2009 - $0.05 .
September 30, 2009 9.40 - 5.60 . August 21, 2009 -0.05
December 31,2009 = . 10.80 , - 7.96 November 20, 2009 .. 0.05
March 31,2010 . 1009 - 8.11 . February 19, 2010 0.05

The Company did not repurchase any shares of its common stock during the fourth quarter of fiscal year
2011.
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Item 6. Selected Financial Data

The Company has derived the following selected consolidated. financial and other data in part from its
Consohdated F1nanc1al Statements and N otes appearmg elsewhere in thlS Annuall Report on Form lO-K

Balance Sheet

TOLAL ASSELS ve.vrveereeeeeereresererseseeseeseeseessesssesesseesssseesseseeees
TOtAl IOANS ...ceveeeeeeeeeeeee ettt eeeee e sesenesesesenessones .

DEPOSIES ....orvernriirernsrinieines IS SRR

Total bOITOWINGS.....cccevvreererrnrrireerrecre e crecee e neens
Total stockholders equ1ty ...... T

Shares‘outstan‘din.g...7 ..... vt st

Statements of Opel‘at_ibns'

Net interest and dividend INCOME ........vevrvevevererersrerererenes

Provision for loan losses (reduction of provision)........... .

Net gain (loss) from sales and write- downs of
- investment secur1t1es.._.._....,~ ......... B OO
Gam on sales of loans

Total noninterest expenses.............. e e
Net income-(1088)...cuevvurerrririeirrineitsteee e,
Earnings (loss) per common share - diluted ....................

Selected Ratios

Interest rate SPIEAM. ..u.eveeeerveereresesssenssensssasanessnssesessssenns
Net yield on interest-earning assets .........c.coccivereererervenns
Noninterest eXxpenses t0 aVErage assets ........vevererrererenes
Book equity-t0-asSets .......c.ccerererererecnenresrererrnreieneneennenes
Return on average assets eruens
Return on average stockholders’ equity...............c..un......
Dividend payout ratio for common shares.......................
Book value per common share ............ et rte et sarenens
Tangible book value per common share .. ..........ccocoeveurene

At or for the Year Ended March 31

2011

2010

2009

2008 -

2007

(Dollars in Thousands, Except Share and P_el_' Share Data)

$487,625  $542,444
394,217 461,510
25,185 34,368
309,077 © +-339,169
128,692 154,810
47,121 = 45,113
1,681,071 = 1,667,151
$17,382  $17,013
1,100 . 600
136 ©(465)
o251 .. 329
1,671 1,547
15,669 15,146
1,725 1,993
0.68 0.92..-
~ 3.25% 2.92%
350 3.21
3.01 2.73
9.66 8.32
0.33 036
3.74 4.66
29.41 21.74
$ 2226  $2131°
$ 2093  $ 1997
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$575,827
460,670
35.215.
375074

156,938

40,239

1,639,951

$15862
2,125 -

- 9.796)
111,
1,640
15,159
(6,205)
(4.58)

2.63%

2.96
2.73
6.99

1.12)

(16.68)

$ 18.76
$ 17.40

$571,245  $566,140
474942 460,542
52,960 65,763
361, 089;-" 388,573
168173 137,053
38,816 37,702
1,639,951 1,639,951
$13,596  $14,449
(70) 80
. 645, . 581
158 99
1429 1314
13,859. 14,856
1,447 1,020
1.07 0.70
+2.06% . 221%
2.51 2.68
2.49 2.69
679  6.66
026 =7 0.18
376 259
67.29 - 100.00
$2367 ° $ 2299
$ 2231 * $ 21.63



Quarterly Results. of Operations (In.Thousands, Except Per Share Data). "

The following tables summarize the Company’s operating results on a quarterly basis for the years ended
March 31, 2011 and 2010:

2011

First ... -Second : Third ~ Fourth:
Interest and dividend iNCOME........ccceevereereerrerierenne $ 6,845 $ 6,605 $6,187 " $5,668
Interest expense 2,210 2,070 1939 . . _1.704
Net interest and dividend income 4,635 4,535 4,248 3,964
Provision for loan losses............ . , 300 300 Y300 200
Noninterest income........ TR e 578 - 0 291 552 R © 686 -
Noninterest €Xpenses .......o.c.ueie. ‘ . g 3,752 3,927 : 3,825 4,163
:rIncome . before income taxes .. 1,111 - = 599 . - . ¢ 675 287
Income tax ProvisSion .......c..ccceverueeecrermenmeerisseeines 372 198 330 L 46
NEt INCOME.... eremiereeireirereereeceresrensessesssserareseens $ 739 $ 401 $ 345 $ 241
Earnings per common share — basic... e .- $.039 $ 046 ‘$ 013 - $ 006
Eammgs per.common shaIe diluted............ sesessas o $ 037 $.015 ©  $ 012 $§ 005
2010 )
First Second Third Fourth
Interest and dividend inCOME..........ccouuerirunsivinninns $7,188 $7,225 $7,088 $7,037
Interest expense reeeieieeeensieeensadedeeseie X 3,340 - - 3039 ° 2711 - 2435
_ Net interest and dividend income.. e’ 3,848 C 4,186 . . 4,377 - 4,602
Provision for loan 10sses ..........iceeiuz 50 - . 200 R 100 .o 250
NoDINterest iNCOME .uiuiuveeeregitrivenssaensansnssonterane eeeis o 534 <. . 410, - - 379 . .87 .
Noninterest expenses .......... ; oo 3922 3485 . - 3.983 - 3,756
Income before income taxes.............. .. .. 410 - 911 673 . 683
Income tax prov1s1on (beneﬁt) 112 307 307, (42)
" Netincome ©...eevreereenieeene $ 298 $ 604 $ 366 $ 725
Eammgs per common share — basic... $ 010 0.31 0.15 $ 039 °
$ 010 0.31 0.14 $ 037

Earmngs per common sha:e d11uted...
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations-
General

The operations of the Company and its subsidiary, the Bank, are generally influenced by overall economic
conditions, the related monetary and fiscal policies of the federal government and the regulatory policies of financial
institution regulatory authorities, including the Massachusetts Commissioner of Banks, the Federal Reserve Board
and the FDIC.

" The Bank monitors its exposure to earnings’ fluctuations resulting from market interest rate changes.
Historically, the Bank’s earnings have been vulnerable to changing interest rates due to differences in the terms to
maturity or repricing of its assets and liabilities. For example in a rising interest rate environment, the Bank’s net
interest ‘income and net income could: ‘be negatively affected as interest-sensitive liabilities (deposits . and
borrowings) could adjust more quickly to rising interest rates than the Bank’s interest-sensitive- assets (loans and
investments).

The following is a discussion and analysis of the Company’s results of operations for the last two fiscal
years and its financial condition at the end of fiscal years 2011 and 2010. 'Management’s discussion and analysis of
financial condition and results of operations should be read in conjunction with the consolidated financial statements
and accompanymg notes included in this Annual Report on Form 10-K.

Appllcatlon of Critical Accountmg Policies

Management s discussion and. analy51s of the Company s financial condition and results of operatlons are
based on the consolidated financial statements which are prepared in accordance with accounting principles
generally accepted in the United States of America. - The preparation of such financial sstatements -requires
management to make estimates and assumptions that affect the reported amounts of assets, liabilities; revenues and
expenses and related disclosure of contingent assets and liabilities. On an-ongoing basis, management evaluates its
estimates, including those related to the allowance for loan losses, fair value of investments and other-than-
temporary impairment, income taxes, impairment of goodwill, valuation of other real estate owned and valuation of
stock options under ASC 718 Compensation — Stock Compensation and other equity based instruments.. Accountmg
policies involving significant judgments and assumptions by management, which have, or, could have a material
impact on the carrying value of certain assets and impact income, are considered critical accounting pohcles The
company considers the allowance for loan losses, loans, fair value of other real estate owned, fair value of
investments and other-than-temporary impairment, income taxes, accounting for goodwill and impairment, .and
stock-based compensation to be its critical accounting policies. There have been no significant changes in the
methods or assumptions used in the accounting policies that require material estimates and assumptions. Actual
results could differ from the amount derived from management’s estimates and assumptions under different
assumptions or conditions.

Allowance for Loan Losses. The allowance for loan losses is maintained at a level determined to be
adequate by management to absorb probable losses based on an evaluation of known and inherent risks in the
portfolio. This allowance is increased by provisions charged to operating expense and by recoveries on loans
previously charged-off, and reduced by charge-offs on loans or reductions in the provision credited to operating
expense.

The Bank provides for loan losses in order to maintain the allowance for loan losses at a level that
management estimates is adequate to absorb probable losses based on an evaluation of known and inherent risks in
the portfolio. In determining the appropriate level of the allowance for loan losses, management considers past and
anticipated loss experience, evaluations of underlying collateral, financial condition of the borrower, prevailing
economic conditions, the nature and volume of the loan portfolio and the levels of non-performing and other
classified loans. The amount of the allowance is based on estimates and ultimate losses may vary from such
estimates. Management assesses the allowance for loan losses on a quarterly basis and provides for loan losses
monthly when appropriate to maintain the adequacy of the allowance.

36



Regarding impaired loans, the Bank individually evaluates each loan and documents what management
believes to be an appropriate reserve level in accordance with ASC 310. ‘If management does not believe that any
separate reserve for such loan is deemed necessary at the evaluation date in accordance with ASC 310, that loan
would continue to .be evaluated separately and will not be returned to be included. in the general ASC 450
Contingencies (“ASC 450”) formula based reserve calculation. In evaluating impaired loans, all related
management discounts of appraised values, selling and. resolution costs -are taken into consideration in determining
the level of reserves required when appropnate

The methodology employed in calculatmg the allowance for loan losses is portfoho segmentatlon For the
commercial real estate (“CRE”) portfolio, this is further refined through stratification within each segment based on
loan-to-value (LTV) ratios. The CRE portfolio is further segmented by type of properties securing those loans. This
approach allows the Bank to take into consideration the fact that the various sectors of the real estate market change
value at differing rates and thereby present different risk levels. CRE loans are segmented into the following
categories:

-Apartments

Offices

Retail
" Mixed Use

' Industnal/Other

Monthly, CRE loans are segmented us1ng the above collateral-types and three LTV ratio categories: <40%,
40% 60%, and >60%. While these ranges’ are -subjective, management feels that each category represents a
significantly -different degree of risk from the other. CRE loans carrying . higher LTV’ ratios are assigned
incrementally higher ASC 450 reserve rates. Annually, for the CRE portfolio, management adjusts the appraised
values which are used to calculate LTV ratios in our allowance for loan losses calculation. The data is provided by
an independent appraiser and it indicates annual changes in value for each property type in the Bank’s market area
for. the last ten years. Management then adjusts the appraised or most recent appraised values based on the year the
appraisal was made. - These. adjustments are: believed to be appropriate based on the Bank’s own experience with
collateral values in its market area in recent years. Based on the Company’s allowance for loan loss methodology
with respect to CRE, unfavorable trends in the value of real estate will increase the level of the Company s ASC 450
allowance for loan losses. : , r :

-In developing' ASC 450 reserve levels, recent regulatory guidance focuses on the Bank’s charge-off history
as a starting point. The Bank’s charge-off history. in recent years has been minimal; therefore, management
continues to utilize more conservative historical loss ratios which are believed to be appropriate. Those ratios are
then adjusted based on: trends in delinquent and impaired loans, trends in charge-offs and recoveries,: trends in
underwriting practices, experience of loan staff, national and. local economic trends, industry conditions, and
changes in credit concentrations. There is a concentration in CRE loans, but the concentration is decreasing.
Management’s efforts to reduce the levels of commercial real estate and construction loans are reflected in changes
in the. Bank’s commercial real estate concenfration ratio,- which is: calculated as total non-owner. occupied
commercial real estate and construction loans divided by the Bank’s risk-based capital. At March 31, 2011, ‘the
commercial real estate concentration ratio was 330%, compared to a-ratio of 466% at March 31, 2010, and 600% at
March 31, 2009.

Residential loans, home equity. loans-and consumer loans, other than TDRs and loans in the process of
foreclosure or repossession, are collectively evaluated for-impairment: . Factors considered in determining. the
appropriate ASC 450 reserve levels .are trends. in delinquent and impaired loans, changes in the value of collateral,
trends .in charge-offs. and recoveries, trends in underwriting practices, experience. of loan staff, national and local
economic, trends, industry conditions, and changes in credit concentrations. TDRs and loans that are in the process
of foreclosure or repossess1on are evaluated under ASC310. , :

_C_omme__rcral and Industnal and cons_tructton loans that are not impaired are evaluated under ASC 450 and

factors considered in deterinining the appropriate reserve levels: include. trends in delinquent.and impaired loans,
changes in the value of collateral, trends, in charge-offs and recoveries, trends in underwriting practices, experience
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of loan staff, national and local economic trends, industry conditions, and changes in credit concentratlons Those
loans that are individually rev1ewed for 1mpa1rment are evaluated according to: ASC 310.

Although management’uses avallable 1nfonnat1on to-establish the appropnate level -of the allowance for
loan losses, future additions or reductions to the allowance may be necessary based on estimates that are susceptible
to change as a result of changes in loan composition or  volume, changes in economic ‘market. area. conditions or
other factors. As a result, our allowance for loan losses may not be sufficient to cover dctual loan losses, and future
provisions for loan losses could materially adversely affect the Company’s operating results. In addition, various
regulatory agencies, as an integral part of their examination process, periodically review the Company’s allowance

- for loan losses.- Such agencies may require the Company to recognize adjustments to the allowance based on:their
judgments about-information available to them at the time of their examination. . Management currently believes that
there are adequate reserves and collateral secunng non—perforrmng loans to cover losses that may result from these
loans-at March 31, 2011. . :

Loans. Loans that management has the intent and ability to hold for the foreseeable future are reported at
the principal amount outstanding, adjusted by unamortized discounts, premiums, and net deferred loan onglnatlon
costs and fees.

" Loans classified as held for sale are stated at the lower of aggregate cost or fair value.” Fair value is
estimated based on outstanding investor commitments. Net unrealized losses, if any, are provided for in a valuation
allowance by charges to operations. The Company enters into forward commitments (generally on a best efforts
delivery basis) to sell loans held for sale in order to reduce:market risk associated with the erigination of such loans.
Loans held for sale are sold ‘on a servicing released basis. As of March 31, 2011 loans held for sale totaled $0
compared to $392 thousand at March 31, 2010 and, at that date, the aggregate cost of loans held for sale
approxrrnated falr value. Do . : .

: Mortgage loan commitments that relate to the origination of a mortgage that will be held for sale upon funding
are considered derivative instruments. Loan commitments that are derivatives are‘recognized at fair value on the
consolidated- balance -sheet inother assets and other liabilities- w1th changes in therr fair values recorded in
noninterest income. . : e E . L0

The Company carefully evaluates all loan sales agreements to determine whether they meet the definition of a
derivative as facts and circumstances may differ significantly. If agreements qualify, to protect against the price risk
inherent ir. derivative loan commitments, the Company generally uses “best efforts” forward loan sale commitments
to mitigate the risk of potential decreases in the values-of loans that would result from the exercise of the derivative
loan commitments. Mandatory delivery contracts are accounted for as derivative instruments.-Accordingly, forward
loan sale commitments are recognized at fair value on the: consolidated balance sheet in other assets and liabilities
with changes in thelr fair values recorded in other nonmterest 1ncome SRR - :

Loan originatlon fees, net ‘of -'certain direct loan=-origination costs, are deferred and are amortized into
interest income -over the contractual loan term' using the- level-yield method. At March 31, 2011 and 2010, net
deferred loan fees of $23 thousand:and net deferred loan costs of $88 thousand, respectlvely, were 1ncluded with the
related loan balances for financial presentation purposes. ° : o

Interest income on loans is recognized on an accrual basis using the simple interest method only if deemed
collectible. Loans on which the accrual of -interest has ‘been discontinued are designated as nonaccrual loans.
Accrual of interest on loans and amortization of*riet ‘deferred loan fees or -costs are discontinued either when
reasonable doubt -exists as to the full and: timely- collection of interest or ‘principal, or when a loan ‘becomes
contractually past due 90 days ‘with respect to intetest or-principal. Thé accrual on some: loans, however, ‘may
continue even though they are more than 90 days-past due: if managerment deems it appropriate, provided that-the
loans are well secured and in the process of collection. When a-loan is'placed on nonaccrual status; all interest
previously accrued but not collected is reversed against current period interest income. Interest accruals are resumed
on such loans only when they are brought fully current with respect to intérest and principal and when, in the
judgment of management the loans are estimated to be fully collectible as to both principal and 1nterest “The Bank
records interest income on nonaccrual and impaired loans'on the cash basis of accounting.: ’ o
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Loans are classified as impaired when it is ‘probable that the Bank will not be able to collect all amounts
due in accordance with the contractual terms of the loan agreement. Impaired loans, except those loans that are
accounted for at fair value-or at lower of cost or fair value such as loans held for sale, are accounted for at the
present value of the expected future:cash flows discounted.at the loan’s effective interest rate or as a practical
expedient in the case of collateral dependent loans, the lower of the fair value of the collateral less selling and other
costs, or the recorded amount.of the loan. In.evaluating: collateral values for impaired loans, management obtains
new .appraisals or-opinions of value: when-deemed necessary and may discount those appraisals depending on. the
likelihood of foreclosure, generally by 20 percent to 30 percent. Other factors considered by management when
discounting- appraisals-are the age-of the appraisal, availability of comparable properties, geographic considerations,
and property, type. Management considers the payment status, net worth and earnings potential of the borrower, and
the value and cash flow of the collateral as factors to determine if a loan will be paid in accordance with its
contractual terms. Management does not set any minimum delay of payments as a factor in reviewing for
impairment classification. - ‘For all loans, -charge-offs -occur when management believes that the collectibility of a
portion or all of the loan’s principal balance is remote. Management considers nonaccrual loans, except for certain
nonaccrual residential and consumer loans, to be impaired. However, all troubled debt restructurings (“TDRs”) are
considered. to be impaired. A TDR occurs when the Bank grants a concession to a borrower with financial
difficulties that it would not otherwise consider. The majority. of TDRs involve a modification in loan terms such as
a temporary reduction in the interest rate or a temporary period of interest only, and escrow (if required). TDRs are
accounted for as set forth.in ASC- 310 Receivables (“ASC-310”). A TDR is typically on non-accrual until the
borrower successfully performs under the new.terms for at least six. consecutive months. However, a TDR may be
kept on accrual immediately following the restructuring in those instances where a borrower’s payments are current
prior to the modification and management determines that prmc1pal and interest under the new terms are fully.
collectible. R : ;

Ex1stmg performmg loan customers. who request a loan (non-TDR) modlﬁcatlon and -who meet the Bank’
underwntmg standards may, usually for a fee, modify their original loan terms to terms currently offered. The
modified terms of these loans are similar to the terms offered to new customers with similar credit, income, and
collateral. Each modification is-examined on a loan-by-loan basis and if the modification of terms represents more
than: a- minor: change to the loan, then the unamortized balance of the pre-modification deferred fees or costs
associated with the mortgage loan are recognized in interest income at the time of the meodification. If the
modification of terms does not represent more-than a minor change to the loan, then the unamortized balance of the
pre-modification-deferred fees or costs continue to be deferred and amortized over the remaining life of the loan.-.

s Income Taxes. Deferred tax assets and liabilities "are recognized for the future tax consequences
attributable to differences between the accounting basis ‘and the.tax basis of the Bank’s assets and liabilities.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which these temporary differences are expected to be realized or settled.  The Bank’s deferred tax asset is
reviewed periodically and adjustments to such asset are recognized as deferred income tax expense or benefit based
on management S ]udgments relatmg to the rea11zab111ty of such an asset.

: » Accountmg for Goodwzlt and Impazrment ASC 350 Intangibles — Goodwﬂl and Other, (“ASC 350”)
addresses the method of identifying and-measuring -goodwill -and.other intangible assets having indefinite lives
acquired in a business combination, eliminates further amortization of goodwill and requires periodic impairment
evaluations of geodwill using .a-fair value methodology prescribed in ASC-350. In accordance with ASC 350, the
Company does not-amortize. the. goodwﬂl balance of $2.2- million and the Company consists of a single reportmg
unit. Impairment testing is required. at least’ annually. of ~more frequently as a result of an event or change in
c-ircumstances {e.g.;Tecurring operating losses by the acquired entity) that would indicate an impairment adjustment
may be necessary:: The Company. adepted December 31: as its assessment date. Annual impairment testing was
performed ‘during each.year and in each. analysis; it ‘was determined that'an impairment charge was not required.
The most recent testingiwas performed as of December 31, 2010 utilizing -average earnings and average book and
tangible book multiples of sales transactions of banks considered to be- comparable to the Company, and
management determined that no impairment existed at that date. Management utilized 2010 sales transaction data of
financial institutions.in the New England area of similar size, credit quality, net income, and return on average assets
levels and management feels that the overall assumptions utilized in the testing process were reasonable.. During the
December 31, 2010 impairment testing, management also.considered utilizing market capitalization, but ultimately
concluded that it was not an appropriate measure-of-the Company’s value due to the overall depressed valuations in
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the financial sector and the significance of the Company’s insider ownership-and the lack of volume in trading in the
Company’s shares of common stock. Management also does xot believe that this measure generally reflects the
premium that a buyer would. typically pay for:a controllinginterest.- No ‘events have occurred during the three
months ended March 31,2011 which 1nd1cate that the 1mpa1rment test. would need to be re—performed

Fatr Value of Other Real Estate Owned OREO is recorded at the lower of book value, or faxr value less
estimated selling costs. - Property insurancé is obtained for each parcel, and each property is properly maintained and
secured during the holding period. - Property' management vendors: may be utilized in those instances when -a direct
sale does not seem probable during a reasonable period of time; or if the property requires additional oversight. It is
the Company’s policy and strategy to sell:all OREO as soon as possrble consrstent w1th maxmuzmg value and retum
to the Company - - : oo :

. -Investments; Debt securities that management has'the positive intent and ability to hold to maturity ‘are
classified as held-to-maturity and reported at cost, adjusted for amortization of prémiums and accretion of discounts,
both computed by a method that approximates the effective yield method. Debt and equity securities that are bought
and held principally for the purpose of selling them in-the near term are classified as trading and reported at fair
value, with unrealized gains and losses included in earnings. Debt and equity securities not classified as either held-
to-maturity or trading are classified as available for sale and reported at fair valug,-with unrealized gains and losses
determined by management to be temporary excluded from earnings and reported as a separate component of
stockholders’ equity and comprehensive incOme. At March 31,2011 and 2010, all ‘of the Bank’s investment
secuntres were class1ﬁed as avatlable for sale : T : B AR R RIS

Gains and losses on sales of securities are recognlzed when reahzed w1th the cost basrs of investments sold
determined on a specific-identification basis. Premiums and discounts on investment and mortgage-backed securities
are amortized or accreted to.interest income over the actual or expected lives of ‘the secuntles using the level yreld
method. . ' : S : :

If a decline in fair. value below the amortized cost basis of an investment is judged to be -other-than-
temporary, the cost basis of the investment is written down to fair.value 4s a new cost basis and the amount of the
write-down is included in the results of operations. For‘debt securities, when the Bank does not intend to sell the
security, and it is more-likely-than-not that the Bank will not have to-sell the security before recovery of its cost
basis, it will recognize the credit component of an other-than-temporary. impairment loss in earnings, and the
remaining portion in other comprehensive income. The credit loss component recognized in earnings is identified as
the amount of principal cash flows not expected to be received over the remaining term of the secunty as: est1mated
based on the cash flows projéctions d1scounted at the apphcable ongmal y1e1d of the secunty ‘ -

Stock-Based Compensatwn The Company accounts for stock based compensatlon pursuant to ASC 718
Compensation-Stock Compensatiori (“ASC 718”). The Company uses the Black-Scholes option’pricing model as its
method for determining fair value of stock option grants. The Company has previously adopted two qualified stock
option plans for the benefit of officers and other employees under which an aggregate of 281,500 shares have been
reserved for issuance. One of these plans expired in 1997 and the other plan explred in 2009 Awards outstandmg
at the tlme the plans explre W1ll contmue to remain outstandlng accordlng to their: terms o : :

On July 31, 2006, the Company s stockholders approved the Central Bancorp, Inc: 2006 Long-Term
Incentive Plan (the “Incentive Plan”). Under the Incentive Plan; 150;000 shares hiave been reserved for i issuance as
options to purchase stock, restricted stock, or other stock awards, however, a maximum of 100,000 restrictéd shares
may be granted under the plan. The exercise price of an option'may not be:less than the fair market value -of the
Company’s common stock on the date of grant of the option 4nd may-not bé exeicisable more than-ten years after
the date of grant. However, awards may become available again:if participants forfeit awards under. the plan prior to
its expiration. As of March 31, 2011, 49,880 shares remained: avarlable for isste under the Incentrve Plan, of Wthh
9,880 were available to be issued in the form of stock’ grants ; -

Forfertures of awards granted under the Incentive Plan are estlmated at the time of- grant and revrsed if
necessary, in subsequent periods if actual forfeitures differ from: those estimates in order to'derive the Company’s
best estimate of awards ultimately expected to vest. Forfeitures represent only the-unvested portion of a surrendered
option and are typically estimated based on historical experience.  Based on an analysis of the Company’s historical
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data, the Company applied a forfeiture rate of 0% to stock options outstanding in determining stock compensatlon
expense for each of the years ended March 31, 2011 and 2010 :

Troubled Asset Rehef Program Capltal Purchase: Program u

- On December S5, 2008 the Company sold $10 0 m11hon in preferred shares to the U S: Department of
Treasury as a participant in-the federal government’s Troubled Asset Relief Program (“TARP”):Capital Purchase
Program. - This represented approximately:2.6% of the Company’s risk-weighted:assets as of September30,.2008:
The TARP Capital Purchase Program-is-a ‘voluntary. program for healthy’ U.S. financial institutions-designed to
encourage these institutions to build capital to increase the:flow of financing to:U.S. businesses and consumers and
to support-the weakened U.S.. economy: In connection ‘with the investment; the Company entered into -a Letter
Agreement. and: related ‘Securities: Purchase Agreement with the U.S. Treasury pursuant to--whi¢h the Company
issued.(i) 10,000 shares of Fixed Rate Cumulative Perpetual Preferred-Stock; Series A, liquidation preference $1,000
per share (the “Series. A Preferred Stock™)-and (ii) .a:warrant (the-*“Warrant”)-to purchase 234,742 shares of the
Company’s common stock for-an aggregaté purchase:price of $10.0:million in cash. The warrant termis 10 years
and it is immediately -exercisable, in:-whole-or in- part, at an exercise-price of $6.39 .per share. - With the ‘U:S.
Treasury’s $10.0. million investment in'the Company, the Company and the:Bank met all regulatory requirements to
be.considered well:capitalized under the federal prompt corrective action regulations as of March 31, 2011. For
more information on the Series A Preferred Stock and Warrant issued to the U.S. Treasury in-connection. with the
TARP Capital Purchase Program, see Note 14 to the Company’s Consolidated Financial Statements included in this
Annual Report.

