








VI. Performance Graph

The Total Return Performance Graph set forth below is a line graph comparing the yearly percentage

change in the cumulative total stockholder return on the Company’s common stock, based on the market price of
the Company’s common stock, with the total return on companies within the NASDAQ Composite, companies
within the SNL $5-$10B Bank Index and companies within the SNL Asset Manager Index. The calculation of
cumulative return assumes a $100 investment in the Company’s common stock, the NASDAQ Composite, the
SNL $5-$10B Bank Index and the SNL Asset Manager Index on December 31, 2004. It also assumes that all

dividends are reinvested during the relevant periods.
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SNL Asset Manager ........................ 100.00 127.18 14749 167.89 79.79 129.44
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ITEM 6. SELECTED FINANCIAL DATA

The following table represents selected financial data for the five fiscal years ended December 31. The data
set forth below does not purport to be complete. It should be read in conjunction with, and is qualified in its
entirety by, the more detailed information, including the Company’s Consolidated Financial Statements and
related notes, appearing elsewhere herein. All items presented below, for all years presented, have been adjusted
for discontinued operations related to the five affiliates divested in 2009.

2009 2008(1) 2007(2) 2006 2005(6)
(In thousands, except share data)
At December 31:
Total balance sheetassets . ................. ..., $ 6,049,265 $ 7,282,835 $ 6,940,829 $ 5,789,015 $ 5,134,219
Assets of discontinued operations ........................ — 1,578,170 1,663,893 1,569,078 1,374,007
Total loans (excluding loans held forsale) ................. 4,307,040 4,129,081 4,003,291 3,094,276 2,643,057
Allowance for loanlosses ..................ccuuuino... 68,444 64,091 59,933 33,234 29,741
Cashandinvestments . .. .............c.uuirininrunennn.. 1,387,483 1,132,290 842,335 754,504 838,903
Goodwill and intangible assets . ................. .. ..... 150,117 155,051 276,912 244951 161,232
DEPOSIES - . v ettt e 4,255,219 3,748,912 3,550,499 3,140,347 2,792,998
Borrowed funds . .......... .. 992,034 1,329,898 1,273,945 678,489 661,843
Total Company’s stockholders’ equity .................... 651,154 648,676 619,372 595,415 510,969
Non-performing assets .. ...........veeunerniuneenna.. 106,938 76,828 35,301 8,751 4,998
Net loans (charged off)/recoveries ........................ (40,606) (192,485) 478 (746) (170)
Client assets under management and advisory(3):
Private Banking ........... ... ... ... $ 3,479,000 $ 3,253,000 $ 3,656,000 $ 3,105,000 $ 2,971,000
Investment Management ........................... 7,048,000 6,381,000 9,115,000 8,746,000 3,259,000
Wealth AdVisory ..., 7,161,000 6,235,000 6,412,000 3,727,000 3,140,000
Inter-company relationships . ........................ (18,000) (16,000) — (13,000) (26,000)
Total client assets under management and advisory .......... $17,670,000 $15.853,000 $19,183,000 $15,565,000 $ 9,344,000
For The Year Ended December 31:
Net interest iNCOME . . ..o v vve e et ie e e eee e $ 159485 $ 150,228 $ 136,993 $ 120,172 $ 114,745
Provision for loanlosses . ............ ... ... 44,959 196,643 23,449 4,240 4,890
Net interest income/(loss) after provision for loan losses . .. ... 114,526 (46,415) 113,544 115,932 109,855
Fees and otherincome ................................. 126,449 129,449 106,204 83,364 62,275
Operating €XPense . ... .....uuueeeeuunneeennnnneeennn.. 221,259 213,785 184,626 152,840 128,978
Impairment of goodwill and intangibles ................... 1,699 133,202 31,780 — —
Income/(loss) from continuing operations before income
BAXES & o vttt e e e e e e e 18,017 (263,953) 3,342 46,456 43,152
Income tax expense/ (benefit) ................... ... ..... 1,632 (70,737) (6,339) 12,431 13,151
Net income/(loss) from continuing operations . . ............. 16,385 (193,216) 9,681 34,025 30,001
Net (loss)/income from discontinued operations ............. (7,505) (191,209) (1,524) 24,047 16,057
Less: Net income attributable to noncontrolling interests . ... .. 3,649 4,327 3,987 3,699 2,512
Net income/(loss) attributable to the Company .............. $ 5231 $ (388,752) $ 4,170  $ 54,373 $ 43,546
Per Share Data:
Basic (loss)/earnings per share from continuing operations .... $ 041) $ (4.85) $ 0.15 % 096 $ 1.02
Diluted (loss)/earnings per share from continuing operations ... $ 0.41) $ 4.85) $ 0.15 $ 0.85 $ 0.89
Average basic common shares outstanding . ................ 66,696,977 47,528,418 36,731,621 35,452,880 29,425,157
Average diluted common shares outstanding ............... 66,696,977 47,528,418 38,315,330 40,089,380 33,824,717
Cash dividends pershare ............ ... ..., $ 004 $ 022 $ 036 $ 032 $ 0.28
Book value pershare(7) . ... $ 651 $ 736 $ 16.53  $ 1627 $ 14.68
Selected Operating Ratios:
Return on average assets . ...............oiiiiiiiiiia... 0.15% nm 0.13% 1.09% 1.19%
Return on average equity . ............c..coiiiiiiiiiaa.. 1.37% nm 1.39% 10.43% 12.84%
Net interest margin(4) .. ........oouieineneinannaa.. 3.14% 3.18% 3.44% 3.61% 3.80%
Total fees and other income/total revenue(5) ............... 44.22% 46.29% 43.67% 40.96% 35.18%
Asset Quality Ratios:
Non-accrual loans to total loans (excluding loans held for
SAlE) L 2.10% 1.55% 0.85% 0.27% 0.19%
Non-performing assets to total assets . . .................... 1.77% 1.05% 0.51% 0.15% 0.10%
Allowance for loan losses to total loans (excluding loans held
forsale) . ..... ..o 1.59% 1.55% 1.50% 1.07% 1.13%
Allowance for loan losses to non-accrual loans (excluding loans
held forsale) ............. .o iiiuiiiiiiinan., 0.76 1.00 1.76 4.05 5.95
Allowance for loan losses to classified loans (excluding loans
held forsale) .......... ..ot iiieiiiiineennn, 0.49 1.01 0.63 1.01 4.00
Other Ratios:
Dividend payoutratio ................oiiiiiiiiiia... nm nm nm 37.65% 31.46%
Total equity to total assets ratio .....................o... 10.76 % 8.91% 8.92% 10.29% 9.95%
Tangible common equity to tangible assets ratio(8) .......... 6.66% 5.07% 3.15% 3.27% 3.26%
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nm - not meaningful

(1) Earnings for 2008 were reduced by $115.3 million, or $2.43 per share, for the after tax and minority interest impact of impairment
charges at FPB, Charter, DGHM and the Holding Company; and by $124.3 million, or $2.61 per share, for the after tax provisions for
loan losses. These charges were slightly offset by the gains recognized, net of tax, of $14.2 million, or $0.30 per share, from the
repurchase of the Company’s 3% Contingent Convertible Senior Notes due 2027. To determine net of tax amounts, an assumed effective
tax rate of approximately 37% is used, except for the non-deductible impairment at the Private Banking affiliates and portions of the
impairment at DGHM. For further details see Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and
Results of Operations.”

(2) Net income for 2007 was reduced by $18.1 million, or $0.47 per share, for the after tax and minority interest impact of impairment
charges at DGHM, and $11.4 million, or $0.30 per share, for the increase in the allowance for loan losses and other adjustments related
to the increase in classified loans at FPB described in Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition
and Results of Operations.” To determine net of tax amounts, an assumed effective tax rate of approximately 37% is used. Return on
average assets and return on average equity were also reduced.

(3) The Company changed the accounting for its interest in BOS from the equity method to the consolidation method as a result of the
majority interest ownership of BOS in the third quarter of 2007. BOS’s prior period Assets Under Management were not included in the
Company’s prior period consolidated balances.

(4) Net interest margin represents net interest income on a fully-taxable equivalent basis as a percent of average interest-earning assets.

(5) Total revenue is defined as net interest income plus fees and other income.

(6) Adjusted to include the impact of stock-based compensation, see Part II, Item 8, “Financial Statements and Supplementary Data—Note
18: Employee Benefits” for additional information.

(7) Book value per share is calculated by reducing the Company’s total equity by the preferred stock balance, then dividing that value by the
total common shares outstanding as of the end of that period.

(8) The Company calculates tangible assets by adjusting total assets to exclude goodwill and intangible assets. The Company calculates
tangible common equity by adjusting total equity to exclude the equity from the TARP funding of $154 million and goodwill and
intangible assets and include the difference between redemption value and value per Accounting Research Bulletin 51, Consolidated
Financial Statements (“ARB 51”) for redeemable non-controlling interests. The Company uses certain non-GAAP financial measures,
such as the Tangible Common Equity to Tangible Assets ratio, to provide information for investors to effectively analyze financial trends
of ongoing business activities, and to enhance comparability with peers across the financial sector. A reconciliation from the Company’s
GAAP Total Equity to Total Assets ratio to the Non-GAAP Tangible Common Equity to Tangible Assets ratio is presented below:

2009 2008 2007 2006 2005

Total balance sheet assets ................... $6,049,265 $7,282,835 $6,940,829 $5,789,015 $5,134,219
LESS: Goodwill and intangible assets, net(a) . . . . (150,117) (178,543) (458,238) (460,964) (384,407)
Tangible assets (non-GAAP) . ................ $5,899,148 $7,104,292 $6,482,591 $5,328,051 $4,749,812
Total Company’s stockholders’ equity ......... $ 651,154 $ 648,676 $ 619,372 $ 595,415 $ 510,969
LESS: Goodwill and intangible assets, net(a) . . . . (150,117) (178,543) (458,238) (460,964) (384,407)

TARP Funding ...................... (154,000) (154,000) — — —
ADD: Difference between redemption value of

non-controlling interests and value under

ARBSIL ... 46,016 43,800 43,091 39,782 28,379
Total adjusting items ....................... (258,101) (288,743) (415,147) (421,182) (356,028)
Tangible Common Equity (non-GAAP) ........ $ 393,053 $ 359,933 $ 204,225 $ 174,233 $ 154,941
Total Equity/Total Assets ................... 10.76 % 8.91% 8.92% 10.29% 9.95%
Tangible Common Equity/Tangible Assets (non-

GAAP) .. 6.66 % 5.07% 3.15% 3.27% 3.26%

(a) Includes goodwill and intangible assets of divested affiliates for years 2008—2005.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Management’s discussion and analysis of financial condition and results of operations should be read in
conjunction with the Consolidated Financial Statements, the notes thereto, and other statistical information
included in this annual report.

Executive Summary

The Company offers a broad range of wealth management services to high net worth individuals, families,
businesses and select institutions through its three reportable segments: Private Banking, Investment
Management, and Wealth Advisory. This executive summary provides an overview of the most significant
aspects of the operating segments and the Company’s operations in 2009. Details of the matters addressed in this
summary are provided elsewhere in this document and, in particular, in the sections immediately following.

In 2009, the Company recorded net income attributable to the Company of $5.2 million, but recorded a loss
attributable to common shareholders of $0.52 per diluted share after accounting for non-cash equity charges and
preferred dividends. This compares to a net loss attributable to the Company of $388.8 million and a loss
attributable to common shareholders of $8.87 per diluted share in 2008. In 2009, the Company recorded net
income from continuing operations attributable to the Company of $12.7 million and a loss of $0.41 per diluted
share from continuing operations, compared to a net loss from continuing operations attributable to the Company
of $197.5 million and a loss of $4.85 per diluted share from continuing operations in 2008. See Part II, Item 8,
“Financial Statements and Supplementary Data—Note 1. Basis of Presentation and Summary of Significant
Accounting Policies” for further detail on the charges made to arrive to income attributable to the common
shareholders. The increase in net income attributable to the Company in 2009 from 2008 was largely due to a
decrease in provision for loan losses of $151.7 million, a decrease in goodwill and intangible impairment charges
of $131.5 million, and a decrease in losses related to discontinued operations of $183.7 million.

The Company has taken a number of steps in 2009 to increase capital, reduce credit and operating risk, and
create financial flexibility in a difficult economic environment. These steps include divesting of five affiliates,
repurchasing the remaining convertible debt, and repurchasing a portion of the convertible trust preferred debt.

In 2009, the Company divested its interests in five of its affiliates—Westfield, Gibraltar, RINET, Sand Hill,
and BPVI. The results of operations for these affiliates and the gain/ (loss) on sale related to each are included in
“Net loss from discontinued operations” in the consolidated statements of operations for current and prior
periods. In addition, the assets and liabilities of the divested companies have been reclassified to assets and
liabilities of discontinued operations in the accompanying consolidated balance sheets for periods prior to
divestiture. The Company recognized an after-tax loss from discontinued operations of $7.5 million, or $0.11 per
share. For further detail on the divestitures, refer to Part I, Item 8, “Financial Statements and Supplementary
Data—Note 2: Divestitures and Acquisitions.”

In 2009, the Company repurchased the remaining balance of its 3% Contingent Convertible Senior Notes
due 2027 (the “Notes”) of $52.4 million and recognized a $0.4 million pretax gain on repurchase. In addition, the
Company also repurchased $44.5 million of its publicly traded convertible trust preferred securities issued in
2004 by Boston Private Capital Trust I, a wholly-owned subsidiary of the Company (the “Boston Private Capital
Trust I”’) and recognized an $18.3 million pretax gain on repurchase. The Company expects these transactions to
increase net interest income in future periods due to lower interest expense.

Results for 2009 and 2008 were affected by the economic recession that began in late 2007. The recession
and the programs implemented to mitigate its effect have had the following results on the Company’s business:
(1) the declining real estate markets continued to affect credit quality at the Banks, leading to higher charge-offs
and provision for loan losses in both years as compared to historical values as well as increased costs to manage a
large portfolio of problematic loans; (ii) the declining stock market and illiquid credit markets triggered goodwill
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impairment tests at all affiliates and led to significant impairment charges in late 2008; (iii) government
intervention through programs such as the TARP CPP and the TLGP has helped to provide low cost liquidity and
stabilize operations in late 2008 and continued into 2009; and (iv) the FDIC raised insurance rates on deposits in
early 2009 and later requested banks prepay premiums for 2010, 2011 and 2012 to replenish its funds due to a
decrease in its deposit insurance fund reserve ratios to below the minimum.

Private Banking

The following table presents a summary of profits/(losses), revenues and expenses for the Private Banking
segment continuing operations for 2009, 2008, and 2007.

As of and for the year ended December 31, 2009 vs. 2008 2008 vs. 2007
2009 2008 2007 $ Change % $ Change % _
(In thousands)
Net interest income .......... $ 169,802 $ 163,767 $ 149,948 $ 6,035 4% $ 13,819 9%
Fees and other income:
Investment management
and trust fees ......... 20,810 22,303 20,773 (1,493)  -7% 1,530 7%
Other income ........... 17,711 6,776 9,889 10,935 161% (3,113) -31%
Total fees and other
income .......... 38,521 29,079 30,662 9,442 32% (1,583) -5%
Total revenues .. .... 208,323 192,846 180,610 15,477 8% 12,236 7%
Provision for loan losses ... ... 44,959 196,643 23,449  (151,684) -77% 173,194 nm
Expenses:
Operating expenses . . . ... 144,713 125,019 108,354 19,694 16% 16,665 15%
Impairment of goodwill
and intangibles . . ... ... —_ 91,621 — 91,621) -100% 91,621 nm
Total expenses . . .. .. 144,713 216,640 108,354 (71,927) -33% 108,286 @%
Income/ (loss) before
income taxes ..... 18,651 (220,437) 48,807 239,088 nm (269,244) nm
Income tax expense/
(benefit) ................. 4,746 (53,708) 14,132 58,454 nm (67,840) nm
Net income/ (loss)
attributable to the
Company ............ $ 13,905 $ (166,729) $ 34,675 $ 180,634 nm  $(201,404) nm
Total loans(1) .............. $4,304,110 $4,126,444 $3,901,333 $ 177,666 4% $ 225,111 6%
ASSEtS ... $5,669,645 $5,399,691 $4,933,439 $ 269,954 5% $ 466,252 9%
Deposits(2) ................ $4,368,780 $3,940,454 $3,569,718 $ 428,326 11% $ 370,736 10%
Assets Under Management . ... $3,479,000 $3,253,000 $3,656,000 $ 226,000 7% $(403,000) -11%

nm - not meaningful

(1) Loans presented in this table are loans from the Private Banking segment and do not include loans of
non-banking affiliates or the Holding Company.

(2) Deposits presented in this table do not include intercompany eliminations related to deposits in the Banks
from non-banking affiliates or the Holding Company.

The Company’s Private Banking segment reported net income of $13.9 million in 2009, compared to a net
loss of $166.7 million in 2008 and net income of $34.7 million in 2007. The 2009 increase in net income was a
result of the following items: lower charge-offs and provision for loan losses, although they remained higher than
historical trends; no impairment charge was taken in 2009, compared to the significant 2008 goodwill and
intangible asset impairment charge; higher gains on sales of investments as the banks sold more of their
investments in 2009 than in 2008; and higher gains on sales of loans and other real estate owned (“OREQO”)
primarily related to the Southern California non-strategic loans portfolio. These changes were partially offset by
increased professional services expenses for legal fees related to loan workouts, including collection costs;
increased FDIC insurance assessments due to higher rates, a special assessment, increased deposits and increased
thresholds for deposits insured by the FDIC; and increased intangible amortization as the Company accelerated
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the amortization of core deposit intangibles at some of the Banks to more accurately reflect the runoff of these

assets. Additionally, the segment was negatively impacted in 2009 by net interest margin compression. The 2008
decrease in net income was also a result of the increased provision for loan losses, charge-offs, and impairment

charge. The 2008 charge-offs and provision were primarily related to the revaluation of the non-strategic loans

portfolio in Southern California, while the impairment charges were related to the Southern California and

Pacific Northwest banks.

Due to the adverse economic environment, especially in the real estate markets in which the Banks operate,
the Company has had lower loan growth in 2009 than in historical years as the economy remained in a recession.
Additionally, the Banks have generally reduced or stopped originating construction loans, which have higher
associated risk than other loan types. A portion of the increase in loans in 2009 was due to two of the Banks

purchasing residential loans.

The changes in Assets Under Management (“AUM”) at the Banks in 2009 and 2008 were largely related to
market changes. In 2009, market appreciation of $0.3 billion was slightly offset by $0.1 billion of net outflows.
In 2008, market depreciation of $0.7 billion was partially offset by net inflows of $0.3 billion.

Total loans at the Banks increased $177.7 million, or 4%, to $4.3 billion or 76% of total assets at the Banks
in 2009 from $4.1 billion or 76% of total assets at the Banks in 2008. A discussion of the Company’s loan
portfolio can be found below in Part I, Item 7, “Management’s Discussion and Analysis of Financial Condition
and Results of Operations: Loan Portfolio and Credit Quality.”

Deposits at the Banks increased $428.3 million, or 11%, to $4.4 billion in 2009 from $3.9 billion in 2008. A
discussion of the Company’s deposits can be found below in Part II, Item 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations: Financial Condition.”

Investment Management

The following table presents a summary of profits/(losses), revenues and expenses for the Investment
Management segment continuing operations for 2009, 2008, and 2007.

Investment management and
trustfees ................

Other income and net interest
income .................

Expenses:
Operating expenses . . . ..
Impairment of goodwill
and intangibles .......

Total expenses .. ...

Income/ (loss) before
income taxes . . ...

Income tax expense/
(benefit) ................
Noncontrolling interests . . . . ..

Net income/ (loss)
attributable to the
Company ...........

ASSELS i
Assets Under Management . . . .

nm - not meaningful
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As of and for the year ended December 31, 2009 vs. 2008 2008 vs. 2007
2009 2008 2007 $ Change % $ Change %o
(In thousands)

$ 33,189 $ 45075 $ 54015 $(11,886) -26% $ (8,940) -17%
180 415 590 (235) -57% (175) -30%
33,369 45,490 54,605  (12,121) -27% (9,115) -17%
28,221 35,026 38,224 (6,805) -19% (3,198) -8%

— 37,659 31,780  (37,659) -100% 5,879 nm
28,221 72,685 70,004  (44,464) -61% 2,681 4%
5,148 (27,195)  (15,399) 32,343 nm (11,796) -77%
2,236 (10,958) 6,561) 13,194 nm (4,397) -67%
997 1,393 2,054 (396) -28% (661) -32%
$ 1,915 $ (17,630) $ (10,892) $ 19,545 nm $ (6,738) -62%
$ 112,497 $ 115693 $ 156,054 $ (3,196) 3% $ (40,361) -26%
$7,048,000 $6,381,000 $9,115,000 $667,000 10% $(2,734,000) -30%



The Company’s Investment Management segment reported net income of $1.9 million in 2009 compared to
net losses of $17.6 million and $10.9 million in 2008 and 2007, respectively. Exclusive of the impairment

charges, net of tax, of $22.4 million and $18.1 million, recorded in 2008 and 2007 respectively, the Company

would have recorded net income in both 2008 and 2007.

Investment management fee revenue decreased 26% from 2008, despite AUM increase of $0.7 billion in

2009 as compared to 2008. Approximately 75% of investment management fee revenue is billed quarterly in

advance and based on AUM at the beginning of the quarter; therefore changes in revenue generally lag behind

changes in AUM. As a result, the steep market depreciation experienced in 2008, especially in the fourth quarter,
had a greater impact on 2009 revenues than on 2008 revenues. Similarly, market appreciation in the fourth
quarter of 2009 will have an impact on 2010 revenues.

