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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q
(Mark One)
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2009
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number 0-51584
BERKSHIRE HILLS BANCORP, INC.

(Exact name of registrant as specified in its charter)

Delaware 04-3510455
(State or other jurisdiction of incorporation or (I.R.S. Employer Identification No.)
organization)
24 North Street, Pittsfield, Massachusetts 01201
(Address of principal executive offices) (Zip Code)

(413) 443-5601

(Registrant s telephone number, including area code)
Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the

Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was

required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes b No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if

any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T

(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required

to submit and post such files).
Yes b No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,

or a smaller reporting company. See definition of large accelerated filer, accelerated filer and smaller reporting
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company in Rule 12b-2 of the Exchange Act. (Check one)

Large Accelerated Filer o Accelerated Filer p

Non-Accelerated Filer o (Do not check if a smaller reporting Smaller Reporting Company o

company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act)
Yes o No p

The Registrant had 12,306,034 shares of common stock, par value $0.01 per share, outstanding as of May 4, 2009.
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PART I
ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
BERKSHIRE HILLS BANCORP, INC.
CONSOLIDATED BALANCE SHEETS

(In thousands, except share data)

Assets
Cash and cash equivalents
Federal funds sold and short-term investments

Total cash and cash equivalents

Trading security

Securities available for sale, at fair value

Securities held to maturity (fair values of $28,499 and $26,729)
Restricted equity securities

Loans held for sale

Residential mortgages
Commercial mortgages
Commercial business loans
Consumer loans

Total loans
Less: Allowance for loan losses

Net loans

Premises and equipment, net
Goodwill

Other intangible assets

Cash surrender value of life insurance
Derivative assets

Other assets

Total assets

Liabilities

Demand deposits
NOW deposits

Money market deposits
Savings deposits

Time deposits

Total deposits

Table of Contents

March 31,

2009

$ 22,887
113,225

136,112
17,565
274,879
27,972
23,120
5,276

651,507
797,363
179,765
340,743

1,969,378
(22,903)

1,946,475

37,029
161,725
16,820
35,964
4,657
36,757

$2,724,351

$ 237,619
199,236
505,937
212,687
782,601

1,938,080

December 31,

2008

$ 25,784
19,014

44,798
18,144
274,380
25,872
23,120
1,768

677,254
805,456
178,934
345,508

2,007,152
(22,908)

1,984,244

37,448
161,178
17,652
35,668
3,741
38,716

$2,666,729

$ 233,040
190,828
448,238
211,156
746,318

1,829,580
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Short-term debt

Long-term Federal Home Loan Bank advances
Other long-term debt

Junior subordinated debentures

Derivative liabilities

Due to broker

Other liabilities

Total liabilities

Stockholders equity

Preferred stock ($.01 par value; 1,000,000 shares authorized; 40,000 shares
issued with $1,000 liquidation value )

Common stock ($.01 par value; 26,000,000 shares authorized; 14,238,825
shares issued)

Additional paid-in capital

Unearned compensation

Retained earnings

Accumulated other comprehensive loss

Treasury stock, at cost (1,932,910 shares in 2009 and 1,985,381 shares in
2008)

Total stockholders equity

Total liabilities and stockholders equity

30,000
280,160
17,000
15,464
22,485

8,344

2,311,533

36,959
142
307,502
(2,504)
129,176
(9,285)
(49,172)
412,818

$2,724,351

The accompanying notes are an integral part of these consolidated financial statements.

3

23,200
318,957
17,000
15,464
24,068
19,895
10,140

2,258,304

36,822
142
307,619
(1,905)
127,773
(11,574)
(50,452)
408,425

$2,666,729
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BERKSHIRE HILLS BANCORP, INC.
CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except per share data)

Interest and dividend income
Loans
Securities and other

Total interest and dividend income
Interest expense
Deposits

Borrowings and junior subordinated debentures

Total interest expense

Net interest income

Non-interest income

Insurance commissions and fees
Deposit service fees

Wealth management fees

Loan service and interest rate swap fees

Total fee income

Other

Loss on sale of securities, net
Gain on swap termination

Loss on prepayment of borrowings

Total non-interest income

Total net revenue

Provision for loan losses
Non-interest expense

Salaries and employee benefits
Occupancy and equipment

Marketing, data processing, and professional services

Amortization of intangible assets
Other

Total non-interest expense

Income before income taxes
Income tax expense

Net income
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Three Months Ended
March 31,
2009 2008
$26,432 $31,323
3,448 3,200
29,880 34,523
8,473 12,288
3,696 3,941
12,169 16,229
17,711 18,294
4,569 5,146
2,236 2,155
1,189 1,628
391 237
8,385 9,166
352 306
(2
741
(804)
8,672 9,472
26,383 27,766
2,500 825
9,352 9,656
3,128 2,968
2,782 1,915
833 1,084
2,358 2,451
18,453 18,074
5,430 8,867
1,547 2,818
$ 3,883 $ 6,049
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Less: Cumulative preferred stock dividend and accretion 637
Net income available to common stockholders $ 3,246
Basic earnings per common share $ 027
Diluted earnings per common share $ 027