Results of Operations

Overview. Net income available to common shareholders for the year ended March 31, 2011 was $1.1
million, or $0.68 per diluted share, as compared to net income available to common shareholders of $1.4 million, or
$0.92 per diluted share, during the year ended March 31, 2010. Items primarily affecting the Company’s earnings
for the year ended March 31, 2011 when compared to the year ended March 31, 2010 were increases in the
provision of loan losses of $500 thousand and noninterest expenses of $523 thousand, offset by a $3.6
milliondecrease in the cost of interest-bearing liabilities. Noninterest expense increased primarily due to increases
in salaries and benefits of $1.2 million and professional fees of $149 thousand, partially offset by decreases in FDIC
deposit insurance expense of $590 thousand, foreclosure and collection expenses of $244 thousand and occupancy
and equipment of $47 thousand. Additionally, for the years ended March 31, 2011 and 2010, net income available
to common shareholders was reduced by $620 thousand and $613 thousand, respectively, as a result of dividends
and accretion allocated to preferred shareholders related to the Company’s December 2008 sale of $10.0 million of
preferred stock and warrant to purchase common stock to the U.S. Treasury Department as a participant in the
federal govemment s TARP Capital Purchase Program.

Net interest and dividend income increased by $369 thousand during fiscal 2011 as compared to fiscal 2010
primarily due to a 62 basis point decrease in the average rates paid on deposits, partially offset by a 29 basis
decrease on the yield on interest-earning assets.

The provision for loan losses increased by $500 thousand during fiscal 2011 as compared to fiscal 2010.
The increase was primarily associated with additional provisions required for certain customer relationships in fiscal
2011.

Noninterest income increased by $647 thousand to $2.1 million for the year ended March 31, 2011 when
compared to fiscal 2010 primarily due to net gains on the sales of investment securities, which totaled $136
thousand for fiscal 2011 compared to net losses on the sales of investment securities of $465 thousand for fiscal
2010.

Noninterest expenses increased by $523 thousand during fiscal 2011 when compared to fiscal 2010
primarily due to increases in salaries and benefits expenses of $1.2 million offset by a $590 thousand decrease in
deposit insurance premium expense and decreases in foreclosure and collection, advertising and marketing,
professional fees, and occupancy and equipment expenses.
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. The Company recognized income tax expense of $946 thousand durmg ﬁscal 2011 compared to $685
thousand in fiscal 2010. S . S L

Net Interest Rate Spread and Net Interest Margin. The Company’s:aiid the Bank’s operating results -are
significantly affected by the net interest rate spread, which is the difference between the yield on loans and
investments-and-the interest cost of deposits and botrowings. The net interest rate ‘spread is affected:by economic
conditions and market factors that influence interest rates; loan demand and deposit flows. ‘The net interest margin
reflects the relationship of net interest income to interest earning assets.and-it is calculated by dividing net interest
income before the provision .for' loan losses by -average interest -earning assets. The net interest spread and . net
interest margin improved from 2.92% and 3.21%, respectively, for the fiscal year ended March 31, 2010 to 3.25%
and: 3.50%, respectively;: for. the: fiscal year ended March 31, 2011 due-to several factors. -~ The cost-of funds
decreaséd by 63 basispoints during. fiscal 2011 mainly due to decreases -in the average rates paid: on-deposits
resulting from comprehensive liability management :as some-maturing certificates of deposit were either not renewed
or were replaced: with lower cost deposits or FHLB borrowings..- During the fiscal year ended March-31, 2011, the
yield on interest-earning assets: declined by 29 basis points primarily due to-a 26 basis point reduction: in. interest
income ‘on mortgage loans. Contributing to the reduced yield on mortgage loans were decreases in commercial real
estate and: construction loans:as manageément refocused its lending emphasis in the current.market environment in.an
effort to reduce risk and increase regulatory capital ratios in: accordance with the Company ] busmess plan and a
general declme in the market interest rates on: loans .
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The following table presents average balances, interest income and expense and yields earned or rates paid
on 1nterest—earn1ng assets and interest-bearing 11ab111t1es for the years mdlcated For purposes of the following table
average loans 1nclude nonperforrmng loans _

'Years Ended March 31',',.'

2011 - o 2010
Average Average
Average ..~ »__  _ Yield/ Average Yield/
Balance - : ‘Interest Cost Balance _Interest Cost
S - .70 (Dollars in Thousands)
Assets: - o
Interest-earning assets: ' o
Mortgage 1oans ........cocvuvieesnieniernsnenenes $425,720 $23,707 5.57% $458,214 $26,694 5.83%
B T ; 4112 .. 226 . 550  __ 5560 30 . 576
- TOAL 10A0S wovseoereveressesresseenrion . 429,832 23933 . 557 | 463774 _27014 = 582
. “'Short-term inVeStments::..................... no- . 27506, ¢ 71 .026 .. 20,504 .50 .. .0.24
- Investment SECUNILIES ....ivveerererereereeesnne 30,235 1,295 428 . . 36,667 1473 - -4.02
" Federal Home Loan Bank Stock 8.518" 6" 007 - - . 8518 " - = e
Total inVEStMENLS. ........usereversescresecerine - 66259 - 1372 . 207 65689 _ 1523~ 2.32
“Total interest-earningsassets.............. 496,091 25 305~ . -5.10 529,463 °_28.537 -~ 5.39
Allowance for 1oan 10SSeS.................... (3,527) o ‘ C(2962)
Noninterest-earning assets..........ceceeveuenee _ 27.945 __28.537
Total assets .......ccurvees R ... $520,509. - - $555,038
Liabilities and Stockholders’ Eqmty
_Interest-bearing liabilities: = _ L ) ) o . .
. DEPOSILS il .. ..:$288,696 2,399 1 .:0.83 - - $308,830 4,468 1.45
Other borrowings.........coceverenvenvecncncnene. 11,341 558 492 11,892 578 4.86
:Advances from FHLB of Boston.......... - 129616 - _4966° =~ 3:83 - - _146.210 6478 4.43
Total mterest-bearmg liabilities........... 429,653 7923 @ 184 . 466,932 11,524 2.47
Noninterest-bearing’ deposns .................. SR 7 S 2
Other liabilities .......ccouummnlsrrrrrnnns e 1911 Y3056
‘Total liabilities............ i 474,098 0 T 512,235
Stockholders’ equity ....... Lo 46411 T 0 42,803
“Total 11ab111t1es and stockholders” © 1 A S S
COQUILY it $520,509 7 0 e $555.038 :
Netinterest and dividend income ......... © ~  ~ $17382 ~ - = $17.013 o
Tnterest rate SPread:..........c.....eveneis- el ST 308 T 2.92%
Net yleld on interest-earning assets ....... Lo ' 350% 0 T 321%
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Rate/Volume Analys:s The effect on net 1nterest 1ncome of changes in 1nterest rates and changes in the
amounts of interest-earning assets and 1nterest-bear1ng liabilities is shown in the followmg table. Information is
provided on changes for the fiscal years indicated attributable to changes in interest rates and changes in volume.
Changes due to combined changes in interest rates and volume are allocated between changes in rate and changes in
volume proportlonally to the change duie to volume and the change due torate.

2011 vs. 2010 - .. 2010 vs. 2009
v Changes dueto .:: Changes due to
Incréase (decrease) in: Increase (decrease) in:
" Volume Rate Total Volume Rate .. Total
(In Thousands) .
Interest income: o e S EG
Mortgage 16ans ............. R C$(1,834) - - $(1,153) $(2,987) "$-136 - $ (583) $ (447)
Other 10ans........icoceeivererereresieiiensanssessenes . (80) -: . - a4 - . _(94) - - _(73) - (40 {213)
Total income from loans ............ccuuue... ca(1,913) T (1,167~ (3,081). @D (623) - (660)
Short-term investments ..........o.cccveeveenenen. 17 » 4: . 21 . 26) (74):-+ . (100)
Investment SECUTItiEs......cooveisrnrcmrunsensrenns C (269)., 91 5 (178) e (10) .- (984).: (994)
Federal Home Loan Bank Stock e 6. 6 i -
.. Total i 1ncome from investments.............. . (252) . w1000 0o (151 (36) .. (1,058) . (1,094)
‘Total interest and dividend income...... (2165 7 _(1.066) . .. (3232) (13) L _(168) (1754
Interest expense: : T s ‘ o
Deposits .....oeererreceenenes eeeeene ereeeanes (285) 1,783y -~ =-(2,069) (170) - (2,346) - ' (2,516)
Other borrowings — including short-term
advances from FHLB...........cccceverrrrrnne. (689) (823) (1,512); =, 57 o13) - S(98) 1)
Long-term advance — FHLB of Boston 27 7 (20) (41) 237 . - _.(278)
Total interest eXpense .....o..iivvivveeeerenn. ©oa(1,001) w0 _(2,599) 0 (3.601) | _(224) (2.681) 2.905
Net interest and dividend-income............. S$aaed L8 1,533} ,' . $ 369 $151 - $1.000

Interest and Dmdend Income. Interest and d1v1dend income decreased by $3 2 rmlhon or 11. 3%, to
$25.3 million for the year ended March 31, 2011 compared to.$28.5 million for the year ended March 31, 2010
primarily due to decreases in the average balances of loans and investments, as well as a decrease in- the average
yield on loans. The average balance of commercial real estate and construction loans decreased as management
continued to shift its focus from those loan types in order to dectease risk and to increase cap1ta1 ratios.in accordance
with the Company’s business plan. The average balance of residential loans decreased due to hlgher than expected
residential loan payoffs. The average balance of mvestment securities decreased as maturities and prm01pa1
repayments ‘were used to fund deposit withdrawals and repayment of borrowings. The yield on short-term
investments was 0.26% during the year ‘ended March 31, 2011 as compared to 0.24% for the year ended March 31
2010 as the average yields on these investments are closely tied to the federal funds target rate, which averaged
approximately 0.25% during the years ended March 31, 2011 and 2010.

Interest Expense. Interest expense decreased by $3.6 million, or 31.2%, to $7.9 million for the year ended
March 31, 2011 compared to $11.5 million for the year ended March 31, 2010. The cost of deposits decreased by 62
basis points from 1.45% during the year ended March 31, 2010 to 0.83% during the year ended March 31, 2011, as
some high-cost certificates of deposit were replaced by lower-costing deposits. The average balance of certificates
of deposit totaled $149.8 million during the year ended March 31, 2010, compared to $126.3 million for the year
ended March 31, 2011, a decline of $23.5 million. The average balance of lower-costing non-maturing deposits
increased by $3.6 million to $204.9 million for the year ended March 31, 2011, as compared to an average balance
of $201.3 million for the year ended March 31, 2010. The average balance of FHLB of Boston borrowings
decreased by $16.6 million, from $146.2 million during the year ended March 31, 2010 to $129.6 million during the
year ended March 31, 2011. The average cost of FHLB of Boston borrowings declined as management did not
replace maturing, relatively high-rate advances during the year ended March 31, 2011. The average cost of other
borrowings increased as a portion of these borrowings are adjustable and the average rate paid during the year ended
March 31, 2011 was 4.92%, compared to an average rate of 4.86% during the year ended March 31, 2010.



Provzswn for Loan Losses.

Provzswn for Loan Losses The Company provides for loan losses in order to malntam the allowance for
loan losses at a level that management estimates is adequate to absorb probable losses based on.an evaluation of
known and inherent risks in the portfolio. In determining the appropriate level of the allowance for loan losses,
management considers past and anticipated loss experience, evaluations of underlying collateral, financial condition
of the borrower, prevailing economic conditions, the nature and volume of the loan: portfolio and the levels of non-
performing and other classified loans. The amount of the allowance is based on estimates and ultimate losses.may
vary from such estimates. Management assesses the allowance for loan losses on-a quarterly basis and provides for
loan losses monthly when appropriate to maintain the adequacy of the allowance. The Company uses a process of
porifolio segmentation to calculate the appropriate allowance level at the end of each quarter. -Periodically, the
Company. evaluates the allocations ‘used in-these ‘calculations. During the years ended March 31, 2011 and 2010,
management performed a: thorough analysis of the loan portfolio as well as:the required allowance allocations for
loans considered-impaired under ASC 310 -and the allocation percentages used when calculating potential losses
under ASC 450. During the year ended March 31, 2011, management increased the ASC 450 loss factors related to
trends: in- delinquent and inipaired loans for residential condominium and. commercial real estate loans,. increased
loss factors related to national and local economic conditions for commeicial real estate loans, and increased the loss
factors related to changes in collateral values for residential loans. As a result of the aforementioned ASC 450
factor changes the impact to the allowance for loan losses were increases in ASC 450 reserves of $57 thousand for
resldenual and residential: condominium loans and. $48 thousand for CRE loans. - -

' 17 R

Nonperformmg loans totaled '$9.6 mllhon as compared to $6 2 rmlhon on March 31 2010 Of the eighteen
loans constituting this category at March 31, 2011, all are secured by real estate collateral that is predominantly
located in the Bank’s market area. Seventeen. of these real-estate.secured loans have an active-plan for resolution in
place from either the sale of the real estate directly by the-borrower, through foreclosure or repossession, or through
loan ‘workout efforts. The borrower ‘for the other nonperforming real estate secured loan has entered into-a

" bankruptcy court approved resolution program with thie-ongoing net cash flow generated from apartment rents from

the property collateral being paid to the Bank. While bankruptcy filings have extended the time required to resolve
soine nonperforrmng loans; management contmues to work with borrowers to resolve these situations as soon as
possible: S : . : .

' - Noninterest Income Nomnterest income 1ncreased by $647 thousand from $1 4 nulhon for the year ended
March 31, 2010 to $2.1 million for the year ended March 31, 2011. The increase of $647 thousand was primarily
due to net gains on the sales and write-downs of investment securities which totaled $136 thousand for the year
ended March 31, 2011 compared to net.losses.of $465 during the prior year, a $67 thousand increase in other income
and a $44 thousand increase in brokerage income to $181 thousand as compared to $137 thousand at March 31,

2011. The aforementloned $67 thousand increase in other income was primarily the result of the change in net gain
on sale of foreclosed property, which totaléd $2 thousand for fiscal 2011, compared to a net loss of $62 thousand for
fiscal 2010. ‘These i 1ncreases were partially offset by a $78 thousand decrease in gains on sale of loans. Income on
bank-owned life insurance pohc1es totaled $300 thousand during the year ended March 31, 2010 compared to $295
thousand durmg the year ended March 31 201 1 ‘ .

Nonmterest Expenses Nomnterest expenses increased by $523 thousand, or 3.5%, to $15.6 million dunng
the year ended March 31, 2011°as compared to $15 1 million during the year ‘ended March 31, 2010. This increase
is primarily due to $1.2 m11110n increase in salarles .and’ benefits expenses and a $149 thousand increas¢ in
professional fees, partlally offset by $590 thousand decreasé in deposit insurance premiums expense and $244
thousand decreasé in foreclosure and collect1on costs Management continues to closely momtor operatmg expenses
throughout the Company ) ‘ '

" Salaries and employee benefits increased by $1.2 million, or 14 4% to $9.1 mrlhon durmg the year.ended
March 31, 2011 as compared to $8.0 million during the y€ar ended March 31, 2010 pr1mar11y due to-increases of:
$131 thousand for staffing increases and merit pay increases; $141 thousand for commissions primarily related to
increased residential loan originations; $89 thousand for retirement benefis related to the aforementioned increases
in salaries and commissions; $301 thousand for stock-related compensation; $80 thousand for increased contract
labor, and a'$150 thousand recovery from-a vendor for a beneﬁts related settlement that was recorded during ﬁscal
2010. o
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FDIC insurance premiums decreased by $590 thousand to $561 thousand during the year ended March 31,
2010 compared to $1.2 million during the year ended March 31,2010 primarily due.to ‘a-change in the calculation
methodology mandated by-the FDIC for deposrt insurance prenuums and lower deposrt insurance costs due to
declmmg average balances of depos1ts . , S :

Advertrslng and marketrng expenses 1ncreased by $30. thousand to $193 thousand dunng the year ended
March 31, 2011 as compared to $163 thousand during the year ended March 31, 2010 as management strateg1cally
decided to increase advertlsmg and marketmg efforts on a limited basis in ﬁscal 2011.

. Office occupancy and equipment expenses decreased by $47 thousand ot 2. 2% to $2 1 rmlhon durlng the
year ended March 31, 2011 as compared $2.2 million:during the year ended -March 31, 2010 primarily dué to
decreases in the amortization of leaseéhold improvements and depreciation ‘of. furniture; fixtures and equlpment and
mamtenance costs, partlally offset by increases in ut111t1es real estate taxes,’ securtty expenses and rents

- Data processing costs- decreased by $10 thousand or. 1 2%, to $844 thousand durlng the year ended March
31, 2011 as compared to $854 thousand durmg the year ended March 31, 2010 due to decreases in- certam processmg
costs. : : B P R PR

Professional fees increased by $149 thousand, or:16.:6%, to $1.0 million during the year ended March 31,
2011 as compared to $895 thousand for the year ended March 31, 2010 primarily due to 1ncreases in loan workout-
related expenses and complrance related:costs, partrally offset by lower legal fees.: S :

- Other expenses decreased by $163: thousand -or 8 59%; to $1.7 mﬂhon dunng the year ended March 31
2011 as compared to $1.9 million during the year ended March 31, 2010 primarily as a result of a decrease in OREQ,
expenses of $244 thousand and other recruiting expenses.of $27, partrally offset by an 1ncrease of $33 thousand for
telephone expenses and an increase in bank: pohcy losses of $30 thousand el S .

Income Taxes. The effectlve income tax rates for the years ended March 31, 2011 and 20 10 were 35.4%
and 25.6%, respectively. The effective income tax rate for fiscal 2010 was affected by a one-time $271 thousand
reduction in state income taxes associated with the Bank’s sale of an investment security previously held by a
subsidiary. The investment security was transferred to the Bank pnor to the sale of the 1nvestment whlch occurred
during the fourth quarter of fiscal 2010. ! ‘ ‘ :

Comparison of Financial Condition at March 31, 2011 and March 31, 2010

Total assets were $487.6 million at March 31, 2011 compared to $5424 million at March 31 2010,
representing a decrease of $54.8 million, or 10. 1%. The decrease in total assets reflected strategic actions, taken by
management to reduce risk and increase capital ratios in accordance with, the Company’s ‘business plan, including
the use of loan repayment and investment maturity and repayment proceeds to fund certain maturing deposits and
borrowings. Total loans (excluding loans held for sale) were $394.2 million at March 31, 2011, compared to $461.5
million at March 31, 2010, representing a decrease of $67.3 million, or 14.6%. This decrease was primarily due to
decreases in residential and home equity loans of $33.9 million and $391 thousand, respectively, as well as
decreases in construction and land and commercial real estate loans of $31.1 million.” Construction and land and
commercial real estate loans declined as management de-emphasized this type of lending in the current economic
environment in an effort to reduce risk and increase regulatory capital ratios in accordance with the Company’s
business plan. Residential and home equity loans decreased from $225.9 million at March 31, 2010 to $191.6
million at March 31, 2011 due to higher than expected residential loan payoffs. Commeércial and industrial loans
decreased from $4.0 million at March 31, 2010 to $2.2 million at March 31, 2011 primarily due to the ‘'scheduled
repayment of principal. Management’s efforts to reduce the levels of commercial real estate and construction loans
are reflected in changes in the Bank’s commer01al real estate concentration ratio, which is calculated. as total non-
owner occupied commercial real estate and construction loans divided by the Bank’ s risk-based capltal At March
31, 2011 the commercial real estate concentration ratio was 330%,, compared toa ratio of 466% at March 31, 2010

~ The allowance for loan losses totaled $3.9 million at March 31, 2011 compared to $3.0 million at ‘March
31, 2010, representing a net increase of $854 thousand, or 28.1%. This net increase was primarily due to a provision

146



of $1.1 million resulting from management’s review of the adequacy of the allowance for loan losses. Based upon
management’s regular analysis of the adequacy of the allowance for loan losses, management considered the
allowance for loan losses to. be adequate at both March 31 2011 and March 31, 2010.

Management regularly assesses the desrrabrlity of holdmg newly onglnated res1dent1al rnortgage loans in
the,Bank s portfolio or selling such loans in the secondary market. A number of factors are-evaluated to determine
whether ot not-to hold such loans in thé Bank’s portfolio ‘including current and projected liquidity, current and
projected interest rates, projected growth in other interest-earning assets'and the.current and projected interest rate
risk profile. Based onits consideration of these factors, management determined that most long-term residential
mortgage loans originated: during the year ended March 31, 2011 should be sold in the secondary market, rather than
being retained in the Bank’s portfolio. The decision to sell or hold loans is made at the time the loan commitment is
issued. Upon making a determination not to retain a loan, the Bank simultaneously enters into a best efforts forward
commitmerit to sell the loan to manage the interest rate rrsk assocrated w1th the decrsion to sell the loan ‘Loans are
sold servicing released. e i : : :

, Cash and cash equivalents totaled $40 9 million at March 31, 2011 compared to $16.5 million at March 31,
2010, representing an increase of $24 4 million Durmg the twelve months ended March 31, 2011, in general,
proceeds from loan and investment pay -downs and maturitles were utrllzed to fund deposit withdrawals and
maturing borrowings, with the remaining funds contrrbutmg to the increase 1n cash and cash equivalents

Investment securities totaled $35.3 million at March 31, 2011 compared to $44.5 million at March 31,
2010, representing a:decrease of $9.2 million;.of 20.7%: The decrease in investment securities is primarily due fo
the repayment ‘of $9.1 millioni‘in principal on mortgage-backed ‘securities, the :sale of $3.3 million in corporate
bonds, common stocks and preferred stocks, -partially offset by the purchase of two government sponsored mortgage
backed securities totaling $3.2 million-and a net increase ‘of ‘$1.2 million in the fair value of available for sale
securities. Stock in the FHLB of Boston totaled $8 5 mrllion at both March 31,2011 and March 31, 2010.

Bankmg premises and equlpment net, totaled $2 7 milhon and $2 8 mllhon at ‘March 31, 2011 and March
31 2010, respect1vely :

“Other real estate owned totaled $132 thousand at March 31, 2011, compared to’ $60 ‘thousand at March 31,
2010 as one residential.condominium foreclosed propérty was sold during the quarter ended June 30 2010 and
another residential condominium was acquired during the quarter ended December 31, 2010.