In 2009, the changes to AUM were impacted by market appreciation of $1.2 billion, which was partially

offset by $0.5 billion of net outflows. In 2008, both market depreciation of $2.5 billion and net outflows of $0.2

billion negatively impacted AUM.

Operating expenses, excluding impairment charges, at the Investment Managers decreased both in 2009 and
2008 primarily due to decreased variable compensation related to decreased fee revenue and decreased intangible
amortization related to the impairments taken in 2008.

Wealth Advisory

The following table presents a summary of profits/(losses), revenues and expenses for the Wealth Advisory
segment continuing operations for 2009, 2008, and 2007.

As of and for the year ended December 31,

2009 vs. 2008

2008 vs. 2007

2009 2008 2007 $ Change
(In thousands)
Wealth advisory fees ........... $ 34834 $ 34644 $ 20322 % 190
Other income and net interest
INCOME . ..o oot veeeeenen.. 46 172 279 (126)
Total revenues . ....... 34,880 34,816 20,601 64
Expenses:
Operating expenses ........ 24,156 24,337 13,744 (181)
Impairment of goodwill and
intangibles ............. 1,699 — — 1,699
Total expenses . ....... 25,855 24,337 13,744 1,518
Income before income
tAXES .o 9,025 10,479 6,857 (1,454)
Income tax expense ............ 3,573 3,330 2,204 243
Noncontrolling interests . ....... 2,652 2,934 1,933 (282)
Net income attributable to the
Company .............. $ 2800 $ 4215 $ 2720 $ (1,415
ASSEtS ... $ 72,062 $ 78,7707 $ 65,133 $ (6,645)
Assets Under Management . .. ... $7,161,000 $6,235,000 $6,412,000 $926,000

nm - not meaningful

% $ Change

1% $ 14,322
-13% (107)
0% 14,215
-1% 10,593
fm =
6% 10,593
-14% 3,622

7% 1,126
-10% 1,001
34% $ 1,495
8% $ 13,574

15% $(177,000)

The Company’s Wealth Advisory segment reported net income of $2.8 million in 2009, compared to net
income of $4.2 million and $2.7 million in 2008 and 2007, respectively. The 2009 impairment charge was related to
the 2009 contingent consideration payment made to DTC. For more information on the impairment, see Part II,
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Item 8, “Financial Statements and Supplementary Data—Note 10: Goodwill and Other Intangible Assets.” Other
than the impairment charge, 2009 results were relatively consistent with 2008. Increased revenues and expenses for
2008 compared to 2007 are attributed to the acquisition and consolidation of DTC and BOS.

AUM changes for the Wealth Advisors in 2009 were primarily the result of market appreciation of $0.8
billion and net inflows of $0.1 billion. AUM changes for the Wealth Advisors in 2008 were primarily the result
of market depreciation of $1.2 billion, offset by the acquired AUM of DTC of $0.9 billion and net inflows of
$0.1 billion.

The Wealth Advisory segment adds profitable fee income to the Company’s revenue base that is more
resistant to fluctuations in market conditions in comparison to the Investment Management segment since
financial planning fees are usually not tied to the market value of AUM. Asset based fees are driven by the
underlying market value changes in AUM.

Critical Accounting Policies

Critical accounting policies are reflective of significant judgments and uncertainties, and could potentially
result in materially different results under different assumptions and conditions. The Company believes that its
most critical accounting policies upon which its financial condition depends, and which involve the most
complex or subjective decisions or assessments are as follows:

Allowance for Loan and Lease Losses

The allowance for loan losses is an estimate of the inherent risk of loss in the loan portfolio as of the
consolidated balance sheet date. Management estimates the level of the allowance for loan losses based on all
relevant information available. The allowance for loan losses is established through the provision for loan losses,
which is a direct charge to earnings. Loan losses are charged to the allowance when management believes that
the collectability of the loan principal is unlikely. Recoveries on loans previously charged off are credited to the
allowance when received in cash.

The Company’s allowance is accounted for in accordance with guidance issued by various regulatory
agencies, including: the Federal Financial Institutions Examination Council Policy Statement on the Allowance
for Loan and Lease Losses (December 2006); Securities and Exchange Commission (“SEC”) Staff Accounting
Bulletin No. 102, Selected Loan Loss Methodology and Documentation Issues; ASC 310, Receivables (formerly
FAS 114, Accounting by Creditors for Impairment of a Loan) (“ASC 310”); and ASC 450, Contingencies
(Formerly FAS 5, Accounting for Contingencies).

The allowance consists of three primary components: General Reserves on pass graded loans (loans that
pose a normal credit risk) (ASC 450), Allocated Reserves on non-impaired Special Mention and Sub Standard
Loans (ASC 450), and the Allocated Reserves on Impaired Loans (ASC 310). The allowance involves a high
degree of management judgment and estimates, and results in an acceptable allowance which is reflective of the
inherent risk of loss in the loan portfolio at the measurement date.

General Reserves are calculated for each loan pool consisting of pass graded loans segregated by loan type,
by applying estimated net loss percentages based upon the Bank’s actual historical net charge-offs and, adjusted
as appropriate, on a consistent manner based upon consideration of qualitative factors to arrive at a total loss
factor for each loan type. The rationale for qualitative adjustments is to more accurately reflect the current
inherent risk of loss in the respective loan types than would be determined through the sole consideration of the
Bank’s actual historical net charge-off rates. The numerical factors assigned are based upon observable data, if
applicable, as well as management’s analysis and judgment. The qualitative factors considered by the Company
include:

e Volume and severity of past due, non-accrual, and adversely graded loans,

¢ Volume and terms of loans,
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¢ Concentrations of Credit,
e Management’s experience, as well as loan underwriting and loan review policy and procedures, and

*  Economic and business conditions impacting the Bank’s loan portfolios, including consideration of
collateral values and external factors

Each one of the Banks makes an independent determination of the applicable loss rate for these factors
based on their relevant local market conditions, credit quality, and portfolio mix. Each quarter, all of the Banks
review the loss factors to determine if there have been any changes in their respective loan portfolios, market
conditions, or other risk indicators which would result in a change to the current loss factor.

Allocated Reserves on non-impaired special mention and substandard loans reflect management’s
assessment of increased risk of losses associated with adversely graded loans. An allocated reserve is assigned to
these pools of loans based upon management’s consideration of the credit attributes of individual loans within
each pool of loans, including consideration, of loan to value ratios, past due status, strength and willingness of
the guarantors, and other relevant attributes, including the quantitative factors considered for the general reserve
as discussed above. These considerations are determined separately for each type of loan. The allocated reserves
are a multiple of the general reserve for each respective loan types, with a greater multiple for loans with
increased risk (i.e., special-mention loans versus substandard loans).

A loan (usually a larger commercial type loan) is considered impaired in accordance with ASC 310 when,
based upon current information and events, it is probable that a creditor will be unable to collect all amounts due
according to the contractual terms of the loan agreement. Impairment is measured based on the fair value of the
loan, expected future cash flows discounted at the loan’s effective interest rate, or as a practical expedient, the
fair value of the collateral if the loan is “collateral dependent.” For collateral dependent loans, appraisals or
broker opinions are generally used to determine the fair value. Appraised values may be discounted if conditions
warrant, such as the date when the appraisal was performed if collateral values have declined since the date the
appraisal was done. All expected costs to liquidate the collateral are considered when determining the net
realizable value. If the loan is deemed to be collateral dependent, generally the difference between the book
balance (customer balance less any prior charge-offs or customer interest payments applied to principal) and the
net realizable value is taken as a partial charge-off through the allowance for loan losses in the current period. If
the loan is not determined to be collateral dependent, then a specific allocation is established for the difference
between the book balance of the loan and the expected future cash flows discounted at the loan’s effective
interest rate. Charge-offs for loans not considered to be collateral dependant are made when appropriate.
Impaired Loans are removed from the general loan pools. There may be instances where the loan is considered
impaired although based on the net realizable value or the discounted expected future cash flows there is no
impairment. In addition, all loans which are classified as troubled debt restructurings (“TDRs”) are considered
impaired.

In addition to the three primary components of the allowance for loan losses discussed above (General
Reserve, Allocated Reserves on non-impaired special-mention and substandard loans, and the Allocated Reserves
on impaired loans), the Company’s affiliate Banks also maintain an insignificant amount of additional allowance
for loan losses (the unallocated allowance for loan losses) which primarily relates to a general assessment of the
potential variability of applicable qualitative factors subject to a higher degree of variability. The respective
qualitative factors, as discussed above, are considered for each respective loan type. Only the assessment of the
potential variability of applicable qualitative factors is included in the unallocated allowance for loan losses. The
unallocated allowance for loan losses is not considered significant by the Company.

While this evaluation process utilizes historical and other objective information, the classification of loans
and the establishment of the allowance for loan losses rely to a great extent on the judgment and experience of
management. While management evaluates currently available information in establishing the allowance for loan
losses, future adjustments to the allowance may be necessary if economic conditions differ substantially from the
assumptions used in making the evaluations. In addition, various regulatory agencies, as an integral part of their
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examination process, periodically review a financial institution’s allowance for loan losses as well as loan grades/
classifications. Such agencies may require the financial institution to recognize additions to the allowance or
increases to adversely graded classified loans based on their judgments about information available to them at the
time of their examination.

Valuation of Goodwill/Intangible Assets and Analysis for Impairment

The Company allocates the cost of an acquired entity to the assets acquired and liabilities assumed based on
their estimated fair values at the date of acquisition. Other intangible assets identified in acquisitions generally
consist of advisory contracts, core deposit intangibles, and non-compete agreements. The value attributed to
advisory contracts is based on the time period over which they are expected to generate economic benefits. The
advisory contracts are generally amortized over 8-15 years depending on the contract. Core deposit intangibles
are valued based on the expected longevity of the core deposit accounts and the expected cost savings associated
with the use of the existing core deposit base rather than alternative funding sources. The core deposit intangibles
are generally amortized over a period of 10-12 years. Non-compete agreements are valued based on the expected
receipt of future economic benefits protected by clauses in the non-compete agreements that restrict competitive
behavior. Non-compete agreements are amortized over the life of the agreement, generally 2-4 years.

Other intangible assets with definite lives are tested for impairment at the reporting unit level at least
annually in the fourth quarter or more frequently when events or circumstances occur that indicate that it is more
likely than not that an impairment has occurred. The Company tests other intangible assets with definite lives for
impairment by comparing the carrying amount to the sum of the net undiscounted cash flows expected to be
generated by the asset whenever events or changes in circumstances indicate that the carrying amount of the asset
may not be recoverable. If the carrying amount of the asset exceeds its net undiscounted cash flows, then an
impairment loss is recognized for the amount by which the carrying amount exceeds its fair value. The intangible
impairment test is performed at the reporting unit level, and each affiliate is considered a reporting unit for
goodwill and intangible impairment testing purposes. Intangible assets with an indefinite useful economic life are
not amortized, but are subject to impairment testing at the reporting unit on an annual basis, or when events or
changes in circumstances indicate that the carrying amounts may be impaired.

The excess of the purchase price for acquisitions over the fair value of the net assets acquired, including
other intangible assets, is recorded as goodwill. Goodwill is not amortized but is tested for impairment at the
reporting unit level, defined as the affiliate partner level, at least annually in the fourth quarter or more frequently
when events or circumstances occur that indicate that it is more likely than not that an impairment has occurred.
Goodwill is tested for impairment using a two-step process that begins with an estimation of the fair value of a
reporting unit. Goodwill impairment exists when a reporting unit’s carrying value of goodwill exceeds its implied
fair value. Significant judgment is applied when goodwill is assessed for impairment. This judgment includes
developing cash flow projections, selecting appropriate discount rates, identifying relevant market comparables,
incorporating general economic and market conditions, and selecting an appropriate control premium. The
selection and weighting of the various fair value techniques may result in a higher or lower fair value. Judgment
is applied in determining the weightings that are most representative of fair value.

The first step (“Step 1) of impairment testing requires a comparison of each reporting unit’s fair value to
carrying value to identify potential impairment. The reporting units fall under one of the three segments: Private
Banking, Investment Management, and Wealth Advisory.

For the Private Banking segment, the Company utilizes both the income and market approaches to
determine fair value. The income approach is based on discounted cash flows derived from assumptions of
balance sheet and income statement activity. For the market approach, earnings and market capitalization
multiples of comparable public companies are selected and applied to the banking reporting unit’s applicable
metrics.
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For the Investment Management and Wealth Advisory segments, the Company utilizes both the income and
market approaches to determine fair value. The income approach is primarily based on discounted cash flows
derived from assumptions of income statement activity. For the market approach, earnings and tangible book
value multiples of comparable companies are selected and applied to the financial services reporting unit’s
applicable metrics.

The aggregate fair values are compared to market capitalization as an assessment of the appropriateness of
the fair value measurements. A control premium analysis is performed to determine whether the implied control
premium was within range of overall control premiums observed in the market place.

The second step (“Step 2”) of impairment testing is necessary only if a reporting unit’s carrying amount
exceeds its fair value. Step 2 compares the implied fair value of the reporting unit goodwill with the carrying
amount of the goodwill for the reporting unit. The implied fair value of goodwill is determined in the same
manner as goodwill that is recognized in a business combination. Significant judgment and estimates are
involved in estimating the fair value of the assets and liabilities of the reporting unit. The excess goodwill is
recognized as an impairment loss.

Tax Estimates

The Company accounts for income taxes in accordance with ASC 740, Income Taxes (formerly FAS 109,
Accounting for Income Taxes) (“ASC 740”). The deferred tax assets and/or liabilities are determined by
multiplying the differences between the financial reporting and tax reporting basis for assets and liabilities by the
enacted tax rates expected to be in effect when such differences are recovered or settled. The effect on deferred
taxes for a change in tax rates is recognized in income in the period that includes the enactment date. Valuation
allowances on deferred tax assets are estimated based on the Company’s assessment of the realizability of such
amounts. Significant management judgment is required in determining the provision for income taxes and, in
particular, any valuation allowance recorded against the Company’s deferred tax assets.

In accordance with ASC 740, deferred tax assets are to be reduced by a valuation allowance if, based on the
weight of available evidence, it is more likely than not that some portion or all of the deferred tax assets will not
be realized. The realization of the tax benefit depends upon the existence of sufficient taxable income within the
carry-back and carry-forward periods.

Management considered the following items in evaluating the need for a valuation allowance:

e Earnings in 2009 and a strong earnings history for many years before 2008.

e While for the three years ended December 31, 2009 there has been a cumulative loss, it was caused
entirely by the 2008 loss, which was partly comprised of losses attributable to discontinued operations,
as well as other losses not considered to be recurring or reflective of prospective earnings. The 2008 loss
for continuing operations included the following items: goodwill and intangible impairment charges of
$133.2 million and losses on the sale of the non-strategic loans portfolio in Southern California of
$160.6 million. These losses will not recur and, as such, will not affect future earnings.

e Deferred tax assets are expected to reverse in periods when there will be taxable income.

e The Company projects future taxable income to be generated by operations.

e No loss of significant customers.

e Certain tax planning strategies are available, such as reducing investments in tax exempt securities.

e The Company has not had any operating loss or tax credit carry-overs expiring unused in recent years.

The Company carried back the entire 2008 tax loss and obtained a federal tax refund.

The Company believes that it is more likely than not that the net deferred tax asset will be realized based
primarily on the generation of future taxable income. The net deferred tax asset at December 31, 2009 and 2008
is net of a valuation allowance for capital losses. The Company incurred a capital loss from the sale of Gibraltar
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in 2009 and recognized a potential capital loss on its equity method investment, Coldstream, in 2008. Capital
losses are deductible to the extent of offsetting capital gains and the Company does not anticipate that it will
generate capital gains in future periods. Therefore, the Company has recorded a valuation allowance on capital
losses in excess of capital gains as of December 31, 2009 and 2008.

Results of Operations
Net Interest Income and Margin

Net interest income represents the difference between interest earned, primarily on loans and investments,
and interest paid on funding sources, primarily deposits and borrowings. Interest rate spread is the difference of
the average rate earned on total interest earning assets and the average rate paid on total interest-bearing
liabilities. Net interest margin is the amount of net interest income, on a fully taxable-equivalent (“FTE”) basis,
expressed as a percentage of average interest-earning assets. The average rate earned on earning assets is the
amount of taxable equivalent interest income expressed as a percentage of average earning assets. The average
rate paid on interest-bearing liabilities is equal to interest expense expressed as a percentage of average interest-
bearing liabilities. The following table sets forth the composition of the Company’s net interest margin for the
years ended December 31, 2009, 2008, and 2007.

Year Ended December 31,
2009 2008 2007
Interest Interest Interest

Average Earned/ Avg. Average Earned/ Avg. Average FEarned/ Avg.
Balance Paid(3) Rate(3) Balance Paid(3) Rate(3) Balance Paid(3) Rate(3)

(In thousands)
ASSETS
Earning assets:
Cash and investments(1)(4) .............. $1,127,045 $ 30,530 2.71% $ 894,128 $ 35,901 4.02% $ 723,977 $ 35,738 4.94%
Loans:(2)(5)
Commercial and construction(1) ...... 2,609,118 154,358 5.92% 2,607,435 172,757 6.63% 2,218,840 180,036 8.11%
Residential mortgage ............... 1,370,119 72,214 5.27% 1,294,124 72,177 5.58% 1,147,124 59,565 5.19%
Home equity and other consumer .. ... 206,343 9,321 4.52% 154,157 9,888 6.41% 102,808 7,836  7.62%
Total earning assets ............ 5,312,625 266,423 5.01% 4,949,844 290,723 5.87% 4,192,749 283,175 6.75%
Less: Allowance for loan losses .. ......... 70,771 66,972 39,710
Non-interest bearing cash and due from
banks ....... .. ... 25,677 53,417 61,478
Other assets(3)(4)(5) ....vvie.. 688,852 2,066,375 2,107,021
Total assets ................... $5,956,383 $7,002,664 $6,321,538
LIABILITIES AND STOCKHOLDERS’
EQUITY
Interest-bearing liabilities:
Deposits:
Savings and NOW ................. $ 457,280 3,240 0.71% $ 484,182 6,974 1.44% $ 439,419 8,019 1.82%
Money market . ................... 1,315,082 19,518 1.48% 1,129,668 30,534 2.70% 1,319,319 42429 3.22%
Certificates of deposit .............. 1,525,844 36,114 2.37% 1,189,606 44,088 3.71% 953,624 45889 4.81%
Borrowed funds ....................... 1,058,249 40,957 3.87% 1,440,972 51,572 3.58% 945,849 42830 4.53%
Total interest-bearing liabilities ... 4,356,455 99,829 2.29% 4,244,428 133,168 3.14% 3,658,211 139,167 3.80%
Noninterest bearing demand deposits . .. ... 846,916 655,030 607,359
Payables and other liabilities(3) ........... 62,599 1,420,180 1,424,348
Total liabilities ................ 5,265,970 6,319,638 5,689,918
Redeemable noncontrolling interests . . . .. .. 42,119 50,893 46,562
Stockholders’ equity ................... 648,294 632,133 585,058
Total liabilities, redeemable
noncontrolling interests and
stockholders’ equity .......... $5,956,383 $7,002,664 $6,321,538
Net interest income, FTE basis ........... $166,594 $157,555 $144,008
Less: FTE adjustment . . ................. 7,109 7,327 7,015
Net interest income . ................... $159,485 $150,228 $136,993
Interestrate spread . .................... 2.72% 2.73% 2.95%
Net interest margin . . ................... 3.14% 3.18% 3.44%
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(1) Interest income on non-taxable investments and certain loans is presented on a FTE basis using the federal statutory rate of 35% for each
year presented.

(2) Loans held for sale are included with loans in the average balance sheets above.

(3) Assets and liabilities of discontinued operations are included in other assets in the average balance sheets above. Interest income, interest
expense and average yields exclude discontinued operations.

(4) Unrealized gains and losses on investment securities are included in other assets in the average balance sheets above.

(5) Non-accrual loans are included with other assets in the average balance sheets above. The average balances of non-accrual loans were
$78.9 million, $74.7 million, and $15.1 million for the years ended December 31, 2009, 2008, and 2007, respectively.

Rate/Volume Analysis

The following table describes the extent to which changes in interest rates and changes in the volume of
interest-earning assets and interest-bearing liabilities have affected the Company’s interest income and interest
expense during the periods indicated. Information is provided in each category with respect to (i) changes
attributable to changes in volumes (changes in average balance multiplied by prior year average rate) and
(ii) changes attributable to changes in rate (change in average interest rate multiplied by prior year average
balance). Changes attributable to the combined impact of volumes and rates have been allocated proportionately
to separate volume and rate categories.