Weighted average common shares outstanding

Basic 12,164
Diluted 12,247
The accompanying notes are an integral part of these consolidated financial statements.
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$ 6,049

$ 0.58

$ 0.58

10,386
10,457
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BERKSHIRE HILLS BANCORP, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS

(In thousands except per share data)

Total stockholders equity at beginning of period

Comprehensive income:

Net income

Net unrealized gain on securities available-for-sale, net of reclassification
adjustments and tax effects

Net gain (loss) on derivative instruments, net of reclassification adjustments
and tax effects

Total comprehensive income

Common cash dividends declared ($0.16 per share for 2009 and $0.15 per
share for 2008)

Preferred stock dividends accumulated

Treasury stock purchased

Forfeited unvested restricted shares

Reissuance of treasury stock-exercised stock options (11,000 shares in 2009)
Reissuance of treasury stock-other, net (41,000 shares in 2009, including
47,000 stock awards)

Stock-based compensation

Accretion of discount on preferred stock

Tax loss from stock compensation

Other equity changes, net (including additions to unearned compensation of
$1,105 in 2009)

Total stockholders equity at end of period

2009

$408,425
3,883
1,351
938
6,172

(1,963)
(311)

(112)
198

1,196
509
137

(1,433)

$412,818

The accompanying notes are an integral part of these consolidated financial statements.
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EQUITY

Three Months Ended March 31,

2008

$326,837

6,049
866
(1,882)

5,033
(1,574)
(2,596)
(34)

975

1,375
409

(69)
(1,615)

$328,741
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BERKSHIRE HILLS BANCORP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating
activities:

Provision for loan losses

Net amortization of securities

Net purchased loan amortization and deferrals

Premises depreciation and amortization expense

Stock-based compensation expense

Excess tax loss from stock-based payment arrangements
Amortization of other intangibles

Increase in cash surrender value of bank-owned life insurance policies
Loss on sales of securities, net

Net (increase) decrease in loans held for sale

Loss on sale of loans

Loss from sale of premises

Writedowns of other real estate owned

Net change in other

Net cash provided by operating activities

Cash flows from investing activities:
Sales of securities available for sale

Proceeds from maturities, calls and prepayments of securities available for

sale
Purchases of securities available for sale

Settlement of outstanding due to broker on purchases of securities available

for sale

Proceeds from maturities, calls and prepayments for securities held to
maturity

Purchases of securities held to maturity

Decrease in loans, net

Proceeds from surrender of life insurance

Proceeds from sale of premises

Payment for acquisition

Capital expenditures

Net cash provided by investing activities

Cash flows from financing activities:

Table of Contents

2009

$ 3,883

2,500
189
(936)
965
509

833
(296)

2
(3,508)

20

127
(2,837)

1,450

7,914

9,505
(16,027)

(19,895)
2,775

(4,876)
35,269

(545)

14,120

Three Months Ended March 31,

2008

$ 6,049

825
35
(744)
962
409
69
1,084
(303)

532

14
100
(1,645)

7,387

2,439

6,209
(10,316)

3,468
(3,639)
8,020
1,103

60
(1,030)
(719)

5,595

12
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Net increase in deposits 108,500 57,540
Proceeds from Federal Home Loan Bank advances 30,000 95,000
Repayments of Federal Home Loan Bank advances and other borrowings (61,998) (121,191)
Treasury stock purchased (2,596)
Proceeds from reissuance of treasury stock 1,394 2,350
Excess tax effects from stock-based payment arrangements (69)
Preferred stock cash dividends paid (189)
Common stock cash dividends paid (1,963) (1,574)
Net cash provided by financing activities 75,744 29,460
Net change in cash and cash equivalents 91,314 42,443
Cash and cash equivalents at beginning of period 44,798 41,142
Cash and cash equivalents at end of period $136,112 $ 83,585
Supplemental cash flow information:
Interest paid on deposits $ 8,468 $ 11,387
Interest paid on borrowed funds 3,830 3,981
Income taxes (refunded) paid, net 106 (267)
The accompanying notes are an integral part of these financial statements.
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BERKSHIRE HILLS BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. GENERAL

