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Serving the Financial Services Industry Since 1988

May 13, 2011

Board of Trustees

BSB Bancorp, MHC

Boards of Directors

BSB Bancorp, Inc.

Belmont Savings Bank

2 Leonard Street

Belmont, Massachusetts 02478

Members of the Boards of Trustees and Directors:

At your request, we have completed and hereby provide an independent appraisal
("Appraisal") of the estimated pro forma market value of the common stock which is to be issued
in connection with the mutual-to-stock conversion transaction described below.

This Appraisal is furnished pursuant to the requirements of 563b.7 and has been
prepared in accordance with the “Guidelines for Appraisal Reports for the Valuation of Savings
and Loan Associations Converting from Mutual to Stock Form of Organization” of the Office of
Thrift Supervision (“OTS”) and applicable interpretations thereof. Such Valuation Guidelines are
relied upon by the Federal Reserve Board (“FRB"), the Federal Deposit Insurance Corporation
(“FDIC") and the Massachusetts Commissioner of Banks (the “Commissioner”) in the absence
of separate written valuation guidelines.

Description of Plan of Conversion

On June 2, 2011, the Board of Trustees of BSB Bancorp, MHC, (the "MHC"), a mutual
holding company that owns all of the outstanding shares of common stock of BSB Bancorp,
Inc., a Massachusetts corporation (“Bancorp”), adopted the plan of conversion whereby the
MHC will convert to stock form. As a result of the conversion, Bancorp, which currently owns all
of the issued and outstanding common stock of Belmont Savings Bank, Belmont,
Massachusetts (“Belmont Savings” or the “Bank”) will be succeed by a Maryland corporation
with the name of BSB Bancorp, Inc. (“BSB Bancorp” or the “Company”). Following the
conversion, the MHC will no longer exist. For purposes of this document, the existing
consolidated entity will hereinafter be referred to as BSB Bancorp or the Company.

BSB Bancorp will offer its common stock in a subscription offering to Eligible Account
Holders, Tax-Qualified Employee Stock Benefit Plans including Belmont Savings’' employee
stock ownership plan (the “ESOP”) and Employees, Officers, Directors, Trustees and
Corporators, as such terms are defined in the Company’s prospectus for purposes of
applicable federal regulatory guidelines governing mutual-to-stock conversions. To the extent
that shares remain available for purchase after satisfaction of all subscriptions received in
the subscription offering, the shares may be offered for sale to members of the general
public in a community offering and/or a syndicated community offering. A portion of the net
proceeds received from the sale of the common stock will be used to purchase all of the then to
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be issued and outstanding capital stock of Belmont Savings and the balance of the net
proceeds will be retained by the Company.

At this time, no other activities are contemplated for the Company other than the
ownership of the Bank, a loan to the newly-formed ESOP and reinvestment of the proceeds that
are retained by the Company. In the future, BSB Bancorp may acquire or organize other
operating subsidiaries, diversify into other banking-related activities, pay dividends or
repurchase its stock, although there are no specific plans to undertake such activities at the
present time.

The plan of conversion and reorganization provides for the establishment of a new
charitable foundation, Belmont Savings Bank Foundation, Inc. (the “Foundation”). The
Foundation will be funded with BSB Bancorp common stock contributed by the Company in an
amount equal to 2.0% of the shares of common stock sold in the offering and $200,000 cash.
The purpose of the Foundation is to provide financial suppotrt to charitable organizations in the
communities in which Belmont Savings operates and to enable those communities to share in
the Bank's long-term growth. The Foundation will be dedicated completely to community
activities and the promotion of charitable causes.

RP® Financial, LC.

RP® Financial, LC. (“RP Financial’) is a financial consulting firm serving the financial
services industry nationwide that, among other things, specializes in financial valuations and
analyses of business enterprises and securities, including the pro forma valuation for savings
institutions converting from mutual-to-stock form. The background and experience of RP
Financial is detailed in Exhibit V-1. For its appraisal services, RP Financial is being
compensated on a fixed fee basis for the original appraisal and for any subsequent updates,
and such fees are payable regardless of the valuatioh conclusion or the completion of the
conversion offering transaction. We believe that we are independent of the Company, Belmont
Savings, the MHC and the other parties engaged by Belmont Savings or the Company to assist
in the stock conversion process.

Valuation Methodology

In preparing our Appraisal, we have reviewed the regulatory applications of BSB
Bancorp, Belmont Savings and the MHC, including the prospectus as filed with the FRB, the
FDIC, the Commissioner and the Securities and Exchange Commission ("SEC”). We have
conducted a financial analysis of the Company that has included a review of audited financial
information for the fiscal years ended September 30, 2006 through December 31, 2010 and a
review of various unaudited information and internal financial reports through March 31, 2011.
We have also conducted due diligence related discussions with BSB Bancorp’s management;
Shatswell, MacLeod & Company, P.C., BSB Bancorp's independent auditor; Luse Gorman
Pomerenk & Schick, P.C., BSB Bancorp’s’ conversion counsel; and Keefe, Bruyette & Woods,
Inc., BSB Bancorp’s financial and marketing advisor in connection with the stock offering. All
assumptions and conclusions set forth-in the Appraisal were reached independently from such
discussions. In addition, where appropriate, we have considered information based on other
available published sources that we believe are reliable. While we believe the information and
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data gathered from all these sources are reliable, we cannot guarantee the accuracy and
completeness of such information.

We have investigated the competitive environment within which BSB Bancorp operates
and have assessed the Company’s relative strengths and weaknesses. We have monitored ail
material regulatory and legislative actions affecting financial institutions generally and analyzed
the potential impact of such developments on BSB Bancorp and the industry as a whole to the
extent we were aware of such matters. We have analyzed the potential effects of the stock
conversion on the Company’s operating characteristics and financial performance as they relate
to the pro forma market value of BSB Bancorp. We have reviewed the economy and
demographic characteristics of the primary market area in which the Company currently
operates. We have compared BSB Bancorp's financial performance and condition with publicly-
traded thrift institutions evaluated and selected in accordance with the Valuation Guidelines, as
well as all publicly-traded thrifts and thrift holding companies. We have reviewed conditions in
the securities markets in general and the market for thrifts and thrift holding companies,
including the market for new issues.

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

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

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

Valuation Conclusion

It is our opinion that, as of May 13, 2011, the estimated aggregate pro forma market
value of the shares to be issued immediately following the conversion, including shares to be
issued to the Foundation, equaled $69,360,000 at the midpoint, equal to 6,936,000 shares
offered at a per share value of $10.00. Pursuant to conversion guidelines, the 15% offering
range indicates a minimum value of $58,956,000 and a maximum value of $79,764,000. Based
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on the $10.00 per share offering price determined by the Board, this valuation range equates to
total shares outstanding of 5,895,600 at the minimum and 7,976,400 at the maximum. In the
event the appraised value is subject to an increase, the aggregate pro forma market value may
be increased up to a super maximum value of $91,728,600 without a resolicitation. Based on
the $10.00 per share offering price, the super maximum value would result in total shares
outstanding of 9,172,860. Based on this valuation range, the offering range is as follows:
$57,800,000 at the minimum, $68,000,000 at the midpoint, $78,200,000 at the maximum and
$89,930,000 at the super maximum. Based on the $10.00 per share offering price, the number
of offering shares is as follows: 5,780,000 at the minimum, 6,800,000 at the midpoint,
7,820,000 at the maximum and 8,993,000 at the super maximum.