Deferred tax asset totaled $3.6 millionat March 31,2011 compared to $4.7 millioh at March 31, 2010. The
decrease in deferred tax asset isprimarily due to the sale of previously writtén-down preferred stock investments
during the year ended March 31, 2011 resultmg 'in a current tax deduction for the prior book write-down

The cash surrender value of bank-owned 11fe insurance policies is carried as an asset titled “Bank-Owned
Life Insurance” and totaled $7 0 mrllion at March 31 2011 as compared to $6 7 milllon as of March 31,2010.

Total deposits amounted to $309.1 million at March' 31, 2011 compared to $339 2 million at March 31, 2010,
representing a decrease of $30.1 million, or-8.9%. The decrease was a result of the combined effect of a $26.8
million decrease in certificates of deposit and a net decrease in core depos1ts of $3.3 million (consisting of all non-
certificate accounts). Management utilized cash and short-term investments to furid certain maturing higher-cost
certiﬁcates of deposit in an effort to improve the Company’s net interest rate spread and net interest margin

FHLB of Boston advances amounted to $117.4 million at March 31, 2011 compared to $143.5 million at March 31,
2010, representing a decrease of $26.1 million, or 18.2%, as maturing advances were not renewed but were instead
funded with available cash.

The net increase in stockholders’ equity from $45.1 million at March 31, 2010 to $47.1 million at March
31, 2011 is primarily the result of net income of $1. 7 rmllion partlally offset by $799 thousand of d1v1dends pald to
common and preferred shareholders

47



Liquidity and Capital Resources

Liquidity is the ability to meet current and future financial obligations of a short-term nature. The Bank’s
principal sources of liquidity are customer deposits, short-term investments, repayments of loans, FHLB of Boston
advances, maturities and repayments of various other investments, and funds from operations. These various sources
of liquidity, as well:as the Bank’s ability to sell residential mortgage loans in the secondary market; are used to fund
deposit withdrawals, loan originations:and investment purchases and funds from operations. In addition; the
Company: has access to the capital markets to raise additional equity. ..On December 5, 2008, the Company sold
$10.0 million.of its preferred stock and issued a warrant to purchase common stock to.the U.S. Department of
Treasury under the TARP Cap1tal Purchase Program See “—Troubled Asset Reltef Program Capztal Purchase
Program? above. . : RS DU -

During the year ended- March 31, 2011, the.Ba'nk decreased deposits by $'30.1 million, or 8.9%. The
decrease in deposits reflected strategic actions taken by management to reduce risk and increase: capital ratios.in
accordance with the Company’s business plan, which included the use of proceeds from loan repayments and
investment maturities and repayments to fund certain maturlng depos1ts and borrowmgs Differences in deposit
levels are primarily the result of management’s decision 'to focus at varlous times on the use’ of deposus to fund
growth while at other times to instead utilize FHLB of Boston advances These de01s1ons are based on the relatrve
interest rates of the various sources of funds at any pamcular time.

On September 29 2009, the FDIC adopted an Amended Restoratlon Plan to enable the Deposrt Insurance
Fund to return fo its minimum reserve ratio of 1.15% over eight years. Under this plan, the FDIC did:not impose a
previously-planned :second special assessment. On June 30, 2009, the Bank accrued the first special assessment
which totaled $270 thousand and was .paid .on September 30, 2009. . Also, the plan calls for deposit insurance
premiums to increase by 3'basis: points effective January 1, 2011. Additionally, to ineet bank failure cash flow
needs, the FDIC assessed a three year insurance premium prepayment, which was paid by banks in December 2009
and will cover the period of January. 1, 2010-through December 31, 2012, - The FDIC estimates. that bank failures
will cost the fund approximately $100 billion during the next three years, but only projects revenues of
approximately $60 billion. The shortfall will be met through the collection of prepaid premiums, which is estimated
to be -$45 billion. The Bank’s -prepaid premium totaled $2.3 million and. was paid during the quarter ended -
December 31, 2009, and is being amortized monthly over the three year period. . This prepaid deposit premium is
carried on the consolidated balance sheet in the other assets category and totaled $1.6 million at March 31, 2011.

At March 31, 2011, the Company. had commitments to originate loans, unused outstanding lines of credit
and undisbursed proceeds of loans totaling'$27.6 million. Since many of the commitments may expire without
being drawn upon, the total commitment amounts. do not necessarily represent future cash requirements. At March
31,2011, the Company believes it has sufficient funds available to meet its current loan commitments.

The Bank is a voluntary member of the FHLB of Boston and has the abrllty to borrow up to the value of its
qualified collateral that has not been pledged to others. Quahﬁed collateral generally consists of FHLB of Boston
stock, residential first mortgage loans, commercial real .estate loans, U.S. Govemment and agencies, securities,
mortgage-backed securities and funds on deposit at the FHLB of Boston. At March 31, 2011 and 2010, the Bank
had outstanding FHLB of Boston advances of $117. 4 and $143.5 million, respectively. At March 31, 2011, the
Bank had approximately $53.6 million in unused borrowing capacrty at the FHLB of Boston. :

The Bank also may obtain funds from the Federal Reserve Bank of Boston the Co- operative Central Bank
Reserve Fund and through a retail CD brokerage agreement with a major brokerage firm. The Bank views-these
borrowmg facilities | as secondary sources of liquidity and has had no 1mmed1ate need to use them :

Commitments, Contingencies and Off-Balance Sheet Risk

"In the normal course of operatrons the Company engages in a vanety of financial transactions that, in
accordance with generally accepted accounting principles are not recorded in its. consohdated financial statements
These transactions involve, to varying degrees, elements of credit, interest rate and liquidity risk. ‘Such transactions
are used primarily to manage customers’ requests for funding and take the form of loan commitments and lines of
credit.
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For the year ended March 31, 201l the Company engaged in no off- balance sheet transactions reasonably
likely to have a material effect on 1ts fmancral condition, results of operatlons or cash flows.

Cornrmtrnents to ongmate new loans orto. extend cred1t are agreements to lend to a customer as long as
there is no violation of any condition established in the:contract. Loan commitments generally expire within:30 to
45 days. Most home equity line commitments-are. for a term of 15 years, and:commercial lines of credit are
generally renewable on an annual basis. Commitments generally have fixed: expuatron dates or other termination
clauses and may require payment of a fee. At March 31, 2011, the Company had commitments to originate loans,
unused - outstanding lines of credit: and undisbursed proceeds: of loans-totaling $27.6 million. - Since many of the
commitments are expected to expire ‘without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. The Company evaluates each customer’s creditworthiness on a case-by-case
basis. The amount of collateral obtained, if deemed necessary by the Company upon extension of credit, is based on
management s credit evaluatxon of the borrower. : . - :

, Commltments to sell loans held for sale are agreements to sell loans on a best efforts delivery basis to a
third party at an agreed upon price. Additionally, these loans are sold servicing released and without recourse.

-On September 16, 2004 the Company completed a $5.1 million trust preferred securities financing through
Central Bancorp Capital Trust I. .On January 31, 2007, the Company completed a trust preferred securities financing
in the amount of $5.9 million through Central Bancorp Statutory Trust IL. -Central Bancorp Capital Trust I and
Central Bancorp Statutory Trust II are the Company’s only special purpose subsidiaries. . The Company, within the
financing transactions and concurrent with the issuance of the junior subordinated debentures and the trust preferred
securities, issued guarantees related to the trust securities of both trusts for. the benefit of their respective holders.
Refer to Note 1, “Subordinated Debentures,” in Notes to the Consolidated Financial Statements for more detail.

Management believes that at March 31 2011 the Company and Bank have adequate sources of 11qu1d1ty to
fund these commitments. .

Impact of Inflation and Changmg Prlces

The consolrdated ﬁnancral statements and related data presented in th1s Annual Report on Form 10 K have
been prepared in conformity with accounting principles generally accepted in the United States of America, which
require the measurement of financial position and operating results in terms of historical dollars, without considering
changes in the relative purchasing power of money over time due to inflation. Unlike many industrial companies,
substantially all of the assts and liabilities of the, Bank are monetary in nature. As a result, interest rates have a more

“significant impact on the Bank’s performance than the general level of inflation.- Over short periods of time, interest

rates may not necessarily move in the same direction or in the same magnitude as inflation.

Capital Resources

The Company and the Bank are requ1red to maintain minimum capital ratios pursuant to the federal prompt
corrective action regulations. These regulations establish a risk-adjusted ratio relating capital to different categories
of balance sheet assets and off-balance sheet obligations. Two categories of capital are defined: Tier -1 or core capital
(stockholders’ equity) and Tier 2 or supplementary capital. Total capital is the sum of both Tier 1 and Tier.2 capital:
According to the federal prompt corrective action regulations, Tier 1 capital must represent at least 50% of
qualifying total capital. At March 31, 2011, the minimum. total risk-based capital ratio. required to be well-
capitalized was 10.00%. The Company s:and-the Bank s total risk-based cap1tal ratios at March 31, 2011 were
18.53% and 16.72%, respectively. - . v :

To complement the risk-based standards, the FDIC has also adopted a leverage ratio (adjusted
stockholders’ equity divided by total average assets) of 3.00% for the most highly rated banks and 4.00% for all
others. The leverage ratio is to be used in tandem with the risk-based capital ratios as the minimum standards for
banks. The Company’s and the Bank’s leverage ratios were 10.66% and 9.58%, respectively, at March 31, 2011.
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Itern 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company’s earnings are largely dependent-on its net interest incomie, which is the: difference between
the yield on interest-earning assets and the cost of interest-bearing liabilities. The Company seeks to reduce its
exposure to-changes in interest rates, or market risk, through active monitoring and management of its interest-rate
risk exposure. The policies and.procedures for managing both on- and off-balance sheet activities are established by
the Bank’s asset/liability management committee (“ALCO”). The Board of D1rectors reviews. and approves the
ALCO pohcy annually and monitors related activities on-an ongomg basis. .~ o

Market nsk is the risk of loss from adverse changes in market prices and rates. The Company s market risk
arises primarily from interest rate risk inherent in its lending, borrowing and deposit taking activities.. - -

“The main objective in managing interest rate risk is to minimize the adverse impact of changes in interest
rates on the Bank’s net interest income and preserve capital, while adjusting the Bank’s asset/liability’ structure to
control interest-rate risk. However, a sudden and substantial increase or decrease in interest rates may adversely
impact earnings to the extent that the interest rates borne by assets and 11ab111t1es do not change at the same speed to
the same extent, or on the same basis. . -

" The Company quantlﬁes its interest-rate risk exposure using ‘a sophisticated simulation model. Simulation
analysis is used to measure the exposure of net interest income to changes in interest ratés -over a specific time
horizon. Simulation analysis involves projecting future interest income and‘éxpense under various rate scenarios.
The simulation is based on forecasted cash flows and assumptions of management- about the future changes in
interest rates and levels of activity (loan origihations, loan prepayments, deposit flows, etc). The assumptions -are
inherently unceitain and, therefore, -actual results will differ from'simulated results due to timing,’ magmtude and
frequency of interest rate changes as well as changes in market conditions and- strategies. The net interest income
projection resulting from the use of forecasted cash flows and management’s assumptions is compared to net interest
income projections based on imimediate shifts of 300 basis-points upward-and 50-basis points ‘downward for fiscal
2011, and 300 basis points upward and 50 basis points downward for fiscal year 2010. Internal guidelines on
interest rate risk state that for every 100 basis points immediate shift in interest rates, estimated net interest income
over the next twelve months should decline by no more than 5%. Management’s:decision to utilize different rate
shift scenarios at March 31, 2011 as compared to those used at March 31, 2010, is based on the overall lower
1nterest rate env1ronment that ex1sted at March 31 2011 when compared to- March 31 2010 /

The followmg table’ 1nd1cates the pr0Jected change in net interest income, and sets forth such change as a
percentage of estimated nét interest incomie, for the twelve-month period followirig the date indicated assummg an
immediate and parallel shift for all market rates with other rates ad]ustmg to varymg degrees in each scenario based
on both historical and expected spread relatlonshlps ' : ‘

___Twelve months following at March 31,

2011 2010
Amount % Chang Amount % Change
E (Dollars in Thousands) '
300-basis point increase in rates .......coserestrerinen: $(1 095) - (6 58)% s $(1 ,631) (9. 00)%
50 bas1s pomt decrease in rates............................:._ (282) - (L. 69) S (131) (0 72)

As noted thls -policy’ prov1des broad, - visionary guldance for managlng the Bank s balance sheet, not
absolute limits. When the simulation results indicate a variance from stated. parameters, ALCO will intensify its
scrutiny of the reasons for the variance and take whatever actions are deemed appropriate uider the circamstances.

o
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CENTRAL BANCORP, INC. AND SUBSIDIARY

Consolidated Balance Sheets

(Dollars in Thousands, Except Share and Per Share Data)

ASSETS
Cash and due from banks
Short-term investments

Cash and cash equivalents -

Investment securities available for sale, at fair value (Note 2)
Stock in Federal Home Loan Bank of Boston, at cost (Notes 2 and 7) -
The Co-operative Central Bank Reserve Fund, at cost (Note 2)

Total investments

Loans held for sale, at fair value

Loans (Note 3)
Less allowance for loan losses (Note 3)
Loans, net

Accrued interest receivable
Banking premises and equipment, net (Note 4)
Deferred tax asset, net (Note 8)
Other real estate owned (Note 5)
Goodwill, net
Bank-owned life insurance -
Other assets
Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Deposits (Note 6)
Federal Home Loan Bank advances (Notes 2 and 7)
Subordinated debentures
Advance payments by borrowers for taxes and insurance
Accrued expenses and other liabilities
Total liabilities

Commitments and Contingencies (Notes 8, 9 and 12)
Stockholders’ equity (Note 10):

Preferred stock — Series A Fixed Rate Cumulative Perpetual, $1.00 par value;
5,000,000 shares authorized; 10,000 shares issued and outstanding at March 31,
2011 and 2010, with a liquidation preference and redemption value of
$10,063,889 at March 31, 2011 and 2010 (Note 13)

Common stock $1.00 par value; 15,000,000 shares authorized; 1,681,071 and
1,667,151 shares issued and outstanding at March 31, 2011 and 2010,
respectively

Additional paid-in capital

Retained income

Accumulated other comprehensive income (Notes 1,2 and 11)

Unearned compensation — Employee Stock Ownership Plan (Note 11)

Total stockholders’ equity
Total liabilities and stockholders’ equity
See accompanying notes to consolidated financial statements.
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- March3l, = .
2011 . 2010
$ . 3,728 . $..4328

37.190 12.208
40918 16,536
25,185 34,368
8,518 8,518
1.576 1.576
35,279 44462
- 392
394,217 461,510
(3.892) (3.038)
~390.325 _458.472
1,496 1,896
2,705 2,759
3,600 4,681
132 60
2,232 2,232
6,972 6,686
3,966 4,268
$487.625 $542.444
$309,077 $339,169
117,351 143,469
11,341 11,341
1,387 1,649
1,348 1,703
440,504 497,331
9,709 9,589
1,681 1,667
4,589 4,291
35,288 34,482
892 810
_(5.038) _(5.726)
_ 47121 _45.113
$487.625 $542.444



CENTRAL BANCORP, INC. AND SUBSIDIARY
Consolidated Statements of Operations
(In Thousands, Except Share And Per Share Data)

Yeafs Ended March 31,

Interest and dividend income:
Mortgage loans
Other loalié .
Investments
Short-term investments
Total interest and dividend income
Interest expense:
Deposits .. s
Advances from Federal Home Loan Bank of Boston
Other borrowings
Total interest expense

Net interest and dividend income
Provision for loan losses (Note 3)
Net interest and dividend income after
" provision for loan losses
Noninterest ibcome:
Deposit service charges :
Net gain (loss) from sales and write-downs of investment securities (Note 2)
Net gains on sales of loans
Bank-owned life insurance income
Brokerage income
Other income
Total noninterest income

Noninterest expenses:
Salaries and employee benefits (Note 11)
Occupancy and equipment (Note 4)
Data processing fees
Professional fees
FDIC deposit premiums
Advertising and marketing
Other expenses
“Total noninterest expenses

Income before income taxes
Provision for income taxes (Not_e 8)
Net income : .
Net income available to common stockholders
Earnings per common share (Note D

Basic to

Diluted

Weighted average common shares outstandmg baS1c i
Weighted average common and equ1valent shares outstandmg dlluted

See ac‘eompanymg notes to consolzdated financial ;tatements.
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2011 2010
$23707  $26,694
26 - - 320
1,301. - 1,473
71 50
25305 28537
2,399 4,468
4,966 6,478
558" 578
17382 - 17013
1.100 600
1,003 985
136 .(465)
251 - 329
295" - 300°
181 137
192 _125.
2,058 1411
9,145 7,991.
2,137 2,184
844 854
1,044 895
561 1,151
193 163
1,745 1908
15.669 15.146
2,671 2,678
946 685

‘$ 1725 $1.993
- $1,105 1380
0.74 $ 095
0.68 $ 092
1,503,719 1,457,232
1,621,182 1,499,912
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CENTRAL BANCORP, INC. AND SUBSIDIARY
Consolidated Statements of Changes in Stockholders’ Equity and Comprehensive Income (continued)

(In Thousands)
L The Company’s other comprehensive income and related tax effect for the years ended March 31, 2011 and
2010 are as follows:
Before-Tax Tax Expense After-Tax
Amount (Benefit) Amount

Year ended March 31, 2011 o
Unrealized loss on post-retirement benefits $ (52 $ @2 $ (30
Unrealized gains on securities: : ) , , S

Unrealized net holding gains during period 320 127 . 193

‘Less: reclassification adjustment for net gains included in net .

_ income : o : 136 .55 81
Other comprehensive income 132 h 50 $ 82

Before Tax Tax Expense . After-Tax
Amount (Benefit) Amount

Year ended March 31, 2010

_ L Unrealized gain on post-retirement benefits $ 41 $ 17 $ 24
L Unrealized gains on securities: ' _
IR Unrealized net holding gains during period A 4,553 1,816 2,737
o Less: reclassification adjustment for net losses included in net :

L . income R ' (465) (190) 275

Other comprehensive incom $ 5059 . §$2.023 3,036

See accompanying notes to consolidated financial statements.
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CENTRAL BANCORP, INC. AND SUBSIDIARY
.Consolidated Statements of Cash Flows : * :
(Dollars in Thousands)

Years Ended March 31,
2011 ) . ,2010.

“Cash flows from operating activities:
Net income $ 1,725 $ 1,993
Adjustments to reconcile net income to net cash provided
by operating activities: S :
Depreciation and amortization ’ 623 773

-Amortization of premiums - , s, 218 T 369
Provision for loan losses © L1000 © 600
Stock-based compensation and amortization of unearned . .
" compensation -- ESOP ‘ ) Co T 1,000 636
Deferred tax provision I SRREC R IR ¢ § [ : 896
Net (gains) losses from sales and write-downs of investment securities : 36 . 465
Bank-owned life insurance income : 286) - (300)
Gains on sales of loans held for sale (251) (329)
Originations of loans held for sale (20,795) (36,052)
. - Proceeds from the sale of loans originated for sale 21,438 39,197
- (Gam) loss on sale of other real estate ) 60
Gain on sale of equipment .- B G))
Decrease (increase) in accrued interest receivable o 400 ¢ . NEY))
Decrease (increase) in other assets, net - ’ 302 - (1,230)
Decrease in accrued expenses and other liabilities, net ( T G1D T (317)
Net cash provided by operating activities 5960 6719
Cash flows from investing activities: ‘ EE Sy S
- Loan principal ‘collections (originations), net 66,915 ©-(1,670)
" Principal payments on mortgage-backed securities ) 9,137 -« w0 14,225
Purchases of investment securities (3,223) (11,026)
Proceeds from sales of investment securities C L 3371 w335
Maturities and calls of investment securities - 1,500
. Purchases of banking premises and equipment (569) (214)
Net expenditures on other real estate -- 16
Proceeds from sale of equipment -- 10
Proceeds from sales of other real estate 62 2,926
Net cash provided by investing activities 75,693 6,102
Cash flows from financing activities:
Net decrease in deposits ’ (30,092) (35,905)
(Increase) decrease in payments by borrowers for taxes and insurance (262) 117
Advances from FHLB of Boston - 26,000
Repayment of advances from FHLB of Boston (26,118) (27,114)
Repayments of short-term borrowings - (1,014)
Cash dividends paid 799 (791)
Net cash used in financing activities (57.271) (38,707)
Net increase (decrease) in cash and cash equivalents - 24,382 (25,886)
Cash and cash equivalents at beginning of year 16,536 42,422
Cash and cash equivalents at end of year $40918 $16.536
Cash paid (received) during the period for:
Interest $ 8,043 $11,610
Income taxes - (813)
Supplemental disclosure of non-cash investing and financing activities:
Loans transferred to other real estate owned $ 132 $ 7
Accretion of Series A preferred stock discount and issuance costs 120 113

See accompanying notes to consolidated financial statements
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CENTRAL BANCORP, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED MARCH 31, 2011

Note 1. Summei;y of Significant Acéountiné Policies

The .accompanying consohdated financial statements include the accounts of Central Bancorp, Inc. (the
“Company”), a. Massachusetts corporation, and -its wholly owned subsidiary, Central - Co-operative Bank (the
“Bank”), as well as the wholly owned subsidiaries of the Bank, Central Securities Corporation, Central Securities
Corporatlon II and Metro Real Estate Holdings, LLC.

" The Company was organized at the direction of the Bank in September 1998 to acquire all of the capital
stock of the Bank upon the consummation of the reorganization of the Bank into the holding company form of
ownership. This reorganization was completed in January 1999. The Bank was organized as a Massachusetts
chartered co- operative bank in 1915 and converted from mutual to stock form of ownership in 1986. The primary
business of the Bank is to generate funds in the form of deposits and use the funds to make mortgage loans for the
construction, purchase and refinancing of residential properties, and to make loans on commercial real estate in its
market area. The Bank is subject to competition from other financial institutions. The Company is subject to the
regulations of, and periodic examinations by the Federal Reserve Bank (“FRB”), the Federal Deposit Insurance
Corporation (“FDIC”) and the Massachusetts Division of Banks. The Bank’s deposits are insured by the Deposit
Insurance Fund of the FDIC for deposits up to $250,000 for most accounts and up to $250,000 for retirement
accounts and the Share Insurance Fund. (“SIF™) for deposits in excess of the FDIC limits. Additionally, during 2010,
amendments to the Federal Deposit Insurance Act were enacted, prov1d1ng unlimited insurance coverage for
noninterest bearing transaction accounts beginning December 31, 2010, through December 31, 2012.

The Company conducts its business through one. operating segment, the Bank. Most of the Bank’s
activities are with customers located in eastern Massachusetts. As set forth in Note 3 herein, the Bank concentrates
in real estate lending. Management believes that the Bank does not have any significant concentrations in any one
customer or industry.

" The accompanying consolidated financial statements have been prepared in conformity with accountmg
principles generally accepted in the United States of America. All significant intercompany balances and
transactions have been eliminated in consolidation. In preparing the consolidated financial statements, management
is required to make estimates and assumptions that affect the reported amounts of assets and liabilities as of the date
of the balance sheet and income and expenses for the year. Actual results could differ from those estimates.
Material estimates that are partlcularly susceptlble to change relate to the allowance for loan losses, fair value of
other real estate owned, fair value of investments and other-than-temporary impairment, income taxes, accounting
for goodwill and impairment, and stock-based compensation.

, “The ‘Company owns 100% of the common stock of Central Bancorp Capital Trust I (“Trust I”) and Central
Bancorp Statutory Trust II (“Trust 1I”), which have issued trust preferred securities to the public in private
placement offerings. In accordance with Accounting Standards Codification (“ASC”) 860 Transfers and Servicing,
neither Trust I nor Trust I are included in the Company’s consolidated financial statements (See “Subordinated
Debentures” below). '

The following is a summary of the significant accounting policies adopted by the Company and the Bank: '
Cash and Cash Equivalents
- For purposes of reporting cash flows, cash and cash equivalenfs include cash and due from banks, money

market mutual fund investments, federal funds sold and other short-term investments having an orlgmal maturlty at
date of purchase of 90 days or less
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The Bank is required to maintain cash and reserve balances ‘with the Federal Reserve Bank. Such required
reserves are calculated based upon deposit levels and amounted to approximately $2.2 million at March 31, 2011.