Basis of presentation and consolidation
The consolidated financial statements (the financial statements ) of Berkshire Hills Bancorp, Inc. (the Company ) have
been prepared in conformity with U.S. generally accepted accounting principles ( GAAP ) for interim financial
information and with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly, they do not
include all of the information and footnotes required by GAAP for complete financial statements. These financial
statements include the accounts of the Company and its wholly-owned subsidiaries, Berkshire Insurance Group and
Berkshire Bank (the Bank ), together with the Bank s consolidated subsidiaries. One of the Bank s consolidated
subsidiaries is Berkshire Bank Municipal Bank, a New York chartered limited-purpose commercial bank. All
significant inter-company transactions have been eliminated in consolidation. The results of operations for the three
months ended March 31, 2009 are not necessarily indicative of the results which may be expected for the year. These
consolidated financial statements should be read in conjunction with the audited consolidated financial statements and
notes thereto included in the Company s Annual Report on Form 10-K for the year ended December 31, 2008.
Business
Through its wholly-owned subsidiaries, the Company provides a variety of financial services to individuals,
businesses, not-for-profit organizations, and municipalities through its offices in western Massachusetts, southern
Vermont and northeastern New York. Its primary deposit products are checking, NOW, money market, savings, and
time deposit accounts. Its primary lending products are residential mortgages, commercial mortgages, construction
loans, commercial business loans and consumer loans. The Company offers electronic banking, cash management,
and other transaction and reporting services; it also offers interest rate swap contracts to commercial customers. The
Company offers wealth management services including trust, financial planning, and investment services. The
Company is an agent for complete lines of property and casualty, life, disability, and health insurance.
Business segments
An operating segment is a component of a business for which separate financial information is available that is
evaluated regularly by the chief operating decision-maker in deciding how to allocate resources and evaluate
performance. The Company has two reportable operating segments, Banking and Insurance, which are delineated by
the consolidated subsidiaries of Berkshire Hills Bancorp, Inc. Banking includes the activities of Berkshire Bank and
its subsidiaries, which provide commercial and consumer banking services. Insurance includes the activities of
Berkshire Insurance Group, which provides commercial and consumer insurance services. The only other consolidated
financial activity of the Company consists of the transactions of Berkshire Hills Bancorp Inc.
Use of estimates
In preparing the financial statements in conformity with GAAP, management is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities as of the date of the consolidated balance sheets
and reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates. Material estimates that are particularly susceptible to significant change in the near term relate to the
determination of the allowance for loan losses; the valuation of deferred tax assets; the estimates related to the initial
measurement of goodwill and intangible assets and subsequent impairment analyses; the determination of
other-than-temporary impairment of investment securities; and the determination of fair value of financial
instruments.

7
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BERKSHIRE HILLS BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Earnings Per Common Share
Earnings per common share have been computed based on the following (average diluted shares outstanding are
calculated using the treasury stock method):

Three Months Ended
March 31,

(In thousands, except per share data) 2009 2008
Net income $ 3,883 $ 6,049
Less: Cumulative preferred stock dividend and accretion 637
Net income available to common stockholders $ 3,246 $ 6,049
Average number of common shares outstanding 12,293 10,506
Less: average number of unvested stock award shares (129) (120)
Average number of basic shares outstanding 12,164 10,386
Plus: average number of dilutive unvested stock award shares 21 7
Plus: average number of dilutive shares based on stock options and
warrants 62 64
Average number of diluted shares outstanding 12,247 10,457
Basic earnings per common share $ 027 $ 058
Diluted earnings per common share $ 027 $ 058

On October 14, 2008, the Treasury announced the Capital Purchase Program (  CPP ) under the Troubled Assets Relief
Program ( TARP ), part of the Emergency Economic Stabilization Act of 2008 enacted on October 3, 2008. As a
participant in the CPP, on December 19, 2008 we sold to the Treasury for an aggregate purchase price of $40 million,
4,000 shares of preferred stock warrants to purchase 226,330 shares of common stock. The warrants have an exercise
price of $26.51 per share and were deemed to have a value of $14.13 per share based on U.S. GAAP allocation
methodologies, and a fair value of $7.87 per share based on a Black-Scholes valuation model as of December 19,

2008 . The warrants were not dilutive to earnings per common share as of March 31, 2009.

Stock awards pertaining to 108,012 shares were anti-dilutive and were excluded from the diluted earnings per

common share calculation as of March 31, 2009.