2009 vs. 2008 2008 vs. 2007
Change Due To Change Due To
Rate Volume Total Rate Volume Total
(In thousands)
Interest income on interest-earning assets:
Cash and investments ................... $(11,478) $ 7,077 $ (4,401) $ (6,340) $ 6,624 $§ 284
Loans:
Commercial and construction . ........ (19,260) 109  (19,151) (35,969) 28,257 (7,712)
Residential mortgage ............... (4,081) 4,118 37 4,620 7,992 12,612
Home equity and other consumer
loans .......... ... (3,383) 2,816 567)  (1,391) 3,443 2,052
Total interest income . .......... (38,202) 14,120  (24,082) (39,080) 46,316 7,236
Interest expense on interest-bearing
liabilities:
Deposits:
Savingsand NOW ................. $ (3,366) $ (368) $ (3,734) $ (1,806) $ 761 $ (1,045)
Money market . .................... (15,425) 4,409 (11,016) (6,257)  (5,638) (11,895)
Certificates of deposit .. ............. (18,459) 10,485 (7,974) (11,803) 10,002 (1,801)
Borrowed funds .................... ... 3,936 (14,551) (10,615) (10,323) 19,065 8,742
Total interest expense . .......... (33,314) (25) (33,339) (30,189) 24,190 (5,999)
Net interest income . . ........... $ (4,888) $14,145 $ 9257 $ (8,891) $22,126 $ 13,235

Net Interest Income. Net interest income increased 6% from 2008 to 2009, and 10% from 2007 to 2008. The
growth in net interest income for 2009 was accomplished through growing the Company’s interest earning assets
which were primarily funded by increased deposits. The growth in net interest income for 2008 was accomplished
through growing the Company’s interest earning assets, primarily loans, which were funded by additional FHLB
borrowings and, to a lesser extent, by deposits. The Company’s net interest margin, on a FTE basis, decreased 4 basis
points to 3.14% in 2009 from 3.18% in 2008 and decreased 26 basis points in 2008 from 3.44% in 2007. The decrease
in the Company’s net interest margin in 2009 as compared to 2008 is a result of several factors including a higher
percentage of the Company’s assets in lower yielding short-term liquid investments, lower rates earned on residential
mortgages as adjustable rate mortgages have reset with lower rates, as well as the increase in non-performing loans.
These declines in interest income have been partially offset by the higher percentage of interest bearing liabilities that
have shifted to lower cost deposits from borrowed funds, as well as by the steep yield curve. The decrease in the
Company’s net interest margin in 2008 as compared to 2007 is a result of the increase in non-performing assets in 2008
as well as the compression due to the decline in short-term interest rates.

42



Interest and Dividend Income. Interest and dividend income decreased 8%, from 2008 to 2009, and
increased 3% from 2007 to 2008. The 2009 decrease is due primarily to lower rates earned on loans and
investments. The 2008 increase is the result of increases in interest income on loans, primarily residential loans,
and increases in interest income on investments (taxable investment securities, non-taxable investment securities,
mortgage-backed securities, federal funds sold, FHLB dividends, and other).

Interest income on commercial and construction loans decreased in both 2009 and 2008. The 2009 decrease
was primarily the result of a 71 basis point decrease in average yield. In 2008, there was a 148 basis point
decrease in yield which was partially offset by an 18% increase in the average balance. The average balance of
commercial and construction loans in 2009 was fairly flat as compared to 2008 with the increase in commercial
loans (real estate and industrial) offsetting the decline in construction and land loans. There were two factors
impacting the average balance of construction and land loans; first, at the end of the third quarter of 2008, the
Company made a decision to sell the non-strategic construction and land loans at FPB, at the time of transfer to
the held for sale category, these non-strategic loans had an approximate book value of $253.0 million. The
decline in the average balance in 2009 was impacted by not having these loans on the balance sheet for a full year
versus one quarter in 2008. Second, the Banks have either reduced or stopped originating new construction and
land loans due to the uncertain economic environment and the additional risk associated with these types of
loans. The average balance of commercial loans, primarily real estate and industrial, has increased in 2009
although at a much slower pace than in recent years as the Banks are waiting until their local economic
conditions improve as well as many of the Banks’ customers are delevering their own balance sheets. The 2008
increase in the average balance of commercial loans was due to the organic growth of loan portfolios at the
Banks and the acquisition of Charter in the third quarter of 2007. The decreases in average yields of commercial
and construction loans in 2009 and 2008 were primarily due to the reductions in the Prime rate to which most of
the Banks’ commercial, including construction, loans are indexed. The Prime rate has decreased from 8.25% at
the beginning of 2007 to 3.25% at the end of 2008, or 500 basis points. There were no changes in the Prime rate
in 2009. The rates on the commercial and industrial loans at the New England Bank are indexed to either Prime
or the London Interbank Offered Rate (“LIBOR”). The LIBOR rate fluctuates daily and the trend has been a
general decline the past three years.

Interest income from residential mortgage loans remained flat in 2009 compared to 2008, and increased
21% in 2008 from 2007. In 2009, a 6% increase in average balance was offset by a 31 basis point decrease in the
average yield. The 2008 increase was the result of a 13% increase in average balance and a 39 basis point
increase in the average yield. The 2009 decrease in average yield of residential mortgage loans was primarily due
to adjustable rate mortgage (“ARM”) loans repricing to lower rates. The decline in U.S. Treasury yields, the
index to which the ARMs are typically linked, has decreased the yields on mortgage loans. The increases in the
average balances of residential mortgage loans in 2009 and 2008 were due to the organic growth of loan
portfolios at the Banks as well as two of the Banks purchasing additional high quality residential mortgage loans.
The 2008 increase in the average yield of residential mortgage loans was primarily due to the ARM loans
repricing or modifying at higher rates in the earlier half of 2008 or late in 2007 and new originations at higher
yields.

Interest income from consumer and other loans decreased 6%, from 2008 to 2009, and increased 26% from
2007 to 2008. The 2009 decrease was the result of a 189 basis point, or 29%, decrease in the average yield offset
by a 34% increase in average balance. The 2008 increase was the result of a 50% increase in average balance
offset by a 121 basis point decrease in the average yield. The increase in the average balances of consumer and
other loans in 2009 and 2008 was due to the organic growth of loan portfolios at the Banks and the acquisition of
Charter in the third quarter of 2007. The decrease in the average yields of consumer and other loans in 2009 and
2008 was primarily due to the decreases in the Prime rate during late 2007 and 2008, the rate to which a majority
of the home equity loan rates are indexed.

Investment income decreased 14%, from 2008 to 2009 and remained relatively flat from 2007 to 2008. The
2009 decrease was primarily related to a 131 basis point decrease in the average yield, partially offset by a 26%
increase in average balance. In 2008, a 24% increase in average balance was offset by a 92 basis point decrease
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in the average yield. The increase in the average balances of cash and investments in 2009 and 2008 was
primarily due to the Banks increasing their liquidity and in some cases, their investment portfolio as well and the
acquisition of Charter in the third quarter of 2007. The decline in the average yields of cash and investments in
2009 and 2008 was primarily due to lower yields on short-term liquid investments such as federal funds and
interest bearing accounts as well as longer term investments such as bonds. Investment decisions are made based
on anticipated liquidity, loan demand, and asset liability management considerations. The FHLBs to which the
Banks belong have not declared any dividends in 2009, except for the FHLB of San Francisco, which declared a
dividend in the second quarter of 2009. The Southern and Northern California Banks are members of the FHLB
of San Francisco. FHLB dividend income for 2009 was less than $0.1 million. FHLB dividend income for 2008
and 2007 was $1.4 million and $1.8 million, respectively. The Company does not anticipate significant dividend
income from its FHLB stock in 2010.

Accrual of interest income is discontinued and all interest previously accrued but not collected is reversed
against current period interest income when a loan is initially classified as non-accrual. Interest received on
non-accrual loans is either applied against principal or reported as interest income according to management’s
judgment as to the collectability of principal. Interest income recorded on non-accrual loans for the year ended
December 31, 2009 was $3.2 million. If the non-accrual loans had been on accrual status for the full year or, if
originated during the year, since origination, interest income would have been $9.0 million.

Interest income recorded on troubled debt restructured loans, where loans are restructured as a concession to
borrowers who have experienced financial difficulty, was $0.2 million for the year ended December 31, 2009. If
these loans had been performing normally, the Company would have recorded $0.8 million in interest income for
the year ended December 31, 2009.

Interest Expense. Interest paid on deposits and borrowings decreased 25%, from 2008 to 2009 and decreased
4% from 2007 to 2008. The decreases were attributable to the decline in the average rates paid on customer
deposits and charged on borrowings and the lower average balance of borrowings in 2009, partially offset by the
increase in the average balances of deposits in both 2008 and 2009 and borrowings in 2008.

Interest paid on deposits decreased 28% from 2008 to 2009 and 15% from 2007 to 2008. The 2009 decrease
was the result of a 113 basis point decrease in the average rate paid, partially offset by an 18% increase in the
average balance. The 2008 decrease was the result of a 64 basis point decrease in the average rate paid, partially
offset by a 3% increase in the average balance. The decreases in the average rates paid on deposits in 2009 and
2008 were primarily due to the Banks’ ability to lower interest rates on deposits due to the decline in short-term
rates since the fourth quarter of 2007. The increases in the average balances of deposits in 2009 were primarily
driven by organic growth of the Banks’ core deposits and retail certificates of deposit. The increase in the
average balances of deposits in 2008 was primarily related to the increased brokered deposits at the Banks, which
generally have higher rates than retail deposits. As a result of increased concern from depositors over the stability
of the banking environment in 2008, the Banks experienced a decline in core deposits, checking and money
market accounts. The TLGP instituted in the fourth quarter of 2008 helped to stabilize the deposit environment.
The TLGP insures all demand deposit checking accounts and certain NOW accounts. The current TLGP, in
which all of the Banks elected to participate, expires on June 30, 2010.

Interest paid on borrowings decreased 21% from 2008 to 2009 and increased 20% from 2007 to 2008. The
2009 decrease was the result of a 27% decrease in average balance, partially offset by a 29 basis point increase in
the average rate paid. The decrease in average balance of borrowings in 2009 was primarily the result of the
Banks repaying FHLB borrowings with lower cost core deposits, the repurchases of convertible debt in the first
half of 2009, and the repurchase of a portion of the Company’s Boston Private Capital Trust I in late 2009. The
2009 decrease in the average rate is primarily due to LIBOR, the rate to which some borrowings are indexed,
remaining low during 2009. The 2008 increase was the result of a 52% increase in average balance, offset by a
95 basis point decrease in the average rate paid. The increase in the average balance of borrowings in 2008 was
primarily due to the additional FHLB borrowings used to fund a portion of the Banks’ loan portfolio growth in
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excess of deposit growth, borrowings used to fund the Charter acquisition in the third quarter of 2007. The 2008
decrease in the average rate is primarily due to LIBOR, the rate to which some borrowings are indexed,

decreasing during the year.

Condensed Consolidated Statement of Operations and Discussion

Net interest income ... ..............
Fees and other income:
Investment management and trust
fees ...
Wealth advisory fees ...........
Otherincome .................

Total fees and other
ncome ................

Total revenues ............

Provision for loan losses . ............
Expenses:
Operating expenses . ... .........
Impairment of goodwill and
intangibles .. ................

Total expenses ............

Income/ (loss) before income
tAXeS « vt

Income tax expense/ (benefit) ........

Net income/ (loss) from continuing
Operations . .................

Net loss from discontinued
Operations . .................

LESS: Net income attributable to
noncontrolling interests .......

Net income/ (loss) attributable to
the Company ................

Adjustments to net income/ (loss)
attributable to the Company to arrive
at net (loss)/ income attributable to
common shareholders .............

Basic and diluted (loss)/earnings per
share from continuing operations . . . .

Basic and diluted (loss)/earnings per
share attributable to the Company’s
common shareholders .............

nm - not meaningful

Comparison of Years Ended December 31, 2009, 2008 and 2007

Net Income. The Company reported net income attributable to the Company of $5.2 million in 2009, but

Year ended December 31, 2009 vs. 2008 2008 vs. 2007
2009 2008 2007 $ Change %o $ Change %o
(In thousands, except share data)
$159,485 $ 150,228 $136,993 $ 9,257 6% $ 13,235 10%
53,999 67,379 74,789 (13,380) -20% (7,410) -10%
34,834 34,644 20,322 190 1% 14,322 70%
37,616 27426 11093 10190 37% _ 16333 nm
126,449 129,449 106,204 (3,000) ;2% 23,245 2%
285,934 279,677 243,197 6,257 _2% 36,480 LS%
44,959 196,643 23,449  (151,684) -77% 173,194 739%
221,259 213,785 184,626 7,474 3% 29,159  16%
1,699 133,202 31,780  (131,503) ﬁ% 101,422 nm
222,958 346,987 216,406  (124,029) ﬁ% 130,581 ﬂ%
18,017  (263953) 3,342 281970 nm  (267.295) nm
1,632 (70737)  (6339) 72369 nm (64,398) nm
16,385  (193,216) 9,681 209,601 nm (202,897) nm
(7,505) (191,209) (1,524) 183,704 96% (189,685) nm
3,649 4,327 3,987 (678) ﬁ% 340 _9%
$ 5231 $(388,752) $ 4,170 $393,983 nm  $(392,922) nm
$(40231) $ (33029) $ — $ (7202) -22% $ (33.029) nm
$ (041) $ (485 $ 015 $ 444 92% $ (5.00) nm
$ 052 $ @87 $ 011 $ 8.35 ﬁ% $ (8.98) nm

recorded a loss of $0.52 per diluted share after accounting for non-cash equity charges and preferred dividends
made to arrive at net (loss)/ income attributable to the common shareholder. See Part II, Item 8, “Financial

Statements and Supplementary Data—Note 1. Basis of Presentation and Summary of Significant Accounting
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Policies” for further detail on the charges made to arrive to income attributable to the common shareholder. In
2008, the Company recorded a net loss attributable to the Company of $388.8 million, or $8.87 per diluted share,
and in 2007 the Company recorded net income attributable to the Company of $4.2 million or $0.11 per diluted
share. The Company’s 2009 earnings from continuing operations were positively impacted by the pretax gains of
$0.4 million recognized from the repurchase of Company’s Notes and $18.3 million recognized from the
repurchase of a portion of its Boston Private Capital Trust I securities, enabling revenue streams to outpace
expense flows and resulting in positive earnings from continuing operations of $16.4 million. The Company’s
2008 earnings from continuing operations were negatively impacted by non-cash impairment charges and high
levels of provision for loan losses and losses related to the decision to sell the non-strategic loans portfolio in
Southern California, offset by a gain on the repurchase of debt, resulting in a loss from continuing operations of
$193.2 million.

Fees and Other Income. Total fees and other income decreased 2% in 2009 compared to 2008 after
increasing 22% in 2008 from 2007. The 2009 decrease is attributable to decreased investment management fees
which were partially offset by increases in other income, primarily gains on sales of investments, gains on
repurchase of debt, and gains on sales of the non-strategic loans portfolio. The 2008 increase is primarily
attributable to increases in wealth advisory fees and in other income, primarily gains recorded from the
repurchase of the Company’s Notes and gain on sale of investments. These increases were partially offset by
decreased investment management and trust fees.

Investment Management and Trust Fees. Investment management and trust fees decreased 20% in 2009
compared to 2008 and decreased 10% in 2008 from 2007. Although AUM at December 31, 2009 for the Banks and
Investment Managers increased 9% from 2008 to $10.5 billion, the average quarter-end AUM was 9% lower in
2009 than the 2008 average. AUM as of December 31, 2008 for the Banks and Investment Managers was $9.6
billion, a decrease of 25% compared to 2007. The 2008 decrease in AUM is attributed to market depreciation of
$3.2 billion, offset by net inflows of less than $0.1 billion. Investment management and trust fees from the Banks
and Investment Managers are typically calculated based on a percentage of AUM. Two of the four Banks and
Investment Managers bill quarterly in advance, while the remainder of the Banks and Investment Managers bill in
arrears. Investment management fees billed in advance will not reflect subsequent changes in the market value of
AUM for that period, while fees billed in arrears will reflect changes in the market value of AUM for that period.

Wealth Advisory Fees. Wealth advisory fees remained relatively flat in 2009 compared to 2008 and
increased 70% in 2008 from 2007. The 2008 increase was attributed to the acquisition of DTC and consolidation
of BOS. Assets under advisory managed by the Wealth Advisors were $7.2 billion, $6.2 billion, and $6.4 billion
as of December 31, 2009, 2008 and 2007 respectively.

Other Income. Other income increased 37% in 2009 compared to 2008 after increasing more than 100% in
2008 from 2007. Other income is comprised of the Gain on repurchase of debt; Gain on sale of investments, net;
Gain on sale of loans, net; Gain on sale of non-strategic loans portfolio, net; and Other on the consolidated
statements of operations.

Gain on the repurchase of debt for 2009 and 2008 was $18.7 million and $22.5 million, respectively. The
2009 gain is primarily due to the repurchase of $44.5 million of the Company’s Boston Private Capital Trust I
securities during the fourth quarter of 2009. The Company used available cash received from certain of its
divestiture transactions to repurchase the Boston Private Capital Trust I securities. The Company also
repurchased the remaining $52.4 million of its Notes in 2009. The 2008 gain was due to the $235.1 million
repurchase of the Company’s Notes in 2008. The Company repurchased its Notes in 2008 using cash received
from the repayment of intercompany notes which were previously made to certain Banks with proceeds from the
original issuance of the Notes.

Gain on sale of investments, net for 2009 and 2008 was $5.8 million and $2.4 million, respectively. The
reported gains were the result of the declining interest rate environment in 2008, which remained low in 2009.
The Banks’ investment portfolios, comprised of mainly fixed rate investments, generally increase in fair value
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when interest rates decline. As a result of monitoring their individual investment portfolios, including liquidity
and reinvestment risk, the Banks may periodically decide to sell investments which are designated as available
for sale.

Gain/(loss) on sale of non-strategic loans portfolio, net relates to a portfolio of 72 non-strategic construction
and land loans in Southern California and a portfolio of approximately $20.5 million in non-strategic leases in the
Pacific Northwest that were transferred to held-for-sale in 2008. After adjusting the loans to fair value through a
charge-off and corresponding provision for loan losses of $160.6 million, the Company sold 52 of the loans in
2008 for a net gain of $7.7 million, which was offset by loss on revaluation of the remaining 18 loans of $9.5
million at December 31, 2008, and the net loss on sale of leases in the Pacific Northwest of $2.5 million. In 2009,
the Company transferred three of the remaining non-strategic loans to OREOQ, two loans were transferred back to
the held to maturity portfolio, five loans were sold, four loans had gains recognized when payments were made,
of which three were fully paid off, and one had an additional write down taken, for a 2009 net gain on
non-strategic loans held for sale of $2.8 million. At December 31, 2009, there were five loans remaining in the
non-strategic loans portfolio.

Other income increased 19% in 2009 compared to 2008 and decreased 34% in 2008 from 2007. Fluctuations
in Other income are primarily due to the investment gains and losses from the Company’s Rabbi Trust. The
Company’s Rabbi Trust was established to offset the Company’s deferred compensation plan liability. The
Company’s deferred compensation plan enables certain executives to elect to defer a portion of their income. The
amounts deferred are excluded from the employee’s taxable income and are not deductible by the Company until
paid. The employee selects from a limited number of mutual funds and the deferred liability is increased or
decreased to correspond to the fair value of these underlying hypothetical mutual fund investments. The increase/
decrease in value is recognized as compensation expense/benefit. The Rabbi Trust holds similar assets and
approximately mirrors the activity in the hypothetical mutual funds. The increase/decrease in the value of the
mutual funds in the Rabbi Trust is recognized in other income/loss.

Provision for Loan Losses. The provision for loan losses is determined as a result of the required level of the
allowance for loan losses, estimated by management, which reflects the inherent risk of loss in the loan portfolio
as of the balance sheet dates. Net charge-offs were $40.6 million and $192.5 million in 2009 and 2008,
respectively, as compared to net recoveries of $0.5 million in 2007. The 2008 provision for loan losses was
primarily driven by net charge-offs of $160.6 million to record at fair value a portfolio of non-strategic
construction and land loans at FPB upon transfer to the held for sale category.

Most of the 2008 provision was related to FPB’s decision to sell its non-strategic construction and land loan
portfolio. At the time of the decision to sell this portfolio, the related loans were transferred to the held for sale
category at the then fair value. The fair value of the construction and land loans had deteriorated rapidly as a
result of the dramatically slowing real estate market in the Inland Empire of California where most of these loans
were located. The effect of this deterioration resulted in very significant charge-offs at the time the loans were
transferred to the held for sale category. The charge-offs required a very significant increase to the provision for
loan losses to absorb the charges.

Although the provision for loan losses declined in 2009 from 2008, the continued high level of classified
loans and net charge-offs has required the provision for loan losses to be higher than historical trends. The
continued weakness in the real estate market and general economic conditions in Southern and Northern
California and the Pacific Northwest accounted for the majority of the impact to the provision for loan losses.

Expenses. Total expenses decreased 36% in 2009 compared to 2008 and increased 60% in 2008 from 2007.
The decrease in 2009 and increase in 2008 is primarily attributed to the goodwill and other identifiable intangible
impairment charges taken in 2008. Excluding the goodwill and other identifiable intangible impairment charges,
operating expenses increased 3% in 2009 compared to 2008 and increased 16% in 2008 from 2007. The 2009
increase is primarily attributed to the additional FDIC insurance assessments at the Banks and additional legal
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expenses related to the loan workouts. The 2008 increase is primarily due to the Charter and DTC acquisitions
(together “the Acquisitions”), the consolidation of BOS and the warrant expense related to the Company’s
private capital raise during the third quarter of 2008.

Salaries and employee benefits, the largest component of operating expenses, decreased 1% in 2009
compared to 2008 after increasing 11% in 2008 from 2007. The decrease in 2009 is primarily related to reduced
executive bonuses, reduced commission payments associated with lower investment management fees, and lower
stock option expense, offset by higher employee salaries and expenses related to deferred compensation. The
increase in 2008 is attributable to the Acquisitions and consolidation of BOS, offset by decreased variable
expenses attributable to decreased performance and reductions in the Rabbi Trust deferred compensation
amounts.