Investments o S oo o

Debt securities that management has the positive intent and ability to hold to maturity are classified as held-
to-maturity and reported at cost, adjusted for amortization of prémiums and accretion of discouints, both computed
by a method that approximates the effective yield method. Debt and equity securities that are bought and held
pr1nc1pa11y for the purpose of selling them in the near term are classified as tradlng and reported at fair value, with
unrealized gains and losses included in éarnings. Debt and equity securities not classified as either held-to- -maturity
or trading are classified as available for sale and reported at fair value, with unreahzed gains and losses determined
by management to be temporary excluded from earnings and reported as a separate comnponent of stockholders’
equity and comprebensive income. At March 31 2011 and 2010, all of the Bank’s 1nvestment secuntles were
class1ﬁed as available for sale - ' , - : :

N Galns and losses on sales of securlt:les are recognlzed when reahzed with the cost basis of 1nvestments sold
determined on a spec1ﬁc-1dent1f1catlon bas1s Premjums and discounts on investment and mortgage-backed securities
are amortized or accreted to mterest mcome over the actual or expected Tives of the secuntles using the level yleld‘
method

If a decline in fair value below the amortlzed cost basis of an 1nvestment is Judged to be’ other-than-
temporary, ‘the cost ‘basis of the investment is written down to fair value as a iew cost ‘basis and the amiount of the
write-down is 1ncluded in the results of operations. For debt securities, when the Bank does not inténd to sell the
security, and it is ' more-likely-than-not that the Bank will not havé to sell the securlty before 1 recovery of its cost
basis; it will recognize the credit component of "an other—than—temporary impairment loss in earnings, and ‘the
remaining portion in other comprehensive incoime. The credit loss component recognized in éarnings is identified as
the amount of principal cash flows not expected to be received over the remaining term of the securlty as estimated
based on the cash ﬂows pro_]ectrons d1scounted at the apphcable onglnal y1e1d of the secunty

" The Company § investments in the Federal Home Loan Bank of Boston and the Co- -operative Central Bank
Reserve Fund are accounted for at cost. Such investments are reviewed for impairment when impairment
mdlcatlons are present. Factors considered in deterrmmng impairment 1nclude a current f1nanc1a1 ana1y51s of the
issuer and an assessment of future f1nanc1a1 performance '

o Loans

'Loans that management has the intent and ab111ty to hold for the foreseeable future are reported at the
pnnc1pa1 amount outstanding, ad_]usted by unamorttzed dlscounts prermums, and net deferred loan onglnanon costs
and fees.

Loans classified as held for sale are stated at the lower of aggregate cost or fair value. Fair value is
estimated based on outstanding investor commitments. Net unrealized losses, if any, are provided for in a valuation
allowance by charges to ‘operations. The Company enters into forward commitments (generally on a best efforts
dehvery basis) to sell loans held for sale in order to reduce market risk ass001ated with the origination of such loans.
Loans held for sale are sold on a servicing released basis. As of March 31, 2011 loans held for sale totaled $0
compared to $392 thousand at March 31, 2010, and, at that date, the aggregate cost of loans held for sale
approximated fair value.

Mortgage loan commitments that relate to the origination of a mortgage that will be held for sale upon funding
are considered derivative instruments. Loan commitments that are derivatives are recognized at fair value on the
consolidated balance sheet in other assets and other 11ab111t1es ~with changes in their fa1r “values recorded in
nonmterest income.

The Company carefully evaluates all loan sales agreements to determine whether they meet the défmitionof a
derivative as facts and circumstances may differ significantly. If agreements qualify, to protect against the price risk
inherent in derivative loan commitments, the Company generally uses “best efforts” forward loan sale commitments
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to mitigate the risk of potential decreases in the values of loans that would result fromthe exercise of the derivative
loan commitments. Mandatory delivery contracts are accounted for as derivative instruments. Accordingly, forward
loan sale comniitments'are recognized at fair value on the consolidated balance sheet in other assets and 11ab111t1es
w1th changes in thelr fa1r values recorded in other nomnterest income. A R

Loan or1g1nat1on fees net of certain d1rect loan origination” costs, are deferred and are amortlzed into
interest income over the contractual loan term using the level-yield method. At March 31, 2011 and 2010, net
deferred:loan fees of'$23-thousand and net deferred loan costs of $88 thousand respectrvely, were 1ncluded with the
related loan balances for financral presentanon purposes : :
Interest income on loans is recognlzed on an ‘accrual basis using the simple interest method only if deemed
collectible.” Loans ‘on' which the accrial of interest has Been discontinued are designated as’ nonaccrual ‘loans.
“Accrual-of interest on loans ‘and amortization of net.deferred loan: fees or’ costs are discontinued ‘either when
feasonable doubt exists as to-the full’ and' timely collection of interest ‘or -principal, or when a loan becomes
contractually past due 90 days with respect to interest or principal. - The accrual on some loans, however, may
continue even though they are more than 90 days past due if management deems it appropriate, provided that the
loans are well secured ‘and in the process of collection. When- a loan is placed on nonaccrual status, all interest
previously accrued but not collected:is reversed agamst ‘current period interest income. Interest accruals are resiimed
on such loans only when they -are brought fully ‘currént with: respect to interést and principal and when;"in the
Judgment of management the loans are estlmated to be fully collectlble as'to both pnn01pa1 and interest.

i

‘ Loans are classrfred as’ 1mpa1red when it is probable that ‘the Bank w111 not be able to collect all-amounts
due in accordance with the contractual terms of the loan agreement. Impairéd loans, except those loans that are
accounted for at fair value or at lower of cost or fair value sich as loans held for sale, are accounted for at the
present value: of the-expected future cash’ flows discounted at the loan’s effective interest rate, or as a practical
expedient in the ¢ase of collateral dependent Joans, the lower of the fair value of the collateral less selling and other
costs, or the recorded -amount of the loan. In-: evaluating collateral values for impaired loans, management obtains
new appraisals or‘opinions of value¢ when- déemed necessary and may ‘discount those appraisals depending on the
likelihood of foreclosure, generally by 20. percent to 30 percent. Other-factors considered by management when
discounting appraisals are the age of the appraisal, availability of comparable properties, geographic considerations,
and property type. Management considers the payment status, net worth and earnings potential of the borrower, and
the value- and cash flow of the collateral as factors to determine if a loan will be paid in accordance with its
contractual terms. Management does not set any minimum delay of payments as a factor in reviewing for
impairment classification. For all loans, charge-offs occur when management believes that the collectibility of a
portion or all of the loan’s principal balance is remote. Management considers nonaccrual loans, except for certain
nonaccrual residential and consumer loans, to be impaired. However, all troubled debt restructurings (“TDRs”) are
considered to be impaired. A TDR occurs when the Bank grants a concession to a borrower with financial
difficulties that it would not otherwise consider. The majority of TDRs involve a modification in loan terms such as
a temporary reduction in'the interest rate or a temporary period of interest only, and escrow (if required). TDRs are
accounted ‘for as-set forth in ASC 310. Receivables (“ASC 310”). A*TDR is typically on non-accrual until the
borrower successfully performs+undet'the new terms for at least six consecutive:months. However, a TDR may be
kept on accrual immediately following'the restructuring in‘those instances where a borrower’s payments -are current
prior to ‘the mod1f1cat10n and management determmes that prlncrpal and interest under the new terrns are fully
collectrble o RS : . w7

- Existing performing loan customers who request a-oan (non-TDR) modification and who meet the Bank’s
underwntlng standards may, usually for a fee; modify their original loan terms fo terms currently offered. The
modified terms of these loans are similar to the terms offered to new customers with similar credit, income, and
collateral. Each modification is examined on a loan-by-loan basis and if the modification of terms represents more
than .a minor change to the loan; then the unamortized balance of the pre-modification déferred fees or costs
associated ‘with' the mortgage loan. are recognized in interest income at the time of the modification. If the
modification of terms does not represent more-than a minor change to the loan, then the unamortized balance of the
pre-modification deferred fees or costs continue to be deferred and amortized over the remaining life of the loan.-
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Allowance for Loan Losses

* The allowance for loan losses is maintained at a level determined to be adequate by. management to absorb
probable losses based on an evaluation of known and inherent risks in the portfolio. This allowance is increased by
provisions charged to operating expense and by recoveries on loans previously charged-off and reduced by charge-
offs on loans or reductions in the provision cred1ted to operating expense ; S

’Ihe Bank prowdes for loan losses in order to mamtam.the allowance for loan losses at a level that
management estimates is adequate to absorb probable losses based on.an evaluation of known and inherent risks in
the portfolio. In determining the appropriate level of the allowance for loan losses, management considers past and
anticipated loss experience, evaluations  of underlying collateral, financial condition of the borrower, prevailing
economic conditions, the nature and volume of the loan:portfolio and the levels of non-performing and other
classified loans. The amount of the allowance is based on estimates and ultimate losses: may vary from-such
estimates. Management assesses the allowance for loan losses on a quarterly basis and provides for loan losses
monthly when appropnate to maintain the adequacy of the allowance. o : :

Regardmg 1mpa1red Ioans the Bank 1nd1v1dually evaluates each loan and documents what management
believes to be an appropriate reserve level in accordance with ASC 310. If management does not believe that any
separate reserves for. such loans are deemed necessary at the evaluation date in accordance with ASC 310, such
loans would continue to be evaluated separately and will not be returned to be included in the general ASC 450
Contingencies (“ASC 450”) formula based reserve calculation. In evaluating impaired loans, all related
management discounts of appraised values, selling and resolution costs are taken into cons1derat10n in. detemumng
the level of reserves required when appropriate. : : , :

The methodology employed in calculating the allowance for loan losses is portfolio segmentation. For the
commercial real estate (“CRE”) portfolio, this is further refined through stratification within each -segment based on
loan-to-value (LTV) ratios. The CRE portfolio is further segmented by type of properties securing those loans. This
approach allows the Bank to take into consideration the fact that the various sectors of the real estate market change
value at differing rates and thereby present different risk levels CRE loans are -segmented 1nto the followmg
categories: :

Apartments
Offices

Retail

Mixed Use
Industrial/Other

Monthly, CRE loans are segrnented using the above collateral—types and three LTV ratio categories: <40%,
40% 60%, and >60%. While these ranges are subjective, management feels that each category represents a
significantly - different degree of risk from the other. CRE loans carrying higher LTV ratios are assigned
incrementally higher ASC 450 reserve rates. Annually, for the CRE portfolio, management adjusts the appraised
values which are used to calculate LTV ratios in our allowance for loan losses. calculation. The data is provided by
an independent appraiser and it indicates annual.changes:in value for each property type in the Bank’s market area
for the last ten years. Management then adjusts the appraised or most recent appraised values based on the year the
appraisal was made. These adjustments are believed to be appropriate based on the Bank’s own experience with
collateral values in its market area in recent years. Based on the Company’s allowance for loan loss methodology
with respect to CRE, unfavorable trends.in the value of real estate will increase the level of the Company’s ASC 450
allowance for loan losses. :

In developing ASC 450 reserve levels, regulatory guidance suggests using the Bank’s charge-off history as
a starting point. The Bank’s charge-off history in recent years has been minimal. The charge-off ratios are then
adjusted based on trends in delinquent and impaired loans, trends in charge-offs and recoveries, trends in
underwriting practices, experience of loan staff, national and local economic trends, industry conditions, and
changes in credit concentrations. There is a concentration in CRE loans, but the concentration is decreasing.
Management’s efforts to reduce the levels of commercial real estate and construction loans are reflected in changes
in the Bank’s commercial real estate concentration ratio, which is calculated as total non-owner occupied
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commercial real estate and construction loans divided by the Bank’s risk-based capital.:’ At March 31, 2011, the
commercial real estate concentration ratio was 330%, compared to a ratio of 466% at March 31, 2010, and 600% at
Ma.rch 31, 2009

Resrdentlal loans, home equrty loans and consumer loans; other than TDRs and loans in the process of
foreclosure- or repossession,-are collectively evaluated for impairment. In addition to our charge-off experience,
factors considered in determining the appropriate ASC 450 reserve levels are trends in delinquent and impaired
loans, changes in the value of collateral, trends in charge-offs and recoveries, trends in underwriting practices,

_ experience of loan staff, national and local economic trends; industry’ conditions, and changes in- credit

concentratrons TDRs and loans that are in the process of foreclosure or repossess1on are evaluated under ASC 3 10

Commerc1al and Industrral and construction loans that are not imipaired are evaluated under ASC 450. and
factors consrdered in determining the appropriate reserve levels. include trends-in delinquent and impaired loans,
changes in the value of collateral, trends in-charge-offs and recoveries, trends in underwriting practices, experience
of loan:staff, natienal and local economic trends, industry conditions, and changes in credit. concentratrons Those
loans that are 1nd1v1dually rev1ewed for 1mpa1rrnent are evaluated accordrng to ASC 310. ,

Durrng the year ended March 31, 2011, management 1ncreased the ASC 450 loss factors related to trends in
delinquent and impaired loans for residential condominium and commercial real estate loans, increased loss factors
related to national and local economic conditions for commercial real estate loans, and increased. the loss factors
related to changes in collateral values for residential loans. As a result of the aforementioned ASC 450 factor
changes, the ‘impact to-the allowance for loan: losses were increases in ASC 450 reserves of- $57 thousand for
residential and-residential condominium loans and $48 thousand for CRE loans. - . Cn

Although management uses available information to establish the appropriate level of the allowance for
loan losses, future additions or reductions to the allowance may be necessary based on estimates that are susceptible
to change as a result of changes in loan composition or volume, changes in economic market area conditions or
other factors. As a reésult, our allowance for Ioan losses“may not be sufficient to cover-actual loan losses, and future
provisions for loan losses could materially adversely affect the Company’s’ ‘operating results. In addition, various
regulatory agencies, as an intégral part of their examination process, periodically review the Company’s allowance
for loan losses. Such agencies may require the Company to recognize adjustments to the allowance based on their
judgments about information available to them at the time of their examination.: Management currently believes that
there are adequate reserves and collateral securing non-performing loans to cover-losses: that may result from these
loans at March 31, 2011. -

In the ordinary course of business, the Bank enters into commitments to extend:credit, commercial letters
of credit, and standby letters.of credit. Such financial instruments are recorded in the: consolidated financial
statements when they become payable. The credit risk associated with thesé commitments is evaluated in a mafnner
similar to the allowance for loan losses. The reserve for unfunded lending’ commitmeiits is- included in other
liabilities in the balance- sheet At-March 31 2011 and" 2010 the réserve for unfunded comm1tments was not
srgmfrcant : ik : :

Subordmated Debentures -

-On September 16, 2004, the Company completed a trust preferred securities ﬁnancrng in-the -amount of
$5 1 million. In the transaction, the Company formed a Delaware statutory trust; known as Central Bancorp Capital
Trust I (“Trust I””). Trust I issued and sold $5.1 million of trust preferred securities in a private placement and issued
$158,000 of trust common securities to the Company. Trust I used the proceeds of these issuances to purchase $5.3
million of the Company’s floating rate junior subordinated debentures due September 16, 2034- (the “Trust I
Debentures”). The interest rate on the Trust I Debentures and the trust preferred securities is variable and adjustable
quarterly at 2.44% over three-month LIBOR. At March:31, 2011 the interest rate was 2.75%: ' The Trust I
Debentures are the sole assets of Trust I and are subordinate to all of the Company’s-existing and future obligations
for borrowed money. With respect to Capital Trust I, the trust preferred securities and debentures éach have 30-year
lives and may be callable by the Company or the Trust, at their respective option, after five years, and sooner in the
case of certain specific events, including in the event that the securities are not eligible for treatment as Tier 1
capital, subject to prior approval by the Federal Reserve Board, if then required. Interest on the trust preferred
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securities and the debentures may be deferred at any time or from time to time for a period not-exceeding 20
consecutive quarterly periods (five years), provided there is no event of default. . -.

On January 31, 2007, the Company completed a trust preferred securities financing in the amount of $5.9
million. In the transaction, the Company formed a Connecticut statutory trust, known as Central Bancorp Statutory
Trust I (“Trust II”’). Trust II issued and sold $5.9 million of trust preferred securities in a private placement and
issued $183,000 of trust common securities to the Company. Trust II used the proceeds of these issuances to
purchase $6.1 million of the Company’s floating rate junior subordinated debentures due March 15, 2037 (the “Trust
II Debentures™), 'From January 31, 2007 until March- 15, 2017 (the “Fixed.Rate Period™), the interest rate on the
Trust II Debentures and the trust preferred securities is fixed at 7.015% per annum. Upon the expiration of the Fixed
Rate Period, the interest rate on the Trust II Debentures and the trust preferred securities will be at a variable per
annum rate, reset quarterly, equal to three month LIBOR plus 1.65%. The Trust II Debentures are the sole-assets of
Trust II.  The Trust II Debentures and the trust preferred securities each have 30-year lives. The trust preferred
securities and the Trust Il Debentures will each-be. callable by the Company or Trust I1, at their respective -option,
after ten years, and sooner in certain specific events, including in the event that the securities are not eligible for
treatment as Tier 1 capital, subject to prior approval by the Federal Reserve Board, if then required. Interest on the
trust preferred securities and the Trust II Debentures may be deferred at any time or from time to time for a period
not-exceeding 20 consecutive quarterly payments (five years), provided there is no event of default.

, The trust-preferred securities generally rank equal to the trust common securities in priority-of payment, but
will rank prior to the trust common securities if and so long as the Company. fails to make principal :or interest
payments on the Trust I and/or the Trust IT Debentures. Concurrently with the issuance of the Trust:I and the Trust II
Debentures and the trust preferred securities, the Company issued guarantees related to each trust’s securities for the
benefit of the respective holders of Trust I and Trust II.

Income Taxes , ‘

The  Company recognizes income taxes under the -asset and liability method.. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the accounting basis and
the.tax -basis of the.Bank’s assets and liabilities. Deferred tax assets and liabilities are measured using enacted tax
rates expected to apply to taxable. income in the years in which those temporary differences are expected to be
realized or settled. The Bank’s deferred tax:asset is reviewed. periodically and adjustments to .such asset-are
recognized as deferred income tax expense or benefit based on management’s judgments relating to-the reallzablhty
of such asset.

. When tax returns are filed, it is highly certain that some positions taken would be sustained upon
exarmnatlon by the taxing authorities, while others are subject to uncertainty- about the merits of the position taken
or the amount of the position that would be ultimately sustained. The benefit,of a tax position is recognized in the
consolidated financial statements. in the period during which, based on all available evidence, management believes
it is more-likely-than-not that the position will be sustained upon examination, including the resolution of appeals or
litigation processes, if any. Tax positions taken are not offset or aggregated with other positions. Tax positions that
meet the more-likely-than-not recognition threshold are measured as the largest amount of tax benefit that is more
than 50% likely of being realized upon settlement with the applicable taxing authority. The portion of the benefits
associated with tax positions taken that exceeds the amount measured as described above is reflected as a liability
for unrecognized tax benefits along with any associated interest and: penalties that would be payable to the taxing
authorities upon examination. - Interest ‘and penalties associated with unrecognized tax benefits, if any, would be
classified as additional provision for income taxes in the statement of income.

Banking Premises and Equipment
Land is stated at cost. Buildings, leasehold improvements and.equipment are stated at cost; less allowances.
for depreciation and amortization. Depreciation and amortization are computed on the straight-line method over the

estimated useful lives of the assets or terms of the leases, if shorter. Rental payments under long-term leases are
charge to expense on a straight-line basis over the life of the lease.
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Other Real Estate Owned

* Other real estate owned (“OREQ”) is recorded at the lower of book value, or fair market value less
estimated selling costs. Subsequent to foreclosure, valuations are periodically performed by management and asset
values are ad]usted downward if necessary Goen B .

Accountmg Jfor Goodwzll and Impazrment

ASC 350, Intangibles — Goodwill and Other, (“ASC 350”) addresses the method of ‘identifying ‘and
measuring goodwill and other intangible assets having indefinite lives acquired in a business combination,
eliminates further amortization of ‘goodwill and requires periodic impairment evaluations of goodwill using a fair
value methodology prescribed in ASC 350. In accordance with ASC 350, the Company does not amortize the
goodwill balance of $2.2 million:. The Company consists of a single reporting unit. Impairment testing is required
at least annually or more frequently as a result of an event or change in circumstances (e.g., recurring operating
losses. by the acquired entity) that would indicate an impairment adjustment may- be necessary. ‘The Company
adopted December 31 as-its assessment date. - Annual impairment testing was performed during each year and in
each analysis, it was determined that an impairiiernt-charge was not requ1red The ‘most ‘Tecent testing was
performed as of December 31, 2010 utilizing average earnings and average book and tangible book multiples of
sales transactions of banks considered to be comparable to the Company, and management determined that no
impairment existed at that date. Management utilized 2010 sales transaction data of financial institutions in the New
England area of similar size, credit quality, net income, and return‘on average assets levels and management
believes that the overall assumptions utilized in' the testing process were reasonable. During the December 31, 2010
impairment testing management also considered utilizing market capitalization, but ultimately concluded: that it was
not an appropriate measure of the Company’s fair value due to the overall depressed valuations in' the financial -
sector and the significance of the Company’s insider ownership and the lack of volume in trading in the Company’s
shares of common stock. Management also does not believe that this measure generally reflects the premium that a
buyer would typically pay for a controlling interest. No events have occurred during the three months ended March
31,2011 wh1ch would indicate that the 1mpa1rment test would need to be re-performed. o

Penswn Benefits and Other Post-Retzrement Beneﬁts

The Bank prov1des pension benefits for its employees in a multi-employer pension plan through
membership in the Co-operative Banks Employees Retirement Association. Pension costs are funded as they are
accrued and are accounted for on a defined contribution plan ba51s

The Bank maintains supplemental retirement plans (“SERP”) for two h1ghly compensated employees
designed to offset the impact of regulatory limits on benefits under qualified pension plans. The Bank recognizes
retirement expense based upon an annual analysis performed by a benefits administrator. Annual SERP expense can
vary based upon changes in factors such as changes in salaries or estimated retirement ages.

The Bank also maintains a post-retirement medical insurance plan and. life insurance plan for certain
individuals. The Bank recognizes the over funded or under funded status of the plan as an asset or liability in its
statement of financial condition and recognizes changes in that funded status in the year in which the changes occur
through other comprehensive income as set forth by ASC 715 Compensation = Retirement Benefits (“ASC 715”).

Related Party Transactions

Directors and officers of the Company and their affiliates have been customers of and have had transactions
with the Bank, and it is expected that such persons will continue to have such transactions in the future.
Management believes that all deposit accounts, loans, services and commitments comprising such transactions were
made in the ordinary course of business, on substantially the same terms, including interest rates.and collateral, as
those prevailing at the time for comparable transactions with other customers who are not directors or officers. In
the .opinion of management, the transactions. with related parties -did not involve more than.normal risks of
collectibility, nor favored treatment or terms, nor present other unfavorable features.
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Stock-Based Compensation

: . The Company accounts for stock . based compensation pursuant to ASC 718  Compensation-Stock
Compensatton (“ASC 7187). The Company uses the Black-Scholes-option pricing model as its method for
determining fair value of stock option grants. The Company has previously adopted two qualified- stock option
plans for the benefit of officers and other employees under which an aggregate of 281,500 shares have been reserved
for issuance. One of these plans expired in 1997 and the other plan expired in.2009. All awards under the plan that
expired in 2009 were granted by the end of 2005. Awards outstandmg at the time the plans expire w111 continue to
remain outstandmg accordmg to their terms. . . .

sl On July 31, 2006 the Company 8 stockholders approved the Central Bancorp, Inc 2006 Long—Term
Incentive Plan (the “Incentive Plan™). Under the Incentive Plan, 150,000 shares have been reserved for issuance as
options to purchase stock, restricted stock, or other stock awards, However; a maximum of 100,000 restricted shares
may. be granted under the plan. - The -exercise price of an option may not be less-than the fair market value of the
Company’s common stock on the date of grant of the option and may not be exercisable more than ten years after
the date of grant. However,.-awards may become available again if participants forfeit awards under the plan prior to
its expiration. - As of March 31, 2011,.49,880 shares remained unissued and available for award under- the Incentive
Plan, of which.9,880 were available to be 1ssued in the form of stock grants. » :

_ ,Forfe_rture‘s of awards granted: under\ th_e 1ncent1ve plan are estlmated. at the time.of grant.and revised, if
necessary,-in subsequent periods if actual forfeitures differ from those estimates in order to derive the Company’s
best estimate of awards ultimately expected to vest. Estimated forfeiture rates represe_nt only the unvested portion of
a surrendered option and are typically estimated based on historical experience. - Based on an analysis of the
Company’s historical data, the Company applied a forfeiture rate of 0% to stock options outstandrng in deterrmmng
stock compensatlon expense for each of the years ended March 31, 2011 and 2010.

v The Company granted no stock optrons in the year ended March 31; 2010 Dunng the fiscal year ended
March 31, 2010, 30,000 restricted shares were issued and 2,800 unvested rtestricted. shares were forfeited. No
options were granted in fiscal 2011. During the fourth quarter of fiscal 2011, 13,920 shares were issued under the
Incentive Plan. Of these shares, 5,871 shares vested immediately and 8,049 shares vest over-a.five-yearlife. The
restricted shares granted in fiscal 2010 vest over a two-year life. The options to purchase 10,000 and 30,000
restricted shares granted in fiscal 2007 vest over a five-year life. Stock-based compensation totaled $512 thousand
for the year ended March 31, 2011 and $321 thousand for the year ended. March 31, 2010. : -

The number of shares and welghted average exercise pnces of outstandrng stock optrons at March 31 2011
and 2010 are as follows: : : v

Number of . fweighted,Average

Shares - .. .+ .- Exercise Price

i ' Balance 4t March 31,2009° ~ °~ - 68218 - " © - $25.36
‘ " Exercised LR LS T T e
CBefed @) - 2899

~ Expired | ' B KT 2% ) R 20.25

Balance at March 31, 2010 ' 53,608 - 26.62

Exercised - S -

. Forfeited | . - _.:(12,466) - 23.64

Expired - - | L . (6,684) - 1663

Balance at: March 31 2011 s 34488 - o 0 29,63

. .Exer01sableatMarch 31, 201.1v w32 4583 - - 29.53 -

As of March 31,2011, the Company expects all non—vested stock optrons to vest ‘over thelr remammg
vesting penods : , . S o

As of March 31, 2011, the expected future compensation costs related to options and restricted stock
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vesting is as follows: $302 thousand for fiscal 2012, $30 thousand each year for fiscal 2013 through fiscal 2015, and

$29 thousand for fiscal 2016.