Recent accounting pronouncements

Financial Accounting Standards Board ( FASB ) Statements of Financial Accounting Standards ( SFAS ), Staff
Positions ( FSP ), and Interpretations ( FIN )

Table of Contents 15
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SFAS No. 157 Related Pronouncements

In February 2008, the FASB issued FSP SFAS No. 157-2, Effective Date of FASB Statement No.157. This FSP defers
the effective date of SFAS No.157 for non-financial assets and non-financial liabilities, except those that are

recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually), to years
beginning after November 15, 2008, and interim periods within those fiscal years. The adoption of this FSP on

January 1, 2009 did not have a significant impact on the Company s financial statements.

In April 2009, the FASB issued FSP SFAS No. 157-4, Determining Fair Value When the Volume and Level of Activity
for the Asset or Liability Have Significantly Decreased and Identifying Transactions That Are Not Orderly . FSP SFAS
No. 157-4 provides additional guidance for estimating fair value in accordance with SFAS No. 157, Fair Value
Measurements , when the volume and level of activity for the asset or liability have significantly decreased. This FSP
also includes guidance on identifying circumstances that indicate a transaction is not orderly. FSP SFAS No. 157-4

emphasizes that even if there has been a significant decrease in the volume
8
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BERKSHIRE HILLS BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

and level of activity for the asset or liability and regardless of the valuation technique(s) used, the objective of a fair
value measurement remains the same. Fair value is the price that would be received to sell an asset or paid to transfer
a liability in an orderly transaction (that is, not a forced liquidation or distressed sale) between market participants at
the measurement date under current market conditions. FSP SFAS No. 157-4 is effective for interim and annual
reporting periods ending after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009.
FSP SFAS No. 157-4 shall be applied prospectively and is not expected to have a significant impact on the Company s
financial statements.

SFAS No. 141R and Related Pronouncements

In December 2007, the FASB issued SFAS No. 141R, Business Combinations . This Statement replaces SFAS

No. 141, Business Combinations . SFAS No. 141(R), among other things, establishes principles and requirements for
how the acquirer in a business combination (i) recognizes and measures in its financial statements the identifiable
assets acquired, the liabilities assumed, and any non-controlling interest in the acquired business, (ii) recognizes and
measures the goodwill acquired in the business combination or a gain from a bargain purchase, and (iii) determines
what information to disclose to enable users of the financial statements to evaluate the nature and financial effects of
the business combination. This Statement became effective for all business combinations for which the acquisition
date is on or after January 1, 2009, will change the Company s accounting treatment for business combinations on a
prospective basis, and could have a material impact on the Company s financial statements.

FSP SFAS No. 141R-1, Accounting for Assets Acquired and Liabilities Assumed in a Business Combination That
Arise from Contingencies. FSP SFAS No. 141R-1 amends the guidance in SFAS No. 141R to require that assets
acquired and liabilities assumed in a business combination that arise from contingencies be recognized at fair value if
fair value can be reasonably estimated. If fair value of such an asset or liability cannot be reasonably estimated, the
asset or liability would generally be recognized in accordance with SFAS No. 5, Accounting for Contingencies, and
FIN No. 14, Reasonable Estimation of the Amount of a Loss. FSP SFAS No. 141R-1 removes subsequent accounting
guidance for assets and liabilities arising from contingencies from SFAS No. 141R and requires entities to develop a
systematic and rational basis for subsequently measuring and accounting for assets and liabilities arising from
contingencies. FSP SFAS No. 141R-1 eliminates the requirement to disclose an estimate of the range of outcomes of
recognized contingencies at the acquisition date. For unrecognized contingencies, entities are required to include only
the disclosures required by SFAS No. 5. FSP SFAS No. 141R-1 also requires that contingent consideration
arrangements of an acquiree assumed by the acquirer in a business combination be treated as contingent consideration
of the acquirer and should be initially and subsequently measured at fair value in accordance with SFAS No. 141R.
FSP SFAS No. 141R-1 is effective for assets or liabilities arising from contingencies the Company acquires in
business combinations occurring after January 1, 2009 and is not expected to have a material impact on the Company s
financial statements.

Other FASB Pronouncements

In December 2007, the FASB issued SFAS No. 160, Non-controlling Interests in Consolidated Financial
Statements-an amendment of ARB No. 51. This Statement establishes accounting and reporting standards for
non-controlling interests in a subsidiary and for the deconsolidation of a subsidiary. Minority interests will be
re-characterized as non-controlling interests and classified as a component of equity. The Statement also establishes a
single method of accounting for changes in a parent s ownership interest in a subsidiary and requires expanded
disclosures. This Statement is effective for fiscal years, and interim periods within those fiscal years, beginning on or
after December 15, 2008. SFAS No. 60 became effective for the Company on January 1, 2009 and did not have a
significant impact on the Company s financial statements.