Limiting Factors and Considerations

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

"~ The valuation prepared by RP Financial in accordance with applicable regulatory
guidelines was based on the financial condition and operations of BSB Bancorp as of March 31,
2011, the date of the financial data included in the prospectus.

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

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

Respecitfully submitted,

RP® FINANCIAL, LC.

il -5
Wiliiam E. Pommerening

Chief Executive Officer and
Managing Director

A

Gregory E-Du
Director
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. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Belmont Savings Bank (“Belmont Savings” or the “Bank”), chartered in 1885, is a
Massachusetts chartered stock savings bank headquartered in Belmont, Massachusetts. In
2009, Belmont Savings reorganized into the mutual holding company structure, forming BSB
Bancorp, MHC, a Massachusetts mutual holding company (the “MHC"). The MHC owns 100%
of the outstanding common stock of BSB Bancorp, Inc., a Massachusetts corporation
("Bancorp”). Belmont Savings is the wholly owned subsidiary of Bancorp. Belmont Savings
serves the Boston metropolitan area through the main office and three full service branch
offices, which are all located in Middlesex County. A map of Belmont Savings’ office locations is
provided in Exhibit I-1. Belmont Savings is a member of the Federal Home Loan Bank (“FHLB")
system and its deposits are insured up to the maximum allowable amount by the Federal
Deposit Insurance Corporation (“FDIC"). As of March 31, 2011, the MHC had consolidated total
assets of $529.3 million, total deposits of $377.3 million and total equity of $47.2 million equal to
8.9% of total assets. The MHC'’s audited financial statements are included by reference as
Exhibit I-2.

Plan of Conversion

On June 2, 2011, the Board of Trustees of the MHC adopted the plan of conversion,
whereby the MHC will convert to stock form. As a result of the conversion, Bancorp, which
currently owns all of the issued and outstanding common stock of Belmont Savings will be
succeed by a Maryland corporation with the name of BSB Bancorp, Inc., a newly formed
Maryland stock holding company (“BSB Bancorp” or the “Company”). Following the conversion,
the MHC will no longer exist. For purposes of this document, the existing consolidated entity

will hereinafter be referred to as BSB Bancorp or the Company.

BSB Bancorp will offer its common stock in a subscription offering to Eligible Account
Holders, Tax-Qualified Plans including Belmont Savings' employee stock ownership plan (the
“‘ESOP”) and Employees, Officers, Directors, Trustees and Corporators, as such terms are
defined in the Company’s prospectus for purposes of applicable federal regulatory guidelines

governing mutual-to-stock conversions. To the extent that shares remain available for purchase




RP® Financial, LC. OVERVIEW AND FINANCIAL ANALYSIS
1.2

after satisfaction of all subscriptions received in the subscription offering, the shares may be
offered for sale to members of the general public in a community offering and/or a syndicated
community offering. A portion of the net proceeds received from the sale of the common stock
will be used to purchase all of the then to be issued and outstanding capital stock of Belmont

Savings and the balance of the net proceeds will be retained by the Company.

At this time, no other activities are contemplated for the Company other than the
ownership of the Bank, funding a loan to the newly-formed ESOP and reinvestment of the
proceeds that are retained by the Company. In the future, BSB Bancorp may acquire or
organize other operating subsidiaries, diversify into other banking-related activities, pay
dividends or repurchase its stock, although there are no specific plans to undertake such

activities at the present time.

Strategic Overview

Belmont Savings maintains a local community banking emphasis, with a primary
strategic objective of meeting the borrowing and savings needs of its local customer base.
Historically, BSB Bancorp's operating strategy has been fairly reflective of a traditiohal thrift
operating strategy, in which lending has emphasized originations of 1-4 family permanent
mortgage loans and funding has been largely generated through retail deposits. In 2009, the
Company embarked on a new strategic direction designed to increase the growth and
profitability of the Company. To facilitate implementation of new strategic initiatives, the
Company has added senior management infrastructure including the appointment of a new
President and Chief Executive Officer in May 2010. The Company is pursuing a strategy of
strengthening its community bank franchise dedicated to meeting the banking needs of retail
customers and businesses in the Communities that are served by the Company. Growth
strategies are emphasizing increased lending diversification that targets growth of commercial
real estate and multi-family loans, home equity lines of credit, commercial business loans and
indirect automobile loans. The Company’s objective is to fund asset growth primarily through
deposit growth, emphasizing growth of lower cost core deposits. Core deposit growth is
expected to be in part facilitated by growth of commercial lending relationships, pursuant to
which the Company is seeking to establish a full service banking relationship with its
commercial loan customers through offering a full range of commercial loan products that can

be packaged with lower cost commercial deposit products.
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Recent trends in the Company's balance sheet show asset growth has been sustained
by loan growth funded through growth of deposits. Loan growth strategies will continue to
emphasize maintaining high asset quality, as the Company has effectively managed to preserve
its asset quality during the economic downturn and credit crisis that led to the implosion of the
housing market. BSB Bancorp is not a subprime lender and does not hold any investments in
high risk collateralized debt obligations ("CDOs”).

Investments serve as a supplement to the Company’s lending activities and the
investment portfolio is considered to be indicative of a low risk investment philosophy.
Investment grade corporate bonds (rated AAA or better) constitute the major portion of the
Company’s investment portfolio, with other investments consisting of mortgage-backed

securities, U.S. Government and agency obligation and FHLB stock.

Deposits have consistently served as the primary interest-bearing funding source for the
Company and have funded the Company's asset growth as well as the pay down of borrowings
in recent years. Core deposits, consisting of transaction and savings account deposits,
constitute the largest portion of the Company’s deposit base, with the concentration of core
comprising total deposits increasing in recent years. The Company utilizes borrowings as a
supplemental funding source to facilitate management of funding costs and interest rate risk.

Borrowings utilized the Company consist primarily of FHLB advances.

BSB Bancorp’s earnings base is largely dependent upon net interest income and
operating expense levels. In recent periods, the Company’s net interest margin has trended
higher as interest rate spreads have increased with the decline in short-term interest rates and
resulting steeper yield curve. In particular, the Company’s balance sheet is liability-sensitive in
the short-term and, therefore, funding costs have decreased more rapidly relative to yields
earned on less rate sensitive interest-earning assets. Trends in the Company’s interest-earning
asset composition towards a higher concentration of loans and interest-bearing funding
composition towards a higher concentration deposits have also contributed to increases in the
Company’s interest rate spreads. Operating expense ratios have also trended higher over the
past few years, which have been mostly related to senior management infrastructure that has
been put into place to facilitate implementation of the Company’s strategic plan. Historically,
non-interest operating income has been a limited contributor to earnings, reflecting the
Company’s traditional thrift operating strategy that has provided for only a modest earnings

contribution from fee-based products and services. Growth of non-operating income is a
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strategic initiative for the Company, pursuant to which the Company is seeking to build full
service banking relationships with its retail and commercial customers that will generate

increased revenues derived from fee-based products and services.

The post-offering business plan of the Company is expected to continue to focus on
operating and growing a profitable institution. Accordingly, BSB Bancorp will continue to be an
independent full service community bank, with a commitment to meeting the retail and
commercial banking needs of individuals and businesses in Middlesex County and markets

nearby to Middlesex County.