Professional services increased 7% in 2009 compared to 2008 and increased 59% in 2008 from 2007. The
2009 increase is primarily attributable to increased professional fees associated with loan work out services. If
recessionary economic conditions continue, it is likely that the Company will continue to incur increased legal
and professional fees associated with loan work out services as compared to historical trends. The 2008 increase
is primarily attributable to increased legal and accounting fees and the Acquisitions and consolidation of BOS.
Increases in the 2008 legal fees are primarily due to the 2008 re-equitization of Westfield, additional services
relating to disclosure requirements based on the Company’s new segment reporting structure, and other corporate
legal matters. Increases in the 2008 accounting fees are primarily due to increased audit services and compliance
outsourcing.

Impairment of goodwill and identifiable intangibles decreased 99% in 2009 compared to 2008 and was
approximately four times more in 2008 than in 2007. The 2009 impairment charge was attributed to the
contingent consideration payment made to DTC during the fourth quarter of 2009. The 2008 impairment charges
at FPB, Charter, DGHM, and Coldstream resulted from the significant adverse economic environment in 2008,
including the declining real estate, credit and equity markets. Please refer to Part II, Item 8, “Financial
Statements and Supplementary Data—Note 10: Goodwill and Other Intangible Assets” for a detailed discussion
of the triggering events and valuation techniques surrounding the impairments.

FDIC insurance increased in 2009 compared to 2008 as well as in 2008 from 2007. The 2009 increase is
primarily due to the special assessment in the second quarter of 2009, higher assessment rates, increased
deposits, and the additional cost for the Banks participating in the TLGP. In the second quarter of 2009 there was
a $2.5 million special assessment charged by the FDIC. Participating in the TLGP has helped the Banks increase
their deposits as customers with balances in excess of the FDIC insurance coverage of $250 thousand can receive
100% FDIC insurance coverage on certain deposit products covered by the TLGP. The mix of deposits and the
FDIC’s ratings of the Banks have an effect on the amount of FDIC insurance expense as well. The Company
cannot predict whether there will be future special assessments from the FDIC.

Income Tax Expense. The effective tax rate and expense for 2009, 2008 and 2007 are not consistent
primarily due to the non-deductibility of a significant amount of goodwill impairment charges that were recorded
in 2008 as well as the increases in the proportional amount of tax-exempt income as compared to lower earnings
in 2009 and 2007. See Part II, Item 8, “Financial Statements and Supplementary Data—Note 17: Income Taxes”
for further details.

Discontinued operations. In 2009, the Company divested its interests in five affiliates—Westfield, Gibraltar,
RINET, Sand Hill and BPVI. The Company recorded a pretax gain on sale of these affiliates of $3.1 million and a net
loss from discontinued operations of $7.5 million. In 2008 and 2007, the Company recorded net losses from
discontinued operations of $191.2 million and $1.5 million, respectively. The 2008 loss was due primarily to goodwill
and intangible impairment charges of $153.6 million at Gibraltar and Sand Hill, and $66.0 million in re-equitization
charges at Westfield. The 2007 loss was due to losses at Gibraltar related to goodwill impairment charges of $29.1
million, offset by income from operations at the other four divested affiliates of $21.1 million. See Part I, Item 8,
“Financial Statements and Supplementary Data—Note 2: Divestitures and Acquisitions” for further details.
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Financial Condition

Condensed Consolidated Balance Sheets and Discussion

December 31,

Increase/ %
2009 2008 (decrease) Change
(In thousands)
Assets:
Total cash and investments . ....................... $1,387,483 $1,132,290 $ 255,193 23%
Loansheldforsale .............................. 12,714 36,846 (24,132)  -65%
Totalloans ......... ... ... 4,307,040 4,129,081 177,959 4%
Less: allowance for loanlosses ..................... 68,444 64,091 4,353 7%
Netloans . ..........iuiinin i i 4,238,596 4,064,990 173,606 4%
Goodwill and intangible assets ..................... 150,117 155,051 (4,934) -3%
Other assets . ...........ouiirtit i, 260,355 315,488 (55,133) -17%
Assets of continuing operations . ............... 6,049,265 5,704,665 344,600 6%
Assets of discontinued operations ................... — 1,578,170  (1,578,170) -100%
Total assets .......... ..., $6,049,265 $7,282,835 $(1,233,570) -17%
Liabilities and Equity:

Deposits . ..o $4,255,219 $3,748912 $ 506,307 14%
Total bOrrowings ... .........oiuiriininenennen... 992,034 1,329,898 (337,864)  -25%
Other liabilities . ............. ... . ... ... ......... 99,008 88,647 10,361 12%
Liabilities of continuing operations . .. ........... 5,346,261 5,167,457 178,804 3%
Liabilities of discontinued operations ................ — 1,416,535 (1,416,535) -100%
Total liabilities . .. ........... ... ... ... ....... 5,346,261 6,583,992  (1,237,731) -19%
Redeemable noncontrolling interests . ........... 51,850 50,167 1,683 3%
Total Company’s stockholders’ equity ........... 651,154 648,676 2,478 0%

Total liabilities, redeemable noncontrolling interests
and stockholders’ equity .................... $6,049,265 $7,282,835 $(1,233,570) -17%

Total Assets. Total assets decreased $1.2 billion, or 17%, to $6.0 billion at December 31, 2009 from $7.3
billion at December 31, 2008. Assets from continuing operations increased $0.3 billion, 6%, to $6.0 billion at
December 31, 2009 from $5.7 billion at December 31, 2008. This increase was due to increases in loans and
investments, offset by decreased income taxes receivable and deferred and loans held for sale.

Cash and Investments. Total cash and investments (consisting of cash and cash equivalents, investment
securities, and stock in the FHLB) increased $255.2 million, or 23%, to $1.4 billion, or 23% of total assets in
2009 from $1.1 billion or 20% of assets from continuing operations in 2008. The increase was primarily due to
additional liquidity at the Banks and Holding Company. The additional liquidity at the Banks was the result of
deposits growing faster than loans and the Banks not wanting to invest the additional funds in long term
investments due to the low interest rate environment and the potential to lose value should rates rise in the short-
term. The additional liquidity at the Holding Company was primarily the result of the proceeds received from the
divestitures of Westfield, Gibraltar, RINET, Sand Hill, and BPVI.

Investment maturities, principal payments and sales of the Company’s available for sale and held to maturity
securities provided $0.7 billion of cash proceeds, and $0.7 billion was deployed on purchases of new investments. The
timing of sales and reinvestments is based on various factors, including management’s evaluation of interest rate trends
and the Company’s liquidity. The Company’s available for sale investment portfolio carried a total of $13.1 million of
unrealized gains and $1.9 million of unrealized losses at December 31, 2009, compared to $15.0 million of unrealized
gains and $0.8 million of unrealized losses at December 31, 2008.
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The Banks’ investment policies require management to maintain a portfolio of securities which will provide
liquidity necessary to facilitate funding of loans and to cover deposit fluctuations, and to mitigate the Banks’
overall balance sheet exposure to interest rate risk, while at the same time achieving a satisfactory return on the
funds invested. The securities in which the Banks may invest are subject to regulation and are generally limited
to securities that are considered “investment grade”. In addition, the Banks have internal investment policies
which restrict investments to the following categories: U.S. Treasury securities and obligations of U.S.
government agencies; obligations of government sponsored entities; mortgage-backed securities, including
securities issued by the Federal National Mortgage Association (“FNMA”), the Government National Mortgage
Association (“GNMA”) and the Federal Home Loan Mortgage Corporation (“FHLMC”), securities of states and
political subdivisions and corporate debt, all of which must be considered investment grade by a recognized
rating service. The credit rating of each security or obligation in the portfolio is monitored and reviewed by each
Bank’s portfolio manager and Asset/Liability Management Committee.

At December 31, 2009 and 2008, the amount of investment securities in an unrealized loss position greater
than 12 months as well as the total amount of unrealized losses was not significant and was primarily due to
movements in interest rates. The Company has no intent to sell any securities in an unrealized loss position at
December 31, 2009 and it is not more likely than not that the Company would be forced to sell any of these
securities prior to the full recovery of all unrealized loss amounts. Subsequent to December 31, 2009 and through
the date of the filing of this Annual Report on Form 10-K, no securities were downgraded to below investment
grade. The Company has determined that none of its available for sale or held to maturity investments were
other-than-temporarily impaired at December 31, 2009 and 2008. At December 31, 2009 there were no equity or
cost method investments, which are included in other assets, that were other-than-temporarily impaired. See Part
II, Item 8, “Financial Statements and Supplementary Data—Note 4: Investment Securities” for further
information.

The majority of the investments held by the Company are within the Private Banking segment and, at times,
the Holding Company. The Investment Managers and Wealth Advisors held approximately $0.4 million in other
available for sale securities and approximately $4.0 million in held to maturity securities at December 31, 2009.

The following table summarizes the Company’s carrying value (fair value) of available for sale investments
and carrying value (amortized cost) of held to maturity investments at the dates indicated:

December 31,

2009 2008 2007
(In thousands)
Available for sale:
Mortgage-backed securities(1) .. ...t $311,511 $281,355 $ 52,992
Government-sponsored entities ... ...t 188,394 268,570 326,312
U.S. government and agencies(2) .........c.uiiiiiiiinnan.. 184,722 8,574 12,205
Municipal bonds . ... ... 184,544 212,943 232,616
Corporate bonds . . ... 15,943 23,233 27,012
Other . .o 2,918 4,351 2,895
Total available forsale .. ....... ... ... $888,032 $799,026 $654,032
Held to maturity:
U.S. government and agencies(2) . ...........oiuiriiniiiaan.. $ 4001 $ 3999 $ 1,998
OthEr . .o 500 500 500
Total held to maturity .. ...t $ 4501 $ 4499 $ 2,498

(1) Most mortgage-backed securities are guaranteed by Government-sponsored entities or U.S. agencies.
(2) Includes money market mutual fund that invests in U.S. government securities.
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The following table presents the concentration of securities with any one issuer that exceeds ten percent of
stockholders’ equity as of December 31, 2009:

Amortized Fair
Cost Value
(In thousands)
U.S. TreaSUIY . . vttt e et e e e e e e e e ettt e $182,047  $182,059
Government National Mortgage Association .......................... 165,045 169,200
Federal National Mortgage Association . .....................c....o... 165,485 166,015
Federal Home Loan Mortgage Corporation ........................... 80,515 81,165
Federal Home Loan Bank . .......... ... .. ... ... ... . ... .. .. . ... . .... 67,268 67,521
Total ... $660,360  $665,960

Loans Held for Sale. Loans held for sale decreased $24.1 million, or 65%, from the prior year to $12.7
million. This decrease was primarily the result of the Company continuing to dispose of its non-strategic loans
portfolio in Southern California that was classified as held for sale in the third quarter of 2008. In the normal
course of business, the Banks sell a majority of their fixed rate residential loan originations and hold most
variable rate loans to mitigate interest rate risk. The Southern California non-strategic loans portfolio held for
sale decreased $23.7 million, or 87%, to five loans with a carrying value of $3.6 million at December 31, 2009
from 18 loans with a carrying value of $27.2 million at December 31, 2008. The Company continues to actively
market the sale of the remaining loans. The remaining loans held for sale are fixed rate residential real estate
loans which are carried at the lower of aggregate cost or fair value. These loans are generally sold on a no
recourse and servicing retained basis. Mortgage servicing rights recorded in connection with loans sold are not
significant.

Deposits. Total deposits increased $506.3 million, or 14% from prior year to $4.3 billion. The increase in
deposits is primarily driven by the organic growth in deposits, primarily retail, at the Banks. The participation by
the Banks in the FDIC’s TAGP contributed to the increase. As long as there are no regulatory restrictions, the
Banks use wholesale deposits such as brokered certificates of deposit to a limited extent when the rates and
availability are more favorable than traditional retail deposits or borrowings from the FHLB.

Deposits are the principal source of the Banks’ funds for use in lending, investments, and liquidity.
Certificates of deposits represented approximately 34% and 36% of total deposits at December 31, 2009 and
2008, respectively. See Part II, Item 8, “Financial Statements and Supplementary Data—Note 11: Deposits” for
further information.

The following table sets forth the average balances and interest rates paid on the Banks’ deposits:

Year Ended

December 31, 2009
Average Average
Balance Rate
(In thousands)
Noninterest bearing deposits:
Checking acCounts . . .........oontnin i $ 846,916 0.00%
Interest bearing deposits:
Savings and NOW . ... 457,280 0.71%
Money market . ......... .. 1,315,082 1.48%
Certificates of deposit under $100,000% .......................... 666,248 1.88%
Certificates of deposit of $100,000 or greater . ..................... 859,596 2.74%
Total depoSits . ..ottt $4,145,122 1.78%

* Includes brokered CDs
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Certificates of deposit in denominations of $100,000 or greater had the following schedule of maturities:

December 31,

2009 2008
(In thousands)
Less than 3 months remaining . .............coiitititinnnnenan.. $ 556,499  $394,352
3to 6 months reMainNINg . ... ..ottt e 338,588 235,234
6to 12 months remaining . . ... vttt 153,102 103,706
More than 12 months remaining . ...............c..uuiinenennnnnn.. 43,001 17,186
Total ... $1,091,190 $750,478

Borrowings. Total borrowings (consisting of securities sold under agreements to repurchase (“repurchase
agreements”), FHLB borrowings, junior subordinated debentures and other long-term debt) decreased 25%, to
$1.0 billion, or 16% of total assets in 2009 from $1.3 billion or 23% of assets from continuing operations in
2008.

Junior subordinated debentures and other long-term debt decreased $96.9 million, or 33%, to $193.6
million, or 3% of total assets, in 2009 from $290.6 million, or 5% of assets from continuing operations, in 2008.
The Company repurchased $52.4 million of its Notes during 2009. As a result of the repurchases, the Company
replaced the debt with lower cost funding. The Company also repurchased $44.5 million of its Boston Private
Capital Trust I using available cash. In conjunction with the repurchase of the Notes and a portion of the Boston
Private Capital Trust I, the Company realized a pretax gain on retirement of debt of $18.7 million for the year
ended December 31, 2009.

FHLB borrowings decreased $190.5 million, or 26%, to $555.0 million, or 9% of total assets, in 2009 from
$745.5 million, or 13% of assets of continuing operations, in 2008. The decrease in FHLB borrowings at the
Banks was due to deposits growing faster than loans at the Banks in 2009. The Banks prefer to fund new loans
with liquidity from deposits as the rates paid on deposits are generally lower than rates on borrowings. In times
when loans are growing faster than deposits, the Banks may utilize borrowings from the FHLB to fund the excess
when alternative funding sources, such as the sale of investments, are not preferable. The Banks may also employ
a leverage strategy whereby they pledge existing loans and investments to the FHLBs to increase collateral
available to fund future loan demand in excess of deposit growth. In addition, Boston Private Bank may use
FHLB borrowings to lock in an interest rate spread over the term of certain commercial loans.

The Banks have established various borrowing arrangements to provide additional sources of liquidity and
funding. Management believes that the Banks currently have adequate liquidity available to respond to current
demands. As members of a FHLB, the Banks have access to both short and long-term borrowings. As of
December 31, 2009, the Banks had $555.0 million of outstanding FHLB borrowings with a weighted average
interest rate of 4.17%, compared to $745.5 million of FHLB borrowings outstanding with a weighted average
interest rate of 3.58% at December 31, 2008. In addition, the Banks had FHLB borrowings available of $789.3
million. See Part II, Item 8, “Financial Statements and Supplementary Data—Note 12: Federal Home Loan Bank
Borrowings” for further information.

The Banks also obtain funds from the sales of securities to institutional investors and deposit customers
under repurchase agreements. In 2009, repurchase agreements decreased $50.5 million, or 17%. In a repurchase
agreement transaction, the Banks will generally sell an investment security, agreeing to repurchase either the
same or a substantially identical security on a specified later date (generally not more than 90 days for
institutional investors and overnight for deposit customers) at a price slightly greater than the original sales price.
The difference in the sale price and repurchase price is the cost of the use of the proceeds, or interest expense.
The investment securities underlying these agreements may be delivered to securities dealers who arrange such
transactions as collateral for the repurchase obligation. Repurchase agreements represent a cost competitive
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funding source for the Banks. However, the Company is subject to the risk that the borrower of the securities
may default at maturity and not return the collateral. In order to minimize this potential risk, the Banks generally
deal with large, established investment brokerage firms when entering into such transactions with institutional
investors, and deal with established deposit customers on overnight transactions. Repurchase transactions are
accounted for as financing arrangements rather than as sales of such securities, and the obligation to repurchase
such securities is reflected as a liability in the Company’s consolidated balance sheets. At December 31, 2009,
the total amount of outstanding repurchase agreements was $243.4 million with a weighted average interest rate
of 1.78%, compared to $293.8 million with a weighted average interest rate of 1.15% at December 31, 2008. See
Part II, Item 8, “Financial Statements and Supplementary Data—Note 13: Other Short Term Borrowings” for
further information.

From time to time the Banks purchase federal funds from the FHLB and other banking institutions to
supplement their liquidity positions. The Banks had unused federal fund lines of credit totaling $166.0 million
with correspondent institutions to provide them with immediate access to overnight borrowings. At both
December 31, 2009 and 2008, the Banks had no outstanding borrowings under these federal funds lines.

The Banks have also negotiated brokered deposit agreements with several institutions that have nationwide
distribution capabilities. At December 31, 2009, the Banks had $146.3 million of brokered deposits (net of
premiums paid) outstanding under these agreements. See Part II, Item 7, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations: Liquidity.”

Loan Portfolio and Credit Quality

Loans. Total portfolio loans increased $178.0 million, or 4%, to $4.3 billion or 71% of total assets in 2009
from $4.1 billion, or 72% of assets from continuing operations in 2008. The increase in the loan portfolio was
less than in previous years as a result of the economic conditions in the markets the Banks are located as well as
commercial clients de-levering their balance sheet. The Banks also shifted away from higher risk construction
and land loans to high quality residential loans.

The majority of the Company’s loan portfolio is managed by the Banks. Within the Company’s loan
portfolio, $2.9 million at December 31, 2009 and $2.6 million at December 31, 2008, or less than 1% of total
loans at both dates, are managed by the Holding Company and a nonbanking affiliate partner. Loans managed by
the Holding Company and the nonbanking affiliate partner include loans made to certain principals of DGHM,
DTC, Anchor, and BOS at market rates and terms.

The Banks specialize in lending to individuals, real estate investors, and middle market businesses,
including corporations, partnerships, associations and nonprofit organizations. Loans made by the Banks to
individuals may include residential mortgage loans and mortgage loans on investment and vacation properties to
individuals, unsecured and secured personal lines of credit, home equity loans, and overdraft protection. Loans
made by the Banks to businesses include commercial construction and mortgage loans, revolving lines of credit,
working capital loans, equipment financing, and community lending programs. The types and size of loans the
Banks originate are limited by regulatory requirements.

The Banks’ loans are affected by the economic and real estate environments in which they are located.
Generally commercial, construction, and land loans are affected more than residential loans in an economic
downturn, and this is seen in the current economic downturn. Of the Banks’ loans at December 31, 2009, $2.2
billion were in commercial and $0.3 billion were in construction and land loans, compared to $2.2 billion in
commercial and $0.4 billion in construction and land loans at December 31, 2008.
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Geographic concentration. The Banks primarily serve customers in the geographic region in which they are
based. The following table details the Banks’ outstanding loan balance concentrations at December 31, 2009
based on the location of the lender:

Home Equity and
Construction and Residential Mortgage Other Consumer
Commercial Loans Land Loans Loans Loans
Amount Percent Amount Percent Amount Percent Amount Percent
(In thousands)

New England ................ $ 943,740 43% $117,817 37% $1,113,842 75% $179,792 63%
Northern California ........... 927,074 42% 161,839 51% 219,394 15% 74,192 27%
Southern California ........... 231,684 10% 7,719 3% 124,212 8% 20,947 7%
Pacific Northwest ............ 111,039 5% 28,286 9% 37,255 2% 5,278 2%
Eliminations and other, net ... .. (517) 0% — — — — 3,447 1%
Total .................. $2,213,020 @% $315,661 100% $1,494,703 100% $283,656 @%

Loan Portfolio Composition and Maturity. The following table sets forth the Banks’ outstanding loan
balances for certain loan categories at the dates indicated and the percent of each category to total loans. The
table does not include loans from the Holding Company to certain principals of the Company’s subsidiaries or
loans at nonbanking affiliate partners.

2009 2008 2007 2006 2005
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
(In thousands)
Commercial
loans ......... $2,213,537 51% $2,158,052 52% $1,979,682 51% $1,547,466 50% $1,288,638 49%
Construction and
land loans . .... 315,661 7% 431,717 11% 594,920 15% 386,906 12% 359,464 14%
Residential
mortgage
loans ......... 1,494,703 35% 1,352,881 33% 1,211,861 31% 1,068,482 35% 905,623 34%
Home equity and
other consumer
loans ......... 280,209 7 % 183,794 4% 114,870 3% 87,725 3% 88,937 3%
Subtotal Bank
loans ..... 4,304,110 100% 4,126,444 100% 3,901,333 100% 3,090,579 100% 2,642,662 100%
Less: Allowance
for loan losses . . 68,444 64,091 59,933 33,234 29,741
Net Bank
loans ..... $4,235,666 $4,062,353 $3,841,400 $3,057,345 $2,612,921

Commercial, Construction and Land Loans. Commercial, construction and land loans include working
capital loans, equipment financing, term loans, revolving lines of credit, commercial real estate, and construction
and land loans.