In March 2008, the FASB issued SFAS No. 161, Disclosures About Derivative Instruments and Hedging Activities,
an Amendment of FASB Statement No. 133. SFAS No. 161 amends SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, to amend and expand the disclosure requirements of SFAS No.
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BERKSHIRE HILLS BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

133 to provide greater transparency about (i) how and why an entity uses derivative instruments, (ii) how derivative
instruments and related hedge items are accounted for under SFAS No. 133 and its related interpretations, and

(iii) how derivative instruments and related hedged items affect an entity s financial statements. To meet those
objectives, SFAS No. 161 requires qualitative disclosures about objectives and strategies for using derivatives,
quantitative disclosures about fair value amounts of gains and losses on derivative instruments and disclosures about
credit-risk-related contingent features in derivative agreements. SFAS No. 161 became effective for the Company on
January 1, 2009 and did not have a significant impact on the Company s financial statements. Please see note 10 on
derivative financial instruments and hedging activities for additional information.

In June 2008, the FASB issued FSP EITF No. 03-6-1, Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Securities , which addresses whether instruments granted in share-based
payment transactions are participating securities prior to vesting and, therefore, need to be included in the earnings
allocation in computing earnings per share under the two-class method described in paragraphs 60 and 61 of FASB
Statement No. 128, Earnings Per Share . FSP EITF No. 03-6-1 is effective for financial statements issued for fiscal
years beginning after December 15, 2008, and interim periods within those years. All prior-period earnings per share
data presented shall be adjusted retrospectively (including interim financial statements, summaries of earnings and
selected financial data) to conform with the provisions of FSP EITF No. 03-6-1. Early application is not permitted.
FSP EITF No. 03-6-1 became effective for the Company on January 1, 2009 and did not have an impact on the
Company s financial statements.

In April 2009, the FASB issued FSP SFAS No. 107-1, Interim Disclosures about Fair Value of Financial Instruments
(FSP 107-1). This FSP amends FASB Statement No. 107, Disclosures about Fair Value of Financial Instruments , to
require disclosures about fair value of financial instruments for interim reporting periods of publicly traded companies
as well as in annual financial statements. This FSP also amends APB Opinion No. 28, Interim Financial Reporting ,
to require those disclosures in summarized financial information at interim reporting periods. FSP SFAS No. 107-1 is
effective for interim reporting periods ending after June 15, 2009, with early adoption permitted for periods ending
after March 15, 2009, and is not expected to have a significant impact on the Company s financial statements upon
adoption.

FSP SFAS No.115-2 and SFAS No.124-2, Recognition and Presentation of Other-Than-Temporary Impairments.
FSP SFAS No.115-2 and SFAS No.124-2 (i) changes existing guidance for determining whether an impairment is
other than temporary with regard to debt securities and (ii) replaces the existing requirement that the entity s
management assert it has both the intent and ability to hold an impaired security until recovery with a requirement that
management assert: (a) it does not have the intent to sell the security; and (b) it is more likely than not it will not have
to sell the security before recovery of its cost basis. Under FSP SFAS No.115-2 and SFAS No.124-2, declines in the
fair value of held-to-maturity and available-for-sale securities below their cost that are deemed to be other than
temporary are reflected in earnings as realized losses 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. FSP SFAS No.115-2
and SFAS No.124-2 are effective for interim and annual reporting periods ending after June 15, 2009, with early
adoption permitted for periods ending after March 15, 2009. Upon adoption, a cumulative effect adjustment will be
recorded to reclassify the non-credit component of previously recognized other-than-temporary impairment from
retained earnings to other comprehensive income. This FSP is not expected to have a significant impact on the
Company s financial statements.

Securities and Exchange Commission ( SEC ) Staff Accounting Bulletin ( SAB )

In April 2009, the SEC issued SAB 111 to amend Topic 5.M. in the Staff Accounting Bulletin Series entitled Other
Than Temporary Impairment of Certain Investments in Debt and Equity Securities so as to limit its scope to equity
securities while deferring guidance on other than temporary impairment for debt securities to FSP SFAS No.115-2 and
SFAS No.124-2. SAB 111 also reasserted the definition of other than temporary impairment in SFAS 115, Accounting
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that the FASB did not intend for that term to mean permanent impairment. SAB 111 became effective upon issuance
and did not have a significant impact on the Company s financial statements.
2. TRADING ACCOUNT SECURITY

The Company originated a $15.0 million economic development bond that is being accounted for at fair value in
accordance with SFAS No. 159 s fair value election. The security had an amortized cost of $15.0 million and a fair
value of $17.6 million at March 31, 2009. As discussed further in note 10 on derivative financial instruments and
hedging activities, the Company has entered into a swap contract to swap-out the fixed rate of the security in exchange
for a variable rate. In accordance with the guidance of SFAS No. 159, this security is classified as a trading security.
The Company does not purchase securities with the intent of selling them in the near term, thus there are no other
securities in the trading portfolio at March 31, 2009.