The range of exercise prices, weighted average remaining contractual lives of outstanding stock options and
aggregate intrinsic value at March 31, 2011 are as follows:

Options Outstanding Options Exercisable
" Weighted _ Weighted
--Average : Average’ :
Remaining ‘'Weighted . . - Remaining - Weighted
Number Contractual Average Aggregate Number of Contractual Average
Exercise of Shares - . .Life - Exercise Intrinsic - .-Shares . .. Life . Exercise
Price Qutstanding (Years) Price Value (1) | Outstanding (Years) 'Price
$28.99 24,458 (2) S0 39 ~'$28.99 $ - T 24,458 (2) 3.9 "$28.99
31.20 10,000 (3) 5.5 31.20 = 8,000 (3) 5.5 - 31.20
34.458 ; 44 29.63 - 32458 .. 44 129.53

(1) Represents the total intrinsic value, based on the Company s closmg stock pnce of $19 00 as of March 31,
2011, which would have been received by the option holders had all option holders exercised their options as of
that date. As of March 31, 2011, the mtrmsw value of outstandmg stock optlons and exercisable stock options

was $0.

(2) Fully vested and exercisable at the time of grant.
(3) Subject to vesting over five years, 80% vested at March 31, 2011.

A summary of non- vested restricted stock activity under all Company plans for the year ended March 31,

2011 is as follows:

Weighted Average
Number of Grant Date
Non-Vested Shares - Shares Fair Value
Balance at March 31, 2009 29,400 - $31.20 - -
- . Granted- . 30,000 - . . 8.28 ..
Vested (9,800), 31.20 -
Forfeited (2,.800) :31.20 .
Non-vested at March 31, 2010 46,800 16.51
Granted 8,049 18.48
Vested (15,900) 20.39
Forfeited - Lo
Non-vested at March 31, 2011 38.94 15.33

Regarding ‘unrestricted stock act1v1ty, 5 871 shares of unrestricted stock grants were. issned dunng the
fourth quarter of the fiscal year ended March 31, 2011 and the stock-based compensation expense associated with

those shares totaled $109 thousand.

Earnings Per Share

Regarding earnings per share, the Company adheres to guidance as set forth by ASC 360, “Earnings Per
Share” (“ASC 360”). Basic earnings per share (“EPS”) is computed by dividing income available to common
stockholders by the weighted-average number of common shares outstanding for the period. Diluted EPS reflects
the potential dilution that could occur if securities or other contracts to issue common stock, such as stock options,
were exercised or converted into common stock. Unallocated shares of common stock held by the Central Co-
operative Bank Employee Stock Ownership Plan Trust (the “ESOP”) are not treated as being outstanding in the
computation of either basic or diluted EPS. At March 31, 2011 and 2010, there were approx1mately 154,000 and
176,000 unallocated ESOP shares, respectively.
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+i¢ The following depicts a reconciliation of basic and diluted earnings per share: |

2011 2010
‘ (Amounts in thousands, except
share arid per share-amounts)

-..Net income as reported e . - $1,725 . .. $ 1,933:
Less preferred d1v1dends and accretion (620) 1613)
Net income avarlable to common stockholders o $ $ 1,105 $ 1,380

* Weighted average number of common shares outstanding - ‘1 667 685 1 642 705
Weighted average number of unallocated ESOP shares - ( 163 .966) ( 185 473)
Weighted average number of common shares outstandmg used in ) -

* calculation of basic earnings per share - '1,503 ,719 1,457,232
Incremental shares from the assumed exercise of d11ut1ve common :

* stock equivalents- - 117,463 42,680
Werghted average number of common shares outstandmg used in S -’ L T
calculating diluted earnings per share 0 1,621182 - - 14 12

Earnings per share:
Basic ‘8. 074 $095°
Diluted o T 08 068 . $092

At March' 31, 2011 and 2010, respectlvely, 34,458 and 53,608 stock options were antr-dllutrve and were
excluded from the above calculation.

Bank-Owned Ltfe Insurance

Dunng the quarter ended December 31, 2007, the Bank purchased life insurance policies on one executive
which totaled $6.0 million. The Bank follows ASC 325 Investments — Other (“ASC 325”) in accounting for this
asset. Increases in the.cash value are recognlzed in other noninterest income and are not subject to income taxes. |
The Bank reviewed the financial strength of the insurance carrier prior to the purchase of the policies, and continues
to conduct such reviews on an annual basis: Bank owned life insurance totaled $7.0 million at March 31,2011 and
$6.7 million at March 31, 2010. “

Other Compi'ehensive Income

The Company has established standards for reporting and dlsplaymg comprehensive income; Wthh is defined
as all changes to equity except investments by, and distributions to, shareholders. - Net ‘income is a component of
comprehensive income, with all other components referred to, in the aggregate, as other comprehensive income. Other
comprehensive income consists of unrealized gains.or losses on avaﬂable for sale secuntles net of taxes, and unrealized
gain or loss on post-retirement benefits, net of taxes. :
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The components of accumulated other cornprehenswe income (loss) 1ncluded in stockholders equlty, are

as follows at March 31
L N 2011 . 2010 »
B ek e . (In Thousands) . H
 Net nnrealiied gain on securities availal)le for sale o A . ‘$l,184 e $1,Q00 . o o
Tax effect 452 380
Net—of—tax)\amonnt o ‘73:2_ R . 620
UnrealiZed gain on,pensiorl henefits : - ' : 270 . N 321
Taxeffect R _1 Lo e 110) 131) -
= Net-of tax amount S 'v 16(;)1 : N 190 J
Accumulated other comprehensive income $ 892 810

- The Company has. estabhshed standards for reportmg and dlsplaymg comprehenswe income, which i 1s defined
as all changes to equity .except: investments by, and distributions to, shareholders. . Net income .is a- component of
comprehens1ve income, with all other components referred to, in the ‘aggregate, as other comprehensive income. Other.
comprehensive income consists of unrealized gains or losses on avallable for sale securities, net of taxes, and unreahzed'
gain or loss on post-ret1rement benefits, net of taxes. sy

Recent Accountmg Pronouncements ey
In June 2009, the FASB issued guidance on Accounting for Transfers of Financial Assets, now
_ incorporated into ASC 860 Transfers and Servicing, which amends prior accounting guidance to enhance reporting
about transfers of financial assets, including securitizations, and where companies. have continuing exposure to the
r1sks related to. transferred financial. assets. The new. guidance eliminates the concept of a “qualifying special-
purpose entity” and changes the requirements for derecogmzmg f1nanc1a1 assets. The new gu1dance s1gn1ﬁcant1y
impacts loans:participations sold. as these transactions must meet the add1t10na1 criteria of a;“participating interest”
to be treated as a sale. Additionally, participation agreements. that contain last- in, first out, and similar loan
repayment arrangements will disallow the use of sale treatment. The guidance also requires additional disclosures
about all continuing 1nvolvements w1th transferred f1nanc1a1 assets including. information about gains and losses
resulting from transfers dunng the penod The gu1dance 'was adopted as-of April 1, 2010 and has not had a material
impact on the Company’s consolidated f1nanc1al statements. The guldance may 1mpact the accountmg for any loan
participations entered into by the Bank after Apr11 1, 2010. . . :

In June 2009, the FASB issued SFAS No. 167 (now incorporated into ASC 810-10), Amendments to FASB
Interpretatzon No. 46(R); to amend certain requirements of FASB Interpretation No. 46 (revised December 2003);,
Consolidation of Variable Interest Entities, to.improve financial reporting by enterprises involved. with variable
interest entities and to provide more relevant and reliable information to users of financial statements. The Statement
is effective as.of, the beg1nn1ng of each reporting entity’s first annual reporting period that begins after November 15,
2009, for interim periods within that first annual reporting penod and for interim and annual reporting periods
thereafter. The adoption of this standard on Apnl 1, 2010 did .not have a material impact on our consohdated
financial statements. : : :
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In January 2010, the FASB issued Accounting Standards Update (“ASU”) 2010-6, Improving Disclosures
About Fair Value Measurements, which requires reporting entities to make new disclosures about recurring or
nonrecurring fair-value measurements including significant transfers into and out of Level 1 and Level 2 fair-value
measurements and information on-purchases, sales, issuances, and settlements on a gross basis in the reconciliation
of Level 3 fair-value measurements. ASU 2010-6 is effective for annual reporting periods beginning after
December 15, 2009, except for Level 3 reconciliation disclosures which are effective for annual periods beginning
after December 15, 2010. The adoption of this standard on April 1, 2010 did not have a material impact on our
consolidated financial‘statements, but has required disaggregation of certain fair-value measurements as well as
additional disclosures. :

In July 2010, the FASB' issued ASU 2010-20, Disclosiures About the Credit Quality of Financing
Receivables, which amends Accounting Standards Codification Topic 310, Receivables. The purpose of the Update
is to improve transparency by companies that hold financing receivables, including loans, leases and other long-term
receivables. The Update requires such companies to disclose more information about the credit quality of their
financing receivables and the credit reserves against them. The disclosures as of the end of a reporting period are
effective for interim and annual reporting periods ending on or after December 15, 2010. The disclosure
requirements as of March 31, 2011 of ASU 2010-20 have been incorporated in the notes to the Company’s
consolidated financial statements. Disclosures about activity that occurs dunng a reportlng period will be required
beginning April 1, 2011. . o

In April 2011, the FASB issued Accounting Standards Update (ASU) No. 2011-02, Receivables (Topic
310): A Creditors Determination of Whether a Restructuring is a Troubled Debt Restructuring. For public entities
this update provides ‘guidance -and clarification to help creditor$ in determining whether a creditor has granted a
concession and whether a debtor is experiencing 'financial difficulties for purposes of determining whether a
restructuring constitutés a troubled debt restructuring. In addition the previously deferred disclosure requirements
originally included in Update No. 2010-20 are effective upon adoption of this standard. The amendments in this
update are effective for the first interim or annual period beginning on or after June 15, 2011 and should be applied
retrospectively to the beginning of the annual period of adoption. The Company does not anticipate that the adoption
of this guldance will have a material 1mpact on the Company s consolidated financial statements.

In April 2011, the: FASB 1ssued Accounting Standards Update (ASU) No. 2011-03, Transfers and
Servicing (Topic 860): Reconsideration of Effective Control for Repurchase Agreements. The main provisions in-
this amendment remove from the assessment of effective control (1) the criterion requiring the transferor to have the
ability to repurchase or redeem the financial assets on substantially the agreed terms, even in the event of default by
the transferee, and (2) the collateral maintenaince implementation guidance related to that criterion. Eliminating the
transferor’s ability criterion and related implementation guidance from an entity’s assessment of effective control
should improve the accounting for repos and other similar transactions. The guidance in this update is effective for
the first interim or annual period beginning on or after December 15, 2011 and should be applied prospectlvely to
transactions or modifications of existing transactions that occur on or after the efféctive date. Early adoption is not
permitted. The Company does not anticipate that the adoptlon of this gmdance w111 have a material impact on the
Company’s consolidated financial statements. :

“In ‘May 2011, the FASB issued Accounting Standards Update (ASU) No. 2011-04, Fair Value
Measurement (Topic 820): Amendments to-Achieve Common Fir Value Measurement and Disclosure Requirements
in U.S. GAAP and IFRSs. The amendments in this update are a result of the work by the FASB and the Intérnational
Accounting - Standards ‘Board ‘ to develop ‘common requirements for ‘measuring fair ‘value and for disclosing
information’ about- fair value measurements’in ‘accordance with U.S. generally accepted accounting principles
(“GAAP”) and International Financial Reporting Standards (“IFRSs”). The amendments change the wording used
to describe many of the requirements in U.S. GAAP for measuring fair value and for disclosing information about
fair value measurements. For many of the requirements, the FASB does not intend for these amendments to result in
a change in the application of the requirements of Topic 820. The amendments are to be applied prospectively. The
amendments are effective during interim and annual periods beginning after December 15, 2011. Early application
is not permitted. The Company does not anticipate that the adoption of this guidance will have a material impact on
the Company’s consolidated financial statements.
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Note 2. Investments (In Thousands)

The amortized cost and fair value of investments securities available for sale are summarized as follows: -

s : March 31, 2011
2" . Amortized Gross Unrealized Fair
. Cost - Gains Losses Value
i (In Thousands)
Corporate bonds $ -- $ - $ - $ -
Government agency and government ) e
sponsored enterprise mortgage-backed o a s o
securities . 18,129 764 T (70) " 18,823
Single issuer trust preferred securities - S
issued by financial'institutions 1,002 _ 47 - 1,049
Total debt securities 19,131 811 D () B 19,872
Perpetual preferred stock issued by ‘
financial institutions - ) 307t 194 . (80) 3,185
Common stock " 1799 0 354 (25 2128
© Total - - $24001 $1359 ~  $(75  $25.185
. ' March 31, 2010 ~
Amortized Gross Unrealized " Fair
Cost. .  Gains Losses Value
' R (Ih-ThouSands) . J '
Corporate bonds S $ 1,752 - $ - . $ - - %1752
Government:agency and government ; - co o SR
sponsored enterprise mortgage-backed _ : SR ’ -
securities ; Co - 24,253 L1520 (12 - 24,993
Single issuer trust preferred securities Co S
issued by financial institutions 1,002 43 -~ 1,045
Total debt securities . S 2027007 - 795 . . (12) . © 27,790
Perpetual preferred stock issued by : o S : K T
financial institutions .o« ..339%4 . . .56 . (195) 3,255
Common stock .. o 2,967 508 - 152y - . 3323
- Total : - 5. $33368 - $1359 - $(359)y ©  $34.368

During the twelve month period ended March 31, 2011, three common stock holdings were determined to
be other-than temporarily impaired and their book values were reduced through an impairment charge of $118
thousand. Also during the twelve month period ended March 31, 2011, two preferred stock-holdings were
determined to be other-than-temporarily impaired and their book values were reduced through an impairment charge
of $226 thousand. This impairment charge is reflected in “Net gain (loss) from sales and write-downs of investment
securities” in the Company’s consolidated statements of income.
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Temporarily 1mpa1red securities as of March 31, 2011 are presented in the following table and are
aggregated by investment category and length of time that individual securities have been in a Contlnuous loss
pos“]on ETURE ST S D R AN TR PN P

Less Than or Equal to Greater Than

12 Months 12 Months
. Fair . Unrealized Unrealized
. T “Value ~  Losses Fair Value Losses
(In Thousands)

Government agency and government sponsored - . e

enterprise mortgage-backed securities $ 3,209 $ ©3) - _$.306 . § (7)\.
.Perpetual preferred stock issued by financial o o o

institutions - — . 938 (80)
Common stock 199 14) 182 e (D

Total temporanly impaired secuntres $3,408 . $ an $ 1,42 «i§ -(98) j;

~ As of March 31, 2011, the Company has one government :agency mortgage—backed secur1ty Wthh has been
ina contmuous loss pos1t10n for a period greater than twelve months and seven which have been in a continuous loss_
position for less than twelve months. These debt securities have .a total fair value of $3.5 million and. unreahzed
losses of $70 thousand as ‘of March 31, 2011." Management currently does not have the intent to sell these securities
and it is more likely that it will not have to sell these securities before recovery of their cost basis. Based on
management’s analysis of these securities, it has been deternuned that none of the securities are other-than-
temporarily impaired as of March 31 2011 :

“The Company has one preferred stock security which has been in a continuous loss position for greater than
twelve months as of March 31,:2011." This security has a fair value of $938 thousand and an unrealized loss of $80
thousand at March 31, 2011. The preferred stock had a loss to book value ratio of 7.8% at March 31, 2011 compared
to a loss to book value ratio of 6.6% at March 31, 2010. Due to the long-term nature of prefeired stocks;
management considers these securities to be similar to debt securities for analysis purposes.” Based -on -available
information, which included Fitch bond ratmg upgrades during August 2010 and January 2011; managemerit has
determined that the unrealized losses on“the Company’s investment in this preferred stock are not other—than-
temporary as of March 31, 2011. - : MELIRRE : :

: The Company has three equlty securities with a fair Value of $381 thousand and unreahzed losses of $25
thousand which were temporarily impaired at March 31, 2011. The total unrealized losses relating to these equlty'
securities represent 6.3% of book value. This is an improvemerit when compared to the ratio of unrealized losses to
book:value of 11.9% at March 31, 2010.. Of these three securities, one has been in a continuous loss: position ‘for:
greater than twelve months. Data indicates that, due to current:economic conditions, the time for many stocks to
recover may be substantially lengthened. Management’s investment approach is to be a long-term investor. As of
Mareh 31,2011, the- Company has determined that the unrealizéd losses associated with these securities are not
other-than-temporary based on the prOJected recovery of the unreahzed dosses,. and management ] 1ntent and ab111ty
to hold to recovery of cost.. Lo e Shee = s .
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The maturity distribution (basedror'i‘- contractial maturities) and annual yields of debt secuirities‘at'March 31,
2011 are as follows: ,

NN
[

T Amortized  Fair' " Arnual

Cost ____ Vale © _ Yied
(Dollars in Thousands) o

Government agency and government sponsored
enterprise mortgage-backed securities

Due within one year . . . R R S -

Due after one . year but w1thmf1ve years .. - 2970 .- 3079 .. .. ¢

Due after five years but within ten years L U B G IR 12

.Due after ten'years i L o 15,148 oo 15732 -
CTotal ¢t e foo st $18129 - - '$18.823%

Single issuer trust preferred securltles 1ssued by
financial 1nst1tut10ns - -

Due after teri yeats o A V17 _Lo49
Total Cr o ew L g3 19872 ¢

Mortgage-backed securities are shown at their contractual maturity dates but actual miaturities friay differ as
borrowers have the 1_1'ght »to prepay obliga;ions w,ithout!incurring prepay‘ment‘penalties.

T3

Proceeds from sales of investment securities and related gains and losses for the years ended March 31,
2011 and 2010 {all:classified as available for sale) were as follows

2000 2000
o . (Dollars in Thousands) h
Proceeds from sales, maturities, a

redemptions $33711 - $1.83
Gross gains 7 o . . 552 © 46
Gross losses v 72 o (170)
Othie: than temporary 1mpa1rments ' (344) . __(341)
Net reahzed gam (loss) 136 i 1495)

Mortgage—backed securmes w1th an amortlzed cost of $1 1 m11110n and a fair value of $1 2 mllhon at March

31, 2011, were pledged to provide collateral for certain customers. Investment securities carried at $8.2 million

were pledged under a blanket lien to partially secure the Bank’s advances from the FHLB of Boston. Additionally,

~ investment securities carried at $3.8 million were pledged to maintain borrowing capacity at the Federal Reserve
Bank of Boston. :

As a member of the FHLB of Boston, the Bank was required to invest in stock of the FHLB of Boston in an
amount which, until April 2004, was equal to 1% of its outstanding home loans or 1/20th of its outstanding advances
from the FHLB of Boston, whichever was higher. In April 2004, the FHLB of Boston amended its capital structure
at which time the Company’s FHLB of Boston stock was converted to Class B stock.

The Company views its investment in the FHLB of Boston stock as a long-term investment. Accordingly,
when evaluating for impairment, the value is determined based on the ultimate recovery of the par value rather than
recognizing temporary declines in value. The determination of whether a decline affects the ultimate recovery is
1nﬂuenced by criteria. such asy (1) the s1gn1f1cance of the dechne in net assets of the FHLB. of Boston as compared to

TR
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the capital stock amount and length of time a decline has persisted; (2) impact of legrslatlve and regulatory changes
on the FHL.B of Boston and (3) t the liquidity position of the FHL.B of Boston. :

The FHLB of Boston reported earnings for 2010 of approximately $107 million after two consecutive years
of losses. During February and May 2011, the. FHLB of Boston declared dividends based upon average stock
outstandmg for the fourth quarter of 2010 and the first quarter of 2011, respectively. The FHLB of Boston’s board of
directors anticipates that it will continue to declare modest cash dividends through 2011, but cautioned that adverse
events such as negative trend in credit losses on the FHLB of Boston’s private label mortgage backed securities or
mortgage portfolio, a meaningful decline in income, or regulatory dlsapproval could lead to reconsrderatron of this
plan.

The Company does not believe that its investment in the FHLB of Boston is impaired as of March 31,
2011. However, this estimate could change in the near term in the event that: (1) additional significant impairment
losses are incurred on the mortgage-backed securities causing -a -significant decline in the FHLB.of Boston’s
regulatory capital status; (2) the economic. losses resulting from credit deterioration on the mortgage-backed
securities increases significantly; or (3) capital preservation strategies being utilized by the FHL.B of Boston become
ineffective.

- The Co-operative Central Bank Reserve Fund (the “Fund”) was established for liquldity purposes ‘and
consists of.deposits required of all insured. co-operative banks in Massachusetts. The Fund is used, by The Co-
operative Central Bank to advance funds to member banks or to make other investments.

Note 3. Loans and the Allowance for Loan lJosses (In Thousarrds)

Loans, excluding loans for 'sale, as of March 31, 2011 and 2010 are sunlmarized below:

Real estate loans: ) '
Residential real estate (1-4 family) $183,157 $217,053
Commercial real estate i 199,074 227,938
Land and Construction 456 2,722
Home equity lines of credit , 8,426 8.817

Total real estate loans ' 391,113 456,530
Commercial loans 2,212 4,037
Consumer loans , 892 i _.-943

Total loans . 394,217 ..461,510
Less: allowance for losses (3.892) - _(3.038)

Total loans, net L S : ﬁm,3_2§ - $458.472

A summary of changes in the allowance for loan losses for the fiscal years ended March 31,2011 and 2010
follows (in:thousands): : o B

Years Ended
: March 31,
2011 2010
Balance at beginning of period...........cioiveeiics $3,038 -$3,191
-Provision charged to expense..........coecveerennans e 1,100 ' 600
Less: charge-offs.................... erereesneennn Seeeereesrnons . (250) ‘ (773)
Add: TECOVETIES ...oveerereieircrnc el sivenessnesnennins e 4 20 .

Balance at end of period.........ccccvvvevireerenrernanen. $3.892 $3.038

- At March 3>1, 2011 there Were tyventy six impaired loans to eighteen borrowers which totaled $16:1 million
compared . to. thirty impaired. loans to twenty-one borrowers at March 31; 2010 which totaled $16.5 million.
Impaired loans are evaluated separately and measured utilizing guidance set forth by ASC 310 described in Note 1.
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At March 31, 2011 there were twelve impaired loans to seven borrowers totaling $7.2 million which were
accruing interest. At March 31, 2010, there were twenty impaired, accruing loans totaling $10.6 million which
represented eleven - customer relationships. All loans modified in troubled debt restructurings are included in
impaired loans. o

Nonaccrual loans totaled $9.6 million as of March 31, 2011 and were comprised of five commercial real
estate customer relationships which totaled $6.9 million and eleven residential: customers which totaled $2.9 million
of which, there were three residential customer relationships totaling $363 thousand which were-not impaired.
Nonaccrual loans totaled $6.2 million as of March 31, 2010 and were comprised of three commercial real estate
customer relationships which totaled $4.7 million and eight residential customer relationships .which totaled $1.5
million.. Total nonaccrual loans include nonaccrual impaired loans as well as certain nonaccrual residential loans
that are not considered impaired.

'Financing Receivables on Nonaccrual Status as of: ‘

. March 31, March 31,
2011 2010
Commercial real estate:
Mixed use | - $1,616 S $4729
Industrial (other) © 1,500 - -
Retail , - 769 , . --
Apartments 2,757 --
Residential: )
Residential (1-4 family) 2,587 1,199
Condominium - 352 318
Commercial -- . -
581 - $6.246

If the interest 6n nonaccruzﬁloans had been recognized in accordance with original interest rates, interest
income would have increased by $208 thousand for fiscal year 2011 and $94 thousand for fiscal 2010.