The Company’s Board of Directors has elected to complete a public stock offering to
sustain recent growth strategies and facilitate implementation of its strategic plan. The capital
realized from the stock offering will increase the Company’s operating flexibility and allow for
continued growth of the balance sheet. The additional funds realized from the stock offering will
provide an alternative funding source to deposits and borrowings in meeting the Company'’s
future funding needs, which may facilitate a reduction in BSB Bancorp's funding costs.
Additionally, BSB Bancorp’s higher equity-to-assets ratio will also better position the Company
to pursue expansion opportunities. Such expansion would most likely occur through the
establishment or acquisition of additional banking offices or customer facilities that would
increase market penetration in the markets currently served by the Company or to gain a market
presence into nearby complementary markets. The Company will also be betteréd position to
pursue growth through acquisition of other financial service providers following the stock
offering, given its strengthened capital position and ability to offer stock as consideration. At this
time, the Company has no specific plans for expansion, but will continue to evaluate branch
expansion as such opportunities arise. Depending on market conditions, the Company intends
to expand its branch network by at least two de novo or acquired branch offices over the next
four years. The projected uses of proceeds are highlighted below.

o BSB Bancorp, Inc. The Company is expected to retain up to 50% of the net
offering proceeds. At present, funds at the Company level, net of the loan to the
ESOP, are expected to be invested into short-term investment grade securities
and liquid funds. Over time, the funds may be utilized for various corporate

purposes, possibly including acquisitions, infusing additional equity into the Bank,
repurchases of common stock and the payment of cash dividends.

o Belmont Savings Bank. Approximately 50% of the net stock proceeds will be
infused into the Bank in exchange for all of the Bank’s stock. Cash proceeds
(i.e., net proceeds less deposits withdrawn to fund stock purchases) infused into
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the Bank are anticipated to become part of general operating funds and are
expected to be primarily utilized to fund loan growth over time.

Overall, it is the Company’'s objective to pursue growth that will serve to increase
returns, while, at the same time, growth will not be pursued that could potentially compromise

the overall risk associated with BSB Bancorp's operations.

Balance Sheet Trends

Table 1.1 shows the Company’s historical balance sheet data from fiscal year end
September 30, 2006 through March 31, 2011. The Company switched to a calendar year fiscal
year following the fiscal year ended September 30, 2009. From fiscal year end 2006 through
March 31, 2011, BSB Bancorp’s assets increased at a 3.1% annual rate. Asset growth was
largely driven by loan growth and more recently an increase in cash and cash equivalents
following the sale of investment securities in the first quarter of 2011. Asset growth was funded
by deposit growth and increased utilization of borrowings during fiscal years 2007 through 20089.
A summary of BSB Bancorp’s key operating ratios from fiscal year end 2006 through March 31,
2011 is presented in Exhibit I-3.

BSB Bancorp’s loans receivable portfolio increased at a 3.5% annual rate from fiscal
year end 2006 through March 31, 2011, with the loan portfolio exhibiting the most significant
growth during the three months ended March 31, 2011. The relatively strong loan growth during
first quarter of 2011 reflects implementation of lending initiatives set forth in the Company’s
strategic plan. The Company’s stronger loan growth rate compared to its asset growth rate
served to increase the loans-to-assets ratio from 71.3% at fiscal year end 2006 to 72.4% at
March 31, 2011.

While residential mortgage loans represent the largest concentration in the Company’s
foan portfolio, BSB Bancorp’s emphasis on growing a more diversified loan portfolio is
evidenced by recent trends in its loan portfolio composition. Trends in the Company’s loan
portfolio composition since fiscal year end 2006 show that the concentration of 1-4 family
permanent mortgage loans, including second mortgage loans, comprising total loans decreased
from 78.4% of total loans at fiscal year end 2006 to 45.5% of total loans at March 31, 2011.
Comparatively, from fiscal year end 2006 thréugh March 31, 2011, commercial real estate loans
increased from 12.8% to 29.4% of total loans, home equity lines of credit increased from 3.5%
of total loans to 8.8% of total loans, consumer loans increased from 0.3% of total loans to 8.2%

of total loans, commercial business loans increased from 2.4% of total loans to 4.3% of total




Table 1.1
BSB Bancorp, Inc.
Histerical Balance Sheet Data

9/30/08~
33111
At Fisca) Year Ended September 30, At Year Ended December 31, At March 31, Annual,
2006 2007 2008 2009 2009 2010 2011 Growth Rate
Amount Pet(1) Amiount Pct(1) Amount Pct(1) Amount Pct(t) Amount Pet(n) Amount Pet(1) Amount Pct(1 Pct
($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%) (8000) (%) (%)
Total Amount of.
Assets $461,341 100.00% $449,885 100.00% $482,847  100.00% $500,254 100.00% $504,944 100.00% $500,287 100.00% $529,274 100,00% 3.10%
Cash and cash equivalents 9,293 2.01% 14,101 3.13% 8,600 1.78% 16,380 3.28% 16,398 3.25% 20,988 4.20% 35,898 6.78% 35.03%
Interes-bearing time deposits 370 0.08% 370 0.08% 388 0.08% 388 0.08% 394 0.08% 119 0.02% 118 0.02% ~22.28%
investment securities 97,915 21.22% 88,983 19.78% 84,916  17.59% 93,046 18.60% 103,189  20.43% 108,173  21.62% 78,997 14.93% -4.66%
Loans held-for-sale - 0.00% - 0.00% - 0.00% - 0,00% 250 0.05% 3,775 0.75% 1,066 0.20% NM
Loans receivable, net 328,772 71.26% 321,038 71.36% 358,415 74.23% 359,195  71.80% 351,753 69.66% 336,936 67.35% 383,014 72.37% 3.45%
FHLB stock 5,464 1.18% 5,333 1.19% 7,838 1.62% 8,038 1.861% 8,038 1.58% 8,038 1.61% 8,038 1.52% 8.96%
Bank-owned life insurance 12,271 2.66% 12,801 2.87% 13,583 2.81% 14,133 2.83% 13,621 2.70% 11,954 2.39% 12,075 2.28% -0.36%
Deposits $320,307 69.43% $300,889 66.88% $270,144  5595% $300,120 59.98% $312,694 61.93% $345,899 69.34% $377,320 71.28% 3.71%
Bomowings 92,857 20.13% 99,147 22.04% 162,751 33.71% 141,983 28.38% 138,122  27.55% 100,653  20.12% 98,476 18.61% 1.31%
Equity $41,504 9.00% $42,508 9.45% $41,492 8,59% $42,909 8.58% $43,825 8.68% $46,927 9.38% $47,183 8.91% 2.89%
Loans/Depesits 102.64% 106.70% 132.68% 119.68% 112.49% 97.13% 101.51%
Full Senice Banking Offices Open 4 4 4 4 4 4 4

(1) Ratios are as a percent of ending assets.

Sources: BSB Bancorp's prospectus, audited and unaudited financial statements and RP Financial calculations.
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loans and construction loans increased from 2.5% of total loans to 3.8% of total loans. The
decrease in the concentration of 1-4 family loans comprising the loan portfolio was attributable
to both a decline in the balance of 1-4 family loans and growth of other types of loans. The
decrease in 1-4 family loans reflects the Company’s general philosophy of selling most
originations of 1-4 family fixed rate loans into the secondary market. The Company’s indirect
auto lending initiative accounted for almost all of the growth of the consumer loan portfolio, as

the Company’s diversification into other types of consumer lending has remained limited.