11
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3. SECURITIES

A summary of securities follows:

(In thousands)
March 31, 2009

Securities available for sale
Debt securities:

Municipal bonds and obligations
Mortgaged-backed securities
Other bonds and obligations

Total debt securities
Equity securities:

Marketable equity securities

Total securities available for sale

Securities held to maturity
Municipal bonds and obligations
Mortgaged-backed securities

Total securities held to maturity

Total

December 31, 2008

Securities available for sale
Debt securities:

Municipal bonds and obligations
Mortgaged-backed securities
Other bonds and obligations

Total debt securities
Equity securities:
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Amortized
Cost

$ 74,907
177,179
22,350
274,436
1,243

275,679

27,312
660

27,972

$303,651

$ 76,843
174,896
24,341

276,080

Gross

Unrealized

Gains

$1,200
3,889
135
5,224
70

5,294

524

529

$5,823

$ 401
2,275
170

2,846

Gross

Unrealized

Losses

$ (985)
(133)
(4,718)
(5.836)
(258)

(6,094)

2
2

$(6,096)

$(1,830)
(193)
(3,622)

(5,645)

Fair Value

$ 75,122
180,935
17,767
273,824
1,055

274,879

27,836
663

28,499

$303,378

$ 75414
176,978
20,889

273,281
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Marketable equity securities

Total securities available for sale

Securities held to maturity
Municipal bonds and obligations
Mortgaged-backed securities

Total securities held to maturity

Total

1,177 32 (110) 1,099
277,257 2,878 (5,755) 274,380
25,066 860 25,926
806 1 4 803
25,872 861 4 26,729
$303,129 $3,739 $(5,759) $301,109

Management evaluates available for sale (  AFS ) and held to maturity ( HTM ) securities for other
than-temporary-impairment ( OTTI ) at least quarterly. Securities are evaluated individually based on various factors
including, (1) the length of time and the extent to which the fair value has been less than cost, (2) the financial
condition and near term prospects of the issuer, and (3) the intent and ability of the Company to hold the investment
for a period of time sufficient to allow for any anticipated recovery of cost. Declines in the fair value of securities
below their cost that are deemed to be other than temporarily impaired, are recognized through earnings as realized
losses in the period in which the impairment is identified.

12
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The unrealized losses on the other bonds and obligations available for sale increased by $1.1 million to $4.7 million at
March 31, 2009 as compared to December 31, 2008 primarily as a result of an increase in the credit spreads on the
trust preferred securities in this portfolio and general macro-economic pressure on security prices. The Company
evaluated securities individually to assess the risk of loss based on various stress scenarios and deemed the risk of loss
to be unlikely. Furthermore, the Company has the intent and ability to hold these securities for a time necessary to
recover its cost basis or until maturity (at which time, full payment is expected). Based on management s review of all
AFS and HTM portfolios, there were no securities deemed impaired on an other-than-temporary basis as of March 31,

2009.
4. LOANS

Loans consist of the following:

(In thousands)

Residential mortgages 1-4 family
Construction

Total residential mortgages
Commercial mortgages Construction
Single and multifamily

Other

Total commercial mortgages
Commercial business

Consumer Auto and other

Home equity and second mortgages

Total consumer
Total loans

5. LOAN LOSS ALLOWANCE

Activity in the allowance for loan losses is as follows:

(In thousands)

Balance at beginning of year
Provision for loan losses
Loans charged-off

Recoveries

Balance at end of year
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December 31,

March 31, 2009 2008

$ 623,178 $ 642,733
28,329 34,521
651,507 677,254
132,362 129,704
66,043 69,964
598,958 605,788
797,363 805,456
179,765 178,934
123,430 140,784
217,313 204,724
340,743 345,508
$1,969,378 $ 2,007,152

Three Months Ended March 31,

2009 2008
$22,908 $22,116
2,500 825
(2,643) (883)
138 72
$22,903 $22,130
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6. DEPOSITS