During the year ended March 31, 2011, loans modified in troubled debt restructurings (“TDRs”) were
comprised of five residential real estate loan relationships which totaled $1.8 million as of March 31, 2011, and five
* commercial real estate loan relationships which totaled $8.6 million as of March 31, 2011.

_ At March 31, 2011 total TDRs amounted to $11.6 million and were comprised of nine residential real estate
Joan relationships which totaled $2.7 million and six commercial real estate loan relationships which totaled $8.9
million. ~ Additionally, at March 31, 2011, ‘total accruing TDRs amounted to' $7.2 million and total nonaccruing
TDRs amounted to $4.4 million.
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(In Thousands):: .. . .. . CEWE L e N L gl s we, e b
' o - o, +-': AtMarch3l, - .AtMarch3l,
2011 2010
‘Impaired loans with a valuation-allowance = - .+ . .~ . -~ $ 6439 S 0$ 3,009
Impaired loan'sfwithoutavaluation! allowance - - - P 0w 1 9635 13,506
. Total'impaited loans -+~ - oEm e et s 816,074 $16,515-
s .\'1'~»£".=‘ . ol e 5l . : r CoeT i L R
' Specific valuation allowance related to impaired loafis ~*** -~ § 1417 $ 354

- Age Analysis of Past Due Financing Receivables
h as of March 31, 2011

The following is a summary of information pertaining to impaired loans for the dates and periods specified

Following is an age analysis of past due loans as of March 31, 2011 by loan portfolio class (in thousands):

Greater 7+ i
30-59 Days 60-89 Days than Total
Past Due ' Past Due 90 Days Past-Due Current Total

Commercial real estate: ' . S

Mixed use $ 398 _ $ -- $ 1,616 $2,014 $36,605 $38,619

Apartments - 258 2,757 3,015 75,655 78,670

Industrial (other) -- -- 1,500 1,500 36,005 37,505

Retail -- - 769 769 28,276 29,045

Offices N - ~ AR - 15,235 15,235
Land : - - - e 456 456
Residential: : e )

Residential real estate loans - T 782 ; 247 2,587 3,616 152,978 156,594

Residential (condominium) _ - e T 352 L0352 26,211 26,563
Home equity lir.lf‘;S‘ of credit f.:‘ . L P V L v--‘ : -- o - - 8,426 . 8,426
Commercial and industrial ) ’ '

loans , L S R - . o ) 2»,_212 2,212
Consumer loans : R S S : 4 _ 888 892

C % 1184 $ 505 T §9851  $11270  °$382047 $394217

o v' _‘In.ter‘e"sbt‘ income '6nrimpai'r‘ed. accrumg loans totaled $533 thousand during fiscal 2011 and $318 thdusand_

31,2011,

during fiscal 2010. There.were no loans which were past due 90 days or more and still accruing interest as of March

Credit Quality Indicators. Management regularly reviews the problem loans in the Bank's portfolio to
determine whether any assets require classification in accordance with Bank policy and applicable regulations. The
following table sets forth the balance of loans classified as pass, special mention, or substandard at March 31,2011
by loan class. Pass are those loans not classified as special mention or lower risk rating. Special mention loans are
performing loans on which known information about the collateral pledged or the possible credit problems of the
borrowers have caused management to have doubts as to the ability of the borrowers to comply with present loan
repayment terms and which may result in the future inclusion of such loans in the non-performing loan categories.
A loan is considered substandard if it is inadequately protected by the current net worth and paying capacity of the
obligor or of the collateral pledged, if any. Substandard loans include those characterized by the distinct possibility
the Bank will sustain some loss if the deficiencies are not corrected. Loans classified as doubtful have all the
weaknesses inherent as those classified as substandard, with the added characteristic that the weaknesses present
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make collection or liquidation in full onthe basis of currently ‘existing facts and conditions and values, “highly
questionable and improbable. Loans classified as loss are considered uncollectible and of such little value that their -
continuance as loans without the establishment of specific loss allowance is not warranted. Loans classified as
substandard, doubtful or loss are 1nd1v1dually evaluated for 1mpa1rment At March 31, 2011, there were no loans

classified as doubtful or' 1oss

The following table dlsplays the Joan portfoho by credit quahty indicators as of March 31; 2011 (1n ;

thousands):
Commercial Home
and Residential Equity
Industrial Real Lines of Commercial " Consumer o
Loans. Estate, Credit Real Estate Land Loaps Total
Pass $ 2212 $ 181,587 $ 8,426 "$ 188,917 $ 456 $ 892 $ 382,490
Special mention - 1,570 - 7,128 - - 8,698
Substandard - e - L 3,029 - tam :-3,029
$ 2212 $183,157 $ 8426 $199,074 $ 456 C§ 892 $394217

The following table displays the balances of non-impaired comimerecial real estate loans with various loan-
to-value (LTV) ratios by collateral type. The Bank considers this an addmonal credlt quahty mdlcator spec1ﬁcally as
it relates to the commercial real estate loan portfolio (1n thousands)

L Industrial
Apartments Offices Mixed Use (Other) Retail Total
<40% $ 12,720 $ 1,028 $ 10,083 $ 6,646 '$ 6,883 . -$.37,360
40% - 60% 22,994 8,299 7,899 9,055 16,220 . 64,467
> 60% 32,165 5,494 18,658 10,396 2,660 69,373
Participations 4,576 - - T+ 9,352 1,116 15,044
Total $ 72,455 $14,821° $36,640 $ 35,449 $26,879 $186,244

Followmg is a summary of the allowance for loan losses and loans at March 31, 2011 by loan portfoho_ .
segment d1saggregated by impairment method (in thousands) '

.

Commercial
Residential Real Estate _
Real and " Commercial. -~ Consumer - '~ C
Estate Land Loans Loans Unallocated Total
Allowance for loan losses . e IR o ; R
ending balance:
Individually evaluated for
impairment __ $ 110 $ 1,307 $ - _ $ - $ - $ 1,417
Collectlvely evaluated for e
‘impairment- o 763 1,513 17 16 166 2,475
$ 873 $ 2,820 $ 17 $ 16 $ 166 ... $ 3,892
Loans ending balance: £ '
Individually evaluated for
impairment $ 3,588 $ 12 486 $ - $ - $ = - $ 16,074
Collectively evaluated for _
impairment 187,833 187 572 690 2,048 | » -- ‘ 378,143
-$191,421 $200 058 $ 690 $ 2,048 $ - $394,217
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) Followmg 1s a summary .of 1mpa1red loans and their.related allowances within the allowance for loan losses -
at March 31, 2011 (in.thousands): e e - :

. Unpaid _
Recorded Principal Related
Investment * Balance Allowance

With no related allowance recorded: ‘ o, o

Residential 1-4 Family o $ 2,119 $ 2,123 $ --

Commercial Real Estate and Multi-Family 8,894 8,920 --
With an allowanee recorded: . - . : .

Residential 1-4 Family o S $ 1,468 . - $ 1,630 $ 110

Commercial Real Estate and Multl-Farmly 3,629 4,580 1,307
Total .

Residential 1-4 Family ] $ 3,587 $ 3,753 $ 110

Commercial Real Estate and Multx-Fanuly - 12,523 13,500 - 1,307

* Includes accrued interest, specific reserves and net unearned deferred fees and costs.

The following snmmaﬁzés activity with respect to.loans made by the Bank to directors and officers and
their related interests for the years ended March 31, 2011 and 2010:

2011 2010
Balance at beginning of year . - ‘ $305 $390
New loans . 4 --
Repayment of principal .. o 204) (22)
Reduction of directors and officers - - = (63)
_ Balance atend of year T | o $105 $305

_ Loans 1nc1uded above were made in the Bank’s ordmary course of busmess on substantially the same
terms, 1nclud1ng interest rates and collateral requirements, as those prevailing at the time for comparable transactions
with unrelated persons. All loans included above are performing in accordance with the terms of the respective loan
agreement.

Note 4. Banking Premises and Equipment (In. Thousands)

A summary of cost, accumulated depreciation and amortlzatlon of bankmg premises and: equ1pment at
March 31, 2011 and 2010 follows: o

Estimated

2011 2010 - Useful Lives
Land S ' : $- 589 $ 589
Buildings and 1mprovements 2,657 2,362 50 years
Furniture and fixtures - 3,592 3,484 3-5 years
Leasehold improvements _1,568 1,561 5-10 years’
_ 8,406 7,996 '
- Less accumulated depre01at10n and amortlzatlon - (5.701) (5,.237)
' Total . o . $2.705 . 2,75
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Depreciation and amortization for the years ended March 31; 2011 and 2010 amounted to $623 thousand
and $773 thousand, respectively, and is mcluded in occupancy and equlprnent expense in the accompanying

consolidated statements of operations.

Note 5. Other Real Estate Owned' (In Thousands)

" The followmg summarizes activity with respect to other real estate owned during the year ended March 31,

2011 and: 2010

Balance at begmmng of year
Additions
Valuation adjustments
Sales

Balance at end of year

2010
$ 60 $ 2,986
132 77
0 (17)
(60) (2.986)
$132  $ 60

During fiscal 2011, one residential property totaling $132 thousand was acquired through foreclosure. Also
during fiscal 2011, the sale of one property with a book value of $60 thousand was sold for $62 thousand resulting
in a gain.on the sale of other real estate owned of $2.thonsand. During fiscal 2010, one residential property totaling
$77 thousand was acquired through foreclosure. Management’s subsequent review of this property resulted in the
recording of a valuation allowance of $17 thousand, which comprised the $60 thousand balance in other real estate
owned at March 31,.2010. Also during fiscal 2010, the sales of three properties with book values of approximately
$3.0 million were sold for approx1mately $2 9 million, resulting in loss on the sale of other real estate owned of $60

thousand.

Note 6. Deimsits (Do'llar‘s‘,in Thousande)i

Deposits‘ at March 31, 2011 and 2010 are summarized as follows:

Demand deposit accounts 3 . $.40,745

. NOW accounts
Passbook and other savings accounts
Money market deposit accounts

- 2010

$ 41,959
29,358
53,544
79.745

Total non-certificate accounts 201,261

Term deposit certificates
Certificates of $100,000 and above
Certificates less than $100,000

204,606

51,695
82,868

134,563

Total term deposit certificates 107,816
~ Total deposits $309.077

$339.169

Contractual maturities of term deposit certificates with weighted average interest rates at March 31,2011

are as follows:

Within 1 year $ 87,297

Over 1 to 3 years
Over 3 years

$107.816
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Note 7. Federal Home Loan Bank Advances (Dollars in Thousands)

A summary of the maturity distribution of FHLB of Boston advancee (based on final maturity dates) with. »,
weighted average interest rates at March 31, follows:

2011 o 2010

-, Weighted . N e o
Average Weighted Average
Amount Interest Rate Amount Interest Rate
Within 1 year $ - - % $26 000 5.37%
1-2 years -7 29351 0 7 3.92 R ST
2-3 years - 11,000 2.98 29 469 et o0 3.92
3-4 years - 22,000 293 11,000 . iy 298
4-5 years 2, 5,000 7. 2.89 22,000 w293
Over 5 to 10 years 50,000 . - 4.10 55000 - - .- . = 399

117, 351 3 68% 143 469 3.98%

At March 31, 2011 advances totallng $87 mllhon are callable durlng flscal 2012 prior to the1r scheduled
maturity. The Bank is subject toa substant1a1 penalty in’ the event it. elects to prepay any of its FHLB of Boston
advances. : : : AT o ‘

The FHLB of Boston is authorized to make'advances to its members subject tosuch régulations and
limitations as the Federal Home Loan Bank Board may prescribe. The advances are secured by FHLB of Boston
stock and a blanket lien on certain qualified collateral, defined principally as 90% of the fair value of U.S.
Government and federal agency. obligations and 75% of the carrying value of first mortgage loans on owner-
occupied residential property. In addition, certain multi-family property loans aré pledged to secure FHLB of
Boston advances. The Bank’s unused borrowmg capa01ty with the FHLB of Boston was approxnnately $53.6
million at March 31, 2011.

Note 8. Income Taxes (Dollars in Thousands)
The components of the provision for income taxes for the years indicated are as follows: - -

. Year Ended March 31,‘ .

Current i -
Federal $ - - $(176)
State . 5 55

Total current prov1310n (benef1t) 5 (121)

Deferred ' o
Federal 578 962
State . 363 (157)

Total deferred provision ~ 941 806
" Provision for income taxes - S 685

(@)
N
(o]
N
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The :provision. for income taxes for the periods presented is different from the amounts computed by
applying the statutory Federal income tax rate to income before income taxes. The differences between expected tax
rates and effective tax rates are as follows:

,1 . Year Ended-March 31, -
‘ : 52011 o 2010
Statutory federal tax rate C34.0% o 34 0%
Items affecting Federal Income tax rate: T
“Dividends received deduetion S L SRe) e RTy.
' "'Net state 1mpact of deferred rate change e 3.0 E (10 3 ‘ PR
- State income, taxes —net of federal tax beneﬁt 72 .63 T , RRRESTT
. . Bank-owned life insurance deductlon S ;-‘ (3;6) Lo (5 4)
Valuation allowance o s By C10 :
~ Stock- based compensatlon - B ”1!2:';' co 310 - -
Other v s e 10 g (04) SRR S

Effectrve tax rate 35.4% 25.6% 6%

i

~ The components of gross deferred tax assets and gross deferred tax 11ab1ht1es that have been recogmzed at
March 31, 2011 and 2010 are as follows :

PR

2011 7 T 2010

Deferred tax assets:
Allowance for loan losses . $1580 $1,243
Deprec1at10n o o o 814. . 966
Post- retirement employee beneflts o ' 425 ‘ 299 ‘
Write-down -of investments securities 845 2,778
. Net operating loss carryforward - : .. - °© 434 74 .
Other _444 259
Gross deferred-tax asset 4,542 5,619
_Less: Valuation allowance (292) 421
Net deferred tax assets © 4,250 5,198
Deferred tax liabilities: N _ '
Unrealized gain on securities, net 452 7 380
Other - - Lo 198 .. 137
Gross deferred tax liability e .. 650. < . _ 517
" Net deferred tax assets 3600 - .- $4.681°

The Company has recorded-a valuation allowance against certain deferred tax assets du€ to uncertainty
surrounding the realization of these assets. The valiiation allowance is relatéd to certain capital loss carryforWa'rd's'
that are only allowed to be utilized against capital gains. “Due to the uncertamty surroundmg future capltal galns
management beheves it is more hkely than not that these assets will not be reahzed

' The unrecaptured base year tax bad debt reserves w1ll not be subject to recapture as long as the Company _
continues to carry on the business of banking. In addition, the balance of the pre-1988 bad debt resérves continues
to be subject to provisions of present law that require recapture in the case of certain excess distributions to
shareholders. The tax effect of pre-1988 bad debt reserves subject to recapture in the case of certain excess
distributions is approximately $1.3 million.
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As of March 31, 2011, the Company provided a liability of $155 thousand of unrecognized tax benefits related
to various: federal - and state income tax matters. ‘A reconciliation of the beginning and ending amount of
unrecognized tax benefits is as follows: P : o ' o

Amount

Unrecognized tax benefits at April-1,2010 $ 198
Additions for tax positions related to the current year 16
Additions for tax positions of prior years 61
Reductions for tax positions of prior years (120)
Unrecognized tax benefits at March 31, 2011 155

The amount of unrecognized tax benefit that would impact the Company’s effective tax rate, if recognized, is
$155 thousand. The Company does. not expect- that the amounts of unrecognized tax benefits will change
significantly within the next twelve months. In general, the tax years ended March 31, 2007 through March 31, 2011
remain open to examination by fedéral and state taxing jurisdictions to which the Company is subject. As of
April 1, 2010, the Company had accrued interest and penalties of $41 thousand related to uncertain tax positions.
As of March 31, 2011, the total amount of accrued interest and penalties is $13 thousand. The Company. accounts
for interest and penalties related to unceltam tax posmons as part of its provision for federal and state income taxes.

Note 9. Financial Instruments w1th Off-Balance Sheet Risk (In Thousands)

The Bank is a party to f1nanc1a1 instruments w1th off-balance sheet risk in the normal course of business to
meet the financing needs of its. customers. These financial instruments include unused lines of credit, unadvanced
portions of commercial and construction loans, and commitments to originate loans. The instruments involve, to
varying degrees, elements of credit and interest rate risk in excess of the amounts recognized in the balance sheets.
The amounts of those 1nstmments reﬂect the extent of the Bank’s involvement in particular classes of financial
instruments.

The Bank’s ekposure to credit loss in the event of nonperformance by the other )party to its financial
instruments is represented by the contractual amount of those instruments. The Bank uses the same credit policies in

making commitments and conditional obligations as it does for on-balance sheet instruments.

Financial instruments with off-balance sheet risks as of March 31, 2011 and 2010 included the following:

¥ At March 31,
.. 2011 o 2010
Unused lines of credit $15,940 - $16,495
Unadvanced portions of construction loans -- T 126
Unadvanced portions of commercial loans " 459 0 1,135
Commitments to originate residential mortgage loans 11,232 6,077
Commitments to sell residential mortgage loans 595 4.024
. Total off-balance sheet commitments - $28226 - $27.857

. Commitments to originate loans, unused lines of credit and unadvanced portions of commercial and
construction loans are agreements to lend to a customer, provided there is no violation of any condition established
in the contract. Commitments generally have fixed expiration dates or other fermination clauses and may require
payment of a fee. Since many of the commitments may expire without being drawn upon, the total commitment
amounts do not necessarily represent future cash requirements. The Bank evaluates each customer’s credit
worthiness on a case-by-case basis. The amount of: collateral obtained, if deemed necessary by the Bank upon
extension of credit, is based on management’s credit evaluation of the borrower.
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The Bank is also a party to lease commitments related to premises used to conduct its business. A
summary of minimum rentals of banking premises for future periods under non-cancelable operating leases follows:

Years Ending

March 31, ;
2012 $ 371
2013 357
' 2014 ’ 333
2015 ' 329
2016 311
Thereafter 17
‘Total $1, Zl7

Certain leases contain renewal options the potential impact of which is not included above. Rental expense
for each of the years ended March 31, 2011 and 2010 totaled $365 thousand and $352 thousand, respectively, and is
included in occupancy and equipment expense in the accompanying consolidated statements of operations.

Note 10. Stockholders’ Equity (Dollars in Thousands, except per share amount)
The Company (on a consolidated basis) and the Bank are subject to various regulatory capital requirements

administered by the federal banking agencies. Failure to meet minimum capital requirements can initiate certain
mandatory and possibly additional discretionary actions by regulators that, if undertaken, could have a direct

- material effect on the Company’s and the Bank’s financial statements. Under capital adequacy guidelines and the
_regulatory framework for prompt corrective action, the Company and the Bank must meet specific capital guidelines

that involve quantitative measures of their assets, liabilities, and certain off-balance sheet items as calculated under
regulatory accounting practices. The Bank’s capital amounts and classification are also subject to qualitative
_]udgments by the regulators about components, risk weightings, and other factors. Prompt corrective action
provisions are not applicable to bank holding companies. ' The minimum core (leverage) capital ratio required for
banks with the highest overall rating from bank regulatory agencies is 3. 00% and is 4.00% for all others. The Bank
must also have a minimum total risk-based capital ratio of 8.00% (of which 4.00% must be Tier I capital, consisting
of common stockholders’ equity). As of March 31, 2011, the Bank met all capital adequacy requirements to which
itis sub]ect

_ In December 2008 the U.S. Department of Treasury invested $10.0 million in the Company through the
Troubled Asset Relief Program (“TARP”) Capital Purchase Program (see Note 14 for additional information
regardmg the Company’s participation in the TARP Capital Purchase Program). As a result of this investment, the
most recent notification from the FDIC categorized the Bank as “well capitalized” under the regulatory framework
for prompt corrective action. The table below reflects $10.0 million in TARP funds received as a capital contribution
from the Company to the Bank. To be categorized as “well capitalized,” the Bank must maintain minimum risk-
weighted capital, Tier 1 capital and tangible capital ratios as set forth in the table. There are no conditions or events,
since that notification that management believes would cause a change in the Bank’s categorization. No deduction
was taken from capital for interest-rate risk. The Company’s and the Bank’s Tier 1 leverage, Tier 1 risk- based and
total risk-based capital ratios together with related regulatory rmmmum requxrements are summarized as follows:
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"~ For Capital

"To Be Well

-Capitalized Under
Adequacy Prompt Corrective
Actual - Purposes Action Provisions
Amount Ratio _Amount’ Ratio Amount Ratio
As of March 31, 2011:

Company (consolidated)

Total risk-based capital $56,531 18.53% $24,‘406 >8.00% N/A N/A
Tier 1 capital 52,514 17.22 11,854 24.00 N/A - N/A
Tier 1 leverage capital 52,514 10.66 19,705 >4.00 N/A N/A

Bank B o
Total risk-based capital $50,954 - 16.72% $24,380 >8.00% $30,475 >10.00%
Tier 1 capital 46,938 15.40 12,192 >4.00 18,288 26.00

- “Tier 1 leverage capital - 46,938 -~ -+ 9.58 219,598 2400 s - 24498 . 25.00

As of March 31, 2010:

Company (consolidated) ‘ _ o o _ o '
Total risk-based capital $53,569  15.12%  $29,769 >800%  N/A N/A
.Tier 1 capital . . - .50,432 - 1424 .. . 14,166 2400 - - NA N/A
~Tier 1 leverage capital - .50,432 . 922 . 21,879 . . 24,00 N/A P _' N/A

Bank o e . : I s

-Total risk-based capital- $47,374 - - 713.37% - $28346 - 2800% - -$35433 - -210.00%
Tier 1 capital C44237 0 1249 7 14,167 0 U400 T 21,250 >6.00
Tier 1 leverage capital 44 237 809 7 21, 872 24.00 - M 2, 340 >5.00

The Company and the Bank may not declare or pay cash d1v1dends on their stock if the effect thereof would
cause capltal to be reduced below regulatory requrrements or ‘if such declaratlon and payment would otherwrse
v1olate regulatory requrrements

In October 1991, the Company adopted a Shareholder nghts Agreemeiit (“Rights Plan”) ent1t11ng each
shareholder, other than an “Acquiring Person” or an “Adverse Person” as defined below, to purchase the Company’s
stock at a discounted price in the event any person or group of persons exceeded predeterrmned ownership
limitations of the Company s outstanding common stock (an “Acqun'mg Person’ ’) and, in ceitain circumstances,
engaged in spemﬁc act1v1t1es deemed adverse to the 1nterests of the Company ] stockholders (an “Adverse Person”)

Note 11. Employee Benefits (Dollars iri Thousaids, Except Per Share Data)
Pension and Savings Plans

-~ Asa partlcrpatmg employer in the Cooperatlve Banks Employees Retrrement Association (“CBERA”) a
multi- -employer plan, the Bank has in ‘efféct a non- contnbutory defined benefit plan (“Pensron Plan”) and a deflned
contribution plan (“Savings Plan”) covering substantially all eligiblé employees

Benefits under the Pension Plan are determined at the rate of 1% and 1.5% of certain elements of final
average pay times years of credited service and are generally provided at age 65 based on years of service and the
average of the participants™ three highest consecutive years of compensation from the Bank. Employee contributions
are made to a Savings Plan which qualifies under section 401(k) of the Internal Revenue Code of 1986, as amended.
The Bank matches 50% of an eligible deferral contribution on the first 5% of the deferral amount subject to the
maximum allowable under federal regulations. Pension benefits and employer contributions to the Savings Plan
become vested over six years.
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Expenses for the Pension Plan and the Savings Plan were $545 thousand and $494 thousand, for-the-yedrs
ended March 31 2011 and 2010 respectlvely Forfe1tures are used to reduce expenses of the plans

C Ty

Employee Stock Ownershlp Plan

The Bank maintains an Employee Stock Ownership Plan (“ESOP”) that is authorized to purchase shares of
outstanding comimon stock of the Cempany from time to time in the open market or in negotiated transactions. The

. ESOP is a tax- qua11f1ed defined contribution plan estabhshed for the exclusive benefit of the Bank’s employees. All
: full tlme employees who have completed one year. of service with the Bank are e11g1b1e to part101pate in the ESOP.