Residential Mortgage Loans. While the Banks have no minimum size for their mortgage loans, they
concentrate their origination activities in the “Jumbo” segment of the market. This segment consists of loans
secured by single-family properties in excess of the amount eligible for purchase by the FNMA, which was $0.4
million at December 31, 2009 for the “General” limit and $0.7 million for the “High-Cost” limit. The majority of
the Banks’ residential mortgage loans are ARMs. The type of ARM loans the Banks originate generally have a
fixed interest rate for the first 3 to 7 years and then adjust annually based on an index such as the U.S. Treasury
yields. ARM loans may negatively impact the Banks’ interest income when they reprice if yields on U.S.
Treasuries are low as they were in 2009. If rates reset higher, the Banks could see increased delinquencies if
customers’ ability to make payments is impacted by the higher payments. Historically, the Banks have had very
low delinquencies and charge-offs on residential loans.
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While the majority of the Banks’ residential mortgages are originated by the Banks, they occasionally
purchase residential mortgages originated elsewhere. Purchasing mortgages is one way the Banks manage the
risk levels in their loan portfolios. In 2009, the Banks purchased $79.7 million of residential loans. There were no
residential mortgage purchases in 2008.

Home Equity and Other Consumer Loans. Home equity and other consumer loans consist of balances
outstanding on home equity loans, consumer loans including personal lines of credit, credit cards and loans
arising from overdraft protection extended to individual and business customers. The amount of home equity
loans and other consumer loans typically depends on customer demand.

Portfolio mix. During 2009, the Banks had lower loan growth than in recent years as economic conditions
have reduced the demand for commercial loans and underwriting standards have become more stringent.
Additionally, the Banks have generally reduced or stopped originating construction and land loans. The Banks
have made a shift away from higher risk construction and land loans to higher quality residential mortgage loans.
This shift in the portfolio mix has affected net interest income as the interest rates on residential mortgage loans
are generally lower than rates on commercial, construction and land loans.

The following table discloses the scheduled contractual maturities of loans in the Banks’ portfolios at
December 31, 2009. Loans having no stated maturity are reported as due in one year or less. The following table
also sets forth the dollar amounts of loans that are scheduled to mature after one year which have fixed or
adjustable interest rates.

Commerecial, Home Equity and
Construction and Residential Mortgage Other Consumer
Land Loans Loans Loans Total Bank Loans
Balance Percent Balance Percent Balance  Percent Balance Percent
(In thousands)
Amounts due:
One year or less ..... $ 633,233 25% $ 1,103 0% $ 62,105 22% $ 696,441 16%
After one through five
Years ............ 743,876 29% 4,243 0% 62,188 22% 810,307 19%
Beyond five years .... 1,152,089 46% 1,489,357 100% 155,916 56% 2,797,362 65%
Total .......... $2,529,198  100% $1,494,703 100% $280,209 100% $4,304,110 100%
Interest rate terms on
amounts due after one
year:
Fixed .............. $ 684,551 36% $ 138,503 9% $ 33,176 15% $ 856,230 24%
Adjustable .......... 1,211,414 64% 1,355,097 91% 184,928 85% 2,751,439 76%
Total .......... $1,895,965 100% $1,493,600 100% $218,104 100% $3,607,669  100%

Scheduled contractual maturities typically do not reflect the actual maturities of loans. The average maturity
of loans is substantially less than their average contractual terms because of prepayments and, in the case of
conventional mortgage loans, due on sale clauses, which generally give the Banks the right to declare a loan
immediately due and payable in the event, among other things, that the borrower sells the real property subject to
the mortgage. The average life of mortgage loans tends to increase when current market rates are substantially
higher than rates on existing mortgage loans and decrease when current market rates are substantially lower than
rates on existing mortgages (due to refinancing of adjustable-rate and fixed-rate loans at lower rates). Under the
latter circumstances, the weighted average yield on loans decreases as higher yielding loans are repaid or
refinanced at lower rates. In addition, due to the likelihood that the Banks will, consistent with industry practice,
“rollover” a significant portion of commercial real estate and commercial loans at or immediately prior to their
maturity by renewing credit on substantially similar or revised terms, the principal repayments actually received
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by the Banks are anticipated to be significantly less than the amounts contractually due in any particular period.
A portion of such loans also may not be repaid due to the borrowers’ inability to satisfy the contractual
obligations of the loan.

The interest rates charged on loans vary with the degree of risk, maturity and amount of the loan, and are
further subject to competitive pressures, market rates, the availability of funds, and legal and regulatory
requirements. At December 31, 2009, approximately 76% of the Banks’ outstanding loans had interest rates that
were either floating or adjustable in nature. See Part II, Item 7A, “Quantitative and Qualitative Disclosures about
Market Risk—Interest Rate Sensitivity and Market Risk.”

Allowance for Loan Losses. The following table is an analysis of the Banks’ allowances for loan losses for
the periods indicated:

Year ended December 31,

2009 2008 2007 2006 2005
(In thousands)
Average loans outstanding .............. $4,185,580 $4,055,716 $3,468,772 $2,863,360 $2,455,486
Allowance for loan losses, beginning of
VOAT vttt $ 64,091 $ 59933 $§ 33234 $ 29,741 $ 25,021
Charged off loans:
Commercial, construction, and land . .. (40,596) (192,259) (130) (837) (122)
Residential mortgage .. ............. (436) (151) — — —
Home equity and other consumer . .. .. (902) (386) 61) (7) (128)
Total charged-off loans ......... (41,934)  (192,796) (191) (844) (250)
Recoveries on loans previously charged off:
Commercial and construction ........ 1,248 305 664 82 64
Residential mortgage . .............. 69 — — — —
Home equity and other consumer . . ... 11 6 5 16 16
Total recoveries . .............. 1,328 311 669 98 80
Net loans (charged off)/ recoveries . ....... (40,606)  (192,485) 478 (746) (170)
Provision for loanlosses ................ 44,959 196,643 23,449 4,240 4,890
Addition due to acquisition .............. —_ — 2,772 — —
Allowance for loan losses, end of year . .. .. $ 68444 $ 64,091 $ 59,933 $ 33235 $ 29,741
Net loans charged off/ (recovered) to
averageloans ....................... 0.97 % 4.75% -0.01% 0.03% 0.01%
Allowance for loan losses to total loans . . .. 1.59% 1.55% 1.50% 1.07% 1.13%
Allowance for loan losses to nonaccrual
loans(l) ........... i 0.76 1.00 1.76 4.05 5.95

(1) Includes loans in the held for sale category that are on non-accrual status.
The allowance for loan losses is formulated based on the judgment and experience of management. See Part

I, Item 7, “Management’s Discussion and Analysis of Financial Conditions and Results of Operations: Critical
Accounting Policies” for details on the Company’s allowance for loan loss policy.
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The following table represents the allocation of the Banks’ allowance for loan losses and the percent of
loans in each category to total loans as of the dates indicated:

December 31,
2009 2008 2007 2006 2005
Amount %(1) Amount %(1) Amount %(1) Amount %(1) Amount %(1)
- (In thousands) -

Loan category:

Commercial,
construction and
land(2) ........... $59,263 58%$47,552  63%$43,795  66% $25,525  62% $21,633  63%
Residential
mortgage ......... 5805 35% 7,780 33% 6,406 31% 5274 35% 3,703 34%
Home equity and other
consumer(2) ....... 1,898 7% 1,490 4% 946 3% 689 3% 608 3%
Unallocated ......... 1,478 7,269 8,786 1,747 3,797
Total allowance for loan
losses ................ $68,444 100%3$64,091 100% $59,933 100% $33,235 100% $29,741 100%

(1) Percent refers to the amount of loans in each category as a percent of total loans

(2) The Banks originate unsecured loans and loans secured by cash or marketable securities. These loan types
may by classified either as consumer or commercial loans. For purposes of this schedule, the allowance
associated with these types of loans are included in Commercial, construction, and land loans.

The increased level of allowance for loan losses, as well as the ratio of the allowance for loan losses to total
loans, reflects the higher amount of non-performing and classified loans, particularly in the Northern California
region, recent net charge-off trends at a level that is considered higher than the historic norm, and current
economic conditions in the Banks’ market areas, partially offset by a smaller required amount of specific
reserves on impaired loans, due primarily to charge-offs taken, and the changing mix of the total loan portfolio.
An analysis of the risk in the loan portfolio as well as management judgment is used to determine the estimated
appropriate amount of the allowance for loan losses. The Company’s affiliate Banks maintain an insignificant
amount of unallocated allowance for loan losses in addition to the three primary components of the Company’s
allowance for loan losses (General Reserve, Allocated Reserves on non-impaired special-mention and
substandard loans, and the Allocated Reserves on impaired loans). The unallocated allowance for loan losses
primarily relates to a general assessment of the potential variability of applicable qualitative factors subject to a
higher degree of variability. The respective qualitative factors are considered for each respective loan type and
only the assessment of the potential variability of applicable qualitative factors is included in the unallocated
allowance for loan losses.

In 2009, certain Banking affiliates refined their estimation methodology related to the allocation of the
allowance for loan losses to provide for more specific allocation of the allowance. This is the primary reason for
the decline in the unallocated portion of the allowance for loan losses as of December 31, 2009 from
December 31, 2008. The result was the allocation of the previous unallocated portion of the allowance for loan
losses to the specific loan portfolios related to their general assessment of each respective portfolios’ potential
variability of applicable qualitative considerations subject to a higher degree of uncertainty. Management does
not consider this refinement to the methodology to be significant. The unallocated allowance for loan losses at
December 31, 2009 represents only 2.2% of the total allowance for loan losses at that date. See Part II, Item 8,
“Financial Statements and Supplementary Data—Note 7: Allowance for Loan Losses” and Part II, Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations: Critical Accounting
Policies” for further information.
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The following table presents a summary by geography of loans charged off, net of recoveries, for the
periods indicated. The geography assigned to the Private Banking data is based on the location of the lender.

For the year ended December 31,

2009 2008 2007 2006 2005
(In thousands)
Net loans (charged off)/ recoveries:

NewEngland ....... ... . . ... i $ (2,495) $ (4,003) $(51) $(547) $ (39)
Northern California ............ ... ... . ..., (8,387) “407) (33) 13 (86)
Southern California ........... .. ... ... ... ... o... (13,017) (185,904) 575 (212) (45)

Pacific Northwest .. ...... ... ... . . i (16,707) 2,171)  (13) — —
Total net loans (charged off)/ recoveries ............ $(40,606) $(192,485) $478 $(746) $(170)

Non-performing assets. The Company’s non-performing assets include non-accrual loans, OREO, and
repossessed assets. The following table sets forth information regarding non-accrual loans (including loans in the
held for sale category), OREO, repossessed assets, loans past due 90 days or more but still accruing, delinquent
loans 30-89 days past due as to interest or principal held by the Banks, and troubled debt restructured loans
(“TDRs”) at the dates indicated. Reductions in fair values of the collateral for the non-performing assets, if they are
collateral dependent, could result in additional future expense depending on the timing and severity of the decline.

December 31,

2009 2008 2007 2006 2005
(In thousands)
Loans accounted for on a non-accrual basis(1) ........... $ 90,338 $63,990 $34,115 $ 8,201 $4,998
OREO . ... 16,600 12,838 711 — —
Repossessed assets . ........oviii i — — 475 550 —
Total non-performing assets .. .................... $106,938 $76,828 $35,301 $ 8,751 $4,998
Loans past due 90 days or more, but still accruing . ....... $ — $ — 8 — $ 24 $ —
Delinquent loans 30-89 days pastdue .................. $ 21,194 $18,655 $18,419 $12.436 $6,316
Troubled debt restructured loans(2) .................... $ 8003 $1400 $ — $ — $ —
Non-accrual loans as a % of total loans ................. 210% 1.55% 0.85% 0.27% 0.19%
Non-performing assets as a % of total assets ............. 1.77% 1.05% 051%  0.15% 0.10%
Delinquent loans 30-89 days past due as a % of total
JOANS .ot 049% 045% 0.46%  0.40% 0.24%

(1) Includes loans in the held for sale category that are on non-accrual status.
(2) Troubled debt restructured loans are a subset of non-accrual loans.

A rollforward of non-accrual loans for the years ended December 31, 2009 and 2008 is presented in the
table below:

December 31,
2009 2008
(In thousands)
Non-accrual loans, beginning of year(1) .............. .. .. .. .. i, $ 63,990 $ 34,115
Transfers in to non-accrual Status . ........... ... ... ..t 148,249 309,967
Transfers out to OREQ ... ... ... . . . (28,344) (14,165)
Transfers out to accrual Status . .. ...... ..ttt (12,396) (9,346)
Charge offs . .. ... (37,309) (192,604)
Paid off/ paid down . ... ... (43,852)  (63,977)
Non-accrual loans, end of year(1) ............. ... .. .. ... $ 90,338 $ 63,990

(1) Includes loans in the held for sale category that are on non-accrual status.
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The following tables are a summary of the Private Banking credit quality and concentration data by
geography of the lender, based on the location of the lender.

December 31, December 31,

2009 2008
(In thousands)
Non-accrual loans:
New England ... ... $ 8,346 $ 4,098
Northern California . .. ... ... ...ttt 37,584 6,102
Southern California(l) . ... ... .. o 21,953 37,885
Pacific NOrtRWESt . . .o 22,455 15,905
Total non-accrual loans . ........ ... .. $90,338 $63,990
Loans 30-89 days past due and accruing:
New England .. ... $ 6,658 $ 6,641
Northern California . ... ... ... ..ttt 6,799 5,080
Southern California . ... ....... ... e 4,259 6,276
Pacific NOrthwest . .. ... e e 3,478 658
Total loans 30-89 days pastdue .......... ... ... . i 21,194 18,655
Accruing classified loans:(2)
New England . .. ... $14,534 $ 2.896
Northern California ... ........ ... .. e e 14,768 4,773
Southern California . ... .. ... ... ..t e 8,117 5,474
Pacific NOTthwest . . . ..o 15,118 19,063
Total accruing classified loans ... ........ ... i $52,537 $32,206

(1) Includes loans held for sale of $3.6 million and $27.2 million as of December 31, 2009 and December 31, 2008, respectively.

(2) Accruing classified loans include loans that are classified as substandard but are still accruing interest income. The Banks may
classify a loan as substandard where known information about possible credit problems of the related borrowers causes
management to have doubts as to the ability of such borrowers to comply with the present repayment terms and which may
result in disclosure of such loans as nonperforming at some time in the future.

The following tables are a summary of the Private Banking credit quality and concentration data by loan
type. The loan type assigned to the Private Banking credit quality data is based on the purpose of the loan.

December 31, December 31,

2009 2008
(In thousands)
Non-accrual loans:(1)(5)
Commercial and industrial(2) . ... ... $10,434 $ 6,642
Commercial real estate(2) . .. ...\ttt e e 37,111 13,465
Construction and 1and . . ... ... 35,406 39,602
Residential MOTtZage . ... ...ttt et 7,017 4,254
Home equity and other CONSUMET . .. ..... ..ttt e 370 27
Total non-accrual l0ans . ... ...... ...ttt $90,338 $63,990
Loans 30-89 days past due and accruing:
Commercial and industrial(2) . . . ... ..ot $ 6,370 $ 3,243
Commercial real €State(2) . .. ..o\ttt 1,782 7,974
Construction and land . ... ... . . 3,799 658
Residential MOTtZage . . ... ...ttt e 8,346 6,353
Home equity and other CONSUMETr . ... ... ..ttt et 897 427
Total loans 30-89 days pastdue .......... ... .. ... ... i 21,194 18,655
Accruing classified loans:(3)
Commercial and industrial(2) . . . ... .ot $20,884 $ 6,470
Commercial real estate(2) . ... ..ottt 25,225 6,755
Construction and land .. .. ... ... 6,155 18,971
Residential MOrtZage . ... .. ..ottt e e 148 —
Home equity and other CONSUMETr . ... ...... ..ttt e 125 10
Total accruing classified loans ... ....... ... .. $52,537 $32,206




(1) Includes loans held for sale of $3.6 million and $27.2 million as of December 31, 2009 and December 31, 2008, respectively.

(2) Commercial and industrial loans and Commercial real estate loans are included in the Commercial loans line item on the
Consolidated Balance Sheets.

(3) Accruing classified loans include loans that are classified as substandard but are still accruing interest income. The Banks may
classify a loan as substandard where known information about possible credit problems of the related borrowers causes
management to have doubts as to the ability of such borrowers to comply with the present repayment terms and which may
result in disclosure of such loans as nonperforming at some time in the future.

The Banks’ policy is to discontinue the accrual of interest on a loan when the collectability of principal or
interest is in doubt. When management determines that it is probable that the Bank will not collect all principal
and interest on a loan in accordance with the original loan terms, the loan is designated as impaired. Impaired
loans are generally included within the balance of non-accrual loans. Impaired loans totaled $83.2 million as of
December 31, 2009 as compared to $35.2 million at December 31, 2008. In certain instances, although very
infrequent, loans that have become 90 days past due may remain on accrual status if the value of the collateral
securing the loan is sufficient to cover principal and interest and the loan is in the process of collection. OREO
consists of real estate acquired through foreclosure proceedings and real estate acquired through acceptance of a
deed in lieu of foreclosure. In addition, the Company may, under certain circumstances, restructure loans as a
concession to borrowers who have experienced financial difficulty. Restructured loans are included in impaired
loans. These troubled debt restructurings typically result from the Company’s loss mitigation activities and could
include rate reductions, payment extensions, and principal forgiveness.

The Company may, under certain circumstances, restructure loans as a concession to borrowers who have
experienced financial difficulty. TDRs are included in impaired loans. These TDRs typically result from the
Company’s loss mitigation activities and could include rate reductions, payment extensions, and principal
forgiveness. TDRs included in impaired loans totaled $8.0 million and $1.4 million at December 31, 2009 and
2008, respectively. At December 31, 2009, the Company had an immaterial amount of commitments to lend
additional funds to debtors for loans whose terms had been modified in a troubled debt restructuring and no
commitments at December 31, 2008.

Interest income recorded on non-accrual loans and TDRs and interest income that would have been recorded
if the non-accrual loans and TDRs had been on accrual status for the full year or, if originated during the year,
since origination are presented in the table below.

Year ended December 31,

2009 2008 2007 2006 2005
(In thousands)

Loans accounted for on a non-accrual basis(1) ............. $90,338 $63,990 $34,115 $8,201 $4,998
Interest income recorded during the year on these loans(2) . .. 3,200 6,130 1,435 287 174
Interest income that would have been recorded on these

non-accrual loans during the year if the loans had been

performing in accordance with their original terms and had

been outstanding for the full year or since origination, if

held for partof theyear .......... ... ... .. ... .. ..... 9,011 10,165 3,399 741 273
Troubled debt restructured loans(3) . ..................... 8,003 1,400 — — —
Interest income recorded on TDRs . .. .......... ... ... ... 211 38 — — —
Interest income that would have been recorded on TDRs

during the year if the loans had been performing in

accordance with their original terms and had been

outstanding for the full year or since origination, if held for

partoftheyear ....... ... .. ... ... . .. ... 828 81 — — —

(1) Includes loans in the held for sale category that are on non-accrual status.

(2) Represents interest income recorded while loans were in a performing status, prior to being placed on
non-accrual status.

(3) Troubled debt restructured loans are a subset of non-accrual loans.
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The Banks continue to evaluate the underlying collateral of each non-performing loan and pursue the
collection of interest and principal. Where appropriate, the Banks obtain updated appraisals on the collateral.
Please refer to Part II, Item 8, “Financial Statements and Supplementary Data—Note 6: Loans Receivable” for
further information on non-performing assets.

Delinquencies. Loans 30-89 days past due increased slightly from year end 2008. The increase in loan
delinquencies is primarily due to the continued growth in the Banks’ loan portfolios as well as general economic
conditions where the Banks are located. The Company believes most of these loans are adequately secured and
the payment performance of these borrowers varies from month to month. Further deterioration in the real estate
market where the collateral is located or the local economy could lead to these delinquent loans going to
non-accrual status and corresponding downgrade of the credit. Downgrades would generally result in additional
provisions for loan losses.

Potential Problem Loans. The Company classifies certain loans as “substandard,” “doubtful,” or “loss”
based on criteria consistent with guidelines provided by banking regulators. Potential problem loans consist of
classified accruing loans that were less than 90 days past due, but where known information about possible credit
problems of the related borrowers causes management to have doubts as to the ability of such borrowers to
comply with the present loan repayment terms and which may result in disclosure of such loans as
nonperforming at some time in the future. These loans are not included in the disclosure of non-accrual or
restructured loans above. Management cannot predict the extent to which economic conditions may worsen or
other factors which may impact borrowers and the potential problem loans. Accordingly, there can be no
assurance that other loans will not become 90 days or more past due, be placed on non-accrual, become
restructured, or require increased allowance coverage and provision for loan losses. The Company has identified
approximately $52.5 million in potential problem loans at December 31, 2009, as compared to $32.2 million at
December 31, 2008.

Liquidity

Liquidity is defined as the Company’s ability to generate cash adequate to meet its needs for day-to-day
operations and material long and short-term commitments. Liquidity risk is the risk of potential loss if the
Company were unable to meet its funding requirements at a reasonable cost. The Company manages its liquidity
based on demand, commitments, specific events and uncertainties to meet current and future financial obligations

of a short-term nature. The Company’s objective in managing liquidity is to respond to the needs of depositors
and borrowers as well as to earnings enhancement opportunities in a changing marketplace.

Management is responsible for establishing and monitoring liquidity targets as well as strategies to meet
these targets. At December 31, 2009, consolidated cash and cash equivalents and securities available for sale, less
securities pledged, amounted to $1.0 billion, or 16% of total assets, as compared to $619.1 million, or 11% of
assets from continuing operations at December 31, 2008. In addition, the Company has access to available
borrowings through the FHLB totaling $789.3 million as of December 31, 2009. Combined, this liquidity totals
$1.8 billion, or 29% of assets and 41% of total deposits as of December 31, 2009.