The intent of the Company’s investment policy is to provide adequate liquidity and to
generate a favorable return within the context of supporting BSB Bancorp’s overall credit and
interest rate risk objectives. 1t is anticipated that proceeds retained at the holding company level
will primarily be invested into investments with short-term maturities. Since fiscal year end
2006, the Company’s level of cash and investment securities (inclusive of FHLB stock) ranged
from a low of 21.1% of assets at fiscal year end 2008 to a high of 27.4% of assets at December
31, 2010. Cash and investments equaled 23.3% of total assets at March 31, 2011. The
decrease in the cash and investments in the first quarter of 2011 was due to a decrease in
investment securities, which was in part related to the sale of the Company’s entire portfolio of
equity securities which totaled $12.1 million. Funds realized from the decline in investment
securities were in part deployed into cash and cash equivalents to provide increased liquidity in
anticipation of funding loan originations. Cash and cash equivalents ranged from a low of 1.8%
of assets at fiscal year end 2008 to a high of 6.8% of assets at March 31, 20111. Corporate
debt securities totaling $46.9 million comprised the most significant component of the
Company’s investment portfolio at March 31, 2011. Other investments held by the Company at
March 31, 2011 consisted of mortgage-backed securities ($16.4 million) and U.S. Government
and federal agency obligations ($15.6 million). The Company also held $35.9 million of cash
and cash equivalents and $8.0 million of FHLB stock at March 31, 2011. All investments are
maintained as held to maturity, except for $1,000 of marketable equity securities held as
available for sale. Exhibit I-4 provides historical detail of the Company’s investment portfolio.

The Company also maintains an investment in bank-owned life insurance (“‘BOLI")
policies, which cover the lives of some of the Company’'s employees. The purpose of the
investment is to provide funding for the benefit plans of the covered individuals. The life
insurance policies earn tax-exempt income through cash value accumulation and death
proceeds. As of March 31, 2011, the cash surrender value of the Company’s BOLI equaled

$12.1 million.
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Since fiscal year end 2006, BSB Bancorp's funding needs have been addressed through
a combination of deposits, borrowings and internal cash flows. From fiscal year end 2006
through March 31, 2011, the Company’s deposits increased at a 3.7% annual rate. Since fiscal
year end 2007, deposits have trended steadily higher. Recent deposit growth trends reflect that
deposit growth has been primarily driven by growth of savings account deposits which has
served to increase the concentration of core deposits. comprising total deposits. Core deposits
comprised 64.6% of average total deposits for the three months ended March 31, 2010, versus

55.1% of average total deposits for the fiscal year ended September 30, 2008.

Borrowings serve as an alternative funding source for the Company to address funding
needs for growth and to support management of deposit costs and interest rate risk. From fiscal
year end 2006 to March 31, 2011, borrowings increased at an annual rate of 1.3%. The
Company’s utilization of borrowings reached a peak balance of $162.8 million or 33.7% of
assets at fiscal year end 2008. Since fiscal year end 2008, borrowings have trended lower to
equal $98.5 million or 18.6% of assets at March 31, 2011. The Company’s utilization of
borrowings has primarily consisted of FHLB advances, but also includes repurchase

agreements and other borrowed funds that consist of the balance of loans sold with recourse.

The Company’s equity increased at a 2.9% annual rate from fiscal year end 2006
through March 31, 2011, which was largely related to retention of earnings. All of the
Company’s capital is tangible capital and Belmont Savings maintained capital surpluses relative
to all of its regulatory capital requirements at March 31, 2011. The addition of stock proceeds
will serve to strengthen the Company’s capital position, as well as support growth opportunities.
At the same time, BSB Bancorp’s ROE will initially be depressed following its stock conversion
as the Company’s pro forma capital position will be significantly higher following the infusion of

net stock proceeds into capital.

Income and Expense Trends

Table 1.2 shows the Company’s historical income statements beginning in fiscal year
2006 through the twelve months ended March 31, 2011. The Company’s reported earnings
ranged from a net loss of $436,000 or negative 0.10% of average assets during fiscal year 2008

to net income of $2.4 million or 0.49% of average assets during the twelve months ended March




Interest income
Interest expense
Net interest income
Provision for loan losses
Net interest income after provisions

Other operating income
Operating expense
Net operating income

Non-Operating Income

Gain(loss) on sale of loans
Gain{loss) on sale of securities

Net gain (loss) on trading securities
Writedown of impaired securities

Net non-operating income

Net income before tax
Income tax provsion
Net income (loss)

Adjusted Eamings
Net income
Add(Deduct). Net gain/(loss) on sale
Tax effect (2)
Adjusted eamings

Expense Coverage Ratio (3)
Efficiency Ratio (4)

(1) Ratios are as a percent of average assets.
(2) Assumes a 40.0% effective tax rate.

Table 1.2
BSB Bancorp, Inc.
Historical Income Statements

For the
For the Fiscal Year Ended September 30, For the Year Ended December 31, Twelve months ended
2006 2007 2008 2009 2009 2010 331711
Amount Pet(d Amount Pet(1 Amount  Pct(1) Amount  Pet(1 Amount  Pci(1} Amount Pct(1) Amount  Pct(1)
($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%)

$21,707 4.89% $23,090 5.18% $23,032 5.04% $23,539 4.77% $23,084  4.65% $21,201 4.23% $20,724  4.14%
11,978) -2.70% (14,006) -3.15% (13,284) -2.91% (11,148)  -2.26% {10,371) -2.08% (7.568) -1.51% {6,995) -1.40%

$9,729 2.19% $9,084 2.04% $9,738 2.13% $12,391 2.51% $12,723 2.56% $13,633 27% $13,729  2.74%

(334) -0.08% {(100) -0.02% (375) -D.08% {597) -0.12% (368) 0.07% (438)  -0.09% (630) 0.13%

$3,395 2.12% $8,984 2.02% $9,363 2.05% $11,794 2.39% $12,357 2.4%% $13,195 2.63% $13,098  262%

$917 0.21% $1,039 0.23% $1,580 0.34% $1,383 0.28% $1,293 0.26% $1,087 0.22% $1,022 0.20%

{10,076) 2.27% 9,261) -2.08% 9,3C0) -2.04% 10,167) 2.06% (10,462) -2.10% (12.869) -2.57% (13,911) -278%

$236 0.05% $762 0.17% $1,813 0.35% $3,020 0.61% $3,188 0.64% $1,423 0.28% $210  0.04%

$95 0.02% $116 0.03% $72 0.02% $332 0.07% $357 0.07% $340 0.07% $365  0.07%

- 0.00% 9 0.00% (323) -0.07% - 0.00% - 0.00% 166 0.03% 2,954 0.59%

- 0.00% - 0.00% (2,264) -D.50% (511} 0.10% 2,630 0.53% 322 0.06% (302} -0.06%

- 0.00% - 0.00% (239) 0.05% - 0.00% - 0.00% {204) :0.04% 204} -0.04%

$95 0.02% $125 0.03% ($2,754) -0.60% ($179) -0.04% $2,987 0.60% $624 0.12% $2,813  0.56%

$331 0.07% $887 0.20% ($1,141) -0.25% $2,841 0.58% $6,175 1.24% $2,047 0.41% $3,023 0.60%

17 0.00% (102} 0.02% 705 0.15% {1.424) -0.29% 2742) 0.55% 220) -0.04% {568) 0.11%

$348 0.08% $785 0.18% (3436) -0.10% $1,.417 0.25% $3,433 0.69% $1,827 0.36% $2,455  0.48%

$348 0.08% $785 0.18% (3438) -0.10% $1,417 0.29% $3,433 0.69% $1,827 0.36% $2,455  0.49%

(95) -0.02% (125) -0.03% 2,754 0.60% 179 0.04% (2,987) -0.80% (624) -0.12% (2,813) -0.56%

38 0.01% 50 0.01% 1,102) -0.24% 72y 0.01% 1,185 0.24% 250 0.05% 1,126 0.22%

$291 0.07% $710 0.16% - $1,218 0.27% $1,524 0.31% $1,641 0.33% $1,453 0.29% $767  0.15%
0.96 0.98 : 1.05 1.22 1.22 1.08 0.99
94.6% 91.5% 82.4% 73.8% 74.5% 87.5% 94.6%

(3) Expense cowerage ratio calculated as net interest income before provisions for loan losses divided by operating expenses.
(4) Efficiency ratio calculated as operating expenses divided by the sum of net interest income before provisions for loan losses plus other income (excluding net gains).