A summary of time deposits is as follows:

March 31, December 31,
(In thousands) 2009 2008
Time less than $100,000 $ 397,692 $ 391,713
Time $100,000 or more 381,963 351,663
Brokered time 2,946 2,942
Total time deposits $782,601 $ 746,318
7. REGULATORY CAPITAL
The Bank s actual and required capital ratios are as follows:
FDIC Minimum
March 31, December 31, to be Well
2009 2008 Capitalized

Total capital to risk weighted assets 12.2% 12.3% 10.0%
Tier 1 capital to risk weighted assets 11.1 11.2 6.0
Tier 1 capital to average assets 9.1 9.3 5.0

At each date shown, Berkshire Bank met the conditions to be classified as well capitalized under the regulatory
framework for prompt corrective action. To be categorized as well capitalized, an institution must maintain minimum
total risk-based, Tier 1 risk-based, and Tier 1 leverage ratios as set forth in the table above.

8. STOCK-BASED COMPENSATION PLANS

A combined summary of activity in the Company s stock award and stock option plans for the three months ended
March 31, 2009 is presented in the following table:

Non-vested Stock

Awards Outstanding Stock Options Outstanding

Weighted- Weighted-
Average Average
Number Number
of Grant Date of Exercise
(Shares in thousands) Shares Fair Value Shares Price
Balance, December 31, 2008 123 $27.40 453 $23.00
Granted 47 23.52
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Stock options exercised (11 18.02
Stock awards vested 37 27.78
Forfeited 4 28.10
Balance, March 31, 2009 129 $25.85 442 $23.06

During the three months ended March 31, 2009 and 2008, proceeds from stock option exercises totaled $198 thousand
and $1.0 million, respectively. During the three months ended March 31, 2009, there were 48 thousand shares issued
in connection with stock option exercises and non-vested stock awards. All of these shares were issued from available
treasury stock. Stock-based compensation expense totaled $397 thousand and $409

14
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thousand during the three months ended March 31, 2009 and 2008, respectively. Stock-based compensation expense is
recognized ratably over the requisite service period for all awards.
9. OPERATING SEGMENTS

The Company has two reportable operating segments, Banking and Insurance, which are delineated by the
consolidated subsidiaries of Berkshire Hills Bancorp. Banking includes the activities of Berkshire Bank and its
subsidiaries, which provide commercial and consumer banking services. Insurance includes the activities of Berkshire
Insurance Group, which provides commercial and consumer insurance services. The only other consolidated financial
activity of the Company is the Parent, which consists of the transactions of Berkshire Hills Bancorp. Management fees
for corporate services provided by the Bank to Berkshire Insurance Group and the Parent are eliminated.

The accounting policies of each reportable segment are the same as those of the Company. The Insurance segment and
the Parent reimburse the Bank for administrative services provided to them. Income tax expense for the individual
segments is calculated based on the activity of the segments, and the Parent records the tax expense or benefit
necessary to reconcile to the consolidated total. The Parent does not allocate capital costs. Average assets include
securities available-for-sale based on amortized cost.

A summary of the Company s operating segments was as follows:

Total
(In thousands) Banking Insurance Parent Eliminations Consolidated
Three months ended
March 31, 2009
Net interest income $ 18,008 $ $ (197) $ (100) $ 17,711
Provision for loan losses 2,500 2,500
Non-interest income 4,093 4,578 1 8,672
Non-interest expense 15,788 2,459 112 94 18,453
Income (loss) before income
taxes 3,813 2,119 (308 ) (194 ) 5,430
Income tax expense (benefit) 884 870 (126 ) (81) 1,547
Net income (loss) $ 2929 $ 1,249 $ (182) $ (113) $ 3,883
Average assets (in millions) $ 2,638 $ 32 $ 400 $ (396) $ 2,674
Total
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(In thousands) Banking Insurance Parent Eliminations Consolidated

Three months ended

March 31, 2008

Net interest income $ 18,902 $ $ 2,492 $ (3,100) $ 18,294

Provision for loan losses 825 825

Non-interest income 4,314 5,156 3,391 (3,389 ) 9,472

Non-interest expense 15,405 2,494 175 18,074

Income (loss) before income

taxes 6,986 2,662 5,708 (6,489 ) 8,867

Income tax expense (benefit) 2,097 1,062 (341 ) 2,818

Net income (loss) $ 4,889 $ 1,600 $ 6,049 $ (6,489 ) $ 6,049

Average assets (in millions) $ 2,466 $ 32 $ 340 $ (338) $ 2,500
15
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10. DERIVATIVE FINANCIAL INSTRUMENTS AND HEDGING ACTIVITIES