During the fourth quarter of 2008, the Company received $154.0 million in funding through the U.S.
Treasury’s CPP through the issuance of the Series C Preferred and the TARP warrants. The Banks have increased
total loans and investments in mortgage backed securities by $215.3 million and $97.5 million, respectively,
since receiving the funds. In January 2010, the Company repurchased $50.0 million of its $154.0 million of
Series C Preferred originally issued to the U.S. Treasury. Upon repurchase, a proportionate amount of the
unamortized discount was accelerated, and will reduce per share income attributable to the common shareholder
for the first quarter and for the year 2010. If the Company repurchases additional portions of the Series C
Preferred, a proportionate amount of the unamortized discount will be accelerated upon repurchase and will
further reduce per share income attributable to the common shareholder in the period of repurchase.
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Holding Company Liquidity. The Company and several of the Company’s majority-owned affiliate partners
hold put and call options that would require the Company to purchase (and the majority-owned affiliate partners
to sell) the remaining noncontrolling interests in these companies at the then fair value generally as determined
by the respective agreements. These put and call options are discussed in detail in Part II, Item 8, “Financial
Statements and Supplementary Data — Note 15: Noncontrolling Interests.” At December 31, 2009, the estimated
maximum redemption value for these affiliates related to outstanding put options was approximately $51.9
million, all of which could be redeemed within the next 12 months, and is classified on the consolidated balance
sheets as redeemable noncontrolling interests. In January 2010, the Company paid out approximately $29.7
million to KLS pursuant to its put option to require the Company to purchase the remaining 19% interest in KLS
along with additional consideration paid for performance targets negotiated in the original agreement with KLS.

The Holding Company’s primary sources of funds are dividends from its affiliate partners, primarily the
Investment Managers and Wealth Advisors, access to the capital and debt markets, and private equity
investments. Additionally, the Holding Company received contingent consideration related to the divestitures of
certain affiliates in 2009, and may receive additional contingent consideration in future years, however
divestitures are not ongoing sources of funds for the Holding Company. Dividends from the Banks are limited by
various regulatory requirements relating to capital adequacy and retained earnings. See Part II, Item 5, “Market
for Registrant’s Common Equity, Related Stockholders Matters, and Issuers Purchases of Equity Securities.”

Although not a significant source of liquidity to the Holding Company, some of the Banks have paid
dividends to the Holding Company depending on their profitability and asset growth. If regulatory agencies were
to require banks to increase their capital ratios, it may limit the ability of the Banks to pay dividends to the
Holding Company and/or limit the amount the Banks could grow.

At December 31, 2009, Holding Company cash, cash equivalents, and securities available for sale amounted
to $265.2 million. Management believes that the Company has adequate liquidity to meet its commitments for
the foreseeable future, including the payments made in early 2010 to repurchase $50.0 million of its Series C
Preferred stock associated with the TARP CPP, and $29.7 million to purchase the additional 19% interest in KL.S
along with additional consideration paid for performance targets negotiated in the original Agreement with KLS.

The Company is required to pay interest quarterly on its junior subordinated debentures and semi-annually
on its long-term debt. The estimated cash outlay for the interest payments in 2010 on the junior subordinated
debentures is approximately $10.4 million based on the debt outstanding at December 31, 2009 and estimated
interest rates.

The Company presently plans to pay cash dividends on its common stock on a quarterly basis. Based on the
current dividend rate and estimated shares outstanding, the Company estimates the amount to be paid out in 2010
for dividends to common stockholders will be approximately $2.8 million. Based on the Company’s preferred
stock outstanding after the January 2010 repurchase of $50.0 million of Series C Preferred associated with the
TARP CPP and the dividend rate, the Company expects to pay $5.9 million in cash dividends on preferred stock
in 2010. The amount of dividends paid on the Series C Preferred would be reduced if the Company repays
additional amounts in 2010.

While the Company believes its current and anticipated capital levels are adequate to support its business
plan, the capital and credit markets have been experiencing volatility and disruption. In some cases, the markets
have produced downward pressure on stock prices and credit availability for certain issuers without regard to
those issuers’ underlying financial strength. If current levels of market disruption and volatility continue or
worsen, there can be no assurance that the Company will not experience an adverse effect, which may be
material, on the Company’s ability to access capital and on the Company’s business, financial condition and
results of operations.
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Bank Liquidity. The Banks are each a member of their regional FHLB, and as such, have access to short and
long-term borrowings from those institutions. At December 31, 2009, the Banks had available credit of $789.3
million from the various FHLBs. Liquid assets (i.e., cash and due from banks, federal funds sold, and investment
securities available for sale, net of securities pledged) of the Banks totaled $0.8 billion, which equals 14% of the
Banks’ total assets and 18% of the Banks’ total deposits. The FHLB can change the advance amounts that banks
can utilize based on the bank’s current financial condition as obtained from publicly available data such as FDIC
Call Reports. Decreases in the amount of FHLB borrowings available to the Banks would lower their liquidity
and possibly limit the Bank’s ability to grow in the short term. Management believes that the Banks have
adequate liquidity to meet their commitments for the foreseeable future.

29

In addition to the above liquidity, the Banks have access to the Federal Reserve Board’s (“FRB’s”) discount
window facility, which can provide short-term liquidity as “lender of last resort,” brokered certificates of deposit,
and federal funds lines. In October 2009, the FRB reduced the amount of borrowings that would be available
under the discount window facility for all banks for various collateral. This reduction requires the Banks to
increase the amount of collateral at the FRB to maintain the same level of borrowing capacity. If the Banks did
not provide additional collateral, their borrowing capacity would be reduced. This change did not have a material
effect on the Banks’ liquidity. The use of non-core funding sources, including brokered deposits and borrowings,
by the Banks may be limited by regulatory agencies. Generally, the regulatory agencies prefer that banks rely on
core-funding sources for liquidity.

If the Banks were no longer able to utilize the FHLBs for borrowing, collateral currently used for FHLB
borrowings could be transferred to other facilities such as the FRB’s discount window. In addition, the Banks
could increase their usage of brokered certificates of deposit. Other borrowing arrangements may have higher
rates than the FHLB would typically charge.

Consolidated cash flow comparison for the years ended December 31, 2009 and 2008

Net cash provided by operating activities of continuing operations totaled $133.8 million and $42.1 million
for the years ended December 31, 2009 and 2008, respectively. Cash flows from operating activities of
continuing operations are generally the cash effects of transactions and other events that enter into the
determination of net income of continuing operations. Cash provided by operating activities of continuing
operations increased $91.6 million from 2008 to 2009 due primarily to proceeds from the sale of loans held for
sale, income from continuing operations, excluding the non-cash impairment charge and the additional provision
for loan losses, and federal and state tax refunds, offset by increased loans originated for sale.

Net cash used in investing activities of continuing operations totaled $214.6 million and $537.3 million for
the years ended December 31, 2009 and 2008, respectively. Investing activities of the Company include loan
activities, investment activities and capital expenditures. Cash used in investing activities of continuing
operations decreased $322.7 million from 2008 to 2009 and was due primarily to a decrease in cash used by the
Banks’ loan activity, lower net purchases of investments for the Banks’ investment portfolios, and offset by the
cash received from the sale of discontinued operations and decreased proceeds from the sale of the non-strategic
loans portfolio in Southern California.

Net cash provided by financing activities of continuing operations totaled $172.0 million and $601.4 million
for the years ended December 31, 2009 and 2008, respectively. Cash provided by financing activities of
continuing operations decreased $429.4 million from 2008 to 2009 due primarily to the 2008 issuances of
preferred stock, common stock and warrants to purchase common stock. There were reduced financing activities
in 2009 compared to 2008, with increased deposits offset by a decrease in FHLB borrowings.

Net cash provided by (used in) operating activities of discontinued operations totaled $111.5 million and
($121.9) million for the years ended December 31, 2009 and 2008, respectively. Net cash provided by investing
activities of discontinued operations totaled $39.6 million and $2.2 million for the years ended December 31,
2009 and 2008, respectively. Net cash (used in) provided by financing activities of discontinued operations
totaled ($76.1) million and $139.2 million for the years ended December 31, 2009 and 2008, respectively.
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Consolidated cash flow comparison for the years ended December 31, 2008 and 2007

Net cash provided by operating activities of continuing operations totaled $42.1 million and $50.6 million
for the years ended December 31, 2008 and 2007, respectively. Cash flows from operating activities are generally
the cash effects of transactions and other events that enter into the determination of net income from continuing
operations. Cash provided by operating activities of continuing operations decreased $8.4 million from 2007 to
2008 due primarily to lower proceeds from the sale of loans and an increase in the deferred tax asset, offset by
increased income from continuing operations excluding the non-cash impairment charges and additional
provision for loan losses.

Net cash used in investing activities of continuing operations totaled $537.3 million and $776.9 million for
the years ended December 31, 2008 and 2007, respectively. Investing activities of the Company include loan
activities, investment activities and capital expenditures. Cash used in investing activities decreased $239.5
million from 2007 to 2008 due primarily to a decrease in cash used by the Banks’ loan activity, partially offset by
increases in purchases for the Banks’ investment portfolio, net of sales maturities and calls, as compared to 2007.

Net cash provided by financing activities of continuing operations totaled $601.4 million and $663.2 million
for the years ended December 31, 2008 and 2007, respectively. Cash provided by financing activities decreased
$61.8 million from 2007 to 2008 due primarily to the 2008 debt repurchases and the 2007 debt issuances, and
slower growth in securities sold under agreements to repurchase, offset by the proceeds from the issuance of the
preferred stock, common stock and warrants to purchase common stock.

Net cash (used in) provided by operating activities of discontinued operations totaled ($121.9) million and
$58.5 million for the years ended December 31, 2008 and 2007, respectively. Net cash provided by (used in)
investing activities of discontinued operations totaled $2.2 million and ($139.7) million for the years ended
December 31, 2008 and 2007, respectively. Net cash provided by financing activities of discontinued operations
totaled $139.2 million and $95.5 million for the years ended December 31, 2008 and 2007, respectively.

Capital Resources

Total Company’s stockholders’ equity at December 31, 2009 was $651.2 million, compared to $645.2
million at December 31, 2008, an increase of $6.0 million, or 1%. The increase in the Company’s stockholders’
equity was the result of net income, stock issued for deferred acquisition payments, stock compensation, and
stock issued in connection with the Company’s employee stock purchase plan, offset by the change in
accumulated other comprehensive income and dividends paid to the Company’s preferred and common
stockholders.

As a bank holding company, the Company is subject to various regulatory capital requirements administered
by federal agencies. Failure to meet minimum capital requirements can result in certain mandatory, and possibly
additional discretionary actions by regulators that, if undertaken, could have a material effect on the Company’s
financial statements. For example, under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Banks, which are wholly owned subsidiaries of the Company, must each meet specific
capital guidelines that involve quantitative measures of each Bank’s assets and certain off-balance sheet items as
calculated under regulatory guidelines. The Banks’ respective capital amounts and classifications are also subject
to qualitative judgments by the regulators about components, risk weightings, and other factors. Similarly, the
Company is also subject to capital requirements administered by the Federal Reserve with respect to certain
nonbanking activities, including adjustments in connection with off-balance sheet items.

To be categorized as “well capitalized,” the Company and the Banks must maintain minimum total risk-
based, Tier I risk-based, and Tier I leverage ratios as set forth in the following table. In addition, the Company
and the Banks cannot be subject to any written agreement, order or capital directive or prompt corrective action
to be considered “well capitalized.” See Part II, Item 8, “Financial Statements and Supplementary Data—Note
23: Regulatory Matters” for further detail.
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Although the Company and all of the Banks within the segment maintain capital at levels that would
otherwise be considered “well capitalized” under the applicable regulations, for supervisory reasons, the
Southern California and Pacific Northwest banks, and therefore the Company, are not deemed “well capitalized.”

The Company contributed an additional $34.0 million of capital during 2009 to certain of its Bank affiliates,
and received a dividend of $10.0 million from one of its Banks. The Company also contributed $18.0 million of
capital to Gibraltar prior to divestiture. These capital contributions were made to meet applicable regulatory
capital requirements and to increase regulatory capital levels given the economic conditions in the regions in
which these affiliate Banks operate and increased uncertainty in the local real estate markets.

Contractual obligations

The schedules below present a detail of the maturities of the Company’s contractual obligations and
commitments as of December 31, 2009. See Part II, Item 8, “Financial Statements and Supplementary Data—
Notes 12 through 14” for terms of borrowing arrangements and interest rates.

Payments Due by Period

Less than 1 1-3 3-5 More than 5
Total Year Years Years Years
(In thousands)
Federal Home Loan Bank Borrowings .......... $ 555,012 $158,232 $233,079 $ 98,748 $ 64,953
Securities sold under agreements to repurchase . . . 243,377 190,377 — 53,000 —
Junior subordinated debentures ............... 193,645 — — — 193,645
Operating lease obligations . .................. 73,297 12,435 23,416 16,995 20,451
Data processing ... ..o 5,803 2,626 2,409 768 —
Bonus and commissions . ............ . ... ..., 4,346 3,278 1,068 — —
Other long-term obligations .................. 1,586 918 443 222 3
Total contractual obligations at December 31,
2009 . . $1,077,066 $367,866 $260,415 $169,733  $279,052

The amounts below related to commitments to originate loans, unused lines of credit, and standby letters of
credit are at the discretion of the customer and may never actually be drawn upon. The contractual amount of the
Company’s financial instruments with off-balance sheet risk are as follows:

Payments Due by Period
Less than 1 1-3 3-5 More than 5
Total Year Years Years years
(In thousands)
Unadvanced portion of loans, unused lines of credit,
and commitments to originate loans ............ $904,331 $504,828 $160,156 $40,330 $199,017
Standby letters of credit . .............. ... .. .... 29,432 27,358 1,236 434 404
Forward commitments to sell loans . .............. 30,722 30,722 — — —
Total commitments at December 31, 2009 .. ... $964,485 $562,908 $161,392 $40,764 $199,421

Off-Balance Sheet Arrangements

The Company and its affiliate partners own equity interests in certain limited partnerships and limited
liability companies. Most of these are investment vehicles that are managed by the Company’s investment
adviser subsidiaries. The Company accounts for these investments under the equity method of accounting so the
total amount of assets and liabilities of the investment partnerships are not included in the consolidated financial
statements of the Company.
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Impact of Accounting Estimates

Management of the Company is required to make certain estimates and assumptions during the preparation
of consolidated financial statements in accordance with accounting principles generally accepted in the U.S.
(“GAAP”). These estimates and assumptions impact the reported amount of assets, liabilities and disclosures of
contingent assets and liabilities as of the date of the consolidated financial statements. They also impact the
reported amount of net earnings during any period. Actual results could differ from those estimates.

Impact of Inflation and Changing Prices

The consolidated financial statements and related notes thereto presented in Part II, Item 8, “Financial
Statements and Supplementary Data,” have been prepared in accordance with GAAP, 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 assets and liabilities of the Company are
monetary in nature. As a result, interest rates have a more significant impact on the Company’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.

Recent Accounting Pronouncements

Effective July 1, 2009, the FASB’s ASC became the single official source of authoritative, nongovernmental
GAAP. The historical GAAP hierarchy was eliminated and the ASC became the only level of authoritative
GAAP, other than guidance issued by the SEC. The Company’s accounting policies were not affected by the
conversion to ASC. However, references to specific accounting standards in the footnotes to the Company’s
consolidated financial statements have been changed to refer to the appropriate section of ASC.

Effective January 1, 2009, the Company adopted ASC 805, Business Combinations (formerly FAS
Statement 141(R), Business Combinations), which provides guidance in accounting for business combinations
for which the acquisition date is on or after that date. The Statement had no impact on the Company’s financial
position or results of operations during 2009. However, the Company’s accounting for future acquisitions, if any,
will be significantly impacted by this standard.

Effective January 1, 2009, the Company adopted updates to ASC 260, Earnings Per Share, (formerly FASB
Staff Position No. Emerging Issues Task Force 03-6-1, Determining Whether Instruments Granted in Share-
Based Payment Transactions Are Participating Securities) (“ASC 260 updates”), which required unvested share-
based payments that contain nonforfeitable rights and dividends or dividend equivalents to be treated as
participating securities and be included in the calculation of EPS pursuant to the two-class method. The
January 1, 2009 adoption of these ASC 260 updates did not have a material impact on the Corporation’s financial
position or results of operations.

In April 2009, the FASB issued updates to ASC 320, Investments—Debt and Equity Securities (formerly
FASB Staff Position FAS 115-2 and FAS 124-2, Recognition and Presentation of Other-Than-Temporary
Impairments) “ASC 320 updates” to address concerns about evaluating and recognizing other-than-temporary
impairments of investments in debt securities. The ASC 320 updates establish a new method of recognizing and
reporting other-than-temporary impairments of debt securities. The ASC 320 update also contains additional
disclosure requirements. It was effective for interim and annual periods ending after June 15, 2009, and had no
material impact on the Company’s financial position or results of operations for 2009.

In June 2009, the FASB issued updates to ASC 860, Transfers and Servicing (formerly FAS 166,
Accounting for Transfers of Financial Assets) (“ASC 860 updates”). Among other things, the ASC 860 updates
amend ASC 860 (formerly FAS 140, Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities a replacement of FAS 125) to remove the concept of a qualifying special purpose
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entity (“QSPE”) from the prior statement and removes the exception from applying FASB Interpretation No. 46,
Consolidation of Variable Interest Entities, to QSPEs. Effective as of January 1, 2010, the ASC 860 updates will
not have a material impact on the Company’s financial position or results of operations.

In June 2009, the FASB issued ASC 810, updates to Consolidation, (formerly FAS 167, Amendments to
FASB Interpretation No. 46(R), Consolidation of Variable Interest Entities) (“ASC 810”). These updates require
an enterprise to perform an analysis to determine whether the enterprise’s variable interest or interests give it a
controlling financial interest in a variable interest entity. It determines whether a reporting entity is required to
consolidate another entity based on, among other things, the other entity’s purpose and design and the reporting
entity’s ability to direct the activities of the other entity that most significantly impact the other entity’s economic
performance. These updates are effective on a prospective basis in fiscal years beginning on or after
November 15, 2009, and interim periods within those fiscal years, and will be adopted by the Company in the
first quarter of fiscal year 2010. The Company is performing an analysis to determine whether any variable
interests give the Company a controlling financial interest in such variable interest entity. The impact of adoption
will not be material to the Company’s financial position or results of operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate Sensitivity and Market Risk

The Company considers interest rate risk to be a significant market risk for the Banks. Interest rate risk is
the exposure to adverse changes in the net income of the Company as a result of changes in interest rates.
Consistency in the Company’s earnings is related to the effective management of interest rate sensitive assets and
liabilities due to changes in interest rates, and on the degree of fluctuation of investment management fee income
due to movements in the bond and equity markets.

Fee income from investment management and trust services is not directly dependent on market interest
rates and may provide the Company a relatively stable source of income in varying market interest rate
environments. However, this fee income is generally based upon the value of assets under management and,
therefore, can be significantly affected by changes in the values of equities and bonds. Furthermore, performance
fees and partnership income earned by some of the Company’s affiliates, as managers of limited partnerships, are
directly dependent upon short-term investment performance that can fluctuate significantly with changes in the
capital markets. The Company does not have any trading operations for its own account.

In addition to directly impacting net interest income, changes in the level of interest rates can also affect
(i) the amount of loans originated and sold by the Company, (ii) the ability of borrowers to repay adjustable rate
loans, (iii) the average maturity of loans and mortgage-backed securities, (iv) the rate of amortization of
premiums paid on securities and, (v) the amount of unrealized gains and losses on securities available for sale.

The principal objective of the Banks’ asset and liability management is to maximize profit potential while
minimizing the vulnerability of its operations to changes in interest rates by means of managing the ratio of
interest rate sensitive assets to interest rate sensitive liabilities within specified maturities or repricing dates. The
Banks’ actions in this regard are taken under the guidance of their respective Asset/Liability Committees
(“ALCO”), which are comprised of members of senior management. These committees are actively involved in
formulating the economic assumptions that the Banks use in their respective financial planning and budgeting
processes and establish policies which control and monitor the sources, uses and pricing of funds. The Banks
may utilize hedging techniques to reduce interest rate risk. See Part II, Item 8 “Financial Statements and
Supplementary Data—Note 8: Derivatives” for additional information.

The ALCOs use both interest rate “gap” sensitivity and interest income simulation analysis to measure
inherent risk in the Banks’ balance sheets at a specific point in time. The simulations look forward at one and two

year increments with gradual and sustained changes in interest rates of up to 200 basis points, and take into
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account the repricing, maturity and prepayment characteristics of individual products and investments. The
simulation results are reviewed to determine whether the exposure of net interest income to interest rate changes
is within the following guidelines: (i) projected net interest income during the first 12 months of the simulation
will not be reduced by more than 7% to 10%, dependent on the Bank, and (ii) projected net interest income
during the first 24 months of the simulation will not be reduced by more than 10% to 20%, dependent on the
Bank. These guidelines are set and monitored at both the ALCO and Board levels. The Banks were in compliance
with their applicable guidelines at all times during the year. The ALCOs review the results with regard to the
established tolerance levels and recommend appropriate strategies to manage this exposure.