Sources: BSB Bancorp's prospectus, audited & unaudited financial statements and RP Financial calculations.
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31, 2011. The loss in fiscal year 2008 was largely due to a loss on trading securities, while the
relatively high level of net income reported during the most recent twelve month period was
supported by a gain on the sale of investment securities. Net interest income and operating
expenses represent the primary components of the Company's earnings. Non-interest
operating income has been somewhat of limited source of earnings for the Company. Loan loss
provisions have typically not had a significant impact on earnings, while non-operating gains
and losses have had a varied impact on the Company’s earnings during the period covered in
Table 1.1.

During the period covered in Table 1.1, the Company's net interest income to average
assets ratio ranged from a low of 2.04% during fiscal year 2007 to a high of 2.74% during the
twelve months ended March 31, 2011. The upward trend in the Company’s net interest income
ratio since fiscal year 2007 has been facilitated by a wider yield-cost spread, as the decline in
short-term interest rates and resulting steeper yield curve has provided for a more significant
decline in the Company’s funding costs relative {o less rate sensitive interest-earning asset
yields. Deposit growth consisting primarily of lower costing core deposits and the pay down of
borrowings since fiscal year end 2008 also contributed to lowering the Company’s funding
costs. Overall, the Company’s interest rate spread increased from 2.20% during fiscal year
2007 to 2.80% during the three months ended March 31, 2011. The Company's net interest
rate spreads and yields and costs for the period covered in Table 1.1 are set forth in Exhibits 1-3
and I-5.

Non-interest operating income has been a fairly stable, but somewhat limited, contributor
to the Company’s earnings, reflecting the Company’s limited diversification into products and
services that generate non-interest operating income. Throughout the period shown in Table
1.2, sources of non-interest operating income ranged from a low of 0.20% of average assets
during the twelve months ended March 31, 2011 to a high of 0.34% of average assets during
fiscal year 2008. Customer service fees and income earned on BOLI constitute the largest

sources of non-interest operating income for the Company.

Operating expenses represent the other major component of the Company’s earnings,
ranging from a low of 2.04% of average assets during fiscal year 2008 to a high of 2.78% of
average assets ddring the twelve months ended March 31, 2011. The relatively sharp increase
in the Company’s operating expense ratio during 2010 and the most recent twelve month period

reflects senior management infrastructure that has been put into place to facilitate
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implementation of the Company's strategic plan, pursuant to which the Company is seeking to
build a profitable full service community bank franchise. Upward pressure will be placed on the
Company’s operating expense ratio following the stock offering, due to expenses associated
with operating as a publicly-traded company, including expenses related to the stock benefit
plans. At the same, the increase in capital realized from the stock offering will increase the
Company's capacity to leverage operating expenses through pursuing a more aggressive

growth strategy.

Overall, the general trends in the Company’s net interest margin and operating expense
ratio since fiscal year 2006 reflect a positive trend in core earnings through 20089 followed by a
negative trend in 2010 and the twelve months ended March 31, 2011, as indicated by the
Company's expense coverage ratios (net interest income divided by operating expenses). BSB
Bancorp’s expense coverage ratio equaled 0.96 times during fiscal year 2006, 1.22 times during
2009 and 0.99 times during the twelve months ended March 31, 2011. The decrease in the
expense coverage ratio since 2009 was the resuit of a more significant increase in the operating
expense ratio compared to the net interest income ratio. Similarly, BSB Bancorp’s efficiency
ratio (operating expenses, net of amortization of intangibles, as a percent of the sum of net
interest income and other operating income) improved from 94.6% during fiscal year 2006 to
74.5% during 2009 and then increased to 94.6% during the twelve months ended March 31,
2011.

During the period covered in Table 1.2, maintenance of generally favorable credit quality
measures served to limit the impact of loan loss provisions on the Company’s earnings. Loan
loss provisions ranged from a low of 0.02% of average assets in fiscal year 2007 to a high of
0.13% of average assets during the twelve months ended March 31, 2011. Loan growth,
including growth of higher risk types of loans, largely accounted for the increase in loan loss
provisions established during the most recent twelve month period. As of March 31, 2011, the
Company maintained loan loss allowances of $3.3 million, equal to 0.87% of net loans
receivable and 149.84% of non-performing loans. Exhibit -6 sets forth the Company’s loan loss

allowance activity from fiscal year 2006 through the three months ended March 31, 2011.

Non-operating gains and losses have had a varied impact on the Company’s earnings
during the period covered in Table 1.2, ranging from a non-operating loss equal to 0.60% of
average assets during fiscal year 2008 to non-operating gains equal to 0.56% of average assets

for the twelve months ended March 31, 2011. The non-operating loss recorded in fiscal year
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2008 was mostly related to a $2.3 million loss on trading securities. A $3.0 million gain on the
sale of investment securities accounted for most of the non-operating gains recorded during the
twelve months ended March 31, 2011. Non-operating gains and losses during the twelve
months ended March 31, 2011 also included a $365,000 gain on sale of loans, a $302,000 loss
on trading securities and a $204,000 loss on writedown of impaired securities. Loan sale gains
reflect the sale of fixed rate 1-4 family loan originations to the secondary market for purposes of
interest rate risk management and, therefore, represent an ongoing activity for the Company.
Comparatively, the other components of the Company’s non-operating income are viewed as
non-recurring income items. However, gains realized through secondary market activities are
subject to a certain degree of volatility as well, given the dependence of such gains on the
interest rate environment and the strength of the regional housing market.

The Company's effective tax rate ranged from a low of 5.14% during fiscal year 2006 to
a high of 50.12% during fiscal year 2009. As set forth in the prospectus, the Company’s

marginal effective tax rate is 40.0%.

Interest Rate Risk Management

The Company’s balance sheet is liability-sensitive in the short-term (less than one year)
and, thus, the net interest margin will typically be adversely affected during periods of rising and
higher interest rates, as well as in the interest rate environment that generally prevailed during
2006 and 2007, in which the yield curve was flat or inverted. Comparatively, the Company’s
interest rate spreads will tend to benefit when short-term interest rates decline and the yield
curve steepens. The Company’s interest rate risk analysis as of March 31, 2011 indicates that
in the event of a 200 basis point increase in interest rates over a one year period, assuming a
gradual parallel shift across the vyield curve over such period, net interest income would
decrease by 3.6% (see Exhibit I-7).