On January:31, 2007, the ESOP completed the purchase of 109 600 shares of the Company s .common
stock, of which 6,100 shares were purchased with cash accumulated through allocations to participants’ accounts.
The ESOP purchased the shares pursuant to the terms-of the Stock Purchase Agreement, dated January 25, 2007, by
and among the Company and the ESOP and Mendon Capital Advisors Corp., Moors & Mendon Master Fund, L.P.,
Mendon ACAM Master Fund, Ltd. and Burnham Financial Services Fund (collectively, “Mendon*): In conjunction
with this transaction,.the ESOP refinanced the above-noted third party loan with a loan from:the Company with the
same term as the third party loan. Additionally, the ESOP borrowed $3.42 million from the Company related to.this
purchase This loan will be repaid in quarterly 1nstallments of principal and interest of $90,800 over 20 years

As set forth by ASC 718, cornpensauon expense is recognized as the shares are allocated to pammpants
based upon the fair value of the shares at the time they are allocated. As a result, changes in the market value of the -
Company s stock have an effect on the Company’s results of operations but have no effect on stockholders’ equity.
ESOP compensation expense for. fiscal 2011 and 2010 amounted to $260 thousand and $153 thousand, respectlvely

Company common stock dividends received by the ESOP on allocated shares that are not associated with
financing are allocated to plan participants. Company common stock dividends received by the ESOP for allocated
shares that are associated with financing provided by the Company are returned to the Bank for the purpose of
reducing expenses. ! ‘
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Other Post-Retirement Benefits

The Bank maintains a post-retirement medlcal insurance plan and life insurance plan for certain
individuals. The following tables summarize the funded status and the actuarial benefit obligations of these plans for

fiscal 2011 and 2010:

Actuarlal present value of beneﬁts obligation:
Retirees :
Fully eligible part1c1pants g
Total S

Change in prolected beneﬁt obhgatlon
-Accumulated benefit-obligations at prior year-end
" Service cost less expense component

Interest cost .

Actuarial (loss) gain

Amendment - -

Assumptions - -

Benefits paid R . ‘

Accumulated benefit obhgatlons at year-end

Change in plan assets: ‘
Fair value of plan assets at prior year—end
.Actual return on plan assets
Employer contribution
Benefits paid and expenses
Fair value of plan assets at current year-end

Change in accumulated other comprehensive
income:
Other accumulated comprehensive income at prior
fiscal year-end
Gain (loss) on actuarial experience
Gain (loss) actuarial assumptions
Amortization included in pension expense

Other accumulated other comprehensive income at

current year-end

Amounts with deferred recognition
Reconciliation of accrued pension cost:
Accrued pension cost at beginning of year
Minus net periodic cost
Plus employer contributions, net
Accrued cost at end of year

Benefit obligation weighted average assumption as

change in projected benefit obligation:
Discount rate
Expected return on plan assets
Rate of compensation increase

o

Year Ended March 31,

- 2011 - - 2010 -
- Life Medical ‘Life Medical
Y (165) . S $(146) - - $ (126) ‘ $(145)
T T, R glié) §g14 )
: $ (-126);' T $(144) (165) $(168)
® o ™ ©
(28) - » 60 27
(4) an - (15) (12)
. 16 -1 17
‘ § gléSg . '$ (146) ~$ (126) $€145)
5 - R $ -
1 16 b 17
1) (16) ()] 17
E - : E - E — E -
$ @173) $(148) $ 141 $(140)
28 L (60) @7
4 11 15 12
7 2 B 6
134 135 §!1232 §!1422
$(299) - $(294) $(305) $(309)
) s) 6 @
1 _ 16 1 17
§1222[ 283 §(;28) S;(le 4
4.50% 4.50% 5.00% 5.00%
4.50 4.50 5.00 5.00
n/a n/a n/a n/a
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Years Ended March 31,

2011 ST 20100
Life Medical Life . __Medical
Components of net penodlc beneflt cost: E ’ o '
‘Service cost - ' $ - : $ - ¢ - RS
Interest cost ‘ ’ . - . 8 7 79
Expected return on plan assets - - - -
Amortization of prior service cost 8 I 9 13
Recogmzed actuarial gain _(15) _(16) _(22) _(20)
Net periodic benefit gain (cost) $ 1 5 $ 6) $ 2
Periodic benefit cost weighted average assumptions: _ o
Discount rate 5.00% 500% ~ 675% = 6.75%
Rate of compensation increase ‘ n/a n/a n/a . n/a
Amounts recognized in the consolidated balance
sheets consist of: S ; S ’ R
Other liabilities , o 8365 ~ $(146 o 8325 . 144
Amounts recogmzed in accumulated other
comprehenswe income con51st of: ‘ ' ' v
* Net gain - o v T S 81500 - $(133) $(198) B $(160)
" Priorcredit o : - (52 E (63)
Transition liability =~ - = o _16 50 25 : 74
' ' o o $(134) - $(135) $a173) -+ $349)

The plan ‘is unfunded and thie. Company accrues actuarial determined benefit costs over the ‘estimated
service period of the employees in the plan as set forth in ASC 715. It addresses employers’ disclosures about
pension and other post-retirement benefit plans. It requirés” additional information™-about - changes in the benefit
obligation and the fair values of plan assets to be disclosed. It also standardized the requu'ements ‘for pensions and
other postretitement benefit plans to the extent possible, and illustrates combined formats for the presentation’ of
pension plan and other post-retirement benefit plan disclosures. ASC 715 also requires an employer to recognize the
over funded or under funded status of a defined benefit post-retirement plan (other than a multlemployer plan) as an
asset or liability in its statement of financial position and to recogmze changes 1n that funded status in the year in
wh1ch the changes occur through comprehensnve income.

Projected life and medical benefits payments are as foilo\évs (in thousands):

‘ Years Ending

March 31, ,
2012 ' - $ 31
2013 3
2014 32
2015 7)
2016 3

2017 through 2021 ._- . 135.
Supplemental Executlve Retlrement Plans

The Bank maintains supplemental retlrement plans (“SERP”) for two- hlghly compensated employees
designed to offset the impact of regulatory limits on benefits under.qualified pension plans. The Bank’s obligation
is unfunded. The Bank recognizes retirement expense based upon an annual analysis performed by a benefits
administrator. Annual SERP expense can vary based upon changes in factors such as'changes in salaries or
estimated retirement ages. SERP expense totaled $227 thousand for fiscal 2011 and $209 thousand for fiscal 2010.
The SERP liability balance totaled $655 thousand at March 31; 2011 and $428 thousand-at March 3,:2010.
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Employment Agreements

" The Company has entered into employment agreements with certain executive officers. The employment
agreements are generally for initial terms of five years, with automatic extensions made annually thereafter The
agreements include stipulations for termination, including termination.made with and without just cause, and
provide for base salanes discretionary bonuses, and severance benefits. The agreements also provide for.insurance
and various other benefits. The ‘employment agreements also include “Change of Control” pr0v151ons prov1dmg
that in the event of a Change in Control, as defined, compensation be paid to the offrcer in .amounts up to
approximately three times the ofﬁcer s base salary in the form of one lump sum payment followmg a Change of
Control event,

Note 12. Legal Proceedings .

The Company from time to time is involved as plaintiff or defendant in various legal actions incident o its
business. None of these actions are believed to be material, either individually or collectively, to the results .of
operations and financial condition of the Company or any subsidiary.

Note 13 Troubled Asset Relief Program Capltal Purchase Program

On December 5, 2009, the Company sold $10.0 million in preferred shares to the U. S Department of
Treasury (“Treasury™) as a participant in the federal government’s Troubled Asset Relief Program (“TARP”) Caprtal
Purchase Program. This represented approximately 2.6% of the Company’s risk-weighted assets as of. September
30, 2009. The TARP Capital Purchase Program is a voluntary program for healthy U.S. financial institutions
desrgned to encourage these 1nst1tutlons to build capital to increase the flow of financing to U.S. businesses and
consumers and to support the U. S. economy. In connection with the investment, the Company entered into a Letter
Agreement and the related Securities Purchase Agreement with the Treasury, pursuant to which the Company issued
(i) 10,000, shares of Fixed Rate. Cumulatrve Perpetual Preferred Stock Series, A, hquldatron preference $1,000 per
share (the “Serles A Preferred Stock”) and (i) a. warrant (the “Warrant”) to purchase 234,742, shares of the
Company s common stock for an aggregate purchase price of $10 0 million in cash. Asa result of the Treasury )
investment, the Company and the Bank ‘met all regulatory requ1rements 1o be cons1dered Well caprtahzed at, March
31 2011 :

, The Senes A Preferred Stock quahfres as T1er l capltal and pays cumulatlve d1v1dends at a rate of 5% per
annum until February 15, 2014. Beginning February 16, 2014, the dividend rate will increase to 9% per annum. On
and after February 15, 2012, the Company may, at its option, redeem shares of Series A Preferred Stock, in whole or
in part, at any time and from time to time, for cash at a per share amount. equal to the sum of the liquidation
preference per share plus any accrued and unpald dividends to but excluding the redemption date. The Series A
Preferred Stock may be redeemed, in whole or in part, at any time and from time to time, at the option of the
Company, subject to consultation with the Company’s primary federal banking regulator, provided that any partial
redemption must be for at least 25% of the issue price of the Seriés. A Preferred Stock. Any redemption of a share of
Series A Preferred Stock would be at one hundred percent (100%) of its issue price, plus any accrued and unpaid
dividends and the Series A Preferred Stock may be redeemed w1thout regard to whether the Company has replaced
such funds from any other source or to any waiting period.

The Warrant is exercisable at $6.39 per share at any time on or before December 5, 2018. The number of
shares of the Company’s common stock issuable upon exercise of the Warrant and the exercise price per share will
be adjusted if specific events occur. Treasury has agreed not'to exercise voting power with respect to any shares of
common stock issued upon exercise of the Warrant. Neither the Series A Preferred Stock nor the Warrant will be
subject to any contractual restrictions on transfer, except that Treasury may not transfer a portion of:the Warrant
with respect to, or exercise the Warrant for, more than one-half of the shares of common stock underlying the
Warrant prior to. the date on which the: Company has recelved aggregate gross proceeds of not less than $10 0
million from one or more quallﬁed equ1ty offerings.~:- : S i :

The Warrant was valued at $594 thousand and was recognlzed as equity under ASC 815 “Derzvatzves and

Hedging,” (“ASC 815”) and is reported within additional paid-in capital in.the accompanying Consolidated Balance
Sheets. The Company also performs accounting for the Series A Preferred Stock and Warrarit as set forth in ASC
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470 Debt (“ASC 470™). The proceeds from the sale of the Series A Preferred Stock was allocated between the Series
A Preferred Stock and Warrant on a:telative fair value basis, resulting'in the Series A Preferred Stock having a value
of $9.4-million and the Warrant having a 'value of $594 thousand. Therefore, the fair value-of theWarrant has been
recogmzed as-a'discount to the Series A Preferred Stock and Watrant and such discount is being accreted over five
years using the effective yield method as set forth by:ASC 505 “Equity’? ‘The*Warrant-was' valued using the Black-
Scholes optlons pncmg model The assumptlons used to compute the fair value of the Warrant at 1ssuance were:

Expected life in years. . 10 00

Expected volatility................ 54.76%
Dividend yield............ccoeunnni. 3.00%
Risk-free interest rate.............. 2.67%

- Regarding the assumptlons -above, the expected term represents the expected perlod of time the Company
believes the warrant will be outstanding. Estimates of expected fiiture stock price volatility afe based on the historic
volat111ty of the Company’s common stock, and ‘the dividend yield is based on management’s estimation of the
Company’s common stock d1v1dend yield during the next ten years. The risk- free interést rate is based on the U.S.
Treasury 10 -year rate.

s

RSN

~ Note 14. Fair Values of Financial Instruments (In Thousands)

The Company follows ASC 820 Fair Value Measurements and Dzsclosures (“ASC 820”) whlch defmes
fair value as the exchange price that would be received upon sale of an asset or paid to transfer a liability in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants
on the measurement date. In addition, ASC 820 specifies a hierarchy of valuation techniques based on whether the
inputs to those- techniques are observable or unobservable. Observable inputs reflect market data obtained from
independent sources,. while unobservable inputs ‘reflect the Company’s market assumptions. These two types of
inputs have the following fair value hierarchy:

Level 1 - Quoted prices for identical instruments in active markets

Level 2 - Quoted prices for similar instruments in active or non‘active markets and model-derived
' valuations in which all significant inputs and Value dnvers are observable in active markets -

Level 3 - Valuation derived from significant unobservable inp_uts
" The Company uses fair value measurements to record certain assets at fair value on a recurrmg basis.
Addmonally, the Company may be required to record at fair value other assets on a nonrecurring basis. These

nonrecurring fair value adjustments typically involve the application of lower-of-cost-or market value accountmg or
write- downs of individual assets. Coo :
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_ The only assets of the Company recorded at fa1r value on a recumng bas1s at March 31 2011 were
securmes available for sale. The assets of the Company recorded at fair value on a nenrecurring basis at'March 31,
2011 were collateral dependent loans and other real estate owned (“OREO”). The. followmg table. presents the level
of valuation assumpnons used.to determme the fair. values of such securities and loans: - ; , ‘

At March 31, 2011 B 4 o ' Carrylng Value (In Thousands)
Level 1 Level2 __ Level3. Total _ -
Assets recorded at fair value on a recurring basis: » LR B
Securities available for sale
Government agency and government sponsored

agency mortgage -backed securities . $18,823 $ - ~ $18,823
Single issuer trust- prefen'ed securities 1ssued by , ST s o :
financial institutions . s 1049 o - 10494'
.. -Perpetual preferred stock issued by ﬁnanc1al I e
institutions T 20063 1,122 - 3185
Common stock 2,128 - - 2,128
Assets.recorded at fair value on a nonrecurring bas1s
Impalred loans carried at fair value
CRE =~ ' B T L O 4,566 4,566
Residential coon RS Lo e 443 443
"OREO ‘ T B o - 132 : 132
At March 31, 2010 : o e Lo Carrymg Value (In Thousands)
: o e eveld Level 2 Level3 °_ Total
Assets recorded at fair value on a recurring basis: ' : ' -
Securities available for sale \ o - : .
Corporate bonds ' $ - $ 1,752 $ - $ 1,752
Government agency and. government sponsored . . _ o :
agency mortgage-backed securities - T 24,993 - 24,993
Single issuer trust preferred securities issued by ’
financial institutions . - 1,045 .- 1,045
Perpetual preferred stock issued by financial ‘ ,
institutions . o - 3,255 - 3,255
Common stock 3323 P - 3,323
Assets recorded at fair value on a nonrecurrmg ba51s
Impalred loans carried at fair value: ) .
CRE - - 6,604 6,604
Residential - -- ' 599 599
OREO -- - 60 60

At March 31, 2011, the fair value of one trust preferred security amounting to $1,049 was measured using
Level 1 inputs in comparison to March 31, 2010, at which time the security was measured using Level 2 inputs. The
transfer from Level 2 to Level 1 was primarily the result of increased trading volume of the security at and around
year end. The fair value as of March 31, 2011 was determined using actual trades of the exact security, whereas the
fair value as of March 31, 2010 was determined by a matrix pricing model based upon comparable securities.

At March 31, 2011, the fair value of three preferred stocks amounting to $2,063 were measured using Level
1 inputs in comparison to March 31, 2010, at which time the securities were measured using Level 2 inputs. The
transfers from Level 2 to Level 1 were primarily the result of increased trading volume of the securities at and
around year end. The fair values as of March 31, 2011 were determined using actual trades of the exact securities,
whereas the fair values as of March 31, 2010 were determined by matrix pricing models based upon comparable
securities.
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“There were no Level 3 securities at March 31, 2011 or-at March 31;2010. The Company drd not have any
sales or purchases of Level 3 available for sale securities during the periods. ' :

‘The Company measures the fair value of impaired loans on'a penodrc basis in periods subsequent to its
initial recognition. At March 31, 2011, impaired loans mieasured at fair value using Level 3 inputs amounted to $5.0
million, which represents five customer relationships, compared to twelve customer relatiofiships which totaled $7.2
million March 31, 2010. ‘There were no impaired loans measured-at fair value using Level 2 inputs at March 31,
2011 or 2010. Level 3 inputs utilized to determine the fair value of the impaired loan relationships at March 31,
2011 and March 31, 2010 consist of appralsals which ‘may be dlscounted by management us1ng non—observable
inputs, as well as estimated costs to sell

OREO is measured at falr value less estimated selling costs. Farr value 4s based upon independent market
prices, appraised values of the collateral, or management’s estimation of value of the collateral. At March 31, 2011,
OREO was comprised of one residential condominium totaling $132 thousand. -OREO at March 31, 2010 consisted
of one residéritial condominium which totaled $60 thousand "The one: OREO property at March 31 2010 was sold
dunng the fiscal year ended March 31, 2011. - :

Both observable and unobservable inputs may be used to determme the fair value of pos1trons classrfled as
Level 3 assets. As a result, the unrealized gains and losses for these assets presented in the table above’'may include
changes in fair value that were attributable to both observable and unobservable 1nputs

- The followmg methods and assumptlons ‘were used by the Bank in estrmatmg fa1r values of financial assets
and liabilities: '

Cash and Due from Banks - The carrying values reported in the balance sheet for cash and due from
banks approx1mate their fa1r value because of the short maturrty of these mstruments :

Short-Term Investments - The carrying values reported in the balance sheet for short-térm investments
approximate fau’ value because of the short maturrty of these 1nvestments

Investment Securities Available for Sale - Where quoted prices are available in an active market,
securities aré classified within Level 1 of the valuation hierarchy. Examples of such instruments include publicly
traded common and preferred stocks. If quoted prices are not available, then fair values are estimated by using
pricing models (i-e., matrix pricing) and market interest rates and credit assumptions or quoted prices of securities
with similar characteristics and are classified within Level 2 of the valuation hierarchy. Examples- of such
instruments include government agency and government sponsored agency mortgage-backed securities, as well
certain preferred and trust preferred stocks. Level 3 securities are securities for which. significant unobservable
inputs are utilized. There were no changes in valuation techniques used to measure similar assets during the period.
Auvailable for sale securities are recorded at fair value on a recurring basis.

.

Loans and Loans Held for Sale - The fair values of loans are estimated using discounted'cash flow
analysis, using interest rates, estimated using local market data, of which loans with similar terms would be made to
borrowers of similar credit quality. The incremental credit risk for nonperforming loans has been considered in the
determination of the fair value of loans. The fair value of loans held for sale is determined based on the unrealized
gain or loss on such loans. Regular reviews of the loan portfolio are performed to identify impaired loans for which
specific allowance allocations are considered prudent. Valuations of impaired loans are made based on evaluations
that we believe to be appropriate in accordance with ASC 310, and such valuations are determined by reviewing
current collateral values, financial information, cash flows, payment histories and trends and other relevant facts
surrounding the particular credits. " o

Accrued Interest Receivable - The carrying amount reported in the balance sheet for accrued interest
‘Teceivable approximates its fair vatue due to the short maturity of these accounts.

Stock in FHLBB - The carrying amount reported in the balance sheet for FHLBB stock approximates its
fair value based on the redemption features of the. stock.
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- The Co-operative Central Bank Reserve Fund - The carrying amount reported in the balance sheet for
the Co-operative Central Bank Reserve Fund approximates its fair value.

- . Deposits - The fair values of deposits (excluding: term deposit certificates) are, by.definition, equal to the
amount payable on demand at the: reporting -date. Fair yalues for:term deposit certificates are estimated using a
drscounted cash flow technique that.applies interest rates estimated using local market data currently- being offered
on ceruflcates to a schedule of, aggregated monthly maturities on time deposits with similar rema1mng maturmes

P Advances from FHLBB Fair values of non- callable advances from. the FHLBB .are estlmated based on
the discounted cash flows of scheduled future payments using the respective: quarter-end published rates. for
advances with similar terms and remaining maturities. Fair values of callable advances from the FHLBB are
estimated usmg indicative pricing provided by the FHLBB.

v Subordmated Debentures - The fajr value of one subordmated debenture totahng $5 2 rmlhon whose
1nterest rate is ad]ustable quarterly. is estimated. to ‘be equal to its book value. The other subordinated: debenture
totaling $6.1 million has a fixed rate until March 15, 2017, at which time it will convert to an adjustable rate which
will adjust quarterly. The maturity date is March 15, 2037. The fair value of this subordinated debenture is
estimated. based on the discounted cash flows of scheduled future payments utilizing a discount-rate Jderived from
instruments w1th smular terms and remammg maturities.. - > - ,

Short-Term Borrowmgs, Advance Payments by Borrowers for Taxes and Insurance and Accrued
Interest Payable - The carrymg values reported in the balance sheet for short-term borrowings, advance payments
by borrowers for taxes and insurance and accrued interest payable approximate their fair value because of the short
maturlty of these accounts.

Off-Balance Sheet Instruments The Bank ] comnntments to lend for. unused ‘lines of- credrt and
unadvanced portions of loans have short remaining disbursement periods or variable interest rates, and, therefore no
fair value adjustment has been made. oo . S

The estimated carrying amounts and fair values of the Company’s ﬁnanoial instruments "ar:e as follov}s;
| | '_March 31, 20i1 March 31, 2010

e - Carrying  Estimated 'Carrymgy Estimated
S on e Lo Amount . Fair Value : Amount Fair Value

Assets R g St e T o . : P
%Cash and due frombanks L.t e L% 37728 $ 3,728 % 4,328 $.:4328
~ Short-term investments: .+~ .- s L 37,190 - 37,190 © . 12,208 - 12,208
Investrrient securities availablé for sale sl 005185 25,185 34,368 34,368
Loans held for sale ' R - 392 392
. Net loans . . . 390,325 .. 394,475 . 458472 454,557
-~ Stock in Federal Home Loan Bank of Boston i s 8,518, . 8,518 ... 8,518 8,518
.. iThe Co-operative Central Bank Reserve. Fund :: - 1,576 1,576 - - 1,576 . 1,576
":"»Accrued mterest recelvable , S - 1,496 1,496 1,896 - 1,896

Llabrhtles ' : S T _ » o -

" Deposits T it T 0$309,077  $300,875  $339,169  $ 329,749
" Advances from FHLB of Boston ~ = S 117351 125,314 143,469 150,949
Subordinated debentures 11,341 8,651 11,341 8,226
.Advance payments by borrowers for taxes and insurance 1,387 - 1,387 1,649 1,649
Accrued interest payable e e - 397 . 397 517 . 517
- .Off-Balance Sheet Instruments - .- .= o 28,226 . 28,226 27257.. 21,257

90



Note 15 Parent Company Only Condensed Fmanclal Statements (In Thousands)

At March 31,
Balance Sheets i 2011 - 2010
Assets o o '
Cash dgposit in subsidiary bank ~ " s 8301 $342
Investment in sub51d1ary T ' o 52, 156" 49467
ESOPloan (Note 11) ~ , . . 5616 _6254
Investment in unconsolidated sub51d1ary o R 5 341 .
Other assets o ) 325 97
.Total assets. . . . .. R T S 858,799 - . 856,501
Liabilities and Stockholders’ Equity : e e .
. Subordinated debentures (Note 1) . L : .oo$11.341 $11.341
:-Accrued taxes and other liabilities - o : ; - 3371 - . . 47 . .
Total stockholders’ equity- - =~ .. - : - - 47,121 o 45113 -
= Fotal liabilities and stockholders’ equity- o s $58.799 - $56.501 v
S L e e e . Year Ended March 31
Statements of Operations -~ "~~~ . = - . . .. R 2011 S 2010
Dividends from subs1d1ary ) » $500 $500
Interest income ~ - v ' To T e 468 515 -
Intérest'expense on subordmated debentures LT (5T5) 0 (586)
Nonirterest éxpenses =~ ¥ B © (460 t(432)
Loss before income tax benefit S (6T T 3)
Income tax benefit -- 206
Income before equity in undistributed net income of subsidiary “(67) 203
Equity in undistributed net income of subsidiary 1,792 ‘ 1,790
Net income $1725  $1.993 .
Year Ended March 31
Statements of Cash Flows 2011 2010

Cash flows from operating activities
Net income $1,725 $ 1,993
Adjustments to reconcile net income to net cash provided by
operating activities

Equity in undistributed net income of subsidiary (1,792) (1,790)
Changes in other assets and other liabilities - 246 27
Net cash provided by operating activities 179 230
Cash flows from investing activities: '
ESOP loans, net of repayment 578 566
Net cash provided by investing activities 578 566
Cash flows from financing activities:
Cash dividends paid (798) (791)
Net cash (used in) provided by financing activities (798) (791)
Net (decrease) increase in cash in subsidiary bank “1 5
Cash in subsidiary bank at beginning of year 342 . _.337
Cash in subsidiary bank at end of year $ 301 $ 342
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders
Central Bancorp, Inc. and Subsidiary -

We have audited the accompanying consolidated balance sheet of Central Bancorp, Inc. and SubS|d|ary
as of March 31, 2011 and the related consolidated statements of operations, changes in stockholders’
equity and comprehensive income, and cash flows for the year then ended. These consolldated financial
statements are the responsibiljity of the Company's management. Our responsnblllty is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting ‘Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. The Company is not
required to have, nor were we engaged to perform, an audit of its internal control over financial reporting.
Our audit included consideration of internal contro! over financial reporting as a basis for designing audit
procedures that are appropriate.in the circumstances, but not for the purpose of -expressing an opinion on
the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We:
believe that our audit provndes a reasonable basis for our opmlon

In our oplnlon, the consohdated financial statements referred to above present fairly, in all material
respects,the financial position of Central Bancorp, Inc. and Subsidiary, as of March 31, 2011, and the
results of their operations and their cash flows for the year then ended in conformity with U.S. generally
accepted accounting principles. . y .

s/ McGIadrey & Pulien, LLP

Boston, Massachusetts
June 17, 2011
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Report of Independent Registered Public Accounting Firm =

To the Board of Directors and Stockholders of
Central Bancorp, Inc.:

We have audited the accompanying consolidated balance sheet of Central Bancorp, Inc. and Subsidiary
(the “Company”) as of March 31, 2010, and the related consolidated statements of operations, changes in
stockholders’ equity and comprehensive income,-and-cash flows for the year then ended. These -
consolidated financial statements are the responsibility of the Company’s management. Our responsrbrlrty
is to express an op|n|on on these consolrdated fmancral statements based on our audit. '

We conducted our audit in accordance wrth the standards of the PUb|IC Company Accounting Oversrght
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. The Company is not
required to have, nor‘were we engaged to perform, an audit of its internal control over financial reporting.
Our audit'included consideration of internal-control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstanices, but not for the purpose of expressing an opinion on
the: eﬁectlveness of the company’s internal control over financial reporting. Accordingly, we express no -
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts‘and’
disclosures in the financial statements; assessing the accounting principles used and significant
estimates made by management; as well as evaluating the overall financial statement presentatron We
belleve that our audlt prowdes a reasonable basrs for our op|n|on

In our oprnlon the consolldated flnancral statements referred to above present fairly, in all materral
respects, the consolidated financial position of Central Bancorp, Inc. and Subsidiary as of March 31,
2010, and the results of their operations and their cash flows for the year then ended, in conformity with
accounting principles generally accepted in the United States of America.