As part of the Company s risk management strategy, the Company enters into interest rate swap agreements to mitigate
the interest rate risk inherent in certain of the Company s assets and liabilities. As of March 31, 2009, the Company
held interest rate swaps with a total notional value of $310.3 million. Of this total, interest rate swaps with a combined
notional value of $150 million were designated as cash flow hedges as defined in Statement of Financial Accounting
Standards No. 133, Accounting for Derivative Instruments and Hedging Activities ( SFAS No. 133 ). The remaining
$160.3 million have been designated as economic hedges, which are hedges not subject to the hedge accounting rules
of SFAS No. 133. At March 31, 2009, no derivatives were designated as hedges of net investments in foreign
operations. Additionally, the Company does not use derivatives for trading or speculative purposes.

Interest rate swap agreements involve the risk of dealing with both Bank customers and institutional derivative
counterparties and their ability to meet contractual terms. The agreements are entered into with counterparties that

meet established credit standards and contain master netting and collateral provisions protecting the at-risk party. The
derivatives program is overseen by the Risk Management Committee of the Company s Board of Directors. Based on
adherence to the Company s credit standards and the presence of the netting and collateral provisions, the Company
believes that the credit risk inherent in these contracts was not significant at March 31, 2009.

The Company pledged collateral to derivative counterparties in the form of cash totaling $1.0 million and securities
with an amortized cost of $27.9 million and a fair value of $28.3 million as of March 31, 2009. No collateral was
posted from counterparties to the Company as of March 31, 2009. The Company may need to post additional

collateral in the future in proportion to potential increases in unrealized loss positions.

Information about interest rate swap agreements entered into for interest rate risk management purposes at March 31,
2009, summarized by type of financial instrument the swap agreements were intended to hedge, follows:

Weighted Estimated
Weighted Average
Notional Average Rate Fair Value
Amount Maturity Received Paid Gain (Loss)
(In (In (In
thousands) years) thousands)
Cash flow hedges
Interest rate swaps on FHLBB
borrowings $ 135,000 55 1.36% 4.24% $ (14,115)
Interest rate swaps on junior
subordinated debentures 15,000 5.1 3.10 5.54 (1,070)
Total cash flow hedges 150,000 (15,185)
Economic hedges
Interest rate swap on industrial revenue
bond 15,000 20.7 0.86 5.09 (2,431)
Interest rate swaps on loans with
commercial loan customers 72,669 7.7 2.16 4.53 (4,869)
Reverse interest rate swaps on loans
with commercial loan customers 72,669 7.7 4.53 2.16 4,657
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Total economic hedges 160,338 (2,643)
Total $ 310,338 $ (17,828)
Cash flow hedges

The effective portion of unrealized changes in the fair value of derivatives accounted for as cash flow hedges are
reported in other comprehensive income and subsequently reclassified to earnings when gains or losses are realized.
Each quarter, the Company assesses the effectiveness of each hedging relationship by comparing the changes in cash
flows of the derivative hedging instrument with the changes in cash flows of the designated hedged item or
transaction. The ineffective portion of changes in the fair value of the derivatives is recognized directly in earnings.
The Company has entered into several interest rate swaps with an aggregate notional value of $135 million to convert
the LIBOR based floating interest rates on a $135 million portfolio of Federal Home Loan Bank of

16

Table of Contents 31



Edgar Filing: BERKSHIRE HILLS BANCORP INC - Form 10-Q

Table of Contents

BERKSHIRE HILLS BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Boston ( FHLBB ) advances to fixed rates, with the objective of fixing the Company s monthly interest expense on
these borrowings.

In April 2008, the Company entered into an interest rate swap with a notional value of $15 million to convert the
floating rate interest on its junior subordinated debentures to a fixed rate of interest. The purpose of the hedge was to
protect the Company from the risk of variability arising from the floating rate interest on the debentures.
Accumulated net unrealized losses on interest rate swaps hedging the FHLBB borrowings and the junior subordinated
debentures totaled $14 million and $1 million, respectively, as of March 31, 2009, net of the related income tax
benefit of $5.9 million and $0.4 million, and are recorded in accumulated other comprehensive loss on the
Consolidated Balance Sheet.

Amounts included in the Consolidated Statements of Income and in the other comprehensive income section of the
Consolidated Statements of Changes in Stockholder s Equity related to interest rate derivatives designated as hedges of
cash flows for the periods ended March 31, 2009 and March 31, 2008 were as follows:

Three Months Ended March

31,
(In thousands) 20