The Company pursues a number of strategies to manage interest rate risk, particulafly
with respect to seeking to limit the repricing mismatch between interest rate sensitive assets
and liabilities. The Company manages interest rate risk from the asset side of the balance
sheet through selling most originations of fixed rate 1-4 family loans, investing in securities with
laddered terms out to five years and diversifying into other types of lending beyond 1-4 family
permanent mortgage loans which consists primarily of shorter term fixed rate loans, adjustable
rate loans or balloon loans. As of December 31, 2010, of the Company’s total loans due after
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December 31, 2011, ARM loans comprised 72.2% of those loans (see Exhibit 1-8). On the
liability side of the balance sheet, management of interest rate risk has been pursued through
utilizing FHLB advances with terms out to five years, emphasizing growth of lower costing and
less interest rate sensitive transaction and savings accounts and offering attractive rates on
certain longer term CDs in low interest rate environments. Transaction and savings accounts
comprised 64.6% of the Company’s average balance of total deposits during the three months
ended March 31, 2011.

The infusion of stock prbceeds will serve to further limit the Company’s interest rate risk
exposure, as most of the net proceeds will be redeployed into interest-earning assets and the
increase in the Company'’s capital position will lessen the proportion of interest rate sensitive

liabilities funding assets.

Lending Activities and Strategy

BSB Bancorp's lending activities have traditionally emphasized 1-4 family permanent
mortgage loans and such loans continue to comprise the largest component of the Company’s
loan portfolio. Pursuant to the Company’s strategic plan, the Company is pursuing a diversified
lending strategy emphasizing commercial real estate loans, home equity lines of credit,
commercial business loans and indirect auto loans as the primary areas of targeted loan growth.
Other areas of lending diversification for the Company include construction loans and consumer
loans other than indirect auto loans. The origination of 1-4 family permanent mortgage loans is
expected to remain an active area of lending for the Company, although growth of the 1-4 family
loan portfolio will be constrained by the sale of most fixed rate originations. Exhibit 1-9 provides
historical detail of BSB Bancorp’s loan portfolio composition from fiscal year end 2006 through
March 31, 2011 and Exhibit 1-10 provides the contractual maturity of the Company’'s loan
portfolio by loan type as of December 31, 2010.

BSB Bancorp offers both fixed rate and adjustable rate 1-4 family permanent mortgage
loans. Loans are underwritten to secondary market guidelines, as the Company’s current
philosophy has been to sell most originations of fixed rate loans. Loans are generally sold on a
servicing released basis. ARM loans offered by the Company have initial repricing terms of
one, three or five years and then reprice annually for the balance of the loan term. ARM loans

are indexed to the 1-year Treasury rate. Fixed rate loans are offered for terms of 10 through 30
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years. As of March 31, 2011, the Company’s outstanding balance of 1-4 family loans, inclusive
of second mortgage loans, equaled $175.2 million or 45.5% of total loans outstanding.

The Company’s 1-4 family lending activities include home equity loans and lines of
credit. Home equity loans are originated as either fixed rate or adjustable rate loans with
amortization terms of up to 15 years. Home equity lines of credit are tied to the prime rate as
published in The Wall Street Journal and are offered for terms of up to 25 years with a
maximum ten yeér draw period. The Company will originate home equity loans and lines of
credit up to a maximum loan-to value ("LTV") ratio of 80.0%, inclusive of other liens on the
property. As of March 31, 2011, the Company’s outstanding balance of home equity loans and
lines of credit totaled $33.7 million or 8.8% of total loans outstanding.

Construction loans originated by the Company consist of loans to finance the
construction of 1-4 family residences and commercial/multi-family properties. The Company's
1-4 family construction lending activities consist mostly of speculative loans that are extended to
experienced builders in the Company’s market area, Residential construction loans are offered
up to a LTV ratio of 75.0%. Commercial real estate/multi-family construction loans generally
require a commitment for permanent financing to be in place prior to closing the construction
loan and are originated up to 75.0% of the completed appraised value of the property.
Residential and commercial construction loans are interest only loans during the construction
period. At March 31, 2011, the largest outstanding construction loan had a balance of $2.7
million and was secured by three high-end single-family properties. This loan was performing in
accordance with its terms at March 31, 2011. As of March 31, 2011, BSB Bancorp’s
outstanding balance of construction loans equaled $14.8 million or 3.8% of total loans

outstanding

The balance of the mortgage loan portfolio consists of commercial real estate and multi-
family loans, which are collateralized by properties in the Company’s regional lending area.
BSB Bancorp originates commercial real estate and multi-family loans up to a maximum LTV
ratio of 80.0% and requires a minimum debt-coverage ratio of 1.25 times. Commercial real
estate/multi-family loans are originated as adjustable rate or fixed rate loans for terms of up to
30 thirty years, Commercial real estate loans are priced off of comparable term FHLB advance
rates. Properties securing the commercial real estate loan portfolio include office buildings,
owner-occupied businesses, industrial buildings, strip mall centers, mixed-use properties and

apartments. The largest commercial real estate/multi-family loan in the Company’s loan
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portfolio at March 31, 2011 had a balance of $6.7 million and was secured by a retail shopping
center and land. This loan was performing in accordance with its terms at March 31, 2011. As
of March 31, 2011, the Company’s outstanding balance of commercial real estate/muiti-family
loans totaled $113.1 million equal to 28.4% of total loans outstanding.

Historically, BSB Bancorp's diversification into non-mortgage loans has been somewhat
limited, consisting of consumer loans and commercial business loans. Prior to implementation
of the indirect auto lending initiative, the consumer loan portfolio, exclusive of home equity loans
and home equity lines of credit, consisted of a relatively small balance of instailment loans,
loans secured by deposits and personal locans. In conjunction with the hiring of an executive
officer with expertise in indirect auto lending, the Company initiated its indirect auto lending
program in the fourth quarter of 2010. The Company currently receives auto loans from
approximately 100 franchised dealership relationships located in Eastern Massachusetts and
Rhode Island. In the future, the Company may seek to expand its dealership relationships
throughout Massachusetts, Connecticut and New Hampshire. The Company will finance up to
100% of the wholesale value of the vehicle plus sales tax, dealer preparation fees, license fees
and title fees. The weighted average original term to maturity of the indirect auto loan portfolio
at March 31, 2011 was 85 months with an estimate average life of 30 months. The indirect auto
loan portfolio had an average loan balance of $20,500 for the three months ended March 31,
2011 and a weighted average credit score of 769. The Company beQ'an to sell indirect auto
loans to another financial institution in March 2011 and it is expected that the Company will sell
the majority of its indirect auto loan originations going forward. As of March 31, 2011, the
consumer loan portfolio totaled $31.6 million or 8.2% of total loans outstanding, with indirect

auto loans accounting for $30.4 million of the total.

The commercial business loan portfolio is generated through extending loans to
businesses operating in the local market area. Commercial business loans offered by the
Company consist of fixed rate term loans and floating rate lines of credit indexed to the prime
rate as reported in The Wall Street Journal and generally have terms ranging from three to five
years or less. The commercial business loan portfolio consists substantially of loans secured by
business assets such as accounts receivable, inventory and equipment. The Company also
originates working capital lines credit to finance the short-term cash flow needs of businesses.
Expansion of commercial business and commercial real estate lending activities are areas of
lending emphasis for the Company, pursuant to which the Company is seeking to become a full

service community bank to its commercial loan customers through offering a full range of
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commercial loan products that can be packaged with lower cost commercial deposit products.
The largest commercial business loan in the Company’s loan portfolio at March 31, 2011 had a
balance of $2.7 million and was secured by business assets and commercial real estate. This
loan was performing in accordance with its terms at March 31, 2011. As of March 31, 2011,
BSB Bancorp’s’ outstanding balance of commercial business loans equaled $16.5 million or
4.3% of total loans outstanding.