/s/ Caturano and Company, P.C.

Boston, Massachusetts.
June 18, 2010
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Item 9. Changes in and Disagreements With Accountants.on Accounting and Financial Disclosure .- .« . :-

On August 10, 2010, the Company was notified that, due to the fact that certain officers of Caturano and
Company, P.C. became partners of McGladrey & Pullen, LLP effective July 20, 2010, Caturano and Company; P.C.
.will resign as the independent registered public accounting firm for the Company effective August 13,.2010. The
audit reports of Caturano and Company, P.C. on the consolidated financial statements of the Company for the years
ended March 31, 2010 and 2009 did not contain an adverse opinion or a disclaimer of opmron and were not
qualified-or modified as to uncertamty, audlt scope or accountmg pnn01p1es - :

Durmg the two most recent ﬁscal years ended March 31 2010 and 2009 and through August 13 2010 there
were: (1)-ne. d1sagreements between the. Company and Caturano and Company, P:C. on-any -matter of accounting
prmc1ples or practices; financial statement disclosure; or auditing scope or procedures, which disagreements; if not
resolved to the satisfaction of Caturano and Company, P.C. would have caused them to make reference thereto in
their reports on-the Company’s financial.statements for such. years and (2) no reportable events w1th1n the meanmg
set for in Item. 304(a)(1)(v) of Regulatlon 8K, v s : -

Effectlve August 13 2010 the Aud1t Comrmttee of the Company s Board of Drrectors engaged McGladrey
& Pullen 'LLP as the Company s independent registered public accounting firm. During the Company’s fiscal years
ended March 31,-2010 and: 2009 and .the subsequent .interim period preceding the:engagement. of McGladrey- &
Pullen, JLLP, the Company «did ‘not-consult with,-McGladrey & Pullen, LLP- regarding: .; (1) the apphcatron of
accounting: principles-to a’ specified transaction, either .completed. or. proposed;,(2)-the type-of audit opinion-that
rmght be rendered on the Company S ﬁnanc1a1 statements;; and: McGladrey & Pullen, LLP did not prov1de any
Company in reachmg a decision as to any such accountmg, audltmg or fmanc1al reportmg 1ssue -or (3) any matter
that was either the subject of a dlsagreement with Caturano and Company, P.C. on any matter of accountmg

event. N Wb ; i Sl T T T A SN A ‘T R
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Item 9A. Controls and Procedures
(a) Disclosure Controls and Procedures .- -

The Company’s management, including the Company’s principal executive officer and principal
financial offxcer have evaluated the effectiveness of the Company’s “disclosure controls and
procedures ‘as such térm is definéd in Rule 13a-15(e) promulgated under'the’ Secuntles Exchange
Act 0f 11934, as amendéd, (the “Exchange Act™).’ Based | upon their eValuatlon the principal
executive officer and principal financial officer concluded that, as of the end-of the penod covered
by this report, the Company’s disclosure controls and procedures were effective for the purpose of
ensuring that the information required to be disclosed in the reports that the Company files ‘or
submits under the Exchange Act with the Securities and Exchange Commission (the “SEC”) (1) is

" recorded, processed, summarized ard reported within: the time periods spe01ﬁed in the SEC’s rules
and forins, ahd«(2) is accumtlated and communicated to ‘the’ Comnipany’s managemernt, “including
its principal executive and principal ﬁnancml ofﬁcers as appropnate to allow t1me1y dec151ons
regarding required disclosure. : '

“(b)*-  Tniternal Controls Over Fmanc1al Reportmg

The Company’s management is respons1ble for establlshmg and maintaining adequate internal
control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the ‘Securities
Exchange Act of 1934, and management has assessed the effectiveness of the Company’s internal
© control over financial reporting as of March 31, 2011 based upon the criteria set forth in a report
entitled “Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations” of the Treadway Commission. Based on its assessment, the Company’s
management has concluded that the Company maintained effective internal control over financial
reportmg as of Maxch 31 2011

§

= ~Thls ‘Annual Report does riot 1nclude an attestation report ‘of ‘the Company s reglstered public
accounting firm regarding internal control over financial reporting. Managément’s Téport was not
subject to attestation by the Company’s independent registered public accounting firm pursuant to
temporary rules of the Securities and Exchange Commission that permit'the Company to provide
only management’s report in this Annual Report.

Loga
© Changes to Internal Control Over Flnanc1al Reportmg

SHE

Except as indicated herem, there were no changes in the Company’s internal control over financial
reporting during the twelve months ended March 31, 2011 that have materially affected, or are
reasonable likely to materially affect, the Company’s internal control over financial réporting.

Item 9B. Othéer Informatldn

Not apphcable »
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PART III

Item 10. Directors, Executive Officers and Corporate Governance -
Directors

‘ The 1nformat10n contamed under the sectlon captloned “Proposal I - Electzon of Directors” in the
Company S deﬁmtlve _proxy statement for the Company s 2011 Annual Meetmg of Stockholders (the “Proxy
Statement’) is 1ncorporated herein by reference.. P - s

T

Exelentivel Ofﬁcers N

_ The 1nformat10n contamed under the sectlons captloned “Proposal I Electton of Directors — Executive
Oﬁicers Who Are Not Dzrectors ”’ in the Proxy Statement is incorporated herem by reference. -

Comphance with Sectlon 16(a) of the Exchange Act

~ The information contained under the section captioned - “Section 16(a) Beneficial Ownership.Reporting
Complzance in the Proxy Statement is 1ncorporated hereln by reference.

Code. of Etlucs

The Company has adopted a Code of Ethlcs that apphes to the Company s: ofﬁcers directors and
employees o : ; ,

Corporate Gover,nance

For information regarding the audit committee and its composition and the audit committee financial
expert, the. sections captioned “Meetings and Committees of .the- Board of Directors — Audit Committee” in the
Proxy Statement is 1ncorporated herein by reference. R

Ite_m 11. Ez_recutlv.e Compensatlon

Executive Compensation

The information required by this item is mcorporated hereln by reference to the sectlons t1tled “Executlve
Compensatzon and “Director Compensation” in the. Proxy Statement. :

Corporate Gove_rnan_ce o

The information required by this item is incorporated herein by reference to the-sections titled; “Meetings
and Committees of the Board of Directors — Compensation Committee” in the Proxy Statement. '

Item_12. Security Ownership of Certain Beneficial Owners and Management and Related ‘S.tockholder
Matters

(a) Security Ownership of Certain Beneficial Owners

The information required by this item is incorporated herein by reference to the section captioned
“Principal Holders of Voting Securities” in the Proxy Statement.

(b) Security Ownership of Management

The information required by this item is incorporated herein by reference to the section captioned
“Security Ownership of Management” in the Proxy Statement.
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(©) Changes in Control
Management of the Company knows of no arrangements, including any pledge by any person of
securities of the Company, the operatlon of which may at a subsequent date result in a change in
control of the Company. :

(d) Equity Compensation Plans
The Company has. adopted the 1999 Stock Option and Incentive Plan and the 2006 Long-Term
Incentive Plan, pursuant to- which equity may be awarded to participants. Both plans have been

approved by stockholders.

The following table sets forth certain information with respect to the Company ] equ1ty compensatlon plan
as of March31, 2011: »

@) (b) (c)

Number of securities
remaining
Number of securities to be. Welghted-average exercise available for future issuance
issued .. price of outstanding under equity compensation
upon exercise of outstanding  options, warrants and plan (excluding securities
Plan Category options, warrants and rights ’ rights ‘ reflected in column (a))
Equity compensation plans _
approved by security holders 34,458 $ 29.63 49,880
Equity compensation plans not
approved by security holders -- i -- : -
Total (1) ' : 344 o $ 2963 49 880

(1) The 1999 Stock Option Plan and the 2006 Long-Term Incentive Plan provides for a proportionate adjustment to the number
of shares reserved thereunder in the event of a stock split, stock dividend, reclassification or similar event.

Item 13. Certain R'elationshig' S and Related Transactions. and Director Independence
Certain Relationships and Related Transactions

The information required by this item is incorporated herein by reference to the section titled “Transactions
with Related Persons” in the Proxy Statement. :

Director Independence

The 1nf0rmat10n related to director independence required by this 1tem is incorporated herein by reference
to.the section titled “Proposal 1 — Election of Directors” in the Proxy Statement

Item 14. Principal Accounting Fees and Services

The information required by this item is incorporated herein by reference to the section captioned “Independent
Auditors” in the Proxy Statement
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PART IV

Item 15. Exhibits and Fmancnal Statement. Schedules

e

(a) The followmg documents are flled as part of this Annual Report on Form 10-K::

Financial Statements

For the Financial Statements filed. as.part of this Annual. Report on Form 10 K, reference is made
‘to “Item 8 — Financial Statements and Supplementary Data -

Financial Statement Schedules

All fmanmal statement schedules have been orrutted as not apphcable or not requ1red or because :
they are included in the financial statements appearing at Item 8.

Exhibits

- The exhibits required by Item 601 of Regulation S- K ‘are either filed as part of this Annual Report
on Form 10-K or 1ncorp0rated by reference herem ,

T he‘folloWing exhibits are filed as exhibits to this Annual R‘e‘p‘o‘rt:

Description

Articles of Organization of Central Bancorp, Inc.

Amended Bylaws of Central Bancorp, Inc.

Articles of Amendment to the Articles of Incorporatron of Central Bancorp, Inc. Estabhshmg F1xed
Rate Cumulative Perpetual Preferred Stock, Series A~

Form of Stock Certlfrcate for Fixed Rate Cumulatlve Perpetual Preferred Stock, Series A, of Central
Bancorp, Inc.

Warrant to Purchase 234,742 Shares of Common Stock of Central Bancorp, Inc.

Shareholder Rights Agreement, dated as of October 11, 2001, by and between Central Bancorp, Inc.
and Registrar and Transfer Company, as Rights Agent, as amended and restated as of January 29,
2003, and as amended on February 11, 2003, May 22, 2003, July 24, 2003 and August.4, 2003
Employment Agreement by and between Central Co-operativé Bank and J ohn'D. Dohertyt
Employment Agreement by and between Central Co-operative Bank and William P. Morrissey
Executive Salary Continuation Agreement by and between Central Co-operative Bank and John D.
Doherty, as amended f

Executive Salary Continuation Agreement by and between Central Co- operatlve Bank and Wllham
P. Morrissey, as amended

Executive Health Insurance Plan Agreement by and between Central Co operatlve Bank and John D.
Doherty t

Executive Health Insurance Plan Agreement by and between Central Co- operatlve Bank and John D.
Doherty

Executive Health Insurance Plan Agreement by and between. Central Co-operative, Bank - and

~ William P. Morrissey

Severance Agreement between the Bank and William P. Morrissey, dated December 14, 1994
Severance Agreement between the Bank and Paul S. Feeley, dated May 14, 1998 + . :
Amendments to Severance Agreements between the Bank and Messrs. Feeley and Morrissey, dated
January 8, 1999

1999 Stock Option and Incentive Plan §

Amended and Restated Deferred Compensation Plan for Non-Employee Directors 1

Senior Management Compensation Incentive Plan, as amended |

Severance Agreement between the Bank and Bryan E. Greenbaum dated March 17, 2005
Central Bancorp, Inc. 2006 Long-Term Incentive Plan

Code of Ethics

Subsidiaries of Registrant
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(10)

an

Consent of McGladrey & Pullen, LLP -~

Consent of Caturano and Company, Inc.

Rule 13a-14(a).Certification of Chief Executive Officer -

Rule 13a-14(a) Certification of Chief Financial Officer

Section 1350 Certifications

31 C.F.R. §30:15 Certification-of Chief Executive Officer

31 C.FR. §30.15 Certification of Chief Financial Officer
Management contract or compensatory plan

Incorporated by reference to ‘the ‘Annual Report on Form 10-K for the ﬁscal year ended March 31, 1999 (File No. 0-
25251) filed with the. SEC on Juné 28, 1999.

Incorporated by: reference to the exhibits filed with the Company’s Current Report on Form 8-K (File No. 0-25251) filed
with the SEC on December 9, 2010. -

Incorporated by reference to the Form 10-K for the flscal year ended Ma.rch 31, 2004 (File No. 0 25251) filed with the

- SEC onJune 28,2004. = .
Incorporated by reference to the exhlblts flled w1th the Company s Current Report on Form 8- K (F]le No 0- 25251) filed

with the SEC on December 21, 2007.

Incorporated by reference to the Registration Statement on Form S-8 (File No. 333- 87005) filed on September 13, 1999.
Incorporated by reference to the Quarterly Report on Form 10-Q for the quarter ended December 31 2009 (File No 0-
25251) filed with the’ SEC on February 17, 2010.

Incorporated by reference to the Annual Report on Form 10-K for the fiscal year ended March 31, 2004 filed w1th the
SEC on June 29, 2005 and to the Quarterly Report on Form 10-Q for the quarter ended September 30, 2009 ﬁled with the
SEC on November 14, 2009 (File No. 0-25251).

Incorporated by reference to the Registration Statement on Form S-8 (File No. 333-136234) filed with the SEC on August
2, 2006.

Incorporated by reference to the Current Report on Form 8-K (File No. 0-25251) filed with the SEC on April 13, 2004.
Incorporated by reference to the exhibits filed with the Company’s Current Report on Form 8-K (File No. 0-25251)

filed with the SEC on October 22, 2007.

Incorporated by reference to the exhibits filed with the Company S Quarterly Report on Form 10- Q for the quarter ended
June 30, 2010 (File No. 0-25251) filed with the SEC on August 13, 2010.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized

CENTRAL BANCORP, INC.

Date: June 17,2011 By: /s/ John D, Doherty
. Lo . . . ~ John D. Doherty ,
Chairman and Chief Executive Officer
(Principal Executive Officer)
(Duly Authonzed Representative)

Pursuant to the requuements of the Secuntles Exchange Act of 1934, this report has been 51gned below by
the following persons on behalf of the registrant and in the capacities and on the dates 1nd1cated

/s/ John'D. Doherty - ' S o June 17, 2011
John D. Doherty _ '

Chairman and Chief Executive Offlcer

(Principal Executive Officer)

/s/ Paul'S. Feeley , o : } ‘ June 17, 2011
. Paul S. Feeley - ) : ' Co :

Senior Vice President, Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)

/s/ William P. Morrissey June 17, 2011
William P. Morrissey
President and Director

/s/ Robert J. Hardiman June 17,2011
Robert J. Hardiman
Director

/s/ Raymond Mannos ‘ June 17, 2011
Raymond Mannos
Director

/s/ James P. McDonough June 17,2011
James P. McDonough
Director

/s/ Albert J. Mercuri, Jr. June 17,2011
Albert J. Mercuri, Jr. -
Director

/s/ John J. Morrissey June 17, 2011
John J. Morrissey
Director
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/s/ Kenneth K. Quigley, Jr.

Kenneth K. Quigley, Jr.
Director

/s/ Edward F. Sweeney, Jr.

Edward F. Sweeney, Jr
Diréctor =~

/s/ Gerald T. Mulligan ~~ ~

B

Gerald T. Mulligan
Director
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EXHIBIT 31.1

. Certification
I, John D. Doherty, certify that: _ “
1. ‘I have reviewed this Annual Report on Form 10-K of Central Bancorp, Inc.;
2. Based on my knowledge this report does not contain any untrue staterent of a matenal fact or om;t to sta\td

a material fact necessary to make the statements made, in light of the circumstances under wh1ch such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included.in-this report;
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report; N

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the
end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) Al significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: June 17, 2011 /s/ John D. Doherty
John D. Doherty
Chairman and Chief Executive Officer
(Principal Executive Officer)
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EXHIBIT 31.2

".fi",catipn»
I, Paul S. Feeley, certify that: " - |
1. 1 have reviewed this Annual Report on Form 10-K of Central Bancorp, Inc.;
2. - ..-:Based on.my knowledge, this report does not contain any untrue statement of a material fact or omit to state

1" . a-material»fact ‘necessary-t0-make the statements made,:in light of ‘the circumstances: under whlch such
. ..- Statements were made, not nnsleadmg w1th respect to the perrod covered by this report '

3. Based on my knowledge the flnancral statements and other ﬁnancml 1nformat1on 1ncluded in th1s report
fairly present in all material respects the financial condition, results of operations and cash flows of the
reglstrant as of and for, the penods presented in th1s report;

4. The registrant’s, other certifying offlcer(s) and I are responsible for establishing and ma1nta1n1ng disclosure
controls and procedures (as defined jn Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

(a) Designed such disclosure controls and procedures or caused such disclosure controls and -
procedures to be designed under oursupervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in wh1ch this’ report is being prepared;

" (b) 'Designed such internal control overfﬁnanmal reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

S (c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
R in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the
IRETEEP end of the period covered by this report, based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: June 17,2011 /s/ Paul S. Feeley
Paul S. Feeley
Senior Vice President, Chief F1nan01a1 Officer
and Treasurer
(Principal Financial and Accounting Officer)
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EXHIBIT 32

CERTIFICATIONS PURSUANT TO
18 U.S.C. SECTION 1350 AS ADOPTED PURSUANT TO
SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

The undetsigned executive officers ‘of the Registrant hereby certify that this Annual Report on Form 10-K
for the year ended March 31, 2011 (the “Report”), fully complies with the requirements of Section 13(a).or 15(d) of

the Securities Exchange Act of 1934, and the: information contained: in the Report fairly presents, in all material
respects, the financial condition and results of operations of the Registrant.

By: /s/ John D. Doherty
~ John D. Doherty ‘
- Chairman and Chief Executive Ofﬁcer h
(Principal Executlve Ofﬁcer)

o ~ By: /s/ Paul . Feeley
; } Paul S. Feeley

Senior Vice, Pres1deﬁt Chief Fmanc1al Ofﬁcer
and Treasurer

(Principal Financial and Accounting Officer)

Date: June 17, 2011
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John D. Doherty
Chairman & Chief Executive Officer
Central Bancorp, Inc.

Robert J. Hardiman
President, Waltham Central
School Transportation Company

Raymond Mannos
Former Principal
Beacon Fiduciary Advisors

James P. McDonough
Chancellor
Avchdiocese of Boston

Albert J. Mercuri, Jr.
President & Chief Executive Officer
Data Direct, Inc.

John J. Morrissey, Esq.
Partner
Morvissey, Wilson & Zafiropolous, LLP

William P. Morrissey
President & Chief Operating Officer,
Central Bancorp, Inc.

Gerald T. Mulligan
Chairman,
Savings Bank Life Insurance

Kenneth K. Quigley, Jr.
President
Curry College

Edward F. Sweeney, Jr.
Consultant to the
Financial Services Industry

Central Co-operative Bank
Board of Directors

John D. Doherty

Chairman & Chief Executive Officer
Central Co-operative Bank

John F. Gilgun, Jr.
President
Fobn F. Gilgun Agency

Robert J. Hardiman
President, Waltham Central
School Transportation Company

Raymond Mannos
Former Principal
Beacon Fiduciary Advisors

James P. McDonough

Chancellor
Avrchdiocese of Boston

Common Stock Prices

" AlbertJ. Mercuri, Jr.
President & Chief Executive Officer
Data Direct, Inc. ’

John J..Morrissey, Esq.
Partner ‘
Morrissey, Wilson & Zafiropolous, LLP

William P. Morrissey
President & Chief Operating Officer,
Central Co-operative Bank

Gerald T. Mulligan
Chairman,
Savings Bank Life Insurance

Kenneth K. Quigley, Jr.
President
Curry College

Marat E. Santini
Consultant
Santini, Inc.

Edward F. Sweenéy, Jr.
Consultant to the
Financial Services Industry

Executive Officers
John D. Doherty* .
Chairman & Chief Executive Officer

William P. Morrissey*

- President & Chief Operating Officer -
Paul S. Feeley*

Senior Vice President,
Treasurer & Chief Financial Officer

Stephen A. Calhoun
Senior Vice President/
Chief Information Officer

Bryan Greenbaum
Senior Vice President/Retail Banking

Shirley M. Tracy

Senior Vice President/Human Resources -

Rhoda K. Astone*
Senior Vice President, Secretary & Clerk

* Officers of Central Co-operative Bank
who also serve as officers of Central
Bancorp, Inc.

Stockholder Information

Annual Meeting. The Annual Meeting
of Stockholders of Central Bancorp,
Inc. will be held at 11:00 a.m. on July
21, 2011, at the Holiday Inn, 30
Washington Street, Somerville, MA
02143. ’

Investor Inquiries. Investors and
other parties interested in obtaining
information or who have questions
about the Company should contact
William P. Morrissey, President,

399 Highland Avenue, Somerville, MA
02144, (617) 628-4000.

Additional copies of the Company’s
Annual Report on Form 10-K for the
fiscal year ended March 31, 2011 are
available without charge.

Common Stock. On January 8, 1999,
Central Bancorp, Inc. became the
holding company for Central Bank,
whose legal name is Central Co-
operative Bank. The Bank became a
public company on October 24, 1986
by issuing 1,840,000 shares of common
stock at $7.50 a share. Central
Bancorp’s common stock is traded
over-the counter on the NASDAQ
Global Market+under the symbol
“CEBK.” At March 31, 2011, there
were 1,681,071 shares of common stock
outstanding and approximately 200
holders of record of the common stock.
This total does not reflect the number
of persons or entities who held the
stock in nominee or “street name”
through various brokerage firms.

In October 1996, the Company
established a quarterly cash dividend
policy and made its first dividend
distribution of 8 cents a share on
November 15, 1996. It paid cash
dividends of § cents per share in each
quarter of the fiscal year ended March
31, 2011.

The following tables list the high and
low prices for Central Bancorp’s
common stock during each quarter of
fiscal 2011 and fiscal 2010 as reported
by the NASDAQ Global Market-and
the amounts and payable dates of the
cash dividends paid during each quarter
of fiscal 2011 and fiscal 2010. The
stock quotations constitute interdealer
prices without retail markups,
markdowns or commissions, and may

~not necessarily represent actual

transactions

Cash Dividends(payable dates)

Fiscal 2011 | High Low Fiscal 2010 | High Low Fiscal 2011 | Amount | Fiscal 2010 | Amount
6/30/10 $11.51 | $8.56 6/30/09 $8.00 $4.05 5/21/10 $0.05 5/15/09 $0.05
9/30/10 14.17 9.80 9/30/09 9.40 5.60 8/20/10 0.05 8/21/09 0.05

12/31/10 15.30 12.43 12/31/09 10.80 7.96 11/19/10 0.05 11/20/09 0.05
3/31/11 20.00 13.50 3/31/10 10.09 8.11 2/18/11 0.05 2/19/10 0.05
Transfer Agent Independent Registered Deposit Insurance Central Bank Home Page
. Registrar and Transfer Public Accountants Federal Deposit Insurance www.centralbk.com
Company McGladrey & Pullen LLP. Corporation (FDIC)
10 Commerce Drive 80 City Square Share Insurance Fund (SIF)

Cranford, NJ 07016
(800) 368-5948

Boston, MA 02129
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