Generally, the Banks hold variable rate mortgage loans. When possible the Banks make use of the
secondary mortgage loan market to sell fixed rate mortgages to investors. This provides fee income and reduces
interest rate risk. As a hedge against rising interest rates, the Banks may utilize fixed rate borrowings.

As of December 31, 2009, the net interest income simulation indicated that the Banks’ exposure to changing
interest rates was within the established tolerance levels described above. While the ALCOs review simulation
assumptions to ensure that they reflect historical experience, it should be noted that income simulation may not
always prove to be an accurate indicator of interest rate risk because the actual repricing, maturity, and
prepayment characteristics of individual products may differ from the estimates used in the simulations. The
following table presents the impact of interest rate changes on pro forma net interest income for the Company
over a 12 month period:

Twelve months beginning 1/1/10

Dollar Percent
Change Change
(In thousands)
Up 200 basis POINLS . ..o ettt e ettt e e e e et $ (978) -0.55%
Down 100 basis POINES . ... vtte ettt et iee e $ 1,107 0.63%
Twelve months beginning 1/1/09
Dollar Percent
Change Change
(In thousands)
Up 200 basis POINLS . .o vv et ettt e et et $(3,336) -1.87%
Down 100 basis POINES ... .v ittt e $ 1,326 0.75%

Model Methodologies

* The base model is built as a static balance sheet simulation. Growth and/or contraction are not
incorporated into the base model to avoid masking of the inherent interest rate risk in the balance sheet
as it stands at a point in time, however, balance sheet adjustments may be incorporated into the model to
reflect anticipated changes in certain balance sheet categories.

e The model utilizes the FHLB, LIBOR, and Treasury yield curves in effect as of December 31, 2009.
Other market rates used in this analysis include the Prime rate, which was 3.25%, and Fed Funds rate,
which ranged from 0.00% to 0.25%, respectively, at December 31, 2009. All interest rate changes are
assumed to occur in the first 12 months and remain flat thereafter. Fed Funds and Treasury yields are
floored at 0.01% while Prime is floored at 3.00%. All other market rates (LIBOR, FHLB, Brokered CD)
are floored at 0.25% to reflect credit spreads. All points on the treasury yield curve increase/decrease
congruently.

e Short-term interest rates (e.g. Prime & Fed Funds) are assumed to drive non-maturity deposit (Savings,
NOW and money market accounts) pricing. Term deposit (CD, IRA) pricing changes are reflective of
changes in the LIBOR swap and/or FHLB yield curves. For rising and falling rate environments,
prepayment speeds accelerate/decelerate over a 12 month period and remain flat thereafter.
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The Banks also use interest rate sensitivity “gap” analysis to provide a general overview of their interest rate
risk profile. The effect of interest rate changes on the assets and liabilities of a financial institution may be
analyzed by examining the extent to which such assets and liabilities are “interest rate sensitive” and by
monitoring an institution’s interest rate sensitivity gap. An asset or liability is said to be interest rate sensitive
within a specific time period if it will mature or reprice within that time period. The interest rate sensitivity gap is
defined as the difference between interest-earning assets and interest-bearing liabilities maturing or repricing
within a given time period. A gap is considered positive when the amount of interest rate sensitive assets exceeds
the amount of interest rate sensitive liabilities. A gap is considered negative when the amount of interest rate
sensitive liabilities exceeds interest rate sensitive assets. During a period of falling interest rates, a positive gap
would tend to adversely affect net interest income, while a negative gap would tend to result in an increase in net
income. During a period of rising interest rates, a positive gap would tend to result in an increase in net interest
income while a negative gap would tend to affect net interest income adversely.

The Banks have historically sought to maintain a relatively narrow gap position and have, in some instances,
foregone investment in higher yielding assets when such investment, in management’s opinion, exposed the
Banks to undue interest rate risk. At December 31, 2009, the Company’s overall balance sheet in the short-term
was, in theory, liability sensitive. The actual ability to reprice certain interest-bearing liabilities depends on other
factors in addition to the movement of interest rates. These factors include competitor’s pricing, the current rate
paid on interest-bearing liabilities, and alternative products offered in the financial market place. The Banks do
not attempt to perfectly match interest rate sensitive assets and liabilities and will selectively mismatch their
assets and liabilities to a controlled degree when they consider such a mismatch both appropriate and prudent.
There are a number of relevant time periods in which to measure the gap position, such as at the 30, 60, 90, or
180 day points in the maturity schedule. Management monitors the Banks’ gap position at each of these maturity
points, and also tends to focus closely on the gap at the one-year point in making funding decisions. Assumptions
based on the historical behavior of deposit rates and balances in relation to changes in interest rates are also
incorporated into the repricing schedule. These assumptions are inherently uncertain and, as a result, the
repricing schedule cannot precisely measure net interest income or predict the impact of fluctuations in interest
rates on net interest income.
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The repricing schedule for the Company’s interest-earning assets and interest-bearing liabilities is measured
on a cumulative basis. The simulation analysis is based on expected cash flows and repricing characteristics, and
incorporates market-based assumptions regarding the impact of changing interest rates on the prepayment speeds
of certain assets and liabilities. Actual results will differ from simulated results due to timing, magnitude, and
frequency of interest rate changes as well as changes in market conditions and management strategies. The
following table presents the repricing schedule for the Company’s interest-earning assets and interest-bearing
liabilities at December 31, 2009:

Over Six to Over One
Within Three Over Three to Twelve Year to Five Over Five

Months Six Months Months Years Years Total
(In thousands)
Interest earning assets(1):
Interest bearing cash ........ $ 416,746 $ 105 % — % — % — $ 416,851
Federal funds sold .......... 544 — — — — 544
Investment securities . ....... 262,460 63,640 118,672 354,662 93,099 892,533
FHLB stock ............... 47,490 — — — — 47,490
Loans held forsale ......... 8,979 167 1,073 1,215 1,280 12,714
Loans—Fixedrate .......... 60,697 69,261 75,668 456,003 319,033 980,662
Loans—Variablerate . . ... ... 1,306,023 189,862 292,126 1,241,448 296,919 3,326,378
Total interest earning assets ... ... $2,102,939 $ 323,035 $487,539 $2,053,328 $ 710,331 $5,677,172
Interest bearing liabilites(2):
Savings and NOW
accounts(3) ............. $ 507,182 $ — $ — — 3 — $ 507,182
Money market accounts . . . . .. 1,447,811 — — — — 1,447,811
Certificates of deposit under
$100,000 ............... 106,655 101,782 63,321 93,767 7,835 373,360
Certificates of deposit
$100,000 or more . ....... 556,499 338,588 153,102 35,991 7,010 1,091,190
Securities sold under
agreements to repurchase . . 190,377 — — 53,000 — 243,377
FHLB borrowings .......... 41,109 55,921 68,669 331,566 57,747 555,012
Junior subordinated debentures
and other long-term debt . . . 26,805 — 103,093 — 63,747 193,645
Total interest bearing liabilities . ... $2,876,438 $496,291 $388,185 $ 514,324 $ 136,339 $4,411,577
Net interest sensitivity gap during
the period . .................. $ (773,499) $(173,256) $ 99,354 $1,539,004 $ 573,992 $1,265,595
Cumulative gap ................ $ (773,499)  $(946,755) $(847,401) $ 691,603 $1,265,595
Interest-sensitive assets as a percent
of interest-sensitive liabilities
(cumulative) . ................ 73.11% 71.93% 77.47% 116.18% 128.69%
Cumulative gap as a percent of total
ASSCLS .. -12.79% -15.65% -14.01% 11.43% 20.92%

(1) Adjustable and floating-rate assets are included in the period in which interest rates are next scheduled to adjust
rather than in the period in which they are due, and fixed rate loans are included in the periods in which they are
scheduled to mature.

(2) Does not include $835.7 million of demand accounts because they are non-interest bearing.

(3) While savings, NOW and money market accounts can be withdrawn any time, management believes they have
characteristics that make their effective maturity longer.

The preceding table does not necessarily indicate the impact of general interest rate movements on the
Banks’ net interest income because the repricing of various assets and liabilities is discretionary and is subject to
competitive and other factors. As a result, assets and liabilities indicated as repricing within the same period may
in fact reprice at different times and at different rates.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

BOSTON PRIVATE FINANCIAL HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, December 31,
2009 2008
(In thousands, except share and per share data)
Assets:
Cash and due from banks . . ...ttt $ 446,916 $ 216,932
Federal funds sold . . . ... ... . 544 64,343
Cash and cash equivalents ........... ... . ... . i, 447,460 281,275
Investment securities:
Available for sale (amortized cost of $876,910 and $784,903, respectively) .. 888,032 799,026
Held to maturity (fair value of $4,511 and $4,597 respectively) ............ 4,501 4,499
Total investment SECUTItIES . . . ..ot vttt e e e e 892,533 803,525
Loans held forsale . ........... ... . e 12,714 36,846
Loans:
Commercial . ... ... 2,213,020 2,156,908
Constructionand land . . . ... .. ... 315,661 431,717
Residential mortgage ........... ... ... .. ... 1,494,703 1,352,881
Home equity and other consumer loans ............ ... ... ... ... ...... 283,656 187,575
Total 10ans . ... ... 4,307,040 4,129,081
Less: Allowance for loan losses . ...t .. 68,444 64,091
Netloans . ...t 4,238,596 4,064,990
Other real estate owned (“OREQO™) ....... ... .. ... 16,600 12,838
Stock in Federal Home Loan Banks ... ........ ... ... ... ... ... ........... 47,490 47,490
Premises and equipment, et .. .......... ... 28,349 28,746
GoodWIll . . .o 108,692 105,090
Intangible assets, Net . . . .. ...ttt 41,425 49,961
Feesreceivable ... ... ... 7,320 7,179
Accrued interest receivable ... .. ... 19,292 21,665
Income tax receivable and deferred ............. .. .. .. ... ... .. .. ... ... ... 52,267 112,426
Other @SSELS . . o ottt e e e e e 136,527 132,634
Assets of discontinued Operations . ................i.iiii i — 1,578,170
TOtal ASSELS . . o v ottt et e e $6,049,265 $7,282,835
Liabilities:
DIEPOSIES .+« v v et ettt e e e e e e $4,255,219 $3,748.912
Securities sold under agreements to repurchase .. ........... ... ... ... ... ... 243,377 293,841
Federal Home Loan Bank borrowings . ............ ... ... ... ..., 555,012 745,472
Junior subordinated debentures and other long-termdebt ..................... 193,645 290,585
Other Habilities . .. ...\ttt e e e e e 99,008 88,647
Liabilities of discontinued Operations . . ................iuuiiniinnennenn . — 1,416,535
Total liabilities . ... ...... .o e 5,346,261 6,583,992
Redeemable Noncontrolling Interests . .......... ... ... ... ... ... ... .... 51,850 50,167

The Company’s Stockholders’ Equity:
Preferred stock, $1.00 par value; authorized: 2,000,000 shares;
Series B, issued (contingently convertible): 401 shares at December 31, 2009

and 2008; liquidation value: $100,000 per share ...................... 58,089 33,703
Series C, issued: 154,000 shares at December 31, 2009 and 2008; liquidation
value: $1,000 per Share . ... ...t 146,012 144,642

Common stock, $1.00 par value; authorized: 170,000,000 shares; issued and
outstanding: 68,666,263 shares at December 31, 2009 and 63,874,024 shares at

December 31, 2008 . . . ..o 68,666 63,874
Additional paid-incapital .......... ... .. 629,001 654,903
Accumulated deficit .. ... ... ... (258,186) (263,417)
Accumulated other comprehensiveincome . ........... ... ... ... . .. 7,572 11,471

Total Company’s stockholders’ equity . ............coiiiiinein... 651,154 645,176
Noncontrolling INterests .. ........ ...ttt — 3,500
Total stockholders’ equity . .............oiiuiiniiiiiii i 651,154 648,676

Total liabilities, redeemable noncontrolling interests and stockholders’
CUILY oottt $6,049,265 $7,282,835

See accompanying notes to consolidated financial statements.
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BOSTON PRIVATE FINANCIAL HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,
2009 2008 2007

(In thousands, except share and per share data)

Interest and dividend income:

LOANS .ottt $ 232,017 $ 251,698 $ 244,746
Taxable investment SECUTILIES . . .. ... ...ttt e et 6,566 14,089 13,633
Non-taxable iInvVeStment SECUTItIES . . . ... ..o\ttt e e et 6,041 7,798 7,809
Mortgage-backed SECUTILIES . . .. ... vttt 13,487 5,951 1,868
Federal funds sold and other ... ..... ... ... . . . e 1,203 3,860 8,104
Total interest and dividend income . ..............0 ittt 259,314 283,396 276,160
Interest expense:
DEPOSIES o v ettt e 58,872 81,596 96,337
Federal Home Loan Bank borrowings . ..............o.uiiiiiniinennnannn.. 25,324 27,584 19,560
Junior subordinated debentures and other long-termdebt ........... ... ... ... . ... 12,324 18,158 18,361
Other short-term bOrrowings . ... .....ouuut et 3,309 5,830 4,909
Total INtEIreSt EXPENSE . . . v v vttt et ettt e et e e e e e e 99,829 133,168 139,167
Net interest iNCOME . . . ottt t et ettt et e e e e e e ettt 159,485 150,228 136,993
Provision for 1oan LoSSES . .. ... ...ttt 44,959 196,643 23,449
Net interest income/(loss) after provision for loan losses ....................... 114,526 (46,415) 113,544
Fees and other income:
Investment management and trustfees ............ ... i i 53,999 67,379 74,789
Wealth advisory fees . ... ...t 34,834 34,644 20,322
Gain on repurchase of debt .. ... ... ... . 18,739 22,513 —_
Gain on sale of INVEStMENLS, NEL . . . .. ..ottt et e e 5,803 2,393 2
Gainon sale of 1oans, NEt . .. ... ... i 2,656 433 1,444
Gain/(loss) on sale of non-strategic loans portfolios,net ........................... 2,811 (4,310) —
(1> 7,607 6,397 9,647
Total fees and other income . ......... .ot 126,449 129,449 106,204
Operating expense:
Salaries and employee benefits . ............. .. 127,707 129,001 116,318
Occupancy and eqUIPMENT .. ... ...ttt ettt et e 26,818 24,406 22,093
Professional SEIVICES . . ..ottt et e et e 19,841 18,564 11,694
Marketing and business development .. ............. .. 6,462 7,606 7,871
Contract services and data Processing . ... ...ttt 5,271 5,104 4,249
WaITant EXPENSE . .. ...ttt ettt e e e e e — 2,233 —
Amortization of intangibles . ... .. ... .. 8,289 8,070 9,049
Impairment of goodwill and intangibles ........... ... ... ... i 1,699 133,202 31,780
FDIC INSUFANCE . . . oottt et e e e e e e e e e e e e 9,746 3,309 1,326
(1 17,125 15,492 12,026
Total OPerating EXPenSe . . . « .. vt vttt ettt e e 222,958 346,987 216,406
Income/(loss) before inCOmMe taxes . ............uriiin e 18,017 (263,953) 3,342
Income tax expense/(benefit) ... ... .. ...t 1,632 (70,737) (6,339)
Net income/(loss) from continuing Operations . ................coouuuneeenn.. 16,385 (193,216) 9,681
Net loss from discontinued Operations . ................oouuieuuneunnenneen.. (7,505) (191,209) (1,524)
Net income/(loss) before attribution to noncontrolling interests . ................. 8,880 (384,425) 8,157
Less: Net income attributable to noncontrolling interests . .......................... 3,649 4,327 3,987
Net income/(loss) attributable to the Company ............................ $ 5,231 $ (388,752) $ 4,170
Adjustments to net income/(loss) attributable to the Company to arrive at net (loss)/
income attributable to common shareholders ................... .. .. ... .. ...... (40,231) (33,029) —
Net (loss)/income attributable to common shareholders for (loss)/earnings per share
calculation .. ... ... $ (350000 $ (421,781) $ 4,170

(Loss)/earnings per share attributable to the Company’s common shareholders:
(Loss)/earnings per share from continuing operations:

Basic and diluted (loss)/earnings pershare ................coovveeenn... $ 041) $ 4.85) $ 0.15
Loss per share from discontinued operations:
Basic and diluted loss pershare . . ............ .. i $ 0.11) $ 4.02) $ (0.04)
Net (loss)/earnings per share attributable to the Company’s common shareholders:
Basic and diluted (loss)/earnings pershare ............... ... ... ... .... $ 0.52) $ 887 % 0.11
Average basic common shares outstanding . . . ............. i 66,696,977 47,528,418 36,731,621
Average diluted common shares outstanding . ............ .. ... .. i 66,696,977 47,528,418 38,315,330

See accompanying notes to consolidated financial statements.

72



BOSTON PRIVATE FINANCIAL HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Accumulated
Retained Other
Additional Earnings/ Comprehensive
Common Preferred Paid-in (Accumulated Income/ Noncontrolling
Stock Stock Capital Deficit) (Loss) Interests Total
(In thousands, except share data)
Balance at December 31,2006 ............ $36,590 $§ — $385,005 $ 176,111 $(2,291) $— $ 595,415
Comprehensive Income:
Net income attributable to the
Company ..............covennn. — — — 4,170 — — 4,170
Other comprehensive income, net:
Change in unrealized gain on
securities available for sale,
NEL ot — — — — 4,401 — 4,401
Change in unrealized gain on cash
flow hedge,net .............. — — — — 778 — 778
Change in unrealized gain on other,
11 — — — — 213 — 213
Total comprehensive income attributable
to the Company, net .............. 9,562
Dividends paid to common shareholders:
$0.36 pershare .................. — — — (13,361) — — (13,361)
Net proceeds from issuance of:
1,920,417 shares of common
StOCK .. 1,920 — 52,847 — — — 54,767
Issuance of 89,952 shares of incentive
stock grants . ........... .. ... 90 — 90) — — — —
Amortization of incentive stock
GIants . ...t — — 3,205 — — — 3,205
Amortization of stock options and
employee stock purchase plan . ...... — — 6,781 — — — 6,781
Stock options exercised .. ............ 340 — 4,260 — — — 4,600
Excess tax benefit on stock options
exercised ............ ... — — 789 — — — 789
Buyback of 1,470,000 shares of common
StOCK ot (1,470) — (38,573) — — — (40,043)
Other equity adjustments . ............ — — (2,386) 43 — — (2,343)
Balance at December 31,2007 ............ 37,470 — 411,838 166,963 3,101 — 619,372
Comprehensive Loss:
Net loss attributable to the Company . . . — — — (388,752) — — (388,752)
Other comprehensive income/(loss), net:
Change in unrealized gain on
securities available for sale,
NEL .« oot —_ —_ —_ —_ 6,131 —_ 6,131
Change in unrealized gain on cash
flow hedge, net .............. — — — — 2,453 — 2,453
Change in unrealized loss on other,
0TS, T — — — — (214) — (214)
Total comprehensive loss attributable to
the Company, net ................ (380,382)
Dividends paid to common shareholders:
$0.22 pershare .................. — — (635) (8,180) — — (8,815)
Dividends paid to preferred
shareholders . .................... — — (715) (136) — — (851)
Net proceeds from issuance of:
18,400,000 shares of common stock
related to the public offering .... 18,400 — 86,480 — — — 104,880
1,068,649 shares of common
StOCK o 1,069 — 13,068 — — — 14,137
351 shares of convertible Series A
Preferred stock .............. — 22,770 — — — — 22,770
401 shares of convertible Series B
Preferred stock .............. —_ 26,293 —_ —_ —_ —_ 26,293
154,000 shares of cumulative
non-convertible Series C
Preferred stock .............. —_ 144,517 —_ —_ —_ —_ 144,517
Conversion of 351 shares of Series A
Preferred stock to 6,346,572 shares of
commonstock ................... 6,347 (47,413) 41,066 —_ —_ —_ —_

(continued)
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BOSTON PRIVATE FINANCIAL HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY—(Continued)

Accumulated
Retained Other
Additional Earnings/ Comprehensive
Common Preferred Paid-in (Accumulated Income/ Noncontrolling
Stock Stock Capital Deficit) (Loss) Interests Total

(In thousands, except share data)

Proceeds from issuance of Carlyle

WAITANES . . oottt e e e e et — — 19,090 — — — 19,090
Proceeds from issuance of TARP
WAITANES .« . v ot et et e et —_ —_ 9,328 —_ —_ —_ 9,328
Reclassification of increase in fair value
of Carlyle warrants ................ — — 2,233 — — — 2,233
Accretion of the Beneficial Conversion
Feature:
Series A Preferred stock .......... — 24,643 — (24,643) — — —
Series B Preferred stock .......... —_ 7,410 —_ (7,410) —_ —_ —_
Accretion of discount on Series C
Preferred stock ................... — 125 — (125) — — —
Issuance of 327,348 shares of incentive
stock grants .. ........ ... ... ... 327 — (327) — — — —
Amortization of incentive stock grants . . . — — 3,316 — — — 3,316
Amortization of stock options and
employee stock purchase plan . ...... — — 6,079 — — — 6,079
Westfield re-equitization awards . ...... — — 62,500 — — — 62,500
Stock options exercised .............. 261 — 1,191 — — — 1,452
Other equity adjustments ............. — — 391 (1,134) — 3,500 2,757
Balance at December 31,2008 ............. 63,874 178,345 654,903 (263,417) 11,471 3,500 648,676