- Exhibit 1-11 provides a summary of the Company's lending activities from fiscal year
2006 through the three months ended March 31, 2011. Annual loan originations ranged from a
low $97.4 million during fiscal year 2007 to a high of $138.8 million during fiscal year 2009.
Loan originations were up significantly during the first quarter of 2011 compared to the year ago
quarter, with total loans originated increasing from $27.7 million in the first quarter of 2010 to
$77.6 million in the first quarter of 2011. Commercial real estate loans and indirect auto loans
accounted for most of the increase in loan originations, as the Company originated $24.3 million
of commercial real estate loans and $29.6 million of indirect auto loans during the first quarter of
2011. The Company also purchases loans, which have primarily consisted of loans secured by
1-4 family propetties in the Company’s regional lending market. In recent years, the amount of
loans purchased by the Company have been relatively limited. Loans sold by the Company
have consisted mostly of originations of 1-4 family fixed rate loans, which are sold for purposes
of interest rate risk management. Since fiscal year end 2006, the Company recorded net loan
growth in fiscal years 2008 and 2009 and the first quarter of 2011. '

Asset Quality

The Company's historical 1-4 family lending emphasis and emphasis on lending in local
and familiar markets have generally supported the maintenance of relatively favorable credit
quality measures. With the onset of the recession in the Company’s lending markets, the
Company experienced some modest credit quality deterioration in its loan portfolio; although,
the Company’s ratios for non-performing loans and non-performing assets have remained at
relatively low levels. BSB Bancorp’s balance of non-performing assets ranged from a low of
0.02% of assets at fiscal year end 2006 to a high of 0.50% of assets at fiscal year end 2009.
The Company held $2.2 million of non-performing assets at March 31, 2011, equal to 0.42% of
total assets. As shown in Exhibit I-12, non-performing assets at March 31, 2011 consisted

entirely of non-accruing loans. Non-accruing loans held by the Company at March 31, 2011
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were concentrated in 1-4 family loans ($1.3 million) and commercial real estate loans
($906,000).

© To track the Company's asset quality and the adequacy of valuation allowances, BSB
Bancorp has established detailed asset classification policies and procedures which are
consistent with regulatory guidelines. Classified assets are reviewed monthly by senior
management and the Executive Committee and quarterly by the full Board. Pursuant to these
procedures, when needed, the Company establishes additional valuation allowances to cover
anticipated losses in classified or non-classified assets. As of March 31, 2011, the Company
maintained loan loss allowances of $3.3 million, equal to 0.87% of net loans receivable and

149.84% of non-performing loans.

Funding Composition and Strateqy

Deposits have consistently served as the Company's primary funding source and at
March 31, 2011 deposits accounted for 79.3% of BSB Bancorp’s interest-bearing funding
composition. Exhibit -13 sets forth the Company’s deposit composition from fiscal year 2008
through March 31, 2011. Transaction and savings account deposits constituted 64.6% of
average total deposits for the three months ended March 31, 2011. Comparatively, transaction
and savings account deposits constituted 55.1% of average total deposits for the fiscal year
ended September 30, 2008. The increase in the concentration of core deposits comprising total
deposits since fiscal year end 2008 was realized through a slight decrease in CDs and growth of
core deposits. Most of the growth of core deposits has consisted of regular savings aocouht
deposits, which was facilitated by marketing relatively attractive rates on certain savings
account products. Regular savings account deposits comprised 70.8% of the Company’s

average total core deposits for the three months ended March 31, 2011,

The balance of the Company's deposits consists of CDs, which equaled 35.4% of
average total deposits for the three months ended March 31, 2011 compared to 44.9% Iof
average total deposits for the fiscal year ended September 30, 2008. BSB Bancorp’s current
CD composition reflects a higher concentration of short-term CDs (maturities of one year or
less). The CD portfolio totaled $133.9 million at March 31, 2011 and $75.0 million or 56.0% of
the CDs were scheduled to mature in one year or less. Exhibit [-14 sets forth the maturity
schedule of the Company’s CDs as of March 31, 2011, As of March 31, 2011, jumbo CDs (CD
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accounts with balances of $100,000 or more) amounted to $74.1 million or 55.4% of total CDs.
The Company held $2.0 million of brokered CDs at March 31, 2011.

Borrowings serve as an alternative funding source for the Company to facilitate
management of funding costs and interest rate risk. The Company maintained $93.8 million of
FHLB advances at March 31, 2011 with a weighted average rate of 2.49%. FHLB advances
held by the Company at March 31, 2011 consisted of a mix of short- and long-term borrowings
with initial terms out to five years. The Company also held $3.1 million of repurchase
agreements and $1.6 million of other borrowed funds at March 31, 2011. Other borrowed funds
consist of the balance of loans sold with recourse. On March 16, 2006, the Company sold
seventeen loans with an aggregate principal balance of $10.4 million to another financial
institution. The agreement related to this sale contains provisions requiring the Company during
the initial 120 months to repurchase any loan that becomes 90 days past due. The Company
will repurchase the past due loan for 100% of the unpaid principal balance plus interest to
repurchase date. Exhibit 1-15 provides further detail of the Company’s borrowings activities from
fiscal year 2008 through March 31, 2011.

Subsidiary Activity

Upon completion of the conversion, the Bank will become a wholly owned subsidiary of
BSB Bancorp. The Bank has one subsidiary, BSB Investment Corporation, a Massachusetts

corporation, which engages in the buying, selling and holding of investment securities.

Legal Proceedings

The Company is not currently party to any pending legal proceedings that the
Company’s management believes would have a material adverse effect on the Company's

financial condition, results of operations or cash flows.
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1l. MARKET AREA

Introduction

BSB Bancorp serves the Boston Metropolitan Statistical Area ("MSA”") through the main
office in Belmont, Massachusetts and three additional branch offices. Two of the branches are
maintained in Belmont and the other branch is located in Watertown. Belmont and Watertown
are located in Southeast Middlesex County. The Company also maintains administrative offices
in Belmont and Fall River, Massachusetts. Exhibit lI-1 provides information on the Company’s

office properties.

With operations in a major metropolitan area, the Company's competitive environment
includes a significant number of thrifts, commercial banks and other financial services
companies, some of which have a regional or national presence and many of which are larger
than the Company in terms of deposits, loans, scope of operations, and number of branches.
These institutions also have greater resources at their disposal than the Company. The Boston
MSA has a highly developed economy comprised of highly skilled workers who are employed in

a number of different industry clusters including healthcare, financial services and technology.

. Future growth opportunities for BSB Bancorp depend on the future growth and stability
of the iocal and regional economy, demographic growth trends and the nature and intensity of
the competitive environment. These factors have been briefly examined to help determine the
growth potential that exists for the Company, the relative economic health of the Company's

market area, and the resultant impact on value.

National Economic Factors

The future success of the Company’s operations is partially dependent upon various
national and local economic trends. In assessing national economic trends over the past few
quarters, the jobs report for October 2010 reflected a pick-up in hiring by the private sector. The
U.S. economy added 151,000 jobs in Oétober 2010, but the unemployment rate remained at
9.6%. Manufacturing activity for October was at its highest level since May and retail sales for
October were up for a fourth straight month. The index of leading economic indicators rose in
October, but the housing sector continued to struggle as existing and new home sales fell in

October amid weak demand and concerns about the foreclosure process. Orders for durable-
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goods unexpectedly plunged 3.3% in October, which was the largest drop in 21 months.
Manufacturing activity expanded for a 16" straight month in November, but the growth remained
too weak to bring down high unemployment. November employment data showed 39,000 jobs
were added to the U.S. economy, which was fewer than expected, and the November
unemployment rate jumped to 9.8%. On the positive side, retail sales and industriéf production
rose in November, while housing starts increased modestly in November. New and existing
home sales edged up from October to November, but were well below year ago levels.
Manufacturing activity remained a bright spot for the economic recovery in December, as
industrial production continued to climb in December. Notably, factory jobs in the U.S. grew
1.2% during 2010, the first increase since 1997. While the December unemployment rate
dropped to 9.4%, the 103,000 jobs added in December were less than expected. Existing home
sales showed a strong percentage increase in December, but remained at a relatively low level
by historical standards. Durable-goods orders were up in December, after stripping out aircraft
orders which decreased in December. Fourth quarter GDP rose 3.2% (subsequently revised to

2.8% and then to 3.1%), which was in line with pre-recession growth.

Economic data for January 2011 generally showed an improving economy, while
housing remained a soft spot in the economic recovery. Manufacturing activity continued to
expand in January 2011, jumping to its highest level since 2004. The jobs report for January
showed 36,000 jobs were added, 'which'Was far less than expected. However, the January
unemployment rate dropped to 9.0%. New home construction declined slightly in January, as
new home sales faced increasing competition from the large number of foreclosed homes put
on the market. Existing home sales were up 2.7% in January, while new home sales plunged
12.6% in January. Home prices continued to decline in most major metropolitan areas through
the end of 2010. Durable-goods orders were up in January, which was driven by a jump in
orders for aircraft and other transportation equipment. Ma‘nufacturing activity showed further
expansion in February, with U.S. manufacturing output reaching a seven year high in February.
Service sector activity picked up as well in February, while the U.S. unemployment rate declined
to 8.9% in February as 192,000 jobs were added during the month. While the recovery in the
broader economy appeared to be gaining momentum, the housing market showed signs of
weakening. New and existing home sales dropped sharply in February and home prices fell for
a third straight month in January. March employment data showed the U.S. added 216,000 jobs
and the unemployment rate declined to 8.8%, which was the fourth consecutive month the

unemployment rate declined. Activity in the manufacturing and service sectors continued to
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expand in March. Retail sales also increased in March, which was mostly due to higher gas
prices. New and existing home sales rose in March, but the pace of sales remained at
historically low levels and home prices continued to decline. Durable-goods orders were up in
March, signaling continued strength in the manufacturing sector. The initial estimate for first
quarter GDP growth showed a lower annualized growth rate of 1.8% compared to a 3.1%
growth rate in the fourth quarter of 2010. Home prices fell 3% in the first quarter, the steepest
drop since 2008.

Manufacturing and service sector activity expanded at a slower rate in April 2011, with
the slower growth suggesting that higher fuel costs were hindering the economy. April
employment data showed stronger job growth than expected, as the economy added 244,000
jobs in April. The April unemployment rate was up slightly to 9.0%. Retail sales were up for a
tenth straight month in April, although much of the increase was attributable to higher gasoline
prices. New home construction declined 10.6% in April, as an abundance of foreclosed homes

on the market limited demand for new homes.

In terms of interest rates trends over the past few quarters, Treasury yields declined at
the start of fourth quarter of 2010 reflecting growing expectations that the Federal Reserve
would start buying more U.S. debt following a disappointing jobs report that showed private
employers cut jobs in September. The yield on the 10-year Treasury note dipped below 2.4% in
early-October and then edged higher in mid-October following a weak sale of 30-year Treasury
bonds. Interest rates stabilized during the second half of October, amid signs that the economy
would continue to grow slowly and inflation would remain low. The Federal Reserve’s
announcement that it would purchase $600 billion of Treasury bonds to spur the economy
pushed long-term Treasury yields lower in early-November, which was followed by an upturn in
Treasury yields in mid-November. Stronger than expected retail sales for October and profit
taking were noted factors contributing to the decline in Treasury prices. Treasury yields eased
lower in late-November amid a flight to safety based on worries about lreland’s debt problems
and North Korea's attack of a South Korean island. An apparent agreement by Congress to
extend the Bush-era tax cuts pushed the ten year Treasury yield back above 3.0%. While
inflation readings for November remained low, Treasury yields spiked higher in mid-December

" on signs of stronger economic growth and then stabilized for the balance of 2010.

News that private sector hiring increased in December pushed Treasury yields higher at

the start of 2011, with the yield on the 10-year Treasury note approaching 3.5%. Treasury
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yields eased lower heading into mid-January, as the December producer price index showed
only a modest increase after factoring out food and energy prices. Stronger than expected
existing home sales provided for a brief spike in long-term Treasury yields heading into late-
January. The Federal Reserve concluded its late-January meeting electing to keep its target
rate the same and that it would continue to maintain the bond purchase program. Treasury
yields eased lower in late-January, as investors sought the safe haven of Treasury bonds amid
the political turmoil in Egypt. Higher wholesale and consumer prices in January, along with
more indications that the economic recovery was gaining momentum, pushed Treasury yields
higher heading into mid-February. Treasury yields dipped in late-February, as investors moved
into lower risk investments amid the growing turmoil in Libya. Economic data showing the
recovery was strengthening provided for a slight upward trend in interest rates during early-
March, which was followed by lower interest rates in mid-March as fears of consequences from
Japan’s earthquake pushed up demand for Treasury bonds. The Federal Reserve concluded
its mid-March meeting with no change in its target interest rate and kept its easy-money policies
intact. Treasury yields continued to ease lower going into the second half of March, as core
wholesale and consumer prices for February indicated that underlying inflation pressures
remained modest. Treasury yields rose in late-March on news that fourth quarter GDP was
revised up more than expected and comments from a Federal Reserve member that suggested

tighter monetary policy would need to be considered in the near future.

Interest rates stabilized during the first half of April 2011, as Federal Reserve officials
signaled that the Federal Reserve was unlikely to follow the European Central Bank in lifting
interest rates. Modest increases in March core wholesale and consumer costs suggested that
underlying inflation pressures remained contained. Interest rates remained stable through the
balance of April, with the Federal Reserve concluding its late-April meeting with no change in its
target rate. The Federal Reserve also said it would cohp!ete its $600 billion bond buying
program in June as planned. Long-term Treasury yields eased lower in the first half of May, as
the economy showed signs of slower growth with inflation remaining contained. As of May 13,
2011, the bond equivalent yields for U.S. Treasury bonds with terms of one and ten years
equaled 0.19% and 3.18%, respectively, versus comparable year ago yields of 0.40% and

3.55%. Exhibit 11-2 provides historical interest rate trends.

Based on the consensus outlook of 56 economists surveyed by The Wall Street Journal
in early-April, economic growth is expected to accelerate later in the year with GDP forecasted

to show a 3.6% annual growth rate in the fourth quarter. Most of the economists expect tha