Comprehensive Income:
Net income attributable to the
Company ....................... — — — 5,231 — — 5,231
Other comprehensive income/ (loss),
net:
Change in unrealized loss on
securities available for sale,

net . ...........iiiiiiii. — — — — (1,785) — (1,785)
Change in unrealized loss on cash
flow hedge,net .............. — — — — (1,283) — (1,283)
Change in unrealized loss on
other,met ................... — — — — (831) — (831)
Total comprehensive income
attributable to the Company, net . .. 1,332
Dividends paid to common
shareholders: $0.04 per share ... ... — —_ (2,688) —_ — — (2,688)
Dividends paid to preferred
shareholders .................... — — (7,862) — — — (7,862)
Net proceeds from issuance of:
4,015,744 shares of common stock .. 4,016 — 7,378 — — — 11,394

Accretion of Beneficial Conversion
Feature on Series B Preferred

stock . ... — 24,428  (24,428) — — — —
Accretion of discount on Series C

Preferred stock .................. — 1,438 (1,438) — — — —
Issuance of 697,327 shares through

incentive stock grants . ............ 697 — 697) — — — —
Amortization of incentive stock

grants ............ ... — — 3,273 — — — 3,273
Amortization of stock options and

employee stock purchase plan . . . ... — — 3,670 — — — 3,670
Stock options exercised ............. 79 — 262 — — — 341
Other equity adjustments ........... — (110) (3,372) — — (3,500) (6,982)

Balance at December 31,2009 ............ $68,666 $204,101 $629,001 $(258,186) $ 7,572 $ — $651,154

See accompanying notes to consolidated financial statements.
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BOSTON PRIVATE FINANCIAL HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2009 2008 2007

(In thousands)
Cash flows from operating activities:

Net income/(loss) attributable to the Company . ......................... $ 5231 $ (388,752) $ 4,170
Adjustments to arrive at net income/(loss) from continuing operations
Net income attributable to noncontrolling interests .................. 3,649 4,327 3,987
Net pretax (gain)/loss from operating activities of discontinued
OPETALIONS .« . vttt e e e e e e e e e (1,574) 189,541 (19,067)
Net pretax gain on sale of discontinued operations . . ................. (3,082) — —
Tax expense from discontinued operations . ........................ 12,161 1,668 20,591
Net income/(loss) from continuing operations . ......................... 16,385 (193,216) 9,681

Adjustments to reconcile net income/(loss) from continuing operations to net
cash provided by/(used in) operating activities:

Depreciation and amortization ................ ... 17,904 10,288 9,560
Net income attributable to noncontrolling interests .................. (3,649) (4,327) (3,987)
Equity issued as compensation ..................... i, 6,943 9,395 9,986
Reclassification of increase in fair value of warrants ................. — 2,233 —
Impairment of goodwill and intangibles .............. ... ... ..... 1,699 133,202 31,780
Provision for loan 10Sses . ............ .. 44,959 196,643 23,449
Loans originated forsale .......... ... .. .. . i i i (288,880) (118,903) (135,856)
Proceeds from sale of loans held forsale .......................... 290,903 104,176 134,116
Gain on the repurchase of debt . ......... ... ... ... .. ... .. .. ... (18,739) (22,513) —
Decrease/(increase) in income tax receivable and deferred ............ 60,159 (73,425) (21,006)
Net decrease/(increase) in other operating activities . ... .............. 6,077 (1,415) (7,171)
Net cash provided by operating activities of continuing
OPETALIONS .+ . vttt e e e e e e e e 133,761 42,138 50,552
Net cash provided by/(used in) operating activities of discontinued
OPETALIONS .« vttt ettt et et e e e 111,507 (121,877) 58,523
Net cash provided by/(used in) operating activities .............. 245,268 (79,739) 109,075

Cash flows from investing activities:
Investment securities available for sale:

PUrChases ... ..o (741,073)  (3,182,664) (1,453,817)
SaleS L 304,822 106,112 95
Maturities, redemptions, and principal payments .................... 345,766 2,917,449 1,385,979
Investment securities held to maturity:
Purchases .. ... (8,027) (11,533) (1,997)
Maturities and principal payments ................. . ... ... ... 8,026 9,533 1,500
(Investments)/distributions in trusts, net .. ................ctininean... (1,092) 995 (1,057)
Purchase of Federal Home Loan Banks stock . .. ........................ — (17,141) (2,154)
Net increase in portfolio loans . ............ ... .. ... (240,165) (410,303) (666,300)
Proceeds fromsale of OREO .......... ... ... ... ... ... ... i, 24,979 1,013 1,530
Proceeds from sale and repayments of non-strategic loan portfolio, net of
AAVANCES . .ottt 21,367 58,357 —
Capital expenditures, net of sale proceeds .......... ... .. ... ... ... ..... (5,587) (5,1006) (9,048)
Cash paid for acquisitions, including deferred acquisition obligations, net of
cashacquired ... ... i (2,744) 4,017) (31,582)
Cash received from sale of discontinued operations, net of cash divested . . . .. 79,103 — —
Net cash used in investing activities—continuing operations . . ......... (214,625) (537,305) (776,851)
Net cash provided by/(used in) investing activities—discontinued
OPETALIONS .« . vttt e e e e e e e e e 39,626 2,219 (139,720)
Net cash used in investing activities .. ................c.ouneunon... (174,999) (535,086) 916,571)
(continued)
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BOSTON PRIVATE FINANCIAL HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS—(Continued)

Year Ended December 31,
2009 2008 2007

(In thousands)
Cash flows from financing activities:

Net increase in dePoSits . . .. oottt e et e e 506,307 198,413 184,134
Net (decrease)/increase in securities sold under agreements to repurchase and
OTRET . .t (50,464) 25,501 172,150
Net (decrease)/increase in federal funds purchased ......................... — (6,000) 6,000
Net (decrease)/increase in short-term Federal Home Loan Bank borrowings . . ... (134,300) 109,300 25,000
Advances of long-term Federal Home Loan Bank borrowings ................ 30,777 223,527 140,965
Repayments of long-term Federal Home Loan Bank borrowings .............. (86,937) (61,327) (101,863)
Proceeds from issuance of Notes, net of discount .. ......................... — — 284,625
Repurchase of debt . ...... ... .. . (76,939) (210,941) —
Share buyback .. ... ... — — (40,043)
Dividends paid to common shareholders ................................. (2,688) (8,815) (13,361)
Dividends paid to preferred shareholders ........... ... .. ... ... ... ..... (7,862) (851) —
Excess tax benefit from stock options exercised . .......... ... ... .. ... — — 789
Proceeds from issuance of preferred stock,net .. ............ ... ... .. ..... — 193,580 —
Proceeds from issuance of warrants, et ... .............u ittt — 28,418 —
Proceeds from stock option eXercises . .......... ...t 341 1,452 4,600
Proceeds from issuance of common stock, net .............. ... .. ... ..., 769 106,431 2,557
Other equity adjustments . . . ... ..ttt (6,982) 2,757 (2,343)
Net cash provided by financing activities—continuing operations ......... 172,022 601,445 663,210
Net cash (used in)/provided by financing activities—discontinued
OPETALIONS .« v vttt ettt et e e e e e e e (76,106) 139,199 95,515
Net cash provided by financing activities ................. ... ........ 95,916 740,644 758,725
Net increase/(decrease) in cash and cash equivalents . ....................... 166,185 125,819 (48,771)
Cash and cash equivalents at beginningof year ............................ 281,275 155,456 204,227
Cash and cash equivalents atend of year ............. ... ......ooounn.... $ 447,460 $ 281,275 $ 155,456
Supplementary schedule of non-cash investing and financing activities:
Cash paid forinterest . . . ... ...ttt $ 102,126 $ 132,661 $ 135,316
Cash paid for income taxes, net of (refunds received) ....................... (76,089) 27,633 36,779
Change in unrealized (loss)/gain on securities available for sale, netof tax ...... (1,785) 6,131 4,401
Change in unrealized (loss)/gain on cash flow hedge, netof tax ............... (1,283) 2,453 778
Change in unrealized (loss)/gain on other, netoftax ........................ (831) (214) 213

Non-cash transactions:
Loans transferred into other real estate owned from held for sale or

POItfOlio . . .o 28,418 13,365 2,275
Loans transferred into/(out of) held for sale from/(to) portfolio . ........... (1,744) 93,635 —
Equity issued for acquisitions, including deferred acquisition obligations . . . . 10,625 12,586 52,210

See accompanying notes to consolidated financial statements.
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BOSTON PRIVATE FINANCIAL HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Boston Private Financial Holdings, Inc. (the “Company” or “BPFH”), is a holding company with three
reportable segments, Private Banking, Investment Management, and Wealth Advisory. The Private Banking
segment has four consolidated affiliate partners, including Boston Private Bank & Trust Company (“Boston
Private Bank”), Borel Private Bank & Trust Company (“Borel”), First Private Bank & Trust (“FPB”), and
Charter Bank (“Charter”) (together, the “Banks”). The Investment Management segment has two consolidated
affiliate partners, including Dalton, Greiner, Hartman, Maher & Co., LLC (“DGHM”), and Anchor Capital
Holdings, LLC (“Anchor”) (together, the “Investment Managers”). The Wealth Advisory segment has three
consolidated affiliate partners, including KLS Professional Advisors Group, LLC (“KLS”), Bingham, Osborn &
Scarborough, LLC (“BOS”), and Davidson Trust Company (“DTC”) (together, the “Wealth Advisors”). In
addition, the Company holds an equity interest in Coldstream Holdings, Inc. (“Coldstream Holdings”) of
approximately 45%.

Basis of Presentation

The consolidated financial statements of the Company include the accounts of the Company and its wholly-
owned and majority-owned subsidiaries. All significant intercompany accounts and transactions have been
eliminated in consolidation, and the portion of income allocated to owners other than the Company is included in
“Income attributable to noncontrolling interests” in the consolidated statements of operations. “Redeemable
noncontrolling interests” in the consolidated balance sheets reflects the maximum fair value of agreements with
other owners. All accounts related to divested affiliates are included within the results of discontinued operations
for all periods presented.

The Company applies the equity method of accounting to investments that the Company or its subsidiaries
do not hold a majority interest in. The Company includes its proportionate share of earnings of equity method
investments within “Other income” on the consolidated statements of operations. Equity method investments,
which include the minority interests in Coldstream Holdings, affordable housing partnerships, and other
partnership holdings, were $8.9 million at December 31, 2009 and 2008, and included in “Other assets” on the
consolidated balance sheets. BOS was included in equity method investments at December 31, 2006, and until it
was consolidated in the 3rd quarter of 2007 after BPFH’s ownership increased to 60.9%.

The financial statements are prepared in accordance with accounting principles generally accepted in the
United States (“U.S.”) (“GAAP”). Reclassifications of amounts in prior year consolidated financial statements
are made whenever necessary to conform to the current year’s presentation.

Use of Estimates

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
revenues and expenses for the period. Actual results could differ from those estimates. Material estimates that are
particularly susceptible to change, in the near term, relate to the determination of the allowance for loan losses,
evaluation of potential impairment of goodwill and other intangibles, and income taxes. The current economic
environment has increased the degree of uncertainty inherent in those estimates and assumptions.

Investment Management and Wealth Advisory Fees

The Company generates fee income from providing investment management and trust services to its clients
at the Banks and from providing investment management and wealth advisory services through the Investment
Managers and the Wealth Advisors. These fees are generally based upon the value of assets under management
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

and are billed monthly, quarterly, or annually. Asset-based advisory fees are recognized as services are rendered
and are based upon a percentage of the market value of client assets managed. Certain wealth advisory fees are
not asset-based and are negotiated individually with clients. Any fees collected in advance are deferred and
recognized as income over the period earned. Performance-based advisory fees are generally assessed as a
percentage of the investment performance realized on a client’s account, generally over an annual period, and are
not recognized until any contingencies in the contract that could require the performance fee to be reduced have
been eliminated.

Assets under management and advisory (“AUM?”) at the Company’s consolidated affiliates totaled $17.7
billion and $15.9 billion at December 31, 2009 and 2008 respectively. These assets are not included in the
consolidated financial statements since they are held in a fiduciary or agency capacity and are not assets of the
Company.

Significant Group Concentrations of Credit Risk

Most of the Company’s activities are with customers within the New England, Northern and Southern
California, and Pacific Northwest regions of the country. The Company does not believe it has any significant
concentrations in any one industry, geographic location, or with any one customer. Part II. Item 8. “Financial
Statements and Supplementary Data—Note 5: Investment Securities”, highlights the types of securities in which
the Company invests, and Part II. Item 8. “Financial Statements and Supplementary Data—Note 6: Loans
Receivable”, describes the concentration of the Private Banking loan data based on the location of the lender.

The current economic environment has increased the degree of uncertainty inherent in the value of the
collateral for construction and land loans. These loans are considered to be more risky due to the nature of the
collateral. The Banks have approximately $315.7 million of construction and land loans at December 31, 2009,
which represents 7% of total loans outstanding. Also, the majority of the Banks commercial loans are secured by
real estate.

Statement of Cash Flows

For purposes of reporting cash flows, the Company considers cash and due from banks and federal funds
sold, all of which have original maturities with 90 days or less, to be cash equivalents.

Cash and Due from Banks

Each Bank is required to maintain average reserve balances in an account with the Federal Reserve Bank
based upon a percentage of certain deposits. As of December 31, 2009, the daily amount required to be held in
the aggregate for banking affiliates was $16.3 million.

Investment Securities

Investments available for sale are reported at fair value, with unrealized gains and losses credited or
charged, net of the estimated tax effect, to accumulated other comprehensive income/(loss). Investments held to
maturity are those which the Company has the positive intent and ability to hold to maturity and are reported at
amortized cost.

Investments available for sale are carried at estimated fair value. Effective January 1, 2008, the Company
adopted the provisions of the Financial Accounting Standards Board (“FASB”) Accounting Standards
Codification (“ASC”) 820, Fair Value Measurements and Disclosures (formerly FAS 157, Fair Value
Measurements) (“ASC 8207) a standard issued by the FASB concerning fair value measurements and disclosures
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

with respect to: (i) all financial instruments; and (ii) non-financial instruments accounted for at fair value on a
recurring basis, if any. The standard 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 from a market
participant’s perspective.

Premiums and discounts on the investment securities are amortized or accreted into net interest income by
the level-yield method. Actual prepayment experience is reviewed periodically and the timing of the accretion
and amortization is adjusted accordingly. Gains and losses on the sale of the investments available for sale are
recognized at the time of sale on a specific identification basis. Dividend and interest income is recognized when
earned.

Net interest income is recorded on the accrual basis adjusted for amortization of premium and accretion of
discount.

The Company conducts a periodic review and evaluation of its investment securities to determine if the
decline in fair value of any security is deemed to be other-than-temporary. Other-than-temporary impairment
losses are recognized on securities when: (i) the holder has an intention to sell the security; (ii) it is more likely
than not that the security will be required to be sold prior to recovery; or (iii) the holder does not expect to
recover the entire amortized cost basis of the security. Other-than-temporary losses are reflected in earnings as a
charge against gain on sale of investments to the extent the impairment is related to credit losses. The amount of
the impairment related to other factors is recognized in other comprehensive income. The Company has no
intention to sell any securities in an unrealized loss position at December 31, 2009 nor is it more likely than not
that the Company would be required to sell such securities prior to the recovery of the unrealized losses. As of
December 31, 2009, the Company believes that all impairments of investment securities are temporary in nature.
No other-than-temporary impairment losses were recognized in the consolidated statements of operations for the
years ended December 31, 2009, 2008 and 2007.

Loans Held for Sale

Loans originated and held for sale in the secondary market are carried at the lower of cost or estimated fair
value in the aggregate. Fair value is based on commitments on hand from investors or prevailing market prices.
Net unrealized losses, if any, are recognized through a valuation allowance by charges to income. Loans
transferred to the held for sale category are carried at the lower of cost or fair value as determined at the
individual loan level.

Loans

Loans are carried at the principal amount outstanding, net of deferred loan origination fees and costs, or for
purchased loans, net of premium or discount. Loan origination fees, net of related direct incremental loan
origination costs and premium or discount on purchased loans, are deferred and recognized into income over the
contractual lives of the related loans as an adjustment to the loan yield, using the level-yield method. When a
loan is paid-off or sold, the unamortized portion of net fees/cost is recognized into interest income.

Impaired loans are usually commercial loans for which it is probable that the Company will not collect all
amounts due according to the contractual terms of the loan agreement, and all loans restructured in a troubled
debt restructuring. The measurement of the amount of impairment is determined based upon the present value of
the expected future cash flows discounted at the loan’s effective interest rate, except that as a practical expedient,
impairment may be determined based upon the observable market price for the loan, or based on the fair value of
the collateral if the loan is collateral dependent. Regardless of the measurement method, impairment is measured
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based on the fair value of the collateral if it is determined that foreclosure is probable. Accrual of interest income
is discontinued and all interest previously accrued but not collected is reversed against current period interest
income when a loan is initially classified as non-accrual. Interest received on non-accrual loans is either applied
against principal or reported as interest income according to management’s judgment as to the collectability of
principal.

Reserve for Unfunded Loan Commitments

The Company maintains a reserve for unfunded commitments at a level management believes sufficient to
absorb estimated probable losses related to unfunded credit facilities. This reserve is included in Other liabilities
in the consolidated balance sheets. Net adjustments to the reserve for unfunded commitments are included in
Other operating expense in the consolidated statements of operations.

Restructured Loans

When the Banks, for economic or legal reasons related to a borrower’s financial difficulties, grant a
concession to a borrower that it would not otherwise consider, the loan is classified as a restructured loan
pursuant to ASC 470, Debt (formerly FAS 15, Accounting by Debtors and Creditors for Troubled Debt
Restructurings). The concession either stems from an agreement between the creditor and the bank or is imposed
by law or a court. The concessions may include:

e Reduction of the stated interest rate

* Lower interest rate as compared to a new loan with comparable risk and terms
e Extension of the maturity date

e Reduction in the principal balance owed

e Reduction of accrued interest

All loans whose terms have been modified in a troubled debt restructuring, including both commercial and
residential, are evaluated for impairment under ASC 310, Receivables (formerly FAS 114, Accounting by
Creditors for Impairment of a Loan) (“ASC 3107).

Generally, a nonaccrual loan that is restructured remains on nonaccrual for a period of at least six months to
demonstrate that the borrower can meet the restructured terms. However, performance prior to the restructuring,
or significant events that coincide with the restructuring, are considered when assessing whether the borrower
can meet the new terms and may result in the loan being returned to accrual at the time of the restructuring or
after a shorter performance period. If the borrower’s ability to meet the revised payment schedule is uncertain,
the loan remains classified as a nonaccrual loan.

A loan may be removed from a restructured classification when the loan terms are returned to comparable
terms for loans with similar credit risks and after the next calendar year end.

Allowance for Loan and Lease Losses

The allowance for loan losses is an estimate of the inherent risk of loss in the loan portfolio as of the
consolidated balance sheet date. Management estimates the level of the allowance for loan losses based on all
relevant information available. The allowance for loan losses is established through the provision for loan losses,
which is a direct charge to earnings. Loan losses are charged to the allowance when management believes that
the collectability of the loan principal is unlikely. Recoveries on loans previously charged off are credited to the
allowance when received in cash.
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The Company’s allowance is accounted for in accordance with guidance issued by various regulatory
agencies, including: the Federal Financial Institutions Examination Council Policy Statement on the Allowance
for Loan and Lease Losses (December 2006); Securities and Exchange Commission (“SEC”) Staff Accounting
Bulletin No. 102, Selected Loan Loss Methodology and Documentation Issues; ASC 310; and ASC 450,
Contingencies (Formerly FAS 5, Accounting for Contingencies).

The allowance consists of three primary components: General Reserves on pass graded loans (loans that
pose a normal credit risk) (ASC 450), Allocated Reserves on non-impaired Special Mention and Sub Standard
Loans (ASC 450), and the Allocated Reserves on Impaired Loans (ASC 310). The allowance involves a high
degree of management judgment and estimates, and results in an acceptable allowance which is reflective of the
inherent risk of loss in the loan portfolio at the measurement date.

General Reserves are calculated for each loan pool consisting of pass graded loans segregated by loan type,
by applying estimated net loss percentages based upon the Bank’s actual historical net charge-offs and, adjusted
as appropriate, on a consistent manner based upon consideration of qualitative factors to arrive at a total loss
factor for each loan type. The rationale for qualitative adjustments is to more accurately reflect the current
inherent risk of loss in the respective loan types then would be determined through the sole consideration of the
Bank’s actual historical net charge-off rates. The numerical factors assigned are based upon observable data, if
applicable, as well as management’s analysis and judgment. The qualitative factors considered by the Company
include:

e Volume and severity of past due, non-accrual, and adversely graded loans,

*  Volume and terms of loans,

¢ Concentrations of Credit,

e Management’s experience, as well as loan underwriting and loan review policy and procedures, and

e Economic and business conditions impacting the Bank’s loan portfolio’s, including consideration of
collateral values and external factors

Each one of the Banks makes an independent determination of the applicable loss rate for these factors
based on their relevant local market conditions, credit quality, and portfolio mix. Each quarter, all of the Banks
review the loss factors to determine if there have been any changes in their respective loan portfolios, market
conditions, or other risk indicators which would result in a change to the current loss factor.

Allocated Reserves on non-impaired special mention and substandard loans reflect management’s
assessment of increased risk of losses associated with adversely graded loans. An allocated reserve is assigned to
these pools of loans based upon management’s consideration of the credit attributes of individual loans within
each pool of loans, including consideration, of loan to value ratios, past due status, strength and willingness of
the guarantors, and other relevant attributes, including the quantitative factors considered for the general reserve
as discussed above. These considerations are determined separately for each type of loan. The allocated reserves
are a multiple of the general reserve for each respective loan types, with a greater multiple for loans with
increased risk (i.e., special-mention loans versus substandard loans).

A loan (usually a larger comme